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Abstract 

This thesis is devoted to the theoretical and analytical examination of foreign direct 

investment (FDI) as a key driver of economic development in modern economies. The relevance 

of the research is determined by the growing role of global capital flows in shaping national 

economic trajectories and accelerating structural transformation. The main objective of the 

study is to explore the economic essence of FDI and to substantiate its role in promoting 

economic growth, technological advancement, and institutional development. 

The research employs a systematic and conceptual approach grounded in modern 

economic theories, including the eclectic paradigm, endogenous growth theory, and 

institutional economics. The study analyzes the channels through which FDI influences 

productivity, innovation, and competitiveness, as well as the role of governance quality and 

digital transformation in enhancing investment attractiveness. 

The results indicate that FDI serves as a fundamental mechanism for transferring capital, 

technology, and managerial expertise across borders, thereby contributing to productivity 

growth and economic modernization. It is concluded that strengthening institutional 

frameworks, improving governance quality, and fostering digital infrastructure are essential 

conditions for maximizing the benefits of FDI and ensuring sustainable economic development. 

 Keywords: Foreign direct investment, Institutional quality, Economic growth, Digital 

transformation, Innovation, Globalization, Sustainable development. 

Introduction 

In the contemporary global economy, characterized by increasing integration and 

interdependence, foreign direct investment (FDI) has emerged as one of the most influential 

drivers of economic development. As globalization intensifies, countries are increasingly 

competing to attract international capital flows, which are regarded as essential for 

accelerating economic growth, enhancing productivity, and facilitating structural 

transformation. Unlike traditional forms of capital movement, FDI represents a long-term 

commitment by foreign investors, often accompanied by the transfer of technology, managerial 

expertise, and organizational practices. 

Historically, economic growth was largely explained by classical factors such as land, 

labor, and capital. However, in the modern economic environment, the effectiveness of these 

factors is increasingly determined by qualitative elements, including institutional quality, 

technological readiness, and human capital. In this context, FDI acts as a bridge connecting 

domestic economies with global production networks, enabling countries to access advanced 

technologies and integrate into international markets. 

The significance of FDI is particularly pronounced in developing and emerging economies, 

where domestic resources may be insufficient to support rapid industrialization and 

technological upgrading. For these countries, FDI provides not only financial capital but also 
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opportunities for knowledge transfer, skill development, and innovation. As a result, FDI is 

widely regarded as a catalyst for economic modernization and competitiveness. 

In the 21st century, the determinants of FDI have evolved significantly. While traditional 

factors such as market size, natural resources, and trade openness remain important, 

increasing attention is being paid to institutional quality and digital transformation. Effective 

governance, characterized by transparency, rule of law, and regulatory efficiency, reduces 

uncertainty and enhances investor confidence. Similarly, the development of digital 

infrastructure and technological capabilities plays a crucial role in shaping investment 

decisions in an increasingly digitalized global economy. 

This thesis aims to provide a comprehensive theoretical analysis of FDI, focusing on its 

economic essence, functional role, and impact on economic growth. It also examines the 

importance of institutional and technological factors in attracting and utilizing FDI effectively. 

The main objective is to develop a coherent theoretical framework that explains the role of FDI 

in modern economic development and to derive policy-relevant conclusions for improving 

investment strategies. 

Theoretical Essence and Economic Content of Foreign Direct Investment 

The concept of foreign direct investment occupies a central position in modern 

international economics. It refers to an investment made by a firm or individual in one country 

into business interests located in another country, with the intention of establishing a lasting 

interest and a significant degree of control. Unlike portfolio investment, FDI involves active 

participation in management and decision-making processes. 

From a theoretical perspective, FDI is explained by several key frameworks. One of the 

most influential is the eclectic paradigm (OLI framework), which emphasizes three main 

advantages: ownership advantages, location advantages, and internalization advantages. 

According to this approach, firms engage in FDI when they possess firm-specific assets, identify 

favorable investment locations, and find it beneficial to internalize operations rather than rely 

on external market transactions. 

