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OVERVIEW 

Catalyst 

This profile analyzes the political, economic, social, technological, legal, and environmental (PESTLE) structure in France. 

Each of the PESTLE factors is explored on four parameters: current strengths, current challenges, future prospects, and 

future risks. 

Summary 

Key findings  

France is a strong democracy, but the president's decreasing popularity has affected implementation of 

reforms   

President Sarkozy came to power in 2007 on the back of promises of reforms and improvements to political and social 

conditions. However, his popularity has declined with the perception that he is failing to meet his election promises. 

Furthermore, deteriorating economic conditions have given him little leeway to carry out the intended reforms in 

employment, pensions, and education. The French increasingly associate these reforms with the drop in employment 

(especially for older workers) and declining government subsidies, which is a cause for concern.  

Popular opinion is not in line with government views. Public-sector unions have been opposing cuts to pay and pension 

benefits ever since the president announced them. Such developments make it difficult for the government to pursue 

reform measures. It is also expected that the unpopularity of President Sarkozy may push the government to resort to more 

populist measures, while the much-needed reforms are put on hold. The situation could worsen due to the rise of the 

populist National Front, which could lead to the president taking a very cautious approach to the reforms.  
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The economy is buoyed by the services sector, but rising current account deficit and inflation remain a 

concern  

The French economy is one of the largest economies in the EU, with a GDP of $1.5 trillion (constant prices, 2000). 

Although the economy shrank by 2.6% in 2009, it rebounded with a growth of 1.5% in 2010. The country’s well-developed 

infrastructure and strong services sector are supporting the economy. The services segment contributed around 82.1% of 

the GDP in 2010. It rose from €1.43 trillion in 2006 to more than €1.58 trillion in 2010, and is expected to reach around 

€1.78 trillion by the end of 2013.  

However, the economy faces huge challenges in the form of weak government finances, rising inflation, and widening 

current account deficit. The total budget deficit for 2010 was €136.5bn ($194bn), around 9% of the GDP. Inflation has been 

on the rise after it fell to 0.1% in 2009, increasing to 1.6% in 2010. It is expected to grow to 1.8% in 2011. The current 

account deficit as a percentage of GDP was 2.7% in 2008, 2.9% in 2009, and 3.3% in 2010. In the present economic 

situation, the state's deteriorating financial condition is putting additional pressure on the economy.  

France scores high on human development, but rising unemployment is a concern  

France ranks high in terms of social development. On the UN Development Programme's (UNDP) Human Development 

Index for 2010, the country ranked 14th among 169 countries. Like most European nations, France is also facing the 

challenges of ensuring social security for an aging population. The unemployment rate in the country is inching towards 

10% after averaging 9.6% for 2009 and 2010. Income inequality in the country has increased and the education system has 

failed to meet the changing requirements.  

The country's minimum wage has consistently risen, but labor productivity has not increased by the same proportion. This 

has made wage hikes unrealistic. Moreover, the government has initiated new measures to address unemployment-related 

issues arising out of the present economic crisis. The government’s attempts to initiate labor reforms have been met with 

public protests, which could result in political instability. The pension system was revamped in 2003, but the employability 

of the older population is still limited. The government plans to increase retirement age from the current 60 to 62 by 2018 

under the new Pension Act. The need to increase the contribution period is being felt, but the government’s efforts in this 

direction have met with resistance.  

Measures to encourage innovation underway, but R&D expenditure remains low   

France has been traditionally known as a technologically advanced nation. The country’s total expenditure on research and 

development (R&D) has been steadily declining as a percentage of GDP from 2001, and is far below the projected EU 

target of 3%. However, France has been proactive in innovation by introducing research tax credit, innovation clusters, and 

reforms to its university system. The country’s €35bn Special Investment Plan has also played an important role in 

attracting capital, jobs, and talent into the country. There has been a steady increase in the number of public-private 

laboratories in the country, reaching 214 in 2009. Under its higher education reforms, 90% of the universities in the country  

will be autonomous by the end of 2011. The Special Investment Plan covers three priority areas: healthcare, nutrition, and 

biotechnology; environmental urgency and eco-technology; and information, communication, and nanotechnology.  
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France is open to FDI, but labor market rigidities could hinder investment  

France has been slowly liberalizing its economy by doing away with restrictions on investment in formerly government-

dominated sectors. As a member of the EU, it provides a reasonably hospitable climate for foreign investment. The country 

attracted inward foreign direct investment (FDI) of $65bn in 2009, with nearly 22,645 foreign companies operating in the 

country and employing nearly three million people. The number of projects originating in emerging countries increased by 

52% compared to 2009. In 2010, foreign companies based in France created two million jobs. 

However, the government is yet to dispense with its interventionist practices, and there are deterrents in the form of a lack 

of fiscal freedom or investment freedom. There are plans to exert tighter control over companies in which the state still has 

a stake. In April 2011, a mandatory bonus scheme suggested by President Sarkozy was slammed by both unions and 

companies, many of which see it as unnecessary state intervention in employer-employee relations.  

Growth in green fuels is a positive development, but lack of growth in green taxes will affect sustainability  

The French government has attached great significance to environmental concerns; in fact, the Environment Charter forms 

a part of the French constitution. France’s environmental laws have influenced EU environmental laws to a great extent. 

France has stabilized its greenhouse gas emissions in accordance with the UN Framework Convention on Climate Change 

(UNFCCC). In 2010, more than 100 billion liters of biofuel were produced globally, out of which nearly 85% of production 

was from developed and emerging countries. It was largely dominated by the US (46%), Brazil (29%), and France (nearly 

4%). 

France’s greenhouse gas emissions are 5.6% below the ceiling set by the Kyoto Protocol for 2008–12. Despite these 

successes, a lot of work still needs to be done to reduce the energy intensity of the economy and integrate environmental 

concerns into the energy, transport, and agriculture sectors. The proposed changes under environmental tax reforms are 

yet to be fully implemented. In March 2010, the government dropped its proposed carbon taxation. The Organisation for 

Economic Co-operation and Development (OECD) has also called on France to consider increasing taxes on coal, natural 

gas, home heating oil, and diesel in order to improve its environmental profile. 

PESTLE highlights 

Political landscape 

 France has improved its rankings in the Worldwide Governance Indicators for 2009 on the parameters of voice 

and accountability and rule of law. France has a percentile rank of 90.5 on voice and accountability as of 2009, 

which is an improvement over its 2002 score of 83.2. 

 Despite attempts to decentralize power, France remains a highly centralized country with an elite group being 

dominant in the state and corporate sectors. Corruption is perceived to be widespread in French politics.  

Economic landscape 

 The government plans to reduce its budget deficit by limiting total spending to €286.4bn in 2011, with the 

anticipated economic growth of 2% in 2011 also helping to close its budget gap.  
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 France’s share in exports in the eurozone fell by 16% during 1999–2007, and exports from the country declined 

by 4.6% in 2010 to $595bn. Declining exports are expected to affect the prospects of the French economy in the 

near term.    

Social landscape  

 France has Europe's second-highest birth rate, and has shown an upward trend since the 1990s. France's birth 

rate of around two children per woman in 2010 makes it one of only two European countries that could maintain 

their current population based on present trends. 

 The problem of an aging population is becoming more apparent. Additional government expenditure between 

now and 2050 due to increased pensions, healthcare, and dependency care related to the aging population is 

predicted to be more than 4% of GDP.  

Technological landscape  

 France has a favorable innovation climate, which is reflected in the large number of patents received. In 2010, 

the total number of patents received from the US Patent and Trademark Office (USPTO) reached 124,723, which 

indicates the country’s strong support for innovation and R&D. 

 The government’s interventionist attitude, as seen in the case of Internet advertising, and the ongoing withdrawal 

of business-friendly schemes like the Young Innovative Company (YIC) concept will affect industrial growth, and 

could reduce investments in the country.  

Legal landscape 

 Foreign investments increased by 22% in 2010, with 782 projects leading to nearly 32,000 jobs, an increase of 

6% compared to 2009. Many of these projects were related to the renewable energy sector. In 2010, foreign 

companies based in France created two million jobs. 

 Many of the government’s tax and labor reforms have been met with cynicism and public protests. The 

government is planning to increase weekly working hours to 39 from the current 35 and abolish the wealth tax 

l'impôt de solidarité sur la fortune. However, these moves are bound to face public outrage and demonstration. 

Environmental landscape 

 France has played an active role in the preparation of global agreements on environmental protection and 

sustainable development and in the strengthening of international environmental governance. As part of its global 

environmental partnership, the country initiated the Global Forest Partnership in May 2010 with Norway.  

 In March 2011, the European Commission decided to take France to the EU Court of Justice for its poor 

adherence to EU industrial emissions regulations. The EU alleged that France has at least 62 factories that have 

not received environmental authorization from the EU. 
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Key fundamentals  

 

Table 1: France – key fundamentals 

 

 2009 2010 2011 2012 2013 2014 2015 

        

GDP, constant prices ($bn) 1475.8 1498.6 1522.9 1550.3 1580.1 1612.3 1647.0 

GDP growth rate (%) -2.6 1.5 1.6 1.8 1.9 2.0 2.2 

GDP, constant 2000 prices, per capita ($) 23560.7 23795.2 24057.5 24371.0 24723.0 25115.0 25548.2 

Inflation (%) 0.1 1.6 1.7 1.8 1.9 2.0 2.1 

Exports, total as a percentage of GDP 23.9 22.1 22.5 22.9 23.2 23.4 23.7 

Imports, total as a percentage of GDP 26.3 29.2 29.4 29.5 29.6 29.8 2.9.9 

Mid-year population (million) 62.6 63.0 63.3 63.6 63.9 64.2 64.5 

Unemployment rate (%) 9.5 9.7 9.2 9.1 8.8 8.5 8.3 

Doctors (per 1,000 people) 3.3 3.3 3.3 3.3 3.3 3.3 3.3 

Mobile penetration (per 100 people) 92.4 96.0 98.36 100.4 105.0 109.1 113.0 

 

Source: Datamonitor D A T A M O N I T O R 
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KEY FACTS AND GEOGRAPHICAL LOCATION  

Key facts  

Table 2: France – key facts 

 

Country and capital  

Full name French Republic  

Capital city Paris 

  

Government  

Government type Republic  

Head of state President Nicolas Sarkozy 

Head of government Prime Minister Francois Fillon 

  

Population 65.1 million 

  

Currency Euro 

  

GDP per capita (PPP) $33,300 

  

Internet domain .fr 

  

Demographic details  

Life expectancy 81.19 years (total population) 

 78.02 years (men) 

 84.54 years (women) 

  

Ethnic composition (2000) 
Homogeneous population consisting of Celtic and Latin with 
Teutonic, Slavic, North African, Indochinese, and Basque minorities. 

  

Major religion (2001 census) Roman Catholic (85%) 

 Muslim (8%) 

 Others, including protestant, Judaic, and unaffiliated (7%) 

  

Country area 551,500 square kilometers (metropolitan France) 

  

Language French  

  

Exports Machinery and transportation equipment, aircraft, plastics, 
chemicals, pharmaceutical products, iron and steel, beverages 

Imports  Machinery and equipment, vehicles, crude oil, aircraft, plastics, 
chemicals  

  

Source: Central Intelligence Agency (CIA) D A T A M O N I T O R 
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Geographical location 

France is located in Western Europe, bordering the Bay of Biscay and the English Channel. It is between Belgium and 

Spain. The country is near the southeast of the UK and borders the Mediterranean Sea between Spain and Italy. 

 

Figure 1: Map of France 

 

Source: CIA, The World Factbook D A T A M O N I T O R 
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PESTLE ANALYSIS  

Summary 

France has a checkered political history, with intermittent periods of monarchy preceding a semi-presidential form of 

democratic republic. France saw the creation of political stability in 1958, when the fifth republican order came into 

existence under the leadership of General Charles de Gaulle. Since the constitution came into existence in that year, nine 

presidential elections have taken place, with both left- and right-wing parties assuming power. Nicolas Sarkozy, leader of 

the Union for a Popular Movement (Union pour un Mouvement Populaire, or UMP), was elected as president after 

defeating Segolene Royale in 2007. President Sarkozy promised a reduction in unemployment, flexible labor laws, pension 

reform, and tax changes. However, the recent reforms initiated by the French government have made it unpopular among 

the masses. Public-sector unions are taking action over the pay and pension reforms, with employees from all occupations 

involved in the nationwide strikes. 

The country's low GDP growth has been adding to its woes, as state finances remain precarious. France's social landscape 

presents a favorable picture. However, there are concerns that the country's aging population will increase social security 

expenditure. Moreover, the labor market suffers from other restrictions such as a high unemployment rate.  

Technologically, France’s performance has been noteworthy, although government research and development (R&D) 

expenditure declined steadily as a percentage of GDP during 2001–08. Since 2000, the French government has been 

focusing on developing environmental consultations and contracts, modernizing and strengthening the environmental 

administration, and consolidating environmental legislation. Business taxes are also high compared to other developed 

countries, which acts as a deterrent for investment.  
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Political analysis 

Overview 

France is one of the founding members of the European Economic Community, and successive governments have tried to 

ensure the continuation of economic reforms to meet the targets set by the EU. Although the country has achieved some 

success, it will need more time to break away from its past, when there was too much government intervention. France's 

counter-terrorism strategy is recognized as being one of the most effective in Europe, with the government going to great 

lengths to prevent terrorist attacks in the country. Under its local government reform, the National Assembly enacted a law 

in December 2010 that enables the creation of territorial councilors to serve both general councils and regional councils. 

Territorial advisors will replace the 4,037 general and 1,880 regional advisors under the law. However, corruption is 

perceived to be widespread in French politics, and could affect good governance and political stability in the country. The 

low approval ratings of the president are making the implementation of reforms much more difficult. The government has to 

take further steps to implement reforms in public enterprises, pensions, and the constitution.   

 

Table 3: Analysis of France’s political landscape  

 

Current strengths Current challenges 

■ Democratic principles firmly in place  

■ Strong counter-terrorism stand 

■ Stiff resistance to reforms  

■ Diplomatic row over Roma and illegal migrants 

■ Tax issues with Germany and EU 

 

Future prospects Future risks 

■ Proactive foreign policy 

■ Local government reforms 

■ Concentration of power in few hands   

■ Populist measures may derail reforms 

■ Corruption among politicians 

 

Source: Datamonitor D A T A M O N I T O R 

 

Current strengths 

Democratic principles firmly in place  

Democratic principles have taken firm root in France since the adoption of the Fifth Republic in 1958. Elections are 

considered fair and transparent, with governments being voted out of power when popular sentiment is against them. 

According to the World Bank’s Worldwide Governance Indicators for 2009, France has a percentile rank of 90.5 in terms of 

voice and accountability. This indicator measures the extent to which a country's citizens are able to participate in selecting 

their government, as well as freedom of expression, association, and the media. France ranks in a high percentile due to its 

open attitude towards its press.      
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Strong counter-terrorism stand  

France's counter-terrorism strategy is recognized as being one of the most effective in Europe. The country witnessed 

Islamic terrorism in the 1980s, and since then has tightened its rules to deal with all terrorist acts. The key elements of the 

French counter-terrorism strategy are effective intelligence services, which are backed by dedicated magistrates. In 

addition, acts of terrorism are qualified as autonomous offences punishable by increased penalties. In December 2010, 

French police arrested six suspected members of the outlawed Kurdistan Workers' Party (Partiya Karkerên Kurdistan, or 

PKK), as part of an investigation by a Paris antiterrorism judge, on charges of illegal financing of the group. The PKK has 

been labeled as a terrorist organization by Turkey, the US, and the EU. In January 2011, France began the trial of eight 

men who were accused of carrying out armed robberies to fund militant Islamist movements. France has gone to great 

lengths in working to prevent terrorism. 

Current challenges 

Stiff resistance to reforms 

The reform measures initiated by President Sarkozy have been met by stiff resistance from the French public. There are 

frequent demonstrations against reforms, as the French increasingly associate them with losing employment for the aged 

and declining government subsidies, which is a cause for concern. Public-sector unions have been taking action ever since 

President Sarkozy announced cuts to pay and pension benefits. The perception that the president is failing to meet his 

election promises is gaining ground, as there has been no increase in income for the French workers. Pro-liberalization 

groups are also disappointed with the president’s inability to undertake significant liberalization measures. This is leading  to 

increasing dissatisfaction among the public and party members, which might destabilize President Sarkozy’s regime. 

During 2010, President Sarkozy announced many reforms in the economic and social sectors, which resulted in strikes and 

protests throughout the country. President Sarkozy’s low approval ratings due to high unemployment, alleged corruption in 

the government, and fiscal reforms could derail his prospects in the 2012 elections.  

Diplomatic row over Roma and illegal migrants 

In October 2010, the government decided to dismantle 300 illegal camps and squats inhabited by Roma within three 

months. The nomadic Roma are said to have left northwest India during the 11th Century and spread across Europe, with 

an estimated 400,000 living in France. The government claimed the camps were sources of illegal trafficking, poor l iving 

standards, and exploitation of children for begging, prostitution, and crime. The government eventually closed down many 

of the camps and deported their inhabitants to their home countries. This brought the ire of the EU, however, which felt that 

France’s actions against an ethnic minority violated the union's anti-discrimination laws, including the Charter of 

Fundamental Rights. The UN's Committee on the Elimination of Racial Discrimination also criticized France's crackdown. 

There seems to be no lasting solution for the Roma situation currently, and the deportation will only result in further influx of 

Roma into the country as many of them plan to return to France after their deportation.  

In April 2011, relations between France and Italy hit a rough patch, when France temporarily blocked Italian trains on the 

border to stop the entry of Tunisian migrants into the country from Italy. Services were resumed later after an official 

complaint from Italy. Italy’s granting of six-month temporary resident permits to Tunisian migrants, which gave them travel 

access to other European countries, did not go down well with France. Opposing Italy's stand on the migrant issue, French 

border patrols began turning migrants away from its borders. This led to a diplomatic row with Italy threatening to press for 
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France’s expulsion from the EU's Schengen passport-free travel zone. Although the countries agreed to launch sea and air 

patrols to control the illegal entry of people from Libya, Egypt, and Tunisia, the ongoing unrest in North Africa could 

increase the problem of illegal migrants and challenge France’s relations with many countries. France and Italy are also at 

loggerheads over the control of Italian food company Parmalat, in which French dairy company Lactalis has a 30% stake. 

Tensions have increased with a series of bids to take over Parmalat by both French and Italian companies. 

Tax issues with Germany and EU 

In July 2010, President Sarkozy took up the issue of taxation with Wolfgang Schaeuble, the finance minister of its biggest 

trading partner, Germany, claiming that differences in the tax systems of the two countries have negatively impacted 

France's competitive potential. While Germany is considering effecting some changes to its tax on corporate revenues, the 

French president has commissioned the French tax authorities to analyze the differences and come out with a report in 

2011. The president plans to undertake major tax reforms to bring France in line with the German system. 

In April 2011, France rejected a proposal by the European Commission to create an EU-wide value-added tax (VAT). The 

European VAT was one of the self-funding ideas suggested by the commission in 2010. Other suggestions included taxes 

on the financial sector, air transport, energy, and corporate income. 

Future prospects 

Proactive foreign policy 

Under President Sarkozy’s leadership, France has made a dramatic shift in its foreign policy, to increase its say in the EU 

and international matters. The most symbolic move was President Sarkozy’s announcement of his intentions to return to 

NATO, thus reversing Charles de Gaulle's decision to leave the organization 40 years ago. President Sarkozy has worked 

closely with the US to help isolate Iran because of its nuclear program. The president has been instrumental in improving 

relations with other Middle East nations like Syria and worked with Egyptian president Hosni Mubarak in effecting the 

ceasefire in Gaza in January 2009. France's improved foreign relations will also have a positive impact on its economic 

dealings with these countries. Furthermore, the country is also leading the way along with Germany in creating an 

"economic government" of the EU. In early March 2010, France and Germany took the lead in the EU meeting to decide on 

a mechanism for bailing out the crisis-hit Greek economy.  

Although French diplomacy was found wanting during the Arab uprising, President Sarkozy has taken some corrective 

actions to strengthen its international standing, He dismissed his foreign minister Michele Alliot-Marie after it was found that 

she had offered the expertise of French security forces to help control crowds in Tunisia, just a few days before the 

Tunisian president was forced to flee due to the overriding public opposition to his regime. In February 2011, President 

Sarkozy named Alain Juppe as the new foreign minister and changed its diplomatic team to emphasize that it pursues a 

foreign policy based on human rights and democracy. Alain Juppe was one of the first European ministers to call for the 

Libyan dictator Muammar Gaddafi to quit. 

Local government reforms 

In early 2010, the government took up several reforms at the local level. Government's local government reform, known as 

the projet de loi de réforme des collectivités territoriales, includes the reinforcement of the powers of inter-communal 
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associations and large cities (with a population of over 450,000), which will take over certain responsibilities formerly given 

to departments (notably for economic development and education). This also involved clarifying the powers and financing 

of the various tiers of local government (regions, departments, districts, cantons, inter-communal structures, and 

communes) and consolidating legal and other public services in order to overcome longstanding problems of overlapping 

responsibilities. In September 2010, the National Assembly adopted the draft law on local government reforms. After 

narrowly passing the in Senate in November 2010, the law was enacted in December 2010. The law enables the creation 

of territorial councilors to serve both general and regional councils. Territorial advisors will replace the 4,037 general and 

1,880 regional advisors under the law. The reforms are expected to help the government improve transparency and 

efficiency. 

