‘N

' -‘“ ! . . B - - - /”" ey
' | hE AR

DIRECTORATE GENERAL FOR

RESEARCH AND DOCUMENTATION . ,e V[
{IBRARY
. Y

- - . ¥

HE IMPACT OF THE COMPETiITION POLICY PROVISIONS (ARTICLES 92, 93)

ON_REGIONAL POLICY IN A COMMUNITY CONTEXT

INTRODUCTION

L. INTERPRETATION OF 92

2. THE COORDINATION SOLUTION
3. THE CHIEF REGIONAL INSTRUMENTS IN EACH MEMBER STATE
4. THE SUCCESS WITH WHICH THE EEC HAVE IMPLEMENTED ARTICLES 92 and G3

September 1977

(Note worked out by Mr Jeiffferson)




_INTRODUCTION

o A firet approach to the relationohip of the apparently discordaut
g“aims contained in the two Community policies - competitxon policy

: oand regional policy - must at least establish that the two poliClL“,r.

T'oare in fact closely inter-related rather than inherently conflicting.

Competition policy seeks to ensure that the common market operates

wl5tiﬁ'a manner whereby efficiency will be maximised and market distortions

"‘“imlnlmised Regional policy aims at achieving a balanced growth rate

""amongst the regions of the common market and a harmonious developwent

;of economic activities, as proscribed in Article 2'2 “Article 92

‘ ;accepts thlS fundamental link between the two policxes, and seeks to

:fenqure that, in a period of rapid economic and structural change,'
intervention of a regional nature makes a positive contrlbution to”

'Tﬁééthe furtherance of economio prosperity. The COmmlsSLOn is wholl!
'fr:'opposed to aidsthat merely keep an otherWLse incompetitive
: ””}undertaklng in operation.‘ Thus. ongoing aids are ‘not acceptable.

‘ '*f;except in instances of extreme social conditxons - 92(o,a.};f_;_g




"', SECTION 1 - INTRODUCTION TO ARTICLES 92 and 93

‘ . One can really only begin understanding fhe relationship
'*between'competition'policy and regional policy by analysing the
. text. of Article 92. - The Article commences from the standpoint that

"fﬁ intra-state ‘trade must be affected by the grénting of a particular

R State Aid. In instances where such an aid distorts or threatens to

,¢~f~? dlBtOrt competition it is incompatible with the common market.‘.;.

e ;, However, in this paper. one is primarily concerned with only
;-one type of aid for which an exception to Article 92 is invoked-

“ﬁﬁuﬁthat is state aids in pursuit of regional policy as opposed to-

:-sectoral aids or general aid schemes.:‘ The relevant sub—parag aphs

zibidare then Za, 2Co 3a¢“35 ~and 3é' E

Thus, by providing an exemption from the fundamental principle

J’7isof the unity of the market and the most efficient utilisation of

ffresources, the Treaty accepts that considerations of-a soc1al or

'ﬁfipolitical nature may override the: concept of- economic efficiency

 with. respect to regional aids. It is the role of the Commi.ssion v
:jto ensure that regional aid is allocated on a pro rata basis to the

L€f7areas of greatest need- and that, in the allocation of such aid

a———

xfthe detrimental effects on canpetitive forces are minimised

The effective supervision of regional and sectoral aids at the

‘fifCommunity level is of course essential to the proper functionlng

':of the common market for in an area of total internal tradef -

':Lj:liberalisation the effects of competitive forces are more
ﬁ’acutely felt in the regionally backward areas in that the structural

-..decline of these areas becomes both more rapid and more difficult to
”‘adjust to.f Hence, Member States presented with these difficultwes

owill resort to regional assistance far more ‘readily and employ a

' “}‘Lmuch greater quantity of resgources than would be tho case were the

',fState able to resort to protectionism.

~ The effectlye regulation and control of such aids by the .
‘Commission, as representatives of the Community 1nterest. must

“therefore be abmedﬂat ensuring that‘the measures of an individual
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- Member Stat° do not exther aggravate exxsting prob]ems at the
V‘QCOmmunlty level nor merely transfer such problems to other Nember
.. States. If the activities of one Member State act against those of

) ;another Member State without resulting in a better balance of

"";activ1ties or a more rapid overall growth rate, then the Commlssion
‘“=must initlate the procedure under Article 93. ' This problem is - -

4particularly acute in industries undergolng structural decline rn the
idﬂEEC as a whole due to intense world competition or.a. slackening of '
‘,world demand for example in shipbuilding.‘ - S

Thus one major aspect of the COmmission s role is based on thieA

d?”rfidea of preventing competitive outbiddlng. with respect. to reglonal
“‘f}:aids, among Member States., - Thus the Commission must impose a
fframework so that the coordinatlon of aids can be established in a_’

i{{manner that reflects the interdependence of national interests. o

Secondly, the Commission must establlsh the type of ald that is

”2jﬂ'acceptable in so far as it is held not to distort competition.-
{iOn this point, the COmmission must establish that the aid in question

~"will enable the particular underta?ing concerned to become

él_commercially viable and to be able to compete in the market

?5‘:ﬁsuccessfully.z or, if it is a regional aid that is designed to
~+  improve the infrastructure of the region in questlon, that it Wlll
J“i*have a Pump. prlmlng or multipller eFfect and will not simnly lmpose :

ﬂ:n'an extra burden on the backward area,

T A major crlticism of the post war regional poliCLes of the ’

3;Member States is that the lnstrumente and policies. adopted have not
" _been. properly attuned to the grav1ty and nature of a particular

| *;regional problem.’v There has been a distinct bBack of careful analysi:

;régarding the type of industries that should be developed in a
' particular’ area, particularly with respect to the development of

-x‘ancillary industrles.



