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e Transfer pricing
— Lack of market transaction and arm’s length price
— Subject to regulatory scrutiny and enforcement (Marques & Pinho 2016)

e Structuring for purposes other than production

— SPEs and holding companies
 Examples: IP licensing companies, financing companies

— Heterogeneous tax laws and other regulations across countries
e May facilitate artificial location of production and related income
* Measured activity may be incongruent with real economic activity

— Institutional units and residence in the SNA and BPM
e Resident in same economy as parent = no separate institutional unit
e Resident in economy other than parent - separate institutional unit
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Implications for U.S. AMNE Data
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— Role of offshore profit shifting on measured U.S. productivity slowdown
— Time series of adjusted business sector value-added: 1973-2014
— Simple model attributes profit shifting to intangible capital
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e Guvenen, Mataloni, Rassier, Ruhl (2017) (GMRR)

— Role of offshore profit shifting on measured U.S. productivity slowdown
— Time series of adjusted business sector value-added: 1973-2014
— Simple model attributes profit shifting to intangible capital

e Bruner, Rassier, Ruhl (2018) (BRR)
— Role of offshore profit shifting on key U.S. economic accounting measures
— Single year of adjusted SNA and BPM measures: 2014
e Same methodology and data as GMRR
e Broader scope of adjusted measures (outside production account)
— Potential implications for common analytic uses (beyond productivity)
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Economic Analysis

Affiliate “owns” intangible capital created by parent
— Legal ownership?
— Economic ownership?

Possible treatment of returns on intangible capital
— Owned by parent — payment to parent: * GDP
— Owned by affiliate — no payment: /> income on FDI
— Owned by a low-tax affiliate — payment to affiliate: > income on FDI

Income on USDIA increases sharply between 2000 and 2011

Reallocate measures across entities w/in U.S. MNEs
— Operating surplus

Conceptually Different
— Income on USDIA
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e Apportionment weights for each entity within a U.S. MNE
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e Allocate measures across entities within each MNE
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 Formulary adjustment for each entity of each MNE
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e Apportionment weights for each entity within a U.S. MNE
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e Allocate measures across entities within each MNE
Yp =wp XiY; YNEM

 Formulary adjustment for each entity of each MNE
=Yp—YP, VNEM

e Data
— Activities of Multinational Enterprise (AMNE) data
— Direct investment income data
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Production Approach Expenditure Approach Income Approach

21



ﬂf
i @ il
Bureau of Economic Analysis

e Approaches to GDP
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e Gross National Income (GNI)
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Direct Investment Income
Portfolio Investment Income

Other Investment Income
Reserve Asset Income
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e Approaches to GDP
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Production Approach Expenditure Approach Income Approach

e Gross National Income (GNI)

GNI -@cewable from RoW>— Inc. Payable to RoW

Direct Investment Income
Portfolio ncome

Other Investment Income
Reserve Asset Income

* GMRR and BRR apply offsetting adjustments to circled
components
— Operating surplus adjustment (+) - red
— Income on USDIA adjustment (-) = blue
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— Add 1.5 pps to U.S. cumulative productivity growth for 1994-2014
— Matter most for U.S. R&D intensive industries for 2000-2008

e Add 0.6% on average annually to R&D industries

e Add 0.1% on average annual to non-R&D industries
— Are overwhelming attributable to low-tax countries
— Do not eliminate the productivity slowdown
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e GMRR Adjustments

— Add 1.5 pps to U.S. cumulative productivity growth for 1994-2014
— Matter most for U.S. R&D intensive industries for 2000-2008

e Add 0.6% on average annually to R&D industries

e Add 0.1% on average annual to non-R&D industries
— Are overwhelming attributable to low-tax countries
— Do not eliminate the productivity slowdown

e BRR Adjustments

— Yield notable changes in key SNA and BPM measures
— May have significant implications for analytic uses

e Labor share of income

* Return on USDIA

e External balances
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-7.1% - Current Account Balance
- 10.8% Trade Receipts (Exports)
-34.9%_ Primary Income Receipts
- 7.1% Net Borrowing

-3.1% . Net International Investment Position

-26.0% _ Net Direct Investment Position
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GMRR: Increase in Cumulative Labor b
Productivity Growth by R&D Intensity “-‘ea
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GMRR: Adjustments by Country (billions) ﬂbea
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e MINE structuring imposes measurement challenges
— SPEs and holding companies
— 75% of GMRR and BRR adjustments attributable to holding companies

e Official measures may be affected
— U.S. AMNE data and Irish GDP and GNI
— GMRR and BRR present implications for U.S. SNA and BPM aggregates
* No adjustments to secondary transactions
* No adjustments to capital formation, capital stock, or depreciation

e Use prescriptive accounting rules with caution
— Economic interpretation of guidelines is necessary
— |Is “economic relocation” of intangible capital possible within a firm?
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Different treatment for SPEs and holding companies?
— More granularity or reclassify to parent country? (Rassier 2017)
— Nationality-based framework? (Borga & Caliandro 2018)

Different treatment for IPPs within an MNE?

— Economic ownership? (De Haan & Haynes 2018)
— Financial asset? (CSO Ireland 2017)
— Immovable asset or supranational asset? (Moulton & Van de Ven 2018)

Changes in international tax policy (e.g., OECD BEPS)?

Highlight existing measures in current SNA framework?
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