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ABSTRACT

The geographic location of Turkey, CU member of EU, and increasing market attractiveness
provide the window of opportunities for FDI, but FDI has been relatively low in Turkey. The
present research aims to analyses the aspects behind the investment of Swedish firms in Turkey,
and to outline the main benefits offered by the Turkish market. Data for the analysis was
collected from 22% responding organizations/subsidiaries ‘sweeping’ across different industries
based in Sweden obtained from the Swedish Trade Council Combined with cross sectional
secondary sources The copy of the questionnaire administered is appended to this report. The
findings indicate that firm scale is immaterial as an investment determinant but research and
development, international experience, and Turkey itself as a market, geographical location, cost
of labor and possession of a skilled workforce are relevant. Market entry with external support
and the gradual positive change of business and economic environment in Turkey make the
country increasingly more attractive for FDI. But it was observed that cultural differences do not
assume much importance.

In sum, it can be concluded that Turkey can provide real advantages for Sweden FDI, such as a
location advantage, market advantage, cost advantage and new venture advantage as a result of
change in the Turkish economy.

KEYWORDS: Foreign Investment in Turkey, Juridical Infrastructure, Legal Framework for
Foreign Investors, Turkey Investment Law, Foreign Investment Policies, Investor Protection in
Turkey, Turkey Economic Environment, Foreign Direct Investment (FDI) Regulations, Legal
Challenges for Foreign Investors, Turkey Business Law, Investment, Incentives in Turkey

INTRODUCTION

Being a phenomenon that has risen to significance in the age of globalization, FDI is today
considered as one of the most central determinants of a country’s economy. Of all the emerging
economies Turkey has taken precedence as a preferred jurisdiction for inward investment due to
its advantageous location at the crossroads of Europe and Asia. This strategic position together
with turkey customs union with the European union makes it easy and strategically for firms
interested in expanding in different markets to access it. It also increasingly presents investors
willing to unlock new opportunities eager for a young and vibrant market. While Turkey can be
cogently argued to lack robust appeal in terms of FDI, recent trends have shown a slightly



improving trend on the same fronts. This is due to factors like lower competitive labour costs,
and a better business environment that is helping to build a stronger investment climate. Further,
the Turkish government has gone a step further, embarking on measures such as endeavors that
seek to reduce bureaucracy and provide several incentives to foreign companies. The legal
reforms shown above indicate Turkey’s transition to a regime that is liberal for investments,
though it exposes the importance of understanding the legal structures regarding the foreign
investors.

The purpose of this particular work is to identify the most important factors, that led to the
increased importance of Turkey as the foreign investment destination. This is why we aim to
show Turkey at this global investment hub through analyzing such factors as the position in the
global economy, the accessibility to the markets and the infrastructure for FDI. From this
analysis we can indeed learn valuable lessons about the actual climate for investment in Turkey
which will be helpful for both nominative and real leaders of policy, as well as being useful for
other potential foreign investors; that juridical structure is indeed a key component of
investment.

What Is a Foreign Direct Investment (FDI)?

The term foreign direct investment (FDI) refers to an ownership stake in a foreign company or
project made by an investor, company, or government from another country. FDI is generally
used to describe a business decision to acquire a substantial stake in a foreign business or to buy
it outright to expand operations to a new region. The term is usually not used to describe a stock
investment in a foreign company alone. FDI is a key element in international economic
integration because it creates stable and long-lasting links between economies.

Important things to know about FDI

e A foreign direct investment (FDI) is a substantial, lasting investment made by a
company or government into a foreign concern.

o FDI investors typically take controlling positions in domestic firms or joint ventures and
are actively involved in their management.

e The investment may involve acquiring a source of materials, expanding a company’s
footprint, or developing a multinational presence.

e The top recipients of FDI over the past several years have been the United States and
China.

e The U.S. and other OECD countries are top contributors to FDI beyond their borders.

FDI involves the direct investment by companies or governments into foreign firms or projects.
This accounts for trillions in cash flows around the world, with the U.S. and China leading in
the FDI inflow statistics. For smaller and developing countries, FDI funds can be a substantial
part of overall GDP. Foreign portfolio investment (FPI) is related to FDI but instead involves
owning the securities issued by firms, such as stock in foreign companies, rather than direct
capital investments.

