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Abstract

This study examines the literature on foreign direct investment (FDI) by
looking into the determinants, effects, types, and development of FDI globally,
with a specific focus on Turkey. Based on the literature, we can observe that
there are multiple determinants of FDI, such as GDP, market growth, market
size, and labour cost. Moreover, this study examines the positive and negative
effects that FDI has on the host country. The benefits that come with an
increase in FDI are economic growth, productivity growth, an increase in
technological advancements, and a decrease in the poverty rate. The evidence
provided by the literature shows that the benefits of FDI outweigh the
negative impacts that FDI could have on the host country. Additionally, the
study shows the history of the development of FDI in Turkey by examining
the reasons for the low rate of FDI inflows into Turkey’s economy before
1980 and how, after 1980, Turkey began introducing laws to encourage and
motivate foreign investors to bring their capital into the Turkish economy.
Furthermore, the study includes data about global FDI inflows and outflows
and the development of global FDI from 2005 to 2022 and analyses the
reasons why developed countries like the USA, China, and the United
Kingdom receive much higher rates of inward FDI compared to developing
economies. To conclude, the literature on FDI provides evidence on why
FDI is important for many countries and why the majority of countries are
looking into methods and strategies to increase the inflow of FDI into their
economies.
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1. Introduction

Foreign direct investment has been a topic of interest for many scholars
since the first research that analysed the consequences of FDI in the United
Kingdom (Dunning, 1958). Since then, similar research has been done
in various countries about foreign direct investment, by focusing on its
determinants and effects.

The increase in interest in foreign direct investment and its growth can be
seen in the post-World War II period, when FDI growth was fuelled by the
improvement of communications and transportation, which aid in exercising
control from a distance. Moreover, Japan and Europe needed USA’s capital
to finance the reconstruction of their countries. By 1960, host countries
began recovering, and FDI outflow from the United States began to slow
down; simultaneously, FDI inflow into the USA increased. In the 1980s, two
important developments occurred. First, the emergence of Japan as a home
country for FDI flows to Europe and the USA. Second, the USA became a net
recipient of FDI. In the 1990s, Japan’s FDI began to decrease. Additionally,
mergers and acquisitions became a main source of FDI. In recent times,
most countries, especially developing countries, have focused on increasing
inward FDI into their economies, expecting economic growth from the
additional capital that comes with FDI. The main reasons that make FDIs
attractive to those nations are the increase in technological advancements, the
improvement in overall knowledge, and increase in R&D. The improvement
of those aspects for the host countries lead to an increase in productivity and
economic growth. FDI could also aid access to foreign markets when the host
country is the main distributor of the goods in the region, and that would
allow the host country to be used as an export platform. (Feeny et al., 2014)

Various research has analysed the relationship between FDI and economic
growth and whether FDI is a significant factor in the economic growth or
not. FDI theories have been evolving over time, and each theory presents a
different point of view on FDI.

2. The Concept of FDI

Emerging economies and developing countries are adopting policies in
order to increase FDI and enhance economic growth. Foreign investments
are divided into two categories, which are FPI and FDI. FPI, which is
foreign portfolio investment, is considered as foreign investments that are
in equity and debt securities by taking additional risk, such as exchange
rate risk and international political risk (OECD, 2008). Foreign direct
investment (FDI) is the process through which foreign investors purchase



Simge Ceylan Oral | Umut Ugurln | 159

assets in the host nation in order to control the manufacturing, distribution,
and other operations of a corporation in the host country (Moosa, 2002).
The investors’ goal through FDI is to gain a vote in the management of
the company. The main aspect of FDI that differentiates it from FPI is that
FDTI’s purpose is to have control over an enterprise.

3. Determinants of FDI

FDP’s determinants have been a topic of great interest to researchers.
Dunning’s (1981, 1988) eclectic theory might be the most relevant theory to
the reasons for FDI flows (Khadaroo and Seetanah, 2011; Sawkut et al., 2009).
The eclectic theory claims that FDI is determined by three sets of advantages:
internationalisation advantages, ownership advantages, and locational
advantages. The Economic Survey of Europe (ESE, 2001) reports that economic
fundamentals, including the degree of political and macroeconomic stability
and growth prospects, heavily influence FDI flows. Additionally;, according to
ESE (2001), EDI prefers to go to nations that have a sound legal system, a
skilled labour force, and a liberalised foreign sector. According to ESE (2001),
the location, the size of the market, and the host country’s natural resources
are all significant factors in influencing the amount of FDI. The most often
used variable in empirical studies of FDI and a crucial factor in FDI has been
the GDP of the host economy. One of the prerequisites for achieving optimal
resource utilisation and economies of scale is a large market (Scaperlanda and
Mauer, 1969). Greater potential demand and cheaper costs in relation to scale
economies may be related to bigger host nations” marketplaces for foreign direct
investment. Various studies highlight how market size, measured by GDI
GNP, GDP per capita, or GNP per capita, has a positive effect on inward FDI
(Dunning, 1980; Nigh, 1985; Pearce and Pappanaatassiou, 1990; Sader, 1993;
Tsai, 1994; Billington, 1999; Pistoresi, 2000).

