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Foreign Direct investments: 
current challenges

introDuction

erDal Yalcin*

Foreign direct investments (FDI) represent an essen-

tial part of the economic globalization process not 

only in emerging and developing countries, but also in 

the industrialized world. If  multinational enterprises 

open up new markets through cross-border invest-

ments or establish international production networks 

as part of their aspiration to become more competi-

tive, target countries also experience positive econom-

ic effects.

At the same time, FDI also offers opportunities for re-

cipient countries. In addition to capital and expertise, 

production plants are brought into countries resulting 

in employment. An increasing number of academic 

articles illustrate that FDI leads to more economic 

growth in the medium and long term. In fact, it can be 

stated that FDI flows have developed very positively in 

recent decades, with annual growth rates that were 

higher than 10 percent until a sudden stop emerged af-

ter the latest financial crises.

Since the financial crisis in 2008 FDI activities have 

slowed markedly. To date stagnation can be observed, 

particularly in emerging markets and developing 

countries. The economic consequences are complex. A 

main driver of this development is ongoing global 

economic uncertainty. Many countries, such as Russia 

or several North African countries, just to name some 

recent examples, are increasingly characterised by 

growing political risk. 

Governments, particularly in the western world, are 

attempting to improve investment conditions for na-

tional enterprises that are active in cross-border in-

vestments. In the light of these difficult investment 

conditions, new regional trade and investment agree-

ments are increasingly being negotiated. These new 

accords are very likely to have a strong impact on the 

international investment behaviour of enterprises.

How can a sustainable investment climate be achieved 

in these challenging times? What are the current chal-

lenges for multinational enterprises with cross-border 

investment activities? What options do governments 

have to create better conditions for FDI?

In cooperation with the German Federal Ministry for 

Economic Affairs and Energy, and UNCTAD (United 

Nations Conference on Trade and Development), the 

Ifo Institute has organised a joint conference together 

with experts from international institutions, enterpris-

es, representatives of public institutions and minis-

tries, and leading scholars to discuss the questions 

raised.1

This special edition of the CESifo Forum 2015 pre-

sents a collection of articles arising from the confer-

ence entitled: ‘Foreign Direct Investments: Current 

Challenges’ that took place at the Ifo Institute in April 

2015. Based on the keynotes of the conference, five 

stakeholders from various institutions assess different 

developments related to FDI from their point of view.

Thomas van Giffen, investment policy analyst of the 

policy research section at the UNCTAD gives an over-

view of recent trends in FDI based on the yearly pub-

lished World Investment Report. Furthermore, his ar-

ticle specifies major challenges for sustainable devel-

opment via FDI. In line with UNCTAD’s investment 

policy framework for sustainable development, key 

principles are elaborated. 

Mathias Wolkewitz, the General Counsel Legal, Tax, 

Insurances of Wintershall Holding GmbH, enriches 

the discussion by illustrating the importance of FDI 

for the natural resource industry. His articles offers an 

in-depth perspective of what multinational companies 

in the oil and gas industry are confronted with and the 

extent to which existing standards of investment pro-

tection are up to date.

1  The conference (Foreign Direct Investment: Current Challenges) is 
available as a video stream in CESifo Groups’ media library: http://
mediathek.cesifo-group.de/player/macros/cesifo/mediathek?content=
4931153&idx=1&category =2330329106.*  Deputy Director of the Ifo Center for International Economics
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Ursina Krumpholz from the Federal Ministry for 
Economic Affairs and Energy illustrates recent devel-
opments in international investment treaties and their 
effects on Germany. In light of the critical public dis-
cussion of a Transatlantic Trade and Investment 
Partnership (TTIP) or the Comprehensive Economic 
Trade Agreement (CETA) with Canada, this article 
sheds light on the motives and challenges arising from 
the new generation of investment agreements.

Nikos Lavranos extends the discussion of internation-
al investment agreements by illustrating how the EU 
law framework interacts with bilateral and regional 
accords. Focusing on renewable energy sources, his ar-
ticle gives an overview of the degree to which EU laws 
to protect investors satisfy the needs of the parties 
involved.

Michael Huber-Saffer, Director of the Project & 
Investment Finance division at PricewaterhouseCoopers 
(PwC), mandated by the German government to man-
age the state investment guarantee scheme, presents the 
instruments available for German FDI to protect 
against policy uncertainty in destination countries. 
Besides a short introduction of the instrument, this ar-
ticle also outlines recent trends.

FDI represent a major component of global economic 
integration and are particularly important to develop-
ing countries. A revitalization of FDI flows, therefore, 
is crucial for a broad range of stakeholders. In the 
light of a politically riskier world and the sluggish out-
look for global economic growth, it is important to 
create better frameworks for investors to stimulate 
FDI flows. In this special edition of CESifo Forum ex-
perts from different institutions look at the areas in 
which challenges remain and how improvements can 
be achieved. The following collection of articles cov-
ers a range of economic insights concerning FDI. The 
aim of these contributions is to facilitate an exchange 
between stake holders, to gain a better understanding 
of the challenges discussed, and to pave the way for 
the improvements needed in international investment.


