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Abstract

Foreign direct investment (FDI) is a critical driver of economic development, contributing
to technology transfer, project financing, and productivity growth. Despite possessing
significant geopolitical advantages and abundant natural resources, Iran faces a
substantial gap between its investment potential and actual FDI inflows due to persistent
institutional and structural constraints. This study examines the impact of a problem-
oriented approach to improving the business environment on FDI attraction, with
particular emphasis on the dimensions of good governance within the framework of
Clause 8 of the General Policies for Investment Promotion. Using a quantitative
methodology with a deductive approach and a descriptive—survey design, data were
collected from 100 managers involved in foreign investment, selected through stratified
random sampling from a population of 130 respondents. Data collection was conducted
via library research and structured questionnaires, and the hypotheses were tested using
structural equation modeling (SEM). The validity of the instruments was confirmed
through content, face, and construct validity, while reliability was established using
Cronbach's alpha and composite reliability. The results reveal that a functional
governance approach and authoritative centralization exert a direct and statistically
significant influence on improving the business environment. Furthermore, economic
predictability plays a pivotal role in enhancing investor confidence. Improvements in the
business environment positively affect investment guidance mechanisms and the
formulation of a strategic roadmap for FDI attraction, while international sanctions
impose a negative moderating effect. The findings underscore the necessity of
transitioning toward good governance, emphasizing transparency and political stability
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Extended Abstract
Purpose

In the modern paradigm of economic development, Foreign Direct
Investment (FDI) acts as a pivotal engine for economic growth, technology
transfer, project financing, and productivity enhancement. Despite
possessing immense geopolitical advantages, abundant natural resources, a
vast domestic market, and highly skilled human capital, Iran's economy
faces a profound gap between its potential capacity and its actual
performance in attracting sustainable FDI. This discrepancy is not merely
an economic failure but an indicator of deeper institutional and structural
governance issues. It directly contradicts the macro-level governance
objectives outlined in Clause 8 of the General Policies for Investment
Promotion, which explicitly mandates the acquisition of technical
knowledge, employment development, and access to international markets
through foreign capital. The primary purpose of this study is to
quantitatively examine the impact of a problem-oriented approach to
improving the business environment on the attraction of FDI, with a specific
emphasis on the dimensions of "transcendent governance." This research
seeks to formulate a structural model to explain how transitioning from
traditional bureaucratic models to an efficient, problem-centric governance
framework can mitigate institutional frictions and create a secure,
predictable environment for foreign investors, ultimately realizing the
mandates of Clause 8.

Design/methodology/approach

This research is applied in its objective and utilizes a quantitative
methodology underpinned by a deductive approach and a descriptive-survey
design. The statistical population comprised 130 senior managers and
experts actively involved in the field of foreign investment, primarily within
the Organization for Investment, Economic and Technical Assistance of Iran
and related macroeconomic bodies. A sample size of 100 participants
(comprising 81% males and 19% females, predominantly holding doctoral
degrees) was selected using stratified random sampling in accordance with
Morgan's table. Data collection was executed through comprehensive library
research and the administration of a structured, researcher-developed
questionnaire employing a 5-point Likert scale. To analyze the complex
relationships among the variables and test the research hypotheses,
Structural Equation Modeling (SEM) with a Partial Least Squares (PLS)
approach was utilized via SmartPLS software. The validity of the
measurement instrument was rigorously confirmed through face, content,
and convergent validity (Average Variance Extracted > 0.50). Reliability
was established using Cronbach's alpha (all constructs scoring above the
0.70 threshold) and Composite Reliability (CR). Furthermore, the absence
of multicollinearity was verified using the Variance Inflation Factor (VIF),
and the overall Goodness of Fit (GOF) of the structural model was evaluated
at a strong level (0.54).