'.T 3 -
:;George'and‘Jolifin ;Compeéition»Policy in the;EECf.‘eummed up
. very neatly the detrimental effects of ill-conceived regional aid

Jt‘;measures;, ‘State intervention in the economy‘can have direct and

'eﬂ“very damaging ronsequences for trade and campetit1on between Nember :

:.(whﬂf=*States and consequently for the proper functionzng of the. common
: :"fﬁﬂ{_market.ﬂl It is the Commission's role to seek to establish the right

..~ balance between the harmful’ consequences of the measures and the

-';‘i,geconomic and eocial needs of the so—called development areas.-;_ ;_ f

The CGmmission s attltude and behaviour in this field is best

_i;f;established by an analysis of the texts of the three 'COQrdinatlon
f_::?::solutions - on"Regional.Aid Systems of October 1971, February 1975
ifigland May 1977.af7This %erthe area thet is/discussedlin Sectlonwz. '




e } o THE COORDINATION somn'xon
The Coordination Solution represents the philosophy of the i
Commission with respect to its interpretation of the contente of

- Article 92. It feflects. as stated in the prev10us section, the over~:1

l]_riding significance of the interdependence oi Member States' interests
anc the need to put the regional problem into a COmmunity rather than a
netional perspective. Moreover, it accepts the limitations within S

which, due to political and financial constraints. the CommlsSLOn has to‘

S

o .operate.v It accurately reflects the role as being more one of

: 1'“supervisor than of inxtietor.h' A more detailed framework cannot really"

i‘be expected. given the. balance of power between the national and

}j,;f: Community bodies and the wide diversity in the nature of regional

e problems existing in’ each Member State, which iteelf will necessitate
{7 considerable variation in the most suitable regional instruments to be

employed I T FR |

The Coordination Solution attempts to regulate the level of
regional aids operating in Member Statee.‘their nature and effect, and '
the area that they cover. ;;5g,pjf ~;:f>5f;;; ‘p;;sg-_; R ‘

{f:;ﬁ Ceillnqs of A:d Inteneity ;ff?ffﬁ?f~lﬁ{if;‘i;i;f”}“ffq?if
H l) In the Mezzogiorno. Ireland N. Ireland and Weet Berlin the intens;ty

measurable aids must not exceed the leVel that exieted on 1. January 1975.
The Commission may however ask for the examination in advance of individua

cases if particular eectoral problems or the proper functioning of the
! common market necessitate such an examination.-' The Commiseion will be’
e’ informed of projects exceeding 25m. unite of account ‘for which the ‘;;?
,.envisaged 1evel of aid exceeds 35% (net grant equivalent).

2) In the French PDI areas, the designated areas of Italy in the Centre or
North as in the British Specia1 Development and Development Areas the

level of aid intensity must not exceed 30” (net grant equivalent).

:3) In the Zonenrangebeit Northern Jutland and the Danish Ielande, the
Danish special development areae, the level is 25% (net grant equivalent).

4) Divisions 1-3 are claesified as peripheral areas. Elnewhere,,regione
‘are claseified as central regicne and an upper limit of 20% (net grant

equxvalenc) is imposed.
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It should be poznted out that these levels of intenSity of aids are

4l;max1ma and the CQmmission would except assistance of a much lower order ir

. the vast majority of instances. However, the levels of set go élong way

,‘ito reducing the problem of outbidding by firstly restricting the level
- of" aid granted in the less regionally backward areas so that they do not

. v?ﬁ,draw away resources that would have otherwise gone to those areas in

; class 1, and secondly by aligning at a standard’ level, “the . intensity of
*; aid in regionally backward frontier regions where canpetitive outbiddinq

“g;vis more’ prone to occur. ;.l,fgfﬁfﬁgl“u,:gg_;,;m{;[;f~ﬂ

~ T

N S e

“;Transparency

In discussing the ceilings of intensity. constant reference was made

g:;to the ‘term net grant equivalent -This is the standard measure that has

“ffibeen adopted by the Commissmon for comparing the level of aid net of

tax. There are three levels of measurement - 1) transparent which are

?"W{gthose aids which can ‘be expressed as a percentage of the amount of

' f[finvestment, 2) measurable - which are aids that can be measured but oniy

';5:;within the confines of a wide margin of uncertainty. 3) opaque - which

: ,?'3fare those aids for which the Commission have not yet established a

:f’comparative measure and which themseives can further be divided into |

jﬁiftthose which could be made transparent and thoﬂe which could not._

“1 ‘The ‘latter category must. be terminateo by Member States. ' _ (The Comml%lo~3

f;ccmpiled a. list of opaque aids on 17 11 76) .

