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Summary

We assess whether multinational enterprises played a specific role in the deterioration of the French trade balance
over 2000-2018.

French multinationals contribute positively to the trade balance of goods, contrary to foreign multinationals and
domestic firms. Yet their declining surplus, down by nearly 2 percentage points of GDP between 2000 and 2018,
explains the deterioration of the French trade balance over the past two decades.

Econometric evidence shows that this does not reflect poor specialization by French multinationals in the early
2000s or their takeover by foreign investors, but rather a specific trend in the sectors they dominate, beyond the cost
conditions common to all companies in France.

Against a background of buildup in French FDls, these results suggest that the internationalization strategies of
French firms have been dominated by offshoring over this period, including to serve the domestic market or previous
export markets.
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B 1.Introduction

The two-decade-long deterioration of the French trade balance
in goods remains puzzling and controversial. It has been
raising alarm for more than fifteen years, and inverting this
trend has been high among policy priorities, at least since the
Gallois report was published in 2012. This warranted a series
of initiatives, including significant tax credits (Competitiveness
and Employment Tax Credit, CICE), subsequently transformed
into social contribution rebates, cuts in production taxes (too
recent to be assessed, though), as well as targeted plans and
subsidies. In fact, reinvigoration of French industry has been
widely presented as an imperative, and the trend in unit labor
costs relative to Germany did reverse significantly over the last
decade; however, the deterioration of the trade balance did not.
On the contrary, the French deficit in trade in goods reached a
record level in 2021, at €85bn, or 3.4% of GDP. Meanwhile, the
current account exhibited a surplus in 2021 (+0.4%), because
the trade deficit was balanced not only by a surplus in trade
in services but also by a large and increasing net inflow of
foreign direct investment (FDI) income, worth 2.4% of GDP
in 2021. This reflected the activity of French multinationals
abroad, which was relatively large in comparison to other
large countries (Emlinger et al., 2019). According to balance
of payment statistics, the stock of French FDI in industrial
sectors was worth €615bn at the end of 2021, while the stock
of foreign investment in France in these sectors amounted to
€293bn. As the reasons for this enduring underwhelming trade
performance remain far from fully understood, the link between
these two outcomes deserves further scrutiny: are the industrial
strategies of multinational enterprises (MNEs) related to these
disappointing trade outcomes?

This question might sound paradoxical, to the extent that MNEs
are well known to be among the main strengths of the French
economy: in 2019, 31 French companies were listed in the
Fortune 500 ranking of the world’s largest companies, more
than Germany (29), the UK (17) or ltaly (6). Yet, this pattern
does not tell us much about the dynamics over the last two
decades. Even when a firm as a whole is successful in terms of
revenue and profits at the global level, its contribution to French
exports depends on its industrial strategy and its production
location decisions. Schematically, a global strategy mainly
relying on production in France would increase exports, even
though imports of intermediate goods might rise as well, while
an alternative strategy prioritizing development of production
facilities abroad to serve foreign and French consumers
would mainly increase FDI revenue and final goods imports,
not necessarily exports.! Disentangling these narratives, and
the associated relations of complementarity or substitutability
between exports and FDI, is required to understand the role

(1) Head and Mayer (2019) show that the latter offshoring to serve the home
market has been particularly prevalent in the 2000s for French multinational
firms in the automotive industry. In the US case, Boehm et al. (2020) show
that MNEs contributed significantly to the decline of manufacturing employment
through the offshoring of their intermediate inputs.
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played by MNEs in France’s aggregate trade outcome. However,
existing studies, either on France or on other countries, are of
little help in doing s0.2

This Policy Brief uses microdata to assess the contribution of
French and foreign multinationals to the French goods trade
balance over the 2000-2018 period. Descriptive statistics show
that the decline of French MNEs’ surplus (by nearly 2 percentage
points of GDP) explains the bulk of the deterioration in the
trade balance. An econometric analysis confirms that products,
where the initial presence
of French MNEs was larger,
exhibited lower export growth
and stronger import growth.
Such a pattern is consistent
with a model of offshoring of
final goods production to serve
the domestic market, and/or
previous export markets. This
substitutability between exports
and FDI explains the structure
of the French current account,
and underscores the decisive role of the internationalization
choices made by MNEs in driving France’s goods trade deficit
and thus deindustrialization.

