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FDI inflow in transition countries expected to decline

The new WIIW-WIFO data compilation of foreign direct investment (FDI) in
Central and Eastern Europe and the former Soviet Union has just come out,
featuring data for 2001 and estimating FDI developments in 2002. Special
attention is given to Austrian direct investments in the region.

The worldwide decline of FDI in 2001 passed without any major direct impact
on the transition countries: the drop of international mergers and acquisitions
caused a setback of FDI flows among the advanced countries only. But due to
the stagnation of the leading economies and the loss in market value of a
number of transnational corporations, investment plans for 2002 were scaled
back. This affected also direct investments in Eastern European countries
where we expect less FDI in 2002 than in the previous year.

In the Central European transition countries the FDI inflow in the first three
months of 2002 was just about one half of the previous year's level. Export-
oriented investments were delayed because of the downturn of the European
business cycle and privatization-related investments occurred less frequently
due to missing offers. For Poland, a country with home-made economic
stagnation, the prospects are bleak for the rest of the year as well. But in the
Czech Republic, energy sector privatization may give a boost. As to
Hungary, the record FDI of 2001 will certainly not be achieved, however,
USD 1.5-2 billion reinvested profits are not covered by statistics.

The main exceptions to the declining trend are represented by Slovakia and
Slovenia. A major increase of FDI will be booked in Slovakia, which sold 49%
of the gas transit transport company in March for USD 2.7 billion. Together
with the expected electricity sector privatization the annual inflow may double
compared to the previous year. Slovenia had a record level of FDI inflow in
2001 which will most likely be surpassed in 2002. The privatization of the
banking sector has finally started and also companies privatized earlier to
dispersed owners and funds attract new foreign capital.

Romania and Bulgaria pursue a slow privatization policy which can attract
only modest FDI for some years. They also feature a growing economy and
low wages attracting investors to the labour-intensive light industries. The
countries of the western Balkans have gained more stability but their
transformation to market economies is still incomplete and investors rarely
take the risk to come to these countries. The exception is Croatia, with its



more advanced economy and progress in privatization. Investors are less
interested in the least developed countries of the region, Albania and Bosnia
& Herzegovina. The start of economic transformation in Serbia awoke the
interest of investors and the sale of cement companies early this year mark
the outset of privatization-related FDI.

In the former Soviet Union, Russia is the main target of investments but
restrictions of foreign penetration survive and local market circumstances are
often deterrent. In the first months of 2002, the FDI inflow was lower than a
year earlier and the general slowdown of the Russian economy makes
forecasts more moderate. As to the Asian CIS countries, only the extracting
sectors of Kazakhstan and Azerbaijan attract investments.

Recent developments have not changed the basic features of per capita FDI in
Central and Eastern Europe. The Czech Republic, Estonia and Hungary report
the highest per capita stocks, followed by the Slovak Republic, Croatia,
Slovenia and Poland. These are the countries with intensive corporate
integration with the European Union.

For the rest of the countries in the region the amount of FDI is meagre.
However, foreign companies may acquire great economic importance even if
the invested amount is small. For instance, the amount of FDI in Romanian
manufacturing (USD 2 billion) does not suggest that 38% of the sales and
44% of the exports is produced by foreign affiliates. In the case of Bulgaria
only about USD 800 million has been invested into the banking sector, but by
this amount foreign affiliates acquired 70% of the banking assets. To achieve a
similar rate of control in the Slovak Republic USD 1.2 billion was necessary, in
the Czech Republic more than USD 4 billion.

Austrian direct investments in Eastern Europe expanded strongly already in
2000, mainly in the neighbouring countries. At USD 2.1 billion
(EUR 2.4 billion), new investment more than doubled as compared with 1999
and this remarkable performance was repeated in 2001. The great importance
of the transition countries for the Austrian economy is illustrated by the fact
that of the total Austrian new direct investment abroad, nearly 40% were
allocated to Central and East European countries in 2000, and that this figure
went up to fully 80% in 2001. According to the latest available data, total
Austrian FDI again increased noticeably in 2002: in the first four months of the
current year, EUR 1.8 billion was invested abroad — nearly three times as
much as in the same period in 2001. Regional statistics are not yet available,
but CEE investments contributed considerably to this high figure without any
doubt.
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