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Foreword : 2 Questions, 3 sources, 1 caveat

DRAFT

(2)auestions

\

* Which demand? What will the
world consume in 20257

* What offer ? What are the key
technological fields in 20257
On which ones should France
be positioned ?

@ Recent pieces of work

* “10 trends, shaping the market
landscape” MGlI, 2006

* Innovation heatmap,
McKinsey/WEF, Davos, 2008

* European Global Champions
in HT research in 2005

Word of caution — More a private sector than a public sector background

and experience
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DRAFT

Today's presentation

e Which demands? What will the world consume in 2025

* Which offers? What will be the key technological fields in
2025? Where should France play a role?

* Debate/Q&A
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DRAFT
The ten trends shaping the future corporate landscape [ Relevant for

today's discussion

9 Shift centers of economic activity W
Macro- FEb e ol v
economic @ The overburdened public sector “
trends

9 The new consumers “

e Social life In a technological world Y,
ol @ Turbulent tides of talent
environmental |
trends @ The social cost of the free market

@ Limited resources, unlimited demands

New global industry structures
|

- Y
Business @ New science of management I
trends

=g |
@ The new economics of knowledge M
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@ Shifting centers of economic activity — GDP of Asia (Ex-Japan) and

Europe will converge DRAET
China and India will grow the fastest ... ... harrowing the gap between Asian and European GDP
Estimated

Real GDP CAGR Regional share of global GDP GDP CAGR

Percent, 2004 - 25 Percent Percent, 2004 - 25

China

India

Us

» as

France @

Germany

Japan

Italy

2004 2009 2014 2019 2024
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@ The overburdened public sector — Rising government spending,

change essential

Public spending on pensions and healthcare

will grow .

current benefit levels

DRAFT

... leading to potential tax increases to maintain

benefits

Italy

France

Germany

Canada

Japan

usS

UK

Public spending on p

Percent of GDP

14
17

enefit levels

175
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New consumers — Consumers earning >$5,000 will increase byorarr
almost 1 billion

Total population living in households earnings Majority of growth in households earnings
>$5,000 per year >$5,000 per year will be in India and China

Developing countries Change in households earnings >$5,000 per
Million people 2

CAGR
6.2%

428

1995
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@ Social life in technological word

How US teenager
Hr/week, 2008

Internet
usage

TV

Music

Games

Movies

Study

Work out

Read ] 1.6

Source: Electronic Arts
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Limited resources, unlimited demands — Rapidly increasing  prart
consumption in many commodities

By 2015, developing country consumption of
fossil fuels is expected to exceed that of the

Chinain particular, has shown massive growth developed world
Percentage change in Chinese consumption of Fossil fuel consumption CAGR
energy and metal resources British Thermal Units (BTU), 2005 -
1995 - 2004 guadrillion 2025

121

97 2.53

42

1.21

Oill Natu- Coal

ral gas 15 20 2025

inum per
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Businesses are adopting new technologies (e.g., Web 2.0)

Percent
Awareness is alre

vance

mportant for your
usiness

87
ercent reach in top 3

52

a7

Awareness Aw
of web 2.0

... as is usage

100% — 26

Do not

Use at least
aweb 2.0
technology

Source: McKinsey Quarterly Web 2
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DRAFT
Today's presentation

e Which demands? What will the world consume in 2025

* Which offers? What will be the key technological fields
in 2025? Where should France play arole?

* Debate/Q&A

McKinsey&Company 10




DRAFT
Key messages on the technology offer side

» Europe is clearly lagging behind in terms of High Tech champions with
the exception of Aerospace and mobile

» Asia R&D capacity is building up fast, increasing pressure on Europe

» Market fragmentation and lack of talent pool depth appear as two critical
factors to explain Europe position

» While corporate culture appear as critical for innovation, national culture
less so

 Silicon Vally has not made technological breakthrough but has brought
hem to market amazingly well. Creating the boundary conditions for
iInnovation monetization appears as critical
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A systematic assessment shows that Europe's performance DRAFT
In HT is below average....

