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Welcome to EY's 2021 UK Attractiveness Survey, which examines
the performance and perceptions of the UK as a destination for
foreign direct investment (FDI). This report reflects our desire to
encourage an open exchange of information and insight between
business leaders, investors and policymakers on how to enhance
the UK's economic performance. Never has this been more
important than today as we begin to plan how to build back
better after the shock of the last 18 months.

The UK fared better than we expected
in attracting FDI in 2020. Project
numbers were down 12%, slightly less
than the overall fall in the European
market but significantly better than
the 30% fall suggested by the investors
we surveyed in the autumn. The UK's
continuing advance in securing research
and development (R&D) projects,
retaining first place in Europe for new
projects achieved, and strong growth
in life sciences, logistics and food were
further signs of a dynamic, adaptable
economy. While London's difficult year
is a concern, the 2020 results suggest
that the message on ‘levelling up' is
beginning to land. There has been a
solid performance elsewhere around
the UK and a strengthening in investor
perceptions of the attractiveness of
the UK's nations and regions beyond
London and the South East.

The UK's attractiveness has proven to
be resilient throughout the pandemic
and short-term investment intentions
are the highest ever recorded in our
survey, suggesting a surge from pent-up
demand. Medium-term perceptions of
the UK are back to levels not seen since
before the Brexit referendum. The UK

is now ranked as the most attractive

destination in Europe and as having
the most appealing COVID-19 recovery
plan. With London regaining its status
as the most attractive city in Europe
for FDI, the outlook is positive.

Investors were planning significant
investment in the UK in 2020 before
the pandemic struck and they remain
convinced of the UK's resilience and
future potential. The sectors cited as
'high potential opportunity’ over the
long term for investors were digital
and health and wellbeing however they
were keen to see more on the UK's plans
for cleantech. With COVID-19 having
added to the momentum for change

in supply chains, reshoring offers
opportunities to strengthen the UK's
manufacturing base.

Notwithstanding the difficulties of
the year, the UK now has a window
of opportunity to build on its proven
strengths by implementing responses
aimed at securing its long-term
attractiveness to FDI. In this report,
we suggest a set of policy steps to
help to achieve this, as the UK
develops its new post-EU, post-
pandemic economic identity. We at
EY look forward to supporting and
participating in that renewal.
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A better than expected performance ...

In any normal year, the 12% fall in the number of FDI projects
attracted to the UK in 2020 compared to the previous year
would be a major cause for concern. However, viewed against
a fall of 13% in the European market and investor surveys in
the autumn indicating that 30% of planned investments in the
UK were likely to be either cancelled or paused in 2020, the
actual outturn was significantly better than expected. With
975 projects, the UK attracted only 10 fewer projects than
the European market leader, France, a much smaller gap
than the difference of 88 projects in 2019.

France

1,109 = 1,197
= 985

inward investment projects

... with the UK demonstrating its underlying
resilience ...

In a difficult year, the UK's regions and nations demonstrated
the underlying strength of their offer to investors. Despite a
12% fall in projects overall, London and the South East were
the only regions to suffer a double-digit fall in volume, with
Northern Ireland, Scotland, the East of England, the North
East, the North West and the South West all bettering their
previous year's performance in 2020.

In a difficult year,

the UK’s regions and
nations demonstrated
the underlying strength
of their offer to investors



... and its dynamism ...

Faced with such a challenging environment, both the
strong performance of the life sciences, transportation
and logistics, and food sectors, and the UK's retention
of its lead in attracting new projects, a sign of
dynamism, demonstrated the country’s ability to adapt
to circumstances. However, the most striking illustration
of the UK's shift towards higher value projects was
provided by the 114 R&D investments achieved, only
one behind the European leader, France, representing
huge progress from the situation in 2018 when France
attracted 144 projects, close to double the 74 achieved
by the UK that year.

France UK

114

2020

R&D projects

... though there were challenges

Unsurprisingly, the UK did not emerge unscathed from the
impact of COVID-19. While the UK retained its leadership
position for digital investment in Europe, project numbers
fell by 25%, almost double the fall in the market, with
London and the South East accounting for the whole of
the decline in UK project numbers. And while overall, the
UK's share grew for the second year running following
three years of decline after the Brexit vote, financial
services, manufacturing and HQ activity levels remain way
below their peak levels.

Our optimism over the emergence of new origins for
investment into the UK was also quashed in 2020.
Volumes of projects fell from 9 of the 10 fastest-growing
new sources of FDI into the UK compared to 2019 - only
China with a slight increase from 32 to 34 projects bucked
the trend. Inflows from the EU and the USA accounted for
67% of all UK FDI projects in 2020, up from 64% in 2019.
Investment from Japan continued its decline and was less
than half its peak share of almost 30% in 2010.

ey.com/attractiveness

The UK has weathered the storm ...

Investor confidence fell in 2020 as the UK battled to deal
with the impact of COVID-19. In our survey in autumn 2020,
the UK was ranked behind Germany and France for its post-
pandemic attractiveness, and intentions to invest in the
coming year had fallen by 20% from the spring.

The mood has now changed:

» The UK is now viewed as the most
attractive destination in Europe 23%
for investment and 41% of survey 2019
respondents plan to invest in the UK in
the next 12 months, the highest rate
ever in the history of our research.

31%

> !-'urthe.r support for the upturn 5020
in sentiment comes from
the net positive 30% of .
investors expecting the UK's 4 1 %
attractiveness to improve
over the next three years, 2021
a major improvement on the
net negative 29% in 2020.

Even allowing for the need to be cautious in interpreting
survey responses in what remains an uncertain and volatile
environment, these are very encouraging findings. The UK's
successful vaccination program appears to have played a
major part in the improved confidence: investors now view
the UK as having the best COVID-19 recovery plan in Europe.

... and is well-positioned for future opportunities ...

The improved sentiment towards the UK provides a strong
platform for recovery. The challenge now is to take advantage
of the emerging opportunities. We surveyed investors globally
to identify future growth opportunities — the responses offer
real hope for the UK. 54% of respondents identified digital and
34% health and wellbeing as the main drivers of UK growth

in future. With the country being the European leader in the
former and second to France in the latter in 2020, the UK is
well-positioned for growth. This view is reinforced by investor
sentiment towards digital at 51% and health and wellbeing at
27% for Europe, lagging behind the UK rankings.

54% Sectors identified by
digital investors as the main
drivers of UK growth

34%
health and
wellbeing
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Despite 19% of investors identifying cleantech as a growth
opportunity, a near fourfold improvement since 2018, there is
more of a challenge for the UK in this sector as the equivalent
score in Europe is 39%. With 85% of investors supporting the
view that Europe is a leader in this sector, the UK will need

to continue to work to improve its offer. Indeed, cleantech is
important not just as a sector in its own right but in terms of
how it shapes investor perceptions towards the country as a
whole — 60% of investors identify strong sustainability policies
as important in the selection of investment destinations.

UK Europe

5%
2018

T 19%

2020

Percentage of investors identifying
cleantech as a main driver of UK growth

Cleantech is important
not just as a sector in
its own right but in
terms of how it shapes
investor perceptions
towards the country

as a whole
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... across the whole of the country

With 43% of investors across Europe ranking London as the
most attractive city for investment, up from 28% last year
when it lagged the 31% achieved by Paris, the city's poor
performance in 2020 appears to be a one-off. Nevertheless,
there does appear to be a welcome shift in the balance of
attractiveness across the UK. While London remained the
most attractive UK destination with 25% of investors citing
it, this was nearly half the 46% seeing London in this way
in 2019. By contrast, 15% of investors, more than double
the share in 2019, identified Scotland as their preferred
location and nearly every region in England improved their
performance over that of two years ago, the last time we
asked the question.

43%

London

Cities identified as the most attractive for
FDI over the next three years

It does appear the ‘levelling up” message has landed with
investors. 61% of respondents were aware of the policy,

a significantly greater cut through than the ‘geographic
rebalancing’ ambition ever achieved. There is scope to build
on the opportunity — 45% of investors are planning to change
their supply chains in future with 20% considering reshoring
to the UK. With the likely manufacturing and logistics
opportunities created likely to fall outside of London and
major cities, this may be a one-off opportunity to reshape the
UK's economic geography.

61% of investors are aware
of the UK Government's
levelling up policy

61%




But this is a competitive and demanding market

With the UK, France and Germany all being the closest
they have been for a decade in terms of projects attracted
in 2020, and investors telling us they expect lower levels
of FDI activity for the foreseeable future, competition

for projects will be intense. Since 2016, the UK's
attractiveness to investors on a range of criteria,

such as political stability, labor skills and quality of
infrastructure, fell by around one quarter on average.
There is no room for complacency — the UK must
continue to improve its offer.

ey.com/attractiveness

There is no room

for complacency —
the UK must continue
to improve its offer
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Investment policy proposals —
seizing the opportunity

Our investor research provides a clear guide to the policy
priorities. The quality of the health system, sustainability and
climate change, and the impact of technology are the three
themes identified as most important in shaping investment
strategy, and the identification of infrastructure investment,
R&D funding and supporting the shift to net zero as three

of the top five investor policy priorities are consistent with
these. In addition, the increase in respondents asking for
greater support for foreign investors and reductions in
corporate taxation levels reflect both the financial challenges
investors face after the pandemic and their nervousness
about how governments will seek to manage public

finances in future.

Entrepreneurial leadership is required to shape
and communicate the UK offer to investors

A consistent theme in our research is that investors are
going to be more demanding of governments in future
than was previously the case. The provision of high-quality
infrastructure, promoting sustainability, encouraging digital
adoption, offering investors government support, helping
build supply chain and support networks, and improving
skills, all feature high on the list of investor priorities. And it
is not just in the traditional areas that FDI policy has sought
to influence. Since the pandemic, the quality of healthcare
and crisis management are potentially major sources of
differentiation between countries, while investors are alert
to the possibility that corporate taxation levels will be
raised to help repair public finances.

