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Trade in services grew more rapidly than trade in
goods. Several factors explain this, including the
possibilities offered by information technology for
selling services remotely. The gap between the
growth of trade in goods and trade in services
was particularly stark in 2012 and 2013. Exports
of services were up by 4%, but imports of services
increased by 9%.

Receipts for “technical, trade-related and other
business services” rose by 13 billion and payments
increased by 11 billion.

Travel was still a major component of service exports.
Net receipts were virtually stable in 2013, after
growing by 3 billion between 2011 and 2012 to reach
10 billion.

Payments for “telecommunication, computer and
information services” increased by 4 billion, deepening
the deficit on this item. Similarly, transport services
continued to post a deficit, as payments increased
by more than 2 billion, or some 7%.

Finally, receipts from charges for the use of intellec-
tual property fell by 2 bilion over 2 years, shrinking
by 21%. This decline made a clear contribution to the
decline in the surplus on this item. Part of the decline
stems from the expiry of royalties and licence fees in
the pharmaceutical sector, with no new inventions
to pick up the slack.

Most of France’s deficit on trade in goods stems
from the deficit on its trade with the euro area,
which accounts for 31 billion of the aggregate
42-billion deficit, especially its trade with Germany.
France also has a large deficit on its trade with
China, standing at 21 billion, whereas its trade deficit
vis-a-vis the United States stands at 4.5 billion. On the
other hand, France has a large surplus of 8 billion on
its trade with the United Kingdom.

France’s largest bilateral surpluses on trade in
services are with Switzerland, the United Kingdom
and Germany. More generally speaking, France
shows surpluses in its trade in services with most
countries, but these surpluses are often quite small.
Furthermore, the bilateral surpluses on trade in
services are often largest with the countries with
which France has the largest deficits on trade
in goods.

Nearly half of France’s trade consists of transactions
with euro area countries. There are few countries with
which France trades in a wide range of goods and
services. They are usually close neighbours.

Income also plays a significant role in the current
account. It stems in particular from the profits earned
on the international activity of French groups, income
from financial investments and, in the opposite
direction, interest payments on debts towards
non-residents. After rising from 2008 to 2011,

Co-4 Geographical structure of the balance
of trade in goods and services in 2013
(Main countries)

(EUR billions)
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Source: Banque de France.

T0-3 Geographical structure of trade
in goods and services

(%)

Goods? Services?
Germany 151 12.6
Belgium 8.0 6.5
Netherlands 43 52
Italy 7.3 5.0
Spain 6.3 49
Euro area 46.0 424
United Kingdom 55 10.8
European Union 57.5 57.8
United States 6.0 10.9
Switzerland 2.4 6.0
China 6.0 2.1
Japan 15 1.1
Brazil 0.8 0.8
Russia 21 0.9
India 0.8 0.8
World 100.0 100.0

a) Exports + imports.
Source: Banque de France.
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On the other hand, the balances on compensation
of employees (primarily for border workers), income
from direct investment and “other investment”
(loan-deposit position) have improved slightly since 2008.

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

The financial account balance since 2008 shows that:

¢ the largest flows were in portfolio investment and
“other investment” (loan-deposit position);

e net direct investment flows reached a historic low
in 2013.

Since 2008, portfolio investment, which covers
securities transactions (bonds and short-term securities),
has been a key source of capital inflows. Its counterpart,
“other investment”, which consists primarily of the
loan-deposit position, has shown a net asset position
since 2009.

In 2013 the downward trend in outward direct
investment seen since 2009 continued. This decline
largely explains the unusual situation where the direct
investment balance shows a net inflow in 2013,
instead of an outflow.

Equity capital transactions in other countries, including
real estate investment, resulted in a net capital inflow
of 1.5 billion,* which means that disposals of foreign
assets were greater than new investment and capital
contributions to non-resident subsidiaries.

Inward direct investment also declined, but to a
lesser degree, standing at 13 billion, after consolidating

Co-7 Direct investment flows according to
the extended directional principle

(EUR billions)
90

60

30

-30
2008 2009 2010 2011 2012 2013

——— Net direct investment outflow
= Net direct investment inflow
= = = Net direct investment balance

Source: Banque de France.

cross-border intercompany transactions. Real estate
investment accounts for 5 billion of this total.

France’s net international investment position,
which represents France’s net assets or liabilities
vis-a-vis other countries, showed a larger net
foreign liability of 351 billion,® or 16.6% of GDP,
compared to a net foreign liability of 236 billion
or 11.3% of GDP in 2012.

The international investment position records net
cumulative investment flows, but also valuation effects
(changes in the euro exchange rate, changes in the
market value of bonds and changes in share prices).
The deterioration of the French international invest-
ment position, which slid by 115 billion between 2012
and 2013, stems primarily from the increase in the
general government sector’s external debt and
changes in exchange rates, including reserve assets.

Direct investment, which represents strategic equity
interests in enterprises, showed a net foreign asset
position: outward direct investment exceeded inward
direct investment by 389 billion in 2013. Except for the
reserve assets managed by the Banque de France,
which posted a structural net foreign asset position

4 Under the extended (difectional prifciple= see Glossary: this valuation offsets
cross-border debit and credit flows within the same group.

5 Measurement in fiixedValte”: under this measure, listed equities are valued
at their market value and unlisted equities are recognised at their book value.
This is the benchmark used in the European scoreboard for the excessive
imbalance surveillance procedure.

T0-4 France’s international investment®?

(EUR billions)
2012 2013
Direct investment 427 389
Abroad 966 971
In France 539 582
Portfolio investment -621 -725
Assets (residents’ transactions
in securities issued by non-residents) 1,991 2,095
Liabilities (non-residents’ transactions
in securities issued by residents) 2,612 2,820
Financial derivatives -45 -65
Other investment -137 -55
Reserve assets 140 105
Net international investment position -236 -351
as % of GDP -11.3 -16.6
Net external debt? 681 690
as % of GDP 32.6 32.6

a) Mixed value — see Note 5 and |GloSSaIk

b) Net external debt is the sum of “debt instruments” in each of the main
items in the table above (the other types of instruments include equities,
gold, foreign currency, SDRs and financial derivatives).

Source: Banque de France.

INTERNATIONAL INVESTMENT POSITION



of 105 billion in 2013, the other international invest-
ment position components showed a net liability.

The net liability on securities and on loans and deposits
deepened. Over the long term, this change has
resulted mainly from periodic sales of debt securities
to foreign investors, since domestic borrowing
requirements exceed domestic savings.

Net external debt measures debt financing provided
for the economy by non-residents (money market
securities, bonds and loans and deposits). It stood
at 32.6% of GDP in 2012 and in 2013.

France’s net liability position stems from non-residents’
ownership of more than 1,000 billion in French
government securities. This is offset only partially by
the net foreign assets of other sectors (619 billion)
and those of the Banque de France (116 billion).
The banking sector’s international investment position
is in balance.

The ratio of the net international investment
position to GDP was revised upward by 3.3 points

THE FRENCH BALANCE OF PAYMENTS AND INTERNATIONAL INVESTMENT POSITION
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T0-5 Net international investment position
in 2013 by major economic sectors

(EUR billions)

Net position -351
Banque de France 116
General government -1,085
Banks 0
Other sectors 619

Source: Banque de France.

for 2011, 2012 and 2013, as a result of the new
international and European standards and improved
statistical data collection.

France’s international investment position, with a
net foreign liability equal to 16.6% of GDP, was still
well below the 35% threshold set by the European
Commission for all Member States. Market fluctuations
influence the annual change in the position, but this
influence is usually fleeting. However, the underlying
trend is a growing net foreign liability stemming from
the persistent current account deficit.
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T1-1 Current account

(EUR billions)
2012 2013
Receipts Payments Balance Receipts Payments Balance
Current account 794.6 826.4 -31.8 796.5 826.7 -30.3
Goods 435.9 490.6 -54.6 437.3 479.9 -42.5
Services 184.0 159.2 24.7 192.0 173.7 18.3
Goods and services 619.9 649.8 -29.9 629.3 653.5 -24.2
Primary income 163.3 122.6 40.7 155.0 115.7 39.3
Secondary income 1.4 54.0 -42.6 12.2 57.5 -45.3

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 EUR 30.3 billion in 2013, equivalent to 1.4%
of GDP, following a current account deficit
of 31.8 billion that was equivalent to 1.5% of GDP
in 2012." Changes in the current account balance stem
from two opposing developments that are explained in

detail in the rest of this chapter:
e a12.1-billion reduction in the deficit on trade in goods;

® a 6.4-billion decrease in the surplus on trade in
services and a 1.4-billion drop in the primary income
surplus, along with a 2.7-billion increase in the
secondary income deficit.

1| Goobs

Trade in goods includes merchandise transactions
and merchanting. Merchandise transactions include
customs transactions, adjusted for transactions that
do not give rise to payment,? goods procured in ports
by carriers and transactions related to the coordinated
production of Airbus (Box 3). In 2013, the deficit on

trade in goods shrank substantially as a result of a fall
in imports.

