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State aid to an electronics cluster in Poland: Assessing regional 
investment projects in the context of spatial agglomeration (1)

Agnieszka DRZEWOSKA, Jaime ROJO DE LA VIESCA and András TARI, 
Directorate-General for Competition, unit G-1

Introduction 
On �9 July 2006, the Commission adopted (2) nine 
separate decisions relating to a series of initial 
investment projects undertaken by eight differ-
ent companies. Eight of these projects are part of 
an electronics cluster set up to develop flat panel 
display technologies in the South-West of Poland 
(Dolnośląskie region).

The endorsed projects were assessed in the light 
of the rules of the Guidelines on national regional 
aid (�) (RAG). In addition, those projects for 
which eligible costs were above EUR �0 million 
were assessed under the Multisectoral framework 
on regional aid for large investment projects (4) 
(MSF).

In its decisions, the Commission has for the first 
time provided for an extensive analysis and inter-
pretation of the concept of a single investment 
project and the respective criteria stipulated in 
point 49 of the MSF (�).

The assessment of the Commission focused in 
particular on the question whether the separately 
notified investments to be undertaken in the same 
geographic location, with purchase/sale depend-
encies and links between the investors in the clus-
ter over the concurrent period of time would not 
constitute a single investment project.

As a result of the assessment of the inter-relation-
ships between the different investment projects, 

(1) The content of this article does not necessarily reflect 
the official position of the European Communities. Res-
ponsibility for the information and views expressed lies 
entirely with the authors.

(2) State Aid N 24�/2006 — “Aid to LG.Philips LCD Poland 
Sp. z o.o.- MSF 2002”; State Aid N 246/2006 — “Aid to 
Ohsung (Dong Seo) Display Poland Sp. z o.o.”; State Aid 
N 247/2006 — “Aid to Lucky SMT Sp. z o.o.”; State Aid 
N 248/2006 — “Aid to Dong Yang Electronics Sp. z o.o.”; 
State Aid N 249/2006 — “Aid to Heesung Electronics 
Poland Sp. z o.o.”; State Aid N 2�0/2006 — “Aid to LG 
Chem Poland Sp. z o.o.”; State Aid N 2��/2006 — “Aid 
to LG Innotek Poland Sp. z o.o.”; State Aid N 2�6/2006 
— “Aid to LG Electronics Wrocław Sp. z o.o.” (House-
hold Appliances) and State Aid N 2�7/2006 — “Aid to 
LG Electronics Wrocław Sp. z o.o.” (TV sets) (not yet 
published).

(3) OJ C 74, �0.�.�998, p. 9 as amended.
(4) OJ C 70, �9.�.2002, p. 8 as amended.
(5) Schütte (200�) has criticized the ambiguity of the defini-

tion of single investment project embedded in the MSF. 

the Commission found that MSF rules were not 
circumvented for the current group of invest-
ments, and that the projects were not artificially 
divided to avoid the application of the scaling 
down mechanism of maximum aid ceilings fore-
seen in point 2� of the MSF for projects with eligi-
ble costs above EUR �0 million.

Accordingly, the eight investment projects mak-
ing up the electronics cluster were examined sepa-
rately which led to the approval of an aid package 
of close to EUR 200 million in present value for 
total eligible costs amounting to about EUR 6�0 
million in present value.

The issue of discerning whether the eight invest-
ment projects constituted a single investment 
project was a key aspect to address in the assess-
ment of these cases since the MSF foresees a sig-
nificant reduction in aid intensity for large invest-
ment projects (6). In this respect, Soltesz (200�) 
has argued that the approach followed in the MSF 
represents in essence an attempt of the Com-
mission to significantly reduce the allowable aid 
intensities for large investment projects in assisted 
regions. This could have undesirable effects on the 
capacity of Europe to attract foreign large invest-
ment projects. However, Cavallo and Junginger-
Dittel (2004) note that the automatic scaling down 
mechanism for maximum aid intensities in the 
MSF could counterbalance the strong incentives 
for delocalisation of large investment projects that 
result from EU enlargement. In case this cluster 
would have been considered to be a single invest-
ment project and without prejudice to the results of 
the compatibility assessment, given the size of the 
eligible costs involved, the allowable aid amount 
would have needed to be reduced by an amount 
in excess of EUR �0 million due to the automatic 
scaling down mechanism in the MSF.

