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2. Main points
The current account deficit continued to widen in 2015, reaching a record high of 5.2% of nominal gross domestic
product (GDP).
The increase in the current account deficit in 2015 marks the fourth consecutive annual deterioration since 2011,
more than 80% of which is attributable to falls in net foreign direct investment (FDI) earnings.
Falling FDI credits over this period explain just under 80% of the decline in net FDI earnings, with the remainder
explained by increases in debits.
There are a number of factors that may be responsible for this recent deterioration – however, it is likely that the
performance of multinational companies and commodity prices have played a central role.
The majority of the decline in FDI credits is attributable to the largest 25 multinational companies, while the rise in
debits is more diverse.
The contrasting performance in credits and debits partly reflects the fact that UK FDI assets are exposed to
movements in global commodity prices – most notably crude oil.

3. Introduction
The UK current account has remained in deficit for over three decades. The period between 1999 and 2005 saw
the deficit narrow from 2.5% to 1.2% of nominal gross domestic product (GDP), before widening in the years
leading up to the 2008-09 economic downturn. Despite an improvement immediately following the downturn, the
current account deficit has deteriorated from 1.7% of GDP in 2011 to an annual record 5.2% in 2015, according to
the latest published estimates ( Balance of payments for the UK: Oct to Dec and annual 2015, 31 March 2016 ).
Whereas the increases in the UK current account deficit during the mid-1970s and late 1980s were largely due to
deteriorating trade balances, more recently the decline has been driven by direct investment income; this
accounts for more than 80% of the increase in the deficit since 2011. Figure 1 shows that direct investment
earnings have declined from a surplus of 3.3% of nominal GDP in 2011 to a deficit of 0.2% in 2015.
The FDI data for 2013 and 2014 presented in this paper make use of the recent FDI publication, which included
first estimates for 2014 from the annual FDI survey and revised estimates for 2013. These will be incorporated
into the next edition of Balance of Payments for the UK: Jan to March 2016, on 30 June 2016. Therefore FDI and
current account balance statistics presented in this paper for 2013 and 2014 are indicative Balance of Payments
estimates1, and will differ from those published as part of today’s Balance of Payments release . These indicative
estimates assume all other components of the current account for 2013 and 2014 will remain unchanged. Further
information on the coherence between statistics presented in the FDI publication and Balance of Payments was
published in December: Foreign Direct Investment, Coherence between Balance of Payments Quarter 3 (July to
Sept) 2015 and the FDI 2014 Bulletin .

Page 2 of 20

Figure 1: Components of the UK current account balance as a percentage of nominal GDP, 2009 to 2015

Source: Office for National Statistics
Notes:

1. FDI and current account figures for 2013 and 2014 make use of data from the recent FDI publication and
are therefore indicative estimates.

Notes for Introduction
1. Indicative Balance of Payments statistics presented in this article do not include newly revised estimates of
holding of property. Further information can be found via this link. Users are advised that these revised
estimates have no impact on FDI earnings and therefore the Current Account; however there is an impact
on FDI assets and liabilities.

4. The continued decline in direct investment earnings
UK FDI earnings have made a positive contribution to the UK current account since 1997, partly offsetting
negative contributions from the other major components. However, the positive contribution of FDI earnings has
fallen since 2011, turning negative in 2015. Figure 2 presents the UK’s net FDI earnings, along with the
underlying credits and debits. Credits refer to earnings on UK assets abroad, and debits for earnings made by a
non-resident enterprises on assets held in the UK. Between 2011 and 2015, UK net FDI earnings deteriorated by
£57.0 billion to a deficit of £3.5 billion. A decline in FDI credits over this period explains nearly 80% of the
deterioration in net FDI earnings, with the remainder explained by increases in debits.
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Figure 2: FDI credits, debits and earnings balance, 2009 to 2015

Source: Office for National Statistics

The decline in net FDI earnings between 2014 and 2015 marks the fourth consecutive annual decline since 2011,
continuing a broadly similar rate. Figure 3 shows the consistent decline of UK credits continued on a quarterly
basis throughout 2015 – reaching £11 billion in Q4. Despite a decline in UK debits throughout Q2 and Q3, a
recovery in Q4 coupled with falling FDI credits resulted in a negative FDI balance of £5 billion in Q4; a record low
for UK net FDI earnings.

