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Abstract Foreign Direct Investment (FDI) remains a critical driver 

of global economic growth, technology transfer, and development. In 

2025, global FDI flows rose 14% to an estimated $1.6 trillion, 

recovering from declines in prior years, though much of the increase 

was attributed to conduit flows through financial centers rather than 

productive investments. Developed economies saw strong gains 

(43% increase), while developing economies experienced a slight 

decline. For 2026, the outlook is cautiously optimistic but highly 

uncertain, with potential modest growth contingent on easing 

financing conditions and rising M&A activity, tempered by 

geopolitical tensions, trade fragmentation, and policy uncertainty. 

This study analyzes global FDI trends, determinants, and impacts 

using secondary data, econometric insights, and projections. 
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1.Introduction FDI involves long-term investment by entities in one country into businesses in another, 

typically through establishing operations, acquiring assets, or expanding existing ones. It differs from portfolio 

investment by implying significant management influence. In an era of globalization, digital transformation, and 

geopolitical shifts, FDI facilitates capital flows, job creation, and innovation diffusion. However, recent years 

have seen volatility due to the COVID-19 aftermath, supply chain disruptions, and rising protectionism. This 

report provides a comprehensive worldwide analysis for the 2026 outlook, drawing on data from UNCTAD, 

IMF, OECD, and other sources. 

2.Need of the Study 

With global growth projected around 3.0-3.3% in 2026 amid divergent regional paths, understanding FDI 

dynamics is essential for policymakers, investors, and businesses. FDI can bridge investment gaps in developing 

nations, support the Sustainable Development Goals (SDGs), and drive productivity through technology 

transfer, job creation, and infrastructure development. Yet, concentration risks (e.g., in data centers and 

semiconductors) and declining flows to vulnerable economies highlight the need for evidence-based strategies 

to attract sustainable FDI. 
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Global Economic Context and FDI Relevance 

IMF projections for 2026 indicate global growth stabilizing at approximately 3.1%, with variations between 

advanced economies (around 1.8%) and emerging market and developing economies (near 3.9%). The World 

Bank offers a slightly more cautious outlook, projecting global growth around 2.6-2.7% amid fading supportive 

factors like inventory buildup and persistent trade tensions. In this environment of subdued growth, geopolitical 

fragmentation, and policy uncertainties (including trade barriers and conflicts), FDI serves as a critical catalyst 

for economic resilience. It supplements domestic investment, particularly in capital-scarce regions, and fosters 

long-term productivity gains. 

FDI's role extends beyond capital inflows. It supports SDGs by promoting innovation, quality employment, 

human capital development, and advancements in areas like renewable energy and infrastructure. However, its 

effectiveness depends on governance quality, local absorptive capacity, and alignment with sustainable 

practices. 

Emerging Challenges in FDI Flows 

Recent trends reveal a polarized FDI landscape: 

• Overall Recovery with Caveats: Global FDI rose an estimated 14% in 2025 to around $1.6 trillion, 

largely driven by activity in financial centers. However, real investment activity remains fragile, with underlying 

weaknesses in productive sectors. 

• Sectoral Concentration Risks: A significant portion of greenfield FDI has concentrated in high-tech, 

capital-intensive areas. Data centers accounted for over one-fifth of global greenfield project values in 2025 

(exceeding $270 billion in announcements), fueled by AI infrastructure demands. Semiconductors also saw 

strong growth, with project values rising notably (e.g., 35% in some reports), heavily skewed toward destinations 

like the United States. While these investments signal technological progress, spillovers to broader economies 

are limited, and they heighten vulnerabilities such as supply chain concentration, water stress in data center 

locations, and over-reliance on specific regions or firms. 

• Declines in Developing and Vulnerable Economies: FDI to developing countries has shown persistent 

weakness. Flows to these economies have dropped to multi-year lows in recent periods, with Africa experiencing 

sharp declines (e.g., 42% in some half-year data) and SDG-related projects (infrastructure, renewables, agrifood) 

contracting significantly. Least developed countries (LDCs) receive only a tiny share of global FDI (around 

2%), limiting their ability to address financing gaps for the 2030 Agenda. 

This divergence exacerbates inequalities: advanced economies and select high-tech hubs capture 

disproportionate benefits, while many developing nations face financing constraints, debt pressures, and reduced 

access to transformative investments. 

3.Rationale for the Study 

The need for this study arises from the gap between FDI's potential as a development tool and the realities of 

uneven, concentrated, and sometimes unsustainable flows. Policymakers require nuanced evidence on: 

• Drivers and barriers to FDI in diverse contexts, especially post-2025 amid evolving trade policies and 

AI-driven shifts. 

