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Abstract

With the global return of industrial policy, most literature examines why states increas-
ingly resort to market activism. Much less is known about how industrial policy works ‘on
the ground’. In this paper, we address this how-question through an in-depth case study
on the poster child of the EU’s new industrial policy: the Important Projects of Common
European Interest (IPCEI). We argue that while the literature has rightly pointed out that
attaching conditionalities to public money is key to steering markets effectively and equi-
tably, conditionalities also come with costs. Moreover, they are not the reflection of policy
design principles but reflect political, institutional, and ideational constraints that shape
which and how conditionalities are applied. We show how IPCEI funding is conditional on
meeting demanding eligibility and compatibility criteria, which leads to perverse outcomes,
adverse selection, and workarounds. We make concrete suggestions as to how to mitigate

IPCEI’s cost-conditionality trade-offs.
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[T]he problem of industrial policies is above all a problem of instruments.’

Jacques (Lesourne, 1984, 36)

1 Introduction!

Industrial policy long had an air of antiquatedness to it. Discredited and even stigmatized
throughout the Western world, it ‘went undercover’ over the course of the last decades of
the 20" century (Andreoni and Chang, 2019, 136; cf. Bulfone, 2023). In Europe in particular,
market-directing industrial policy came to be viewed as a ‘Colberist delusion’ (Warlouzet, 2019,
86) and was gradually relegated to and redefined as an ‘open, competition-oriented industrial

policy (...) oriented towards world markets’ (Bangemann, 1992, 17).

Recently, however, industrial policy has made a comeback, including in Europe (Juhasz et al.,
2023). McNamara, for example, observes the rise of a new ‘market activism’in the EU: long ‘cen-
tered on neoliberal precepts of competition and openness’, EU industrial policy is increasingly
willing to use ‘public powers to actively shape markets for the interests and values of a bounded
political community’ (McNamara, 2023, 2). Di Carlo and Schmitz argue that the EU increasingly
operates as a European ‘developmental network state’, that is, ‘as an agent of market-shaping
integration, proactively trying to correct, shape and protect the EU single market for the fulfill-
ment of politically-decided public policy goals’ (Di Carlo and Schmitz, 2023, 24). And Seidl and
Schmitz (2024) document a ‘geo-dirigiste turn’ in EU industrial policy, with the EU increasingly
embracing market-directing rhetoric and policy to steer economic activity into geostrategically

important sectors.
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While this literature has made important inroads into understanding the drivers and changing
nature of EU industrial policy, we know relatively little about how it works on the ground. Yet,
the litmus test for the EU’s new-found ‘market activism’ will be whether it has the capacity to
effectively and equitably steer markets in publicly defined directions. This capacity, according
to a growing literature on the political economy of industrial policy, is an ‘essential constraint
to getting industrial policy right’ (Juhdsz and Lane, 2024, 12-13). It can be understood as the
capacity of public actors to introduce and enforce conditionality vis-a-vis private actors, that is,
on making public support conditional on the ‘fulfillment of broad public policy goals beyond

profit maximization’ (Bulfone et al., 2024).

Conditionality, in other words, is what’s ‘making sure that directionality of growth (less inequal-
ity, more sustainability) is embedded in the tools [of industrial policy]’ (Mazzucato and Rodrik,
2023, 4). Without it, industrial policy risks becoming ‘corporate welfare’ (Bulfone et al., 2023).
And yet conditionality also comes at a cost, for conditionality begets bureaucracy. Attaching
strings to subsidies requires a non-trivial amount of administrative ‘spinning’ and ‘weaving”: con-
ditionalities need to be made concrete and legally enforceable, and compliance needs to be both
demonstrated and diligently assessed. These costs are often downplayed by the literature and
yet may undermine the broader industrial policy goals that have informed these conditionalities
in the first place. What is more, conditionalities are not created in a political vacuum but are
shaped by the political, institutional, and ideational constraints in which they are introduced and

enforced.

In this paper, we look at the constrained politics of conditionalities through an in-depth case
study of the poster child of the EU’s new industrial policy: the Important Projects of Common
European Interest or IPCEIs. IPCEIs derive their peculiar name from Article 107(3)(b) TFEU,
which provides an exception to the general prohibition on state aid for aid used to ‘promote the
execution an important project of common European interest’ (Cattrysse, 2016). While dating
back to the Treaty of Rome, it was only in 2014 that the Commission consolidated, formalized,
and replaced existing guidance on the interpretation of Article 107(3)(b), effectively introducing
[PCEIs as an industrial policy instrument with a defined scope of application as well as eligibility

and compatibility criteria (for a detailed historical reconstruction, see Lopes-Valenca and Seid],



2024). Since then, 10 IPCEIs have been approved in areas ranging from microelectronics and
batteries to hydrogen and cloud computing, unlocking 37.2€bn in state aid and an additional

66€bn in expected private investments, distributed across 247 companies and 22 member states.

IPCEIs are emblematic of the complexities of the EU’s new industrial policy. While most of the
funding comes from member states, most of the rules come from the Commission. While un-
doubtedly market-directing, they also remain wedded to the principles of an efficiency-oriented
industrial policy. And while exceedingly popular, they have also received ample criticism. In
this paper, we look at how the constrained politics of EU industrial policy has shaped both the
creation and application of the conditionalities that govern IPCEls, and how these conditional-
ities have created costs that limit how effectively and equitably the EU can direct markets. We
show that the criticism that IPCEISs lack ‘strict governance’ (Poiters and Weil, 2022) and ‘extend
subsidies with no transparent, well-defined criteria or governance mechanisms’ (Gabor, 2023,
76) is highly misleading if not downright preposterous. IPCEI funding is conditional on meeting
demanding eligibility and compatibility criteria, and companies, member states, and the Com-

mission expend considerable resources on demonstrating or assessing compliance.

These conditionalities create costs in the form of what we call perverse outcomes, adverse se-
lection, and workarounds. Among other things, these costs limit how effectively the EU can
reach its industrial policy goals, exacerbate existing financial inequities between member states
as well as between companies, and increase demand for laxer funding instruments. To be clear,
ours is not a blanket criticism of conditionalities. Rather, we argue that the benefits of condi-
tionalities need to be balanced against their costs, and the task for industrial policymakers is to
carefully navigate such cost-conditionality trade-offs. We also argue that conditionalities need
to be understood not as a reflection of policy design principles but of a particular constellation
of interests, institutions, and ideas (Bulfone et al., 2024). This can explain, for example, IPCEIs’
focus on efficiency-oriented criteria while conditionalities to involve social partners are missing
(see also Munta et al., 2023), despite their potential benefits for innovation-based competition

(Ornston, 2013).

Empirically, we draw on 18 interviews with policy officials and firms, analysis of dozens of official

documents as well as descriptive statistics to empirically reconstruct the costs of conditionality



and the constrained politics of EU industrial policy for the case of IPCEIs.? In doing so, we qualify
a sentiment common even among those who welcome the EU’s ‘neo-industrial turn’, namely
that ‘because the entire European edifice was built on the premise that competition is sufficient
to guarantee economic efliciency, there is close to zero technical-administrative capability to
enforce industrial policy’ (Durand, 2023). It is true that the EU is still learning the ropes of
how to identify strategic areas and the emergence of IPCEIs has only gradually become more
systematic and inclusive (for details, see Seidl et al., 2024). Yet, the central problem of IPCEISs is
not the lack of administrative capacity, although more of it may help at the margins. The central
problem is twofold: first, the unwillingness to provide common European funding for projects
of common European interest (e.g., Eisl, 2022); second, and perhaps more easily addressed, the

unwillingness to more carefully reflect on both the substance and the costs of conditionalities.