Facts of the case: the electronics cluster

In spring 2006, Poland notified a package of 
nine investments projects to be undertaken by a 
group of Korean-based companies in Kobierzyce, 

(6) The part of eligible costs of a large investment projects 
above EUR �00 million would have to be reduced to 
approximately �/� of the applicable aid intensity for the 
region concerned.
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near the city of Wrocław, Dolnośląskie region in 
Poland, an area eligible for regional aid under 
Article 87 (�) (a) of the EC Treaty.

Eight of these investments, led by an anchor inves-
tor, form part of an electronics cluster for the pro-
duction of LCD modules used in the production 
of flat panel display (FPD) TV sets.

The anchor investor of the cluster, LG.Philips LCD 
Poland Sp. z o.o. (LPL), plans to set up an assem-
bly plant of large LCD TV modules. The LCD TV 
module production process is the last step in the 
production of Flat Panel TV displays. The initial 
stage of fabrication of an LCD panel (the so called 
“cell”) is carried out in Korea. It requires the fab-
rication of a back glass substrate and a front glass 
which are then joined together after injecting liq-
uid crystal materials between the two glasses. In 
a second stage, the module assembly takes place, 
where various electronic components are fitted 
into the LCD panel. The finalized module is then 
ready for incorporation in the downstream prod-
uct, the television set.

Currently, virtually all LCD production in the 
world (including the stage when LCD panels are 
turned into LCD modules) takes place in Asia. 
The modules are then shipped to manufacturers 
of TVs, PC monitors, notebooks, mobile phones 
and PDAs around the world. The plant of LPL in 
Poland will be the first of its kind in Europe and 
thus represents the entry point of the LCD pro-
ducers in the EU. The plant will supply LCD mod-
ules for flat-screen TVs to the European industry 
(including Turkey), for which demand is growing 
very rapidly in Europe.

Six other Korean companies comprising Ohsung 
(Dong Seo) Display Poland, Lucky SMT Poland, 
Dong Yang Electronics Poland, Heesung Elec-
tronics Poland, LG Chem Poland and LG Innotek 
Poland will carry out investments to establish 
production plants in the Kobierzyce site. These 
investments aim at producing a series of compo-
nents that can be used in LCD TV modules (like 
printed circuit boards, backlight units, polarizers, 
and inverters) as well as other products such as TV 
tuners, power supply units and filters for plasma 
display panels which can be used as part of stand 
alone electronic products which are not related to 
LCD module production.

A further company carrying out investment in 
the same site will be LG Electronics Wrocław. 
The company will manufacture LCD TV sets, 
the downstream product in the supply chain. The 
company also intends to produce refrigerators 
and washing machines in a separate plant. Given 
the type of product manufactured, the investment 

concerning the production of refrigerators and 
washing machines is not considered to be part of 
the electronics cluster.

The economics of clusters: 
A short overview
Eight of the investments assessed adopt a cluster 
strategy. Companies reap economic benefits from 
grouping together in a specific geographical loca-
tion (7).

Firstly, the setting up into clusters allows compa-
nies to have access to a better and cheaper variety 
of inputs provided by specialized suppliers. Clus-
tering leads to productivity advantages by reduc-
ing transportation and information costs as well 
as by enabling the building up of trust relations 
between the firms operating in the cluster. Addi-
tionally, the geographical proximity between sup-
pliers and clients allows to reduce the inventory 
requirements of companies.

Secondly, clustering leads to innovation advan-
tages. The proximity between customers (down-
stream companies) and suppliers (upstream com-
panies) leads to innovation gains by facilitating 
the transfer of knowledge between the companies 
in the cluster. In other words, by working in a clus-
ter, firms can mutually benefit from the knowl-
edge spillovers generated by each other. Moreover, 
clustering allows the companies to access a larger 
pool of skilled workers. This pool benefits both 
the companies that have access to a larger supply 
of specialised workers and the workers who have 
more opportunities to valorise their own skills/
competences.