Labour costs are another factor that researchers investigate as a
determinant of FDI. Having higher labour costs should reduce FDI in a
country because foreign investors usually look for low-cost opportunities
in developing countries. On the other hand, low costs in developing
countries could refer to other higher costs, not including labour costs, such
as transportation costs and low productivity (Miller, 1993). The evidence of
the influence of labour costs on FDI varies; Tsai (1994) study reveals that
wages has no effect on FDI. Love and Lage-Hidalgo (2000), and Swain and
Wang (1997) results showed that high wages do not always have a negative
effect on FDI, and in some industries, the studies showed that higher wages
actually improve FDI. Flamm (1984), Schneider, and Frey (1985) studies
resulted in a negative impact of labour costs on FDI.
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When it comes to the effects that exchange rates have on FDI, having
a weak currency in the host country could increase FDI because investors
will have a strong purchasing power in the host country (Walsh and Yu,
2010). Froot and Stein’s (1991) study shows that an appreciation of the
host country’s currency leads to a decrease in FDI, whereas a depreciation
in the host country’s currency leads to an increase in FDI (Love and Lage-
Hidalgo, 2000; Blonigen and Feenstra, 1996). On the other hand, Campa
(1993) study shows that there is a positive relation between FDI and the
host countries currency appreciation.

3.1. Determinants of FDI in Turkey Market Literature

Determinants of FDI in Turkey are also analysed in various research
studies. Eryigit and Eryigit (2008) study showed that GDP, employment,
and budget deficit are the determinants of FDI in the Turkish economy.
Erdal and Tatoglu (2002) and Yaprakli (2006) studies demonstrate the effect
of openness. Vergil and Cestepe (2006) measure the effect of openness and
exchange rate. Ozer and Sarag (2008) found positive relationship between
the increase in the exchange rate, per capita GDD, and FDI. All the above-
mentioned studies show significant determinants of FDI inflows to Turkey.
On the other hand, there are also variables that have negative effects on the
FDI inflows to Turkey, such as labour cost (Kar and Tatlisoz, 2008; Yaprakl,
2006), interest rate and long distance (Eryigit and Eryigit, 2008), economic
instability (Vergil and Cestepe, 20006), exchange rate (Erdal and Tatoglu,
2002, Yaprakli, 2006), exchange rate instability (Erdal and Tatoglu, 2002),
GDP deflator and openness (Ozer and Sarag, 2008).

4. Foreign Portfolio Investment (FPI)

Foreign portfolio investment (FPI) is defined as the financial assets
that are acquired by foreign investors. Although FPI is considered liquid,
it does not give investors ownership of the company’s assets. Along with
EDI, FPI is considered one of the main methods for investors to invest
in foreign countries. Moreover, both FDI and FPI are considered as the
main sources of financing for countries, especially emerging economies. FPI
has been heavily researched; the determinants of both FDI and FPI have
been a topic of interest for many years. The relationship between interest
rate and FPI has been analysed by many scholars, but the most relevant
ones are Eratas and Oztekin (2010), Verma et al. (2011), and Onuorah
and Akujuobi (2013). In all these studies, the effect of interest rates on FPI
was positive. Another variable that scholars looked into was the effect of
economic growth on FPI studies. Kinda (2012), Gumus et al. (2013), and
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Gargetal. (2014) found that economic growth has a positive impact on FPI.
Yildiz (2012) examined budget balance and current account balance eftects
on FPI. Gumus et al. (2013) and Korap (2010) studies results showed that
budget balance and current account balance have a positive effect on FPI.
However, Yildiz (2012) found a negative effect of current account balance
on FPI. Gabor (2011) studied the effect that emerging market stock returns
have on FPI for three emerging economies; Turkey, Hungary, and Poland,
for different time periods. The results of the study showed that emerging
market stock returns have a positive effect on FPI for three countries. Yildiz
(2012) examined the variables that affect foreign portfolio investments by
using multiple regression models for the time period of 1999-2009. The
results of the study showed that stock returns for Borsa Istanbul and Dow
Jones have positive effects on FPI. Hooper et al. (2007) investigated the
effects of the opacity of the recipient countries and GDP on FPI. The results
showed that opacity and GDP have positive eftects on FPI.

5. Inward and Outward FDI

EDI can be classified as outward FDI and inward FDI. Outward FDI is
when domestic investors seek investments outside of the country to acquire
foreign resources. However, when it comes to developing countries, outward
FDI is not attractive because of the negative effects that outward FDI has on
the host country. Additionally, FDIs are categorised into four types: “mergers
and acquisitions”, “horizontal EDI”, “vertical FDI”, and “greenfield FDI”.
Greenfield FDI is the most beneficial out of the 4 types of FDI. Greenfield
FDI increases production facilities in the host country and expands the
existing production facilities through the introduction of new technological
advancements. Moreover, it increases employment in the host country and
research and development activities (Mucuk, 2011). Mergers and acquisitions
are when foreign investors purchase domestic companies in the host country.
Horizontal FDI is when investors set up a company in a foreign country, but
the newly established company is similar to the ones they have in their home
countries. Vertical FDI is when a multinational company obtains an operation
in a foreign country that aids the company in the supply and distribution
aspects of the business. The tendency of FDI to a country depends on multiple
economic factors, which are market growth, market structure, market size, labour
productivity, labour cost, wages, human resources, trade restrictions, FX rates,
inflation, cultural factors, tariffs, growth rate, openness, costs of transport and
communication, investment tax, investment incentives, domestic investments,
and infrastructure (UNCTAD, 2006; Kok and Ersoy, 2009). Additionally,

