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Executive summary
Private investments are one of the prerequisites for growth
Private investments support productivity enhancements, increase output and generate
new jobs in the economy. Private investments are thus one of the fundamental prerequisites for growth. The credit crunch in the EU in the aftermath of the economic and financial crisis therefore threatened investment, consumption and jobs.
In situations with low domestic investments, foreign direct investment (FDI) inflows can
contribute to private investments and may bring new capital into the EU. This will in particular be the case when a multinational company expands its business in the EU or when
a foreign company establishes a foreign affiliate within the EU. In such situations, the
takeover of domestic companies by a multinational company may also help sustain economic activity in the domestic market.
FDI inflows may also have broader economic effects on the EU economy through
knowledge and productivity spillovers. Even when an FDI project reflects merely the
change of ownership from a domestic to a foreign owner, the performance of the company
may improve as new technical, operational and managerial knowledge is transferred to
the company.
Multinational companies generally invest abroad to get access to new markets, ensure
critical input factors or for strategic reasons. FDI inflows to the EU are thus driven by
factors that affect the size and growth of the markets in the EU relative to other countries
as well as regulations and policies that affect the availability of input factors and the overall attractiveness of investment climate in the EU relative to other competing investment
locations.
The financial and economic crisis hit the EU economy hard, and the EU share of global
FDI flows fell from about 50 per cent before the crisis to 20 per cent in 2014. The low
growth prospects in the EU in the coming year make the EU less attractive for multinational companies compared to other investment destinations, such as the BRIC countries.
That calls for action by EU policy makers. New reforms that succeed in improving the
investment climate in the EU will spur FDI inflows and stimulate economic activity in the
EU.
In the first part of the report, we slice up FDI inflows to the EU in different ways to identify the drivers behind the recent trends and dynamics in FDI inflows to the EU:




We examine patterns of global FDI stocks and flows across broad country groupings
to identify some of the developments in the global economy that have affected FDI inflows to the EU (Chapter 1).
We track the origin of FDI inflows to the EU to understand multinational companies’
motives for investing in the EU (Chapter 2).
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We analyse the sectorial patterns of FDI inflows to the EU to identify some of the
strengths of the EU and the factors that can explain the attractiveness of the EU in
these sectors (Chapter 3).

Our analysis shows that FDI flows are driven by global developments and events, and we
find that foreign investors are generally attracted to large and growing markets. These
factors are largely exogenous to EU policy makers, at least in the short and medium term.
However, we also find that FDI inflows respond to a range of country-specific location
factors, firm-specific factors and sector-specific factors that affect the investment climate
and that can be directly affected by policy makers in the short and medium term. These
factors are therefore some of the ingredients in new policy initiatives aimed at improving
the investment climate in the EU and spurring increased FDI inflows into the EU in the
near future.
In the second part of the report, we therefore collect data on some of the main policy
drivers for FDI and score EU and non-EU countries in terms of their FDI attractiveness
and construct a FDI Attractiveness Scoreboard (Chapter 4). Macroeconomic factors such
as the size and growth of the economy are not included in the index as these factors cannot be directly influenced by policy makers in the short and medium term. However, including non-EU countries in the index poses a significant limitation to the availability and
quality of data, e.g. the availability of productivity-adjusted wage costs. This reduces the
ability of the index to explain differences in FDI flows to countries with very different
fundamentals, e.g. differences between recent FDI flows to EU and BRIC countries.
Moreover, while our analysis reveals a statistically significant and positive correlation
between a country’s score on the FDI Attractiveness Scoreboard and its total FDI stock,
based on a simple econometric model, it fails to confirm the significance of the index
against more disaggregated FDI measures (services and manufacturing).
We also select some of the EU countries that have performed well in terms of attracting
FDI and others that appears to have underperformed and use the FDI Attractiveness
Scoreboard to understand some of the political initiatives that have influenced the different performances.
FDI inflows to the EU respond to global developments
The financial and economic crisis hit all countries almost synchronically, and global interdependencies and close trade ties between the countries strengthened the global recession. The crisis caused GDP growth and FDI inflows to fall abruptly in most countries, but
the depth of the crisis and the length of the recovery period have varied across countries.
While the growth in GDP and the FDI stock stagnated in the EU after the crisis, growth in
the US continued to increase at a steady rate, and growth in the BRIC countries even accelerated.
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Investors have historically been attracted to the EU due to its large market size, the high
degree of stability and the skilled labour force (E&Y, 2015). With low capital stocks and
growing demand, the return to investments in the BRIC countries was likely to be higher
than in the EU countries with poor growth prospects and high policy uncertainty after the
crisis (UNCTAD, 2014). In 2014, the BRIC countries thus received a similar share of global FDI flows as the EU (20 per cent).
The fading out of intra-EU FDI and the drop in domestic investments after the economic
and financial crisis made it even more important for the EU to attract FDI from the rest of
the world.
Recent investment policies therefore aim to make the EU more attractive by: 1





Extending and deepening the Single Market
Ensuring open and competitive markets inside and outside Europe
Improving European and national regulation
Expanding and upgrading Europe's infrastructure and its scientific base

This report identifies some of the main policy drivers of FDI inflows into the EU and
helps European policy makers design such investment policies.
Drivers of FDI inflows to the EU from main non-EU countries
Intra-EU FDI accounted for 32 per cent of total FDI inflows to the EU in 2012, the US was
the origin of 27 per cent, and the BRIC countries accounted for only 4 per cent. The remaining non-EU countries accounted for 37 per cent, where Switzerland, Japan, Canada
and Norway are some of the largest investors in this group.
FDI inflows to the EU are to some extent driven by bilateral factors. A common language
(e.g. between the United Kingdom and the US), cultural ties (e.g. between the United
Kingdom and India) and short distances (e.g. between Germany and Switzerland) reduce
the risk and cost of investing in a particular country and will all else equal tend to make
the country more attractive. In addition, not only do large countries attract more FDI but
large cities also tend to attract more FDI. This is so because large cities have the potential
to host attractive industry clusters (e.g. London’s Tech City).
FDI inflows into the EU are also driven by strategic considerations. Investments by Chinese state-owned transnational companies (TNC), for example, usually take place in sectors with national concerns (e.g. the food sector). Finally, some very specific factors may
also influence FDI inflows in certain sectors (e.g. climate or natural resource availability).

1

See http://ec.europa.eu/economy_finance/international/globalisation/fdi/index_en.htm. The European Commission
outlined its approach for the EU's future investment policy in its Communication "Towards a comprehensive European international investment policy" in 2010.
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Drivers of FDI inflows into the EU across sectors
There is a clear tendency for FDI to flow mainly to EU countries with large domestic markets with growing demand and disposable incomes. Within the EU, there is a clear tendency for FDI to flow to the large Member States. The United Kingdom holds almost 36
per cent of the total EU stock of FDI from non-EU countries and Germany holds more
than 12 per cent. This tendency is particularly strong for products with high transportation and/or trade costs (e.g. cars and food products) or services that require local presence (e.g. food services).2
Not all countries with approximately similar size have been equally successful in attracting FDI. Some large EU countries, for example, seem less receptive to FDI than their economic size may indicate (e.g. Germany, France and Italy) while others (e.g. Ireland and
the United Kingdom) have great attraction power. At the same time, some smaller countries perform very well in terms of attracting FDI beyond what their economic size would
imply (e.g. the Netherlands and Romania). This finding suggests that other factors besides the size of the domestic market explains the distribution of FDI flows across EU
countries.
While bilateral factors play a role in explaining differences in FDI intensities, foreign investors also look at other aspects of the investment climate in the different countries
when making their investment decision. FDI respond to country-specific location drivers.
A stable business environment, a light corporate tax regime and support from local investment agencies are some of the general drivers of FDI. Countries with high-quality
infrastructure (both physical and digital) and logistics, for example, also attract more FDI
and in some cases become a platform for export to adjacent countries.
Finally, FDI is driven by sector-specific factors. Low wages, for example, tend to attract
FDI in the labour-intensive sectors (e.g. machinery and automotive) whereas R&D tax
deductions are more often a driver for FDI in the more R&D-intensive sectors (e.g. chemicals and pharmaceuticals). Companies with a need to secure special competences and
skills (e.g. IT engineers or English-speaking labour) will therefore tend to locate in countries with abundance of such skills (e.g. IT and software and business services).
FDI flows to countries with an attractive regulatory environment
The FDI Attractiveness Scoreboard rates the relative FDI attractiveness of 44 countries in
2014 and 2009 measured by 18 key indicators. In the construction of the index, we have
focused on FDI drivers that policy makers can influence in the short to medium term and
that can be integrated into their investment policies and strategies. The selection of individual indicators balances data availability and quality against country and time coverage.
By encompassing both EU and non-EU countries, the index will thus enable EU policy
makers to compare the EU attractiveness relative to investment locations outside the EU

2

This is for example illustrated by the large number of small greenfield investments in some of the large EU countries such as
the United Kingdom, cf. Chapter 3.
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The indicators are grouped under four headings:





Political, regulatory and legal environment
Infrastructure and market access
Knowledge and innovation capacity
Cost competitiveness

Overall, we find that Finland, Ireland and the Netherlands are the most attractive EU
countries for FDI, while Italy, Greece and Croatia are the least attractive. Across all of the
44 countries included in the FDI Attractiveness Scoreboard, Switzerland and Hong Kong
are found to be the most attractive countries, while Brazil, India and Kuwait are found to
be the least attractive. When we look at the four sub-indices, results are more nuanced.
A transparent, stable and effective political, regulatory and legal environment makes it
less risky to invest in the country and reduces the costs of establishing and running a
business. Finland was the EU country with the most attractive political, regulatory and
legal environment in 2014, while Italy had the worst performance.
High-quality infrastructure and good market access integrate the country with the rest of
the world and make the country more attractive for multinational companies that seek to
optimise their supply chain or that are looking for an export platform with good logistics.
The Netherlands received the highest score on infrastructure and market access in 2014
with an environment that facilitates international trade and a high quality of physical and
logistical infrastructure.
Access to a high level of knowledge and innovation capacity in the country, particularly
within the labour force, will attract companies in the R&D-intensive sectors that are dependent of having secure access to highly skilled labour and that benefit from close cooperation with local universities and R&D facilities. Finland was the EU country with the
highest knowledge and innovation capacity in 2014, whereas Greece and a group of Eastern European Member States do not appear so attractive for this type of FDI.
The cost competitiveness of a country is important for most investors and especially for
investors that invest abroad to improve the company’s efficiency (e.g. lower wage or tax
costs). The new Member States (e.g. Bulgaria, Lithuania, Romania and Latvia) do especially well in terms of cost competitiveness, whereas some of the smaller Member States
(e.g. Belgium, Austria and Denmark) perform poorly in terms of cost competitiveness.
This reflects, among others, that high cost competitiveness (e.g. low wages) does not necessarily reflect high productivity (e.g. high labour productivity).
Investment policies and strategies in selected Member States
The United Kingdom and the Netherlands have performed well and attract a larger share
of inward FDI to the EU than their economic weight in the EU would have predicted. The
story behind these countries’ success appear to be quite different.
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The United Kingdom has the natural advantage of having a large domestic market, cultural diversity and being an English speaking country and is a culturally diverse society
with historical ties across the globe. In addition, London is seen as the most attractive
European city and is an attraction factor in itself. Besides these strong fundamental FDI
drivers, the United Kingdom has also established a very attractive investment climate. In
particular, the Government has pursued a strategy of building a strong knowledge and
innovation capacity, which has been a driver for FDI into the food, pharmaceutical and
ICT sectors. The United Kingdom has also taken recent steps to become more costcompetitive by lowering the corporate tax rate.
The ability of the Netherlands to attract FDI is supported by a very attractive investment
climate. In terms of the FDI Attractiveness Scoreboard, the Netherlands is the 5 th most
attractive country out of the 44 countries included in the index and the 3 rd most attractive
country in the EU. Over the years, the Dutch Government has invested in building a very
high quality of both physical and digital infrastructure, which has driven FDI in both
manufacturing and non-financial services, such as software and IT services and transportation. The Netherlands also ranks highly in terms of indicators related to knowledge and
innovation capacity, with a relatively high quality of both the educational system and scientific research institutions.
Some of the large EU Member States, Germany, France and Italy have not performed so
well. These countries have low FDI intensities and account for a considerably lower share
of the EU FDI stock than their economic importance in the EU would have predicted.
Germany has a relatively attractive investment climate and is the 6th most attractive EU
country. Germany succeeded in building well-developed industry clusters, a high quality
of the educational system and a high-quality infrastructure, which make the country attractive for investment projects in especially manufacturing. However, Germany has a
poor cost competitiveness, burdensome regulations and high costs of starting a business.
All else equal, a poor cost competitiveness will tend to make it less attractive to establish a
business in Germany compared for example to some of the countries in Eastern Europe
with low costs (but perhaps also lower productivity) or in the United Kingdom and the
Netherlands with their equally well-developed clusters but attractive business environment.
France ranks only as the 27th most attractive country in the FDI Attractiveness Scoreboard and it the 17th most attractive country in the EU. In fact, France is one of the poorest ranking of the old Member States with only Spain and Italy having a worse performance. As many of the other old Member States, France has a low cost competitiveness,
but political, regulatory and legal environment also pulls France’s attractiveness down, in
particular the perceived regulatory quality and burden of government regulation. France’s
best performance is its knowledge and innovation capacity, but the strength of its university-industry collaboration is relatively weak offering limited knowledge transfer from the
public to the private sector. There is therefore the risk that France gets too little out of its
generous R&D subsidies.
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Italy is the EU country with the least attractive investment climate and the poor political,
legal and regulatory environment is a hindrance to attracting FDI. In spite of the large
domestic market and its advantageous geographic location as a trading hub between Europe and North Africa, Italy thus attracts considerably less FDI than its size would predict. These advantages do, however, show up in a concentration of FDI in the food, textile
and trade sectors. On the positive side, Italy has well-developed industry clusters and a
relatively high quality of physical and logistical infrastructure. In addition, the privatisation of telecommunications and other supplier industries has spurred FDI into Italy during the last decade.
Romania is one of the smallest economies in the EU and the country has so far not succeeded in attracting much FDI. One explanation for this is that the privatisation process
started later in Romania than in other Eastern European countries and that Romania was
under a balance-of-payments financial assistance programme that ended in 2015.3
Another explanation is likely to be Romania’s poor investment climate (Romania is the
32nd most attractive country out of the 44 countries included in the FDI Attractiveness
Scoreboard in 2014 and the 20th most attractive country in the EU). However, Romania is
the 3rd largest of the new Member States and with a population of around 20 million there
is a large domestic market potential in Romania. The main attraction factor in Romania is
its cost competitiveness, and the low wages have been a main driver for the FDI inflows to
the manufacturing sector.

3

European Commission (2013a).
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Chapter 1

EU FDI inflows in a global context
Private investments support productivity enhancements, increase output and generate
new jobs in the economy. The credit crunch in the EU in the aftermath of the economic
and financial crisis therefore threatened investment, consumption, credit and jobs (European Commission, 2013b). Foreign direct investment (FDI) inflows can contribute to
private investments and may in some cases bring new capital into the EU. This will most
likely be the case for greenfield investments.
FDI inflows may also have broader economic effects on the EU economy through
knowledge and productivity spillovers. Even when an FDI project reflects merely the
change of ownership from a domestic to a foreign owner, the performance of the company
may improve as new technical, operational and managerial knowledge is transferred to
the company.
Companies typically invest abroad to get access to new markets, ensure critical input factors or for strategic reasons. FDI inflows to the EU are thus driven by factors that affect
the size and growth of the markets in the EU relative to other countries as well as regulations and policies that affect the availability of input factors and the overall attractiveness
of investment climate in the EU relative to other competing investment locations.
The financial and economic crisis hit the EU economy hard, and the EU share of global
FDI fell from about 50 per cent before the crisis to 20 per cent in 2014. The low growth
prospects in the EU in the near future compared to other investment destinations suggest
that increasing demand and an attractive domestic market are unlikely to be main drivers
for increased FDI inflows to the EU in the coming years.
If the poor performance of the EU in terms of attracting global FDI flows should be reversed, EU policy makers could focus on implementing reforms that improve the investment climate. The focus in this report is to point out drivers of FDI that can be influenced
by policy makers. Not only will reforms of the investment climate spur FDI but EU companies will also find it more attractive to invest in the EU. The resulting increase in private investment will stimulate economic activity in the EU and generate new jobs.

1.1

Investments as a prerequisite for growth

Investments are required in order to sustain economic growth in the EU. Private investments that ensure maintenance and expansion of the capital stock (physical machinery,
equipment etc.) and spur innovations, support productivity enhancements, increase output and generate new jobs in the economy.
Total real investments in the EU as measured by the gross fixed capital formation has
increased at a steady rate since 1970, cf. Figure 1. The crisis marked an end to a period of
above-trend growth of total investments in the EU.
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During the last five years, the EU investment gap has widened. In 2014, total investments
were thus 250 billion EUR lower than the long-term level.

Figure 1 Real gross fixed capital formation in the EU, 1970-2014
Billion EUR
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The linear trend show the average growth rate in EU15 fixed capital formation during the period 19702014. The investment gap is defined as the difference between the value of investments in the EU in
the given year and the linear long-term trend in total investments in the EU and (in EUR billion).
Numbers are in fixed 2010 prices. EU 15 comprises the EU Member States before the expansion in
2004.

Source: Copenhagen Economics based on Eurostat’s AMECO database

When investments are weak, growth will also be weakened and employment will tend to
fall. In the longer run, weak investments translate into lower competitiveness and productivity, which again lead to falling wages and welfare. Low growth and productivity make
investments less attractive, and weak investments can thus place an economy in a negative spiral, where weak investments translate into weakened growth, which weakens investments further.

1.2

Positive and negative impacts of FDI

Total private investments in an economy are composed of investments by domestic and
foreign companies. Investments by foreign companies consist of portfolio investments,
where less than 10 per cent of the voting stock in a local company is acquired by a foreign
investor, and FDI.
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An FDI can take place in three different ways:
1. Reinvested earnings or locally raised capital. This type of investment takes
place when a foreign-owned company that is already located in the country expands its business. This type of FDI expands the capital stock in the country (is
included in the fixed capital formation) and is likely to support job creation and
stimulate further activity in the country.
2. Greenfield or brownfield investments. This type of investment takes place
when a new foreign company establishes itself in the country. A brownfield investment takes place when the company purchases or leases existing production
facilities to launch a new production activity. A greenfield investment takes place
when a new plant is constructed. Both types of investments expand the capital
stock in the economy, but greenfield investments should all else equal be expected
to have a larger positive impact on the domestic economy as the construction
phase will have a short-term positive impact on the economic activity in the economy.
3. Mergers and acquisitions. Mergers and acquisitions (M&As) take place when
a foreign company acquires more than 10 per cent of the voting stock in a domestic company. M&As may help sustain existing economic activity in the economy,
but this type of FDI does not expand the capital stock in the economy.
While data on greenfield investments have been analysed by the European Commission,
data on brownfield investments are not as easily accessible. The analysis in this report will
therefore be based on data on overall FDI stocks and flows as well as greenfield investments and M&As. It should be kept in mind, however, that the quality of FDI data is generally rather low, which makes it difficult to draw firm conclusions based on statistical
data alone. For more details on the different sources of FDI data, see Appendix A.
On the positive side of FDI
By expanding the capital stock, the first two types of FDI support job creation and growth
through both direct, indirect and induced effects on the domestic economy. The direct
effects are related to the economic activities in the foreign-owned companies itself. Indirect effects arise when the foreign-owned companies purchase inputs for production from
local suppliers, e.g. intermediate goods or business services. Induced effects arise because
increased economic activity in the foreign-owned company and its suppliers translates
into increased private consumption that stimulates further economic activity.
Fixed capital investments by domestic companies have similar effects, but FDI may sometimes be associated with some additional broader productivity-enhancing economic impacts that are longer lasting and more dynamic in nature than the direct, indirect and
induced effects.
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Firstly, foreign companies in many cases hold technical, operational and managerial
knowledge, which allows them to establish themselves in markets across the world and
compete successfully against local firms.4 Local companies can benefit from this
knowledge when they hire former employees from a multinational company, and when
they sell their goods and services to that company. 5
Secondly, when large multinational companies enter a local market and purchase their
inputs locally, they increase the size of the local market. A larger market may allow some
of the existing suppliers to benefit from economies of scale, attract new suppliers and
spur competition (Markusen and Venables, 1999).6 With intensified competition, the
more productive suppliers will gain market share at the expense of less productive companies (Aitken et al., 1999). This process increases the overall level of productivity in the
country.
Thirdly, new foreign investments may pave the way for even more FDI:






By raising wages and living standards in the domestic economy, a large stock of FDI
makes it more attractive for other foreign investors to establish themselves in the
country in order to serve the local market.
By increasing the size of the local market and enabling local suppliers to benefit from
economies of scale, foreign multinational companies can lower the unit costs of inputs
and improve the attractiveness of the country as a location for other foreign companies that use the same production factors.
By facilitating knowledge spillovers and raising the productivity of the domestic work
force, multinational companies send signals to other foreign companies and make it
easier to for the country to attract new foreign investors.

Although M&As do not expand the capital stock, the change of ownership may still be
associated with positive spillovers. Cross-border M&As are, for example, in some cases
associated with subsequent improvements in the governance, valuation and productivity
of the target firms’ local rivals (IMF, 2013). It is important to keep in mind that there is
no guarantee that these spillovers will materialise. The size of such spillovers will depend
on a range of factors such as the strategy of foreign parent company and its subsidiaries,
absorptive capacity of the domestic firms, technological gap between foreign entrants and
domestic firms, sector, time, institutional factors of the host country (education level, IPR
enforcement, RD spending, business environment), location, level of development etc. In
4

5

6

Such assets are typically referred to as ‘knowledge capital’, which includes factors such as superior production processes,
technology, management techniques or marketing and advertisement campaigns (Markusen, 1995).
On this type of knowledge spillover see, among others Fosfuri, Motta and Rønde (2001), Malchow-Møller et al. (2013), Görg
and Strobl (2005) and Görg (2007). For some recent empirical studies of spillovers see, among others, Havranek and Irsova
(2011), Monastiriotis (2014) and Du et al. (2011).
Görg and Strobl (2002) and Barrios et al. (2005) find that the entry rate of Irish firms into an industry is positively related
to the presence of MNEs in that industry, indicating that the presence of MNEs encourage domestic entrepreneurs to set up
new firms, either in supplying or final goods industries (see also Görg, 2007). A study conducted by (Barry, 2008), on the
emergence of the Irish indigenous software cluster adds support to these findings. The study argues that part of the reason a
strong cluster of Irish owned software firms has emerged over the last two decades is a strong presence of multinationals in
high-tech industries in Ireland. These have provided a source of initial demand for software solutions in Ireland and some
have even adopted these solutions in their affiliates in other countries, providing the Irish suppliers with access to foreign
markets.
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addition, it is very difficult to assess to which extend these spillovers can be directly related to the takeover.

Figure 2 Types of effects from inward FDI

Source:

Copenhagen Economics

On the negative side of FDI inflows
There is a risk that foreign companies crowd out domestic firms. The crowding out can
take place through the labour market if regional unemployment is very low or if the region is short of labour with specific skills and competences. Foreign companies generally
have high productivity and tend to pay higher wages than domestic companies, which will
make it easier for the foreign companies to attract labour and critical skills compared to
the local company. The crowding out can also take place through the final goods market if
the foreign company is a direct competitor to some local firms.
The productivity spillovers may also be limited. This could be the case if the domestic
companies are not able to absorb the knowledge inherent in the foreign company (of if the
knowledge is not relevant to the domestic firms), or if the foreign company only uses local
suppliers to a limited extend. Finally, foreign companies may be expected to lay off redundant workers more quickly, perhaps even more so when acquiring an existing firm
(M&As) than when establishing a new company (greenfield investments).
The relative size of the costs and benefits of inward FDI is likely to depend on characteristics of the domestic economy, the sectors, the time and other factors. The risk that foreign
companies crowd out local companies, for example, is lower in regions with labour abundance and a highly educated labour force. In addition, spillovers are likely to be higher in
regions with high absorption capacity.
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1.3 Motives for investing abroad
The decision to invest abroad is driven by a range of factors depending on the underlying
motive for undertaking the investment. The economic literature typically distinguishes
between:7








Market-seeking FDI. Multinational companies may wish to reduce their transportation costs and improve their access to an attractive foreign market by establishing a
foreign affiliate directly in the country or by supplying the market from an affiliate in
an adjacent country (export platform). For market-seeking FDI, the attractiveness of a
market will generally depend on the absolute market size, the growth rate of the market and the general competitiveness of the company in the particular market. The location decision of these companies will depend on the attractiveness of the foreign
market relative to adjacent markets in terms of trade costs, infrastructure and other
factors that affect the overall investment climate.
Resource-seeking FDI: Multinational companies may wish to invest abroad in
order to source critical inputs for production that are critical for the company’s competitiveness, such as natural resources, skilled and unskilled labour and as well as
technological and managerial capabilities. The location decision of these companies
will depend on factors such as the real cost, the scarcity and the relative productivity
of the resource.
Efficiency-seeking FDI: Multinational companies may wish to invest abroad in
order to lower their costs and improve their profitability and competitiveness. The location decision of these companies will depend mainly on the real operational costs
abroad (e.g. wages, taxes and energy costs) relative to the home country, but other
cost drivers such as exchange rate considerations may also be important.
Strategic FDI: Multinational companies may also have some strategic motives for
investing abroad, such as improving the quality of existing products, introducing new
products, agglomeration economies or benefiting from a favourable regulatory
framework can also be underlying motives for investing abroad. For this type of FDI,
investment promotion agencies may have a role to play.

In some cases, an alternative to undertaking FDI will be trade (exports of final goods or
trade in intermediate goods through international outsourcing) or some other cooperation (joint venture or licencing). FDI patterns will therefore also respond to a range of
factors that affect transportation costs, the risk of investing abroad, intellectual property
rights, etc.
In summary, global FDI patterns should be expected to respond to a range of factors that
affect the attractiveness of locating in different markets, such as macroeconomic developments, significant events that affect groups of countries asymmetrically, countryspecific location factors, firm-specific factors and sector-specific factors.

7

This terminology was originally developed by Dunning, 1998. See also (Franco, Rantocchini and Marzetti, 2010) for further
details and a discussion of some of the factors that drive global FDI flows.
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In this chapter, we will look at developments in global FDI patterns during the last few
decades and discuss some of the events that add to an explanation of the observed changes in FDI inflows into the EU. In the remaining part of the report, we will look at some
country-specific and sector-specific factors that have had an influence on FDI inflows into
the EU.

1.4

Macroeconomic developments and global FDI patterns

Global GDP (growth or level) and the global FDI stock have historically followed each
other closely, although the development in the global FDI stock is more volatile than
global GDP, cf. Figure 3. In fact, the role of FDI in the global economy seems to have increased markedly since the mid-1990s. This development could indicate that FDI increasingly replaces domestic investments (leaving the total capital stock largely unchanged) as
the economies become more and more integrated.
Both global GDP and the global FDI stock fell abruptly after the financial and economic
crisis. Economists in the World Bank and the IMF generally agree that four main factors
can explain the depth and length of the economic crisis (Kose and Terrones, 2015).
First, the crisis hit all countries almost synchronically, and global interdependencies and
close trade ties strengthened the global recession. Second, the economic crisis followed a
financial crisis, and such crises are typically longer and deeper than other economic crises. This is so because the credit crunch becomes more severe, which makes recovery
more difficult. Third, the period after the crisis was characterised by unusually low consumer and company confidence levels, which constrained private consumption and investment.
Fourth, fiscal and monetary policies were not sufficiently coordinated. While the monetary policies in general were historically expansive, the fiscal policies were initially as expansive as under a normal economic crisis but were tightened very early in the recovery.
This was especially the case for the EU.
The road to FDI recovery after the crisis has therefore been bumpy, and the recovery period has been longer than expected (UNCTAD, 2013). In 2007, the global FDI stock fell by
15.7 per cent from 16.1 trillion USD to 13.6 trillion USD. In the period 2008-2013, the
global FDI stock increased although at different rates. In 2014, the global FDI stock fell by
1.6 per cent from 21.8 trillion USD to 21.5 trillion USD. This is so because new investments were offset by some large divestments, mostly because of the fragility of the global
economy, policy uncertainty for investors and elevated geopolitical risks (UNCTAD,
2015). Valuation and currency effects also play a large role in the evolution of FDI stocks. 8

8

This is so because the current international methodologies prescribe that asset and liability instruments (including FDI)
should be recorded at market value, see ECB (2013).
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There are notable differences between country groupings. While the growth in GDP and
the FDI stock stagnated in the EU after the crisis, growth in the US continued at a steady
rate, while growth in the BRIC countries accelerated.

Figure 3 Developments in real global GDP levels and real FDI
stock, 1990-2014

Note:

Data for GDP is based on UNCTAD. Both series are in constant 2005 USD and shown in trillion USD.

Source: Copenhagen Economics based on WIR(2015) annex table 1 and UNCTAD

Investors have historically been attracted to the EU due to its large market size, the high
degree of stability and the skilled labour force (Ernest & Young, 2015). Before the crisis,
the EU was the destination for almost half of the global FDI flows, but the EU share was
only around 20 per cent in 2014, cf. Figure 4.
One explanation for falling FDI inflows to the EU from 2009 and onwards was due to
weaker growth prospects and policy uncertainty in the EU countries compared to other
parts of the world (UNCTAD, 2014). With gradual market opening, low capital stocks and
growing demand, the return to investments in the BRIC countries was likely to be higher
than in more mature markets such as the EU and in 2014, the BRIC countries received a
similar share of global FDI flows as the EU.9
The surge in FDI inflows to the BRIC countries also took place at the expense of FDI inflows to the US. Throughout the period, the US has accounted for around 15-20 per cent
of global FDI flows with a peek in 1999 of 26 per cent. In 2014, the US only attracted FDI
worth 85 billion USD equal to eight per cent of global FDI flows.

9

The neoclassical predication that capital should flow from capital abundant to capital scarce countries was challenged by
Lucas (1990). IMF (2005 , Chapter 2) also provides explanations of the observed capital flows from the emerging economies
to the more developed countries.
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Figure 4 Global FDI flows by destination, 1990-2014
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Source: Copenhagen Economics based on WIR (2015) annex table 1 and the Eurostat’s Balance of Payments
Statistics

FDI into the EU consists of both FDI from other EU countries (intra-EU FDI) and FDI
from other EU countries (extra-EU FDI). In 2012, intra-EU FDI inflows amounted to
more than 140 million EUR or 32 per cent of total FDI into the EU, which was a historically low share. The intra-EU share of total EU inward FDI peaked in 2000 with intra-EU
FDI inflows reaching 946 billion EUR (80 per cent of total inward FDI to the EU that
year). The crisis caused intra-EU FDI to fall. During 1990-2007, intra-EU FDI accounted
on average for more than 40 per cent of EU FDI each year but after the crisis only around
25 per cent stayed within the EU.
The large FDI inflows into the EU during 1997-2000 reflect the large-scale privatisation
activities in many EU Member States (in particular France, Italy and Germany), which
took place mainly in the telecommunication, transportation and utilities sectors. 10 The
large FDI inflows into the EU during this period also reflect a large number of M&As in
the ICT (Information Communicative Technology) sector under the so-called telecommunications bubble, cf. Box 1. As described in UNCTAD (1998), a wave of restructuring of
multinational companies also spurred a large number of M&As, particularly in the United
Kingdom, France and Germany.

10

According to OECD (2009), the whole privatisation proceeds from the privatisation activities in the OECD countries are
estimated to have amounted to at least US$ 487 billion over the eight-year period from 2000 to 2007.
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Box 1 Overview of the telecommunications bubble
The turn of the century saw a “boom and bust” investment cycle in the industries of
information and communications technology (ICT) of most OECD countries.1 The telecommunications sector, in particular, increased its capital spending sharply in the
1990s, after governments opened the market to new entrants. Investment was also
spurred by the introduction of marketable new technologies -- notably mobile phones
and Internet access services. The new regulatory environment, rapid technological innovation and potential for new service development excited the appetite of the investment community.
When it became clear that the “hype” for the telecommunications sector had gone too
far, expectations returned to more realistic levels, investors became much more prudent and financing evaporated.
With revenues increasing much less rapidly than expected, the business plans of telecommunications operators became highly vulnerable and market sentiment changed
rapidly. Creditors and investors revised their expectations of earnings growth towards
more realistic levels when they became aware of the degradation of net margins and
the increase in debt stocks. It also became clear that the wave of mergers and acquisitions in the sector, especially in Europe, had taken place at excessively high prices,
and that take-over companies might have to significantly write-down the value of acquired assets.
Source: Lenain and Paltridge (2003)

Intra-EU FDI flows in the 1990s and 2000s were also driven by the increased integration
of the EU Single Market, which lowered trade and investments barriers between the EU
countries. The completed implementation of the Service Directive in 2009 broke down
internal barriers to trade and investments in the EU service sectors even further. In addition, the Eastern enlargement spurred increased intra-EU FDI as the old Member States
outsourced production to the new Member States with their affordable yet skilled labour
force (E&Y, 2014). Some examples were the M&As between Vodafone AirTouch and
Mannesmann (in 1999 worth 204.8 million EUR) and between Mannesmann and Orange
(in 1999 worth 30.2 million EUR).11
The EU Single Market increased the size of the domestic market and provided for economies of scale, facilitated the location of individual parts of global supply and production
chains in the EU, and improved cross-border mobility and the size of the labour force.
The EU Single Market thus made the EU more attractive for foreign direct investors that
are driven by market-, resource- and efficiency-seeking motives. This was the case for
both EU and non-EU investors, but external trade and investment barriers to non-EU
companies still prevailed.
The Single Market also eliminated tariffs on intra-EU trade and thus made it more attractive for intra-EU investors that are driven by a tariff-jumping motive to supply markets in

11

See also Williamson (2005).
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the EU through exports rather than through FDI. This will tend to reduce the positive
impact of the EU Single Market on intra-EU FDI flows.
Most empirical studies find that the Single Market has had a positive impact on both intra-EU FDI inflows and extra-EU FDI inflows, but there is less agreement about the size.
Egger and Pfaffermayr (2004), for example, find that the Single Market and the enlargement in 1995 resulted in substantial anticipation effects that increased FDI inflows to the
EU, but following the completion of the respective integration step, no further effect was
discernible. According to Straathof et al. (2008), EU membership boosted the bilateral
FDI stock of countries within the EU by 28 per cent. Firms from non-EU countries invested 14 per cent more inside the Single Market than in comparable non-EU countries. Flam
and Nordström (2007) find that the Single Market increased intra-EU FDI by 85 per cent
within the Single Market and extra-EU FDI by 45 per cent.
The fading out of intra-EU FDI and the drop in domestic investments after the economic
and financial crisis made it even more important for the EU to attract FDI from the rest of
the world. Recent policies therefore aim to make the EU more attractive by: 12





Extending and deepening the single market
Ensuring open and competitive markets inside and outside Europe
Improving European and national regulation
Expanding and upgrading Europe's infrastructure and its scientific base

Figure 5 EU inward FDI inflows by source, 1994-2012
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Source: Copenhagen Economics based on data from the Eurostat’s Balance of Payments Statistics

12

See http://ec.europa.eu/economy_finance/international/globalisation/fdi/index_en.htm. The European Commission
outlined its approach for the EU's future investment policy in its Communication "Towards a comprehensive European international investment policy" in 2010.
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While intra-EU FDI flows have faded out, intra-EU FDI still accounts for the main bulk of
the EU FDI stock (more than 60 per cent in 2012), cf. Figure 6. In 2012, the US accounted
for 17 per cent of the EU FDI stock.

