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Abstract

Foreign Affiliate Trade Statistics (FATS) can peiuseful measures of the impact of foreign direatstment on an
economy.

Foreign affiliates are entities with overseas ovaigp greater than 50 percent, and are often estakli to deliver
goods andservices that require close contact between theplgmand the consumer. However, because foreign
affiliates are considered resident entities in tHest country, their transactions in these cowsgrare not recorded in
the Balance of Payments and International InvestriRasition statistics, but they do form part of thest economy's
Gross Domestic Product (GDP). FATS statistics afteto measure the impact of foreign investment ten Host
economy and supplement existing statistical arem$ ss foreign direct investment and internatiotratle in goods
and services.

This paper looks at New Zealand's inward FATS, Wwlace statistics relating to the activities of fige-owned
enterprises in New Zealand. The paper examinesthewontribution of these firms to the New Zealandnomy can
be determined using existing data sources. It &dsmhes on how and where New Zealand's inward FAgBt be
used to support policy research and other areaanofuiry.
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1. Introduction

Foreign Affiliate Trade Statistics (FATS) are ingdiors that provide information on the activitiesdastructure of
related-party firms. FATS can be outward (the atitis of New Zealand-owned firms abroad), or inwéiateign-
owned firms operating in New Zealand).

For inward FATS much of the data is already co#ldcin the calculation of GDP, and it is simply attea of

identifying the foreign affiliate firms. Outward A& are generally much more difficult to measuree Tirms that we
want to get information about for outward FATS aneerseas, and therefore are not subject to the saamgtory
requirements for completing Statistics New Zealarlisiness surveys that domestic firms are. Tipgmptocuses on
New Zealand’s inward FATS.

New Zealand does not currently produce statisticéoeeign affiliates, though they have been producethe past. Up
until 1983 Statistics New Zealand produced officishtistics about foreign affiliates, ‘CompaniesthwiOverseas
Affiliations’. Since the last publication of ‘Compies with Overseas Affiliations’
there have been few attempts to quantify the ister@and behaviour of foreign affiliates in New Zsal. Most research
into foreign investment in New Zealand has beeditgtize in nature (see, for example, Scott-Keni2€l04)), although
the work of Rosenburg (1998) is a notable except®osenburg (1998) produced a series of statisticdoreign
affiliates. This useful work drew on a variety @fusces, and highlights the fact that, in the abseofcofficial data,
gathering information on foreign affiliates is cdinpted.

Statistics New Zealand currently collects a varietyinformation relating to foreign affiliates wihids published as
official series. For example, when a foreign &ifii is set up in New Zealand, the value of theidorénvestment is
captured in the International Investment PositibR)((essentially New Zealand’s balance sheet \lith rest of the
world); transactions between the new affiliate @agharent company are recorded in the Balanceayfriénts.

The Balance of Payments (BoP) deals exclusivelyransactions between New Zealand and the resteofmbrid.
Similarly, the International Investment Positiomtetment (IIP) records stocks of assets and lisslibetween New
Zealand residents and non-residents. In the I y#tue of the proportion of the foreign affiliaieined abroad would
be recorded as Foreign Direct Investment (FDI)latted to the country of the immediate parent. Aransactions
between the parent company and its foreign af#iliatcluding distributed and retained earnings,raeasured in the
Balance of Payments.

Foreign affiliate activities are also recorded irn& Domestic Product (GDP) statistics. Residenggiaiines in the
System of National Accounts (SNA93) and the Balaot®ayments Manual (BPM5) mean that a foreigriaféi is

deemed to be a resident of its host country regasdbf ultimate ownership. Residency applies to ddwatre of
economic interest for an entity; so if a firm igistered in New Zealand, pays taxes and tradessgaond services in
New Zealand then it is considered a New Zealamd. fBecause inward foreign affiliates are considéMew Zealand
firms, their production is included in New Zealasi3DP.

The question arises, why are we interested in FATMe already measure foreign affiliate activity @®DP, and in
transactions between foreign affiliates and theirept companies? In short, existing statisticstirejato foreign
investment have an external focus. BoP and lIRssta, for example, describe stocks and flowsaoéign capital in
and out of the New Zealand economy. They tell uyg litle, however, about what is done with foreigapital once it
reaches New Zealand'’s shores. In addition, thenreat of foreign affiliates as New Zealand firmdlie calculation of
GDP means that their activities are presently titisishable from those of domestic firms. FATS aape out the
activities of foreign and New Zealand firms, andypde information about the structure and actigiti foreign-owned
capital in the New Zealand economy.

This paper shows some of the characteristics @idaraffiliate enterprises in New Zealand, usingezkmental series
based on existing data sources, and paves the avagidcussion on what other indicators may be &f taspolicy
analysts and researchers in the future.

The paper is set out in five sections. In the rsextion we discuss briefly why statistics on fone@dfiliates may be a
useful resource for economic and policy researchléw Zealand. We then discuss some of the defirdtigssues
associated with FATS and the definitions we havepsetl for our experimental series. Section fouthef paper
describes the data sets our experimental serielBamedd on, and problems faced in using these mxidtta sources.
Section five provides tables of experimental FAT® some discussion on what these statistics tedlbasit foreign
affiliates in New Zealand. We conclude the papehwbme conclusions about the usefulness of FAM& paospects
for future development of these statistics.
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2. Motivation for investigating FATS

FATS can contribute to most areas of policy analgsid research where foreign investment is of qdati interest.
This includes research into the impact of foreigmestment on New Zealand's economic performancenauic
integration and other outcomes of increased glazanomic interconnectedness; patterns of tradeaithvand
outward) and the contributions of foreign firmsyéeicial account flows and New Zealand’s Internatidnvestment
Position.

