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Abstract

This paper analyses the sectoral distribution of US investment across EU
member countries. We attempt to determine whether investment is
sectorally concentrated by country and whether there seems to be any
evidence of increased sectoral specialisation in US investment as the EU
market has become more integrated. Our empirica results indicate that US
investment is relatively sectorally concentrated by country and that there has
been some dlight increase in speciadisation in mainly small and peripheral
member countries, while in most of the large core EU countries, no increase
in specialisation is evident. (3,564 words)
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1 Introduction

Over the past two decades there has been a remarkable growth in foreign
direct investment (FDI) and in activities of multinational companies (MNCs)
throughout the world involving primarily the United States (US), Japan and
the European Union (EU). Baasubramanyam and Greenaway (1992) argue
that inward direct investment in the EU has been increasing relatively more
than in Japan or the US over the last decade, they attribute this outcome to
the growing EU market, primarily due to enlargement and to the introduction
of the Single Market Programme (SMP), culminating in a single European
market in 1993.) Empirical support for the significance of the SMP in
attracting US and Japanese investment into the EU is found in Aristotel ous
and Fountas (1996). Using annual data from the 1980s and 1990s, they find
strong evidence for a positive impact of the Single European Act on inward
investment from the US and Japan. Also, Dunning (1997) finds that
UNCTAD data "reved a substantial increase in the activity of foreign
investors in the EC in the latter part of the 1980s" (p. 13), evidence which
suggests a positive impact of the European Single Market on inward

investment from extra-EU countries.

Data available from the US Department of Commerce indicate that the EU
has been a relatively attractive location for US companies throughout the
1980s and the early 1990s, as reflected in Table 1.2 In 1994, world-wide
capital expenditures by US magority-owned affiliates in manufacturing
industries amounted to USD 31,322 million, of which 51.1 per cent (USD

See Nicolaides and Thomsen (1991) for a contrary opinion. They argue that the SMP is not a
sufficient explanation for the growth in inward (Japanese) FDI in the EU but affected only on
the timing of investment decisions.

2 Blair (1987), examining the period 1953 to 1983 also shows that the relative attractiveness of
the EC seems to have increased during that period. He estimates that the EC share (EC6 + UK)
of the world-wide stock of US manufacturing investment increased from 22.4 to 40.6 per cent
in that period.



16,021 million) were spent in the EU. The attractiveness of the EU market
to US investors is linked to its size - a common EU market with a GDP of
USD 6,742 hillion in 1994 (European Commission, 1996) - and to the
prospects of further integration and enlargements of the Union in the
foreseeable future.

These aggregate data hide possible sectoral differences in the patterns of US
investment across EU member countries. One may expect that some EU
member countries are more likely to attract investment into particular
manufacturing sectors than others, due to different locational endowments of
these member countries. In that context, the purpose of this paper is to
examine how the distribution of US investment across EU member countries
has developed over the last decade. We are particularly interested in the
sectoral distribution of US investment across EU member countries,
attempting to determine whether there seems to be any evidence as to
whether a sectoral specialisation has occurred following increased European
integration, i.e., whether particular countries attract US investment into

specific manufacturing sectors.

The remainder of the paper is structured as follows. Section 2 sets out the
framework for our anaysis while Section 3 examines the geographical
spread of US investment in manufacturing across EU countries. Section 4
compares the sectoral distribution of US investment in manufacturing
industries across EU member countries, focusing on the degree of sectoral
concentration of US investment by country. In order to compare the sectoral
concentration of investment across different countries, we generate an index
which measures changes in the degree of concentration across countries over

time. Finally, Section 5 presents some concluding comments.



2 The Framework

Analytical Background

The analysis in this paper is embedded into the analytical framework of the
"eclectic paradigm of international production” or "OLI paradigm"
(Dunning, 1988). The OLI paradigm suggests that a firm will become a
multinational if it possesses ownership (O) advantages and if it is more
profitable for the firm to internaise these rather than to engage in other
arms-length-operations (I advantage). The firm will then choose the location
according to locational (L) advantages of different countries. This paper
concentrates on L advantages, i.e., the question why a multinational chooses

location A rather than location B.

