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Abstract  

This article explores effective ways to improve the efficiency of attracting foreign direct 

investment (FDI) as a key driver of sustainable economic growth. The study analyzes 

institutional, regulatory, and economic factors that influence the quality and effectiveness of 

FDI inflows. By applying analytical and comparative approaches, the paper identifies major 

constraints limiting investment efficiency and highlights policy mechanisms aimed at 

enhancing the investment climate and maximizing the developmental impact of foreign direct 

investment. 
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Introduction 

In the context of globalization and intensifying international competition for capital, foreign 

direct investment (FDI) has become a crucial instrument for achieving sustainable economic 

growth and structural transformation. Beyond providing financial resources, FDI facilitates the 

transfer of advanced technologies, managerial expertise, and innovative production practices, 

while also supporting integration into global value chains. As a result, improving the efficiency 

of attracting foreign direct investment has emerged as a strategic priority for many countries 

seeking to enhance productivity, competitiveness, and long-term development outcomes. 

However, the effectiveness of FDI attraction cannot be measured solely by the volume of 

investment inflows. In many cases, foreign investment does not fully translate into expected 

economic benefits due to institutional weaknesses, regulatory inefficiencies, and inadequate 

coordination of economic policies. Complex administrative procedures, insufficient protection 

of investor rights, limited transparency, and underdeveloped infrastructure often constrain the 

capacity of host economies to absorb and utilize foreign capital efficiently. Consequently, 

foreign investments may remain concentrated in low value-added sectors or short-term projects, 

reducing their contribution to innovation, employment, and regional development. In response 

to these challenges, governments increasingly focus on improving the qualitative aspects of 
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FDI attraction by implementing institutional reforms, simplifying regulatory frameworks, and 

strengthening investment-related support mechanisms. International experience demonstrates 

that countries with predictable policies, strong institutions, and favorable business 

environments tend to attract higher-quality foreign investments that generate broader economic 

spillovers. Therefore, identifying effective ways to improve the efficiency of attracting foreign 

direct investment is of both theoretical and practical importance. The main objective of this 

study is to analyze key approaches to enhancing the efficiency of FDI attraction and to identify 

policy measures that can maximize its positive impact on economic development. By 

examining institutional, regulatory, and economic dimensions of investment efficiency, the 

article aims to contribute to the ongoing academic debate and provide practical insights for 

policymakers seeking to optimize foreign direct investment as a tool for sustainable growth. 

 

Methods 

This study employs a mixed analytical approach to examine ways to improve the efficiency of 

attracting foreign direct investment (FDI). The research design combines qualitative analysis 

with descriptive and comparative methods in order to identify key factors influencing FDI 

efficiency and evaluate policy measures aimed at its enhancement. At the initial stage, a 

systematic review of relevant academic literature was conducted to clarify the theoretical 

foundations of FDI efficiency, institutional quality, and investment climate development. 

Secondary data from international organizations, including the World Bank, UNCTAD, the 

OECD, and the International Monetary Fund, were used as the main empirical information 

base. These data include indicators related to FDI inflows, governance quality, regulatory 

environment, infrastructure development, and macroeconomic stability. Descriptive statistical 

analysis was applied to assess general trends in FDI attraction and to identify patterns linking 

institutional and economic conditions to investment efficiency. In addition, comparative 

analysis was used to examine differences in policy approaches and outcomes across countries 

with varying levels of FDI performance. This method made it possible to identify best practices 

and common constraints affecting the effectiveness of foreign investment attraction. A systemic 

approach was also applied to analyze the interaction between institutional, regulatory, and 

economic factors and their combined impact on FDI efficiency. The chosen methodology 

ensures the reliability of the results and provides a solid foundation for formulating practical 

recommendations to improve the efficiency of attracting foreign direct investment. 

 

Results 

The results of the study indicate that improving the efficiency of attracting foreign direct 

investment depends largely on the quality of institutional, regulatory, and economic 

frameworks within host countries. The analysis shows that economies with stronger governance 

systems, transparent legal frameworks, and effective protection of investor rights achieve not 

only higher levels of FDI inflows but also greater economic benefits from foreign investments. 

In such environments, foreign direct investment is more likely to be directed toward productive 

sectors, long-term projects, and activities that generate technology spillovers and employment 

growth. The findings also reveal that regulatory simplification plays a critical role in enhancing 
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FDI efficiency. Countries that have reduced bureaucratic barriers, streamlined licensing and 

registration procedures, and improved coordination among government agencies demonstrate 

higher levels of investor confidence and faster implementation of investment projects. 

