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NOTICE ON MONITORING OF STATE AID AND REDUCTION OF LABOUR COSTS
(97/C 1/05)
(Text with EEA relevance)
Introduction than regressive as they generally are at the

l

1. Job creation and combating unemployment are a
priority of Community policy. Reducing labour costs
is generally considered to be a potential means of
improving the employment situation, particularly 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
Union and its competition policy. Most labour-cost-
reducing measures do not constitute State aid.
Where job-creating measures have fallen within the
scope of the State aid rules, 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 are
planned by Member States. Secondly, it aims to
propose alternative courses of action which are both
effective in terms of job creation and which do not
pose the problern of compatibility with the
competition rules.

Context

2. In December 1993, the Commission called on the
Member States, in its White Paper on growth,
competitiveness and employment {*), to ‘scek to
address the present disincentives 1o employing less
skilled workers’. The European development system
is characterized by iradequate use of human
resources and excessive use of environmental
resources. This imbalance shouid be corrected by
means of ‘a range of possible measures, including:

— adjusting axation systems as chey affect
employers, notably by making empioyers’
non-wage cosis neuiral or progressive, rather

(*) Decision of 5 December 1993, Bulletin of the Furopean
Communities, Supplement 6793, p. 131.
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5. However, the data thus

published and the
information gathered by the Commission in moni-
toring State aid — be it notified by Member States
under Article 93 (3) of the EC Treaty, the subject of
a complaint lodged by competitors or from another
source — reveal that this is not the case for all the
measures. Some Member States have decided or plan
to adopt measures which distort or threaten to
distort competition ‘by favouring certain under-
takings or the production of certain goods’. Such
measures do come under the State aid rules and are
dealt with as such by the Commission. Generally
they are measures which arc targeted at specific
sectors of activity, specific regions or 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 to reduce public deficits in order to create a
macroeconomic framework, which is favourable to
growth and employment, does not aliow them to
adopt measures benefiting all firms. Cn the other,
currency fluctuations within Europe have apparently
led to adjustment difficulties for some sectors and
regions in Member States whose currency remained

stable.

. The Commission is aware of the pressure on public
authorities to grant aid o certain firms in order to
alleviate the dramatic situation on the labour market.
However, it must also draw Member States’
attention to the risk which this kind of aid carries
for the proper functioning of the internal market and
thus for the competitiveness of Europcan 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 result for the
Union’s economy, insisied on the need to tackle the
causes of currency fluctuations and stressed the
dangers of measures aimed at correcting their effects
on the sectors and regions concerned. In parucular it
considered that ‘it cannot be ruled out that severe
currency turmoil can make sectors or regions already
affected by structural cr cyclical crises even more
fragile. However, moneiary fluctuations cannot be
used to justify any violatior. of Com:unity mech-
anisms or rules. If these fluctuations were to
aggravate the difiiculties of a sector or region
appreciably, their effects would be examined, like
the effects of any other cause, within the limits of
the existing Community rules and mechanisms. In no

() COM(95) 503 final.

8. In order to make clear o M

() For the agricultural sector, see Article
() O] No C 334, 12. 12. 1995, p. 4; i

circumstances shall this examination put into

question either the allocation

of structural funds
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their programming rules. At
Commission will seek to ensure

any event, the
strict application of

the rules governing the functioning of the internal
market in its entirety and a regime of undistorted

competition.

The introduction of anti-competi

tive practices in the
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10.

workers experiencing particular difficulties entering
or re-entering the labour market and to aid to
promote job sharing.

However, aid to maintain jobs is acceptable in only a
limited number of cases (*), i.e. where:

— the circumstances described in Article 92 (2) (b)
apply,

— it relates to regions covered by Article 93 (3) (a),

— it relates to the rescue or restructuring of an
ailing firm; however, it must in such circum-
stances be notified according 1o the relevamt
guidelines (') and meet the condidons they lay
down.

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

1.

12.

13.

¢

]

A general, automatic and non-discretionary
reduction of noi-wage labour cosis is clearly not
covered by the competivon rules refating 1o State
aid. For budgetary reasons. Member States which
wish to implement measures of this nature are often
required to targer them carefully according to their
cost.

