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Globalisation evokes a number of challenges foricgolmakers on
Community level. In the economic area, these relatethe impact of
globalisation on job creation, competitiveness,afficial stability, etc.,
extending to all economic domains. The scope of frper is twofold:
measuring the cross-border transactions of engmqriand measuring the
actors, the enterprises themselves. The papeide®wa focused review of
the most relevant individual statistical domainsdem those two areas,
describing the current situation and ongoing dgwmlents in statistics
provided by Eurostat. A general assessment ofuffecigncy of the existing
statistics is provided, key problematics relateglttbalisation are discussed,
and development activities addressing the probEmdighlighted as well as
the outstanding challenges. The paper arrives at mvain conclusions:
Firstly, while there is a wealth of information the individual statistical
domains, the usefulness of the data could be ceratity improved by better
harmonising the different domains with each otBe&condly, specifically the
data compilation on multinational enterprises ay ketors in economic

globalisation needs to be reviewed and enhanced.

1 What isthe problem and which arethe policy needs?
1.1  Defining the economic aspects of globalisation

Globalisation of the economy refers to the phenameaf the opening up of economies and
borders, resulting in an increase in trade andtalapiovements, movement of people and ideas,
spread of information, knowledge and technologyd antailing a process of deregulation. This

process, both geographic and sectoral, is not tdndrhas been accelerating in recent years. While
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globalisation is the source of many opportunitiesemains one of the greatest challenges facing
the European Union today. Globalisation has mamyneaic impacts on the EU that have effects
on the daily business of all European citizens antkrprises. At the same time, it produces a
number of challenges for policy makers on the Eeapplevel. In the economic area, these relate to
the impact of globalisation on job creation, contpainess, financial stability, etc., and cover all
economic domains. This underlines the diversitthefchallenges related to assessing globalisation

in the economic sphere alone.
1.2  What arethe policy areas particularly affected?

While there is not one official canon of economadiqy areas most affected by globalisation, there
are a number of obvious issues to be addresseén@nat the economic impacts of globalisation

on the EU make themselves felt through some wdihdeé channels — the trade in goods and
services, financial flows ranging from foreign dirénvestment to more short term forms such as
portfolio investment, as well as the movement afge linked to cross-border economic activity,

from workers remittances to the provision of sesic- the focus is on those policy areas most
closely related to those channels. The most obvarestrade and investment policies. Macro-

economic policies, involving monetary and fiscaliges, have to address the effects of globalised
financial flows. At the same time globalised fineticmarkets may penalise economies with

inappropriate economic policies.

On a more sectoral or micro-economic level, eniseppolicies (Lisbon strategy), competitiveness
and R&D policies are also significantly affected twe increasing worldwide competition set in
motion through economic globalisation. Then there @aso certain sectors deemed of strategic
importance to the EU, energy as a topical exampleich are as well directly affected by

globalisation trends in that sector.

The list of the affected policy areas could be edésl and further detaileat! libitum, but the areas
mentioned are certainly those that are most direotposed to the repercussions of an increasingly

integrated world economy.
1.3 Where does statistics, where does the ESS, come in?

It is in particular in the afore-mentioned areaat fholicy makers have to take well-informed policy
decisions. The basis for such well-informed dedcisiare statistics, that accurately measure the

developments that need to be analysed and respaend8d, the question has to be asked whether
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the ESS is producing the official statistics needdds question is particularly pertinent in ligbit

the fact that globalisation poses some generalestgds to the compilation of statistics regardless

of the specific domains.

Firstly, globalisation entails the emergence ofssrborder economic transactions which
might be more difficult to measure than more tiadil transactions. This refers, for
instance, to activities based on electronic medm®mmunication, to transfer pricing or to

the valuation of processed goods.

Secondly, governments feel increasingly under prest help their national businesses to
meet the challenges of global competition by ea#iiegadministrative burden on business.
Cutting 'red tape', however, may lead to a lossstafistical information, either if this

information is based on administrative sourcesf eeporting requirements for enterprises

are lifted.

Finally, determining the 'nationality’ of the drigeof economic globalisation, namely the
enterprises, becomes increasingly difficult. Marel more frequently, companies operate
from a different place than where their headquantéicially reside. Not to mention that the

owners might have different nationalities from tbeation of management or registration
and may reside in yet further countries. In aisiaal system founded on the 'nationality’
idea, these emerging complex structures pose adalie challenge to the coordination of
the different National Statistical Institutes (NSd&d Central Banks (CBs) involved.

