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Abstract—This article describes the main areas of foreign 
investments and the problem of the under-utilization of capacities 
of developing countries due to incorrect interpretation of the 
stakeholders’ behavior. Four hypotheses were studied in this 
article and, as a result, there were formed suggestions for solving 
the underlying problem. Research proves that it is necessary to 
encourage public-private partnerships, to raise capital needed for 
the development of regional projects. Summing up all mentioned 
above, it could be suggested that foreign direct investment is a 
very important financial indicator in the 21st century. While the 
need in foreign investments sharply arises, more and more 
problems appear for the developing countries, looking forward to 
attracting investors’ attention. Initially, investors mostly tend to 
profit, but the fear of not getting it at all, the loss of their funds, 
stops investors from putting their money in the developing 
economies.  

Keywords—Foreign Direct Investments; Behavioral Economy; 
Risk-Return Strategy; Developing Countries; Developed Countries 

I.  INTRODUCTION  

Nowadays there is rapid spread of means of 
communication and information technologies that influence 
economic activity [1]. Faster crumbling national barriers and 
opening up new avenues of trade and investment in the 
financial markets mean that globalization becomes 
commonplace. One of the major trends in globalization is 
foreign direct investment (FDI) [2]. Countries are trying to 
increase its appeal to attract them. Foreign direct investment is 
a form of participation of the capital of investors in the 
recipient country, which use it to implement important 
projects and involves new technology and innovation systems 
[3]. It is obvious that many scientists find negative 
components of foreign investment, such as inherent risk, or the 
possibility of corruption in the government-recipient, but it 
always displayed a single result - without foreign direct 
investment, the progress in the country slows down, or 
disappears altogether [4]. 

A sufficient number of prerequisites for the growing 
importance of globalization and FDI flows can be selected [5]. 
The first will be the most obvious and important - the need to 
create a competitive advantage in manufacturing technology. 
Every country goes through the stage of development, but its 
own resources for this process, as well as existing 
technologies in the country, are not always enough [6]. The 

world's progress is based on the cross-country competition, 
i.e., each country, developing production technology (which is 
possible in a full way only with the existence of FDI), has 
contributed to the progress and, consequently, improves its 
position in the global arena. 

The next prerequisite is a low cost (for example, in China). 
Generally, industry producing is placed where they can 
operate efficiently at the lowest cost of the manufacturing 
process. Investors prefer countries where restrictions on 
production are as little as possible [7]. The processes of 
business units functioning are considered by Glukhov and etc 
[8-10]. 

However, there are prerequisites, often pointing to the 
irrationality of investing. These assumptions include 
differences in the institutional system of the economy in both 
developed and developing countries. The level of relations 
among the state, the legislative framework and financial 
institutions is different for developed and developing 
countries. On this basis, there is a model of investment in 
which developed countries are investing in developing 
countries (where there are fewer restrictions and more profit), 
and are developing into developed countries (where risks are 
reduced). 

Also, various stakeholders, making cross-country 
investments, have totally wrong behavioral aspects, incentives 
and constraints of each other. In this case, the phenomenon of 
false demand for risk [11] and investment appears. 

At this moment, this question is quite relevant in 
connection with the economic situation in the world. There are 
several groups of authors who work with this theme: 

1. Authors are considering aspects of investment and the 
main problems and perspectives from developed countries. It 
is considered in general and in connection with the specifics of 
this article, for example, in Australia [12, 13]. 

2. Allocating the benefits of investing in developing 
countries, especially in Russia, is an object in this article [14, 
15, 16]. 

3. Authors, conducting research on specific countries, 
where they indicate the role and effects of foreign direct 
investment. It shows the specific directions of the FDI and its 
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influence in China and India [17], Poland [18], BRIC 
countries [19]. 

II. LITERATURE REVIEW 

For the first time, the concept of investment and 
investment bank was mentioned in early 1776 by Adam Smith 
[20], but the investment as a factor, influencing the economic 
development, was firstly mentioned by John Keynes. He 
explained investments as a current growth of capital values of 
property as a result of industrial activity for the certain period 
and was closely intertwined with the concept of international 
trade. 