the decline of French
MNEs’ surplus (by
nearly 2 percentage
points of GDP)
explains the bulk of
the deterioration in the
trade balance

B 2. The trade balance of MNEs vs
domestic firms

2.1. French MNEs contributed to the
deterioration of the trade balance

The importance of French MNEs is especially apparent in
foreign trade: they account for nearly half of exports (46% in
2018) and one-third of imports (31% in 2018). As a result, they
exhibit a significant surplus, when considered as a whole, in
contrast to other firm categories (see Figure 1, where trade
balance is expressed in percent of GDP, and primary goods
are excluded to prevent commodity price swings from blurring
changes over time).® This remains true for each and every year
over the whole period 2000-2018, and the gap is significant: in
2000, French MNEs’ surplus was worth more than 4% of GDP,
while domestic firms’ deficit reached approximately 1.2%, and
that of foreign MNEs was close to 3%.*

(2) An exception is Bellas et al. (2010), who found that French MNEs exhibited
a weaker export performance over the period 2000-2007 than domestic firms
with similar characteristics.

(3) We distinguish three categories of firms: French multinationals (an
enterprise with at least a foreign subsidiary and whose head is registered in
France), foreign multinationals, and a residual category that includes French
groups (without any foreign subsidiary) and independent firms. See Appendix
A for details on the data.

(4) The contrast with foreign MNEs also reflects differences in functional
organization. Appendix section B.2. shows that a number of foreign MNEs
are wholesale and retail firms, whose main purpose is importing to serve the
domestic market.
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Figure 1 — Trade balance by firm category
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Sources: Authors’ calculations based on Direction générale des douanes et droits
indirects and INSEE, Enquéte sur les liaisons financiéres entre sociétés.

While this difference in levels is indisputable, it also appears to
have been narrowing significantly since 2000. For both domestic
firms and foreign MNEs, the trade deficit was slightly larger in
2018 than in 2000, but the difference is of little significance
(respectively, -0.4 and -0.3 p.p. of GDP) and no clear trend
is established. In contrast, the trade surplus of French MNEs
clearly and continuously trended downward from 2000 to 2009,
before stabilizing and even slightly recovering between 2012
and 2015. The change is substantial; the trade surplus for this
category fell from 4.4% of GDP in 2000 to a mere 2% in 2009,
and 2.4% in 2018.

2.2. Deterioration of the trade balance through
exports or imports?

Considering exports and imports separately, still excluding
primary goods, shows two different periods: prior to the
financial crisis, and especially between 2000 and 2005, lower
exports (in percentage of GDP) by French MNEs contributed
to the deterioration of the trade balance (Figure 2). On the
contrary, following the global financial crisis, exports rose
slightly, more or less in line with the increase

Figure 2 — Exports and imports by firm category
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Sources: Authors’ calculations based on Direction générale des douanes et droits
indirects and INSEE, Enquéte sur les liaisons financieres entre sociétés.

2.3. Focusing on MNEs that never change
status

Does the above mean that French MNEs faced a degradation
in their competitiveness over the period? Not necessarily,
because many firms were moving from one category to
another. The trend might also reflect, for instance, the fact
that French MNEs exhibiting a significant trade surplus were
bought up by non-resident firms, thus moving to the foreign
MNE category.
In order to make sure that such composition effects do not
blur the analysis, we restrict the analysis to firms that never
change status over the whole period under study. Doing so
delivers the same trend for French MNEs - i.e. a continuous
and significant decline until 2009, followed by stabilization
and a slight increase. Overall, given the fact that composition
effects do not interfere in this case, the halving of French
MNEs’ trade surplus between 2000 and 2009 is remarkable,
both in absolute terms and in comparison to other categories,
for which the trade balance does not exhibit

in imports.

Foreign  MNEs show a different pattern.
Exports increased moderately until the
financial crisis, while imports fell initially
before recovering partially. After the crisis,
irregular trends resulted in a slight fall of
exports, while imports increased somewhat.
Interestingly, the yearly changes for foreign
MNEs are not symmetric to the ones for

prior to the financial
crisis’ lower exports (in
percentage of GDP) by
French MNEs contributed
to the deterioration of the
trade balance

similarly pronounced trends.

