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Can Hollande Take On France’s “National Champions”?

Nicolas Véron discusses the French president’s pledges to make France more business friendly, but it remains to be seen

whether he will temper the countrys legendary economic nationalism.

Transcript of interview recorded February 20, 2014. © Peterson Institute for International Economics.

Steve Weisman:

Nicolas Véron:

Steve Weisman:

Nicolas Véron:

President Frangois Hollande of France has visited the United States and carried the same
message to the business community in France itself, which is that he is going to undertake
structural reforms and other steps to impress the business community with a business
friendly administration for a socialist president. Nicolas Véron, visiting fellow at the
Peterson Institute, is watching this very carefully. This is Steve Weisman. Nicolas, what do
we know about the French president’s intentions and plans?

About the intentions, the president’s entourage describes that as not a change of direction.
It’s an acceleration and clarification of what has always been fundamentally reasonable
pro-business, pro-open economy vision. Of course, if you want to square that with the
facts, you have a bit of difficulty because there has been no clear direction from the French
government since Hollande came in mid-2012. And in fairness, there was not a clear
sense of direction either from his predecessor, Nicolas Sarkozy, who had been elected with
the fairly clear vision of opening of the windows, making the life of entrepreneurs easier,
unlocking what is locked in France, but acted quite differently in his five years of tenure.

So, the question is the way, not only the president, but the governing parties, look at the
economy. And I think where there might be a shift still to be confirmed. Hollande might
be sincere in his willingness to change the ideologies or perceptions in his majority about
the economy and what it takes to create jobs.

In a way, he had been there before. What observers from outside need to watch is how this
is sustained over time and how he can bring more consistency into his government’s prac-
tice because still in government are figures like Arnaud Montebourg, our industrial renewal
minister, who has contributed a lot to the perception of uncertainty and unpredictability in
the investment climate in France perhaps most spectacularly when he blocked Yahoo!’s pur-
chasing of France’s startup Dailymotion, which was part owned by then France Telecom,
which was a very stark anti-investor signal about a year ago.

I think trust has been lost in this and it will take time for President Hollande to reassure the
business communities that what he claims is now his vision is for real.

When President Hollande visited Silicon Valley and met with executives there, did they ask
him about the Yahoo! blockage?

Yes, of course, this was probably the biggest signal that has been sent in the past two years
by the French government. It might not have been intentional. 'm not sure Minister
Montebourg -- in his discussion with other members of the government and the president
himself -- realized how negative this signal would be. But, it was clearly the way to tell
French entrepreneurs or people who invest in France, you may create a business here,

but you will not be free to decide what happens with this business. And I think this was
perhaps not what was intended, but it certainly is a way it had been received.
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What did Hollande say to reassure the business community in California?

I think at this point there are no major policy announcements. Earlier this week in Paris,
President Hollande made some announcements about the predictability of the tax take on
new investments. All of this is welcomed, but it’s not really a change of the framework.

So far, of course, there are these big promises of lowering the burden of social insurance
on jobs in exchange for the business sector creating more jobs. It’s still not clear how this
mutual promise will be implemented or monitored.

There are clear commitments in terms of fiscal adjustment and reductions of government
spending in France, which is a slightly separate question -- less of the structural, more in the
fiscal side -- clearly, on the structural side. It’s still a bit up in the air, which in a way is fine if
you accept that the aim of Hollande is to change the tune of the conversation; to change the
ideological perceptions onto French left; and to create more and more space to reform over
the remaining time of his term, which is still quite a bit of time. He will, in all likelihood,
stay president until mid-2017. But, I think he will have to be judged on decisions, on facts,
not just on discourse, if he wants to recreate a sense of trust for business in France.

Give me one or two examples of something that would constitute a bold action that would
impress people.

I think one of the spaces to watch is whether France can get rid of its ideology of
economic nationalism and support for national champions, which directs a lot of what the
government does, if not necessarily what it says. You had this thing about Dailymotion,
which was basically about saying this is one of our most brilliant startups. It’s impossible
that it would become part of the US Internet giant. So it was nationalistic and anti-
American in a way at the core.

I think this really makes business life difficult in France. You look at the main sectors where the
state has some influence, like banking, telecoms, energy, retail, construction, either as a regulator
or in terms of government procurement. They’re all dominated by French groups to an extent
that really has no equivalent elsewhere in Europe. Even in Germany which is a pretty inward
looking country when it comes to services and regulation, you don’t have the equivalent.

And look at what the government has done where there have been major decisions in terms
of business in the past few days, capital injection into Peugeot to “keep it French” and
prevent it from being a target into likely consolidation of the European car industry. So
this remains driven by economic nationalism. It remains a question of keeping our national
champions, promoting and protecting them against competition. And it remains basically
creation of moral hazard for the entrenched business interests protecting them for failure
where you should have more market discipline.

So, I think as long as this seems to drive the French government’s economic and especially
microeconomic structural thinking, I think the hopes for real reform are limited. I think

really this cult of national champions in the French economic thinking prevents a real
opening of the economy. This is clearly what I would watch first and foremost.

Thank you Nicolas.

Thank you Steve. ;l.-;'.'