Initially, there were several theories of international trade 
[18]. First, the theory of comparative advantage of Ricardo 
appeared, where he argues that each country specializes in the 
production of those goods for which its labor costs are lower 
compared to other industries, even if the production abroad 
would be more beneficial. Then everything which was turned 
to Herscher-Ohlin theory explains that countries export goods 
from sectors where there is an excess of the product, and 
foreign investment, in turn, will be sent to those industries 
where the relative lack of resources is observed.  

But this theory has been refuted in the study of Leontiev. 
In his “Paradox” he explored America of the 50-70s and 
revealed that, despite the abundance of capital, the country 
was exporting intellectual products. Then, when in the 
developed economies the wages started to grow, a system of 
moving production to other countries because of cheaper 
resources appeared. And now economies move to the new 
level of attraction of capital, which is described in the model 
of Paul Krugman, “center – periphery”, which revealed that 
some centers in the country create innovations, collecting 
resources from the periphery, and after creation, innovation 
spreads into the periphery. That means that system is self-
regulating, and an important prerequisite for the creation of 
“centers” is the technical potential of the territory.  

Now the main competitive advantage will be the scientific 
basis [21], the ability to create and implement new 
technologies. Funding will flock to the places where such 
opportunities are created. Initially developed countries have 
better conditions for the creation of such opportunities, but the 
return on capital is higher in developing countries, and if these 
countries will be able to develop the scientific and technical 
component, to provide highly qualified personnel, foreign 
investors will prefer to invest in developing countries [22]. 

The behavioral abnormalities vastly contribute to decision-
making of the investor side. This issue was investigated by 
Daniel Kahneman in prospect theory, which describes the 
various stakeholder choices in possible solutions associated 
with risks in different conditions. It is particularly important to 
take into account features of behavioral abnormalities when 
considering the institutional systems in developing economies.  

III.  RESEARCH METHODOLOGY 

The authors have identified four groups of prerequisites for 
the development of globalization and foreign investment. The 
first is the need to create and produce competitive advantages 

in production technology [23]. Next is a low cost price for the 
transfer of production to other countries. Third is the 
difference in the institutional system of the economy in both 
developed and developing countries. And, finally, 
stakeholders have wrong behavioral aspects, incentives and 
constraints of each other. The need for innovation stands out 
separately as a prerequisite [6], but not only innovations 
provide a competitive advantage, but the whole complex, so 
one has to identify a broader meaning as a prerequisite.  

Other authors define the presence of the resource base and 
cheap labor as a second prerequisite [16]; the indicators that 
the authors have identified as a low cost. Much attention is 
paid to the fact that in developing countries, such as Russia 
[14] or China [5], the state does not pay due attention to the 
development of regions, and does not follow the decrease in 
corruption [7], while in developed countries, corruption is 
minimized. But here and there, there are contradictions, as 
bribable country prefers to invest in countries with high levels 
of corruption [24]. This model highlights the incorrect premise 
of behavioral aspects, especially connected with the 
understanding the risk strategy [11], which in turn may be due 
to misinterpretation of reduced investment in the country. 

On the basis of these prerequisites the main problem arises 
in foreign direct investment, it is incomplete use of the 
potential utility maximization [25] in terms of attracting 
investment by developing countries due to lack of a 
multicriteria model taking into account behavioral 
characteristics in the process of determining strategies based 
on the concept of risk-return.  

Due to the problems, it turns out that the cross-country 
specialization deepened with the production of certain groups 
of goods to the production of individual parts. And the rate of 
acceleration of the level of development of cross-country 
communications reaches extremely high levels [26]. But the 
barriers between developing and developed countries, in terms 
of more effective cooperation, still quite significant. These 
barriers are the difference between the interest rates, the cost 
of investment resources, taking into account the free 
movement of capital in centers with a high yield [27]. The 
question is precisely that in developing countries there is a 
need in investment, equity financing, where part of the risk 
takes on a country-investor and the question is how to attract 
investors. 

Next consequence is that a huge amount of resources in 
developing economies are either not involved in the global 
turnover, or inefficiently mined because of heavy losses, the 
lack of new technologies and funding from developed 
countries. This is stagnation, when the resource base of the 
country is irrationally used. This problem exists even in 
developed countries (for example, Australia’s coal), but due to 
enough amount of the investment this problem can be solved 
[28]. 

