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Abstract: From an economic perspective, the importance of EU state aid policy refers to 
correcting “market failure” situations that may occur in the economy, aiming at maintaining 
an undistorted competition in the economic environment. In the context of the Commission 
focusing its efforts towards promoting R&D investment through Europe 2020 strategy, 
Romania is a modest innovator and is facing a relatively low level of economic 
competitiveness. The present paper aims at providing a contribution to the literature on 
public policies to R&D in the EU, developing both a quantitative and a qualitative analysis 
of public policies to R&D in Romania in the context of the EU state aid policy. Our 
research hypothesis considers that public policies to R&D in Romania, as in other Central 
and Eastern European countries, are following a convergence process with the practices 
from the EU level. Based on data provided by Eurostat, we have stressed that the existing 
gap between the national level and the EU level tends to maintain in the state aid field 
even in the future, in spite of Romanian government sector R&D expenditure tending to 
converge with the EU level,  which highlights the potential of catching up with the 
European model. We believe that the success of the convergence process will depend in 
the future, to a large extent, on the implementation of the modernised legal and 
institutional framework of state aid policy, as well as on the capacity to build consensus by 
policy makers around the necessity to structure future economic development around 
R&D investment. In order to successfully address these structural R&D problems, the 
National Strategy for Research, Development and Innovation aims to establish R&D as 
engine for increasing economic competitiveness, while at the same time strengthening 
strategic areas with comparative advantages, supporting public-private partnerships, 
funding clusters in areas of smart specialisation, developing intellectual property and 
marketing capacity for products and services etc. For a successful implementation of 
these initiatives, we believe there is a strong necessity for an integrative policy mix aiming 
at coordinating the innovative system as a whole and a consistent political vision to 
support economic competitiveness through R&D investment. 
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1. Introduction 
From an economic perspective, the importance of EU state aid policy refers to correcting 
“market failure” situations that may occur in the economy, aiming at maintaining an 
undistorted competition in the economic environment. Although maintaining undistorted 
competition is the only objective which is explicitly mentioned in the Treaty establishing the 
European Community and also confirmed by decisions taken by the Commission, state aid 
policy can not be reduced to the removal of distortions caused by anti -competitive 
practices, since economic literature constantly argued in favour of an integrative approach 
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which relates state aid policy to improving resource allocation and supporting economic 
development. 
In the context of the European integration process, state aid policy evolved from promoting 
national objectives and subsidising Member States’ industries towards a “level playing 
field” approach aiming at harmonising national state aid policies through supporting 
horizontal state aid and creating potentially favourable conditions for all economic actors of 
the market. This policy development has been highlighted by the Lisbon European Council 
of 2000 that suggested both the importance of reducing the general level of state aid and 
moving the priority from sustaining individual sectors or companies towards horizontal 
objectives of common interest (“less and better targeted state aid”). 
State aid to research and development (R&D), as part of horizontal state aid, represents 
one of the main instruments used by public policies in order to support R&D, as well as 
innovative activities and to reach the goals specified by Europe 2020, the strategy 
targeting to increase the competitiveness of the European economy and to promote 
sustainable development in the long term. 
In the context of the Commission concentrating its efforts towards these objectives in the 
post crisis environment, Romania is facing a relatively low level of economic 
competitiveness, which determines a small contribution from the high-tech and medium-
tech sectors to the trade balance and negatively affecting the overall R&D system. 
According to the methodology used by the Commission, Romania is a “modest” inovator, 
having one of the lowest levels of investment in R&D in the EU (Europan Commission, 
2014d), while World Economic Forum considers Romania, along with Bulgaria, as 
“efficiency driven” countries, while other EU Member States are either in transition stage or 
are already “innovation-driven” countries (World Economic Forum, 2014). 
 
 
2. Methodology 
The present paper aims at providing a contribution to the literature on public policies to 
R&D in the EU, developing both a quantitative and a qualitative analysis of public policies 
to R&D in Romania in the context of the EU state aid policy. Our research hypothesis 
considers that public policies to R&D in Romania, as in other Central and Eastern 
European countries, are following a convergence process with the practices and realities 
from the EU level, however the existing gap between the national level and the EU level in 
state aid field tends to maintain in the future, in spite of the progress in the government 
sector R&D expenditure, which highlights the potential of Romanian public policies to 
“catch up” with the European model.  

