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Introduction

1. Job creation and combating unemployment are a
priority of Commun/ty paliey. Reclucing labour costs
is generally considered to be a potential means of
improving the employment situation, particuIarly at
the lower-skilled end of the market. The
Commission intends to ensure that there is

consistency between the implementation of policies
necessary to combat unemployment in the European
Un ion and its competition policy. Most labour-cost­
reducing measurcs do not constitute State aid.
Where job-creating measures have fallen within the
scope of the State aid ruIes, the Commission has
traditionally adopted a favourable attitude towards
them. This communication has a twofold objective.

Firstly, it sets out to indicate the reasons why the
Commission is nevertheless unable, under the State

aid rules, to take a positive stance towards some of
the measures which have been implemented or arc
planned by Member States. Secondly, it aims to
propose alternative courses of action which are both
effective in terms of job creation and whicn do not

pose the probJern of compatibIlity with the
competition rules.

Context

than regressive as th y generally are at the
moment ... , in order t encourage the provision
of more jobs for the relatively less-skilled by
reducing their cost to e, ployers ... ,

lowering the relative c st of labout with respect
to the other productio factors (capital, energy
and non-energy inputs) for example by reducing
the employers' social s1curity contributions and
increasing revenue thro gh other means .. .'.

3. Among the measures a, vocated by the Essen
European Council in Dece! bel' 1994 to improve the
employment situation is th t of 'reducing non-wage
labour costs extensively en, ugh to ensure that there
is a noticeable effect on decisions concern ing the
taking-on of employees and in particular of
unqualified employees' ('). Likewise, the Madrid
European Council in Dece I ber 1995 considered it a
priority to ensure 'a pattern of non-wage labour

costs appropriate ta I unemployment-reducing
objectives'. Elimination f the disincentives to

employment in the Commu ity is therefore a priority
objective.

2. In December 1993, the Commission ealled on the

Member States, in its White Parer on growth,

competitiveness and employment ('), to 'seek to
address the prescnt disincentives lO employing less
skilled workers'. The European development system
is characterized by inadequate use of human
resources and excessive use of environmental

resources. This imbalance should be corrected by
means of 'a rangc of possible measures, including:

adjusling
employers,
non-wage

,axatloll systems as ,her affect
notabIy by rr,alling em;:,ioyers'

cost~ neutral ar progressive, rather

4. The Commission ensures that these recommen­

dations are followed up and, on an annual basis,
publishes its 'Employment i!n Europe' reports and an
overview of the measures implemented by Member
States in the European mployment Survey. The
measures recommended ormally relate to the
overall economy of the Member State in an
automatic and non-discret onary fashion. They do
not favour 'certain undert kings or the production

of cenain goods' and do not therefore constitute
State aid within the meani g of Article 92 (1). This
remains the case even if th measures are targeted at

certain categories of work rs (low-wage employees,
young people in their first job, the !ong-term unem­
ployed, part-time workers).

(') Deeision of 5 December 1993, Bulletin cE the European
Communities, Supplemem 6/93, p. 131.

(') Essen Eurooean Council, 9 and 10 December 1994,.
Presidency c~nclusions, Docum nt SI(94) 1 000, p. 5.
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5. However, the data thus published and the
information gathered by the Commission in moni­
tering State aid - be it notified by Member States
under Article 93 (3) of the EC Treaty, the subject of
a complaint lodged by competitars OI' from another
source - reveal that this is not the case for ali the

measures. Some Member States have decided OI' plan
te adopt measurcs which distort OI' thrcaten to
distort competition 'by favouring certa in under­
takings or the production of ccnain goods'. Such
measures do come under the State aid rules and are

dealt with as such by t.he Commission. Generally
they are measures which are targeted at specific
sectors of activity, specific regions OI' enterprises of a
specific size. The Commission is well disposed to
some of them (see point 10 below).

