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TRENDS IN FOREIGN ACQUISITIONS IN THE EU

In the period January-September 2020, the
total number of foreign FDI deals in EU27 is
22% lower than observed in the same period of
2018.

In September, foreign FDI deals in EU27
reached the lowest valuesince thestart of the
pandemics with a year-on-year (y-on-y) difference
of —39.5% with respect to September 2019.

This note presents the latest FDI trends in the
investment behavior of multinational enterprises
focusing on non-EU investors (henceforth
labelled foreign). It looks at acquisitions, ie.
merger and acquisition (M&As) deals and other
equity investments of at least 10% of capital of
the target company* (Greenfield investments are
not included). For the first time in this Bulletin EU
and Europe stands for 27 Member States.?

1. Trends in FDI deals in Europe

In January-September 2020, total foreign FDI
deals in EU27 done by non-European investors
are 22% lower than those observed in the same
period of 2019. The negative outlook is worsening in
September, when foreign FDI deals reached the lowest
value since the start of the pandemics with a year-on-
year (y-on-y) difference of -39.5% with respect to
September 2019 (Fig. 1). Intra-EU investments drop by
27% since the beginning of the year with a y-ony
value of -28% in September.

! In the text, we will use the term FDI deals when referring to
acquisitions of equity stakes of at least 10% of the capital of the
target company. For the sake of brevity, we will also use the term
foreign to indicate non-EU investments in the EU.

2 For the purpose of this analysis, UK is included among the foreign
investors in EU27 even if the transition period (January-December
2020) is not concluded. The reason is the need to look at the
adjustments that UK investors are undertaking to adapt to the
forthcoming exit.

Since the beginning of 2020 the US and Canada
brought 39% of all FDI deals in EU27. While
August displayed a promising +1.4% y-on-y
variation, September shows a disappointing -
44.6%, the lowest value since the start of the
Pandemics.

ICT, with a +1%, is the only sector presenting
small but positive growth since January 2020
compared to the same period of 2019.

Interestingly, while until the summer 2020 and 2019
monthly trends were very similar in behaviour although
with a negative gap due to the first wave of the
pandemics, the trends in September seem to diverge.
The expected recovery of M&As activity after the
summer break did not take place in 2020, rather the
contrary, as FDI deals plunged further down.

The decrease of inbound FDI into EU27 is part of a
worldwide negative trend on cross-border investments
foreseen by all analysts. The annual fall of worldwide
FDI flowsis expected to reach as much as 40%in 2020
according to UNCTAD,3 followed by a further decrease
by 5 to 10 percent in 2021. OECD projections indicate
a plunge of FDI flows by more than 30% in 2020 even
under the most optimistic scenario.*

The sluggish FDI activity observedis not a surprise. FDI
activity is linked to economic conditions and all
advanced economies are currently under stress. The
World Bank estimates that global growth could shrink
by almost 8% in 2020.5 Real GDP in the euro area
registered an unprecedented decline in the second

Shttps://unstats.un.orgiunsd/ccsa/documents/covid19-report-
ccsa_vol2.pdf, see page 26 “Dramatic drop in foreign direct
investment (FDI) in 2020 and 2021".

4 OECD, Foreign direct investment flows in the time of COVID-19.
May 2020.

5 World Bank, 2020, Downside scenario.
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quarter of 2020 (-11.89%®9) according to the ECB jointly
with a drop of 8% in aggregate consumption that will
have an effect on firms' earnings. Transportation
Infrastructure and Hotels, Restaurants & Leisure are
expectedto pay the highest price, accordingto Deloitte
estimation.’” Their net income estimates for 2020 are
on average more than 50% below the pre-crisis
estimates. Just as an example, Getlink, which runs the
Channel Tunnel between Britain and Europe, is
marketing a green bond to push out debt maturities
and boost liquidity as it faces an uncertain outlook due
to new coronavirus lockdowns - and the increasing
likelihood of a no-deal Brexit. The transaction is worth
€700m. Car traffic in the Eurotunnel was down around
52% in the first half of 2020, compared to the similar
period in 2019, according to an investor presentation.
Eurostar passengers were down 62% over the same
time period.

Figure 1. Number of FDI deals in Europe from the rest
of the world monthly trends and year-on-year
difference.
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Source: JRC calculations on Bureau van Dijk data, extraction on the
12/10/2020.Trends on the number of deals (left axis) are computed using
a 3 months moving average.® We consider deals implying the purchase of
at least 10% of shares in the capital of the target company. The percentage
difference between a month in 2020 and the same month in 2019 is
indicated as y-on-y difference and is measured in the right axis.

5 ECB projections based on Eurostat figures.

7 Deloitte: Little hope for a quick V-shaped recovery, April 2020.

8 Smoothing techniques are designed to reduce or eliminate short-
term volatility in data (due to random events) and highlight the

Since the beginning of 2020 the US and Canada
brought 39% of all FDI deals in EU27 (37.6% over
the same period January-September last year). While,
in August, the y-on-y variation displayed a promising
+1.4%, September plunges again reaching -
44.6%, the lowest year-on-year value since the
start of the Pandemics (Fig. 2).