However, piogress in thiso area of coordination has been hampered by

i'the wide: diversity of aids currently in use in Member St ates and by the -

fzrapidity with which they change.'f The Sixth Competition Report stated
. hat 50% of aids are not measurable. The Commission has deolared it
inadmissible to introduce any further opague aids..» A '

The clearest examole of transparent aids are. capital grants and
soft loans- the latter being loans with favourable rates of‘interest or

;'“fa;payback periods, - Methods of measurement exist for other aids that are

”:_related‘to investment but not necessarily to the actual amount such. as

state guarantees or arrangenents for reduced rent on indu trial

vproperty” -
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Aids with respect to ]ob creation cannot be based on the standard-
“measure used but can be expressed in- units of -account per job created,

. ..~ Further, they are disapproved of by the Commission because they are

L essentialiy an ongoing aid i.e. they are related to operating costs.

By i:Other aids guch as subsidies or tax-relief on depreCiation, or reduction :

“f:gifin instances. difficulties of measurement arise due to the variability of
ﬁ7_the factor to which' the aid is related S T ‘ |

: L Reqional S—Ee_.cﬁ.i-_.f.ig.!-._.t_:l

o Regional ‘aids should not cover the whole of a national territory.
,ngﬁji‘The limits" of the’ region in question must be defined either by
'ff"geographical or quantitative criteria, or within these regions such
llcriteria must be established to define the limits. of the areas that are
- to benefit._f The level of aid must be related to the nature and graVity

iof the problem involved . Furthermore, the Commission states that aid mus

- gr;{not be granted in a pinpoint manner whereby they would have practically no
fqﬁjinfluence on the development of the region in question.’ i

e ’ Having summarised the CommiSSion 8 broad policy framework Wlth _
: ’fﬂ,respect to the compatibility of regional aid measures with Article 92,

:~1:fzone is now in a pOSition to undertake an analysis of how successfullY

; ffthe Commission has - invoked the Coordination Solution with respect to
>5>;fthe regional policy of each Member State.,‘ ‘

?:'gis";x This can best be done in two stages. Firstly, an outline should
ih?ffbe given or tne major renional instruments in use in each Member State,
% Afoland from’ this one should investigate instances where the CommiSSion s

; dbfiinvestigation have revealed that a particular regional aid measure is.

’ incompatible w1th Article 92 and to ordered its termination. 5




A"T

HE CHIEF REGIONAL INSTRUMENTS IN EACH MEMBER STATE




“ow . . . < BELGIUM AND LUXEMBOURG . -

r‘I*n Belgium; all the aided‘regions are classified at the same level.
':The legal foundation for much of the regional aid was established in the

I3 L

B f-1970 Law of Economic Expansion. .

R - The foundation for Luxembourg 8 regional policy. in so far as
“f;??regional policy is needed at all in Luxembourg is couched in the Law of ‘-’
’h'_Economic ExpanSion of July 1973.,' The law sought to effect a more
”yg dsatisfactory geographical distribution of econcmic activities by | 4
‘F-)fencouraging the rationalisation, conversion or establishment of firms by
."various types of investment aid,\L On account of its size, the country is.
.3treated as a single region.f”i TR T RIE & SR
o Al survey of the major regional instruments employed in Belgium
:7 establishes a strong bias in favour of interest rebates, guarantees and
ébtax exemptions with little emphasis being placed on investment grants or"

subsidies.g, ‘The major instruments are as- follows-- Q_im ”;&\~”h/

7?‘1) Interest rebates of 5% for a five year period with a ceiling of 75% of
;irthe total investment being imposed on such 1oans, or for a tnree year
-f”fperiod with no ceiling. - In the very depressed areas,hsuch as the\Borinaqe,
“fgfa maximum rebate of 7% per annum can ‘be claimed, Finally. the. 1nterest
foirelief grant can be replaced by a capital grant of the same value, if for
“Wifexample the firms principal source of investment is ploughed back proiits.~a

sl2) Capital grants.v»;vf ‘ii:~» - S o

3?73) Loans are given at concessionary interest rates for the purchase of land.

p 'f4) Tax concessions - 5 year exemption from the tax deducted at source on
@@buildings.‘land and machinery, _"_ o ", ' '
n:5) State guarantees can be sought for loans and interest.