Our underlying assumption in this paper is that a US multinational company
considering an investment in the EU faces a two-step decision process.
First, it decides whether or not to invest in the EU rather than in other world
regions or countries, i.e., the EU as an economic region is in competition
with other regions in the world, such as North America, the Newly-
Industrialised Countries in the Far East (NICs), etc. Second, it chooses a
location within the Union, driven by the relative locational advantages of
different EU member states. In this anaysis we are concerned with the
second step of this process only. In the context of the eclectic paradigm, we
assume the ownership and internalisation advantages, as well as the
locational advantages of the EU per se to be given and we limit our concerns

to the locational advantages of individual EU member states.®

L ocation characteristics that would influence the first step, i.e., the decision by US companies to
invest in the EU include, inter alia, trade controlling measures in the EU, EU market size, and
exchange rate differences between the US and the EU. See, for instance, Culem (1988),
Scaperlanda and Balough (1983), and Lunn (1980, 1983) for econometric analyses of US
investment in the EU.



Based on the OLI paradigm we suggest that there are five broad categories
of locational advantages that may influence the second decision. The first
category is transport costs between the production plant and the sales
market. The firm will choose a location that has the lowest transportation
costs to the sales market, other things being equal.* Second, resource
endowments (i.e., inputs in the production process) can differ between
countries and may pull MNCs to particular locations. Availability, quality,
and costs of inputs fall into this category. An MNC will, for example, prefer
locations with an abundant supply of skilled labour and low wage rates,

ceteris paribus.

Third, market-related factors can impact on the locationa decison of
multinational companies. If the multinational investment is intended to
produce output for the local market, market characteristics, such as the size
of the host country market, income and loca demand preferences will
clearly be important for the location of such a company. In this case, it is
likely that the multinational chooses to serve markets which it served
heretofore by exports, i.e., the location of a production plant in the country
will lead to import-substitution. In the case of US investment in the EU we
assume that it is intended to serve the whole EU market. In other words, we
see US investment as being "export-oriented” (Baasubramanyam and
Greenaway, 1992). In that case we would expect that market-related
locationa factors apply to the EU as a whole only and not to individual

countries.

This characteristic may be assumed to be particularly relevant in the case of the EU. The major
part of the EU sales market is concentrated in the core of the Union which includes the Benelux
countries, France, Germany, Austria and the North of Italy. Nevertheless, plants serving this
market are located throughout the Union, including peripheral countries. Since one would
generally expect the transport costs from the periphery to the core to be highest, periphera
countries have to outweigh the relative disadvantage in transportation costs by having greater
comparative locational advantages in the other categories.

-4-



Fourth, government policies are also likely to influence business locations.
For example, the government can influence locational decisions by changing
tax policies, particularly corporation taxes, by offering investment
incentives, or by influencing the overall business environment for foreign

investors.

Fifth, industrial agglomerations are another type of location characteristic
which have been discussed in the recent literature by, inter alia, Venables
(1994) and Krugman (1991). Agglomerations are geographica
concentrations of industries which can arise from, for example, resource
endowments that attract particular industries which share a common input
(such as the agglomeration of coa and steel industry in the Ruhrgebiet in
Germany) or from to the use of a common infrastructure by different firmsin
order to minimise transportation and communication costs.  Also,
agglomerations can be created by government policies which am at
atracting particular industries to locate in a designated area. The
agglomeration of industries arises, therefore, because of the existence of one
or more of the above discussed categories of L advantages. However, once
an industrial agglomeration exists, it becomes an additional locational
advantage that attracts foreign industry. Related to the idea of
agglomerations is the concept of "first-mover-advantages' discussed by
Markusen (1991). He suggests that initial locational advantages of a country
for particular sectors can lead to a "first-mover-advantage” for the respective
country and, subsequently, to a build-up of industrial agglomerations in these

sectors.

