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Foreword

The Oesterreichische Nationalbank (OeNB) has been conducting foreign direct
investment (FDI) surveys among businesses and individuals since the 1970s.
Initially, the surveys focused on highlighting nonresidents’ influence on the
Austrian economy, but very soon the OeNB also started surveying Austrian FDI
abroad. As the economic importance of FDI increased over time, the survey
intervals were shortened from every two years to once a year starting in 1989. At
the same time, a reporting threshold was introduced to reduce the burden for
respondents and compilers. Since the last major revision in the reporting year
2006, the assets of listed stock corporations have been provided at market prices,
the definition of “Other direct investment capital” has covered a broader range of
capital, and FDI stocks have been adjusted for the assets of special purpose entities
(SPEs). While SPE assets (just like cross-border real estate assets) qualify as direct
investment as used in the balance of payments, they are not part of the statistical
analyses presented here given the absence of market activity in Austria. All lending
between fellow enterprises has been treated as direct investment since the reporting
year 2010 (in line with the 6th edition of the IMF’s Balance of Payments Manual,
which the OeNB has applied since fall 2014). The direction of FDI between fellow
enterprises is determined by the residency of the ultimate controlling parent: if the
latter is resident in Austria, all relevant transactions and positions are classified as
outward FDI, and vice versa. Following the pattern of previous issues, this Direct
Investment Special Issue starts with an analysis of the results for the reporting year
2019 of the survey round among Austrian enterprises completed in 2021. As usual,
the analysis in section 1 covers longer-term stock and revenue time series broken
down by region. Moreover, this section contains an overview of the preliminary
data for the 2020 reporting year. Section 2 looks into global direct investment
trends on the basis of the World Investment Reports published by UNCTAD.
Section 3 puts the spotlight on the Central, Eastern and Southeastern European
(CESEE) region, providing an analysis of FDI into and from this region. We
explore in particular in how far FDI relations between Austria and CESEE have
changed to date, starting from Austria’s leading role as an investor in the region in
the early years after CESEE’s opening-up and the EU’s eastward enlargement
rounds. Section 4 — “Method, definitions and sources” — explains important
concepts used in direct investment statistics. Detailed results can be found in the
section “Tables and maps.”

The authors would like to thank the following colleagues for contributing to this
publication: Marc Bittner for copy editing, Ingrid Haussteiner and Ingeborg Schuch
for translation into English as well as Andreas Kulleschitz and Melanie Schuhmacher
for typesetting and digital production.
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1 Results of the 2019 survey and recent
developments in selected indicators

Thomas Cernohous’

1.1 Main results and current developments

In the 2019 annual survey on FDI, i.e. the last survey taken before the outbreak of
the COVID-19 pandemic in Europe, Austrian FDI reached new highs. On Decem-
ber 31, 2019, the stocks of FDI in Austria (inward FDI) amounted to EUR 172.4 billion,
and Austrian direct investment abroad (outward FDI) came to EUR 213.0 billion
(chart 1). Both 2019 figures exceeded the stocks at year-end 2018 by no less than
some 6% each. For the year 2020, only preliminary figures are currently available;
they are based on carryover estimates, reported transactions, calculations of price
and exchange rate changes as well as profit estimates. The preliminary figures for
the first year of the pandemic show a distinct decline in stocks, both in outward
and in inward FDI, with the direct pandemic-related impact having been just one
of several factors driving the decline. For instance, the particularly marked con-
traction of the stock of outward FDI is, among other things, traceable to the euro’s
2020 rally against other major currencies.” Restructurings of some multinational
enterprises (MNEs) likewise reduced FDI stocks. Given the long lead time in-
volved, the pandemic did not really figure in these transactions and relocations of
MNE units.

The COVID-19 pandemic did, however, for instance result in lower new invest-
ment activity. On the one hand, above all in the spring and summer of 2020, when
uncertainty was highest, envisaged investment projects were stopped or post-
poned. On the other hand and what is likely to be more strongly related to the
pandemic, profits contracted in 2020, while losses partly expanded. As profit distri-
butions were not reduced by and large against previous years, reinvested earnings

Chart 1

Austria's outward and inward FDI stocks
EUR billon
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Source: OeNB.
Note: Data for 2020 are preliminary.

' Qesterreichische Nationalbank, External Statistics, Financial Accounts and Monetary and Financial Statistics
Division, thomas.cernohous@oenb.at.

2 For details, see table 2 in section 1.3. “Austrian direct investment abroad (outward FDI)”.
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Results of the 2019 survey and recent developments in selected indicators

Chart 2
Transactions by components
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Source: OeNB.
Note: Data for 2020 are preliminary.

turned negative in 2020.’ This effect becomes clearly evident in the breakdown of
FDI transactions by components (chart 2), with reinvested earnings dipping into
negative territory both for outward and for inward FDI.

It is already the second time in the recent past — after the decline in 2016 — that
inflows in equity capital transactions posted a negative balance from new invest-
ment and disinvestment. This development was largely due to OMV’s acquisition of
Borealis in 2020,* which was reflected in statistics as disinvestment, and to several
disinvestments of US multinationals. Another major factor driving the negative
balance was intragroup lending. A number of larger, new intragroup loans were
extended by Austrian companies to their foreign parent companies, which in line
with international statistics manuals classify as inward FDI disinvestments.> The
components of outward FDI transactions showed balanced-out equity transac-
tions, negative reinvested earnings on account of the worsened profit situation in
2020 and a slight increase in intragroup credit.

Signs have been mounting in 2021 that FDI stocks are set to rebound after having
decreased in 2020. This trend is likely to be more pronounced for outward than for
inward FDI. In both cases this is driven by companies’ improved profitability and
positive balances from equity transactions and intragroup lending.

3 Reinvested earnings result from annual profits minus profit distributions.

* https://www.handelsblatt.com/unternehmen/industrie/oelindustrie-milliarden-deal-omv-uebernimmt-petroche-

miekonzern-borealis/25632800.htmI?ticket=ST-8254290-0yRZjQ4eWFEV5a7E32Ys-ap4.

