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Financial Participation in Europe. Inventory Study France
Hiroatsu Nohara, Robert Tchobanian (LEST)

(extract from : Poustma E. (ed), (2001) Practices of Financial Participation in
Europe:The Situation in Six Member States

Intfroduction

Financial participation has developed extensivalyrrance, especially since the 1960s,
largely due to the role of French legislation aaxl incentives. But there are other reasons
why it is still evolving.

Employee financial participation covers three ateas are only partially related:

- Sharing corporate profits and financial resultgol, subject to certain conditions,
are distributed to the employees.

- Collective forms of employee saving - that is,cimoperation with the employer
company. A large part of the sums devoted to psbi@ring go into these employee saving
schemes, which also receive additional voluntamtrdoutions on the part of employees
and matching contributions from employers.

- Such employee savings schemes may be used tocdmmpany shares, thus
promoting employee share ownership.

Nevertheless, these types of participation concemyg a limited part of the workforce
today: civil servants are excluded by definitiamd by the end of 1997, only 22% of
employees in private and public companies who vediggble for financial participation
schemes had savings invested in their companiesi¢Bnd, 2001). Employee share
ownership (ESO) concerned an even smaller numbemplioyees: an estimated 700,000
to 1,200.000 of them were shareowners in their company. In 1999, 17% of companies
with more than 500 employees had share-owning grapk) but under 3% of smaller
companies did (Jallet, Franceschi, 2001). Firarparticipation appears to be limited to
the more privileged portion of the private sectavsrkforce. And yet, because of the
corporate and social security tax concessionder®tompanies and employees, the whole
set-up is very costly for the State. The oversiineated cost for the French government is
close to 5.5 billion euros (Balligand J-P, de Faldal-B, 2000). The role of employee
financial participation in the French economic andial system remains to be clarified.

The three different types of financial participatidiffer in scope - for example, profit

sharing involves many more employees than doesesbamership. They differ in
historical background, since share ownership hasldped fairly recently. And the issues



for each type of financial participation are diffat with respect to the interaction of social
participants, or their economic and social effectis type of participation is also linked
to other mechanisms. Profit sharing schemes erenivith companies' payroll policies.
Employee saving schemes are developing as it becames and more difficult to finance
pension schemes. Employee share ownership isdlin&estock option practices, even
though the latter primarily serves a rationale widing staff involvement and loyalty for

part of the workforce. This type of financial peiptation also should open up possibilities
for employee participation in company managemeuwnt strategy, and therefore confront
the issue of company control and employee repraseataction. More generally, the
economic and social model for French enterprisedagcreasing globalization of financial
markets and of goods and services.

This is why the system is changing. Both econogrowth in recent years and the
development of financial markets are encouragingatieon a topic that used to be less
newsworthy. Such growth is contributing to the elepment of the two legal profit
sharing systems (mandatory profit sharing, and @mperformance-related bonuses).
Managers are developing increasingly complex firdntools for optimizing employee
saving schemes. Employee share ownership in nggpanies has been given impetus by
the privatization of state-owned companies.

A law passed in early 2001 is an attempt to de#h wie increasingly important role of
financial participation. It will affect 1) emplogesaving schemes by spreading their use to
small companies and increasing their term; 2) thle of collective bargaining in the
development of employee saving schemes; and 3)eti@ncement of shareholding-
employee representation within corporate structur€eese measures will only begin to
take effect in coming years. Our study conceresctirrent situation and does not take the
new provisions into account.

Legal context of financial participation.

Financial participation is under a high degree egal supervision. One of its forms,
deferred profit sharing, is mandatory for companwith 50 employees and more. The
other forms are discretionary or optional, althotiglly are subject to the regulations that
apply to tax and social security tax exemption$ie Btate uses these laws to "soften” the
relationship between company and staff, by givingpleyees the opportunity to benefit
from company profits over and above their inconeenfrvages and salaries.

Employee financial participation in France has gegb legal status for a long time.

France's co-operative manufacturing companies (§Q@bRiined legal status as early as
1915. Today they represent about 30,000 employeeis, although the principle

involved is not true financial participation, butcallective property administered by the
employee-owners.

The French government established the first colhéramework for financial participation
during the presidential term of General Charleszdelle (1958 a 1969). This was based
on a model for associating capital and work thas @efined by the post-W.W.II Gaullist



movement (Chérioux, 1999); at the time, it alregupvided for the three levels of
financial participation.

Setting up a profit sharing system

A provisional Order (equivalent to a law) datedulay 7, 1959 created a plan for a system
of company performance-related bonuses, calledressementwhereby the company
pays its employees income that is independent afegjabut based on criteria that are
defined in a company-wide agreement. This fornfircdncial participation is collective,
although it may be distributed in several differasatys; it is also unpredictable, because it
is determined using a formula based on the chostaria (in other words, a formula for
sharing the company's profits as a function of dmal, economic, or technical
performance). The practice of company performaetated bonuses is discretionary, but
adopting it results in some tax and social expedsductions for the company.
Furthermore, if the sums paid out are frozen byetmployees themselves within a saving
scheme, they are income-tax free (see below). odlth the conditions and scope of the
system have been somewhat modified since thenrémesin essentially the same.

Another Order dated August 17, 1967 instituted ratony profit sharing for companies
with 100 or more employees (50 since 1990). Ty tof financial participation, as its
name indicates, is also a form of profit sharingowever, the Order established that,
unlike the system of company performance-relatetlbes, the sums of money involved
in mandatory profit-sharing schemes would be mad®vailable for a five-year period,
with the exception of specific events in the livdshe employees (marriage, births, etc.).
This brought up the question of what to do with theney while it was frozen, and as a
result, financial participation was extended tdude employee saving schemes.

Establishing medium-term employee saving schemes

Initially, funds from mandatory profit-sharing sghes could be kept within the company
in the form of blocked accounts benefiting fromixed rate of interest (the current legal
base rate is 6%) . The legislation provided fineo forms of saving for the amounts from
company performance-related bonuses and mandatoiiy gharing, such as the purchase
of company shares (frozen for five years in theecalsmandatory profit sharing). This

form of share ownership, however, did not catch @iso, investing the frozen funds in

securities required the use of financial instruraent

Therefore, a third Order also dated August 17 188fablished PEEP{an d'Epargne
d'Entrepris@ company saving schemes that can receive the rfraa@ounts from
mandatory profit sharing. PEE schemes can alssvwewoluntary employee contributions
from company performance-related bonuses (in thsecthey would be exempt of the
major portion of income tax) and from additionadl@pendent employee contributions. A
company may encourage this type of saving by makmagching contributions, free of
social security tax. The funds invested in PEEeswEs are also frozen for five years. Like
the blocked accounts, PEE schemes are an impadaintor orienting employee savings
towards investment in the company. While blockedoants used to be more prevalent,



most employee saving is now organized through P&Hemmes. Funds placed in a PEE
stay there until they are invested in various obiNe investment schemes: mainly the
FCPE Fonds Communs de Placement d'Entreprismnpany investment funds that were
created in 1968. These pool employee savingsvestrin various types of securities.

