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1. INTRODUCTION

Divestment decisions and foreign divestment decisions are shrouded in secrecy and this explains
the limited research in this area (McDermott, 2010). Furthermore the divestment decision is
one of the most difficult for executives to make (Boddewyn, 1979, 1983). Divestment decisions
may occur when there is a significant deterioration in the conditions of the operating environment
which leads to a deterioration in overall or subsidiary performance thus providing the motivation
for divestment. Executives are often very reluctant to make the divestment decision because of
its connotations with “failure”. Thus, often divestment decisions are taken only after the
appointment of a new CEO or major board room changes or the emergence of precipitating-
circumstances (Boddewyn, 1983; McDermott, 1989, 2010). Much of the extant research focuses
upon case studies of divestment and examines the causes of plant closures (Hood and Young,
1982; McDermott, 1986, 1989). These cases serve to highlight that divestment decisions are
highly centralized, and despite intense opposition from local stakeholders, are very seldom ever
reversed due to external pressures. Divestment theory suggests that given the current climate in
the European automobile industry that major divestments are overdue and should be expected
unless due to government intervention. The divestment process is not simply a major strategic
challenge but one that requires consummate skill in execution in order to minimize negative
impact upon corporate reputation. Of course, if the divestor chooses to exit the market completely
then they can afford to much less sensitive to public opinion (McDermott, 1986).

For several years, the European automobile industry has faced an excess capacity problem
that has been magnified by the worsening market conditions in the Euro zone. Excess capacity
is incompatible with efficiency and levels below 75 per cent usually result in losses. In 20009
the European average was 80 per cent. It is expected to be 66 per cent in 2013. In 2007 17.5
million light vehicles were sold in 2007. In 2012 the figure could be even less than 13m and is
expected to worsen in 2013 and recovery to 2007 levels is not expected prior to 2020 (Financial
Times, December 2, 2012). However, with rising unemployment, closing auto plants in Europe
can prove difficult – although not impossible - in the face of opposition from governments,
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media, politicians and unions. For example in the autumn of 2012 Ford of Europe which was
operating at 65 per cent capacity, announced the closure of three plants in Europe, Genk in
Belgium (late 2014) and two plants in the UK. This decision had been long expected (McDermott,
1993). The delay in closing Genk is a reflection of the nature of employee disclosure and
consultation obligations in the EU.

This paper examines the strategic divestment decisions in 2009-2010 of two multinational
corporations (MNCs), namely General Motors (GM), of the USA, and Renault, of France,
involving their European operations. In the case of GM, this involved foreign divestment that
was defensive in nature, and in the case of Renault domestic divestment that was offensive in
nature. McDermott (1993, 1996) indicated that whilst in the 1980s most divestments were
necessary for company survival, multinationals in the 1990s and beyond would be much more
prepared to undertake offensive divestments to maximize competitiveness. Boddewyn (1979,
1983) and McDermott (1986, 1989) have compared and contrasted the European vs US
approaches to divestment. Boddewyn (1979) suggested that European multinationals display
“a more pronounced sense of ‘social responsibility’”. He also indicated that “barriers to exit”
were lower in the case of foreign as opposed to domestic divestments (1983). McDermott (1986,
1989) concluded that organizational culture was much more important than country-of-origin
in terms of influencing approaches to divestments decisions and management of the process.

GM required radical surgery in order to survive. GM thus decided to divest a vital part of its
European operations, namely its Opel/Vauxhall subsidiaries. In contrast, Renault simply wanted
to increase its international competitiveness at the expense of jobs in France. As will be seen
below, each of these decisions resulted in each company becoming involved in complex political
negotiations with the national governments involved under the scrutiny of the European Union’s
Competition authorities based in Brussels. This paper examines events just prior to and following
these decisions.

GM’s success in Europe has been largely built on its acquisitions of Britain’s Vauxhall in
1925 and Germany’s Opel in 1929. Since those acquisitions, and especially since the formation
and enlargement of the European Union (originally European Economic Community), GM, in
common with other producers, has switched its European strategy from ‘multi-domestic’ to a
strategy of ‘high foreign investment, extensive co-ordination’ (Porter, 1986), and this resulted
in plant specialization and much wider market scope. Hence, a plant may produce one or two
models but does so for the entire European market. This maximizes economy of scale benefits.