'?:fﬁ) Depreciation subsidies at double the standard rate can be claimed for
rtitwo years, ' HICERE o ‘

- i7) Subsidisation up to the level of 80% can be sought for the creation and
37”equipment of industrial estates, “_; L , ' T
iLLB) Exemption in development areas from the tax on the recording or capital

'*~fgoods and capital investments - le preccmpte immobilier
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, Granta and loans from the state are not only allocated by the }
Government itself but also by an organisation known as the So Ko. 1
' who are primarily concerned with the financing of small and medium—-__

7 sized fimms. . . -

e DENMZ-\RK |
Greenland ie in a category of its cwn with respect to regional aid
and no restrictions are applied except in 80 far as- - the Commission might
declare that a particular aid needs altering on account of a lack of

specificity, for example.-_

o Within Denmark 1tself. areas are categorised either as special
"‘developnent areas or ‘normal development areas.’ - ‘l‘ogether they cover )
_about 50% of the land area and 30% of the population.  The normal
development areas can only make - use of loans which amount to a ‘neg

'7fi“grant equivalent 14A The 'loans are ‘made available either directly

"to the enterprrses or are made available to them by way of. the

“communes. In the spe01al developmenc areae both grants and 1oans are.

ffused. together amounting to a neg grant equiaalent of" 24%. Both may
fbe claimed to cover part of the cost incurred in. infrastructural
*investment and grants may be claimed for moving industriai or service
{enterprises to development areas.: Finally in both areas, state -

“t7guarantees can be sovght and commercial premiees, either for sale or

METEIS

~;lease are provided

FEDERAL REPUBLIC OF GERMANY

In Germany there are three categories of regionally backward areag -

il) Zonenrandgebeit 4 o |
-2 Areas with a one-sided declining industrial structure .

’-'L3) Rural areas. o

”?;:.Regional policy is couched in the ‘Regional Action Proaramme' which is

"51'operated as a 'Joint Scheme' simultaneously at the Federal and Linder
",',level, with coordination being ensured through the Federal/Lander Planning

Committee. -The organisational structure is completed ‘the Regional
,Develonment Programme Fund the European Recovery Programme Funo and the

Social Socurity Fund



.

_ ".;n_Germany”as a1Whole.'there are 312 growth centre940f which 40 -
~are concentrated in the zonal areas, with the ability to claim»grante

. for the establishment and extension of industrial plant up to a level of

qus%m ~ The level falls to 20% for 20 areas outside the zonal area, and is
- 10~15% for the remaining growth points. : The total area in question

;‘?iu;accounts for 60% of the Republic s land area and 30% of its population.

Such a growth point philesophy is aimed at ths concentrationcf

o ffregional aid, which it is hoped will produce strong dynamic side effects.

Outeide the key growth areas, extension grante of the order of

I mffn10~15% can be given to plants established before 1 January 1972.
,;;;kf’For conversion and fundamental rationalisation of industrial plants
fli{jthe maximum level of subsidy is fixed at’ 10%. | L

: Investmentegrants are the principle form of regional assistance
f;but 1oans can also be made available. ~An investment allowance of 7%%

'ffgof the sum invested taking the form of a ‘tax concessxon paid directly E

*vTiﬂout of government revenue. is also made. available. . Between 1972 and 1975

“ "pM 230m .were made available in. the form of tax free investment

f'~?71allowances. alongside a sum of DM 266m. each from both the Federal and

'ijindustry-related infrastructure.,;.

5prander Governments for the promotion of industrial investment and

‘ Special terms,‘over and -above these, are given to Berlin and the
?fzonal areas, particularly to those areas that had strong economic links.

"“*waith East Germany. - Such assistance takes the form of freight SubSldleS,

‘ngavourable consideration with respect to the allocation of Government .

contracts: and the institution of a spec;al ‘depreciation scheme for :

investments._v In the serv1ce industry, a reduced level of turnover tax ie

Fj?exacted in Berlin..j, SRR e _vggg;{,g:; jnlj” o ’
'“eFRPNCE o

';fﬂ Regional aid is distributed by the relevant Government ministries wit]

‘the assistance of other official bodies such as the Fonds des Développznent

A ~ Economique d'Aide a la Decentralisation. These funds orientate the
'finvestment more toward the modernisation of plant and infrastructure than

S e e

£
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;h:;fftowardS'increaeing capacityr’f There exist Zﬁumétropolee d’equilibre in
| ff France, ten of" which are able to claim a maxxmum grant for progects where
,}g7-the level of investment exceeds F. 10m. Besides grants, such » '
fu“ffi?organisations can also make available loans with reduced levels of
'ffpinterest. ;vggig:;;zgmajvj,A_ ;lefff ?;_fffh Vﬁf ,; gpwff.: L

However, the most important 1nstrument in French regioxal policy is

.:f£;7;the PDR, the regional development premium which is of partlcular interest
t{;;?because it is based on the number of'jobs created; it may also be
?jijifjclaimed for extensions and conversion of plant and machinery. - Another

-7ffsign1f1cant feature. of the PDR is that it is dlscrimlnatory so it is only

?fawarded to projects that have received government approval as being

'ig,important for regional development. ”f}l\.f--’qa“

‘ A maximum amount of F. 25, 000 per job created can be claimed in
:'Bretagne, Masslf Centrale, Pyrenées and in Corsica, w;th an upper llmlt
'“jiﬁfamounting to 25%. of total investment being set on such government‘
‘f?disbursements.-k In Western and South ‘Western France F. 20 000 per jOb can
» _{fibe claimed with maximum level of a1d intenszty belng set at. 17%. In
“i}ifNorthern France. Lorraine and South Alsace .the amount is F.15, 000 and the
| )i;iintensity limit 12%.~ _Such assistance is designed principally. to o
‘7{1promote 1ndustr1al actlvity. ’ Further. where a SLtuation of an '
| ;abnormally high level of unemployment pertains, the grant can be f;:
-'f;fclaimed for projects outside the assisted areas. : Lo

