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Summary

Quasi transit trade is a little known phenomenat ttauses problems to the accounts of
the European Union. This paper provides clear difits of quasi transit trade, explains its
relevance, and describes the available data soantethe solutions proposed.

While this paper only aimed at providing a comprediee analysis of quasi transit
trade, other valuation problems similar to thossated by quasi transit trade but affecting
national data were detected during the analysissamélso described in this document.

Quasi transit trade and related phenomena aredib&ehe activity of traders or
multinational enetrprises that is not residenthia tountry where the goods are submitted
to custom procedures and recorded in internatiom@athandise trade statistics.

The emergence of global manufacturing arrangemeats possibly increase the
relevance of quasi transit trade and related phenarn all countries.
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Introduction

1. European regulations and guidelines require ttamsmission of Balance of
Payments (BoP) and merchandise trade data to Buiraxstl to the European Central Bank
(ECB) compiled according to the "community prineiplreflecting the need for external
accounts for the European Union (EU) as an econamion and the euro area as a
monetary union. This implies that part of what fr@amnational perspective would be
identified as "transit trade", and hence not béuithed in the national statistics on trade, has
to be included in the data reported by nationabripg agents to Eurostat and the ECB for
the sake of the compilation of EU and euro area Bgfregates. This part is called "quasi
transit trade" and it has a disturbing feature. @ikelared value of the goods entering the
EU and the declared value of the goods leaving goother EU member state is
substantially different, even though no change whe&rship or material change occurs in
the nature of the goods as observed in the regodountry. This is problematic when
compiling data for an economic or monetary unianilee difference in value needs to be
accounted for, and poses problems also for naticoabpilers, who have to address
difficult issues of residency and change of ownigxsiThe differences in valuation
observed in quasi transit trade can be traced hackhe two separate international
merchandise trade statistics (IMTS) data collectigstems in the EU, Intrastat, which
measures trade between EU member states, and taktmakich measures trade of the EU
with third countries.

2. While at the beginning of this analysis quaansit trade was considered to be a
problem mainly for the compilation of EU and eureaaggregates, subsequent discussions
of the issue clarified that similar gaps in valoatican also emerge within a country. For
example, a merchant imports goods in country A,clwhig not his country of residence;
these imports are valued at the merchants’ purchas&e. After some period of time the
merchant sells these goods to a resident of coukitr¥his transaction is valued at the
selling price of the merchant. The gap betweenvilae of imports and the value of the
transaction in which the actual change in ownersakes place, is caused by the trade
margins of the merchant. These margins are notdedoas import of services in country
A, so there is an imbalance between demand andysfimpthe concerned commodity.
Depending on the decisions in the balancing prodbsse is an effect on GDP. A very
comprehensive description of how this phenomenonattect national data is elaborated
by the Hungarian Central Statistical Office anduded in Annex .

Background

Description of the phenomenon

3. "Quasi transit trade" is a term introduced w&tidguish a specific kind of transaction
different from "simple transit" and "re-exports".

4. The EU has two separate statistical systemsagtat which is based on the customs
declarations of goods entering and leaving the &idl Intrastat, which is a statistical data
collection on trade flows between countries withire EU. In the context of Intrastat,
exports are called dispatches and imports are naanedals. The quasi transit trade
“problem” stems from the observation of large difieces between the recording of the
value of the import from third countries in Extmsand the subsequent recording of the
value of the corresponding dispatch to another negrstate.
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5. When different valuations occur in Extrastat émtdastat for the same consignment
of goods, it seems to imply two, not one, exchaofgewnership. However the real change
of ownership occurs only between the original sedled the buyer in the country of final

destination. It is not straightforward how to detare the ownership of the goods, since
Customs procedures (Extrastat) and survey reduligétat) are often handled by fiscal or
shipping agents.

6. In detailed analyses performed by several mensbetes, it emerged that the

valuation problem could be partly attributed tolglbmanufacturing; i.e. goods produced
in for instance Asia, imported into the EU and rilistted by multinational enterprises

(MNE). These MNEs have no or only small resideritsuim the country where the goods

physically arrive and customs declarations are madey value imports at the pure cost
price of the goods and export later at their sglfnice, which also covers expenditures on
research and development (R&D), overhead, etc.specific enterprises it has proven
possible to trace the value gap to business statisttheir country of residence.

Examples of quasi transit trade

7. Some examples might help to understand the.i$subese examples we will show
the flows of goods and the corresponding flowsafrpents (which of course could follow
even more complicated paths than those shown iexamples):

(a) Country Y is the non-European country produdhggoods and from which
the goods enter the European Union;

(b)  Country X is the country where the importer tbé goods X is located;
country X may be located inside or outside the peam Union;

(c) Country A is the member state where the goodsréhe European Union;

(d)  Country B is the member state where the goadsfiaally delivered and
consumed.

(e)  The importer of the goods X can be a pure tramea MNE involved in
global manufacturing.

8. In country A, the unit A which takes care ofthié custom procedures and that pays
import duties does not become the owner of the gaatls. Unit A may be a local fiscal
representative which is only in charge of the costoformalities; as such unit A is
considered only as a provider of services to naidents in the national accounts of
country A.

9. Units in countries X and A may be independer#t ifais generally the case in
Netherlands) or related (as it is often the cadgelgium); unit X can be located in country
B (and in such a case country B=country X).

10.  Figurel shows three possible examples of tcdioss among Y, X, A and B.

11. Inexamples 1 and 2, the goods acquired bytopdfrom country Y enter the euro
area/EU through member state A. Goods are theratdispd to member state B, which
provides a payment to country X that in turn pays Y

12.  In example 1 the importer X is a non residarthe economic union/monetary union
and in example 2 the importer X is resident in @it union/monetary union.

13. A price gap is observed between the import evalecorded in Extrastat when
entering the EU, thus reported by A according ®‘trigin principle’ with counterpart Y,
and the value recorded in Intrastat when goodslispatched to country B; B according to
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the ‘consignment principle’ will report “imports”rém A (and not from Y). This
community concept avoids a double counting of ingpfmom Y at aggregated level.

14. Example 3 can be seen as a special case opex@mwhere X and B are merged. In
the example 3 the cash flows take place directlyvéen country Y and country B, the
country of final destination in the EU.