Data

The following analysis uses data on capital expenditures by majority-owned
US affiliates in manufacturing industries as reported by the US Department

of Commerce. We choose to examine capital expenditures rather than FDI



flows or stocks since capital expenditures represent the actual investment
activities by the foreign affiliates, regardless of their source of financing of
the funds invested. FDI flows or stocks, on the other hand, include only
funds transferred from the parent company. The analysed period is 1983 to
1994, a period of particular interest in the case of US investment in the EU
for two reasons. First, there was a significant EU enlargement - Portugal
and Spain joined the EU in 1984 and Greece in 1986. One may assume that
these countries have become relatively more attractive for US investment
since joining the EU. Second, we would expect the EU Single Market to
have an impact on inward investment. While the Single Market did not
become effective before the end of 1992, one would expect US firms
anticipating its presumed effects during the middle and late 1980s, as
discussed by Aristotelous and Fountas (1996). As Dunning (1991) points
out, further economic integration in the EU can be expected to lead to the
substitution of exports from extraEU countries by local production, i.e.,

extra-EU investment can be expected to increase.

3 Geographical Distribution in the EU

Any analysis of the geographical distribution of US investment in the EU
must take into account the fact that bigger countries will always attract a
higher level of foreign investment than small countries do. To take account

of thiswe calculate aratio

. GDP

i i
= 1
S | ey /GDPEU (1)

where I, /1, denotes the market share of country j of US investment in the

EU and GDP, / GDP,, denotes country j's share of EU GDP. This ratio



enables us to analyse whether a country receives more or less US investment

than might be expected on apro rata basis.

Changes in the geographical distribution of US manufacturing investment
across EU member countries between 1983 and 1994 are indicated in Table
2. The results show that Ireland has aways attracted by far the highest
share of US investment relative to its size. The table aso indicates that
Ireland’s relative importance in the EU as a base for FDI has increased
considerably since 1983 and since 1989 in particular, with its share of EU
FDI reaching a peak in 1994 at more than seven times its share of EU GDP.
The significance of US investment for the Irish economy is likely to reflect
the strategy in Irish industrial policy towards attracting foreign investment
particularly from the US, using, inter alia, generous investment incentives
(Ruane and Gorg, 1997).

Other countries that receive a higher share of US investment than their share
of EU GDP are BLEU, the Netherlands, and the UK. In the case of the
latter, Thomsen and Woolcock (1993) and Hagedoorn and Narula (1995)
point out that the UK has had the strongest tradition as a base for US
investment in Europe. Like the UK, though on a smaler scale, the
Netherlands aso has a long tradition of attracting foreign investors,

especially from the US (Thomsen and Woolcock, 1993).

Compared with the performance of Ireland, all other peripheral countriesin
the EU, aside from the UK, attract a smaller share of US investment than
would be expected on apro rata basis. The table indicates that to date there
Isno indication that any of the recent entrants - Spain, Portugal and Greece -

have enjoyed significant increases in the share of EU FDI from the US

A country which was an investment recipient exactly on a pro rata basis would receive a share
of investment equal to its share of EU GDP, i.e,, the ratio Swould be equal to 1. If theratio is
higher than 1 the country receives a higher share of investment than its share of EU GDP, and
vice versa in the case of S< 1.



which they receive. This may indicate that peripheral locations in generd
are at arelative disadvantage compared with core countries in attracting US
investment, probably due to their unfavourable geographical location. The
UK and Ireland appear to have been able to overcome their relative
locational disadvantage in Europe; for US investors, this may be attributable
to the common language and the cultura links between both the UK and
Ireland and the US.