Attractiveness is also becoming a wider concept. Future
investors in sectors such as technology and green growth
will take a more holistic approach with a greater focus on
lifestyle, diversity and tolerance. Our research demonstrates
that investors have moved from having one or two priority
policy areas, such as the quality of infrastructure and skills,
to requiring a consistent offer across a range of factors
identified above. The UK must articulate both its vision and
how policy can deliver on this, ensuring integration across
the whole of government.

6 EY Attractiveness Survey | UK | June 2021

To illustrate the issue, let us consider the fiscal environment.
With an ongoing debate about corporate taxation globally
as well as recent UK tax policy shifts, the importance which
investors attach to corporate taxation levels has increased
in our survey. Alongside this, investors are aware of the
public support that has been announced for recovery in the
US and EU. As such, they will want to understand the mix of
incentives and taxes they may be subject to and how this may
develop over time. A clear articulation of the UK's position

is required. Regular engagement with investors will enable
both consultation on policy proposals and communication

of decisions. The higher awareness of ‘levelling up' in 2021
compared to ‘rebalancing’ in 2016 illustrates how beneficial
this approach can be.

Having established a clear framework to communicate
policy, there is an opportunity to develop targeted initiatives
to attract FDI in the priority areas that form the core of the
UK's Building Back Better strategy. We identify three areas
below where policy can help bring Global Britain to bear on
FDI opportunities.

Supported by tailored strategies

Within the overall framework, there are a number of priority
areas that require tailored approaches: R&D, innovation
and digital; cleantech; levelling up; and financial services.
We outline our thoughts on the first three below, with
financial services being covered in detail in our 2021 UK
Attractiveness Survey for Financial Services analysis.

1

R&D, innovation, research and digital

The UK's success in attracting 62% more life sciences projects
and increasing R&D inflows by 12% confirm that the UK has
made significant progress in strengthening its offer around
innovation in recent years. While 2020 was a concerning
year for the digital sector, the signs are that both the sector
and its main destination, London, will remain attractive to
investors in future.
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Unsurprisingly, skills matter to investors in knowledge- All of this represents a quite significant shift in
intensive sectors such as life sciences and digital technology priorities since 2019, when we last asked the
but there is less concern than might be expected about levels question, with skills declining in importance and
of R&D funding. In terms of where the UK should focus to best  digital infrastructure rising strongly to top the

support its transformation to a digital economy, investors ranking. Investors in our study also believe that

send some further clear messages regarding specific sectors. strengthening the legal framework for digital business
Digital infrastructure emerges as the top priority followed has also more become more of a priority for the UK
by cybersecurity, again mirroring increased concerns over the intervening two years.

over risks. The next three priorities are centered around
entrepreneurship, protecting intellectual property (IP) and
data protection - all of which reflect specific industry features
that could be used to differentiate the UK in the European
and global battle to attract FDI.

Figure 1: Digital transformation is creating
opportunities for UK business. In your
view, where should the UK Government
concentrate its efforts to best support the
UK's transformation to a digital economy?

2019
Enhancing investments in digital technologies 48% 50%
and infrastructure (cloud, 5G etc.)
Fostering a trustworthy ecosystem and 40% 48%
investing in cybersecurity 0
Boosting digital entrepreneurship 39% 36%
Strengthening the legal framework for 36% 33%
digital business
Strengthening the rules and regulations 36% 41%
for data protection
Fostering digital innovation to modernize 35% 45%
public services 0
Investing in digital research and 0 48Y%
development 35%
Enhancing workforce skills for the digital age 34% 3%
Can'tsay | N/A 4%

Other (please specify) | Q0% 1%

Source: EY Attractiveness Survey UK, June 2021 (total respondents: 570)
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2

Cleantech

While the UK's appeal to cleantech investors is growing,
Europe is perceived as a global leader and as being some

More policy certainty

Yvay fahead. More' policy certalnt.y is required for investors 1S requlred fOI'

in this sector as investment horizons are very long term. . .

In addition, as the investor responses to our European survey lnveStOI‘S 1n the
demonstrate, there are areas where governments can shape

policy to align with efforts which investors plan to take to CleanteCh SeCtOI‘

include sustainability in their activities. Once again, investor

engagement will be crucial.

Figure 2: Will you increase your focus to
include sustainability in your future investment
projects, and if so, in which areas?

Environmental responsibility
Reduction of carbon emissions

Air and water pollution reduction

Access to cleaner energy sources (low
carbon and/or non-fossil)

Waste reduction

Replacement of polluting and/or
toxic inputs

Local content and closer supply chains
Biodiversity protection
None of these

Other (please specify)

56%
52%
47%
47%
43%
43%

38%

Source: EY Attractiveness Survey Europe, June 2021 (total respondents: 550)
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3

Levelling up

Our finding on investor awareness of ‘levelling up" and the
shift in perceptions of the relative attractiveness of London
and the rest of the UK are signs of the first ‘green shoots' in
the attempt to reshape the UK's economic geography. There
is still much to do and, just as at the national level, investors
have a detailed list of requirements when they consider where
in a country to invest. When investing in UK regions outside
of London, the list is topped by the strength of infrastructure
(taking the technology and transport categories together) and
skills. However, local business networks and regional grants
and incentives are also highly influential.

ey.com/attractiveness

A comparison with 2019 shows that business networks and
support from regional economic advisory bodies have both
increased strongly in importance. This could potentially
reflect investors’ awareness of the UK Government's ‘levelling
up' agenda, which may boost the support available to inward
investors looking to locate projects in regions outside London.

In addition, with 45% of investors indicating plans to
reshape their supply chains, especially companies in the
manufacturing sectors, there is a need to target potential
investors and reshoring activity. Support for investment
beyond the recently introduced enhanced capital
allowances and work to develop supply chain strategies
could generate significant returns as the world prepares
for life after COVID-19.

Figure 3: What are your investment criteria
when considering investing in the regional
locations outside of London in the UK?

Availability and skills of local workforce

Strength of business networks locally

Access to regional grants and incentives for
investment/R&D

Support from regional economic advisory bodies

Telecommunications and technology
infrastructure

Strength of transport infrastructure

Availability of business partners and suppliers

Local quality of life such as local schools,
housing, cultural and sporting events

Strength of local education both trade
and academic

Cost and availability of real estate locally
Local labor costs

Other (please specify)

Source: EY Attractiveness Survey UK, June 2021 (total respondents: 570)

2019

21% 32%

21% 12%

21% 10%
20% 8%
20% 10%
20% 24%
17% 23%
17% 9%
8%

15%

18%

7%
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Better than expected:

the UK's FDI performance
in 2020

A total of

opean market share

_ — the country's Best
%‘ # performance since@ 2015

\ ¢ |

\"'#*Fhe UK's shift towards
h%Qer value projects

achieved, just one=
project behind European
leader, France '
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Weathering the storm

A resilient performance ...

After a year blighted by the COVID-19 pandemic and beset
by ongoing uncertainty over the risk of a no-deal Brexit, the
UK put in a resilient performance. While FDI projects into the
UK fell by 12% to 975 from 1,109 in 2019, this was slightly
less than the 13% decline to 5,578 projects, down from
6,412, in Europe. The smaller decline registered by the UK
resulted in a slight increase in its market share of all projects
coming into Europe, from 17.3% in 2019 to 17.5% in 2020.

A decline in FDI was perhaps unsurprising given the impact
of COVID-19 on the world economy and the pandemic’s
effects on international travel. It may be significant that
Germany and Portugal — which both had lower case numbers
in the first wave of infections than the average across the

EU — suffered a smaller decline in projects than Europe did
as a whole, while harder-hit countries such as Spain and
Belgium fared worse in terms of project numbers.

That said, the overall fall in inward investments was less
severe than we had feared. In our European survey of
investors in autumn 2020, 32% of respondents said they

ey.com/attractiveness

had paused projects in Europe. Also, the fall in projects in
2020 was only the third decline experienced by Europe in
the past decade — and despite the reduction, the number
of projects still exceeded the level achieved in 2015 and
the preceding years.

The UK's resilient performance during 2020 saw it close the
gap with France — which took first place in European projects
for the first time in 2019 - to almost nothing. Meanwhile,
Germany saw an improvement, probably due to its success
in handling the first wave of the pandemic better than
Europe's other large recipients of FDI. However, it would be
unwise to try and draw strong conclusions from the project
flows in 2020 as it was such an unusual year. Instead, we will
mainly look to assess how the longer-term FDI trends may
have been impacted.

These successive annual increases suggest the overall
position of the UK has now stabilized, after a run of three
year-on-year declines in its European FDI market share
between 2016 and 2018. These falls followed the high
point for the decade of a 21% share in 2015, and the 2016
referendum on EU membership. However, despite the UK
recording a smaller decline in 2020 than Europe as a whole,
the absolute number of projects secured was still the UK's
lowest total since 2014, when it recorded 887 projects.

Figure 4: Total UK projects and European
market share, 2011-20

Projects Share
1,400 25
1,205
1,200 1,136 1,109
1,065 1,054 ' 20
1,000 = 975
887
2 799 15 =
2 800 A
S 679 697 z
S ] @
< 600 10 8
400
5
200
0 0
2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Source: EY European Investment Monitor (EIM), 2011-20
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... in an increasingly competitive market ...

In terms of the proportion of European FDI projects going to
different countries, the UK lost its leading position for the
first time in 2019 when it was overtaken by France. In 2020,
France held on to its position as Europe's number one FDI
destination, securing 985 projects compared to the UK's
total of 975. This gave France a lead of just 1% over the UK,
much narrower than the 8% gap recorded in 2019.

Although projects into Germany declined for the third year
in succession, albeit at a much slower rate than in the rest
of Europe, with German project numbers falling by just 4.2%

in 2020, the range between first-place France and third-
placed Germany in Europe narrowed to just 45 projects, the
smallest for over a decade. While it is dangerous to draw too
many conclusions from such an unprecedented year, it does
seem likely that the UK's formerly long-standing dominance
has ended and that the European FDI market is now much
more competitive, with three relatively equal players —
France, the UK and Germany — way ahead of Europe’s
fourth-largest recipient of FDI, Spain.

