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SUMMARY Businesses continuously relocate 
for three main reasons: improved access to 
markets, lower costs and better skills. 
There are many factors that need to be looked 
at in comparing locations. Some of the main 
ones are labour (costs, availability, 
productivity and skills), the infrastructure 
(communication, transport....), the legal, polit-
ical and regulatory environment, the size of 
the domestic market and investment incentives.  
 Current technology allows firms to separate 
part of their business (e.g. IT, intellectual 
property or back-office processing) and 
evaluate the benefits of moving just that 
process, for which some regions may give 
specific advantages e.g. lower taxation.  
EU Cohesion Policy, which aims to develop  
regions, may influence decisions on where a 
business relocates. More direct is State aid and 
Member States have well established 
structures to attract businesses for relocation, 
particularly to poorer regions. Against this, the 
European Commission, which controls State 
aid, wants it to be temporary and generally 
reducing, plus the accepted view has been that 
getting businesses to stay in an area long-term 
only works where the attractiveness of the 
region is sufficient without temporary benefits. 
Increasing globalisation, weak demand and 
excess capacity in the EU from the economic 
crisis is pushing companies to look at 
relocation to stay competitive. However, 
overall productivity performance is key for 
relocation and staying for the longer term. 
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Context 

Economies are always changing: from the 
Industrial Revolution to the influences 
brought today by the internet and (more 
intensive) ‘globalisation’. One of the ways 
businesses can react to the new 
circumstances is by relocating.   

Economic growth in general brings with it 
employment and revenues for the area 
where it occurs. All regions, whether already 
successful and therefore seeking to secure 
and expand on that success or those 
suffering from above average 
unemployment and low relative income per 
inhabitant, are naturally likely to want to 
attract businesses to them. With the 
continuing economic crisis this need is all 
the more urgent.  

This means increasing attention to EU 
relocation: 

 Companies moving part or all of their 
business to a different region in the EU 

 Companies coming into the EU from 
outside. 

Over time regions have become more 
sophisticated in trying to attract businesses. 
They amend their offers to reflect the wants 
of businesses, in order to obtain success.  
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Relocation 

Technological change - notably much better 
telecommunications and computing 
systems - lower transport costs and 
generally greater openness to globalisation 
have brought increased price competition.  

Businesses adapt to changes in markets and 
productivity challenges, including by 
relocating to better areas. A business which 
relocates successfully ahead of its rivals 
should gain a competitive advantage. 

Business relocation is now more 
widespread, within and across business 
sectors and affecting low and high-skilled 
workers. Not only can production be moved 
to lower cost areas but services functions 
such as ‘back-office’ accounting, payments 
processing and telephone support etc. can 
also be moved thanks to technology 
improvements. Technology, (fast) time 
response and skilled employees have 
become the key elements. 

The business production chain can be 
broken up with each stage located wherever 
it is most cost-effective for that part of the 
business.  

Non-tangible elements which discourage 
relocation can be the economic, political, 
linguistic and cultural differences between 
EU regions. To smaller, more than 
international, companies, this may make 
relocating off-putting. 

Main considerations 
Companies consider a number of areas 
when deciding to relocate or not, which is 
equally true for incoming EU Foreign Direct 
Investment. These have been classified in 
three areas being access to markets 
(especially where a firm is growing or 
competitors are active), lowering costs and 
new resources and skills (e.g. raw materials, 
technology). Specific elements looked at 
include: 
 Labour costs, availability and 

productivity; a key area. Low-cost labour 

might not be beneficial if it is also low-
productivity. Notwithstanding, the rapid 
advance of technology is reducing the 
labour involvement in products 

 Innovation and R&D, another key area, is 
important for productivity improvement 

 Communication infrastructure 
 Transport and logistics infrastructure 
 Size and dynamism of the domestic 

market 
 Workforce education, training and skills 
 Industrial base: existing industries and 

union support. Volume manufacturers 
tend to favour locations around 
suppliers and customers 

 Business environment: political, legal 
and regulatory and corporate taxation 

 Investment incentives and industrial site 
availability 

 Local / regional government efficiency 
 Language / culture and quality of life. 

These elements allow the determination of 
overall productivity performance, which is 
the key element for success in the medium 
and longer term. 

Relocation structures 
There can be a full migration of the business 
or just part(s) of it, such as R&D activities. 
Different parts of the business may be 
relocated in different ways. 

Some international groups are setting up 
Intellectual Property (IP) holding companies 
in regional hubs that protect and use the IP. 
IP can generate significant income in some 
companies and some EU Member States 
(MS) offer better IP protection and more 
favourable tax treatment. 

R&D generates high-skilled, value-added 
jobs making it attractive to some regions 
that may offer special tax regimes and grant 
incentives to encourage relocation, though 
they may also need to offer the appropriate 
local skill base.  

