
 

Investment Division, Directorate for Financial and Enterprise Affairs 
Organisation for Economic Co-operation and Development 
2 rue André-Pascal, Paris 75116, France  
www.oecd.org/daf/investment/statistics  

 ï FINAL ï 

 

 

OECD BENCHMARK DEFIN ITION  

 

OF FOREIGN DIRECT IN VESTMENT,  

 

4
TH

 EDITION  

 

 

 

April 2008 



 2 

TABLE OF CONTENTS  

CHAPTER 1 INTRODUCTION ..................................................................................................................... 7 

1.1 Summary ........................................................................................................................................... 7 
1.2 Purpose of the Benchmark Definition ............................................................................................... 8 
1.3 Revision of the Benchmark Definition .............................................................................................. 9 
1.4 An overview of foreign direct investment concepts........................................................................ 10 
1.5 Organisation of the Benchmark Definition ..................................................................................... 11 

CHAPTER 2 USES OF FDI STATISTICS .................................................................................................. 13 

2.1 Summary ......................................................................................................................................... 13 
2.2 Why measure FDI? ......................................................................................................................... 13 
2.3 Understanding the main features of FDI ......................................................................................... 14 

2.3.1 FDI in the context of economic accounts .................................................................................. 14 
2.3.2 FDI Equity ownership: the critical determinant ........................................................................ 15 

2.3.2.1 FDI relationship ................................................................................................................. 16 
2.3.2.2 FDI accounts ...................................................................................................................... 17 
2.3.2.3 Valuation ........................................................................................................................... 18 

2.4 Analytical FDI Breakdowns ............................................................................................................ 18 
2.4.1 Standard (core) FDI series ......................................................................................................... 21 

2.4.1.1 FDI according to the asset/liability principle ..................................................................... 21 
2.4.1.2 FDI according to the directional principle ......................................................................... 22 

2.4.2 Supplemental FDI series ............................................................................................................ 24 
2.5  Interpreting FDI series and globalisation indicators ....................................................................... 25 

2.5.1 FDI series ................................................................................................................................... 25 
2.5.2 Globalisation indicators related to FDI ..................................................................................... 27 

2.5.2.1 Reference indicators .......................................................................................................... 27 
2.5.2.2 Supplemental indicators .................................................................................................... 28 

CHAPTER 3 MAIN CONCEPTS AND DEFINITIONS OF FOREIGN DIRECT INVESTMENT ........... 32 

3.1 Summary ......................................................................................................................................... 32 
3.2 Statistical units ................................................................................................................................ 32 

3.2.1 Economic territory and the concept of residence ...................................................................... 32 
3.2.1.1 Economic territory ............................................................................................................. 33 
3.2.1.2 Centre of predominant economic interest .......................................................................... 34 

3.2.2 Institutional units ....................................................................................................................... 36 
3.2.2.1 Enterprises ......................................................................................................................... 36 
3.2.2.2 Quasi-corporations ............................................................................................................ 37 

3.2.3 Institutional sectors .................................................................................................................... 40 
3.3 Foreign Direct Investment............................................................................................................... 40 
3.4 The Direct Investment Relationship ................................................................................................ 41 

3.4.1 Foreign Direct Investor .............................................................................................................. 41 
3.4.2 Foreign Direct Investment Enterprise ........................................................................................ 42 
3.4.3 Framework for Direct Investment Relationships (FDIR) .......................................................... 42 

3.4.3.1 Subsidiaries in FDI ............................................................................................................ 45 
3.4.3.2 Associates in FDI .............................................................................................................. 45 
3.4.3.3 Not relevant in FDI ............................................................................................................ 46 
3.4.3.4 Fellow enterprises in FDI .................................................................................................. 46 

3.4.4. The Debtor/Creditor principle ...................................................................................................... 48 



 3 

3.4.5.  The Asset/Liability principle and the Directional principle .................................................. 49 

CHAPTER 4 FDI COMPONENTS, ACCOUNTS AND SCOPE ................................................................ 51 

4.1 Summary ......................................................................................................................................... 51 
4.2 FDI components .............................................................................................................................. 51 
4.3 FDI accounts ................................................................................................................................... 54 

4.3.1 FDI positions ............................................................................................................................. 56 
4.3.1.1 Equity position ................................................................................................................... 58 
4.3.1.2 Debt instruments positions ................................................................................................ 58 
4.3.1.3 Changes in direct investment positions ............................................................................. 59 
4.3.1.4  Reconciliation of presentations according to the ñasset/liabilityò and the ñdirectionalò 
principles: A numerical example ........................................................................................................ 60 

4.3.2 FDI financial transactions .......................................................................................................... 62 
4.3.2.1 Equity and reinvestment of earnings ................................................................................. 64 
4.3.2.2 Equity transactions ............................................................................................................ 65 
4.3.2.3 Reinvestment of earnings .................................................................................................. 65 
4.3.2.4 Debt instrument transactions ............................................................................................. 66 

4.3.3 Direct Investment Income ......................................................................................................... 67 
4.3.3.1 Direct Investment Income on equity ................................................................................. 70 
4.3.3.2 Distributed earnings ........................................................................................................... 71 
4.3.3.3 Reinvested earnings ........................................................................................................... 72 
4.3.3.4 Direct Investment income on debt ..................................................................................... 72 

4.3.4 Other changes ............................................................................................................................ 73 
4.3.4.1 Valuation changes ............................................................................................................. 73 
4.3.4.2 Exchange rate changes....................................................................................................... 73 
4.3.4.3 Other price changes ........................................................................................................... 74 
4.3.4.4 Recording valuation changes ............................................................................................. 75 
4.3.4.5 Volume changes ................................................................................................................ 75 

4.4 Scope of FDI ................................................................................................................................... 77 
4.4.1 Standard content of FDI statistics .............................................................................................. 77 

4.4.1.1  Aggregate FDI statistics (asset/liability principle) ............................................................ 78 
4.4.1.2   Detailed FDI statistics (directional principle) ................................................................... 78 

4.4.2 Supplemental FDI series ............................................................................................................ 79 
4.4.2.1 FDI looking through non-resident SPEs (directional principle) ........................................ 79 
4.4.2.2   FDI by type: Mergers and acquisitions (directional principle) .......................................... 80 
4.4.2.3  FDI according to Ultimate host/investing country ............................................................ 82 

4.4.3 Banks and other financial intermediaries .................................................................................. 83 
4.4.4 Financial leases .......................................................................................................................... 83 

CHAPTER 5 FDI ACCOUNTING PRINCIPLES AND VALUATION  ...................................................... 84 

5.1 Summary ......................................................................................................................................... 84 
5.2 Accounting principles ..................................................................................................................... 84 
5.3 Valuation ......................................................................................................................................... 85 

5.3.1 Valuation of foreign direct investment positions ....................................................................... 85 
5.3.1.1 Equity positions ................................................................................................................. 85 
5.3.1.2 Debt positions .................................................................................................................... 88 

5.3.2 Valuation of FDI financial flows and transfer pricing ............................................................... 88 
5.3.2.1 Hidden dividends ............................................................................................................... 88 
5.3.2.2 Hidden withdrawals of equity ............................................................................................ 89 
5.3.2.3 Hidden injections of equity................................................................................................ 89 



 4 

CHAPTER 6 SPECIAL ENTITIES .............................................................................................................. 90 

6.1 Summary ......................................................................................................................................... 90 
6.2 Special Purpose Entities .................................................................................................................. 90 
6.3 Collective investment institutions ................................................................................................... 93 
6.4 Land, structures and other immovable objects ................................................................................ 93 
6.5 Construction enterprises .................................................................................................................. 95 
6.6 Mobile equipment ........................................................................................................................... 95 
6.7 Insurance ......................................................................................................................................... 96 

CHAPTER 7 CLASSIFICATION OF FDI BY ECONOMY AND INDUSTRY ........................................ 98 

7.1 Summary ......................................................................................................................................... 98 
7.2 Attribution to an economy .............................................................................................................. 99 

7.2.1 General principles to identify home and host economies .......................................................... 99 
7.2.2  Standard and supplemental geographical presentations ......................................................... 100 

7.3 Industry classification ................................................................................................................... 103 
7.3.1 General principles to identify industry allocation ................................................................... 103 
7.3.2 Standard and supplemental industrial activity presentations ................................................... 104 
7.3.3 International Standard Industry Classification (ISIC) ............................................................. 105 
7.3.4 Holding companies .................................................................................................................. 106 

7.4 Country attribution linked with industry classification ................................................................. 108 

CHAPTER 8 FDI AND GLOBALISATION .............................................................................................. 109 

8.1 Summary ....................................................................................................................................... 109 
8.2 FDI statistics as indicators of globalisation .................................................................................. 111 
8.3 Intersection between FDI and Activities of Multinational Enterprises (AMNE) statistics ........... 113 
8.4 Coverage of AMNE statistics........................................................................................................ 114 

8.4.1 Ownership criteria ................................................................................................................... 114 
8.4.2 Statistical units ......................................................................................................................... 115 

8.5 Attribution of AMNE variables .................................................................................................... 115 
8.5.1 Attribution by country ............................................................................................................. 115 

8.5.1.1 Inward AMNE statistics .................................................................................................. 116 
8.5.1.2 Outward AMNE statistics ................................................................................................ 116 
8.5.1.3 Note on the equal ownership of shares by residents of more than one country............... 116 

8.5.2 Attribution by activity and by product .................................................................................... 117 
8.5.2.1 Activity ............................................................................................................................ 117 
8.5.2.2 Product ............................................................................................................................. 118 

8.6 Economic variables for AMNE statistics ...................................................................................... 118 
8.6.1 Sales (turnover) and/or output ................................................................................................. 118 
8.6.2 Employment ............................................................................................................................ 119 
8.6.3 Value added ............................................................................................................................. 120 
8.6.4 Exports and imports of goods and services ............................................................................. 120 
8.6.5 Number of enterprises ............................................................................................................. 121 
8.6.6 Other variables ......................................................................................................................... 121 

8.7 Compilation issues for AMNE statistics ....................................................................................... 122 

ANNEX 1. CHANGES FROM BENCHMARK DEFINITION OF FOREIGN DIRECT INVESTMENT 

3
RD

 EDITION .............................................................................................................................................. 124 

ANNEX 2. PRESENTATIONS OF FDI STATISTICS.............................................................................. 128 

ANNEX 3 LIST OF BORDERLINE CASES AND EXCLUSIONS FROM FDI ...................................... 150 



 5 

ANNEX 4 FRAMEWORK FOR DIRECT INVESTMENT RELATIONSHIPS ....................................... 157 

ANNEX 5 VALUATION OF UNLISTED EQUITY ................................................................................. 168 

ANNEX 6. REINVESTED EARNINGS AND REINVESTMENT OF EARNINGS ................................ 174 

ANNEX 7 SPECIAL PURPOSE ENTITIES .............................................................................................. 181 

ANNEX 8 COLLECTIVE INVESTMENT INSTITUTIONS .................................................................... 188 

ANNEX 9 MERGERS AND ACQUISITIONS (M&A) TYPE TRANSACTIONS AS A PART OF FDI 

STATISTICS ............................................................................................................................................... 193 

3.2 Practical examples (M&A where financing is provided by a direct investor and a local bank)205 

ANNEX 10 ULTIMATE INVESTING COUNTRY .................................................................................. 208 

ANNEX 11 SPECIFIC FEATURES OF FDI STATISTICS IN THE CONTEXT OF CURRENCY AND 

ECONOMIC UNIONS ................................................................................................................................ 213 

ANNEX 12 EXAMPLES OF FOREIGN DIRECT INVESTMENT DATA COLLECTING AND 

REPORTING METHODS .......................................................................................................................... 217 

ANNEX 13 RESEARCH AGENDA .......................................................................................................... 222 

An associate is a direct investment enterprise .................................................................................. 226 
 

 

Boxes 

Box 2.1. Confidentiality ............................................................................................................................. 20 
Box 2.2 FDI according to the asset/liability principle ............................................................................... 22 
Box 2.3.  FDI according to the directional principle ................................................................................. 23 
Box 2.4  Fellow Enterprises ....................................................................................................................... 24 
Box 2.5 Frequently asked user questions ................................................................................................... 30 
Box 3.1.  The economic territory ............................................................................................................... 33 
Box 3.2.  SNA: Classification of Institutional Units .................................................................................. 35 
Box 3.3.  Structures related to enterprises ................................................................................................. 37 
Box 3.4.  Direct Investment Relationships ................................................................................................ 48 
Box 4.1.  Financial instruments related to foreign direct investment ........................................................ 53 
Box 4.2.  Components of M&A transactions ............................................................................................. 82 
Box 6.1.  Some examples of SPEs: shell companies, conduits and holding companies ............................ 91 
Box 6.2 - General criteria to assist compilers to identify SPEs ................................................................. 92 
Box 6.3 Definition of Land ........................................................................................................................ 94 
Box 1. Box 8.1.   Indicators of Globalisation Related to FDI .................................................................. 112 
Box A2-1.   Sign Convention ................................................................................................................... 130 
Box A3-1.  SNA: classification of financial corporations ....................................................................... 156 
Box A6.1  Reinvested earnings on direct investment .............................................................................. 174 
Box A6.2  Profit/ loss after financial items .............................................................................................. 178 
Profit/loss after financial items ................................................................................................................ 178 
Box A6.3.  Net profit/loss for the year ..................................................................................................... 179 
Box A6.4.  Calculation of reinvested earnings along a chain of related direct investment enterprises ... 180 
Box A7.1  General criteria to assist compilers to identify SPEs .............................................................. 183 
Box A9.1 Mergers, Acquisitions and Divestment ................................................................................... 194 
Box A9.2. Components of M&A type transactions as a part of FDI ....................................................... 196 
Box A9.3.  Comparison of M&A type transactions as a part of FDI with M&A statistics  by private 

sources ..................................................................................................................................................... 207 



 6 

 

ACRONYMS 

AMNE Activities of Multinational Enterprises 

Benchmark Definition OECD Benchmark Definition of Foreign Direct Investment 

BPM IMF Balance of Payments Manual 

COPC Current Operating Performance Concept 

DIIC Direct Influence/Indirect Control Method 

DP Directional Principle 

FSTS Foreign AffiliaTes Statistics 

FDIR Framework of direct investment relationships 

FDI Foreign Direct Investment 

Globalisation Handbook OECD Handbook on Economic Globalisation Indicators 

IIC Immediate Investing Country 

IIH  Immediate Host Country 

ISIC International Standard Industry Classification 

M&A  Mergers and Acquisitions 

MFSM Monetary and Financial Statistics Manual 

MNE Multinational Enterprise 

MSITS Manual on Statistics of International Trade in Services 

NACE Nomenclature statistique des activités économiques (Statistical Classification 

of Economic Activities) 

PMM Participation Multiplication Method 

RE Reinvested Earnings 

SIMSDI Survey of Implementation of Methodological Standards for Direct Investment 

SME Small and Medium-size Enterprise 

SNA System of National Accounts 

SPE Special Purpose Entity 

UIC Ultimate Investing Country 

UIH Ultimate Host Country 

  

ECB European Central Bank 

EUROSTAT Statistical Office of the European Communities 

IMF International Monetary Fund 

OECD Organisation for Economic Co-operation and Development 

UNCTAD United Nations Conference on Trade and Development 



 7 

CHAPTER 1 

INTRODUCTION  

1.1 Summary 

1. Financial markets have evolved into a more globally integrated framework as a result of 

increasing liberalisation of exchange controls and market access. This integration, accelerated by 

increasing competition amongst market participants, has led to the introduction of new financial 

instruments with broad market access and lower transaction costs, attracting investors of many nationalities 

and countries (economies).
1
  The expansion of cross-border financial flows has been further accelerated by 

technological innovations in communications and data processing.  

2. Foreign direct investment (FDI) is a key element in this rapidly evolving international economic 

integration, also referred to as globalisation. FDI provides a means for creating direct, stable and long-

lasting links between economies. Under the right policy environment, it can serve as an important vehicle 

for local enterprise development, and it may also help improve the competitive position of both the 

recipient (ñhostò) and the investing (ñhomeò) economy. In particular, FDI encourages the transfer of 

technology and know-how between economies. It also provides an opportunity for the host economy to 

promote its products more widely in international markets. FDI, in addition to its positive effect on the 

development of international trade, is an important source of capital for a range of host and home 

economies.  

3. The significant growth in the level of FDI in recent decades, and its international pervasiveness, 

reflect both an increase in the size and number of individual FDI transactions, as well as the growing 

diversification of enterprises across economies and industrial sectors. Large multinational enterprises 

(MNE) are traditionally the dominant players in such cross-border FDI transactions. This development has 

coincided with an increased propensity for MNEs to participate in foreign trade. In recent years, it is 

believed that small and medium-size enterprises have also become increasingly involved in FDI.  

4. Internationally harmonised, timely and reliable statistics are essential to assess the trends and 

developments of the FDI activity, and to assist policy makers in dealing with the challenges of global 

markets. The usefulness of direct investment statistics depends on their compliance with several quality 

parameters:  (a) alignment with international standards; (b) avoiding inconsistencies between countries and 

reducing global discrepancies; (c) achieving consistent statistical series over time; (d) timeliness; and (e) 

allowing a meaningful exchange of data between partner countries.
2
 

                                                      
1. In this Benchmark Definition the term ñcountryò is used as a substitute for ñeconomyò which is the 

statistical concept (as some economies are not sovereign countries); it does not relate to the legal definition 

of country. 

2. See also IMF Data Quality Assessment Framework http://www.imf.org/ 

http://www.imf.org/bop
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1.2 Purpose of the Benchmark Definition 

5. The Benchmark Definition of Foreign Direct Investment (Benchmark Definition)
3
 sets the world 

standard for direct investment statistics. It is fully compatible with the underlying concepts and definitions 

of the International Monetary Fundôs (IMF) Balance of Payments and International Investment Position 

Manual (BPM).  It also follows the general economic concepts set out by the System of National Accounts 

(SNA).
4
  Within this overall framework, it is important to stress that the main focus of the Benchmark 

Definition is FDI statistics encompassing direct investment positions and related direct investment 

financial and income transactions (flows). The Benchmark Definition also provides a brief overview of the 

methodology of statistics on the Activities of Multinational Enterprises (AMNE)
5
 which are closely related 

to those on FDI. Moreover, the Benchmark Definition, in terms of detail and breakdowns, goes beyond the 

aggregate statistics of the functional category ñdirect investmentò of the balance of payments financial 

account and of the international investment position.  

6. To support these standards for FDI statistics, the Benchmark Definition provides guidance on 

how to compile comprehensive breakdowns by partner country and by industrial activity. By setting the 

world standard for FDI measurement, the Benchmark Definition also complements the Organisation for 

Economic Co-operation and Development (OECD) Handbook on Economic Globalisation Indicators 

(Globalisation Handbook).  This Benchmark Definition also recommends new breakdowns such as: 

ü FDI presented on an asset/liability basis in accordance with the SNA and BPM;  

ü FDI presented according to the revised directional principle (the revision resulting from the 

inclusion of a new treatment of fellow enterprises) and providing for the following analyses 

ï segregating some types of pass-through funds, segregating FDI corresponding to 

purchases/sales of existing shares in the form of mergers and acquisitions (M&A ), 

identification of partner country for direct investment positions by ultimate investing 

country (UIC) for inward FDI.   

7. The Benchmark Definition serves several objectives. It provides: 

(i)   a single point of reference for compilers and users of FDI statistics; 

(ii)    clear guidance for individual countries compiling direct investment statistics as they 

develop or change their statistical systems; 

(iii)    international standards for FDI taking into account the effects of globalisation; 

(iv)   an international standard that provides the basis for economic analysis, especially for 

international comparisons and for identifying  national deviations from the standard that 

impact on the comparison;  

                                                      
3. OECD Benchmark Definition of Foreign Direct Investment was first issued in 1983. 

4. System of National Accounts by the Commission of the European Communities, International Monetary 

Fund, Organisation for Economic Co-operation and Development, United Nations, and World Bank. 

 References to SNA reflect its content as of April 2008.  Should relevant texts be subject to further 

revisions, subsequent versions should apply as reference once they come into effect. 

5. For a more detailed description see Handbook on Economic Globalisation Indicators, OECD 2005. AMNE 

statistics are also referred to as Foreign AffilaTe Statistics ï FATS. 
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(v)   practical guidance to users of direct investment statistics including the relationship of FDI 

to other measures of globalisation; and 

(vi)   an objective basis for measuring methodological differences that may exist between 

national statistics that need to be taken into account both for cross-country and industry 

analysis of FDI. 

8. Since publication of the first edition of the Benchmark Definition, compiling countries have made 

important progress in revising their FDI measurement systems towards greater compliance with its 

requirements and definitions. To measure the extent to which statistical systems have implemented the 

recommendations on direct investment statistics, the IMF and the OECD have, since 1997, conducted the 

Survey of Implementation of Methodological Standards for Direct Investment (SIMSDI).  This evaluation 

tool also provides standardised information on data sources and collection methods, and reporting practices 

for national direct investment statistics.  SIMSDI serves as the metadata for statistics published in the 

OECD International Direct Investment Statistics Yearbook.  Moreover, through its standardised 

information it supports the exchange of FDI data between reporting economies for bilateral comparisons.
6
 

1.3 Revision of the Benchmark Definition 

9. The removal of legal and regulatory restrictions on cross-border business operations in many 

countries has complicated the task of statistical systems that historically depended largely on data reported 

by national financial institutions and enterprises.  As economic activities have become more global, 

investors have had continually increasing recourse to overseas financing. These investors may establish 

complex structures to obtain optimal benefits from their investments and for efficient management of the 

funds and related activities.  These developments have had an adverse impact on the ability of statistics 

gathered through traditional methods to respond to user needs for adequate analytical information on FDI. 

They have also reinforced the need for adopting a harmonised analytical framework for constructing 

meaningful, comprehensive and internationally comparable statistics on cross-border investments. This 

latest edition of the Benchmark Definition sets out the standards and methodology to address the issues 

identified above. 

10. The main features of the Benchmark Definition, 4
th
 edition can be summarised as follows: 

(i)   Full consistency with the BPM concepts and definitions relating to cross-border investment 

positions and corresponding international financial and income flows;   

(ii)    Consistency with the broad definitions and accounting framework of the SNA; 

(iii)    Clarification of certain recommendations of the Benchmark Definition 3
rd
 edition with a 

view to eliminating possible misinterpretations by national compilers which may lead to 

deviations from the standards; 

(iv)   Preserving a reasonable degree of continuity in national statistical systems by making 

relatively few changes to the fundamental recommendations of the Benchmark Definition, 

3
rd

 edition (see Annex 1 for more details); 

                                                      
6. SIMSDI results are analysed in Foreign Direct Investment Statistics: How countries measure FDI, IMF 

and OECD, 2003.  Results of subsequent revisions of SIMSDI are posted on IMF and OECD web sites. 

http://www.imf.org/bop and http://www.oecd.org/daf/simsdi 

http://www.imf.org/bop
http://www.oecd.org/daf/simsdi
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(v)   Introduction of new concepts and breakdowns  in response to user requirements to analyse 

direct investment in the context of globalisation; 

(vi)   Providing new chapters devoted to uses of FDI statistics and to FDI globalisation 

indicators; 

(vii)  Introduction of an FDI glossary;  

(viii)  Transparent revision process and close co-operation with national and international 

experts, including the establishment of a future research agenda for developmental work to 

advance methodological issues which remain unresolved at the time of publication (see 

Annex 13 for more details).  

1.4 An overview of foreign dir ect investment concepts 

11. Direct investment is a category of cross-border investment made by a resident in one economy 

(the direct investor) with the objective of establishing a lasting interest in an enterprise (the direct 

investment enterprise) that is resident in an economy other than that of the direct investor.  The motivation 

of the direct investor is a strategic long-term relationship with the direct investment enterprise to ensure a 

significant degree of influence by the direct investor in the management of the direct investment enterprise.  

The ñlasting interestò is evidenced when the direct investor owns at least 10% of the voting power of the 

direct investment enterprise.  Direct investment may also allow the direct investor to gain access to the 

economy of the direct investment enterprise which it might otherwise be unable to do. The objectives of 

direct investment are different from those of portfolio investment whereby investors do not generally 

expect to influence the management of the enterprise.  

12. Direct investment enterprises are corporations, which  may either be subsidiaries, in which over 

50% of the voting power is held, or associates, in which between 10% and 50% of the voting power is 

held, or they may be quasi-corporations such as branches which are effectively 100% owned by their 

respective parents .  The relationship between the direct investor and its direct investment enterprises may 

be complex and bear little or no relationship to management structures. Direct investment relationships are 

identified according to the criteria of the Framework for Direct Investment Relationships (FDIR)
7
 

including both direct and indirect direct investment relationships (see Chapter 3). 

13. Direct investment statistics cover all cross-border transactions and positions between enterprises 

which are a part of the same group as defined in the FDIR.  According to the standard (core) and 

supplemental presentations, FDI statistics include direct investment positions (equity and debt), direct 

investment income flows (distributed earnings, reinvested earnings, interest income) and direct investment 

financial flows (equity and debt).  That part of the difference between closing and opening FDI positions in 

a particular reporting period that cannot be explained by financial transactions is referred to as ñother 

changesò.  These ñother changesò arise from price changes, movements in foreign currency and changes in 

volumes.  Market value is the preferred conceptual basis to measure both direct investment positions and 

transactions (flows).   

14. Direct investment statistics are presented on an aggregate basis in terms of assets and liabilities 

and also, separately, on a directional (both for inward/outward FDI) basis with a geographical and industry 

breakdown. For both inward and outward FDI on the directional basis the allocation by partner country 

uses the debtor/creditor principle. The directional data are also classified and analysed according to 

industrial activity. Directional data for both geographic and industry analysis should be derived from the 

                                                      
7. Referred to as the ñFully Consolidated System (FCS)ò in earlier editions of the Benchmark Definition. 



 11 

basic information compiled on FDI assets and liabilities.  It is recommended that the geographic and 

industrial allocation required for the FDI directional presentation should be made by the compiler 

excluding FDI transactions and positions effected through any resident Special Purpose Entity (SPE) (See 

Section 6.2). 

15. Viewed from a reporting economy, cross-border positions/transactions involving pass-through 

capital (also referred to as ñcapital in transitò) via non-resident SPEs distort the country and industry 

analysis.  Therefore, where non-resident SPEs are involved in an FDI investment chain, compilers are 

strongly encouraged to provide further supplemental transactions and positions data on the basis of the first 

non-SPE counterpart in the host or investing economy (in the outward or inward chain) as appropriate.  

Acknowledging that there is no single definition of SPEs, the Benchmark Definition recommends that data 

be developed based on national definitions of SPEs. A typology of SPEs based on features of these 

identified worldwide is provided in Annex 7 to assist compilers when identifying such entities. 

16. Direct investment statistics are also disaggregated by major industry sectors based on the 

International Standard Industrial Classification (ISIC),
8
 according to the principal activity of the direct 

investment enterprise (in the reporting economy for inward investments and in the host economy for 

outward investments).   

17. Moreover, considering user needs for information by the type of FDI, which provides an 

important dimension for economic analysis, compilers are firstly encouraged to provide supplemental 

breakdowns for mergers and acquisitions as a sub-category of direct investment equity transactions 

classified by partner economy and industry.  Secondly, they are encouraged to provide inward FDI position 

according to the ultimate investing country (UIC).  Recommendations for other breakdowns are under 

study to complement these two supplemental FDI series recommended by this Benchmark Definition. 

These are for the geographical allocation and industry classification of outward FDI according to ultimate 

host country and FDI equity transactions by other types of FDI, namely greenfield investments, extension 

of capital and financial restructuring (see Annex 13 for more information on the research agenda). 

1.5 Organisation of the Benchmark Definition  

18. In providing guidance to national compilers and users of FDI statistics, the Benchmark Definition 

recommends harmonised standards to measure direct investment and proposes practical solutions to 

compilation problems. Where appropriate, more detailed information and guidance along with some 

concrete examples are provided in annexes to demonstrate or supplement the recommendations described 

in various sections of the main text.  The section devoted to the use of statistics on direct investment 

supplements FDI statistics published regularly by the OECD in the International Direct Investment 

Statistics Yearbook, International Investment Perspectives, Economic Globalisation Indicators and 

quarterly statistical releases on the OECD web site. The FDI glossary, introduced for the first time in this 

edition of the Benchmark Definition is intended to assist both the compilers and users of direct investment 

statistics.  The topics addressed in the remaining chapters are: 

Chapter 2: Uses of FDI statistics  

Chapter 3: Main concepts and definitions of FDI  

Chapter 4: FDI Components, accounts and scope 

Chapter 5: Measuring FDI:  Accounting principles and valuation  

Chapter 6: Special entities  

                                                      
8. The current version of ISIC is the fourth revision ï ISIC4. 
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Chapter 7: Country attribution and industry classification  

Chapter 8: FDI and Globalisation  

For both users and compilers of FDI further details are provided in the Annexes (as detailed in the Index), 

Bibliography, and Glossary to this edition of the Benchmark Definition. 
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CHAPTER 2 

USES OF FDI STATISTICS 

2.1 Summary 

19. This edition of the Benchmark Definition includes for the first time a chapter devoted to the uses 

of foreign direct investment (FDI) statistics to assist users in their analysis of both the global and/or 

regional nature of FDI activity and the industry sectors that FDI affects. As economies become 

increasingly global, statistical methodologies need to be adapted to new realities, thereby maintaining the 

analytical quality of the statistics.  Keeping in mind the complex nature of multinational enterprise (MNE) 

and hence FDI structures, this chapter on the uses of FDI statistics should prove valuable for a wide range 

of users.   

20. In summary, the first section reviews the importance of measuring FDI and the role it plays in the 

global economy.  It is followed by a brief description of the main features of FDI statistics and their 

interpretation.  The last two sections of this chapter summarise firstly the main analytical presentations of 

FDI data proposed by this Benchmark Definition to meet user needs and secondly guidance on the 

interpretation of FDI series and globalisation indicators. The answers to questions frequently asked by 

users are also provided in Box 2.5 at the end of this chapter. 

2.2 Why measure FDI?    

21. Deregulation of markets, technological innovations and cheaper communication tools have 

allowed investors to diversify further their participation in competitive markets overseas.  In consequence, 

a significant increase in cross-border capital movements including direct investment has become a key 

factor in international economic integration, more generally referred to as globalisation.   