In order to forecast the future evolution of government sector R&D expenditure, as well as 
state aid to R&D in Romania and the EU, we have developed a linear equation that 
estimated the evolution of these indicators in the following three years. The estimation has 
been based on the historical values of the indicators from the reference period (2002-
2013). We consider useful to mention that the results provided by the quantitative analysis 
should be correlated with the insights provided by the qualitative analysis, since the 
success of the convergence process will depend in the future, to a large extent, on the 
legal and institutional reformation of state aid policy, as well as on the capacity to build 
consensus by policy makers around the necessity to structure future economic 
development around R&D investment. The data on R&D expenditure was presented as % 
of GDP and was provided by Eurostat. 
The paper is structured in the following manner: the third section presents an overview of 
the related literature in the field of state aid and public policies to R&D; the fourth section 
presents a quantitative analysis of the government sector R&D expenditure and state aid 
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to R&D; the fifth section presents a qualitative analysis of public policies to R&D in 
Romania in the context of the modernization process of EU state aid policy and, finally, the 
sixth section concludes. 

 
 
3. Literature Review 
The role of European public policies in promoting economic development and innovation 
has been provided in the related literature mainly by the evolutionary theory, which 
considers that the economic development process is technologically driven and it includes 
a multifactorial model across time and geographical space e.g. Chiaromonte and Dosi 
(1993: 39-63), Geels (2004: 897-920), Silverberg and Verspagen (1995: 209-227). 
During the 1980s, state aid granted to industry and services by EU Member States 
represented about 2% of EU GDP and gradually decreased to approximately 1% in the 
following decade (European Commission, 2011). The overall decreasing trend registered 
by state aid in the EU continued until 2007 when it reached the value of 0.4% of GDP. The 
quantitative amount of state aid granted by Member States increased in the context of the 
financial and economic crisis, reaching to a level of 0.6% in 2008, which represented a 
50% higher value than the year before. These developments have proved that state aid 
tends to have a counter-cyclical component which is used by governments to subsidise 
their economies e.g. Ouyang (2011: 542-553), Paunov (2012: 24-35).  
The role of R&D investment for promoting sustainable development has been emphasised 
by the Barcelona European Council of March 2002 by setting the objective for expenditure 
on R&D to 3% of GDP by 2010. In the context of this target not being achieved due to the 
negative effects of the economic and financial crisis, the interest shown by the Commission 
in the field of R&D investment has intensified in the context of the new Europe 2020 
strategy (European Commission, 2010). 
While in Western Europe, state aid policy has been largely determined by the European 
integration process, in Central and Eastern Europe, the introduction of a state aid policy 
was done in the context of the transition process from a central planned system to a 
market economy. In this area, state aid was used mainly as an instrument of the 
centralised economic system in the communist period and has become an important policy 
instrument during the transition to the market economies, targeting both the restructuration 
of their traditional industries as well as the stimulation of new foreign investments 
(Atanasiu, 2001: 257-283). 
 
 
4. Quantitative Analysis 
In terms of the funding sources, data provided by the Commission suggests that in 2011, 
54.9% of the total amount of R&D expenditure in the EU was granted by the business 
sector, while 33.4% was granted by the government sector and a further 9.2% came from 
foreign sources. The large role played by the business sector in R&D investment is 
stressed by the fact that in 2011, it represented about two thirds of the total gross domestic 
expenditure to R&D in Germany and Finland. However, the government sector has granted 
the majority of the gross domestic expenditure on R&D in Cyprus and Poland in the same 
year, while relatively large amounts of R&D came from external sources in case of Latvia, 
Bulgaria, Lithuania, Luxembourg, Ireland, the Czech Republic, the United Kingdom, Austria 
and Malta (European Commission, 2013). 
While government sector R&D expenditure in the EU reported a relatively flat evolution in 
the reporting period (2002-2013), in Romania this indicator registered an increasing trend 
before the economic and financial crisis and reported lower values in the post cris is period. 
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This confirms the pro-cyclical character of R&D activities during periods of recessions 
(Barlevy, 2007: 1131-1164, Mulas-Granados, Koranchelian and Segura-Ubiergo, 2008: 1-
39) in spite of the fact that promoting R&D investment during recessions can positively 
support countries in achieving sustainable economic development in the long run.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 1: Government sector R&D expenditure in Romania and the EU as % of GDP 