Renault was a state-owned company during the period 1945-96, and this may have reduced
its flexibility in terms of dispersing its production operations in the EU and beyond. The company
continued to rely very heavily upon plants in France to serve the entire EU market, and it relied
on Western Europe for 65 per cent of its total revenues. Renault was thus essentially pursuing
an ‘export-based’ international business strategy (Porter, 1986). Since its privatization, Renault
has been playing ‘catch-up’ with other auto companies and their emphasis upon plant
specialization. However, as will be seen below, within France the company faces conflicting
expectations: to be globally competitive, and yet maintain its export-based strategy. Satisfying
both objectives creates a tension that the company needs to address if it is to avoid political
conflict in France. Whenever Renault expands its international production operations whilst
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simultaneously contracting its domestic facilities, then this provokes controversy and indeed
political rebuke in France. Perhaps, Renault has recognized it needs to address this realpolitik
when deciding upon its mode of global expansion. It would appear that global strategic alliances
and joint ventures provide the best means to satisfy the French Government and national interests,
as well as permit the company to deploy a global presence.

2. CONSOLIDATION AND GLOBALIZATION: THE TWIN DRIVERS OF THE AUTO
INDUSTRY

Since the mid-1980s, the widely held view is that consolidation of the automobile industry was
essential and inevitable, and that only a small number of enterprises would be able to survive as
global players. This belief led to a boom in the formation of strategic alliances and takeover
activity, involving domestic and international acquisitions, as companies battled to continue as
a global player, rather than lose independence to a rival. In terms of acquisition activity, the US
producers extended their brand portfolio by acquiring prestigious European marquees. GM
acquired Saab (Sweden), whilst Ford acquired Aston Martin (UK), Jaguar (UK), Land Rover
(UK) and Volvo (Sweden). None of these acquisitions was a success. This has resulted in
subsequent divestment in all cases.

A notable trend in the auto industry has been the success of non-European companies in the
European market. US producers were the first generation of successful entrants, followed by
the Japanese and now the South Koreans led by Hyundai Motors and its sister company, Kia. In
contrast, prior to the 1990s European producers had a history of establishing a US production
presence only to retreat in failure (e.g. France’s Renault in the mid-1980s). Despite the present
economic recession, or indeed partly due to its impact on changing US consumer preferences
for smaller vehicles, European producers such as Fiat and Volkswagen are re-entering the US
market. The renewed interest in the US market by European producers further threatens domestic
producers who have been losing market share first to Japanese producers and now those from
South Korea. Protecting domestic market share is thus a strategic priority amongst auto producers.
This will be a major consideration in the discussion below of GM and Opel.

In 2008, the global economy entered the deepest economic recession in living memory. Its
effects are well documented, and it has affected all major industries. Even prior to the onset of
this recession, the automobile industry faced numerous internal challenges. In the USA and
Europe, indigenous players had aged plants in high-cost locations, as well as labour relations
agreements that inflated their costs. They were also facing intense competition from Asian
producers (i.e. from Japan and South Korea) that had modern, newly established production
facilities, located in lower cost locations, and who had avoided entering into such costly
agreements with trades unions. The industry suffered from massive over-capacity, and this
required leading producers to explore means of consolidating their position in this increasingly
challenging industry. Thus by 2008 the deterioration in market conditions especially in Europe
provided the conditions for divestment.

The automobile industry and its auto producers thus face many challenges. There is excess
capacity, mainly arising from surplus production in high-cost developed country markets,
compelling industry consolidation and rationalization, whilst emerging markets offer growth
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opportunities, but most major producers lack the production capacity necessary to meet
anticipated demand in those markets. Consequently, major auto producers need to reconfigure
their global production networks.

On the other hand, success in the auto industry demands technological innovation, and this
present time is a crucial period as the industry seeks to develop technological solutions to the
challenges posed by escalating fuel costs and the environmental damages caused by conventional
combustion engines. Research and development activities are thus essential to competitiveness
in the auto industry. These, though, are located in or close to the major production facilities in
high-cost assembly locations. This breeds an internal tension for the MNC. It may be possible
to divest operations or relocate production to lower cost locations, but this could be at the
expense of access to world-class technology.

3. GM AND OPEL IN 2009

In recent years the entire structure of the automotive sector worldwide has changed dramatically.
Arguably, the single largest change in the industry was the bankruptcy of the American firms,
Chrysler and GM. On June 1, 2009, GM sought bankruptcy protection in order to unload debt,
cut costs, cut excess dealerships and eliminate unprofitable brands (Bensinger, 2009; van Praet,
2009b). Clearly, in terms of divestment theory such poor corporate performance provided the
motivation to ponder divestment.

By July, the firm had entered into a bailout agreement with the US and Canadian governments
and taxpayers for nearly $60 billion. Although the bankruptcy covered all GM brands in the
United States, GM international brands, including Opel and Vauxhall, were not included under
the bankruptcy agreement.

