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Abstract

This article explores the complex relationship between state aid and the evolution of
economic environment, with a particular focus on the competitiveness of the regions
where the aid beneficiaries activate. Many economic theories and ideas discuss the impact
of state involvement on economic growth, emphasizing that excessive intervention can
result in inefficiencies and distortions. However, targeted and strategic aid has the
potential to stimulate economic growth, promote innovation, and address market failures.
The paper compares EU regions with a high Competitiveness Index to those at the bottom
of the competitiveness list, examining the volume and nature of aid provided to
companies in these regions. The aim is to determine whether a direct relationship exists
between aid and competitiveness. The findings generally confirm the previous research
highlighting the beneficial effects of state aid on businesses' competitiveness, but with
some original findings. We discovered that state aid supports the competitiveness of the
beneficiaries, but some types of aid are more appropriate to sustain a company and make
it more competitive. State aid promoting training, research, development, and innovative
activities and infrastructure has greater potential to help companies become more
competitive in the present global market.
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Introduction

The involvement of the state in commercial relations that constitute the foundation of the
economy appeared with the dawn of human history organized in a consolidated political
and social system. Whether it was the rulers of ancient Egypt, imperial China, conquering
Rome, kingdoms or empires in medieval Europe, or modern states on different continents,
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they all intervened, to a small or large extent, to impose rules that did not stem directly
from the unadulterated course of the market. Some measures had in mind the good
running of the city and the protection of consumers; others pursued selfish goals of a more
or less personal nature of the rulers.

The role of state aid in fostering economic development has been a subject of extensive
debate among economists and policymakers. While some advocate for robust government
interventions to stimulate growth, others caution against potential distortions and
inefficiencies that such aid might introduce into market mechanisms. Understanding the
intricacies of this relationship is crucial in crafting effective policies conducive to
sustainable economic progress.

The benefits received by the companies through public support, in condition out of the
market, are known as "subsidies" (WTO) or "state aid" (TFUE). The main elements are:
(i) a direct or indirect contribution (ii) by a public body (iii) which confers an advantage
to a company or sector that (iv) distort competition and trade. All four criteria have to
coexist in order to be named state aid.

The present article is trying to identify information and data that supports the idea that a
well based public intervention in supporting undertakings, in order to eliminate or
attenuate a market failure, is welcomed and induces more positive effects than negatives
one. In order to do this, we looked at economic competitiveness as a highly positive
attribute for a region because it fosters higher incomes for businesses, which translates
into the possibility of making new investments, for workers and their families, which
enables them to have a higher standard of living, and for local government, which is able
to fund improved public services and infrastructure thanks to taxes collected.

The paper makes a correlation between the level of state aid granted in certain regions of
the European Union and the level of competitiveness of the companies located in those
regions. The primary hypothesis considered by the authors is that the level of
competitiveness of the regional economy is directly proportional to the volume of state
aid disbursed to the company located in that region. The second hypothesis is that some
types of aid influence competitiveness to a greater degree than others.

First, pertinent research on the disputed significance of state interference in the market is
examined, with a focus on both the advantages and disadvantages of such action. Next,
using data from Romania's state aid register and specially designated websites
administered by the European Commission, an empirical analysis is conducted to assess
the study's assumptions. Finally, we summarize and discuss our findings, aiming at
contributing to the debate on the necessity and appropriateness of the implementation of
state aid measures.

1. Review of the scientific literature

1.1. The concept of state aid
Article 107(1) of the Treaty on the Functioning of the European Union statues that “...any
aid granted by a Member State or through State resources in any form whatsoever which
distorts or threatens to distort competition by favouring certain undertakings or the
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production of certain goods shall, in so far as it affects trade between Member States, be
incompatible with the internal market.”

That criteria are cumulative. Therefore, if the public measure targets entities that are not
involve in economic activities or are implemented in full compliance with the market
rules or are of general character or are small enough not to distorts competition and affect
trade, we are not in a presence of a state aid measure.

1.2. The instruments of state aid
The notion of state aid implies the existence of an advantage that can be transfer from the
state, using various tools, to an economic entity. There is a numerous type of instruments
employed by governments worldwide in granting state aid.
The most frequently used is direct funding that have numerous variants: grant, subsidy,
interest rate subsidy, prime guarantee subsidy, repayable advances etc. A special form of
transferring a direct aid is the use of equity (including the increase in share capital) for
support a company. In the category of state aid, General Court (1999) included also a
situation when a public administration buys access tickets to a ferry line in order to
promote the local tourism among foreign tourists, but the volume of the tickets exceed
the transport capacity of the ferry vessels, so did not meet an actual need.
Public authorities can choose to support an economic operator by renouncing the revenues
due to him. The most frequent way is related to tax incentives (taxes, social security
contributions, excise duties etc.) by implementing measures of reduction or exemption of
budgetary obligations.
State grants aid if issues a guarantee or provide a loan outside the market conditions, i.e.
without a proper remuneration. These support measures mitigate risks for lenders,
enabling companies to secure loans at better terms.
Special prices, under the market price for public sales or above the market price for public
procurement, are methods of delivering an aid to an undertaking. Targeted public services
or infrastructures dedicated to a specific enterprise are other faces of the same concept:
state aid.
According to European Commission (2006), even a political declaration of an important
representant of the state could be looked as aid if that improves the economic status of
the company covered by that statement.

