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Foreign Direct Investment (FDI) refers to the investment made by a firm or an individual in one
country to establish business operations in another country. FDI plays a significant role in the
global economy and is closely related to multinational corporations (MNCs). MNCs are
companies that have operations in multiple countries and are key players in driving FDI flows
worldwide.

FDI can take various forms, known as modes of FDI, depending on the level of control and
ownership that the investing firm has over the foreign operations. In this tutorial, we will explore
the different modes of FDI and their relevance in the context of FDI and MNCs.

1. Greenfield Investments:
Greenfield investments involve establishing new operations in a foreign country from scratch. It
could include building new factories, offices, or distribution centers. MNCs often opt for
greenfield investments when they seek to enter new markets or expand their operations
significantly.

Greenfield investments offer complete control to the investing firm, allowing them to customize
the new operations according to their specific requirements. However, they also involve higher
risks and costs, as the investing firm needs to invest in infrastructure, recruit and train local
workforce, and navigate through unfamiliar regulatory and business environments.

2. Mergers and Acquisitions (M&A):
Mergers and acquisitions involve acquiring an existing company or merging with it to gain
control over their operations. MNCs may choose this mode of FDI to enter a new market quickly
or to increase their market share and competitiveness.

M&A can offer several advantages, including instant access to an established customer base,
distribution networks, supply chains, and local expertise. It also allows the investing firm to
leverage existing resources and knowledge of the acquired company. However, M&A can be
complex, as it requires careful due diligence and negotiations, and it may face resistance from
local stakeholders.

3. Joint Ventures and Strategic Alliances:
Joint ventures and strategic alliances involve forming partnerships between two or more
companies, typically a local firm and a foreign firm. This mode of FDI allows sharing of
resources, risks, and rewards between the partners and enables them to leverage each other's
strengths.

Joint ventures can be beneficial for MNCs as they provide access to local knowledge, networks,
and distribution channels of the local partner. It also helps in sharing the risks associated with
entering a new market or facing regulatory barriers. However, joint ventures also require
effective cooperation, coordination, and shared decision-making between the partners, which



can sometimes lead to conflicts of interest.

4. Licensing and Franchising:
Licensing and franchising are modes of FDI where the intellectual property rights or brand name
of a company are transferred to a foreign entity in exchange for royalty payments or fees.
Through licensing, a foreign firm obtains the rights to produce and sell a product or use a
technology under specific terms and conditions set by the licensor.

Licensing and franchising can be an attractive option for MNCs to expand their market presence
quickly and at a relatively lower cost. It allows them to leverage their brand value and
intellectual property without substantial investments in new infrastructure or operations.
However, these modes lack direct control over the foreign operations and can sometimes lead to
potential conflicts or dilution of brand image.

In conclusion, foreign direct investment can take different forms or modes, depending on the
level of control and ownership desired by the investing firm. Greenfield investments, mergers
and acquisitions, joint ventures, and licensing/franchising are some of the primary modes of FDI
utilized by multinational corporations. Each mode has its own advantages and considerations,
and the selection of the appropriate mode depends on various factors such as market
opportunities, risks, resources, and strategic objectives of the investing firm.