: PDR is replaced by a similar regional weapon 1n the tertlary sector -
e fbthe PLAT (a premium. for the location of certain service 1ndustr1es).;
.:,ea"_xn areas where the  PDR operatee in the industrial eector, F.20,000 per'
"‘li,Job created can be claimed under PLAT and F.10,000 per job can be
_dffclaimed anywhere else in France. ‘ An additional F. 5 000 is pald together
. with the F.20,000 if the job in question is a head offlce jOb - a bonus
desxgned to stimulate movement out of Parie. .

| _”




Other measures also exist which are designed to bring about
“ decentralisatlon such as the decentraliaation allowance applicable to

l]industries currently located in Paris the Paris region, and five =

‘ "‘f-icantons of the Oise département which transfer all or part of their plant

“‘f’ Qa)'réduction of the droit de mutation -

" “’to the prov1nces. ' The level of aid amounts to 60% of removal costs, as

'leong as 500 square metres of floorspace are vacated
France -also makes use of certain fiscal aids ;

,exoneration from 1a taxe profeseionelle in the areas that receive PDR

7 "at a level of 17% or above,» ) “4Ef

}""'j_‘:"uz)j'exoneration from la taxe sur le plus value fonciere

}xf?1€4lfdepreciation subsxdies.‘;{»‘,ﬁ,ﬁ“w;f{{;‘;*f;i?;f
. ; ,‘ inally special aid exist for the relocation of research
fj@b_‘actiVities in ahe a351sted areas in the form of the PLAR.;

M S f e ,

e Dutch regional assistance is concentrated in two main areas - South’
?ﬁ:?;Limburg and Northern Holland, (Groningen, Frieseland and Drenthe).,f,_
‘ikTogether they cover 30% of . the land area and 17% of the population.

g ' Tne principal source of assietance is aid to capital investments 1“,
1””f“the creation or extension of industrial plant,»which may in exteptional
;’_circumstances be made available to the service sector where the 4_‘

”‘g«fundertaking cUncerned serves more than a purely 1°°al market

e t Such capital subventions can be claimed to a maximum of 16. BA net
-~ grant equivale.t on land buildings and equipment. Alternatively, a
‘flmixed premium of 10. 2% net grant equivalent on capital - 12 500 quilders
”iffper job created up to-an overall maximum of 20% net grant equivalent can
‘f”ibe claimed Clearly after a certain 1evel the 1atter nethed proves

' more fruitful “In certain regions where there are particularly high
“%1evels of unemployment pertaining, capital intensive 1ndustries ‘whi.ch
'cannot claim the full 20% net grant equivalent througn the mixed system
’:rcan claim extra ASSIStanCe to bring them. up to the 20% level, on
-ibuildings. These capital subventions apply only to 1nvestments of at
least 200,000 guilders and are not claimable on the excess investment of




;:ffigkprojects thatiexceed“the‘maximum level of 5, 000 OOO‘guilders.l 'Finally;
' “.they apply not only to the South Limburg and Northern Holland regions

e

' ?but also to 17 development centres located outside the Randstadt.
Minor use ie also made in Holland of -he following instrument |

h‘ﬁugiélX*Loan guarantees SN L A ' R

”g;fﬁ;°25*Tax concessions, particularly accelerated depreciation on one third

‘ :;ii),of the buildings, and the further possibility of offsetting loeses .

;“’f during the first six years against later profits.f o S
'Labour mobility assietance 1“7- s '

Atk Training grants ';, ;“; f\l-:_; o RS

“Tigg*s)aA state owned developnent company in the North involved in equitv

ﬁ: acquisition. Fe e

R The Dutch eystem is expected to undergo a major re~orientation as
‘ @ vfrom the beginning of 1978 when the General Law - Investment Account Law -
13ff8hould come into effect with only minor changes.bf Itlis based on the,}.

fx{}follow1ng Slx premiume._

‘ ‘45fl) The ba51c premium which is applicable everywhere and can be clained
:,ifinfor any investment including replacements. The levele applicable are -
L1190 on. buildinge. 7% en open air fixed equipment and 7% on 1nternal -
z.:vrlfixed equipment.:_ SR P L S PR
‘"fiﬁﬁf) A general premium of an additional 2% for the proportion of the
;‘investment up to- 200 000 guilders ' . , _1” .