Slow development for employee share ownership

Investing their savings via FCPE funds is the nvedty that employees may acquire share
ownership in their companies and benefit from theprivileges associated with employee
saving schemes. The law provides for both FCPHEdUhat invest entirely in company
shares and diversified FCPE funds that invest mainlwholly in diversified securities.
Therefore, employee saving schemes can either skrvelevelop employee share
ownership (ESO), or lead to financial investmentalty unrelated to the economic life of
the employer company. The direction this categbrgavings will take is a function of the
reactions of the actors involved, in particular pamy management offices.

As a means of financial participation, FCPE fundsenalways combined profit sharing,
employee savings, and employee share ownershipird@prio the hopes of some of its
promoters in the "leftist" component of the Gautllisovement, however, it has not led to a
significant change in the social model and managenmpeactices of French business
enterprises. For a long time, neither distributgiares directly nor investing employee
savings in specific FCPE funds helped to develo@ ES

Since the early 1970s government policy has terideencourage the establishment of
ESO schemes. A number of government bills have b#eoduced, not always with real
results:

- the January 1970 (Renault) and 1973 Acts (ndimatdized banks and insurance
companies, public aviation) to further the develeptrof ESO in State-owned companies;

- the December 1970 Act establishing stock optaremes;

- the December 1973 Act establishing ESO schemdseirprivate sector, amended
in 1976 and 1980 to include provisions for the flextribution of shares to employees;

- the July 1984 Act concerning employee buyoutd; an

- the August 1986 Act concerning provisions foivatization of State-owned
companies, reserving 10% of the shares sold fopamynemployees.

At the same time, the employees savings system imasoving by stages. Legal

provisions were added to encourage ESO schemesnaaias of saving. An Order dated
October 1986 provided for the issue of shares vedefor employees in PEE company
saving schemes at a preferential price (on tophef tax deductions granted for such
schemes). The 2001 Fabius Act is overhauling titgeeemployee saving system. Even
though ESO is only a partial objective, the FabAat promotes it through restricted

capital increase or partial privatization of Statened companies.



Government policy in favour of financial participat ion: initial
assessment

The legislation developed over a period of fortyange via governments with different
political orientations and in changing economiaaiions. The initial drive during the
Gaullist period was towards a compromise betweemkveamd capital. At the time,
however, neither management nor most of organialedur were seeking any real change.
During the 1980s, government policy alternated ketw nationalization (1982) and
privatization (from 1986 to 1988), which explainyvdebate on employee savings and
ESO picked up again. During the 1990s, theseigaliand ideological objectives gave
way to economic and social considerations (a saant upswing in the stock market and
worries about the future of retirement funds).

Despite the divergence, a number of common charsints have gradually emerged as a
framework for the French model for financial pagation:

. The State has played a decisive role in the dewsdop of profit sharing,
providing a framework, obligations, and a systenfiméncial incentives. However, this
has encouraged employee savings more than ESO.

. Financial participation was clearly distinguishewnfi payroll: barring
exceptions, the amounts involved must be indepdrafesompany payroll policy. Unlike
wages, financial participation is unpredictable antject to fluctuation over time because
it is linked to performance (qualitative or quaative).

. Financial participation is not a strategy for intbeiming individuals
personally or selectively, unlike certain typesstufick option. Because it is designed to be
collective, it concerns all company employees.

. The collective aspect justified setting up a systé social dialogue within
companies for organizing financial participatiotilizing the results, and monitoring the
schemes. Negotiation is an important componersuch dialogue, but when it began to
develop, collective bargaining played a very mirme in business enterprise. Therefore,
financial participation appeared in forms that wéoderated" as exceptions to the French
system of industrial relations.

. Financial participation has developed in the maagash of the productive
system, i.e., in medium-sized and large businessrgises. It is spreading slowly to
smaller companies.

Schemes and types of financial participation

The various types of financial participation haveeady been mentioned in the brief
history of the French model. Each scheme follag®wn logic, but is part of a complete
system that combines three levels of employee ¢iahrparticipation (profit sharing,
savings, share ownership) in different ways asctige may be. The four basic schemes
are 1) mandatory profit sharing; 2) company perémoe-related bonuses; 3) company
saving schemes; and 4) the FCPE investment funds.



Mandatory profit sharing

Since 1990, companies with 50 or more employeesvigusly 100 or more) are required

to distribute part of their profits. When any aftax profits exceed a certain percentage
(5%, subject to exceptions to the benefit of emgdsy of company capital, half of the

additional profit, weighted by the importance ofgea in value added, is allocated to a
special mandatory profit-sharing fund (the RSP)domloyees. In companies with fewer

than 50 employees, this type of profit sharingissi@tionary.

All employees who have been with the company astleix months are eligible for
mandatory profit sharing schemes, although thegzanhay agree to set a lower minimum
seniority limit. The 2001 bill contains a provisiéimiting it to three months. Mandatory
profit-sharing schemes don't pay out to employeawadiately. The sums involved are
frozen for five years, although in certain casearrage, birth of children, etc.) the money
may be unfrozen before maturity; they are alsoextitip certain social security taxes that
apply to all income.

Although mandatory (50 employees and more), thesfit gharing schemes are organized
as a function of negotiated agreement between empland employees or their
representatives. There are four types of agreemém¢ company may 1) adhere to a
collective labour agreement that is signed at th@ustry-segment level; 2) sign an
agreement with one or several union organizatiepsesented within the company; 3) sign
an agreement with the elected works counCibrfité d'entreprise, CE)r 4) have an
agreement ratified by two-thirds of the workforecea referendum. Combination types
involving several intermediaries are also possible.the absence of an agreement, the
organizational conditions for mandatory profit shgrare defined by law.

A three-year agreement stipulates the conditionparticular the minimum seniority limit
for benefiting from the scheme (if the limit is lewthat the one under the law); the terms
and conditions for defining and distributing theadis (chosen from those provided for by
the law, with possibility for exceptions in favoaf employees); and how the money will
be invested while it is frozen (blocked accountEREheme, FCPE fund, etc.). The parties
may agree to lower the freezing period from 5 §@8&rs, with a reduction in tax privileges.
When the 2001 bill is implemented, this reductiall no longer apply to new
agreements.

Company performance-related bonus schemes (intéress ement)

Company performance-related bonus schemes areetiis@ry, but they must also be
negotiated. The agreement may be signed by uniganzations or by the elected
members of a works council, or it may be accepe@mployee referendum. Company
performance-related bonuses constitute a way toildise income tied to the company's
profits or to cost-effective criteria (productivitgains, quality, etc.) to employees.
Therefore, it is not a function of profit alone tlvather of the company's economic growth,
and it allows more flexibility for the company'sce& partners. Like mandatory profit
sharing, the company performance-related bonusnobie used as a substitute for wages
and is calculated on a collective basis (which #etgpart from a system of individual



bonuses). It is limited by law (20% of total grasarnings, and 50% of the maximum
annual wage ceiling used for purposes of Frenclomathealth and pension payments). A
minimum seniority limit is set at 6 months (3 musin the new law).

