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INTRODUCTION

The issue of state influence on the economy isbgestiof endless theoreti-
cal discussion. The researchers’ standpoints aseilbetween an argument
against protectionism and government regulation active participation of
a state in the market. This debate takes into atcall issues referring to
different forms of public assistance given by statghorities to selected
groups of companies.

State aid in the light of theory of economic polisyan instrument of struc-
tural policy which aims at intervening to enhaniece positive or mitigate nega-
tive structural changes in the economy [Klamut,&Q8 230]. Structural policy
cannot ignore the laws of the market but shoulgetipand complement them
[Cwikli aski, 2003, p. 145]. It is designed to entail thévity to remove obsta-
cles to the full, smooth functioning of the marketchanism and to create of an
alternative mechanism in situations where relyiolglg on the rights of the mar-
ket leads to very high societal costs. The coststate intervention may be an
additional criterion for the scale of interventionsome economic processes. The
state should therefore intervene only in the caselsareas where there is a clear
evidence that market mechanism is an expensivé@ol$zpringer, 1996, p. 37].

These observations can be applied directly to stateised primarily to in-
crease the efficiency of the economy with a pogdiblited negative impact on
the free market. In the market economy the govent'meask should be reduced
to creation of so-called competitive climate mativg entrepreneurs to activity
but also to support and accelerate the structumdesses [Postuta & Werner,
2006, p. 316].

The aim of this paper is to provide a general aeevof the concept, objec-
tives, level and trend in state aid granted by Mentates (hereafter: MS)
in the period 2004-2010 with particular emphasisaah earmarked for re-
gional development.
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CONCEPT OF STATE AID IN EUS COMPETITION POLICY

The Treaty on the Functioning of the European UrfiGonsolidated.,
2010] (hereafter: TFEU) states in its principleattMS are to adopt economic
policy conducted in accordance with the rule of nierket economy. Preferen-
tial public assistance — state aid — can dist@tntiarket which in turn can result
in lower competitiveness for business, less innowaand ultimately higher
prices for consumers. There is a need for effecttaée aid control granted by
MS in order to maintain a level playing field foeé competition in EU and to
guard against subsidy races and national protéstion

Therefore the cornerstone of EU’s policy on statehas become the defi-
nition contained in the article 107(1) TFEU whidhtes that any aid granted by
MS or through state resources in any form whichodis competition by favor-
ing certain undertakings or production of certagods shall in so far as it af-
fects trade between MS be incompatible with thermal market.

Based on the quoted provision it can be conclutlatithe concept of state
aid is not directly defined in EU’s competition lalvshould be emphasized that
the lack of clear definition of state aid is iniengl and results from a need to
[Craig & Burca, 2008, p. 1087]:

— exclude the situation where too rigid definitionTEU would be evaded in
different ways by MS;

— enable the supervisory authorities of EU, namedy Buropean Commission
(hereafter: the Commission) and European Courtusfice, to make their
own interpretation of this concept in a broad degible way.

It is therefore not possible to create an exhaesist of instruments and
types of state aid. E.g. the forms of state aid mmelude [Dudzik, 2002, p. 34]:
grants, tax exemptions, guarantees, interest rasidies on bank loans, re-
demption penalties, sale or putting into use ofpprty owned by the State
Treasury on terms favorable to companies than tbfieeed on the market.

State aid can also be defined as a benefit whiehettirepreneur receives
and which could not obtain in the normal courseba$iness. Donors are the
public authorities and other bodies administeringlig funds, including public
companies. The beneficiaries of state aid becom®aaies without distinction
of who their owners are. Usually state aid is asigion of free or paid below its
market value which is also referred to the expemditside of the state or the
provision of reducing government revenue [Schi®&71 p. 13].

Due to the fact that the rules of admissibilitystéte aid are based on the
prohibition of its use, as generally incompatibléhwthe common market, it
means that state aid may be granted only undeexbeptions to this prohibi-
tion. These exceptions can be divided into casadinh state aid:

— is automatically compatible with the internal markender article 107(2)
TFEU;
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— may be considered as compatible with EU rules uadicle 107(3) TFEU
which encompasses some exemptions of a discreyioadure.

