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The process of enlargement embraces thirteen Candidate Countries (CCs). FDI
transactions in them experienced important growth since 1996. This article shows the
main features of these developments and presents data on FDI broken down by
country and by type of activity. While showing the important role of the EU-15 as an
investor of FDI capital in Candidate Countries, it also contains references to equivalent
variables for the EU-15 to give the reader an easy term of comparison. The map and
the box on page 3 give some basic background information and a synthetic picture of
the main variables considered in this issue.
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From 1996 onwards CCs have been increasingly involved in FDI transactions. The
sum of inward and outward FDI flows soared from ECU 10.5Bn in 1995 to
EUR 23.7 Bn in 2000, being mainly composed of inward flows that on average
accounted for more than 90% of the sum. In the graph below we consider the resulting
net capital inflow, i.e. the difference between inward and outward flows.

Net FDI Flows, Current Account and Portfolio Investments
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Net foreign direct investment in CCs

Foreign Direct Investment (FDI) statistics give information on one of the major
aspects of globalisation. FDI is a supplement or an alternative to cross border trade
in goods and services. For Balance of Payments statistics, Eurostat maintains an
FDI database that comprises harmonised and thus comparable data on inward and
outward FDI flows, income and positions. It gives the geographical breakdown of
FDI and it also provides users with detailed data by sector of activity.

The database, containing data for EU-15 aggregates and EU Member States, has
been recently enriched with FDI statistics declared by Candidate Countries. The
data presented here cover the period 1995-2000, but for this last year only partial
information is available (See “Essential Information — Methodological Notes” on

page 7).




The net capital inflow far outweighed other elements of the balance of payments financial account (e.g. portfolio investment) and
played a major role in financing the current account deficits that characterised CCs over the period considered.

The growth of CCs inward flows can be compared (in the above graph) to that one of the FDI inflows to EU-15 from extra-EU
countries. The growth rates for the EU and for CCs show a similar pattern with a drop in 1996 followed by four years of
expansion. On the other hand, the EU-15 was the main investor of FDI capital in the group as a whole®.

Poland, Czech Republic and Hungary, main FDI recipients: in 1999, 73% of inward flows aimed at them

The FDI inflows to the CCs region are concentrated in Poland, Czech Republic and Hungary. However, their share has
registered a reduction in the period considered (82% in 1995 and 73% in 1999, see the following graph and table on the last
page). The reduction of the share of investment in Hungary has exceeded the increase for Czech Republic and Poland during
the same period. Preliminary data show that this growing trend continued in 2000, with Poland in particular increasing FDI
inflows (EUR 10 Bn in 2000, nearly twice the average of the corresponding values of the previous three years).

Hungary presents a reduction of FDI received from abroad not only as a share of the total aggregate for the region, but also in
absolute terms. The ECU 3,7 billion received in 1995, the highest level in the region, was a peak of the time series representing
twice the value of the following years (1,8 billion in 1999). This trend was driven, in particular, from the advancement of the
privatisation process, nearly completed in 1999°. In order to neutralise the exceptional level of inflow in Hungary registered in
1995, the following graph compares the 1999 shares of the CCs with the previous four years average.

Apart from the already mentioned upsurge of FDI inflows in Poland and Czech Republic (in 2000, Czech Republic received
EUR 5 billion of FDI inflows), the reduction of the share of Hungary is compensated by an increase of the relative weight of
Malta, Bulgaria and Lithuania. The small share of these three countries in 1995 (inferior to 1 percentage point of the total)
increased in the period as presented in the graph. The “Helsinki group” countries altogether increased their share in total FDI
inflows from 8 to 19 per cent, notwithstanding a small reduction registered from Slovak Republic.
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For an overview of the EU investments in CCs see Statistics in Focus, theme 2, n°26/2000 “European Union FDI with Candidate

Countries “.

See the analyses presented in the UNCTAD World Investment Report 2001.

Two groups of CCs can be drawn considering the beginning of their official negotiations to join the European Union. On 31 March 1998,
accession negotiations started with 6 applicant countries, referred to as “Luxembourg group”: Hungary, Poland, Estonia, Czech
Republic, Slovenia and Cyprus. Remaining countries (Turkey excluded) opened their negotiation process in December 1999 and are
referred to as the “Helsinki group”: Bulgaria, Latvia, Lithuania, Malta, Romania and Slovak Republic.
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The different colours used for countries areas represent the corresponding level of GDP per inhabitant in Purchasing Power
Standard (PPS), in comparison with that of the European Union. The size of the pie's represents the absolute value of
cumulated FDI inflows, while their composition gives the share EU-15/other countries. For example, the Czech Republic was
above 60% of the EU per capita GDP in 1999. It had received FDI for 13 billion ECU/EUR between 1995 and 1999, 66 % of
which had come from the EU-15.

