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OVERVIEW | rance’s current account showed a deficit of
EUR 19.7 billion in 2014. This is equivalent

to 0.9% of GDP' and compares to deficits
equivalent to 0.8% of GDP in 2013 and 1.2% of GDP
in 2012.

T0-1 Main current account components
(EUR billions)
2012 2013 2014
Current account -24.9 -17.1 -19.7
(% of GDP) -1.2 -0.8 -0.9
Goods @ -54.1 -43.0 -34.6
Services 24.9 22.4 17.8
Primary income 47.3 47.9 445
Secondary income -43.0 -44.4 -47.4

a) Trade in goods is compiled on the basis of customs statistics and
supplementary measurements (see Box 2).
Source: Banque de France.

The slight deepening of the current account deficit
stems from an improvement in the balance of trade
in goods, largely due to France’s smaller energy bill,
a smaller surplus on trade in services and an income
balance that slipped into deficit (see Table TO-1 and
Chart CO-1). Without counting the fine that a French
banking group paid to American authorities, the
income balance would have shown a surplus and
the current account balance would have registered a
deficit of 15.4 billion, marking a slight improvement in
comparison to 2013.

As part of its monitoring of macroeconomic imba-
lances, the European Commission has set alert thres-
holds for certain economic aggregates, including the
current account balance. The thresholds are brea-
ched when the 3-year backward moving average of
the current account balance shows a deficit that is
greater than 4% of GDP or a surplus that is greater

T0-2 Exports and imports of goods and services
(EUR billions)

2013 2014
Goods
Exports 439 440
Growth in % 0.5 04
Imports 482 475
Growth in % -1.8 -1.4
Services
Exports 193 208
Growth in % 5.8 7.7
Imports 171 190
Growth in % 8.2 11.4

Source: Banque de France.

C0-1
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than 6% of GDP. In 2014, the European indicator for
France showed a deficit of 1.0% of GDP, indicating a
stable deficit since 2012,

Trade in goods and services shows mixed signs
of improvement. The deficit did continue to improve,
from 8.7 billion in 2013 to 3.7 billion in 2014, but most
of this can be explained by the big drop in the price of
oil in euro, with the price of Brent crude down by 9%
compared to 2013, which lowers the cost of energy
imports (see Box 1).

1 Based on the GDP published by Insee on 13 May 2015.

C0-2 Exports and imports of goods and services
(EUR billons)
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Box 1

The ‘energy bill” usually denotes energy imports
minus exports.

In 2014, the deficit on trade in energy stood at
54.8 billion (CIF-FOB data), with exports covering
only one quarter of the cost of imports. The energy
bill is explained mainly by net imports of crude and
refined petroleum products, which account for an
average of 80% of total net import balances over
the last ten years, while net gas imports account
for 20%. Net imports of coal and net exports of
electricity are tiny.!

The energy bill in 2014 was 11 billion less than
in 2013. Most of the change (9.2 billion) stems from
petroleum products. Oil prices plunged in the second
half of the year, falling from EUR 83 a barrel in June
to EUR 51 in December.

France’s energy bill

Energy bill and the price of oil

(EUR billions) (in euros)
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- Price of a barrel of Brent crude (right-hand scale)

Source: Banque de France.

Trade in energy products (CIF-FOB)
(EUR billions)

Exports Imports Balance
Amount Change Amount Change Amount Change
in 2014 2014/2013 in 2014 2014/2013 in 2014 2014/2013
(in %) (in %) (EUR billions)

Natural hydrocarbons, energy
and extractive industries 10.0 5.4 48.8 -15.6 -38.8 9.5
Refined petroleum products 11.3 -6.2 27.2 -7.3 -15.9 1.4
Aggregate 21.3 -1.1 76.1 -12.8 -54.8 11.0

Source: General Directorate of Customs and Excise.

1 Source: Pégase, Ministry of Ecology, Sustainable Development and Energy based on customs data.

This means that most of the improvement in the deficit
on goods and services stems from a 1.4% decrease
in imports, whereas exports showed little growth
(see Chart CO-2). If we strip out energy, the CIF-FOB deficiton
trade in goods would have deepened by 4.1 billion in 2014.

