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Abstract 

Part of the efforts to integrate the Turkish economy to the world concentrates on attracting foreign 
direct investment (FDI) inflows which have an increasing impact on gross domestic product. 
Although the FDI inflows have been below expectations, the investments of Turkish entrepreneurs 
to other countries increased in the 1990s. The aim of this paper is to explore Turkish FDI abroad 
focusing on the factors influencing the FDI decision and location choice, using micro data collected 
from investor firms. A micro level data set for the Turkish FDI abroad is constructed using the 
information gathered through questionnaires and in-depth interviews conducted at some selected 
firms, which have engaged in FDI abroad. The data is explored using statistical and econometric 
techniques. The countries have been grouped -based on their geographical location and income 
levels- to use in econometric analysis. Among the factors that determine the location choice of 
investors economic, social and political stability in both the home and host countries; the 
similarities between the host country and Turkey; market size and market access conditions in the 
host country together with gaining access to technology and reducing risks are the main motives 
and concerns of investors.  
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1. Introduction 

As many other developing countries, Turkey has liberalized her current and capital accounts in the 

1980s. The capital inflows have not reached expected levels until 2000s. Nonetheless, inflows of 
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especially foreign direct investment (FDI) have increased competition in the domestic market and 

the competitiveness of Turkish firms abroad. Following the collapse of the Soviet Union, the newly 

established states of the Central Asia have become an attraction for Turkish enterpreneurs, who 

wish to trade and invest in 1990s. Therefore, the outward foreign direct investments from Turkey 

increased more as Turkish firms gained experience in foreign markets and as competition in the 

domestic market increased with more inflows of FDI.  

 This paper aims to investigate the main factors that affect the location choise of Turkish 

transnationals abroad. In order to determine these factors, we used both in-depth interviews and 

survey data gathered through a questionare designed specifically for this purpose. The main 

motivations of investing at a certain location (country in our case) were asked to managers 

responsible from foreign investments, foreign markets or from planning for 126  investments. The 

data is explored further using statistical and econometric techniques. The host countries have been 

grouped -based on their geographical location and income levels- to use in econometric analysis.  

 Among the factors that determine the location choice of investors economic, social and 

political stability in both the home and host countries; the similarities between the host country and 

Turkey; market size and market access conditions in the host country together with gaining access 

to technology and reducing risks are the main motives and concerns of investors.  

2. Theoretical Framework 

The main motivations of FDI firms have been classified as making use of ownership advantages, of 

location advantages and of internalization advantages by Dunning (1977) who has based his 

reasoning on Hymer (1976)1. Lecraw (1977) and Lall (1983) have pioneered research in terms of 

third world multinationals and foreign investments. Many economists have examined the reasons of 

FDI outfows from developed countries but the Southern outward FDI flows have attracted attention 

only recently (Chudnovsky and Lopez, 2000; Jaklic and Svetlicic, 2001; Varblane et al. 2001; 

Andreff, 2002; UNCTAD, 2004; Kumar, 2007; Wee, 2007; Witt and Lewin, 2007). UNCTAD 

(2006) report argues that the most significant motivation behind southern outflows of FDI is to do 

with the economic and political environment in the home country. Studies on transition economies 

as the source countries have shown that smallness of domestic markets, increased competition 

stemming from liberalization of trade or capital flows, trade restrictions adopted by source or 
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destination cuntries, access to natural resources or to suppliers, high labur costs in the home country 

and last but not the least economic instability and regulatory government policies have appeared as 

the most mentioned purposes of outward FDI. Svetlicic (2007) claims that escaping the economic 

restrictions adopted by the government has been the main motivation of Central and Eastern 

European firms. Slovene firms that have invested abroad have managed to escape domestic 

competition and have earned the foreign excahange deperately needed. Svetlicic (2004) mentions 

that being close to customers in order to hold on to export markets is one of the most important 

motivations of outward FDI from transition economies. For example, 76% of the 919 Slovene firms 

which has foreign investments in 2002 have chosen countries that they used to export as the host 

country (Jaklic et al., 2005). Wells (1983) has voiced a similar claim for third world countries: 

approx. 85% of third world outward FDI follows exports and especially in transition countries of 

Central Europe exporting is always the first move. As for the Latin American countries the most 

significant determinant of outward FDI is the smallness of source country markets (Andreff, 2002). 

