Summary Quality Report for Foreign Direct Investment
Annual Surveys Releases

1 Introduction

This report is part of a rolling programme of quality reports being introduced by Office for
National Statistics (ONS). The full programme of work being carried out on Statistical Quality®
is available on the National Statistics website. Summary Quality Reports are overview notes
which pull together key qualitative information on the various dimensions of quality as well as
providing a summary of methods used to compile the output.

This report relates to Foreign Direct Investment (FDI). FDI surveys, conducted by ONS,
measure the flows of investment, earnings from investment and the international investment
positions for United Kingdom (UK) companies' affiliates abroad (outward) and conversely
foreign companies' affiliates in the UK (inward).

2 Summary of Quality

2.1 Relevance
The degree to which the statistical product meets user needs for both coverage and content.

Foreign Direct Investment refers to investment that adds to, deducts from, or acquires a lasting
interest in an enterprise operating in an economy other than that of the investor; the investor's
purpose being to have an "effective voice" in the management of the enterprise. For the
purposes of the statistical survey, an effective voice is taken as equivalent to a holding of 10 per
cent or more of the ordinary shares or voting power for any incorporated subsidiary or associate
enterprises or the equivalent for unincorporated branch enterprises (this internationally
recognised definition is taken from the International Monetary Fund's (IMF) Balance of
Payments Manual® version 5 (BPM5).

Balance of Payments investments consist of Foreign Direct Investments, Portfolio Investments
and Other Investments. Investments in which the investor does not have an effective voice in
the management of the enterprise (i.e. they hold less than 10 per cent of the ordinary shares or
voting power) are mainly portfolio investments; these are out of scope of the FDI surveys. The
other components of balance of payments investments are “other investment” and “reserve
assets”; these cover investments where no ownership is held. These are also out of scope of
the FDI surveys. Definitions of all of these types of investment are available in the IMF's BPM5
publication mentioned above.

Data for the banking sector are collected by the Bank of England; all other sectors are
covered by ONS surveys. The banking surveys collect information from all banks, whereas
ONS surveys are based on samples and cover all other industries. This Summary Quality
Report concentrates on these sample surveys which are statutory surveys, collecting
information under the Statistics of Trade Act 1947. Detailed Standard Industrial Classification
(SIC) information is available on the Standard Industrial Classification (SIC)® webpage.

The surveys are conducted using questionnaires which are generally sent to the head of the
enterprise group within the UK, and which request consolidated information for the group as a
whole. The survey is divided into two parts: one measures FDI by UK groups abroad (outward
survey) and the other measures FDI in the UK by foreign groups (inward survey).


http://www.statistics.gov.uk/about/data/methodology/quality/default.asp
http://www.imf.org/external/pubs/cat/longres.cfm?sk=157
http://www.imf.org/external/pubs/cat/longres.cfm?sk=157
http://www.statistics.gov.uk/statbase/Product.asp?vlnk=14012

FDI surveys

What it measures

Financial information relating to transactions between parent companies
and their affiliates. Headline data components are Investment Flows,
International Investment Positions (i.e. Stocks or Levels) and
Investment Earnings.

Frequency

Annual

Sample size

Outward survey approximately 1,400 enterprise groups
Inward survey approximately 2,500 enterprise groups

Periods available

The current FDI database holds full country/industry aggregate data
from 1972 to the current published year for both the inward and outward
FDI surveys. Limited country and industry level data are available for
the years 1958 to 1971

Sampling frame

Historical standalone FDI register supplemented by the Inter
Departmental Business Register (IDBR).

Outward sampling frame approximately 4,000 enterprises groups
Inward sampling frame approximately 22,000 enterprises groups

Sample design

The FDI population samples are selected by stratified random sampling
using previously returned International Investment Positions values (Net
Book values)

The additional IDBR sample (known as the WorldBase sample) is
selected using stratified random sampling on ‘number of foreign
subsidiaries’ for outward FDI and ‘UK turnover’ for inward FDI.

Within each survey the FDI and IDBR samples are mutually exclusive

Weighting

Each respondent in the stratified sample is used to represent a number
of similar businesses using business Net Book values.

Imputation

Large non-responders are manually constructed using data sources
from the matching quarterly survey or their published accounts in
preference to imputed data based on sectoral variations. Otherwise the
data is imputed

All non-responders are imputed for individually using period on period
ratio imputation. Imputation links larger than 1.7 are taken as 1.7 and
those smaller than 0.3 are taken as 0.3. (where there are previous data
values available). Where previous data is not available average
returned values are used

Estimation

After imputation, to provide full estimation for the entire population at
detailed data levels, non sampled businesses are imputed for using the
same methods described above for non respondents

Outliers

Any respondents with atypical or extreme returns are treated as outliers
and are excluded from the average value calculations. The top and
bottom 5 per cent of enterprise group returns are excluded as outliers
from the average value calculations.