Opel for Sale. Beginning in early 2009, GM announced that it would seek a partner or sell
a part of the Opel subsidiary in an effort to raise money to restructure the company and revert to
profitability, something that had eluded the division for a number of years (“GM Reports Full
Year”, 2009). In late May 2009, just prior to GM’s bankruptcy declaration, GM signed a tentative
deal with Canadian parts manufacturer Magna International and Sberbank, a Russian bank
(“GM Close,” 2009; Boston, 2009; Jolly, 2009) to purchase Opel. The German government
preferred this deal, and Berlin agreed to provide Opel with €1.5 billion in bridge financing to
keep Opel operating in the short run (Schwartz, 2009).

Negotiations over control of intellectual property rights and the future of the European
subsidiary dragged over the summer, and GM began courting other potential investors. As a
result, in June and July GM also began discussions with the Belgian private equity firm,
Ripplewood Holdings (RHJ), and Beijing Automotive (Green and Saitto, 2009; Jolly, 2009)
regarding possible bids for the subsidiary while at the same time continuing discussions with
Magna (Jolly, 2009). The RHJ offer was particularly enticing because it involved only one
company and allowed GM the right to buy back a majority stake in the Opel division at a later
date (Hetzner 2009), though worries about the feasibility of actually getting the deal done revolved
around RHJs inability to make a profit since its inception in 2005.

The German government, led by Angela Merkel, clearly supported the Magna deal which
allowed GM to retain 35 per cent of the company, while relinquishing 10 per cent to Opel staff
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and 55 per cent to the Magna alliance, a move that could cause control problems should Magna
and Sberbank work together (Hetzner and Gruber, 2009). By August, GM’s new management
began having second thoughts about the Magna deal, although the board approved the plan in
theory in September 2009 while awaiting labour concession agreements from Opel workers.

The Merkel administration was keen to see the Magna alliance take over Opel, pledging a
total of €4.5 billion of financing for the deal, an effort seen by most as an attempt to preserve as
many German jobs as possible as half of Opel’s 50,000 European jobs are in Germany (Schwartz,
2009). The deal also included:

€ €250 billion each from Magna and Sberbank;

€ €265 million in cost savings from German labour, contingent on the Magna deal
materializing; and

€ €600 million from GM.

In the meantime, Germany came under intense scrutiny in other European countries that
hosted a GM plant (i.e. the UK, Spain, Belgium, Portugal and Austria) who all voiced concerns
that the German brokering of the Magna deal amounted to nothing less than a conspiracy designed
to force countries outside of Germany to bear a disproportionate amount of job losses (“German
Opel Workers,” 2009; Van Praet, 2009a). The British Government reportedly offered GM $800
million to safeguard 5500 jobs at Vauxhall, GM’s UK subsidiary (Boston 2009). Finally, the
European Union Competitive Commissioner, Neelie Kroes, warned Germany that its aid €4.5
billion aid package could not be limited to one particular offer, prompting the Merkel
administration to acknowledge that the money would be available for all bidders (Van Praet,
2009a).

GM Reverses its Decision to Divest Opel. On November 3, 2009, GM announced its decision
to retain Opel under the GM umbrella and abort any effort to sell its European operation to
Magna and Sberbank. A reversal of such a prominent divestment decision is most unusual
(McDermott, 1989). The reasons given for the change of heart revolved around perceived
improved business conditions, the strategic significance of Opel to GM, especially Opel’s
technological leadership in developing small, fuel-efficient vehicles, and the desire to find the
most secure and least expensive solution for ensuring the long-term future of Opel and Vauxhall
(van Praet, 2009a). However, several other issues influenced the decision. Clearly, the ability to
dump $95 billion of debt, plus the infusion of nearly $60 billion of capital arising from Chapter
11, put GM in a much better position by August (Bensinger 2009). In addition, the new GM
board, comprised almost entirely of new management at the behest of the Obama administration,
was concerned about loss of intellectual property (IP) along with the possibility of helping to
develop a stronger Russian competitor in the future (Bartsch, et al. 2009; Jolly, 2009; van Praet,
2009a). The idea that German government loans might be restricted to Magna was a sticking
point for GM, however, that concern vanished once Germany assured the EU and GM that
financing would not be tied only to Magna (Bartsch, et al., 2009). Once that occurred, GM was
free to derail the Magna deal and keep Opel within its complete control.

Once GM announced its intentions, both the Russian and German governments as well as
German labour organizations denounced the decision as ‘completely unacceptable,’ (Gruber
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and Heller 2009) essentially saying that GM had reneged on a deal to which they had agreed.
Although making the announcement the evening of the same day as Merkel’s address to the US
Congress and meeting with President Obama was not particularly good timing, there is some
indication that the bad timing was coincidental, as the regular board meeting just happened to
fall on the same day (Bartsch, et al., 2009). German labour vowed an immediate strike, and
Juergen Ruettgers, premier of the state of North Rhine-Westphalia, home to the Bochum Opel
plant, said that “’GM’ behavior show the ugly face of turbo-capitalism,” (Gruber and Heller,
2009).