> We apply the extended directional principle according to the OECD Benchmark Definition of Foreign Direct
Investment — 4 Edition. https://www.oecd.org/investment /fdibenchmarkdefinition. htm.
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Results of the 2019 survey and recent developments in selected indicators

1.2 Foreign direct investment in Austria (inward FDI)

The Austrian FDI statistics break down inward FDI by countries where groups are
headquartered. In many cases, this region is not equivalent to the region where the
direct parent company is resident. Often, for instance, an Austrian company’s
direct parent is resident in the Netherlands while the group is headquartered in a
region outside Europe. Chart 3 depicts a regional breakdown of transactions for
the reporting year 2019. Japanese investors accounted for the most sizable net
investments in Austria (+EUR 1.4 billion).

These activities include the acquisition of Styria-based AHT Cooling Systems by
the Japanese Daikin group.® AHT’s previous owner was based in the United Kingdom.
In the regional aggregate, this transaction hence resulted in net disinvestments vis-
a-vis the UK (—~EUR 0.8 billion). Besides, larger net investments were registered
from the EU countries Luxembourg (+EUR 1.1 billion), Germany (+EUR 0.7
billion) and France (+EUR 0.3 billion). Net inflows from outside the EU came

Chart 3

Inward FDI in Austria — transactions
By regions (heardquarters) in 2019
EUR billion
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Luxembourg
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Source: OeNB.

6 https://www.kleinezeitung.at/wirtschaft/5580149/ Rottenmann_AHT-Cooling_ EU-genehmigt-Uebernahme-durch-Daikin.
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Results of the 2019 survey and recent developments in selected indicators

from Switzerland (+EUR 0.6 billion), South Africa (+EUR 0.5 billion) and Russia
(+EUR 0.5 billion).

US investors accounted for the largest net disinvestments, most prominently
the sale of BAWAG shares by the US investor Cerberus.” Cerberus had snapped up the
troubled bank in 2007, i.e. before Lehman Brothers collapsed, with a view to rapidly
making the bank profitable again and selling it off at profit. However, it was not
before 2017 that BAWAG went public, and in 2019, Cerberus withdrew as BAWAG’s
major sharecholder. Among all countries investing in Austria, the country accounting
for the second largest disinvestments in 2019 was Austria itself. This is attributable
to the phenomenon of round-tripping, where Austrian investors are holding stakes
in domestic companies via foreign entities. Such entities paid out high dividends in
2019, which in statistics translate into disinvestments.

Chart 4 sheds light on FDI in Austria from a longer-term perspective, breaking
down stock data by regions from the beginning of the 1990s. Following its with-
drawal from the EU, the UK is no longer part of the EU aggregate, and now falls
into the “rest of Europe” aggregate.®

Even without the UK, the EU (now EU-27) continued to be the most import-
ant region of origin of inward FDI for Austria. According to the most recent —i.e.
2019 survey — data, every other euro invested in Austria came from another EU
member state (50.4%). The largest share in this overall aggregate, namely 30.1%,
continued to be held by Germany. The second most important region of origin of
inward FDI is the rest of Europe aggregate (25.2%), in which Russian investors
hold a considerable share (13.3%). The market share of the Americas region
dropped year on year in 2019 —among other things because Cerberus sold its BAWAG
shares — and at 11.8% was almost on a par with Asia (10.1%). With shares of less
than 3% each, other regions still did not play a significant role in terms of inward
FDI.

The income generated in 2019 on equity stakes held by foreign investors in
Austria developed more or less along the lines of the previous year (table 1). It

Chart 4

Regional breakdown of inward FDI (stocks)
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Source: OeNB.
Note: Data for 2020 are preliminary.

7 https://www.diepresse.com/5718162 /cerberus-stiess-anteile-ab-bawag-mehrheitlich-in-streubesitz.

8 This classification applies to the entire time series (in line with a backward perspective of the current country aggregate).
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Results of the 2019 survey and recent developments in selected indicators

Table 1
Income on inward FDI in Austria
Year-end stocks | Income oneg- | Intereston Total income Performance
uity intragroup credit

Year EUR billion %

2006 82.8 6.4 0.1 6.2 8.8
2007 1084 8.1 0.5 8.6 104
2008 104.8 24 0.7 3.1 29
2009 1174 4.8 11 59 5.7
2010 1202 6.1 0.7 6.8 5.8
2011 1181 7.8 0.8 8.6 7.2
2012 124.8 83 0.6 8.9 7.5
2013 129.7 6.4 0.6 7.0 5.6
2014 144.8 6.2 0.7 7.0 54
2015 146.7 83 04 8.7 6.0
2016 1429 104 0.4 10.8 74
2017 159.6 13.6 0.4 14.0 9.8
2018 161.7 134 0.2 13.6 8.5
2019 1724 139 0.0 13.8 8.5
2020 163.7 4.2 0.0 4.2 24

Source: OeNB.
Note: Data for 2020 are preliminary.

consisted predominantly of income on equity shares, whereas interest income on
intragroup credit hardly played a role. The overall yield on invested capital
amounted to +8.5%.

The 2020 picture differs substantially, with many companies likely to have
faced markedly lower earnings or even losses. In the time series, 2020 is most similar
to the year 2008, when the financial crisis was most rampant. Back then, foreign
investors’ yield on their Austrian investments ran to a meager +2.9%. Most recent
estimates project a yield of +2.4% for 2020, but this projection is surrounded with
a much higher degree of uncertainty than those in previous years.

