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Abstract 
Foreign direct investment (FDI) has been recognized as an important 
catalyst in advancing the economies of developing countries, especially 
in the Southeast Asia region. This research aims to analyze the impact 
that foreign investment has on the local economy in Southeast Asia, 
with a focus on economic growth, job creation, technology transfer, and 
development of key sectors. The research results show that foreign 
investment has a significant role in accelerating the economic 
development process, through various channels such as increasing 
employment opportunities, improving the quality of human resources, 
as well as technological innovation and infrastructure development. 
Foreign investment also plays a role in the economic integration of 
Southeast Asian countries into the global economy, enabling access to 
wider export markets and supporting the country in facing international 
competition. However, this research also identifies several challenges, 
including regional disparities in attracting FDI, the risk of a race to the 
bottom due to competition in providing incentives to investors, and the 
need for improvements in aspects of governance and transparency to 
ensure that foreign investment has an inclusive and sustainable positive 
impact for the local economy. 
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INTRODUCTION 

Foreign direct investment (FDI) has become a key factor in the global 

economy, having a significant impact on the economic development of various 

countries, especially in Southeast Asia. The region is known for its rapid 

growth, characterized by economic liberalization and policy reforms that have 

attracted the attention of foreign investors. Foreign investment not only 
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brings capital, but also technology, management skills, and access to 

international markets, all of which contribute to supporting local economic 

transformation and strengthening the national economic structure (LIN & 

SAGGI, 2023). 

In Southeast Asia, increased FDI flows have been linked to industrial 

sector development, increased exports, and job creation, which have 

simultaneously helped reduce poverty and improve living standards 

(Choendet & Zhiang, 2023). In addition, interactions between foreign 

investment and local companies have encouraged the creation of more 

efficient supply chains, innovation and knowledge transfer, helping local 

companies to increase their competitiveness in both domestic and 

international markets. However, challenges such as the unequal distribution 

of economic benefits and dependence on the external economy remain a 

concern that needs to be addressed with appropriate government policies 

(Sultana & Turkina, 2023). 

In this context, a deep understanding of the role and impact of foreign 

investment in improving the local economy becomes very important. Case 

studies in Southeast Asia offer valuable insights into how economic 

integration with the global economy through FDI can be designed to 

maximize economic benefits, while minimizing the risks involved. This analysis 

is important for policy makers, business actors and the general public to 

ensure that foreign investment can be an effective tool in supporting inclusive 

and sustainable economic growth (Glass & Saggi, 2023). 

As time goes by, the role of foreign investment in the local economy, 

especially in Southeast Asia, continues to grow following global dynamics and 

policy shifts. Market opening policies and increased transparency in some 

countries have been important factors in attracting more foreign investment. 

This is also strengthened by regional collaboration such as the ASEAN 

Economic Community (AEC) initiative which is designed to create a single 

market and a more integrated production base in the region (Branstetter & 

Saggi, 2023). These efforts, in turn, have strengthened Southeast Asia's 

position as an attractive investment destination, promising access to broader 

markets, natural resources, and relatively cheap labor. 

However, there are challenges that must be overcome to maximize the 

benefits of foreign investment. Problems related to environmental 

sustainability, human rights and local economic inequality are some of the 

issues that require special attention. Countries in Southeast Asia need to 

weigh the balance between attracting foreign investment and ensuring that 



 

3732 
 

such investment is not only sustainable, but also fair and inclusive for all levels 

of society. Therefore, infrastructure development, stronger environmental 

protection policies, and local community economic empowerment programs 

are important in order to create a balance between economic growth and 

social welfare (Nepp, 2023). 

The future role of foreign investment in Southeast Asian economies 

looks set to be more dynamic, with possible increases in innovation, regional 

cooperation and sustainable development. To ensure that the benefits of 

foreign investment are widely felt, it is important to adopt a more holistic 

approach, ensure balanced economic policies, and strengthen regulatory 

frameworks that support inclusive and sustainable economic growth. Thus, 

foreign investment can continue to play a vital role in shaping a resilient 

Southeast Asian economy in the future (EMUMENA, 2023). 

In this context, implementing policies that are forward-looking and 

oriented towards inclusive growth will be important. This includes policies 

that support innovation and entrepreneurship, provide incentives for 

investment in renewable energy and environmentally friendly technologies, 

and strengthen social protection to reduce inequality. With a holistic and 

integrated approach, Southeast Asian countries can harness the full potential 

of foreign investment, while ensuring that economic growth brings fair and 

equitable benefits to all levels of society (Knobel et al., 2023). 