There are many reasons why it might be useful &pee our understanding about foreign investmenttilamdtructure
and activities of foreign affiliates in the New Zaad economy. For instance, there are good theatattasons to
believe foreign affiliates behave differently tondestic firms. Firms with the capacity to locate side their home
economy are likely to be large firms, with bettecess to capital than domestic firms. This suggéstg will be most
prevalent in capital-intensive industries and indes with strong economies of scale or scope. Titurn raises
guestions for industry policy.

Foreign investment is thought to be an importanire® of productivity gains through invigorating destic
competition and providing a source of technolognséfer. Davis (2003) argues that these processesarwell
understood and that it is possible foreign investmeould result in greater market concentration aeduced
competition in the long run.
He suggests that improved understanding of forégestment is necessary to help target policyatites which
might induce beneficial foreign investment, paticly productivity ‘spillovers’.

The impact of foreign investment on productivitydasompetition, amongst other things, is particylarportant in the
New Zealand context because of our reliance ondoreapital. Many major firms in New Zealand aratwhes or
subsidiaries of overseas companies. For examplef Mew Zealand’'s major banks are majority foremmned.
Understanding more about the activities of foredgmed firms is also important for evaluating andnitaring the
stability of New Zealand’s financial system andtausability of New Zealand’s external debt positi@ther things
being equal, a large stock of external claims,i@algrly debt funding, may be seen as an indicafanacroeconomic
instability and diminished capacity of the econotoyweather adverse external events. However, & latgck of
external claims is more likely to be sustainabl@ i linked to substantive production and phyksessets. Similarly,
debt funding from a parent company to a New Zeakdfillate may be at less risk from capital flightan debt funding
from other international sources. Hence, undergtaridow foreign capital is employed through statsssuch as FATS
can contribute usefully to sound prudential and nm@conomic policies.

FATS can also deepen our understanding of intematieconomic integration and assist policy-makegrioritising

resources for trade negotiations. On their owneifpr direct investment statistics are simply qugniheasures
associated with financial flows. FATS can providmeans of assessing the quality of foreign investmdeasures of
quality of foreign investment, by country of origiwould assist policy-makers in assessing whichntrigs might
deliver the most benefit to New Zealand throughasgled economic integration or free trade agreements

FATS are also potentially useful for increasing anderstanding of international services tradeeigor affiliate trade
in services is a growing and complex part of ingional trade in services, but we have no way cdisueng this trade
when it is conducted through a firm acquiring a awercial presence in New Zealand - ‘Mode 3’ sewitade, as it is
known in international trade parlance. Although Négaland has signed up to regional, bilateral, randilateral trade
agreements which include commitments on trade rivices by commercial presence, we cannot quariiyititerests
of either New Zealand or our trade partners in seohservices trade via commercial presence. FAESatentially
the only way to gain accurate measures of ‘Modieagie.

3. Definitions and concepts

As a starting point for constructing our experinamATS series, we have drawn on guidelines in20@2 Manual on
Statistics of International Trade in Services (MS)TThe MSITS was developed following the estabtisht of the
General Agreement of Trade in Services (GATS) wihevas identified that gaps existed in internatiostatistics for
trade in services. The manual is associated witth,cansidered a supplement to, the Balance of Patgn(BPM5) and
System of National Accounts (SNA93) manuals. Witthia MSITS manual, there are guidelines for théectibn of
FATS variables.

Wherever practical we have adopted the standardslefinitions in the MSITS. However, it is not alygafeasible to
use the MSITS standards and in some cases, suibdfiagg ‘ownership’ of a foreign affiliate, the NIES provides
minimal practical guidance.
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3.1 Defining Foreign Ownership

In the MSITS, foreign affiliates are defined aseeptises where the direct investor has a majofithe ordinary shares
or voting power. In more practical terms, this reato enterprises where the foreign ownershipréstgr than 50
percent. This is consistent with international gliltes that define direct investment as 10 peroemhore ownership,
more than 50 percent ownership as a foreign &#iliand 100 percent ownership as a branch. Thadeliges offer
international comparability.

This 50 percent ownership criterion for foreignilaftes differs from direct investment ownershipBoP and IIP of 10
percent or more. The theory behind the BoP definitof direct investment is that it shows a lastingerest in an
enterprise and a significant degree of influencetanenterprise’s activities. For example, a fareigholding more
than 10 percent of the shares of a New Zealand apywould, in theory at least, have considerable isathe
direction of that enterprise. Foreign affiliatesnewer, represent more than just a lasting intetasgieneral, foreign
affiliates are New Zealand subsidiaries or branabie$oreign firms. The FATS definition of majoritgwnership
theoretically reflects a greater degree of cordx@r the enterprise than is the case with FDI.