Figure 2. Number of FDI deals in Europe from the US

and Canada, monthly trends and year-on-year
difference.
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Source: JRC calculations on Bureau van Dijk data, extraction on the
12/10/2020.Trends on the number of deals (left axis) are computed using
a 3 months moving average (MA-3). We consider deals implying the
purchase of at least 10% of shares in the capital of the target company.
The percentage difference between a month in 2020 and the same month
in 2019 isindicated as y-on-y diff and is measured in the right axis.

Altogether, UK represents about 30% of all inbound
FDI deals in EU27 in the period January-September
2020 (the same percentage of 2019). This makes UK
the second investor in EU27 after US. UK investments
in EU27, although recovering during the summer, have
experimented a deceleration in September with the
second wave of COVID-19 in Europe (Fig.3).

After the summer, FDI deals from other foreign
investors showed a downward pace as well, with China

trend component in time series. Here, trends are calculated using a
moving average smoothing technique, which assigns to each data
point the average of the past 3 months.

This paper is published under the responsibility of the Unit JRC.B1. The opinions expressed and

the arguments employed do not necessarily reflect the official view of the European Commission

www .ec.europa.eu/jrc/en/publications
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failing to recovery pre-Covid-19 levels. If between
January and August Chinese investments
represent 4.3% of all foreigndeals, in September
the Chinese contribution to foreign investment
deals drops to 2.9%.

Figure 3. Number of foreign FDI deals in Europe,

monthly trends by (ultimate) origin of the investor.
Details fora selected set of investors.
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Source: JRC calculations on Bureau van Dijk data, extraction on the
12/10/2020.Monthly trends on the number of deals are computed using a
3 months moving average.

Sectors

From January 2020, ICT represents around 41% of
inbound deals made by foreign countries into EU27
(Fig4). ICT is recording 800 deals between
January and September 2020, with a +1%,
(Chart 1) in the number of transactions observed
in the first 9 months of 2019. This makes ICT the
only sector presenting small but positive growth
since January 2020. The outlook for September,
however, shows a slowing down of investments with a
y-on-y drop of 13.5%.

° Although related to financial services, this company is registered
with @ NACE rev2 code associated to ICT. This is usually the case
fortrading and payment service platforms.

Among the deals in ICT, Silver Lake Management LLC
agreedto buy France's software provider Silae from its
founders for over €500 million according to the
Financial Times. Silae is a leading specialist provider of
cloud-based payroll and HR software for the French
market.

Figure 4. Number of foreign FDI deals in Europe,
monthly trends by sector of the target company.
Details for a selected set of sectors.
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Source: JRC calculations on Bureau van Dijk data, extracted on the
12/10/2020. Monthly trends are computed using a 3 months moving
average. Sectors are attributed according to the primary NACE code of the
target company. Prof.ScientTech stands for Professional, Scientific,
Technical activities. Details of the NACE classification are available in KS-
RA-07-015-EN.PDF (europa.eu)

Silver Lake has also announced a minority stake
acquisition is Swedish Klarna holding AB, an online
payment services platform operator® holding along
with international partners such as BlackRock and GIC,

This paper is published under the responsibility of the Unit JRC.B1. The opinions expressed and
the arguments employed do not necessarily reflect the official view of the European Commission
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Singapore’s sovereign wealth fund for an amount of
USD 547 million. In 2019, Klarna has been selected as
one of the largest European unicorn? by Forbes! and
it is once again in 202012 recognised as the biggest
Fintech unicorn in Europe.

Manufacturinggathered 25% of all foreign deals
into EU27 between January and September
2020. This share is similar to the figure observed
in 2019 over the first 9 months. However, the
activity registered from July 2020 presents a
decreasing trend with a negative peak year-on-

year variation in September of -59%.

Chart 1. Number of foreign deals in Europe. Sum and

percentage change over the period January-September
2020 vs the same period in 2019 for selected sectors.
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Source: JRC calculations on Bureau van Dijk data, extracted on the
12/10/2020.

19 Aunicornis a term in business world to indicate a privately held
startupcompany valued at over $1 billion.
1 https://forbes.it/2019/08/07/fintech-klarna-startup-che-vale-di-

piu-in-europa/.

In  September, the German-based Neuraxpharm
Arzeneimittel GmbH, a pharmaceuticals manufacturer
holding was acquired by the British global private
equity company Permira. Neuraxpharm produces
pharmaceutical products for the central nervous
system and offer therapic options for epilepsy,
depression or Alzheimer’s disease. The sale includes
Neuraxpharm's patents. The company is valued at EUR
1.2 billion to EUR 1.4 billion and the transaction is
subject to customary closing conditions and regulatory
approvals.

In September 2020, R&D activities collected about
8% of all foreign inbound deals into EU27 with a
14.6% reduction compared to the first 9 months
of 2019.