Additionally, increased global competition have led firms to search production centers that will 

allow them to operate at lower costs and make use of scale economies and provatization 

opportunities. Svetlicic (2004) uses these motivations to explain outflows of FDI from the Czech 

Republic, Estonia, Hungary, Poland and Slovenia. 

 Firms can use privatization opportunities to invest in near-by countries only by benefiting 

from the first-mover advantage. This strategy can be observed in the activities of Turkish firms in 

Central Asian Republics. Turkish firms have not only exported to these countries but also taken 

contracting responsibilities, in many cases built the infrastructure and even shopping centers.  These 

activities helped the managers to learn the workings of these countries and they discovered ways to 

smoothly run their operations. The experience they got from exporting, contracting and building 

activities allowed them to become the first-mover in investing to these countries or at least to move 

before most developed country firms.  

 FDI studies vary depending on the theoretical framework they adopt and empirical methods 

they use. Most studies focus on macro variables and those that choose to adopt a micro approach 

are limited due to data limitations. 

3. Methodology 

In this study we conduct a survey with Turkish transnationals and therefore use Multinomial Logit 

(ML) models. These models are mostlly used when the researcher aims to model choice between 

two or more alternatives and when there is no preference between the alternatives. It is assumed 
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that the economic agent will choose the alternative that maximizes its utility (profit, etc). If an 

alternative s is chosen then it means that the benefit s provides to the agent is greater than the 

benefit all other alternatives provide. The model is estimated using maximum likelihood function. 

Parameter estimates obtained using multinomial logit models are evaluated with respect to the 

reference category that is normalized.  

 In this paper, we make use of the marginal effects as well as the parameter estimates to 

interpret the factors that affect the location choice. The marginal effects calculated for continuous 

variables show the impact of a marginal change in a specific variable on the probability of an 

alternative to be chosen given that all other variables are at their mean values. On the other hand, 

the marginal effects calculated for shadow variables show the difference in the probabilities of an 

alternative or another to be chosen given that all other variables are at their mean values. 

 The analysis has two stages. First, we calculate the probability of a specific location to be 

chosen for all firms and later we compare the means of these probabilities with the observed 

distribution. If the probability means overlap with the actual distibution then the model is said to 

have a high estimation power.  Additionally, we adopt another approach commonly used: 

calculating the ratio of accurate estimations by the model. In this approach, probability of each firm 

being placed in a specific category is calculated for all firms and the firms are estimated to choose 

the alternative with the highest probability. Later, these estimates are compared with the actual 

category choices and the accuracy rate is calculated. 

 

4. Turkish FDI Abroad 

In general, Turkish outward FDI has concentrated in energy and manufacturing industries followed 

by banking and other financial services in mainly the Netherlands, Azerbaijan, UK, Germany, 

Kazakhstan and Luxembourg. The liberalization policies adopted in the 1980s have made Turkish 

firms prone to competition from foreign firms in their domestic market. Those firms, which have 

developed some competitive advantages in time making use of the subsidied to increase exports as 

part of the export-led growth strategy, entered the foreign markets esp. Germany, where many 

Turkish workers live. Following the collapse of the Soviet Union and establishment of new states in 

the Balkans and the Central and Eastern Asia, Turkish firms with the help of the government made 

connections in those countries and started trading. Some firms that have undertaken construction or 

infrastructure projects ended up running companies there. This has opened up a new market to the 

Turkish firms in which they could either produce and sell or import and sell their goods produced in 
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Turkey. Later some of these firms entered new lines of business making use of the opportunies 

offered by the privatizations in these countries. Table 1 shows the distribution of Turkish OFDI 

between countries in 2007. 