The surplus on trade in services contracted as
the pace of such trade picked up. Imports grew by
11.4% and exports by 7.7%, beating the growth rates
posted in 2013 (see Table T0O-2).

Receipts for “technical, trade-related and other
business services” rose by 6 bilion and payments
increased by 8 billion. Research and development
services receipts and payments followed the same
pattern, with both increasing by nearly 2 billion.
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Travel was still a major component of service exports,
accounting for 21%. But there was little change in
receipts in 2014, since European visitors’ spending
was relatively flat and such visitors still account for
the majority of receipts. Payments by French travel-
lers abroad, on the other hand, increased by 13%,
or nearly 4 billion. Consequently, the travel surplus
contracted from 10.2 bilion in 2013 to 6.6 billion
in 2014.

Receipts from charges for the use of intellectual
property and from “telecommunication, computer
and information services” increased by nearly 1 billion
in 2014. Nevertheless, the surplus on these services
still shrank slightly as payments increased by a
greater amount.
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T0-3 Geographical structure of trade
in goods and services in 2014
(in %)
Goods ¥ Services ¥

Germany 14.9 11.6
Belgium 8.0 6.1
Netherlands 4.2 5.0
taly 7.4 4.9
Spain 6.6 49
Euro area 46.5 a1
United Kingdom 5.4 10.8
European Union 57.9 56.8
United States 6.0 10.5
Switzerland 2.5 6.1
China 6.3 2.1
Japan 1.5 1.2
Brazil 0.7 1.0
Russia 1.9 0.9
India 0.9 0.9
World 100.0 100.0

a) Exports + imports.
Source: Banque de France.

C0-3 Geographical structure of the balance
of trade in goods and services in 2014
(EUR billions)
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Source: Banque de France.

The deficit on transport services continued to deepen,
as payments increased by more than 2 billion and
receipts rose by only 1 billion. The deeper deficit can
be attributed to road transport of goods.

Most trade in goods and services takes place
with other European countries. Geographical
proximity largely determines the intensity of trade
(see Table T0O-3). The geographical structure of the

goods balance is different from that of the services
balance (see Chart C0-3). Most of France’s deficit
on goods stems from its trade with the euro area,
which accounts for 25 billion of the aggregate
35-billion deficit, especially its trade with Germany.
France’s trade with China also posted a large
deficit of 22 billion. In contrast, France posted
a large surplus of 9 billion on its trade with the
United Kingdom.

Geographical structure of France’s trade

Less than 5 billion
70 to 100 billion

Value

Note: Sum of imports and exports of goods and services by country.
Source: Banque de France.

510 10 billion

10 to 40 billion
m More than 100 billion s France

40 to 70 billion
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The largest contributors to France’s surplus on trade
in services are Switzerland (5 billion) and the United
Kingdom (4 billion). More generally speaking, France
often posts small surpluses or deficits on its trade in
services with most other countries.

Income plays a significant role in the current account.
It stems from the profits earned on the international
activity of French groups, income from financial
investments and, in the opposite direction, interest
payments on debts vis-a-vis the rest of the world.
In 2014, the income balance stopped showing a
surplus and no longer offset the deficit on trade in
goods and services.

After rising from 2009 to a surplus of 20.1 billion
in 2011, the primary and secondary income balance?
contracted for three years in a row to post a deficit
of 2.9 billion in 2014 (see Chart C0-4). Most of the
change stems from the steady decline in the balance
on portfolio investment income, as non-residents
increased their holdings of French securities, particu-
larly government securities. On the other hand, the
balances on compensation of employees (primarily
for border workers) and on income from direct invest-
ment have improved slightly since 2008. The decline

2 Primary income records compensation derived directly from a production activity,
including labour income (wages) and capital investment (investment income)
Secondary income records distribution transactions that are not related to means
of production (non-production related taxes, social benefits, etc.).

3 A positive balance of flows on the financial account indicates an increase in
France’s net assets, corresponding to a net capital outflow, and a negative balance
indicates a decrease in net assets, corresponding to a net capital inflow.

