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EDITORIAL

Plans to create a scoreboard to measure the attractiveness of France were unveiled at
the first World Conference on International Investment in May 2003.

The scoreboard plays a key role in conducting and monitoring the government’s
attractiveness policy. By tracking a series of indicators, it provides an objective basis
for measuring how France is faring against its main competitors. In so doing, the
scoreboard helps to shape efforts to enhance France’s appeal. The latest round of
measures was announced in February 2005 at the second government seminar on
attractiveness.

The 2005 scoreboard reveals the tangible effects of the new tax measures for
impatriate employees. It also shows us that, more than ever, France is acting
as a magnet for investment and outside talent: foreign investors are creating or
sustaining more and more jobs; and non-French students are flocking in ever
greater numbers to our universities. Last but not least, the scoreboard underscores
just how well France is doing in terms of productivity, a major overall factor whose
significance outweighs that of its component parts, including, for example, social
security costs.

Clara Gaymard Xavier Musca
President of the Invest in France Agency Director General of the Treasury
and Economic Policy
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Objectives and methodology

This scoreboard has a dual purpose: to provide an objective measure of the attractiveness of France as an
investment location; and to inform government policy aimed at increasing this appeal. Distilling information
from various sources, it is updated and published every year.

The scoreboard is prepared in conjunction with several ministries. It forms the basis for regular consultations
with private sector stakeholders, including the members of the Strategic Committee on Attractiveness,
which is chaired by the Prime Minister.

Page 4 summarises the results for ten outcome indicators, which provide a quantitative
measurement of the investments and talent attracted by France. The table on page 5 reports on
20 key factors in location decisions, which give a broad-ranging and balanced view of
the country’s strengths and weaknesses. Three of these indicators are devoted to the market, five to human
resources, two to innovation, three to infrastructure, two to the administrative environment and five to
costs and taxation. As far as possible, the indicators used in the first scoreboard have been kept to enable
comparisons. Some additional indicators appear later in the text, but they have been excluded from the
summary tables for the sake of consistency. All bar one of the 30 indicators in the tables are taken from
internationally recognised statistical series, not from opinion surveys”.

Where possible, France is ranked with nine other countries for each indicator. The benchmark countries
are the USA, the UK, Germany, Spain, the Netherlands, Belgium, Japan, Italy and Poland. These countries
were selected for their ability to attract international investment and skills - and because of their economic
ties with France.

In addition to the ten-country ranking, we compare country performance in each case with
the European average. Other major countries like China are also included in certain sections.

1> A provisional draft of the scoreboard was presented to the Strategic Committee on 18 April 2005.

2> For want of official statistics, the “flexibility of labour regulations” indicator is taken from the IMD's international opinion survey.
Other opinion-based variables are used in several areas, such as the simplicity and transparency of the tax system, but purely to
expand on information supplied by the main indicators.
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Main changes between
2004 and 2005

France’s ranking for foreign direct investment (FDI) has improved between the 2004 and 2005
scoreboards. Amid dwindling international investment, FDI fell by 50% to €19.6 billion in 2004. Despite
this, France has risen from fourth to second place among the ten benchmark countries for FDI inflows in the
last three years. It has also risen from sixth to fourth place in terms of inflows as a percentage of GDP.

Job-creating foreign investment showed a particularly strong increase. In 2004, foreign investors
reported’ that they were creating or maintaining more than 33,000 jobs. On average over three years,
the number of reported job creations rose from 25,000 to nearly 27,0007, helping France to close the
performance gap with the UK. There was also a large increase in two strategic activities, namely R&D
centres and corporate HQ)s.

French universities welcomed 250,000 foreign students in the 2003-2004 academic year,
a year-on-year increase of 11% and a rise of 70% over five years. In terms of the percentage of students
enrolled, France is catching up with the UK and Germany, although its ranking remains the same. France
is drawing in new talents, but for now the statistics do not permit us to compare trends: there are currently
120,000 foreign managers and professionals in France, 3,400 foreign researchers in public research
institutions and around 8,000 foreign lecturer/researchers.

Even so, four areas showed improvement. The World Bank rated France second out of the ten benchmark
countries in terms of the ease of setting up a new business. This three-step jump in France’s rank? can surely
be attributed to the country’s new legislation to foster entrepreneurship. France also did better in terms of its
tax attractiveness to top-level foreign managers, who are benefiting from the across-the-board reduction
in income tax rates and also from the new arrangements for “impatriate” workers (two tax indicators). In
innovation, France climbed a few places in the venture capital and equity investment rankings.

By contrast, France’s rating slipped in four areas: population growth (including immigration)*, long-
run GDP growth, social security contributions and R&D expenditure (where we were overtaken by
Belgium, although the gap is small).

France’s strengths and weaknesses from the perspective of investment location decisions are mainly
structural and are unlikely to vary much from one year to the next.

1> Experience has shown that, on the whole, the numbers of jobs announced by foreign investors are indeed created three to four
years after the announcement is made, even though the actual numbers naturally vary from one project to another.

2> Excluding the new category of permanent jobs.

3> In terms of the ease of setting up a new business, France’s fifth place in the last scoreboard was based on a European Commission
indicator that is no longer used. As a result, the 2005 scoreboard uses a comparable World Bank indicator.

