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December 2019 the European Commission approved €3.2 billion in state aid to create a European car battery value chain under the notion of green growth and industrial prowess. This action reveals an apparent break with previous policy, constituting a break from horizontal to vertical industrial policy. This paper seeks to first establish whether or not the EU experienced a break. After which, this insight is validated through HI paradigm shift theory. It leads the paper to a causal mechanism in which minimum causes for a shift are laid bare. This article argues that the EU in fact did not experience a paradigm shift, as vertical policy was already in place. As multiple INUS causes appear inconclusive or absent, theory supports the inference that a shift did not take place. 



The golden age of continental Europe in the thirty years following World War II was not to last. A group of policy makers set their sights on turning around Keynesianism in favour of monetarism. The oil crises of the 70s and the ensuing economic malaise proved an opportunity to overthrow the old state interventionism in favour of a slimmed down state bound by fiscal discipline and leaving economic affairs to the free market. Laissez faire policy proved to be unstable, however, but it required another crisis to break with the neoliberal paradigm. Such was the belief of Keynesianists who sought to revive former role of the state in market affairs. All the ingredients were in place, but did they succeed? Some argue yes, pointing out in the wake of the 2008 Great Financial Crisis and 2010 Euro Crisis the nationalisation of banks, high levels of state aid, and the implementation of stricter rules in financial policy. Others disagree; they signify the argued policy implications were merely temporary, indicating that no paradigm shift actually took place. Now, new proof may mark a turn around and illustrate the re-emergence of the Keynesian ways of old within the EU. 
A Commission approved Member State subsidy for the creation of European car battery industry embodies the new evidence. The December 2019 authorisation concerns an amount of €3.2 billion in aid paid to seventeen industries by six Member States. Through these subsidies the Commission, the relevant Member States, and the firms involved hope to establish a car battery value chain which is able to operate independent from suppliers outside the EU. Why is this of concern? After all, the Commission and the Member States are no stranger to industrial policy. The act of targeting specific firms for subsidy, as with the battery project, generally translates to vertical policy. The interventionist nature of vertical policy defies the market mannerism of horizontal policy. Rather than creating an equal playing field through policy as would fit a neoliberal state, the government instead picks winners, effectively side-lining the optimal allocation of capital through market forces. This paper functions as a deeper insight into this alleged shift from vertical to horizontal policy by the European Commission.  
In order to determine whether or not the approval constitutes a paradigm shift within EU industrial policy this paper first creates a framework by which to define industrial policy. In particular it sets out to illustrate the distinction between horizontal and vertical policy. Guided by this framework the paper turns to empirical evidence in order to establish whether the project constitutes vertical policy or not. Consequently, previous EU industrial policy is submitted to the same test, which ultimately illustrates whether the EU experienced a paradigm shift in industrial policy.
Rather than relying solely on the premise of industrial theory, this paper aims to validate its assertion on a shift through a causal mechanism designed to establish minimal causes required to create a paradigm shift. The mechanism, as a part of process tracing, follows the logic of Historical Institutionalism. Based on this strand of political theory the article first encapsulates the notion of a paradigm shift. In short, it embodies a radical break with the orthodoxy in which a challenger idea takes its place as the new paradigm. A shift does not form lightly, however. It requires a minimal amount of events in order to materialise. First and foremost, to instigate change there ought to be a crisis situation which creates a critical juncture. This provokes four minimal causes which explain how the new overthrows the old. There need be a policy shortcoming, or gap, to which the challenger knows the remedy. There need form new coalitions. Policy areas beyond industry ought to follow a similar path. Finally, the masses should support the change. Additional empirical research -alongside the establishment of current and previous industrial policy- will determine whether possible EU policy alterations followed the logical steps as put forward under HI theory. 
Introduction
Presented as a question, this article sets out to answer Why did the EU approve subsidies for a car battery alliance and does it constitute a paradigm shift in EU industrial policy? Research commences with a general overview of what has been written on the subject of paradigm shifts theory and whether other authors inferred a paradigm shift has taken place. This is followed by a conceptualisation of industrial policy and paradigm shifts, respectively. Based on those findings the paper establishes a methodology through which it may identify a shift and reconstruct a causal mechanism which guides the minimal requirements. All in all it leads this paper to answer five hypotheses which serve as markers for the empirical research. Finally, the findings on the hypotheses help answer the central question. As customary, the paper closes off with a number of caveats and recommendations.  
This paper divides the theoretical framework in previous works on industrial policy and previous works on policy change; the former being more related to the case and the latter providing more of a background on the theory under discussion here. Firstly, in terms of theorising policy change there are those who assume rational agency. The work of Kenneth Benoit exemplifies the role of rationality in policy change. As a result of rationality politicians are aware of all outcomes and should this agent of change have the power to alter policy he or she will, if it helps them gain power in later elections (Benoit, 2004: 364). Alternatively, rational choice institutionalism reserves more room for structure. As parties not always control a fiat of power, legislators may turn to logrolling. This “favour for a favour” may be time consuming. The institutions function to lower the transaction costs of deals, whereby speeding up the process (Hall & Taylor, 1996: 8). Not all assume rational agents, however. Other institutionalists indicate that policy makers only have limited information available due to the complexities of the world, thus being unable to account for all variables (Mahoney & Thelen, 2010: 11).  Culturally based theorists argue that agents are driven by preferences; they are not based on increasing efficiency of their rule, rather policy makers change policy in order to augment legitimacy (14). Renwick approaches change in a similar manner, arguing that politicians are principle driven and agents can push for reform by means of mass support (Renwick, 2010: 252). However, both approaches appear zealous in their assumptions on rational versus social agents. Historical institutionalism (HI) provides room for both, combining the best (unless performed poorly) of two worlds. The HI approach is therefore the preferred option for his paper as it combines both calculus and cultural (Hall & Taylor, 1996: 20).  
Though rational, cultural, and historical institutionalisms are all rather structural they do provide room for agency, with institutions providing structure through procedures, norms and conventions. On the other hand structuralists such as critical political economists and regulation theorists, also allow for agents to be actual engines of change. They first emphasize the contradictions and class struggles within capitalism that make the ideology susceptible to crises (Harvey, 2014: 2). Institutions function as a force which stabilises the capitalist process of capital accumulations, at least temporarily (Gordon, Edwards, & Reich, 1982: 41). The institutions change through processes of political struggles in which fractions vie for power (Buch-Hansen, 2018: 146). It is only during crises that it allows for significant institutional alterations, as it is at these moments that power relations rebalance the most and new ideas can challenge the unstable paradigm (Cox, 1987: 269-271). A fraction presents a way out of the crisis and on the road to supremacy forms alliances in order for its idea to become the new hegemon (Buch-Hansen, 2018: 146). Regulation theorists criticize HI for being unable to explain the cause of crises, and that it lacks theorisation on the circumstances for change (Wigger & Buch-Hansen, 2014: 116). The argument for unsatisfactory description of circumstances is however based on a classical perception of HI. As a result of ideational- and discursive institutionalist influences (Hogan, 2019: 175) HI developed a causal mechanism which is very similar to the circumstances proposed under regulation theory. It seems arbitrary to include ideational factors which are now rooted in regulation theory, but ignore those same developments in (historical) institutionalism. As for the inability to explain the causes of crises; it is not the aim of this paper to explain the causes of crises, but rather the consequences. Second, the addition of this crisis-ridden assumption leads to a paradox. The circumstances required for change include a policy failure, which translates to the dominant political project being unable to explain the crisis due to it being an anomaly. By definition, an inherent, systematic occurrence which acts as an anomaly marks an inconsistency. As a result there is no real policy failure, which means no opportunity appears in which a policy gap opens up for a challenger idea to fill. If both assumptions hold true, change is never possible. This paper favours HI as it wants to avoid this inescapable structure, rejecting the notion of the systematic crises of capitalism in the process. 
Theoretical Framework
Beyond the theoretical premises scholars provided insights on whether the EU experienced a paradigm shift following the Great Recession and Euro Crisis. Braun finds that there indeed has been a significant ideational shift in monetary terms, based on the post-crisis interwoven fiscal and monetary policy; policy areas which previously were strictly separated (Braun, 2015: 435). In a 2014 regulation paper Wigger and Buch-Hansen argue that rather than observing a paradigm shift in EU competition regulation, the trade block merely experienced a temporary crisis response to the crisis in the form of state aid to the financial sector (Wigger & Buch-Hansen, 2014: 131). That same year De Ville and Orbie argued the EU consolidated its neoliberal position in trade policy following the Great Recession and Euro Crisis (Ville & Orbie, 2014: 162). Along the same lines earlier work from Stein forbade continuance of the neoliberal paradigm as states merely “fix” the orthodoxy in response to the Great Recession (Stein, 2012: 435). Mackintosh, on the other hand, recognized the macro prudential measures which regulated risk in finance as a shift which mitigated the boom-bust cycle (Mackintosh, 2015: 6). In terms of industrial policy Chan and Andreoni point out that (selective) industrial policy never left and merely existed under a different name until after the 2008 and 2010 crises (Andreoni & Chang, 2016: 500). Bailey and Tomlinson do recognise a shift from horizontal- to vertical industrial policy in the EU, in which specific industries are now targeted within the trade block (Bailey & Tomlinson, 2017: 227-228). Alternatively, in the case of Member State France author Levy perceived a mind to turn to direct interventionism, but previous laws limited the state’s opportunity to intervene (Levy, 2017: 604). Peter Bofinger identifies a paradigm shift in German industrial policy already in 2018, though in practice it may lack substance (Bardt et al. 2019: 95, 98). 