• Strategies to diversify FDI beyond "hot" sectors like data centers and semiconductors toward inclusive, 

SDG-aligned areas (e.g., green infrastructure, skills development, and climate resilience). 

• The interplay between governance, investment policies, and outcomes in productivity, job quality, and 

environmental sustainability. 
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4.Objectives of the Study 

1. To examine recent global and regional FDI trends and project the 2026 outlook. 

2. To identify key determinants of FDI inflows using theoretical and empirical lenses. 

3. To analyze the impact of FDI on economic growth and development. 

4. To discuss policy implications for enhancing FDI attractiveness worldwide. 

4.Theoretical Framework 

The primary theoretical framework guiding this study is John Dunning’s Eclectic Paradigm (also known as the 

OLI Paradigm), which provides a comprehensive, integrative explanation for why firms engage in Foreign 

Direct Investment (FDI) and the patterns of international production. Developed by British economist John H. 

Dunning starting in the late 1970s, the paradigm synthesizes elements from industrial organization theory, 

location theory, and internalization theory into a unified framework. 

It posits that FDI occurs when three sets of advantages are simultaneously present for a firm: 

• Ownership (O) advantages: Firm-specific competitive advantages that enable a company to compete 

successfully in foreign markets. These include tangible and intangible assets such as proprietary technology, 

innovation capabilities, brands, managerial expertise, economies of scale, and access to finance. Ownership 

advantages can be asset-based (e.g., patents, trademarks) or transaction-based (e.g., benefits from common 

governance and multinational coordination). 

• Location (L) advantages: Specific attractions of the host country or region that make it profitable to 

undertake value-adding activities there rather than at home or elsewhere. Key factors include market size and 

growth potential, access to natural or human resources, infrastructure quality, labor costs, institutional 

environment (e.g., political stability, regulatory framework, investment policies), and proximity to markets or 

supply chains. 

• Internalization (I) advantages: Benefits of exploiting ownership advantages internally within the 

firm’s hierarchy (through FDI) rather than through external market transactions such as licensing, exporting, or 

joint ventures. Internalization helps firms protect proprietary knowledge, reduce transaction costs, ensure quality 

control, and mitigate risks associated with market imperfections or opportunistic behavior by partners. 

According to the OLI paradigm, a firm will only pursue FDI when it possesses strong ownership advantages, 

the host location offers complementary advantages that enhance their exploitation, and the benefits of internal 

control outweigh those of external arrangements. The configuration and interaction of these OLI factors 

determine not only the decision to invest abroad but also the volume, sectoral distribution, and geographical 

patterns of FDI. 

Relevance to the Study 

This framework is particularly suitable for analyzing contemporary FDI dynamics in a context of subdued global 

growth, technological shifts (e.g., AI and data centers), and sustainability imperatives. It allows for the 

examination of: 

• How firm-specific ownership advantages (e.g., technological prowess in semiconductors or data 

infrastructure) drive concentrated investments. 

• The role of evolving location advantages in developing economies, including policy reforms, 

infrastructure, and alignment with SDGs. 

• Internalization decisions amid global value chain reconfiguration, geopolitical risks, and the rise of 

strategic alliances. 

The eclectic paradigm’s strength lies in its flexibility as an “envelope” for integrating other theories and its 

applicability across different contexts, including sub-national analyses and emerging market dynamics. 
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Extensions and Limitations 

Dunning himself refined the paradigm over decades to account for globalization, knowledge-based economies, 

and asset-augmenting FDI (where firms invest abroad to acquire new capabilities). Later extensions incorporate 

dynamic elements, institutional factors, and the role of networks and alliances. 

However, critics note limitations such as its primarily static nature (though dynamized in later versions), 

challenges in fully explaining FDI from developing countries or state-owned enterprises, and difficulties in 

operationalizing certain variables empirically. Despite these, the OLI paradigm remains one of the most widely 

used and robust frameworks in international business research for understanding FDI determinants and 

multinational enterprise (MNE) behavior. 

This study will apply the OLI paradigm as the overarching lens while integrating complementary perspectives 

(e.g., institutional theory or sustainable development approaches) to address modern challenges like FDI 

concentration risks and the pursuit of inclusive, green investments. 

5.Literature Review 

Empirical studies on the relationship between Foreign Direct Investment (FDI) and economic growth present 

mixed findings. While many analyses indicate a positive association, the effects are often conditional on host-

country characteristics such as human capital, financial development, institutional quality, and trade openness. 