Obviously, the ESS is a crucial but not the onl{eptial source of information for European policy

makers. Other international organisations, mosabilgtthe OECD with its pioneering work in the

field, including e.g. the handbook on globalisatimdicators, are also important information

providers. Thus, not all of the data needed hdsetoecessarily produced by the ESS. This may

also refer to commercial data sources on econolol@mfisation. In particular in the economic area

there has been a proliferation of private data iolere (private databases, consultancies, etc). This

confronts the ESS with a strategic choice, i.¢ake the private sources as competitors or to degar

them as complementary to official statistics, emgpthe ESS to focus on some key areas which are

not of commercial interest.
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1.4  The scope of this paper

The scope of this paper is twofold: measuring tressborder transactions of enterprises, and
measuring the actors, the enterprises themsel@esbalising enterprises and their activities are
central when it comes to economic globalisations Tiscussion paper provides a focused review
of the most relevant individual statistical domaunsder those two areas, describing the current
situation and ongoing developments in statisticviged by Eurostat. A general assessment of the
sufficiency of the existing statistics is providekky problematics related to globalisation are
discussed and development activities addressingptbblems are highlighted as well as the

outstanding challenges.

Throughout the analysis this paper tries to buddraich as possible on the work done for related
events in the past, such as the CEIES conferenc8tatistics and Economic Globalisation in

Copenhagen in 2003.

2. Current situation and the ongoing developments

This section takes a closer look at individualistaal domains that are key to the analysis of the
impacts of economic globalisation. Conceptuallyese domains can be grouped into three
categories: The first one is statistical infrastunoe of horizontal nature, serving the productidn o

virtually all statistics dealing with economic ghilsation involving multinational enterprises

(MNEs). The second group consists of statisticadasr measuring economic cross-border
transactions of enterprises primarily on an aggesbdevel. All these have in common that they
provide important information for macro-economidigp makers. The third group focuses on the
behaviour and structure of individual businesskence primarily serving the needs of enterprise,

R&D and competitiveness policies, etc.
21  Satistical infrastructure: Community Register of Multinational Businesses (EuroGroups)

In a number of statistical domains there is a gngwieed for information about the structure of
internationally operating business groups. Indeedho-owns-whom' type of inventory is required
to better measure and understand global trade amthtflows. The existing Regulation 2186/1993
of statistical business registers (BR) is outdatbdcause it doesn't provide the necessary

infrastructure needed for globalisation statistidsus a new BR Regulation has been proposed and
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is foreseen to enter into force in Q4 2007. It nsaltee (currently optional) recording of enterprise
groups compulsory as well as the exchange of dateINEs and their constituent units between
Member States and Eurostat, for statistical purposdy. The exchange of data implies the creation

of a Community register of MNES, so called EuroG®uegister (EGR).

A pilot project to study the feasibility of the eteon of the EGR was carried out during 2006 with
four NSls. The pilot covered 600 MNEs with over B units. The results of the study were
promising and the feasibility of the creation otlsiua register was clearly confirmed. The EGR
builds first on data from private sources, whichi W& consolidated at Eurostat. The data will then
be sent to the NSis for checking and correctinglithies between units, and improving the data on
characteristics. The NSIs send the corrected anmtpleted data to Eurostat, which composes the
final global, European and truncated (national llegaterprise groups and transmits the final data
back to the Member States.

The ongoing work builds on the results of the pgatject by further acquisition of data on major
European MNEs and developing the IT environmenplémenting rules defining the detailed data
exchange between Eurostat and NSIs are being dupwA voluntary exchange of data with ECB

and NCBs is also foreseen, subject to nationalasisétion. The co-operation is essential to avoid

duplicate registers in NSIs and NCBs, and to ovaemconsistencies between different data.

The EGR can improve various statistics related tobajisation (foreign affiliates, direct
investment, foreign trade, etc.) at national leaedl it is the basic infrastructure needed for their
harmonised production at European level (whichsubilong to MNEs, what is the controlling
country, what is the employment impact, etc.). B@&R will be an indispensable source regarding
the role of MNEs at national, EU and even globatlebecause knowledge of the global structures

of the MNESs is a prerequisite for carrying out @&group trade surveys.

The creation of the EGR is a very demanding pragect its implementation is planned in stages
during 2007-2009. The ultimate aim is to cover MINEs which operate in Europe. Without
complete coverage the emerging role of small andiume-sized MNEs cannot be monitored.
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2.2 Cross-border transactions
221 Tradeingoods

Foreign Trade Statistics (FTS) are by their veryure the oldest indicator of economic
globalisation, and a wealth of traditional data amdicators are available. FTS have been built on
the idea of nations trading with each other. Tyibjca national enterprise would produce a good in
its country of residence and then sell the finispeaduct at the market price to an unaffiliated
buyer in another country. In the globalised econavhgre barriers of trade have been reduced and
a large share of trade is generated by multinaltienirprise groups, this supposition of tradeas n
as valid as it used to be. Production and suppbcgsses are globalised; inward&outward

processing and intra-group trade represent a nghgitde part of total trade.

