Chapter 12

Statistics on the Activities of Multinational Enterprises

Concepts and coverage

12.1. Statistics on the activities of multinational enterprises (AMNE) provide
a comprehensive and integrated data set for empirical analysis of multinational
enterprises (MNEs) and their effects on home and host country economies.
These statistics provide an additional perspective on the impact of direct invest-
ment beyond that provided by the International Transactions Accounts (ITAs) and
the International Investment Position (IIP) Accounts. AMNE statistics provide in-
sights into the overall activities of U.S. MNEs, the foreign affiliates of U.S. MNEs,
and the U.S. affiliates of foreign MNEs using a wide variety of indicators of their
financial structure and operations. The statistics on foreign affiliates and U.S. af-
filiates cover the entire operations of the affiliate, regardless of the share of own-
ership by the parent companies.

12.2. BEA’s AMNE statistics include the following:

e Balance sheets and income statements

e Sales by type (goods or services) and destination (local or nonlocal)
e Value added

o Employment and employee compensation

e U.S. trade in goods

e Research and development

12.3. Each of these categories includes additional related individual data
items. For example, detailed balance sheet components (inventories, net prop-
erty, plant and equipment, etc.) are available annually for majority-owned affili-
ates. The amount of additional detail available for some of the categories is
greater in benchmark survey years (every five years) than in other years.

12.4. BEA’s AMNE statistics are compiled for all direct investment enterprises
and, separately, for a subset of direct investment enterprises in which the direct
investor directly or indirectly holds or controls a majority of the voting power. In
BEA’s AMNE statistics, these controlled direct investment enterprises are referred
to as majority-owned affiliates. BEA goes beyond BPM6 guidance by not exclud-
ing from the scope of AMNE statistics the activities of associates, which are busi-
ness entities that are owned between 10 and 50 percent by another business
entity. However, fewer statistics are compiled for the broader set of all MNEs
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Activities of multinational enterprises (AMNE)
Terms
AMNE statistics relate to the operations and finances of multinational enterprises such as sales, employment, capital expenditures, balance sheets, and value added. These statistics include closely related foreign affiliate statistics (FATS).

Multinational enterprises (MNEs)
Terms
Enterprise groups with a direct investor resident in one country that has direct investment enterprises located in one or more other countries. In the U.S. international economic accounts, MNEs consist of parent companies and their affiliated groups.

Direct investment
Terms
Functional category for primary income and the financial account of the ITAs and for the IIP accounts that refers to an investment by a resident entity in one economy that represents a lasting interest in an enterprise resident in another economy. The lasting interest implies the existence of a long-term relationship between the direct investor and the enterprise and a significant degree of influence by the investor on the management of the enterprise. Lasting interest is determined by a 10 percent or more ownership share.

Direct investment enterprises
Terms
An incorporated or unincorporated enterprise in which a direct investor, who is a resident enterprise in another economy, owns 10 percent or more of the ordinary shares or voting power (for an incorporated enterprise) or the equivalent (for an unincorporated enterprise). Equivalent to an affiliate in the U.S. international economic accounts.

Direct investor
Terms
An incorporated or unincorporated enterprise resident in one economy that owns 10 percent or more of the ordinary shares or voting power (for an incorporated enterprise) or the equivalent (for an unincorporated enterprise) of an enterprise resident in another economy. Equivalent to a U.S. parent or the foreign parent in the U.S. international economic accounts.

Majority-owned affiliates
Terms
An affiliate (direct investment enterprise) that is controlled by a nonresident direct investor through the ownership either directly or indirectly of 50 percent or more of the voting equity of an incorporated business or an equivalent interest in an unincorporated business. Known in BPM6 as a subsidiary.

Associates
Terms
Business entity that is owned between 10 and 50 percent by another business entity.


12-2

than for the subset that excludes associates. BEA compiles AMNE statistics for
both foreign enterprises resident in the U.S. economy (“inward AMNE”) and for-
eign affiliates owned by U.S. residents (“outward AMNE”). In addition, selected
AMNE statistics are compiled for the domestic activities of U.S. MNE parent com-
panies, a component of outward AMNE according to BPM6.

