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Abstract 
The contemporary economic crisis has 

determined a massive public intervention of the 
member-states of the European Union in the 
economy, with the hope that such a measure will 
correct the negative economic and social impact. 
Such state aid has been directed mainly to the 
financial and banking sector. The general logic of 
state aid in the Common Market, which attempts 
to prevent the anti-competitive effects of public 
intervention, has been exposed to big pressures. 
This paper attempts to scrutinize the mediate, less 
manifest, impact of the operation of the state aid 
control as well as the anti-competitive effects of 
the measures of public assistance of the economic 
agents. The European policy in the field of state 
aid is in the danger of losing its fundamental 
legitimacy as well as inducing certain member 
states incentives to undergo unsustainable levels 
of public spending.  
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Till present, the European Union has been a 
unique political construction. As a still imperfectly 

integrated union, it has two levels of governance. 
On the one hand, there is the national governance 
at the level of the 27 member states while, in the 
same time, there is the supra-national governance 
at the level of central community institutions in 
Brussels. Such a double tier system still allows a 
significant degree of freedom of action for the 
member states in certain policy areas but also 
attempts to introduce common instruments and 
principles in other areas. The balance between the 
two levels is fragile and can be exposed to 
reversals. Even is the Treaty of the European 
Union speaks about a „ever closer union”, the 
further integration among the member states 
depend on continuing political support both at the 
level of elites and population.  

In consequence, the economic governance in 
the European Union is still a mix of competition 
and cooperation among the member states. 
Member states can still follow policy objectives 
that could be perceived as purely national and they 
could generate „externalities” to other member 
states of the union. As national political leaders 
are responsible for the performance of their 
national economies towards their national 
electorates, they could, in certain instances, forgo 
European objectives in order to gain national 
support. In such a context, as long as the European 
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political construction is not a federal state, with 
uniform set of laws and public regulations, there is 
a possibility that national governments could „free 
ride” the European political process. That is, such 
a government takes decisions that determine an 
increase in national welfare at the expense of non-
national welfare.  

It must be stressed that such a calculus by 
national decision-makers is contingent upon the 
economic theory they have on the causes and 
consequences of wealth. For example, the idea that 
the subsidy by a national state of certain export-
oriented sectors and the consequent increase in 
exports is a welfare-enhancing policy measure is 
dependent on a particular economic theory, 
namely mercantilism. Another theory – like the 
classical liberal one – could argue that such an 
artificial export drive could destroy of national 
wealth by transferring it to importers and final 
consumers on the export market.  

The core point in this discussion is, in 
consequence, that governments should have a 
theory about what are the exact costs and benefits 
of a certain measure and who assumes them. In 
other words, a government may have the 
impression that it took measures in order to 
enhance national welfare at the expense of 
community welfare but if he has a wrong theory, 
he may do the exact opposite.  

 

The definition of state aid 
 

One of the core ideas of interventionism, in all 
its forms, has been the energetic interventions of 
the state into the economy. Besides the 
formulation and enforcement of rules for the 
regulation of interaction among its citizens, the 
state sometimes takes the initiative of directly 
making exchanges with them. Rothbard 
differentiates between tertiary intervention and 
binary intervention (Rothbard, 2009, p. 877). 

Among the binary interventions of the state in 
the economy, the transfer of resources of the state 
to economic agents has been one of the most 
frequent forms. The law of the European Union 
uses the concept of state aid in order to define such 
measures. The Treaty of the European Union 
defines state aid as: „Save as otherwise provided 
in this Treaty, any aid granted by a Member State 
or through State resources in any form whatsoever 
which distorts or threatens to distort competition 
by favouring certain undertakings or the 
production of certain goods shall, in so far as it 

affects trade between Member States, be 
incompatible with the common market” (former 
article 87 of the Treaty, present article 107). The 
granting of state aid by a member state of the 
European Union is strictly forbidden unless it is 
compatible with the community regime of state 
aid. 

