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FDI in Central, East and Southeast Europe: Declines due to Disinvestment

Foreign Direct Investment (FDI) inflow to Central, East and Southeast Europe (CESEE) took a
strong downward turn in 2017 due to disinvestment. Capital withdrawal in the wake of
renationalisation or the domestic take-over of foreign assets reduced FDI, especially in the
Central and Eastern European EU members (EU-CEE). Austrian FDI diminished in the
EU-CEE for the same reason, but the income of investors increased.

FDI inflows to CESEE declined by 25% in 2017, compared with the revised 2016 data. They were
only EUR 72 billion, after the post-2008 record amount of EUR 96 billion the previous year (Table 1).
The decline was 20% in the EU-CEE region and 36% in Belarus, Kazakhstan and Moldova (CIS-3)
and Ukraine. The two most populous countries of the region also registered substantial declines:
Russia -33% and Turkey -20%. Meanwhile, the Western Balkans achieved an increase of 18%.
Despite adverse developments in most of the CESEE region, 2017 FDI inflows did not represent an
outlier, but rather a return to the average of 2011-2015, exposing 2016 as an outlier.

In 2017, CESEE witnessed increased greenfield FDI activity in terms of the number of projects
(up 7.4%) for the third year in a row; meanwhile the amount of capital investment pledged fell 26%
short of the extraordinarily high results for 2016 (Table 2, based on fdimarkets.com). The EU-CEE
reported increases in terms of both project numbers and capital investment. The biggest greenfield
investment boom was recorded in Poland, which also saw FDI inflow halved to EUR 5.7 billion in
2017 due to disinvestment.

Asset sales to domestic investors in the wake of disinvestment diminished the amount of FDI
inflow (the net value of gross inflow and disinvestment). In Poland, UniCredit bank sold its 32.8%
stake in Pekao Bank for EUR 2.4 billion to the state-owned insurance company PZU and the Polish
Development Fund (PFR). In a wider context, the Polish government was engaged in taking
domestic control (‘re-Polonisation’) of the financial sector and the media. In Hungary, too, foreign
equity participations declined due to state acquisitions in the energy, telecom and banking sectors.
As a result, almost the total FDI inflow to Hungary benefited the manufacturing sector. In the Czech
Republic, domestic investors took over foreign assets in the media and telecommunications sector.

The EU-CEE and the Western Balkans may look forward to rising FDI inflows in 2018, thanks
to buoyant economic growth. But FDI activity will not return to the pre-financial crisis level due to the
subdued investment appetite of multinational companies. The scope for foreign takeovers is limited
also in host economies where foreign affiliates produce 40-50% of GDP in the business sector —
such as Hungary, Slovakia, Romania and the Czech Republic. In addition, political support for FDI
focuses only on export-oriented investments with high-technology content; in other sectors domestic
investors are strong and preferred competitors.
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Labour shortage is an obstacle to new investments in the EU-CEE region. Greenfield investors
face difficulties in meeting the employment demand for 220,000 new jobs to be generated by
greenfield projects announced in 2017. In Hungary, foreign greenfield projects will absorb 90% of the
potential new entrants to the labour market; in the Czech Republic and Poland — about 50%; in
Slovakia and Serbia — 25%; and in Romania — 20%. As a comparison, foreign affiliates currently
employ only about 25% of the labour force in these countries. The strained labour market situation
may hinder further FDI, unless investors consider new options, such as automation or moving further
to the east. The latter option is not very likely in the near future, as those eastern countries (such as
Ukraine) provide inferior business conditions and infrastructure. The Western Balkans can provide
alternative locations offering an underutilised labour pool and improving infrastructure.

Aside from business conditions in the region, there are several global developments that will
shape FDI flows in 2018 and beyond. Sanctions on Russian oligarchs hit hard, triggering declines
in both inward and outward Russian FDI in relation with the US and Europe. The USA'’s corporate
tax and profit repatriation reforms and its tariffs on steel and aluminium imports will channel global
FDI flows to that country. If import tariffs on cars are applied to EU members, they will also hurt
suppliers in CESEE. Brexit may imply a rethinking by foreign investors in Britain in terms of value
chains or sunk costs and relocate parts of their activity. Digitalisation and industry 4.0 are expected
to reduce the role of labour costs in splitting and locating the value chain, thus reducing the scope
and size of globalised production. In this process, EU-CEE countries may lose some of their
attractiveness as production sites in the long run, as automated production may not be sourced out
any more.