Future risks 

Concentration of power in few hands  

In France, the government continues to play a prominent role in business compared to many other EU countries. Despite 

attempts to decentralize power, France remains a highly centralized country with an elite group dominating the state and 

corporate sectors. The heads of French business establishments have formed a small group that is very closely knit and 

exercises great influence on government policies. The concentration of power in a small group not only gives rise to corrupt 

practices but also increases the “anti-system” sentiment among the masses, which makes the implementation of reform 

policies difficult. Although the government has passed legislation to decentralize authority and give wide-ranging fiscal and 

administrative powers to local elected officials, the process of decentralization has been slow. 

Populist measures may derail reforms   

The government has become unpopular because of its pro-reform measures. Therefore, it will be tempting for it to 

introduce populist measures. On the one hand, this will derail the reform measures; on the other, the growing 

discontentment of the people will make it easier for socialist politicians to come to power again. In both scenarios, the 

country's economic recovery will suffer. Additionally, the National Front is aiming to take the populist route in the 2012 

presidential elections. Marine Le Pen, daughter of National Front founder Jean-Marie Le Pen, supports the establishment of 

a strong welfare state while opposing immigration from Islamic countries, EU membership, and the euro. This could easily 

lead to protectionism and trade barriers that would affect France’s economy. 

Corruption among politicians 

Corruption is perceived to be widespread in French politics. Former French president Jacques Chirac is alleged to have 

misused city funds when he was the mayor of Paris between 1977 and 1995, before his election as president. He is also 

accused of having been involved in a scheme to overcharge Saudi Arabia for French military equipment during his 

presidency. There have been allegations that arms deals with some foreign countries could have funded French election 

campaigns. Labor minister Eric Woerth was claimed to have taken illegal contributions from L’Oreal heiress Liliane 

Bettencourt to fund Sarkozy’s 2007 presidential campaign. Bettencourt is also being investigated for tax evasion. 

Additionally, the opposition could press for further inquiry into the submarine deal with Pakistan in 1994, when President 

Sarkozy was budget minister. 



PESTLE Analysis  

 

 

Country Analysis Report: France  Published 04/2011 

© Datamonitor. This brief is a licensed product and is not to be photocopied Page 17 

A 1995 law banned contributions to political parties from companies and non-profit bodies, as well as set terms and limits to 

individual donations. However, political parties can contribute to each other. From 30 in 1990, the number of political parties 

has grown to more than 300 currently. Since inter-party donations are allowed, an individual could donate to multiple 

political outfits linked to a single party, circumventing the legal tangle. 

French magistrate Eva Joly, a likely presidential candidate for the French Green Party (Europe Ecologie) in the 2012 

elections, has made many anti-corruption rulings. In the 1990s, she was behind the prosecution of businessman and 

government minister Bernard Tapie, and the conviction of senior business executives Loik Le Floch-Prigent and Alfred 

Sirven. In April 2011, a French prosecutor was also probing finance minister Christine Lagarde's role in granting €285m in 

compensation to Tapie. Lagarde has been accused of complicity in embezzling public funds as she dropped a judicial battle 

for arbitration against Tapie. In 2004, former Prime Minister Alain Juppe was convicted over illegal funding of his party. The 

alleged corruption among politicians has the potential to derail the future prospects of the country. 
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Economic analysis 

Overview 

The French economy is among the largest in the EU, with a GDP of $1.5 trillion (constant prices, 2000). Its GDP contracted 

by 2.6% in 2009, but rebounded to 1.5% in 2010. The unemployment rate averaged 9.6% for both 2009 and 2010.  

In view of the rising public deficit, fiscal consolidation is on the government’s agenda, but recent policy measures indicate 

that the process has slowed down. There have been a number of protests against reforms. Since the government is losing 

popular support, it is expected that the reform measures will be put on hold for some time. The French government is also 

likely to draw criticism from the EU for not meeting its obligations under the European Monetary Union. If deficit financing 

continues for a longer period, France’s credit rating may be lowered in future, which will raise the cost of funding for future 

governments and business enterprises. This will have an adverse impact on investment activities in the economy.  

Table 4: Analysis of France’s economy   

 

Current strengths  Current challenges 

■ Strong services sector 

■ Well-developed infrastructure  

■ Weak government finances  

■ Poor performance of external sector  

■ Rising inflation 

 

Future prospects Future risks 

■ Increase in competition in product and goods market  

■ Government support for industrial development  

  

■ Widening current account deficit  

■ Eurozone debt crisis 

Source: Datamonitor D A T A M O N I T O R 

 

Current strengths 

Strong services sector 

In the World Bank’s Doing Business 2011 report, France was ranked 26th out of 183 economies. The country is well 

developed with a strong services sector in the economy. The services segment is the most significant sector of the French 

economy, contributing around 82.1% of the GDP. It is dominated by financial services, insurance, retail, and tourism. The 

growth in services has been driven primarily by three factors: households have bought more market services, 

manufacturing output has been augmented by technological development, and tertiary activities that were previously 

carried out by companies have been outsourced, leading to a lower cost of production. The services sector output rose 

from a level of €1.43 trillion in 2006 to more than €1.58 trillion in 2010. The services output is expected to reach around 

€1.78 trillion by the end of 2013. A strong services sector encourages foreign investment in the country.  
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Well-developed infrastructure  

France possesses one of the best infrastructure networks in Europe. The nation has Europe’s leading road and highway 

system. France boasts over 11,000km of well-maintained highways and close to one million kilometers of roads, which is 

the longest network in Europe. In comparison, the UK has a road network of nearly 0.40 million kilometers, while Germany 

has around 0.23 million kilometers. The French railway network is one of the most integrated and well organized in Europe, 

providing quality service and reliable, high-speed passenger train travel. It consists of a route of 32,000km, with nearly 

2,000km of high-speed lines. 

In terms of air transport, France is a global air transport hub with around 500 airports, including 45 domestic airports and 10 

international airports. The largest two airports, Charles de Gaulle and Orly in Paris, handle 75 million passengers annually. 

Furthermore, five of the main seaports in Europe are situated in France, including Marseille (the largest French and third 

largest European port), Le Havre (the fifth largest European port), Dunkirk, Rouen, and Saint-Nazaire. The nation also 

boasts a highly developed telecommunications system, with extensive cable and microwave radio relay networks, fiberoptic 

systems, and satellite systems. The world-class infrastructure network enables France to offer international investors 

excellent conditions for doing business and drive the overall economic engine of the nation.    

Current challenges 

Weak government finances  

During 2008, France had a budget deficit of 2.9%, which was below the 3% limit set by the Maastricht Treaty. The deficit 

increased to 6.05% in 2009 due to the recessionary conditions. France’s external debt as a percentage of GDP was 175% 

in 2008 and increased to 193% in 2009, far above the EU limit of 60%. Budget deficit reached $81.5bn in 2008 and shot up 

to nearly $158bn in 2009. The country’s expenditure in 2009 amounted to $600bn, while revenue was around $442bn. The 

total budget deficit for 2010 was €136.5bn ($194bn). In September 2010, as part of its efforts to reduce its budget deficit, 

the French government announced plans to cut the number of its civil service staff as well as to put an end to some tax 

breaks under its 2011 budget. Its plan is to reduce debt by limiting total spending to €286.4bn in 2011. The government’s 

aim is to hit a deficit of 3% by 2013, bringing it in line with EU economic rules. In the current economic situation, the 

government’s deteriorating financial condition would put additional pressure on the economy.  

Poor performance of external sector 

France’s exports have neither measured up to their past performance nor are they comparable to other EU members. 

France’s share in exports in the eurozone has fallen by 16% during 1999–2007. France’s decline in export performance, to 

a large extent, is explained by an inadequate degree of sectoral specialization. Additionally, the price competitiveness of 

French industries has declined significantly in recent years. Exports declined 18.5% to $623bn in 2009, and declined a 

further 4.6% in 2010 to $595bn. Imports on the other hand, while declining by 19% to $684bn, grew nearly 15% to reach 

$785bn, Total trade fell from $1.61tn in 2008 to $1.31tn in 2009. In 2010, total trade was around $1.38tn. Declining exports 

are likely to affect the prospects of the French economy in the near term.  
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Rising inflation 

Inflation has been on the rise after falling to 0.1% in 2009. It increased to 1.6% in 2010 and is expected to grow to 1.8% in 

2011. Rising costs of energy and food are affecting consumer prices, which is leading to higher inflation. Increasing inflation 

could give rise to demands for wage increases and make people more anti-reform. Under the French work code, the 

minimum wage increases automatically if consumer price inflation hits 2%. The minimum wage was hiked by 1.6% in 

January 2011 and is currently at nine euros. European Central Bank (ECB) president Jean-Claude Trichet has suggested 

that countries should do away with their automatic wage increase programs. This could also become another issue that 

unions strike over, affecting economic productivity and growth. Datamonitor forecasts inflation to grow over the next five 

years to up to 2.1% by 2015. 

Future prospects 

Increase in competition in product and goods market 

The French government has initiated measures to promote competition throughout the economy. The government has 

made considerable progress in liberalizing telecommunications, electricity, gas, postal services, and rail freight. In this 

respect, the recommendations of the Attali Commission have brought competition policy to the center stage, aided by a 

unified, independent, and reinforced competition authority. In addition, the French government has begun liberalizing the 

services sector, especially in retail distribution. It is expected that such measures will pave the way for the implementation 

of the EU services directive. The directive will suppress entry barriers and anti-competitive regulations in all services. The 

steps taken in retail distribution have already shown results in price fixation, which is beneficial to the consumer. The Attali 

Commission recommends the prohibition of below-cost pricing and allows full contractual freedom. Private consumption 

and investments are expected to aid economic growth in 2011.  

Government support for industrial development   

The French government pumped in $33bn stimulus for the revival of the country's economy during 2009. With economy 

slowly moving towards recovery, President Sarkozy set out a new industrial path in March 2010. The government 

announced €6.5bn to industry, including the automotive, aerospace, digital products, pharmaceutical, and chemicals 

sectors. In addition, €500m was earmarked for "green" investment to help enterprises improve their energy efficiency, 

€300m to assist "strategic industries" and €200m to provide soft loans to companies that choose to bring back 

manufacturing capacity that is currently abroad. In December 2010, the president launched an €250m Ariane-6 next-

generation launcher program under the government’s strategy to enable innovation, productivity, and competitiveness in 

the French industry by providing financial support. 
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Future risks 

Widening current account deficit 

In 2009, France's current account deficit stood at €50.5bn, down from over €54bn in 2008. The current account deficit as a 

percentage of GDP was 2.7% in 2008, 2.9% in 2009, and 3.3% in 2010. The trade balance was still challenging in 2010, 

leading to trade deficit of €41.1bn. The current account balance sum for the last 12 months in February 2011 was €47bn. It 

is expected that due to increasing trade gap the current account will further widen in the near future, weakening the 

external financing of the country.  

The latest recommendations of the Attali commission include withdrawing family allowance for families that are better off, 

increasing VAT, narrowing free medical care for certain illnesses, and freezing public-sector wages until 2013. Although 

these suggestions are very unpopular, they could help the country tackle its budget and current account deficit and debt. 

Eurozone debt crisis 

The eurozone’s debt and banking crisis continues to haunt France. The EU and the International Monetary Fund 

established an €440bn fund for troubled eurozone countries. However, the biggest beneficiaries of the rescue package for 

Greece, Ireland, and Portugal have been European banks, mostly from France and Germany. This exposes France to 

further financial risks, as any debt restructuring in these countries will eventually affect the earnings of its banks. French 

banks had foreign claims of $328.5bn related to Greece, Ireland, Portugal, and Spain as of March 2011, according to data 

from the Bank for International Settlements in Basel, Switzerland. 
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Social analysis 

Overview  

France has been grappling with the problems of an aging population, high unemployment levels, less than optimum income 

distribution, and a deficient educational system. With around 63 million people, France has the fifth largest population in 

Europe. According to the UN Development Programme's (UNDP’s) Human Development Index, the country is in the 14th 

position among 169 countries. To a large extent, unemployment might be the result of the government’s welfare measures , 

which include unemployment benefits as well as pensions. These welfare measures discourage people from joining the 

labor force. The other factor contributing to unemployment is the educational system, which does not take into 

consideration the requirements of the industry. However, the healthcare services provided by the French government are 

among the best in the world. It is estimated that government expenditure to meet the pension and healthcare needs of an 

aging population will be more than 4% of the GDP by 2050. The government seems to be ill prepared to meet this situation. 

The pension system was revamped in 2003, but the employability of the older population is still limited. The need to 

increase the contribution period of social security payments, by retaining the employees in the labor force for a longer 

period, is being felt but the government’s effort in this direction has been limited.   

 

Table 5: Analysis of France’s social system  

 

Current strengths  Current challenges 

■ Strong performer on Human Development Index  

■ High fertility rates  

■ Aging population 

■ Inadequate education system 

■ Ban on veils 

 

Future prospects Future risks 

■ Likelihood of increase in retirement age 

■ Plans to reduce poverty and unemployment 

 

■ Lower labor productivity to hinder economic growth  

■ New education reforms   

Source: Datamonitor D A T A M O N I T O R 

 

Current strengths 

Strong performer on Human Development Index 

France has performed well on various social parameters, mainly because of the socialist policies it followed in the 1950s 

and 1960s. For 2010, the Human Development Index for France is 0.872 and it is in the 14th position among 169 countries. 

Life expectancy at birth is 81.19 years, while the combined primary, secondary, and tertiary gross enrolment ratio is at a 

high of 96.5%.  
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High fertility rates 

France has Europe's second-highest birth rate, and this has seen an upward trend since the 1990s. Government measures 

are largely responsible for this achievement; France has been successful in bucking the trend of declining birth rates in 

Europe. According to a 2006 Organisation for Economic Co-operation and Development (OECD) report on healthcare, all 

European countries recorded birth rates of more than 1.3 children per woman in 1990, but in 2002, 15 countries had rates 

below 1.3 children per woman, and six countries had rates between 1.3 and 1.4 children per woman. France's birth rate of 

about 2.01 children per woman in 2010 makes it one of two European countries, along with Ireland, that could maintain 

their current population based on present trends.  

Current challenges 

Aging population  

French society is beset with the problem of an aging population, which has not received enough attention from policy-

makers. Furthermore, the problem is being aggravated by early retirement. This increases the period in which an individual 

is dependent on state finances. The additional government expenditure between now and 2050 due to increased pensions, 

healthcare, and dependency care related to the population aging is expected to be more than 4% of GDP. The segment of 

the population aged over 65 steadily grew from 16.1% of the total population in 2005 to 16.5% of the total population in 

2010. To meet its budget for elderly care, the country plans to introduce compulsory insurance or a levy on inheritance. 

Measures to increase employment among the older population have met with little success. 

Inadequate education system 

France's education system has become outdated as it has not kept pace with the changing industrial order. The redundant 

education is also partially blamed for the prevailing unemployment levels. France has one of the most centralized education 

systems in the EU region. While the country guarantees basic education for its population, the drop-out rate is high at 

secondary and university level, leading to low graduation rates. In France, expenditure per student is low compared to other 

developed countries. The curriculum followed by schools and universities very rarely aims at students' employability, except 

at higher institutes of technology.  

Ban on veils 

In April 2011, France banned the wearing of burqas and niqabs (face coverings or veils) in public spaces, and arrested a 

few women in connection with the ban. The government cited security issues and equality as the main reasons for 

introducing the veil ban. Although the ban does not mention Islamic veils, it exempts motorcycle helmets, face-masks for 

health reasons, face-coverings in sports and professional activities, sunglasses, hats, and masks used in carnivals or 

religious processions. This has angered Muslims as some of them consider veils to be part of their religious attire. Under 

the law, those who wear a veil in public face a fine of €150 and citizenship lessons, while people who force women to wear 

a veil face a bigger fine of €25,000 and up to two years in prison. The government has come under severe criticism for 

introducing the ban, as only a minority of women wear them although an estimated 8% of the population are Muslims. Many 

have alleged that the ban has been introduced to shore up embattled President Sarkozy’s chances in the next presidential 

elections by playing the religion card. 
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Future prospects  

Likelihood of increase in retirement age 

In February 2010, the government announced that it would submit a reform bill on social security. As a part of this process, 

it entered discussion with trade unions and employee forums to reach a consensus. To ensure the sustainability of the 

general scheme (régime general) in the long term, one of the options available is a further increase in minimum 

contributions. Furthermore, in order to improve the situation in the short term, the government is also expected to seek an 

increase in the legal retirement age (from when pension entitlements can normally be claimed). The increase in the age 

limit would allow the government to reduce its social spending. President Sarkozy signed the pension reform plan into law 

in November 2010. Under the new Pension Act, by 2018, the retirement age will go up to 62 and the pension age will rise to 

67. Social security contributions will also increase by one year to 41.5 years. The government said the reforms are required 

to save €70bn, and tackle deficit in the pensions system. Public-sector unions have already pushed for around 700 

amendments to the pensions bill.  

Plans to reduce poverty and unemployment 

The French government has launched the active solidarity revenue (revenu de solidarité active, or RSA) scheme to tackle 

poverty and aims to reduce unemployment and help the working poor by topping up low salaries. This is a dramatic shift 

from earlier measures where there were different policies to support the labor market and deliver social benefits. The new 

measure combines both. The RSA scheme replaces existing benefits for jobseekers and single parents, and is designed to 

encourage people to enter the workforce rather than live off social benefits. In August 2010, the government extended the 

RSA benefit to under-25s in low-paid jobs, who were hitherto not entitled to the income support except when they had a 

child or were expecting a baby. In July 2010, the government announced plans to improve access to income support. Out 

of the 1.6 million households eligible for RSA, only 627,000 have accessed the benefit. The government said that it would 

send letters to the other families to inform them of the scheme. 

Future risks 

Lower labor productivity to hinder economic growth  

France’s wage hikes have not seen an equal rise in productivity or output. This shows that wage increases have become 

unrealistic. The rigidities in the supply side along with rising wages fuel the inflationary spiral. In the global market, French 

products face stiff competition from emerging Asian countries. These economies have a competitive advantage because of 

the local low cost of production. Increasing wages will further widen the cost differences and hinder economic growth.  

New education reforms 

The education reforms announced by the government have resulted in major protests throughout the country. In 2010, the 

government announced job decreases in the education sector along with stricter academic assessment. Furthermore, the 

government also unveiled proposals to recruit retirees and students to substitute absent teachers.  
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According to the Education Ministry, 12.9% of teachers across the country stopped work during early March 2010, but 

SNES-FSU, a high school teachers' union, announced that 50% of college and high school teachers were on strike. With 

the government not going back on any of its intended reforms, the confrontation between the unions and the government is 

likely to increase leading to loss of school and college days.  
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Technology analysis 

Overview  

France is at the forefront of technology initiatives in Europe, with R&D expenditure at around 2.1% of GDP during 2000–09. 

However, this is far below the projected EU target of 3% and less than the spending of the US and Japan, which spent 

2.6% and 3.3% of GDP on R&D, respectively, for the same period. In comparison to other European nations, private sector 

funding is still not very forthcoming in France. The decline of public R&D expenditure has not been suitably compensated 

for by the private sector. If this situation continues, the total expenditure on R&D may not see any significant increase. 

France's R&D strengths are in the areas of space science, microelectronics, and energy research. The government has 

come up with policy measures to foster research and innovation. The Agency for Industrial Innovation has been created to 

support innovation in large companies. Furthermore, the corporate tax rate is being reformed so that incentives can be 

given for research and innovation activities of companies. The impact of the competitiveness clusters will give a boost to 

private R&D and facilitate further public and private research.  

  

Table 6: Analysis of France’s technology landscape  

 

Current strengths Current challenges 

■ Large number of patents  

■ Political commitment to technological development  

■ Decline in gross expenditure on R&D as percentage of GDP  

■ Low participation of private sector in R&D 

■ Negative impact of reforms on biotech R&D 

 

Future prospects  Future risks 

■ Reform of R&D and innovation strategy 

■ Higher education reform 

■ Significant progress in biotechnology  

 

■ Multiplicity of authority leading to lack of co-ordination 

■ Lack of inter-linkages between producers and consumers of 
technology  

■ Tax on Internet advertising companies 

 

Source: Datamonitor D A T A M O N I T O R 

 

Current strengths 

Large number of patents received 

France has a favorable innovation climate, which is reflected in the large number of patents it generates. It ranks fourth in 

the world in terms of the number of patents granted for its innovations. As of 2010, the country was behind the UK 

(137,132) in the total number of patents received from the USPTO. Nevertheless, the fact that France has received 

124,723 patents as of 2010 indicates that the country has done well in terms of fostering innovation and R&D in the 

country.  
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Political commitment to technological development  

Successive governments in France have committed themselves to technological development, resulting in the nation 

making significant progress in this area. This is due to the continual support of the successive French governments for R&D 

in spite of the country's poor performance in terms of macroeconomic indicators. Research and higher education are 

among the top priorities of the present government. The 2011 budget of the Ministry of Higher Education and Research is 

€25.15bn. Under the National Research and Innovation Strategy, the government has also created an €35bn Special 

Investment Plan, which includes €15.35bn on centers of excellence and €6.55bn on projects of excellence. 