International ownership structures can be comm@tatnd ownership interests in a firm are not asnaygood proxy
for the controlling interests. In theory, an entesp that has 50 percent or more foreign ownerghiponsidered a
foreign affiliate (Company B is a foreign affiliatef Company A in the diagram below). Further, argmestic
subsidiary of that foreign affiliate, if majoritynmed, is also considered an affiliate of the fonedgterprise (Company
C is also considered a foreign affiliate of Compaxyeven though Company A’'s ownership in Companis Qust
42 percent (0.70 * 0.60)). This still holds treyen if the foreign ownership interest is less tB@npercent in the
foreign affiliate’s subsidiary.

Country A
Company A
60%
Country B v
Company B
70%
A 4
Company C

In practice, it was difficult to ascertain the exével of foreign ownership using Statistics Newaland’s Business
Frame (BF). The frame holds information on whethreenterprise has foreign ownership, and therksasam indicator
for the percentage of foreign ownership. Howeviee, percentage of foreign ownership field is notaglsvaccurate.
Because of the sheer number of enterprises onfhem the fact that it was designed as an actbatsed frame, the
percentage ownership indicator is not always ugdi®. Because of this complication, a decision mvade to treat alll
enterprises on the BF that have foreign ownershipegng foreign affiliates.

In this paper, a broad assumption has been maddf tiegy New Zealand Group Top Enterprise (GTE) \i@®ign-
owned, then we considered all of its New Zealarbiliaries to be foreign affiliates.
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Foreign Affiliates, as we have defined them, amubset of Foreign Direct Investment (FDI) entegsisFDI differs

from foreign affiliate ownership, both in termspdrcentage of equity and in terms of the kindsrafricial interest that

are included. Foreign affiliation is concerned wihQuity ownership, while FDI includes non-equityiols that a

foreign investor has over a New Zealand subsidsugh as loans, trade credits, equity securitidso#imer instruments.

Despite differences between FDI and inward FATSI i8Dikely to be a good proxy for how New Zealasdhward
FATS change over time. Information on foreign inwesnt from the Quarterly International Investmentv@y (QIIS)
shows that 79 percent of total FDI for the Decen#@¥4 quarter can be attributed to enterprisesatetl00 percent
foreign owned In addition, of the enterprises that make up,F8l percent are in the category of 50 percentarem
foreign ownership (see chart below). These propostare consistent over time.

Percentage of FDI by Percentage of Overseas Ownership

2.51%
18.84%

0 10-50
| 50-100
0100

78.65%

3.2 Variables

In choosing the range of FATS variables for ourezitpental series, the desire to measure as muohmation about
foreign affiliates as possible is necessarily aaiséd by data and resource limitations. The MSBUggests the
collection of at least the following basic FATS iednles:

(a) Sales (turnover)

(b) Employment

(c) Value-added

(d) Exports and imports of goods and services
(e) Number of enterprises.

We have captured all but two of these variablesun experimental series in section 5. Value-added the only
category that we were unable to produce usingiagistata sources available to us. This is unfotejres value-added
includes only the proportion of output that origeamin the firm itself, and is therefore a partiely useful measure for
analysing the impact of globalisation on the ecopoBxports and imports of goods and services da&ta wissing in
our experimental series, because we were unalffileaise the work in this area in time.

Sales and turnover are interchangeable terms fopunposes. Sales are a useful indicator of thigigcof the foreign
affiliate in the host country and are seen as attuke for output/value added, which is more difft to measure. For
services transactions, sales are a very good giomgutput.

The number of enterprises provides a basic indicafothe prevalence of majority-owned enterprisesijle the
employment number shows the effect on the laboukenand is a useful proxy for the size of an guise. Of course,
using employment as a measure of size is best idoreses of intra-industry comparison rather thenoss industries,
as some industries, particularly services, are nmugte labour intensive than others.

In addition to these basic FATS variables, we halge obtained data on firm equity, assets, operatinpluses and
income. In theory, any number of FATS variablesldde produced. These are just a few we have chéseed on
what was available from existing data sources.

3.3 Origin of Investment

The MSITS suggests that for FATS the country oimdte investor is the most interesting, but it grises that for
many countries the ultimate destination or sourcéwestment is not always possible to determins.Bwalance of
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Payments FDI statistics are measured on the bdsikeoimmediate investor, this is offered as a mpractical

alternative for FATS.

There has been a research project by Statistics 2&aland to determine the ultimate source of Newalatel’s direct
investment; however the results were not availabtéme to be of use in this paper. As it was ngdilable, the tables
in this paper refer to the country of the immediateestor.

3.4 Industry and product categories

The MSITS manual recommends that where possibld,S~¥ariables are disaggregated by both activity puodiuct.
The manual recognises that for some variables tbdugt breakdown would not be feasible. In thisgrapve have
tried to express the available FATS variables ustry type where possible, using the current ANZ8idustry
classificatioA. By not having a product breakdown, we are unableistinguish between sales of goods and services
from the AES data. No attempt has been made tbhdudisaggregate the variables presented in tigerpaecause in

an economy the size of New Zealand’s confidengiadisues are likely to arise.

Without a services/product break-down we are untitbéstimate the services trade interests of faraffjliates in New
Zealand. As a result, we cannot measure Mode Jssrimports using our experimental series.