1|1 General merchandise®

The value of France’s exports in constant euro declined
by 1.4% in 2013, while the value of its imports fell by
2.3%.% These declines are in contrast to the 3.1% rise
in exports and the 1.2% increase in imports in 2012.

The newfound equilibrium of France’s balance of
trade on goods stems largely from a 6.9% decrease
in payments for energy (Table T1-2). The deficit on trade
in “other manufactured goods”, covering textiles, wood,
chemicals, pharmaceuticals, metals and miscellaneous
manufactured goods, shrank by 3.1 billion, following a
2.6% decrease in imports. The surplus on trade in the
agricultural sector was virtually unchanged at 11.4 billion.

1 Based on the 2010-base GDP published by Insee on 15 May 2014.
2 For example, an intragroup transaction.

3 Excluding goods procured in ports by carriers.

4 Customs data, FOB, i.e. excluding insurance and freight costs.

C1-1 Current account
Gross balances

(EUR billions)
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C1-2 Global export market shares
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countries south of the Mediterranean (Algeria, Egypt,
Morocco, Tunisia, Turkey) was stable, after declining
in 2012.

In the euro area, French residents’ spending declined
by 8% in Spain, which remains the leading destination
for French tourists. This decline was more than offset
by the 11% rise in spending in Germany, the 3% rise
in Belgium and the 1% rise in Italy.

The long-term rising trend in foreign visitors’ spending
in France stalled after the financial crisis of 2007
and 2008. Growth resumed in 2011, gained strength
in 2012 and was even higher in 2013: foreign
visitors” spending is estimated at 42.7 billion, which
is a historical record. In line with the trend seen
since 2010, German visitors continued to increase
their spending in France, which was up by 10%
(Chart C1-6). The pattern was the same for Belgian
and Dutch visitors, whereas ltalian and Spanish visitors
reduced their spending.

Spending by visitors from the United Kingdom,
France’s leading source of travel receipts outside
of the euro area, was up by 7%, while visitors
from Switzerland (second largest source of travel
receipts) increased their spending by 1%. Spending by
other European visitors from outside the euro area grew
even more rapidly, rising by 24%. On the other hand,
visitors from the Americas reduced their spending by
4%, and visitors from Asia and Oceania spent 5% less
in France. Travel receipts from Africa were stable.®

2|3 “Other services”

The “other services” item mainly covers other business
services (research and development services,
professional and management consulting services,
technical, trade-related and other business services).
The surplus on trade in these services shrank sharply
from 14.4 billion in 2012 to 9.6 billion in 2013. Imports
rose by nearly 14%, outstripping exports, which grew
by 7%.

More specifically, the surplus was reduced by charges
for the use of intellectual property (-2.1 billion) and
telecommunications, computer and information
services (—1.6 billion). The smaller surplus on charges
for the use of intellectual property stems in part from
the expiry of pharmaceutical patents and licences that
have not been offset by new inventions.

6 See Statistical [lable 1.4 in the supplement to the Annual Report available
on the Banque de France website.

C1-7

(EUR billions)

Other services

Government services n.i.e.?

Personal, cultural
and recreational services

Other business services”

Telecommunication, computer
and information services

Charges for the use
of intellectual property n.i.e.
Financial services

Insurance
and pension services

Construction

Maintenance

and repair services n.i.e.
Manufacturing services
on physical inputs owned
by others

0 10 20 30 40 50 60

[ Receipts
I Payments

a) n.ie.:notincluded elsewhere.

b) Research and development services, professional and management
consulting services, technical, trade-related and other business services.
Source: Banque de France.

3| PRIMARY INCOME

Primary income covers compensation for means
of production, labour (compensation of employees)
and capital (investment income). In 2013 and 2012,
the primary income surplus stood at nearly 40 billion
(Table T1-4). Direct investment income makes a key
contribution to the primary income surplus.

T1-4 Primary income
(EUR billions)
2013
Balance
Compensation of employees 15.9
Investment income 141
Direct investment income 34.2
Dividends 29.4
Reinvested earnings 6.6
Interest on intercompany lending -1.7
Portfolio investment income -17.2
of which dividends -8.0
Other investment income (loans and deposits) -3.3
Reserve asset income 0.5
Other primary income 9.3
Total 39.3

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

THE FRENCH BALANCE OF PAYMENTS AND INTERNATIONAL INVESTMENT POSITION
ANNUAL REPORT ® 2013



3|1 Direct investment income
The estimated direct investment income surplus stood
at EUR 34.2 billion in 2013, down by nearly 5 billion
compared to 2012. Equity capital income posted a
surplus of 35.9 billion, including 29.4 billion in dividends
and 6.5 billion in reinvested earnings. This surplus was
down by 5.7 billion from 2012. Interest income on
intercompany lending showed a deficit of 1.7 billion, which
was much smaller than the 2.6-billion deficit in 2012.

The surplus on direct investment income from
equity capital stems primarily from the fact that
residents’ investment abroad is two times greater than
non-residents’ investment in France. The surplus can also
be explained by the apparent return on outward direct
investment in 2013, which was 2 percentage points higher
than the return on inward direct investment.” The small
deficit on interest income from intercompany lending
stems from the difference of some 12% between the
amount of intercompany debts and claims, and a small
positive difference between the average interest rates
paid on debts and those received on claims.

According to the estimated data, European Union
countries accounted for some 46% of France’s outward
direct investment income in 2013, with other
industrialised countries contributing 19% and the
emerging countries 35%.8 The main sources of direct
investment income are France’s leading trading partners
(United Kingdom, United States, Germany), and the
countries where cash management centres are located
(Netherlands, Belgium, Switzerland). The main sources
of direct investment income among the emerging
countries are Indonesia, Russia, Brazil, Singapore,
and China.

C1-8 Investment income balance

(including reinvested earnings)
(EUR billions)
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Source: Banque de France.
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(EUR billions)

Direct investment income
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Notes: Provisional results. Receipts correspond to income from outward
direct investment and payments correspond to income from inward direct
investment. Starting in 2012, direct investment income has included
interest on intercompany lending.

Source: Banque de France.

The geographical structure of income from inward direct
investment in France is similar to the previous structure,
but with stronger contrasts. The Netherlands, Belgium,
Luxembourg and Switzerland receive a total of 54% of
the direct investment income from France, far more than
Germany, the United States and the United Kingdom,
which share 34%.

3|2 Portfolio investment income
The deficit on portfolio investment income was slightly
smaller in 2013, standing at 17.2 billion, compared
to 18.7 billion in 2012 (Table T1-4).° Income from equity
securities and investment fund shares/units and from
debt securities (mainly bonds) all contributed to the
reduction in the deficit.'® Receipts and payments related
to debt securities shrank, as interest rates declined
in 2013.

3|3 Income from
“other investment”

and reserve assets

The balance on income from “other investment”,
meaning the current loans and deposits, showed a

7 The apparent return on direct investment is the ratio of equity capital income for
the year to the book value of direct investment in equity capital (excluding real
estate) at the end of the previous year.

8 See Statistical Table 1.8 in the supplement to the Annual Report on the Banque
de France website.

9 See Statistical Table 1.7 in the supplement to the Annual Report.

10 The balance of equity securities and investment fund shares/units showed a
deficit of 8.0 billion in 2013, compared to 9.2 billion in 2012, the balance of debt
securities showed a deficit of 9.2 billion, following a deficit of 9.5 billion in 2012.
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C2-2

(EUR billions)

Outward direct investment flows

100

2008 2009 2010  20M 2012 2013

mm Equity capital, including real estate
[ Reinvested earnings

mmmm Intercompany loans and trade credits
=== Total

Note: The data for 2013 are provisional.
Source: Banque de France.

C2-3
(EUR billions)
30

Inward direct investment flows

2008 2009 2010 2011 2012 2013
mmm Equity capital, including real estate
mmm Reinvested earnings
[ Intercompany loans and trade credits
== = Total

Note: The data for 2013 are provisional.
Source: Banque de France.

The leading destinations for French direct investment
abroad were Belgium (nearly 11 billion, largely due
to intercompany cash transfers to Belgium), Spain
(8 billion), Russia and Norway (2 billion each), along
with Brazil (1 billion). On the other hand, disposals
of direct investment interests were largest in
the Netherlands (2 billion), the United States (10 billion)
and Switzerland (1 billion)."

1|2 Direct investment in France
Foreign direct investment in France was unchanged
in 2013, standing at 13 billion.

Equity capital transactions, at 13 billion, were up from
the very low figure of 9 billion in 2012.

The sector attracting the most direct investment in 2013
was real estate (5 billion), as was the case in previous
years. It was followed by the finance and insurance
sector, including holding companies (3 billion), wholesale
and retail trade (2 billion) and communications.

On the other hand, foreign direct investors disposed
of 3 billion in French assets in several sub-sectors.

