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Abstract: This research aims to deepen the understanding of Foreign Direct Investment (FDI) and its 

relationship with economic growth by systematically reviewing existing literature. The study also 

seeks to elucidate the factors influencing FDI and how FDI flows impact economic growth, alongside 

examining the opportunities and challenges posed by FDI adoption. This study conducted a review 

of 100 publications published between 2001 and 2022 using data sourced from the Scopus database, 

as well as other comprehensive databases such as ScienceDirect, Emerald Insight, JStor, PLOS ONE, 

Springer, and Taylor & Francis. The review incorporated empirical research, case studies, and reports 

from institutions like the World Bank and OECD. Additionally, related books and theoretical 

frameworks were referenced to support the analysis. The literature indicates that FDI can influence 

economic growth in various ways. Broadly, FDI is recognized as a significant driver of development 

and an essential part of an open and efficient international economic system. However, the 

distribution of FDI benefits is not uniform or automatic across countries, sectors, or local 

communities. The findings highlight that social and macroeconomic factors play crucial roles in 

shaping business decisions regarding FDI, contingent on the unique characteristics of the host 

country. This research provides a conceptual framework based on existing literature for 

understanding the impact of FDI on economic growth. It encourages empirical studies to validate 

and test the applicability and effectiveness of this framework in real -world contexts. 

Originality/value by synthesizing diverse perspectives from the literature, this paper identifies key 

factors influencing FDI flows and their impact on economic growth. It offers practical insights that 

could assist investors in comprehending FDI dynamics and their implicat ions for economic 

development. 
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1. Introduction 

Foreign Direct Investment (FDI) is a pivotal component of the global economic 

system, playing a crucial role in the economic development of host countries. According 

to Lagendijk and Hendrikx (2009), FDI refers to the transfer of ownership and productive 

assets to foreign entities, enabling companies to leverage their unique capabilities by 

tapping into location-specific advantages. This integration supports international trade 

and stimulates overall economic growth (Nupehewa et al., 2022). Despite its recognized 

benefits, the distribution of FDI's impact varies significantly across different nations and 

sectors, posing challenges for policymakers and researchers (OECD, 2002). 

The relationship between FDI and economic growth has been extensively studied, 

leading to several fundamental issues and debates. First, the uneven distribution of FDI 

benefits is a prominent topic. Research indicates that FDI's positive effects are not 

uniformly experienced, with countries that possess strong, transparent institutions 

benefiting more significantly than those with weaker governance structures (Paul and 
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