4> France continues to beat the European average for population growth, performing especially well in terms of endogenous growth.
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ATTRACTIVENESS OF FRANCE: RESULTS

France’s rank Leading France’s score Score in 2004 Europe’s
in Rankin 2004 benchmark in score in

Lol e 2005 scoreboard* countries’ 2005 S 2005

*
scoreboard scoreboard scoreboard

Nominal FDI inflows 2 4 USA, France 50 54.4 EU-15:434
(2001-2003) in € billion

FDIl inflows as a % of GDP 4 6 Belgium, 3.3 3.7 4.8
(2001-2003) Netherlands

Greenfield investment: job creations 2 2 UK, France 27,000 25,000 EU-15: 130,000
announced by foreign investors when EU-25: 250,000

creating or extending sites®
(average 2002-2004p)

Contribution of foreign subsidiaries 3 3 Belgium, 19 n/s EU-15:15
to value added (2001-2002, as a %) Poland

R&D centres: number of jobs announced 1,800 1,700 n/a
by foreign investors in France ) ) )

HQs: jobs announced by foreign investors in No international comparison 1,400 1,200 n/a

France (average 2002-2004)

Number of foreign managers and 120,000 n/s n/a
professionals in France No international comparison
(2003)

Researchers: Number of foreign researchers 11,300 n/s n/a
and lecturer/researchers
in France (Excluding private R&D centres; No international comparison
researchers in the EPST system at end-2002,
lecturer/researchers in 2003-2004)

Proportion of foreign students enrolled 4 4 Belgium, 10.0 7.3 EU-7%7.0
in tertiary education UK
(2002), as a %

Proportion of students from OECD countries 4 4 Belgium, 2.5 2.5 EU-7%3.3
enrolled in tertiary education UK
(2002),as a %

* 2004 ranks and scores refer to the first scoreboard, dated 19 May 2004. Some of the indicators are not comparable because
of methodological changes (indicated by n/s — not significant).

1> The ten benchmark countries are the USA, the UK, Germany, Spain, the Netherlands, Belgium, Japan, Italy, Poland and France.
2> EU-7: the UK, Germany, Spain, the Netherlands, Belgium, Italy and France (i.e. the seven benchmark countries in the EU-15).

3> Greenfield investment in France and Europe includes revitalisation of sites in difficulty. Counting permanent jobs as well,
France’s score in 2004 came to 33,247 jobs (Invest in France Agency survey).
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ATTRACTIVENESS OF FRANCE: STRENGTHS AND WEAKNESSES
Indicators listed from most to least favourable

INDICATOR FRANCE’S RANK LEADING FRANCE'S SCORE V] 3{0] o
RANKIN IN 2004 BENCHMARK SCORE IN IN 2004 SCORE IN
2005 SCOREBOARD*  COUNTRIES' 2005 SCOREBOARD* 2005
SCOREBOARD SCOREBOARD SCOREBOARD
Trains: high-speed lines 1 1 France, 26.3 26.0 EU-7%10.8
(km per million inhabitants, at 1/9/2004) Spain
Labour productivity per hour worked 2 2 Belgium, 119 120 EU-15:100
(average 2000-2003, 100 = EU-15) France
Ease of setting up a new business 2 n/s USA, France 8 n/s EU-15:31
(number of days)
Income tax: average effective rate for earners 2 4 UK, France 35.3% 42.0% n/s
in the top bracket
(single person with no children in 2004)
Demographics: population growth 4 3 USA, Spain 104.1 n/s EU-15:102.8
(1994-2004, 100 = 1994)
Hourly compensation costs for workers 4 4 Poland, 96 82 EU-15:109
(2003, USA = 100) Spain
Air transport: number of passengers/kilometres 4 n/s Netherlands, 1.9 n/s EU-15:1.5
transported per inhabitant (2003) USA
Income tax: average effective rate of taxation 4 6 Spain, UK 29.3% 41.6% n/s
for “impatriates” (2004)
Business taxation: average effective rate (2003) 4/74 n/s Italy, UK 30.1% n/s n/s
R&D expenditure / GDP 5 4 Japan, USA 2.2% 2.2% EU-15 =
(average 2001-2003) 1.9%
Accessibility to markets: market potential 5 5 Belgium, Base=100 | Base=100 EU-7%: 106
(Index of the size of domestic and nearby markets Netherlands

weighted according to their accessibility from the country
in question?).

Long-run growth in business investment 5 5 USA, UK 1.8% 1.8% EU-15:1.8%
(1990-2004, annual average as a %)

Language skills 5 5 Netherlands, 53% 53% EU-7% 65%
(cumulative percentage of people who speak at least one Belgium

of the three European languages most widely spoken in
the country, not including the national language)

Percentage of people aged 25/34 going 5 5 Japan, USA, 34% 34% EU-7% 28%
on to tertiary education (2002) Belgium

High-speed internet: number of ADSL 5 5 Netherlands, 8.0 6.2 EU-15:7.6

and cable subscribers per 100 inhabitants Belgium,

(June 2004) Japan

Venture capital investment 5 8 USA, UK 0.10 0.08 EU-15:0.11

(% of GDP, average 2002-2003)

Social climate: number of strike days, per 1,000 workers 7 n/s Japan, 30.0 n/s EU-7%50.9
(excluding government sector, average 1999-2003) Germany

Long-run GDP growth 8 6 Poland, USA 1.8% 1.9% EU-15:2.1%

(1990-2004, annual average rate)

Flexibility of labour regulations 9 9 USA, Japan 2.6 2.5 4.2
(opinion, 1 to 10, 2004)

Social security contributions as a % of labour costs 10 9 USA, UK 39% 38% n/s
(2002, average worker, wage expressed in PPP)

* 2004 ranks and scores refer to the first scoreboard, dated 19 May 2004. Some of the indicators are not comparable because of methodological changes
(indicated by nls — not significant).

