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Abstract:

The objective of this study is to identify and prioritize the most influential strategies for attracting foreign direct investment
(FDI) in venture capital funds. This applied and descriptive—analytical research was conducted through a mixed-methods
design. In the qualitative phase, semi-structured interviews with 15 experts in venture capital, macroeconomics, and foreign
investment attraction were carried out to extract key strategic factors. In the quantitative phase, pairwise comparison
questionnaires based on the Analytic Hierarchy Process (AHP) were used, and data were analyzed using Expert Choice
software. Statistical indicators including Kendall’s coefficient, KMO, and Bartlett’s test were applied to validate the data. The
results revealed that the “economic and financial environment” (weight = 0.235) is the most influential determinant of FDI
attraction. The “legal and regulatory framework” (0.170) and “public and private institutions” (0.120) ranked second and
third, respectively. Exploratory factor analysis yielded four key dimensions—“technology and market,” “institutional
framework,” “culture and communication,” and “marketing and challenges” —explaining 81.7% of total variance. The lowest
weights were assigned to “investment marketing and promotion” and “global market influence,” indicating their limited
effect compared to structural and institutional factors. The findings emphasize that establishing a stable economic
environment, strengthening legal frameworks, and enhancing institutional support are fundamental for attracting foreign
direct investment into venture capital funds. Additionally, improving technological capacity, innovation ecosystems, and
managerial competence plays a complementary role in increasing FDI attractiveness and fostering sustainable development
of the venture capital ecosystem.
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Extended Abstract

Introduction

Foreign Direct Investment (FDI) has become one of the most critical drivers of economic growth, technological
advancement, and entrepreneurial ecosystem development in emerging and transition economies. Beyond its financial
contribution, FDI plays a key role in facilitating knowledge spillovers, strengthening innovation capabilities, and improving
global competitiveness within host countries (Afrifa et al., 2020). In recent years, the intersection between FDI and venture
capital (VC) has attracted particular attention, especially as more economies seek to expand innovation-driven growth
models. Venture capital funds are recognized not only as financing instruments but also as structural mechanisms that
connect capital, technology, and entrepreneurial talent across borders. Hence, understanding the determinants of foreign
investor participation in VC ecosystems has become essential (Lerner & Nanda, 2020).

The attraction of foreign investors to venture capital funds depends on a complex interplay of institutional, economic,
technological, and governance-related factors. Studies have demonstrated that stable macroeconomic environments,
functioning capital markets, and transparent regulatory frameworks are foundational conditions for attracting foreign
venture capital inflows (Bah et al., 2015). Similarly, research on entrepreneurial ecosystems highlights that countries with
strong innovation infrastructures, robust R&D activity, dynamic start-up environments, and capable knowledge institutions
tend to be more successful in attracting foreign investors into high-risk, high-potential ventures (Cao & Shi, 2021). In addition,
legitimacy of the technological landscape and global recognition of the local innovation ecosystem play an essential role in
reducing investor uncertainty and increasing cross-border investment flows (Heiberg et al., 2020).

Institutional quality and governance have consistently been highlighted as decisive elements influencing FDI decisions.
Governments can affect the attractiveness of venture capital funds by providing stable regulatory environments, investment
protection mechanisms, and supportive public policies (Ali & Ahmed, 2024). Evidence from emerging markets confirms that
public financial development and transparent institutional arrangements significantly shape investor confidence and
willingness to participate in higher-risk investment vehicles such as VC funds (Alsagr & van Hemmen, 2021). Furthermore,
technological innovation and digitalization have emerged as crucial dimensions of investment attractiveness, with studies
showing that innovations in financial technologies expand access to finance, increase market transparency, and reduce
transaction costs, all of which positively influence investor participation (Bollaert et al., 2021).

Prior literature also emphasizes the role of venture capital firms themselves—particularly their reputation, managerial
competence, network strength, and historical performance—as key elements affecting foreign investors' decisions (Chahine
et al., 2021). Venture capitalists often serve as critical intermediaries who reduce information asymmetries, signal quality,
and facilitate cross-border alignment between investors and entrepreneurial firms (Jeong et al., 2020). Similarly, studies
focusing on cross-border venture capital investment highlight the pivotal role of public policy in shaping investment climate
and removing market barriers (Bradley et al., 2019). Importantly, domestic and international research indicates that FDI
inflows can contribute significantly to innovation, urban development, and long-term economic transformation when
supported by strategic governance and innovation policies (Yang et al., 2022).

Despite the global expansion of venture capital, many emerging economies continue to struggle in attracting foreign
investors due to limitations such as institutional weaknesses, political instability, regulatory inefficiencies, and

underdeveloped innovation ecosystems (Samadinia, 2020). Domestic research within these economies also confirms the
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importance of prioritizing strategies for FDI attraction using analytical frameworks such as TOPSIS and AHP to overcome
structural constraints (Kazemi Azam et al., 2013; Mousa Lar Nasr Abadi & Hashemi Dizaj, 2021). Additionally, shifts in global
markets, digital disruptions, and geopolitical changes make it increasingly important for countries to develop adaptive,
evidence-based strategies for sustaining investor confidence (Petry et al., 2023).

