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v COMMISSION POLICY ON SECTORAL AID SCHEMES
SUMMARY

The'Danish Presidency has requested a'statement on Commiseion policy.
on sectoral aid schemes as a basis for an exchange of v1ews on thls

subJect between Councll and Comm1831on._

The attached memorandum underlines the Commiesion's institutional
responsibility in this-f&elde It outlineé(the Treaty'pqlicy'oh compe~- :
tition, its development-and relevance fo<curfent economic pfoblems, .
particularly in view of social pressures, capacity proﬁ}eﬁs and the-
dahger of”pretectidni It explains the Commission'policy and methode,'
emphas1z1ng the Ilexlblllty of approach but stressing the Communlty
aspects, the need to obtain pOSItlve results, partlcularly v1able

economlc structures, and to overcome the danger of preserving the

_ status quo or‘tranSferring difficulties from one Member State-to

another, .It discusses the relevance of Communlty frameworks on aid

for. whole industries and the prlnclples involved in handllng 1nd1v1dual
Casese The memorandum concludes by siressing the rontlnulng consultatlon
" that takes place on state ald polluy between the Comm1ss1on, the Parllament

I

" and Member States.



. Subject: ‘Cdmmission policy on Sectoral Aid Schemes . .

Introdubtioni

1.

The Comﬁiséion has been-requgste& bj the current Preéidént of ‘the
Council to prepare a statement on its policy on sectorai aid schemes

to facilitate an exchange of views on this~subjebt between the Coﬁhcil”
and thé Commission. In suﬁmitfing this statément‘the Commission‘wbuld.
underllne that in the field of dec1sxons on the compatlblllty of State
aids w1th the Common Market the Treaty places responslblllty on the

Comm1»s1on.

' This exchange of views is pgrtiéulariy'ﬁe;come in the light‘of current-

 circumstances. The economic crisis, with the fesulfant'high 1evels of

unemployment and slow growth, could lead to the‘danger'of a -drift towards

protectlonlsm, both 1nternally within the Common Market through the growth
in number and 1ntens;ty of State aids, as well as externally. While State
aids have a role to play in securing an orderly adJustment to ‘new economlc

structures viable on a world—w1de basls in the longer—term thelr use to

' preserve the status quo w111 ‘serve only t0 hinder the adgustments 1o

Communlty 1ndustr1es that are necessary to secure the economic and s001a1

future of the Community.

~ General Principles . Ty

3.

N

The- Treaty lays down the ba51c prlnClple of the 1ncompat1b111ty of” State
aids with the Common Market (Article 92(1) EEC), implementing Article 3(f)
of the  EEC Treaty, whlch prOV1das for the 1nst1tut10n of a system ensurlng
that competltlon in the Common Market is not dlstorteda It also prov1des
for derogations 1n favour of certain categories of aid (Article 92(2) and
(3) EEC) and places respon51b111ty for the management of the appllcatlon

" of these derogatlons on the Commlsslono



’ 3’.2.

: due to acblon outs1de the - Communltyu

';therefore follows that such aid must not . be glven if the need for 1t

L There are three undenlable reasons for adherlng to this sysLem.

- 'the customs unlcn would be qulte useless and would collapse if

Member States could 1nva11date 1t by grantlng aids;

- the Common Market makes little sense unless bu81nesses tackle R

the market ‘on the strength of their own resources w1thout any
a1d to dlstort competltlon between them, except where such aid- .

is clearly Justlfled 1n the general 1nterest of the Ccmmunlty;'

- lastly, and as & corollary, a system which leaves. the fleld
" open for ccmpetltlon and does not allow eids to interfere w1thfl
" the optlmum distrlbutlon of productlon factore ls esgential to v .

economlc and social progress.

TR
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Th1s does not however, mean that a restrictive attltude must be

¢adopted towards alds deslgned to remedy s1tuatlons in which market

condltlons. C '

N
T

‘= obstruct progress . towards certain economic and social objectives; .

lé'oor permit thése:objeétives.to be achieved only within unaccehtaﬁle

, time limits or with unacceptable sSocial repercussions;:

- 'or'intensify competition.to such an extent that it risks

~

'destroylng itself,

” : . i

. !
The Commlsslon con31ders "that aid should be authorized when 1t

is needed to correct serious reglonal imbalances,; to encourage or

- speed up necessary changes or developments in certain lndustrles,
to enable for 5001a1 reasons a smooth adaustment of certaln act1v1tles

or to neutrallze, at least temporarlly, the. dlstortlcn of competltlon

B

The obJectlves, forms,snd condltlons of such azds, whose Justlflcatlon

is that they facilitate ihe orderly development of Community structures,

"do not confllct with the generdl obJectlves quoted in 3.1. aboves It°

1 '



is not clearly established, or merely {o¢ preserve the status quo, nor
has an excessively destructive effact on competition, or transfers

difficulties unduly from one Member State to another.

