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FOREWORD 

Foreign direct investment (FDI) is α category of interna­

tional investment that indicates an intention to acquire a 

lasting interest in an enterprise operating in another 

economy. It covers all financial transactions between the 

investing enterprise and its subsidiaries abroad. It differs 

from portfolio investments, where the investor merely 

purchases equity and debt securities. Direct investment is 

one of the driving forces of economic globalisation. It 

has stepped up its presence and increased its penetra­

tion world wide. 

Within the European Union, the value of FDI flows 

increased nearly sixfold between 1987 and 1997, from 

ECU 12 billion in 1987 to 72 billion in 1997 (figures 

cover equity and other capital only). FDI flows from the 

rest of the world roughly tripled during the same period, 

reaching 36 billion in 1 997, whereas FDI flows from the 

EU to the rest of the world increased by 2.5 times to ECU 

78 billion in 1997. Taking into account flows of rein­

vested earnings, EU FDI to the rest of the world amount­

ed to over 96 billion in 1 997, up by over 1.5 times since 

1995. With the exception of 1990 and 1 992, the EU has 

always been a net direct investor abroad. 

At the end of 1996, the European Union held direct 

investment assets worth ECU 543 bn abroad (77 bn less 

than the US), exceeding liabilities by a net direct invest­

ment position of 121 bn. More than half the EU assets 

were located in ¡ust three countries: the United States 

(43%), Switzerland (9%) and Australia (5%). 

First provisional and rough figures for EU FDI income 

reveal that in 1 996 EU countries recorded FDI income 

flows worth ECU 44.4 bn from their DI activities abroad, 

exceeding EU FDI income debits to foreign investors by 

12.4 bn. EU investors recorded a rate of return of 8.2% 

on foreign DI assets, while direct investors in the EU 

received income worth 7.6% of EU FDI liabilities. 

Supplementing trade, FDI creates more direct and deep­

er links between economies. It is a source of extra capi­

tal, helps to promote a healthy balance of trade, encour­

ages efficient production, stimulates technology transfer 

and fosters exchange of managerial know­how. It thus 

improves the productivity of business, makes economies 

more competitive and bolsters ¡ob creation. 

In this first volume of the European Union Direct 

Investment Yearbook 1998 Eurostat presents and analy­

ses harmonised statistics on FDI flows, positions and 

income for the EU as a whole. A second volume provides 

harmonised FDI data for each EU Member state as well 

as for ma¡or FDI partners of the European Union. 

Faced with increasing globalisation of economic activi­

ties, public authorities and enterprises need new statis­

tics. On the basis of the General Agreement on Trade in 

Services (GATS), Eurostat, in conjunction with the OECD, 

will be compiling Foreign Affiliate Trade Statistics (FATS). 

These will measure the turnover and number of employ­

ees of foreign investors in the host economy and, in con­

junction with FDI data, will provide an invaluable tool to 

measure the evolution of the globalisation phenomenon 

of the economy. 

Given the importance of FDI statistics in the political and 

economic field, I welcome Eurostat's efforts to collabo­

rate with other international organisations to improve the 

quality and timeliness of FDI data and provide the 

European Union with a statistical information service of 

the highest quality. 

FDI benefits the investing economy as much as it does 

the recipient economy. It is an important element of 

international relations and their development. 

Commissioner 

Mr Yves­Thibault de SILGUY 
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European Union Direct Investment Yearbook 1998 

The direct investment yearbook provides users with ana­
lytical aspetcs of foreign direct investment positions, 
flows and income for the European Union. A second Vo­
lume covers harmonised FDI data for EU Member states 
and major FDI partners of the EU. 

The yearbook has a simple objective: to provide political 
and corporate decision makers with high quality statisti­
cal information on direct investment. Eurostat is able to 
provide internationally comparable figures, through 
close cooperation with Member states and the OECD. 

