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n 2014, the main regions of the global economy

reported mixed trends. Overall, industrialised

countries saw a pick-up in economic growth,
with a confirmed recovery in the United States and
the United Kingdom and a return to a positive growth
rate in the euro area. In Japan, however, economic
activity slowed sharply. Growth also cooled on average
in emerging countries, with an especially pronounced
slowdown in Russia and Brazil, as well as in China,
albeit to a lesser degree. Oil prices experienced a steep
decline in 2014, which should ultimately provide
support to the global economy, although the expected
effects vary considerably from one country to another.
The decline in the price of oil and the less pronounced
fall in other commodity prices made a substantial
contribution to the low level of inflation in most
countries, and notably in the euro area. In response
the Governing Council of the European Central Bank
(ECB) reduced policy rates on two occasions in 2014,
reiterated its forward guidance and stepped up
non-standard measures.

The following analyses and commentaries are based on
economic data updated on 8 April 2015.

1|1 Economic activity outside
the euro area

In the United States, over 2014 as a whole, economic
growth was slightly higher than in 2013, as real gross
domestic product (GDP) rose by 2.4% in 2014,
after 2.2% in 2013. Harsh weather conditions caused
US GDP to decline by 2.1% on an annualised
quarterly basis in Q1 but activity rebounded strongly
thereafter, driven notably by business investment
(6.3% growth on average in 2014, after 3.0%
in 2013) and private consumption (2.5% increase,
after 2.4% in 2013). Consumer confidence, which
was undermined in 2013 by fiscal uncertainty and low
levels of disposable income, returned to its highest level
since 2008, with the Conference Board’s confidence
index climbing 14 points over the year. The substantial
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upturn, coupled with gains in purchasing power
and a marked improvement on the labour market,
stimulated household consumer spending. Meanwhile,
residential investment slowed considerably in 2014,
with average annual growth of just 1.6%, compared
with 12% in 2013.

Overall, 2014 was a mixed year for the property market.
After increasing for three years in a row, sales of existing
homes fell back in 2014. Sales of new homes continued
to rise, but at a slow pace. Although transactions
were down, property prices continued to increase,
whether measured by the Federal Housing Finance
Agency index or the S&P/Case-Shiller national index,
which gained 5.8% and 7.2% respectively.

The labour market had an outstanding year in 2014,
with over three million jobs created, the highest
since 1999. As in 2013, the unemployment rate
fell steeply, easing by 1.0 point over the year to sit
at 5.6% by end-2014, while the participation rate
continued to decline, but less quickly than before,
contracting by 0.3 of a point between January
and December 2014. Other indicators compared
less favourably, however, such as the long-run
unemployment rate (over 27 weeks), which did fall,
but nevertheless remained above its long-run average,
reflecting substantial unused resources on the labour
market. Furthermore, the decline in the unemployment
rate was not accompanied by a surge in wages, which
rose by 2.4% in 2014 in nominal terms and 0.8% in
real terms.

The consumer price index rose by 1.6% on an annual
average in 2014, after 1.5% in 2013, although the
slight pick-up concealed diverse sub-annual patterns,
which included a steady decline in inflation over the
second half owing to the fall in oil prices. Stripping
out energy and food, inflation fell slightly from 1.8%
in 2013 to 1.7% in 2014.

In monetary policy, forward guidance took on a more
qualitative tone from March onwards, as the 6.5%
threshold for unemployment was replaced by an
indication that the level of official rates would be
maintained “for a considerable time” after the end of
the asset purchase programme. Following the October
meeting of the Federal Open Market Committee
(FOMC), the US Federal Reserve System (Fed),
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after tapering its asset purchases, concluded its third
quantitative easing programme. In December, the
FOMC said that it would be “patient in beginning to
normalise the stance of monetary policy”.

The goods and services deficit rose slightly to just
over USD 500 billion or approximately 2.9% of
GDP in 2014 after a USD 475 billion deficit in 2013
(2.8% of GDP). US competitiveness was affected in
the second part of the year as the dollar strengthened
against other currencies.

The federal deficit was reduced again during the 2014
fiscal year (FY), which ran from 1 October 2013
to 30 September 2014, although the decrease was
smaller than in 2013. The deficit thus came out
at 2.8% of GDP in 2014, after 4.1% in 2013 and 6.8%
in 2012. According to estimates by the Congressional
Budget Office (CBO), outstanding federal debt was
equivalent to 74.1% of GDP by the end of FY2014,
compared with 72.3% in 2013.

In the United Kingdom, despite a second-half
deceleration, economic activity was solid
throughout 2014, with GDP expanding by 2.8% on
average over the year. Private consumption acted as
the chief driver, while the growth contribution from
private investment was positive only in the first half
and exports remained weak.