The new context

4. The granting of State aids has assumed increasing importance as a
result of the indusirial difficulties and particularly the growing
unemployment that have resulted from the recession. Struc-

{ural problems were developing in all Member States prior to the
current esconomic erisis. However, the results of the increa=se in
petroleum prices, the persistence of inflation, the instability of .
exchange rates, and the growth of export-orisntated industries in
developing countries have accentuated the need for structiural adapta—
tion of economies. All the Member States find themselves in a
position of transition, characterized hy_th% need to adapt their

industries to the consequences of these changes.

The Buropean Council, conscious of this situwation, at its meeting in
Copenhagen on T/8 April 1978 underlined the need to re—establish the
competitivity of industries in difficulties and stated that this
remained thé chief object for the policy of Member States in this
fields In this context the Buropean Council emphasized the need

to overcome the grave probleme posed by siructural overcapacity in
many industries and the need to promote an industrial stmoture which

could face up to world-wide competition. .

5. The application of the State aid rules of the Treaty has presented partic—
ular problems to the Commission during the past few years. These
problems arose as a result of the general economic pressures indicated

above.

S5.ls During the period 197576 it wes not clear whether the problems were
essentially of a short=term conjunctural nature, which would be resolved
by a natural recovery in the sconomy, or whether the problems were of
a mors deep—-seated structural nature. Bearing in mind also the
strong social pressures which wers prevalent in most Member States
to preserve existing structures as a way of fighting rising unemployment,
there wae & tendency to introduce measures of aid as a shori=term palliative
in the hope that the basic situation would correct itself fairly rapidly.
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It has been inecreasingly recognized that the economic prcblems of Member
States are of a basic structural nature and that this structural problem
is the one that requires to be tackled if economic recovery is to take
place and a new phase of social and economic progress is to be initiated.
Thie objective cannot be cbtained by indirect protectionism brought about
through the use of State alde which have the effect of impeding the
expleitation of the economic opportunities that exist in the changing
world economy and which could undermine the cohesion of the Community's
economy wnich is a pre-condition for furiher progress.

In this context it should be noted also that control of State aids within
the Community is the result of certain international obligations (Art-
icle XVI of GATT). Moreover, in the current mutlilateral trade nego-
tiations (MT¥) certain of our partners are pressing for a strengthening
of such control as a quid pro quo for alignment of ite legislation on
countervailing duties with the GATT rules. '

As far as aids in EFTA countries are concerned, the Commission is well

aware of the problems of competition involved in some cases, especially

as regards Scandinavian countries. This general problem 1s currently

under discussion with the Member States. MAs long as these discuseions are
under way, the Commission does not consider it appropriate to take a decision
of principle. However, if there were specific complaints the Commission would
examine these on a case-by—case basis according to the relevant dispositions
of the existing free-trade agreements concluded with these EFTA countries.

Ganeral applications
6. The Treaty rules are not a static instrument but give the Commission a flexi-

bility to accept the realities of the situation at both Community and Member
State level. Given conditions of the past few years, a certain multiplication
of mectoral aids, particularly in the Member States with economic structures
lese well adapted to the new esituation in the world anuanf ies seen as an in—-

evitable reaction to the pressure to which their economies are subject,bearing
in mind particularly the social pressures created by limited growth and rising
unemployment.

T« In determining ite position on individual aid proposals the Commiseion has
developed a nmumber of basic criteria:

Tele

In the context of changing economic and socizl situations to ensure that
the Community dimension ie taken into account within the actions of Member
Statesj in particular that action is taken only where there is real need,
that that action will lead to a restoration of long~term viability and that
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- allfthese actlons w111 glva added efficacy. to the economlo, soc1al and
reglonal policies of the Communlty. State aids should seek to solve long- .
tern problems and not 10 preserve the statis quo. or put off decisions and
‘changes which are 1nev1table. In balancing the Community and national 1nter—

. ests, the Comm1ss1on endeavours to ensure that 1ndustr1al problems and un=—

. employment are not transferred from one Member State to another.