The Merkel administration and the Magna consortium had been working to broker a deal
for over a year, so their dismay was understandable (Bartsch, et al, 2009). Indeed there was also
dissent within the ranks of GM. Opel CEO, Carl-Peter Forster disagreed publicly with the
decision, only to be replaced four days later by Nick Reilly, president of GM Europe (“GM
Europe,” 2009; James, 2010). In contrast, executives from the big three indigenous players in
Germany (i.e. VW, BMW and Daimler) were relieved that the German government would no
longer be offering financial support to a foreign-owned rival to the detriment of their own
competitiveness (Bartsch, et al., 2009). The decision also was welcomed by in the UK, Belgium,
and Spain, where the perception was that jobs in their countries would be at higher risk should
Germany be involved in a Magna alliance (Gruber and Heller, 2009; Neff, 2009).

Update. In January of 2010, GM announced 8300 job cuts in Europe, including 4,000 in
Germany, 900 in Spain and 500 in Britain (Reuters 2010- FACTBOX). It revealed its decision
to close later in the year its Antwerp plant (opened in 1924) in Belgium, where employment had
peaked at 7000 jobs (van de Velde and O’Donnell, 2010; White 2010), resulting in the loss of all
2,606 jobs.

GM is in the process of arranging financing for the restructuring of Opel. Germany indicated
that GM must repay the 1.5 billion euro bridge loan, and GM has done so (McGroarty 2009).
Current proposals have GM contributing €1.9 billion for Opel and Vauxhall while requesting
slightly under €2 billion from the governments where Opel has plants (Frey, 2010; Sheehan,
2010) and pledging an €11 billion investment in Opel over the next five years (Cremer and
Merx, 2010). GM is also seeking a €265 million wage concession from labour unions, but
negotiations on any such agreement appear to be stalled (Cremer, 2010).

Clearly the actions of virtually all of the players had less to do with making tough decisions
to maximize the long run viability of Opel and Vauxhall than the political ramifications of
saving jobs, and as a result, getting votes (Neff, 2009). Germany brokered a deal with Magna
and Sberbank that would hopefully retain all Opel plants and minimize German job loss. GM,
desperate for the €4.5 billion to restructure Opel listened attentively, but had concerns over loss
of IP to the Russians. So what were the key issues?

Key Issues: Did Germany tie the funds to Magna acceptance and cut a deal for retention of
German jobs and factories? The answer really depends upon whom you ask. Clearly the Spanish,
Belgians and Brits would suggest that cutting a deal for German jobs was precisely the intention
of the German government (Gruber and Heller, 2009; Schwartz, 2009; vanPraet, 2009a,b; White,
2010). However, a letter written by Economics Minister Guttenberg to GM CEO Fritz Henderson
in October 2009 indicated that the Germany government would be prepared to provide financing
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in support of the investor of GM’s choice (Bartsch, et al., 2009). Whether this was Germany’s
intention all along or a response to the pressure from the EU’s Neelie Kroes, perhaps will
remain a question.

Did GM really renege on a deal to which they had already agreed? Clearly GM reneged
on its tentative agreement to go through with the sale of 65 per cent of Opel. However, the
agreement was only tentative pending negotiations on a number of issues. In the minds
of Americans, a contractual obligations arise only when the contract is signed by all parties.
It is unlikely that the perceptions of the Germans and the Russians matched those of the
Americans.

Did GM string Magna along only long enough to get the €1.5 billion bridge loan until its
situation changed with US and Canadian taxpayer money and breathing room from Chapter 11
restructuring? This is an interesting question. Clearly, the timing makes one wonder. The new
GM board installed after the bankruptcy was not completely enamoured with the sale to Magna
and Sberbank almost from the beginning of their association with GM in July (Bartsch, et al.,
2009; Hetzner and Gruber 2009). Although the board tentatively agreed to the sale pending the
negotiation of certain items, dissention continued, particularly as business conditions and GM’s
corporate health improved. The letter from Guttenberg in late October was very likely the key
that opened the door to the possibility of retaining Opel within the firm and the associated IP
that was so valuable to the current platforms in the US.

Was the offer of a €500 million investment by the Belgians to upgrade the Antwerp plant
(White 2010) and an $800mn investment by the UK (Boston, 2009) retaliation to the perception
that Germany was manipulating job cuts to disadvantage factories in other European countries?
The timing of this offer is quite interesting.