Before setting out to determine a shift in industrial policy through empirics, this paper provides a definition and relevant theories on the subjects of paradigm shifts and industrial policy. The central question Why did the EU approve subsidies for a car battery alliance and does it constitute a paradigm shift in EU industrial policy exists out of two parts: Industrial policy and the paradigm shift. In terms of industrial policy this paper makes a distinction between vertical and horizontal policy. Why this distinction in particular? As will be put forward in the upcoming paragraphs these terms provide a succinct understanding of neoliberal (horizontal) versus more Keynesian (vertical) industrial policy. A policy alteration from one to the other would be considered a paradigm shift, as it has been. Following the industrial distinctions this article more closely defines a paradigm shift and its necessities. It becomes apparent that beyond the radical transformation of a paradigm shift there are also less fundamental, incremental policy alterations. Additionally, the theories on paradigm shifts indicate whether a shift in industrial policy would fit the circumstances of the EU’s political economy at that time. Such information helps determine the likelihood of a shift, thus adding to the validity of this paper’s inference on whether there was a shift in EU industrial policy.
In order to recognise a shift in EU industrial policy this paper creates a distinction between particular types of industrial policy. Indeed, based on the definition of industrial policy there might be or might not have been a paradigm shift. Starting off with a more general definition, industrial policy involves the government actively shaping the structure of an economy (Eder et al. 2018: 8). Pitelis provides a more detailed explanation referring to it as ‘a set of measures taken by a government that aim to influence the performance of firms, sectors, industries, and clusters towards a desired objective as well as the financial, human and organizational resources, and organizational and contingency arrangements made in order to implement this objective’ (Pitelis, 2015: 18). The latter, more detailed, understanding hints at particular sectors or industries being targeted, rather than industry as a whole. This provides a fundamental distinction which can tip the balance of policy in favour of a neoliberal or a Keynesian paradigm. Horizontal policy is more closely related to the former, the latter concidered more in league with vertical policy. 
Horizontal policy can be interpreted as competition policy in which policy makers intend to create a level playing field and competitive environment (Bailey & Tomlinson, 2017: 223). Examples include prevention of monopolies, enforcing positive externalities and combatting negative externalities by the state (Bardt et al. 2019: 102). Means of addressing externalities horizontally include safeguarding law and order, protecting property rights, and investing in infrastructure (Storm, 2015: 687). Still further horizontal policy often aims to augment education, with universities acting as R&D departments providing public knowledge (Bailey et al. 2019: 331, 332; Andreoni & Chang, 2020: 331). The idea that a more skilled workforce serves as a growth and innovation stimulus in all industries serves as the backbone behind this technology policy (Bardt et al. 2019: 99). Horizontal policy thus serves as a non-discriminatory policy in line with neo-liberalism (Bailey et al. 2019: 328): A market in which firms operate on an equal footing free of preferential aid (Bartlett, 2014: 5).
Vertical policy, on the other hand, more closely identifies with selective, strategic interventions supporting particular activities. This includes targeting certain industries or firms for supporting precise innovations and enabling sectoral value chains (Andreoni & Chang, 2016: 493). Levy describes vertical policy based on the French dirigiste model which the EU Member State followed between World War 2 and 1983. He recognizes a long term, state planned, national champions strategy, nurturing economies of scale through transferred state innovation complemented with encouragements in private innovation through subsidies and guaranteed markets (Levy, 2017: 613). He continues describing a strong sense of conditionality attached to the advantages industries receive, exemplifying also the long-term nature of the relationship, but more so cementing the push to innovate through manufacturing experience. Historically, industrialization required a government’s central planning to disrupt the structure of the economy and provide the necessary capital. Such an act of breaching the comparative advantage in order to catch up exceeds private capital’s long-term risk barring capabilities (Storm, 2015: 674-675). 
The preference for one form of industrial policy over the other could be traced back to defining the comparative advantage. Policy makers that perceive the comparative advantage to be static generally employ horizontal measures (Storm, 2015: 687). As comparative advantages are set in stone, there is little use in forcing a new advantage through selective industrial policy, hence the main thing a state can do is facilitate the advantage it already has. If one assumes a dynamic comparative advantage, on the other hand, active interventions in the structure of the economy through vertical policy may yield benefits. It clears a path for an infant industry rhetoric in which the state may protect its home market in order to let a new industry bloom in peace. The idea being that a market would be more efficient at the home turf, but cannot get off the ground due to international competition. It can actually rectify a false comparative advantage early adopters have merely for being first on the scene (Krugman, Obstfeld, & Melitz, 2018: 312-313). However, Rodrik states a distinction between dynamic and static comparative advantages is folly. He argues both assumptions recognize market failures. Failures distort the prices that signal a comparative advantage which means one is unable to determine whether the market operates under one or the other (Rodrik, 2011: 228-229). What remains is how to best address and correct market distortions, rather than deterring from vertical policy altogether due to historically determined comparative advantages. 
Whether horizontal or vertical, what drives a government to engage in industrial policy? Going on the work of Kaldor stimulation of the manufacturing sector is advantageous. Kaldor identifies industry as the greatest growth sector as it is the sector which allows for the most specialisation and is most suitable for acquiring and incorporating new technologies. Additionally, the manufacturing sector has the greatest forward and backward linkages, thus providing significant spillover effects for the rest of the economy (Thirlwall, 1983: 345-346). Indeed, UN research indicates that between 1970 and 2007 countries with high share of GDP in manufacturing coincided with higher GDP growth (UNIDO, 2013: 23). Though it should be noted that financial services experienced significant growth up until 2008, the appending financial crisis proved the accumulation was speculative and unstable (Epstein & Crotty, 2013: 293). Other service based industries such as ICT in India also spurred significant growth levels over the last decades. However, Ghose found that India’s process of leapfrogging past an industrial society into a service-based economy will ultimately slow down growth. Sustained rapid growth in India requires manufactured-led as the balance of trade of the country cannot withstand the increasing imbalances resulting from the service based economy. Incidentally, Ghose implies investment in manufacturing would have lowered inequality more as opposed to the realised investments in services (Ghose, 2014: 18-19). 
Altering the structure of the economy became especially preferable after and during the Great Recession as countries noticed that -in accordance with the findings of Kaldor- states strong in manufacturing outperformed service-based economies (Bailey et al. 2019a: 330). Based on the work of Mazzucato, states diverted to vertical intervention as it could yield greater results than allowing capital to flow towards optimal allocation on its own. Mazzucato argues that the public sector may innovate more efficiently than the private sector, as it has more potential to create new markets. She thus advocates an entrepreneurial state. The cornerstone for the state outperforming private capital in innovation and creating markets are risk and uncertainty. Fundamental, or ground breaking, innovations include uncertainty, rather than risk, as one is unable to calculate the probability of returns on the investment. As a result, investors prefer to stick to applied and incremental innovations, effectively updating existing technologies, which adheres better to risk-assessment. Untapped growth potential, however, predominantly stems from fundamental innovations such as the internet and GPS. The state acts as an entrepreneurial agent willing to take the risks that private capital dare not bear (Mazzucato, 2013: 32). Wade describes the situation as such: The private sector will merely invest in incremental changes, as that is what the market signals in terms of prices. This signal blocks fundamental innovations and affects the future state of the country, since what a country produces today determines its comparative advantage in the future. The state therefore has a place to help steer the comparative advantage of the future as they are not constrained by the capitalist logic of market signals (Wade, 2014: 781). Some fear state involvement in investing crowds out private investment: Firms lack in incentive to invest in innovation themselves, as that box is ticked by the state. Saturated companies become less competitive due to lacking incentives (Mazzucato, 2013: 46). Chang & Andreoni argue, however, that investment in areas such as green technologies are unlikely to occur on a private basis due to its long-term nature, which increases uncertainty, therefore no investment is crowded out (Chang & Andreoni, 2020: 346). In other words, a neoliberal free market does not optimise the allocation of capital due to the unwillingness to engage in long-term, uncertain contracts. Beyond the means of an uncoordinated neoliberal market, state interventionism ultimately would optimise GDP growth through more efficient allocation of resources (Storm, 2017: 8). Reluctance of the private sector to invest in fundamental innovations acts as a market failure, and thus the state rectifies through interventionism (Mazzucato, 2013: 27, 44). Keynes already noticed that the state should not intervene in practices in which the private is already active thus crowding out investments. However, the state should intervene when the private sector is not active where a market should be present (Keynes, 1978). Beyond the uncertainty linked to fundamental innovations initial investments, particularly in industry, are risky as they require relatively substantial investments which will later count as sunk-in costs. Industry requires investments in physical capital, thus solidifying the capital and increasing uncertainty due do its illiquid form, even more so as particular machines or skills only serve a single technology or product (Chang & Andreoni, 2020: 327). In terms of green technology uncertainty is especially high due to its development residing in early stages, making a state entrepreneur particularly relevant (Mazzucato, 2013: 30). 