This restriction comes with costs, however,
since French MNEs that never change status
account for 44% of the trade value of all
French multinationals on average over the
period (45% for foreign MNEs and 26% for
domestic firms). As a result, Figure 3 leaves
aside half of the total trade of French MNEs
at any point in time; moreover, obviously,

French MNEs, a feature suggesting that

firms switching from French to foreign MNEs were not a factor
explaining the weak export performance of French MNEs in
the early 2000s. As regards domestic firms, no clear trend
emerges, even though exports tend to decline slightly.

this subsample cannot be claimed to be
representative, and it ignores new entrants or exiters. This
is why econometric estimates are useful for analyzing more
rigorously how multinationals contributed to the widening of the
French trade deficit.

CEPII - Policy Brief No 38 - October 2022 3



I Multinational Enterprises and the French Trade Deficit

Figure 3 — Trade balance by firm category, retaining only firms
belonging to the same category throughout the period
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Sources: Authors’ calculations based on Direction générale des douanes et droits
indirects and INSEE, Enquéte sur les liaisons financiéres entre sociétés.

B 3.Econometric evidence at the
product level

To assess whether French MNEs played a specific role in
French trade performance over the last two decades, the best
solution would be to compare them to a group of domestic
firms sharing similar characteristics. This is not possible,
unfortunately, because MNEs differ widely from domestic firms.
Finding comparable domestic firms would require focusing
the analysis on a narrow subset of MNEs, much smaller than
the average and not necessarily representative. Even foreign
MNEs are not a suitable benchmark, given the significant
differences outlined above (and in Appendix section B.2). An
additional difficulty is that MNEs are large enough at the sector
level that their choices often influence those of domestic firms.
Accordingly, the latter cannot be considered as a benchmark,
independent from MNEs themselves.

Against this background, a micro-econometric analysis of
MNEs’ individual behavior is unlikely to assess properly their
contribution to French aggregate
trade outcomes. To sidestep these
issues, we rely instead on an analysis
at the product level, based on the
assumption that, if MNEs played a
specific role in shaping trade outcome,
then trade performance at the product
level should be influenced by the share
of this product’s exports realized by
MNEs. Such analysis does not require
carrying out any direct comparison
between MNEs and other firms, nor assuming other firms to
behave independently from MNEs. The focus is thus not on
their individual behavior, but on the possible influence of their
industrial choices on aggregate outcomes. An additional benefit

MNEs are large
enough at the
sector level that
their choices often
influence those of
domestic firms
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of this empirical approach is that it is not blurred by changes in
firm ownership over the period, since only the initial distribution
of firms across status is taken into account.

Concretely, we compare export and import growth across
products over 2000-2018, and analyze how they relate to the
initial share of French MNEs in France’s exports in 2000. The
same logic is applied to foreign MNEs as well.

3.1. Descriptive statistics

Since an obvious determinant of France’s product-level export
growth is world demand, it is worth starting by checking
whether the latter is related to the presence of French MNEs.
To do so, we categorize products in three equally numbered
groups (553 products out of 1,659), according to the share of
French MNEs in initial exports.5 Doing so shows that products
with a high initial presence of French MNEs exhibited faster
growth in world exports (excluding those from France) over
the period 2000-2018 than products with a medium presence,
which themselves saw more rapid growth than those where the
presence of French MNEs was low (Figure 4). Interpreting this
relationship goes beyond the scope of the present analysis
but, if anything, the dynamism of world demand should have
favored exports in products where the presence of French
MNEs is high, compared to other products. Most of all, for the
purpose of our empirical analysis, the mere existence of this
relationship shows the need to control for the dynamism of
world demand.

Figure 4 — Change in the log of world exports (excluding those from
France) by level of presence of French MNEs
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mean by group.

Sources: Authors’ calculations based on Direction générale des douanes et droits
indirects; INSEE, Enquéte sur les liaisons financiéres entre sociétés and CEPII, BACI.

