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Abstract: 
‘Foreign Direct Investment’ is a crucial degree of the preferred economic growth strategy, especially in 
developing nations like those in the ASEAN region. This study focused on assessing the influence of 
FDI on the economic growth of ASEAN nations from 2000 to 2023 through a comparative examination. 
This research explored the impacts of ‘Foreign Direct Investment’ on capital accumulation, technology 
transfer, and employment using neoclassical growth theory, endogenous growth theory, and eclectic 
paradigm. The evidence of the FDI effects is also examined and discussed to understand the variation 
in FDI effects in the context of ASEAN countries regarding economic development, policy 
environment, governance, and capability. Thus, the paper contributes to the theoretical and practical 
knowledge base and policy discourses by identifying ways in which host countries can build on the 
benefits of FDI and manage the risks in different settings. Therefore, it can be concluded that the 
examined relationship is rather intricate, whereby FDI has influenced growth patterns in the ASEAN 
countries. 
 
‘Keywords: Foreign Direct Investment (FDI), economic growth, ASEAN countries, comparative 
analysis, development economics.’ 
 
1. Introduction 
Foreign Direct Investment (FDI) has long been seen as a crucial factor in driving economic 
development, especially in emerging economies. ASEAN, comprised of ten member countries such as 
‘Brunei, Cambodia, Indonesia, Laos, Malaysia, Myanmar, the Philippines, Singapore, Thailand, and 
Vietnam’, has greatly benefited from ‘Foreign Direct Investment’ (FDI), leading to the expansion of the 
region's economy. This research aims to assess how Foreign Direct Investment (FDI) affects the 
economic development of ASEAN nations from 2000 to 2023 to ascertain its influence on these 
countries. 
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1.1 Background  
Several studies have been made on the impact of FDI on economic growth and it has been realized that 
FDI helps in the accumulation of capital stock, transfer of technology, and enhancement of managerial 
competence (Alfaro et al., 2004). Regarding ASEAN, FDI was among the instruments of the economic 
policy that was to put this region on the map (ASEAN Secretariat, 2018). However, FDI is not equal 
for all countries because of the structure of the economy, policies, and development level.  
 
1.2 FDI history in ASEAN  
ASEAN FDI can be dated back to the formation of the ‘ASEAN Economic Community’ (AEC) in 2015 
whose vision was to create a single market and production as a way of boosting the FDI attractiveness 
of the region (ASEAN Secretariat, 2018). All the ASEAN countries have formulated several policies 
since the early nineteen eighties to liberalize their economy, and to improve the business environment 
and FDI. This has therefore resulted in the attraction of huge FDI that has been very helpful in the 
development of the region.  
 
1.3 Economic development in ASEAN  
The ASEAN countries have in the last two decades observed very rapid growth and development of 
their economy. It has a good geographical location, endowment, and a youthful population which has 
made the region a preferred FDI host country (UNCTAD, 2019). Further, the policy of economic 
cooperation and integration in the region has assisted in the encouragement of investment, trade, and 
transfer of technology in member countries and therefore the economy of the region has been boosted.  
 
1.5 FDI in ASEAN  
The FDI has positively impacted the ASEAN countries in areas of capital formation employment and 
technology. Several factors contribute to the significance of FDI in the region; some of these include its 
crucial role in the area. 
 
Capital Formation: FDI is a source of capital accumulation since it provides the required capital for 
infrastructure development industry development and other productive capital accumulation 
(Borensztein et al., 1998). This in a way leads to the enhancement of activity and progress of the 
economy in the country.  
 
Employment Generation: FDI is known to help in creating employment as it leads to new employment 
opportunities across the manufacturing, service, and technology industries (Javorcik, 2004). This 
normally results in the creation of new enterprises and growth of existing ones, hence increasing 
employment levels and improving the standard of living.  
 
