
DISADVANTAGE OF FDI

The disadvantage of a foreign direct investment is the risks that are involved. There is no guarantee that an investment
will offer dividends in the future.

It can lead to exploitation. It stops domestic investments from happening. They could sell unprofitable
portions of the company to local, less sophisticated investors. Rahul Thadani Last Updated: Mar 19,
Globalization has led to rapid expansion of several industries across national borders, and the FDI is perhaps,
the most important economical figure that arose from this process. So, it is necessary for both the parties to
understand each other and compromise on certain principles. It provides the financial and operating data of
these affiliates. Many foreign markets have employees working at wages that would be considered poverty
wages in the United States. He can even help you monitor market stability and predict future growth. This may
not be possible in many countries as there may not be sufficient foreign currency reserve to accommodate
convertibility. Avoid tariff barriers and other non-tariff barriers to trade. Though there are a lot of benefits in a
Foreign Direct Investments FDI , there are still a lot of disadvantages which need attention. There is no
guarantee that an investment will offer dividends in the future. The advantage of FDI is that it allows the
developed world to begin improving emerging market opportunities. Remember that we live in an increasingly
globalized economy, so foreign direct investment will become a more accessible option for you when it comes
to business. This holds relevant in cases where a foreign investor opens up a whole new business operation in
another country after collaborating with a local player Green-Field investment , or it simply merges with a
local enterprise for the same purpose. Investment from abroad could lead to higher wages and improved
working conditions, especially if the MNCs are conscious of their public image of working conditions in
developing economies. However, you should weigh down its advantages and disadvantages first to know if it
is the best road to take. The Disadvantages of Foreign Direct Investment While all these advantages are well
and good, the fact is that there are certain cons that come along with them as well. On the other hand, both
parties also suffer some disadvantages due to this process, so they have to take a decision after carrying out a
balanced analysis. Thus, the developing countries are made to either import the products or produce them
through FDIs at a higher cost. The domestic culture either disappears or suffers a setback. Many countries still
have several import tariffs in place, so reaching these countries through international trade is difficult. By
controlling an enterprise in a foreign country, a company is ensuring that the costs of production are incurred
in the same market where the goods will ultimately be sold. In the under-developed and developing world,
human skills are limited to basic labor, agricultural work, and other entry-level skills. Lockheed scandal of
Japan is an example. But if it goes wrong, then things can get very ugly for everyone involved as well. For
example, India cannot manufacture certain medicines without paying royalties to the country which has
originally invented the medicine. Foreign direct investment creates new jobs, as investors build new
companies in the target country, create new opportunities. List of Advantages of Foreign Direct Investment 1.
They spend lot of money on advertisement and on consumer promotion. Developing countries may be tempted
to compete on reducing environmental regulation to attract the necessary FDI. The only statistics it doesn't
capture are those between the emerging markets themselves. A developing country with a struggling currency
may see a surge of popularity after a foreign direct investment. The developed countries have shifted some of
their pollution-borne industries to the developing countries.