In this paper, we contribute to both the emerging literature on the (European) political economy
of conditionality and the ‘how’ of industrial policy (Bulfone et al., 2023, 2024; Cooiman, 2023;
Mazzucato and Rodrik, 2023; Molica, 2024; Reynolds, 2024) and the fledgling literature on IP-
CEI (Grif, 2024; Lopes-Valenca and Seidl, 2024). While our paper is primarily empirical, we
also provide concrete suggestions for how to improve the design of the IPCEI instrument. Our
paper is structured as follows. In the next section, we briefly review the literature to theorize
the constrained politics of conditionalities in (EU) industrial policy. Next, we describe the con-
strained politics of IPCEIs in more detail, situating them in the history of the EU state aid regime
and discussing how this history has shaped the design of the instrument. We then describe the
typical life course of an IPCEI, focusing on the design, (pre-)notification, and implementation
stages, followed by a detailed empirical reconstruction of the costs of IPCEI conditionalities. We
then discuss our empirics in light of the literature and conclude by making concrete suggestions

as to how the governance of IPCEIs could be improved.

2For more details on the interviews and the empirical approach, see the online appendix.



2 Theorizing Conditionalities and Constraints

Europe’s ‘turn towards market activism’ (McNamara, 2023, 2)—be it through more traditional
industrial policy through direct budgetary allocations or the financial instruments preferred by
the emerging ‘European Investor State’ (Lepont and Thiemann, 2024)—has created renewed in-
terest in conditionality. Conditionality ‘describes an incentive instrument in the relationship
between two actors, in which one actor aims at changing the behavior of the other by setting up
conditions for the relationship and by manipulating its cost-benefit calculation by using (posi-
tive and negative) material incentives’ (Koch, 2015, 99). In this broad sense, conditionality has
become ‘an integral part of European governance’ in areas ranging from economic governance
to the rule of law (Becker, 2024, 14). However, we are less interested in conditionality between
public actors than in conditionality as an incentive instrument used by public actors to ‘align
corporate behavior with the fulfillment of broad public policy goals beyond profit maximization’

(Bulfone et al., 2024).3

At the heart of this understanding of conditionality is the idea of ‘reciprocity—linking carrots
to sticks’ (Meckling and Strecker, 2023, 419; cf. Rodrik, 2004). Conditionality, in other words,
creates ‘a healthy tension between public and private so that subsidies are part of a ‘deal’ rather
than a blanket handout’ (Mazzucato and Rodrik, 2023, 7). This turns subsidies from ‘gifts’ to
‘implicit contracts’ (Chibber, 2014, 33). Conditionalities ‘embed directionality in public invest-
ments’ (Molica, 2024, 1657) preventing them from becoming ‘corporate welfare’ (Bulfone et al.,
2023). Conditionalities, however, are not an unalloyed good. Like most things in life, they come
with a cost. They involve, for example, breaking down abstract goals into measurable and/or
legally viable indicators, demonstrating and assessing compliance, often by making informed as-
sumptions about counterfactual scenarios, and reconciling the rigidities required by a credible
instrument with the equally necessary flexibilities demanded by an uncertain and fast-changing

world (Molica, 2024).

3This may occur at the ‘direct interface between states and markets’ as well as further down the ‘investment
chain’ (Cooiman, 2023, 4).



Moreover, the introduction and enforcement of conditionalities do not take place in a political
vacuum but against the background of specific ‘ideational, institutional and coalitional configu-
rations’ (Bulfone et al., 2024). This makes it essential to reconstruct the thick politics of interests,
institutions, and ideas that shape which and how conditionalities are applied. After all, ‘optimally
designed measures are of little practical use if the political conditions for their implementation
are not met’ (Bulfone et al., 2024; see also Juhasz and Lane, 2024). The EU—and the Commission
in particular—have been described as ‘multiply constrained’ (Akman and Kassim, 2010, 121), and
the politics of its new industrial policy is shaped by such political, institutional, and ideational
constraints. It is these historically evolved constraints that give IPCEIs their particular gestalt

and shape their specific cost-conditionality-trade-oft.

3 IPCElIs in the Context of the European State Aid Regime

To understand the constrained politics of IPCEIs, it is essential to understand the nature and
history of the European state aid regime. This state aid regime famously prohibits state aid as a
matter of principle while also providing various exceptions, with both the general prohibition
and the exceptions being enshrined in Article 107 TFEU (ex Article 87 TEC and Article 92 EEC
Treaty from 1957). However, while the constitutional basis for the European state aid framework
remained ‘virtually untouched’ (Lopes-Valenca, 2022, 92) since the Treaty of Rome, the state aid
rules also remained ‘virtually unenforced’ (Buch-Hansen and Wigger, 2011, 69) before the 1980s.
Over the first decades of European integration, member states thus retained ample room to use
‘selective and interventionist policy instruments to strengthen strategic sectors’ (Bulfone, 2023,

26).

Starting in the late 1980s, however, the Commission became ‘more assertive in monitoring state
aid’ (Warlouzet, 2023, 37) and member states gradually ‘agreed to bind themselves ever more
by the pro-competitive logic of deepening market integration and to abide by the ever-stricter
constraints that this implies’ (Pelkmans, 2006, 45). Over the following decades, the Directorate-
General for Competition (DG COMP) built an increasingly formalized and neoliberal state aid
regime on the legal basis of Article 107 TFEU (Buch-Hansen and Wigger, 2011; Davies, 2013).



But while this limited member states’ room for industrial policies, it also provided exceptions and
criteria for ‘good’ and therefore admissible state aid (Blauberger, 2009). In particular, through a
series of frameworks and guidelines, DG COMP has gradually (re-)defined the space for excep-
tions in terms of market failures (Davies, 2013, 46-50; Lopes-Valenca and Seidl, 2024). Draw-
ing on long-standing tropes (Akman and Kassim, 2010), a supranational state aid regime was
viewed as a necessary bulwark against the market distortions of discretionary spending. At the
same time, state aid may be justified in the face of market failures such as externalities, infor-
mational asymmetries, coordination failures, or undue market power. There is thus a ‘narrow
space within which the state can act, which must be outside of the market, on behalf of the market

(Davies, 2013, 47).

However, the striking persistence of the logic and language of market failures masks profound
changes in how market failures are understood. Since the late 1990s, the Commission saw hori-
zontal aid as the main remedy for market failures, meaning aid aimed at solving problems that
may arise in any industry and country. However, in the late 2000s, this hard horizontalism was
complemented by a soft sectorialism as the Commission began to view certain technologies—so-
called key enabling technologies (KETs) such as nanotechnology, microelectronics, or advanced
materials—as being ‘not only of strategic importance but (...) indispensable’ (European Commis-
sion, 2009). For mastering these technologies can enable innovations and value creation across
entire sectors, while lagging behind can disrupt ‘entire value chains with (...) consequences on

the sustainability of various strategic sectors in Europe’ (HLEG-KET, 2011, 26).

It is against this background that the Commission introduced IPCEIs as a standalone policy tool
in a 2014 communication, which consolidated, formalized, and replaced existing guidance on the
interpretation of Article 107(3)(b) (for a detailed reconstruction, see Lopes-Valenca and Seidl,
2024). It is no coincidence that using IPCEIs as an instrument was first prominently suggested
by the High-Level Expert Group on KETs (HLEG-KET, 2011, 38). With their greater aid inten-
sity rates and willingness to fund projects closer to commercialization, IPCEIs are clearly meant
to help cross the ‘valley of death’ between basic research and commercialization and to realize
the positive externalities of large-scale investment in technologies with positive cross-sectoral

externalities.



However, the design of the instrument remains deeply wedded to the language and logic of mar-
ket failures and the concomitant principles of an efficiency-oriented industrial policy (Piechucka
et al., 2023, 515). At the core of this design are a number of demanding eligibility and compat-
ibility criteria. Fulfilling the eligibility criteria simplifies the compatibility assessment as the
Commission can presume a market or systematic failure and a contribution to the common Eu-
ropean interest. But member states and participants still need to demonstrate compatibility by
showing that aid is necessary and has an incentive effect, that it is proportional and appropriate,
and that its positive effects outweigh the negative effects in terms of distortions of competition.
Table 1 gives an overview of the most important of these criteria, which form the heart of the

[PCET’s conditionality regime.



Table 1: Overview of IPCEIs’ most important eligibility and compatibility criteria

Eligibility Criteria Compatibility Criteria

Importance: Necessity:

+ There is no minimum threshold for importance but the Commis- + A’counterfactual scenario’ should provide evidence (e.g. from internal dis-

o1

sion makes clear that projects need to be 'quantitatively or qualita-
tively’ different from run-of-the-mill projects, be it in ’size or scope’
or because it involves ’a considerable level of technological or finan-
cial risk, or both’ (European Commission 2021, 14).