For descriptive purposes, this can be done by analyzing not
French exports and imports directly, but their share in world
exports and imports (Figure 5). Doing so shows that France’s

(5) The share of French MNEs in exports in 2000 ranges from 0% to 15%
percent in the low initial presence group, from 15% to 41% in the intermediate
group, and from 41% to 100% in the high initial presence group.
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export market share is far larger in products with a relatively
high presence of French MNEs, while the average import
market share is slightly higher when
the presence of French MNEs is
low. This is not surprising, in so far
as French firms are more likely to
be successful on world markets for

France’s export
market share is far

products where the country enjoys Iarg?r np I‘Od'UCtS
comparative advantage, so that more ‘,Mth a relatlvely
of them can be profitably invested h’gh presence of
abroad (on the underlying logic, French MNEs

see, e.g., Helpman et al, 2004).
They represented more than 95%
of exports in 2000 in the aeronautic sector (airplanes, engines,
helicopters), naval and railway production (engines), nuclear
industry (nuclear reactors, uranium, fuels), automotive industry,
and some metallurgy products (rolled products, steel bars
and sheets). This stylized fact can be illustrated using, as a
measure of revealed comparative advantage, the ratio between
a product share in French exports and its share in world
exports: close to one for a product with a weak or intermediate
share of French MNEs, this ratio was equal to 1.5 on average in
2000 for products with a high share of French MNEs.

Figure 5 — France’s market share in world exports and imports, by
level of initial presence of French MNEs
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Sources: Authors’ calculations based on Direction générale des douanes et droits
indirects; INSEE, Enquéte sur les liaisons financiéres entre sociétés and CEPII, BACI.

In order to analyze the influence of French MNEs on aggregate
trade performance, the trend over time in these different
categories offers more insight. While the French market share
in world exports remains far higher throughout the period for
products with a high share of French MNEs, the difference
with other product categories narrows substantially over the
period, from 2.2 percentage points in 2000 to 1.0 point in 2018,
when compared to products with low presence, for instance.
Even measured in relative terms, the decline is substantial: the

French market share in world exports fell by almost 40% for
products with a high share of MNEs, compared to approximately
34% for the other two product categories. The overperformance
of French exports in products with a large presence of MNEs
thus eroded substantially over the past two decades.

Using the same (export-based) categorization, imports also
exhibit a narrowing down of differences across categories,
even though it is less pronounced. Given the initial lower
market share of French imports, this means that imports’
market share declined less rapidly for products where French
MNEs’ presence was higher. Either through less exports or
more imports, products with a higher presence of French MNEs
thus contributed negatively to the change in France’s trade
balance, relative to other products.

A possible explanation for these different trends might be
related to firms’ size in general, or to other dimensions, not
accounted for here, related to the presence of MNEs. If this
is the case, though, the same pattern should be associated with the
presence of foreign MNEs.
This is not the case: using
the same kind of product
categorization to account
for the presence of foreign
MNEs gives very different
results. In products with a
relatively high presence of
foreign MNEs, the decline in
France’s export market share
does not differ from the one
for other products, while the
decline in import market
shares is larger — hence a change in trade balance that is less
negative than the one observed on average for other products
(Figure 6). The difference across products is therefore not

the French market share
in world exports fell by
almost 40% for products
with a high share of
MNEs, compared to
approximately 34% for
the other two product
categories

Figure 6 — France’s market share in world exports and imports, by
level of initial presence of foreign MNEs
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related to MNEs in general, but to French MNEs specifically.
Focusing on changes in the log of the market share, instead of
levels, leads to the same conclusion.

3.2. Econometric results

Beyond this suggestive evidence, is there a statistically
significant relationship between the presence of French MNEs
and trade performance at the product level? We address this
question using a simple econometric framework relating,
across products, differences in export or import growth to the
initial presence of French or foreign MNEs. The specification,
based on log differences between 2000 and 2018, is:

Aln(v,) = B, FrenchMNEs, + B, ForeignMNEs, + X, +¢, ,

where Aln(v,) refers to the change between 2000 and 2018 in
either the log of trade flows for product k or the log of market
shares (French exports or imports divided by world exports or
imports excluding France). FrenchMNEs, = W
is the share of French MNEs in French exports of product k in
2000, ForeignMNEs, similarly refers to the export share of foreign
MNEs, and ¢, is an error term. Table 3 in the

