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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 20th 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 (Juhász et al.,
2023). McNamara, for example, observes the rise of a new “market activism” in the EU: long
“centered 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, 2024, 2372). Di Carlo and Schmitz argue that the EU in-
creasingly 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
fulfillment of politically decided public policy goals” (Di Carlo and Schmitz, 2023, 2086). Lavery
observes a “selective fortification” of Europe which involves “the development of new instruments,
institutional capacities, and targeted reforms at the EU level designed to insulate European cap-
italism from emerging patterns of international competition” (Lavery, 2024, 331). 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.

However, while this literature has made important inroads into understanding the drivers and
changing nature of EU industrial policy, we still 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” (Juhász and Lane, 2024, 12–13). A central element of it
is the ability of public actors to introduce and enforce conditionality vis-à-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 is “making sure that directionality of growth (less in-
equality, 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”:
Conditionalities need to be made concrete and legally enforceable, and compliance needs to be both
demonstrated and diligently assessed. These costs are often not acknowledged 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 of 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
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replaced existing guidance on the interpretation of Article 107(3)(b), effectively introducing IPCEIs
as an industrial policy instrument with a defined scope of application as well as eligibility and
compatibility criteria (for a detailed historical reconstruction, see Seidl and Lopes-Valença, 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. Undoubtedly
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 have shaped both the creation and
application of the conditionalities that govern IPCEIs, and how these conditionalities have created
costs that limit how effectively and equitably the EU can direct markets.

We argue that the criticism that IPCEIs lack “strict governance” (Poiters and Weil, 2022) and
“extend subsidies with no transparent, well-defined criteria or governance mechanisms” (Gabor,
2023, 76) is misleading and based on an overly narrow understanding of what conditionalities are
and how they are applied in real-world contexts. IPCEI funding is conditional on meeting de-
manding eligibility and compatibility criteria meant to safeguard the EU’s idea of market efficiency.
Companies, member states, and the Commission expend considerable resources on demonstrating
or assessing compliance with these criteria. While they may be different from the “usual suspects”
among conditionalities, such as local content requirements and labor and environmental provisions,
they are still conditionalities. After all, it is precisely our argument that conditionalities will in-
evitably reflect the context in which they emerged.

The translation of abstract criteria into real-world conditionalities creates costs in the form of
what we call perverse outcomes, adverse selection, 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 conditionalities 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 condi-
tionality and the constrained politics of EU industrial policy for the case of IPCEIs.1 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 efficiency, 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 IPCEIs 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
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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 those conditionalities being attached.

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 IPCEI
(Gräf, 2024; Lopes-Valença, 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 and conceptualize the costs
of conditionalities and the constrained politics of conditionalities in (EU) industrial policy. Next, we
describe the constrained 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 im-
plementation stages, followed by a detailed empirical reconstruction of the costs of IPCEI con-
ditionalities. We discuss the particular constraints that gave rise to these costs before concluding
with some policy suggestions and a brief discussion on the implications of our paper for the
literature on the political economy of conditionalities and industrial policy more broadly.

Theorizing the costs of conditionalities and the constrained politics of
industrial policy

Europe’s “turn towards market activism” (McNamara, 2024, 2372)—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 interest 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 (positive 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; Schramm and Terranova, 2024).

However, we are less interested in conditionality between public actors (e.g., the Commission
and member states) 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).2 In doing so, we make two interrelated arguments. First and most importantly,
we argue that while conditionalities are undoubtedly part and parcel of an effective and equitable
industrial policy, they also come at a cost. We distinguish between three categories of costs: perverse
outcomes, adverse selection, and workarounds. Second, we argue that conditionalities are not
introduced and enforced in a political vacuum but against the background of specific “ideational,
institutional and coalitional configurations” (Bulfone et al., 2024, 2). This constraining context
cannot be assumed away but inevitably shapes the specific gestalt of a conditionality regime and
thus its costs.