Types of Foreign Direct Investment


https://www.investopedia.com/terms/f/foreign-portfolio-investment-fpi.asp

Foreign direct investments are commonly categorized as horizontal, vertical, or conglomerate

e With a horizontal FDI, a company establishes the same type of business operation in a
foreign country as it operates in its home country. A U.S.-based cellphone provider
buying a chain of phone stores in China is an example.

e Ina vertical FDI, a business acquires a complementary business in another country. For
example, a U.S. manufacturer might acquire an interest in a foreign company that
supplies it with the raw materials it needs.

e In a conglomerate FDI, a company invests in a foreign business that is unrelated to its
core business. Because the investing company has no prior experience in the foreign
company’s area of expertise, this often takes the form of'a joint venture.

How Does Foreign Direct Investment (FDI) Work?

As noted above, foreign direct investment is a stake in a company or project by a foreign entity.
Companies or governments considering an FDI generally consider target firms or projects in
open economies that offer a skilled workforce and above-average growth prospects for the
investor. Light government regulation also tends to be prized.

FDI frequently goes beyond mere capital investment. It may also include the provision of
management, technology, and equipment. A key feature of FDI is that it establishes effective
control of the foreign business or at least substantial influence over its decision-making.

What Is the Difference Between Foreign Direct Investment and Foreign Portfolio
Investment?

Foreign portfolio investment is the addition of international assets to the portfolio of a company,
an institutional investor such as a pension fund, or an individual investor. It is a form of
portfolio diversification, achieved by purchasing the stocks or bonds of a foreign company.
Foreign direct investment instead requires a substantial and direct investment in, or the outright
acquisition of, a company based in another country, and not just their securities.

FDI is generally a larger commitment, made to enhance the growth of a company. But both FPI
and FDI are generally welcome, particularly in emerging nations. Notably, FDI involves a
greater responsibility to meet the regulations of the country that hosts the company receiving
the investment.

What Are the Advantages and Disadvantages of Foreign Direct Investment?

FDI can foster and maintain economic growth, in both the recipient country and the country
making the investment. On one hand, developing countries have encouraged FDI as a means of
financing the construction of new infrastructure and the creation of jobs for their local workers.
On the other hand, multinational companies benefit from FDI as a means of expanding their
footprints into international markets. A disadvantage of FDI, however, is that it involves the
regulation and oversight of multiple governments, leading to a higher level of political risk.
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Significance of Turkey as a Growing Hub for Foreign Investment

Investing in Turkey is a strategic plan since the country lies at the meeting point of Europe, Asia,
and the Middle East. This geographical advantage allows Turkey to reach different markets. The
country still boasts a vibrant economy; its doors are open for investors in sectors that range from
manufacturing to technology and tourism.

Being a developing economy, Turkey has made efforts to streamline policies for doing business
that have a positive effect on investors. Furthermore, Turkey is a comparatively young nation
with a large consumptive market and with advanced infrastructures that can easily facilitate the
operations of different business ventures. In conclusion, by the criteria of location, economic
diversification and policies Turkey is a constantly emerging country for foreign investment.

The Laws and Regulations Applicable to Investors in Turkey

e Foreign Direct Investment (FDI) Law: This law intends to define legal conditions for
foreign investors’ clear and stable environment that determines the rights and
responsibilities of foreign companies in Turkey. The political operation of the business
environment permits full foreign control of most industries.

e Investment Incentives: To encourage overseas investors, the Turkey government provides
certain packages, among which are tax reliefs, free customs zones, and grant funds for
particular fields. These incentives are intended to boost foreign investors' efficiency.

e Company Law: The subsystems of the company law of Turkey consist of the Turkish
Commercial Code that governs the formation and operation of companies in the country
with procedures for registration and reporting duties that encapsulate those of local and
foreign investors as well.

o Intellectual Property Laws: Turkey has legislation on human rights, including trademarks,
patents, and copyrights to guarantee investors shield their new inventions and brand
images.

e Labor Laws: The source of Turkish employment relations regulation is the Law on
Working Relationships Number 6356, covering; employees’ employment, rights and
protections, safety and health provisions, and termination of working relationships. These
regulations come in handy when hiring employees from the foreign nation of interest to
investors.

o Tax Regulations: Foreign interests bear different taxes that include corporate tax, value-
added tax (VAT), and other local taxes that may be in force. Knowing these regulations is
important to to firm’s business and financial planning to avoid conflicts with the
regulations.

e Environmental Regulations: Businessmen are bound by environmental standards which
prescribe activities in the affairs of the environment, specifications, and reports needed
for projects that have an influence on the environment.

