1. INTRODUCTION[footnoteRef:1] [1: In case of any potential discrepancy between the Czech and English version of this publication, Czech version should be followed.
] 



1.1. Focus and content of the publication
The annual publication Foreign Direct Investment provides a detailed overview of foreign direct investment (FDI) statistics in the Czech Republic and domestic direct investment abroad. The publication also includes indicators of FATS statistics focusing on the structure and activity of foreign affiliates.
The publication 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 covers indicators of foreign affiliates statistics (FATS), describing the activity of domestically controlled foreign companies. 
Stocks and flows of foreign direct investment in this publication are presented according to the directional principle (outward investment = domestic investment abroad and inward investment = foreign direct investment in the Czech Republic), i.e. on a net basis (netting out mutual claims and liabilities within one direction). The decomposition of other capital on a gross basis (gross claims and gross liabilities) within individual directions of investment is available on page 10 of this publication.

1.2. FDI Statistics
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 indicators provide information on international investment activities taking the form of equity participations and related loans and on income arising from such invested capital.
The CNB bases its FDI statistics on the definition of foreign direct investment set by the OECD in accordance 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.” 
Direct investment enterprises include 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 direct investors. 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.
· 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 affiliated enterprises and fellow companies in the same enterprise group. These transactions are recorded under intercompany claims and liabilities.
When recording foreign direct investments there arises the issue of their valuation. Direct investment flows are compiled on the basis of realised investment transactions, which implies market valuation. If stocks of direct investment were also reported at market value, the foreign-owned shares in all individual companies would have to be revalued on a regular basis, which is not feasible. Therefore, when recording the value of direct investment stocks own funds at book value are used. (This value consists of the items equity plus reinvested earnings in the following tables.) 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, which corresponds to the internationally used NACE Rev. 2 classification. 
In order to comply with the confidentiality treatment requirements laid down by international regulations, the symbols C (maintenance of primary confidentiality so that direct identification of data provided by individual respondents is not possible) and D (maintenance of secondary confidentiality so that identification of data provided by individual respondents is not possible through grossing up) are used in the relevant statistical aggregates throughout this publication and the annexed tables.

1.3. FATS Statistics
The growth in foreign investment and its impact on the globalisation of the world economy has created interest in additional information permitting a deeper analysis of the activities of foreign-controlled corporations. Providing this type of information is the goal of the statistics on the structure and activity of foreign affiliates (FATS).
In 2007, Regulation (EC) No 716/2007 came into force, stipulating the unified content, definitions and indicators for statistics of foreign affiliates in the European Union. The implementation of this Regulation has led to substantial changes in the FATS statistics prepared and published by the Czech National Bank. Until 2006, so-called selected indicators (turnover, number of employees, value added, exports and imports) were compiled and published for all direct investment companies with a foreign ownership interest of at least 10% of the voting power for both Czech direct investment abroad and foreign direct investment in the Czech Republic.
Since 2007, in line with the principles of Regulation (EC) No 716/2007, the FATS variables have been reported only by the companies under foreign control, which is defined as direct or indirect control of more than half of the voting power or more than half of the shares. The controlling country is determined according to the registered office of the “ultimate controlling institutional unit”, which means the company, proceeding up the chain of control, which is not controlled by another institutional unit.
Since 2007 there has also been a division of competencies – the Czech National Bank reports data for outward statistics on foreign affiliates (i.e. foreign companies under domestic ultimate control), while inward statistics on foreign affiliates (for domestic companies under foreign control) are compiled by the Czech Statistical Office.
1.4. Private purchases & sales of real estate
[bookmark: OLE_LINK3][bookmark: _GoBack]In connection with the introduction of NACE Rev. 2 into the FDI statistics, the publication for the fifth year includes data on real estate owned by non-resident natural persons. The transitional period of five years from the date of accession to the European Union for the acquisition of residential property expired on 1 May 2009. The deadline for the seven-year transitional period for the acquisition of agricultural and forestry land expired on 1 May 2011. The administrative source for the stock calculation is the Cadastre Information System (ISKN), which contains the number, ownership interests and area of individual sites, buildings (i.e. dwelling houses and family houses) and units (apartments) of natural persons having permanent residence abroad. The ISKN does not register the citizenship of property holders. The administrative data on buildings and units obtained in this way were assessed at market value using the paid (conceded) average prices of 2013 released in the CZSO publication “Prices of Monitored Types of Property in 2011–2013”. The Ministry of Finance’s Price Bulletin (and Act No. 151/1997 Coll., on Valuation of Property) and also price maps and supply prices on the internet were used for the prices of the individual types of sites. The market valuation of the stock of property owned by non-resident natural persons as of 31 December 2013 was calculated on the basis of the above information.


1.5. Survey results – CZECH DIRECT INVESTMENT ABROAD
Stock of domestic direct investment abroad as of 31 December 2013
	
	Equity capital
	Reinvested earnings
	Equity capital                     + reinvested earnings         = own funds at book value
	Other capital
	Total at book value

	
	1.
	2.
	1. + 2.
	3.
	1.+2.+3.

