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o . 2297 |19 136 || 2239
entered its ninth year and is therefore able 1949 1901 I 1933
to identify the clear trends and changes
in investment decisions. EIM focuses
predominantly upon where investment stems 500

from, which regions are the most successful 1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005
in attracting investment and the sectors

which generate investment projects.

umber of Projects

Essentially the report, powered by Oxford European investment patterns, this year's report offers a
Intelligence, is useful to companies considering the more global perspective.

locations suitable for overseas expansion in different

sectors and also for European Development Agencies Key Trends

§eeking c_ietailefi market research and competitor 2005 was an extremely strong year for foreign
information on investment trends. investment into Europe - the Ernst & Young European
Strongly linked to the firm’s high profile, European Investment Monitor® (EIM) recorded more projects
Attractiveness Survey, which interviews an impressive than in any previous year. The project total of 3066
number of CEOs from across the Continent, the EIM represented a 5% increase over 2004 which was itself a
report also comments on the investment relationship record year.
between the principal global economies and Europe. "The European Investment Monitor has recorded all foreign direct investment
announcements into Europe since 1997. The database represents the most complete
As the BRIC countries and emerging markets continue record of cross border investments.

to dominate world economic news, and impact upon
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This growth in investment in 2004 and 2005 has

been stimulated more by the increase in cross-border
European investment than anything else. There has
been a continual shift in the source of foreign direct
investment (FDI) into Europe towards cross border
European investment and an absolute decline in US and
Japanese investment between 1997 and 2004.
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This rise in projects also reflects the strength of the
global economy and the growth in attractiveness of
the European market, with the economies of the Baltic,
Central Europe and the East not only providing lower
cost locations for production but also representing
increasingly important consumer markets in their

own right.

However, despite the general increase in projects in
2005, there were of course winners and losers within

the figures. The percentage change in the number of
projects secured from 2004-2005 is illustrated below for
the ten largest recipients of FDI.
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The decline in investment into Hungary is simply a
reflection that 2004 was a particularly strong year,
whilst the decline in investment into Ireland reflects

a longer term decline. As the proportion of investment
arising from Europe increases, so the position of
Ireland declines.

Belgium enjoyed its best ever year for foreign direct
investment partly due to an increase in service sector
investment into Brussels and some automotive
reinvestment projects. Amongst the accession states,
Poland is now the clear leader in terms of FDI, overtaking
the previously leading accession states of Hungary and
the Czech Republic.
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Origins of
investment

In every year since 1997 the single
largest source of investment has
been the US. This remained the case
in 2005 although, as the earlier
graph demonstrated, the proportion
of investment from the US as a
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total of all European investment 8
has fallen. In absolute terms, the £
US generated 811 projectsin 2005 =
and whilst this number of projects §

represents a high point since 2000,
the actual number of projects
remains below the levels recorded in
each of the years prior to 2000.
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The second largest origin of projects into Europe in

every year since 1997 has been Germany. Despite the
froth often created about the importance of Japanese
and Asian investment flows, every year Germany is the
source of more investment projects into Europe than all
the projects from Asia combined. Despite the sluggish
performance of the German economy, German owned
companies made record numbers of investments in 2005
with a total of 419 recorded (a level of only 50% of US
investment projects).

After the US and Germany there are a number of
economies which each provide a steady number of
investment projects. In terms of total numbers of
projects since 1997, Japan remains in third place but
cross border European investment is growing rapidly. The
graph below illustrates the changes in the total number
of projects registered in 1997 compared to 2005 for the
twelve largest sources of investment projects. Whilst
single year snapshots can over-emphasise a strong
performance in only one year, the graph clearly illustrates
the growing importance of Western European economies
as the source of investment projects.
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Destinations of Projects

Western Europe

Despite the continued position of the

UK as the leading recipient of FDI,

the UK continues to lose market share.

A further long term loser is Ireland, which
has now slipped outside the ten largest
country recipients.

Itis no coincidence that the decline in
market share of projects for the UK and
Ireland has coincided with the declining
importance of the US and Japan to overall
investment patterns across Europe. To a US
or Japanese investor, a location in English
speaking Europe was a lower risk entry

into the European market. For a European
investor the major attraction of the UK or
Ireland is access to that specific market.

Percentage of Projects
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Investment Locating in France and the UK
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A key question is whether the UK or Ireland will

regain market share in the attraction of European

FDI if the number of US projects increases. This is
perhaps unlikely. With every year the perceived risks of
international investment in the Eastern extremities of
Europe appear to diminish whilst the cost pressure on
companies increases. The UK and Ireland will no doubt
continue to benefit from US service sector investment
but their share of a disproportionate amount of US and
Japanese investment will probably never return.

The continually strong performance of France is
interesting. If there is a perception that the decline in
the market share of the UK in securing projects has been
caused by the emergence of lower cost economies, then
how does that explain the success of France, a relatively
high cost economy, in securing increasing levels of
investment projects.
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The reason is partly geography. France

has been a large beneficiary of projects
originating in Western Europe. As the cross
border investment originating in Europe has
increased, so has French investment.

The wide differences in sources of projects
for France and the UK are illustrated in the
table opposite.

It is the difference in origin which accounts for
the changes in fortune of the two destinations
over the last nine years. In terms of the
sectors which invest in each economy, there

is little difference between the two. France
has become the leading recipient of cross
border investment within Western Europe
whilst the UK continues to offer a compelling
case to companies wishing to gain a European
foothold. Moreover, the UK has continued to
occupy this position with the emerging origins
of investment - China and India.