A

y’/ OSes 5 550 Slos @ glad ) Pt 1S b (651084l S lacanln A Sy G0

Findings

The results derived from the structural equation modeling reveal that key
components of transcendent governance exert a profound and statistically
significant impact on the business and investment climate. Specifically, a
"functionalist perspective” (path coefficient = 0.28) and "authoritative
centralization™ (path coefficient = 0.28) directly and positively influence the
improvement of the business environment and the subsequent attraction of
FDI. Furthermore, "economic predictability" emerged as one of the most
robust trust-building drivers (path coefficient = 0.41). Conversely, the
hypotheses regarding the direct impact of a "unified view among managers"
and a mere "macroeconomic roadmap" on improving the business
environment were rejected, indicating that rhetorical alignment and macro-
documents lack efficacy without structural execution mechanisms. The
improvement of the business environment plays a vital mediating role,
significantly impacting "investment guidance™ (path coefficient = 0.50) and
the formulation of an "investment attraction roadmap" (path coefficient =
0.32). Ultimately, robust investment guidance leads to the realization of
ultimate policy goals, significantly driving "development-oriented
financing" (path coefficient = 0.63), enhancing the "country's investment
image" (path coefficient = 0.65), and promoting "export-oriented
investment" (path coefficient = 0.44). Crucially, the moderation analysis
proved that international sanctions exert a strong negative moderating effect
(path coefficient = -0.82) on the relationship between a functionalist
perspective and business environment improvement, suggesting that
external pressures dilute the effectiveness of domestic functionalist reforms,
thereby elevating the necessity for a cohesive economic roadmap to
counteract these pressures.

Research limitations/implications

While methodologically sound, this study is subject to certain limitations
that must be acknowledged. First, the cross-sectional time horizon means
data was collected at a single point in time; given the extreme volatility of
macroeconomic variables (e.g., exchange rates) and the shifting landscape
of international sanctions, long-term generalizability should be approached
with caution. Second, the sample size of 100 domestic managers and experts,
while statistically adequate for PLS-SEM, may not perfectly capture the
real-world motivations and risk perceptions of actual foreign investors.
Third, the reliance on self-reported questionnaires introduces potential
biases, as respondents might favor idealized governance scenarios over
empirical realities. Future research should address these gaps by conducting
longitudinal studies, testing the proposed model within specific priority
industries (e.g., oil and gas versus knowledge-based sectors), incorporating
qualitative interviews with international investors to capture cross-cultural
institutional nuances, and evaluating the actual post-investment
technological spillovers in completed projects.

Practical implications
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The empirical findings offer clear, actionable pathways for executive bodies
and investment promotion agencies. The study demonstrates that a "blind
attraction™ strategy is ineffective; instead, governments must deploy a
"smart investment guidance” system. This entails developing distinct,
customized investment attraction roadmaps tailored strictly for high-priority
sectors such as renewable energy, mining, and advanced technological value
chains. Financial and tax incentives must be strictly conditional, targeted
exclusively at projects that guarantee export outputs or tangible technology
transfer. To fundamentally reform the country's investment image,
policymakers must urgently implement a comprehensive, multilingual
digital single window—a centralized platform detailing investment
opportunities, legal frameworks, risk mapping, and incentive structures.
Additionally, in the face of international sanctions, domestic financial
institutions must pioneer novel development-oriented financing tools, such
as project-based bonds, specialized foreign exchange funds, and bilateral
currency agreements, to bypass traditional restrictive banking channels and
facilitate capital inflows.

Social implications

Transitioning toward a model of transcendent governance—characterized
by authoritative centralization, transparency, and the rule of law—yields
profound societal benefits that extend far beyond economic metrics. By
establishing a predictable and transparent business environment, public trust
in governmental institutions is significantly restored, effectively curtailing
bureaucratic corruption and rent-seeking behaviors. Directing foreign
capital strictly toward productive and export-oriented sectors directly
translates into the creation of sustainable, high-quality employment
opportunities, thereby reducing unemployment and facilitating a more
equitable distribution of national wealth. Furthermore, adopting such
governance frameworks strengthens social cohesion and enhances the
legitimacy of state institutions in the eyes of citizens, creating a virtuous
cycle of development and trust.
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