However, the fact that empioyment-support
measures are targeted does not necessarily imply that
they are covered by Article 92 (1). It is only if
targeting favours certain  underzakings or the
production of czrain goods by excluding others
(which otherwise ar: subject to the same chjective
conditions in relzion w the general system of social
contributions) tha: the State aid rules cnter into play.

The fact that measures benefit certain firms or
sectors more than others does not necessarily result
in their falling within the scope of ‘he competition
rules. For example, measures to reduce labour

taxation for all firns have a relatively greater effect

See also the special rufes contained in we ‘Guidcines for the
examination of Stz aid 12 Commuaity shipping companies’
(SEC(89) 921 final, 2. 8 1989). The Commission has
indicated in its communication “Towards a new maritime
strategy’ [COM(96) 1) the intention of reviewing previous
orientations, and has begun work in this direction.

Community guidelines on State aid for rescuing and restruc-

turing firms in difficulty (O] No C 368, 23. 12.1994).

14.

15.

16.

)

for labour-intensive indust

ries, while the reduction

of taxation on capital tends to favour capital-
intensive industries. In neither case do such measures

constitute State aid.

While measures targeted at
be regarded as State aid,

measures targeted at certain

a particular industry will
the same is not true for
categories of employees,

e.g. less qualified or low-wage employees, provided

:hey apply automatically
between: firms. Moreover,

without discrimination
modulating the extent to

which charges are reduced (or the scale of direct
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p on the personal circum-

stances of a worker or on the level of his wage might
have a redistribution effect between categories of

warkers which is desirable
problems facing the labour
will be greater in some inc
proportion of unqualified
enough for them to be qua
such measures form part of]
very structure of social-sect

in view of the structural
market. Its impact, which
lustries employing a high

labour, would not be
ified as State aid. Indeed,
a policy of reforming the
irity contributions.

reveals major difference

between the various

An examination of averafc wages per employee

economic sectors. Thus, wa}

ges in the basic chemical,

oil-refining, office-equipment and computer sectors

. ]
are on average twice as h

gh as those in the texule

industry and three times |as high as those in the
footwear/clothing and hotel/restaurant  sectors (°).

Measures targeted at lo
have much greater effects
former, but would still not

Finally, the possibilities
minimis rule adopted by 1t

wages would therefore
in the latter than in the
constitute State aid.

offered by the new de

he Commission (°) should

not be forgotten. In its recent communication, the
Commission fixed the amount of aid below which
Article 92 (1) of the Treaty could be considered

inapplicable in view of the

lack of noticeable effects

on trade between Member States at ECU 100 000
per firm over a period of three years.

(s2rvices); figures for 1993 and
differences in wage costs betw

one Member State to another,

sectors fall varies litle between
O} No 68, 6. 3. 199.

{*) Source: VISA/DEBA (manufacturing industry) and BDS

1994. It should be noted that
een industries may vary from
but the order in which the
Member States.
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Sectoral aid to employment

17.

18.

)

It is clear from the Guidelines on aid to employment
that the Commission has confirmed its consistently
less favourable view of aid rtargeted at specific
sectors, in particular ar ‘sensitive sectors experiencing
overcapacity or in crisis’ (*°).  However, the
Commission’s impression is that it is these sectors
which are particularly concerned by the targeted
measures implemented or planned by Member States.

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

— ‘sectors’ in a sitvation of overcapacity or in crisis
are those in whitk demand for Community
products is stagaz.rg or indeed falling. Any
drop in production costs for certain operators in
these sectors gencrally has the effect of trans-
ferring  difficulties — and  unemployment
problems — dirzcily and on a large scale w
competitors which do not enjoy such ad7antages.
The effects on competition and trade are thus
particularly harmtful. From a Community point of
view, there is, more often than not, no net
creation of jobs: any jobs created or maintained
artificially in one Member State are jobs which
disappear in another,

— sensitive sectcrs are those in  which inira-
Community trade is significant and in whick
competition I5 partictiutly keea. Any aig graned
by a Member State to firms i such sectors
therefore directly affects trade bevween Member

States and greatly distorts competition,

— the effects described above lead to 2 siwation in
which Member States try to outdo cach oiher in
the aid they grani (). The result of tnis is
sizeable public expzndituse which nlidhes ackles
the root of the protiewn qor zerrecie the effecis
at Community level,

(*°) Point 23 of the abovemesnitioned Guidelines.