Figure 6 EU inward FDI stock by source, 1994-2012
Billion EUR
10.000
8.000
6.000
4.000
2.000
0
1994

1996
Intra-EU

Note:

1998

2000
BRIC

2002

2004
US

2006

2008

2010

2012

Rest of the world

EU refers to EU15 throughout. Data is not available prior to 1994. All prices are in 2010 EUR.

Source: Copenhagen Economics based on data from the Eurostat’s Balance of Payments Statistics

Different patterns of FDI flows in the Eurozone and non-Eurozone countries
For some of the EU countries, the financial and economic crisis resulted in a sovereign
debt crisis. From 2009 and the following years, Portugal, Italy, Ireland, Greece and Spain
(called here the “high sovereign debt countries”) were unable to repay or refinance their
government debt or to bail out over-indebted banks under their national supervision
without the assistance of third parties like other Eurozone countries, the ECB, or the IMF.
When the sovereign debt crisis peeked in 2009, investments flew to safe havens in the
Eurozone countries (ECB, 2012).
The recovery in FDI inflows after the crisis for the “high sovereign debt countries” also
differed from other Eurozone countries, cf. Figure 7.13 While the Eurozone countries excluding the “high sovereign debt countries” experienced by far the largest increase in FDI
inflows up until the crisis, these countries also experienced the largest fall after the crisis
with FDI inflows dropping from more than 425 billion USD in 2007 to just below 56 billion USD the year after. During 2009 and 2010, FDI inflows to these countries continued
to increase, whereas FDI inflows to the “high sovereign debt countries” continued to fall.
The fall in FDI inflows to the Eurozone countries during 2011-2013 was mainly due to
large drops in FDI inflows to Belgium and Germany. Germany posted a large decline from
13

The United Kingdom and Germany were some of the Eurozone countries that were perceived as safe havens. Some of the
FDI also flew to countries adjacent to the sovereign debt countries, such as Switzerland and Norway. See
https://wealth.barclays.com/en_gb/home/international-banking/insight-research/global-market-insight/europesfavourite-safe-havens.html.
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40 billion USD in 2011 to only 1 billion USD in 2012, due in part to large divestments.14 In
Belgium – which, with a drop of 80 billion USD, accounted for much of the fall – FDI
flows are often volatile or inflated by the transactions of the special purpose entities
(SPE).
The drop between 2013 and 2014 was mainly due to large drops in FDI inflows to Spain,
Ireland, France and Belgium. FDI inflows to the United Kingdom, however, continued
their recovery after their financial crisis. In Chapter 4, we provide an overview of some of
the factors that can explain the differences in FDI inflows to the Eurozone countries:
France, Germany and Spain.
The decline should also be seen in light of other macroeconomic developments. Contrary
to FDI flows to developed countries, FDI flows to developing economies remained relatively resilient these years, reaching 680 billion USD in 2012. Developing economies absorbed an unprecedented 130 billion USD more than developed countries (UNCTAD,
2013).

Figure 7 FDI inflows to the Eurozone and non-Eurozone countries, 1990-2014
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Source: Copenhagen Economics based on WIR (2015), annex table 1

1.5

Global M&As and greenfield investments

In 2014, the EU attracted 17 per cent of the global greenfield investments amounting to
170 billion USD, cf. Figure 8. The EU share of global greenfield FDI in 2014 was similar to
its share in 2003, but it is down from a share of 25-30 per cent in 2004-2006. The value
14

See UNCTAD (2013).
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of greenfield investments into the EU peaked in 2008 amounting to almost 300 billion
USD.
The US accounted for eight per cent of global greenfield investments in 2014, and the
BRIC countries accounted for 20 per cent. These shares are exactly the same as their respective shares of total FDI inflows, cf. Figure 4 above.
For the EU, the share of greenfield investments of 17 per cent in 2014 should be compared
with a share of global FDI of 21 per cent. For this year at least, the EU receives a disproportionately low share of greenfield investments compared to the EU and China.

Figure 8 Value of greenfield investments by destination, 20032014
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Source:

Copenhagen Economics based on WIR (2015)

In 2014, the EU attracted 40 per cent of the global M&As amounting to 148 billion USD,
cf. Figure 9. The EU share of M&As peeked in 2005 with M&As worth more than 407
billion USD being completed that year.
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Figure 9 Value of M&As by destination, 1990-2014
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The number of M&As was not exceptionally high in 2005, cf. Figure 10, suggesting that
some large M&As were closed. Some notable deals were the M&A between the Spanish
Telefonica and O2 in the United Kingdom (31.5 billion USD in the telecommunication
sector) and the M&A between Unicredito Italiano SpA and the HVB Group in Germany
(20.7 billion USD in the financial sector).

Figure 10 Number of M&As by destination, 2003-2014
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The total number of M&As and greenfield investments in the EU follow each other closely
in most periods, cf. Figure 11. However, while the number of M&As dropped immediately
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after the crisis, the number of greenfield investments continued to increase, and the
number of greenfield investments also did not fall as much as the number of M&As investments. The divergence reflects among others longer planning horizon of greenfield
investments and are driven more by underlying structural factors than M&As. 15 It is therefore worrying that the number of greenfield investments have continued to fall after the
crisis and have not yet recovered the pre-crisis levels.
After two consecutive years of decline, MNEs have gradually regained the confidence in
the recovery of the EU economy, and the number of M&As in the EU grew in 2014. Despite the revival in cross-border M&As, overall FDI inflows to the EU declined by 28 per
cent to 499 billion USD. Large swings in intracompany loans and disinvestment, in particular a single large-scale divestment from the US, reduced inflows to the lowest level
since 2004 (UNCTAD, 2015). After a first rebound in 2013, the number of greenfield investments declined slightly in 2014 and is now back at its 2005 level.

Figure 11 Number of greenfield investments and M&As in the
EU, 2003-2014
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Data refers to all the 28 Member States throughout. The number of projects refer to the number of
greenfield projects in the EU and M&A by seller. Data are in constant 2010 EUR.

Source:

Copenhagen Economics based on WIR (2015)

M&As in some cases involve large capital transfers that have a significant impact on EU
FDI inflows. Some of the largest M&As in the EU during the last three years are listed in
Table 1. Several of the largest mergers are in the pharmaceutical sector, where the main
driver was the so-called patent-cliff, which refers to the recent expiration of a number of
patents in the sector (see also Chapter 3). Another explanation is tax planning (or inversion) as explained in Chapter 4. Other large mergers were in the energy sector and reflect
privatisation programs in individual EU countries.

15

See among others Wang (2009).
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Table 1 Large M&As in the EU, 2012-2015
Acquiring
company

Acquired company

Country

Industry

Deal
size

Year

Japan

Aegis Group Plc

United
Kingdom

Media

€3.5 bn

2012

France

Edison International
SpA

Italy

Energy, Mining &
Utilities

€5.8 bn

2012

USA

Xstrata

United
Kingdom

Telco

$34 bn

2012

USA

Virgin Media

Telco

$16 bn

2013

Verizon

USA

Telco

$130 bn

2013

Novartis
AG

Verizon Wireless
stake of Vodafone

Switzerland

GlaxoSmithKline

PMP

$20 bn

2014

Ireland/ USA

Forest Laboratories,
Inc.

USA

PMP

$25 bn

2014

Ireland/ USA

Allergan

Ireland/USA

PMP

$66 bn

2014

China

Cassa Depositi &
Prestiti SpA

Italy

Energy

$2.8 bn

2014

China

PizzaExpress

United
Kingdom

Fast Food

$1.5 bn

2014

China

Caixa Seguros e
Saude

Portugal

Insurances

$1.4 bn

2014

Hong Kong

O2

United
Kingdom

Telco

€14.1 bn

2015

Perrigo

Ireland

PMP

€32.1 bn

2015

Allergan

Ireland
Switzerland

PMP
Agriculture/Chemicals

$40 bn

2015

€42.8 bn

2015

Oil & Gas

€74 bn

2015

€2.83 bn

2015

€10.4 bn

2015

€2.45 bn

2015

Dentsu
Electricité
de France
SA
Glencore
International
Liberty
Global

Actavis
Actavis
Grid Corporation
Group
Hony
Capital
Fosun
International Ltd.
Hutchinso
n
Whampoa

Country

United
Kingdom
United
Kingdom
United
Kingdom

Teva

United Kingdom
Israel

Monsanto

USA

Syngenta

Royal
Dutch
Shell

NL/United
Kingdom

BG Group

United
Kingdom

Hudson's
Bay

Canada

Galeria Kaufhof

Germany

Ahold

NL

Delhaize

Belgium

Magna
HeidelbergCement

Canada

Getrag

Germany

Germany

Italcementi

Italy

Raw materials/commodities

€4.1 bn

2015

Coty

France/ USA

Wella

Germany/USA

Hygiene products

€15.6 bn

2015

Austria

Statoil North Sea
Oil & Gas

Norway

Energy

€2.65 bn

2015

Belgium

SABMiller

United
Kingdom

Food/Beverages

$117.4
bn

2015

USA

Allergan
World Duty Free
SpA

Ireland

PMP

$160 bn

2015

Italy

Consumer goods

$3.9 bn

2015

Mylan

OMV AG
Anheuser
Busch
Inbev
Pfizer
Dufry
group

Switzerland

Retail/Stores/Shoppin
g centres
Retail/Stores/Shoppin
g centres
Cars

Source: Copenhagen Economics based on http://mergermarketgroup.com, http://investorplace.com,
http://german.china.org.cn/, http://www.handelsblatt.com, http://www.manager-magazin.de,
http://www.bloomberg.com and estimates on volumes made by Thomson Reuters
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Although the number of greenfield investments and M&As in the EU follow each other
closely, the distribution of the different types of FDI differ across countries. In general,
the new Member States receive a higher share of their FDI inflows in the form of greenfield investments compared to the more mature markets in the old Member States, cf.
Figure 12. Of the old Member States, Denmark performs relatively well in terms of attracting greenfield investments.

Figure 12 Share of greenfield investments in FDI by destination,
2004-2012
Greenfield
investments as a
share of total FDI
flows
90%
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Note:

Romania has been excluded from the figure as the country’s share of greenfield investments is above
100 per cent, which suggests that there are serious problems with data quality for this country. The
figure shows the total capital expenditures associated with greenfield investments into a country over
the period 2004-2012 as a share of total FDI inflows over the same period.

Source: Copenhagen Economics based on WIR (2015) and the European Commission based on data from fDi
markets, a service from The Financial Times Limited 2016. All Rights Reserved

1.6

Concluding remarks

Global FDI appears to have recovered during the financial and economic crisis, and both
UNCTAD’s FDI forecast model and its business survey of large MNEs signal a continued
rise of FDI flows in the coming years (UNCTAD, 2015). Global FDI inflows are projected
to grow by 11 per cent to 1.4 trillion USD in 2015. Expectations are for further rises to 1.5
trillion USD in 2016 and to 1.7 trillion USD in 2017. The share of MNEs intending to increase FDI expenditures over the next three years (2015–2017) rose from 24 to 32 per
cent. Trends in cross-border M&As also point to a return to growth in 2015. However, as
pointed out by (UNCTAD, 2015), a number of economic and political risks, including ongoing uncertainties in the Eurozone, potential spillovers from conflicts and persistent
vulnerabilities in emerging economies may disrupt the projected recovery.
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Growth in the EU during 2015-2017 is projected to be lower than growth in both the US
and the BRIC countries, cf. Figure 13.16 This will make it difficult for the EU to attract a
larger share of global FDI, and it may even be difficult for the EU to maintain its current
levels of FDI inflows.

Figure 13 GDP projections, 2015-2017
Year on year
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Copenhagen Economics based on OECD Economic Outlook
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Global FDI patterns are not only driven by macroeconomic factors, FDI to the EU in the
coming years will be influenced by a wide range of factors besides GDP. While statistics
shows that there is a strong tendency for larger countries to attract larger volumes of FDI
inflows, not all countries with approximately similar size have been equally successful in
attracting FDI.
Some large EU countries, for example, seem less receptive to FDI than their economic size
may indicate (e.g. France and Germany) while others (e.g. Ireland and the United Kingdom) have great attraction power, cf. Figure 14. At the same time, some small countries
also do very well in attracting FDI beyond what their economic weight would imply (e.g.
Belgium and Bulgaria).
These differences suggest that besides the economic size of a country, foreign investors
also look at other aspects of the investment climate in the different countries when making their investment decision. In Chapters 2 and 3, we will identify some of the factors
besides macroeconomic developments in the global economy that have had an impact on
the inflow of FDI to the EU and the distribution of FDI inflows across EU Member States
and sectors during the recent year.
16

If we take into account that Russia and Brazil are currently in a crisis and have lower growth projections than the other
BRIC countries, the situation for the EU would look even worse. The average GDP projection for China and India is thus 6.4
per cent compared to 5.6 per cent for the BRIC countries as a whole.
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The differences across Member States will be analysed further in Chapter 4, where we
construct an index that scores the countries on their FDI attractiveness relative to other
countries. It is worth noticing that many of the factors that attract foreign investors to the
EU also make it more attractive for EU companies to invest domestically or within the
EU.

Figure 14 FDI intensity in EU Member States, 2014
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of GDP
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Malta, Luxembourg and Cyprus have been excluded due to very large FDI flows relative to their economic size.

Source: Copenhagen Economics based on WIR (2015), annex table 7
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Chapter 2

The main investors in the EU
In this chapter, we look closer at the main investors in the EU with a focus on non-EU
investors. First, we compare the distribution of extra-EU and the intra-EU across EU
Member States to analyse if there are notable differences in investment patterns. Second,
we analyse recent trends in FDI inflows from some of the large non-EU investors as well
as some of the emerging non-EU investors in the BRIC countries. Third, we examine the
destinations for FDI inflows from these non-EU countries in order to identify some of
underlying drivers for the observed investment patterns.
Extra-EU FDI accounted for 39 per cent of the EU FDI stock in 2012, and intra-EU accounted for the remaining 61 per cent (cf. Figure 6). The US, Switzerland, Japan, Canada
and Norway are the five largest non-EU investors in the EU. Together, these countries
account for around 64 per cent of the extra-EU FDI stock. Luxembourg, the Netherlands,
the United Kingdom, Germany and France are the largest intra-EU investors. These countries account for almost three-quarters of the intra-EU FDI stock.
Both EU and non-EU investors are generally attracted to the large markets in the United
Kingdom, Germany and France but there are also notable differences in investment patterns. The United Kingdom attracts a disproportionately large share of extra-EU FDI
(mainly from the US), whereas the shares for Germany and France are of almost equal
size. The poor performance of Italy in terms of attracting FDI (indicated by the low FDI
intensity in Chapter 1) is explained both by low investments from extra-EU and intra-EU
investors, while the poor performance of Belgium rests mainly in large disinvestments by
non-EU investors. The Eastern European countries, and in particular Poland, seem to
perform better in terms of attracting EU investors than non-EU investors.

2.1

Extra-EU and intra-EU FDI patterns

The US, Switzerland, Japan, Canada and Norway are the five largest non-EU investors in
the EU. Together, these countries accounted for around 64 per cent of the extra-EU FDI
stock in 2012, cf. Figure 15. Extra-EU FDI is generally attracted to the large markets in the
United Kingdom (35.9 per cent), Germany (12.3 per cent) and France (9.2 per cent).
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Figure 15 Extra-EU FDI stock by destination, 2012

To p 5 largest no n-EU investo rs

FDI sto ck (billio n Euro )

Share o f extra-EU FDI

1.651.569

43,7%

Switzerland

430.788

11,4%

Japan

160.484

4,2%

Canada

117.037

3,1%

No rway

68.704

1,8%

United States

Note:

The percentages denote the relative share of the EU FDI stock, and do by definition sum to 100. All
the numbers are based on the 2012 FDI stock, except for Slovakia and Ireland where 2011 is used.
Due to a renewed collection method in 2013, from which missing values are plentiful, newer data is
not available. As Belgium’s inward FDI stock from non-EU countries is negative in both 2011 and
2012, it is shown as 0%.

Source: Copenhagen Economics based on WIR (2015), annex table 1
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FDI is not only attracted to large countries. Large cities (and in particular capital cities)
also tend to attract more FDI.17 According to the Ernest & Young investor survey from
2015, London, Paris and Berlin are three most attractive cities in Europe. London is found
to be attractive due to its international business culture, reputation of local companies or
personalities and local labour skills. Paris’ main attraction factors are its international
business culture, its infrastructure programs and the quality of the Parisian universities.
Foreign investors increasingly recognise Berlin’s brand as a technology and lifestyle destination, but these investors are also attracted by the international business culture, reputation of local companies or personalities and the hosting of international events.
Luxembourg, the Netherlands, the United Kingdom, Germany and France are the largest
intra-EU investors. These countries account for almost three-quarters of the intra-EU FDI
stock. The large FDI stock held by Luxembourg reflects that part of the FDI inflows into
the EU are channelled through holding companies in Luxembourg.
The United Kingdom, Germany, France, Spain and the Netherlands are by far the largest
recipients of intra-EU FDI, accounting for more than half of the intra-EU FDI stock, cf.
Figure 16. Part of the attraction of especially the United Kingdom, Germany and France is
the large size of their domestic markets. However, the investment climate in, especially,
the United Kingdom and Germany are also very attractive, cf. Chapter 4 and 5. Part of the
United Kingdom’s attractiveness also lies in the attractiveness of London, which is found
by E&Y (2015) to be the most attractive city in Europe for foreign investors, by far. 18
The comparison between extra-EU and intra-EU investment patterns reveal interesting
insights. First, the good performance of the United Kingdom in terms of attracting FDI as
observed in Figure 14 above is explained mainly by large inflows of FDI from non-EU
countries that are not matched by similar FDI inflows from other EU countries. The main
reason for this discrepancy is that the United Kingdom attracts a disproportionate large
share of investments from the US (cf. Section 2.3). Aside from having a very interactive
investment climate and a large domestic market, part of the US attraction to the United
Kingdom, may also be a common language and a shared history.
Second, the good performance of Belgium in terms of attracting FDI taking the economy’s
size in consideration is driven by large intra-EU investments. The extra-EU FDI stock in
Belgium in 2012 was actually negative, which indicates large disinvestments by foreign
companies.
Third, EU investors tend to find Poland more attractive than non-EU investors do. Poland
thus receives 3.8 per cent of total intra-EU FDI but only 1.4 per cent of extra-EU FDI.
Poland offers high quality, low-cost manufacturing production and a central location from
which to ship production and is thus an attractive location for EU outsourcing activities. 19

17
18
19

fDi (2016), European Cities and Regions of the Future 2016/17.
40 per cent of all new FDI projects into the United Kingdom in 2014/15 was located in London (UKTI, 2014/15).
PWC (2013), Investing in Poland 2014.
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This result is not unique to Poland. The countries in Eastern Europe generally hold smaller shares of the EU stock of FDI from non-EU countries, than from countries within the
EU. This is a reflection of the large role played by especially Germany as a source of investments in these countries. According to the IMF (2013), a German-Central European
manufacturing supply chain has thus evolved since the 1990s, with the aim of producing
manufacturing goods for export to the rest of the world.
Fourth, while the Italian economy is larger than that of both Spain and the Netherlands,
Italy attracts a relatively small share of both extra-EU FDI (2.4 per cent) and intra-EU
FDI (5.9 per cent). As will become clear in Chapter 4, a main reason for Italy’s poor performance and low FDI intensity is the investment climate20 with a relative poor political,
legal and regulatory environment.21 Mutellini and Piscitello (2015) also note that major
obstacles for Italy’s attractiveness towards foreign investors include insufficient actions to
attract FDI combined with a lack of internal policy coordination with other relevant policy
measures (e.g. infrastructure). In addition, Italy has a limited number of publically traded
companies, which limits the scope for cross-border M&AS (Mutinelli and Piscitello, 2011).
Italy does perform somewhat better in terms of attracting intra-EU FDI. Part of the reason for this may be that many non-EU multinationals invest in Italy via their European
headquarters, located mainly in the United Kingdom and the Netherlands. The fact that
FDI measured in terms of employment of majority owned US companies ranks the highest in Italy supports this reasoning (Mutinelli and Piscitello, 2013).
In the following sections, we explore trends in FDI from non-EU investors in more detail,
focusing on the five largest non-EU investors as well as the BRIC countries, from which
FDI into the EU has been increasing rapidly in recent years.

20
21

Italy has the least attractive investment climate in the EU based on the FDI Attractiveness Index, developed in chapter 4.
A stable and transparent political, legal and regulatory environment is found to be the most important location factor for
international investors in Ernst and Young’s European attractiveness survey 2015.
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Figure 16 Intra-EU FDI stock by destination, 2012
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Note:

The percentages denote the relative share of the EU FDI stock, and do by definition sum to 100. All
the numbers are based on the 2012 FDI stock, except for Slovakia and Ireland where 2011 is used.
Due to a renewed collection method in 2013, from which missing values are plentiful, newer data is
not available.

Source: Copenhagen Economics based on Eurostat
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2.2

Developments in EU FDI from the US

The US is the single largest non-EU source of FDI in the EU. The US FDI stock in the EU
amounted to more than 1,500 billion EUR in 2012 (cf. Figure 6 above) and accounted for
almost 44 per cent of the total extra-EU FDI flows into the EU in 2012 (cf. Figure 15
above).
Changes in FDI inflows from the US therefore have a large impact on total FDI inflows to
the EU. FDI inflows from the US have generally followed the same pattern as investments
into the EU from other non-EU countries, cf. Figure 17. This suggests that the underlying
factors driving US FDI into the EU are to a large extent not distinct from factors that drive
FDI from elsewhere, cf. Figure 17.

Figure 17 US FDI flows into the EU, 2004-2012
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Source: Copenhagen Economics based on the Eurostat’s Balance of Payments Statistics

Over the period 2011-2012, annual average FDI inflows from the US to the EU equalled
189 billion EUR. The annual average capital expenditure on US greenfield projects in the
EU in the same period amounted to only 10 billion EUR. M&As thus account for the lion’s
share of US investments (up to 95 per cent seen over the whole period).22 Recently, M&As
by US corporations in the EU have been given a boost by the depreciation of the Euro
against the Dollar, with US inbound deals into Europe increasing by 30 per cent in 2014
(Deloitte, 2015).

22

Data indicate that US greenfield investments also account for a relatively small share of total US inward FDI in the EU, in
earlier years, but also indicates that the share is particularly low in 2011-2012. On average, US greenfield investments accounted for 23 per cent of US total FDI to the EU in 2005-2006, 13 per cent in 2007-2008 and 17 per cent in 2009- 2010,
compared to 5 per cent in 2011 – 2012.
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The value of greenfield investments constitutes a relatively small share of total US investments in the EU, and these investments thus contribute very little to expanding the
EU capital stock. The number of US greenfield investments into the EU has fluctuated
between 500 and 700 new projects annually since 2005. 2014 turned out to be a record
year in terms of new greenfield investments in the EU from the US, reaching a total of 774
new projects and with capital expenditure on these projects at its highest since 2010, cf.
Figure 18.

Figure 18 US greenfield investments in the EU, 2003-2014
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The figure shows the total number (columns) and value (capital expenditure) (shade) of US greenfield
projects in the EU28 over the period 2003-2014. Data is in constant 2005 EUR.

Source: The European Commission based on data from fDi markets, a service from The Financial Times Limited 2016. All Rights Reserved

US greenfield investments are found in all 28 EU Member States. The single largest destination for US greenfield investments is the United Kingdom, cf. Figure 19, which received
around 28 per cent of the total value of US greenfield investments into the EU over the
period 2003-2014. This also makes the US the largest source of greenfield investments in
the United Kingdom. Germany, France and Spain are also large recipients of US greenfield investments, while Italy is outperformed by a number of smaller Member States.
The country that stands out the most is Ireland. In spite of its small size, Ireland is the
sixth largest recipient of US greenfield investments. According to AmCham Ireland
(2015), the US attraction to Ireland is due to different complementary factors. These include:






A growing, young, educated and English-speaking labour force
A strategic focus on developing high-value added industries
A resilient economy, political stability and a transparent tax and legal framework
An attractive taxation rate and a liberal approach to the movement of capital
Competitive costs relative to the rest of Europe
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Figure 19 Value of US greenfield investments by destination,
2003-2014

Note:

The figure shows the distribution of the total value of greenfield investments across EU Member
States (in per cent). Data is in constant 2005 EUR.

Source: The European Commission based on data from fDi markets, a service from The Financial Times Limited 2016. All Rights Reserved

Interviews with large Irish-based US companies also suggest that softer values such as
cultural identity and previous Irish experience are attractive factors for US investors
(Gunnigle and McGuire, 2011).23
23

Based on interviews with 10 large Irish-based US companies, Gunnigle and McGuire (2001) find that the companies’ decision to locate in Ireland was spurred by a range of factors, including language, EU-membership, infrastructure, labour
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While many of these factors are shared with other countries, an attractive financial and
cost competitive environment combined with a high level of education, shared language
and cultural ties set Ireland apart.
US greenfield investments are spread across a range of sectors in the EU. Table 2 below

lists the 10 largest sectors in terms of the total value of US greenfield projects into the EU
over the period 2003-2014.

Table 2 Top 10 sectors for US greenfield investments in the EU,
2003-2014
Value of US greenfield
investment (billion
EUR)

Share of total value
of greenfield
investments in the
EU

Share of the total
number of US
greenfield investments in the EU

Software & IT services

16.8

10%

22%

Automotive & non-automotive
transport equipment

16.5

10%

1%

Communications

13.3

8%

6%

Alternative and renewable energy

12.4

8%

1%

Hotels & tourism

9.2

6%

3%

Electronic devices

8.7

5%

8%

Financial services

8.0

5%

5%

Food & tobacco

7.7

5%

3%

Transportation

6.9

4%

4%

Textiles (mainly retail)

6.8

4%

10%

Others

41.7

25%

27%

Not specified

16.1

10%

8%

164.2

100%

100%

Total
Note:

The table lists the top 10 sectors in terms of the total value (capital expenditure) of US greenfield
investments in the EU over the period 2003–2014 (column 1). In column (2) and (3) the share of the
total value and number US of greenfield investments in the EU over the same period are listed. Values
have been converted from USD to EUR using annual average exchange rates from OECD.

Source: The European Commission based on data from fDi markets, a service from The Financial Times Limited 2016. All Rights Reserved

The software and IT services sector accounted for the largest share of the value of US
greenfield investments in the EU over the period 2003-2014, cf. Table 2. This is also the
sector in which US investments are most frequent, and software and IT services account
for nearly a quarter of US greenfield investment in the EU over the time period analysed.
The number of new US projects in this sector has been increasing, and the largest number
of new US investments in the sector was registered in 2014 (160).

availability and quality, education, labour regulation, low corporation tax and financial package offered (incl. corporation
tax), cultural identity and previous Irish experience.
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The United Kingdom is the main destination for US software investments in the EU, accounting for 35 per cent of the total number of US greenfield investments in the sector
over the period 2003–2014 and 45 per cent of the number of greenfield investments in
2014 alone. The United Kingdom is also the largest recipient when measured in terms of
the total value of US greenfield investments in the industry. Other large recipients include
Ireland, France, the Netherlands, Germany and Spain.24
As these countries are also large economies with well-developed manufacturing sectors, it
is likely that market-seeking motives and the tendency for service companies to locate
near manufacturing companies to supply intermediate inputs are some of the attraction
factors. Factors such as industry clusters (e.g. London’s Tech City) and the accompanying
expertise that arises with large clusters will also play a role.
US software investments are also found in a number of Eastern European Member States.
Hungary, Poland, Bulgaria, the Czech Republic and Romania account for a combined
share of 12 per cent of the value of US greenfield investments into this sector in the EU
over the period 2003-2014. This is driven in part by the relatively low wage costs in Eastern Europe combined with a well-educated, English-speaking labour force (cf. Chapter 3).
The value of greenfield investment in automotive and non-automotive transport equipment is almost equal to the value of US investment in software and IT. However, US investment projects in this sector are significantly larger than in software and IT and account for only 1 per cent of the total number of US investments in the EU over the period
in question, cf. Table 1. The United Kingdom, Germany, Spain, Belgium and Poland are
some of the main receivers of greenfield investments in this sector. FDI in this sector tend
to flow to markets with attractive domestic markets as well as good logistics and an elaborate physical infrastructure, and there is also a tendency for suppliers to locate near the
automotive producers to keep transport costs low (cf. Chapter 3). As the automotive industry is relatively labour intensive, wage competitiveness is also a driver of FDI in this
sector (cf. Chapter 3).
Across all sectors, the textile sector has received the largest number of US greenfield investments. The majority (85 per cent) of greenfield investments in this sector are in retail,
where market presence is paramount. The textile sector in France, for example, has received a large share of greenfield investments due to the strong fashion industry in France
(cf. Chapter 5).

2.3

Developments in EU FDI from other major investors

Besides the US, the top non-EU sources of FDI in the EU are Switzerland, Japan, Canada
and Norway. These four countries accounted for a combined share of 20 per cent of the
EU FDI stock in 2013.25
24

25

Of the total value of US greenfield investments in the sector in the EU over the period 2003-2014, the United Kingdom
received 31 per cent, Ireland 14 per cent, France 11 per cent, the Netherlands 7 per cent, Germany 6 per cent and Spain 4 per
cent.
Based on data from Eurostat, Balance of Payments Statistics.
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FDI inflows from Switzerland have been significantly larger than inflows from the other
three countries and amounted to 21 billion EUR in 2012, cf. Figure 20. Inflows of FDI
from Switzerland increased over the period 2008-2011 whereas inflows from the other
three countries either stagnated or decreased during the same period.

Figure 20 FDI inflows from Switzerland, Japan, Canada and
Norway to the EU, 2004-2012
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Source: Copenhagen Economics based on the Eurostat’s Balance of Payments Statistics

A comparison between total EU FDI inflows from these sources and capital expenditure
on greenfield projects indicates that M&As are the dominant mode of entry for Switzerland, Canada and Norway, while greenfield investments are a large component of investments from Japan (49 per cent), cf. Table 3.

Table 3 Average annual FDI inflows and greenfield investments
from top origins, 2011-2012

Japan
Switzerland

Average annual FDI inflows
to the EU during 2011-2012
(billion EUR)

Average annual greenfield investments in the EU
during 2011-2012 (billion EUR)

6.04

2.94

36.19

2.04

Canada

7.29

0.59

Norway

10.77

0.84

Source: Copenhagen Economics based on the Eurostat’s Balance of Payment Statistics from and the European
Commission based on data from fDi markets, a service from The Financial Times Limited 2016. All
Rights Reserved
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The large markets in the United Kingdom, Germany and France are among the top five
destinations for greenfield investments from Japan, Switzerland and Canada, which indicates that market size is a motivating factor, cf. Table 4.

Table 4 Greenfield investments in the EU from Japan, Switzerland, Canada and Norway, 2003-2014
Japan

Switzerland

Canada

Norway

Top five EU destinations in terms of value of greenfield investments
United Kingdom (28%)

Germany (21%)

United Kingdom
(44%)

United Kingdom (30%)

Spain (17%)

France (15%)

France (15%)

Sweden (13%)

France (8%)

United Kingdom (12%)

Germany (8%)

Latvia (9%)

Germany (5%)

Romania (8%)

Ireland (4%)

Denmark (9%)

Czech Republic (5%)

Italy (8%)

Finland (4%)

Slovakia (8%)

Note:

The table shows the top five EU destinations for greenfield investments, measured in terms of value
(capital expenditure), from each of the four source countries into the EU28 over the period 2003–
2014.

Source: The European Commission based on data from fDi markets, a service from The Financial Times Limited 2016. All Rights Reserved

Based on these geographical patterns, factors such as distance, language and cultural ties
also seem important drivers for investment, as evidenced by Norwegian investments into
Sweden and Denmark, Swiss investments into Germany and Canadian investments into
the United Kingdom, France and Ireland.
Of the Swiss investments in Romania, 70 per cent has gone into building and construction
materials and as well as the metal industry. This figure suggests that relatively low labour
costs is one of the drivers for greenfield investments into Romania.
In terms of sector distributions, coal, oil and natural gas accounted for the largest share of
the value of Swiss greenfield investments (13 per cent) in the EU over the period 20032014, with large single investments in the Netherlands in 2008 and in Hungary in 2010.
This investment pattern suggest that some resource-seeking motives for investing in these
countries are at play.
The largest shares of Canadian (15 per cent) and Norwegian (35 per cent) greenfield investments in the EU are found in the alternative/renewable energy sector. In Norway, this
is mainly driven by a single large investment in the United Kingdom in 2009. Finally, the
automotive sector dominates capital expenditures in new greenfield projects from Japan
(25 per cent), with 72 per cent of expenditure in this sector being directed towards Spain
and the United Kingdom, cf. Chapter 3 for a detailed analysis of the FDI in the automotive
industry.
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2.4

Development in EU FDI from the BRIC countries

The BRIC countries have emerged as major origins of FDI over the last decade, with outward investments from especially China having grown at an exponential rate since 2006,
cf. Figure 21. With the exception of Russia, FDI flows from this group of countries have
shown no signs of a decrease during the financial crisis and have continued on an upward
trend.

Figure 21 Outward FDI from individual BRIC countries, 19902014
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The increased growth in outward FDI from the BRIC countries is also reflected in the
growth of FDI inflows to the EU from this group of countries, cf. Figure 22. Between 2005
and 2012, EU inflows of FDI from the BRIC countries grew by 500 per cent compared to
75 per cent for US investment.
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Figure 22 Outward FDI from the BRIC countries by destination,
1990-2014
Index, 2005=100
700
600
500
400
300
200
100
0
2001

2002

2003

2004

Intra-EU

2005

2006

US

2007

2008

2009

BRIC

2010

2011

2012

Rest of the world

Source: Copenhagen Economics based on data from the Eurostat’s Balance of Payments Statistics

Still, the BRIC countries account only for a relatively small share of the extra-EU stock of
FDI, reaching 6.6 per cent in 2012, cf. Table 5. This figure includes Hong Kong, as investments from China are often channelled through Hong Kong.26 Excluding Hong Kong,
the share is reduced to 5.3 per cent. While this means that the BRIC countries are still
minor players in the EU, the EU FDI stock held by this group of countries is rapidly increasing and has grown by more than 100 per cent over the period 2008-2012.