1> Benchmark countries: 1.France, 2.Germany, 3. UK, 4. Italy, 5. Spain, 6. Poland, 7. USA, 8. Japan ,9. Belgium, 10. Netherlands. In some cases data are missing for
Poland and non-European countries (hence “EU-7"). 2> Europe’s score: depending on data available, this is the score for the 15-member Europe, the euro zone

or the arithmetic mean of the seven benchmark countries in the EU-15. 3> Market potential: GDP of areas near or within the country, adjusted for distance in
terms of time, cost or km. The ranking reflects proximity to world markets, adjusted for distance in km in 1999 (source CEPII / CAE). 4> Business taxation: France is
fourth out of the seven countries considered. Data not available for Poland, the USA or Japan.
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PART 1 - Outcome indicators

—

I Outcome Indicators

ATTRACTING BUSINESSES AND CAPITAL

France is a leading recipient of foreign direct investment (FDI) and
has been less affected than its main trading partners by the dwindling
pace of international investment since 2000. Averaging inward FDI
of €50 billion between 2001 and 2003, France had a market share of
7.1%, making it the third-ranked FDI recipient worldwide (excluding
Luxembourg) and the second-ranked industrialised nation. France is
set to retain its third-place spot for the 2002-2004 period, behind the
USA and China.

Current estimates suggest that 2004 was not such a good year for FDI
flows, though France’s strong ranking is not called into question. FDI
fell by 49% to around €21 billion. After climbing to second place for
global investment inflows in 2003, France moved down to fourth in

2004.

Assessed in terms of the ratio of foreign investment flows to GDP,
France is about average compared with other major industrial countries.
The higher-ranked countries are mid-sized, very open economies like

the Netherlands and Belgium.
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Attracting businesses and capital

FDI inflows
Average 2001-2003* (€ billion)
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FDI inflows as a % of GDP
Average 2001-2003*

* Belgium: 2002-2003. National sources.
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PART 1 - Outcome indicators

ATTRACTING BUSINESSES AND CAPITAL (CONT.)

France retained its appeal during the economic slowdown triggered
when the tech bubble burst. FDI inflows and jobs created under
foreign-led projects remained stable.

This resilience saw France close much of the gap with the UK' in
greenfield investments, i.e. job-creating investments. In 2004, the
number of jobs generated by foreign investors as part of projects to
create, extend or maintain sites in France rose by 8%, after a 20%
increase the previous year.

The contribution by subsidiaries of foreign companies to value
added in industry and services is fairly insensitive to fluctuations
in stock market valuations. France is third-ranked in terms of this
contribution, beaten only by Belgium and Poland. France is far more
open in this regard than the UK, Germany or Italy. These assessments
should be read cautiously, however, given how fast corporate situations
can change. In particular, European groups are blurring the old
distinctions between domestic and foreign capital.

In France, the contribution made by foreign-owned businesses is
particularly high in manufacturing, where such companies account for
more than one-third of jobs, exports and investments.

1> Methodological differences make it hard to draw comparisons. Unlike the Invest in France Agency, Invest.
UK does not include investments made to support struggling sites. However, the UK agency uses a broader
sector definition. Averaged over three years, the UK and French scores are now fairly close. On a like-for-like
basis, the gap could have narrowed to around 20% over three years.
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Attracting businesses and capital

Foreign greenfield investment 2002-2004p
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Sources: updated information from national promotion agencies, plus data from the Invest
in France Agencys Europe Observatory

Share of foreign subsidiaries
in industry and services (2001-2002)

% of value added

Source: OECD, Eurostat, INSEE, Banque de France
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PART 1 - Outcome indicators

ATTRACTING SKILLS

In 2003', there were around 120,000 non-French managers and
professionals (category defined by INSEE, France’s national statistics
agency) working in France. They accounted for 8% of all foreigners
resident in France and for 4% of people working in this category.

At end-2002, France’s public scientific and technological
institutions employed 2,000 foreign researchers on permanent
contracts’ (o/w 1,400 at CNRS, the national research centre).
They accounted for 11.5% of total research staft.

In 2003-2004, institutions of tertiary education under the purview of
the Education Ministry employed 3,900 foreign lecturer/researchers
on a permanent basis, or 7.3% of the total. This percentage has been
rising in recent years, up from 6.2% in 1999.

In absolute numbers, in 2001-2002, France was the fifth-ranked
host country for students enrolling in higher education courses away
from home. France, the UK and Germany report similar proportions
of foreigners in the total number of students enrolled in tertiary
education. However, the proportion of students from OECD countries
is markedly lower in France. Our main source of foreign students is

Africa, especially north Africa.

Since 1980, the proportion of foreign students in arts, social sciences,
science, and sports studies courses has been stable. The proportion
taking healthcare courses has halved from 20% to 11%, while the
percentage in economics and administration-related programmes has
doubled from 10% to 20%.

1> The difference in the number of foreign managers and professionals between the 2004 and 2005
scoreboards is the result of methodological changes.

2> This category includes research directors, research staff and staffmembers with equivalent status who are on
the payroll of France’s system of public scientific
and technological institutions, whether they are tenured or not. Research engineers are not counted.
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Foreign talent in France

* 120,000 managers and professionals*

* 3,400 researchers (o/w 2,000 on a permanent basis) in public
scientific and technological institutions

* 3,900 lecturer/researchers employed on a permanent basis and
4,000 researchers on fixed-term contracts

* 245,000 foreign students* came to study in France in 2003-2004.
Of these, 195,000 enrolled in universities and 50,000 in advanced
schools of engineering, management, applied arts, paramedicine, etc. This
represents a 10.7% overall increase compared with last year and continues
the uptrend that has seen numbers of foreign students rise by 70% over
the last five years. Foreign students are especially present at the higher

levels, with almost one-half studying to obtain a licence degree (Bachelor’s
equivalent), 40% taking Master’s degrees and 10% Ph.Ds

* See the appendices for more data on the attractiveness of France’s education system.