Under the classification based on the criterionhef scope of state aid we
can distinguish two major state aid categories:

— horizontal aid — creating favorable conditions fwarrying out the pro-
efficiency changes by stimulating a degree of imtmn and modernization
of enterprises and enhancing the development oégmneurship or reducing
the unemployment rate. According to the Commissiamethodology this
support includes i.a. regional aid referring tolgpeans occurring in regions
that are disadvantaged by promoting the econora@etal and territorial co-
hesion of MS and EU as a whole and contributinthia way to achieve the
objectives of the Europe 2020 StrateByfope 2020.,.2010];

— sectoral aid — given to these sectors of the ecgnehich face economic
difficulties. Aid may be in this case: defensivaimed at restructuring proc-
esses in a sector by limiting the growth of prothucbr offensive — stimulat-
ing increased production in the sector that is lenéd cope with using its
own resources to the growing demand for the praduct

STATE AID IN EU-27 IN ABSOLUTE AND RELATIVE TERMS

Total state aid granted by all MS in 2010 amourite€ 457.5 bln or 3%
of EU-27 GDP §tate aid scoreboard..2011, p. 5]. Of this total, € 383.8 bin
(3.1% of EU-27 GDP) related to crisis measures repobledS. If the crisis
measures are excluded, total state aid amountadotind € 73.7 bln in 2010
(0.8% of EU-27 GDP). Aid to industry and services repras 82.8; of total
state aid, that is € 61.0 bln or &%®f EU-27 GDP. Aid to agriculture amounted
to € 10.3 bin (or 14% of total aid) and transport — € 2.3 bIn or3.4f total aid.

Table 1. Total amount of state aid to EU-27 in 2010

. Volume Share
State aid o [% GDP-
[billion €] [%]
EU-27]
1 2 3 4
A) INDUSTRY AND SERVICES 61.0 100.0/82.80f tot. 0.50
1. Horizontal: 51.9 85.0 0.42
— Regional development 14.8 24.3 0.12
— Environmental protection & energy
saving 14.4 23.6 0.12
— Research & Development & Innova
tion (R&D&I) 10.9 17.9 0.08
— Small and medium-sized enterprises 2.6 4.2 0.02
— Employment 2.8 4.6 0.03
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1 2 3 4

— Training 0.8 1.3 0.01

— Risk capital 0.8 1.3 0.01

— Culture 1.7 2.8 0.01

— Social support to individual consumers 2.1 3.5 0.02

— Promotion of export and internation-

alisation 0.2 0.4

— Heritage conservation 0.2 0.3

— other 0.6 0.8 -
2. Sectoral: 9.1 15.0 0.08

— Coal mining 2.8 4.6 0.03

— Financial services 1.4 2.3 0.01

— Ship building 0.2 0.3 -

— Rescue & restructuring 0.5 0.8 -

— other 4.2 7.0 0.04
B) Sectors 12.7 17.2 of tot. 0.10

— Agriculture 10.3 14.0 0.08

— Fisheries & aquaculture 0.1 0.1 -

— Transport 2.3 3.1 0.02
Without crisis measures (A+B) 73.7 100.0 of tot. 600.
Crisis measures (C) 383.8 - 3.10
Total state aid (A+B+C) 457.5 - 3.70

Source: own study based on data from Commission.

State aid earmarked for horizontal objectives aotenifor 854 of total aid
to industry and services in 2010. The remaining %as aid directed at specific
sectors: coal mining (4%), financial services (29), ship building (0.%),
steel industry (0.0%) and other services.

The largest proportion of aid was earmarked forareg development (al-
most € 15 blin, i.e. 24°3 of total state aid for industry and services), ahhivas
used in particular in Greece B9, Lithuania (670), Romania (5%), Slovakia
(47%), Czech Republic (45) and Bulgaria (4%) compared to their individual
total expenditure.

In second place was aid allocated to the envirommhgmotection and en-
ergy saving (€ 14.4 bin, roughly 240f total state aid for industry and services).
Sweden (8%), Latvia (78%), the Netherlands (85), Austria (496), Finland
(40%), Estonia (3%), Germany (3%) and the United Kingdom (34) devoted
a substantial part of aid to these objectives.dntrast, the average for EU-12
countries was 1793, therefore slightly lower than the average for EU-

In the third position was aid earmarked to Rese&dbevelopment & In-
novation (hereafter: R&D&I) activities (€ 10.9 blh7.9% of total state aid for
industry and services). Luxembourg )/ Belgium (436), the Netherlands
(37%), Finland (3%) and Slovenia (3@) devoted the highest shares of aid to
these objectives. In EU-12, the average was ar@d#g lower than in EU-27.
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Together these three objectives (regional developreevironment & energy
saving and R&D&I) represent 638of total aid to industry and services in EU-27
and hence are the most widely used horizontal tgscof common interest.