Table 5 The BRIC countries’ FDI stock in the EU
Country
Brazil
Russia
India

FDI stock in
2008 (billion
EUR)

FDI stock in
2012 (billion
EUR)

52.3
30
6.2

Change in FDI
stock 2008-2012

Share of extra-EU stock
(2012)

98.1

88%

2.5%

76.6

155%

1.9%

8.8

42%

0.2%

143%

1.9%

117%

6.6%

China + Hong Kong

31.6

76.9

(of which Hong Kong)

(26)

(50.2)

120.1

260.5

Total
Note:

Hong Kong is included with China as investments from the latter are often channelled through Hong
Kong. Excluding Hong Kong, Chinese stock of FDI in the EU increased by 377 per cent over the period.

Source: http://ec.europa.eu/eurostat/statisticsexplained/index.php/Foreign_direct_investment_between_the_European_Union_and_BRIC

26

http://ec.europa.eu/eurostat/statisticsexplained/index.php/Foreign_direct_investment_between_the_European_Union_and_BRIC.

48

Towards a Foreign Direct Investment (FDI)
Attractiveness Scoreboard

Greenfield investments from the BRIC countries play a minor role in the total inflows of
FDI to the EU from the BRIC countries. Data from 2011-2012 shows that the annual average value of FDI in the EU from the BRIC countries amounted to 25 billion EUR. According to the Financial Times FDI data, the annual average capital expenditure on the BRIC
countries’ greenfield investments in the EU in these years amounted to only 3 billion
EUR, equivalent to 12 per cent of total FDI inflows. M&As are therefore an important
entry mode to the EU markets for investors from the BRIC countries.
Greenfield investments in the EU by the BRIC countries are dominated by China, with 70
new projects originating from China in 2014 compared to 31 from India and even fewer
from both Russia and Brazil, cf. Figure 23. Among the BRIC countries, China’s annual
number of new projects has grown the most rapidly over the last 10 years, although there
have been periods of slowed growth, most recently in 2012 and 2013.

Figure 23 Number of greenfield investments in the EU by individual BRIC countries, 2003-2014
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The drivers behind FDI inflows from the BRIC countries are briefly discussed below.
China
Chinese FDI into the EU has increased rapidly over the last few years, cf. Figure 21. One
explanation is that the number of Chinese greenfield investments has increased from
2003-2011 and showed no tendency to fall under the crisis, cf. Figure 23. The main motive for these investments is likely to be market-seeking. Chinese greenfield investments
in the EU are thus concentrated in a few large Member States with Germany, the United
Kingdom and France accounting for 57 per cent of the total number of Chinese greenfield
investments in the EU over the period 2003-2014.
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Germany is the single largest destination for Chinese greenfield investments and has received a total of 35 per cent of all Chinese greenfield projects over this period. On a sectoral level, the largest sector is electronic devices and components followed by industrial
machinery. In the United Kingdom, software and IT is one of the larger sectors for Chinese greenfield investments, while communications is among the larger sectors in France.
Recent increases in Chinese M&As in the EU have partly been spurred by a weak financial
position of EU firms during the crisis, with 83 per cent of Chinese M&A investments in
Europe having been concluded between 2009 and 2013 (EU SME Centre, 2014). One of
the primary drivers is the acquisition of the technology brands and expertise of Western
European firms, which allows Chinese investors to move up the value chain (Clegg and
Voss, 2012, EU SME Centre, 2014).
The drivers of Chinese FDI into the EU are, however, likely to differ for different investor
types, especially between government investors (state-owned transnational companies
(TNCs) and private investors. Over the period 2000-2010, private Chinese investors in
the EU have been relatively more focused on deals involving high technology firms, while
government investors have shown a relative preference for firms in the energy and power
sector (Clegg and Voss, 2012). This suggests that the motivation of government investors
in particular may contain an element of resource-seeking behaviour.
A recent M&A deal by a Chinese state-owned TNC is China General Power Corporations’
acquisition of a third of the British nuclear plant, Hinkley Point. The plant is being built
by the French company Electricité de France and is expected to be finished in 2025.
Investments by state-owned TNCs into strategic sectors with national concerns give rise
to ongoing discussions about the risks of foreign ownership (Sauvant, Maschek and McAllister, 2009). State-owned TNCs are causing concerns in a number of host countries regarding national security, the level playing field for competing firms, and governance and
transparency. While relatively small in number, FDI by state-owned TNCs is substantial,
cf. Box 2.

Box 2 The prevalence of state-owned TNCs
In 2011, there were at least 650 state-owned TNCs, constituting an important emerging source of FDI. Their more than 8,500 foreign affiliates are spread across the globe,
bringing them in contact with a large number of host economies. While relatively small
in number (less than 1 per cent of all TNCs), their FDI is substantial, reaching roughly
11 per cent of global FDI flows in 2010. Reflecting this, state-owned TNCs made up 19
of the world’s 100 largest TNCs.
State-owned TNCs constitute a varied group. Developing and transition economies are
home to more than half of these firms (56 per cent), though developed countries continue to maintain a significant number of state-owned TNCs. In contrast to the general
view of state-owned TNCs as largely concentrated in the primary sector, they are diversified and have a strong presence in the services sector.
Source: Copenhagen Economics based on UNCTAD (2011)
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Other major EU M&As by Chinese investors include the acquisition of parts of the Italian
tyre company Pirelli by China National Chemical Corporation, and the acquisition of parts
of the Italian CDP Reti (co-owner of two Italian firms in the energy sector) by the Chinese
State Grid Corp (Berlingske, 2015).
Chinese investors are also active in the EU service sector. Recently, there has been a
number of Chinese investments in e.g. real estate and tourism. Large deals include the
purchase of Chiswick Park (mainly office buildings) in West London, and the purchase of
the Louvre Hotel Group (Europe’s second largest hotel chain) by the Chinese state-owned
TNC Shanghai Jin Jiang (Berlingske, 2015).
India, Russia and Brazil
India is also increasingly investing in the EU. The share of India’s total outward M&A
deals going to the EU increased from 26 per cent in 2009 to 39 per cent in 2012 (PWC,
2013). Over the period 2006-2011, the total number of M&A deals into the EU from India
(547) was actually higher than the total number of deals from China (347). However, the
total value of Chinese deals is larger due in particular to a few very large deals in the energy sector (e.g. 9 billion EUR investment in Rio Tinto, a British-Australian mining and
metals company). Indian investments in the EU are driven by similar factors as Chinese
investments: Access to foreign technology and intellectual property, brand or management expertise,27 and access to sales channels 28 (PWC, 2013).
The largest Indian investor in the EU is the Tata Group, which operates more than 19
companies across Europe. In 2013 alone, the Tata Group invested in 12 projects in the
United Kingdom, France and the Netherlands, mainly via its subsidiaries Jaguar Land
Rover and Tata Consultancy Services (E&Y, 2014c).
Indian investments in the EU are largely concentrated in the United Kingdom, which
accounts for approximately 40 per cent of both Indian M&As and greenfield investments
undertaken in the United Kingdom.29 Part of the reason behind this may be the presence
of a large Indian diaspora population in the United Kingdom (Driffield et al., 2013). EU
greenfield investments originating in India are most numerous in the software and IT
sector, which accounted for 46 per cent of Indian greenfield projects in the EU over the
period 2003-2014.

27

28

29

The Tata Motor’s acquisition of Jaguar Land Rover in 2008 is an example of an Indian investment driven by this motivation
(PWC, 2013).
Like for example TVS Group’s 2012 acquisition of Universal Components - United Kingdom wholesale distributor of commercial vehicle parts (PWC, 2013).
Statistics from the FT greenfield database confirm this share data as the United Kingdom has been the destination for
approximately 40 per cent of greenfield projects over the period 2003-2014.
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Both Brazilian and Russian greenfield investments flow mainly to the larger markets in
the EU. The United Kingdom and Spain have received almost half of all Brazilian greenfield investments over the period 2003-2014, while Russian investors are mainly drawn to
Germany and the United Kingdom.30 However, the new Member States in Eastern Europe
have also received a significant share of Russian investments, with Romania, Bulgaria,
Poland and the Czech Republic accounting for close to a quarter of Russian greenfield
investments over the same time period.

2.5

Concluding remarks

The results in this chapter indicate that FDI inflows into the EU are driven by a range of
different factors. We find that FDI is driven by bilateral factors. A common language (e.g.
between the United Kingdom and the US), cultural ties (e.g. between the United Kingdom
and India) and short distances (e.g. between Germany and Switzerland) reduce the risk
and cost of investing in a particular country and will all else equal tend to make the country more attractive. We also find that not only do large countries but also large cities tend
to attract more FDI. This is so because large cities have the potential to host attractive
industry clusters (e.g. London’s Tech City), R&D centres (e.g. the Parisian universities) or
international events (e.g. Berlin) but also because of their international business climate
and strong brand.
We also find that FDI inflows into the EU in some cases are driven by strategic considerations. Investments by Chinese state-owned transnational companies (TNCs), for example, usually take place in strategic sectors with national interests (e.g. the food sector).
Finally, some very specific factors may also influence FDI inflows in certain sectors (e.g.
climate or natural resources).
In the following chapter, we look closer at attraction factors across key sectors for FDI in
the EU, which goes a further step towards understanding the different attraction factors
across the EU.

30

Germany and the United Kingdom combined received close to a third of all Russian greenfield investments in EU over the
period 2003-2014.
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Chapter 3

Sectoral distribution of EU FDI
In this chapter, we look at trends and dynamics in EU FDI across sectors. We look both at
structural trends in the overall distribution of FDI across the service and manufacturing
sectors and across more detailed sub-sectors. We do this in several ways. First, we compare FDI inflows and stocks across sectors to detect recent trends in the sectoral distribution of EU FDI over time. Second, we compare the sectoral distribution of total FDI and
greenfield investments to identify sectors where foreign companies account for large contributions to real economic activity. Third, we analyse the geographic distribution of
greenfield investments to reveal some of the underlying drivers of the observed investment patterns within selected sub-sectors.
We then take the analysis a step further and identify some of the underlying drivers behind the observed trends and dynamics in FDI inflows to the EU across the main sectors
of EU FDI inflows. We base this analysis on existing and up to date business reports as
well as insights from businesses on the ground gained through interviews that we have
carried out as a part of this report.
During the last few decades, a structural shift in the distribution of inward FDI to the EU
across sectors appears to have taken place with foreign companies increasingly investing
in financial services and less so in manufacturing and non-financial services. It should be
kept in mind, however, that FDI data on a sectoral level is of low quality. This means that
conclusions based on FDI data along should be perceived as highly tentative. We therefore supplement the analysis in this chapter with business reports and interviews with
multinational companies located in the EU.
Across sectors, we see the same tendency as in Chapter 2 for FDI to flow to large domestic
markets with growing demand and disposable incomes (e.g. in the old Member States).
This is particularly the case for products with high transportation and/or trade costs (e.g.
cars and food products) or services that require local presence (e.g. food services). Servicing the market in the source country can also be a driver for M&As (e.g. in food services).
FDI inflows to the EU also respond to country-specific location drivers. A stable business
environment and a light corporate tax regime (including double taxation treaties) is a
general driver of FDI. Countries with high-quality infrastructure (both physical and digital) and logistics, for example, also attract more FDI and in some cases become a platform
for export to adjacent countries.
The interviews also confirm that investment promotion agencies have an important role
to play in supporting multinational companies that are looking for new business opportunities abroad. This is particularly the case when the activities of the investment promotion
agencies are 1) based on a coherent strategy that builds of existing strengths of the domestic industries and 2) supported by targeted public investments and financial incentives.
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Finally, FDI inflows to the EU are driven by sector-specific factors. Low wages, for example, tend to attract FDI in the labour-intensive sectors (e.g. machinery, textiles and automotive) whereas R&D tax deductions and publicly funded R&D programmes drive FDI in
the more R&D-intensive sectors (e.g. chemicals and pharmaceuticals). Companies with a
need to secure special competences and skills (e.g. IT engineers or English-speaking labour) will tend to locate in countries with abundance of such skills (e.g. IT and software
and business services).

3.1

Developments in EU FDI inflows across sectors

During the last few decades, a structural shift in the distribution of inward FDI to the EU
across sectors appears to have taken place with foreign companies increasingly investing
in financial services. While the financial sector on average accounted for 46 per cent of
total EU FDI inflows per year during the period 2004-2007, the share amounted to 67 per
cent during the period 2010-2012, cf. Figure 24.
FDI inflows into non-financial services have decreased throughout the three periods analysed in Figure 24. In the period 2010-2012, non-financial services on average accounted
for 16 per cent of total FDI inflows to the EU per year down from an average share of 29
per cent in 2004-2007. While there was a surge in FDI inflows into the manufacturing
sector in the years before the economic and financial crisis, FDI inflows into this sector
are now back at its pre-crisis level with FDI inflows on average accounting for 11 per cent
of total FDI inflows per year.
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Figure 24 EU FDI inflows by sector, 2004-2012
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The shares correspond to the sectors’ relative share of total inward FDI to the EU. Data are not available on an aggregate EU level after 2012. To ensure comparison over the years, EU27 is used
throughout. The sectors are divided using the NACE R1 for data until 2007, NACE R2 hereafter. Data
are in constant 2005 EUR.

Source: Copenhagen Economics based on Eurostat’s Balance of Payments Statistics

The shift in FDI inflows away from the manufacturing sector could be a reason for worrying. While manufacturing accounts for a relatively small share of EU GDP, it is of vital
importance to the EU economy. The sector accounts for over 80 per cent of EU exports
and private research and innovation, and it generates close to every fourth job in the private sector, many of which are high-skilled jobs (European Commission, 2014a). In an
effort to revitalise the manufacturing sector, the European Commission proposed in 2014
an Agenda for Jobs and Growth, which included an Investment Plan that foresees structural reforms.31 This is backed by an empirical study, which suggests that FDI into the
manufacturing sector has a positive impact on overall GDP growth in European countries
and in particular on growth in the manufacturing sector, cf. Box 3.
The implications of the shift in FDI inflows away from the non-financial services are more
ambiguous. On the one hand, inward FDI in the non-financial service sectors can help
promote productivity and competitiveness in the manufacturing sector. This is so because
a central element in ensuring a competitive manufacturing sector in an open economy is
access to low-cost and high-quality services, such as digital and telecommunication services, financial services and business services. In order to increase global competitiveness
of EU manufacturers, well-functioning and efficient transport and logistic services are
also required. On the other hand, FDI in the non-financial service sector may drain resources away from the manufacturing sector and lead to deindustrialisation. This is the
finding in the empirical study cited in Box 3, but more empirical evidence is required
31

See http://ec.europa.eu/priorities/jobs-growth-and-investment/investment-plan_en.
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before solid conclusions regarding the real economic implications of the sectoral shifts in
FDI can be drawn.

Box 3 Impacts of sectoral shifts in FDI on growth
There is little empirical evidence on the economic impacts of sectoral shifts in FDI inflows. One exception is Doytch and Uctum (2011) who examine the effect of manufacturing and service FDI on growth within the sector itself, the spillover to the other sectors and growth in the overall economy in the host countries. The study identifies significant sectoral and inter-industry spillover effects with various data classifications
and types of FDI flows. The results for Europe suggest that there is an overall growth
effect of manufacturing FDI and that this effect materialises by stimulating activity in
its own (manufacturing) sector. The growth-enhancing impact will therefore tend to be
larger in European countries with large manufacturing industry shares.
A surge of total service FDI is likely to spur growth in service industries but hurt activity in manufacturing industries. However, there are notable differences between the financial and non-financial sectors. Financial service FDI enhances growth in European
countries by stimulating activity in both the manufacturing and service sectors. However, non-financial service FDI drains resources and hurts the manufacturing industry
in these countries.
The study concludes that a shift from manufacturing to service FDI is likely to lead to
deindustrialisation in certain regions and types of economies if this shift is spearheaded by non-financial FDI.
Source: Copenhagen Economics based on Doytch and Uctum (2011)

It should be kept in mind, however, that the quality of FDI data on a sectoral level is very
poor, and conclusions based on sectoral figures are highly tentative. In the FDI statistics,
the sectoral distribution of FDI inflows is based on the immediate sector into which the
FDI flows. FDI inflows through a holding company are thus recorded as investments in
the financial sector although the capital may be channelled through to another sector
within the economy or even in another country.
Holding companies are companies that own other companies’ stock without producing a
service or a product themselves. In some cases, holding companies are used to simply
channel capital through one country to another, resulting in no real economic impact in
the home country. Such companies are called Special Purpose Entities (SPEs). Countries
where a large part of the FDI inflows are channelled to other countries through SPEs will
therefore tend to have large FDI inflows in the financial sector but a low stock of FDI in
that sector (e.g. Luxembourg as can be seen in Section 3.4).
In other cases, holding companies are used as a means to acquire a firm in the hostcountry. This was for example the case when foreign investors acquired TDC, a Danish
telecommunications provider in 2005/2006. This acquisition took place via the holding
company Nordic Telephone Company, especially set up for the purpose of the acquisition
(Damgaard, 2011). In transactions like these, the FDI inflows may therefore actually end
up in a different service or manufacturing sector, but because FDI flows do not take account of indirect foreign ownership of a host-country company (via a resident holding
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company), this cannot be identified using this type of data.32,33 In countries where holding
companies are relatively frequent, FDI inflows in the financial sector are therefore overestimated.
Once we look at the EU FDI stock instead of inflows, the financial sector is less dominant
accounting for approximately half of the EU FDI stock, cf. Figure 25. This finding reflects
that SPEs account for a significant part of FDI inflows into the EU, and it highlights the
need for taking transactions by SPEs out of the measurement of FDI into the EU to get a
more FDI measure that is more useful for drawing policy lessons on a sectoral basis.34 The
non-financial service sector accounts for approximately a quarter of the total EU FDI
stock, whereas the manufacturing sector on average accounted for 16 per cent of the FDI
stock during 2010-2012.
As the motives for investing in the manufacturing, non-financial and financial sectors are
likely to be different, we expect that the underlying drivers of the observed sectoral patterns of FDI into the EU will also be different. We therefore analyse each of the three sectors in more details in the sections below.

Figure 25 EU FDI stock by sectors, 2004-2012
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The figure shows the sector’s average share of total inward FDI per year in the given time period.
Data are not available on an aggregate EU level after 2012. To ensure comparison over the years,
EU27 is used throughout. The sectors are divided using the NACE R1 for data until 2007, NACE R2
hereafter. Data are in constant 2005 EUR.

Source: Copenhagen Economics based on the Eurostat’s Balance of Payments Statistics

32

33

34

As noted by the OECD, the latest international guidelines for compiling FDI statistics allows for a method of producing FDI
statistics by the ultimate investing country. This solves the issue of SPEs (OECD, 2015b). See also Appendix A for more details.
The Eurostat FATS database, which measures value added and employment generated from FDI, accounts for this type of
indirect foreign ownership as it includes all domestic firms with a foreign ownership share of at least 50 per cent. Unfortunately, these data are not available on a sectoral level.
In this report, we therefore also use data on greenfield investments although the quality of the data is questionable, cf.
Appendix A.
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The development in the category “Other” is driven mainly by large greenfield investments
in the alternative and renewable energy sector. This sector accounted for 15 per cent of
the capital expenditures spent on greenfield investments during 2003-2014 but only 3 per
cent of the total number of investment projects during that period. 35
The United Kingdom, for example, opened its first offshore wind farm in 2000, and since
then another 14 farms have been built around the country. Another six are under construction, and a further seven farms have planning approval. One example is London
Array, which is the world's largest offshore wind farm.36 The main driver for these investments was the goal set by the EU of generating 15 per cent of the region’s energy needs
from renewable sources by 2020 and the target mandated in the 2008 Climate Change
Act of cutting carbon emissions in the United Kingdom by 80 per cent by 2050. 37

3.2

FDI in the EU manufacturing sector

The chemical industry accounts for the largest share of inward FDI to the manufacturing
sector in the EU. Over the period 2010- 2012, on average 19 per cent of inward EU investments in the manufacturing sector thus went into chemicals every year. While the
chemical industry still receives the largest share of inward FDI directed towards manufacturing, the relative importance of the industry has declined compared to the periods before and during the crisis suggesting that FDI inflows to the chemical industry have been
falling, cf. Figure 26. It should be noted that the chemical industry contained also the
pharmaceutical industry in the first period (2004-2007), which is part of the explanation
for the fall in the FDI stock in the second period (2008-2009).38
The food industry also dominates FDI into the manufacturing sector and accounts for the
second largest share of the EU FDI stock in the manufacturing sector (17 per cent). The
third largest manufacturing industry in terms of FDI stock is pharmaceuticals, which has
also received an increasing share of FDI inflows to the manufacturing sector throughout
the period (the share of pharmaceuticals in the manufacturing FDI stock is up from seven
per cent to nine per cent). A similar consistent increase can be observed for basic metals,
and the stock of FDI in this sector has now reached nine per cent.
Together, these three manufacturing sub-sectors account for 45 per cent of the FDI stock
in the manufacturing sector, and the drivers of FDI in these sub-sectors will be further
examined in the sections below.

35

36
37
38

The European Commission based on data from fDi markets, a service from The Financial Times Limited 2016. All Rights
Reserved.
See http://www.londonarray.com.
http://www.legislation.gov.uk/ukpga/2008/27/contents.
Due to a change in the NACE nomenclature, the chemical sector included pharmaceuticals in the period 2004 – 2006.
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Figure 26 EU FDI stock in manufacturing, 2004-2012
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Data are not available on an aggregate EU level after 2012. To ensure comparison over the years,
EU27 is used throughout. NACE R1 is used for data until 2007, NACE R2 hereafter. For some sectors,
there may be slight differences between NACE R1 and R2. Pharmaceuticals is for example not possible
to disentangle from chemicals under NACE R1.”Others” includes the sectors for which disaggregation
is not possible or where sector definitions changes substantially between the two measurements. Data
are in constant 2005 EUR.

Source: Copenhagen Economics based on the Eurostat’s Balance of Payments Statistics

The computer industry experienced unusually high FDI inflows up until the financial and
economic crisis, and the average share of the FDI stock doubled from 2004-2007 to
2008-2009 (from six to 12 per cent). As discussed in Chapter 1, a part of the explanation
of this development was some large M&As in the computer industry.
The labour-intensive industries in the EU have experienced increased competition from
some of the emerging economies with low wages and labour abundance. Some of these
industries, such as the textile and wood industry in addition to the rubber and plastics
industry, have seen their share of the FDI stock in the manufacturing sector continuously
declining throughout the period. Others, such as the automotive sector as well as the machinery and equipment industries, experienced an initial fall in their share of the FDI
stock during the crisis period, but FDI into these industries now seem to be rebounding as
the European economy is recovering. Due to its economic importance, the development of
FDI into the automotive sector will also be examined below.
Chemical sector
The chemical sector covers production of basic chemicals, fertilizers, pesticides, paints,
soap, detergents, etc. Part of the explanation for the lower share of inward FDI into the
chemical sector is that there has been a decrease in the number of new annual greenfield
investments undertaken by foreign companies. This trend goes back to 2004 where 66
new greenfield investments were undertaken compared to 26 new investments in 2013,
cf. Figure 27. The observed pattern suggests that the decrease in the number of new investments in the sector was not solely due to the collapse in FDI inflows to the EU during
and after the crisis.
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Figure 27 Greenfield investments in the EU chemical sector,
2003-2014
Number of
greenfield
investments
75

Million EUR
3.000

50

2.000

25

1.000

0

0
2003

2004

2005

2006

2007

2008

Capital expenditure (Million EUR)

2009

2010

2011

2012

2013

2014

Number of projects

Note:

The figure shows the total number (columns) and capital expenditure (shade) of greenfield projects in
the EU28 in the chemical sector 2003 – 2014. Projects include both intra-EU and extra-EU projects.
Data are in constant 2005 EUR.

Source:

The European Commission based on data from fDi markets, a service from The Financial Times Limited 2016. All Rights Reserved

Another part of the explanation is that the greenfield investments that actually take place
have become smaller in terms of the capital expenditures that come with the projects. In
2004, capital expenditures per greenfield investment was 37 million EUR compared to 22
million EUR in 2013. In 2014, the number of greenfield investments in the EU chemical
sector returned to its pre-crisis level and capital expenditures increased.
It is too early to say whether 2014 marked the year for a sustained upward trend in greenfield investments in the chemical sector or whether 2014 was just an exceptional good
year where investments caught up after a few bad years.
Greenfield investments in the chemical sector are located primarily in the Western EU
Member States, with Belgium (16.2 per cent), Germany (15.6 per cent) and the Netherlands (9.6 per cent) as the main destinations, cf. Figure 28. Total capital expenditures by
foreign companies in this sector over the period 2003-2014 amounted to more than 16
billion EUR out of which around 41 per cent went to these countries. The three countries
account for a similar share of the number of greenfield investments. 39
Relative to its economic size, Belgium is home to a large chemical industry, with 11 of the
top 15 chemical companies having production sites in the country. An extensive pipeline
infrastructure and good logistics are among the factors that make Belgium an attractive

39

Out of the 571 greenfield investments in the EU chemical industry over the period 2003-2014, Germany received 19 per cent
compared to 13 per cent for Belgium and 9.5 per cent for the Netherlands.
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location for chemical companies. The port of Antwerp, for example, hosts a large chemical
industry (Essenscia, 2014).
Other factors that are cited as important attraction factors include the availability of a
highly skilled labour force, high public R&D expenditures and attractive tax incentives for
foreign investors. A number of global players in the industry, such as Total Group (French
Multinational) and Procter & Gamble (US Multinational) have R&D centres in the country, while others such as the US Dow Corning have located its European headquarters in
Belgium (Essenscia, 2014).
Besides having a large domestic market, which in itself is attractive to greenfield investments motivated by a market-seeking motive, Germany also offers good conditions for
investments in the chemical sector.
The German investment promotion agency Germany Trade and Invest (GTI) highlights
factors such as a highly skilled labour force and the industry’s focus on R&D. The latter
includes for example publicly funded R&D projects by research units of the Max-PlanckSociety and other associations, which are often undertaken in collaboration with the industry, and a number of so-called chemical parks, which offer investors in the chemical
industry various services.40 Other attraction factors are the advanced pipeline network
that allows for the transportation of chemicals and raw materials (e.g. ethylene) both
within the country and via Belgium and Netherlands to European ports. 41 Pipelines transporting hydrogen, carbon monoxide and oxygen also connect the chemical parks. 42

40

41

42

Germany Trade and Invest http://www.gtai.de/GTAI/Navigation/EN/Invest/Industries/Chemicalsmaterials/chemicals,t=investment-climate,did=981956.html.
Germany Trade and Invest notes that 36 per cent of the 145 million tons of chemicals, which are transported annually in
Germany, are transported via pipelines.
Germany Trade and Invest http://www.gtai.de/GTAI/Navigation/EN/Invest/Industries/Chemicalsmaterials/chemicals,t=investment-climate,did=981956.html.
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Figure 28 Greenfield investments in the EU chemical sector by
destination, 2003-2014

Note:

The figure shows the distribution of the total value of greenfield investments across EU Member
States (in per cent).

Source: The European Commission based on data from fDi markets, a service from The Financial Times Limited 2016. All Rights Reserved
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The quality of the workforce, in addition to a high quality of infrastructure and a stable
economic environment are also among the reasons why Mitsubishi Plastics decided to
locate a greenfield investment in Germany, cf. Box 4.

Box 4 Case: Mitsubishi Plastics in Germany
Mitsubishi Plastics is a Japanese chemical company with headquarters in Tokyo. In
2014, the company’s ALPOLIC division opened a production plant in Germany in the
Kalle-Albert industrial park in Wiesbaden, with a current staff of 35 employees. The
plant produces ALPOLIC panels (metal composite panels made of aluminium, steel or
titanium with a plastic core) used in the construction industry. The plant serves as the
company’s production base for ALPOLIC panels sold in Germany, the rest of the EU
and neighbouring countries, including Turkey.
Drivers of the ALPOLIC production plant in Germany
The company’s decision to expand the production of its ALPOLIC division to Europe
was primarily due to long delays and high costs of transporting the heavy products
from its production sites in Japan to meet demand in the European markets. The company also wanted to improve access to European raw material supplies for some niche
products, which are not available in Japan or in other areas.
The company first began thinking about possible locations in the EU in 2010, at which
point other countries than Germany, including nearby Eastern European countries,
were considered as possible locations. Factors that drove the company to choose
Germany in the end were the following:





A stable economic environment
A high quality infrastructure and easy access to the rest of the EU and neighbouring
countries
High level of communication/language skills of prospective employees
High level of education for operators required in the factory

Furthermore, the company’s knowledge of the surrounding countries in Eastern Europe was less extensive than the knowledge it had of Germany, and Germany was
therefore in many ways perceived as a safer choice.
The German investment promotion agency Germany Trade and Invest, which the
company had been introduced to via the German embassy in Japan, also played a role
herein by providing the company with practical information regarding e.g. possible location sites.
Within Germany, the company decided on Wiesbaden primarily due to the fact that
Mitsubishi Mitsubishi Polyester Film GmbH, another division of the company, was already present in the region producing polyester films.
Source: Interview with Satoru Okada, Mitsubishi Polyester Film, General Manager Director Sales & Marketing
Alpolic Division

Relative to their economic size, Hungary (7.3 per cent) and Poland (7.3 per cent) are also
large recipients of greenfield investments in the chemical sector.
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During the 1990s and early 2000s, FDI in the chemicals sector in Hungary was driven by
large privatisation programmes, and foreign ownership increased from less than 8 per
cent in 1992 to around 56 per cent in 2000 (Hungarian Chemical Industry Association,
2015). Hungary has developed into an export platform, mainly due to its competitive
structure and good infrastructure (Hungarian Chemical Industry Association, 2015). An
example of a recent FDI project was the M&A deal signed in 2011 between the BorsodChem, a chemical company based in northern Hungary, and the Chinese-owned Wanhua
worth 1.1 billion EUR. Wanhua last year said it planned to bring an additional isocyanate
plant online in Hungary the same year.43
Finally, accessibility to resources as natural gas and oil makes Romania an attractive location for production of chemicals.44 Furthermore, recent liberalisations and privatisations
has also sparked interest from foreign investors in the sector in Romania. 45 Compared to
other eastern European countries, the privatisation process started relative late in Romania and it was not until 1997 that efforts began to be made to involve foreign investors
(Brown et al., 2004).
Food sector
The food sector covers both food products and services, tobacco and beverages. Across the
EU, food services (e.g. restaurants) account for the largest share of greenfield investments
in the food sector (22 per cent). Such services require local presence and will be driven
mainly by a market-seeking motive. Many of the other products in the food sector require
market presence either because transportation is too costly relative to the price of the
products or takes too long to keep the products fresh. Among other large sub-sectors are
sugar and confectionary products, dairy products, bakeries and breweries.
The annual number of greenfield investments in the food sector has in most years ranged
between 80 and 100 project, and there is no clear trend towards a higher or lower number
of investment projects in this sector, cf. Figure 29. 2003 was a year with exceptionally few
greenfield investments in the food sector but the poor performance was compensated for
the year after, where 121 greenfield investments were carried out. The number of greenfield investments was also low in 2012 and 2013 but increased in 2014. It is too early to
say whether 2014 marked the year for a sustained upward trend in greenfield investments
in the food sector or whether the good performance in 2014 reflects catching up after two
years with little activity.
The higher share of inward FDI into the food sector reflects that the greenfield investments have become larger in terms of the capital expenditures that come with the projects. In 2004, capital expenditures per greenfield investment was 15 million EUR compared to 25 million EUR in 2013.

43
44

45

http://www.reuters.com/article/us-hungary-china-factbox-idUSTRE75O1DY20110625.
A point the Romanian Investment agency makes in
http://moscova.mae.ro/sites/moscova.mae.ro/files/birou_economic/investromania_en_2015_04_14_full_v4.pdf.
See for instance http://www.state.gov/documents/organization/229187.pdf.
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Figure 29 Greenfield investments in the EU food sector, 20032014
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The figure shows the total number (columns) and capital expenditure (shade) of greenfield investments in the EU28 in the food and tobacco industries 2003 – 2014. Projects include both intra-EU and
extra-EU investments. The Food, tobacco and beverage industry includes “Food services”, which accounts for 19 per cent of total capital expenditure in the sector over the period 2003 – 2014 and 16
per cent of the total number of greenfield investments. Data are in constant 2005 EUR.

Source: The European Commission based on data from fDi markets, a service from The Financial Times Limited 2016. All Rights Reserved

Measured in terms of the associated capital expenditures, the United Kingdom is by far
the largest destination of greenfield investments in the food sector accounting for 22.1 per
cent of greenfield investment in the EU throughout the period, cf. Figure 30. Among the
drivers of this investment pattern is the size of the domestic market (particularly in the
convenience food market), research and development activities and access to new suppliers and partners.46
Animal slaughtering and processing accounted for the largest share of the value of greenfield investments in the United Kingdom in 2014, and FDI in the United Kingdom originated mainly from Brazil and Denmark.47 An example of a company that has invested in
slaughterhouses in the United Kingdom is the Danish company Tulip, which has 17 production facilities in the United Kingdom. In 2014, it was decided to move part of Danish
Crown’s deboning activities from Denmark to one of Tulip’s production facilities in the
United Kingdom. This decision seems in part to be driven by relatively lower costs in the
United Kingdom compared to Denmark. In a press release from August 2014, the CEO of
Danish Crown Pork, says:
‘On 16 January, we announced that the deboning activities at the Faaborg facility were
46

47

https://www.gov.uk/government/publications/food-and-drink-in-the-uk-investment-opportunities/food-and-drink-inthe-uk-investment-opportunities.
The European Commission based on data from fDi markets, a service from The Financial Times Limited 2016. All Rights
Reserved.
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too costly to remain in Denmark. Back in January, we also said that production would
be moved to Poland, Germany or the United Kingdom where Danish Crown already has
a number of facilities, and we have now decided on the United Kingdom due to the synergies which can be realised with Tulip Ltd’ CEO of DC Pork Jesper Friis.48

48

http://www.danishcrown.dk/News-and-Press/News/Restructuring-in-the-UK-to-accommodate-Faaborg-production.aspx.
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Figure 30 Greenfield investments in the EU food sector by destination, 2003-2014

Note:

The figure shows the distribution of the total value of greenfield investments across EU Member
States (in per cent).