The legal interpretation of such a definition has 
highlighted the following core elements which 
qualify a particular government measure as state 
aid (Winter, 2004, p. 475): 

- the aid must be selective: the government 
measure has to apply to a narrower class of 
economic agents. General intervention measures 
that apply to all the sectors of the economy are not 
considered to be state aid.  

- the transferred resources must belong to the 
state: the government measure has to imply an 
expense of state resources (or what has been called 
a renouncement to due state resources). 
Meanwhile, if the government measure implies a 
transfer of resources from a category of economic 
agents to another category of economic agents, 
this is not qualified as state aid. 

- the recipient must have an economic benefit: 
such a transfer of state resources has to determine 
an economic benefit for the recipient of the state 
aid even if this benefit could be judged only as an 
opportunity costs). 

- the transfer must have a negative impact on 
intra-Community trade: the government measure 
has to have an impact on the trade between the 
member states of the European Union. In fact, the 
European jurisprudence has interpreted that any 
state aid awarded by a member state to a particular 
economic agent or class of economic agents has an 
impact on intra-Community trade, even if this is 
also interpreted as an opportunity cost. 

Such definition of state aid as well as the 
elements that have to be satisfied in order to 
qualify a government intervention as state aid 
confirms that not any type of state intervention in 
the economy is forbidden. In fact, the control of 
state aid in the European Union does not intend to 
eliminate all the public intervention in the 
economy. Its core objective is just to eliminate 
what could be interpreted as competition among 
the member states. That is, the possibility that a 
particular member state of the European Union 
adopt a free-rider behavior through which it 
intends to enhance national welfare at the expense 
of the welfare of other member-state(s) of the 
European Union is eliminated. 
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It must be stressed that state aid is not the only 
element of public intervention in the economy. 
Besides industrial policy, there is a huge set of 
public policies that assume the expense of state 
resources towards policy goals, starting from 
education, health care, social security, and 
infrastructure and so on. So the ratio of state aid in 
the Gross Domestic Product is not at all the 
indicator of the size of public sector as opposed to 
the private sector. 

 

Reasons for state aid 
 

The question of why a state should award state 
resources to a particular economic agent or class 
of economic agents has been at the core of the 
political economy for centuries. We could 
however differentiate between what could be 
termed as „sincere technocratic interventions” and 
„opportunistic political interventions”.  

In the first category, economic literature 
includes public interventions that are intended to 
be national welfare enhancing. That is, we could 
witness policy makers who have the honest 
objective of enhancing the wealth of the nation. 
They could initiate state interventions because to: 

A. a strategic approach: the government picks 
economic agents or industrial sectors as engines 
for growth. Such a government sincerely believes 
that by such an „investment” of state resources in 
particular economic agents, it will determine a 
multiplier effect through which the economic 
impact of such resources will be spilled-over to the 
entire economy. The government acts like – or 
hopes to look like – a private entrepreneur. This is 
the traditional “industrial policy” through which 
the governments follow “vertical objectives” in 
the sense that they direct resources through 
particular economic agents and industries. 

B. correction of a market failure: the 
government decides to intervene in the economy 
only because, according to its standards, the market 
does not efficiently allocated resources. This is – 
almost – a reactive or passive intervention in the 
economy. The economic literature has a strong 
critique of the concept of market failure, despite its 
frequent use in the public rhetoric (Zerbe and 
McCurdy, 1999, p. 558).  

We must stress again that the generation of 
wealth in a society through public policy has to 
make appeal to a correct economic theory. Policy-
makers that base their decisions on wrong 
theories, despite their good intentions, will 

eventually destroy wealth. For society, the claim 
that a particular policy with disastrous effects was 
initiated by an honest politician brings little 
comfort to those who are poorer.  