Figure 5: Total projects secured by
Europe's four largest recipients, 2011-20

e France United Kingdom Germany

1,400

Spain

1,200

1,000

930

800 /

Projects

~

° \/

400
354
200
0]
2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Source: EY European Investment Monitor (EIM), 2011-20
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... with positive signs investment is evidence that a country is continuing to refresh
its offer to remain competitive and attract new capital. With
727 new projects secured, a decline of just 7% from 782 in
2019, the UK comfortably outperformed the 12% fall in the
overall market. As a result, the UK's European market share
of new projects rose from 18.2% in 2019 to 19.6% in 2020.
This was the UK's best performance since 2015 - immediately
before the EU referendum — when it secured 20.4% of all new
FDI projects in Europe.

The UK's performance in attracting ‘'new’ projects —

rather than expansions of existing assets was encouraging.
These consisted of projects originating from first-time
investors in the UK, as opposed to reinvestments by
companies with an existing presence.

Given the obvious difficulties experienced during 2020 in
travelling and making new investments in overseas markets,
it was perhaps surprising that the UK had a relatively good
year in terms of securing ‘new’ projects, as opposed to
expansion of existing activities. In our experience, new

Figure 6: New projects in the UK and
European market share, 2011-20

[ Projects < Share

900 513 21
800
20
700
600 19
C
499
£ 500 A
o
5 18 2
& 400 2
§
300 17
200
16
100
0 15

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Source: EY European Investment Monitor (EIM), 2011-20
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The strength of the UK's performance in attracting new
projects in 2020 is further underlined by a comparison
between Europe's four largest recipients of new projects
during the year. The UK's 727 new projects put it in first place,
13 ahead of second-placed Germany's 714, marking only

the third time in the past decade that the UK has been the
leading recipient of new projects. Meanwhile, France recorded .
a sharp decline, securing just 393 new projects in 2020, new projects puts

a fall of 34.5% from 2019. France's generally creditable the UK in first place in
FDI performance was heavily reliant on reinvestments to Europe for new projects
sustain its flow of FDI projects during the year.

Figure 7: New projects secured by
Europe's four largest recipients, 2011-20

United Kingdom Germany — e fFrance Spain

1,000

900

800 / A\
700 / \/\ 727

714

600 A

e
oo 7/ /_,/\\

Projects

400 / ~ 393

300 ———

248

200

100

0
2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Source: EY European Investment Monitor (EIM), 2011-20
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A shifting landscape

Looking beyond the pandemic

2020 was a truly unprecedented year and as such, and,
just as in the wider economy, the response to the outbreak
of COVID-19 both created a one-off shock and exacerbated
a number of trends that were already in motion prior to the
pandemic. With the UK also spending the year finalizing

a trade deal with the EU, it is important to avoid rushing

to conclusions as to what we can learn from the UK's FDI
performance in such a tumultuous 12 months.

We have therefore sought to understand the drivers of the
UK's FDI activity across sectors, project types, origins of
investment and by place, for both 2020 and in the context
of trends over the last decade. The results of this analysis,
presented below, provide the basis for using the results of
our international investor survey to identify how we expect
the UK's FDI performance to evolve over time.

ey.com/attractiveness

Significant variations across sectors ...

Digital technology is also the sector that has accounted for
the largest number of projects in the UK in every year since
2013. And 2020 was no exception, with digital technology
accounting for 322 of the projects secured by the UK during
the year, 33% of all investments. However, this represented a
25% decline in projects, compared to the 431 digital projects
secured in 2019.

Two of the UK's other leading FDI sectors saw declines from
2019 in terms of project numbers. Financial services projects
fell by 42.9% to 56 projects, and machinery and equipment
projects fell by 29.1%, also to 56 projects.

There was better news in the performance of the UK's
three other largest sectors. Business services was the UK's
second-biggest sector with 117 projects, up by 3.5% from
the previous year. Agri-food also had a strong year with
64 projects secured, a 16.4% increase on 2019. However,
transportation and logistics was the standout performer
with 84 projects, representing a 95% rise from 43 in 2019.

Figure 8: The six sectors generating
the most UK projects, 2011-20

= Digital technology Business services

=== Machinery and equipment === Finance

== Transport and logistics

Agri-food business

500

450

400 /\
N
300 N 322

-

Projects
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Source: EY European Investment Monitor (EIM), 2011-20

2016 2017 2018 2019 2020
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Among the six largest UK sectors, the three that experienced
activity declines in 2020 underperformed the European
average. The fall of 25% in the UK's digital technology
projects in 2020 was nearly double the European fall of

13%; at 42.9%, UK financial services projects declined by
almost double the 22% fall across Europe; and machinery and
equipment's fall of 29% was significantly more than the 21%
reverse in the market.

As aresult, all three sectors experienced a loss of market
share. In 2020 the UK secured 25.5% of all digital technology
projects recorded across Europe, down from 29.6% in

2019. This share in 2020 was also below the UK's 10-year
average of 29%. The UK's share of European financial services

projects in 2020 was 19.6%, down from 26.9% in 2019 and
26.6% in 2018. Machinery and equipment's market share fell
from 14.7% to 13.2%.

By contrast, other sectors improved their competitive
performance. Agri-food's share jumped from 14.6% in 2019
to 19.9% in 2020. This was five percentage points above
the decade-long trend, and in line with some commentators'
predictions that tighter regulations impacting food and drink
post-Brexit could drive inbound investment in the sector.
Similarly, the UK's share of transport and logistics projects
more than doubled in 2020 to 13.7% from 6.5% in 2019,
and business services advanced from 14.6% to 16.9% of

the European market.

Figure 9: The UK's long-term European
market share for the six sectors generating
the most UK projects in 2020 (2011-20)

== Digital technology = === Agri-food business

== Transport and logistics
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Source: EY European Investment Monitor (EIM), 2011-20
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Following the shifts in 2019, of the UK's six
biggest sectors for FDI projects in 2020, the UK
was the leading destination in Europe for three

of them — financial services, digital technology
and agri-food. In financial services, the UK
secured 56 projects, while France was second
with 49 projects. In digital technology, the UK
recorded 322 projects, well ahead of Germany on
187. In agri-food, the UK recorded 64 projects,
with France in second place with 53 projects.
Meanwhile, in business services, Germany
secured 138 projects and France 133 compared
to the UK's 117. In machinery and equipment,
Germany recorded 99 projects ahead of the UK
on 56 projects and France on 49. In logistics and
transport, Germany led Europe with 128 projects,
with the UK recording 84, just behind France's 89.

... While exacerbating longer-term trends

On closer examination of the UK's FDI
performance and profile over the past decade,
the shifts in the economy become clearer. The
move towards a knowledge and online economy
has boosted the digital technology, logistics

and pharmaceuticals sectors, while a greater
focus on health and wellbeing has fostered
expansion in health and food. Conversely, the
FDI sectors in retreat for the UK in 2020 were
led by business services, which was down by

32 projects compared to its 10-year average,
though this may largely reflect a shift to digital
delivery. Declines elsewhere appear to reflect the
impact of Brexit on sectors whose regulation or
supply chains are integrated with Europe. These
include financial services (down by 20 projects),
transportation manufacturers (down 19), and
chemicals (down 15), with knock-on effects on
other input sectors.

When we compare the UK's project flows by
sector in 2020 to each sector’'s 10-year average,
three sectors exhibit strong increases — most
notably agri-food, with a 48.8% rise over its
average for the decade. Digital is 23.8% higher
and machinery and equipment is 7.7% higher.
Two sectors recorded project numbers at a lower
level than their 10-year averages in 2020, with
business services recording a 21.5% decrease
and financial services a 26.9% decline.
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technology 62

Figure 10: UK FDI sectors seeing the
strongest growth in projects in 2020
compared to their 10-year average
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Source: EY European Investment Monitor (EIM), 2011-20

Figure 11: UK FDI sectors seeing the
biggest declines in projects in 2020
compared to their 10-year average

Business
services Finance
-32
Transportation
manufactyrers
and suppliers Chemicals
and plastic
Electrical products
Raw materials
-8
Metals

-6

Source: EY European Investment Monitor (EIM), 2011-20

EY Attractiveness Survey | UK | June 2021 17



18

EY Attractiveness Survey | UK | June 2021

FDI projects by activity: a similar story of change

An analysis of UK FDI project inflows in 2020 by the type of
activity being undertaken reveals some significant variations.
The UK's move towards becoming a knowledge and online
economy is reflected by its strong performance in securing
R&D and logistics investments. Headquarters (HQ) projects
reverted to trend after a degree of catching-up in 2019,

and back-office projects were hit by specific challenges
around social distancing.

In terms of the split by activity of UK FDI in 2020, sales,
marketing and services made up the majority at 55% of
projects, continuing the trend seen in previous years. The
second most common activity in 2020 was R&D at 12% of all
UK projects, up from 9% in 2019. Manufacturing investments
made up 11% of the UK's total in 2020, compared to 12% in
2019 and an average of 15% over the past decade.

We have consistently commented on the large share of

UK projects accounted for by sales and marketing offices,
recognizing that this is a large category made up of a range

of different types of activity. For the first time in 2020,

we have been able to analyze the projects in more detail.

Of the 535 projects, 237 were what we have termed business
services offices — more than a simple sales office but not quite
an HQ. It is likely that these facilities have a greater economic
value than pure sales offices, placing the overall category of
sales and marketing in a more positive light.