There were practical issues encountered when titgirdetermine the industry of foreign affiliaten. large groups of
enterprises, different enterprises may engage fierdnt activities. An example of this is a compahgat may be
involved in manufacturing, but also have entergridedicated to marketing, investing or retailinghéff identifying
the FATS enterprises, we attempted to establistptedominant activity of the group so as to be =test with our
investment data by industry publication. The deteation for predominant activity was the industnatt employed the
greatest number of people in that group.
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4. Data sources used for inward FATS estimates

Statistics New Zealand data sources that were taseaimpile inward FATS estimates for this papefuded:
. The Business Frame
. The Annual Enterprise Survey.

4.1 The Business Frame

The Statistics New Zealand Business Frame (BF)database of individual, private and public seewoterprises in
New Zealand engaged in the production of goodssandices. The Frame is maintained to provide a draonk for
selecting respondents for Statistics New Zealabdsiness surveys. There are approximately 400,66&rm@ises on
the Business Frame.

The Business Frame stores an extensive range odiathestics about New Zealand enterprises, sudheevel of
foreign ownership, the number of employees, the typactivity that the enterprise is involved imdainformation on
the structure of groups of enterprises. Foreigilia# enterprises were identified from the owngrslevels and the
group structure information contained on the BFe BF was also used to identify the number of enisgp and
employees in New Zealand, and the proportion cfdtsgtributed to foreign affiliates.

Like all data sources, the BF has its limitatioBgse of the limitations of the BF is that it is amline system that can
be updated at any time from a number of differatadsources. While this is a positive characterifsti what it was
designed for — survey selection — it means thatrin&tion from the BF only represents a snapshtiria, making time
series analysis possible, but difficult.

Another limitation of the BF is that it excludestemprises that fall below the threshold criteria ‘e€onomic
significance’. For example, enterprises that haweual turnover for GST purposes of less than $3D#®@ excluded,
and agricultural production is also excluded fravdustry coverage. The threshold criteria for ‘eguitosignificance’
are designed to maintain a balance between covefdbe New Zealand economy, the availability ofadsources used
to maintain the frame, and maintenance costs dirémee.

4.2 The Annual Enterprise Survey (AES)

The AES is designed to provide annual data on itm@n€ial performance and financial position of N&ealand
enterprises by industry. The target populationlli®rterprises in New Zealand. Enterprises thatrextteeconomically
significant or are in certain exclusion industrigach as residential property operators and relgymrganisations) are
not covered by AES.

The AES is a collection of both survey and admiaiste data. There are a number of different qoastires in AES,
customised for different industries. The adminibteadata source is tax data from the Inland Regebapartment
(IRD). The population of the 2003 AES was 366,78istical units, of which 20,590 were in the saenpf units
directly surveyed, 221,760 were surveyed using athtnative tax data and 4,357 were surveyed witielosurveys.

Among the AES variables used in this paper were:

« Sales of goods and services — this is the sarmer@sver, and includes sales of goods not funtinecessed.

*Total assets — the total assets of the enterprise.

*Equity — shareholders’ funds or owners’ equitylides accumulated retained earnings, other resamedong-term
provisions.

*Operating Surplus per FTE — the amount of opegasarplus (revenue less expenses) per full-timevatant
employee.

*Return on total assets — operating surplus dividetbtal assets.

These variables were looked at for the enterpitsestified as being foreign affiliates, and, whessible, compared
with total AES data by industry. The variables stdd are by no means exhaustive - potentially drthe variables
collected in AES could have been applied to FAT®&cDssion about how the industries were assignergn
affiliate enterprises is outlined in the definit®oand concepts section of this paper.

One of the major limitations with the AES surveytiimeliness. The nature of the survey means thatrélsults are
published approximately 18 months after the refeggueriod. For this FATS paper, the AES data usedrialysis was
for the 2003 financial year.

Official Statistics Research Series, Vol 1, 2007 7
www.statisphere.govt.nz/osresearch




Atwell, J., & Wido van, L. (2007). Investigation of New Zealands’s Inward Foreign Affiliate Trade Statistics Using Existing Data
Sources.

Another limitation is that the AES survey is desdrto collect responses for a certain financial yBacause different

companies have different balance dates, the aperadd that responses in that survey cover can aacprding to

when the companies’ last financial reports weredfilThe 2003 AES results include financial datadi@ranisations

which have an end-of-financial year balance datgedfveen 1 October 2002 and 30 September 2003.

In the AES, non-responses are imputed for. Thd lefivenputation may vary between industries anekeifthe quality
of the data. In this FATS paper, the imputationsigieed for the AES were also included in the fameffiliate
enterprise estimates.

4.3 General Caveat

Comparisons between the indicators in this papevetfrom AES (2003 financial year) and the Busmé&rame (as at
31 March 2005) must be interpreted with care.

5. Experimental FATS seried*

The results in this section are based on the aatacss and methodologies outlined above. We haxdetl our results
into sub-sections. The first is a stock-take ofribenber of foreign affiliates in the New Zealand®amy, their relative
size according to employment levels, concentrakigrindustry, and origin of direct investor. The @ed looks at a
collection of activity and financial indicators, lydustry and country of origin of direct investor.

Throughout this section our focus is on identifyimbere major differences exist between foreignliaté firms and
domestically owned firms. We also provide discussioound the limitations of these results in additio those raised
earlier.

5.1 Foreign affiliate enterprises, employees, amngiro

Of the 419,049 enterprises on the Business Franag 3% March 2005, 3,779 (0.9 percent) were idexatifs foreign
affiliates of overseas firms. Those 3,779 foreidfiliate enterprises accounted for 14.5 percentalbfemployees.
Indeed, in every industry, foreign affiliate firnesnploy greater numbers of staff relative to New |Ze@downed
enterprises. This confirms our expectation thagitpr affiliate enterprises are generally much latgan New Zealand-
owned firms.