In the second category, different schools of 
thought include public interventions that even do 
not even bother to search for wealth enhancement. 
In this case, the objectives of the policy makers are 
different from the general goal of national welfare. 
Such decision makers are motivated only by 
personal or special interests: 

A. pork-barrel politics: the policy makers do 
not even bother to search for economic efficiency 
of the resources they transfer to economic agents. 
They do that just under the pressures from political 
constituencies as, in the logic of electoral 
democracy; such democratically elected policy-
makers expect to win support to their reelection 
(Zahariadis, 2002, p. 287). In this category, we 
could also include the so-called „special 
interests”, that is, when certain industries support 
certain democratically elected policy makers in 
order to gain future subsidies. 

B. rent-seeking: policy makers award state 
resources in their search for rent-seeking. By 
granting such public resources to particular 
economic agents, they expect the return of such 
transfer to their private gains. In consequence, 
certain economic agents can bribe policy-makers 
in order to get public support like subsidies.  

Obviously, such taxonomy is dependent upon 
the values and the intentions of policy makers. It is 
very difficult for any analysts to scrutinize the true 
subjective emotions and states of mind of such 
policy-makers. Sometimes, rent-seeking can be 
hidden under a public interest veil. 

 

Control of state aid 

The control of state aid is a field of action of 
European competition policy. It is exclusively met 
in European Union since there is no similar policy 
area in the competition legislation in United States 
or Japan, for example. As opposed to these latter 
economies where there are federal states and there 
is uniform public interventionism, the particular 
situation of the European – the two-layer 
governance – determines a huge interest for such a 
policy as an important instrument for forging the 
Common Market (Musetescu and others, 2008,  
p. 63). 

The control of state aid in the European Union 
attempts to eliminate competition among the 
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national member states and the negative impact of 
such a competition on the Community welfare. 
Moreover, a second assumption of the logic of 
state aid control in the European Union is that of, 
however, a pro-market approach. The underlying 
wisdom – not too frequently stated – is that 
resources are allocated in the most efficient way 
by the market mechanism so government 
intervention should be constrained. 

These two assumptions underlying the logic of 
state aid control seems to be mutually supporting. 
However, they are from time to time in manifest 
opposition as the European Union is not expected 
to introduce a free market in the Common Market 
and downsize governments of the member states. 
That could be termed the core paradox underlying 
the state aid control in the European Union. 

The European Commission, as the guardian of 
the Treaty of the European Union, is expected to 
block any government intervention of a member 
state that could negatively impact on the operation 
of the Internal Market. Moreover, the community 
institutions even claim that state interventions that 
attempt to correct market failures should however 
be neutral and not favor some at the expense of 
others. They have to have the least possible 
distortion in the competitive process. 

The manifest scenario that European 
commission fights is the problem of race to the 
bottom. Competition among producers could be 
transformed into a competition among states to 
subsidize producers. Even if E.U. won’t ever be 
able to totally eliminate public interventionism, it 
just attempts to keep it neutral and not too 
distortive. 

 

Unintended consequences of the control of 
state aid in European Union 

While central institutions of European Union 
attempt to eliminate the possibility of a race-to-
the-bottom in state subsidies among the member 
states, they could generate other unintended 

consequences for the competition among the 
member states. The potential problem derives 
from the process of uniformization of public 
interventionism through state aid control. 

We could imagine two categories of member 
states from the perspective of their approach 
towards public interventionism. On the one hand, 
there are member states that traditionally have put 
a strong emphasis on reaching horizontal 
objectives such as regional development, research 
and innovation, the training of human resources 
and so on. On the other hand, there are member 
states that have traditionally invested significant 
resources in vertical objectives, that is, the 
promotion of certain national champions and 
industries as a way of fostering, at least in their 
perspective, economic growth. 

The core difference between the two categories 
of member states is only in their nature of public 
interventionism. Such a differentiation – which is 
the critical one adopted by the community 
institutions – does not discriminate between the 
level of public interventionism. That is, in the 
level of resources allocated by the member state as 
a ratio of Gross Domestic Product.  