15.  An important consideration is the relationshgtween the units in X, Y and B.
Evidence available shows that these units may dep@endent parties and, in such cases,
the price gap could be attributed to merchantingiég However in the more significant
cases and displaying the largest price gaps, the ame interrelated and belong to the same

MNE.
Figure 1
Examples of quasi transit trade schemes characteezl by major price gaps
Example 1
Y
Example 2 ............................................ :
Example 3 reeeeateentoentotatsentoentotntsenssensonans .
: 150 :
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50 ° - 150 -
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- > Flow of goods |  ____. > Financial
transaction
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A related problem: VAT residents in Hungary

16. A problem similar in nature to the recordinggofasi transit trade is described in a
document presented by the Hungarian Central Statisdffice (HCSO) to the Conference
of European Statisticians in June 20@8ee Annex lIl). HCSO discovered this valuation
problem comparing the information related to tradegoods as available from the
settlement system with the information availabtarfrmerchandise trade data.

17.  The problem described by HCSO is due to a gmfuppecial distributors called
VAT residents of foreign enterprises. The exportrshof this distributors group,
insignificant in 2004 the time of accession to ¢, had reached 10 per cent in 2007.

18.  The problem noted by HSCO is explained in teofmsxports and imports; however
the similarities with the quasi transit trade peshlare strongest in the case of an import,
which is discussed below. The flows described bejoite nicely correspond to examples
1 and 2 in figure 1. We therefore add referencebg¢aountry codes from those examples.

19.  For imports the scheme of transactions involwesscenarios.

(@) A non-resident company (X) sells goods to a WAaSident (A) in Hungary
controlled by the parent company (Y); the foreigmgmt company (Y) effects the payment
for the goods.

(b)  Depending on the destination of the goods:

0] The VAT resident (A) sells the goods to a resitlbuyer; who effects the
payment to the foreign parent company (Y);

(i)  The VAT resident sells the goods to a nondest (B), who effects the
payment to the foreign parent company (Y). Ohlg tery last case
corresponds to the quasi transit trade definition

20. Hungary observes for case 2a differences inatimn between the settlement and

the import as recorded in merchandise trade statisin case 2b Hungary observes a
valuation difference between imports and re-expiorimerchandise trade that is similar to

our description of quasi transit trade. In all caee money transactions pass Hungary by
(they are recorded in the country of residencéefforeign parent).

21.  Crucially, Hungary considers VAT-residents asident units, recognises 2b. as
trade and includes it in the national accounts laaldnce of payment estimations for the

trade margin realised by foreigners. The importrafle margins seems to the authors the
correct solution for filling the valuation gap whilpreserving the link between national

accounts (change of ownership) and foreign traaléstits (crossing border).

22.  The Hungarian example makes very clear thatoalgm similar to quasi transit
trade may also exist within a country. In this c#se problem is however hidden, unless
different data sources are cross-checked for ciemsig.

The size of "quasi transit trade" in the Europeancountries

23.  Currently transit trade is very significant Belgium, Luxembourg and the
Netherlands. Following several rounds of EU erdargnts the transit trade phenomenon

Sandor Csizmazia, "About a valuation problem ofigections with the rest of the world, Conference
of European Statisticians, 10-12 June 2008, ECE/ZIB/37.
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was discovered by other member states, particutadge with large borders and with a
growing trade with Asian or sub-Mediterranean caest

24.  Figure 2 compares quasi transit trade ExtraiBjpbrts with quasi transit Intra-EU
exports and shows the gap between these two valugap that reached 40 billion euro in
2007 and decreased to 36 billion euro in 2008, tdua decrease in the gap recorded in
Belgium and Netherlands. Probably this decreafiaked to the efforts made by these two
countries to better deal with quasi transit tradegactions. The value is the sum of the
gaps emerging from all the member states that detlproblems of quasi transit trade in
the reconciliation tablés Austria (only 2004 and 2005), Belgium, Luxembqurg
Netherlands, Hungary and Slovenia (only 2004-20@Ipvakia reported data related to
quasi transit trade for 2007 and 2008, but no exideof price gaps. The data related to
quasi transit in some of these countries are stiovdmnex |.

Figure 2
Quasi transit Extra EU imports and intra EU exports, in millions of euro

EU27: quasi transit trade
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25.  Figure 3 compares, for each year, the totalevaff imports (debits/resources) and
exports (credits/uses) of goods and the balancesadting from BOP (partner World) and
from RoW. The data used for this figure are thegorted to Eurostat by BOP and sector
accounts compilers as used in the BOP/RoW survepyuEurostat in February 2009.

26. As it is evident from Figure 3, a sizeable gsts between the gross and also
between the net value of imports and exports ofdgoecorded in BOP and in RoW
accounts.

27. The BOP/RoW survey showed that the differenesvéen the value of goods in

BOP and RoW is mainly due to the quasi transiterptbblem affecting the data of few
countries: Austria, Belgium, Luxembourg and Netaeds. The comparison between the
BOP and RoW data of Austria, Belgium, Luxembourg a&tetherlands is available in

Annex II.

The reconciliation tables show the transition fribi@ value of goods published in merchandise trade
and the corresponding value published in BoP. Retation tables are compiled each year by EU
Member States as part of Eurostat's BoP qualitgrteprhe data used for Figure 2 are those coliecte
by Eurostat in December 2009 as part of BoP quadjport.
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Figure 3

Total trade in goods (with partner World) in BOP and RoW accounts, in millions of
euro

EU27: total imports and exports of goods and balarein BoP and RoW
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28. Intra-EU asymmetries in services that were atmd until 2003 have significantly

increased from 2004 onwards, almost reaching tre af the asymmetries in goods. This
trend is shown in fgure 4. It would be interestingnvestigate whether at least part of these
asymmetries in services could be due to quasiitraage being recorded (as merchanting)
in the country of the parent company, but not ie thember state where the goods are
imported and dispatched in quasi transit.

Figure 4
Total BOP/RoW discrepancies in goods and asymmetise
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Statistical treatment recommended in internaional
standards

The definition of "quasi transit trade"

29. A clear definition of “quasi transit trade” ssch is not immediately available from
the various manuals. We will therefore propose aefinitions and provide references to
the definitions of the very same concepts availéioie the different manuals.

30. For the purpose of this chapter, we distingldstween the following distinct but
related concepts:

e "Simple transit trade' describes transactions in goods which simply crass
country on their way to their final destination ahdt are generally excluded from
FTS, BOP and NA.

» "Re-exports" describes transactions in goods which are impartedcountry by a
resident and then re-exported. Re-exports impbhange in ownership and are
generally included in FTS, BOP and SNA.

« “Merchanting” describes purchases of goods by a resident (ofreperting
economy) from a non-resident combined with the sgbent resale of the same
goods to another non-resident without the goodsdgog@iresent in the compiling
economy. It is not included in FTS and is considesms an export of a service in
BPM5, 93SNA and 95ESA, but will be part of expatgoods in BPM6, 2008SNA
and 2010ESA.