GDP by PRELIMINARY
region, Breakdown of number of companies in top G2000 by region
US bn for most important sectors, in percentage, 2003
100% = 40,722 2,198 336 105 410 307 77 63 503 129 +268
9 [ 4] F—o— 3 3 5 5 In other
Others | 17 19 S 15 ) L9 [T sedtors
24 28 | \ 19 24 30
Asia/ 24 23 | \ 35 46
Pacific ’
us 29
Europe

GDP Total High Life Basic Consu Trans Auto Finance Engi-
2004 Tech*  Science  mate- -mer -ports, -motive & neering &
rials, goods, logistics Assembly cons-
chemicals, retail, truction

utilities, wholesale
* defined as the sum of IC, aerospace and defense, software and seeq'm@rggnsumer electronics, industrial high tech and datacom. Companies allocated by
region based on HQ location
Source:G2000 database, McKinsey analysis, Global Insight
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...with the exception of Aerospace/Defense and Mobile/Datacom

European share of top 20 companies (by market cap) PRELIMINARY
per ht sector, in percent Bl Strong position
for Europe
Market cap Number of companies
Datacom/ Mobile * Nokia * Ericsson
CE* 30 20 * Alcatel * Siemens Com
Aerospace and 25 * EADS * Finmeccanica ¢ Thales
Defense 40 « BAE e Smith Group  * Rolls-Royce
* Snecma * Dassault Aviation
Medical 13 20 * Philips MD * Synthes
Systems e Siemens MD ¢ Smith & Nephew
* SAP
Software 13 15 * Dassault Systemes
* Sage
Consumer * Philips
° **
Electronics 12 10 Thomson -
* T-Systems e Cap Gemini
* BT Global ¢ Atos Origin
ICT Services 11 20 Services
e ST Micro
Semi- * Philips Semiconductors
conductors S 15 * ASML

* Compiled data for Datacom/Mobile CE
** classification based on 2003 sales breakdown and therefore before 2004 transaction on TV activities and 2005 transaction on Tubes activities
Source: G2000 McKinsey database, Global Vantage, Bloomberg May 2005, Global Insight
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DRAFT
Asian research capacity catching up fast !

2006
output
guality*

US 1.2

Germany 1.2

France 1.0

Taiwan 0.8

South Korea 0.7

China 0.8
0 5,000 10,000 15,000 20,000 25,000 30,000 35,000

Publications in high-tech academic journals

* Citation ratio used as a proxy for journal quality
Source: Thomson Scientific, McKinsey analysis
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Europe is currently disadvantaged on two critical dimensions of trasr
high tech but could still come back in shaping this turbulent industry

High Tech Intrinsic
characteristics

Europe's position

Speed to scale

Microsoft®
Windows*XP
Professionnel

Fragmented market

Higher than average
Impact of
CEQ's actions

Smaller talent pool

Turbulent industry

* Rate of innovation
increasing

* New segments to
be shaped

Relative size of "most
desirable"” employers
workforce

us 100

Europe - 60

Europe is clearly lagging
behind in High Tech
today...

... but can come back by
leveraging its strengths
to shape new segments

McKinsey&Company
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Size matters : in SW the big four players account for 50% of the revenues and
70 % profits and have increased their grip over the last decade

100% = 100 100
Mega 1o £106
companies
sharein ) = tttmmememmemmmosmseooeooeees
sector oracLe T
revenues .
100% = 100 100
30%
Mega 45%
companies \
share in
sector oracLe Y p—
EBITA 550
1996 2006

Note: Mega consists of Microsoft, IBM SW division, Oracle and SAP. Refer appendix slides for details on other category constituents
Source: Corporate Performance Analysis Tool, McKinsey CorMEal@lBéiﬁj’ ITHpENEnalysis 16




50

40

30

20

10

In ICs, a leading market share (40% +) in a sub-segment is crtical

to create value

Weighted average ROIC
Percent, 1996 - 2003

_ Intel
E (MPU)
I ; AMAT Xilinx (PLD)
| (Deposition)
Samsung
I (DRAM),
Lattice  Tokyo Electroh 5 omSUng TSMC
(PLD)  (Deposition) : (NAND)
® | TI TI (DSP)
AMD Micron ([PRAM) (Interface ICs)
(MPUL ® | @ ' ' . . .
* Natl Semi | Toshiba (NAND)
- Interface Ics) !
o )|
Chartered :
(Foundry)
@ :
Agere (DSP) |
0 10 20 30 40 50 60 70 80 90 100