All other objectives taken together account for24®of total aid to indus-
try and services: small and medium-sized enterpr{de2s of total aid), em-
ployment (4.85), culture and heritage conservation (3)1 training (1.30),
social support for individual consumers @) risk capital (1.36) and other
horizontal aims, e.g. commerce and internalizationatural disasters (24).

TREND IN STATE AID FOR HORIZONTAL AND SECTORAL OBJETQVES

When looking at the trend with respect to aid eake for horizontal ob-
jectives it has been broadly stable since 2006Mgat 8% and 844). Com-
pared with previous periods, %2in 2004 and around 50 in the mid-1990s, it
shows a clear upward trend. The underlying movédicns the upward share of
aid designed to achieve horizontal objectives. mpthe period 2004—-2006 on
average 7% of aid was earmarked for horizontal objectives andhe years
2008-2010 it increased to 8%4 This trend was accompanied by a parallel
decrease in sectoral aid.

Small and medium-
sized enterprises

Research &
Development & —
Innovation / ™\

Regional

development Employment
Environmenta . )
i Other horizontal
protection & “horl
objectives

energy saving

Sectoral aid

‘ B Aid objectives, EU-27,2005-2007 EMAid objectives, EU-27, 2008-201 D‘

Figure 1. Trend in share of primary objectives a®% of total non-crisis state aid to
industry and services, EU-27, 2005-2010

Source: own study based on data from Commission.
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Although the long-term trend still shows that M3edt a relatively high
level of aid towards sectoral objectives, a claasifpve trend is observed when
examining the individual MS. In particular, all E12- MS are progressively
redirecting aid towards horizontal objectives. Dgrihe period 2004—2006 aid
to horizontal objectives represented in new MS @ of total aid while in
the period 2007—-2009 this share increased %6.75

In 2010 the EU average (8 for horizontal objectives was exceeded in 19
MS (i.e. Belgium, Bulgaria, Lithuania and Luxembgwith each 10%, fol-
lowed by Denmark, Cyprus, Netherlands, Austriay8hia, Slovakia, Finland,
Sweden and United Kingdom with each more tha#)90

Looking at individual objectives, the orientatiohaxd in EU-27 shifted in
favor of regional development and R&D&l (figure By comparing the two
consecutive periods 2005-2007 and 2008-2010, gaapghat average share of
regional development aid increased from 19.t® 23.34. Also the level of
R&D&I aid increased from 1% to 15.5%.

Between the periods 2005-2007 and 2008-2010 walsanotice a downward
trend referring to state aid for environmental @cdbon & energy saving (decrease
from 26.24 to 23.8%), aid to small and medium-sized enterprises (fidi% to
6.8%6) and employment aid (from 8#to 4.84). Furthermore, it is observed a
decrease in spending on sectoral aid, mainly duewer aid granted to the coal
mining sector in Germany and Spain.

STRUCTURE OF STATE AID FOR REGIONAL DEVELOPMENT IEU-27

The total value of state aid earmarked for regiaeaelopment in all MS in
2010 amounted to € 14.8 bin. This amount repredeapproximately 2% of
total state aid for industry and services or @1@ EU-27 GDP. In nominal
terms, the largest grantors in 2010 were Francé.3€bln or 29 of the EU
total), Germany (€ 3.6 bin, 28, Greece (€ 1.6 bin, %), Italy and Spain (each
more than € 1 bin,%).

Table 2. Maximum volume and share of aid for regioal development in EU in 2010

Volume Share Volume Share
Member states [milion €] (%] Member states [milion €] [%]
1 2 3 4 5 6
EU-27 14 851 100.0 | 13. Portugal 114 0.8
EU-15 12 804 86.2 | 14. Slovakia 113 0.8
EU-12 2 047 13.8 | 15. Romania 108 0.7
1. France 4 306 29.0 16. Sweden 87 0.6
2. Germany 3637 24.5 17. Slovenia 83 0.6
3. Greece 1605 10.8 18. Lithuania 54 0.4
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1 2 3 4 5 6
4. ltaly 1112 7.5 19. Finland 43 0.3
5. Spain 1079 7.3 20. Malta 15 0.1
6. Poland 735 5.0 21. Netherlands 11 0.0y
7. Hungary 491 3.3 22. Latvia 9 0.06
8. Czech Republic 423 2.9 23. Cyprus 8 0.05
9. Ireland 289 2.0 24. Bulgaria 6 0.04
10. United Kingdom 267 1.8 25. Luxembourg 2 0.01
11. Austria 132 0.9 26. Estonia 2 0.01
12. Belgium 120 0.8 27. Denmark 0 -

Source: own study based on data from Commission.