» "Quasi transit trade" describes transactions in goods which are impoied
country by an entity considered non resideyntthe reporting countrgnd then re-
exported to a third country within the same ecoroamion or customs area.

31. The boundary between re-exports and quasiittaade is not always transparent. In
the context of global manufacturing, MNEs transfeerchandise from one country to
another, but it might be difficult to assess whethere has been a change in ownership or
not. Ownership of the goods can be shifted fromamentry to another quite independently
from the physical movements of the goods.

32.  Simpletransit, quasi transit and re-exports have a commo element in all three
cases the domestic supply of goods in the compéc@nomy is not increased, even if the
goods are physically present in the compiling ecoyno

33.  Merchantinghas a fundamental difference withSimple transit, quasi transit and
re-exports: merchantedgoods are not physically present in the compilimpremy.
Merchanting is however of interest in this discaesis it potentially constitutes the logical
counterpart of the observed quasi transit tradegimenon.

34. In chapter 3.2-3.5 we will analyse further ttefinitions and concepts related to
these issues provided by the international manuals.

Simple transit - direct transit trade - transpart transit trade - goods in
simple circulation

35. Simple transit trade describes transactions in goods which simply ceossuntry
on their way to their final destination and thag generally excluded from FTS, BoP and
NA (93SNA and 95ESA). These kinds of transactiores also mentioned under different
terms in the international manuals.
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36. Intrastat Regulation n°638/2004 Article 2 (gfides 'goods that are in simple
circulation between Member States" as "Community goods diepdtérom one Member
State to another, which, on the way to the MembeteSof destination, travel directly
through another Member State or stop for reasolserk only to the transport of the
goods". These goods are excluded from EU¥TS

37. Thelnternational Merchandise Trade Satistics compilers manual (IMTS 8§102.)
defines the criteria for identification ofgbods being simply transportedthrough a
country". "These are goods entering the compiliogndry for transportation purposes only.
Transportation may involve simple handling operdi@nd temporary storage. ... If the
goods destination, at the time of crossing the dlmgp country's border, is another
country, these goods are to be treated as beingysimnansported through the country and
have to be excluded from trade statistics".

38. BPM5 (8209.) definesdirect transit trade" as "goods in transit through an
economy" and specifies that these must be exclfrdedimports and exports.

39. BPM6 (810.22.a) defines "transit trade" as dgpadmitted under special customs
procedures that allow the goods to pass througlethitory " and specifies that these must
be excluded from general merchandise becauseitheeeinternational transaction.

40. ESAO95 (3.136) specifies that imports and expoftgoods exclude “Goods in transit
through a country”. 2008SNA (26.50) excludes godtiist change location from one
economy to another but do not change economic @higefrom trade in goods.

Re-exports and re-imports

41. Re-exports describe transactions in goods which are impoited country by a
resident trader and then re-exported. In this eastange of ownership from the non-
resident to the resident enterprise occurs. Re+éxjpoe considered as normal transactions
in trade in goods and are included in both theonatiand the European concept.

42.  Thelnternational Merchandise Trade Satistics compilers manual (8136.) defines
re-exports as "foreign goods exported (or re-imported) ...Ha same state as previously
imported (or exported)." These goods must be iredudin total merchandise
exports/imports.

43. BPM6 defines Re-exports (810.37) and Re-imp@8tE0.40). "Re-exports are
foreign goods (goods produced in other economiet @meviously imported) that are
exported with no substantial transformation frora gtate in which they were previously
imported. The price of the re-exported good mdfedifrom its price at the time it was
originally imported, due to factors such as tramsposts, dealer’'s margins, and holding
gains/losses. For goods to be included in re-esgpfrt balance of payments statistics, a
resident must acquire, then resell the goods withgoods passing through the territory"
(BPM6, §10.37).

Merchanting of goods

44.  “Merchanting” is considered a service in BPMi alefined as “the purchase of
goods by a resident (of the compiling economy) framon resident and the subsequent
resale of the good to another non resident” whbhee goods do not enter or leave the
territory of the compiling economy (BPM5 §262). Théference between the value of

3 Regulation n°638/2004, Article 3(2a) and (3b).
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goods when acquired and the value when sold igdedocas the value of the merchanting
service (BPM5 §262).

45.  In 93SNA ($14.60) merchanting is defined infoomity with BPM5 as the activity
of merchants or commodity dealers who buy commeslitor other goods from non-
residents and then sell them again to non-resideittin the same accounting period
without the commodities actually entering the ecogoin which the merchants are
resident. 93SNA treats the difference between #hessand purchases for resale of such
dealers as the value of the services they provities is to be recorded under exports of
services. If, however, the goods are not resoldiwithe same accounting period, the
purchases have to be recorded as imports of gobthare temporarily held in inventory.
When they are sold abroad in a later period theylshbe treated as negative imports.

46. ESA95 does not explicitly mention the BPM5 tneent of merchanting as trade in
services.

47. In BPM6 and 2008SNA “Merchanting” is includechder “Other Goods -
Merchanting of Goods” (BPM6 10.41 to 10.49). Altigbhumerchanting arrangements are
used in wholesaling and retailing, BPM6 notes thath arrangements may also be used in
commodity dealing andor the management and financing of global manufacturing
processes. In the latter case BPM6 notes (BPM6 10.42) thatéaterprise may contract the
assembly of a good among one or more contractoch, that the goods are acquired by this
enterprise and resold without passing through #retary of the owner.” BPM6 then
continues to state that: “In other cases wherefdha of the goods does not change, the
goods are included under merchanting, with thergglprice reflecting minor processing
costs as well as wholesale margins. In cases whemmerchant is the organizer of a global
manufacturing process, the selling price may alswec elements such as providing
planning, management, patents and other knowhowketiag, and financing. Particularly
for high-technology goods, these nonphysical cbations may be large in relation to the
value of materials and assembly.”

48.  According to BPM6: “The treatment of merchagtis the following:

(a) The acquisition of goods by merchants is shawder “Goods acquired under
merchanting" as a negative export of the econontjile@merchant.

(b) The sale of goods is shown under "Goods sotttumerchanting” as a positive
export of the economy of the merchant” (BPM6 §1.44

(c) In the counterpart exporting and importing emroies, export sales to merchants
and import purchases from merchants are includettrutgeneral merchandise” (BPM6
§10.45)."

49. It follows that whereas merchanting as a service (as a good) is by definition
recorded asymmetrically, “gross” recording as trade in goods, encompassing both
general merchandise and goods under merchanting, §ymmetrical.