Activity on the property market cooled in the second
half of the year as demand-curbing institutional
measures caused the number of transactions and new
loans to decline. At the same time, the difference
between demand and available supply on the property
market continued to drive a sharp run-up in housing
prices across the country, although this trend waned
in the second half.

The labour market continued to recover
throughout 2014. Job creations enabled the
unemployment rate to fall quickly, contracting
by 1.5 points over the year to reach 5.7% in December.
The decline in real wages, reflecting the post-crisis
labour market adjustment, broke off at the end of the
year without fuelling inflationary strain.

The consumer price index slowed steadily
throughout 2014, reaching 0.5% year-on-year

10 Banque de France

in December, the lowest level ever recorded in the
United Kingdom. Disinflation was principally due to
outside factors, notably the steep fall in the contribution
from food and energy prices, plus sterling appreciation,
as the nominal effective exchange rate climbed by
approximately 3.6% over the year. Domestic factors,
especially low wages and unit labour costs, also helped
to curb inflation.

In 2014, the Bank of England pursued a highly
accommodative monetary policy, holding the bank
rate at 0.5% and keeping GBP 375 billion in assets
(essentially gilts) on its balance sheet. In February,
it changed its forward guidance, which had previously
set a 7% threshold for the unemployment rate, and
said it would leave monetary policy unchanged (rates
and balance sheet assets), adopting a more qualitative
approach based on several labour market indicators.

The goods and services deficit remained large, at
GBP 34.8 billion or 1.9% of GDP in 2014, after
GBP 33.7 billion in 2013 (1.9% of GDP).

The government deficit, according to the
Maastricht definition, shrank in FY2013-2014 to
approximately 5.8% of GDP, down from 7.6% of GDP
in 2012-2013. Government debt, again as defined by
Maastricht, stood at 87.9% of GDP in FY2013-2014,
compared with 85.4% of GDP in 2012-2013.

In Japan, Prime Minister Shinzo Abe continued to
deploy his “Abenomics™ policy in 2014. Also, VAT
was raised from 5% to 8% on 1 April. The negative
impact of the VAT hike turned out to be more
severe than expected, and activity contracted in the
third quarter. Over the year, Japanese GDP shrank
by 0.1% compared with 2013.

Weak economic activity and downside pressure on
consumer prices in connection with lower oil prices
prompted the central bank to intervene again.
On 31 October, the Bank of Japan announced

an extension to its quantitative and qualitative

1 Set of measures introduced by the Prime Minister since taking office in
December 2012, aimed at combining fiscal and monetary stimulus with
structural reforms.



monetary easing policy (QQE). The decision to
extend QQE caught the markets off guard, causing
the yen to depreciate sharply against the dollar, which
partly cushioned the impact on prices of lower oil.
Opverall, mainly owing to the effect of the VAT hike,
consumer prices increased by 2.4% year-on-year in
December 2014 (after peaking at 3.7% in May 2014),
while core inflation stood at 2.1%.

In 2014, the Japanese trade deficit widened because of
stronger domestic demand in the first quarter ahead of
the VAT hike, which stimulated real imports. The yen’s
sharp depreciation made imports more expensive while
allowing an increase in export volumes. But all in all,
growth in import values outstripped that of exports,
with the result that the trade deficit, which had already
deteriorated substantially in 2013, widened further to
JPY 12,816 billion in 2014, after JPY 11,468 billion
in 2013.

The pace of economic growth continued to ease
in emerging countries in 2014. Average growth
dipped to 4.4% in 2014 compared with the previous
year’s 4.7% and was sharply lower than the ten-year
average of 6% (see Chart 1). The outlook for 2015
suggests that this trend will continue.

Several factors are behind the weaker growth in
emerging countries: the slowdown in China and its

Economic indicators for the main emerging countries
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negative impact, especially on growth in Emerging
Asia and Latin America, mounting geopolitical strains
(Russia being one of the most affected countries),
and dimmer medium-term growth prospects in
commodity-exporting countries, particularly in Latin
America. Moreover, although the steep drop in oil
prices from autumn 2014 had a broadly positive effect
on the global economy, it had a more mixed impact
on the growth of emerging economies, which include
many oil-exporting countries (see Box 1). Finally,
expectations of higher interest rates in the United
States fuelled fears about potential difhculties for
emerging countries and their large companies with