The amounts paid out as part of a company perfacereelated bonus scheme are entirely
tax free for companies, and payroll-tax free fompéoyees. Unlike mandatory profit
sharing, these bonuses are immediately availaliteguagh subject to income tax if used.
If the employee chooses not to use the amounttlirdee/she may choose between two
ways to save it:

1) A "time savings account” (a 1994 provision) rbayset up by agreement with trade
unions at corporate or industrial-segment levehdéf certain conditions, employees may
"save" time in consideration of flexi-time systeorsof the mandatory reduction in work

hours (the 35-hour workweek). They may also sawe lhonuses received through
company performance-related bonus schemes. Wthese thavings reach maturity, the
time or money may be recovered in the form of eldeave. Employees must pay income
tax on the earnings for these vacation periods.

2) PEE schemes are the main vehicle for saving eosngperformance-related

bonuses. The amounts invested in such schemdraem for a minimum of five years.

They are entirely income tax free, although subjectertain social security taxes that
apply to all income.

Company saving schemes (PEE) and investment funds ( FCPE)

Company saving schemes (PEE) constitute the ttpitar” of financial participation.
PEE schemes involve the building of employee savisgmetimes with the help of the
company, and are not directly related to corpopaitdits or economic results. They are
discretionary and may be set up unilaterally by e¢hgployer, or via an agreement with
staff or their representatives. Employees may makentary contributions to the PEE
scheme (including a portion of company performamtated bonuses). The company may
encourage such contributions by making matchingtrirtions @bondement PEE
schemes may receive money from profit sharing selserand are also subject to a five-
year freezing period. In return, the State gram@dain social and tax benefits to both
employer and employees. As with mandatory prdfarsng schemes, specific employee
circumstances may lead to unfreezing before mgturit

FCPE funds are the most important type used in 8dbEme. These are investment funds
reserved for the employees of the companies cee#tim fund. FCPE funds are managed
by financial companiefGestionnaire et dépositairef)at act on behalf of the companies

and their employees. An FCPE fund is a collecsteck of securities (in some cases,
shares in the companies themselves) for accoutiteoémployees, who are co-owners of
the fund. An FCPE fund might be reserved for tpleyees of a single company (which

is usually the case) or shared by several compé&especially smaller companies).



FCPE fund managers must specify the fund's managepaticies (type of investment)
and how its members are to be informed. A superyiboard is set up with employee and
company representatives for monitoring fund managgm

There are actually two types of FCPE investmendfurSome are diversified (FCPE
Article 20). These combine a range of financiaess, including in principle no more than
a third in shares from the employer company. OfEPE funds (FCPE Article 21)
contain mostly securities issued by the employenmamy. In that case, the FCPE fund is
a direct support for employee share ownership.

Employee share ownership.

There are several forms of employee share owne(88Q) in France: 1) securities that
are distributed directly as part of mandatory fitiahparticipation; in 1997, however, only
0.6% of ESO funds were distributed in this form éGbux, 1999); 2) funds acquired when
publicly owned companies are partially or totallsivptized; 3) the issue by private
companies of shares reserved for employees; anecieflp, 4) shares in the company
acquired through the FCPE funds.

There is a fifth possibility, which the French cstibck-optionor plan d'option sur action
(Details in § 4.3.) The rules and regulations fos thave existed for a long time, although
schemes have started to develop only recently.cation of these shares is generally very
selective, reserved either for upper managemerorostart-up companies. The whole
system is in the process of being redefined.

Development of financial participation with a focus on broad-
based share ownership

Schemes for profit sharing, employee savings, angl@ee share ownership are also
differentiated by the level of information requirad a function of the legal obligations for
each case.

4.1. Participation of employees in corporate econom ic growth and
profits

Both mandatory profit-sharing and company perforoearelated bonus schemes require
that companies communicate certain facts and fggooacerning the scope of the schemes
(the population covered, agreements negotiatetiprnoline figures, etc.). A "Superior
Council of Participation” established in 1994 psbhés a general statement of financial
participation data. The latest statement publiseéar the 1998/1999 period.

4.1.1. The development of mandatory profit sharing: agreements and
population covered
In late 1998, a total of 5,012,399 employees ifR26 companies were concerned
by 16,989 agreements covering the mandatory scheemgsred for medium-sized and
large business enterprises. Less than 2 % of trkferce concerned work in companies
with fewer than 50 employees.



Company size Number piPercent of all Number oPercent of all
companies employees

1-49 4 520 22.3 % 99 233 1.9 %

50 - 99 6 253 30.9 % 452 909 9 %

100 - 199 4 490 22.2% 627 110 12.5 %

200 - 499 2 876 14.2 870 805 17.4 %

500 -1999 1354 6.7 % 1215591 24.3 %

2000 - + 276 1.4% 1746 751 34.8 %

Total 19 769* 97.6 %* 5012 399 100 %

* 487 agrements in subsidary companies of groupisont employees.

Participative schemes were set up as part of amstndwide agreement in fewer than 3%
of cases; in more than 97% of cases, a company-agdsement was signed. This result
shows the specific nature of financial participatiom the French industrial relations

system, which is much more decentralized than & weenty years ago when industry-
wide bargaining was one of its main characteristiiggotiating mandatory profit-sharing

and company performance-related bonus schemesogexdkehs an exception to collective
bargaining, which provides only for agreements atgrby union organizations; here

agreements may also be concluded with the electemhbers of a works council (CE)

(whether they are union members or not), or diyestith employees via a referendum.

The types of agreement made in 1998 are shown below

Way of agreement Percent of agreements

External collective agreement 2,8 %

Internal agreement with uniongl1 %

Agreement with CE 64,6 %
Referendum 17,9 %
Other way 3,7 %

4.1.2. Company performance-related bonus agreements
Company performance-related bonuses are discreyidmat they must be applied within a

legal framework. In late 1998, 14,180 three-yegreeaments concerning 3,052,713
employees were in effect (including agreementsezign 1996, 1997, and 1998).

Company size Number pOverall percent| Number pOverall percent
companies employees

1-49 10 458 65.4 % 172 285 5.7 %

50 - 99 1761 11 % 126 840 4.2 %

100 - 199 1476 9.2 % 210123 6.9 %

200 - 499 1125 7% 347 497 11.4 %

500 - 1999 697 4.4 % 660 204 21.5 %
2000 - + 201 1.3% 1535774 50.3 %
Total 15 718* 98.3 %* 3052713 100 %

* 269 agrements in subsidary companies of groupisont employees.



Such schemes are more widespread in small comptraasprofit-sharing schemes, but
percentage-wise, they affect even more employeesn fivery large companies.
Furthermore, since 1992 the population concernednbgdatory profit-sharing schemes
has stayed relatively stable at slightly under 8,000 employees (increasing in 1998 due
to the arrival of France Telecom under the law)eslas company performance-related
bonus schemes have been increasing (400,000 addigomployees).

Here again, there are several different procediaresoncluding agreements. Since small
companies are more heavily involved in bonus sclkethan profit-sharing schemes,
ratification by employee referendum is a popularthod (60.8 %). In medium-sized
companies, the works council is signatory, whereas large companies, union
organizations usually sign agreements.

Mandatory profit-sharing and company performandatee bonus schemes can be used
together. In 1998, 4676 companies and 1,939,73playees were concerned by
agreements for both.