1.3 Austrian direct investment abroad (outward FDI)

Two countries that tend to play a special role in cross-border investments domi-
nated Austrian direct investment abroad in 2019, namely the Netherlands and
Luxembourg. When MNEs look for nonstandard solutions in structuring their
groups, they often turn to these two countries. The Netherlands offer MNEs great
flexibility in tax optimization’; Luxembourg likewise collects low taxes by Euro-
pean standards. In addition to several other investments and disinvestments, 2019
saw greater relocations from holding companies from Luxembourg to the Nether-
lands, which also affected some Austrian parent companies. As a result, Austrian
FDI in the Netherlands increased by EUR 12.2 billion and disinvestments in
Luxembourg came to —EUR 11.3 billion. All other net investments paled somewhat
by comparison (chart 5), e.g. in the United Arab Emirates (+EUR 1.3 billion),
Czechia (+EUR 1.1 billion) or Germany (+EUR 1.0 billion).

? https://www.faz.net/aktuell/wirtschaft/recht-steuern/steueroase-und-ewig-lockt-holland-12554976. html.
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Chart 5
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Source: OeNB.

Most Austrian outward investments in 2019 were once again much smaller
than those seen during the Austrian FDI boom in the years before the 2008 financial
crisis or in individual years thereafter (2011 and 2013). Instead of large takeovers
of existing foreign enterprises or spectacular start-ups, capital was thus mostly
invested in existing holdings.

That 2019 year-end stocks nevertheless rose markedly year on year, as mentioned
carlier, was also due to exchange rate changes vis-a-vis the euro. Equity stakes are
in most cases held in the local currency.' If local currencies rally against the euro,
the stocks of the respective Austrian outward FDI rise in value as well. This effect
manifested itself in 2019, when the Russian ruble in particular appreciated sharply
against the euro (table 2).

19 The balance sheet currency differs from the local currency only in few cases, where the balance sheet currency is
then used to calculate exchange rate effects.

10 OESTERREICHISCHE NATIONALBANK



Results of the 2019 survey and recent developments in selected indicators

Table 2

Exchange rate effects in outward FDI

2006 ‘ 2007 ‘ 2008 ‘ 2009 ‘ 2010 ‘ 2011 ‘ 2012 ‘ 2013 ‘ 2014 ‘ 2015 ‘ 2016 ‘ 2017 ‘ 2018 ‘ 2019 ‘ 2020

Currency EUR billion

AED UAE dirham 0.0 0.0 0.0 0.0 0.1 0.0 0.0 | -01 03 0.3 01| -05 0.2 01| -06
CHF  Swiss franc -01 | -01 0.6 0.0 09 0.2 0.0 | -01 0.1 0.8 01| -07 0.6 03 0.0
CZK  Czech koruna 03 0.2 0.0 0.1 05| -02 03| 09| -01 03 0.0 06 | -01 01 | -04
GBP  Pound sterling 01| 04| —11 03 0.2 01 01| -01 0.4 04| 09| 03| -01 02| -03
NOK  Norwegian krone 0.0 0.0 0.0 0.0 0.0 0.0 00| -01| 02| -02 01| -02 0.0 00 | -01
PLN  Zioty 0.1 02| -04 0.0 01 | -04 04| 01| -01 0.0 | -01 03| -02 00| -03
RUB  Russian ruble 00| -01| 05| -02 03| -01 02| 08| 28| -04 11| 03 | -06 08 | —1.6
TRY  Turkish lira 0.0 0.0 0.0 00| 02| -07 02| -10 02| 05| 06| -04| -04| 01| -05
UAH  Hryvnia -01 | 03| 1.7 | 01 0.1 0.0 00| -01| 05| -02 0.0 0.0 0.0 01| -02
USD  US dollar -03 | 03 02| -01 0.5 03| 02| 04 13 1.9 06 | -09 0.8 03| 12

Source: OeNB.

A much more pronounced opposite effect was observed in 2020. Overall, Austrian
investments abroad lost in value (-EUR 7.2 billion) given that the euro appreciated
against all the relevant foreign currencies.

In terms of the market shares of Austrian outward FDI by target region, the
following trends become evident: Over the course of the past four years, the Central,
Eastern and Southeastern European (CESEE) region'' gained in importance again
compared with other target regions. When we factor in the estimate for 2020
stocks, the CESEE share rebounds to 33.0%. From its peak in 2007 (every other
Austrian outward FDI euro was invested in CESEE) to 2016 (29.7%), the CESEE
market share underwent a ten-year consolidation period (chart 6).

In recent years, outward FDI was again increasingly channeled into target regions
outside of Europe. Put together, the Americas, Asia and the rest of the world
accounted for a share of 19.5% in 2020, having again caught up with the 2002 value,

Chart 6

Regional breakdown of Austrian outward FDI (stocks)
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Source: OeNB.
Note: Data for 2020 are preliminary.

' Central, Eastern and Southeastern Europe: Albania, Belarus, Bosnia and Herzegovina, Bulgaria, Croatia, Czechia,
Estonia, Hungary, Kosovo, Latvia, Lithuania, Moldova, Montenegro, North Macedonia, Poland, Romania, Russia,
Serbia, Slovakia, Slovenia, Ukraine.
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Results of the 2019 survey and recent developments in selected indicators

the highest reading of the time series. The gains recorded overseas contrasted with
a declining share of Austrian outward FDI in Europe, which, at 80.5% (2020)
nevertheless remained the number one target region by far.

Not surprisingly, the vastly differing conditions in 2019 and 2020 are reflected
in the income on both outward FDI (table 3) and inward FDI. The profitability
situation was sound in 2019, with Austrian outward FDI generating income in the
amount of EUR 15.0 billion. This was an all-time high and translates into a return
of investment of +7.7%. At +2.2%, the forecast for 2020 is much lower on account
of the pandemic impact and about mirrors the income on inward FDI estimated for
the same year.

Compared with inward FDI, 2019 interest income on intragroup lending
related to outward FDI was somewhat higher at +EUR 0.4. Yet even the latter was
negligibly small compared with the income from equity shares (+EUR 14.7 billion).