Reinvested earnings are usually weak because of the
relatively low earnings of direct investment enterprises

1 The structure of
is available in the statistical appendix to this report

on the Banque de France website.
2
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in France and the large proportion that such enterprises
pay out in dividends. They stood at 4 billion in 2013,
up from 3 billion in 2012.

Intercompany lending showed a negative balance
of 5 billion in 2013. This means that, on the whole,
foreign groups were net recipients of loans or loan
repayments from affiliated French companies.

2|  PORTFOLIO INVESTMENT

Portfolio investment® posted a net capital inflow
of 70 billion.

Non-residents’ acquisitions of French securities increased
from 25 billion in 2012 to 136 billion in 2013. French
residents’ net acquisitions of foreign securities were positive
at 66 billion, after being negative from 2010 to 2012.

Capital inflows primarily took the form of non-residents’
purchases of bonds and short-term securities.
Capital outflows consisted mainly of purchases
of foreign equity securities and investment fund
shares/units. Non-residents resumed their acquisitions
of short-term securities, with an increase of 28 billion.
They bought 82 billion in long-term securities and
maintained their position in equity securities and
investment fund shares/units. French residents made
net acquisitions of 36 billion in foreign bonds and similar
securities, after carrying out net disposals of 80 billion
in bonds in 2012. They also sold off foreign short-term
securities. They acquired 49 billion in equity securities
and investment fund shares/units.

CHAPTER 2
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T3-1 France’s international investment position from the end of 2012 to the end of 2013
(direct investment estimated at mixed value)
(EUR billions)
Stocks end | Balance Changes attributable to changes Total Stocks end
2012 of payments in exchange rates, market prices variations 2013
flows and other adjustments? between
in 20139 end 2011
Total Changes | Changes Other and end
in exchange| in market |adjustments| 20122
rates prices
1 2 3 4=02+3)|5=(1+4)
Direct investment 427 -5 -34 -30 5 2 -39 389
Portfolio investment -621 -70 -34 -16 13 -31 -104 -725
Financial derivatives -45 -17 -3 2 -5 0 -20 -65
Loan-deposit position -137 79 3 2 0 2 82 -55
Reserve assets 140 -1 -33 -33 0 0 -35 105
Balance -236 -14 -101 -76 3 -27 -115 -351
Gross external debt 4,075 14 -65 -56 -30 21 -51 4,024
Net external debt 681 18 -9 4 -33 20 9 690

a) Position by sign: No sign means an increase in assets or a decrease in liabilities; (-) sign means a decrease in assets or an increase in liabilities.
Note: Rounding differences mean that aggregate totals may not be exactly equal to the sum of their components.

Source: Banque de France.

he international investment position represents

the nation’s net assets or liabilities vis-a-vis the

rest of the world. The balance of payments
records annual flows, while the international investment
position records stocks.

France’s net international investment position at the
end of 2012 was negative, showing a 236-billion net
liability," which means that the value of foreign financial
assets held by residents was less than the value of
liabilities (debts and other financial obligations) towards
non-residents.

In 2013, the value of non-residents’ acquisitions of
French securities, particularly bonds, was greater
than the value of foreign securities acquired by French
residents (see Chapter 2). At the same time, loan and
deposit transactions resulted in a significant reduction of
liabilities towards non-residents. The cumulative flows of
direct investment, transactions in securities and financial

T3-2 The French international investment position
from the end of 2012 to the end of 2013
EUR billions | % of GDP
Net position end 2012 -236 -11.3
Changes attributable to flows -14 -0.7
Changes attributable to changes in financial
markets and other adjustments -100 -4.8
Changes in exchange rates -77 -3.6
Changes in market prices 3 0.1
Other adjustments -26 -1.3
Net position end 2013 -351 -16.6

Note: International investment position with direct investment in mixed value.
Source: Banque de France.

derivatives, and loan and deposit transactions with
non-residents increased the net foreign liability on the
international investment position by 14 billion.

When adjusted for price and exchange-rate effects,
France’s international investment position becomes
even more negative, with the net foreign liability
increasing from 236 billion to 351 billion, which is
equivalent to 16.6% of GDP.

1 See glossary for the definitions of the different valuation methods. The market value
is consistent with the national accounts methodology. The book value is used for
geographical and sectoral analysis of direct investment. The mixed-value method
is the most widely used in the European Union. It makes it possible to compare
countries’ international investment positions. It is used for the macroeconomic
imbalance indicators and the ECB uses it for the euro area international investment
position. For the purpose of international comparisons, direct investment is
recorded in mixed value in the international investment position.
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2|  PORTFOLIO INVESTMENT

The net portfolio investment position shows a net foreign
liability because of France’s borrowing requirements.
The net foreign liability stood at 725 billion, compared
to 621 billion in 2012 (Table T3-4). The 104-billion
increase in the net liability stems from an increase in
the market value of the debt securities, equity securities
and investment fund shares/units sold to non-residents.
The increase in the liability can be broken down into net
balance of payments inflows of 70 billion, net price and
exchange-rate effects that are virtually nil, and statistical
reclassifications.

13-5 Portfolio investment assets
By issuing area and by investor sector
(EUR billions)

2012 2013
Euro area issuers 1,244 1,332
Monetary financial institutions 313 297
Other sectors? 931 1,035
Issuers outside the euro area 747 763
Monetary financial institutions 218 224
Other sectors? 529 539
All issuers 1,991 2,095
Monetary financial institutions 531 521
Other sectors? 1,460 1,574

13-4 Structure of portfolio investment stocks
vis-a-vis non-residents
By type of instrument
(EUR billions)
2012 2013
Assets 1,991 2,095
Equity securities
and investment fund shares/units 495 598
Long-term debt securities 1,271 1,304
Short-term debt securities 225 192
Liabilities 2,612 2,819
Equity securities
and investment fund shares/units 593 716
Long-term debt securities 1,816 1,869
Short-term debt securities 203 234
Net position -621 -725

Source: Banque de France.

Assets

(residents’ portfolio
investment in securities
issued by non-residents)

2|1

At the end of 2013, French residents held 2,095 billion in
foreign securities, up by 104 billion from the end of 2012.
The increase stems from residents’ net acquisitions of
66 billion, with positive price and exchange-rate effects
accounting for the rest of the increase.

Long-term debt securities accounted for nearly two thirds
of residents’ portfolio investment assets, equity securities
and investment fund units/shares accounted for nearly a
quarter and short-term debt securities accounted for 10%.
Compared to 2012, the share of residents’ portfolio
investment in equity securities increased and that in
long-term debt securities decreased.

Residents’ assets are primarily made up of securities
from issuers in the euro area, which account for 64%
(Table T3-5). Securities from issuers in the four leading
economies of the euro area, excluding France, which
are Germany, Italy, Spain and the Netherlands, account

a) Including general government and monetary authorities.
Source: Banque de France.

for some 40% of the total, as they did in 2012.
Outside of the euro area, French investors mainly
favoured securities from the United Kingdom and
the United States, which each accounted for slightly
more than 8% of total assets.

Liabilities

(non-residents’ transactions
in securities

issued by residents)

2|2

Non-residents’ portfolio investment in French securities,
or liabilities, stood at EUR 2,819 billion at the end
of 2013, compared to 2,612 billion at the end of 2012
(Table T3-6). This 207-billion increase stems mainly from

T3-6 Non-resident holdings of French
securities
By resident issuers’ sector
(EUR billions)

2012 2013
Stocks 2,612 2,819
General government 1,087 1,155
Treasury bonds (OATs) 620 715
Other bonds and notes 90 92

Treasury notes and bills
(BTANs and BTFs) 359 327
Other short-term debt securities 20 22
Monetary financial institutions 619 647
Equity securities and mutual 54 73
Fund shares/units 516 516
Bonds and notes 49 58
Other sectors 906 1,017
Equity securities and mutual 539 643
Fund shares/units 353 360
Bonds and notes 14 14

Source: Banque de France.
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non-residents’ net acquisitions of French securities,
along with price and exchange-rate effects (Statistical
Table 5.2).

Non-residents’ portfolio investment in French equity
securities and investment fund shares/units increased
by nearly 123 billion in 2013. Price and exchange-rate
effects accounted for nearly three quarters of this
increase. The share of portfolio investment liabilities in
such securities increased from 23% to 25% at the end
of 2018.

Non-residents’ holdings of French debt securities (bonds
and short-term debt securities) increased by 84 billion,
primarily as a result of non-residents’ acquisitions,
which were partially offset by negative price and
exchange-rate effects.

The overall structure of portfolio investment liabilities
by resident issuers’ sector was unchanged compared
to 2012, with general government issues accounting
for 41%, MFIs’ issues for approximately one quarter and
non-financial corporations’ issues for most of the rest.

