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INTRODUCTION
Foreign direct investment (FDI) has many 
advantages, the most significant of which 
include the following: 
providing employment and job 
opportunities, 
application of skills and new technologies, 
transfer of capital, 
increase in productivity, 
enforcement of export, 
spread of domestic firms, and 
acceleration of economic growth in the 
developing countries.



Foreign direct investment has been 
assumed to be the “development motor” of 
developing countries by United Nation 
Commission of Trade and Development 
(UNCTAD, 2004) since the 1990’s and 
thus it has been encouraged to create the 
conditions attracting investment. 



At the beginning of the 1990’s, less than 
20% of the world’s investment capacity 
flowed to developing countries. 

However in the middle of the 1990’s this 
share increased to 40 %.



With policies implemented since the early 
1980s, the Turkish government has aimed 
at developing a free market economy, and 
has replaced the country’s traditional 
inward-oriented import- subsition
policies with an export- oriented 
development strategy. 



As a result of these policies, which were 
made in order to increase the FDI inflows, 
the number of FDI firms increased 29 
times 
However, the increase in FDIs, especially 
in Turkey after 1990 is less than expected 
compared to other developing countries.



According to the findings of 2003, with 0.10%, 
Turkey has a share of 575 million US$ of 
the total foreign investment of 560 billion 
US$

 
in the world . This appears indicates the 

necessity appears to examine and 
understand the characteristics and spatial 
distribution of FDI firms in Turkey, especially 
by focusing on the period after 1990. 



Table. FDI  Flows
 

in the
 

World
 

and
 

Turkey

TURKEY 01.01.1995 01.01.1999 01.01.2000 01.01.2001 01.01.2002 01.01.2003

INWARD 529 783 982 3.266 1.038 575

OUTWARD 24 645 870 497 175 499

WORLD 01.01.1995 01.01.1999 01.01.2000 01.01.2001 01.01.2002 01.01.2003

INWARD 181.704 1.086.750 1.387.953 817.574 678.751 559.576

OUTWARD 203.620 1.092.279 1.186.838 751.501 596.487 612.201

TURKEY/WORLD 01.01.1995 01.01.1999 01.01.2000 01.01.2001 01.01.2002 01.01.2003

INWARD 0,29% 0,07% 0,07% 0,40% 0,15% 0,10%

OUTWARD 0,01% 0,06% 0,07% 0,07% 0,03% 0,08%



Figure 1. Distribution of the dates of foreign capital 
establishments (Istanbul)
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Figure 2. Distribution of the dates of foreign capital 
establishments (Istanbul)
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Istanbul is a metropolitan city in Turkey, 
which attracts the highest level of foreign 
investments. As Table shows, 75.39% of 
Turkey’s total capital investment, and 
63.29% of the total number of firms in 
Turkey are in Istanbul. Also, Istanbul has 
attracted 59.63% of the firms which have 
made investment in industry sector in 
Turkey with 55.22% of this capital, and 
66.35% of the firms making investments in 
the service sector with 92.33% of the 
capital. 



According to the results published by 
YASED, Istanbul held 6174 foreign capital 
investments in 2004. 2.53% of these 
foreign investments were active in 
agriculture, 25.79% in industry, and 
71.69% in the service sector.



Table. Distribution
 

of  FDI Firms
 

and
 

enterprises
 

in Turkey
 

and
 Istanbul

TURKEY ISTANBUL

Sectors
number of 
firms % Capital (TL)

number of 
firms % Capital (TL)

Agriculture and
mining 414 4,25 665.993.332 156 2,53 568.566.508

Manufaturing 2670 27,39 11.984.318.626 1592 25,80 6.617.977.382

Service 6665 68,37 13.717.103.864 4422 71,67 12.692.717.617

TOTAL 9749 100,00 26.367.415.822 6170 100,00 19.879.261.507



FDI has become a leading force in the 
formation of the metropolitan structure, 
especially after 1990 in Istanbul. 
However, there is a lack of empirical 
studies on intra-metropolitan FDI locations. 
It is still not clear how FDI firms are 
distributed in the Istanbul metropolitan 
area and how location-specific factors or 
attributes affect decisions by foreign 
investors on their intra-metropolitan FDI 
location. 



Literature
 

review
Most of the FDI literature analyzes the 
determinants of the decision on where to locate in 
terms of the national and regional characteristics. 
The first studies on the spatial determinants of 
FDI focused on the North American situation.

Previous studies that have analyzed the 
choice of host countries by multinational 
companies (MNCs) have identified a number of 
factors as important determinants in the MNC 
selecting the host countries. 