Table 3
Income on outward FDI
Year-end stocks | Income oneg- | Interest on Total income Performance
uity intragroup credit

Year EUR billion %

2006 79.8 7.7 0.1 7.6 119
2007 1021 10.6 0.1 10.5 131
2008 106.5 7.5 0.0 7.5 74
2009 118.0 6.8 0.1 6.9 6.5
2010 1359 9.3 0.1 9.4 8.0
201 1493 10.5 0.2 10.7 79
2012 158.8 104 03 10.7 7.2
2013 1681 102 03 10.5 6.6
2014 179.7 84 03 8.6 5.1
2015 188.5 9.3 03 9.6 53
2016 186.9 134 0.6 139 74
2017 194.9 129 04 134 7.2
2018 200.9 123 0.5 12.8 6.5
2019 213.0 147 0.4 15.0 7.7
2020 193.6 441 0.2 4.3 2.2

Source: OeNB.
Note: Data for 2020 are preliminary.

12
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Global trends in foreign direct investment

Kujtim Avdiu’

Given the waning impact of the US tax reform, the downtrend in worldwide FDI inflows came
to an end in 2019, with inward flows increasing by a modest 6.5% to USD 1.5 trillion. FDI
stocks moreover benefited from monetary policy easing, expanding by 11% to USD 36.4 trillion.

According to preliminary UNCTAD data, the COVID-19 pandemic triggered the second
largest contraction in FDI flows (—34.7% to USD 998.9 billion) in the entire history of FDI sta-
tistics. This notwithstanding, total global FDI stocks registered a record increase of 13.7% to
USD 41.3 billion on the back of numerous economic policy measures aimed to cushion the
pandemic impact.

Preliminary data for 2021 suggest that FDI funds will even exceed pre-pandemic levels in
almost all regions.

2.1 Trendsin 2019

In 2018, global foreign direct investment flows” (inward FDI)® continued the
downward trend seen in the previous two years, which in that year was mainly due
to the effects of the US tax reform. At +6.5%, 2019 saw a first sign of moderate
growth again. Still, at USD 1.5 trillion, global FDI inflows remained well below
the average of the last ten years in 2019. The stagnation was largely attributable to
weak global economic growth, the USA ramping up pressure in its trade conflict
on both China and other trading partners as well as Brexit and other sources of
political uncertainty.

On the other hand, the accommodative monetary policy stance pursued by
major central banks, including increasingly lower interest rates on US dollar and
euro central bank deposits, made foreign investors increasingly turn to debt while
at the same time contributing to strong financial market performance. As a result
and despite subdued transactions, worldwide FDI stocks were up by 11%, expand-
ing to USD 36.3 trillion by year-end 2019. By contrast, in 2018, they had for the
first time since the financial and economic crisis of 2008 seen a drop, namely by

1.1% to USD 32.8 trillion.

Regional trends in outward FDI

As the repatriation of earnings accumulated abroad by US-controlled multinationals
slowed down markedly, outflows from developed countries, above all from the
USA, increased by 45.6% to USD 960.3 billion. Investors from developed economies
thus accounted for some 78.7% of the world’s FDI flows.

Yet, despite this increase, the FDI transaction volume from developed countries
remained low, reaching only about half of the record high observed in 2007. In
parallel, outflows from developing and transition economies grew by just 3.2% to
USD 416.6 billion, which led to a considerable shift in the overall shares in out-
ward FDI flows.

I Qesterreichische Nationalbank, External Statistics, Financial Accounts and Monetary and Financial Statistics

Division, kujtim.avdiu@oenb.at.

Inward and outward FDI grtwo economies should be the same, once netted, and the same applies to global values.
In practice, there are still gaps in recording FDI in some countries, especially regarding outward FDI. For this
reason, total global values in this publication are based on inward FDI.

Outflows: flows of outward direct investment; inflows: flows of inward direct investment.

STATISTIKEN SPECIAL ISSUE JANUARY 2022

13



Global trends in foreign direct investment

Chart 1

Global outward FDI growth by region, 2007-2020
USD billion

5,000 .

. .

2,500

- Projections

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

B EU-15 North America Asia Oceania
Rest of Europe Central and South America mm Africa @ World

Source: UNCTAD.

Chart 1 shows global outward FDI growth by region from 2007 to 2019 and
projections for 2020, based on preliminary UNCTAD data.*

In 2019, outward FDI from Europe declined for the fourth time in a row,
falling by 13.3% to USD 387 billion. This was mainly ascribable to Swiss investors’
disinvestments of USD 43.7 billion and a 63.5% drop in French investments to
USD 38.7 billion. Investors from Germany and the Netherlands, in contrast,
invested more abroad in 2019 than the year before. Germany’s outward direct
investments went up by USD 53 billion to USD 139.3 billion, while Dutch invest-
ments grew by USD 130.2 billion to USD 84.9 billion.

FDI outflows of multinationals resident in Asian countries rose by 10.5% to
USD 599.5 billion. Even though this figure fell short of the record reading of
USD 606.6 billion reached in 2017, the Asian continent remained the largest
foreign investor for the third consecutive year. Following the USD 62 billion
acquisition of the Irish company Shire by the Japanese pharmaceutical group Takeda,
which happened to be the largest takeover abroad by a Japanese enterprise to date”,
Japan’s outward FDI surged by 58.3%, to reach a new all-time high of USD 226.7
billion. For the second consecutive year, Japanese investors thus accounted for the
highest FDI outflows worldwide.

While recovering somewhat, outward FDI flows from the Americas still
remained at a relatively low level of USD 219.4 billion. After a record low of —
USD 194.4 billion in 2018, when enterprises repatriated their earnings accumu-
lated abroad in light of the US tax reform, the outflows from the USA turned
positive again in 2019, clocking in at USD 93.5 billion. Despite the modest gain in
outflows, the stocks of US-controlled subsidiaries abroad registered a record
growth rate of 20% on the back of the good performance on stock markets, reach-
ing a level of USD 7.6 trillion. This figure translated into a share of 22.3% in global

* UNCTAD FDI database: https://unctadstat.unctad.org/wds/ReportFolders/reportFolders.aspx.

s https://www.pharmatimes.com/news/takeda_completes_shire_acquisition_1274243.
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Global trends in foreign direct investment

FDI. US investors consequently remained in first place in the international ranking
of the most important sources of outward FDI in 2019.