1.3. The state aid compatibility

According to the Treaty on the Functioning of the European Union (European
Commission, 2023b), as a general rule, granting state aid is forbitten in European Union,
with the exception of circumstances in which their implementation results in the
achievement of specified objectives deemed compatible.

Article 107 (2) and (3) of the Treaty on the Functioning of the European Union statues
that some aid shall be compatible or may be considered to be compatible with the internal
market if are under specific objectives such as: i) diminishing or alleviating the damage
caused by natural disasters or exceptional occurrences; (ii) encouraging the economic
growth of areas where there is severe underemployment or a low standard of living; (iii)
facilitating the completion of a significant project of common European interest or
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addressing a significant disruption in a Member State’s economy; (iv) encouraging the
growth of specific economic sectors or activities, without harm trade conditions in a way
that is against the interests of the common interest; (v) promoting heritage conservation
and culture without affect competition and Union trading conditions in a way that is
against the interests of the common interest;

These objectives are of general character and European Commission came with some
other complementary objectives that are considered compatible, like: supporting SMEs,
research, development and innovation, employment, training, environment protection,
renewable energy, broadband, rescue and restructuring etc.

The aid measures implemented by Member States have to fulfil all the conditions
indicated in the European Commission’s regulations, communications and decisions in
order to be considered compatible and, by way of consequence, legally granted.

The state involvement

The public involvement in economy has been a topic of significant interest in economic
literature. State aid, in the form of subsidies, grants, guarantees, soft loans, tax breaks,
equity, and other financial incentives, provided by governments to businesses is one of
pillar of that state involvement.

The possible engagement of the state in the economy is widely discussed in the modern
period, with many academics restricting this position to "royal™ duties like preserving
order, policing, defence, and international affairs (Cerna, 2018). This "laissez faire et
laissez passer" philosophy is founded on the belief that private initiative, individual
freedom, and the laws of the market economy should all remain unaffected (Cerna, 2018).
The invisible hand that Smith (2011) describes serves as a metaphor for this way of
thinking.

On the other hand, some opposing viewpoints believed that public action was essential.
Western political leaders implemented a number of policies that resulted in significant
shifts in the definition of the state's place in society. Thus, the idea of state responsibility
for the population's well-being was introduced by Bismark in Germany, Gladstone and
Disraeli in Great Britain, and F. Roosevelt in the United States. The terms "Social State"
or "Wealth State" refer to this new class of state. Whatever the title, its central feature is
that the state uses market mechanisms to safeguard residents from unforeseen events and
to ensure that they have a minimal standard of living.

The development of microeconomics highlighted the need for state involvement in the
economy. Thus, at the dawn of the 20th century, economists from the school of welfare
economics, such as Marshall (2012) and Pigou (1932), stated that the state must intervene
through indirect (administrative regulatory) or direct (taxation, subsidy) means to combat
negative effects (underdevelopment, economic crisis, pollution), or support the
emergence of positive effects (competitiveness, research, employment). One of the
important elements of the position expressed was support for the need for state financing,
from budgetary sources, of certain services open to the general public, such as, for
example, street lighting, the major infrastructure projects as construction of railways,
roads and rivers channels, etc., while the market cannot offer them in conditions of major
accessibility.
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J. M. Keynes's economic analyses drew findings, published in February 1936, that were
impacted by the 1929-1933 crisis. Keynes (2009) argues that the market economy's self-
regulating mechanisms do not always result in the best distribution of resources. As a
result, in modern economies that are marked by wage and price rigidity as well as
uncertainty, the way the markets operate may result in high and prolonged unemployment
because of the negative expectations that both consumers and business owners have.
Therefore, in order to achieve full employment of the workforce, the state must encourage
economic growth, stimulate the economy, and implement coordinated policies that boost
consumption. This can be done by increasing public spending and implementing new
economic policies.

Economic scholars such as Stiglitz (2002) and Rodrik (2018) have clarified the complex
effects of government intervention on economic growth. Nobel laureate Stiglitz argues
that, when used wisely, state aid may correct market failures, spur innovation, and support
sectors vital to long-term expansion. Conversely, Rodrik emphasizes the importance of
balancing state intervention with market forces, cautioning against excessive
protectionism and inefficiencies stemming from excessive state control.

The renowned economist Ha-Joon Chang explored also the role of the state in economic
development. Chang (2002) examines how developed countries often used protectionist
policies and state aid in their own history of development, while advocating similar
strategies for developing nations. He is in favour of using the idea of a "developmental
state™ as a template for growth in the economy. The concept covers the situation when a
government extensively takes action in the economy to support industrialization and
economic progress. Chang contends that in order to defend home markets, promote the
competitiveness of industries, direct economic policy, and provide -essential
infrastructure, governments should take the initiative. He highlights that public bodies are
important actors in the growth of the economy. He believes that a combination of helpful
public policies and market institutions is the foundation of prosperous economies.
According to him, key factors in determining economic results include industrial policy,
efficient public regulation, and the protection of IP rights.