In addition to the state serving as an allocator of resources, it may also act as a coordinator and investor for cooperation, such as in an industrial cluster. Indeed, the inability of the market to coordinate capital injections amongst related industries acts as a market failure driven forth by a lack of information. This again, is mostly related to the initial investments costs. It is therefore justified for the government to step in and take the risk necessary to reap the most rewards from an industrial cluster (Andreoni & Chang, 2019: 139). Why is clustering important? New technologies seldom work in isolation, relying on interdependent innovations to operate (Tassey, 2010: 288). Therefore it may be beneficial to cluster related industries (Rosenberg, 1976: 67). Recognition of the necessity for cooperation between multiple firms and state fits the aforementioned references to risk and initial costs. Particularly nowadays in the world of industry 4.0 the (digital) economy often operates best in tandem better enabling network effects (Bardt et al. 2019: 90). Furthermore, production clusters may be advantageous as it forms an economy of scale: Higher output lowers the variable costs, thus increasing the returns due to augmented efficiency (Krugman et al. 2018: 181). 

To add to the validity of the answer on whether the EU shifted from a horizontal to a vertical industrial policy this paper includes a section revolving around the theory on policy paradigm shifts. Firstly, it is clarified what an actual paradigm shift encompasses. There are multiple forms of policy alterations, would a shift from vertical to horizontal fit the bill of a paradigm shift? Next, the paper describes the particular necessities for a shift to occur. Based on the methods and processes described below, this article can with more certainty infer that a shift would indeed fit the contemporary political economy.   
In basic terms, a paradigm shift occurs when a dominant idea, the paradigm, is replaced by a challenging idea and cements its dominance as the new orthodoxy. To understand the process of paradigm shifts better this paper takes a historical institutional (HI) approach. Early on, HI gave policy change little thought (Thelen, 2004: 23). It mainly revolved around path-dependence, which locked-in future developments, though some found room for change (Pierson, 2004: 52). Due to the path-dependent particularities HI effectively centred around structural institutions, originally recognizing only one major force for change: Exogenous shocks. The theory thus divided the flow of history into two segments: Periods of continuity, and external shocks, also known as critical junctures (Hall & Taylor, 1996: 942). Critical junctures circumvent the limitations that structure imposes on change: Forces outside the framework instigate alterations and it is only at critical points that the foundations can be transformed (Katznelson, 2003: 271). The addition of critical junctures brought with it the notion of multiple ideas being present at all times. It explains the ability of policies to change within a government (Lieberman, 2002: 702). After all, if there would be only one possible policy proposal or idea, there is nothing to replace the paradigm. 
After including the possibility of change the next step consists of determining the types of change. Hall proposes three levels of policy change. First order change relates to instruments being fine-tuned based on new knowledge while policy goals are unaltered. Under second order change the goals, again, remain the same, but instead of minor adjustments to existing instruments, new instruments can be introduced. Finally there is change of the third order, in which all three components of policy change: Instrument settings change, instruments themselves change, and the hierarchy of the goals behind policy change (Hall, 1993: 279-280). Third order change is considered a paradigm shift. First and second order shifts, on the other hand, can occur within a paradigm. Shifts of the third kind happen seldom; the shift from Keynesianism to Monetarism is considered one (Hogan, 2019: 181). Which type of change is most likely to occur depends on the characteristics of the force for change.
Recognition of incremental, 1st order change serves as a vehicle to allow for more agency within the process of policy shifts. The addition of these incremental changes in policy allowed for HI to increase the influence of agency within the theory. At its inception, shifts or change happened exclusively as a result of exogenous forces, which occurred during critical junctures. This reliance on critical junctures prohibits significant change from within the paradigm (Mahoney, 2000: 519). The focus on external factors raises a structure-agency problem as actors are ill-endowed in explanatory power (Hall & Taylor, 1996: 954). The inclusion of smaller than paradigm shift changes which were still significant proved to be the first step in empowering agents, as before small changes mattered little (Streeck & Thelen, 2005: 8). The fleshing out of ideas embodied the second step in closing the structure-agency gap. Ideas help explain the sophisticated relationship between structures and agents. Accordingly, when there is little room for agency HI falls short when it comes to explaining the context of demands for change and why actors demand change. Ideas fill this explanatory gap (Lieberman, 2002: 697). On the other hand, though ideas can by themselves act as forces for change, though it will not constitute a paradigm shift by without a shock (Matthijs, 2012: 4). Shocks are indeed important since agents tend to increase their activities during crises (Schmidt, 2008: 306). Ultimately, the non-exogenous influence of agency has the capability to induce significant changes within the paradigm. However, taking the agent’s power in consideration Levy points out that HI should not lose sight of the strength of path-dependency. For even during a moment of crisis that provides a critical juncture, institutions can smother reformists leaving little opportunity for state interventionism (Levy, 2017: 622-623). The constraining power of ideas depicts how the orthodoxy structures thought through its authority over other ideas (Carstensen & Matthijs, 2018: 432). However, these constraints can also be used to a peripheral idea’s advantage as it is able to interpret the paradigm in such a manner so it is in line with the paradigm; relate to the heterodoxy in order to gain recognition (Boswell & Hampshire, 2017: 146). All in all, paradigm shifts are a struggle about interpreting an anomaly. It thus has more to do with authority than purely the ideational, due to the imposition of power (Blyth, 2013: 211). Actors erect both ideational and institutional barriers in order to safeguard the future of the paradigm (Carstensen & Matthijs, 2018: 445). This includes placing agents who support your agenda in key positions within the institutions. Thus if policy makers are in a strong position they are more likely to resist societal pressure which calls for change, that is, if their policy is coherent with the current paradigm. A strong coherence enhances the autonomy of policy makers and shields them from gaps (Hall, 1993: 290). That said, if a shock is severe enough, even the most entrenched paradigm may succumb to its challenger. But what is considered a shock and why is it necessary to initiate change?
A critical juncture, or opportunity for change, presents itself in the form of an exogenous shock, often as a result of a crisis (Hogan, 2019: 179-180). Exogenous shocks such as depressions and wars may pressure groups into reconsideration of the existing ideas (Berman, 2013: 227-228). Examples include the 2008 Financial Crisis and the ensuing Great Recession, the Euro Crisis, and the oil crises of the 1970s. Crises form the opportune moment to challenge and replace the current paradigm because during these periods anomalies emerge; problems which the current paradigm cannot explain (Hall, 1993: 280). It provides opportunity for challenging ideas to solve the current predicament (Berman, 2013: 227). The shift from Keynesianism to Monetarism after the 1970s oil crises serve as the most astute example. The inability of Keynesian policy to account for high inflation and slow growth served as an opportunity for monetarism to jump in the gap to explain the economic turmoil (Hall, 1993: 284-285). The orthodoxy could seek to maintain its position through an interpretation of the anomaly. However, paradigms forcefully trying to explain anomalies can lead to stretching: It seeks an explanation which does not fit its theoretical background. It is in the grey areas, policy shrouded with uncertainty, where new policy can nestle (Berman, 2001: 235). These grey areas, or gaps, may be the result of lacking theory or can be the result of ambiguous rules due to information limitations of actors (Mahoney & Thelen, 2010: 12). Rules can never be complete enough to include all real world complexities which also opens up space for interpretation (Lieberman, 2007). Actors can thus mould ideas to serve their preferences in order to bend the outcome into their preferred direction (Sheingate, 2007: 17). One can interpret these ideas as stretching the parameters and scope of legislation (Mahoney & Thelen, 2010: 13). As some preferences weigh more than others, it matters a great deal how an issue or crisis is framed (Hall & Taylor, 1998: 961). 
The ability to interpret laws and circumstances in a particular fashion serves as the background for policy makers’ ability to reshuffle alliances and form new coalitions which can overthrow the status quo. Agents can convince other agents and the masses (Carstensen & Schmidt, 2016: 326). Conflict arises from the differently motivated actors that aim to fill the gap (Mahoney & Thelen, 2010: 11). Successfully challenging the paradigm depends on the ability to forge coalitions, in which the relative power of an actor is essential to its ability to form them (Hall & Taylor, 1996: 940-941). Due to coalition forming being based on the interpretation of ambiguities there are constantly shifting power blocks (Weir, 1992: 29). How far an interpretation may stretch and how well it fits the gap depends on the resilience, and crisis preparedness of the idea (Braun, 2015: 420). The less prepared the paradigm, the more likely the heterodoxy is able to align enough policymakers to challenge and overthrow the orthodoxy. Interpretations aside though, the idea that is most likely to be chosen to explain the crisis is often the one of the agent with the most money, as ‘He who pays the piper, calls the tune’ (Goodhart & Schoenmaker, 1995: 544). Lastly, reasserting the prominence of crises in shifts, the agents’ nature becomes more voluntaristic during critical junctures as it is a period in which the structure is relatively undetermined (Mahoney, 2001: 7). The main addition here consists of a juncture’s effect in the short- and long-run. Braun emphasizes that uncertainty and the ensuing persuasiveness leading up to significant change plays a dominant role in the emergency phase of a critical juncture (Braun, 2015: 420). It is more likely that a new paradigm reveals itself amidst the chaos, rather than after the crisis has settled down, as policy makers are more susceptible to new coalitions. Overall the contest for power plays a pivotal role in constituting a paradigm shift. 
Beyond a new coalition a paradigm shift is likely to occur across policy fields: The plausibility of an industrial paradigm shift increases if similar shifts can be observed in other policy areas. This notion relates to the persistence of the paradigm as it becomes institutionalised and becomes a part of political life: The idea has become embedded in organisations, groups, and shaped the structure of the political arena (Berman, 2013: 229). Carstensen and Röper also identified interinstitutional linkages as sources of change. They provide the example of how financial liberalisation in Germany went beyond its own policy paradigm and instigated a similar shift in pension privatisation (Carstensen & Röper, 2019: 1329, 1352). Buch-Hansen and Wigger concur that changes in competition regime should be part of a wider paradigm shift (Wigger & Buch-Hansen, 2014: 115).  