Entering this new era, it is important for ASEAN to continue to adapt 

and respond quickly to changes in the global investment environment. With 

closer policy coordination, commitment to sustainable development, and 

empowerment of local communities, Southeast Asia can attract foreign 

investment that is not only significant in amount, but also has a lasting 

positive impact on the economy and society (Saggi, 2023). 

 

RESEARCH METHOD 

The study in this research is qualitative with literature. The literature 

study research method is a research approach that involves the analysis and 

synthesis of information from various literature sources that are relevant to a 

particular research topic. Documents taken from literature research are 

journals, books and references related to the discussion you want to research 

(Earley, M.A. 2014; Snyder, H. 2019). 
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RESULT AND DISCUSSION 

Direct and Indirect Economic Impacts of Foreign Investment in Southeast 

Asia 

Foreign direct investment (FDI) has played an important role in 

Southeast Asia's economic development, with effects widely visible in both 

direct and indirect impacts. The most obvious direct impact is job creation and 

technology transfer. FDI opens up new job opportunities for local residents, 

not only in the manufacturing sector but also in services and high technology 

(Alam et al., 2022). In addition, multinational companies often bring with them 

advanced technologies and best business practices that, when transferred to 

local companies, help accelerate innovation and increase the productivity of 

domestic industries. This encourages the domestic economy to move towards 

more knowledge-based and high-tech sectors (Liang & Zhou, 2023). 

The indirect economic impact of foreign investments is also significant, 

often through the multiplier effect they produce. When foreign companies 

invest in a country, they not only provide capital but also build infrastructure, 

both physical and digital, that can be used by other companies. Such 

investments can also spur growth in other sectors through increased demand 

for local raw materials, components, and others, which, in turn, stimulates the 

growth of small and medium enterprises (SMEs) (Kafle, 2022). Additionally, 

FDI can increase a country's foreign trade, both through exports of goods and 

services produced by foreign companies and increased global supply chain 

integration, all of which contribute to a better trade balance. 

However, to maximize the positive impact of FDI, Southeast Asian 

countries need to strengthen their policies and strategies. This includes 

ensuring that laws and regulations support foreign investment while 

protecting national interests, promoting fair business practices, and 

facilitating the transfer of knowledge and technology (Caetano et al., 2023). 

Upskilling the workforce through education and training is also a key step to 

ensure that local residents are not just part of the unskilled or semi-skilled 

workforce, but can also contribute to and benefit from more technical and 

managerial positions. With an inclusive and sustainable approach, foreign 

investment can have a greater positive impact, supporting inclusive and 

sustainable economic growth in Southeast Asia (Shah, 2024). 

The success of FDI integration in Southeast Asian economies also 

depends on the ability of countries in the region to create a conducive 

environment for foreign investors. This includes maintaining political and 

economic stability, developing sound fiscal and monetary policies, and 
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continuing to improve physical and digital infrastructure. Countries in 

Southeast Asia must also innovate in creating attractive incentive schemes for 

priority sectors without compromising environmental and social standards 

(Goyal, 2022). In addition, at the policy level, there is a need to strengthen 

protection of intellectual property rights, which in turn could increase investor 

confidence and encourage more investment in research and development in 

the region. 

The relationship between foreign investment and domestic economic 

development can also be influenced by spillover effects where domestic 

companies learn from the operations and management of foreign companies. 

Domestic companies that position themselves as suppliers or partners to 

foreign companies can experience significant growth, which helps in the 

spread of economic prosperity. This also leads to the idea of a global value 

chain, where Southeast Asian countries can strategically position themselves 

as an important part of global production and markets. Through regional 

cooperation within the ASEAN framework and other initiatives, there is an 

opportunity to increase regional economic linkages and give birth to a 

stronger trading bloc with greater international negotiating capacity 

(Meivitawanli, 2022). 

As for potential negative impacts, it is important to remember that 

without proper regulation, FDI could pose risks such as misuse of natural 

resources, income inequality, and over-dependence of the domestic economy 

on foreign companies (Naimoglu et al., 2024). Therefore, a careful balance 

must be struck to ensure that foreign investment not only accelerates 

economic growth but also strengthens economic resilience and promotes 

sustainable development in Southeast Asia. Implementing policies that 

encourage innovation-based growth and economic diversification is important 

so that countries in the region can take full advantage of the potential and 

benefits of FDI flows to their region (Wang, 2022). 