The benefits and costs of conditionalities

At the heart of the notion 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”
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(Chibber, 2014, 33). Conditionalities thus “embed directionality in public investments” (Molica,
2024, 1657), preventing them from becoming “corporate welfare” (Bulfone et al., 2023). As such,
conditionalities are integral to an effective and equitable industrial policy. However, conditionalities
are not an unalloyed good. Like most things in life, they come at a price.

The costs of conditionalities result from the difficulties and trade-offs involved in operation-
alizing the directionality of public support, and ensuring continued compliance. Among other
things, implementing conditionalities involves breaking down abstract goals into measurable and/or
legally viable indicators, choosing between and balancing conflicting goals, demonstrating and
assessing compliance, often by making informed assumptions about counterfactual scenarios, and
reconciling the need for transparency and accountability with the flexibility and agility demanded by
an uncertain and fast-changing world (Avdeitchikova and Schwaag Serger, 2024; Brown, 2021;
Molica, 2024; Pahlka, 2023). None of these tasks are trivial, and all of them require considerable
administrative resources on the part of both public and private actors. More or stronger condi-
tionalities can thus not be assumed to be net-positive. Instead, their benefits need to be balanced
against their costs.

Here, we distinguish between three categories of costs: perverse outcomes, adverse selection, and
workarounds. These categories are empirically derived, although they speak to and are informed by
broader debates in the literature on the optimal design, capacity-related requirements, and operational
implementation of industrial and innovation policies as well as economic planning more broadly
(Brown, 2021; Juhász and Lane, 2024; Mazzucato and Rodrik, 2023; Pahlka, 2023; Rodrik, 2004;
Sorg and Groos, 2024). Perverse outcomes occur when conditionalities undermine their own goals,
producing outcomes that are the opposite or absurd in light of what was originally intended. Adverse
selection occurs when selection is based on the (administrative) capacity to handle the requirements
imposed by the conditionalities, even if this capacity is unrelated to the underlying substantive goals.
Lastly, workarounds refer to actors that favor looking for ways around conditionality either within or
outside a given instrument over compliance. These categories are not meant to be exhaustive but
reflect the most important costs imposed by the IPCEI conditionality regime.

The constrained politics of conditionalities

Crucially, the costs of conditionalities cannot be thought of in isolation from the political, insti-
tutional and ideational contexts that give rise to them. A conditionality regime is not developed in
the sterile environment of the first-best world of economic textbooks but is always “contaminated”
by politics. Public agencies that introduce and enforce conditionalities are necessarily constrained,
be it by a lack of administrative resources, political power, legal authority, or by their own
worldview. This makes it essential to reconstruct the 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 Juhász and Lane, 2024).

Here, we focus on the particular constraints of the IPCEI’s conditionality regime. As we discuss
in the next section, these constraints reflect those of the EU’s broader state aid regime from which
IPCEIs emerged. The actor chiefly responsible for introducing and enforcing the IPCEI condi-
tionality regime is the European Commission and in particular, its Directorate-General for
Competition (DG COMP), which has been described as being “multiply constrained” (Akman and
Kassim, 2010, 121). We distinguish between three such constraints: institutional constraints arising
from the EU’s multi-level nature; ideational constraints arising from the pervasiveness of a market-
failure-based and thus market-efficiency-focused understanding of industrial policy; and political
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constraints resulting from the EU’s relative lack of political power. We return to these constraints in
the discussion section where we review them in light of our findings.

Figure 1 summarizes our conceptual framework and contrasts it with the simple model of
conditionality often implicitly assumed by the literature. It shows how implementing condition-
alities is challenging; how these challenges are shaped and exacerbated by the particular constraints
under which public actors operate; and how conditionalities not only help ensure the directionality
of public support but also produce costs. While some of the constraints and costs are particular to the
case of IPCEIs and perhaps the EU state aid regime more broadly, this general argument should
travel to other cases as well.