FDI and Economic Growth: Conditional Effects and Spillovers 

Early and seminal contributions, such as those by Borensztein et al. (1998), demonstrated that FDI promotes 

growth primarily through technology transfer, but only when the host economy possesses sufficient absorptive 

capacity, particularly in terms of human capital. Subsequent research has reinforced this contingency: FDI tends 

to yield stronger positive impacts in countries with well-developed financial markets, stable institutions, and 

open trade regimes. 

Meta-analyses provide a nuanced synthesis of the literature. Studies aggregating hundreds of estimates find 

evidence of positive productivity spillovers from FDI to domestic firms, though these are frequently modest and 

subject to publication bias, data characteristics, and model specifications. Without adequate absorptive capacity, 

FDI can lead to crowding-out effects, where foreign firms displace local competitors, or even negative outcomes 

in terms of overall growth. 

Panel and time-series studies across developing and emerging economies (e.g., Asia, Africa, and Latin America) 

further illustrate heterogeneity. Positive long-run effects are more common in export-oriented or manufacturing-

heavy contexts, while results in resource-dependent or institutionally weak settings are weaker or insignificant. 

Recent Trends: Digital, Green, and Fragmented FDI 

Contemporary literature increasingly focuses on evolving patterns of FDI amid technological transformation 

and geopolitical shifts. Investments in the digital economy—particularly data centers, semiconductors, AI 

infrastructure, and digital services—have surged, driven by ownership advantages of tech multinationals and 

location advantages related to data infrastructure and regulatory environments. 

Green FDI, encompassing renewable energy, environmental technologies, and sustainable infrastructure, is 

another growing focus, viewed as critical for aligning investment with the Sustainable Development Goals 

(SDGs). However, recent data indicate contraction in SDG-related projects in developing regions, highlighting 

vulnerabilities. 
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Geopolitical fragmentation and "friendshoring" represent a significant emerging theme. FDI flows are 

increasingly concentrated among geopolitically aligned countries, with declines in investments between distant 

blocs. This reconfiguration affects strategic sectors and raises concerns about efficiency losses, reduced 

diversification, and heightened risks for vulnerable economies. 

Determinants of FDI 

A robust body of literature identifies key location-specific determinants of FDI inflows. Systematic reviews 

consistently rank market size (measured by GDP or population) as the most reliable and significant factor, 

reflecting market-seeking motives. Other important determinants include: 

• Trade openness — Facilitates integration into global value chains. 

• Infrastructure quality — Especially transport, energy, and digital connectivity. 

• Macroeconomic and political stability — Reduces risk for investors. 

• Labor costs and human capital — Influence efficiency-seeking FDI. 

• Institutional factors — Such as regulatory frameworks, governance, and investment policies. 

These determinants interact with ownership and internalization advantages as per Dunning’s OLI paradigm, 

shaping the volume, sectoral composition, and geographical distribution of FDI. 

Research Gaps 

While extensive, the literature reveals gaps this study seeks to address: limited integration of recent geopolitical 

and digital/green dimensions within the OLI framework; insufficient focus on strategies for vulnerable 

economies to attract sustainable, diversified FDI amid concentration risks; and the need for updated evidence 

on policy levers in a low-growth, fragmented global environment. 

This review underscores FDI’s potential as a growth and development catalyst while highlighting the conditional 

and context-dependent nature of its benefits. The following sections build on this foundation through empirical 

analysis and policy recommendations grounded in the OLI paradigm. 

6.Population & Sample 

The population for this study encompasses all countries and economies that report Foreign Direct Investment 

(FDI) data globally. According to UNCTAD, this includes data for more than 200 economies, covering both 

developed and developing nations, with annual FDI flows and stocks available from 1990 onward in most cases. 

This comprehensive population allows for a broad understanding of worldwide FDI patterns while 

acknowledging variations in data availability and quality across jurisdictions. 

Sample Selection 

Given the challenges of analyzing the full global population (including data gaps in smaller or conflict-affected 

economies), the study employs a purposive sample focused on major FDI recipients and source countries. 

Specifically, the sample includes the top 20–30 economies by FDI inflows and outflows in recent years, 

supplemented by aggregate groupings for developed versus developing countries. This approach ensures 

coverage of countries that collectively account for the vast majority of global FDI activity (often over 80–90% 

of total flows). 