Processing trade leads to an overall increase amfetrvolumes. Trade data on EU customs
inward&outward processing are available, serving gsartial indication of globalised production
chains. Processing trade transactions are recatéal value, not simply the added value, and
therefore can form a substantial part of totaléraghich makes it desirable to be able to distisigui
processing trade separately. The valuation of gaogsocessing trade is controversial, but in FTS

the current international recommendation is tothsdotal value.

An important globalisation related developmenfgebin FTS concerns intra-group trade. Transfer
prices distort the recorded value of trade, andet@ble to take the effect better into considenatio
when performing analysis, it is necessary to garijps with the share of intra-group trade. As the
needed intermediate step towards that goal, tréatestecs have to be linked more closely with
business statistics. This approach moves the frons the traditional trade variables — products
and partner countries — to the traders and theiradteristics. The Eurostat project on linking &rad
data with business registers aims at establishintkage between trade registers/data and business
registers, thus improving the general comparabilitgtween trade and business statistics.
Combining enterprise characteristics from the bessregisters — most notably activity sector and
size-class, measured in terms of number of empfoyesith typical trade variables such as product
code and partner country, enables the compilationew combined indicators. These indicators
answer questions like what is the contribution iffedent economic sectors to trade or the share of
total trade that SMEs account for. The methodrikitig existing register information can be further
expanded. For instance, the foreseen developmdnisimess registers (EuroGroups project) would
enable measuring the contribution of multinatiogratierprise groups to trade.
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Since the introduction of the euro, the roles dfedent currencies in trade have been strongly
evolving as the euro has been gaining ground. imétion on the invoicing currency has further
increased in importance. Currently the data isavailable in FTS, but is being collected from bank
settlements to the extent possible. Including iovg currency in extra-EU trade statistics is

foreseen in the planned revision of the legisla{ixtrastat Regulation).

Another challenge facing FTS is the coming new Qust Code which entails centralised customs
clearance procedures, serving the needs of mudiimedtenterprises. It is foreseen that a customs
declaration can be lodged in any Member State kbrgdhe current link between the Member State
where the data is available and the physical mom¢mfethe goods. Member States may lose track
of their own extra-EU trade when it is declarednmother Member State. As regards intra-EU trade
statistics, simplification of Intrastat is beingaphed and assuring data quality in a simplified

system will be challenging.
2.2.2 Tradein services

The global competition in goods that has been una@grfor decades is now gaining momentum in
services, as falling telecommunication costs arehtgr openness to FDI enable different parts of
the services value chain to be in different log&i@round the globe. This has increased cross-
border competition in services markets for a wideiety of activities; from low-skilled functions
such as data entry, word processing and call cemdrdnigher-skilled activities such as software
development, consultancy, medical services, and R&Dange of services previously thought to

be non-tradable are now being provided electrolyicaler large distances.

Together with the growing importance of internaéibtrade in services, the demand for relevant
statistics has increased significantly. The extdndeassification of service items, developed by
Eurostat and the OECD and published within balasfcpayments statistics, allows meeting the
users' needs in a comprehensive way. However, #rerstill some challenges in the area of trade

in services statistics that need to be addressegtdam their high level of relevance for users:

Firstly, due to globalisation and the emergencepscialisation and global production networks
that come with it, there is an increased neednioih some way services trade data in the balance
of payments with FDI and FATS (Foreign Affiliatedafstics) data in order to gain a more
comprehensive picture of trade in services. Thidferént classifications like EBOPS (extended
balance of payments services classification), CEénttal product classification) and ISIC
(international standard industrial classificatioh al economic activities) and its alternative

8 DGINS/2007/93/1/10



grouping ICFA (ISIC categories for foreign affiee) need further scrutiny to see whether their
links could be strengthened.

Secondly, statistics are also needed to suppate treegotiations and the implementation of the
trade agreements. The most well known and wideliegcagreement involving services is the
General Agreement on Trade in Services (GATS). Hewetrade negotiators quite often do not
have all the necessary data at their fingertipsttiey would wish to. This is largely due to thetfa
that trade in services statistics are compiled iwithbalance of payments context as per economic
activity categorisation, whereas negotiators waoulefer 'by product' breakdowns. While this in
itself is a 'traditional' problem, globalisationshaggravated it as more and more services are
rendered in packages including services (and gogm)ning different industrial categories. There
is a danger that the classification by economioviiets therefore becomes increasingly misleading

and decreasingly helpful for policy makers in tieaaof commercial policies.

