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Abstract

The paper describes the postion of Italian economy within the international scenario of
production internationalisation. Trends of foreign direct investment flows in Italy are analysed
both considering FDI inflows and FDI outflows. Moreover, the degree of industry passive and
active multinationality of the Italian manufacturing sector is andysed. To this am, we
computed two indices by looking at the share of multinational firms' production in Italy, using
three-digit level data. The comparison between passive and active multinationality highlights
the peculiar position of Italian economy characterised by a low level of active multinationality
and a high level of passive multinationality in science based sectors. In speciaised sectors the
importance of active multinationality is, on the contrary, higher than for passive
multinationality.
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1. Introduction

Strong empirical evidence indicates the remarkable relevance of the phenomenon
of foreign direct investment (FDI)®. The process of globalisation is characterised by the
growth of international production, the part of production of good and services of
countries that is controlled and managed by firms headquartered in other countries.
Following the UNCTAD 1999 report, the relevance of international production activity
may be highlighted by the analysis of the number of firms involved in it and of their
location. Over 500,000 foreign affiliates are in operation world-wide, established by
about 60,000 parent companies. To this a number of firms would have to be added that
are linked to each other through non-equity relationship. The share of developed
countries in worldwide FDI outflows further increased from an already high ratio of 86
percent in 1997 to about 92 percent in 1998, while their share in inflows increased even
more from 59 percent to 72 percent. registered record levels of FDI inflows and
outflows in 1998. Developed countries registered record levels of FDI inflows and
outflows in 1998 amounting respectively to $460 billion and $595 billion. It means 68
percent more than 1997 level for inflows and 46 percent more for outflows. As in the
past, EU, Japan and United States still represent the main players, accounting for about
93 percent and 91 percent of FDI inflows into and outflows from developed countries in
1998.

Within this scenario, we concentrate our analysis on the phenomenon of FDI in
Italy. Section 2 analyses recent trends of FDI flows in the Italian economy as a whole.
Section 3 and 4 consider recent trends in the Italian manufacturing sector, concentrating,
in particular, on the degree of industry passive and active multinationality, respectively.
In Section 5 a comparison between the degree of industry passive and active
multinationality is presented. Section 6 analyses the geographic dimension of industry
passive and active multinationality and Section 7 concludes.

! Foreign direct investment indicates both cross-border mergers and acquisitions of existing firms and a
greenfield investment. Multinational corporations are the main source of FDI. The two expressions will
be used indifferently in the paper.
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2. FDI flowsin ltaly

The position of Italian economy within the international scenario of FDI flows
and stock is fairly weak. The Italian economy is characterised by a minor level of FDI
flows when compared to the average EU level, particularly low for FDI inflows.

However, since 1996 FDI outflows grew substantially, from 9.000 billion lire to
19.000 in 1998, through 17.500 hillion lire in 1997. At the end of 1998 the FDI outward
stock was 273.000 hillion lire and the FDI inward stock was 174.000 billion lire (Banca
d'ltalia, 1999). Nevertheless, the importance of FDI outflows in Itay, even if
increasing, is still significantly low when compared with the Italian share of exports in
the world economy. It is important to notice that the increasing FDI outflows level is
accompanied by a declining level of exports.

The role of FDI flows in Italy can be highlighted by the following two tables.
Table 1 represents total FDI inflows, as a percentage of GDP, in all the member states
of European Union and for the EU as a whole. Table 2 represents total FDI outflows. In
order to alow for comparison both the table contain data for the United States. In Table
1, total FDI outflows are displayed for the Japanese economy as well, in order to give a
more complete idea of the FDI patterns in Europe. In both the tables, European
countries are ranked by considering the average level of FDI flows between 1983 and
1997.
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Table 1. FDI inflows: European countriesranked by the average level of FDI
(GDP percentage)

1983-85 1986-88 1989-91 1992-94 1995-97 Average

Belgium 1,15 1,07 3,67 4,63 3,98 3,02
Netherlands 0,57 1,21 3,36 2,47 2,37 2,02
Greece 1,04 1,09 1,25 1,75 3,87 1,87
United Kingdom 0,72 1,68 3,17 1,56 1,75 1,84
Spain 1,06 1,41 2,35 2,12 1,39 1,63
Sweden 0,30 0,54 0,91 1,57 3,82 1,60
Portugal 0,69 1,00 2,97 2,33 0,92 1,59
Ireland 0,94 0,32 0,36 2,26 151 1,15
France 0,34 0,44 1,18 1,31 1,38 0,98
Denmark 0,09 0,15 0,79 0,99 1,99 0,86
Finland 0,15 0,33 0,51 0,40 1,11 0,55
Austria 0,27 0,26 0,41 0,42 0,88 0,47
Italy 0,25 0,26 0,55 0,29 0,32 0,33
Germany 0,16 0,13 0,29 0,16 0,18 0,17
EU15 0,41 0,59 1,26 0,98 1,07 0,89
US 0,47 0,86 1,09 0,49 0,82 0,77

Source: OEDC, IMF, different years. Own calculations.