That idea was nuanced later by Andreoni and Chang (2019). They stated that a national
industrial policy coordination could introduce consistency and cohesiveness, and
eliminate tensions and overlapping from the point of view of the effects of the direct
relation between the state and the market, that suggested the necessity of a public
intervention, but limited to strategically chosen domains and actions. Also, according to
Lin (2010), the government should actively assist in promoting infrastructure
development and industry modernisation as a complement to having a strong market
system.

Mazzucato (2018) emphasized also the state's entrepreneurial role and the ways in which
investments and interventions from the government may spur development, innovation,
and economic progress. The idea of a sluggish, bureaucratic state against a vibrant,
creative private sector is thoroughly disproved by Professor Mazzucato by highlighting
how the state frequently assumes significant risks in funding and promoting high-risk,
high-reward inventions that the private sector could disregard due to uncertainty,
debunking the myth that the private segment carries all the risk. She demonstrates this
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reality through a series of case studies ranging from IT, biotech, nanotech, to today's
developing green tech. In effect, private business only musters the bravery to allocate
funds after an entrepreneurial public administration has taken already the risky measures.
For example, the Internet, GPS, the touch screen, and voice-activated apps are all public
initially subsidized technologies that contribute to the current devices seeming "smart".
More, Mazzucato (2018) questions also the myth that the state only acts as a regulator,
arguing that it also actively influences and produces markets through standards-setting,
research funding, and investment targeting in specific industries or technologies. More,
Mazzucato (2023) reject the public goal of achieving much growth without paying
attention to what kind of growth the society received. By reorienting public organizations
around ambitious objectives rather than restricted growth ambitions, the economy will
advance in the proper direction and address the key issues of the future.

These theses regarding the imperativeness or the lack of necessity of state involvement in
the market mechanism are further treated and developed under other perceptions like
ethical imperatives or historical perspective. Amartya Sen, a Nobel laureate in economics,
contends that state assistance and development programs must take social justice issues
into account. Achieving economic growth alone, without tackling inequality and making
sure resources are distributed fairly, might not result in true development or advancement
of society. Sen (1993) emphasizes the significance of human development that goes
beyond financial metrics. Enhancing human qualities, such as access to resources,
healthcare, political freedom, and education, is more important than merely raising GDP.
Chang (2019) argues that historical context is crucial for comprehending economic
progress. He highlights the value of learning from the past experiences of prosperous
economies in order to provide developing nations with guidance and understanding.
Chang disproves the idea that wealth can only be attained through free-market policies
by looking at how nations like the USA, Japan, and South Korea evolved.

Also, the economic literature has referrals to the type of the public interventions.
Acemoglu and Robinson (2013) support the idea that government play a pivotal role in a
state's prosperity or ruin. Institutions are categorized as extractive or inclusive by them.
Prosperity is typically associated with inclusive institutions that support the rule of law,
wide involvement, creative thinking, and the protection of property. Extractive
institutions, on the other hand, impede societal advancement and economic progress by
consolidating power and wealth in the hands of a small number of people.

The negative impact of state funding in economy was revealed even in the case of the
assistance provided by foreign states. Krueger (1986) highlighted the limited impact of
foreign aid on economic development and the potential negative effects of aid, such as
fostering dependency, distorting incentives for domestic policies, and exacerbating
inefficiencies in recipient countries' economies. She advocated for the importance of
market-oriented policies and the role of free-market mechanisms in fostering economic
growth. She already emphasized the importance of a level playing field implication of the
state. The same conclusion revealed Easterly (2003).

In the context of analysing the involvement of the public administration in the function
of the market, Krueger (1974) made the term "rent-seeking" widely known. It describes
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societies where the main goal is the pursuit of possessions or money through actions that
redistribute already-existing wealth rather than creating any new value. Instead of adding
value via constructive endeavours, it centres on people or organizations attempting to
profit financially by influencing the social or political landscape. In order to obtain
abnormal advantages by public funding, special taxation, or other forms of shielding from
the government, individuals or groups may resort to tactics like influencing, fraud, rent
extraction, or monopolistic conduct. These activities don't advance performance or
general prosperity; instead, they are taken to obtain a bigger portion of the riches or
resources already in existence. In a rent-seeking society, as Krueger (1974) pointed out,
public intervention is not in the interest of the many, but in the interest of the privileged
few, and the effects will not create economic development.

The theoretical underpinnings of state aid encompass various economic theories,
including neoclassical, industrial organization, and evolutionary economics. Neoclassical
economists argue that state aid may distort market mechanisms and result in
inefficiencies, whereas industrial organization theorists emphasize the strategic role of
government intervention in correcting market failures. Evolutionary economists highlight
the role of state aid in fostering technological innovation and industry evolution.
Empirical research has looked at how governmental aid impacts economic growth. Some
studies (Paun, 2014; Cardenete and Delgado, 2013; Mosionek-Schweda and Tokarski
2014; Androniceanu et al. 2020; Buzinskiené and Rudyté, 2015) suggest that targeted and
strategic state aid can positively influence GDP growth by promoting investment, creating
jobs, and fostering industry-specific advancements. However, others (Bartha and
Horvath, 2023; Asmund and Benito 2021; Balzaravi¢iené and Pilinkiené, 2012;
Lewandowska et al., 2015; Rupliene et al., 2017) argue that excessive or misdirected state
aid can lead to resource misallocation, crowding out private investment, and impeding
long-term economic growth.