Brazil Russia India China

2013 2014 2013 2014 2013 2014 2013 2014
Nominal gross domestic product (GDP)
(USD billions) 2,246 2,244 2,097 2,057 1,877 2,048 9,469 10,355
GDP growth (%) 2.5 0.1 1.3 0.6 5.0 5.8 7.8 74
Inflation growth (%) 6.2 6.3 6.8 74 9.5 7.8 2.6 2.3
Fiscal balance (% of GDP) -33 -3.9 -1.3 -0.9 -1.2 -7.2 -0.9 -1.0
Gross government debt (% of GDP) 66.2 65.8 13.9 15.7 61.5 60.5 39.4 40.7
Current account (% of GDP) -3.6 -3.5 1.6 2.7 -1.7 -2.1 1.9 1.8
Official foreign exchange reserves
(USD billions) 358.8 363.5 509.7 385.4 298.1 324.7 3,880.4 3,899.3
Change in foreign exchange reserves (%) -3.8 1.3 -5.3 -24.4 -0.8 8.9 145 0.5

Sources: GDP growth: IMF, World Economic Outlook (January 2015 update); reserves: IMF, international financial statistics; other data: IMF, World Economic Outlook (October 2014).
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Box 1

The decline in oil prices:
why it happened and the impact on the global economy

One of the highlights of the year was the 43% fall in oil prices between June and December 2014, which prompted
revisions to growth forecasts across all economies.

The decline can be seen as good news for the global economy, because it increases disposable income for households
and reduces production costs for companies. But an assessment of its impact on real GDP will depend on the underlying
cause of the change in oil prices, that is, the respective roles of supply and demand. On the one hand, global demand
for oil weakened in 2014. This was partly because of reduced demand from China, reflecting that country’s efforts
to rebalance its domestic economy, but also muted growth in Europe and Japan. On the other hand, the supply
of oil remained plentiful in 2014, actually increasing by 2.3% compared with 2013, whereas demand increased by
just under 1%. This created excess daily supply of approximately 0.8 million barrels, which put downside pressure
on prices. The United States became the world’s largest producer of hydrocarbons in 2014 because of shale oil,
whose production was supported by prices prior to the second half of 2014, which reached levels that made more
operations profitable. Furthermore, the members of OPEC decided at their Vienna meeting on 27 November to keep
their production target at 30 million barrels/day. Despite an emerging consensus that supply was the strongest factor,
the respective shares of supply and demand in the sudden fall in prices are hard to measure precisely.! The fact that
demand plays a significant role could be reflected in a reduction in the expected positive impact on real GDP, at least
in the short term. Moreover, past experience shows that the response of macroeconomic variables to a change in
oil prices is not fixed. Changes in the structure of the economy, such as reduced energy intensity, could thus help to
lessen the economic impact of oil shocks.

Taking all these factors into account, the IMF estimates that the decline in oil prices should have a positive overall impact
on global growth in 2015 (between 0.3 and 0.7 percentage point of GDP)? although this will conceal asymmetries
between countries, especially between countries that import and export oil. For importers with high levels of inflation,
mainly emerging economies, low oil prices make it possible to moderate inflationary pressures and boost household
disposable income. In importer countries with low inflation and policy rates close to zero, the decline in oil prices
could push up real interest rates and curb the positive effect of lower energy prices, at least in the short term. Exporter
countries will need to adjust fiscal policies if oil prices remain below the fiscal breakeven level for a protracted period.
The adjustment will notably be vital for countries with sizeable external vulnerabilities.

The decline in oil prices has also had an impact on financial stability. In the case of emerging economies, for example,
currency depreciation relative to the US dollar has led to increased balance sheet vulnerabilities in both importing and
exporting countries. Moreover, some countries could face debt repayment problems.

1 See for example Kilian (L.), “Why did the price of oil fall after June 20147?”, VoxEU, 25 February 2015.
2 IMF estimate by Arezki (R.) and Blanchard (O.), “Seven questions about the recent oil price slump”, IMF blog, 22 December 2014.

balance sheet vulnerabilities* and high foreign currency
exposure. The previous table shows the main economic
indicators for the principal emerging economies.

In Brazil, growth plummeted to 0.1% in 2014.
The country entered a technical recession in the first
half of 2014 due to a decline in investment, which
contracted by 7.9% over the first six months of the year.
Domestic factors played a role, including weaker consumer
confidence, a gloomier business climate and the end of
the accommodative monetary and fiscal policies cycle,
as did external factors, notably cooling growth in China
and Argentina and lower commodity prices. Since exiting
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recession in the third quarter, Brazil has continued to post
weak growth, notably due to base effects connected with
the World Cup investment programme and government
spending in the lead-up to elections.

In Russia, growth fell to 0.6% in 2014. The economic
situation was affected by two major external shocks,
namely the fall in oil prices and the international
sanctions related to the geopolitical conflict with

2 Asymmetries between currencies in which assets and liabilities
are denominated (currency mismatches) or between maturities
(maturity mismatches).



Ukraine, which put pressure on Russia’s balance of
payments and caused the sharp depreciation of the
rouble. Inflationary pressure mounted and confidence
fell quickly amid major capital flight. The sustainability
of public finances remains uncertain if the low level of
oil prices persists.

