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Foreword

This report, devoted to France’s foreign direct investment policy, is based
on the examination carried out in June 1995 by an OECD Working Group
comprising representatives of the Committee on Capital Movements and Invisi--
ble Transactions (CMIT) and the Committee on International Investment and
Multinational Enterprises (CIME). The task of these committees, whose members
are officials from Ministries of Finance, Foreign Affairs, Trade and Industry and
central banks, is to promote free and non-discriminatory investment policies
through the OECD’s Code of Liberalisation of Capital Movements and National
Treatment Instrument. ' »

This report was examined and adopted by both Committes and released for
general distribution by the OECD Council on 24 April 1996. The factual data had
been updated through February. 1996.
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Introduction

With the coming of globalisation and European integration, France’s econ-
omy has been undergoing a process of profound structural change for approxi-
'mately the past 15 years. As in other European countries, this process has largely
been propelled by financial deregulation, which has led to the lifting of exchange
controls, the elimination of credit restrictions and the liberalisation of capital
movements and direct investment. These reforms have proved to be powerful
instruments of the globalisation of the French economy. The role of the State has
also changed during this period. In recent years, the government has sought -in
particular to create favourable macroeconomic conditions and to encourage and
assist enterprises in adapting to international competition.

The surge in both inward and outward direct investment flows starting in
1984-1985 was a clear sign of the changes that had taken place. With regard to
inflows, France attracted an important share of the foreign investment that poured
into Europe to take advantage of the single market. As regards outflows, French
enterprises, especially the major French industrial and financial groups, took
advantage of the lifting of exchange controls to establish themselves on European
and US markets by purchasing enterprises. These trends slackened somewhat in
the early 1990s, but in 1994 France was still the third-ranking country in the
OECD area in terms of inward FDI, and ranked sixth in outward FDI. The level
of foreign holdings is one of the highest in OECD countries.

For many years foreign investors have had to deal with numerous regula-
tions and requirements, stemming both from specific legislation or regulations or
more general regulatory provisions. As international competition intensified, FDI
regulations were gradually relaxed and simplified, first within the framework of
the Single Market and then the European Economic Area (EEA) and finally more
progressively for investors from other countries, who were allowed to create
enterprises before they could acquire them. Today, prior authorisation is required
only for investments that pose a threat to law and order and public safety.



Statutory restrictions now apply only to air and maritime transport and certain
activities and sectors relevant to national security. Non-EEA investors’ access to
some sectors may be subject to reciprocity considerations. This situation is in
sharp contrast to the regulations prevailing in the early 1980s.

The involvement of public enterprises in the competitive sector and the
existence of public monopolies in the telecommunications, transport and energy
sectors have been a long-standing feature of the French economy. This situation
is changing with the vast privatisation programme now under way and the
implementation of Community directives on the deregulation and demonopolis-
“ing of network services. Fourteen industrial, banking and financial groups (with
combined turnover of FF 125 billion and 500 000 employees) were privatised in
1986-1988 and 5 other groups (with a combined turnover of FF 109 billicn and
426 000 employees) nave been privatised since 1993. The telecommunications
sector should be entirely deregulated by 1998. These developments will ulti-
matelv transform the industrial fabric of France, although it is still too early to
predict the full impact they will have, particularly on FDL

This report is devoted to the regulations governing foreign direct investment
‘in France. In Chapter 1, recent FDI trends in the French economy will be
analysed. Chapter 2 will examine changes in French: direct investment policy
during recent years and the impediments or horizontal or sectoral factors that can
still affect capital inflows. Chapter 3 will evaluate the impact the rationalisation
of the State’s role in the economy may have had on foreign direct investment. In
Chapter 4, corporate private practices which can have a crucial influence on the
conditions of access to French markets will be discussed. Chapter 5 will present
the study’s conclusions. Annex 1 presents France’s current position vis-a-vis item
" I/A of the Capital Movement’s Code (inward direct investment) and its excep-
tions and ‘‘transparency items’’ under the National Treatment Instrument.
Annex 2 provides a list of Monopolies and Concessions. Annex 3 presents
statistics on France’s foreign direct investment and Annex 4 provides statistics on
FDI in the OECD area.




Chapter 1

Foreign direct investment in France

A. Statistical data and methods

Statistics on flows of foreign direct investment in France (inward FDI) and
French direct investment abroad (outward FDI) are compiled by the Banque de
France and are included in balance of payment statistics.! Based on the concept
of control or influence over the management of the enterprises in which the
investments are made, these data must meet either of the following criteria:

— a shareholding interest of 10 per cent or more? in a legally independent
unit (for example, a subsidiary) or the ownership of a branch office doing
business in a country in which the investor does not reside;

— the granting of a loan or a short-term or long-term advance by a parent
company to a subsidiary (loans by subsidiaries to parent companies are
not deducted from this amount).

We should point out that this definition does not take into account reinvested
earnings.’ Nevertheless, in order to meet IMF and OECD recommendations, the -
Treasury Directorate of the Ministry of Economic and Financial Affairs and the
Balance of Payments Directorate (Banque de France} are currently jointly devel-
oping a new evaluation method that will take account of the necessity to include
reinvested profits, which should be published quarterly in the near future. The
French authorities believe that direct investment figures will rise once reinvested
earnings are taken into account.

Statistics on stocks are collected by means of surveys which are published
yearly in the Bulletin Trimestriel de la Banque de France. Inward investment
stocks, which were publlshed for the first time in 1992, have been coliected since
1989. They are based on data on shareholding interests of 10 per cent or more
and on long-term loans or advances, and are calculated in book values (unlike



flows, which are estimated in current value). The values of stocks can be subject
to statistical discrepancies because of exchange rate variations between flows and
stocks, and also appear to be underestimated. '

The country classification of balance of payments statistics is by country of
residence of the foreign creditor or debtor. For example, when an outward
investment was channelled through-a holding company which is itself a foreign
subsidiary of a French company, the whole investment will be allocated to the
intervening subsidiary and will thus not appear in the French balance of
payments. ' '

In order to determine the country of residence of the ultimate beneficial
owner of the investment, the Treasury unit responsible for tracking FDI registers
the transactions of which it is notified (see Chapter 2 on the reguiation of FDI).
These data, which are published annually in the Notes bleues of the Ministry of
Economic ‘and Financial Affairs, are an additional tool for -analysing the geo-
graphical origin of investment flows. We should point out, however, that these
statistics are not directly comparable with balance of payment statistics. In
addition to the fact that these data only cover transactions subject to regulation
and not FDI as a whole, they are based on planned investments rather than
investments actually made. Furthermore, they are raw data and do not take
disinvestment into account.

The industry data on inward FDI relate to the activities of affiliates, while
the industrial classification of outward flows concerns the business of the invest-
ing enterprise. The collected data are based on notifications from banks regarding
payments and statistical data previded by enterprises which directly declare their
transactions abroad. - |

The impact of inward FDI on employment and on the various industrial
sectors is estimated through the surveys of the Service of Industrial Statistics
(SESSI) of the Ministry of Industry, while data on the number of workers
employed by the foreign subsidiaries of French enterprises are collected by the
Directorate for Foreign Economic Relations (DREE).

Lastly, various bodies, particularly the Invest in France Network and the
Delegation for International Investment of the Ministry of Economic Affairs,
Finance and the Budget co-operate closely in promoting inward FDI with the
Delegation for Land Use and Regional Initiatives (DATAR), which is responsi-
ble for the various investment assistance programmes (see Chapter 2, Section C).
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B. Foreign direct investment trends

Since the second half of the 1980s, inward and outward investment flows
have expanded very substantially. This growth contrasts with the modest scale of
investments. Inward FDI averaged $1.942 billion per year between 1973 and
1983, as compared with $7.930 billion between 1984 and 1994; yearly outward
FDI averaged $2.044 billion between 1973 and 1983 and $12.599 between 1984
and 1994.

Beginning in the second half of the 19808, France became considerably
more attractive to foreign investors. At the same time, French enterprises began .
to make major investments in order to establish themselves abroad. Despite a
slowdown in direct investment flows in the early 1990s, France remains a major
player. In 1994 it was the third largest recipient of FDI in the OECD area, and the
sixth largest investor. Stocks of investments held in France by foreign-controlled
enterprises amounted to over FF 600 billion in 1993, and French enterprises had
invested some FF 830 billion abroad. »

The proportion of employment in comparies controlled by foreign investors
is higher than in Germany, the United States or Japan. Foreign penetration is
especially important in small and medxum sized enterpnses located in northern
and eastern France.

i) Foreign direct investment in France

The rapid increase in inward FDI in the second half of the 1980s was part of
a world-wide direct investment trend, which was also stimulated in Europe by the
construction of the Single Marke’.* France became much more attractive to
foreign investors because of the policy of increasing openness which begun in
- 1983. Also, growing demand and the significant drop in inflation and inierest
rates led to a sharp improvement in the investment climate. Despite the turndown
in the world economy from 1990, inward FDI continued to grow at an annual
average rate of 14 per cent between 1990 and 1992 (compared with 33 per cent
between 1984 and 1990). However, this trend was reversed in 1993 and 1994,
even though inward FDI was beginning to recover in the OECD area (+18 per
cent in 1993 and 1994).3

France is one of the main host countries for inward FDI Its share of overall
FDI inflows in the OECD area rose from 4 per cent between 1985 and 1990 to
nearly 13 per cent between 1991 and 1993 (while the share of France's GDP in
~ total OECD GDP fell from 6.8 to 5.9 per cent over the same period). In 1992,

11
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France even ranked as the second recipient country with 17 per cent, after the
United Kingdom with 19 per cent, of the overall inflows in the OECD area. With -
the slowdown of inward FDI in 1994, it moved back into third position, as in
1991, behind the United States and the United Kingdom (Chart 2 and Annex 4,
Table 1).

Between 1986 and 1994, 96 per cent of FDI in France originated in OECD
countries (Annex 3, Table 1). During this period, European enterprises were the
major investors, accounting for nearly 80 per cent of inward FDI. EU countries,’
which accounted for 65 per cent of inflows between 1986 and 1994 (as compared -
with 51 per cent between 1981 and 1985), held nearly 60 per cent of inward
investment stocks in 1993. The contribution of the other European countries was
lower (15 per cent of inward FDI between 1986 and 1994; 14 per cent of stocks
in 1993). As Table | in Annex 3 shows, investment from the United States and
Canada is decreasing (12 per cent of inflows between 1986 and 1993 as com-
pared with 20 per cent between 1980 and 1985; 19 per cent of stocks in 1993).
Direct investment from other OECD countries, consisting almost exclusively of
one-off transactions’ by Japanese enterprises (3 per cent of stocks in 1993),
remained marginal (5 per cent of inward flows between 1986 and 1994). In all,
five OECD countries held nearly 70 per cent of inward stocks in 1993: the
Netherlands (19 per cent), the United States (19 per cent®), the United Kingdom
(13 per cent), Germany (10 per cent), and Switzerland (9.5 per cent). If the assets
“of Belgium, Luxembourg, Italy and Sweden are added to these figures, nearly
90 per cent of stocks are accounted for (see Annex 3, Table 2). |

Foreign enterprises mainly invested in the service sector between 1986 and
1994 (68 per cent of inward FDI and more than 60 per cent of stocks in 1993),
especially in banking, financial and insurance services (27 per cent of inward FDI
from 1986 to 1994 — see Annex 3, Tables 5 and 6). Since 1991, holding
companies,’ classified under a ‘‘specific’’ heading, have represented a growing
share of inward FDI. They accounted for 18 per cent of inflows between 1991
and 1993 and for the largest share of stocks (28 per cent) in 1993, exceeding that
of banking and financial services and insurance companies (21 per cent). At the
same time, inward FDI in industry dropped from 31 per cent between 1980 and
1985 to 28 per cent between 1986 and 1994 (35 per cent of stocks in 1993). The
industrial sectors (Chart 4) that have primarily attracted foreign investment
between 1986 and 1994 are food, beverages and tobacco (7 per cent), chemicals
and pharmaceuticals (4 per cent), electrical and electronic equipment (4 per cent)
and transport (3 per cent). o

14



Chart 3. Geographical distribution of foreign direct investment into France -
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Chart 4. Sectoral distribution of foreign direct investment into France
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In all, over 2 million people were employed by foreign-owned enterprises in
France in 1994.'° The ratio of jobs created or maintained by foreign-owned firms
is therefore comparable with that in the United Kingdom, but is much higher than
in Germany, the United States or Japan.'' Foreign-controlled manufacturing -
enterprise employed nearly 800 000 workers in 1994 and are, despite recent
sectoral trends, still the most international companies.!> The concentration was
particularly high in the computer, pharmaceutical and basic chemicals sectors
(where foreign subsidiaries’ share in industrial employment is over 45 per cent).

Foreign-owned enterprises play a positive role in the French economy. Their
productivity, profitability and technological levels are considerably higher than
the average French firm’s,'? which means that they contribute to the transfer of
technology,'* higher productlvxty and the modernisation of managerial and tech-
nical capabilities, and help restore- a favourable trade balance.'

From a geographlcal standpoint, foreign-controlled enterpnses tend to be
located in certain industrial areas of France. In addition to the region of Paris and
lle-de-France (15 per cent), they are also concentrated in three border regions:
Alsace-Lorraine (14.5 per cent), Nord-Pas-de-Calais and Picardy (13.5 per cent)
and Rhone-Alpes (11.6 per cent). Lorraine, for example, which was badly hit by
the steel and coal crisis, was revitalised by the mﬂux of foreign capital into the
- automobile and electronics sectors.' :

Foreign investors employ on average 270 employees. More than half have
opted for greenfield plants when setting up in France. Mergers and acquisitions,
which accounted for approximately .40 per cent of inward FDL' developed
primarily in the later 1980s following the recovery of the French stock market.'®

In all, inward FDI's share of GDP was approximately 0.4 per cent until
1986, and began to increase as of 1987, bringing the French FDI/GDP ratio into a
median position with respect to its main partners (Annex 4, Table 2). The
indicator for inward FDI in relation to gross fixed investment also followed an
upward trend. The rapid growth observed in the late 1980s and early 1990s was
the result of increased FDI inflows (Table 1). It should be kept in mind, however,
that gross fixed investment began to drop in 1991, and that French productive
investment fell to a near record low in 1993. »

ii) French direct investment abroad

- French direct investment abroad, which until 1985 had followed a similar
trend to foreign investment in France, grew twice as fast as inward FDI between

17



1986 and 1990. Although it was facilitated by the liberalisation of exchange
controls and the improved financial situation of enterprises, the increased invest-
ment abroad was primarily a reflection of the fact that France lagged behind its
competitors in terms of the globalisation of its economy. With the subsequent
slowdown in growth of the French and world-wide economy, this globalisation
process also slackened. Nevertheless, France remains one of the main investors
in the OECD area, down from third posmon in 1992 o sixth in 1993 (Annex 4,
Table 3). '

'The increased FDI outflows had a significant impact on outward investment
stocks. In 1993, these amounted to FF 833.8 billion, which was substantially
higher than inward investment stocks (FF 608.4 billion in 1993). With 8 pef cent
of the OECD area’s outward investment stocks, French enterprises were the
fourth largest investor world-wide after the United States (29 per cent), Japan
(15 per cent) and the United Kingdom (15 per cent) in 1992.

