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Though the growth in foreign-owned direct investments in the EU Member
States did not follow the pace at which EU Member States invested abroad
during the nineties, it still rose significantly, particularly during 1997 and 1998.
In 1998, total inflows to the European Union reached 193 bn. ECU, a figure
that almost doubled from 19971 and represented nearly 2.6% of the EU GDP
in 1998.

This article looks at the evolution of inflows to the Member States of the
European Union and in particular at the different components of this trend.
The aim is to understand: 1) where in the European Union foreign investors
chose to invest, and 2) which markets they focused on.

)RUHLJQ�LQYHVWPHQW�IORZV�WR�*HUPDQ\�DQG�,WDO\�VORZHG�GRZQ
LQ�WKH�QLQHWLHV«

Figure 1a: Share of FDI inward flows by Member State
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Figure 1b: Share of foreign owned direct investment assets
by Member State

The European Union still occupies a major role as
recipient of direct investments in the world by the end of
the nineties, but the allocation of FDI flows into the
European Union markets was reshaped during the
period 1992-98. One of the major characteristics of the
trend in FDI statistics in the European Union is the
reduced importance of Italy and to a lesser extent
Germany as markets for foreign direct investments.

This trend emerges from several absolute and relative
comparisons with other EU Member States. For
example, while Germany and Italy were domicile for
about 22% of all FDI capital stock in the European
Union at the end of 1997, the two countries only
received 12% of the cumulated inflows to EU countries
during the 1992-98 period.

Table 1: Total FDI inward flows into EU Member States (ECU Mio, equity and other capital)

7RWDO�)',�LQZDUG�IORZV�WR�(8�0HPEHU�6WDWHV

���� ���� ���� ���� ���� ���� ����

(8��� 55 494 55 893 57 735 80 344 77 759 101 986 193 409

%/(8 8 735 9 201 7 014 8 267 11 078 10 989 18 560

'(10$5. 785 1 424 4 130 3 196 605 2 470 5 761

*(50$1< 2 058 3 181 6 706 11 076 8 012 8 886 17 766

63$,1 6 365 8 197 7 910 5 231 5 305 5 638 10 104

)5$1&( 12 308 10 450 13 836 18 659 18 135 19 982 24 577

,7$/< 2 442 3 202 1 883 3 683 2 784 3 263 2 332

1(7+(5/$1'6 5 255 6 259 3 848 8 762 9 439 8 357 29 134

32578*$/ 1 485 1 297 1 057 506 557 1 721 1 029

),1/$1' 445 719 1 069 358 510 1 256 8 743

6:('(1 700 2 287 4 106 9 208 3 551 8 023 14 377

81,7('�.,1*'20 11 767 7 476 3 658 9 935 10 670 23 381 48 930

27+(5 3 149 2 201 2 519 1 463 7 113 8 019 12 097

«DQG�WKHVH�IORZV�KDG�ORZHU�HFRQRPLF�LPSRUWDQFH�WKDQ�LQ�RWKHU�(8�FRXQWULHV

Figure 2 illustrates that the real economic importance of
inflows to Germany and Italy during the nineties was
lower than in other EU Member States. The share of

inflows in total was several times higher in most of the
other EU Member States during this period.
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Figure 2: FDI inflows as a share of gross domestic product by Member State

Other indicators such as those in table 2, show that
inflows to Germany and Italy not only appear low in
terms of GDP but also low, as compared to the two
countries’ share in gross fixed capital formation or
total outflows, for example. In 1998, Germany and
Italy together represented nearly 40% of all GDP or
gross fixed capital formation in the European Union.

However, during the 1992-98 period the two
countries only received 12% of total inflows in the
European Union. Table 2 shows that in countries like
the Netherlands, France, the United Kingdom and
particularly Sweden, foreign direct investments had
a much higher economic importance than in
Germany and Italy.

Table 2: Relative size of FDI inflows
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(8�FRXQWULHV�UHFHLYH�PRVW�LQYHVWPHQWV�IURP�RWKHU�(8�SDUWQHUV��8.�EHLQJ�WKH�H[FHSWLRQ
Most EU countries receive a majority of foreign
investments from other EU Member States. Figure 3
shows that this pattern was reinforced in the nineties.
Germany and France for example, received more than
twice the amount of investments from other EU partners
they attracted from Extra-EU partners between 1992
and 1998.
The United Kingdom stands out and contradicts the

general pattern as it receives a large majority of FDI
from Extra-EU partners. The close links that the UK has
to the United States and the Commonwealth countries
is probably one of the main reasons why about two
thirds of all FDI capital in the British market was owned
by investors from outside the EU. Figure 3 illustrates
that during the nineties, the role played by these
investors in the British market was further enhanced.

