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Executive summary

FDI in Europe
the first time

Europe secured

6,356

V4

drops for
In SiX years

FDI projects
in 2018

04 decrease
from 2017

Europe’s three largest
economies take a hit as
FDI plummets 13% in the
UK and Germany and
only grows 1% in France.

-13* -13"

Other countries play catch up as FDI surges in

52

Investment increases

Ireland Poland

Spain

Belgium Turkey

Headquarters
nosedive

23%

but R&D FDI
increases

16"

5%

in the digital sector,
Europe’s largest FDI
industry, but declines

18”

in business services.

Businesses still look
fondly at Europe

Globally, Europe is still perceived by our
panel of business leaders as the most
attractive region for investment.

56"

cite Western Europe
as one of their top
three investment

destinations compared

with 53% last year.

Central and Eastern
Europe (CEE) is
PERCEIVED as

the second most

attractive region.
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30"

of businesses say Paris is the
most attractive city for investment
compared with 37% last year.

25%

As Brexit looms, only 25%
of businesses say London is
one of their top three cities
for investment, down from
34% last year.
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Foreign investment Iin
Europe: historically weak,
Internationally strong

O, 356

prOJects in Europe -
last year, a 4% annual
decline from 2017.



FDI remains high, but declines
for the first time in six years

In total, businesses from around the world completed 6,356 Despite the annual decrease, FDI in Europe is still at its

projects in Europe last year, a 4% annual decline from 2017. second-highest level since EY began compiling this data in
2000. In fact, the number of FDI projects completed in Europe

The downturn was caused by a sizeable 13% decrease in FDI . . . .
in 2018 is 5% ahead of 2016 levels, which was a record high

in Europe’s two largest economies - Germany and the UK —

which together account for around one-third of FDI in Europe. atthe time. ' _ ' ' _
In more positive news, investment in Spain, Poland and In 2018, FDI remained primarily driven by intra-European
Ireland increased by more than 30%. investment. FDI projects within Europe slightly decreased (by

2%), whereas non-European FDI into Europe declined by 8%.

FDI projects in Europe: 10-year look-back (number of FDI projects)

3,758
3,303

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

Source: EY European Investment Monitor (EIM) 2019.
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The US'Is rgest
investor in Europe,

" accounting for 22% of
European FDI in 2018

Growth prospects and global trade

are major causes of concern

Declining economic growth across Europe undoubtedly
contributed to the annual slowdown. GDP growth
decelerated to 1.8% last year from 2.4% in 2017.

So too did the rising tide of global protectionism. The
US-China trade war grabbed the headlines last year, but
European exporters continued to suffer from rising trade
barriers around the world.

Factors outside Europe also contributed. Weak economic
growth in the US coupled with tax reform in late 2017
caused US investment in Europe to increase by only 3%

last year, down from an average of 8% growth in the

prior four years. The US is the largest investor in Europe,
accounting for 22% of European FDI in 2018, so any dip has
a significant impact.

6 EY’s Attractiveness Survey Country Month 2019

gt

Meanwhile, China’s economy grew by 6.6% in 2018, the
slowest rate in almost three decades, and Japan’s economy
grew by only 0.7% in 2018 compared with 1.9% the
previous year.

This year’s survey exposes a growing divide in sentiment
toward Europe between companies with and without a
European footprint. lllustrating this, the proportion of
surveyed businesses without European operations that rank
Europe as one of their top three investment destinations fell
from 62% to 51% this year. By contrast, sentiment did not dip
at all among businesses already present in Europe.

In short, businesses with a European presence are less
deterred by the growing economic and political headwinds
than those without.



Despite Brexit, Europe fares well
on the global stage

Prolonged uncertainty about the UK’s future relationship
with the EU following the Brexit vote is undoubtedly denting
FDI in the country and, in certain sectors, its close trading
partners. At the mid-point of 2019, the future economic and
political relationship between Europe and the UK remains in
doubt, Europe's economic growth forecasts are languid, and
populism continues to gain momentum.

But investors still look fondly on Europe. Tellingly, 56% of
surveyed businesses cite Western Europe as one of their top
three regions globally in which to establish operations — a
marginal increase on the 53% that did so last year. In parallel,
CEE is perceived by our sample as the second-most attractive
region globally.