the factors that make countries appear attractive and increase FDIs are: a
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cheap labour force, a large market, incentives provided by public authorities,
stable currency, a stable inflation rate (which diminishes economic uncertainty
and risk), a high amount of skilled labour supply, affordable energy, natural
resources, and geopolitical advantages. Based on this, the advantages of FDI
are as follows: a strong balance of payments, economic growth, employment
and wage growth, productivity growth, advancements in technology, and a
decrease in the poverty rate. On the other hand, FDI does have negative effects
on the host country, which are cultural changes, technological dependency,
intervention in national issues, reduction of tax revenues, balance of payment
issues, and environmental pollution (Mucuk, 2011).

5.1. Global inward and outward FDI

The effect that inward FDI has on the host country’s economy comes
primarily from the foreign investor’s transfer of technology into the host
country by means of capital flow; the increase in product and service quality;
and the overall price of the products decrease due to the increased competition
in the market. This results in an increase in consumer prosperity. Moreover,
inward FDI increases the capital stock of the host country while simultaneously
increasing the total output of the host country. Recent studies have shown
that domestic investments have been replaced by capital inflows. Additionally,
foreign-owned firms attract highly qualified workers, because foreign-owned
firms have the ability to pay higher wages compared to domestic-owned firms,
which results in lower-quality workers working in domestic firms. In this
context, the amount of total output declines in the host country, which has a
detrimental impact on its economy (Lipsey and Sjoholm, 2005). As countries
began expanding internationally in the 1990s, privatisation, international
capital movements, and mergers and acquisitions are increased, and those
factors had a positive impact on FDI, as shown in Figure 1 (Yukseler, 2005).

Foreign Direct Investment Flows (billions of dollars and
per cent)

1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010 2012 2014 2016 2018 2020 2022

Figuve 1 Foveign Divect Investment Flows (UNCTAD, 2022)



Simge Ceylan Oral / Umut Ugurln | 163

00 9L
S60°Y1
LIT'ET
LLO'6V
WTYE
966°LT
1€2°6
LEOT
206°T
988°L
Lyp'ST-
L80°6
L8S°6T
650°TT
8708
98L°6L~
S1T'9E
8H8'8SE-
€01°C
L
9TsTE
026°61
698°LT
88H°l
wL1e
988°6r
079
LS6°8
€65°L
6€0°TT
$9€°9¢
vLE'S
T8
€€TE
958°6
SIt'e
698°91
L9T°08T
98L°61
0€9°6t
050°98
€86°1
6L1°L9
80t°ST
(44114

8LLOTY
081°1L
11611
LTE0T
LY6°8T
090°TT
sIzor
9p8°1
6
98Z°61
6£9°8€
$19°6
T9%°6T
209°01
T66°€
0€z0L"
PSSIE
611°5T
86L°C
0ze'e
STE'EE
$56°8-
98t°'1T
9Z6°61
1€1°12
LTLYY
[291
86S°L
LTE9
9r°9t
188°0€
F08°€T
881
0bs'8
6v0°6
09€°€
1956
SLO‘PE
POT°€T
8L9°69
159°08
9TS€l
9L9°6T
€069
1207

LLTETT
- 09T°8S
¥69°L
TeL6l
6LL'ET
SoL'8
T90°¢
61T
86€°C
66€°S
01t°01
999°L
VLT ST
T6E Y-
688°¢
9918~
90T°8T
L18°6
018°€¢
#00°T
OLL'TT
89S°€T -
601°€T
Teres
168°81
T9EY9
826"
LYO°L
soz'e
9L0°9S
PECTT
9LS T~
LOV'E
9S€°T
11’6
LSLT
65t°L
960°€ST
£€8°01
£88°9C
81€°8C
SLT6 -
LOL'ST
88°t
020

L89°9ST
806°€S
€656
166°6
9TS'81
¥€9°6
sTrs
€9¥°1
118
€951
9L0°CE
1sTet
9TEEL
810°LT
ELTY
6£6°ST
LLS'VE
€1L°€91
(4483
LT6
ISL°ET
SY1'81
€9€°LT
681'8S1
€88°€T
019°0¢
ste-
LSTY
610°¢
789°CS
00T°€T
SSTEl
961°¢
€LOL
601°0T
TI8T
066°€1
OLT'L8T
€0V ¥1
SES°0S
98€°59
€8L°Y
798°8€
6+9°9
6102

SIv'91C
818°L8
€1$°T1
L08'€
LTHLS
€81°C1
LYF'S
€8¢l
€49°1
LYTY
87Tl
SLI'L
9LE9T
05€°6-
L6TT
1L0°201
001°vE
S8T€8 -
9L6
196
1966
659°LE
SIs°1T
zIsTl-
€96°0C
LITTY
T8¢-
099
1L6°€
8L6'1L
LOSTY
oL1T
91$‘T
91LT
010°T1
L8Y'T
6611
S9£°s€T
T€0°€T
+S9°LE
70865
TIS'S
69209
LILTL
8T0T