4.1.3. Financial results of mandatory profit-sharing and company performance-
related bonus schemes

Just because there is a bonus or a profit-shagngement doesn't mean that there are
amounts distributed to employees every year. Didion requires a certain level of profit
or that bonus criteria be met - and this is moterothe case during periods of growth. In
1997, for example, 5.5 million employees were cedeby at least one out of the two
schemes. Given the favourable economic situatlos,meant that the companies involved
were able to distribute profit-sharing or bonusome to 4.4 million employees in 1998.
On the average, each employee received 930 € tmelenandatory profit-sharing scheme
and 850 € in company performance-related bonuses total of about 5.34 billion euros
for the entire economy. In companies that usedh lIschemes, that average gain was
approximately one month's salary.

That same year, mandatory profit-sharing schemegentgpossible to distribute earnings
to 68% of employees who were covered by an agreemek total of 3.4 million
employees received nearly 3.2 billion euros, comgpdo 2.64 in 1997. These amounts,
which are frozen for three to five years, usedddept within the companies in the form
of blocked flat rate accounts. Since the early089%CPE schemes are the vehicle for
most of these funds (2/3 in 1998).

A total of 2.13 billion euros was paid out to arduB,470,000 employees in company
performance-related bonuses. Employees may usebtireises immediately or save them
via a "time savings account” (a system that is lganded) or a PEE company saving
scheme. These voluntary contributions are fronerfife years and are income tax free.
About a third of the amounts paid out were investellEE schemes. The other two-thirds
were used directly as additional income.



More recent data for 1999 confirms and expandsheset trends. 5.4 million employees
received payments as part of company performanatedebonus and mandatory profit-
sharing schemes. This included 37% of employeeshe trade sector (excluding
agriculture) and represented 7 billion euros (§afeanceschi, 2001).

4.2. Employee saving schemes

Employee saving is an important aspect of the tirrparticipation system. Employee
saving schemes do not constitute the largest imezdt for employees, however. Only
22% of employees in the private sector had savimgssted in their company by late 1997,
while more than a third had long-term savings ite@sn life insurance (Burricand, 2001).
63% of employees in employee saving schemes use $8BEmes, making these the
principal system used for such savings. But insa$ait has been redefined by the Fabius
Act of 2001, employee saving is on the rise.

In 1997, 1.3 million employees invested 2.94 hilleuros in savings in PEE schemes, with
an average deposit of 2160 euros. A total of 8Z0Mpanies use these schemes, in
particular when they have agreements for both ntangarofit sharing and company
performance-related bonuses. This type of prdifiarieg is not the only source of
contributions, however. For every 100 francs dé#pdsn a PEE scheme, 21 francs are
from the transfer of company performance-relatechusoincome, 22 francs from
mandatory profit sharing, 38 francs from additionaluntary contributions made by
employees, and 19 francs from matching contribgti@bondementmade by employers.
PEE schemes make it possible to augment the safrmgsprofit-sharing schemes. Only
one out of five employees in a company saving sehdmwever, makes the additional
voluntary contributions that allow them to bendfam matching contributions from the
employer. This would indicate that only higherd@mployees are able to put money
aside in this way.

In 1997, only 640 million euros from mandatory mrsharing schemes went into PEE
schemes, generally in the form of FCPE companysitmrent funds. The rest, about 2.5
billion euros, was invested either in blocked acdswr in FCPE funds outside the PEE
company schemes.

Looking at the various methods used for employe@nga(PEE schemes, blocked
accounts, FCPE investment funds, direct share ahigrtogether shows that more than
40% of employees in the private sector who ealeast 1830 € per month have invested
in such savings, compared to under 20% of thoseeahno less than 1220 € per month.

Overall employee savings for 1997 are estimate8.4tbillion euros, breaking down as
follows (Balligand, de Foucauld, 2000):

- savings related to profit-sharing schemes, 3.illibib was frozen in mandatory
profit-sharing schemes, and 0.625 billion consistddcompany performance-related
bonuses saved;



- direct employee savings, 1.112 billion consistefl additional voluntary
contributions to PEE schemes, and 0.548 billion, nehtching contributions from
employers.

The total amount of employee savings accumulatedhbyend of 1997 is evaluated at
38.11 hillion euros, taking into account the fiveay freezing period. This includes 28.2
billion invested in FCPE schemes. The number appewith shares in FCPE schemes
was 6.2 million, for an average holding of 4500 €ust under 10 billion euros were
invested in shares in the employees' own compara®ut one-fourth of total employee
savings. Itis not easy to evaluate the impaengployee share ownership, however.

4.3. Employee share ownership (ESO)

So, not only are employee saving schemes not tlyaway that employees save, but only
one fourth of the amounts invested in these ard fmeshare ownership. In 1997, the
Ministry of Labour evaluated ESO in France at 700,employees (about 5% of
employees in the private sector). More recent uatans report up to 1.2 million
employees (almost 9%). The Ministry evaluationnsedo be confirmed by the results of
the 1999 'PIPA" Survey on mandatory profit sharimgmpany performance-related
bonuses, company saving, and ESO schemes thattedllénformation from 35,000
companies (25,000 relevant replies). Accordintheoresults, 17% of companies with 500
or more employees were using some form of ESOet)dfranceschi). However, a poll
taken in 2000 by Altedia indicated that 42% of camps in that category use ESO
(Lemaitre, 2000). And a magazirtepansion studied only French companies that were
listed on the French Stock Index in early 2000difug that more than a million employees
own shares in the companies where they work. Taeometer" for employee savings
management established by Interépargne (Reseatady S) evaluated the number of
employee-owners at nearly 1.2 million in April 2001olding nearly 30.5 billion euros'
worth of shares. Based on the companies listeth@rhrench Stock Exchange (CAC 40)
and derivative markets SBF 120 and SBF 250, an iB8€&x was established that groups
those listed companies whose ESO schemes meetitenac 1) ESO accounts for more
than 3% of company capital, and 2) at least 25%ngbloyees own shares in the company.
In January 2001, 34 companies met the criteria.

These assessments illustrate two cross trends.on@rhand, even if legislation has been
encouraging ESO for a long time now, ESO has deeel@nly relatively recently. On the
other, during 1986-88, the wave of privatizatiofesypd a driving role that was later taken
over by the growth of the stock market and thede#or incentivizing social policies. As
a result, ESO is highly concentrated in the langéed companies (unlisted company
Auchan being an exception, see Research StudyBBsed on declarations from the
companies made in late 1998xpansiofs list cites France Telecom with 144,000
employees; Vivendi, with 100,000; TotalFina/Elf-Atune, 98 000; and Renault, 80,000.
On the French Stock Exchange alone, the marketat@ption for the ESO described
above is nearly 24 billion euros. Due to stock keafluctuations, these assessments may
vary considerably, though.



