Exit Strategy

At France Télécom,
Battle to Cut Jobs
Breeds Odd Tactics

Company Offers Money, Advice
On Starting New Business
If Employees Will Leave

Mr. Thibault Opens a Winery

By LEILA ABROUD

PARIS—Sébastien Pellegrino fulfilled
a lifelong dream when he opened his own
cafe near the Louvre in May. He and his
business partner, Raphael Carrasco,
worked 20-hour days to get Oustaou Café
off the ground, scrubbing the dingy inte-
rior of what used to be a Chinese takeout
joint, painting the walls red and design-
ing the menu.

The pair got a
lot of help from an
unlikely  source:
their former em-
ployer, France Télé-
com SA. The
world's fifth-larg-
est telecommunica-
tions company
gave Messrs. Pelle-
grino and
Carrasco, who used
to work in the mo-
bile-phone division,
money to buy equip-
ment for the kitchen and furnish the bar.
It helped the two men draft a business
plan and for bank loans.

France Télécom has funded about a
thousand such projects. The company is
an extreme example of the struggle by
=many European businesses to-stay com-
petitive amid restrictive labor laws. For-
merly a 100% state-owned phone monop-
oly, France Télécom is trying to convert
itself into a pan-European Internet and
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mobile-phone company. But it must navi- |

gate a technology revolution with a
work force that is almost impossible to
reduce by layoffs. Two-thirds of France
Télécom workers have civil-servant sta-
tus that guarantees them a job for life,
and the rest are protected by strict
French labor laws.

To encourage voluntary departures,
France Télécom has subsidized a magi-
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cian, backed the opening of a scuba-div-
ing shop in Martinique and sent a promis-
ing baritone to opera school. It also per-
suaded public-sector emplovers such as
schools and fire departments to take thou-
sands of its workers.

If the business ventures fail in the
first three years, the budding entrepre-
neurs can return to the company. “You
would not believe the number of pizze-
rias and other little businesses France
Télécom gave birth to last year,” says
Olivier Barberot, senior vice president
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The experiment has proved successiul
g0 far. Omly one in six projects has failed
ginte it bepan three yvenrs agn, according
to the company, and it hopes to expand
the program. Other French companies,
including oil giant Total SA, the drug
eompany Sanofl- Aventis SA and Electric-
ité de Frunce 5A, are also trying the
approach,

The efforts are hardly a panaces for
France's employment woes. Unemplay-
ment bas been stuck in the neighbarhood
of 10% for a decade. The rules that pro-
teet emplovees from being fired make
private-sector employers wary of hiring.
The public sector employs nearly o quar-
ter of the work force. Earlier this yvear,
the French government proposed o
oosen some rules on firing but was
forced 1o abandon the idea after huge
street protests.

France Télécom has struggled for
more than a decade with §ts oversized
work foree, Telegraph and telephone ser-
vices were operated directly by the state
from the 1500s. It was only in 1983 that
the government's telecommunications
arm wis firmally turned {nto 8 company.
Even then, the government decided that
those already at France Télécom would
remain elvil servants, with all the rights
thereaf —a job for lfe, 4 genérous pen-
sion and the ability to refuse transfers
outside one's home region.

As the government prepared to fist
France Télécom on the Paris stock ex-
changs in the mid-1990s, it realized that
the company's 162,000 workers in
France were far too many. But strip-
ping them of their civil-servant status
could set off streat protests, cripple the
nation’s communications and foil the
privatization.

The government devised a huge and
costly eariy-retirement program, an ap-
provch used successfully at other compa-
nies, Frante Télécom workers could
leave at age 55 or older and be paid T
of thelr dnnual salaries untll they hit the
normal retirement age of 60, at which
time they would recelve normal pensions
from the French state. As an incentive,
those who left at 5 would also receive a
one-time bomis worth 609 of one yeir's
snlary,

The scheme was opposed by France
Télécom's biggest unjons. One of them
calls itself “anticapitalist” and believes
the company should be repationntized.
The deal survived when one union, Force
Ouvrigre, supported it, on condition that
it tast 10 years and be written into law.
“We thought that if we didn't negotiate to
get the best deal possible then, we'd end
up with mass layoffs being forced on us
Jater,” said Pascal Courtin, a leader at
Force Ouvriére.

France Télécom set * aside the
funds— &8 billion ($10.18 billion), or some
E200,00) per retires—In 1996 when {t wis
still fully owned by the state, Manage-
ment knew that once the company was
privitized, shareholders were not likely
0 agree (o such an eXpense.

The plan led 1o 34,600 departures by
the end of 2005, and the company ex-
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pects another 4,000 or %0 emplovess to
leave this year, when the program
ends. Today, about two-thirds of the
company's 120,000 workers are civil ser-
vants. Unlons recently asked the com-
pany to prolong the early-retirement
program for an additional year, but
France Télécom said it was (oo expen-
sive. The company I8 now negotisting a
smaller program with unions. Instead of
allowing workers 55 and up to retire
while still receiving the greater pant of
their original salary, the new approach
would have people work half-time and
keep some of their wages.

With the technology bull market rag-
ing in October 1997, the state pul about
25% of its shares in France Télgeom for
sale. The company was caught up in the
telecom boom. [ts share price skyrock-
eted, and it went on an international ac-
quisitions spree.

