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Introduction

This document is intended to give an overview of current proposals concerning the review of EU regional aid guidelines. It provides a brief background to this review, presents some of the key points of the current proposals and highlights some of the implications and consideration for Irish regions. It is intended that this document will be updated later in the year to reflect the progress of the consultations and the deliberations of the Council.  

Background

At the beginning of May 2004, the European Commission’s Directorate General for Competition (DG Competition) submitted a private consultation paper to the Member States on the revision of regional aid guidelines (RAG). The new RAG will apply from 1 January 2007 until 31 December 2013, coinciding with the new programming period for the Structural Funds and the Cohesion Fund. Member States had until 1 July to respond to the document.

The consultation document outlines the approach that DG Competition believes should be followed with regards to the revision of RAG. It takes into consideration the proposed Financial Perspectives for the 2007 to 2013 period and the Commission’s proposals for the future of cohesion policy, as outlined in the Third Cohesion Report. The document also takes account of the Council’s request for an overall reduction in State aid levels and a redirection towards horizontal schemes, such as research and development (R&D), the development of SMEs, the environment and training
.   

Regional Aid and Regional Policy

Regional Aid Guidelines refer to derogations permitted under Articles 87.3a and 87.3c of the Treaty, which allow Member States to give aid to enterprises in lagging regions and regions undergoing economic restructuring.  The issue of Regional Policy, in the form of Structural Funds, and the application of Regional Aids is irrevocably linked. 

The rules for a region’s eligibility and the rates of aid allowable are linked to a region’s classification under the EU’s Regional Policy. The Regional Aids issue is an important issue for many regions, as it can determine their ability to attract investment, business development and employment into a region. 

Article 87 (EC Treaty) states ‘that any aid granted by a Member State or through State resources in any form whatsoever’ is incompatible with the single market. However, there are a number of exemptions where State aid is permissible – in the context of the discussions on the future of Regional Policy Articles 87.3(a) and Art 87.3(c) are the most important in this regard:

Art 87.3(a) states that the payment of aid is compatible with the common market, where aid is used ‘to promote the economic development of areas where the standard of living is abnormally low or where there is serious underemployment’ – Objective 1 areas under current guidelines.

Art 87.3(c) states that aid can be used ‘to facilitate the development of certain economic activities or certain economic areas, where such aid does not adversely affect trading conditions to an extent contrary to the common interest’ – mainly covering, but not limited to, Objective 1 in transition/Objective 2 areas under current guidelines.

In its consultation document DG Competition is broadly proposing: 

· Keeping under strict control the granting of investment aid to large companies outside the least favoured regions

· The channelling of aid through thematic priorities

· A move away from a purely territorial approach to better address issues in areas outside of least favoured regions

· RAG and horizontal measures to tackle market failures, promote entrepreneurship and ensure less and better targeted State aid

· Better concentration of regional aid to investment in least favoured Member States and regions

· Increasing the flexibility for other Member States and regions to pursue local development policies that address specific regional problems or opportunities.

Regional Aid Guidelines and Regional Policy:

The current Structural Funds Regulation (Reg 1260/1999) states that, “…in the case of investment in firms, the contribution of the Structural Funds shall comply with the ceilings on the rate of aid and on combinations of aid set in the field of State aids.” This effectively means that:

· when structural funds are used for projects with a general benefit, the assistance is not deemed to be State aid. But

· when structural funds are used to invest in firms, or in projects with a specific end user, the assistance will generally be considered to be aid, and must respect the limits on aid intensity and cumulation set out in the State aid rules.

This applies when the Structural Funds are matched with private and/or public funding and means, for example, that if a national notified State aid is used to match ERDF funding of a project, both the national and European elements must be cumulated to the regional aid ceiling. Likewise, if national, regional or local de minimis aid is used to match Structural Funds, both the Irish and European elements will count towards a firm’s de minimis limit of EUR 100,000 over three years.
Regional Aid Guidelines and the Third Cohesion Report

In terms of future Regional Policy, DG Competition have put forward the following RAG proposals to coincide with the three priority objectives outlined the Third Cohesion Report:

1. Convergence

The DG Competition document proposes that future Convergence regions should be eligible for State aid derogations provided for in Article 87.3(a), as is currently the case. Therefore, the same rules would apply to these regions as currently apply to Objective 1 areas. 

2. Competitiveness & Employment

Rules for the future Competitiveness and Employment regions are less straightforward, since all EU regions will potentially be eligible for this Objective from 2007. Regions eligible for derogations under Article 87.3(c) will therefore no longer coincide with Objective 2, as is currently the case, since that would mean that all EU regions would benefit from State aid. The document submitted to the Member States by DG Competition therefore proposes that eligibility for derogations under Article 87.3(c) should be restricted to: 

· the “Statistical Effect” regions (possibly a declining rate of intensity, beginning with eligibility under Article 87.3(a) in 2007 and ending with the normal rate proposed under Article 87.3(c); 

· the Canaries and Madeira (ultra-peripheral regions leaving Objective 1), under the same conditions as the “Statistical Effect” regions; 

· the “Natural Effect” regions (naturally removed from Objective 1); 

· sparsely populated regions of Scandinavia. 