Figure 12: Leading activities
for UK FDI projects, 2020

Change in  Change in

Activity 2019 2020 UK (%) Europe (%)
Sales, marketing 555 535 -4 -12

and services

HQ 164 94 -43 -26
Manufacturing 132 112 -15 -22

R&D 102 114 +12 +4
Logistics 66 94 +42 +11

Back office 90 26 -71 -55

Source: EY European Investment Monitor (EIM), 2019-20
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With HQs and back-office projects declining faster than the 2
pro) q faste The UK’s move towards
European average fall, the UK lost market share in these two
activities. Nevertheless, HQ projects achieved a 25.8% share becomlng a knowledge
of the European market, the strongest performance of any .
UK activity, although this was a lower share than in 2019. and Onhne economy
It was also some way below the UK's high point in terms o ﬂ .
of its share of HQ projects that occurred in 2015, prior to 1STC eCted by ltS
the Brexit referendum, when it secured 51% of all European
e strong performance
The UK has also lost a significant amount of ground in 1m Secur]_ng R&D and
manufacturing projects since 2015 when it achieved a e e .
12.65% share, its highest for over a decade. Since the Brexit 10gIStICS anGStmeIltS
referendum, the UK's share of the European market fell up
to 2018, reaching a low point of 7.5% in that year. While its
recovery to 8.5% is welcome, this is still only two-thirds of
the peak in the last 10 years.
Figure 13: UK's share of European FDI
projects by activity, 2011-20
HQ Sales, marketing and services = === R&D Logistics
Back office/other Manufacturing
60
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o /\
T 30
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Source: EY European Investment Monitor (EIM), 2011-20
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Comparing the UK's performance in attracting activities in
2020 with average annual projects secured over the past
decade, R&D emerges as a clear UK success story - in 2020
the UK with 114 projects almost drew level with France at
115 projects, well ahead of Germany on 63. By comparison,
in 2018 the UK secured just 74 R&D projects, France 144 and
Germany 64. So the 2020 performance underlines a major
shift forward for the UK.

The strong growth in logistics serves to underline the
changing structure of the economy as consumers have shifted
to online purchasing, and supply chains have continued to
evolve. By contrast, the challenges facing manufacturing

and back-office services are evident, even allowing for the
fact that 2020 was an extreme year.
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Origins of UK FDI projects: little change —
despite shifts elsewhere

Despite the significant changes in the mix of projects

by sector and activity, the origins of UK FDI projects did
not change significantly overall. The USA remained the
largest source in 2020, generating 31% of the UK's total
project inflows. This was a much higher proportion than
for Europe as a whole, at 22%. However, the USA's share
of UK projects in 2020 was slightly lower than in 2019,
when 34% of UK projects originated from the USA.

On closer inspection, the stable situation in 2020 is
not unusual, as the origins of projects into the UK
have remained largely stable over the past decade.

A comparison between the UK's project origins in the
periods 2011-15 and 2016-20 shows that all of the
top 10 origins have remained the same. And for every
country listed, the number of projects secured in the
latter five-year period has increased.

Figure 15: UK projects by origin:
2011-15and 2016-20

2016-20 2011-15

United 1,648 United 1,506
States States

Germany 403 Germany 298
France 288 France 248
India 241 India 211
China 240 Japan 191
Japan 204 China 184
Australia 193 Ireland 119
Canada 186 Netherlands 119
Netherlands 179 Canada 115
Ireland 177 Australia 114

Source: EY European Investment Monitor (EIM), 2011-20
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Figure 14: Origins of FDI projects
into the UK, 2020

I United States [ Germany I France

I ndia I ireland I Netherlands
I China I Canada [ Australia
Spain [ other

Source: EY European Investment Monitor (EIM), 2020
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Although the overall flow of projects has been stable across
the UK's source countries, we did identify last year the decline
in FDI projects into the UK originating from the EU that began

in 2016. This continued until 2019, but reversed with a rise
from 340 projects in 2019 to 345 in 2020. Again, it seems
the UK's position is stabilizing albeit at a lower level.

Figure 16: Annual number of UK projects
originating from the EU, 2011-20
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Projects
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Source: EY European Investment Monitor (EIM), 2011-20

One notable long-term trend in the UK's attraction of FDI
has been its diminishing performance in securing Japanese
investment. The Japanese investments of the 1980s and
1990s perhaps symbolized changing trends in global
investment. But over the past 20 years, the UK's share

2016 2017 2018 2019 2020

of Japanese FDI projects into Europe has declined from
high points of 29% in 2000 and 2010 to just 12% in 2020.
Significantly, 2020 represented the seventh straight year
of decline in the UK's market share of Japanese projects
into Europe.

Figure 17: UK's share of Japanese
investment into Europe, 2000-20
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Source: EY European Investment Monitor (EIM), 2000-20
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Looking forward, the evidence suggests it will be difficult
for the UK post-Brexit to replace the lost share of European Figure 18: Countries in top 20

and Japanese projects in a stable market. Projects from European FDI origins with UK having
the USA grew after 2016 to help to an extent, with the Iargest market share. 2020

USA being one of the 10 fastest-growing UK origins in !
2019. But projects from the USA declined from 375
to 306 in 2020, a shift which was in keeping with the

. . Lead UK share of
general trend in the market — project numbers from . .
: . country UK rank investment projects

9 of the UK's top 10 fastest-growing markets in 2019

. Australia UK #1 62%
were lower in 2020.

India UK #1 56%

Further evidence of the challenges the UK faces growing I 00
its FDI in what is likely to be a more competitive market, Ireland UK #1 53%
can be found by looking at the UK’s competitive position. Canada UK #1 30%
Across the top 20 origins of FDI projects into Europe us UK #1 25%
as a whole in 2020, the UK was the leading recipient France UK #1 19%

of investment from just six of them. The UK's strong
performance in the competitive markets of Ireland,

France and the USA suggests it will be difficult to

achieve any further significant share growth. Growing
trade with the Commonwealth has been advanced as an
opportunity for the UK post-Brexit. However, in terms of
FDI this appears likely to be challenging — the UK's close
relationship with India, Ireland and Australia means the UK
is already the leading and dominant recipient of investment
from those countries. In each case, the UK secures more
than 50% of the projects they generate in Europe.

Source: EY European Investment Monitor (EIM), 2020
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UK outbound investment into Europe falls back
The UK is the third-largest origin of investment projects
into Europe. But while outbound investment from the UK %
into Europe had been increasing year-on-year since 2013,

reaching a decade-long high of 493 projects in 2019, in 2020
UK projects into Europe fell back by 31%. This sharp decline

in UK outbound investment into Europe was steeper than fall in UK outbound
the overall fall in European FDI projects as a whole, perhaps investments into
suggesting that Brexit-related outbound investment since Europe in 2020

the 2016 referendum has reached its peak. The profile of UK
outbound investments in 2020 mirrored the largest European
country recipients overall, with France (61 UK outbound
projects), Germany (58 projects) and Spain (36 projects),
securing the largest shares.

Figure 19: UK outbound
investments into Europe, 2011-20
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Source: EY European Investment Monitor (EIM), 2011-20
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UK regional FDI performance: levelling down?

Throughout the last two decades, one of the most striking
features of the regional profile of UK FDI projects has been
the rise of Greater London in dominating UK investment
inflows, reaching 48.5% of all projects in 2019. 2020 saw a
significant shift in this well-established trend — with the most
dramatic development being a fall in projects into London

of 29%, more than double the decline seen across the UK
overall. The fall in FDI projects into London was driven by a
36% decline in digital projects, offset to an extent by a rise of
eight projects in business services, an increase of 14%. The
faster overall decline in FDI projects into London in 2020 than
into the UK as a whole meant that London’s share of all UK
projects also fell almost 10 points to 39.2% in 2020.
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Despite the major decline in London's FDI projects and UK
market share in 2020, the region remained well ahead

of other UK investment locations. The 383 projects that
London secured in 2020 was more than three times the
number recorded by second-placed Scotland, at 107 projects.
Nevertheless, 2020 was a good year for Scotland, with a
5.9% rise in inflows continuing the trend of Scotland being the
largest recipient of UK FDI projects in regions and devolved
administrations in every year since 2015. Elsewhere, the
North West overtook the South East in 2020 as the UK's
second-biggest FDI location outside of London.

Figure 20: London versus the
rest of the UK, 2011-20
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Apart from the dramatic changes in
London, the overall picture across Figure 21: FDI projects into
the English regions was relatively the UK regions, 2019-20
stable in 2020, with only the South
East, North West and East of England
seeing double-digit percentage
changes in projects. The transport
and logistics and life sciences sectors

wer.e thelmaln drivers of growt.h in Greater London 535 383 -28%
projects in the North West, while

Number of Number of Percentage
Projects projects 2019 projects 2020 change

101 107 +6%
digital technology, food and business Scotland o1 0 o%
services drove the increase in the North West England 73 1 85 +16%
East of England. The South East, South East England 83 M 72 W -13%
meanwhile, lost ground in digital West Midlands 64 B 61 -5%
. . .
technglogy Pro;ects, suffering a 33% Yorkshire and the Humber 59 N 55 B 7%
fall in line with London. London and 20 1 54 1 +35%
the South East together accounted East of England ’
for all of the decline in digital East Midlands 39 1 38 | -3%
projects into the UK in 2020. Northern Ireland 28 I 33 I +18%
A ranking of the leading regions North East England 30 1 32 1 +7%
outside London over the past decade South West England 30 1 32 1 +7%
shqw§ that Scotlanq was.the top Wales 24 | 23 | 4%
recipient of FDI projects in all but
two years - being overtaken on each Source: EY European Investment Monitor (EIM), 2019-20
occasion by the South East — and
has led the way for all of the past
five. Elsewhere, Yorkshire and the . . ) .
Humber has significantly improved Figure 22: Ranking of the five leading
its performance over the decade UK regions outside London in 2020,
in securing FDI projects. Prior through the decade 2011-20
to 2014, the region was ranked
.relatively pf)orly, t_)Ut it has' b'een e Scotland == North West England == South East England
n the.top five regional recipients e \Nest Midlands === Yorkshire and the Humber
ever since.
0
2
g4
=
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Source: EY European Investment Monitor (EIM), 2011-20
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Leading UK cities for FDI: shifts at the top -

but stable overall Figure 23: Leading UK city/town
For the first time since 2014, our 2020 figures show redpients of FDI projects outside
that Manchester was not the leading city recipient of London, 2020