The concentration of employment in foreign afféiagénterprises is most pronounced in the Financel@gwance
industry. Foreign affiliates make up just 5.5 petcaf the number of firms in the Finance and Ineagaindustry, yet
account for 66.7 percent of the employees. The medson for this is that all major New Zealand lsaake foreign-
controlled and they operate on a large scale wikicéflected in the high number of employees is thdustry.
Table 1
Number of Foreign Affiliate Enterprises and Employees by Industry
As at 31 March 2005

Percentage Percentage
Number of  Number of Total of FATS of FATS
foreign employees Total number number of enterprises employees to
Industry affiliates (FATS) of enterprises employees to total total
Agriculture, Forestry and Fishing 84 846 80,291 810 0.1 0.7
Mining 41 972 401 3,732 10.2 26J0
Manufacturing 430 62,154 22,433 263,043 1.9 23.6
Electricity, Gas and Water Supply 11 1,632 202 3,95 5.4 235
Construction 49 10,241 42,993 103,522 0.1 9.9
Wholesale Trade 952 28,406 17,586 107,690 54 6.4
Retail Trade 91 30,027 37,927 226,660 0.2 13.2
Accommodation, Cafes and Restaurants 57 10,699 412,3 102,582 0.5 10.4
Transport and Storage 183 14,372 12,032 72,271 15 19.9
Communication Services 27 4,111 3,423 26,009 0.8 .8 5
Finance and Insurance 958 34,825 17,477 52,211 5.5 66.7
Property and Business Services 770 44,328 124,651 01,629 0.6 22.0
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Government Administration and Defence 0 0 210 7,10 0.0 0.0
Education 34 849 6,516 121,145 0.5 0|7
Health and Community Services 15 3,480 14,484 BH,1 0.1 2.0
Cutural and Recreational Services 47 2,876 11,875 2,450 04 6.8
Personal and Other Services 30 4,326 14,207 62,374 0.2 6.9
Total All Industries 3,779 254,144 419,049 1,755,435 0.9 145

Table 2 provides a breakdown of FATS enterprisestigin of immediate investor. This table showstthastralia is
the principal country of origin for foreign affiied enterprises in New Zealand. Australia is thgioof 44 percent of
foreign affiliate invested enterprises in New ZedlaThe second largest is the United States withpd&ent of
enterprises, more than double the next largestsafrforeign affiliate investment.

Other things being equal, reliance on two souraenti@es, Australia and the USA, for 62 percentarkfgn affiliated
enterprises might raise concerns that New Zealgmuttfolio of foreign affiliate enterprises is nagry diversified. This
raises the prospect of shocks to these economjgaciing heavily on the New Zealand economy. Howethere may
be good reason to set Australian-parented foreffjliates to one side on the basis that our ecoesndre highly
integrated. If we do this, the foreign affiliateofie appears well diversified, with a wide rangé apuntries
contributing to the number of foreign invested emtises New Zealand.

Table 2
Number of Foreign Affiliates and Employees by Count of Immediate Investor
Asat 31 March 2005

Number of ~ Number of
FATS employees
Country of immediate investor enterprises (FATS)
Australia 1,665 123,589
Bermuda 61 4,192
British Virgin Islands 51 475
Canada 58 2,497
France 74 7,577
Germany 120 3,333
Hong Kong 39 1,122
Japan 141 9,362
Malaysia 28 2,776
Netherlands 126 5,187
Singapore 97 4,938
Sweden 27 1,890
Switzerland 70 7,373
United Kingdom 283 21,911
USA 689 49,937
Other countries 301 8,460
Total All Countries 3,779 254,144

Table 2 serves to remind us that immediate invedédinitions are potentially poor in showing thedrsource of
interest in a foreign affiliated enterprise. Foamwple, it is probable that ownership of foreigriliaties by companies
registered in Bermuda and British Virgin Islandemprising 3.0 percent of foreign affiliate enteges, do not
represent ultimate investor interests, but instedldct structured financing arrangements, wheeectipital supporting
these enterprises is registered as being held:getlocations.
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The distinction between ultimate investor and difiegestor is an important one for trade policy,the extent that

investment relationships are considered when pisorg trade negotiations (Rose, (2004)). Tablee@inds us that

existing statistics on origins of foreign investrh@movide an incomplete picture about ultimate searof foreign

investment in New Zealand.