Common Interest:

s General Criteria: To qualify as being in the common interest, a

project must meet several general criteria, notably that it addresses
an ‘important market or systemic failure’, makes a ‘concrete, clear,
and identifiable contribution to the Union’s objectives and strate-
gies’, involves 'at least 4 member states’ while giving all member
states a ‘genuine opportunity to participate’, and generates "positive
spillover effects’ across value chains or sectors (European Commis-
sion 2021, 12).

Specific criteria: An R&D&I project needs to be of ‘'major innovative
nature or constitute an important added value (...) in the light of the
state of the art in the sector concerned’. An FDI project ‘must allow
for the development of a new product or service with high research
and innovation content or the deployment of a fundamentally inno-
vative production process [which goes beyond] regular upgrades
without an innovative dimension of existing facilities and the de-
velopment of newer versions of existing products’. Eligible project
activities are 'the upscaling of pilot facilities, demonstration plants
or of the first-in-kind equipment and facilities covering the steps
subsequent to the pilot line including the testing phase and bring-
ing batch production to scale, but not mass production or commer-
cial activities’ (European Commission 2021, 13).

Positive indicators: Projects which involve the Commission or other
EU institutions or receive co-financing from a Union fund, for ex-
ample, may be looked upon more favorably.

cussions) that 'without the aid, the realization of the project should be impos-
sible, or should only be possible on a smaller scale, with a more narrow scope,
or not with sufficient speed, or in a different manner that would significantly
restrict its expected benefits’ (European Commission 2021, 14).

+ Moreover, a ‘balancing test’ should ensure that the positive effects of the aid
outweigh its negative effects in terms of distortion of competition.

Proportionality:

+ To ensure that a project which is of common European interest cannot be
achieved with less aid, the Commission relies on the funding gap approach.
The funding gap is calculated based on the difference between the expected
positive and negative cash flows over the lifetime of a project, discounted to
their present value using the Weighted Average Cost of Capital (WACC) which
reflects the required rate of return and project risks. A project’s net present
value (NPV) is the sum of its discounted net cash flows (expected revenues mi-
nus costs). When a precise alternative project is identifiable, the Commission
compares the NPVs of the aided project and the alternative. When there is
no such alternative project, the Commission will verify that the aid amount
does not exceed the minimum necessary for the aided project to be sufficiently
profitable, based on whether it achieves an internal rate of return that meets
sector-specific or firm-specific benchmarks.

+ The maximum permitted aid level is determined by the calculated funding
gap in relation to the eligible costs*. It can reach up to 100% of a wide set
of eligible costs for, among other things, feasibility studies, instruments and
equipment, building, infrastructure and land, materials and supplies, or per-
sonnel and administrative costs. This requires companies to submit detailed
funding gap analyses based on things like price quotes from suppliers, quan-
titative benchmarks from similar projects, or academic papers. To safeguard
that aid remains "proportionate and limited to the necessary’ the updated 2021
IPCEI communication included a ’claw-back mechanism’ which provides a le-
gal basis for participants to pay back part of the aid received if a project is more
profitable than forecasted in the funding gap analysis based on ex post cash
flow results (European Commission 2021, 15).




While the design of the IPCEI instrument remained remarkably stable, some of the political goals
associated with IPCEIs changed over time (Interview 1). Specifically, when the IPCEI commu-
nication was updated in 2021, geostrategic motives were layered on top of it, and IPCEIs turned
from a tool to foster ‘economic growth, jobs and competitiveness for the Union industry and
economy’ (European Commission, 2014b, 4) to one fostering ‘sustainable economic growth, jobs,
competitiveness and resilience for industry and the economy in the Union and strengthen its open
strategic autonomy (European Commission, 2021, 10). Underlying this was once again a stretch-
ing of the notion of market failure. For in a world rife with geostrategic conflict, markets were
increasingly also seen as failing to provide the technological and economic capacities for Euro-
pean competitiveness and security (Seidl and Schmitz, 2024, 2152). In a recent academic paper,
three DG COMP officials explicitly argue that one should be able and try to reformulate each in-
dustrial policy intervention ‘in terms of the market failures they address. Even when industrial
policies are presented as aiming at political objectives, like open strategic autonomy or leading
the digital transition, they can be re-formulated in terms of market failures, helping us identify
the actual need for support and determine the best design for such support’ (Piechucka et al.,

2023, 506).

4 From Emergence to Implementation: The Life Course of

an IPCEI

Throughout their life course—from emergence to design to (pre-)notification to implementation—
IPCEIs are governed by a mixture of formal rules and informal practices. The former are laid
down in the official IPCEI communications, and the latter have been gradually codified based
on existing experiences, most notably in DG Comp’s Code of good practices for a transparent,

inclusive, faster design and assessment of IPCEIs (published in May 2023) but also in the Joint

“For example, when the total eligible costs for a project are €100,000, and the NPV of the expected net cash
flows is €40,000, the funding gap is calculated as the difference between these two amounts. Suppose the project
expects positive cash flows (revenues) of €60,000 and negative cash flows (costs) of €20,000, discounted to their
present value to get an NPV of €40,000. The funding gap would then be: €100,000—€40,000=€60,0000.

1



European Forum on IPCEI (JEF-IPCEI). These rules and practices shape how IPCEIs are
formed, assessed, and monitored. In the next section, we argue that while they are motivated
by a well-justified desire to attach conditionalities to public money, these rules and practices
also limit the EU’s ability to do industrial policy, both in terms of overall effectiveness and
distributive implications. However, to illustrate how IPCEls work, we first walk readers
through the typical life course of an IPCEI (see Figure 1), focusing primarily on the design,
(pre-)notification, and implementation stages (for details on how strategic value chains are

identified and IPCEIs emerge, see Seidl et al., 2024).

The life course of an IPCEI
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Figure 1: Flowchart documenting the life course of an IPCEI

IPCEIs emerge in a relatively bottom-up process whereby one or several member states—often
reacting to demands by domestic industries—identify a potential project that is in line with the
criteria set out in the IPCEI communication. For example, member states need to ask themselves
if a project tackles an important market or systemic failure, is in line with the EU’s broader
strategic priorities, and whether an IPCEI would be the most suitable instrument. If they believe
this is the case, they should then communicate their intention to create an IPCEI and agree

on a coordinator member state (‘Coordinator’). While initially done very non-transparently,

12



with member states only learning about an IPCEI once it was approved, this process became
much more formalized and inclusive over time, especially with the creation of the JEF-IPCEI

(for details, see Seidl et al. (2024)).

Once a potential IPCEI has been identified, it moves into the design stage. IPCEIs are designed
by member states in coordination with DG COMP. Member states are tasked to organize open,
transparent, and non-discriminatory national calls for expression of interest and select potential
participants that fit the criteria set out in the IPCEI communications. In this process, the bulk
of the administrative burden falls on the Coordinator, which acts as a primus inter pares. While
Coordinators may have slightly more influence over the design of IPCEIs, member states are
usually content if someone else takes on this role (Interviews 3, 4, and 5). After all, Coordi-
nators must be prepared to ‘dedicate sufficient administrative capacity [and] budget’ while also
having ‘in-depth knowledge of, and experience with the relevant State aid rules’ (DG COMP,
2023, 3). They are expected to actively ‘promote collaboration’ and ‘identify synergies’, for exam-
ple by organizing ‘match-making’ sessions between potential participants (DG COMP, 2023, 5).
Importantly, they are also meant to ‘manage the expectations of interested undertakings’ (DG
COMP, 2023, 5) and explain that IPCEIs are neither the only way to get funding under EU state

aid rules nor a blanket exception to them.

