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Abstract
The study of FDI and its identification as a specific type of investment activity began in the `60s of the XX
century, when under the influence of the beginning of the process of globalization, transnational cooperation
began to form, which actively entered the national markets of the countries of the world using FDI. The current
study reviews the literature in the field of factors influencing the attraction of FDI. This goal has necessitated the
formulation of the following tasks: to investigate the basic theoretical and empirical research; determine the
directions of the influence of FDI on the economy of the state; literature research on the side effects of FDI. The
main research methods are bibliographic analysis, critical analysis of scientific approaches solving FDI problems,
retrospective analysis of literary sources. Most of the scientific literature focuses on the study of individual
factors in attracting FDI to the economy of host countries. Simultaneously, the scientific discussion continues
among foreign and domestic scientists regarding the formation of an optimal set of factors to stimulate the
growth of the inflow of FDI in the economy of the recipient country. According to the results of the study, the
author noted the presence of many problematic issues that require further study.
Keywords: FDI, globalization, factors, investment attraction, Spillover effects
1. Introduction
The study of FDI and its identification as a specific type of investment activity begins in the 60s of the XX
century, when under the influence of the onset of globalization of the world economy, transnational corporations
began to form, which actively enters the national markets of the world using FDI. Before `60s of XX century,
FDI is considered a simple physical movement of capital in the framework of world trade. Heckscher (1949),
Ohlin (1933), Nurkse (1953) suppoered this approach.
The first scientists to single out FDI as a specific type of investment activity are Hymer (1960), Kindlberg (1969).
These scholars argue that FDI is a necessary condition for the firm to enter foreign markets and to win the
competition through the capitalization of its specific competitive advantages.Further studies of FDI, conducted
by scientists such as Vernon (1966), Caves (1971), Rugman (1980) focused on the implementation of FDI at the
micro-level. Simultaneously, the intensification of globalization processes and the research for ways to enhance
the growth of economies of developing countries lead to a gradual shift in emphasis from an individual
enterprise (micro-level) to a country or the global economy as a whole (macro-level). In this context, it is
necessary to note the scientific research of Kojima and Ozawa (1984) as well as Dunning (1993).
The processes of transformation and globalization of the world economy at the end of the XX century and in the
first decade of the XXI century, associated with the emergence of a significant number of new states and their
activation in the framework of building a market economy: the study of FDI at the micro-level (enterprise,
business combination); the study of FDI at the macro-level (state) in the context of their attraction; the study of
FDI at the macro-level (state) in terms of their impact on the national economy. Simultaneously, note that foreign
scientists focus on all three areas of the FDI study, paying particular attention to the problem of attracting FDI by
developing countries, including Russia. The following works have been singled out: Fabry and Zezhni (2006),
Mohamed, Bruno, and Henrique (2010), Tintin (2013), Makoni (2014), Gokalpa and Eldirim (2016), Henrique
(2010).
Regarding Russian scientists the problem of FDI has been developed by the domestic scientific community in
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the context of the transformation of the national economy into a market- type economy and has been particularly
developed in 2000 year, when the country is in urgent need of investments, first as part of the active growth of
the economy, and then as the main tool for dealing with the economic crisis and boosting the growth of the
Russian economic system in the post crisis period. The following areas of FDI research in Russia can be
distinguished: identifying the problems of FDI attraction; study and classification of factors attracting FDI into
the country; identification of problems attracting FDI in Russian regions; the study of FDI effects on national
and regional economies; the study of FDI Spillover effects.
Malin (2005) in his scientific study examines the organizational and economic problems of attracting FDI in the
real sector of the economy. Simultaneously, the scientist considers the place and role of FDI at this stage of
market transformations in Russia, identify the economic problems of intensifying investment activity in the real
sector of the economy based on foreign capital on the example of the Russian Federation; form guidelines for
improving the management organization and the system of stimulating FDI with an emphasis on the Russian
economy.
A separate area of research by Russian scientists is to analyze the main factors and conditions for attracting FDI.