The competitiveness of a region hinges on its capacity to create advantageous business
environments, facilitate the successful marketing of products and services in both local
and international markets, and ensure advancements in employment and living standards
for the people (OECD, 2023). The public authorities are conscious that achieving regional
competitiveness is a necessary step towards ensuring the prosperity that every democratic
country aspires to. Therefore, they use every tool at their disposal, including state aid.
Although state aid plays a crucial role in supporting businesses both in the EU and
worldwide, there is a lack of research on how it affects the competitiveness of national or
regional economies. The idea that public funding is an instrument for reaching a good
level of competitiveness is presented in several analyses.

The relationship between state aid and industrial competitiveness is a focal point in the
literature. Proponents (Gherghinescu et al., 2008; Barro, 1990; Ferreiro and Sousa, 2019;
Pinto et al., 2019; Stead, 2015) argue that state aid can enhance the competitiveness of
domestic industries, especially in high-tech sectors, by providing necessary support for
research, development, and infrastructure. Conversely, critics highlight the potential for
state aid to create market distortions, favouring specific companies or industries, thereby
impeding fair competition (Garcia-Mila and McGuire, 2001; Ramajo, 2008; Mohl and
Hagen, 2010; Naseemullah, 2023; Zhu et al., 2019). In this context, the unlimited support
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for the “national champions” can results in an effect of abuse of dominant position, with
negative consequences for other players on that specific market (Porter, 1990).
According to Androniceanu et al. (2020) the objective of attaining economic and social
aspirations, while ensuring a growing level of societal welfare, results in the
establishment of a competitive market and economy, in general. Remeikiene and
Gaspareniene (2016) came to the conclusion that the structural support provided by the
EU had a favourable impact on Lithuania's economy's competitiveness in the present
global economy.

Porter (1990) asserted that numerous industries in Germany, Italy, Switzerland, South
Korea, or Japan prospered despite the infrequent, insignificant, or ineffective government
interventions. But also, recognized that the state involvement is necessary for supporting
the national competitiveness. And the public roles are to stimulate changing, encouraging
the internal competition and promote innovation. Thus, a high level of productivity is
reached and competitiveness will follow. The national economic environment is one of
the most important factors that could facilitate a competitive advantage for businesses
living in that environment. And the state could have it share in creating a competitive
business environment by funding specialized training, industrial and services clustering,
investments in new technologies, research, innovation and knowledge transfer.

Chia (1994, 2005, 2014) highlights the effectiveness of the Singapore Government's
strategy in maintaining the competitiveness of the national economy. They achieve this
by offering fiscal incentives and providing various financial programs to support
companies in their growth, research and development activities and training initiatives.
Those state aid measure were added to the government initiative on developing physical
infrastructure, establishing a reliable educational network, and maintaining a friendly and
stable bureaucratic system. In a specific case of the lItalian state intervention for
introducing broadband infrastructure in the white areas, Matteucci (2019) found that the
ratio between the benefits and drawbacks of the public intervention were in favour of the
former. And in the age of digitization, the introduction of non-discriminatory access to a
modern communication network unequivocally increases the competitiveness of the
companies that will use it. A public state aid initiative in Canada that was designed to
promote exports increased the competitiveness of the enrolled small and medium-sized
high-technology enterprises and allowed the consolidation of their business. (Francis and
Collins, 2004).

In a conclusion, the scientific literature approaches the topic of state engagement in the
market from various perspectives, offering insights into the effectiveness, limitations, and
impact of public involvement, including through the use of state aid, on economic
development of nations. Some papers made the analyses of the relationship between state
aid and the level of competitiveness as general concept at the level of companies or
regions / countries. Their works are valuable resources for understanding the complexities
of this relationship. However, it is important to note that our investigation into literature
does not find any research that examines the relationship between the competitiveness
index, as provided by the European Commission's services, and the amount of state aid
given to companies operating in those specific areas.
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2. Research methodology
State aid, as a tool used by governments to support industries and stimulate economic
growth, has sparked extensive debates among economists and policymakers. The debate
revolves around its efficacy, potential distortions in market dynamics, and its role in
fostering or hindering economic development. This review aims to analyse and synthesize
existing literature and data to provide insights into the complex relationship between state
aid and economic development.
As main tool, we used the comparation between the level of regional competitiveness for
NUTS 2 regions of the European Union and the state aid granted to companies located in
those regions.
For evaluate the level of the regional competitiveness, we selected the EU Regional
Competitiveness Index (RCI). RCI is an instrument used by the European Commission
(2023a), starting from 2010, to assess and compare the competitiveness of European
regions at NUTS-2 level. It evaluates a region's capacity to provide a compelling and
enduring setting for firms and residents, considering various economic, social, and
environmental factors. The 11 pillars that make up the Competitiveness Index's
composition and its three sub-indices ("Basic", "Efficiency”, and "Innovation™) represent
the various facets of competitiveness. Figure 1 depicts the framework's organizational
structure of the Competitiveness Index.
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Efficiency
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Figure no. 1: Regional Competitiveness Index's framework structure
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The data regarding state aid were obtained from EU transparency website (2023) and
from Romanian national state aid register (RegAS). In accordance with the EU
transparency standards for state aid, European Commission created a public search
website in order to allow the public access to state aid individual award data provided by
Member States since 2016. Starting to 2023, the data reveal by the EU transparency
website includes all the individual state aid above EUR 100.000. Previously, the
transparency threshold was EUR 500.000. For Romanian regions, the data regarding the
state aid granted was downloaded from the state aid national data base (RegAS).