Finally, a paradigm generally requires popular support, therefore a shift would coincide with public initiatives which are in line with the challenging idea. A paradigm requires popular support for a simple reason: The moment a policy becomes the object of political debate, its success depends on its capacity to mobilize enough public support. Indeed, in a well-functioning democracy every bureaucrats or politicians should be able to justify his or her decision before the masses (Hall, 1993: 287, 291). It should be taken into consideration, though, that if the public indeed questions the orthodoxy, there need be an attractive alternative to follow in order to challenge the existing paradigm (Berman, 2013: 228). 
Conceptualisation
To recuperate, if there indeed is a paradigm shift within EU industrial policy one would expect to see the following traits in the political economic arena. First, a paradigm shift is often preceded by an exogenous shock, often embodied by an economic crisis, which acts as an anomaly. As the orthodoxy is unable to explain the event, a challenging idea may take this opportunity to fill the gap. Second, coinciding with the institutional change there is a shift in power. New coalitions form as actors realign themselves with ideas not concurrent with the paradigm. Third, the new coalition is expected to alter policy in multiple fields, rather than solely in industrial policy. Finally, within the EU policy generally requires popular support. Therefore, it is to be expected that a paradigm shift coincides with the opinion of the masses. Through these steps this papers wishes to specify the probability of a shift in industrial policy occurring. How this will come to pass is explained in the next chapter. 
To find an answer to the question Why did the EU approve subsidies for a car battery alliance and does it constitute a paradigm shift in EU industrial policy this paper developed a causal mechanism based on HI theory. The mechanism acts as a guideline to detect systematic patterns in the empirical manifestations (Beach & Pedersen, 2013: 18). Like the theories before, this paper’s process is divided in two: The outcome and the mechanism leading up to the outcome. In other words, with the aid of the methods of process tracing this paper seeks to go beyond correlation, aiming for causation. If X leads to Y this article aims to know how exactly this causal mechanism works, this is what defines process tracing (29-30). Below is depicted a representation of the causal mechanism. Indeed, Process tracing serves to go beyond correlation. 
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Figure 1. Visual Representation Causal Mechanism
Converted to hypotheses ‘Y’ and the linkages within the mechanism are formulated as such:
1. In approving MS subsidies to the car battery industry the European Commission experienced a shift from horizontal to vertical industrial policy.
2. The EU experienced a crisis which opened up an opportunity to convert from horizontal to vertical policy.
3. Relative stakeholders changed positions from supporting horizontal policy to supporting vertical policy, thus creating new power balances.
4. Aside from a horizontal to vertical shift in industrial policy, similar shifts materialised in other policy areas. 
5. The EU experienced demands from the masses that correspond to the shift from horizontal to vertical policy.
The first hypothesis, on whether the approval of the battery project serves as a paradigm shift from horizontal to vertical industrial policy, consists of two parts. It first presents the characteristics of the project based on this paper’s industrial framework. This is followed by an empirical depiction of previous EU industrial policy. Comparing one to the other leads to an inference on whether there was a shift or not. Hypothesis 1 is represented by ‘Y’ on the right hand side of the table. It embodies the outcome of whether there has been a shift from horizontal to vertical policy. The moment it has been established that Y is either one or the other, it will serve as a dot on the horizon to test the causal mechanism and prove the validity of said outcome. The remaining four hypotheses act as a confirmation of the outcome of the first hypothesis. The letter ‘X’ on the left hand side serves as the exogenous shock which kick starts the mechanism leading toward Y. In this case the Financial Crisis and ensuing Euro Crisis act as the exogenous shocks. The linkages which follow the initial shock need not appear in the order as depicted above: They are not steps which necessarily follow each other in a particular sequence. Rather, the mechanism presents INUS causes which together may form sufficient causes for Y (Beach & Pedersen, 2013: 16, 30) and how particular variables join together at specific historical moments (Katznelson, 2009: 101). Should all linkages of the pre-built theory be present, it is possible to infer the entire mechanism is present. On the other hand, if found that the mechanism is not present, the scope of the inference will diminish (Beach & Pedersen, 2013: 88-89). In terms of generalisability, keep in mind that this is a case study. This paper functions to be able to infer whether there has been a shift in industrial policy and update the proposed mechanism and empirical research. Generalisability of the outcomes should be taken with a grain of salt, due to it being a singular case. The variables used in the path are simply too many and too complex to be considered for a generalisation (Steinmo, 2008: 175). That said, in the process of theory testing this paper draws upon preceding theories as foundations for its mechanism and inferences (Mahoney, 2015: 213). The inclusion of earlier theories provides ample amount of cases to be able to work toward a generalizable inference. If this paper’s mechanism is revealed to be accurate, one can compare across other cases whether it holds true (Hall, 2013: 28). Still, N is small so the inferred causal mechanism would only work within the specific context (Beach & Pedersen, 2013: 61). Indeed, in historical process tracing a pattern serves in a particular place and time, thus a mechanism may only fit particular cases (Steinmo, 2008: 163). Furthermore, risk looms over the updating as it is possible that one builds a theory merely to fit the data. It is essential to recognise that the data can falsify the theory, rather than updating it (Hall, 2013: 21).
The empirical section adheres to the mechanism discussed above. As a result, the empirical part too is divided in two sections. First, the goal is to find whether there has been a paradigm shift within EU industrial policy based on the vertical and horizontal policy distinction. This part consists of identifying whether the battery subsidies actually adhere to the notion of vertical policy. EU policy serves as evidence which will be compared to the theory. Next, the empirics provide an overview of EU industrial policy related to the car industry preceding the introduction of the project in order to determine whether previous policy was either vertical or horizontal. All evidence related to this hypothesis exists strictly within acts of the European Commission. In short, the paper dissects the car battery proposal and clarifies whether previous Commission industrial policy decisions classify as vertical or horizontal. In essence, this answers the second part of the central question: Has there been a paradigm shift in EU industrial policy. In accordance with the framework, if there is no shift there might still have been a 1st or 2nd order change.
The consequent component of the empirical research concerns itself with clarifying why a paradigm shift did, or did not occur. Here the article tests the causal mechanism checking the linkages and ‘X’. The empirics exist of the following steps. Firstly, does the paper recognize an exogenous shock which acts as an anomaly to the orthodoxy? The empirical description of the double dip crisis in the EU simultaneously covers the anomalies and gaps that occurred and which provide an opportunity for an idea to challenge the orthodoxy. In other words, the evidence for X and the first linkage ‘Gaps’ are combined; other linkages are dealt with separately. The establishment of a crisis and anomalies leads to the next item within the mechanism: Power-play. The anomaly that the crisis creates presents agents with an opportunity to (re)interpret solutions to the problem. This may result in agents changing sides and forming new coalitions which may favour the challenging idea, in this case vertical industrial policy. From this point forward, relevant agents include the Commission, but also other international organisations such as the International Monetary Fund (IMF), as well as Member State policy and MS politicians. The paper seeks evidence of stakeholders that now approve of vertical industrial policy as opposed to the past. The acceptance of a vertical program by relevant stake holders is not expected to operate solely within the field of industrial policy. Rather, HI theory expects similar alterations in other policy fields if there were a paradigm shift. This practice represents the consequent part of the causal mechanism: Shift Beyond Industry. Evidence of synchronous changes in other policy fields serve as empirical validation of the link. In this case vertical versus horizontal policy will be presented in a broader sense as the distinction otherwise purely operates in an industrial framework. For the sake of argument, this paper looks for evidence of neoliberal policy which has shifted toward a more Keynesian understanding. This will particularly entail acceptance of higher government debt. In short, vertical policy more coincides with Keynesianism due to its direct interventionism, whereas horizontal policy better exemplifies neoliberalism due to its market driven allocation of resources (Coates, 2015: 53). Be advised that this definition may lead to some overlap between hypothesis 3 and 4. Finally, the mechanism stipulates that shifts generally are accompanied by a public discourse which follows the same logic. Thus, as a final verification of a would-be shift from vertical to horizontal policy the empirical section includes an overview of mass support for policy alterations. 
Concerning the timeframe of this paper, the empirics extend over a broad period of time. Though extra attention is paid from the period following the Great Financial Crisis of 2008, preceding years are included as well in order to stipulate whether the EU preferred a horizontal industrial policy in days past. It will go as far back as 1989, just after the EU policy paradigm shifted from Keynesianims to monetarism. In accordance with the method this paper follows the mechanism is triggered through a crisis. Within HI economic crises are most explicitly stated as vessels for change (Matthijs, 2012: 17). To be clear, the 2008 Financial Crisis, the Euro Crisis and their impending recessions may seem events from a distant past, but some argue that the EU has not yet overcome all the negative economic and social effects of the crises (Buch-Hansen, 2018: 159). Additionally, change stemming from crises may be a slow burn with reforms being institutionalized only after the immediate emergency phase (Braun, 2015: 434-435). At time of writing the EU suffers the (economic) consequences of the COVID-19 virus. These recent developments have had their effect on economic policy which may serve as evidence for the hypothesis regarding broader policy changes. Beyond economics, some point toward to a social- and environmental-crisis (Buch-Hansen, 2018: 159).