Thirdly, globalisation has also led to an extensnability of persons and as a result to a significa
increase in both business and personal travel.e@uyrthe share of travel in the balance of
payments has reached about 27%. A wide varietyunfeys like household surveys, surveys in
accommodation establishments, surveys of tourisgrnmediaries, border surveys, credit card
information (not relevant in euro area becausehefdommon currency), bank reporting system,
administrative sources, etc. are necessary toefjable estimates of receipts and expenditures due

to travel.

As for the first and second issue listed abovereth@ve been already some initiatives taken at
international level. The Manual on Statistics dehnational Trade in Services (drafted by Eurostat
in co-operation with other international organisafi) analyses the links between different
classifications and presents correspondence tablesase transformation from one system to
another. Moreover, the manual has broadened thstisi@ view of trade in services from a subset

of the balance of payments to reflect the modesligh services are supplied in practice.

Finally, a special type of trade (in both goods aedvices) merits focusing on: e-commerce. As
mentioned above, an increasing share of trade melumied by electronic means, and special
attention needs to be paid to measuring its dewedop. The term e-commerce covers transactions
over computer mediated networks in a broader semskpver the internet in a narrower sense. By
definition, services or goods are ordered overehostworks, but payment and delivery may be
conducted on or off-line. The most important imation of this definition is that the process of

ordering is part of an automated business pro€asssidering globalisation, the flows of purchased
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or sold goods and services in terms of spatial dswws as well as the geographic location of the
business processes should be measured. This isfawerview of the data Eurostat collects on e-

commerce; there are other DGINS papers dedicatgtetsubject of measuring e-commerce.

Eurostat surveys on ICT usage comprise also e-cooemelhe household survey contains
guestions on ordering goods and services overnteeniet, and on barriers to internet commerce.
The 2008 survey will add a question on cross-botd@nsactions; differentiating between the
specific country, the EU and the rest of the wofltde enterprise survey contains a module on e-
commerce via internet and other computer netwd@katistics on sales and purchases via computer
networks are available as a percentage of the potahases or turnover. From 2003 to 2006, sales
on the Internet are broken down by destinationdifpecountry, European Union, World). Both

surveys will have a special focus on e-commer@dio.

2.2.3 Transport

Globalisation of economies is changing the pictofeeommerce of goods and services, thereby
having an important impact on transport, which geetor of critical importance for the EU. People
and goods circulate more and more across the wiarfggrticular between the emerging economies
and the developed ones. Naturally this impact isenvgsible in the 'non-inland' modes of transport
(air and sea), which are not restricted by spatiaechnical limitations existing in inland modes
(road, rail, and inland waterways), and allow easgnmunication channels with emerging hubs.
The increasing importance of the 'open skies' ageaés to liberalise air transport between the EU
and worldwide partner countries is a good examptais globalisation trend in the transport sector.
In the last ten years EU ports have had as parpwats situated virtually in all the countries bét
world. Annual extra-EU maritime transport accoufutis about 60% of total seaborne transport of
goods, in terms of gross weight of goods. Generafigaking, despite globalisation induced
developments, transport statistics have maintaithedr relevance and still describe well the

activities in the sector, not calling for any saindial adjustments.

European statistics on maritime and air transjpatty formally regulated, are based respectively on
port-to-port (port-to- maritime coastal area fotraxeEA countries) and on airport-to-airport data
exchanges. Therefore the growing importance ofaeixtd emerging hubs (Singapore, Hong-Kong,
Shanghai, Seoul, Dubai) or traditional hubs (NewrkyoChicago, Los Angeles, Tokyo) is

automatically taken into account in the data codldcfrom their EU partner ports/airports. The
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globalisation of maritime transport industry cobkel measured e.g. by the daily presence of ships of
different nationality in the main ports of the wahrl

2.2.4 Energy

Sustainability, competitiveness and security ofpdigs are defined as the three dimensions of the
EU energy strategy. The European Union dependsiliieam imports of fuels; its energy
dependency rate is growing significantly — oil degency has risen from 76% in 2000 to 82% in
2005, while natural gas dependency has grown fré#n tb 58% respectively. This fact combined
with recent oil price volatility and disruptions supply via pipelines of Russian gas have made
energy re-emerge as a major pre-occupation of thedean Union. Thus, monitoring the imports
of the EU by ultimate country of origin is essehtia

Energy statistics have been covering this imporissue rather well concerning all major fuels —
solid fuels, oil and gas. New developments havengéd the situation especially regarding natural
gas: the liberalisation of the gas market accomgzhbly the expansion and interconnection of the
distribution network, emerging 'spot' markets angt@ving churning factor (humber of times the
gas is re-sold) in the trade of this energy cailiges made it difficult for statisticians to copetiwi
Although currently only 6% of the natural gas imgadanto EU27 cannot be attributed to a specific
third country, the fact that it has practically 8éd within the past five years has raised the eonc
of energy statisticians. The GETS (Gas and Elettricade Statistics) project twins the efforts of
energy and trade statisticians of the Member Staids the goal of achieving full and correct

attribution of imports and exports of natural gashie ultimate country of origin/destination.
2.25 Foreign Direct Investment (FDI)