Outflows from Africa, in turn, were weighed down by global geopolitical and
economic frictions; they declined by 38.5% to USD 4.9 billion. South African
investors, whose new investment was largely concentrated on the home continent
and sank by 22.8% to USD 3.2 billion, accounted for 74.5% (USD 215 billion) of
Africa’s outward FDI stocks.

Austrian-controlled subsidiaries abroad received net capital inflows of
EUR 11.2 billion.® Austria’s outward FDI stocks hence rose by 6% in 2019 to
EUR 213 billion, accounting for 0.7% of global FDI outflows. In an international
comparison, Austria continued to rank 23™ as a home economy.

Regional trends in inward FDI

Many investments were driven by a surge in cross-border mergers and acquisitions
(M&As) in the developed economies (+8.3% to USD 795.8 billion) once the effects
of the US tax reform had lessened. FDI flows into transition and developing econ-
omies also increased, namely by 4.6% to USD 734.4 billion. Given that inward
FDI in the developed economies had been substantial in the past ten years, the
increase registered in 2019 by this region was relatively small.

Chart 2 shows global inward FDI growth by region from 2007 to 2019 and
projections for 2020.

Some 26.8% of worldwide FDI in 2019 was channeled into subsidiaries resident
in Europe, where international investors considerably stepped up their transactions
year on year (+10% to USD 409.5 billion). In light of the US tax reform and
Brexit, FDI flows to Europe were very volatile. As a case in point, new inward FDI
in Ireland rose — on account of the Takeda-Shire deal — from —USD 16.1 billion to
USD 81.1 billion, and that in Russia swelled by 142.5% to USD 32 billion. By

contrast, FDI flows to the countries that used to attract the largest FDI volumes in

Chart 2

Global inward FDI growth by region, 2007-2020
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0 https://www.oenb.at/en/Statistics/Standardized-Tables/external-sector/foreign-direct-investment. html.
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the past declined. Inward FDI in the Netherlands sank by half, falling to almost
USD 48.9 billion, and its growth also slipped in Germany (12.9% to USD 54
billion), France (11% to USD 34 billion) and the United Kingdom (30.4% to
USD 45.5 billion).

In Asia, China’s increasing role in the global economy had a positive impact on
FDI growth on this continent. In 2018, Asia had for the first time recorded more
FDI inflows than any other region in the world, and this trend continued also in
2019, with inflows rising by 4.3% to USD 560.2 billion. China accounted for 9.2%
(or USD 141.2 billion) of global FDI inflows in 2019, which makes it the second
most important FDI host country behind the USA.

FDI flows to the Americas stagnated in the past few years amid the ongoing
US-China trade conflict and other political tensions, coming to USD 469.7 billion
in 2019. Despite comparatively modest inflows of USD 261.4 billion, the USA
continued to be the most important recipient country of global FDI with a share of
17.1%. Accounting for 25.8% of worldwide FDI stocks, foreign-controlled subsid-
iaries resident in the USA came in first in a global comparison.

Amid subdued demand for raw materials and moderate economic growth,
some important African host countries, such as South Africa, Morocco, Nigeria
and Algeria did not attract as much inward FDI as before.” At USD 9 billion,
Egypt’s inflows, by contrast, climbed by 10.7% year on year in 2019, with Egypt
remaining the host country number one on the African continent.

At EUR 2.7 billion in 2019, inward FDI in Austria clearly fell short of the levels
seen in the previous two years (see section 1). Yet, the favorable stock market
performance also lifted up Austria’s inward FDI by 6.6% to EUR 172 .4 billion.
Unchanged from 2018, Austria thus kept its 33" place in the 2019 international
ranking of host economies.

2.2 Longer-term perspective on global FDI

Direct investment is, as a rule, strategic and long-term in nature. Therefore, stocks
are relatively immune to short-term political and economic developments or
events. Nevertheless, FDI can be very sensitive to cyclical fluctuations and geo-
political events.

Chart 3 shows the development of global FDI from 2007 to 2019 and projec-
tions for 2020. “Non-flow changes” were calculated on the basis of stocks and
flows and include price and exchange rate effects as well as reclassifications and
residual changes.

In 2008, despite positive inflows, global direct investments had dropped by
16.7% to USD 15 trillion in the course of the financial and economic crisis and
subsequent stock market losses. Soon thereafter, global FDI stocks seemed largely
unaffected by the worldwide recession, recovering fairly quickly and even exceed-
ing pre-crisis levels in 2010.

In the years that followed, global uncertainty arising from the ongoing crisis
and fiscal issues in the EU caused global investment activity to slow down. Favor-
able stock market developments, on the other hand, contributed to record growth
of FDIin 2017 (16.5%), which propelled FDI stocks to a level of USD 33.1 trillion.

7 UNCTAD 2020. World Investment Report 2020. United Nations. https://unctad.org/system/files/official-doc-
ument /wir2020_en.pdf.
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Chart 3

Global FDI growth, 2007-2020
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In 2018, global FDI stocks decreased again, by 1.1% to USD 32.8 trillion, on
the back of the US tax reform, the economic tensions between the USA and China
as well as the Brexit negotiations and Italy’s fiscal dispute with the European
Commission. In 2019, by contrast, a new round of monetary policy easing not only
favored global stock markets, but also gave momentum to international FDI stocks,
which grew by 11% to USD 36.4 trillion.

While FDI transactions remained relatively stable in recent years despite
cyclical fluctuations and geopolitical tensions, price and exchange rate effects —
and thus also FDI stocks — told a different story, facing heightened volatility. Apart
from contracting in 2008 and 2018, global direct investments continuously posted
positive growth, doubling from USD 18 trillion at end-2007 to USD 36.4 trillion
at end-2019.

An integral part of bilateral economic relations, foreign direct investments have
for years now helped boost economic growth, improve global financial develop-
ment and increase both employment and living standards.