The Chinese economy is in the midst of a structural
slowdown. Growth came to 7.4% in 2014, after 7.7%
in 2012-2013 and an average of approximately 10%
during the 2000s. The factors that are most likely to
drive a steady slowdown in the pace of growth include
less favourable demographic factors and smaller
productivity gains connected with the reallocation of
labour force to services. External imbalances have been
partly mitigated, but the internal imbalance between
investment and consumption persists. The authorities
look determined to push ahead with the internal
rebalancing of the economy and are seeking to lay the
foundations for sustainable long-term growth.

Bucking the trend among emerging countries, India
recorded a sharp rebound in economic activity in 2014,
with growth climbing to 5.8% from 5% in 2013 and
reversing the trend after a two-year slowdown. Prices
increased by just 7.8% owing to a steep decline in
food prices (compared to an average of 10.4% over
the last five years), as international commodity prices
softened, helping to contain inflationary pressures.
The government measures taken in 2013 in order to
support investment, combined with the end of the
wait-and-see attitude that characterised the lead-up
to the elections in May 2014, began to take effect
from Q2 2014 onwards.

1|2 Capital and commodity markets

In 2014, financial market trends were heavily influenced
by announcements from the main central banks. In the
United States, the Fed tapered its securities purchase
programme, cutting its purchases by USD 10 billion
a month between January and October, divided
between government securities and mortgage-backed
securities (MBS). This first stage in the Fed’s strategy to
exit its highly accommodative monetary policy did not
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prevent US rates from remaining at historically low levels.
In the euro area, the compression of peripheral yield
spreads that began in mid-2012 gathered momentum
in 2014, while interest rates recorded a historical decline
as the ECB eased monetary policy and implemented
programmes to buy asset-backed securities (ABS) and
covered bonds. Continued monetary stimulus in Japan,
with the launch of a new QQE purchase programme by
the Bank of Japan to stimulate the economy and boost
inflation, shaped the performance of the yen (which
trended downwards, especially against the dollar) and
Japanese asset prices (equity market up at historically
moderate levels, low sovereign yields).

Whereas the end of 2013 featured higher rates at
the middle and end of the curve, yields declined
throughout 2014. Tighter credit spreads were also
seen amid efforts to generate returns in the low-yield
environment.

Capital continued to flow out of emerging markets.
Risk premia rose in 2014 and there was increased
differentiation between the most vulnerable countries
and those with a large trade surplus, such as China.
Overall, against a backdrop of disinflation and
economic slowdown, the main emerging countries
eased monetary policy.

Whereas asset price volatility remained weak on
average on markets in 2014 (see Box 2), there were a
few peaks during bouts of geopolitical stress, especially

Chart 2
Ten-year sovereign yields
(%)

3.5

3.0

25

2.0

1.0 M

2N
Yor|

S
. > --ﬂ----ﬁ--§~-~" -—-A\'sg
05 -

0.0
Jan. March May July Sept. Nov.
2014

Germany
==== France
United States

Source: Bloomberg.

= |nited Kingdom
=== Japan

Banque de France

13



Monetary policy, measures to promote financial stability

Box 2

Volatility on capital markets in 2014

Volatility is an indicator of market risk. It can be “historical”, i.e. based on the observed change in the price of an asset
over a given period, or “implied”, meaning that it is estimated by the market based on the prices of options, which are
derivative instruments whose price depends on the value of underlying financial instruments.

Although volatility picked up in 2014, especially towards the end of the year, it nevertheless remained below levels
seen in 2012 (see Chart A). On fixed income markets, weak volatility partly reflects the anchoring of expectations
regarding monetary policy measures owing to forward guidance from major central banks.

Mounting volatility and risk aversion, i.e. a preference for less risky assets, such as bonds, at the end of the period
was driven particularly by three main factors: continued geopolitical risk (Russia, Syria), a sharp acceleration in the oil
price decline and renewed questions about Greece.

On 15 October, equities reacted swiftly and sharply, as did other financial assets, to a broad set of economic news,
including a dimmer economic outlook in Germany, uncertainties over growth in emerging countries, uncertainties over
the results of the asset quality review (AQR)' and expectations of US monetary policy normalisation. This caused
volatility indices to rebound sharply but temporarily in Europe and the United States.

On the foreign exchange market, renewed volatility forms part of a trend that has been ongoing since mid-2014, linked
in particular to a massive shift by investors into the dollar and higher risk premia for emerging currencies (hardest hit
by lower commaodity prices), against the backdrop of a global macroeconomic slowdown (see Chart B).

ChartB
Three-month implied volatility on the foreign
exchange market
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1 Review by the ECB of the quality of assets held by euro area banks as part of the central bank’s comprehensive assessment.

in Ukraine and the Middle East, particularly towards
the end of the period.