4 Excluding purchases of shares constituting direct investment.

in secondary income stems from the fine that a French
banking group paid to the American authorities. If we
stripped out this fine, the balance on primary and
secondary income would have shown a surplus of
1.3 billion in 2014.

The current account deficit is financed by capital
inflows measured in the financial account.®

Following the large flows seen at the start of the finan-
cial crisis, the size of net flows per instrument in the
financial account has been moderate since 2012. The
pattern was the same in 2014 (see Chart C0-5).

The structure of the financial account in 2014 was
fairly similar to that of previous years. Portfolio
investment, which covers securities transactions (equi-
ties,* bonds and short-term securities), together with
financial derivatives, has been a key source of capital
inflows. In contrast, direct investment produced net
capital outflows. Following an unusual net inflow of
direct investment in 2013, the balance in 2014 showed
a net outflow once again. Finally, “other investment”,
which consists primarily of loans and deposits transac-
tions, had shown net outflows every year since 2009,
but it shifted to small net inflows in 2014.

The net outflow of direct investment stems mainly
from outward direct investment flows, which stood
at 32 billion in 2014, which was virtually double the
flow in 2013 (see Chart CO-6). The bulk of French
investment abroad in 2014 was in the form of inter-
company lending rather than equity capital transac-
tions. This shift is partially the result of a move by

C0-4 Primary and secondary income
(EUR billions)
80
60
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mmmm Other primary and secondary income (private sector)
=== Total primary and secondary income

Source: Banque de France.
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C0-6 Direct investment flows
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some resident groups to relocate their financing and
cash management centres in France.

In contrast, inward direct investment flows fell
from 32 billion in 2013 to 11 billion in 2014, but this
does not indicate a very clear medium-term trend
(see Chart C0-6). The smaller flow concerns both
equity capital transactions and intercompany lending.

France’s net international investment position,
representing France’s net assets or liabilities vis-
a-vis the rest of the world, showed a larger net
foreign liability of 418 bilion, or 19.6% of GDP,
compared to a net foreign liability of 369 billion, or
17.5% of GDP, in 2013. Nevertheless, it is still under
the 35% alert threshold that the European Commis-
sion monitors for all Member States. At the end
of 20183, Germany’s international investment position

Co-7 France’s net international investment position
(mixed value)

(% of GDP)
0

-15

-20

-25
2008 2009 2010 2011 2012 2013 2014

Source: Banque de France.

TO-4 France’s international investment position
(mixed value)

(EUR billions)

2013 2014
Direct investment 409 453
Abroad 986 1,054
In France 578 601
Portfolio investment -737 -832

Assets (residents’ transactions in securities
issued by non-residents) 2,085 2,264
Liabilities (non-residents’ transactions

in securities issued by residents) 2,821 3,096
Financial derivatives -62 -59
Other investment -85 -99
Reserve assets 105 118
Net international investment position -369 -418
as % of GDP -17.5 -19.6
Net external debt 708 820
as % of GDP 335 38.5

Source: Banque de France.

showed net foreign assets equivalent to 42.9% of its
GDP, while the Netherlands’ net foreign assets stood
at 31.3%. Italy had net foreign liabilities equivalent to
30.7% of its GDP and Spain’s net foreign liabilities
were equivalent to 92.6% of its GDP.

The international investment position is the result
of cumulative current account balances and valua-
tion effects (changes in the euro exchange rate,
changes in the market value of bonds and changes
in share prices).

France’s international investment position improved
from 2009 to 2011, as the impact of valuation effects
affecting financial assets and liabilities outweighed the
impact of current account deficits (see Chart CO-7).
Since 2011, France’s international investment posi-
tion has deteriorated as current account deficits have
continued to accumulate.

Direct investment shows a net asset position:
outward direct investment positions exceeded inward
direct investment by 453 billion at the end of 2014.

With the exclusion of reserve assets managed by the
Banque de France, standing at 118 billion at the end
of 2014, the other components of the international
investment position (portfolio investment, financial
derivatives and “other investment” recording loans
and deposits) showed a net liability.