For more information, or if you have any suggestion on 
how we might improve the publication please contact: 

European Commission 
Eurostat 
International trade in services, foreign direct investment 
and balance of payments, Unit B5 
Head of Unit Mr Jean-Claude ROMAN 
Bâtiment Jean Monnet 
Bech E4/816 
L-2920 LUXEMBOURG 

Tel: +352 4301 33 548 
Fax: +352 4301 33 859 

\3R 



INTRODUCTION 
What ¡s direct investment? 
User's guide 

EXECUTIVE SUMMARY 

5 
7 
8 

11 

Part t DIRECT INVESTMENT POSITION 13 
EU FDI position at end-1996: major partners 14 
EU FDI position at end-1996: major investment sectors 18 
EU FDI position in comparison to the United States and Japan 22 
Intra EU foreign direct investment position 24 

Part f DIRECT INVESTMENT FLOWS 
EU FDI flows overview 
EU outward flows to non EU 
EU inward flows from non EU 
EU FDI relations with USA and Japan 
EU with emerging markets 
Special focus: EU FDI in Far East Asia 
EU FDI flows by major investment sectors: overview 
EU outward flows to non EU by economic activities 
EU inward flows from non EU by economic activities 

Part « DIRECT INVESTMENT INCOME 
EU direct investment income 

27 
29 
31 
34 
37 
40 
44 
51 
53 
60 

67 
69 

TABLE 
OF 

CONTENTS 

Part · EU DIRECT INVESTMENT: STATISTICAL TABLES 77 

Part « METHODOLOGY ISSUES 
Methodology in general 
Methodology in practice 
Estimation 
Asymmetry 

Part f ANNEXES 
Exchange rates 
Eurostat, ISIC and NACE codes 
BOP zones 

103 
104 
107 
117 
120 

123 
124 
125 
126 

sa 





INTRODUCTION 

What is direct investment? 7 
User's guide 8 

sa 





WHAT IS DIRECT INVESTMENT? 
Direct investment is to be found among the keywords 
being stressed when it comes to globalisation. Besides 
trade foreign direct investment plays a major role in 
cross-border economic activity. The progressing interna­
tional integration of markets is reflected in increasing 
direct investment figures, but what is it precisely? 

What makes direct investment different from other types 
of cross-border investment is the entrepreneurial inten­
tion of the direct investor, expressed in a long-term 
investment horizon and the purpose to have an effective 
voice in the management of the direct investment enter­
prise. In contrast, portfolio and other cross-border invest­
ments are predominantly carried out under the objective 
of an appropriate return on investment only. Direct 
investment does not mean necessarily control, but it fre­
quently does. 

The economic effects of direct investment go beyond 
those of other types of cross-border investment, because 
the direct investor usually will influence decision making 
in a variety of core activities of the direct investment 
enterprise, such as production, capital formation, 
employment, and research and development. 

The possible impacts of this influence by the direct 
investor are thus widespread, ranging from effects on 
efficiency and productivity of the company concerned up 
to changes in market structure and competition, trade 
displacement or enhancement effects and more. 

Amongst others, the effects of direct investment on the 
economy of the host country depend on the type of 
investment, ranging from purchase of existing firms to 
green-field investment. For the latter direct investment 
activity is closely linked to domestic capital formation in 
the host country, but also other types of direct investment 
frequently lead to capital formation following restructur­
ing and modernising of existing structures and produc­
tion capacities. In contrast to trade direct investment 
often comes together with technology transfer, innova­
tion and specific managerial skills. It is thus of particular 
importance for developing countries as well as for coun­
tries in transition. 

Direct investment statistics cover all financial flows and 
positions between direct investor and direct investment 
enterprise and its affiliates. Only the comprehensive 
recording of equity capital, other capital (inter-company 
debt) and reinvested earnings allows to draw a complete 
picture of direct investment relationships. 

Direct investment in this publication 

Compared with the 1997 European Union Direct 
Investment Yearbook the 1 998 edition covers an extend­
ed and improved set of FDI data. Due to the strong sup­
port received from Central Banks of Member states, 
Statistical institutes and other institutions, Eurostat was 
enabled to present for the first time statistical information 
on foreign direct investment positions acquired in the 
past, broken down by sectors of economic activity. The 
second basic improvement concerns the inclusion of 
direct investment income. The third improvement is the 
inclusion of reinvested earnings in the direct investment 
flows of the European Union. Albeit reinvested earnings 
are not available for all Member states this brings direct 
investment statistics for the Union closer to international 
reporting standards and improves the comparability with 
other major direct investment countries. 

