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I Introduction

1. One important Norwegian tax issue is related to the Commission’s forthcoming revision of the 
Guidelines on National Regional State Aid. The state aid rules are covered by the policy area of the DG 
Competition. 

2. In 2002, the EFTA Surveillance Authority decided that the previous system of differentiated social 
security tax was incompatible with the state aid rules in the EEA Agreement and the prevailing guidelines 
on regional aid. On this basis the Norwegian Government altered the system radically, with effect as from 1 
January 2004. (The system was only continued in the northernmost  parts of Norway (the County of 
Finnmark and the northern part of the County of Troms), following from a decision of the Standing 
Committee of the EFTA States due to the exceptional circumstances).

3. The former system, which was the single most important instrument in Norwegian regional policy, 
was widely considered to be the most clearly targeted and the most cost-effective means of stimulating 
employment and settlement in sparsely populated areas. 

4. Parts of Norway and some of the other Nordic countries are characterised by very low population 
density, long distances and harsh climate. Depopulation due to the lack of employment opportunities is a 
problem in many of these areas. The low population density makes these areas more vulnerable to any 
negative population trend. 

5. In the view of the Norwegian government and this rapporteur, the former system of regional 
differentiated social security tax represented the most accurate measure to promote employment in these 
regions. The lower tax rates were directly linked to gross salary payments of the employees’ resident in the 
actual regions. The lower tax rates applied automatically i.a. to all firms, irrespective of trade, business 
sector, nationality, profitability or size. The decisive factor was solely the residence of the employee. In 
addition, the regionally differentiated social security tax was transparent, predictable and had a clear 
incentive structure. The scheme was directly targeted at the aim sought: employment of people resident in 
the disadvantaged regions. Furthermore, it was well-functioning and easy to administrate.

II Revision of the Commission’s guidelines

6. The Norwegian focus now is on the forthcoming revision of the Commission’s guidelines on 
national regional aid. Norway hopes that this process may lead to somewhat more flexible rules regarding 
the use of cost-effective measures clearly targeted at stimulating employment and settlement in sparsely 
populated areas. And so far it seems to be a very good and constructive process.

7. Norway emphasizes that it fully agrees with the Commission’s efforts to reduce state aid. 
Norwegian state aid to the manufacturing sector has been continuously reduced since Norway joined the 
EEA. The Norwegian concern is not the level of aid allowed, but the form of aid. There should be 
acceptance for the most targeted and cost-efficient measure to prevent depopulation and to stimulate 
employment and settlement in regions with a very low population density.  

III Norwegian comments forwarded to the Commission on March 25 March 2005 (extracts) 

8. On 25 March 2005, the Norwegian government forwarded its comments on the matter, reacting to 
a non-paper published by DG Competition in January 2005. This chapter contains extracts from the 
Norwegian letter, and is an elaboration of points make under chapters I and II. 

9. In the non-paper, DG Competition also proposes that other forms of operating aid than transport 
aid may be authorised to counter depopulation in very low population density areas. This is a follow-up of a 
similar proposal in the DG Competition’s first consultation paper. The Norwegian Government welcomes 
this proposal, which addresses problems that are specific to areas with very low population density. 
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10. An acceptance of such aid would be consistent with the Lisbon objective of better-targeted aid. It 
would allow for the most cost-efficient measure to prevent depopulation and to stimulate employment and 
settlement in sparsely populated regions, such as regionally differentiated social security contributions. 

11. As mentioned above, parts of Norway and some of the other Nordic countries are characterised by 
very low population density, long distances and a harsh climate. Depopulation due to lack of employment 
opportunities is a problem in many of these areas. The very low population density makes these areas more 
vulnerable to any negative population trend. More permanent and targeted measures to promote 
employment and thereby counter depopulation in these regions are therefore needed. 

12. For decades the system of regionally differentiated social security contributions was the single 
most important regional aid measure in Norway. The fact that the prevailing guidelines on regional aid do 
not allow for such measures has been a setback for an efficient regional policy in Norway.

13. The Norwegian system of a regionally differentiated social security scheme was designed to 
promote employment in the relevant areas in the least distorting way. Lower tax rates were paid on gross 
salary payments of employees’ resident in particular sparsely populated areas. In this way the measure was 
directly linked to the employment of people resident in these areas. The tax rates applied automatically to 
all firms, irrespective of trade, business sector, nationality, profitability or size. The decisive factor was 
solely the residence of the employee.

14. The measure is widely considered, also by Norwegian economists, to be the most targeted and 
efficient state aid measure to stimulate employment and settlement in sparsely populated regions. The 
incentive structure is clear and the distortion of competition is kept to a minimum (reference is also made to 
our letter of 3 July 2003).  In addition a system of regionally differentiated social security tax is transparent 
and predictable and has low costs of administration.

15. Other measures are less efficient or insufficient to promote employment and thereby counter 
depopulation in these vulnerable regions. When the objective is employment of residents in the specified 
regions, labour subsidies are the most efficient measure. The effect on employment is higher when labour is 
directly subsidized. 

16. Imperfections in the capital market are reflected in the lack of capital to profitable projects. In 
these very sparsely populated areas with long distances to central markets, the main problem might, 
however, be a lack of profitable new investment projects rather than a lack of risk capital. The average aid 
intensities applied on investments projects, including SME projects, in these regions in Norway are 
substantially lower than the level allowed by the EFTA Surveillance Authority. 