Market share,
Percent, 2003

O No.1 player in sub-segments

@ No.2 or No.3 player

(o There is a correlation

between ROIC and
market share

* Players with less
than 30 - 40% market
share and not leader
on their segment
mostly have negative
ROIC

¢ With revenue <2% of
total market on STB
subsectors, Thomson
is likely to have
\_ hegative ROIC

~

Source: Corporate Performance Center SemiconducMﬂKérﬁ@@&Wartner Dataquest, IC Insights 17
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Fragmentation of European markets prevent companies PRELIMINARY

to grow beyond the size of 1-2 national markets Steps where
EU has issues

Example ICT services Actual
number

Revenues Number of (GDP
USD mio. companies share)
EU us Average EU national Size with 10-25%

market size market share
0. 925 546 / 2,841 USD millions USD millions
5(1,442) L} (1,402)
25 100 180 275
- Product 7,000 - 700 -
(190) (185) support 8,000 2,000
100 -500 95 I
(82) (79)
10 13 Professional 10,000 - 1,000 -
500 -1,000 (10) (10) Services 12,000 2,500
14 10
1,000 — 10,000 (12) (12)
14,000 - 1,400 -
1 5 Outsourcing 18,000 4,500

Source: IT Services Worldwide Forecast (Gartner, June 2005); Outsourcing worldwide Forecast (Gartner, Nov. 2004), team analysis
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CEOQ leadership matters a lot in High Tech

Percentage share of each variable to explain industry performance

DRAFT

'When does
Leadership
matter': study by
Wasserman,
Nohria and
Anand (Harvard)
based on 532
companies over
19 years

Overall Impact of
Share of Individual Impact
performance competitive of CEO
explained* @ advantage actions
Most CEO actlon' senS|t|ye 71 a1 230
industry (Measuring devices)
Communication equipment 61 25 22.0
Computers 65 23 18.0
Avionics 57 j 16 j 16.0
SW and Sample
Services median on /1 48 ] 12.5
Electroni CEQaction flm= =m = === = === = —=|— = = — —
ectronic | Impact : 61 34 ] 10.0
components | 10.7%
Aircraft and Parts 72 48 :| 8.0
Least CEO action sensitive
industry (Meat Products) 74 48 |l 2.0

* Measured by the market to book ratio
Source: When does Leadership matter The contingent Opportunities view of CEO Leadership - Wasserman, Nohria and
Anand, Harvard University Strategy Unit, 2001

McKinsey&Company

Impact of
Macro
economic
fluctuations
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EU players need to improve talent attracting and developing processes
DRAFT

( ) Relative assessment of companies’ processes
Egon strengths in attracting and developing talents
Fehnder Maximum rating +4; Minimum rating -4
International
3.0

* Assessment conducted on
14 global companies in
High Tech (5 European, 5 1.8

US and 4 Asian) on ability
to : 1.0

— Attract top talent in
Engineering

— Attract top talent in Sales
and Marketing

— Develop and retain
talents

— Build a positive culture

USA Asia-
Pacific

Sources: Egon Zehnder International analysis
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In addition, Europe's top management talent pool size Egon
seems smaller...

Zehnder

Lower share of ‘most International

Lower number of global recruited from’ Smaller share of "most
"most desirable companies in Europe in desirable" employers
employers"” in HT HT workforce in Europe
# of Companies % of Top 35 companies Index 100 = US
and % of recruitment from
them
Other
usS 10 Europe usS 100
Europe 3 «SAP US 50 60 Europe 60
* Nokia
* Philips

Compa- Recruit-
nies ments

Finding talents is perceived to be the most significant managerial
challenge in arecent opinion survey of Global HT Top Executives

Source: Fortune; Job Korea; Monster; Universum; annual reports, Egon Zehnder International analysis, Team analysis
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DRAFT

Corporate culture critical for innovation, national culture less so

While corporate culture is one of the
most important determinants of
company level innovation ...

Difference between high and
low performing companies in
percent

Organization

and culture 11

Aspiration
and strategy

External
networks

Concept
development

Idea generation 4

Portfolio
management

... we see that innovation can thrive in a wide range
of national cultures

Index

Category

Uncertainty
Avoidance

Long Term
Orientation

Masculinity

Power
Distance

Individualism -

Finland USA Japan

26

33

Innovation
Output?!