Source: The European Commission based on data from fDi markets, a service from The Financial Times Limited 2016. All Rights Reserved

Breweries and distilleries accounted for the second largest share of the value of greenfield
investments in the United Kingdom in 2014, and FDI in this area originated mainly from
the Netherlands.
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One of the companies that have invested heavily in the brewery industry in the United
Kingdom is the Dutch company Heineken, which has three breweries, a cider production
plant and a network of pubs in the United Kingdom. In 2014, the company announced
that it was expanding its business in the United Kingdom with a 126 million pound investment, expanding its Manchester Brewery, its cider plant in Hereford and its network
of pubs.49 In addition, the company recently announced a 780.5 million USD deal with
Diageo, in which Heineken will take control of the Jamaican lager Red Stripe in the United Kingdom from January 2016.50 The company states that the attractiveness of the United Kingdom is its large market and highly qualified workforce. In particular, London is an
attractive place to introduce the companies’ products both in the United Kingdom and
globally.51
While part of the attraction of the United Kingdom is the domestic market itself, companies also use the United Kingdom as an export base, as exemplified by the Japanese sake
producer Dojima. The company has set up a branch office in London and opened its first
sake brewery in 2015. According to UKTI, the company expects to be using the United
Kingdom as a base from which to export into Europe over the coming years.52
Besides greenfield investments, FDI in the United Kingdom is also driven by a number of
M&As taking place in this industry. One example is the 2010 acquisition of Cadbury PLC
by the US company Kraft Foods Inc, which was valued at 18.7 billion USD.
Poland (13.6 per cent), Germany (11.2 per cent), Romania (9.9 per cent), France (8.5 per
cent) and Spain (8.2 per cent) are also large recipients of greenfield investments in the
food sector. In Poland, low-cost supplies from the agricultural sector in food processing
(e.g. processed fruits and vegetables and baking ingredients) have been a driver for inward FDI in the food sector, and food processing is expected to be a future growth accelerator in Poland (McKinsey, 2015). Foreign companies are also attracted to Poland as
consumers’ disposable income and interest in quality product grows. 53 As food product
can be exported to the Western European markets without additional tariffs and without
meeting many additional regulatory requirements, Poland is also attractive as an export
platform for non-EU multinational companies.
Close to half of all greenfield projects in the EU food sector over the period 2003-2014
originated in non-EU countries, with the US, Switzerland and Japan being the main origins, cf. Table 6. These are also some of the largest non-EU origins of FDI into the EU in
general (cf. Chapter 2).
Investments from the US are mainly in food services (34 per cent), sugar and confectionary products (17 per cent) and tobacco (8 per cent). Tobacco products carry a very high

49
50
51

52

53

https://www.heineken.co.uk/article.php?article=83441402398438.
https://www.heineken.co.uk/article.php?article=61131452782577.
https://www.gov.uk/government/publications/food-and-drink-in-the-uk-investment-opportunities/food-and-drink-inthe-uk-investment-opportunities.
https://www.gov.uk/government/publications/ukti-inward-investment-report-2014-to-2015/ukti-inward-investmentreport-2014-to-2015-online-viewing.
http://www.flex-news-food.com/console/PageViewer.aspx?page=21246.
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import tariff in the EU (up to 74 per cent) and one of the underlying motives for investments in this industry is likely to be tariff- jumping.

Table 6 Top 5 non-EU origins of greenfield investments in the
EU food sector, 2003-2014
Number of greenfield
investments

Total share of number of
investments

Total share of value of
investments

US

250

43%

57%

Switzerland

129

22%

20%

Japan

37

6%

4%

China

18

3%

2%

Origin

Brazil

14

2%

2%

Other non-EU countries

131

23%

15%

Total

579

100%

100%

Note:

The table shows the top five non-EU origins for EU greenfield investments in the food, tobacco and
beverage industry over the period 2003-2014. Food services is included in the sector.

Source: The European Commission based on data from fDi markets, a service from The Financial Times Limited 2016. All Rights Reserved

Compared to the origin of FDI into the EU in general, greenfield investments in the food
sector from China are relatively large. The driver of these investments may not so much
be the market potential in the EU country or the EU markets in general, but rather the
large potential in the Chinese market itself.
One example of this is the Chinese company Hony Capital, which recently purchased the
restaurant chain Pizza Express from the British Gondola Group. The chain has its majority of restaurants in the United Kingdom but are also present in other markets, including
China. One of the motives behind the purchase was the potential in the Chinese market,
and new restaurants have opened there since the purchase (Berlingske, 2015).
Another example, where the potential in the home market has been an underlying driver,
is the case of the Chinese group Synutra (China’s third largest infant nutrition manufacturer), cf. Box 5. This group entered into a partnership with the French cooperative group
Sodiaal for the creation of a whey and milk drying plant in Britany in 2012. One of Sodiaal
group’s units Eurosérum is a world leader in demineralised whey, which is an ingredient
used for the manufacture of baby formula, and exports a large share of this to China. Securing supplies of this raw material to meet the high growth in the Chinese domestic market seems to have been one of the motives behind the investment. 54

54

Sodiaal and Eurosérum. 2012. Press Release. Paris 17th September 2012.
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Box 5 Case: Synutra International in France
Synutra International is a leading Chinese producer of premium infant formula products. The company was founded in 1997 and sells its products across the Chinese
market.
In order to secure the supply of raw materials required to satisfy the growing demand
for infant formula in China, the company sealed a partnership agreement with the
French cooperative group, Sodiaal in 2012, for the creation of a whey and milk drying
plant in Britany, France.
The single purpose of the plant is to manufacture powdered milk and fat-enriched demineralised whey for the Chinese market, with no production sold locally in France or
Europe.
China currently has a massive undersupply of milk, while European countries have an
oversupply. The latter has particularly been the case since the elimination of the milk
quotas in the EU. The partnership therefore benefits both parties. Sodiaal is able to
ensure a stable demand for milk produced by local farmers in Britany, while Synutra is
able to secure the raw materials they lack in their home market.
Synutra’s investment in France was thus driven by a need to secure raw materials at
stable prices. Knowledge acquisition did not play a role, as Chinese enterprises are already at the European level in terms of technology and knowledge in this sector.
The fact that access to raw materials is the underlying motivation behind the investment also means that many other locations could have been chosen. The reason why
Synutra chose France is because of a long personal relationship between the company
and Sodiaal’s business unit Eurosérum, and not because of any specific attraction factors in France.
Source: Copenhagen Economics based on Interview with Christian Mazuray Président de Synutra France International SAS, 28.01.2016

Pharmaceuticals
The pharmaceutical sector accounted for close to 10 per cent of inward FDI over the period 2010-2012 up from 7 per cent in 2008-2009, cf. Figure 26 above. While the sector is
thus a small recipient of FDI compared to the chemical and food sectors, this sector is
expected to become one of the primary drivers of European growth in the coming years.55
It is therefore important to understand the underlying drivers of FDI in this sector.
In pharmaceuticals, M&As have been an important mode of FDI globally, and the industry has recently embarked on a new wave of restructuring and market-seeking investment
(UNCTAD, 2014). As noted by E&Y (2015b), this is partly driven by the so-called patentcliff, which refers to the recent expiration of a number of patents in the sector. The patent-cliff has spurred a number of pharmaceutical firms seeking to reverse the resulting
drop in revenues through targeted acquisitions of businesses with established products.
55

Respondents to Ernst and Young 2014 European Attractiveness Survey see the pharmaceutical industry as one of the
primary drivers of European growth in the coming years, and 45 per cent of the respondents believe that R&D activities will
attract the most investment in Europe in the coming years.
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As explained in Chapter 4, a driver of FDI inflows in the pharmaceutical sector (particularly from the US to Ireland) is also tax planning (so-called tax inversion).
Among recent acquisitions in the EU is the Swedish company Meda AB’s acquisition of
the Italian pharmaceutical company Rottapharm (value of 2.3 billion EUR) and the 160
million EUR acquisition of Penn Pharmaceuticals Services Ltd based in the United Kingdom by the US pharmaceutical packaging company, Packaging Coordinators, Inc. 56
Ireland accounts for close to a third of the total EU stock of FDI in the pharmaceutical
sector, followed by France, the Netherlands and the United Kingdom, cf. Figure 31.

Figure 31 EU FDI stock in the pharmaceutical sector by destination, 2012
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Source: Copenhagen Economics based on the Eurostat’s Balance of Payments Statistics

Efforts to attract foreign companies in the pharmaceutical sector in Ireland go back to the
1960s when the Industrial Development Authority (IDA) actively started to encourage
multinational pharmaceutical and chemical companies to locate in Ireland. Initially, investments were primarily in bulk pharmaceuticals (active pharmaceutical ingredients),
developing into drug product manufacturing in the 1970s and later towards higher value
added activities such as product and process development and headquarter services
(Pharmachemical Ireland).
According to the IDA, nine out of the world’s top 10 global pharmaceutical companies are
now present in Ireland.57 Among the drivers for such investments are a highly skilled labour force and the country’s intellectual property and tax regime, which includes a corporate tax rate of 12.5 per cent in addition to an extensive tax treaty network and R&D tax
credits.58
56

57
58

PCI downloadable from
http://www.imap.com/local/media/article_documents/IMAP_Pharma_Report_2015_6C84003C2573C.pdf.
http://www.idaireland.com/business-in-ireland/industry-sectors/bio-pharmaceuticals.
PWC Ireland downloadable from http://www.pwc.ie/industries/pharma/why-ireland.html.
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IDA also highlights factors such as cluster effects and R&D funding, providing the example of the national foundation for investment in scientific and engineering research Science Foundation Ireland (SFI), which funds a lot of basic research in the bio pharmaceutical sector.59 In 2014, over half of the greenfield investments in the EU pharmaceutical
sector went into Ireland, cf. Figure 32.

Figure 32 Greenfield investments in the EU pharmaceutical sector, 2014
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Source: The European Commission based on data from fDi markets, a service from The Financial Times Limited 2016. All Rights Reserved

The Netherlands, the United Kingdom and France also have large clusters of life science
companies. In the Netherlands, there are thus approximately 450 life science companies
with large clusters around the Amsterdam region Utrecht as well as Leiden. Leiden contains Leiden Bio Science Park, which is among Europe’s top five science parks and with a
focus on biomedical and biomolecular life sciences (JLL, 2014). One of the foreign owned
companies located in the science park is the Japanese pharmaceutical company Astellas.
The company notes that large industry presence and the location close to a number of
universities make the science park attractive and provide an advantage in terms of recruitments.60
The location of pharmaceutical companies in the United Kingdom and France also suggests that industry clusters and access to highly skilled labour are important location determinants with industry clusters in France around, for example, the Paris Region, where
there is a concentration of universities and public research institutions (JLL, 2014).

59
60

http://www.idaireland.com/business-in-ireland/industry-sectors/bio-pharmaceuticals.
http://investinholland.com/success-stories/astellas.
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77 per cent of the biotechnology companies in the United Kingdom have R&D functions
within the companies. A key contributor to this investment pattern is the United Kingdom’s many renowned universities (KPMG, 2013a). United Kingdom Trade & Invest
(UKTI) also has a unit (“Life Science Organisation”), which helps domestic life science
companies to do business overseas and encourage foreign life science companies to invest
in the United Kingdom. The unit offers support from the R&D stage through to clinical
trials, commercial operations and business partnerships. 61
This unit has, for example, been involved in the recent establishment of Pfizer’s Londonbased Genetic Medicine Institute and the Pfizer Rare Disease Consortium, where the latter is a framework agreement between Pfizer and over 18 universities in the United Kingdom that enables collaboration in the area of rare diseases (United Kingdom, 2015b).
Automotive
The automotive industry is an important manufacturing industry in a number of EU
Member States and has attracted considerable amounts of FDI. During the period 20032014, Spain received the largest share of EU greenfield investments measured both in
terms of number of investments (15 per cent) and capital expenditures (22 per cent), cf.
Table 7.

Table 7 Top 10 destinations for greenfield investments in the EU
automotive sector, 2003-2014
Number of greenfield
investments

Share of total number of
investments

Share of total capital
expenditure

Spain

78

15%

22%

United Kingdom

78

15%

15%

Germany

49

9%

7%

Romania

34

6%

6%

Belgium

32

6%

7%

Hungary

31

6%

6%

Czech Republic

30

6%

5%

France

30

6%

1%

Poland

28

5%

6%

Country

Slovakia

24

5%

11%

Others

119

22%

13%

Total

533

100%

100%

Note:

The table lists the top 10 recipients in terms of the number of greenfield investments in the auto
industry (Automotive and non-automotive transport equipment and Automotive OEM), over the period
2003 – 2014. Projects included originate both within and outside of the EU.

Source: The European Commission based on data from fDi markets, a service from The Financial Times Limited 2016. All Rights Reserved

61

https://www.gov.United Kingdom/government/organisations/United Kingdomti-life-sciences-organisation.
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While the United Kingdom has attracted the same number of greenfield investments as
Spain, the share of total capital expenditures is lower suggesting that the investment projects in the United Kingdom on average are smaller than projects carried out in Spain.
Greenfield investments in Slovakia also appear to be large as the country attracts only five
per cent of the total number of greenfield investments in the EU but accounts for 11 per
cent of the total capital expenditure by foreign companies in this sector.
FDI in the automotive industry in Spain has a long history with large multinational automotive companies having invested in the country since the 1960s. According to Invest in
Spain, the country now hosts 9 multinational brands and 17 manufacturing plants. In
addition, the country is the largest European manufacturer of industrial vehicles and is
the second largest European manufacturer of passenger vehicles (Clifton et al. 2011; Invest in Spain62). As suppliers of parts and components tend to co-locate near to the automotive producers, there is likely to be strong agglomeration effects in the automotive
sector.
Suppliers to automotive manufacturers are often classified into so-called tiers, with tierone suppliers being those that supply the automotive manufactures directly, while tiertwo suppliers are those that supply tier-one suppliers and so on. One of the reasons why
suppliers tend to locate near automotive manufactures is the rise of the ‘just in time’ production system, in which parts are supplied to the manufacturer soon before they are
required (Rosenbaum, 2013). According to KPMG, tier-one suppliers are most likely to
experience pressure to manufacture in close proximity to their customers, as these products are generally more sensitive to distance from assembly operations (KPMG, 2009).
This co-location of suppliers and automotive manufacturers is demonstrated by the establishment of Tachi-s Engineering in Spain after the company became a tier-one supplier to
Nissan in Barcelona, cf. Box 6.
Greenfield investments in the automotive industry in Spain were originally spurred by a
relatively low wage level in Spain compared to other Western European countries, with
the majority of production intended for exports (Clifton et al. 2011). Still today, the majority of cars produced in Spain are intended for exports.63 The infrastructure and logistics
environment is indeed one of the key factors highlighted by Invest in Spain for the competitiveness of Spain as an export platform to both Europe, North Africa, Latin America
and the Mediterranean (Invest in Spain).

62
63

Invest in Spain http://www.investinspain.org/invest/en/sectors/automotive/overview/index.html.
Invest in Spain notes that 90 per cent of vehicles produced in the country are being exported. Data from Eurostat show that
other EU countries are the main export markets, and account for 83 per cent of Spanish exports of passenger cars.
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Box 6 Case: Tachi-s Engineering in Spain
Tachi-s Engineering is a Japanese manufacturer of automotive seats, founded in 1954.
The company has its head quarter in Tokyo Japan and a European head quarter in
Paris, where the company’s main customer in Europe Renault-Nissan has offices.
In 2014, the company started the construction of their only European production line
in Barcelona, Spain, where mass production began in November 2015. The company
presently employs 40 people in Spain and is currently developing their local sourcing
strategy, which involves finding local suppliers of material inputs to their production.
The decision to set up production in Spain was made when the firm was selected as a
supplier to Nissan in Barcelona. In fact, the company’s production facilities in Barcelona are located within the Nissan production plant. The company also has production in
other locations across the world, e.g. Mexico, motivated by the same reason: Proximity to the company’s customers.
The case thus illustrates the importance of cluster effects for foreign investments in
the automotive industry, where it is typical for suppliers to follow their main customers into new markets, and where the local investment climate play a minor role for
suppliers.
The company received a lot of practical support from Catalonia Trade & Invest, including help in legal matters, during the initial stages of their investment in Spain.
Source: Copenhagen Economics based on an interview with Mrs. Mieko Nagai, Business Operation Manager,
Tachi-s Engineering Europe SARL, conducted in January 2016

Following Spain, the United Kingdom and Germany are the largest markets for greenfield
investments in the automotive industry. Germany is the leading production and sales
market in the EU, accounting for 30 per cent of all passenger cars produced in the EU and
close to 20 per cent of all new car registrations (ACEA, 2015 cited by Germany Trade and
Invest). The United Kingdom follows Germany as the second largest market, and the second largest producer of premium vehicles (KPMG, 2014).
Besides market size, other factors also seem to be driving investments to the United
Kingdom and Germany. According to KPMG (2014), the United Kingdom exported 77 per
cent of the vehicles produced in 2013. In the United Kingdom, cluster effects seem particular important, with so-called Tier 1 suppliers tending to cluster their plants close to their
original equipment manufacturer (OEM) customers.64 Innovation, product quality and
productivity seem particular important in Germany. 65

64

65

A case illustrating this from the United Kingdom is BorgWarner (US supplier of turbocharging systems), which announced
plans to set up manufacturing in Bradford to produce turbocharges to supply Jaguar Land Rover following the latter’s announcement of a new engine factory in Wolverhampton (KPMG, 2014).
According to Ernst and Young European Automotive Survey from 2013, the German automotive sector is thus the highest
ranked in terms of innovation, product quality and productivity out of 18 countries, including both EU and non-EU countries. The survey was conducted among 300 companies active in the EU automotive sector (15 per cent OEM and 85 per
cent suppliers).

75

Towards a Foreign Direct Investment (FDI)
Attractiveness Scoreboard

Germany has also been an important source of investments in the automotive industry
among new Eastern Member States. According to IMF (2013), a German – Central European supply chain has thus been evolving since the 1990s, aimed at manufactures for
export to the rest of the world. This has been supported by large FDI inflows into especially Poland, Hungary, Slovakia and the Czech Republic, directed towards the manufacturing sector in general but in particular towards the manufacturing of motor vehicles and
other transport equipment. Among the drivers behind German investments in Eastern
Europe, are a relatively low wage level and the geographical proximity and cultural similarities with Western European countries (IMF, 2013).
In Slovakia, for example, the automotive industry kicked off with Volkswagen’s acquisition of BAZ in Bratislava in 199166, followed by the French car manufacturer PSA (Peugeot
Citroën) in 2003 and Kia Motors in 2004.67 Today, Slovakia has the highest per capita car
production in the world.68 Data on greenfield investments show that Germany has continued to be among the top source countries for investments in the Slovakian automotive
industry, accounting for 37 per cent of the capital expenditure on greenfield FDI investments in the sector over the period 2003-2014, while a further 20 per cent originated in
France and 41 per cent in South Korea.
E&Y note two factors that have helped secure large-scale projects by investors such as
Volkswagen, PSA and Kia. First, a proactive effort by the Slovakian Government, which
has offered tailored infrastructure solutions and other attractive incentives. Second, recent reforms such the flat tax rate and user-friendly corporate tax system that have in
general made Slovakia more attractive to foreign investors.69
German investments in the automotive industry in the Czech Republic and in Hungary
have also been substantial. In the Czech Republic, the former state-owned brand Skoda
was acquired by the Volkswagen Group in 1991. In addition, Audi set up an engine manufacturing plant in Hungary in 1993 and opened a new facility there in 2013. 70
In Poland, the largest producer is Fiat, which in 2005 entered a cooperation agreement
with Ford to develop the Fiat 500 and Ford Ka in order to reduce production costs. The
production facility is the largest in Eastern Europe with an annual capacity of 600,000
units.71 Other investors in the industry include companies such as Volkswagen, Toyota 72
and BMW.73,74 Half of Poland’s automotive revenue is generated by components sales. 75
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74
75

The Bratislava plant today being used for the production of the Volkswagen Touareg, Audi Q7, Volkswagen up!, ŠKODA
Citigo, SEAT Mii and for the body of the Porsche Cayenne
(http://en.volkswagen.sk/en/Company/numbers_and_facts.html).
http://www.sario.sk/en/invest/sectorial-analyses/automotive-industry.
Ernst and Young. “The Central and Eastern European Automotive Market – Slovakia”.
The last 1 per cent originated in the Czech Republic. Based on FT data on greenfield FDI projects.
http://www.audi.com/corporate/en/company/company-structure/audi-participations/audi-hungaria-motor.html.
Ernst and Young. “The Central and Eastern European Automotive Market – Poland”.
Toyota opened a transmission manufacturing facility in Poland in 2008.
BMW opened a logistics and spare parts warehousing centre in Poland in 2008.
Ernst and Young. “The Central and Eastern European Automotive Market – Poland”.
Ernst and Young. “The Central and Eastern European Automotive Market – Poland”.
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The importance of cost differences between new and old EU Member States as a driver of
investments into Eastern European countries is illustrated by Daimler’s investment in
Hungary. In 2012, the company opened a plant in Hungary to manufacture the Mercedes
B-Class Compact as manufacturing costs in Hungary were 30 per cent lower than in Germany.76
Cost advantages, in terms of low wages and tax breaks, are also drivers of FDI in the automotive industry in Romania. The country hosts, among others, Renault, which produces
the low-budget cars Dacia Logan and the Sandero hatchback, which are the cheapest cars
in Europe.77 The German automotive component supplier Continental also has a large
presence in Romania, producing drive belts and tyres. Other large foreign component
suppliers include Michelin and Takata-Petri AG.78
As high transportation costs make exports to the EU less attractive, it is no surprise that
greenfield investments in the EU automotive industry originate mainly from some of the
large car producing countries such as Japan, the US and Korea, cf. Table 8. Whilst Japan
is the largest source country in terms of number of projects, the investments that originates in the US are substantially larger, as they account for less than a third of the projects, but more than half of capital expenditure.

Table 8 Top 5 non-EU origins of greenfield investments in the
EU automotive industry, 2003-2014
Origin

Number of greenfield
investments

Total share of number of
investments

Total share of capital
expenditure

Japan

125

44%

27%

US

88

31%

51%

Korea, Republic of

27

10%

13%

China

20

7%

5%

India
Other non-EU
Total
Note:

7

2%

1%

15

5%

4%

282

100%

100%

The table shows the top five non-EU origins for EU greenfield investments in the automotive industry
over the period 2003-2014.

Source: The European Commission based on data from fDi markets, a service from The Financial Times Limited 2016. All Rights Reserved

3.3

FDI in the EU non-financial service sector

Business services account for more than 40 percent of the EU FDI stock in the nonfinancial service sector, cf. Figure 33. Less FDI has gone into business services under the

76
77
78

http://www.bloomberg.com/bw/articles/2012-04-05/daimlers-billion-dollar-bet-on-hungary.
Ernst and Young. “The Central and Eastern European Automotive Market – Romania”.
Takata is Japanese and produces seatbelts airbags and other safety equipment. The company acquired PETRI AG (German
steering wheel manufacturer) in 2000 and established Takata-petri AG (E&Y, Romania).
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crisis (2008-2009) and after the crisis (2010-2012), which caused the share to drop from
the 54 per cent share before the crisis (2004-2007).

Figure 33 EU FDI stock in non-financial services, 2004-2012
Share of FDI stock
60%

40%

20%

0%

2004-2007

2008-2009

2010-2012

Note:

Data is not available on an aggregate EU level after 2012. To ensure comparison over the years, EU27
is used throughout. NACE R1 is used for data until 2007, NACE R2 hereafter. For some sectors, there
may be slight differences between NACE R1 and R2. Others include the sectors for which disaggregation is not possible or where sector definitions change substantially between the two measurements.
Data is in constant 2005 EUR.

Source:

Copenhagen Economics based on the Eurostat’s Balance of Payments Statistics

Communications services received the largest share of the total capital expenditure spent
on greenfield investments in the non-financial service sub-sectors (25 per cent) followed
by transportation services (23.1 per cent), cf. Table 9. Software and IT services received by
far the largest number of greenfield investments, accounting for 34.9 per cent of the total
number of greenfield investments during the period 2003-2014. Below, we therefore analyse greenfield investments in communications services and software & IT services in
more details. As the distribution of greenfield investment across Member States and the
drivers for FDI in the two sub-sectors are largely similar, the two sub-sectors are described together.
There is also a large number of greenfield investments in business services and the number of investments has been increasing throughout the period. Although business services
account only for a small share of total capital expenditures, the large and growing number
of investments merit a closer look at the drivers of greenfield investments in this subsector.
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Table 9 Greenfield investments in EU non-financial services,
2003-2014
Service sub-sector

Number of projects

Share of total number of
greenfield investments

Share of total
capital expenditure

Communications

1,348

13.4%

25.0%

Transportation

1,947

19.3%

23.1%

Hotels & tourism

1,086

10.8%

18.3%

Software & IT services

3,520

34.9%

14.8%

330

3.3%

11.5%

1,756

17.4%

5.5%

Leisure & entertainment

40

0.4%

0.9%

Real estate

40

0.4%

0.9%

Warehousing & storage
Business services

Note:

The table shows the top five non-EU origins for EU greenfield investments in the food, tobacco and
beverage industry over the period 2003-2014. Food services is included in the sector.

Source: The European Commission based on data from fDi markets, a service from The Financial Times Limited 2016. All Rights Reserved

Communications, software and IT services
Communication services consist mainly of wireless telecommunication carriers (41 per
cent) and data processing, hosting, & related services (31 per cent). Software and IT services are mainly composed of custom computer programming services (49 per cent) and
software publishers, except video games (32 per cent).
The total number of greenfield investments in communications, software and IT services
increased from 246 in 2003 to 456 in 2014, cf. Figure 36. The capital expenditure spent
on the greenfield investments in this sector did not increase proportionately, suggesting
that the average size of the greenfield investments has become smaller. Greenfield investments in communications, software and IT services increased towards the economic
and financial crisis, and the number of investments recovered quite quickly after the crisis
although with lower capital expenditures per investment.
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Figure 34 Greenfield investments in EU communications, software and IT services, 2003-2014
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The figure shows the total number (columns) and capital expenditure (shade) of greenfield investments in the EU28 in business services 2003 – 2014. Projects include both intra-EU and extra-EU investments. Data are in constant 2005 EUR.

Source: The European Commission based on data from fDi markets, a service from The Financial Times Limited 2016. All Rights Reserved

Spain was the destination for almost 20 per cent of the greenfield investments in the EU
that went into communications, software and IT services during the period 2003-2014, cf.
Figure 35. Of the total greenfield investments in this sub-sector, communications accounted for more than 90 per cent.
The general simplification of the regulatory framework for cross-border provision may
have been a driver for this performance but the liberalisation of the Spanish telecommunications sector (Telefónica) is also likely to have been a sector-specific driver (European
Commission, 2014c). The Spanish Government also has communications, software and IT
services as a strategic focus (a so-called privileged domain), and Spain aspires to become
one of the world's key research actors. To this end, Spain has developed the "Malaga Valley" project (established in 1992) with the aim to construct the largest European research
and innovation centre dedicated to information and communications technologies. 79
The United Kingdom received the second largest share of greenfield investments in communications, software and IT services, and the total capital expenditures in greenfield
investments carried out in the United Kingdom during 2003-2014 amounted to 12 billion
EUR (15 per cent of total capital expenditures in the EU over the time period). The United
Kingdom, for example, has a strong reputation for being a global centre for digital economies with “Tech City” in Eastern London being the largest digital cluster in Europe
(UKTI, 2015a). The United Kingdom is the leading destination in Europe for all types of
FDI in this sector and second only to the US globally (UKTI, 2015b).
79

https://en.santandertrade.com/establish-overseas/spain/foreign-investment.
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Figure 35 Greenfield investments in EU communications, software and IT services by destination, 2003-2014

Note:

The figure shows the distribution of the total value of greenfield investments across EU Member
States (in per cent).

Source: The European Commission based on data from fDi markets, a service from The Financial Times Limited 2016. All Rights Reserved

The United Kingdom received close to a third of all new EU greenfield investments in
software and IT services over the period 2003-2014.
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Furthermore, investments are also actively being sought by the United Kingdom in this
sector, reflected in a recently launched programme to encourage more US technology
companies to build their headquarters in the United Kingdom (UKTI, 2015b). 80
The Netherlands is known as ‘the digital gateway to Europe’, with fifteen sub-sea cables
connecting the Americas to Europe via the Netherland’s coast (Invest in Holland, 2013). A
large share of foreign investors in this sector also point to a high focus on innovation,
education, public-private partnerships and digital infrastructure as attraction factors in
the Netherlands (Invest in Holland, 2013).81 These reasons are also among the attraction
factors of Ireland, with the Head of Google Ireland citing infrastructure, connectivity and
talent as key drivers of FDI into Ireland (RTE, 2015).
Both the Netherlands and Ireland are also home to a number of datacentres, with both
Google and Apple recently announcing new data centres in Ireland.82,83 Both countries
have a relative cool climate, which reduces the costs of running the data centre. According
to Google, the climate in Ireland thus allows the servers in the centre to be kept cool without the use of air-conditioning.84
Poland also appears to have a relatively strong position in IT. Poland is thus the main
recipient of greenfield investments in this sub-sector, receiving 3.6 per cent of all new
greenfield investments in the EU over the period 2003-2014. This makes it the seventh
most preferred location in the EU28, ranking just after Ireland and the Netherlands, and
the most preferred location among the new Member States. Poland is thus fast becoming
an important ‘European technology and IT hub’, as noted by E&Y (2014c), with a number
of global players active on the market such as Microsoft, HP, Google, Oracle, IBM and
SAP (Antal International, 2013). Both E&Y (2014c) and Antal International (2013) attribute this development to a mixture of cost competitiveness and a qualified labour force (in
particular IT engineers). Furthermore, Antal International (2013) notes that Poland also
offers support schemes. In the IT sector, financial aid is thus granted to cover the costs of
creating new jobs as part of the “Programme of support of investments of considerable
importance for Polish economy for years 2011 -2020”.
An interesting case is the iGaming sector in Malta. Malta has placed itself as a frontrunner
in terms of attracting investments in this industry and is estimated to be the host of approximately 10 per cent of the world’s online gaming companies.85 This success is attributed partly to the regulatory framework in place, a generous tax regime and an upgraded internet cable link with mainland Europe.86,87
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This programme was launched by the United Kingdom Trade and Invest (UKTI) in collaboration with the wider United
Kingdom Government and the private sector, (UKTI, 2015b).
According to Invest in Holland’s webpage 70 per cent of Dutch innovation is in IT, see
http://investinholland.com/industries/information-technology.
http://www.datacenterdynamics.com/design-strategy/google-starts-work-on-second-irish-data-center-indublin/94669.fullarticle.
Apple, 2015.
https://www.google.com/about/datacenters/inside/locations/dublin/index.html.
Mifsud and Mifsud downloadable from http://www.mifsudadvocates.com.mt/malta-igaming/.
Mifsud and Mifsud downloadable from http://www.mifsudadvocates.com.mt/malta-igaming/.
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Box 7 Case: SolarWinds in Poland
SolarWinds is a leading provider of hybrid IT infrastructure management software to
over 150,000 customers in more than 170 countries from Fortune 500 enterprises to
small businesses, government agencies and educational institutions.
In 2008, the company set up its first European R&D centre in Brno in the Czech Republic, followed by a second R&D centre in Krakow, Poland in 2015. The company now
employs approximately 300 people in the Czech Republic and 30 people in Po-land.
Both the Brno and Kraków R&D centres work closely with SolarWinds teams in other
locations around the world to support the majority of the company‘s product portfolio,
including work on responsive web-based frontends and the backend capable of supporting hundreds of thousands of devices, and everything in between.
The combination and availability of a cost-competitive, talented workforce with great
technical talent was a vital factor for the company, and was one of the main reasons
why the company decided to look towards Eastern Europe – first in Brno and later in
Krakow, both of which are the home to good technical universities. Ensuring future access to qualified employees is a concern for the company and part of the reason for
the expansion into Poland in 2015.
Aside from talent, other important factors in the company’s decision to locate in the
Czech Republic and Poland include a good digital infrastructure in both countries (reliability and speed of internet), political stability and good English skills.
Before deciding on Poland, the company also considered both Romania and Bulgaria as
possible locations, but decided in favour of Poland due a higher level of market maturity and political stability. Monetary incentives, in the shape of employment subsidies, also played a role.
The company made use of local investment agencies in both the Czech Republic and in
Poland, which provided the useful local information and raised the company’s awareness of available monetary incentives, during the early stages of the company’s decision-making process.
Source: Copenhagen Economics based on an interview with Tomas Kucera, VP Business Operations on 15th
December 2015

Business services
Business services cover a broad range of services, including activities such as employment
services, accountancy, pay roll services, advertisement and legal services. The total number of greenfield investments in business services increased from 61 in 2003 to 186 in
2014, cf. Figure 36. The capital expenditure spent on the greenfield investments did not
increase proportionately, suggesting that the average size of the greenfield investments
has become smaller. Greenfield investments in business services increased towards the
economic and financial crisis, and the number of investments recovered quite quickly
after the crisis although with lower capital expenditures per investment.
87

Malta was thus the first EU country to regulate the industry in 2004 (E&Y, 2014b) and has since set up a so-called Remote
Gaming Council with the aim of providing a forum for all Maltese remote gaming licenses to express their opinions and
concerns with regards to the industry (http://www.mifsudadvocates.com.mt/malta-igaming/.
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Figure 36 Greenfield investments in EU business services, 20032014
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The figure shows the total number (columns) and capital expenditure (shade) of greenfield investments in the EU28 in business services 2003 – 2014. Projects include both intra-EU and extra-EU investments. Data are in constant 2005 EUR.

Source: The European Commission based on data from fDi markets, a service from The Financial Times Limited 2016. All Rights Reserved

The majority of new investments in business services have been directed towards the
large EU markets in France (32.7 per cent) and the United Kingdom (24.9 per cent), with
advertising and employment services being the most frequent types of activities. The output of business services are mainly used as intermediate inputs in the manufacturing
sector and FDI in these services is thus mainly market-driven.88 The large domestic markets in France and the United Kingdom and the large stocks of FDI in the manufacturing
sector (see Chapter 5), possibly combined with the international profile of their capital
cities (see Chapter 2) contribute to an understanding of this investment pattern in business services.
Germany receives surprisingly little FDI in business services relative to the size of the
domestic market (1.5 per cent). One explanation could be the high costs of starting a
business in Germany compared to both the United Kingdom and France, cf. Chapter 6.
Another explanation could be differences in outsourcing patterns across countries. According to E&Y (2013), German companies tend to keep more IT and business processes
in-house (85 per cent) than companies in the United Kingdom (83 per cent). Moreover,
when German companies do outsource they more often outsource to companies outside
Germany (35 per cent) than to companies within Germany. In the United Kingdom, only
24 per cent of the companies that outsource such business services use companies in oth88

The analysis is based on a large French firm-level dataset, where a discrete choice model is used to assess how the downstream demand of French manufacturing firms impact on the location probabilities of French business services firms. See
Nefussi and Schwellnus (2007) for more details.
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er countries. These figures indicate that the market for business services tend to be smaller in Germany than in the United Kingdom. No figures for France are available.

Figure 37 Greenfield investments in EU business services by
destination, 2003-2014

Note:

The figure shows the distribution of the total value of greenfield investments across EU Member
States (in per cent).