Common legal challenges foreign investors may face include:

« Bureaucratic delays: Slow government processes that can hold up business operations.
» Legal disputes: Conflicts that can arise over contracts or agreements.



» Property rights: Issues related to owning or using land and buildings.
Turkey’s efforts to reform its legal system to attract more investors

Legislative reforms

o Foreign Direct Investment Law (FDIL): This law was enacted in 2003 whose major
objectives are to eliminate restrictions to undertaking business operations and also
provide for equal treatment of local and overseas investors.

e Investment Incentives: Over the years, the government of Turkey has offered incentives
for FDI in the country including; tax incentives, customs incentives as well as financial
incentives for target sectors. Such incentives are provided in the Law on Supporting
Investments.

In this process, they need to simplify the bureaucratic procedures

e One-Stop-Shop Services: Creation of an Investment and Promotion Agency reporting to
the Ministry of Presidency of Turkish Republic to provide investors with easy means of
acquiring permits and approvals required hindrances eliminated.

o E-Government Initiatives: For instance, the recent replacement of physical registration
and licensing services through agency-specific online portal among business entities
simplifies the processes that foreign investors need to consider.

Judicial Reforms

e Enhancing Judicial Efficiency: Initiatives aimed at enhancing the effectiveness and
effectiveness of the judiciary including consideration of the adoption of ADR measures
as contractual disputes.

o Strengthening Property Rights: Changes in the standards meant to extend rights to
property and contracts to improve investors’ trust in the legal framework.

International Cooperation and Treaties

« Bilateral Investment Treaties (BITs): In accordance with the aims of the codes Turkey
has entered into many BITs with different countries that give the foreign investors certain
guarantees on non-arbitrary treatment and also establish procedures for the settlement of
investments disputes.

e Membership in International Organizations: Needless to say, the fact that Turkey is
member of the OECD and WTO is a valuable evidence of an endeavor to align
investment regulation with best practices in the world.

Public Awareness

e Involves the act of making the public become aware of a particular social issue while
public education is the process of enlightening the public on a social issue so that they are
able to change their behavior.



e Investment Promotion Campaigns: Campaigns targeting the enforcement of investment
promotion and the increase of FDI and its competitiveness through success stories of
investors and key developed sectors.

e Training Programs for Investors: Targeted training sessions that are focused at preparing
individuals, who would be interested in investing in the Turkish legal solutions.

Literature Review

To support the development of this base knowledge, comprehensive bibliographic research was
performed on articles, government reports, and policy papers to assess the current state of
investment climate in Turkey. This literature includes research works that focus on analyzing
FDI flows; liberalization measures; and the regulatory regime within host nations. To ensure
relevancy, and credibility and increase the knowledge base on FDI in Turkey, sources were
selected.

Legal Framework Analysis

The legal and regulatory environments for FDI in Turkey were reviewed in this study
systematically. Some of these laws include the foreign direct investment law and law on
supporting investment and more still were reviewed in effort to determine what they mean for
foreign investors. Furthermore, relevant treaties and bilateral investment treaties were studied to
assess how they offer protection to overseas investment and maintain favourable investment
climate.

Focus Group Discussion with Key People

Nine in-depth, semi-structured interviews were carried out with policymakers, legal
professionals, and actors in Turkey as well as foreign investors interested in doing business in the
country. Such interviews were used with the aim of getting information more related to empirical
experiences and possible features of functioning encountered by the foreign investors. The
sample interview questions were developed in relation to the participant’s experience in the
Turkey investment climate, their satisfaction with the legal structure and what they believe could
be done to enhance the investment climate.

Data Analysis

Interviews conducted were transcribed, and the data analyzed using thematic analysis. Different
areas and aspects of the legal framework, attractiveness of investment promotion offers,
administrative procedures and opinions of the business environment were analyzed within key
themes. Through this form of analysis some factors within the context of Turkey became clear
namely; The structure of investments; and The role of juridical structures in the decision making
of investors.



Case Studies

To supplement the data collected qualitatively, analysis of successful foreign investments in
Turkey was provided through case studies. These case studies provided examples of best
performing foreign firms with regard to how they adapted to the legal and regulatory systems, as
well as some of the success factors.

