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ABSTRACT

The aim of this research is to examine the theoretical models in the field of Foreign Direct Investment
(FDI) and to propose a development model suitable for Iran. The research method is descriptive-
analytical. The materials and data are qualitative, and data collection was conducted through note-taking.
The analysis of the FDI situation in Iran indicates that these investments have been influenced by political
and economic factors over different periods, ranging from the plundering of national resources in the
first period (before 1931) to the reduced willingness of investors following the nationalization of the oil
industry and the sharp decline in investments after the Islamic Revolution. Following the approval of
incentive laws after 1993, Iran reached a turning point in attracting Foreign Direct Investment (FDI), but
has not yet achieved significant successes in this area. On the other hand, in the effort to identify the
optimal model for Iran, Peter Evans' theory was found to be the most compatible with the country's
conditions. This theory emphasizes the multiple roles that the government can play in this regard and
defines four key roles for the government. These roles include stewardship and ownership, which all
governments perform, in addition to the roles of enabling and nurturing, which were analyzed in the
context of Iran. According to the results, attracting FDI requires stability in macroeconomic variables,
improvement of the business environment, provision of appropriate regulations for a transparent tax
system, banking, insurance, and privatization, enhancement of customs processes, formulation of
facilitating legal and economic regulations for attracting foreign investment, along with the development
of targeted development strategies focusing on areas with comparative advantages and value chains,
including oil, energy, and petrochemicals.
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EXTENDED SUMMARY
Investment has historically been recognized as a pivotal driver of economic growth and development,

often referred to as the engine of economic expansion. In recent decades, one of the prominent global
economic features has been the substantial growth in Foreign Direct Investment (FDI). According to
the United Nations Conference on Research and Development, FDI is defined as long-term
relationships between investors and host countries, serving as a critical tool for nations to attract
new financial resources and playing multifaceted roles in the host country's development (Klein,
2001). Various studies have highlighted the diverse benefits of FDI, including job creation,
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acquisition of new technologies and knowledge, development of human resources, integration with
global trade, establishment of a competitive business environment, growth of domestic companies,
and overall comprehensive development for host countries (Abdul Majeed et al., 2021; Majumder &
Saikat, 2023). Over the past fourteen years, global economic transformations, such as the collapse of
the former Eastern Bloc and the shift in developing countries' strategies from import substitution to
export-oriented development, have intensified the competition among developing nations to attract
FDI (Gal & Géabor, 2022). Consequently, both industrialized and developing countries are engaged in
fierce competition to secure FDI, which complements their national economic activities. Successful
countries in this domain have first established robust development programs and realistic strategies,
determining the sectors and industries where FDI is most needed based on their development
strategies and optimal allocation of national resources (William et al., 2022).

The study delves into various theoretical models that explain FDI behaviors and patterns. One
prominent theory is Vernon’s Product Life Cycle Theory, which posits that FDI arises as products
mature and become standardized, prompting firms to establish production units abroad to capitalize
on cost efficiencies and market proximity (Vernon, 1960). This theory raises questions about why
firms prefer FDI over licensing technology, which is addressed by the Internalization Theory
proposed by Dunning. According to Dunning (1977, 1979, 1988), firms engage in FDI to exploit their
ownership advantages, internalize operations to reduce transaction costs, and leverage location-
specific benefits, provided that these advantages outweigh the costs associated with foreign
investments. However, these theories have limitations, particularly in explaining the nuances of FDI
decisions in different national contexts. To address these gaps, Peter Evans introduced a model
emphasizing the multifaceted roles of governments in fostering FDI. Evans (2001) identifies four key
roles for governments: stewardship, stewardship as regulator and producer, facilitation, and
nurturing (Evans, 2003). These roles encompass creating a conducive legal framework, investing in
infrastructure, supporting private sector initiatives, and encouraging innovation and
entrepreneurship, thereby aligning government actions with national development objectives.

The historical trajectory of FDI in Iran reflects significant fluctuations influenced by political and
economic factors. Prior to 1931, FDI in Iran was minimal, with foreign powers like Russia and the
United Kingdom exploiting national resources through unilateral investment agreements (Iran
Investment Organization, 2012). Following the Islamic Revolution in 1979, Iran experienced a sharp
decline in FDI due to political instability, war-induced economic disruptions, and international
sanctions. However, the introduction of incentive laws in the early 1990s marked a turning point,
resulting in increased FDI inflows from approximately $3 million in 1957 to over $4.4 billion by 2025
(Iran Investment Organization, 2024). Despite these efforts, Iran has yet to achieve substantial
success in attracting FDI comparable to other developing nations. Data from the United Nations
Conference on Trade and Development (UNCTAD) indicates that FDI inflows to Iran have been
volatile, with notable peaks and troughs influenced by global economic conditions, domestic policy
changes, and geopolitical tensions. The decline in recent years, particularly from 2018 to 2023,
underscores the persistent challenges Iran faces, including international sanctions, economic
instability, and infrastructural deficiencies, which deter foreign investors.