Current challenges 

Decline in gross expenditure on R&D as percentage of GDP  

Despite the intense R&D activity in the country, the total expenditure on R&D as a percentage of GDP has been fluctuating, 

indicating declining government resources for R&D. This will adversely affect future technological development. France’s 

R&D expenditure, at around 2% of GDP in 2009, does not compare favorably with that of other developed countries like the 

US and Japan, which spent 2.8% and 3.6% of GDP on R&D, respectively, in the same year. France’s expenditure is also 

below the projected EU target of 3%.  

Low participation of private sector in R&D 

France’s private sector has been found to be less than forthcoming in increasing R&D expenditure. The French private 

sector's gross expenditure on R&D (GERD) accounts for nearly 52.2% of total spending, which is below the EU average 

(94%). The private R&D expenditure trend was negative between 2003 and 2004, declining by 1%, whereas the EU 

registered an increase of 1%. Moreover, the volume of research contracts from the private sector to the public sector 

remains unchanged since 1992, with a small decrease in real terms. France fell short of meeting the objective of having two 

thirds of GERD financed by private enterprises by 2010, with only 47% of R&D sourcing attributed to the private sector.   

Negative impact of reforms on biotech R&D 

The biotech sector was in good shape in 2010. According to the Life Science Panorama 2010 survey undertaken by France 

Biotech, the French association of life sciences, the biotech sector raised venture capital of €148m in 2010, 56% more than 

it did in 2009. The country's state innovation agency, Oseo, invested €42m in 344 projects, while some companies also 

benefitted from the €139m InnoBio fund created in 2009. Under the Strategic Industrial Innovation program, Oseo awarded 

€58m financial grants to six pharma/biotech projects. However, the sector is concerned about the negative impact of some 

of the reforms planned under the 2011 budget bill, especially the progressive eradication of the Young Innovative Company 

(YIC) scheme.  

For a French company to be accorded YIC status, it must be less than eight years old, spend more than 15% of its budget 

on qualified R&D, and vest more than 50% of its shares with French or foreign venture capitalists, individuals, or academic 

institutions. YIC status entitles it to exemption from social security costs for its R&D employees, exemption from and/or 

rebate of annual income tax, exemption from certain local taxes, and, for investors, exemption from capital gains tax.  
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The YIC concept has been instrumental in strengthening R&D in biotech companies. In 2010, 114 companies benefited 

from this status, which enabled them to pay for more R&D personnel, projects, and equipment. The eradication of the YIC 

scheme could prove to be a dampener for the industry, as lack of incentives could shift companies' priorities and budgets 

away from R&D. 

Future prospects 

Reform of R&D and innovation strategy  

France's national research and innovation policy has been developed with five main objectives. It aims to develop regional 

innovation policy measures by encouraging enterprises to promote innovation and foster a closer relationship between the 

public and private sectors. The research and innovation system will increase national economic competitiveness and 

employment by transferring technology to enterprises. Moreover, France is aiming to increase its GERD to 3% of GDP, with 

two thirds coming from the private sector. The desired result may be achieved if the government’s incentives for private-

sector R&D participation and the co-operation arrangements between R&D centers and industry take off. According to the 

2010 annual report of the Invest in France Agency, between 2007 and 2009 the number of R&D centers established by 

foreign investors in France grew 11% on an average annual basis. In 2009, 42 foreign-owned R&D projects were started in 

the country, with the automotive, pharmaceutical, telecoms, and aeronautic industries proving to be the most attractive 

sectors in terms of research. 

The government’s tax credit is one of the reforms to attract foreign investors. Tax credits include exemptions to new 

investments from local business tax as well as 50% tax relief on R&D costs. In 2009, the research tax credit amounted to 

€3.6bn. The government’s support for R&D is also available in the form of direct grants, interest-free loans, and tax breaks. 

Generous grants are earmarked for research that leads to at least 20 jobs. 

France has been proactive in innovation by introducing research tax credit, innovation clusters, and reforms to its university 

system. The country’s €35bn Special Investment Plan has also played an important role in attracting capital, jobs, and 

talent into the country. In 2010, the country attracted 782 foreign investment projects, creating 31,815 jobs, with R&D, 

engineering and design investment projects increasing by 43%. According to the French Ministry for the Economy, Finance 

and Industry, France’s 71 innovation clusters had 6,500 companies at the end of 2009, which included 670 foreign 

companies. R&D by foreign subsidiaries in France accounts for 22.2% of all R&D expenditure in the country.  

R&D expenditure in 2009 was €42.1bn (2.21% of GDP). Public-sector research involves 162,738 employees including 

97,188 researchers, while private-sector research involves 213,361 employees including 118,568 researchers. The R&D 

tax credit for 2010 was €4.8bn. There has been a steady increase in the number of public-private laboratories in the 

country, reaching 214 in 2009. 

Higher education reform 

Under its key reforms to enable research in the country, the government introduced a law in August 2007 granting 

autonomy to universities. By the end of 2011, 90% of the universities in the country will be autonomous. The 2011 budget 

of the Ministry of Higher Education and Research is €25.15bn. Under the National Research and Innovation Strategy, the 

government has created an €35bn Special Investment Plan with three priority areas: healthcare, nutrition, and 

biotechnology; environmental urgency and eco-technology; and information, communication, and nanotechnology. Under 
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the plan, the government will spend €15.35bn on centers of excellence and €6.55bn on projects of excellence. These 

include five technological research institutes, 10 decarbonated energy institutes, 10 national funds for valorization, 35–50 

Carnot institutes, and laboratories and campuses of excellence, hospital university institutes, and the Paris-Saclay 

university campus. Autonomy coupled with increased expenditure on higher education bodes well for the sector as well as 

the country.    

Significant progress in biotechnology  

France has a highly developed technology intensive industry. After a period of decent growth, significant deceleration 

occurred within the French biotechnology market in 2009, with annual rates dropping to 0.4%. In the forecast period 

(2010–14), the market is set to accelerate again, returning to its previous healthy levels of growth. The French 

biotechnology market had total revenue of $4.3bn in 2009, representing a growth rate of 5.9% for the period spanning 

2005–09. In comparison, the German and UK markets grew with CAGRs of 9.9% and 2%, respectively, over the same 

period, to reach values of $6.3bn and $6.2bn in 2009. The medical/healthcare segment was the market's most lucrative 

in 2009, with total revenue of $3.5bn, equivalent to 82% of the market's overall value. The service provider segment 

contributed revenue of $433.3m in 2009, equating to 10.2% of the market's aggregate value. The performance of the 

market is forecast to accelerate, with an anticipated CAGR of 6.9% for the period 2010–14, which is expected to drive 

the market to a value of $5.9bn by the end of 2014. Comparatively, the German and UK markets will grow with CAGRs 

of 6.3% and 5.2%, respectively, over the same period, to reach values of $8.6bn and $8bn in 2014.  

Future risks 

Multiplicity of authority leading to lack of co-ordination 

The French R&D and innovation space has a number of research and knowledge institutes with overlapping objectives. 

Government bodies like the Ministry of Higher Education and Research, Ministry of Industry, and Ministry of Defense have 

to work in tandem to come out with a unified policy. However, the overall objectives of these bodies are very different, 

making implementation difficult. To a large extent, such organizational multiplicity is responsible for the lack of co-ordination 

between private-sector enterprises and research bodies.  

Lack of inter-linkages between producers and consumers of technology 

The level of co-operation between R&D centers and companies is inadequate in France. The government R&D centers do 

not always work towards the application of new technology in industry, which leads to a lack of inter-linkages between the 

producers and consumers of technology. This results in the duplication of effort or resources being spent on developments 

that are not adequately useful to industry.  

Tax on Internet advertising companies 

In January 2010, an independent report for the ministry of culture recommended a tax of 1–2% on online advertising 

revenues aimed at the Internet advertising market, which is largely dominated by American firms such as Google, Yahoo, 

Microsoft, and Facebook.  



PESTLE Analysis  

 

 

Country Analysis Report: France  Published 04/2011 

© Datamonitor. This brief is a licensed product and is not to be photocopied Page 30 

President Sarkozy also asked the French authorities to see if there was any monopolization in the Internet-advertising 

market. The government invested €7.5m in the online video service Dailymotion to create a French competitor to Google’s 

YouTube. Any advertising levy or tax could impact French Internet firms, and could result in an exodus of local firms to 

foreign shores.  
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Legal analysis 

Overview  

France has an independent judicial system responsible for the maintenance of law and order. The Constitutional Council, 

the highest constitutional body in France with respect to legislation, determines the constitutionality of legislation prior to the 

enactment of new laws. The French judicial system is divided into the judicial and the administrative orders of courts. There 

is a clear hierarchy of courts at different levels both within states and nationwide.  

Compared to other developed EU countries, France’s investment climate is not considered very forthcoming in the 

eurozone. Although the economy is being liberalized, there are deterrents in the form of a lack of fiscal freedom, investment 

freedom, and freedom from government intervention. State regulation of business and labor markets continues. Business 

taxes are also on the high side compared to other developed countries. President Sarkozy has been able to push through 

legislation cutting taxes on overtime and mortgage interest payments, granting more autonomy to universities, toughening 

sentences for repeat offenders, and mandating minimum service levels of public transport during strikes. There are plans to 

overhaul public-sector pensions and the job protection systems created by indefinite labor contracts. The president also 

wants to curb union power and cut 10,000 civil service jobs under the education ministry. All of these steps are intended 

improve the performance of the French economy. However, the French economy's lackluster performance may pose a 

hindrance to these legal reforms. The opposition has already stepped up its criticism, accusing the government of passing 

tax cuts, which the economy can ill afford, and favoring the rich. Labor reform measures are also unpopular.  

 

Table 7: Analysis of France’s legal landscape   

 

Current strengths Current challenges 

■ Legal framework comparable to other EU nations  

■ Formal openness to foreign investment 

 

■ State interference in economic activities  

■ Implementation of labor reforms 

Future prospects Future risks 

■ Opening up of services sector for foreign investment  

■ Enforcement of financial sector regulations 

■ Tax reforms 

 

■ Inadequate administration of competition policy 

■ Ban on shale gas exploration  

Source: Datamonitor D A T A M O N I T O R 
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Current strengths 

Legal framework comparable to other EU nations 

Legal and regulatory aspects are crucial to create a successful business environment in any country. They reflect the policy 

framework and the mindset of the government, and ensure that every company is functioning as per the statutory 

framework of the country. The regulatory regime in France has comprehensive laws that are in line with most other EU 

nations. There are transparent laws for establishing companies in France. These regulations follow EU directives to a great 

extent.   

Formal openness to foreign investment 

As a member of the EU, France provides a reasonably hospitable climate for foreign investment. The country attracted 

inward foreign direct investment (FDI) of $65bn in 2009, with nearly 22,645 foreign companies operating in the country and 

employing nearly three million people. While there is no generalized screening of foreign investment, investments involving 

“sensitive” sectors are subject to prior approval. Even in these instances, cases of rejection are very low. In fact, in the last 

10 years, only two transactions related to defense matters were rejected. The government has been trying to make France 

an attractive destination for investment by providing tax incentives and infrastructure investment.  Foreign investments 

increased by 22% in 2010. According to the Invest in France Agency, a French government body promoting investment in 

France, 782 projects were listed in 2010, creating nearly 32,000 jobs, an increase of 6% compared to 2009. Many of these 

projects were related to the renewable energy sector. Germany, the US, the UK, and Italy were the main countries 

investing in France. The number of projects originating in emerging countries increased by 52% compared to 2009. In 

2010, foreign companies based in France created two million jobs. The increase in foreign investments could increase 

employment and support economic growth of France.  

Current challenges 

State interference in economic activities 

Under the EU's directives, France has liberalized many formerly government-dominated sectors, but state intervention 

remains prevalent in economic affairs. The government encourages mergers between French companies to prevent 

takeovers by foreign firms. However, a number of ailing French firms continue to depend on state aid, which is against EU 

policy. The French law also provides for the “golden share” under which the state can intervene in the functioning of a firm 

even if it does not have a majority stake. This is a cause for concern as it brings rigidity into free market operations. In 

December 2009, France failed to win a $20bn nuclear contract in the United Arab Emirates. The French companies 

involved, along with the state-controlled Areva, faced criticism from President Sarkozy for losing the bid to Korea Electric 

Power Company. The government ordered an inquiry to look into what went wrong with the French bids.  

In late 2008, when French maker of construction toys Meccano’s pre-Christmas sales slipped, the French government 

stepped in. In July 2009, the Strategic Investment Fund (Fonds Stratégique d’Investissement) sovereign-wealth fund 

invested €2.2m in the toymaker. In February 2010, Meccano said it would repatriate manufacturing jobs from China to its 

headquarters in Calais. In April 2011, a mandatory bonus plan suggested by President Sarkozy was slammed by both 

unions and companies. The government plans to submit a bill on its bonus plan to the parliament by July 2011. The plan 

calls for companies employing more than 50 people to make a mandatory bonus payment whenever they declare a 
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dividend. Many of the companies and unions see this plan as unnecessary state intervention in employer -employee 

relations. 

Implementation of labor reforms 

The rigidity in the labor market is one of the significant inhibiting factors in the French investment regime. The labor market 

suffers from structural problems, such as the presence of a large number of restrictive laws in the official labor code, 

excessive levels of wage regulation, and high social security costs for employers. However, due to low utilization of labor 

resources, the nation has been suffering from high unemployment and low national output. If minimum wages are made 

flexible and market-driven, and incentives to remain in the labor force are worked out to represent current market 

conditions, the result will be enhancement in productivity. Furthermore, President Sarkozy promised an overhaul of the 

labor market, but the going has not been easy for him. The government is also contemplating increasing the weekly 

working hours to 39 from the current 35. However, even this move will meet the same public outrage and protests.  

Future prospects 

Opening up of services sector for foreign investment   

In order to meet EU directives, the French government has initiated measures to open up a number of areas in the services 

sector for private investment. The postal service, national rail transportation, Parisian bus and metro services, and tobacco 

manufacturing and distribution are owned by the French government. Energy production and distribution, previously owned 

by the government, were opened up during early 2009. Under the EU service directives, retail distribution is also gradually 

being opened up. Privatization of these industries is accompanied by regulatory changes to make the entry and operation 

of firms easier. Furthermore, the government announced a favorable official attitude towards FDI, backed up by its support 

for "national champions" (strong state-owned sectors) and the removal of obstacles to foreign takeovers in 11 "strategic 

sectors." In 2009 the services industry proved attractive for FDI, and of the foreign investors drawn to different sectors, 

sales and marketing attracted the most at 21%, followed by point-of-sale. In 2010, foreign investments rose 22% in France 

according to the annual report of the French Agency for International Investment. The country received $57.4bn in FDI 

during 2010. 

Enforcement of financial sector regulations 

In October 2010, the French parliament adopted the Banking and Financial Regulation Act to implement the decisions of 

the 2009 G20 meeting at the national level. The law strengthens the regulation of the banking sector and its mechanisms to 

prevent and manage financial crises, as well as improve financing channels to benefit companies and households. The law 

created the Financial Regulation and Systemic Risk Council, increased the powers of the Financial Markets Authority 

(Autorite des Marches Financiars, or AMF); mandated the monitoring of credit-rating agencies; implemented the Prudential 

Control Authority; created regulations for the derivative markets and naked short sales and carbon markets; established a 

regulatory regime for bank charges as well as market operators’ compensation packages; brought in requirements for the 

disclosure action of activist funds; reinforced financial professional obligations to customers; reformed the threshold for 

mandatory tender offer to 30%; improved the insolvency law for companies facing financial difficulties; and created a new 

type of covered bonds to refinance existing home loans. The financial sector regulations will strengthen the financial system 

in the country as well as boost the country’s action at the European and international levels for financial sector reforms.  
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Tax reforms 

In October 2010, the European Commission launched sanctions against France over its tax cap and threatened to take the 

country to the European Court of Justice if it did not make changes to the system. The president faces pressure from his 

own party's MPs, with number of them tabling an amendment to the 2011 budget calling for the tax cap to be scrapped. In 

2009, the tax cap resulted in the country losing around €680m in tax refunds. In November 2010, President Sarkozy 

planned to overhaul the taxes on assets, including abolishing the wealth tax l'impôt de solidarité sur la fortune and 

scrapping a tax ceiling on individuals. In April 2011, budget minister Francois Baroin said that the government will not 

abolish the wealth tax in one go, but in tranches. The government plans to abolish wealth tax for people with net worth 

between €0.8m and €1.3m, and reduce the top rate from 1.8% to 0.5%. The changes in the wealth tax are expected to cost 

the government €900m of its revenue. The government also scrapped the bouclier fiscal tax cap for the wealthy, introduced 

by President Sarkozy as part of its budget reform, under which no one paid more than 50% of their annual earnings in tax. 

Some of the tax reforms are expected to come into effect by end of 2011. Although the government plans to make up for 

the revenue shortfall by increasing tax on inheritances worth more than €4m, the planned tax reform could significantly 

impact the country’s budget deficit.  

Future risks 

Inadequate administration of competition policy  

Under the EU directives, the French government has provided for the creation of a competition regulator, but the scope and 

activities of such as authority are yet to be determined. France is less enthusiastic about free markets than other EU 

countries. Under these circumstances, it is widely believed that competition policy will not be as strictly enforced in France 

as in other countries. Lack of competition will keep market operations imperfect.  

Ban on shale gas exploration 

In April 2011, the French government was mulling a ban on exploration over the impact of drilling in the environment. Amid 

environmental concerns that chemicals used in the fracking process to fracture the rocks holding shale deposits could 

contaminate groundwater, and campaigning by Green Party, the French government has commissioned a scientific study 

of the economic and social impacts of shale gas and oil exploration. In May 2011, the French parliament will debate 

banning shale gas exploration. If the recommendation is adopted into law, drilling permits granted in March 2010 to TOTAL, 

GDF Suez, and Schuepbach Energy will be suspended.  
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Environmental analysis 

Overview  

France is at the forefront with respect to environmental legislation. The Environment Charter forms a part of the French 

constitution. France’s environmental laws have influenced EU environmental laws to a great extent. The Ministry of Ecology 

and Sustainable Development is the authority that implements environmental policies. The ministry is involved with 

planning and enforcing regulations, and it uses economic instruments to ensure compliance. The new law on risk permits a 

better economic assessment of natural and technological risks. Furthermore, the government has been making use of a 

wide range of economic instruments like incentives and taxes to ensure adherence to environmental regulations, and has 

made attempts to involve the regional and local authorities in implementing environmental norms. The country is well on its  

way to meeting its international commitments.  

Despite these successes, a lot needs to be done to reduce the energy intensity of the economy and integrate 

environmental concerns into the energy, transport, and agriculture sectors. The proposed changes under environmental tax 

reforms are yet to be fully implemented. The implementation of environmental laws in coastal areas and mountains could 

be strengthened by better integration of local authorities in environmental management policy.  

 

Table 8: Analysis of France’s environmental landscape  

 

Current strengths  Current challenges 

■ Fulfillment of international environmental commitments  

■ Strong environmental policy framework and initiatives 

■ Unsuccessful in involving local bodies in implementation of 
environmental policies  

■ Environmental tax reforms partially achieved 

 

Future prospects Future risks 

■ Initiatives to balance economic and environmental objectives 

■ BioTfuel program  

 

■ Energy consumption higher than average 

■ Inability to manage nuclear waste 

Source: Datamonitor D A T A M O N I T O R 

 

Current strengths 

 Fulfillment of international environmental commitments 

France has ratified a number of international environmental treaties and has been at the forefront among the EU nations as 

far as implementation of the environmental agenda goes. The country has played an active role in the preparation of global 

agreements on environmental protection and sustainable development and in the strengthening of international 

environmental governance. The French environmental policy takes into consideration its international commitments with 

respect to climate change, biodiversity, water, and marine environments. Moreover, France’s aid projects are determined 

by environmental concerns and the country is a leading contributor to multilateral environment funds. The Ministry of 

Foreign and European Affairs, in close co-operation with the Ministry of Ecology, Energy, Sustainable Development and the 
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Sea, is also working to improve their effectiveness by planning co-ordinated actions in the field of environment and 

sustainable development. This co-operation is aimed at strengthening the capacity of developing countries to participate in 

environmental negotiations, contribute to the preservation and production of global public goods such as tropical forests or 

wetlands, and illustrate the relevance of the Johannesburg implementation plan and other environmental conventions. As 

part of its global environmental partnership, the country initiated the Global Forest Partnership along with Norway in May 

2010.  

Strong environmental policy framework and initiatives  

France has a strong environmental policy framework that encompasses the EU directives. Since 1990, the focus of its 

environmental policies has been the integration of environment and energy concerns. The national environment plan of 

1990 made substantial changes in the environmental administration and, more specifically, helped in the creation of 26 

Regional Environment Directorates in 1991. The country has been steadily shifting its focus towards sustainable 

development and thus adopted bioethanol clean fuel production in 2009–10.  