Proportion of foreign students enrolled
in tertiary education (2001/2002)

20%
18% |
16% |
14% |
12% |
10%
8% |
6% |
4% |
2% |
0% |

o Foreign students

O Foreign students
from OECD countries

as a % of students

Source: OECD, Education at a Glance 2004

Attracting skills
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PART 1 - Outcome indicators

ATTRACTING STRATEGIC ACTIVITIES

Because they act as drivers for the rest of the economy, the R&D centres
and headquarters of international groups are identified as strategic
activities in the government’s action plan to enhance attractiveness'.
Given this strategic aspect, and in an effort to draw HQs and research
centres to France, since the start of 2005, groups engaged in R&D
have been eligible for an improved and better protected tax regime.
The new arrangements apply both to the coordination of research and
to actual research activities.

The number of jobs reported at such centres, as measured by the
Invest in France Agency, reveals a positive trend in the creation of joint
headquarters and services centres. A few notable successes have been
scored in terms of attracting R&D centres, explaining the uneven
performance of recent years. The medium-term trend, obtained by
smoothing the data over three years, appears to be oriented slightly
upwards, but this remains to be confirmed.

The attractiveness of Paris as a financial centre is a key component
of French competitiveness, not just because of the many jobs that the
centre generates, but also because of its role in financing the economy.
Euronext Paris has been Europe’s second-ranked exchange for some
years. Euronexts model of pan-European development is also a major
advantage at a time when the single market in financial services is
taking shape. Unlike the London Stock Exchange, Euronext and
Deutsche Bérse have a strong presence outside their domestic markets
and on derivatives markets. For the third year in a row, France was
the European leader in investment management, with 21% market
share. However, the gap between France and Luxembourg narrowed
considerably in 2004.

1> Unfortunately, there are as yet no specific international statistics in this area. A number of cross-European
comparisons have been conducted by private sources, which show that the UK has a lead over France.
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PART 1 - Outcome indicators

Attracting strategic activities

HQs and R&D Centres
Jobs reported by foreign investors
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/// PART 2 - Factors that determine attractiveness

Factors that determine
attractiveness

MARKET AND BUSINESS VITALITY

The French domestic market is one of Europe’s four largest markets.
France’s GDP is smaller than the USA, Japan’s or Germany’s, but it is
roughly the same as the UK.

France offers an excellent springboard to Europe’s markets, as shown
by the fact that it has the fourth-highest export rate out of the ten
benchmark countries. France’s central location gives it an advantage
over countries on the edges of Europe (cf. chart on market potential).
However, in terms of access to major business hubs, France is well
behind Belgium and the Netherlands, and slightly trails Germany and
the UK.

Businesses located in France enjoy access to a robust market. French
GDP has expanded approximately in line with the European average
over the long run (1990-2003) and beat the average in 2003-2004.
France’s long-term growth partly reflects more favourable endogenous
demographic trends than in partner countries. Over the 1990-2004
period, however, France came only eighth out of the ten benchmark
countries

France’s market is also underpinned by relatively strong private
investment. Growth in French private investment is close to the

European average over the long term and beat the average by a large
margin in 2003-2004'.

1> The data on Japan have to be revised following methodological changes in that country. The adjusted
Japanese accounts show that annual average GDP growth was 1.5% over 1995-2004
and 2.0% over 2003-2004, while business investment grew on an annual average by 5.3% over 1995-2004
and by 6.1% over 2003-2004.
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Market and business vitality

GDP growth
Annual average growth rate (%)
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GDP in surrounding areas, adjusted for distances*
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* Market potential: GDP of areas nearby or within the country, adjusted for distance — Source: CEPII
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PART 2 - Factors that determine attractiveness

HUMAN RESOURCES

A higher birth rate means that the population is growing slightly
faster in France than in most of the benchmark countries. Long-term
growth of this kind is positive in two respects: it makes the domestic
market more attractive and it ensures the medium-term availability
of labour. According to INSEE projections, the population of France
could reach 64 million in 2050, on a par with the UK. Other European
countries, by contrast, may suffer population decline.!

France’s skilled and highly productive labour force is often cited
in investor surveys. According to the European Commission, Frances
hourly labour productivity is well above the European average, with
only Belgium achieving better results. France’s rank is only slightly less
favourable in terms of hourly labour productivity per person employed,
an indicator that factors in working time. Here, the USA and Belgium
are ahead of France.

1> Spain recorded faster population growth (including immigration) than France between 1994 and 2004,
which explains why France has dropped one place compared with its 2003 score.
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PART 2 - Factors that determine attractiveness

Human resources

Population growth 1994-2004
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PART 2 - Factors that determine attractiveness

.

HUMAN RESOURCES (CONT.)

The percentage of the population aged between 25 and 34 that has
received tertiary education is lower in France than in Japan, the USA
and Spain. On this measure, however, France scores higher than some
of its direct competitors for foreign investment, namely the UK, the
Netherlands and Germany.

Regarding foreign language skills, the French are in line with the
average: they are not as competent as the Dutch, but they are more
proficient than the inhabitants of other Latin countries, the UK and the
USA. Poles do better because of their knowledge of Russian, and this
may give Poland a regional edge. There can be no doubt, however, that
having English as their mother tongue gives the British an advantage
with respect to US investors.

A study was recently conducted in eight European countries based on
an English test sat by pupils aged 15-16 in 2002. The results showed
that the Scandinavian countries were doing extremely well in this
regard, while France came last after Spain. If confirmed, these findings
could mean that the foreign language skills of the French workforce
improve more slowly in the years ahead. Extra English classes are being
added for the final school year in France - a sign of just how seriously
this issue is being taken.

Excluding the government sector', labour disputes are more common
in France than in five of the benchmark countries, but far less frequent

than in Spain, Italy and the USA.