Important projects of common European interests 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 ex-
ceptions being enshrined in Article 107 TFEU (e.g., 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-Valença, 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

Figure 1. Schematic illustration of our argument. Source: Authors’ elaboration.
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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, DG COMP built an in-
creasingly 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 exceptions
in terms of market failures (Davies, 2013, 46–50; Seidl and Lopes-Valença, 2024). Drawing 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, informational 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 hor-
izontal aid as the main remedy for market failures, meaning aid aimed at solving problems that may
arise in any industry and country. 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 Commission, 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” (HLG-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 Seidl and Lopes-Valença,
2024). It is no coincidence that using IPCEIs as an instrument was first prominently suggested by the
High-Level Expert Group on KETs (HLG-KET, 2011, 38). With their greater aid intensity 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 ex-
ternalities 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
market failures and the concomitant principles of an “efficiency-oriented industrial policy,” which
allows industrial policy intervention to tackle clearly defined market failures under the overall goal
of maximizing market efficiency (Piechucka et al., 2023, 515). At the core of this design are a
number of demanding eligibility and compatibility criteria. Fulfilling the eligibility criteria sim-
plifies the compatibility assessment as the Commission can presume a market or systematic failure
and a contribution to the common European 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 IPCEI’s conditionality regime.

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, 2014, 4) to one fostering “sustainable economic growth, jobs,
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Table 1. Overview of IPCEIs’ Most Important Eligibility and Compatibility Criteria. Source: European
Commission (2021).

Eligibility criteria Compatibility criteria

Importance
There is nominimum threshold for importance but the
Commission makes clear that projects need to be
“quantitatively or qualitatively” different from
run-of-the-mill projects, be it in “size or scope” or
because it involves “a considerable level of
technological or financial risk, or both” (European
Commission, 2021, 14)

Common Interest
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 strategies,” involves “at least
4 member states” while giving all member states a
“genuine opportunity to participate,” and generating
“positive spillover effects” across value chains or
sectors (European Commission, 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 innovative
production process [which goes beyond] regular
upgrades without an innovative dimension of
existing facilities and the development 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 bringing batch production to scale, but
not mass production or commercial activities”
(European Commission, 2021, 13).

Positive indicators: Projects that involve the
Commission or other EU institutions or receive co-
financing from a union fund, for example, may be
looked upon more favorably.

Necessity
A “counterfactual scenario” should provide evidence
(e.g., from internal discussions) that “without the aid,
the realization of the project should be impossible, 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 that 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 minus 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.3 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 personnel and
administrative costs. This requires companies to
submit detailed funding gap analyses based on things
like price quotes from suppliers, quantitative
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 legal 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).
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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
stretching 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 European
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 industrial 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).

From emergence to implementation: The life course of important
projects of common European interest

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 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 IPCEIs work, we first walk readers through the typical life course of an IPCEI (see
Figure 2), focusing primarily on the design, (pre-)notification, and implementation stages (Seidl
et al., 2024).

Figure 2. Flowchart documenting the life course of an IPCEI. Source: authors’ elaboration based on
interviews.
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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, 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 (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 Coor-
dinators 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, Coordinators 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 example, 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
exemption from them.

This is essential as IPCEI funding is reserved for specific and specifically designed projects,
namely, those that fulfill 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
previous section). 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 description 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. The participating companies need to
provide project descriptions, detailing the high degree of innovativeness of the project and the
contribution to the overall theme of the IPCEI as per the Chapeau text, and a funding gap analysis
with expected positive and negative cash flows over the lifetime of the project including a
counterfactual scenario if the aid is not given, with evidence.

Once the Chapeau text 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 information (RFIs) to participants, although DG COMP does not directly interact with
them but channels its questions to the companies via member state governments. 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
(Interview 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 detailed information requirements for the project documents and the subsequent
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rounds of RFIs are the result of trying to ensure that the approved state aid is necessary, appropriate,
proportional and its positive effects outweigh its negative effects, based on the desire to achieve the
most “efficient market outcome” (Piechucka et al., 2023, 511).