Host countries benefit above all from FDI-driven output growth and FDI-
driven employment growth. According to statistical evidence, the contribution of
FDI to the creation of jobs has been on the rise in recent years. On a global scale,
the headcount of employees working for foreign-controlled subsidiaries had swelled
to 83.2 million persons by year-end 2019.® Of that number, 277,000 persons were
employed in Austria (where payroll employment totals 3.8 million persons
according to Statistics Austria). With their outward FDI generating employment
for 891,000 persons, Austrian investors, in turn, contributed to some 1% of
FDI-related jobs abroad” (see tables 4.1 to 6.2 in the “tables and maps” section).

Moreover, income from outward direct investments is a key component of
home countries’ current account. With an average return of 6.3% between 2010

% Estimate based on a regression of data from the UNCTAD FDI database.

° Annual direct investment survey 2019, Qesterreichische Nationalbank.
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and 2019, foreign-controlled subsidiaries worldwide scored exceptionally well
incomewise. ' Slightly outperforming the international average, the return on capital
attained for Austrian FDI equaled 6.5% (outward FDI) and 6.9% (inward FDI).

2.3 Regional pattern of inward and outward FDI

By promoting bilateral, long-term cross-border financial linkages, multinational
corporations and their foreign direct investments have been a catalyst for global
economic and geopolitical integration for a long time. And multinationals are
becoming ever more relevant to global financial developments, both in the host and
the home countries.

Chart 4 shows changes in FDI as a percentage of GDP over a ten-year period
(2009 against 2019). The continuous rise of the FDI stocks-to-GDP ratio was only
interrupted twice, namely in 2008 and 2018. Between 2009 and 2019, global FDI
stocks expanded by 10.5 percentage points of GDP. At the end of 2019, the share
of FDI in total global GDP came to 41.6%.

The regional pattern of inward and outward FDI remained largely stable over
this period. In economically advanced regions such as the EU-15 or North America,
stocks of outward FDI exceeded those of inward FDI, whereas in developing
regions like Asia, Central, Eastern and Southeastern Europe (CESEE) or South
America, inward FDI stocks were higher than outward FDI stocks.

The European countries with the largest FDI activity between 2009 and 2019 —
such as the United Kingdom, Germany, France and the Netherlands — were typical
countries of origin, recording a persistent expansion of both inward and outward
FDI stocks. Within the EU-15, the net balance, i.e. outward less inward FDI
stocks, went up by 13.1% to USD 2.3 billion over the same period. In contrast,
almost all CESEE countries showed a negative net balance throughout the observa-
tion horizon, and they remained attractive for foreign investors, especially those
from the EU-15 countries, which accounted for 57.8% of CESEE’s inward FDI."
All told, the stocks of inward FDI in CESEE exceeded those of outward FDI by
UusD 900 billion.

While FDI stocks had been slightly negative on the Asian continent in 2009
(—3% of GDP), they improved over the next decade, to 0.5% at end-2019. China’s
rapid globalization helped establish Chinese enterprises as major international
investors and gain an increasing foothold in Europe.'? Racking up a combined share
of 44.6%, Japan and China dominated Asian outward FDI at end-2019. At the
same time, inward FDIin China and Singapore each held a share of no less than 20%.

Between 2009 and 2019, the balance of US FDI stocks turned negative on
account of the tax reform, dipping from USD 1.3 billion to —USD 1.7 billion.
Accounting for a share of 75.7% (outward FDI) and 73.9% (inward FDI) in the
Americas, the USA was therefore also the main cause for changes in the direction
of net FDIflows. As a consequence, the decline in the US FDI balance had implications

! Estimate based on a linear interpolation of data from the OECD.Stat database (https://stats.oecd.org/Index.
aspx?Queryld=64216).
wiiw FDI Database: https://data.wiiw.ac.at/foreign-direct-investment.html.

'2 IMF Coordinated Direct Investment Survey (CDIS): https://data.imf.org/ 2sk=40313609-F037-48CI-84BI-EIF-
ICE54D6D5.
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Chart 4
Stocks of outward and inward FDI as a percentage of GDP by region, 2009 vs. 2019
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for the entire continent, with the Americas turning from a net FDI originator to a
recipient region.

The direction of Austrian FDI stocks varied during the period under review.
Austrian outward and inward FDI used to be largely balanced for an extended
period, with both inward and outward FDI stocks recording continuous growth
(see section 1) until 2008, when Austrian outward FDI for the first time exceeded
inward FDI by EUR 1.7 billion. From that point onward, outward FDI would
exceed inward FDI, and the balance continuously increased over time. Especially
in the EU-19 countries, Austrian investors’ total outward FDI expanded by 122%
to EUR 95.7 billion between 2009 and 2019. Vice versa, inward FDI in Austria
stemming from EU-19 investors increased by a mere 18.8% to EUR 84.4 billion in
total.

2.4 Preliminary data for 2020 and 2021

According to preliminary UNCTAD data, global FDI inflows contracted amid the
COVID-19 pandemic by 34.7% to USD 998.9 billion in 2020, thus sinking for the
first time since 2005 below the USD 1 trillion mark. This slide is the second larg-
est slump in the history of FDI statistics since 2001, the year of the September 11
terrorist attacks, and exceeded that observed during the financial and economic
crisis of 2008 by around 12.9 percentage points.

Ongoing investment projects were delayed because of pandemic-induced lock-
downs and travel restrictions. Foreign investors exerted extreme caution in light
of fears of another recession, uncertainty about the outcome of the US elections
and Brexit. This likewise stalled new M&A deals."

The COVID-19 pandemic hit the developed economies hardest, where FDI
inflows decreased by 58.7% to USD 328.5 billion. By contrast, transactions with
developing and transition economies fell by a relatively small 8.8% to USD 670.4
billion. As a result, about two-thirds of global inflows went to developing countries
in 2020 (2019: close to half).