The main determinants of FDI location at 
the national level suggest the following 
categories: size of country, higher GNP 
growth rate, market access factors and 
market potential effects, manufacturing 
productivity, labor costs, unemployment rate, 
the extent of the unionization of the 
workforce, geographical proximity to the 
host countries, government policies towards 
foreign investment, and the locational 
advantages, infrastructure and technological 
capability of the host country . 



Country differences may be important 
determinants of where MNCs decide to 
locate their overseas activities. Regional 
distinctions within countries may influence 
the location of the FDIs.
The regional determining factors influence in 
the choice of location within the host country 
by the investor. These factors include: 
clustering, market size and market demand, 
labor market characteristics, the quality and 
capacity of the infrastructure, information 
costs, the existence of a cluster of similar 
firms, and government incentives for foreign 
investment . 



Some empirical analyses have been conducted 
at both city and provincial level in China. At the 
city level, transportation and communication 
infrastructure, market size, and policy 
incentives have been identified as important 
determinants of the location of foreign investors.
Infrastructure, market potential, and labor 
quality were determined to be the positive 
locational effects at  provincial level. 



Studies of the intra-metropolitan patterns of 
FDIs – what types of FDIs are located where –
are fundamental to an understanding of the 
social and spatial transformations of urban 
areas that result from economic globalization.
The results of the studies at the intra-
metropolitan level suggest that the location of 
FDIs can be explained in terms of the economic 
and policy factors which prevail at the locations. 
Wu (1999, 2000) has highlighted the fact that 
government regulation and policy are important 
locational advantages at the intra-metropolitan 
scale.



Distance to the central business district 
(CBD), access to population and labor 
markets, and access to luxury hotels are the 
other important determinants of the intra-
metropolitan location of FDI firms. FDIs
prefer areas with better access to 
comprehensive services, including amenities 
at the worksite (Wu, 1999, 2000). Wu’s 
empirical studies in Shanghai suggest that 
the areas that had better local infrastructure 
and had incentives from the central 
government attracted more FDIs.



According to Wu’s study (2000), the traditional 
location choice factors such as highway 
accessibility, access to major high-ranking hotels, 
the status of the Economic and Technological 
Development Zone, access to railway terminals, 
agglomeration economies, and labor markets are 
effective for the FDI location choice within the 
Guangzou metropolitan area. 
According to another study (Wu and Radbone, 
2005), the intra-urban determinants of FDI 
investment in Shanghai city were set out as 
political investments (especially the presence of 
the regions established in order to attract FDI), the 
density of the economical output and the presence 
of the airport. 



Wu and Radbone (2005) have emphasized that the 
location of  FDIs is sensitive to local factors. Service 
FDIs tend to aggregate in areas that already have a 
high density of service activities, while 
manufacturing FDIs prefer to locate in the central 
government-designated areas where incentives and 
preferential treatment are available. 
However, studies on the spatial models at the intra-
urban level are limited. The priorities in the location 
choice preferences of the FDI firms working in both 
industrial and service sectors in the Istanbul 
metropolitan area have been set forth by a study 
conducted by Berkoz (2005). 



Berkoz (2005) has shown that the most important
factor in site selection, for both industrial and service 
sector firms with foreign capital, in spite of their 
different structures, was their primary needs for 
government support and reliability. Despite this shared 
factor, industrial firms with foreign capital tend to 
prefer areas with first-rate infrastructure, a fine 
location and high accessibility, while service sector 
firms prefer areas with a fine location, high 
accessibility, and buildings in good physical condition. 
Berköz and Eyüboğlu (2005 and 2007) have assessed 
the data related to the characteristics of FDI firms that 
have invested in Istanbul in GIS, and they have also 
determined the spatial distribution of industry and 
service sectors that have invested in Istanbul at intra-
metropolitan level. 



Berkoz and Turk (2007) has investigated how 
FDI firms are distributed at the intra-metropolitan 
level and how locational factors affect the 
decisions of foreign investors when locating 
industrial and service sector FDI firms, using 
Istanbul as a case study. The study was based 
on a sample of 100 companies that were 
surveyed in Istanbul at the end of 2002. 
Locational determinants of foreign investment 
firms in Istanbul were analyzed using factor 
analysis and logistic regression techniques. 