Figure 3: FDI in EU Member States   

)',�LQ�6ZHGHQ�DQG�)LQODQG�ZHUH�PDGH�UHODWLYHO\�UHFHQWO\

Flow/stock ratios for foreign-owned direct
investments in the European markets confirm the
trends described above: Foreign-owned assets in
Germany and Italy rank as the oldest in the
European Union as a majority of them were
established long before 1992.

Direct investments in the two new Member States,
Finland and Sweden, were established much more
recently. The data therefore partly reflect possible
economic effects of the two countries’ decision to
join the European Union in 1995.

Figure 4: Flow/Stock ratios for foreign-owned direct
investments in EU markets by Member state
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*HUPDQ�PDQXIDFWXULQJ�DEDQGRQHG�E\�IRUHLJQ�LQYHVWRUV�LQ�WKH�QLQHWLHV«
A review of the sectoral profile of the FDI capital
invested in the European Union helps to explain why
inflows to certain Member States were relatively
limited during the nineties. Figure 5a, for example,

shows that foreign assets in the German market are
concentrated in the services sector  (80% share of
total foreign assets compared with only 20% in
manufacturing).

Figure 5: Sector profile of foreign-owned FDI capital in EU Member States   

Figure 5b indicates that this trend was reinforced during
the nineties. It also underlines the fact that since 1992
foreign investments in the manufacturing sector have
virtually come to a halt in Germany. In three of the
seven years from 1992 to 1998, foreign investors
withdrew FDI capital from German manufacturing
industries. The moderate inflows which Germany
recorded in the nineties was solely driven by
investments in services sectors.

Displacements have also taken place in Italy where
foreign investors moved their attention from
manufacturing towards services sectors. Unlike in
Germany, the sluggish trend in FDI inflows to Italy
cannot be assigned to a particular sector of the
economy as none of the sectors show any particular
growth in FDI.

«ZKLOH�%ULWLVK��6ZHGLVK��)UHQFK�DQG�'XWFK�PDUNHWV�KDYH�WDNHQ�RYHU
The profile of foreign-owned capital in Sweden is
particular in the sense that nearly 60% of the
investments have been made in the manufacturing
industries. Figure 5 illustrates that this focus on
manufacturing in Sweden, exceptional in a European
context, continued through most of the nineties. In
addition, an increasing number of investors decided to
invest in the services sectors in Sweden.

The French economy has also been hit by a certain shift
away from the manufacturing sectors and into services

during the nineties: Only one out of five ECU invested in
France went into manufacturing in recent years. The
diminishing importance of manufacturing in France was
more than offset by strong increases in FDI in services.
However, it is the United Kingdom and to a lesser extent
the Netherlands that have recorded the strongest
growth in incoming  FDI during the last years and this
growth seems to have been relatively evenly spread
between manufacturing and services

Table 3: Total FDI inward flows into manufacturing by Member State (ECU Mio, equity and other capital)

7RWDO�LQZDUG�IORZV�LQWR�PDQXIDFWXULQJ

���� ���� ���� ���� ���� ���� ����

*HUPDQ\ -1 300 1 356 -806 920 -1467 611 960

)UDQFH 4 079 2 278 2 111 2 938 3 308 4 265 5 702

,WDO\ 1 150 1 241 296 1 655 498 1 049 880

1HWKHUODQGV 1 784 504 1 238 1 854 5 292 2 271 14 431

6ZHGHQ -378 1 461 2 840 8 205 902 3 878 5 628

8QLWHG�.LQJGRP 4 725 3 924 1 124 2 972 3 205 7 085 14 603
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Figure 6: Share in cumulated  FDI flows into manufacturing and services

Table 4: Total FDI inward flows into services by Member State (ECU Mio, equity and other capital)
7RWDO�LQZDUG�IORZV�LQWR�VHUYLFHV�VHFWRUV