The share of negotiable government debt securities
held by non-residents increased from 61.9% to 65.1%.
The share of Treasury bills (BTFs) held by non-residents
increased from 72% to 80.7%, their share of Treasury
notes (BTANs) was down slightly from 83.9% to 83%,
and their share of Treasury bonds (OATs) increased
from 54.8% to 59.4%.

3| FINANCIAL DERIVATIVES

The net foreign liability on financial derivatives stood
at 65 billion in 2013, compared to a net foreign liability
of 45 billion in 2012. The 20-billion increase in the net
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T3-7 Financial derivatives
(EUR billions)
Stocks at end of year Change
2013%
2012 2013
Assets 1,080 805 -276
Swaps 762 521 -241
Options 287 249 -38
Forwards and futures 31 34 3
Liabilities 1,125 870 -256
Swaps 767 526 -241
Options 329 311 -18
Forwards and futures 29 33 4
Balance -45 -65 -20
Swaps -5 -5 0
Options -42 -62 -20
Forwards and futures 2 1 -1

a) Changes: No sign means an increase in assets and in liabilities;
(-) Sign means a decrease in assets and in liabilities.
Source: Banque de France.

foreign liability in 2013 stems primarily from negative
transaction flows. Stocks of financial derivatives shrank
further in 2013. Assets shrank from 1,080 billion in 2012
to 805 billion and liabilities decreased from 1,125 billion
to 870 billion.

Swaps accounted for 63% of the overall market value
of the outstanding assets and liabilities in financial
derivatives. Options accounted for 33% and forwards
and futures for 4%.

The United Kingdom is the leading counterparty country
for derivative contracts (46%), accounting for most of
the swap contracts, followed by the United States (15%)
and Germany (13%).

4| OTHER INVESTMENT
(LOAN-DEPOSIT POSITION)

At the end of 2013, the loan-deposit position for
all sectors together showed a net foreign liability
of 55 billion, compared with 137 billion at the end
of 2012. MFIs’ transactions, primarily those of
banks, contributed greatly to reducing the net foreign
liability position.

In 2013, net foreign assets in MFIs’ loan-deposit
position rose by 29 billion to 66 billion. Resident banks
increased their net lending to non-residents largely as
a result of a recovery in their cross-border interbank
lending in foreign currencies, with intercompany lending
accounting for a large share.”

7 Statistical tables 5.17 and 5.18 can be found in the statistical appendix to this
Annual Report on the Banque de France website.
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The MFIs’ position in foreign currencies showed net
foreign assets of 36 billion, following a net foreign
liability of 14 billion at the end of 2012. This change
corresponds to capital outflows of 48 billion in the
balance of payments. On the other hand, net foreign
assets denominated in euro were down by 21 billion
because of the decline in interbank lending, particularly

with banks in the United Kingdom.

An analysis of the countries of residence of loan
and deposit counterparties shows that 60% of the

outstanding loans and deposits are booked in European
Union countries, with more than one third within the
euro area and the rest mostly with the United Kingdom.
Resident banks’ net borrowing from the City of London
financial centre increased to 40 billion, as borrowing
denominated in euro decreased.

In 2013, the Banque de France’s net international asset
position (excluding banknotes and coins) increased
by 19 billion as a result of a 74-billion reduction in
liabilities, against a reduction of 55 billion in its assets.
The reduction in liabilities was particularly significant
on two items: institutional customers’ deposits (down
by 35 billion) and liabilities towards the ESCB stemming
from TARGET transactions (down by 39 billion).8

5| RESERVE ASSETS

Gross reserve assets decreased by 34.8 billion to stand
at 105.1 billion at the end of 2013 (Table T3-8).
The decrease is the result of negative price and
exchange-rate effects of 33.3 billion, with a 30.6-billion
cut in the valuation of gold stocks accounting for the
bulk of the lower valuation, and 1.5 billion in negative
balance of payment flows.

8 Statistical [table 5.2 in the statistical appendix to this Annual Report on the
Banque de France website.

T3-8 Gross reserve assets
(EUR billions)
Stocks at end of year Chan ()a Decomposition of change in 2013
20129 2013 2R Flows®© Impact of monthly revaluations
and other adjustments

Foreign exchange reserves 23.0 19.8 -3.2 -1.1 -2.1
of which: Securities 20.1 19.2 -0.9 0.6 -1.5

Bank deposits 29 0.6 2.3 -1.7 -0.6
Reserve position in the IMF 6.4 58 -0.6 -04 -0.2
SDRs 1.1 10.3 -0.8 -0.4 -0.4
Gold 98.8 68.2 -30.6 0.0 -30.6
Other reserve assets 0.6 1.0 0.4 0.4 0.0
Gross reserve assets 139.9 105.1 -34.8 -1.5 -33.3
Price of an oz of gold in the reserves 1,261.18 871.22
USD/EUR rate 1.3194 1.3791
SDR/EUR rate 0.8578 0.8950

a) Variations and flows: No sign means an increase in assets, (-) sign means a decrease in assets.
b) Up until the end of 2011, other reserve assets were included in the reserve position in the IMF.
¢) Flows calculated using the exchange rate used for the balance of payments (average monthly rate).

Source: Banque de France.
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Balance of payments — 2012 (continued)

(EUR millions)
Assets Liabilities Net

3. FINANCIAL ACCOUNT -126,080 -105,083 -20,997
3.1. Direct investment 26,382 12,305 14,076
3.1.1. Equity capital 34,798 8837 25,960
3.1.2. Reinvested earnings 11,091 3,469 7,621
3.1.3. Other transactions (intercompany lending) -19,507 -1 -19,505
3.2, Portfolio investment -1,650 24,889 -26,539
3.2.1. Equity securities and investment fund shares/units 54,250 25,358 28,892
Banque de France -16 - -16

General government 2,664 - 2,664

Monetary financial institutions 14,109 1,046 13,063

Other sectors 37,493 24,312 13,181

3.2.2. Long-term debt securities -79,620 36,452 -116,072
Banque de France -11,935 - -11,935

General government -2,613 55,199 -57,812

Monetary financial institutions -37,048 -6,266 -30,782

Other sectors -28,024 -12,481 -15,543

3.2.3. Short-term debt securities 23,720 -36,921 60,641
Banque de France -1,320 - -1,320

General government 575 -36,807 37,382

Monetary financial institutions 16,163 -2,538 18,701

Other sectors 8,302 2,424 5,878

3.3. Financial derivatives -108,770 -94,461 -14,309
Banque de France - - -

General government - _ _

Monetary financial institutions -135,378 -127,508 -7,870

Other sectors 26,608 33,047 -6,439

3.4. Other investment -46,067 -47,816 1,749
3.4.1. Other equity 6,558 -58 6,617
Banque de France 237 0 237

General government 6,321 -58 6,380

3.4.2. Currency and deposits -57,713 -80,707 22,994
Banque de France 13,309 -14,106 27,415

General government -73 279 -352

Monetary financial institutions -103,811 -66,880 -36,931

Other sectors 32,862 - 32,862

3.43. Loans 8,347 31,907 -23,560
Banque de France -9576 12,649 -22,225

General government 26,297 27,101 -804

Monetary financial institutions -8,416 0 -8,416

Other sectors 42 -7,842 7,885

3.4.4. Trade credits and advances -2,824 762 -3,586
3.4.5. Other accounts receivable/payable -435 281 -716
Monetary financial institutions -389 473 -861

Other sectors -46 -191 145

3.4.6. Special drawing rights 0 0
3.5. Reserve assets 4,025 4,025
Gold -5 -5

Special Drawing Rights -86 -86

Reserve position in the IMF 301 301

Other reserve assets 3,816 3,816

of which claims on the ECB 388 388

4. NET ERRORS AND OMISSIONS 10,269

n.i.e.: not included elsewhere.
Note: Direct investment recorded according to the extended directional principle. Rounding differences mean that aggregate totals and balances may not be
exactly equal to the sum of their components.
Source: Banque de France.
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Balance of payments — 2013

(EUR millions)