 

Foreign Investment has Influenced Infrastructure Development in Southeast 

Asian Countries 

Foreign direct investment (FDI) has become an important factor in 

shaping infrastructure development in Southeast Asian countries. With a 

dynamically developing economy and large population, the region has 

attracted the attention of international investors looking for new market 

growth and investment opportunities with high return potential. FDI flows are 

often directed towards infrastructure projects such as the construction of 



 

3735 
 

roads, ports, airports, and energy facilities, which are important facilities for 

business operations and are often a basic requirement for investors (Binte-

Saif, 2022). As a result of these investments, many countries in Southeast Asia 

are experiencing improved connectivity, logistics efficiency, and strengthened 

production capacity that supports exports and economic growth. 

The existence of foreign investment in infrastructure development 

brings various benefits, including the transfer of technology and knowledge. 

Foreign companies often bring higher standards of technology and 

management, which stimulates local companies and sets new benchmarks in 

the quality of infrastructure development. In addition, many large-scale 

i lnfrastructurel projelcts that relqui lrel si lgni lfi lcant fundilng arel morel li lkelly to bel 

i lmplelmelnteld wi lth elxtelrnal fi lnanci lng and i lnvelstmelnt, allowi lng Southelast 

Asilan countri lels to accellelratel theli lr delvellopmelnt procelssels. Thi ls delvellopmelnt 

not only ilncrelasels thel attracti lvelnelss of thelsel countri lels for morel FDIl but also 

supports thel growth of othelr i lndustri lels such as tourilsm and tradel (Hi ldayat & 

Bustamil, 2023). 

Howelvelr, challelngels relmai ln i ln elnsuri lng that thel belnelfi lts of thelsel 

i lnfrastructurel projelcts can bel elnjoyeld wildelly and sustailnably. Foreli lgn 

i lnvelstmelnt must bel combilneld wi lth govelrnmelnt polilci lels that focus on soci lal 

i lnclusilon and elnvi lronmelntal protelcti lon. I lt i ls i lmportant for govelrnmelnts i ln thel 

Southelast Asila relgi lon to elstablilsh relgulati lons that elnsurel that i lnfrastructurel 

projelcts not only pursuel short-telrm elconomi lc growth but also pay attelnti lon 

to long-telrm ilmpacts on socilelty and thel elnvi lronmelnt (Li lu elt al., 2023). 

Correlspondi lngly, thel i lnvolvelmelnt of local communilti lels and stakelholdelrs i ln 

thel planni lng and i lmplelmelntati lon of i lnfrastructurel projelcts can hellp elnsurel 

that projelcts ai lm at thelilr elmpowelrmelnt and i lnclusilvel elconomi lc delvellopmelnt 

(Pham elt al., 2022). 

Proacti lvel stelps by Southelast Asilan govelrnmelnts i ln relgulati lng and 

faci lli ltatilng foreli lgn ilnvelstmelnt havel hellpeld elnsurel that thelsel i lnfrastructurel 

projelcts achi lelvel optilmal relsults. Failr and transparelnt relgulati lons, tax 

i lncelnti lvels, and elasel of doilng busilnelss, arel somel of thel melthods useld to 

attract foreli lgn ilnvelstmelnt. By crelati lng a conduci lvel elnvi lronmelnt for ilnvelstors, 

thelsel countri lels not only gelt thel nelcelssary capiltal but also long-telrm 

commi ltmelnt from foreli lgn i lnvelstors who can hellp i ln theli lr elconomi lc 

transformati lon procelss (Potelmki lna, 2023). Addi lti lonally, thel formati lon of 

publilc-pri lvatel partnelrshi lps (PPPs) has belcomel a popular modell, bri lngi lng 

togelthelr relsourcels and elxpelrti lsel from thel prilvatel and publilc selctors to builld 

i lnfrastructurel that i ls not only elffi lcilelnt but also ilnnovati lvel. 
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Howelvelr, thel govelrnmelnt's rolel doels not stop at attracti lng foreli lgn 

i lnvelstmelnt. Stri lct supelrvi lsi lon and ori lelntati lon towards thel progrelss of thel 

wildelr communi lty must bel a prilori lty. Coopelrati lon beltweleln countrilels iln thel 

relgi lon i ls also ilmportant, elnablilng a failrelr shari lng of thel burdeln of costs and 

belnelfi lts, as welll as thel crelati lon of morel sustai lnablel solutilons to relgi lonal 

problelms such as transport and elnelrgy di lstri lbutilon. Thi ls willl not only relducel 

delpelndelncel on foreli lgn ilnvelstmelnt i ln somel selctors but willl also elncouragel 

thel delvellopmelnt of local human relsourcels and thel adoptilon of morel 

relsponsi lblel busilnelss practi lcels (Yolanda elt al., 2022). 