Table 1 highlights that Belgium and the Netherlands were the country attracting
the highest level of FDI flows between 1983 and 1997. However, in the last period
considered in the table, Greece and Sweden emerged as important destination of FDI
flows. On the contrary, Italy and Germany, over the all period, were the less involved
economies in the process of production internationalisation through FDI. EU economy
as awhole, since the period 1989-91, registers alevel of FDI inflows as a percentage of
GDP higher than the United States, suggesting the importance of FDI for the EU-
economy.

The anaysis of recent Eurostat data on FDI flows highlights the particular
position of United Kingdom. This economy attracted a remarkable level of FDI flows
between 1997 and 1998, passing from 23 billions of ecu to 49 billions of ecu in 1998, a
level more than twice higher. The Netherlands and France emerge as well as important
destination for FDI flows, that in 1998 where, respectively, 28 and 25 billions of ecu.
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Table 2 FDI outflows. European countriesranked by the average level of FDI
(GDP per centage)

1983-85 1986-88 1989-91 1992-94 1995-97 Average

Netherlands 1,80 2,80 4,99 4,36 531 3,96
Sweden 1,45 2,57 5,30 1,28 3,36 2,93
United Kingdom 1,71 3,33 3,51 2,00 3,19 2,85
Belgium 0,23 1,14 2,97 3,17 2,49 2,04
Finland 0,48 1,04 2,42 0,29 2,82 1,55
France 0,44 0,71 2,30 1,99 1,61 1,48
Denmark 0,19 0,62 1,22 1,29 1,90 1,13
Germany 0,53 0,93 1,30 1,05 1,24 1,05
Spain 0,20 0,19 0,48 0,59 0,78 0,54
Italy 0,42 0,39 0,53 0,62 0,52 0,53
Austria 0,20 0,24 0,65 0,86 0,56 0,51
Portugal 0,05 0,01 0,19 0,50 0,57 0,36
Greece NA NA NA NA NA NA
Ireland NA NA NA NA NA NA
EU15 0,65 1,11 1,79 1,26 1,50 1,33
US 0,22 0,43 0,53 0,81 1,10 0,67
Japan 0,40 0,68 1,51 0,57 0,45 0,71

Source: OEDC, IMF, different years. Own calculations. NA indicates not available data.

In the EU economy, FDI outflows are as important as FDI inflows. In particular,
during the period 1983-1997, the Netherlands was the country investing abroad the
highest level of FDI/GDP. Sweden and United Kingdom are, respectively, the second
and the third investor abroad. The lowest level of FDI outflows came from Austria and
Portugal. Following Rondi e Sembenelli (1998), the analysis of the top 100 EU owned
companies over years 1987-1993, that is the IMP implementation period, further
confirms the previously presented evidences. A general acceleration of multinational
activity is found by the authors, that conclude that multinational activity became a
particularly profitable way of serving foreign market as the completion of IMP
proceeded. Moreover, it is shown that German, Belgian and Italian companies achieved
the most pronounced increases in foreign penetration within the EU.

The pattern followed by FDI flows in the Italian economy over the years 1982-97,

is further illustrated by the following two figures, where FDI values are computed, as
above, as GDP percentage. Figure 1 represents FDI inflows pattern.

10
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Figure 1. FDI inflows in Italy (GDP percentage)
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The analysis of FDI inflows highlights the single market expectation effect for the
Italian economy. Between 1986 and 1988, FDI inflows in Itay grew consistently.
During the 1990s, however, the interest of foreign investors for Itay has been
decreasing. Since 1991 on, the level of FDI inflows, both in absolute term and as GDP
percentage, has been around a half of the level reached between 1986 and 1990.

Figure 2 describes the pattern of FDI outflows of the Italian economy. The
analysis of the data higlights that, since 1989, an increasing trend is observed in Italian
FDI outflows. The increase in FDI outflows is mainly driven by extraEU flows, in
particular by FDI to Eastern Europe.

11



Ceris-Cnr, W.P. N°13/2000

Figure 2. FDI outflows in Itlay (GPD percentage)
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The general analysis of FDI flows, however, only approximately describes the
trends of internationalisation of production in the economy. The measures of FDI are
based on the current account values and are then inadequate to give the exact measure
of the degree of multinational’s operations in the economy. Therefore, the position of
Italy in regard to the presence of multinational firms in the production structure has to
be further analysed by looking at a stock FDI variable. In order to address the issue of
the Italian production structure internationalisation, we adopt a particular measure of
FDI. We call such a measure “FDI consistence’. The measure of FDI we use is an
important point to be underlined, given the fact that the literature on FDI, in genera, has
often missed the true role played by multinational activity. Our estimates of the degree
of industry multinationality in Italy provide an adegquate measure of the importance of
multinational enterprises in the production structure.