The scope of this paper is mostly attentive to the directives and regulations directly related to the car battery project. This narrow focus may overlook other relevant laws that influence EU industrial policy. Indeed, other industrial policy may lead to an alternative result on whether or not the EU experienced a shift from horizontal to vertical policy. As it stands, the predominant way of recognizing vertical policy is through fiscal indicators. A firm receiving state aid serves as a red flag. Pushing an industry in a particular direction by the state is also relevant. Beyond that, this paper’s scope is limited. Finally, in terms of inclusiveness the linkages ‘Power Play’ and ‘Shift Beyond Industry’ may deserve more attention than this paper currently ensues. These are possibly infinitely broad subjects which are only touched upon in this paper. 
Methodology

To determine whether there has been a shift it must first be established what the car battery project entails. To begin, the EU car battery value chain program contains more than subsidies. The approved subsides are a result of the goals set out by the Commission in its 2019 report on the implementation of the Strategic Action Plan for Batteries. The car battery industry project began to take shape when Commissioner Maroš Šefčovič established the European Battery Alliance (EBA250). The EBA250 project was launched in October 2017, a platform in which key industries, the Commission, the European Investment Bank (EIB), and Member States steer the scaling up of and innovation in the European car battery industry and serves to help fill the gaps in the European battery value chain. In turn, EBA250 group came into existence as a result of the Commission’s renewed EU Industrial Policy Strategy through which they seek to strengthen European value chains and innovative capacity, and stimulating environmentally friendly projects (Commission, 2020). A year after its inception the EBA250 group made a proposal for the car battery value chain project. The project was called the Strategic Action Plan on Batteries and serves as an annex to the Europe on the Move proposal.
The Strategic Action Plan on Batteries contains the first concrete plans for the creation of an EU backed car battery value chain. This proposal includes a number of measures and goals for the EU to achieve in relation to enabling a competitive car battery industry within the EU. The project includes securing raw materials for production, create a car battery value chain in Europe, strengthen industry through innovation, increase worker skills, ensure the industry has a low carbon emission footprint, and safeguard the projects’ consistency in relation to other EU policies such as trade (Commission, 2018). One year later the Commission provides even further details in an implementation report. The Commission exclaims that this can be a key driver of EU industry competitiveness and leadership, especially car manufacturing. The regulator advises substantial investments for the estimated required 20-30 mega factories. It is stated that speed is of the essence, and therefore leveraging private investments is advised. Leveraging investments through public financing is furthermore required due to the scale of the project (Commission, 2019). 
The report includes an explanation as to why the EU requires a strategic approach to batteries. Firstly, the project fits within the EU’s long-term goal of a reaching a climate neutral economy. Indeed, the current Commission under Ursula von der Leyen augmented the post by introducing the New Green Deal, which states that no less than 25% of the long-term EU budget should be reserved for climate action (Commission, 2019). On top of that, the project is expected to increase the EU’s economic output and create high value job opportunities, particularly for car manufacturers. Furthermore, the Commission is of the opinion that the EU if too dependent on imports of this crucial technology. The Commission seeks to prevent a technological dependence and reap the rewards of the growing market. The Commission states that mining and processing facilities of necessary resources are currently concentrated in China. It proclaims the EU needs to become more self-reliant for political reasons and possibly also for ethical reasons in terms of mining practices abroad (Commission, 2019). 
In accordance with the battery strategy the EBA250 send the Commission a proposal for a project which included €3.2 billion of state aid. Under supervision of the Commission Sweden, Finland, Poland, Belgium, Italy, France, and Germany will work to produce a European car battery industry alongside 17 private companies (Commission, 2019). Three months later the Commission approved the proposal based on its assessment of the project through the Communication on Important Projects of Common European Interest (IPCEI). The IPCEI communication serves as a framework for article 107 3 (b) of the Treaty on the Functioning of the European Union (TFEU) which stipulates that that state aid may be permitted under circumstances of market failure. In short, the IPCEI allows Member States to fill the gaps of market failures which stem from the significant risks a project may entail, thus stimulating private equity to join the investment (Commission, 2019). For a project to qualify for state aid approval it must adhere to five requirements in particular. First, the project must contribute to an EU objective. Second, it must involve multiple Member States. Third, it should include private investors. Fourth, the project is expected to generate positive spillovers throughout the EU. Fifth, the goals ought to be highly ambitious. The Commission found that that the €3.2 billion aid checked all five boxes: Through the overarching EBA250 group the aid coincides with an EU goal; Multiple Member States are party to the project in cooperation with private parties; The EU expects positive spillovers form the battery chain industry. Most importantly, the project is highly ambitious. Indeed, the Commission points out that a market failure is corrected through the aid as it recognizes car batteries as an ambitious and risky technology in which private actors are unlikely to invest. It is expected that the €3.2 billion will unlock €5 billion in private investments (Commission, 2019). Overall, the Commission thus found that the subsidy is in line with EU state aid rules, that the amount is proportionate, necessary and does not distort competition. 
Directives supportive of the EBA250 project include the Clean Vehicles Directive and Regulation on CO2 emission standards, proposals aimed at stimulating green procurements for the state and lower emission standards for cars, respectively (Commission, 2019). The Commission states that the EBA250 encompasses a financing mechanisms in which the Member States, industry, and the European Investment Bank (EIB) work closely together. Indeed, alongside the Member States’ aid the EIB expects to lend over €1 billion for car battery projects on top of the €1 billion it has already lend to project stake holders since 2010. Commission Vice-President Maroš Šefčovič describes the EIB and Member State investments as a leverage tool for increasing private financing of the project (EIB, 2020).
Where initially particular attention went out to the technological aspect of the car battery project, the COVID-19 crisis added to the importance of independent EU production facilities. Both Commissioner Šefčovič and the Vice-President of the EIB Andrew McDowell indicate that the pandemic distorted vital supply lines including in the European car battery industry. As such, they both emphasize the strategic value of an independent EU value chain, including for example lithium mining, as production of cars slowed down due to a disruption of components entering the EU from China (EIB, 2020).   
In terms of state aid, before 2007, and before the crises, car manufacturers were subject to a separate law, rather than the all-encompassing Regional Aid Guidelines. This sector-specific framework for state aid to the motor vehicle industry was introduced in 1989 with the aim of imposing discipline and reducing the distortion of state aid, as opposed to the 1970s and 1980s when considerable amounts of state aid flowed toward car manufacturers. The Commission recognised dangers of market distortion particularly in the automotive sector as it was a highly globalised sector and competitive sector. Aid may incentivise less competitive behaviour which makes industries fall behind (Commission, 2000). A 1996 study of the framework led to a 1998 revision of the act. The study showed that during the period 1989-1996 ECU 5.8 billion (1 ECU = 1 Euro) and car manufacturers were operating with excess capacity since 1993 using only 80% of its total (Commission, 1997).
The 2007-2013 Regional Aid Guidelines replaced the Car framework which meant aid to car manufacturers no longer adhered to separate rules, but were now included in the overall framework. That said, the Commission still considered the car industry as particularly important for job creation and other positive (i.e. R&D) effects. Though submitted to an in-depth investigation because they might have exceeded the threshold of company size within the market based on the Guidelines on Regional Aid 2007-2013, between 2007 and 2014 €1.8 billion in subsidies were approved for the car sector alone. Most subsidies were activated July 2011. In a 2014 report the Commission stated that it is of the opinion that the subsidies which resulted from the crisis led to overproduction, thus troubling the sector even more. The EC follows up on their claim stating that the new Regional Aid Guidelines (2014-2020) will further prevent subsidy races and inefficient market structures (Commission, 2014).
The renewed Guidelines on Regional Aid which clarified TFEU 107 3 (b) for the period 2014-2020 -due to the COVID-19 crisis until June 2021 (2020/C 224/02)- was adopted as part of the 2012 State Aid Modernisation initiative (SAM) (Commission, 2015). With the introduction of SAM the Commission allowed for an easier application of state aid. The initiative also included the General Block Exemption Regulation (GBER) which allowed Member States to implement their subsidies without prior notification of the Commission (Commission, 2019). A hurdle to initiate aid was removed, but the aid was still required to be proportional based on Commission standards. The 2014-2020 Guidelines allow for green investments and investments in Europe’s most disadvantaged regions. The objective of the regional aid is to stimulate local development and create an equal playing field, though there exist some caveats. In broad terms, aid for development is allowed as long as the market-failure and advancement of common interest is well defined. Amounts of aid are allowed to go higher if it concerns research and development and environmental protection it states in the Guidelines on regional state aid 2014-2020 (Commission, 2013).
Beyond its frameworks on state aid the Commission pushed a new industrial agenda with its 2014 communication ‘The European Renaissance’. This communication -which followed up on the White Paper of 2012- urged Member States to increase their industrial share in GDP (Commission, 2014). In particular the Commission argues that the EU is falling behind in innovation and is less competitive due to higher labour and energy prices. Therefore, The Commission set out to get industry as a percentage of GDP to 20% in 2020, compared to 15.1% in 2013. During the High Level industry Roundtable “Industry 2030” in 2019 individual experts and industrial representatives discussed trends and challenges in EU industry with the Commission (Commission, 2019). From the meetings the Commission concluded that policy should increase investments in six key value chains, among which clean vehicles, which would complement an earlier initiative on strengthening the value chain for batteries (Commission, 2019). Other Commission initiatives to increase competitiveness of the EU car industry is through harmonisation include the Common Technical Requirements Framework. The regulatory body argues that harmonisation reduces development costs and avoids performing administrative procedures multiple times (Commission, 2020). 