In 2002, a national strategy on sustainable development was drafted. This led to a proposal for a constitutional charter on 

the environment; the implementation of water, nature, landscape, pollution, and prevention and risk management policies; 

increases in the capacity of environmental assessment and social and economic analysis; and international action. In 2010, 

more than 100 billion liters of biofuel were produced globally, out of which nearly 85% of production was from developed 

and emerging countries. It was largely dominated by the US (46%), Brazil (29%), and France (nearly 4%). 

Current challenges 

Unsuccessful in involving local bodies in implementation of environmental policies 

While France boasts a strong environmental framework, it has been lacking in implementation. Local implementation of 

laws and regulations relating to environment and land use has failed. Similarly, some EU directives relating to pollution 

have not been implemented at the regional or local level. In March 2011, the European Commission decided to take France 

to the EU Court of Justice for its poor EU industrial emissions regulations adherence. Under EU law, agricultural and 

industrial activities with high pollution potential must receive authorization. The EU alleged that France has at least 62 

factories that have not received environmental authorization from the EU. 

Environmental tax reforms partially achieved 

The French government is reluctant to burden businesses with the cost of adapting production processes in order to make 

them less harmful to the environment, due to the fear that this will erode the competitiveness of the French industry. The 

environmental tax reforms program was initiated in 1999, but did not come to fruition. While the government has been 

providing subsidies to companies to enable them to comply with environmental standards, it has earned very little by way of 

taxes from the erring firms. This has led to a mismatch between the environmental effects of taxes and subsidies, which 

may worsen in the future. The French government has also been hesitant to establish a green tax commission as directed 

by the EU.  

France announced its plans in mid-2009, to become the first large economy to tax carbon dioxide (CO2) emissions in 

addition to the industrial CO2 quotas stemming from Europe's cap-and-trade system. However, the country's high court 
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rejected the government's previous carbon tax days before it was scheduled to take effect. In March 2010, the government 

dropped its proposed carbon taxation. The OECD has called on France to consider increasing its environmental taxes on 

coal, natural gas, home heating oil, and diesel. 

Future prospects 

Initiatives to balance economic and environmental objectives 

France has been largely successful in managing its environmental concerns without compromising on economic growth. 

Since the government is applying “polluter pays” and “user pay” principles, both direct and indirect subsidies for 

environmental protection are minimal. With a minimal subsidy and by taxing the polluter, it will be successful in meeting 

both economic and environmental objectives. The new EU directive on strategic environmental assessment, together with 

better environmental impact assessment procedures will help in improving integration of environmental projects.  

Some of the government’s environmental initiatives include providing discounts for fuel-efficient cars, making all new 

buildings "energy positive" by 2020, banning incandescent bulbs, increasing the share of renewable resources in total 

energy consumption, and slashing pesticide use. France has already banned 75-watt and 100-watt incandescent bulbs 

(plus those above 100 watts). By September 2011, 60-watt incandescent bulbs will be banned. In February 2011, President 

Sarkozy announced that the government will invest €10bn in five 3,000MW offshore wind farms in Loire, Brittany, and 

Normandy. The government plans to put into service 600 wind turbines with a total capacity of 3,000MW by 2015. The 

government aims to install 25,000MW of wind power by 2020. Wind energy share in France’s electricity consumption is 

currently 2%, which the government plans to increase to 23% by 2020. 

BioTfuel program 

France has increased its production of biofuels considerably in recent years. In 2009, the government started the BioTfuel 

program, a five-year project that targets more efficient use of agricultural resources. Production of biofuel reached 1 billion 

liters in 2008, whereas the 16 members of the European Bioethanol Fuel Association produced a total of 2.8 billion liters. 

BioTfuel will consolidate France's pioneering role in this area. The aim is to produce biodiesel and biokerosene from 

agricultural waste. In April 2011, the International Energy Agency (IEA) reported that widespread use of biofuels can reduce 

CO2 emissions in the transport sector as the demand for transport fuels is increasing. The IEA report has forecasted that 

biofuels could provide up to 27% of world transportation fuel by 2050. 

The French biofuels production industry has experienced very strong growth in recent years despite a decline in 2009. This 

trend of dynamic growth is expected to continue until 2015 as more emphasis is placed on green energy. The sector had 

total revenue of $2.71bn in 2010, representing a CAGR of 42% for the period spanning 2006–10. In comparison, the 

German and UK industries grew with CAGRs of 2% and 3.5% respectively, over the same period, to reach respective 

values of $3.73bn and $202m in 2010. 

Industry production volumes increased with a CAGR of 39.1% between 2006 and 2010, to reach a total of 2,860,100 tons 

in 2010. The industry's volume is expected to rise to 3,965,500 tons by the end of 2015, representing a CAGR of 6.8% for 

the 2010–15 period. Biodiesel comprised 66.5% of the industry's overall volume at 1,900,600 tons, while the remaining 

share went to ethanol with a volume of 959,500 tons. The grow of the industry is forecast to slow down, with an anticipated 
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CAGR of 10.2% for the five-year period 2010–15, which is expected to drive the industry to a value of $4.41bn by the end 

of 2015. 

Future risks 

Energy consumption higher than average 

The energy intensity of the French economy remains higher than the European average. Power consumption is increasing 

because of the growing number of vehicles, which is a matter of concern for the future. Saving energy has not been 

identified as a priority in environmental policies. Energy taxation, which can restrict pollution, is also not fully integrated with 

environmental concerns.  

Inability to manage nuclear waste 

France's ecological record is not as clean as many of its European peers'. Environmental watchdogs have regularly 

criticized France for failing to deal with the high levels of nuclear waste in the country. Between October and November 

2009, it was reported that French vessels containing nuclear waste have been found in Siberia. Over 100 tons of uranium 

were transported to Seversk during this period. It has been reported that France's electricity company EDF has sent 108 

tons of uranium to Siberia since the mid-1990s. Furthermore, about 13% of France's nuclear waste was allegedly stored in 

open-air parking lots near a nuclear plant in Seversk. Although the Ecology Ministry has called for an investigation into the 

case, the government’s inability to manage nuclear waste has been widely criticized and is also creating environmental risk 

in the EU region. 

The French nuclear energy production industry has experienced growth during recent years (with the exception of 2009). 

This trend is set to continue, with steady growth projected through to the end of the forecast period. The industry had total 

revenue of $27.4bn in 2010, representing a CAGR of 6% for the period spanning 2006–10. Industry production volumes 

decreased with a compound annual rate of change of -1.1% between 2006 and 2010, to reach a total of 410,086.4GWh in 

2010. The industry's volume is expected to rise to 442,607.2GWh by the end of 2015. The transport of nuclear waste 

between France and Germany faced large protests in both countries during November 2010. France transported 123–154 

tons of nuclear waste in a convoy of 11 train cars to Gorleben in Germany. Germany planned to produce electricity out of 

the nuclear waste. The French National Radioactive Waste Management Agency is planning to house the country’s 

radioactive waste 500 meters underground in Bure, northeast France. The €1bn underground nuclear waste repository is 

expected to open in 2025. Until then, France’s nuclear waste will remain a challenge.  
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POLITICAL LANDSCAPE  

Summary 

France has evolved into a democratic republic with a semi-presidential form of government, having previously been 

dominated by a monarchy. However, this evolution has been less than straightforward, with the country experiencing 

intermittent stages of each form of government. After the revolution of 1789, the old regime was abolished with the 

declaration of the First Republic. However, France kept going back to the monarchial system during different periods. On 

September 28, 1958, the constitution of the Fifth Republic was adopted after a referendum. Since then, nine presidential 

elections have taken place, with both the left and right wings assuming power at times, and the occasional coalition 

government. In the 2007 election, Nicolas Sarkozy was elected president. President Sarkozy’s political stance is free of 

Gaullist ideology. He came to power with the promise of sweeping economic, labor, and pension reforms. However, 

deteriorating economic conditions and his personal unpopularity have given him little leeway to carry out these reforms.  

Evolution 

Pre-1945 

France’s medieval history was dominated by a monarchial form of government. After the French revolution of 1789, the old 

regime was abolished, paving the way for the declaration of the First Republic. However, the French monarchy returned 

during the reign of Napoleon, the Bourbon restoration, the reign of Louis-Philippe, and the Second Empire of Napoleon III.  

The First Republican order was based on democratic principles, as were the other subsequent republics. However, stability 

was hard to sustain. Different republican orders catered to different ideologies, giving rise to frequent and contentious 

political upheavals. The Second Republic was constituted in 1848 and lasted until 1852, when the Second Empire was 

proclaimed by Louis Napoleon Bonaparte and lasted until 1870. The Third Republic was proclaimed on September 4, 1870, 

following the country’s defeat in the Franco-Prussian war of 1870, and Adolphe Thiers was declared president on August 

31, 1871. During 1936–38, the popular leftwing alliance came to prominence. In 1940, with Germany occupying much of 

France due to the events of World War II, Charles de Gaulle, undersecretary of war, went to Britain and established a 

government-in-exile in London. In 1944, the allied forces landed at Normandy and liberated France. Subsequently, Charles 

de Gaulle was elected president of the provisional government of France in 1944. 
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Figure 2: France – key political events since 1930 

 

Source: Datamonitor D A T A M O N I T O R 

 

1946–60  

The Fourth Republic existed between 1946 and 1958 and was seen as a continuation of the Third Republic. Economically, 

this phase was one of France’s best periods, although politically this time was characterized by instability pertaining to the 

status of the empire. By 1958, decolonization led to a serious crisis for the French government, with the country's 

humiliating withdrawal from Indochina after eight years of war. The president of the Constitutional Council, Pierre Mendes 

France, ended the conflict with the adoption of the Geneva Accords on July 20, 1954. Morocco and Tunisia became 

independent in 1956, while in sub-Saharan Africa, a peaceful process of decolonization began. However, problems in 

Algeria, France's oldest major colony, brought down the Fourth Republic in 1958.  

Finally, France achieved political stability in 1958, when the Fifth Republican Order came into existence. General de 

Gaulle, founding father of the current system of French politics, was called by President Rene Coty to lead the government. 

He initiated the drafting of a new constitution, which was to lay down the future blueprint of the French political structure. 

On September 28, 1958, the constitution of the Fifth Republic was adopted after a referendum.  
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1961–2010  

During the 1960s, there were massive protests against De Gaulle’s government , aimed at bringing changes to the 

authoritarian system of governance. In 1969, De Gaulle resigned and was succeeded by Georges Pompidou. Pompidou 

introduced market policies in the economic affairs of the country. Valery Giscard d’Estaing was elected president in 1974 

and the support for pro-business policies continued. 

The left-wing Francois Mitterrand was elected president in 1981 and retained the office for 14 years, until 1995. During this 

long tenure, the government’s policies became more socialist in nature. He imposed a wealth tax, nationalized key 

industries, and mandated a 39-hour working week and five-week paid vacations. French-German relations reached new 

heights during his tenure. His contributions in developing the European Economic Community were immense. He saw 

seven prime ministers and two periods of co-habitation (1986–88 and 1993–95). Co-habitation is typical of French politics 

when the president and the prime minister belong to two different parties, and restricts the powers enjoyed by the 

president.  

Jacques Chirac of the center-right won the presidency in 1995 on the back of an agenda to reduce unemployment in 

France. His tenure was also marked by a period of co-habitation with a socialist legislative majority during 1997–2002. In 

2002, there was a change in the dynamics of French politics. Jacques Chirac achieved an impressive victory over his 

challengers from both the traditional left and the far right. In subsequent parliamentary elections, Chirac’s political allies 

also succeeded, ushering in a center-right prime minister and cabinet. This ended five years of political drift under left-right 

"co-habitation." 

During his second term, Chirac initiated a number of economic and social reform measures to meet the requirements laid 

out in the Maastricht Treaty. There was strong public opposition to these measures. The EU constitution, backed by Chirac, 

was rejected by a large majority of the French population. Chirac also defied the US and the UK by not supporting the war 

in Iraq during this term.  

In the 2007 elections, Nicolas Sarkozy was elected as president by defeating Segolene Royal of the Socialist Party. 

President Sarkozy’s political stance is free of Gaullist ideologies. He came to power on the promise of sweeping social and 

economic reforms. Since his assumption of office, President Sarkozy has focused on improving the performance of 

France's economy through the liberalization of labor markets, higher education, and taxes.  

In 2008, the French government officially ratified the Lisbon Treaty on reform of the EU. The country also took over the 

presidency of the EU. In February 2009, the government pumped over $33bn into the economy as a stimulus fund. This 

was after it had already invested over €10.5bn in the country’s six largest banks. In 2010, the Union for a Popular 

Movement (Union pour un Mouvement Populaire, or UMP) suffered heavy defeat in regional elections, losing control of 21 

of the 22 seats. 
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Structure and policies  

Key political figures 

The key political figures in France are: 

 President Nicolas Sarkozy  

 Prime Minister Francois Fillon  

 Leader of the largest opposition party, the Socialist Party (Parti Socialiste, or PS): Martine Aubry  

 

Figure 3: Key political figures in France 

 

Nicolas Sarkozy has been the president of the UMP since 2004. He was elected president of France after winning

the 2007 presidential elections, and is the successor to Jacques Chirac. Sarkozy represents a new generation of

politicians and has professed his antipathy towards the policies and ideals of Charles de Gaulle. This is in stark

contrast to his predecessor Chirac who followed the Gaullist ideology. Sarkozy is also a strong proponent of f ree

market economy and believed in minimal government interventions. His views on radically reforming France’s

economic and social policies were well received by the electorate. He also initiated the process of revising existing

tax policies and downsizing the government sector.

Francois Fillon took over as the prime minister of France in 2007. In 2002, as minister of labor, he undertook

controversial reforms, particularly those regarding the 35-hour working week and the retirement system, which

aimed at increasing the working years of the French population. As minister of education and research in 2004, he

proposed the much debated Fillon Law on education. One of the crucial reforms that Fillon pledged to push through

was the suspension of the popular travaux personnels encadres (guided personal projects) in the lycees (high

schools). One of the signif icant reforms initiated by him was the privatization of education. He was not included in the

government of Dominique de Villepin in 2005. As political advisor to Sarkozy’s successful presidential race, he also

sealed his prospects as a prime ministerial candidate.

Martine Aubry is the f irst secretary of the French Socialist Party (Parti Socialiste, or PS) since November 2008 and

mayor of Lille (Nord) since March 2001. Aubry joined the PS in 1974 and was appointed minister of labor by Prime

Minister Edith Cresson in 1991. She became minister of social affairs under Prime Minister Lionel Jospin in 1997.

She is credited with pushing the 35-hour workweek legislation, Loi Aubry, which reduced the length of the normal

full-time working week from 39 to 35 hours. She quit her cabinet post in 2001 to be elected mayor of Lille, which she

lost in the general election of 2002. She was re-elected mayor of Lille in 2008. In November 2008, she became

leader of the Socialist Party, defeating Segolene Royal. She is seen as a frontrunner for the Socialist nomination for

the 2012 presidential elections.

 

Source: Datamonitor D A T A M O N I T O R 

 

Structure of government 

France is a democracy, and is organized as a unitary semi-presidential republic. Under the constitution, the president is 

elected directly by the public for a five-year term. The president names the prime minister, presides over the cabinet, 

commands the armed forces, and concludes treaties. The French parliament is made up of the Senate and the National 

Assembly. The Senate is elected by indirect universal suffrage for a six-year term (reduced from nine years in 2003). The 

house is renewable by one-third every three years. The last election took place in September 2004. The National Assembly 

members (deputies) are elected by direct universal suffrage for a five-year term. The most recent general election was held 

in June 2007. The Senate has 331 senators, while the National Assembly is made up of 577 deputies. The National 
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Assembly is the principal legislative body, with power to dismiss the cabinet. In contrast, the Senate's legislative powers are 

limited; except for constitutional laws, the National Assembly has the last word in the event of a disagreement between the 

two houses. The constitutional amendment of July 2008 and the reform of the Rules of the Assembly that followed in May 

2009 have modified the political composition of the National Assembly. 

The senators are elected by a first-past-the-post system with two rounds of voting in the 70 metropolitan and overseas 

departments, along with proportional representation in the 39 metropolitan and overseas departments. About 52% cent of 

the Senate (180 of its members) are elected under the system of proportional representation, including the 12 senators who 

represent French citizens living abroad. In the 2011 elections, 348 senators will be elected to the Senate: 326 senators 

from the departments, 10 from overseas territories, and 12 representing French citizens living abroad. From 2011, new 

elections will be held every three years to renew half the House, instead of the third being elected currently.  

 

Figure 4: Structure of government 
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Key political parties  

Union for a Popular Movement  

The center-right UMP party does not have a single ideological base and was formed by the combination of different ideals, 

which are based in Gaullism (conservative liberalism), liberalism, popularism, and radicalism, with each of its members 

belonging to one or two of these groups. According to its charter, the party “believes in fully playing its protective role to 

counter the uncertainties of a globalization which it believes sometimes appears to have no regard for any law or decency.” 

In the 2007 presidential elections, the party’s candidate Nicolas Sarkozy won a 53% majority over his close competitor 

Segolene Royal of the Socialist Party. The party has 307 members in the parliament, and its allies boost this number to 

314. 

Socialist Party  

The PS was formed in 1969 and has its roots in the French Section of the Communist International (Section Française de 

l'Internationale Ouvrière). In order to represent a strong political force, the PS created a coalition with other left-leaning 

parties like the French Communist Party, the Greens, the Left Radical Party, and the Citizen’s Movement.  

During 1981–95, the PS won two presidential terms under the leadership of Francois Mitterrand. As president, Mitterrand’s 

executive powers were limited, as he was forced to appoint prime ministers from opposing political parties during both of 

his terms. The PS has not been at the forefront of French politics since its defeat in the 1995 presidential elections and in 

recent times it has struggled to counter the policies of the right.  

In a referendum over the European constitution, almost 59% of the PS members supported the constitution while the 

remainder, including several prominent members of the party, opposed it. This left the party in disarray and the chasm 

widened when individual members started lobbying for an alternative socialist candidate in the 2007 presidential elections. 

Many party members, foreseeing a bleak performance in the presidential elections, asked Lionel Jospin, a party member 

and former prime minister, to come back. However, the majority of PS members (60%) voted for Segolene Royal to contest 

the presidency. Royal lost to the UMP candidate Nicolas Sarkozy in the second round of the 2007 presidential elections. 

The party has 189 members in the parliament, and its allies raise this number to 204. 

http://en.wikipedia.org/wiki/Fran%C3%A7ois_Mitterrand
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Composition of government 

Figure 5: French National Assembly composition, 2009 
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Source: Datamonitor D A T A M O N I T O R 

 

Key policies 

Key policy areas 

President Sarkozy won the 2007 presidential elections with promises of sweeping economic reforms. However, there are 

significant challenges to be confronted before such economic reorganization can take place. Since 1995, around 300,000 

employees have lost jobs in various industries and unemployment remains high. France's productivity growth has also 

slowed down along with its share of global exports of manufactured goods. The country's large public sector is an inefficient 

drag on the performance of the French economy. The government is clearly focused on shifting the direction of the current 

economic, social and foreign policies. Some of the reforms that are expected to be undertaken have the potential to turn 

around the French economy.  

In early 2010, the government took up several reforms at the local level. The reform, known as the projet de loi de réforme 

des collectivités territoriales, includes the reinforcement of the powers of inter-communal associations in large cities (with a 

population of over 450,000), which will take over certain responsibilities formerly given to departments (notably for 

economic development and education). This also involved clarifying the powers and financing of the various tiers of local 

government (regions, departments, districts, cantons, inter-communal structures, and communes) and consolidating legal 

and other public services in order to overcome longstanding problems of overlapping responsibilities. In September 2010, 

the National Assembly adopted the draft law on local government reforms. After narrowly passing in the Senate in 

November 2010, the law of local government reform was enacted in December 2010. The law enables the creation of 

territorial councilors to serve both general and regional councils. Territorial advisors will replace the 4,037 general and 

1,880 regional advisors under the law. 
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Economic policies  

Economic changes designed to encourage the generation of employment are expected to be at the top of the agenda. 

However, due to the global financial crisis during 2008–09, unemployment levels and government debt have increased 

several times. The government created a $33bn stimulus package as the economy was severely affected by the economic 

crisis during 2008–09. With the country now slowly moving towards recovery, President Sarkozy set out a new industrial 

path in March 2010. The government plans to channel €6.5bn ($8.6bn) to industry, including to the automotive, aerospace, 

digital products, pharmaceutical, and chemicals sectors. In addition, a further €500m ($668m) will be disbursed for "green" 

investment to help enterprises improve their energy efficiency, while €300m ($400.8m) will go to assisting "strategic 

industries." Finally, €200m ($267m) will be used to provide soft loans to companies that choose to bring back 

manufacturing capacity that is currently abroad. 

Social policies  

The French government intends to clamp down on illegal immigration and intends to pursue a policy of selective 

immigration to facilitate the arrival of qualified workers. Other social measures to be implemented include the provision of 

state pensions to transport and energy sector workers, in line with the rest of the public-sector workers. The government is 

also planning to pass legislation to provide shelter for all homeless people. To strengthen the education system, the 

government proposes to grant greater autonomy to schools and higher educational institutions.  