Ethical Considerations

The study was conducted guided strictly by ethical consideration. Prior to the interviews,
participants in the study were explained the rationale behind the study and whereupon they
agreed to make the interviews. To preserve the participants’ identity, summary of the findings
was conducted such that identifying information was removed where feasible.

RESULTS

The analysis of Swedish firms' investment decisions in Turkey reveals several critical factors
shaping the foreign direct investment (FDI) landscape. Based on the 22% response rate from
Swedish subsidiaries in Turkey, it became evident that the firm's size did not significantly
influence the investment decision. Instead, companies with robust research and development
(R&D) activities and extensive international experience were more inclined to invest in Turkey.
These firms recognized the country’s strategic geographic location and market potential as key
motivators for investment. Turkey's labor costs and availability of a highly skilled workforce
emerged as strong location-specific advantages. The low cost of labor compared to Sweden, in
combination with the accessible talent pool, contributed to Sweden’s FDI interest. Respondents
also cited Turkey’s geographic location as a major benefit, providing access to both European
and Asian markets.

The research further demonstrated that while infrastructure in Turkey plays a role in shaping
investment decisions, it is not a decisive factor. Similarly, the study found that external support
from governmental and non-governmental bodies significantly facilitated market entry for
Swedish firms. However, cultural differences between Turkey and Sweden were deemed
irrelevant in terms of affecting the decision-making process. The evolving economic and
business climate in Turkey positively influenced investment decisions. Improvements in
regulatory policies and Turkey’s efforts to foster a more business-friendly environment,
particularly in reducing bureaucratic delays, were recognized as key developments. Although
concerns about political instability were noted, the general consensus among respondents was
that Turkey remains a promising and dynamic destination for FDI.

In summary, Turkey offers Swedish firms multiple advantages, including strategic location, cost-
effective labor, and long-term market potential, making it an increasingly attractive hub for
foreign investments. However, ongoing improvements in infrastructure and economic reforms
will further enhance Turkey’s appeal as a global investment destination.



Furthermore, emerging changes in the economic and business environment in Turkey had a
positive effect on investments. Turkey’s progress in changing the regulatory policies and its
endeavors to provide a better environment for doing business, namely fewer bureaucratic hurdles
were identified as the improvements. While their sources observed some political uncertainties,
most of the respondents’ interviews suggested that Turkey is still an attractive and growing
market for FDI.

Thus, the multifaceted, Turkey has offered multiple opportunities and benefits to Swedish firms
on issues such as location accessibility, cheap labor, and a favorable and sustainable long-term
market. But, infrastructural developments and continuously changing economic policies will add
greater charm to Turkey to make it a favorite investors’ hotspot.

DISCUSSION

This paper contributes to the understanding of the legal framework and antecedent factors of
foreign direct investment (FDI) to Turkey based on the explanation of Swedish investments. The
findings support the fact that the geographic location of Turkey, its labor force, and the changing
legal environment are valuable factors influencing FDI flows. It is to these factors that this
discussion shall then turn to elaboration and comparison with the existing literature on FDI and
other emerging markets.

1. Location and Market Opportunity

As outlined in the conclusion, the geographic position of the country at the intersection of
EUROPE, ASIA, and THE MIDDLE EAST continues to be among its main strengths as
highlighted in the results above. This view supports other works done on FDI where the author
noted geographic accessibility as one of the major parameters of international business seeking
by MNCs to new locations. As Turkey opens up European and Asian markets to Swedish firms
and provides a transit point between the two zones, it emerges as a more robust market for
overseas investors than some of the other growing world economies.

This locational advantage is further boosted by the fact Turkey has a customs union with the
European Union through which Swedish investors can have access to the EU's large market
without paying for tariffs. Yet, it is clearly seen that the geographic advantage, although the key
and an important competitive advantage in its own right, still lacks something. The changes are
also gradual at the legal and infrastructure levels in Turkey and provide excellent support for
investment risk reduction and encourage foreign investors.

2. An analysis of the current Labor Market and Cost Efficiency

Turkey cost cost-efficient labor market is one of the significant observations that have been
derived from this study. The relatively low cost of labour together with a highly skilled input
makes up a central factor in the decisions to invest made by Swedish companies. This has a close
correlation with the flow of FDI based on cost advantages most especially in labour-intensive
industries. This makes the Turkish location attractive for Swedish investors not only regarding



the geographical location of the country but also in the light of availability of human capital for
intended operations.