6. The reasons put forward by Member States to justify
the introduction of such aid measures are based on
two types of considerations. On the one hand, the
need ta reduce public deficits in order ta create a
macroeconomic framework, which is favourable to
growth and employmem, cioes not aliow them ta
adopt measures benefiting alI firms. On the or.her,
currency fluctuations within Europe havc apparently
led to adjustment difficulties for somc sectors and
regions in Member States whose currency remained
stable.

7. The Commission is aware of the pressure on public
authorities to grant aid LO certain firms in order to
alleviate the dramatic situation on the 12.bourmarket.
However, it must also draw Member States'
attention ta the risk whlch t his kind of aid carries
for the proper functioning of the internal market and
thus for the compctitiveness of European industry
and long-term job creation. Thus, in its communi­
cation on 'The impact of currency fluctuations on
the internal market' ('), the Commission, while
acknowledging the difficulties which rcsult for the
Union's economy, insisled on the need ro tacklc the
causes of currencv fluctuations and strcssed the

dangers of measur;s .1imed at correcting their cffects
on the sectars and regions concerned. In p"nicular it
considered that 'it cannot b,~ ruled Dut that severe
currency turmoil can make scctors or regions alrcady
aHected by structural CI' cycIical cri~es C'len more
fragile. However, mOclc,ary fluctuat;:ms cannot be
used to justify any v;olatior. of Com;.lunity mech­
anisms or rules. Ii ttJese fIuctuations were to

aggravate the difiiculties oi a sector or region
appreciably, their effects would be examined, like
the effects of any other cause, within the limits of
the existing Community ruies and mech"nisms. In no

(') COM(95) 503 final.

circumstances shall this exa ination put lnto
question either the allocation f structural funds
between Member States or bet een objectives, or
their programming rules. At any event, the
Commission wil! seek to ensure trict application of
the rules governing the functio ing of the internal
market in its entirety and a re ime of undistorted
competition.

The introduction of anti-competi ive practices in the
form of limits on paralIeI impo or State aid linked
ta exchange-rate movements (xcept in the case
mentioned at point 19 ('» woul clearly contravene
Community rules on competiti~n and would not

conform to internal-market rules.1Such measures risk

setting oH a process of ref~gmentation of the

intern al markct, a reduction i intra-Community
trade and a slackening of gro h in Europe. They
would therefore jeopardize the e forts being made to

complete the interna! market. ~ internal market is

the cornerstone of the Corn unity construction
programme. The Commission and the Member
States must therefore consolidate the internal market
and make every effon to prev nt such refragmen­
tation.'

The Member States broadl I supported these
conclusions at the Ecofin ouncil meeting In
Brussels in November 1995.

The guid<l"" 00 aid ro ,mpln,."]8. In order ta make c1ear ta Member States which

criteria it uses to determine ~whether State aidmeasures for employment are . ompatible with the
common market, in July 19 5 the Commission
adoptcd its 'Guidelines on aid ta employment' n,
which it has notified ta Member States.

9. Aid to creatc jobs is viewed fava rably when granted
to small and medium-sized f rms or to assisted

regions. The same applies t aid intended ta
encourage firms to take on certain groups of

(') For the :tgricultural sector, see Articlei 42 of the Treaty.

(') OJ No C 334, 12. 12. 1995, p. 4; jt should be n~ted that
these guidelines do not cover aid ta employment hnked ta
investmem, which is subject ta the ormal criteria used to
assess investment aid.
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workers experiencing particular difficulties entering
or re-entcring the labour markct and to aid to
promote job sharing.

10. However, aid 10 maintain jobs is acceptablc in only a
limited number of cases ('), i.c. whcrc:

for labour-intensive indust 'es, while the reduction

of taxation an capital t nds to favour capital­
intensive industries. In neit er case do such measures
constitute State aid.