A distinctive feature of French direct investment abroad is that the bulk of it
" has been made by only a small number of companies. It has been estimated that
of the 2 243 enterprises that made direct investments abroad in 1992, the first ten
alone controlled a quarter of the investments and half of the stocks were held by
the first thirty-one enterprises.'9 |

French investments abroad are concentrated in the OECD area (84 per cent
of FDI outflows between 1986 and 1994; 90 per cent of stocks of known origin in
1993) (Annex 3, Tables 3 and 4). Initially, the bulk of investment went to the
United States (between 1980 and 1987, over FF 62 billion, compared with
FF 45 billion in EU countries). From 1988, however, French investments were
increasingly directed towards EU countries, which received 61 per cent of out-
ward FDI between 1986 and 1994. During the same period, non-EU European
countries received nearly 5 per cent of outward FDI and the United States 22 per
cent. At the end of 1993, 61 per cent of stocks were concentrated in European
countries, with 55 per cent in EU countries. As Chart 5 shows, the main countries
targeted at the end of 1993 were the Netherlands (17 per cent), the United States
(18 per cent), followed by Belgium and Luxembourg (10 per cent), the United
- Kingdom (9 per cent), Germany (6 per-cent) and Spain (5 per cent). Although
still only marginal, French direct investment in non-OECD countries increased
between 1991 and 1993 — a time when French direct investment in OECD
- countries was declining — by nearly 10 per cent (24 per cent in 1993 alone).

In line with the world-wide trend, the sectoral distribution of outward FDI
has been increasingly oriented towards the service sector (Annex 3, Tables 7

1 8 ‘ ’ .



Chart 5. Geographical distribution of direct investment abroad
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Chart 6. Sectoral distribution of direct investment abroad
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and §; Chart 6), which accounted for more than 57 per cent of outward FDI
between 1991 and 1994, compared with approximately 50 per cent between 1983
and 1990. This is partly a result of the priority that banks, financial institutions
and insurance companies have given to establishing European networks.?® There
has also been an expansion of holding companies, especially in the Benelux.
countries, where there are special tax provisions. In the secondary sector, whose
share of outward FDI dropped to 34 per cent between 1991 and 1994 (compared
with over 40 per‘cent between 1986 and 1990), the main recipients of inward
‘direct investment were the electrical and electronic equipment industry, the food,
beverage and tobacco industry and the chemical industry. Investment in the
primary sector, which has declined considerably over the past ten years,
accounted for only 7 per cent of outward investment in 1986-1994 (compared
with 28 per cent in 1980-1985).

As for the investment strategy of French enterprises, it would appear that
their international expansion was conducted primarily via mergers and acquisi-
tions. It is estimated that between 1988 and 1992, as much as 75 per cent of
French direct investment abroad consisted of mergers and acquisitions.>'

The DREE estimated that foreign subsidiaries of French enterprises
employed some 2.4 million workers in 1993. In four years, the number of
workers employed by them has increased by nearly 300 000 in the OECD area
(+21 per cent), and an additional 74 000 workers have been employed in non-
Member countries.? '
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| Chapter 2
~ Regulations governing FDI |

A. Overview

Foreign investments in France are subject to .the same regulatory require-
ments as French investments. Foreign investors are able to establish themselves
with the legal status of their choice (subsidiary, branch office, agency, represen-
tative office, etc.). Company law and the tax system allow companies to operate
under conditions which are comparable to those prevailing in other European
countries.?* Foreign enterprises can finance themselves as they wish, either in
France or abroad, and can repatriate their dividends and profits, make invest-
ments abroad or liquidate assets. Lastly, they are entitled to the same aid pro-
grammes which are available to national investors; these primarily concern hiring
~and training, the development of less-favoured regions, the restructuring of enter-
prises in difficulty, and research and development.

In addition, for many years foreign investors have had to deal with two
types of regulations: i) a prior authorisation procedure, which was progressively

liberalised for new enterprise creation and for all investments made by residents . -

of EU and EEA countries; and ii) special sectoral provisions, which were prima-
rily motivated by reciprocity considerations rather than by a deliberate policy of
excluding countries, except in the communications and energy sectors, where
there were restrictions on foreign ownership. In actual practice, the situation was
more liberal than the regulations would imply, even when they were at their most
restrictive during the early 1980s. This became increasingly true after each stage
of liberalisation. Consequently, at the time of the OECD’s examination, prior
authorisation actually applied only to investment transactions posing a threat to
law and order, and especially to capital of dubious origin. A number of reciproc-
ity measures had been allowed to lapse. In July 1995, the Minister of Economic
and Financial Affairs announced that the prior authorisation procedure still appli-
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cable to non-EEA investors was to be abolished. Under these new provisions,
adopted in February 1996, all investors will henceforth be subject to a single
system for foreign investments having an impact on the role of government,
posing a threat to law and order or public health, or involving research, produc-
tion or trade in armaments, munitions, gunpowder and exploswe substances
produced for military purposes, or military equipment.

At the sectoral level, however, non-EEA investors continue to be subject to
“certain legal restrictions which should be eliminated completely for EEA invest-
ments in air and maritime transport. Special considerations could also remain in
sensitive sectors traditionally considered to be key French industries and/or
which the government has spemﬁcally regulated in the past; such as the aerospace
sector. -

B. | Prior authorisation

Prior authorisation is the feature of French FDI regulations that has been
most frequently amended over the past decade. It is also the aspect that has been
most often criticized in the past by foreign mvestors as being at variance with the -
principle of national treatment. :

The liberalisation of these provisions began in 1986 with the gradual raising
of the authorisation threshold for small and medium-sized investments, the
removal of controls on financing operations;'.the, abolition of prior authorisation
for the establishment of subsidiaries, the introduction of complete freedom to
invest for EU investors, the raising of the threshold and the simplification of
examination procedures for acquisitions by EU investors, and, lastly, the exten-
sion of EU regulations to investments originating in EEA countries.

 The most important step in this direction has just been taken with the
government’s decision tc abolish entirely the prior authorisation applicable to
non-EEA investors. The only exception to this principle will be investment
‘projects that might pose a threat to law and order, public health and safety or that.
involve national defence sectors or might breach French laws or regulations.
Penalties will be strengthened to prevent the law from being circumvented, but
‘the French authorities have taken care to comply with international standards. As
the Minister of Economic Affairs and Finance said when he announced the
abolition of prior authorisation for non-EEA countries on 10 July 1995: ‘“This
decision to fully liberalise investment brings France into line with its European

24



partners and is proof of (the government’s) confidence in the competitiveness of
the French economy.’’ This measure entered into force i early 1996.

Prior to this decision, under the regulations in force, there were two separate
sets of legal provisions, one for investors from EEA countries, the other for
investors from other countries.

As the following table shows, investors from EEA countries who had
~ permanent Community status were required to notify the French authorities only
~after they had made their investments in France. This applied to companies
controlled by residents of EEA countries, and which had been established for at |
~ least three years and had a turnover of at least FF 1 million. EEA investors who
did not meet these criteria had to make a prior declaration, and the Minister of
 Economic Affairs and Finance had 15 days to verify that they qualified as an
- EEA investor. Article 341 of the Circular of 15 January 1990 laid down the
criteria by which an enterprise is considered to have. Community status: over
50 per cent of the enterprise’s share capital had to be c'on‘rolled by investors from
an EC country, or by a oroup of shareholders who had a controllmg interest in the
~ enterprise. ‘ -

The regulations applying to non-EEA countries required prior authorisation
for investments above FF 50 million or which concerned French companies with
a turnover greater than FF 500 million. The investment was tacitly authorised,
when this was required, after 30 days, unless the Minister of Economic Affairs
and Finance exercised the right of postponement during this time. Otherwise, the
Minister of Economic Affairs and Finance had 15 days to verify the nature of the
investment. :

The various measures taken to simplify the prior authorisation requirement
and make it less restrictive had considerably reduced the number of cases
examined by the French authorities. After 1990, approximately 1-500 to
2 000 authorisation requests were submitted annually, compared with 7 000
previously. On average, decisions were made in fewer than 12 working days.
Only four cases were postponed in 1990, one in 1991, two in 1992 and six in
1993. No requests were refused in 1994. :

The only reason why prior authorisation was still maintained for non-EEA
investors was the French authorities’ desire to prevent capital of dubious origin,
and drug money in particular, from being laundered in France, and more gener-
ally by considerations of law and order. The deadlines for ruling on cases (either
15 days or one month depending on the case) were made very short so as not to
hold up perfect]y legntlmate investment prOJects
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Synoptic Table 1. Regulations applied before the abolition of prior authorisation

1. EU and EEE‘invéstors

a.  Having permanent EU status
- free to invest
— no advance notice
-~ post facto notification
b.  Others
—~ free to invest
- advance notice required
- two week period for verification of EU or EEE status

2. * Non-EU iuvestors

a. Investments of less than FF 50 million in firms with a turnover not exceeding FF 500 million
~ free to invest
— advance notice required
~ two week period for verifying thresholds (costs and tumover)

b.  Other investments
- advance notice'
- clearance tacit after one month unless postponement is ruled

Note: Operations affectmg law and order, public health or national defence interests requm.: advance clearance, whatever the

amount and origin of investment.
1. Except for certain operations with exemption by. memorandum.
Source: Adapted from Guide pratique pour I'implantation d'entreprises en France, the Ndllonal Committee of the International

Chamber of Commerce, Paris, 1994,

The fact remains that the regulations required investors from the vast major-
ity of countries (including EU and EEA countries) to obtain prior authorisation
for all investments relating to the role of government or affecting public health,
safety or law and order, or involving the production of or trade in armaments, or
whose effect was to breach French laws and regulations. As a result, the distinc-
tion between the treatment of EEA investors and others had in practice become
artificial. On 10 July 1995, the Minister for Economic Affairs and Finance -
announced the abolition of prior authorisation for non-EEA investors, since
problems stemming from the illegal use of capital could now be dealt with by the
general provisions of the 1966 Act on Financial Relations Abroad, which had
been strengthened with regard to breaches of regulations. Synoptic Table 2
summarises the provisions of the new system.

In the future, all foreign direct investment in France will be free; only
administrative notification will be required for statistical purposes at the time the
investment is made and to verify that the transaction has actually taken place.
This system will not apply to investments in France in activities that are related,
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even if only on a temporary basis, to the role of government or that affect public
health, safety or law and order, or that involve research, production or trade in
armaments, munitions, gunpowder and explosive substances produced for mili-
tary purposes, or military equipment. Such investments will continue to be

subject to prior authorisation by the Minister for Economic Affairs and Finance.
This authorisation will be deemed granted one month after the investment notifi-
cation is received, unless the Minister decides to postpone the. operation in
question during this period. The Minister may waive his right of postponement
before this period expires. He will also be empowered to issue decrees dispensing
‘enterprises already under foreign control from the administrative notification and
authorisation requirement for additional transactions or transactions concerning
certain activities. Any investor who has failed to file the required administrative
declaration or authorisation application will be subject to a fine. The Minister will
also be able to annul an investment that he would have denied if the new
- procedures had been observed.

‘Synoptic Table 2. New regulations

1. General system
— freedom to invest; :
— no-distinction between investors from countries having permanent EU or EEA status and all other
investors; ~
— administrative notification is filed when the investment is made

2. System of authorisation*
- prior notification; :
- tacit authorisation after one month. unless the Minister for Economic Affairs and Fmances exercises
his right of postponement;.
~ fines for failure to file the required prior notification or to obtain the required prior authorisation:
~ order by the Minister to cease operations (legal nullity in the event of refusal) which would not
have been authorised had they been duly notified:

*  Applies 1o investments in activities-in France that are related, even if only on a temporary busis, to the role of government
or that affect public health, safety or law and order, or that involve research, production or trade in armaments, munitions,
gunpowder and explosive substances produced for military purposes, or military equipment.

Source: OECD/DAF,

The investor can appeal through the normal channels if an investment is
refused. An administrative decision may be contested in the administrative courts
up to the Councii of State at final instance. :
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The concept of ‘‘ultimate or effective’’ control of the investment will
remain the decisive consideration for the implementation of the new regulations.
The nationality of an enterprise will continue to be determined with respect to the
place of residence of its owners and not to their nationality or the place of
incorporation of the enterprise.?* Consequently, an enterprise A will still. be
considered to be under foreign control if more than 20 per cent of its share capital
is owned directly by non-residents, or if it is purchased by an enterprise B whose
share capital is held either to the amount of more than 20 per cent by non-
residents, or by an enterprise C whose share capital is held to the amount of more
than 50 per cent by non-residents. In the case of unlisted enterprises, an enterprise
will still be considered to be foreign-owned if the share owned by non-residents
is equal to 33.3 per cent or more. Commercial law provides for additional criteria
(nationality of members of the Board of Directors, voting rights, commercial ties,
etc.) in determining the nationality of the enterprise.

France is to be congratulated for having abolished prior authorisation. This
measure eliminates the most questionable discriminatory aspect of French FDI
regulations. It does away with the shortcomings criticised in the past, i.e. the
uncertainty and delay inherent in a review of investment applications, the lack of
transparency of rulings, the possible need to change investments projects and
potential conflicts of interest with French enterprises. The Government’s decision
brings France into line with the majority of OECD countries that do not require
prior authorisation and enhances France’s image as a country that welcomes FDI.
Lastly, it substantially reduces the number of France’s reservations and excep-
tions to the OECD FDI instruments (see Annex 1). |

C. Aid to investment?

France grants a certain number of subsidies to investment. These pro-
grammes concern primarily employment and training, the development of disad-
vantaged regions, reconversion of enterprises and research and development.
Although the amounts involved are smaller than in other countries,?® aid is
generally designed to encourage the creation of new enterprises or in some cases
acquisition of shareholding in enterprises in difficulty. Although the central
~ government is the principal provider of funds the decentralisation policy has also
promoted the 1mp1ementatxon by regional authorities of economic development
strategies.
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Foreign investors can have access to these programmes under the same
conditions as national enterprises. The commitments that foreign enterprises may
be required to undertake in order to obtain aid comply fully with the international
agreements ratified by France, including the Agreement on Trade-Related Invest-
ment Measures of the Uruguay Round. Monitoring to ensure that enterprises live
up to their commitments is based on ordinary law.

It is difficult to measure the effectiveness of these aid programmes, ‘but the
strong competition for new investment world-wide, and especially in Europe, has
‘led to a more frequent use of them. Some 500 people are currently working in the
field of FDI promotion and prospection in France.?” The government has made a
special effort in recent years to improve co-ordination and co-operation between
the various serv1ces and agencies concerned and to be more responswe to inves-
tors’ needs. |

i) National assistance to territorial development

The territorial development subsidy (Prime d’aménagement du territoire —
PAT) is an infrastructure subsidy granted by the government to French and
foreign business 'énterprise's carrying out classified territorial programmes that
meet given criteria concerning their nature, size and impact on employment
and their localisation. This assistance is regulated by a government decree of
6 May 1982, amended by a decree of 22 July 1987.