The proposed changes to the labor policy include plans to exempt money earned from overtime labor from tax and social 

security charges. The new regime also intends to introduce more flexibility in the labor market and will put in place a single 

labor contract with social security rights increasing over time. There are also plans to reduce public-sector staff and boost 

civil service wages, which will help reduce the level of public debt. The government is working on various options to make 

its labor force market-driven. If minimum wages are made flexible and market-driven, and incentives to remain in the labor 

force are worked out to represent current market conditions, the result will be an enhancement in productivity. Furthermore, 

President Sarkozy promised an overhaul of the labor market, but this has not been easy for him. Many of the government 

labor reforms have been met with cynicism and public protests. President Sarkozy’s pension reforms such as increasing 

the retirement age from 60 to 62, signed into law in November 2010, attracted nationwide opposition. The government is 

also contemplating increasing weekly working hours to 39 from the current 35. However, this move would meet the same 

public outrage.  

 Foreign policy 

In 2005, France rejected the draft of a new European constitution. The government has called for a simplified treaty that wil l 

prolong the term of the rotating presidencies. Other issues on the agenda include creating the post of an EU foreign 

minister, extending qualified voting to judicial and immigration issues, increasing the powers of the European parliament, 

and giving citizens the right to propose commission policies.   

France supports lowering the value of the euro against the dollar and has pressurized the European Central Bank (ECB) to 

do so. France opposes the granting of full EU member status to Turkey, but is willing to settle for a strategic partnership. 

The French government is in favor of continuing negotiations with Turkey, with the progress in the negotiations depending 

on Turkey’s ability to implement the internal reforms required to meet the criteria for opening chapters, and to fulfill its 
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commitments to the EU with a complete application of the Ankara Protocol and the normalization of relations with all of the 

member states, including Cyprus. 

The French government has fully supported the UN resolution on fighting Libyan dictator Muammar Gaddafi's forces. 

However, President Sarkozy’s demands for a crisis summit in Paris did not please the nation's allies in the Libyan mission. 

President Sarkozy was accused of lacking focus when he established the Mediterranean Union to bring together all the 

countries bordering the Mediterranean Sea. Except for a few meetings and papers by the group, the partnership has gone 

nowhere.  

Under President Sarkozy’s leadership, France has made a dramatic shift in its foreign policy, to increase its say in the EU 

and international matters. The most symbolic move was President Sarkozy’s announcement of his intentions of returning to 

NATO, thus reversing Charles de Gaulle's decision to walk out of the organization 40 years ago. The decision has also 

brought France closer to the US. President Sarkozy has worked closely with the US to help isolate Iran because of its 

nuclear program. The president has been instrumental in improving relations with other Middle Eastern nations like Syria 

and worked with former Egyptian president Hosni Mubarak in effecting the ceasefire in Gaza in January 2009. Improved 

foreign relations will also have a positive impact on economic relations with these nations. Furthermore, the country is also 

leading the way along with Germany to create an "economic government of the EU." In early March 2010, both France and 

Germany took the lead in the EU meeting to decide on a mechanism for bailing out the crisis-hit Greek economy.  

In October 2010, the government decided to dismantle 300 illegal camps and squats of the Roma within three months. The 

government eventually closed down many of the camps and deported its inhabitants to their home countr ies. This brought 

the ire of the EU, however, which felt that France’s actions against an ethnic minority violated EU anti-discrimination laws, 

including the Charter of Fundamental Rights.  

Although French diplomacy was found wanting during the Arab uprising, President Sarkozy has taken some corrective 

measures to strengthen its international standing, He dismissed his foreign minister Michele Alliot-Marie after it was found 

that she had offered the expertise of French security forces to control crowds in Tunisia, just a few days before the Tunisian 

president was forced to flee due to the overriding public opposition to his regime. In February 2011, President Sarkozy 

named Alain Juppe as the new foreign minister and also changed its diplomatic team to emphasize that it pursues a foreign 

policy based on human rights and democracy. Alain Juppe was one of the first European ministers to call for the Libyan 

dictator Muammar Gaddafi to quit. 

In March 2011, relations between France and Italy hit a rough patch, when France temporarily blocked Italian trains on the 

borders to stop the entry of Tunisian migrants into the country from Italy. Services were resumed later after an official 

complaint from Italy. Italy’s granting of six-month temporary resident permits to Tunisian migrants, which gave them travel 

access to other European countries, did not go down well with France. Opposing Italy's stand on the migrant issue, French 

border patrols began turning migrants away from its borders. This led to a diplomatic row, with Italy threatening to press for 

France’s expulsion from the EU's Schengen passport-free travel zone. Although both the countries agreed to launch sea 

and air patrols to control the illegal entry of people from Libya, Egypt, and Tunisia, the ongoing unrest in North Africa could 

increase the problem of illegal migrants and challenge France’s relations with many countries. France and Italy are also at 

loggerheads over the control of Italian food company Parmalat, in which French dairy company Lactalis has a 30% stake. 

Tensions have increased with a series of takeover bids by both French and Italian companies.  
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Constitutional reforms  

To ensure that France’s legislative machinery is in line with the changing economic and political order, there are plans to 

boost its parliament's ability to amend government bills. The government also intends to introduce the system of 

proportional representation in the Senate. The government favors a maximum of two five-year terms for the president, and 

the limitation of the size of the government to 15 ministers. A constitutional reform bill was passed in 2008 that grants the 

authority to the government to set its own agenda. The bill also limits the processes involved with regard to the vote on the 

national budget and the financing of social security. In March 2011, the government prepared provisions to amend the 1958 

constitution regarding governance of public finances. The provisions aim to achieve budget balance by adopting framework 

laws for balancing public finances for long-term fiscal planning, ensuring finance laws and laws on the financing of social 

security have a monopoly over fiscal policy and social security regulations, and systematically transmitting stability 

programs to the parliament before submitting them to the European Commission under the EU's stability and growth plan.  

Performance  

Governance indicators 

The World Bank report on governance used voice and accountability, political stability and absence of violence, 

government effectiveness, regulatory quality, rule of law, and control of corruption as indicators for 213 countries and 

territories over the period 1996–2009. The study was carried out by Daniel Kaufmann of the Brookings Institution, Massimo 

Mastruzzi of the World Bank Institute, and Aart Kraay of the World Bank Development Economics Research Group. For 

any country, a percentile score of 0 corresponds to the lowest rank and 100 corresponds to the highest.  

France had a percentile rank of 90.5 percentile on "voice and accountability" in 2009. This measures the extent to which a 

country's citizens are able to participate in selecting their government, as well as freedom of expression, association, and 

the media. France’s long tradition of republican governance adds strength to its democratic principles. The elections are 

considered to be transparent and there is respect for freedom of expression and the media. In comparison, Germany has a 

percentile ranking of 93.8, but France's other EU counterpart Italy has a lower ranking of 81.5.  

France has a low percentile ranking of 65.6 on "political stability and absence of violence." This measures perceptions of 

the likelihood that the government will be destabilized or overthrown by unconstitutional or violent means, including 

domestic violence and terrorism. The present administration has witnessed huge public protests against its reform 

measures. The economic slowdown has added to the existing problems of the government. However, its score is better 

than Italy’s ranking of 64.6, as political uncertainty looms large in that country. Germany has a higher ranking of 76.9.    

France’s performance in terms of "government effectiveness" declined to a percentile rank of 90.0 in 2009 from 90.8 in 

2008. This measures the quality of public services, the quality of civil services and the degree of their independence from 

political pressure, the quality of policy formulation and implementation, and the credibility of the government's commitment 

to such policies. Germany has a percentile ranking of 91.9, while Italy has a lower score of 68.6.  

France’s percentile ranking in terms of "regulatory quality" is 85.2. This measures the ability of the government to formulate 

and implement sound policies and regulations that permit and promote private-sector development. Since France is a 

member of the EU, its government is committed to fiscal discipline and successive governments have broadly pursued 



Political Landscape  

 

 

Country Analysis Report: France  Published 04/2011 

© Datamonitor. This brief is a licensed product and is not to be photocopied Page 49 

similar economic policies, leading to stability in policy formulation and implementation. The country has performed less well 

than Germany, which has a percentile ranking of 92.4, although Italy has a lower score of 77.6.  

France has a percentile ranking of 89.6 on "rule of law." This measures the extent to which agents have confidence in and 

abide by the rules of society, and in particular the quality of contract enforcement, the police, and the courts, as well as the 

likelihood of crime and violence. Germany again ranks higher at 92.9, whereas Italy has a lower percentile rank of 62.7.  

France’s percentile ranking in terms of "control of corruption" is 90.5 in 2009. This measures the extent to which public 

power is exercised for private gain, including both petty and grand forms of corruption, as well as "capture" of the state by 

elites and private interests. President Sarkozy’s government has initiated efforts to reduce bureaucratic practices and 

create transparency in terms of governance. Italy, because of its numerous financial scandals, is ranked at a low 59.0, 

whereas Germany has an impressive percentile ranking of 92.9.  

Outlook 

The French government has been trying to move away from the country's socialist past, but it has been finding it hard to 

implement the much-needed reform measures because of growing public opposition. There is a threat to political stability 

due to the rising levels of discontent. The growing economic crisis has made matters worse for the government, and the 

president has to take decisions on structural reforms cautiously to avoid public discontent. The administration decided to 

continue with tough economic reforms to modernize France's economy in March 2010, despite nationwide strikes. The 

strikes were mainly against measures on retirement process and public-sector job cuts that were taken up by the 

government.  

The deterioration of France's public finances since the start of the financial crisis has not been as sharp as has been seen 

in some other developed economies, but France's starting position was poor, and rising concerns over sovereign debt in 

the eurozone will increase the pressure on the government to show the fiscal discipline that it has been lacking in recent 

decades. One of the most pressing issues is the need to contain the rapidly rising deficits of France's pension schemes. 

Under the law on local government reforms, the country aims to create territorial councilors to serve both general and 

regional councils. Territorial advisors will replace the 4,037 general and 1,880 regional advisors under the law. President 

Sarkozy’s pension reforms including increasing the retirement age from 60 to 62, which was signed into law in November 

2010 and attracted nationwide protests. The government is also contemplating increasing the weekly working hours to 39 

from the current 35. However, this move will meet the same public outrage. As part of its constitutional reforms, in March 

2011 the government prepared provisions to amend the 1958 constitution regarding the management of public finances to 

achieve a balanced budget. 
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ECONOMIC LANDSCAPE  

Summary 

France is one of the largest economies in the EU, with a GDP of $1.5 trillion (constant prices, 2000). Although the economy 

shrank by 2.6% in 2009, it rebounded with growth of 1.5% in 2010. The country’s well-developed infrastructure and strong 

services sector are supporting the economy. Popular opposition to President Sarkozy’s reform measures is likely to 

become a cause of political instability.   

Until the late 1990s, France’s economy had grown faster than the European average. France joined 11 other EU members 

to launch the euro on January 1, 1999, with euro coins and banknotes completely replacing the French franc by early 2002. 

As a member of the eurozone, France has ceded its monetary policy authority to the European Central Bank (ECB). 

France’s integration with the EU has led to substantial changes in the country's economic policies. Traditionally, France has 

had a mixed economy, but at the beginning of 2000 it began the process of economic liberalization. Although France is 

considered to have low levels of poverty and income inequality, the country suffers from relatively high levels of 

unemployment and high labor costs. The country’s strict labor regulations, along with high taxation, have acted as a 

deterrent to foreign investors, despite its advantages of location and sophisticated technology. Although the French 

economy has proven more resilient in withstanding the economic crisis, its structural rigidities are being questioned.   

Evolution 

1945–80 

Like most European nations, the economy of France prospered in the post-war era of 1945–75. The economy grew at an 

average rate of 5%, which was more than the European average growth of 4.8%. In the post-war years, the economy 

benefited greatly from the reconstruction of war-damaged production facilities, housing, and technological innovations. 

During this period, labor productivity increased by 5% and per capita output increased fourfold. This post-war boom is 

known as the Glorious Thirty Years (Trente Glorieuses) in France. Growth in industrialization led to social changes such as 

rural-urban migration and the exodus of the agricultural population. During this period, a number of social welfare schemes 

were initiated. The economic expansion began to slow down in the early 1970s following the oil crisis. The economy 

entered a recessionary phase in 1975. During 1973–79, the average growth rate fell below 3% along with a high inflation 

and unemployment.   

1981–2010  

During the early 1980s, the economy showed some signs of recovery, inflation came down, and there was an increase in 

employment opportunities. In 1983, the French government implemented an inflation-fighting policy of competitive 

disinflation. This policy ended index-linking of wages and pegged the franc to the deutschemark. It also liberalized France’s 

economy through privatization and deregulation. In 1993, France along with other EU nations faced economic recession 

after the 1990 Gulf War and the reunification of Germany. During the 1990s, the EU nations strived to create a common 

currency and meet the convergence criteria set out in the Maastricht Treaty. The French government directed its economic 

policy towards reducing inflation and controlling fiscal deficits.   
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The economy grew during 1990–95; this was mainly technology-driven. France’s employment policy at the end of the 

1990s contributed to the generation of more jobs. The economy witnessed steady growth during 1997–2000; real GDP 

growth increased by an average of around 3.2% over the period, while unemployment declined to 10% from over 12%. The 

introduction of a common currency in 1999 started a period of strong growth, as efforts to achieve European convergence 

and curb inflation paid off. The trend was reversed with a weak performance during 2001–03. Output growth recovered in 

France during 2004, growing at par with most eurozone countries. In 2005, GDP witnessed moderate growth of 1.5% 

compared to 2.4% in 2004. The economy recorded GDP growth (CAGR) of 1.6% during 2001–06. The country's economic 

growth decelerated in 2007 and continued to do so in 2008. It recorded a growth rate of 0.4% in 2008. Although the 

economy shrank by 2.6% in 2009, it rebounded with growth of 1.5% in 2010. 

The figure below shows the evolution of the French economy since 1991. 

 

Figure 6: France's historical GDP growth, 1991–2010 
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Source: Datamonitor D A T A M O N I T O R 
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Structure and policies  

Financial authorities/regulators 

Central bank: Bank of France (Banque de France)  

The Bank of France is the nation's central bank, and is responsible for the implementation of monetary policy and follows 

the directives of the ECB. The bank was made responsible for regulating and supervising the banking system by the 

Banking Act of 1924. The act was amended in 1996 to include investment firms as well. The Banking and Financial 

Regulatory Committee, the Credit Institutions and Investment Firms Committee, and the National Credit and Securities 

Council are the decision-making bodies for those respective groups. The Bank of France is closely involved with their 

activities.  

Security market regulator: Financial Markets Authority (Autorite des Marches Financiars, or AMF)  

The AMF is the financial regulator of the French securities market. It was created in 2003 by the merger of the Stock 

Market Commission (Commission des Operations de Bourse), the Capital Markets Board (Conseil des Marches 

Financiers), and the Council for Discipline of Financial Management (Conseil de Discipline de la Gestion Financière). The 

AMF is an independent legal entity and has financial autonomy. It has been entrusted with responsibility for the proper 

functioning of markets and protecting savings invested in financial instruments.   

Insurance regulator: Insurance Control Commission (Commission de Controle des Assurances, or CCA) 

The regulatory framework and operating procedures governing the conduct of financial policies are set out in the insurance 

code. The CCA is the watchdog of the insurance sector that works with the objective of client asset protection and 

protection of the rights of the insured. The mutual insurance firms are not directly supervised by the CCA. The CCA does 

not have licensing or regulation-making powers. These are exercised by the Ministry of Finance (the Treasury) following 

consultation with the CCA. The CCA is expected to report any anti-competitive activity or practice to the ministry.   

French stock market: Euronext Paris  

Historically, the Paris Stock Exchange was the main exchange where shares of companies registered in France were 

traded. In 2000, following the merger of the Paris, Amsterdam, Lisbon, and Brussels exchanges, Euronext NV came into 

existence. In 2007, NYSE Group and Euronext NV came together to form NYSE Euronext. As of March 31, 2011, NYSE 

Euronext had approximately 7,950 listed issues, a total market capitalization of $26.4 trillion, with its exchanges transacting 

a daily average trading value of around $84bn. In 2009, the market capitalization of the French companies listed with the 

Euronext stood at around €1.36 trillion, an increase of 29% compared to 2008.  
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Figure 7: Market capitalization of Euronext Paris  
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Source: Datamonitor D A T A M O N I T O R 

Insurance 

After a period of decline, the French insurance market recovered in 2009, mainly due to the strong performance of the life 

insurance segment. However, only marginal growth is expected within the market in the forecast period (2009–14). The 

French insurance market had total gross written premiums of $282.4bn in 2009, representing a CAGR of 3.4% for the 

period spanning 2005–09. The German and UK markets grew with CAGRs of 1.8% and 1.7% respectively, over the same 

period, to reach respective values of $237.8bn and $308bn in 2009. The life insurance segment was the market's most 

lucrative in 2009, with total gross written premiums of $193.6bn, equivalent to 68.6% of the market's overall value. The non-

life insurance segment contributed gross written premiums of $88.8bn in 2009, equating to 31.4% of the market's aggregate 

value. The performance of the market is forecast to decelerate, with an anticipated CAGR of 0.4% for the period 2010–14, 

which is expected to drive the market to a value of $287.7bn by the end of 2014. Comparatively, the German and UK 

markets will grow with CAGRs of 2.5% and 13.9% respectively, over the same period, to reach respective values of 

$269.6bn and $590.6bn in 2014.  
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Asset management 

The French retail savings and investments market grew at a decelerating rate over 2004–07, culminating in a decline in 

value in 2008. The market recovered in 2009 and is expected to post quite healthy and more stable rates of growth in the 

forthcoming years up to 2014. The French retail savings and investments market had total investments of $2,009.3bn in 

2009, representing a CAGR of 1.2% for the period spanning 2005–09. In comparison, the German and UK markets grew 

with CAGRs of 0.5% and 1.7%, respectively, over the same period, to reach respective values of $3,691.8bn and 

$2,201.2bn in 2009. The deposits segment was the market's most lucrative in 2009, with total investments of $1,399.9bn, 

equivalent to 69.7% of the market's overall value. The mutual funds segment contributed investments of $412.2bn in 2009, 

equating to 20.5% of the market's aggregate value. The performance of the market is forecast to accelerate, with an 

anticipated CAGR of 4.1% for the period 2010–14, which is expected to drive the market to a value of $2,459bn by the end 

of 2014. Comparatively, the German and UK markets will grow with CAGRs of 5.1% and 8%, respectively, over the same 

period, to reach respective values of $4,723.5bn and $3,231.8bn in 2014.  

Key policies  

Like other industrialized nations, France faced a deep recession during 2008–09, registering an economic contraction of 

2.2%. Budgetary stimulus and interest rate reductions by the French government have only led to sluggish recovery in the 

economy. In February 2009, the government pumped over $33bn into the economy as a stimulus fund. This was after it 

had already invested over €10.5bn in the country’s six largest banks, which had gone through severe financial turmoil. 

Despite the increase in unemployment, the government has been successful in raising the minimum wage very slowly in 

comparison to median income. Furthermore, the active solidarity revenue (revenu de solidarité active, or RSA) scheme, a 

social insurance system, has been significantly reformed to increase the incentives to those least attached to the labor 

market. 

Performance  

GDP and growth rate 

France's GDP recorded a CAGR of 1.8% over 2001–07. Economic growth decelerated in 2008, when the GDP recorded a 

growth rate of 0.2% compared to a growth of 2.4% attained during 2007. Economic growth further deteriorated in 2009 to 

register a contraction of 2.6%. Households saw falling asset values, and a shrinking labor market forced them to reduce 

their expenditure. However, the economy rebounded with growth of 1.5% in 2010, and is expected to grow by 2% in 2011. 

The services sector output rose from a level of €1.43 trillion in 2006 to more than €1.58 trillion in 2010, and is expected to 

reach around €1.78 trillion by the end of 2013. A strong services sector and the government’s support for the industrial 

sector are likely to stimulate economic growth.  
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Figure 8: GDP and GDP growth rate in France, 2004–14 (real GDP at constant 2000 prices)  
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Source: Datamonitor D A T A M O N I T O R 

 

GDP composition by sector 

The French economy is largely dependent on the services sector, which contributed around 82.1% of GDP in 2010, 

compared to the contributions of 16.5% and 1.4% made by the industrial and agriculture sectors, respectively. The 

industrial sector, comprising food processing, pharmaceuticals, computers, automobiles, aerospace, machine tools, and 

instrumentation industries, contributes around 80% of France’s total exports. 
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Figure 9: GDP composition by sector, 2010 
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Source: Datamonitor D A T A M O N I T O R 

 

Agriculture 

France is the EU's biggest agricultural exporter, accounting for about a fifth of all agricultural land within the EU. It is also 

one of the world's largest agricultural producers, along with the US. Nearly 4% of its labor force is involved in agriculture. 

