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A
fter the S

econd W
orld W

ar, France pur-
sued m

odernisation under the im
petus and 

guidance of central governm
ent. S

tate 
patronage allow

ed French capitalism
 to 

build com
petitiveness clusters in transport, 

energy, construction m
aterials and chem

-
icals. W

ith the introduction of the C
om

m
on 

M
arket, the industrial m

odel shifted in  
favour of increased com

petition, w
ith cur-

rency devaluation occasionally used to 
offset a lack of com

petitiveness. European 
constraints changed the rules of the gam

e 
as financial deregulation began to gather 
steam

. The 1983 w
atershed for com

peti-
tive disinflation caused a passive trend 
tow

ard neoliberalism
, w

hich turned active 
in 19

9
5 w

hen the fabric of capitalistic  

interests cam
e apart at the seam

s and the 
sudden surge of U

S and U
K

 shareholders 
in C

A
C

40 com
panies caused upheaval in 

corporate governance. French capitalism
 

em
braced pro-shareholder governance 

w
ith open arm

s, in contrast to the stake-
holder view

 prevailing in G
erm

any. The 
com

bination of an overw
helm

ing focus on 
pushing up share prices and pursuing a 
hierarchical, pyram

id-style approach to 
business organisation (a long-standing 
French tradition) strongly discouraged 
m

anagers from
 adopting any innovation in 

productive investm
ent.

M
anagem

ent dependency on com
pany share 

prices through stock options and the threat 
of hostile takeovers led by hedge funds and 
investm

ent banks left business strategies 
prey to the w

him
s of stock m

arkets. P
rivate 

equity (P
E) provides a cap italistic alternative 

to flotation. H
ow

ever, PE is particularly harm
-

ful to long-term
 strategies given that m

ore 
than 70

%
 of a buyout can be financed by 

debt instead of a real equity contribution. 
Private equity funds use the assets and future 
revenues of the com

panies they target as 
collateral to secure their loans. Lending banks 
in turn use asset-backed securities (A

B
S) to 

spread risks am
ong investors. B

oards of di-
rectors are m

ade up of m
anagers from

 the 
target com

pany (the ones not laid off) and 
representatives from

 the private equity fund. 
The fund m

anagers seek to squeeze as m
uch 

profit out of the target com
pany w

ithin three 
to five years to repay their debts and use 
leverage to secure returns of m

ore than 20%
. 

Such strategies m
ight be com

patible w
ith the 

sudden grow
th of start-ups. In m

ost cases, 
how

ever, they represent a form
 of governance 

based on stripping and regrouping available 
assets, destroying rather than creating value 
to divvy up profits am

ong a financial elite to 
the detrim

ent of the w
orkforce.

slow
dow

n in productivity. P
ayroll costs m

ay 
w

ell be grow
ing in France m

ore than else-
w

here, but that is because productivity is 
stalling.

This offers a new
 perspective on the issue 

of com
petitiveness. If France is losing 

ground, then it is because its firm
s are fail-

ing to invest enough in innovation, largely 
because its business leaders and ow

ners 
refuse to do so or because they cannot do 
so. In the first case, w

e need to consider 
the type of corporate governance cultivat-
ed by the financialisation of the econom

y. 
In the second, w

e need to look beyond the 
capacity of com

panies to produce techno-
logical, hum

an, inform
ation and financial 

resources and assess the kind of innov-
ation system

s in w
hich they use them

.
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e
t u

s start w
ith

 th
e 

F
rench exam

p
le. E

ver 
since the G

allois report, 
there has been no deny-
ing the fact that French 
industrial perform

ance 
deterio

rated signifi
cantly in the ten 

years preceding the crisis. R
ising w

ages 
and shrinking m

argins are com
m

on excuses 
for shortcom

ings in m
anagem

ent account-
ability. C

om
petitiveness is seen solely as a 

reflection of payroll costs, w
hich naturally 

points the finger at the labour m
arket. Indus-

trial policy is content to focus on internal 
devaluation, resorting to w

age deflation, 
pitching one country against another.

