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It is a known fact that an imperative mode for a developing nation to achieve

rapid economic growth and development is by focusing on enhancing and 

bettering their export-lead growth policies. However, it is of the wrong to 

assumption to perceive that promoting exports is the only means of ensuring

a speedy economic growth as there are other strategies that could be 

adopted in order to successfully augment the income of a country. 

Advantages of Foreign Direct Investment (FDI) Policy 

I don’t agree with the statement that the only path for economic 

development in a developing country is through the promotion of exports. 

There are other means and options for growing the economy; a significant 

procedure involves the process of opening up the country to foreign direct 

investments (FDI). Foreign direct investments are seen as an effective 

means of fostering growth in developing countries. It is considered as an 

engine of growth in mainstream economics and it is recognized not only in 

terms of capital formation, but also for its spill over effects on trade and 

technological progress. In addition to the direct capital financing its supplies, 
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FDI can help to jumpstart an economy due to the numerous benefits 

received by the host country by executing this policy. Such benefits include 

the transfer of technology and management known-how, creation of 

employment, increased domestic competition, introduction of new processes

and employee training related to the manufacturing etc. Also, foreign 

investment can aid in bridging a host country’s foreign exchange gap. These 

benefits are very essential for developing countries to industrialize, develop 

and create jobs; there by attacking the poverty situation in their country. As 

noted by the World Bank (2002), quite a few recent studies concluded that 

FDI can promote the economic development of the host country profoundly 

by assisting to improve productivity growth. 

2. 1 – Data & Proof of the Foreign Direct Investment in Sri Lanka 

In the period of 1970s, international trade grew more speedily than FDI and 

thus international trade was by far more prominent than most other 

important international economic activities. This state of affairs altered 

radically in the middle of the 1980s, when world FDI began to increase 

sharply. In this period, the world FDI has amplified its importance by 

transferring technologies and establishing marketing and obtaining networks

for proficient production and sales internationally (Shujiro Urata, 1998) . The 

share of developing countries in world FDI inflows and outflows has risen 

from 17. 4% in 1985-90 to 26. 1% during 1995-2000. 
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Sources: Exports: IMF (2003), FDI Outflows: UNCTAD 
(2002). 
The above figure shows that since 1980, the growth of world FDI outflows 

has overtaken the growth of world exports This swift expansion in FDI 

outflows was more pronounced during 1985-1990, when many host countries

began to relax regulations to attract FDI, and 1995-2000, when companies 

undertook scores of mergers and acquisitions in the wake of the Asian 

financial crisis and privatization programs in Latin America. 

FDI Inflows Into Sri Lanka 

Source: UNCTAD/TNC database. 
FDI into the country has been mainly through 100 per cent foreign ownership

rather than joint ventures. Between 1979 and 2000, wholly foreign owned 

enterprises accounted for about 60 per cent of estimated FDI by value and 

45 per cent by number of projects. Privatization has been an important 

channel of FDI into Sri Lanka. The 11 largest privatization transactions 

between 1990 and 2000 accounted for $609 million of the $1, 791 million in 

FDI during the period. Cumulative data for the period February 1990-June 

2001 shows that a little more than two-thirds of privatization proceeds was 

raised from these foreign investors (Central Bank, 2002). 

2. 2 Benefits & Advantages Received by Sri Lanka’s Economy as a result of 

FDI 

Several of the new wave of foreign investors in Sri Lanka since the 1990s, 

brought with them many benefits that contributed to the enhancing of the 
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national competitiveness and ultimately having a positive impact on the 

growth of the economy. 

Technology and skills- The transfer of technology & skills is apparent as one 

of the major benefits of FDI. Sri Lanka is in a good place to benefit from such 

transfer owing to the potential of its workforce. The foreign investor was able

to achieve skills transfer to such an extent that almost all the workers in a 

highly technical industry were localized (through the through the 

introduction of equipment and training). 

Also, the system of engagement of Sri Lankan doctors as consultants and the

training of Sri Lankan nationals as nurses by Apollo Hospital (Colombo) may 

lead to substantial transfer of health care technology to other hospitals as 

and when these doctors or nurses take up employment else where . 

Moreover, Domestic firms in the porcelain and cement industry have also 

benefited considerably from the examples of pioneering foreign investors. 

Unilever, which is a wholly owned foreign enterprise in Sri Lanka, appears to 

have made substantial contributions to the transfer of management and 

marketing technologies. 