CCs in Brief

With the term Candidate countries you refer to the thirteen countries involved in the process of EU enlargement: Bulgaria,
Cyprus, the Czech Republic, Estonia, Hungary, Latvia, Lithuania, Malta, Poland, Romania, the Slovak Republic, Slovenia and
Turkey.

CCs altogether cover 1 872 990 sqg. km, the smallest country being Malta with 320 sq. km and the biggest one being Turkey
with 775 thousand sq. km. Their total population in 1999 amounted to 170 million of inhabitants: from 379 thousand
inhabitants in Malta to 64 million of people in Turkey.

In 1999, the economic weight of CCs, expressed by PPS GDP per inhabitant, corresponded to a third of EU-15 one* . This
weight, amounting on average to 35% of EU-15 one, hide big disparities. Bulgaria (23% of EU-15 PPS GDP per inhabitant),
Lithuania (29%), Latvia (28%), Romania (27%) and Turkey (29%) were below that level. Cyprus (81%) and Slovenia (71%)
lead the group®, while Czech Republic (60%) was close to latter countries (this information is summarised in the above map).

* One has to notice that this year was one of economic stagnation in the region, especially for Turkey which experienced an earthquake in
August 1999.

° See Statistics in Focus, theme 2, n° 28/2001 “The GDP of the Candidate countries — Annual GDP, growth rates and main aggregates *.
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FDI is representing a growing share of CCs GDP: from 2.3% in 1995 to 3.7% in 2000

The weight of inward FDI in CCs economy, expressed as the percentage of FDI inflows on GDP, grew all through the period
under consideration. From an average rate of 2.6% between 1995 and 1998, it reached 3.7% in 2000, a level closer to that of
EU-15 countries. The graph below shows this trend, making also the comparison with the FDI investments received by the EU-
15 from the extra-EU countries. This last flow progressed in the period considered from making up an average of 0.6% between
1995 and 1998 to that of 1.4% in 2000.

The graph illustrates also the ratio between FDI inflows and GDP for every CCs. From 1995 to 1998 on average, Estonia and
Latvia had the highest ratio (6.8%). Hungary had a ratio of 6% while Czech Republic and Poland had a ratio of 4.1% and 3.4%
respectively. While this weight is increasing in Poland, it is decreasing in Hungary. Thus by end 2000 Poland had a ratio close to
6% and Czech Republic 9%. Nevertheless, they were still above CCs average.

On average, between 1995 and 2000, inward FDI had most importance in the Maltese and Czech economies, representing
respectively 15.4% and 8.3% of their GDP.

Inward FDI Flows as % of GDP at Market Prices
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FDI inflows have financed current account deficits in most Candidate countries

A connection between net FDI flows and current account balance can be seen plotting together these two series (next graph),
as highlighted in the first section. Half of the CCs depended mainly on FDI inflows to finance their current account deficit.

In particular, in four countries, Bulgaria, Czech Republic, Hungary and Malta, average net FDI inflows exceeded average current
account deficit. In Estonia, Latvia, Poland, Cyprus, and Slovenia, average FDI inflows represented more than two-thirds of the
current account deficit. In Lithuania, Romania, Turkey, and Slovak Republic average FDI inflows covered less than half of the
average current account deficit.
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Net FDI Flows and Current Account Deficit in Candidate Countries (Billion of ECU/EUR)
1995-2000 Average
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Net FDI flows represented in general an important share of CCs financial account, also in relation to the weak development of
financial markets in those countries.

From 1997 to 1999, Candidate countries® doubled altogether their FDI stocks

If until now only FDI flows have been considered, the rest of the article analyses the same phenomenon looking at stock data. In
this way the recent development can be considered in the light of the pre-existent situation. In particular, the comparison
between the CCs and the EU Member States has to take into account the very different starting point of the two groups of
countries in terms of position of FDI. In the table below we present the net liabilities, i.e. the difference between the FDI stocks
received from abroad and the corresponding assets invested abroad.

Foreign Direct Investment Net Liabilities in CCs

FDI Net Liabilities Variation of Stocks Variation of Stocks (%)

1997 1998 1999 1999-1997 (1999-1997) on 1997
Czech Republic 7.5 11.5 15.2 7.7 101
Lithuania 0.9 1.3 2.0 1.1 121
Latvia 0.9 1.0 14 0.5 57
Poland 12.6 18.2 24.5 11.9 95
Romania 2.1 3.8 5.4 3.2 149
Slovenia 1.8 1.9 2.0 0.2 14
Slovak Republic 15 1.8 2.4 0.9 60
Total 27.3 39.5 52.9 25.5 93.4

Data are in billion of ECU/EUR.