5.2 Activities and financial structure of foreigffikate firms in New Zealand

This section is derived from the 2003 Annual Entieg Survey (AES). Identified foreign affiliates rgematched to
existing AES data and the relevant variables etdrhc

Turnover is equal to Sales of Goods and ServicdsSates of Goods Not Further Processed from the. AES

There was a coverage issue (see right hand colurtabie below) with this section of the data, du¢he fact that AES
has a two-tier sample structure for these varialide® sample provided information on equity andltassets from the
Statement of Financial Position, while the othengke provided data on operating surplus and toi@bme from the
Statement of Financial Performance. We found tbatesforeign affiliates were included in one samiplg not the
other. In the interest of comparability, we onlydgslata on enterprises included in both samplesrévhe proportion
of foreign affiliates represented in both samplesswoo low compared with total foreign affiliates a particular

industry, this data was suppressed. Agriculturge$toy, and Fishing was combined with Mining, andt@al and
Recreational Services was combined with Persondl @ther Services to make data non-confidential tfarse

industries.
Table 3
FATS enterprises covered in both AES samples
Number of Coverage for
Number of | employees Number of Coverage number of
foreign for foreign | Number | employees for| for number | employees for|
affiliates in | affiliates in | of foreign foreign of foreign foreign
Industry AES data AES data | affiliates affiliates affiliates affiliates

Agriculture, Forestry and Fishing 35 590 4 8 846 41.7% 69.7%
Mining 19 871 41 972 46.3% 89.6%
Manufacturing 115 38,511 430 62,154 26.7% 62.0%
Electricity, Gas and Water Supply 10 IC 11 .C 90.9% .C
Construction 9 6,535 49 10,241 18.4% 63.8%
Wholesale Trade 101 15,087 952 28,406 10.6% 53.0%
Retail Trade 14 24,956 91 30,027 15.4% 83.1%
Accommodation, Cafes and Restaurants 8 5,642 57 10,699 14.0% 52.7%
Transport and Storage 27 8,6Y7 183 14,372 14.8% 60.4%
Communication 6 3,610 27 4,111 22.2% 87.8%
Finance and Insurance 458 33,287 958 34,825 47.8% 95.6%
Property and Business Services 217 28,670 70 7 44,328 28.2% 64.7%
Government Administration and Defence . . . "
Education 5 .C 34 849 11.8% .C
Health and Community Services 4 C 15 .C 46.7% .C
Cultural and Recreational Services 7 2,101 47 2,876 6.4% 73.1%
Personal and Other Services 3 3,010 30 4,326 10.0% 69.6%
Total 1,166 175,830 3,77p 254,144 30.9% | 69.2%

..C confidential

Foreign affiliate enterprises are estimated to rifoute 22.8 percent of turnover, 38.1 percent ¢ditassets and 24.2
percent of equity.

Turnover by foreign affiliate enterprises was estied to be $74.9 billion for the 2003 financial yeBhe Wholesale
Trade and Manufacturing industries contributed $Zllion and $18.9 billion of this, respectiveldowever, due to
only 53 percent of foreign affiliates being reprasel, these figures may not be a completely aceuegiresentation of
this industry.
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Foreign affiliate enterprises dominate the Finaand Insurance Industry in terms of turnover (6le2cent), total
assets (60.8 percent) and shareholders equity (E2c@nt). Of the $374.3 billion of total assetsilaited to foreign
affiliate enterprises, $296.8 billion were ownedtbg Finance and Insurance Industry.
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Table 4

Activity of Foreign Affiliate Firms by Industry

2003 Financial Year

$NZ (million)
Turnover
(sales) of Total assets Equity of Total Total
foreign of foreign foreign turnover Total owners
Industry affiliates affiliates affiliates (sales) assets equity
Agriculture, Forestry, Fishing, and Mining 1,845 28] 6,258 26,052 94,292 51,314
Manufacturing 18,919 18,329 8,368 64,951 53,625 24,507
Electricity, Gas and Water Supply na na na 10,021 8,918 16,387
Construction 1,837 695 194 18,582 8,390 2,914
Wholesale Trade 24,925 10,591 3,536 68,950 25,074 8,157
Retail Trade 6,831 1,387 613 44,161 12,436 4,5p9
Accommodation, Cafes and Restaurants 658 1,403 711 5,569 6,323 2,914
Transport, Storage and communication 4,330 5,084 4632, 20,283 25,838 11,294
Finance and Insurance 6,257 296,836 63,886 10,218,041 122,310
Property and Business Services 5,646 24,640 4{000 6,408 114,887 43,155
Government Administration and Defence 0 0 0 7,501 7,742 81,891
Education na na nal 2,614 8,304 6,201
Health and Community Services .C .C .C 3,718 58,7 4,017
Cultural, Recreational, Personal, and Other Sesv|ce 1,031 621 229 9,203 9,612 5,7P6
All Industries 74,890 374,338 93,45 328,223 982,275 385,076
..C confidential
na data suppressed due to the insufficientremeeof foreign affiliates

Foreign affiliates typically have more assets thew Zealand firms, controlling some 38 percent sfeds across all
industries. This figure is skewed, however, by dioeninance of foreign affiliates in the banking istty, and by the
majority of assets held in that industry, as mawt above. If we remove the banking industry aswher, we find
that foreign affiliate shares of assets are onghdlly higher than foreign affiliate shares of emphent -15.7 percent as

compared to 14.5 percent of employment.

The negative equity of foreign affiliates with parecompanies in Bermuda (Table 5) provides furtidence of
foreign affiliates or parent companies having dqrence for debt financing through internationabimy companies.