More specifically, the net liability in securities
recorded under “portfolio investment” grew by

THE FRENCH BALANCE OF PAYMENTS AND INTERNATIONAL INVESTMENT POSITION
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95 billion from 2013 to 2014 and is the main factor
accounting for the 49-billion increase in the net liabi-
lity shown in France’s international investment posi-
tion. Non-resident investors regularly finance a subs-
tantial share of the increase in the debt of general
government. France’s net liability position stems from
non-residents’ ownership of more than 1,200 billion
in French government securities. This is offset only
partially by the net foreign assets of the Banque de
France and other sectors (see Table TO-5).

The banking sector’s international investment position
is nearly in balance, with a net liability of only 4 billion.
The sector’s position is determined mainly by liabili-
ties consisting of non-residents’ purchases of long-
term debt issues, whereas the loan-deposit position
showed net assets of 44 billion in 2014, and has
shown net assets regularly since 2011, particularly in
foreign currencies.

Net external debt measures debt financing provided
for the economy by the rest of the world in the
form of money market securities, bonds and loans.
It consists solely of net positions in debt instruments
and excludes among others financial derivatives and

THE FRENCH BALANCE OF PAYMENTS AND INTERNATIONAL INVESTMENT POSITION
ANNUAL REPORT ® 2014

T0-5 Net international investment position

by agent in 2014

(EUR billions)

Net position -418
Banque de France 92
General government -1,190
Banks -4
Other sectors 683

Source: Banque de France.

equities. Net external debt stood at 38.5% of GDP
in 2014 (see Table T0-4), marking an increase of
nearly 5 points of GDP compared to 2013. In 2014,
the increase in net external debt was greater than
the increase in the net liability shown by the interna-
tional investment position. This is due to the fact that
France’s current account deficit is financed by increa-
sing its debt in the form of securities recorded under
“portfolio investment”, and loans recorded under
“other investment”, rather than by foreign investors’
purchases of equity holdings in France.

I OVERVIEW

Bif

13






CHAPTER 1
CURRENT ACCOUNT



CHAPTER 1

Bif

CURRENT
ACCOUNT

16

T1-1 Current account
(EUR billions)
2013 2014

Receipts Payments Balance Receipts Payments Balance

Current account 799.4 816.5 -17.1 815.2 834.9 -19.7
Goods 438.6 481.6 -43.0 4404 475.0 -34.6
Services 193.2 170.8 224 207.9 190.2 17.8
Goods and services 631.8 652.4 -20.6 648.3 665.2 -16.8
Primary income 155.5 107.6 479 153.6 1091 445
Secondary income 121 56.5 -44.4 13.3 60.6 -47.4

Note: Rounding differences mean that aggregate totals may not be exactly equal to the sum of their components.

Source: Banque de France.

rance’s current account showed a deficit of
F 19.7 billion in 2014, equivalent to 0.9% of
GDP, following a current account deficit of
17.1 billion in 2013" that was equivalent to 0.8% of GDP.

The changes in the current account stem from
two developments:

e a decrease of 8.3 billion in the deficit on trade in
goods that was related to the fall in oil prices;

® a 4.6-billion decrease in the surplus on trade in
services and a 3.4 billion drop in the primary income
surplus, along with a 3.0-billion increase in the
secondary income deficit.

I| Goobs

Trade in goods includes merchandise transac-
tions, which primarily concern customs transac-
tions,? and merchanting. In 2014, the deficit on
trade in goods shrank substantially as a result
of a sharp fall in imports.

1|1 General merchandise®

The value of France’s exports, i.e. expressed in euro
at current prices, was stable, with a rise of only 0.1%,*
following a decline of 1.2% in 2013. On the other hand,
imports continued to decline, falling by 1.3% in 2014,
following a decrease of 2.3% in 2013.

The bulk of the improvement in France’s merchandise
balance stems from the 11.0-billion reduction in its
energy deficit. The big drop in oil prices led to a sharp
decline in the value of payments for energy, which fell by
12.8% (Table T1-2). The deficit on trade in mechanical,
electric, electronic and computer equipment shrank
by 1.0 billion as exports rose by 1.0%. The surplus
on trade in transport equipment was virtually stable
at 17.9 billion.