‘;;3) A general premium of 4% of the total amount. of investment plue an

:_oiuiadditional amount for each job created, for large progects in exceee of
";qb'?GOm guilders. , Thls is a diecretionary premium. ' 'L : :
- 4) A general regional premium of 12% on buildinge and 6% for open~air
';equipment can be claimed for investmente outeide the Randstadt. : |
5) The levels mentioned in group four rise to 20% and 10% respectively for
,}-regions w1th acute socio-economic problems.
. 6) The levels mentioned in group five apply to certain growth polee which
have been selected forreaeons of physxcal planning. ' ' '

v -:All the abuve premiums can only be claimed if the investment in |
question exceeds 2,000 guilders. ’ '

13
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o Region&l assistance in Eire is directed through-the Irish

'Viifwnevelopnent Authority, who are not only responsible for instituting the

FFFFF :d:;f[grants system but also for the establishment of advanced factories;

T_i?thirdly, they may if they see fit. take up a shareholding in a -

{,particular undertaking. . ‘ . ““ r B ST ‘ i : ‘

s Although the whole country is classified as a peripheral region, it |

U’dfeis split ‘at the national level into designated and non-designated areas

1;with the former being primarily located in therEast and the latter in

_”"}?{:23 ‘The most important form of incentive 18 the exemption from tax on
**uf;ﬁexport profits until 1990.. An,nndertakingscan claim this exemption for :

‘;jﬂlimaximum of twenty years. ;f/'

F"qbﬁgffif A new industrial undertaking satisfying certain conditions can claim
F}_'f;fa basic grant of 40%.1in the designated and 25% in the non-designated
”'Jffareas. - An additional grant of up to 20%, determined by reference to the

S 7Afsignificance and character of employment likely to be prov1ded, the
'tthidevelopnent or utilisation of local materials, the potentiality of
- ‘l';linkages with existing or future enterprises. or the existence of
;wE§;5~exceptiona1 growth pcential, can also be’ claimed.‘- The net grant ,
:ff?equivalent of the seen total of this aid would be 53% in the designatcd -
! ’q?{;areas and 40% in the non—designated. s ' L ‘ L

With respect of modernisation plans or re-equipnent ‘the maxxmum

S ﬁf:grants are 35% and 25 in the designated ‘and non-designated areas.
:‘:ff_Most grants either for new investment or for modernisation are usualiy
. @ tof the order of 20-30%. ~ The maximum rates for Dublin turn out to be
"“uif'about 10% below those for the rest of the ~country. ' R

_ “ Thirdly, limited use is made of interest relief grants and loan
ﬁ'ft“guarantees, with e borrowrng ceiling of £500, 000 normally being imposed

Fourthly, rent grante may be given on government—oweed factories, or
] :]Fin the designated areas, local authorities may grant remission for up to
g;;*ﬂ5ten years on twe thirds of the rates payable on. industrial premises‘

19




ff7;*; Finally, a temporary employment premium of £12 per week laterx
‘fjﬁfreduced to £6 per week was instituted from June 1975 to June 1976,
. ‘,}QLbeing available to manufacturing firms that recruited unemployed persone.

fﬂ;;”£27 million was distribu ed through this scheme.
.' iTALY

Italian regional assistance is primarily directed towards the growth

th:rf;nuclei or - development poles of the Mezzogiorno. . However, an extensive
f*}f;farea in the Centre and North of Italy also’ benefits from regional aid.

There are three fundamental methods through which Italy hasz sought

‘4'@3to redress the regional imbalance that exists Within her frontiere.

.'fyﬁfFirstly, the state controlled sector of industry, which includes such
1;A,n»'monolithic.organisations as IRI and ENI, are obliged to direct 80% of
. ifnew capital investment and 60% of total investment to the South

o Secondly government controlled bureaus allocate the funds made 7
Tavailable for regional aid. - The most significant of these is the Cassa

'f*?jper il Mezzogiorno whlch/ﬁad distributed 12,600 billion lire by 197
ff.icapital grants and 1oans atLraduced interest. rates amountinq to 35%

ﬁiiifof the . total investment, and to 45% in areas of marked depopulation, o
.- . are available for small firms.v For medium-size firms, the level of

’q'fassistance is 15-30%. and for firms with a capital base in excess of

' five billion lire, the level is 7-12%. The level of assistance
Jf}“actually received will vary according to the size of the inveetment,.

””3Q;tthe location of the undertaking and the sector within which it operates.

i‘ QQGrants are raised by lOA where certain equipment is constructed in the .
ﬁkﬂ-South ' ' L

I :" Further funds have ‘been allocated under the Law No. 464 of
”,8 Auguet 1972 in the form of grants and soft ‘loans to enable firms to

ﬂ'r}~_undertake res tructuring programmes that would prevent unemployment.
",1.16 ,000m., lire was dispensed under this law in 1975, and 28 000m, lire

per annum has been made ‘available till 1989. ;



‘“ﬁ#dﬂ%iéf ‘:[*hirdly‘I social security contributions are. reduced by 10% in the
il EMezzogiorno. and by 20% in the case of newly employed workers, - However,
- >.i‘it has been agreed that the syetem will be phased out in 1981 and by 1985
f .7 in. the case of those employees who took empioyment between 1976 end "
’f}iigao. - e SR | |
R Besidee the Cassa. there ie IMI which under Lew No. 1470 of
';fﬁgéls December 1961 provides low interest rate loans to ensure the survival |
ffjgﬁjof firms in financial difficultiea prov;ded the loan is used to effect
_‘1"_”restructure and reorganisation. - Under Law No. 184 of 22 March 1971,
'*fthe IMI is now able to make temporary equity acqu131tions in those small
o and medium sized firme that are in financial difficulty. A For its -
g;;fworkload in this field, the IMI was allocated 40,000 million lire. “
ufu Similarly the GEPI, which operates under the direction ofthe :
; frInterministerial Committee for Economic Planning (CIPE) has been iy'
}.ﬁbggallocated eimilar taske, with a fund of 111,000 million lire being made o
ﬁlf;ffavailable. In 1971. in the 1talian econony as a whole: only -
.fi723 4% of total investment could be attributed to eelf-financing while a
““'ljlfurther 23A'wae capital provided by the state. LT '