Table 1 - Impact of the initial presence of MNEs on the growth of
French exports over 2000-2018 at the product-level

m @ ®) 4) © © @) ®)

Exports  Exports Imports  Imports
Exports Exports Market ~ Market Imports Imports Market ~ Market
Share Share Share Share

Share French MNEs  -0.13  -028°  -0.31°  -022° 034 016  021°  0.20°
[0.44] [0.43] [0.13]  [0.12] [013] [0.10] [0.09]  [0.09]
Share foreign MNEs 015 -0.02  -0.04  -001 046 -0.03 -004  -0.02
043] [0.M] 041 (0.1 [0.14] [0.10] [0.09]  [0.09]

World demand 0.98° 1.18°
[0.06] [0.07]
Init. mkt share -1.872 -2.08°
[0.50] [0.68]
Observations 1,685 1,585 1,585 1585 1584 1584 1,584 1,584
R? 0.00 040 0.01 0.02 0.00 057 0.01 0.02

Notes: Heteroscedasticity robust standard errors in parenthesis. 2, ® and © denote signifi-
cance at the 1%, 5% and 10% level respectively. The dependent variables are defined as
the change between 2000 and 2018 in either the log of trade flows (columns 1, 2, 5 and 6)
or the log of market shares (columns 4, 5, 7 and 8), for exports and imports respectively.
Initial shares are expressed as fractions: a switch from 0 to 1 means a 100 percentage
point increase. World demand is the change in world trade flow for the product, excluding
French imports. Init. mkt. share is the French market share for the product in 2000.

Sources: Authors’ calculations based on Direction générale des douanes et droits
indirects and INSEE, Enquéte sur les liaisons financieres entre sociétés.

Appendix provides results using group dummies
by high, medium and low initial presence of
French and foreign MNEs. X, refers to control
variables, which may include world demand for
product k (change between 2000 and 2018 in the
log of world trade for product k, France excluded),
and the initial French market share for product k
(to account for the possibility of mean reversion,
or whatever other mechanism linking changes
over the period to initial market shares).

products with a

10 percentage points
larger initial presence
of French multinationals
had a 2% lower export
market share growth
over 2000-2018

share. Our point estimate implies that products
with a 10 percentage points larger initial presence
of French multinationals had a 2% lower export
market share growth over 2000-2018.”

Focusing on imports, we find an opposite
pattern: products initially dominated by French
MNEs had a large growth of their imports
(columns 5 and 6) or import market shares
(columns 7 and 8) over 2000-2018, while again
we find no impact for the presence of foreign MNEs

Columns 1-4 in Table 1 report results for

exports and columns 5-8 for imports. Focusing first on log
exports growth, we find a negative coefficient on the share of
French MNEs and a positive coefficient on the share of foreign
MNEs (column 1). Controlling for world demand in column 2
accentuates the negative export performance of products
dominated by French MNEs, in line with descriptive evidence of
more dynamic world demand for products with high French MNE
presence in Figure 4. We find no effect on export performance
associated with the initial presence of foreign MNEs.

Going further, in column 3 we use the difference of log market
share instead of log exports. Such specification constrains the
coefficient on world demand to one, in line with theory, and
focuses on changes in market shares. It confirms the negative
impact of the share of French MNEs on future product export
market share growth, while the presence of foreign MNEs has
no effect.® Finally, in column 4 we control for the initial market

(6) Noteworthily, the benchmark implicit in such specification corresponds to a
decline in market share that is proportionate for all products, meaning that it is
higher in percentage points for products where the presence of French MNEs
is larger; the negative estimated coefficient for the presence of French MNEs
means that underperformance associated with the presence of French MNEs is
even worse than this.
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on import growth. The point estimate means that
products with a 10 percentage points larger initial presence of French
multinationals had a 2% larger import market share growth over
2000-2018. Again, Table 3 in the Appendix underlines that the
larger import growth is
concentrated on products
with a high share of initial
presence of French MNEs.

products initially

dominated by French

Taken  together, these
results confirm that the MNEs had_a I'ar ge gr owth
presence of MNEs had on of their imports over
2000-2018

average a negative impact
on export growth at the
product level over 2000-
2018, and a positive impact on import growth.