We measure the level of industry multinationality for each three-digit industry
within the manufacturing sectors as the productior? of multinational enterprises. A firm
is considered to be part of a multinational enterprise when it represents plants located in

2 Firm's production is measured as the value of sales of goods classified in the three digit industry
produced by the various plants of the multinational firm. We assume that the effect of stock is negligible.

12
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Italy and owned for more than 50 per cent by a foreign firm. This is the case of passive
multinationality. Italian headquartered firms with plants located abroad are
multinational enterprises and represent active multinationality. The data we use are
estimated in collaboration with CERIS-CNR of Turin for the year 1993.

We refer to consistence of FDI in the sense that we are aiming at measuring the
significance of the presence of multinationals in the economy. We define the degree of
multinationality for each industry as the sum of the shares of output produced by
multinational enterprises in each industry. However, for reasons of data availability, the
index can be precisely calculated for only the industry five leading® firms.

We calculated two different indices* of industry multinationality for Italy,
indicated as MNE and MNEITA in the paper. The first index refers to the consistence of
foreign affiliates located in Italy. It is based on Italian production of foreign-owned
firms and it represents Italian passive multinationality. The second index is estimated
considering the production in Italy of Italian firms that went multinational and it
represents Italian active multinationality. Before the exposition of the analysis of MNE
and MNEITA indices, in the next two paragraph we concentrate in particular on
evolution of Italian economy in term of passive and active multinationality.

3. Thedegree of industry passive multinationality in Italy

Passive multinationality indicates the presence of foreign owned plants in the
economy. The presence in Italy of subsidiaries of multinational enterprises represents
then a case of passive multinationality. This concept corresponds to the index indicated
as MNE. The index MNE, however, is based only on firm’'s sales and it does not refer
on the number of firms.

Following the taxonomy of Pavitt (1984)°, the evolution of FDI in Italy can be
analysed at the sectoral level. In this sense, one dimension of analysis is the number of
domestic firms involved in the process of internationalisation. We considers firms

3 We define a firm as ‘leading’ in an industry if it is one of the five largest Italian producer in that
industry.

* See Segre (2000b) for the precise definition of the indices.

® See Cominotti and Mariotti (1997) for the precise definition of the composition of the four Pavitt sectors
followed in the present study.

13
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operating in the manufacturing and mining sectors. This analysis highlights that,
between 1985 and 1995, the pattern of FDI by industry in Italy has not greatly changed.
The major change was the shift of part of inward FDI from science-based sector to scale
intensive sector. This situation is summarised by the following table, where the number
of firms located in Italy and controlled by foreign firms and their level of sales are
shown.

Table 3. Evolution of the number and sales* of foreign affiliatesin Italy

1985 1993 1995 1998
N. % N. % N. % N. %
Traditiona sectors 109 9.8 137 102 144 104 152 99
Scale intensive sectors 510 457 639 474 663 481 763 49.8
Specialised sectors 213 19.1 266 197 267 194 306 200
Science-based sectors 283 254 306 227 34 221 311 203
Total 1115 100 1348 100 1378 100 1532 100
Sales % Sales % Sales % Sales %
Traditiona sectors NA NA 7635 5.4 10713 6.3 11522 53
Scale intensive sectors NA NA 72029 50.9 84807 49.9 11707553.9
Specialised sectors NA NA 15825 11.2 23717 14.0 31947 147
Total NA 141445100 169825 100 217165100

* Billions of Italian lire. NA indicates not available data.
Source: Cominotti and Mariotti, different years.

When we concentrate on passive multinationality in Italy in 1993, a medium level
of concentration is observable. Over the 868 multinational firms with foreign affiliates
in ltaly, 227 belongs to the list of the biggest 450 multinationals in the world. According
to Mariotti (1995), in 1993 the degree of passive multinationality is estimated to be at
the level of 16 per cent, alevel close to that of other big European countries and bigger
than the level in the United States.

14
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4. Thedegree of industry active multinationality in Italy

Active multinationality refers to the presence of Italian firms that went
multinational. This concept is, however, different from the index indicated as MNEITA.
The index MNEITA measures active multinationality referring to the weight of Italian
firms involved in the process of internationalisation of production. It considers, then, the
sales of Italian multinational firms in Italy and not the sales of foreign affiliates of
Italian firms, as in the following table.