Treasury companies - to manage a group’s 
cash - consider commercial factors, 

http://www.ipolnet.ep.parl.union.eu/ipolnet/webdav/site/myjahiasite/shared/poldepa/industry/delocalisation_of_eu_industry_en.pdf
http://www.investopedia.com/terms/f/fdi.asp
http://www.investopedia.com/terms/f/fdi.asp
http://www.investopedia.com/terms/i/intellectualproperty.asp
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Source: Grant Thornton 

Which activities can be relocated? 

including withholding tax and treatment of 
interest earned. 

Also, different 
industry sectors will 

have different needs. For retailers, the legal 
elements (different laws and regulations on 
social issues and allowed shopping hours 
etc.) are an important aspect. In 
manufacturing, cost-competitiveness is a 
concern reflecting lower demand and some 
overcapacity in Western Europe. 

Overview data 
No overall, sound statistics to quantify the 
extent of relocation are available. A 2006 
European Parliament (EP) background note 
(Relocation of EU Industry: An Overview of 
Literature) indicated that relocation seemed 
to be limited in size and the net effect of 
relocation on job losses and the European 
economy seemed to be relatively small 
though some sectors and regions have been 
more affected over the years e.g. textiles, 
clothing and leather. 

In general in the EU, since the early 1990s 
there has been a move to invest and also 
relocate to Eastern Europe for the new 
markets and cost-competitive labour. Also 
noted are disparities in competitiveness 
between northern and southern regions. 
Businesses in general, confronted with 
increasing competition, have moved 
production from the more expensive old MS 
to newer MS or out of the EU. Investors are 
also now looking for entrepreneurial and 
innovative ecosystem of peers or suppliers. 

Europe is noted as having some structural 
labour market rigidities, which give a certain 
lack of geographical mobility and less 
relocation potential, at least in the short term.  

In the longer term most companies will tend 
to locate in economically vibrant areas 
reflecting good growth and employment 
policies. This needs to be taken into 
consideration when adjustment assistance 
policies such as regional State aid, give 
short-term help.   

The EU zone is valued for its infrastructure, 
quality of life and labour skills, though not 
generally for its labour costs, language differences 
and transparency of its legal environment. 

Evolution of the origin of European FDI 
 (Number of projects – 2002/2006) 

 
Source: Ernst & Young 

A 2012 survey from Ernst & Young, a 
professional services firm, identified 
Europe’s research and innovation capacity 
and the diversity and quality of its labour 
force as key strengths for investors.  
Skills, diversity, stability, predictability and 
economic power were also mentioned as 
Europe’s most vital long-term qualities and 
competitive advantages. 

State aid 

EU MS can give State aid, which may 
encourage, inter alia, relocation to regions 
within their country. However, such public 
support must comply with the EU State aid 
rules. It cannot be granted where it involves 
restrictions on competition within the 

http://www.europarl.europa.eu/document/activities/cont/201109/20110906ATT26029/20110906ATT26029EN.pdf
http://www.europarl.europa.eu/document/activities/cont/201109/20110906ATT26029/20110906ATT26029EN.pdf
http://www.ey.com/Publication/vwLUAssets/Attractiveness_2012_europe/$FILE/Attractiveness_2012_europe.pdf
http://www.ey.com/BE/EN/About-us
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internal market though exemptions can be 
allowed.  

The legal basis is articles 107 to 109 of the 
Treaty on the Functioning of the European 
Union (TFEU). This prohibits any form of 
State aid that is likely to distort trade 
between MS in the EU, but it does not apply 
where there are only internal effects to a MS. 
There are a limited number of specific 
exemptions and 
the European 
Commission (EC) 
can agree on 
specific cases, 
notably in the 
following areas: 

 Aid to certain 
undeveloped 
regions 

 Promotion of 
a major 
project or to 
put right a serious economic problem 

 The development of certain economic 
activities or areas or to promote culture 
or heritage conservation, so long as it is 
not against the common interest 

 Other categories identified by the 
Council. 

The EC has the main responsibility for the 
first assessment and control of proposals or 
alterations to aid. Since 2008 aid covering 
most sectors of the economy has been 
exempted from prior EC notification via a 
general block exemption regulation and 
there is no requirement to notify aid which 
is automatically exempt.  

Aid should have a well-defined objective of 
common interest and be limited to the 
minimum necessary. Where it is regional aid 
it should be for investment (start-up or 
expansion) and must not exceed a certain 
proportion of the investment. There are a 
number of rules and guidelines for the 
regional, sector-specific and horizontal aid 
possibilities. If aid does contravene the rules 
then it must be repaid.  

Generally the EC considers national regional 
aid as promoting the economic, social and 
territorial cohesion of the EU as a whole and 
hence justified on competition grounds. 
However, it states that it should be used 
sparingly and proportionately and to help 
the development of the most 
disadvantaged regions.  

Actions to attract firms to local areas are 
common all over 
Europe and have 
been historically 

widespread. 
Policies include 
various forms of 
tax deductions or 

waivers, 
subsidies, 

incentive awards, 
preferential 

borrowing rates, 
financing of 

facilities, creation of 
“tax-free zones” etc. 