et Jg;Finally, the state has aleo established a number of industrial i
'ifﬁfgresearch and experimental institutes whose findinge are made available
'-’721-0 interested amall and medxum-szzed firms.;_ . . |

UNITED chnou '

;‘The British regional aid programmes divides the country into
special development and development areas, both of which are ClaSBiLled
. @B'lurthe REC as peripheral regions. = At a lower level of aeeietance, are
ftuthe intermediate areas which are classified as. central regions.
bilfNorthern Ireland is treated as a region within ite own category both by
. 1:the national government and by the EEC. ' ‘ '

o The principal form of aeeistance is the Regional Developnent Grant

".f;which can automatically be claimed in the epecial development areas, to the

“amount,of_zz% net grant equivalent of the total investment and to a

- level of 20% in the development areas. It can be claimed on buildings,
plant and machinery, 80 it can cover oPtrating capital cests., In the
intermediate areas, it can be claimed on buildings tc a level of 20% of
the investment. ' In Horthern Ireland, the level is between 30 and 40%.




\'\,
S Additional regional eid canes under ‘the general heading of Selective

Financial Assistance, which is available on a discretionary basis in all
the assisted areas. - It is made available or a wide range of purpose

to projects which will provide. maintain or safeguard amployment.
Assistanee for euch projects ‘could take the form of loans at concessionary

Ek"\ retes of interest interest-relief grents, or removal ‘grantg,  Such

'"G::each transfer. up to a limit of 50% of the number of additional jobs

assistance can only be made availeble to projects with a real prospect of

| leading to long term viability. The. most favourable terms under *his '

scheme again of course exist in Northern Ireland.

Under Section 7 of the 1975 Industry Act lump grante proportional

to the number of —jobs created_in assisted areas are available service

industries which relocate themselves. ' Assigtance with the,relocation
COsts and office rent relief grants are also provided. At least ten
employees must be moved with their. current work, with £800 being paid for

provided at the new location. A maximum -of five years exemption of rent
payments on approved premises may be given.zfui' L ’

The national government itself has shcwn ‘the uay i1 relocating the

service sector by disbursing 65% of government officiale. that have been
moved out of London, to the assisted areas. 14 000 posts in new

government organisations have also been created outside London and 12, 000
arewto follow. ‘ T - : o : ,

Other forms of regional assistanee are. liated as’ follows -

‘“fl)'The provision:ot industrial sites - advance,factories - with rent free

- .periods. -

';é{ Building grants_‘A L - - A
':'f3)'Grants and loans for the improvement of public services
“:.4) Training grants R |
,Jo d) The development of new towns fvﬁ' - : ”, f R
' {6)_The NEB which has the power to acquire equi y'in'firms in need of

-“exte'nal finance. o

~ There are also subeidies available designed to forestall firms
making redundancics. A 210 per week temporary emplcyment premium payable
for a period of three months end'poseibly six over a twelve month prriod

is obtainable for each employee in a group of at least fifty who would

7
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':jothefwise be made redundant. 'A recruinment scheme, designed primarily
: to:help the young find work, pays a subsidy of £5 per week for a 26 week
eperiod for each young person recruited who left school before July 1975

4:~,and was unemployed. - _To be able to claim the Temporary Employment ‘
:V;Premlum and/or the recruitment subeidy a flrm must be structurally sound.

Finally. it ahould be noted that the Regional Employment Premlum '

: 3}ﬁgfjstill operates 1n Northern Ireland

Caw s s . Damn IR T e
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?THE SUCCESS WITH WHICH THE EEC HAVE IMPLEMENTED ARTICLES 92‘énd 93

o Section 2 has already speculated on the success with which the
' **Commission have instituted the text of Artlule 92 in the chmunity, thoagh
' con31der1ng the content and effect of the Coordination Solution. Tff
This section. therefore, will deal wrth the instances where the R

dommission have investigated a particular regional aid that is either
fmeﬁerating in a Member State or has been proposed by ‘the state. - _n:: K ﬂ
It should be remembered ‘that it is the obligation of each Member State
“to inform the Commission of all the regional instruments that are or Willl
R be in use in that state. Such an analysis should reveal the success ]
: with which the terms of the: Coordination Solution have been 1nst1tuted
o and should secondly reveal the real extent “of the Commlssion s power in
;?@3‘ ‘this field. . If the Comm1ssron concludes that a partlcular regional .
o .aid is 1ncompatib1e with the Treaty, then the state in question must .
i abolish or alter the aid under fear of the matter being taken to the' ‘

Court of. Justice., '

Luxembourq_( The cOmmission requested the amendment of the draft law of

28 7.73 with the main criticism of the law revolving around a 1ack of

regional specificity.