22. By the very nature of its motivation, FDI promotes stable and long-lasting economic links 

between countries through direct access for direct investors in home economies to production units 

(businesses/enterprises) of the host economies (i.e. the countries in which they are resident). Within a 

proper policy framework, FDI assists host countries in developing local enterprises, promotes international 

trade through access to markets and contributes to the transfer of technology and know-how.  In addition to 

its direct effects, FDI has an impact on the development of labour and financial markets, and influences 

other aspects of economic performance through its other spill-over effects. 

23. Regular analysis of direct investment trends and developments is an integral part of most macro-

economic and cross-border financial analysis.  It is of prime interest to policy analysts to identify the 

source and destination of these investments.  In other words, identifying partner countries and industries 

for inward and outward investments is central to most analysis.  There is also increasing interest in 

identifying FDI by type, as different types of FDI ï Mergers and Acquisitions (M&As) or Greenfield 

investments ï are likely to impact to a varying extent, in particular, on the host economy. 

24. Moreover, as explained in the latter part of this chapter a number of indicators based on direct 

investment statistics facilitate the measurement of the extent and impact of globalisation. To expand and 

refine the structural analysis, it is useful to go one step further and to complement this financial analysis of 

FDI by other economic indicators.  These are mostly the statistics on the activities of multinational 
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enterprises (AMNE ï also known as Foreign AffiliaTe Statistics - FATS) discussed as well in Chapter 8 

and elaborated in the OECD Handbook on Economic Globalisation Indicators. While FDI statistics 

provide the financial features of investment, the statistics on the activities of MNEs inform on the uses and 

impact of investment.  It is, nevertheless, important to highlight the need for caution here and to draw the 

attention of those interested in globalisation indicators to the fact that there are current inconsistencies 

between FDI statistics and statistics on the AMNEs which limit the extent to which the two series are 

complementary. The main difference is in the coverage of the population of enterprises but there are also 

differences in some of the principles for recording geographical and industry sector allocation.  The user 

should bear in mind as well that economic activity and assets of a direct investment enterprise might also 

be supported by sources of financing other than foreign direct investment. More work will be conducted as 

part of the Benchmark Definition research agenda to improve the reconciliation of the two sets of statistics 

(see Annex 13).  

25. The measurement of FDI has to rely on clear and unambiguous rules.  At the same time, statistics 

should reflect the changes and new developments implemented by market participants, even though they 

may result in some breaks in historical statistical series.  At the centre of these changes are the complex 

structures put in place by MNEs for financing and managerial purposes and that are leading increasingly to 

the distortion of FDI data.  These aspects need to be considered for the analytical presentations of FDI 

statistics. In addition, the borderline between different types of investments may be blurred whereby it is 

not always easy to differentiate FDI from other types of cross-border investments or services (see Annex 

3).   

26. Against this background, accelerated by the globalisation of economies, an in-depth review of 

existing concepts and definitions became necessary as traditional concepts applied to measure direct 

investment activity could no longer provide fully satisfactory results.  As a part of the updating of 

globalisation statistics, this Benchmark Definition introduces new analytical breakdowns and develops new 

concepts to reflect more meaningful bilateral FDI statistics. Notwithstanding a number of significant 

improvements to the measurement of FDI introduced in this edition, all the research planned could not be 

completed on time to issue a more complete set of recommendations in the current edition of the 

Benchmark Definition.  As a consequence, it was agreed to publish the forthcoming results of this further 

research in an addendum to the Benchmark Definition as soon as they are finalised (see Annex 13).   

2.3 Understanding the main features of FDI 

2.3.1 FDI in the context of economic accounts 

27. It is useful to describe the relevance of direct investment within the overall economic accounts of 

a country, within the balance of payments and international investment positions framework and also, its 

complementary aspects with the statistics on the AMNEs.   

ü National financial accounts and flows of funds accounts (in the System of National Accounts 

1993 ï 1993, SNA) record the overall stocks of financing and the corresponding flows 

between the economic units of a country with the rest of the world, i.e. with non-resident 

units which enter into transactions with resident units or have economic links with them.  FDI 

investment relates to one of the categories of cross-border financing of enterprises (see SNA 

for more details).  

ü Direct investment is one of the five functional categories of the financial account of the 

balance of payments and the corresponding international investment position statements.  

Direct investment income is a sub-item of investment income of the current account.  Data 

for balance of payments and international investment positions are presented as broad 
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aggregates for the main sub-components of these accounts; there are no further breakdowns 

by partner country or economic activity  (see IMF Balance of Payments Manual (BPM) for 

more details) 

ü  Conceptually, the population of enterprises covered by the statistics on the AMNEs is a sub-

category of the enterprises covered by FDI statistics: the former relates to control, while the 

latter is based on ownership and influence (i.e. a larger population of FDI enterprises 

corresponding to the ownership criterion of 10%-100% of the voting power as opposed to the 

lower population of enterprises underlying MNE statistics for which more than 50% 

ownership is necessary for control).  However, as indicated above the reconciliation of the 

two sets of statistics is not only limited to this theoretical description of control and influence.  

Further breakdowns of FDI and the reconciliation of other differences are necessary to 

achieve a sound analysis when using the two data sets (see also Chapter 8). 

28. In response to analytical information needs, the preparation of the 4
th
 edition of the Benchmark 

Definition was strongly influenced by two concerns:   

(i) maintaining consistency with the broad concepts and definitions of balance of 

payments and international investment positions statistics; and 

(ii)  developing new statistical methodologies to bring direct investment statistics into line 

with financial and economic developments as well as with new statistical frameworks 

such as the statistics on the AMNEs.  

2.3.2 FDI Equity ownership: the critical determinant  

29. Direct investment is defined as ña category of cross-border investment made by a resident entity 

in one economy (the direct investor)  with the objective of  establishing a lasting interest
9
 in an enterprise 

(the direct investment enterprise) that is resident in an economy other than that of the direct investorò (see 

Chapter 3). The main motivation of the direct investor is to exert some degree of influence over the 

management of its direct investment enterprise(s) whether or not this entails exercising a controlling 

interest.  However, in many, if not most cases, the relationship is strong enough that the direct investor will 

control the direct investment enterprise. The motivation to significantly influence or control an enterprise is 

the underlying factor that differentiates direct investment from cross-border portfolio investments. For the 

latter, the investorôs focus is mostly on earnings resulting from the acquisition and sales of shares and other 

securities without expecting to control or influence the management of the assets underlying these 

investments.  Direct investment relationships, by their very nature, may lead to long-term and steady 

financing and technological transfers with the objective of maximising production and the earnings of the 

MNE over time.  Portfolio investors do not have as an objective any long-term relationship.  Return on the 

assets is the main determinant for the purchase or sale of their securities.   

30. On the other hand, the growing trend of individual primary investors investing into collective 

investment institutions (CII) and acquiring sufficient ownership of voting power to qualify as direct 

                                                      
9. There may be instances where non-resident investor, or investors acting in concert, acquire a resident 

enterprise (in whole or in part), with a view to asset stripping, or restructuring and then reselling the entity. 

The relationship between the investor(s) and the enterprise may not be ñlong lastingò but the direct 

investorôs(sô) influence will have a lasting effect. Indeed, in some instances, such purchasers could have no 

intention of retaining their equity holding for a year but they could have a profound impact on the entity. 

Private equity buy-out funds specialize in this type of short-term ownership (though they may, in many 

cases, hold their investments for longer than one year), but such investment is not necessarily restricted to 

these types of investors. 
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investment, as well as the increasing number of such institutions becoming direct investors in their own 

right, should also be taken into account.  Both aspects, investments in CIIs and by CIIs, are included in FDI 

statistics as far as the basic FDI criteria are met.  However, the nature and motivation of CIIs may differ 

from those of MNEs and there is a need to observe this phenomenon more closely in the coming years. 

31. It has been argued that in practice there are several factors which may determine the influence a 

direct investor has over the direct investment enterprise. However, for the sake of consistency and cross-

country comparability of the FDI statistics, a strict application of a numerical guideline is recommended to 

define direct investment.  Accordingly, direct investment is considered evident when the direct investor 

owns directly or indirectly at least 10% of the voting power
10

 of the direct investment enterprise. In other 

words, the 10% threshold is the criterion to determine whether (or not) an investor has influence over the 

management of an enterprise, and, therefore, whether the basis for a direct investment relationship exists or 

not.   

2.3.2.1 FDI relationship 

32. MNEs often have complex group structures including a number of direct investors and direct 

investment enterprises. For example, a direct investor could be the ultimate controlling parent (UCP) or the 

intermediate parent of an enterprise.  In other words, a direct investor could be a parent of a non-resident 

enterprise and, at the same time, it could be a direct investment enterprise or a fellow enterprise of another 

non-resident enterprise. This implies that a direct investment enterprise may itself be a direct investor, and 

vice versa. However, there can only be one ultimate controlling enterprise, the UCP, which is at the top of 

the ownership chain, i.e. not controlled by any other entity.  

33. Direct investment enterprises can take many different legal forms but they are all corporations 

(incorporated enterprises) or quasi-corporations (unincorporated enterprises operating separately from their 

owners and that have, or for which it is possible or meaningful to construct, a separate set of financial 

accounts). A direct investment enterprise is either a subsidiary (a controlled enterprise if it is more than 

50% owned by its immediate direct investor), an associate (an influenced enterprise if it is owned between 

10 and 50% by its immediate direct investor) or a branch (a quasi corporation).  Moreover, enterprises that 

have no direct investment influence upon one another (i.e. the 10% voting power criterion is not met where 

there is either no equity ownership in one another or it is insufficient for direct investment to exist) but are 

directly or indirectly influenced in the ownership hierarchy by the same enterprise (which must be a direct 

investor in at least one of them) are fellow enterprises. The relationship between enterprises is determined 

according to the Framework for Direct Investment Relationships (FDIR) described in Chapter 3. 

34. A direct investment enterprise may become an investor in its immediate direct investor or in a 

direct investor further up the investment chain. Such investment may consist of equity or debt but the 

extent to which voting power in the direct investor is acquired determines the appropriate treatment and 

recording basis for all the investment made. Where there is no voting power acquired in the direct investor 

or where less than 10% of the direct investorôs voting power is obtained, all the investment made by the 

direct investment enterprise in its direct investor is referred to as reverse investment.  The recording of 

such reverse investments under equity or debt has relevance for detailed standard FDI statistics presented 

on a directional basis (see also Chapter 4). Where a direct investment enterprise holds 10% or more of the 

voting power in its direct investor or in any other related enterprise resident in another economy, such 

                                                      
10. While voting power is generally obtained through the purchase of equity, it is possible to have voting 

power that is not in the same proportion as the equity ownership (for example, 'golden shares' have greater 

voting power than other shares).  It is also possible to obtain voting power without purchasing equity (for 

example, through derivative contracts and repurchase agreements).  The implications of holding voting 

power without equity ownership are under investigation (see Annex 13). 
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investment and any associated or additional debt investment into the direct investor (or other enterprise) is 

regarded as separate direct investment in its own right and is recorded as appropriate under equity or debt. 

35. Apart from the inclusion of small (less than 10%) equity investment, loans or other debt between 

fellow enterprises identified through the FDIR are also included in FDI statistics even if such enterprises 

are not related to each other by FDI equity investment i.e. where there is less than 10% ownership of the 

voting power but where they are related by having a common parent.  In practice all transactions/positions 

between fellow enterprises relate to the funds circulating within multinational groups via shared service 

centres (e.g. providing treasury or cash pooling facilities) or to take advantage of the best financing 

opportunities.  They may also represent round-tripping of capital.  These funds may result in large amounts 

of FDI if recorded purely as assets/liabilities while the same funds circulate within the same group of 

enterprises (i.e. representing an overstatement of the FDI-other capital component).  On the other hand, 

recording these transactions/positions according to the directional principle is based on the categorisation 

in the compiling economy of the relevant enterprisesô ultimate controlling parent (UCP) as óresidentô or 

ónon-residentô.  Identifying whether the UCP is a resident or not determines the direction of direct or 

indirect FDI influence or control. 

2.3.2.2 FDI accounts 

36. Direct investment statistics embody three distinct statistical accounts: (i) investment positions, 

(ii)  financial transactions, and (iii) associated income flows between enterprises which are related through 

a direct investment relationship: 

(i) Direct investment positions (stocks of investment); provide information on the total 

stock of investment made abroad and received from abroad, broken down by 

instrument (equity, debt) for a given reference date.  Yearly data are usually reported at 

the end of the calendar year which, in many countries, is the same as the fiscal year. 

More and more countries produce quarterly position data which allow the 

dissemination of more timely information.  FDI position data allow a structural analysis 

of investments in the host economy or industry sector, and investment by the investing 

(home) country or industry sector.  Due to the accumulation of earlier investments over 

time, in general, stock data allow the dissemination of more detailed estimates as they 

are less likely to be susceptible to statistical confidentiality constraints; 

(ii)  Direct investment financial transactions show the net inward and outward investments 

with assets (acquisitions less disposals/redemptions) and liabilities (incurrence less 

discharges) presented separately by instrument (equity, debt) in any given reference 

period (yearly, quarterly or monthly).  FDI inward flows provide a useful indicator in 

relation to the attractiveness of economies but such interpretations require additional 

information on which to base sound conclusions; 

(iii)  Direct investment income provides information on the earnings of direct investors and 

of the direct investment enterprises.  Direct investment earnings arise from (a) equity, 

i.e. essentially the profits generated by the enterprise in the reference period and 

consisting of distributed earnings (dividends) as well as undistributed earnings which 

are treated as the reinvestment of earnings in that enterprise; and (b) from debt 

(i.e. interest from inter-company loans, trade credits and other forms of debt). The 

concept of income is closely related to direct investment positions as it is the size of the 

overall investment that largely determines the income, not just the most recent 

transactions. Income relates to recent performance and allows short-term analysis of the 

results of the investment activity. 



 18 

37. Direct investment financial transactions (flows) and positions comprise mainly three types of 

financing:  (i) acquisition or disposal of equity capital; (ii) reinvestment of earnings which are not 

distributed as dividends; and (iii) inter-company debt (payables and receivables, loans, debt securities).  

Analysing FDI by looking separately at equity versus debt reflects the relative stability of equity and the 

greater volatility of debt.  As compared to equity, the debt component (and consequently the country 

breakdown of FDI) is more influenced by the location of, for example, treasury centres.  

38. Changes in FDI positions other than those due to transactions, such as changes due to exchange 

rate movements as well as other price changes resulting from holding gains or losses and other changes in 

volume are included in FDI positions.  In addition, reclassifications from portfolio investment to direct 

investment are reflected in FDI positions and categorised as appropriate to equity or debt (e.g. when a 

direct investor acquires additional equity in an enterprise bringing the overall investment to 10% or more 

of its voting power, equity stocks investment is reclassified from portfolio investment to direct investment 

as described in Chapter 4).   

2.3.2.3 Valuation 

39. As a matter of principle, direct investment assets and liabilities should be measured according to 

market value.  Where direct investment enterprises are not listed on a stock exchange, their value is, in 

principle, estimated as a proxy to market value.  There are various methods for making such estimates, e.g. 

the use of net asset value, own funds at book value. These are described in Chapter 5 and further elaborated 

in Annex 5. In practice, harmonisation of the methods estimating market value still remains an area for 

improvement for international consistency of FDI statistics. 

2.4 Analytical FDI Breakdowns
11

 

40. While direct investment statistics described in this Benchmark Definition should be compiled 

using the same basic criteria as the BPM6, the two standards offer analytically complementary products.  

The Benchmark Definition recommends two analytical approaches to presenting FDI data: 

ü for aggregated FDI assets/liabilities data; and 

ü for detailed FDI data on a directional basis analysed separately by partner country and by 

economic activity .   

41. While the asset/liability series are identical to balance of payments and international investment 

position statistics, the detailed directional data present a number of new features as compared to 

presentations recommended in the previous edition of the Benchmark Definition (see Annex 2). 

42. There are two types of presentations of FDI data series:  standard and supplemental. The 

standard (or core) type refers to regularly compiled and disseminated core data, recommended by the 

Benchmark Definition.  The compilation and dissemination of the supplemental type of FDI data are 

strongly encouraged to be reported on a voluntary basis, left at the discretion of each reporting economy.  

The principle of having presentations of FDI statistics on both standard and supplemental FDI bases was 

guided by the increasingly diversified user needs for the analysis of direct investment activity.   

                                                      
11. Detailed direct investment statistics are published annually in the OECD International Investment Statistics 

Yearbook and an analysis of recent trends and developments is included in the annual OECD International 

Investment Perspectives.  
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43. The two standard presentations which serve different analytical purposes are described below.  

Both of these data sets represent historical breaks from the series compiled according to the 

recommendations of the Benchmark Definition 3
rd

 edition.  The new standard presentations are: 

(i) Aggregate FDI data compiled using the asset/liability principle which, in addition, provides 

information separately on resident Special Purpose Entities (SPEs) (see Chapter 4 and Annex 

2); and  

(ii)  Detailed FDI statistics by partner country and/or by industry sector compiled using the 

directional principle (see Chapter 4 and Annex 2). Within these the core directional data 

distinguish the involvement of resident SPEs in the investment chain, excluding them from 

the FDI statistics. However, the resident SPE data are presented separately in an 

accompanying analysis with the same level of detail, as the information on 

transactions/positions of resident SPEs could also be of interest to users.  This presentation 

also provides the framework for bilateral consistency across national statistics. 

44. FDI data presented using the asset/liability principle or the directional principle can be derived 

from one another using the component building blocks described in Chapter 4 provided that the various 

building block elements are all available.  Given the degree of the detail required in some instances, 

confidentiality concerns may limit the dissemination of some items.  However, national compilers, having 

access to confidential information,   can provide the results of these building blocks at more aggregate 

levels, if such information is deemed useful (see Box 2.1 concerning identification and suppression of 

confidential data). 



 20 

 

Box 2.1. Confidentiality 

In compiling and presenting FDI statistics, compilers in many countries may encounter the possibility 

of confidential data occurring in the results to be disseminated. Such information generally does not 

directly identify the entity, e.g. the name and address of an enterprise, to which the data relate. However, 

the particular context in which the data are presented e.g. classification by: country of counterpart, activity 

of enterprise, type of financial instrument as well as cross-classifications of these attributes, may allow 

users to determine the identity of the entity in question and the value of its activity from the information 

provided (as well as other information they may have independently available to them). In general, the 

greater the level of detail in the analyses, as well as the degree of concentration of particular types of 

enterprises and their activities in a compiling country, the greater the likelihood of confidential data 

arising. For many countries, national statistical legislation prohibits the direct or indirect disclosure of 

information relating to a particular individual or entity. Many international organisations also operate 

statistical confidentiality regimes to ensure that confidential statistical information is not disseminated. 

FDI information can be regarded as being confidential in a primary sense for a number of reasons:  

(i) if a compiler declares it to be confidential,  

(ii)  if there is only one or at most two entities giving rise to the information, or  

(iii)  if the contribution of a particular enterprise (or even two enterprises) dominate(s) the 

contributions of all other entities.  

In the latter two cases, the usual confidentiality rules specify that where there are less than three 

contributors to a particular statistical value then this information is regarded as being confidential. The 

reason for this is that, for example, where there are two contributors then either of them can potentially 

determine the contribution of the other. Clearly where there is only one contributor then any user with 

sufficient knowledge can potentially identify the entity involved as well as the value of its activity. In the 

case of statistical dominance, the confidentiality disclosure rules applied may vary between compiling 

countries. For some countries, if an entity contributes at least 75% of the value of the information to be 

disseminated then it is declared confidential. For other countries a dominance threshold of 80% (or similar 

percentage) may be used. Alternatively, where two entities contribute, say, 90% or more of the value of the 

information being disseminated it is declared confidential. 

Whatever disclosure rules individual countries adopt, compilers in these countries have to suppress 

this confidential information in their dissemination of statistical results. However, suppression of primary 

confidential data is not sufficient to prevent identification and disclosure of such confidential data. It is 

necessary for compilers to suppress additional data - secondary confidential data - in the results 

disseminated in order to prevent derivation of the primary confidential data. This operation is necessary 

within a single dissemination item e.g. a single table of data, but it often has to be extended where multiple 

dissemination items exist, e.g. multi-tabular data which include data overlaps. As a result, a significant 

amount of data may need to be suppressed by compilers to cover both primary and secondary confidential 

data. It is important to stress that such suppression generally applies on a 'bottom-up' basis i.e. firstly at the 

greatest level of detail and proceeding to increasing levels of aggregation where necessary. It is important 

to stress that, in general, where confidentiality suppression exists in data disseminated, higher aggregates in 

the results are not affected, and where the contribution of the entities whose data are suppressed at the 

more detailed levels are included in the higher aggregates. 
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45. Supplemental series all relating to FDI data analysed under the directional principle are: 

(i) Transactions/positions excluding resident SPEs and looking through non-resident SPEs 

by partner country and by industry classification; 

(ii)  Where considered necessary, transactions/positions including all SPEs (according to the 

Benchmark Definition 3
rd
 edition at least once a year);  

(iii)  FDI equity transactions by type ï purchase and sale of existing equity in the form of 

M&As;  

(iv) Inward FDI positions according to the country of the ultimate investing country (UIC) 

(and the corresponding industry sector). 

2.4.1 Standard (core) FDI series 

2.4.1.1 FDI according to the asset/liability principle  

46. FDI aggregates as a part of national macro-economic statistics are based on the asset/liability 

principle.  They are consistent with balance of payments statistics and international investment positions as 

well as the components of national accounts statistics.  These data provide for an economy the aggregate 

totals of FDI assets and liabilities (Box 2.2) by type of instrument (equity, debt).   They are based on 

reports from either a sample or a census of an economyôs enterprises and the results cover the full 

population of such enterprises.   The data are recorded on an immediate (first) counterpart basis regardless 

of the nature of the enterprise and the counterpart or of the direction of influence and control. These FDI 

statistics include all the funds that pass through SPEs as well as capital transiting through operating 

subsidiaries of MNEs on behalf of the parent companies.  In consequence, while the data presented using 

the asset/liability principle provide an overall aggregate measure of FDI, they do not provide an 

appropriate basis for an analysis by partner country and/or by industry, as these data do not reflect the 

direction of influence or control. In addition, the asset/liability data can present two major problems:  

(i) overstatement of FDI amounts for individual economies as well as for regional and global 

totals.  Countries where SPEs are located record FDI figures that are overstated by pass-

through funds which are indistinguishably aggregated with economically relevant 

investments.  In addition, global amounts are also overstated while funds are transferred 

through intermediaries and accounted for more than once by compilers in different 

economies.  To overcome this problem, transactions/positions of resident SPEs
12

 are shown 

separately.  This presentation provides useful information on the role of the reporting 

economy on the global routing of funds 

(ii)  the real origin and destination of FDI are distorted if funds are passing through non-resident 

SPEs or other types of subsidiaries.  In other words, the immediate non-resident counterpart 

may not be the real direct investor or the real direct investment enterprise. This may be a 

problem for any country, whether it hosts SPEs itself or not (i.e. presenting 

                                                      
12. SPEs are not the only entities via which capital may be passed through. Nonetheless, the identification of 

resident SPEs should be considered as a minimum to allow for more meaningful FDI figures, also because 

in some countries they account for the major part of pass-through financing. 
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transactions/positions of resident SPEs separately does not resolve the problems caused by 

non-resident SPEs). 

Box 2.2 FDI according to the asset/liability principle 

For the reporting country (RC), FDI is summarised as follows: 

 

Assets =  Investments by direct investors of the RC in direct investment enterprises abroad 

plus 

Reverse investment(s) by direct investment enterprise(s) in the RC in their direct investor(s) 

abroad  

plus 

Investments by fellow enterprises in the RC in other fellow enterprises abroad  

Liabilities = Investment by direct investor(s) from abroad in direct investment enterprises in the RC  

plus 

Reverse investment(s) by direct investment enterprise abroad in their direct investors in the RC 

plus 

Investments by fellow enterprises abroad in fellow enterprises in the RC. 

 

2.4.1.2 FDI according to the directional principle  

47. Massive investment flows into and out of a country may not be of primary interest to analysts of 

direct investment if they reflect merely a pass-through or round-tripping of direct investment funds.  

Therefore, users seeking to analyse the economic impact of FDI from the perspective of the direction of 

influence/control (inward/outward FDI) would rather focus on investments recorded according to the 

directional principle both for transactions and positions. 

48. FDI statistics compiled according to the directional principle show outward investments and 

inward investments taking into account reverse investments as recommended in the previous edition of the 

Benchmark Definition (i.e. reverse investments of the reporting country are recorded as negative inward 

investments) as well as investment into fellow enterprises ï the direction in the latter case depending on 

whether the ultimate controlling parent of the resident fellow enterprise is a resident or a non-resident of 

the compiling economy (Box 2.3). Statistics are presented (equity, debt) at the level of partner country by 

instrument and by industry sector (see Annex 2) 

49. Partner country or industry allocation is recorded in the directional presentation of FDI statistics 

as that of the immediate counterparty involved in the investment chain for both inward and outward 

investments but excluding resident SPEs (as opposed to the inclusion of all SPEs under the asset/liability 

principle described above).  A direct investor in country A may wish to invest in country C but may do so 

through its holding company in country B.  This simple example demonstrates how source and destination 

of investment through indirect routing may distort the data and influence the relevant economic analysis.  

Also under the directional principle information for resident SPEs is also shown separately in the core 

accounts with the full geographic and industry breakdown.  

50. Unlike the recommendation in the former Benchmark Definition, small (less than 10%) equity 

investment, loans and other debt between fellow enterprises identified according to the Framework for 

Direct Investment Relationships (FDIR) are no longer treated according to the asset/liability approach but 
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in line with the direction of influence/control, so as to obtain the headline FDI transactions/ position data 

by partner country or by sector of industry. As the related fellow enterprises, by definition, do not have 

sufficient FDI equity investment in each other to determine the direction of investment a priori, their 

investments in one another are recorded as outward or inward depending on whether their ultimate 

controlling parent is a resident or a non-resident of the compiling economy. Most of these transactions 

might represent short-term loans and may inflate the FDI data when presented on a purely asset/liability 

principle. 

Box 2.3.  FDI according to the directional principle 

For the reporting country (RC), FDI is summarised as follows: 

Outward investment =  

 Investments by direct investors of the RC in direct investment enterprises abroad  

minus 

Reverse investment(s) by direct investment enterprise(s) abroad in their direct investor(s)  in the 

RC 

plus 

Investments by resident fellow enterprises in fellow enterprises abroad where the ultimate 

controlling parent of the resident fellow enterprise is resident  in the RC 

minus 

Investments by fellow enterprises abroad in resident fellow enterprises where the ultimate 

controlling parent of  the resident fellow enterprise is resident  in the RC 

Inward investment =  

Investment by direct investor(s) abroad in direct investment enterprises in the RC 

minus 

Reverse investment(s) by direct investment enterprise in the RC in their direct investors abroad  

plus 

Investments by fellow enterprises abroad in resident fellow enterprises where the ultimate 

controlling parent of the resident fellow enterprise  is non-resident in the RC  

minus 

Investments by resident fellow enterprises in fellow enterprises abroad where the ultimate 

controlling parent of the resident fellow enterprise is non-resident in the RC. 
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Box 2.4  Fellow Enterprises 

Identifying fellow enterprises  

Fellow enterprises are enterprises, in the same or in different economies, related through the FDIR 

without either being a direct investor in the other, but through being directly or indirectly influenced by the 

same enterprise in the ownership hierarchy. The common parent must be a direct investor in at least one of 

the enterprises in question.  Such enterprises can be considered to be related through a óhorizontalô linkage 

within the FDIR ï not involving FDI equity of 10% or more ï and are called fellow enterprises.  

Determining the direction of transactions/positions between fellow enterprises 

The direction of direct investment between fellow enterprises (where they are covered by the FDIR) is 

determined according to the residency of the ultimate controlling parent of the fellow enterprises involved 

in the specific transaction/position.  If the ultimate controlling parent is a non-resident in either of the 

economies of the fellow enterprises, all transactions and positions between these fellow enterprises are 

classified as inward FDI in both countries. If the ultimate controlling parent is resident in the economy of 

one of the fellow enterprises, all transactions and positions between that fellow enterprise and a non-

resident fellow enterprise are classified as outward FDI for the economy of the resident enterprise and as 

inward for the economy of the non-resident fellow enterprise.  

Recording transactions/positions between fellow enterprises according to the directional 

presentation 

Once the direction of the transaction/position between fellow enterprises resident in different 

economies is determined, the geographical (and industry) allocation should be made on the basis of the 

location of the immediate counterparts excluding resident SPEs (and looking through all non-resident SPE 

on a supplemental basis). 

2.4.2 Supplemental FDI series 

51. Firstly on a supplemental basis, the Benchmark Definition encourages the supply of further FDI 

data under the directional principle on transactions, positions and income reallocated to the countries and 

industries of the first non-SPE counterparty encountered in an investment chain. These data complement 

standard FDI series excluding resident SPEs and giving geographical and industrial detail as discussed 

above.  

52. Secondly FDI by type as a subset of standard FDI statistics under the directional principle is an 

altogether new dimension of FDI statistics.  Such a subset of FDI data will allow refinement of the 

qualitative analysis of FDI in home and host countries.  As a first step, identifying the purchase/sale of 

existing shares in the form of M&As would be useful.  Generally speaking M&As relate to existing 

company structures taken over fully or partially by other entities. In the context of public debate, a sharp 

distinction is often drawn between ñgreenfieldò investment, providing fresh capital and additional jobs, and 

M&As that are perceived to include only a change of ownership in an existing corporate entity. This 

theoretical distinction between the types of FDI however may differ in practice and in a number of 

instances the acquisition of existing enterprises can provide important additional economic benefits. The 

separate treatment of M&A is part of a political reality to which investment analysts have to respond and, 
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in light of the present debate about ñstrategic sectorsò, ñnational championsò, etc. the need is likely to 

grow.  