���� ���� ���� ���� ���� ���� ����

*HUPDQ\ 3 361 1 863 7 240 10 007 10 065 8 418 15 596

)UDQFH 8 015 7 931 6 880 7 105 13 688 15 240 18 593

,WDO\ 889 1 644 1 310 1 716 2 062 1 597 1 301

1HWKHUODQGV 3 579 4 055 1 973 6 519 3 768 5 266 14 145

6ZHGHQ 739 641 1 126 618 1 004 2 832 8 442

8QLWHG�.LQJGRP : : 1 490 6 745 6 150 14 004 27 663

)',�FDSLWDO�LQ�*HUPDQ\�DOVR�DPRQJ�WKH�OHDVW�SURILWDEOH

Data for income and rate of return are available only for
the period 1995-97 and only for about half of the
Member States. These data show that return on FDI
capital in Germany was less than the average return on
FDI capital in the European Union markets which
reached close to 6% during that period.

The Austrian, Finnish, Swedish  and British markets, on
the other hand, have generated higher  income from
direct investments during that period. In all four
countries the return on direct investments were well
above the European average.

Figure 7: Return on foreign-owned direct investment assets in EU Member States
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In particular, there is a minor tendency, in the Member
States under review, for FDI originating from outside the
European Union to have been slightly more profitable

than FDI originating from other EU countries during the
1995-97 period (table 5).

Table 5: Return� on foreign-owned direct investment capital in EU Member States (%)

)',�LQFRPH��W��LQ�SHUFHQWDJH�RI�)',�SRVLWLRQV��W���

Originating from EU Originating from Extra-EU

1995 1996 1997 1995 1996 1997

*(50$1< 1.0 1.6 4.9 5.7 3.3 4.8

)5$1&( 6.1 6.4 5.4 4.7 4.8 5.8

81,7('�.,1*'20 10.9 11.7 10.2 9.1 9.3 7.1

1(7+(5/$1'6 4.5 5.6 6.9 6.1 9.3 8.2

$8675,$ 11.9 9.4 8.6 11.8 10.5 17.5

32578*$/ : 4.7 4.3 : 8.2 5.0

),1/$1' 12.2 12.7 12.6 11.8 13.7 16.1

27+(5�(8��� : 4.5 5.9 : 9.6 8.5

1%��*HUPDQ\�������HVWLPDWHG��)UDQFH��HVWLPDWH�EDVHG�RQ�GLYLGHQGV��6ZHGHQ��6YHULJHV�5LNVEDQN

The fact that certain EU Member States are loosing
weight have been the subject of different analyses in
recent years. The reasons behind these developments
are obviously many and to give a full explanation would
be extremely complex.

However, the trends within the period analysed here are
not easily explained through statistical uncertainties or

by economical cycles in the Member States.

Data would rather seem to describe a situation where
foreign investors see investment climates and business
conditions throughout the EU Member States as being
significantly different, and are making their investment
decisions in accordance.

½ �(66(17,$/�,1)250$7,21�±�0(7+2'2/2*,&$/�127(6
l l l l l l l l l l l l l l l l l l l l l l l l l l l l l l l l l l l l l l l l l l l l l l l l l l l l l l l l l l l l l l l

)RUHLJQ�GLUHFW�LQYHVWPHQW��)',� is the category of international investment that reflects the objective of obtaining
a lasting interest by a resident entity in one economy in an enterprise resident in another economy. The lasting
interest implies the existence of a long-term relationship between the direct investor and the enterprise, and a
significant degree of influence by the investor on the management of the enterprise. Formally defined, a direct
investment enterprise is an unincorporated or incorporated enterprise in which a direct investor owns 10% or more
of the ordinary shares or voting power (for an incorporated enterprise) or the equivalent (for an unincorporated
enterprise).
)',� IORZV� DQG� SRVLWLRQV�� Through direct investment flows, an investor builds up a foreign direct investment
position that features on his balance sheet. This FDI position (sometimes called FDI stock) differs from the
accumulated flows because of revaluation (changes in prices or exchange rates, and other adjustments like
rescheduling or cancellation of loans, debt forgiveness or debt-equity swaps).

_____________________________

��5HWXUQ�UDWHV�DUH�FDOFXODWHG�E\�GLYLGLQJ�WRWDO�LQFRPH�LQ�SHULRG�W�ZLWK�WRWDO�SRVLWLRQV�DW�WKH�HQG�RI�SHULRG�W��
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