1> Only France Télécom strikes in 2002 and 2003 are included. The US data refer to strikes involving
at least 1,000 workers.
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Human resources

Percentage of the population aged between 25 and 34
that has received tertiary education (2002)
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Language skills:

Cumulative percentage of people who speak the three most
common foreign languages, and the percentage speaking
English (2001-2002)
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PART 2 - Factors that determine attractiveness

.

RESEARCH AND INNOVATION

In terms of R&D spending relative to GDP France ranks fifth
out of the ten benchmark countries, all of which are developed and
competitive in this field. However France lags some way behind the
EU leaders like Finland and Sweden. Although France’s overall R&D
spending ratio is above the EU average, the annual average growth rate
for these expenditures is still well below the EU average.

The most important sectors for R&D in France are the automotive,
electronic/telecom components, pharmaceuticals, and aerospace industries,
which together accounted for more than half of all corporate R&D
spending in 2002.

Venture capital is an important source of financing for the creation of
new businesses in technologically-innovative sectors like infotech and

biotechnology. France is slightly above the European average in this
area (initial-stage financing), but well behind the UK and the USA.

Expansion-stage financing, however, is less prevalent, despite an
increase in 2003. France moved up to fifth overall for average equity
investment in 2002-2003, overtaking Germany and Italy.

Measuring equity investment in absolute terms rather than as a
percentage of GDD, France is second-placed in Europe behind the UK
for venture capital and expansion-stage financing.
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Research and innovation

R&D expenditure/GDP (average 2001-2003)
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PART 2 - Factors that determine attractiveness

.

INFRASTRUCTURE

Overall, France is characterised by the quality, density, and low cost-in-
use of its infrastructure.

Dense, well designed, high quality networks give France an efficient
transport infrastructure. International opinion surveys like the
one carried out by the International Institute for Management
Development (IMD) give an overall picture. France does well, coming

in third.

To maintain this lead, in late 2003 the government unveiled an
ambitious programme to further improve France’s infrastructure by
developing alternatives to the road network and by combining different
modes, with more rail freight and sea and river transportation.

France has caught up in motorway construction and now ranks third
- on a par with Belgium - for the density of its motorway infrastructure
relative to population. Furthermore, Frances road network is the
longest in Europe. France plans to build an additional 295 kms of
motorway in 2005, after 91 kms in 2004 and 158 kms in 2003.

The results recorded for France’s other networks place it in the upper
average of the leading countries. It performs especially strongly in terms
of airports, fixed and mobile phone and internet networks.
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Infrastructure

Transport and logistics efficiency
(overall quality assessment)
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.

INFRASTRUCTURE (CONT.)

France leads the way in high-speed trains. Only Japan and Spain
offer comparable density in tracks that can handle speeds of 250 km/h
or more. Planned new TGV links will offer additional connections
to European capitals, with a line through eastern France, one to the
Rhine/Rhone region and another to Spain. France also intends to
improve TGV coverage of major French cities in the Southern/Adantic
areas, Brittany and on the Mediterranean coast.

French electricity prices are among the most stable in the survey,
reflecting sound management of the network and supply.

France’s high-speed internet market is growing quickly and is catching
up with the leaders, spurred on by big price reductions. France is now
in line with the European average for broadband penetration rates and
has overtaken the UK, Spain and Germany. Growth in broadband
subscriptions is driving the French market, whereas cable connections

are more popular in the Netherlands and the USA.

Major efforts are underway to deploy high-speed networks across the
country, with the aim of achieving nationwide coverage by 2007.
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Infrastructure

High-speed train lines
km per million inhabitants (2004)
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PART 2 - Factors that determine attractiveness

ADMINISTRATIVE ENVIRONMENT

The administrative environment is the source of some of the weaknesses
most often picked up in opinion surveys. France passed two acts, on
2 July 2003 and 9 December 2004, to simplify legal and administrative
procedures. The new legislation contained around 100 new measures
that directly affect businesses, including the extension to social security
contributions of existing consultation/assessment procedures for tax
arrangements (known as “rescrit” procedures), streamlined tax penalty
mechanisms, and simplified building permits.

The Economic Initiative Act also introduced a raft of streamlining
measures in 2003. As a result, the World Bank now rates France second
for ease of registering a new business.'

Other surveys compare procedures across a broader spectrum of
administrative situations. For example, data from the World Bank
suggest that in France, as in most other countries, procedural burdens
resulting from employmentlaw are heavier at the hiring rather than the
firing stage, although the difference is particularly pronounced in France.
France placed ninth overall out of the ten benchmark countries, mainly
because of working-time regulations.

French regulations also come off badly in opinion surveys of
business executives. See for example the international survey carried
out annually by the IMD for its World Competitiveness Yearbook.

1> The World Bank uses four measures to assess the ease of registering a new business. France ranks first in
terms of capital requirements, second for duration (the selected criterion), third for cost, and sixth for the
number of procedures (chart).
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Ease of registering a new business
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ADMINISTRATIVE ENVIRONMENT (CONT.)

No country has a truly high opinion of the way its tax system is
organised. Companies in Spain display the most positive views, but
even there the tax system scores just 4 on a scale of 1 to 7 for simplicity
and transparency.

French businesses found their tax system to be more efficient in 2004,
with France moving up four places compared with last year’s survey.

However, international organisations carrying out cross-country
comparisons rate France as one of the best of the benchmark countries
in terms of the effort made by government departments to use the
internet to lower administrative costs. A European Commission paper
also showed that the sophistication of France’s public services was
above the European average.
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Administrative environment
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COSTS AND TAXATION

France’s hourly labour costs are slightly below the European average
and are lower than those in the USA. And yet, since 2002, the euro’s
rise has automatically increased labour costs in dollar terms in euro area
countries.