One of the consequences, on the contrary, can serve as a 
“leak” of a large number of resources in the developed 
economies, where the yield of the normal functioning is 
decreased to the minimum limits so that it leads to a growing 
number of economic bubbles, strains and crises. It came to the 
situation where there are specifically arranged fluctuations in 
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the market to increase the profitability of a minimum level of 
2-3%. For comparison, in developing countries the rate of 
return is much higher, but there is a shortage of financial 
resources.  

IV.  MODEL AND RESULTS ANALYSIS  

On the base of previous information, the authors formed 
four hypotheses. 

Hypothesis 1 - The system of relations that should be built 
between developed and developing economies in terms of 
investment should has a multicriteria character. Conditions of 
the functioning of economies and the external environment 
vary with fast speed and due to the increased frequency of 
changes in the environment it needs to be introduced a new 
model of relations. This model should include such effects, 
through which it will be self-regulating. 

Hypothesis 2 - The model must be stabilized 
independently, autonomously adapted to the changing of 
external environment or, at a minimum, it must provide the 
company with timely detection of the deformation and 
overcome it, preventing the negative effects. The internal 
stabilization mechanisms need to be included in the model in 
order to minimize losses. 

Hypothesis 3 - Multicriteria model among other things 
must ensure constant readiness for potential possibilities. It is 
necessary to provide the financial base that can be used in 
order to catch the possibility and implement it [29]. 

Hypothesis 4 - For the successful implementation of the 
hypotheses, it is necessary to improve the institutional system 
and financial instruments [30]. There is the need for close 
cooperation of the government of a developing economy, 
enterprises that need an investment, the government of the 
country-investor and its companies. In this case, the clear 
separation desired between the initiator (state or company) and 
impact strength (sufficient stimulation, a clear distinction 
between the obligations or public-private partnerships, joint 
projects and sharing of risks). 

Applying these hypotheses, one can put forward the 
following proposals to solve this problem. 

For the most part, the government of a developing 
economy alone or with businesses that need to invested funds 
[31] advocate for the creation of programs of investment in 
emerging economies. Discussions and agreements on 
proposals and interests of investors from developed countries 
and their governments can imply taking certain measures to 
stimulate investment [32].  

There are two ways to implement them: either by the 
government forces or on the basis of self-regulating market 
relations company needing investment, independently 
participating in programs designed to attract them. By this 
method of implementation, there is the development of 
competition, when companies try as much as possible to 
participate in such programs to take a greater share of the 
market [33], as well as the principle of public-private 
partnerships (PPP). Table 1 shows the model and possible 
variations of the PPP.  

TABLE I.  THE MODEL OF THE PUBLIC-PRIVATE PARTNERSHIPS 

 Government Business PPP 
Government Strategy A Strategy B Strategy C 
Market Strategy D Strategy E Strategy F 
PPP Strategy G Strategy H Strategy J 

 

Figure Strategy A - The government of a developing 
economy creates conditions for attracting foreign investments, 
and then the state makes its corporations use of these 
opportunities to attract investment;  

Strategy B - The government creates conditions, 
corporations themselves that tend to use these opportunities; 

Strategy C – The government creates conditions and then 
government and corporation, joint projects; 

Strategy D - Market encourages companies to create a 
program, the state is forcing companies to participate; 

Strategy E - Companies create conditions that companies 
should be involved in programs; 

Strategy F - Companies create conditions and then joint 
projects with government; 

Strategy G - State and corporations jointly come up with 
the program, the state corporation makes use of opportunities; 

Strategy H - The state and the corporation jointly come up 
with programs that corporations use; 

Strategy J - The state and the corporation jointly come up 
with a program, then both, government and corporation, joint 
projects. 

As a result, strategy J is the most successful, as in both 
sides the advantages appear. For the state they are: attracting a 
private capital for the construction of public facilities; 
involvement of management and intellectual capital from the 
private sector. For the company they are: a risk sharing with 
the state; guarantees from the government [34]; administrative 
and political assistance from the state in the implementation of 
the project. 