4 Sectoral Concentration of US I nvestment

We now turn to look at the sectora distribution of US investment in
manufacturing across EU member countries. Dunning (1997) finds that in
the 1980s the magjority of extra-EU FDI in the EU as a whole was in the
metal-based manufacturing sectors, such as transportation equipment and
electrical & electronic equipment. However, the sectoral patterns may be
assumed to be different across individual EU member countries. In the
context of the OLI paradigm, we would expect that a country offering
specific locational advantages to particular industrial sectors will attract
foreign investment over-proportionally in these sectors. This is, in some
sense, similar to the concept of comparative advantage in international trade,
which predicts that a country abundantly endowed with a particular factor
will speciaise in producing those goods whose production is intensive in
thisfactor. Inthis case, the country can be seen as possessing a comparative
advantage in the production of this factor-intensive good over other
countries. Similarly, an EU member state will attract inward investment in
those sectors for which it offers comparative locational advantages over
other EU member countries. To smplify the comparison of different EU
member states we generate an index to measure the sectoral concentration of

US investment in different countries.



Measurement of Sectoral Concentration

A convenient method to measure the sectoral concentration of foreign
investment in country j is to sum the squares of the investment shares of
sector i in country |,
Cl, =4 a? (2)
i=1
where n denotes the number of manufacturing sectors and a;; is the

proportion of foreign investment in manufacturing sector i of total foreign

investment in manufacturing in country j.°

If al sectors receive the same share of investment inflows, the index will

take the minimum vaue
Cl =1/n (3

with n denoting the number of sectors. The lower and upper limits of the
index will be 0 and 1 respectively, where the former value will be obtained
when n approaches infinity and the sectors receive equa shares of
investment. In the case that only one single sector receives al investment

inflows (n=1), the ratio equals 1.

Since we focus on foreign investment stemming from only one host country
and, moreover, a fixed set of manufacturing sectors for the whole analysis
(the US Department of Commerce defines seven manufacturing sectors) we
can compare the indices obtained for different EU countries and over the
period 1983-94. In the case of the distribution of US capital expendituresin
EU countries, aggregated into seven possible manufacturing sectors, the

concentration index is bounded between 0.1428£Cl, £1 with an index of

0.1428 indicating equal distribution among all seven sectorsin a country. In

6 This formula is similar to that used in industrial organisation theory to measure the level of

concentration within particular industries. Referred to as the Hirschman-Herfindahl index, this
index is the sum of sgquares of the market shares of firmsin a market.
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practice one would not expect the index to be 0.1428 since investment
projects in some sectors are inherently more mobile than in others and
consequently an equal distribution across all seven sectors is improbable.
Hence, one would a priori expect some level of concentration towards the
more footloose sectors, such as the electronics sector,” while sectors which
depend more on particular inputs, such as steel production, will be less
mobile. Furthermore, some sectors are very capital intensive by nature (for
example, chemical industries) and, since we measure the concentration of
invested capital, one may a priori expect a larger share of investment for

capital-intensive industries.

Equally one would not expect an index equal to 1, i.e., foreign investment in
a country being totally specialised in one industrial sector, not the least for
historical reasons® The locationa advantages (besides natural resource
endowments) of a country are subject to change over time but it is very
likely that "old" companies (companies that were attracted by the location
characteristics before the change) remain in the country (at least for some
time) even though the sectoral locational advantages have changed and

favour now other sectors.

Concentration Indices for EU Countries

We begin by examining the sectoral concentration of US investment for the
EU as awhole in order to set a benchmark for the analysis of the individua
member states. Table 3 shows that the concentration index for the EU
overall remained relatively constant over the whole period 1983 to 1994 at
around 0.18. Compared with the minimum value of the index (0.1428) the

Y offie (1993), for example, points out that the semiconductor industry is internationally very
mobile due to low transportation costs and the dependence on only two major inputs - sand and
electricity.

This is thus similar to the empirical evidence in the case of comparative advantage and
international trade. While the theory would predict a high degree of specialisation following
international trade, this outcome is not to be observed in practice.