53. Users should be cautious when using the FDI data distinguishing M&A type transactions, 

described in this Benchmark Definition, which are different to what is generally referred to as M&A 

statistics produced by commercial and other sources.  The former corresponds only to equity transactions 

that qualify as FDI (covering 10%-100% of ownership of voting power) while the latter represents the total 

capital of companies (see Annex 9).  At the present time, the Benchmark Definition recommends that 

supplemental series be produced only for FDI equity flows for M&A type activity. Further research is 

planned for Greenfield investments, extension of capital and financial restructuring, all of which are also 

part of FDI.  Similar analysis of FDI positions would not be meaningful as such data relate 

indistinguishably to the stock of all types of investment accumulated over time. 

54. A third set of supplemental data series are inward FDI positions according to ultimate investing 

country.  There is ample interest by policy makers in political, economic and structural analysis to identify 

the locations of the ultimate owners of direct investment enterprises.  The Benchmark Definition 

recommends that supplemental data be produced for inward FDI positions by geographical and by industry 

ï allocation according to the ultimate owner (investor).  

55. Inward FDI position according to ultimate investing country reallocates investments to various 

non-resident parents of the enterprise in proportion to the equity held disregarding the capital that transits 

through related operational or other enterprises.  These data show the countries that have effective 

economic interest in the host economy.  They relate to the control of investment positions by non-resident 

enterprises rather than to the ultimate control of the total assets of the direct investment enterprise.  

56. An objective analysis of outward direct investment using similar concepts is more complicated. 

FDI according to ultimate investing host country is subject to further research
13

 (see Annex 13). 

2.5  Interpreting FDI series and globalisation indicators  

2.5.1 FDI series 

57. FDI series are very informative and useful for both short and long-term analysis. Timely 

estimates of the direct investment activity allow the monitoring of recent economic developments. On the 

other hand, longer series contribute to the measurement of the attractiveness of the reporting economy 

within the global market and the competitiveness of the economic agents, i.e. foreign direct investors and 

FDI enterprises. 

58. An increase in inward investments by foreign direct investors implies additional capital injected 

into the economy (the domestic market) and, thus, is likely to have an impact on its economic performance. 

On the other hand, the size of outward investment transactions indicates the extent of penetration of the 

resident direct investor in other markets. FDI transactions (FDI financial flows and FDI income flows) 

provide information for FDI activity within a given time period while FDI positions data indicate the levels 

of investment at a given point in time. The trends obtained from FDI financial transactions and FDI 

positions may be quite different. In addition, attention is drawn to the point concerning the interpretation of 

headline FDI statistics in the context of the impact of reverse investment and of investment between fellow 

enterprises. In this context, for example, a low headline figure for total inward FDI into an economy may 

result from a general low level of FDI investment under different instruments and across different FDI 

relationships. Alternatively, it could result from a high level of such investment (under particular 

                                                      
13. Further research will be conducted on FDI according to ultimate investing/host country.. 



 26 

instruments and relationships) into the economy being partially or completely offset ï or even exceeded ï 

by outflows of investment by foreign-owned enterprises to their related direct investors or fellow 

enterprises abroad. Similar effects apply to outward direct investment. 

59. Analysing inward and outward FDI by its sub-components namely equity, reinvestment of 

earnings (combined with equity for positions data) and debt allows further refinement of FDI trends and 

the nature of investments.  Even if the analysis of equity investment is at the core of direct investment, 

intercompany loans play an important role in financing FDI related enterprises.  However, trends in equity 

and debt components could be very different and may reflect different patterns.  Reimbursements of 

intercompany loans need to be interpreted correctly but not as divestment.  This interpretation is possible 

when we look at sub-components of FDI.  A further reading of FDI sub-component statistics divided by 

claims and liabilities will provide additional information on capital movements.   

60. FDI by partner country: the first classification specified by the Benchmark Definition requires 

that direct investment statistics be classified geographically on a directional basis i.e. for inward and 

outward investments, and including the associated income data. These series provide the geographical 

distribution of investment, i.e. country of source and destination.  This information is very useful in any 

comparative analysis on the attractiveness of a country or a group of countries and for constructing 

analytical indicators such as globalisation indicators described in Chapter 8. 

61. FDI by industry sector: direct investment statistics should be classified according to industrial 

activity (based on the ISIC Classification) of the direct investment enterprise for both inward and outward 

investment. In other words, for outward investment, data are recorded according to the industry of the 

direct investment enterprise abroad and for inward investment they reflect the industry of the direct 

investment enterprise in the reporting country. Allocation of the industry sector should be based on the 

principle activity of the enterprise when it is involved in more than one activity.  Deviations from these 

principles distort international comparison of industries that are recipients of direct investment.  These data 

offer interesting indicators on the globalisation of markets.  As a secondary series, it is also recommended 

that the data according to the industry of the direct investor be provided on a supplemental basis for inward 

FDI (see Chapter 7). 

62. FDI by partner country and industry sector: A breakdown which is of utmost interest, 

particularly for structural analysis, is the cross-classification of the FDI data by partner country and 

industry.  Recognising the possible confidentiality issues involved, the Benchmark Definition recommends 

the use of more aggregate Top-top classification based on ISIC4 for these data.  

63. The treatment of SPEs will affect the results of the analysis.  The problems raised by SPEs are 

twofold: (i) the inclusion of resident SPEs may lead to an overstatement of FDI to and/or from the 

reporting country and; (ii) investments via non-resident SPEs may lead to the distortion of information on 

the origin and destination of FDI.  Core FDI series by country and by industry breakdown excluding 

resident SPEs resolve the first problem but not the second one which may be solved by supplemental data 

series acquired by looking through non-resident SPEs.  The usefulness of these supplemental data for 

international comparisons will increase as more countries report such data and when a standardised 

definition of SPEs can be implemented in all or most countries.  

64. It was indicated earlier that detailed FDI statistics are required on a directional basis.  The 

direction of the investment is determined by reference to the FDI relationships involved:   

(i) Firstly, there is a cross-border flow from one economy to another, i.e. from the economy of 

the investor into the economy of the direct investment enterprise (subsidiary or associate or 

branch) receiving the investment.  
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(ii)  Secondly, the treatment of reverse investment i.e. the investment of the direct investment 

enterprise back into its direct investor but where the acquisition of equity is less than 10% 

(not sufficient to qualify as direct investment in its own right).   

(iii)  Thirdly, the treatment of equity and debt between fellow enterprises, which are identified as 

being in FDI relationship according to the FDIR, i.e. because they have a common parent but 

they have insufficient or no FDI equity influence in one another other.   

2.5.2 Globalisation indicators related to FDI 

65. Globalisation indicators related to FDI are discussed in Chapter 8 where a list of reference and 

supplemental indicators are provided.  This section provides the analytical description of those indicators. 

2.5.2.1 Reference indicators
14

 

i) Extent of globalisation through FDI  

66. This set of indicators is the most commonly used measurement of the globalisation of an 

economy. It measures the extent of cross-border investments realised with the objective of a lasting interest 

to and from an economy. It also allows cross-country comparisons based on the relative importance of 

FDI, i.e. (i) financial flows; or (ii) income flows; or (iii) FDI positions expressed as a per cent of Gross 

Domestic Product (GDP). Each ratio indicates the relative importance of globalisation for the reporting 

economy either for total investments or for investments by economic sector. An increase of the ratio 

implies a greater share of foreign investment, thus an increase in the relative impact of globalisation. It is, 

however, to be noted that FDI flows and FDI positions when referenced against GDP are not fully 

compatible measures of globalisation. Nevertheless, in the absence of other more meaningful cross-country 

comparisons of the relative size of globalisation, GDP remains the best common reference. In addition, 

comprehensive and timely GDP statistics are available in most countries.  

67. FDI financial flows (inward and outward) expressed as a per cent of GDP indicate the degree of 

globalisation of an economy based on the economic climate for a given time period, i.e. the changes over 

that time period. This indicator provides early information on the relative attractiveness of economies (both 

domestic and foreign) and industries for new investments after allowing for the withdrawal of investments 

(disinvestment) during that same time period. FDI flows are compiled in many countries on a quarterly 

basis or on a monthly basis, with a view to allowing a timely monitoring of their FDI activities.  

68. FDI income flows (inward and outward) as a per cent of GDP provide information on the relative 

importance of the earnings of direct investment enterprises both in the reporting economy and abroad.  

69. FDI positions (inward and outward) as a per cent of GDP indicate the extent of globalisation at a 

given point in time. These structural indicators designate the interdependence of economies. The ratio for 

inward FDI positions indicates the extent of foreign ownership (or foreign presence) in an economy. The 

ratio for outward investment indicates the degree of ownership (or presence abroad) of economic agents in 

other markets. They also illustrate, respectively, the level of dependence of the domestic economy on 

foreign economies and its level of penetration in foreign markets. A comparison of the results obtained for 

inward and outward FDI will indicate the comparative importance of the country as an exporter or 

recipient of FDI.  

                                                      
14. Globalisation indicators are based on standard FDI statistics according to directional principle unless the 

underlying data are only available on a supplemental basis. 
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(ii)  Contribution of investing (home) and host economies and of economic sectors to globalisation  

70. Expressed as ratios (as percentage of totals for both inward and outward FDI), the results reflect 

the process of globalisation of the economies by their level of financial expansion abroad and their 

dependence on financing from abroad. The indicator related to investing (home) and host economies shows 

the evolution of the share of individual economies as origin of direct investment (outward investment by 

reporting economy) or as host of direct investment (inward investment by non-residents to the reporting 

economy). The ratio based on FDI flows allows an analysis of the changes between two periods while the 

ratio based on positions indicates the structural developments over time. The geographical analysis can be 

further deepened by measuring the share of the sub-component FDI equity capital in such investments by 

partner country. Changes in these ratios will indicate a greater/lesser contribution to globalisation by the 

host or investing economy. 

71. The indicator based on economic sectors is similar to the previous indicator (by partner country) 

but the focus this time is on the economic sector for both inward and outward investments. This indicator 

describes the relative contribution of different economic sectors to the international economic system by 

the measurement of the share of FDI positions by economic sector abroad or by the measurement of the 

dependence of the home economic sectors on investments from abroad. Changes in these ratios indicate a 

greater/lesser contribution to globalisation by individual economic sectors. Furthermore, the analysis can 

be refined by examining the statistics by partner country and economic sector of the reporting country. 

However, such statistics, although of analytical interest, remain quite scarce in many countries. 

(iii)  Return on FDI 

72. The indicator, based on FDI equity income, provides information regarding the profitability of 

the direct investment enterprises. For example, when the rate of return of inward FDI [FDI equity income 

debits ï i.e. debits for (a) dividends and distributed branch profits, plus (b) reinvested earnings and 

undistributed branch profits ï as a per cent of total inward FDI positions] increases, it implies that the 

resident direct investment enterprises are more profitable and are more and more competitive for investors. 

However, observations based purely on the results of the statistical ratios are not sufficient to draw 

conclusions on the competitiveness of enterprises (or an economy). Many other factors should also be 

taken into account such as cyclical or structural factors, developments in that sector of economic activity as 

well as other factors related to the global strategy of the investing enterprise(s).  

2.5.2.2 Supplemental indicators 

(iv) Degree of concentration of FDI 

73. This indicator is based on the Herfindahl index to measure the geographical concentration of FDI 

or the concentration of FDI by economic sector. It is ñobtained by squaring the market share of the various 

players, and then summing those squaresò.
15

 It measures the extent of diversification of the investments 

(a) by home and host countries; and (b) by economic sectors. A decrease in the ratio implies a higher 

degree of globalisation. In other words, the more investments are diversified geographically the greater is 

the extent of globalisation. 

(v) Dynamics of FDI in reporting economy 

74. This indicator measures the share of foreign capital in the reporting economy. First of all it 

compares, at a specific point in time, the positions of FDI enterprises (inward FDI) to the overall liabilities 

                                                      
15. Herfindahl Index ï Measuring industry concentration by Suresh Krishanmurty 
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(balance sheet totals) of the domestic sector as reported in the national financial accounts. Likewise, it also 

compares the positions of direct investors (outward FDI) to total assets (balance sheet totals) of the 

reporting economy. In the first case, an increase of the ratio implies a higher foreign presence through FDI, 

thus a higher attractiveness of the reporting economy. In the latter indicator, an increase implies the 

opposite, i.e. an increasing presence by the home economy in foreign markets (which may be more 

attractive).  

(vii)  Dynamics of FDI by category:  cross-country and sectoral analysis 

75. This indicator provides detailed information on the relative share of categories of FDI flows and 

positions for both inward and outward investment. The information is based on aggregate data by sub-

components of FDI (equity capital, reinvested earnings and other capital) and by geographical distribution 

or by economic sector. The focus is specific markets or economies. The patterns of contribution to the 

market, in its broad definition, will vary across the countries or economic sectors depending on the degree 

of globalisation and the competitiveness of economies or economic sectors. As the ratio increases, the 

contribution to globalisation will be more important. 

(viii )  Share of FDI by type 

76. Analysing the share of FDI by type is part of the information needed to analyse the impact of FDI 

particularly in the host economy.  Spill-over effects of the investment will vary depending on the type of 

investment (e.g. M&As) and its relative share over total investments of an economy.  The ratio if analysed 

by country and by sector could provide valuable information.  However, confidentiality may prohibit the 

general availability of such detailed information. 
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Box 2.5 Frequently asked user questions 

1) What is the relation between FDI transactions, positions (stocks) and income? 

FDI financial transactions refer to those cross-border transactions which qualify as direct investments recorded during the 

reference period (year, quarter, or month). FDI positions represent the value of the stock of direct investments held at the end of 

the reference period (year, quarter, or month). Direct investment positions are affected not only by financial transactions recorded 

prior to and during the period but also by other changes in price, exchange rates, and volume.  FDI income data, closely linked to 

the stocks of investments, are used for analysis of the productivity of the investment, and are also used as part of the calculation of 

the rate of return on the total funds invested. (see also Chapter 4 and Chapter 8)   

2) How to interpret negative values for FDI flows and positions?  

Negative values in transactions may indicate disinvestment in assets or discharges of liabilities. In the case of equity, the 

direct investor may sell all or part of the equity held in the direct investment enterprise to a third party; or the direct investment 

enterprise may buy back its shares from the direct investor thereby reducing or eliminating its associated liability. If the financial 

movement is in debt instruments between the direct investor and the direct investment enterprise, it may be due to the advance and 

redemption of inter-company loans or movements in short term trade credit. Negative reinvested earnings indicate that, for the 

reference period under review, the dividends paid out by the direct investment enterprise are higher than current income recorded 

(if that is the decision of the board of managers) or that the direct investment enterprise is operating at a loss. 

Negative outward investments resulting from the directional principle applied to fellow enterprises relates to disinvestment 

by the resident ultimate controlling parent who receives funds from non-resident subsidiaries.  Negative inward investments 

represent net claims of a resident subsidiary (who has a non-resident ultimate controlling parent) on non-resident fellow 

enterprises.   

The changes in FDI positions are affected by the accumulated flows and hence may also result in negative values, but mainly 

for other capital (e.g. when the loans from the direct investment enterprise to the parent exceed the loans ï or even the original 

capital ï given by the parent to the direct investment enterprise. It could be the case where conduits or treasury companies are 

involved).  This is particularly important when FDI statistics are presented on a directional basis given the significance of inter-

affiliate transactions and positions in debt. 

3) Why are there such large revisions in the FDI data? 

In order to serve users requiring timely data, the compilers of FDI statistics make initial estimates for some components on 

preliminary information available at that time. It is especially difficult to have timely and at the same time complete data on the 

accrued income when the results are first published, as these values are only known once the direct investment enterprise has 

closed its books and the current operating income and earnings distributions have been determined for the reference period.  

Consequently, when more complete data are provided for the reference period, data compilers revise the estimates for the 

previous periods.  However, compilers are recommended to provide to the public at large a description of the revisions. 

4) What are the criteria for the classification of FDI by economic activity: according to the activity of the resident 

parent company or that of the non-resident enterprise? 

The recommendation is to provide inward and outward FDI data on the basis of the economic activity of both the direct 

investment enterprise and that of the direct investor.  However, if this is not feasible, it is recommended that the priority is to 

compile the data according to the activity of the direct investment enterprise, for both inward and outward investments (i.e. 

economic activity of the resident direct investment enterprise for inward investment and that of the non-resident direct investment 

enterprise for outward investment).  
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5) Why are large FDI transactions concentrated in particular countries ï i.e. what is the role of capital in transit 

and/or passing through Special Purpose Entities (SPE)? 

Multinational enterprises frequently have recourse to SPEs for their inward and outward direct investments, including the 

large amounts of capital in transit, passing through entities in jurisdictions which may offer advantages, e.g. for tax purposes. Even 

though transactions/positions with SPEs are included in assets and liabilities of direct investment enterprise, they are no longer 

included in FDI statistics by partner country or by industry classification.  In other words, detailed FDI statistics exclude resident 

SPEs and look through non-resident SPEs in the analysis of source/destination of FDI.  The purpose of looking-through SPEs is to 

reduce the overstatement of FDI statistics and to provide more realistic analysis and hence estimates of real source/destination of 

FDI. 

However, on a supplemental basis, countries are encouraged to report separately tables on global amounts for 

outward/inward investments of each compiling country to/from their resident SPEs.  Such data will allow users to have a more 

complete view on the financing of FDI. 

6) How complementary are FDI statistics and the statistics on the Activities of Multinational Enterprises (AMNE)? 

The statistics on direct investment include cross-border investments made with the objective of establishing a lasting interest 

to exercise an influence in the management of the direct investment enterprise (the target entity) which is evidenced by the 

ownership of at least 10% of the voting power by the direct investor. Control by the direct investor of the direct investment 

enterprise is not necessary to qualify as FDI. The Framework for Direct Investment Relationship establishes the chains of 

relationships between direct investors and their direct investment enterprises and includes qualifying cross-chain relationships 

between direct investment enterprises. As such, FDI statistics compiled using the FDIR include certain transactions and positions 

between fellow enterprises which are not linked through a direct 10% or more ownership of voting power.  FDI statistics only 

record the financial value of the investments. The geographical allocation is based on the debtor/creditor principle excluding 

resident SPEs.  

The statistics on AMNE (also referred to as FATS) cover affiliates which are controlled by an enterprise resident in another 

economy. The OECD Handbook on Economic Globalisation Indicators recommends that AMNE statistics cover the majority 

owned affiliates. In principle, AMNE data cover a sub-set of the entities involved in FDI. The AMNE present detailed data on the 

foreign affiliates, e.g. on the employment, turnover, value added, etc. Nevertheless, the geographical attribution of the units is 

based on the ultimate controlling (investing) country (for inward investment) or the ultimate hosting country (for the outward 

data). (See Chapter 8 for more details). 

In theory FDI and AMNE statistics are very closely related and, therefore, complementary. However, methodologies applied 

to current FDI and AMNE statistics are not consistent and render difficult the analysis of financial and income flows and positions 

along with the economic impact of the AMNEs.  Introduction of new supplemental FDI inward positions allocated to the ultimate 

controlling parent is expected to reduce these discrepancies to the extent that samples of enterprises are also harmonised.  

7) Why are there discrepancies (sometimes significant) in the data provided by international organisations? 

Several International organisations compile and disseminate FDI data. These include the OECD, Eurostat, the European 

Central Bank (ECB), IMF, and UNCTAD.  FDI statistics of the OECD and Eurostat are essentially based on a common framework 

for reporting detailed FDI statistics.  IMF and ECB compile and disseminate FDI as a functional category of balance of payments..  

The data released by the OECD and Eurostat are generally very consistent, as the same data framework is used. Data regarding the 

Euro-zone is consistent between Eurostat and the ECB. OECD and IMF research demonstrated that the main differences between 

their aggregate FDI statistics are largely due to the timing of revisions. UNCTAD data are in a number of cases different due to 

adjustments. 
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CHAPTER 3 

MAIN CONCEPTS AND DEFINITIONS OF FOREIGN  DIRECT INVESTMENT  

3.1 Summary 

77. This chapter provides an overview of statistical units and the Framework for Direct Investment 

Relationships (FDIR).  Rigorous application of these fundamental aspects is central to the implementation 

of the Foreign Direct Investment (FDI) concepts and recommendations described in this Benchmark 

Definition.  It is also important both for the interpretation and use of FDI statistics. Definitions of statistical 

units which underpin the concepts and treatment of FDI are in line with the general principles adopted in 

the System of National Accounts (SNA) and the Balance of Payments Manual (BPM) and, therefore, 

consistent with the concepts and definitions underlying most macro-economic statistics.   

78. The first section which describes the statistical units has two main purposes. Firstly it identifies 

the economic territory to be covered by the FDI statistics and highlights its main features.  Secondly, it 

describes the economic agents that are involved in direct investment, and stresses the importance of the 

institutional sectors making up the economy even though classification by institutional sector is not used in 

any of the presentations called for by this Benchmark Definition. 

79. Thereafter, the FDI universe is described more specifically on the basis of statistical units.  The 

concept of direct investment, direct investor, direct investment enterprise and the relationships between the 

various units based on the Framework for Direct Investment Relationships are described in detail. The 

recommended treatment of fellow enterprises is a new feature of the edition of the Benchmark Definition 

and this section includes details of their definition and treatment.  

80. In addition, three principles underpinning the compilation and presentation of FDI statistics are 

described. They are: 

ü the debtor/creditor principle 

ü the asset/liability principle, and, 

ü the directional principle. 

3.2 Statistical units 

3.2.1 Economic territory and the concept of residence
16

  

81. The concept of residence is a fundamental factor for direct investment statistics which measure 

cross-border investments between residents of two or more economic territories.  Foreign direct investment 

includes transactions/positions between a resident and a non-resident institutional unit but excludes all 

transactions/positions between units that are residents of the same economy.  

                                                      
16. For a more detailed discussion of these broad statistical concepts, see IMF BPM6. 
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82. The concept of residence in the Benchmark Definition is identical to that adopted by the SNA and 

the BPM.  The residence of an economic entity (or an institutional unit) is attributed to the economic 

territory with which it has the strongest connection, in other words its centre of predominant economic 

interest. Each institutional unit is a resident of one and only one economic territory. While some units, 

mostly households, may have connections with more than one economy, for statistical consistency, there is 

a need to attribute a single economic territory to each based on objective and comprehensive criteria.  

3.2.1.1 Economic territory 

83. An economy consists of all the institutional units that are resident in its territory.  Most entities 

have strong links with only one economy, so their residence is clear, but with increasing international 

economic openness, there is a growing number of institutional units that have connections to more than one 

economy.  

Box 3.1.  The economic territory
17

  

The economic territory includes the following: 

(i) Land area, airspace, territorial waters, including jurisdiction over fishing rights and rights to fuel 

or minerals.  In a maritime territory the economic territory includes islands that belong to the 

territory (BPM 4.6) 

(ii)  Clearly demarcated territorial enclaves that are located in the rest of the world such as embassies, 

consulates, military bases, scientific stations, information or immigration offices, aid agencies, 

central bank representative offices, etc. They are established with the formal political agreement 

of governments of the territories where the land areas are physically located. Such enclaves are 

used by governments that own or rent them for diplomatic military, scientific or other purposes. 

(iii)  Territorial enclaves used by foreign governments and physically located within a territoryôs 

geographical boundaries are not included in that economic territory but included in the territory 

of the governments that use them. 

(iv) When a territory has a separate physical or legal zone that is under its control, but to which, to 

some degree, separate laws are applied (e.g. off-shore financial centres), these special zones 

should be included in the economic statistics of the territory. 

(v) In cases of disputed zones, effective economic control may be unclear. In such cases, compilers 

make a decision on the inclusion or exclusion of the zone based on the particular circumstances 

and preferably include a description in the metadata. 

(vi) In addition to economic territories under the effective control of a single government, the 

economic territory of a currency or economic union is also considered as a type of economic 

territory.  

Source:  BPM: Chapter 4  

 

84. Even though there is often close correspondence, the statistical definition of the economic 

territory (or the economy ï see Box 3.1)) is not identical to the concept of a country or to any other legal 

definition (such as nationality). In many cases, but not always, a country indeed constitutes the economic 

territory.  The existence of an institutional unit and the economic territory in which it is resident are 

determined by a number of criteria including physical presence and being subject to the jurisdiction of the 

                                                      
17. The importance of economic territories described under (iii) and (iv) relates to the fact that they reflect the 

usual scope of macroeconomic policymaking. 
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government of the territory.  In this Benchmark Definition, the term ñcountryò is alternately used as a 

substitute to ñeconomic territory (and economy)ò but not according to any legal framework. 

85. Most commonly, an economic territory has the dimensions of physical location as well as legal 

jurisdiction and is under the economic control of a single government. Economic and currency unions 

constitute another type of economic territory which is discussed at more length in Annex 11.  

3.2.1.2 Centre of predominant economic interest  

86. Economic interests
18

 include current production, consumption, acquisition of assets and 

incurrence of liabilities, asset-holding, place of incorporation or registration, and the origin of applicable 

taxation and regulation. 

87. An institutional unit is considered to have a centre of predominant economic interest in an 

economic territory:  

(i) when there exists, within the economic territory, some location, dwelling, place of 

production, or other premises on which or from which the unit engages and intends to 

continue engaging, either indefinitely or over a finite but long period of time, in economic 

activities and transactions on a significant scale;  

(ii)  if the location, even if it is not fixed,  remains within the economic territory;  

(iii)  if the unit has already engaged in economic activities and transactions on a significant scale 

in the territory for one year or more, or if the unit intends to do so. The choice of one year as 

a specific period is somewhat arbitrary and is used as an operational guideline to avoid 

uncertainty and to facilitate international statistical consistency.  

88. While actual or intended physical presence for a year or more is the main criterion, other criteria 

apply in some special cases such as for corporations having little or no physical presence or individuals 

that move in such a way that that they do not stay in any territory for more than a year.  

89. There are cases where the institutional unit has little or no physical presence in a territory.  This 

arises with some categories of special purpose entities (SPEs) and similar units. Some cases of 

restructuring or outsourcing could also result in residual units with little or no physical presence. 

Moreover, these units might not undertake significant production. In such cases, the jurisdiction where the 

unit has its legal domicile and/or which regulates its activities is considered to be that unitôs predominant 

centre of economic interest while location and production criteria may not be meaningful.  

                                                      
18. Citizenship and plans for future location are non-economic connections. 
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Box 3.2.  SNA: Classification of Institutional Units
19

 

The definition of institutional units covered in this Benchmark Definition is fully in line with the 

concept of the SNA (1993 and subsequent updates) whereby an institutional unit is an economic entity that 

is capable, in its own right, of owning assets, incurring liabilities and engaging in economic activities and 

in transactions with other entities. [1993 SNA, Rev. 1, Chapter 4]  

The main attributes of an institutional unit are: 

 

(a) it is entitled to own goods or assets in its own right; it is, therefore, able to exchange the 

ownership of goods or assets through transactions with other institutional units; 

 

(b) it is able to take economic decisions and engage in economic activities for which it is itself 

held to be directly responsible and accountable at law;  

 

(c) it is able to incur liabilities on its own behalf, to take on other obligations or future 

commitments and to enter into contracts; and 

 

(d) either a complete set of accounts, including a balance sheet, exists for the unit, or it would 

be possible and meaningful, from an economic viewpoint, to compile a complete set of 

accounts if they were to be required. 
 

As classified by the SNA, there are basically two types of institutional units:   

(a) Households are defined in the SNA as a small group of persons who share the same living 

accommodation, who pool some, or all, of their income and wealth and who consume certain 

types of goods and services collectively, mainly housing and food. é... (1993 SNA, Rev. 

1 §4.4) A person who pools income with the household in one economic territory, but is 

resident of another economic territory, is not classified as a member of that household.  

Households can be direct investors but not direct investment enterprises. 

(b) Legal and social entities are recognised by law or society independently of the persons or 

other entities that may own or control them. (1993 SNA, Rev. 1 §4.6) Such entities include 

corporations, non-profit institutions and government units. Some unincorporated enterprises 

belonging to households or government units may behave in much the same way as 

corporations, and such enterprises are treated as quasi-corporations when they have complete 

sets of accounts, or such a set of accounts can be constructed. (1993 SNA, Rev. 1 §4.6). Only 

business enterprises can be both direct investors and direct investment enterprises; 

governments and non-profit enterprises can be direct investors but not direct investment 

enterprises. 

 

                                                      
19. Only a summary of SNA and BPM concepts are included in this section.  For a more detailed discussion of 

the items therein, the reader should refer to SNA and BPM. 
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3.2.2 Institutional units  

90. An institutional unit is an economic entity that is capable, in its own right, of owning assets, 

incurring liabilities and engaging in economic activities and in transactions with other entities. (1993 SNA, 

Rev. 1 § 4.1) (see Box 3.2). 

91. Institutional units of an economy are classified by the SNA under two main categories: 

(i) households (formed by persons or group of persons); (ii) legal and social entities - corporations 

(including quasi-corporations), non-profit institutions, and government units ï whose existence is 

recognized by law or society independently of the persons, or other entities, that may own or control them. 

While the Benchmark Definition follows the general principles of the SNA to identify institutional units, 

the treatment of some specific issues concerning cross-border direct investment transactions/positions also 

need to be addressed.  

92. Institutional units are defined by the SNA in the context of a single economy and to identify the 

residents of that economy. However, a legal entity may have to be split into separate institutional units, 

resident in different economies, to address the statistical treatment of entities which have strong links with 

more than one economy.  As a result, some arrangements that are not legal entities in their own right may 

be recognised as being institutional units, i.e. quasi-corporations.    

93. A quasi-corporation is an unincorporated business that operates as if it was an entity separate 

from its owners. Examples are branches, land ownership, partnerships (both of limited and unlimited 

liability) , trusts, and resident portions of multi-territory enterprises. These quasi-corporations are treated as 

if they were corporations, i.e. as separate institutional units from the units to which they legally belong. For 

example, quasi-corporations owned by households or government units are grouped with corporations in 

the non-financial or financial corporate sectors. The purpose of this treatment is to separate from their 

owners those unincorporated enterprises which are sufficiently self-contained and independent that they 

behave in the same way as corporations (1993 SNA, Rev. 1 § 4.42-48).  

94. The requirement for having (or the potential to produce) a set of accounts is essential in the 

definition of institutional units because it provides a recognised indication of the existence of an economic 

decision-making unit. The definitions do not require that the unit be autonomous. Therefore, wholly-owned 

subsidiaries have legal identity and are separate institutional units from their parent units, even when all 

decisions are effectively made by another unit.  