All other regions would be ineligible for derogations under Article 87.3(c). However, aid to promote the domains of interventions listed in the Third Cohesion Report (innovation and the knowledge economy, environment and risk prevention, accessibility and services of general economic interest) would nevertheless remain possible. Where necessary, the horizontal rules that apply to such aid would be reviewed in order to ensure full coherences between State aid and Community funding.

3. Cooperation

State aid should be in line with the applicable horizontal measures.
Table of proposed aid intensities (2007 – 2013)

	
	Large enterprises
	Medium sized enterprises
	Small enterprises

	Art. 87.3 (a)

Regions < 50% GDP
	50%
	60%
	70%

	Art. 87.3 (a)

Regions < 60% GDP
	40%
	50%
	60%

	Art. 87.3 (a)

Regions < 75% GDP
	30%
	40%
	50%

	Art 87.3 (c) “statistical effect”
	30% >>>20%
	40% >>>30%
	50% >>>40%

	Other 87.3 (c) earmarked

regions
	20%
	30%
	40%

	Non-assisted areas
	0%
	10%
	20%


Horizontal Rules 

Horizontal State aid rules apply to all regions and concern derogations for areas that are in the common interest and are considered to be compatible with the Common Market. This currently includes areas such as research and development, support for the development of SME’s, employment and environmental protection.  

With regard to the future Objective of Regional Competitiveness and Employment, DG Competition considers that the “thematic approach” proposed in the Third Cohesion Report will be in line with the horizontal aid frameworks and exemption regulations, which will be reviewed before the 1st of January 2007. In this review special consideration is also to be given to aid for stimulating technological innovation in SMEs and it is envisaged that the investment aid ceilings for medium sized companies will be increased from 7.5% to 10% and for small enterprises, from 15% to 20%.    

DG Competition proposes that horizontal aid should be applied across the board. It also proposes two new horizontal measures: Lesser Amounts of State Aid (LASA) and Limited Effect on Trade (LET), which it believes will provide the flexibility to address specific regional problems or opportunities without the need for revising an aid map, which would otherwise be fixed for a long period. These can be summarised as:

	LASA:


	LET:

	· limited to 30% of project costs to achieve a Community objective 

· total amount of LASA to an undertaking limited to €1 million over a 3 year period

· each Member State has a threshold on max. LASA support that can be granted


	· LET allowed in a number of sectors defined by the Commission 

· limited to 30% project costs

· total amount of LET aid to an undertaking is limited to €3 million over a 3 year period

· aid must be awarded either through a scheme open to all undertakings or using an open tender procedure




DG Competition is proposing the use of a new “Significant Impact Test” to determine compliance with LASA and LET.
Block Exemptions for Regional Aid

In January 2001 the Commission published three block exemption regulations covering aid to SMEs, aid for training and employment, and de minimis aid. This was made possible by the so called Enabling Regulation (Council Regulation N° 994/98 of 7 May 1998). A further block exemption for employment measures has since been introduced. These four regulations provide for an exemption from the need to pre-notify the Commission as long as all the requirements set out in the regulation are met.

In its consultation paper, DG Competition notes that the Enabling Regulation also provides the legal basis for a possible block exemption covering “aid that complies with the map approved by the Commission for each member state for the granting of regional aid”. DG Competition’s assessment of regional investment aid schemes under the present RAG shows that the criteria in the RAG are quite precise. Very few interpretation problems have come up and most schemes are approved without opening of the formal investigation procedure.

DG Competition therefore believes that the Commission should use the possibility offered by the Enabling Regulation to block exempt regional investment aid schemes, provided they use transparent aid instruments. This, it believes, would considerably reduce the work that would follow from the new RAG

Net or Gross Grant Equivalents

The present RAG and its predecessors since the early 1970’s have expressed investment aid intensities in terms of the Net Grant Equivalent (NGE: the discounted aid element in grants, loans, guarantees, etc.. after taxes). This system is less favourable to Ireland than to countries with higher tax regimes as the gross amounts of State aid in these countries can be higher, to compensate for higher taxes. The logic of this system is to deter potential beneficiaries from shopping around for the best net advantage.

However, DG Competition is now proposing to apply the Gross Grant Equivalent (GGE) when measuring regional aid as it is easier to calculate and more transparent. This GGE would have the overall effect of reducing investment aid intensities, but it would also, in principle, be more favourable to countries with lower tax regimes, such as Ireland, as the net aid amount allowed would be higher in these countries.  

Implications for Ireland

The following table shows the potential impact of the current DG Competition proposals on aid rates in Ireland.