(7) Appendix Table 3 underlines that the lower growth is concentrated on
products with a high share of initial presence of French MNEs.
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B Conclusion

Between 2000 and 2018, the trade surplus of French MNEs
declined by nearly 2 percentage points of GDP. This explains
the bulk of the deterioration of the overall French trade

Given the buildup of FDIs by French MNEs observed over the
same period, in large part in industrial sectors, these findings
do not reflect the poor global performance of French MNEs,
but rather their internationalization choices; our cross-product
analysis suggests that, on average,

balance in the period. This does not result from either
a mere composition effect, foreign takeovers or poor
initial specialization; our econometric estimates show
that, even controlling for world demand, products with a
higher presence of French MNEs exhibited lower export
growth and higher import growth, thus contributing to
the deterioration in the trade balance. This relation is
specific to French MNEs, in contrast to domestic ones

offshoring has been

a central component
of MNEs strategies,
resulting in higher
FDIs but lower exports
and higher imports

offshoring has been a central component
of their strategies, resulting in higher FDIs
but lower exports and higher imports -
lower production in France being a logical
consequence, even though our data
analysis does not extend to this dimension.
Beyond macroeconomic adjustment, the
challenge of France’s reindustrialization

and to foreign MNEs, thus pointing to their special
role, beyond factors common to all firms operating in France
(notably labor costs).
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B Appendix
B A Data

Measuring the contribution of multinationals to international trade requires matching import and export data at the firm level with data
on the ownership links of legal units operating in France. This makes it possible to track the ultimate owner of each firm and changes
in the scope of groups over time. We derive the ownership information for all firms (identified by a SIREN number) from the LiFI
database produced by INSEE. Firms that are not listed on LiF| are considered as independent firms and allocated to the domestic
firm category. The information is matched at the firm level to export and import data from customs (DGDDI).

B B. Therole of MNEs in French trade

B.1. Exports and imports

Table 2 reports the share of French MNEs, foreign MNEs and domestic firms in the numbers of exporters and importers, and the
value of exports and imports'. It shows that, while they represent the bulk of exporters and importers (82% and 78% respectively in
2018), domestic firms account for only 29% of imports and 24% of exports. By contrast, French and foreign MNEs make up around
10% of trading firms each, but account for the bulk of trade value: respectively 46% and 30% of the value of French exports and 31%
and 40% of imports in 2018.

Table 2 - Descriptive statistics on the share of each category of firms in French trade

Nbr. firms Trade value Shr. firms Shr. value
(thousands)  (bns Euros) (%) (%)
Domestic firms 2000 Imports 107.9 88.5 85.4 28.8
Exports 101.7 70.1 86.1 224
2010 Imports 101.2 1211 82.4 294
Exports 86.4 85.1 81.7 22.8
2018 Imports 98.9 148.1 77.8 28.9
Exports 104.6 110.5 81.7 23.9
Foreign MNEs 2000 Imports 94 136.2 7.5 443
Exports 8.3 96.1 7.0 30.7
2010 Imports 11.1 168.4 9.0 40.8
Exports 9.9 122.2 9.3 32.8
2018 Imports 13.5 208.0 10.6 40.5
Exports 11.0 137.9 8.6 29.8
French MNEs 2000 Imports 9.1 82.4 7.2 26.8
Exports 8.2 147.3 6.9 47.0
2010 Imports 10.5 122.9 8.5 29.8
Exports 9.5 165.7 9.0 44 4
2018 Imports 14.8 157.0 1.6 30.6
Exports 12.4 214.2 9.7 46.3

Note: The number of firms corresponds to the number of distinct legal units (SIREN codes) in the French customs data.

Sources: Authors’ calculations based on Direction générale des douanes et droits indirects and INSEE, Enquéte sur les
liaisons financieres entre sociétés.

Over time, the share of French multinationals in total export value remained stable while their share of total imports increased from
27% to 31%. Note that the increasing number of exporters and importers in the French and foreign MNEs categories over time partly
reflects the broadening of the LiFl database coverage, especially for small MNE subsidiaries, which account for a small share of
total exports.

The composition of trade by firm type differs slightly. French MNEs import more primary goods and parts and components than
foreign MNEs, which import proportionally more semi-finished goods (Figure 7) and consumer goods. For capital goods, the gap that
existed in the early 2000s has narrowed.