Long-term interest rates came down overall in 2014
in developed economies (see Chart 2), although the
reasons for this varied from region to region. While
the yield on US ten-year Treasuries fell from 3.03%
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at the beginning of the year to 2.20%, reflecting
changing expectations on the pace and scale of future
monetary tightening, Japanese ten-year yields fell
from 0.74% to a record low 0.32% at end-2014 as
the country pursued its expansionary economic policy
and especially following the Bank of Japan’s decision in
October to step up its monetary stimulus. In Europe,



Chart 3
Spreads of euro area ten-year sovereign securities
over German government securities
(%)
25

15 \
S
\V“ W '4\\
1.0
soly —
0.5 = B YT} >
~~ M“J e "‘»‘ln.«f'\w\w‘.
0.0 :
Jan. March May July Sept. Nov.
2014
Austria = Netherlands
==== France «=e=e Spain
Belgium — taly

Source: Bloomberg.

reflecting expectations that accommodative monetary
policy would be maintained with further non-standard
measures, German yields declined significantly across
all maturities throughout the year, as ten-year sovereign
yields decreased from 1.93% to 0.54% at the end of the
year; French ten-year yields followed a similar trend but
on an even larger scale, going from a peak of 2.56% at
the start of the year to a year-end low of 0.82%.

Bond spreads between peripheral and core
euro area countries continued to contract overall
during the year, with the process accelerating
after the speech made on 22 August 2014 by ECB
President Mario Draghi at the Jackson Hole central
bank symposium on “Re-Evaluating Labor Market
Dynamics” (see Chart 3). During his speech, which
explored the repercussions of unemployment on
euro area economies, President Draghi called on
Member States to make a bigger contribution to the
recovery by using the flexibility of European fiscal
rules and undertaking structural reforms, while
strengthening the coordination of national fiscal
stances to obtain a more growth-friendly overall
fiscal stance. The sovereign yields of Portugal, Spain

3 Targeted longer-term refinancing operations; see part 3 on the Eurosystem’s
monetary response.

4 The effective exchange rate of a currency area is a synthetic measure of exchange
rates with trade partners and competitors. The nominal effective exchange
rate (NEER) is based on nominal exchange rates, while the real effective
exchange rate (REER) takes account of price indices and their movements.
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and Italy reached historically low levels, primarily
reflecting more accommodative measures by the
ECB (TLTROs,? lower policy rates, and the eagerly
awaited large-scale quantitative easing programme),
the improving fundamentals and brightening
economic prospects of some peripheral countries,
along with progress in the Banking Union. At the
end of the year, after Greece called early presidential
elections on 9 December and no definitive winner
emerged on 29 December, there was a wave of
distrust that remained largely confined to Greek
assets, with euro area markets increasingly expecting
the Eurosystem to introduce quantitative easing.
Furthermore, financing conditions for euro area
companies improved markedly over the course of
the year.

On the foreign exchange market, the euro began
depreciating in May (see Chart 4), with its nominal
effective exchange rate’ declining by 4.56% on
average over 2014. In parallel, the dollar’s nominal
effective exchange rate rose by 9.73%, chiefly from
July onwards. These movements reflect diverging
expectations on growth and monetary policy for
the two economic zones. At the end of the year, the
euro/dollar was at 1.21, compared with 1.36 at the
beginning. Emerging currencies were affected by the
fall in oil prices and the stronger US dollar. Russia
was especially hard hit, and the rouble surrendered
almost half of its value, as the collapse in oil prices

Chart 4
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combined with the impact of the sanctions imposed
by the United States and the European Union.

After falling sharply in 2013, gold was relatively
stable in 2014 against the dollar, giving up 1.79%
over the year. While gold prices began the year by
climbing in US dollar terms, expectations of muted
inflation and US dollar appreciation against the
main currencies caused gold to depreciate. Flat
Asian demand, particularly in India and China, also
depressed gold prices, which ended the year at a
four-year low. The price of an ounce of gold fluctuated
between USD 1,383 on 14 March and USD 1,140.5
on 5 November 2014.

Global stock markets grew moderately in 2014, with
the MSCI World index putting on 2.9% (see Chart 5).
US equities reported the strongest performances
(S&P 500: +12.4%; Dow Jones: +8.4%) to reach
record levels. Japan’s Nikkei 225 gained 7.2% over the
year. In Europe, the Eurostoxx 50 rose by 2.8%, with
the German and French indices increasing by 4.3%
and 1.1% respectively. The MSCI Emerging index
contracted by 4.6%.