Complementing the expansion of trade flows andeddeelling them, the rapid increase of FDI by
MNEs is another important cornerstone of econontobajisation. Analysis of capital flows forms
an integral part of several types of analysesingdb e.g. monetary, trade, economic and internal
market policies. Hence there are a multitude ofsuw FDI data. As regards monetary policy and
examination of FDI data as a part of balance ohpayts statistics, the current data corresponds to
the needs of the users. Additionally, given thédtbral data on FDI between the Member States is
available on an annual basis, sufficient data @&lable for the analysis of free movement of cdpita

and of the functioning of the internal market.
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The breakdown of FDI data by partner country isedon the basis of the immediate counterpart
country, irrespective of the final destination be wltimate origin of the investment. However, due
to the complexity of the structures of the MNEspital flows can be routed via companies in
several countries. Often subsidiaries are creaiethe express purpose of routing capital between
the various parts of the MNE. This kind of unitfiea called Special Purpose Entities (SPESs), have
very little economic activity and hardly any empdeg in the country of residence. E.g. in 2006
Luxembourg was the third largest investor abroadragpthe EU countries, and received EUR 20
billion of the EU FDI inflows being second only tize United Kingdom as a recipient of FDI from
outside the EU. This is explained to a very largéemt by the predominance of SPEs in the
Luxembourgish FDI flows. Capital in transit poseprablem for those users who wish to analyse
the attractiveness of countries and regions ingasfrigenuine’ FDI, or the economic impact of FDI

in the recipient and investing countries.

A further aspect which analysts would like to studythe extent to which investments are new
‘greenfield’ type investments, as their impacthengconomy in question can be quite different from
mergers and acquisitions (M&As). At present, theakdown of FDI into M&As and into

greenfield investments is not available even thaugha highly demanded breakdown by users.

Another issue of concern for users is the fact Bi2t and Foreign Affiliates Statistics (FATS) are
difficult to compare. Users often wish to studg #gconomic impact of FDI in the target economy
by creating a link between FDI and data on foraiffiliates. However, this comparison is difficult
given that some key definitions vary substanti@#étween the two data sets (e.g. FDI takes into
account all affiliates with a foreign share of mdhan 10% while FATS restricts it to 50% or

more).

Within the revision process of the internationalnumas, in particular the OECD "Benchmark
Definition of FDI", the analytical needs arisingiin increased globalisation are being addressed.
Firstly, there are methodologies being developadeatify the SPEs and to produce data excluding
capital passing through. Secondly, in order tovalfor a better analysis of the ultimate FDI
investing/receiving countries, the revised verabithe OECD Benchmark Definition (4th edition)
will include guidelines on how to identify the witate investor country on inward investment, and
further research is being made on how to best iigethie ultimate receiving country on outward
investments. With the 4th edition to be adopted2008, it is intended to eventually produce data
on 'genuine’ FDI with a breakdown according tonudtie investor country in the first instance.

12 DGINS/2007/93/1/10



Furthermore, a methodology for distinguishing M&#Asthe FDI data is being developed, and
production of FDI data with this further breakdoisrforeseen once the implementation of the new

manual starts.
2.2.6 Portfolio investment

Monthly portfolio investment is seen as particyladlevant for macro-economic, and more
specifically monetary policy analysis. In partiaylportfolio investment flows have been identified
by the Executive Board of the ECB as a signifidantor contributing to the monthly changes in
the external counterparts to M3 as a key yards$tickhe conduct of monetary policy. Portfolio
investment statistics are one of the most chaltenfields of economic statistics, and much effort

has been devoted to it in the euro area statisocal

The compilation of portfolio investment statistpsses a number of challenges to the compilers as
a result of factors including the fungibility anctiae trading of most instruments measured, the siz
and continuous further international integratiomdrkets, the expansion of securities lending and
repo markets, and the proliferation of new formg&radling (e.g. internet). While critical for the
relevance of statistics, it is difficult to tracédavare the actual holders (their residency and ESA
sector) of negotiable instruments through the cbaintermediaries involved. Some examples of

the most demanding challenges are:

» correct recording of portfolio liabilities,

» obtaining information on securities held by domestvestors and deposited with foreign

custodians,
* reporting by respondents outside the financialsect
» correct identification of the issuer (vital for arcect euro area/non-euro area split),

e consistency between stock and flow data, and

need for flexibility to produce new breakdowns.