The Competitiveness Index categorize the EU NUTS-2 regions in 3 main groups: the EU
more developed regions, the EU transition regions and the EU less developed regions.
The assessment we made, based primarily on the data mentioned above, was focused on
the competitiveness disparities between the 9 top-performing regions in the EU (ranks 1-
9) and the bottom 9 regions (ranks 226-234). In the first category there are five Dutch
regions, one Belgian and three from France, Denmark and Sweden. Six Romanian areas,
one Greek and two Bulgarian are located at the other extreme of the spectrum.

The analysis was based on the data presented by the Commission in the last report on
Competitiveness Index (RCI 2.0). RCI 2.0 refers to the index's 2022 edition, thus the
perspective being elaborated with year 2022 as reference. The previous RCI editions were
2010, 2013, 2016 and 2019.

In relation to the volume of state aid granted for each region, we downloaded, from EU
transparency website (that covers the period starting with 2016) and from RegAS, and
analysed all data regarding state aid granted, in each of those regions, in-between 2016-
2023.

3. Results and discussions

The main objectives of state intervention are to achieve economic growth, industrial
competitiveness and innovation and socio-economic development and reduction of
inequalities. For achieving that goals, four main instruments allow state to participate in
the economic life. The regulatory actions that have as core the fiscal environment. The
state can impose low or high levels of taxation, bureaucratic duties or activities
interdiction. Public investment, mainly in infrastructure (transport, education, health,
utilities, communication, defence against disaster etc.) is a second level of action that can
boost economic growth potential, lower transaction costs for entrepreneurs, raise the rate
of return on private investment, and eventually raise a sufficient amount of taxes to cover
the initial outlays. As a third possibility, the state can assume the role of a minor or major
player on the market using public undertakings. The last position is as grantor of state aid
which aims to boost certain economic sectors or horizontal activities such as research-
development or environmental protection.

The impact of state aid on socio-economic development and income inequality remains a
contentious issue. While targeted aid programs can alleviate regional disparities and
support marginalized communities, there are concerns that poorly designed subsidies
might exacerbate inequality and benefit privileged sectors or individuals.
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The process of turning the state into a “welfare state” persisted after World War 1l and
was accelerated by the steps taken in the majority of Western nations to shield their
citizens from the major hazards of life, such as sickness, joblessness, and elderly years,
along with the concentration of resource allocation in favour of the most impoverished
people and families.

In certain democratic nations with a market economy, like, for example France, the
government has also taken on the role of economic planning. However, the plan only
attempted to direct investments in the priority areas for economic growth, limiting itself
to the establishment of specified numeric or qualitative objectives, set by consensus with
the social partners (companies, unions). The government was regarded as an “uncertainty
reducer” because of this (Kolm, 2010). In pursuing the objective of eliminate or alienate
the market failures, the public administration can become a big producer, using the public
undertakings, thus assuming the role of a large employer and a large consumer of
resources. In France, Italy, Great Britain or Germany the state assumed such a role, both
at the local and central level.

The major economic forces of the world, USA, EU, China, implemented comprehensive
plans for supporting the national economies in order to maintain or to boost the
competitiveness of the companies in a more and more competitive global environment.
In 2015, under its “Made in China 2025” policy, China declared that it would allocate
$350 billion in subsidies to ten critical future industries, including robotics, advanced
computers, electric vehicles and EV batteries, and mobile gadgets. In order to develop
Chinese businesses that are capable of competing both locally and internationally, the
goal is to lessen China’s dependency on imports of foreign technology and to substantially
invest in its own technologies.

The Inflation Reduction Act (IRA, 2022) implemented in USA starting to August 2022
is a budgetary reconciliation package with eight sections that address a wide range of US
policy. IRA’s primary goals are to invest in national production of clean energy and to
reduce inflation. Focusing on the State aid components of IRAs, the primary tools will be
tax credits and deductions from taxes. It will also, to a smaller extent, issue loans, grants,
and loan guarantees. The CHIPS and Science Act (CHIPS Act, 2022) is an additional US
support program that seeks to bolster American industrial production, supply chains, and
R&D expenditures, as well as the workforce of the years to come. The ultimate goal is to
maintain US leadership in emerging industries such as nanotechnology, clean energy,
quantum computing, and artificial intelligence.

In order to support European enterprises’ competitiveness, the European Union has
developed a number of programs to fulfil the needs that have been identified. For the
years 2021-2027, InvestEU (2021) provides a further stimulus to investment, innovation,
and job development in Europe. It seeks to use an EU funding guarantee to start a fresh
wave of investments totalling more than €372 billion. REPowerEU (2022) has as goal to
support EU in diversifying its energy sources, generating clean energy, and conserving
energy in the wake of the EU's energy supply being adjusted to the conflict in Ukraine.
Presented on February 1, 2023, the EC's Green Deal Industrial Plan (2023) aims to
accelerate the shift to carbon neutrality while also making Europe's net-zero industry
more competitive. In order to meet Europe's aggressive climate ambitions, the Plan seeks
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to create a more favourable environment for the EU to increase its production capacity
for net-zero technology and goods. It is built around four bases: open commerce for robust
supply chains, accelerating access to financing, improving skills, and a predictable and
straightforward regulatory framework.