14. While measurcs targeted at a particular industry will
be regarded as State aid, he same is not true for
measures targeted at certai categories of employees,
e.g. less qualified or low- age employees, provided
:hey apply automaticaIly without discrimination
between tirms. Moreover, odulating the extent to

which charges are reduce (or the scale of direct
financial support) dependin on the personal circum­
stances of a worker or on e level of his wage might
have a redistribution effe, t between categories of
workers which is desirable in view of the structural

problems facing the labour market. Its impact, which
will be greater in some in' ustries employing a high
proportion of unqualified labour, would not be
enough for them ta be gua ified as State aid. Indeed,

such rneasurcs form paft ofl a policy of reforming the

my "ruc'"", of roCi'I·''''ry coo"ib"Uoo>.

15. An examination of avera~e wages per employeereveals major differencef between the various
economic sectors. Thus, w,ges in the basic chemical,
oil-rcfining, office-equipment and computer sectors

are on average twice as ~Jgh as those in the textile

industry and three times as high as those in the
footwear/dothing and h tel/restaurant sectors (").
Measures targeted at 10 wages would therefore
have much gre ater effects in the Iauer than in the
former, but would sti II not constitute State aid.

the circumstances dcscribed In Article 92 (2) (b)

apply,

- it relates to rcr,ions covered by Article 93 (3) (a),

it relates to thc rescuc or restrucmring of an

ailing firm; howevcr, it must in such circum­
stances be notified according to the relevam
guidelines (') and meet the conditions they lay
down.

Employment-support measures which are not covered by
the State aid cules

11. A general, automatic and non-discrctionary
reduction of no'-'.vagf: labour C0S,;, is c1carly not

covered by the mmpelition mie, rdating 10 State
aid. For budgeta •.y reasons. Member Sl.ates which
wish to implement mcasures of this nature are of ten
required to target them carefully according ta their
cost.

12. However, tne faet that empioyment··support
measures are targeted does not necessarily imply that

they are covered by Article 92 (1). It is only if
targeting favour, certa in undcnakings or the
production of ;;".J ,ai,! goods 1;.\ exclUl:;ng others
(which othen.'ise a;', subj,eT ['J the sarne Gbjective
conditions in rel:.;.xI w tIie gen':! al ~,ystC!T1of social
comributions) lh:c~ thc State aid rl:;cs::nter into play.

13. The fact that measures benefit certain firms or

sectors more than others does not necessarily result

in their falling ,\"ithin the scope of .11c eompetition
rules. For exa:nple, .neasures ta recucc labour
taxation for ali firms have a relativdy greater effect

16.

Finally, the possibilities rffered by the new deminimi; rule adopted by ~he Commission (') should
not bc forgotten. In its recent cornmunication, the
COITlmission fixed the ambunt of aid below which

Ari-iele 92 (1) of the Tr~aty could be considered

!l:app!icablc in view of th{lack of noticeable effects011 trade between Member States at ICU 100 000
per firm over a period of tlftree years.

(') See also the special ruics (cJfltai:led in '.Ile 'Guidtlinc.i for the
examination of ~>~at_;J:d lC' C()fnIllUilii}' ,h:?pinE; cClnpanies'
(SEC(89) 921 final, 3. 8 1989). The C07TUP;[,<;onhas
indicated in ilS commun;cation 'Towards a new maritime
strategy' [COM('i6) xl) the intentioll 01 reviewing previous
orientations, and has begun work in this direction.

(') Community guide1incs on State aid for rescuing and restruc­
turing firms in difficlIhy (0.1 No C 368, 23 12. 1994).

(') SOUI"Cf::VISA/DEBA (manuf cturing industry) and BDS
(.>~rvicc;);figures for 1993 and 1994. It should be noted mat
clifferetlces in wage COSISbetw en industries may vary from
one Member State ta another but the order in which the
scctors fail varies linie between Member States.