AIM OF THE STUDY

The basic purpose of this article is to examine 
the relationship between the FDI firms in service 
sector and accessibility to various urban facilities 
For this reason, two different types of testing 
have been applied. The first one aims to 
determine whether there is a correlation 
between the process of decision making when 
FDI firms in service sector choose one particular 
area over another (central districts – suburban 
districts) and accessibility distance to different 
urban facilities. And the second one is to test the 
correlation between the size of service FDI firms 
and distance to different urban facilities. 



DATA AND MODEL SPECİFİCATİON
DATA

The FDI  service sector data in the Istanbul 
metropolitan area encompassing the period 
between 1954 and 2003 are used in the model. 
The data resource is the Undersecretariat of the 
Treasury. The Treasury Ministry has collected data 
related to multinational firm activity in Turkey since 
1954. This resource is published every year, which 
gives information related to FDI firms, including the 
origin of the firm, the location of the firm, the sector 
of investment, the value of investment, the firm’s 
initial year, and the share of foreign ownership. The 
other data used in the study are obtained from the 
State Office of Statistics in Turkey. 







MODEL SPECIFICATION

Two different models have been developed within the scope of 
this study. The first model tests whether the following criteria of 
accessibility are influential in location preferences of service 
FDI firms at intra-metropolitan level: 
accessibility distance to the airport, 
accessibility distance to the major gathering areas of the city,
accessibility distance to hotels region, 
accessibility distance to the congress center, 
accessibility distance to highways. 
In the second model, on the other hand, the correlation 
between the size of service FDI firms and all these accessibility 
distances is tested. 



In the first model, the location choice of central 
districts over the suburban ones, which is the 
major location preference of a foreign investor in 
the Istanbul metropolitan area, is tested. To this 
end, binomial logistic regression has been applied. 

Here the dependent variable has either “1” or “0”
value. The value of “1” for the dependent variable 
signifies that an FDI firm has chosen central 
districts, while the value of “0” for the dependent 
variable indicates that an FDI firm has chosen 
suburban districts.



In this model, the following independent variables 
have been determined respectively: accessibility to 
airports, accessibility to the biggest gathering areas of 
the city, accessibility to the congress center of the city, 
accessibility to the hotels region, and accessibility to 
highways. 



In the second model, the size of assets 
belonging to FDI firms in service sector has 
been taken as the dependent variable. However, 
since the firms have high assets values, the “Ln” 
value of these values has been used in the 
model. The independent variables of the first 
model have been used as the independent 
variables of this model. 

The following independent variables have 
been determined respectively for the second 
model: accessibility to airports, accessibility to 
the biggest gathering area of the city, 
accessibility to the congress center of the city, 
accessibility to hotels region, and accessibility to 
highways. 



EMPIRICAL FINDINGS
Descriptive

 
Statistics

In the study, service sector firms that have made investments in
Istanbul have been taken as samples. In Istanbul, there are 
4,426 FDI firms that have operations in the city. 25.1% of these
firms possess a capital rate less than 25%, and 31.7% bear 
26%-50% of the capital rate. Finally, 41.88% of the sample 
firms have 51-100% of the capital rate. 32.5% of the sample 
firms have a capital size of 10,001-100,000 YTL, 20.3% have a 
capital size of 100,001-1,000,000 YTL, and 18.9% have a 
capital size of 1,001- 10,000 YTL. OECD and Middle East 
countries are the country groups that have the biggest share 
among the foreign investments in the service sector in Istanbul 
with 45.5% and 19.3% share rates respectively. When the sub-
sectors of service firms with a capital size above 10,000 YTL 
are examined, it is seen that there are 27 investments in 
Banking and other Finance Services, 17 Insurance companies, 
17 Trade companies, 16 Communication companies, 11 Hotel 
and Accommodation companies, and 10 Investment Finance 
companies. 



Logistic regression results
As it can be seen in Table 3, there is no correlation 
coefficient multicollinearity problem between the 
independent variables. Table 4 demonstrates the 
logistic regression results. The model performs 
reasonably well based on fit statistics (e.g., χ

 
2 , Cox 

& Snell - R^2).
According to the results of logistic regression 

model, all the variables, except the one related to 
hotels region, are statistically meaningful. In other 
words, there is a correlation between the location 
preferences of service sector FDI firms in the Istanbul 
metropolitan area (central areas and suburban areas) 
and accessibility to urban facilities. 









According to the results of logistic regression model, 
service sector FDI firms prefer suburban areas 
rather than central areas in terms of accessibility 
distance to the airports. The reason for this finding is 
that both airports in Istanbul are located in areas far 
away from the central areas of the city. 

