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Abstract. This article examines the theoretical foundations of attracting foreign investments
into the small business sector. It explores the economic nature, significance, and key
determinants influencing foreign investment inflows, particularly in developing economies. The
study highlights the role of institutional frameworks, investment climate, legal regulations, and
financial infrastructure in enhancing the attractiveness of small businesses for foreign investors.
Additionally, the paper analyzes various theoretical approaches, including neoclassical and
institutional theories, to explain investment behavior. The importance of government support
mechanisms, risk mitigation strategies, and innovation-driven growth is also emphasized. The
findings suggest that improving the business environment, ensuring transparency, and
strengthening financial systems are crucial for increasing foreign investment in small enterprises.
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Introduction
In the context of increasing globalization and economic integration, attracting foreign

investment has become a key driver of sustainable economic growth, especially for developing
and transition economies. Small businesses play a crucial role in this process, as they contribute
significantly to employment generation, innovation, and the diversification of the national
economy. Therefore, enhancing the capacity of small enterprises to attract foreign investment is
of strategic importance.

Foreign direct investment (FDI) serves not only as a source of capital but also as a channel
for transferring advanced technologies, managerial expertise, and international best practices. In
particular, small businesses benefit from foreign investments through improved access to modern
production methods, expansion into global markets, and increased competitiveness. However,
despite their potential, small enterprises often face structural barriers such as limited access to
financial resources, insufficient institutional support, and high investment risks, which hinder
their ability to attract foreign capital.

From a theoretical perspective, the process of attracting foreign investment into small
businesses can be explained through various economic theories. Neoclassical theory emphasizes
capital mobility and market efficiency, suggesting that investments flow to regions with higher
returns. Meanwhile, institutional theory highlights the importance of regulatory frameworks,
property rights protection, and governance quality in shaping investment decisions. These
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theoretical approaches provide a comprehensive understanding of the factors influencing foreign
investment in the small business sector.

In recent years, many countries, including developing economies, have implemented
reforms aimed at improving the investment climate, simplifying business regulations, and
providing incentives to foreign investors. These measures are particularly relevant for small
businesses, as they help reduce entry barriers and enhance investment attractiveness.
Nevertheless, the effectiveness of such policies depends on the consistency of their
implementation and the overall stability of the economic environment.

Given these considerations, this study aims to explore the theoretical aspects of attracting
foreign investment into small businesses, identify key influencing factors, and assess the role of
institutional and economic conditions in shaping investment flows. The research contributes to a
deeper understanding of how small enterprises can become more attractive to foreign investors
and how policy frameworks can be improved to support this process.

Literature Review
The issue of attracting foreign investment, particularly into the small business sector, has

been widely discussed in economic literature. Various scholars have examined the determinants,
mechanisms, and impacts of foreign direct investment (FDI) from both macroeconomic and
microeconomic perspectives.

According to John Dunning, one of the most influential frameworks for understanding
foreign investment is the Eclectic Paradigm (OLI framework), which explains investment
decisions based on ownership (O), location (L), and internalization (I) advantages. This model
suggests that small businesses can attract foreign investment if they possess unique competitive
advantages and operate in favorable economic and institutional environments.

Neoclassical economic theory, represented by scholars such as Robert Solow, emphasizes
the role of capital mobility and marginal returns. According to this perspective, foreign
investment tends to flow into regions where capital is scarce and returns are higher. This is
particularly relevant for developing economies, where small businesses often require external
financing to expand and modernize their operations.

In contrast, institutional economists like Douglass North argue that the quality of
institutions plays a decisive role in attracting foreign investment. Factors such as legal stability,
protection of property rights, transparency, and governance efficiency significantly influence
investor confidence. For small businesses, strong institutional support reduces transaction costs
and investment risks, making them more appealing to foreign investors.

Recent empirical studies have also highlighted the importance of the investment climate and
government policies. For instance, international organizations such as World Bank and
International Monetary Fund emphasize that regulatory simplification, tax incentives, and
financial market development are crucial for improving investment attractiveness. These factors
are especially important for small enterprises, which are more sensitive to administrative and
financial constraints.

Furthermore, modern research underscores the role of innovation and entrepreneurship in
attracting foreign investment. Scholars argue that innovative small businesses are more likely to
receive foreign funding due to their growth potential and adaptability. In this context, the
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development of digital technologies and integration into global value chains have become
significant drivers of investment inflows.

Methodology
This study is based on a combination of qualitative and theoretical research methods aimed

at examining the mechanisms of attracting foreign investment into small businesses. The
research primarily relies on a systematic analysis of existing scientific literature, international
reports, and analytical materials related to foreign direct investment (FDI) and small business
development.

The methodological framework incorporates comparative analysis to evaluate different
theoretical approaches, including neoclassical and institutional theories, in explaining investment
behavior. In addition, the study applies a logical and structural analysis to identify key factors
influencing the investment attractiveness of small enterprises, such as institutional quality,
financial infrastructure, and regulatory environment.

Data and insights from leading international organizations, including the World Bank and
the International Monetary Fund, are used to support the theoretical arguments and ensure the
reliability of the research. These sources provide a comprehensive understanding of global
investment trends and policy frameworks.