Receipts Payments Balance
1. CURRENT ACCOUNT 796,459 826,735 -30,277
1.1. Goods 437,339 479,855 -42,516
1.1.1. General merchandise 415,710 479,855 -64,145
1.1.2. Merchanting 21,629 21,629
1.2. Services 191,953 173,686 18,267
1.2.1. Manufacturing services on physical inputs owned by others 6,435 4,806 1,629
1.2.2. Maintenance and repair services n.i.e. 4,575 2,595 1,980
1.2.3. Transport services 37,089 38,823 -1,734
1.2.3.1. Sea transport 12,644 10,974 1,670
1.2.3.2. Air transport 11,451 13,119 -1,668
1.2.3.3 Other transport 12,994 14,730 -1,736
1.2.4. Travel 42,682 32,307 10,375
1.25. Construction services 3,327 2,621 707
1.2.6. Insurance and pension services 6,030 5,953 78
1.2.7. Financial services 10,020 5,395 4,625
1.2.7.1. Services giving rise to explicit charges and other financial services 5,457 3,413 2,043
1.2.7.2. Financial Intermediation Services Indirectly Measured (FISIV) 4,564 1,982 2,582
1.2.8. Charges for the use of intellectual property n.i.e. 8,700 7,648 1,051
1.2.9. Telecommunication, computer and information services 13,029 14,110 -1,081
1.2.10. Other business services 56,031 54,878 1,152
1.2.10.1. Research and development services 8,306 10,423 -2,118
1.2.10.2. Professional and management consulting services 13,975 14,419 -445
1.2.10.3. Technical, trade-related and other business services 33,750 30,036 3715
1.2.10. Personal, cultural and recreational services 3,173 4,091 -918
1.2.11. General government services n.i.e. 862 458 404
1.3. Primary income 154,979 115,715 39,264
1.3.1. Compensation of employees 17,031 1,158 15,873
1.3.2. Investment income 126,396 112,287 14,109
1.3.2.1. Direct investment 58,491 24,291 34,200
1.3.2.2. Portfolio investment 56,269 73,477 -17,208
1.3.2.3. Other investment 11,126 14,467 -3342
1.3.24. Reserve assets 510 51 459
1.3.3. Other primary income 11,552 2,270 9,282
1.4. Secondary income 12,188 57,479 -45,291
1.4.1. General government 3,716 34,178 -30,462
1.4.2. Other sectors 8,472 23,301 -14,830
1.4.2.1. Miscellaneous current transfers 5,018 17,308 -12,290
1.4.2.1.1 Workers’ remittances 541 8,946 -8,404
2. CAPITAL ACCOUNT 2,352 538 1,813
2.1, Acquisitions and disposals of non-produced, non-financial assets 93 17 76
2.2. Capital transfers 2,259 522 1,737
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Balance of payments — 2013 (continued)

(EUR millions)
Assets Liabilities Net

3. FINANCIAL ACCOUNT -148,140 -133,955 -14,185
3.1. Direct investment 7,528 12,664 -5,136
3.1.1. Equity capital -1,512 13,448 -14,960
3.1.2. Reinvested earnings 10,620 4,069 6,551
3.1.3. Other transactions (intercompany lending) -1,580 -4,854 3274
3.2. Portfolio investment 66,293 136,127 -69,834
3.2.1. Equity securities and investment fund shares/units 48,815 26,065 22,751
Banque de France 0 - 0
General government -70 - -70
Monetary financial institutions 39,609 3,790 35,820
Other sectors 9,275 22,275 -12,999

3.2.2. Long-term debt securities 36,304 82,046 -45,742
Banque de France -4,228 - -4,228
General government -2,240 58,132 -60,372
Monetary financial institutions -12,032 7,767 -19,799
Other sectors 54,805 16,146 38,659

3.2.3. Short-term debt securities -18,826 28,017 -46,843
Banque de France 23,267 - 23,267
General government -575 23,122 -23,697
Monetary financial institutions -39,295 2,257 -41,552
Other sectors -2,223 2,638 -4,862

3.3. Financial derivatives -216,107 -199,324 -16,784
Banque de France - - -
General government - - -
Monetary financial institutions -260,624 -254,024 -6,600

Other sectors 44,517 54,700 -10,184

3.4. Other investment -4,401 -83,422 79,021
3.4.1. Other equity 6,304 -58 6,363
Banque de France 0 0 0

General government 6,305 -58 6,363

3.4.2. Currency and deposits -41,055 -61,961 20,906
Banque de France -20,396 -51,314 30,917

General government 143 -3,128 3271

Monetary financial institutions 7,436 -7,619 14,955
Other sectors -28,237 - -28,237

3.43. Loans 28,819 -23,378 52,197
Banque de France -1,023 -14,469 13,446

General government 7,921 5526 2,395

Monetary financial institutions 14,053 0 14,053

Other sectors 7,868 -14,435 22,303

3.4.4. Trade credits and advances 941 2,584 -1,643
3.4.5. Other accounts receivable/payable 590 -609 1,199
Monetary financial institutions 961 -493 1,454

Other sectors -371 -116 -256

3.4.6. Special drawing rights 0 0
3.5. Reserve assets -1,453 -1,453
Gold 2 2

Special Drawing Rights -348 -348

Reserve position in the IMF -391 -391

Other reserve assets -716 -716

of which claims on the ECB -419 -419

4. NET ERRORS AND OMISSIONS 14,278

n.i.e.. not included elsewhere.
Note: Direct investment recorded according to the extended directional principle. Rounding differences mean that aggregate totals and balances may not be
exactly equal to the sum of their components.
Source: Banque de France.
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PART 1
(GLOSSARY

B

B Balance of payments

The balance of payments is a statistical document
that compiles and organises all of the economic and
financial transactions of the economy of a country
(or a monetary area) with the rest of the world over a
given period. It is presented in compliance with the
international standards set out in the 6™ edition of the
IMF Balance of Payments Manual (see “Methodology”).
The national balance of payments is used to assess the
position of the reporting economy in the international
environment, to identify any emerging imbalances, to
understand how these imbalances are financed by the
rest of the world (when capital outflows are greater
than capital inflows) or invested in the rest of the world
(in the opposite case).

In accordance with Article L141-6 of the Monetary and
Financial Code (Act 2007-212 of 20 February 2007),
the Banque de France is responsible for compiling
France’s balance of payments and international
investment position. The Banque de France also
contributes to compiling the aggregate euro area
balance of payments and international investment
position. It has the power to require all economic
and financial agents to submit any documents and
information that it needs to perform this task. In
operational terms, the Balance of Payment Directorate
and the Industry Surveys and Statistics Directorate
of the Banque de France’s Directorate General of
Statistics compile the balance of payments.

A simplified version of France’s balance of payments
is compiled on a monthly basis. More detailed revised
data, and the international investment position data, are
published once a quarter. The balance of payments and
the international investment position are usually revised
over the last three years when the Annual Report is
published. With the changeover to BPME, the revisions
affected data going back to 2008.

B Book value

France’s international direct investment position is
valued at book value, market value and mixed value
(see definitions). The book value of direct investment
stocks is the value that enterprises report in their

financial statements. In the case of outward direct
investment, this value is shown in the tables recording
subsidiaries and equity interests that are appended
to companies’ annual financial statements. In the
case of inward direct investment, this value is shown
on the balance sheets of resident companies affili-
ated with non-resident direct investors.

B BPM6
(Balance of Payments Manual — 6th edition)
See “Methodology”.

C

W Capital account

The capital account records capital transfers, meaning
transactions involving transfers of ownership on fixed
assets or cancellation of liabilities by creditors without
any counterparts being received in return (debt
forgiveness, write-offs, investment grants, etc.) and
purchases and sales of non-produced, non-financial
assets (see definition).

W Capital transfers — debt forgiveness

Debt forgiveness granted by the French general
government sector to a foreign country is a transfer to a
non-resident agent. Accordingly, it is recorded as a debit
from the capital account. On the other hand, the debt
forgiveness decreases general government assets and
is therefore recorded as a credit to the financial account
under “other investment”. Debt forgiveness is broken
down by the sector of the resident debtor or creditor.

B Capital transfers — other transfers

Other capital transfers include investment grants
received from or paid to other countries as part of
development assistance. Transfers received by the
French general government sector come mainly from
European institutions.

B Changes

in the international investment position
Changes in the international investment position
between two dates stem from:

e balance of payments flows;
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e changes in exchange rates and the prices
of listed shares;

e other changes, including reclassification of items,
changes in methodology and statistical discrepancies
between two reporting dates.

B Current account

The current account records flows of goods, services
and primary and secondary income between France
and the rest of the world. The current account balance
is the difference between exports and income receivable
and the imports and income payable by residents. It
corresponds to an economy’s net lending/net borrowing
in the system of national accounts. The current account
balance indicates the French economy’s capacity to
balance its trade with the rest of the world. All else
being equal, a lasting current account deficit leads to
a deterioration of the international investment position
and, consequently, increased financial dependency
on non-residents. An accumulation of current account
surplus, all else being equal, leads to a net asset position
on the international investment position.

D

B Direct investment

Direct investment covers investors’ transactions to
acquire or dispose of a lasting interest in an enterprise
and to increase or dispose of influence over its
management. Therefore, the notion of direct investment
is broader than that of control. By convention, a direct
investment relationship exists when an individual or a
legal entity (direct investor) holds at least 10% of the
voting rights or, failing that, 10% of the equity capital
in a “direct investment enterprise”.

Direct investment creates
fellow enterprises, meaning:

relationships between

e a “direct investor” (parent company) and one or
more direct investment enterprises, which may be
branches, subsidiaries or other affiliated enterprises;

e mutually “invested enterprises” (fellow enterprises)
that hold reciprocal direct investment stakes in
each other.

