Bye, bye FDI
The most efficient car manufacturing plant in Europe is the Nissan factory in Sunderland. In January 2001, Nissan secured the plant’s medium-term future by selecting it to produce its new Micra – a model which accounts for over one third of Nissan’s European sales. Yet in October 2002, Carlos Ghosn, Nissan’s President and Chief Executive, strongly suggested that the Sunderland plant’s future might not be so secure after all. Efficient it may be, but it is outside the eurozone. Mr. Ghosn remarked that 

The only concern we have in Sunderland is not about the plant but about this [exchange rate] environment. 

We are worried about having our cost base in pounds and our revenue base in euros.

We would like, as much as possible, to have Sunderland producing a lot of cars, but at the same time making cars that would allow us to make a profit.
If the UK were to join the euro, the exchange rate risk currently faced by Nissan would be minimised and completely eliminated for sales within the eurozone.

And Nissan is not the only company expressing reservations about doing business in the UK. The chief executive of Siemens, Heinrich von Pierer, declared that Britain would be making a big mistake if it failed to enter the euro at the earliest opportunity. Siemens has been among the strongest industrial investors in the UK over the past decade. Approximately 80 per cent of Siemens’ UK exports in 2001 went to eurozone countries. It is not difficult to see why Siemens is such a strong advocate of the UK committing itself to euro membership.

If foreign direct investment (FDI) into the UK is threatened by its failure to join the euro, little solace is offered by the global environment for FDI. According to the 2002 United Nations Conference on Trade and Development (UNCTAD), 2001 was a disastrous year for FDI, with cross-border flows dropping by more than 50 per cent. What is more, the trend looks set to continue. Figures for the first seven months of 2002 show a further reduction in FDI, as the global economy, and the United States in particular, continues to slow. This is of particular concern to the UK, given the relatively high proportion of FDI it receives from the USA.

The UK appears then to be caught between the twin vices of euro exclusion and the faltering global economy, both of which present a serious threat to FDI and the future performance of the UK economy. The UK might not be able to influence the global economy and its weaknesses, but it could certainly sort out the issue of euro membership; and it would seem that it needs to do this soon, because once FDI leaves, it might take many years to get it back, even if the UK were eventually to join the euro.

Want to find out more? Britain’s entry into the euro and the debates that surround it are comprehensively dealt with in Sloman Economics (4th and 5th ed) section 25.3, Sloman Essentials of Economics (2nd ed) section 12.6 and Sloman and Sutcliffe Economics for Business (2nd ed) p692–6. For a brief review of multinational business and the motivations behind FDI see Sloman and Sutcliffe Economics for Business sections 23.2 and 23.3.