This is essential as [PCEI funding is reserved for specific and specifically designed projects,
namely those that fulfilll the eligibility and compatibility criteria set out in the IPCEI communi-
cations, which are themselves based on the broader principles of the EU’s state aid regime (see
section 3). The primary mechanism through which these eligibility and compatibility criteria
are transposed into the design of individual IPCEIs is the so-called Chapeau text as well as
the individual project documents. The Chapeau text is meant to describe an IPCEI's overall
structure and ‘demonstrate compliance with key IPCEI requirements’ (DG COMP, 2023, 6). It
is drafted by the Coordinator with the input of member states and participants. The project
documents for individual sub-projects—particularly the project portfolio and funding gap
projections—are prepared by the participants themselves, with national authorities and the

Coordinator being tasked to ensure that this happens in a timely and precise manner.
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Once the Chapeau and the project documents are finalized, an IPCEI enters the pre-notification
stage during which the Commission assesses the submitted documents and sends requests for in-
formation (RFIs) to participants, although DG COMP does not directly interact with them but
channels its questions to the companies via national authorities. There can be several rounds
of—often detailed—RFIs during which DG COMP may also consult with experts from other
DGs, for example, to assess whether a project is innovative at the global state of the art (Inter-
view 6). One participating company recalls receiving ‘five requests for information from the
EU Commission. In total, 60-70 pages of questions. All the questions are detailed questions’

(Interview 7).

The integrated nature of the IPCEIs means they are approved as a whole. Therefore, the Com-
mission can only approve an IPCEI once all questions for each individual sub-project are suf-
ficiently answered, and once it is assured that all companies remaining part of the IPCEI and
their projects fulfill the requirements. Hence, the IPCEI is only as fast as the weakest company
involved. This process is further constrained by the available manpower in DG COMP itself.
When DG COMP reviews several IPCElIs at the same time, as it happened in 2022, it can take
a long time to process pre-notified IPCEIs, send out RFIs, and assess the participants’ responses.
According to an official from a medium-sized member state ministry participating in various
IPCEIs, in extreme cases, it took 14 months between the pre-notification of the IPCEI and the
first round of RFIs (Interview 3). Overall, this means it can take several months to up to 1.5

years for the pre-notification stage to be concluded (Interview 8).

Once all questions with all firms from all member states are clarified, an IPCEI can be officially
notified to the Commission. After that, formal approval through a Commission decision usu-
ally takes only a few weeks. After formal adoption, additional national cost auditing may be
conducted before funds are disbursed. As one implementing consultancy explains, ‘For every
payment, we need to evaluate if what the company wants to do is necessary for the project [as
approved by the Commission], as well as economical and efficient. (...) And therefore, we ask
the companies to send us documents to prove that a certain machine is necessary and that a
certain machine costs whatever they claim, etc. (...) It is daily business that we do not approve

certain costs they include’ (Interview 8). The process from the emergence of an IPCEI to the final
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disbursement of funds can thus take up to 4-5 years (for an illustration based on the two micro-
electronics IPCEIs, see the online appendix). After an IPCEI has cleared both supranational and
national hurdles, it enters the implementation stage during which progress and compliance of

individual projects as well as the overall IPCEI are monitored and reported.

5 The Cost-Conditionality Trade-Off In the Governance of
IPCEI

In line with the constraints imposed by the Treaties and case law as well as its own decisional
practice, the Commission imposes relatively strict and restrictive conditionalities on state aid
funding in the context of IPCEIs (Cattrysse, 2016). It is not shy to put candidate IPCEIs through
their paces, making sure they meet demanding eligibility and compatibility criteria. To be clear,
the Commission has good reasons to be concerned about competition distortions, inefficient al-
locations of resources, or wasteful subsidy races. And given that IPCEIs allow funding relatively
close to commercialization, these concerns are even more acute. As a DG COMP official puts it,
‘in R&D, the risk of distortion is lower than in actual manufacturing support. (...) Knowledge
can disseminate through the Union. Mass production facilities are usually very mobile—they
can be set up anywhere, so the risk of distortion by state aid is very high’ (Interview 9). In ad-
dition to limiting competition distortions, conditionalities also help ensure that limited public
resources are used efficiently,. DG COMP prides itself on having saved €9bn in EU taxpayer
money in the context of the first seven IPCEIs because of its thorough reviews of the state aid

applications (Interview 9).

However, the potential benefits of strict conditionalities need to be balanced against their costs,
just like the positive effects of aid need to be balanced against its negative effects. Sometimes, the
benefits may outweigh the costs. For example, the increased communication and coordination
costs of the multi-member-state requirement may well be outweighed by greater knowledge
transfer, cohesion, and the mitigation of political discontent among smaller member states. The
Commission thus has good economic and political reasons to tell participants the more they

collaborate across borders the better their funding prospects (Interview 8). Companies receiving
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state aid should also not be allowed to just keep doing what they are doing anyway (Rodrik,
2004). For example, the positive spillover requirement is interpreted by the Commission rather
demandingly. While it does not tell ‘companies exactly what to do it, it has to be something
else than what the companies usually do on a daily basis. It is not enough to go to conferences
or write some papers or make some patents. It needs to be more. The Commission was very
demanding on this point. Examples of nice spillovers are companies opening their doors to
SMEsg, e.g. in the case of microelectronics, foundries produce wafers for small firms, or organize
a summer school for students. The spillover effects are a condition for state aid, but they are not

eligible for state aid, meaning that the company needs to pay for it itself” (Interview 8).

However, conditionalities also have costs, which come in three forms: perverse outcomes, ad-
verse selection, and workarounds. Perverse outcomes occur when conditionalities lead to (unin-
tended) consequences that run counter to the original goal of the instrument. For example, in ad-
dition to generating ‘an intrinsic tendency for peripheral underrepresentation’ (Lopes-Valenca,
2024, 10), forcing companies to go beyond the global state of the art may repel those companies
that are at the technological frontier. As one interviewee told us, the restrictive interpretation
of this requirement would mean that 'if TSMC were to be part of an IPCEI, its project in Europe
would have to be innovative beyond what it is doing in Taiwan to be eligible for funding. This
would mean, in this case, that it would have to do a project making chips at less than 2nm, say at

Inm” (Interview 6). Tesla dropped out of the battery IPCEI for similar reasons (Interview 10).

Likewise, one specific eligibility criterion for IPCEIs is that projects can only receive subsidies
for activities before mass production and commercialization, but explicitly excluding the latter
(see Table 1). This means, for example, that production equipment can be funded only to the
extent that it is used for R&D and first industrial deployment (FID). However, the same machine
can often be used for R&D, FID, or mass production. The state aid will only be granted for a
share of the machine, based on how much it is used (and depreciated) for R&D and FID. A
project manager involved with the administration of IPCEI applications described the problem
as follows: ‘You are allowed to send samples to the customers and you will have some minor
sales because samples are not for free. And then when customers like the sample and want more

of these products, your sales increase. And this is where the Commission makes the cut. This
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is no longer FID. Once the number of sales gets too high, this is considered mass production
and this is where funding ends’ (Interview 8). For one semiconductor company, this meant
that they produced a test batch with perfectly fine products, but they could not sell them and
had to throw them away instead because otherwise they would have jeopardized their funding

eligibility (Interview 11).

Aduverse selection occurs when only actors—be it governments or companies—with high adminis-
trative capacities can fulfill the IPCEI conditionalities even though these capacities are unrelated
to the substantive goals behind the conditionalities. For example, the high workload associated
with being a Coordinator meant that so far only Germany, France, and, in one case, the Nether-
lands have taken on this role. Moreover, while France has established a dedicated unit within
its Ministry of Economy to deal with IPCEIs, the German BMWi outsourced the administrative
coordination after the first IPCEI to VDI-VDE IT, a consultancy firm that spoke the ‘language
of the Commission’ (Interview 11) and could thus better traverse the distinct ‘social world’ of EU
project-based funding with its particular terms and tenets (Biittner and Leopold, 2016, 54). In
other words, limited administrative capacities lead to private intermediation and create a mar-
ket for specialized conditionality consulting (Biittner and Leopold, 2016, 61-62; Ducastel et al.,
2024, 455; Grif, 2024).°

More broadly, the administrative capacities required to manage an IPCEI—even without being
the Coordinator—are unevenly distributed among member states, which reinforces regional
differences in IPCEI participation that result from member states differential fiscal capacities
(Biittner and Leopold, 2016; Lopes-Valenca, 2024).° Being a firm in a member state that can
afford to be involved in many IPCElIs likely conveys considerable advantages. Spain, for example,

wanted to lead a Photovoltaic IPCEI but did not understand the instrument, which meant the

5While some Nordic countries prefer PWC which also has extensive experience in dealing with the Commis-
sion, in Germany, VDI-VDE IT has established itself as the go-to consultancy and is, in addition to Microelectronics
I, also administering a battery and the cloud IPCEI (Interview 3).

