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Carbon Footprint of Foreign Direct Investment

Lead and Contributing 10s: IMF (lead), with OECD.

I0s Role: Provide methodological guidelines; monitor reporting and consistency with BoP, IIP, and NA data.
G20 Economies: Ideally Target, if not possible Second-best Target.

Target: The Target is for G20 economies to:

- Develop and disseminate annual FDI positions and flows data by economy consistent with BD4 and
BPM6 and by industry consistent with BD4

- Develop and disseminate data on the activities of foreign-controlled firms in the reporting economy and
on the overseas activities of MNEs.

- Develop and disseminate imports and exports by enterprise characteristics differentiating exports and
imports of goods (movement of goods basis) and services (change of ownership basis) by ownership.

» Disseminate estimates of carbon emissions of MNEs by ownership according to template defined in
Recommendation 1

- Timeline: Reporting data by Q4-2024
= Second-best Target: The Second-best Target is for G20 economies to:

+ Report Annual FDI positions and flows data consistent with BPM®6, with the option of reporting partial
industry detail.

« Timeline: Reporting data by Q4-2025
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Motivation and Preliminary Findings

= Environment effects of FDI are unclear, but some have

argued:

> If demand for environmental quality increases as incomes Value added (VA) and emission share of multi-
rise, then if FDI raises incomes, environmental damage national enterprises (MNEs)
falls

[@))
o
1
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= Framework aims to provide estimates to answer these 10 @ ltaly Spain

questions: @ Greece

» What is the effect of greenfield investment and capacity 0 . L )
extension resulting from FDI on emissions in host 0 20 40 60
economies?

» What is the effect of the operations of foreign owned Share of MNEs in Total VA (%)
enterprises on emissions in host economies?

» What effect does international trade activity of foreign Source: IMF Climate Indicators Dashboard

owned enterprises have on emissions in host economies?
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Carbon Emissions in MNEs Output, 2005-15 Average
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Source: Borga et al (2023)
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Carbon Intensities and Shares of Export Emissions to Output
Emissions for Selected Economies, 2005-15 Average
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Source: Authors’ calculations from Organisation for Economic Co-operation and Development data.
Note: DOEs = domestically owned enterprises; MNEs = multinational enterprises.
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Role of Foreign-Owned Firms in Domestic Production and Exports

Emissions Embodied in Production Emissions Embodied in Exports
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Policy Drivers and Implications

* Tracking the emissions of MNEs will help policymakers better understand where GHG emissions are generated,
who owns the enterprises generating them, and where the associated goods and services are consumed

 Critical to helping develop globally coordinated climate change related policies and determining whether policy
asymmetries exist across countries

= Home economies:

» Incentivizing domestic investors to meet high environmental standards at home and abroad could be
important to reducing global emissions

» Could reduce emissions directly by inducing firms to use lower carbon production functions and technology
and also by inducing them to demand lower carbon infrastructure and transportation in the host economies

~ If firms were also encouraged to reduce emissions along their supply chains, could induce them to demand
their suppliers reduce emissions

= Host economies:

» Remove barriers to investment in environmental goods and services sectors as well as in low carbon
technologies to promote positive spillovers and knowledge and technology transfer to the domestic economy

» Include an analysis of the impact on carbon emissions as part of their FDI attraction strategies

= Developing a standard for companies to disclose their carbon emissions will provide valuable information that can help us better
understand the role of all enterprises, both MNEs and DOEs, in carbon emissions
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Data Needs for Estimation

¢ Multi-Regional Input-Output Model (VIRIO)
* Breakdown for domestic and multinationals enterprises
» Intermediate consumption
* Final demand
*  Exports

* Data on Activity of Multinational Enterprises (AMNE-OECD)
* By ownership (nationality)

 Inward FDI of non-SPEs

* Total carbon emissions by domestic and multinationals enterprises
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FDI Data Availability for G20 Countries

Inward FDI positions by partner country Inward FDI positions by industry Inward FDI flows by partner country Inward FDI flows by industry

Countries All entities Excluding resident SPEs All entities Excluding resident SPEs All entities Excluding resident SPEs All entities Excluding resident SPEs
Australia X 1 X 1 X 1 X 1
Canada X 2 X 2 X 2 X 2
France X NA X NA X NA X NA
Germany X NA X NA X NA X NA
Italy X NA X NA X NA X NA
Japan X 2 X 2 X 2 X 2
Korea X X X X X X X X
Mexico X
Turkiye X NA X NA X NA X NA
United Kingdom X X X X X X X X
United States X 1 X 1 X 1 X 1
Argentina IMF-CDIS 2 Central Bank 2 Central Bank 2 Central Bank 2
Brazil IMF-CDIS 2 Central Bank 2 Central Bank 2 Central Bank 2
China IMF-CDIS 2 2 2 2
India IMF-CDIS 2 2 2 2
Indonesia IMF-CDIS 2 2 Central Bank 2 Central Bank 2
Russian Federation  IMF-CDIS 2 Central Bank 2 Central Bank 2 Central Bank 2
Saudi Arabia 2 2 2 2
South Africa IMF-CDIS 2 Reserve Bank 2 2 2
1: SPEs Not available separately but not significant
2: SPEs Not available separately

Not available

Source: OECD and IMF
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Breakdown of a Multi-Regional Input-Output Table into
Domestic and MNEs Enterprises

Panel A
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Way Forward

* Presented recommendation 3, including data needs, to the Task Team for recommendations
1 to 3 at the virtual workshop on May 22-May 24, 2023

*  Will hold a series of virtual regional workshops between Q4 2023 and Q2 2024 on data
requirements for this recommendation, including

*  AMNE/FATS statistics
« FDI statistics
» Trade by Enterprise Characteristics

* Explore sources of data on MNE carbon emissions
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Thank You!
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