Austria remains the third most important immediate investor in the EU-CEE, after the
Netherlands and Germany (9.2% of the inward stock in 2016) and the second most important
in the Western Balkans (11%) (host country data; Table 3). Restructuring in banking (UniCredit)
and other sectors has diminished the size of Austrian FDI stocks in the region. The significance of
Austrian FDI is much lower in farther-away countries, such as the Baltic states or Russia.

Austrian direct investors enjoy above-average profitability in the EU-CEE. The region’s share
in the Austrian outward FDI stock amounted to 25.5% in 2017, while it contributed 33% to the FDI
income earned globally (OeNB data).

Austrian companies’ earnings in the EU-CEE amounted to 1.2% of GDP in 2017. This sum is
much larger than Austria’s net contribution to the EU budget, which was 0.8% of GDP (2016). The
relationship between the two is that a large part of the country’s payments to the EU budget has in
fact gone on improving the infrastructure and the business environment in the EU-CEE and has
helped Austrian (and other countries’) companies to earn profits on their investments in the region.
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Table 1/ FDI inflows in CESEE, EUR million

2012 2013 2014 2015 2016 2017
EU-CEE 30,022 13,272 27,131 25,957 34,300 27,293
Western Balkans 2,806 3,577 3,487 4,439 4,152 4,914
Turkey 10,341 10,212 9,875 16,225 12,054 9,679
CIS-3 + Ukraine 18,212 13,017 8,313 7,876 11,484 7,373
Russia 23,483 40,196 22,037 10,664 33,568 22,397
CESEE total 84,865 80,274 70,842 65,161 95,559 71,655

Data exclude special purpose entities (SPESs).
Source: wiiw FDI Database.

Table 2 / Number of greenfield FDI projects and value of pledged investment capital

Pledged investment capital,
Number of projects 9 P

EUR million

2015 2016 2017 2015 2016 2017
EU-CEE 658 781 865 19,614 22,977 29,211
Western Balkans 91 113 114 6,855 3,410 3,215
Turkey 157 150 140 4,983 7,726 6,805
CIS-3 + Ukraine 75 63 82 6,587 37,171 7,957
Russia 194 200 202 12,296 11,317 13,880
CESEE total 1,175 1,307 1,403 50,335 82,600 61,068

Source: fdimarkets.com.



Table 3 / Austrian FDI stock in CESEE

2012 2016 2012 2016 2012 2016
as % of the FDI stock
EUR million of the host country Ranking

Bulgaria 5,535 4,013 14.8 10.2 2 2
Croatia 7,095 5,043 31.6 19.3 1 1
Czech Republic 13,321 12,764 12.9 11.0 3 4
Estonia 214 367 1.5 2.0 14 11
Hungary 9,118 7,756 11.6 10.2 4 3
Latvia 186 215 1.8 1.6 16 15
Lithuania 84 221 0.7 1.6 21 17
Poland 6,070 7,074 3.4 4.0 10 8
Romania 10,920 8,336 18.5 11.9 2 3
Slovakia 6,858 6,644 16.4 16.0 2 2
Slovenia 3,266 3,193 35.3 24.7 1 1
EU-CEE 62,666 55,624 11.0 9.2 .
Albania 387 360 11.9 6.3 4 7
Bosnia and Herzegovina 1,401 1,274 24.4 19.2 1 1
Kosovo 113 186 4.5 5.5 6 5
Macedonia 397 568 10.8 12.2 3 1
Montenegro 97 138 2.7 3.4 11 8
Serbia 2,589 3,344 17.4 11.6 1 2
Western Balkans 4,983 5,870 14.8 11.0 .
Turkey 13,759 5,507 9.9 4.4 2 7
Belarus 358 661 3.3 3.7 4 3
Moldova 22 39 0.8 1.6 17 12
Kazakhstan 1,346 109 1.7 0.1 7 23
Ukraine 2,581 1,716 6.2 4.0 5 6
CIS-3 + Ukraine 4,306 2,525 3.2 1.3 . .
Russia 7,371 4,567 1.9 1.3 11 14
Total CESEE 93,083 74,093 7.4 5.6

Source: wiiw FDI Database.