Outside the approved project other car battery initiatives have sprouted throughout the EU. In 2018 Hungary reported a planned €103 million subsidy to aid in Samsung’s €1.2 billion investment. The aid is now under investigation of the Commission as Verstager explained that public investments should be reserved for moments when private investments need to be triggered in disadvantaged regions. She continued that the EU wishes to prevent an unnecessary advantage given to the beneficiary and points at the prevention of distortion of competition in the Single Market (Commission, 2019). 
To clarify, the aid and regulation related to the cases described above are not crisis measures. The Commission stipulates a separate framework to (dis)approve state aid due to (economic) crises. The framework most concerned with this function is also part TFEU 107 3 (b): This article contains a section to clarify aid during crisis and aid under “normal” circumstances. The section on crisis aid revolves around remedies for a serious disturbance in the economy, rather than projects of common interests, like the IPCEI stipulation does. Approved responses to the economic contractions following the double dip crisis include multiple Member States providing aid to the ailing car industries. Swedish bailout of Saab and Volvo amounted for €2.3 billion (Guardian, 2008; Commission N80/2008), France provided €6 billion for its car industry (Guardian, 2009), and Germany provided a car replacement subsidy stimulating sales (FD, 2020). The Commission approved aid under similar conditions during the COVID-19 crisis, allowing a €5 billion bailout of Renault by the French state as the COVID crisis forms a serious disturbance in the economy (2020/N, 2020). 



The findings on the horizontal and vertical tendencies of EU industrial policy are here validated by means of the theorised causal mechanism. The EU experienced a crisis which opened up an opportunity to convert from horizontal to vertical policy constitutes the first part of this mechanism. The EU did experience a number of crises over the last years. Following the mortgage crisis in the US, financial turmoil affected EU businesses, too. Europe was not prepared for the effects of the US originated Credit Crunch of 2007-2008 and the following EU Sovereign Debt crisis of 2010. GDP shrank 4% in 2009 in the EU and again, after a slight recovery, dropped 1% after 2010 (World Bank, 2018). Coincidentally, EU unemployment rates experienced a similar movement: Unemployment increased 3 percentage points from 2007 to 2010, after which it dropped slightly, only to rise again with 2% from 2011 until 2013 (Eurostat, 2020). The Commission dubbed the results of the Great Recession the sharpest contraction in the history of the EU (Commission, 2009). Within the automotive industry the Great Recession, combined with the Euro Crisis, had dire consequences. Between 2007 and 2013 there was a sharp decrease of passenger car sales when new registrations dropped from 15 million to below 12 million, with pre-crisis sales levels only to be recovered in 2018 (ICCT, 2018). Accordingly, the amount of people employed in the car industry in the EU in 2007 amounted for 12.6 million people (EU25), it took until 2015 to reach an equal level of employment rates (ACEA, 2011; ACEA, 2019). The grim situation in the car sector affected the whole (real) economy of the EU, as in terms of economical weight the industry translates to representing 7% of total EU GDP (Commission, 2020). People directly and indirectly employed by the car industry in the EU amount for 6.1% of all employment in the EU (ACEA, 2019). The effects of the crises appear to be far from over and will effect EU manufacturing far beyond: Over three-quarters of car executives agree that by 2030 only 5% of automotive production worldwide will occur in Western-Europe (KPMG, 2020) decreasing further still from 18% in 2010 and 15% in 2020 (FD, 2020).
Simultaneous with the economic and financial malaise of the last decade, environmental decay and income inequality also serve as critical issues which challenge the EU. The EU recognised the threat of climate change in ratifying the Paris Climate Accords (UN, 2015). The effects of global warming certainly constitute a crisis as effects include more extreme weather, rising sea levels, and overall increased social and economic costs for the EU (Commission, 2020). Former Secretary of State (foreign affairs) Hillary Clinton claimed that increased shortage of water due to climate change in the Middle-East sparked another crisis, namely an influx of refugees in the EU (CNN, 2015). Though the EU refugee crisis has fallen to the background, the UN in a 2019 report states that climate refugees will remain a dominant factor in migrations (UNHCR, 2019). In addition to global warming and a recession income inequality has increased significantly over the last 40 years within the EU and perceived as a social crisis (OECD, 2017). In EU Member State the Netherlands the richest 10% of people own at least 67% of all the household wealth (CBS, 2020). Overall in EU, the richest 20% earns 5.1 times more income than the poorest 20% (Eurostat, 2019). OECD figures show that income from labour’s share of national income fell from 66.1% to 61.7% from 1990 to 2009, an indication that inequality increased as capital endowment is more concentrated than that of labour (OECD, 2015). Indeed, EU policy approves forms of state aid precisely because they aim to diminish (regional) discrepancies (Commission, 2012). Combatting regional inequality serves as one of the arguments for allowing state aid within the regional aid guidelines (Commission, 2013). 
   

Next step in the causal mechanism involves the creation of new coalitions. Here are portrayed multiple stakeholders who changed their position from favouring vertical to horizontal. In broader terms it also depicts shifts in preferences in terms of austerity, as it closely related to the manoeuvrability of state interventionism through subsidies and aid. In 2019 Germany’s and France’s ministers of finance Altmaier and Le Maire, respectively, jointly asked for a more rigorous EU industrial Policy (Altmaier & Maire, 2019). Not everybody shared the enthusiasm: Question remains whether the industries chosen will prove to be winners. Lannoo of the European think tank CEPS pointed out that 12-13% of GDP was spent during the financial crisis, and it did not result in a rejuvenated system (FD , 2020). More specifically in regard to car batteries, even though the Commission has not yet concerned itself with the Berlin factory US manufacturer Tesla started constructing as of 2020, German minister of finance Peter Altmeier announced that the American company is welcome to apply for subsidies if they meet the criteria (Politico, 2020). Earlier on, Germany also opted for vertical aid for a paper plant in an underdeveloped region near Hamburg. The Commission approved the aid with Commissioner Margrethe Vestager substantiated the approval by stating that public investments in less developed regions in Europe are important pillars local growth (Commission, 2016). A turn to vertical industrial policy is backed by the EESC. They welcome the Commission steering the development of the car battery industry and deem it necessary. In their opinion report the Committee even states that they recognise the risk of “backing the wrong horse” through industrial policy, but are willing to take it. Simultaneously, the EESC prefers the value chain methodology as it better suits circular thinking than the old sectoral approach (EESC, 2019: 6). 
Apart from car batteries Member States also directly targeted other industries through vertical interventions. Germany, France and the Netherlands as they saved flight operators Lufthansa, Air France and KLM, respectively, under the condition that they work toward more environmentally friendly operations, among other things (FD, 2020). Though these are interventions which resulted from the Corona virus, Dutch policy makers took increased interest in Air France-KLM already in 2019. Under the guise of securing the essential position KLM has in Dutch logistics, the state increased its holdings in the flight operator February 2019 (Rijksoverheid, 2019). According to the Dutch government the indispensable role of KLM translates itself in the amount of jobs it creates, and which should be harboured. The state provided a similar logistics- and employment-argument in its explanation to Dutch Parliament on why it provided aid to shipbuilder IHC during the COVID-19 crisis (Wiebes & Vijlbrief, 2020). Other industrial aid does not fit the same picture. Additionally, July 2020 the Dutch state invested €20 million in tech-company Smart Photonics. The investment was presented as a part of the Corona measures packages, this public-private venture was however already under consideration in February 2019 (Keijzer, 2020). For reference, the Commission recognizes photonics as a Key Enabling Technology: An advanced technology which reserves significant growth potential for the EU (Commission, 2020). The Organisation for Economic Co-operation and Development (OECD) in a 2013 report recognize the opportunities industrial policy might bring. However, the organization, to which many Member States are party, still prefers horizontal measures as otherwise one might risk rent-seeking behavior, government failure, and protectionism (Warwick, 2013). Similarly, the otherwise reluctant UK Conservatists embraced an interventionist state, but aim to rely primarily on horizontal investments. Under the slogan ‘Build Build Build’ Prime-Minister Boris Johnson christened the investments in hospitals, infrastructure and schools a New Deal during in his Dudley address (FD, 2020). Though this project may result from the COVID-19 economic contraction it should be noted that the 2019 Conservative Manifesto already contained the combination ‘new deal’ and announced £100 billion additional spending for infrastructure alone (Conservatists, 2019).
Though vertical policy is not mentioned explicitly, most car EU car manufacturers agree with the Commission’s reasoning behind green mobility and the subsequent policy recommendations, though some hurdles remain. One such hurdle is the Corona crisis as car associations ACEA, CLEPA, ETRMA, and CECRA send a joint letter to the Von der Leyen Commission seeking relaxation (adjustment to timing) of particular laws (ACEA, CLEPA, ETRMA, & CECRA, 2020). However, the car industry does not stand as one since BMW pleads that the EU should preserve its green goals, despite the crisis (FD, 2020). Julia Poliscanova of the clean transport lobby group Transport & Environment added that next to BMW, VolksWagen and Daimler claim roll-back of green policy is not needed and a crisis should not be used as an excuse to relax climate targets as means of support (Transport & Environment, 2020). 