12.5. Closely related to AMNE statistics are foreign affiliate statistics (FATS).
Whereas AMNE statistics provide information on the overall operations of MNEs
in their home country and of their affiliates in host countries, FATS exclude the
operations of the affiliate’s ultimate parent enterprise. FATS provide data on
goods produced and services provided by affiliates in foreign markets and pro-
vide information on other economic variables such as sales or output, employ-
ment, value added, exports and imports of goods and services, and number of
enterprises. FATS represents a subset of AMNE statistics. The population of enter-
prises covered by FATS is a subset of the enterprises covered by direct investment
statistics.

12.6. Understanding the behavior of MNEs requires a conceptual framework
in which an economic actor controls the global activities of these businesses. As a
result, BEA provides separate tabulations for foreign affiliates that are majority-
owned by their U.S. parent(s) and for U.S. affiliates that are majority-owned by
their foreign parent(s). Statistics on U.S. affiliates and foreign affiliates are pub-
lished by country and by industry. More detailed tables by industry and state on
U.S. affiliate operations at the establishment level are available for selected years
as a result of a special project that links BEA’s enterprise data for U.S. affiliates
with establishment data for all U.S. companies from the Census Bureau.

12.7. AMNE statistics provide insight into the finances and operations of
MNEs, the effects of increased globalization of economic activity, and the contin-
ued growth of services trade. The last item has led to the need for a more com-
plete picture of the international supply of services that considers not only
resident-nonresident transactions as recorded in the ITAs but also those services
delivered via physical commercial presence by foreign affiliates that are not in-
cluded in ITA statistics. Commercial presence is one of the four modes of supply
for services (mode 3) identified in the General Agreement on Trade in Services.
More information on modes of supply is available in chapter 14.

12.8. AMNE statistics are important for understanding the impact of direct in-
vestment on a broad set of activities in an economy rather than just the invest-
ment transactions and positions that are the focus of direct investment statistics.
AMNE statistics are also important for the analysis of the performance of domes-
tically and foreign controlled enterprises, both in absolute terms and relative to
the larger domestic and foreign populations of enterprises. For example, direct
investment enterprises may be involved in activities such as research and devel-
opment that have important impacts in the domestic economy but that may not
be recorded as international transactions.
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Foreign affiliate statistics (FATS)
Terms
Subset of AMNE statistics that focuses on goods produced and services provided by majority-owned affiliates in local markets.

Modes of supply
Terms
Categories of services transactions developed by the World Trade Organization for compiling statistics related to administration of the General Agreement on Trade in Services.


Departures from BPM6

12.9. BPM6 includes an appendix that endorses and provides guidance for the
compilation of AMNE statistics as a supplement to the direct investment statistics
compiled for the ITAs and the IIP accounts. Detailed discussion and guidance for
both AMNE statistics and FATS is found in the Manual on Statistics of Interna-
tional Trade in Services 2010, specifically in Chapter IV. Additional guidance is
found in the Organisation for Economic Co-operation and Development (OECD)
Handbook on Economic Globalization Indicators and in the fourth edition of the
OECD Benchmark Definition of Foreign Direct Investment. BEA’s AMNE statistics
exceed the standards recommended by these guidelines. BEA’s statistics also
cover a broader set of MNEs than recommended in BPM6, one that includes as-
sociates. However, BEA features statistics prepared on a majority-owned basis
that can be directly compared to AMNE statistics from other countries.

Key data sources

12.10. BEA Survey Data. BEA's AMNE statistics are based entirely on data
collected on BEA’s mandatory annual and benchmark direct investment sur-
veys. These surveys include the Annual Survey of U.S. Direct Investment Abroad
(BE—11), the Annual Survey of Foreign Direct Investment in the United States
(BE—15), the Benchmark Survey of U.S. Direct Investment Abroad (BE-10), and
the Benchmark Survey of Foreign Direct Investment in the United States (BE-12).