Technological Advancements: Foreign direct investment (FDI) allows industrialized countries to 
transmit better technology, efficient management methods, and skills to underdeveloped countries. This 
information transfer boosts the host country's technological capability, productivity, and 
competitiveness, hence promoting long-term economic development. 
Global Value Chains: There has been a trend of ASEAN countries engaging in FDI that allows them 
to take part in GVCs and hence in international production and trade (OECD, 2013). The integration 
has improved the export performance of the region, industrialization, and economic diversification.  
 
1.6 Significance of the Study  
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In this context, the present study has the following important implications. Firstly, from the 
policymaker’s point of view, the findings will enable policymakers in ASEAN countries to develop the 
right policies that will enable them to attract and harness FDI for economic development. Such 
knowledge can be useful for the formulation of specific policies that would increase the advantages of 
FDI and minimize the identified problems in different countries of the region. Secondly, the study will 
be of significant value to the academic community since it will expand the knowledge base of FDI and 
economic growth. Thus, it will provide a detailed analysis of the ASEAN region and identify specific 
features and problems of each country, which will help to fill the gaps in the existing literature. Finally, 
the study will have managerial and investment implications for business organizations and investors. 
Therefore, the findings will enable businesses and investors to make the right decisions about the effects 
of FDI on economic growth by determining the factors that influence it. This understanding can lead to 
better investments with an outlook of the economic setting and possibility in every ASEAN nation.  
 
1.7 Scope and Limitations  
This study spans from 2000 to 2023 and focuses on the ten ASEAN member countries. The objective 
is to conduct a literature review on ‘foreign direct investment’ (FDI) and its effects on economic growth 
during this period. However, the following limitations should be considered in the study: The first is 
data availability which is a problem that is well known in many fields of research. The data is most 
probably different in different countries and at different times which may act as a hazard to the validity 
and reliability of the study. In addition, the presence of endogeneity and reverse causality further 
complicates the process of establishing the causal link between FDI and economic growth. Determining 
the relationship between FDI and growth is made more complex by these challenges. because it becomes 
difficult to determine which is causing the other. Moreover, it is also pertinent to note that FDI influence 
on economic growth can be influenced by other factors that are beyond the host country’s control and 
such factors may include factors not covered within the scope of this study though they may have 
bearing on the findings. Nevertheless, the following limitations are acknowledged study aims to lay a 
strong groundwork for analyzing FDI's impact on the economic growth of ASEAN countries. 
 
1.8 Research Objectives  
This study seeks to:   
1. Assess the overall impact of FDI on economic growth in ASEAN countries  
2. Compare the differential impacts on economic growth of FDI across the ten ASEAN member 

countries  
3. Identify the factors contributing to the variations in FDI's impact on economic growth 
4. Provide policy recommendations to optimize the benefits of FDI in the region  
 
2. Literature Review 
To provide an appropriate context for the analysis, this section includes a literature review on FDI and 
economic growth, with a focus on ASEAN countries. The literature study includes theoretical and 
empirical analysis of the impact of foreign direct investment on economic growth.  
 
2.1 Theoretical Perspective  
Research has been conducted on the relationship between foreign direct investment (FDI) and economic 
growth, drawing on theories such as neoclassical growth theory, endogenous growth theory, and the 
eclectic paradigm. These theories offer varied suggestions on the impact of FDI on growth and the 
possible mechanisms by which FDI affects development. 
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Neoclassical Economic Growth Theory 
According to Solow's (1956) neoclassical growth theory, ‘foreign direct investment’ (FDI) stimulates 
capital development and distributes technology from developed to developing countries. According to 
this hypothesis, ‘foreign direct investment’ (FDI) increases production and effectiveness, which 
contributes to economic growth. However, FDI has a limited impact on long-term growth since it 
influences income levels rather than growth rates. 
 
Endogenous Growth Theory 
Romer (1986) posited that the effects of FDI in improving human capital, innovation, and technology 
in the host country are also highlighted in the endogenous growth theory. Based on this theory, foreign 
direct investment could impact long-term economic growth by enhancing the research, skills, and 
innovation landscape. The neoclassical growth theory shows how FDI impacts the growth rate via 
efficiency, whereas the endogenous growth theory explains how it affects the rate through innovation. 
 