The main agricultural products are wheat, cereals, sugar beets, potatoes, wine grapes, beef, dairy products, and fish. In 

2010, France’s agricultural sector contributed nearly 1.4% to the GDP. The agricultural output growth grew from -16.3% in 

2009 to reach -6.4% in 2010.   
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Figure 10: Agriculture output of France, 2005–10  
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Note: Sectoral figures are given in local currency due to fluctuation in exchange rates D A T A M O N I T O R 

 

Industry  

France has a large, diversified industrial base, which accounts for nearly 16.5% of GDP. Apart from agri-food processing, 

the key industrial sectors are chemicals and petrochemicals, automobiles, metallurgy, telecommunications and electronics, 

and aircraft. France has a very well-developed aerospace and weapons sector. The French manufacturing industry 

witnessed a slump in 2007 when it registered growth of 4.4%. Growth in industrial activity further shrunk in 2008 to a rate of 

0.6%. The industrial index continued its negative trend in 2009. However, the government has announced many measures 

to support industrial growth including financing projects. Industrial output growth improved from -9.0% in 2009 to reach 

0.1% in 2010.  
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Figure 11: Industrial output of France, 2005–10 
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Services  

The services segment is the most significant sector of the French economy, contributing around 82.1% of GDP. It is 

dominated by financial services, insurance, retail, and tourism. Growth in services has been driven primarily by three 

factors: households have bought more market services; manufacturing output has been augmented by technological 

developments; and tertiary activities that were previously carried out by companies have been outsourced, leading to a 

lower cost of production. In 2006, the sector expanded due to growth in the information and communication technology 

(ICT) industry. In wholesale trade, activity slowed down after sustained growth during 2003–05. This was due to a drop in 

commercial sales of raw agricultural products and a slowdown in other dynamic sectors such as professional equipment 

and non-food consumer goods. There was a slowdown in the services sector in 2007 and in 2008, and growth slipped to –

0.6% in 2009, but the sector rebounded with growth of 4.03% in 2010.  
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Figure 12: Service output of France, 2005–10  
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Fiscal situation  

During 2008, France had a budget deficit of 2.9%, which was below the limits (3%) set by the Maastricht Treaty. The deficit 

increased to 6.05% in 2009 due to the recessionary conditions. France’s external debt as a percentage of GDP was 175% 

in 2008 and increased to 193% in 2009, far above the EU limit of 60%. The budget deficit reached $81.5bn in 2008 and 

shot up to nearly $158bn in 2009. The country’s expenditure in 2009 amounted to $600bn, while revenue was around 

$442bn. The total budget deficit for 2010 was €136.5bn ($194bn), around 9% of GDP. In the current economic situation, 

the government’s deteriorating financial condition would put additional pressure on the economy.  

In September 2010, as part of its efforts to reduce its budget deficit, the French government announced plans to cut the 

number of its civil service staff as well as put an end to some tax breaks under its 2011 budget. Under its civil service cuts, 

it decided that more than 30,000 retiring staff would not be replaced. It also declared that it would withdraw tax breaks 

worth €10bn. The plan is to reduce debt by limiting total spending to €286.4bn in 2011, €714m more than in 2010. The 

government also anticipates that economic growth of 2% in 2011 will help to close its budget gap. Its strategy is to hit a 

deficit of 3% by 2013, bringing it in line with EU economic rules. The country earlier announced its intention to cut state 

expenditure by increasing the retirement age to 62 years from 60 years. In October 2010, the European Commission 

launched sanctions against France over its tax cap and threatened to take the country to the European Court of Justice if it 

did not make changes to the system. The president faces pressure from his own party's MPs, with a number of them tabling 
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an amendment to the 2011 budget calling for the tax cap to be scrapped. In 2009, the tax cap resulted in the country losing 

around €680m as tax refunds. In November 2010, President Sarkozy announced plans to overhaul taxes on assets, 

including abolishing the wealth tax l'impôt de solidarité sur la fortune and scrapping the tax ceiling for individuals. 

In April 2011, budget minister Francois Baroin said that the government will not abolish the wealth tax in one go, but in 

tranches. It plans to abolish wealth tax for people with net worth between €0.8m and €1.3m, and reduce the top rate from 

1.8% to 0.5%. The changes in the wealth tax are expected to cost the government €900m of its revenue. The government 

also scrapped the bouclier fiscal tax cap for the wealthy, introduced by President Sarkozy as part of its budget reform, 

under which no one paid more than 50% of their annual earnings in tax. Although the government plans to make up for the 

revenue shortfall by increasing tax on inheritances worth more than €4m, the planned tax reform could significantly impact 

the country’s budget deficit. Some of the tax reforms are expected to come into effect by the end of 2011. The country also 

revised its public deficit for 2011 from 6.0% to 5.7% of GDP, while the Organisation for Economic Co-operation and 

Development (OECD) revised France’s GDP growth upwards to 2% in 2011 from the 1.6% projected earlier. The country 

also needs to cut spending and tax expenditure in the form of rebates and exemptions.  

Current account 

As a result of a deceleration in real export growth and the continual increase in imports, France’s current account has 

deteriorated from a surplus of 1.9% of GDP in 2000 to a deficit of 2.7% in 2008, 2.9% in 2009, and 3.3% in 2010. In 2009, 

France's current account deficit stood at €50.5bn, down from over €54bn in 2008. The trade balance was still challenging in 

2010, leading to a trade deficit of €41.1bn. The current account balance for the last 12 months in February 2011 was 

€47bn. It is expected that due to an increasing trade deficit, the current account will further widen in the near future, 

weakening external financing in the country.  

Exports and imports 

After Germany, France is the second largest trading nation in Western Europe. France's external trade contributes around 

50% of its GDP. France is the world’s sixth largest exporter and importer of goods and services. Almost 70% of its trade is 

with its European partners, mainly Germany, Italy, Belgium, and Spain. France’s top six export destinations in 2009 were 

Germany (accounting for 15.9% of total exports), Italy (8.2%), Spain (7.8%), Belgium (7.4%), the UK (7.04%), and the US 

(4%). The top importing nations from France were Germany (accounting for 19.4% of total imports), Belgium (11.61%), Italy 

(8.0%), Netherlands (7.2%), Spain (6.7%), the UK (4.9%), the US (4.72%), and China (4.44%). 

France mainly exports machinery, transportation equipment, chemicals, iron and steel products, and textiles and clothing. It 

primarily imports crude oil, machinery and equipment, chemicals and agricultural produce. 

Total external trade reached $1.38 trillion in 2010 compared to a total trade of $1.31 trillion in 2009. The level of total 

merchandise imports were around $785bn in 2010, while exports reached $595bn in the same year. 
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Figure 13: External trade of France, 2006–10 
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International investment position 

Foreign direct investment 

As a member of the EU, France provides a reasonably hospitable climate for foreign investment. The country attracted 

inward foreign direct investment (FDI) of $65bn in 2009, with nearly 22,645 foreign companies operating in the country and 

employing nearly three million people. In 2009, the services sector proved attractive for FDI, and of the number of foreign 

investors drawn to different sectors, sales and marketing attracted the most at 21%, followed by point-of-sale. Foreign 

investments increased by 22% in 2010, with FDI of $57.4bn. According to the Invest in France Agency, a French 

government body promoting investment in France, foreign investments in 782 projects in 2010 led to the creation of nearly 

32,000 jobs, an increase of 6% compared to 2009. Many of these projects were related to the renewable energy sector. 

Germany, the US, the UK, and Italy were the main countries that invested in France. The number of projects originating in 

emerging countries increased by 52% compared to 2009. In 2010, foreign companies based in France created two million 

jobs. 

In 2010, the regions that attracted the highest number of jobs arising from foreign investment were Ile-de-France (26%), 

Rhône-Alpes (14%), and Nord-Pas-de-Calais (8%). 
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Credit rating 

Standard & Poor’s has given France a long-term rating of “AAA.” Moreover, its local and foreign currency short-term ratings 

are at "A-1+." The country's outlook has been judged as stable. The transfer and convertibility assessment of France is also 

“AAA.” However, the government's poor financial situation could bring the economy under pressure in the medium term.   

Monetary situation  

Inflation 

As a member of the EU, France has ceded its monetary policy authority to the ECB. The Bank of France is the central bank 

of France, and monitors economic and financial developments. The inflation rate was low in France compared to other 

European countries at the beginning of the 1990s. In 2003, inflation in France rose above 2%, which was higher than its 

European peers. In 2006, the inflation rate decreased to 1.7% from 1.8% in 2005. Lower international oil prices in the 

second half of 2006 allowed inflation to remain below the ECB’s ceiling of 2%. Inflationary pressure began to build up in 

mid-2006 and gained momentum at the beginning of 2007 because of short-term factors such as poor weather conditions 

and structural reasons such as the sharp rise in demand for and production of biofuel, which is reducing food acreage. 

Inflationary pressure peaked in 2008 at 3.1% in line with the rising inflation in most of the developed nations as well as 

emerging economies.  

Inflation has been on the rise since it fell to 0.1% in 2009. It grew to 1.6% in 2010 and is expected to further rise to 1.8% in 

2011. Rising costs of energy and food are impacting consumer prices, which is leading to higher inflation. Increasing 

inflation could give rise to demands for wage increases and make people more anti-reform. Under the French work code, 

the minimum wage increases automatically if consumer price inflation hits 2%. The minimum wage was hiked by 1.6% in 

January 2011 and is currently at nine euros. ECB president Jean-Claude Trichet has suggested that countries do away with 

their automatic wage increase programs. This could also become another issue that unions strike over, affecting economic 

productivity and growth. Datamonitor forecasts inflation to grow over the next five years to up to 2.1% by 2015. 
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Figure 14: Consumer price index and index-based inflation in France, 2004–14 
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Source: Datamonitor D A T A M O N I T O R 

Money supply and interest rate 

Like most central banks within the eurozone, the central bank of France has been taking measures to increase liquidity in 

the system to boost credit demand. As of July 2008, the benchmark interest rate of the ECB was 4.25%, but it has been cut 

on a number of occasions since October 2008. In May 2009, the ECB further reduced the refinancing interest rate to 1%. 

However, in April 2011, ECB announced an increase in interest rate for the first time since July 2008, when it raised its 

main interest rate by 25 basis points to 1.25%. 

The monetary policy of France is in the hands of the ECB. As of March 2011, the money supply component M1 grew by 

8.5% in 2010, while M2 grew by 1.8% and M3 grew by 0.5%. 

Banking sector 

A series of mergers and acquisitions has resulted in there being six major banking groups in the country: BNP Paribas, 

Banque Populaire Group, Caisse d’Epargne Group, Crédit Agricole Group, Crédit Mutuel Group, and Société Générale. La 

Banque Postale is the financial services arm of the French postal system and is another key player. Against a backdrop of 

increasing competition, these banks manage over 80% of the approximately 72 million current accounts throughout the 

country and most have developed extensive international operations. In retail banking, a defining characteristic of French 

banks is their proximity to their customers due to the high density of branches across the country. France also has one of 

the highest bank penetration rates in the world (99%). 



Economic Landscape  

 

 

Country Analysis Report: France  Published 04/2011 

© Datamonitor. This brief is a licensed product and is not to be photocopied Page 64 

The French commercial banking industry generated total assets of $6.56 trillion in 2008, representing a CAGR of 8.8% for 

the period spanning 2004–08. Loans to customers proved the most lucrative for the French commercial banking industry in 

2008, generating total assets of $2.95 trillion, equivalent to 44.9% of the industry's overall value. In comparison, inter-bank 

loans generated assets of $2.12 trillion in 2008, equating to 32.3% of the industry's aggregate revenues. The performance 

of the industry is forecast to decelerate slightly, with an anticipated CAGR of 8.2% for the five-year period 2008–13, which 

is expected to drive the industry to a value of $9.73 trillion by the end of 2013. The combined net profit of France's five 

largest banks – Crédit Agricole, BPCE, Crédit Mutuel CIC, BNP Paribas, and Société Générale – was nearly €19bn in 

2010, compared to €11bn in 2009. 

 

Employment 

In 2010, the tertiary sector employs the majority of the working population with a share of 74%, followed by the secondary 

and primary sectors, with shares of 23% and 3%, respectively. Unemployment averaged 9.6% for both 2009 and 2010. Due 

to the marked contraction in activity since the end of 2008, the French labor market saw the loss of a large numbers of jobs 

in the first half of 2009. In Q4 2010, the unemployment rate in metropolitan France and overseas areas stood at 9.6% of the 

active population. In metropolitan France, only 9.2% of the active population were unemployed, totaling 2.6 million people. 
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Figure 15: Unemployment in France, 2004–14 
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Source: Datamonitor D A T A M O N I T O R 

 

Outlook  

The French economy contracted by 2.6% in 2009, but rebounded to register a growth rate of 1.5% in 2010. The 

unemployment rate averaged 9.6% for both 2009 and 2010. In view of the rising public deficit, fiscal consolidation was on 

the government’s agenda, but the recent policy measures indicate that the process has slowed down. There have been a 

number of protests against reform measures. Since the government is losing popular support, it is expected that the reform 

measures will be put on hold for some time. The French government is also likely to draw criticism from the EU for not 

meeting its obligations under the European Monetary Union. If the deficit financing continues for a longer period, France’s 

credit rating may be lowered in future, which will raise the cost of funding for future governments and business enterprises. 

This will have an adverse impact on investment activities in the economy.  

The services sector output rose from a level of €1.43 trillion in 2006 to more than €1.58 trillion in 2010. Services output is 

expected to reach around €1.78 trillion by the end of 2013. In 2010, total trade was around $1.38 trillion. Declining exports 

are likely to affect the prospects of the French economy in the near term. Private consumption and investments are 

expected to aid economic growth in 2011. Exports will benefit from German demand in 2011.  

The total budget deficit for 2010 was €136.5bn ($194bn). In the current economic situation, the government’s deteriorating 

financial condition will put additional pressure on the economy. In September 2010, as part of its efforts to reduce its budget 
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deficit, the French government announced plans to cut the number of its civil service staff as well as put an end to some tax 

breaks under its 2011 budget. Its intention was to reduce debt by limiting total spending to €286.4bn in 2011, €714m more 

than in 2010. The government hopes to record a deficit of 3% by 2013, bringing it in line with EU economic rules.  

Inflation has been on the rise since it fell to 0.1% in 2009. It grew to 1.6% in 2010 and is expected to further increase to 

1.8% in 2011. Increasing inflation could give rise to demands for wage increases and make people more anti-reform. ECB 

president Jean-Claude Trichet has suggested that countries do away with their automatic wage increase programs. This 

could also become another issue that unions strike over, affecting economic productivity and growth. Datamonitor forecasts 

inflation to grow over the next five years to up to 2.1% by 2015. 

The French government has initiated measures to promote competition throughout the economy. The latest 

recommendations of the Attali commission include withdrawing family allowance for families that are better off, increasing 

value-added tax (VAT), narrowing free medical care for certain illnesses, and implementing a public-sector wage freeze 

until 2013. Although these suggestions are very unpopular, they could help the country tackle its budget and current 

account deficit and debt.  
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SOCIAL LANDSCAPE 

Summary 

With around 63 million people as of 2009, France has the fifth largest population in Europe. As per the UN Development 

Programme's (UNDP’s) Human Development Index, the country ranks in 14th place among 169 countries. While this 

ranking is indicative of the level of development that French society has reached, it does not necessarily reflect the 

anomalies that it faces. Like most European nations, France is also facing the challenges of ensuring social security for an 

aging population and dealing with the fact that fewer people are entering the workforce. France’s economic growth is low 

compared to other EU nations. The level of unemployment is also comparatively high, averaging 9.6% in 2009 and 2010. 

Since the beginning of 2009, there have been massive protests against the government’s failure to curb unemployment. 

The economic slowdown has worsened the situation. Although President Sarkozy has promised new measures to increase 

social benefits, the impact of this has been limited. The other factor is the educational standards of schools in France. The 

country's education policies do not take into consideration the requirements of industry. In contrast, the healthcare services 

provided by the French government are among the best in the world.  

Evolution 

At the beginning of the 20th century, France’s population growth was low compared to other European countries, but it 

gathered momentum after World War II. Following economic reconstruction and steady growth, the country saw a huge 

influx of immigrants. French law made it easy for foreign or French nationals from former colonies or dependencies from 

North and East Africa, India, and Indochina to live in mainland France. However, after the 1973 energy crisis, laws limiting 

immigration were passed. Though the rate of immigration has declined, it has not stopped completely. During the last 

decade, immigration directly led to an increase in population by 500,000. Through this period, the country’s birth rate also 

dropped significantly.  

Between 1964 and 1994, the fertility rate in France fell from nearly three children per woman to 1.65. After continuing to 

drop for a time, the national birth rate began to recover in the 1990s. At the time of the 1999 census, France's population 

included 3.26 million foreigners that had acquired citizenship and 4.3 million immigrants, of whom some had attained 

French nationality. Between 1990 and 1999, the number of immigrants rose by 3%, similar to the growth rate of the 

population as a whole. As a result of naturalization, the number of foreigners aged over 18 has remained virtually stable.  

Due to the government’s initiatives to increase population, France has witnessed increasing fertility rates during 1990–

2005.  

During the 1960s, the emergence of the new technology industry and rapid urbanization led to new social aspirations. The 

level of unemployment increased during the 1980s, and people wished to remain employed for shorter periods as the 

government’s payouts for the unemployed were considered to be more lucrative. The government has now initiated reforms 

to encourage people to work for longer hours and ensure that the working age population remains in the workforce for a 

longer period.    
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Structure and policies  

Demographic composition 

Age and gender composition 

The age structure indicates that 65% of the population belong to the 15–64 age group, 18.5% of the population are in the 

0–14 age group, and 16.5% of the population are aged 65 or more. With this age structure, France shows similar 

demographic trends to the rest of Europe. The population is aging and fewer people are entering the workforce. The sex 

ratio at birth is 1.05 males per female. Life expectancy for the total population is 81.19 years: 78.02 years for men and 

84.54 years for women. 

 

Table 9: Mid-year population by age (million), 2010 

 

Age Female Male 

   

 0–4  1.94 2.03 

5–9 1.91 2.00 

10–14 1.86 1.95 

15–19 1.85 1.94 

 20–24 1.93 2.01 

 25–29 1.97 2.04 

 30–34 1.93 1.99 

 35–39 2.18 2.24 

40–44 2.20 2.20 

 45–49 2.19 2.14 

50–54 2.13 2.04 

 55–59 2.07 1.97 

 60–64 1.97 1.87 

65–69 1.33 1.22 

70–74 1.30 1.07 

75–79 1.26 0.90 

 80+ 2.18 1.13 

 

Source: Datamonitor D A T A M O N I T O R 

 

Females make up 51.2% of the total population and males account for 48.8%.  

Urban/rural composition and migration 

France has 5,954 urban municipalities that cover 18.4% of its territory. About 77.8% of the population in France live in 

urban areas. The average annual growth rate of the urban population during 1970–90 was 0.8%, which declined to 0.23% 

during 1990–2005. Only half of this increase came from population growth in existing municipalities. The other half arose 

from the incorporation of new municipalities such as the dynamic rural towns close to large urban centers. Population 
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growth in metropolitan cities was the highest among all urban locations. One of the emerging trends in urbanization is that 

while net migration to central towns has fallen, it is positive in suburbs and very strong in rural areas.  

In 2008, 11% of the French population was made up of immigrants. Since the 1990s, France has been attempting to curb 

immigration through various acts of legislation. As a result of these laws, immigration to France has been lower than other 

European countries. The 1990s also saw a decline in the proportion of immigrants from EU countries. French rules also 

make it difficult to acquire French nationality; in 2004, around 168,000 migrants obtained French nationality, in 2007 the 

number stood at 100,000.  

Furthermore, France has been pushing for a harmonized immigration law across the EU. France also supports the 

European Commission's proposal of introducing an EU-wide "blue card," which would work along similar lines to the system 

used in the US. The "blue card" scheme aims at attracting 20 million skilled immigrants to the EU in the next two decades. 

This would allow a migrant to live and work in an EU state for two years. The blue card would also be renewable, and once 

renewed, the migrant could move to any other EU state and apply for permanent residence after five years.  

Religious composition 

In France, 85% of the population is Roman Catholic, while Muslims comprise 8% of the population.  
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Figure 16: Major religions of France  
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Source: Datamonitor D A T A M O N I T O R 

 

Education 

Basic education is compulsory in France. The French educational system consists of three successive levels: primary, 

secondary, and tertiary. The first three years of schooling – preparatory level (cours preparatoire) and elementary level 

(cours elementaire) 1 and 2 – provide basic skills. The next stage, middle level (cours moyen) 1 and 2, takes children up to 

the end of primary school.  

Secondary schooling is divided into two successive stages, known as cycles. From 11 to 15 years, almost all chi ldren 

attend a college taking them from form six to form three. In the French system, forms are numbered from 12 (first year of 

primary school) to 1, followed by final year (terminale), with college beginning in form six.  

After form three – that is, the last year in college – students move onto a general, technical, or vocational lycée. These 

prepare pupils for the corresponding baccalauréat examinations, which they normally take at the age of 18.   

Higher education is characterized by a dual system. It is provided both in universities that are open to the majority of 

students, and in "Great Schools" (Grandes Ecoles), which are special institutions mostly funded by the government to 

promote a high-quality education. While most of the universities in France come under the Ministry of National Education, 

the Grandes Ecoles of France are higher education establishments outside the mainstream framework of the public 

universities system.  
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Healthcare  

Healthcare services 

The French healthcare system is considered to be one of the best in the world. The right to health is guaranteed by the 

French constitution. The responsibility for the implementation of healthcare policy lies with the central government. The 

French healthcare system includes both public and private hospitals. The public institutions include local, regional, and 

research hospitals, while private hospitals can be either profit-making or non-profit organizations. The health insurance 

system was established in 1945 to offer all French citizens equality of access to healthcare, regardless of income level. The  

system, also known as compulsory insurance, consists of a number of schemes to cater to various health requirements. 