50. Goodsundermerchanting are out of the scope of merchandise dde statistics
and must be collected with business surveys

United Nations Statistics Division (UNSD), "Intetional Trade Statistics, concepts and definitions,
2010", draft of 29 July 2009, specifies that goodder merchanting are excluded from international
merchandise trade statistics, (2010IMTS, §1.48).
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Quasi transit trade - disguised transit trade indirect trade - quasi
trade

51. According to merchandise trade terminologguasi transit trade" describes
transactions where goods enter an economic unimugh a member state, are cleared for
free circulation within that economic union (witustom duties paid) and are finally
dispatched to another member state. The samedfitdde is also known as "disguised
transit trade", to be distinguished from goods simiple transit", where no administrative
clearance takes place.

52.  Quasi transit trade concerns mainly imports,abso exports may be affected, to a
smaller extent

53. National Accounts manuals (95ESA, 93SNA and83MA) do not make any
reference to quasi transit trade.

54. 95ESA (83.132) states that "Imports and expoftgoods occur when there are
changes of ownership of goods between residents nandresidents”. 93SNA (14.88)
defines exports of goods as “sales, barter, giftgrants” from residents to non residents.

55.  93SNA (14.59) and 95ESA (3.132 and 3.133) afloman exception to the change
in ownership rule in case of delivery of goods kestw affiliated enterprises (branch or
subsidiary, or foreign affiliate): "a change of @wship is to be imputed whenever goods
are delivered between affiliated enterprises".

56.  This exception has been removed from 2008SN#¢twtogether with BPM6 now
strictly follows the change of ownership princigB908SNA, para 26.20-26.21).

57. According to this national accounts' termingloguasi transit trade can be
defined as goods that are imported in aountry and then re-exported by an entity
which does not acquire the ownership of the conceea goods.

58. Alternatively, quasi transit trade can be describedas re-exports of goods where
the owner of the goods is not aesidentin the reporting economy.

59. In the country where the goods enter the EUaaadctleared for free circulation, the
entity which is handling the import of the goodsynhe a logistics service provider, a fiscal
agent or a tax representative. It is also posshdé there is only a VAT-number with no
staff employed, required to comply with the necessaistoms declarations of importing
the goods into the EU as well as with the necesbkdrgstat declarations. In this case all
declarations are done by the non resident merchambanufacturer, possibly using the
services of a fiscal agent.

Measurement problems

60. The following chapters 4.1-4.2 provide a dethilexplanation of the way
merchandise trade data are collected in the EUexipthin from what peculiarity of the
collection system the quasi transit trade problecucs.

61. A more general issue is however worth mentignihhe measurement problem
behind quasi transit trade and behind the similaenpmena affecting national data is

E.g. some Baltic EU member states, according tio Ehdrastat data, export goods which clearly
cannot have origin in these member states, likadfrevine. But the Intrastat arrival declaratiomfro
another EU member state is missing.

11
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caused by the differences in the way internatiomatchandise trade data are recorded and
collected (crossing border) and the definitionia SNA (change of ownership).

62. International merchandise trade records theevalf the goods at the moment of
crossing the border, which is generally consideaedjood proxy for the change of
ownership. However goods increasingly move acrosddss quite independently from the
way the ownership moves.

63. The moment of crossing the border does notssacg reflect the moment of change
of ownership, and the value declared when cros#ireg borders does not necessarily
correspond to a transaction between a residend aiwh resident.

Collection of data on merchandise trade in th&uropean Union

64. The European Union (EU) is an economic unioti & common customs territory.
The customs union entered into force on 1 July 1®&8 since then the EU member states
apply a common tariff to extra-EU imports. There ao customs duties on intra-EU trade.

65. Customs duties are due when the goods aresegldar free circulation within the
EUS. Other duties (such as alcohol or tobacco exaisegAT, which are not harmonised
across the EU countries) are due when the goodse@sed for consumption. Release for
consumption (i.e. payment of VAT and excise dutissyirtually always done in the
country of destination.

66. The internal market was largely completed ag danuary 1993, when all border
controls within the EU were abandoned. Since them different procedures are in place
for collecting data on trade in goods among EU memskates and with other countries: the
Intrastat and the Extrastat system.

67.  The Intrastat system has been created forctioledata on trade in goods between
EU member states, is linked to the value addedyatem, based on enterprise surveys and
collects data according to the country of consigmn{an case of arrivals) and destination
(in case of dispatchés)

68. The Extrastat system is based on customs dataallects data according to the
country of origin/final destination.

Goods entering the EU in a member state and thenoving to other
member states: the Rotterdam effect

69. When the goods enter the customs territoryhefGommunity, they are subject to
customs supervision in the country where the g@wddocated until their custom status is
changed (art 91 EC 450/2008). If customs clear&aices place in a member state which is
not the country of final destination (but a membgate located at the external frontier of
the European Union such as the Netherlands or Belgimovement of goods between a

Since 1975 (for coal and steel since 1988) themee from these customs duties (incl. agricultural
levies) has been an EU own resource. Member dtatgsa collection fee of 10% (25% since 2001).
The fiscal representatives may pay the import dufille GNP Committee has examined the problem
of import duties paid by non-residents in relatiorthe eventual need to adjust (=reduce) the naition
figures of import duties, "Import duties paid bynaesidents, the Rotterdam effect and the accession
effect”, 42nd meeting of GNP Committee, 3-4 Julyrdstat/B1/CPNB/342.

Eurostat, “Guidelines for the Implementation af thtrastat Legislation”, MET 956 rev1, January
2008, pages 28-29.
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non-Member country and a member state will be édithto two trade flows: one reported
within Extrastat, the other reported for Intrastat.

70.  According to Extrastat, an import or export bade declared in the member state
where the goods are cleared by customs for freelation (i.e. submitted to custom duties
and released for import, export or processing lithal territory of the EU) even if the final
destination of these goods is another EU membgg. aféhen these goods are dispatched to
the member state of final destination, an Intraditsgatch declaration has also to be filed

71. Community statistics require the applicatiortto§ double reporting to assure that
export and import data from non-EU countries atragate level are as accurate as possible
and not affected by double counting or omissioneeWthe goods enter the territory of the
European Union the statistics closely reflect constorecords. Extrastat statistics are in fact
based on a copy of customs” records, the custdngle sadministrative document (SAD)
declaration. The statistical recording of successimovements of these goods across
Europe produced via the Intrastat survey systeimhisrently not so accurate. Moreover, in
Intrastat the information related to the countryooigin is not obligatory, the reporting
agent in the country of final destination may tliere not be aware of the non-EU country
of origin of the goods and have only the informatielated to the country of consignment.