Figure 3: FDI credits, debits and earnings balance, Q1 2015 to Q4 2015

Source: Office for National Statistics
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Changes in FDI earnings can reflect a change in the rate of return, a change in the stock of investment, or a
combination of the two. As highlighted in previous analysis, the decline in FDI credits since 2011 has been
entirely driven by a fall in the rate of return UK investors achieved on their overseas investments. In contrast,
increases in FDI debits have been due to increased investment – potentially due to the more resilient rates of
return achieved in the UK.
Figure 4 presents the rates of return of UK FDI assets and liabilities alongside the value of the stocks of
investment. The value of FDI assets are relatively stable compared with liabilities between 2011 and 2015,
increasing from £1,297.1 billion to £1,376.6 billion. Although the value of FDI assets has been stable, the rate of
return has not; following a continuing downward trend from 8.1% in 2011 to 4.3% in 2015.

Figure 4: FDI positions and rates of return, 2009 to 2015

In contrast to assets, FDI liabilities experienced a notable increase from £986.5 billion to £1,322.1 billion between
2011 and 2015. The rise in liabilities does, however, appear to have softened in the most recent period, with the
value in 2015 declining by £18.5 billion compared with 2014 – the first annual decline recorded since 2009.
The rate of return achieved on liabilities is more resilient than assets, falling from 5.2% in 2011 to 4.8% in 2015.
The stark difference in performance between the rates of return of assets and liabilities, in conjunction with
increased investment into the UK, explains the deterioration in the net FDI earnings.

5. Performance of the largest FDI investments
As highlighted in previous analysis by ONS , a small number of the largest multinational companies account for a
large proportion of FDI earnings, and their performance has been a key factor in the deterioration of the UK
current account. Figure 5 presents the proportion of FDI assets and liabilities accounted for by the largest 25
multinational companies 1 and the remainder. The size of the company is defined by the net book value of its FDI
assets. The top 25 are selected in each year for assets and liabilities independently, therefore the composition of
multinational companies can change; although it should be noted that they are largely consistent over the period.
The largest 25 multinational companies account for just over half of UK direct investment abroad, but only a third
of direct investment into the UK. Therefore UK assets are more dependent upon the performance of large
multinational companies than liabilities.
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Figure 5: Proportion of UK assets and liabilities accounted for by the largest 25 multinational companies
and the remainder, 2015

Figure 6 presents the UK credits and debits from the largest 25 multinational companies and the remainder.
Credits from the 25 largest multinational companies undertaking FDI investment abroad has fallen from a peak of
£58 billion in 2011 to £24 billion in 2015. Credits from the remaining multinational companies have also fallen but
to a lesser extent, from £47 billion to £35 billion over the same period. The role of the largest 25 multinational
companies investing in the UK is less notable, accounting for only £11 billion of UK debits in 2011, which then
increased to £13 billion in 2015. The contribution of the remaining multinational companies is much larger,
increasing from £40 billion to £50 billion over the same period.

Figure 6: UK credits and debits accounted for by the largest 25 multinational companies and the
remainder, 2011 to 2015

Source: Office for National Statistics
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The importance of the largest 25 multinationals companies for UK FDI assets continued throughout 2015 – their
contribution to UK credits fell from £10.4 billion in Q1 to £3.5 billion in Q4, as shown in Figure 7. In contrast, the
contribution of the remaining multinational companies was broadly stable between Q1 and Q4, despite a stronger
Q2 and Q3. Despite the largest 25 multinational companies investing in the UK impacting negatively on UK
credits, the impact is considerably smaller for UK debits, which fell from £4.2 billion in Q1 2015 to £2.6 billion in
Q4 2015.

