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ABSTRACT

Behavioralfactors in Foreign Direct Investment (FDI) represent a critical dimension
in understanding the dynamics of international business and investment decisions,
extending beyond traditional economic and financial analyses. These behavioral
factors include cognitive biases, heuristics, cultural influences, and emotional
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responses, which can significantly impact how investors evaluate opportunities,
assess risks, and ultimately make investment choices. For instance, an investor
may be overly optimistic about the potential success of a foreign market based on
previous favorable experiences, leading to an underestimation of potential risks and
challenges. These biases can result in suboptimal investment decisions and impact
the overall success of FDI ventures. Heuristics, or mental shortcuts used to simplify
decision-making, also play a significant role in FDI. Investors often use heuristics
to cope with the complexity and uncertainty of international markets.

INTRODUCTION TO BEHAVIORAL FACTORS
IN FOREIGN DIRECT INVESTMENT

Behavioral factors in Foreign Direct Investment (FDI) represent a critical di-
mension in understanding the dynamics of international business and investment
decisions, extending beyond traditional economic and financial analyses. These
behavioral factors include cognitive biases, heuristics, cultural influences, and
emotional responses, which can significantly impact how investors evaluate op-
portunities, assess risks, and ultimately make investment choices. For instance, an
investor may be overly optimistic about the potential success of a foreign market
based on previous favorable experiences, leading to an underestimation of potential
risks and challenges. These biases can result in suboptimal investment decisions and
impact the overall success of FDI ventures. Heuristics, or mental shortcuts used to
simplify decision-making, also play a significant role in FDI. Investors often use
heuristics to cope with the complexity and uncertainty of international markets. For
example, the familiar heuristic leads investors to favor countries or markets they
are already familiar with, potentially overlooking opportunities in less familiar or
emerging markets. Similarly, the availability heuristic can cause investors to base
their decisions on recent or highly publicized information, rather than a thorough
analysis of all relevant data. These heuristics can shape investment patterns and
influence the distribution of FDI across different regions and sectors.

Cultural influences are another important behavioral factor in FDI. Investors'
perceptions and decisions are often shaped by cultural norms, values, and practices
both in their home country and in the target foreign market. For example, the level of
risk tolerance and the approach to negotiation can vary significantly across cultures,
affecting how investors assess potential FDI opportunities and interact with local
partners (Aharoni Y. 2015). Understanding these cultural differences is crucial for
successful international investment, as misalignment between investor expectations
and local practices can lead to misunderstandings and operational challenges. Emo-
tional factors, such as fear and excitement, also impact FDI decisions. Investment
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