Source: The European Commission based on data from fDi markets, a service from The Financial Times Limited 2016. All Rights Reserved
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FDI in business services is also increasingly important for the group of new Member
States.89 Central and Eastern Europe is becoming a popular region for companies outsourcing back office activities, such as call centres, accountancy, human resource activities, and research and development, with Poland now rivalling India and China as one of
the top outsourcing destinations for these types of activities (Financial Times, 2013).
The factors cited as being important drivers for such activities into the region include a
well-educated labour force with good language skills, relatively low wages and a shared
legal code with the rest of Europe. Furthermore, the region shares a common time zone
and culture with the rest of Europe, making it an attractive region for Western European
business (Financial Times, 2013).
Romania is the new Member State, which has received the most greenfield investments in
business services. As noted in the aforementioned Financial Times report, one of the advantages of Romania as a destination for business services is the comparatively low wage
level, with a junior accountant starting at a salary of about 350 EUR a month compared to
750 EUR in Poland and 950 EUR in the Czech Republic.

3.4

FDI in the EU financial service sector

The financial service sector covers both financial services (95 per cent in 2011) and insurance and pensions funding (5 per cent in 2011).90 Within financial services, the main component is holding companies and 71 per cent of FDI in financial services in 2011 was accounted for by holding companies.91
Luxembourg is a particularly large recipient of FDI inflows in this sector, accounting for
87 per cent of total EU inflows of FDI in the financial sector, cf. Figure 38. However, Luxembourg only holds three per cent of the EU stock of inward FDI in the sector.

89

90

91

Across the 13 new Member States as a whole, FDI inflows in services (including financial services) as a share of total inward
FDI has thus increased from 69 per cent in 2008 to around 75 per cent in 2012. Over the same period, this share has
dropped slightly from around 77 per cent to 73 percent in the old EU15 Member States (based on data from Eurostat).
2011 is the latest year in which financial services are broken down into sub-components in the Eurostat’s Balance of Payments Statistics.
2011 is the latest year in which financial services are broken down into sub-components.
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Figure 38 EU FDI stock and flows in the financial sector by destination, 2012
EU FDI inflows

Note:

EU FDI stock

All the numbers are from 2012, except the United Kingdom for which 2011 is used.

Source: Copenhagen Economics based on the Eurostat’s Balance of Payments Statistics

The reason for this discrepancy is that a substantial amount of FDI in this sector merely
passes through Luxembourg with foreign investors using the country as a gateway to other markets, channelling investments via an intermediary holding company in Luxembourg, cf. Box 8.92

92

BSP (Bonn Steichen & Partners). ”Luxembourg: Chinese investors’ window to Europe” downloadable from
http://www.bsp.lu/sites/default/files/publication/filedocs/bsp_luxembourg_chinese_investors.pdf.
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Box 8 Holding companies in Luxembourg
The attraction of Luxembourg as a place to set up holding companies is mainly due to
a favourable tax regime for dividends and capital gains, which allows for a range of
tax exemptions. As a result, it may be more profitable for foreign investors to structure their European investments via Luxembourg, rather than directly into the target
country (KPMG, 2013). Moreover, Luxembourg also has an extensive network of double tax treaties, which reduces withholding tax rates on dividend interest payments
and royalties.93 In practice, this means that investors from covered countries can
transfer such monetary flows back to their headquarters in their home country at a
reduced effective tax rate.
Luxembourg is also home to a large banking sector and a multitude of investment
funds. Among the factors cited as drivers behind these types of investments into Luxembourg are the strategic location of the country in the EU, the political stability of the
country, its multicultural and highly skilled workforce, its strong legal environment
and, again, its attractive tax framework. Investment funds can benefit from a wide
range of exemptions and may be subject only to a minimum income tax and a socalled subscription tax (Deloitte, 2013).

Measured in terms of stock, the United Kingdom holds the largest share of FDI in the
financial sector (17 per cent) followed by Belgium (11 per cent), France (10 per cent) and
Ireland (10 per cent), cf. Figure 38.
Whereas the financial sector accounts for around half of the EU FDI stock (cf. Figure 25
above), this sector only accounts for less than three per cent of the value of greenfield
investments in the EU.94 The United Kingdom (29.9 per cent) and Poland (15.6) were the
main destinations for greenfield investments into the EU financial sector, cf. Figure 39.

93

94

BSP (Bonn Steichen & Partners). ”Luxembourg: Chinese investors’ window to Europe” downloadable from
http://www.bsp.lu/sites/default/files/publication/filedocs/bsp_luxembourg_chinese_investors.pdf.
The European Commission based on data from fDi markets, a service from The Financial Times Limited 2016. All Rights
Reserved.
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Figure 39 Greenfield investments in the EU financial sector by
destination, 2003-2014

Note:

The figure shows the distribution of the total value of greenfield investments across EU Member
States (in per cent). Data are in constant 2005 EUR.

Source: The European Commission based on data from fDi markets, a service from The Financial Times Limited 2016. All Rights Reserved

These findings confirm London’s role as a global financial centre, which is home to
around 250 foreign banks (E&Y, 2015). Such a large concentration of financial institutions can also contribute to attracting FDI into the non-financial sectors in the United
Kingdom, as good local credit opportunities can be a vital driver of FDI, cf. Box 9.
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Box 9 Case: Gamma Solutions in the United Kingdom
Gamma Solutions is a Spanish engineering and consultancy company focused on telecommunications and renewable energy. The company was founded in Madrid in 2002 and
set up offices in the United Kingdom in 2014. The company now has an office and an R&D
facility at the Innovation Centre at Exeter University and an administrative office in London. So far, the company has focused exclusively on the energy market in the United
Kingdom (solar energy) but also want to expand into United Kingdom telecommunications. The decision to invest abroad was first taken in 2011, and the company considered
several locations other than the United Kingdom and conducted travels to a number of
countries, including South Africa, Japan and the US. In 2012, the company decided to focus on the United Kingdom, mainly due to three factors:
Attractive regulations in the renewable energy sector
This includes government subsidies in the form of Feed-in tariffs (government subsidy per
unit of renewable energy produced) and support mechanisms in the form of the ROC (Renewables Obligation Certificate), which obligate United Kingdom electricity suppliers to
source an increasing proportion of electricity from renewable sources. While, United Kingdom regulations in this area are currently changing and are expected to become less attractive, the company will remain in the United Kingdom, which is now one of the company’s main markets.
Healthy financial institutions
Securing finance to develop new projects is an important part of the company’s activities.
Being based in London in close proximity to a multitude of credit institutions is therefore
of great value to the company.
Market size and potential
The company now has more projects in the United Kingdom than elsewhere. Within the
United Kingdom, the locations in London and Exeter facilitates different aspects of the
business. The office in London focuses on administrative activities, such as raising finance
and thus benefits from being located in one of world’s financial centres. The unit in Exeter
focuses mainly on the technical parts of the business. The location at the university places the company near innovations, provides opportunities for collaborations with the university and advantages in terms of recruiting highly skilled graduates.
The United Kingdom tax regime, which provides for R&D relief, makes it attractive for the
company to conduct R&D in the United Kingdom, but the driving factor behind the company’s R&D activities in the United Kingdom, is the fact that this is where the company
currently has the most projects.
The United Kingdom investment promotion agency, United Kingdom Trade and Invest,
played an active role in introducing the company to the United Kingdom market (other
companies in the industry, associations and government initiatives in the energy sector).
UKTI also facilitated the company’s entry into the United Kingdom by inviting them to different forums (exhibitions/seminars etc.) and providing introductions to the principal associations. The UKTI won an award for “Excellence in promoting Foreign Direct Investment for sustainable development” at the UN World Investment Forum in 2014 for their
active role in facilitating Gamma Solution’s entry into the United Kingdom market.95

95

https://www.gov.United Kingdom/government/news/United Kingdomti-wins-united-nations-award-for-attractingforeign-investment.
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Source: Copenhagen Economics based on an interview with Alfredo García, Chief Commercial Officer, Gamma
Group in November 2015

3.5

Concluding remarks

This chapter has identified a number of factors that add to an explanation of the distribution of FDI across sectors and destinations in the EU. Some of these drivers cut across
sectors, such as the importance of financial incentives and the value of support from investment promotion agencies, while others are more sector-specific.
FDI into the chemical and pharmaceutical sectors is mainly driven by cluster effects that
allow companies to benefit from knowledge spillovers and make it easier to attract highly
skilled labour (shared pool of labour). Countries that have succeeded in building strong
clusters in the chemical and pharmaceutical sectors have often invested heavily in publicly funded R&D programmes, science parks and test facilities. These countries typically
also have attractive intellectual and tax regimes (e.g. offering R&D tax credit) and a large
pool of qualified labour.
Notable examples of countries that have strong clusters in the chemical sector are Belgium, Germany and the Netherlands. In these countries, companies also highlighted some
sector-specific location factors such as a high-quality physical infrastructure and an advanced pipeline network. Ireland, France, the Netherlands and the United Kingdom have
strong clusters in the pharmaceutical sector. Besides the general cluster effects, possibilities to cooperate with high-quality universities also appear to drive investments to these
countries.
Many of the products and services provided by companies in the food sector (e.g. restaurants and fresh food) require local presence and/or are related with large transportation
costs relative to the value of the products. High disposable income and consumers with a
taste for high-quality and new products will make a country attractive for food companies
with market-seeking motives for investing abroad and with strategic motives of introducing new products. In the processed foods sector, high-quality infrastructure and access to
low-cost supplies appear to be more important.
The high transportation costs of motor vehicles mean that the domestic market size is a
driver of FDI in the automotive sector. At the same time, production of motor vehicles
and their components is highly capital intensive and encompasses large economies of
scale. A high-quality infrastructure and logistics environment reduces transportation
costs and makes a country attractive as an export platform to adjacent markets. Combined with relatively low wages costs, these are some of the factors that have made Spain
attractive for FDI in the automotive sector and that can also explain some of the recent
investments in the new Member States.
FDI into the United Kingdom and Germany in this sector has furthermore been driven by
cluster effects. In the United Kingdom, the clustering has mainly been vertical with companies within the same supply chains locating close to each other. In Germany, the clus91
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tering has been more vertical with shared innovation and R&D. Instead, Germany has
optimised its supply chain by investing in some of the new Member States with labour
abundance and relatively low wages.
FDI into communications, IT and software services appears to be driven by factors such
as industry clusters and digital infrastructure, with the United Kingdom and Poland both
being examples of IT hubs. Secure access to skilled labour (in particular IT engineers) at
competitive costs is also a driver of FDI in this sector.
The overall conclusion in this chapter is that FDI patterns across destinations in the EU
depend on a range of country-specific location factors, sector-specific factors and firmspecific factors that in many cases can be directly influenced by EU policy makers. In the
next chapter, we collect data on some of the main policy drivers for FDI and score EU and
non-EU countries in terms of their FDI attractiveness.

92

Towards a Foreign Direct Investment (FDI)
Attractiveness Scoreboard

Chapter 4

The FDI Attractiveness Scoreboard
In the previous chapters, we analysed the recent trends and dynamics in FDI inflows to
the EU countries, and we identified some of the underlying factors that have been driving
this development. In this chapter, we use these insights to develop an FDI Attractiveness
Scoreboard that ranks individual countries in terms of their FDI attractiveness. We focus
on factors that policy makers can influence in the short to medium term and that can be
integrated into their investment policies and strategies. Annual updates of the index will
thus provide useful insights about changes in the EU investment climate.
The FDI Attractiveness Scoreboard is constructed for 44 countries, i.e. the 28 EU Member
States plus Brazil, Canada, China, Hong Kong (China), India, Israel, Japan, Kuwait, Mexico, Norway, Qatar, the Russian Federation, South Korea, Switzerland, Turkey and the US.
By encompassing both EU and non-EU countries, the index will enable EU policy makers
to compare the EU attractiveness relative to investment locations outside the EU.
The FDI Attractiveness Scoreboard focuses on four different aspects of the investment
climate. First, a transparent, stable and effective political, regulatory and legal environment makes it less risky to invest in the country and reduces the costs of establishing and
running a business. Finland was the EU country with the most attractive political, regulatory and legal environment in 2014, while Italy had the lowest performance.
Second, high-quality infrastructure and good market access integrate the country with
the rest of the world and make the country more attractive for multinational companies
that seek to optimise their global supply chains or that are looking for an export platform
with good logistics. The Netherlands received the highest score on infrastructure and
market access in 2014 with an environment that facilitates international trade and a high
quality of physical and logistical infrastructure.
Third, access to a high level of knowledge and innovation capacity in the country, particularly within the labour force, will attract companies in the R&D-intensive sectors that are
dependent of having secure access to highly skilled labour and that benefit from close
cooperation with local universities and R&D facilities. Finland was the EU country with
the highest knowledge and innovation capacity in 2014, whereas Greece and a group of
Eastern European Member States do not appear so attractive for this type of FDI.
Finally, the cost competitiveness of a country is important for most investors and especially for investors that invest abroad to improve the company’s efficiency (e.g. lower
wage or tax costs). The new Member States (e.g. Bulgaria, Lithuania, Romania and Latvia) do especially well in terms of cost competitiveness, whereas some of the smaller
Member States (e.g. Belgium, Austria and Denmark) perform poorly in terms of this subindex.
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Overall, the results show that Finland, Ireland and the Netherlands have the most attractive investment climate in the EU, while Italy, Greece and Croatia are the least attractive
to foreign investors. Across all of the 44 countries, Switzerland and Hong Kong are found
to be the most attractive countries, while the investment climates in Brazil, India and
Kuwait are found to be the least attractive.

4.1

The purpose of the FDI Attractiveness Scoreboard

The decision to invest abroad and the mode of entry is an important one for most companies and a wide range of factors goes into the decision process. Some decision parameters
are company specific and specific to the concrete investment project. Others are determined by macroeconomic developments (e.g. the financial and economic crisis) that have
an influence on the global business climate, cf. Chapter 1.
The results in Chapter 2 and 3 show that there are also common factors that have a positive and significant impact on the attraction of FDI. One group of common factors include
fundamental FDI drivers such as the economic size and the growth prospects of the domestic market as well as the geography or proximity of the country relative to other countries. The location of datacentres in Ireland and the Netherlands due to the cold climate
are examples (cf. Chapter 3). FDI is also generally attracted to countries with democratic
traditions, political stability and well-functioning public institutions. These fundamentals
are key FDI drivers but are difficult for EU policy makers to influence in the short and
medium term.
The results in the previous chapters also identify FDI drivers that can be influenced by
policies in the short to medium term, such as clusters and agglomeration, infrastructure
and accessibility, as well as costs, productivity and resource availability. We call this
common group of FDI drivers cost and quality drivers.
The cost and quality drivers of FDI can be affected by EU, national and regional policies.
EU policies, for example, include trade agreements, investment treaties and Internal
Market policies. National policies cover, among others, industrial, education and innovation policies; regulatory, legal and political reforms as well as investment policies. Finally,
regional policies that can affect FDI inflows include infrastructure and digitalisation investments, R&D policies and skill upgrading as well as regional strategies and investment
promotion initiatives.
The attractiveness of a particular country to foreign investors is determined by the interplay between these different FDI drivers, cf. Figure 40. Improvements in the attractiveness of a country compared to other countries will stimulate FDI inflows, which will have
a positive impact on job creation and productivity growth. In fact, domestic investments
will in many cases also respond positively to improvements in the investments climate,
which will improve jobs and productivity even further.
As we have seen in the previous chapters, the responsiveness of FDI inflows to the different types of drivers depends on the activities being undertaken by the foreign company,
the sector and its location in the supply chain.
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Figure 40 Drivers and outcomes of FDI inflows into the EU

Source: Copenhagen Economics

In the construction of the FDI Attractiveness Scoreboard, we have focused on FDI drivers
that can be influenced by EU policy makers in the short to medium term. This will make
the index more operational for EU policy makers, and keeping track of the annual developments in the index will provide useful insights about the EU investment climate. However, excluding the fundamental FDI drivers from the index reduces the ability of the
index to explain differences in FDI flows to countries with very different fundamentals,
e.g. differences between recent FDI flows to EU and BRIC countries.
As described in the next section, we construct the index for both EU and non-EU countries. This will enable EU policy makers to continuously compare the EU attractiveness
relative to investment locations outside the EU. However, including non-EU countries in
the index poses a significant limitation to the availability and quality of data, e.g. more the
availability of productivity-adjusted wage costs.

4.2

Overview of the FDI Attractiveness Scoreboard

The FDI Attractiveness Scoreboard rates the relative FDI attractiveness of 44 countries in
2014 and 2009. A total of 18 key policy indicators have been selected, where the selection
of individual indicators balances data availability and quality against country and time
coverage. As the index is constructed at a national level, bilateral indicators, firm-specific
drivers and some very sector-specific indicators are not included. In addition, not all factors that affect FDI inflows to the EU are directly measureable, and drivers such as support from investment promotion agencies and financial incentives have therefore not
been included. A detailed description of the selection of the indicators and the practical
considerations involved herein can be found in Appendix B.
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The 18 key indicators96 have been grouped under four headings: Political, regulatory and
legal environment, Infrastructure and market access, Knowledge and innovation capacity and Cost competitiveness97, cf. Figure 41.

Figure 41 The FDI Attractiveness Scoreboard

Note:

A more detailed description of the individual indicators and the sources can be found in Appendix B.

Source: Copenhagen Economics

The overall score in the index lies in the range 0 to 100, where a score of 100 indicates an
attractive investment climate and 0 indicates an unattractive investment climate relative
to the other countries in the sample.

96
97

Several of these are composite measures and 28 indicators were collected in total.
See Appendix B for statistical tests conducted as part of the grouping of the indicators.
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The overall score is the simple average of the country’s equivalent score across the four
sub-indices that, in turn, is the average score across the indicators included in each subindex. As shown in Appendix B, the results are robust to different methods of constructing the index, including imposing different weights on the indicators. The selected key
indicators are described briefly below.
The index has been calculated for 2009 and 2014 to illustrate changes in the index over
time and the index can easily be updated and calculated for other years of particular interest.
The political, regulatory and legal environment
A transparent and stable political, regulatory and legal environment reduces the risk of
investing in the country and provides investors with safety for their investments. Stability
and transparency of a market’s political, legal and regulatory environment are found to be
the most important location factors for international investors and have increased in priority over the last few years (Ernest and Young, 2015).98,99 In order to capture this aspect
of a country’s investment climate, indicators measuring the transparency of government
policy making, political stability, regulatory quality and rule of law have been selected.
While transparent and stable government regulations provide investors with security,
complying with many regulations in a bureaucratic system can also become burdensome
for businesses and increases the cost of establishing and running a business. As noted in
Chapter 1, one of the factors that foreign investors dislike about Europe is its bureaucracy,
and investors would like to see more business-friendly reforms. In the political, regulatory
and legal environment sub-index, the business environment is captured by measures of
the burden of government regulation as well as the cost of starting a business.
Quality of infrastructure and market access
A high quality of the physical and digital infrastructure integrates a country with the rest
of the world and makes the country more attractive for multinational companies that seek
to optimise their supply chain, while easy access to imports and exports facilitates integration in global value chains and access to export markets. The transport and logistics
infrastructure is thus ranked as the third most important location factor for international
investors (E&Y, 2015).100
The analysis presented in the preceding chapters also points towards the importance of a
high quality of both physical and digital infrastructure. While the physical infrastructure
was found to be important in sectors such as the chemical, pharmaceutical and automotive sectors, the digital infrastructure was identified as a particularly important location
factor in the service sectors such as IT and the software industry.

98

99

100

This is based on a survey conducted by Ernst and Young among 808 executives. In 2011, this factor was ranked fourth out of
10 location factors (E&Y, 2014).
As noted in Chapter 1, a high degree of stability is also one of the most attractive factors of the EU, but investors also find
there is too much bureaucracy in the EU.
The factor is ranked third out of 10 factors and exceeded only by the stability and transparency of a country’s political, legal
and regulatory environment and the country’s market size.
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We capture these aspects of a country’s investment climate via several indicators, including a composite measure of the quality of transportation and logistical infrastructure,
and of broadband speed and coverage.101 Finally, to proxy for the ease of trading, we include measures of the time and cost required to comply with documentary and border
requirements when importing/exporting.102
Knowledge and innovation capacity
A highly qualified labour force with innovative competences will attract companies that
compete in global markets and are dependent on continuously improving their competitiveness. The skills of the local labour force and a focus on public R&D, including strong
ties between industry and universities, have also been underlined by the analysis in the
previous chapters. This is mainly the case in the chemical and pharmaceutical sectors.
In order to capture local labour skills and expertise, we include the per cent of the population with a tertiary education, the quality of the educational system as well a measure of
the extent of cluster developments in a particular field, as deep clusters tend to attract
people with the skills requested in that specific field. To proxy for innovation and R&D
focus, we include measures of the quality of scientific research, and research and development expenditures. Finally, a measure of the strength of university-industry collaboration is included.
Cost competitiveness
The last sub-index covers cost competitiveness and includes average wages and corporation tax rates, which were both frequently pointed to as location factors in the preceding
chapters, especially for efficiency seeking FDI. To capture a broad picture of wages across
sectors and skill levels we use average wage levels, while taxes are captured by nominal
tax rates.
The use of nominal tax rates is a serious limitation to this study as the analysis in previous
chapters clearly shows that other aspects of the country’s tax regime are equally or even
more important. This includes for example the coverage of bilateral tax treaties and various tax exemptions that reduce and in some cases eliminate tax payments by multinational companies. Unfortunately, comparable data on these parameters are not available
for the group of countries included in this sample. The use of average wages rather than
more detailed wages (e.g. skilled and unskilled) or productivity-adjusted wages would
have been preferably but comparable data on these parameters are also not available.
As the purpose of this report is to understand the policy divers of FDI into the EU by
comparing FDI patterns across countries and sectors, exchange rates have not been included in the cost competitiveness sub-index.

101
102

See Appendix B for details.
Both of these measure are composite measures and include 1) the time/cost involved in clearing a shipment of goods
through customs, including the time and cost of port handling and inspections procedures when importing/exporting and
2) the time and cost of complying with all documentary requirements by government agencies when importing/exporting.

98

Towards a Foreign Direct Investment (FDI)
Attractiveness Scoreboard

4.3

The overall FDI Attractiveness Scoreboard

The results of the overall FDI Attractiveness Scoreboard for 2014 show that Hong Kong is
the most attractive country with a score of 0.77, closely followed by Switzerland with a
score of 0.75, cf. Figure 42.
At the top of the index are also a number of EU countries, receiving an only marginally
lower score than Switzerland. The top three EU countries are Finland, Ireland and the
Netherlands. Finland and Ireland do particularly well in terms of their political, regulatory and legal environment, while the Netherlands do especially well in terms of infrastructure and market access.
Among the large EU countries, the United Kingdom and Germany are found to have the
best investment climate and rank significantly higher than France. Some of the main differences in the investment climate in these large EU countries are further examined in
Chapter 5.
Italy and Greece are found to be the EU countries with the worst investment climate and
both countries receive a particularly low score in the political, regulatory and legal environment, while Greece also does relative poorly in terms of knowledge and innovation
capacity.

Figure 42 The overall FDI Attractiveness Scoreboard, 2014
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The overall FDI Attractiveness Scoreboard is based on 18 indicators, which have been normalised, and
an equal weight has been attached to all sub-indices and indicators.

Source: Copenhagen Economics

The BRIC countries are all placed at the lower end of the index, with Brazil and India
being the countries with the least attractive investment climate. This finding suggests that
the surge of FDI into these countries during the last 5-10 years found in Chapter 1 is driven mainly by a domestic market that is attractive enough to compensate for an unattractive investment climate.
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As explained above, the index reflects policy divers of FDI and not FDI fundamentals that
can only be influenced by policy makers in the long term. In order to test the ability of the
index to explain a country’s actual FDI performance, we need to take these fundamentals
into account. We therefore conduct a cross-country regression analysis in which we test
the magnitude of the correlation between the index and countries’ stock of FDI 103, controlling for market size, economic growth and unemployment levels as a measure of economic stability. The regression analysis includes all 44 countries for which the index is available.
This analysis reveals a statistically significant and positive correlation between a country’s
score on the FDI Attractiveness Scoreboard and its total FDI stock. A one-unit increase in
a country’s score is thus associated with a three per cent increase in its FDI stock, cf. Appendix B.
We have also tested the significance of the index against more disaggregated FDI
measures. Measures of the FDI stock in the manufacturing and service sectors, respectively, are only available for 25 countries.104 The disaggregation not only limits the sample
size but also the variation in the data as basically only the EU and a few other OECD
countries are included in the sample. These countries all have a relatively attractive investment climate and the limited variability in the index reduces its ability to explain differences in FDI stocks and leaves the index insignificant in the regression, cf. Appendix
B.105

4.4

Political, regulatory and legal environment

Hong Kong receives a very high score in the political, regulatory and legal environment
sub-index, cf. Figure 43. A closer look at the underlying indicators shows that this performance is driven mainly by a high level of transparency of policy-making, a high level of
regulatory quality and a low burden of government regulations for businesses.

103
104
105

The log value of FDI stock is used.
Luxembourg has been excluded because it has a negative FDI stock in the manufacturing sector.
Once we reduce the sample size, the FDI index is thus insignificant both in regressions with the total FDI stock and the FDI
stock in the manufacturing and service sectors, respectively.
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Figure 43 Political, regulatory and legal environment, 2014
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Source: Copenhagen Economics

Finland is the EU country with the most attractive business environment, receiving a high
score both due to its legal and political environment. Luxembourg has the 2nd most attractive political, regulatory and legal environment, which is one of the main drivers of FDI
into the country’s financial service sector and in particular into the banking sector (cf.
Chapter 3).
Italy is the EU country with the lowest score in this sub-index, which mainly reflects a
relatively low level of transparency of government policy making and a relatively high
burden of complying with government regulations.
Relative to other countries, 11 EU Member States have increased the quality of their political, regulatory and legal environment over the period 2009-2014, cf. Figure 44. The two
Member States that have moved up the most in these areas are Romania and the United
Kingdom. Among the 44 countries included in the index, Romania was thus ranked 37th
in this area in 2009 and 30th in 2014, while the United Kingdom has moved up from
number 17 in 2009 to number 10 in 2014.
In the United Kingdom, improvements are seen across all of the six underlying indicators.
In Romania, the perceived transparency of government policy making has improved, and
the cost of starting a business has also decreased slightly.106

106

As the index ranks a country’s investment climate relative to other countries, changes in the ranking of individual countries
over time can be due to both changes in the country itself as well as changes in other countries. In the case of both Romania
and the United Kingdom, improvements within the countries seem to be at least part of the explanation.
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Figure 44 Changes in the political, regulatory and legal environment, 2009 to 2014
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The country that has fallen the most places in the ranking is Denmark, which has fallen
from rank six in 2009 to rank 14 in 2014. This is due mainly to an increase in the burden
of government regulation relative to the burden in other countries, as well as a relative
decrease in the perceived transparency of government policy making and regulatory quality.

4.5

Infrastructure and market access

The EU countries generally have high scores in the infrastructure and market access subindex, cf. Figure 45. The four highest scores in this sub-index are all EU countries, followed by the Republic of Korea with the fifth highest score. This is also reflected among
the low-performers. Cyprus receives the lowest score among the EU countries but eight
non-EU countries perform even worse.
The Netherlands and Belgium receive high scores on this sub-index. This finding is consistent with the large FDI inflows to these countries in the chemical sector, where a high
quality of the physical and logistical infrastructure is an important location driver (cf.
Chapter 3). In the Netherlands, the elaborate digital infrastructure has also spurred large
inflows of FDI in communications, software and IT services.
Measured in terms of the overall FDI Attractiveness Scoreboard, Spain is the 34th most
attractive country out of a total of 44 countries. Relative to its overall performance, Spain
thus performs well in terms of the infrastructure and market access sub-index. This is
likely to be one of the main drivers of the large inflows of FDI into the Spanish automotive
industry as described in Chapter 3.
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Figure 45 Infrastructure and market access, 2014
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As the methodology used to assess the cost and time of importing and exporting, two indicators that enter this sub-index, has changed slightly since 2009 107, we do not compare
the ranking of the countries in this sub-index over time.

4.6

Knowledge and innovation capacity

The high quality of the educational system and of its scientific research gives Switzerland
the highest score in the knowledge and innovation capacity sub-index followed closely by
the US, cf. Figure 46.
Finland is the EU country with the highest score in this sub-index, which especially reflects strong R&D collaborations between industry and universities. The lower score compared to Switzerland and the US can be explained by a lower share of the population with
a tertiary education and a lower degree of cluster formation. Germany also receives a high
score on this sub-index, which explains its attraction of FDI into the more R&D and skill
intensive sectors such as chemicals and pharmaceuticals as described in Chapter 3.
Ranging only slightly lower than Germany in terms of knowledge and innovation capacity,
the United Kingdom has managed to turn its highly educated labour force and renowned
universities into FDI inflows across a number of sectors, including M&As and greenfield
investments in the food, pharmaceutical and ICT sectors, cf. Chapter 3.

107

Specifically, measures on the time and cost required to comply with documentation and border requirements when importing and exporting, obtained from the World Bank Doing Business, were previously slightly more broadly defined and included the time and cost required for domestic transport between the largest city and the nearest port.
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The aspiration of Spain to become one of the world’s key research actors in information
and communications technologies described in Chapter 3 does not seem to be backed by a
large and growing overall knowledge and innovation capacity. The strategic focus of the
Spanish Government on attracting FDI into this sector should therefore be seen more as a
sector-specific initiative, where national and regional policies are intended to support
each other and build on already existing strengths of the Spanish economy.
Near the bottom of the index, are Greece and a group of Eastern European countries. In
Greece, Croatia and Bulgaria, indicators that rank the lowest relative to other countries
are cluster developments and university-industry collaborations. Poland does not appear
to have a high knowledge and innovation capacity either, and the country’s relative strong
position in communications, software and IT services identified in Chapter 3 appears to
be driven mainly by abundance of labour with particular skills (in particular IT engineers)
rather than a general attractiveness in R&D intensive sectors.

Figure 46 Knowledge and innovation capacity, 2014
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Over the period 2009 – 2014, 13 EU countries have improved their ranking in this subindex, with Lithuania moving up seven places from 34th in 2009 to 27th in 2014, cf. Figure
47. This is due to a relatively stronger performance in terms of both the quality of the
educational system, scientific research, university-industry collaborations and cluster
developments.
Ireland has also managed to improve its knowledge and innovation capacity during the
last five years. This development is likely to have supported the effectors to attract foreign
companies in the pharmaceutical sector in Ireland by the Industrial Development Agency,
cf. Chapter 3.
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This development was also spurred by a relatively low corporate tax rate in addition to an
extensive tax treaty network and R&D tax credits. The light tax regime in Ireland is not
fully reflected in the cost competitiveness sub-index in Figure 48 below as only comparable data on general corporate tax rates are available for a sufficient number of countries.
Tax treaties and tax credits are thus not reflected in the sub-index.

Figure 47 Changes in knowledge and innovation capacity, 2009 to
2014
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4.7

Cost competitiveness

The new Member States do especially well in terms of cost competitiveness and dominate
the top places in this sub-index, with Bulgaria, Lithuania, Romania and Latvia being the
top four ranking countries. This is due to the combination of relative low tax rates and
relatively low wages in these countries.
Although average wages are lower in for example Turkey than in any of the Eastern European countries, the corporate tax rate in Turkey is 20 per cent compared to 10 per cent in
Bulgaria, 15 per cent in Lithuania and Latvia, and 16 per cent in Romania. The high cost
competitiveness of the Eastern European countries has, for example, been one of the
drivers of FDI into the automotive industry (in particularly for German FDI in this sector)
but FDI in business services also appears to be driven by the combination of a welleducated labour force and low wages.
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Poland’s cost competitiveness is slightly lower than that of other Eastern European countries. The attraction of FDI into the food sector in Poland described in Chapter 3 is therefore likely to be driven also by the size of the domestic market and its position as an export platform to the Western European markets facilitated by a more elaborate physical
and logistic infrastructure than some of the other Eastern European markets, cf. Figure
45 above.
The US, Norway and Luxembourg are the worst performers in terms of the cost competitiveness measured by the nominal corporate tax rate. All three have relatively high tax
rates108, combined with relatively high wages. The latter is especially true for Norway,
which is the country with the second highest average wage in the sample, outranked only
by Switzerland, which due to a tax rate of 18 per cent compared to 27 per cent in Norway,
ranks 6 places higher.
As noted in Chapter 3, Luxembourg has a particularly attractive tax regime due to its extensive network of tax treaties and wide range of tax exemptions, which are not reflected
in the nominal tax rate. In the case of the US, the high corporate income tax rate has given
rise to tax planning or what has been called tax inversion, particularly in the pharmaceutical sector, cf. Box 10.109

Box 10 Tax inversion of US corporate taxes
The US not only has one of the highest corporate tax rates in the developed world but
it is also one of the few countries that makes companies pay that rate on all their
worldwide income (although they can defer the bill on profits attributed overseas until
they bring the money home). Many other countries, including EU countries such as the
United Kingdom and Ireland, tax only domestic profits.
One result is that an independent US company can end up paying more taxes than an
identical US company owned by a foreign parent pays. By creating or buying a foreign
parent, a company escapes US tax on worldwide income. Most importantly, perhaps,
companies that invert overseas can take advantage of the generous US system of interest deductions for payments to their own affiliates abroad — benefits that are only
available with a foreign parent company.
Source: Copenhagen Economics based on Bloomberg (2015), Tax inversion - How US companies buy tax
breaks

Besides Luxembourg, other EU countries placed at the lower end of this sub-index include Belgium, Austria and Denmark. The lower cost competitiveness that spurred outsourcing activities from Denmark to the United Kingdom as described in Chapter 3 is thus
confirmed by these figures.
108
109

The nominal corporate tax rates is 27 per cent in Norway, 40 per cent in the US and 29 per cent in Luxembourg.
The US corporate income tax rate is assessed by KPMG to be approximately 40 per cent. The marginal federal corporate
income tax rate on the highest income bracket of corporations (currently above USD 18,333,333) is 35 per cent. State and
local governments may also impose income taxes ranging from 0 per cent to 12 per cent, the top marginal rates averaging
approximately 7.5 per cent. A corporation may deduct its state and local income tax expense when computing its federal
taxable income, generally resulting in a net effective rate of approximately 40 per cent. The effective rate may vary significantly depending on the locality in which a corporation conducts business. The United States also has a parallel alternative
minimum tax (AMT) system, which is generally characterised by a lower tax rate (20%) but a broader tax base.

106

Towards a Foreign Direct Investment (FDI)
Attractiveness Scoreboard

Figure 48 Cost competitiveness, 2014
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The country that has risen the most in this ranking over the period 2009- 2014 is Qatar,
which has moved up 26 places due to a reduction in the corporate tax rate from 35 per
cent to 10 per cent.110
Lithuania, the United Kingdom, Finland and the Czech Republic are the EU countries,
which have improved the most their ranking position due to an increase in their relative
wage competitiveness combined with reductions in corporate tax rates. 111 In comparison,
Slovakia is the Member State, which has fallen the most in the ranking and now ranks as
the 17th most cost competitive country out of the 44 countries included, compared to the
9th in 2009. This is due to an increase in the corporate tax rate from 19 per cent in 2009 to
22 per cent in 2014.