It should also be clarified that in the process of public-
private partnership an important indicator should be 
considered - how many dollars of foreign investment 
accounted for one dollar of government investment. Today, 
emerging economies are crucial to maximize the amount of 
attracted investments per dollar of government investments. 
That can be estimated as the effectiveness of public-private 
partnerships, because foreign investors, in the first place, 
invest heavily in the area where not only the company is 
involved, but also the government is [35].  

The next group of suggestions is the suggestions in the 
sphere of the direct involvement of the state in stimulating 
investment processes in the region. There is the systematic 
implementation of the trilateral policy with the purpose of 
maximizing the multiplier of government spending in the 
context of attracting financial resources to the regions. Firstly, 
it is necessary to attract foreign investment in the non-profit 
sphere of infrastructure projects in the region with a guarantee 
of a certain level of profitability. It is necessary to use the 
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effect of financial leverage in the form of implicit lending of 
regional economy, as well as improving the investment 
climate through the direct participation of the foreign investor 
and its adaptation to local conditions [36]. Secondly, one must 
adjust all of the planned investment expenditure in the region 
by attracting the additional investment, comparing to one 
dollar of government investment. Thirdly, one should 
consolidate the compulsory sale of the state share after passing 
certain stages of the investment cycle in order to create an 
appropriate investment proposal [37] in the form of certain 
financial products targeted at specific investors through 
appropriate investment institutions of the international 
financial market from the very beginning of the project. For 
example, in 2012, the one unit of public investment in the 
region accounted for one unit of investment by domestic 
private sources in the region, one unit by investment by parent 
outside organizations, and only 0.08 units of foreign 
investment.  

V. FORMATION OF CROSS-BORDER FINANCIAL 

INFRASTRUCTURE FOR THE DEVELOPMENT OF 

ENTREPRENEURSHIP  

Before setting the problem, outlining the main conceptual 
apparatus, let us consider the financial market as an alternative 
mechanism for mobilizing resources in the process of 
incorporation of business units. There is a lack of system-
catching actors in the roles of the complete redistribution of 
risks and returns. Informational efficiency of the financial 
market, according to the methodology of Fame, can be viewed 
as a necessary and sufficient condition for a rational allocation 
of scarce resources to optimality criterion with risk-return 
position, in the context of its ability to immediately and fully 
reflect the newly incoming information in the price of the 
asset. Using the method of modelling, interpreting 
neopositivist schools admit the possibility of existence of the 
market where the above-mentioned condition is taking place. 
Then, if it is carried out not in full, one must admit the 
existence of certain obstacles to achieve the status of full 
market information efficiency. It is the existence of the 
reasons that is designated as a research problem; let us define 
them as a deformations (pricing).  

Using the Scopus database, the authors selected articles of 
leading scientists to study the process of the financial markets 
associated with the formation of the financial infrastructure for 
the development of entrepreneurship. There is significant 
contribution to the scientific development of the topic made by 
representatives of classical and neo-classical school, the 
monetarists (neutral interest rate, pre-programmed self-
regulatory processes in the RF). The maximum proceeds from 
rationality assumptions and the absolute efficiency of 
information allows us to speak about the relative determinism 
processes in the financial market as autonomous endogenous 
mechanisms, creating investments in the economy, do not 
possess as much as an independent dynamic-regulatory 
capacity.  

In the opposite vein, the developed idea of the 
representatives of the Cambridge school of A. Marshall, 
Pigou, Keynes offered hypothesis which is a directly 
dependent primary desire of borrowers to deliver savings to 

the financial market in the theory of liquidity preference, and 
to reveal the multiplier effect of the autonomous factors 
determining the aggregate demand in the economy, thereby 
laying the foundation for modelling relationships in the 
financial and real sectors of the economy.  

The modern approach to the financial market was formed 
after the description of portfolio theory H. Markowitz and a 
capital asset pricing model of William Sharpe. When the 
nature of the stock market became clearer in terms of the 
concepts of the information risk-return box, there are no 
financial intermediaries in the form of  banks and studies. J. 
Akerloff considered problems of adverse selection and 
misconduct to propose a new subject of financial 
intermediaries, which, because of information asymmetry and 
the irrationality of the factors put forward by representatives 
of the institutional and behavioural economics branch, fulfil 
"the role of dealers in the market for second-hand vehicles" 
and ensure efficient investment in the economy.  