The subsidies are granted for manufacturing activities and a few tertiary
activities considered as design and management activities: studies, engineering,
corporate headquarters. To qualify for assistance, projects should correspond to
programmes of a certain size and lead to the creation of jobs. Where manufactur-
ing activities are concerned, such projects 1mply,,as a general rule, a total
investment of more than FF20 million. |

The PAT can vary between FF-35 000 and 50 000 per job created. It can in
no case be higher than 17 per cent or 25 per cent of the investment. An analysis -
of the programme’s financing will determine the level of assistance accorded.
The areas in which the aid is granted may not be the same for manufacturing and
services projects. o

Applicéti_ons for aid have to be submitted to the DATAR. They are then
examined by a financial expert. The Ministry for Economics and Financial
Affairs, the Ministry for Employment and the corresponding technical
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ministry(ies) are consulted. Final decisions are, on average, taken within three
months from the date of application.

A tax exemption can also be granted to enterpnses locating in ‘‘Priority
Investment Zones’’ (PIZ). The PIZ tax benefit cannot be cumulated with the
territorial development premium (PAT). ‘

Spending on territorial development subsidy now exceeds FF 1 billion.?8

ii) Conversion companies’ aids

The conversion companies of major industrial groups (such as Electricité de
France, Usinor-Sacilor, Charbonnages de France, etc.) also propose a number of
aids aimed at encouraging the industrial development of their environment. These
aids involve yearly expenditures of several million francs which may take the

form of loans at preferential rates, subsidies for the creation of jobs or assistance
" in the form of expertise and advice (drawing up financial schemes, equity
participation). \

iii) Local authority aids

Local authorities (regions, departments, townships) can encourage the
growth of new activities by means of various types of assistance. Such assistance,
which may vary substantially from one authority to another, may concemn the
“price of land, water and electricity connections, the renting or sale of commercial
buildings. In addition, in a number of regions qualifying for the territorial devel-
opment subsidy, local authorities may grant partial or temporary exemption from
business tax (taxe professionnelle).

iv) Employment and training aids

France grants a number of financial incentives to promote the creation of
jobs, which in some cases result in savings on wages, total or partial exemption
from employer’s social security contributions and reimbursements of training
costs. Specific programmes include access to jobs through training courses,
sandwich course for young workers, return to work of long time unemployed,
employment of specialised staff, adaptation and training of wage-earners, the -
commitment to develop training and the employment initiative contract. The
. regions may also intervene through the Regional Fund for Trammg Assistance

(FRAC)
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-v) Research-development aids

The National Agency for the Promotion of Research proposes two types of
aids: assistance to creators of technology-based enterprises and assistance with
the launching of an innovation programme. The assistance for creating technol-
ogy-based enterprises can attain FF300 000 and finance up to 75 per cent of
expenses.

Industrial and commercial enterprises are allowed to deduct from profit
taxes a sum equal to one half of the increase in their R&D expenses over the
current year, as compared to the two previous years, adjusted in line with the
yearly average index of consumer prices.

Research and development accounts for 3 per cent of French GNP. French
enterprises in aerospace, chemicals, pharmaceuticals, telecommunications and
packaging are among the most successful in the world. France is also in a very
- good position in advanced technologies such as composite materials, medical and
environmental technologies and electronics, due in part, to its heavy investment
in technology parks and research facilities.

D. FDI promotion and prospection

Over recent years, prospecting and welcoming foreign investors in France
- have acquired, as elsewhere in Europe, an increasing economic importance. As a
result, the government and various economic development actors (industrialisa-
tion committees, local development agencies, reconversion agencies and various
companies) have mobilised themselves to implement a single and consistent
policy for promoting foreign direct investment in France. ’

In January 1992, the position of Ambassador-delegate for international
investment was created to promote prospecting abroad and to facilitate the imple-
mentation of new investment projects in France. The Ambassador-delegate in
charge of international investment is responsible for the co-ordination and
encouragement of actions undertaken by government departments and local
authorities which are aimed at making France attractive to foreign investors.

The Ambassador works closely with DATAR which has a network of
~offices in foreign countries [Invest in France Agencies (IFA)], to attract investors
to France and facilitate their establishment in its territory.

The Ambassador and the IFAs rely on the services of Invest in France
Network (IFN), an association grouping most of the development agencies in
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France: industrialisation committees, development agencies, reconversion agen-
cies and various companies. The IFN organises joint actions with the IFAs and
provides them with up-to-date means of information (databases) and promotion.
The IFN is a strategic contact for foreign investors.

Finally, the Foreign Investment Observatory was created in 1993 to analyse
the investment strategies of international corporations, the attractiveness of
~regions to investors and the prospecting methods of competing countries.

E. Sectoral measures

Except for air and maritime transport and the defence sector, FDI is no
longer subject to any sectoral restrictions on shareholdings, and even the restric-
tions in the air and maritime transport sector will ultimately be abolished, at least
. for investors from EEA countries. All other sectoral restrictions have already
been lifted for these investors. However, non-EEA investors’ sectoral access may
still be affected by reciprocity conditions. France seems to impose reciprocity
requirements more extensively than other OECD -countries, although many of
these requirements have been allowed to lapse or are no longer enforced in-
practice. The temporary suspended application of reciprocity conditions in the
financial sector in accordance with the agreement reached in Geneva on financial
services -in July 1995 has reduced the scope of these provisions. However,
reciprocity may still be sought in the telecommunications, audio-visual commu-
nications, publishing, hydrocarbons, waterfalls, and tour guide-interpreter sectors. -

i) The banking and financial sector

With a view to making the French financial system more efficient and
competitive in comparison with other international financial centres, the govern-
ment has undertaken some major reforms in recent years.

To ensure greater competition between financial institutions, measures have -
been taken such as the unifying of the credit market, the deregulation of interest
rates and financial channels, the development of new financial products and the
opening up of markets to foreign competition. Furthermore, in compliance with
the Maastricht Treaty, the status of the Banque de France has been modified to
ensure its independence. Lastly, state-controlled banks have been key targets of
the privatisation programme, and some major French financial institutions have
returned to the private sector since 1986.%
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However, it should be mentioned that, despite the State’s substantial disen-
gagement from this sector, it has recently had to recapitalise various banks,
including several that were listed in the 1993 privatisation programme.*

The modernisation of the financial system, the growth of multinationals and
the large available reserves of savings are the main factors which explain why an
increasing number of foreign banks have established branches or subsidiaries in
France. Nevertheless, this incrcase remained relatively modest due to the fact that
France is over-endowed with banks.*! |

In 1994, there were some 412 banks in France, of which 186 were foreign
(94 from EU countries and 24 from the US). If we take into account other
financial institutions (such as securities firms), there were 1 608 establishments,
of which 300 were foreign (169 from EU countries and 29 from the US).* In all,
foreign institutions held nearly 9 per cent of total assets and almost 4 per cent of
total loans. '

Foreign banks generally have few deposits and largely obtain their financing
‘on the interbank market. Furthermore, they grant few loans, and these are prima-
rily intended to finance the activities of enterprises from their country of origin
(in particular, to finance foreign trade between France and their home country).
Securities transactions ‘are generally limited in volume, whether as assets or
liabilities. The exceptions to this rule are some long-established foreign banks,
subsidiaries purchased from French banks and banks specialising in market
activities (for example, treasury securities specialists), whose activities are com-
parable with those of their French counterparts.

Under French regulations, the branch offices and subsidiaries of foreign
banks are subject to authorisation, and branches must at least have a capital base
equal to the minimum required for companies established under French law.

The current legal and regulatory provisions allow for only one exception to
these authorisation requirements, and it concerns banks whose ‘head office is.
located in another EEA member country. Since the entry into force of the single
banking market on 1 January 1993, the banks of countries bound by the Second
Banking Directive have unrestricted access to the French banking market. Con-
cretely, the harmonisation and mutual recognition of authorisation enables banks
from EU countries and, since 1 January 1995, from Norway, Iceland and
Liechtenstein, to operate in France either through cross-border transactions or by
establishing a branch office.

Articles 8 and 9 of the EU’s Second Banking Co-ordination Directive allow
France or the European Commission to take into account considerations of
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reciprocity when examining applications for establishment from banks from non-
EEA member countries. However, in application of the Financial Services Agree-
ment adopted in Geneva in July 1995, this provision, even though it had never led
to a refusal of an authorisation,* was suspended for the duration of the agree-
ment, i.e. until the end of 1997. |

In order to be lead manager of securities issues, in particular with regard to
bookkeeping, a foreign bank must receive authorisation from the Ministry of
Economic Affairs and Finance. This authorisation is granted subject to effective
reciprocity for French banks in the bank’s country of origin and provided that it
has adequate human, financial and material resources for syndication and issu-
ance to be arranged in France. However, foreign banks can act as co-lead
manager or associate lead manager for issues or debt instruments denominated in
French francs.

i) Insurance

The insurance sector, characterised by the strong expansion of life insurance
and the high proportion of mutual insurers operating without middlemen in the
mass non-life insurance market, is supervised by the Commission of Insurance
Supervision and the Ministry of Economic and Financial Affairs.

This sector has long been dominated by major nationalised companies. The
1993 privatisation programme has, however, led to the State’s withdrawal from a
number of major companies in the insurance sector. The sector’s largest com-
pany, Union des Assurances de Paris (UAP) was privatised through a public
offering in spring of 1994.3% Assurances Générales de France (AGF) and the
Groupe des Assurances Nationales (GAN) are also to be sold, and the capital of
the Caisse Nationale de Prévoyance is to be opened up to the public.

There are some one hundred foreign-owned insurance companies (branches
and subsidiaries) specialising in life and non-life insurance lines. With the
purchase of Victoire by the British company Commercial Union in 1994, foreign
companies’ share of the insurance sector’s overall turnover rose to 15 per cent
(compared with 9.4 per cent in 1993). :

The subsidiaries of forexgn groups often target a spec1ﬁc market segment for
specific products or branches. Unlike the banking sector, in which foreign banks
are more profitable than national ones, foreign insurance companies are less
profitable than French insurance companies. It should also be mentioned that the
insurance companies listed as ‘‘foreign’’ by the French Federation of Insurance
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Companies (FFSA) are primarily European companies, which have often been
established in France for many years. There are relatively few non-European
insurance companies in France.*

The establishment of EU insurance companies in France is part of a process
~ of legal harmonisation and simplification of the European market. Since the late
1980s, EU directives have laid the groundwork for a single insurance market,
first by establishing the freedom to provide services in the field of major risks ,*
and next by implementing the ‘‘single passport’” in July 1994.37 At present, all
companies from EU countries  can sell their products either by establishing
themselves in another country or by carrying out cross-border transactions, under
the sole supervision of the authorities of their country of origin.* These provi-
sions were extended to Norway, Iceland and Liechtenstein in accordance with the
EEA agreement. | 5

In practice, European insurance companies prefer to establish a company
directly or to acquire existing companies. First, the lack of harmonisation of tax
and regulatory systems and the heterogeneity of demand requires the maintenance
of specific national products. Furthermore, since insurance is a locally based
service, a local commercial network is a necessity. French insurance companies
were active participants in the vast wave of mergers and acquisitions.®

The criteria of ‘‘market needs’’, which could be taken into consideration in
authorising enterprises whose head office was located in a non-EU country
(Article R 321-12) was rescinded in 1993.° However, the establishment of
branches or subsidiaries of insurance companies whose head office is located
outside the EEA and the Swiss Confederation still requires a special authorisation
and the appointment of a general agent. Moreover, these enterprises may be
required to provide deposits or guarantees if their country imposes similar
requirements on French enterprises or has done so in the past. As in the banking
and financial sector, the Financial Services Agreement adopted in July 1995
suspends this provision, even though authorisation has never been denied,*' until
the end of 1997. |

‘Insurance brokerage may be engaged in only by French nationals, nationals
of an EU or EEA Member State or nationals of a country in which French
nationals are legally allowed to act as insurance brokers, or by individuals
covered by an international convention assimilating them to French nationals
(Article R 513-1 of the Insurance Code for brokerage).
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iii) Transport

Air Transport -

The conditions of access to transport activities and the exercise of traffic
rights are laid down by Community Regulation 24/07/92 of 23 July 1992. The
authorisation to engage in activities in this field is granted when the enterprise is
~ owned, either dlrectly or through a majorlty holding, by nationals of EU or EEA

countries.

EU regulations govern access to domestic and international intra-EU mar-
- kets. The liberalisation of domestic intra-EU services is still limited to so-called

‘‘consecutive’’ cabotage, and Community carriers are only allowed to use 50 per
cent of their capacity. In accordance with Directive 148/92, this restriction should
normally be lifted in 1997 for EU countries. International intra-EU services have
been liberalised since 1 January 1993. Access to domestic lines by licensed
carriers in a Member state may be regulated. |

The two French publicly-owned airlines are facing growing competition
because of EU deregulation. Air Inter’s monopoly of domestic services is
increasingly being called into question with the opening up of domestic lines to
competition from private French airlines such as Air Liberté and Air Outre Mer,
or European airlines such as TAT. The intra-EU international routes operated by
Air France, the publicly-owned monopoly responsible for international routes and
which was on the 1993 list of companies to be privatised, have now been fully
liberalised. -

As laid down by Article 7. of the" Chicago Convention, the State has full
authority with regard to cabotage (Article 330-2 of the Civil Aviation Code).
However, this no longer applies to EU and EEA carriers.-

Finally, the EU’s commitments under GATS concerning ground services
have been applied to all OECD countries, particularly in the field of computerised
reservation services and ground servicing and maintenance.

Maritime Transport

The conditions for registering ships in France are laid down by the Act of
3 January 1967 (amended by the Act of 29 April 1975). Under these provisions, a
ship may fly the French flag and be registered in France if it is at least 50 per cent
owned by French nationals or is fully controlled by a company which has its
registered head office in France. ,
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Moreover, under the new provisions in force, non-EU enterprises no longer
require a specific authorisation either to engage in shipping or to acquire a
shareholding or controlling interest in a French shipping company.

Finally, in accordance with EU regulation 35-77 of 1972, cabotage is gradu-
ally being opened up to vessels registered in EU and EEA Member countries. It is
planned to allow complete freedom to engage in cabotage for EU and EEA
vessels from 1 April 1997. | S -

Road transport

The Decrees of November 1949 and June 1961, which laid down that only
EU nationals or nationals of a country that granted reciprocity could engage in
road transport and vehicle rental or act as forwarding agents, are no longer
enforced. . , -

iv) Telecommunications

Up to 1986, there was a complete monopoly of the telecommunications
sector in the field of equipment, services and infrastructure networks. However,
‘following the implementation of a number of deregulation measures within the
Community framework, activities reserved to the public operator — France
Télécom — now comprise only voice communications, telephone services
between fixed points*? and the establishment of public-access. networks.

In accordance with the 1987 green paper, the ONP (Open Network Provi-
'sion) directive, and the 1989 service directive, the terminals market and services
to enterprises or closed groups of users have been completely liberalised. Public
services have also been partially opened up to competition.** In particular, the
Minister for Telecommunications may authorise, subject to compliance with
certain requirements, persons other than the public operator to operate a
radioelectric network. But the stake of a non-EEC investor in a company that
wishes to obtain a licence to set up and operate a radioelectric network with a
view to providing a telecommunications service to the public is limited to 20 per
cent of the capital or voting rights [Law of 29 December 1990 (Article L33-1) of
the Posts and Telecommunications Code]. This restriction may be lifted in the
event of an agreement signed by France which contains a reciprocity clause.