Figure 7: UK credits and debits accounted for by the largest 25 multinational companies and the
remainder, Q1 2015 to Q4 2015

Source: Office for National Statistics
Notes:

1. Seasonal adjustments are applied evenly across all firm sizes

Notes for the Performance of the largest FDI investments
1. The top 25 excluding banks, bank holding companies and property companies

6. The impact of commodity prices on FDI
One explanation of the contrast in performance between UK FDI credits and debits is the industrial composition of
assets and liabilities. Figure 8 presents total FDI earnings by the industry they are produced in 1, and highlights
some notable differences. On the assets side, the proportion of credits accounted for by the mining & quarrying
industries2 has averaged around 22.9% between 2009 and 2014, before falling to 7.4% in 2015. In contrast, the
proportion of debits accounted for by mining & quarrying is more than half that of credits, averaging 10.7%
between 2009 and 2014, before falling to 3.4% in 2015.
The asymmetric industrial composition of assets and liabilities may help explain why the performance of credits
has been weaker than debits since 2011. The impact of economic events, such as a decline in commodity prices,
will differ depending on the industry in question.
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A further distinction between FDI assets and liabilities is the proportion of debits that is accounted for by the
services industries; services have accounted for approximately 62.6% of debits on average between 2009 and
2015, compared to 38.3% for credits.

Figure 8: Industrial composition of UK FDI earnings, 2009 to 2015

Figure 9 presents the Commodity Fuel Index 3, produced by the International Monetary Fund (IMF), which collates
information on a range of commodity prices, most notably crude oil. Commodity prices remained broadly stable
between 2011 and 2013, before declining in 2014 and 2015.

Figure 9: World commodities fuel prices index, 2011=100, 2009 to 2015

Source: International Monetary Fund
Notes:

1. Commodity Fuel (energy) Index includes Crude oil (petroleum), Natural Gas, and Coal Price Indices,
simple annual average.
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Traditionally the amount the UK has generated from its overseas mining & quarrying assets has far exceeded the
amount overseas investors earned from their UK based mining & quarrying investments. During their peak in
2011, FDI credits from mining & quarrying reached £24.9 billion, almost four times the amount of debits. This can
be attributed to both a larger UK-owned market abroad and a higher rate of return received from high yielding
assets, as the largest and most easily accessible natural resources are based outside of the UK.
A larger value of assets compared with liabilities makes UK FDI credits more exposed than debits to movements
in global oil prices; UK FDI credits are likely to benefit when commodity fuel prices increase, and be adversely
affected when they fall. This is evident in the recent fall in oil prices, especially between 2013 and 2015, when a
48.1% fall in commodity fuel prices coincided with UK FDI credits within the industry falling 75.3%.
UK FDI credits from the mining & quarrying industries have experienced a notable decline between 2011 and
2015, falling by more than 80% to £4.5 billion over the period. The decline in credits over this period is almost
fully explained by a fall in the rate of return, from a peak of 10.7% in 2011 to 1.9% in 2015. In contrast, the stock
of assets held within the industry has remained relatively stable, falling slightly from £231.9 billion to £230.8 billion
between 2011 and 2015.

Figure 10: Stock of mining & quarrying assets & liabilities and rates of return, 2009 to 2015