95. An ancillary corporation is a wholly-owned subsidiary whose productive activities are ancillary 

in nature: that is, confined to providing services to the parent corporation and/or other ancillary enterprises 

owned by the same parent corporation. The kinds of services which may be produced by an ancillary unit 

are transportation, purchasing, sales and marketing, various kinds of financial or business services, 

computing and communications, security, maintenance, and cleaning. In some cases, the ancillary unit is 

located in a different economy from the companies it serves. An ancillary corporation is recognized as a 

separate institutional unit when it is resident in a different economy from that of any of its owners, even if 

it is not, in practice, autonomous. 

3.2.2.1 Enterprises  

96. An enterprise is a sub-group of the broad SNA category legal and social entities. It is defined as 

an institutional unit engaged in production. An enterprise may be a corporation (including quasi-

corporations), a non-profit institution, or an unincorporated enterprise. Incorporated enterprises and non-

profit institutions are complete institutional units. An unincorporated enterprise, however, refers to an 
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institutional unit ï a household or government unit - only in its capacity as a producer of goods and 

services. It covers only those activities of the unit which are directed towards the production of goods or 

services (SNA93 Rev 1 §5.1). 

97. Institutional units that have the sole function of holding financial assets on behalf of their owners 

provide a service to their owners, so they are enterprises, even though there may be no explicit service 

charges. For example, some mutual funds, holding companies, trusts, and special purpose entities may not 

receive payment from their owners for the services they provide. However, in these cases, a service is 

recognised as being provided to the owner, payable out of the property income or assets. 

Box 3.3.  Structures related to enterprises 

An enterprise group consists of all the enterprises under the control of the same owner. When a group 

of owners has control of more than one enterprise, the enterprises may act in a concerted way and the 

transactions between them may not be driven by the same concerns as ñarmôs lengthò transactions. The 

Framework for Direct Investment Relationships can be used to determine which enterprises are under 

control or influence of the same owner.   

There are two concepts of enterprise groups: 

¶ A multinational enterprise group consists of all the enterprises located in different economies and 

under the control or influence of the same owner wherever located 

¶ An economy-specific enterprise group consists of all the enterprises located in the same economy 

and under the control or the influence of the same owner also located in the same economy.  

Ownership links that are external to the economy are not recognised in the formation of local 

enterprise groups. 

A joint venture is a contractual agreement between two or more parties for the purpose of executing a 

business undertaking in which the parties agree to share in the profits and losses of the enterprise as well as 

the capital formation and contribution of operating inputs or costs. It is similar to a partnership (see 

Glossary), but typically differs in that there is generally no intention of a continuing relationship beyond 

the original purpose. A joint venture may not involve the creation of a new legal entity. Whether a quasi-

corporation is identified for the joint venture depends on the arrangements of the parties and legal 

requirements. The joint venture is a quasi-corporation if it meets the requirements for an institutional unit, 

particularly by having its own records. Otherwise, if each of the operations is effectively undertaken by the 

partners individually, then the joint venture is not an institutional unit and the operations would be seen as 

being undertaken by the individual partners to the joint venture. Because of the ambiguous status of joint 

ventures, there is a risk that they could be omitted or double-counted, so particular attention needs to be 

paid to them. 

 

3.2.2.2 Quasi-corporations  

98. An unincorporated enterprise is a producer unit which is not a legal entity separate from the 

owner (household, government or foreign resident); the fixed and other assets used in unincorporated 

enterprises do not belong to the enterprises but to their owners, the enterprises as such cannot engage in 

transactions with other economic units nor can they enter into contractual relationships with other units nor 

incur liabilities on their own behalf. In addition, their owners are personally liable, often without limit,
20

 

                                                      
20. However, some unincorporated enterprises may have limited liability such as a limited liability partnership. 
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for any debts or obligations incurred in the course of production. (1993 SNA, Rev. 1 §4.42, 4.48)   An 

unincorporated enterprise attached to a non-resident is always considered as a quasi-corporation. 

99. Even though a branch is not a separate legal entity, it is statistically identified as a quasi-

corporation if it operates in an economy separate from that of its owner and has operations over a 

significant period in that economic territory.
21

  

100. To avoid the multiplication of artificial units, the definition of branches requires several 

indicators of substantial economic activity and separate accounts.    

101. The identification of branches has implications for the statistical reporting of both the branch and 

the legal entity from which the branch has been created. The operations of the branch should be excluded 

from the institutional unit of its head office in its home territory and its activities should be reported 

consistently in both of the economies to which it is connected. Each branch is a direct investment 

enterprise if the FDI criteria are satisfied.  

102. Construction of major specific projects (bridges, dams, power stations, etc.) may take several 

years to complete and be carried out and managed by non-resident enterprises through site offices in the 

territory of location. In most instances, the operations managed from the site office satisfy the criteria to be 

a branch. In other cases, for example, for a short-term project (less than one year) or one based from the 

home territory rather than a local office, the work provided to customers resident in the territory of those 

operations is classified as international trade in construction (i.e., an import to the territory of operations). 

103. Some production processes may involve mobile equipment that operates in more than one 

economic territory, such as ships, aircraft, drilling rigs and platforms, and railway rolling stock. Some of 

these operations may take place outside any territory, such as ships operating on the high seas. Moreover, 

services such as consulting, maintenance, training, technical assistance and healthcare can also be 

delivered on-site with sufficient presence to amount to a branch. The criteria for recognition of a branch 

apply in these cases. In many instances, the activity can be seen as having been undertaken from a base of 

operations, so that the operations are attributed to that unit, and the recognition of an additional unit for 

non-resident operations is not appropriate. However, in some cases, the operations in a territory outside the 

home base could be substantial enough to meet the definition of a branch. For example, the existence of a 

branch would be recognised if a shipping company has a secondary base for servicing its fleet that is 

substantial, permanent, and has its own accounts. 

104. Similarly to mobile equipment, a multi-territory pipeline that passes through a territory, but is not 

operated by a separate legal entity in that territory would be recognized as constituting a branch or not, 

depending on whether there is substantial presence, availability of separate accounts, etc. Where such 

operations are not separate entities, there may be a multi-territory enterprise as described below.  

105. When a branch is identified, there are direct investment flows to and from the territory of its 

location, but the provision of goods or services to customers in that territory are resident-to-resident 

transactions. In contrast, if the operations are not substantial enough to qualify as a branch, the provision of 

goods or services to customers in that territory are imports of that territory. 

106. Prior to its incorporation a resident enterprise is imputed when preliminary expenses such as 

those associated with mining rights, license fees, local office expenses and legal costs are first incurred as 

steps prior to establishing a legal entity.  Those preparatory expenses are recorded in the economy of the 

                                                      
21. The common usage of the term branch is broader, where a ñbranchò may also mean establishments, 

incorporated subsidiaries, or industrial classification group. 

javascript:onclick=openPara('paragraphs.asp?Pnr=4.141.')
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future operations as being resident-to-resident transactions that are funded by a direct investment inflow, 

rather than as sale of non-produced assets to non-residents, exports of legal services, etc. Many of these 

operations would qualify as a branch. Because of the limited scale of these activities, the assembly of the 

data for these enterprises is feasible prior to incorporation. 

107. A resident notional unit (a kind of a quasi-corporation) is identified for statistical purposes for 

direct non-resident ownership of immobile non-financial assets such as land and buildings. Land and 

buildings can only be used for production in the territory in which they are located.  Therefore, the land 

and buildings and other structures owned by a non-resident are always treated as being owned by a resident 

notional institutional unit that is in turn owned by a non-resident unit(s) holding the legal title.   

108. Consistent with this treatment, a notional unit is imputed for the ownership by non-residents of 

natural resources such as subsoil assets, non-cultivated biological resources, and water, and long-term 

rights to use these assets. The notional unit is nearly always a direct investment enterprise.
22

  

109. Multi -territory enterprises operate as a seamless operation over more than one economic 

territory.  Such an enterprise, even though it has substantial activity in more than one economic territory, 

cannot be separated into a parent and branch(es) because it is run as a seamless operation and cannot 

supply separate accounts for each territory. Multi-territory enterprises are typically involved in cross-

border activities and include shipping lines, airlines, hydroelectric schemes on border rivers, pipelines, 

bridges, tunnels, and undersea cables.
23

 Some non-profit institutions serving households (NPISH) may also 

operate in this way.  

110. It is preferable that a parent and branch(es) be identified separately in the case of a multi-territory 

enterprise.  If possible, enterprises should be identified in each territory according to the principles for 

identification of branches.  If that is not feasible because the operation is so seamless that separate accounts 

could not be developed, it is necessary to prorate the total operations of the enterprise into the individual 

economic territories. The factor used for prorating should be based on available information that reflects 

the contributions to actual operations.  The prorating of the enterprise implies that every transaction needs 

to be split into each component economic territory, a process which may be difficult to implement by 

compilers.  Hence, for the country of residence, each apparently/ostensibly domestic transaction would be 

split into resident and non-resident components. Equally, non-resident entities of those economies outside 

the territories of the multi-territory enterprises that have transactions and positions with such entities need 

to make the same split, so as to capture the counterparty claims in a consistent manner. Bilateral 

agreements between compilers will help to minimise possible asymmetries.
24

 This treatment has 

implications for other macroeconomic statistics and its implementation should always be co-ordinated with 

other statistical interests for consistency. Compilers in each of the territories involved are encouraged to 

co-operate in order to develop consistent data, avoid gaps, and minimize respondent and compilation 

burden. 

111. Analogous treatments can be applied to enterprises operating in zones of joint jurisdiction ï the 

enterprise will need to be split into entities that are resident in each economy having jurisdiction over the 

                                                      
22. Instances may occur when land and buildings are owned (wholly or in part) by unrelated non-residents, 

wherein some (or all) of the non-resident owners hold less than 10% of the equity in the (notional) unit. In 

those cases, the 10% threshold is still applicable so that some (or all) of the owners may not be direct 

investors. 

23. Similar issues may arise for a societas europaea, that is, a company created under European Union law that 

is able to operate in any member state. 

24. The identification and allocation of income flows within a multi-territory enterprise, and the treatment of 

changing the identification of the ñparentò over time are on the research agenda. 
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zone, with flows into and out of the enterprise pro-rated between these entities.  Positions and flows 

between the entities may also need to be developed. 

112. Estates, other trusts, and partnerships are treated as separate institutional units if they are 

constituted in a different territory from that of their owners or beneficiaries. 

113. Special corporate structures, such as those with little or no physical presence, holding 

companies, nominees, etc are discussed more in detail in Chapter 6. 

3.2.3 Institutional sectors 

114. The Benchmark Definition does not require as part of the standard data components a 

classification of direct investment statistics by institutional sectors: the emphasis is given instead to 

industry classification.
25

  However, identifying the institutional sector of the resident party and the non-

resident counterparty is important information for the compiler in determining whether or not a 

transaction/position should be included in direct investment statistics. Classification principles for resident 

and non-resident institutional sectors are based on the enterpriseôs primary activity, which is determined by 

its principal product or group of products produced or distributed, or services rendered.  

115. These institutional sectors are: non-financial corporation sector, financial corporation sector, 

general government sector, non-profit institutions serving household sector (NPISH), and the household 

sector.  Any of the five sectors identified by the SNA to cover all the activities of an economic territory 

may include enterprises that are direct investors, because any resident unit may own or control a non-

resident unit that qualifies as a direct investment enterprise.  On the other hand, all direct investment 

enterprises are classified either in the non-financial corporation sector or the financial corporation sector.  

This is because governments and households cannot be owned by non-residents units.  Also, although 

NPISHs can be established or owned by non-residents, financial transactions/positions involving NPISHs 

are generally not driven by investment considerations and, therefore, they are generally not regarded as 

direct investment enterprises unless they qualify under the direct investment criteria. 

116. Annex 3 Box A3.1 provides further information on institutional sectors and, in particular, the 

subsectors of the financial corporation sector.  For the purposes of collecting and compiling FDI statistics, 

it is important to collect and compile information from local enterprise groups, for those parts of the local 

enterprise group that are classified to the financial intermediaries subsectors separately from those parts 

that are not classified to the financial intermediaries subsectors.  Box 3.3 provides further information for 

compilers for structures related to enterprises such as enterprise groups and joint ventures 

3.3 Foreign Direct Investment  

117. Foreign direct investment reflects the objective of establishing a lasting interest by a resident 

enterprise in one economy (direct investor) in an enterprise (direct investment enterprise) that is resident in 

an economy other than that of the direct investor.  The lasting interest implies the existence of a long-term 

relationship between the direct investor and the direct investment enterprise and a significant degree of 

influence on the management of the enterprise.  The direct or indirect ownership of 10% or more of the 

voting power
26

 of an enterprise resident in one economy by an investor resident in another economy is 

                                                      
25. In contrast, the Balance of Payments and International Investment Position Manual uses sector 

classification, rather than industry breakdowns, as the primary disaggregation of an economyôs structure 

for all its functional categories 

26. In general ordinary shares are the same as voting power.  However, there may be instances that the voting 

power is not represented by ordinary shares.  In such cases, compilers must determine the voting power. 
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evidence of such a relationship.  Some compilers may argue that in some cases an ownership of as little as 

10% of the voting power may not lead to the exercise of any significant influence while on the other hand, an 

investor may own less than 10% but have an effective voice in the management.  Nevertheless, the 

recommended methodology does not allow any qualification of the 10% threshold and recommends its strict 

application to ensure statistical consistency across countries.  

118. Direct investment includes the initial equity transaction that meets the 10% threshold and all 

subsequent financial transactions and positions between the direct investor and the direct investment 

enterprise, as well as qualifying FDI transactions and positions between incorporated and unincorporated 

fellow enterprises included under the FDIR (see Section 3.4).  Direct investment is not solely limited to 

equity investment but also relates to reinvested earnings and inter-company debt.  (See Chapter 4) 

119. Direct investment includes inward and outward financial transactions/positions between directly 

and indirectly owned incorporated and unincorporated enterprises.
27

 The extent of the direct investment 

relationship is determined according to the Framework for Direct Investment Relationships (see Section 

3.4.3).  

120. Some relationships may exist between enterprises which may exhibit the characteristics of direct 

investment even though there are no links which qualify as direct investment.  Such borderline cases 

should not be treated as direct investment (see Annex 3). 

3.4 The Direct Investment Relationship 

121. The classification of financial positions and flows to direct investment requires that the two 

institutional units directly involved be resident in different economies and that they be in a direct 

investment relationship.  This section presents the framework that has been developed to establish when 

two or more institutional units are in a direct investment relationship.  While direct investment measures a 

wide variety of instruments as described in Chapter 4, direct investment relationships are determined using 

the voting power criterion only. 

3.4.1 Foreign Direct Investor 

122. A foreign direct investor is an entity (an institutional unit) resident in one economy that has 

acquired, either directly or indirectly, at least 10% of the voting power of a corporation (enterprise), or 

equivalent for an unincorporated enterprise, resident in another economy.  A direct investor could be 

classified to any sector of the economy and could be any of the following: 

(i) an individual; 

(ii)  a group of related individuals; 

(iii)  an incorporated or unincorporated enterprise; 

(iv) a public or private enterprise; 

(v) a group of related enterprises; 

(vi) a government body;  

(vii)  an estate, trust or other societal organisation; or 

(viii)  any combination of the above. 

                                                      
27. Direct investment enterprises are also referred to as ñforeign affiliatesò (subsidiaries, associates, 

unincorporated business) that are either directly or indirectly owned by the direct investor or their non-

resident branches. See glossary for a definition of affiliates. 
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123. In the case where two enterprises each own 10% or more of each otherôs voting power, each is a 

direct investor in the other. 

3.4.2 Foreign Direct Investment Enterprise 

124. A direct investment enterprise is an enterprise resident in one economy and in which an investor 

resident in another economy owns, either directly or indirectly 10% or more of its voting power if it is 

incorporated or the equivalent for an unincorporated enterprise. 

125. The numerical threshold of ownership of 10% of the voting power determines the existence of a 

direct investment relationship between the direct investor and the direct investment enterprise.  An 

ownership of at least 10% of the voting power of the enterprise is regarded as the necessary evidence that 

the investor has sufficient influence to have an effective voice in its management.  In contrast to some 

other statistical measures such as those on the Activities of MNEs, direct investment does not require 

control by the investor (i.e. more than 50% owned by the investor and/or its related enterprises).  Direct 

investors may have direct investment enterprises in one economy or in several economies. 

126. To facilitate international comparisons and to achieve global consistency of FDI statistics, the 

Benchmark Definition recommends a strict application of the 10% rule.  Therefore, compilers should not 

qualify the 10% threshold further by applying other criteria.  The Benchmark Definition does not 

recommend the use of other considerations such as representation on the board of directors; participation in 

policy-making processes; material inter-company transactions; interchange of managerial personnel; 

provision of technical information; and provision of long-term loans at lower than existing market rates. 

3.4.3 Framework for Direct Investment Relationships (FDIR) 

127. The definitions of direct investors and direct investment enterprises above highlight the 

immediate relationship between two enterprises.  As noted earlier, the legal structures of related enterprises 

can consist of many enterprises linked through complex ownership chains. 

128. The Framework for Direct Investment Relationships (FDIR) is a generalised methodology for 

identifying and determining the extent and type of direct investment relationships.  In other words, the 

FDIR allows compilers to determine the population of direct investors and direct investment enterprises to 

be included in FDI statistics. 

129. For a compiling economy, the FDIR identifies all enterprises related to a particular enterprise 

whether it is a direct investor or a direct investment enterprise or both.  For example, within a group, it is 

possible that a direct investment enterprise itself owns 10% or more of the voting power of another non-

resident enterprise, in which case the direct investment enterprise is itself a direct investor in a further 

direct investment enterprise.  The question is therefore whether there is a direct investment relationship 

between the further enterprise and the original enterprise. 

130. In Figure 3.1, enterprises A, B and C are in different economies.  Enterprise A owns 80% of the 

voting power in enterprise B and is a direct investor in B.  Enterprise B, in turn, owns 80% of the voting 

power in enterprise C and is a direct investor in C.  A has control over B, and through its control over B, 

has indirect control over C.  As a result, financial transactions between A and C are also relevant to FDI, 

even though A directly holds no equity in C, and A and C are therefore considered to be in the direct 

investment relationship which embraces A, B and C.  Financial transactions and positions as well as 

associated income flows between A, B and C should be included in direct investment statistics. 
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Figure 3.1.  Continuation of Control  
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131. In relatively simple cases such as that in Figure 3.1, where each link in the ownership chain is a 

single equity holding and there is majority ownership (control) at each stage, it is clear that the direct 

investment relationship continues down the chain of ownership.  However, when some links are non-

controlling links and voting power of an enterprise is held by more than one member of a direct investment 

relationship, the extent of the relationship may be less obvious. 

132. It is not uncommon for an entity to be a direct investor in more than one direct investment 

enterprise.  In Figure 3.2, enterprises A, B and C are each in different economies.  Enterprise A owns 80% 

of the voting power in enterprise B and is a direct investor in B.  Enterprise A also owns 20% of the voting 

power in enterprise C and is a direct investor in C.  Enterprise A controls B and has significant influence 

over C.  As a result, financial transactions and positions between B and C are also relevant to FDI statistics 

even though there is no equity participation between them.  For example, B may raise capital which it 

lends to C at a concessional rate due to the control by A.  It is reasonable to consider A, B and C to be in 

the same direct investment relationship ï B and C are considered ófellow enterprisesô of one another. 
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Figure 3.2.  Fellow Enterprises 
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133. In Figure 3.3, there are two overlapping direct investment relationships, one with enterprise A as 

the direct investor and the other with enterprise B as the direct investor.  The direct investment enterprise, 

C, is in a direct investment relationship with both A and B.  Enterprise C is controlled by direct investor A, 

which owns 70% of the voting power of C, and C is significantly influenced by direct investor B, which 

owns 20% of the voting power of C.  Despite their common ownership of C, enterprises A and B are not in 

a direct investment relationship with each other. 

Figure 3.3.  Multiple Direct Investors 
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134. The FDIR aims at identifying all enterprises over which the investor has significant influence 

under the 10% voting power criterion for FDI.  In this determination, it is necessary to establish whether 

each enterprise under consideration is a subsidiary, an associate, or is not relevant in FDI ï all three 

categories when combined being exhaustive and individually mutually exclusive. Those enterprises which 
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are subsidiaries or associates are included in the direct investment relationship, while those categorised as 

not influenced are not included.  

3.4.3.1 Subsidiaries in FDI 

135. Subsidiaries in FDI are described as follows: 

(i) A subsidiary is an enterprise in which an investor owns more than 50% of its voting power 

i.e. it is controlled by the investor; 

(ii)  Where an investor and its subsidiaries combined own more than 50% of the voting power 

of another enterprise, this enterprise is also regarded as a subsidiary of the investor for FDI 

purposes; 

(iii)  In determining the scope of a direct investment relationship, the degree of influence that 

may be exercised through controlling links (more than 50% of voting power) is not 

diminished by the existence of multiple links in an ownership chain; 

- An enterprise controlled by a subsidiary of an investor or by a group of subsidiaries 

(which may also include the investor) is itself regarded as a subsidiary for FDI 

purposes. 

-   However, for clarification, it should be stressed that an enterprise controlled by an 

associate or any group including an associate  is regarded as an associate in the context 

of FDI. 

3.4.3.2 Associates in FDI 

136. Associates in FDI are described as follows: 

(i) An associate is an enterprise in which an investor owns directly at least 10% of the voting 

power and no more than 50%.  

(ii)  Where an investor and its subsidiaries combined own at least 10% of the voting power of an 

enterprise but no more than 50%, the enterprise is regarded as an associate of the investor for 

FDI purposes. 

(iii)  Where an associate, either as an individual or in combination with its subsidiaries, own more 

than 50% of an enterprise, this enterprise is regarded for FDI purposes as an associate of the 

higher level investor.  

(iv) In determining the scope of a direct investment relationship involving associates, the degree of 

influence that may be exercised through a single or cumulative influencing link (from 10% to 

50%) along an ownership chain is diminished by one degree. Thus, an enterprise which is an 

associate of a subsidiary - or of a group of the investorôs subsidiaries (which may include the 

investor) is regarded as an associate of the investor for FDI purposes. 
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3.4.3.3 Not relevant in FDI 

137. The following are not relevant in FDI: 

(i) An enterprise in which an investor owns less than 10% of its voting power is regarded as not 

influenced by the investor and is therefore out of the scope of the FDIR. However, it should be 

stressed that a particular investor in a chain of ownership within the FDIR may indirectly hold 

less than 10% (but more than 0%) of an enterpriseôs voting power; this enterprise should be 

included in the FDIR as a subsidiary or an associate of the investor if the relevant criteria 

described earlier in sub-section 3.4.3 are fulfilled e.g. as in the description of associates in the 

preceding section. 

(ii)  It should be also noted that an enterprise which is an associate of an enterprise associated to an 

investor is not influenced by this investor in the context of FDI, i.e. it is not regarded as an 

associate of the investor within the FDIR. 

3.4.3.4 Fellow enterprises in FDI 

138. The coverage of subsidiaries and associates within the FDIR along what might be termed 

ñverticalò FDI ownership chains is generally relatively straightforward.  However, an enterprise in one 

economy may be related through the FDIR to another enterprise in the same economy, or in a different 

economy, without either being a direct investor in the other, but through both being directly or indirectly 

influenced by the same enterprise in the ownership hierarchy. This 'common parent' must be a direct 

investor in at least one of enterprises in question.  Such enterprises can be considered to be related through 

a óhorizontalô linkage within the FDIR ï not involving FDI equity of 10% or more ï and are called fellow 

enterprises. It should be noted, however, that for FDI statistics, only cross-border transactions and 

positions between FDI-related enterprises should be recorded. Where there is no voting power acquired in 

a fellow enterprise, or where less than 10% of the enterpriseôs voting power is obtained, all the investment 

made by one fellow enterprise in one economy in its fellow in another economy is included in FDI 

statistics but needs to be distinguished in compiling the data to facilitate the preparation of FDI data on 

both the asset/liability and directional presentational bases referred to in Section 2.4. Therefore, for a 

particular compiler, fellow enterprises may be considered as those resident and non-resident enterprises 

related within the FDIR other than those which have a direct investor-direct investment enterprise 

relationship (i.e. under the ñ10% or moreò voting power criterion) with one another. It is likely that many 

fellow enterprises will be direct investment enterprises in their own right but, clearly, some will not. For 

example, if a resident direct investor, A, has a direct investment enterprise abroad, B, as well as a resident 

subsidiary, C, then C, by definition, is not a direct investment enterprise of A, but B and C are fellow 

enterprises within the FDIR covering A, B and C. 

139. Therefore, the direct investment relationship extends in both directions along an ownership chain 

from an enterprise to cover all of its subsidiaries and associates and all of the investors within the FDIR for 

which the enterprise is a subsidiary or an associate.  It also covers óacross chainô relationships as described 

below and in Figure 3.4 (See also Annex 4). 

140. It should be noted that identifying the extent of a direct investment relationship from an investor, 

B, which is an associate of another investor, A, may identify enterprises in a direct investment relationship 

with enterprise B that are not in a direct investment relationship with enterprise A. Determining the 

existence of one or more direct investment relationships under the FDIR depends largely on whether a 

common parent exists for enterprises in different ownership chains. 



 47 

141. It must be stressed that direct investment is only recorded when there is a financial transaction or 

position between entities in different economies that are in a direct investment relationship (including 

fellow enterprises). However, it should also be noted that the residence of units is not a feature of the 

definition of subsidiaries and associates for FDI purposes.  The FDIR may include within the relationship 

enterprises that are resident in the same economy.  

142. Figure 3.4 also highlights that equity positions within one economy may be important in 

determining the extent of a direct investment relationship.  Despite being resident-to-resident positions, the 

equity positions between enterprises B and E and between enterprises C and F are part of the equity 

determining the relationship between enterprises A and E and between enterprises A and F. 

 
Figure 3.4.  Joint Ownership 
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143. Box 3.4 below summarises the principles and norms that determine the extent of a direct 

investment relationship. 
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Box 3.4.  Direct Investment Relationships 

Basic types of enterprises: 

¶ A subsidiary is an enterprise in which the investor has control of more than 50% of the voting power; 

¶ An associate is an enterprise in which the investor has control of at least 10% of the voting power and no 

more than 50%; 

¶ Fellow enterprises are enterprises which do not have enough (or any) voting power in each other to 

constitute FDI influence but have a common parent. 

Principles for extending the relationship through indirect ownership: 

¶ A series of subsidiaries can continue as long as control exists at each stage in the ownership chain ï a chain 

such as that in Figure 3.1 can continue indefinitely. 

¶ Any subsidiary can extend the FDI relationship to an associate by owning from 10% to 50% of the voting 

power of that enterprise. 

¶ An associate can extend the FDI relationship to another associate of the higher level investor only by 

owning more than 50% of the voting power of that enterprise.  Such a chain of associates can be extended 

as long as majority ownership of voting power exists at each stage. 

Basis for extending the relationship through joint ownership: 

¶ Where the investor and its subsidiaries combined own more than 50% of the voting power of an enterprise, 

this enterprise is a subsidiary of the investor. 

¶ Where the investor and its subsidiaries combined own at least 10% of the voting power of an enterprise but 

no more than 50%, this enterprise is an associate of the investor. 

¶ Where an investorôs associate and the associateôs subsidiaries combined own more than 50% of the voting 

power of an enterprise, the enterprise is an associate of the investor. 

 

144. Recognising practical difficulties compilers may encounter in fully applying the FDIR, two 

alternative methods may be applied: the ñparticipation multiplicationò method, and the ñdirect 

influence/indirect controlò method.  Should compilers choose to apply either of these alternative methods 

due to practical difficulties in implementing the FDIR, they should include this information in their 

metadata.  However, such countries should endeavour to move towards applying the FDIR over time. 

145. Annex 4 provides more information and further examples concerning the determination of the 

extent of the direct investment relationship under the FDIR along with the two alternative methods.  It also 

describes the practical implementation of the FDIR for measuring investment income credits and debits, 

and for classifying financial account transactions and international investment positions. 

3.4.4. The Debtor/Creditor principle 

146. In compiling and presenting FDI statistics, account must be taken that information on the funding 

received or provided or on the associated FDI income flows may be collected by different means and from 

different sources. The geographical allocation of the amounts involved, firstly determining whether they 

are between residents and non-residents and then, for the latter, determining the specific economy 

involved, depends on the allocation method used. This Benchmark Definition strongly recommends the use 

of the debtor/creditor principle. A debtor is a person or an entity which has a financial obligation to 

another person or entity. Conversely, a creditor is a person or entity which has a financial claim on another 

person or entity. Therefore, a debtor has a financial liability to a creditor and a creditor has a financial 
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claim (an asset) on a debtor.  For FDI statistical purposes, under the debtor/creditor principle, the FDI 

assets (both transactions and positions) of the compiling economy are allocated to the economies of 

residence of the non-resident debtors; its FDI liabilities are allocated to the economies of residence of the 

non-resident creditors allocated on the basis of the debtor/creditor principle. Therefore, adherence to this 

principle ï although in some cases it may be difficult to implement ï results in a complete and 

conceptually consistent set of flows and stocks data at a country or regional level. Use of other allocation 

approaches (such as the economy of the transactor) can lead to incorrect results between transactions and 

positions at bilateral (country or regional) level. 

3.4.5.  The Asset/Liability principle and the Directional principle 

147. This Benchmark Definition recommends that FDI data be presented in two ways: on a 

straightforward asset/liability basis (i.e. under the asset/liability principle) and reflecting the direction of 

direct investment influence within the context of the FDIR (i.e. under the directional principle). The two 

principles are described as follows: 

ü Asset/Liability principle.  Under this approach, a compiling economy reports for resident 

institutional units classified under the FDIR as direct investors, direct investment enterprises 

or as fellow enterprises, all FDI financial claims on and obligations to non-residents using the 

normal balance sheet data showing gross assets and liabilities for positions, and net 

transactions for each category. The data presented on this basis, while compiled 

distinguishing the nature of the relationship between the FDIR counterparts, do not 

incorporate any offsetting of reverse direct investment transactions or positions in equity or 

debt between a direct investment enterprise and its direct investor. Similarly, the 

asset/liability presentation does not incorporate any offsetting of any transactions or positions 

between fellow enterprises (see directional principle).   