The surplus on trade in agricultural, food and beverage
products narrowed in 2014 as a result of a sharp drop
in exports, which fell by 3.5%. The deficit on “other
manufactured products” (textiles, wood, chemicals,
pharmaceuticals, metallurgy, miscellaneous manufac-
tured goods) deepened by 2.4 billion, despite a 0.7%
rise in exports.

France’s merchandise deficit stems primarily from its
transactions with its euro-area partners, with which
it posted a 37.8-billion deficit in 2014. Its deficit on
trade with Germany stood at 14.5 billion (Chart C1-2).5
However, the deficit on trade with the euro area

Based on the 2010-base GDP published by Insee on 13 May 2015.

Merchandise transactions in the balance of payments consist of customs

transactions in merchandise adjusted as explained in Box 2.

Excluding goods procured in ports by carriers.

4 The data discussed here are customs data, reported FOB, i.e. excluding insurance
and freight costs, see Box 1.

5 These data are presented by country of origin and not by the last country the

goods passed through on their way to France.

N —
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T1-2 Trade in merchandise by type of product
(EUR billions)
Exports Imports Balance
Amount Change Amount Change Amount Change
in 2014 2014/2013 in 2014 2014/2013 in 2014 2014/2013
(in %) (in %) (EUR billions)
Merchandise transactions CIF-FOB @ 428.8 0.0 500.0 -1.3 711 6.8
of which: Agriculture and agri-food products 58.1 -3.5 49.0 0.0 9.1 -2.1
Energy products 21.3 -1.1 76.1 -12.8 -54.8 11.0
Mechanical, electrical
and computer equipment 81.4 1.0 100.7 -0.1 -19.3 1.0
Transport equipment 93.7 1.1 75.8 1.1 17.9 0.1
Other manufactured goods 171.1 0.7 194.7 1.9 -23.6 -24

a) Excluding military equipment.

Note: Rounding differences mean that aggregate totals may not be exactly equal to the sum of their components.
Sources: DG of Customs and Excise, unadjusted data, calculations by Banque de France.

continued to decline in 2014, shrinking by 3.2 billion
compared to 2013, as exports increased and imports
declined.

The large trade deficit with Asian countries grew by
4.8 billion compared to 2013 to stand at 27.4 billion, as
imports grew faster than exports. The deficit on trade
with China and Hong Kong alone stood at 22.8 billion.

France’s trade with the United States continued to post a
deficit, but it was 1.6 billion smaller than in 2013. Mean-
while, the surplus on trade with the United Kingdom
grew by 2.1 billion. In both cases, as was also true for

Box 2

Trade in goods: from customs data
to balance of payments data

Trade in goods is primarily measured on the basis of
customs data, which are subject to methodological
adjustments,’ and Banque de France surveys on
merchanting.

Trade in goods in 2014
(EUR billions)
Receipts | Payments | Balance
Goods 4404 | 475.0 -34.6
Merchandise 419.8 475.0 -55.2
FOB/FOB customs data 437.3 | 490.8 -53.5
Adjustment -194 -20.7 1.3
Goods procured in ports by carriers 2.0 4.9 -2.9
Merchanting 20.6 - 20.6

Note: Rounding differences mean that aggregate totals may not
appear exactly equal to the sum of their components.
Source: Banque de France.

1. For more detail, see Balance of Payments Methodology (on the Banque

de France website).

its trade with the euro area, the improvement in France’s
trade balance stems from an increase in exports and
a decline in imports. On the other hand, the deficit
on merchandise trade with the new members of the
European Union was fairly stable (Talble .2 in the online
statistical appendix to the Annual Report presents more
detailed data).

1|2 The other components
of trade in goods:
goods procured in ports

by carriers and merchanting

The deficit on goods procured in ports by carriers
was virtually unchanged at 2.9 billion (Box 2).