Furthermore, the study employs a descriptive-analytical approach to synthesize theoretical
concepts and develop conclusions regarding the conditions necessary for increasing foreign
investment inflows into the small business sector. The chosen methodology allows for a
comprehensive assessment of both theoretical and practical aspects of the research problem.

Analysis and Results
The analysis of theoretical approaches and global practices shows that attracting foreign

investment into small businesses depends on a combination of economic, institutional, and
structural factors. Small enterprises, due to their flexibility and innovation potential, can become
attractive investment objects; however, their limited resources and higher risk levels require a
supportive environment.

From the perspective of the Eclectic Paradigm proposed by John Dunning, the investment
attractiveness of small businesses can be assessed through ownership, location, and
internalization advantages. In this context, small firms must develop competitive capabilities
(such as innovation and specialization), while governments must ensure favorable location
conditions, including stable macroeconomic policies and an efficient regulatory framework.

At the same time, institutional theory, developed by Douglass North, highlights that
investor decisions are strongly influenced by the quality of institutions. Weak legal systems,
corruption, and bureaucratic barriers increase transaction costs and discourage foreign investors,
especially in the small business sector. Therefore, strengthening institutional mechanisms is
essential for improving investment inflows.

The analysis also indicates that financial infrastructure and access to credit play a critical
role. Reports from the World Bank confirm that countries with developed financial markets and
accessible financing mechanisms tend to attract higher levels of foreign investment. For small
businesses, access to credit guarantees, venture capital, and public-private partnership
instruments significantly increases their investment appeal.
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In addition, innovation and digitalization have become key drivers of foreign investment.
Small enterprises that adopt modern technologies and integrate into global value chains
demonstrate higher growth potential, which attracts foreign investors seeking scalable and
competitive business models.

Key Factors Influencing Foreign Investment in Small Business

Factors Description Impact on Investment
Attractiveness

Institutional
Environment

Legal stability, transparency,
protection of property rights High

Financial
Infrastructure

Access to credit, banking system
development, investment instruments High

Innovation
Capacity

Adoption of new technologies, R&D
activities Medium–High

Government
Policy

Tax incentives, subsidies, regulatory
simplification High

Market
Conditions

Demand, competition, market
openness

Medium

Risk Level Political, economic, and financial
risks

Negative impact

The results show that institutional and financial factors have the strongest influence on
attracting foreign investment into small businesses. While innovation and market conditions are
also important, they are often dependent on the broader economic environment.

Moreover, the study reveals that government intervention plays a decisive role in shaping a
favorable investment climate. Policies aimed at reducing administrative barriers, enhancing
transparency, and supporting entrepreneurship significantly improve the ability of small
enterprises to attract foreign capital.

In summary, the effectiveness of attracting foreign investment into small businesses is
determined by the interaction of multiple factors. A balanced approach that combines
institutional reforms, financial development, and innovation support is necessary to achieve
sustainable investment growth in this sector.

Conclusion and Recommendations
The study has demonstrated that attracting foreign investment into the small business sector

is a complex and multifaceted process, influenced by a combination of economic, institutional,
and structural factors. Theoretical analysis confirms that small businesses possess significant
potential to become attractive investment destinations due to their flexibility, innovation capacity,
and contribution to economic diversification and employment generation.

Based on the theoretical frameworks of John Dunning and Douglass North, it can be
concluded that both internal capabilities of enterprises and the external institutional environment
play a decisive role in shaping investment attractiveness. In particular, stable legal systems,
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transparent governance, and effective protection of property rights are essential prerequisites for
increasing investor confidence.

The findings also indicate that financial infrastructure and access to capital are among the
most critical determinants. Data and analytical reports from institutions such as the World Bank
highlight the importance of developing financial markets, expanding credit opportunities, and
introducing modern investment instruments to support small businesses.

Furthermore, innovation and digital transformation significantly enhance the
competitiveness of small enterprises, making them more appealing to foreign investors. In this
regard, the integration of small businesses into global value chains and the adoption of advanced
technologies should be considered strategic priorities.

Based on the results of the study, the following recommendations are proposed:
 Improving the institutional environment: Strengthen legal frameworks, ensure

transparency, and reduce bureaucratic barriers to enhance investor confidence.
 Developing financial infrastructure: Expand access to financing through credit

guarantees, venture capital funds, and public-private partnerships.
 Enhancing government support mechanisms: Introduce targeted tax incentives,

subsidies, and simplified regulatory procedures for small businesses.
 Promoting innovation and digitalization: Support technology adoption, research and

development (R&D), and digital transformation in small enterprises.
 Reducing investment risks: Ensure macroeconomic stability and implement effective

risk management strategies.
 Encouraging international integration: Facilitate the participation of small businesses

in global markets and value chains.
In conclusion, increasing foreign investment in small businesses requires a comprehensive

and coordinated policy approach. By strengthening institutional quality, improving financial
systems, and fostering innovation, countries can significantly enhance the attractiveness of their
small business sector and achieve sustainable economic growth.
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