The health sector drives the acquisitions with the Swiss
pharmaceutical group Roche that completed in
September the acquisition of Inflazome. The target
company, based in Ireland, is a biotech company
developing drugs for inflammatory diseases. The
acquisition of the company provides the full rights of
use to the whole patent portfolio of Inflazome. The
Swiss pharmaceutical group made an upfront payment
of 380 million EUR while additional payments might be
expected in the future.

Finance & insurance and Retail have been
showing a decreasing trend from the January
2020. In September they represent between 5 and 6
percent of all foreign inbound deals and are reporting
a year-on-year variation of -399% and -44.5%
respectively.

Countries

Amongthe largest EU27 countries, France and Italy are
those suffering most from Covid-19 effects with a
year-on-year drop of -419% and -33% in the number of
deals in the period January-September. With [taly
representing about 7% of all inbound foreign deals
since the beginning of the year (substantially stable
from 2019) and France showing a slight decrease of 3
percentage points, from the 12% recorded in the
period January-September 2019.

12 https://www.cnbc.com/2020/09/14/klarna-now-europes-biggest-
fintech-unicorn-at-over-10-billion-valuehtml.

This paper is published under the responsibility of the Unit JRC.B1. The opinions expressed and
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Germany, with over 20% of all inbound deal since the
beginning of the year confirms to be among the
countries with a lower decline, with a year-on-year
drop of 4.5 in the period January-September.

Finland and Belgium together with Poland and Austria
stand out among the countries less affected by the
pandemics, with small but positive year-on-year
percentage changes in the number on inbound deals
since the beginning of 2020.

Chart 4. Number of foreign deals in EU27 by target
country. Sum and percentage change over the period
January-September 2020 vs the same period in 2019,
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Source: JRC calculations on Bureau van Dik data, extracted on the
12/10/2020.
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The data

This note presents the latest trends in the investment behaviour of multinational enterprises. It looks at merger and
acquisition deals, as well as at equity investments for more than 10% of capital of the target company.

Given that the amount of the transaction is disclosed only for a fraction of the observed deals, we only show the
number of deals having as target an EU company, regardless of the nationality of the investor. We refer to a foreign
investor whenever this investor is ultimately controlled by a non-EU subject (either a company or an individual).

We are aware that monthly observations are probably not the best choice for these types of long term investments:
FDI have to do with business strategies of companies, with the organization of global value chains and with the
response of multinational enterprises to economic challenges. If, on one hand, long term investments should be seen
with a certain time perspective, the disruption of trade and the lockdown of people led to unprecedented economic
shock worth monitoring closely.

Raw data come from Bureau van Dijk (BvD) datasets Orbis-global and Zephyr. We consider foreign investment in the
EU all the investment made by investors whose ultimate owner is outside EU. When the ultimate owner cannot be
found we rely on the location of the investing company. We consider EU as composed by 27 countries, therefore
excluding UK.

The reader should consider these figures (particularly those referred to the latest months in the sample) as first and
incomplete projections. Our data sources are regularly updated, but a delay usually exists between the publication of
a deal in the news and its presence in the dataset. Notice also that the data provider updates also old deals when new
information becomes available, so data extractions for the same time window but done in different points in time
could lead to different figures.

Here we name FD/ investments all the deals having as target the purchase of a stake equal or higher than 10% in a
EU company. Our figures include observed Mergers and Acquisitions (M&A), i.e. all investments enabling the control of
a company (ownership of at least 50,01% of shares) and Minority-FDI, ie. investment stakes from 10% to 50% of the
shares of a company. Even not formally giving the absolute control of a company, Minority-FDI could grant relative
majority when the remaining shareholding is diluted (oftenthe case for listed companies). Notice that FDI investments,
as calculated by official statistics, are investments above 10% or voting rights or giving the control of the acquired
company. This should correspond to the type of deals monitored here. As the amount of the deal is not disclosed for
all recorded deals our analysis is based on the number of deals rather than their value. This implies that our data
cannot be compared with official FDI statistics (which measure stock/flows of money and include as well other items,
e.g. reverse investments, not observed here).

We consider deals confirmed completed, assumed completed and announced. Rumours and postponed deals are
excluded. Pending deals are included with its announced date. The data provider classifies as assumed completed
those deals for which, after 2 years from the announcement, no additional information is available. In the period
2019-2020m5 we observe 1665 assumed completed deals, some of them announced in 2017 or even earlier. To
correct for the two-years gap (unreasonable in case of M&As and equity investments) we include the deals assumed
completed with the date in which they were announced. Manual search on a subset of transactions confirmed the
validity of this approach.

A special treatment is given to multideals, i.e. deals where there are multiple targets and/or multiple investors. For the
period 2019-2020m5 we observe 3968 multideals over a total of 9502 transactions in EU. Overall, we disregard all
the transactions with multiple targets and multiple investors (about 70) as it is very difficult to devise a general rule
to attribute the deal. For the remaining, we consider the multideal as a sum of multiple transactions. This means that
if an investor acquires two companies, we record this as two transactions (whenever the value of the deal is available
we split it in two).
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