The figures in this publication represent an analytical tool 
to answer questions about 

• the evolution of direct investment flows over time, con­
cerning different activity sectors, countries or econom­
ic zones, 

• the status of assets held abroad and liabilities to third 
countries, broken down by sectors of economic activi­
ty and country of destination/origin, 

• income received from direct investment assets and 
paid on direct investment liabilities. 

The extended coverage of European Union direct invest­
ment statistics made it necessary to change the presen­
tation of the Yearbook. The 1 998 edition comes in two 
volumes. The first volume covers the descriptive synthesis 
of major evolutions in direct investment relationships of 
the European Union, the methodology used and prob­
lems remaining, and basic information on nomencla­
tures. The second volume covers figures only, presented 
in a standardised set of tables for each reporting coun­
try. However, also volume two shows only a part of direct 
investment figures available at Eurostat. The full set of 
figures is available in the on-line services of Eurostat 
(New-Cronos) and the CD-rom version of the European 
Union Direct Investment Yearbook 1 998. 
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USER'S GUIDE 
Balance of payments 
is a record of an economy's international transactions 
with the rest of the world. The balance of payments is a 
statistical statement that systematically summarises, over 
a given period of time, all transactions of an economy 
with the rest of the world. Transactions are those of the 
current account (goods, services, income and current 
transfers) and the capital and financial account (capital 
transfers, direct investment, portfolio investment, other 
investment and reserve assets). 

Foreign direct investment (FDI) 
is cross-border investment for which a direct investor has 
the objective of a lasting interest in an enterprise resident 
in another economy (direct investment enterprise). 
Constitutional characteristics for a direct investment are 
the intention for a long-term relationship between the 
direct investor and the enterprise and a significant influ­
ence on the management of the enterprise. These are 
assumed to be fulfilled when an investor owns ten per­
cent or more of ordinary shares or voting power in an 
incorporated or unincorporated enterprise respectively 
(OECD benchmark definition). 

Direct Investment = Equity Capital + Other Capital + 
Reinvested Earnings 

Equity Capital 
includes equity in branches and ordinary shares in sub­
sidiaries and associates. 

Other capital 
covers inter-company debt (including short-term loans 
such as trade credits) between direct investors and sub­
sidiaries, branches and associates. 

Reinvested earnings 
consist of the direct investor's share (in proportion to 
direct equity participation) of earnings not distributed as 
dividends by subsidiaries or associates and earnings of 
branches not remitted to the direct investor. 

Disinvestment 
is formally defined as withdrawal of direct investment 
capital. The most frequent cases are that the direct 
investor sells participation (e.g. shares) it had invested in 
the direct investment enterprise or that inter-company 
debt (e.g. loans) is paid back. 

Sign convention 
Balance of payments sign convention records outward 
direct investment with a minus and inward direct invest­
ment with a plus sign. Consequently outward disinvest­
ments are entered with ( + ) and inward disinvestment 
with (-). Following requests from readers, both for inward 
and outward flows, investment is presented in the statis­
tical tables of this publication with a positive sign and 
disinvestment is shown with a negative sign. Hence the 
balance of payments sign convention is not used in this 
publication. 

Reporting economy 

is the country or economic zone from whose view data is 
reported. 

Partner economy 

is the country or economic zone that has a foreign direct 
investment relationship with the reporting economy. 

FDI flows and positions 

by direct investment flows the investor builds up a foreign 
direct investment position, making part of his balance 
sheet. The FDI position (sometimes called FDI stocks) dif­
fers from accumulated flows because of revaluation 
(changes in prices or exchange rates, and other adjust­
ments like rescheduling or cancellation of loans, debt 
forgiveness or debt-equity swaps with different values). 

Outward flow (resident direct investment abroad) 

means that the reporting economy invests in the partner 
economy if the figure in the cell of the statistical table has 
a positive sign. If the sign is negative on outward invest­
ment the reporting economy disinvests. 

Inward flow (non-resident direct investment in the 
reporting economy) 

means that the partner economy invests in the reporting 
economy if the figure in the cell of the statistical table has 
a positive sign. If the sign is negative on inward invest­
ment the partner economy disinvests. 