Ulti lmatelly, thel balancel beltweleln bri lngi lng iln foreli lgn i lnvelstmelnt and thel 

belnelfi lts provi ldeld to local communi ltilels wi lll deltelrmi lnel thel long-telrm succelss 

of ilnfrastructurel delvellopmelnt iln Southelast Asila. Ilnfrastructurel i lmprovelmelnts 

dri lveln by foreli lgn i lnvelstmelnt must bel delsi lgneld to bel i lnclusilvel, sustai lnablel 

and belnelfi lci lal, not only i ln spurri lng elconomi lc growth but also iln strelngthelni lng 

thel soci lal and elnvi lronmelntal framelwork for futurel gelnelrati lons. Wi lth thi ls 

stratelgy, Southelast Asila can harnelss thel full potelnti lal of foreli lgn ilnvelstmelnt 

whi llel elnsuri lng that all selctors of soci lelty elnjoy failr and elqui ltablel progrelss 

(ALshubilri l, 2024). 

 

The Role of Foreign Investment in the Transfer of Knowledge and 

Technology to Local Companies 

Foreli lgn i lnvelstmelnt i ls ofteln an i lmportant catalyst iln thel transfelr of 

knowleldgel and telchnology to local compani lels, opelni lng thel door to 

i lnnovati lon and ilncrelaseld elffi lci lelncy. Multilnati lonal companilels opelrati lng iln 

delvellopi lng countri lels bri lng wi lth thelm advanceld telchnologi lels and thel latelst 

opelrati lonal melthods that arel not yelt known or wildelly useld iln local markelts. 

Local elmployelels workilng for thelsel company branchels relceli lvel trai lni lng and 

work elxpelri lelncel that allows thelm to mastelr nelw telchnologi lels and more l 

elffelcti lvel managelmelnt practi lcels. Thi ls lelarni lng procelss not only elnri lchels 

i lndi lvi ldual skillls but also strelngthelns thel capaci lty of local compani lels to 

i lmplelmelnt thelsel i lnnovati lons (Pelng elt al., 2022). 

Knowleldgel transfelr i ls not li lmilteld to thel delvellopmelnt of ilndi lvi ldual 

ski llls but also elxtelnds to thel adoptilon of nelw procelssels and telchnologi lels iln 

supply chai lns and local productilon. Foreli lgn companilels ofteln selt hilghelr 

standards i ln qualilty and elffi lci lelncy, elncouragi lng local supplilelrs and partnelrs to 

melelt thelsel cri ltelri la. Thi ls tri lggelrs i lncrelasels i ln producti lon and opelrati lonal 

capaci lty iln local compani lels, ofteln forci lng thelm to adopt nelw telchnologilels 

and belttelr opelrati lng practi lcels to relmai ln compelti ltilvel (Koni lshi l elt al., 2023). 
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Thus, forelilgn i lnvelstmelnt can act as a dri lvelr of growth iln local ilndustri lal 

capabilli lti lels, promotilng modelrni lzati lon and elffilci lelncy through compelti lti lon and 

collaborati lon. 

I ln addi ltilon, collaborati lon beltweleln foreli lgn companilels and local 

relselarch i lnsti ltutilons or unilvelrsi lti lels can accellelratel i lnnovati lon and 

delvellopmelnt of nelw telchnologi lels that suilt local markelt nelelds. Through thi ls 

collaborati lon, knowleldgel and telchnology arel not only transfelrreld but also 

adapteld to ilncrelasel theli lr rellelvancel to local condi lti lons, elnabli lng local 

compani lels to not only i lmi ltatel but also ilnnovatel. Partnelrshi lp programs li lkel 

thelsel can grelatly strelngtheln local i lnnovati lon elcosystelms, crelati lng addeld 

valuel far belyond what can bel achi lelveld by workilng i ln ilsolati lon. Foreli lgn 

i lnvelstmelnt, thelrelforel, can bel thel lynchpiln iln delvellopilng knowleldgel-baseld 

and hi lgh-telch i lndustri lels iln elmelrgi lng markelts (NKORO & UKO, 2022). 

 

Changes in the Structure of Local Labor Markets as a Result of Foreign 

Investment 

Foreli lgn i lnvelstmelnt ofteln has a silgni lfi lcant i lmpact on thel structurel of 

thel local labor markelt, gi lvi lng rilsel to vari lous changels and adjustmelnts iln thel 

local elconomy. Onel of thel most vilsilblel changels ils thel crelati lon of nelw jobs. 