Building on Peter Evans' theoretical framework, the study emphasizes the critical role of government
in shaping FDI outcomes. Evans (2001) argues that governments must transition from traditional
regulatory roles to more proactive facilitation and nurturing roles to effectively attract and sustain
FDI. This involves not only creating a stable and transparent legal environment but also investing in
essential infrastructure, providing financial incentives, and fostering a competitive business climate.
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In the context of Iran, the lack of a coherent development strategy for FDI has resulted in
concentrated investments in low value-added sectors such as oil extraction and petrochemicals,
primarily through technology licensing agreements. To enhance FDI attractiveness, Iran must adopt
a comprehensive development model that aligns with its national priorities, diversifies its economic
base, and leverages its comparative advantages. This includes identifying key sectors for investment,
improving macroeconomic stability, enhancing the business environment, and implementing
targeted policies that address both the internal and external factors influencing FDI inflows.

The empirical analysis presented in the study utilizes data from the Iran Investment Organization
and UNCTAD to examine FDI trends in Iran from 1957 to 2025. The data reveals that FDI inflows
have been highly variable, with significant increases following the introduction of incentive laws and
strategic development plans. For instance, FDI surged from $3 million in 1957 to $4.566 billion in
2014, followed by fluctuations due to political upheavals and economic sanctions. The period from
2018 to 2023 saw a notable decline in FDI inflows, attributed to intensified international sanctions,
economic instability, and infrastructural challenges. These fluctuations highlight the critical need for
Iran to establish a stable and predictable investment climate. The study underscores that sustained
FDI growth is contingent upon political stability, economic reforms, and the establishment of robust
legal and regulatory frameworks that protect investor interests and facilitate seamless business
operations.

To address the challenges identified, the study proposes a development model tailored to Iran's
unique economic and political landscape, drawing on Peter Evans' roles of stewardship, facilitation,
and nurturing. Key recommendations include:

1. Formulating a Comprehensive FDI Strategy: Develop a clear and updated strategy for
attracting FDI, regularly reviewing it to align with evolving economic priorities and global
trends.

2. Enhancing Macroeconomic Stability: Implement policies to stabilize key economic
variables such as inflation, exchange rates, and liquidity to reduce investment risks and build
investor confidence.

3. Improving the Business Environment: Streamline administrative and legal processes,
reduce bureaucratic hurdles, and enhance transparency to create a more attractive
environment for foreign investors.

4. Targeting Priority Sectors: Focus FDI efforts on sectors where Iran has comparative
advantages, such as petrochemicals, energy, information technology, agriculture, and
tourism, to maximize value addition and export potential.

5. Providing Financial Incentives: Offer tax incentives, grants, and subsidies to attract
foreign investors, particularly in high-value and strategic industries.

6. Strengthening Legal and Regulatory Frameworks: Ensure the protection of investor
rights, enforce contracts effectively, and create a predictable legal environment to safeguard
foreign investments.

7. Promoting International Relations: Engage in active economic diplomacy, establish
bilateral and multilateral trade agreements, and participate in international organizations to
enhance Iran's global economic integration and attractiveness to foreign investors.

8. Investing in Infrastructure: Develop and upgrade essential infrastructure, including
transportation, energy, and communication networks, to support industrial activities and
attract FDI.
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9. Fostering Innovation and Technology Transfer: Encourage collaboration between
foreign investors and domestic firms, support research and development initiatives, and
facilitate the transfer of advanced technologies to boost local capabilities and
competitiveness.

10. Monitoring and Evaluation: Establish robust monitoring systems to track FDI
performance, assess the impact on economic development, and make necessary adjustments
to policies and strategies based on empirical evidence and feedback from stakeholders.

Conclusion

Foreign Direct Investment (FDI) plays a crucial role in Iran’s economic development by providing
financial resources, transferring technology, creating employment, and enhancing overall economic
competitiveness. However, the effectiveness of FDI in fostering sustainable growth is highly
dependent on the implementation of strategic development policies and the creation of a conducive
investment environment. The study highlights that Iran must adopt a multifaceted approach that
includes macroeconomic stabilization, legal and regulatory reforms, targeted investment strategies,
and active government facilitation to attract and sustain FDI. Drawing on Peter Evans' theoretical
framework, the proposed development model emphasizes the government's role in stewardship,
facilitation, and nurturing to align FDI with national development goals. By addressing internal
challenges such as political instability, economic volatility, and infrastructural deficiencies, and by
leveraging its comparative advantages in key sectors, Iran can enhance its attractiveness to foreign
investors and achieve sustained economic growth and development. Future efforts should focus on
continuous policy evaluation, fostering international partnerships, and promoting innovation to
ensure that FDI contributes effectively to Iran’s long-term economic objectives.
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