The pandemic affected most regions across the world, but to differing degrees
(chart 5). FDI flows to Europe suffered most, declining by 78.3% to USD 88.9
billion. Europe’s inflows thus reached a 27-year trough, exceeding the flows to the
African continent (USD 47.1 billion) only marginally. The countries in North and
South America likewise lost in attractiveness as recipient economies. Their FDI
inflows in 2020 amounted to a mere USD 267.8 billion, down 43% from the 2019
figure. The only region where FDI inflows remained stable in 2020 was Asia.
Asian economies profited from persistently high growth rates, wide-reaching
regional and global investment relations and a favorable investment climate. FDI
flows to Asia ran to USD 578.1 billion, up 3.2% year on year.

Inward FDI in China rose by 5.8% in 2020, totaling USD 149.3 billion, which
is above all traceable to positive economic growth in the face of the pandemic and
the government’s support for measures facilitating foreign investments and liberal-
ization of FDI policies. In the USA, where large multinationals were hesitant amid
uncertainty about both the pandemic and the presidential elections, inward FDI

13 UNCTAD 2021. World Investment Report 2021. United Nations. https://unctad.org/system/files/official-docu-
ment/wirZOZl_en.pz{f.
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Chart 5

Global FDI inflows, 2007-2020
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receded by 40.2% to USD 156.3 billion. This notwithstanding, the USA remained
the number one destination for inward FDI, followed closely by China.

In the course of 2020, financial markets recovered relatively quickly from the
price drops of March 2020, even outperforming pre-pandemic levels. This was due
to numerous policy measures meant to cushion the economic impact of COVID-19,
such as the Federal Reserve Bank cutting the US dollar key interest rates and the
ECB expanding the bond purchase volumes under its pandemic emergency
purchase programme (PEPP) to more than EUR 1 trillion. This propelled FDI
stocks to record growth of 13.7% to USD 41.3 trillion — even though FDI flows
contracted to an unprecedented extent in 2020. The share of FDI in global GDP
consequently rose by 7.1 percentage points to 48.7%.

In contrast to the global trend, Austrian FDI stocks declined markedly in 2020.
Outward FDI contracted by 9.1% to EUR 193.6 billion, and inward FDI saw a
slide of 5.1%, dropping to EUR 163.7 billion. In other words, Austrian investors’
shares in global FDI shrank significantly and Austria became notably less attractive
as an investment location (see section 1).

Drawing on half-yearly data for 2021 and historical data for the period 2007
to 2020, we also provide first projections for the year 2021." They rely on statistical
interrelationships and account neither for any economic or geopolitical aspects nor
for ongoing or scheduled investment projects. COVID-19-related support measures
evidently had a strong, favorable impact on the development of global FDI flows.
The forecast suggests that FDI funds will exceed pre-pandemic levels in almost all
regions already by end-2021 (chart 5).

" UNCTAD Investment Trends Monitor: https://unctad.org/system/files/official-document/diaeiainf2021d2_
en.pdf.

5 Estimate based on an ARIMA model. ARIMA is short for auto-regressive integrated moving average, and this pow-
erful model class lends itself to describing and analyzing time series.
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3 From first mover to laggard? Foreign

direct investments between Austria and
CESEE from 2007/ to 2020

Kujtim Avdiu’, Julia Wérz, Michael Wuggenig?

In the following analysis, we shed light on bilateral direct investment relationships between
Austria and selected countries in Central, Eastern and Southeastern Europe (CESEE). We
cover the period from 2007 and the onset of the global financial and economic crisis to the
emergence of the COVID-19 pandemic in 2020. Our analysis is based on the most recent
annual foreign direct investment (FDI) survey conducted by the Oesterreichische Nationalbank
(OeNB). In addition, we draw on FDI data carried forward from the balance of payments
statistics and the FDI Database of The Vienna Institute for International Economic Studies
(wiiw). We examine the importance the CESEE region and Austria have for each other, both
as a home and host region of foreign direct investment. To this end, we analyze FDI stocks
governed by the directional principle, i.e. broken down into outward and inward FDI. Apart
from the temporal perspective, we look at the profitability and employment intensities of
investments and the sectors targeted by investors. We pay particular attention to what is
called pass-through capital. This term refers to capital that is channeled to Austria in the form
of inward FDI and then reinvested abroad via outward FDI.

We find that the CESEE region has become less significant for Austria as a host region for
FDI, and vice versa: Austria used to play a bigger role as an investor in the CESEE region before
the financial and economic crisis. This notwithstanding, the CESEE countries, except for the
Western Balkans, continue to be important and highly profitable host countries for Austria.
The region accounts for around one-third of Austria’s outward FDI. At the same time, CESEE
has significantly gained in importance as a home region for Austria’s inward FDI. Here, more
than 90% come from Russia, with pass-through capital figuring prominently in this context,
however. The sectors targeted by both outward and inward FDI are utterly concentrated —
financial services as well as professional and technical services. In the early days, Austrian
investments in the region’s financial sector acted as a catalyst for the CESEE countries’ tran-
sition to market economies. It remains to be seen whether Austrian investors will play a significant
role in the region’s second, i.e. digital and green, transition. There are no clear signs as yet of
a trend toward Austrian outward FDI supporting future-oriented industries in the CESEE
region, such as information and communication, electronic, electric and optical equipbment or
chemicals, plastics and pharmaceuticals.

3.1 Background and data

When the CESEE countries started to transition to market economies in the
1990s, Austrian companies were among the first to invest in the region. Invest-
ments in the financial sector in particular supported the catching-up process by
quickly modernizing this sector and providing bank-based financing. The invest-
ment boom, in which Austria was a key player, not only brought sufficient foreign
capital into the region, but also carried certain risks for the financial sector. The
risks were laid bare especially through of the global financial and economic crisis
of 2008. Both the loan and deposit portfolios had high foreign currency shares, and

' Qesterreichische Nationalbank, External Statistics, Financial Accounts and Monetary and Financial Statistics

Division, kujtim.avdiu@oenb.at.