72.  The phenomenon of "quasi transit trade" is gdlyeattributed in Europe to the
interface between the Intrastat and Extrastat trdd& collection systems and has
traditionally been described by the experts in handise trade as ‘Rotterdam effect’, from
the name of one of the main ports where goods ¢meEU.

73.  However, experts belieVethat the Rotterdam effect is not confined to trade
between EU member states, but can affect tradecleetany pair of countries where goods
are transported via the territory of one or moteeoicountries before reaching the country
of final destination. In all these cases problefnasymmetries may exist between the data
on exports reported by the country of origin areldlata on imports reported by the country
of final destination that may not know where thedware originating from.

74.  As the Hungarian case in Annex Ill shows, pinegima similar to quasi transit trade
can arise whenever a merchant (or a MNEI involwvedyliobal manufacturing) imports
goods in a country which is not his country of desice.

75.  Itis worth mentioning that the possibilitydiear the goods for free circulation in an
EU country which is not the country of final destiion may crucially depend on the means
of transport. "As a general rule, for non-commurgbods that enter the EU via road the
transit procedures (the TIR or the common transic@dure) are used, i.e. the goods are not
treated by customs at the EU frontier, but in theurdry of destination. Similar
considerations apply to rail. For air transportréhvill be no effect to the extent that
airfreight will tend to arrive in an airport of theountry of destination (an effect could
however be imagined for airports with significaarg@o volumes that are close to another
member state’s border (Luxembourg is an exampteisfcase). For goods arriving via the
sea (maritime transport), the likelihood that tloeds are treated by customs in the country

The reference for this point is: Eurostat, “Guike$ for the Implementation of the Intrastat
Legislation”, MET 956 revl, January 2008, page$86-

The SAD is the form that the EU companies involirettade with third countries have to fill and to
present to the Customs. See
http://ec.europa.eu/taxation_customs/customs/proeédaspects/general/sad/index_en.htm

HM Revenue and Customs, ‘Analysis of asymmeinéstra-community trade statistics with
particular regard to the impact of the Rotterdah Antwerp effects’, Edicom report 200453202017,
December 2005, page 4.
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(harbour) of first entry is much higher than foe tother means of transport. Therefore, it
can be assumed that island states with their owesscto the sea are unlikely to face a
significant ... (quasi transit trade) effect. Couesrivith large harbours — such as Rotterdam
or Antwerp - serving as an entry point for hintadacountries without access to the sea will
tend to show a significant positive ... (quasi tramside) effect. The hinterland countries

will show a negative effect?.

76.  While merchandise trade data (and BOP datajsindted to Eurostat have to
include quasi transit trade, member states are foe@roduce and publish national
merchandise trade data compiled according to atfieria.

77. Only a few EU member states are able to identify ahexclude correctly this

type of trade from their national statistics'>. The statisticians of most EU member
states have no means to establish if what is imped by a non-resident does remain in
their country or not, so they assume that whateveris cleared for free circulation in

their country is also imported (and consumed) in te country or re-exported.

78.  Extrastat legal provisions have been receptlised to adapt statistics on trade with
non-member states to the Modernised Custom Codedinted with the Regulation n°
450/2008 (OJ n° L145, 4/06/2008). Article 106 ofe tiModernised Customs Code
introduces the possibility of "Centralised CleaencThe 'Centralised Customs Clearance'
procedure allows companies to lodge the customkm@ion in any member state and not
necessarily in the member state where the goodsr éne European Union and are
submitted to customs contrdls Under this new procedure, the lodging of the st
declaration may therefore be dissociated both fitwerplace of entry or exit of the goods in
the EU and from the place of final destination.

79. Itis not clear, yet, what consequences the sygstem shall have on "quasi transit
trade" in the short term. In the long term, whettadaxchange systems between member
states will be established, it is possible that theasi transit trade" problem could
disappear, because the compilers in the countrfinal destination would be able to
allocate correctly these kinds of imports to thartoy of origin.

80. We however doubt that the traders and the MM are currently availing
themselves of the possibility of reflecting highaiices for goods after the goods are
cleared forfree circulation in the European Union (and the ampduties are paid) and
before the goods are finally delivered to the mambiate where the goods will be
consumed, might have an interest in applying thent@lised Customs Clearance’
procedure.

"Import duties paid by non-residents, the Rotterdsdfect and the accession effect”, 42nd meeting of
GNP Committee, 3-4 July 2003, Eurostat/B1/CPNB/3#2)e 4.

For Extrastat, quasi-transit can be considerexbitacide with transactions where the declarant use
customs procedures that exempt him from paymetiteo¥/ AT in the EU member state of entry of
the goods (identified by procedure codes 42 andl88king the Extrastat import with the subsequent
Intrastat movement is more difficult. Netherlamglable to distinguish between quasi transit and
normal trade because in its Intrastat forms it ieguan additional field for the Special Procedur
code. The method used by NL to identify quasi-titanade is decribed in: "EU study on the
Rotterdam effect", Edicom contract n°741100020ep&d.0. See also: HM Revenue and Customs,
‘Analysis of asymmetries in intra-community trastatistics with particular regard to the impact of
the Rotterdam and Antwerp effects’, Edicom rep6@453202017, December 2005, page 8.

The Centralised Customs Clearence and the Singlepgan Authorisation will enable economic
operators to centralise the accounting and payofecustom duties for all transactions in the
authorising member state (which should be the dmer@ithe economic operator has the main
accounts, documentations and records) althougmtwement of goods may take place in another
Member State.
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81. It should also be considered that in many casése time of import the merchant
(or the MNE) does not necessarily know the finadtohation of the imported goods. The
lodging of the custom declaration will be done kg fiscal agent that will still be in
Rotterdam or Antwerp; the fiscal agent, not knowiing final destination of the goods, will
still report Netherland (or Belgium) as countrydefstination. As long as there is a time lag
between the physical imports of the good and acsediing (change in ownership) the
transit trade problem will probably exist.