ESO can also be approached via the developmentaft the French calitock-options
another type of scheme whereby companies reseevgdksibility for employees (and
more especially middle and upper management) taigcghares in the company. This
aims not just to build loyalty, but also to encaeahe beneficiaries to maximize the
market value of the company they work for. Frelegislation provides for the setting up
of such schemes. stock-optionscheme is defined as the right granted to an grapltm
acquire shares at a fixed price throughout a detexinperiod of time - usually five years.
The share-owning employee benefits from a capi#h gqual to the difference between
the price fixed at the beginning and the yearlgarif the stock market price has increased
during the period. The Economy Ministry currenyconsidering a reform that would
lower the freeze limit on stock options from five three years. It would also establish
more transparency concerning the awarding and dires gnvolved (for example, a list of
the stock-options belonging to the top ten managkosild be made public). For a long
time, such stock-options were reserved for upperagement, but they are spreading to a
broader employee base in both large and start-oqpanies. According to the Ministry of
Labour, by late 1998, half of listed companies waseng stock-option schemes. There
were 30,000 beneficiaries in 123 companies, inadgd21% upper management, 65%
middle and lower management, and 14% other empsoye® recent assessment of 34
companies listed on the French Stock Exchange atdthat 38,000 employees, or one
out of a hundred, benefited from the schemes (d=ihot, 2001). And Vivendi decided
to offer options to all of its 250,000 employeesJamuary 2000 - an exceptional move,
because otherwise, only five out of the 34 commahave spread the options to more than
3% of their employees (stock-options.fr, 2001).

The situation is different for start-up companiegiich use the stock-options as a
component of wages (Pérétié, Guilleminot, 2001).ut Bhese are rapidly changing
companies that are vulnerable to stock market risksd they correspond less to the
employee saving model.

4.4. Summary of the main elements
The following diagram is an attempt to give an allepicture of the schemes that enter
into the financial participation system:
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5. Relationship with corporate governance

5.1. Form of corporate governance in French capital  ism

Corporate governance is the system by which bigarations are governed and monitored.
The national corporate governance structure spscithe distribution of rights and
responsibilities among the different actors insdi@mestic corporations — CEO, board
members, managers, shareholders and stakeholders, iTis closely linked with the national
configuration of capitalism.The French capitalismmarkedly characterised by some specific
features. It means particulary the predominanctheffirms whose corporate governance is
based on institutional networks in which the Stasgy/s an important part as well as capital-
owner than as managers' training. This model gbaate governance is often described as
"insider model ", by contrast with the Anglo-Saxmodel where the outsiders (shareholders
individual and institutional) hold the key of ddoiss, monitoring and sanction.

i) Traditionaly, the financial network of Frenchrfis is organised as a three control level
network combining cross ownership inside contrabugs and cross ownership between
groups. The first level corresponds to a contrgllielationship between an industrial firm and
its subsidiaries. A second level of “alliance rglaships” is organised around main financial
institutions that hold significant but non-contmo shares in main industrial groups, allowing
the former to jointly co-ordinate or regulates thegroups. Finally, at the upper level,
financial institutions are linked by cross shareit and manager networks. Globally, this
extensive system of cross-ownership have alloweihlyngo maintain the control and self-
protection of the managing elite (Morin, 1994).ded, there is a strong overlapping between
financial participation networks on the one hand armanagers as well as directors networks
on the other hand, leading to an oligarchic contifobig enterprises by an homogeneous
group of former state servants.

i) In spite of the massive and recent privatizasiocof State owned companies, the State
already exert a very strong influence on the eognthrough various institutional means:
first, many national companies still exist (Air Rcg, Charbonnage de France, Gaz de France,
EDF, La Poste, Snecma, Giat, Crédit Lyonnais, Feahelevision...) in the sectors having
general or national interests; in addition, that&tholds always, directly or indirectly, a
significant number of participations in the capibhlseveral large French firms (aerospatiale,
A.G.F, Arianespace, Artemis, Bull, Canal plus, Ciiéface, CDR, Crédit Foncier de France,
Dassault, Dexia, Eurocopter, Framatome, Francecdmle Gan, Natexis, Renault, TDF,
Thomson CSF, Usinor, to quote the principal onegpastly, the French State directly
contributes to train the managers of private corgsn

i) The large French private companies are charasd by a very significant number of
administrators (board members) or managers comamg high civil servant positions, and by
a very weak opening to independent or foreigner iadtnators. That shows a certain
incapacity of the French companies to produce leyngelves their managers. A study



showed that in the 200 larger French companies, df7f#e managers result from the public
sector, whereas only 21 % of the managers madeddweier directly in the company

(Bauer and Mourot, 1990). In the same way, it n@®d, during the privatization period, that
a large majority of high managers, named by théeeStad having concluded the privatization
process, could remain in place after it.

Also, many compagnies leaders, even at the headafate company, come from the public
sphere. Their passage by the public sphere (hiyhirastration or national companies)
enables them to build cross links (public / priyated to create what one sometimes called "
connivance capitalism ".

However, the French system of corporate governascainder a heavy pressure of
transformation from the mid of 1990. The impacfin&ncial liberalization and the arrival of
Anglo-Saxon institutional investors on the Europeantinent are profoundly transforming
the internal workings of large French firms. On a$in every indicators of corporate
governance - decision making process and busitedsgy - French corporations (especially
the blue chip companies of CAC 40) are going tagtengths to meet the preferences of
Anglo-Saxon institutional investors. Although thiolgal picture remains unchanged until
now, the present situation is a critical momend idynamic process of change in the over-all
institutional equilibrium.

5.2. Corporate governance mechanisms and employees participation

The concrete mechanism of corporate governancersliiccording to the private or public
sector or according to the statute from the comgsmaniThe employee participation in the
corporate governance (voice function) varies ndjueccording to these parameters: it is
obvious that this participation is much stronger time public sector, since it is
institutionalized. The privatization of the natarcompanies partially diffused this practice
in the private sector. The majority of these piaed companies preserved the place of
employee representatives at the " board ", as encttmpanies with public capital. These
representatives are only added to those of the gm@lshareholders' when those exist as in
the Renault case.

Some " family " companies such as Michelin, Lagezdgroups, Castorama etc chose the
shape of limited partnerships with share capitplrtQership limited by shares company -
PLSCo.) who allows that families to keep the contf their companies. Put aside these
exceptions, the most part of the large French coimepaetained a legal structure of Limited
company type (Public Limited Company- PLCo). Invate sector's PLCo., there are two
types of corporate governance structure which gimepanies can choose since 1966:

On one hand, companies can adopt "one tier streictuith a board and a CEO. It has the
merit to simplify the mechanism of control, sintedsts on the fusion which is supposed to
be realized through the CEO of shareholders' antages’ interests. But, it suffers from a
lack of transparency and especially some insufiidies of CEO's monitoring. On other hand,
companies can choice "two tier structure” who oigEscorporate governance around a dual
structure: directory (management) and board otegass(auditors). It is based on the formal



separation of the real exercise of management antiat. In this case, the decision-making
is taken together through a directory includingesalymembers (3 to 5 people).

In France, the first scheme of company governaane fier) is most frequent, more than 90
% of PLCo., indeed, chose this legal structure,treoy to Germany where the law on
coadministration obliges the large corporationsotain dual system of Aufsichrat and
Vorstand. In this last country, the representatioeemployees occupy half of the seats of the
Vorstand council, which makes it possible to mafkective the employee participation in the
control of the great strategic decisions. In Framadough the law is not opposed so that the
board or the board of trustees (auditors) incluggsesentatives of employees, they seldom
sit in these decision-making bodies. Table | shbat only 8 % of directors of board are
employees representatives in the hand listed compd@AC 40). If they are present, it is
because the majority of privatized companies pveserthe system of employee
representation at the board which was in place ha hationalized sector (law of
democratization of the public sector,1983).