But the euphoria didn't last. France
Télécom couldn’t pay for acquisitions
with its own shares because the govern-
ment didn't want to lose control over
the dilutlon of its stake. (The govern-
ment still owns slightly less than a
third of the company.) Instead, France
Télécom racked up €70 billlon in debt,
France’s telecom market was opened o
competition. allowing consumers 1o
choose among multiple moblle-phone
alnd fixed-line operators for the firse
time,

Although the bursting of the telecoms
and tech bubble hit national carriers in
many countries hard, France Téléocom
took an espectally heavy blow, From
peak to trough its stock lost more than
955 of its value. A new team of execu-
tives was brought in to dig the company
aut of its debt mountain. As they tried to
cut costs and generate cash, they real-
lzed the early-retirement program
wasn't enough to curb labor expenses.

France's rigid labor laws, however,
left little room to muaneuver, even for
workers 4t France Télécom who didn't
enjoy civil-servant status and theoretl-
citlty could be fired. TThltke in the U.S.,
where contract language is left to a com-
pany and fts emplovees (o negotiate, the

French government defines contract
terms that cover all workers. Unless em-
ployrees are demonstrably Incompetent or
steal something, they rarely are fired be-
cause the pricess is expensive, slow and
lawstit-prone.

Technology changes were {ast making
many old jobs at France Télécom obso-
lete, The company needed younger work-
ors with experience marketing high-tech
gadgets, not an army of engineers. But
because layolfs were difficult, the com-
pany was putting many employees in
make-work jobs,

In the Murseille ares, improved puto-
mation meant Christian  Giabican)
wasn't needed as o techniclan,
time he became manager of & 20-person
cull center handling customer complaints
and trying to sell products, where his
staff included a former cleaning lady and
an ex-chauffer. “I found It very painful,”
save Mr. Glabicani, 53, now a union orga-
nizer &t France Toldcom,

"A normal private company would
have laid off workérs and hired néw
ones,” ‘snys Elie Cohen, an sconomist
and former France Télécom board mem-
ber. However, he says, “in France, you
can't fire people just because your indus-
try ar echnology 1§ changing.”

Al an impasse, managers were forced
to tse their imagination, Inearly 2004, Mr.
Barberot, the human-resources execu-
tivie, and his colleagues sat down with offi-
cials at France's finance ministry., They
mapped out a program toredeploy the civil
servarnts at France Télécom to true public-
sector jobs at city halls; hospitals and the
like. France Télécom agreed to pay em-
ployees' salaries for the first four months
and compensate them for op to a year if
thiay took & pay cut In switching jobs.

Muorie-Fierre  Lapassal, o former
France Télécom computer programmer,
started teaching earth sciences af a jun-
ior high school in Toulouse six months
ago. The company had earlier tried 1o
furn Ms, Lapassat, an employee for

nearfy 20 yedrs, into a saleswoman for

mrpm"ute :hmts She says she much pre-
fers 1
Some 4, i wiorkers have left France

For &

Téféeom for the public sector so far,
the company forecasts another 4,500 &
partures by 2008,
But even that wasn'l enough for
Barberst's team. They decided 8
France Télecom shoold encournge o
ing entrépreneurs among its employess
The company hired several dozen bus
ness people and former  [nvestme
bankers as puidance counselors. 1t &
up offices around the country where &
ployees could go for help starting thes
own flrms. 1
Thierry Roethinger, a serial entrepe
neur who started a cleaning compan
and o computer-services [irm,
handed the case of Francols Thibault,
France Télboom awditor. Mr. Thibaulty
family had long owned and cultivated §
tract of grapes in Verneull, in northes
France, Now he wanted help turning
Into a viable producer of champagne.
The pair worked on @ business il
for several months. “You can't confse
profits with revenoes,” said Mr Thiles
ult. “That's something 1 learned from
Thierry.” ]
A wing specialist was brought in f8
caleulate how many acres the Thibaults
needed 10 cultivate o produce an ades
quate number of bottles. The cons nt
atvised Mr. Thibault to sell cne-third o
his first year's grape crop on the whole
sile market rather than turning it
wine. Otherwise, he would have no ins
come during the two years it took to pros
duce the champagme,
Armed with a five-year buginess plan,
Mr. Thibault persuaded 8 France TéSs
com eommities fo pay for a year-lon
course on wine production-and give him
the money for a tractor. The first bottles
of champagne from Mr. Thibault's field
should be ready in September.
Mr. Barberot calls the screening i
terise and says about 10% of empl .
proposals are rejected. “We have no infers
est in letting people go If we think thes
are going to fudl.” he savs.
Despite the progroms, France Teks
com is still strugeling to persuade i
tors it can be a champion of the Intery
era. Many investors believe the comps
nv's work force is still far too big. T
company is pushing new businesses such
s music videos and televigsion over cellys
lar handsets and high-speed Internet for
the home. But its old fixed-line busineg:
has faced greater-than-expected press
sure from mohile phones and free [nf
net-calling services such -as Skyp
France Télécom's stock 18 down 20% i
year as investors punished the compamny
for two profit warnings. 7
Oustaou Café, meanwhile, 1s thriving

sell services to business clients ut F
Teélécom's mobile-phone unit, now &
behind the cafe’s long bar, serving
tails and chatting with custormers. [
ing the World Cup soccer champlonshl
fans packed the bar to watch Franoe yie
for the title om a at-screen TV, Mr. Pell
grino has big plans for the fulure; theme
nights, eocktail partles and ussembling a
bunch of regulars.

“It's godng even better than we had
hoped,” he says. “We're really happy,”
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