State aid is often granted to large 
companies that decide to:  

 Establish a new business in economically 
weak regions 

 Expand an existing company 
 Diversify production so as to launch a 

completely new product 
 Change the production process 
 Take over a company being shut down. 

A 2009 French study indicates that subsidies 
do not bring about self-sustaining benefits 
confirming the general view that ‘picking 
winners’ or subsidising industries does not 
generally work where a region does not 
have a comparative advantage. 

The EC DG Competition draft guidelines on 
regional State aid for 2014-2020 ask for MS 
to notify investment aid which has led to, or 
will lead to the closure of a similar 
productive activity within a two year time 
frame. 

 

http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:C:2010:083:0047:0200:en:PDF
http://rd.springer.com/article/10.1007/s00168-008-0223-1
http://ec.europa.eu/competition/consultations/2013_regional_aid_guidelines/index_en.html
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EU Cohesion Policy 

Regional Disparities across EU27 
GDP per person as % of the EU27 average, 2010 

 

Source: Eurostat 

Cohesion policy aims to reduce economic, 
social and territorial differences by reducing 
regional wealth disparities. In practice this 
means trying to improve the GDP per head 
of poorer regions through: 

 Improving regions’ attractiveness  
 Encouraging innovation and 

entrepreneurship 
 Bringing better jobs and developing 

human resources. 

Main financing for the actions in these areas 
is via the European Regional Development 
Fund, the European Social Fund and the 
Cohesion Fund, which represent about one 
third of the total EU budget. Some element 
of the funds could be used in relation to 
relocation of businesses. 
The specific projects carried out by these 
funds in the areas noted above should 
encourage businesses to invest and relocate 
to these regions.  
The 'Structural Funds’ operations are to be 
in compliance with State aid rules.  

European Parliament actions 

The EP and its Committee on Economic and 
Monetary Affairs has adopted a number of 
resolutions covering this area.  

In its March 2006 resolution entitled 
"Relocation in the context of regional 
development" the EP said that: 

 Relocation which is not economically 
viable or which may lead to large job 
losses should not be financially 
supported by the EU 

 European regional policy should not be 
an incentive for relocation 

 The European Commission should keep 
company closures and relocations under 
review so as to identify where State aid is 
misused. If it is misused then it should be 
repaid 

 Companies which have received public 
aid and not respected the rules or law 
and then relocated should be blocked 
for seven years from State aid or 
Structural Funds. 

A resolution in February 2006 on the reform 
of State aid emphasized that State-aid given 
to businesses must not lead to a distortion 
of competition between MS regions or to be 
used to finance intra-EU relocation. 

This resolution also renewed the EP's call 
that all decisions on competition policy 
where the Council decides by qualified 
majority should be under the co-decision 
procedure. 

The Commission responded, as an addition, 
by highlighting that the general regulation 
governing the Structural and Cohesion 
Funds contains measures to ensure that 
firms which receive Community funding do 
not change their structure significantly or 
relocate for five years.  

A January 2013 EP resolution on state aid 
modernisation records regret that the 
proposed legal base is for consultation, not 
co-decision. The resolution calls for less 
state aid and for it to be better targeted for 

Cyprus Malta

Madeira

Azores

Canary Islands

High (> 105%)

Medium (91%-105%)

Low (75%-90%)

Very low (< 75%)

No Data

http://ec.europa.eu/regional_policy/activity/statistics/2007_business.pdf
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:L:2006:210:0025:0078:EN:PDF
http://www.europarl.europa.eu/sides/getDoc.do?type=TA&reference=P6-TA-2006-0077&language=EN
http://www.europarl.europa.eu/sides/getDoc.do?type=TA&reference=P6-TA-2006-0054&format=XML&language=EN
http://www.europarl.europa.eu/oeil/spdoc.do?i=4476&j=1&l=en
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:L:2006:210:0025:0078:EN:PDF
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:L:2006:210:0025:0078:EN:PDF
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:L:2006:210:0025:0078:EN:PDF
http://www.europarl.europa.eu/sides/getDoc.do?type=TA&language=EN&reference=P7-TA-2013-26
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development than for support to specific 
companies. It generally supports the move 
for MS to take on more of the checking of 
compliance with ‘standard’ rules, thereby 
leaving the EC to focus on more 
complicated cases that can have serious 
effects on competition, though the EP looks 
for appropriate ex-ate and ex-post controls.  

National regional aid, Regional and cohesion 
policy and State aid factsheets/ EP. 
Delocalisation of EU Industry: Delocalisation and 
the challenge of structural adjustment - A review 
of policy options/ European Techno-Economic 
Policy Support Network, 2007. 

Disclaimer and Copyright 

This briefing is a summary of published information and 
does not necessarily represent the views of the author or 
the European Parliament. The document is exclusively 
addressed to the Members and staff of the European 
Parliament for their parliamentary work. Links to 
information sources within this document may be 
inaccessible from locations outside the European 
Parliament network. © European Union, 2013. All rights 
reserved. 
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