Institutional economics provides another important perspective by highlighting the role 

of governance structures in shaping investment decisions. Strong institutions reduce 

transaction costs, protect property rights, and ensure contract enforcement, thereby creating a 

favorable environment for foreign investors. In contrast, weak institutions increase uncertainty 

and risk, discouraging investment inflows. 

Endogenous growth theory further extends the analysis by emphasizing the role of 

knowledge, innovation, and technology in economic development. Within this framework, FDI 

is viewed as a channel through which advanced technologies and knowledge are transferred 

across borders, contributing to long-term growth and productivity improvements. 

Functional Role of FDI in the Economic System 

 Foreign direct investment performs multiple functions within the economic system, 

influencing both microeconomic and macroeconomic dynamics. At the micro level, FDI 

enhances firm-level productivity by introducing advanced technologies, modern management 

practices, and efficient production processes. Foreign firms often serve as catalysts for 

competition, encouraging domestic firms to improve their performance and adopt innovative 

practices. 
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At the macro level, FDI contributes to economic growth by increasing capital 

accumulation, generating employment, and improving the balance of payments. It also plays a 

crucial role in structural transformation by facilitating the shift from traditional sectors to more 

advanced and technology-intensive industries. 

Another important function of FDI is its role in promoting innovation and technological 

diffusion. Through spillover effects, domestic firms can benefit from the presence of foreign 

firms by learning new technologies, improving skills, and enhancing productivity. This process 

is particularly important in developing economies, where technological gaps are more 

pronounced. 

The Relationship between FDI and Economic Growth 

The relationship between FDI and economic growth is one of the central topics in modern 

economic research. Theoretically, FDI contributes to growth through several channels, 

including capital accumulation, technology transfer, human capital development, and increased 

competition. These mechanisms lead to higher productivity and improved economic 

performance. 

However, the impact of FDI on growth is not automatic and depends on the absorptive 

capacity of the host economy. Factors such as human capital, financial development, and 

institutional quality play a crucial role in determining whether FDI generates positive 

spillovers. In countries with strong institutions and well-developed infrastructure, FDI is more 

likely to have a significant and lasting impact on economic growth. 

Digital transformation further enhances the relationship between FDI and growth by 

enabling more efficient production processes, improving communication, and facilitating 

access to global markets. In this sense, digitalization acts as both a determinant and an outcome 

of FDI. 

The Importance of Institutional Quality and Digital Transformation 

In the modern global economy, institutional quality and digital transformation have 

become key determinants of FDI. Effective governance systems, characterized by transparency, 

accountability, and rule of law, create a stable and predictable investment environment. This 

reduces risks for investors and encourages long-term investment commitments. 

Digital transformation, on the other hand, enhances the efficiency and competitiveness of 

the economy. The development of digital infrastructure, such as internet connectivity and 

information systems, facilitates business operations, reduces transaction costs, and improves 

access to information. As a result, countries with advanced digital ecosystems are more 

attractive to foreign investors. 

The interaction between institutional quality and digital transformation is particularly 

important. Strong institutions support the development of digital infrastructure, while 

digitalization enhances transparency and governance effectiveness. Together, these factors 

create a virtuous cycle that promotes investment and economic growth. 

Conclusion 

In conclusion, foreign direct investment represents a fundamental component of modern 

economic development and a key mechanism for integrating national economies into the global 

system. It plays a decisive role in promoting economic growth, technological advancement, and 

structural transformation. 
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The analysis demonstrates that the benefits of FDI depend largely on the quality of 

institutions and the level of technological development within the host economy. Strong 

governance frameworks and advanced digital infrastructure are essential for attracting 

investment and maximizing its positive effects. 

Under current economic conditions, policymakers should prioritize the development of 

institutional capacity, the enhancement of governance quality, and the promotion of digital 

transformation. These measures will not only increase the attractiveness of the economy to 

foreign investors but also ensure that FDI contributes effectively to sustainable and inclusive 

economic development. 
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