-10-



figures for the EU indicate a relatively even sectoral spread of US
manufacturing investment in the EU since, as pointed out above, one would
not expect the value of the index to be as low as 0.1428 in practice.
Moreover, there appears to be no strong tendency towards increasing
sectoral concentration of US investment in the EU overall, reflecting the fact
that US companies are investing across the whole range of manufacturing
activities to serve the large EU market. The sectoral spread is relatively
even across sectors, given that certain sectors, for example, chemicals and

transportation equipment would be expected to be very capital intensive.

Concentration indices for EU member countries between 0.1428 and 0.18
indicate a lower level of sectoral concentration of US investment than in the
EU overal while values between 0.18 and 1 show higher rates of
concentration in the respective country. Immediately apparent is that US
manufacturing investment in the UK appears to be relatively evenly spread
across manufacturing sectors, with alevel of concentration similar to the EU
overall. This appears to indicate that the UK is attractive for US
manufacturing industry in general, and not only for particular sectors.® This
may be due to the historically close cultural and linguistic ties between the
UK and the US. Furthermore, the fact that the UK is an island (implying
relatively high transport costs to the continental EU market) and that it is in
itself a reasonably big market may attract US companies which, beside
serving the larger EU core market, intend to serve the UK market also. This
suggests that, as yet, US companies may not have taken full account of the
EU core market. The other "large" countries in the EU, namely France,

Germany and Italy also have relatively low and constant concentration

That does, however, not imply that there is no concentration of US investment in the different
regions in the UK. For example, one may expect Scotland to show a high degree of sectoral
concentration of foreign investment in electronics industries, given the attractiveness of
"Silicon Glen" as a location for electronics industries (Turok, 1993). Unfortunately, the US
data used preclude an analysis at aregional level.

-11 -



indices. Similar to the case of the UK, this may indicate that the domestic
market still dominates in attracting US firms to particular countries. Thisis
not inconsistent with our assumption that the main service market is the EU
core market, since each of these countries represents an important share of

this EU core market.

The assumption that US firms serve the domestic markets in these countries
to some extent appears to be supported by the analysis of the export ratios of
US companies in EU countries in Table 4. This table reports overall export
ratios for US firms based in EU countries and shows that the export ratios in
the UK, France, Germany and Itay were significantly lower than the EU
average in 1993; this suggests that the domestic market in these countriesis
significant as a sales market for US companies. Apart from the export ratio
for US firms in the UK, which increased significantly between 1983 and
1993, there is no clear evidence from the table that US firmsin EU countries
have changed their export patterns in response to increased European

integration since the early 1980s.

The concentration ratios in Denmark, Greece and the Netherlands have
remained relatively high and constant over the analysed period. By contrast,
during recent years the indices for Ireland and Spain have increased
considerably from arelatively low base, suggesting that these countries have
become particularly attractive for US investment in specific sectors. Indeed
these two countries are the only ones which exhibit the kind of increased
sectoral concentration which one might expect to occur following the

creation of a single market.

Sectoral Distribution of US I nvestment

Finally, Table 5 shows the actual pattern of sectoral concentration of US

investment in the EU in 1994, the most recent year for which data are

-12-



available to examine in sectoral terms what lies behind the indices presented
in Table 3. The differences in the concentration indices suggest that the
sectoral distribution at country level is not similar to that at EU levdl.
Looking first at the EU overall, we note that US investment in the chemicals
sector is very significant, accounting for amost 25 per cent of total US
capital expenditures in 1994. Given the high capital intensity of production
in this sector, the importance of the chemicals sector is not surprising since
we are measuring capital expenditures. The other two relatively large

sectors are transport equipment and other manufacturing.