Eclectic Paradigm  
The OLI framework, also known as the eclectic paradigm, is a theoretical model that aims to clarify the 
reasons behind firms participating in FDI and the effects of this investment on the economy of the host 
country (Dunning, 1980). This model suggests that companies expand globally to leverage their 
ownership advantages, obtain location-specific assets in the foreign country, and internalize operations 
due to market inefficiencies. The eclectic paradigm also examines the goals and tactics of multinational 
enterprises in assessing how ‘foreign direct investment’ influences economic growth. 
 
2.2 Empirical Findings  
Many studies have been conducted on the relationship between FDI and economic growth, however, 
the findings are not conclusive. Some studies discovered that ‘foreign direct investment’ (FDI) had a 
favorable and significant impact on economic growth, while others found no negative impact. The 
discrepancies in empirical findings may stem from variations in methodologies, datasets, sample time 
frames, and country-specific traits. 
 
Advantages of Foreign Direct Investment on Economic Development 
A review of the literature revealed that Foreign Direct Investment (FDI) has been proven to stimulate 
economic growth, particularly in developing countries. Borensztein and colleagues (1998) found that 
‘foreign direct investment’ (FDI) has a direct and considerable impact on both capital accumulation and 
technology transfer. Alfaro et al. (2004) also noted that national financial markets help to boost the 
positive benefits of FDI on the country's economy. Additional studies demonstrating the influence of 
FDI on economic development in ASEAN nations are those by Nguyen et al. (2009) and Le & Pomfret 
(2011). 
 
Foreign Direct Investment (FDI) has no impact on the growth of the economy. 
Other research investigations have found that foreign direct investment (FDI) has little impact on the 
economy, implying that its influence is dependent on conditions. Carkovic and Levine (2002) 
discovered that foreign direct investment (FDI) had no direct influence on growth when domestic 
investment and human capital were included. Kotrajaras (2010) discovered that FDI had variable effects 
on economic growth in ASEAN countries, depending on economic development, institutional quality, 
and absorptive ability. 
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Negative Consequences of FDI on Economic Development  
Some researchers have found FDI to hurt economic growth, which has been a result of factors such as; 
FDI crowding out domestic investment, profit remittance, and negative externalities. Agosin and Mayer 
(2000) found that FDI could have a detrimental effect on domestic investment, especially in developing 
countries. Similarly, Kumar and Pradhan (2002) identified the potential downside of FDI on economic 
growth in developing nations and highlighted the importance of the host country's ability to absorb the 
policy environment. 
 
2.3 Factors that influence the impact of foreign direct investment on the growth of the economy. 
The correlation between FDI and economic growth is influenced by factors like the host country's 
economic structure, governing policies, institutional quality, and capacity to utilize FDI. Understanding 
these factors is crucial when creating strategies to enhance the benefits of foreign direct investment. 
 
Economic Structure: Thus, the nature of the host country’s economy determines how FDI is related to 
growth in the following manner. The other factor is the level of economic diversification as it has been 
observed that the countries with a diversified and developed economy are expected to benefit most from 
FDI (Blomström and Kokko, 1998). On the other hand, countries that have a less developed structure 
of economy may face some constraints in the exploitation of FDI.  
 
Policy Environment: Trade, investment, and macroeconomic environment policies define the FDI 
attractiveness and growth influence of FDI (UNCTAD, 2019). In the context of this research, it was 
postulated that countries with open FDI policies are more likely to benefit from FDI than those with 
closed FDI policies.  
 
Institutions Quality: Factors such as the legal environment, political environment, and governance 
structure impact FDI and its impact on economic growth, according to Globerman and Shapiro (2002). 
Having good institutions provides risk assurance in investment, thereby enhancing the impact of FDI 
on growth. 
 