Despite facing challenges, the World Health Organization (WHO) rated it as the best in 2001 because of its universal 

coverage and efficiency. Subscribers to the social security system (securite sociale) can get the cost of medical treatment 

reimbursed by the state.  

Social welfare 

Social welfare policies 

The French government has initiated a number of social welfare measures, especially in the field of pensions, employment, 

and healthcare. The general social security scheme covers the majority of beneficiaries, including private-sector wage-

earners and pensioners. In 1999, a universal health insurance scheme was introduced in the country to cover most 

underprivileged individuals.  

The French government has undertaken a number of measures to increase employment opportunities and make the labor 

market flexible. The 35-hour working week has been relaxed and a system with flexible working hours has been introduced.  

Small enterprises are given incentives in the form of tax benefits. The New Employment Contract (Contrat Nouvelle 

Embauche) is awarded to micro-enterprises with no more than 20 employees. The government facilitates the expansion of 

these small business enterprises by reducing their social security contributions. Under such a contract, employees are 

entitled to government assistance should they be dismissed from their job.  

The French pension system includes a whole range of schemes organized on an occupational basis. The general scheme 

(régime général) nevertheless covers most private-sector employees. The main rules governing pension schemes are set 

by the parliament. All schemes, with the exception of the special scheme for civil servants and state military personnel, 

involve employers and trade unions. The pension contributions on wages and salaries are paid jointly by employees and 

employers. With an increase in the number of pensioners, pension schemes are causing financial problems for the 

government.  

Under its plan to reduce poverty and unemployment, the French government launched the active solidarity revenue (revenu 

de solidarité active, or RSA) scheme in 2009, to help the working poor by topping up low salaries. The RSA scheme will 

replace existing benefits for jobseekers and single parents. The proposal will encourage people to enter the workforce 

rather than living off social benefits. In August 2010, the government extended the RSA benefit to under-25s in low-paid 

jobs, who were hitherto not entitled to this income support except when they had a child or were expecting a baby. In July 

2010, the government announced plans to improve access to the scheme. Out of the 1.6 million households eligible for 
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RSA, only 627,000 families have accessed the benefit. The government said that it would send letters to the other families 

to inform them of the scheme. 

Performance  

Healthcare 

The healthcare system is funded by the working population. Employees pay about 20% of their gross salary (the self-

employed pay even more), deducted at source, to fund the social security system. A significant proportion of this money 

goes towards public healthcare, to which every legal resident of France has access under the law of universal coverage.  

 

Figure 17: Expenditure on healthcare in France, 2002–13 
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Income distribution 

France is among the most successful developed countries in terms of limiting disparities of income and wealth and 

restricting poverty. On the Income Gini coefficient, which ranges from 0 (perfect equality) to 100 (perfect inequality), France 

scored an average of 32.7 for the years 2000–10. One factor contributing to France’s relative containment of inequality is 

the provision of a high minimum wage. Another factor is the country’s social security system. The major components of 
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French social security include old age pensions, health insurance, disability income, worker’s compensation, family 

allocations, unemployment insurance, survivor benefits, and housing subsidies. The elderly receive the bulk of benefits; old 

age pensions and healthcare for the elderly account for 70% of social expenditure.  

Education  

France has performed well in terms of providing basic education to all children. The country's expenditure on education has 

been continually increasing. All children are enrolled in public pre-schools at the age of three. After the secondary level, 

however, the number of drop-outs increases. Educational expenditure per student at secondary level is high compared to 

other developed nations, but a lack of autonomy is one of the major flaws of the educational system. The schools have little 

say in matters of recruitment or teachers' salaries, and the curriculum is drawn up at the national level. Moreover, at the 

university level, tuition fees are minimal, which directly affects the quality of education. Education expenditure as a 

percentage of GDP in France was between 5% and 6% during 2003–08. 

 

Figure 18: Government’s expenditure on education in France, 2003–09 
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Outlook  

According to the UN Human Development Index, France’s high rank is indicative of the fact that it is one of the best places 

to live. However, the nation’s integration with the EU and liberalization of its economy have failed to move it up social 

development ladder. Moreover, it is grappling with the problems of an aging population, high unemployment levels, less-

than-optimum income distribution, and a deficient educational system. The population aged over 65 steadily grew from 

16.1% of the total population in 2005 to 16.5% in 2010. To meet its budget for elderly care, the country plans to introduce 

compulsory insurance or a levy on inheritance. 

President Sarkozy signed the pension reform plan into law in November 2010. Under the new Pension Act, by 2018, the 

retirement age will go up to 62 and the pension age will rise to 67. Social security contributions will also increase by one 

year to 41.5 years. The government said that the reforms are required to save €70bn and tackle the deficit in the pension 

system. Public-sector unions have already pushed for around 700 amendments to the bill. It is estimated that the pension 

and healthcare needs of an aging population will constitute more than 4% of GDP by 2050.  

The minimum wage has consistently risen, but labor productivity has not increased by the same proportion. This has made 

wage hikes unrealistic. The French government has initiated labor market reforms in small doses. However, the 

government is not in a position to initiate any drastic labor market reforms, as they would be met with a public outcry. In this 

scenario, the economy has to be put back on growth track before labor reform measures can be implemented.  

The latest education reforms announced by the government have resulted in protests throughout the country. In early 2010, 

the government announced job cuts in education sector along with stricter academic assessment. Furthermore, 

government also proposed to recruit retirees and students to substitute absent teachers. This led to major protests in the 

nation. Several thousand students and teachers took to the streets in Paris in February and March 2010. According to the 

Education Ministry, 12.9% of teachers across the country stopped work during early March 2010; however, SNES-FSU, a 

high school teachers' union, announced that 50% of college and high school teachers were on strike. With the government 

not going back on any of its intended reforms, the confrontation between the unions and the government is  likely to 

increase, leading to a loss of school and college days. 
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TECHNOLOGICAL LANDSCAPE 

Summary 

France has been recognized as one of the leaders in the field of technological innovation. However, France’s research and 

development (R&D) expenditure, at around 2% of GDP in 2009, does not compare favorably with that of other developed 

countries like the US and Japan, which spent 2.8% and 3.6% of GDP, respectively, in the same year, and is far below the 

projected EU target of 3%. In comparison to other European nations, private sector funding for R&D is still not very 

forthcoming. Government R&D expenditure declined steadily in real terms over 2002–07. France's R&D strengths are in the 

areas of space science, microelectronics, and energy research. 

The French government allocates most of its R&D funds to life sciences, information and communication technology (ICT), 

and sustainable development. It places great emphasis on nuclear energy and space research. The private sector in 

France funds R&D in the pharmaceuticals industry, the automotive industry, and the ICT, energy, and defense sectors. The 

French government has identified the need for international co-operation to meet challenges in the areas of environmental 

protection, public health, and new technologies to enhance quality of life.  

Evolution 

While traditionally the focus in France was on research-oriented education, this gradually evolved towards an innovation-

centered system. The country's research and innovation system is the result of post-war developments in the 

manufacturing industry, which was growing by leaps and bounds at the time. The Technological Research and 

Development Policy of 1982 formalized many of the system's current features. Initially, it focused on public-sector research, 

but gradually enlarged its ambit to meet the needs of consumers and producers, as well as public and private 

organizations. In 2005, the government formulated a pact for research, which included existing measures as well as 

measures to be implemented in the future.  

Structure and policies  

France has been a front runner in terms of innovation and research. Publicly funded R&D in France is the responsibility of 

the Ministry of Higher Education and Research. Government policies aim to increase private-sector participation and 

improve the output of France’s considerable public-sector research efforts. The key government proposals include fiscal 

incentives for investments in innovative companies, the simplification of procedures involving government grants for R&D, 

and the improvement of the reach of public-sector research by strengthening the links between the public and private 

sector. The promotion of an entrepreneurial culture is also a key part of the proposals. Tax incentives encourage 

companies to become more innovative by enabling them to allocate more funds for research and encourage "business 

angels" (or venture capital funds) to synergize with government policies. Young innovative companies that have been in 

operation for less than eight years benefit from reductions in tax and social security charges. The tax reductions on 

investments in R&D and the overhaul of policies relating to research tax credits benefit the companies that focus on 

innovation.  

The Ministry for Research and New Technologies provides financial support to major technological programs that run 

concurrently in public laboratories and companies. The government also supports programs in fields where these 
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technologies are particularly useful, such as research and innovation in land transportation and public health. It also 

ensures follow-up on European projects linked to the field of IT. 

Intellectual property 

France ranks fourth in the world in terms of the number of patents granted for its innovations. The lack of private-sector 

participation is a possible explanation for France not reaching its potential in terms of innovation. Its comparative weakness 

in innovation and entrepreneurship is also due to the low percentage of firms that introduce non-technological changes, a 

slightly below-average investment in ICT compared to other emerging industries, and a low number of small and medium-

sized enterprises who get into innovative practices.   

 

Table 10: Patents received by USPTO, 2003–10 

 

Year Germany UK Japan France Italy 

      

2003 12,140 4,028 37,248 4,126 2,022 

2004 11,367 3,895 37,032 3,686 1,946 

2005 9,575 3,553 31,834 3,106 1,591 

2006 10,889 4,323 39,411 3,856 1,899 

2007 10,012 4,029 35,941 3,720 1,836 

2008 10,085 3,834 36,679 3,813 1,916 

2009 10,352 4,009 38,066 3,805 1,837 

2010 13,633 5,038 46,978 5,100 2,254 

 

Source: Datamonitor D A T A M O N I T O R 

 

R&D 

 To maintain the pace of technological advancement, a few priority areas such as energy, transport, life sciences, and IT 

have been identified by the government. The government’s agenda with respect to technology includes:  

 emphasis on renewable energy, non-polluting transportation, and environmentally friendly production methods to 

meet the objectives of sustainable development 

 widening the usage of research findings in clinical and industrial applications 

 digitalization of communication and information exchange in new knowledge areas  

 emphasis on the country’s space policy and on finding new applications in related areas like satellite 

communications, television, and the military.  
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Performance  

Telecoms  

The French telecommunications system is highly developed, with extensive cable and microwave radio relay networks, 

fiberoptic systems and satellite systems. Until 1997, the state-owned France Telecom had a monopoly over the 

telecommunications sector. In 1997, the government began reducing its stake in the company; although the partially 

privatized France Telecom still maintains its monopoly on domestic telephony, the rest of the telecommunications sector 

has been opened up for competition.  

Since the 1990s, mobile phone subscriptions have risen sharply and the market's growth peaked in 1997 when it registered 

growth of 137%. Like most developed countries, France’s telecommunications industry witnessed a spurt in growth in the 

Internet segment in the beginning of this decade, but the market has saturated since 2003. Fixed-landline subscribers 

registered low growth of around 0.6% in 2008 and mobile subscriptions registered a growth rate of 4.7%. France lagged 

behind the European average in terms of mobile usage, but the country has been catching up in recent years; 

the penetration level was over 80% in 2008, up from 55% in 2002. 

Maximum growth is being seen in the broadband Internet and Internet telephony category, which registered a growth rate 

of around 7.9% in 2008. Most Internet providers now offer voice over Internet protocol (VoIP) and triple-play services (data, 

television, and voice).  

The French Internet access market has been steadily decelerating from strong double-digit growth in recent years and will 

continue to do so into the forecast period, with only moderate growth expected in 2014. The French Internet access market 

generated total revenues of $7.4bn in 2009, representing a CAGR of 16.3% for the period spanning 2005–09. In 

comparison, the German and UK markets grew with CAGRs of 12.1% and 4.8%, respectively over the same period to 

reach respective values of $8.4bn and $5.6bn in 2009. The number of subscribers increased with a CAGR of 11.5% 

between 2005 and 2009, to reach a total of 20.4 million in 2009. The number of subscribers is expected to rise to 29 million 

by the end of 2014, representing a CAGR of 7.2% for the 2010–14 period. The performance of the market is forecast to 

decelerate, with an anticipated CAGR of 7.2% for the period 2010–14, which is expected to drive the market to a value of 

$10.5bn by the end of 2014. In comparison, the German and UK markets will grow with CAGRs of 9.6% and 2.5%, 

respectively over the same period to reach respective values of $13.4bn and $6.4bn in 2014. 

The French telecommunication services market has decelerated from strong growth in recent years to a mild decline in 

2009. Moderate growth is expected for the rest of the forecast period. While the wireless segment displayed low growth in 

2009, the fixed-line segment declined moderately. The French telecommunication services market had total revenue of 

$56.3bn in 2009, representing a CAGR of 3.1% for the period spanning 2005–09. In comparison, the German and UK 

markets grew with CAGRs of 3.2% and 1.6% respectively, over the same period, to reach respective values of $79.2bn and 

$52.9bn in 2009. Market production volumes increased with a CAGR of 4.4% between 2005 and 2009, to reach a total of 

102.6 million subscribers in 2009. The market's volume is expected to rise to 118 million subscribers by the end of 2014, 

representing a CAGR of 2.8% for the 2010–14 period. The wireless segment was the market's most lucrative in 2009, with 

total revenue of $30.3bn, equivalent to 53.8% of the market's overall value. The fixed-line segment contributed revenue of 

$26bn in 2009, equating to 46.2% of the market's aggregate value. 
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The performance of the market is forecast to decelerate very slightly, with an anticipated CAGR of 3% for the five-year 

period 2009–14, which is expected to drive the market to a value of $65.3bn by the end of 2014. In comparison, the 

German and UK markets will grow with CAGRs of 0.9% and 0.4%, respectively over the same period to reach respective 

values of $82.6bn and $54bn in 2014. 

 

Figure 19: Growth rate of mobile and fixed-line subscribers in France, 2002–12  

-10.0

-5.0

0.0

5.0

10.0

15.0

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012G
ro

w
th

 r
a

te
 (
%

)

Year

Mobile Phone Growth Fixed Line Growth
 

Source: Datamonitor D A T A M O N I T O R 

 

 

 



Technological Landscape  

 

 

Country Analysis Report: France  Published 04/2011 

© Datamonitor. This brief is a licensed product and is not to be photocopied Page 79 

Figure 20: Internet users in France, 2006–10 
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Opportunity sectors 

 Energy, transport, life sciences, and IT have been recognized as the priority research areas by the French government.  

 

Energy 

 To meet the Kyoto Protocol, renewable energy has been identified as a priority research area. Around €1.2bn 

is being spent on research in energy. The government aims to formalize procedures for reducing energy 

consumption and polluting emissions.  

 Research in this area primarily aims to increase safety, reduce waste, improve storage and transportation, and 

develop advanced fourth-generation systems (more economical gas reactors that produce less waste).    

 Research is also being done in the field of photovoltaic cells (solar energy). Future prospects in the field of 

biofuels are also being looked into to improve their productivity and performance to meet the needs of the 

automobile industry. Research in hydrogen and fuel cells is being vertically integrated to include components, 

assemblages, and complete systems.  
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Transport  

 With an expected increase in traffic, the French government has identified environmental sustainability as an 

area of priority research.  

 French public research devotes around €300m per year towards research in transport with the involvement of 

around 1,500 scientists. In private research, 7,500 scientists work in this area with a budget of around €2.6bn.  

Life sciences  

 The French government has made concerted efforts to encourage the development of research in the field of 

genomics to widen its applications in the biomedical, agriculture, and environment areas. Emphasis is placed 

on research that will assist in increasing the range of the field of bio-informatics.  

 Genomics is mainly concentrated at the Evry Genopole in the outskirts of Paris. This "genetic valley" hosts 

many enterprises working in this field. There is also a fast-growing "bio valley" in Alsace.  

 The diagnostic subsector, which is one of the fastest-growing segments, represents 35% the total medical 

equipment market. Disposable medical products, with a 26% share of the medical equipments market, are 

another promising segment. 

IT  

 In the field of IT, there is an attempt underway to popularize the usage of IT among the public. The 

government has pledged support to nanosciences and nanotechnologies through the micro- and 

nanotechnologies network.  

 The ICT sector is dominated by around 80 big companies. These companies provide nearly two thirds of all 

jobs and have a share of more than 70% in total turnover. The small and medium enterprises dominate the 

electronics segment as these enterprises are responsible for 47.6% of all ICT jobs and 30% of all ICT 

turnovers.  

 Content development and publishing are among the fastest-growing segments besides software development.    

 Lyons, and more broadly the Rhone-Alps region are growing hubs for the ICT industry. At the same time, local 

initiatives are developing what are called "image valleys" in Burgundy and the Angouleme area, and near Lille.  

R&D expenditure 

Average R&D expenditure as a percentage of GDP during 2000–09 was 2.11%. This is far below the projected EU target of 

3%. In comparison to other European nations, private sector funding is still not very forthcoming in France. The French 

government’s public-sector research budget of around $12bn is allocated to different sectors. Around 80% of the research 

budget is distributed to various public research organizations and quasi-independent research institutions with their own 

laboratories, such as the basic research agency National Center for Scientific Research (Centre National de la Recherche 

Scientifique), the medical agency National Institute for Health and Medical Research (Institut National de la Santé et de la 

Recherche Médicale) and the Atomic Energy Commission (Commissariat a l'Energie Atomique). 

http://www.cea.fr/
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Around 5% is devoted to university research, while another 5% is reserved for direct distribution by the research ministry in  

response to targeted calls for proposals. The remaining 10% of the budget is distributed through research programs 

conducted by government departments.  

Private sector R&D in France is dominated by the automotive, ICT, and pharmaceutical industries, with each constituting 

around 13% of private-sector R&D expenditure. This is closely followed by the aeronautics sector, which accounts for 10%. 

The number of R&D personnel registered a sharp increase in 2001 and stood at around 437,000 in 2007.  

Outlook  

The positive aspect of France’s technological scenario is that, despite deterioration in macroeconomic indicators, the 

research budget has not witnessed a decline to the same extent. The policy initiatives such as the Agency for Industrial 

Innovation help large companies to undertake R&D, and the reform of the corporate tax credit is expected to have a 

positive impact on research and innovation activities of companies. Finally, the competitiveness clusters will enhance public 

and private research activities. 

The biotech sector was in good shape in 2010. According to the Life Science Panorama 2010 survey undertaken by France 

Biotech, the French association of life sciences, the biotech sector raised venture capital of €148m in 2010, which is 56% 

more than it generated in 2009. However, the sector is concerned about the negative impact of some of the reforms 

planned under the 2011 budget bill, in particular, the ongoing eradication of the Young Innovative Company (YIC) fiscal 

status.  

Under the higher education reforms, 90% of the universities in the country will be autonomous by the end of 2011. The 

2011 budget of the Ministry of Higher Education and Research is €25.15bn. Under the National Research and Innovation 

Strategy, the government has created the €35bn Special Investment Plan with three priority areas: healthcare, nutrition, 

and biotechnology; environmental urgency and eco-technology; and information, communication, and nanotechnology. 

Under the plan, the government will spend €15.35bn on centers of excellence and €6.55bn on projects of excellence. 

These include five technological research institutes, ten decarbonated energy institutes, ten national funds for valorization, 

35–50 Carnot institutes, and laboratories and campuses of excellence, hospital university institutes, and the Paris-Saclay 

university campus. 
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LEGAL LANDSCAPE 

Summary 

France has an independent judicial system that is responsible for the maintenance of law and order. The Constitutional 

Council, the highest constitutional body in France with respect to legislation, determines the constitutionality of laws prior to 

their enactment. The French judicial system is divided into the judicial and administrative orders of courts. There is a clear 

hierarchy of courts at the state and central levels. The French legal system is plagued with rigidities in the labor market. A 

number of services sectors are government-dominated, and high tax rates are deterrents for investors.  

Evolution  

The French justice system dates back to the 1789 revolution, when the First Republic came into existence. The present 

legal system is based on the constitution of France that came into effect in 1958 during the Fifth Republic. The constitution 

has been amended 18 times. It is based on international conventions and treaties, community and European law, case law, 

and custom. As a member of the EU, the French constitution allows the exercise of constitutional powers by international 

organizations and the restriction of national sovereignty under certain conditions.  

Structure and policies  

Judicial system 

Structure of the system 

The French judicial system comprises two sets of parallel but independent court systems: an administrative system and a 

judicial one. The Constitutional Council determines the constitutionality of legislation prior to its enactment. The 

administrative judiciary has jurisdiction over matters concerning administrative law and cases in which the administration is 

involved. The judicial system handles criminal, civil, and commercial disputes between private parties. The judicial system 

consists of civil, commercial, and criminal courts, each with a different scope of jurisdiction.   
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Figure 21: France's judicial structure 
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Source: Datamonitor D A T A M O N I T O R 

 

Financial jurisdiction  

The Court of Accounts audits the finances of the state, public institutions (including other jurisdictions), and public bodies. 

The court has the power to fine public accountants for mishandling of funds and refer civil servants found guilty of misuse of 

funds to the Court of Financial and Budgetary Discipline. The functioning of the court is overseen by the financial 

commissions of the two chambers of parliament.  

In normal circumstances, these courts do not review the accounts of private organizations. In extreme cases, various  state 

agencies, parliamentary commissions, and other public authorities may refer to the court. The court can also be revoked by 

French citizens or organizations operating in the country.  