Table 4. Evolution of the number and sales* of foreign affiliates of Italian firms

1985 1993 1995 1998
N. % N. % N. % N. %
Traditiona sectors 99 175 309 257 389 278 436 285
Scale intensive sectors 319 565 631 525 717 512 720 470
Specialised sectors 72 127 146 121 169 120 241 157
Science-based sectors 75 13.3 116 9.7 126 9.0 134 8.8
Total 565 100 1202 100 1401 100 1531 100
Sales % Sades % Sales % Sades %
Traditiona sectors NA NA 12386 125 16146 14.8 20395 13.7
Scale intensive sectors NA NA 72616 76.3 77810 71.2 10553370.7
Specialised sectors NA NA 7915 8.0 9748 89 16412 11.0
Science-based sectors NA NA 5787 5.9 5538 5.1 6965 4.7
Total NA 98704 100 109242 100 149305 100

* Billions of Italian lire. NA indicates not avail able data.
Source: Cominotti and Mariotti, different years.

The analysis of Table 4 reveals a declining trend in sales and number of foreign
affiliates in scale intensive sectors and science-based sectors. On the contrary, between
1995 and 1998 the number of firms and their sales increased in specialised sectors. In
traditional sectors the number of foreign affiliates continuously increased between 1985
and 1998, but sales of the sector between 1995 and 1998 declined as percentage of total
sales. This should reflect the increasing number of small firms involved in the process
of internationalisation of production in Italy. This situation describes the peculiar

15
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situation of industrial structure of Italian economy, particularly weak in hi-tech
industries and developed in specialised activities. Given the general importance of
internationalisation of production in science-based sectors, the declining trend in Italy
indicates a growing difference between Italian economy and the pattern in the rest of
developed countries.

In 1993 the number of Italian multinationals was estimated to be of 445
(Cominotti and Mariotti, 1994). Small multinational firms are 73 per cent of total, but
such firms contribute only little to the consistence of FDI in foreign countries. Small
Italian multinationals controlled 31 per cent of Italian foreign affiliates and contributed
only for 5 per cent to the level of sales of the foreign affiliates. The 16 biggest Italian
multinational firms represents over 43 per cent of total Italian foreign affiliates,
contributing to 76 per cent of foreign affiliates sales. According to Mariotti (1995),
however, in 1993 the degree of active multinationality is estimated to be at the level of
18,5 per cent. Contrary to the situation for passive multinationality, this level is notably
lower than the level characterising the other developed economies, a part for the
Japanese case.

5. Congstenceof FDI in Italy

The FDI consistence variable for Italy, computed following the methodology
described in Segre (2000b), is wholly illustrated in the following table.

In Table 5, three-digit industry level data are displayed for Italian manufacturing
sector. The degree of industry multinationality is expressed by referring at the computed
indices MNE and MNEITA. Data refer to year 1993.

Table5. FDI consistencein Italy in 1993, by industry

Nace MNE MNEITA TOTMNE Industry definitions

1510 0,09 0,10 0,20 Production, processing and preserving of meat and meat products
1520 0,59 0,11 0,70 Processing and preserving of fish and fish products

1530 0,38 0,42 0,80 Processing and preserving of fruit and vegetables

1540 0,23 0,58 0,81 Manufacture of vegetable and animal oils and fats

1550 0,80 0,20 1,00 Manufacture of dairy products

1560 0,28 0,47 0,75 Manufacture of grain mill products, starches and starch products
1570 0,15 0,00 0,15 Manufacture of prepared animal feeds

16
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1580
1590
1600
1711
1730
1740
1750
1761
1811
1830
1910
1920
1930
2010
2020
2030
2040
2050
2110
2120
2210
2220
2231
2320
2410
2420
2430
2440
2450
2460
2470
2510
2520
2610
2621
2640
2650
2660
2670
2680
2710
2720
2730
2740
2750
2810
2820
2830
2840
2850
2861
2910
2920

0,17
0,61
0,38
0,20
0,00
0,00
0,00
0,13
0,00
NA

0,00
0,42
0,00
0,00
0,00
0,00
0,00
0,00
0,10
0,49
0,00
0,13
0,44
0,06
0,07
0,62
0,87
0,63
1,00
0,47
0,00
0,55
0,00
0,59
0,40
0,00
0,08
0,00
0,00
0,53
0,00
0,04
0,00
0,00
0,08
0,19
0,20
0,18
0,00
0,21
0,27
0,32
0,39

0,77
0,00
0,00
0,27
0,90
0,46
0,22
0,60
0,44
NA

0,00
0,00
0,46
0,00
0,13
0,00
0,00
0,00
0,12
0,00
0,58
0,00
0,37
0,56
0,86
0,23
0,00
0,00
0,00
0,44
0,85
0,38
1,00
0,22
0,24
0,00
0,47
0,57
0,00
0,00
0,89
0,55
0,73
0,17
0,67
0,47
0,22
0,69
0,38
0,62
0,35
0,68
0,20