	CZK billion
	212.7
	169.9
	382.6
	29.0
	411.6

	USD billion
	10.7
	8.5
	19.2
	1.5
	20.7

	EUR billion
	7.7
	6.2
	13.9
	1.1
	15.0


Exchange rate as of 31 December 2013:   USD 1 = CZK 19.894    EUR 1 = CZK 27.425
[bookmark: OLE_LINK1][bookmark: OLE_LINK2]Note: Because of rounding to one decimal place, the sum of the individual items in this table may not correspond to the totals at book value. The rounding principle applies also to the respective charts and tables. Thus, the sum of the sub-aggregates may not correspond to the corresponding aggregate.

At the end of 2013 the stock of domestic direct investment abroad increased by CZK 80.7 billion compared to the previous year, to CZK 411.6 billion. The rise in investment volume was caused mainly by an increase in equity.
The largest volume of domestic capital was invested in financial intermediation except insurance and pension funding - CZK 233.5 billion.
As regards the territorial breakdown of capital under domestic influence abroad, the Netherlands was again the most attractive country for foreign investment and accounted for 41.9% of the volume of total direct investment abroad. The capital invested in Slovakia makes up 14.5% of foreign investment, followed by Cyprus and Romania.
The focal point of domestic investment abroad is gradually shifting from enterprises with sales and production/sales activities to areas such as foreign activity management, provision of financial and credit services and tax optimisation. A specific feature is the rise in investment in the energy sector.
Apart from the amount of capital invested and the income associated with it, the share of domestic enterprises in foreign economies is characterised by FATS statistics indicators, including turnover, number of employees, value added, personnel costs, gross investment in tangible goods and exports and imports of goods and services.
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1.6. Survey results – FOREIGN DIRECT INVESTMENT IN THE CZECH REPUBLIC

Stock of foreign direct investment in the Czech Republic as of 31 December 2013

	
	Equity capital
	Reinvested earnings
	Equity capital                     + reinvested earnings         = own funds at book value
	Other capital
	Total at book value

	
	1.
	2.
	1. + 2.
	3.
	1.+2.+3.

	CZK billion
	1 338.4
	1 120.9
	2 459.2
	209.5
	2 668.7

	USD billion
	67.3
	56.3
	123.6
	10.5
	134.1

	EUR billion
	48.8
	40.9
	89.7
	7.6
	97.3



Exchange rate as of 31 December 2013:    USD 1 = CZK 19.894     EUR 1 = CZK 27.425
Note: Because of rounding to one decimal place, the sum of the individual items in this table may not correspond to the totals at book value. The rounding principle applies also to the respective charts and tables. Thus, the sum of the sub-aggregates may not correspond to the corresponding aggregate.
At the end of 2013 foreign direct investment in the Czech Republic totalled CZK 2.67 trillion. 
As regards the individual FDI components, changes compared to 2012 were recorded for equity capital, reinvested earnings and other capital. Equity capital rose by CZK 34.2 billion and reinvested earnings by CZK 82.5 billion. Other capital, representing net FDI liabilities vis-à-vis affiliates, decreased in comparison with the previous year by about CZK 48.8 billion. The volume of dividends paid out to parent enterprises abroad reached CZK 200.0 billion in the year under review. 
The sector structure of direct investment in the Czech Republic remains stable in comparison with the previous period. Category K6400 Financial intermediation, insurance and pension funding enjoys the greatest share of foreign capital (27.9%), followed by C2900 Manufacture of motor vehicles, trailers and semi-trailers (10.1%) and L6800 Real estate activities (6.8%). Services account for 56.2% of the total volume of invested capital, while manufacturing records a 32.2% share.
From the geographical perspective, the greatest share of capital invested in the Czech Republic comes from the Netherlands (28.6%), Austria (14.0%) and Germany (11.3%). Countries with total invested capital exceeding CZK 100 billion also include Luxembourg, France, Switzerland and Belgium. 
The share of foreign investment from EU countries decreased to 87.0%, and almost 92.8% of foreign investment is from Europe generally. Only 7.2% of the foreign capital comes from countries outside Europe, with the USA and the Republic of Korea being the most significant investors. 
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FDI other capital is currently – in line with international methodology – compiled on a net basis (netting-out of mutual claims and liabilities following the directional principle of Foreign Direct Investment). The table below presents the individual components (gross claims and liabilities).

FDI other capital components:

	
	CZK billion
	USD billion
	EUR billion

	Other capital balance (net obligations) – foreign direct investment in the Czech Republic 
	209.9
	10.6
	7.7

	Gross claims – foreign direct investment in the Czech Republic
	491.8
	24.7
	17.9

	Gross liabilities – foreign direct investment in the Czech Republic
	701.7
	35.3
	25.6

	Other capital balance (net claims) – Czech investment abroad
	29.0
	1.5
	1.1

	Gross claims – Czech investment abroad
	40.9
	2.1
	1.5

	Gross liabilities – Czech investment abroad
	11.9
	0.6
	0.4



Exchange rate as of 31 December 2013:    USD 1=CZK 19.894      EUR 1=CZK 27.425
Note: Because of rounding to one decimal place, the sum of the individual items in this table may not correspond to the totals at book value. 
The geographical breakdown of investment described above is based on the registered addresses of corporations investing directly in the Czech Republic. However, for tax optimisation reasons many multinational companies invest in the Czech Republic via third countries, in particular via subsidiaries established in the Netherlands, Luxembourg or Cyprus.
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