€L0°5TE
10t°96
SL80T
11§21
LLSTY
€16°L1
L00°T
968
800t
61+°1
¥S6°ST
T169
LOS6
196°C
12LT
L6L9T
LTO'PE
11€°Le-
610°1
vhL
¥SE6
966°€T
£68°91
TTLTS
6L50T
996°6€
I+
PIS°€E
LLY'E
L8T'8Y
08LYT
8¢8°T
LY6'T
1LL°E
8156
8LLT
10L°€1
+80°991
$69°9
¥9L°TT
$86°99
9T6't1
+T1'8y
LISTL
L10Z

910°08Y
0LS'8ST
€69°€1
€ST°61
8€S°TE
YOT'CI
S€TT
Bza
s08
ESYL
ILT'LE
¥89°S
6TE°LT
17181~
6L6'C
0L8°6S
681°1¢€
¥9S°LT
20g
ST
LSE'6T
1hv'8C
886°TT
LLE'6E
126°¢
65t v
LTy -
6EV'S-
TILT
859°CC
§S0°€T
9LS'8
850°T
S€T
¥18°6
07T
8S8°EL
0SLbLT
€25°01
790°9€
00L°€S
10v'8
€10°ey
092T°€
910T

6v8°€8Y
681°6€
8L6'81
6ri's
LSS'8
YOIy
6TL1
SLY'T
901
wi's
85811
081°6
618°T1
SYE'L
T1e-
LTY'OLT
¥r6°SE
wr'sy
SSO°T
6EL
1sTT
1€9°61
9€€'TT
0T8°LIT
179°91
600 vt
60L
SPSPL
89CT'1
SE€°0T
SSESy
011°C
9€
L19°€
Sot
TsLT
129°11
681" THT
YoL'6T
£68°¢Y
196°6%
S6T'1
LS8'OY
6SL°TT
ST0T

S86°11C
YOLYT
€L6°CT1
(4104
1L8°Ce
vLT'6
TLL's
050°1
[4r
T10'8
TsT'6T
09Sy
60S°LT
L9ET
LEV'T
810°SH
1s€°0€
¥£0°0C
€€1-
968
oot
YTTET
6+0°9
981°8t
1181
LLS'VE
Lit
L96°L
£89°C
1Ly
699°C
8¥S'8T
¥89
089
T6r's
LT6'T
691°91
L60°89T
995°T
800°65
9¥8°€9
008y
$89°€9
$90°s
¥10T

YLT'LIT
€L9°TS
S9S°€l
STy
TrE'8T
LIL'TT
96T'8
1$1-
¥09 -
$98°8
L6E'ES
91T’8
YEL'T
L
098°T
960°1¢
PSE8Y
88T'€T

L18°T
1LL'TT
YT e
901
1LL
SYO'T
9°€
LT
0191
876°06C
€0€°9T
1LE°69
680°65
€18°C
€68
786
€107

LOV'TTT
929°s§
EVLET
6v€°91
L99VT
96t°6
€0Vt
6€€
9T8°C
81Tl
881°0¢
LST'8
0€1°L
80+°LT
T0s°e
1zr'oc
69L°TC
ST8C
208
€111
TEL'T
€6
8106
10681
8E161

061°8C
690°91
STV
995°T
9
000°8
8STT
0v0°'ST
YITIPT
80L°9T
STT°EY
090°C8
€00t
€TY'LS
PTEST
(41114

sstTve
961°Ct
9€1°91
96Tl
TIv'ee
€LL6
S8LE
880°1
or1'T
80€°91
898°9¢€
L66°S
06C'8T
€69°01
6Ty
16€°+C
££9°6T
20€°€T
108°T
69t°1
LSL'T -
SSEE
€598
996°€T
w6l

€LS°L9
1L9°1€
58T
900°T
LSY'TT
€2€°T
9v°C
L¥9'vL
TL0°08T
§95°sT
L99°6€
L6
0z8°01
¥TE'S9
0r8°01
a4

PrSo1C
081°8S
980°6
i
T€€0p
L6V'6
S10Y
901
OLL'T
€£T6T
899°T¢
LIS
66L°CI
89T'IC
19-
S81°L-
681°LT
199°6€
020°T
oz
wTT
6L1°6
$86°9
LOS'TH
ILLET
L6E'LT
S¥T
SSET
0g€
9¥9°69
168°€1
65€°L
60S°T
6L1°6
LYT'9
¥89°1
0€r'9
€0LEVT
020°91
66€'8T
LS9°LL
8TLT
PLISE
€EETI
010T

LEL'LST
96L°68
$85°8
$60°01
TE9'ET
7206
¥19°8
LLy -
/-

85H°9¢€
TsLLe
el
26811
¥99°8
10L
8¥L'8E
0S8°LT
L99°0C
id

1z -
6€6°TT
8L0°0C
LO9'Y
LIL'ST
8.8y
[£:1983
6L
SLT'T
LEV'T
LO8'ET
SEL0E
SIL
0v8°T
8Tl
626'C
laat
S€0°8
LSO'TET
SS8'El
€€L°TT
6V6'ST
L6E'6
LIV'LT
L10Y
6007

