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The euro zone’s current
account surplus is shrinking:
is it for the right reasons?

The current account surplus of the euro zone and the European Union has been
declining since 2018, with major fluctuations linked to the rise in energy prices at
the start of the war in Ukraine (2022). It is well known that Europe needs to invest
much more (in the energy transition, in digital technologies) and must significantly
increase its Research and Development expenditure. A virtuous development would
therefore be for the reduction in the EU’s current account surplus to stem from this
increase in investment. But if the reduction in the EU’s current account surplus
comes from another cause (a deterioration in foreign trade, a decline in net capital
income received from the rest of the world, etc..), the situation would be
unfavourable, since the capacity to finance the additional investment required by
using Europe’s excess savings would be diminished.
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Reduction in the current account surplus of the Euro zone and the European Union
since 2018

Chart 1 shows the current account surplus of the Euro zone and the European Union since 2010. This surplus was affected by
the rise in energy prices in 2022 following the start of the war in Ukraine. But if one looks at its trend, it can be seen that it has
been declining since 2018.
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One can envisage a favourable dynamic and an unfavourable dynamic, both of which lead to a reduction in the current
account surplus of the EU (or the Euro zone).

¢ The dynamic that leads to a reduction in the European current account surplus can be favourable if it results from
an increase in investment or in research and development expenditure. It is well known that Europe’s investment
shortfall (public and private) is considerable, which undermines Europe’s capacity to invest in the energy transition and in
the digital economy.
An increase in investment or in R&D expenditure that results in a decline in the current account surplus would therefore be
a favourable development.
Charts 2a/b show that corporate investment in the Euro zone has been declining since 2019, while public investment
has been picking up since 2017.

Chart 2A Chart 2B
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Chart 3 shows that research and development expenditure in the Euro zone has been stagnating since 2019.
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Chart 3
Total R&D spending (as % of nominal GDP)
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e However, the dynamic leading to a reduction in the current account surplus is unfavorable if this reduction results
from a deterioration in foreign trade or a decline in net income from abroad.

Chart 4 Chart 5
Euro zone: Trade balance in goods and services Euro zone: Income balance (monthly data, EUR bn)
(monthly data, EUR bn)
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Charts 4 and 5 show:

- astable balance of trade in goods and services, except for 2022, the start of the war in Ukraine;
- asharp deterioration in the income balance since 2019.

If the EU’s (or euro zone’s) current account deteriorates due to a worsening of foreign trade or income flows, rather than an increase
in investment, this deterioration of the current account is unfavourable, as it indicates a reduced capacity to finance the necessary
investments using Europe’s excess savings.

Summary: Is the deterioration of the euro zone’s current account due to a favourable
development?

If the reduction in the euro zone’s (or EU'’s) current account surplus since 2018 were explained by an increase in investment—
whether by businesses or the public sector—or by higher research and development expenditure, this would be encouraging, as it
would indicate that Europe is catching up on its investment lag.

We have observed that:
- While public investment has been recovering, private investment has been declining sharply since 2019;
- The euro zone’s trade balance has remained stable, while the income balance has been deteriorating since 2019.

The decline in private investment outweighs the rise in public investment and the deterioration in the income balance. It is therefore
underinvestment since 2019 that explains the improvement in the euro zone’s current account, which is not a favourable explanation.
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Disclaimer

Ossiam, a subsidiary of Natixis Investment Managers, is a French asset manager authorized by the Autorité des Marchés Financiers (Agreement No. GP-
10000016). Although information contained herein is from sources believed to be reliable, Ossiam makes no representation or warranty regarding the accuracy
of any information of which it is not the source. The information presented in this document is based on market data at a given moment and may change from
time to time. This material has been prepared solely for informational purposes only and it is not intended to be and should not be considered as an offer, or a
solicitation of an offer, or an invitation or a personal recommendation to buy or sell participating shares in any Ossiam Fund, or any security or financial instrument,
or to participate in any investment strategy, directly or indirectly. It is intended for use only by those recipients to whom it is made directly available by Ossiam.
Ossiam will not treat recipients of this material as its clients by virtue of their receiving this material. All performance information set forth herein is based on
historical data and, in some cases, hypothetical data, and may reflect certain assumptions with respect to fees, expenses, taxes, capital charges, allocations and
other factors that affect the computation of the returns. Past performance does not predict future returns. Any opinions expressed herein are statements of our
judgment on this date and are subject to change without notice. Ossiam assume no fiduciary responsibility or liability for any consequences, financial or otherwise,
arising from, an investment in any security or financial instrument described herein or in any other security, or from the implementation of any investment strategy.
This information contained herein is not intended for distribution to, or use by, any person or entity in any country or jurisdiction where to do so would be contrary
to law or regulation or which would subject Ossiam to any registration requirements in these jurisdictions. This material may not be distributed, published, or
reproduced, in whole or in part.