Table 1. Host Countries of Turkish OFDI, 2007 
HOST COUNTRY SHARE (%) 
Netherlands 29.83 
Azerbaijan 28.81 
UK 6.18 
Germany 5.62 
Kazakhstan 5.25 
Luxembourg 2.95 
USA 2.33 
Russia 2.14 
Romenia 1.88 
Virgin Islands 1.42 
Italy 1.32 
Switzerland 1.12 
France 1.11 
DATA SOURCE: Turkish Treasury 

 

Table 2. Sectoral Distribution of Turkish OFDI Stock, 2007 
SECTORS OFDI STOCK (b$) SHARE (%) 
Energy 3.14 26.63 
Manufacturing 1.80 15.27 
Other* 1.77 14.99 
Banking 1.63 13.87 
Other Financial Services 1.15 9.75 
Trade 1.13 9.62 
Telecommunication 0.72 6.07 
Construction 0.23 1.98 
Tourism 0.10 0.84 
Transportation 0.08 0.71 
Mining 0.03 0.24 
Insurance 0.00 0.03 
TOTAL 11.79 100 

                             *Agriculture & Forestry; Fishery; Health and Social Services, and Other Services 
                                   DATA SOURCE: Turkish Treasury 

  

Turkish OFDI has concentrated in energy, manufacturing and financial services (see Table 2 for 

sectoral distribution). As a result most of the energy investment has gone to Kazakhstan and 

Azerbaijan, oil- and natural gas-rich countries of the Central Asia. OFDI in manufacturing has a 

relatively more even distribution in terms of country choice.  
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 Investments in Banking and Financial Services have agglomorated in finance centers such 

as the Netherlands, Virgin Islands and Luxembourg. Northern Cyprus has the largest share of OFDI 

in insurance services (45.1%) followed by Germany (29.9%) and Azerbaijan (21.4%). Netherlands 

is also a major center for Turkish investments in trade (25.4%) and telecommunications (73.6%). 

The second in line is UK with a share of 13.8 % of trade related OFDI followed by Luxembourg 

with 10.7%. OFDI in tourism has been highly concentrated in Kazakhstan (38.9%) and Germany 

(16.1%). Georgia (37.4%), Germany (28.7%) and Switzerland (17.8%) have relatively larger shares 

of transportation investments. 

 The statistics reported above are supported by the survey data. Distribution of OFDI 

between countries is not balanced. Therefore we had to form groups to eliminate any bias that can 

arise. Distribution of observations between categories is important because (as mentioned earlier) 

in the multinomial logit models the regression results are evaluated with respect to a reference 

category. If a category dominates the others in terms of number of observations then the probability 

of choosing that category will appear higher and the categories with lower number of observations 

will have lower probability to be chosen. The closeness of estimates to actual data can be achieved 

with a balanced distribution.  Hence, the host countries are grouped using geographical distribution 

and the country groups of the World Bank classified according to incomes as shown in Table 3 and 

4.  

Table 3. Geographical Distribution of OFDI 
Region % 

EU 39.17 
MENA 14.17 

Transition  37.5 
Others* 9.17 

Total 100 
*Canada, USA, Latin America, Caribbean, Africa, East Asia, Pacific. 

                                 
 

Table 4. Distribution of OFDI with respect to GDP per capitas 
Income Group* % 
High 34.17 
Upper-middle 32.5 
Lower-middle & Low 33.33 
Total (120 obs.) 100 
*The categories are determined using the World Bank’s classification. 
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A snapshot of the survey data gives us some clues about the main determinants of location choice: 

Year and Country  

 25.83 % of the investments have been made in 1995-99; 40 % in 2000-2004; 24.16 % in 

the 2005-2008 period. 

 Of the investments covered in the survey 73.3% have gone to Europe and Central Asia; 

14% to Middle East and North Africa.  

Sector-Country Pairs  

 There is no agglomeration of sectoral investments in certain countries (apart from energy 

investments) i.e. no signifant difference in terms of the distribution of investments between 

country groups. 

Investment Area 

 42.6 % of investments are in production activities whereas 57.4 % in non-production 

activities (28.7% store or outlet; 14.8% office; 9% warehouse or depot and 4.9% raw 

materials). 