For example Reshaev (2007) in his dissertation research focuses on the problems of stimulating the attraction of
FDI in the Russian economy. The author discloses the theoretical aspects of stimulating the attraction of FDI;
studies the investment climate of the Russian Federation; analyzing the dynamics of attracting FDI in the
Russian economy; analyzing world experience in stimulating the attraction and regulation of FDI; offers
directions for improving methods for attracting FDI in the Russian economy. Also, researchers, such as
Sinyakova and Kvashina are researching the attraction of FDI into the country`s economy. In particular,
Sinyakova (2009) considers possible mechanisms for attracting foreign capital into the Russian economy with a
focus on FDI, paying particular attention to the relationship between FDI and the competitiveness of the Russian
economy. The following aspects are revealed in scientific research: studies the relationship and mutual influence
of FDI as well as the competitiveness of the country's economy in the context of globalization; assesses the role
of Russia in the global economy as a capital- importer; identify prospects for attracting FDI in the context of
increasing the competitiveness of the Russian economy.
Kvashnina (2015) studies the FDI influx in Russia under the economic sanctions against the country. At the same
time thе attention is paid to the following problems: assessing the dynamics of changes in the size of investments,
including FDI in the period before and after the imposition of sanctions; identifying problems and negative
factors affecting the FDI influx in the Russian economy; consideration of mechanisms for debt and equity
financing of Russian companies in the Chinese market, as well as prospects for developing investment
cooperation with Eastern partners.
It is also necessary to highlight such a direction of research in the field of FDI such as determination of the
strategic directions of attraction and regulation of FDI. Nasybulina (2008) focuses on the disclosure of the
following issues: the study of theoretical prerequisites for regulating FDI; disclosing the mechanism for
regulating investment flows as a tool for attracting FDI into the economy of the Russian Federation; searching
for ways to optimize the process of regulating FDI in the Russian economy.
The current study reviews the literature on the factors influencing the attraction of FDI.
This goal made it necessary to set the following tasks:
- explore basic theoretical and empirical research;
- to determine the directions of the influence of FDI on the economy of the state;
- research of the literature on the side effects of FDI.
2. Method
The main research methods are bibliographic analysis, retrospective analysis of literary sources and critical
analysis of scientific approaches to solving FDI problems.
3. Results
Тhe existing theoretical approaches and research directions in the field of FDI are considered and empirical
studies and studies aimed at assessing the impact of the environment on attracting FDI to the country's economy.
3.1 Theoretical Research
Let us consider research devoted to the study of the influence of factors on attracting FDI.
Galenkova (2018) based on the study of foreign experience and empirical research of foreign scientists regarding
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the identification of factors influencing FDI attraction in the economy of developing countries emphasizes that
institutional factors are the key to attracting FDI to the national economy. Based on the use of panel regression
with fixed effects, the two-step least-squares method with instrumental variables is developed and proposed an
appropriate model for estimating the FDI inflows into countries developing their own economic systems. The
model is based on the institutional factors of the influence of FDI on the state economy. In turn, Brainard (1997)
suggests that the key factors influencing the FDI attraction are the size of the donor country and the recipient
country, as well as the distance between the countries, which allows him to propose to use the recipient of the
gravity model to calculate the volume of FDI inflows into the country. This model is based on the GDP size of
the donor country and the recipient country and the ratio of the indicator characterizing the size of the countries
(investor and recipient of investments) using a distance between them as an indicator. The gravitational approach
is a widely used tool for studying the relationship between the level of a country's development and the volume
of attracted FDI. For example, Drapkin et al. (2015), relying on the gravitational approach to assess the influence
of factors on attracting FDI in the national economy, using a gravitational model for calculating the volume of
exports and imports of FDI to Russia. Simultaneously, when modeling, the author proposes to additionally
attribute such factors as the openness of the country's economy to the key factors of the gravitational approach
for calculating the inflow of FDI into the economy of the state, to which foreign scientists refer to the size of the
country and the distance between the donor country and recipient countries; the level of remuneration in the
recipient country; resistance for the donor country and the recipient country; common language; the presence of
colonial ties.