Estimation methods

12.11. BEA’s AMNE statistics represent the aggregation of financial and oper-
ating data items reported by U.S. MNEs for their U.S. operations and for their for-
eign affiliates, and by the U.S. affiliates of foreign MNEs operating in the United
States. Published statistics represent the sum of (1) values reported by firms that
exceed asset reporting thresholds selected with certainty and (2) values esti-
mated for non-certainty firms based partly on benchmark-year levels.

12.12. Most of the concepts and definitions used for BEA’'s AMNE statistics can
be found in the instructions for BEA surveys. The following sections highlight
some concepts, definitions, and statistical issues that require further explanation
or that are not covered on the forms or in the instructions. Further elaboration of
these issues can be found in BEA’s direct investment benchmark publications.
These include U.S. Direct Investment Abroad: Final Results from the 2009 Bench-
mark Survey and Foreign Direct Investment in the United States: Final Results
from the 2007 Benchmark Survey.

12.13. Balance sheets and income statements. Balance sheets and income
statements are required to be reported as they would have been for stockhold-
ers’ reports, preferably according to U.S. generally accepted accounting princi-
ples (GAAP). Some exceptions, such as consolidation, are explained in the survey
instructions. For most parents and affiliates, the income statement includes all
types of income, both ordinary and extraordinary.
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http://www.bea.gov/international/usdia2009r.htm
http://www.bea.gov/international/usdia2009r.htm
http://www.bea.gov/international/fdius2007_final.htm?tabContainerMain=2
http://www.bea.gov/international/fdius2007_final.htm?tabContainerMain=2
Generally accepted accounting principles (GAAP)
Terms
The common set of accounting principles, standards and procedures that companies use to compile their financial statements, particularly in the United States. U.S. GAAP is used by respondents to BEA’s direct investment surveys.
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12.14. Sales by type and destination. BEA surveys collect data on sales or
gross operating revenues disaggregated into goods, services, and investment in-
come. Sales are further disaggregated according to whether they were to affili-
ated parties or unaffiliated parties and whether the customer was in the country
of the affiliate or another country.

12.15. Value added. Value added is a useful summary measure of MNE oper-
ations derived from AMNE data. MNE value added measures the value of goods
and services produced by MNEs, either in the United States (U.S. parent value
added or majority-owned U.S. affiliate value added) or abroad (majority-owned
foreign affiliate value added). Compared with sales, value added is a preferable
measure of production because it indicates the extent to which a firm’s output
results from its own production rather than from production that originates else-
where.

12.16. Afirm’s value added can be measured as gross output (revenue) less its
intermediate inputs (purchased goods and services used in production). Alterna-
tively, it can be measured as the sum of the costs incurred (except for intermedi-
ate inputs) and the profits earned in production. The costs fall into four major
categories: compensation of employees, net interest paid, taxes on production
and imports, and capital consumption allowances. BEA’s value added estimates
are calculated as the sum of costs incurred and profits earned in production.

12.17. Employment and employee compensation. Employment represents
the number of full-time and part-time employees on the payroll at the end of the
fiscal year. However, some respondents provide a count taken during the year if it
is a reasonable proxy for the end-of-year number. In addition, if employment at
the end of the year was unusually high or low because of temporary factors, such
as seasonal variations or a strike, respondents may provide a number reflecting
normal operations. Employee compensation includes wages and salaries and
supplements, such as fringe benefits.

12.18. U.S. trade in goods. The concepts and definitions underlying the data
collected in the BEA surveys on trade in goods are nearly identical to those used
for the data on total U.S. trade in goods compiled by the Census Bureau. Al-
though the trade data are particularly difficult for U.S. MNEs to report, BEA's re-
view of the reported data indicates that most of the data conform well to Census
Bureau concepts and definitions.

12.19. Research and development (R&D). R&D expenditures are collected for
R&D funded by the parent or the affiliate whether performed internally or by
others, and for R&D performed by the parent or the affiliate whether for its own
use or for use by others. BEA provides statistics for R&D expenditures in the
United States by U.S. parents and by foreign affiliates, and abroad by U.S. affili-
ates.