2 Qesterreichische Nationalbank, Foreign Research Division, julia.woerz@oenb.at, michael.wuggenig@oenb.at.
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the banking sector relied on unfavorable refinancing structures. By the time the
COVID-19 pandemic came along, improved supervision and financial market
regulation as well as concerted action by foreign investors, e.g. under the Vienna
Initiative, had helped overcome most of these issues without depressing FDI activity.
More than ten years after the onset of the global financial and economic crisis, the
CESEE countries therefore continue to rank among important host countries for
Austrian FDI. The latter is still largely concentrated in the region’s financial sector,
however. This constancy apart, several noteworthy changes became evident in the
period under review. What is not yet on the radar is a trend in Austrian outward
FDI shifting toward industries presumably taking the lead in the upcoming digital
and green transformation.

To illustrate the role CESEE plays for Austria and vice versa, our analysis draws
on several data sources. The OeNB’s annual FDI survey provides us with data on
Austria’s outward and inward FDI with respect to the CESEE region. Both out-
ward and inward FDI stocks are broken down by partner countries, sectors and
number of employees weighted by share. For this analysis, we use a time series
ranging from 2007 (the year before the outbreak of the global financial and eco-
nomic crisis) to end-2019. In the final section of this article, we are also discussing
the impact of the COVID-19 pandemic, carrying forward balance of payments
figures based on 2020 transactions and exchange rate effects. From the wiiw FDI
Database we derive inward FDI volumes — in particular those from Austria — from
the perspective of the CESEE countries, and compare Austria’s FDI with global
FDI to the region. All data refer to FDI stocks, and the regional breakdown is
guided by the directional principle. As all investments are given in euro, exchange
rate fluctuations may impact on the value of FDI stocks.

The CESEE region comprises the following countries: Albania, Belarus, Bosnia
and Herzegovina, Bulgaria, Croatia, Czechia, Estonia, Hungary, Kosovo,® Latvia,
Lithuania, Montenegro, North Macedonia, Poland, Romania, Russia, Serbia,
Slovakia, Slovenia, Turkey and Ukraine.

3.2 Austrian foreign direct investment in CESEE

Since 2007, the value of Austrian direct investment abroad more than doubled at
current prices. Some ups and downs notwithstanding, Austria’s outward FDI
stocks in the CESEE countries increased only moderately in the period under review,
however (chart 1). Interestingly, the global financial and economic crisis of 2008
hardly affected Austrian outward FDI in general or to the CESEE region. Until
2012, Austria’s outward FDI stocks grew at a steady pace. Austrian direct invest-
ment in CESEE countries rose 36% from 2007 to 2012, reaching a record high of
about EUR 73 billion in 2012. Thereafter, CESEE stocks declined by almost 20%
to EUR 58 billion at end-2016. From 2017 onward, outward FDI stocks in CESEE
went up again, but at some EUR 69 billion, the reading for the year 2019, the most
recent available data point, still trailed the highs observed in 2012 and 2013.

In other words, the importance of the CESEE region as a destination for Austrian
outward FDI declined relative to other regions. CESEE’s share in Austria’s overall
outward FDI stocks sank from 53% in 2007 to 31% in 2016, and remained stable
in the years that followed (2019: 32%).

3 This designation is in line with United Nations Security Council Resolution 1244/99 and the International
Court of Justice’s opinion on Kosovo’s declaration of independence.
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Chart 1
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Main CESEE destinations of Austrian outward FDI

The main CESEE destinations of Austrian outward FDI are the neighboring coun-
tries Czechia and Hungary as well as Romania. Chart 2 shows a largely stable ranking
of the host countries in the region. From 2014, ranks 1 to 3 were invariably held
by the said three countries, with Czechia being the uncontested number one
throughout the period under review. When it comes to ranks 4 and 5, we see more
movement. In 2019, Russia beat Slovakia to fourth place again, thus returning to
its 2014 position. The zigzags in Russia’s performance are likely to have been driven
by the geopolitical sanctions in response to the annexation of Crimea and the
strong currency fluctuations following the Russian central bank’s decision in 2014
to let the ruble float freely. In 2011, for instance, Russia was still the second most
important recipient country of Austrian FDI in the CESEE region, but fell back to
sixth place in 2016 and 2017. Despite the size of its domestic market, Poland plays
but a comparatively minor role for Austrian investments, coming in sixth in 2019,
having improved its position somewhat from 2007 (rank 8).

Turkey’s FDI relationship with Austria has also been very volatile. Since 2017,
it has held rank 11, after having been in fifth place in 2012. This volatility is certainly
traceable to a great extent to the political turbulence in the country, even more so
since the year 2016, and the ongoing weakening of the Turkish lira. As to Ukraine,
we see a clear downtrend throughout the period under review. In 2007, it still out-
performed Poland by one rank, holding the seventh place among CESEE host
countries, but in the meantime dropped to rank 13.

In line with their smaller sizes, the Baltic countries, Kosovo and Montenegro
figure least prominently in Austrian FDI in the CESEE region, even though Kosovo
recorded a steady uptrend from 2011 onward.
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Chart 2

Austrian outward FDI stock in CESEE - ranking by host country
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During the period under review, investments in the CESEE region became
ever more concentrated on EU member states. Chart 3 shows and compares the
shares of individual CESEE countries in Austrian outward FDI in the region in
selected years (2007, 2010, 2013, 2016, 2019). The host countries that managed to
increase their shares in Austrian FDI in CESEE were above all Czechia, Poland,
Romania, Slovakia and Slovenia. In contrast, the importance of some destinations
for Austrian outward FDI diminished more or less steadily from 2007 onward,
namely that of Bulgaria, Croatia and Hungary. Hungary saw a trend reversal after
2013, however. More than 75% of total Austrian outward FDI in CESEE is directed
to the region’s EU members, whose share edged up from 75.7% in 2007 to 77.7%
in 2019. Except for North Macedonia, the countries in the Western Balkans did
not register any notable gain