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ABSTRACT

Investment flows act as a cornerstone of economic growth and development, defining progress,
innovative strategies, and the optimal utilization of resources. International flows in the form
of private capital, financial initiatives, or public infrastructure projects prove to be a stimulating
factor for ameliorating the trajectory of economies. They assist in streamlining the goals of
home and host economies and in adapting technology to attain a competitive edge. Investment
flows lead to better technology adaptation, fund creation, and infrastructure accessibility,
collectively driving substantial productivity gains. One such form of investment inflow that
maintains a long-lasting interest of the foreign investor in the host economy is Foreign Direct

Investment (FDI).

The foreign investment flows link the host economy with the rest of the world, allowing
it to achieve economies of scale and gain core competitive advantages over other economies.
Amid evolving global economic dynamics, foreign investors are becoming biased towards
investing in economies demonstrating good institutional quality and financial resilience
(Tabash et al., 2024). Nevertheless, host economies often contend with inherent risks and
uncertainties, in addition to global external factors that influence investment flows. These
economies usually face a situation of worsening deficits, poor infrastructural facilities, and a
state of concurrent fluctuations in the economic and financial environment (Espagne et al.,
2023). While the factors that arise on account of globalization and impact all economies
simultaneously can be akin to the Global Financial Crisis in 2008, which shook the whole world
and affected trade on a global scale. Another event that created a worldwide upheaval was the

COVID-19 pandemic, which swept away the potential gains and trade benefits.



Nowadays, multinational corporations (MNCs) are becoming progressively attuned to
legislative and financial conditions, frequently reallocating investments to more secure yet less
lucrative areas. Consequently, comprehending the disincentives arising from host-country risks
is equally essential as recognizing the rewards. The changing global investment landscape,
particularly in the post-pandemic period, has heightened the need for stability and predictability

in attracting foreign capital.

Therefore, this study aims to critically analyze and examine the facets that make up the
host economy's dynamic and turbulent conditions and their interaction with global
macroeconomic variables and the impact foreign direct investment inflows. The study
considers the top twenty emerging economies by the IMF from 2005 to 2021 as its sample to
analyze the research objectives empirically. Emerging markets are considered due to their
increasing reliance on foreign investment flows and their growing volatility, marked by
continual upheavals (Georgieva, 2023). In many emerging economies, heightened financial
uncertainty combined with weak institutional quality creates an unstable environment that
discourages investors, as the perceived risks often outweigh potential returns, ultimately
reducing FDI inflows. This complexity necessitates a thorough empirical investigation, which

the present work seeks to do through rigorous analytical methods.

Although economic metrics such as growth and openness offer a fundamental
comprehension of FDI behaviour, these measures neglect the impact of sustainability concerns,
economic instability, institutional fragility, and financial distress constraints on the breadth of
FDI research. The study provides a holistic perspective by examining FDI's push and pull
factors, enriching the existing knowledge body and aligning economic policy with investor

expectations during uncertain periods. It adds to why foreign investors seek to invest in an



economy transitioning towards a sustainable ecosystem and gaining financial and economic

resilience to boost investment flows.

The current study focuses on two parameters for assessing the host countries' dynamic
environment. Primarily, ascertaining the sustainable pillars that affect FDI inflows and
outlining a more profound understanding of rising concerns regarding environmental quality,
surging unemployment, and gender inequality. Secondly, the study examines the relationship
between risk and uncertainty elements in the host nation environment that influence FDI

inflows. There remains a gap in examining the host-country conditions that shape FDI inflows.

pa

Given that FDI inflows exhibit a dynamic nature where past values significantly
influence current inflows, using static panel data models becomes inappropriate. Therefore, the
study employs a dynamic panel data estimation technique (Two-step system Generalized
Method of Moments) to analyze the research objectives, as it accounts for the issues of
endogeneity and heteroskedasticity. The present work adds robustness to the models by using
the Pooled Ordinary Least Squares (OLS) method for assessing the relationship between the

variables.

The study's findings highlight that all four pillars of sustainability play a crucial role in
shaping FDI inflows. Evidence of the pollution haven hypothesis emerges within the
environmental pillar, indicating that environmental factors remain a key consideration for
investors. The economic pillar draws attention to rising unemployment and the widening digital
divide, both deter investment. Governance-related factors emphasize the need for a balanced
approach between regulatory rigidity and flexibility, as these frameworks substantially
influence investor confidence. Lastly, the social pillar underscores the importance of gender

equality, demonstrating its role in attracting and sustaining foreign investment.

Vi



Furthermore, the study reveals that economic volatility has a significant negative
impact on FDI inflows, while factors such as institutional quality and financial development
play a crucial moderating role in alleviating these adverse effects in emerging economies. The
findings further reveal that financial distress exerts a negative and significant impact on net
FDI inflows, with the intensity of this effect varying across economies. Emerging markets, in
particular, exhibit greater vulnerability to shocks and uncertainties compared to advanced
economies. Finally, the study underscores the role of fiscal policy prudence, showing that
volatility in fiscal determinants adversely impacts FDI inflows. Incorporating the World
Governance Index (WGI) as a key moderating factor contributes to reducing imbalances in the

fiscal environment.

This study addresses the intertwined challenges of sustainability and rising uncertainties that
increasingly threaten emerging economies, which are becoming fragmented and highly
vulnerable to external shocks. It underscores the pivotal role of catalytic factors, such as
institutional quality, financial development, and governance mechanisms, in mitigating the
adverse effects of economic volatility. By offering a comprehensive analysis, this research
provides actionable insights for policymakers and investors to enhance FDI inflows
strategically. Moreover, it fills a significant gap in the literature by equipping policymakers in
emerging economies with practical tools to assess and manage risk factors that hinder long-

term, sustainable investment.

Keywords: Foreign Direct Investment; Emerging Economies; Sustainability; Volatile

environment; Institutional Quality; Financial Development
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