Source: author’s own contribution based on data from 
http://ec.europa.eu/eurostat/eurostat/tgm/table.do?tab=table&init=1&plugin=1&language=en&pcode

=tsc00001 

 
Based on existing data, we have estimated that government sector R&D expenditure in the 
EU will continue to report a stable trend in the following period and will most probably 
evolve around 0.25% of GDP. Moreover, the relatively high value of R squared (0.65) 
means that the statistical significance of the equation is strong.  
On the other hand, we estimate an increasing trend for the Romanian government sector 
R&D expenditure in the following period, which will most likely evolve between 0.20 and 
0.25% of GDP by 2016. However, a lower R squared value (0.35) shows a moderate 
statistical significance, which may suggest a relatively small level of predictability in the 
evolution of this indicator. We consider that, in order to continue the convergence trend 
with the EU level of governement expenditure, a sustained focus of public policies is 
required in the future, as well as a better coordination of actors and policies targeting R&D 
in the Romanian society. 
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Figure 2: Government sector R&D expenditure in Romania and the EU as % of GDP - 
forecast 
Source: author’s own contribution based on data from 
http://ec.europa.eu/eurostat/eurostat/tgm/table.do?tab=table&init=1&plugin=1&language=en&pcod

e=tsc00001 
 
State aid to R&D represents one of the main public instruments used by Member States in 
order to reach the objectives set by Europe 2020 strategy, due to its capacity to promote 
the economic competitiveness of the EU and to ensure sustainable economic 
development.  
State aid to R&D reached a level of approximately 4% of total R&D expenditure in 2011, 
with more than 50 % of this amount being invested by Germany, France and Spain. In the 
Central and Eastern Europe, countries reported a lower level of investment in this field 
while trends varied within the region due to national particularities e.g. while the average 
EU value for state aid to R&D during the period 2002-2013 was 0.07, most of the countries 
from Central and Eastern Europe reported values lower than EU average. After reporting 
no investments for state aid to R&D in the first two years of the reference period, Romania 
reached an average value of 0.02 during 2002-2013. 
In the context of the financial and economic crisis, Romania reported significantly lower 
values than in the previous period. It is relevant to mention that, in spite of a decreasing 
trend reported by state aid to R&D at the EU level, the gap between the spendings 
reported by Romania and the general EU expenditure became larger in the post crisis 
period, suggesting that factors influencing the amount of state aid to be granted by public 
authorities are connected to a large extent with particularities from the national level.  
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Figure 3: State aid to R&D in Romania and the EU as % of GDP 
Source: author’s own contribution based on data from 
http://ec.europa.eu/eurostat/tgm_comp/refreshTableAction.do?tab=table&plugin=1&pcode
=comp_ho_sa_02&language=en 
 
Based on historical data from period 2002-2013, we can estimate that the general 
evolution of state aid to R&D at the EU level will register an increasing trend in the 
following period, although there was a decreasing trend in the last four years. We can 
further estimate that by 2016, state aid to R&D will reach 0.09 of GDP, however this will 
depend to a great extent on the successful implementation of the modernisation process of 
state aid policy to R&D.  
In the same time, we can notice that the general trend followed by state aid to R&D in the 
Romanian economy was marked by larger fluctuations than at the EU level. While it is 
expected that the future level of state aid to R&D will be around 0.02 in the following 
period, we can further assume that the very low level of R squared suggests that this 
evolution has a low level of predictibility, that will most likely continue in the following 
period. In the same time, the corresponding R squared reported a moderate value at the 
EU level (0.45), showing a higher statistical significance of the equation when compared to 
the one estimating state aid to R&D in Romania. 
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Figure 4: State aid to R&D in Romania and the EU as % of GDP - forecast 
Source: author’s own contribution based on data from  
http://ec.europa.eu/eurostat/tgm_comp/refreshTableAction.do?tab=table&plugin=1&pcode
=comp_ho_sa_02&language=en 
 