Belgi [ The Belgiun law of Economic Expan51on was CIltiClsed by the zb,
'- Commission because it covered v1rtually the whole country and. was not'

based on proper economic ‘and’ SOClal criteria._

- The Commission concluded in its. investlgations of a BF 15, 000
;Aégv employment premium. for small businesses in development areas that -the _
e premium involved such a small sum that 1t should be likely to have an

"f_ 1nsign1ficant effect on competition.

- “"France The Commission instituted a 93(2) procedure in June 1972 againet
Lhe PDR, the PLAT and also against certain tax conce851ons (allegements
r_ fiscaux) . In fact, the procedure is still in operation against the tax |
.vkconcessions.' The Commission questioned. the economic and social evrdence
';Lthat’had‘been used in classifying the aided areas that were to receive
- PDR and criticised the lack of regional specificity in the scaling of

14
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the bonus rates. Finally, they disapproved of the fact ‘that the schene

provided for the granting of pinp01nt aids to areas out81de the assmsted

areas.other than Paris _or Lyons.. -

N In response, the French altered the geographical applicability of th
’fﬁf}, aids, the variation in their level andthe conditions of eligibility to th

extent necessary counteract the Commission 8 criticisms.. Certain areas

S

can now only clalm the premlums for 2 specifled length of time.
e Finally the premlums were adjusted to enable them to meet the l
:\j [Commiss1on s measurement criteria more satisfactorily. o
”\'Eehl ~In 1975 the Comm1551on requested that the’ government apply regional
:dgigﬁ assistance at the current level for no longer than two more years, and
| inform the Commisszon of any significant changes in assistance granted

outside the specxfied areas, in the Ardennes département :*("”

@ g any In September 1974 the Comm:.ss:Lon accepted measures designed to
rectify the exceptionally high level of unemployment ‘by July 1975
In those areas where unemployment was half a p01nt higher than the
national ‘average, firms were entitled to an allowance equlvalent to

' 66A of gross wage costs, payable for a six month period : The scheme

intended to prov1de jobs for about 90, 000 unemployed persons.

’;ﬂ;%?fi; ‘A grant of DM°210: nlllionswas prov;ded to absorb labour made
;”h? redundant by Volkswagen particularly in areas experienc1ng a hiqh level of
unemployment. 18 000 pcople were . involved and the. grant was 1ntended to

- cover a three year period

Flnally, the Commission took . Germany to the Court over her failure tc
@9 terminate blanket investment grants in the coalmining reoions of North
Lo Rhine/Westphalia.,’ '

f* Holland » The Commlssion instituted a 93(2) procedure against 1nterest

o free loans which were not conditional on any restructuring programme. -
The Commission believed that such aid could well affect trading conditions
contrary to the common interest, in the textile industry. '
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I3 **"'? Italy has to submit regular reports on the acquisition of
.-;;;holdings through IMI and GEPI, outlining the nature and effect of such
gf; acquisitions.»' The Commission requested this by reference to the powers
sliconferred on it by Article 93(1). “ ‘ R

i;ﬁ‘f:f' The 93(2) procedure was instituted against Italy when the Comm1531on

Vx_ kffelt that certain temporary acquisitions by the Friulia in the o
"fﬁngriuli~VeneZia-Giulie region were in’ fact merely salvage operations.

L The procedure was also instituted against Law No. 623 Whlch prov1des
wl;sfclow interest rate loans. to small and medium-Sized buSinesses.' The
ir};?:Commiseion was particuarly worried about the criteria of eligibility that
Nt;had been set.-f They disapproved of the fact that certain firms in the
~fff;Centre and North were receiving this aid. A o

The Commission recently concluded that supplementary aids to Sicily

'fin the form of employment premiums and supplementary grants were justlfled

;;;_fgdue to the severe economic backwardneas that characterises the area.

:;fﬁtvunited Kinqdom !

rig{§}> ~The’ Commission granted an exception to their established ceilings in
“fafrespect of aid granted by the Scottish Highlands and Islands Deaelopment

?;‘Board due to the backwardness of the region.r ' | '

- conclusion A survey of the Commiaeion s investigations into certain

;:eregional aid schemes does not give a complete picture of the work of tne
i"Competition Directorate._ It is considerably more difficult to make an

®» objective assessment of regional aids as compared to sectoral aids or

;’general aids. The range of beneficiary undertakings covered is broader
i’i,hthan wouldlbe‘the case with sectoral aids, thus the specificity criteria
" cannot be used in such definitive terms. This problem is particularly
hjnimportant as regards ensuring that unviable enterprises are simply not
.Th merely propped up through the receipt of such aids.  However, giveﬂthe

flimitations imposed on theiCommission. in terms of finance and the
possession'of powar, marked progress has been made in ensuring that those
‘regional aids that are used by Member States lead to the minimum of |

“distortion of the competitive forces.‘ Even though, Member States have

bwbecome notorious for adjusting the emphasxs and importance placed on

Pl
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