®Differences in fiscal capacities are of course a broader problem of EU industrial policy which is mainly financed
by member states. However, member states may also have differing rules in terms of how much they can make use
of the possibilities offered by the IPCEI communications. For example, Austria can only give state aid at a maximum
of 30% of the eligible funding gap even though up to 100% would be allowed (Interview 4).
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IPCEI never materialized (Interview 3). By contrast, Germany and therefore German companies
participate in all but one of the 10 approved IPCEIs, in addition to being the sole coordinator
for microelectronics 1&2, one hydrogen, one battery, and co-lead for cloud. It is therefore not
surprising, as Figure 2 shows, that German companies are overrepresented even when compared
to Germany’s generally higher level of state aid spending relative to its GDP (see also, Lopes-
Valenca, 2024).

Dashed line represents the expected value based on proportional relationship. Countries in red have no companies participating in IPCEIs.
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Figure 2: IPCEI and State Aid Spending

But it is not only member states that need to invest significant administrative capacity, but also
firms themselves, which poses considerable challenges. To recall, firms need to write a convinc-
ing project description including a detailed funding gap analysis, contribute to the Chapeau text,

participate in numerous meetings and matchmaking events, and answer RFIs from DG COMP.
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They must also collaborate across countries, ensure spillovers, and manage cost-based payment
requests at the national level. These requirements often lead to firms dropping out of IPCEIs
during the RFI process or upon learning about the extensive reporting demands for funding
approval. To illustrate the scale of the administrative load, a semiconductor company’s Head of
Strategy told us that from the firm’s point of view an IPCEI ‘costs €700,000 to €800,000. The
administration is crazy, horrible. We had one person fully working on it for one and a half years.

We also hired a consultancy” (Interview 7).

The administrative load is particularly challenging for smaller companies, even though both the
IPCEI communications and the broader EU industrial policy discourse put particular emphasis
on supporting SMEs. As one project manager involved with the administration of IPCEIs in
a large EU member state noted, TPCEI is not the right instrument for a small enterprise. The
efforts needed to be done by the company are very high. The RFI often has a lot of questions
and the company only has few days to answer. Small companies cannot deal with that. They
have no person who can answer such questions other than the CEO perhaps. Large compa-
nies, in contrast, have dedicated departments for funding applications’ (Interview 8). The Head
of the Brussels office of a semiconductor company noted that ‘complexity and bureaucracy of
the framework are far too high, new entrants in general (companies and member states) and
especially smaller companies (SMEs, start-ups) are overwhelmed and have little motivation to

participate’ (Interview 12).

Meanwhile, the General Manager of a semiconductor supplier explained that they ‘dropped out
of IPCEI because of the bureaucracy. We had to do extra reports, go to meetings, make sure there
are spillovers. We would have had to hire two people for all of this. Large companies can handle
this, but for a small player like us it is disproportionate’ (Interview 13). The Vice President
of Government Affairs at another semiconductor company echoed this sentiment, stating that
‘perhaps if your investment sum is huge and the potential state aid is very significant like in [a
larger company’s] case, you might be willing to go through this bureaucratic journey, but not for
a small amount like ours’ (Interview 14). Some companies also dropped out upon discovering

the requirement to submit progress reports over several years post-funding: ‘Companies have

19



to write reports during the process. And when they found this out and considered the work it

meant, they no longer found it worth to remain part of IPCET’ (Interview 8).

These sentiments are also reflected in the relatively low share of SMEs—officially defined as hav-
ing less €50mn in revenue and less than 250 employees—that are direct participants in different
IPCEI projects (see Figure 3). Especially for some IPCEIs, large companies make up well over
50% of participants, which does not even take into account the amount of aid received, which
is also generally higher for larger companies. This is in line with other findings that ‘public sub-
sidies tend to be increasingly concentrated among larger communities and companies that have

the human and financial resources to capture [it]’ (Ducastel et al., 2024, 455).

This is not lost on public officials themselves. A policy officer from an IPCEI-responsible min-
istry does not mince their words when stating that ‘the companies have a point. The IPCEI
notification process is insane. Those who have gone through it are damaged for life’ (Interview
4). Even officials in the Commission acknowledge that IPCEIs are perhaps ‘not super well suited
for SMEs’ and that there is a ‘kind of selection implicit in the level of ambition [because] when
you demand really breakthrough innovations, larger companies with very big R&D departments
are more suited to provide those’ (Interview 1). DG COMP even discussed relaxing the innova-
tion requirements when it revised the IPCEI communication in 2021, but decided against being
‘more lenient’ and retained ‘the very high ambition on innovativeness. The Commission is also
aware that to ‘really facilitate work for SMEs’ one may need to ‘further simplify the financial

assessment’ (Interview 1).

However, this awareness does not translate into a more explicit balancing of the costs and ben-
efits of IPCEI conditionalities. Instead, the Commission seems to put most emphasis on more
clearly defining the rules instead of simplifying them. This has led to certain improvements.
For example, the 2023 Code of Good Practices clarifies that the Chapeau text should be concise
and, if possible, written in non-technical language, setting an ‘indicative target’ of 150 pages; for
comparison, the Chapeau text for the second microelectronics IPCEI had 561 pages in total (In-
terview 8). As one Commission official put it, ‘we used to get 300 pages of blabla’ but now the
quality of applications has improved (Interview 15). However, this has not made the approval

process less complex. According to several of our interviewees, DG COMP now asks more ques-
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Figure 3: Annual revenue and number of employees of firms participating in IPCEIs
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tions during the request for information (RFI) stage. Because the rules are now clear, it requires

more reviewing to ensure they are fulfilled.

Lastly, workarounds refer to situations where actors seek alternative solutions either within or
outside the IPCEI framework. In the former case, actors seek to bend the rules governing IPCEIs
to at least partially avoid their costs. Recall that it can take several years until a potential [PCEI
is approved. The ‘heavy process’ (Interview 1) not only strains the administrative capacity of
member states and companies but also of the Commission itself. Especially, during the period of
the greatest ‘enthusiasm’ for IPCEIs in late 2021 and early 2022 (check), the Commission faced
a lot of criticism for how slowly it assessed applications and doubled its staff to deal with the
increased load (Interviews 2 and 3). Making projects more inclusive also did not help as larger
projects increased transaction costs in the form of coordination and reviewing. As one Com-
mission official sums it up: “We are not many people here. And we have to deal with tons of

projects’ (Interview 2).

This slowness of the approval process stands in stark contrast to the fast-moving technolog-
ical landscape into which IPCEls are meant to make a dent. Actors have thus sought inter-
nal workarounds to speed up the process, notably the early start mechanism (ESM), which the
BMW i devised during the first IPCEI but which has later become common practice.” Basically,
the ESM means that companies receive letters from the BMWi (and later other national min-
istries) that allow them to go ahead with their designated projects at their own risk, although
this usually only happens if the member states and the Commission are reasonably confident
there are no obvious ‘red flags’ in the project descriptions (Interview 3). The letters imply that
if the IPCEI does not receive Commission approval, the firms would not receive state aid; but at
the same time, they were also not foregoing their right to state aid by starting early. The ESM is
a workaround which trades off risk for speed as firms need to move fast in fast-moving sectors.
It thus safeguards the usefulness of IPCEIs from the point of view of firms. As one executive

puts it bluntly: “Without the ESM, the IPCEI investment projects would be dead’ (Interview 11).

7\We know that this tool was used in the first and second microelectronics IPCEIs (see Table 2), and in the IPCEI
on Next Generation Could Infrastructure and Services (Interview 16).
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However, the ESM also calls into question the approval process because by conducting the in-
vestment before receiving aid the company technically signals that it does not need the aid. After

all, if the investment can be conducted without state aid, there is no market failure.