Conversely, complex regulations and policy unpredictability increase transaction costs for 

foreign investors, leading to a concentration of investments in low-risk and low value-added 

sectors, which limits their overall contribution to economic development. Furthermore, the 

results highlight the importance of infrastructure and financial system development in 

determining the effectiveness of FDI attraction. Adequate transport, energy, and digital 

infrastructure significantly reduce operational costs for foreign enterprises and expand the 

geographical distribution of investments beyond major economic centers. At the same time, 

well-functioning financial markets and stable banking systems enhance the absorptive capacity 

of host economies, enabling foreign capital to be allocated more efficiently and integrated into 

domestic production networks. Overall, the results confirm that improving the efficiency of 

attracting foreign direct investment requires a comprehensive approach that integrates 

institutional reform, regulatory improvement, and economic modernization. Countries that 

simultaneously strengthen governance quality, simplify regulatory environments, and invest in 

infrastructure and financial development are more successful in transforming FDI inflows into 

sustainable economic growth and long-term development gains. 

Table 1. Key Factors Improving the Efficiency of Attracting Foreign Direct Investment 

Improvement factors Description 
Impact on FDI 

efficiency 

Institutional quality 

Governance effectiveness, legal 

stability, protection of investor 

rights, transparency 

Very high 

Regulatory simplification 

Reduction of bureaucratic 

procedures, clear and predictable 

regulations 

High 

Infrastructure 

development 

Transport, energy, and digital 

infrastructure availability 
Moderate 

Financial system stability 

Banking sector stability, access 

to finance, capital market 

development 

Moderate 

The table highlights the relative importance of key factors contributing to the improvement of 

foreign direct investment efficiency and demonstrates that institutional quality represents the 

most influential determinant. Strong governance, legal stability, transparent decision-making, 

and effective protection of investor rights significantly enhance investor confidence and 

encourage long-term, high value-added investment projects. These institutional conditions 

reduce uncertainty and investment risks, allowing foreign enterprises to integrate more deeply 

into the host economy and generate broader economic spillover effects. The analysis further 

indicates that regulatory simplification plays a critical supporting role in improving FDI 

efficiency. Reducing bureaucratic procedures and ensuring clear and predictable regulations 

lowers transaction costs for foreign investors and accelerates project implementation. A 
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streamlined regulatory environment not only facilitates entry and operation for foreign firms 

but also enhances policy credibility, which is essential for sustaining long-term investment 

commitments. Infrastructure development and financial system stability, while assessed as 

having a moderate impact, remain essential components of an efficient investment 

environment. Adequate transport, energy, and digital infrastructure reduce operational 

constraints and improve market accessibility, particularly in regions outside major economic 

centers. Similarly, a stable banking system and well-developed capital markets increase the 

absorptive capacity of the host economy, enabling foreign capital to be allocated more 

efficiently across productive sectors. 

 

Conclusion 

This study concludes that improving the efficiency of attracting foreign direct investment 

requires a strategic shift from a purely quantitative focus toward strengthening the qualitative 

foundations of the investment environment. The analysis demonstrates that institutional quality 

is the most decisive factor influencing FDI efficiency, as strong governance, legal stability, and 

effective protection of investor rights significantly enhance investor confidence and promote 

long-term, high value-added investments. Without a reliable institutional framework, increases 

in FDI inflows are unlikely to generate sustainable economic benefits. The findings further 

emphasize that regulatory simplification is a critical mechanism for enhancing investment 

efficiency. Transparent, predictable, and streamlined regulatory procedures reduce transaction 

costs and uncertainty for foreign investors, enabling faster project implementation and 

encouraging investment in productive sectors. At the same time, infrastructure development 

and financial system stability, while having a more moderate direct impact, play an essential 

complementary role by increasing the absorptive capacity of host economies and ensuring that 

foreign capital is efficiently integrated into domestic economic structures. Overall, the study 

highlights that the efficiency of foreign direct investment attraction depends on the coherent 

and coordinated implementation of institutional reforms, regulatory improvements, and 

economic modernization policies. Policymakers seeking to maximize the developmental 

impact of FDI should prioritize strengthening governance and regulatory frameworks while 

simultaneously investing in infrastructure and financial sector development. Such a 

comprehensive approach can transform foreign direct investment into a more effective driver 

of sustainable economic growth and long-term development. 
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