UK FDI projects outside of London. Manchester secured
35 projects during the year — up from 34 projects in 2019

and higher than its average over the decade. Despite this 2020 total  2011-20
solid performance, Manchester was overtaken by Edinburgh, Rank  City projects average projects
which secured 36 projects, significantly above its average 1 Edinburgh 36 22.7
of 22.7 for the decade. Edinburgh was one of three 2 Manchester 35 30.6
Scottish cities in the top 10 city locations for UK FDI, along 3 Birmingham 26 19.4
with Glasgow (23 projects) and Aberdeen (13 projects). 4 Belfast 5 182
The t.h|rd-h|ghest ranked UK city outsu:.ie London was 5 Glasgow >3 183
Birmingham, down from second place in 2019.
6 Leeds 16 14.5

The continuing shift that we have identified in previous

. . . . 7 Aberdeen 13 11.5
reports in FDI moving towards larger places, is underlined by
the fact that all of the UK's top 20 FDI cities or towns outside =8 Bristol 12 10.7
London secured more projects in 2020 than their 10-year =8 Cambridge 12 9.1
average. (London's 383 projects were only slightly down 10 Newcastle upon Tyne 11 7.3
on its annual average of 409 across the decade even after =11  Coventry 10 8.3
a large fall in 2020.) Meanwhile, London remains the city =11  Nottingham 10 4.0
location that is driving the UK's success in digital technology, =11  Peterborough 10 35
securing 57.8% of all digital technology FDI recorded in the =14 Northampton 9 3.0
UK in 2020, or 66.5% when London and the South East are Z14  Sheffield 9 49
combined. Although this share has declined from 2019,
when it was 75%, there is a clear challenge for levelling up 16 Liverpool 8 6.2
economically with such dominance of the UK's largest sector. =17 Newport 6 3.3
There were however hints of green shoots. In contrast to the =17 Reading 6 7.9
35% decline in projects flowing to London, our grouping of =17  Sunderland 6 5.1
significant cities! achieved an increase of 20 projects, from =17  Warrington 6 3.4
196 t0 216, between 2019 and 2020, representing 10.2%
growth. Even more encouragingly, project numbers in the Source: EY European Investment Monitor (EIM), 2011-20

places outside of London and the cities we identified grew

by 14.6% from 328 to 376 projects. One year does not make
a trend and there is much still to do, but increased awareness
of the potential of places outside of the UK's major urban
areas does appear to be starting to have an impact.

Edinburgh was the leading city recipient of UK FDI
projects outside of London in 2020, securing 36 projects
— significantly above its average of 22.7 for the decade

1 Our grouping is the UK's core cities group (Belfast, Birmingham, Bristol, Cardiff, Glasgow, Leeds, Liverpool, Manchester, Newcastle,
Nottingham and Sheffield) plus Edinburgh.
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A one-off shock or a
permanent shift?

Unsurprisingly, with the impact of COVID-19, the changes
caused by Brexit and longer-term trends all impacting the
FDI market across Europe and within the UK, 2020 is a
difficult year to analyze. More than ever, our research into
investor perceptions will be important in helping us identify
the likely direction of change in future as the world economy
emerges from the pandemic.

A consideration of the performance of sectors prior to and
since the Brexit referendum, suggests that several sectors
have been impacted by the decision to leave the EU and the
process to implement that decision. The most significant
negative impact on FDI has been in sectors with a significant
level of integration with Europe in areas such as regulation,
and trade and customs arrangements, most obviously
financial services and manufacturing.

The UK's 19.6% of European financial services FDI in 2020
was the lowest since the 18.9% secured in 2012, significantly
below the pre-Brexit peak, when the UK secured 35% of all
projects recorded across Europe, and below the UK's decade
average of 26%. In another sign of the impact of Brexit on
the sector, outbound financial services investment from the
UK between 2017 and 2020 was double the annual average
level between 2013 and 2015.

28 EY Attractiveness Survey | UK | June 2021

Several manufacturing sectors experienced falls in their
market share between 2016 and 2019. The most significant
shifts were a fall in the UK's share of transportation
manufacturing FDI from a peak of nearly 18% in 2015 to
13.1% in 2020; a more than halving of the UK's share of
European FDI in chemicals and plastics from 12.3% to 5.9%
since 2015; and a decline of the UK's share in electronics
from 14.2% to 11.6% in the five years to 2020. On a positive
note, investment in the agri-food sector has increased
consistently since the Brexit vote.

Further shifts suggesting an economy changing in response
to Brexit include the fallback in HQ investments in 2020, and
the continuing lower share compared to the pre-Brexit peak
and the higher level of outbound UK FDI to Europe — the 375
projects in 2020, while lower than the 495 in 2019, were
still 50% higher than the annual average pre-referendum.

It also seems likely that the revival in the UK's market share
of Japanese FDI in Europe between 2013 and 2015 is a thing
of the past, with 2020's 11% share the lowest in two decades.

A rise of more than

60"

in UK life sciences
projects, increasing
from 29 to 47

Signs of the impacts of the pandemic are also evident in the
2020 FDI figures, with UK life sciences projects increasing
from 29 to 47, a rise of more than 60% which mirrored the
European market overall. Similarly, the strong performance of
transportation and logistics in the UK in 2020 in part reflects
the acceleration of the shift to online purchasing during 2020,
a trend the UK has been at the forefront of for several years.

While the growth in the UK's share and volume of R&D and
logistics projects and the surge in pharma were amplified by
the response to COVID-19, these are areas where the UK has
steadily been gaining ground. The growth in R&D to within
one project of long-term market leader France is testament
to the strength of the UK's offer in this field. Similarly, a
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combination of the response to Brexit and growing concerns M 3

N of the response t arowing The fall in the UK’s share
over sustainability have contributed to the UK's strong
performance in agri-food over the last five years. and Volume Of dlgltal
In light of the successful adoption of technology to enable . .
more online shopping and remote working during the teChnOIOgy prOJeCtS m
pandemic, the fall in the UK's share and volume of digital 2020

was a shock

technology projects in 2020 was a shock. As identified
above, this reflects a fall in activity in London and the South
East equivalent to the total fall in projects coming to the UK.
Understanding what may have driven this effect — and hence
how the sector is likely to perform in future — is something
we turn our attention to in the next section as we analyze the
responses to our investor survey.
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Investor perceptions:
a New era?
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After such a challenging year in 2020, understanding the
mood of investors is more important than ever. We have a
comprehensive set of data to draw on — our 2021 perception
study of the UK's attractiveness to overseas investors is based
on the views of almost 2,000 respondents. These are spread
across the EY European Attractiveness Survey, a comparison
of common questions in the country surveys, and 570
respondents to the EY UK Attractiveness Survey, allowing us
to develop a detailed view of the UK's future appeal.

Comprehensive as our research is, there is a caveat — the high
levels of volatility and uncertainty throughout the pandemic
mean that survey responses have proven to be less reliable
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than normal at times. That said, the numbers seem to be
settling down to an extent and we have identified a number
of consistent themes running through our research.

A resilient future pipeline of projects for the UK ...

After a 12% fall in activity in 2020, it is very encouraging to
find that the UK appears to have a resilient pipeline of deals
going forward. Some 41% of investors in our UK survey are
planning to invest in the UK in 2021 - the highest figure ever
recorded in this research, up from pre-COVID-19 levels of
31%in 2020 and 23% in 2019.

Figure 24: Are you intending to establish
or expand operations in the UK in the
coming 12 months?

£ 23 June 2016
i Brexit vote

.................................

27%

27%

24%
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Source: EY Attractiveness Survey UK, 2012-21

41%
31%
2017 2018 2019 October 2021
2020
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The UK's score in 2021 is also marginally higher than the
proportion intending to invest in Europe as a whole, at

40%, but behind France (44%) and Italy (48%). Provided

the vaccination program continues to be successful, it is
very likely that international businesses will be investing
heavily across Europe to make up for last year's project
delays, whether these were related to the pandemic or other
uncertainties such as those around the Brexit agreement.

Looking deeper into the UK findings reveals some significant
size and sector differences. For example, the respondents
intending to invest in the UK in the coming 12 months include
more than half — 51% — of large businesses (over €1.5 billion
turnover), but only 27% of investors in the technology sector.
Only 18 of the Japanese respondents plan to invest in the
coming year, confirming the trend we identified of declining
inflows from one of the UK's long-standing sources of
significant activity.

Further positive sentiment is provided by the declining

share of respondents changing their plans. In the autumn

of 2020, some 57% of respondents said they had cancelled,
decreased or paused investment, but this has now fallen to
48%, underlining the upturn in mood. In addition, the figure of
only 13% that have cancelled or paused investment provides

a further indication of a resilient pipeline. Nevertheless,

with 28% still planning minor decreases in project sizes, it is
possible that projects will be smaller on average compared

to the recent past.

Figure 25: Have you changed your plans
for investment in the UK as a result of
the COVID-19 pandemic?

No change
to planned
investment

45%

Minor decrease in

planned investment

(<20%)

Have paused
planned investment

Substantial decrease in
planned investment (>20%)

Minor increase in
planned investment (<20%)

2%

Substantial increase in
planned investment (>20%)

Have cancelled planned investment

1%

1%

Can't say

Source: EY Attractiveness Survey UK, June 2021 (total respondents: 570)
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... and a continued strong level of attractiveness ...

The positive tone for the UK is further supported by

the findings on investors' perceptions of the country’s
attractiveness over the next three years as an FDI location.

A net +30% of investors say the COVID-19 pandemic will make
the UK more attractive, compared to a net -29% the previous
year. Once again there are some stark contrasts between
sectors: technology has a net +45% but pharmaceuticals only
a net +13%, perhaps reflecting the fact that the UK is already
very attractive to investors in this industry — evidenced by
the 60% rise in projects in 2020. Perhaps unsurprisingly,
companies already established in the UK are more positive
about its future attractiveness, with a net +38% versus just
+12% among those not yet established here.
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A comparison with the responses to this question over the
past decade confirms that the 2021 findings represent a
strong result by historical standards. The outcome this year
also reverses a three-year trend of rising expectations that
the UK's attractiveness was set to deteriorate — a reversal in
sentiment that started after the Brexit referendum vote.