Romania's Recovery and Resilience Plan (PNRR, 2021) was developed in response to the
urgent need to support a robust recovery while strengthening Romania’s economy and
society and preparing it for the future, following the extraordinary crisis brought on by
the COVID-19 epidemic. The Romania’s plan contains reforms and investments that are
aiming to help Romanian economy to become more robust, sustainable, and better
equipped to handle the opportunities and difficulties presented by the green and digital
transition because to the investments and changes made in it. Romania upgraded its
recovery and resilience plan on December 8, 2023, adding a REPowerEU chapter.

There are numerous state aid measures that aim at supporting Romanian companies’
competitiveness. Two of the longest state aid schemes are administrated by Ministry of
Finance. There were opened in 2014 and promote regional development by creating new
jobs (Government Decision 332/2014) and investments that have a major impact on the
economy (Government Decision 807/2014). The stage, on 30.6.2023, of implementation
of projects approved for financing under the two schemes is presented in Table no. 1.

Table no. 1. The stage of implementation of projects approved for financing
(on 30.6.2023)

Aid Total value | Value of | Total value of | Amount No. of
schemes of planned | approved the of state | new jobs
investment | state aid investment aid paid | created
(eligible created by by
expenses) (eligible 30.6.2023 | 30.6.2023
expenses) by
30.06.2023
EUR EUR EUR EUR
million million million million
Government 564.23 247.66 140.32 34.55 9,045
Decision
332/2014
Government 3,506.36 | 1,518.87 1,841.73 555.46 12,748
Decision
807/2014

Source: https://mfinante.gov.ro/hg-332/20141 and https://mfinante.gov.ro/hg-807/20141.

The data reveals that the two schemes are responsible for supporting investment of over
€4 billion in eligible expenditure alone. There are other hundreds of millions of euros in
ineligible expenses (according to state aid rules) that must be added to get the full value
of the investments made. Furthermore, we must keep in mind that primary investments
have a spillover impact and are augmented in value by collateral investments made by
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other companies that collaborate with the state aid beneficiaries. And is worth to mention
that that schemes includes the obligation for the beneficiary to pay taxes at a value that at
least equals the amount of aid received.

The competitiveness and state aid
In the present globalized market, any company have to struggle to offer better products
and services at competitive prices to their clients. Nowadays, an undertaking has to
compete not only with business located in his proximity but also with similar companies
situated in other region of the country or of the world.
The effort to be competitive is not a result that belongs exclusively to the entrepreneur.
The economic environment where he works influences in a great measure the capability
of the enterprise to be successful.
According to European Commission (2023a), "Regional competitiveness is the ability of
a region to offer an attractive and sustainable environment for firms and residents to live
and work". The primary competitiveness determinants for each NUTS-2 level area in the
European Union have been measured since 2010 by the EU Regional Competitiveness
Index (RCI). The Index assesses a region's capacity to provide a desirable environment
for businesses and citizens to live and work using a wide range of metrics. RCI 2.0 refers
to the index's 2022 edition, which is based on an upgraded methodology.
The European Commission analysis covers 234 regions of European Union and grouped
them in 3 categories: more developed region, transition region and less developed region.
In Table no. 2 are enumerated the first 9 and last 9 EU regions according to the level of
RCI 2.0.

Table 2. Top 9 and bottom 9 EU regions by RCI 2.0 level

Top9
Member State Region name RCI Rank
Netherlands Utrecht 151,1 1
Netherlands Zuid-Holland 1425 2
France lle-de-France 142,0 3
Netherlands Noord-Brabant 140,6 4
Netherlands Amsterdam and its commuting zone 140,6 4
Sweden Stockholm 138,9 6
Denmark Hovedstaden 137,7 7
Belgium Brussels and its commuting zone 136,3 8
Netherlands Gelderland 135,7 9
Bottom 9

Member State Region name RCI Rank
Romania Nord-Vest 56,0 226
Bulgaria Yugoiztochen 53,4 227
Greece Sterea Ellada 53,2 228
Romania Centru 52,5 229
Romania Sud-Muntenia 52,1 230
Romania Sud-Vest Oltenia 50,2 231
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Bulgaria Severozapaden 49,0 232
Romania Nord-Est 47,0 233
Romania Sud-Est 46,1 234

Source: European Commission (2023a).

The geographic distribution of the 18th EU regions, distributed at the top and at the
bottom of the ranking drawn up by the European Commission, is presented in Figure 2.
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Figure 2. The geographic distribution of the 18th EU regions
Source: Authors interpretation based on European Commission (2023a) data.

Since the first edition, released in 2010, the RCI has three sections: "Basic", "Efficiency",
and "Innovation", comprising 11 pillars that outline the various facets of competitiveness.
Between the pillars, the closest indicators in relation with the business environment are
those gathered under the "Innovation™ sub-index that includes: "technological readiness”
(measured as existence of high-speed broadband access, above-basic overall digital skills,
trade over internet), "business sophistication” (based on employment and value added in
K-N sectors, SMEs with innovation cooperation activities and SMEs introducing
marketing or organisational innovation) and "innovation" (described as patent, design and
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trademark applications, core creative class employment, knowledge workers, R&D
expenditure, employment in technology and knowledge-intensive sectors).

