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.

Closely linked with FDI reporting is the issue of quantifying the globalisation process and the statistics on foreign affiliates. In 1998, the CNB changed its FDI reporting methodology to harmonise the Czech FDI statistics with international standards. Starting with the data for 1997 the reporting duty to international organisations in the area of FDI stocks has been met to the full extent for all required indicators. In 1999, the Czech Republic became one of the first OECD and IMF member countries to start submitting data 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. 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 and 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.

Survey results

CZECH DIRECT INVESTMENT ABROAD

Stock of domestic direct investment abroad as of 31 December 2002


Equity

capital
Reinvested

earnings
Equity capital

+ reinvested earnings
Other capital
Total

CZK billion
47,1
-7,6
39,5
4,9
44,4

USD billion
1,6
-0,3
1,3
0,2
1,5

EUR billion
1,5
-0,3
1,2
0,2
1,4

Note: 
exchange rate
1 USD = 30,141 CZK




1 EUR = 31,600 CZK

As of 31 December 2002, the volume of direct investment by domestic investors abroad was CZK 44.4 billion. The stock of Czech direct investment abroad as of the end of 2002 was CZK 3 billion higher than a year earlier. As in previous years, the investment activity of Czech companies abroad is not broadly based and the financial results of foreign subsidiaries on aggregate show sizeable fluctuations.

The largest amounts are invested in financial intermediation and insurance and in wholesale and retail trade and repairs. The Czech direct investment abroad is still determined primarily by the need to secure markets for domestic products and the allocation of free funds. The establishment of production facilities abroad is much less frequent. 

Turning to the geographical breakdown, the largest volume of domestic investment as ever went to Slovakia (the share of Slovakia in the total volume of Czech investment increased from 24 % to 36 % year-on-year). The establishment of subsidiaries in tax havens is associated with tax optimisation: Czech direct investment in Liechtenstein, the British Virgin Islands and Cyprus account for more than 40 % of the total. Subsidiaries in Luxembourg and the Netherlands are presumably being established for similar reasons.
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FOREIGN DIRECT INVESTMENT IN THE CZECH REPUBLIC

Stock of foreign direct investment in the Czech Republic as of 31 December 2002


Equity

capital
Reinvested

earnings
Equity capital

+ reinvested   earnings
Other capital
Total

CZK billion
798,1
215,0
1 013,1
152,4
1 165,5

USD billion
26,5
7,1
33,6
5,1
38,7

EUR billion
25,3
6,8
32,1
4,8
36,9

Note: 
exchange rate
1 USD = 30,141 CZK

1 EUR = 31,600 CZK

As of 31 December 2002, the volume of FDI in the Czech Republic totalled CZK 1,165.5 billion, a year-on-year increase of about CZK 183 billion. The privatisation of Transgas was the largest investment project in 2002. 

The overall FDI volume in the Czech Republic represents investment in about 3,700 companies. This group comprises all the foreign investors in the Czech Republic except for statistically insignificant minor entrepreneurs. The 70 largest companies account for around half the total FDI. In terms of geographical breakdown, the Netherlands and Germany as ever account for the largest share, with over 56 % of the capital invested. More than 86 % of the total volume of FDI in the Czech Republic comes from EU countries.

The sectoral breakdown of FDI in the Czech Republic showed no major changes. The largest stocks of investment were recorded in financial intermediation and insurance, transport and telecommunications, and wholesale and retail trade. Together with other services branches, they made up 53 % of the FDI stock. A total of 36 % of the foreign capital invested in the Czech Republic went into manufacturing, most notably manufacture of refined petroleum products, chemicals and other non-metallic mineral products, and motor vehicles.
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The selected indicators characterising the performance of foreign-owned Czech companies  cover sales, value added, and exports and imports of goods and services. These indicators all increased, albeit at a slower pace than in 2001. Foreign-owned corporations generated a trade surplus of just CZK 4 billion, as compared to CZK 18 billion in 2001. This outcome was strongly affected by the inclusion of data for Transgas, whose trade balance is characterised by high volumes of gas imports. This investment also had a substantial effect on the increase in value added in transport and telecommunications. Manufacturing, financial intermediation and other services also recorded increases in value added. Employment in foreign-owned companies was in line with the whole-economy trend, the registered number of employees falling by around 14,000 from a year earlier. 

Sales were up by almost CZK 200 billion on 2001. Owing to inflow of foreign investment in equity capital, some industries (e.g. manufacture of office machinery and computers, electricity, gas and water supply, sale and repair of motor vehicles, land transport, transport via pipelines, financial intermediation) showed a rise in sales. Some industries (manufacture of food and beverages, manufacture of paper) recorded increases in sales despite an unchanged level of equity capital compared to the previous year or despite a reduction in investment in equity capital. However, without further analysis, for example of costs, the rise in sales in these industries cannot be unequivocally attributed to a rise in performance. A fall in sales in the categories of data processing and real estate activities is due to corporate restructuring and a change in the sectoral classification.

The breakdown of foreign-owned corporations in the Czech Republic with respect to number of employees reveals that the largest FDI volume (about 64 % of the total) is concentrated in large companies with more than 250 employees. Medium-sized enterprises (with 51–250 employees) account for 14 % of the foreign capital, and the remaining approximately 22 % is in small enterprises (with less than 50 employees) and firms with no employees. Foreign owners have a controlling influence in most of the foreign-owned corporations. More than 66% of the enterprises are wholly foreign-owned, and a further 23 % are more than 50 % foreign-owned.
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