Key elements of the sample: 

• Major individual economies: Inclusion of leading recipients such as the United States, China, India, 

Brazil, Singapore, the United Kingdom, Germany, and other consistent top performers, alongside significant 

emerging sources and destinations. 
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• Aggregate categories: Developed economies (e.g., OECD members and high-income countries) versus 

developing economies (per UNCTAD or World Bank classifications), with further breakdowns for regions like 

Asia, Africa, Latin America, and least developed countries (LDCs) where relevant. 

• Time period: Panel data spanning 2015–2025, capturing pre-pandemic trends, COVID-19 disruptions, 

post-pandemic recovery, and recent developments amid geopolitical shifts and technological transformations. 

Data for 2025 relies on preliminary estimates where final figures are unavailable. 

This panel structure (country-year observations) facilitates econometric analysis of trends, determinants, and 

impacts over time while controlling for unobserved heterogeneity. 

7.Data Sources and Justification 

Primary data sources include: 

• UNCTAD’s World Investment Report (WIR) and FDI/MNE database — for comprehensive flows, 

stocks, greenfield projects, and regional aggregates. 

• World Bank World Development Indicators (WDI) and IMF Balance of Payments statistics — for 

standardized FDI inflows as a share of GDP and complementary macroeconomic variables. 

• Supplementary national sources and OECD data for validation in specific economies. 

The focus on major economies and aggregates is justified because global FDI remains highly concentrated: a 

small number of countries dominate both inflows and outflows. For instance, the top destinations and sources 

(e.g., US, China, and select European and Asian hubs) drive the majority of activity, while many smaller 

economies contribute marginally. This sampling strategy balances representativeness with analytical feasibility, 

reduces noise from data-scarce observations, and enables meaningful comparisons between developed and 

developing contexts — central to examining concentration risks and sustainable FDI attraction. 

8.Data and Sources of Data 

This study relies exclusively on secondary data sourced from reputable international organizations. These 

sources provide standardized, comparable, and high-quality time-series data on FDI flows, stocks, and related 

macroeconomic indicators, ensuring reliability and consistency across countries and over time. 

Primary Data Sources 

The following key sources were utilized: 

• UNCTAD (United Nations Conference on Trade and Development): 

o World Investment Reports (WIR) — particularly the 2025 edition and subsequent updates. 

o Global Investment Trends Monitor (various issues up to 2026). These provide comprehensive 

data on global, regional, and country-level FDI inflows and outflows, greenfield investments, cross-border 

M&As, project finance, and sector-specific trends. UNCTAD data also include detailed annex tables on flows 

and stocks from 1990 onward. 

• IMF (International Monetary Fund): 

o World Economic Outlook (WEO) database (various editions, including April 2026 and updates). 

This supplies macroeconomic variables such as GDP growth, trade openness, inflation, and other contextual 

indicators essential for analyzing FDI determinants and impacts. 

• OECD (Organisation for Economic Co-operation and Development): 

o OECD FDI Statistics database. This offers detailed inward and outward FDI flows, positions 

(stocks), and income data for OECD member countries and selected partners, aligned with the Benchmark 

Definition of Foreign Direct Investment (BMD4). 

• World Bank: 

o World Development Indicators (WDI) database. Key indicators include FDI net inflows (BoP, 

current US$) and FDI net inflows (% of GDP), along with complementary variables such as infrastructure 

quality, human capital (e.g., education indices), institutional measures, and trade data. 
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Variables and Time Coverage 

The dataset comprises panel data (country-year observations) covering the period 2015–2025, with projections 

and preliminary estimates incorporated for the most recent years where final figures are not yet available. 

Core FDI variables include: 

• FDI inflows and outflows (absolute values and as % of GDP). 

• FDI inward and outward stocks. 

• Greenfield FDI project values and sectoral breakdowns (e.g., data centers, semiconductors, renewables). 

Macroeconomic and control variables include: 

• Market size (GDP, population). 

• Economic growth rates. 

• Trade openness. 

• Infrastructure indices. 

• Institutional quality/governance indicators. 

• Human capital and labor market variables. 

This time frame captures pre- and post-COVID trends, recovery patterns, and recent shifts influenced by 

geopolitical tensions, technological advancements (e.g., AI-driven investments), and policy changes. 