The integrated nature of the IPCEIs means they are approved as a whole. Therefore, the
Commission can only approve an IPCEI once all questions for each individual sub-project are
sufficiently 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 IPCEIs 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, it usually only takes a few weeks until it is formally approved
through a Commission decision. Following the 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 disbursement
of funds can thus take up to 4–5 years (for an illustration based on the two microelectronics 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, although there are differences between member states when it comes to
monitoring and enforcement, with “some member states doing it properly and [others doing] it less
properly” (Interview 9). Lastly, IPCEIs have a so-called claw-back 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.4 This mechanism “incentivizes companies to be honest
with the funding gap. Because if they lie, they will have to pay it back anyway” (Interview 9). If
credibly applied, the claw-back mechanism can function as a Sword of Damocles (Interview 12)
limiting opportunistic behavior and speeding up the approval process, although companies already
try to “deliberately stay (…) under €50mn per project/site for the second microelectronics IPCEI to
avoid falling under the claw-back mechanism” (Interview 18).

The cost-conditionality trade-off in the governance of important
projects of common European interest

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 allocations
of resources, or wasteful subsidy races. And given that IPCEIs allow funding relatively close to
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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 any-
where, so the risk of distortion by state aid is very high” (Interview 9). In addition 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 with a
Director at DG Competition, 17.01.2024, Brussels).

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 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 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 SMEs, for example, 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, as discussed in the second section, conditionalities also have
costs, which come in three forms: perverse outcomes, adverse selection, and workarounds.

Perverse outcomes

Perverse outcomes occur when conditionalities lead to (unintended) consequences that run counter
to the original goal of the instrument. The biggest unintended yet costly consequence of IPCEI’s
overall conditionality regime is the long duration between the emergence of the idea and the actual
payment of the subsidies. The IPCEI’s “heavy” (Interview 1) approval process can take several
years and 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, DG COMP 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 Commission official sums it up: “We are not many people here. And we have to
deal with tons of projects” (Interview 2).

However, not only is “over-precise work planning” often “unrealistic in view of the project
durations of several years and generates tremendous extra work” (Interview 12). Most importantly,
the slowness of this approval process stands in stark contrast to the fast-moving technological
landscape into which IPCEIs are meant to make a dent. Expecting cutting-edge innovation while
taking several years to approve projects does not go together. In addition, forcing companies to
innovate beyond the global state-of-the-art may repel the very companies that are at the techno-
logical 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
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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 2 nm, say at 1 nm” (Interview 6). Tesla dropped
out of a 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 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 because otherwise they would
have jeopardized their funding eligibility (Interview 11).

Adverse selection

Adverse selection occurs when only actors—be it governments or companies—with high ad-
ministrative capacities can fulfill the IPCEI conditionalities even though these capacities are un-
related 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
Netherlands have taken on this role. Moreover, while France has established a dedicated unit within
its Ministry of Economy to deal with IPCEIs, the German Economy Ministry has 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 (Büttner and Leopold, 2016,
54). In other words, limited administrative capacities lead to private intermediation and create a
market for specialized conditionality consulting (Büttner and Leopold, 2016, 61–62; Ducastel et al.,
2024, 455; Gräf, 2024).5

More broadly, the administrative capacities required to manage an IPCEI—even without being
the Coordinator—are unevenly distributed among member states, which reinforces regional dif-
ferences in IPCEI participation that result from member states’ differential fiscal capacities (Büttner
and Leopold, 2016; Lopes-Valença, 2024).6 The administrative capacities of the member state a firm
is based in influence the chances for that firm to be part of an IPCEI. Spain, for example, wanted to
lead a Photovoltaic IPCEI but did not sufficiently understand the instrument, which meant the IPCEI
never materialized (Interview 3). By contrast, Germany and therefore German companies par-
ticipate 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 sur-
prising, as Figure 3 shows, that German companies are overrepresented even when compared to
Germany’s generally higher level of state aid spending relative to its GDP, echoing the finding that
IPCEIs have “an intrinsic tendency for peripheral underrepresentation” (Lopes-Valença, 2024, 10).