17. There may also be a relatively low rate of potential Research and Development (R&D) projects in 
these regions. In 2002 the Norwegian Government introduced a tax credit scheme for R&D expenditures. 
This is a nation-wide scheme which applies automatically to all firms investing in R&D, provided the 
project and costs are in accordance with the state aid guidelines on R&D. The figures so far indicate that 
the relative number and size of R&D projects in the sparsely populated regions is much lower than in the 
more central areas. 

18. Also increased investment in infrastructure will usually be insufficient or/and far more costly, 
because of the nature of the terrain and the remoteness of the location, and the small number of people 
being served in each region combined with the economic of scale of such investments. 

19. In short, the horizontal and regional instruments available do not fully address the specific 
problems connected to employment and settlement in these low population areas. 

20. As regarding the wording in the non-paper, as it now reads, we find them more adequate than in 
the consultation paper.  The chosen wording is rather general, however it clearly states that the instrument 
approved has to be targeted at a specific objective, namely to counter depopulation. The authorities would 
have to assess any proposed measure on this basis.
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21. A population density criterion for the delimitation of eligible regions is a predictable and objective 
criterion. In our view it would be preferable if a measure aimed at preventing depopulation could be 
permitted in all low population density areas eligible under Article 87(3)c, (regions < 12,5 inhabitants per 
km2). Limiting the eligibility to the very low population density regions (regions < 8 inhabitants per km2) 
would, however, limit the measure to the areas that are most vulnerable to any negative population trend.

22. However, it is not clearly spelt out in the non-paper which level of NUTS units the Commission 
sees as relevant regarding other forms of operating aid. In our letter of 2 July last year, we have suggested 
NUTS level II as the basis for defining the regional area. In addition, we proposed that smaller adjacent and 
contiguous areas that meet the same population criterion should be eligible for aid. If NUTS level II were to 
be the basis, it is of great importance that such adjacent regions could be included.  If not, there would be 
discrimination between otherwise similar and neighbouring regions just because they happen to be situated 
in different NUTS II regions. This may cause some unjustifiable distortions between neighbouring 
regions/municipalities. In any event the total area eligible would be small compared with the areas within 
the former Norwegian scheme.

22. The definition proposed in our letter of 2 July is almost identical to the definition of areas included 
in protocol 6 to the Treaty of accession of Finland and Sweden to the European Union (and the similar 
negotiated Treaty of accession of Norway, which of course did not come into effect).  In the protocol 6 also 
the words “in principal” are inserted which allow for certain flexibility, see footnote.

IV Concluding remarks

23. In conclusion, the rapporteur would once again emphasise that the Norwegian concern in this case 
is not the level of aid allowed, but the form of aid applied in these regions. The rapporteur, in line with the 
Norwegian government, fully agrees with the Commission’s efforts to reduce state aid, especially the most 
distorting form of aids. We see competition as key to growth and welfare. State aid may provide for the 
survival of the favoured firms, at the expense of more efficient competitors. To allow the use of a cost 
efficient and targeted measure to promote employment and settlement in the least populated regions would 
however not contradict the Lisbon objectives of less and better aid. 

24. The rapporetur also welcomes the proposal to permit other forms of operating aid in the least 
populated regions to prevent and reduce depopulation.  This would allow the use of the most cost-efficient 
measure to stimulate employment and settlement in these regions. It is important that the regions covered 
may be extended also to adjacent smaller regions fulfilling the same population density criterion.  
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DRAFT RESOLUTION

ON REGIONALLY DIFFERENTIATED SOCIAL SECURITY CONTRIBUTIONS IN 
NORWAY

The Joint Parliamentary Committee of the European Economic Area:

A. stressing that the issue of regionally differentiated social security contributions in 
Norway concerns the use of regional state aid as a tax measure to stimulate 
employment and settlement in sparsely populated areas,

B. noting that one important Norwegian tax issue is related to the Commission’s 
forthcoming revision of the Guidelines on National Regional state aid,

C. noting that in 2002, the EFTA Surveillance Authority decided that the previous 
system of differentiated social security tax/contributions were incompatible with 
the state aid rules in the EEA Agreement and the prevailing guidelines on regional 
aid,

D. noting that the Norwegian government altered its system radically as of January 
2004 on the basis of the EFTA Surveillance Authority’s decision, except for the 
northernmost parts of Norway, following a decision of the Standing Committee of 
the  EFTA  States,

1. notes that the former Norwegian system of regionally differentiated social 
security tax was the single most important instrument in Norwegian regional 
policy, and was widely considered to be the most clearly targeted and cost-
effective means of stimulating employment and settlement in sparsely populated 
areas;

2. recalls that parts of Norway, as well as some of the other Nordic countries, are 
characterised by very low population density, long distances and harsh climate, 
that depopulation due to lack of employment opportunities is a problem in many 
of these areas, making them more vulnerable to any negative population trend;

3. underlines that the former system of regionally differentiated social security tax 
represented the most accurate measure to promote employment in these regions as 
the lower tax rates were directly linked to gross salary payments of the 
employees’ residing in the actual regions and that the lower tax rates applied 
automatically to all firms and companies with the decisive factor being residence 
of the employee only;   

4. welcomes the Commission’s forthcoming revision of the guidelines on national 
regional aid, as it is hoped this might lead to more flexible rules regarding the use 
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of cost-effective measures clearly targeted at stimulating employment and 
settlement in sparsely populated areas; 

5. agrees fully with the Commission’s efforts to reduce state aid and underlines that 
the concern is not the level of aid allowed, but the form of aid;  

6. calls on the Commission for the acceptance of the use of the most targeted and 
cost-efficient measure to prevent depopulation and the stimulation of employment 
and settlement in regions with very low population density.  
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