Comparing labour costs is problematical, because production in
different countries involves different currencies and pricing systems.
Furthermore, labour costs are not measured against labour productivity,
which limits the scope of the comparison.

For this reason, cross-country comparisons of cost-competitiveness
typically refer to changes in unit labour costs, defined as labour
compensation divided by real value added. France has achieved good
performances in terms of unit labour costs in the sectors that are most
exposed to international competition, such as manufacturing. Between
1995 and 2004, unit labour costs in these industries fell by over 10%.

Moreover, a paper by KPMG' on financial costs affecting businesses
in developed countries (labour, facilities, transportation, corporate tax)
placed France third in a relatively close-knit group alongside the UK,
Italy and the USA, with Germany and Japan some way behind. France
has a slight edge over the USA in the manufacturing sector and an even
bigger lead in R&D.

The French income tax system favours married wage-earners with
children because of the rebates available under “family quotient”
arrangements. However, following the across-the-board reduction in
income tax rates, the system is now also attractive for high-earning
single people without children (e.g. executive managers).

1> KPMG, The CEQ’s Guide to International Business Costs, 2004.
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Costs and taxation

Hourly compensation costs for workers in manufacturing
(including mandatory social security levies)
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COSTS AND TAXATION (CONT.)

“Impatriates” (expatriates living in France) pay different rates of tax
depending on their situation. A married couple with two children will
pay a low average rate of tax. Single people, meanwhile, do not enjoy
such favourable tax treatment, a fact that is true across all income
brackets. The special new tax arrangements for impatriates, which
apply to people who were appointed to a position in France from 1
January 2004 onwards, have moved France from sixth to fourth place
out of the seven European benchmark countries for the €200,000
bracket, a rank that remains unchanged even when social security
contributions are factored in.

France, the USA, Spain and Belgium are the countries that apply the
highest nominal rates of corporate tax. The corporate tax rate shapes
a country’s image in terms of taxation and determines the pattern of
profit transfers. But it is not the only yardstick of the effective tax
burden, firstly because it obscures the wide range of tax-base rules and
secondly because many other levies have to be taken into account.

France does slightly less badly in terms of the average effective tax rate
(AETR). Used to provide an ex ante simulation of the rate that would
apply to income from a new investment, the AETR is a key factor
in any decision to set up a new base. However, it does not take into
account taxation of households or the effects of tax optimisation.

NB: the AETR given opposite is the domestic rate and does not take into account
tax treatment for foreign investments (impossible to compare this indicator with
the one referred to in the first scoreboard).
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Costs and taxation

Effective tax rate for impatriates
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COSTS AND TAXATION (CONT.)

The French system of levies is characterised by high social security
contributions. These are reflected in the indicator that tracks the ratio
of contributions to labour costs (39%). However, the comparison of
hourly compensation costs for workers in manufacturing (see chart on
page 31) shows that France can still compete despite the high level of
social security contributions.

The rate of tax and social security contributions gives a measure
of the tax burden on the economy and provides an indication of the
level of public goods. However, it does not show how the tax burden
breaks down between economic agents (from the standpoint of
attractiveness, it is the rate applicable to mobile factors of production
that is particularly problematic). Furthermore, and even more
disappointingly, international comparisons fail to capture the use by
some countries of private insurance policies for services that are covered
by social security costs in France.
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Costs and taxation

Social security contributions as a % of labour costs (2003)
for an average worker (PPP)
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France's Image as analysed
by iIndependent institutions

A number of organisations publish regular reports on the competitiveness and attractiveness of different
economies. Some construct composite indices that they use to “rank” countries.

These composite indices measure various aspects of competitiveness and attractiveness. The WEF and
IMD indices measure an economy’s overall competitiveness; the AT Kearney Globalization Index measures
openness to the international economy; the World Investment Reports FDI Performance Index tracks
actual attractiveness to international investment; while the World Investment Reports FDI Potential Index
and the AT Kearney Confidence Index measure potential attractiveness to international investment. The
Heritage Foundation’s Economic Freedom Index ranks countries according to government involvement in
the economy, while the UN Human Development Index weights standard international comparisons of per
capita income adjusting for levels of healthcare and education.

These disparate indicators and the rankings they produce are routinely criticised on methodological grounds'.
The weightings assigned to different criteria, in particular, are singled out as a problem. The process works
against France when areas in which the country is weak receive a hefty weighting. Nevertheless, these
rankings provide an invaluable tool for assessing France’s image, by indicating how international institutions
perceive the country’s attractiveness. The IMD, WEF and AT Kearney indicators are especially important
benchmarks in this regard.

Independent organisations also draw on their comparative data to perform detailed analyses that are far more
pertinent than the much-publicised overall rankings. At a finer level of analysis, their assessments often square
with the findings of our scoreboard, although in some cases they seem to contradict the observed facts.

For example, the IMD identifies the following strengths and weaknesses in its assessment of France?
(we separate statistical data from opinion survey answers, which may be less reliable):

* Strengths in the order in which they are presented: statistical data: portfolio investment assets, direct
investment stocks inward and abroad, exports of goods and services, terms of trade index, high-tech exports,
number of patents secured abroad; opinion survey: maintenance and development of infrastructure, health
infrastructure, energy infrastructure, immigration laws, political stability, distribution infrastructure, quality

of life.

* Weaknesses: statistical data: employer and employee social security contribution rates, collected total
tax revenues, effective personal income tax rate, working hours, remuneration in services professions and
manufacturing (comparison also made with developing countries), mobile telephone costs, remuneration of
management, GDP growth, central government domestic debt, investment in telecommunications, stock
market index; opinion survey: responsiveness of national culture to foreign ideas, understanding of the
need for reforms, flexibility and adaptability of people when faced with new challenges, attitudes towards
globalisation, labour legislation, hostile labour relations, values of society with regard to competitiveness.