FDI debits from mining & quarrying industries also fell between 2011 and 2015; however, their decline was
notably smaller than credits in both absolute and percentage terms, falling by £4.1 billion (-65.1%) over the
period, compared with the £20.4 billion fall in credits (-81.9%).
As already discussed, the smaller decline in absolute terms is due to the UK owning a larger stock of FDI assets
in mining & quarrying compared with the stock of investment overseas investors own in the UK, therefore making
the UK more exposed to changing commodity prices. However, the smaller change in percentage terms is likely
to reflect two factors. First, although there is some evidence that rates of return have followed a broadly
downward trend between 2011 and 2015, the fall was from a lower starting place, 6.5% compared with 10.7%.
This reflects that the UK’s overseas assets within this industry have yielded better returns than liabilities. Second,
the rate of return generated by mining & quarrying liabilities has been lower and more volatile compared to
assets. This is potentially due to the more challenging nature of North Sea oil extraction; mining & quarrying
production in the UK has followed a broadly downward trend in output since 1997.
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Movements in commodity prices can have varying degrees of impact depending on the industry. For example, the
earnings of producers of raw and refined oil are likely to be negatively affected by a fall in prices, as earnings in
such industries rely on the unit sale price of their products. In contrast, industries that consume a large amount of
raw and refined product as part of the production process may benefit from lower input costs and, all else being
equal, potentially higher profit margins. However, it should be noted that a range of other factors, such as
competitiveness and global demand, can also impact profitability. Figures 11 and 12 decompose UK assets and
liabilities into four ‘oil intensity’ categories: producers of raw and refined oil, and low oil intensity, medium oil
intensity and high oil intensity industries. It is reasonable to assume that a fall in oil prices may negatively impact
the earnings of the first category, but benefit the latter two 4.
The production of raw and refined oil products accounted for 16.7% of UK assets on average over the period
compared with 11.2% of UK liabilities. Therefore a larger proportion of UK assets are likely to be negatively
exposed to the fall in oil prices that occurred from late 2014 onwards. In contrast, medium and high oil intensity
industries made up a smaller proportion of UK assets (46.8%) compared with UK liabilities (57.2%) – these
industries are likely to benefit from a fall in oil prices as such a change may result in lower input costs and
therefore increased profitability.
The larger proportion of UK assets accounted for by raw & refined oil producers makes UK investors abroad
more likely to be adversely affected by a fall in oil prices. In contrast, a larger proportion of UK liabilities
accounted for by medium and high oil intensity industries makes overseas investors more likely to benefit from a
fall in oil prices. Therefore, the UK’s overall FDI earnings balance is likely to be adversely affected by a fall in oil
prices.

Figure 11: Composition of FDI assets by SIC oil intensity, percentage of total, 2009 to 2015

Source: Office for National Statistics

Page 10 of 20

Figure 12: Composition of FDI liabilities by SIC oil intensity, percentage of total, 2009 to 2015

Source: Office for National Statistics

To further examine the impact of falling global commodity prices, Figure 13 and Figure 14 present the percentage
change of an FDI weighted commodity price index 5, alongside the percentage change of UK credits and debits
generated from industries that produce either raw or basic materials 6, plus the percentage change of total FDI
credits & debits. As expected, the relationship between the commodity price index and credits & debits generated
from raw and basic materials producers is stronger than its relationship with total FDI credits & debits. However,
when focusing on FDI earnings from this particular industry subset, the relationship is stronger for UK credits.
Both follow a downward trend, similar to the associated price indices, although the relationship is considerably
stronger for UK investment abroad.
The contrast in the relationship between UK FDI credits and debits with world commodity prices is likely to reflect
that UK assets comprise a larger proportion of high yielding producers of raw and basic materials compared with
UK liabilities.
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Figure 13: Percentage change in total UK credits, selected commodity based UK credits, and
commodities prices index, 2010 to 2015

Source: Office for National Statistics

Figure 14: Percentage change in total UK debits, selected commodity based UK debits and commodities
prices index, 2010 to 2015

Source: Office for National Statistics

Notes for The impact of commodity prices on FDI
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1. Industry groupings used in this section are provided in Table 1 in the annex.
2. Mining & Quarry refers to section B according to Standard Industrial Classification (SIC) 2007
3. Commodity Fuel (energy) Index includes Crude oil (petroleum), Natural Gas, and Coal Price Indices,
simple annual average.
4. The oil intensity of an industry is defined by the percentage of crude petroleum, natural gas, metal ores,
coke and refined petroleum products in total industry intermediate consumption (2015 Input-output supply
and use tables).
5. This has been calculated using the weighted shares of assets/liabilities for industries in which appropriate
commodity prices are available (further detail of the SIC and price indices used can be found in the annex).
6. See Tables 2 and 3 in annex for a list of industries and their corresponding commodity price index.
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7. Annex
Table 1: Broad industrial groupings
Grouping

Section

Mining & Quarrying

B

Production &
construction

C, D, E, F

Services

G, H, I, J, K, L, N, O, P, Q, R, S, T, U

Other

A and property, public corporation and bank holding
companies

Source: Office for National Statistics
Table 2: IMF Commodity Price data
2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
Energy
Non-energy

74.7 84.7 93.3 129.1 79.7 100 128.7 127.6 127.4 118.3 64.9
61 75.3 89.8 105.8 83.3 100 119.8 109.5 101.7