Considering the seven countries for which more data are available, aggregated FDI stocks doubled from ECU 27.3 Bn in 1997
to EUR 52.9 Bn in 1999. In the same period, inward FDI stocks grew by 38% in the EU-15.

Czech Republic and Poland made up half of their positions between 1997 and 1999. These two countries together held 75% of
those seven countries total stocks in 1999. Lithuania and Romania more than doubled their FDI position between 1997 and
1999. The only country not to have built the main part of its stocks from 1997 to 1999 is Slovenia, for which the FDI stocks grew
by just 14% of the 97 level during the period under consideration.

Low levels of FDI stocks in 1997 as well as the increased credibility brought by the opening of EU adhesion negotiations in
March 1998 and December 1999 can explain this upsurge of stocks. However, with the highest FDI stocks in 1997, Czech
Republic (ECU 7.6 Bn) and Poland (ECU 12.6 Bn) remained more attractive for foreign investors in absolute terms.

% Due to data availability, only seven countries have been included in this paragraph: Czech Republic, Lithuania, Latvia, Poland, Romania,
Slovenia and Slovak Republic.
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Towards which sectors foreign investors have been most attracted?

In 1998 a large part of FDI were invested in the manufacturing activities of the CCs. Other important sectors were trade and
repairs and financial intermediation.

Baltic countries' stocks contained less manufacturing activities than other countries (nevertheless, still around a third of stocks).
In Latvia, they represented only 16% of the stocks whereas transport storage and communication, as well as financial
intermediation activities appeared to be more attractive. In Lithuania and Estonia, manufacturing is the most important sector for
FDI, followed by trade and repairs activity.

Czech Republic and Slovenia had close shapes of stocks activity breakdown. Manufacturing represented half of the stocks,
while both trade and repairs and financial intermediation represented a third of the remaining stocks. Poland presents a similar
distribution of FDI stocks, but the importance of not allocated stocks (20%) calls for caution. In fact, the 35% of FDI invested in
Other activities shown in the graph below is mainly composed of not allocated stocks.

The same three activities also composed the main part of Bulgaria and Slovak Republic stocks.

FDI Stocks broken down by Economic Activity, 1998 Data
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Inward FDI in CCs, 1995 — 1999
Million of ECU/EUR and Percentage of the GDP at Market Prices

1995 1996 1997 1998 1999
Bulgaria 69 0.7% 86 1.1% 445  5.0% 479 4.4% 756 6.5%
Cyprus® 66 1.0% 43 0.6% 433 5.8% 237 2.9% 642 7.5%
Czech Republic 1 960 49% | 1125 25% | 1148  25% | 3303 6.5% | 5932  11.6%
Estonia 154 5.7% 119  35% 235  5.8% 513  11.0% 284 5.8%
Hungary 3675 10.8% | 1803  51% | 1928  48% | 1815  4.3% | 1849 4.1%
Lithuania 55 1.2% 120 1.9% 313 3.7% 826 8.6% 456 4.6%
Latvia 136 4.0% 301 7.4% 460  9.3% 318 5.8% 334 5.2%
Malta 101 4.1% 218  83% 71 2.4% 238 7.6% 770 22.5%
Poland 2797 29% | 3542  31% | 4328 34% | 5678  4.0% | 6821 4.7%
Romania 320 1.2% 207 07% | 1071  34% | 1812  4.9% 977 3.0%
Slovenia 235 1.6% 210 1.4% 414  2.6% 178 1.0% 78 0.4%
Slovakia 181 1.3% 279 1.8% 154  0.9% 504  2.7% 306 1.7%
Turkey 677 0.5% 569  0.4% 710  0.4% 838 0.5% 735 0.4%
Total 10426  2.7% 8622  20% 11711 24% 16738  3.2% 19941  3.8%

@' The data for 1995 and 1996 are drawn from a series different to that one used for the following years. It may contribute to the
observable break in the time series.

> ESSENTIAL INFORMATION —- METHODOLOGICAL NOTES

Foreign direct investment (FDI) is the category of international investment, within the Balance of Payments Financial Account, 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).

FDI flows and positions

Through direct investment flows, an investor builds up a foreign direct investment position that features on the international investment position of the
country. 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).

New Cronos Data Base for BoP CCs

Eurostat publishes annual data about the position and the flows of FDI and the income related to these aggregates, beginning with the year 1997.
However, the data are not available for every country with the required breakdown.
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