(€20Z ‘aDAO) (220T-S007) IAA pswaru] (09019 T 3|94,

6vh'81¢€
86L°16
188°61
$68°9¢
8EV'8L
8ST°TI
TL's
91’1
8¢8°t
9st'6€
9$8°SL
¥61°C
LSS'ET
619°€T
LIT'E
1sL°¢
T05°6C

PIT'S
12$°LE
Il -
9T8'1
899 -
6v¥°9
0zeT
#95°01
SESTILT
ELV'ST
0zs'19
850°SY
¥ST'L
€969t
9TL'6
8002

SiLLeTe
Y98°9LT
L¥0'TT
678°8T
099°1L
LT8'8
YIL'9
LSL
810
YEEVT
TS
120°€
€99°1C
0€L'ET
68S°€
€EL°6IT
£6€°TE
992'8T
062°C
¥TeT
8¥S°TT
60T°0F
86L'S

TIe
LTT08
115°€9
[45&a
TIET
€€T'L
oFH 01
880°C
988°8
6VT9ST
SLY'ET
608911
S86°pE
T6hsT
LS9t
€LY'9
L00Z

8TE'LYT
96€°LYT
$81°0T
Tss'LT
¥T9°TE
916
€0€
LOL
908°S
81¢€'81
TriLE
LLY'L
6LE'ST
916°T1
LOL'E
106°€T
€€TTIT
T08°1€
+20°C
999°1
£05°9-
65T°6€E
96€ ¥ T
SPSe-
vi6
9€€°0T
868°¢
L18°9
85€°S
989°SS
0bE'ST
SS9°L
SEET
191°6
So¥'S
2oL
15L°9
T80°%CT
98S°L
862°09
TT8'81
888
TLEOE
LES'S
9007

959°9T1
¥68°C81
1€0°01
LT9'TT
L8T°LT
£V9°ET
€899
19¢
80T°¢
LOT°TT
SLEWT
010°¢
€2L°6
17e01
Y0T'T
LLO'6E
96L°ST
9L6°S
PET'T
90L
8LLT
096°61
618
0L9°T¢€-
LEE'S

€29
1ev'Ly
60T°€E
6VLYy
86L°C
v19°'8
¥SO'TT
Y9E'T
SETol
601701
WL
£69°ST
990°ST
8LLOT
L6LYT
$9T's
S00T

$3)E)S pajyu)
wop3ury pajun
dAppan
uapams
uredg
©3.103] qInosg
VLYY Inog
BIUIAOIS
eneAOlS
elqery [pneg
erssmy
1esSnyiog
pueoq
AemaoN
PUEB[BIZ MIN
SPUBRLIAPIN
0TI\
Sanoquraxny
eruenyry
v
uedep
Ay
Peasy
puepag
eIsauopuy
erpuy
puepd[
AreSungy
229915
Aueurg
dueLy
pueug
eruo)sy
Naewrwa
[2CcEY )
vy €)so)
rlquIoo)
earg)
MID
epeue)
nzexg
eLysny
elensny
eunuasay
Anuno)



A Specific Focus on Tirkey

164 | Foreign Direct Investment Literature Review

y1TT0y
819°6C1
1LY
TW6'T9
43393
80%°99
wIT
89
(434
978'81
08t'11
01LT
97T
sTesl
€59
SLI'SE
¥S9P1
¥08°€67-
99¢
541
955191
[/ a
SIL'S
TEES
00€°L
886°€1
1€T-
€6CY
LL8'T
88LTH1
96°Ly
€111
L6L
€9TY
YLY'T
8¢
(a3
T69°6¥1
L69°TT
119°8L
WSt
09
161°611
9L0°C
(44114

09L°TTE
97678
wo's
LET'LT
LSO'T-
10099
6¢1-
96€°1
68¢
098°€T
L0y
8911
€8L°1
T€L0T
¥8S°1-
Y9€°T6
€TS8~
891°CS
€TET
12€°T
€€T°60C
196°LT
95H'6
62T°T9
SP8°E
6€TLT
0¢-
¥10'Y
601°T
LST'S91
L99v1
W9r'6
33
L96°6T
€ELL
4%
181°¢
86L°8LT
LOT'TT
€00°L6
1S¥°0C
YEPT
T0L°L
LES'T
120t

9LV 19T
OLT'8L~
LET'E
179°€C
106°€€
T€8E
1861~
8IS
L¥e
116
8LL9
128°C
ISTT
06711~
oS
80S°€LT-
$9T'T
SLY'LYT
898°C
¥9¢
0TL'66
T
Sty
8Y9r-
Sty
[£4m0!
LTy
8Ty
L¥S
015°0$
198°1C
Pp8'S
861
€196
686°C
(438
€EL°T
T2L7€ST
€8L°S
LEV'TY
SE6°TI-
S16'9
91°8
LLT'T
070t

0€9°¢S
SILTL
6T
99791
9TH'LT
6ET'SE
LYT'E
019
£
LYS €T
¥20°CT
110%
vLI'T
¥T6'L
891-
T0°1E
0r9°01
€9L°9LT
9pL'l
€01~
055°2€T
98L°61
069°8
wrre
Tsee
IrI°el
6LY
08T°¢
w9
YLOTST
T8ty
v98°y
€661
¥r8°91
8Tl
LIT
€ST°E
016°9€T
691°11
08¥°LL
1€0°61
€€9°C1
w66
€251
610T