ü Directional principle.  Presentation of the FDI data on a directional basis is designed to 

provide users with information reflecting the direction of influence underlying the direct 

investment. This requires a compiling economy to determine whether the investment was 

inward (labelled as inward foreign direct investment) i.e. that the influence giving rise to it 

originated abroad, and that it resulted in the establishment by a non-resident direct investor of 

a direct investment enterprise resident in that economy; or that it was outward (labelled as 

outward foreign direct investment) i.e. that the influence giving rise to it originated within the 

compiling economy, and that it resulted in the establishment by a resident direct investor of a 

direct investment enterprise abroad.  This was also the recommendation in the previous 

edition of the Benchmark Definition. In the latest edition, the application of the directional 

principle has been extended to cover transactions and positions between fellow enterprises 

covered by the FDIR. In this context, the determination by a compiling economy of the 

direction of the investment (inward or outward) transactions and positions between a resident 

fellow enterprise and a non-resident fellow enterprise is made by reference to the broad 

residency of the ultimate controlling parent (i.e. whether it is resident or non-resident) of the  

fellow enterprises. If the ultimate controlling parent is a resident of the compiling economy, 

then the transactions and positions between the two fellow enterprises are categorised as 

outward foreign direct investment; if the ultimate controlling parent is not a resident of the 

compiling economy, then the transactions and positions between the two fellow enterprises 

are categorised as inward foreign direct investment. Where reverse investment exists or where 

investment occurs between fellow enterprises, this treatment is very likely to result in the 

overall inward direct investment position for an economy being lower in magnitude than the 

overall direct investment liability position presented on an asset/liability basis. The equivalent 

outcome to that for overall inward direct investment will also result for the overall outward 
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direct investment position data compared to the overall direct investment assets. Depending 

on the particular investment circumstances which may exist in a reference period, similar, or 

indeed opposite, effects may arise when comparing the two presentations for FDI transactions 

data. 
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CHAPTER 4 

FDI  COMPONENTS, ACCOUNTS AND SCOPE 

4.1 Summary 

148. This chapter describes the components, accounts and scope of foreign direct investment (FDI). 

149. Chapters 2 and 3 both emphasized how it is only voting power, usually derived from owning 

voting equity, which is used to determine whether a direct investment relationship exists. However, once 

the relationship exists, measures of the direct investment between enterprises resident in different 

economies covered in the Framework for Direct Investment Relationship (FDIR) include all immediate 

equity and debt positions and transactions between the related parties.  

150. The first part of this chapter discusses the components of FDI which cover the types of financial 

instruments involved in direct investment transactions/positions. This is followed by a discussion of the 

accounts which represent the three measures concerning FDI, i.e. foreign direct investment positions, FDI 

financial transactions and FDI income. Each of these three measures includes detailed accounts that serve 

as building blocks for FDI. These building blocks can be arranged in different presentations that will be 

explained in this chapter.  A fourth account referred as the ñother changesò account provides the link 

between the financial transactions and the positions.  

151. The third part of this chapter discusses the scope of FDI in terms of the presentation of 

aggregated versus detailed FDI statistics and the differences concerning their coverage, inclusions and 

exclusions.  

4.2 FDI components  

152. The main financial instrument components of FDI are equity and debt instruments (see Box 4.1). 

Equity includes common and preferred shares (exclusive of non-participating preference shares which 

should be included under debt), reserves, capital contributions and reinvestment of earnings. All cross-

border positions and transactions in equity between FDI-related enterprises (see Chapter 3) are included in 

FDI. Dividends, distributed branch earnings, reinvested earnings and undistributed branch earnings are 

components of FDI income on equity. 

153. Debt instruments include marketable securities such as bonds, debentures, commercial paper, 

promissory notes, non-participating preference shares and other tradable non-equity securities as well as 

loans, deposits, trade credit and other accounts payable/ receivable. All cross-border positions and 

transactions related to these instruments, between enterprises covered by an FDI relationship other than 

between related financial intermediaries are included in FDI. The interest returns on the above instruments 

are included in FDI income on debt.   

154. Positions and transactions in financial derivatives between entities in a direct investment 

relationship should be excluded from direct investment. 
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155. Direct investment assets and liabilities for both equity and debt can be further classified by the 

nature of the relationship between the resident and non-resident FDI counterpart to the FDI position or 

transaction.  

ü Direct investment assets can be ascribed to the following three categories: 

(i) investment by a resident direct investor in its non-resident direct investment enterprises 

(ii)  reverse investment by a resident direct investment enterprise in its non-resident direct 

investor(s) 

(iii)  investment by a resident fellow enterprise in non-resident fellow enterprises 

ü Direct investment liabilities can be ascribed to the following three categories: 

(i) investment of non-resident direct investor in resident direct investment enterprises 

(ii)  reverse investment of non-resident direct investment enterprises in resident direct investors 

(iii)  investment of non-resident fellow enterprises in resident fellow enterprises 

156. These three categories of assets and liabilities lead to the classes and sub-classes itemised in the 

account presentations that follow.  These categories are useful for analysis.  In the first category, the 

financing flows in the same direction as the influence or control, from the direct investor to the direct 

investment enterprise.  This is in line with the core principle for direct investment that a direct investor 

acquires influence or control through the provision of financing. 

157. In the second category reverse investment, financing flows in the opposite direction as the 

influence or control.  This category reflects the reverse of the standard FDI financing flows as the direct 

investor uses its influence to have its direct investment enterprises provide equity or debt financing for its 

own operations (see Section 4.3 for further details). Such investments, defined as reverse investments, are 

limited to cases where the acquisition of voting power by a direct investment enterprise in its direct 

investor does not meet the 10% criterion for establishing a separate direct investment relationship in its 

own right. 

158. The last category shows financing involving fellow enterprises that have no direct investment 

influence upon one another (i.e. the 10% voting power criterion is not met as there is not sufficient equity 

ownership in each other) but have a common parent.  

159. Reinvested earnings and reinvestment of earnings are separately identified components of equity 

in the FDI income account and in the FDI transactions account respectively. These flows are identified 

only between the direct investment enterprise and its immediate direct investors (although the value of 

these flows should reflect income earned from directly and indirectly owned direct investment enterprises 

through the current operating performance concept, see Annex 6). In cases where the equity asset holder 

has less than 10% voting power (reverse investment and investment in fellow enterprises), reinvested 

earnings and reinvestment of earnings are not recorded. 

160. In summary direct investment equity and debt are (a) financing provided by a direct investor to a 

directly or indirectly owned direct investment enterprise or (b) financing received from a directly or 

indirectly owned direct investment enterprise by a direct investor or (c) financing provided by or to fellow 

enterprises.  
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Box 4.1.  Financial instruments related to foreign direct investment   

Equity: comprises: (i) equity in branches; (ii) all shares in subsidiaries and associates (except non-participating, 

preferred shares that are treated as debt securities and included under direct investment, debt instruments); and 

(iii) other contributions of an equity nature. Ownership of equity is usually evidenced by shares, stocks, 

participations, depositary receipts or similar documents. Shares and stocks have the same meaning while 

depositary receipts are securities that represent ownership of securities by a depositary.  This category includes 

proprietorsô net equity in quasi-corporations, as well as shares and equity in corporations.  It also includes 

preferred stocks or shares that provide for participation in the residual value on dissolution of an incorporated 

enterprise.  Reinvestment of earnings comprises the claim of direct investors (in proportion to equity held) on 

the retained earnings of direct investment enterprises.  Reinvestment of earnings represents financial account 

transactions that contribute to the equity position of a direct investor in a direct investment enterprise. 

Deposits: Typical forms of deposits include savings deposits, term deposits, transferable and non-transferable 

deposits in local or foreign currencies. (see the SNA guidelines for a more specific definition of deposits).  

Debt securities: include non-participating preferred shares, bonds, debentures, commercial paper, promissory notes 

and other non equity securities.  

Loans:  Loans are financial assets that are created when a creditor lends funds directly to a debtor through an 

instrument that is not intended to be traded. This category includes all loans and advances (except accounts 

receivable/payable which are treated as a separate category of financial assets). It also covers the treatment of 

financial leases and repurchase agreements. 

Trade credit (receivables and payables) between FDI related enterprises. It represents short-term credit in the 

ordinary course of business by suppliers/buyers of goods and services. These credits are registered from the 

time the goods or services are provided until payment is received (or vice versa).  

Other accounts receivable/payable includes advances and deferred payments in respect of exchange of non-

produced assets.  

Note:  Financial derivatives are not included in direct investment  

 

161. Within reverse investment, direct investment enterprises may raise loans which they on-lend to 

their direct investor, or may make loans to their direct investor from their own resources, so-called reverse 

investment. Such loans should be treated as direct investment debt and be included in the direct investment 

statistics. Similarly, loans involving fellow enterprises should be included under debt in direct investment 

statistics. 

162.  It is important to stress that all debt transactions and positions directly between two financial 

intermediaries within a direct investment relationship should be excluded from direct investment statistics 

(see Section 4.4.3 Banks and other financial intermediaries). 

163. Direct investors may make loans to or borrow funds from their indirectly owned direct 

investment enterprises. An indirect ownership interest exists when a direct investment enterprise that is 

directly owned, in turn, has an equity holding in another non-resident direct investment enterprise, thereby 

making the first direct investment enterprise a direct investor in the second direct investment enterprise. In 

this example, the direct investor at the top of the ownership chain holds an indirect ownership interest in 

the enterprise at the bottom of the ownership chain. Transactions and positions between all these directly 

and indirectly owned enterprises should be included in direct investment if they meet the requirements of 

the FDIR (see Section 3.4.3). 
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164. Under the FDIR, if the indirect ownership in direct investment enterprises is not included in 

direct investment relationships, some transactions/positions between the direct investor and its indirectly 

owned direct investment enterprises may be excluded from the direct investment statistics as well as the 

corresponding earnings. Economies which do not require their companies to produce world-wide 

consolidated company accounts may have difficulties in obtaining information on all indirectly owned 

subsidiaries and associates in order to produce direct investment statistics according to FDIR. 

165. A direct investment enterprise or a fellow enterprise may also have loans or balances due to or 

from fellow enterprises abroad. None of these related enterprises needs to hold a 10% or more voting 

power in the other as long as they have directly or indirectly a common parent. 

166. As a result, financial transactions and positions between an enterprise and its fellow enterprise, 

both included in the FDIR, are part of FDI, even though there may be no equity participation between 

them. For example, B, a direct investment enterprise of A, may raise funds which, under instructions from 

A, it lends to C, another direct investment enterprise of A. Such transactions/positions should be 

considered direct investment between the economy of B and the economy of C, even though there is no 

equity participation between B and C.  Similarly, if a resident direct investor, A, has a direct investment 

enterprise abroad, B, as well as a resident subsidiary, C, then C is, by definition, not a direct investment 

enterprise of A, but B and C are fellow enterprises within the FDIR covering A, B, and C.  Therefore, 

transactions between B and C should be recorded as direct investment. 

4.3 FDI accounts  

167. The main accounts for presenting FDI statistics are FDI positions, FDI transactions and FDI 

income. These accounts are described below along with a description of other changes that may impact on 

the value of FDI positions and transactions. 

168. Building on the three categories of assets and liabilities and the descriptions of the previous 

section, six classes of direct investment assets and six classes of direct investment liabilities can be defined 

that will serve as the building blocks for the presentations of FDI statistics described in this section.  These 

building blocks are consistent with the information requirements of earlier editions of the Benchmark 

Definition.  The classes of assets and liabilities in or to fellow enterprises are further subdivided into two 

sub-classes according to the residence of the ultimate controlling parent (UCP), i.e. the direct investor at 

the top of the control chain. 

ü Direct investment assets: (FDI Assets = A1+A2+A3+A4+A5+A6) 

A1: Equity assets of direct investors in direct investment enterprises 

A2: Debt instrument assets of direct investors in direct investment enterprises  

A3:  Equity assets of direct investment enterprises in their direct investors (reverse investment) 

A4: Debt instrument assets of direct investment enterprises in their direct investors (reverse 

investment) 

A5: Equity assets in fellow enterprises abroad 

A5.1: If ultimate controlling parent is resident 

A5.2: If ultimate controlling parent is non-resident 

A6: Debt instrument assets in fellow enterprises abroad 

A6.1: If ultimate controlling parent is resident 

A6.2: If ultimate controlling parent is non resident 
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ü Direct investment liabilities:  (FDI Liabilities = L1+L2+L3+L4+L5+L6) 

L1: Equity liabilities of direct investment enterprises to direct investors 

L2: Debt instrument liabilities of direct investment enterprises to direct investors  

L3:  Equity liabilities of direct investor to their direct investment enterprises (reverse investment) 

L4: Debt instrument liabilities of direct investor to their direct investment enterprises (reverse 

investment) 

L5: Equity liabilities to fellow enterprises abroad 

L5.1: If ultimate controlling parent is non resident 

L5.2: If ultimate controlling parent is resident 

L6: Debt instrument liabilities to fellow enterprises abroad 

L6.1: If ultimate controlling parent is non resident 

L6.2: If ultimate controlling parent is resident 

169. These building blocks are based on balance sheet entries of direct investors, direct investment 

enterprises and fellow enterprises. 

170.  Each of these classes can be also classified by the industrial activity and residence of the 

counterparties.  Discussion of these dimensions is covered in Chapter 7. 

171. These building blocks can be arranged in different presentations suitable for a variety of 

analytical requirements.  Macroeconomic accounts, balance of payments and the national accounts present 

financial data primarily on an asset and liability basis. Thus, FDI data on this basis are useful when 

analysing direct investment in relation to other macro-economic variables of the external sector of the 

economy. In addition, most FDI data are compiled as part of the balance of payments programs in each 

country, bridging macro-economic accounts and other presentations of FDI statistics. 

172. The Benchmark Definition also calls, as prescribed in its earlier editions, for the presentation of 

FDI statistics according to the directional principle which requires the rearrangement of some of these 

building blocks. Data presented on the basis of the directional principle are better suited for some types of 

analysis. In particular it is the preferred presentation for industry and country data described later in this 

Benchmark Definition. Under the directional principle, when the direct investment enterprise holds less 

than 10% of the voting power in its direct investor, any reverse investment (either equity or debt) from the 

direct investment enterprise to its direct investor is to be accounted for under outward or inward FDI (as 

appropriate) as opposed to the asset/liability equivalent.   

173. Similarly, recording of transactions and positions between fellow enterprises under the 

directional principle  (categories A5, A6 and L5, L6) is to be made as appropriate by transposing where 

necessary their asset/liability equivalents to provide the directional information.  This generally results in 

overall outward and inward FDI statistics being lower in magnitude than those presented on an 

asset/liability basis (but cases can arise where the opposite occurs).   In order to apply the directional 

principle as presented in the exhibits below, the recording of direct investment between fellow enterprises 

(i.e. where they are covered by the FDIR) is to be presented according to the residence of the immediate 

counterpart but the direction of the investment is to be determined according whether the ultimate 

controlling parent is a óresidentô or a ónon-residentô of the compiling economy. In other words, if the 

ultimate controlling parent is not a resident of the compiling economy, all transactions and positions 

between the fellow enterprises are classified as inward FDI. If the ultimate controlling parent is resident in 

the compiling economy, all transactions and positions between that fellow enterprises are classified as 
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outward FDI. Once the direction of the transaction/position is determined, in either case, the geographical 

allocation should be made on the basis of the location of the immediate counterparts.  

4.3.1 FDI positions 

174. For FDI positions, investment is disaggregated into equity and debt instruments; the 

accumulation of reinvestment of earnings (or the closing balance of retained earnings in proportion to the 

equity held) is not recorded separately in positions data as it is included in the overall calculation of 

ñequityò when recorded at market value. 

175. Exhibits 4.1 and 4.2 below are included to illustrate how these building blocks are used to 

construct the various measures of FDI that are required.  These illustrations may be different to the 

standard and supplemental presentations for reporting FDI statistics which are described in Annex 2. 

176. To illustrate the asset/liability approach, the six classes presented above are to be grouped as 

follows:  

Exhibit 4.1.  FDI Positions According to the Asset/Liability Principle 

Assets Liabilities  

  

  Of direct investors in direct investment 

enterprises 

  Of direct investment enterprises to direct 

investors 

A1    Equity  L1    Equity   

A2   Debt instruments L2    Debt instruments 

  

Of direct investment enterprises in direct 

investors (reverse investment) 

Of direct investor to  direct investment 

enterprises (reverse investment) 

    

 A3   Equity  L3    Equity  

 A4   Debt instruments L4    Debt instruments 

  

 In fellow enterprises To fellow enterprises 

A5    Equity   L5   Equity   

A5.1 If ultimate controlling parent is resident L5.1 If ultimate controlling parent is non resident 

A5.2 If ultimate controlling parent is non resident L5.2 If ultimate controlling parent is resident 

A6    Debt instruments  L6   Debt instruments 

A6.1 If ultimate controlling parent is resident L6.1 If ultimate controlling parent is non resident 

A6.2 If ultimate controlling parent is non resident L6.2 If ultimate controlling parent is resident 

 

177. As mentioned already in this Benchmark Definition, two terms are used in presenting FDI 

statistics according to the directional principle: Outward FDI and Inward FDI. Outward FDI includes the 

net assets of resident enterprises exerting control or influence on non-resident enterprises (net assets of 

resident direct investors and net assets in fellow enterprises abroad when the UCP is resident). Inward FDI 

includes the net liabilities of resident enterprises controlled or influenced by non-resident enterprises (net 

liabilities of resident direct investment enterprises to direct investors and net liabilities to fellow enterprises 

abroad when the UCP is non-resident). The components of outward and inward FDI are schematically 

shown as follows: 
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Exhibit 4.2.  FDI Positions According to the Directional Principle 

Outward Foreign Direct Investment Inward Foreign Direct Investment 

  

Outward equity position:  Inward equity position:  

A1  Equity assets of DI in DIE  L1  Equity liabilities of DIE to DI   

-L3  Equity liabilities of DI to DIE* (reverse 

investment) 

-A3  Equity assets of DIE in DI* (reverse 

investment) 

A5.1  Equity assets in fellow enterprises abroad (if 

ultimate controlling parent is resident) 

L5.1  Equity liabilities to fellow  enterprises 

abroad (if ultimate controlling parent is non-

resident) 

-L5.2  Equity liabilities to fellow enterprises 

abroad* (if ultimate controlling parent is resident) 

-A5.2 Equity assets in fellow enterprises abroad* 

(if ultimate controlling parent is non-resident) 

    

Outward debt instruments position: Inward debt instruments positions:  

A2  Debt instruments assets of DI in DIE L2  Debt instruments liabilities of DIE to DI 

-L4  Debt instruments liabilities  of DI to DIE* 

(reverse investment)  

-A4  Debt instruments assets of DIE in DI* 

(reverse investment)  

A6.1  Debt instruments assets in fellow enterprises 

abroad (if ultimate controlling parent is resident) 

L6.1  Debt instruments liabilities to fellow  

enterprises abroad (if ultimate controlling parent 

is non-resident) 

-L6.2  Debt instruments liabilities to fellow  

enterprises abroad* (if ultimate controlling  parent 

is resident) 

-A6.2 Debt instruments assets in fellow 

enterprises abroad* (if ultimate controlling parent 

is non-resident) 

   

* entered as a deduction in outward or inward FDI 

 

178. FDI asset positions under the asset/ liability principle are (generally) greater than FDI outward 

positions calculated according to the directional principle. In the same manner, FDI liability positions 

under the asset/liability principle are (generally) greater than the FDI inward positions calculated according 

to the directional principle. The difference between the two presentations is equal to the sum of the assets 

of residents in non-residents when the residents are controlled or influenced by non-residents (either 

directly in the case of reverse investments or ultimately for positions with fellow enterprises) and of the 

liabilities of residents to non-residents when the residents are exerting control or influence on non-residents 

(either directly in the case of reverse investments or ultimately for positions with fellow enterprises). 

Comparing the two presentations as follows: 

179. The difference between the asset position and the outward FDI position is equal to:  

(A1+A2+A3+A4+A5+A6) ï (A1-L3+A5.1-L5.2+A2-L4+A6.1-L6.2) 

which simplifies to 

A3+A4+A5.2+A6.2+L3+L4+L5.2+L6.2. 

ü The difference between the liability position and the inward FDI position is equal to: 

(L1+L2+L3+L4+L5+L6) ï (L1ïA3+L5.1-A5.2+L2ïA4+L6.1-A6.2) 

which simplifies to 

A3+A4+A5.2+A6.2+L3+L4+L5.2+L6.2. 
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180. The net position (outward FDI less inward FDI and assets less liabilities) is the same for both 

presentations; i.e., the difference between FDI assets and FDI liabilities is equal to the difference between 

outward FDI and inward FDI.  

4.3.1.1 Equity position 

181. Equity positions cover all components of shareholdersô funds (proportionate to the percentage of 

shares held). They, therefore, include equity, contributed surplus, reinvestment of earnings, revaluations, as 

well as any reserve accounts (Exhibit 4.1, items A1 and L1). Reinvestment of earnings is not recorded for 

either reverse investment (items A3, L3) or for investment between fellow enterprises (items A5 and L5) 

where neither party holds 10% or more of the voting power in one another. The reason for not imputing 

reinvested earnings/reinvestment of earnings in these cases is that, as these parties do not have at least 10% 

of voting power in the other, none of them can exert influence over the earnings distribution policy of the 

enterprise. Reinvested earnings/reinvestment of earnings apply only between a direct investment enterprise 

and its immediate direct investor.  

182. As noted earlier, equity positions may arise from reverse investment, which occurs when a direct 

investment enterprise acquires an equity or debt claim on its direct investor without holding 10% or more 

of the voting power. In addition, as stated above, items A3, A5 and L3, L5 consist solely of equity capital, 

i.e., reinvestment of earnings is excluded when the level of the equity investment is less than 10% of the 

voting securities of the direct investor. This exclusion would apply only if equity investment is recorded at 

book value. Since the Benchmark Definition recommends market value as the valuation of FDI positions, 

in principle this differentiation does not apply. In instances where a direct investment enterprise, holding 

less than 10% of the voting power in its direct investor, increases that voting power to 10% or more, the 

direct investment enterprise becomes, in its own right, a direct investor and a separate direct investment 

relationship is established with its direct investor. Similarly, when a fellow enterprise, holding less than 

10% of the voting power in a non-resident fellow enterprise, increases that voting power to 10% or more, 

the acquiring enterprise becomes a direct investor in the foreign affiliate. How these transactions and the 

related changes in FDI positions are to be recorded is discussed further below (see Section 4.3.4.5). 

183. It should therefore be emphasised that where a resident direct investment enterprise acquires a 

10% or more voting power interest in its direct investor or in a fellow enterprise resident in a different 

economy, it is not treated as reverse (equity) investment in the first case but rather as a direct investment 

asset (item A1) in both cases, as the threshold of 10% of voting power has been reached to create a direct 

investor. Similarly, where a FDI enterprise holds 10% or more of the voting power of the resident direct 

investor or in fellow enterprises resident in different economies than itself, the investment should be 

recorded as direct investment liabilities (item L1) by the economies receiving the investment, as, by 

reaching 10% of the voting power in the resident enterprise, the non-resident enterprise itself becomes a 

direct investor.  

4.3.1.2 Debt instruments positions   

184. Inter-company accounts should be separately recorded for assets and liabilities.  Debt positions 

include payables and receivables between enterprises in a direct investment relationship arising from loans, 

deposits, debt securities, suppliersô (trade) credit, financial leases, and non-participating preference 

(preferred) shares.
28

 However, debt positions between FDI related financial intermediaries (such as 

commercial banks, savings institutions, credit unions, mutual funds or finance companies) are excluded 

from direct investment (though this exclusion does not apply if one of the parties is a holding company). 

                                                      
28. Positions in derivative financial instruments are excluded, as they are not considered to be part of direct 

investment. 
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The reason for this is that they are taken to represent ñnormal banking-type businessò, so that their very 

nature is quite different from that of other direct investment enterprises. Consequently, it is felt that the 

inclusion of debt instruments between such related financial intermediaries would produce misleading 

results.  

185. For assets, positions should be recorded separately for the various debt instruments that: 

ü the resident direct investor holds in its direct investment enterprises 

ü the resident direct investment enterprise holds on its direct investor(s) 

ü the resident fellow enterprises hold in other fellow enterprises abroad 

186. For liabilities, positions should be separately recorded for the various debt instruments that: 

ü the resident direct investment enterprise issues to its direct investor(s) 

ü the resident direct investor issues to its direct investment enterprise(s) 

ü the resident fellow enterprises  issue to other fellow enterprises abroad 

4.3.1.3 Changes in direct investment positions 

187. Direct investment positions may change either due to transactions or due to other changes.  

Transactions arise when parties of two different economies buy, sell, borrow, or lend to one another, and 

when a resident in one economy provides (or receives) something of value to (from) a resident in another 

economy by agreement. Other changes in direct investment positions resulting from changes in foreign 

currency exchange rates, debt being written off and other types of holding gains or losses are examples of 

items that should be recorded as appropriate in the óOther Changesô account. See section 4.3.4 for a further 

description of this category. 
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4.3.1.4  Reconciliation of presentations according to the ñasset/liabilityò and the ñdirectionalò 

principles: A numerical example 

188. The numerical example in the figure below illustrates the differences in FDI presentations 

moving from the asset liability/principle to the directional principle: 

In this example each of the enterprises A through E is in a different economy: 

 

Loan = $25  

Trade credit = $20  

Loan = $75 

8% equity = $8 

100% equity = $300 

100% equity = $200 

100% equity = $100 

100% equity = $100 

 

B 

 

C 

 

D 

 

E 

 

A 

Loan = $50  
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Taking B as the reporting economy: 

     Asset liability principle: Net FDI liability position:  $72 

Assets $303 Liabilities  $375 

    

  Of direct investors in direct investment 

enterprises 

    Of  direct investment enterprises to direct 

investor 

 

A1    Equity 

Equity in C 

 

$200 

L1    Equity 

Equity from A 

 

$300 

A2   Debt instruments 

Trade Credit in C 

 

$20 

L2    Debt instruments  

    

 Of direct investment enterprises in direct 

investorï Reverse investment 

  Of direct investor to direct investment 

enterprisesï Reverse investment 

 

 A3   Equity 

Equity in A 

 

 

$8 

L3    Equity  

 A4   Debt instruments  L4    Debt instruments 

Loan from C 

Loan from D 

 

$25 

$50 

    

 In fellow enterprises  To fellow enterprises  

A5    Equity   L5   Equity  

A6    Debt instruments 

A6.2 Loan to E 

 

 

$75 

 L6   Debt instruments  

 

Directional principle: Net inward FDI position: $72 

Outward Foreign Direct Investment 145 Inward Foreign Direct Investment 217 

    

Outward equity position:   

 

 

Inward equity position:   

 

 

A1  Equity assets of DI in DIE  200 L1  Equity liabilities of DIE to DI    

 

300 

-L3  Equity liabilities of DI to DIE  -A3  Equity assets of DIE in DI -8 

A5.1  Equity assets in fellow enterprises (if ultimate 

controlling parent is resident) 

 

 

 

L5.1  Equity liabilities to fellow enterprises (if 

ultimate controlling parent is non-resident) 

 

-L5.2  Equity liabilities to fellow enterprises (if 

ultimate controlling parent is resident) 

 

 

 

-A5.2 Equity assets in fellow enterprises (if 

ultimate controlling parent is non-resident) 

 

      

Outward debt instruments position:  Inward debt instruments positions:   

A2  Debt instruments assets of DI in DIE 20 

 

L2  Debt instruments liabilities of DIE to DI  

-L4  Debt instruments liabilities  of DI to DIE -25 

-50 

-A4  Debt instruments assets of DIE in DI  

A6.1  Debt instruments assets in fellow enterprises (if 

ultimate controlling parent is resident) 

 L6.1  Debt instruments liabilities to fellow 

enterprises (if ultimate controlling parent is 

non-resident) 

 

-L6.2  Debt instruments liabilities to fellow 

enterprises (if ultimate controlling parent is resident) 

 -A6.2 Debt instruments assets in fellow 

enterprise (if ultimate controlling parent is non-

resident) 

-75 
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ü The same component entries appear in both accounts but the entries shown as negative 

amounts in the directional table correspond to the relevant positive entries on the opposite 

side of the asset/liability table. 

ü Gross values of assets and liabilities are presented 

ü In both presentations net FDI is the same($72) 

Under the directional principle: 

ü The reverse investment asset position with A effectively reduces the  the aggregate headline 

inward FDI position of B (it is netted out) 

ü There is a negative inward FDI debt liability position into E resulting from the recording of 

loans with fellow enterprises (as the ultimate controlling parent of ñBò is non-resident). This 

also reduces the aggregate headline inward FDI position of B. 

ü The outward FDI position is effectively reduced as a result of the recording of the reverse 

investment loans from C and D (as in the preceding edition of the Benchmark Definition). 

Under the asset/ liability principle: 

ü There is an asset position with A that contributes to the gross total. 

ü There is a liability position with C that contributes to the gross total. 

ü The notion of inward and outward FDI is replaced by the notion of FDI asset and FDI 

liability. 