In addition to such workarounds within the IPCEI framework, there are also attempts to make
use of (and lobby for) alternative funding opportunities, both inside and outside the EU. For
one, industrial policy is on the rise not just in the EU, and companies are not shy to arbitrage
between different jurisdictions. “There is a subsidy race whether we like it or not’, a Commission
official concedes (Interview 15). And compared to the complexity of IPCEIs, subsidies elsewhere
are often much easier to come by. As the Head of Strategy of a semiconductor company puts it,
‘In the US, the support works via a simple tax refund. This is much less complicated than the
IPCEI procedure’ (Interview 7). A Commission official also notes that the IRA ‘has changed the
picture a lot’ and reduced ‘the pressure on IPCEIs as a tool” as the European response has been
to broaden the industrial policy toolbox, most importantly through the possibility to match aid

received in other countries (Interview 1).

Hydrogen companies, for example, note that the EU, having put hydrogen ‘high on the agenda’,
is ‘a bit stressed” about the IRA’s generous tax credits. Their ‘message’ to the Commission is
that ‘businesses prefer schemes like IRA (...) because then the market actually dictates which
projects will be run [instead of] bureaucrats’ (Volldal, 2022). In addition, instruments like the
Chips Act often provide much easier access to funding and are therefore much preferred by
semiconductor companies: In an interview with an official from an EU member states’ ministry,
it was emphasized that semiconductor firms’ requests for subsidies have kept ‘flooding in since
late 2023, totally going beyond our available budget. My main task at the moment is telling firms
that there is no Chips Act money for them’ (Interview 17). The most recent GBER amendment
also significantly increased the aid intensities and notification thresholds for environmental and
R&D&I aid, providing an alternative to IPCEI funding for many smaller projects. For example,
an Austrian official argued that ‘all the Austrian participations in the EuBatIn IPCEI would be
under the GBER now (...). Below the thresholds.” (Interview 4).
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6 Discussion & Conclusion: Lowering the Price of Getting

Things Right

In this paper, we have provided an in-depth case study on how IPCEIs work on the ground.
In particular, we have shown how conditionalities—despite being rightly considered essential
for maximizing ‘the value of public supports provided to private firms’ (Mazzucato and Rodrik,
2023, 6)—also create costs, specifically in terms of perverse outcomes, adverse selection, and
internal and external workarounds. We now tie these theoretical and empirical discussions to-
gether to reflect more systematically on how IPCEI’s cost-conditionality trade-offs are shaped
and exacerbated by the political, institutional, and ideational constraints of EU industrial policy.
‘We then make some suggestions as to how IPCEIs could be tweaked to lower these costs without

radically departing from these constraints.

Like with all industrial policies, the features of the IPCEI instrument ‘have been significantly
distorted by the constraints within which they have emerged’ (Block, 2008, 171). First, there
is the multi-level nature of the European polity which invests the Commission with the con-
stitutional authority—increasingly realized since the 1980s—to both constrain and direct the
industrial policies of member states, which continue to provide most aid. This creates an ad-
ministratively burdensome governance architecture in which member states coordinate IPCEIs
and directly interact with participating companies while the Commission assesses the eligibility
and compatibility of projects. This requires the Commission and member states to coordinate
their actions while marshaling the resources to effectively administer IPCEls, despite having
limited experience with or being ‘out of practice with the capacity-intensive forms of industrial
policy’ (Juhdsz and Lane, 2024, 16). This limits how nimble IPCEIs can be and sits uneasily with
the demands of a fast-changing technological landscape: In a world characterized by subsidy
races in core technologies, 4-5 years between the initial idea to subsidize something and the ac-
tual pay-out of the subsidy (see Table 2) is simply too slow. Relatedly, the multi-level nature of
IPCEIs creates political tensions and economic distortions as richer member states not only have

more fiscal but also more administrative capacities to make use of the instrument.
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In addition to these institutional constraints rooted in the architecture of the European polity
itself, there are ideational constraints arising from the deeply-held belief that industrial policies
need to be justified in terms of market failures. On the one hand, this results in demanding eligi-
bility and compatibility assessments which strain the administrative capacities of member states
and participating companies (Ducastel et al., 2024), but also of DG COMP itself, whose ‘sweep-
ing powers have never been matched by the level of human resources available to it’ (Akman
and Kassim, 2010, 121). On the other hand, it sidelines non-efficiency-based criteria, which are
largely absent from the IPCEI conditionality regime. This is in striking contrast to recent indus-
trial policies in the US such as the CHIPS and Science Act, which includes, among other things,
provisions on the use of union workers and limits of stock buybacks and dividends (Reynolds,

2024).8

Third, the ability to enforce conditionalities depends not only on administrative capacity but also
on ‘strategic state capacity’, understood as the ability of public actors ‘to mobilize or demobilize
interest groups in pursuit of official policy goals’ (2, 495). There is thus an intimate relationship
between conditionality and political power (Bulfone et al., 2023; Cooiman, 2023). The Com-
mission’s relative lack of power resources raises questions about whether it, if push comes to
shove, has the ‘stick to discipline opportunistic action” (Rodrik, 2004, 11), especially if recipients
lobby for alternative, less demanding funding instruments. Similar political constraints may pre-
vent the Commission from managing discontent among member states and mobilizing enough
support to develop IPCEIs into a more ambitious tool of a supranational industrial policy that
transcends the limits of its current network- and project-based structure (Biittner and Leopold,
2016; Di Carlo and Schmitz, 2023). The current lack of ‘strategic coherence’ between different
instruments (GBER, IPCEI, Chips Act Pillar I, TCTF) creates frictions that could be avoided if

they were ‘embedded in joint strategy’ (Interview 4).

While these constraints can always change—as evidenced by the proposal by newly-reelected

Commission President von der Leyen to create a ‘European Competitiveness Fund’ which would

8In the eyes of DG COMP, the ‘social impact of industrial policies must be incorporated in the decision-making
process, but it is not per se part of the efficiency assessment of the policy choice set’ (Piechucka et al., 2023, 510).
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also ‘support’ IPCEIs (von der Leyen, 2024, 12)—we take their existence for granted when think-
ing about how the IPCEIs’ conditionality regime could be improved. The central message is that
just like the Commission balances the benefits and costs of state aid, it should also balance the
costs and benefits of conditionalities more explicitly. In other words, there is a price of getting
things right. In what follows, we want to make two related suggestions for how to lower this
price in ways we consider net-positive and that are entirely in line with efficiency-oriented prin-

ciples: to shift conditionalities from ex-ante to ex-post, and to increase the tolerance for failure.

First, conditionalities can be a precondition for receiving aid (ex-ante), or aid can be increased
or reduced during the course of a project or relationship based on whether the conditionalities
are met (ex-post) (Koch, 2015, 99-100). IPCEIs themselves have a mechanism, the so-called
clawback-mechanism, which requires recipients of state aid in excess of €50mn to pay back part
of the aid if a project is more profitable than forecasted in the funding gap analysis.” This mech-
anism should allow DG COMP to speed up project reviews as it ‘incentivizes companies to be
honest with the funding gap. Because if they lie, they will have to pay it back anyway’ (Interview
9). Projects could be further sped up when the clawback-mechanism is linked up with the early
start mechanism (see previous section). Such repayable advances have been shown to work well
theoretically and empirically (Meunier and Ponssard, 2024). In fact, the EU Commission in its
2014 state aid guidelines for R&D&I already recommends using them, and even flags them as
‘potentially less distortive forms of aid’ and ‘the aid instrument of choice’ for ‘activities that are

close to the market’ (European Commission, 2014a, 16-17).

If credibly applied, it can function as a Sword of Damocles (Interview 12) which can limit oppor-
tunistic behavior and thus allow for further simplifying project applications and reviews. This
seems all the more important given that ex-ante demonstrations of compliance and ‘over-precise
work planning’ are often simply ‘unrealistic in view of the project durations of several years and
generates tremendous extra work’ (Interview 12). However, the enforcement of ex-post con-

ditionalities should be centralized in DG COMP as currently only ‘some member states [do] it

? According to DG COMP, this mechanism was adopted by the US based on the EU experiences: ‘The US has
copied this for their Chips Act, after we explained it to them. They call it ‘upside sharing” (Interview 9).
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properly [while] some do it less properly’ (Interview 9). It may also have to be applied more
comprehensively to avoid companies exploiting thresholds as described by one company: “We
deliberately stayed under €50mn per project/site for the second microelectronics IPCEI to avoid

falling under the claw-back mechanism’ (Interview 18).