In conformity with EU policies and with the full support of the French
authorities, the Direction Générale des Postes (DGPT) will take all necessary
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steps to ensure that there is effective competition within French telecommunica-
tions infrastructures and services by 1 January 1998.

v) Audio-visual communications

All enterprises in the audio-visual sector (private television, private local
radio, teledistribution networks) must obtain an authorisation. The system of
licences was abolished on 1 June 1995 by the agreement on terrestrial Hertzian
television services signed between the Conseil Supérieur de I Audxovnsuel (CSA)
and Canal Plus.

Non-EEA investment in companies authorised to operate a terrestrial radio
or television service in the French language (90 per cent of households in France
" receive such a service) is limited to a total of 20 per cent of the capital or voting
rights (this requirement does not apply in the case of foreign-language
television).

vi) Publishing

The rules on investment in the publishing sector are set forth in Act
No. 86-897 of 1 August 1986. According to this Act, foreign firms under non-EU
control may not acquire more than 20 per cent of the equity capital or voting
rights of an enterprise that publishes French-language perlodlcals (This measure
does not apply: to foreign-language publications.) '

vii) Travel and tourism

Conditions for engaging in activities relating to the organisation and sale of
travel services were redefined by Decree No. 94/940 of 15 June 1994 (issued in
application of Act No. 92/645). Licensing is no longer contingent upon reciproc-
ity but subject only to requirements in respect of professional competence,
financial guarantees and professional liability insurance (although such insurance
must be written by a company having its headquarters or a branch office in a
Member State of the EU or the EEA). ' '

The right to work as a national or regional tour gmde/mterpreter or as a
national lecturer is subject to successful completion of a test of professional
competence and, for nationals of non-EU and non-EEA countries, is still subject
to reciprocity. Accordingly, the relevant national authorities must issue formal
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certification that French nationals have th"e right to take up and effectively pursue
the same professions in those non-EU or non-EEA countries.

viii) Agriculture

Acquisition of vineyards by nationals of non-EU countries remains subject
to prior authorisation. |

Moreover, authorisation by the Directeur Départemental de I"Agriculture
(DDA) is required before non-EU nationals (Decree 54-72 of January 1954) and
non-Swiss nationals (bilateral agreement of 31 August 1946) may undertake an
agricultural enterprise. ‘

It should be mentioned that public bodies ~ Société d’aménagement foncier
et d’établissement rural (SAFER) — may exercise a right of non-discriminatory
pre-emption in any sale of agricultural land. The purpose of this provision is to
prevent farmland from being diverted to other uses (in particular when a prospec-
tive buyer makes an .offer far in excess of what local farmers would be able to

pay).

ix) Hydrocarbons and waterfalls

Lastly, investment by non-residents originating in non-EU Member coun-
tries is subject to international agreements containing a national treatment or
~reciprocity clause for the exploration and exploitation of hydrocarbons pursuant

to EU Directive 94/22/EU, which governs the conditions of granting and using
authorisations to explore, exploit and extract hydrocarbons. EEA countries are
treated as EU countries.

In respect of waterfalls, the Act of 12 March 1970 stipulates that any buyer,
whether a natural or a legal person, must be established in a Member State of the
- European Community. This law complements 1946 legislation, which establishes
a monopoly above 8 000 Kw.

x) National security
Apart from the authorisation regime discussed in Section B of the present

chapter, the French regulations allow the government to intervene on national
security grounds in a small number of sectors and activities.
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In the aerospace sector, the government reserves the right to restrict the
conditions governing the creation, expansion or operation of foreign-controlled
“enterprises engaging in aerospace construction.

- National treatment is not applicable to fields supervised by the Atomic
Energy Commission (Commissariat a 1’énergie atomique). The use of artificial
radio elements, the operation of nuclear plants and liquid waste treatment plants
are subject to prior authorisation. The government expressly reserves the right to
amend regulations on nuclear activities, in particular as regards issuing permits to
operate uranium mines or to possess or use fissile materials.

The principle of national treatment does not apply to enterprises whose
activities involve directly or indirectly national defence and armaments. The
- government reserves the right to take any measure either to restrict the creation,
~ expansion or operation of foreign-controlled enterprises, or to require these
enterprises to provide any guarantees it may deem necessary. Furthermore,
domestically-owned enterprises may be given preference as regards procurement
by the armed forces of products specifically intended for military purposes.
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Chapter 3

Rationalisation of the state’s role in the economy

A. Overview

Apart from macroeconomic and regulatory efforts, in recent years France
has undertaken a policy of disengagement from the productive system. Although
the initial attempts were hampered by the 1987 stock market crash, the 1993
privatisation programme made disengagement a cornerstone of French economic
strategy. Moreover, further privatisation is one of the pn'orities of the new
government which took office in May 1995.

Ultimately, this pohcy should radically alter the fabric of French mdustry,
especially if, as is planned, the withdrawal of public enterprises from the compet-
itive sector is total, and if privatisation starts spreading to the big monopolies.
This process of change is conducive to FDI, since it widens the range of eligible
activities. » -

France has long been directly involved in the productlon of goods and
services. The concept of the State as provider first took shape at the turn of the
century when the notion of public service took on industrial and commercial
dimensions.* Just after World War II, the State took over from private enterprise
| with regard to practically all the infrastructure and administration of community
services. The big State monopolies — Electricité de France (EDF), Gaz de France
(GDF), Commissariat a I’ Energie Atomique (CEA), Société Nationale des
Chemins de Fer (SNCF) and the Postes, Télégraphes, Téléphone (PTT) — were
set up; today they still dominate the energy, transport and telecommunications
sectors.

Participation of public enterprises in the competitive sector became another
instrument of industrial and economic policy. This commitment was first mani-
fest in participation in strategic or high-tech activities such as automobiles,
computers and electronics, shipbuilding, aerospace and armaments. It culminated

4]



with the nationalisations of 1982, the purpose of which was to ‘‘give new
impetus to all productive activities and spearhead a great industrial policy’’.*s In
the wake of these nationalisations, public-sector enterprises represented 20 per
cent of the assets, 23.3 per cent of the value added, 31 per cent of the capital
investment and 34.4 per cent of the exports of French industry.* Even today, the
French public sector is one of the most preponderant among OECD countries. At
the end of 1993, the State wielded direct control over 98 groups (so-called first-
tier enterprises), which, including their subsidiaries, represented 2 652 French
- companies and 1.6 million employees.*’ :

But the economy evolves and circumstances change Although this policy of
government involvement was considered desirable at the time and should be
‘given credit for some major achievements, it must be understood in the context of
the level of economic development at that time and France’s specific economic
relations with the rest of the world. The increasing globalisation of economies,
combined with the liberalisation and deregulation of public services by some of
France’s main economic partners, have clearly shown this policy’s shortcomings
and disadvantages. These have been pointed out in a number of studies and have
been the subject of recommendations. A recent report to the Prime Minister on
France’s changing public sector drew attention to some of the problems.®® It
pointed out, for example, that public enterprises have not been a source of new
jobs in recent years, since they have eliminated jobs in France while simultane-
ously taking on many new workers abroad.* The restructuring of stricken indus-
tries has not always produced the expected results, as was the case for heavy
chemicals, as well as for some high-tech sectors such as the computer and
electronic industries. Financial discipline has not always been characteristic of
nationalised enterprises.

The repercussions on competition have also been empha51sed It has been
pointed out, in particular, that some public enterprises received State funds,
which was theoretically justified by the State’s capacity as shareholder,® but
transfers tantamount to subsidies were not always differentiated. Nationalised
firms were — or were at least perceived to be — shielded from bankruptcy and
take-over bids. They might have enjoyed special ties with the State, particularly
when a significant portion of their executives were veterans of the institutions of
State, cabinet ministries or the civil service.’! The multiplication of cross share-
holdings between pubhc enterprises made France’s industrial fabric more
complex.2" |

Lastly, it has been pointed out that the status of a ‘‘public enterprise’” was
‘sometimes disadVantageous to France’s interests abroad. The development of a
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competitive public sector was not always compatible with French interests
abroad.®* In some countries State-owned enterprises were barred from certain
activities.> It was seen as somewhat of a contradiction that French public enter-
prises should seek freedom of establishment abroad while maintaining preferen-
tial positions at home.*® Finally, private companies sometimes hesitated to get
involved with State-owned firms or groups, i.e. with shareholders subject to. the
vagaries of political change and not necessarily sharing the same concept of
management. :

In any event, since 1986 France has adopted a different approach Wthh 1S
~ aimed at reducing the government’s role i in the economy. This policy consists, on
the one hand, of privatising enterprises operating in the competitive sector, and
deregulating and opening up to competition certain public monopolies on the
other. The privatisation of French public enterprises is intended to restore
sounder terms of competition, strengthen private enterprise as the primary source
of wealth creation, enhance the efficiency of the private sector and broaden the
scope of co-operation between complementary groups, both at home and abroad.
The 1993 Privatisation Act involved 21 enterprises controlling nearly 1 640 com-
panies and employing over 600 000 people; this is in addition to the twelve
groups that were privatised between 1986 and 1988, representing 17 per cent of
the public-sector work force.’® The new government intends to complete this
programme as planned. Usinor-Sacilor was privatised in July 1995. Furthermore,
Renault, Péchiney and the Compagnie Générale Maritime (CGM) have also been
scheduled for privatisation by a decree published in mid-July 1995. The
privatisations generated FF 22 billion in 1995, compared with FF 60 billion in
1994 and 45 billion in 1993.5 In all, 9 per cent of industrial workers will have
been transferred to the private sector under the 1993 Privatisation Act. For
financial enterprises, the percentage of public-sector employment will fall to

under 5 per cent.*

B. Monopolies and concessions.

~ As in other OECD countries, a number of activities are monopolies. In most
cases, these monopolies were created by legislation. The activities in question-are
assigned on a concessionary basis to public enterprises, i.e. to firms over which
the State can exercise a dominant influence, either directly or indirectly.” Such
enterprises administer their concessions in accordance with a hst of general
conditions and derive their revenue from users.
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Economic factors such as increasing returns to scale which call for concen-
tration {economies of scale and scope), problems of under-investment, and public
demand have prompted the authorities to take charge of certain sectors. In
addition, social considerations, such as ensuring a minimum level of service,
- fostering regional development or environmental protection and providing guar-
anteed supplies, even if unprofitable, underlie the existence of such monopolies.
“In fact, the French constitution stipulates that any enterprise whose operations
have or subsequently take on the characteristics of a national public service must
become public property.

- The most important monopolies of which France has served notice
(Annex 2) are industrial or commercial services that involve network infrastruc-
ture: production, transmission, distribution and import/export of electricity, tele-
communications, postal services, railways, production, transport, distribution and
marketing of gas, and atomic energy. Moreover, these monopolies have made
EDF, France Télécom, La Poste, SNCF, GDF and CEA some of the most
powerful corporate groups in France.®® The other monopolies and concessions
involve municipal services, employment services, import and distribution of
tobacco and matches, production (mining) of solid fuels, potash mines, and
gunpowder and explosives. | |

The French authorities consider that, on the whole, the monopoly system has
performed satisfactorily, in particular from the standpoint of consumer interests,
of ensuring the nation’s long-term supply and of achieving long-term technical
and financial optimisation of the sectors involved. Closing the telephone system’s
technology gap, launching the nuclear power programme and developing the
high-speed train (TGV) network would probably not have been possible at the
time without the impetus provided by the State. The development of enterprises
with extensive public-service responsibilities is an outgrowth of French history.

But here again the economy evolves and circumstances change. Technical
progress, customer demands, the development of financial markets, the private
sector’s ability to produce at a lower cost, and drains on the State’s budget have
raised questions as to whether certain monopolies are still justified; while non-
discriminatory, they are increasingly perceived as impediments to competition.
" The measures adopted by the Community to construct the European market have
also had major consequences on the regulatory environment in France.

" France is closely associated with the deregulation and the opening up to
competition of network infrastructure services, including telecommunications,
electric power and rail transport. The Maastricht Treaty specifically mentions
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cross-border networks as one of the priority spheres for liberalisation. While each
of these directives has its own special features, they all share common objectives .
such as the separation of regulators from operators, non-discriminatory access to
networks and the participation of private agents in the production and/or delivery
~of the products and services involved.

Major initiatives have been taken. The 1990 reform of the PTT led to the
separation of the regulator (the Ministry of Postal Services and Telecommunica-
tions) from operators, and to the creation of two national companies — La Poste
and France Télécom. Parcel delivery and express mail services are no longer
considered exclusive domains. The markets for terminals, specialised links and
radio-electric networks have been opened up to competition. Liberalisation of the
telecommunications sector will culminate in 1998 with the abolition of the State
operator’s monopoly over the basic network. Although the privatisation of
France Télécom — by transferring the majority of its share capital to the private
sector — is not planned for the moment,the relevant authorities are studying how
this enterprise might operate in this new environment. One solution could be to
transform France Télécom’_s ‘‘public operator’” status and to open up a minority
share of its capital to private investors. |

In the energy sector, the French authorities intend to adopt a policy of
opening up the power generation monopoly in order to develop new capacity,
with both national and foreign investors participating in the process. However, at
this juncture, they still prefer to maintain the status of a single transmission entity
and buyer so as to ensure their long-term prospects in the sector. In the field of
distribution, their primary concern is to mamtam Cross- sub51dlsat10n SO as not to
penalise remote regions. ‘

Steps taken to institute a single market for electricity have concerned trans-
parency of pricing and the publication of rates, transit requirements and the
abolition of import and export monopolies. The next stages are expected to
include, inter alia, the separation of management and accounting functions for
production, transmission and distribution; the opening up of production and
~transmission to independent operators; and granting independent network access
to major consumers and distribution companies.

_ In the field of air transport, liberalisation is contmumg with the opening up
of domestic lines to European competition [also see Section E iii) of Chapter 2].
The decree implementing the Council Directive of 1991 on the deveiopment of
the Community’s railways — the initial phase in railway liberalisation — has just
been adopted. It requires that the administration of railway infrastructure be
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accounted for separately from the operation of transport services by railway
undertakings. It guarantees that EU carriers operating combined transport ser-
vices shall have access to the SNCF network. The government has decided to let
SNCEF retain power over infrastructure management and railway operations, but
will continue to apportion train paths. Although the goal is to increase productiv-
ity and to improve the range and quality of services for the user, the government
believes that the pace of change must be adapted to the SNCF's financial situa-
tion, since the railway undertaking is currently having difficulties.

All of these changes are naturally leading towards liberalisation and increas-
ing openness to international competition. All public enterprises in the industrial
and financial sectors are destined to disappear. Although all State monopolies
will not necessarily be privatised — such as, for example, employment services,
atomic energy and railways — this does not mean that they are not subject to
market rules or to performance requirements, or that they operate with a privi-
leged legal status. The French authorities will abide by the principle of non-
discrimination with regard to international investment. They clearly emphasise
that existing exceptions to the establishment of monopolies, such as low-capacity
power generation, apply equally to French and foreign players. Moreover, ser-
~ vices rendered by public enterprises in a monopoly situation are provided on the
same quality and tariff terms to all customers regardless of origin.