Direct investment income 

consists of income on FDI equity and on inter-company 
debt (interest). Income on equity covers dividends and 
reinvested earnings for incorporated enterprises and dis­
tributed and undistributed profits for branches. 

\m 



Direct investment assets 

is the current position of residents' direct investment 

abroad acquired by outward flows, corrected by all rele­

vant revaluation items. Equity capital and reinvested 

earning abroad are recorded under one asset heading, 

because the latter turns to equity capital later in several 

cases. 

Direct investment liabilities 

is the current position of non­resident direct investment in 

the reporting economy acquired by inward flows, cor­

rected by all relevant revaluation items. Equity capital 

and reinvested earning in the reporting economy are 

recorded under one asset heading, because the latter 

turns to equity capital later in several cases. 

Market and book value 

Flows are recorded at market values. Correspondingly 

the positions should be recorded at market prices at the 

beginning or end of the reference period. However, 

because the evaluation of market prices for the different 

kinds of assets may be difficult, the book value of the 

assets in the balance sheets may be used. 

All position data in this yearbook are at book value. 

First chain ownership or ultimate beneficial owner 

The stake in a direct investment enterprise located in 

country A might be held by a direct investor in country B, 

the latter owned by a parent company in country C, that 

has no other direct investor. In this simple case the for­

eign direct investment in the reporting economy of A will 

be attributed to Β when first chain ownership concept is 

applied, whereas it will be recorded as a direct invest­

ment of C if ultimate beneficial owner concept is 

applied. Flow and position data in this yearbook are 

based on the first chain ownership concept, if not stated 

otherwise. 

How to read the tables for the European Union 

The figures for the European Union were drawn up by 

aggregating Member states declarations and figures esti­

mated by Eurostat respectively. Figures have to be inter­' 

preted from the point­of­view of the European Union as 

'reporting economy' vis­à­vis its 'partner economies'. 

What appears under 'outward investment' for one 

Member state is therefore what was declared by the other 

Member states being invested there. Due to asymmetries 

this regularly does not equal the figure reported under 

'inward flows' from the EU of the concerning Member 

state, which can be found in the respective country table. 

Vice versa, what appears under 'inward investment' for 

one Member state in the tables for the European Union 

is what was declared by the other Member states having 

received from this country. Again, due to asymmetries 

this diverges regularly from what was declared as 'out­

ward investment' to the other EU countries by the respec­

tive Member state. More detailed information on size 

and reasons for asymmetries is given in the concerning 

section of this publication. 

For more detailed information on definitions and recording rules see 

International Monetary Fund, Balance of Payments Manual, 5th edition, Washington 1 993. 

Organisation for Economic Co­operation and Development, OECD Benchmark Definition of Foreign Direct 

Investment, 3rd edition, Paris 1 996. 
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EXECUTIVE SUMAAARY 

At the end of 1996, the European Union held direct investment assets worth ECU 543 bn abroad [77 bn 
less than the US), which exceeded the EU's liabilities by 121 bn 

• More than half the EU assets were held in just three countries: The United States (43%), Switzerland (9%) and 
Australia (5%). The United States alone managed half the FDI stocks held by non EU countries in the Union. 

• EU FDI assets in services almost equalled assets in manufacturing. 

• More FDI assets and liabilities of Member States were located within the EU then outside the Union. 

In 1997, FDI flows from the Union to the rest of the world were twice as big as the FDI flows from the 
rest of the world into the Union 

• Extra EU outward and inward flows grew again in 1997 ( + 82% and +27% respectively) after a drop in 1996. 

• The trend toward increasing net exports of FDI capital continued in 1 997, strongly accelerated by a tripling of 
the 1996 value to 41.7 bn. 

North America was the most attractive target for EU direct investors. North American investors still per­
formed by far most of the FDI flows in equity and other capital entering the Union during the period 1992 
to 1997 . 

• Behind the United States (43% of Extra EU outward flows), Switzerland (7%), Hungary, Poland and Czech 
Republic (3% each) were other important host countries of EU investments between 1 992 and 1 997. 

• On the inward side, Switzerland (11%), Japan (5%) and Norway (4%) were the most important investors besides 
the United States (57% of inward flows) between 1 992 and 1 997. 