The goals that state aid measures aim to achieve include those three pillars, of
"technological readiness,” "business sophistication”, and "innovation," which foster
advancement at the highest level of economic growth. As mentioned above, state aid
supports in high measure private initiatives in relation with research, development and
innovation activities, employment and training of highly qualified staff, investments in
information and communication technologies. Public aid granted allows companies to
diminish the risks of implementing daring business ideas and to make the necessary
investments for putting a competitive product or service on the market. That’s why we
can emphasize the important relation between granting “good" stat aid and the level of
competitiveness of the beneficiary of that measure.

As indicated by European Commission (2023a) in the comparation of the 3 regions ranked
highest and lowest for every phase of development category, important differences appear
in the area of business environment. The "Basic", "Efficiency", and "Innovation" aspects
are more develop in the superior part of the list compared to the final position.

In order to consolidate the idea that state aid is one of the most important factors that
influence the companies strengthens on the market, we extracted from EU transparency
website (2023) and RegAS data regarding the state aid granted in the period 2016-2023
in each of the 18 regions mentioned in Table 2. The combined information about the value
of state aid granted to beneficiaries in these regions is displayed in Table no. 3.

Table no. 3. State aid granted in the 18 EU regions

Member State Region name Rank | State aid Period of
(EUR granting state
million) aid
Netherlands Utrecht 1 1,302.57 | 2016, 2019-2023
Netherlands Zuid-Holland 2 10,288.56 2019-2023
France lle-de-France 3 3,217.34 2016-2022
Netherlands Noord-Brabant 4 4,265.81 2018-2023
Netherlands Amsterdam and its 4 8,062.09 2019-2023
commuting zone
Sweden Stockholm 6 913.46 2016-2022
Denmark Hovedstaden 7 398.96 2016-2023
Belgium Brussels and its 8 142.34 2016-2022
commuting zone
Netherlands Gelderland 9 6,659.93 2016-2023
Romania Nord-Vest 226 65.46 2017-2022
Bulgaria Yugoiztochen 227 77.11 2017-2022
Greece Sterea Ellada 228 1,244.29 2016-2023
Romania Centru 229 150.23 2017-2022
Romania Sud-Muntenia 230 380.10 2017-2022
Romania Sud-Vest Oltenia 231 43.69 2017-2022
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Bulgaria Severozapaden 232 63.99 2017-2023
Romania Nord-Est 233 309.12 2017-2022
Romania Sud-Est 234 43.75 2017-2022

Source: EU transparency website (2023) and RegAS.
The data show that the budget allocated for state aid granted to enterprises located in the
regions listed in the upper part of Table 3 is, with one exception (Brussels and its
commuting zone), much higher than the amounts received by the companies from the
regions in the lower part of the table. Three regions, Zuid-Holland, Amsterdam and its
commuting zone and Gelderland totals a value of more than EUR 25 billion, more than
the other region combined. This is an important indicator of the fact that state aid can
support the growth of the business environment creating the premises for a robust
competitiveness of the companies.
It should be emphasized, however, that state aid is only one of the factors that compete to
increase the competitiveness of companies. In order to achieve a high degree of
competitiveness, it must be combined with a set of factors that also concern the existing
institutional framework, the stability of the macroeconomic framework, unrestricted
access to performing infrastructures, the existence of superior education and health
systems. Excellent performances are the result of several components working together.
A solid formula for economic success, is to make improvements simultaneously in a
number of sectors rather than focusing on being the best in just one or a select few.
Also, we have to emphasize that the process of granting aid has to be properly
implemented. This implies that the volume of state aid is important, but an approach based
on impact, which includes a balancing analysis of positive and negative consequences, is
also needed in order to avoid an unnecessary expenditure of state funds (Friederiszick et
al., 2007). For that, a well-founded method of disbursing public money is a method that,
apparently, some of the European public administration learned to implement, and the
results regarding business competitiveness are obvious.
The volume of compatible state aid is crucial in enhancing the economic environment to
be competitive in quality, prices, and innovation. However, we acknowledge the need for
more research on the significance and level of state aid quality considering its objective
and economic soundness.
As mentioned above, under the Regional Competitiveness Index 2.0, some of the
indicators review the business environment for "technological readiness”, "business
sophistication™ and "innovation". In order to match those competitiveness criteria with
types of public support for companies to evolve in those dimensions, we identified state
aid that have similar objectives. Thus, EU rules consider as compatible with the internal
market state aid promoting: investment for research infrastructures; testing and
experimentation infrastructures; industrial research; experimental development;
fundamental research; feasibility studies; innovation aid for SMEs; process and
organisational innovation; execution of an important project of common European
interest; experimental development; innovation clusters; broadband infrastructures;
training etc. Starting from this concept, we extracted from the general tables of state aid
granted in the 18 EU regions the total aid granted for those specific objectives that support
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the "technological readiness", "business sophistication" and "innovation". The share of
aid with specific objectives in the total value of state aid granted to beneficiaries in these
18 regions is displayed in Table no. 4.

