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The paper explains that FDI datistics should fulfil user needs other than those related to
BOP and IIP. In that regard, issues mentioned in the Annotated Outline pertaining to the
geographical dlocation and to UBOs and UBAS should also be addressed in the context of
FDI satistics, not just in the FATS area. In essence, the paper proposed that Direct
Investment position and income data be caculated for each country where direct investment
enterprises are located, rather than just for the countries where the direct investor has a
direct position or with which it has a transaction. This may be contrasted with work in the
UBO/UBA area, where data might only be attributed to the ultimate investor or ultimate
investee, not necessarily to each of the entities in the chain of ownership.

Recommendations:

The DITEG had a very interesting and stimulating discussion on the topic that can be

summarized as below.

(i) DITEG confirmed the primacy of a gross asset and liability recording as it is essentia
for the compilation of integrated economic accounts. Nevertheless, DITEG supported
the need for autonomous FDI statistics within the globalization framework, recognising
user needs for FDI data after having removed investments going through holding
companies and SPEs. It was noted that the work was parallel in many ways to the work
on defining UBOs and UBAS, and that coordination between the groups at periodic
stages may be helpful in promoting cohesion between the two approaches.

(il) DITEG agreed that this work would fall more naturally under the Benchmark Definition
rather than the Balance of Payments Manual

(iii) In regard to the way forward, severa members of DITEG thought that it could be
difficult to complete adl of the above work on concepts and definitions for the
supplemental data sets in time for inclusion in the BMD, but there was broad sympathy
for moving ahead with the work.

(iv) There was a discussion of whether the supplemental sets of dtatistics on FDI positions
and FDI income recommended in the paper should be based upon virtudly the same set
of concepts and definitions as the standard data sets now prepared by compilers. At this
stage of the work, most compilers were of the opinion that the supplemental data sets
should retain basic concepts and definitions as much as possible.

Notwithstanding the above, it was recognized that the supplementa statistics
might produce different results from the BOP/IIP results in significant ways.
For example, it was conceived that, in the supplemental data sets, data on



positions or income by individua country might be different from the data
related to the FDI components in the [IP. The DITEG considered thus that
there could be two ways to tackle FDI but has not reached a definitive
conclusion. It recommended future work in order to elaborate further on the
additiona way to measure FDI.

(v) DITEG asked for a clarification of the parameters of the work (e.g. the notion
"penetration in foreign economies'). They aso asked for numeric examples that would
show the results of different methods, and suggested that multiple aternative examples
might be provided to the WIIS meeting of April 2005.

(vi) DITEG expressed sympathy for restricting coverage in the supplemental data sets to
units that are majority-owned or mgjority-controlled.

Rejected Alternatives:

None.

Questionsfor the IMF Committee on Balance of Payments (the Committee) and the
OECD Waorkshop in International Investment Statistics (WI11YS)

(i) Do the Committee and the WIS agree that work should proceed on developing
supplemental FDI position and FDI income statistics as a part of globalization
statistics in response to user needs?

(ii) Do the Committee and the Wi Sagree that, as compilerstry to devel op the supplemental
sets of statistics envisaged in this issue paper, they should strive to retain basic
concepts and definitions as much as possible?

(iii) Do the Committee and the W11 Sagr ee that consider ation should be given to restricting
coverage in these supplemental data sets to units that are majority-owned/majority-
controlled?

(iv)Do the Committee and W11 Sagree that the work on the supplemental data sets should
be conducted in parallel with the work on defining UBOs and UBAs, and that
coordination

(v) between the groups at periodic stages may be hel pful to guarantee the cohesion between
the 2 approaches?

(vi)Do the Committee and the Wil Sagree that wor k on devel oping concepts and definitions
for the supplemental data sets should move ahead even though it may be difficult to
complete all of the above work in time for inclusion in the BMD?
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Issues paper (DITEG) # 24 - FDI Stocks - Financial versus Economic Measurement

Data related to foreign direct investment can be considered on one hand as part of the balance of
payments or of the international investment position, on the other hand as feeding an autonomous
statistic on both flows and stocks.

The two sets of statistics need to be consistent which each other and therefore must rest on the
same conceptual basis.

Nevertheless, FDI statistics due to their aim to provide information useful for analytical purposes
and political purposes must also be considered from another point of view. This process requires
an enlargement of the outputs such as break-downs by economic activity, break-down by type of
investment i.e. M&A, greenfield ...

Also the interest for the phenomenon of globalisation of the economy and recent developments in
the field of measuring this evolution influence on the way FDI statistics are used and analysed. This
new field of analysis focus on the economic impact of affiliated enterprises located in another
economy than the one of the parent enterprises and by priority on the impact of subsidiaries and
branches. Therefore, it aims to treat data directly related to these affiliates. FDI statisticians may
not ignore the approach followed in the elaboration of some statistics on globalisation, because
those statistics mostly refer to a "presence abroad" of a domestic entity that is controlled by the
latter. That means that FDI relationships are the building-blocks on which these statistics are made.
Considering the relation between the 2 areas, FDI statistics must in one way or another be
comparable to the statistics on globalisation allowing to confront the activity indicators regarding
the subsidiaries and branches with the financial related indicators.

In this prospect it may be wondered if, for stocks measurement, supplementary practices cannot be
developed in order to favour not only a cohesion with BoP and IIP statistics, but also with the new
field of statistics regarding the globalisation.

1. CURRENT INTERNATIONAL STANDARDS FOR HE STATISTICAL TREATMENT OF THE
ISSUE.

In the 5th edition of the Balance of Payments Manual (BPMS5), FDI stocks statistics are part of the
International Investment Position (IIP). The IIP is defined in chapter XXIII of BPMS5.