Table | Composition of the Board of Directors : CAO Private French Firms
(selected years)

Economic / legal status of board memb#&£88 1996 1998
Shareholders or business partners 63% 55% 45%
Members of management 30% 21% 18%
Representatives of small shareholders 0% 1% 1%
Labor 4% 7% 8%
Independent Directors 3% 16% 28%

Source: Korn / Ferry International (1998), Gouvernement d’Entreprise 1998: trois ans apreés le rapport
Viennot, p. 49; Financial Times, FT Director Survey, October 1, 1999

As for the private companies, the public compaces choose between a board of directors
(one tier system) or a board of trustees (two $igstem). In fact, the version "two tier
system" is seldom used in the national companieshe public firms, the composition of the
board is based on the principle of the three-pgotyernment. A third of the members of the
board is representatives of the State, a thiranigleyees representatives and the last third of
representatives of the users. Nevertheless, ttier [eend to be replaced by qualified
personalities also named by the State. The laWwdaimocratization of the public sector " of
1983 fixes at 1/3 the representation of employeesctlly elected by the employees. These
elected officials often represent trade-union listgleed, the presentation of a list to the
election of employees representatives in the bogrquires, either the sponsorship of a
representative trade-union organization at theonatilevel, or the support of at least 10 % of
personnel delegateddlégués du personneyr members of the works councitomité



d'entreprisé.

The employee participation in the mechanisms of gamy governance is contrasted thus
enough according to forms of voice in company kied property of the capital. Two
distinctions should be made here: difference betweensultation and deliberation;
difference betweenrepresentation of all the em@syand representation of the employee
shareholders. The presence of employee represestan the boards of the companies is
already envisaged by the law since 1966. It iseprasentation exerted by 2 to 4
representatives designated by the works counad,heving only one advisory role. It is in
fact the application to the level of the corporgteernance (CA or CS) of information and
consultation procedures of the elected employeeseptatives.

That one is carried out, at least in the large camgs, through the works council and
connected committees: central works council, groammittee, European group committee,
economic commission of the work council. Economtechnical and organisational
informations are already given to employee throtngise institutions of representation. Thus,
the works council get accounting informations, shatders' list, various annual reports,
information on commercial or economic prospects,groduction program and a focus on the
productive system. On the other hand, participatiith deliberative way s not generalized
either in the board of directors, nor in the tresteommittee.

In 1975, a group on " the reform of the companydppsed to set up company co-monitoring
with presence of employee representatives. Thesfiwamation of the leading structures of
the companies towards a two tier system couldifatl this employee intervention in the

monitoring of the company but without direct pagation in management. The law on the
"democratization of the public sector" (July 19&®pwed this presence in board of State
controlled companies, with deliberative voice. VRtizations of the largest part of

nationalized companies since 1986 led some of tioepneserve this representation. But it is
a representation of all employees, shareholdenstor

The representation of the employee shareholdeatses legally found. But its place seems

still limited. Since 1994, the companies in whisH% or more of the capital belongs to

employees have to define the conditions of a remtesion of these employees shareholders
in the board of directors or in the board of traste With the new law (2001), this number is
decreased to 3 %. However, this collective reptagi®n of the employees shareholders
developed little until now, even when 5 % or mofé¢he capital are owned by the employees.
The law definite a general principle, but leavedraad autonomy of application to the

companies

Another form of representation relates to the bsasfitrustees of the company employee
investment funds (FCPE). These FCPE represenn#ans of collective management of the
employee saving and are thus managed by specialigeaiizations (financial administration

agents). A board of trustees monitors the actiothis organisation. FCPE can also play a
part on the gouvernance of the company by exedoilgctive voting rights in the name of

the employee shareholders. But these voting rights also be exerted directly by the
employees. According to the nature of the FCPE, dne or the other of these two solutions



which is adopted until now. The composition ok tHRCPE board of trustees is important. It
can result according to cases from an agreemenebatthe directions from company and the
employee representatives (elected officials atvibeks council or trade unions) or from an

election directly by the employee shareholders séhreles are modified in the law of 2001 to
improve the implication of employees in the follayw-of the FCPE and the management of
the company.

6. Financial participation and the industrial relations system

Social dialogue in the financial participation ®yst corresponds only partially to the
dominant industrial relations model that developeBrance. Collective bargaining was long
time organized outside the company level and wamadterized by a highly conflictual
relationship between employer representatives amnshwrganizations. The State played an
active role in regulating the system. Collectivadaining as a system is a fairly recent
phenomenon (Tchobanian, 1995). The right to unemmesentation within the company was
granted in 1968, and the right to mandatory negotiawithin the enterprise, in 1982. Unitil
that date, unions exerted a certain influence onpamy life only through elected institutions
(system of personnel delegates, a sort of eledted stewards; works councils). Company
performance-related bonus schemes and mandatdriygiraring were instituted before 1968,
which is why "negotiating" financial participatianvolves procedures that are an exception
to the French model of collective bargaining (s2<l &bove).

While the unions do have a monopoly on collectigeghining on behalf of employees, other
regulatory procedures have been instituted inftbld. Therefore, the works council (WC),
when there is one (companies with more than 50 e&yepk), is an important actor in
industrial relations. In medium-sized companis, WC signs most agreements on company
performance-related bonus and mandatory profitispachemes even when union branches
exist. The WC generally has more prerogatives wheames to control over the economic
life of the company. It is informed on a numbemnmdtters, and consulted for major decisions.
It does not have a right of joint management, ha@wegompany management offices are not
required to take the committee's advice.

Procedures and organizations have grown up arou@d,\Wspecially in large companies,
which allow employees (and union organizationspéinformed about company life. As

we've seen, the WC can even be represented in eympanagement (on the board of
directors or supervisory board), although only m a&dvisory capacity. So, the French
industrial relations system can be said to haveoaeguure for keeping employees and their
shop stewards informed via the WCs.

However, both company managers and union orgaairathave generally been hostile to
forms of co-management. There are differencegofian on both sides but for a long time,
company management was not considered to be afplattour relations - the informational
and consultative role of the WC has no direct liakcompany management or to collective
bargaining by the unions. The financial participatproject was geared to change this
situation via its two components, company perforoearelated bonuses and mandatory profit



sharing. Reducing the gap (and, for a long tim&nance, the antagonism) between labour
and capital by means of employee financial parittgn could also have led to a change in
industrial relations and the attitudes of emplojyeaunion actors. But as we have seen,
financial participation favoured profit sharing atide development of employee saving
schemes, thanks to the tax incentives granteddogaliernment. ESO developed much more
slowly and actually didn't give employees much @ba&e in entrepreneurial decisions.

Since 1982, traditional collective bargaining ha&veloped considerably in companies. It
now tackles a number of subjects (wages, work timoek organization, etc.). As a result, the
number of agreements signed in business enterpgnseskyrocketed from about 1000 per
year in the early 1980s to nearly 30,000 in 1989en if a large number of these are linked to
the statutory reduction in work hours. The syst&#nndustrial relations is according more

and more importance to the economic situation afganies, at least the largest ones.

