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“Phantom” vs. “Real” FDI 

The second important phenomenon is what 
economists call “phantom FDI,” or investments that 
pass through special purpose entities that have no 
real business activities. 3 To understand the nature 
of transatlantic investment links it is important to 
be able to separate phantom FDI from FDI in the 
“real” economy. Damgaard, Elkjaer and Johannesen 
estimate that investment in countries such as 
Poland, Romania, Denmark, Austria and Spain, for 
instance, are mostly genuine FDI investments, while 
investment in countries such as Luxembourg and the 
Netherlands are largely comprised of investments in 
corporate shells used to minimize the global tax bills 
of multinational enterprises. They estimate that most 
of the world’s “phantom FDI” in 2017 was in a small 
group of well-known offshore centers: Luxembourg 
($3.8 trillion), the Netherlands ($3.3 trillion), Hong 
Kong ($1.1 trillion), British Virgin Islands ($0.8 trillion), 

Bermuda ($0.8 trillion), Singapore ($0.8 trillion) and 
the Cayman Islands ($0.7 trillion). These are global 
figures rather than investments from U.S. companies, 
but since U.S. companies are the preeminent foreign 
investors in Europe one may conclude that these 
distinctions roughly apply to U.S. FDI in Europe.

In the aggregate, about 54% of America’s total 
FDI position in Europe was allocated to non-bank 
holding companies in 2019, meaning that less than 
half of the $3.6 trillion is invested in “real economy” 
industries such as mining, manufacturing, wholesale 
trade, finance, and professional and information 
services (See Box 6.1). Excluding holding companies, 
total U.S. FDI stock in Europe amounts to $1.6 trillion 
– a much smaller figure but still more than 2.5 times 
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In the long run, when FDI related to holding companies is stripped from the numbers, the U.S. foreign 
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Box 6.2  U.S. Corporate Tax Reform: Impact on FDI Outflows

In December 2017, the United States passed the “Tax Cuts and Jobs Act,” which included several 
changes to the U.S. taxation of international profits. An important provision of the tax reform bill, 
which had a material impact on U.S. international investment flows, was the reduced tax rate on U.S. 
firms’ repatriated earnings. This repatriation tax break, which was expected, led to negative U.S. FDI 
outflows as companies brought home significant quantities of cash. The sweeping U.S. tax reform 
package also reduced the corporate tax rate from 35% to 21% and moved the United States towards a 
“territorial” system, under which profits earned by U.S. foreign affiliates will not be taxed. 

Prior to the tax reform, U.S. multinational companies would reinvest their global earnings back into 
their operations abroad, deferring U.S. taxation of these foreign profits. This strategy, widely adopted 
by U.S. multinationals, caused reinvested earnings to become the primary source of U.S. FDI flows. 
Table 3a shows the breakout of U.S. FDI flows to Europe by component, with reinvested earnings 
making up the bulk of total U.S. investment prior to tax reform. 

The cumulative effect of years of companies keeping profits overseas led to a large accumulation of 
U.S. corporate earnings abroad. When the U.S. government passed corporate tax reform, reducing 
the tax rate on these earnings, it incentivized companies to tap into the large pile of foreign profits by 
repatriating the foreign capital. When companies withdraw prior accumulated earnings, this results 
in negative retained earnings which has a negative overall impact on U.S. FDI outflows. A similar 
pattern occurred in 2005 after the U.S. Homeland Investment Act introduced a similar tax break for 
multinational companies. 

In the first three years after the change in the U.S. corporate tax code, U.S. repatriations of global 
earnings are estimated to have totaled approximately $1.6 trillion, or about half of the estimated $3 
trillion in funds stockpiled overseas at the end of 2017 ( Table 3b). While these repatriations suppressed 
FDI outflows from the United States to Europe in recent years, we expect the pace of repatriations to 
slow, and FDI to continue to recover in the years ahead. However, according to UNCTAD’s January 2019 
Investment Trends Monitor, in the long run the shift to a territorial tax system in the United States may 
lead to “structurally lower reinvested earnings by U.S. multinationals in the future.” 

Table 3a � U.S. FDI Out�ows to Europe by 

Component (Billions $)

Table 3b � U.S. Repatriations of Global Earnings  

(Billions $)
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In addition to being one of the largest economic 
blocs in the world, Europe is also wealthy, and wealth 
matters. Wealth is correlated with highly skilled labor, 
rising per capita incomes, innovation, and a world 
class R&D infrastructure, among other things. In the 
aggregate, 15 of the 25 wealthiest nations in the world 
are European. Per capita income levels in Europe are 
significantly greater than those in India and China, 
and all of Africa. China’s per capita income of just 
$10,262 in 2019 is well below the per capita income 
levels of Switzerland ($81,994), the Netherlands 
($52,331), Finland ($48,783), Germany ($46,445), 
and the European Union average of around $35,000. 
Meanwhile, India’s per capita GDP was just $2,100 in 
2019, according to figures from the World Bank. 

Wealth, in turn, drives consumption. The EU 
(including the UK) accounted for about 20% of total 
global personal consumption expenditures in 2019, 
a slightly lower share than that of the United States 
but well above that of China (11%) and India (4%). 
Gaining access to wealthy consumers is among the 
primary reasons why U.S. firms invest overseas, 
and hence the continued attractiveness of wealthy 
Europe to American companies. 
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Since R&D expenditures are a key driver of value-
added growth, it is interesting to note that EU-
based organizations accounted for about one-fifth 
of total global R&D in 2018 in purchasing-power 
parity terms. That lagged the share of the United 
States and China but exceeded the share of Japan 
and South Korea. Over the past two decades, China 
has steadily advanced its R&D capabilities, and 
is projected to overtake the U.S. as the top R&D 
spender in the world (Table 10). According to R&D 
Magazine’s updated 2020 Global R&D Funding 

Number of researchers hosted  
(2018)

2.1 million
EU

1.9 million
China

1.5 million
U.S.
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U.S. corporate affiliates in Europe also play an 
important role in the R&D and innovation climate of 
the region. These affiliates contributed $33 billion to 
Europe’s total expenditures on R&D. 

Led by European industry leaders like Roche, 
Novartis, Daimler, Sanofi, and GlaxoSmithKline, 
Europe remains a leader in a number of cutting-edge 
industries including life sciences, agriculture and food 
production, automotives, nanotechnology, energy, 
and information and communications. Innovation 
requires talent, and on this basis, Europe is holding 
its own relative to other parts of the world. Europe 
is the world leader in terms of full-time equivalent 
research staff. Of the world’s total pool of research 
personnel, the EU housed 2.1 million researchers in 
2018 versus 1.5 million in the United States and 1.9 
million in China, according to OECD estimates. 

Finally, Europe is home to one of the most educated 
workforces in the world. The share of the working age 
population with a bachelor’s degree or higher in Ireland 
is the highest in the OECD, at 51%. The comparable 
figures for Luxembourg, Switzerland, Lithuania, Iceland, 
Belgium, and the Netherlands are all higher than that of 
the United States (currently 38%). 

While U.S. universities remain a top destination for 
foreign students, the UK, Germany and France are 
also notable attractions. In the end, Europe remains 
among the most competitive regions in the world in 
terms of science and technology capabilities. The 
U.S. National Science Board has explicitly recognized 
EU research performance as strong and marked by 




