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Introduction 

This group of chapters examines aspects of 

globalized activities and transactions in more 

detail. 

 

Sending materials or partly-finished goods to 

another enterprise for processing is an established 

practice which has become more common with low 

transport costs, specialization among enterprises 

and the emergence of new production sources. The 

enterprise processing the items may be resident in 

the same country as its client, or it may be abroad. 

In line with the globalization theme, Chapter 5 

focuses on the international aspect of goods for 

processing.  

 

Unlike processing, merchanting – the purchase of 

items in one country for resale in another, the 

merchant being resident in neither – is by 

definition cross-border. The traditional case of 

merchanting involving the purchase and sale of 

goods, and a proposal to extend the treatment to 

certain types of services, are reviewed in Chapter 6. 

As in cross-border processing, MNEs may engage in 

merchanting where (for example) a head office or 

marketing establishment in one country buys goods 

or services produced by a subsidiary or affiliate in 

another and sells them in a third. 

 

The distinction between these activities is in 

principle straightforward. When goods go abroad 

for processing, an enterprise sends materials or 

semi-finished goods which it owns to another 

enterprise for working up; the latter subsequently 

returns the goods having processed them. In 

merchanting, an enterprise in one country buys 

items abroad and sells them abroad; it thus owns 

them for a period, but the goods do not enter the 

territory in which the merchant is resident.  

 

The recommended treatment of both goods for 

processing and merchanting changes in the 2008 

SNA and BPM6. Put briefly, the outgoing standards 

impute a change in ownership (though in fact there 

is none) when goods cross borders for processing, 

and, at high levels of aggregation, tend to ignore 

the change in ownership which does occur when 

goods are bought in one country for resale in 

another by a merchant resident in a third. In 

accordance with the ownership principle, the new 

standards require only the value of the processing 

service to be recorded, not the export/import and 

then return of the goods being processed. In the 

merchanting case, the new standards require the 

country in which the merchant is resident to record 

a negative export of the goods when the merchant 

acquires them, followed by a positive export when 

they are sold on, the difference being “net exports 

of goods under merchanting”, in principle 

equivalent to the export of merchanting services 

recorded under the 1993 SNA and BPM5.  

 

A possible result from the introduction of the new 

standards is that enterprises may often be in the 

position of holding substantial inventories abroad 

of unfinished goods and raw materials. It may be 

difficult for national statisticians to identify these 

amounts, and record and treat correctly holding 

gains and losses on them. 

 

The example of Hong Kong shows that the effect on 

trade in goods and services may be sizeable when 

the new standards are implemented. In principle, 

the change should not affect GDP, but there are 

implications for input-output/supply and use 

tables, the import intensity of GDP, and the 

statistical footprint of major processing industries 

such as oil refining. There is also the practical 

problem of excluding goods entering the country 

for processing, or being returned, from other trade 

flows, just as it may be difficult for the country in 

which the merchant is resident to pick up flows of 

goods which never cross its border.  

 

Sending goods abroad for processing and 

merchanting are long-established aspects of 

globalization. Chapters 5 and 6 mostly concern 

these familiar activities, and the consequences of 

the changes in statistical treatment introduced in 

the 2008 SNA and BPM6. A more recent feature, 

however, is the involvement (perhaps even 

dominance) of MNEs in these activities.  

 

This is important, and potentially confusing, for two 

main reasons. The first concerns transfer pricing 

and its possible distortive effects on measuring 

economic flows and activity, and perhaps even the 

difficulty of obtaining data at all on intracompany 

business which may impact on national economic 

and financial accounts and the balance of 

payments. The second is that the involvement of 

MNEs may blur the distinction between goods for 

processing and merchanting as conventionally 

conceived. There may be a series of transactions 

among affiliates, some of which have elements of 

both processing and merchanting. It may not be 

clear which unit owns the goods at any particular 

stage. There may also be difficulties in establishing 

some approximation to market prices for the goods 

themselves, the processes which they undergo at 

the various stages, and the group services involved 

in the operation (management, marketing, etc.). 
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These questions affect recorded productive 

activity, trade flows and GDP (but perhaps not, or 

to a lesser extent, GNI) in the countries involved. 

 

Chapter 7 is devoted to the issue of cross-border 

transactions in IPPs, in particular within MNEs 

where the problem of capturing all transactions, 

classifying them correctly and valuing them at an 

approximation to market price is most apparent. 

The new statistical standards may reduce the 

possible confusion by treating R&D work as giving 

rise to a produced non-financial asset, in line with 

the statistical treatment of other intellectual 

property – or they may widen the gap between 

statistical standards and what is actually recorded. 

The point is that a produced non-financial asset is 

deemed to produce a service, and payment for its 

use is a form of rental. Payment for the use of a 

non-produced asset on the other hand is treated 

statistically as a payment of property income.  

 

In practice, it seems that payments for use of IPPs 

may be recorded as property income, not as 

payment for services, and may in addition 

(particularly where the transactions occur within an 

MNE) be incorrectly recorded because of the 

familiar transfer pricing problem, or missed 

entirely, with implications for GDP and its 

allocation across countries, and for trade in 

services and property income flows.  

 

Chapter 7 raises a basic question concerning the 

identification of the economic, as opposed to the 

legal, owner of IPPs in a multinational group where 

the MNE behaves as if it has a stock of intellectual 

capital in software and other aspects of 

management systems which is freely shared across 

its enterprise activities. The chapter argues for 

more information and further thought on the best 

practicable statistical treatment of this increasingly 

important issue. 

 

Chapter 8 draws together threads from the 

previous three chapters in examining the general 

issue of global manufacturing – the practice of 

outsourcing much or even all production, often but 

not necessarily by an MNE, which conducts R&D, 

designs products and oversees their manufacture, 

while not itself engaging in all or even any of the 

physical production. Examples illustrate such cases 

of varying degrees of complexity. 

 

Global manufacturers which do not engage in any 

production themselves are sometimes called 

“factoryless” producers, and Chapter 8 and its 

annexes include material on their classification and 

the statistical treatment of their activities (or how 

their activities may be treated under the new 

international standards, where BPM6 in particular 

contains guidance). Chapter 8 also contains 

material on turnkey projects, often managed by an 

entity resident outside the country in which the 

project is being undertaken, drawing the goods and 

services needed to carry out the project from a 

range of sources. 

 

Chapter 9 provides insights into the challenges that 

statisticians face when using administrative data to 

estimate economic activities in the context of the 

complex enterprise structures and multi-stage 

production and distribution processes that are 

typical under globalization. The chapter uses 

examples of trade in goods which enter a customs 

union, and apparently acquire more value while 

passing through one or more countries in the 

customs area en route to a customer in another 

country in the area, without being owned by a 

resident of the area on the way.  

 

Quasi-transit trade is the term used to describe 

such movement of goods across countries in a 

customs union without internal customs borders. 

What is puzzling – and the chapter describes the 

difficulties that this phenomenon causes – is the 

substantial increase in value, much more than 

could be explained by transport, etc. costs, which is 

often observed between the time the goods enter 

the area and their crossing into the country of final 

destination. The limitations of the administrative 

sources used make it difficult to identify the 

addition to the value of the goods and to attribute 

it correctly, as the statistician must make 

assumptions about the entity engaging in the 

transaction and where it is resident. Hungarian 

experience described in an annex to Chapter 9 

indicates that there may be a similar phenomenon 

in a single country. 

 

 