Data from the FDI surveys are used by a wide range of users. The key users are:
e Balance of Payments and National Accounts
e Other Government Departments e.g.
0 Department for Business Enterprise & Regulatory Reform (BERR)
o0 Foreign and Commonwealth Office (FCO)
0 Department For International Development (DfID)
0 Her Majesty’s Revenue and Customs (HMRC)
e Eurostat®
e Organisation for Economic Cooperation and Development (OECD)®
e United Nations Committee on Trade and Development (UNCTAD)®

Additional users are UK and foreign academics and students, UK & foreign Embassies and
Trade Missions, businesses, UK and foreign press and the general public.

2.2 Accuracy
The closeness between an estimated result and the (unknown) true value.

Sampling Error

Sample surveys are employed rather than censuses because the census process is too
lengthy and costly to be viable in this monitor. Standard errors illustrate the spread of results
which would be expected from estimates derived from successive samples selected by
chance from the same population using the same sample specification. While each sample is
designed to produce the ‘best’ estimate of the true population value, different equal-sized
samples covering the population would generally produce varying population estimates. The
sampling error measures this variation. In the FDI surveys this standard error is estimated for
the Worldbase sample only.

Non Sampling Error

There is the potential for non-sampling errors that cannot be easily quantified. For example,
undetected deficiencies may occur in the survey register and errors may be made by the
respondents when completing the survey questionnaires.

Questionnaires are despatched to businesses in March after the end of the reference year.
Two written reminders are subsequently sent to non-responding groups and are followed by
telephone, fax and electronic mail reminders to try to minimise non-response and thereby any
non-response bias. There is also the possibility of using the legal powers of the Statistics of
Trade Act to force response, though Office for National Statistics prefers to work together with
businesses to produce the necessary information.

Returned information is run through a series of checks to identify any errors. These include
tests to ensure that all questions are completed, that the responses to individual questions
are consistent within the questionnaire as a whole, and that the return is consistent with
historical data from the business.

Another aspect of accuracy is reliability. This refers to the closeness of the initial estimated
value(s) to the revised estimated value(s). An indication of reliability of the key indicators in
this release can be obtained by monitoring these revisions. Please note: FDI is subject to the
standard ONS revisions policy.

The FDI revisions, response rates and estimated standard errors are available in the Basic
Quality Information in the first release. For other FDI accuracy information see:
FDI Surveys web source document’



http://www.statistics.gov.uk/StatBase/Source.asp?vlnk=179&Pos=&ColRank=1&Rank=1000

2.3 Timeliness and Punctuality
Timeliness refers to the lapse of time between publication and the period to which the data
refer. Punctuality refers to the time lag between the actual and planned dates of publication.

The National Statistics Release Calendar®is available on the National Statistics website and
provides a calendar for releases 12 months in advance. The FDI surveys consistently meet
publication deadlines.

A First Release publication is published 12 months after the reference period (in December of
the following year), and a more detailed Business Monitor publication 14 months after the
reference period (February).

2.4 Accessibility and Clarity

Accessibility is the ease with which users are able to access the data, also reflecting the
format(s) in which the data are available and the availability of supporting information. Clarity
refers to the quality and sufficiency of the metadata, illustrations and accompanying advice.

The annual survey data are published initially in a Foreign Direct Investment First Release®
which is freely available from the National Statistics website (text and spreadsheet versions).

More detailed data are available in the MA4 Business Monitor'® which is freely available from
the National Statistics website (text and spreadsheet versions).

Limited country and industry level data for the years 1958 to 1971 are available from historical
Department of Trade and Industry (DTI) paper publications. These publications are:

e 1958 to 1967, DTI Board of Trade Journal extracts; and

e 1968to 1971, DTI Trade & Industry extracts

Further queries can be addressed to the FDI public enquiry team at: fdi@ons.gov11

2.5 Comparability
The degree to which data can be compared over time and domain.

Since 1997 various changes have occurred in the coverage of the survey. The new European
System of Accounts (ESA(95))** definitions were introduced with the 1997 MA4 Business
Register allowing comparison across the European Union. The changes were as follows:

i) Prior to 1997 for the measurement of direct investment, an effective voice in the
management of an enterprise was taken as the equivalent of a 20 per cent
shareholding. Since 1997, this is now 10 per cent

ii) The Channel Islands (Jersey, Guernsey etc.) and the Isle of Man have been excluded
from the definition of the economic territory of the UK. Prior to 1997 these islands were
considered to be part of the UK. Their data are published under the UK Offshore
Islands title in the data tables

iii) Interest received or paid was replaced by interest accrued in the figures on earnings
from foreign direct investment. There is deemed to be little or no impact arising from
this definitional change on the estimates

The FDI international investment position data have only been collected annually since 1987,
prior to that date these data were only collected via a triennial census survey.