An example of fast localization: Lanka Bell 
Lanka Bell is the largest green field foreign investor in Sri Lanka. It is almost 

a wholly foreign-owned company with less than 1 per cent of its shares held 

by Sri Lankan individuals. The company provides telecommunications 

services, including fixed-line and data services. It began operations in 1997 

with an initial investment of about $110 million. 
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The company employed some 40 expatriate professionals at the time it 

started operations. By 1999 – that is, within two years of start-up – all 

expatriate professionals but one had been replaced by Sri Lankan personnel. 

At present only the managing director is an expatriate. 

The company has continuing internal training programmes for its employees,

and it sometimes brings in foreign consultants to conduct training. It is thus 

contributing to technology transfer to Sri Lankan nationals. 

The company believes that the competition generated by Lanka Bell has 

contributed to improvements in telecommunications services to customers. 

For example, Sri Lanka Telecom, which used to take a week or more for a 

repair job, now takes less than a day. The backlog of pending applications for

new telephone connections has been eliminated. Lanka Bell has already 

opened several Internet cafes and hopes to raise the number to 40 or 50 

within the next three to six months. 

(Source: Investor Interview) 
Employment and linkages- In terms of employment, FDI has made a 

noteworthy contribution in Sri Lanka. As of end 2000, it is estimated that 

foreign affiliates employed close to around 200, 000 people, in contrast with 

total private-sector employment of 2, 707, 000. Thus, the proportion of 

private-sector employment accounted for by foreign affiliates is about 7. 4 

per cent. This understates the total contribution of FDI because it does not 

take into account the employment created in activities linked to affiliates’ 

outputs, including procurement, transportation, and the like. 
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Diversification of output and exports- FDI has made a significant contribution

to Sri Lanka’s exports. During the years 1996-2000, exports by foreign 

affiliates were constantly in the range of one-third of the country’s total 

export. Furthermore, FDI has been imperative in expanding and diversifying 

Sri Lanka’s export base. The share of exports of manufactures in total 

exports, which was 15 per cent in 1978, had risen to more than 75 per cent 

by the mid-1990s. Garments represented the leading sector of this industrial 

export growth, accounting for more than half of the country’s export 

earnings by the mid-1990s. FDI in garments has led the country’s 

diversification in this manufacturing sector. The sector’s growth was in 

response to the programmers, quota opportunities under the Multi-Fiber 

Agreement, the availability of cheap and educated labor, and convenient 

geographical location in international transportation networks. 

Therefore, it is made evident that the benefits received by the country 

through FDI are extremely valuable and it did make a significant impact on 

the growth of the countries economy. 

Other Means Of Gaining Rapid Economic Development- The Strengthening of

the Service Sector 

At present the service sector is the leading factor for the total economic 

growth rate in Sri Lanka. This sector has contributed 72. 7 percent for the 

economic growth rate in the third quarter of 2009. Sri Lanka has generated 

234, 000 service sector jobs in the third quarter of 2009. Tourism, banking, 

finance, and retail trade are the major components of the service sector. 

Furthermore, many harbors are being built in the island in order to be of 
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service to passing shipping vessels by providing them with facilities to reload

on fuel and bunker in the country to refill its essential supplies. Many Asian 

countries in the past and present, amass massive wealth and revenue into 

the country by this means. Furthermore, tourism is a vital aspect of the 

service sector which brings in foreign exchange into the country and plays a 

massive role in the development and growth of the economy. Moreover, if a 

country puts in place favorable strategies in order to flourish the tourism 

sector, it will create thousands of indirect and direct job opportunities there 

by raising the standard of living and provide growth. 

Therefore it is evident that by strengthening the service sector, it will provide

significant contribution to the overall economic growth of a country. 

Conclusion 

A country cannot achieve economic development by focusing on developing 

its export industry alone simply because less than 8% of the countries in the 

world possess the invaluable natural resources (diamonds, crude oil etc) 

which would enable them to sustain and grow the economy by the exporting 

of the resources/finished goods alone. Due to this reason, it is of the wrong 

assumption to presume that the only path for a developing country to 

achieve economic development is through exports. Although the promotion 

of exports is without doubt an excellent way for a developing country to 

grow their economy, it is not the only way. For a country to achieve 

substantial growth, a series of strategies and policies need to put in place. 

There strategies and policies should include the promotion of exports, the 

promotion of FDI as well as the promotion of the service sector. By following 
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and promoting all three of these methods, a country will surely be able to 

achieve a rapid economic growth and development. Therefore, I would like to

conclude by stating that it is entirely wrong to presume that the only path for

economic development is through the promotion of exports and economic 

growth cannot be achieved by focusing on promoting the export industry 

alone. 
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