Regarding state fiscal stimuli more generally international organisations such as the International Monetary Fund (IMF) appear to have made a turn around. Ten years ago the IMF advised policy makers to deter from fiscal stimuli in favour of fiscal consolidation, meaning that the organisation preached austerity, rather than state aid (IMF, 2010). The bi-annual report of May 2020, on the other hand, included IMF policy advice encouraging countries to take advantage of the low interest rate and invest €20 trillion globally to spur the slow economic growth and stimulate environmental protection (IMF, 2020). In 2010 the IMF deemed austerity programs best-practice for combatting crises, now the IMF pleads that public spending should increase during crises. Within the EU Member State Germany, generally known for its budgetary discipline, appears to have accepted looser fiscal policy. Apart from a generous state aid package in response to corona, minister of foreign affairs Heiko Maas in April stated that the austerity measures of the troika in the wake of the Great Recession and Eurocrisis were excessive and even compared them to torture devices (Maas, 2020). On top of that Wolfgang Schäuble, ex-minister of finance, agreed that in light of the Corona-Crisis the EU should aid the Member States, though he also warned for the risks of increased debt in debtor Member States (FD, 2020). The European Central Bank pointed out the EU manufacturing sector in particular. In her 2019 opening address as head of the ECB Christine Lagarde pointed out that the European manufacturing sector is ailing and that Europe should increase public investments and innovate more in order to stay competitive (ECB, 2019). 
In terms of global value chains, a subject closely related to the battery value chain project, opinions appear to have diverted from a standard neoclassical approach. During the COVID-pandemic Member of European Parliament Anna-Michelle Asimakopoulou of the EPP added that reshoring of industries would make the EU less susceptible to supply chain disruption, though MEP Barry Andrews of Renew Europe rebutted that mere diversification of suppliers would suffice (Euranet Plus, 2020). The creation of a local EU battery industry coincides with World Bank research on global value chains and. A 2019 research finds that increased economic- and political uncertainty decreased value added by global value chains (World Bank, 2019). Earlier World Bank research suggests that GVC add to productivity growth, with a 10% increase in GVC leading to a 1.7% increase in production. Incidentally, wages could rise 11% to 14% as a result of the productivity increase (World Bank, 2017). The OECD in their preliminary economic outlook report of 2020 concurs as the international organisation also expects to see diminished GVC in favour of local production, hurting global efficiency (OECD, 2020). The same report recognizes, however, that EU car manufacturers in particular are less vulnerable to foreign supply disruptions (OECD, 2020). During the presentation of the 2020 economic outlook report, head economist Laurence Boone implored production to divert from ‘just in time’ to ‘just in case’ (Boone, 2020), effectively hedging against the acknowledged instabilities of GVC and overseas trade, though increased trade should still be part of the solution. Based on research spanning 23 value chains consultancy McKinsey finds that globalisation reached a turning point just after 2005 -though the Great Recession does obscure some trends. GVC as a percentage of global trade output decreased more than 5% from 2007 to 2017. In particular, European and Asian automotive and electronics companies become increasingly regionally concentrated (McKinsey, 2019). Labour costs play a smaller role as low-wage countries work their way up and automation processes undermine the capital-advantage of low wages. Accordingly, credit rating agency Moody’s expects a shift in global integration as economies reorganise due to supply-chain disruptions (Moody's, 2020). Cefic -representing the European chemical industry and party to EBA250- in a manifesto on industrial policy points out the necessity of internalising important value chains, adding that these chains should compete globally. Additionally, the chemical council stresses the importance investments in innovation for competitiveness (Cefic, 2018). Indeed, in a response to the Commission 2012 communication on ‘A Stronger European Industry for Growth and Economic Recovery’ (Commission, 2012), EU Parliament expected the proposals of renewed industrial policy to stimulate reshoring to the EU (EPRS, 2014). The paper continues that the lower cost rationale of global value chains is deteriorating as wages in China have risen (EPRS, 2014).


A paradigm shift does not develop in a vacuum: An ideational shift spills over into other policy areas. This constitutes the third INUS cause in the mechanism: Aside from a horizontal to vertical shift in industrial policy, similar shifts materialised in other policy areas. Considered here are foreign policy, trade, and finance, respectively. Due to the global implication of industry, industrial policy has a particular impact on foreign policy. In accordance with the World Bank report on GVCs industrial policy goes beyond economics and enters the realm of politics. Throughout Europe stake-holders point at the rise of China and US competition, rather than applying for economic efficiency. The Dutch effort to finance its photonics industry went beyond procuring investments building upon the Commission’s goal to develop green technologies. Rather, the investment was a means to preserve the innovative industry for the Member State and, in particular, thwart Chinese efforts to obtain new technologies. For unlike the recent Dutch airline aid which protected airline jobs and essential infrastructure, the main argument of the secretary of state concerned preserving essential technologies for the Netherlands (Keijzer, 2020). Such precautionary MS investments in key technologies fit the on-going discussion within the EU on protecting national champions from foreign, mainly US and Chinese, capital. In an April 2020 interview with the Financial Times EU Commissioner Vestager urged Member States to increase their shares in vital companies to prevent foreign take-overs (Financial Times, 2020). The reaction might have been provoked due to COVID-19 contractions, as insolvable companies searched for investors. However, already in 2019 Altmaier presented the German National Industrial Strategy 2030, in which he states that they aim to protect strategically important industries and revise the notion of state aid (Bundesministerium, 2019). 
As a result of the EUs new perception of China and other competing economies the Commission has proposed alterations to competition policy, which is closely related to the industrial framework, or as former DG of Competition Alexander Italianer exclaimed: They are mutually reinforcing (Italianer, 2010). In a move toward self-reliance EU Chief of Foreign Affairs Josep Borrel announced that the time has come for the EU to set its own values and not be instrumentalised by the other powers, in particular China and the US (Guardian, 2020). Along the same lines, EU Commissioner for Competition Verstager urged Member States to take on stock in vital companies so as to prevent take-overs from state subsidized companies from China (FD, 2020). In line with Borrel’s statement, the Commission adopted a white paper with the intention to bar foreign take-overs if the aggressor is subsidized through state aid (Commission, 2020). The white paper includes that the protective idea is an extension of the New Industrial Strategy and green transition. Though China is not explicitly named, the proposal predominantly affects companies operating from the People’s Republic (FD, 2020). Not only the Commission emphasizes EU competition with China, private companies adhere to the idea as well. Transport and Environment group in a May 2020 report explicitly state e-mobility investment figures compared to China, with the EU leading in 2019 with 3.5 times more investments than China (Transport & Environment, 2020). Indeed, Francesko Starace of Italian energy company Enel –part of EBA250- proclaimed that the EU has the opportunity to become global leader in the car battery industry as even China holds no solidified position yet (FD, 2020). The European Economic and Social Committee does not concur. Rather, it feels China is far ahead it proposes the EU focusses on high environmental standards and should channel this to consumers indicating the superior product rather than having the superior price (EESC, 2019: 4, 7). 
Outside of industrial policy the EU directly intervened in its financial sectors during the Great Financial Crisis. In response EU Member States saved a number of banks through subsidies. The EU Commission approved these temporary state subsidies which amounted to €4.5 trillion toward 2011 (Commission, 2010). The amounts of financing required pushed Member States into debt which had to be refinanced. The ECB fulfilled this role as it served as a lender of last resort and through a process of quantitative easing indirectly acquired Member State bonds alongside other financial assets.   Though these acts are considered to be monetary as the main goal is to stabilise inflation, some recognise ECB policy as moving toward fiscal stimulation. Indeed, state subsidies for industry require capital and as a June 2020 Bank for International Settlements report foresees a new economic landscape with high public debts. The Basel based institute recognises that the divide between fiscal and monetary policy has watered down due to central banks’ positions in public debt (BIS, 2020). Though current interventions are not labelled as such, the BIS warned for central banks directly financing government debt. The German Bundesverfassungsgericht went one step further and judged that the quantitative program of the ECB exceeded its mandate. The verdict included that the PSPP significantly impacts Member States’ fiscal policy and the effects are disproportionate (Bundesverfassungsgericht, 2020). That said, in terms of enabling higher government spending, popularity of the Modern Monetary Theory (MMT) is growing (Forbes, 2020). 



Finally, the mechanism exclaims that a shift normally coincides with the opinion of the masses. This begs the question whether the EU experienced demands from the masses that correspond to the shift from horizontal to vertical policy? The Commission reasoning behind the car battery project exists of multiple arguments. Though not all points concern the general population, the notion that the project affects the environment is very much a pressing issue among the masses. One particular example is the Dutch Urgenda sentence in which a collaboration of citizens and NGO St. Urgenda sued the Dutch state for negligence in terms of green policy. As a result the Dutch government is forced to limit greenhouse emissions with 25% by the end of 2020 relative to 1990 (Hoge Raad, 2019. Thus the government is forced into interventionism if it wishes to adhere to the verdict. Outside the courts, on the streets, the public also urges the state to invest more in green policy. For one, environmental activist Greta Thunberg in a reaction to the proposed EU Green Deal proclaimed that the budget is not for reaching enough (BBC, 2020). Apart from the youthful activist who explicitly claims the EU budget on climate change should be higher, across Europe environmental protests erupted during the early months of 2019 (Guardian, 2019). Apart from addressing climate change to satisfy the young climate protestors, the renaissance of EU industrial policy also appeases those fighting for jobs and equality. The gilets jaunes movement which spread from France to other parts of Europe in their list of demands implored policy makers to protect them from French industries offshoring in order to preserve jobs and innovation (Le Monde, 2018). 