Table 5 also reconfirms the importance of Austrafea source of foreign investment and foreigriaiffi enterprises in

the New Zealand economy.
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Table 5
Activity of Foreign Affiliate Firms by Country of | mmediate Investor
2003 Financial Year

$NZ (million)

Turnover

(sales) of  Total assets  Equity of

foreign of foreign foreign

Country of immediate investor affiliates affiliates affiliates

Australia 31,246 236,089 48,86P
Bermuda 1,515 4,346 -795
British Virgin Islands 106 2,073 805
Canada .C 588 85
France 1,969 4,255 954
Germany 1,514 .C 740
Hong Kong .C .C .C
Japan 5,955 4,591 1,874
Malaysia 444 .C .C
Netherlands 3,726 .C .C
Singapore 1,503 1,180 653
Sweden 463 ..C .C
Switzerland 1,347 .C .C
United Kingdom 5,284 6,574 2,298
USA 15,423 48,257 18,741
Other Countries 3,718 14,351 2,082
Total All Countries 74,890 374,338 93,45[7

..C confidential

The data in tables six and seven below is also 2003 Annual Enterprise Survey (AES). It gimesomparison of
foreign affiliates against total firms in New Zeadh using financial ratios. Extreme outliers haee removed from
the return on assets, return on equity, and dedbdqudty ratio data.

Foreign affiliates outperform total New Zealandrfi in terms of total income per FTE for almostiadlustries they
participate in. The Wholesale Trade industry wasmtforeign affiliate enterprises had by far thgést total income
per FTE. However, due to coverage issues menti@aelier this may not be truly representative o tpharticular
industry.

The figures for operating surplus per FTE are more balanced between foreign affiliates and alivN&ealand
firms. The Wholesale Trade industry again standsThis industry also has the second highest cdretéom of FATS
employees compared with total employees in the stigiu The Finance and Insurance industry has tighelsi
concentration of FATS employees (66.7 percent)clvtmay help to explain why total income and opatasurplus
per FTE is lower than for all New Zealand firms fois industry.
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Table 6

Income and Operating Surplus per Full-time Equivalent Employee (FTE) by Industry
2003 Financial Year

$NZ (000's)
Operating
Total income  surplus per FTE Operating
per FTE for for foreign Total income  surplus per
Industry foreign affiliates affiliates per FTE FTE
Agriculture, Forestry, Fishing, and Mining 1,930 27p 875 212
Manufacturing 505 48 262 18
Electricity, Gas and Water Supply na ha na na
Construction 456 3 158 18
Wholesale Trade 5,683 1,157 714 38
Retail Trade 551 18 232 15
Accommodation, Cafes and Restaurants 139 3 81 6
Transport, Storage and communication 722 49 225 28
Finance and Insurance 223 28 915 228§
Property and Business Services 479 78 192 33
Government Administration and Defence 0 0 263 9
Education na na na ng
Health and Community Services .C |C .C .C
Cultural, Recreational, Personal, and Other Sesvicq 286 30 277 3
All Industries 1,094 125 248 24

..C confidential
na data suppressed due to the insufficientrageeof foreign affiliates

There are substantial differences for some of tl@stry figures in table seven (below) betweenifpraffiliates and
all New Zealand firms, reaffirming the belief tHateign affiliates perform better in some industriban others.

Foreign affiliates have their lowest return on &g#3.0 percent) in the Property and Business iSesvindustry and
their highest return on equity (55.9 percent) ia Retail Trade industry. Compare this with the rfegufor all New
Zealand firms, where the lowest return on equity (2ercent) is for the Agriculture, Forestry, Figii and Mining
industry and the highest return on equity (72.2eet) is in the Wholesale Trade industry.

Figures for return on assets have their highesti@ndst values in the same industries as the retnrequity, for both
foreign affiliates and all New Zealand firms.

Foreign affiliates seem to significantly outperfoldew Zealand resident enterprises in the AgricaltUforestry,
Fishing, and Mining industry and the Retail Traddustry. Conversely, New Zealand firms have mudféi returns
on equity and total assets in the Accommodatioie€aand Restaurants industry and the WholesaldeTiredustry.
However, both these industries had low coveraderefgn affiliates in the dataset.

The magnitudes of the return on equity and totaktssare generally smaller for foreign affiliateart for total New
Zealand firms, reflecting the fact that foreignileffes have, on average, much higher levels oftg@und total assets.

Foreign affiliates, in aggregate, have higher de¢ls than domestically owned firms, as measuseddbt to equity
ratios (calculated as assets less equity, dividedotal equity). Total foreign affiliate debt to wty is 3.01 to 1
compared with 1.69 to 1 in the case of all New dedlenterprises. This sizable difference is largely to large debt
to equity ratios in four industries: Property angsBiess Services, Finance and Insurance, EducatidnConstruction.

Foreign affiliates are often the recipients of diétincing from parent companies, which is consisteith high levels
of debt relative to equity. Accessing capital abtd@ather than equity may have benefits in termsagfliabilities,
amongst other things. Foreign affiliates may be dblaccess this kind of financing more easily tdamestic firms,
and so are more likely to appear highly leveraged.
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Table 7
Debt/Equity Ratios and Return on Equity, Total Assés by Industry
2003 Financial Year