Furthermore, some State monopolies have been abolished in recent years.
The Banque Frangaise du Commerce Extérieur (BCFE) lost its monopoly on
export credits in 1989. The production and retail sale of tobacco is no longer a
monopoly since the privatisation of SEITA in 1994. The coal import monopoly
was eliminated in two stages, in 1993 and 1995. Natural gas transport is also no
longer a publlc monopoly.

C. Privatisation

The French government has undertaken a vast programme of privatisation.
Launched in 1986 (Table 1), the programme was interrupted in 1988. By then,
14 groups, representing one-third of the projected privatisations, had been com-

- pleted: five industrial and commercial groups (Saint Gobain, CGE, Matra, CGCT
and Havas), seven banking and financial groups (Sogenal, Banque du Batiment et
des Travaux Publics, Banque Industrielle et Mobiliére Privée, Crédit Commercial
de France, Société Générale, Paribas and Suez); one insurance company
(Mutuelle Générale Frangaise) and one television network (TF1).%! In 1991, when
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the public sector still represented -nearly 16 per cent of value added, 25 per cent
of capital investment and 12 per cent of salaried employment in non-farm market
activities®?, the State undertook partial sell-offs. However, partial sell-offs seldom
caused the State’s equity in a business to fall below the 50 per cent threshold, and
it was not until 1993 that the government resumed the policy of transferring
ownership of public enterprises to the private sector. |

Table I.. Main privatisations of 1986-1987

-Year of privatisation

Compagnie Saint-Gobain ' 1986
TF1 ‘ 1986
Agence Havas . o ' ’ 1987
Banque du bitiment et des travaux pubhcs . 1987
" Banque Industrielle et Mobiliere Privée ’ - : - 1987
Caisse nationale du crédit agricole 1987
Compagnie financiére de Paribas : 1987
- Compagnie financiere de Suez ' 1987
Compagnie financiere du Crédit commercial de France : 1987
- Compagnie générale de constructions téléphoniques 1987
Compagnie générale d’électricité - . : 1987
Mutuelle générale frangaise accidents - ; - 1987
Mutuelle générale frangaise vie - : 1987
Société générale o 1987
Société Matra _ 1988

Source: Les Notes bleues de Bercy — Journal officiel.

Since the Constitution stipulates that the terms of transfer for public enter-
prises shall be determined by law, the basic provisions relating thereto were laid
down in the 1986 Privatisation Act (No 86-912), as supplemented by
Act No. 93-923 of 19 July 1993.

The scope of thxs 1993 privatisation programme — the vastest programme of
its kind ever undertaken in France — encompassed enterprises incorporated as -
companies (public establishments were excluded) and involved nearly the entire
competitive sector. No enterprise invested with a monopoly or extensive public-
service responsibilities was targeted by the privatisation legislation. A list of
21 firms was appended to the 1993 Privatisation Act (Table 2). Twelve groups
had already been on the 1986 list: three insurance companies (AGF, GAN, and
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Table 2. The 1993 Privatisation Act

Aérospatiale

AGF

Banque Hervet

BNP :
Caisse centrale réassurance
Caisse nationale prévoyance assurances
Compagnie générale maritime
Bull

. Compagnie nationale Air ance
Crédit Lyonnais

GAN

Péchiney

Renault

Rhéne-Poulenc

SEITA

SNECMA

Société marseillaise de crédit
Société nationale Elf Aquitaine
Thomson : :
UAP

Usinor Sacilor

Situation as of year end 1995

Preparatory work now in progress
Privatisation suspended
Privatised in October 1993

Preparatory work now in progress

Partially privatised in September 1995

Privatised in December 1995

Partially privatised in October 1994
Privatised in December 1993
Privatised in 1994

Preparatory work now in progress

Privatised in January 1994

Privatised in April 1994
Privatised in June 1995

Source: Direction du Trésor.

UAP), four banks (Banque Hervet, Crédit Lyonnais, BNP and Société
marseillaise de crédit), four industrial firms (Péchiney, Rhone-Poulenc, Bull and
Thomson) and one in the energy sector (EIf Aquitaine). Making up the nine new
enterprises were two insurers (Caisse centrale de réassurance and Caisse natio-
nale de prévoyance), five industrial firms (Usinor Sacilor, SNECMA, SEITA,
Renault and Aérospatiale) and two carriers (Air France and Compagnie générale
maritime). Together these- groups represent about one million employees and
generate turnover of FF 1 000 billion.

Apart from the partial privatisations of Renault and Bull on 31 Decem-
ber 1995, eight firms have been privatised since the 1993 law entered into
force: EIf Aquitaine, Rhone-Poulenc, UAP, BNP and SEITA (for a total of
426 000 employees and aggregate net revenue of FF 108.6 billion), Usinor-
Sacilor, Péchiney and Banque Frangaise du Commerce Extérieur.

The government’s primary objective is to improve the efficiency and com-
petitiveness of privatised firms by subjecting themi to greater competition. Since
_enterprises can no longer be considered an instrument of national strategy, they
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are to develop within a framework of corporate strategy, thereby expanding
opportunities for agreements and co-operation with other large international com-
panies. Privatisation should also help boost Paris as a financial centre and
encourage employees and the public at large to become shareholders.®* Lastly,
privatisation has had a significant budgetary impact. Between 1986 and 1988,
privatisation generated FF 71 billion, two-thirds of which was earmarked for
paying down State debt. The 1993 programme is expected to yield around
FF 450 billion. Divestments launched since 1993 have generated nearly
FF 110 billion;* equal shares of which have been used to bolster the equity of -
public enterprises, financing of the general budget and for sustaining the econ-
omy (worker training and redeployment). In 1995, the proceeds of privatisations
were used to bolster the equity of public enterprises and to reduce State debt.

Table 3 gives the situation concerning the number of employees in the
public sector at end of 1993.

i) Procedure and methods

The law vested responsibility for privatisation operations with the Minister
of Economic Affairs and Finance. In particular, it is he who proposes that the
procedure be undertaken. Under his authority, the Treasury, which acts as share-
holder of publlc enterprises, is responsible for the preparation and general co-
ordination of all operations.

In order to ensure transparency and equity, the law created a *‘Privatisation |
Commission’’, composed of seven members appointed to five-year terms, includ-
ing a chairman designated by decree. Members are chosen on the basis of
economic, financial and legal ability and experience. They are independent and
are barred from accepting employment with firms being privatised. -

The Commission has two broad re_sponsibilities:

— to value the companies to be privatised and to propose a range of selling
prices for shares to be sold through public offerings® thh a fixed floor
pnce for the companies to be privatised;

— to issue opinions on the choice of market-based divestment procedures or,

~in the event of a non-market sale, to rule on the choice of purchaser if
shares are placed with private companies or a ‘‘group of stable
shareholders’’.% The Minister must adhere to the recommendatnons of the
Privatisation Commission.
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The State also seeks advice from legal experts and financial institutions,
which play a technical role in arranging placements and preparing valuations.
The Government’s advisory banks are selected after a very open consUlt_atio_n
process conducted by a body presided over by a member of the Privatisation
Commission. French and international establishments are invited to apply to
perform that role as well as to become lead managers or members of underwrit-
ing syndicates.®’ |

The objectives of privatisation have an overriding impact on the means by
which it is done. French privatisations are usually split up into several tranches. .
They generally combine private placements through conventional channels of
distribution (subscription and brokerage), aimed primarily at institutional inves-
tors at home and abroad, as well as public offerings in France, intended for the
public at large. Since 1993, the sale of global guaranteed placements represented
40 per cent of total sales and public offerings accounted on average for 60 per
cent of market operations. In contrast to the technique of auctioning off shares,
which is used inter alia by the United Kingdom, French public offerings involve
set prices in order to ensure the transparency of transactions. |

Privatisation by private placement alone has not been ruled out, particularly
in respect of smail firms or when there are compelling industrial or commercial
reasons for establishing alliances with other companies.

Henceforth, the law also sets forth streamlined procedures for divestiny
subsidiaries of the firms on the list of those to be privatised. For the smallest
among them, subsequent declaration is sufficient; for larger subsidiaries,
authorisation by decree is necessary..

Foreign investors may take part in market transactions and private place-
ments, although a number of restrictions have been adopted.

ii) Restrictions on foreign ownership

_ Parliament has introduced a ceiling of 20 per cent on acquisitions by inves-
tors from countries not belonging to the European Economic Area, applicable
separately to initial stock market offerings and to each subsequent tranche of
shares being divested (Article 10 of the Act). On the other hand, once the
privatisation transaction proper is over, foreign investors have unrestricted access
to the equity available on the market.
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The Act provides for two exceptions to the 20 per cent ceiling:

— In the event of a financial, commercial or industrial agreement between an
EU or non-EU investor and a company controlled directly by the State,
there shall be no restrictions on equity investments in that company
should it be transferred from the public to the private sector.%®

— When the protection of national interests so requires, the ceiling may be
lowered by order of the Minister of Economic Affairs and Finance.
Moreover, the Minister shall at all times have discretionary authority over
equity acquisitions of over five per cent by foreign (natural or legal)
persons in enterprises or subS1d1arles belongmg to the secunty, defence or
health care sectors. ‘

Although individual investors may not acquire shares unless they have a
bank account with a French bank established in France, the privatisation process
no longer makes a distinction between domestic institutional investors and inter-
national ones. Since the privatisation of Rhone-Poulenc, there are no longer any
reserved tranches, whether overall or by region. Banks acting as lead managers
select French or international investments on the basis of demand. As a rule, the
share of French institutional interests is one third, and never more than half. For
example, foreign institutional investors acquired three-quarters of the institutional
tranche of EIf Aquitaine, 70 per cent of Renault’s and 56 per .cent of UAP’s.

iii) Groups of stab]e shareholders

In order to ensure-that newly privatised enterprises are managed as well as
possible and that they are financially sourd, the Act calls for open-market sales to
be accompanied by private placements w1th a ‘‘group of stable shareholders’’
(GSS). ? | |

GSS members are selected through bidding, the results of which are pub-
lished in the Official Gazette. Investors wishing to belong to a GSS may apply to
the Privatisation Commission, which draws up lists of stable shareholders. GSS .-
members acquire their shares at the institutional price, plus a control premium,
and may be subject to conditions of ineligibility. For example, GSS members
may be required to pledge to keep their shares during a minimum holding period
(generally 18-36 months) and, for three years thereafter, to sell only to members
of a pre-emption pact (or to approved buyers). Individually, GSS shareholders
hold between 0.5 and 5 per cent of total equity. Together, they generally hold
between 15 and 30 per cent of the shares.
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During the first wave of privatisation, the Minister for Economic Affairs and
Finance established groups of stable shareholders for nearly half of the compa-
nies that were sold off. The Privatisation Commission has selected GSS for all
the enterprises privatised since 1993. '

~ Nationally, a limited number of companies belong to the various GSSs.
~ increasing the frequency of cross-shareholding and the number of groups that
effectively control themselves (see also the section on private practices). At
times, nationalised firms, but which are slated for privatisation, have also played
a crucial role; their share even increased in the privatisations of Havas, Socnete
Générale, Suez and Paribas.

All foreign investors, whatever their ongm may take part in the constitution
of GSSs. That of BNP, for example, included Dresdner Bank, the Kuwait Invest-
ment Authority, PIFSS, Roche Finance, General Electric Investment Corp. and
BAT Industries. The Fiat group and Crédit Suisse were chosen for Rhone-
Poulenc. The Albert-Fréres Group’s Compagnie Nationale de Portefeuille, as
well as Union de Banques Suisses, are among Elf’s stable shareholders. By way
of illustration, the proportion of non-resident investors is 33.53 per cent for BNP,
33.09 per cent for Rhone-Poulenc, 22.04 per cent for EIf Aqultame 49.99 per
cent for UAP and 4.25 per cent for Seita. '

iv) Golden shares

The Act empowers the government to convert common shares.into golden
shares if the national interest so dictates. Such shares enable the State, inter alia:

— to authorise investors, individually or collectively, to exceed certain
thresholds of ownership or voting rights in target companies;

— to appoint one or two members of the board of directors of a privatised
company as observers (without a vote);

— to oppose certain sales of assets.

Since 1993, this system, which was inspired by the United Kingdom’s
‘experience, has been at the heart of arrangements to protect national interests.%
Henceforth it requires a decree rather than merely an order of the Minister of
Economic Affairs and Finance. This change in the law means that the golden -
‘share no longer has a time limit but can nevertheless be subsequently suppressed.

Application of this measure has remained limited. In 1986 and 1987, four
ordinary shares were turned into specific shares, with two actually being put into
application — for Havas and for Matra. Those of EIf Aquitaine and Bull served no
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purpose, since neither company had been privatised at that time. Under the 1993
Act, one new golden share was adopted for the privatisation of Elf Aqu1tame the
largest French enterprise in the petroleum sector. :

v) Popizlar capitalism

In order to promote widespread share ownership, preferential terms are
offered to employees and other individual investors. '

The Privatisation Act of 1993 requires that ten per cent of the shares offered
on the financial market be reserved for employees of the enterprises being
privatised. These employees enjoy preferential terms in the form of discounts of
up to 20 per cent of the price charged other subscribers, with as-long as three
years in which to pay. It must be noted, however, that shares acquired at a
discount may not be sold for two years, nor until they are fully paid for.

Individuals are entitled to lower prices than institutional investors (who paid
between 2 to 8 per cent more for their shares). In addition, individual investors
can stagger their purchases over a period as long as three years and may, unlike
employees, sell those shares before they have been paid for in full.

Privatisations have been popular with investors. For those undertaken since
July 1993, employees have acquired between 70 and 90 per cent of the shares
made available to them, and a large number of individual buyers have taken part
~ in public offerings. The privatisations of BNP, Rhone-Poulenc and Elf Aquitaine,
which took place in a favourable stock market climate, each attracted some three
million subscribers. The sell-offs of UAP, Renault and SEITA, under more
difficult market conditions; drew more than a million subscribers each.

Public demand having exceeded the number of shares initially on offer, the
government exercised its right of repossession”™ in the privatisations of BNP,
Rhone-Poulenc, SEITA, EIf Aquitaine and UAP.

The interest shown by individual and institutional investors at home and
abroad enabled each of the privatisations to be carried out all at once. The
authorities would be able to resort to staggered payment arrangements or step-by-
step privatisation if it were technically desirable. Indeed, since the 1993 Act
(Article 2, paragraph 3) divestments in successive tranches are authorised.
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Chapter 4
Private practices

In addition- to governmental restrictions on foreign ownership, which
directly limit access to a country’s economic activities, foreign investors must
cope with a large number of regulations and practlces that can have a restnctlve
or a dissuasive effect on their transactions.

The practices developed by French enterprises stem partially from the struc-
ture of the stock market. Over the past ten years, France has undertaken a major
process of financial modernisation. Thanks to the development of the equity and
financial markets, which had traditionally played only a marginal role in the
- French economy, the possibilities for corporate financing have expanded. Foreign
“investors have played a major role in these developments, since they hold 30 per
cent of market capitalisation in Paris, compared with 18 per cent in Frankfurt,
12 per cent in London, 7 per cent in New York and 6 per cent in Tokyo.”