1> See for example the Competitiveness Report by the Conseil d’Analyse Economique (2003).

2> World Competitiveness Yearbook 2005. Some 80 respondents, including senior managers and chief executives, gave their opinions
about France’s strengths and weaknesses.
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COMPOSITE RANKINGS COMPILED BY INDEPENDENT INSTITUTIONS

RANKING OUT OF THE TEN
BENCHMARK COUNTRIES

FRANCE'S
LEADER RANK (*)
)

WORLD RANKING

FRANCE'S
LEADER RANK
15

METHOD

AT Kearney Netherlands 4(4 Ireland Composite index based on several dozen

(Globalization Index, 2004) of 62 indicators measuring the country’s openness to
different flows (trade, capital, ideas, technology)

AT Kearney USA 4 (6) China 6 Findings of a survey of opinion among private

(Confidence Index, 2004) of 64 sector decision-makers on the country’s image

World Investment Report Belgium / 4(8) Belgium / 50 Three-year average (2000-2002) of FDI inflows

(FDI Performance Index, 2004) Luxembourg Luxembourg of 140 as a percentage of GDP

World Economic Forum USA 6 (5) USA 12 Composite index based on several dozen

(Business Competitiveness Index, of 103 indicators measuring business competitiveness

2004) in the country (company operations and
strategy, business environment)

UN Netherlands 6 (6) Norway 16 Composite index based on a number of

(Human Development Index, 2004) of 177 indicators of healthcare, education and per
capita income

World Investment Report USA 6(7) USA 14 Composite index based on a dozen indicators

(FDI Potential Index 2004) of 140 of the country’s attractiveness to flows of
foreign investment

IMD USA 7(7) USA 30 Composite index based on some 200

(Global Competitiveness Index, of 60 (**) quantitative indicators of competitiveness

2005) (overall economic performance, infrastructure,
technology, administration)

World Economic Forum USA 8(7) Finland 27 Composite index based on several dozen

(Growth Competitiveness Index, of 104 indicators measuring overall factors of growth

2004) (macroeconomic, political and technological
environment)

Heritage Foundation UK 10 (9) Hong Kong 44 Composite index based on several dozen

(Economic Freedom Index, 2005) of 155 indicators measuring government involvement

in the economy (tax, public spending,
regulations, etc.)

(*)  Numbers in italics and in brackets indicate the rank in the 2004 scoreboard

(**) Includes the large regions used in the IMD comparison
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SELECTING COUNTRIES
AS BENCHMARKS TO ASSESS
FRANCE'S ATTRACTIVENESS

For each indicator, France is, where possible, ranked out of ten countries. We used five indicators to select
eight benchmark countries from the world’s leading nations in terms of attracting international investments
and skills. We also took economic ties with France into account, thereby capturing the economic importance
of geographic proximity and institutional factors.

The five key criteria were:

1. total FDI (inflows and outflows)

2. bilateral FDI flows between the country and France

3. total foreign greenfield investments (inflows and outflows)

4. bilateral greenfield investments between the country and France
5. the number of foreign students from OECD countries

The benchmark countries selected on this basis were, in order: the USA, the UK, Germany, Spain, the
Netherlands, Belgium, Japan and Italy. We added a ninth country, Poland, as the biggest of the new EU
member states, to represent that category. In rankings drawn up on the basis of the five main criteria, Poland

comes 15th, behind Switzerland, Sweden, Canada, Ireland and the Czech Republic.

In addition to the ten-country ranking, we compare France’s performance with the European average
(the 15-member EU in each case, sometimes the 25-member EU). Other major countries like China are
also included where necessary.
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CRITERIA USED TO SELECT NINE COUNTRIES AS BENCHMARKS
FOR ASSESSING FRANCE’S ATTRACTIVENESS

Reminder: Worldwide: FDI Partners Europe: Partners of Worldwide: Overall ranking
main trading inflows + outflows | of France: Bilateral inward and outward France: greenfield Foreign students
partners of France 2000 - 2002 FDI flows 2002- greenfield investments | investment inflows from OECD
2002 2002 & 2003 and outflows countries (2001)
2002&2003
X+M Rank FDI Rank FDI Rank N° Rang N° Rank N° Rang | Sumofthe Rank
2003 inflows M France (2) (3) (4) (5) 5 ranks
€bn + inflows
outflows and (142+3+4+5)
€bn outflows
€bn
France n/s n/s 483 3 n/s n/s 1043 n/s n/s n/s 41 480 4 n/s n/s
USA 429 6 854 1 87.9 2 1221 1 203 1 174,147 1 6 1
UK 52.0 4 575 2 136.2 1 898 2 109 3 132,845 2 10 2
Germany 103.0 1 398 4 39.7 5 876 3 115 2 103,550 3 17 3
Spain 56.5 3 193 7 94 8 586 4 104 4 25,818 6 29 4
Netherlands 273 7 289 5 542 4 289 6 31 9 9,840 13 37 5
Belgium 49.7 5 88 13 71.0 3 248 10 56 6 22,805 7 39 6
Japan 15.6 9 125 8 83 10 295 5 47 7 21,279 9 39 6
Italy 58.7 2 94 1 123 7 288 7 72 5 12,911 12 42 8
Switzerland 18.1 8 m 9 6.1 12 217 12 45 8 20,023 10 51 9
Sweden 8.6 " 104 10 84 9 221 " 19 13 15,815 " 54 10
Canada 41 18 228 6 334 6 74 19 22 12 n/a 22 65 "
Ireland 8.8 10 74 14 6.1 12 193 13 12 16 6,218 14 69 12
Denmark 5.0 15 93 12 3.7 14 149 15 9 17 5,344 15 73 13
Czech 4.2 17 20 20 1.6 17 287 8 18 14 4,757 16 75 14
Republic
Poland 76 13 19 21 6.8 " 178 14 29 10 1,635 21 77 15
Austria 6.3 14 31 18 1.0 19 109 16 6 18 21,974 8 79 16
Hungary 39 20 6 23 0.4 22 278 9 27 1 4,319 17 82 17
Australia 2.8 21 49 16 17 16 24 22 0 23 27,069 5 82 17
Portugal 77 12 36 17 1.0 18 105 18 16 15 n/a 22 90 19
Finland 4.0 19 62 15 0.6 20 106 17 5 19 2,223 20 91 20
Norway 5.0 16 22 19 25 15 60 20 5 20 4,240 18 92 21
New 1.0 22 8 22 0.5 21 5 23 1 22 2,641 19 107 22
Zealand
Luxembourg n/a n/a n/s n/s 13.0 n/s 31 21 5 21 n/a 22 n/s n/s
China 20.7 8 151 8 0.9 20 18 n/s 4 n/s n/a n/a n/s n/s