0,95
0,61
0,38
0,48
0,90
0,46
0,22
0,73
0,44
NA

0,00
0,42
0,46
0,00
0,13
0,00
0,00
0,00
0,21
0,49
0,58
0,13
0,81
0,62
0,94
0,84
0,87
0,63
1,00
0,91
0,85
0,93
1,00
0,81
0,64
0,31
0,55
0,57
0,00
0,53
0,89
0,59
0,73
0,17
0,75
0,66
0,41
0,87
0,38
0,83
0,51
1,00
0,59

Manufacture of other food products

Manufacture of beverages

Manufacture of tobacco products

Preparation and spinning of textile fibres and textile weaving

Finishing of textiles

Manufacture of made-up textile articles, except apparel

Manufacture of other textiles

Manufacture of knitted and crocheted fabrics and articles

Manufacture of leather clothes and of other wearing apparel and accessories
Dressing and dyeing of fur; manufacture of articles of fur

Tanning and dressing of |eather

Manufacture of luggage, handbags and the like, saddlery and harness
Manufacture of footwear

Sawmilling and planing of wood, impregnation of wood

Manufacture of veneer sheets, and of plywood, particle and fibre board
Manufacture of builders carpentry and joinery

Manufacture of wooden containers

Manufacture of other wood prod, of cork art, straw and plaiting materials
Manufacture of pulp, paper and paperboard

Manufacture of articles of paper and paperboard

Publishing

Printing and service activities related to printing

Recorded media and manuf. of television and radio receivers, sound or video recording
Manufacture of refined petroleum products

Manufacture of basic chemicals

Manufacture of pesticides and other agro-chemical products

Manufacture of paints, varnishes, similar coatings, printing ink and mastics
Manufacture of pharmaceuticals, medicinal chemicals and botanical products
Manufacture of soap, detergents, cleaning and polishing prod., perfumes
Manufacture of other chemical products

Manufacture of man-made fibres

Manufacture of rubber products

Manufacture of plastic products

Manufacture of glass and glass products

Manufacture of non-refractory ceramic goods and refract. ceramic prod.
Manufacture of bricks, tiles and construction prod., in baked clay
Manufacture of cement, lime and plaster

Manufacture of articles of concrete, plaster and cement

Cutting, shaping and finishing of stone

Manufacture of other non-metallic mineral products

Manufacture of basic iron and sted and of ferro-alloys

Manufacture of tubes

Other first processing of iron and steel

Manufacture of basic precious and non-ferrous metas

Casting of metals

Manufacture of structural metal products

Manufacture of tanks, metal reservoirs, container central heating radiators and boilers
Manufacture of steam generators, except centra heating hot water boilers
Forging, pressing, stamping and roll forming of metal; powder metallurgy
Treatment and coating of metals; general mechanical engineering
Manufacture of cutlery and general hardware, of metal products, of weapons
Manufacture of machinery for the production and use of mechanica power
Manufacture of other general purpose machinery

17
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2930 0,00 0,52 0,52 Manufacture of agricultural and forestry machinery
2940 0,26 0,68 0,94 Manufacture of machine- tools

2050 0,00 0,85 0,85 Manufacture of other special purpose machinery

2970 0,52 0,34 0,86 Manufacture of domestic appliancesn.e.c.

3000 0,69 0,31 1,00 Manufacture of office machinery and computers
3111 0,46 0,44 0,90 Manufacture of electrical equipment

3150 0,88 0,00 0,88 Manufacture of lighting equipment and electric lamps

3211 0,47 0,48 0,95 Manuf. of electronic components, television and radio transmitters, telephony line
3310 0,47 0,53 1,00 Manufacture of medical and surgical equipment and orthopaedic appliances
3321 0,27 0,56 0,83 Manufacture of instruments for measuring and of industrial process control equipment

3340 0,09 0,09 0,18 Manufacture of optical instruments and photographic equipment
33B0 0,21 0,23 0,44 Manufacture of watches and clocks
3410 0,00 0,93 0,94 Manufacture of motor vehicles

3420 0,00 0,13 0,13 Manufacture of bodies for motor vehicle, and of trailers and semi-trailers
3430 0,19 0,81 1,00 Manufacture of parts and accessories for motor vehicles and their engines

3510 0,00 0,67 0,67 Building and repairing of ships and boats

3520 0,06 0,56 0,63 Manufacture of railway and tramway locomotive and rolling stock
3530 0,00 0,77 0,77 Manufacture of aircraft and spacecraft

3540 0,16 0,67 0,83 Manufacture of motorcycles and bicycles

3550 NA NA NA Manufacture of other transport equipment n.e.c.

3610 0,00 0,36 0,36 Manufacture of furniture

3620 0,00 0,00 0,00 Manufacture of jewellery and related articles

3630 0,27 0,00 0,27 Manufacture of musical instruments

3641 0,39 0,11 0,49 Manufacture of sports goods

3660 0,19 0,00 0,19 Miscellaneous manufacturing n.e.c.