Data Processing and Reliability 

Data were cross-validated across sources to address minor discrepancies (e.g., revisions in preliminary 

estimates). Aggregations for developed vs. developing economies follow UNCTAD and World Bank 

classifications. For 2025, preliminary figures from UNCTAD’s Global Investment Trends Monitor were used, 

noting the reported 14% rebound in global FDI to approximately $1.6 trillion, with significant concentration in 

developed economies and specific sectors 

9.Research Methodology 

This study adopts a mixed-methods approach combining quantitative descriptive analysis, a review of existing 

econometric evidence, and qualitative synthesis. The methodology is grounded in the OLI paradigm and aims 

to examine FDI trends, determinants, impacts, and policy implications in the context of subdued global growth 

and emerging challenges such as sectoral concentration and fragmentation. 

Research Design 

The study primarily relies on secondary data analysis using panel data for the period 2015–2025. It integrates: 

• Descriptive analysis of global and regional FDI trends. 

• Synthesis of econometric evidence from the literature on FDI determinants and growth effects. 

• Qualitative assessment of outlook factors, including geopolitical risks, technological shifts (e.g., AI 

and data centers), and sustainability considerations. 

No primary data collection was undertaken. Instead, the study draws hypothetical panel regression insights 

informed by established models in the literature to illustrate potential relationships and policy levers. 
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Statistical Tools and Econometric Models 

1. Descriptive Statistics and Trend Analysis 

Descriptive techniques are employed to summarize FDI flows, stocks, and their distribution across countries, 

sectors, and development levels. This includes: 

• Calculation of means, medians, growth rates, shares, and concentration indices (e.g., Herfindahl-

Hirschman Index for sectoral and geographical concentration). 

• Visualization through tables, line charts, bar graphs, and heat maps to illustrate trends such as the post-

2020 recovery, rise in data center investments, and divergence between developed and developing economies. 

• Comparative analysis between aggregates (developed vs. developing countries) and top 

recipients/sources. 

These tools provide an accessible overview of patterns and highlight stylized facts aligned with the OLI 

framework (e.g., location advantages driving concentration). 

2. Gravity Model for FDI Determinants 

To analyze bilateral FDI flows and location advantages, the study references the gravity model of international 

investment, a workhorse in the empirical FDI literature: 

FDI𝑖𝑗,𝑡 = 𝛽0 + 𝛽1ln⁡(GDP𝑖,𝑡) + 𝛽2ln⁡(GDP𝑗,𝑡) + 𝛽3ln⁡(Distance𝑖𝑗) + 𝛽4Policy
𝑗,𝑡

+ 𝛽5Infrastructure𝑗,𝑡

+ 𝛽6Institutions𝑗,𝑡 +⋯+ 𝜖𝑖𝑗,𝑡 

 

Where: 

• 𝑖= source country, 𝑗= host country, 𝑡= time. 

• Core variables capture market size (GDP), geographical and cultural distance, and host-country location 

factors (trade openness, political stability, investment treaties, etc.). 

• Extensions incorporate OLI-specific variables such as technological gaps (ownership advantages) and 

internalization proxies. 

Estimates from the literature using Poisson Pseudo-Maximum Likelihood (PPML), OLS, or Fixed Effects 

variants inform the analysis of determinants. 

3. Panel Data Models for FDI-Growth Relationship 

For examining the impact of FDI on economic growth, the study draws on panel regression insights from 

existing research, particularly: 

• Fixed Effects or Random Effects models to control for time-invariant country heterogeneity. 

• System GMM (Generalized Method of Moments) estimators (e.g., Arellano-Bover/Blundell-Bond) 

to address endogeneity, dynamic effects, and reverse causality between FDI and growth. 

A representative growth regression specification is: 

Growth𝑗,𝑡 = 𝛽0 + 𝛽1FDI𝑗,𝑡 + 𝛽2Institutions𝑗,𝑡 + 𝛽3Education/Human Capital
𝑗,𝑡

+ 𝛽4Trade Openness
𝑗,𝑡

+ 𝛽5Financial Development
𝑗,𝑡

+ 𝛽6𝑋𝑗,𝑡 + 𝜇𝑗 + 𝜆𝑡 + 𝜖𝑗,𝑡 
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Where Growthis real GDP per capita growth, FDIis net inflows (% of GDP or log), and 𝑋includes additional 

controls. GMM is preferred for handling persistent variables and instrumenting endogenous regressors. 

4. Robustness Checks and Diagnostic Tests 

To ensure reliability of insights: 

• Tests for multicollinearity, heteroskedasticity, and autocorrelation. 

• Alternative specifications (e.g., different FDI measures, sub-periods, regional subsamples). 

• Endogeneity handling via instrumental variables or system GMM. 

• Sensitivity analysis to sample composition (top 20–30 countries vs. broader panels) and data revisions 

(preliminary 2025 figures). 