In high technology industries, and particularly 
during the early stage of the life cycle of a prod-
uct, geographical clustering facilitates the use 
and transfer of tacit knowledge. This knowledge 
is transferred via informal mechanisms and is 
acquired through practical experience, learning 
by doing and social interaction. The transfer of 
this type of uncodified knowledge requires per-
sonal contact as well as physical proximity. This 
is arguably the case of flat TV screen production, 
a technology which is in a relatively early stage of 

(7) There has been a recent surge in analytical and empiri-
cal models aiming to capture and explain the processes 
of spatial agglomeration and clustering. These models 
incorporate some sort of increasing returns and imper-
fect competition to explain spatial agglomeration and 
urban growth phenomena. Marshall (�890) already 
signalled the large advantages of industrial clustering 
deriving from external economies of scale achieved 
though knowledge spillovers, user-supplier connections 
and labour market interactions. See Henderson and 
Thisse (2004) for a broad and authoritative review of 
recent contributions to this literature.
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market penetration. In the more mature sectors, 
the process of learning and innovation takes place 
fundamentally through codified knowledge tak-
ing the form of blueprints, patents and academic 
publications.

Aid package
The aid package offered by the Polish authorities 
to the nine investment projects concerns a mix of 
different types of ad hoc aid as well as aid granted 
under existing aid schemes. Depending on the 
case, the financial assistance offered included: 
capital investment grants; grants for job crea-
tion; local real estate tax exemptions; (partial) free 
transfer of land; exemptions from Special Eco-
nomic Zone (SEZ) management fees; exemptions 
from corporate income tax in SEZ; exemptions 
from de-agriculturization fees; labour market 
incentives; interventional jobs; financing of work-
place equipment and training aid.

Assessment
After establishing that each of the individually 
notified measures constitute State aid within the 
meaning of Article 87(�) of the EC Treaty, the 
Commission assessed the compatibility of the aid 
package in accordance with the provisions of the 
RAG and where applicable the MSF.

This assessment was carried out in three steps: In 
a first step, the Commission verified whether the 
overall cluster had to be considered as a “single 
investment project” in the meaning of the MSF. In 
a second step, the compliance with the standard 
compatibility criteria of the RAG was assessed, 
and in a third step, the conformity with other 
MSF rules was considered.

The aid measures were found to be compatible 
with Article 87(�) (a) of the EC Treaty since they 
promote the economic development of a region 
where the standard of living is abnormally low 
and where there is serious underemployment. The 
detailed description of the Commission’s assess-
ment is provided in the sections below.

Single investment project
Point 49 of the MSF establishes that for the pur-
poses of the framework an investment project 
includes all the fixed investments on a site, made 
by one or more undertakings, in a period of three 
years. In turn, a production site is an economically 
indivisible series of fixed capital items fulfilling a 
precise technical function, linked by a physical or 
functional link, and which have clearly identified 
aims, such as the production of a defined product. 
Where two or more products are produced from 

the same raw materials, the production units of 
such products will be deemed to constitute a sin-
gle production site.

Recently, new Guidelines on national regional aid 
for the period 2007-20�� (8) have been adopted by 
the Commission. As a result of the revision, the 
MSF rules have been incorporated as an integral 
part of the regional aid guidelines. Junginger-Dit-
tel (2006) indicates that the changes introduced in 
the rules do not concern the definition of single 
investment project. In consequence the assess-
ment below is still valid for the period of applica-
bility of the new guidelines 2007-20��.

In the case of this electronic cluster of eight 
projects, despite the geographical proximity of the 
individual investments and the indirect relation-
ships between some of the beneficiaries, the Polish 
authorities provided evidence that the invest-
ments are not to be considered a single investment 
project within the meaning of point 49 of the MSF 
2002. In particular, to establish the independence 
of the current projects, the Commission took into 
account the following considerations:

No artificial subdivision of the projects
l The decision-making processes of LPL and 

the other investors are independent from each 
other. The business rationale underlying the 
planned investments is achieving overall eco-
nomic efficiency, not the avoidance of State aid 
rules. For the reasons indicated previously, the 
investments to be carried out are likely to expe-
rience major gains from clustering. Evidence 
that similar clusters for the fabrication of LCD 
TV modules have developed in Asia, where no 
state aid rules apply, confirms that there has 
not been an artificial subdivision of project to 
escape MSF rules. Moreover, LPL also acts as 
the anchor investor in one of the Asian clusters. 
The fact that in Asia there has been no vertical 
integration between the companies belonging 
to the cluster provides evidence that the com-
panies find it profitable to remain independ-
ent.