However, financial participation is still largelycase apart: as mentioned above, collective
bargaining accounts for only a small part of theeaments signed. The Fabius Act (2001)
institutes an annual obligation to negotiate finahparticipation if no system already exists,
although negotiation is limited to the four typesgented above. And shop stewards (elected
or unionist) have information tools available tent through the WCs (or the equivalent at
group level) concerning company life - much the sams the ones sent to share-holding
employees. As a result, the use of financial p@dtion as a means to encourage employees
to take part in company management is very limiea all the more so because of the
differences in position among the union organizetio

7. Relationship with other types of saving and the social security
system

When financial participation was established (i59.@nd then again in 1967), the objectives
were not tied mainly to social security issues.e Point was to share the results of company
performance independently of payroll policy. Howevpayroll was the social security
system's unique source of financial support, incgdor pensions. Being payroll-tax free as
a rule, financial participation did not contribute social security financing. The situation
changed somewhat with the recent creation of argéned social levy called the CSG and its
associated provisional contribution, the CRDS, brdltulated on total income. But wages
do remain the major source of social security fanag, and financial participation always
leads to a reduction in the portion of employeeoime that serves to contribute to such
financing. (Although it does leads to increasegleyee saving.) In the current period, it is
a significant element that must be taken into astauthe search for answers to the general
crisis in social security financing, specificallprfpensions. Therefore, an analysis of
financial participation must include a referencette development of pension financing,
especially the building of pension funds.

In France, only civil servants benefit from pensfands with favourable tax treatment - and
they are not eligible for employee savings schemaAslaw instituting pension funds was
voted in 1997 but, because of shifting politics amidon opposition, it has never been



implemented. The unions feared that such fundsldvoesult in less money going to the
contributory pension schemes. Thus far, social palitical debate on future pension
financing has not led to a reform of the whole ayst unlike in the other main European
countries. Even survey reports lead to differioge€asts (Charpin, 1999, Teulade, 2000). In
its existing form, however, the French pensioneyswill face increasingly greater problems.

Until the whole system is reformed, financial papation, and specifically employee
savings, can provide a partial solution. By ingiitg voluntary partnership employee savings
schemes, called PPESV's, the 2001 Fabius Act kas tastep towards longer-term employee
saving (10 years or more). The PPESV, which fomstion same principles as a PEE but for
a longer period of time, is a potential form of gpem fund that would link employee savings
indirectly to the future of social security. Thagplains why some of the union organizations
are on their guard. Note that such schemes cagstadblished only via a collective labour
agreement.

8. From the social partners' perspective

The different social partners have various pointsview. French plural unionism is
particularly evident on issues concerning employadicipation in the life of the business
enterprise, whether it's direct participation ie tirganization of work, financial participation,
or management participation (Tchobanian, 1994)enEw the employer environment, there
are different sensibilities. Both employer andaimbrganizations, however, have generally
kept their sometimes hostile doctrinal positiongpasate from their actual practices.
Pragmatism often plays a role in the types of cosise reached in order to benefit from the
tax and payroll advantages the government gramtBrfancial participation. For this reason
it may be said that the issue has developed masthn exception to the traditional industrial
relations model. In the present paper, we wileginly a broad outline of the debate. These
different perspectives emerged again while the 206lwas being prepared.

On the employer side, the MEDEF's positions arersanzed in a document dated March
2000 (MEDEF, 2000). The title of the document suap the tenet for the employers'
organization: Allowing all employees to share in their firm’s fite and risks The point is to
imagine "a new form of capitalism” in order to iease social cohesion. The MEDEF notes
that there are already a number of instrumentsh®purpose, that attitudes are what need to
be changed. So in fact, what is desired is anorgment in the existing employee saving
instruments: spreading employee saving schemésriefit employees of small companies,
extending PPESV saving schemes (the MEDEF expli¢ils such an extension to the
adoption of pension funds), and granting tax ineestfor voluntary saving. The MEDEF
cites stock-options (besides financial participatias another type of individual incentive to
be used for attracting and keeping the most competaployees. It also notes that financial
participation is a way to respond to rigid paysylstems. That is how it hopes to encourage
company performance-related bonus schemes. Atithugh the MEDEF is in favour of
employee share ownership (ESO), it considers thatmore important to optimize employee
saving, which doesn't always involve investing ompany shares. It wouldn't like to see



share-holding employees benefit from managemeihtsithat are different from those of
other shareholders, either. These positions takgather are an indication that financial
participation is desired mainly as a way to invobmployees more deeply in the life of their
business enterprise and to allow them to build angydterm savings, as a complement to
payroll policies and social security financing.

The positions taken by the union organizationsirteenced by doctrine, of course, but also
by the more general issue of employee participaitiothe life of the company. The CFE-
CGE (a white-collar union federation), the CFTQCfaristian doctrine union), and the CFDT
(social democrat) are all more in favour of pap@tion, for various reasons linked to their
individual doctrines, but also to their union prees. The Marxist-inspired CGT Union is
more opposed to forms of participation that maskiadoantagonisms, and the CGT-FO
Union, which refuses union involvement in compangnagement, is utterly hostile to
financial participation. These positions also teelback to the three areas that are concerned
by financial participation: 1) influence on payrglolicies; 2) effects on social security
financing (particularly the relationship betweemdeterm saving and contributory pension
schemes); and 3) the industrial relations mod#i@atompany level.

Even the most favourable organizations (CFTC, CERE=CCFDT) have doubts about the
development of company performance-related bonhenses as a way to make payroll
policies more flexible. The CFTC, for example, @emed that such bonus agreements be
restricted to companies where a payroll agreemieeaay is in effect (CFTC, 2000). The
unions do note, however, that this type of adddlomcome is very advantageous for
employees. The CFE-CGC reminds us that 1524 &assgadditional earnings represents
only 423 € net of taxes for a skilled worker, wleerdhe same amount from a company
performance-related bonus, if it is not investea@ IREE, brings in actual earnings of 1070 €;
and 1524 € invested in a mandatory profit sharctgesie or PEE will yield 1408 € in actual
earnings, although frozen for five years (CFE-C@Q0Q1). That's why, despite fears of
misuse, the unions did sign a number of bonus awets, either directly or via their elected
WC delegates. The CFDT also proposed union managieta keep financial participation
from accentuating pre-existing inequalities (TrogkR000). The CGT takes a more critical
stance, however (Chanu, 2000). It notes the saaaieBnancial participation and employee
saving schemes, but denounces the consequencegrofi policies and on employee savings
structure. Such fears are intensified by the aiffies of financing pension funds. All the
union organizations are afraid that employee sawogemes will reduce the financing
capability of contributory pension schemes. TheTdK® demanded that the new law
guarantee priority to wage increases and thasd provide for the financing of contributory
pension schemes (CGT-FO, 2000). Even the CFTG;hwikivery attached to participation in
general, had doubts about the new PPESV schemeiefuskd to accept any annuity-type
withdrawals that would turn it into a pension fundThe CGT also strongly states its
opposition to seeing employee savings replace gfatthe current level of the contributory
pension system.