Central and Eastern Europe

The share of Central and Eastern Europe in
securing European FDI has increased since
1997 but not by the dramatic margins that
some commentators suggest. In some sectors,
notably automotive, investment has been
heading East to take account of both cost

and market factors whereas in service sector
investment, the West remains dominant.

Within Central and Eastern Europe there has
been no clear winner in terms of attracting
FDI. Poland has regained the number one
position after a number of years of relatively
poor performance. However, perhaps

most notable has been the emergence of
countries such as Romania and Slovakia -
these countries have dramatically increased
the numbers of projects attracted. And
there are other examples emerging such as
Bulgaria, Lithuania, Turkey and Ukraine, where
competition for manufacturing projects is
becoming increasingly intense.

Origin of Projects 2005
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Most Successful Central /Eastern European Economies

Percentage of all Projects
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. Poland Hungary Romania

. Czech Republic . Russia Slovakia
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Sectors

One country does not fit all for foreign direct investment.

To undertake a successful investment a company

will require a number of things, including the correct
availability of skills, the appropriate business
infrastructure and an effective supply chain. As a result,
certain sectors tend to favour certain locations.

Top Ten Sectors vs Top Ten Destinations 2005 Projects
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TOCAN 316 Bl 217 BB 17200 134 B0 109 BB 25 BN 102 N 115 QR 127 What is apparent throughout is the continued
importance of Western Europe as a location for
80% investment. Despite the continued increase in the
1 e ﬁ performance of lower cost European locations,
LAN 168 . ﬁ France and the UK lead in each sector and it is
. only within the automotive sector that Eastern
40 and Central European locations threaten to
become the most important location.
The relative position of the five leading sectors
in generating investment projects between 1997

1997 | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 and 2005 s illustrated alongside.
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Software Software Investment and the UK
500

Software is the leading sector in
generating foreign direct investment
projects into Europe in the last eight
years. The UK is also the leading
recipient of software investment
and its performance in attracting
this type of investment has remained
relatively steady. This is the principle
reason why the UK has remained the
leading location for the attraction

of FDI.

Percentage Selecting UK

Number of all Software Projects
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Of this software investment into the
UK, over two thirds of the projects are
located within London and the South
East. Similarly, over two thirds of all software investment
into the UK is US owned. In terms of identifiable flows of
investment, US software company investment in London
and South East England is the single most important flow
of projects in Europe.

Business Services
There has been an explosive growth in business services  Business Services investment tends
investment since 1997. The number of projects to locate in capital/other principle

generated by the sector has grown faster than any other cities, reflecting the availability of
between 1997 and 2005. The sector includes business financial and service sector skills,
process outsourcing, administrative activity, shared transport links and in some cases
service centres and the provision of customer support. the location of existing principle
offices for the company involved.

Business Services Investment
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Electronics Electronics Projects (major destinations)

Electronics is one of the more enduring
manufacturing sectors in generating foreign
direct investment projects and perhaps
surprisingly, the investment is still made
predominantly in Western Europe. The graph
below shows that whilst, over time, the larger
Central European economies of Poland,
Czech Republic and Hungary have received a
steady stream of projects, Western European
economies still remain dominant in the
attraction of electronics FDI.

Electronics investment illustrates the
difficulty faced by some of the emerging
Eastern European locations. For lightweight
consumer products these economies are
unable to compete on manufacturing cost
terms with the Far East, whilst in higher

value electronics (defence, communications,
avionics, medical) the research and knowledge
base of the Western European economies
remains a compelling factor in location.
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. Spain . Hungary

. Sweden France

Only in products too bulky to import from the
Far East and where a significant domestic Poland
market is emerging can the Central and

Eastern economies compete and this is no

more apparent than in the automotive sector. . Ireland . United Kingdom
Automotive Components [l croch Repubic sermany

The centre of cross-border investment in

the automotive industry within Europe has The clear winners in new automotive component
shifted East and the scale of investment has been huge.  investment have been Poland and the Czech Republic
Automotive component projects typically involve high with an increasing amount of activity now taking place

capital spend and a larger average number of employees  within Slovakia. This is shown in the table opposite.

than other types of foreign direct investment. The new European heartland of automotive

As the Central and Eastern European markets have investment is therefore centred on the Czech Republic
opened up and increased in attractiveness, so the as illustrated opposite.

volume automotive manufacturers have placed new car

plants in these lower-cost economies and the supply

chain has followed.

The success of the initial investments has led to further
plant investment so that over time the centre of the
industry is shifting. A growing market, existing engineering
skills and lower cost production adjacent to the mature
market of Western Europe has proved an attractive
proposition for all the major automotive manufacturers.
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Automotive Component Investment
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Investment in new automotive component plants
1997 1998 1999 2000 2001 2002 2003 2004 2005
Czech Republic 4 3 11 19
Slovakia 1

Poland 10
United Kingdom
France

Romania

Hungary

Total Automotive Project Investments
Financial Services by Administrative Area 1997-2005 =

The number of cross border Financial Services 25
investment projects into Europe have now risen to the 10
highest level since EIM began in 1997. In 2005 EIM
recorded 143 projects from a low point after 9/11 of
only 34 projects recorded in financial services across
the whole of Europe in 2002.

Unsurprisingly, London is the most important location
within Europe for financial services projects and this

allows the UK to secure 3 times as many projects in SOUTH BOHEMIA
the sector as the most important competitor - France. SOUTH MORAVIA
Historically Germany (Frankfurt) and Ireland were

also strong competitors for financial services project

investment but since 2004 the new emerging location
for this type of investment has been Russia.

S
CENTRAL BOHEMIA

@®Plzen
PLZENSKY
KRAJ

Czech Republic
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