Were VW, BMW and Daimler more concerned that Germany was throwing good money
into a badly managed company or were they simply concerned that the funds were available to
Opel and would competitively disadvantage their companies? All indications are probably both
were true. That said, €4.5 billion is a lot of money to use for developing new cars of the future,
particularly electric vehicles where Opel already has an advantage with the Chevy Volt technology,
and where Daimler, VW and BMW lag (Bartsch, et al., 2009).

What was the GM thinking when seeking to sell Opel and Vauxhall? Given the timing of
the issue, two different decision making groups obviously were involved during the negotiating
process. When negotiations began with Magna, Sberbank and the Merkel administration in
late 2008, GM had not yet declared bankruptcy. The company was bleeding money as a result
of the tremendous downturn in the global economy and the US financial fiasco which drove
domestic sales by the end of 2008 down to the their worst levels since 1992 (Krebs and
Visnic, 2009). By June 2009, the second phase began. GM had declared bankruptcy, and in
July the composition of GM’s board changed dramatically. The new Chairman of the board,
Ed Whitacre, opposed the divestment of Opel and thus the tenor of GM’s negotiations changed
considerably. Unfortunately, it appears that the Germans, Canadians and Russians were not
of the same mindset. As a result, differences in perception of why the deal fell apart vary
dramatically.
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4. RENAULT AND EUROPEAN PRODUCTION NETWORK DECISIONS

Renault: Changes in Ownership and Strategy: Renault is France’s second largest auto-company,
after Peugeot-Citroën. The government nationalized the company in 1945, and overseas
expansion was limited to French colonies. By 1980, Renault had emerged as Europe’s leading
car producer. In 1981 it concluded the ill-fated minority acquisition of AMC, the fourth largest
US auto company. By January 1985, it was facing bankruptcy and Georges Besses was appointed
President. He returned the company to profitability, but this also involved 21,000 job cuts in
France as well as plant closures. In November 1986, Action Directe, a left-wing group opposed
to his rationalization moves at Renault’s French operations whilst investing in American Motors
Corporation (AMC), assassinated Mr. Besses. In March 1987, Renault announced that it would
withdraw from the U.S. market by selling its share in AMC to the Chrysler Corporation.

Renault’s weakening performance saw it slip to sixth in European auto rankings. Besse’s
successor, Raymond Levy, pushed through Besse’s restructuring of the company, eliminating
an additional 30,000 jobs, modernizing production plants, and leading the company toward its
privatization in the 1996. The state reduced its ownership stake in Renault from 80 per cent to
45 per cent in 1995. More importantly, Renault was now more profit-driven, and this resulted in
an emphasis on innovative products and marketing campaigns that saw the introduction of the
Clio (1991), the Twingo (1993), the Megane (the number two selling car in France), the pioneering
minivan Espace, and the Kangoo (1997).

In 1998 then President, Louis Schweitzer, called for production to reach more than four
million vehicles per year in 2010, with foreign sales accounting for some 50 per cent of the
company’s total, compared with just 20 per cent in the late 1990s. As a primary step toward this
goal, Renault prepared to open a new FFr4 bn production facility in Brazil in December 1998.

Following privatization in 1996, Renault was now more able to pursue international
expansion, and it extended its presence in emerging markets such as Argentina, Brazil and
Turkey. By 1999, it was clear that Renault was determined to bolster significantly its status as a
global player. This year saw the company acquire Romania’s Dacia, but much more significantly,
it formed an alliance with Japan’s Nissan. Renault owns 44.5 per cent of Nissan, while Nissan
owns 15 per cent of Renault.

In 2000, Renault acquired the troubled Samsung Motors in South Korea. By 2003 Renault-
Nissan Alliance became the world’s fourth biggest vehicle manufacturer. At the end of 2007,
Renault emerged as the surprise winner of the contest to forge a strategic partnership with
Russia’s largest carmaker, Avtovaz, investing $1.0bn to gain its stake.

In 2007, overall car sales for the Renault group rose 2.2 per cent to 2.49m units. However,
within the group’s western European market, where it sells 65 per cent of its products, sales
sank 4 per cent. In 2009, in a global market that fell 4.5 per cent, the Renault group slightly
raised its market share by 0.1 of a percentage point to 3.7 per cent. Sales declined by 3.1 per
cent, and the Group sold 2.3 million vehicles.

In summary, Renault was a nationalized company for some 50 years and was privatized in
1996, although the French state retained a 15 per cent ownership stake. The company’s recovery
in the 1990s owed much to innovative products and marketing campaigns. In terms of the latter,
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the industry norm was to focus upon car size and features, Renault focused upon the personality
of the user and the vehicle. From a strategic perspective, the company has changed from a
multi-domestic international strategy to a transnational solution. This was driven by a desire to
reduce dependency upon flat mature markets, especially its domestic market, and focus upon
growing, emerging markets. Furthermore, in order to compete in any market, the company is in
the process of transferring production from high-cost locations to lower cost locations. Renault
and Nissan in 2009 sold just over 6m vehicles worldwide.