97 82.4

Agriculture

61.5

68 81.1 102.2 89.3 100 121.6 114.5 106.3 102.7 89.3

Beverages

55.4 59.4 68.7 83.7 86.1 100 116 92.6 83.3 101.8 93.5

Food

61.7 67.2 83.7 111.1 92.7 100 122.5 124.5 115.6 107.4 90.8

Oils & Meals

54.9 56.6 85.2 113.8 90.5 100 120.5 126.1 115.9 109 85.2

Grains

58.8

Other Food

73.3 78.5 76.7 89.9 89.9 100 111.1 107.1 103.9 108.4 100.3

Raw Materials

64.2 74.5 81.3

Timber

76.7 87.8 95.3 104.9 96.8 100 117.3 109.1 102.6 104.9 96.1

Other Raw Mat.

50.6 59.9 65.9 73.8 67.5 100 127.2 92.8 87.6 77.8 69.2

Fertilizers

58.2

Metals & Minerals

60.1 91.9 108.1 102.2 68.4 100 113.5 96.1 90.8 84.8 66.9

Base Metals (ex. iron
ore)

63.7 102.2 113.7 101.1 71.6 100 113.1

Precious Metals

36.9 51.6 59.5 72.7

70

89 130.7 98.9 100 138.2 141.3 128.2 103.9 88.6

90 82.8 100 122 101.3 95.4 91.9 83.2

60 85.4 202.4 105.3 100 142.6 137.6 113.7 100.5 95.4

98 90.3

89 73.6

78 100 136.3 138.5 115.1 101.1 90.6

Source: Office for National Statistics
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Table 3: SIC price index relations
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SECTION Section Name

A

B

C

Division Devision Name

Price
Index
Used

1

Crop and animal production,
hunting and related service
activities

Agriculture

2

Forestry and logging

Agriculture

3

Fishing and aquaculture

Agriculture

5

Mining of coal and lignite

Energy

6

Extraction of crude petroleum
and natural gas

Energy

7

Mining of metal ores

Metals &
Minerals

8

Other mining and quarrying

Metals &
Minerals

9

Mining support service activities

Metals &
Minerals

10

Manufacture of food products

Food

11

Manufacture of beverages

Beverages

12

Manufacture of tobacco products Nonenergy

13

Manufacture of textiles

Other
Raw Mat.

14

Manufacture of wearing apparel

Other
Raw Mat.

15

Manufacture of leather and
related products

Other
Raw Mat.

16

Manufacture of wood and of
products of wood and cork,
except furniture; manufacture of
articles of straw and plaiting
materials

Timber

17

Manufacture of paper and paper Timber
products

18

Printing and reproduction of
recorded media

19

Manufacture of coke and refined Energy
petroleum products

20

Manufacture of chemicals and
chemical products

Nonenergy

21

Manufacture of basic
pharmaceutical products and
pharmaceutical preparations

Nonenergy

22

Manufacture of rubber and
plastic products

Metals &
Minerals

AGRICULTURE, FORESTRY AND FISHING

MINING AND QUARRYING

MANUFACTURING

Not used
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D

E

F

G

23

Manufacture of other nonmetallic mineral products

Metals &
Minerals

24

Manufacture of basic metals

Base
Metals
(ex. iron
ore)

25

Manufacture of fabricated metal
products, except machinery and
equipment

Metals &
Minerals

26

Manufacture of computer,
electronic and optical products

Nonenergy

27

Manufacture of electrical
equipment

Nonenergy

28

Manufacture of machinery and
equipment n.e.c.

Nonenergy

29

Manufacture of motor vehicles,
trailers and semi-trailers

Nonenergy

30

Manufacture of other transport
equipment

Nonenergy

31

Manufacture of furniture

Nonenergy

32

Other manufacturing

Nonenergy

33

Repair and installation of
machinery and equipment

Nonenergy

35

Electricity, gas, steam and air
conditioning supply

Energy

36

Water collection, treatment and
supply

Not used

37

Sewerage

Not used

38

Waste collection, treatment and
disposal activities; materials
recovery

Not used

39

Remediation activities and other
waste management services.