Turning to the counties, which are competing with each other for FDI from
the US, one can identify groups of countries which appear to have high
levels of US FDI in particular sectors. In Denmark and Greece, which
account for the lowest EU shares of US FDI on a pro rata basis, US
investment is heavily concentrated in the food & kindred products, and
chemicals sectors. The same result goes, albeit to a lesser extent, for
Portugal. Another distinct group is Germany, the UK, and Spain. In these
countries, US investment is particularly significant in the transportation
equipment (including automobiles) and chemicals sectors. In Germany and
the UK, the size of the national markets and the long tradition in the
transportation sector make this result unsurprising, particularly since US
investment in that sector frequently involved take-overs of or mergers with
existing companies. Span’s attraction as a location for US investment is
undoubtedly due to its relatively low labour costs (compared to the
neighbouring EU countries, except Portugal) and its proximity to the
European core market, which minimises transportation costs for firms

serving that market.*

As Jacobsen and Andreosso (1990) conclude in a comparison of foreign investment in Ireland
and Spain, "Spain would be preferred as a peripheral location that is also part of the continental
road and rail network" (p. 326).
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France, Italy and the Netherlands form a third group of similar countries.
US investment is particularly strong in chemicas, aso in other
manufacturing and non-electrical machinery.* Finally, the only country that
does not seem to fit into a group with other countries is Ireland, where US
investment in the eectronics sector accounts for by far the largest share,
while investment in chemicals is aso significant. As discussed by Ruane
and Gorg (1997), this pattern might be expected in the light of the policy
orientation towards attracting US investment particularly in the electronics

and pharmaceuticals sectors.

5 Conclusion

The analysis in this paper showed that EU countries seem to attract US
investment into different industrial sectors. In the framework of this paper,
this seems to indicate that these countries offer different locational
advantages which are attractive for investment in different sectors.
Regarding patterns of sectoral concentration over time, on the one hand, we
found that US investment in mainly small and peripheral countries seems to
be more sectorally specialised, while, on the other hand, the big and mostly
core EU countries appear to be attractive for investment in al manufacturing
sectors. Based on the theory one would predict that, in the larger single
market, different member countries may tend to specialise into attracting
investment into particular sectors according to thelr relative locational
advantages. This process is not yet apparent, certainly at this level of
aggregation, though evidence that the process is under way may be obtained
from data at a lower level of sectoral aggregation and at a regional, instead

of national, level.

1 Comments on BLEU are not meaningful in this analysis due to the two missing observations.
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Tablel

Tables

Geogr aphical Distribution of World-wide US investment in
Manufacturing, 1983-1994
(shares of capital expenditures by US companiesin per cent)

1983 1984 1985 1986 1987 1988 1989 1990

1991 1992 1993 1994

EU 546 526 50.3 506 534 526 514 58.7 60.1 600 519 511
NAFTA 198 208 23.7 26.0 21.1 203 223 182 154 158 195 211
AsaPacificl 11.0 12.7 141 133 142 16.6 16.1 12.7 147 127 150 145
others 146 139 119 101 11.3 105 102 105 98 115 136 133
Source; Own estimates derived from US Department of Commerce data
Table2 Scale-adjusted Distribution of US Capital Expendituresin
Manufacturing across EU Countries, 1983-1994
(share of US capital expenditures in EU/share of GDP in EU)
Country 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994
BLEU 15 15 16 23 23 21 23 20 18 18 17 21
Denmark 02 02 02 02 02 02 02 02 02 02 02 02
France 08 08 07 07 08 07 07 08 08 08 07 06
Germany 11 11 13 12 09 10 10 12 11 11 10 10
Greece 02 02 00 01 02 02 01 00 02 02 02 03
Ireland 35 47 39 36 37 40 36 39 40 63 74 74
Italy 05 04 06 05 05 05 05 05 04 04 05 04
Netherlands 13 15 16 14 15 16 16 17 18 15 15 14
Portugal 06 05 07 03 06 07 05 04 05 05 05 04
Spain 09 06 05 05 08 08 08 08 06 08 09 0.9
UK 15 15 17 15 16 15 15 19 17 15 16 17
EU 12 10 10 10 10 10 10 10 10 10 10 10 10
Source; Own estimates derived from US Department of Commerce data and GDP

data from European Commission (1996).
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Table3