120°621-
£V6'T8
$99°¢
YE8°LT
€T5°LE
0TT'8E
vLOY
18T
16T
TsT61
0T8°SE
YLET
6€T°1
Y1671
9LE
i98qd
S9€8
¥8°1C
0L
L0T
€96 P 1
€781
L80°9
14134
€508
8I+T1
oL
€9€°€
LLY
950°L6
8L6°101
8PP 11
54

£99°€5€

1841

€95 191
8LYYT
¥T9'L
£v0°C
LLOT
060°T1

sT0°01
LSS'L
9C1
069°¢
€6T°8€T
266°¢
6L19L
0r0°61
6L9°01
€186
9ST'T
L10T

1¥¥°50€
L8S°LE
€56°C
0Ly
206°€r
068°6T
YLV
06C
S6
9€6'8
1569
6L8
(4431
6€8°9
961
LOT'€81
091
ore'1-
24
091
£26°5S1
$91°91
6LSP1
$S0°0€
Nrady
LYO'S
LYT'T-
(e
$99°T~
6IL0L
SSLY9
TSTYT
981
ciror
81T
LL
LISY
¥Trotc
9€0°L
81569
106°S~
€TE T~
180°¢~
L8L'T
910T

98V VLT
L7899~
€18y
SYO'ET
LI6 1Y
L89°€T
YrL'S
L9T
9
06€°S
060°LT
018%
8261
ove 1T
8¢
152°9¢T
TL9°01
TI6'1E
LLE
0L
869°8T1
0v9°1T
69601
£PF891
LE6'S
YISL
1€
811°91~
8LST
09L°88
90T°€S
080°91~
81
¥Tr'e
88T
11T
SITY
T6€ VLT
68°LT
L9YLY
Y911~
S16'9
YE6'L
SL8
S10T

8S9°LYE
89€ ST~
189°9
916
£PL9E
666°LT
1L9°L
SLT

6S
1849
LST'6C1
LTE9T
9Ty
(41814
LLOL
989°11
LST
¥$8°€
S10°€
£09°98
SSL'6Y
EPLT
w
6’8
0Z9°1
60T
668°€
ogT°€ct
811°01
€LT°09
19T°¢-
§99-
S9E'€T
126°1
41114

LEG'TTE
£87°0F
9€6°¢
6LT0€
YT Y1
81€°8C
9¥9°9
vic
€1e
€76y
$89°0L
69L
9FET-
9Tt
0€s
06969
65t°ST
6659
(438
(484
SPLGET
0€1°ST
868°¢C
¥91°6C
L¥9°9
S9L'T

£V6°T
S8L-
TIS6€E
$9€°0T
LOET
9IS
w9T°L
120t
(U243
T69°L
1L6°TL
SOSYL
¥9€°LS
8L~
865°ST
Ty
068
€107

£9€°8€€

L86°9T
337
pLI'9
€1€7TT
[
1849
€61
yiscen
T66°L
9LTT
LSSTT
wr's
€568
[Nirar
T08°TL
8L9
881°79
£5PsE
9FSL
¥S0°T
6rEL
Y6L'T
594
909~
£96'79
178°v1
SL8SS
STr's-
090°€T
LS
SSO°T
(41114

1LTSTY
8LS°S6
0€€°T
T16'6T
8YT'SH
8Y9°6C
6CC
002
154
(343
S€9°8Y
LT9°€T
LLY'E
LOOET
789°C
818°¥€
T1€°€T
7506
0SL
19
05S°L01
LLYES
0L
991°1~
€ILL
809°CT
81
v08y
YLLT
200°8L
WP'TS
910°S
SSHT-
8LTTL
8TE
331
0Tr's
1Tr'sy
T8T0T
Pr1°Ts
790°T1
$00°7C
s
8811
110t

YE€€96T
SLO'SY
69%°1
¥9€°0C
£6£°8€
TTT8T
8-
61-
or6
LO6'E
91T’V
¥90°01~
8y1°9
£€99°6C
9IL
€9€°89
09S¥1
T80T
w
0C
9LT9S
LS9°TE
Pr6'L
0S€7T
¥99°C
896°ST
89€°T-
veET'T
8551
€5h°STL
8ST'8t
681°01
L91
89¢€°1
89T°1
6
£8Y°s
¥S6°LS
19°6
12LvE
090°CT
856
€81°81
$96
010C

TST60€E
£66'8T
€661
S0T9T
YEE9T
10v°LT
TEl
1414
06
LLT'T
0Stve
8L8
L§9'€
768°01
100°1~
L9792
198°6
60L°9
5SSy
£9-
669°vL
LLTTT
ISLT
L1992
6¥T'T
89091
8¥T'T
188°1
$S0°C
875°89
TL8°001
L6S'S
SLET
069°¢
056
€01
S0S°€
068°€t
€ETL
099°6€
¥80°01~
8€0°TT
€€6°'T1
CIL
600T