On the export side, French MNEs export proportionally more equipment goods and parts and components than either foreign MNEs
(exporting a larger share of semi-finished goods) and domestic firms (exporting a large share of consumer goods).

(1) Note that Table 2 reports a lower share of MNEs in total French exports than INSEE (2021), which uses export sales reported in balance sheet data from Esane
instead of customs data to measure exports at the firm level.
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Figure 7 — Trade flows by production stage, in 2018
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Sources: Authors’ calculations based on Direction générale des douanes et droits indirects and INSEE, Enquéte sur les liaisons
financiéres entre sociétés.

B.2. Different functional organization of French and foreign MNEs

The pattern of contribution to the trade balance of French vs. foreign MNEs corresponds to different functional organizations and
positioning in GVCs of their French affiliates. Indeed, when separating wholesale and retail trading firms, the negative contribution
of foreign MNEs to the trade balance vanishes (Figure 8). A large share of trade by foreign MNEs consists of wholesale imports
targeted at French consumers.

This general pattern is in line with sector-specific evidence on the automotive or pharmaceutical industry. Vacher (2019) underlines
that production in France by foreign MNEs (in particular German MNEs) in the automotive industry is limited, and that foreign MNEs
contribute to the trade balance mainly through their imports of passenger cars by affiliates in the distribution sector. In the French
pharmaceutical industry, Cayssials and Ranvier (2016) distinguish three business models: a domestic market model aimed at serving
domestic consumers sourcing from abroad, a world factory model producing in France for global markets, and a hybrid model. Of
these three models, only the second is dominated by French multinationals, the other two being dominated by foreign multinationals.

Figure 8 — Trade balance by firm category, separating wholesale firms
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Note: Wholesale firms are identified using the main sector of the MNE.

Sources: Authors’ calculations based on Direction générale des douanes et droits indirects and
INSEE, Enquéte sur les liaisons financiéres entre sociétés.
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B C. Additional estimates

Table 3 - Impact of the initial presence of MNEs on the growth of French exports over 2000-2018 at the product-
level (initial presence by high, medium, low categories)

U] ) ) ) ) (6) ™ ®)
Exports ~ Exports ~ Exports  Exports Imports Imports Imports Imports
French MNEs: 0.1 0.05 0.05 0.05 0.14¢ 0.07 0.07 0.07
Medium [0.08] [0.06] [0.06] [0.06] [0.09] [0.06] [0.06] [0.06]
French MNEs: High -0.03 -0.15° -0.18° -0.14° 0.23° 0.09 0.14° 0.14°
[0.09] [0.07] [0.07] [0.06] [0.09] [0.06] [0.06] [0.06]
Foreign MNEs: 0.30° 0.22° 0.21° 0.19° 0.11 0.02 -0.01 -0.01
Medium [0.08] [0.06] [0.06] [0.06] [0.08] [0.06] [0.06] [0.06]
Foreign MNEs: High 0.16° 0.05 0.02 0.03 0.09 -0.04 -0.05 -0.03
[0.08] [0.07] [0.06] [0.06] [0.09] [0.06] [0.06] [0.06]
World demand 0.972 119
[0.06] [0.07]
Init. mkt share -1.778 -2.26°
[0.50] [0.68]
Observations 1,623 1,623 1,623 1,623 1,622 1,622 1,622 1,622
R? 0.01 0.40 0.02 0.03 0.01 0.56 0.01 0.02

Notes: Heteroscedasticity robust standard errors in parenthesis. a, b and ¢ denote significance at the 1%, 5% and 10% level respectively. The
dependent variables are defined as the change between 2000 and 2018 in either the log of trade flows (columns 1, 2, 5 and 6) or the log of market
shares (columns 4, 5, 7 and 8), for exports and imports respectively. French MNEs: Medium (resp. High) is a dummy for products with an initial
share of French MNEs in between 15% and 41% (resp. 41-100%). World demand is the change in world trade flow for the product, excluding
French imports. Init. mkt. share is the French market share for the product in 2000.

Sources: Authors’ calculations based on Direction générale des douanes et droits indirects and INSEE, Enquéte sur les liaisons financiéres

entre sociétés.
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