Proposals for operational treatment in the acconts

The analysis and conclusions of Task Force ohd Rest of the World
Account

82. In June 2007 Eurostat and the ECB started ghibfj quarterly sector accounts for
the EU (and the euro area) seen as a single ¥nfilyese accounts also show interactions
between the EU (or the euro-area) and the resteofvorld. To produce EU and euro-area
sector aggregates, intra EU (and intra euro-araagactions had to be removed from the
Rest of the World accoufit Since quarterly Row data produced by the memiageshave
no geographical breakdown, BOP was identified assthurce of the information related to
the breakdown between intra and extra EU trangagtio

83.  Eurostat/ECB Task Force on the Rest of the @iVadcount (the TF RoW) was set-
up to investigate the problems that should be adedkto make BOP more respondent to
the needs of sector accounts compilers. In arfishd of work, TF RoW recommended the
regular reporting of the detailed BoP transacti@tsted to income and transfers that allow
for a better match with the corresponding transasticomplied in sector accoutitdn a
second round of work TF RoW analysed the reasotiseofliscrepancies between BOP and
RoW and produced recommendations for increasingistancy between the two data
sets”.

84. In relation to the item "Goods", the largesttcibutor to differences between BOP
and RoW identified by the TF was "Quasi transitié'a

85. "Quasi transit trade" data are included innh#donal contributions from BOP and
merchandise trade statistics reported to Eurdstatnot in the RoW data of some member
states.

86. This causes large differences in the grossegabf exports and imports resulting
from BOP and RoW, but also large gaps between #ianbes of the goods account
measured in the two frameworks. The values of quesmisit exports are in fact
substantially higher than the value of the quasidit imports, and the gap is much larger
than what can be expected to result from storage ftansport and insurance fees.

For details on the European sector accounts see
http://epp.eurostat.ec.europa.eu/portal/page?_g=p853,64638007,2553 64938511&_dad=portal&
_schema=PORTAL

See the draft Chapter 19, "European accounts'E®A2010, § 19.35-19.37.

"Task Force on the Rest of the World account,lfieport’, 23 December 2003, CMFB 04/01/B4.

"TF RoW: Consolidated reports”, BP/07/31, 4 Octab@07. TF RoW?2 reports were presented to the
CMFB in January and June 2007; the consolidatesiaeiof the varoious reports has been circulated
as document BP/07/31.
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87. To ensure that the balance of trade in goods showsy EU BOP and EU RoW
are comparable, TF RoW recommended that an adjustrmé under services should be
introduced to explain the gap in the value of quadransit trade imports and exports.

88. TF RoW also considered the possibility thabpems of transfer pricing could be an
underlying reason behind the "quasi transit trgge€nomenon.

89. Intra-group transactions in goods and serweesbe valued by MNEs at artificially
high/low prices when they enter the EU, with thepmse of realising profits in one country
rather than another for fiscal reasons or for misiing custom duties.

90. The TF concluded that it would not be apprdpria revise (upwards) the value of
intra-group transactions related to goods impofteth non-EU countries, because of the
effect this would have on value indexes. Furtheertbe companies involved in this quasi
transit trade, if questioned about the reasonghisrincrease of the prices, would reply that
the observed price gap constitutes a trade mahgihdovers outlays made for research,
planning, marketing and advertising services predilly the parent company.

91. It should also be considered that transfelinmgics generally attributed to a resident
unit which generates value added and profits and paxes. In case of quasi transit trade
no resident unit is involved, therefore transfecipg seems out of scope.

92. In relation to quasi transit trade, the follogi definitions and guidelines are
included in the "Balance of Payments Vademecumg, tbference document for the
transmission of member states' data to Eurostat.

BOP Vademecum, Eurostat, November 2009

BOP item 201, Current account, Services, Brandugsi-transit adjustment shall be uged
by the member states affected by the phenoment@Quasi-transit trade" to report the gap
between the value declared when the goods aralipitmported from a non-EU country
and their value when dispatched to another EU mesthee.

"Quasi transit trade is a term used to define gowmtiich enter the European Union |in
member state A, are cleared for free circulatiord(submitted to import duties) in member
state A, are then dispatched to the EU member Btate

In member state A, a company with little or no sehployed (but with a VAT number)
might be managing the customs procedures relatdiese goods. In case member state A
treats this company as non-resident for nationaloaet purposes, the transactigns

concerned would not be included in the goods cadpéiccording to the national concept.
However, they are included in the community condeffbwed in merchandise trade and
BOP. Theoretically, "quasi transit trade" shouldénao impact in net terms. In practice the
value of the goods re-exported can be much highan the value of the goods which

entered member state A. This creates significeferdnces between the net value of trade
in goods recorded in BOP and in RoW.

The gap between imports and dispatches (excludiagges in price due to storage, tax and
insurance) should be recognised in BOP as "Servige'least when reporting data to
Eurostat and the ECB.

For practical reasons, (i.e. regardless of whether is an intra-group transaction pr
transaction between independent parties), Eurasththe ECB prefer the imputation to pe
made under "Branding”, BOP item 201. The geograpticeakdown should be compiled
on the basis of the country of residence of theeqtaenterprise controlling the company
that manages the customs procedure related to thesds in the reporting economiy.
Consultations with the counterpart countries (whsblould record a corresponding expprt
of services) are encouraged in order to reduca Etf asymmetries.
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B.

Implications of the TF ROW recommendations.

93. In terms of national accounts, the treatmemeexd) implies that the value added
generated by the trade margin (corresponding tgtive difference between quasi transit
trade imports and subsequent dispatches), is @tidbto the country of residence of the
importer, ‘X'

94. Table 1 shows the way the quasi transit treadesaictions and the connected services
imputation could be recorded in the national act®wi the countries involved: Y, the
exporting country, A (the point of entry in the aomic union, and hence the country
compiling the FTS import data in Extrastat and rdiow the Intrastat dispatch), B (the
country of final destination(s) in the economic am)i, and X (the country of residence of
the importer). The consolidated external accounttfie economic union is also shown.
Table 1 shows the recording when country X doesetiing to the economic union, Table
2 when country X does belong to the economic union.

Table 1
Treatment of quasi transit trade according TF ROW recommendations
Country X outside the economic union

External accounts Economic union

Country Y Country A Country B Economic union Country X

Uses Res Uses Res Uses Res Uses Res Uses Res
Exports/Imports
of goods 50 150 50 150 50
Exports/Imports
of services — et 100
Trade balance 50 0 -150 -150 100
Financial
accounts

Assets Liabilities Assets Liabilities Assets Liabilities Assets Liabilities Assets Liabilities

50 -150 -150 150 50

Table 2

Treatment of quasi transit trade according TF ROW recommendations
Country X part of economic union

External accounts Economic union
Country Y Country A Country B Country X Economic union
Uses Res Uses Res Uses Res Uses Res Uses Res
Exports/Imports 50 150 50 150 50
of goods
Exports/lmports 100 100
of services
Trade balance 50 0 -150 100 -50
Financial
accounts

Assets Liabilities Assets Liabilities Assets Liabilities Assets Liabilities Assets Liabilities
50 100 100 50

95. Itis noted that, whereas this solves the djg@ncies occurring in the recording of
the quasi transit trade in the country of consignim@ountry ‘A’), it puts additional
burdens on the statistical reporters of country that have to identify the geographical
breakdown of the margins recorded.