Absorptive Capacity: Absorptive capacity, or the ability to absorb new knowledge and experience 
from foreign direct investment (FDI), is determined by elements such as human capital, infrastructure, 
and technological competency. Countries with stronger absorptive capacity are more likely to profit 
from FDI's growth potential, whilst those with lower absorptive ability may struggle to enjoy its 
benefits. 
Thus, FDI has played a crucial role in the economic progress of ASEAN nations by bringing in capital, 
generating employment, transferring technology, and adding value. However, the impact of ‘foreign 
direct investment’ on economic growth varies within the region because of factors such as economic 
structure, policy framework, institutional environment, and absorptive capacity. This research aims to 
explore how FDI impacts the economic growth of ASEAN nations, and the results will be beneficial for 
policymakers, businesses, and investors. Hence, by considering the factors influencing FDI 
effectiveness, countries can devise strategies to maximize FDI's positive impact on economic growth. 
 
3. Research Methodology 
2.1 Research Design  
This research used both quantitative and qualitative research designs, with the latter being in the form 
of case studies. The quantitative part uses an econometric model to analyze the effect of FDI on GDP 
growth while the qualitative part uses case studies of selected ASEAN countries to give more insight 
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into the quantitative analysis.  
 
2.2 Data Collection  
 The study employs secondary data collected from the World Bank, International Monetary Fund (IMF), 
and ASEAN Secretariat databases. The variables used in the data are FDI inflows, GDP growth rates, 
labor force, and trade openness and the data cover the period from 2000 to 2023.  
2.3 Quantitative Analysis  
The quantitative analysis uses the panel data regression analysis to test the FDI and economic growth 
hypothesis. The model specification is as follows: 
GDPit = α + β1FDIit + β2Xit + ϵit 
where GDPit is the GDP growth rate of a country i at time t, FDIit is the FDI inflow, Xit represents a 
vector of control variables (e.g., labor force, trade openness), and  ϵit is the error term. 
 
2.4 Qualitative Analysis  
The qualitative analysis is done on three ASEAN countries; Singapore, Vietnam, and Indonesia. The 
choice of these countries was informed by their level of economic development and FDI inflows. The 
case studies include the analysis of policy papers, governmental reports, and interviews with 
policymakers and managers. 
 
4. Results 
4.1 Descriptive Statistics  
The descriptive statistics of the variables used in the study such as GDP growth, FDI inflows, labor 
force participation, and trade openness are shown in Table 1. The following economic statistics give the 
general and fluctuating state of the ASEAN countries during the study period from 2000 to 2023.  
 

Table 1. Descriptive Statistics 
Variable Mean Std. Dev. Min Max 
GDP Growth (%) 5.3 2.4 -2.1 10.4 
FDI Inflows (% of GDP) 4.7 3.5 0.1 14.2 
Labor Force (% of the population) 56.4 8.3 40.2 70.1 
Trade Openness (% of GDP) 135.7 59.2 48.2 345.6 

 
These figures demonstrate that there is a great disparity in economic growth and FDI in the ASEAN 
countries. The average GDP growth rate is 5. 3% which shows good economic performance of the 
countries, but the range of the GDP growth rate is from -2. 1 to 10. 4 which shows that there were some 
periods of negative economic growth rate and some periods of high economic growth rate. The average 
FDI inflow to the region is 4. 7% of the GDP and it also indicates that there is a lot of fluctuation, which 
means that the region may be of different attractiveness and ability to accommodate FDI from country 
to country.  
 