However, the study also finds that there is still potential for Turkey to spin further its competitive
advantage in terms of workforce training and education. While Turkey has a pool of qualified
labor, enhanced technical and managerial capabilities could entice even more hi-tech and R&D-
centric FDI with the right government policies.

3. This paper focuses on the following sub-themes & Legal and Regulatory Framework

This finding emphasizes a need to understand the impact of a sound juridical structure as one of
the key factors affecting FDI decisions. Various Turkish government reforms such as measures
to reduce bureaucratic formalities and financial incentives to investors have been successful in
creating an environment that attracts more investors. The Foreign Direct Investment Law was
passed in the year 2003 and is accompanied by incentives to highlight Turkey’s intention to open
up the market for foreign investors.

Nevertheless, the threats include bureaucratic delays and certain legal issues, as pointed out by
the participants in this study. The government has been emptying the bureaucratic burden, but a
few others complained about the effectiveness of certain processes. This would indicate that
Turkey’s business or legal environment continues to liberalize but it remains to be seen if
property rights and contract rights can be further improved.

However, an unexpected finding was that there were no substantial cultural differences that
could impede Swedish firms. In contrast with other works that appeared to regard cultural
variables as forming important determinants of FDI, this study revealed that cultural factors can
be precluded. It is attributed to the fact that Swedish firms that operate internationally are
professional and flexible or Turkey possesses a relatively internationalized business
environment.

4. Forums- Investment Climate & Economic Reforms

Turkey’s efforts to make structural changes in its economic policies to improve the business
environment have begun paying off. About the positive changes in Turkey’s economy the
respondents agreed and noted the action of incentives provided by the government and the
meeting of the legal framework of Turkey with the international standards. This view is in
concordance with global FDI flows, whereby nations that strive to enhance efforts to improve the
business environment receive greater and stable FDI.

However, political stability is still a possible source of risk for countries in the euro area.
Investors have a favorable perception of the market outlook in Turkey but may be discouraged
by political risks. For Turkey to put development on a firmer foundation and strengthen its
emerging image as an international investment center, Turkish authorities should persistently
ensure political stability in the country and protect the economic liberalization measures that
have underpinned the recent FDI surge.



5. Comparative Advantage and Possible Expectations

In this regard, a competitive advantage of Turkey over other EMs is based on its geopolitical,
economic, and legal conditions, which are explored in the following sections. This is especially
true for Swedish firms aspiring to achieve long-term growth because of the country's cost-
competitive, infrastructure, development, and ever-changing juridical framework. Nonetheless,
to sustain and further the positive trend, improvements in regulatory efficiency as well as
strengthening of investors’ protection requirements and implementation persist.

With regard to the further attraction of HI, Turkey’s performance will critically depend on its
readiness to sustain a stable and legally predictable setting. Improving the clarity and
predictability of its regulatory setting will also be a boost to investor confidence particularly in
the area of technology and Innovation which is well developed in Sweden.

CONCLUSION

Thus, analysing the legal framework concerning the FDI in Turkey and especially from the
viewpoint of Swedish corporations, this research points to the need for Turkey being viewed as a
competitive venue for FDI. With regard to its geographic and labor costs, it has emerged as a
preferred destination among emerging markets of the world. The legal changes that are enacted
by the Turkish Government such as the FDI act and other investment incentives have enhanced
the ability of doing businesses and invested attraction more interest of foreign investors.

However, challenges remain. While there have been significant advances in changes of the
regulatory climate, inefficiencies of bureaucracy and legal ambiguity remain possible causeways
to hinder constant influx of foreign investment. Another important issue, political stability could
also influence the environment in Turkey as the long-term perspective investment destination.
These problems, particularly those relating to property rights, contractual rights and
administrative procedures will require attention if further FDI expansion is to be sustained.

When compared with other EM economies, Turkey has particular strengths in terms of locational
endowment, skilled labour and the enhancements in juridical arena which can stimulate the
interest for Swedish firms. To build on these assets Turkey needs to maintain legal reforms and
upgrade the shareholder’s protection services to provide predictable and predictable climate for
the foreign investment.

In conclusion, this paper has shown that the overall outlook for Turkey as an attractive country
for overseas investment will remain positive. These changes make the country more and more
suitable to absorb various and high added value investments especially from countries with high
technology such as Sweden. Sustaining the above trend is key important in the development of
Turkey to further enhance its role a strategic investment destination in the global new economy.
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