Table no. 4. Share of specific objectives State aid in total State aid granted

Member State Region name Rank RDI state aid
% in total state aid
Netherlands Utrecht 1 17%
Netherlands Zuid-Holland 2 7%
France lle-de-France 3 51%
Netherlands Noord-Brabant 4 3%
Netherlands Amsterdam and its 4 1%
commuting zone
Sweden Stockholm 6 10%
Denmark Hovedstaden 7 13%
Belgium Brussels  and its 8 31%
commuting zone

Netherlands Gelderland 9 6%
Romania Nord-Vest 226 3%
Bulgaria Yugoiztochen 227 1%
Greece Sterea Ellada 228 0.4%
Romania Centru 229 3%
Romania Sud-Muntenia 230 3%
Romania Sud-Vest Oltenia 231 1%
Bulgaria Severozapaden 232 5%
Romania Nord-Est 233 2%
Romania Sud-Est 234 0.3%

Source: EU transparency website (2023) and RegAS.

According to the data, the support for adoption of new technologies, staff training, and
innovation plays a significant role in the aid granted to top-ranking regions. Among the
nine regions, six have a double-digit percentage of specific aid in the total aid, with lle-
de-France leading with an impressive 51%. In contrast, the lower-ranking regions receive
a much smaller proportion of specific aid, ranging from 0.3% to 5%. This observation
reinforces the notion that state aid contributes to the development of a region's economic
competitiveness, under the condition that it is proportionate and properly targeted.

It is evident that public funding plays a crucial role in stimulating investment, educating
staff, and adopting advanced technologies. These outcomes would not be possible without
the incentive effect provided by the aid. By investing in tools that enhance efficiency,
innovation, and quality standards, businesses can enhance their competitiveness in both
local and global markets. This competitive advantage enables companies to boost their
revenue and strengthen their financial position, facilitating their growth in alignment with
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market demands. Ultimately, these positive outcomes have a beneficial impact on the
overall regional environment.

In general terms, the present study aligns with the findings of previous research
(Gherghinescu et al., 2008; Barro, 1990; Ferreiro and Sousa, 2019; Pinto et al., 2019;
Stead, 2015; Porter, 1990; Chia, 1994, 2005, 2014; Matteucci, 2019), emphasizing the
positive impact of state aid on the competitiveness of companies. In our article, we go
into further detail about the volume and the type of aid that the state disbursed to
companies, identifying that economic environment from the regions with higher
competitiveness received more aid and specially aid that supports training, research,
development and innovative activities and infrastructure, than the undertakings from the
lowest part of the list. These are measures that enable undertakings not only to survive
and to persist in a low competitive structure and attitude, but to grow and expand.

The evidence presented here supports the notion that well-designed and targeted state aid
measures can indeed enhance the competitive edge of firms, fostering innovation, growth,
and market resilience. However, it is crucial to emphasize that the effectiveness of such
aid hinges greatly on its judicious design and implementation. Misguided state aid
policies run the risk of unintended consequences, including the consolidation of dominant
market positions, the crowding out of potential investors, and the perpetuation of
inefficiencies within the market. Moving forward, policymakers and regulatory bodies
must exercise caution and diligence in their approach to state aid, ensuring that it is
targeted, tailored and structured to foster genuine competition and innovation while
maintaining fair competition and guarding against potential distortions that could hinder
market efficiency and long-term growth. By doing so, we can contribute to a more robust
and dynamic economic landscape that benefits both companies and the broader society.
It goes without saying that additional research might be done to determine the extent to
which different forms of governmental assistance impact the competitiveness of
businesses and areas.

Conclusions

The literature review underscores the multifaceted nature of the relationship between
public funding and economic development. Whatever the theoretical perspectives were
presented throughout time, in the present day, reality shows that developed states are
involved in the creation and implementation of gigantic networks of support for the
economic environment, targeting new investments and job creation.

For analysing the idea that state aid is an important factor in creating and supporting
innovative companies that allow the development of the economic environment, the
present study made an individual comparison on the volume of state aid granted to
undertakings in different European regions and the competitiveness level of those regions.
This paper generally confirms the previous research highlighting the beneficial effects of
state aid on businesses' competitiveness, but comes to some original findings. Due to the
numerous types of market failures that state aid addresses, there are multiple objectives
with which compatible aid has to comply. We reveal that state aid supports the
competitiveness of the beneficiaries, but some types of aid are more appropriate to sustain
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a company and make it more competitive. State aid promoting training, research,
development, and innovative activities and infrastructure has greater potential to help
companies become more competitive in the present global market. These types of aid are
complex and require a high level of expertise on the part of the aid grantors to identify
the right projects to be financed and to monitor the impact of the state aid in order to
implement the necessary adjustments to adapt the public measures to the rapid evolution
of the markets.

In order to strengthen the competitive power of beneficiaries, regions with lower
Competitiveness Indexes must not only increase assistance levels but also pay particular
attention to delivering aid that supports research, development, and innovation.

Future research should focus on evaluating the effectiveness of different forms of state
aid, considering the nuances of specific industries and socio-economic contexts, to
formulate policies that optimise their contribution to sustainable economic development
through a well-targeted approach.
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