See, for examplc, the reguests for aid from the German
textile industry in response 1o the Borowa Iaa.

19.

20.

21.

— moreover, it is to be feared| that the effects on
long-term competitiveness and on employment
will be negative, particularly where aid is not
accompanied by restructuring measures. This is

because the impact of targeted measures aimed at

lowering labour costs considerably reduces the
need for the recipient firm to readjust. If aid is
withdrawn, recipient firms find themselves in an
even less favourable position [than before because
those of their competitors which did not receive
aid have in the meantime| been required to
undergo restructuring or improve their produc-
tivity.

Currency fluctuations within the Union may also
give rise tc difficulties for some |sectors in countries
whose currency has depreciated in value. Even if aid
proposals generally emanate from Member States
whose currency has appreciated, [the argument for a
depreciation of the national currency may itself be
invoked to justify measures favouring industries
directly affected because the increase in inflation and
interest rates will also create problems for firms,

including those which initial]y#bcneﬁted from the

devaluation. This phenomenon might ultimately give
rise to an aid spiral in all Member States.

These considerations jusufy [the Commission’s
vigilance ccacerning  certain  ftypes of aid to
emplcyment which are targeted at given sectors. Aid
of this type is by nature defensive and contrary to
the cobjectives of the single market. It combines
major risks of distorting competition with a zero or
even negative impact on employment in the medium
and long ierm. It should also be|borne in mind that
those sectors which do not | benefit from the
measures it question indirectly contribute to
financing them.

Other consicerations should also be stressed. The
sectots at which Member States Jurrcntly direct their
employment aid are also sectors| which are open to
internaticnal competition (manpfacturing industry
and suine services). In them, thf wage-cost differ-
entials betwe:n low-wage countries and the indus-
trialized couatrics are very significant (a ratio of 1 to
10). One must therefore question the contribution
which a reduction in social charges makes to the
employment situation and carefully assess the short
and longer term effects of such measures in view of
their costs. It is more on the basis of integrating new
production  technologies, innovation,  quality,
commercial approach  and t;raining that  the
Community economy improve its

can durably
performance in  terms of competitiveness and
employment.
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22.

In employment terms, it should be stressed that
market services, some of which are broadly
protected from international competition, account
for more than 40 % of total emplovment in Europe.
Apart from the fact that the sectors in question do
not have to compete with low-wage countries, they
are often sectors in which there is a high level of tax
evasion and avoidance and in which the share of the
black or quasi-black sconomy is often large. Tax
reduction migh: cncourage peopiz w ltave the black
economy.

Sectorial measures which might be compatible with the
common market

23.

24,

Aid to employment is & priori linked to the concern
of maintaining or creating jobs. Reducing social
charges in the manner envisaged by some Member
States cannot, from that viewpoint, be genuinely
effective unless it relates to sectors which are less
exposed to international competition, in particular
certain services. In contrast to the situation obtaining
in sectors greatly exposed o  international
competition (sez point 15 above), recucing wage
costs in sectors protected from  international
competition seems all the more promising in terms of
job creation given that the activities in question
generally have @ high conceniration of unskilled
labour. Exampics of such sectors were idenufied by
the Commissior. in its conmunication entitled ‘A
European strategy for encouraging local devel-
opment and empieyment infdatives’ (7).

Meastres to reduoe social charzes sargeted st these
sectors have a twcfald advantage. On the ons hand,
their effects or zompetition and ntra-Community
trade are often weak or non-siisient and, on the

(") OJ No C 265, 12. 12. 1995, p. 3.

Conclusions

(*) Point 23
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25. The Commission recognizes that high non-wage

labour costs in most Member States might impede
the talking-on of new staff and that reductions of
these costs are desirable. However, it must intervene

against Member States w
reduce these costs which

hich opt for measures to
constitute State aid and

which are therefore damaging to competition and

the internal market and w
effects on employment a
measures are not in the
conuasi, the
Member States to examin

Commissio‘f

hich have probably limited
t Community level. Such
Community interest. By

wishes to encourage
a number of alternatives

which are more promising in employment terms,

which do not
competition 18

pose any problems as far as
concerned or whose effects on

competition might be justified in the Community

interest.

Taxation, employment and un

(final

Guidetines.

paragraph) of the

(") Sce, for example, the ‘OECD Study on Employment —

employment’, OECD 1995.
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