The same finding is valid for the accessibility 
distance to highways. In terms of accessibility 
distance to highways, service sector FDI firms prefer 
suburban areas rather than central areas since 
accessibility to highways is provided more easily 
from suburban areas. Whereas there are a lot of 
connection points to highways from suburban areas, 
the number of connections to highways from central 
districts is rather low. 



In Istanbul, the most important gathering area is 
Taksim Square, which is a major focal point where 
underground and public transportation facilities 
intersect. Besides, Taksim Square is surrounded by 
culture buildings and five-star hotels. For this reason, 
accessibility to Taksim Square is important to service 
FDI firms because Istanbul represents a multi- 
centered structure. On the other hand, foreign 
investment firms in service sector do not attach 
importance to the accessibility to Taksim Square as 
the area is not a business center. 

No statistically meaningful correlation has been 
found between accessibility distance to hotels region 
and the location choice of service sector FDI firms. 
However, when the direction of the indicator is 
examined, it could be stated that service sector FDI 
firms show a tendency to prefer central areas in terms 
of accessibility distance to hotels region. 



There is a statistically meaningful 
relationship between accessibility distance 
to the congress area and the location 
preference of service sector FDI firms in 
central areas. 
When the Wald values are examined in 
the logistic regression, it is seen that 
accessibility distance to Taksim Square 
bears the highest Wald value. Accessibility 
to the airports has the other highest values. 



Linear Regression Results
The correlation coefficient values between the 
independent variables are shown in Table 3. As it can 
be followed from Table 3, the correlation coefficients 
between the independent variables indicate that there 
is no multicollinearity problem. Table 5 indicates the 
linear regression results. The model performs 
reasonably well, based on fit statistics (e.g.,R2, F,t).
According to linear regression results, the established 
models is statistically meaningful.
All the independent variables in the model have been 
found statistically meaningful. According to the 
regression results, there is a statistically meaningful 
correlation between the capital assets of service 
sector firms and accessibility. 





There is an inverse proportion between service 
sector FDI firms and accessibility distance to the 
hotels region. In other words, the closer the firms 
are to hotels region, the bigger assets they 
posses. Service sector FDI firms with big 
capitals prefer to be close to hotels region. 
There is a direct proportion between the size of 
assets of service sector FDI firms and 
accessibility to highways. The more the 
accessibility distance is to highways, the bigger 
FDI firms have. 



CONCLUSION
The Istanbul metropolitan area is an essential 

center of focus within the changing world balances in 
the region formed by the Balkans, the Middle East, 
and the Turkic Republics. There are also economical 
potentials in addition to the natural and geopolitical 
location of Istanbul. These are the advantages of 
being a large market, the presence of a qualified and 
cheap workforce, and a dynamic liberal economy. 

Despite this advantageous situation, the political and 
economical instabilities within the country and failure 
to conduct long-term plans concerning the matter of 
foreign investment have caused investments to remain 
lower than expected and develop in the form of 
partnerships with domestic investments. 



Such a situation arises from the inability of 
the foreign investors to take risks. However, the 
contribution of the foreign investment inflows into 
the developing countries to the development of 
the country shall be achieved via increases in 
the amount of production factors and the 
introduction of new technologies.

As is the case within other developing 
countries, the foreign capital instability has been 
distributed within the area and heaped on 
Istanbul, the biggest city throughout the country 
and in Şişli, the new central area.



Such instability has increased more, as the area 
in which the foreign capital would make 
investments was not identified on national, regional, 
and local scales because foreign capital settles in 
the cities with optimal infrastructure and even in the 
districts again with optimal infrastructure for itself. 
The foreign capital firms in Istanbul have chosen 
the new central area where the spatial quality, 
infrastructure, and access-communication 
standards are high for their operations. However, 
spatial transformation in Istanbul, which has been 
occurring since the 1990’s, represent a tendency 
towards peripheral districts. 



In this study, the correlation between 
accessibility distance to the airports, gathering areas, 
congress centers, hotels region, and highways and 
the location preference of service sector FDI firms 
has been tested using two methods. In the first 
method, the correlation between accessibility 
distance and the location preference of service 
sector FDI firms in central areas rather than 
suburban areas has been tested. In the second 
method, the correlation between capital assets of 
service sector FDI firms and accessibility distance 
has been tested.



According to the results of both models, the FDI 
firms in service sector show precision in terms of 
accessibility distance to urban facilities. 

This finding supports the reasons why 
service sector FDI firms are concentrated 
especially in central areas.

Again, there is a connection between capital 
assets and proximity to urban facilities. This 
connection is statistically very strong meaningful. 



Thanks…………
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