(') OJ 1'10C 68, 6.3. 1996.
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Sectora1 aid to employment

17. It is dear from the Guidelines on aid ta employment
that the Commission has confirmed its consistently
less favourable view oi aid targcted olt specific
sectors, in particular al 'scnsitive sectors cxperiencing
overcapacity or in crisis' ('0). Hmvever, the
Commission's impressien is that it is these sectors

which are particulari)' concerned by the targeted
measures implemented (lI" planned by Member States.

18. The Commission's negative stance towards aid for
employment targeted at these sectors is based on the
following observations:

'sectors' in a situatiop cE overcapacilY '.)r in CIT,IS
are those in whi''+ d{marJd fOI Ccmm-J1".ity
products is stag.E.ing or indeed falling. Any
drop in production costs for cenain operators in
these sectors genr:rally has the effeG of trans­

ferring difficulties and unemployment
problems - dir:-:uly and:m a :,nge scale la
competitors whieh do Ilot enjoy such ,ld'lantages.
The effects an competition and tnde are thus
particularly harmful. From a Community point of
view, there is, more often than not, no net

creation of jobs: an)' jobs ereated or maintained
artificially in one lvlember State are jobs which
disappear in another,

- sensitive secters are those in whieh Intra-­

Community trade i, significant and in "hic!;
competition is panicl.lar;y kcc; •. An! aia grai'l.cJ
by a Member Stat!: to firms iL such sectors
therefore directly affecls trade ben/cen M<:;T,ber
States and greatly disLOrt~ competitioil,

the effects describeu "bo"lc lead ro : situation in
which Member Stâ.tcs try ta oatdo ea eL Olhef in

the aid they grar;l :t1): '-;hc ICSU;t of tnis is
sizeable public cxp~nditu:( 'vhich iJ_:tl:r; tac:-;.lcs
the root of the prv:'ie'-lI :lOr :crrL(-,' t;-e dfec~5
at Community k·,~:,

('0) Point 23 of the abovemtiilioned Guidelines_

(U) Sec, for cxamplc, thc rcC)ucsts ior aid [rom tbc German
textile industry in re~p(JfJ;(;te lh( BonJLra 1'1,,1.

19.

20.

21.

moreover, it is to be feared that the effects on

long-term competitiveness a d on employment

will be negative, partiCUlarli where aid is not

accompanied by restructurin measures. This is
because the impact of targete measures aimed at

Iowcring labour cam consi erably reduces the
need for the recipient firm to readjust. If aid is

withdrawn, recipiem firms fi~d themselves in aneven less favourable position Ithan before because

those of :heir competitars wtich did not receiveaid have in the meantime been required ta

undergo restructuring or im[rove their produc­

tivity.

Currcncy f1uctuations within the Union may also

give rise te- difficulties for some I sectors in countries
whose currency has depreciated ':n value. Even if aid
proposals generally emanate fr, m Member States
whose currency has appreciated, the argument for a
depreci"tioll of thc national cur eney may itself be
invokcd to justify measures avouring industries
directlv affceted because the incr ase in inflation and

interes't rates will also create ,roblems for firms,

including those which initially Ibenefited from thedevaluation. This phenomenon 1ight ultimately give
rise ta an aid spiral in ali Member States.

These consideratÎons justify I the Commission'svigilance eC;1Cerning certain types of aid ta
emplcymem which are targeted at given sectors. Aid

of this type is by nature defenslve and comrarr: ta
the objeetives of the single ITo1arket. It combmes
major risks of distorting competition with a zero Of

even negative impact an emPIOytent in the mediumand long ,er,m. It should also be borne in mind thatthase :;ccto:-s which do not benefit from the

measures in question indiredtly eontribute to
financing thcm.