(€207 ‘ADA0) (ZT20Z-S007) 1A pavainQ (v4019 g 91941,

176°0Z€
11t°L61
6¥$°T
SEE0E
0T9L
LES'6T
18L°C
90v°1
(USY
86¥°€
SEL9S
¥69
LEV'E
LOT°9€
¥60°T
SPE'89
iad
LELTT
€19
e
186°LT1
0L8°99
01T'L
T16°81
006°S
S6L0T
05Ty~
€L9°T
€1¥'T
OLE'TL
180°€0T
LTE6
orT°l
T9€°S1
wEY
08
$80°¢
L9
1S1°6
9ET6L
LSY0T
158°8C
9zS°0€
16€°T
800¢

68670
y€6°SEE
901°C
SY8°'8¢
SLY i1
1€8°1C
890°¢
6LS°T
L9
Sel-
(G2 X34
LSE'L
06F'€
09$°€T
€TT'E
169°6S
90L°6
€9€°€L
¥SS
0LE
SYS'EL
S6L°06
S09°8
0s1°1C
SLYY
18T°LT
SOT°01
3344
LYT'S
16€°691
¥99°011
60F'L
¥89°1
670°€T
129°1
LLT
6LT'T
SST'LT
(4534
12949
L90°L
LLO9E
8L0°ST
¥0S°T
L00T

799°T€T
€118
¥26
169°9C
011°901
€96°T1
168°S
6¢£8
£€9
6¢-
0v8°6C
108'%
099°L
19L°81
Riad
YESTL
¥8L'S
€81°L
60€
LT
YrT0S
680°TH
8EV'ST
TEEST
9TLT
YreEYl
S6¥°S
LEVY
LYO'Y
SYLOTT
018°9L
008t
L10'T
80V ¥1
A
0cI
89T°1
T€6°€T
(4144
SIT9Y
0T8T
LIETI
190+
(34
900¢

[US
L¥L9T
979°C
¥98°C
PrLTE
6€€°T-
666°S01

0€8°SY
S6LTY
96T
YOEPT
$90°€
8L6C
¥80°L
YT
LOV'T
86h YL
910°89
9Ty
99
801°€T
61-
S1-
96LY
0€L°€ET
SE1T
0vs'LT
LIST
6€1°TL
L9T'TE-
11€°T
$00T

$)E)S pajuf)
wop3ury payun
aApan,
uIPIMS
uredg

©2.103] Inog
LYY yynog
BIUIAOIS
enjeAolS
eiqery pneg
eissny
[eSnyrog
puejod
KemaoN
pue[EdZ MIN
SPUBLIdDYIIN
0IIXIINl
Sanoquidxny
eruenyry
eiaje
uedep

Aoy

PeIs|
puep.Iy
ersouopuy
erpuy
puepd]
KreSunpy
EREERTS)
Aueurrdg
duery
pueuig
eruo)sy
MIewuq
[IUREY /)

vy €)s0)
elquiojo)
LLitte)

AMUD
epeue)
nzeag
eLysny
erjensny
eunuaIsIy
Anuno)



Simge Ceylan Oral / Umut Ugurln | 165

Although the flow of inward FDI around the world kept increasing
from 2005 to 2008, in 2009 and 2020, a sharp decrease in inward FDI
occurred due to the 2009 global financial crises and the COVID-19
pandemic. However, after the crisis and the pandemic, inward FDI
began to increase at higher rates in developed countries compared
to developing countries due to the lower risk that investments have in
developed countries (Table 1). For the period between 2005 and 2022,
the three countries that led with the total number of inward FDI were the
USA, China, and the United Kingdom (Table 1). As for the European
Union, outward FDI has had positive effects on the competitiveness of
EU firms by increasing productivity. Policymakers had concerns about the
rising level of outward FDI, mainly due to the fact that the investments
of the EU countries were being heavily in foreign investments, which
could depress economic activities in the host countries and decrease the
employment of EU citizens. Additionally, it is claimed that companies in
the EU achieve higher returns from their foreign investments compared
to the returns that investors achieve from their investments in the EU
(Sunesen et al., 2010). That is why a good portion of the EU countries
have higher rates of outward FDI compared to their inward FDI, such
as Germany, Denmark, Sweden, and the Netherlands (Table 1 and 2). To
conclude, it is believed that the reasons for the increase of inward FDI to
developed countries compared to developing countries are due to high
degree of openness, stable economy, high quality of human resources,
cultural similarities, ample infrastructure facilities, and technological
development. This shows that developing countries will remain the leaders
of inward and outward FDI (Cambazoglu and Karaalp, 2013). Outward
FDI is when the residents of the host country invest in foreign countries;
this includes reinvested earnings and intracompany loans, repayment of
loans, and net receipts from the repatriation of capital. As it can be seen
in Table 2, developed countries lead in outward FDIs because developing
countries are the ones that are usually the recipients of FDI and are looking
to invest in their home countries rather than foreign countries (Kim,
2000). The countries with the highest outward FDI are the USA, China,
and the United Kingdom; similarly, those countries also lead in inward
FDI. In Tables 1 and 2, negative figures of FDI inflows indicate that the
foreign investments that are coming into the host country are less than the
foreign investments that are leaving the host country. Negative FDI net
outflow figures mean that the foreign investments of the country bring in
negative returns.
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5.2. Inward and outward FDI in Turkey