Economic divisibility
l For the current cluster, there is no indication 

that any of the investments would be impossi-
ble without the other seven investments which 
are carried out in close geographical and tem-
poral proximity.

l The divisibility of the investments is also con-
firmed by the observation of the business real-
ity of the companies operating in this market 

(8) OJ C �4, 4.�.2006, p.��.
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in Asia. In the case of Asia some suppliers have 
decided to locate in close proximity to LPL for 
efficiency reasons, while others sell their prod-
ucts to LPL although being located far away 
from LPL’s plant, sometimes even in another 
country.

l The geographical proximity of the investments 
in the cluster was essentially influenced by the 
Polish authorities offer to locate in Kobierzyce.

l The investment decisions have been taken inde-
pendently by each of the companies and sub-
sequent agreements entered into between each 
individual investor and the Polish authorities 
are not mutually dependent on each other.

No one single technical function
l The components manufactured by the inves-

tors in the cluster are not linked technically. 
They constitute separate and stand alone prod-
ucts in their own right that can be (and often 
are) produced separately from a wide variety of 
raw materials. Moreover, the fixed capital items 
of the different investments do not fulfill a pre-
cise technical function since all manufactured 
products can be sold and marketed separately.

l The overall purchasing policy of the investors 
requires alternative sources of supply other 
than the companies forming the cluster. This 
ensures that companies can obtain better prices 
on the intermediate goods they buy from their 
suppliers.

Lack of functional and physical link
l The projects are not linked by any preferential 

supply or exclusivity agreements. The various 
investors are free to set prices according to pre-
vailing market conditions. As indicated before, 
LPL and the other investors in the cluster, 
already procure or sell the products in ques-
tion in Asia (to each other, but also to and from 
third parties). Therefore they have a frame of 
reference for determining market prices even if 
no market for the products in question has yet 
developed in Europe.

l Within the cluster, a company’s output does not 
rely exclusively on the supply by other compa-
nies. In fact, the companies have based their 
calculations on return on investment on pro-
jections to supply components to clients outside 
the cluster. In addition, companies in the clus-
ter will also manufacture products to be sold 
solely outside the cluster (e.g. PDP filters, power 
supply units and TV tuners).

l In a first period (also since LPL will be the only 
manufacturer of LCD TV modules in Europe), 

dependence on sales within the cluster will be 
important, but never exclusive. LPL aims to 
eventually have several sources of supply just 
like other investors in the cluster aim to sup-
ply customers other than LPL. Two of the com-
ponent producers, Lucky SMT and Dong Yang 
electronics will be selling to companies outside 
the cluster already from the start of production. 
The dependence of the remaining component 
producers in the cluster on sales to LPL will sig-
nificantly diminish overtime.

l The projects do not share a physical link. The 
various goods and components are being pro-
duced in separate, discrete processes in each 
project. In particular, there is no “back and 
forth” process by which a product would be 
semi-finished by one company, provided to 
another for further processing and returned to 
the first company for completion.

l Transportation of materials and merchandises 
occurs by over public roads and not through 
private means such as internal conveyor belts. 
Each of the companies will operate their own 
warehouses for raw materials and products, not 
sharing storage facilities. Each of the compa-
nies will independently manage and decide on 
its production processes and capacity usage.

No common aim
l The investments do not have a clearly identi-

fied common aim. The suppliers’ follow a profit 
maximisation objective by selling their own 
products. These may eventually be used for a 
variety of applications such as the development 
of other end products.

l The products manufactured by each individual 
investor are to be viewed as unique products 
that are sold and marketed separately on the 
market. The objective of each investor in the 
cluster is not aimed at producing the same end 
product.

Consequently, given the evidence provided by the 
Polish authorities, the eight investments forming 
the cluster were assessed separately. Cases where 
the eligible costs of the project were below EUR �0 
million, were assessed solely under the provisions 
of the RAG. For the rest of the cases above this 
threshold, compliance with the automatic scaling 
down of the allowable aid intensity ceiling had to 
be evaluated (point 2� of MSF). Furthermore, for 
the project where the aid amount was higher than 
the maximum amount of aid that a hypothetical 
investment of EUR �00 million could receive in 
the region concerned, a further assessment under 
MSF rules concerning market share and capacity 
created had to be performed.
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Compliance with the RAG
As a general rule the Commission does not favour 
the award of aid that is not based on an ear-
lier approved scheme or is sector specific. How-
ever, in the present cases, it was concluded that 
the projects (in many instances, the first of their 
kind in Europe), will produce substantial positive 
spillovers which should provide a major contribu-
tion to the development of an EU disadvantaged 
region and outweigh the potential distortion of 
competition.