February 2009: Renault - Recipient of State Aid: In February 2009, Renault announced
its results for 2008. It reported a 78 per cent drop in net profits to €599 million ($774 million) as
demand for new cars dried up. The same month French government agreed to give Renault and
Peugeot-Citroën €3bn ($3.9bn) each in preferential loans in return for maintaining jobs and
sites in France in the biggest, most controversial auto industry bail-out so far in Europe. In
return, President Nicolas Sarkozy of the central-right said the carmakers had made a “very
important” commitment to keep production in France and “to do everything to avoid compulsory
redundancies”. Executives admitted that negotiations with the government had been extremely
difficult, given the state’s insistence on no new job cuts or factory closures for the duration of
the loan. (Hall, February 9, 2009).

Fears resurfaced that France’s €7.8bn state aid package for its car industry is protectionist
when Renault announced that it was relocating production of one its small cars from Slovenia
to a plant in France. Luc Chatel, the industry minister, told Europe 1 radio that Renault was to
“announce the repatriation of the production of one of its vehicles” to an assembly plant in
Flins, west of Paris (“EU Summit Stumbles”, 2009). The move showed that the French
government aid package was “beginning to get results”, he added. (Tait et al., 2009).

The French Minister’s statements perturbed the European Commission on Competition.
According to Jonathan Todd, the commission spokesperson on competition issues, “the
commission will ask the French authorities for explanations.” He further added that:

“What is astonishing in this case, is that the industry minister Luc Chatel made the declaration which
would be directly linked to a French automobile plan.

That would be in contradiction with the letter he sent to EU Competition Commissioner Neelie Kroes
some weeks ago “which said there was no link between car sector aid plans and the localisation of
car production,” (“EU Summit Stumbles”, 2009).

The minister’s comments seemed to pose an apparent contradiction with French promises earlier
this month not to demand preference for French plants, which would breach single market
principles. Neelie Kroes, the Europ-ean Union competition commissioner, said Mr Chatel’s
remarks were “highly surprising” (Tait et al., 2009). Mr Chatel had written “to say the loan
agreements with manufacturers would not contain any condition regarding either location of
their activities or preference for France-based suppliers”, she commented (Tait et al., 2009).

This episode seems to suggest that the French Government abides by EU legislation
and stresses this in its discussions with Brussels policy enforcers, but at the same time, it
misleads the French population in its suggestions that jobs and plants in France enjoy preferential
status.
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January 2010: Renault and Clio Production Plans: Renault launched the Clio in 1991.
The Clio mark III is produced at several plants in Europe. Renault makes 180,000 Clio cars per
year in Turkey and some 125,000 in Flins (“French president pressures Renault”, 2010). It is
noteworthy that The Turkish plant in Bursa is a joint venture with Oyak Group and Renault
owns a 51 per cent stake. Valladolid in Spain produces the balance. In March 2009, Renault
transferred Clio production at its plant in Slovenia to Flins, creating 400 new jobs (“Euro Summit
Stumbles”, 2009). In January 2010, the company revealed that it would cease production of
Clios in Spain (replacing it with an SUV).

This sub-compact is the company’s best-selling model, and Renault will introduce the Clio
mark IV in 2013. In early January 2010, a media report in France alerted the French Government
that Renault planned to move all or the bulk of Clio production from Flins to Bursa. Even prior
to this report, Renault had been criticized by the government and unions for shifting the production
of its smaller, lower-margin cars to lower-cost plants abroad even when these are destined for
the French market. The unions claim that only 25 per cent of Renault’s production by units
comes from the French factories. A senior Renault executive said that 55 per cent of production
by added-value was based in the home market (Hall, 2010a).

Renault and the Political Dimension: On January 13, 2010, Renault was ordered by the
French government to keep the production of its new Clio small car in France rather than shift
it to lower-cost Turkey. Christian Estrosi, industry minister, told Patrick Pelata, Renault’s chief
operating officer, that the government opposed any plans to move production of the best-selling
model to the company’s Bursa factory. After a meeting with Mr Pelata, Mr Estrosi said: “I made
clear to him that we’re not in favour of producing the Clio IV in Turkey. It would seem that our
message has been understood.” The minister said it was “the will of the state that should be
respected in Renault’s future choices” (Hall, 2010a).