Othcl consiueations should also be stressed. The

sectols at which Member States durrently direct their

emplc.ymcr.l aid are also sectorstwhich are open ta
imern8.t:cnal eompetition (man facturing industry

and ~ume 3crvices). In them, thi~ wage-cost ?iffer­emial.l betwe~n low-w3.ge eounthes and the mdus­

trializcJ evurJlI'ics .are very signififant (a ratio of 1 ta

10). Onc rn JSt tI-.erefore questi<pn the contributionwhich a rccLctioll in social charges makes ta the

employmclll situation and caref~lIy assess the shonand Ion ger term effects of such _peasures in view of

their costs. It is more on the basis of imegrating new
production technologies, infovation, quality,
commerCial approach and ~raining. that the

Community.-.. economy can dUlrably .. lmprove Itspcrformancc 111 terms of CbmpetltlVeness and
employmcnt.
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Condusions

22. In employment term.~,. it should be stressed that
market serviccs, SO'"TlC of which are broadly
protected from international competition, account
for more than 4·0 % of total employment in Europe.
Apan from the fact that the sectors in question do
not have to compete with low-wagc countries, they
are of ten sectors in which there is a high level of tax
evasion and a\'oidance and in which the share of the

black or quasi-blackeconomy is ohen large. Tax
reduction migh: cncourage peopi~ LU !ca\'e thc black
economy.

Scctorial measures which might be compatible with the
common market

23. Aid ta employment is a priori linked ta the concern
of maintaining or creating .iohs. Reducing social
charges in the manoer envisaged by some Member
States canno·., [rom that view',nint, bc genuinely
effective unless it relates ta sectors which are less

exposed ta international compcrition, in particular
cenain services. In contrast to the situation obtaining

in sec tors grc:",tly exposed LO international
competition (see pornI 15 abovc). rce' l:.cim; wage
costs in sector, prGtected hor,l international

competition seems aII :he more f romising in t~rms of
job creation give:l that the activities in question
generally have ;i high conccn~ration of unskilled
labour. Exampits of sucI. sectors we;e identified by
the Commissi'Jr. ,n its co:nmul1lcatjon em:tled 'A

European Str3tl'g/ for encouraging local devel­
opment and ernplc/nlcnt in\.iati •..,,~s:(1).

25.

other, their potential in terms of job creation is
great ("). The Commissi n will thus normally be
able ta adopt a positive stance on such measures.
Some of them do not fali within the scope of Article
92 (1) of the Treaty because the activities of
recipiems, of ten very smal firms, are not the subject
of tradc between Member States. This is particularly
t.ruc for local scrviccs. thers are 'growth niche
markcts or sub-sectors that hold out the prospect of
col1sid<:rable job creation' in respect of whieh the

Comrnission will be more favourably disposed
towards aid ta crcate new jobs ("), provided they do
not dlstort competition o affect trade 10 an extent
contrary ta the Communi y interest in terms of job
neauol1.

11lc Commission recognjzes that high non-wagelabour costs in most Me~ber States might impede

the talking-on of new st!lff and that reductions of

these C:OSt5are desirable. owever, it must intervene

against. Member States w' ich opt for measures ta
reduce these eO.m which eonstitute State aici and

which are therefore dam ging to competition and
the intern al market and w ich have probably limited
effects an employment at Community leveJ. Such

measures are nat in thel Community interest. By

cuc."·«;,, the Commissior· wishes ta encourageMember States to examin a number of alternatÎves

which are more promisi~g in employment terms,which do not pose any problems as far as
comp.:titiol1 is eoncerned Of whose effect5 on
competitiol1 might be ju~tified in the Community
lntcre.'l.

24. Measures 10 ;-f,d'~;:e s·:)cial c!:ar.:;cs'.:lrgcrcd 3t these
sectors have a :'vcfold advant.agr On th~ Gn~ hand,

the:r effects:Jri :omj'p.tit;on ;wj :1tra-Community
trade are aner-. weak or non··n;~1.em and, on the

(") oJ No C 26" j2 1Q. 1'J~l" p. 3.

(") See, for example, the 'OEC I Study on Employment ­Taxation, employment and un mployment', OECD 1995.

C') Point 23 (final paragrap;) of ilie abovementioned
Guidelilles.


