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TOPIC: The Effects of Foreign Direct Investment on Local Companies: The Case of UK Financial Sector

 This topic was chosen because the author has been personally concerned about the effect that Brexit would 

have on UK’s FDI and the resulting effect on UK firms. Further, The financial sector was chosen because 

most of the country’s FDI is directed in this sector. A case in point, UKTI (2015) put forth that financial 

sector had the largest stock of inward FDI in the UK in year 2014-2015 which was (45%) and contributed to 

8% of GDP and 12% of tax receipts. 

 The academic relevance of this topic is that it aims to contribute to the literature addressing the impact that 

FDI has on local companies. Furthermore, this topic is relevant in that it comes at a time when the UK 

economy has been trying to adopt to Brexit which many scholars, researchers, economists and other 

stakeholders continue to maintain and predict that it has and will negatively impact the country’s FDI 

(Lloyds Bank, 2021).

1. Introduction



2. Case study

 The UK financial sector was chosen 

because of the important role that the 

sector plays in the country’s economy. 

 The UK has comparative advantage in 

financial and related professional services 

which makes it attractive for FDI.

 There were 1.1 million financial services 

jobs in the UK in Q1 2020, 3.2% of all 

jobs (House of Commons Library, 2021). Source: House of Commons Library (2021)



3. Analytical theories

This case study used theoretical framework based on Hill (2012)

1. Resources-transfer effect of FDI

According to resources-transfer effect, FDI can be beneficial to a host country by supplying capital, 

technology, and management resources that may not be available locally, which may in turn boost intellectual 

capital and economic growth rate of a country. 

This theory is relevant to this topic in that it helps understand how UK financial sector gets most of the capital 

from FDI, which makes the local companies in this sector to invest more on management resources and 

technology so as to keep up with foreign firms investing locally. 

2. The employment effect of FDI

According to the employment effect of FDI, foreign direct investment create jobs to a host country that would 

otherwise not be created. This theory is relevant to this topic in that it helps understand how jobs are created 

not just by foreign companies investing in the host country, but how local companies employ more locals as a 

result of local economy being boosted by FDI.



4. Data analysis

Source: Gov.uk (2020)



 Though many jobs have been created in the financial sector as a result of FDI, 

Davis and Kim (2015) explain that since the beginning of financialisation, the 

main disappointment is that when compared to other sectors of the economy, the 

financial sector has not recorded significant job increase since employment in 

financial sector in U.K was highest in 1990 accounting for 1.2 million jobs but 

has remained almost the same since then. 

 Moreover, despite contributing to creating jobs in host countries, FDI has been 

blamed for displacement of local businesses and profit repatriation which may 

have contributed to anti-globalisation tendencies such as Brexit and recent trade 

wars.

4. Data analysis (cont.)



 According to the resources-transfer effect, FDI has impacted UK local companies through supply of 

capital, technology transfer, and management resources. Since most FDI flows are invested in the 

financial services sector, local companies are affected in that they invest more on management 

resources and technology so as to keep up with foreign firms investing locally. 

 Further, according to the employment effect of FDI, jobs are created due to capital that is injected in 

host country. Consequently, the resulting increased economic activity enable local companies to create 

jobs.

 However,  the UK leading role as global capital of financial services comes at a price since it has been 

observed that the UK economy has been financialised which has had negative effect on other sectors 

of the economy (Davis & Kim, 2015).

5. Conclusion
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