The purpose of this study is also to develop theoretical 
models based on different economic schools of 
recommendations to strengthen the multiplier effect in the 
system, "the financial market - the real economy". The main 
objective in this case is reduced determination of the main 
problems and prospects of development of regional financial 
markets. The object of study - the financial market in the 
region - a system of relations that satisfy the financial interests 
of the regional primary borrowers and lenders, regardless of 
geography and ethnicity mediators - the backbone subjects of 
the regional financial market. The research question is formed: 
what is the financial infrastructure of entrepreneurship and 
how to ensure its effective functioning? The author offers an 
expanded interpretation of the boundaries and scope of 
consideration of the concept of the regional financial market 
based on the principle of serving the interests of the derivative 
of the primary lenders and borrowers in the region. Based on 
the research of Academician Manaker, the authors identified 
the main problems and possible directions for their resolution 
in the context of the prospects for the development of the 
regional financial market. 

The problem of development is seen as a set of 
endogenous and exogenous factors, opposing the 
implementation of the essential functions of the object of 
study, which largely reflected in the lack of incentives for the 
production of key financial products. The uniqueness of a 
financial product is its ability to simultaneously satisfy the 
interests of both the primary borrowers and lenders in the 
primary economy. Compared with the existing economic 
potential volume of investment demand, there is a shortage on 
the supply side of capital within the region and the relevant 
financial market instruments to attract investment from outside 
the region is practically not formed. In the analysis of the 
financial markets, among other things, it is important to 
interpret that affects the ability (factors and tools) and desire 
(incentives) of financial intermediaries to attract and allocate 
capital in the region. 

First, it is important to highlight the crucial role of 
financial infrastructure for the development of 
entrepreneurship, the nature of which lies in its ability to 
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overcome information asymmetry in as large scale. Western 
scholars generally emphasize the need to ensure access to 
external sources of financing for business units. 

Let us allocate the main thesis, implying that it is critical to 
establish and maintain rating tools for small and medium-sized 
businesses. Formed mechanism is the core of the financial 
infrastructure for the development of entrepreneurship. One 
can offer several models for achieving this goal. For example, 
the stock exchange for small enterprises can successfully cope 
with this mission. Another approach is to create a rating 
system indirectly, by actively stimulating the development of 
factoring companies. Analyzing the cost of debt repayment for 
various businesses can freely assess the degree of confidence 
in them by their financial counterparts. The development of 
regional financial market as a derivative system serves the 
interests of the primary lenders and borrowers in the region is 
the basis for creating the financial infrastructure for the 
development of entrepreneurship. 

The financial infrastructure consists of two parts, namely 
the mechanisms instrument rating, allowing overcoming the 
information asymmetry that allows companies and the 
business units to commercialize the level of confidence in 
himself. Another important mechanism of the financial 
infrastructure is the ability of systemically important entities 
of financial market in the region, together with entrepreneurs 
to shape financial products for investors thus attracting 
financial resources for the financing of the business processes.  

Besides the obvious advantages to the business itself, the 
ability to commercialize the level of confidence in their own 
businesses through access to more favorable conditions to 
attract funding, forcing entrepreneurs to create more 
transparent business processes, will facilitate the state control 
and will undoubtedly increase the tax collection. 

Further studies may be associated with the release of more 
specific tools and specific mechanisms to ensure that rating, as 
well as the specifications of financial products most suitable 
for entrepreneurial agents in the initial period of its formation. 

VI.  CONCLUSIONS  

Summing up the information mentioned above, it can be 
suggested that foreign direct investment is a very important 
financial indicator in the 21st century. While the need in 
foreign investments sharply arises, more and more problems 
appear  for the developing countries looking forward to 
attracting investors attention. Initially, investors mostly tend to 
profit, but the fear of not getting it at all, the loss of their 
funds, stops investors from putting their money in the 
developing economies. It is important to take into account the 
level of development of business relations.That is the reason 
for a lack of investment in developing countries. Having 
analyzed the basic premises of foreign direct investment, the 
authors identified the main problem-solving, as well as the 
necessity of introducing these decisions in the economy. In 
addition, it is important to know the characteristics of 
connections between different markets and developing 
countries features. All the options proposed may help to solve 
the problem of irrational investment and, therefore, to develop 
the economies of developing countries.  
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