Tele The Commission accepts that the need to adapt structures should be qualified
by taklng into account the shorti-~term social costs involved., Time is nece-=
ssary for adjustment. "While otate alds should not be used simply to pres erve
exlstlng structures limited use of resources to- amellorate the soolal and -
economic costs of change, for example in the form of rescue operet;ons-or>
even coﬁtrolled‘oberatihg aids for a strictly limited period (erisis'measures),

. fcan be accepted. . o ' ‘ , '

’7.3. /The 1nten51ty of aid glven should be proportlonate to the problem it is
sought to resolve.‘ In this respeoct problems, whether-reglonal or 1ndustria1,

. should be overcome with a minimum’ dlsturbance to competltlon and respect for

A the difficulties which have to be solved in each Member State.

7.4. Mbreover, thé Commission is also ooncerned to ensure that proposed aid ~
measures should,be degress1ve (eogo in the rate and/or amount of’ ald),
llmlted in tlme and clearly linked to objectives for restructurlng of ‘;‘

'the gector concerned.

8. The prlnciples of competltlon laid down in the Treaty limit the 1n1t1at1ves
that the Comm1551on can take in the field of State aids and determlne ~the
role of the Commlsslon in handllng cases of State aid, Wthh is pr1n01pally'

to react to. the 1n1t1at1ves env1saged by Member States.

Therefore,the prinoipal method of operation'of the Commission*is a caée—by~case
examlnatlon of proposals from Member States to grant aid. Such proposals, if
their eoonomlc 1mpaot can be Judged in advanoe, are cousidered in the light of
the _provisions of the Treaty and in particular the derogations of Article. 92(3)
EEC Treaty. If, as is the case in most general aid schemes, it is not posslble.t
'1n1t1ally to judge the effect of an eld proposel,the Commission will review

the individual cases of applloatlon of the aid in question.in the llght of the ‘4
general principles outlined above., This examination will 1nclude the appli-

cation of the principles defined in any framework for aid to specific sectors.



9. The Commission does not systematioally deflne a prlorl such general prlnclpies
to be. followed by Member - States because of the danger of generalizing the
c-use of the. aids within Member States even where they are not strlctly nece-
ssary and the 1nf1ex1b111ty which. would result, as such frameworks cannot take
"y into account the spec1f1c characterlstlcs of the industry concerned in each
Member State. However, in cases where it ‘has become evident that an 1ndustry
- faces a situation of particular dlfflculty throughout the Communlty, or
shall face such dgifficulties, 1t is possible to develop certain guldellnes '
'whlch 1nd1cate the pollcy the Comm1351on W1ll pursue 1n matters .of subsi-
dies. for thls 1ndustry.. Such guldellnes have been developed in partlcular
'in cases where ‘industries are in cr1s1s, for example textiles, ship— '
o bulldlng and steel, under the rules of CECA, or because particular 1ndus— '
:trles are growth points whlch should be stimlated in the common interest.
In other areas where Member States face problems of a similar nature or
‘1ntens1ty, for example regional aid and aid for the env1ronment the

Commlsslon has also developed this kind- of framework.

10. The Commission has to take into account also the sectoraIIeffects of certain
. other types of a1d glven, for example, aids for reg10nal development or
s001al purposes, such as employment aidss. The Commlssion has applled Te-

strlctlons when necessary (see p01nt 13. below)

Policy in_ specific sectors '

ll. Actlng withln the above pollcy the Comm1ss1on has approached equally
.the problems created by 1ndustr1es 1n crisis as’ well as those where the
\problem 1s growth. - The former group has concerned shlpbulldlng (four
success1ve Council Dlrectlves ol . ald), textlles (general pr1n01ples on
aid first elaborated in 1971 and. refined and extended in 1976), man-made
fibres (proposal of approprlate measures under Article 93(1)) and steel
f(general prinolples were proposed 1o Member States in Apr11 1977 and a
. proposal for a Declslon under Art1cle 95 ECSG sent +o the Coun011 and the '
Consultatlve Committee in May 1978) ' S

!I{\ ‘p ':':;';;pf‘ -,uilsspxil E:A .:./.»A



“11.1.

The Commissionts approach in the cése of ihdustrieé in crisis cited
above has been based on certamn common principles. The Commiséidﬁ héé.
recognlded that the criqi -in these industries has threatened elther
a. dlsorderly rundown of thexr activities w1+h serlous adverse conse-
querices for emplovment in general, or a gerles of 1nterveni10ns by

Member States designed to protect thelr industries, poss1b1y by trans- v

ferrlng dlfflcultles to other Member States, with aid levelq

being. fruitlessly bldfup at substantial cost to all Member States.
_The general purpose of the Commission’s initiatives has been to -

‘avoid both of these undesirable eventualities and at the same time

to encourage the establishment of zndustrles able to compete freely

on the world market. To these ends it has accepted the Justlflcatlon'

"~ for aids whexe these have. faonlltated adantatlon to the new market

1l.2.