4.3.2 FDI financial transactions 

189. Direct investment transactions are all transactions between direct investors, direct investment 

enterprises, and/or other fellow enterprises.  In the case of transactions the Equity Asset and Liability 

classes A1 and L1 are further subdivided into two sub-components: 

A1: Equity assets of direct investors in direct investment enterprises 

A1.1 Equity transactions  

A1.2 Reinvestment of earnings 

L1: Equity liabilities of direct investment enterprises to direct investor 

L1.1 Equity transactions  

L1.2 Reinvestment of earnings 

190. It is recommended that separate figures be collected and published for transactions in equity 

capital, reinvestment of earnings and debt for both direct investment assets and direct investment liabilities. 
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191. For transactions, the asset/liability principle is schematically shown as follows: 

Exhibit 4.3.  Foreign Direct Investment Transactions According to the Asset/Liability Principle 

Transactions in Assets Transactions in Liabilities 

Of direct investors in direct investment 

enterprises 

Of direct investment enterprises to direct 

investors  

  

A1    Equity   L1    Equity   

A1.1 Equity transactions  L1.1 Equity transactions  

A1.2 Reinvestment of earnings L1.2 Reinvestment of earnings 

A2   Debt instruments L2    Debt instruments 

                

Of direct investment enterprises in direct 

investors- Reverse investment 

 Of direct investors to direct investment  

enterprises ï Reverse investment  

  

A3   Equity   L3    Equity   

A4   Debt instruments L4    Debt instruments 

  

In fellow  enterprises To fellow  enterprises  

A5   Equity   L5   Equity   

A5.1  If ultimate controlling parent is resident L5.1  If ultimate controlling parent is non-

resident 

A5.2  If ultimate controlling parent is non-

resident 

L5.2  If ultimate controlling parent is resident 

A6  Debt instruments L6  Debt instruments 

A6.1  If ultimate controlling parent is resident L6.1  If ultimate controlling parent is non-

resident 

A6.2  If ultimate controlling parent is non-

resident 

L6.2  If ultimate controlling parent is resident 
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192. To illustrate the directional principle for transactions, the FDI elements are schematically shown 

as follows: 

Exhibit 4.4.  Foreign Direct Investment Transactions According to the Directional Principle 

Outward Foreign Direct Investment Inward Foreign Direct Investment 

  

Outward equity transactions Inward equity transactions 

A1  Equity assets of DI in DIE L1  Equity liabilities of DIE to DI   

A1.1 Equity transactions  L1.2 Equity transactions  

A1.2 Reinvestment of earnings L1.2 Reinvestment of earnings 

-L3  Equity liabilities of DI to DIE(reverse 

investment)*   

-A3  Equity assets of DIE in DI (reverse 

investment)*   

A5.1 Equity assets in fellow enterprises abroad 

(if ultimate controlling parent is resident) 

 L5.1  Equity liabilities to fellow  enterprises 

abroad (if ultimate controlling parent is non-

resident) 

-L5.2  Equity liabilities to fellow enterprises 

abroad* (if ultimate controlling parent is 

resident) 

-A5.2 Equity assets in fellow enterprises abroad* 

(if ultimate controlling parent is non-resident) 

Outward debt instruments transactions Inward debt instruments transactions 

A2  Debt instruments assets of DI in DIE  L2  Debt instruments liabilities of DIE to DI  

-L4  Debt instruments liabilities of DI to DIE 

(reverse investment)* 

-A4  Debt instruments assets of DIE in DI 

(reverse investment)* 

A6.1  Debt instruments assets in fellow  

enterprises abroad (if ultimate controlling parent 

is resident) 

L6.1  Debt instruments liabilities to fellow  

enterprises abroad* (if ultimate controlling 

parent is non-resident) 

-L6.2  Debt instruments liabilities to fellow  

enterprises abroad* (if ultimate controlling 

parent is resident) 

-A6.2  Debt instruments assets in fellow  

enterprises abroad* (if ultimate controlling 

parent is non-resident) 

  

* entered as a deduction in outward or inward FDI 

 

193. As explained in the section on foreign direct investment positions, the presentation of outward 

foreign direct investment transactions is different to that for foreign direct investment assets. Similarly, the 

presentation for inward foreign direct investment transactions is different to that for foreign direct 

investment liabilities.  These differences essentially involve transposing reverse transactions and 

transactions between fellow enterprises in the two presentations (see Section 4.3.1) 

4.3.2.1 Equity and reinvestment of earnings    

194. Transactions by a direct investor in the equity of its direct investment enterprises include both 

reinvestment of earnings and other equity transactions [Exhibits 4.3 and 4.4, items A1 (A1.1, A1.2) and L1 

(L1.1, L1.2)].  Transactions by a direct investment enterprise in the equity of its direct investor (reverse 

investment; items A3 and L3) or in the equity of a fellow company (items A5 and L5) do not include 

reinvestment of earnings.  
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4.3.2.2 Equity transactions 

195. Equity increases result from a direct investorôs establishment of a new direct investment 

enterprise, through  

(a) its initial acquisition of equity that represents a 10%-or-more voting power interest in 

an existing enterprise,  

(b) its acquisition of an additional voting share ownership interest in an existing 

enterprise which takes the accumulated holding to at least the 10% voting power 

threshold, and  

(c) from its equity contributions to an existing direct investment enterprise. 

196. Equity decreases result from  

(a) the liquidation of a direct investment enterprise,  

(b) the partial or total sale of an ownership interest in a direct investment enterprise, and 

(c) the return of capital contributions.   

(d) liquidating dividends, which are considered to be a withdrawal of equity rather than a 

distribution of income. 

197. For a given category of equity transactions (items A1, A3, A5 and L1, L3, L5), decreases in 

assets are deducted from increases in assets to derive the net transactions in assets within a given period, 

and similarly for liabilities. Equity transactions exclude changes in equity that result from the reinvestment 

of earnings, which constitute a separate sub-component of the accounts. 

198. Equity transactions may arise either from transactions between a direct investor and its direct 

investment enterprise (such as contributed surplus or liquidations), or from transactions between a direct 

investor and a third party [such as purchases (sales) of stock in a direct investment enterprise by a direct 

investor from (to) an unaffiliated third party].  Note that these third-party transactions may need to be 

based on the records of the direct investor rather than on the records of the direct investment enterprise, 

because the data on these transactions may not be available from the records of the direct investment 

enterprise. 

4.3.2.3 Reinvestment of earnings  

199. Reinvestment of earnings of direct investment enterprises (items A1.2 and L1.2) reflects earnings 

accruing to direct investors (that is, proportionate to the ownership of equity) during the reference period 

less earnings declared for distribution in that period.  Earnings are included in direct investment income 

because they are deemed to accrue to the direct investor, whether they are reinvested in the direct 

investment enterprise or remitted to the direct investor.  However, reinvested earnings are not actually 

transferred to the direct investor but rather increase the direct investorôs investment in its direct investment 

enterprise. Therefore, an entry that is equal to that made in the direct investment income account but that 

flows in the opposite direction is made in the direct investment financial transactions account.  In the direct 

investment income account, this form of income is referred to as ñreinvested earnings.ò  However, in the 

direct investment transactions account, ñreinvestment of earningsò is the term that is used, to more clearly 

differentiate between the income and financial transactions (see the discussion of reinvested earnings in the 

direct investment income account for more details, section 4.3.3: Direct investment income)  
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4.3.2.4 Debt instrument transactions   

200. For each category of debt instrument, decreases in assets are deducted from increases in assets to 

derive the net transactions in assets within a given period, and similarly for liabilities. Transactions in debt 

instruments between enterprises in a direct investment relationship should be recorded separately as shown 

in Exhibits 4.3 and 4.4 (items A2, A4, A6, L2, L4, L6). However, just as debt positions between FDI 

related financial intermediaries (such as commercial banks, savings institutions, credit unions, mutual 

funds or finance companies) are excluded from direct investment, so are the related transactions.   

ü For debt instrument assets, included are transactions that increase or decrease:  

(i) the resident direct investorôs debt instrument claims on direct investment enterprise 
(A2) 

(ii)  the resident direct investment enterpriseôs debt instrument claims on direct investors 

(A4) 

(iii)  other resident fellow enterprisesô debt instrument claims on fellow enterprises abroad 

(A6), distinguishing whether the ultimate controlling parent is resident (A6.1) or non-

resident (A6.2). 

ü For debt instrument liabilities, included are transactions that increase or decrease:  

(i) the financial obligations of a resident direct investment enterprise to direct investors 

(L2) 

(ii)  the financial obligations of a resident direct investor to direct investment enterprises 

(L4) 

(iii)  the financial obligations of other resident fellow enterprises to fellow enterprises 

abroad (L6) distinguishing whether the ultimate controlling parent is non-resident 

(L6.1) or resident (L6.2). 

201. When a direct investor lends funds to its direct investment enterprise, the level of the direct 

investorôs assets claim (receivables) on the enterprise increases. Subsequently, when the direct investment 

enterprise repays the principal owed to its direct investor, the level of the direct investorôs receivables from 

the enterprise is reduced. Similarly, when a direct investor borrows funds from its FDI enterprise, the level 

of the direct investorôs liabilities (payables) to the enterprise increases and when the direct investor repays 

the principal, the level of the direct investorôs payables is reduced. The same would be applicable to fellow 

enterprises. 

202. Increases in the residentôs receivables from, or reductions in the residentôs payables to, its foreign 

direct investor or fellow enterprises abroad give rise to outflows on inter-company debt accounts.  

Reductions in the residentôs receivables from, or increases in the residentôs payables to, its foreign direct 

investor or fellow enterprises abroad give rise to inflows. 

203. The net change in inter-company debt includes changes in the value of financial (or capital) 

leases between direct investors and their related enterprises abroad. Financial leases are treated as loans. A 

financial lease is a contract under which a lessee contracts to pay rentals for the use of a good for most or 

all of its expected economic life. The rentals enable the lessor over the period of the contract to recover 

most or all of the costs of goods and the carrying charges. While there is not a legal change of ownership 

of the good, under a financial lease the risks and rewards of ownership are, de facto, transferred from the 
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legal owner of the good, the lessor, to the user of the good, the lessee. For this reason, under statistical 

convention and standard accounting rules, the total value of the good is imputed to have changed 

ownership. So, the debt liability at the inception of the lease is defined as the value of the good and is 

financed by a loan of the same value, a liability of the lessee. The loan is repaid through a series of 

payments (which comprise a blend of the accrued interest since the last payment and principal payment 

elements) and any residual payment at the end of the contract (or alternatively, by the return of the good to 

the lessor).  

204. Direct investors may make loans to or borrow funds from their indirectly owned direct 

investment enterprises.  An indirect ownership interest exists when a direct investment enterprise that is 

directly owned, in turn, owns an enterprise that also qualifies as a direct investment enterprise of its own 

direct investor.  In this example, the direct investor at the top of the ownership chain holds an indirect 

ownership interest in the enterprise at the bottom of the ownership chain.  The Benchmark Definition 

recommends that such transactions be included in direct investment and allocated to the country of the 

indirectly owned direct investment enterprises (see Chapter 3 for a description of the FDIR).  

205. Enterprises which are fellow enterprises may make loans to or borrow funds from other fellow 

enterprises. The Benchmark Definition recommends that such transactions be included in direct investment 

and allocated to the economies of the counterpart fellow enterprises. Loans made by enterprises included in 

the FDIR in economy A to fellow enterprises in economy B should be included in direct investment assets 

for compiling economy A and as direct investment liabilities for compiling economy B. 

4.3.3 Direct Investment Income 

206. Direct investment income is part of the return on the direct investment position; that is, it is the 

return on equity and debt investment.  Direct investment income consists of earnings on equity investment 

(for example, a resident direct investorôs share in the net income or earnings of its direct investment 

enterprises) plus income on debt between direct investors and direct investment enterprises and between 

fellow enterprises.  Direct investment income payables are calculated in a similar way.  Direct investment 

income is recorded as it accrues. However, as debt instruments involving FDI-related financial 

intermediaries are excluded from direct investment, so is the debt income between them. (See also Section 

4.4.3.)  

207. Direct investment earnings measure earnings from current operations. Therefore, this amount 

should be calculated before recognition of holding gains and losses and extraordinary items.  Operational 

earnings of the direct investment enterprise should be reported after deducting provisions for depreciation 

and for corporate taxes charged on these earnings by the government in the host economy.  Depreciation 

should, in principle, be measured at current replacement cost, particularly if market values are available for 

stock figures.  If data on depreciable assets and on depreciation are available only on a book value or 

historical cost basis, those values should be adjusted wherever possible to a current replacement cost basis.  

Compilers should base the estimates of direct investment earnings, and of direct investment positions, on a 

current market value basis. If market values are unavailable, FDI data at book value should be adjusted to 

estimates of market value.  
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208. The earnings of direct investment enterprises reported using the ñCurrent Operating Performance 

Conceptò (COPC) should exclude:  

(i) any gains or losses arising from valuation changes, such as inventory write-offs, write-downs, 

or write-ups;  

(ii)  gains or losses on plant and equipment from the closure of part or all of a business;  

(iii)  writing-off of intangible assets, including goodwill, due to unusual events;
29

  

(iv) writing-off of research and development expenditures capitalised in a prior period;  

(v) provisions for losses on long-term contracts;  

(vi) exchange rate gains and losses incurred by the direct investment enterprise both from its 

trading activities and from its holdings of foreign currency assets and liabilities; 

(vii)  unrealised gains or losses from the revaluation of fixed assets, investments and liabilities; 

(viii)  realised gains or losses made by the enterprise from the disposal of assets or liabilities.   

209. The exclusion of realised and unrealised holding gains and losses is applicable to all direct 

investment enterprises, including those such as banks and securities dealers for whom the making of such 

gains is an important or even the main part of their business. This promotes consistency with the 

calculation and treatment of earnings in the national economic accounts, as prepared pursuant to SNA 

guidelines. 

210. Some countries apply the All-inclusive concept to measure the earnings where income is 

estimated after allowing for all items (including capital gains and losses). This method is not recommended 

by the Benchmark Definition. However, because many countries base their earnings data on all-inclusive 

basis, they are encouraged to provide supplemental data on holding gains and losses and other 

extraordinary items. 

211. Direct investment income should be separately shown for assets and for liabilities.  Income on 

direct investment assets should be recorded as positive amounts under income receivables, and income on 

direct investment liabilities should be recorded as positive amounts under income payables. When, during 

a reference period, a direct investment enterprise pays a dividend that is larger than the earnings from 

current operations during that period (or where it incurs an operational loss), negative reinvested earnings 

will result. The latter should be recorded as a negative credit for income on direct investment assets and as 

negative debit for income on direct investment liabilities.  All income credits on reinvested earnings 

(whether negative or positive) should have an equal and opposite entry in the FDI transactions account 

(under ñoutward FDI, reinvestment of earningsò). Similarly, all income debits on reinvested earnings 

(whether negative or positive) should have an equal and opposite entry in the FDI transactions account, 

under ñinward FDI, reinvestment of earningsò. 

                                                      
29. The standard amortization of intangible assets is, however, included as an expense under the COPC. 
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212. For direct investment income under the asset/liability principle, elements are schematically 

shown as follows:  

Exhibit 4.5.  Foreign Direct Investment Income According to the Asset/ Liability Principle 

Receivables Payables  

  

  Of direct investors from direct investment enterprises   Of direct investment enterprises to direct investors  

A1 Earnings on equity L1  Earnings on equity     

      A1.1    Distributed earnings        L1.1  Distributed earnings 

      A1.2    Reinvested earnings        L1.2   Reinvested earnings 

A2  Interest (on debt instruments)  L2    Interest (on debt instruments) 

                  

Of direct investment enterprises from direct investors- 

Reverse investment 

Of direct investors to direct investment enterprises- 

Reverse investment 

 A3   Distributed earnings L3    Distributed earnings 

 A4   Interest (on debt instruments) L4    Interest (on debt instruments) 

  

 From fellow enterprises abroad To fellow enterprises abroad 

A5    Distributed earnings  L5   Distributed earnings 

A5.1  If the ultimate controlling parent is resident L5.1  If the ultimate controlling parent is non-resident 

A5.2  If the ultimate controlling parent is non-resident L5.2  If the ultimate controlling parent is resident 

A6     Interest (on debt instruments)  L6   Interest (on debt instruments) 

A6.1  If the ultimate controlling parent is resident L6.1  If the ultimate controlling parent is non-resident 

A6.2  If the ultimate controlling parent is non-resident L6.2  If the ultimate controlling parent is resident 
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213. To illustrate the directional principle for direct investment income, elements are schematically 

shown as follows: 

Exhibit 4.6.  Foreign Direct Investment Income According to the Directional Principle 

Income on Outward Foreign Direct Investment Income on Inward Foreign Direct Investment  

  

  Income on outward equity   Income on inward equity  

A1 Earnings on equity L.1 Earnings on equity 

      A1.1  Distributed earnings       L1.1    Distributed earnings 

      A1.2   Reinvested earnings       L1.2    Reinvested earnings 

-L3   Distributed earnings of DI to DIE (reverse 

investment)* 

-A3   Distributed earnings of DIE from DI 

(reverse investment)* 

A5.1  Distributed earnings from fellow 

enterprises abroad (if ultimate controlling parent 

is resident) 

-L5.2  Distributed earnings to fellow  enterprises 

abroad* (if ultimate controlling parent is 

resident) 

L5.1  Distributed earnings to fellow enterprises 

abroad (if ultimate controlling parent is non-

resident) 

-A5.2  Distributed earnings from fellow  

enterprises abroad* (if ultimate controlling 

parent is non- resident) 

 

Interest on outward debt instruments   Interest on inward debt instruments 

 A2  Interest receivable from DIE L2   Interest payable to DIs 

-L4  Interest payable by DI to DIE (reverse 

investment)* 

-A4  Interest receivable by DIE from DI (reverse 

investment)* 

A6.1  Interest receivable from fellow enterprises 

(on debt instruments) (if ultimate controlling 

parent is resident) 

-L6.2  Interest payable to fellow enterprises (on 

debt instruments)*  

(if ultimate controlling parent is resident) 

L6.1 Interest payable to fellow enterprises(on 

debt instruments)  

(if ultimate controlling parent is non-resident) 

-A6.2  Interest receivable from fellow enterprises 

(on debt instruments)* (if ultimate controlling 

parent is non-resident) 

 

* entered as a deduction in outward or inward FDI 

4.3.3.1 Direct Investment Income on equity  

214. Once a direct investment relationship exists, direct investment earnings are based on the direct 

investorôs percentage share (based on their equity share) in the current earnings of the given direct 

investment enterprise. 

215. Direct investment income on equity (Exhibits 4.5 and 4.6, items A1 and L1) ï or direct 

investment earnings ï is the return of the direct investor on the equity component of the direct investment 

position.  For investment by a direct investor in its direct investment enterprise [Exhibits 4.5 and 4.6, items 

(A1.1, A1.2) and (L1.1, L1.2)] it consists of ñdistributed earningsò and ñreinvested earningsò. For 

investment by a direct investment enterprise in its direct investor (A3 and L3) or investment between 

fellow enterprises (items A5 and L5), income on equity consists only of distributed earnings as reinvested 

earnings are not included. The reason for this is that the direct investment enterprise does not hold 10% or 

more of the voting power in its direct investor.  Consequently, the enterprise is not considered able to 

influence the savings and distribution policies of the direct investor or fellow enterprise.  If, however, the 

direct investment enterprise does hold 10% or more of the voting power in its direct investor, it then 

becomes a direct investor in its direct investor, and reinvested earnings are attributed to it. 
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216. Earnings exclude currency exchange gains and losses and other holding gains and losses, whether 

or not such gains and losses are included in net income for financial accounting, tax, or other purposes.  

However, these earnings include the impact of changes in foreign currency exchange rates on the operating 

revenues and expenses of direct investment enterprises, because these are not due to holding gains and 

losses. This treatment is intended to make income and earnings correspond to the current operating 

performance of the relevant enterprises in the ownership chain, in accordance with international guidelines. 

217. Direct investment earnings are measured before deduction (or gross) of withholding taxes on 

distributed earnings and interest.  Withholding taxes are viewed as being levied on the recipient of the 

distributed earnings or interest to which the taxes are applied, and thus as being paid across borders even 

though, as an administrative convenience, the tax payments are actually made by the firm whose 

disbursement gave rise to them.  Thus, foreign withholding taxes on distributed earnings and on interest 

received by a resident direct investor are recorded as if they were paid by the direct investor, not by the 

direct investment enterprise.  Similarly, the resident economyôs withholding taxes of the reporting country 

on interest payments by resident direct investors or resident direct investment enterprises are recorded as if 

they were paid by the non-resident, not by the resident. 

218. When a direct investment ownership chain exists, direct investment earnings should reflect 

income from direct and indirect enterprises.  All earnings from an ownership chain are geographically 

allocated to the enterprises directly owned. However, these earnings should include the claims of directly 

owned enterprisesô on the earnings of enterprises below them in the ownership chain, proportionate to the 

immediate direct investorôs ownership of shares. For example, if A (resident in Country A) owns 100% of 

B (resident in B), which, in turn, owns 100% of C (resident in C), Bôs FDI earnings will include all of the 

earnings from its current operations, including its investment income, which, by definition, includes all of 

Côs reinvested earnings (as C is 100% owned by B, B will be deemed to receive all of Côs reinvested 

earnings as reinvested earnings). As a consequence, the reinvested earnings receivable by A from its 

ownership of all the shares in B will include Côs reinvested earnings. Therefore, A does not need to seek 

the information on Côs reinvested earnings directly from C, in order for that income to be measured 

correctly, but it is recommended that the compiler of direct investment data in Country A makes sure that 

B understands that it should report Côs reinvested earnings, even though it is an imputed transaction. (In 

instances, where the direct investors do not hold 100% of the equity in an immediate direct investment 

enterprise, their reinvested earnings receivable should be in accordance with the proportion of the shares 

they own (see Annex 6 on reinvested earnings for another example of calculation of reinvested earnings 

along a chain of related enterprises). The compiler will often find that the information required in order to 

determine a direct investorôs share of the reinvested earnings of indirectly owned direct investment 

enterprises becomes more difficult to determine once its share of indirect ownership falls below 50%. In 

that instance, it is recommended that it be impressed upon respondents to direct investment surveys of the 

importance that this information be collected. 

4.3.3.2 Distributed earnings 

219. Distributed earnings (items A1.1, A3, A5 and L1.1, L3, L5) consist of dividends and distributed 

branch profits.  Dividends include those to shareholders, both common and participating preferred stock, 

whether voting or non-voting, according to the contractual relationship between the enterprise and these 

various types of shareholders, before deduction for withholding taxes.  Dividends exclude liquidating 

dividends and bonus shares (which are dividends in the form of additional shares of stock).  Liquidating 

dividends are excluded because they are a return of equity rather than a remittance of earnings (liquidating 

dividends are included instead as transactions in the direct investment equity).  Distributed earnings can be 

paid out of current or past earnings and may result in negative reinvested earnings if the distribution of 

dividends exceeds total earnings in a particular reference period. Bonus shares are excluded because they 

are a capitalisation of retained earnings ï a substitution of one type of equity (capital stock) for another 
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(retained earnings).  In an accounting sense, they reduce the amount of retained earnings available for 

distribution but leave total ownersô equity unchanged.   

4.3.3.3 Reinvested earnings 

220. Reinvested earnings of direct investment enterprises (items A1.2 and L1.2) reflect earnings on 

equity accruing to direct investors less distributed earnings, proportionate to the percentage ownership of 

the equity owned by the direct investor(s). As noted in the discussion of ñreinvestment of earnings,ò 

reinvested earnings are included in direct investment income because the earnings of the direct investment 

enterprise are deemed to be the income of the direct investor (proportionate to the direct investorôs holding 

of equity in the direct investment enterprise), whether they are reinvested in the enterprise or remitted to 

the direct investor.  However, because reinvested earnings are not actually distributed to the direct investor 

but rather increase the direct investorôs investment in its affiliate, an entry that is equal to that made in the 

direct investment income account but of opposite sign is entered in the direct investment transactions 

account.  In the direct investment income account, this transaction is referred to as ñreinvested earnings.ò   

4.3.3.4 Direct Investment income on debt  

221. Direct investment interest payables (on liabilities) and interest receivables (on assets) are 

separately recorded. Thus, interest receivables comprise interest accruing to residents (direct investors, 

direct investment enterprises and fellow enterprises) on their debt receivables, and interest payables 

comprise interest accruing to non-residents (direct investment enterprises, direct investors and fellow 

enterprises) on debt payables.   

222. No direct investment interest receivables or payables are recorded when both parties are related  

financial intermediaries (such as commercial banks, savings institutions, credit unions, mutual funds or 

finance companies). 

223. Interest includes the interest component of transactions under financial leases between enterprises 

in a direct investment relationship, assuming the outstanding capitalized value of such leases is included in 

the debt component of the direct investment position at discounted value. 

224. The interest component of direct investment income reflects accruals of interest on debt in the 

current period (i.e. interest accrued), whether or not paid.
30

 Interest receivable and payable should be 

compiled separately.  Interest receivable by direct investors from their direct investment enterprises, 

receipts from direct investment enterprises from their direct investors and receipts from fellow enterprises 

are included.  Payables are calculated in an analogous manner. 

225. Interest accruals on marketable securities should be calculated under the debtor basis, not the 

creditor basis.  Under the debtor basis, interest accruals on fixed interest rate securities reflect the amount 

of interest that the debtor is contractually obligated to pay, and changes in market interest rates since the 

debt was issued are not taken into account.  In contrast, under the creditor basis, interest accruals on fixed 

interest rate securities reflect market interest rates in the current period, not the interest rates in effect at the 

time(s) that the debt securities were originally issued. 

                                                      
30. Accrual accounting records flows at the time economic value is created, transformed, exchanged, 

transferred or extinguished. This means that flows which imply a change of economic ownership are 

entered when ownership passes and services are recorded when provided. In other words, the effects of 

economic events are recorded in the period in which they occur, irrespective of whether cash was received 

or paid or was due to be received or paid. (1993 SNA paragraph 3.94 and GFSM 2001 paragraph 3.25) 



 73 

226. Interest on debt accrues continually over the life of the debt and adds to the principal.  Thus, 

actual payments of the debt (as opposed to accruals) are investment transactions and not income. 

Therefore, they should be recorded in the FDI transactions account. 

227. At inception, future cash flows are determined in the relevant currency. Interest expressed in 

foreign currency is to be converted into the domestic currency units at the mid-point market exchange rate 

for the periods in which the interest accrues.  

4.3.4 Other changes  

228. As described in Section 4.3.1.3 a direct investment position can change due to transactions and to 

other changes, where other changes consist of valuation changes and volume changes.  Valuation changes 

can further be considered to consist of exchange rate changes and other price changes.  Exchange rate 

changes generally reflect the impact on the position of exposure of the instrument to a currency other than 

that in which the accounts are compiled.  Other price changes reflect all other changes in the market value 

of the instrument as expressed in the compilation currency. 

229. The other changes account is an important component of direct investment statistics as it allows 

transactions to be reconciled with positions.  As such, it provides a method of validating and testing the 

consistency of transactions and positions.  While other changes can be measured residually, it is through 

direct measurement of this account (and its components) that the improvements to quality of transactions 

and positions are made possible.  The standard and supplemental reporting to the OECD (see Annex 2) 

does not involve the reporting of the other changes account.    

4.3.4.1 Valuation changes 

230. Chapter 5 describes methods for identifying the market value of a position or a transaction.  

Valuation changes reflect changes in the market value of a position. 

4.3.4.2 Exchange rate changes 

231. 'Exchange rate changes' reflect the impact that changes in exchange rates have on instruments 

that are denominated in a currency other than that in which the accounts are compiled.  Equity is 

considered to be denominated in the currency of the economy in which the enterprise is resident.  As a 

result, all equity liabilities of an economy are considered to be denominated in the local currency and if the 

accounts are compiled in the local currency, the exchange rate changes for equity liabilities will be zero.  

Debt securities are denominated in the currency in which they are to be redeemed except in the case where 

the principal is indexed to another currency.  When the principal of a debt security is linked to another 

currency, the debt security is treated as though it were denominated in that currency.  In all other cases, 

reference should be made to the contractual arrangements of the debt position to determine in which 

currency it is denominated. 

232. Exchange rate changes may be referred to by enterprises as realised or unrealised exchange rate 

or foreign exchange gains or losses.  These impacts should not be included in the earnings of an enterprise 

when calculating income flows.  

233. It should be noted that operating revenues and expenses denominated in units of a foreign 

currency will also translate into different amounts, expressed in the compilation currency, solely as a result 

of exchange rate changes.  However, these impacts should be included in direct investment earnings in the 

current period, because they result from actual on-going operations in the current period rather than from 

holding gains. 
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234. Transactions are converted to the compilation currency at the rate prevailing when they took 

place, and positions are converted at the rate prevailing on the reference date.  The mid-point between the 

buying and selling rates should be used at the time of transaction (for transactions) and at the close of 

business on the reference date for positions.  The impacts of changes in the exchange rate on this 

conversion are recorded as exchange rate changes. 

235. If the accounts are compiled in the local currency, and the local currency appreciates against the 

currency of denomination of a financial instrument, exchange rate changes will reflect a decrease in the 

value of the instrument in the local currency.  This is the case whether the instrument is an asset or a 

liability. 

4.3.4.3 Other price changes 

236. ñOther price changesò reflect all changes to the market value of an instrument as expressed in the 

compilation currency that are not exchange rate changes or attributable to transactions.  For the asset 

holder, these changes may be referred to as holding gains or losses.  Other price changes reflect the change 

in the market value of an instrument in the currency in which it is denominated.  This market price change 

is then converted to the currency of compilation and may also give rise to exchange rate changes if the 

exchange rate changes over the period during which the market price change occurred (see Section 

4.3.4.4). 

237. Other price changes may be recorded under any of the recommended methods for valuing 

unquoted equity in terms of current period prices.  For example, if positions are revalued under the ñNet 

Asset Value, including goodwill and identified intangiblesò method, much or most of the change in the 

direct investment equity position may be recorded in this account. 

238. Another example of a change that will be recorded as an óother price changeô is when a direct 

investor sells its direct investment enterprise for more (or less) than the value recorded in the direct 

investment position.  The amount received from the sale of the enterprise is recorded as a financial inflow 

in the direct investment accounts compiled by the country of the direct investor; the difference between the 

financial inflow/outflow and the value of the direct investment enterprise in the position must be attributed 

as an ñother price changeò so as to remove from the position the full value of the affiliate that has been 

sold. 

239. A direct investment enterprise may have assets or liabilities expressed in a currency other than its 

local currency.  Changes in exchange rates will have an impact on the value of the direct investment 

enterprise's assets and/or liabilities.  These changes are likely to impact on the market valuation of the 

direct investment enterprise itself.  The change in the asset value of the direct investment enterprise to its 

direct investor is recorded as an óother price changeô. 

240. Similarly, external factors can influence the market value of a debt position.  If the credit rating 

of the issuer of a debt instrument is changed, then this may have an impact of the value of the debt 

instrument. 

241. If equity listed on resident markets is generally increasing in value, this will be reflected in an 

increase in the value of equity liabilities; while if equity listed on non-resident markets is generally 

increasing in value, this will be reflected in an increase in the value of equity assets. 