Not used

41

Construction of buildings

Not used

42

Civil engineering

Not used

43

Specialised construction activities Not used

45

Wholesale and retail trade and
repair of motor vehicles and
motorcycles

46

Wholesale trade, except of motor Not used
vehicles and motorcycles

ELECTRICITY, GAS, STEAM AND AIR
CONDITIONING SUPPLY

WATER SUPPLY; SEWERAGE, WASTE
MANAGEMENT AND REMEDIATION
ACTIVITIES

CONSTRUCTION

WHOLESALE AND RETAIL TRADE; REPAIR
OF MOTOR VEHICLES AND MOTORCYCLES
Not used
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H

I

J

K

L

M

47

Retail trade, except of motor
vehicles and motorcycles

Not used

49

Land transport and transport via
pipelines

Not used

50

Water transport

Not used

51

Air transport

Not used

52

Warehousing and support
activities for transportation

Not used

53

Postal and courier activities

Not used

55

Accommodation

Food

56

Food and beverage service
activities

Food

58

Publishing activities

Not used

59

Motion picture, video and
Not used
television programme production,
sound recording and music
publishing activities

60

Programming and broadcasting
activities

Not used

61

Telecommunications

Not used

62

Computer programming,
Not used
consultancy and related activities

63

Information service activities

Not used

64

Financial service activities,
except insurance and pension
funding

Not used

65

Insurance, reinsurance and
pension funding, except
compulsory social security

Not used

66

Activities auxiliary to financial
Not used
services and insurance activities

68

Real estate activities

Not used

69

Legal and accounting activities

Not used

70

Activities of head offices;
management consultancy
activities

Not used

71

Architectural and engineering
activities; technical testing and
analysis

Not used

72

Scientific research and
development

Not used

TRANSPORTATION AND STORAGE

ACCOMMODATION AND FOOD SERVICE
ACTIVITIES

INFORMATION AND COMMUNICATION

FINANCIAL AND INSURANCE ACTIVITIES

REAL ESTATE ACTIVITIES

PROFESSIONAL, SCIENTIFIC AND
TECHNICAL ACTIVITIES
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N

O

P

Q

R

S

T

73

Advertising and market research Not used

74

Other professional, scientific and Not used
technical activities

75

Veterinary activities

Not used

77

Rental and leasing activities

Not used

78

Employment activities

Not used

79

Travel agency, tour operator and Not used
other reservation service and
related activities

80

Security and investigation
activities

Not used

81

Services to buildings and
landscape activities

Not used

82

Office administrative, office
support and other business
support activities

Not used

84

Public administration and
defence; compulsory social
security

Not used

85

Education

Not used

86

Human health activities

Not used

87

Residential care activities

Not used

88

Social work activities without
accommodation

Not used

90

Creative, arts and entertainment
activities

Not used

91

Libraries, archives, museums
and other cultural activities

Not used

92

Gambling and betting activities

Not used

93

Sports activities and amusement Not used
and recreation activities

94

Activities of membership
organisations

Not used

95

Repair of computers and
personal and household goods

Not used

96

Other personal service activities

Not used

ADMINISTRATIVE AND SUPPORT SERVICE
ACTIVITIES

PUBLIC ADMINISTRATION AND DEFENCE;
COMPULSORY SOCIAL SECURITY

EDUCATION

HUMAN HEALTH AND SOCIAL WORK
ACTIVITIES

ARTS, ENTERTAINMENT AND RECREATION

OTHER SERVICE ACTIVITIES

ACTIVITIES OF HOUSEHOLDS AS
EMPLOYERS; UNDIFFERENTIATED GOODSAND SERVICES-PRODUCING ACTIVITIES OF
HOUSEHOLDS FOR OWN USE
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U

97

Activities of households as
Not used
employers of domestic personnel

98

Undifferentiated goods- and
services-producing activities of
private households for own use

Not used

99

Activities of extraterritorial
organisations and bodies

Not used

ACTIVITIES OF EXTRATERRITORIAL
ORGANISATIONS AND BODIES

Source: Office for National Statistics
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