Targeted markets 

 45 % of investments target only host market; 26 % target host and other export markets; 12 

% target all markets including Turkey; 6 % target only export markets.  

Investment type 

 43 % of investments are greenfield investments because of the high market potential of the 

host country, investment subsidies provided or to utilize ownership advantages of the firm. 

 35.3 % have been in the form of merger and joint venture to make use of the economies of 

scale, to avoid legal barriers and risks, to decrease investment risk, to utilize the experience of 

domestic patner and to decrease the number of competitors. 

 11.2 % of investments are due to privatization or acquisition.  

 10.4% are in the form of a branch.  

Country Group-Investment Type 

 The type of investment Turkish transnationals make in foreign countries differ according to 

the income level of the host country.  

 Agglomeration of joint ventures and partnerships in lower middle income and low income 

countries indicates that the FDI firms prefer to decrease risk by working with local firms in 

those countries.  

 Most of the investments that are directed to high and upper middle income countries are 

either greenfield investments or branches. 
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 Investors consider political instability that includes cumbersome bureaucracy, risks of war-

civilian turmoil and nationalization as the main risk factor followed by economic instability which 

means exchange rate volatility and inflation risk, currency convertibility, interest rate volatility. 

The third most important risk factor appears to be the investment legislation in the host country. 

 Investors mention the main purpose to invest abroad as to access markets whereas the least 

important aim is decreasing transportation costs. Access to intermediate inputs and technology are 

close to the bottom of the list. Escape from economic instability in Turkey is not a significant 

motivation for OFDI. When asked to rank the factors that affect the choice of country to invest, the 

investors have considered 51 different factors. These factors have been clasified as economic 

determinants and institutional determinants of location choice using the principle component 

analysis. The economic determinants all together have 86.06 % explanatory power. These are 

market penetration, investment climate, trade opportunities, infrastructure and production 

possibilities. On the other hand, institutional determinants classified as institutional environment in 

the host country, living conditions and similarity to Turkey have 90.18 % explanatory power. 

 Among the factors that affect investment decision, investors name host and neighbouring 

country markets and access to raw materials and intermediate inputs but unionization, 

infrastructure services, bureaucracy, trade relationship prior to investment, presence of Turkish 

firms, strategic and technological factors are deemed as not so important.  On the contrary, 

economic, social and political stability; openness; foreign capital legislation, investment promotion 

measures and subsidies in addition to cultural ties with Turkey -although not very high in the 

rankings- have been considered as important by investors. 

 

5. Findings  

In this section we construct a model, which instead of analysing each topic one by one 

combines data from all relevant questions and examines all factors that may be significant in 

determining the location choice of Turkish transnationals. We use multinomial logit 

estimations and test the expalanatory power of each factor for the country groups previously 

determined.  

Although we have estimated various models, here we report the best model that reflects the 

choice behaviour reflected in the survey data. In this model, among the factors that affect the 

country choice we focus on investment legislation, access to consumers, access to suppliers, 

preferential trade aggreement (PTA), availability of skilled labour, socially and politically stable 
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environment, presence of Turkish firms in the host country, Turkish population in the host country, 

quality of skilled workers, labour costs, bureaucracy, neighbouring markets, economic stability, 

social and political stability, similarity to Turkey, access to markets and trade opportunities. The 

parameter estimates of this model can be seen from Table 5. Table 6 presents the marginal effects 

calculated from these estimates.  