110

111

The 10 per cent flat tax rate introduced in 2010, replaces a variable graduated tax rate of between 10 to 35 per cent
(http://qatar.angloinfo.com/money/general-taxes/).
In Lithuania, the corporate tax rate was 20 per cent in 2009 compared 15 per cent in 2014. In the United Kingdom, the rate
was 28 per cent in 2009 compared to 21 per cent in 2014. In Finland, the rate was 26 per cent in 2009 compared to 20 per
cent in 2014. In the Czech Republic, the rate was 20 per cent in 2009 compared to 19 in 2014.
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Figure 49 Changes in cost competitiveness, 2009 to 2014
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4.8

Concluding remarks

FDI inflows to EU countries are influenced by both fundamental FDI drivers, policy drivers and a wide range of cost and quality drivers. An important implication of the importance of fundamentals is that not all regions have the same potential for attracting
FDI. The performance of different regions in terms of attracting FDI should therefore be
measured against this performance and be compared to regions with comparable fundamentals.
The comparison of FDI intensities in Chapter 1, for example, showed that some countries
like Ireland, Belgium and Bulgaria have performed quite well in terms of attracting FDI in
spite of the size of the domestic economy. Taking the economic size, growth and stability
of the countries into account, the econometric analysis carried out as part of this study
shows that the difference in the investment climate is a significant explanatory factor for
the observed differences in FDI performance across countries.
As highlighted in Chapter 1, the positive impacts of FDI inflows on the domestic economy
in terms of creating jobs and enhancing productivity cannot be taken for granted but EU
policy makers can increase the likelihood that such positive impacts materialise. When
FDI promotion strategies, for example, build on particular strengths and comparative
advantages of the domestic economy, the chance of benefiting from positive FDI spill
overs is larger.
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A coherent policy framework for regional, national and EU policies is thus more likely to
reduce crowding out effects and stimulate employment and productivity growth. The
same will be the case for FDI promotion policies that reflect general improvements in the
investment climate and that do not discriminate against domestic firms. If EU, national
and regional policies are coherent and take the characteristics of the domestic economy
into account, there is a potential for creating an investment climate that is attractive to
both foreign and domestic investors, cf. Figure 50.

Figure 50 Importance of policy coherence and smart policies

Source: Copenhagen Economics

In the construction of the FDI Attractiveness Scoreboard, we have focused on FDI drivers
that can be influenced by EU policy makers so that the index can be used to continuously
track developments in the overall EU investment climate. It was also a priority to construct an index that can be used to compare the EU attractiveness with locations outside
the EU. Including non-EU countries in the index poses a significant limitation to the
availability and quality of data, particularly related to detailed cost and quality drivers.
If a more detailed comparison of the investment climate is deemed useful or if a more
sector-specific focus is warranted, we would recommend to focus the analysis on EU
countries or even sub-groups of EU countries (e.g. countries with comparable domestic
market sizes, geography or sectoral specialisation) as this greatly improves the availability
and quality of the data. It could also be useful to obtain more comparable data across EU
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countries on the operations of investment promotion agencies and the use of financial
incentives.
In the next chapter, we will go into more details with the specific FDI drivers in six selected countries (the United Kingdom, Germany, France, Italy, the Netherlands and Romania) and examine the interplay with recent policy changes.
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Chapter 5

FDI in selected EU countries
In this chapter, we look closer at the trends and dynamics in the FDI inflows to the United
Kingdom, Germany, France, the Netherlands, Italy and Romania. For each of these countries, we describe the country’s FDI performance and some of the main strengths and
weaknesses in the investment climate. We also examine improvements in the investment
climate over the period 2009 to 2014 and relate them to policies aimed at attracting FDI
that have been implemented in the specific country. We use this knowledge to understand
the underlying drivers of the sectorial FDI patterns in each of the countries. 112
The United Kingdom and the Netherlands have performed well in terms of attracting FDI.
These countries account for a larger share of the EU FDI stock than predicted by their
economic importance. The stories behind these countries’ performance appear to be quite
different.
Besides its natural advantages of its large domestic market, cultural diversity and Englishspeaking population, the United Kingdom has pursued a strategy of building strong
knowledge and innovation capacity, and the United Kingdom has recently taken steps to
become more cost-competitive and improve its digital infrastructure. In the Netherlands,
the Government has invested in building a very high quality of both the physical and digital infrastructure as well as securing a strong knowledge and innovation capacity. Being
one of the largest economies in Eastern Europe combined with a large population and
promising growth prospects, Romania is in itself attractive to foreign investors. Low wages and the privatisation of state-owned enterprises have also spurred inward FDI into
Romania.
Some of the large EU Member States, Germany, France and Italy have not performed so
well in terms of attracting FDI. While each of the countries has their strengths, the analysis in this reports also show weaknesses in these countries’ investment climates.
Germany has a low cost competitiveness, burdensome regulations and high costs of starting a business. This makes it considerably less attractive to establish a business in Germany compared to, for example some of the countries in Eastern Europe with low costs
and high-quality infrastructure or in the United Kingdom with its equally well-developed
clusters but attractive business environment. France has a high knowledge and innovation capacity, but the strength of its university-industry collaboration is relatively weak
offering limited knowledge transfer from the public to the private sector. Italy is the EU
country with the least attractive investment climate, and the poor political, legal and regulatory environment is a particular hindrance to attracting FDI.
112

When we analyse the distribution of FDI across sectors in the six selected countries, we use data from the countries’ national statistics as these figures to a larger extent incorporate the activities of holding companies.
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Romania is one of the largest new Member States but has not performed so well in terms
of attracting FDI. Part of the explanation is the late privatisation process in Romania
compared to other Eastern European countries, which suggests that Romania could have
a potential for attracting more FDI.

5.1

The FDI performance of EU Member States

The FDI performance of individual countries can be measured in several ways. In Chapter
1, we compared the FDI intensity of the EU Member States because there is a strong tendency for FDI to flow to large economies. We found that Ireland, Belgium, Bulgaria and
the Netherlands do particularly well in terms of attracting FDI given the size of the domestic economy. These figures also indicated that France, Denmark, Germany, Italy and
Greece have low FDI intensities.
In Figure 51, we focus on the distribution of the EU FDI stock across Member States and
compare it with the distribution of EU GDP. Again, we see that there is a clear tendency
for FDI to flow to the large Member States and there appears to be a positive relationship
between a country’s share of the FDI stock and GDP. Here, we distinguish between the
mature markets in the old Member States with large FDI stocks and the new Member
States with newly liberalised private markets.
The United Kingdom is by far the largest FDI recipient in the EU and accounted for more
than 20 per cent of the EU FDI stock in 2014. This is not surprising as the United Kingdom is the second largest economy in the EU. Measured relative to other countries of
equal or larger size (such as Germany and France) this is a very good performance. While
there is no doubt that the size of the domestic market makes the United Kingdom attractive to many foreign investors, the market size alone does not explain the exceptional
performance of the United Kingdom in terms of attracting FDI.
The Netherlands is one of the middle-sized countries that have performed relatively well
in terms of attracting FDI. The Netherlands accounted for around five per cent of EU GDP
in 2014 and eight per cent of the EU FDI stock. In comparison, Italy accounted for around
12 per cent of the EU GDP in 2014 but less than five per cent of the FDI stock. Along with
Germany and France, Italy does not seem to perform so well in terms of attracting FDI.
Poland is by far the largest economy among the new Member States. Poland accounted
for around three per cent of the EU FDI stock in 2014 and a similar share of EU GDP.
Romania is one of the larger new Member States. Compared to the Check Republic, which
is of approximately of equal size, Romania has not performed well in terms of attracting
FDI. Romania has a relatively low FDI intensity and accounts only for a lower share of the
EU FDI stock than its economic size would predict.
In the following sections, we therefore look closer at FDI trends and dynamics in inflows
to the United Kingdom, Germany, France, Italy, the Netherlands and Romania.
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Figure 51 EU GDP and FDI stock by Member State, 2014
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Source: Copenhagen Economics based on WIR (2015), annex table 3 and Eurostat’s AMECO database

5.2

FDI and the investment climate in the United Kingdom

In 2014, the FDI stock in the United Kingdom reached the highest level since 1990 and
amounted to more than 1,150 billion EUR, cf. Figure 52. The FDI stock in the United
Kingdom increased towards the economic and financial crisis where the FDI stock fell
from almost 980 billion EUR to around 650 billion EUR in 2008. FDI in the United
Kingdom stagnated towards 2011 but quickly recovered in 2012.
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The United Kingdom accounted for around 20 per cent of EU FDI stock in 2014 down
from almost 25 per cent in the early 1990s and again around that privatisation of British
Rail in 1997, the Central Electricity Generating Board and other privatisation projects in
the United Kingdom during 1997-2000113 and the telecommunications bubble (cf. Chapter
1) but up from less than 15 per cent after the crisis in 2008.

Figure 52 FDI stock in the United Kingdom, 1990-2014
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Source: Copenhagen Economics based on data from the WIR (2015), annex table 3

The investment climate in the United Kingdom
The United Kingdom is advantaged by some strong fundamental FDI drivers. Foreign
investors are generally attracted to the United Kingdom due to its large domestic market,
its cultural diversity and English-speaking population (cf. Chapter 2). The importance of a
common language is reflected by the disproportionately large share of EU FDI from the
US that flows to the United Kingdom. The importance of having a highly diverse society
with historical and cultural ties across the globe is for example reflected by the large Indian diaspora in the United Kingdom, which is likely to be one of the drivers behind the
emergence of Indian investments in the United Kingdom.
The attractiveness of London also contributes to the United Kingdom’s overall attractiveness, and the capital city alone accounted for 40 per cent of all new FDI projects in the
United Kingdom in 2014/2015 (UKTI, 2014/15). London is also seen as the most attractive European city by foreign investors followed by Paris and Berlin (E&Y, 2015).114

113
114

House of Commons (2014).
Based on results from Ernst and Young’s 2015 European attractiveness survey conducted among 808 foreign investors.
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According to E&Y (2015), the top four factors, which foreign investors consistently find to
be the most attractive about the United Kingdom, are the following:





Quality of life, diversity, culture and language
Stability of the social climate
Technology and telecommunications technology
Education in trade and academic disciplines

The attractiveness of the investment climate in the United Kingdom is also reflected in
the FDI Attractiveness Scoreboard. The United Kingdom thus ranked as the 7th most attractive country out of the 44 countries included in the FDI Attractiveness Scoreboard in
2014 and the 5th most attractive country in the EU (cf. Chapter 4).
Figure 53 shows the relative performance of the United Kingdom across all of the underlying indicators in the FDI Attractiveness Scoreboard in 2014 (pink) and 2009 (black).
The country that has the best value of a given indicator is located at the rim of the web
(rank 1), while the worst performer is located in the centre (rank 44). The distance between the rim and the position of the United Kingdom thus gives an indication of the
relative performance of the United Kingdom in each year, while the distance between the
pink and black line shows the change in the United Kingdoms’ relative performance over
time.
The United Kingdom performs especially well in terms of its knowledge and innovation
capacity.
Of the 44 countries included in the index, the United Kingdom was the 2nd most attractive
country in 2014 in terms of the perceived quality of scientific research institutions, which
reflects the presence of several top universities in the country. The United Kingdom also
ranks very high (3rd) in terms of university-industry collaboration. These factors are
among the drivers of FDI in R&D intensive sectors, such as the chemical and pharmaceutical sectors (cf. Chapter 3). An example of this is the recently established Pfizer Rare
Disease Consortium, which is a framework agreement between Pfizer and over 18 United
Kingdom universities that enables collaboration in the area of rare diseases (United Kingdom 2015b).
Related to the knowledge and innovation capacity in the United Kingdom is the development of geographical industry clusters, which promotes the concentration of specialised
labour pools and supplier networks. Examples of well-developed clusters in the United
Kingdom described in Chapter 3 include London city as a financial centre and London’s
‘Tech City’ that is the largest digital cluster in Europe (UKTI, 2015a). In order to further
develop the United Kingdom in this area, the Government launched the publicly funded
‘Tech City UK’ in 2010 with the aim of supporting London’s tech cluster. 115

115

http://www.techcityuk.com.
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While the United Kingdom does well in terms of developing knowledge and innovative
capacities, there is still room for improvement regarding the accessibility of a skilled labour force and a shared knowledge pool – two other drivers of clusters in R&D-intensive
industries. This is reflected in the relatively low ranking of the United Kingdom in terms
of the perceived quality of the educational system, the share of the population with a
tertiary degree and R&D expenditures.
The United Kingdom also ranks highly in terms of regulatory quality, which captures the
perceived ability of the Government to implement policies and regulations that promote
private sector development. Combined with a low cost of starting a business, this may
help explain the large share of greenfield investments in the United Kingdom (cf. Chapter
2).

Figure 53 Investment climate in the United Kingdom, 2009 and
2014
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The figure shows the ranking of the United Kingdom across underlying indicators in the FDI Attractiveness Scoreboard in 2009 and 2014 relative to the highest ranked country for each indicator in
both years. The country with the best performance (rank 1) is located at the rim of the web, while the
worst performer (rank 44) is located in the centre. The time and cost required to comply with documentary and border requirements when exporting/importing is not included due to changes in the
methodology used to measure this between 2009 and 2014.

Source: Copenhagen Economics based on multiple data sources listed in Appendix B
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Compared to 2009, the United Kingdom has increased its relative performance across a
number of indicators. Improvements in the ranking can be the result of improvements
that have occurred within the United Kingdom itself but may also reflect a worse performance of other countries in the sample. This is for example the case for the observed improvement in the ranking of the United Kingdom in terms of the political, regulatory and
legal indicators (e.g. the transparency of government policy making as well as political
stability and absence of violence/terrorism).
The United Kingdom has taken initiatives to improve its cost competitiveness. Average
wages have fallen slightly, but the main improvement is due to a reduction in the corporate tax rate from 28 per cent to 21 per cent. In terms of the corporate tax rate, the United
Kingdom thus ranked 29th in 2009 compared to 19th in 2014.
The United Kingdom has also improved its digital infrastructure with the average broadband speed increasing from 3.4 Mbps to 11.1 Mbps, while broadband subscriptions have
increased from 29 to 37 per 100 people. This investment caused the United Kingdom to
rank 11th in 2014 compared to 20th in 2009. Korea is the forefront with an average broadband speed of 24.6 Mbps in 2014.
Finally, the United Kingdom has reduced the burden of government regulation during the
period 2009 to 2014. This is likely to be a result of a series of public initiatives to remove
ineffective and unnecessary regulations, including others:116








Controlling the number of new regulations by operating a ‘one in, two out’ rule for
business regulation
Assessing the impact of each regulation
Reviewing the effectiveness of government regulations
Reducing regulation for small businesses
Improving enforcement of government regulations
Using alternatives to regulation
Reducing the cost of EU regulation on UK business

Sectorial distribution of FDI in the United Kingdom
FDI into the United Kingdom is concentrated in the service sectors, which accounted for
65 per cent of the FDI stock in 2014, cf. Figure 54. The bulk of FDI goes into non-financial
services (37 per cent of the total FDI stock) and the rest goes into financial services (27
per cent of the total FDI stock), with London City being a major attraction for financial
institutions. The manufacturing sector accounted for 20 per cent of the FDI stock in 2014.

116

United Kingdom Department for Business Innovation and Skills (2015).
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Figure 54 FDI stock in the United Kingdom by sector, 2014
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Within non-financial services, wholesale and retail trade accounted for 36 per cent of the
FDI stock, cf. Figure 55. As explained in Chapter 3, FDI in this sector is mainly marketseeking and motived by a wish to serve the domestic market in the United Kingdom. The
information and communication sector accounted for another 23 per cent of the FDI
stock in non-financial FDI. As described in Chapter 3, this is also an area in which the
Government has been actively pursuing new foreign investments and where a strong digital cluster has given the United Kingdom the reputation for being a centre for digital
economies. Close to a third of all new EU greenfield investments in software and IT services over the period 2003-2014 thus went to the United Kingdom (cf. Chapter 3). The
Government’s investment in the digital infrastructure and the higher broadband coverage
and speed in the United Kingdom may have supported this development.
The strong knowledge and innovation capacity in the United Kingdom is likely to be a
driver for the large FDI inflows into professional, scientific and technical services, which
account for 14 per cent of the FDI stock in non-financial services in the United Kingdom.
As explained in Chapter 3, FDI in such business services tends to locate in areas with
many headquarters and a large manufacturing sector as business service providers generally produce inputs to other companies.
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Figure 55 FDI stock in the United Kingdom by non-financial services, 2014
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Within manufacturing, a recent trend is the emergence of the food sector as a major industry for FDI in the United Kingdom. In 2014, the food sector accounted for 32 per cent
of the FDI stock in the manufacturing sector, cf. Figure 56. Among the drivers of FDI in
this industry is the large domestic market, with growth predicted in areas such as for example the convenience food market, research and development activities and access to
new suppliers and partners (cf. Chapter 3).117
The food, beverages and tobacco industry in the United Kingdom is relatively R&D intensive, and a driver for FDI into this industry is thus the strong knowledge and innovation
capacity in the United Kingdom. The same strengths are likely to one of the main drivers
of FDI in chemicals and pharmaceuticals (14 per cent of the FDI stock in manufacturing).

117

https://www.gov.uk/government/publications/food-and-drink-in-the-uk-investment-opportunities/food-and-drink-inthe-uk-investment-opportunities. See also Driffield et al. (2013).
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Figure 56 FDI stock in United Kingdom’s manufacturing sector,
2014
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The attractiveness of the United Kingdom’s domestic market also spurs FDI inflows in
other sectors. The top two sectors for greenfield investments, for example, are hotels and
tourism and textiles, where 90 per cent of the FDI inflows in the textile industry are in
retail, cf. Table 10.

Table 10 Top 5 sectors for greenfield investments in the United
Kingdom, 2003-2014
Number of greenfield
investments

Capital expenditure
(million USD)

Share of total
number of
investments

Share of capital
expenditure

Hotels & tourism

279

14,707

5%

8%

Textiles (mainly retail)

798

12,764

16%

7%

Top 5 sectors

Automotive

75

10,428

1%

6%

Software & IT services

996

10,267

19%

6%

Transportation

230

9,962

4%

6%

Other sectors

2,748

115,326

54%

66%

Total

5,126

173,454

100%

100%

Note:

The table shows the top five sectors for inward FDI measured by value. Greenfield investments with
no sectoral allocation have been excluded. Renewable energy projects are placed under “Other sectors”.

Source: The European Commission based on data from fDi markets , a service from The Financial Times Limited 2016. All Rights Reserved
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5.3

FDI and the investment climate in Germany

In 2014, FDI into Germany amounted to around 520 billion EUR down from 600 billion
EUR in 2013, cf. Figure 57. The German FDI stock took a big jump in the late 1990s under
the telecommunications bubble, the European privatisation wave (e.g. the privatisation of
Deutsche Telekom) and the restructuring of multinational companies (cf. Chapter 1). During the period 2000-2007, privatisation in Germany continued and amounted to 65 billion USD (OECD, 2009).
Germany accounted for 10 per cent of the EU FDI stock in 2014, and this share has been
relatively stable since 1999. During the period 1990 – 1999, Germany’s share of the EU
FDI stock gradually fell in spite of an increasing FDI stock in absolute terms. The huge
drop in the German share of EU FDI from 1998 to 1999 is related to large-scale privatisation programmes in other EU Member States that significantly expanded the EU FDI
stock.118

Figure 57 FDI stock in Germany, 1990-2014
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Data are in 2010 constant prices. We follow the division in WIR (2015) and define EU as EU28
throughout.

Source: Copenhagen Economics based on data from the WIR (2015), annex table 3

The investment climate in Germany
Germany is the EU’s largest economy and accounted for almost 21 per cent of EU GDP in
2014. The size of the domestic market is therefore in itself a driver for FDI into Germany.

118

This drop is less pronounced when we use Eurostat data. Here, the German share of the EU FDI stock fell from 14.9 per
cent to 12.6 per cent from 1998 to 1999.
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Findings from a recent AmCham survey among US business executives in Germany identify infrastructure and knowledge and innovation capacity as being among the key
strengths of the German investment climate. Respondents to the survey thus point to the
following top five location advantages in Germany: Skilled workers, supply chain networks, R&D, infrastructure and market potential (GTaI, 2015/16a). Foreign investors also
increasingly recognise Berlin’s brand as a technology and lifestyle destination, and these
investors are also attracted to the capital city by the international business culture, reputation of local companies or personalities and the hosting of international events.
Overall, Germany has an attractive investment climate and ranks as the 8th most attractive country out of the 44 countries included in the FDI Attractiveness Scoreboard in 2014
and the 6th most attractive country in the EU, cf. Chapter 4.
Among the strengths of Germany’s investment climate is its high quality infrastructure,
which enhances the attraction of its central location in Europe (particularly for FDI in the
manufacturing sector). Germany is the highest ranked country in terms of physical and
logistical infrastructure, while its digital infrastructure lies in the middle (19 th).
Germany shows a strong performance in all indicators related to knowledge and innovation capacities with a high quality of the education system and scientific research as well
as well-developed industry clusters. Like the United Kingdom, however, Germany has a
relatively low share of the population with a tertiary degree compared to other countries.
Germany also lies in the upper half of the ranking in the majority of the indicators related
to the political, legal and regulatory environment. Among these indicators, Germany
ranks the lowest in terms of the costs of starting a business (21st in 2014), which may reduce the attractiveness of Germany for international entrepreneurs.
The area in which Germany ranks the lowest is in terms of its cost competitiveness. The
corporate tax rate is currently at 30 per cent and is thus among the highest in the EU,
outranked only by Belgium, France and Italy.
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Figure 58 Investment climate in Germany, 2009 and 2014

Note:

The figure shows the ranking of Germany across underlying indicators in the FDI Attractiveness
Scoreboard in 2009 and 2014 relative to the highest ranked country for each indicator in both years.
The country with the best performance (rank 1) is located at the rim of the web, while the worst performer (rank 44) is located in the centre. The time and cost required to comply with documentary and
border requirements when exporting/importing is not included due to changes in the methodology
used to assess this between 2009 and 2014.

Source: Copenhagen Economics based on multiple data sources listed in Appendix B

The attractiveness of the German investment climate has been relatively stable during the
period 2009 – 2014. The German Government has thus managed to keep up with improvements in the investment climate in other countries.
Germany has improved its relative ranking in terms of the perceived state of cluster developments, the quality of the educational system and the burden of government regulation. In all three cases, improvements in Germany’s relative performance are due to a
slight improvement in its own performance combined with deterioration in some of the
other countries. Germany has also shown improvements with respect to the cost of start-
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ing a business, which has decreased from 4.8 per cent of the average income per capita in
2009 to 1.8 per cent in 2014.119
Sectorial distribution of FDI in Germany
FDI in Germany is concentrated in the service sector, which accounted for 70 per cent of
the FDI stock in 2013 (including both financial and non-financial services) while the
manufacturing industry accounted for a quarter of the FDI stock, cf. Figure 59. FDI in the
service sector is composed mainly of non-financial services, which accounted for more
than half of the German FDI stock in 2013.

Figure 59 German FDI stock by sector, 2013
Primary
1%

Manufacturing
25%

Non-financial
services
51%

Energy and
construction
4%
Financial services
19%

Source: Copenhagen Economics based on the Deutsche Bundesbank’s FDI stock statistics Special Statistical
Publication 10 April 2015

Within manufacturing, the largest industries for FDI in Germany is the production of
machinery and equipment (excluding auto production), which accounted for 14 per cent
of the stock of FDI in the manufacturing sector in 2013. This industry is a large supplier to
the German automotive industry, where car producers and their suppliers tend to locate
near each other, partly to save transportation costs (cf. Chapter 3). Chemicals and chemical products are the 2nd largest recipient of FDI in Germany (13 per cent) followed by coke
and refined petroleum products (12 per cent) and pharmaceuticals (10 per cent).

119

See World Bank Doing Business, Business Reforms in Germany from
http://www.doingbusiness.org/reforms/overview/economy/germany.
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Figure 60 German FDI stock in the manufacturing sector, 2013
Machinery and
equipment
14%

Chemicals
13%
Others
51%
Coke and refined
petroleum products
12%

Pharmacuticals
10%
Note:

Machinery and equipment does not include motor vehicles.

Source: Copenhagen Economics based on the Deutsche Bundesbank’s FDI stock statistics Special Statistical
Publication 10 April 2015

The machinery and equipment industry is a cornerstone of the German economy. In total,
there are more than 6,000 companies active along the machinery and equipment value
chain in German, the majority of which are small and medium sized enterprises. The
German machinery and equipment industry is furthermore highly R&D intensive and is
one of the most innovative sectors in Germany. This performance is facilitated by networks between industry and science, which are promoted in so-called innovation clusters
located throughout Germany. A large supply chain network, clusters and a public R&D
focus is thus among the factors supporting investments into the German machinery and
equipment industry (GTAI, 2015/16b). Another driver for FDI into machinery and
equipment is the large automotive industry.
Investments in manufacturing of chemicals and pharmaceuticals are supported by the
skilled labour force and public R&D expenditures in Germany. A high quality infrastructure both in terms of an advanced pipeline network, large chemical parks and easy access
to the rest of the EU also supports investments in the chemical sector, cf. Chapter 3.
Closely related to the production of chemicals is the production of refined petroleum
products, where the two oil companies BR Europa and Shell Deutschland are among the
largest five foreign companies in Germany (Jost, 2013).
In non-financial services, the largest FDI stocks are found in professional, scientific and
technical activities (34 per cent), cf. Figure 61. This is, however, mainly due to the fact
that this category includes investments into holding companies, which account for just
over 95 per cent of the stock of investments in the category. The remaining investments in
this category are found in areas such as R&D, consultancy services, advertising and mar-
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ket research, which are activities supported by the high quality of the German educational
system.
Information and communication services is the second largest sub-sector in non-financial
services (25 per cent) and is dominated by investments in telecommunications. Wholesale
and retail trade accounts for a further 20 per cent of the FDI stock in non-financial services, with investments supported by Germany’s large domestic market as well as a superior logistical infrastructure.

Figure 61 German FDI stock in non-financial services, 2013

[CATEGORY NAME]
[PERCENTAGE]

Professional,
scientific and
technical activities
34%

Wholesale and retail
trade
20%
Information and
communication
25%
Note:

Professional, scientific and technical activities include activities of holding companies and is therefore
not directly comparable to the business services definition in Chapter 3.

Source: Copenhagen Economics based on Deutsche Bundesbank Foreign Direct Investment stock statistics
Special Statistical Publication 10 April 2015

Following France, Germany is the largest energy producer in Europe, and, despite a
strong focus on renewable energy, Germany is also the second largest coal producer in the
EU following Poland (Van der Burg et al. 2015). The importance of the energy sector is
reflected in terms of greenfield investments in Germany, where the coal, oil and natural
gas sector accounts for the largest share of investments. Over the period 2003-2014, this
sector thus accounted for 11 per cent of capital expenditures associated with greenfield
investments, cf. Table 11.
While greenfield investments into this sector have thus been relatively large measured in
terms of expenditures, the sector only accounts for 1 per cent of the total number of
greenfield investments over the same period, indicating large expenditures per investment project. The main origins of greenfield investments into this sector are Sweden and
France, accounting for close to 65 per cent of the total capital expenditures.
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Table 11 Top 5 sectors for greenfield investments in Germany,
2003-2014
Top 5 sectors
Coal, oil and natural gas

Number of greenfield investments

Capital expenditure
(million USD)

Share of total
number of
investments

Share of capital
expenditure

21

8,839

1%

11%

Hotels & tourism

106

6,531

3%

8%

Transportation

250

5,513

7%

7%

49

4,809

1%

6%

Automotive
Electronic devices

353

4,669

10%

6%

Other sectors

2,659

52,188

77%

63%

Total

3,438

82,549

100%

100%

Note:

The table shows the top five sectors for inward FDI measured by value. Greenfield investments with
no sectoral allocation has been excluded. Renewable energy projects are placed under “Other sectors”.

Source: The European Commission based on data from fDi markets, a service from The Financial Times Limited 2016. All Rights Reserved

Among the top five sectors for greenfield investments are also hotels and tourism, which
reflects the attractiveness of the large German market. Berlin’s hosting of international
events is also likely to be a driver to investments in this sector. Although small in size, the
large number of greenfield investments in transportation services underline Germany’s
role as the logistical centre of the EU and the importance of the German-Central European manufacturing supply chain that seemingly has evolved since the 1990s (cf. Chapter 2).
The automotive sector is also among the top industries for FDI. Germany is the leading
production and sales market for passenger cars in the EU and accounts for 30 per cent of
all passenger cars produced in the EU and 20 per cent of new car registrations (ACEA,
2015, cited by Germany Trade and Invest). While market size is therefore undoubtedly an
important driver of FDI in this industry, German auto production is also globally known
for its high level of product quality and innovation, cf. Chapter 3. Furthermore, component producers in the manufacturing industry often locate close to manufacturers of automobiles pointing towards the importance of cluster effects.

5.4

FDI and the investment climate in France

France is the third largest economy in the EU and accounted for around 15 per cent of EU
GDP in 2014. In 2014, the FDI stock in France amounted to more than 500 billion EUR,
cf. Figure 62. Like many other EU Member States (such as Germany, Belgium and Luxembourg), the French FDI stock took a big hit between 1999 and 2000. This drop should
be seen in the context of the historically large transactions in 1998 and 1999 where the
French FDI stock increased by almost 350 billion EUR.
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The increase in FDI into the EU during 1998 – 2000 was driven by a number of M&As in
connection with a wave of global restructuring and repositioning among multinational
enterprises.120 This was for example the case in telecommunications in the running up to
the telecommunications bubble described in Chapter 1).
Over the period 2000 – 2007, the French FDI stock increased steadily in most years, and
the privatisations alone amounted to 98.2 billion USD during the period (OECD, 2009).
Following this period, there was a slight decrease in the French FDI stock in 2008 at the
beginning of the economic and financial crisis. FDI inflows to France quickly recovered
after the crisis and continued to increase during 2010 – 2013. In 2014, the FDI stock fell
back to its 2011/2012 level. Throughout this period, France accounted for around 10 per
cent of EU FDI stock down from almost 30 per cent at the peak in 1999.

Figure 62 FDI stock in France, 1990-2014
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Source: Copenhagen Economics based on data from the WIR (2015), annex table 3

As is the case for the EU as a whole, the US is the single largest source of foreign investments in France. The US accounted for 19 per cent of the total FDI stock in France in
2011, followed by the United Kingdom (14 per cent) and Germany (12 per cent).121 Among
the largest sources of FDI is also France itself. This occurs via private equity funds, financial groups and family holding companies, which invest through acquisition vehicles in
Luxembourg and the Netherlands or via investments by foreign subsidiaries of French
groups.
120

121

See OECD (2002) for more details on the causes of the observed development in EU FDI flows and stocks during this
period.
Nivat and Terrien (2013). This distribution is based on a breakdown of the FDI stock by ultimate origin (i.e. the origin of the
ultimate owner as opposed to the immediate origin of the investment, which may have been channelled through a holding
company in an intermediate country.
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The majority of investments from foreign subsidiaries of French groups go into the manufacturing sector, in particular the pharmaceutical and chemical sectors (Nivat and Terrien, 2013). This finding could indicate that the underlying reasons for these investments
are tax-planning, cf. Chapter 4.
The investment climate in France
France ranks as the 27th most attractive country out of the 44 countries included in the
FDI Attractiveness Scoreboard in 2014 and the 17 th most attractive country in the EU, cf.
Chapter 4. The low ranking of France is in part driven by a poor cost competitiveness and
a relatively complex regulatory framework. The poor cost competitiveness is mainly driven by a high corporate tax rate, whereas average wages in France relative to other countries appear to be lower in 2014 than in 2009. In fact, France accounts for the 3 rd largest
improvement in the cost competitiveness among the EU Member States (cf. Figure 49 in
Chapter 4). Only the United Kingdom and France have shown a larger improvement in
this sub-index.
The complex regulatory framework is evidenced by the poor ranking of France in terms of
the transparency of government policy making (24th), regulatory quality (24th) and the
burden of government regulations (30th), cf. Figure 63.

131

Towards a Foreign Direct Investment (FDI)
Attractiveness Scoreboard

Figure 63 Investment climate in France, 2009 and 2014
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The figure shows the ranking of France across underlying indicators in the FDI Attractiveness Scoreboard in 2009 and 2014 relative to the highest ranked country for each indicator in both years. The
country with the best performance (rank 1) is located at the rim of the web, while the worst performer (rank 44) is located in the centre. The time and cost required to comply with documentary and
border requirements when exporting/importing are not included due to changes in the methodology
used to assess this between 2009 and 2014.

Source: Copenhagen Economics based on multiple data sources listed in Appendix B

As noted in Chapter 4, the stability and transparency of a market’s political, legal and
regulatory environment are among the most important location factors for international
investors (E&Y, 2015). The relatively poor ranking of France in these policy indicators
helps explaining the relatively small share of France in the EU FDI stock.
Improvements in these areas are also among the European Commission’s recommendations for reforms to increase investments in France. The European Commission (2014b)
recommends more specifically that France should take steps to ‘simplify companies' administrative, fiscal and accounting rules’ and to ‘simplify and increase the efficiency of the
tax system.’

132

Towards a Foreign Direct Investment (FDI)
Attractiveness Scoreboard

Among the strengths of France’s investment climate is a relatively high quality of physical
and digital infrastructure. France thus ranks 11th in terms of physical and logistical infrastructure and 18th in terms of broadband coverage and speed. France also ranks relatively
high in several of the indicators related to knowledge and innovation capacity being the
11th highest ranked in terms of R&D expenditure, 12th in terms of the quality of its scientific research institutions and 19th in terms of the quality of the educational system, cf.
Figure 63.
These findings are compatible with the results of a 2014 survey conducted among 700
executives of foreign companies in France cited in Business France (2014). Threequarters of the respondents or more thus find that attractive features of the investment
climate in France include the communication infrastructure, transport and logistics, education and training, size of the domestic market and innovation and R&D.
While France thus scores relatively high on a number of indicators related to R&D, there
is still room for improvement. The strength of the university-industry collaboration is
among the weaker link in this area, with France ranking 23 rd out of the 44 countries included. The need for more focus in this area is also noted both by the US Department of
State in their 2015 Investment Climate Statement for France (US Department of State,
2015b) and by the European Commission in a 2014 report on investments in France:
“France needs a more efficient system of knowledge transfer from the public to the private sector. France is the EU country with the most generous system of direct and indirect public subsidies for R&D. Yet research financed by the public sector is still fragmented, not strongly linked to the innovation requirements of firms and does not adequately reflect changes in socio-economic needs.” (European Commission, 2014b).
The sectorial distribution of FDI in France
In France, the service sector accounts for the largest share of the FDI stock (67 per cent
including financial services) but manufacturing is also relatively large and accounts for 28
per cent of the FDI stock, cf. Figure 64. While the large size of the domestic market is an
attraction factor in itself, the high quality of the physical and logistical infrastructure in
France is especially important for the manufacturing sector as it facilitates easy access to
export markets and allows companies to optimise their supply chains.
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Figure 64 FDI stock in France by sector, 2011
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Source: Copenhagen Economics based on Nivat and Terrien (2013)

Within manufacturing, the largest share of the FDI stock is found in pharmaceuticals (23
per cent), chemical products (14 per cent) and food production (14 per cent), cf. Figure
65. These sectors are relatively R&D-intensive (cf. Chapter 3), and the strong innovation
and knowledge capacity of France is likely to be a driver across the three sectors.
FDI inflows into the pharmaceutical and chemical sectors in France are concentrated in
geographical clusters. One example is the pharmaceutical industry cluster around the
Paris region, where there is a strong concentration of universities and research institutions. The Rhône Alpes region is the largest in terms of production of chemicals in France.
Among the main assets of this region is its closeness to the surrounding markets of Switzerland, Italy and Germany as well as the universities, engineering schools and research
centres in Lyon, Grenoble and St-Etienne.122 FDI inflows into these sectors are thus supported both by public investments in R&D and a good physical infrastructure.
France also has in place a number of fiscal incentives aimed at spurring R&D, including
tax credits to offset R&D expenditures and a newly launched program entitled “Investments for the Future” that focuses on promoting research centres of excellence and advances in health and biotechnology (US Department State, 2015). As part of this initiative,
the French Government launched in 2013, the Worldwide Challenge Innovation 2030, in
which 300 million EUR has been allocated.