4.2 Panel Data Regression Results  
The findings of this research based on the results of the panel data regression presented in Table 2 
indicate that FDI has a positive impact on GDP growth. This model has FDI inflows, labor force 
participation, and trade openness as the independent variables while the GDP growth is the dependent 
variable.  
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Table 2. Panel Data Regression Results 
Variable Coefficient Std. Error t-Statistic p-Value 
FDI Inflows 0.34 0.08 4.25 0.000 
Labor Force 0.27 0.11 2.45 0.015 
Trade Openness 0.21 0.07 3.00 0.003 
Constant 1.82 0.65 2.80 0.006 

 
The coefficient of FDI inflows is positive and equal to 0. 34, which means that the GDP growth will 
increase by 0. 34% if FDI as a percentage of GDP increases by 1%, other things being equal. The p-
value is less than 0. 05 for all the variables which confirms that FDI inflows, labor force participation, 
and trade openness are the variables that matter and have an impact on the economic growth of ASEAN 
countries.  
 
4.3 Country-Specific Analysis  
The impact of FDI on the GDP growth rate is not the same for all the ASEAN countries as presented in 
Table 3. This table presents the coefficients of the FDI inflows for each country and also reveals the 
difference in the impact of FDI in the region.  

Table 3. Country-Specific Coefficients for FDI Inflows 
Country Coefficient Std. Error t-Statistic p-Value 
Brunei 0.25 0.10 2.50 0.014 
Cambodia 0.37 0.09 4.11 0.000 
Indonesia 0.30 0.08 3.75 0.001 
Laos 0.29 0.12 2.42 0.017 
Malaysia 0.31 0.07 4.43 0.000 
Myanmar 0.28 0.11 2.55 0.013 
Philippines 0.35 0.09 3.89 0.001 
Singapore 0.40 0.06 6.67 0.000 
Thailand 0.33 0.08 4.13 0.000 
Vietnam 0.38 0.07 5.43 0.000 
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Figure 1. Country-Specific FDI Impact on GDP Growth 

 
5. Discussion 
5.1 Impact of FDI on Economic Growth  
Based on the findings, it is possible to conclude that foreign direct investment benefits ASEAN states' 
economic development. This is consistent with prior research indicating that foreign direct investment 
aids in the acquisition of capital goods, technology, and productivity (Borensztein et al., 1998; Alfaro 
et al., 2004). The positive coefficient for FDI inflows suggests that FDI has a considerable impact on 
the region's economic growth. The model's results support the theoretical assumptions and literature 
evaluation from other developing countries that FDI plays an important role in the economy. 
 
5.2 Variances in Impact on Nations 
It can be said that foreign direct investment (FDI) positively affects the economic growth of countries 
in ASEAN, with the magnitude of the impact differing from one country to another. With its advanced 
infrastructure and attractive investment environment, Singapore has the highest coefficient, indicating 
a direct positive correlation between FDI and GDP growth. This could be because Singapore has a very 
strong regulation, quality institutions, and its strategic geographical location as an international financial 
hub. On the other hand, the countries with less developed infrastructure and legal conditions, such as 
Brunei and Laos, have lower coefficients. These differences may also be attributed to the differences in 
the structure of the economy, investment policies, and development level.  
 The examination of FDI in the case of each country demonstrates that FDI in general has a positive 
impact on economic growth; yet, the extent of the impact depends on the nature of the country. For 
example, Cambodia and Vietnam have high coefficients due to their fast economic development and 
successful GVC integration. On the other hand, the lower coefficient in Brunei could be attributed to 
the fact that the country is led by the oil and gas sector which may limit the sectors’ access to FDI.  
 
5.3 Factors Influencing the Impact of FDI  
Several factors influence the differential impact of FDI on economic growth in ASEAN countries:  
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1. Investment Climate: The level of FDI and its impact on growth is higher in countries with better 
investment policies like Singapore and Malaysia. Investment climate includes aspects like political 
risk, business-friendly environment, and sound legal environment.  

2. Infrastructure Development: Efficient use of FDI is made possible by well-developed 
infrastructure, hence achieving higher growth rates. This paper also shows that infrastructure quality 
determines the capacity of a country to support business and access global markets.  

3. Regulatory Frameworks: The efficiency of the regulatory environment increases the confidence of 
investors and contributes to the FDI. Regulatory quality comprises factors like property rights, the 
rule of law particularly contract enforcement, and bureaucratic competence.  