Despite the economic and political headwinds, the sheer size and
diversity of Europe’s economy makes its attractiveness resilient.

In general, which of the following regions do you think are currently the top three most attractive

regions in the world to establish operations?

=eo= \\estern Europe === CEE 4= Northern America == China India == Russia === Brazil
67%
58% 53% 56%
/ \ “ A2% 400
39% \> 0

11%

4%

=TS
o)
7% _ 6% 6%

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2017 2018 2019

Source: EY Attractiveness Survey Europe June 2019 (total respondents: 506).

Please note, the survey was not conducted in 2016.
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FDI destinations and
activities in 2018:
the landscape shifts

In 2018 the number

of FDI projects in the UK
dropped by its lowest level
since 2014.



Top 20 European FDI destination countries

Rank Country 2017 2018 Change 2017/18
1 UK 1,205 1,054 _13% Market share (2018)
2 France 1,019 1,027 1% 17%
3 Germany 1,124 973 -13% 16%
4 Spain 237 314 32% 15%
5 Belgium 215 278 29% S%
6 Poland 197 272 38% 4%
7 Turkey 229 261 14% 4%
8 Netherlands 339 229 — 4%
9 Russia 238 211 -11% 4%
10 Ireland 135 205 520 3%
11 Finland 191 194 2% 3%
12 Serbia 118 119 1% 3%
13 Romania 126 109 -13% 2%
14 Italy 63 103 63% 2%
15 Hungary 116 101 -13% 2%
16 Lithuania 74 83 12% 2%
17 Portugal 95 74 —220 1%
18 Bosnia and Herzegovina 62 73 18% 1%
19 Sweden 108 73 -32% 1%
20 Czech Republic 134 65 -51% 1%
Other countries 628 538 -14% 1%
Total 6,653 6,356 4% 8%

100%
Source: EY European Investment Monitor (EIM) 2019.

FDI growth stalled in France in 2018 following
two years of huge gains. The number of new
FDI projects rose 1% to 1,027 last year.

' Due to a change in methodology in the Netherlands in 2017, the 229 FDI projects reported for 2018 actually compare with 224 FDI projects in 2017.
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Countries: the mighty fall,
the challengers rise

The UK: manufacturing FDI slumps on Brexit fears

Brexit uncertainty caused UK FDI to plummet 13% to

1,054 projects in 2018, its lowest level since 2014. The
annual decrease was primarily caused by a 35% decrease

in manufacturing FDI projects to 140 — the fewest
manufacturing projects established in the UK since 2013.
The number of newly established headquarters halved from
95 in 2017 to 48 last year. Only four years ago (in 2015),
150 new headquarters were set up in the UK.

Meanwhile, sales and marketing projects, which typically
account for the largest proportion of FDI in the UK, declined
4% and R&D projects decreased 17%. By contrast, logistics
projects were up 7%.

France: damage control

FDI growth stalled in France in 2018 following two years of
huge gains. The number of FDI projects rose 1% to 1,027
last year. This followed annual increases of 31% in 2017

and 30% in 2016. Although the annual rate of growth
decreased significantly, France can take comfort from the
fact that FDI did not decline by the extent it did in other major
European economies. For the first time, more R&D (144) and
manufacturing FDI projects (339) were established in France
last year than in any other European country. That said,
French authorities remain concerned about the impact of the
gilets jaunes (yellow vest) protests on FDI.

1

“Automotive industry: production down 7.1% in second half of 2018 in Germany’s
most important industry,” Destatis, April 2019.
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Germany: FDI hit by weak economic growth and
automotive production

The number of FDI projects in Germany fell from 1,124 to 973
in 2018 — a 13% decrease. Decelerating economic growth,
weak export growth, low unemployment and consumer
spending restraint — all contributed to the downturn. Sector-
specific issues are also at play: for example, production in

the automotive sector decreased 7% on a seasonally adjusted
basis in the second half of 2018 compared with the first half.*
This was caused by a perfect storm of heightened potential
for a hard Brexit and US tariffs, a slowdown in demand from
China and tougher environmental standards.