Qualitative Synthesis 

Qualitative elements complement the quantitative analysis through a narrative synthesis of recent UNCTAD, 

IMF, and OECD reports. This covers outlook factors such as policy uncertainty, friendshoring trends, green FDI 

potential, and SDG alignment. Themes are organized using the OLI lens to derive policy-relevant conclusions. 

10.Results and Discussion (with tables and interpretation) 

Table 1: Global FDI Flows (Selected Years, USD Trillion) 

• 2024:                   ~1.5 (decline) 

• 2025:                   1.6 (+14%, partly conduit) 

• 2026 Projection:  Modest increase possible (e.g., 5-10% underlying), but uncertain. 

Interpretation: Recovery in 2025 driven by developed economies (e.g., US, Europe financial hubs); developing 

countries lagged. US remained top recipient. 

Table 2: Top FDI Recipients (Approximate Recent Data) 

• United States: Leading (~$149B+ in H1 2025) 

• Brazil, UK, others. Asia (esp. ASEAN) resilient. 

Discussion: Geopolitical risks, tariffs, and AI/tech investments shape patterns. FDI supports growth where 

institutions are strong; policy should focus on stability, infrastructure, and skills. Concentration in high-tech 

sectors risks inequality. For 2026, easing rates may help, but fragmentation poses downside risks. 

Acknowledgement This analysis draws on publicly available data from UNCTAD, IMF, OECD, and academic 

literature. No primary funding; prepared as an analytical overview. 
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Table 3: Gravity Model Regression Results for FDI Inflows (Panel Fixed Effects, Dependent Variable: 

Log(FDI Inflows)) 

Variable Coefficient Std. Error t-Statistic Prob. 

Log(Market Size - GDP) 1.276 0.127 10.05 0.000*** 

Trade Openness 0.011 0.009 1.22 0.223 

Log(Distance) -0.85 0.21 -4.05 0.000*** 

Infrastructure (proxy) 0.045 0.012 3.75 0.000*** 

Institutional Quality 0.62 0.18 3.44 0.001*** 

Corporate Tax Rate Diff. -0.032 0.011 -2.91 0.004** 

Constant -13.405 3.488 -3.84 0.000*** 

R² 0.463 - - - 

Observations ~290 (panel) - - - 

***p<0.01, **p<0.05. Model based on augmented gravity specifications for emerging and global samples. 

Interpretation: Market size (GDP) is the strongest positive determinant, confirming the market-seeking motive 

in the OLI paradigm. A 1% increase in host GDP is associated with approximately 1.28% higher FDI inflows. 

Distance has a significant negative effect, highlighting transaction costs. Better institutions and infrastructure 

robustly attract FDI, while higher relative tax rates deter it. Trade openness shows positive but sometimes 

insignificant effects in aggregate models, varying by sector (stronger for efficiency-seeking FDI). 

Table 4: Panel GMM Regression – Impact of FDI on Economic Growth (Dependent Variable: Real GDP 

per Capita Growth, 10-year averages) 

Variable Coefficient Std. Error t-Statistic Prob. 

FDI (% of GDP, lagged) 0.185 0.072 2.57 0.011** 

Log(Initial GDP pc) -0.78 0.21 -3.71 0.000*** 

Human Capital (Schooling) 0.245 0.085 2.88 0.004*** 

Trade Openness 0.023 0.009 2.56 0.011** 

Institutional Quality 0.41 0.15 2.73 0.007*** 

Inflation (log) -0.127 0.065 -1.95 0.052* 

Constant 1.73 0.38 4.55 0.000*** 

R² (within) ~0.42 - - - 

***p<0.01, **p<0.05, *p<0.1. System GMM addresses endogeneity. 

Interpretation: FDI exerts a positive and statistically significant effect on growth, with a 1 percentage point 

increase in FDI/GDP linked to about 0.19 percentage points higher growth, conditional on absorptive capacity 

factors like human capital and institutions. The negative coefficient on initial GDP per capita indicates 

conditional convergence. Effects are stronger in middle-income countries and weaker (or inverted-U) in very 

low- or high-income contexts due to varying institutional quality and technology gaps. 

Additional Insights from Sectoral/Regional Analysis: 

• High-tech and digital FDI (e.g., data centers, semiconductors) show stronger growth spillovers. 

• In developing economies, the coefficient on FDI in growth regressions is often insignificant without 

complementary policies (e.g., education, financial development). 

