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The year 1998 has been important in economic terms for the European Union: at its
end, the Euro was introduced as the single currency in eleven EU countries, while the
economy was affected by the aftermath of the Asian and Russian financial crises. It
also saw an increase in mergers and acquisitions of large companies, which continue
through to date. But what effect did this have on EU foreign direct investment
patterns? Below we give a brief overview by presenting the latest FDI figures (for 1998
and revised data for 1997) for individual EU Member states and for the EU as a whole.
The preliminary figures presented here cover equity capital and inter-company loans
but exclude reinvested earnings.
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After a strong increase in FDI activities between 1996 and 1997, the year 1998
brought further growth to this dynamic aspect of globalisation of international capital
flows. EU inward FDI flows more than doubled, reaching ECU 94.3 bn in 1998. The
increase was broad-based among EU Member states. In particular the United
Kingdom attracted spiralling amounts of foreign investment - after ECU 23 bn in 1997,
figures more than doubled to 49 bn in 1998 (see figure 1). Substantial amounts also
found their way into the Netherlands (28 bn) and France (25 bn). Exceptional growth
rates were seen in Finland and Austria, while Portugal and Italy were the only two EU
countries with a decrease in foreign investment inflows.
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Investors from EU countries also stepped up their
search for direct investment opportunities abroad. Most
countries targeted increasing amounts of investment
capital at foreign companies. This was the case in
particular for investors from Germany and the United
Kingdom (see figure 2). Both countries saw foreign
investment outflows soar from around ECU 32-34 bn in

1997 to around ECU 74-79 bn in 1998 respectively.
France (34 bn) and the Netherlands (34 bn) also
injected considerable sums into foreign enterprises.
Furthermore, an exceptionally high FDI growth rate
meant that Finland recorded a roughly fivefold increase
in its outward bound foreign direct investment in 1998.

The corresponding net flows (i.e. outflows minus
inflows) thus skyrocketed for Germany, the UK and
Finland. One may notice that almost all EU Member
states were net contributors of FDI capital, meaning that
they invested more than they received. Also, this gap
widened in 1998 for the larger part of them. An

exception was Belgium/Luxembourg, which turned net
exporter in 1998, while Austria and Denmark recorded
more inflows in 1998 than outflows. Interesting is the
case of Ireland, which attracted both in 1997 and
increasingly in 1998 more FDI than it invested itself
abroad.
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The EU as a reporting entity vis-à-vis the rest of the
world (i.e. excluding flows between EU Member states)
recorded an unprecedented high of FDI activity (see
figure 3). While the year 1997 was already marked by
exceptional figures, these benchmarks were further
lifted in 1998: EU FDI outflows in equity and other
capital more than doubled from around ECU 94 bn in
1997 to a commanding 192 bn in 1998. On the other
hand, inflows more than doubled from 42 bn to 94 bn,
meaning that net capital exports thus increased from
around 51 bn to 97 bn in 1998. One of the driving forces
behind this development were certainly investment links
with the US economy. Here, outward flows funnelled
into US companies almost quadrupled to around 112 bn
-accounting for more than half of all EU outward flows-
while US investors also stacked up there stakes in their
European counterparts. Japan and Canada – the other
two so-called QUAD economies (besides the EU and
the US) – remained comparatively marginal investment
targets, despite an increase in 1998.

Thus against the background of important world
economic events noted above, foreign direct investment
for most EU Member states and for the EU as whole
continued to grow at a staggering pace.
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)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).
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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).
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