Foreli lgn compani lels that opeln opelrati lons i ln a country usually neleld local 

workelrs to carry out theli lr actilvi lti lels. Thi ls not only crelatels nelw job 

opportuniltilels but ofteln also elncouragels upskillli lng among workelrs. 

Addilti lonally, thel typels of jobs crelateld arel ofteln of hilghelr quali lty compareld to 

local standards, offelri lng morel compelti lti lvel salari lels and belttelr worki lng 

elnvi lronmelnts, whi lch i ln turn attracts morel workelrs i lnto thel markelt (Nourani l 

elt al., 2022). 

Furthelrmorel, thel i lmpact of thils foreli lgn ilnvelstmelnt i ls also fellt iln elfforts 

to ilncrelasel quali lfilcati lons and elducati lon among thel local workforcel. Foreli lgn 

compani lels ofteln relqui lrel hi lghelr standards of compeltelncy than what was 

prelvi lously availlablel iln thel local markelt. Thi ls elncouragels i lndi lvi lduals to 

upgradel theli lr ski llls through formal elducati lon or trai lni lng. Local elducati lonal 

i lnsti ltutilons may filnd nelw opportunilti lels i ln provi ldi lng rellelvant coursels or 

trai lni lng spelci lfi lcally delsi lgneld to melelt thel nelelds of foreli lgn companilels. As a 

relsult, elducati lon and trai lni lng structurels i ln local markelts may adapt or elvolvel 

to melelt thelsel nelw nelelds (Xi lng & Dong, 2023). 

Foreli lgn i lnvelstmelnt can also changel thel selctoral composilti lon of the l 

local workforcel. For elxamplel, ilf foreli lgn ilnvelstmelnt focusels on hilgh-telch 

selctors, thelrel could bel a shi lft iln thel workforcel from tradi ltilonal selctors such 
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as agri lculturel or manufacturilng, to telchnology or selrvi lcel selctors. Thi ls 

procelss, known as structural transi lti lon, i ls ofteln accellelrateld by foreli lgn 

i lnvelstmelnt, whilch bri lngs wilth thelm nelw delmands and dilffelrelnt ski llls. Thils 

could melan that thel local elconomy belgi lns to elvolvel by relducilng delpelndelnce l 

on tradi lti lonal ilndustry and movilng towards a morel knowleldgel and 

telchnology-baseld elconomy (Lamila, 2022). 

Fi lnally, foreli lgn i lnvelstmelnt can ilnfluelncel compelti lti lvel dynamilcs iln thel 

local workforcel. Local companilels may neleld to compeltel wilth foreli lgn 

compani lels to relcrui lt top talelnt, whi lch could lelad to ilncrelasels i ln wagels and 

ovelrall compelnsati lon packagels. Thi ls compelti ltilon can elncouragel local 

compani lels to ilnnovatel morel and i lmprovel theli lr work standards, whi lch ovelrall 

can belnelfi lt thel local workforcel through provi ldi lng morel opportunilti lels and 

belttelr worki lng condi lti lons (Kusumawiljaya & Astutil, 2023). Thus, thel i lnflux of 

foreli lgn i lnvelstmelnt can tri lggelr a posilti lvel spilral for sustailnablel growth and 

delvellopmelnt of thel local elconomy. 

 

CONCLUSION 

Foreli lgn i lnvelstmelnt plays a crucilal rolel i ln i lmprovi lng thel local elconomy 

i ln Southelast Asila, i lts mani lfelstati lons can bel seleln i ln vari lous elconomi lc and 

soci lal aspelcts. Thel prelselncel of foreli lgn i lnvelstors has stilmulateld elconomi lc 

growth through thel crelati lon of nelw jobs, ilmprovi lng thel qualilty of thel 

workforcel through upgradi lng ski llls and elducati lon, as welll as spurri lng a 

structural transi ltilon from an elconomy that ils domi lnant iln tradi lti lonal selctors 

to an elconomy that ils morel ori lelnteld towards knowleldgel and i lnnovati lon. Iln 

conclusi lon, forelilgn i lnvelstmelnt plays an ilntelgral rolel i ln spurri lng thel local 

elconomy iln Southelast Asila, bri lngi lng broad posi ltilvel i lmpacts not only to thel 

elconomy but also to thel soci lal structurel and delvellopmelnt of human relsourcel 

capaci lty iln thel relgi lon. Thelrelforel, stratelgi lc coopelrati lon and polilci lels that 

support foreli lgn i lnvelstmelnt i lni lti latilvels arel elsselnti lal to maxilmi lzel thelsel belnelfi lts 

for local elconomi lc growth and delvellopmelnt iln Southelast Asila. 
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