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 convincing
project description including a detailed funding gap analysis, contribute to the Chapeau text,
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participate in numerous meetings and matchmaking events, and answer RFIs from DGCOMP. 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, participating in 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, “IPCEI 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 a 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 companies, in contrast, have dedicated
departments for funding applications” (Interview 8). The Head of the Brussels office of a semi-
conductor 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 Gov-
ernment 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 [another com-
pany’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 re-
quirement to submit progress reports over several years post-funding: “Companies have to write

Figure 3. IPCEI and state aid spending.
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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 IPCEI” (Interview 8).

These sentiments are also reflected in the relatively low share of SMEs—officially defined as
having less than €50mn in revenue and less than 250 employees—that are direct participants in
different IPCEI projects (see Figure 4). 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 subsidies

Figure 4. Share of small and medium-sized companies by number of employees and annual revenue in the ten
approved IPCEIs.
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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
ministry 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 innovation
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
benefits 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
(Interview 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
questions during the request for information (RFI) stage. Because the rules are now clear, it requires
more reviewing to ensure they are fulfilled.

Workarounds

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. A notable example is the early start mechanism (ESM), which the
German Economy Ministry devised during the first IPCEI but which has later become common
practice.7 Basically, the ESM means that companies receive letters from the Ministry 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 are also not
foregoing their right to state aid by starting early. The ESM is a workaround that 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). However, the ESM also calls into question the
approval process because by conducting the investment before receiving aid the company tech-
nically 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. This is ex-
acerbated by the fact that industrial policy is on the rise not just in the EU, and companies are not shy
to arbitrage between different jurisdictions (Alami and Dixon, 2024). “There is a subsidy race
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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 US Inflation Reduction Act (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 EU 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 state 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 al-
ternative to IPCEI funding for many smaller projects. For example, an official from a mid-sized
member state argued that “all the [country’s] participation in the EuBatIn IPCEI would be under the
GBER now (…). Below the thresholds” (Interview 4).

The availability of various EU-internal and external alternative funding instruments means that
IPCEI risks becoming irrelevant if the costs of conditionality faced by firms are higher than those of
other instruments. This would become a problem if the other instruments are outside the EU and
Europe misses out on necessary investments, or if the EU-internal alternatives are less desirable
from the perspective of the European Commission. The IPCEI instrument is generally seen as an
ideal instrument of EU industrial policy because of its cross-member-state and coordinative nature
(Interview 9; Piechucka et al., 2023). Other instruments such as state aid approvals for individual
investments, for example, via the EU Chips Act or the Temporary Crisis and Transition Framework
(TCTF), lack such coordination and are thus more prone to distortive outcomes from the market-
efficiency perspective of DG COMP (Piechucka et al., 2023, 509). As long as companies can find or
create alternative and less demanding funding sources, the effectiveness of conditionalities attached
to a single instrument remains limited.

Discussion: The constrained politics of important projects of common
European interests

As is the case with all industrial policy instruments, the features of the IPCEI instrument “have been
significantly distorted by the constraints within which they have emerged” (Block, 2008, 171). As
discussed above, the conditionalities and their implementation are shaped by the broader constraints
under which DG COMP and the Commission operate. We distinguish between three such
constraints.

