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I’d like to start by thanking to Joaquín Almunia for inviting me to participate in this first 

European Competition Forum. The topic of this panel is “State Aid control at a cross-road: 

Reform initiatives to strengthen the Single market”. It is an important priority going forward. 

My first point is just factual. The European Union is the largest economic entity in the world 

(27 countries, 500 million people and about 30% of world GDP) and the most integrated one. 

This is a tremendous asset that we have.  

 

The Single Market is at the core of the European integration project 

The Single Market and the Single currency are at the core of European integration. One market, 

one money is the most powerful symbol of the European Union. Oddly enough the logic 

underlying European integration was discovered by Hayek in 1939 in his visionary essay "The 

Economic Conditions of Interstate Federalism”, written much before the project of European 

integration was on the ground. In Hayek’s view the main goal of interstate integration is to 

preserve peace. Furthermore, he stated that considerable benefits of an interstate federation 

derive from the removal of impediments to free movement of goods, services, people and 

capital. An interstate federation should make it possible to create a common rule of law, a 

common monetary system and joint control over communications.  

Hayek pointed out that trade integration allows the increase in the markets size. Large markets 

allow economies of scale and scope as well as contestability and competition to play their roles 

fully. On the financial side, market integration allows the allocation of savings to the best 

investment opportunities, provides incentives for the production and processing of relevant 

information, and creates opportunities for risk spreading and risk diversification. These 

conditions promote research and development, innovation and productivity growth leading to 
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greater prosperity. This is the link between single market, competition and growth that Joaquín 

Almunia highlighted before. 

Hayek stresses that economic integration imposes constrains on the economic policies of 

individual states that are frequently overlooked. It is necessary to limit national public 

authorities in their ability to act in order to avoid the fragmentation of the single market.   

Hayek’s well-founded suspicion that when allowed individual states tend to limit competition to 

their own narrow political advantage has more than two thousand years of history.  In book I of 

the Aristotle’s Politics, the Philosopher writes:  

“(…) the way to make money is to get, if you can, a monopoly for yourself. Hence he 

finds states also employing this method when they are short of money: they secure 

themselves a monopoly.” (I258b9-I259a36)  

Preservation of competition is a cornerstone of the Internal Market. In this context, the EU legal 

framework puts a great emphasis on competition policy with the aim of safeguarding a level-

playing field within the Internal Market.  

Another important insight from Hayek is that economic integration is a spontaneous force for 

political integration. The single market is not only an economic asset it is also a political one. 

Market interaction leads to a multiplicity of interests, reconciled in the market place. The 

multiplicity of interests and the heterogeneity and instability of relevant coalitions of interests 

limits the relevance of special interest politics. The political challenge associated with size and 

diversity is also elaborated by James Madison in The Federalist.  Contrary to the prevailing idea 

at the time, Madison claimed the more factions the better. Diversity makes less likely that one 

faction or one minority would be able to gain control of the political agenda to the detriment of 

the general interest.  

As documented by Eichengreen (2007) the opening of the economies and the institutional 

arrangement put in place in Europe were key for the impressive transformation of Europe in the 

post-war period. In the second half of the twentieth century, the income purchasing power of 

typical European resident tripled, hours worked declined by one-third leading to a significant 

rise in leisure time.  

 

The Global crisis raised strains to the Single Market 

Sometimes it is argued that rules applied to state-aid should not apply in a crisis context. The 

Global crisis that started in the summer 2007 created strains on the proper functioning of the 
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Single Market. In the early phase after the collapse of Lehman Brothers fears of bank runs and 

financial meltdown lead to some unilateral policy responses by Member States without taking 

into account the effects on competition and cross-border externalities.  This was for example the 

case of the decision to provide full deposit coverage in Ireland that initially threatened to trigger 

a deposit run in banks of neighboring countries. Another example was the poor coordination of 

the rescue package of Fortis. The financial crisis and the recession have also undermined the 

viability of various industrial firms which have received state aid. The support measures to the 

car industry in France (in early 2009) are an example of State aid to non-financial firms.  

This ability to act – using fiscal policy – in a crisis is mostly national. This includes national 

State aid. Hence Member States are scrutinized at national level and accountable to national 

political organizations. The role of European Institutions (European Commission) is making 

sure that State aid is compatible with the Treaty and respects – inter alia – the fundamental 

principle of an open market economy with free competition. The main goal is to ensure a level 

playing field within the single market.  

The Commission acted quickly and forcefully. In October 2008, the Commission has provided 

guidelines to ensure that aid to financial institutions does not give rise to distortions of 

competition. These include: 

- non-discrimination due to the nationality of the institutions benefiting from support; 

- a clear definition of measures; 

- a limitation in terms of time and scope of action; 

- the need for a contribution from the private sector; 

- the definition of behavioral rules (code of conduct) for beneficiaries, and a subsequent 

follow-up, implying institutions’ restructuration and structural adjustment measures. 

 

Safeguarding the basis of European economic integration is even more necessary in the a 

crisis context  

The preservation of the principles and mechanisms of the European Integration, as the Single 

Market that brought economic prosperity to Europe, assumes particular importance in the 

context of a systemic crisis like the current one. In fact, the Global crisis made apparent very 

strong interlinkages and spillovers across countries in the World. In Europe the interdependence 

and spillover effects are even stronger. This implies that measures taken at national level can 

impose significant damage to other economies. This clearly calls for an effective 

implementation of the EU single market rules, including State aid control, in order to preserve 

the single market.  
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In my view, the Global crisis increased the urgency for deeper integration in the single market. 

Completing the single market was one of the priorities highlighted at Monday’s informal 

European Council. 

Coming back to the view presented by Hayek it is straightforward to conclude that the better the 

functioning of the single market, the better the prospects for growth.  We should put our efforts 

in the achievement of tangible progress in further market integration. The complete removal of 

legal, administrative and technical barriers to the free movements of goods, services, capital and 

labor in the EU are in this context very important, but it is also necessary to go further and 

implement initiatives that actively encourage market integration. This is very well elaborated in 

the report by Mario Monti on “A new strategy for the single market” released two years ago.   

State aid control is a central tool to preserve level playing field in the single market. It is also a 

non-expensive promoting policy. At a time of severe challenges to European countries it is even 

more necessary to exploit all range of opportunities provided by the deepening of the single 

market. I am convinced that such an attitude will assist to recall the actual benefits and 

increased choices that European citizens benefited thanks to EU integration.  

 

 

 

 

References: 

Aristotle, The Politics, Penguin Classics 

Eichengreen, Barry (2007), The European Economy Since 1945, Princeton University Press 

Hayek, F.A., Individualism and Economic Order, The University of Chicago Press 

Madison, James (1999), Writings, the Library of America 

Monti, Mario (2010), “A new strategy for the single market”, Report to the President of the 

European Commission  

 