Sources: Customs (French trade), Banque de France (French FDI), UNCTAD (world FDI), Invest in France Agency (greenfield investments), OECD (students)

Remarks:

1) Bilateral flows of greenfield investments with non-European countries are underestimated because the data capture only outward investments from those countries.

2) China is positioned with respect to the industrialised countries, but does not affect their relative rankings.
3) French greenfield investments are hard to compare with those of other countries, because different observatories gather the data.
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FOREIGN STUDENTS IN FRANCE

ADDITIONAL DATA TO ASSESS THE ATTRACTIVENESS
OF THE FRENCH EDUCATION SYSTEM

Over the last 20 years, there have been two main shifts in the subjects taken by foreign students in French
universities. The proportion of foreign students taking economics, management and administrative courses
doubled to 20% between 1980 and 2003, while the proportion enrolled in healthcare-related programmes
fell by half over the same period, coming to 11% when the 2003 intake was registered.

Foreign students enrolled in universities in 2003-2004 by course level
(France as a whole)

First degree Master’s PhD Total
EU excl. France 48,2 41,7 10,1 100
Europe excl. EU 49,5 40,3 10,2 100
Asia 47,3 39,6 13,1 100
Africa 51,4 393 9.3 100
USA & Canada 47,8 36,9 15,3 100
Oceania 65,6 26,7 7.7 100
N/a incl. stateless people 63 31,5 55 100
Total 49.8 39.6 10.5 100

Source: Education Ministry (Forecasting Dept.)

Number of foreign students enrolled in tertiary education
(Metropolitan France + overseas departments)

1990-91 2000-01 2003-04 2003-04 (6)
Universities and similar institutions 131,901 137,559 194,194 13.6
General courses and healthcare 128,843 132,340 187,602 14.3
Tech. schools (IUT) 3,058 5,219 6,592 5.8
Teacher training colleges (IUFM) 477 510 0.6
Advanced technical courses (STS) (5) 5,969 8,292 9,657 4.1
Preparatory classes for specialised schools (CPGE) 1,310 2,168 2,806 3.9
Non-university accounting courses 234 385 457 6
Tech. universities 477 410 1,043 15
National polytechnic institutes (INP) 1,661 1,683 2,311 18.1
Other non-university engineering courses (1) 1,789 3,342 5,409 8.2
Business, management, sales and accounting schools 2,519 6,300 9,983 124
Fine arts schools (2) 5,328 5,303 7,457 12.1
Schools of paramedicine and social services (3) 1,289 678 1,395 1.2
Other schools and training courses (4) 8,671 8,011 10,078 11.9
Metropolitan France + overseas departments 161,148 174,608 245,300 10.9
As a % of the total number of students 9.4 8.1 10.9

Source: Education Ministry (Forecasting Dept.)

(1) Includes engineering internships (2) Includes schools of architecture, journalism and communication (3) Estimated figures for social
services in 2003-2004, estimated figures for healthcare in 2001-2002 (4) Mixed group (5) Includes post-vocational training certificates (BTS)
and applied arts diplomas (DSAA) in 1990-1991 (6) As a % of the total number of students enrolled in the given course
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Appendix 2

.\

Foreign students enrolled in tertiary education, by origin country
and by university course (2003-2004)

Africa USA & Canada All
nationalities

Law 14.6 10.8 7.4 1.3 11.2
Economics, 16.3 22 21.3 9.7 19.7
administration
Arts, 46.8 23.6 38 58.1 34.1
social sciences
Science, 12.3 26.9 189 129 21.1
sports studies
Healthcare 8 12.2 1.3 6.7 10.6
Tech. schools 2 44 3 1.3 34

Total 100 100 100 100 100

194,194

Population

100,408

Source: Education Ministry (Forecasting Dept.)

Foreign students in France, by university course area,
1980-1981 to 2003-2004

1980 1990 2001 2003
Law 11% 11% 12% 11%
Economics, 10% 10% 18% 20%
administration
Arts, 36% 34% 35% 34%
social sciences
Science, 22% 22% 20% 21%
sports studies
Healthcare 20% 17% 10% 11%
Tech. schools 2% 2% 4% 3%
Total 100% 100% 100% 100%
Population 136,311 131,654 159,463 194,194

Source: Education Ministry (Forecasting Dept.)
Foreign students enrolled in tertiary education, by host country (2001-2002)

[ usA
Bl uK

|:| Germany
[ ] Australia
- France
:] Japan
- Spain
|:| Belgium
- Switzerland
- Italy

France
9%

Australia

10% Germany
12%

Source: OECD, Education Ministry (Forecasting Dept.)

:] Other OECD

- Partner countries
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