In the United States and Japan, bank stocks outperformed
the broad indices, rising by 16.8% and 14.9% respectively.’
By contrast, in Europe, bank stocks shed 3.5%°¢ in 2014,
including 3.2% on 27 October following publication
of the results of the ECB’s comprehensive assessment of

Chart5
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euro area banks, as financial markets fretted temporarily
about questions of methodological clarification and
recapitalisation demands.

In 2014, the main commodity indices fell steeply
on the unexpected second-half slowdown in global
demand coupled with supply-side factors.

The price of Brent crude fell by 43% between
June and December 2014, reaching USD 55.8 a
barrel on 31 December (see Chart 6). That said,
the average annual price was actually down just 9%
in 2014 because oil prices were relatively stable in
the first half and close to the previous year’s average,
which was USD 108.9 a barrel. At the end of June,
Brent hit its peak for the year before embarking on
a deep decline in the second half attributable to a
combination of demand- and supply-side factors
(see Box 1). The prices of other energy commodities
also fell steeply: the price of natural gas as measured
by the London Natural Gas Index fell by 22%
between December 2013 and December 2014, while
Australian coal lost 25%.

5 The Japanese index of bank stocks is derived from the Nikkei 500
(up 13.2% over 2014).

6 The European index of bank stocks is derived from the Eurostoxx 600
(up 5.1% over 2014).
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Chart 7
Metal and agricultural commaodity price indices
(prices in dollars, January 2014 = 100)
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In agricultural commodities, the Ukrainian crisis
boosted cereal prices in the first part of the year, but
the shock rapidly faded on expectations of bumper
harvests. Wheat prices then rebounded in November
from a four-year low in October, lifted by fears over bad
weather conditions in the United States and the impact
of the Russian crisis at the end of the year. The index
of agricultural commodity prices fell by 13% as an
annual average in 2014 (see Chart 7).

In non-precious metals, nickel prices rose in the
first half (+30% in June 2014 compared with
December 2013) following Indonesia’s ban on
exporting unprocessed ore. Investors were also
worried that tension between Russia and Ukraine
and international sanctions might affect the supply
of nickel, since Russia is one of the largest producers
of the metal. Overall, metal prices decreased in
the second half, pulled down by signs of slowing
global demand, particularly from China. Between
December 2013 and December 2014, copper gave
up 10%. The global index of metal prices compiled
by S&P GSCI’ lost 6% between January and
December 2014 and 1.3% on an annual average
over 2014 (see Chart 7).

7 Standard and Poor’s Goldman Sachs Commodity Index.

2| ECONOMIC AND MONETARY
SITUATION IN THE EURO AREA
AND FRANCE

2|1 Growth and inflation

Muted growth once again in 2014

The euro area showed signs of recovery
throughout 2014: GDP rose by 0.9%, after
contracting by 0.5% in 2013 and 0.8% in 2012.
The upturn that began in the second quarter of 2013
thus continued in 2014. While growth was up in
most euro area economies, situations varied from
country to country. Ireland (4.8%) and to a lesser
extent Germany (1.6%) posted growth rates that beat
the euro area average, while France reported slower
growth (0.4%). Spain enjoyed a fairly robust expansion
(1.4%) after five years of negative growth. Conversely,
growth was negative once again in Italy (-0.4%).

Banque de France Annual Report 2014

Monetary policy, measures to promote financial stability

17




Monetary policy, measures to promote financial stability

Industrial production picked up less vigorously than
GDDP, with a 0.7% increase in the euro area on average
over 2014. Moreover, this essentially reflected carryover
effects following a brisk end to 2013, since production
was flat overall in the final three quarters of 2014.
However, major listed groups from the sector reported
strong operating income in H1 2014 (see Box 5),
and euro area confidence indicators also advanced.
The European Commission’s economic sentiment
indicator, which draws on business and consumer
surveys, continued to climb in 2014, rising by 8.3%,
after dropping by 11.4% in 2012 and increasing by a
moderate 3.3% in 2013.

Total investment and household consumer spending in
the euro area both rose by 1.0% in 2014, after contracting
by 2.5% and 0.7% respectively over 2013. Government
consumption also rose in 2014, increasing by 0.7%,
after 0.3% growth in 2013, while exports and imports
increased smartly, gaining 3.7% and 3.8% respectively.