1. Worldwide output rank in Ideation, Implementation and Commercialization
Source: McKinsey 2006 Global Innovation Benchmarking Survey, Geert Hofstede

McKinsey&Company

Influence on
performance

Moderately positive

Moderately negative

Mixed

Moderately negative

Moderately negative
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Rough comparison of France research output in High Tech
2006

Number of scientific publication Number of Number of patent
citations

GDP Normalized Per Capita Per Capita GDP Normalized
S Korea ] 9,9 185 ] 0,78 94 ] 5,00
Taiwan ] 9,2 250 ] 0,97 158 ] 5,60
Israel ] 7,4 182 } 0,91 114 ]4,70
Finland ] 6,3 206 1,34 125 }3,80
Japan : 3,9 126 ] 1,14 205 :|6,40
UK 3,8 137 | 0.98 j 30 0,80
France :3,5 115 l 1,18 ] 25 0,80
Germany 3,3 106 : 131 46 1,40
tay |20 81 | 116 E 0,30
usS 2,4 103 ] 1,41 166 }3,80
China 2,0 9 } 1,19 0 0,10
India | 1,0 5 [ 0.3 0 0,10

Quelle: Juan Alcacer, 2006, Thomson Scientific, 2006, Global '”SighMcansey&Company 23




Silicon Valley has not made technological breakthrough, but it excels

at bringing technology to market DRAET
( R
Major innovation name Place of « Silicon valley has
in the US invention

invented the business

1940 Vacuum tube  Pennsylvania model to monetize
these innovations

1950 Transistors New Jersey

* Key issue therefore is to
1970 ICs New Jersey create a micro

economic environment

1980/90 PCs Seattle/East Coast aIIOWing to bring
2000 Internet DARPA innovation to market
and monetize it
\. y
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DRAFT
Where and how to influence the innovation virtuous cycle in France

4 N
* Create an "innovation
free tax zone" to play
catalyst role

("« Attract US VC to jump start
experience
* Tax incentives for patient capital?
o T * Tax incentives for business angels
* Ell']r::)mgte duplication in * Tax break for technologies (“Loi
L P ) | Pons for technology”)

("« Direct public spending in in tech (e.g., defense) or |
incentivize / push large spender to innovate (e.g.,
Telco)

* Promote multi-country standards (e.g., common
European standard for toll collection, food tracking,
video distribution, IP network)

L° Facilitate access to US market )

/ >

More and

Leading growing Invest
Stronger edge, high technology Risk more in
customers volume companies financing technologies
demand based on EU

strength

TN\

More profi\

Education Facilitate
Larger p00| Talent poo| tailored to monetization (e.g.,
of talents trade sale to large

demand )
\ companies)

yA

(o Recognize and promote1 [ Reinforce links between |
success \_/ universities, public
* Tax incentive to attract research and companies
foreign talent (both (e.g., force university
technical and professors to consult for
| managerial) ) | private companies ) )
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Today's presentation

¢ \Which demands? What will the world consume in 2025

* Which offers? What will be the key technological fields in
2025? Where should France play a role?

* Debate/Q&A
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Thank you!
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Innovation Heatmap — a rich and evolving platform

Overall infrastructure
* Electrical outages
* Road quality

Government and regulation
* |P protection
* Ease of starti

Data collection
700+ variables
5 categories
125 countries
1,000+ cities
30+ sources

Model building
Sector-specific
Value-chain-specific

0 a business

Business environment
* Availability of capital
* Macroeco ic stability

Local demand an capital
* Size of local market * Quality of educational system
* Government demand * Number of scientists

Source: McKinsey
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Complexity of innovation defies a single index

Sector granularity

Each sector/subsector
has its own unique
innovation dynamics

specific b-)sector?

Innovation value chain

Innovation happens
along a value chain

Which stages are
bottl cks for
innovati in a

given wation?

Geographic granularity

For many innovation
drivers, country level
generalization is not
useful

at are

innov drivers
at a lomal or
city level?

Source: McKinsey

McKinsey&Company

30