Source: Own calculations from unpublished CERIS data.

Table 5 shows that the industry with the highest degree of passive multinationality
—represented here by MNE variable - is the manufacture of soap, detergents, perfumes,
and cleaning and polishing products, where firms as Procter and Gamble — in Italy the
leader of this sector in 1993 — Unilever, Henkel, L’ Oreal, and Benckiser are present.
Manufacture of lighting equipment and electric lamps and manufacture of paints,
varnishes, printing ink and mastics are, respectively, the second and the third industry
in terms of degree of passive multinationality. In the former industry, are present
Siemens, Philips, General Electric, and Asea Brown Boveri. In the latter, PPG, Basf,
Akzo, and Total are the most important multinational firms operating in the industry.

On the side of active multinationality — represented here by the MNEITA index -
Table 5 highlights that manufacture of plastic products, manufacture of motor vehicles
and finishing of textiles, have the highest degrees. In the manufacture of plastic
products al the top five firms — Manuli, Eni, 1AO, Vibac, and Olivetti — are
multinationals. In the manufacture of motor vehicles the presence of Fiat represents the
main contribution to the high degree of multinationadlity. In the finishing of textiles
industry, among the top five firms, Gruppo Tessile Miroglio, Edizione Holding,
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Vincenzo Zucchi and Legler Industria Tessile have foreign subsidiaries. For all these
industries, as well as for many other industries where the degree of active
multinationality is high, the degree of passive multinationality is very low.

Industries with Nace codes 1910, 2010, 2030, 2040, 2050, 2640, 2670, 3620 are
industries where both passive and active multinationality is zero. In al these industries
the presence of either zero or very low degree of multinationality is confirmed also at
the European level by the study of Davies and Lyons (1996, Table A2.1, pp. 258-260).

The data reported in Table 6 are obtained by calculating, from the data presented
in Table 5, the percentage distribution of sectors multinationality’s degree following the
same Pavitt taxonomy used for Table 3 and Table 4, in order to allow from comparison
between the two measure of multinationality. In Table 6 active multinationality is
measured as the consistence of FDI referring to Italian firms involved in the process of
production internationalisation. The comparison between the percentages obtained from
the variable referring to the number of firm involved in passive and active
multinationality presented in Table 3 and in Table 4 and the percentages obtained from
the computation of MNE and MNEITA indices show that there is not a significant
different between the two measures. The main difference between our calculations and
Cominotti and Mariotti’s data seems to refer to the importance of foreign affiliates in
traditional sectors. MNE index in traditional sectors, however, is a value comprised
between the number of firms and the level of sales. This reflects the fact that MNE
index measure FDI consistence relative to the importance of national firm in each
industry.

Table6. Passive and active multinationality in Italy in 1993

MNE MNEITA
% %
Traditiona sectors 18,6 20,9
Scale intensive sectors 459 549
Specialised sectors 6,3 14,5
Science-based sectors 29,2 9,7
Total 100 100

Source: own calculations from unpublished CERI S data.
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Table 6 highlights the different distribution between the presence of active and
passive multinationality in Italy. The main characteristic of Italian manufacturing sector
concern the low level of Italian multinational enterprises in science based sectors,
where, on the contrary, passive multinationality is largely higher. In specialised sectors,
however, the importance of Italian firms involved in the process of production
internationalisation is higher than the degree of passive multinationality. This situation
reflects the peculiar situation of Italian production, highly developed in specialised
sectors and weak in hi-tech sectors.

In order to further describe the phenomenon of FDI in Italy, we present the results
of a smple quantitative analysis on passive and active multinationality in Italian
economy. Including in the analysis some trade variables, computed by industry, we
estimated a simple equation with OLS estimator. The trade variables considered are
exports from Italy to European country — EXPINTRA variable - and to non-European
country — EXPEXTRA variable- and the sum of export and import for European and
non-European values — TRADEI and TRADEE variables, respectively.

The coefficients estimated for MNE index indicate that industries with higher
degree of passive multinationality are characterised by higher level of export towards
European member states, lower level of export towards non-European countries. A
dummy variable for science-based sectors (DSBY) is significant and positive, indicating
a higher degree of passive multinationality in such sectors. The estimated coefficient are
presented below, with t-statistics in brackets.