The m
edia overlooks the lack of research 

and developm
ent am

ong com
panies in 

southern Europe, France included. S
ince 

2002, R
&

D
 in the private sector has never 

exceeded 1.4%
 in France, com

pared w
ith 

an average of 1.9
%

 in G
erm

any, 2.0
%

 in 
the U

nited S
tates, 2.5

%
 in Japan, and 

2.8
%

 in Sw
eden. M

eanw
hile, French com

-
panies continue to lose ground in autom

at-
ing industrial production processes: they 
had bought 3.5 tim

es few
er industrial ro-

bots than their G
erm

an counterparts in 
2001; seven tim

es few
er in 2011. R

esearch 
into total factor productivity (TFP

) show
s 

that the particularly dated assets of French 
com

panies are a key contributor to the 

FIN
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N
C

E, C
O

M
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N
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A
N

D
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O
M

P
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N

Divergences between countries in the industrial com
petitiveness 

– especially between France and Germ
any – are causing econom

ic 
dislocation in the euro zone and underm

ining Europe’s ability  
to com

pete on the international stage. These problem
s have been 

com
pounded by the increasing financialisation of corporate 

governance and an ideology hostile to industrial policy. Rem
edying 

this situation requires a com
bination of two priorities:  

m
ulti-stakeholder governance and the developm

ent  
of innovation solutions.

by M
ichel A

glietta

L
K

ey Points

!Shareholder governance  
is subject to the whim

s  
of stock m

arkets and  
focuses on clearing debts.  

It encourages o"shoring and 
therefore deindustrialisation.

!Protecting m
arket share in  

a highly com
petitive 

environm
ent requires  

the pursuit of increm
ental 

innovation based on  
the valorisation  

of intangible assets.
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S
takeholders have a range of interests. 

The board of directors does not act on 
behalf of a single party. It sets com

pany 
policy, and com

es to agreem
ent through 

deliberation. A
s a result, it has a strategic 

objective that is reflected in standards of 
governance. It is the board’s role to oversee 
the com

pany m
anagem

ent – or technos-
tructure – to ensure that it com

plies w
ith 

standards of governance. S
ince the cor-

porate body entrusts its representative(s) 
– the board of directors – w

ith the task of 
organising the com

pany, then governance 
– through w

hich the board interacts w
ith 

all aspects of the business structure – 
m

ust ensure that stakeholder coordination 
is not hijacked by the interests of m

anage-
m

ent alone. M
ulti-stakeholder governance 

im
plies the use of checks and balances: 

separation of pow
ers betw

een the chair-
m

an and the C
EO

; internal audit com
m

it-
tees reporting to the board of directors and 
distinct from

 m
anagem

ent; objective  
criteria and m

ethods for m
easuring  

m
anagem

ent perform
ance; agenda under 

the responsibility of the board chairm
an.

B
ecause it draw

s on the creativity of  
the com

pany’s hum
an resources, m

ul-
ti-stakeholder governance is key to  
com

petitiveness. Indeed, com
parative ad-

vantages com
e from

 w
ithin. P

roductivity 
stem

s largely from
 collective learning

:  
tacit know

ledge obtained by pooling skills 
in a m

anner that builds on individual capa-
bilities; inform

al interaction betw
een em

-
ployees through horizontal structures; 
m

otivation through em
ployee em

pow
er-

m
ent. O

nly m
ulti-stakeholder governance 

in w
hich em

ployees are actively represent-
ed on the board can create the system

 of 
checks and balances needed to cultivate 
collective skills as a factor of production. 
C

orporate social responsibility is neither a 
“touch of soul”, nor a cost: it is an intangi-
ble asset that can increase overall produc-
tivity by increasing the efficiency of the 
labour factor.