Although the EU, the US and Japan maintained strong links, new FDI markets emerged 

• Other partner countries (except USA and Japan) outside the EU experienced strongly growing FDI flows from the 
Union between 1992 and 1996, accompanied by progressively increasing net capital exports from the Union 
(ECU 31.3 bn in 1997). 

• 30% of EU flows to non EU partners went to the so called emerging markets between 1992 and 1996. EU 
investors gave certain preference to invest in neighbouring areas, like the Central and Eastern Europe which 
attracted 1 2% of EU flows to non EU markets in the period. 

Apart from 1994, EU services businesses always performed over half of EU outward FDI flows between 
1992 and 1 996, and they attracted more than 50% of inward FDI during the whole period observed. 

• Manufacturing industries and financial intermediation companies were the major actors of EU FDI in 1 996: they 
invested most abroad and they received most foreign DI funds. Other major FDI activities were undertaken in 
real estates and business activities and in trade and repairs. 

• EU manufacturing companies were the main contributors to EU FDI going to the USA and to the EFTA, while 
real estates and business activities accounted for the major part of EU FDI going to Japan. 

Between 1995 and 1996, the European Union increased net direct investment income from non-EU 
countries by 23% to ECU 12.4 bn 

• More than half of the 1996 net FDI earnings came from Asia, whereas net income flows with America and 
Switzerland were negative. 

• In 1996, the European Union recorded a rate of return on direct investment assets held abroad of 8.2%. Direct 
investors from abroad received income worth 7.6% of EU FDI liabilities. 

L ^ 11 
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EU FDI position at end-Ί 996: major partners 

IN BRIEF 

• More than half the EU assets were held in just three countries: The United States (43%), Switzerland (9%) and 
Australia (5%). The United States alone managed half the FDI stocks held by non EU countries in the Union. 

• The Union had net assets positions with nearly all countries and markets. Liabilities considerably exceeded assets 
only with Switzerland and Japan. 

At the end of 1996, the European Union held foreign 
direct investment assets outside the Union worth ECU 
543 bn. 

The EU's FDI assets and liabilities 
at end-1996 by major partners 
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Other 
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This was opposed by around ECU 422 bn of FDI liabili­

ties to countries from outside the EU resulting in a net 

foreign direct investment position (i.e. assets minus lia­

bilities) of roughly ECU 121 bn vis­à­vis the rest of the 

world. In comparison, the US managed ECU 620 bn 

worth of FDI assets abroad while it recorded ECU 

474 bn of liabilities in 1996 (see US Department of 

Commerce: Surveyof Current Business). 

The EU's net FDI exporter position (as declared by the EU 

Member States) was also established through strong 

investment links with the United States, which accounted 

for almost half of foreign direct investment in the EU. At 

the same time, the US hosted some 43% of the EU's 

investment assets, thereby allowing the EU to establish a 

marginally positive net FDI position vis­à­vis the US. 

A strong investment relationship also prevailed with 

Switzerland, which attracted a quite remarkable 9% of 

the EU's investment assets and accounted for 20% of 

total Extra EU FDI liabilities of the Union. However, the 

EU had its largest ­when measured in terms of volume­

net liability position (ECU 38.7 bn) with Switzerland. 

This was also the case for Japan, with whom the EU had 

its second largest net liability position in absolute terms 

(ECU 19.9 bn). Interestingly, Singapore ranked ahead of 

Japan in terms of accommodating EU investment, but it 

14 

owned only a fraction of the EU's FDI liabilities (one tenth 

in comparison to Japan). 

Australia, Brazil and Canada all hosted between 3­5% of 

the EU's foreign direct investment assets in 1996. 

Conversely, Australia and Canada accounted each for 

roughly 3% of the FDI liabilities in the EU, while Brazil 

invested only negligible amounts in the EU up to 1996. 

Other selected partners 

Around one third of the total FDI assets held by the EU 

abroad and roughly one seventh of the liabilities were 

not located or the property of an investor from one of the 

seven countries mentioned above (US, Switzerland, 

Australia, Brazil, Canada, Singapore and Japan). 

The EU's 1996 FDI position vis-à-vis other 

selected partners 
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