A further change caused by the move to ESA (95) is that withholding taxes payable on direct
investment earnings are now measured. Earnings were shown gross of these taxes in the
Balance of Payments 2004 Pink Book'®. However, for the purposes of this business monitor
earnings are calculated net of tax until 2006. From the 2006 Survey this tax data is included in
the earnings figures. New FDI register sources available from 1998 have led to revisions to
the figures from that year onwards. These give an improved estimate of the population
satisfying the criteria for Foreign Direct Investment.



http://www.statistics.gov.uk/ReleaseCalendar/currentreleases.asp
http://www.statistics.gov.uk/StatBase/Product.asp?vlnk=728&Pos=1&ColRank=1&Rank=272
http://www.statistics.gov.uk/StatBase/Product.asp?vlnk=9614&Pos=6&ColRank=1&Rank=272
http://forum.europa.eu.int/irc/dsis/nfaccount/info/data/esa95/en/esa95en.htm
http://www.statistics.gov.uk/StatBase/Product.asp?vlnk=1140&Pos=6&ColRank=1&Rank=272

The definitional changes were introduced from 1997 only, the new register source changes
were introduced from 1998, and the earnings tax changes from 2006. The data prior to these
years have not been reworked in the MA4 Business Monitor™. For clarity, the breaks in the
series are identified separately in Chapter 1, tables 1.1 to 1.3.

2.6 Coherence
The degree to which data that are derived from different sources or methods, but which refer
to the same phenomenon, are similar.

The ONS FDI survey is the only source of UK FDI data that complies with FDI international
definitions.

The FDI team also carry out quarterly surveys covering the same survey populations. The
results from these surveys are published in the quarterly Balance of Payments First
Release®®.

There are key differences in the coverage between the annual FDI surveys and the quarterly
FDI surveys as the balance of payments compilers have access to sources of data that have
been unsuitable for use in the annual surveys due to their lack of geographic detail. For
example, data on private investment in property in the UK or abroad, and investment by UK
Public Corporations abroad. However, due to new sources of suitable data this data has been
included in the published annual data from the 2005 survey year.

Also the Mergers and Acquisitions™* survey which provides data for the annual and quarterly
FDI surveys treats the data it collects differently from the datasets published in either FDI
survey. FDI covers all transactions above a 10% ownership threshold whereas M&A covers
only those transactions where majority ownership is involved (i.e. where the 50% ownership
barrier is crossed during a transaction. Minority deals (above or below the 50% ownership
barrier) are not published by the M&A survey but would be included in the FDI survey. Also
the FDI surveys would only report those deals, or parts of deals, funded directly by parent
companies and exclude any deals, or parts of deals, funded by locally raised funds (either in
the UK for inward FDI or abroad for outward FDI).

3 Summary of Methods Used to Compile the Output

Coverage

FDI data are measured by industrial sector, sub components of the main data components
and the country of the immediate foreign parent investor (inwards FDI) or the country of the
immediate foreign affiliate (outwards FDI).

Further details of the coverage of the FDI surveys are covered in Appendices A, B and C in
the MA4 Annual Business Monitor™

Sample Design

The FDI population samples are selected using previously returned International Investment
Positions values (Net Book values). All respondents with an absolute Net Book Value of more
than £50 million are selected automatically and the rest of the sample are selected by
stratified random sampling using Net Book values.

The IDBR sample (WorldBase sample) is selected using ‘number of foreign subsidiaries’ for
outward FDI and ‘UK turnover’ for inward FDI. The largest 100 are selected for each survey
and the rest of the sample is selected using stratified random sampling using the relevant
stratification variable. The IDBR foreign links information is updated annually using
information from Dun & Bradstreet’s “WorldBase"® publication.


http://www.statistics.gov.uk/StatBase/Product.asp?vlnk=9614&Pos=6&ColRank=1&Rank=272
http://www.statistics.gov.uk/StatBase/Product.asp?vlnk=1118&Pos=1&ColRank=1&Rank=272
http://www.statistics.gov.uk/StatBase/Product.asp?vlnk=1118&Pos=1&ColRank=1&Rank=272
http://www.ons.gov.uk/about-statistics/methodology-and-quality/quality/qual-info-economic-social-and-bus-stats/quality-reports-for-business-statistics/index.html
http://www.statistics.gov.uk/StatBase/Product.asp?vlnk=9614&Pos=6&ColRank=1&Rank=272

Statistical Disclosure
Statistical disclosure control methodology is also applied to data. This ensures that
information attributable to an individual organisation is not disclosed in any publication. The
Code of Practice for Official Statistics'® and specifically Principle 5: Confidentiality set out

practices for how we protect data from being disclosed. The Principle includes a guarantee to
survey respondents to “ensure that official statistics do not reveal the identity of an individual
or organisation, or any private information relating to them”. More information can be found on
the ONS Statistical Disclosure Control Methodology page™”.
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