242. Where debt positions between related enterprises are in the form of debt securities, the market 

value of these positions will be affected by changes in interest rates.  If resident interest rates are generally 

increasing, this will be reflected in a decrease in the value of debt securities issued in the local economy; 

while if non-resident interest rates are generally increasing, this will be reflected in a decrease in the value 
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of debt securities issued abroad.  To determine the impact of these changes on the values of positions, it is 

necessary to understand whether debt security assets/liabilities between related enterprises are issued 

locally or abroad. 

4.3.4.4 Recording valuation changes 

243. It is not unusual for positions to change due to both exchange rate changes and other price 

changes.  It is analytically useful to separate the causes of the changes in valuation. 

244. For instruments denominated in a currency other than that in which the accounts are compiled, 

the opening position (or position at creation) is converted to the compilation currency at the exchange rate 

prevailing at the time, and similarly for the closing position (or position when extinguished).  The 

difference between these two values consists of both exchange rate changes and other price changes. 

245. The other price changes should be calculated in the currency of denomination.  This is converted 

to the compilation currency using a mid-point exchange rate.  The mid-point exchange rate is calculated as 

the mid-point between the exchange rate at the start of the period (or at the time when the position was 

created if this was during the period) and the exchange rate at the end of the period (or at the time when the 

position was extinguished if that occurred during the period). 

246. The exchange rate changes can then be calculated as the difference between the total valuation 

change and the other price change. 

247. Under the International Financial Reporting Standards (IFRS), enterprises may keep their books 

in a currency other than the local currency or the currency in which the accounts are compiled.  The IFRS 

refer to this currency as the currency of account.  When these enterprises report information to the 

compiling authority, it will need to be converted to the domestic currency (or the compilation currency).  

Exchange rate changes are calculated as the impact of changes in the exchange rate between the currency 

in which an instrument is denominated and the currency in which the accounts are compiled; other 

valuation changes identified during the conversion process should be recorded as price changes, regardless 

of movements in the exchange rates used in the conversion. 

4.3.4.5 Volume changes  

248. The volume of financial assets and liabilities for an economy can change due to either 

transactions or other changes in volume.  The causes of other changes in volume include debt cancellation 

and write-offs, liquidations, uncompensated seizure, and reclassifications. 
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Debt cancellation and write-offs 

249. Changes in claims resulting from debt cancellation or write-offs are treated as volume changes 

and are not treated as financial transactions.  Specifically, a creditor may recognise that a financial claim 

can no longer be collected from the debtor and may remove the claim from its balance sheet.  Debt 

cancellations and write-offs are unilaterally determined by the creditor as well as by courts, arbitrators and 

related out-of-court settlements; unilateral cancellation of a financial claim by a debtor (debt repudiation) 

is not recognised. 

250. Debt forgiveness and debt assumption are both treated as financial transactions.  Debt forgiveness 

usually involves the intention by the creditor to convey a benefit to the debtor.  Debt assumption (including 

one-off guarantees) usually involves a third party with which there may be transactions. 

251. Partial write-offs (write-downs) of debt assets by creditors are not considered to change the 

volume of financial claims of the creditor on the debtor.  Partial write-offs are treated as a revaluation of 

the claim and are classified as other price changes.  If a bankruptcy process results in all debt being written 

off, then the loss is recorded as a volume change; if the bankruptcy process results in even a token return to 

the creditor, then the debt is reduced as a valuation change with a transaction to extinguish the debt.  The 

nature of the underlying loss is similar and the distinction may not be practical or analytically useful.  As a 

result, a simplifying convention may be to treat these cases in the same way as full write-offs. 

Liquidations and failed exploration activities 

252. When a direct investment enterprise is liquidated, the equity investment in the enterprise is often 

written off by the direct investor and removed from its balance sheet.  This situation is treated as a volume 

change as the equity claim is considered to have disappeared.  The treatment is analogous to the write-off 

of debt.  If there is a partial return to the direct investor, then this should be treated as a valuation change 

with a transaction to extinguish the claim.  As with debt write-offs, it may not be practical or analytically 

useful to make this distinction, and these cases may be treated in the same way as where there is no return. 

253. Mineral exploration activities present a special case of equity write-offs.  The purchase of a 

mineral exploration licence is a sufficient criterion to recognise a notional unit within the economy where 

the mineral exploration is to take place.  As activity takes place and equipment is purchased or provided to 

the exploration operations, a branch is considered to be established.  The provision of equipment is 

recorded as a transaction reflecting the injection of equity in the branch.  Valuation changes may also occur 

dependent on the expectations of a find.  If the exploration fails to identify a viable resource discovery and 

the operator ówalks awayô from the activities, the investment in the branch is extinguished through a 

volume change.  This is a borderline case ï where there are assets that are sold, the appropriate treatment is 

to revalue the investment to the value received for the assets and then extinguish the investment through a 

transaction reflecting the sale of the assets and withdrawal of equity. 

Uncompensated seizure 

254. Direct investment enterprises may also be subject to seizure by national governments on occasion 

(for example where a government decides to nationalise certain industries within its jurisdiction without 

compensation).  This extinguishes the equity that the direct investor has in the enterprise in the economy, 

with the equity position being reduced to zero through a volume change. 

Reclassification 

255. A reclassification entry is necessary when a financial instrument changes its characteristics 

without there having been a cross-border transaction. 
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256. For direct investment, a common issue is how to treat an existing equity position when a further 

purchase is made to take the total position to one that represents at least 10% of the voting power in an 

organisation.  The original equity position is reclassified to direct investment through a volume change to 

include it in the direct investment equity position.  Similarly, any pre-existing debt positions are 

reclassified to direct investment debt positions through a volume change.  When voting power is reduced, 

equity and debt positions are removed from direct investment through volume changes.  It should be 

recognised that there does not need to be any transactions for voting power to cross the 10% threshold ï for 

example, a position can increase in proportion due to share buybacks; while positions can decrease due to 

the issue of additional shares. 

257. The migration of persons can also result in reclassifications of direct investment.  When a person 

changes residence, this is considered to be a reclassification of his/her residence ï any direct investment 

assets which they hold which are resident in the economy to which the person has moved are reclassified 

out of the direct investment position as a volume change (as the position has become one between two 

residents of the same economy).  Assets with which the person is in a direct investment relationship in their 

former place of residence are reclassified into the direct investment position as a volume change. 

258. On occasion, land can change from being part of one economy to being considered part of 

another economy, whether through mutual agreement or annexation, or be considered to be a new 

economy.  This may create or extinguish direct investment positions that residents of either economy had 

with residents of the area of land that changed jurisdiction.  The creation and extinction of the direct 

investment positions is treated as a volume change. 

259. A similar situation arises with the change of membership in country groups.  For example, the 

European Union has increased its membership on a number of occasions.  This can result in the positions 

between the country group and the new member being extinguished (for statistics for the country group as 

a whole), positions between the country group and other countries being created.  Conceptually, these 

should be treated as volume changes.  An alternative approach is to treat the country group as if it had 

always consisted of its current membership and to revise historical series associated with the country 

group. 

4.4 Scope of FDI  

4.4.1 Standard content of FDI statistics  

260. The scope of direct investment covered in this Benchmark Definition was reviewed to take into 

account the economic and financial developments over the past decade or so
31

 which may directly or 

indirectly impact the measurement of the FDI activity.  As described in Section 2.4.2, there are two 

standard (core) presentations of direct investment statistics, both of which represent breaks from historical 

series: 

ü Aggregate FDI statistics for assets and liabilities by instrument (equity, debt); 

ü Detailed FDI statistics under the directional principle by (i) geographical allocation; and 

(ii)  industry classification (each category broken down by instrument (equity, debt). 

261. Investors apply a large variety of financing structures as markets evolve and as they put in place 

new instruments.  The growing complexity of the measurement of the direct investment activity was 

accelerated with the expansion of globalisation and its effects.  As a consequence, users indicated that 

                                                      
31. The Benchmark Definition, 3

rd
 edition was published in 1996. 
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international standards should be revisited to respond to the need for more and more sophisticated statistics 

for analytical research and for policy making.  Against this background, the traditional FDI statistics had to 

be expanded and tailored for new data requirements.  

4.4.1.1  Aggregate FDI statistics (asset/liability principle) 

262. The analytical presentation of FDI statistics showing non-resident assets and liabilities of direct 

investors and direct investment enterprises is a new feature of the Benchmark Definition.  It complies fully 

with the overall presentation of macro-economic statistics.  Conceptually, these data are in line with the 

balance of payments and the international investment position statistics
32

 as well as the national accounts 

presentation of the institutional sectors of the economy.  Direct investment measured in terms of assets and 

liabilities constitute the basis for compiling FDI statistics from which other presentations can be derived 

provided that additional relevant pieces of information are included in national data collection systems. 

263. Aggregate FDI statistics include all types of enterprises (operational direct investment entities as 

well as Special Purpose Entities (SPEs) following the relationship identified by the FDIR (see also Chapter 

3) and all types of transactions/positions (including pass through funds and capital in transit).  These 

statistics are compiled according to first counterparty (i.e. immediate investor or immediate direct 

investment enterprise).  The identification of counterpart residency information is not required for 

aggregate data dissemination but constitutes to a large extent the fundamental basis for data compilation.  

Industry classification is not required for these data either. Aggregate FDI statistics on this same asset and 

liability basis should also be provided separately for resident SPEs. 

4.4.1.2   Detailed FDI statistics (directional principle) 

264. As from its first edition, the Benchmark Definition recommends that countries compile and 

disseminate detailed FDI statistics broken down by (i) geographical allocation; and (ii) industry 

classification.  Such statistics provide a further refinement to an aggregate statistical framework which is 

traditionally used for balance of payments and international investment position presentations.  It allows 

FDI analyses by source and destination country/industry which cannot be achieved by aggregate data. 

Current standards for detailed FDI statistics have refined further the directional principle as compared to 

the previous version of the Benchmark Definition.  The revised directional principle reflects the guiding 

principle of FDI which is influence (or control) of the direct investor over the direct investment enterprise 

(see Section 4.3 FDI accounts).  

265. Recourse to complex financing structures by multinational enterprises (MNE) in their cross-

border investments is more and more frequent. Funds transmitting through intermediate entities of different 

types are common practice.  Such investment patterns distort the analysis of the source and destination of 

FDI and may lead to undesirable statistical and analytical results when they are recorded strictly according 

to the immediate counterparty.
33

  Moreover, they result in the overstatement or multiplication of direct 

investment transactions (also referred as the óinflationô of FDI data) both at the country and at regional or 

global levels.  Countries hosting the intermediate entities (SPEs or other entities acting on behalf of the 

parent), observe artificially high investment statistics.  These pass-through investments have no real 

immediate economic impact such as job creation, productivity gains etc. on the host economy. To 

                                                      
32. The asset/liability approach constitutes a break in series from previous aggregate data compilation of 

balance of payments and international investment position.  Linkages between the two data sets are 

provided in Chapter 4. 

33. This approach was recommended in earlier versions of the Benchmark Definition. 
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circumvent such problems,
34

 the present edition of the Benchmark Definition recommends, while 

preserving consistency of geographical (industrial) breakdowns provided by different countries, that 

compilers exclude SPEs resident in their economies when presenting FDI statistics on a directional basis.  

However, compilers are at the same time asked to provide in a separate column and on the same basis the 

transactions and positions of resident SPEs according to the geographical and industrial classifications.  

Chapter 7 provides more information on the geographical and industry classification of FDI data presented 

according to the directional principle. 

266. For the standard presentation of FDI under the directional principle, the exclusion of SPEs was 

limited only to resident entities even if it is recognised that it would be more meaningful to exclude non-

resident SPEs as well.  Due to difficulties compilers currently may encounter in achieving this, the 

alternative option of ólooking throughô non-resident SPEs is recommended only on a supplemental basis 

and is subject to further priority research (see Section 4.4.2.1).  

267. This standard presentation of FDI statistics excluding resident SPEs, considered by users as more 

suitable for FDI analysis, constitutes one of the main focuses of this Benchmark Definition.  Relative to the 

previous edition of the Benchmark Definition it represents a substantial improvement of the analysis of FDI 

figures broken down by country and industry. Obviously, in view of the complexity of the global network 

of FDI relationships and the many aspects to it, some issues still need to be further investigated and will 

remain on the agenda for future research. 

268. Extensive research has shown that a variety of (overlapping) definitions of SPEs exist.  As there 

is no single universal definition of SPEs, it is left to individual countries to identify such entities according 

to their own definitions or descriptions.  Countries that have not yet adopted a definition of SPE (which is 

the case in a large majority of countries) may be assisted by the criteria listed in Chapter 6. 

269. The directional principle, in addition, involves the deducting of some building blocks of the FDI 

accounts as presented in Section 4.3.  Under this presentation any reverse investment (equity or debt) from 

the direct investment enterprise in its direct investor is to be deducted from the inward FDI when the direct 

investment enterprise holds less than 10% of the voting power in its direct investor. Data on the directional 

principle is also to be applied between fellow enterprises (see section 4.3). The recording of direct 

investment between fellow enterprises is to be presented according to the residence of the immediate 

counterpart but the direction of the investment is to be determined according to whether the ultimate 

controlling parent is a resident or a non-resident of the compiling economy. In other words, if the ultimate 

controlling parent is not a resident of the compiling economy, all transactions and positions between the 

fellows are classified as inward FDI. If the ultimate controlling parent is resident in the compiling 

economy, the transactions and positions are classified as outward FDI.  

4.4.2 Supplemental FDI series 

4.4.2.1 FDI looking through non-resident SPEs (directional principle)  

270. Compilers are strongly encouraged to provide on a supplemental basis a breakdown of FDI by 

country and industry that is obtained by looking through immediate non-resident counterparts that are 

SPEs. Due to the fungibility of funds and the use of SPEs as financial turn-tables for different 

destinations/countries ï an outward flow may split beyond the SPE ï it may not (always) be possible to 

look through non-resident SPEs in an unambiguous way. Compilers are therefore encouraged to intensify 

                                                      
34. It should be noted that MNEs also pass funds through their operating affiliates.  However, these structures 

can be very complicated and require further research (see Annex 13).  
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bilateral exchanges of information with compilers of countries hosting SPEs.
35

 Some bilateral asymmetries 

may remain, but these would seem less serious than distortions of geographical breakdowns, in which 

countries with many SPEs would, for instance, give the wrong impression of being overly attractive as a 

location for direct investment or overly active in investing in developing countries, for instance.   

271. Where considered necessary compilers are also encouraged, at least once a year, to provide FDI 

statistics according to the criteria of the Benchmark Definition, 3
rd
 edition

36
 i.e. to include all resident 

enterprises in compiling these FDI statistics irrespective of whether they are SPEs or not.   

4.4.2.2   FDI by type: Mergers and acquisitions (directional principle) 

272. International standards for compiling FDI statistics described in earlier editions of the Benchmark 

Definition have focused mostly on types of financing, types of enterprises, types of transactions, etc. For 

the first time, a methodology was put together to construct statistical series by types of FDI which is 

largely determined by the purpose of direct investment.  FDI statistics encompass mainly four types of 

operations that qualify as FDI:  

(i) purchase/sale of existing equity in the form of mergers & acquisitions (M&A);  

(ii)  greenfield investments ;  

(iii)  extension of capital (additional new investments); and 

(iv) financial restructuring.   

273. While M&A transactions imply the purchase or sale of existing equity, greenfield investments 

refer to altogether new investments (ex nihilo investments).  Extension of capital relates to additional new 

investments as an expansion of an established business; conceptually and in terms of economic impact, it is 

similar to greenfield investments.  Financial restructuring refers to investment for debt repayment or loss 

reduction. 

274. Direct investment will have, all other aspects being equal, a different impact, in particular, on the 

ñhostò economy depending on the type of FDI.  It is generally considered that cross-border investments in 

the form of M&As will not involve significant changes in the performance of economic variables such as 

production, employment, turnover, etc. unless the acquired enterprise is subject to significant restructuring.  

On the other hand, new investments, greenfield investments and extension of capital, are likely to add new 

dimensions to the economic performance of the host economy and to the earnings of the direct investor.   

275. Moreover, to measure the impact of FDI in host and home economies, users need detailed 

analytical information: FDI by type broken down by partner country and by industry (see also Chapter 2). 

This novel feature of FDI statistics is at the centre of arguments which have led to the revision of the 

Benchmark Definition, i.e. to align international standards to economic and financial developments since 

the last edition.  To avoid any confusion, it should be clear to the reader that the statistics of M&As shown 

as an ñof whichò category of FDI are not identical to what is generally referred to as ñM&A statisticsò by 

private commercial sources compiled and disseminated outside the context of FDI statistics.  It is more 

                                                      
35. The allocation of inward amounts to outward destinations may still require some rules of thumb, which 

countries are asked to clarify in meta-data.  

36. According to the former 3
rd
 edition of the Benchmark Definition, the basis for data reporting was the 

directional principle which was then primarily concerned with reverse investments by direct investment 

enterprises in direct investors, 
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appropriate to call the former ñM&A transactionsò and the latter M&A statistics as the scope and the 

coverage of the two data sets differ but they remain complementary.    

276. In the current edition of the Benchmark Definition a primary focus is to compile and disseminate 

on a supplemental basis FDI showing M&A type transactions, i.e. purchase/sale of existing FDI equity by 

non-residents.  The examination of greenfield investments, extension of capital, and financial restructuring 

is deferred to the research agenda as they require further research which could not be completed in time for 

the publication of the present edition.  However, after deducting M&A equity transactions from total FDI 

equity, users would be able to obtain, as a residual, ñother typesò of investments (for equity transactions).  

Compilers are also asked in their presentation of FDI for M&As to identify all relevant transactions (for 

both influence and control relationships ï equity share 10%-100%) and to distinguish separately those 

involving control relationships (i.e. equity share more than 50%) 

277. M&A as a sub-category of FDI refers to cross-border financial transactions which qualify as FDI 

according to the criteria described earlier.  These data do not relate to FDI positions as it would be 

superfluous to distinguish the stock of FDI by type. Breakdowns by type of FDI have analytical 

significance mostly at the time of the initial decision of the investor and for the related transaction but not 

in subsequent periods.  Compilers are strongly encouraged to provide ñM&A type transactionsò as an ñof 

whichò item of total inward and outward FDI equity transactions.  More specifically, data relate only to 

FDI financial flows in the form of equity but exclude reinvested earnings and debt instruments (inter-

company loans).  Box 4.2 describes the recommended components of the data to be compiled. 

278. Furthermore, Annex 9: provides the details on how to record M&A transactions as a part of FDI 

equity transactions.  This annex also provides a comparison of ñM&A transactionsò as a part of FDI and 

ñM&A statisticsò. 
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Box 4.2.  Components of M&A transactions 

 

Foreign Direct Investment  

Inflows: Gross investments and divestments by non-residents 

Investment in equity Divestment in equity 

Of which: Of which: 

Acquisition of existing stake in resident 

companies by non-residents 

Sale of existing stake in resident companies by 

non-residents 

(i)   partner country and 

(ii)   industry 

(i)   partner country and 

(ii)   industry 

Outflows: Gross investments and divestments by residents 

Investment in equity Divestment in equity 

Of which: Of which: 

Acquisition of existing stake in non-resident 

companies by residents 

Sale of existing stake in non-resident companies 

by residents 

(i)   partner country and 

(ii)   industry 

(i)   partner country and 

(ii)   industry 

Memo items: Total of which M&A under control  

(i)   partner country and 

(ii)   industry 

 

 

Note: The above presentation relates to the conceptual framework by country allocation and by industry classification.  For data 
dissemination, data may be disseminated at higher level of aggregation if limited by confidentiality. 

4.4.2.3  FDI according to Ultimate host/investing country 

279. This Benchmark Definition recognizes additional user needs for information, to the extent 

meaningful definitions allow, on the economic distribution of direct investment capital, as well as on the 

countries that ultimately control direct investment enterprises.  These needs have grown in recent years, as 

ownership structures have become more complex and as it has become more common for direct investment 

enterprises to be owned through intermediate entities such as holding companies and regional management 

centres. 

280. While these needs are clear-cut, the means of addressing them sometimes are far more complex.  

Conceptual difficulties may arise, for example, when funding provided to an enterprise by a direct investor 

is co-mingled with other funding obtained by the enterprise before being further invested in other 

enterprises.  In addition, practical difficulties may arise in collecting detailed information on ownership 

chains leading to a foreign-owned enterprise in the compiling economy.  In the light of these difficulties, 

this Benchmark Definition provides recommendations only for the allocation of inward investment 

positions for the compiling economy to the countries where the investors controlling these positions are 

established.  Allocation of outward positions, across ultimate host countries (including intermediate 
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countries in longer investment chains), remains on the research agenda. At this stage, research work has 

not progressed enough to reallocate outward investment in an unambiguous way across different entities 

down the FDI ownership chain.
37

 

281. Details of the recommendations for allocating inward direct investment positions to ultimate 

investing countries are given in Chapter 7 as well as compilation guidance in Annex 10. 

4.4.3 Banks and other financial intermediaries 

282. The Benchmark Definition recommends that, in the case of banks and other affiliated financial 

intermediaries, all inter-company flows and positions ï with the exception of those pertaining to equity 

investment ï with related financial intermediaries should be excluded from direct investment flows. 

Deposits and other amounts lent by a parent bank or other financial intermediary to its direct investment 

enterprise located abroad that is also a financial intermediary, and deposits and other borrowings taken 

from such offices, should also not be classified as direct investment.  

4.4.4 Financial leases 

283. Wherever an operator (the lessee) acquires an asset under a financial (or capital) lease (as distinct 

from an operating lease), the legal owner of the assets (the lessor) should be regarded as making a loan to 

the lessee that the lessee uses to buy the assets.  If this arrangement is between a direct investor and its 

direct investment enterprise, the loan should be included in direct investment, and be treated according to 

the provisions of this Benchmark Definition, in the same way that a conventional loan would be regarded 

and treated.  The SNA states that a financial lease arrangement is to be taken as presumptive evidence that 

a change of ownership is intended.  A change of ownership is imputed because the lessee assumes all 

rights, risks, rewards, and responsibilities of ownership in practice and, from an economic point of view, 

can be regarded as the de facto owner.  The financial lease essentially is a method of financing the 

purchase of the good by the lessee (as opposed to taking out a loan for the purchase). During the life of the 

financial lease, the lessor expects to recover most or all of the cost of the goods and carrying charges.  

 

 

 

 

                                                      
37. Attempts to allocate investments to ultimate host countries are hampered by difficulties related to the inter-

changeability of money ï linking specific sources of funding with specific uses ï and by the fact that direct 

investments made by intermediate enterprises in ownership chains may reflect not only funding provided 

by direct investors, but also funding that these enterprises may, in turn, have obtained from other sources, 

such as local owners or lenders.  Consequently, more work needs to be done to determine whether it is 

possible to develop reallocation schemes of outward investments. 
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CHAPTER 5 

FDI ACCOUNTIN G PRINCIPLES AND VAL UATION  

5.1 Summary 

284. This edition of the Benchmark Definition maintains the recommendation of the previous edition 

that market value is the conceptually ideal basis for valuing direct investment transactions and positions. 

The use of market prices is the only basis under which all parties can calculate their assets and liabilities 

consistently. In addition to outlining some of the main accounting principles, this chapter also provides 

guidance on the calculation of FDI at market value. While this might be relatively straightforward for 

equity transactions and positions involving companies where the equity securities are listed on an 

organised stock exchange, it is much less so for unlisted (or unquoted) shares. In this latter case market 

value may have to be estimated from the data provided by these unlisted companies. This chapter lists a 

number of recommended methods by which this can be achieved, as well as listing those methods that are 

not recommended. This chapter also discusses the valuation of debt where it recommends the use of the 

nominal value of the debt as the proxy to market value. Finally the valuation of transactions where transfer 

pricing is operating is discussed. 

5.2 Accounting principles  

285. In principle, FDI transactions are to be recorded when a change of equity ownership occurs 

between a resident and a non-resident when, and while an FDI relationship exists between the two. The 

creation, change or extinguishing of foreign direct investment positions results from these transactions. As 

stated in the System of National Accounts (SNA93 Rev 1 ï §3.7), ña transaction is an interaction between 
two institutional units by mutual agreementéò It follows that transactions and positions should be 

recorded on an accrual basis (see SNA93 Rev 1 §3.163), that is when the event giving rise to them occurs 

rather than when they are settled. While every effort is to be made to obtain data on an accrual basis, it may 

prove difficult to achieve this in practice. Often the sources of information determine the time at which the 

transactions and positions may be recorded.  

286. Market prices are the appropriate principle for valuation of transactions and positions data. 

Market prices reflect the command that entities have currently over resources (for assets) and the current 

charge on their resources required for the liquidation of their liabilities. The use of market prices also 

serves as the only basis under which all parties can calculate their assets and liabilities consistently, and 

thereby helping to reduce asymmetries between the creditor and debtor. Market prices are used for 

transactions as they best reflect the mutual exchange of value between two unrelated entities. However, in 

some cases for related entities, transaction prices may not reflect market prices. These cases are referred to 

as transfer pricing and are discussed in Section 5.3.2. 

287. Holdings included in the direct investment position may be denominated in a foreign currency.  

When these positions are translated into the compilation currency of the reporting economy, the closing 

mid-point between the buy and sell spot exchange rate relevant at the date to which balances relate should 

be used.  Similarly, transactions should be converted at the mid-point of the buy and sell spot exchange 

rates at the time of the transaction. 
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5.3 Valuation 

288. The fourth edition of the Benchmark Definition maintains the earlier recommendation that market 

value is the conceptually ideal basis for valuing direct investment transactions and positions.  The 

methodological guidance contained in the Benchmark Definition reflects the synthesis of three fundamental 

goals:  

¶ first, to use market value as the preferred conceptual basis for measuring all positions and 

transactions;  

¶ second, to provide practical guidance to enable compilers to implement the recommendations 

in ways that are not unduly burdensome or costly;   

¶ third, to facilitate the compilation of statistics that are comparable across countries.   

Market valuation places all assets at current prices rather than when last purchased or re-valued, and 

promotes consistency in the value of assets of different vintages.  It also promotes consistency when 

comparing stocks, transactions and other flows of different enterprises, industries, and countries. It is 

accepted that sometimes compromises may have to be made between pure concepts and other goals such as 

those of practicality and comparability.   

289. Although market value is the recommended basis for valuation it is recognized that, in practice, 

values based on the books of direct investment enterprises (or investors) are often used to determine the 

values of direct investment positions (stocks) or transactions.  This is because enterprise balance sheet 

values ï whether they are regularly re-valued on a current value basis, reported on a historical cost basis, or 

reported on some other basis ï may represent the only source of information on valuation available in 

many countries, particularly in regard to unlisted shares.  However, the collection of data from enterprises 

on a current market value basis is strongly encouraged whenever feasible. 

290. As noted in Chapter 4, the main components of direct investment are direct investment positions, 

direct investment transactions and direct investment income. Methodological guidance and other 

information related to valuation are provided below on each of these components. 

5.3.1 Valuation of foreign direct investment positions 

5.3.1.1 Equity positions 

291. As noted earlier, market valuation is the recommended principle to be used when measuring 

equity positions.  In reality, the actual market value of the equity may not be available in all cases and for 

these an approximation may be required. The discussion on the valuation of direct investment equity 

positions focuses on methods that may be used to value quoted shares, unquoted shares, and equity in 

unincorporated enterprises (including joint ventures and branches) at market values. 

292. When valuing equity positions, a distinction is made between the valuation of listed equity and 

unlisted equity.  This is because listing on an organised market provides a good basis for calculating the 

market value of equity, while in many cases an approximation will be necessary for unlisted equity.  In 

either case, if there has been a material change in the financial position of an enterprise since the date to 

which the valuation applies (up to and including the reference date), an adjustment may have to be made.  

Examples of such material events may include an unexpected decision in a lawsuit, credit downgrade or 

upgrade, major new invention or mineral discovery, or bankruptcy.   
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293. Although some methods are not recommended as end-points in valuing direct investment equity 

for the main accounts, they may nonetheless serve as appropriate starting points.  Indeed, such methods 

may serve as the only basis upon which information can be directly collected from direct investors and 

direct investment enterprises. 

294. For countries that begin their valuation process via the collection of book value
38

 information, the 

books of the direct investment enterprise should serve as the starting point.  

295. The books of the direct investment enterprise are usually more comprehensive than those of the 

direct investor.  This is because, under tax and financial accounting rules followed by most countries, the 

books of the direct investment enterprise will typically reflect current period earnings, from which retained 

earnings can be readily derived. Availability of direct investment enterprise accounting data therefore 

facilitates the compilation of inward direct investment. In contrast, the books of direct investors may not 

reflect the current period earnings of their direct investment enterprises; particularly in the case where 

these direct investment enterprises are not majority owned (these investments are sometimes carried at cost 

on the investorôs books). Such shortcomings can have an adverse impact on the compilation of outward 

direct investment.  

Listed (or quoted) shares 

296. Listed (or quoted) shares are equity securities that are listed on an organized stock exchange.  

Their values can, therefore, be determined by multiplying the number of shares held by the direct 

investor(s) by the most recent bid/ask prices or at the price at which the shares were last traded.  In this 

manner, a market price value of the holdings of the shares held by the direct investor(s) ï and thus the 

value of the share liability of the direct investment enterprise to its direct investor(s) ï can be determined. 

Usually, the equity securities of only a relatively small portion of direct investment enterprises are publicly 

traded on organized stock exchanges because most direct investment enterprises are either 100% owned by 

the direct investor or are held by a small group of investors. 

297. Compilers should estimate the market value of listed direct investment enterprises by using the 

mid-point between the most recent bid and ask prices, or by using the prices at which the quoted shares last 

traded on the exchanges. The use of actual market prices guarantees that each share in a given company is 

valued at the same price, regardless of the extent of the ownership of shares by the direct investor.  

Unlisted (or unquoted) shares 

298. Unlisted (or unquoted) shares represent equity not listed on an organised or public stock 

exchange.  By their nature, a market valuation estimate is not regularly available for unlisted equity and an 

approximation to the market value is required to measure direct investment.  Several methods for 

approximating market value are acceptable and are discussed in detail in Annex 5.   

                                                      
38. Book value is a term that broadly encompasses many different accounting methods.  It represents the 

values that appear on the books of an entity.  It could represent the values on the books of direct investors 

or on the books of direct investment enterprises.  In fact, in common usage, the term may encompass any 

of the valuation methods described in Annex 5, whether or not recommended for use in the main accounts.   
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299. In practice, the choice of the method to be used by a compiler will depend on three factors:  

(i) the type of information available on which to base an approximation; 

(ii)  how well the method approximates market value; and  

(iii)  the need to allow for comparability across countries and for symmetrical recording by 

creditors and debtors.  