The next approach to the study and identification of the factors forming the investment attractiveness of
countries is to conduct an analysis using indices. In particular, a group of researchers Gornaya, Ischuk, and
Halilova (2017) based on a study of influence factors and the conditions for the formation of investment
attractiveness of Eastern European countries, proposes using the investment attractiveness index to assess the
influence of factors on the attraction of FDI in the economy of developing countries. To calculate the investment
attractiveness index is developed a regression model, based on economic, political, legal and socio- cultural
factors of attracting FDI.
Economic and mathematical modeling is also one of the most common methods for researching and isolating
factors, detecting the types and directions of dependencies. The main analyzed publications are shown in Table 1.
Table 1. Methodological approaches to the study and identification of factors of influence on the level of
attracting FDI
Author
Mehlis К.А. (2015)

Dang М.А. (2016)

Fedorova Е.А. (2014)

Shkurupii O.V (2012)

Prokhorova М.Е. and
Gadiyak А.G. (2012)

The essence of the research approach
A model for calculating the potential volume of FDI outflows from developing countries, where she focuses on
FDI influencing factors, such as the current average annual volume of FDI outflows; GDP per capita in the
donor country and the recipient country. The author recommends using the developed model to assess the FDI
potential for developing countries and countries with economies in transition.
The systematization of influence factors attracting FDI in developing countries using ASEAN countries as an
example. Simultaneously, the author identifies external (integration and globalization, political and natural
disasters), as well as internal (economic, labor and natural resources, an open economy, etc.) factors
influencing the level and size of attracting FDI to countries that are developing their own economic systems.
Studying the factors affecting the influx of FDI in the regions of the Russian Federation.Moreover, the authors,
based on the use of the linear regression model, identify the following main factors determining the FDI in the
country`s regions: the proportion of unprofitable organizations; budget expenditures on social policy; the
degree of depreciation of fixed assets; volume of innovative works; graduate specialists with higher education;
the number of people engaged in scientific R&D; volume of products shipped by type of economic activity.
Factors of influence on attracting FDI into three groups: supply factors; demand factors; political factors.
Simultaneously, in his research, the scientist does not distinguish between the factors of attracting FDI into the
economy of the state and into individual enterprises in need of investment.
Propose dividing factors influencing the attraction of FDI into macro and micro factors. Simultaneously,
according to them, macrofactors should include: political, investment objects, the geographical location of the
recipient country, natural conditions in the recipient country, production costs, logistics, inflation, market size,
market growth, taxation, the potential of the recipient country, legal conditions. The micro-factors should
include market segment, the financial position of the enterprise being the object of investment, depreciation of
fixed assets, training level, the level of commodity production.
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Form the determinants of FDI in the host countries, including 3 groups of determinants called political;
economic; legal and administrative. Simultaneously, the sign of the influence of the identified determinants on
the FDI influx into the host country (positive or negative impact) is highlighted, and attention is focused on
economic determinants as key to attracting FDI in the state economy.
Develop a model that determines the dependence of FDI inflow on the size of ownership in the host country
projects, where investments are direct. Simultaneously, they determine that government policy and institutional
infrastructure regarding property are fundamental for attracting FDI to the host countries. It is determined that
the less restrictions on the ownership of property for foreign investors introduced in the recipient country are,
the greater the inflow of FDI into its economy is.

A separate area of research is the analysis of FDI for consistency and existence in a globalized economy. For
example, Rud (2008), as part of his research, studies FDI attraction in Russia in the context of the global
economy. Simultaneously, he focuses on studying the globalization of the world economy and its impact on FDI;
critically examine conceptual and theoretical approaches to FDI study; highlight the influence factors on
attracting FDI by the example of the Russian Federation in the context of accelerating globalization.
Baz and Milner (2008) approach the determination of factors influencing the FDI attraction in host countries in
terms of the participation of such countries in international organizations, primarily the WTO, as well as
intergovernmental organizations. The authors emphasize that the negotiation of attracting FDI to the recipient
country based on membership in relevant international organizations, primarily trade, reduces investment risks,
both for the donor and for the host country.