The development of the Turkish economy should be divided into two
time periods, which are pre-1980 and post-1980 (Karluk, 2001). During
the beginning of the Turkish Republic, to decrease the dependency of
the Turkish economy on foreign investments and to further improve the
newly established country, customs tarift rates were raised. Between the
periods of 1923 and 1950, the inward FDI in the Turkish economy was
negligible because of the nationalisation of foreign companies that were
given incentives. Although Turkey was not against FDI inflows, the country
did not apply policies to incentivise or motivate FDI inflows until 1954
(Yavan, 2006). When the new law was introduced in 1954 (No. 6224) on
“Encouragement of Foreign Capital”, foreign investors became willing to
participate in activities that produced goods and services with the condition
that no monopoly or special privileges could be present (Ercakar and
Karsgol, 2011).

In 1979, after the oil crisis, the Turkish economy went through
challenging obstacles, and to solve such circumstances, radical decisions
were put in place. In 1980, new economic policies were introduced, known
as the “24™ of January Decisions”, The newly introduced policies were
designed to address the obstacles that Turkey experienced during the 1970s.
The fundamental goal of those policies was to guarantee that the Turkish
economy operates in accordance with free market principles and to integrate
the Turkish economy into the global economy. Based on this, the import
regime was liberalised, exports were given aid, and to make Turkish exports
more competitive, currency rates were permitted to decline in real terms,
which led to the growth of exports into the country (CBRT, 2002). Turkey’s
economic policy changed from a country that depends on imports, to a
country that aims to grow its export sector, which liberated the financial
markets and gave more importance to foreign trade. Within the scope of
these decisions, the “Directorate of Foreign Capital” was established under
the Prime Minister and was regulated by the State Planning Organisation
(DPT, 2000). Consequently, the January 24, 1980, decisions started a
new era for the Turkish economy. Additionally, after the adoption of Law
No. 6224, which reduced concerns about foreign capital and economic
liberalisation policies in the 1980s, Turkey has become known for its liberal
legislation (DPT, 2000). Due to those regulations, FDI inflows increased
from 1980 to 1984. However, FDI inflows to Turkey were not sufficient to
actualize regulations. In 1984-2003, FDI began to decrease in Turkey, and
then after 2003, FDI began to increase again, which can be seen in Table 1.
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The main cause of this increase was the introduction of the “Direct Foreign
Investments Law,” No. 4875.

Law 6224 was not able to keep up with the demands of foreign
investors. Because of the need for a new FDI law to incentivise foreign
investors to invest in Turkey, “Direct Foreign Investment Law” No. 4875
was implemented in 2003 (Yilmaz, 2006). “The primary reason for this
law is to protect the rights of foreign investors, regulate the principles to
encourage FDISs, establish a notification-based system for FDIs rather than
doing screening and approval, define investment and investor in line with
international standards, and increase inward FDIs by implementing new
policies” (ISPAT, 2012). After Law No. 4875, FDI inflow into Turkey
kept increasing in annual basis until 2008, when the global financial crisis
occurred and FDI inflows into Turkey decreased significantly (Table 1). After
this period, extensive liquidity operations by the Turkish Central Bank and
large-scale government interventions led to the economy recovering faster
than anticipated. Moreover, the global economy began to recover from the
crisis, and this improved global risk perceptions (TCMB, 2010). As a result
of the positive developments in the Turkish economy, FDI increased by
55% from 2009 to 2010 (Table 1). Moreover, in 2010, Standard & Poor’s
(S&P) increased Turkey’s credit rating to BB+ for local currency and BB
for foreign currency (TCMB, 2010). Turkey’s contribution to international
FDI outflows seems to be insignificant. The Turkish business sector is less
competitive than those in industrialised nations for this reason. It should
also be highlighted that developed countries have the highest percentage of
outward FDI (Table 2).

6. Conclusions

This paper explores the literature on foreign direct investment globally,
with a specific focus on Turkey. Emerging economies and developed
economies have been focusing on methods to increase the flow of FDI into
the country due to its multiple benefits. FDIs are categorised into four types:
mergers and acquisitions, horizontal FDI, vertical FDI, and greenfield FDI.
As for the determinants of FDI, multiple scholars have examined this topic
by using multiple variables such as GDP, market growth, market structure,
market size, labour productivity, labour cost, wages, human resources,
trade restrictions, FX rates, inflation, cultural factors, tariffs, growth rate,
openness, political stability, transport and communication costs, investment
tax, and incentives.
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Numerous studies show the benefits of FDI for host countries, which
are a strong balance of payments, economic growth, employment and wage
growth, productivity growth, technological advancement, and lower poverty.
Conversely, FDI does have negative effects on the host country, which are
cultural changes, technological dependency, intervention in national issues,
reduction of tax revenues, balance of payment issues, and environmental
pollution (Mucuk, 2011).

There are considerable number of studies about the determinants of FDI
inflows in Turkey, but very few researchers have studied the effects of FDI on
the Turkish economy. Examining the effects of FDI in Turkey would be an
interesting research topic. Globally, further research can be made about the
relationship between FDI and financial ratios.
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