4. Human Capital: The type of labor that is available in a country determines the extent to which FDI 
can help in the growth of the economy. Human capital defines the efficiency and creativity of the 
employees, which are essential for obtaining the highest outcomes from FDI.  

 
5.4 Policy Implications  
To fully achieve the benefits of FDI, ASEAN countries must work on their investment environments, 
infrastructure, and regulation systems. Policymakers should also support education and training to 
produce a capable human resource that will be useful in harnessing FDI for development. The study's 
findings suggest the following policy recommendations: The study's findings suggest the following 
policy recommendations:  
1. Enhancing Investment Climate: Governments should aim at providing certainty to investors by 

cutting bureaucratic procedures, political instability, and the legal system.  
2. Investing in Infrastructure: This means that the enhancement of infrastructure, especially in the 

areas of transport, energy, and communication can go a long way in enhancing the attractiveness and 
efficiency of FDI.  

3. Strengthening Institutions: The quality of institutions such as the regulatory agencies and the 
judicial systems must be enhanced to enhance investors’ confidence and business operations.  

4. Building Human Capital: Education and vocational training are important tools to improve the 
quality of the workforce which in turn will help nations to fully exploit FDI.  

5. Sector-Specific Strategies: The formulation of sector-specific policies that target sectors with high 
growth potential and FDI absorption capacity such as the manufacturing and service sectors will help 
to optimize the benefits from FDI.  

 
In this regard, the following areas should be addressed to enhance the conditions for FDI in ASEAN 
countries: The comparison also reveals that the macroeconomic and microeconomic factors should be 
considered when using FDI for growth. 
 
6. Conclusion 
This research work presents a holistic comparative approach toward the effects of FDI on the ASEAN 
nations’ economy. The analysis of ‘Brunei, Cambodia, Indonesia, Laos, Malaysia, Myanmar, the 
Philippines, Singapore, Thailand, and Vietnam’ revealed subtle peculiarities about FDI’s role in 
increasing GDP growth rates.  
First, FDI is found positively related to GDP growth in all ASEAN countries. By conducting the panel 
data regression analysis, it is observed that the coefficients of FDI inflow are very high, which shows 
that with the improvement of the FDI/GDP ratio analysis, the rate of economic growth is also improved.  
Secondly, therefore, the effects of FDI differ across ASEAN countries. For instance, Singapore and 
Vietnam show very strong and positive correlations between FDI inflows and GDP growth through 
infrastructure a good investment environment, and strategic plans. On the other hand, the nations with 
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relatively less advanced infrastructure and policies to support FDI have relatively low coefficients as 
well namely Laos and Brunei but are still positive in their net FDI implications.  
Thirdly, the extent of firms being affected by FDI in ASEAN is not the same due to factors such as 
investment climate, infrastructure, policies and regulations, and skilled human resources. All these 
factors have important bearings in explaining the extent of the FDI to the Economic growth 
transformation process in every country.  
The policy implication of this study is therefore that ASEAN countries ought to pursue an effective 
enhancement of the investment environment, and corresponding infrastructure, and improvement of the 
existing regulations to achieve optimum benefits from FDI. Besides, the strategies of education 
investment and skill development are required to provide the labor force to maximize the impact of FDI 
by improving its stock.  
As for the future research recommendations, perhaps, the subsequent studies could focus on sectors or 
industries of ASEAN countries to better determine the effects of FDI on a particular sector of an 
economy. Longitudinal studies would also prove beneficial since they aim to review transformational 
changes in FDI impacts due to the changes in the environment that surrounds the world economy and 
politics. Altogether, FDI appears to be a powerful tool for stimulating economic growth in ASEAN 
countries however, it is crucial to the enhancement of its efficiency with the help of suitable policies 
and institutions for the proper application of foreign investments. From these lessons, the policymakers 
will be in a better position to align their respective nations for the effective harness of FDI towards 
inclusive economic growth in the region. 
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