
Overview of foreign direct investment

Foreign Direct Investment (FDI) as a Global Market Entry Strategy 

Foreign Direct Investment (FDI) is a strategic decision made by companies to establish and
control operations in foreign countries. It involves the direct ownership or control of facilities
and assets in the host country, making it a significant market entry strategy for companies
seeking to expand their global presence. In this tutorial, we will provide an overview of foreign
direct investment, its types, and how it benefits companies as a global market entry strategy. 

1. What is Foreign Direct Investment?
Foreign Direct Investment (FDI) refers to the investment made by a company or individual from
one country into another country, with the aim of establishing or acquiring business interests in
the foreign country. FDI goes beyond mere financial investments and often involves the transfer
of technologies, expertise, and managerial skills to the host country. 

2. Types of Foreign Direct Investment
There are three main types of Foreign Direct Investment:

a. Horizontal FDI: This type of investment occurs when a company sets up similar operations
or acquires a similar company in a foreign country. The goal is to replicate the business model
and tap into new markets while enjoying economies of scale and lower production costs.

b. Vertical FDI: In vertical FDI, a company invests in different stages of the production
process, either forward or backward. Forward vertical FDI refers to investing in distribution,
marketing, or sales operations, while backward vertical FDI involves investing in raw material
production or supplier companies.

c. Conglomerate FDI: Conglomerate FDI occurs when a company expands its operations into
a completely unrelated industry in the foreign country. This allows diversification of the
company's business interests and reduces the reliance on a single industry or market.

3. Benefits of Foreign Direct Investment
Foreign Direct Investment offers several benefits to companies as a global market entry strategy:

a. Access to new markets: FDI allows companies to enter new markets and tap into a larger
customer base, which may have higher growth potential and less competition.

b. Cost savings: Companies can benefit from cost savings in terms of production, labor, and
raw materials by establishing operations in countries with lower costs.

c. Knowledge transfer: FDI facilitates the transfer of technologies, expertise, and managerial
skills from the company's home country to the host country. This can help in enhancing the local
workforce's skills and capabilities.

d. Reduced trade barriers: By establishing local operations, companies can avoid trade barriers



such as tariffs, quotas, and import restrictions, thus ensuring a smoother flow of their products in
the foreign market.

4. Factors Influencing Foreign Direct Investment
Several factors influence the decision of companies to engage in FDI:

a. Market size and growth: Companies are more likely to invest in countries with large and
growing markets as they offer higher sales potential.

b. Political stability: Political stability in the host country is crucial for companies to ensure
the safety of their investments.

c. Infrastructure and resources: Availability of infrastructure, raw materials, and skilled
workforce are important factors for companies considering FDI.

d. Legal and regulatory framework: A favorable legal and regulatory framework that supports
foreign investment and protects intellectual property rights is attractive for companies.

e. Competitive advantage: Companies may invest in countries where they have a competitive
advantage, such as technological expertise or unique products.

5. Case Studies
Include case studies of companies that have successfully utilized FDI as a global market entry
strategy. Highlight their approach, benefits, and the impact on their business.

Conclusion:
Foreign Direct Investment (FDI) is a strategic approach used by companies to establish
operations in foreign countries as a global market entry strategy. It offers companies access to
new markets, cost savings, knowledge transfer, and reduced trade barriers. Factors such as
market size, political stability, infrastructure, and legal framework influence companies'
decisions to engage in FDI. Through case studies, we have seen how companies effectively
leverage FDI to expand their global presence and gain a competitive advantage.