In relation to total aid to industry and servicsigte aid for regional devel-
opment was particularly important in EU-12 MS whareepresented 32% of
the total, a much higher level than that obsereedEtJ-15 (18.56). This can be
explained by the fact that new MS have a higherbramof eligible regions and
therefore the possibility to grant higher aid irgities.

Table 3. Average amount of regional development aid 2005-2007 and 2008—2010

Average Average Average Average
Member states | 2005-2007| 2008-2010| Member states| 2005-2007| 2008—-2010
[milion €] [milion €] [milion €] [milion €]
EU-27 10 305 14 092 |13. Sweden 152 126
EU-15 9 035 12 166 |14. Portugal 65 120
EU-12 1270 1926 |15. Belgium 120 117
1. France 2 106 3860 16. Slovenia a7 102
2. Germany 2774 3549 17. Romania 50 67
3. Greece 369 1348 18. Finland 70 45
4. Spain 1340 1314 19. Lithuania 14 32
5. ltaly 1079 1012 20. Netherlands 40 13
6. Poland 322 602 21. Latvia 25 12
7. Czech Republic 341 538 22. Bulgaria 23 10
8. Hungary 269 414 23. Malta 0 10
9. Ireland 272 287 24. Luxembourg 11 5
10. United Kingdom 559 242 25. Cyprus 5 3
11. Slovakia 171 135 26. Estonia 3 1
12. Austria 77 130 27. Denmark 4 0

Source: own study based on data from Commission.

The highest share of aid for regional developmergroportion to total aid
to industry and services was found in Greecé&dBithuania (670), Romania
(52%), Slovakia (4%) and the Czech Republic %% while in Denmark and
the Netherlands it stood belows2
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The average amount of regional aid in EU-27 haseased by almost € 3.8
bln between the periods 2005-2007 and 2008-201fedim MS have increased
the level of regional aid granted. At the same tiimere was a decline in the
value of aid in 14 MS e.g. significant in the Uxit€ingdom (by € 317 min).

In 2009 almost half (4%) of total aid for regional development in EU
was granted under only 5 measures. These are 3 dBesthemes which
focus on supporting investments in the poorestargi(mainly in Eastern
Germany) and 2 French schemes which provide opeyatid in the French
overseas departments.

In the period 2005-2010, more than € 73 bln wastgrhas regional aid in
UE. Almost all this aid was granted under scherBé%] while ad hoc individ-
ual aid accounted for only’4 of the total. As regards aid instruments, tax ex-
emptions were used for %bof total aid granted (with an increasing trendrove
the period), followed by direct grants (42

NUMBER OF DECISIONS ON REGIONAL DEVELOPMENT AID 18004—-2010

In the years 2004—-2010 the Commission issued &) diecisions on state
aid for regional development. This number inclus23 (924) decisions confirming
compliance with the common market, 14oj2decisions declaring that the measure
does not constitute aid and 33/46negative decisions. More than a half of the
decisions concerned the programs/{h2vhile the rest referred to individual ad hoc
measures (29) and individual assistance programs%J}9Iin 60% of decisions
taken concerned 5 MS: Poland (96 decisions), Geyrt@l), Italy (60), the Czech
Republic (46) and France (18).

The number of regional state aid measures apprpeedyear fluctuated
between 60 and 100 in the years 2004—-2009 andé& tinreached a very high
level: in 2004 (92 measures), 2006 (96) and 20@). (& 2010 there was a
significant decrease to around 50 approved measures

The total number of measures under the group exengpffor regional
development designed by MS amounted 778 of whi¢t @&re schemes. The
largest number of schemes was implemented in (BB0) and Spain (112),
followed by the Czech Republic (76), Poland (68) Aastria (57). After the record
year 2009 when a total of 266 group exempted messugre introduced, the figure
dropped to 145 in 2010. It can be explained byrtreduction of the new General
Block Exemption Regulation in 2008 and by the fdwt a vast majority of
regional state aid measures is connected with @tnalcFunds operations for
which the Operational Programs for the years 200Z32had been approved in
the previous years.
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CONCLUSION

Although TFEU sets out a principle of state aidisampatibility with the
internal market, in some circumstances governn@etientions are necessary
for a well-functioning and equitable economy. Tliere EU’s competition law
provides broad possibilities to grant state aidt tten be an effective tool
compatible with many European policy objectives.