C
O

M
PETITIV

EN
ESS  

A
N

D
 IN

N
O

VATIO
N

 SYSTEM
S

Yet there is m
ore to the m

atter. C
om

peti-
tiveness based on intangible assets con-
siders com

pany stakeholders beyond the 
legal boundaries of the corporate body. 
There are no clearly defined ow

nership 
rights for intangible assets. Intangible as-
sets are a source of positive externalities 
betw

een the com
pany, other com

panies, 
public entities and the local com

m
unities 

in w
hich com

panies are based. They create 
a close bond betw

een industry and servic-
es, business strategy and econom

ic policy, 
resulting in products and solutions that are 
in tune w

ith social issues: exam
ples include 

the circular econom
y, energy transition, 

urban renovation, health and lifestyles. 
They are often non-rival and a source of 
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This approach is taken to the extrem
e  

in the private-equity m
odel, but it is also 

w
idespread in all firm

s governed by  
shareholder value. A

cross 21 E
uropean 

countries, foreign shareholders – including 
pension funds, private equity firm

s and 
hedge funds – held an average of 37%

 of 
com

pany shares in 2008
, com

pared w
ith 

29
%

 in 2003. This transform
ation in Eu-

ropean shareholding based on the m
odel 

m
ade popular in the U

S and U
K

 has led to 
the disappearance of core shareholders 
and a loss of m

ajority ow
nership over tim

e. 
The stock m

arket has becom
e the only key 

shareholder, w
ith m

arket value the sole 
m

anifestation of shareholder interests. This 
has had a disastrous im

pact on m
ethods 

of governance. Firm
s are no longer seen 

as going concerns that require solid back-
ing over tim

e to develop a long-term
 pro-

ductive investm
ent strategy. The W

all 
Street m

odel considers a com
pany to be 

nothing m
ore than a group of assets that 

can be sold off separately on the stock 
m

arket. Liquidity supplants long-term
 com

-
m

itm
ent as the prim

ary focus, as investors 
seek to m

axim
ise earnings. The financial 

crisis has exacerbated this distortion.  
The drive to shed debt has becom

e  
the num

ber-one m
anagem

ent priority,  
w

ith m
assive fluctuations in share prices 

indicative of price-risk instability, w
hich 

fetters investm
ent.

P
rivate equity can spur innovation. H

ow
-

ever, it is a com
pletely different type of 

private equity that helps sm
all and m

idsize 
businesses to pursue new

 ideas: the type 
w

hich involves a long-term
 com

m
itm

ent, 
w

hich clears debts, w
hich com

bines ven-
ture capital w

ith strategic expertise for 
fragile yet grow

ing com
panies. A

ll this re-
quires a w

holly different approach to gov-
ernance.
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The concept of governance in the interests 
of shareholders alone stem

s from
 an ide-

ological view
 that gained a follow

ing in the 
U

nited States in the 1970s and becam
e 

m
ore w

idespread in the 1980s. This view
 

is based on a m
istaken conception of the 

com
pany that fails to distinguish betw

een 
the actual business and the “private firm

 
on paper.” A

 com
pany is an undertaking 

involving a group of people w
orking to pro-

duce som
ething that contributes to socie-

ty. A
 group of people is not som

ething that 
can be ow

ned. In contrast, the “private firm
 

on paper” is a corporate body in the shape 
of a legal entity that determ

ines the pur-
pose of the com

pany. This purpose is cap-
italist: it follow

s the abstract reasoning that 
sees capital in term

s of accum
ulation and 

therefore the autom
atic grow

th in m
one-

tary value. In this sense, the private firm
 

ow
ns the com

pany. H
ow

ever, the share-

holders sim
ply ow

n part of the firm
’s assets. 

They are the rightful ow
ners of the firm

 as 
a legal entity, but in no w

ay represent all 
of its stakeholders.