Fears of excessive vulnerability to hostile take-overs, together with funding
requirements, have played a decisive role in the way businesses are organised and
financed. In particular, the 1980s and early 1990s saw the development of cross-
shareholdings between certain nationalised enterprises, in large part due to a
shortage of equity.”? In addition, in-order to consolidate the shareholder base,
those public enterprises that were deemed prosperous subscribed to equity issues
of financially troubled private enterprises.” Lastly, to circumvent legal limits on
‘cross-shareholdings between limited-liability companies™, public — and private-
sector enterprises developed complex ownership structures, such as indirect
shareholdings” and interlocking holding companies.” In this way, most large
" nationalised and privately owned groups have woven themselves into a deme

web of cross, circular and multilevel shareholdings.”’ :

Owning a large share of equity is not always necessary to control an
industrial or financial group, especially inasmuch as French companies can issue
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shares that confer double voting rights. ‘‘Loyal’” shareholders, i.e. those who
hold on to registered shares for at least two years and to whom a company has
granted double voting rights, can influence decisions at shareholders’ meetings
with an investment that is proportionally smaller than that of other investors.
~ Investors belonging to the complex ownership structures developed over the past
decade to protect firms against hostile take-overs can enjoy double voting rights.
A ceiling can be placed on double voting rights, especially to prevent investors
from involuntarily exceeding the thresholds established by the legislation on
public offerings. It should be noted that the law stipulates that such shares may be
“‘reserved for shareholders of French nationality and to nationals of Member
States of the CEE’".”* |

Public enterprises, wnether industrial or engaged in banking or insurance
activities, are represented on a great many boards of directors. Because of the
structure of French industry and finance, French CEOs have a very homogeneous
background.” It should be noted that the 1966 Commercial Enterprises Act
allows enterprises to impose by-law restrictions on eligibility for membership of
boards of directors or supervisory bodies.

Competition policy has a major role to play in this context. The Directorate-
General for Competition, attached to the Consumer Affairs and Product Safety/
Quality (DGCCREF) of the Ministry of Economic Affairs and Finance, which had
long been solely responsible for competition policy, is today continuously moni-
toring market structures and is stepping up co-operation with other competition
authorities, at the European level in particular.®® Nevertheless, it is primarily up
to the Competition Council®!, which was set up by the Ordinance of 1 Decem-
ber 1986 on freedom of prices and competition, to enforce competition legisla-
tion, and in particular Article 7 of the ordinance, which bans anti-competitive
_ practices and lays down a number of rules to ensure fair competition, and Act
No. 91-3 on competition in government contracts. The Council is an independent
“authority with decision-making powers. Inter alia, it renders advisory opinions
and hears cases in respect of referrals by ministries or directly by enterprises or
trade organisations. In cases of illicit cartels or abuse of dominant positions, it
imposes fines and can enjoin firms to modify their behaviour. It is also called
upon to render opinions relating to instances of domestic or international concen-
tration. Under EU law, transactions that exceed certain thresholds, e.g. with
respect to turnover®?, must be examined by the European Commission.
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Chapte; 3

Conclusmns

The rules governing FDI in France have changed considerably since the |
latter half of the 1980s. Freedom of investment has been instituted for virtually
all investment originating in.Europe, initially for countries of the CEE in 1990
and, more recently, for the entire European Economic Area in 1992, which
~ accounts for the majority of foreign investment in France. The liberalisation of

“transport, telecommunications and air transport is under way. The regulations
governing direct investment by countries outside the EEA have been considera-
bly relaxed and simplified. Enterprise. creation. has been liberalised and acquisi- |
tions by non-EEA investors were authorised relatively quxckly A number of
-recnprocny measures have been allowed to lapse. : "

Finally, in February 1996, a law repealed the requirement for prior
authorisation for the acquisition of French enterprises by .non-EEA investors.
Only investment plans that might pose a threat to law and order, public health or
security, or that-involve research, production or trade in armaments, munitions,
gunpowder and explosive substances produced for military purposes, or military
equipment continue to be subject to prior authorisation. Excluding exceptional
cases, this authorisation will be deemed granted one month after the application
has been filed.

This far-reaching liberalisation was not simply the result of the lifting of -
“exchange controls and the free circulation of capital movements introduced in
1990. Rather, it was prompted by the aim of integrating the French economy
more closely into the world economy, the recognition of the beneficial effects of
FDI, the need to bring regulations into line with increasingly liberal practice and
the desire to attract at least the share of FDI commensurate with France's
economic 1mportance ‘ |
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To meet the strong international competition in this field, France has also
created tools for FDI promotion and prospection. The post of ambassador for
international investment was created in 1992 to stimulate canvassing abroad and

‘make it easier to locate facilities in France. The Delegation for Land Use and
Regional Initiatives (DATAR) has set up a network of offices abroad in order to
attract investors to France. An association — the Invest in France Network — made
up of the prime movers of French economic development (industrialisation com-
missions) was created to promote France's image abroad and to facilitate the
canvassing and reception work carried out by the network of IFAs. Foreign
investors are eligible for the various aids to investment (land-use subsidies, local
authority subsidies, hiring and employment subsidies and R&D grants) on an
equal footing with national enterprises.

Other measures have been taken to redefine the respective roles of the
private and public sectors and to encourage free enterprise. As a result, since
1987 France has been engaged in one of Europe’s vastest privatisation pro-
grammes. This programme should ensure that all public enterprises operating in
the competitive sector ultimately return to the private sector. The programme is
now nearing completion, following the vigorous privatisation campaign resumed -
in 1993. Major efforts have also been undertaken to deregulate or dismantle long-
standing public monopolies, particularly with a view to creating an integrated
European market for telecommunication services, transport and energy. These
initiatives have opened up unprecedented opportunities for both French and
foreign private investors, and ensure a more favourable economic envnronment

for private enterprise.

Foreign investors have not been mistaken. France has become the third-
ranking host country for foreign investment, after the United States and the
United Kingdom. Investment flows have increased tenfold over recent years.
FDI’s share of GDP doubled between 1985 and 1994 (from 0.4 to 0.8 per cent),
while its share of gross capital formation grew fourfold (from 2 to 8 per cent).
Foreign firms now account for 26 per cent of industrial output, 22 per cent of jobs
and 30 per cent of exports. These figures are among the highest in OECD

countries.

Admittedly, this performance would not have been possible without a
~ favourable economic environment and France’s position in the European econ-
omy. The efforts made in recent years to maintain equilibrium of the key
macroeconomic variables, to carry out structural reform and to promote entrepre—
neurship have also played a role
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The changes in French economic policy and in particular the decisive
progress in the liberalisation of FDI in recent years are welcome steps. The recent
abolition of prior authorisation for all acquisitions by non-EEA investors is
probably one of the most important steps taken. This measure eliminates the
discriminatory element in French FDI regulations considered to be most ques-
tionable from the standpoint of one of the basic principles of the OQECD liberal-
isation instruments, i.e. non-discrimination. It also does away with the complexi-
‘ties that investors used to fear, i.e. the uncertainty and delays, the lack of
transparency of rulings, the possibility of having to make changes in investment
plans and potential conflicts of interest with French enterprises. France can now
join the majority of OECD countries that do not require prior authorisation of
FDI. This measure enhances France’s image-as an FDI host country. It will need
to ensured, however, that the remaining provisions to prevent investments that
pose a threat to law and order, public health and safety or that involve national
defence are abused. | |

It comes as no surprise that the strongest of the remaining restrictions are
found in sectors such as air transport, maritime transport or telecommunications, .
since it is precisely in these sectors that, for various strategic, historical or other
reasons, most of the restrictions to FDI in OECD countries are concentrated.
Nevertheless, it should be noted that the liberalisation announced in these sectors,
which should continue in the future at a faster pace, was not extended to non-
EEA countries. Similarly, it is unfortunate that these investors are still subject to
reciprocity conditions, at least from a legal standpoint,.in the sectors of telecom-

munications, audio-visual communication services, publishing, tour guide-inter-
preter services, hydrocarbons and waterfalls while reciprocity requirements were
eliminated or suspended for financial services, road transport, motor vehicle
rentals, exploration and exploitation of mines and quarries, import of crude oil,
petroleum by-products, residues and refined products and the nuclear industry.
The question for reciprocity could indeed be a source of discrimination. France is
encouraged to continue to liberalise these sectors by providing the same opportu-
nities to all investors whatever their origin, in compliance with national
treatment. '

There can be no doubt that the role played by public enterprises or monopo-
lies over the next few years will be one of the factors that will have the greatest
- impact on FDI trends in France in the years to come. At the beginning of the
1990s, France still differed from the other industrialised countries by the rela-
tively high level of the public sector’s involvement in the productive system. This
explains the great importance placed on the privatisation of the competitive
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sector in the 1993 privatisation programme and on the deregulation of network
services such as telecommunications, transport and energy.

Foreign participation in privatisations has already reached respectable
levels — 25 per cent on average. The economic impact, in terms of employment,
profitability, stock market activity, technological synergies, etc., can be clearly:
felt. Nevertheless, one must ask whether it is justified to maintain the 20 per cent
limit on participation by non-EEA investors at the time of the actual privatisation
transaction. Even if it is admitted that this limit does not have a significant impact
on FDI, since it does not apply to secondary markets or to financial, commercial
or industrial agreements between investors and the State, it is not wholly compat-
ible with national treatment and the free working of the market, and tarnishes
France’s image as a country open to investment. The French authorities’ choice -
of shareholders or groups of stable shareholders could also have an impact on
FDI. Lastly, it would be advisable to remain vigilant regarding the consequences
of the State’s role as shareholder and of the private practices of companies within
the economy. -
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U'implantation d’ entreprises en France, International Chamber of Commerce, Paris, 1994,
page 129.

62"



29.

30.

31.

- 32.
33.

34,
35,
36.
37,

38,
39,
40,

41.

42.

Banks are considered to be a strategic sector and have at various times been privately or
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In 1993, the average operating ratio, i.e. the ratio between dperating costs and turnover, was
approximately 68 per cent in France, as compared with 60 per cent in Spain and 55 per cent in
the United Kingdom. '

Comité des établissemenis de crédit (1995), Annual Report, 1994.

This reciprocity provision is optional, i.e. it need not be enforced. If it is enforced, this does
not automatically lead to a refusal of authorisation, but the authonsatxon may be limited to

certain transactions.

The sale by public offering of UAP was opened on 26 April 1994 and closed on 3 May 1994.
“‘Les assureurs, entre rachats et coopération’’, Les Echos, 13 April 1995.

The Second Directive enables all EU insurance companies to sell products in another member
country without being established there. This provision entered into force in 1988 for non-life
insurance and in 1990 for life insurance. :

The third life and non-life directive deals with the harmonisation of the supervision exercised
by the Member States and the mutual recognition of this supervision.

Since 1 July 1994, branch offices are no longer requifed to prove that they are maintaining
their solvency margin; this is supervised by the authorities of the country in which the
company’s head office is-located. :

Geraldine Loulergue: ‘‘Le marché unique de I'assurance’’, Délégation aux investissements
internationaux, Observatoire des investissements internationaux, August 1994,

Article 2 of Decree No. 90-469 of 23 March 1990..

This reciprocity provision is optional, i.e. it need not be enforced. If it is enforced, it does not
automatically lead to a refusal of authonsatlon but the authorisation may be limited to certain
transactions. -

Only telephone services between fixed points, as very strictly defined in the legislation, can be
a monopoly. Other voice services, such as value-added voice services (voice messaging), or

" voice services not provided to the general public (a closed group of users) are not included in

the monopoly.
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“‘Carrier services'’ (essentially data transmission) were liberalised on | January 1993, and
licences are granted automatically if the appllcant meets certain minimum criteria.laid down by

~ decree. As regards providing radioelectric services to the public, there has been competition

since 1987 (analogue and digital radiotelephony, radio paging).

In the broad sense, the notion of public service extends far beyond the commercial sphere; it
also encompasses heath care, education and exclusive State prerogatives such as the armed
forces, justice and police. French pubhc law includes the transport, energy and network
communication industries as public services of an industrial or commercial nature. See Pierre
Bauby and Jean-Claude Boual, Les Services publics au défi de 1'Europe, les Edltlons ouvrigres,
1993. v

Pierre Mauroy, Prime Mmlster at the National Assembly, 13 October 1981.

Figures cited in Mieux pr:vatner évolution du secteur public en France et en Europe bilan .
des perspectives, Report to the Prime Minister by the parhamentary task force headed by Alain
Griotteray, MP from Val-de-Marne.

These figures do not include the major pnvatlsdtlons of 1994: UAP, EIf Aqu1tame Rhone-
Poulenc and Usinor-Sacilor. :

See note 46 above.

Since 1988, public enterprises have grown primarily through acqunsmons "UAP, Usinor
Sacilor, Thomson and Pechiney, Bull, Aérospatiale and Rhone-Poulenc now derive more than
50 per cent of their turnover abroad.

The most blatant examples were aid to Air France and Credlt Lyonnans Actions in favour of
friendly companies have also spilled over to the private sector, as in EIf Sanofi’s acquisition of
Yves Saint Laurent, Saint Gobain’s investment in Compagnie Générale des Eaux and the
purchase of Bernard Tapie’s shares in Adidas by Crédit Lyonnaxs AGF and UAP-controlled
Banque Worms. -

‘‘Les grands patrons sont surtout issus des grands corps de I'Etat” (Most of the chief
executives come from the institutions of the State), Les Echos, 16 February 1995.

Examples abound, even outside the banking and insurance sectors. After privatisation was
halted in 1988 by the ‘‘neither...nor’’ policy (neither nationalisation nor privatisation), the
State was unable to inject fresh eqmty, clean up balance sheets or finance the external
expansion of firms committed to a massive wave of acquisitions abroad. Alternative financing

-methods and reciprocal equity investments within the public sector developed out of necessity.

Not all were voluntary; for example, France Telecom’s investments in Banque Hervet were not
so much desired as imposed. ,
The most striking example and the most heralded is the failed merger between Renault and

Volvo. One may also mention that some US public contracts have been withdrawn from Bull
because of its public ownership and the difficulties of AGF in its take-over of the German

company AMB.

‘The Exon-Florio provisions call for a thorough investigation whenever a government-con-

trolled enterprise proposes an acquisition that is liable to affect national security. The states of
Ilinois, Massachusetts, New Jersey, New York and Pennsylvania do not license government-
owned insurance companies.

In 1991, France Telecom acquired a significant stake in Telecom Argentina’s parent company
and bought into Mexico’s Telmex as part of a consortium mcludmg the US operator South-
western Bell and Mexican investors.
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This figure is quoted in ‘‘L’expérience francaise de privatisation : bilan et enseignements'’,
Revue internationale de droit économique, No. 3, 1992,

Figures cited by the French authorities.
See note 46.

This is the definition given by INSEE in Reperrotre des entreprises contrélées majoritairement
par I’Etat, 1994, p. 5. :

Jean-Michel Béjar, Guide des grandes entrehrmes Seuil, 1995.

These privatisations correspond to the sale of 1 100 enterpme% representing close to
500 000 employees. :

Michel Durupty, ‘‘La privatisation banahsee L'actualité juridique — Droit administratif.
20 October 1993. ‘ ’

Statement on privatisation by the French auihofities, OECD, December 1993.

