1. INTRODUCTION

Focus and content of the publication

The annual publication Foreign Direct Investment provides an in-depth statistical survey of foreign direct investment (FDI) in the Czech Republic and domestic direct investment abroad. The FDI statistics are compiled in accordance with the international standards adopted by the OECD, the European Commission and the IMF for compilation of the balance of payments, of which they are a part.

The FDI statistics provide information on international investment activities taking the form of equity participations and related loans and on income arising from such invested capital. The expansion of foreign investment is also generating rising interest in other statistical data facilitating more in-depth analysis of the activities of foreign-owned or foreign-controlled corporations. The monitored indicators include number of employees, sales, value added, exports and imports, but the list should be extended to cover other data such as gross investment in tangible goods, research and development expenditure, production value, personnel costs, purchases of goods and services etc. The indicators given for foreign-controlled corporations are part of the statistics on foreign affiliates (FATS Statistics).

The publication Foreign Direct Investment consists of five sections. The first two sections contain summary and cross-sectional tables with data on stocks of direct investment abroad and in the Czech Republic broken down by economic activity and territory and distribution of inward direct investment into regions. The next section presents data on direct investment flows in the reference year. The following section gives time series for FDI stocks and flows since the establishment of the Czech Republic in 1993. The last section includes selected indicators for foreign affiliates.

Definition of foreign direct investment

The CNB bases its FDI statistics on the definition of foreign direct investment set by the OECD in harmony with EUROSTAT and the IMF. This definition specifies that: 

“Foreign direct investment reflects the objective of obtaining a lasting interest by a resident entity in one economy (“direct investor”) in an entity resident in an economy other than that of the investor (“direct investment enterprise”). The lasting interest implies the existence of a long-term relationship between the direct investor and the enterprise, and a significant degree of influence on the management of the enterprise. Direct investment involves both the initial transaction between the two entities and all subsequent capital transactions between them and among affiliated enterprises, both incorporated and unincorporated.” A direct investment enterprise is defined as “an incorporated or unincorporated enterprise in which a foreign investor owns 10 per cent or more of the ordinary shares or voting power of an incorporated enterprise or the equivalent of an unincorporated enterprise.” 

A direct investment enterprise includes directly and indirectly owned affiliates. These are divided – according to the investor’s percentage ownership of the ordinary shares or voting power – into subsidiaries (more than 50%), associates (10%–50%) and branches (wholly-owned permanent establishments or offices of a direct investor; land and structures directly owned by a foreign resident; or mobile equipment that operates within an economy for at least one year). 

In addition to shares in equity capital, foreign direct investment covers reinvested earnings and other capital, including lending transactions with a direct investor. The composition of direct investment can thus be expressed using the following relationship: 

Direct investment = equity capital + reinvested earnings + other capital

· Equity capital comprises nonresident investment in the equity of a company (equity in branches, all shares in subsidiaries and associates).

(
Reinvested earnings consist of the direct investor’s share (in proportion to direct equity participation) of earnings not distributed as dividends. 

(
Other capital covers the borrowing and lending of funds, including debt securities and trade credits, between direct investors and their subsidiaries, associates and branches. These transactions are recorded under intercompany claims and liabilities.
In compliance with the methodology applied in the EU, the territorial breakdown of foreign direct investment is based on the country of the immediate investor. The ultimate owner of the investment may thus come from some other country (for example, if a parent company owns a foreign affiliate which invests in the Czech Republic, the investment is classified as originating in the home country of that affiliate). The industrial breakdown is based on the Branch classification of economic activities (OKEC), that corresponds to the internationally used NACE classification.

The information is published according to the Guideline of the ECB of 22 December 1998 concerning the common rules and minimum standards to protect the confidentiality of the individual statistical information collected by the ECB assisted by the national central banks (ECB/1998/np28).
Confidential statistical information due to identifiable respondents is in the publication indicated by “R”.

Survey results
CZECH DIRECT INVESTMENT ABROAD
Stock of domestic direct investment abroad as of 31 December 2004
	
	Equity

capital
	Reinvested
earnings
	Equity capital
+ reinvested earnings
	Other capital
	Total

	CZK billion
	57,2
	13,5
	70,7
	13,4
	84,1

	USD billion
	2,6
	0,6
	3,2
	0,6
	3,8

	EUR billion
	1,9
	0,4
	2,4
	0,4
	2,8


Exchange rate as of 31 December 2004: 
1 USD = 22,365 CZK







1 EUR = 30,465 CZK

The stock of direct investment by Czech investors abroad as of 31 December 2004 was CZK 84.1 billion, up by CZK 25 billion year on year, of which increase in equity amounted to more than CZK 8 billion. The largest Czech investment project, which made Bulgaria one of the largest recipients of Czech investment, was the entry of ČEZ into a Bulgarian distribution company. The increase in Czech investment abroad was due in large part to the activities of domestic financial groups in countries with favourable tax regimes (the Netherlands and Luxembourg) as well as, in particular, Russia, which for the first time was listed among the eight most important target countries for Czech investment. 

Direct investment abroad recorded a substantial annual rise in reinvested earnings of CZK 11 billion. This result was most affected by growth in profitability in wholesale trade and financial intermediation. A significant rise in reinvested earnings was also recorded for business services, owing to the increased activity of domestic financial groups abroad. Invested credit capital grew by almost CZK 6 billion compared to 2003, primarily in wholesale trade, postal and telecommunications services and business services.