Figure 26: To what degree do you think
the UK's attractiveness will evolve over
the next three years?
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That said, positive sentiment towards Europe as a whole
is even stronger, with a net +57% thinking that Europe’s Figure 27: Which European countries do
attractiveness will improve over the coming three years. you believe will be the most attractive
This may reflect the fact that the UK's speedier recovery for foreign investment in 20217

due to its successful vaccination program had yet to

become clear at the time the research was carried out.

. o ) - . 2021 MM October 2020
Certainly, this view is consistent with investors ranking

the UK in first place as the most attractive location in

Europe. This is another sign of the improving relative
attractiveness of the UK, with it having previously 43%
been ranked third in Europe in 2018 and 2019 and VK D o
then second in 2020.
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June 2021 (total respondents: 550)

34 EY Attractiveness Survey | UK | June 2021



... sustained by solid if not spectacular capabilities ...

Digging deeper into the characteristics that are driving the
UK's attractiveness to investors, we find that there has been
little change in the responses since this question was last
asked in 2019. The only significant shifts are some positive
moves in those characteristics of the UK that are deemed
attractive or strongly attractive. For example:

»

The proportion saying the UK is attractive because of
access to the European market has risen to 68% this
year from 60% in 2019, probably because the Brexit
deal is now done.

Labor costs have risen in attractiveness to 62% from 51%.

The attractiveness of the UK's transparency of politics and
regulation has increased to 63% from 53%, as fears over a
failure to reach a trade deal after Brexit have gone away.
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That said, a few important characteristics influencing

the UK's attractiveness have declined since 2019.

For example:

»  The proportion finding the UK attractive on the basis
of quality of life had fallen to 68% from 83% in 2019.

»  The attractiveness of the UK's infrastructure (across
technology, telecoms, transport and logistics) is down
to 67% from 78%.

Even more strikingly, compared to 2015, investors
perceive the UK's offer as less attractive by a significant
amount across nearly all characteristics, with the cost and
availability of real estate being the only one with a higher
ranking in 2021 than 2015, which may be a pandemic
effect given it is an outlier.

Figure 28: For each of the following criteria,
from the point of view of your company how
attractive is the UK as an FDI destination?

Quality of life, diversity, culture and language

Access to European market

Research and innovation capability

Transport and logistics infrastructure

Stability of social climate

Local labor skills level

Technology, telecommunications infrastructure

Education
Level of business regulation

Availability and cost of real estate

Stability and transparency of political, legal
and reqgulatory environment

UK's domestic market
Labor costs and legislation

Corporate taxation

Source: EY Attractiveness Survey UK, June 2021 (total respondents: 570)

2019 2015

68% 60% 83%
68% 83% 90%
68% N/A 81%
68% 67% 81%
67% 64% 86%
66% 67% 80%
66% 78% 85%
65% 78% 85%
64% 63% N/A
64% 41% 53%
63% 53% 82%
63% 1% 78%
61% 65% 51%
61% 60% 68%
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... suggesting a need to continue
to seek to improve the UK's offer

When investors are asked whether they
foresee a change to their FDI levels into
the UK following a period of recovery from
COVID-19, their responses suggest the
overall market may shrink slightly over
time. Only 13% expect their FDI into the
UK to increase — and just 1% expect that
increase to be significant.

36 EY Attractiveness Survey | UK | June 2021

Figure 29: Do you foresee a change

to your foreign direct investment

levels into the UK following a period of
recovery from the COVID-19 pandemic?

1 %
Yes, significant increase

in foreign direct
investment levels

7 %

Yes, significant
reduction in
foreign direct
investment levels

12%

Yes, slight increase
in foreign direct
investment levels

340

Yes, slight
reduction in
46% foreign direct

investment levels
No change in
foreign direct

investment levels

Source: EY Attractiveness Survey UK, June 2021 (total respondents: 570)
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That said, the UK is seen as having the most appealing

Figure 30: Which European post-COVID-19 recovery strategy in Europe, marking a

countries do you believe have the huge shift since the autumn of 2020. Going forward, it
is possible that the impact of the UK's apparently faster

emergence from the pandemic due to its speedier vaccine
roll-out may continue to bolster perceptions of the UK
as an investment destination.

most credible and investment-
friendly COVID-19 recovery plans?

March 2021 [l October 2020 Our perception survey findings suggest the UK is in a

much better position than we expected 12 months and
48Y% even six months ago. Nevertheless, challenges remain.
UK 0 Investors perceive the individual elements of the UK's
_ 37% offer to be significantly less attractive than in 2015,
competition between the three largest FDI destination
36% countries in Europe is increasing, and the signs are that

Germany _ 57% the market may be smaller in future. Identifying the

most attractive opportunities and developing plans to

30Y% exploit these will be vitally important. Let us turn now
France ’ to consider the opportunities.
D -
Spain 23%
9%
y 22% The UK s seen as having
7% the most appealing post-
v 12% COVID-19 recovery
° strategy in Europe
. 12%
Belgium
R -
Netherlands 11%
N 13%
Switzerland 10%
I 17
Denmark 10%

_ 20%

Source: EY Attractiveness Survey Europe,
June 2021 (total respondents: 550)
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Looking to the future:
the opportunity

54°/o

_ of investors identified
- digital as the main
__driver'offlUK growth

c6ntinuing to gain
und, with

I

of respondents citing it as
a UK growth driver, having
scored only 5% in 2018

Almost half —

45,

— of respondents are
planning to change
their supply chains,
“with 20% considering
eshoring to the UK




Encouraging signs on digital after a difficult year ...

The clear message from our research into investor
perceptions is that the UK's attractiveness to FDI has held
up remarkably well during the pandemic — and in many
ways has improved relative to its competitors in continental
Europe. The obvious next question is how to capitalize on
this strength. In this context, our findings on investors’
expectations for which sectors will drive the UK's growth

in the coming years clearly highlight some priority sectors
for the UK.

Looking at the ranking, it is reassuring to see the digital
economy identified as the highest potential opportunity for
the UK after its weak performance in 2020. The proportion
of respondents citing digital technology as a UK growth
driver edged up to 54% in 2021 from 51% in 2020, having
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been just 26% as recently as 2019. The continued strength
of healthcare in second place — at 34%, down slightly from
36% in 2020 — comes as little surprise given the nation's
successes with COVID-19 vaccines and the increasing focus
on health more generally. As recently as 2019, healthcare's
score was much lower at 15%. Real estate also holds up
reasonably well this year, slipping slightly to 27% from 31% in
2020, probably reflecting planned increases in infrastructure
spending. Meanwhile, reflecting the theme we identified of

a market changing over time, some traditionally strong UK
sectors have fallen back markedly — a case in point is business
services at 10%, having been 23% in 2019.

Elsewhere in the ranking, it is gratifying to see the UK
cleantech sector continuing to gain ground, having scored 5%
in 2018, 13%in 2019, 12% in 2020 and now 19% in 2021.

Figure 31: In your opinion, which main
business sector will drive the UK's
growth in the coming years?
Digital economy (IT, telecoms and media)
Healthcare and wellbeing
Real estate and construction
Cleantech and renewables

Automotive and mobility

Financial services (banking, finance,
insurance, wealth and asset management)

Consumer industry — including agri-food

Business services

Energy (including nuclear) and utilities
(waste, water treatment)

Can't say
Other (please specify)

None of these

Source: EY Attractiveness Survey UK, June 2021 (total respondents: 570)

54%
34%
27%
19%
16%
15%
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... but further signs of increasing competition ...

However, the results from our European survey provide
further evidence of the trend towards a more competitive
market. With an increase in the number of respondents
identifying the digital and health sectors as opportunities for
growth, Europe is becoming a stronger competitor in these
industries. Investor perceptions of the European opportunity
in automotive, financial services and business services

have also strengthened relative to the UK, while investors
are almost twice as positive — 36% versus 19% — about the
European cleantech opportunity compared to the UK.

Figure 32: In your opinion, which main
business sector will drive Europe’s
growth in the coming years?

Digital economy (IT, telecoms and media)
Cleantech and renewables
Healthcare and wellbeing

Automotive and mobility

Financial services (banking, finance,
insurance, wealth and asset management)

Business services

Energy (including nuclear) and utilities
(waste, water treatment)

Consumer industry — including agri-food
Real estate and construction

Can't say

None

Other (please specify)

51%
36%
27%
21%
17%

Source: EY Attractiveness Survey Europe, June 2021 (total respondents: 550)
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Figure 33: When your company makes
decisions on foreign investment, how important
are strong sustainable cleantech policies in
determining whether you invest in the UK?

5%

Unimportant

4%

Critical to our
expansion plans

16%
Slightly
important

19%

Moderately
important

30%

Very
important

2 6%

Important

Source: EY Attractiveness Survey UK, June 2021
(total respondents: 570)

Figure 34: Does the fact that
Europe is a green leader influence
your appetite to invest there?

14% l

Not at all

1% \
Negatively

85%

Positively

Source: EY Attractiveness Survey Europe, June 2021
(total respondents: 550)
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In assessing the relative strength of different sectors
in both the UK and Europe, it is also vital to consider
their knock-on effects on wider attractiveness. For
example, while cleantech is important as a sector

in its own right, strong and sustainable cleantech
policies also play a role in supporting the UK's appeal
to investors in other sectors.

Europe clearly benefits in this respect. Its perceived
position as a leader in green industries and policies
is seen as a strongly attractive attribute by investors
globally, with some 85% saying this encourages them
to locate projects in Europe.
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... as supply chains continue to evolve

A further area of opportunity for the UK springs Figure 35: Do you plan to change

from the shifts in supply chains highlighted by our your supply chain model in future?
research. Almost half — 45% — of all respondents to
our UK survey are planning to change their supply 3%

chains, a figure that rises to 52% in consumer goods
and 62% in the technology sector. These shifts
present the UK with the potential to address some
of the weaknesses identified in the manufacturing
sector earlier in this report.