E

B Errors and omissions
The “net errors and omissions” item is a balancing
item that exists because, unlike a simple double-entry

accounting system, debits and credits in the balance
of payments are not recorded simultaneously for each
transaction. Instead they are recorded from reports
and surveys using different sources. The errors and
omissions item records statistical discrepancies arising
from uncertainty about the coverage of certain data
collections, time lags, methodological differences, etc.
By construction, the errors and omissions item is equal,
but with the opposite sign, to the difference between
the financial account balance, on the one hand, and
the sum of the capital account balance and the current
account balance, on the other hand. In the medium term,
errors and omissions tend to cancel each other out.

B Extended directional principle
(direct investment — other transactions —
intercompany lending)

Under the BPM6 format, the extended directional
principle provides a supplementary measurement of
direct investment data. Under this principle, lending
between fellow enterprises belonging to the same
international group must no longer be classified
according to the direction of the loans, but according
to the country of residence of the parent company.
The term “directional principle” refers to the impact
this method has on the “direction of the loan” and the
term “extended” means that the directional principle
applies to conventional dealings between parent
companies and subsidiaries, as well as to dealings
between companies with no direct ownership links
that belong to the same group (“fellow enterprises”).
This method, which offsets cross-border loan flows and
stocks within individual groups, leads to a substantial
reduction in France’s overall volume of outward and
inward direct investment flows and stocks compared
to the data compiled according to the standard
asset-liability presentation defined for all components
of the financial account in the IMF Balance of Payments
and International Investment Position Manual.

F

B Financial derivatives

This item includes premiums on options and futures
bought and sold by resident banks and by other
sectors, along with margin calls, adjustment payments
and interest payments on swaps. Stocks of financial
derivatives are recorded at market value.

1 The new statistical manuals for the balance of payments (the IMF’s 6" Balance
of Payments Manual) and the national accounts (the European System of
Accounts 2010), which came into application in 2014, ensure greater consistency
between the two sets of statistics.
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B Financial intermediation services
indirectly measured (FISIM)

FISIM are the services that financial intermediaries
provide without charging customers. Financial
intermediaries pay themselves for these services
through an interest rate margin on deposits and loans.
Indeed, real interest rates include an income component
(the “pure” interest rate) and a charge for the financial
intermediation service provided.

B Foreign exchange reserves
See “Reserve assets”.

B France

For the purposes of the balance of payments, France
includes the departments in metropolitan France, the
Principality of Monaco, the overseas departments
(Guadeloupe, French Guyana, Martinique, Reunion
and Mayotte), and the collectivities of Saint Barthelemy,
Saint Martin and Saint Pierre and Miguelon.? All other
countries, territories and institutions, including the
European Central Bank (ECB), are regarded as
non-residents.

G

B General government

The general government sector includes central
government, various central administration bodies
(universities, regional health agencies, the national
meteorological office, etc.), local governments and
social security organisations.

B Goods

Goods are physical, produced assets over which
ownership rights can be established and whose
economic ownership can be transferred from one
institutional unit to another by engaging in transactions.
Trade in goods is evaluated on the basis of foreign trade
statistics from the Directorate General of Customs and
Excise, which are restated to comply with the balance
of payments methodology.® In addition, trade in goods
includes transactions relating to goods procured in
ports by carriers, recorded as general merchandise,
and goods under merchanting transactions.

2 The other collectivities (French Polynesia, Wallis and Futuna) and New Caledonia,
which are not legally members of the European Union or the euro area, are
excluded from France's balance of payments Statistics. Furthermore,
the two largest communities, French Polynesia and New Caledonia, have their own
individual balances of payments compiled by the Institut d'émission d’outre-mer
(overseas departments note-issuing bank).

3 See the box in Chapter 1 on the transition from customs data to balance
of payments data.
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B Goods for processing and repair
See “Manufacturing services on physical inputs
owned by others”.

B Goods procured in ports by carriers

This item covers purchases of goods, such as fuel,
stores and provisions in foreign ports and airports
by resident carriers and by foreign carriers in France.
It does not cover related services, such as towing
and warehousing, which are recorded as transport
services. The BPMG6 records goods procured in ports
by carriers under general merchandise, whereas the
previous edition recorded them under a separate item.

I

B Intercompany lending (direct investment)

The “other transactions” item under direct investment
includes all short-term and long-term loans, advances
and deposits between companies in direct investment
relationships, with the exception of loan and deposit
transactions between resident banks and other
monetary financial institutions and non-resident banks
and monetary financial institutions belonging to the
same group, which are classified as “other investment”.

B Interest

Interest is property income received by owners of
certain financial assets (deposits, securities other
than equities, credits and other receivables). Interest
is recorded on an accrual basis. For example, for a
loan booked on 1 January of year N and maturing
on 31 December of the same year, the annual balance
of payments will record interest receipts or payments
vis-a-vis non-residents (as appropriate) on an annual
basis. If the loan is booked from 1 March in year N and
matures on 31 March of the following year, the balance
of payments for year N will record the prorated interest
due for 9 months. The accrual principle is in line with
the “change of economic ownership” principle, which
is the benchmark criterion for recording all real and
financial transactions in the balance of payments.

B International investment position

France’s international investment position presents
all residents’ assets and liabilities vis-a-vis
non-residents on a given date. Claims and assets
are added to the position and debts and liabilities
are subtracted. The international investment position
gives an indication of the amount and structure of
residents’ financial wealth in terms of foreign assets
and of non-residents’ financial wealth in terms of
French assets. See also “changes in the international
investment position”.
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B Investment income

Investment income corresponds to receipts or
payments relating to external financial assets and
liabilities. They are broken down by the nature of the
related financial transactions: direct investment income,
portfolio investment income, other investment income
and reserve asset income. Investment income is a
component of the current account.

L

B Longterm

For the purposes of balance of payment statistics,
long term refers to initial maturities of more than one
year. The initial maturity is that stipulated when a
financial transaction is initiated and is distinct from the
notion of “residual maturity”.

M

B Manufacturing services on physical inputs
owned by others

This category is now classified with services (it was

previously classified with goods in the 5" edition of the

Balance of Payments Manual). It includes transactions

involving:

e processing, such as oil refining and metal and
textile processing;

e charges for repairs on goods sent for that purpose.

Bl Market value

France’s international direct investment position is
valued at book value, market value and mixed value
(see definitions). The market value of stocks of outward
and inward direct investment is estimated jointly with
national accounts staff, but only for equity capital.

Bl Merchanting

Merchanting covers transactions related to
residents’ purchases and resale of foreign
goods to non-residents when the goods are not
imported into France’s customs territory, and to
non-residents’ purchases and resale to non-residents
of French goods that stay within France’s customs
territory. Transactions in goods under merchanting
are now included in goods, instead of services, but
recorded separately from general merchandise.

Bl Methodology

Balance of payments and international investment
position statistics are critical for understanding the
macroeconomic situation of a country. At its inception,
the International Monetary Fund was given the task

of defining a methodology to be used by all member
countries. This methodology is described in the
Balance of Payments and International Investment
Position Manual, which is periodically updated to
ensure that it incorporates structural changes in
world trade. For the first time in 2014, the Banque
de France is applying the new edition of the Balance
of Payments Manual (6" edition), referred to herein
as BPM®6. Further information about the new
methodology and its implementation in France
can be found on the Banque de France website:
https://www.banque-france.fr/en/economics-statistics/
database/methodology/methodology-for-the-balance-of-
payments-and-intemational-investment-position.html.

B Mixed value

France’s international direct investment position is
valued at book value, market value and mixed value
(see definitions). In mixed value, the stocks of listed
securities are recorded at market value, whereas the
stocks of unlisted assets and liabilities are recorded at
their book value.

B Monetary authorities
France’s monetary authorities correspond to the
Banque de France.

B Monetary financial institutions (MFIs)

The monetary financial institutions (MFIs) sector,
excluding the central bank, includes resident credit
institutions, as defined in European legislation,* and all
other resident financial institutions whose business is
to receive deposits (or close substitutes for deposits)
from entities other than MFIs and, for their proprietary
account, to grant credit and/or make investments
in securities. This category also includes electronic
monetary institutions, meaning those that engage in
financial intermediation primarily by issuing electronic
currency. The Caisse des Dépdts et Consignations,
money market funds and the Caisse Nationale
d’Epargne are also part of the MF| sector. On the other
hand, payment institutions are not part of this sector.

N

B Non-produced non-financial assets

This category corresponds to purchases and sales
of natural resources (such as land, mineral rights,
water and forests), along with contracts, leases and
licences, and marketing assets (registered trademarks
and models, logos, domain names, etc.).

4 Credit institutions are defined as an undertaking the business of which is to take
deposits or other repayable funds from the public and to grant credits for its own
account (Article 4 of EU Regulation 575/2013 of 26 June 2013).
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O

W Other investment (loan-deposit position)

The “other investment” component of the financial
account includes all transactions in financial assets
and liabilities with non-residents that do not concern
direct investment, portfolio investment, financial
derivatives or reserve assets. In practice, this mainly
concerns bank deposits and interbank lending, as well
as loans and deposits made by insurance companies
and all kinds of investment companies and funds.