Second, while IPCEIs follow many of the ‘design principles’ for good industrial policy, such as
limiting incentives to ‘new activities’, requiring the demonstration of ‘spillovers’, or ‘support as
a corrective to specific market failures instead of generic support for this or that sector’ (Rodrik,
2004, 21-23), it ignores a broader point: “The objective should be not to minimize the chances
that mistakes will occur (...) but to minimize the costs of the mistakes when they do occur. If gov-
ernments make no mistakes, it only means that they are not trying hard enough’ (Rodrik, 2004,
25). In other words, the perfect can be the enemy of the good and overly strict conditionalities
may prevent too many false negatives (investments not made or made elsewhere) at the expense
of minimizing false positives (allocating subsidies to investments that would be made anyway).
This was a point already raised by the Swedish government during the consultation for the 2014
[PCEI communication, and we could not agree more with it: “We question the need for such a
deep analysis here, especially as regards R&D&I projects. “Failures” must be allowed to happen
in this field, since they are common or even dominant in experimental R&D&I processes. To
fully and accurately, in advance, describe the counterfactual scenario is also often a utopia. We

therefore suggest that the Commission downplays the requirements of counterfactual scenarios.’

27



7 References

Akman, Pinar and Hussein Kassim (2010), “Myths and Myth-Making in the European Union:
The Institutionalization and Interpretation of EU Competition Policy.” JCMS: Journal of Com-
mon Market Studies, 48, 111-132.

Andreoni, Antonio and Ha-Joon Chang (2019), “The political economy of industrial policy:
Structural interdependencies, policy alignment and conflict management.” Structural Change

and Economic Dynamics, 48, 136-150.

Bangemann, Martin (1992), Mut Zum Dialog: Wege Zu Einer Europdischen Industriepolitik. Bonn
Aktuell, Stuttgart.

Becker, Peter (2024), “Conditionality as an Instrument of European Governance — Cases, Char-

acteristics and Types.” JCMS: Journal of Common Market Studies, 1-18.

Blauberger, Michael (2009), “Of ‘Good’ and ‘Bad’ Subsidies: European State Aid Control through
Soft and Hard Law.” West European Politics, 32, 719-737.

Block, Fred (2008), “Swimming Against the Current: The Rise of a Hidden Developmental State
in the United States.” Politics & Society, 36, 169-206.

Buch-Hansen, Hubert and Angela Wigger (2011), The Politics of European Competition Regulation.
Routledge, London.

Bulfone, Fabio (2023), “Industrial policy and comparative political economy: A literature review

and research agenda.” Competition & Change, 27, 22-43.

Bulfone, Fabio, Timur Ergen, and Manolis Kalaitzake (2023), “No strings attached: Corporate
welfare, state intervention, and the issue of conditionality.” Competition & Change, 27, 253~

276.

Bulfone, Fabio, Timur Ergen, and Erez Maggor (2024), “The political economy of conditionality
and the new industrial policy.” MPIfG Discussion Paper. Forthcoming.

28



Biittner, Sebastian M. and Lucia M. Leopold (2016), “A ‘new spirit’ of public policy? The project
world of EU funding.” European Journal of Cultural and Political Sociology, 3, 41-71.

Cattrysse, Barbara (2016), “Important projects of common European interest.” In EU Competition
Law. Book 2/ Volume 4, State Aid (Nicola Pesaresi, Koen Van de Casteele, Leo Flynn, Christina
Siaterli, and Armando Avallone, eds.), second edition edition, 1179-1197, Claeys & Casteels,

Deventer Leuven.

Chibber, Vivek (2014), “The Developmental State in Retrospect and Prospect.” In The End of the
Developmental State? (Michelle Williams, ed.), 30-54, Routledge, London.

Cooiman, Franziska (2023), “The limits of derisking. (Un)conditionality in the European green

transformation.” Competition & Change, 1-19.

Davies, William (2013), “When Is a Market Not a Market?: ‘Exemption’, ‘Externality’ and ‘Ex-
ception’ in the Case of European State Aid Rules.” Theory, Culture & Society, 30, 32-59.

DG COMP (2023), “Code of good practices for a transparent, inclu-
sive, faster  design and  assessment of  IPCELs.”  https://competition-
policy.ec.europa.eu/document/download/00d45d71-26f3-44e5-bOfc-
c36a05fe0538_en?filename=IPCEIs_DG_COMP_code_of_good_practices.pdf.

Di Carlo, Donato and Luuk Schmitz (2023), “Europe first? The rise of EU industrial policy

promoting and protecting the single market.” Journal of European Public Policy, 1-34.

Ducastel, Antoine, Camille Riviére, and Edoardo Ferlazzo (2024), “The European Investor State

has no clothes. Generic promises and local weaknesses of green public subsidies in France.”
Competition & Change, 28, 454-473.

Durand, Cédric (2023), “Hollow States.” https://newleftreview.org/sidecar/posts/hollow-

states.

Eisl, Andreas (2022), “EU industrial policy in the making. From ad hoc exercises to key

instrument: How to make IPCEIs fit for the long run.” https://institutdelors.eu/wp-

29



content/uploads/dlm_uploads/2022/12/PP286_EU-industrial-policy-in-the-
making_FEisl_EN.pdf.

European Commission (2009), “Preparing for our future: Developing a
common strategy for key enabling technologies in the EU.” https://eur-
lex.europa.eu/LexUriServ/LexUriServ.do?uri=COM:2009:0512:FIN:EN:PDF.

European Commission (2014a), “COMMUNICATION FROM THE COMMISSION
Framework for State aid for research and development and innovation.” https://eur-

lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52014XC0627(01).

European Commission (2014b), “Criteria for the analysis of the compatibility
with the internal market of State aid to promote the execution of impor-
tant projects of common European interest.” https://eur-lex.europa.eu/legal-
content/EN/TXT/PDF/?uri=CELEX:52014XC0620(01).

European Commission (2021), “Criteria for the analysis of the compatibility
with the internal market of State aid to promote the execution of impor-
tant projects of common European interest.” https://eur-lex.europa.eu/legal-

content/EN/TXT/PDF/?uri=CELEX:52021XC1230(02).
Gabor, Daniela (2023), “The (European) derisking state.” Stato e mercato, N. 127, 53-84.

Grif, Helena (2024), “A regulatory-developmental turn within EU industrial policy? The case
of the Battery IPCEIs.” Politics & Governance. Forthcoming, 12.

HLEG-KET (2011), “Final Report of the High-Level Expert Group on Key Enabling Technolo-
gies.” https://www.kowi.de/Portaldata/2/Resources/fp7/hlg_kets_final_report_en.pdf.

Juhdsz, Réka and Nathan Lane (2024), “The Political Economy of Industrial Policy.” Technical
Report w32507, National Bureau of Economic Research, Cambridge, MA.

Juhasz, Réka, Nathan Lane, and Dani Rodrik (2023), “The New Economics of Industrial Policy.”
Technical Report w31538, National Bureau of Economic Research, Cambridge, MA.

30



Koch, Svea (2015), “A Typology of Political Conditionality Beyond Aid: Conceptual Horizons
Based on Lessons from the European Union.” World Development, 75, 97-108.

Lepont, Ulrike and Matthias Thiemann (2024), “The European Investor State: Its characteristics,

genesis, and effects.” Competition & Change, 381-396.

Lesourne, Jacques (1984), “The Changing Context of Industrial Policy: External and Internal
Developments.” In European Industry: Public Policy and Corporate Strategy (Alexis Jacquemin,
ed.), 13-38, Clarendon Pr, Oxford.

Lopes-Valenca, Henrique (2022), “The return of industrial policy in the European Union: The
political economy of state aid to Tmportant Projects of Common European Interest’.” PhD
thesis, University of Sheffield.

Lopes-Valenca, Henrique (2024), “EU Industrial Policy and Convergent Development in EU
Peripheries: An Assessment of the Tmportant Project of Common European Interest’ (IPCEI)

Template.” Journal of Common Market Studies, 1-17.