First, the multi-level nature of the European polity invests the Commission with the consti-
tutional authority—increasingly realized since the 1980s—to both rein in and direct the industrial
policies of member states. This creates an administratively 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. However, DG COMP’s
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“sweeping powers have never been matched by the level of human resources available to it”
(Akman and Kassim, 2010, 121). This lack of administrative capacities is exacerbated by the fact
that the Commission has only had very limited experience with the more “capacity-intensive forms
of industrial policy” (Juhász and Lane, 2024, 16). Such institutional constraints limit how nimble
and fast IPCEIs can be as a policy instrument, which sits uneasily with the demands of a fast-
changing technological landscape. 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, further exacerbating intra-European in-
equalities (Lopes-Valença, 2024).

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 and optimized with regard to market efficiency. On the one
hand, this results in demanding eligibility and compatibility assessments which strain the already
limited administrative capacities not just of the Commission itself, but also of member states and
participating companies (Ducastel et al., 2024). 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 industrial policies in the US such as the CHIPS and Science Act and the IRA, which include
provisions on the unionization of workers, wages, local content requirements and limits on stock
buy-backs and dividends (Bulfone et al., 2024, 15-16).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” (Meckling and Nahm, 2022, 495). There is thus an
intimate relationship between conditionality and political power (Bulfone et al., 2023; Cooiman,
2023). The Commission’s relative lack of independent 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 prevent 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
(Büttner and Leopold, 2016; Di Carlo and Schmitz, 2023). The current lack of “strategic coherence”
between different instruments (GBER, IPCEI, Chips Act Pillar II, TCTF) creates frictions that could
be avoided if they were “embedded in joint strategy” (Interview 4).

Conclusion

In this paper, we have provided an in-depth case study on how IPCEIs, the poster child of the EU’s
new industrial policy, 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 have also shown how these
costs are shaped and exacerbated by the specific context that gave rise to the IPCEI conditionality
regime. Conditionalities, after all, do not emerge out of thin air but are developed against the
background of specific political, institutional, and ideational constraints. 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 also “support” IPCEIs (Von der
Leyen, 2024, 12)—they need to be taken into account and seriously by those who advocate for
reform.
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We have tried to do so in our own policy suggestions, which we have detailed elsewhere
(Schmitz et al., 2024) and which focus, in particular, on increasing the tolerance for failure and
shifting the focus from ex-ante to ex-post conditionalities. Our central message to policymakers 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. There is, in other words, a price of getting
things right and the perfect can be the enemy of the good. For example, minimizing the risk of failure
can be costlier than the failure itself. As the Swedish government argued during the 2014 IPCEI
communication: “‘Failures’ must be allowed to happen (…) 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.” In short, a successful industrial policy requires a
certain degree of trust and discretion that does not sacrifice outcomes on the altar of processes (cf.
Pahlka, 2023).

In conclusion, we want to briefly reflect on the implications of our argument and findings for the
burgeoning literature on the political economy of conditionalities and industrial policy more
broadly. We think this literature needs to think more deeply about the “dark side” of conditionalities,
not just in terms of their costs but also in terms of their underlying goals. To us, it seems that many
who criticize IPCEIs for their supposed lack of conditionalities really criticize them for lacking the
“right” conditionalities. And indeed, despite demanding eligibility and compatibility criteria, IPCEI
subsidies are not conditional on commitments not to buy-back shares, use renewable energy, employ
unionized labor, or prioritize local suppliers—the “usual suspects” in the conditionality literature. It
therefore strikes us as crucial to more systematically investigate the—often highly ideological—
origins of conditionality regimes. Conditionalities are tied to a specific political-economic context
that cannot be abstracted away. It is the task of scholars of industrial policy to better understand how
this context shapes the space for possible conditionality regimes—enabling certain reform paths
while foreclosing others.
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Notes

1. For more details on the interviews and the empirical approach, see the online appendix.
2. This may occur at the “direct interface between states and markets” as well as further down the “investment

chain” (Cooiman 2023, 4).
3. For example, when the total eligible costs for a project are €100,000, and the NPVof 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.