300. In most cases, these arguments are also applicable to the valuation of equity in unincorporated 

direct investment enterprises.  To assist users, compilers should state clearly the method(s) they employ in 

developing their direct investment aggregates. 

301. SNA93 was very prescriptive in recommending that ñthe value of shares in corporations that are 

not quoted on stock exchanges or otherwise traded regularly needs to be estimated using the prices of 

quoted shares that are comparable in earnings, dividend history and prospectséò In the absence of recent 

transactions prices and/or in order to establish a time series, this method should be supplemented by 

another approach.  It was concluded in a review of the SNA93 that the approaches should be broadened 

and generalized (including a discussion of pros and cons of the various approaches). 

302. Flexibility in the approaches to valuing unquoted equity is recommended.  Methods accepted by 

the Benchmark Definition to approximate the market value of unlisted equity positions are the following: 

ü Recent transaction price 

ü Own funds at book value 

ü Net asset value 

Á Including goodwill and intangibles 

Á Excluding goodwill and intangibles 

ü Market capitalization method 

ü Present value of expected earnings 

ü Apportioning market value of global enterprise group to local operation.  

Each of the above methods is described in Annex 5.  

303. Other valuation methods are not approved by this Benchmark Definition even though they may 

be the only methods available to the compiler from the information available to them. They could only 

serve as a starting point to collect FDI equity data and are not recommended as a proxy to market value. 

These are the following:   

ü Historic or acquisition cost 

ü Accumulation of foreign direct investment equity capital flows 

ü Stock market price index applied to accumulated direct investment equity capital flows   

ü Book value. 

These methods are also briefly described in Annex 5.  
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Equity in unincorporated enterprises (including branches) 

304. As noted, the above discussion of unlisted shares is also applicable to the equity in 

unincorporated direct investment enterprises (including branches, unincorporated joint ventures, and 

limited liability partnerships). It should be stated that Net Asset Value (NAV) is the method recommended 

by the SNA to value equity in branches. Compilers should clearly state what major assumptions and 

methods they apply in developing estimates of direct investment equity positions.  

5.3.1.2 Debt positions 

305. The basic principle is that the market value of debt should be used.  However, apart from debt 

securities, international standards (including this Benchmark Definition) recommend the use of nominal 

values as a proxy for market value for all other debt positions.  The use of nominal values in valuing direct 

investment loans is consistent with international standards for valuation of loans with parties related under 

the Framework for Direct Investment Relationships (FDIR). The Benchmark Definition recommends that 

the values of all debt outstanding be inclusive of accrued interest, with foreign currency debt converted to 

the national currency using the rate of exchange (mid-point of the buy and sell rates) at the close of 

business on the reference date. The use of nominal values is partly influenced by pragmatic concerns about 

data availability and the need to maintain symmetry between debtors and creditors. In addition, because 

loans are not intended to be negotiable and do not have an active market, a market price can be somewhat 

subjective. Nominal value is also useful because it shows actual legal liability and the starting point of 

creditor recovery behaviour. In some instances, loans may also be traded, often at discount, or a fair value 

may exist or would be possible to estimate. It is recognized that nominal value provides an incomplete 

view of the financial position, particularly when the loans are impaired. Therefore, supplementary 

information on the fair value of the claims in loans is useful if it is available.  

5.3.2 Valuation of FDI fin ancial flows and transfer pricing 

306. When a transaction in goods or services occurs between two enterprises, this transaction is to be 

recorded at market prices.  The Balance of Payments Manual defines market prices as ñamounts of money 

that willing buyers pay to acquire something from willing sellers é on commercial considerations only ï 

sometimes called óat armôs lengthò. 

307. Due to the nature of the relationship between enterprises related under the FDIR, the transaction 

value for a good or service between related enterprises may not always reflect market values.  óTransfer 

pricingô refers to this distortion between transaction values and market values.  It can be motivated by 

income distribution or equity injections or withdrawals.  Where the distortion is significant and data is 

available to do so, the Benchmark Definition recommends that adjustments be made to remove the impact 

of transfer pricing. 

308. Identification of instances of transfer pricing and selection of the best market value equivalents to 

replace reported transaction values is an exercise calling for cautious and informed judgement.  In most 

cases, sample surveys, contacts with enterprises and government agencies engaging in international 

transactions on a large scale, exchanges of information between compilers in partner countries, or similar 

statistical research will be necessary to provide the basis for such judgement.  Adjustments for transfer 

pricing have implications for the data of the counterpart economy therefore it is useful to exchange 

information with compilers in counterpart economies (to the extent possible) to avoid asymmetries. 

5.3.2.1 Hidden dividends 

309. Where a direct investment enterprise is over-invoiced on a good or service provided by the direct 

investor, the difference in payment between the market value and the invoice price is effectively a 
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distribution by the direct investment enterprise to the direct investor (a óhidden dividendô).  Distributed 

earnings and total earnings of the direct investment enterprise should be adjusted upwards by the difference 

(in the balance of payments, this would be balanced by an adjustment to the value of trade in goods or 

services). 

5.3.2.2 Hidden withdrawals of equity 

310. Where a direct investor is under-invoiced on a good or service provided by the direct investment 

enterprise, the difference in payment between the market value and the invoice price is effectively a return 

of assets by the direct investment enterprise to the direct investor (goods) or a rundown of the assets of the 

direct investment enterprise by the direct investor (services).  This is a withdrawal of equity and equity 

transactions should be adjusted by the difference.  In addition, the earnings of the direct investment 

enterprise should be adjusted upwards by the same amount. 

5.3.2.3 Hidden injections of equity 

311. Where a direct investment enterprise is under-invoiced on a good or service provided by the 

direct investor, or a direct investor is over-invoiced on a good or service provided by the direct investment 

enterprise, the difference between the market value and the invoice price is effectively an injection of 

equity into the direct investment enterprise by the direct investor.  This injection takes the form of 

provision of additional assets (under-invoiced goods), improvement in the operational capacity (under-

invoiced services) or cash (over-invoices).  Equity transactions should be adjusted to remove the impact of 

the transfer pricing.  Also, the earnings of the direct investment enterprise should be adjusted downwards 

by the same amount. 
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CHAPTER 6 

SPECIAL ENTITIES  

6.1 Summary 

312. There are a number of special cases where it may be unclear whether or why a particular type of 

enterprise or activity qualifies for treatment as a direct investment enterprise or direct investment.  Several 

of these cases are discussed below. These are Special Purpose Entities (SPEs); collective investment 

institutions (CIIs); land, structures and other immovable objects; construction enterprises; mobile 

equipment; and insurance companies. 

6.2 Special Purpose Entities 

313. Multinational enterprises (MNEs) often diversify their investments geographically, through 

organisational structures. These may include certain types of SPEs. Examples are financing subsidiaries, 

conduits, holding companies, shell companies, shelf companies and brass-plate companies (Box 6.1). 

Although there is no universal definition of SPEs, they do share a number of features. They are all legal 

entities that have little or no employment, or operations, or physical presence in the jurisdiction in which 

they are created by their parent enterprises which are typically located in other jurisdictions (economies). 

They are often used as devices to raise capital or to hold assets and liabilities and usually do not undertake 

significant production. In Figure 6.1, for instance, the SPE in country B is used by its parent in country A 

to indirectly hold enterprises in country C and country D. As explained in Chapter 4, country B should 

distinguish FDI positions and transactions of SPEs and non-SPEs.    

Figure 6.1 ï Positions held via an SPE  
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314. As legal devices SPEs may be relatively cheap to create and to maintain.  They may offer 

taxation, regulatory, and confidentiality benefits.  Incorporation of SPEs is often associated with off-shore 

financial centres
39

 but they may also be found in other jurisdictions.  

Box 6.1.  Some examples of SPEs: shell companies, conduits and holding companies  

The term shell is used to refer to a company that is formally registered, incorporated, or otherwise 

legally organised in an economy but which does not conduct any operations in that economy other than in 

a pass-through capacity.  Shells tend to be conduits or holding companies and are generally included in 

description of SPEs.  

A conduit is a company that obtains or borrows funds, often from unaffiliated enterprises, and remits 

those funds to its direct investor or another affiliated enterprise.  A holding company is established to hold 

participation interests in other enterprises on behalf of its owner. Some conduits and holding companies 

may have a substantial physical presence as evidenced by, for example office buildings, equipment, and 

employees. Others may have little or no physical presence and may exist only as shell companies. If a 

direct investor incorporates a shell company or conduit in a non-resident economy and manages or operates 

it entirely from its own home economy, it is treated as an incorporated direct investment enterprise in its 

country of incorporation.  If a shell company is incorporated abroad but all of its physical assets, 

operations, or management activities are in a second foreign country, then it is classified as a direct 

investment holding company in its country of incorporation, and its activities in the second foreign country 

would be evaluated to determine whether a separate institutional unit exists and thus be treated as a direct 

investment enterprise.  Similarly, if a shell company is incorporated abroad and has some physical assets or 

operations in two or more other foreign countries, the resident unit in the country of incorporation is 

classified as a holding company, and the activities in the other foreign country are evaluated individually to 

determine whether they meet the criteria for treatment as a direct investment enterprise.  

Central, state, or local governments are direct investors if they hold a 10% or more ownership interest 

in a non-resident enterprise.  In this context, there is also analytical interest in enterprises established 

abroad by a central government for the purpose of securitisation of assets, defeasance, and similar 

functions.   

 

315. SPEs are residents of the economies in which they are incorporated and, therefore, they may be 

direct investors or direct investment enterprises, even if they are shell companies or pass-through entities 

without any other productive economic activity of their own. They qualify as part of a direct investment 

relationship (and are included with the Framework for Direct Investment Relationships - FDIR) by virtue 

of being resident in one economy and being owned by, or owning, an enterprise in a different economy in 

compliance with the 10% voting power criterion.  Consequently, in Figure 6.1, country B should include in 

its FDI assets and liabilities presentation all the FDI investments held by or in resident SPEs as well as the 

FDI investments held by or in resident non-SPEs.  

316. In recent years, direct investors have made an extensive use of SPEs for the purpose of 

channelling funds to, and for borrowing funds from, third countries, and for the purpose of holding 

ownership interests in direct investment enterprises. As a result, when a country hosts SPEs and includes 

                                                      
39. The definition and the geographical coverage of off-shore centres may differ depending on the purpose of 

the analysis. This Benchmark Definition does not apply any specific description of off-shore centres. The 

focus is rather the entity that qualifies as direct investor or direct investment enterprise and not the 

geographical location. 
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them in its FDI statistics, an increasing part of transactions and positions merely reflects the channelling of 

funds via this country. This can lead to a more and more significant overstatement of FDI activity. FDI 

transactions passing through a SPE generally do not have the expected immediate impact of direct 

investment concerning matters such as technology transfers, access to competitive markets, and poverty 

reduction in the SPE host countries. As a consequence, users are more and more interested in series 

segregating transactions and positions of SPEs, which are purely pass-through capital, and which render 

the data difficult to interpret for policy or other decision making processes. Therefore, in standard 

presentations of FDI according to this Benchmark Definition, countries should explicitly separate FDI 

statistics on SPEs and non-SPEs for reporting according to the directional principle.  

317. Since there is no internationally agreed definition of SPEs, this Benchmark Definition provides 

some criteria to assist compilers to identify resident SPEs, in case they do not yet distinguish them on the 

basis of a national legal or statistical definition of SPEs. Many varieties of SPEs exist, but the general 

criteria listed below (Box 6.2) could nonetheless be used to identify them and be further refined by 

individual countries, depending on specific, national features of resident SPEs.    

  

Box 6.2.  General criteria to assist compilers to identify SPEs 

An enterprise is usually considered as an SPE if it meets the following criteria: 

(i)  The enterprise is a legal entity,  

a. formally registered with a national authority; and  

b. subject to fiscal and other legal obligations of the economy in which it is resident. 

(ii)  The enterprise is ultimately controlled by a non-resident parent, directly or indirectly.  

(iii)   The enterprise has no or few employees, little or no production in the host economy and little 

or no physical presence.  

(iv)  Almost all the assets and liabilities of the enterprise represent investments in or from other 

countries.  

(v) The core business of the enterprise consist of group financing or holding activities, that is ï 

viewed from the perspective of the compiler in a given country - the channelling of funds 

from non-residents to other non-residents. However, in its daily activities, managing and 

directing plays only a minor role. 

 

318. If a special entity has only assets and liabilities vis-à-vis affiliated non-residents, its classification 

as an SPE is straightforward. In some instances, however, MNEs may use existing operational companies 

to perform functions usually associated with SPEs. SPEs may also be members of more complicated 

resident groups consisting of both SPEs and non-SPEs. Countries are recommended to deal with these 

cases in line with the above recommendations, the aim of which is to separately identify all FDI 

transactions and positions not having the economic impact usually to be expected of them in the reporting 

economy where these companies are established. A way to treat local mixed groups of SPEs and non-SPEs 

is suggested in Annex 7. 

319. Not only may the amounts of FDI shown in statistical presentations be inflated (by the inclusion 

of resident SPEs), the geographical and industry breakdowns of FDI statistics may also be distorted (by the 
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inclusion of non-resident SPEs). In the latter context, if the non-resident counterpart is an SPE, the 

economic impact of investments is generally expected to occur in a country other than the country of that 

SPE (the immediate counterpart country). In Figure 6.1, for instance, the ultimate direct investment 

enterprises of A are actually located in countries C and D.
40

 This Benchmark Definition therefore 

recommends this distortion be addressed as well, and to differentiate between non-resident SPEs and non-

resident non-SPEs. If the non-resident counterpart is an SPE, countries are encouraged to look through the 

country where it is located, and to reallocate on a supplemental basis the reported amounts to the country 

of the direct investor or direct investment enterprise corresponding to the first non-resident non-SPE 

encountered.  When the reporting SPE is part of a chain of entities, the reallocation should aim at the first 

non-SPE encountered. Countries are encouraged to provide supplemental breakdowns of positions and 

transactions on the basis of ñfirst non-SPEò counterparts.  

320. The reallocation of transactions/positions to the first non-SPE countries contributes to 

economically more meaningful FDI data. Due to practical difficulties it may not always be easy or possible 

for data reporters or compilers to look through non-resident SPEs. It would therefore be desirable if one 

could then also rely on information provided by the ñSPE countriesò themselves. This Benchmark 

Definition therefore also suggests each country hosting a significant number of SPEs to provide on 

voluntary basis information on the specific routes followed by capital flowing into and out of its SPEs.
41

  

6.3 Collective investment institutions 

321. The Benchmark Definition recommends that, when an investor in one economy acquires at least 

10% of the voting power in a collective investment institution (CII) in another economy, this investment 

should be regarded as direct investment. Similarly, when a CII owns at least 10% of the voting power in a 

non-resident entity, whether it is a CII or not, this should also be considered as direct investment. More 

precisely, investment in and investment by CIIs, such as mutual funds, feeder/master funds, hedge funds 

and distressed funds, should be included in FDI data if the standard 10% voting power threshold is met 

(see Annex 8 for examples of CIIs).  

6.4 Land, structures and other immovable objects 

322. Ownership of land and structures, including natural resources, in the compiling economy by an 

entity resident in another economy establishes a direct investment relationship.  The one-year rule that is 

usually used to define centre of economic interest (see Chapter 3, Section 3.2) does not apply to land and 

buildings.  Land is always considered to be the property of the residents of the economy in which it is 

located. The only exception to this general concept is the ownership of land and buildings by foreign 

governments in the form of embassies, consulates, military bases, scientific stations, information or 

immigration offices, aid agencies, etc.
42

   

323. An entity resident in one economy may acquire direct ownership (that is, without the creation of 

a separate legal entity) of land or buildings in another economy. The relevant transactions, positions and 

associated income flows should be recorded in the direct investment statistics of both economies.  

                                                      
40. It should be noted that the amount of FDI leaving country A need not be equal to the amount arriving in 

country C. This simply reflects the intermediary role of the SPE between entities in a multinational 

enterprise (the SPE may raise additional funds outside the group, transform equity received from its parent 

into loans provided to a subsidiary etc.; see Annex 7).  

41. Annex 7 explains the concept of so-called origin and destination matrix for SPEs, which gives an 

indication of the way funds coming from one country have been passed through to other countries.  

42. The creation or relinquishment of territorial enclaves in the rest of the world should not be included in 

direct investment. 
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However, given the specific nature of the assets acquired, a notional direct investment enterprise is created 

by the relevant compilers as the immediate owner of the assets in question.  This notional enterprise is 

deemed to be resident in the economy where these assets are located. The actual owner of the assets, i.e. 

the direct investor resident in another economy is deemed to own the notional enterprise. In other words, 

land, structures, and other immovable equipment in the host economy that are indirectly owned by a non-

resident entity should be regarded as direct investment enterprises, even if the period of ownership is less than 

one year.  Acquisitions of land, mineral rights, and associated assets, and preparatory expenses for future 

direct investment units should be regarded as direct investment transactions. 

324. Within the context of the previous paragraph, land and buildings owned for personal use but not 

for production or other business purposes are also considered as direct investment enterprises. Holiday and 

second homes owned by non-residents should therefore be treated in the same way as described above.  

Similarly where an investor resident in one economy acquires at least 10% of the ownership of property in 

another economy for commercial purposes (e.g. rental residential or office accommodation) this investment 

constitutes FDI.  

325. In accordance with the System of National Accounts (SNA), in contrast to an operational lease, 

the existence of a financial lease on land and buildings gives rise to the creation of a notional direct 

investment enterprise with the understanding that it should be for a very long period rather than for a few 

years.  

Box 6.3 Definition of Land 

Land is the ground, including the soil covering and any associated surface waters, over which 

ownership rights are enforced; included are major improvements that cannot be physically separated from 

the land itself but it excludes any buildings or other structures situated on it or running through it; 

cultivated crops, trees and animals; subsoil assets; non-cultivated biological resources and water resources 

below the ground. (1993 SNA, Rev.1 § 10.168)  

 

326. Where a direct investment enterprise is established for the purposes of natural resource 

exploration, its exploration expenditures should be capitalised (even if the exploration does not prove 

sufficient economic resources to be viable) as part of the equity investment in the direct investment 

enterprise and written off (or written-down) as appropriate.  This promotes consistency with the SNA, 

which treats these expenditures as fixed capital formation.  

327. For example, assume an oil company incorporates a direct investment enterprise that drills an oil 

well.  Assume also that the direct investor makes an equity investment in its direct investment enterprise of 

100 in period 1 (including expenditure on bonus preliminary fee payments made by the direct investor to a 

resident of the host country, usually the government for the right to undertake exploration for natural 

resources), 30 in period 2, and then closes down the operation at the end of period 2 when the well proves 

to be dry.  There is a financial flow from the direct investor to the direct investment enterprise of 100 in 

period 1 and 30 in period 2 in direct investment accounts of both economies.  No further entries for cross-

border transactions are recorded after the shutdown of the operation in period 2.  Instead, a negative stock 

adjustment of 130 is made in the direct investment asset position of the economy where the oil company 

parent is located, and an equal reduction is made in the direct investment liability position of the economy 

where the affiliate was located.
43

   

                                                      
43. Both adjustments should be recorded under ñvolume changesò in the international investment position. 
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328. Assume in contrast that the direct investor makes an equity investment in its direct investment 

enterprise of 100 in period 1 (including expenditure on bonus preliminary fee payments made by the direct 

investor to a resident of the host country, usually the government, for the right to undertake exploration for 

natural resources), 30 in period 2, and receives natural resources (payments in-kind) as 40 of dividend in 

periods 3-5 and 10 of disinvestment in the last period.  In this scenario, there are receipts of direct 

investment income and a withdrawal of direct investment (equity capital) by the direct investor; a decrease 

in the direct investment asset position is recorded accordingly. 

6.5 Construction enterprises 

329. A construction enterprise in one economy may undertake the construction of plant, buildings, 

etc. in another economy through subsidiary or associate companies in that economy, through a foreign 

branch in that economy, or by directly undertaking the work itself.  The construction work abroad is to be 

regarded as a direct investment activity in the economy in which it is being carried out in the first two 

circumstances.  If the construction enterprise undertakes the work itself (such as through an unincorporated 

site office), its activities may be regarded either as a direct investment activity or as an export of services 

by that enterprise, depending on circumstances.  If certain criteria are met, such as the project extending over 

a period of at least one year, the maintenance of a complete and separate set of accounts for the activity (i.e. 

income statement, balance sheet, transactions with the parent company, etc.), the activity being subject to tax 

and other legislation in the host country, the existence of a substantial physical presence, the receipt of funds 

for its work for its own account, etc. the work undertaken is to be treated as having involved the creation of a 

separate institutional unit ï a branch ï resident in the economy where the activity is being carried out and 

therefore a direct investment enterprise.  If the criteria are not met, the activity is to be treated as an export of 

services by the construction enterprise.  Constructions involved with major projects (bridges, dams, power 

stations, etc.) that are carried out through unincorporated site offices, in most cases, meet the criteria that 

requires treatment as the production of a resident unit, i.e. a direct investment enterprise and thus as part of 

the production of the host economy, not as an export of services to that economy.  

330. Where an enterprise resident in one economy installs machinery and equipment in another 

economy, the Benchmark Definition recommends that the work be regarded as services provided to another 

economy if the installation is carried out entirely, or primarily, by employees of the enterprise who travel 

abroad to do the work and they complete the installation in less than one year (that rule to be applied 

flexibly).  

6.6 Mobile equipment 

331. The operator of mobile equipment (such as ships, aircraft, gas and oil drilling rigs) that operate 

within a single economy for at least one year and that fulfil the criteria for treatment as an unincorporated 

direct investment enterprise should be treated as direct investment branches (see also Chapter 3). 

332. Various entities may be involved in the provision of shipping and other transportation services.  

For shipping, the following entities may be involved: 

ü Owner ï holds an asset (the ship) and may be engaged solely in a leasing activity, i.e., the 

leasing of the ship to an operator. 

ü Operator ï is involved in shipping activities such as fishing, drilling or transporting freight 

and passengers. 

ü Ticket sales or business promotion offices ï established either by the owner of the ship (who 

is seeking operators) or by the operator of the ship (who is seeking passengers, freight, or 

other business). 
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333. The flag of a ship determines the authority that is responsible for overseeing the operations of the 

ship and may help determine the jurisdiction where business disagreements are litigated.  The flag is often 

a ñflag of convenienceò ï that is, neither the ship owner nor its operator may have any business operation 

in the country whose flag is flown.  Therefore the country of registration of the mobile equipment (e.g. of 

the ship) is not considered in determining the residency of any of the units involved in the shipping activity 

(that is, the owner or operator of the ship, and the ticket sales and business promotion offices), and so it is 

not relevant to the discussion of whether there may be a direct investment relationship.  

334. If the owner and the operator are the same entity (such as when the owner operates the ship in its 

own economy of residence), then there is no direct investment.  If the owner and the operator are not the 

same entity (or are not related), then they are separate institutional units.  The owner will typically receive 

a fee from the operator, reflecting the payment (rental services) for the use of the vessel. In this case, the 

owner is a lessor, and is not a provider of transportation services.  The operator of the vessel provides 

transportation services; it receives revenues for transporting passengers and/or freight, pays wages to crew 

members (who may be residents of a different economy than the operator), and incurs other transportation-

related expenses including port expenditures.  The relationship between the owner and the operator of the 

ship is essentially that of a lessor and its lessee, not that of direct investor and a direct investment 

enterprise, though it is possible that they could be in a direct investment relationship if the lessor owns at 

least 10% of the voting power in the lessee. 

335. An owner may establish an incorporated or unincorporated enterprise that operates the ship.  The 

country of the (affiliated) operator may differ from that of the owner, in which case a direct investment 

relationship exists.  When the ship operations occur in international waters, the activities should be 

attributed to the economy in which the operator maintains residence. 

336. The classification of management offices and business promotion and ticket sales offices also 

depends upon the criteria listed for the determination of, firstly, the existence of an institutional unit and 

then for a direct investment enterprise.  In some circumstances, they will qualify for classification as direct 

investment and, in other circumstances, they will not.  Under the criteria used to determine the existence of 

direct investment (see Chapter 3), a distinction should be made between those enterprises that engage in 

real economic activities and have income statements, etc., and units that are set up to increase sales of the 

institutional units that established them but that have no sales of their own, such as ticket sales offices and 

business promotion offices. 

337. Determining the residence of shipping companies is often a difficult issue. The residence of the 

owner and of the operator are determined independently from the country where the ship is registered (and 

whose flag the ship flies), and different types of leasing arrangements may exist that can make it difficult 

to determine whether the ship is being used under an operational lease or whether it has been effectively 

sold to the enterprise that operates it (that is, under a financial lease).  Also, a ship may operate entirely in 

an economy outside the one in which its operator is incorporated.  In this circumstance, the activity in the 

economy where the ship operates is a direct investment enterprise (if it meets criteria of a branch) that is 

owned by a direct investor located in the economy where the operator is incorporated. 

338. Issues related to owners and operators of ships and complex leasing arrangements and their 

solutions are applicable to other types of mobile equipment, such as aircraft. 

6.7 Insurance  

339. The treatment of insurance raises many complex methodological questions.  Most of these 

questions have applicability beyond direct investment, such as to portfolio investment, other investment, 

other investment income, and services (see BPM6).  The Benchmark Definition is intended to be fully 
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consistent with the other major international standards where cross-cutting questions concerning the 

handling of insurance and insurance enterprises are more thoroughly discussed.  

340. In general, the Benchmark Definition recommends that direct investment statistics for insurance 

companies be defined in the same way as those for industrial and commercial companies.  However, 

compilers should take special steps for their appropriate treatment as positions and transactions involving 

insurance companies may be quite significant and the accounting principles they follow may not always be 

fully consistent with preferred direct investment concepts.  

341. One complex area involves the treatment of non-life insurance company technical reserves 

(actuarial reserves against outstanding risks, prepayments of premiums, reserves for with-profits insurance, 

and reserves against unsettled claims).  Normally, these reserves should not be included in the direct 

investment equity position, because these are amounts that are considered to be set aside for eventual 

payment of claims to policyholders.  In the special case of a captive insurance affiliate, however, the 

policyholder may be affiliated with the insurance enterprise. Businesses may establish or acquire a 

ñcaptiveò insurance company, in order to obtain insurance coverage for unusual types of risk, or for lower 

premiums than may be available commercially.  In this case, a 10% or more ownership level often is 

reached, and the captive insurance company then meets the criteria for treatment as a direct investment 

enterprise. 

342. In this circumstance, the technical reserves should be included in the direct investment debt 

component of the position. 

343. For clarification, non-life insurance companies tend to classify insured losses according to 

general types.  The first type includes losses that arise from events that are expected (from an actuarial 

perspective) to occur sometime in the future.  Insurance companies establish and maintain sizable technical 

reserves largely for the purpose of satisfying future losses from these future events.  The second type 

includes losses that are ñincurred but not reportedò.  These are losses from insured events (such as natural 

disasters) that have already occurred, but the insurance company does not know the size of the losses 

because claims have not yet been filed (that is, these losses were incurred but were not reported to the 

insurer).  The third are known losses (incurred and reported to the insurer).  To be consistent with the 

treatment of technical reserves (these belong to policyholders and not to stockholders or owners), liabilities 

arising from all three types of losses should be regarded as debt obligations of the insurance company to its 

policyholders and not as equity.  As noted, in the case of a captive insurance affiliate, the policyholder is 

the direct investor, and so the debt should be recorded in the direct investment. 

344. Mutual insurance companies are owned by their policyholders who tend to be unrelated to one 

another.  Typically, no one resident owns at least 10% of the voting power (or the equivalent, for an 

unincorporated business enterprise) of a mutual insurance company and so these companies do not usually 

meet the criteria for treatment as direct investment enterprises. 
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CHAPTER 7 

CLASSIFICATION OF FD I BY ECONOMY
44

 AND INDUSTRY  

7.1 Summary 

345. The classification of investment by partner country and by industry sector are the two major 

dimensions required in presenting more detailed analyses of foreign direct investment (FDI) statistics 

under the directional principle.  These detailed directional data are complementary with the FDI assets and 

liabilities aggregates also recommended by this Benchmark Definition and published as a part of the 

balance of payments and international investment position statistics.  This chapter describes the 

recommended methodology for presenting these detailed breakdowns of direct investment statistics by 

partner country and industry sector under the directional principle.   

346. In summary, for a reporting economy under the directional principle: 

(i) FDI statistics should be compiled by immediate partner country using the debtor/creditor 

principle.  Ideally, the geographical allocation should exclude resident Special Purpose 

Entities (SPEs) and ólook throughô non-resident SPEs involved in investment chains  and 

should reflect the first non-SPE host/investing country.  However, given the practical 

difficulties involved for compilers, this Benchmark Definition recommends the use of both 

standard and supplemental presentations for dealing with the statistics concerning SPEs. In 

addition, it is strongly encouraged that supplemental inward FDI position statistics be 

compiled on an ultimate investing country (UIC) basis; 

(ii)  FDI statistics by sector of industrial activity should be compiled on a similar basis to that 

outlined for partner country above. Each direct investor/direct investment enterprise should be 

classified to a single industry, according to the main activity of the enterprise. As a core 

requirement, industry classification of positions and transactions should be compiled 

according to the activity of the direct investment enterprise (and on a supplemental basis 

according to the activity of the direct investor) for both inward and outward investments. In 

addition, the compilation on a supplemental basis of inward FDI position statistics according 

to the industrial sector of the ultimate investing country is encouraged;  

(iii)  FDI statistics cross-classified by country and industry can be presented at a more aggregate 

level of industry classification taking into account confidentiality concerns which may limit 

dissemination of disaggregated data.  

(iv) FDI equity by type for merger and acquisition (M&A)  transactions compiled by partner 

country and by industrial sector is strongly encouraged on a supplemental basis.  When 

dissemination of such data is limited due to confidentiality, data can be presented for higher 

partner country or industry aggregates.  This present edition of the Benchmark Definition 

limits the FDI data by type to M&A  and the residual element. 

                                                      
44. Also referred to as partner country attribution or geographical attribution 