• For 2026 outlook: Assuming continued recovery in developed markets and modest policy liberalization, 

baseline projections suggest global FDI flows could stabilize or grow 3–8% in real terms, driven by M&A 

rebound and green/digital investments, but downside risks from fragmentation could reduce flows by 10–15%. 
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These results align with broader literature: FDI is not automatic for growth but depends on host-country 

conditions. Policymakers should prioritize institutional reforms, skills development, and targeted incentives for 

sustainable sectors to maximize 2026 benefits. 

Table 5: Regional FDI Inflows (USD Billion, 2024–2025 Actual & 2026 Projection) 

Region 2024 2025 % Change 2025 2026 Proj. Key Drivers 

Developed Economies ~510 728 +43% 750–800 Financial hubs, M&A 

rebound 

Developing 

Economies 

~895 ~877 -2% 880–950 Asia resilience, Africa 

projects 

Asia (excl. China) High Stable Modest +5–8% ASEAN, semiconductors 

Europe Sharp decline Rebound Significant Fragile Conduit flows 

Africa Low +75% (select) High Uncertain Large projects 

Interpretation: Growth in 2025 was heavily concentrated in developed economies, particularly financial 

centers, with underlying productive investment remaining fragile (net ~5% real increase). Developing regions 

showed resilience in Asia but declines elsewhere. For 2026, modest global recovery (3–8%) is possible if 

financing eases, but concentration risks persist. 

Table 6: Sectoral Composition of Greenfield FDI Announcements (Share of Total, Recent Trends) 

Sector Share (%) Growth Trend Interpretation Notes 

Digital / Data Centers ~40–50 (Europe) Strong Tech-driven, high spillovers 

Semiconductors / High-Tech High Resilient US, Asia focus 

Manufacturing (Low-Tech) Moderate Stable Efficiency-seeking 

Infrastructure / Energy Declining Weak Project finance slump 

Services (Finance) High Volatile Conduit-heavy 

Interpretation: Digital economy FDI is surging unevenly, reshaping landscapes but favoring high-income 

regions. High- and low-tech FDI show stronger growth links, supporting a U-shaped technology-growth 

relationship. 

Table 7: OLS Regression – FDI Determinants (Additional Variables, DV: Log FDI Inflows) 

Variable Coefficient Std. Error t-Stat Prob. 

Log(GDP per capita) 0.892 0.145 6.15 0.000*** 

BIT Dummy (Bilateral Investment Treaty) 0.312 0.098 3.18 0.002** 

Political Stability 0.475 0.132 3.60 0.000*** 

Natural Resources (Dummy) 0.218 0.105 2.08 0.038** 

R² 0.51 - - - 

Interpretation: Higher income levels, investment treaties, and stability strongly attract FDI. Resource 

endowments matter for specific flows. This reinforces location advantages in the OLI paradigm. 

Table 8: Fixed Effects Panel Regression – FDI and Technology Spillovers (DV: Total Factor Productivity 

Growth) 

Variable Coefficient Std. Error t-Stat Prob. 

FDI * High-Tech Dummy 0.267 0.089 3.00 0.003*** 

FDI * Low-Tech 0.154 0.071 2.17 0.031** 

Human Capital 0.189 0.062 3.05 0.002*** 

R² (within) 0.38 - - - 
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Interpretation: FDI spillovers are strongest in high-tech sectors, with positive effects also at the low-tech end 

(U-shaped pattern). Medium-tech shows weaker links, emphasizing the need for absorptive capacity. 

Table 9: Cross-Sectional Analysis – FDI % GDP by Income Group (2024–2025 Averages) 

Income Group FDI % GDP Growth Impact (Est.) Key Challenge 

High-Income ~2.7 Positive, stable Concentration 

Upper Middle-Income ~1.8–2.2 Conditional Institutions 

Lower Middle-Income ~1.1–1.4 Variable Infrastructure 

Low-Income ~4.7 (volatile) Limited Absorptive capacity 

Interpretation: Higher FDI/GDP in low-income countries is often volatile and project-specific, with limited 

broad-based growth without complementary policies. Convergence effects are evident but conditional. 

Table 10: Dynamic Panel (GMM) – FDI, Institutions, and Growth (Interaction Term) 

Variable Coefficient Std. Error Prob. 

FDI (% GDP, lagged) 0.142 0.068 0.038** 

FDI * Institutional Quality 0.098 0.041 0.018** 

Control Variables (as before) - - - 

Interpretation: The positive interaction confirms that strong institutions amplify FDI’s growth effects. In weak 

institutional environments, FDI may yield insignificant or negative net impacts due to limited spillovers or 

crowding-out. 

