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THE EUROZONE IS EXPORTING ITS SAVINGS. BUT IS IT INVESTING THEM ADVANTAGEOUSLY?
Laurent Quignon, Guillaume Derrien
Financial investment between the euro area and the rest of the world:
outgoing income exceeds inward income in 2023 and 2024
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The eurozone's net international investment position in terms of direct and portfolio investment recovered significantly between 2015 and
2022, becoming positive from 2021 onwards, meaning that the eurozone has become a net creditor to the rest of the world. However, the
income it receives from these assets is lower than the income it pays to non-resident investors. What are the reasons for this?

The relative choices of savers and investors from outside the eurozone and non-resident investors within the eurozone have an impact
on the flow of investment income into and out of the eurozone.

The change in the eurozone's net international investment position is due to the recovery in the net balance of debt assets. Since
2019, eurozone investors have held more debt issued by non-residents than non-residents hold of eurozone issuers, and the gap has
widened since then. Conversely, the net position in equities' and fund units remains negative, and is moving in a horizontal tunnel:
non-resident investors consistently hold more equities and fund units issued in the eurozone (including private equity) than eurozone
investors hold outside the eurozone.? This means that, structurally, European savers investing abroad have a lower risk appetite than
non-resident savers investing in Europe.

Notwithstanding the relative stability of the net international investment position in terms of direct and portfolio investment since
2022, the balance of investment income has fallen sharply, from a year-to-date peak of +EUR 62 billion in the first quarter of 2022 to
-EUR 9 billion in the second quarter of 2024 The balance has even become slightly negative in cumulative terms over the entire period
(-EUR 1.8 billion).

1 From the start of the series published by the ECB (2013).
2 However, the eurozone is a net holder of equities through direct investment by companies, while it is a net issuer of equities and fund units held by the rest of the world through portfolio investment.
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While the balance of interest income from debt instruments, which was largely positive, continued to grow, the balance of equity
income (dividends and reinvested earnings), which was already negative, deteriorated sharply. Firstly, the net position in eurozone
equities® and fund units fell from -EUR 498 billion in Q1 2022 to -EUR 791 billion in Q2 2024. Secondly, non-resident investors have
enjoyed a higher return (income excluding capital gains) from their investments in eurozone equities and fund units than eurozone
investors outside the eurozone, and above all the gap has widened.

Compared with non-resident investors in the eurozone, eurozone investors outside the eurozone therefore hold more debt instruments
- which are less risky and less remunerative than equity instruments - and fewer shares and fund units. Moreover, the equities and
fund units they hold provide them with a lower dividend yield, on average, than that enjoyed by non-resident investors on their
equities issued in the eurozone. This hierarchy of returns is consistent with the differences that can be observed between European
and American indices. For example, while the S&P 500 index has a significantly higher total return than the Eurostoxx 200 (13.9%
vs. 8.7% annual average 2010-2023), it offers a lower annual dividend yield than the European index (1.9% and 2.9% respectively on
average over the same period).

These developments should be seen in the context of the Letta and Draghi reports published this year, both of which stress the need
to finance additional productive investment by mobilising more European savings. The challenge is not only to encourage the financing
of the additional investment needed for the ecological and digital transitions, but also to close part of the investment and productivity
gap with the United States. However, European savers' appetite for risk will have to increase, otherwise risk transformation
mechanisms will have an essential role to play.
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3 Portfolio investment and direct investment combined
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ECOCONJONCTURE

Structural or thematic topics.

ECOEMERGING

Analyses and forecasts for a selection of
emerging economies.

ECOPERSPECTIVES

Analyses and forecasts with a focus on developed countries.

ECOFLASH

Data releases, major economic events.

ECOWEEK

Recent economic and policy developments, data comments, economic
calendar, forecasts.

ECOPULSE

Easy-to-read monthly overview of inflation dynamics in the main
developed economies.

ECOCHARTS

Monthly barometer of key economic indicators of the main OECD
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on, public sources believed to be reliable, but there is no guarantee of the accuracy, comple-
teness or fitness for any particular purpose of such information and such information may not
have been independently verified by BNPP or by any person. None of BNPP, any of its subsidiary
undertakings or affiliates or its members, directors, officers, agents or employees accepts any
responsibility or liability whatsoever or makes any representation or warranty, express or im-
plied, as to the accuracy and completeness of the information or any opinions based thereon
and contained in this document and it should not be relied upon as such. This document does
not constitute research, as defined under MIFID II, or form any part of any offer to sell or issue
and is not a solicitation of any offer to purchase any financial instrument, nor shall it or any
part of it nor the fact of its distribution form the basis of, or be relied on, in connection with
any contract or investment decision. Information and opinions contained in this document are
published for the information of recipients, but are not to be relied upon as authoritative or
taken in substitution for the exercise of judgment by any recipient, are subject to change without
notice. In providing this document, BNPP does not offer investment, financial, legal, tax or any
other type of advice to, nor has any fiduciary duties towards, recipients. Any reference to past
performance is not indicative of future performance, which may be better or worse than prior
results. Any hypothetical, past performance simulations are the result of estimates made by
BNPP as of a given moment, on the basis of parameters, market conditions, and historical data
selected by BNPP, and should not be used as guidance, in any way, of future performance. To
the fullest extent permitted by law, no BNPP group company accepts any liability whatsoever
(including in negligence) for any direct or consequential loss arising from any use of or reliance
on material contained in this document even when advised of the possibility of such losses. All
estimates and opinions included in this document are made as of the date of this document. Un-
less otherwise indicated in this document there is no intention to update this document. BNPP
may make a market in, or may, as principal or agent, buy or sell securities of any issuer or person
mentioned in this document or derivatives thereon. Prices, yields and other similar information
included in this document are included for information purposes however numerous factors will
affect market pricing at any particular time, such information may be subject to rapid change
and there is no certainty that transactions could be executed at any specified price. BNPP may
have a financial interest in any issuer or person mentioned in this document, including a long
or short position in their securities and/or options, futures or other derivative instruments based
thereon, or vice versa. BNPP, including its officers and employees may serve or have served as
an officer, director or in an advisory capacity for any person mentioned in this document. BNPP
may, from time to time, solicit, perform or have performed investment banking, underwriting
or other services (including acting as adviser, manager, underwriter or lender) within the last
12 months for any person referred to in this document. BNPP may be a party to an agreement
with any person relating to the production of this document. BNPP may to the extent permitted
by law, have acted upon or used the information contained herein or in the document, or the
analysis on which it was based, before the document was published. BNPP may receive or
intend to seek compensation for investment banking services in the next three months from or
in relation to any person mentioned in this document. Any person mentioned in this document
may have been provided with relevant sections of this document prior to its publication in order
to verify its factual accuracy.
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