However, current account imbalances persisted in
the euro area. While countries with current account
deficits before the crisis reduced them substantially,
countries with surpluses did not make the opposite
adjustment. Portugal and Greece moved from having
very large current account deficits in 2009 (10.4%
and 13.6% of GDP respectively) to surpluses of 0.8%
and 1.4% respectively in 2014. Italy and Spain did
likewise, reporting positive balances of 1.7% and 0.0%
of GDP in 2014. Conversely, Germany and the
Netherlands already had sizeable surpluses in 2009,
at 5.8% and 5.7% of GDP respectively and these
widened to 7.6% and 10.1% respectively in 2014.
France has run a current account deficit since 2005;

Box 3

French GDP and its components

(chain-linked volumes; % quarterly changes and annual averages;
data adjusted for seasonal and working day variations)

2014 2014 2014 2014 2013 2014
Q1 02 3 04
GDP -01 -0.1 03 041 04 04
Imports 08 0.7 1.7 1.7 1.9 39
Household consumption  -0.3 04 03 0.2 0.3 0.6
GG consumption 2 03 05 06 05 20 1.9
Total GFCF -0.7 -08 -06 -05 -08 -16
o/w NFCs ¥ 03 -02 00 -02 -06 07
o/w households -1.7 -16 -16 -1.5 -31 -59
o/w GG? -08 -1.7 -1.7 -0.1 1.1 -33
Exports 06 0.2 1.0 25 24 29
Contributions
from components
External trade 0.1 -02 -0.2 0.2 0.1 -0.3
Household consumption  -0.2 0.2 0.2 0.1 0.2 0.3
GG consumption ? 0.1 0.1 02 0.1 05 04
Total investment -02 -02 -01 -01 -02 -04
NFC" investment 00 00 00 00 -0.1 0.1
Household
investment -0.1 -01 -01 -0.1 -02 -03

GG investment? 00 -01 -0.1 0.0 00 -0.1

Domestic demand
excluding inventory -0.2 041 02 0.1 04 04

Change in inventory 03 -041 04 -02 -0.2 0.3

a) GG: general government.
b) NFC: non-financial companies.
Source: Insee.

its deficit stood at 1% of GDP in 2014, after 1.4%
in 2013. Better coordination of economic policies
would help to promote symmetrical adjustments and
support domestic demand in the euro area.

French growth came to 0.4% on an average annual
basis in 2014, the same as in 2013 (see Table above).

External trade in goods and France’s competitiveness

France’s trade deficit stood at EUR 54 billion in 2014, down from EUR 61 billion in 2013, reflecting the EUR 11 billion
decrease in the energy bill. Stripping out energy, France posted a small deficit in 2014 after a small surplus in 2013.

France’s exports of goods' to partners were flat (see Table). This was partly due to weak demand from the rest of the
euro area, which is the number-one export market for French businesses. Exports to the rest of the European Union
were stronger, while exports outside the European Union fell overall.

o

1 For a more complete picture of France’s international trade, see Annual Report on the French Balance of Payments:
https://www.banque-france.fr/en/economics-statistics/balance-of-payments-and-other-international-statistics/balance-of-payments-
and-international-investment-position/the-french-balance-of-payments-and-international-investment-position-annual-report.html

18 Banque de France



France’s total imports fell slightly in 2014. This essentially
reflected the decline in the value of energy imports, as
global prices tumbled, although the effect was partly
offset by higher imports in other goods categories.

France’s global share of trade in goods? has been stable
since early 2013, after contracting continuously from the
beginning of the 2000s.® However, it dipped slightly at
end-2014 (see Chart A). Relative to its main euro area
partners, France has lost market shares, while German
and Spanish exports in particular have performed strongly.

However, France’s cost competitiveness improved,
reflecting the effect of the new CICE tax credit from 2013.
The CICE lowers labour costs (on wages up to 2.5 times
the minimum wage) through a tax credit for businesses.
Once the impact of the CICE on compensation is factored
in, the level of unit labour costs in France was unchanged
in 2014 (see Chart B). The decline in labour costs should
help French businesses to rebuild margins, which have
been hard hit since the beginning of the crisis. The
effects of the CICE on investment and exports are more
uncertain, as France’s improved cost-competitiveness
is running up against the small increase in unit labour
costs elsewhere in the euro area (rapid decline in Spain
since the start of the crisis and moderate increase in
Germany especially). The improvement in France’s cost-
competitiveness, against the backdrop of the necessary
adjustment to current account balances in Europe, would
be facilitated by a faster increase in unit labour costs in
economies running surpluses.

Other external factors affected France’s external trade
in 2014. As mentioned above, the fall in oil prices sharply
reduced the share of the energy bill in imports.

The depreciation in the euro’s effective exchange rate
in 2014 was a supportive factor — albeit to different
degrees depending on the importance of the price factor
in purchasing decisions — for French exports outside the
euro area, which made up one-half of the total value of
exports in 2014. Assuming unchanged corporate profit
margins, currency effects could favour exports to the
United States, the United Kingdom and China, whose
currencies appreciated against the euro, while euro
appreciation against the yen should be detrimental to
French exports to Japan.* However, the impact on French
exports could be delayed and might depend on the size
of the depreciation in the effective exchange rate and
on whether the depreciation is temporary or permanent.

2 France’s global market share of trade in goods is defined
as the total value of French goods exports relative to the
total value of global goods exports.