Thus, summarizing, we can conclude that the theoretical and methodological studies are mainly aimed at
studying the influence and highlighting the main factors that affect the level and volume of attracted FDI.
3.2 Empirical Research
Most empirical studies in the field of FDI are aimed at studying a sample of countries with different levels of
economic development.
So, Ozler et al. (1996), relying on empirical studies in 113 countries of the world in the period from 1950 to 1982,
investigate the relationship between political instability, GDP growth per capita and the inflow of FDI. Scientists
note that during the functioning of the recipient country, which can be characterized as a period of political
instability, the growth of GDP per capita, as well as the inflow of FDI, is less than during periods of stability of
the political system of the host country.
The results of a study of 51 countries by Schneider and Frey (1985) showed that high inflation rates for investors
are a signal of significant problems in the host country's economy and indicate significant risks for their
investments. A similar study was conducted by Bilawal et al. (2014) regarding the impact of exchange rate
changes on FDI flows to Pakistan between 1982 and 2013. The study found a significant positive relationship
between the exchange rate and FDI.
The next group of studies was the study of the influence of the economic factors shown in Table 2.
Table 2. Empirical research on FDI
Author
Lusgina A. (2016)

Nesterova D.V. and
Мariev O.S. (2005)
Dudareva
А.B.,
Polyakova
А.А.,
Sidorin А.А. (2017)
Аson Т.А. (2018)

The essence of the research approach
Empirical data on attracting FDI to Belarus, Georgia and the Visegrad countries (Hungary, Poland, the Czech
Republic and Slovakia) note that internal factors generated primarily by state institutions of power are of key
importance for increasing the inflow of FDI to the recipient country, as well as formed under the influence of
the development of the national economic system
Statistical data of attracting FDI in different regions of the Russian Federation conducted their ranking. As the
main factors are identified: economic indicators, infrastructure development, institutional development of the
region, regional economic policy, foreign economic openness, geographical location.
Statistical data on the dynamics and structure of FDI in the Russian economy in 2010 - 2015, as well as the
place of the Russian Federation in the world ranking in terms of FDI and GDP, revealed factors of a negative
impact on the inflow of FDI into the country's economy
Empirical research on FDI in the Russian Federation characterizes the factors determining the current state of
FDI inflows to Russia, and identifies factors that inhibit the inflow of such investments into the country.
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Data on FDI in Ukraine between 2010 - 2017 years, form a list of factors influencing their influx into the
country, which includes the following: organizational, legal, political, economic, country potential, financial,
social and cultural, international relations, economic development, general economic conditions. Separately,
the factors of negative influence on the attraction of FDI in the country's economy are highlighted.
Research the features of FDI financing in the regions of the Russian Federation by Chinese business entities.
The authors test a series of hypotheses using the methods of parametric and nonparametric statistics. Based on
the obtained results, the following main conclusions are devised: when choosing the location of their capital,
Chinese investors are not guided by factors such as consumer potential and the growth rate of the domestic
market, as well as the availability of a raw material component in the economy of the Russian Federation.
There is no connection between the number of migrants from China arriving in the region and the volume of
FDI from China. A significant negative relationship is revealed between the territorial remoteness of the region
from China and the volume of investments from the People`s Republic of China.
Analysis of data from 164 countries around the world from 1996 to 2006 study the influence of the institutional
environment of the state on the FDI inflows level. Based on the study, scientists conclude that the effective
development of institutions in the country is essential and has a positive effect on the influx of FDI into
recipient countries.

3.3 Directions of FDI Influence on the State Economy.
Studying the factors influencing the attraction of FDI in the state economy, it is necessary to understand their
relationship with the effects of FDI on the national economic system. What combination of factors stimulating
the influx of such investments the state will choose the result for its economy will be, as well as all its entities
without exception, including state and municipal authorities, business units and households. Thus, we can argue
that the consideration of the factors attracting FDI into the country's economy is not advisable without studying
the existing and potential impact of such investments on its development, which requires the consideration of the
scientific developments of domestic and foreign scientists on this problem.