Table 5. Multinomial Logit Estimation for Geographical Categories 
EU is the reference category 

 
Multinomial logistic regression                    Number of obs   =        120 
       LR chi2(51)     =     157.44 
       Prob > chi2     =     0.0000 
Log likelihood = -68.981284                        Pseudo R2       =     0.5330 

Question No. Factors MENA TE Other 

A3 Investment legislation 4.554** 
(1.794) 

-2.871 
(2.095) 

-1.440 
(0.939) 

A6 Access to consumers 4.500*** 
(1.622) 

-3.676*** 
(1.273) 

-0.779 
(0.582) 

A6 Access to suppliers -1.260* 
(0.675) 

8.220*** 
(2.999) 

0.001 
(0.353) 

A6 Preferential Trade Aggreement (PTA) 1.112 
(0.770) 

-3.456*** 
(1.138) 

-0.395 
(0.349) 

A6 Availability of skilled labour -1.090 
(1.020) 

-1.505 
(1.032) 

1.704*** 
(0.563) 

A6 Socially and politically stable environment -4.657*** 
(1.577) 

-0.250 
(0.822) 

-0.182 
(0.507) 

A6 Presence of Turkish firms in the host country 6.181*** 
(2.190) 

1.813* 
(1.083) 

-0.204 
(0.511) 

A6 Turkish population in the host country -7.884*** 
(2.653) 

-5.412* 
(3.282) 

0.274 
(0.828) 

B6 Quality of skilled workers 1.195 
(2.221) 

5.127* 
(2.995) 

1.366 
(1.472) 

B6 Labour costs 1.454 
(1.641) 

-2.612 
(2.244) 

2.047** 
(0.801) 

B6 Bureaucracy 11.349*** 
(3.985) 

7.394** 
(3.084) 

1.015 
(1.671) 

B6 Neighbouring markets -0.165 
(1.445) 

-2.506* 
(1.474) 

-4.230*** 
(1.032) 

B6 Economic stability -2.733 
(1.753) 

-5.129** 
(2.433) 

-2.290*** 
(0.856) 

B6 Social and political stability -1.351 
(1.953) 

2.198 
(1.482) 

2.101** 
(0.926) 

A6 Similarity to Turkey 6.691*** 
(2.343) 

3.416 
(3.229) 

-0.555 
(0.894) 

A6 Market penetration -5.391*** 
(1.824) 

0.974 
(1.669) 

-0.082 
(0.623) 

A6 Trade opportunities -0.090 
(0.653) 

2.819* 
(1.538) 

0.110 
(0.414) 

 constant -1.993 
(2.019) 

7.148* 
(4.086) 

0.269 
(1.183) 
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 In interpreting the multinomial logit estimations note that one should also take the 

reference category into consideration, which is the EU in the model above. Going over each of the 

factors that affect location choice one by one shows that (Table 5) as access to consumers become 

more important for investors then they are more likely to invest in MENA countries compared to 

the EU. However, the possibility of investing in MENA region decreases if the investors aim 

access to suppliers. If presence of PTA is an important determinant for investors then they are more 

likely to choose countries in the Others category than the EU.  

 If firms deem availability of skilled labour as important then the probability of transition 

countries being chosen as investment location increases by 0.42 points relative to the EU countries. 

Increase in importance assigned to socially and politically stable environment decreases the 

probability of MENA countries to be chosen. Turkish population in the host country appears to be a 

factor that increases the probability of EU countries to be chosen with respect to MENA and Other 

countries.  

 We have generated new variables using the principle component analysis as mentioned 

above. The possibility of MENA countries relative to EU countries to be chosen as FDI location by 

Turkish transnationals decreases (increases) when the importance of market penetration (similarity 

to Turkey) increases. On the other hand, trade opportunities increases the likelihood of Other 

countries to be chosen. 

In interpreting the estimation results we also make use of the marginal effects calculated 

for each continuous variable at the mean values of all other variables. In other words, the marginal 

effect of a variable shows the impact of a change in that variable on the probability of a category to 

be chosen when all other variables are at the sample mean values. Marginal effects calculated for 

shadow variables show the difference in the probabilities of the likelihood of an event to occur and 

not to occur. Using the marginal effects we see that the probability of an average firm to invest in 

EU countries is 53.81 % whereas that probability is 46.02 % for transition economies and below 

0.2% for MENA and Others categories.  