Don't know

Asked how they expect their UK supply chain models

to change in future, investors voice strong demand 52%
for reshoring to the UK, with 20% choosing this
option. This is the same figure as in Europe, with
50% of European respondents also believing that
more reshoring is possible in future. The sectors that
are most active in considering reshoring to the UK
include UK industrials at 32% and cleantech at 47%.
The introduction of enhanced capital allowances

and the launch of freeports are useful first steps in
positioning the UK as a reshoring destination, but
policymakers should continue to explore how else

to exploit this emerging opportunity.

45%

No Yes

Source: EY Attractiveness Survey UK, June 2021 (total respondents: 570)
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Looking to the future:
the policy response
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> COVID-19
) criteria




The pandemic has impacted investors’ criteria
for choosing FDI locations ...

At a country level, health and crisis capabilities are now
critical to investors, and it does appear that the experience
of the pandemic has increased investors' awareness of risk.
Asked what factors will influence their future choices of
countries in which to locate projects, respondents to our UK
study put the success in addressing the COVID-19 crisis in
first place and a country’s ability to withstand future shocks
close behind. With the successful vaccine roll-out, it is easy
to see why the UK's appeal on this criterion has improved
recently, but the key now is to keep this advantage going
into the future.

After the pandemic-related and wider crisis-related criteria,
respondents to our UK study cite financial liquidity, the
quality of infrastructure and access to technology, and future
government support for investors as important factors.
Workforce skills rank lower down than in previous years,
possibly reflecting the view from experience during the
pandemic that technology can now be used to substitute
labor to a greater extent than previously assumed. However,
all the criteria are closely bunched within a narrow range,
underlining the need for the UK to have an integrated,
comprehensive offer to attract investors.

Figure 36: In your company's future location
choices, what main factor will influence your
decision to select a particular country?

The level of success in addressing the COVID-19 crisis

The safety and security measures put in place to prevent
a future major crisis (health, environmental, cyber)

The reliability and coverage of infrastructure
(transportation, telecoms, energy)

The level of adoption of technology by consumers,
citizens and administrations

The quality of the government support you can access
The cost-competitiveness of the country

The liquidity of financial markets and availability of capital
The stability of political and regulatory regime

The policy approach to climate change

The weight of national stimulus packages and their impact
The strength of the domestic market

The quality of life, diversity and culture

The skills of the workforce

Labor supply (skilled and unskilled)

Other (please specify)

Source: EY Attractiveness Survey UK, June 2021 (total respondents: 570)
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22%
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... and has also affected investment strategies Interestingly, while the impact of the pandemic is apparent

When our UK respondents are asked how the COVID-19
pandemic has impacted the priorities of their company's
investment strategy, their replies are consistent with the
themes highlighted above and throughout this report -
with approaches to health, sustainability policies and

digital capability occupying the top four places.

in the rankings overall, the main change since our survey
in the autumn of 2020 is a decline in the importance of the
changing economic model in city centers. This probably
reflects the fact that companies have done more thinking
on this, as they adjust to homeworking and the pressure
on city center locations becomes less extreme than at the
height of the pandemic.

Figure 37: Which of the following themes will
be more important to your investment strategy

as a result of the COVID-19 pandemic?

Quality of health system

Sustainability and climate change

Digital customer connectivity

Ability to deploy technology to transform operations

Changing economic model in major city centers

Role of government in the economy

Deglobalization

Political risk

October 2020

44% 41%

43% 35%

43% 53%

39% 56%

34% 61%

24%

18%

20%

Source: EY Attractiveness Survey UK, June 2021 (total respondents: 570)
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Policy priorities to enhance the UK's levels appears to relate to the debate on tax policy that is

attractiveness qoing forward underway in the UK and globally. Immigration and skills-
linked issues also feature in investors’ thinking on policy

Turning to specific policies that investors believe would priorities for the UK.

improve the UK's future attractiveness, they call first for
increased funding for R&D, a view that is consistent with the
greater focus on technology and health that is evident across
many of the other findings. The importance of sustainability
and infrastructure also reflects themes seen elsewhere in

the research. Meanwhile, the prominence of corporation tax

A comparison with the findings from 2019 shows that R&D
has risen in importance since then while skills have slipped
down the ranking. Improving the UK's telecommunications
infrastructure has also increased its score, perhaps reflecting
the greater reliance on it for remote working.

Figure 38: Which of the following areas

should be domestic policy priorities for

the UK Government to improve the UK's
attractiveness in the future?

2019
Increased funding of R&D 41% 21%
Providing support for foreign investors 34% 24%
Reducing corporate taxation levels 30% 23%
Improving the UK's telecommunications infrastructure 28% 15%
Investment to accelerate the UK's move tqwgrds 28% N/A
net zero carbon emissions
Streamlining skilled immigration policies post-Brexit 27% N/A
Reducing the regulatory burden on business 24% 21%
Improving the skill levels of the UK workforce 32%
Investment in transport infrastructure 36%
Geographic rebalancing of the UK economy N/A
Signing new trade deals N/A
Improving social infrastructure (housing, schools, 0
- 16%
hospitals, culture and sport)
Ensuring globally ‘gold standard’ regulation policies 1% N/A
Maintaining equivalence for financial services 0
(where it aligns) 1% N/A
Allocate more investment to the UK Industrial Strategy N/A 15%
Developing strong business networks | N/A 13%
Additional ports capacity | N/A 12%
Additional airports capacity | N/A 11%
Can'tsay | N/A 5%

Source: EY Attractiveness Survey UK, June 2021 (total respondents: 570)
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UK regions, towns and cities:

London slips back as other
regions hold steady

.|
London returns to first
~ place in ranking of

most attractive cities
in Europe

]
6 O %
of investors are aware

of the UK Government's
‘levelling up' policy




The capital sees projects fall but
perceptions rise ...

Looking at the inflow of FDI projects in the
various regions of the UK, the underlying
picture that emerges in 2020 is a sharp fall
of 29% in the number of projects in London,
but a flat performance across most other
regions. However, our research into investors'
perceptions of leading European FDI cities
shows that London has leapfrogged Paris in
2021 to return to first place in terms of city
appeal. Together with findings showing that
the changing economic model of city centers
is becoming less of an issue for investors,
this suggests that the big fall in projects into
London in 2020 may be a temporary blip
rather than a longer-term trend.
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Figure 39: Which cities do you
believe will be most attractive over
the next three years?

London
Stockholm
Frankfurt
Brussels
Paris
Amsterdam
Rotterdam
Berlin
Glasgow
Milan

Stuttgart

Source: EY Attractiveness Survey Europe, June 2021 (total respondents: 550)

29%

43%



... as other UK regions narrow the perception gap

That said, our respondents’ views in 2021 on which UK region
is most attractive for establishing operations in does appear
to point to some kind of pandemic-induced shift in appeal.
While London continues to lead, many other areas of the

UK — most notably Scotland — have narrowed the gap
significantly. The 15% achieved by Scotland is its highest-
ever ranking in our survey.

The scale of the shift that has occurred since 2019 is

illustrated by the fact that the vote for London as most
attractive region has almost halved in the intervening two
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years, while Scotland's has more than doubled. This was
a nationwide effect — six of the eight English UK regions
registered higher scores.

Exactly what has driven this rebalancing of perceived
attractiveness is unclear, but it does appear that awareness
of the Government's ‘levelling up’ agenda is strong among
investors. 60% of respondents to our survey had heard of
the policy, a significantly higher share than the 38% who had
heard of the attempts to rebalance the UK when surveyed in
2016. The challenge now is to build on this awareness.

Figure 40: Which region in the UK do you
see as the most attractive to establish
operations in?

2021 [ 2019
London
15%
Scotland
B 7%
South East of England 9%
B 7%
: 8%
East Midlands
N 5%
0
East of England . 1% %
%
North West of England -
5%
0
North East of England - 40/6/0
(]
0
South West of England - 40/66
(]
0
West Midlands -4/06(V
0
0
Yorkshire and the Humber - 3;'&
0
Wales - 4%
3%
3%
Can't say .

Y

Source: EY Attractiveness Survey UK, June 2021 (total respondents: 570)

25%
46%
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nvestment
nolicy proposals

That investors are going to be more demanding of governments in future than was previously
the case is a consistent theme in our research. The provision of high-quality infrastructure,
sustainability encouraging digital adoption, offering investors government support, helping build
supply chain and support networks and improving skills, all feature high on the list of investor
priorities. And it is not just in the traditional areas which FDI policy has sought to influence.
Since the pandemic, the quality of healthcare and crisis management are potentially major
sources of differentiation between countries, while investors are alert to the possibility that
corporate taxation levels will be raised to help repair public finances.

Continue to prioritize UK investor
1 communications and policy integration

In this environment, with investors having

a wide range of demands on governments,
clear and regular engagement with investors
will be vitally important. The higher
awareness of ‘levelling up’ in 2021 compared
to ‘rebalancing’ in 2016 illustrates how
beneficial this approach can be.

Attractiveness is becoming a wider concept.
Future priority sectors such as technology
and green investment will take a more

holistic approach with a greater focus on
lifestyle, diversity and tolerance. Our research
demonstrates that investors have moved from
having one or two priority policy areas, such
as the quality of infrastructure and skills, to
requiring a consistent offer across a range of
factors identified above. Engagement with
investors can both help shape policy and

also ensure plans are properly understood,
avoiding risks of unnecessary shocks.

Having established a clear framework to
communicate policy, there is an opportunity
to develop targeted initiatives to attract FDI
in the priority areas from the core of the UK's
Building Back Better strategy.
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attractive to investors.

Innovation research and digital

The UK's success in attracting 62% more life sciences projects and increasing R&D inflows by 12% confirm that the
UK has made significant progress in strengthening its offer around innovation in recent years. While 2020 was a
concerning year for the digital sector, the signs are that both the sector and its main destination — London — remain

Unsurprisingly, skills matter to investors in knowledge-intensive sectors such as life sciences and digital technology,
but there is less concern than might be expected about levels of R&D funding. In terms of where the UK should

focus to best support its transformation to a digital economy, investors send some further clear messages regarding
specific sectors. Digital infrastructure emerges as the top priority followed by cybersecurity, again mirroring

increased concerns over risks. The next three priorities are centered around entrepreneurship, protecting IP and
data protection — all of which reflect specific industry features that could be used to differentiate the UK in the
European and global battle to attract FDI.