Bandurka and Nosova (2016) conduct an analysis of current trends in the relationship and mutual influence of
FDI and economic growth. Consider the external and internal effects from FDI on technology transfer and
import in the manufacturing sector. Investigate the areas of investment activities of global TNCs, including
contract operations. Analyze the factors stimulating economic growth. Clark, Hihgfill, Campino, and Rehman
(2011) in their scientific study examines the impacts of FDI on economic growth in host countries developing
their own economic systems. Based on the research, scientists conclude that FDI is associated with positive
technological Spillover effects, economic growth, and growing income inequality in recipient countries.
Simultaneously, the authors indicate that there are enough studies in the scientific literature that refute their
conclusions, which makes the author’s development controversial.
Eton and Kortum (2001) pay attention to the FDI influence on the economy of the recipient country through the
diffusion of acquired technologies, which contributes to their wider use in the process of exchange of ideas. Also,
FDI, according to scientists, has a positive effect on labor productivity of the labor force involved in the conduct
of R&D. Based on what, a conclusion about the FDI-positive impact increasing the level of welfare in the
recipient country is drawn. Petrikova (2009) based on studies of the dynamics of GDP and FDI in Russia for
2001-2009 year, identifies the FDI relationship with the final use of GDP and offers a set of indicators for
quantifying the contribution of FDI to GDP growth, as well as indicators of the macroeconomic efficiency of
FDI in the recipient country.
Nosova (2011) indicates that FDI stimulates the growth of gross savings in the country, which, in the short term
leads to a quantitative increase in production volumes, and in the long term to an increase in the capital-labor
ratio and output.
Ovchinnikova (2004) in her dissertation focuses on the economic and mathematical modeling of the FDI impact
on economic growth in developing countries. Simultaneously, the author studies the main approaches to the
economic analysis of FDI, classifies the determinants of FDI, studies the construction of optimization models for
the impact of FDI on economic growth in developing countries and conducts an econometric modeling of the
contribution of FDI to economic growth in developing countries.
Markovskaya and Anoshkina (2016) analyze the differences in the impact of FDI on the economic growth of
developed and developing countries. To build a model of the dependence of GDP on FDI is used panel data from
the observation of 10 developed countries for the period from 1983 to 2013 years and 11 developing countries
for the period from 1994 to 2013 years. Scientists conclude that developing countries gain less effect from FDI
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due to the nontransparent institutional environment and the negative impact of other non-economic factors.
Borenstein, De Gregorio, and Lee (1998) study the FDI impact on economic growth as part of an intercountry
regression using data of FDI inflows from developed countries to 69 developing countries over the past two
decades. Scientists conclude that FDI is an important means of technology transfer and contribute more to the
growth of the national economy of the recipient country than domestic investments. However, higher FDI
productivity persists only when the host country has a minimum threshold stock of human capital. In addition,
such investments increase total investment in the economy of the host country by more than 100%, which
indicates the predominance of the effects of complementarity with firms from the recipient-country.
Melnyk, Kubatko, and Pysarenko (2014) examine the FDI impact on economic growth in post-communist
economies in Europe.Simultaneously, scientists conduct a theoretical analysis of the impact of FDI on economic
growth at the level of the state economy; examine in detail the Spillover effects from attracting FDI to the
national economy; form a theoretical model of the relationship of state economic growth and the volume of FDI
attraction; conduct empirical analysis of 26 countries with economies in transition from Central and Eastern
Europe over a period of 13 years to identify key aspects of the FDI influence on the economic growth of selected
states.
Rogatnev (2015) in his dissertation considers the effects of FDI attraction in developing countries. The author
pays special attention to the disclosure of theoretical and methodological aspects of the study of the
socio-economic effects of FDI in developing countries; the formation of a generalized model of the effects of
direct investment and the disclosure of its theoretical capabilities; identifying the negative effects of the activities
of international corporations in developing countries and the possibility of minimizing them; disclosure of the
positive effects of the activities of international corporations in developing countries and the possibility of
maximizing them; the formation of directions of state regulation of the effects of direct foreign investment on the
economic development of developing countries.