122

http://www.cefic.org/Documents/Landscape-European-chemical-industry/Landscape-of-the-European-ChemicalIndustry-March-2014.pdf.
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These funds are intended to co-finance innovative projects from both French and foreign
entrepreneurs that fall within seven strategic goals, including energy storage, plant chemistry, personalised medicine and big data.123 The initiative to attract entrepreneurs is supported by the low cost of starting a business in France, cf. Figure 63.
Investments in the food sector are often driven by market-seeking motivations (cf. Chapter 3), and the large domestic market combined with the French tradition for gourmet
food are likely to be drivers of FDI to the French food sector. FDI is also attracted into the
French wine production. This is particularly the case for Chinese investors, including
state-owned TNCs, which has given rise to discussions about the underlying motives for
these investments and the potential risks associated with this type of investments (see
also the discussion about the prevalence of state-owned TNCs in Chapter 2).124
France also has a large agricultural sector and as noted in Chapter 3, access to raw materials has been one of the main motivation behind the Chinese company Synutra’s recent
investment in Brittany. The company is thus seeking to secure their milk supply in order
to satisfy a constantly growing demand in China for infant milk powder. This is, however, not specific to France, as Chinese companies are investing in other European countries too, including Germany, Ireland and Denmark to boost their milk supply.125
According to information obtained by the Wall Street Journal, the investment by the Chinese producer of infant milk powder in Britany, France, also meets a need to rebuild the
reputation of Chinese manufacturers of baby formula, which suffered in the 2008 scandal, when melamine tainted Chinese baby formula killed six infants in China. Furthermore, it is suggested that there may be further benefits for Chinese companies in terms of
‘tapping international know-how’.126 This is however, not supported by the information
gathered via the interview conducted with the Chinese company Synutra for the purpose
of this study, in which it was explicitly stated that knowledge acquisition was not part of
the underlying motivation for the investment in Brittany, France.

123
124
125
126

http://www.franceintheus.org/IMG/pdf/Innovation%202030%20Worldwide%20Challenge%20details.pdf.
See Curran and Thorpe (2015).
Wall Street Journal (March 17th 2014), France has a Formula for China’s Baby-Milk Needs.
Wall Street Journal (March 17th 2014), France has a Formula for China’s Baby-Milk Needs.
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Figure 65 FDI stock in France by manufacturing sectors, 2011
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Source: Copenhagen Economics based on Nivat and Terrien (2013)

In non-financial services, the largest sub-sector is real estate (50 per cent), which covers
non-resident’s purchases of real estate in France and includes both residential and business real estate. This is followed by professional, scientific and technical activities (12 per
cent), which consists of head office activities, R&D and business services (including consulting and engineering), and information and communication services (9 per cent), cf.
Figure 66. Some of these services are relatively R&D intensive activities, and the software
and IT sector thus accounted for the largest share of foreign investments in R&D in 2014,
followed by the pharmaceutical industry and business services (Business France, 2014).
Combined with a good digital infrastructure required especially in the ICT sector,
France’s strong focus on public R&D is one of the main drivers of FDI.
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Figure 66 FDI stock in France by service sectors, 2011
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ICT and business services are also among the activities that attract the most greenfield
investments in France, outranked only by retail of textiles, cf. Table 12. This finding emphasises the attractiveness of France’s large market and the strong fashion industry in
France (cf. Chapter 3).
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Table 12 Top 5 sectors for greenfield investments in France,
2003-2014
Number of greenfield investments

Capital expenditure
(million USD)

Share of total
number of
investments

Share of capital
expenditure

Retail of textiles

541

7,023

19%

10%

Business services

200

4,752

7%

6%

Communications

134

4,671

5%

6%

Software & IT services

380

4,421

13%

6%

Top 5 sectors

Coal, oil and natural gas
Other sectors
Total
Note:

10

4,240

0%

6%

1,619

48,110

56%

66%

73,217

100%

100%

2,884

The table shows the top five sectors for inward FDI measured by value. Greenfield investments with
no sectoral allocation have been excluded. Renewable energy projects are placed under “Other sectors”.

Source: The European Commission based on data from fDi markets, a service from The Financial Times Limited 2016. All Rights Reserved

France’s investment climate in 2014 relative to 2009
In comparison to 2009, France has improved its ranking in terms of the quality of its
scientific research institutions and the extent of university-industry collaboration relative
to other countries. In both cases, this is due to a slight improvement in the performance
of France combined with decrease in some of the other countries.
France has also taken steps to reduce the burden of government regulations as part of its
National Pact for Growth, Competitiveness and Employment, presented by the Prime
Minister in 2012. Contained in this strategy is a number of simplifying procedures, including shorter review periods for major international investment projects and policies to
limit administrative procedures for firms. The latter includes a so-called “Tell us just
once” system, which enables firms to report requested information to only one government body instead of multiple different authorities. 127 The strategy also addresses other
aspects of the business environment including planned reductions in corporate tax rates
and greater incentives and support for innovation.
More recent and broader steps to encourage growth and investments have also been taken
with the launch of the Responsibility and Solidarity Pact in 2014. This includes a planned
reduction of corporate tax rates down from the current 33.3 per cent to 28 per cent in
2020, measures to reduce the administrative burden further for the private sector by e.g.
the introduction of a single declaration to create a company and measures to reduce the
costs of labour.128 These measures should thus help improve the costs competitiveness of
France and reduce the burden of government regulation.

127
128

http://m.invest-in-france.org/media/France-National-Pact-for-Growth-Competitiveness-and-Employment-JAN-2013.pdf.
http://www.gouvernement.fr/sites/default/files/locale/piece-jointe/2014/09/frenchresponsabilitypact-en.pdf.
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5.5

FDI and the investment climate in Italy

FDI into Italy amounted to 260 billion EUR in 2014, cf. Figure 67. The Italian FDI stock
grew steadily throughout most of the period and peaked at almost 290 billion EUR in
2007 before the financial and economic crisis. The crisis caused the FDI stock to fall in
2008 but FDI into Italy recovered quickly and has remained relatively stable during the
rest of the period. Italy’s share of EU FDI stock has fallen slightly throughout most of the
period, fell to below 5 per cent in 2010 and has stagnated around that level since.
One of the factors that have driven FDI into Italy in the last decade has been privatisations in telecommunications and other supply industries, including electricity, gas and
water supplies. The share of the FDI stock in the energy sector, for example, increased
from 2 per cent in 2000 to 13 per cent in 2009 (Mutinelli and Piscitello, 2011).

Figure 67 FDI stock in Italy, 1990-2014
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Source: Copenhagen Economics based on data from the WIR (2015), annex table 3

The investment climate in Italy
Italy is the 4th largest economy in the EU, and the size of the domestic market therefore
makes Italy attractive to foreign investors (US Department of State, 2015a). Italy’s growth
potential and high demanding consumer are also FDI drivers. Pietrobelli et al. (2010), for
example, note that Chinese companies, which increasingly invest in Italy, often consider
Italian consumers to be ‘highly demanding and particularly sophisticated’. These companies therefore use the Italian market as a testing ground for products (such as home appliances) that need to be adapted to European tastes before being introduced in the market.
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Part of the explanation for Italy’s relatively poor performance in terms of attracting FDI
lies in an unattractive investment climate and in particular a poor political, legal and regulatory environment (see below). Mutinelli and Piscitello (2011) find that another part of
the explanation is insufficient actions by public authorities to attract FDI to Italy combined with a lack of coherence with other policies aimed at national and regional developments, such as infrastructure development. Pazienza and Vecchione (2008) add a
structural aspect to the explanation with Italian firms generally being too small to be interesting targets for M&As. This is backed by Vietor et al. (2011) who find that the average
company size in Italy is four employees (based on 2007 data) compared to an EU15 average of 6.4 with Germany reaching 13.3 and the United Kingdom 11.1.
Italy ranks as the 38th most attractive country out of the 44 countries included in the FDI
Attractiveness Scoreboard in 2014 and as the least attractive investment location in the
EU (cf. Chapter 4). The poor ranking of Italy’s investment climate is a result of a relatively
poor performance across most of the key indicators in the index, cf. Figure 68.
As noted in Chapter 4, E&Y (2015) find that the stability and transparency of a market’s
political, legal and regulatory environment is the most important location factor for international investors. The poor performance of Italy across all of these indicators is thus an
important explanatory factor in Italy’s underperformance in terms of attracting FDI.
Local clusters of small firms interacting in the same sector are widespread in Italy, and
Italy ranks very highly in terms of cluster developments (3rd in 2014). These clusters are
known as distretti industriali and consist of small and medium-sized firms specialised in
different production stages in a given industry. According to Italy’s National Statistical
Office there were 156 such clusters in the country in 2010129, concentrated in the Central
and Northern part of the country where FDI is also concentrated. 130
It is estimated that firms in these clusters accounted for approximately 30 per cent of the
Italian exports of manufactured products in 2011 (OECD, 2014). The export performance
of the Italian clusters is supported by a physical infrastructure of relatively high quality.
The industry clusters are found in many and diverse sectors, including traditional craft
industries (e.g. marble, tiles and ceramics, silk, textiles, glass) and high tech industries
(e.g. ICT, pharma and biotech and aerospace), with the greatest number of cluster districts in textiles followed by the mechanical sector and furniture (Vietor et al., 2011).
According to OECD (2014), FDI in Italian clusters are limited with only 1.6 per cent of all
cluster firms being foreign owned. The exception to this is the white goods sector, where
8.5 per cent of the firms are foreign owned (OECD, 2014).

129
130

Cited in OECD (2014).
Pazienza and Vecchione (2008) note that the regional distribution of FDI in Italy is highly uneven with the majority of
inward FDI going to the North. 80 per cent of inward FDI flows to Italy in the period 1999-2005 thus went to the North of
Italy with the regions of Lombardia and Piemonte receiving the majority.
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One of the firms that have recently invested in this sector is the Chinese company Haier,
which already had a head quarter in Varese and acquired the Italian refrigerator producer
Meneghetti in 2003 and later, in 2009, the Italian company Elba, which produces cooking
appliances (Pietrobelli et al. 2010). One of the objectives behind these investments was
the Italian brand, and the Chinese company saw the acquisition as a way to improve its
capacity to design, develop and manufacture products for both the European market as
well as for the high end of the Chinese market itself.131

Figure 68 Investment climate in Italy, 2009 and 2014
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used to assess this between 2009 and 2014.

Source: Copenhagen Economics based on multiple data sources listed in Appendix B

131

Piterobelli et al. (2010) study Chinese investments in Italy more broadly and find that these are increasingly aimed at
acquiring brands, technological know-how and design skills and ‘tap’ into local competences in manufacturing clusters in
e.g. automotive, home appliances and food products.
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Italy also has a relatively high quality of physical and logistical infrastructure (rank 17 th).
Combined with its strategic location, this makes Italy attractive as a ‘strategic logistical
hub’ between the EU and Northern Africa and the Middle East. 132 Its proximity to the
emerging markets in Northern Africa is also among the factors, which the US Department
of State (2015a) notes as one of Italy’s attraction factors.
In terms of cost-competitiveness, Italy ranks 33rd just above Germany and France but
considerably below the United Kingdom. While average wages are comparably lower in
Italy, the corporate tax rate is among the highest in the EU and is currently 31.4 per cent,
which is just above the tax rate in Germany but below the French.
Italy’s performance has remained more or less constant with little improvements in any of
the underlying indicators between 2009 and 2014. The only exceptions to this are small
improvements in the perceived quality of the educational system and the scientific research institutions. The latter is also noted as an attraction factor to foreign investors by
the US Department of State (2015a), who finds that Italy has centres of excellence both in
scientific and information technology. The improvement could reflect Italy’s introduction
of a broad range of programmes and initiatives aimed at training enough researchers to
meet its R&D targets and at promoting attractive employment conditions in public research institutions (Deloitte, 2012).
This means that Italy stands for the 6th largest improvement in the knowledge and innovation capacity index, and only two EU countries (the Netherlands and Portugal) have
improved this aspect of the investment climate more than Italy.
While Italy continues to be highly ranked in terms of cluster developments, there has
been a small decrease in Italy’s relative performance since 2009, where Italy ranked as
number one in cluster development. This is consistent with findings by the OECD (2014),
which notes that the number of Italian firms in industry clusters has been falling over a
longer period.
In the later years, there have been policy changes in Italy with respect to FDI promotion.
A single reference point for foreign investors has been introduced (The Italian Trade
Agency) and a foreign customer care office has been established to help foreign investors
from start to finish (ItalyEurope24, 2015a). So-called ‘roadshows’ across a number of
countries are also taking place with the aim to attract more FDI to Italy (Italy24, 2015b).
Italy has also undertaken a number of measures to improve business regulations and
enhance its competitiveness via the ‘Doing Business Act”, which aims to move Italy up in
the rankings of the World Bank Doing Business Index. As part of this, the Italian Government has identified 50 measures to enhance competitiveness (ItalyEurope24, 2015a).
Sectorial distribution of FDI in Italy
FDI in Italy is concentrated in the service sector, which accounts for 62 per cent of the
FDI stock in 2012, while the manufacturing sector accounted for 25 per cent of the stock
in the same year, cf. Figure 69.
132

See http://www.investinitaly.com/en/why-invest-in-italy/.
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Non-financial services account for the main part of FDI in the service sector (40 per cent
of the Italian FDI stock in 2012) and financial services account for the remaining part (22
per cent).

Figure 69 FDI stock in Italy by sector, 2012
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The largest manufacturing sector in terms of the FDI stock is the chemical and plastics
industry (32 per cent of the FDI stock in the manufacturing sector) followed by food
products (32 per cent) and metal and mechanical products (16 per cent), cf. Figure 70.
According to CEFIC (the European Chemical Industry Council), the chemical industry in
Italy is concentrated in the North especially in Lombardy, which is one of the top three
European chemical regions in terms of employment and the number of companies. Contrary to the chemical industry in many other places in Europe, production in Lombardy is
not concentrated in a small number of integrated chemical parks, but consists of an extensive network of small-and medium sized firms as well as foreign multinational companies (CCFIC, 2014).
Among the strength of the chemical sector in Italy and the factors attracting FDI in this
sector is the strong interaction between the Italian chemical industry and other industrial
districts with SMEs in many other sectors purchasing their products. R&D is also prevalent in the industry, supported by many Italian chemical graduates and research centres
(CEFIC, 2014).

144

Towards a Foreign Direct Investment (FDI)
Attractiveness Scoreboard

In a country, where volumes of production and consumption of agri-food products and
beverages are the largest in Europe, foreign investors are also attracted to the food sector.133 Italy’s tradition for typical products, culinary dishes and wines combined with the
high standards of quality and safety are some of the factors that attract strategic foreign
investors in this sector that seek to acquire brands, technological know-how and design
skills (Piterobelli et al., 2010).

Figure 70 FDI stock in the Italian manufacturing sector, 2012
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In non-financial services, the largest sector in terms of the FDI stock is real estate (40 per
cent of the Italian FDI stock in non-financial services), followed by trade and repairs (32
per cent), cf. Figure 71. FDI into these sectors is supported by the large domestic market
and Italy’s advantageous proximity to the emerging markets in Northern Africa.
Transports, storage and communications account for another 25 per cent of the Italian
FDI stock in non-financial services. Transport activities are supported by Italy’s physical
and logistical infrastructure, which complements its strategic location as a trading hub
between Europe and North Africa.

133

See, among others, https://en.santandertrade.com/establish-overseas/italy/foreign-investment.
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Figure 71 FDI stock in Italian non-financial services, 2012
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The distribution of greenfield investments in Italy also points towards the domestic market as an important FDI driver. Consumer products, in particular cosmetics, perfume,
personal care and household products, made up 16 per cent of the foreign capital expenditures in Italy during 2003-2014, cf. Table 13. Part of these investments may also reflect
the stronghold of the chemical sector in Italy, with firms in this industry also producing
cosmetics (CEFIC, 2014).
Transportation and communications are the 2nd and 3rd largest sectors for greenfield investments. In the case of communications, the largest share is in wired and wireless telecommunication carriers, again reflecting the attractiveness of the Italian domestic market.
The textile sector accounted by far for the largest number of greenfield investments during this period (259 out of 1037 investment projects). Greenfield investments in this sector are mainly in the retail part and are geographically located around Milano’s fashion
cluster.134

134

See Milan Chamber of Commerce (2013).
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Table 13 Top 5 sectors for greenfield investments in Italy, 20032014
Number of greenfield
investments

Capital expenditure
(million US dollars)

Share of total
number of
investments

Share of capital
expenditure

Consumer products

46

7,088

4%

16%

Transportation

76

4,535

7%

10%

Communications

48

4,197

5%

10%

259

3,504

25%

8%

Top 5 sectors

Textiles
Electronic devices
Other sectors
Total
Note:

83

3,033

8%

7%

525

21,804

51%

49%

1,037

44,160

100%

100%

The table shows the top five sectors for inward FDI measured by value. Greenfield investments with
no sectoral allocation has been excluded. Renewable energy projects have been placed under “Other
sectors”.

Source: The European Commission using data from fDi markets, a service from The Financial Times Limited
2016. All Rights Reserved

5.6

FDI and the investment climate in the Netherlands

The stock of inward FDI in the Netherlands increased steadily over the period 1990 to
2007 and amounted to 620 billion EUR in 2007, cf. Figure 72. The year 2007 was an exceptional year due mainly to the takeover of the Dutch bank ABN AMRO by foreign banks
(Statistics Netherlands, 2013).135 One of the acquiring banks, the Dutch-Belgian insurance
and banking group Fortis, was nationalised in 2008 during the financial crisis, and as
part of this nationalisation the Dutch government purchased the groups’ share in ABN
AMRO for 16.8 billion EUR (ABN AMRO-Fortis, 2016), which contributed to the fall in
the stock of FDI over the period 2007-2008.
Since 2008, the FDI stock has stalled with a slight decrease in 2014, and the Netherlands
has seen its share of the EU stock fall from more than 14 per cent in 2003 to just above
eight per cent in 2014.

135

The bank was taken over by a consortium of foreign firms, which included Royal Bank of Scotland (RBS), Fortis, and Banco
Santander (ABN AMRO-Fortis, 2016).
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Figure 72 FDI stock in the Netherlands, 1994-2014
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The US is the single largest investor in the Netherlands accounting for 14 per cent of the
stock of FDI in the Netherlands in 2011, followed by Luxembourg (13 per cent), the United Kingdom (10 per cent), Belgium (10 per cent) and Germany (9 per cent).136
The investment climate in the Netherlands
The attractiveness of the Dutch investment climate has been relatively stable during the
period 2009 – 2014. The Dutch Government has thus managed to keep up with improvements in the investment climate in other countries. Overall, the Netherlands has a
very attractive investment climate and ranks as the 5th most attractive country out of the
44 included in the FDI Attractiveness Scoreboard and the 3rd most attractive country in
the EU.

136

Statistics Netherlands (2013). The origin of FDI is not broken down by the ultimate owner, which may explain the large
share attributed to Luxembourg.
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Figure 73 Investment climate in the Netherlands, 2009 and 2014
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The figure shows the ranking of Romania across underlying indicators in the FDI Attractiveness Scoreboard in 2009 and 2014 relative to the highest ranked country for each indicator in both years. The
country with the best performance (rank 1) is located at the rim of the web, while the worst performer (rank 44) is located in the centre. The time and cost required to comply with documentary and
border requirements when exporting/importing are not included due to changes in the methodology
used to assess this between 2009 and 2014.

Source: Copenhagen Economics based on multiple data sources listed in Appendix B

The Netherlands has a very high quality of both the physical and digital infrastructure,
and ranks as the third most attractive country in terms of both of these indicators. The
Netherlands also ranks highly in terms of indicators related to knowledge and innovation
capacity, with a relatively high quality of both the educational system and scientific research institutions. Furthermore, the Netherlands ranks among the top 10 countries in
terms of university-industry collaborations and cluster developments. Improvements can,
however, be made in terms of the share of the population with a tertiary degree.
The Netherlands also ranks relatively high in the majority of the indicators related to the
political, legal and regulatory environment. The one exception to this is the cost associated with starting a business, in which the Netherlands ranks 31st. The relatively heavy administrative burdens are also listed by the US Department of State (2014).
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The attractiveness of the Netherlands in terms both physical and digital infrastructure,
knowledge and innovation capacity and the institutional and regulatory framework is also
reflected in the E&Y 2015 attractiveness survey of the Netherlands (E&Y, 2015c). In this
survey, foreign investors list telecommunications infrastructure, local labour skills,
transport and logistics infrastructure and a clear and stable political, legislative and administrative environment among the top five attraction factors in the Netherlands. The
quality of life is rated as the most attractive factor.
The area in which the Netherlands ranks the lowest is in terms of its cost competitiveness.
The corporate tax rate currently stands at 25 per cent, which lies in the middle range of
corporate tax rates among the old EU15 Member States. The Netherlands does, however,
have in place a number of tax benefits, which make for a more attractive tax regime, than
reflected by the nominal tax rate. The light tax regime includes a large network of tax
treaties, an ‘open attitude’ towards discussing tax positions prior to investments and a socalled participation exemption, which allows the receipt of dividends and capital gains
from subsidiaries free of tax in the Netherlands (BOM Foreign Investments, 2016).
The attractiveness of the Dutch tax regime is also noted by the US Department of State in
their assessment of the investment climate in the Netherlands. In particular, it is argued
the light tax regime is one of the factors, which makes the country an attractive location
for US headquarters (US Department of State, 2014). However, the recent reduction in
corporate tax rates down to 21 per cent in the United Kingdom, which is also a favoured
investment location for US firms (including headquarters), puts pressure on the Dutch
Government. In particular, AmCham in the Netherlands notes that the Netherlands has
been attracting relatively fewer US headquarters than the United Kingdom in recent years
and that the US share of the inward FDI stock in the Netherlands has been falling rapidly
from 23 per cent in 2002 compared to 13 per cent in 2012 (AmCham, 2015).
The Netherlands has improved its relative performance across a number of the indicators,
including the perceived burden that government regulations place on business, where the
Netherlands have moved from rank 19th in 2009 to 13th in 2014. The increase reflects improvements within the Netherlands and is not just a result of other countries decreasing
their performance.
The sectorial distribution of FDI in the Netherlands
The sectorial distribution of FDI in the Netherlands reflects the strength of the Dutch
investment climate in terms of a high infrastructure quality combined with a strong
knowledge and innovation capacity. According to Statistics Netherlands (2013), the manufacturing sector thus accounted for 56 per cent of total inward FDI stock in 2011 with the
remaining 44 per cent attributed to services.137
137

In the data from Statistics Netherlands, the FDI stock is divided into only either manufacturing or services. This means that
activities in primary sectors such as mining and quarrying are allocated to the manufacturing sector. Based on data from
Eurostat it is possible to separate out primary sector activities, energy supply sectors and construction. Based on 2012 data,
the Eurostat data result in manufacturing share of 47 per cent and a service share of 48 per cent, with the remaining 5 per
cent attributed to the aforementioned sectors.
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The US is the single largest origin of inward FDI stock in the manufacturing sector. 138 The
US Department of State (2013) notes that the Netherlands has become a key export platform and distributional hub for US firms, with the majority of exports destined to other
EU Members. The high quality of physical and logistical infrastructure, thus seem to be
one of the drivers behind investments into this sector.
Within manufacturing, the major industries are chemicals, food beverages and tobacco,
electro technical and metal products, cf. Figure 74. In Statistics Netherlands (2013), the
chemical sector is grouped with mining, quarrying and petroleum products, which combined account for 48 per cent of the FDI stock in manufacturing. Even though the exact
size is difficult to gauge from these statistics, there is no doubt that the chemical sector in
itself is a major player in the Netherlands, which is one of the main locations for FDI in
the chemical sector in the EU. According to Invest in Holland, 19 of the top 25 chemical
companies in the world have operations in the Netherlands.139 The port of Rotterdam is
home to a large refining and chemical cluster, which is facilitated by e.g. a network of
pipelines that allow liquid products to be transported within the Netherlands as well as to
Belgium and Germany.140

Figure 74 FDI stock in the Netherlands by manufacturing sectors, 2011
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Aside from oil and chemicals, the Netherlands also have a large food industry, which attracts investments from abroad. According to Invest in Holland 12 of the world’s largest
agri-food companies have production or R&D sites in Holland. Among the companies
mentioned are Cargill, Heinz, Monsanto, Unilever, Mead Johnson, ConAgra and Mars.141
138
139
140
141

This is based on data from 2011.
http://investinholland.com/industries/chemicals.
https://chemicalparks.eu/parks/port-of-rotterdam.
http://investinholland.com/industries/agrifood.
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A key driver of investments in this industry include a strong focus on R&D, with a number
of research institutes (e.g. the Top Institute for Food and Nutrition focusing on developing public-private partnerships) and universities, such as Wageningen University, ranked
among the top agricultural universities in the world. 142
In services, monetary intermediation and insurance is the largest sub-sector (36 per cent
of the Dutch FDI stock) followed by transport, storage and communication (23 per cent)
and trade (16 per cent). Investments into transport and trading activities reflect the Netherlands role as a logistical centre, while investments into communications (here under the
IT sector) is supported by a high quality of the digital infrastructure. According to the US
Department of State (2013), the Netherlands is the 2nd most densely cabled country in the
world and home to the largest data transport hub in the world (the Amsterdam internet
hub, AMS-IX).

Figure 75 FDI stock in the Netherlands by service sectors, 2011
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For the greenfield investments, the main sector in terms of capital expenditure in the
Netherlands are in the coal, oil and natural gas industries, cf. Table 14. These investment
projects are quite large, and only eight investment projects account for one per cent of the
number of greenfield investment projects in the Netherlands but 26 per cent of the capital
expenditure. It is noteworthy that all of these projects took place from 2006-2010, and
hence that no greenfield projects has been carried out in coal, oil and natural gas sector
since. Currently, the low energy prices makes it unlikely that this sector attract large investments. One of the main drivers of greenfield investments in this sector is likely to be
the Groningen Gas Field, which is one of the world’s largest gas fields. 143

142
143

http://investinholland.com/industries/agrifood.
See http://www.nam.nl/content/dam/shell/static/nam-en/downloads/pdf/flyer-namg50eng.pdf.
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The strong positon of the Netherlands in terms of both the physical and digital infrastructure and its logistics is also reflected in the sectorial distribution of greenfield investments. With the exception of the coal, oil and gas industries, the top five industries for
greenfield investment over the period 2003-2014 have thus been communication, warehousing and storage, software and IT and transportation, which all rely on a high level of
either physical, logistical or digital infrastructure.

Table 14 Top 5 sectors for greenfield investments in the Netherlands, 2003-2014
Top 5 sectors
Coal, oil and natural
gas
Communications
Warehousing & Storage
Software & IT services
Transportation
Other sectors
Total
Note:

Number of greenfield investments

Capital expenditure
(million US dollars)

Share of total
number of
investments

Share of capital
expenditure

8

9,137

1%

26%

83

5,618

8%

16%

17

2,040

2%

6%

169

2,023

17%

6%

99

1,943

10%

5%

640

14,881

63%

42%

1,016

35,642

100%

100%

The table shows the top five sectors for inward FDI measured by value. Greenfield investments with
no sectoral allocation have been excluded. Renewable energy projects are placed under “Other sectors”.

Source: The European Commission using data from fDi markets, a service from The Financial Times Limited
2016. All Rights Reserved

5.7

FDI and the investment climate in Romania

Romania is one of the smallest economies in the EU but is the 3rd largest of the new
Member States following Poland and the Czech Republic. With a population of around 20
million,144 second only to Poland among the new Member States, there is a large domestic
market potential in Romania.
FDI into Romania was largely non-existent prior to 1998. FDI inflows to Romania grew
relatively fast after 2003, and the country has maintained its one per cent share of the EU
FDI stock since 2008, cf. Figure 76. The low initial inflows of FDI are partly due to the
slow progress in the privatisation of the state sector, which started later in Romania than
in the other Eastern European countries. The promising domestic market potential and
the late privatisation process are also reflected by the large share of greenfield investments in the Romanian FDI stock (54 per cent).145 Since then, large-scale privatisations
combined with improvements in the business climate have been among the drivers of FDI
into Romania (Birsan and Buiga, 2008).
144

145

Official estimate from the Romanian National Bureau of Statistics for 2014, see:
http://www.insse.ro/cms/files/statistici/comunicate/com_anuale/populatie/PopRez2014r.pdf.
National Bank of Romania (2015).
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Figure 76 FDI stock in Romania, 2003-2014
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Most of the FDI inflows into Romania originate in other EU countries. The Netherlands
and Austria are the top investors in terms of capital expenditure 146, whilst Italy accounts
for the largest number of greenfield investments in Romania. 147 The large share of FDI
originating in the Netherlands reflects to some extent that many MNEs invest through the
Netherlands. Nonetheless, the Netherlands invests substantially in Romania, in particular
within the energy sectors where Romania is attractive due to its natural resources.
Austria is also a large investor in Romania, and Austrian companies own some large Romanian companies. The Austrian Eerste Bank Group, for example, owns the largest bank
in Romania, Banca Comercială Român. The large number of Italian projects in Romania
reflects the close links Romania shares with Italy, which is their second largest trading
partner after Germany.
The investment climate in Romania
Romania ranks as the 32nd most attractive country out of the 44 countries included in the
FDI Attractiveness Scoreboard in 2014 and the 20th most attractive country in the EU, cf.
Chapter 4. Although there have been improvements in the institutional environment for
foreign investors, cf. Figure 77, there is still a great degree of uncertainty covering the
political process with a clear adverse effects on the investment behaviour. In the US assessment of the investment climate in Romania, for example, the risk of sudden policy
changes that can affect investor returns adversely is explicitly mentioned.148
146
147
148

National Bank of Romania (2015).
Romanian Trade Registry Office (2015).
US Department of State (2015).

154

Towards a Foreign Direct Investment (FDI)
Attractiveness Scoreboard

However, FDI into Romania is also supported by low costs of starting a business as well as
the general cost competitive environment for business. The proximity to the EU market
also adds to attractiveness of Romania.

Figure 77 Investment climate in Romania, 2009 and 2014
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The figure shows the ranking of Romania across underlying indicators in the FDI Attractiveness Scoreboard in 2009 and 2014 relative to the highest ranked country for each indicator in both years. The
country with the best performance (rank 1) is located at the rim of the web, while the worst performer (rank 44) is located in the centre. The time and cost required to comply with documentary and
border requirements when exporting/importing are not included due to changes in the methodology
used to assess this between 2009 and 2014.

Source: Copenhagen Economics based on multiple data sources listed in Appendix B

Romania performs relatively poorly across the board, with the exception of the indicators
capturing cost competitiveness. Romania’s best performance is thus in the cost competitiveness index reflecting both low wages and corporate tax rates. This is consistent with
Romania as a location for especially efficiency-seeking FDI, motivated by relatively low
wage costs.
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Romania has improved its relative performance in a number of indicators related to the
political, regulatory and legal environment although the country still ranks relatively
poorly in this area. The largest progress in this area has been made in terms of the perceived transparency of government policy making, but it should be kept in mind that Romania was the lowest scoring country on this parameter in 2009.
Several policy initiatives, such as a simplification and modernisation of the tax system, a
restructuring of contract laws aiming at harmonising Romanian contract law with the EU
framework and an introduction of tax exemptions for certain high-skilled professionals,
have been implemented over the period and are also likely to help improve the investment
climate going forward.
Moreover, there have also been significant improvements in both the digital and physical
infrastructure, reflecting increases in both the coverage and speed of broadband connections, which are drivers for investments in e.g. communications, software and IT in which
Romania performs well in attracting FDI.
Sectorial distribution of FDI in Romania
In 2014, the combined service sector accounted for 49 per cent of Romania’s FDI stock
compared to 32 per cent in manufacturing, cf. Figure 78. FDI in the service sector is composed mainly of non-financial services (36 per cent of the FDI stock in Romania) with
financial services accounting for 13 per cent. Moreover, over the last decade the FDI inflows to Romania have gradually shifted from the primary sector to higher value-added
sectors amplifying the benefits of FDI to the Romanian economy.149

149

This trend was already recognized in 2008 by the European Commission, cf.
http://ec.europa.eu/economy_finance/publications/publication11881_en.pdf.
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Figure 78 FDI stock in Romania by sector, 2014
Agriculture, forestry
and fishing 2%
Electricity, natural
gas, water 11%

Manufacturing 32%

Mining 6%
Services 49%

Note:

The categories from the National Bank of Romania are used.

Source: Copenhagen Economics based on the National Bank of Romania (2015)

Based on survey answers from 134 large (250+ employees) foreign companies in Romania, Birsan and Buiga (2008) examined the underlying drivers of FDI in the manufacturing industry in Romania. Their findings indicate that the surveyed firm’s investments in
Romania were driven by both by efficiency- and market-seeking motivations, with the
prospect for growth in Romania driving the latter type of investments. However, low labour costs were found to be the most important driver, with the majority of production
among foreign firms in the Romanian manufacturing industry destined for the export
market.
The importance of natural resources for the Romanian economy is illustrated by the large
FDI inflows to the oil processing and chemicals sector that relies heavily on natural resource inputs. The oil processing and chemicals sector this accounts for 18 per cent of the
FDI stock in the manufacturing sector, cf. Figure 79.
Furthermore, as for many of the other new Member States, Romania also attracts substantial FDI into the automotive industry, although the automotive cluster and the effects
hereof are less pronounced in Romania than in some of the other new Member States (cf.
Chapter 3). The relatively large share of metallurgy in total FDI in the manufacturing
sector reflects the importance of the sector to the Romanian economy, thus enabling foreign investors to both benefit from the existing skill level of the labour force as well as the
overall cost competitive environment.
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Figure 79 FDI stock in the Romanian manufacturing sector,
2014

Others 30%

Oil processing,
chemicals, rubber
and plastic products
18%

Transport means
17%

Cement, glassware,
ceramics 8%
Food, beverages
and tobacco 13%
Note:

Metallurgy 14%

The categories from National Bank of Romania are used.