Sectoral Concentration Indicesfor US Investment in
Europe, 1983-1994 *

1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994
Belgium na na na na na na 032 032 na na 028 na
Denmark 042 na na 034 033 030 na na 0.32 0.34 041 045
France na na 026 027 0.25 025 n.a 022 0.23 0.24 0.23 0.22
Germany 0.24 0.22 0.24 0.22 0.18 0.19 0.20 0.22 0.23 0.25 0.22 0.22
Greece 0.59 050 n.a 038 na 0.31 040 0.39 0.44 0.42 0.49 0.50
Ireland 0.21 na 021 019 0.20 0.21 0.20 0.21 0.22 0.23 0.30 0.32
Italy na 0.22 022 0.20 0.20 0.23 0.23 0.18 0.22 0.21 0.19 0.20
Netherlands | na na 025 0.25 0.28 0.29 041 0.37 0.22 0.26 0.26 0.24
Portugal na 021 na na na na 024 022 na na na 024
Spain na n.a 018 0.18 0.17 0.21 0.20 0.21 0.20 0.29 0.30 0.29|
UK 0.19 0.17 0.17 0.17 0.17 0.16 n.a 0.22 0.20 0.18 0.18 0.18
EU 12 0.19 0.18 0.18 0.17 0.16 0.18 0.19 0.18 0.17 0.18 0.18 0.18

Note: n.a.: not available

Source: Own estimates derived from US Department of Commerce data
Table4 Proportion of Total Sales Exported by US companies based
in EU countries, 1983-93

1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993
BLEU 709 698 684 688 677 698 698 677 676 673 644
Denmark 53.0 542 527 526 507 488 482 na n.a n.a n.a
France 351 371 390 381 368 366 335 342 355 368 346
Germany 431 428 449 453 451 451 4377 418 37.2 399 403
Ireland 836 888 900 913 917 941 750 819 902 910 889
Italy 269 273 270 281 281 286 273 275 283 261 300
Netherland | 654 651 660 66.2 666 637 699 711 721 644 620
Portugal 413 446 427 505 485 402 na 393 340 na 30.6
Spain 311 na 368 324 294 296 302 314 348 339 332
UK 280 300 310 286 307 306 286 345 385 400 396
EU 12 413 426 435 422 425 424 411 424 430 434 431

Note: n.a.: not available
Greece is not included since it attracts only a very small amount of US
investment and, consequently, accounts only for a small fraction of exports.

Own estimates derived from US Department of Commerce data

Source;

12
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Table5

Sectoral Distribution of US capital expendituresacross EU

countries, 1994

(in per cent of total manufacturing in the country)

Country/ Food & Chemical Primary Non- Electric Transp. Other  Total
Sector| kindred & alied & fabric. eectrical & equipm. manufac- manufac-
products products metals mach. electron. turing  turing
equipm.
BLEU 10.9 47.3 2.0 4.5 25 na n.a 100.0
Denmark 64.3 12.9 14 0.4 8.6 29 8.6 98.9
France 13.0 32.3 2.2 18.9 4.3 4.5 248 100.0
Germany 12.9 14.5 4.3 11.0 6.1 38.7 126 100.0
Greece 65.4 25.0 0.0 0.0 0.5 0.0 9.6  100.5
Ireland 2.7 23.2 11 7.2 48.7 0.3 16.8  100.0
Italy 11.7 275 3.0 23.3 5.0 9.0 204 99.9
Netherlands 17.8 37.7 5.0 5.6 10.4 0.6 229 100.1
Portugal 25.3 36.0 5.3 2.7 10.7 17.3 40 1013
Spain 8.8 28.9 21 3.1 5.4 42.8 9.0 100.1
UK 10.0 20.5 51 15.2 59 26.9 16.4  100.0
EU 12 11.9 24.5 3.7 12.0 8.2 22.6 17.1  100.0
Source: Own estimates derived from US Department of Commerce data

=17 -




Refer ences

Aristotelous, K. and Fountas, S. (1996) "An Empirica Analysis of Inward
Foreign Direct Investment Flows in the EU with Emphasis on the
Market Enlargement Hypothesis'. Journal of Common Market
Sudies, Vol. 34, No. 4, pp. 571-583.