4. According to DGCOMP, this mechanismwas 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).

5. While some Nordic countries prefer PWC which also has extensive experience in dealing with the
Commission, in Germany, VDI-VDE IT has established itself as the go-to consultancy and is, in addition to
microelectronics 2, also administering a battery and the cloud IPCEI (Interview 3).

6. 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).

7. We know that this tool was used in the first and second microelectronics IPCEIs, and in the IPCEI on Next
Generation Could Infrastructure and Services (Interview 16).

8. In 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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Appendix A

The costs of conditionality. IPCEIs and the constrained politics of EU
industrial policy

A: Interviews

Throughout 2023-24, we conducted 18 interviews with EU Commission policy officials,
member state officials, consultants, and industry executives. All interviews were recorded and
transcribed on the condition of anonymity, for which we obtained prior written consent. We selected
our interview participants on the basis of their direct involvement with or expertise on IPCEI
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projects. Each interview was semi-structured and guided by a questionnaire. The interviews lasted
between 30 and 90 minutes. Table 2 gives an overview of the interviews we conducted.Table
2. Interviews.

Interview # Date Location Description

Interview 1 31.01.24 Online Case handler, DG COMP
Interview 2 11.10.23 Online Policy officer, DG COMP
Interview 3 19.01.24 Brussels Policy officer, DG COMP
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 Policy officer, DG CNECT
Interview 7 13.06.23 Online Head of strategy, semiconductor company
Interview 8 09.06.23 Online Project manager involved with the administration of IPCEIs in large

EU member state
Interview 9 17.01.24 Brussels Director, head of unit, and policy officer, DG COMP
Interview
10

13.03.24 Berlin Senior member of a previous German government

Interview
11

29.01.24 Online Head of government affairs, semiconductor company

Interview
12

23.01.24 Brussels Head of Brussels office, semiconductor company

Interview
13

17.05.23 Dresden General manager, semiconductor supplier

Interview
14

11.05.23 Berlin Vice president government affairs, semiconductor company

Interview
15

02.02.24 Online Head of unit, DG COMP

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

B: Firm data

The database on firms participating in IPCEI projects is derived from two sources. First, the EU
Commission’s website, which gives an overview of all firms that participate in approved IPCEIs.
Only direct participants (i.e., those who were part of the IPCEI project application and will be direct
beneficiaries of state aid) are included. Second, for each firm, we have collected figures for revenue
and number of employees from zoominfo. We cross-checked these numbers with other sources such
as S&P CapitalIQ to ensure accuracy and consistency. For reasons of consistency and data
availability, we homogenized revenue and employee numbers to the parent company of national
subsidiaries. For instance, when the semiconductor branch of Bosch participates, we use the counts
from the Bosch conglomerate. We contend that this more accurately reflects the bureaucratic and
lobbying power of firms that participate in IPCEI projects. Revenue and employee data are the most
recent numbers available. At the time of compiling the database, this was 2022.
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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 ac-
counted for this bias by including the percentage of missing firms directly in Figure 4.

For Figure 3, 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.

C: Timeline Microelectronics IPCEIs

Table 3 describes the timeline for the two microelectronics IPCEIs. It is based on official
publications by the German government and the European Commission, interviews with high-level
officials at the German Ministry responsible for the IPCEIs, representatives from companies in-
volved in the IPCEIs, and a manager from the implementation agency for the IPCEIs in
Germany.Table 3. Timelines of the two microelectronics IPCEIs.

First IPCEI on Microelectronics
Second IPCEI on Microelectronics &
Communication Technologies

Initial discussion German
government & industry

2015 July 2019

Call for expression of interest
in Germany

10.08.2016 25.01.2021

Call for project descriptions in
Germany

Integrated with call for
expression of interest

01.09.2021

Early start approval letters January 2017 April 2022
EC approval 18.12.2018 08.06.2023
Official grant notice by the
German government

2nd quarter 2019 December 2023 & January 2024
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