MNE = 0.163 + 0.454 EXPINTRA - 0.509 EXPEXTRA + 0.361 DSBS
(3.41) (2.00) (-2.27) (4.90)

R-squared: 0.266

The same experiment is done for the MNEITA index in order to investigate active
multinationality in Italy. Estimated coefficients for MNEITA are presented below, as
above with t-statistics in brackets.
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MNEITA= 0.217 + 0.362 TRADEI - 0.465 TRADEE + 0.149 DSCIS+ 0.384 DSPS
(3.28) (2.32) (-2.46) (2.22) (3.46)

R-squared: 0.240

The degree of active multinationality is higher in sectors more open towards
European member states and less open towards non-European countries. The sum of
export and import gives the best indication for the characteristic of Italian active
multinationality. Italian firms that goes multinational are firms producing in sectors
more linked with the rest of EU economies through trade. Two dummies variables are
significant and positive - the first for scale-intensive sectors (DSCIS), the second for
specialised sectors (DSPS) — indicating a higher degree of active multinationality in
such sectors.

6. Thegeographic dimension of industry passive and active multinationality

The analysis of Italian industry’s passive multinationality can be further
developed following the geographic dimension. The analysis shows that foreign
affiliates with parent company located in EU countries have a level of FDI consistence
higher than affiliates with parent company located in non-EU countries. Table 7
represents FDI consistence for passive multinationality in Italy, distinguished by
country of origin of the parent companies, for year 1993. Index MNEEU indicates the
consistence of FDI coming from countries of the European Union, for each
manufacturing industry. Index MNENEU indicates the consistence of FDI coming from
extra-European countries, for each manufacturing industry.

Table 7. FDI consistence for passive multinationality in Italy in 1993, by industry

Nace MNEEU MNENEU Industry definitions

1510 0,00 0,10 Production, processing and preserving of meat and meat products
1520 0,59 0,00 Processing and preserving of fish and fish products

1530 0,23 0,15 Processing and preserving of fruit and vegetables

1540 0,12 0,11 Manufacture of vegetable and animal oils and fats

1550 0,48 0,31 Manufacture of dairy products
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1560
1570
1580
1590
1600
1711
1730
1740
1750
1761
1811
1830
1910
1920
1930
2010
2020
2030
2040
2050
2110
2120
2210
2220
2231
2320
2410
2420
2430
2440
2450
2460
2470
2510
2520
2610
2621
2640
2650
2660
2670
2680
2710
2720
2730
2740
2750
2810
2820
2830
2840
2850
2861

0,28
0,00
0,00
0,31
0,00
0,00
0,00
0,00
0,00
0,00
0,00
NA

0,00
0,00
0,00
0,00
0,00
0,00
0,00
0,00
0,10
0,15
0,00
0,13
0,44
0,00
0,07
0,62
0,57
0,48
0,71
0,00
0,00
0,46
0,00
0,51
0,23
0,31
0,00
0,00
0,00
0,53
0,00
0,04
0,00
0,00
0,08
0,19
0,00
0,08
0,00
0,21
0,32

0,00
0,09
0,17
0,34
0,22
0,20
0,00
0,00
0,00
0,13
0,00
NA

0,00
0,42
0,00
0,00
0,00
0,00
0,00
0,00
0,00
0,33
0,00
0,00
0,00
0,06
0,00
0,00
0,28
0,15
0,29
0,47
0,00
0,10
0,00
0,08
0,19
0,00
0,08
0,00
0,00
0,00
0,00
0,00
0,00
0,00
0,00
0,00
0,20
0,10
0,00
0,00
0,09

Manufacture of grain mill products, starches and starch products
Manufacture of prepared animal feeds

Manufacture of other food products

Manufacture of beverages

Manufacture of tobacco products

Preparation and spinning of textile fibres and textile weaving

Finishing of textiles

Manufacture of made-up textile articles, except apparel

Manufacture of other textiles

Manufacture of knitted and crocheted fabrics and articles

Manufacture of leather clothes and of other wearing apparel and accessories
Dressing and dyeing of fur; manufacture of articles of fur

Tanning and dressing of leather

Manufacture of luggage, handbags and the like, saddlery and harness
Manufacture of footwear

Sawmilling and planing of wood, impregnation of wood

Manufacture of veneer sheets, and of plywood, particle and fibre board
Manufacture of builders carpentry and joinery

Manufacture of wooden containers

Manufacture of other wood prod, of cork art, straw and plaiting materials
Manufacture of pulp, paper and paperboard

Manufacture of articles of paper and paperboard

Publishing

Printing and service activities related to printing

Recorded media and manuf. of television and radio receivers, sound or video recording
Manufacture of refined petroleum products

Manufacture of basic chemicas

Manufacture of pesticides and other agro-chemical products

Manufacture of paints, varnishes, similar coatings, printing ink and mastics
Manufacture of pharmaceuticals, medicinal chemicals and botanical products
Manufacture of soap, detergents, cleaning and polishing prod., perfumes
Manufacture of other chemical products