96.  As regards country ‘X’, there are doubts ifsiequipped to record the value added
that it obtains from purchasing or manufacturingdgin country Y and re-selling these
goods at a significant margin in country B. TheM@nd hence the RoW of that country

17
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may not record the merchanting or branding margassit might simply be unaware of
these. Business statistics will probably provide ticcurate information, but business
statistics might not be able to attribute the trawkrgin to the RoW, because business
statistics generally do not provide a geographimabkdown for purchase of goods and
services and for the value added.

97. If the real owner of the goods, located in ¢aouiX is a merchant, the transactions
might be recorded and captured via the survey aicmating. But if a MNE is involved in
global manufacturing, it is very unlikely that tkempany will be part of a survey on
merchanting, the value added will therefore esesgpernal trade statistics. The transactions
of MNEs will be captured by business statisticq, lusiness statistics might be challenged
to attribute the trade margin to the RoW and will provide any geographical breakdown.

98.  Obviously, if the accounts of the importer @dted in ‘X’) reflect the value of the
goods imported as 50 and the cost of goods soldb@sthere is no reason for the accounts
of this enterprise not to reflect the 100 trade gimarHence the value added, as measured
by the production approach or income approach éllmeasured correctly. However the
national accounts compilers will need to identifie tcorrect expenditure components to
reconcile the expenditure approach. Here the cemgiin country ‘X' are faced with
difficulties in identifying either the export of m@hanting or branding services as the
correct expenditure category, and might incorreafigign these to domestic uses.

The impact of the new manuals (BPM6 and 2008SNAn the proposed
treatment

99. As noted in section 1.3, the BPM6 and the 20083ake a firm view on the
application of the change in ownership as beingathly criterion in determining imports
and exports. In the 2008SNA para 26.21 it is eiplistated that there are no exceptions
on this point.

100. How will the treatment proposed by TF RoW ffeced by the introduction of the
new manuals?

101. It is possible that, under the provisions t& new manuals, by adhering to the
change of economic ownership criterion and follgyvthe new treatment of merchanting,
the treatment of ‘quasi transit trade’ might be aaptually simplified as regards the
national point of view.

102. The recording based on the new manuals igidedcbelow. In table 3 country X
does not belong to the economic union? In tableuhtty X is part of the economic union.

103. Country ‘A’ would not to report any trade. Bvas goods cross into the national
boundaries, no change of ownership occurs, antstimple transit trade’ treatment would
follow. Country B as before would record the impoftthe goods at the full value of 150.
Country X would record under merchanting a negagixgort of 50, as a counterpart entry
to the export value of country X, assumed to besidetthe economic union, and would
record a positive export of 150, as the counterpafity to the imports of country B. In the
case that country X does not belong to the econamion, the accounts of the economic
union would show the value of external trade as, 180 the value of the goods as they
arrive in country B. In the case that country X \Webform a part of the economic union, the
accounts of the economic union would reflect impdrom country Y to the value of 50.
Note that country ‘B’ should record the goods agonted from country ‘X’. This would
require that merchandise trade data fully follove tthange of ownership and not the
movement of goods.
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VI.

Table 3
Treatment 2008SNA, Country X outside economic union
External accounts Economic union
Country Y Country A Country B Economic union Country X
Uses Res Uses Res Uses Res Uses Res Uses Res
Exports/Imports
of goods 50 150 150 -50
Export;/lmports 150
of services
Trade balance 50 -150 -150 100
Financial
accounts
Assets Liabilities Assets Liabilities Assets Liabilities Assets Liabilities Assets Liabilities
50 -150 100
Table 4
Treatment 2008SNA, Country X inside economic union
External accounts Economic union
Country Y Country A Country B Country X Economic union
Uses Res Uses Res Uses Res Uses Res Uses Res
Exports/Imports
of goods 50 150 -50 50
Exports/lmports 150
of services
Trade balance 50 -150 100 -50
Financial

accounts

Assets Liabilities Assets Liabilities Assets Liabilities Assets Liabilities Assets Liabilities
50 100 100 50

104. According to the provisions of the manuals ander the assumption that the data
sources will adapt to the new definitions of chawm§eownership, the quasi transit trade
problem should cease to exist.

105. However, if merchandise trade data contindeltow the movement of goods, as is

to be expected, country 'B' would continue to rddtre goods as imported from country

'A', and "adjustments” will still be necessarntle data of country 'A', to assure a correct
value and geographical specification for the dé&tde® economic union.

106. Inasmuch as the new manuals require countiy bécord these transactions under
goods (as merchanting of goods), the current pexposeatment of recording the

counterpart under services (branding) might neebletoe-evaluated, to avoid introducing
asymmetries.

Recommended future work on the issue
107. Quasi transit trade was analysed in a verypcehensive way in this paper. The
following issues would however need further invgstiion.

(@)  To further investigate the relationship betwegerchanting and quasi transit
trade

0] Investigate the available geographical detdilttte observed quasi transit
trade. Individual countries will have severe prometo identify country 'X', the
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VII.

country of residence of the merchant. Inasmuchhasnterchant is resident within
the EU, mirror statistics from BoP surveys on marthhg may be of assistance.

(i) Investigate the recording of the transactiom&ountry ‘X’ (the residence of
the merchant or global manufacturer). Country ¥'where the value added
corresponding to the price gap should be recordedl \&here in principle a
"merchanting" transaction corresponding to the &atfi the price gap should be
recorded.

(b)  Analyse the effect on quasi transit trade bé t'‘Centralised Custom
Clearance’ procedures.

108. This paper also highlighted problems simitathiose created by quasi transit trade
that affect national data, and this issue would dksserve further research.

(@  Analyse this type of problems within a countiy a similar way as the
Hungarian Central Statistical Office has done @&esex Il1)
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Annex 1

Quasi transit values in some European countries millions
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Austria: quasi transit trade
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Annex 2

Total trade in goods (with partner world) in BoP ard RoW
accounts

Belgium: total imports and exports of goods and balance in BoP and RoW
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Austria: total imports and exports of goods and balance in BoP and RoW
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Annex 3

Valuation problem of transactions with the rest 6 the world:
case study by the Hungarian Central Statistical Ofte=

A.  Summary

1. The balance of external merchandise trade ofghnhas been improving since

accession to the European Union. The former negdtalance has significantly decreased
by 2007. A key role in the improvement of the bakais played by both a group of special
distributors and — as revealed by our analysie-réhated valuation problem.