The electronics cluster will have a positive con-
tribution to the development of Dolnośląskie, a 
region which suffers from large socio-economic 
handicaps. The region has about half the GDP per 
capita of the EU-2� (9) and an unemployment rate 
which is three times higher than the EU- 2� aver-
age (�0).

From a dynamic perspective, the project will lead 
to the establishment of a completely new activity 
in a high tech sector, which will attract additional 
investors, supporting the creation of new jobs 
and economic development in the Dolnośląskie 
region. This could lead to a path dependence pat-
tern helping the region to develop a critical mass 
and specialisation in the production of technology 
driven consumer goods electronics.

In terms of employment, the investments con-
cerning LPL and the other investors are expected 
to create around �2,000 direct jobs and a signifi-
cant number of indirect jobs.

The project will also have a positive effect by 
facilitating structural change in the Dolnośląskie 
region by shifting economic activity from coal 
mining towards a rapidly expanding market.

The Commission also found that the projects 
complied with all the remaining provisions of the 
RAG. Accordingly, the notified measures aimed 
at initial investment and aid for job creation; 
the beneficiary’s own contribution to the eligible 
costs for each project was above the required 2�% 
threshold; the aid applications were submitted 
before the work started on the respective projects; 
the costs of buildings and plant/machinery were 
considered eligible; the investments and new jobs 
created will be maintained for at least � years after 
completion of the investment and finally, the rules 
on cumulation of aid were respected.

(9) GDP per capita 47.�% of EU-2� average for the period 
2000-2002 (EU-2�=�00). GDP per capita measured in 
purchasing power standard.

(10) 280.8 % of EU-2� average and ���.�% of the Polish ave-
rage. Average for the period 200�-200� (EU-2�=�00).

Market share and capacity 
considerations
As already indicated the Commission had to carry 
out a detailed market analysis in the LPL case to 
establish the compliance of this investment with 
points 24 (a) and (b) of the MSF (market share and 
capacity increase).

Examining compliance with these conditions calls 
first for the definition of the relevant product and 
geographic market(s).

Relevant market
The investment project by LPL Poland concerns 
the production of LCD TV modules of screen size 
22-inches and above (��). Therefore, to define the 
relevant product market the Commission had to 
examine what other products could be considered 
as substitutes from a demand and supply-side 
point of view.

LCD TV modules are used in TV displays, which 
in turn are divided into two categories: cathode 
ray tube (CRT) and flat panel displays (FPD). Flat 
panel technology is a clearly distinct market from 
that of CRT in the light of prices, customer prefer-
ences and supply-side substitutability (i.e. equip-
ment, production lines and technology differ sig-
nificantly). Moreover CRT TV is an obsolete tech-
nology which is rapidly being replaced by FPD.

As regards FPD, although there are several compet-
ing display technologies (e.g. digital light process-
ing, organic light emitting diode), several reasons 
led the Commission to restrict market analysis to 
the most common LCD and plasma display panel 
(PDP) technologies. Firstly, this constitutes a nar-
row definition of the FPD technology and repre-
sents thus a worst case scenario for the purpose 
of assessing market share and capacity increase. 
Secondly, from a customer perspective (i.e. the 
perspective of TV set manufacturers), the LCD 
and PDP modules are roughly similar. For both 
technologies, the module contains not only the 
display but also important electronic functions, 
facilitating the assembly of the finalized TV. This 
also means that there are no significant impedi-
ments for a TV set manufacturer to switch from 
PDP to LCD TV production and vice versa.