76% of domestic investment went into services, while the manufacturing sector accounted for a mere 12% of the total. As regards the economic activities structure, the largest volumes of funds are still being invested in financial intermediation, which accounts for almost 41% of the total capital invested abroad. 

As for the geographical breakdown, the largest proportion of Czech investment traditionally goes to Slovakia, whose share, however, declined to 22% of the total volume of investment from 30% the previous year. The other main recipients of investment are the Netherlands and Cyprus. It used to be the case that the companies set up in Slovakia and other Central and Eastern European countries were generally production and sales businesses. However, 2004 saw the beginning of an expansion in energy sectors and lending services in this territory. By contrast, companies in the other main Czech investment target countries are more often founded to manage foreign activities or to optimise tax burdens. This can be assumed for most of the investment going to Cyprus and Liechtenstein, but also the Netherlands and Luxembourg. Domestic companies also set up special purpose entities, which are used, for example, to manage assets or to raise funds on foreign capital markets.
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FOREIGN DIRECT INVESTMENT IN THE CZECH REPUBLIC
Stock of foreign direct investment in the Czech Republic as of 31 December 2004
	
	Equity capital
	Reinvested
 earnings
	Equity capital
+ reinvested earnings
	Other capital
	Total

	CZK billion
	800,6
	321,2
	1 121,8
	158,8
	1 280,6

	USD billion
	35,8
	14,4
	50,2
	7,1
	57,3

	EUR billion
	26,3
	10,5
	36,8
	5,2
	42,0


Exchange rate as of 31 December 2004: 
1 USD = 22,365 CZK







1 EUR = 30,465 CZK

The stock of foreign direct investment in the Czech Republic as of 31 December 2004 was up by CZK 119 billion compared to 2003, amounting to CZK 1,280.6 billion. Unlike in previous years, 2004 saw no major one-off large-scale investment project, with the increase in investment funds being spread across a greater number of economic activities.

As regards the individual components of the value of foreign direct investment, the largest increase (of CZK 79 billion year on year) was recorded for reinvested earnings. This amount represents profit left on the accounts of companies in the Czech Republic which has not been distributed to foreign owners in the form of dividends or profit shares. At the same time, the volume of dividends paid abroad also increased, to CZK 73.5 billion, which indicates substantial growth in the total profit generated. The rise in dividends (of more than CZK 21 billion year on year) was mainly attributable to financial intermediation and insurance, and electricity, gas and water supply. However, the volume of dividends paid increased in most sectors. The evolution of reinvested earnings and dividends attests to considerable growth in the profitability of foreign direct investment in all sectors of the economy.

Investment into equity of Czech companies rose by almost CZK 34 billion, whereas other (credit) capital saw an only slight increase of CZK 6 billion overall. The evolution of credit relationships in groups linked by capital participations indicates a relatively stable situation in the intercompany financing of foreign-owned businesses. 

The ranking of sectors of the economy showing the largest volumes of foreign direct investment remains almost unchanged: as in the previous year, the largest share in foreign investment falls to financial intermediation and insurance (16.5%, or CZK 211 billion), followed by wholesale and retail trade and repair, investment in real estate and business services.
The largest share in the volume of foreign direct investment falls stably to the Netherlands (33%), followed by Germany, which accounts for 20% of the capital invested. Austria remains the third most important investor, with an 11% share. The eight largest investor countries also include France, the United States, Belgium, the United Kingdom and Switzerland. EU countries account for 88% of the inflow of investment into the Czech Republic, with the “old” EU countries representing a full 85%. Non-European countries account for a mere 8% of the volume of direct investment in the Czech Republic. However, some foreign investors from the United States, Japan and other countries invest in the Czech Republic through third countries (in particular subsidiaries founded in the Netherlands, Luxembourg or Cyprus).

As regards the sectors of the economy, services account for 50% of the total inflow of foreign investment, while manufacturing has a 40% share. Of the other sectors, electricity, gas and water supply also has a significant share, accounting for almost 7% of direct investment in the Czech economy.
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The evolution of the selected indicators characterising the performance of foreign-owned Czech companies in 2004 reflects the positive developments in the Czech economy. The value of all the indicators monitored – sales, number of employees, value added and exports and imports of goods and services – saw growth in 2004. Sales of foreign-owned companies increased by CZK 397 billion compared to 2003, with manufacturing generating 70% of this increase. Similarly, manufacturing sectors accounted for 63% of the growth in value added. 

According to the CNB’s annual survey, a positive trend was recorded for the balance of trade of foreign-owned companies. The trade surplus of these companies amounted to more than CZK 56 billion in 2004, compared to CZK 45 billion a year earlier. There was particularly buoyant growth in exports of motor vehicles, machinery and electrical equipment.

An analysis of the attractiveness of domestic companies to foreign investors by company size shows that the largest volume of direct investment (more than 63% of the investment in equity capital) is concentrated in large companies with more than 250 employees. 14% of the foreign capital is allocated in medium-sized enterprises with 51–250 employees, while companies with 50 employees or less and companies reporting no employees account for the remaining 23%. When the overall stock of direct investment in the Czech Republic is taken into consideration, i.e. not only funds invested in equity, but also reinvested earnings and credits granted by foreign investors, the share of companies with more than 250 employees rises to 66% of total investment capital.

Foreign investors have a dominant influence in the majority of companies. Of the total number of about 3,900 foreign-owned companies, more than 73% are wholly owned by foreign investors and in 20% the share of foreign capital exceeds 50% of registered capital.
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