?qondltlons in an orderly manner. auch adaptatlops require (a) either

an actual reduction in capacity or the avoidance of undesirable

_inéréases in capacity; and (b) the restoration of the competitivenéss

‘of Community industrye

In more concrete ferms this has led tb‘the specification of the

following principles in these initiatives:

- aids‘shoﬁld not be given where fhei; sole effect would be to
maintain the status quo. Production aids as sﬁch.are therefore
in principle 1nadmzsslble, unless firstly they are condltlonal
on action by the xechlent which will facilitate adjustment’

o (eeg° restructuring programmes), and,secondly they are 11m;ted-
in time; S SO

P
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szmllarly, rescue measureq have been recognized as necessary to

provide a breathing space while longer term solutlons to an

-enterprlse's difficulties are-wcrked”out, so as not to frustrate

any required capacity reductiocs,‘sdch rescue measuree should be
" limited to cases where they are requlred to cope with acute

soclal problems,

,~; aids‘for investmenfishould nof result in'capecity increases,
. since it is a commonrfeature,of the industries ccncerned'thef
.'capecity is excessive. -(Tﬁe Commission has sought\in certain
< instances. to apply this. crlterlon in the case of reglonal alds o

Ia p01nt dlscussed in paragraph 130 below)

12. As far as concerns 1ndustr1al growth sectors, the. Comm1531on, wh11e '

it is in principle posxtlvely disposed to their stlmulatlon, empha~
sizes in its decisions the benefits to be obtained from Community=
wide ccoperablon in such actionse. The principal competitlve .

‘problems fa01ng the Community come from States outside the Communlty, in.

. particular those highly 1ndustrlallzed and/br technically advanced.

The Commission has encouraged Member States to promote an active pollcy
of development in the flelds of computer technology, electrcnlcs, aero=

nautlcs, partlcularly by general promotlon of research and development.

'It has raised no objections therefore to the use of State aids to attaln

~ these obJect1Ves.

'd

- In this context meatlon should be made also of the" favourahle position

13,

the Commlss1on has adopted to propesals to promote the avallabllity of
finances for the creatlon of new undertaklngs and the development of - small

and medlum—91zed enterprlses, , . ’ _ ' S

In con51der1ng 1ts polzcy on sectoral ald schemes the Commission has

also taken into account the sectoral effects of other types of alds.

'In particulars

'f Aids to employment. The Commission has distingdished betteen aids -

designéd to promote new work piacee‘end‘ﬁhoee designed fo'maiﬂtain o
existing jobs. - In regard to the latter it;has considered that. if such

P



alds are concentrated on sectors Wthh face acute dlfflcultles in all
Member States, and are not a55001ated with substantial . plans for f»

] reorganlzat;on, their granting will lead not to the solution of the

" social and industrial difficulties, but to fheirztransfer to other
Member Statee. For these reasons it has recently imbesed-importent

restrictions on suchran'employment aid.

- As bpncerns regionai aid, bhearing in mind the general ijeéfives/of -
the Treaty and in particular the derogation of Article 92(3)(a) and
(c) EEC Treaty covering the grant of regional aid, the accumulatlon
of sectoral with reglonal aids 1s not excluded in pr1n01ple. However,

“where a p01nt of extreme overcapac1ty has been reached in a particular
eector, the Commission has demanded from Member States that even
_reglonal ald which would egﬁfggegiléﬁyeetment that would lead to an
1ncrease in capa01ty should not /oe granted, for: example in the case

of the synthetic fibre industry, and shipbuilding.

Conclusion

14. The Commission ﬁelcomes this opportunity for a fruitful eichenge of
. . views on State aids with the Council, which it is ready to_renew,'
- without prejudiee to-its competences, It would note that Memﬁer States
are already'aSSOéiated ﬁith its decisions on matters of State aid‘tﬁrough

a constant stream of consultatlon at both bllateral and multllateral level. -

This practlce of the Comm1s31on was explained in letters of the Pre31dent
of the Comm1331on of 5 January 1977 and 11 Apr1l 1978. Furthermore, the
‘ Commlss1on would recall that in 1ts Annual Report of Competltlon Pollcy
_addressed ‘to the Parliament its pollcies and actions are descrlbed 1n
detaile On the ba51s of - this report the Commission is. prepared to hold
perlodlc d1s0u381ons on. its policy with the relevant experts: from the

Member States.