Given the increasing role of venture capital in fostering innovation and economic diversification, as well as the heightened
competition among emerging markets to attract foreign investment, there is a strong need to identify, classify, and prioritize
the factors that influence foreign investors' decisions regarding participation in venture capital funds. Building on both
international and domestic evidence (Dana et al., 2022; Omri & Hadj, 2020; Poon et al., 2024; Su et al., 2019), this study seeks
to address this research gap by applying a structured decision-making methodology to determine which factors matter most.
Accordingly, the present study aims to identify and prioritize the strategies for attracting foreign direct investment in venture
capital funds through a mixed-method approach that integrates expert insights with hierarchical analytical modeling.

Methods and Materials

This study employed a mixed-methods research design combining qualitative exploration and quantitative prioritization.
In the qualitative phase, semi-structured interviews were conducted with 15 experts, including venture capital managers,
policy specialists, and professionals working in foreign investment facilitation. These interviews were used to identify a
comprehensive set of factors and strategic dimensions relevant to attracting foreign direct investment into venture capital
funds.

In the quantitative phase, the Analytic Hierarchy Process (AHP) was used to prioritize the identified factors. A structured
pairwise comparison questionnaire was developed based on the themes extracted from the qualitative data. Expert Choice
software was applied to compute weights, assess consistency ratios, and validate expert judgments. Additional statistical
procedures—including Kendall’s coefficient of concordance, KMO, and Bartlett’s test—were used to verify the reliability and
suitability of the data before conducting factor extraction and clustering analyses.

Findings

The results showed that the “economic and financial environment” held the highest weight among all factors, indicating
that macroeconomic stability, financial system development, and predictable economic conditions are the strongest
determinants of foreign investor participation in venture capital funds. The second most influential factor was the “legal and
regulatory framework,” confirming the centrality of transparent laws, investment protection, and efficient regulatory
processes. The third factor, “public and private institutions,” highlighted the importance of institutional coordination, policy
support, and governance quality.

Factors related to “technology and innovation access” also ranked highly, revealing that innovation capacity, R&D
intensity, and technological advancement significantly influence foreign investors’ decisions. “Organizational and managerial
culture” also contributed meaningfully, underscoring the relevance of managerial competence, professional governance, and
innovation-oriented organizational behavior.

Conversely, factors such as “investment marketing and promotion” and “global market influence” ranked lowest,
suggesting that promotional activities alone may not significantly affect investor decisions without strong underlying

economic and institutional foundations.




ACCOUNTING, FINANCE AND COMPUTATIONAL INTELLIGENCE

Statistical analyses confirmed the robustness of the results. Kendall’s coefficient demonstrated strong expert agreement,
while KMO and Bartlett’s test supported the adequacy of the data for factor analysis. Exploratory factor analysis revealed
four main clusters:

1. Technology and Market Capacity

2. Institutional and Regulatory Structure

3. Culture, Communication, and Reputation
4. Marketing and Environmental Challenges

Together, these components explained more than 80% of the variance, suggesting a highly coherent and interpretable
model for understanding the determinants of FDI attraction in venture capital funds.

Discussion and Conclusion

The findings underscore the pivotal role played by strong economic foundations and institutional robustness in shaping
foreign investors’ willingness to engage in venture capital funding. The prominence of macroeconomic and financial stability
as the highest-ranked factor reflects the strong sensitivity of foreign investors to risk, uncertainty, and the expected return
environment. A stable economic climate reduces volatility, enhances predictability, and increases investor confidence —
conditions essential for high-risk investments such as those associated with venture capital.

The second-ranked factor, legal and regulatory quality, highlights that the presence of transparent, consistent, and
enforceable regulations is foundational for safeguarding investor rights. Foreign investors typically seek environments where
legal protections are reliable, administrative procedures are efficient, and policy signals are clear. Strong legal frameworks
reduce ambiguity and lower the transaction costs associated with cross-border investment decisions. The role of public and
private institutions further reinforces the importance of governance quality, coordination, and policy support in creating
investment-friendly environments.

The notable influence of innovation and technological capability signals that venture capital investors place high value on
ecosystems with strong knowledge bases, technological infrastructure, and vibrant start-up activity. These environments not
only offer greater investment opportunities but also create conditions for scalable, high-growth ventures. The significance of
managerial culture and organizational behavior further illustrates that investors are attracted to professionally governed
funds capable of evaluating opportunities, managing risk, and ensuring operational transparency.

In contrast, low rankings for marketing and global market influences indicate that promotional campaigns alone are
insufficient without strong structural foundations. Investors appear to prioritize factors that fundamentally influence long-
term value creation over external or short-term promotional signals.

Overall, the results demonstrate that foreign investor attraction to venture capital funds is a multifaceted process that
depends heavily on economic stability, institutional governance, innovation capacity, and professional management.
Strengthening these dimensions can significantly enhance a country’s ability to draw foreign venture capital, support

emerging start-ups, and promote innovation-driven development.
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