C1-2 Geographical structure of trade in goods
(EUR billions)
Germany
Italy
Spain

Other euro-area countries
United Kingdom
New EU Member States

United States

Americas excluding
the United States

Japan

China and Hong Kong

Other Asian countries

Middle East

0 20 40 60 80 100

mm Exports
s Imports

Sources: DG of Customs and Excise, calculations by Banque de France.
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Box 3

In 2014, France’s share of world merchandise export
markets stood at 3.1%. In comparison, Germany’s
share stood at 7.8%, Italy’s share was 2.8%,
the United Kingdom's share was 2.5% and Spain’s
was 1.7%.

France’s export market share has shrunk in recent
years, as have those of all industrialised countries,
whereas emerging countries’ shares are growing.
However, the leading European countries saw different
developments in their market shares: France has lost
nearly 40% of its export market share since 2000,
losing more ground than its major European trading
partners, such as Germany, which saw its share
shrink by approximately 10%, and Italy, which lost
25% of its share. However, France fared better than
the United Kingdom, which lost 45% of its export
market share. Spain stands out with nearly the same
export market share in 2014 as in 2000.

Since 2012, Germany and Spain have been regaining
ground on global export markets, along with Italy to a
lesser degree. France's market share has been stable over

Trade in merchandise: market shares

the last two years. The United Kingdom's share shrank in 2014, but has increased slightly over the last two years.

Global market shares of European countries
(base: 2000 = 100)
130

120
110

100

90

80

70

60

50

2000 2002 2004 2006 2008 2010 2012 2014
= France == Spain
==== (Germany = = United Kingdom
s [taly

Sources: IMF; calculations by Banque de France.

Merchanting transactions produced a surplus
of 20.6 billion in 2014, showing an increase over 2013.5

Merchanting is the main source of France’s surplus
on trade in goods. This activity primarily concerns
commodities, such as oil and agricultural products.
The transactions are mainly carried out by specialised
trading companies or major corporations. The recent
growth of merchanting is the result of rapid expansion
of intercompany transactions in intermediate goods
(industrial components, spare parts, etc.), as global
production chains develop.

2|  SERVICES

France’s trade in services continued to show a large
surplus in 2014, but it shrank from 22.4 billion in 2013

to 17.8 billion in 2014 (Table T1-3). The smaller
surplus stems mainly from travel services (decrease
of 3.7 billion), “other business services” (-2.2 billion),
and transport services (—1.1 billion).

2|1 Transport services

The deficit on trade in transport services stood at
2.4 billion in 2014, compared to 1.3 billion in 2013.
Most of the change stems from the larger deficit on
road transport. This deficit widened by 1.1 billion, to
reach 3.3 billion in 2014. Freight transport accounts for
most of the change, with a deficit of 4.1 billion.

6 Statistical table 1.1 in the statistical appendix to this Annual Report on the Banque
de France website.

T1-3 Services
(EUR billions)
2012 2013 2014
Receipts | Payments | Balance | Receipts | Payments | Balance | Receipts | Payments | Balance
Services 182.6 157.7 248 193.2 170.8 224 207.9 190.2 17.8
Transport services 36.8 36.7 0.2 38.6 39.8 -1.3 39.6 419 -2.4
Travel 418 3141 10.6 42.6 324 10.2 432 36.7 6.6
Other services ? 104.0 89.9 14.0 112.0 98.6 13.5 125.2 111.5 13.6

a) See Statistical lablesii6l “Other services” on the Banque de France website for more details.

Note: Rounding differences mean that aggregate totals may not be exactly equal to the sum of their components.

Source: Banque de France.
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C1-3
(EUR billions)
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The deficit on air transport was stable overall at
2.5 billion. The slight deepening of the deficit on air
passenger transport was almost entirely offset by the
improvement in the trade balance on air freight transport
and airport services.

The surplus on sea transport increased by 0.6 billion
to 3.0 billion in 2014. The increase was due solely to
freight transport, whereas other transport expenses,
such as harbour services and chartering, were virtually
unchanged.

The surplus on space transport was stable at 1.0 billion.
Trade on rail transport slipped back into a deficit of

7 Statistical table 1.4 in the statistical appendix to this Annual Report on the Banque
de France website contains more detailed travel data.

0.3 billion in 2014, after being in balance in 2012
and 2013.