12.20. AMNE statistics may be classified in several ways. One key classification
is geographical, which involves determining the country where production occurs
and also the country that should be regarded as the location of the owner of the
producing affiliate. Another key classification is based on the primary industrial
activity or product of the producer.
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Value added
Terms
An output measure derived as gross output (revenue) less intermediate inputs (purchased goods and services used in production). It can also be derived as the sum of the costs incurred (except for intermediate inputs) and the profits earned in production.


Classification by country

12.21. Inward AMNE. For foreign affiliates in the United States, BEA attributes
AMNE statistics to the country of the ultimate investor or ultimate beneficial
owner (UBO). Usually the immediate investor (first foreign parent) and the ulti-
mate investor are the same, but in many cases they differ. Apart from practical
considerations, attributing variables concerning production to the country of the
ultimate investor is preferred because that country controls and derives most of
the benefits from controlling the direct investment enterprise. While BEA follows
international guidelines by attributing most inward AMNE statistics to the coun-
try of the UBO, it also provides selected tabulations by the country of the first for-
eign parent.

12.22. Outward AMNE. For foreign affiliates of U.S. residents, two options for
the geographical attribution of AMNE statistics are possible. The statistics could
be attributed to the country of location of the affiliate or, if the ownership is
through a directly-held affiliate located in another country, to the country of that
affiliate. Following international guidelines, BEA attributes outward AMNE statis-
tics to the country of the affiliate whose operations are described by the statis-
tics; that is, to the country in which the foreign direct investor’s commercial
presence exists and where the various activities covered by the statistics are con-
ducted.

Classification by industry or product

12.23. International guidelines recommend classification of AMNE and FATS
statistics by activity according to the International Standard Industrial Classifica-
tion (ISIC), and grouped according to the ISIC Categories for Foreign Affiliates
(ICFA), which are derived from ISIC. These categories cover all activities but pro-
vide more detail for services than for goods.

12.24. BEA has developed its own enterprise industry classification system for
AMNE statistics that is comparable to but more detailed than the ICFA categories.
U.S. parents and their foreign affiliates and foreign parents and their U.S. affili-
ates are classified according to International Surveys Industry (ISI) classifications.
The classifications and their code numbers are adapted by BEA from the most re-
cent North American Industry Classification System (NAICS). For the most part,
the ISl classifications are equivalent to NAICS four-digit industries; at its most de-
tailed level, NAICS classifies industries at a six-digit level. The ISI classification sys-
tem is less detailed than NAICS because it is designed for classifying enterprises
rather than establishments.

12.25. Because many direct investment enterprises are active in several indus-
tries, it is not meaningful to classify all of their data in a single industry if that in-
dustry is defined too narrowly. Each U.S. parent or foreign affiliate and each U.S.
affiliate is classified by industry on the basis of its sales (or for holding companies,
on the basis of its total income) in a three-step procedure. First, a given parent or
affiliate is classified in the NAICS sector that accounts for the largest percentage
of its sales. Second, within the sector, the parent or affiliate is classified in the
three-digit sub-sector in which its sales are largest; a three-digit sub-sector con-
sists of all four-digit industries that have the same first three digits in their four-
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Ultimate beneficial owner (UBO)
Terms
Entity that ultimately owns or controls and thus ultimately derives the benefits and assumes the risks from owning or controlling an affiliate. The UBO is often but not always the same as the foreign or U.S. parent.
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digit ISI code. Third, within its three-digit subsector, the parent or affiliate is clas-
sified in the four-digit industry in which its sales are largest. This procedure en-
sures that the U.S. parent or foreign affiliate is not assigned to a four-digit
industry outside either its primary sector or its primary three-digit subsector.

12.26. BEA has also developed a supplementary classification system designed
to approximate classification on an establishment basis rather than on an enter-
prises basis for sales and employment statistics. Establishment-level classification
at detailed industry levels provide insights into the types of products produced
and sold. Tabulations of AMNE statistics by “industry of sales” are developed by
asking respondents to report their sales broken down by four-digit product
codes. AMNE statistics classified on this basis can be compared to establishment-
based statistics for the host economy.
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