Those w
ho defend shareholder sovereign-

ty claim
 that it is w

arranted because all of 
the com

pany’s other relations are im
plicit-

ly part of the nexus of contracts and there-
fore carry prices equivalent to m

arket 
value. S

uch claim
s do not hold w

ater. A
 

com
pany is essentially a team

. W
hat m

akes 
that team

 effective is the cooperation and 
synergy betw

een its m
em

bers and their 
skills. A

s a consequence, a com
pany’s 

share price does not fully reflect its use to 
society. The conflict of interests betw

een 
shareholders and the people w

ho m
ake up 

the com
pany w

arrants another distribution 
of pow

er, in the shape of m
ulti-stakehold-

er governance, and a conduit for that pow
-

er, in the shape of the board of directors, 
w

hich is m
ore than sim

ply a m
outhpiece 

for shareholders.
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have invested heavily in E
astern Europe to 

hone the com
petitive edge of innovation 

system
s based on their hom

e turf. They 
have m

ade a point of integrating their for-
eign investm

ents closely into their indus-
trial system

s back in the Länder. M
ean-

w
hile, under the influence of their U

S and 
U

K
 shareholders, French com

panies have 
allow

ed them
selves to go adrift, even off-

shoring their research facilities.

The M
ittelstand is a sort of self-perpetu-

ating ecosystem
 that creates a virtuous 

circle underpinning its ability to w
eather a 

storm
 and stand the test of tim

e. A
t its core 

is a continuous im
provem

ent in the quality 
of intangible assets. It enables ongoing 
innovation by increm

ents, som
ething 

French com
m

entators like to call la perfec-
tion du banal (“im

proving on the ordinary” 
or “building on the banal”). A

s a result, it is 
not a system

 that m
akes sudden forays 

into areas of radical innovation. Instead, 
the industry-w

ide increm
ental approach 

provides a source of invaluable com
petitive 

advantages that can ensure solid m
arket 

share and secure healthy m
argins. S

ound 
trading accounts allow

 M
ittelstand firm

s 
to use cash as their prim

ary source of in-
vestm

ent, enabling businesses to rem
ain 

for the m
ost part fam

ily run. This leaves 

supervisory boards free to pursue an in-
dependent strategy in the long term

, m
ean-

ing they can m
aintain their razor-thin focus 

in the quest for increm
ental innovation and 

m
arket share.

There are three lessons to be learned from
 

the G
erm

an experience. First, innovation 
is usually increm

ental once you have a  
solid industrial base. Second, niche dom

es-
tic m

arkets can lead to highly profitable 
exports into global m

arkets. Third, it is 
possible to safeguard a w

ide array of busi-
ness activities against com

petition from
 

em
erging countries through a policy of 

innovation that builds on strengths.

S
ocial innovation is the predom

inant factor 
in im

proving com
petitiveness, involving 

governm
ent initiatives to retrain w

orkers, 
w

ith close ties betw
een businesses and 

schools to prom
ote apprenticeships. Tw

o 
other points of note, lacking in G

erm
any 

but prevalent in S
candinavia, include equal 

career opportunities for m
en and w

om
en, 

and governm
ent aid to provide child care 

for preschoolers.

The self-sustaining dynam
ic of industrial 

grow
th im

plies an organised balance of 
pow

er betw
een public authorities and pri-

vate stakeholders. It also requires policies 
dedicated to innovation system

s. Industrial 
strategy m

ust be an integral part of local 
policy. In France, it falls to the regions to 
prom

ote a new
 m

indset. They m
ust  

select com
panies capable of developing 

regional com
petitive advantages, identify 

prom
ising sectors of industry and pursue 

pilot initiatives backed by public-private 
funding. To encourage sm

all and m
idsize 

busi nesses to innovate and export, it m
ight 

help to introduce a specific status for in-
novative S

M
E

s w
ith access to attractive 

financing solutions w
hile ensuring m

ore 
effective support for S

M
E

s abroad. Lastly, 
repatriating industry and fostering incre-
m

ental innovation requires using sustain-
able developm

ent as part of a strategy on 
both a European and national scale.
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return that is not im
m