Structure for doing business 

Government participation 

The French government has a presence in industries including aeronautics, defense, automobiles, and 

telecommunications. The government can exert influence over privatized firms through the “golden share.” The “golden 

share” allows the government to retain some control of privatized companies even if its stake is less than 50%.  
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Joint ventures  

A joint venture in France can be organized in three different ways. It can either be a simple contractual relationship that 

does not give rise to a common entity or it can be a common entity having the form of either a partnership or a stock 

corporation.  

Limited liability companies 

Limited liability companies are permitted and are incorporated under the form of either an anonymous society (société 

anonyme, or SA), a simplified joint stock company (société par actions simplifiée, or SAS), or a society with limited liability 

(société à responsabilité limitée, or SARL). These companies are governed by the law on commercial companies. SAs and 

SASs are stock companies with shares that are freely transferable and negotiable. The shares of a SARL company are not 

freely negotiable and any new shareholder must be approved by a vote by existing shareholders.  

Partnerships 

Companies are also formed on a partnership basis with varying degrees of ownership and responsibility.  

 

Tax regulations 

Taxation  

The corporate tax rate in France is comparable to those of other advanced European economies. The rate is 33.33% for 

most companies. There is a lower rate of 15% (up to €21.8m) on income drawn from long-term capital gains and earnings 

from the sale and licensing of knowledge. A 3.3% social surcharge also applies on corporate entities.  

To widen the tax coverage and bring down tax evasion among smaller firms, the French government imposes a minimum 

tax. This ranges from zero for companies with turnover of less than €400,000 to €110,000 for companies with turnover 

exceeding €5bn. This tax is imposed irrespective of the company being profitable or not. However, newly founded 

companies, if eligible for exemption from corporate taxes, are not required to pay this tax.  

Individual income tax  

Individual income tax is assessed in accordance with a rate ranging from 0–40%.The income tax rates remained 

unchanged in the 2009 budget but the income brackets have been adjusted upwards for inflation. French tax law contains 

many provisions for exemptions and targeted reductions from taxable income, resulting in highly individualized tax rates. 

Moreover, certain types of income and capital gains derived from securities are subject to proportional tax levies.  
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Table 11: Individual income tax rates in France, 2010 

 

Income (€)  

  

Up to 5,963 0% 

5,963 to 11,896 5.50% 

11,896 to 26,420 14% 

26,420 to 70,830 30% 

Over 70,830 41% 

 

Source: Datamonitor D A T A M O N I T O R 

 

Withholding tax 

If the parent company is located in a country that does not have a tax treaty with France, withholding tax is imposed at a 

rate of 25% on dividends, 33.33% on royalties, and 25% on after-tax income.  

Other local taxes 

Besides national taxes, local taxes are imposed on businesses. Business tax is levied on behalf of local communities and is 

calculated according to the location of the company’s premises. Other local taxes include property taxes on buildings and 

land.   

Trade regulations 

France follows the Community Integrated Tariff system for imports from non-EU countries. Duties levied on imports from 

non-EU countries are moderate. On most raw materials, no duty is imposed, and on manufactured goods, duties charged 

are in the range of 5–17%. Most agricultural product imports are covered by the Common Agricultural Policy. Many items 

are subjected to varied levies that are designed to equalize the prices of imported commodities with those produced in the 

EU. Imported agricultural products are expected to meet set standards.  

France is a partner in numerous bilateral and regional trade agreements. The EU has entered into customs union 

agreements with Turkey, Cyprus, Andorra, and Malta. France is also a signatory to the General Agreement on Trade in 

Services.  

VAT and customs duty on exports   

Goods exported outside the European community are completely exempt from tax. France’s standard value-added tax 

(VAT) rate on goods and services is 19.6% and the rate on food and certain agricultural products is 5.5%. A reduced rate of 

2.1% is charged for certain periodicals and drugs. The 5.5% rate is also levied on books, magazines, hotels, public transit, 

and certain leisure activities. Customs duties are the same throughout Europe. Customs duties on imports from non-EU 

countries are charged once, on entering the EU territory.   



Legal Landscape  

 

 

Country Analysis Report: France  Published 04/2011 

© Datamonitor. This brief is a licensed product and is not to be photocopied Page 86 

Social security charges  

All employees are entitled to health and social security cover. Since 2003, all companies have been entitled to reductions in 

social security charges on low wages. The reductions are calculated according to the hourly wage rate, which is to the 

extent of 26% of gross wage for an employee earning the statutory minimum wage.  

Employers’ share of social security can reach up to a maximum of 40% of gross wages, while employees' share is fixed at 

around 20%. Social security cover includes health insurance, pensions, family allowances, and workers’ compensation. It 

also provides unemployment insurance and supplementary retirement schemes.  

Corporate governance 

French policy-makers began to take the issue of corporate governance seriously after the market suffered major losses 

following financial scandals in 2003. The new economic regulations law and the financial security law were passed in 2001 

and 2003 to strengthen the corporate governance system. These laws provide a basic framework, specifically targeting 

transparency and ethics within companies. They do not provide for sanctions under criminal law, but failure to meet certain 

requirements will have legal implications. This legal framework has been found to be in line with the broad global trend. 

Some regulations are gradually being implemented in line with the recommendations of the Financial Markets Authority 

(Autorite des Marches Financiars, or AMF).   

Performance  

Effectiveness of the legal system 

France was ranked as the 64th freest economy by the Wall Street Journal’s Index of Economic Freedom in 2011 with a 

score of 64.6. In 2007, France had a higher rank of 45 with an index score of 66.1. The country is ranked 28th out of 43 

countries in Europe, and its overall score is higher than the world average. This indicates a fairly conducive environment for 

business. France ranks highly in business freedom, property rights freedom, trade freedom, monetary freedom, financial 

freedom, and freedom from corruption, but does not score as highly in terms of fiscal freedom, government spending, labor 

freedom, and investment freedom. Foreign investment continues to suffer due to excessive government regulation and 

labor protection and a high tax regime. Although interference in business has been brought down, a preference for state 

intervention and occasional opposition to foreign investment remain. At times, French companies state a preference to 

work with French or European companies, which acts as a deterrent to foreign investors. Other deterrents include high tax 

rates and extensive regulation of business and labor markets.  

Although corruption is perceived to be widespread among politicians, corruption on the whole is actually minimal in France. 

The country was ranked 25th out of 178 countries in Transparency International's Corruption Perceptions Index for 2010. 

France enforces the Organisation for Economic Co-operation and Development (OECD) Anti-Bribery Convention 

domestically through amendments to its criminal code. 
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Outlook  

Although the economy is being liberalized, there are deterrents in the form of a lack of fiscal freedom, investment freedom, 

and freedom from government intervention. State regulation of business and labor markets continues. Moreover, business 

taxes are higher compared to other developed countries.  

President Sarkozy’s pension reforms, including increasing the retirement age from 60 to 62, were signed into law in 

November 2010 and attracted nationwide protests. The government is also contemplating increasing the weekly working 

hours to 39 from the current 35. However, this move will meet the same public outrage.  

In November 2010, President Sarkozy announced plans to overhaul taxes on assets, including abolishing the wealth tax 

l'impôt de solidarité sur la fortune and scrapping a tax ceiling on individuals. In April 2011, budget minister Francois Baroin 

said that the government will not abolish the wealth tax in one go, but in tranches. It plans to abolish wealth tax for people 

with net worth between €0.8m and €1.3m, and reduce the top rate from 1.8% to 0.5%. The changes in the wealth tax are 

expected to cost the government €900m of its revenue. The government also scrapped the bouclier fiscal tax cap for the 

wealthy, introduced by President Sarkozy as part of its budget reform, under which no one paid more than 50% of their 

annual earnings in tax. Some of the tax reforms are expected to come into effect by the end of 2011. Although the 

government plans to make up for the revenue shortfall by increasing tax on inheritances worth more than €4m, the planned 

tax reform could significantly impact the country’s budget deficit.  

In April 2011, the French government was mulling a ban on exploration over the impact of drilling in the environment. Amid 

environmental concerns that chemicals used in the fracking process to fracture the rocks holding shale deposits could 

contaminate groundwater, and campaigning by the Green Party, the French government has commissioned a scientific 

study of the economic and social impacts of shale gas and oil exploration. In May 2011, the French parliament will debate 

banning shale gas exploration. If the recommendation is adopted into law, drilling permits granted in March 2010 to TOTAL, 

GDF Suez, and Schuepbach Energy will be suspended.  

In April 2011, a mandatory bonus plan suggested by President Sarkozy was slammed by both unions and companies. The 

government plans to submit a bill on its bonus plan to the parliament by July 2011. The plan calls for companies employing 

more than 50 people to make a mandatory bonus payment whenever they declare a dividend. Many of the companies and 

unions see this plan as unnecessary state intervention in employer-employee relations. 

However, the French economy's lackluster performance could pose a hindrance to these legal reforms. The opposition has 

already stepped up its criticism, accusing the government of passing tax cuts the economy can ill afford and favoring the 

rich. The reform measures have also proved to be unpopular among the masses, which might make their implementation 

difficult. Moreover, the structural rigidities are being presented by the government as an important factor in helping France 

to withstand the global financial crisis.  
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ENVIRONMENTAL LANDSCAPE 

Summary 

France has been at the forefront with respect to environmental legislation. The Environment Charter forms a part of the 

French constitution. France’s environment code has influenced EU environmental laws to a great extent. The Ministry of 

Ecology and Sustainable Development is the government authority for the implementation of environmental policies. 

Environmental policies cover planning, regulations, and economic instruments to ensure compliance. Environment 

protection expenditure has risen to 1.9% of GDP and total environment-related expenditure to over 2.8% of GDP in 2008. 

Local implementation of laws and regulations relating to the environment in France requires further improvement. 

Moreover, some EU directives, such as those on nitrates and urban waste water, have not been fully implemented.  

Evolution  

France’s environmental policy between 1970 and 1998 was mainly concerned with establishing regulations and specialized 

institutions for the recovery and elimination of waste products (1976), improving air quality (1981), and managing energy 

resources (1982). Since 1990, these aims have been brought together under the Environment and Energy Management 

Agency. France’s policy also led to the adoption of the National Environment Plan in 1990 and the creation of 26 regional 

environment directorates in 1991, which brought about the first sweeping reforms in the field of environmental 

administration. Since 2000, the focus has been on developing environmental consultations and contracts, modernizing and 

strengthening the environmental administration, and consolidating environmental legislation. The Environment Code was 

adopted in 2000.  

 In 2002, a national strategy on sustainable development was drafted. This led to a proposal for a constitutional charter on 

the environment; the implementation of water, nature, landscape, pollution, prevention, and risk management policies; 

increases in the capacity of environmental assessment and social and economic analysis; and international action. In 

March 2005, France added a reference to the Environment Charter in the preamble of its constitution. This charter 

endorses precautionary principles and reconciles the protection of the environment with economic development and social 

progress. President Sarkozy’s government also made plans in 2009 to introduce a carbon tax, but this was shelved in 2010 

after the French high court ruled against it.  

Structure and policies  

Environmental regulations 

The Ministry of Environment and the Ministry of Ecology and Sustainable Development are government agencies 

responsible for the formulation and implementation of environmental policies.  
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Policy 

Table 12: Key environmental measures  

 

Air pollution Water pollution 

 France has enacted an energy policy to meet this 
environmental challenge. The major goals of the energy 
policy include safeguarding human health and the 
environment, particularly by combating the increase in the 
greenhouse effect. The policy defines energy priorities as 
an average reduction of final energy intensity by 2% per 
annum and an increase the share of energy from 
renewable sources to 10%. France is moving closer to 
these goals as per capita carbon fuel usage has been 
declining.  

 In 2006, France was the first to frame a national policy for 
the long-term management of radioactive material and 
waste.  

 Under the terms of the Goteborg Protocol, France is 
committed to reducing its emissions of nitrogen oxides 
and volatile organic compounds by 40%.  

 In June 2003, France adopted a program to reduce 
emissions in different sectors of manufacturing, transport, 
construction, and agriculture. The program deals with the 
technical, organizational, and tax issues of industries to 
promote environmental friendly measures. 

 In April 2011, France announced plans to ban all old cars 
from eight big cities to cut down air pollution. Under the 

plan, pre-1997 cars and pre-2004 bikes and scooters will 
be taken off the road. This amounts to eight million cars 
and 1.6 million motorbikes and scooters. 

 

 France’s water management is organized by river basin 
committees made up of representatives of states, users, 
and associations, and central government staff.  

 In 2003, the EU adopted a directive establishing a 
framework for community action in the field of water 
policy. The objective of the directive is to improve the 
quality of water by 2015, and France is a party to this 
too. The directive also aims to improve the quality of 
seawater, estuaries, and coastal waters (up to one mile 
offshore), and maintain a proper chemical balance in 
territorial waters (up to 12 miles offshore).  

 To prevent the pollution of water resources, public 
authorities use various regulatory, economic, or 

voluntary tools to manage pollutants.  

 To fight sea pollution, every year more than 20,000 
samples of seawater are analyzed to assess quality and 
ascertain whether it meets European regulations. 

 

Biodiversity Waste management 

 France passed the Protection of Nature Act in 1976. Since 
1982, more than 14,000 sites in 896 natural areas of 
special ecological interest for flora and fauna have been 
identified and studied.  

 France added to the initial data collected to respond to the 
European “Habitats” Directive of May 21, 1992, on the 
conservation of natural habitats for wild flora and fauna. 

 France adopted its strategy for biodiversity in 2004, 
followed by 10 sectoral action plans. Sectoral action plans 
were updated at the end of 2008 and are currently being 
implemented in the following areas: agriculture, 
international co-operation, infrastructure for terrestrial 
transport, sea, natural heritage, urban planning, forest, 
research, tourism, and overseas. To date, the Ministry of 

Sustainable Development is steering the revision of the 
strategy for biodiversity. 

 An act passed on July 13, 1992 required each 
department in France to draw up a plan for eliminating 
household waste by 1996. 

 To handle industrial waste in 1995, an act was 
introduced in 1995, imposing taxes on the treatment and 
disposal of special industrial waste products.  

 There are regulations aimed at involving local 
communities in the waste management process. These 
regulations call for a local information and supervisory 
commission to be set up for each waste treatment and 
storage site and for local communities to be involved in 
the commission’s work. Since April 1, 1993, a tax on 
household waste disposal has been charged and an act 
passed in February 1995 introduced another tax on the 

treatment and disposal of special industrial waste 
products. 

 

 

Source: Datamonitor D A T A M O N I T O R 

 

Participation in global efforts, agreements, and pacts 

France is party to more than 100 European agreements and around 30 worldwide agreements. It was among the leading 

nations in the Hague declaration on the protection of the atmosphere, which was adopted by 24 governments on March 11, 

1989. The Global Environmental Facility was created in 1990 in order to help poor countries. France also proposed making 
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Antarctica a nature reserve set aside for scientific research, and having a whale sanctuary around Antarctica. France is a 

signatory to the Kyoto Protocol. At international summits in Rio (1992), New York (1997), Kyoto (1997), and Johannesburg 

(2002), France committed itself to the promotion of sustainable development. Climate change, biodiversity, water, and the 

marine environment remain important priorities for France.  

Copenhagen conference on climate change 

The UN Framework Convention on Climate Change (UNFCCC) sets an overall framework for intergovernmental efforts to 

tackle the challenges posed by climate change. It recognizes that the climate system is a shared resource whose stability 

can be affected by industrial and other emissions of carbon dioxide (CO2) and other greenhouse gases. The convention 

has universal membership, with 192 countries having ratified the convention. France supports the summit’s key aim to limit 

global temperature rise to 2°C and maintains that the only way to do so is to reduce global CO2 emissions by at least 50% 

by 2050 compared to 1990 levels. No deal could be clinched in Copenhagen, however, as talks on a binding international 

climate change pact continued in 2010. As part of its UNFCCC commitments, France has made the fight against global 

warming a major foreign-policy priority. The country has taken part in UNFCCC negotiations on several issues, including 

forests, technology transfers, clean energy, and energy access. The government praised two decisions arrived at the 

Cancun Climate Change Conference in Mexico in November and December 2010 that aim to fight against deforestation 

and create the Copenhagen Green Climate Fund. 

Performance  

Environmental impact  

France was ranked seventh on the Environment Performance Index in 2010, with a score of 78.2. France has stabilized its 

greenhouse gas emissions in accordance with the UNFCCC. According to the Organisation for Economic Co-operation and 

Development's (OECD's) environmental assessment of France, the country has partly decoupled CO2 emissions from GDP 

growth. This was achieved mainly through emission reductions in the industry and energy sectors and the growing share of 

services in the economy. According to the Human Development Index, France accounts for 1.4% of global emissions, 

which comes to an average of 6.2 tons of CO2 per person. Another notable feature in France’s environmental condition is 

the reduction in its per capita carbon fuel usage. Under the Kyoto Protocol, the EU pledged to curb its emissions by 8% by 

2012 compared to 1990 levels. As per its national target, France is obliged to keep its emissions at the same levels by 

2012 compared to the base year, 1990. According to the French government, its greenhouse gas emissions for 2008 saw a 

6.4% drop compared to 1990. For 2008, greenhouse gas emissions were 527 million metric tons of CO2 equivalent. 

Moreover, France’s greenhouse gas emissions are 5.6% below the ceiling set by the Kyoto Protocol for the 2008–12 

period. France has also met its trans-boundary pollution objectives under the convention on long-range trans-boundary air 

pollution.  

In October 2010, France announced an ordinance to incorporate four EU directives, four EU regulations, some Kyoto 

Protocol measures, and the marine pollution convention Marpol of the International Maritime Organization into a new 

French national law. The ordinance covers the CO2 emissions of airlines, the EU Registration, Evaluation, Authorisation 

and Restriction of Chemicals regulation, and underground CO2 storage. In April 2011, the European Commission asked 

France to comply with the EU’s Marine Strategy Framework Directive 2008/56/EC to draw up a marine strategy to protect 
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its seas. Under the EU’s new infringement policy, in force from January 2011, member states that do not incorporate EU 

legislation in national laws within the stipulated time will face financial sanctions. 

 

Figure 19: CO2 emissions in France, 2003–10 

-5.0

-4.0

-3.0

-2.0

-1.0

0.0

1.0

2.0

3.0

4.0

390.0

395.0

400.0

405.0

410.0

415.0

420.0

2003 2004 2005 2006 2007 2008 2009 2010

G
ro

w
th

 (%
)

M
il
li
o

n
 m

e
tr

ic
 t
o

n
s

Year

Volume Growth rate
 

Source: Datamonitor D A T A M O N I T O R 

 

 



Environmental Landscape  

 

 

Country Analysis Report: France  Published 04/2011 

© Datamonitor. This brief is a licensed product and is not to be photocopied Page 92 

Figure 20: Carbon fuel usage in France, 2003–10 
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Outlook  

France has been successful in bringing environmental concerns to the fore. The approval of the Environment Charter in 

2004 indicates the significance the country attaches to the environment. The new law on risk also permits a better 

economic assessment of natural and technological risks. The government makes use of a wide range of economic 

instruments like incentives and taxes to ensure adherence to environmental regulations. The French government has made 

attempts to involve the regional and local authorities to implement environmental norms. The country is well on its way to 

meet its international commitments. France’s greenhouse gas emissions are 5.6% below the ceiling set by the Kyoto 

Protocol for the 2008–12 period. 

Despite these successes, there is a lot to be done to reduce the energy intensity of the economy and to integrate 

environmental concerns into energy, transport, and agriculture sectors. The proposed environmental tax reforms are yet to 

be fully implemented. The implementation of environmental laws in coastal areas and mountains could be strengthened by 

the involvement of local authorities in environmental management policy.  
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France has increased the speed of biofuel production considerably in recent years. In 2009, the government started the 

BioTfuel program, a five-year project that targets the more efficient use of agricultural resources. Production of biofuel 

reached 1 billion liters in 2008, whereas the 16 members of the European Bioethanol Fuel Association produced a total of 

2.8 billion liters. The French biofuels production industry has experienced very strong growth in recent years despite a 

decline in 2009. The sector had total revenue of $2.71bn in 2010, representing a CAGR of 42% for the period spanning 

2006–10. The industry's volume is expected to rise to 3,965,500 tons by the end of 2015, representing a CAGR of 6.8% for 

the 2010–15 period. Biodiesel comprised 66.5% of the industry's overall volume at 1,900,600 tons, while the remaining 

share went to ethanol with a volume of 959,500 tons. BioTfuel will consolidate France's pioneering role in this branch of 

industry. The aim is to produce biodiesel and biokerosene from agricultural waste. 
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APPENDIX 

Ask the analyst 

Datamonitor’s Country Analysis Practice consists of a team of economists, analysts, and researchers, all with expertise in 

their given fields. For any questions or comments about this report you can contact the author directly At 

countryanalysis@datamonitor.com. 

Datamonitor consulting 

We hope that the data and analysis in this brief will help you make informed and imaginative business decisions. If you 

have further requirements, Datamonitor’s consulting team may be able to help you. For more information about 

Datamonitor’s consulting capabilities, please contact us directly at consulting@datamonitor.com. 
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findings, conclusions, and recommendations that Datamonitor delivers will be based on information gathered in good faith 

from both primary and secondary sources, whose accuracy we are not always in a position to guarantee. As such 

Datamonitor can accept no liability whatever for actions taken based on any information that may subsequently prove to be 

incorrect. 
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