Foreign investment and the UK – Europe’s number one

In 1998, the UK attracted €48.9 billion of foreign equity and other capital, compared to €23.4 billion in 1997. The UK was way ahead of its nearest rivals. The Netherlands had inward flows of €29.1 billion, France €24.6 billion and Belgium/Luxembourg €18.7 billion. Germany, Europe’s largest economy, managed to attract a lowly €17.8 billion of foreign direct investment. What is strange about this is that the launch of the euro should have changed everything. The UK, by failing to adopt the euro should be seeing its share of European direct foreign investment falling, as foreign investors look to exploit the advantages of the euro. 

So what is it about the UK that is still pulling in so much foreign investment relative to the rest of Europe? Businesses which decide to invest overseas will consider a wide range of factors. They will

‘... evaluate wage and non-wage labour costs, local skills and education, productivity, capacity for innovation, overall tax burdens and systems of taxation, transport facilities, the financial infrastructure, regulatory environment and legal systems as well as any potential gains and losses from the single currency.’ 

The above quote is taken from a recent report by Unice, the Brussels-based union of European businesses and employers’ bodies. Unice found that regulatory factors played a big part in influencing business location. For example, it found that it took a week to register a company in Britain, while in Germany it might take 16 weeks and in Spain 24 weeks. As Daniela Israilachwili, Unice’s chief economist, states, 

‘The single currency has not solved any of these problems for the entrepreneur wondering where to invest or restructure an existing location.’ 

However, in the long term it might not be enough just to have an economy where people speak English and where there is minimal bureaucracy. In October 2000, Toyota, Nissan and Komatsu asked the British government to clarify its position on the euro. Sony and Honda have both stated that they are reviewing their British operations in the light of the weak euro and strong pound, possible fluctuations in the pound/euro exchange rate, and the uncertainty over Britain’s euro position. Panasonic has gone one step further and announced 1300 job cuts at its factory in Cardiff. Production is to be transferred to the Czech Republic, where costs are significantly lower. The company blamed the pound/euro exchange rate for its move. Company president Kunio Nakamura warned that foreign investors were likely to quit Britain unless it joined the euro zone. 

Want to find out more?


A full discussion of multinational corporations and the motivations behind their foreign investment are given in Economic for Business Chapter 23. For Web sites, see sections F, G and H in the Hotlinks section.