In order to tackle these challenges, several thiga are under way. At European level, data are
increasingly collected on a security-by-securitgibasupported by the ESCB Centralised Securities
Database, which will increase the accuracy andistamey of portfolio investment statistics, while
reducing the reporting burden. Another importaitiative is the IMF’s Coordinated Portfolio
Investment Survey, which helps to better identibyders of securities worldwide.
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2.3 Behaviour and structure of businesses
2.3.1 Foreign Affiliates Satistics (FATS)

Closely related to FDI, FATS can offer key informoat on the globalisation process, with a
particular focus on the internationalisation of inesses. It proves to be useful for many specific
policy areas, such as in trade negotiations underetl Agreement on Trade in Services (GATS),
where commercial presence through affiliates ieifpr markets is a key subject.

Inward FATS provides an insight into the role of foreign-catizd enterprises in the economy of
the compiling country. Beside indicators aimingregasuring the contribution of foreign-controlled
enterprises to the host country's economy, infaonain the countries where the parent enterprises
are resident and which activities attract themoigiled. In addition, inward FATS can answer if
the size, performance or productivity of foreigmtolled enterprises is comparable with that of the

rest of the economy.

Outward FATS looks at it from the opposite perspective and shbew EU-enterprises ‘perform’
abroad. Similar to inward FATS, it shows e.g. tlidume of jobs and turnover that EU foreign
affiliates generate abroad, which economic se@m¥snost important and which countries are their

preferred destinations.

Data which have been made available on a volurbasis on inward, and even more so, on
outward FATS, are not sufficient to answer to tserg' needs. Only few Member States report this
data (in case of outward FATS only 8 out of 27)d dhe data reported is often insufficiently
detailed and difficult to harmonise. The Commissi@as therefore proposed a FATS Regulation,
which will enter into force in 2007. The Regulatiail ensure that in the future harmonised FATS
will be available. A FATS Recommendations Manuallshed in 2007) will provide guidelines
and definitions for national compilers, and plagracial rule in constructing meaningful EU-wide

aggregates.

Since the information requested by users goes lieffemscope of the mandatory data required by
the FATS Regulation, pilot studies are already $eem in the Regulation to assess whether the
collection of these data is feasible. Eurostat lnaached these pilot studies and co-finances the

costs of the Member States.

One gquestion that is addressed in the pilot studieboth inward and outward FATS is the role of

foreign-controlled affiliates in delivering/buyingpods and services to/from international markets
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(exports and imports), and the share of trade letvedfiliates and their parent enterprises (intra-
group trade, this is closely related to the projedtTS but with a different scope). The importance
of the size of an enterprise (measured by the numbemployees) is another topic in the inward
FATS pilot study, as results from the pilot studies/e shown that foreign-controlled enterprises
are generally much larger than nationally-contbkmterprises. This is especially important since
one focus of the EU's enterprise policy are SMEsgtHermore, the role of foreign-controlled
enterprises in the non-traditional business econseayors like education, and the role of R&D in
service activities are piloted for inward FATS asers have reported that they have gained in
importance. For outward FATS, for which currentlylyothe number of enterprises, turnover and
number of persons employed are foreseen as compulswiables in the FATS Regulation,
additional indicators like personnel costs, valugleal at factor costs and gross investment in
tangible goods are piloted. The information on ¥aegables described above will offer important
insights into the ability of EU-businesses to peatetand establish themselves in foreign markets,
which in turn is critical information for the forrtation of a number of policies, including trade and

enterprise policies.

It should be noted though that it is too early &y svhether all the information requested in the
context of the regulation can eventually be comtpdéthe necessary quality levels, and the burden
on the compiling institutes as well as on the besses themselves justified. In this context, it is
hoped that the EuroGroups register, once fully afemal, will facilitate significantly the
compilation of FATS data.

2.3.2 International sourcing

Relocation of European industry has been an impbrfactor influencing the economic

development within the EU in recent decades, eafpgaffecting the manufacturing sector, and
leading to real concerns among policy makers abqgtential process of deindustrialisation in the
EU. A more recent trend, further increasing consetimout the future employment opportunities in
Europe, is the apparent increase in internatiooiatcsng, seeking the provision of services outside
the EU. It has received a great deal of politicad anedia attention, mainly based on anecdotal
evidence. Although often viewed negatively, one tmsicknowledge that international sourcing

increases the profitability of EU businesses.

The objective of the international sourcing projextto provide policy makers at National and

European level with relevant statistical evidencd mformation about factors driving international
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sourcing of goods and services, e.g. the impadhercompetitiveness, motivations and perceived
benefits and barriers together with consequenaesrfiployment. 14 countries are participating in

this ad-hoc survey linked to the Structural Bussn®tatistics framework on a voluntary basis.

