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Media reports suggest that some UK firms have started to move production
abroad in anticipation of Brexit. Using data on announcements of new foreign
investment transactions, this column reports evidence that the Brexit vote has
led to a 12% increase in the number of new investments made by UK firms in
EU27 countries. At the same time, new investments in the UK from the EU27
have declined by 11%. The results are consistent with the idea that UK firms are
offshoring production to the EU27 because they expect Brexit to increase barriers to
trade and migration, making the UK a less attractive place to invest and create jobs.
Foreign direct investment (FDI) has grown rapidly in recent decades, and firms
can quickly redirect investment from one country to another (Görg and KriegerBoden 2011).
Following the UK’s vote to leave the EU in June 2016, there are concerns
that Brexit may be leading UK firms to redirect investment to other countries. In
particular, there is substantial anecdotal evidence that the threat of reduced access
to the EU market after Brexit has pushed UK firms into setting up subsidiaries or
acquiring companies in the remaining EU member states.
Media reports have documented that both large UK companies such as Barclays,
HSBC and EasyJet, and smaller companies such as Crust & Crumb, a Northern Irish
pizza maker, have invested in the EU27 in response to Brexit (The Guardian 2017,
France24 2018, The Telegraph 2018, The Journal 2018).
In new research (Breinlich et al. 2019a), we study whether the anecdotal
evidence of increased EU investment by UK firms is representative of a systematic
change in outward FDI. The form that Brexit will take remains uncertain, but it is
likely to lead to higher barriers to trade and migration between the UK and the
EU. Higher trade barriers would make it more costly for UK-based firms to export
to the EU. Consequently, there is an incentive for UK firms to invest in other EU
countries as an insurance policy against Brexit.
We measure FDI activity through a count of announced greenfield and mergers
& acquisitions (M&A) transactions. Greenfield activity refers to investments that
create new establishments or production facilities from scratch, for example
setting up a new factory. M&A transactions refer to the acquisition of existing
facilities. Our analysis focuses on the period from 2010 to 2018, during which we
observe around 100,000 transactions in total. Full details are given in Breinlich et
al. (2019b).
Figure 1 plots two key series in our dataset. It compares the count of quarterly
FDI transactions from the UK to the EU27 with the count of transactions from
non-EU OECD countries to the EU27 from 2010 to 2018, using moving averages
over the two preceding and the two subsequent quarters to smooth out volatility.
The evolution of FDI into the EU27 prior to the referendum was similar for the
UK and the non-EU OECD, with both series showing an upward trend until 2016.
But while FDI from the non-EU OECD stagnated after 2016, FDI from the UK rose
sharply in the second half of 2016 and the first half of 2017 before falling in
lockstep with non-EU OECD FDI afterwards.
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Figure 1. UK–EU27 FDI counts versus non-EU OECD–EU27 counts

Note: The figure plots the count of FDI transactions from the UK to the EU27
(solid line) and the count of transactions from non-EU OECD countries to the
EU27 excluding the UK (dashed line). The series are normalised to 100 in 2016Q2.
Source: fDi Markets and Zephyr.

Synthetic control: The doppelganger method
We employ the ‘synthetic control method’ to analyse the impact of the Brexit
vote more formally (see Born et al. 2018, who use this method to estimate the
effect of the Brexit vote on UK GDP). This is a way to estimate how UK FDI to the
EU would have evolved after 2016Q2 if the UK had not voted for Brexit.
We construct a ‘doppelganger’ that can be interpreted as the expected
trajectory of UK FDI if there had not been a Leave vote. The doppelganger is
calculated as a weighted average of FDI transactions between other developed
countries, with FDI in the EU from Switzerland and the US receiving the biggest
weights. If the referendum outcome had no discernible impact on UK FDI
behaviour, then the doppelganger and the actual series should be similar not
only before, but also after the referendum.

The referendum increased foreign investment
from the UK to the EU27
Figure 2 shows the synthetic control results. The number of FDI transactions
from the UK into the EU27 goes up substantially after 2016Q2 compared to the
synthetic control, which remains at 2014 and 2015 levels.
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Figure 2. UK–EU27 FDI counts (actual versus synthetic control)