In recent years state aid granted by MS focusethme most prominent
horizontal objectives including regional developmeamvironmental protection
and R&D&I representing together two thirds of taséd to industry and services.
This is a positive trend if we assume that horizloaid is better suited to address the
market failures and thus less distortive for coiitipatthan sectoral aid.

The overall level of regional aid in EU-27 is stghn conditioned by the
measures implemented under the schemes in FraecmaBy, Italy and Spain.
However, the average share of regional aid in EusEmost twice higher than
observed in EU-15 because the new MS have a higbhatber of eligible
regions and the possibility to grant higher ai@mngities.

REFERENCES

Consolidated versions of the Treaty on Europearobl@ind the Treaty on the Function-
ing of the European Union and the Charter of Fundatal Rights of the European
Union, 28.05.2010, Council of the European Union, Brussels

Council Regulation (EC) No 1083/2006 of 11 July@@fying down general provisions
on the European Regional Development Fund, the fi@ao Social Fund and the
Cohesion Fund and repealing Regulation (EC) No 12889 Official Journal,
L 210, 31.7.2006.

Craig P., de Burca G., 200By Law: Text, cases and materigBxford University Press.

Cwiklinski H. (ed.), 2003Polityka gospodarczaNyd. UG, Gdask.

Dudzik S., 2002Pomoc pastwa dla przedsbiorstw publicznych w prawie Wspélnoty
Europejskiej. M¢dzy neutralnéciq a zaangaowaniem Wyd. Zakamycze, Krakow.

Europe 2020: a strategy for smart, sustainable amdusive growth 3.3.2010, Euro-
pean Commission, Brussels.

Klamut M., 2006,Polityka przemystowgw:] Polityka gospodarczaed. B. Winiarski,
PWN, Warszawa.

Postuta I., Werner A., 200€0moc publicznaNyd. Lexis Nexis, Warszawa.

Schina D., 1987State aids under the EEC Treaty articles 92 to B8C Publishing
Limited, Oxford.

State aid scoreboard. Autumn 2011 updaté2.2011, European Commission, Brussels.

Szpringer W., 1996Romoc publiczna jako instrument restrukturyzacjwietle rozwi-
zai europejskich ,Materiaty i Prace Instytutu Funkcjonowania Godptki Naro-
dowej”, nr 72.



Expenditure and Trend in State Aid for Regional Development... 91

Summary

This paper discusses the issue of state aid faorrabgdevelopment granted in EU in 2004—
2010. It provides a general overview of state awkls and the most important objectives sup-
ported by Member States. The article consists pifs including: 1) explanatory of state aid
concept in the EU competition policy; 2) image bé tstructure and total amount of aid using
empirical data in absolute and relative terms; i®lysis of the trend in aid for horizontal and
sectoral objectives; 4) insight intbe structure and average amount of aid grantedyber
States for regional development; 5) investigatibra mumber of decisions on regional develop-
ment aid relating to EU countries and issued by @@sion.

Wydatki i trend w pomocy publicznej na rozwdj regianalny w Unii Europejskiej
w latach 2004—-2010

Streszczenie

Artykut przybliza problematyk pomocy publicznej udzielanej na rozwoj regionalsly
w latach 2004—-2010. Zawiera on omoéwienie ogélnegrigmu pomocy oraz przegl najwa-
niejszych celéw finansowego wsparcia publicznegpaistwach UE. Opracowanie sklada si
z 5 czsci obejmujcych: 1) przedstawienie koncepcji pomocy publiczwejwietle polityki
konkurencji UE; 2) charakterystykstruktury i wartéci pomocy opatt na danych empirycz-
nych w ugciu bezwzgédnym oraz jakd% PKB UE-27; 3) analig trendu pomocy ukierunko-
wanej na cele horyzontalne i sektorowe; 4) omovaestiuktury isredniej wartéci pomocy na
rozwoj regionalny w piastwach UE; 5) badanie liczby decyzji wydanych prikemisije, doty-
czacych pomocy regionalnej w poszczegolnych krajach.