The greatest difference shows up when it comelsgadle of participation in the social model



for business enterprises and in the direction takenhe industrial relations system. The
CGT sees financial participation as "an attemptissolve labour in capital" that reduces
employees' real power within the company, givert gweh power is not linked to partial
capital ownership. On the other hand, the CFDE seéroadening of employee saving as
another way to give employees a voice in the chofdavestment for the purpose of serving
the cause of employment, solidarity, and sustaealelvelopment. All union organizations
are unanimous, however, in demanding that suclcjgation not reduce the current power of
unionism and the representation of all employeé®ther they own shares in the company or
not.

9. Research results

In France, financial participation is a complexteys, but one that is subject to a legal
framework. Most studies on the subject are basethe data gathered through a statistical
analysis system that was set up by the French gowent and is managed by a "Superior
Participation Council" created in 1994. The Coumgimade up of representatives from
France's legislative assemblies (the National Agderand the Senate), social partners,
experts, and the appropriate Ministries. In paléicut receives quantities of statistical data
(presented in 84 above) that are compiled by theidity of Labour's statistical and research
services. The data concern the more instituti@sgects of financial participation - for
example, number and type of agreements signed,esacbphe various schemes, amounts
distributed or saved, etc. All the data are phigidsin an annual report (Ministry of Labour
and Solidarity, Superior Participation Council, 2D0 The extensive involvement of the State
explains why the two most recent and complete tepor financial participation are the result
of two political bodies-inspired initiatives, oneofn the Senate to boost employee share
ownership (Chérioux, 1999) and the other from then® Minister to prepare the employee
savings reform (Balligand, de Foucauld, 2000).

The other studies or research projects on the suggnerally are carried out in professions
involved in employee-saving and ESO managementcasr+ for example, the COB (the
French Stock Market Trading Commission), investmemdnagers, consultants, or the
business and financial press. These are oftemdsdtistudies, or involve research limited to
the largest listed companies. Some of the datdighgdl over the last two years are
mentioned below.

A market index for employee share ownership, callexi(indice de I'Actionnariat Salari€)
IAS, currently includes 34 companies that are distéth one of the three reference markets:
CAC 40, SBF 120, or SBF 250. As mentioned in Sdvabin these companies ESO accounts
for more than 3% of company capital, and at le&s8t f employees own shares in the
company. They are the listed companies that arst mmncerned by ESO (Auchan is not
included because, even though it shares the abmwecharacteristics, it is not a listed
company; Renault, on the other hand, is includedis theoretically possible to compare the
economic or stock market performances, or the kpol&ies of these companies with those
of other companies listed on the Paris Stock Exgbario see if there are significant



differences. The IAS has increased more rapidin tihe other market indexes in recent years
(269% during the period from December 31 1990 tat&aber 30 1999, compared to 202.5%
for the CAC 40 and 197% for the SBF 250). Butas falso been dropping faster over the past
year. ESO would appear to intensify the trendoweler, the results must be interpreted
cautiously, because the breakdowns for the differelexes are not comparable, and a few
heavily capitalized companies have significant @feon the IAS. Plans have been made to
revise evaluation procedures for the index.

Information about ESO or stock-options is publisipediodically, often based on company
reports to the COB. Some of this data (see 8h8jed that ESO has developed fairly
recently (encouraged by privatization procedured bacause of the sharp upswing in the
stock market in the late 1990s) and that ESO apptarbe more widespread than the
governmental data would indicate.

Various opinion surveys which seek out the attitudklabour and management with respect
to financial participation exist. These includage-1999 survey of employees indicating that
employees are more interested in employee savihgnses than by ESO I(Expansion
2000). The survey showed that one out of two eyg@s was thinking of purchasing shares
in the employer company in preferential conditioitowever, they see this more as a better -
though riskier - investment than traditional sagingemployees admit that share ownership
reinforces ties with the company, but more than &% hem would refuse to give up wage
increases against obtaining shares in their comp#@md the majority does not believe that
share ownership allows them to participate in maompany decisions. Another survey
taken in May 2000 (IPSOS, Ministry of Economy andafce) indicated that employees are
very interested in employee saving schemes: 76%ider them a good thing; 77% think that
they haven't developed enough; and 87% would bkeee them encouraged in coming years.
Here also, the savings aspect is given priority58ven thought that the PPESV (being
discussed at the time) could help to better prefmareetirement, and 72% that using it as a
regular pension supplement (annuities) was desiraldDue to union opposition, the law
wound up not including this choice.

A "barometer” for employee savings was establisimedarly 2001, based on information
from 102 companies that were listed on the FreriokkSExchange (CAC 40) and derivative
markets SBF 120 and SBF 250 (JP Morgan, Interéparbiewitt Associates, 2001). It
suggests that the primary motivation of these cangsais to project an innovative payroll
policy image in order to attract and involve congmetemployees. Here, employee saving
schemes are perceived more as a component of aallopay strategy than as a means to
achieve ESO.

A survey carried out in October 2000 of financiablysts and managers in five European
countries confirms that ESO is on the rise, howd#iropean ESO Monitoring Centre,
Euronext, Sofres, 2000). Expectations do vary fame country to another. In the United
Kingdom and the Netherlands, advantages in termscohomic performance are stressed,
while in Belgium, Germany and France, social topgee more of an issue. In France,
therefore, greater employee involvement seems v priority over economic efficiency



or building a loyal employee share-ownership baberecent years, there have been a few
cases where share-owning employees have beencabédpt company management fight off
hostile OPAs (the Société Générale is a notable)caBBut the proportion of capital in
employee hands rarely exceeds 5%. The Frenchtexpethis particular survey believe that
the proportion must increase to 10% before shamrayvemployees can play an effective
role in combating OPAs.

These studies all tend to show that financial pigdition is perceived especially as a means to
motivate employees and even occasionally the uniemsn when it does encourage ESO.
The possibility for share-owning employees to tpket in company decisions is given as a
reason much less frequently.

10. Conclusions

It is difficult to come to definite conclusions whanalysing the French case. The system has
mainly promoted company profit sharing and the dup of considerable, though very
unevenly distributed, employee savings. Even thahg government has offered incentives
several times since the 1970s, ESO has developetilvedy slowly, and the tax system has
not done anything to discourage this trend. If EfPears to be developing at a faster pace
these days, it is only because of privatizatiorcpdures and stock market developments. But
will the current downswing in the stock market ahd impending decrease of privatizations
slow down the ESO trend? And won't payroll restia{due mostly to the reduction in work
hours) encourage the use of company performanatecebonuses as a supplement to wages?
In these conditions, employee saving schemes appdae the most strategic component of
the financial participation system. This is prdlyakhy it is central to the 2001 Fabius Act.

By creating co-operative business savings scheE$ for the small companies that are
excluded from mandatory profit sharing schemes,ldlaeaims to extend the possibility for
building employee savings with preferential taxattoeatment to all employees except civil
servants. And by establishing PPESV schemesopmegtes long-term savings that employees
can use to build their personal assets. ESO isam# approach to this saving strategy. The
law aims to give ESO a role by incentivizing a maom 3% ESO holding in company capital
and employee involvement in company managementhelfsystem continues to develop, it
could energize social dynamics. But it could alsmain just another component of company
social and payroll policy.