B Other sectors

“Other sectors” records transactions by economic
agents that are not monetary authorities, general
government nor monetary financial  institutions.
This category covers other financial corporations
(insurance  companies, investment  companies,
investment funds except money market funds, which
are classified as monetary financial institutions),
industrial and commercial companies, households,
unincorporated enterprises and non-profit institutions
serving households (associations, foundations, etc.).
The latter are often designated by the acronym NPISH,
especially in the statistical tables in the Annual Report.

P

B Portfolio investment

Portfolio investment covers all transactions in
negotiable  securities  between  residents and

non-residents, including purchases of new issues,
trading and redemptions, other than transactions
included in direct investment, reserve assets, financial
derivative futures or repurchase transactions.

B Primary income

Primary income refers to the flows received by
economic agents for their participation in the production
process (“compensation of employees”) or for the
provision of financial assets (“investment income”) or
for the rental of natural resources (“rent”). Taxes and
subsidies on products and production are also included
in primary income.

R

B Reinvested earnings

Reinvested earnings are the undistributed share of
after-tax operating income from subsidiaries and
equity interests attributable to the direct investor.
These earnings are allocated to the company’s reserves.
In accounting terms, reinvested earnings are the
share of current net income from direct investment
enterprises attributable to the parent company for an
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accounting period, minus dividends paid to the parent
company for the same period. In order to present a
fair view of reinvested earnings, in the case of a parent
company in France that reinvests some or all of the
earnings of a direct foreign subsidiary in that subsidiary,
the reinvested earnings would be recorded as a capital
outflow or a payment under “Direct investment”,
designated as “reinvestment of earnings”, and as a
receipt under “Income”, designated as ‘“reinvested
earnings”. The transaction is recorded in the opposite
direction in the case of a foreign parent company that
reinvests the earnings of a French subsidiary in that
subsidiary. Therefore, reinvested earnings affect the
current account balance and the direct investment
balance in opposite directions.

B Reinvestment of earnings
See “Reinvested earnings”.

B Reserve assets

Reserve assets are those external assets that are
readily available to the central bank. Since the creation
of the euro area, France’s balance of payments records
only transactions in the foreign exchange reserves that
have not been transferred to the European Central
Bank and are still managed by the Banque de France.
Furthermore, the common methodology adopted
for reserve assets by the countries belonging to the
Monetary Union records only claims on non-residents
outside of the euro area and excludes foreign currencies
deposited with non-resident banks located inside the
euro area. Reserve assets are made up of gross assets
in monetary gold and foreign currencies, including
securities issued by non-residents, special drawing
rights (SDRs) and France’s net position in the IMF.

B Residents/non-residents
¢ Residents are:

— natural persons having their centre of predominant
economic interest in France, regardless of their
nationality, except for foreign civil servants and
military personnel assigned to France, who remain
non-residents;

— civil servants and other French government
employees posted to other countries or
seconded to international organisations or other
non-resident employers;

— French and foreign legal entities, for their
establishments in France, except for foreign
diplomatic missions and international organisations
based in France, when there is a real economic
activity carried out in France by autonomous
production units, regardless of their legal form
(subsidiary, branch, agency, office, etc.).
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* Non-residents are:

— foreign and French individuals who live abroad,
meaning who are actually located abroad, with
the exception of French diplomatic missions and
French civil servants posted abroad;

— foreign and French legal entities, for their
establishments abroad, when they have a real
economic activity performed abroad by autonomous
production units, regardless of their legal form.

B Resident economic sectors
In some of the balance of payments items, in particular
primary and secondary income, portfolio investment
and other investment, the amounts recorded are
classified according to the institutional sector of the
resident party to the transaction.

These sectors are:

e monetary authorities;

® general government;

* monetary financial institutions;
e “other sectors”.

S

B Secondary income

Secondary income records transactions between
residents and non-residents that do not involve the
transfer of ownership of a fixed asset or the transfer
of funds in return for the acquisition of a fixed asset.
For example, current international cooperation is
recorded as secondary income, as are income tax
payments or workers’ remittances.

B Secondary income - general government
General government secondary income includes:

® payments made as part of international cooperation,
including France’s contributions to cover the expenses
of international organisations;

e receipts and payments from and to foreign general
government sectors under the terms of tax agreements;

e social security payments to non-resident workers
and former workers and their heirs;

e transactions with European organisations,
excluding assistance to France from the European
Regional Development Fund (ERDF) and the European
Agricultural Fund for Rural Development (EAFRD), which
are recorded as capital transfers, in accordance with
international methodology.

B Secondary income — other operations

“Other operations” covers a wide variety of
transactions, such as non-life insurance premiums
and claims, humanitarian grants and donations to
individuals and legal entities, subsidies and grants,
severance payments, guarantees and compensation
for damages, literary, artistic and scientific prizes etc.

B Secondary income — personal transfers

Personal transfers consist of all current transfersin cash
orinkind made or received by resident households to or
from non-resident households. Workers’ remittances
(see definition) make up the bulk of personal transfers.

B Securities position

The securities position records stocks of foreign
securities held by residents (assets) and stocks of French
securities held by non-residents (liabilities) at market value
(including accrued interest for fixed-income securities).

H Services

Services constitute the second main component of
the current account. Unlike goods, where production
and marketing are clearly separate activities, trade in
services is closely linked to their production. Trade
in services includes transport services and travel.

B Short term
For the purposes of balance of payment statistics,
short term refers to initial maturities of one year of less.

B Sign conventions

By convention, all current account transactions have
a positive sign, with the exception of acquisitions for
merchanting, which have a negative sign. A positive
balance (credits minus debits) indicates that receipts
are greater than payments, signalling a capital inflow.
In the case of assets and liabilities in the financial
account, a positive figure indicates an increase in
assets or liabilities, and a negative figure indicates
a decrease in assets or liabilities. A simultaneous
increase of the same amount in assets and liabilities
does not change the balance of the financial account.
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Diagram of the sign convention

+ -
Credit Receipt Payment
(for example: export, receipt of a dividend or a benefit) | (acquisition of goods under merchanting)
Current account Debit Payment
(for example: import, remittance)
Balance Surplus Deficit
Increase in assets Decrease in assets
Assets (for example: a direct investment abroad creates (for example: a resident’s sale of American Treasury
a foreign asset) bonds decreases claims on the United States)
Financial Increase in liabilities Decrease in liabilities
account Liabilities (for example: borrowing from foreign banks increases | (for example: redemption of French government
liabilities to non-residents)? bonds owned by non-residents reduces government
debt to non-residents, thereby reducing liabilities)®
Net Increase in France’s net assets Decrease in France’s net assets

a) The immediate counterpart to this transaction is an increase in the assets of a foreign central bank or correspondent bank (a positive change, but in assets).
b) The counterpart is a decrease in the assets of a foreign central bank or correspondent bank (negative changes, but in assets).

Capital inflow
Capital outflow

T

B Trade credits and advances

Trade credits and advances arise from credits
granted by resident enterprises to non-resident
customers (assets) or credits granted by
non-residents to resident customers (liabilities),
regardless of their maturity. This item also covers
advances. Trade credits between companies in a
direct investment relationship are recorded under
“direct investment”. Other trade credits are recorded
under “other investment”.

B Transport services

This item records transactions reported for goods and
passenger transport, along with the related expenses,
except for goods procured in ports by carriers
(see definition), and the estimated shipping expenses
included in trade in goods. Transport services receipts
and payments related to international travel, such as the
air fare for tourists travelling between their home country
and France, are not recorded under the “travel” item,
but under transport services instead. On the other hand,
non-residents’ use of domestic transport services in
France, and French residents’ use of domestic transport
services in a foreign country, are recorded under “travel”.
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B Travel
The “travel” item records natural persons’ expenditure
when travelling abroad.

e Travel receipts record spending in France by
non-residents staying in France for less than one year,
along with spending for personal services (healthcare,
tuition, etc.) purchased from residents.

e Travel payments record similar
residents abroad.

spending by

Transport services receipts and payments for international
travel are not recorded under the “travel” item, but under
“transport services” instead. On the other hand, “travel”
does include non-residents’ use of domestic transport
services in France and French residents’ use of domestic
transport services in a foreign country.

w

Bl Workers’ remittances

Workers’ remittances are the amounts transferred abroad
by resident workers and vice versa. Workers’ remittances
are recorded under “secondary income”.
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PART 111

BALANCE OF PAYMENTS
REVISIONS OF 2011 AND 2012 DATA

For the publication of each Annual Report, some of the
data from previous years are usually updated. Most of
the revisions concern the previous two years. This year,
the usual revisions are supplemented by methodological
changes stemming from the changeover to the
6" edition of the Balance of Payments Manual' and
improvements made to existing data processing and
collection to provide a better account of structural
changes in the economy.