Christine Lagarde, finance minister, insisted it was “legitimate” that the French state was
“consulted, gave its advice” before Renault’s board took decisions. “All of this must be done in
the framework of community law and in respect of our European undertakings,” she added.
Indeed, EU legislation requires and indeed the OECD’s Guidelines for Multinationals advises
appropriate information disclosure and consultation (Hall and Tait, 2010).

Politicians and union officials have argued that a company that when taxpayers bail out a
company, it should not send jobs abroad. “The state will have its say,” Mr. Estrosi told the
National Assembly (i.e. French Parliament). “When a French car is destined to be sold in France,
it should be made in France.” (Jolly, 2010).

On Saturday January 16, French president, Nicolas Sarkozy, summoned Renault’s top
executives for a meeting to discuss his concers at the prospect of job losses and plant closures in
France. Following the meeting, Carlos Ghosn, Renault’s CEO, issued a press statement saying
the company will build the Zoe electric car at Flins, starting 2012, and that Flins and Bursa will
produce the Clio IV. However, the company had not yet decided on either the volumes of
production at each location or the duration of such:

“No decision had been taken concerning the production location of the next Clio in 2013. I confirmed
to the French President that we will produce the Clio 4 in Flins, with a double sourcing in Bursa,
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Turkey. The future of the Flins plant is guaranteed and employment will be maintained at term.”
(Patrascu, 2010).

Claude Guéant, Mr Sarkozy’s chief of staff, insisted that the government obtained everything it
asked for. He said:

“Carlos Ghosn said very clearly that the Clio 4s corresponding to the French market will be made in
France, and the same for the Clio 3s,”

“Renault has done everything that we asked. You can’t ask Renault to make cars for Turkey in France,
which would mean not selling any more cars in Turkey. (Hall, 2010b)

Renault and the Legal Dimension: In February 2009, France won Brussels’ approval for a
€6bn ($8.6bn) loan to French carmakers in exchange for assurances that Paris will not interfere
with their production decisions. However, Neelie Kroes, the European Union’s competition
chief expressed concerns that the French government provided these loans to Peugeot-Citroen
and Renault on the condition that they continued to use suppliers based in France and retain
jobs and production in France. The dispute was settled only when Mr. Chatel confirmed France
would not implement measures that breached core EU principles by restricting the freedom of
manufacturers to develop their economic activities or imposing conditions on production facilities
(Tait and Hall, 2010).

Ms. Kroes was further concerned when Mr. Chatel’s successor, Christian Estrosi, French
industry minister, struck a defiant tone when he said the state was considering raising its stake
in Renault to have a greater say in the company’s decision making. The government could raise
its 15 per cent stake in Renault to as much as 20 per cent, Reuters reported him as saying.
“Maybe going to 17, 18 or 20 is a psychological way to make them [Renault] understand that
we don’t intend to just let the industrial auto strategy of France runs its course without reacting,”
said Mr Estrosi (Hall and Tait, January 15, 2010).

Ms. Kroes wrote to the French authorities asking for an explanation of “the apparent
contradiction” between the recent comments of Mr. Estrosi and the assurances that Luc Chatel,
his predecessor, gave Brussels in February. Ms. Kroes warned a resurgence of “economic
nationalism” could delay the prospects for economic recovery. “Economic nationalism risks
setting off a spiral of retaliation,” she said (Tait and Hall, 2010).

France’s Europe Minister, Pierre Lellouche responded, and told Reuters that he was
“surprised” that the legality of the move had been brought to question. He said in a statement
that the government was entitled to approach the automaker over its production plans, and that
last year’s state aid to the French auto sector was “totally compatible with [EU] community
law.” Lellouche added that “Nothing in the agreed commitments forbids the state as a shareholder
from discussing the company’s strategy with Renault’s managers and expressing its wish to
have a vehicle intended for the European market made in the EU.” (“Renault Confirms Future
Production of Clio in France and Turkey”, 2010).

Renault’s preference appears to be that the Flins plant will eventually produce only its Zoe
B-segment electric vehicle (EV) model. However, this is a high-risk situation in that the
technology is unproven. Hence, one can appreciate the French government’s desire to ensure
continuity of Clio production at Flins.



98 Michael C McDermott

March 4, 2010: France Revisits Its Industrial Policy: Nicolas Sarkozy, the French president,
set out a raft of measures to reverse the decline of industry, promising a bigger role for the state
in boosting innovation and saving jobs. He painted a grim picture of French manufacturing,
which has lost 500,000 jobs since 2000, and a lot of ground against its leading competitors. The
government review of industrial policy comprised a number of target and policies:

• increasing industrial production in value terms by at least 25 per cent by 2015,

• maintaining industrial employment at current levels, and

• eliminating the trade deficit in manufactured goods by the middle of the decade.