Emperical Research
As part of the car battery value chain Portugal plans to expand its lithium mines’ output –Lithium being one of the main resources required in producing batteries. Part of the population has, however, rejected the idea as the increased mining would have a negative impact on the environment (Reuters, 2020).  In its reaction to the Commission’s implementation proposal of April 2019 the European Economic and Social Committee recognizes the impact of mining on the environments. The EESC continues its statement pointing out that the European population have serious reservations concerning local mining which leads to a principle of “Not In My Back Yard” (EESC, 2019: 10). 
This paper set out to answer the question Why did the EU approve subsidies for a car battery alliance and does it constitute a paradigm shift in EU industrial policy? As the question contains two parts it was divided as such. Consider first the opening hypothesis: In approving MS subsidies to the car battery industry the European Commission experienced a shift from horizontal to vertical industrial policy. The empirical data gathered shows that for one, the approved subsidy adheres to this papers’ notion of vertical industrial policy. Indeed, the Member States with approval of the Commission picked a particular sector, particular firms even, to subsidize. Instead of than creating an equal playing field, as would be the case in horizontal policy, certain actors received an advantage. The market is not left to its own devises in optimising allocation of capital; the state fulfilled this role. That said, there exists a hint of horizontal policy to the car battery project in the Commission’s explanation. After all, the project received the go ahead as the Commission argued that due to the nature of this 4th generation technology it will create spill over effects beyond the car manufacturing sector, thus making the investments appear less discriminatory. Does this action, combined with its rhetoric, break with previous Commission policy? The customised car framework of the period 1989-2006 did not prevent €5.8 billion being spent on aid to the sector, even though the Commission specifically referred to the wasteful and market distortive practices of the 70s and 80s which this framework was to rectify. Again, after the sector became part of the all-encompassing Regional Aid Guidelines 2007-2013 it received €1.8 billion in subsidies. Mind you, this amount does not include the crisis aid it received during the recession. This history of localised car manufacturer aid efforts lead to the answer that there has not occurred a shift from horizontal to vertical policy, as policy appeared to be vertical beforehand. 
Hypothesis 2 dealt with the first causes in the mechanism: The EU experienced a crisis which opened up an opportunity to convert from horizontal to vertical policy. The EU most certainly experienced an economic crisis. Contractions resulting from the Great Financial Crisis and Euro Crisis hit car manufacturers hard and due to its sheer size also affected the EU economy as a whole. Did this open up gaps for new policy, though? In terms of aid provided it to car manufacturers across Member States, these interventions were approved based on a crisis framework subject to TFEU 107 3 (b). Though a gap was filled, these measures were only temporary, thus coinciding with Braun’s emergency phase, except that these measures were not institutionalised in the long run. Indeed, an institutionalised framework for aid already existed under a separate TFEU 107 3 (b) framework in the form of the Regional Aid Guidelines. These guidelines, rather than referring to economic crisis situations, address market failures stemming from environmental decay and regional inequality. Though both could be considered crises, it can be hard to refer to them as shocks, as their effects may appear to be incremental, instead of complete shifts. Indeed, car manufacturing aid under the guise of leveraging investments in innovation existed as far back as 1989, right after policy makers decided to break with state sponsored production. That said, though a gap may not have been filled in response to the economic crisis, a new narrative did gain momentum as a result of the environmental crisis.
The narrative of green investments and subsidies that serve equality of regions within the EU are on the minds of multiple stakeholders, leading to the third hypothesis. After 2008, a number of influential stakeholders changed positions from supporting horizontal policy to supporting vertical policy. The ECB, Germany, and France support more state investments in manufacturing. Especially for the ECB and Germany this acts as an actual shift. European institutions such as Parliament, the EECS and think-tank CEPS do see a future in more vertical policy, though they prefer it in the form of government centrally orchestrating a project. EP and the EECS recognise the added value of a centralised party, i.e. the Commission, in value chain projects in particular. Firstly, a value chain comes closer to a horizontal measure, as it implications beyond one sector. Second, increased attention goes out to the weaknesses of global value chains, in particular disruption. The COVID-19 pandemic fuelled the argument as supply chains were disrupted due to countries world-wide entering in lock-downs. That said, the localisation process of value chains commenced as early as 2005, COVID merely seems to push the momentum. It becomes apparent that significant actors have changed their position on vertical to horizontal policy and state aid in general. It is no surprise that Keynesian theorists such as Krugman propose higher government spending (Krugman P. , 2020), but his team has apparently grown. Stake holders previously devoted to austerity such as the ECB, German government, and even Conservatists now are less opposed to higher spending. 
Political instability can be recognised along other policy fields as well, which fits in with the fourth hypothesis: Aside from shifting in terms of industrial policy, similar were alterations in other policy areas. EU foreign policy appears to have shifted away from a liberal understanding toward a more realist one as cooperation turns into a zero-sum-game. The Commission and its Member States showed disinterest in optimal allocation of capital through the free market and turned to protectionist measures as they fear local technologies falling into the wrong hands, China in particular. Carbon emission tariffs, foreign investment barriers, exclusion of particular companies, all point at a more inward oriented EU. Aside from industrial and foreign policy, fiscal policy also experienced some alterations. In a turn away from austerity, both Germany, the ECB, and the IMF, previously staunch monetarists, have become less rigged in terms of fiscal disciple. As such, they provide more room for states to directly intervene through costly subsidies. That said, not all are enthusiastic about certain measures as the BIS and Bundesverfassungsgericht fear the fiscal space created by the ECB may directly finance debt and may be disproportionally large, respectively. Though critical voices are heard, increased government spending, and increased government debt gains traction as Modern Monetary Theory grows in popularity. Coincidentally, Andreoni and Chang see more room for risky industrial investments currently due to the cheap money currently available. 
Finally, the last hypothesis relates to the INUS cause on public support of the new paradigm. The most striking example in which the masses indirectly support the vertical industrial policy is in environmental protests. As the Commission argues the car battery project builds toward decreased emissions in the EU the masses should agree with the program. However, the value chain requires mining to increase, which actually led to disagreements. More direct support of the new policy could be extracted from the Gillets Jaunes who request the state to reshore manufacturing jobs. Overall, support seems to be divided, but more importantly vertical versus horizontal industrial policy may not be a concern for the majority of voters. 
All five hypotheses combined led to the conclusive answer on the question Why did the EU approve subsidies for a car battery alliance and does it constitute a paradigm shift in EU industrial policy? There has been no paradigm shift from horizontal to vertical policy: Vertical policy was already in place, it merely operated under a different form. It corresponds to the findings of Andreoni and Chang who recognise no shift in EU industrial policy; it merely existed under a different name up until 2008. The new format, however, does seem to indicate a new narrative in the reasoning behind it. It matches with Bofinger, who speaks of a shift in beliefs of German policy makers around 2018, which has not yet materialised. Change of narrative can be found in the Commission’s perception of market failures. The battery projects approval is partly based on the recognition of uncertainty in this sector. State leveraging controls for the failure, the Commission states, confirming the work of Mazzucato. Rather than a paradigm shift, it may be dubbed an incremental change. In terms of Hall’s order of shifts it creates a peculiar situation as the hierarchy of goals appears to shift, but the instruments do not. Indeed, competition with China and the ensuing self-dependency has come to the forefront of late, as well as green goals. 
Following the mechanism, there was no crisis which acted as a shock and opened up a gap for new policy. The Great Financial Crisis and Euro Crisis were indeed economic shocks, but resulted in a temporary framework which existed alongside the institutionalised framework. Buch-Hansen and Wigger found a similar mechanism at work in the field of finance, where a policy shift following the Great Recession was merely temporary and therefore not complete. Second, other stake-holders do approve of vertical measures, but not out of economic crisis rhetoric. Member States subsidized particular firms in the hope of preventing foreign take-overs and over fear of supply chain disruption. These measures were perhaps the result of a shift in other policy areas, such as foreign affairs. Indeed, the COVID pandemic may have proved to be the shock to create space for a realist paradigm, which affects the Commission’s take on industrial policy. The masses can find themselves in this narrative as a part of the populace turns against globalisation. Still others support the policy out of a more altruistic cause, though even as the Commission has the best intentions in mind it can still count on resistance. Thus, none of the INUS factors are fully present, indicating a paradigm shift would be unlikely. The most convincing link in the mechanism is the support of vertical policy form other actors. However, their support appears to follow a different mechanism as it results from a crisis in foreign policy. The Commission’s industrial policy acts as an intense proxy war in a greater play in international economics. Rather than requiring investments for the environments sake, the EU seeks more to be independent. In it the state creates its own fortune, not adhering to the stalemate of fixed comparative advantages. It seems to usher in a new era of realism in which neoliberal free market doctrine has to make way for protectionism, disguised as environmental, infant industry measures. 
Though the theorised mechanism seems to coincide with the empirics, some shortcomings ought to be addressed. Firstly, not all INUS causes are particularly measurable. The subject at hand, for example, does not translate particularly well to popular opinion. The average voter may not be concerned with industrial measures, and if they are it remains to be seen whether they differentiate between vertical and horizontal policy. Furthermore, particularly in light of this paper, increased attention should go out to shifts in other policy areas. Incomplete research may lead to lacking context, which in turn falsely indicates a shift (or not). One such example is that a shift may have been observed as a result of the recapitalisation of banks during the recession, when upon closer inspection it appears not to be so. Though previous research provides validation, updated empirics help even more. Updated empirics are particularly relevant for further research on the case at hand. At the time of writing the COVID-19 pandemic is far from over, as are the economic contraction resulting from a global lock-down. The full implications of the crisis remain to be seen. 
Conclusion
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