 
5. Qualitative Analysis 
In the context of the Europe 2020 strategy, the Commission has focused its reformation 
efforts around the Communication on EU State aid modernisation (“the SAM initiative”), 
with three main objectives: to stimulate growth in the Internal Market; to focus enforcement 
on cases with the largest impact on the market; and to streamline rules and enable faster 
decisions (European Commission, 2012; European Commission, 2014a). 
The Commission also extended the scope of the General Block Exemption regulation 
(“GBER”) by reducing the administration involved in granting state aid through increasing 
the number of categories of state aid that do not have to be notified to the Commission. 
The new state aid framework is meant to facilitate an appropriate treatment of “good” state 
aid (designed for specific market failures and general objectives of common interest, 
proportionate and least distortive) and prevent the granting of “bad aid” (which distorts 
competition, negatively impacts innovation and favours specific actors of the market) 
(European Commission, 2014b). 
While the main challenge for the future of EU state aid policy to R&D is related to 
increasing the level of transparency together with creating a legal and institutional 
framework designed to practically support state aid to R&D and to transform the EU in a 
more competitive actor on the global arena, in Central and Eastern Europe, the 
modernisation of R&D state aid policy imposes additional challenges in terms of 
developing sustainable institutional frameworks for stimulating R&D investment while 
ensuring that these initiatives are constantly supported by political consensus. 
For Romania, the main problems arise from its status as modest innovator with one of the 
lowest values for R&D intensity and business R&D investment. This situation represents 
the result of insufficient public investment in the science base and higher education 
system, which determined a relatively low science and technology output in the market. 
Inefficient public incentives for promoting business R&D and the reduced cooperation with 
the business sector led to a brain drain, which further diminished the attractiveness of the 
business sector (European Commission, 2014c).   
In order to successfully address these structural problems, the National Strategy for 
Research, Development and Innovation aims to establish R&D as engine for increasing 
economic competitiveness, while at the same time strengthening strategic areas with 
comparative advantages, supporting public-private partnerships, funding clusters in areas 
of smart specialisation, developing intellectual property and marketing capacity for 
products and services etc. For a successful implementation of these initiatives, we believe 
there is a strong necessity for an integrative policy mix aiming at coordinating the 
innovative system as a whole and a consistent political vision to support economic 
competitiveness through R&D investment. 
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6. Conclusions 
The present paper provided a quantitative and a qualitative analysis of public policies to 
R&D in Romania in the context of the EU state aid policy. While our research hypothesis 
considered that Romania has the potential to converge with the EU model in terms of 
government sector R&D expenditure and state aid to R&D, the quantitative results 
highlighted the fact that the gap between government sector R&D expenditure in Romania 
and the government sector R&D expenditure in the EU is decreasing. In terms of state aid 
to R&D, Romanian expenditure level is below the EU level and the gap is likely to maintain 
in the future, showing that state aid granting in Romania follows a different pattern when 
compared to the European model.  

Furthermore, we consider that these results should be effectively correlated with the 
insights provided by the qualitative analysis, meaning that the successful convergence 
process with the European model will significantly depend on the nature of the economic 
policies developed by decision makers and their capacity to support a long term strategy 
built around R&D investment as engine of the future economic development. 
National Strategy for Research, Development and Innovation 2007-2013 has taken a 
number of positive steps that have opened the possibility of a reform in this area. These 
initiatives have been continued in the current Strategy for Research, Development and 
Innovation 2014-2020, which sets research in a priority position for economic and social 
development. In the future, a sustained increase in the role of private R&D investment is 
required, which should be complemented by public policies in order to ensure a continuity 
of efforts in this area. Successful achievement of convergence with European practices in 
R&D is, in our view, a historical necessity in the current situation, but on the other hand the 
implementation of this process will be a difficult task that requires both long term political 
will as well as a coordination of the actors and policies in the Romanian society. 
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