Lopes-Valenca, Henrique and Timo Seidl (2024), “Waking a Dormant Legal Resource. Insti-
tutional Activation and the Origins of Important Projects of Common European Interest.”

Unpublished Manuscript.

Mazzucato, Mariana and Dani Rodrik (2023), “Industrial Policy with Condition-
alities: A Taxonomy and Sample Cases.” https://www.ucl.ac.uk/bartlett/public-

purpose/sites/bartlett_public_purpose/files/industrial_policy_with_conditionalities_a_taxonomy_and_sample

McNamara, Kathleen R. (2023), “Transforming Europe? The EU’s industrial policy and geopo-
litical turn.” Journal of European Public Policy, 1-26.

Meckling, Jonas and Jesse Strecker (2023), “Green bargains: Leveraging public investment to

advance climate regulation.” Climate Policy, 23, 418-429.

Meunier, Guy and Jean-Pierre Ponssard (2024), “Green industrial policy, information asymme-

try, and repayable advance.” Journal of Public Economic Theory, 26, 1-32.

31



Molica, Francesco (2024), “Regional innovation policies and directionality: Exploring the role

of conditionality*.” European Planning Studies, 32, 1653-1670.

Munta, Mario, Brigitte Pircher, and Sonja Bekker (2023), “Ownership of national recovery plans:

Next generation EU and democratic legitimacy.” Journal of European Public Policy, 1-25.
Ornston, Darius (2013), “Creative Corporatism.” Comparative Political Studies, 46, 702-729.

Pelkmans, Jacques (2006), European Industrial Policy, 45-78. Edward Elgar, Cheltenham, Glos,
UK ; Northampton, MA.

Piechucka, Joanna, Lluis Sauri-Romero, and Ben Smulders (2023), “Industrial Policies, Competi-
tion, and Efficiency: The Need for State Aid Control.” Journal of Competition Law & Economics,
19, 503-526.

Poiters, Niclas and Pauline Weil (2022), “Opaque and ill-defined: The problems with Eu-
rope’s [IPCEI subsidy framework | Bruegel.” https://www.bruegel.org/2022/01/opaque-and-

ill-defined-the-problems-with-europes-ipcei-subsidy-framework/.

Reynolds, Elisabeth B. (2024), “U.S. Industrial Transformation and the “How” of 21st Century
Industrial Strategy.” Journal of Industry, Competition and Trade, 24, 8.

Rodrik, Dani (2004), “Industrial Policy for the Twenty-First Century.”
https://research.hks.harvard.edu/publications/getFile.aspx?1d=146&_gl=1*yiazrt*_gcl_au*MTM5MTgxNTQ5

Seidl, Timo and Luuk Schmitz (2024), “Moving on to not fall behind? Technological sovereignty
and the ‘geo-dirigiste’ turn in EU industrial policy.” Journal of European Public Policy, 31, 2147-
2174.

Seidl, Timo, Tobias Wuttke, and Luuk Schmitz (2024), “What is Strategic? IPCEIs and the
Constrained Politics of EU Industrial Policy.” Unpublished Manuscript.

Volldal, Héikon (2022), “Nel ASA (NLLSF) Q3 2022 Earnings Call Transcript.”
https://seekingalpha.com/article/4547939-nel-asa-nllsf-q3-2022-earnings-call-transcript.

32



von der Leyen, Ursula (2024), “Europe’s Choice. Political Guidelines for the Next European Com-
mission 2024-2029.” https://commission.europa.eu/document/download/e6cd4328-673c-
4e7a-8683-{63ftb2cf648_enrfilename=Political%20Guidelines%202024-2029_EN.pdf.

Warlouzet, Laurent (2019), “The EEC/EU as an Evolving Compromise between French Di-
rigism and German Ordoliberalism (1957-1995).” JCMS: Journal of Common Market Studies, 57,

77-93.

Warlouzet, Laurent (2023), “The Single Market: A Race to the Bottom or Convergence Towards
High Standards (1985-1997)?” In European Integration and the Global Financial Crisis (Michele

Di Donato and Silvio Pons, eds.), 25-45, Springer International Publishing, Cham.

33



8 Online Appendix: The Costs of Conditionality

8.1 Interviews

This paper draws on insights from 18 interviews conducted between May 2023 and March 2024.
All interviews have been recorded and transcribed with prior verbal permission obtained on con-
dition of guaranteeing the anonymity of the interviewee. We have selected our interview part-
ners based on their knowledge, expertise, and direct involvement with IPCEI projects and/or
knowledge of EU state aid procedures. The pool of interview partners comprises officials from
member states and the EU Commission, as well as corporate executives from companies partak-

ing in [PCEI-projects. Table 1 gives a complete overview of our interview partners.

Table 1:; List and details of interviewees

Interview # Date Location Description

Interview 1 31.01.24 Online DG COMP case
handler

Interview 2 11.10.23 Online DG COMP policy
officer

Interview 3 19.01.24 Brussels DG COMP policy
officer

Interview 4 29.01.24 Online Ministry official,

medium-sized
member state
Interview 5 26.02.24 Online Ministry officials,
medium-sized
member state
Interview 6 17.01.24 Brussels DG CNECT policy

officer



Interview #

Date

Location

Description

Interview 7

Interview 8

Interview 9

Interview 10

Interview 11

Interview 12

Interview 13

13.06.23

09.06.23

17.01.24

13.03.24

29.01.24

23.01.24

17.05.23

Online

Online

Brussels

Brussels

Online

Brussels

Dresden

ii

Head of Strategy,
semiconductor
company

Project manager
involved with the
administration of
IPCEIs in large EU
member state
Director, Head of
Unit, and policy
officer, DG COMP
Member of a
previous German
government

Head of Government
Affairs,
semiconductor
company

Head of Brussels
Office,
semiconductor
company

General Manager,
semiconductor

supplier



Interview # Date Location Description

Interview 14 11.05.23 Berlin Vice President

Government Affairs,

semiconductor
company
Interview 15 02.02.24 Online DG COMP head of
unit
Interview 16 01.02.24 Online Two Heads of Unit,

industry association
involved with the
Cloud IPCEI
Interview 17 08.02.24 (cannot be disclosed)  Ministry officials,
large member state
Interview 18 17.05.23 Dresden Innovation Program
Manager,
semiconductor

company

8.2 Firm-level data

‘We have collected data on all firms are direct participants in IPCEI projects. Direct participants
are that are mentioned in official Commission documentation on IPCEIs. With few exceptions,
direct participants are firms that are the beneficiary of state aid. The only exceptions are CEA-

Leti and Fondazione Bruno Kessler, which are both research institutes.

We have collected data on the number of employees, revenue, host country, the firm’s main
activity, the year they joined the IPCEI, and the name of the IPCEI. This allows us to reconstruct
both the firm-level and the member-state level picture. We have used two databases: Orbis
Europe (curated by Bureau Van Dijk), Capital IQ, and Zoominfo. Revenue and employee data

are the most recent numbers available. At the time of compiling the database, this was 2022.

1ii



Data on unlisted (private) firms is less well represented in both databases. This skews the data
somewhat to larger listed firms, for which data is legally required to be disclosed. We have

accounted for this bias by including the percentage of missing firms directly in Figure 3.

For Figure 2, which plots the number of firms per country against state aid expenditures in GDP,

we supplement our data with numbers from the EU Commission’s state aid scoreboard.

8.3 Timeline Microelectronics IPCEIs

Table 2 describes the timeline for the two microelectronics IPCEIs. It is based on official publi-
cations by the German government and the European Commission, interviews with high-level
officials at the German Ministry responsible for the IPCEIs, representatives from companies
involved in the IPCEIs, and a manager from the implementation agency for the IPCEIs in Ger-

many.

Table 2: Timelines of the two microelectronics IPCEIs

Second IPCEI on
Microelectronics &
First IPCEI on Communication
Microelectronics Technologies
Initial discussion German 2015 July 2019
government & industry
Call for expression of interest  10.08.2016 25.01.2021
in Germany
Call for project descriptions Integrated with call for 01.09.2021
in Germany expression of interest
Early start approval letters January 2017 April 2022
EC approval 18.12.2018 08.06.2023
Official grant notice by the 2nd quarter 2019 December 2023 & January
German government 2024
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