Summarizing the study of foreign literature sources, we can identify three key points of view regarding the
impact of FDI on host countries (mainly developing) in the context of studying the factors attracting FDI to the
state’s economy, namely,
1). The positive, neutral or negative impact of FDI on the economic growth of the host country, developing its
own economic system. Highlighting the scientific work of Mansfield and Romeo (1980); Haddad and Harrison
(1993); Lipsy (2002).
2). The positive impact of FDI on the level of technological and innovative development of host regions and
countries. Focus on the scientific research of the following scientists: Findlay (1978); Rappaporta (2000); De
Grigorio (2005).
3). The positive, neutral or negative impact of FDI on exports and imports of host countries (mainly
developing). We note the scientific developments of: Barry and Bradley (1997);Goldberg and Kleina (1999);
Kutana and Vuksic (2008).
A study of the factors influencing the attraction of FDI in the state economy, as well as their relationship with the
development of host countries, requires the study of the Spillover effects. Noting the importance of such effects
for the economy of the recipient country, we focus on the key importance of Spillover effects for host countries
developing their own economic systems.
A study of literary sources makes it possible to highlight the work of foreign scientists regarding the study of
Spillover effects from attracting FDI into the economies of host countries, mainly those that develop their own
national economies. We single out the works of Katurii (2000); Gerga and Strobla (2001); Liu (2002); Zhirma
(2002); JDamiyana et al. (2003); Batry, Morisset, and Saggy (2003); Yavorchik (2004); PBuckley et al. (2007);
Stanchika (2007); Tian et al. (2011).
Against the background of foreign studies on the Spillover effects from attracting FDI in the economies of
recipient countries, it is necessary to highlight the work of Russian scientists researching such effects mainly in
relation to the Russian economy. We single out the work of Yudaeva et al. (2003); Kadochnikova et al. (2011);
Fedorova and Barikhina (2015); Fedorova, Korkmazova and Muratova (2016); Ivanova (2017); Fedorova,
Nikolaev, Nikolaeva, and Alekseeva (2018).
4. Discussion
Studies of the factors influencing the attraction of FDI in the economy of the state began in the in the 60s of the
XX century along with the beginning of the processes of globalization and the emergence of transnational
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corporations. Scientific research in the framework of studying the factors of attracting FDI to the economic
system of the countries of the world received special development at the end of the 20th and the beginning of the
21st century, when the emphasis of scientists shifted to the consideration of such factors in relation to developing
countries that compete for investment resources in international capital markets. Simultaneously, studies of the
factors influencing the growth of FDI in the economy of recipient states began to be accompanied by studies of
the influence of such investments on the economic systems of host countries, considering the Spillover effects.
Most of the scientific literature focuses on the study of individual factors in attracting FDI to the economy of
host countries. Simultaneously, the scientific discussion continues among foreign and domestic scientists
regarding the formation of an optimal set of factors to stimulate the growth of the inflow of foreign direct
investment in the economy of the recipient country. We note the presence of many problematic issues that
require further study, namely:
1). The formation of a clear classification of factors influencing the attraction of FDI to the economy of the state
with the provision of characteristics of such factors.
2). Substantiation of the optimal set of factors of influence on attracting foreign direct investment in the
economy of developed and developing countries.
3). Development of a model for assessing the impact of a complex of factors on attracting FDI into the economic
system of the state, considering the peculiarities of the country's development.
4). Revealing the relationship between the factors of attracting foreign direct investment in the country's
economy and the influence of FDI on its development.
5). Development of a model of the influence of foreign direct investment on the economy of the state,
considering the Spillover effects and a set of factors used to attract FDI.
Thus, summarizing, we can conclude that the theoretical and methodological studies are mainly aimed at
studying the influence and highlighting the main factors that affect the level and volume of attracted foreign
direct investment by using economic and mathematical tools.
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