Percent
Returnon Returnon  Debt/equity
equity for  total assets ratio for Return Return
foreign for foreign foreign on on total Debt/equity
Industry affiliates affiliates affiliates equity assets ratio
Agriculture, Forestry, Fishing, and Mining 11.8% 0% 0.31 2.7% 1.4% 0.78
Manufacturing 17.8% 8.1% 1.19 14.8% 10.0% 1.29
Electricity, Gas and Water Supply na na na na na na
Construction 3.4% 0.9% 2.59 9.5% 5.4% 2.00
Wholesale Trade 32.0% 10.6% 2.01 72.3% 25.4% 1.87
Retail Trade 55.9% 24.7% 1.24 42.4% 14.8% 2.13
Accommodation, Cafes and Restaurants 3.7% 1.9% 0.9760.9% 22.3% 1.25
Transport, Storage and communication 3.7% 1.8% 1.0613.4% 6.2% 1.87
Finance and Insurance 7.5% 1.6% 3|65 23.6% 10.3% 28 |3.
Property and Business Services -3.0% -0.5% 5.31 %9.0 2.3% 1.71
Government Administration and Defence 0.0% 0.0% 0.0 15.8% 5.9% 0.24
Education na na na| na na na
Health and Community Services .C .C .C .C .C .C|.
Cultural, Recreational, Personal, and Other
Services 27.7% 10.2% 1.71 25.4% 11.6% 0.84
All Industries 9.4% 2.3% 3.01 18.0% 11.0% 1.69

..C confidential
na data suppressed due to the insufficientrageeof foreign affiliates

Conclusion

As expected, FATS enterprises are generally lathban other New Zealand enterprises in terms of mundf
employees, total assets and equity. In contrasi,3-Anterprises are much more aligned with New Zelfams in
terms of returns on equity and total assets. Foraffiliates are by definition part of multinatidrfams, and other New
Zealand enterprises include a number of small lessies.

This paper has considered the usefulness and igatest the feasibility of producing inward FATSec8on one of the
paper introduced the idea of foreign affiliates angblained the links with the current macro-ecorostatistics.
Section two looked at why FATS are important, ngitjin a global context but in the New Zealand egnt New
Zealand is a net debtor with the rest of the wallé to the excess of foreign investment in New &wdlover New
Zealand investment abroad. Therefore, it is ingdrto understand the impacts of this investmertherNew Zealand
economy. FATS can also support trade negotiatiopsproviding an understanding of international ewoit

integration, and assist in prioritising resourceSections three and four explained the measurefmr@mework and
concepts for FATS, and listed the data sourcestlasid limitations. Section five presented experitaé series for
FATS, also providing analysis and interpretation.

Clearly, there is scope to regularly produce inwBATTS from existing data sources as demonstratetthénpaper.
However, there would be further work required tqiove their quality and usefulness, particularly flilem to be
released as official series.

Further work would be required on establishing tiftemate investor, improving the coverage of FAT®eeprises
within the AES framework, investigating data onuesbdded and providing trade data for foreigniaféils, especially
broken down into product classifications. The latt®uld be useful in measuring Mode 3 trade in goadd services
while value added is useful for measuring the impdglobalisation and investment contribution e tNew Zealand
economy.

This paper has highlighted just how prevalent fpneaffiliates are in the New Zealand economy arad shbstantial
contribution they make in terms of employment, agsirother things. Therefore improving our underdiag of the
impact of foreign investment in an increasingly lglb world is important.
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Glossary of Terms

ABS Australian Bureau of  Australia’s official statistical agency, the equafat of Statistics New
Statistics Zealand.

ANZSIC Australia New Zealand A standard classification system used by both Ste¢i New Zealand and
Standard Industrial the Australian Bureau of Statistics for industrgditdowns.

Classification

BoP Balance of Payments A set of accounts thardsdoansactions between New Zealand and the
rest of the world. Records the flows, while the i#@ords the stocks.

BF Business Frames The Business Frame is a database of individualafgiand public sector
businesses and organisations engaged in the piodwuétgoods and
services in New Zealand.

BPM5 Balance of Payments The compilation of Balance of Payments and Intéonat Investment
Manual %' Edition Position statistics are based on this manual.

FATS Foreign Affiliate Trade Indicators that help provide a more complete peufrforeign direct
Statistics investment, and trade in goods and services.

GATS General Agreement on A multi-lateral agreement between WTO members tarirational trade
Trade in Services in services.

P International The statement which records New Zealand’s intesnatiassets and
Investment Position liabilities with the rest of the world. Records ttecks, while the BoP

records the flows.

Inward FATS Statistics on the structure and activities of fgnebwned enterprises in
New Zealand.

IMF The International
Monetary Fund

IRD Inland Revenue New Zealand'’s tax collection agency.
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Department
MSITS The Manual on An international manual guiding the compilatiorsefvices statistics.
Statistics of
International Trade in
Services
Mode 3 supply SeeModes of supply
Modes of There are four modes of supply for the deliverg@ifvices as outlined in
supply MSITS; they are:
e Mode 1 - cross-border supply
e Mode 2 — consumption abroad
¢ Mode 3 — commercial presence (i.e. FATS)
¢ Mode 4 — presence of natural persons.
Outward FATS Statistics on the structure and ams/of New Zealand firms’ overseas-
based subsidiaries.
Turnover In the FATS context is the same as sales of goodservices.
WTO World Trade

Organisation

JEL classification:
F23 Multinational Firms; International Business
C82 Methodology for Collecting, Estimating, and Organising Macroeconomic Data

Key words:
Foreign affiliates; direct investment; trade.

* The QIIS surveys approximately 500 enterprisesrtiaite up 95 percent of New Zealand’s internatiasakts and
liabilities.

2 A new and updated version of ANZSIC will be avalitain 2006.

% Data in the analysis section are based on expetaingeries; therefore care must be taken whenprgting the
results.

“ Data may not sum to stated totals due to rounding.
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