Source: Copenhagen Economics based on the National Bank of Romania (2015)
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Non-financial services account for the majority of FDI in the service sector, with trade
(24 per cent), construction and real estate transactions (20 per cent) and IT services (12
per cent) accounting for the bulk of FDI into Romania, cf. Figure 80. The attraction of
foreign investors within these services reflects both the low-cost environment and the fact
that Romania is an increasingly popular tourist destination. 150

Figure 80 FDI stock in the Romanian service sector, 2014
Professional,
scientific, technical
and administrative
activities and
support services
10%

Others 7%

Financial
intermediation and
insurance 27%

Information
technology and
communications
12%

Construction and
real estate
transactions 20%
Note:

Trade 24%

The categories from the National Bank of Romania are used.

Source: Copenhagen Economics based on the National Bank of Romania (2015)

Overall, the largest sectors for greenfield investments in Romania are building and construction materials and the automotive industry, where FDI into the latter is driven primarily by low wage costs and a low corporate tax rate, cf. Chapter 3.
The building and construction materials sector absorbs 10 per cent of the total number of
greenfield investments in Romania. There appears to be several explanations for this.
First, there is the attraction of the domestic market, as the expansion of the tourist sector
requires new construction projects that use inputs from the building and construction
materials sector. Second, the investments in improving the quality of the physical infrastructure undertaken by the Romanian Government will also tend to increase the demand
for these types of inputs.
The attractiveness of Romania in the non-financial service sectors, such as communications, software and IT services as well as business services, is also reflected in the distribution of greenfield investments across sectors. Compared to other Eastern European
countries, Romania is the country that has attracted the largest share of greenfield investments in these sectors (cf. Chapter 3).

150

Invest in Romania (2015), http://www.investineu.com/content/invest-romania.
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Drivers of FDI in these sectors into Eastern Europe include a well-educated labour force
and relatively low wage costs, which make the region attractive as an outsourcing destination for back-office activities (FT, 2013). Low wage costs is especially an advantage for
Romania, where wages are lower than in e.g. Poland and the Czech Republic (cf. Chapter
3).

Table 15 Top 5 sectors for greenfield investments in Romania,
2003-2014
Number of greenfield
investments

Capital expenditure
(million US dollars)

Share of total
number of
investments

Share of capital
expenditure

122

4,540

10%

8%

Automotive

34

4,320

3%

8%

Transportation

87

3,140

7%

5%

Communications

66

2,969

5%

5%

Top 5 sectors
Building & construction
materials

Rubber
Other sectors
Total
Note:

29

2,785

2%

5%

901

39,675

73%

69%

100%

100%

1,239

57,429

The table shows the top five sectors for inward FDI measured by value. Greenfield investments with
no sectoral allocation have been excluded. Renewable energy projects have been placed under “Other
sectors”.

Source: The European Commission using data from fDi markets, a service from The Financial Times Limited
2016. All Rights Reserved

5.8

Concluding remarks

The attractiveness of a given country to foreign investors is not absolute but should be
seen relative to other investment locations. It is therefore important for EU policy makers
to continuously improve the investment climate and keep an eye on new reforms and FDI
promotion activities in other countries.
Starting out from an already advantageous position in 2009, the United Kingdom has
managed to keep up with other countries and has even managed to improve its cost competitiveness by lowering the corporate tax rate and improving its political, regulatory and
legal environment by enhancing the transparency of government policy making and reducing the burden of government regulation. The United Kingdom thus had the 5th most
attractive investment climate among the EU countries in 2014.
The attractiveness of the investment climate in Germany has been relatively stable between 2009 and 2014, and the German Government has just managed to keep up with
other countries’ initiatives to improve the investment climate. Germany has shown some
improvement in cluster development but the lower score on the quality of scientific research means that Germany has only improved its knowledge and innovation capacity
slightly. The German Government’s initiatives to reduce the burden of government regu-
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lation and the cost of starting a business do show up in an improved political, regulatory
and legal environment.
France has also shown little improvement in its overall investment climate. Relative to
the other old Member States, France ranks poorly in terms of the political, regulatory and
legal environment, although the burden of government regulation has been reduced between 2009 and 2014. The findings in this report indicate that this could be a serious
hindrance to increased FDI into France as the stability and transparency of a country’s
political, regulatory and legal environment is the most important location factor for international investors. France has succeeded in improving its cost competitiveness and accounts for the 5rd largest improvement in the cost competitiveness among the EU Member
States (only outperformed by Lithuania, the United Kingdom, Finland and the Czech Republic).
Measured by the FDI Attractiveness Scoreboard, the investment climate in Italy is the
worst among the EU Member States. Italy ranks particularly poor in terms of the political,
regulatory and legal environment and the cost competitiveness. On the positive side, Italy
has a strong cluster development and has recently taken measures to improve the quality
of its research. Italy thus stands for the 6th largest improvement in the knowledge and
innovation capacity index, and only two other old EU Member States (the Netherlands
and Portugal) have improved this aspect of the investment climate more than Italy.
Like many of the old EU Member States, the Netherlands has a relatively low cost competitiveness and has instead invested in building strong innovation and knowledge capacities as well a physical and digital infrastructure of high quality. However, the Netherlands performs a little bit better than many of the other EU countries and has the third
most attractive overall investment climate, only outperformed by Finland and Ireland.
The Netherlands also has a relatively stable political, regulatory and legal environment,
but the costs of starting a business in the Netherlands remain high.
Compared to Poland and other Eastern European countries of a similar size such as the
Czech Republic and Hungary, Romania has so far not been so successful in terms attracting FDI. Romania performs poorly across most of the key indicators in the FDI Attractiveness and is only the 20th most attractive EU country. Its large domestic market, strong
cost competitiveness and low costs of starting a business may, however, have contributed
to the relatively large inflows of greenfield investments into Romania. M&As in Romania
have been lacking as the privatisation process started later in Romania than in many of
the other new Member States.
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Appendix A

Description of FDI indicators
This appendix provides a short overview of the FDI databases that have been used in this
report. In general, data on historic FDI flows are of poor quality, and more recent FDI
data of higher quality are available only for a limited number of countries and years. The
choice of data source therefore involves weighing pros and con as the coverage and scope
of the different databases vary.
Definition of FDI
The definition of Foreign Direct Investment (FDI) follows the IMF and the OECD. In
short, FDI refers to an investment made to acquire lasting interest in enterprises operating outside of the economy of the investor. In practice, a lasting interest is defined by
OECD as investors obtaining ownership of more than 10 per cent of the firm. In the statistics, FDI is listed in the balance of payments similarly to other foreign investments as for
instance portfolio investments.
Earlier definitions of FDI included FDI transactions that only have a financial nature, in
particular investments made by so-called special purpose entities (SPE), which are financial transactions through an intermediary entity that yield no real economic consequences. The inclusion of these transactions means that the extent and importance of FDI is
overestimated, and such financial transactions should ideally be excluded when gauging
the effect of FDI. This has been acknowledged by both IMF and OECD, who in their most
recent manuals BPM6 and BMD4 (see below for specifications) highlight the need and the
method for factoring out SPEs. This was not explicitly tackled in earlier definitions, such
as BPM5. The discrepancy between definitions needs to be kept in mind when analysing
FDI data.
The details of the definitions are given in the Balance of Payments Manual: Fifth Edition
(BPM5) (International Monetary Fund, 1993) and more recently, in Balance of Payments
and International Investment Positions (BPM6) (International Monetary Fund, 2009).
Furthermore, the OECD also provides a definition and guidance to the data collection in
their fourth edition of the Benchmark Definition of Foreign Direct Investments (BMD4)
(Organisation for Economic Co-operation and Development, 2008).
In this report, substantial efforts are made to provide as accurate a picture of FDI flows as
possible. For instance, we have used the directional principle of measuring FDI throughout, which is the most appropriate for studying the nature and motivations of FDI according to the OECD (OECD, 2015 ‘Measuring International Investment by Multinational
Enterprises’).
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However, despite the desirable advantages of the recent methodological improvements,
one important drawback remains for the use in this study, as the improvements have not
been implemented in historical data for the vast majority of databases. This is true both
for Eurostat as well as for the OECD databases. This makes it difficult to use the data to
track changes over time and identify trends and dynamics in EU inwards FDI flows.
OECD data have not been used
There exist multiple databases providing FDI data. The OECD offers a key database for
FDI statistics, covering around 50 countries. Furthermore, the OECD makes linkages of
source and destination countries of FDI possible. However, only 21 of the 28 EU Member
States are also members of the OECD, which means that not all Member States are covered by the OECD statistics. Considering the fact that the present report is about FDI
attractiveness in the EU, it is a very serious impediment that the OECD does not include
all the Member States. Furthermore, the historical data (from before 2013) from OECD
does not exclude SPEs and is therefore not very precise.
Even when acknowledging the fact that OECD provides current FDI data that are more
reliable than data from other sources, it should be noted that the coverage is limited and
that data are only available for around 5 EU countries in 2013 for some of the main variables of interest. As a results of both insufficient coverage in terms of countries and years,
OECD data on FDI flows are not used directly in this report.
Overview of data sources
In the present report, we have mainly utilised FDI data from two distinct sources namely
UNCTAD and Eurostat, to analyse trends and dynamics in EU FDI inflows. Table A.1 offers an overview of these two different sources and the development in definitions. Data is
unavailable from either source prior to 1990, and for most series the actual start data is
later than 1990.
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Table A.1 Overview of data sources
Data source

FDI definition

Strengths

Limitations

UNCTAD

BPM6

Data are calculated based
on BPM6 throughout the
period. 2014 data are
available. Data on all countries in the world as well as
on entry modes are available.

Division of FDI by partner country is
not available. Nor are sectoral
divisions.

Eurostat

BPM5 until 2012 BPM6
from 2013 (some
overlaps exist)

Division by partner country
and sectors is possible.
Eurostat is the statistical
bureau of the EU Member
States.

Financial
Times

Only greenfield investments. Neither BPM5 or
BPM6(a benchmark of
10 per cent foreign
ownership is used)

Enables a detailed analysis
of greenfield investments,
as the FDI can be split
based on sectors, partner
countries as well as years.

Includes only EU Member States
and a few selected countries. The
historical data are not based on
BPM6, which means that SPEs are
included. Data on entry modes are
not available.
Data are based on unofficial accounts from news entries. Some
uncertainty concerning the timing
as the investment may not to be
carried out in the exact year it is
reported.

Source: Copenhagen Economics based on Box 1 in WIR (2015) and metadata information from Eurostat

FDI data from UNCTAD
UNCTAD provides two sources of information for FDI. An online interactive database and
the World Investment Reports (WIR). Although they in principle contain similar information, one should note that not all information is available from both sources. In this
report, we only use data from the most recent investment report, WIR (2015), which was
published by UNCTAD in June. This report and the corresponding annex tables contain
much relevant data. One of the advantages of WIR data is that the data is available for all
countries in the world and is updated to 2014. Furthermore, it is also described in Box 1 in
WIR (2015) how UNCTAD has improved their data by factoring out the investments
stemming from SPEs. This is true for the historical data, which makes the WIR database
very useful for this study.
Moreover, data from WIR (2015) includes information on another part of FDI, namely
information on greenfield investments and M&As, which can be utilised to shed light on
the different entry modes of FDI.
However, the UNCTAD database has the limitation that it is not possible to divide the FDI
data depending on the source country of the FDI stocks and/or flow, which makes it possible to analyse FDI flows by destination and source at the same time.
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FDI data from Eurostat
Eurostat provides the opportunity of dividing FDI into source country, which is essential
when discussing the direction and size of trade flows. 151 The drawback for the Eurostat
database is that it includes a much smaller number of countries than WIR (2015) and that
data are less recent. Like UNCTAD, Eurostat has changed their collection method in 2013
to limit the role of SPEs. However, for some of the data series this renewed collection
practice means that from 2013, where the new definition was implemented, data are so
scarce that, for most purposes, it is not useful. For instance, data for sectoral allocations
of FDI are only available for five countries in 2013. Therefore, 2012 is the most recent
year for some of the figures.
The Financial Times data
Contrary to the other data sources used in this report, the Financial Times (FT) database
is not based on national accounts. Instead, it consists of assessments of projects and their
size based on published information. The information undergoes rigorous quality control
before it is published, but this does not change the fact that it is based on expected rather
than realised FDI flows. Data from the FT database accommodate distinction by entry
mode, namely between greenfield and M&A investments. The greenfield data that
UNCTAD uses in the WIR database are based on the FT database.
For registered users, a division based on the geographical location of both source and
destination as well as the sectors involved is possible.

151

Aside from the FDI data from the Eurostat’s Balance of Payments Statistics, the figures in the report also draw on the
AMECO database, which is an annual macroeconomic database from Eurostat. WE use data on GDP and inflation from this
database.
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Appendix B

The FDI Attractiveness Scoreboard
The FDI Attractiveness Scoreboard is an index that is constructed around four subindices:
1.
2.
3.
4.

Political, legal and regulatory environment
Infrastructure and market access
Knowledge and innovation capacity
Cost competitiveness

Each of the sub-indices consists of a number of indicators of a country’s FDI attractiveness, cf. Figure B.1. Data on the indicators have been collected from multiple sources (a
full list of sources can be found by the end of the appendix).
Selection of indicators
The selection of the specific indicators is based on the findings in the previous chapters
and have either been uncovered directly in the preceding analysis in (e.g. the importance of cluster development or wages) or chosen to proxy attraction factors, for
which no specific measure is available.152 Due to the following practical considerations
about data availability, a number of the relevant attraction factors have not been included in the index:


Bilateral indicators
The index is constructed so that there is one score for each country that reflects the
country’s FDI attractiveness relative to all other countries. It is therefore not possible to include factors that vary bilaterally, such as distance or shared history, culture or language, despite indications that these are among the driving factors of
FDI flows.



Sector- and firm-specific indicators
The index is constructed at the national level and reflects the country’s overall attractiveness. Sector specific attraction factors highlighted in the analysis, such as
for example the pipe-network transporting chemicals is therefore not included.
Firm-specific attraction factors (e.g. factors of strategic importance or specific resources) are likewise not included.

152

This includes for example the importance of a qualified labour force, which we proxy by the share of country’s population above 25 years of age, holding a tertiary degree.
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Non-quantifiable indicators
The index is based on publicly available data and no new data is collected as part of
the analysis. Indicators, for which no quantitative measure are available, are therefore not included in the analysis. Thus, while the analysis points towards investment promotion agencies playing a facilitating role in the overall framework for
FDI attractiveness, it is difficult to measure the activities of investment promotion
agencies across countries, and no suitable indicator has been found.



Indicators with a low country coverage
In order to allow for a comparison between EU and non-EU countries, the priority
has been to include as many countries as possible. The specific indicators have
been chosen based on relevance as well as practical considerations of data availability. An example of this is the use of indicators to proxy the educational level in a
given country. This is captured by the share of the population above 25 years of age
that has a tertiary education as well as the quality of the educational system, where
the latter is obtained from the annual Executive Survey by the World Economic Forum. Proxies, such as the share of science graduates or test results, such as e.g. PISA scores, could have been better indicators or at least additional indicators to be
included. However, in both cases the country coverage was judged too poor to allow
the inclusion of these variables.
Another example is the data used to capture wage differences. In order to obtain
this information for as many countries as possible we have relied on three different
data sources (see table at the end of the Appendix), and have used the average
normalised value across the databases in cases where wage data is available from
more than one database for a given country. Instead of average wages, wage costs,
including social contributions etc., would have been preferable. Similarly, wage data for different skill groups would have added additional value to the indicator. 153



Handling of survey data
Finally, in order to minimise possible bias from survey data, we have prioritised to
use objective measures of the various indicators, where available. Where it has
been necessary to use survey data, we have sought to include several indicators of
the same aspect in order to reduce any possible bias.

The indicators selected under each sub-index are shown in Figure B.1. Data sources
and definitions are contained in Tables B.6-B.9 at the end of this Appendix.

153

The attention given to minimising the occurrence of missing values also means that data is almost complete, rendering a
robustness test for missing values unnecessary.
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Figure B.1 Overview of the FDI Attractiveness Scoreboard

Source: Copenhagen Economics

The robustness of the FDI Attractiveness Scoreboard
The index is based on data on the FDI attractiveness indicators from 2009 and 2014.
When there is no data available for 2014, we use the most recent year.154
154

It is not possible to test what this extrapolation implies for the ranking of the countries. If no extrapolation is done, the
countries that are included in the sample will be different, which invalidates a comparison of the country rankings with
and without imputation of missing values.
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The construction of the index is based on three underlying assumptions:
1.
2.
3.

All indicators are relevant and placed in the correct sub-index
Same weight is attached to all variables
Indicators are normalised using (x-min)/(max-min)

We test the robustness of the ranking of the countries against changes in each of these
assumptions, cf. Figure B.2.

Figure B.2 Assumptions and tests for robustness

Assumption 1:
All indicators are relevant
and placed in the right
sub-index
Assumption 2:
Same weight is attached to
all variables

Assumption 3:
Normalisation using (xmin)/(max-min)

•Test if any of the FDI determinants could be left out,
and if the determinants are placed in the sub-index
where they statistically belong using a the KaiserMeyer-Olkin (KMO) measure of sampling adequacy

•Test the rank of individual countries with equal weights
against the rank with weights from a Principal
Component Analysis (PCA)

•Test the rank of individual countries with chosen
normalisation against rank with
•Normalisation using x/max
•Normalisation using x/mean
•Normalisation (x-mean)/standard deviation

Source: Copenhagen Economics

Based on these tests (shown below), we conclude that the indicators are all placed in
the right sub-index and that the ranking of the countries is, overall, robust to the
weights assigned as well as the method of normalisation.
Assumption 1: All indicators are placed in the right sub-index
The first step in the construction of the index is the grouping of indicators. We find that
all indicators are placed in the sub-index where they statistically belong.
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We are interested in grouping indicators that reflect a common aspect of the investment climate together, i.e. indicators that are highly correlated. Some of the variables
may influence FDI through more than one mechanism, and the grouping of the variables could therefore be made in several ways. For example, the trading environment
captured via the time and cost of complying with documentary and border requirements when importing and exporting is included under the sub-index entitled Infrastructure and Market Access. However, the ease with which firms can import inputs
and export final goods also affects the cost competitiveness of a location, and the indicator could therefore have been placed in the Cost Competitiveness sub-index instead.
In order to test whether the grouping of the variables has been done in the statistically
best way, we use a so-called Kaiser-Meyer-Olkin (KMO) measure of sampling adequacy. The objective of a KMO test is to determine whether the indicators in the same subindex share the same statistical properties and have enough in common to be grouped
together. If this is the case, we can use a Principal Component Analysis in the next step
to test assumption 2, that all indicators have been attributed the same weight.
The KMO measure lies between 0 and 1, and provides an indication of the proportion
of variance among the variables in a given sub-index, which is common and that might
be indicative of an underlying or latent common factor.155 In practice the KMO test
compares the correlation between all variables in a group to their partial correlations.
If the partial correlations are small, this indicates a low unique variance between the
variables and the KMO measure will be large.156
The overall KMO index for a group of variables is calculated as per the following equation:157

Where r is the simple correlation coefficient and a is the partial correlation.
KMO scores below 0.5 are normally not acceptable 158, meaning that the common component between the indicators is weak and that the indicators statistically do not be-

155
156
157
158

http://www.aliquote.org/articles/tech/multvar/22_Appendix_6.pdf
http://www.bama.ua.edu/~jcsenkbeil/gy523/Factor%20Analysis.pdf.
http://eric.univ-lyon2.fr/~ricco/tanagra/fichiers/en_Tanagra_KMO_Bartlett.pdf.
http://www.aliquote.org/articles/tech/multvar/22_Appendix_6.pdf.
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long in the same sub-index. A low KMO score also means that the assumption of a
common weight cannot be tested using a Principal Component Analysis.
The results from the KMO test support the grouping of all of the indicators in the Political, Regulatory and Legal Environment sub-index, the Infrastructure and Market
Access sub-index and in the Innovation and Knowledge Capacity sub-index, cf. Table
B.1.

Table B.1 KMO test results
Variable

KMO Score
Political, regulatory and legal environment

Cost of starting a business

0.78

Transparency

0.69

Political stability

0.9

Regulatory quality

0.79

Rule of law

0.73

Burden of government regulation

0.64

Overall

0.74
Infrastructure and market access

Quality of physical and logistical infrastructure

0.85

Time to comply with administrative requirements of trading

0.68

Cost of complying with administrative requirements of trading

0.74

Quality of the digital infrastructure

0.77

Overall

0.74
Knowledge and innovation capacity

Pop. with tertiary education

0.82

Quality of educational system

0.9

Quality of scientific research

0.84

University-industry collaboration

0.82

R&D expenditure

0.9

Cluster development

0.89

Overall

0.86

Source: Copenhagen Economics

The Cost Competitiveness sub-index only includes two indicators, which means that
the KMO test is not suited as the simple correlations between the indicators will be
equal to the partial correlations per definition.
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Assumption 2: Same weight is attached to all indicators
As a starting point, all indicators have been given an equal weight in the construction of
the sub-indices. Equal weights means that:
 All indicators within the sub-index are equally important for FDI performance
 Poor values of one indicator can be wholly compensated by a very good value of
another (full substitutability)
We test this assumption by comparing the ranking of the countries with equal weights
with the ranking of the countries using weights obtained from a Principal Components
Analysis (PCA).
A PCA is a data reduction technique and is well suited for constructing indices based on
variables that are highly correlated for which econometric models are unsuitable. The
general idea is to reduce the number of indicators to a smaller set of so-called principal
components. The principal components are new indicators made by a weighted combination of the indicators in each sub-index. The great advantage of this methodology is
that the weight assigned to each of the individual FDI indicators is determined based
on the variance of the observed data and not externally imposed.
Figure B.3 shows the robustness of the ranking with respect to the weights assigned to
the indicators in the Political, Regulatory and Legal Environment sub-index. The
ranking of the countries appears to be very robust to assigning the statistical weights
from the PCA instead of equal weights. The largest observed difference is Korea, which
is assigned a rank of 32 with PCA determined weights instead of a rank of 36, when
equal weights are used.
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Figure B.3 Robustness of the rank in the Political, Regulatory
and Legal Environment sub-index, 2014
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Figure B.4 shows the rank of the countries in terms of the Infrastructure and Market
Access sub-index using equal and PCA weights. The largest observed difference is for
Lithuania, which shifts from a rank of 26 with equal weights to a rank of 19 when
weights are determined using a PCA analysis. Overall, the ranking of countries is robust to statistical weights assigned using a PCA analysis.
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Figure B.4 Robustness of the rank in the Infrastructure and
Market Access sub-index, 2014
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Figure B.5 shows that the ranking of the countries in the Knowledge and Innovation
Capacity sub-index is extremely robust to assigning PCA determined weights.

Figure B.5 Robustness of the rank in the Knowledge and Innovation Capacity sub-index, 2014
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Source: Copenhagen Economics
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Figure B.6 shows that the country ranking in the Cost Competitiveness sub-index also
remains robust to assigning PCA determined weights. The largest observed difference
is for Estonia, which shifts from a rank of 13 with equal weights to a rank of 16 when
weights are obtained from a PCA.

Figure B.6 Robustness of the rank in the Cost Competitiveness
sub-index, 2014
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Assumption 3: Test of robustness to different normalisation methods
The FDI indicators (e.g. cost of starting a business and average wage levels) are scaled
differently. The different scales must be made comparable before data can be aggregated. For this purpose, all indicators are normalised on a scale from 0 to 100 in order to
get a comparable unit of size.
Each indicator is normalised by subtracting the minimum value of the variable for all
countries from the observed value of the indicator for an individual country, divided by
the difference between maximum and minimum value of this indicator for all countries, and the result multiplied by 100. The closer this value is to 100, the better the
country performs in terms of this indicator.
The sensitivity of the result is tested using three different normalisation methods. One
alternative is to normalise by dividing all FDI indicators by the maximum value (alternative 1). Another alternative is to normalise by dividing all the FDI indicators by the
mean (alternative 2). Finally, a third alternative is to subtract the mean from all indicators and divide by the standard deviation. The ranking of the countries is generally
robust to the different normalisation methods, cf. Figure B.8. The ranking in the index
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is similar to the ranking in alternative 1 and alternative 3, while the ranking based on
alternative 2 seem not be a preferred alternative, as it is markedly different from the
ranking obtain using any of the other three normalisation methods.

Figure B.8 Robustness of the index to normalisation method
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Correlation with FDI
Table B.2 below contains the results from a simple regression of the 2014 index score
on FDI stock, controlling for macroeconomic fundamentals. Across the various specifications the coefficient is stable around 0.03. This means that for each one-point increase in the index, there is an associated 3 per cent increase in the FDI stock.

Table B.2 Regression results
Dependent variable

Index score

GDP (log)

FDI stock (log)
(1)

(2)

(3)

(4)

(5)

0.0334***

0.0335***

0.0343***

0.0340***

0.0340***

(0.0102)

(0.0103)

(0.0105)

(0.0106)

(0.0106)

0.772***

0.782***

0.784***

0.787***

0.787***

(0.0734)

(0.0747)

(0.0784)

(0.0791)

(0.0791)

-0.0454

-0.0454

GDP growth

-0.0504
(0.0639)

Unemployment

Constant

(0.0678)

(0.0678)

0.0107

0.00589

0.00589

(0.0227)

(0.0240)

(0.0240)

-10.65***

-10.81***

-11.13***

-11.05***

-11.05***

(2.156)

(2.175)

(2.397)

(2.416)

(2.416)

Observations

44

44

44

44

44

R-squared

0.734

0.739

0.736

0.739

0.739

Note:

Standard errors in parentheses, *** p<0.01, ** p<0.05, * p<0.1.

Source: Copenhagen Economics

Table B.3 below contains the results from a simple regression of the 2014 index score
on FDI stock in services and manufacturing, respectively. The estimation is equivalent
to the results presented in column (5) in Table B.2 using the total FDI stock but with a
reduced sample size as disaggregated FDI data is only available for 25 countries (obtained from Eurostat).
As can be seen from the results displayed in Table B.3, the index coefficient is only
marginally significant for the FDI stock in services and insignificant for the FDI stock
in manufacturing. This is due to the limited sample size, which limits the variance of
the index as all 25 countries have a relatively attractive investment climate – not due to
the disaggregation. This is underlined by the fact that the coefficient on the index remains insignificant when the index score is regressed on FDI in services and manufacturing combined for the 25 countries in the sample. We can therefore not use the re-
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gressions to draw conclusions regarding the importance of the index varies across sectors.

Table B.3 Regression results by sector
Dependent variable

FDI stock (log)
Manufacturing

Services

Manufacturing and
services

0.0288

0.0592*

0.0552**

(0.0223)

(0.0292)

(0.0265)

0.935***

0.754***

0.777***

(0.106)

(0.138)

(0.126)

0.183

-0.188

-0.150

(0.112)

(0.146)

(0.132)

0.0252

-0.00828

0.00355

(0.0344)

(0.0450)

(0.0408)

-3.024

2.028

1.824

(3.288)

(4.291)

(3.895)

Observations

25

25

25

R-squared

0.809

0.662

0.701

Index score

GDP (log)
GDP growth
Unemployment
Constant

Note:

Standard errors in parentheses, *** p<0.01, ** p<0.05, * p<0.1. Luxembourg has been excluded
from the regression because it has a negative value of the FDI stock in manufacturing.

Source: Copenhagen Economics
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List of indicators and data sources

Table B.6 Political, legal and regulatory environment
Indicator

Description

Unit of measure

Source and time coverage

Transparency
of government policy
making

Measure of how easy it is for
businesses to obtain information
about changes in government
policy and regulations, affecting
their activities.

Ranges from 1(extremely
difficult) to 7 (extremely
easy)

Global Competitiveness
Index, World Economic
Forum, Executive Opinion
Survey.

Political
stability and
absence of
violence/
terrorism

Political Stability and Absence of
Violence/Terrorism measures
perceptions of the likelihood of
political instability and/or politically motivated violence, including terrorism.

Ranges from approximately -2.5 (weak) to
+2.5 (strong)

Wold Bank,
Worldwide Governance
Indicators.

Regulatory
quality

Regulatory quality captures
perceptions of the ability of the
government to formulate and
implement sound policies and
regulations that permit and
promote private sector development.

Ranges from approximately -2.5 (weak) to 2.5
(strong) governance
performance

Wold Bank,
Worldwide Governance
Indicators.

Rule of law

Perceptions of the extent to
which agents have confidence in
and abide by the rules of society,
and in particular the quality of
contract enforcement, property
rights, the police, and the courts,
as well as the likelihood of crime
and violence).

Ranges from approximately -2.5 (weak) to 2.5
(strong) governance
performance

Wold Bank, Worldwide
Governance
Indicators.

Burden of
government
regulation

Measure of how burdensome it is
for businesses to comply with
government administrative requirements (e.g. permits, regulations, reporting).

Ranges from 1(extremely
difficult) to 7 (extremely
easy)

Global Competitiveness
Index, World Economic
Forum, Executive Opinion
Survey.

Cost of starting a business

Cost of starting a business (includes all official fees and fees
for legal or professional services
if such services are required by
law).

Per cent of income per
capita

World Bank,
Doing Business.
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Table B.8 Quality of Infrastructure
Indicator

Description

Unit of
measure

Source

Average of the following indicators:
- Quality of trade and transport infrastructure
Quality of transportation
and logistical infrastructure

- Competitively priced shipments
- Competence and quality logistics services
- Ability to track and trace consignments
- Timeliness of delivery

Score:
1

World Bank, Logistic Perfor-

(very low)

mance Index 2014*

to 5
(very high)

Average of following indicators:
- The time required to comply with the documentation requirements of all government agencies within
the overall process of importing a shipment of goods

Time required to comply
with documentary and
border requirements when
importing/exporting

World Bank, Doing Business.

- The time required to comply with the documentation requirements of all government agencies within
the overall process of exporting a shipment of goods
- The time required to comply with regulations
relating to customs clearance (includes obtaining,
preparing and submitting documents during port or
border handling, customs clearance and inspection
procedures) within the process of importing

Hours
Note: The methodology has
changed slightly between
2009 and 2014. In 2009, the
time required for domestic
transport (between the
largest city and the nearest
port) is included.

- The time required to comply with regulations
relating to customs clearance (includes obtaining,
preparing and submitting documents during port or
border handling, customs clearance and inspection
procedures) within the process of exporting
Average of following indicators:
- The cost required to comply with the documentation requirements of all government agencies within
the overall process of importing a shipment of goods

Costs requited to comply
with documentary and
border requirements when
importing/exporting

World Bank Doing Business.

- The cost required to comply with the documentation requirements of all government agencies within
the overall process of exporting a shipment of goods
- The cost required to comply with regulations
relating to customs clearance (includes obtaining,
preparing and submitting documents during port or
border handling, customs clearance and inspection
procedures) within the process of importing

US dollars
Note: The methodology has
changed slightly between
2009 and 2014. In 2009, the
time required for domestic
transport (between the
largest city and the nearest
port) is included.

- The cost required to comply with regulations
relating to customs clearance (includes obtaining,
preparing and submitting documents during port or
border handling, customs clearance and inspection
procedures) within the process of exporting
The average normalised value of the following
Quality of digital infrastructure

variables:
- Average broadband speed

Mbps per
cent

State of the Internet

- Fixed broadband subscriptions per 100 inhabitants

Note:

* The LPI is based on a worldwide survey of operators on the ground (global freight forwarders and
express carriers), who were asked to evaluate different components of the logistic environment in
the countries in which they operate and those with which they trade. Specific components include
‘hard’ infrastructure as well as the quality of logistic services.
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Table B.9 Innovation and knowledge capacity
Indicator

Description

Unit of measure

Source
Barro-Lee educational attainment data

Per cent of population 25+ with
tertiary education

Per cent
Data is only available in 5-year
intervals. The data used is for
2010.

Quality of educational system

Measure of how well
the educational system meets the needs
of a competitive
economy.

1 (extremely
poor) –
7 (extremely
well)

Global Competitiveness Index,
World Economic Forum. Executive Opinion Survey.

Quality of scientific research
institutions

Assessment of the
quality of scientific
research institutions.

1 (extremely
poor) –
7 (extremely
good)

Global Competitiveness Index,
World Economic Forum. Executive Opinion Survey.

University-industry collaboration
in R&D

The extent to which
businesses and universities collaborate
on research.

1 (worst) –
7 (best)

Global Competitiveness Index,
World Economic Forum. Executive Opinion Survey.
World Bank, Development
Indicators.

Research and development
expenditure

State of cluster development

The degree to which
well-developed and
deep clusters exist
(geographic concentrations of firms,
suppliers, producers
of related products
and services, and
specialised institutions in a particular
field.)

Per cent of GDP

Data from 2013

Score, 1 (nonexistent) –
7 (widespread in
many fields)

Global Competitiveness Index,
World Economic Forum. Executive Opinion Survey.
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Table B.10 Cost competitiveness
Indicator

Description

Unit of measure

Source

- Average annual wage per fulltime and full-year equivalent
employee in the total economy*

In 2014 constant
prices at 2014 USD
exchange rates

OECD.

- Average monthly earnings

Nominal average
wages

ILO, Key Indicators of the
Labour Market, 2015.

- Average hourly wage in
Industry, construction and
services (except public administration, defence, compulsory
social security)

Euro

Eurostat (due to data limitations data for 2008 is used in
2009).

Per cent

Deloitte, Corporate tax rates
2011-2015 used as source for
2014.
KPMG’s Corporate and Indirect Tax Rate Survey 2009,
used for 2009.

The average normalised (between 0 - 100) value of the
following indicators:

Average wages

Corporate tax
rates

Note:

Statutory corporate tax rates.

* Obtained by dividing the national-accounts-based total wage bill by the average number of
employees in the total economy, which is then multiplied by the ratio of average usual weekly
hours per full-time employee to average normal weekly hours for all employees.
** Reported in local currency units but converted to USD using the average annual exchange
rate obtained from World Bank Indicators.
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HOW TO OBTAIN EU PUBLICATIONS
Free publications:
• one copy:
via EU Bookshop (http://bookshop.europa.eu);
• more than one copy or posters/maps:
from the European Union’s representations
(http://ec.europa.eu/represent_en.htm);
from the delegations in non-EU countries
(http://eeas.europa.eu/delegations/index_en.htm);
by contacting the Europe Direct service
(http://europa.eu/europedirect/index_en.htm) or calling 00 800 6 7 8 9
10 11 (freephone number from anywhere in the EU) (*).
(*)

The information given is free, as are most calls (though some operators,

phone boxes or hotels may charge you).

Priced publications:
• via EU Bookshop (http://bookshop.europa.eu).
Priced subscriptions:

• via one of the sales agents of the Publications Office of the European
Union (http://publications.europa.eu/others/agents/index_en.htm).
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