	
	BMW Region


	S&E Region

	Size / period


	2000-2006
	2007-2013
	2004-2006
	2007-2013

	Large (250+)


	40%
	20%
	20%

(18% in the Mid East and 17.5% in Dublin)
	0%

	Medium (50-249)


	55%
	30%
	20%

(18% in the Mid East and 17.5% in Dublin)
	10%

	Small (1-49)


	55%
	40%
	30%

(28% in the Mid East and 27.5% in Dublin)
	20%


The BMW will lose Objective 1 status for the period 2007-2013. However, as a “Natural Effect” region, under current proposals it would be eligible for derogations under Article 87.3 (c); The Southern & Eastern Regions will no longer qualify for special derogations. The horizontal guidelines, and the use of block exemptions (areas exempt form State aid rules), would therefore become more important.

Some Considerations for Irish Regions:

1. Declaration by Natural Effect Regions

A group of 8 “Natural Effect” regions (regions leaving Objective 1 in 2006 due to their own economic growth), including the BMW region, recently launched a declaration calling for their inclusion under the Convergence objective of the new Cohesion Policy. The Natural Effect regions are seeking “Phasing-out” status, similar to that given to regions leaving Objective 1 in 2000, including a gradual transition from Articles 87.3(a) to 87.3(c) in terms of State aid rules. The current Commission proposals foresee 87.3(c) designation for the natural Effect regions for the entire period from 2007 to 2013.  
2. Positions on Areas of Designation

DG Competition is currently proposing to use the NUTS III level to define State aid eligibility in the Convergence (Objective 1) areas. In areas eligible under the Competitiveness & Employment strand (all Irish regions under current proposals), DG Competition is proposing to define 87.3 (c) at the NUTS II level. However, some Member States, including the UK, want areas eligible for 87.3(c) to be defined at the NUTS III level. Within the UK this position is not supported by Wales, as it would mean that certain NUTS III regions currently qualifying for 87.3 (c) as part of a qualifying NUTS II region would loose their eligibility if considered separately. 

The Scottish have indicated a preference for NUTS III designations as none of Scotland would qualify for derogations under the current proposals, but certain less prosperous areas might qualify if the NUTS III designations were applied. The Irish position could be considered in a similar manner, i.e. would a NUTS III designation result in certain NUTS III regions in the BMW being excluded from derogations under Article 87.3(c) and / or could it result in NUTS III regions within the Southern & Eastern Region being included? 

3. Positions on the Horizontal Framework
In June 2004 the CPMR (Conference of Peripheral & Maritime Regions of Europe) and Eurada (representing regional development agencies) called on the Commission to make a distinction between regions within the horizontal framework (so that levels of support would be tailored to regional GDP). However, so far this has not been well received by the Commission. 

Most regions coming under the Competitiveness and Employment Objective, including the Southern and Eastern region in Ireland, would be subject to the general system included in the horizontal frameworks on State aid (covering transport, research, the environment and small and medium-sized enterprises). Under current DG Competition proposals the same levels of State aid would be applied in all non-Convergence regions, despite the fact that per capita GDP varies considerably (almost double in some cases).

The EU’s richest and most developed regions would therefore be able to provide the same levels of aid intensity as intermediate regions with much lower development levels, i.e. regions where the per capita GDP is often only slightly higher than 75% of the community average. The CPMR believe there is a need for “territorial differentiation” to give more help to regions which need it the most, thereby promoting a more balanced and harmonious development of the EU as a whole. The CPMR is therefore calling on the European Commission to introduce territorial differentiation in the horizontal frameworks, which are to be revised by the end of 2006. 

The CPMR believe that this demand could easily be met by creating three types of regions based on clear and transparent community criteria:

1. the least competitive regions with the most problems to overcome should be able to have a higher level (of aid intensity) than the standard one provided for in a given framework;

2. the most competitive regions which are best off in economic and social terms would only be able to have a lower level than the standard one provided for in a given framework;

3. intermediary regions would have the standard level provided for in a given framework.

The CPMR argue that such an arrangement would not lead to an increase in the volume of State

aid. By decreasing the amounts of aid authorised in the most competitive regions, the CPMR estimate that it would be more likely that such an arrangement would lead to a reduction in the overall volume, in accordance with the recommendations made by various European Councils in recent years.

4. Net or Gross Grant Equivalents

Irish regions also need to consider the practical implications of applying the Gross Grant Equivalent (GGE). While in relative terms this approach would seem to be more favourable to Ireland than to countries with higher taxes, the wider implications, such as the effect of reducing investment aid intensities, may mitigate against the application of this approach. 

DG Competition’s timetable:

Following the 1 July deadline for views from the Member States, DG Competition will draft the new RAG, which will then go to the Commission for adoption. Some time in the autumn the Commission will then start a further consultation process with the Member States and regions. In mid 2005 the newly appointed Commission will adopt the new RAG.
Further Information

Further details are available from the Irish Regions Office, or on the DG Competition website: http://europa.eu.int/comm/competition/index_en.html






� The 2001 Stockholm Council underlined the need for a reduction in global aid levels and for the reorientation of aid towards horizontal objectives of Community interest that tend to target market failures. The 2002 Barcelona Council renewed “its call to Member States to reduce the overall level of State aid as a percentage of GDP by 2003, and onwards”, and to redirect such aid to horizontal objectives of common interest, including economic and social cohesion, and to target identified market failures.