2. To analyse the role of the special distributgrgiup, cash data of the line “goods” in

the balance of international payments for the pe@20603-2006 were used in addition to
statistics on external merchandise trade. The aisabf comparable data covered detailed
enterprise level data too.

B. Discussion

3. The valuation problem refers to a group of sgledistributors, the/AT residents

of foreign enterprises in Hungary. In accordancthwhe legal rules in effect, a foreign
firm in Hungary — similarly to other countries, fire purpose of performing commercial
activity —, is allowed to claim to come within tpeovisions of Act on value added tax, and
to apply for a tax number without being requiredséd up a business, have a local unit or
employ a person. The distributor is obliged to sitkanvalue added tax return but is not
obliged to make a corporate tax return.

4. To compile external merchandise trade statistegort and import data are

collected directly from the distributor group ortaimed from customs records. Although
export share of the distributor group was insiguwifit at the time of accession to the
European Union, it is more than 10 per cent today they have an even more important
role in influencing the balance of external trade.

5. Based on the analysis, the different valuatimnd differing measurements applied
by external merchandise trade statistics and st statistics can be illustrated by the
following basic transactions:

1. Exports

(@)  Transactions: a Hungarian resident sells prisdtie a VAT resident in
Hungary, and then the VAT resident sells the preglabroad. The transaction can be
illustrated in the following manner (Figure 1):

18 This paper was prepared by Sandor Csizmazia, Hyi@entral Statistical Office, and presented to

the Conference of European Statisticians, 10-12 2008, Seminar on "Strategic issues related to
measuring international transactions”, Paris, 10kiri#e, 2008, document ECE/CES/2008/37.
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Figure 1
Exports
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(b)  Product flow and account flow: between thedest and the VAT resident in
Hungary (1), and from Hungary abroad (2).

(c) Money flow: transfer from the account of therggg company of the VAT
resident to the resident company (1), and fromféneign company buying the product to
the account of the parent company (2). By involving VAT resident, the transaction (and
thus the value) measured in external merchandigke tstatistics and balance of payments

statistics is different.

6. Comments: the transaction between the residehtiee VAT resident is a domestic

transaction from the point of view of the VAT sysiethe resident makes out the invoice to
the name of the VAT resident, and it is includedhie value added tax return of both of
them, but the product becomes the property anederded in the books of the parent
company of the VAT resident. From the angle ofleetént statistics the export transaction
takes place already between the resident and th€ MAaident. In external merchandise
trade statistics the value of the transaction betwtbe VAT resident (essentially its parent
company) and the foreign buyer is measured.

Imports

(a)  Transactions: the VAT resident imports the piadafter which in case A
sells it to the resident, or in case B sells itbalol;
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Figure 2
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Case A:

(a) Product flow and account flow in case A: inggtaone from abroad to
Hungary (1), i.e. between the foreign company sglthe product and the VAT resident,
while in stage two in Hungary, between the VAT desit and the resident company (2A).

(b)  Money flow: from the Hungarian resident to fleeeign parent company of
the VAT resident (2A), and between the parent congzand the foreign seller (1).

7. Comments: from the point of view of externald@astatistics imports take place in
stage one, whereas in settlement statistics thendettansaction is measured, the value of
which is different from that of the first transamwti

CaseB:

(a) Product flow and account flow in case B: compato case A in stage two,
the product is exported (2B) after import (re-expgransaction).

(b)  Money flow: between foreign companies (2B)jdests are not involved.

8. Comments: Both transactions are measured inrettéade statistics, but none of
them in balance of payments statistics.

9. In the first case the value of exports measimeéxternal trade statistics is higher
than exports measured in settlement statisticslewhipart A of the second example the
value of imports is lower than imports registeradséttlement statistics. Purchasers’ price
and sales price measured in external merchandide statistics may be different in case
2B as well, while the total turnover and the posstimlance are excluded from settlement
statistics. The difference between the two typestafistics is realized in both cases in the
books of non-resident enterprises.

10. In practice, in addition to the above basicesaseveral variations of external trade
transactions may take place with the help of VA3idents, if, for example, the transaction
is realized with the involvement of a VAT warehousw combined with re-export
following processing under contract.

11.  In macro statistics (national accounts andrzaaf payments statistics) the above-
mentioned distributors can be regarded as “notian#k”, or — as in the Hungarian case —

27
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@)

(b)

(©

non-residents. External merchandise trade dataised in the two statistics in their own
data systems, therefore, to ensure consistencig itecessary to valuate transactions
identically at national level, and make estimatioofs the trade margin realized by
foreigners.

12. Three methods were analysed to estimate ttieridig measurements of external
merchandise trade statistics and settlement statise. revenues realized abroad:

Balance difference method

13.  HCSO managed to delimit a group of residenerpnises to which VAT residents
with significant turnover can be assigned as tretasa. Turnovers, i.e. invoice value,
“corresponding” to balance of payments transactiomere estimated for residents and
VAT residents thus defined. The export and impattibce of residents is overestimated in
external trade statistics by the difference betwibenestimated merchandise trade balance
and the cash balance.

Estimation using VAT data of VAT residents

14. VAT residents distribute products, their vahgded tax returns contain relatively
simple transactions. Using VAT data a simplifiedaibae of revenues (the sum of export
and domestic sales) and expenditure (the sum dfringmd domestic purchases) and, based
on this, the sales surplus and its proportion taltsales can be compiled. Assuming that
prices are identical in each export direction, andltiplying exports of the above-
mentioned distributor group by the proportion of gales surplus equals the sales surplus
realized by foreign enterprises.

Imputed trade margin method

15.  The surplus realized on imports and exportsilisulated by imputing the percentage
trade margin specific for international businesactice, assuming that total imports are
sold in Hungary and total exports derive from thenglarian market.

16. In the first two cases the difference can haddd between exports and imports
according to their proportion to each other, whilease of the third method the division is
given. The order of magnitude of the results reegiry the three methods was identical.

Conclusion

17.  The balance of goods measured in external rapdite trade statistics contains a
component that is related to foreign enterprisesecorded in their books and cannot be
deduced from residents’ transactions. Accountingth® correction concerning foreign
enterprises may be the following in macro statsstic

(@)  Adjusting external trade prices to domesticgsj i.e. valuating imports at
domestic sales prices and exports at domestic psetk’ prices. Price adjustment requires
the division of the difference between exports englorts.

(b)  Accounting for the revenue surplus of foreigmeeprises as services imports
or income.