All of this represents quite a significant shift in priorities since 2019, with skills declining in importance and digital
infrastructure rising strongly to top the ranking. Investors in our study also believe that strengthening the legal

framework for digital business has also become more of a priority for the UK over the intervening two years.

Figure 41: Digital transformation is creating opportunities
for UK business. In your view, where should the UK
Government concentrate its efforts to best support the
UK's transformation to a digital economy?

Enhancing investments in digital technologies
and infrastructure (cloud, 5G etc.)

Fostering a trustworthy ecosystem and
investing in cybersecurity

Boosting digital entrepreneurship

Strengthening the legal framework for
digital business

Strengthening the rules and requlations
for data protection

Fostering digital innovation to modernize
public services

Investing in digital research and
development

Enhancing workforce skills for the digital age
Can't say

Other (please specify)

Source: EY Attractiveness Survey UK, June 2021 (total respondents: 570)

N/A
0%

2019

48% S0%

40% 8%
39% 36%
36% 33%
36% ALk
35% 45%
35% A8%
34% 53%
4%

1%

EY Attractiveness Survey | UK | June 2021

51



Cleantech
3 While the UK's appeal to cleantech investors is growing, Europe is perceived both as a global leader and
as some way ahead. More policy certainty is required for investors in this sector as investment horizons
are very long term. In addition, as the investor responses to our European survey demonstrate, there are
areas where governments can shape policy to align with efforts which investors plan to take to include
sustainability in their activities. Once again, investor engagement is key.

Figure 42: Will you increase your focus to
include sustainability in your future investment
projects, and if so, in which areas?

Environmental responsibility 56%
Reduction of carbon emissions 52%

Air and water pollution reduction 47%

Access to cleaner energy sources (low 47
carbon and/or non-fossil) 0

43%
43%

Waste reduction

Replacement of polluting and/or
toxic inputs

Local content and closer supply chains 38%
Biodiversity protection
None of these

Other (please specify)

Source: EY Attractiveness Survey Europe, June 2021 (total respondents: 550)
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Levelling up
4 Our finding on investor awareness of ‘levelling up’ and the shift in perceptions of the relative attractiveness
of London and the rest of the UK can be seen as signs of the first ‘green shoots' in the attempt to reshape
the UK's economic geography. There is still much to do and, just as at the national level, investors have a
detailed list of requirements when they consider where in a country to invest. When investing in UK regions
outside of London, the list is topped by the strength of infrastructure (taking the technology and transport
categories together) and skills. However, local business networks and regional grants and incentives are
also highly influential.

A comparison with 2019 shows that business networks and support from regional economic advisory
bodies have both increased strongly in importance. This could potentially reflect investors' awareness of the
UK Government's ‘levelling up’ agenda, which may boost the support available to inward investors looking
to locate projects in regions outside London.

In addition, with 45% of investors indicating plans to reshape their supply chains, especially companies in
the manufacturing sectors, there is a need to target potential investors and reshoring activity. Support for
investment beyond the recently introduced enhanced capital allowances and work to develop supply chain
strategies could generate significant returns as the world prepares for life after COVID-19.

Figure 43: What are your investment criteria
when considering investing in the regional
locations outside of London in the UK?

2019
Availability and skills of local workforce 21% 32%
Strength of business networks locally 21% 12%
Access to regional grants and incentives for 0
investment/R&D 21% 10%
Support from regional economic advisory bodies 20% 8%
Telecommunications and technology 0 N
infrastructure 20% 10%
Strength of transport infrastructure 20% 24%
Availability of business partners and suppliers 17% 23%
Local quality of life such as local schools, 0 0
housing, cultural and sporting events L7% %%
Strength of local education both trade 0
) 8%
and academic
Cost and availability of real estate locally 15%
Local labor costs 18%
Other (please specify) 7%

Source: EY Attractiveness Survey UK, June 2021 (total respondents: 570)
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Global Britain

Of the priority policy initiatives, the most
challenging according to our research is
building Global Britain. There is no doubt
that sectors such as manufacturing and
financial services have been impacted by
Brexit and the reshaping of the UK's trading
arrangements with the EU. The decline in the
UK's share of Japanese FDI in Europe, and
lower EU investment in the UK since 2015
reflect the same challenges. While there have
been signs of an upturn in investment flows
from markets outside of the USA, EU and
Japan, these have yet to prove sustainable
and it is far from clear they will be of a scale
to compensate for lower activity in the
traditional base.

EY Attractiveness Survey | UK | June 2021

Foreign investors attach a lower priority to
the UK signing future trade deals than might
be expected, suggesting that, consistent with
the changes in FDI from Japan, the appeal

of the UK as an export base is much less
than it was. (We certainly need to keep the
performance of digital under review to assess
whether this is an issue for this sector despite
it requiring relatively less physical movement
of goods and people than other sectors.) If
the UK is to convince foreign investors of the
opportunity offered, then more extensive
engagement is required.
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Methodology

The ‘real’ attractiveness
of the UK for foreign
investors

Our evaluation of the reality of FDI in the UK is based To confirm the accuracy of the data collected, the

on the EY European Investment Monitor (EIM), the EY research teams aims to directly contact more than 70%
proprietary database produced in collaboration with OCO. of the companies undertaking these investments. The
This database tracks the FDI projects that have resulted in following categories of investment projects are excluded
the creation of new facilities and jobs. By excluding portfolio from the EY EIM:

investments and mergers and acquisitions (M&A), it shows
the reality of investment in manufacturing and services

by foreign companies across the continent. Data on FDI is
widely available. » License agreements

An investment in a company is normally included in FDI data if ~ * Retail and leisure facilities, hotels and real estate*
the foreign investor acquires more than 10% of the company’'s ~ » Utilities (including telecommunications networks,

» M&A and joint ventures (unless these result in new
facilities or new jobs being created)

equity and takes a role in its management. FDI includes equity airports, ports and other fixed infrastructure)*
capital, reinvested earnings and intracompany loans. » Extraction activities (ores, minerals and fuels)*
However, our figures also include investments in physical » Portfolio investments (pensions, insurance and
assets, such as plant and equipment. And this data provides financial funds)

valuable insights into: » Factory and other production replacement

How FDI projects are undertaken investments (e.g., replacing old machinery without
creating new employment)

v

v

What activities are invested in
» Nonprofit organizations (charitable foundations,

» Where projects are located 2 )
trade associations and government bodies)

» Who is carrying out these projects
*Investment projects by companies in these categories are

The EY EIMis a leading online information provider that included in certain instances: e.qg., details of a specific new

tracks inward investment across Europe. This flagship hotel investment or retail outlet would not be recorded, but if
business information tool is the most detailed source of data the hotel or retail company were to establish a headquarters
on cross-border investment projects and trends throughout facility or a distribution center, this project would qualify for
Europe. The EY EIM is frequently used by government bodies, inclusion in the database.

private sector organizations and corporations looking to

identify significant trends in employment, industry, business

and investment.

The EY EIM database focuses on investment announcements,

the number of new jobs created and, where identifiable, the

associated capital investment. Projects are identified through

the daily monitoring of more than 10,000 news sources.
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The perceived
attractiveness of the
UK and its competitors
by foreign investors

We define the attractiveness of a location as a
combination of image, investors' confidence and
theperception of a country's or area’s ability to
provide the most competitive benefits for FDI.

The field research was conducted by Euromoney

in March and April 2021 via online interviews,

based on a representative panel of 570 international
decision-makers.
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About the EY
Attractiveness program

EY Attractiveness Surveys are widely recognized
by clients, media, governments and major public
stakeholders as a key source of insight into FDI.
Examining the attractiveness of a particular region
or country as an investment destination, the surveys
are designed to help businesses make investment
decisions and governments remove barriers to
growth. A two-step methodology analyzes both
the reality and perception of FDI in the country

or region. Findings are based on the views of
representative panels of international and local
opinion leaders and decision-makers.

The program has a 20-year legacy and has produced
in-depth studies for Europe, a large number of
European countries, Africa, the Mediterranean region,
India, Japan, South America, Turkey and Kazakhstan.

For more information, please visit:
ey.com/attractiveness #EYAttract



About the EY
Economics for
Business program

Our Economics for Business program provides
knowledge, analysis and insight to help businesses
understand the economic environments in which they
operate. We work with both the private and public
sectors, facilitating the debate between business and
government, supporting economic development,
growth and regeneration.

We are well-positioned to assess the implications of
economic change, helping business to capitalize on the
opportunities it affords, making the world work better.
In so doing, we play a critical role in building a better
working world for our people, for our clients and for
our communities.

Contact:
economics@uk.ey.com
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EY contacts

Peter Arnold

UK&I Partner, Economic Advisory,
Ernst & Young LLP (UK)
parnold®uk.ey.com

Shelley Marchant

UK Brand Programmes Lead,
Ernst & Young LLP (UK)
smarchant@uk.ey.com

Annabel Banks

Media Relations Manager,
Ernst & Young LLP (UK)
annabel.banks@uk.ey.com

EY | Building a better working world

EY exists to build a better working world,
helping to create long-term value for clients,
people and society and build trust in the
capital markets.

Enabled by data and technology, diverse

EY teams in over 150 countries provide trust
through assurance and help clients grow,
transform and operate.

Working across assurance, consulting, law,
strategy, tax and transactions, EY teams ask
better questions to find new answers for the
complex issues facing our world today.

EY refers to the global organization, and may refer to one or
more, of the member firms of Ernst & Young Global Limited,
each of which is a separate legal entity. Ernst & Young Global
Limited, a UK company limited by guarantee, does not provide
services to clients. Information about how EY collects and uses
personal data and a description of the rights individuals have
under data protection legislation are available via ey.com/
privacy. EY member firms do not practice law where prohibited
by local laws. For more information about our organization,
please visit ey.com.
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This material has been prepared for general informational purposes only and

is not intended to be relied upon as accounting, tax, legal or other professional
advice. Please refer to your advisors for specific advice.
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