3 All euro area countries saw their global market shares
shrink in the 2000s, mainly owing to a catch-up by
emerging economies.

4 For a discussion of these effects, see for example
Bussiere (M.), Gaulier (G.) and Jean (S.), Lettre du CEPI,
December 2014 or Berthou (A.), ECB Working Paper
No. 920, July 2008.
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France’s external trade

(12-month cumulative total in EUR billions; year-on-year % change)

2013 2014
Total Year-on- Total Year-on-
year year
Exports 436.8 -1.2 437.3 0.1
Imports 497.6 -2.3 4911 -1.3
Balance -60.8 - -53.8 -
Euro area balance -40.8 - -37.8 -
Eﬁggge excl. 2.1 - -1.4 -

Note: FOB/FOB gross data, including military equipment.
Sources: Customs, Banque de France calculations.
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Box 4

Wage developments in France since the crisis

Wage growth slowed in 2014 but still far outstripped the change in prices despite the historically high level of
unemployment. Accordingly, in the fourth quarter of 2014, annual growth in the basic monthly wage (BMW) and the blue
collar basic hourly wage (BBHW)' was close to 1.4%, a full percentage point higher than inflation (see Chart A). Over
the longer term, i.e. between 2008 and 2014, the BMW and BBHW increased by 4.9% and 5.5% respectively overall.

The weak adjustment to real wages, given the level of unemployment, contrasts with the change observed in the euro
area since the beginning of the crisis. Cumulatively, since the first quarter of 2008, real wages have fallen sharply in
Spain (-3.5%) and ltaly (-5.0%). In Germany, where unemployment is at a record low, wages have increased (5.4%)
similarly to those in France (see Chart B). Outside the euro area, UK real wages have undergone a significant adjustment,
declining by 6.9%, partly because of higher inflation. The hourly cost of labour in France compared with its trade
partners, which was already elevated,? has thus increased further in recent years, especially since it has not been
offset by stronger growth in productivity.

Labour market regulations are partly responsible for faster wage growth in France. The French minimum wage
scheme guarantees that approximately 10% of wages will be adjusted regularly and at least in line with past inflation.?
On 1 January 2015, the French minimum wage was automatically adjusted upwards by 0.8%, without an additional
boost, whereas inflation was virtually zero. The minimum wage also has knock-on effects that support wage growth;
it especially affects the basic wages set under industry agreements, which cover almost 90% of private sector wages.
Nominal wage increases negotiated under industry agreements in 2014 were thus mostly close to 1% (0.5% in real
terms), reflecting the adjustment to the minimum wage on 1 January 2014. In 2013, negotiated increases were
generally between 1.5% and 2% (0.5% to 1% in real terms), reflecting the 2.3% increase in the minimum wage over
the previous year.*

Chart A Chart B
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1 The blue collar basic hourly wage is calculated on the basis of a like-for-like skills structure. It does not include bonuses, gratuities
or overtime payments. The average wage per capita expresses the change in wages relative to the total working population.
It takes into account very small enterprises and integrates structural effects such as skills and the proportion of part-time jobs.
It also factors in cyclical (overtime) and seasonal (bonuses) effects.

2 Marc (B.) and Rioux (L.), 2012, “Le colt de la main-d’ceuvre: comparaison européenne 1996-2008", Emploi et Salaires, 2012
Edition, Insee References.

3 Martinel (L.) and Vincent (L.), 2014, “Les bénéficiaires de la revalorisation du SMIC au 1¢ janvier 2014”, Dares Analyses, No. 87.

4 Data gathered by the Banque de France based on industry-level wage agreements.
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Household consumption rose by 0.6% in 2014
after 0.3% in 2013, while general government
consumption was up 1.9% after 2% in 2013.
Investment declined over the year and fell by an average
of 1.6% in 2014, after contracting by 0.8% in 2013.
This chiefly reflected the 5.9% decrease in household
investment, following a 3.1% decline in 2013, and
the 3.3% decline in general government investment,
after the 1.1% increase in 2013. Exports rose by 2.9%
while imports were up by 3.9%. While the growth rate
was milder overall in France in 2014, the second half
was more vigorous, with growth of 0.3% in the third
quarter and 0.1% in the fourth, as compared with a
small contraction in the first half.

Taking a longer view, France’s GDP at end-2014 was
up 1.5% on its pre-crisis level in the first quarter of 2008,
compared with a 1.9% decline for the euro area.

As in 2013, euro area inflation continued to
decline sharply in 2014. The harmonised index of
consumer prices (HICP) rose by only 0.4% on an
annual average, after 1.4% in 2013 (see Chart 8).
The year-on-year change in the HICP slowed
throughout 2014 to reach -0.2% in December after
a 0.8% incr