
Motives for FDI

Foreign Direct Investment (FDI) refers to the investment made by a foreign individual, company,
or government in another country's businesses or assets. FDI plays a crucial role in the global
economy and is closely linked to multinational corporations (MNCs). In this tutorial, we will
explore the motives behind FDI in relation to MNCs. Understanding these motives is essential to
comprehend the dynamics of international investment and the activities of multinational
corporations.

1. Resource Seeking:
One of the primary motives for FDI is resource seeking. MNCs often invest in foreign countries
to access and exploit natural resources. These resources may include raw materials, minerals,
energy sources, or even labor. By establishing operations in the host country, MNCs can secure a
steady supply of vital resources and reduce dependence on external suppliers. This motive is
particularly prevalent in industries such as mining, oil and gas, and agriculture.

2. Market Seeking:
Another significant motive for FDI is market seeking. MNCs aim to establish a presence in
foreign markets to expand their consumer base and increase sales. By setting up subsidiaries or
acquiring local firms, they can penetrate new markets, gain customers, and ultimately boost their
overall revenue. The decision to invest in a particular country is often influenced by factors such
as market size, growth potential, consumer purchasing power, and competitive landscape.

3. Efficiency Seeking:
Efficiency seeking is another important motive behind FDI. MNCs invest in foreign countries to
capitalize on cost advantages, technological advancements, or skilled labor available in the host
country. By relocating production facilities or outsourcing certain activities, they can reduce
production costs, increase operational efficiency, and enhance competitiveness. This motive is
particularly relevant in industries with significant labor-intensive processes or economies of
scale.

4. Strategic Asset Seeking:
Strategic asset seeking refers to the motive of acquiring strategic assets or capabilities through
FDI. MNCs may invest in foreign countries to gain access to advanced technologies, patents,
intellectual property, or specialized knowledge. This motive is common in industries driven by
innovation, such as pharmaceuticals, biotechnology, telecommunications, and information
technology. By acquiring or collaborating with foreign firms possessing strategic assets, MNCs
can enhance their competitive advantage and accelerate their technological capabilities.

5. Policy and Regulatory Seeking:
MNCs may also undertake FDI to take advantage of favorable policy and regulatory
environments in foreign countries. Governments often implement policies to attract foreign
investment by offering incentives such as tax breaks, subsidies, relaxed regulations, or special
economic zones. MNCs evaluate these factors when making investment decisions, as they can
significantly impact their profitability and operational flexibility.



6. Diversification and Risk Management:
FDI can serve as a means for MNCs to diversify their operations and reduce risks. By expanding
their presence across multiple countries, MNCs can mitigate the impact of market fluctuations,
economic downturns, or political uncertainties in a particular region. Diversification through
FDI allows them to balance their risks and capitalize on growth opportunities in different
markets.

Understanding the motives behind FDI is essential for host countries as well. It helps them
design policies and strategies to attract and retain foreign investment, promote economic growth,
create employment opportunities, and maximize the benefits derived from MNCs' operations.

In conclusion, the motives for FDI in relation to MNCs are diverse and multi-faceted. They
range from resource seeking and market seeking to efficiency seeking, strategic asset seeking,
policy and regulatory seeking, and diversification. By understanding these motives, we can gain
insight into the rationale behind foreign investment decisions and the impact of MNCs on the
global economy.