Note: The figure plots the actual count of FDI transactions from the UK to the
EU27 (solid line) and the corresponding synthetic control series (dashed line).
Source: fDi Markets, Zephyr and authors’ calculations.
In terms of the cumulative difference between the actual and synthetic FDI
series, we find that 181 greenfield and M&A transactions from the UK into the
EU27 had taken place by 2018Q3 that would not have occurred in the absence
of Brexit. For comparison, this increase is slightly more than the average number
of quarterly FDI transactions prior to the referendum (see Figure 2). It represents
a 12% increase over the level of the synthetic control.
In terms of value, we estimate these additional FDI outflows from the UK to
the EU27 are worth approximately £8.3 billion in total by 2018Q3. Moreover,
the persistence of the gap between the actual and synthetic series in Figure 2
shows that the referendum effect has not yet died away, meaning the increase
in outward FDI due to Brexit is likely to grow further as more data becomes
available.
As a note of caution, we stress that the £8.3 billion outflow can only be
interpreted as ‘lost investment’ for the UK under the assumption that the
investment transactions would have taken place in the UK, instead of the EU27,
were it not for the Leave vote. It could also be that the referendum outcome
simply triggered additional investment by UK firms in the EU27. We therefore
regard £8.3 billion as an upper bound on lost investment.
Services move, manufacturing does not
Did the increase in outward FDI shown in Figure 2 occur in all sectors? We
split the sample between the manufacturing and services sectors and construct a
separate synthetic control for each sector.
We find a sizeable increase in outward FDI for the services sector but none
for the manufacturing sector. This suggests that the aggregate effect in Figure
2 is entirely driven by services. The result is consistent with the view that the UK
government has prioritised the interests of manufacturing over services in the
Brexit negotiations by focusing on reducing customs frictions, while ruling out
membership of the EU’s single market.
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No ‘Global Britain’ effect
Is the increase in FDI from the UK specific to the EU as a destination, or do we
observe similar changes in UK investment flows to other countries? To evaluate
this possibility, we construct a synthetic control for UK investment into non-EU
OECD countries (Australia, Canada, Chile, Israel, Iceland, Norway, Japan, Mexico,
New Zealand, South Korea, Switzerland, Turkey and the US).
In contrast to the EU as a destination, we do not observe an increase in
UK investment activity into non-EU OECD countries. That is, UK investment in
advanced economies outside Europe has not experienced a post-referendum
surge. We find no sign of a ‘Global Britain’ effect.

The opposite direction: Reduced investment
into the UK
The threat of a loss of market access after Brexit could also have led to more
investment by European firms in the UK. To see whether this has happened, we
construct a synthetic control for FDI from the EU27 to the UK.
Figure 3. EU27–UK FDI counts (actual versus synthetic control)

Note: The figure plots the actual count of FDI transactions from the EU27 to the
UK (solid line) and the corresponding synthetic control series (dashed line).
Source: fDi Markets, Zephyr and authors’ calculations.
We display the results in Figure 3. Relative to the synthetic control, investment
from the EU27 to the UK went down by around 11% after the referendum,
amounting to £3.5 billion of lost investment. This finding is consistent with
Serwicka and Tamberi (2018), who present evidence that the referendum led to
a decline in total UK FDI inflows.
This asymmetry highlights how the UK and the EU are differentially exposed to
the effects of Brexit. Put simply, because the EU is a much bigger market than the
UK, access to the EU27 is more important than access to the UK.
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Conclusion
We show that the Brexit vote has led to a 12% increase in the number of new
investments made by UK firms in EU27 countries. The increase in UK investment
in the EU27 is entirely driven by the services sector. Although it is not possible
to be certain about the reasons behind firms’ investment decisions, our results
are consistent with the idea that UK firms are offshoring production to the EU27
because they expect Brexit to increase barriers to trade and migration, making
the UK a less attractive place to do business.
By contrast, investment in the opposite direction from the EU27 into the UK
has declined by 11%.
Finally, we find no evidence of a ‘Global Britain’ effect. UK firms have not
increased their investment in OECD countries outside the EU27.
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About CAGE
Established in January 2010, CAGE is a research centre in the Department of
Economics at the University of Warwick. Funded by the Economic and Social
Research Council (ESRC), CAGE is carrying out a five year programme of
innovative research.
The Centre’s research programme is focused on how countries succeed in
achieving key economic objectives, such as improving living standards, raising
productivity and maintaining international competitiveness, which are central to
the economic well-being of their citizens.
CAGE’s research analyses the reasons for economic outcomes both in developed
economies such as the UK and emerging economies such as China and India. The
Centre aims to develop a better understanding of how to promote institutions
and policies that are conducive to successful economic performance and
endeavours to draw lessons for policy-makers from economic history as well as
the contemporary world.

This piece first appeared on Voxeu on 12 February 2019
www.voxeu.org/article/regional-transfers-europe-do-we-need-fewer-them-ordifferent-ones

VOX
Research-based policy analysis and commentary from leading economists

© 2019 The University of Warwick
Published by the Centre for Competitive Advantage in the Global Economy
Department of Economics, University of Warwick, Coventry CV4 7AL
www.warwick.ac.uk/cage
Artwork by Mustard, www.mustardhot.com