The measures include:

• a €200m ($271m, £180m) fund of soft loans for companies repatriating manufacturing
operations to France;

• €500m of soft loans for green technology and energy efficiency;

• a fund for closer collaboration between companies in the fields of chemicals, software,
food and electronics;

• an overhaul of tax policy to favour long-term investment in shares; and promotion of
the “made in France” brand. (Hall, 2010c).

Mr Sarkozy also said the state would exert tighter political control over a clutch of leading
companies in which it still had a stake to ensure their business strategies reflected government
industrial priorities. Company boards will include Ministries alongside the more passive Agency
for State Shareholdings. This is partly a response to Renault, the partly state-owned carmaker,
which the government heavily criticized for shifting production abroad (Hall, 2010).

Key Issues: This case raises issues regarding the state’s relationship with the company,
Renault. Renault was a nationalized company for some 50 years, and the state still retains a
significant ownership stake. Does this legacy confer the state the right to involve itself in present
strategic decisions regarding production locations? Furthermore, when the state is a shareholder
does it have the right to seek to modify corporate decision-making? The implication of the
state’s position is that increasing its ownership stake also augments the right to mould corporate
decisions. Counterfactually, in the absence of this legacy and/or any ownership stake in Renault,
does the French government possess any rights to influence corporate decisions in order to
advance the interests of the French economy and the workforce?

The French government also expects Renault to compete against additional global players
based in other countries. In this respect, the Government appears to be imposing irreconcilable
targets upon the company. This situation though does raise broader issues that apply to
globalization:

“the [global] market has prompted new forms of competition between States as they seek to attract
foreign businesses to set up production centres, by means of a variety of instruments, including favourable
fiscal regimes and deregulation of the labour market. These processes have led to a downsizing of social
security systems as the price to be paid for seeking greater competitive advantage in the global market,
with consequent grave danger for the rights of workers, for fundamental human rights and for the
solidarity associated with the traditional forms of the social State” (Pope Benedict XVI, 2009).
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Another issue arising from this case relates to marketing. The French government appears
to suggest that there is an ethical relationship between the source of production and the source
of consumption. It argues that products sold in France, should be made in France, and conversely
it does not expect products sold in other countries to be made in France. In the global economy,
the commonly held view is that companies should be free to locate production wherever it is
most economically attractive, and use these locations to serve any markets that are receptive to
these goods.

The French state appears to be frequently making contradictory statements regarding the
nature of its agreement with Renault in exchange for financial support. On the one hand, and in
accordance with EU Competition laws, it suggests that concessions regarding maintaining French
plants and jobs are unrelated to state support. On the other hand, it repeatedly makes statements
suggesting that support was conditional precisely upon Renault’s commitment to its French
operations.

5. CONCLUSIONS

The two cases explored above have one common issue but there is an important distinction
between them. In both cases, the political issues arise from a desire to protect jobs. In the
GM/Opel case, it is clear the extent to which a host country government will seek to protect
as much as possible national interests. In the Renault case, the key difference is that it is the
home country government will also seek to protect domestic employment and retain
manufacturing operations. Clearly, when the stakes are so high, it would appear that companies
and governments alike can be somewhat economical with the truth in order to achieve their
objectives. Furthermore, it is clear that whenever MNCs are a major employer in a country,
they are in a position to obtain very high levels of government support. This raises issues
regarding MNCs and the use/abuse of power. At the same time, home and host country
governments face ethical issues in terms of the impact of their policies on jobs domestically
and internationally.

There can be little doubt that MNCs’ investment decisions are more complex due to the
unprecedented number of options that they have in terms of suitable locations. Similarly, it is
evident that there is unprecedented international and indeed intra-national competition to attract
and retain investment from MNCs. Although legislation exists to limit the excesses of the ‘beauty
competition’ between locations, the above two cases serve to reinforce that this remains an
issue of major importance and one worthy of more critical inspection.

It is evident that whether domestic or foreign divestment, careful preparation is required of
the company in executing its divestment decision. The company is seeking to address an external
issue (i.e. weak market demand) and the internal problem arising (i.e. excess capacity). It needs
to recognize that its image and reputation with consumers in certain markets may be of crucial
importance. Renault may prefer to build small cars in low cost locations, but France is its crucial
market. Divestment may be essential to avoid losses, but loss of reputation is a key consideration
too. Other auto companies will wish to engage in highly controversial plant closure decisions at
at a time of growing political tensions that are likely to change significantly the political landscape
in much of Europe. For example in 2012 France elected a Socialist President for only the second
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time in the history of the Fifth Republic (1958-present). One of his main issues was opposition
to the export of jobs.
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