The calculations show that for firms that deem investment legislation among the most 

important risk factors the probability of choosing transition countries is 0.35 points lower (see 

Table 6). On the other hand, firms that name neighbouring markets and economic stability among 

the top three factors they consider in deciding the location of investment are less likeli to choose 

transition economies by 0.72 and 0.49 points, respectively. The EU countries have a higher 
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probability of being chosen by the same rate. Investors that consider labour costs as important are 

more likely to invest in transition economies by 0.47 points whereas EU countries are less likely to 

be chosen by the same rate. Firms that have invested in EU (MENA) countries have 0.55 (0.96) 

points less (more) probability to indicate bureaucracy as an important factor compared to average 

firms.  

 

Table 6. Marginal effects dy/dx 

Factors EU MENA TE Other  X  

Investment legislation 0.338 0.010 -0.0004 -0.348* 0.617 

Access to consumers 0.190 0.007 -0.0004 -0.196 3.592 

Access to suppliers 0.000 -0.002 0.001 0.001 3.067 

Preferential Trade Aggreement (PTA) 0.097 0.002  -0.0004 -0.099  2.900 

Availability of skilled labour -0.421*** -0.003 -0.0003 0.424*** 3.342 

Socially and politically stable environment 0.049 -0.007 -0.0000  -0.042 3.567 

Presence of Turkish firms in the host country 0.045 0.009 0.0002 -0.055 2.717 

Turkish population in the host country -0.061 -0.012 -0.0007  0.074  2.442 

Quality of skilled workers -0.317 0.001 0.0061 0.310 0.075 

Labour costs -0.467*** 0.000  -0.0004  0.467*** 0.325 

Bureaucracy -0.550*** 0.961*** 0.0020 -0.413*** 0.092 

Neighbouring markets 0.723*** 0.002  -0.0000 -0.724***  0.325 

Economic stability 0.487*** -0.002 -0.0004 -0.485***  0.317 

Social and political stability -0.465*** -0.002 0.0001 0.467*** 0.233 

Similarity to Turkey 0.132 0.010  0.0004  -0.143  0.019 

Access to markets (market penetration) 0.025 -0.008 0.0001 -0.017 0.002 

Trade opportunities -0.027 -0.000 0.0003 0.027 0.026 

        
 

6. Results 

The resuts of the multinomial regression models used to explain the determinants of location choice 

of Turkish transnationals reveal that for the investor firms labour costs, availability and quality of 

skilled labour; access to natural resources and intermediate goods; bureaucracy; economic stability 

both in Turkey and in the host country; social and political stability; neighbouring markets; 

investment environment and similarity to Turkey appear to be the most important factors. Grouping 

these factors as inputs, markets and institutions helps us in summarizing the results.  
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Inputs 

 Firms that pay more importance to labour cost prefer MENA and transition economies to 

EU countries. Transition economies also stand out in terms of availability of skilled workers and 

Others category for quality of skilled workers. On the other hand, transportation costs can draw 

investors to the EU. Investors that care for access to natural resources and suppliers are likely to 

choose transition economies and Other countries to the EU. 

Market Access 

 Firms that try to penetrate into the markets prefer EU countries to transition economies. 

Whereas access to consumers is a factor that draws firms to the MENA countries. For firms that 

deem neighbouring markets an important factor in location choice transition economies are less 

likely to be preferred. In the case that distance to Turkey is an important determinant for location 

choice then EU countries are preferred to the MENA.  

Institutions and Stability 

 Turkish firms are used to cumbersome bureaucracy and using their experience within the 

source country they can find ways to grease the wheels of the system. Therefore, these firms are 

able to deal with bureaucracy so they prefer MENA countries to the rest. Firms that care for 

economic stability do not choose Africa and those that care for political stability do not invest in 

MENA or transition economies. 

 In conclusion, we can say that Turkish outward FDI chooses either the EU or the MENA 

countries. Export oriented firms that want to decrease risks by differentiating their market portfolio 

and to penetrate into the markets prefer EU countries. Whereas firms that want to access markets 

and consumers choose MENA countries with preferential trade agreements, with low labour costs. 

Presence of Turkish firms in the host country and similarity to Turkey even in terms of bureaucracy 

attrach Turkish investors to the MENA region. 
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