The project is expected to establish a coherenbfsidicators on international sourcing based on
the results of a new survey. The survey focuseshenrelocation of domesti@r domestically
sourced) productiomo producers located abroad as the result of asidectaken by a resident
producer to reduce or stop production (or sourcoig)oods or services domestically. This includes

both core and support business functions of therpnse.
2.3.3 Research and innovation

In the context of the revised Lisbon Strategy, Buwence, Technology and Innovation Statistics
measure knowledge creation, knowledge flows, kndgdetransmission and knowledge output. One
of the main sources of information in that coniexhe Community Innovation Survey (CIS), which

helps in measuring the competitiveness and innavatpacity of European firms.

At present, however, more work needs to be dorkkaer up more sophisticated CIS indicators for
measuring innovation activities, and to developiqylfelevant and internationally comparable
indicators, addressing the need for collaboratietwben statistics and policy development in the
area of innovation. Understanding the links betw@mmovation performance and policies is
becoming more critical as R&D and innovation gladml and capturing 'national’ benefits from
innovation efforts becomes a challenge. The needhtbicators has been commanding substantial
efforts in data collection and interpretation irceet years. The nature of innovative activity is

constantly changing, increasing the difficulty &sb policies on meaningful and reliable indicators.

The recently released CIS 4 data enables studyingvation drivers and company behaviour
towards innovation. Analyses of these data poputeeEuropean Innovation Scoreboard 2006, but
may still offer much greater scope for analysis amgloitation. The next CIS (2008) will create
new opportunities and a major challenge for thegtesf the CIS core questionnaire. This is due to
the need to fully implement the recommendation led third Oslo Manual on organisational
innovation, marketing innovation and knowledge #gks while at the same time maintaining

continuity with the preceding surveys.
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3. Key findings and conclusions
3.1  Challengesrelated to measuring cross-border transactions

Apart from the specific issues in the individuatstical domains, what are the general lessons to
be learnt from the discussion in section 2.2? Whatthe recurring issues across all the concerned

domains?

The challenges linked to the measurement of crosdep transactions in the framework of
globalisation comprise methodological, hands-oma @ampilation issues as well as the absence of

some key data that is not yet compiled:

» Firstly, there are new types of transactions (e-gommerce, ICT-based transaction) — as
well as transactions that always existed but haeegl in importance due to globalisation —
that are difficult to capture with traditional coiigion approaches which in turn may lead
to significant statistical biases. Many of thessnsactions are located in the field of trade,
but they do occur also in other areas. FDI throM@tAs, for example, had always existed,
but it was only with globalisation and the pressomnecorporations to rapidly expand their
business operations that it started to interesicypaohakers. However, conventional FDI

statistics are not able to present them as a degtem under the heading FDI.

* Secondly, the valuation of transactions becomeseasingly difficult. Again this is a
problem most prominent in the area of trade stesisbut other areas are also affected by it.
The reasons for this problem are manifold. One mamb factor is related to difficulties in
measuring transactions within MNEs (e.g. transfesipg or FDI via SPES), in particular as
regards intra-group trade. These transactions elo®rs priced according to arm’s-length
market terms. Very often the prices for intra-grawnsactions are subject to transfer
pricing whereby MNEs adjust their global profit aoating in a way that is minimising the
tax burden for the entire corporation. While thisspomenon is not new, globalisation has
accelerated its proliferation due to global spretdorporate networks — and with it intra-
group trade — and the increasing possibility tcetaklvantage of favourable tax regimes
abroad. Often the problem is that the adequatesunement of these transactions hinges
upon information that is only available within tbempany in question and not accessible to
compilers of statistics. The valuation problematarg, however, not confined only to
transfer pricing. The emergence of a new breedaoetand capital finance instruments over

the recent years (derivatives, etc.) often leavata ccompilers wondering about the
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3.2

appropriate valuation method (e.g. book value \&rsarket price). The issue of processing
trade also fits in this context, as these transastatrtificially inflate trade volumes biasing
the statistics. A similar effect occurs in the Fidéa due to SPEs and FDI flows which are
channelled through them. They, too, inflate thepeetive statistics and tend to mislead
uninformed users about the real economic activitiekind these flows. Sometimes the
problems are also due to methodological issues.sdime extent, this latter brand of
measurement problems bridges the gap to anotherofsathallenges of measuring
transactions which is related to methodologicaluess as they partially result from

methodological and definitional problems (definitiof SPEs, etc.).

In some areas the classic delineations betweenyfes of transactions are no longer as
clear-cut as they used to be. It, for instancepbmss increasingly difficult to assign certain
products to the goods or service category. Likewibe traditional dichotomy between
short-term, speculative portfolio investment andglderm strategically oriented FDI is
becoming increasingly blurred. Hence, it is incnegly difficult for compilers to adequately
classify cross-border transactions with the helphefclassic categorisation of transactions.