In its analysis, the Commission defined the rele-
vant product market for FPD TV modules accord-
ing to two distinctive criteria, the underlying tech-
nology (i.e. LCD and PDP considered together or 

(11) Although there are no technical constraints to produce 
modules below this size in the Polish site, it would be 
economically unprofitable for the company to do so. 
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separately) and the dimension (display size of the 
panel). Accordingly four possible relevant markets 
were identified:

(A)  LCD and PDP TV modules (broad market 
definition)

(B)  LCD TV modules

(C)  LCD and PDP TV modules equal or above 
22-inches

(D)  LCD TV modules equal or above 22-inches 
(narrow market definition)

The Commission also analysed the need to adopt 
an even narrower market definition for FPD TV 
modules, distinguishing between the medium 
segment (screen size between 22-inches and �7-
inches) and the large segment (screen size above 
�7-inches) but concluded that such further seg-
mentation is not warranted for supply and demand 
side substitutability reasons.

As regards the geographic market, data submitted 
with the notification pointed in the direction of 
defining the market as worldwide. Both manufac-
turing and sales are highly globalised, there are no 
impediments to trade in TV display units in terms 
of technical requirements and there are no signifi-
cant price differences between regions. The main 
component of the LCD TV module to be pro-
duced in LPL Poland, the LCD cell, is imported 
from Korea.

Assessment under point 24 (a) of the MSF
In order to prevent that a company benefiting 
from a substantial amount of State aid has or 
acquires a dominant position in the market that 
could impede effective competition, point 24 (a) of 
the MSF requires that the market share of the aid 
beneficiary at group level is below 2� % before and 
after the investment.

The Commission checked compliance with point 
24 (a) of the MSF on the relevant product markets 
both at EEA-level and at the worldwide-level, to 
make sure the analysis covers all possible demar-
cations of the geographical market.

To establish the market share of LPL in the rel-
evant markets before and after the investment, the 
Commission compared the sales, in value and in 
volume terms, of the relevant products by LPL to 
the overall sales on the market concerned. The fig-
ures on overall sales were based on publicly avail-
able data as well as projections made by an inde-
pendent company specialised in market research. 
Data on LPL’s own sales were based on the com-
pany’s own calculations which were coherent with 
independent estimates.

The calculations confirmed that the market share 
of the beneficiary is and will remain below 2� % in 
all possible product and geographic markets.

Assessment under point 24 (b) of the MSF

In order to avoid aid being granted to a signifi-
cant capacity increase which is not matched by a 
corresponding increase in demand for the prod-
uct concerned, point 24 (b) of the MSF provides 
that aid is incompatible if it concerns a capacity 
increase exceeding �% on an underperforming 
market (i.e. where sectoral growth is below EEA 
GDP growth). The Commission has to assess the 
production capacity created by the project and the 
relevant sectoral growth on the basis of the appar-
ent consumption of the product concerned in the 
EEA market.

On the basis of the available data, the Commis-
sion was able to establish that, whatever market 
segmentation referred above is used; the appar-
ent consumption of the market analysed in the 
EEA has been growing much faster than the EEA’s 
GDP. In fact, due to the rapid development of this 
newly created market, growth figures have been 
in the triple-digit area, and this expansion is also 
expected to continue in the years to come. Con-
sequently, the assessment of the relative increase 
in capacity due to the investment project was not 
necessary and the Commission concluded that the 
investment of LPL Poland is compatible also with 
point 24 (b) of the MSF.

In case the project carried out by LPL had been 
found to exceed one of the two applicable thresh-
olds in points 24(a) and (b) of the MSF, the project 
would not be eligible for any regional aid. Jung-
inger-Dittel (2006) notes that under the new 
regional guidelines, the compatibility criteria for 
the assessment of large investment projects focus-
ing on these two tests have been abandoned and 
redefined into procedural thresholds triggering 
an in-depth investigation based on the merits of 
the measure.

Conclusion

In the current set of decisions, concerning a clus-
ter of parallel investments taking place in the 
same geographical location, the Commission has 
applied for the first time the concept of a single 
investment project.

The group of decisions sets a precedent of the ele-
ments the Commission may take into considera-
tion when assessing the issue of single investment 
project in the context of economic clusters. The 
assessment of these cases also provides an example 
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of how the Commission can support State aid for 
a group of investment projects when it can rely on 
strong economic reasoning and factual evidence.

By excluding the existence of a single investment 
as defined by MSF, the Commission assessed the 
projects separately and adopted eight independent 
decisions concerning the cluster.

In a framework of increased globalisation and eco-
nomic integration, clustering is likely to become 
an even more relevant factor of investment in sec-
tors driven by innovation and knowledge in which 
Europe is building its comparative advantage.
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