Spain: digital frenzy boosts FDI

FDI increased by 32% to a record 314 projects in 2018 as

a result of significant increases in investment in the digital
sector, which more than doubled to 70 projects last year.
There was also significant growth in the transportation,
logistics and finance sectors. Perhaps in anticipation of
greater demand, the number of sales and marketing projects
surged 77% from 65 in 2017 to 115 in 2018.

Belgium: strong growth across the board

Belgium attracted 278 FDI projects in 2018 —a 29% annual
increase. Being at the geographic and political center of
Europe, the country is benefiting from the uncertainty caused
by Brexit and supply chain reorganization strategies that
started across Europe a few years ago. Logistics projects
increased by 18% last year. In addition, the number of R&D
and headquarters projects more than doubled in 2018.



Poland: industrial sectors drive FDI growth

Investment in Poland surged 38% to 272 FDI projects in 2018,
making the country Europe’s current sixth-largest market

for FDI. Traditional industrial sectors such as transport,
chemicals, logistics and machinery almost doubled to

127 projects in 2018 and now collectively account for 47%

of total FDI in the country.

Turkey: FDI is robust despite uncertainty

Despite pronounced depreciation of the Turkish lira and
mounting political uncertainty, FDI is robust in Turkey. In
total, 261 projects were executed in 2018 — a 14% increase.
Although there are headwinds, investors are attracted to the
large talented workforce that is available at competitive costs
and the strong industrial base: 78% of FDI projects in Turkey
are manufacturing facilities, primarily in the transportation,
chemicals, agri-food and machinery sectors.

Investment in Poland
surged 38% to 272 FDI
projects in 2018.

Ireland: a Brexit-led investment surge

The surge of FDI in Ireland, jumping 52% to 205 projects in
2018, was caused by growth in investment in the digital,
business services and finance sectors, which collectively
increased 53% last year. Brexit is undoubtedly boosting
Ireland’s attractiveness as an alternative to the UK, but other
factors are at play: for example, it maintains a competitive
12.5% corporate tax rate and has invested significantly in
digital and financial skills.
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Sectors and activities:

business-generating FDI recedes,

FDI Market
Activity projects Change share
Sales and marketing 2,511 -11% 40%
Manufacturing 1,869 -6% 29%
Research and development 605 16% 10%
Logistics 577 5% 9%
Headquarters 285 -23% 4%
Testing and servicing 183 578% 3%
Internal data center 139 67% 2%
Shared service center 73 -30% 1%
Contact center 62 3% 1%
Education and training 47 2% 1%

Source: EY European Investment Monitor (EIM) 2019.
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R&D investment surges

Headquarters and sales-oriented FDI tumbles

The number of sales and marketing projects dropped 11%
to 2,511 in 2018. Even though investments in sales and
marketing projects are typically smaller market-entry
forms of FDI, historically, they are the largest component
of foreign investment in Europe, accounting for 43% of

all projects in the last five years. Therefore, a decrease in
sales and marketing investment materially impacts total
FDI levels.

The number of headquarters established in Europe fell by
an even greater amount, plummeting 23% year-on-year to
285 projects.

The decline in both types of FDI reflects businesses’
concerns about political uncertainty and declining demand
for their goods and services in Europe, which in turn is
caused by downbeat economic growth prospects.



Industrial FDI resists, R&D grows

A total of 1,869 manufacturing projects were established in
2018, a 6% annual decline. This is a result of a combination
of weakening economic growth prospects and uncertainty
about the UK’s trading relationship with the EU. Tellingly,
manufacturing FDI nosedived 35% in the UK. Despite the
annual decrease, 84% more manufacturing projects were
established in 2018 than in 2013.

On a more positive note, R&D FDI increased 16% to 605
projects in 2018, underpinned by a 45% surge in digital R&D
projects across Europe. In fact, 44% of R&D FDI projects
were initiated by companies in the digital sector last year.
Illustrating the long-term nature of the increase, R&D FDI has
doubled in the last five years across Europe.

In parallel, supply chain reorganization strategies that started
two years ago across Europe maintained a high level of FDI in
logistics projects (+5%) last year.

1,869...

A total of 1,869 manufacturing
projects were established in
2018, a 6% annual decline.
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