Manufacture of man-made fibres

Manufacture of rubber products

Manufacture of plastic products

Manufacture of glass and glass products

Manufacture of non-refractory ceramic goods and refract. ceramic prod.
Manufacture of bricks, tilesand construction prod., in baked clay
Manufacture of cement, lime and plaster

Manufacture of articles of concrete, plaster and cement

Cutting, shaping and finishing of stone

Manufacture of other non-metallic mineral products

Manufacture of basic iron and steel and of ferro-alloys

Manufacture of tubes

Other first processing of iron and steel

Manufacture of basic precious and non-ferrous metals

Casting of metals

Manufacture of structural metal products

Manufacture of tanks, metal reservoirs, container central heating radiators and boilers
Manufacture of steam generators, except central heating hot water boilers
Forging, pressing, slamping and roll forming of metal; powder metallurgy
Treatment and coating of metals; general mechanical engineering
Manufacture of cutlery and general hardware, of metal products, of weapons
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2910 0,24 0,09 Manufacture of machinery for the production and use of mechanical power
2920 0,15 0,24 Manufacture of other general purpose machinery

2930 0,00 0,00 Manufacture of agricultural and forestry machinery

2940 0,13 0,13 Manufacture of machine- tools

2950 0,00 0,00 Manufacture of other special purpose machinery

2970 0,32 0,21 Manufacture of domestic appliances n.e.c.

3000 0,11 0,58 Manufacture of office machinery and computers

3111 0,45 0,01 Manufacture of electrical equipment

3150 0,77 0,12 Manufacture of lighting equipment and electric lamps

3211 0,40 0,06 Manuf. of electronic components, television and radio transmitters, telephony line
3310 0,19 0,13 Manufacture of medical and surgical equipment and orthopaedic appliances
3321 0,21 0,05 Manufacture of instruments for measuring and of industrial process control equipment
3340 0,09 0,00 Manufacture of optical instruments and photographic equipment

3350 0,12 0,09 Manufacture of watches and clocks

3410 0,00 0,00 Manufacture of motor vehicles

3420 0,00 0,00 Manufacture of bodiesfor motor vehicle, and of trailers and semi-trailers
3430 0,00 0,19 Manufacture of parts and accessories for motor vehicles and their engines
3510 0,00 0,00 Building and repairing of ships and boats

3520 0,06 0,00 Manufacture of railway and tramway locomotive and rolling stock

3530 0,00 0,00 Manufacture of aircraft and spacecraft

3540 0,00 0,16 Manufacture of motorcycles and bicycles

3550 NA NA Manufacture of other transport equipment n.e.c.

3610 0,00 0,00 Manufacture of furniture

3620 0,00 0,00 Manufacture of jewellery and related articles

3630 0,00 0,27 Manufacture of musical instruments

3641 0,00 0,39 Manufacture of sports goods

3660 0,19 0,19 Miscellaneous manufacturing n.e.c.

Average 0.14 0.09

Source: Own calculations from unpublished CERIS data.

The analysis of the geographic dimension of Italian industry’s active
multinationality is less clear than the analysis of Italian passive multinationality. It is
impossible to distinguish between EU and non-EU Italian multinationals, given the fact
that foreign affiliates of the same Italian parent company are located both in EU and
non-EU countries. There are few exceptions. Three industry (1740, 2820, 3420) are
characterised by Italian multinational firms with foreign affiliates only in European
countries. Two are the industries where Italian multinationals control foreign affiliates
located exclusively in non-European countries (2020, 1510).
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7. Conclusion

In this descriptive paper we concentrate on the analysis of phenomenon of FDI in
the Italian economy. The analysis of recent trends of FDI flows in Italy highlights the
particularly weak position of Italian economy. Italy is characterised by a minor level of
FDI flows when compared to the average EU level, particularly low for FDI inflows.
However, since 1996 FDI outflows grew substantially.

The analysis of FDI in Italy has been further developed by considering FDI in the
Italian manufacturing sector, concentrating, in particular, on the degree of industry
passive and active multinationality. In order to properly analyse the importance of
production internationalisation, we computed two indices of industry multinationality
for Italy based on multinationals production. The first index refers to the variable
labeled in the paper “consistence” of foreign affiliates located in Italy and it is computed
from data of Italian production of foreign-owned firms. It, therefore, represents Italian
passive multinationality. The second index is estimated considering the production in
Italy of Italian firms that went multinational and it represents Italian active
multinationality.

The comparison between the degree of industry passive and active
multinationality highlights the low level of Italian multinational enterprises in science
based sectors, where, on the contrary, passive multinationality is remarkable. In
speciaised sectors, however, the importance of Italian firms involved in the process of
production internationalisation is higher than the degree of passive multinationality.
This situation reflects the peculiar situation of Italian production, fairly developed in
specialised sectors and weak in hi-tech sectors.
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