Balasubramanyam, V.N. and Greenaway, D. (1992) "Economic Integration
and Foreign Direct Investment: Japanese Investment in the EC".
Journal of Common Market Studies, Vol. 30, No. 2, pp. 175-193.

Blair, A.R. (1987) "The Relative Distribution of United States Direct
Investment: The U.K./EEC experience". European Economic Review,
Vol. 31, pp. 1137-1144.

Culem, C.G. (1988) "The Locational Determinants of Direct Investment
Among Industrialized Countries’. European Economic Review, Vol.
32, No. 4, pp. 885-904.

Dunning, J.H. (1988) Explaining International Production (London: Unwin
Hyman).

Dunning, JH. (1991) "European Integration and transatlantic foreign direct
investment: the record assessed"”. In Yannopoulos, G.N. (ed.) Europe
and America, 1992: USEC economic relations and the single
European market (Manchester: Manchester University Press), pp.
153-174.

Dunning, JH. (1997) "The European Interna Market Programme and
Inbound Foreign Direct Investment”. Journal of Common Market
Sudies, Vol. 35, No. 1, pp. 1-30.

European Commission (1996) Annual Economic Report for 1996 European

Economy No. 61. (Brussels: European Commission).

-18-



Hagedoorn, J. and Narula, R. (1995) "Evolutionary understanding of
corporate foreign investment behaviour: US foreign direct investment
in Europe”. mimeo. MERIT, University of Limburg, Maastricht.

Jacobsen, D. and Andreosso, B. (1990) "lreland as a Location for
Multinational Investment”. In Foley, A. and Mulreany, M. (eds.) The
Sngle European Market And The Irish Economy (Dublin: Institute of
Public Administration), pp. 307-334.

Krugman, P. (1991) Geography and Trade (Cambridge, MA: MIT Press).

Lunn, J. (1980) "Determinants of U.S. Direct Investment in the E.E.C.:
Further Evidence" European Economic Review, Vol. 13, pp. 93-101.

Lunn, J. (1983) "Determinants of U.S. Direct Investment in the E.E.C.:
Revisited Again" European Economic Review, Vol. 21, pp. 391-393.

Markusen, J.R. (1991) "First Mover Advantages, Blockaded Entry, and the
Economics of Uneven Development” In Helpman, E. and Razin, A.
(eds.) International Trade and Trade Policy (Cambridge, MA: MIT
Press), pp. 245-269.

Nicolaides, P. and Thomsen, S. (1991) "Can Protectionism Explain Direct
Investment?' Journal of Common Market Sudies, Vol. 29, No. 6, pp.
635-643.

Ruane, F. and Gorg, H. (1997) "The Impact of Foreign Direct Investment on
Sectoral Adjustment in the Irish Economy" National Institute
Economic Review, No. 160, pp. 76-86.

Scaperlanda, A. and Balough, R.S. (1983) "Determinants of U.S. Direct
Investment in the E.E.C.. Revisited" European Economic Review,
Vol. 21, pp. 381-390.

Thomsen, S. and Woolcock, S. (1993) Direct Investment and European
Integration: Competition among Firms and Governments (London:

The Royd Institute of International Affairs and Pinter Publishers).

-19-



Turok, I. (1993) "Inward Investment and Loca Linkages. How Deeply
Embedded is 'Silicon Glen'?" Regional Studies, Vol. 27, No. 5, pp.
401-417.

Venables, A.J. (1994) "Economic Integration and Industrial Agglomeration”
Economic and Social Review, Vol. 26, No. 1, pp. 1-17.

Yoffie, D.B. (1993) "Foreign Direct Investment in Semiconductors’ In
Froot, K.A. (ed.) Foreign Direct Investment (Chicago: The University
of Chicago Press), pp. 197-228.

-20-