In many areas, new or updated classifications nbghteeded to alleviate this problem.

Finally, in some areas additional data is needefiitiner the understanding of emerging
globalisation trends (in the form of additional redétes, or breakdowns such as the
distinction of greenfield and M&A-induced FDI); hewer, this problem seems to be
somewhat less important than the other afore-meati@reas.

Challenges related to measuring the structure and behaviour of businesses

As with cross-border transactions there is alghigmarea a list of common challenges. These are:

Exchanging information on MNEs between differenthauities at national level is not yet

possible in a number of countries. The issue shdiddsolved between the national
authorities to avoid duplication and to secure iascy of different national data. MNEs

by definition operate across borders and inforrmata them is collected by various NSIs
simultaneously. National legislation, however, immy countries forbids the exchange of
information on a specific company with counterpamtether MS or an EU institution; as a

result the risk of double-counting/under-reportiagelevated when it comes to aggregating
the data to EU-level.
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» Assigning MNEs operating in a multitude of locagowith a complex ownership structure
to one particular country has become more difficliie determination of the controlling
country of an MNE is of crucial importance for tharmonised statistical classification of
information on the parent company and its congtitueits, as well as for transactions
emanating from them. What is the rightful contradlicountry of a globally operating MNE:
Is it the location from where the top managemenis#s the overall strategic decisions for
the group, the head office? Or the country wheeeUtiimate Controlling Institutional unit
(UCI) of the MNE is officially registered; in cagé a natural person, the country where the
majority owner resides? In the past, for most Mittiese different places were one and the
same. Today, this is still true for a good parMMESs, but it is obvious that their share has
considerably decreased. Having said that, the ksyei is to harmonise the currently
different national practices. To achieve thiscalnpilers in all Member States should agree

to use the harmonised information in the EuroGraepsster.

e Creating the EuroGroups register does not sufficeea actions should be started in the ESS
to develop data collection methods for the grodpsorder to fully exploit the register,
European statistics will have to take a new petsgecit will become important to set up
specific Community surveys on enterprise groupshibblight new and emerging needs of
Community statistics, specific Community surveygimibe conducted on an ad hoc basis

using the idea of European sampling.

* Another promising route to be explored is incregshe usage of the available balance sheet
and consolidated accounts data. These are avadigueat international level from private
providers, and they have been used on a test fosidise EuroGroups register. Certain key
data, for instance for employment and turnover,aualable in both consolidated and un-
consolidated form for the units belonging to the BANA further requirement is to produce
business demography data on MNEs from the EuroGroegister, to monitor their growth,
concentration and de-concentration on the globaketand to know the share of the EU in

that development.
3.3  Overarching challenges

One clear message emanating from this analysisaisthe data from the different statistical fields
does not lend itself easily for cross-comparisdrss is true for practically all statistical domain
mentioned in this paper, be it trade/FDI, FDI/FATS&D/FATS and so on. Unfortunately, as
economic globalisation continues to intensify, swdmparisons are more and more needed to
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better understand the effects of globalisatiomgesiconomic globalisation is not just confinedro a
increase in cross-border activities. It also esttiht different types of transactions are increggi
linked with each other. The proliferation of worldi® FDI, for instance, has immediate
consequences for global trade flows, given theemsing importance of intra-group trade. In the
European context this means that the investmensidas of EU-businesses substantially impact
trade flows from, within and to the EU. The sameldde said for R&D, FATS, etc. While in
individual areas, e.g. as with trade in goods andirtess registers, there have been already
significant efforts to bridge methodological andcheical differences with related statistical
domains, what, on an ESS level, is yet waitingdddrkled is a comprehensive strategic approach
aiming at harmonising all the herein mentioned dosavith each other. A first step would be to
reach an agreement within the ESS on which doneipsrience the most critical methodological
and other technical differences, and define a tivet for resolving those issues to the extent
possible. Work on defining priority areas and ¢drgets of indicators for each area as well as
harmonising definitions is planned to be undertakenhe framework of the Modernisation of

European Enterprise and Trade Statistics (MEET&jnamme.

The second issue spanning across all individual asleenis the difficulties in compiling the
transactions and structure of MNEs that are inang@s difficult to assign to one particular
compiling country. The latter depend increasingiytioe cooperation of other national compilers to
ascertain important information on MNEs and theansactions. This bilateral cooperation is,
however, severely limited by national legislatigm&venting information exchanges on a larger
scale. It is vital that the ESS continues to look Ways out of this dilemma. There are several
options available, including a reconsideration bg tnational legal frameworks and/or the
concentration of data collection on MNEs and theinsactions into one system. MEETS contains
also actions to develop more efficient data calbecmethods for MNEs.
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