The conceptual framework of the IIP is similar to the one of the balance of payments, as stated in
chapter Il of BPM5. This similarity makes that for FDI stocks, the methodology, the concepts and
the definitions are the same as for FDI flows in the balance of payments and are defined in chapter
XVIII of BPM5.

Moreover, BPM5 emphasises the cohesion between the balance of payments and the IIP in its
chapter Il and its chapter XXIII.

The OECD Benchmark definition of FDI aims to provide the framework and standards for the
production of FDI statistics considered as a tool for economic analysis and policy making. In that
prospect it distinguishes clearly flows from stocks, although the major concepts are identical and
described in chapter Il of the Benchmark.



In chapter lll, dedicated to the valuation of FDI stocks and flows, the Benchmark gives an inventory
of the components for both the stocks statistics and the flows statistics.

The OECD Benchmark states in its paragraph 22 that FDI stocks data of subsidiaries, associates
or branches should be measured using the fraction attributable to the direct investor of "... market
value or the written-down book value of the company's fixed assets and the market value or book
value of its security holdings and other assets, less its liabilities and provisions ..." or " ...market
value... of the concern's fixed assets, and the market value... of its investments and current assets,
excluding amounts due from the direct investor".

Further, in its paragraph 27, the OECD Benchmark recommends even to require the information on
all assets of the affiliated enterprises or at least the total value of a selection of their assets.

The frequent reference made to the availability and use of consolidated accounts (in a bookkeeping
meaning) in paragraph 18 and paragraphs 72 to 74 of the OECD Benchmark nevertheless can lead
to the conclusion that the accountancy approach of consolidation fulfils the statistical needs for
stocks statistics. Such a conclusion appears to be fully correct in the framework of the BoP and IIP
and allows a perfect reconciliation between flows statistics and stocks statistics in that framework.

2. CONCERNS/SHORTCOMINGS OF THE CURRENT TREATMENT

The major concern is that there is a lack of clarity on the way stocks of FDI should be compiled in
the framework of autonomous FDI statistics.

As a component of the IIP, FDI data as already mentioned must be consistent with the BoP,
meaning that the variation of the FDI stocks components in the [IP must reflect, besides the
currency exchange rates changes and the prices changes, the changes due to the transactions as
registered in the balance of payments.

This approach, if used in FDI statistics considered as autonomous statistics, would provide what
one may call a "financial" measurement of the FDI stocks.

This measurement does not provide immediate information on the "penetration" of domestic
enterprises in foreign economies and does not allow to identify neither the country of investment

nor the activity sector in which the investment is made.

Furthermore, it does not allow to compare the investment income in a proper way with the overall
volume of direct investment abroad.

Finally, such a measurement does not give the detailed information by affiliated enterprise and as a
result cannot be reconciled with statistics on globalisation or on FATS.

3. POSSIBLE ALTERNATIVE TREATMENT

The proposal made in the present issue paper is not an alternative to an existent methodology but
much more a supplementary approach of FDI stocks statistics that should be considered for the
future.



This measurement of FDI, one may call the "economic measurement" of FDI, would aim to get a
picture of the global "presence" abroad under the form of affiliated enterprises and of the "financial"
weight of each direct investment enterprise. Also the investment income, including "reinvested
earnings", would then be identifiable by individual affiliated enterprise.

To allow such a reconciliation, and as a consequence, to reinforce the analytical interest of FDI
stocks statistics, FDI statistics need to reflect the necessary financial data, defined as significant for
direct investment statistics, of each entity being a direct investment enterprise. This process would
also aim to produce such statistics, including the FDI income, for each country where direct
investment enterprises would be located.

The set of "financial" data obtained in this way could then be confronted and even reconciled with
other statistics on globalisation and with FATS, as well as with other statistics on enterprises
activities.

As a result, the supplementary statistics would consist into compiling the elements of information
identified to measure FDI stocks as defined in paragraph 22 of the present Benchmark definition, or
applying an adjusted definition, by individual affiliated enterprise.

The total "economic" FDI stocks should be by consequence equal to the sum of all the concerned
data compiled individually.

The data would be allocated for the fraction that can be attributed to the direct investor regarding
his percentage of ownership.

The allocation of the FDI data by country of investment would also be possible as well as an
allocation of reinvested earnings by country where they are originating from, unlike the
recommendation of paragraph 45 (for stocks statistics) of the OECD Benchmark Definition.

Keeping in mind that those FDI stocks statistics would be coherent with globalisation statistics and
FATS, their coverage could be limited to the affiliated enterprises controlled by the investor(s). It
would mean that only affiliated enterprises where the investor(s) own(s) more than 50 % of the
ordinary shares or voting power, or the equivalent, such as subsidiaries and branches, would be
concerned.

4. POINTS FOR DISCUSSIONS

- Do the Diteg members agree there is a need to consider FDI statistics as autonomous statistics
besides the approach as a component of BOP and IIP ?

- If this need is accepted, do the Diteg members agree that the basic concepts and definition
remain similar in both fields of statistics ?

- Considering the autonomous FDI statistics, do the Diteg members agree with the proposed
procedure :
- FDI stocks statistics should also be produced by adding up the individual FDI data by

affiliated enterprise,

- the geographical allocation of FDI stocks statistics should refer to the country of localisation
of the affiliated enterprise; the same rule should prevail for the related reinvested earnings.



- Which of the two coverages do the Diteg members favour :
- restricting the FDI stocks statistics to the affiliated enterprises under control,

- expanding the FDI statistics to the whole population of affiliated enterprises.
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