MAIN REVISIONS
TO THE CURRENT ACCOUNT

The 6™ edition of the Balance of Payments Manual
stipulates new classifications for certain current account
items. The biggest change concerns merchanting,
which is now classified as trade in goods and no longer
as trade in services. The merchanting balances now
stand at 15 billion for 2011 and 18 billion for 2012.
On the contrary, “manufacturing services on physical
inputs owned by others” (called “goods for processing”
under the BPM5 terminology) are now classified as
services and no longer as goods. The balances now
stand at 3 billion for 2011 and 1 billion for 2012. Finally,
financial intermediation services indirectly measured
(FISIM), which records the financial margin that banks
make on their lending and deposit transactions
with non-bank customers, are subtracted from
income from “other investment” and now included
in trade in services. This change was implemented
starting with 2012 as the reference year, when the
balance on FISIM stood at slightly less than 3 billion.

The revisions resulting from these methodological
changes reduced the goods and services deficit by
4 billion in 2011 and by 5 billion in 2012. Most of
these revisions stem from the inclusion of the findings
of the Banque de France “supplementary survey on
international trade in services” (ECEIS)? in 2012 and
improved data processing for 2011. Furthermore,
customs data are now being restated to account for
the coordinated manufacturing of Airbus, in keeping

-

See “Glossary” and the website: https://www.banque-france.fr/en/economics-
statistics/database/methodology/methodology-for-the-balance-of-payments-and-
international-investment-position.html

2 See "Methodological Information” in the supplement to the 2011 Annual Report
— The French Balance of Payments and International Position.
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with the principle of economic ownership. This change
improved the balance on general merchandise under
the goods item by 1 billion in 2011 and by 2 billion in
2012. Three improvements have been made to the
transport item. In addition to the revisions based on
the ECEIS survey, the restatement of customs data
on imports of goods to strip out the cost of freight
(FOBisation) was revised to make it consistent with
national accounts methodology. The measurement of
payments for air transport services was also improved.

Revisions of direct investment income in 2012 stem
mainly from annual financial statements of French
companies in direct investment relationships with
non-residents and foreign subsidiaries of resident
groups. In addition to the usual process of incorporating
more complete information when compiling the Annual
Report, portfolio investment income now includes the
capitalised interest of investment funds, as stipulated
in the 6" edition of the Balance of Payments Manual.
It was also affected by the change in the method for
calculating accrued interest on debt securities, which
had the most impact on income in 2010 and 2011.
Revised data on other investment income reduced the
balance, primarily as a result of the new classification of
FISIM in financial services.

In accordance with the stipulations of the 6" edition of
the Balance of Payments Manual, other primary income
includes taxes and subsidies on production that were
previously included in current transfers. Furthermore,
with no change to coverage, the deficits on other primary
and secondary income are reduced by 4 billion in 2011
and by 2 billion in 2012. This stems from the use of
new accounting data sources from the European Union
to evaluate the contribution that European institutions
make to France’s balance of payments.

MAIN REVISIONS
TO THE FINANCIAL ACCOUNT

Direct investment

The balance on direct investment was reduced slightly
by 1 billion in 2011 and increased by 5 billion in 2012
from 9 billion to 14 billion. These revisions are smaller
than past revisions.

All
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(ECO), which excludes lending transactions between
monetary financial institutions and other financial
intermediaries (now classified as other investment).
The revisions increase the stocks of inward and
outward direct investment by 20 billion to 30 billion.

Another component of direct investment, stocks
of investment in equity capital was also revised.
Direct investment abroad increased at the end
of 2011 and 2012 and direct investment in France
decreased. The revisions result from data obtained
from corporate balance sheets and, in the case of
direct investment abroad, from a new estimate of the
value of real estate investment abroad.

The increase in the international investment position
at the end of 2012 at market value by 113 billion
stems from a measurement supplemented by price
and exchange-rate effects that were positive for direct
investment abroad and negative for direct investment
in France.

The main revisions to the international portfolio
investment position result from the inclusion of
estimates of assets held abroad by households and
non-financial corporations, the inclusion of information
received late, particularly regarding the early redemption
of bonds by residents and supplementary information

obtained about repurchase agreement transactions
involving government securities. The revisions increased
residents’ assets in foreign securities at the end of 2011
and 2012, for all types of instruments, and decreased
their liabilities for long-term debt securities.

The “other investment” position was also revised.

Trade credits and advances, revealed by the ECO
survey, were revised and intercompany lending was
reclassified as direct investment. The aggregate
impact on the balance was small at the end of 2011,
but slightly larger at the end of 2012 with a negative
change of 10 billion.

The loan-deposit position of monetary financial
institutions was increased by 12 billion in 2011 and
by 29 billion in 2012. The revision is the result of a
change in methodology, with the inclusion of stocks
that were previously classified as direct investment,
along with a revision of the geographical structure of
interbank transactions.

Finally, in accordance with the 6" edition of the
Balance of Payments Manual, other investment is now
presented by type of instrument and now includes
12 billion in liabilities corresponding to the issuance of
special drawing rights.
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517 Resident MFIs’ loan-deposit position in euro and foreign currencies (excluding the central bank)
(EUR billions)
2011 2012 2013
Assets Liabilities Net Assets Liabilities Net Assets Liabilities Net
Euro 756.6 766.7 -10.1 715.9 664.8 51.1 649.5 619.5 30.0
Vis-a-vis
the euro area 424.3 304.2 120.1 389.6 275.6 114.0 359.7 250.1 109.6
Vis-a-vis countries
outside the euro area 332.3 462.5 -130.2 326.3 389.2 -62.9 289.8 369.4 -79.6
Foreign currencies 460.7 368.1 92.6 382.7 396.8 -14.1 447.7 411.6 36.1
Vis-a-vis
the euro area 45.2 489 -3.7 40.5 57.5 -17.0 37.5 61.4 -24.0
Vis-a-vis countries
outside the euro area 4154 319.3 96.1 342.2 339.3 2.9 410.2 350.2 60.0
Total 1,217.2 1,134.9 82.3 1,098.6 1,061.5 371 1,097.2 1,031.1 66.1
518 Resident MFIs’ loan-deposit positions by counterparty’s sector (excluding the central bank)
(EUR billions)
2011 2012 2013
Assets Liabilities Net Assets Liabilities Net Assets Liabilities Net
Interbank 845.2 794.8 50.4 740.9 715.6 25.3 734.7 685.1 49.6
Euro 544.2 526.5 17.7 514.0 432.7 81.4 456.1 398.4 57.7
Foreign currencies 301.0 268.3 32.7 226.8 282.9 -56.1 278.6 286.7 -8.2
Financial and non-
financial customers 372.0 339.9 31.9 357.7 345.9 11.8 362.5 346.0 16.5
Euro 212.4 240.2 -27.8 199.1 232.7 -33.6 1934 2211 -27.7
Foreign currencies 159.6 99.9 59.7 158.7 113.2 45.4 169.1 1249 44.2
Total 1,217.2 1,1349 823 1,098.6 1,061.5 371 1,097.2 1,031.1 66.1
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5.21 The Banque de France’s assets and liabilities vis-a-vis non-residents

(excluding banknotes and coins)

(EUR billions)
Stocks at end of year Variation 2013
2011 2012 2013
Assets 325.1 328.1 273.6 -54.5
Investment in institutional customers’ securities 145.9 138.7 145.2 6.5
Securities issued by euro area residents outside France 83.8 82.2 88.2 6.0
Euro 79.0 78.7 84.7 6.0
Foreign currencies 4.8 35 35 0.0
Securities issued by non-residents of the euro area 62.1 56.5 57.0 0.5
Euro 3.6 2.7 2.0 -0.7
Foreign currencies 58.5 53.8 55.0 1.2
Other assets 46.1 49.5 23.3 -26.2
Other claims on euro area residents outside France 7.2 2.6 1.5 -1.1
Euro 6.8 1.9 0.8 -1.1
Foreign currencies 04 0.7 0.7 0.0
Other claims on non-residents of the euro area 29.4 37.2 121 -25.1
Euro 6.7 4.2 4.6 0.4
Foreign currencies 22.7 33.0 75 -25.5
Claim on the ECB for transferred reserve assets 8.2 8.2 8.2 0.0
Equity in the ECB 1.3 1.5 1.5 0.0
Reserve assets 133.1 139.9 105.1 -34.8
Liabilities 235.0 231.7 158.0 -73.7
Liabilities toward the ESCB (TARGET) 77.4 54.8 16.2 -38.6
Allocation of special drawing rights? 12.0 11.8 1.3 -0.5
Deposits of foreign institutional customers 145.6 165.1 130.5 -34.6
Euro 18.7 35.6 28.0 -7.6
Foreign currencies 126.9 129.5 102.5 -27.0
Position 90.1 96.4 115.6 19.2
of which international investment position excluding reserve assets -43.0 -43.5 10.5 54.0

a) Allocations of special drawing rights are a component of France’s international investment position, according to the BPM®6.
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