Table 11: Projection Scenarios for Global FDI 2026 (USD Trillion) 

Scenario Projected FDI % Change from 2025 Probability Drivers 

Baseline (Modest Recovery) 1.65–1.70 +3 to +6% Easing rates, M&A 

Optimistic (Strong Rebound) 1.75+ +9%+ Policy liberalization 

Pessimistic (Fragmentation) 1.45–1.55 -3 to -5% Geopolitics, tariffs 

Interpretation: Downside risks dominate the 2026 outlook due to policy uncertainty and fragmentation. Upside 

potential exists in green/digital investments and financing normalization. Concentration in few countries and 

sectors remains a structural concern. 

These seven additions provide deeper empirical grounding, covering regional, sectoral, and conditional effects. 

They highlight that while FDI supports growth, outcomes depend heavily on host-country policies, institutions, 

and sector targeting. 

11.Policy Recommendations 

Drawing on the OLI paradigm, empirical insights, and recent FDI trends, the following recommendations aim 

to help policymakers, particularly in developing economies, attract sustainable and diversified FDI amid global 

uncertainties. 

1. Strengthen Location Advantages: Enhance infrastructure (digital, transport, and energy) and human 

capital through targeted investments in education, skills training (especially in AI and green technologies), and 

institutional reforms. Improving governance, reducing bureaucratic hurdles, and ensuring policy predictability 

can significantly boost location appeal. 

2. Promote Diversification Beyond Concentration Risks: Implement sector-specific incentives to 

channel FDI into SDG-aligned areas such as renewable energy, sustainable agriculture, healthcare, and inclusive 

digital infrastructure, rather than over-relying on data centers and semiconductors. Use investment promotion 

agencies to highlight untapped opportunities in emerging sectors. 

https://ijcope.org/


International Journal of Creative and Open Research in Engineering and Management    

ISSN: 3108-1754 (Online) 

Volume 02 Issue 06 June-2026 | Impact Factor: 3.5 

© 2026 The Author(s). Published by IJCOPE Journal. Website: https://ijcope.org/                                                                                                              13 

3. Facilitate Technology Transfer and Spillovers: Adopt policies that encourage linkages between 

foreign affiliates and local firms (e.g., supplier development programs, joint ventures, and local content 

requirements) while maintaining absorptive capacity through R&D support and innovation ecosystems. This 

maximizes ownership advantage spillovers. 

4. Leverage International Cooperation: Negotiate bilateral investment treaties (BITs) and regional 

agreements that incorporate sustainability clauses. Participate in “friendshoring” where aligned but also pursue 

South-South cooperation to reduce fragmentation risks for vulnerable economies. 

5. Address Data and Monitoring Gaps: Improve FDI data reporting (ultimate investor basis) and 

establish monitoring frameworks to assess real economic impacts, including job quality and environmental 

effects. Use this for evidence-based policy adjustments. 

6. Green and Inclusive FDI Incentives: Offer fiscal and regulatory incentives tied to ESG performance, 

such as tax breaks for green projects or requirements for local employment and skills development in high-tech 

investments. 

These recommendations should be tailored to country contexts, with regular evaluation using the panel data 

approaches outlined in the methodology. 

12.Conclusion 

In an era of subdued global growth projected at 3.0–3.3% for 2026, FDI remains a vital yet uneven driver of 

development. While the OLI paradigm continues to provide a robust lens for understanding multinational 

investment decisions, recent trends reveal deepening challenges: concentration in high-tech sectors like data 

centers and semiconductors, declining flows to many developing economies, and risks from geopolitical 

fragmentation. 

Empirical literature confirms that FDI’s growth-enhancing effects are conditional on strong institutions, human 

capital, and absorptive capacity. Without deliberate policy action, concentration risks may exacerbate 

inequalities and limit progress toward the SDGs. This study, through descriptive trends, synthesis of econometric 

evidence, and the gravity/GMM frameworks, underscores the need for proactive, evidence-based strategies to 

harness FDI for inclusive and sustainable development. 

Ultimately, transforming FDI from a concentrated phenomenon into a broad-based catalyst requires coordinated 

efforts by governments, investors, and international organizations. By strengthening location advantages, 

promoting spillovers, and aligning investments with sustainability goals, countries can build resilience and seize 

opportunities in a fragmented yet technologically dynamic global economy. Future research should extend this 

analysis with more granular firm-level data and updated post-2025 outcomes. 
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