ediately appropriable. 
They m

ust be calculated on the basis of 
notional value. They im

prove the efficiency 
of all production processes and the quality 
of products. From

 a com
pany standpoint, 

intangible assets offset the drop in the 
m

arginal productivity of physical capital 
invested as it grow

s. This is because intan-
gible assets incorporate know

ledge and 
are not destroyed through use. O

n the 
contrary, their m

arginal productivity grow
s 

through use. W
hen com

panies are organ-
ised into netw

orks that internalise exter-
nalities resulting from

 this interplay, they 
create innovation system

s. M
aking the 

m
ost of this coordination requires a form

 
of governance that recognises the diver-
sity, capacity for interaction and m

obility 
of hum

an resources. In other w
ords, it re-

quires extended stakeholder governance.

There is no single innovation system
 that 

is superior to the rest. D
ifferences stem

 
from

 the cultural traditions, theories on 
education and ideologies that shape the 
w

ays in w
hich com

panies are view
ed. The 

venture capital contribution to the innova-

tion system
 in the U

nited S
tates is w

ell 
know

n. This approach m
akes individualism

 
an influential aspect of the business m

ind-
set. E

ntrepreneurs – often w
ith a back-

ground in governm
ent research – secure 

the backing of angel investors, w
ho help 

them
 get started on the path to grow

th in 
areas of innovation in w

hich there is real 
sym

biosis betw
een entrepreneurs. They 

m
aintain m

om
entum

 w
ith the help of  

private equity firm
s, w

hich allow
s them

  
to avoid the prem

ature burden of debt. 
Success or failure is settled by the N

asdaq.

This approach to industrial organisation is 
a far cry from

 traditional practices in A
sia. 

In Japan, sm
all and m

idsize enterprises are 
an integral part of the value chain for m

a-
jor corporations. S

M
E

s are not seen as 
subcontractors to be used as a m

eans of 
outsourcing costs; instead, they are view

ed 
as partners on industrial projects. C

hina’s 
G

uanxi capitalism
 is m

odelled on a netw
ork 

of connections deeply rooted in C
onfucian 

tradition. E
xtended fam

ily relations, trust-
based ties forged through m

utual assist-
ance and shared ethical standards provide 
building blocks able to stand the test of 
tim

e.
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The M

ittelstand is a benchm
ark for com

-
petitive excellence in Europe. It contrasts 
sharply w

ith the hazy nature of the French 
industrial organisation that has follow

ed 
state w

ithdraw
al. The surge in G

erm
any’s 

strength as an exporter since the introduc-
tion of the euro contrasts w

ith the slow
 

deindustrialisation seen in France. The w
ay 

in w
hich leading com

panies have respond-
ed to the tougher com

petition ushered in 
by globalisation is instructive. G

erm
an firm

s 

“B
EC

A
U

SE  
IT D

R
AW

S O
N

  
TH

E C
R

EATIV
ITY  

O
F TH

E C
O

M
PA

N
Y’S 

H
U

M
A

N
 

R
ESO

U
R

C
ES, 

M
U

LTI-
STA

KEH
O

LD
ER

 
G

O
VER

N
A

N
C

E IS 
KEY TO

 
C

O
M

PETITIVEN
ESS.”

B
IB

LIO
G

R
A

PH
Y

• Agenor P-R
. and Dinh H

. (2013), From
 im

itation to innovation:  
public policy for industrial transform

ation, Econom
ic Prem

ise,  
no. 115, W

orld Bank
• Aglietta M

. and Réberioux A
. (2012), Financialization of the firm

,  
in H

andbook on the econom
ic theory of the firm

, M
. Dietricht and  

J. Kra"t eds, Edward Elgar
• G

allois L. (2012), Pacte pour la com
pétitivité  

de l’industrie française, rapport au Prem
ier M

inistre
• Kohler D. et W

eisz J.D.(2012), Pour un nouveau regard  
sur le M

ittelstand, Docum
entation Française