2|2 Travel’

The travel surplus decreased substantially in 2014,
shrinking by 3.7 billion, after remaining stable in 2013. The
surplus stood at 6.6 billion (Table T1-3 and Chart C1-4).
The smaller surplus stems from a 13% increase in
spending by French residents abroad, which outstripped
the 1% increase in spending by foreign visitors in France.

Residents’ spending in euro-area countries posted
strong growth in 2014 (Chart C1-5), rising by 2.4 billion,
or 16%. Their spending outside of the euro area
increased by 1.9 billion, or 11%.

C1-5
(EUR billions)
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Foreign visitors’ spending in France was estimated
at 43.2 billion in 2014. It increased by 0.6 billion, or
1%, compared to 2013, primarily as a result of higher
spending by visitors from countries outside of the
euro area. Spending by visitors from the euro area
was stable at 22.2 billion.

2|3 “Other services”
The “other services” surplus was virtually unchanged
in 2014 at 13.6 billion.

The main component is “other business services”
(research and development services, professional and
management consulting services, technical, trade-re-
lated and other business services). The surplus shrank
substantially, from 5.5 billion in 2013 to 3.4 billion in 2014
(Chart C1-6). The flow of imports increased by nearly 21%,
outstripping the 15% growth of exports. The increase
in imports concerned notably technical services.

The surplus on insurance and pension services grew by
1.0 billion in 2014 and the surplus on financial services
increased by 0.7 billion. The balance on manufacturing
services on physical inputs owned by others (formerly
called “goods for processing”) increased by 1.0 billion.
On the other hand, the surplus on charges for the use
of intellectual property decreased by 0.4 billion.

T1-4 Primary income
Balances in 2014

(EUR billions)

Compensation of employees 17.5
Investment income 17.7
Direct investment income 37.2
Dividends 35.9
Reinvested earnings 2.9
Interest on intercompany lending -1.6
Portfolio investment income -19.7
of which dividends -10.2
Other investment income (loans and deposits) -0.2
Reserve asset income 0.5
Other primary income 9.3
Total 445

Note: Rounding differences mean that aggregate totals may not appear
exactly equal to the sum of their components.
Source: Banque de France.

3| PRIMARY INCOME

Primary income covers compensation for means of
production: labour (compensation of employees) and
capital (investment income). In 2014, the primary
income surplus stood at 44.5 billion (Table T1-4 and
Chart C1-7). Direct investment income accounted for
the largest share of this surplus.

C1-6 Other services
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Source: Banque de France.
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3|1 Direct investment income
In 2014, according to estimated data, the direct
investment income surplus stood at 37.2 billion, which
is equivalent to the surplus in 2013 (Chart C1-8). Equity
capital income posted a surplus of 38.7 billion, including
36 billion in dividends and less than 3 billion in reinvested
earnings. Meanwhile, interest on intercompany lending
showed a deficit of 1.6 billion.

The surplus on direct investment income from equity
capital stems from receipts that are three times greater
than expenditures. The surplus can be explained by the
difference between outward direct investment in equity
capital of nearly 1,000 billion at the end of 2014 and a
bit more than 500 billion in inward direct investment,
as well as by the difference in apparent return,® which
stands at about 1.5 percentage points between
outward and inward investment. The small deficit on
interest income from intercompany lending stems from
the difference of some 20% between the net lending
to French subsidiaries by foreign groups and the net
lending to foreign subsidiaries by French groups. It
also stems from the spread of 0.5 point between the
average interest rates paid on debts and those received
on claims.

The estimated contribution that the European Union
countries make to France’s outward direct investment
income is about half, while the emerging countries
and other industrial countries each contribute one
quarter.® The main sources of direct investment income
are France’s leading trading partners (United States,
Germany, United Kingdom) and countries, such as the
Netherlands, Belgium and Switzerland, that host large
numbers of holding companies and cash management
centres that lend or reinvest funds from France in third
countries. The main sources of direct investment
income among the emerging countries are China,
Indonesia and Singapore, whereas direct investment
income from Russia and Brazil has been declining.

The geographical structure of income from direct
investment in France is similar to the structure of income
from French direct investment abroad, but even more
highly concentrated. There is little direct investment in
France from emerging countries. Most of the i