" ““Privatisation has brought the budget FF 108.6 billion in two years™, Les Echos, 20 Febru-

ary 1995. The divestment of SEITA, including net revenue, brought in FF 42.5 bllhon in 1993
and FF 60.45 billion in 1994. o

Hencetorth the law proposes that selling prices, which shall not be lower that the
Commission’s valuation, be established before any account is taken of the estimated value of

~ the preferential terms allowed to employees and other individual investors.
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68.

69.
- 70,

71.
72.
73.

74.

75.

During the 1986-1987. pnvamatlons the constitution of such groups. which had been rcferred
to at the time as “‘hard cores’’ (*‘noyaux durs’’) had been criticised, inter alia, because of the
preferential treatment given to France’s big industrial groups.

Foreign banks, including nor-EU banks, played an important role either by advising the
government (64 foreign banks were heard by the Selection Committee and 18 were consulted
at length), advxsmg privatised enterprises or issuing pnvatxsatxon offerings (48 foreign banks
partlclpated in issue syndicates and their share of the issues amounted to 30 per cent).

Article 10-1 of the Act of 19 July 1993, Decree No. 93- 1041 of 3 September 1993, Journal
Officiel of 5 September 1993. ‘

See note 62 above.

Depending on the success of each transaction, purchase orders can be rationed and the terms of
allocation amended. The tranche set aside for institutional investors, mcludmg those abroad,
can be reduced by up to 15 per cent of the shares on offer to the public in order to satisfy
employees and other individual investors. '

Jean Peyrelevade, Pour un capitalisme intelligent, Grasset, Paris, 1993, p. 263.

In 1991, UAP subscribed to a 10 per cent share capital increase at BNP, which in turn
subscribed to an identical increase at UAP.

In 1992, for example, the Elf oil group’s EIlf Sanofi unit acquired the Yves Saint-Laurent
company. . S
Company law provides that cross- shareholdings shall be limited to 10 per cent of equity

capital. The second legal person may not own shares issued by the first in excess of this
threshold. If it does, the law stipulates that voting rights and dividends be withdrawn by the

" firm with the smaller percentage interest.

For cxample, AGF and Crédit Lyonndns, ‘which hold reciprocal shareholdmgs both have
interests in Rhone-Poulenc.,
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76.

71.

78.

79.

80.
1.

82.

Repeated, multilevel shareholdings whereby industrial or financial groups can be controlled
without owning a significant percentage of equity.

Roland Laskine, Les privatisations, enjeux stratégiques et opportunités boursiéres, Les Edi-
tions d’organisation, Paris, 1993, 91 pp. :
Article 175 of the Companies Act of 1966. This measure has since been extended to countnes
of the European Economic Area.

According to a study by the Centre National de Recherche Scientifique (CNRS) with the -
assistance of the Boyden head-hunting firm, in 1993 nearly half of the heads of the 200 largest
companies were from the State sector (institutions of State, ministries’ private offices or the
civil service) and a third of them had inherited their company. (Les Echos, 16 February 1995).
OECD “994)’ Annual Report on the Competition Sitilati(_m in France in 1993, Paris.

Composed of 16 members with six-year terms; the chairman and two vice-chairmen are
permanent members, whereas the other 13, consisting of judges, lawyers, university professors,
leaders of business, industry and banking and one represematwe of a consumer organisation,
are non-permanent members. :

Total turnover in excess of ECU 5 billion and EU turnover of ECU 250 million, wnh EU
transactions constituting at least a third of total trade.
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Annex |

France’s current position under the Code of Liberalisation
of Capltal Movements and the National Treatment Instrument

~Introduction

As a signatory to the OECD Code of Lib_eralisation of Capital Movements (the
Code) and the National Treatment Instrument (NTI), France has undertaken a number of
obligations in the foreign direct investment field. This annex highlights the mam provi-
sion of these instruments as well as France’s provisions under them.

The OECD commitments

The Code and the NTI are the two main instruments for co-operation among OECD
member countries in the field of foreign direct investment.

The Code, which has the legal status of OECD Council Decisions and 1s binding on
all Member countries, covers the main aspects of the right of establishment for non-
resident enterprises and requires OECD Members to progressively liberalise their invest-
ment regimes on a non-discriminatory basis and treat resident and non-resident investors
alike. _ . : .

The NTI is a ‘‘policy commitment’” by Member countries to accord to established
foreign-controlled enterprises treatment no less favourable than that accorded to domestic
enterprises in like situations. While the NTI is a non-binding agreement among OECD
Member countries, all measures constituting exceptions to this principle and any other
measures which have a hearing on it must be reported to the OECD.

Member countries need not, however, liberalise all their restrictions upon adherence
to the above instruments. Rather, the goal of full liberalisation is to be achieved progres-
- sively over time. Accordingly, members unable to fully liberalise are permitted to main-
tain ‘‘reservations’’ to the Code of Capital Movements and ‘‘exceptions’” to the NTI for
outstanding foreign investment restrictions. These limitations to the liberalisation obliga-
tions may be lodged at the time a member adheres to the Codes, whenever specific
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obligations begin to apply to a member, or whenever new obligations are added to the
instruments.

| The investment obligations of the Code and the NTI are, in fact, complementary,
both dealing with the laws, policies and practices of Member countries in the field of
direct investment. However, the Code addresses the subject from the point of view of
non-resident investors in an OECD host country, while the NTI is concerned with the
rights of established foreign-controlled enterprises. Limitations on non-resident (as
~ opposed to resident) investors affecting the enterprises’ operations and other requirements
set at the time of entry or establishment are covered by the Code. The investment
operations of foreign-controlled enterprises after entry, including new investment, are
covered by the National Treatment Instrument. :

Measures pertaining to subsidiaries fall under the purview of the Code or the NTI,
depending on whether they set conditions on entry/establishment or concern the activities
of foreign-controlled enterprises already established. As to branches, the 1991 Review of
the OECD Declaration and Decisions on International Investment and Multinational
- Enterprises introduced a distinction between ‘‘direct’” branches of non-resident enter-
prises and ‘‘indirect’” branches, that is branches of already established foreign-controlled
enterprises. The latter are subject to all the five categories of measures covered by the
NTI (investment by established enterprises, government procurement, official aids and
subsidies, access to local financing -and tax obligations). The investment activities of
“‘direct’’ branches of non-resident enterprises, which concern the category of measures
covered by the NTI, fall however, exclusively under the purview of the Code.

The Committee on Capital Movements and Invisible Transactions and the Commit-
tee on International Investment and Multinational Enterprises together conduct country
examinations of Member country measures covered by these OECD commitments. These
‘examinations involve a face to face discussion between representatives of the two Com-
mittees and experts from the country being examined. The discussion is based on
submission by the Member concerned and a document prepared by the Secretariat. The
objective is to clarify the nature and purpose of remaining restrictions and to identify
possible areas for further liberalisation. The examinations usually conclude with modifi-
cations to the Member country’s position and recommendations by the OECD Council to
the Member’s authorities concerning the future direction of the country’s foreign direct
investment policies. '
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France’s position under the Capital Movements Code and the National Treatment
Instrument

a) France’s reservation on foreign direct investment under the Code of
Liberalisation of Capital Movements and mention of reicprocity in Annex E of
the Codes ‘

1. “List A, - Direct investment:

I/A

— In the country concerned by non-residents.
Remark: The reservation applies only to:

i) The establishment of an agricultural enterprise by nationals
of countries that are not members of the EC and the acquisi-
tion of vineyards; ‘

ii) Investment in air transport, unless at least 50 per cent of the
equity capital is held by nationals of the EC and subject to
the provisions of duly approved international agreements that
imply otherwise; moreover, the State has full powers regard-
ing domestic air transport with respect to investment not
originating in the EC;

iii) Ownership after acquisition of more than 50 per cent of a
French flag vessel, unless the vessel concerned is entirely
owned by enterprises having their principal office in France.
Moreover, nationals of countries that are not members of the

| EC may not engage in cabotage.’’

2. France’s entry in Annex E of the Code is amended as follows:

(ll)

ii)

i)

Establishment of non-resident investors originating in countries that are not
members of the EC in the banking and financial services sector may be subject
to reciprocity considerations;

Establishment of insurance companies originating in countries that are not
members of the EC may be subject to reciprocity considerations;

Investment by non-EC residents in political and general information publica-
tions appearing at least once per month (other than those intended for foreign
communities in France), audio-visual communication services, insurance bro-
kerage; tour guide-interpreter services; exploration, extracting and exploitation
of hydrocarbons, waterfalls, and the purchase of agricultural land adjacent to
the Swiss border (under the terms of a bilateral agreement dated 31 August
1946), which is generally allowed only for enterprises originating in a country
with which France has undertaken international commitments containing a

clause of national assimilation or reciprocity.’’
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b) France’s exceptions to the National Treatment Instrument
- A. Exceptions at national level

I. Investments by established foreign-controlled enterprises

Agriculture

National treatment is not applicable to nationals of countries that are not members of
the European Economic Area or to groups of companies majority controlled by such
nationals who wish to undertake an agricultural enterprise. The acquisition of vineyards is
subject to notification or, as necessary, authorisation. |

Authority: Decree 54-72 of January 1954.

Banking, financial services, securities brokerage, accounting and legal services

National treatment may be applied to nationals of countries that are not members of
the European Economic Area on the basis of reciprocity.

Insurance

Enterprises with head offices that are not located in EC member countries or in
member countries of the European Economic Area that have transposed the three insur-
ance Directives into domestic law must obtain a license to operate in France. This license
may be subject to reciprocity considerations and is only granted for types of insurance
underwritten by the enterprise concerned in its country of origin.

Air transport

Authorisation to engage in activities in this field is granted only when the enterprise
is owned entirely or majority controlled by nationals of the European Economic Area,
Such enterprises have free access to intra-Community or intra-EEA routes; access to
intra-Community or intra-EEA routes is limited to ‘‘consecutive cabotage’’ and is subject
to a ceiling of 50 per cent of capacity.
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Maritime transport

In order to be registered in France, ships must either:

a) be owned by physical persons and be owned at least 50 per cent by natlonals
b) be owned by moral persons headquartered in French temtory

Authority: Decree of January 1967.

Maritime transport

Maritime cabotage is open to flag vessels originating in EC member countries; this
activity should be fully liberalised for flag vessels of the other member countries of the
European Economic Area by 1997.

Inland waterways

The right to transport goods and persons between two points on the inland water-
ways covered by the Revised Convention for the Navigation of the Rhine is reserved to
vessels owned by either. nationals of Contracting States of that Convention or Member
States of the EC, or companies based in any of these States, which are majority-owned
and controlled by nationals of these States.

Publishing -

- Without clauses of national assimilation or reciprocity, foreigners may. not acquire,
directly or indirectly, more than 20 per cent of the equity capital or voting rights of
enterprises that publish in the French language. '

Authority: Act 86-1067 of September 1986.

Telecommunications

Telecommunications networks open to public use may only be established by the
State operator. The Minister for Telecommunications may authorise a person other than
the State operator to operate a radio-electric network for the purpose of providing
~ telecommunications services. However, without a reciprocity clause, a foreign person
may not own, directly or indirectly, more than 20 per cent of the equity capital or voting
rights of enterprises which have been granted an authorisation. These requirements do not
apply to natural or legal persons who are nationals of a State that is a Member of the EC
or the European Economic Area.

Authority: Act 90-1170 of 29 December 1990.
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'Radio and television

Without a reciprocity clause, nationals of OECD countries that are not members of
the EC or the European Economic Area may not hold, directly or indirectly, more than
- 20 per.cent of the equity capital or voting rights of a company licensed to provide
terrestrial Hertzian television or radio broadcasting services in the French language.

Authority: Act of 86-1067 of 30 December 1986.

- Tourism

A tour guide-interpreter license may be awarded to nationals of countries not
members of the EC or the European Economic Area on the basis of reciprocity.

Authority: Decree 94/490 of 15 June 1994 in application of Act 92/645 of
15 July 1992. o

Privatisation_

Only 20 per cent of the share capital may be acquired by non-EEA investors at the
time of the initial share offerings, unless a financial, commercial or industrial agreement
has been signed between the investor and the company being privatised. There are no
restrictions after the actual privatisation is completed and all investors regardless-of their
origin have full access to the capital of privatised enterprises.

Authority: Act 93-923 of 19 July 1993 on privatisation.

II. Official aids and subsidies
None.
III. Tax ‘obligations

None.

IV. Government procurement

-None.
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V. Access to local finance

None.

B. France’s measures reported for transparency at the level of National
Government

1. Measures based on public order and essential security considerations
a) Investment by established foreign-controlled enterprises .

Manufacturing/Aerospace construction

The French government reserves the right to restrict the conditions govemmg the
creation, expansion or operation of foreign-controlled enterpnses engaging in aerospace
construction.

Atomic energy

‘ National treatment is not applicable to fields supervised by the Atomic Energy
Commission (Commissariat a 1'énergie atomique). The use of artificial radio elements,
- the operation of nuclear plants -and liquid waste treatment plants are subject to prior
authorisation. The government expressly reserves the right to amend regulations on
nuclear activities, in particular as regards issuing permits to operate uranium mines or to
possess or use fissile materials.

Authority: Decree No. 70-878 of 29 September 1970 Article 2.

Article 632 of the PUbllC Health Code and Decree of 31 December 1974; the Mmmg
Code.

- Defence

The principle of national treatment is not applicable to enterprises whose activities
involve directly or indirectly national defence and armaments. The government reserves
the right to take any measure either to restrict the conditions governing the creation,
expansion or operation of foreign-controlled enterprises, or to require these enterprises to
provide any special guarantees it may deem necessary.
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b) Corporate organisation

Agriculture

By law, the directors of agricultural co-operatives must be chosen from among their
members and be French nationals, or nationals of an EEA Member State, or nationals of a
country with which France has a reciprocity agreement, unless an exemption has been
‘granted by the Minister for Agriculture with the recommendation of the Central Accredi-

tation Commission.
Authority: Article R 524-1 of the Rural Code.

c) - Government purchasing

Defence

Domestically-owned enterprises are given preference as regards the procurement by
the armed forces of products specifically intended for military purposes.

d) Official aids and subsidies

None.

II. Other measures reported for transparency

None.

C. Measures repoi't_éd for transparency at the level of territorial subdivisions

None
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Annex 2

Monopolies and concessions

Public monopolies

— collection, transport and distribution of letters and parcels wexghmg less than one
kilogram;

- — basic telecommunications;

— production of electricity greater than 8 000 KW and transport, distribution and
import and export of electricity;

— production, distribution and marketing of gas

—~ atomic energy;

— public municipal services;

— railways;

— import and retail sale of tobacco (and matches)

— production (mining) of solid fuels/imports of coal;

— ‘coal mines;

— gunpowder and explosives.

Concessions

— television;
— municipal services.
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Annex 3

Statistics on foreign direct investment in France
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Annex 4

Statistics on direct investment flows in OECD countries
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MAIN SALES OUTLETS OF OECD PUBL]CAT!ONS
PRINCIPAUX POINTS DE VENTE DES PUBLICATIONS DE L’'OCDE

AUSTRALIA - AUSTRALIE
D.A. Information Services

64% Whitchorse Road, P.O.B 163
Mitcham, Victoria 3132 Tel. (03) 9210.7777

Fax: (03) 92107788

AUSTRIA - AUTRICHE
Gerold & Co.

Graben 3|

Wien'| Tel. (0222) 533.50.14
Fax: (0222) 512.47.31.29

BELGIUM - BELGIQUE

Jean De Lannoy

Avenue du Roi. Koningslaan 202

B-1060 Bruxelles Tel. (02) 538.51.69/538.08.41
Fax: (02) $38.08.41

CANADA

Renout Publishing Company Ltd.

1294 Algoma Road -

Ottawa, ON K1B IWK Tel. (613) 731,433}
Fax: (613) 7415439

Stores:

61 Sparks Street

Ouawa, ON KIP SRI Tel. (613) 2388985
12 Adelaide Street West ’
Toronte, ON MSH 1L6 Tel. (416) 3633171

Fax: (416)363.59.63

Les Editions La Liberté Inc.

3020 Chemin Sainte-Foy

Sainte-Foy, PQ G1X V6 Tel. (418) 658.3763
Fax: (418) 658.3761

Federal Publications Inc,

165 University Avenue, Suite 701

- Toronto, ON MSH 3B8 Tel. (416) 860.1611
Fax: (416) 860.1608

Len Publications Fédérates

1185 Université

Montréal, QC HIB A7 Tel: (514) 954.1633
Fax: (514) 954.1635

CHINA - CHINE

China National Publications Import
Export Corporation (CNPIEC) R
16 Gongti E. Road, Chaoyang District
£.0. Box 88 or 50

Beijing 100704 PR Tel. (01) 506.6688

Fax: (01) 506.3101 ~

CHINESE TAIPEI - TAIPEI CHINOIS

Good Faith Worldwide Int*). Co. Lid.

9th Floor; No. 118, Sec. 2

Chung Hsiso E. Road ’

Taipei Tel. (02) 291.7396/391.7397
Fax: 102) 3949176

DENMARK - DANEMARK

Munksgaard Book and Subscription Service
3S. Nerre Segade, P.O. Box 2148
DK-1016 Kabenhavn K Tel. (33) 12.85.70

Fax: (33) 12.93.47

1. H. Schultz Information A/S,
Herstedvang 12,

DK ~ 2620 Albertsiung Teb 43 63 23 (0
Fax: 43 63 19 69

Internet: s-info@inet.uni-c.dk

EGYPT - EGYPTE
Middie Eaxt Observer
4) Sherif Street

Cairo Tel. 92,6919

Fax: Jol)-6804

FINLAND - FINLANDE
Akaweminen Kirjakauppa
Keskuskatu 1, P.O. Box 128
00100 Helsinki

Subscription Ser\'iccsIAgcncc d'abonnements
P.0. Box 23
(X371 Helsinki Tel. (358 0) 121 3416

Fax: (358 () 1214450

FRANCE

QECDIOCDE

Mail Orders/Commandes par correspondance :
2. rue André-Pascal ’
7S77S Paris Cedex 16 Tel. (33-1) 45.24.82.00
Fax: (33-1) 49.10.42.76
 Telex: 640048 OCDE
Internet: Compte. PUBSINQ@uvecd.org

Orders via Minitel, France only/
Commandes par Minitel, France exclusivement :
36 15 OCDE

OECD. Baokshop/Librairie de I"'OCDE :
31, rue Octave-Feuillet
75016 Paris

(33-1) 45.24.81.67

Dawson
B.P. 40

. 91121 Palaiseau Cedex Tel. 69.1047.00

Fax: 64.54.83.26

Documentation Frangaise
29, quai Vohaire

75067 Paris Tel. 40.15.70.00
Economica

49, rue Hérican

75015 Paria Tel. 45.75.05.67

Fax: 40.58.15.70

Gibert Jeune (Druit-Economic)
6. place Saint-Michel
T5006 Paris Tel.

43259119

Librairie du Commerce International
10, avenue d'léna

75016 Paris Tel. 40.73.24.60
Librairie Dunod )

Univensité Paris-Dauphine

Place du Maréchal-de-Lattre-de-Tassigny

75016 Paris Tel. 44.05.40.13
Librairie Lavoisier

1, rue Lavosier

75008 Paris Tel. 42.65.39.95

Librairie dex Sciences Pulitiques
30, rue Saint-Guillaume

75007 Paris T Tel. 45.48.36.02
P.UF.

49, boulevard Saint-Miche! - :
75008 Paris Tel. 43.2583.40

Librairie de I'Université
124, rue Nazarcth :
1300 Aix-en-Provence Tel.

116) 42.26.18.08

Documentation Frangaise
165, ruc Guribaldi
69003 Lyon “Tel.

(16) 78.63.32.03

_Librairie Decitre

29, place Bellecour
69002 Lyon ) Tel.

(16) 72.40.54.54

Librairie Suuramps

Le Triangle

34967 Montpeltier Cedex 2 Tel. (16) 67.58.85.15
o Fax: (16) 67.58.27.36

A lu Sorbonne Actual
23, rue de I'Hovel-den-Puntes

Tél. (33-1) 45.24.81.81

- 20155 Milano

06K Nice Tel. 163 93.13.77.78

Fax: (16) 93.80.75.69

GERMANY - ALLEMAGNE

OECD Boan Centre
August-Bebel-Allee 6
D-5317S Bonn Tel. (0228) 959.120

Fax: (0228) 959.12.17

GREECE - GRECE
Librairic Kautfmann
Stadiou 28

10564 Athens Tel. (1) 32.55.321

Fax: (01) 32.30.320

HONG-KONG

Swindon Book Co. Ltd.
Astoria Bldg. 3F

M Ashley Road. Tsimshatsui ’ :
Kowloon, Hong Kong Tel. 2376.2062
Fax: 2376.0685

HUNGARY -~ HONGRIE
Eura Info Service

Margitsziget, Europa Hiz

1138 Budapest Tel. () 111.62.16
' Fax: (17 111.60.61

ICELAND -~ ISLANDE
Miil Mog Menning '
Laugavegi 18, Posthoif 392
121 Reykjavik Tel. (1) §52.4240
Fax: (1) 562.3523

INDIA ~ INDE

Oxford Book and Stationery Co.

Seindia House

New Dethi 110001 " Tel. (1) 331.S8Y6/SI0K
Fax: (L1) 2325993

17 Park Street

Calcuita 700016 Tel. 230832

INDONESIA - INDONESIE

Pdii-Lipi

P.O. Box 4298

Jakarta 12042 Tel. (21) 573.34.67

" Fax: (21) $73.34.67

IRELAND - IRLANDE
Government Supplics Agency
Publications Section

4/5 Harcourt Road

Dublin 2 Tel. 661.31.11

Fax: 475.27.60

- ISRAEL ~ ISRAEL

Pruedicta

5 Shatner Street
P.O. Box 3030
Jerusalem 91430 Tel. (2) S2.84.9V172

Fax: t2) 52.84.93

R.O.Y. Intemational
P.0O. Bux 13056
Tel Aviv 61130 Tel. (3) $46 1423

Fax: (3) 546 1442

Palestinian Authority/Middle East:
INDEX Information Services

P.O.B. 19502

Jerusalem Tel. 12) 27.12.19
Fax: 1) 27.16.24

ITALY - ITALIE

Libreriu Commissivnarin Sansoni
Viu Duca di Calubria 171

50128 Firenze : Tel, (058) 64.54.18
’ Fax: (058) 64.12.57
Via Bartolini 29

Tel. t02) 36.50.82

Editrice ¢ Librerin Herder
Pinzzs Muontechorio 120
(0186 Roma Tel 679.46.2%

Fax: 678.47.51



Libreria Hoepli
Via Hoepli §
20121 Milano Tel. (02) 86.54.4%

"Fax: (02) B0S.28.86

Libreria Scientitica

Datt. Lucio de Biasio "Aciou®
Via Coronelli. 6

20146 Mitano Tel. 102y 48.95.45.52

Fax: (02) 48.95.45.48

JAPAN ~ JAPON
OECD Tokyo Centre
Landic Akasaks Building
2-3-4 Akaxaka, Minato-Au
Tokyo 107 Tel. (K1.3) 1586.2016
Fax: (81.1) 1584.7929

KOREA - COREE

Kyubo Book Centre Co. Lid.

P.O. Box 1658, Kwang Hwia Moon
Sewul Tel. 730.78.91

Fax: 735.00.30

MALAYSIA - MALAISIE
University of Malaya Bookshop
University of Malaya
P.O. Box 1127, Jalun Fantai Baru
" $9700 Kuala Lumpur
Malsysia Tel. 756.5000/756.5425
Fax: 756.3246

MEXICO - MEXIQUE
OECD Mexico Centre
Edificio INFOTEC

Av. San Fernando no. 17
Col. Toriells Guerra
Tlalpan C.P. 14050

Mexico D.F. Tel. (525) 665 47 99
Fax: (5253 606 13 07

Revistas y Periodicos Internacionales 5.A. de C.V.,
Florencia 57 - 1004
Mexico. D.F. 06600 Tel. 207.81.00

Fax: 208.19.79 -

NETHERLANDS - PAYS-BAS
SDU Uitgeverij Plantijnstraat
Externe Fondsen

Postbus 20014

25(X) EA’s-Gravenhage
Voor bestellingen:

Tel. (070) 37.83.880
Fax: (070) 34.75.778

NEW ZEALAND -
NOUVELLE-ZELANDE
GPLegislation Services

P.O. Box 12418

Thomdon, Wellington Tel. (04) 496.5655

Fax: (04) 496.5698

NORWAY - NORVEGE
NIC INFO A/S

Bertrand Narvesens vei 2

P.O. Box 6512 Ettenstad

0606 Oxlo 6 Tel. (022) 57.33.00

Fax: (022) 68.19.0}

" PAKISTAN
Mirza Book Agency
65 Shahrah Quaid-E-Azam
Lahore 54000 Tel. (42) 735.36.01

Fax: (42) 576.37.14

PHILIPPINE - PHILIPPINES
International Booksource Center Inc, -
Rm 179920 Cityland 10 Condo Tower 2
HV dela Costa Ext cor Valero St.
Makati Metro Manila Tel. (632) 817 9676

Fax: (632) 817 1741

Krakowskie Przedmicdcic 7

POLAND - POLOGNE

Ars Polona

00-950 Warszawa

Tel. (22) 264760
Fax: (22) 268673

PORTUGAL
Livearia Portugal
Rua do Carmo 70-74
Apart. 2681

1200 Lishoa Tel. (O1) M7.49.8Y/5

Fax: (01) 347.02.64.

SINGAPORE - SINGAPOUR
Gower Asia Pacific Pic Lid.

Guolden Wheel Building

41, Kallang Pudding Roud, No. 04-03
Singapore 1334 Tel. 741.5166
Fax: 7429356

SPAIN - ESPAGNE

Mundi-Prensa Libros S.A.

Castellé 37, Apartado 1223 :

Madrid 28001 Tel. (91) 431.33.99
Fax: (91) 575.39.98

Mundi-Prenxa Barcelona

Consell de Cent No, 39§ .

08009 ~ Barcelona Tel. (93} 488.34.92
) - Fax: (93) 487.76.59

" Liibreria de la Generalitat

Palau Moja -
Rambla dels Estudis, 118
08002 - Barcelona .
(Subscripciuns) Tel. (93) 318.80.12
(Publicacions) Tel. (93) 302.67.23
Fax: (93) 412.18.54

SRI LANKA

Centre for Policy Rescarch

/o Colombo Agencies Lid.

No. 300-304, Galle Road )

Colombo 3 Tel. (1) 574240, 5735512
Fax: (1) 575394, 510711

SWEDEN - SUEDE
CE Fritzes AB , :
$-106 47 Stockholm Tel. (08) 690.90.90

Fax: (08) 20.50.2}

- Subscription Agency/Agence d abonnements :

Wennergren-Williams Info AB
P.O. Box 1305 :
171 25 Solna Tel. (08) 705.97.50

Fax: (08) 27.00.71

SWITZERLAND - SUISSE

Maditec S.A. (Books and Periodicals - Livres
et périodiques) '
Chemin dex Paleties 4
Case postale 266
1020 Renens VD 1 . Tel. (021) 635.08.65
’ Fax: (021) 635.07.80

Librairie Payot S.A.
4, place Pépinet

Ccp 3212

1002 Lausanne Tel. (021) 320.25.11

Fax: (021) 320.25.14

Librairie Unifivres
6, tue de Candolle

1205 Gendve Tel. (022) 320.26.23

Fax: (022) 329.73.18

Subxcription Agency/Agence d”abonnements :
Dynapresse Marketing S.A.
18, avenue Vibent

1227 Carvuge Tel. (022) 208.07.89

Fax: (022) 308.07.99

Trinadad & Tobago, W.1.

‘Washington, D.C. 20036-4922

See also ~ Voir aussi :
OECD Bonn Centre
August-Bebel-Allec 6
D-53175. Bonn (Germany)

Tel. (0228) 959.120
Fax: (0228) 959.12.17

“THAILAND - THAYLANDE

Suksit Siam Co. Ltd.
V13, 115 Fuang Nakhon Rd.
Opp. Wat Rajbopith
Bangkok 10200 Tel. (662) 225.953172

Fax: (662) 222.5188

TRINIDAD & TOBAGO

SSL Systematics Studies Limited

9 Watts Street

Curepe

Tel. (1809) 645.3475
Fax: (1809) 662.5654

TUNISIA - TUNISIE
Grande Librairie Spécuhsét
Fendri Ali

Avenue Haffouz Imm El-Intilaka
Bloc B 1 Sfax 3000 Tel. (216-3) 296 8SS

Fax: 1216-4) 298.270

TURKEY - TURQUIE
Koltdr Yayinlari Is-Tiirk Lad. S
AtatUrk Bulvari No. 191/Kat 13
Kavaklidere/Ankara

Tel. (312) 428.11.40 Ext. 2458

Fax: (312) 417 24 90

Dolmabahce Cad. No. 29
Besiktas/Istanbul

UNITED KINGDOM - ROYAUME-UNI
HMSO .

Gen. enquiries
Postal orders only:

Tel. (212) 260 7188

Tel. (0171) 873 0O1|

.P.O. Box 276, London SW8 5DT

Personal Callers HMSO Bookshop
49 ngh Holbomn., London WC!V 6HB
Fax: (0171) 873 8463
Branches at: Belfast, Birmingham, Bristol,
Edinburgh. Manchester

UNITED STATES - ETATS-UNIS

OECD Washington Center

2001 L Street N.W., Suire 650

Tel. (202) 785.6323
Fax: (202) 785.0350
Internet: washcont@oecd.org

Subxcriptions to OECD periodicals may also be placed
through main subscription agencies.

Les ab aux publicati périodiques de
I'OCDE peuvent tre souscrits aupres dex principales
agences d'abonnement.

Orderx and inquiries from countries where Distributors
have not yet been appointed should be sent to: OECD
Publications, 2, rue André-Pascal. 75775 Paris Cedex -
16, France,

Lex commandes provenant de pays od 1'OCDE n'a pax
encore déxigné de distributeur peuvent dtre adressées
aux Editions de 'OCDE, 2, rue André-Pascal, 75775
Parix Cedex 16, France.
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