The classical economists point primarily on 
this second aspect in the discussion of how much 
intervention a state should undergo in the 
economy. More important than the type of 
intervention is the level of intervention. Classical 
economists argue that any allocation of resources 
by the state is, in fact, a consumption of resources 
and cannot be efficient. The core point is that the 
state should refrain from any type of intervention 
in the operation of the market economy. 

From this perspective, we could witness the 
following dilemma: what is more noxious for 
economic growth and development: a state that 
allocates a huge ratio of GDP to horizontal 
objectives versus a state that allocates a modest 
ratio of GDP to vertical objectives? 
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Total State aid as a percentage of GDP by Member State 
(2007)
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Source: European Commission, 2008 
 
The statistical data provided by the European 

Commission point to two significant examples in 
this respect: Greece and Sweden. Greece is an 
economy with traditional lower ration of 
intervention in the economy but strongly focused 
on industrial policy. On the other hand, Sweden is 
a state that has placed a lot of resources in social 
protection, regional development and human 
resources. But, while these resources amounted in 
Greece in 2007 to around 0.3% of GDP, the 
Swedish state allocated more than three times this 
figure. While public interventionism in Greece has 
been more arbitrary and perceived as more prone 
to special interests, the Swedish state has been 
qualified as one of the most neutral and least 
exposed to corruption. 

The homogenization process of state 
interventionism will be translated into a process 
through which less interventionist member states 
of the European Union will be induced not only to 
alter their type of interventionism but also to 
expand such public policy mechanism. We could 

call this effect the moral hazard of state aid 
control.  

 

The economic crisis and state aid control 

The economic crisis had a significant impact 
on the European economies after 2008. However, 
besides the quantitative impact – which has been 
the slower or even negative rates of growth – this 
phenomenon also has a deep impact on policy 
making process. 

The core challenge for the coherence of the 
Internal Market has been, for the central European 
institutions, the possibility that each member state 
reacts in a particular and different way confronted 
with the difficulties in their national economies. In 
consequence, a competition of national subsidies 
could have been proven the worst case scenario 
for the Common Market. Especially in times of 
crisis, the coherence of the European integration 
project could be put in jeopardy. So European 
Commission has fought hard in order to pressure 
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member states to react in a coordinated manner 
and preserve the logic of the Common Market 
(European Commission, 2012, p. 2).  

In 2008, in the European Union, the average 
ratio of government spending to GDP was 
approximately 47%. However, the occurrence of 
the crisis has determined the governments of the 
member states to massively intervene in the 
economy. European member states pledged in 
2008 up to (an additional) 30% of their GDP to 
help support the financial sector (mainly, the 
banking sector). 

While the member states of the European 
Union used in fact „only” 10% of their GDP till 

2011, it determined these countries to easily 
overcome the 50% percent barrier. Such data 
ignore the main intervention mechanism, which 
was the liquidity infusion by central banks. For 
example, M1 money supply increased from 2008 
to 2010 by 17%. 

In what regards however the size of the 
intervention, such a coordinated policy 
mechanisms has translated into the assumption by 
the less interventionist member states of a larger 
intervention in the economy than the other 
member states. 

 

 
 

Source: European Commission, 2011; 
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The above-mentioned moral hazard and its 
consequences in real action have been proved by 
the statistical data provided by the European 
Union. Greece, together with Spain, has increased 
after 2008 the size of their state aid into the 
economy (while other states, like Italy and 
Portugal, experienced small decreases).  

Such increases have led to powerful pressures 
on the public budget as the government massively 
consumed resources in order to support the 

recovery. But such an approach to economic 
recovery, imposed by the more interventionist 
governments of the member states on all other 
governments in the European Union has proved to 
be a wrong bet. Such an approach allowed only an 
expansion of the public sector and not a recovery. 
Moreover, the second phase of the crisis, which 
consists in the crisis of sovereign debts, has its 
origin also into this public policy approach. 

 

 
Source: European Commission, 2012; 

 
The claim that EU state aid control has 

succeeded in preventing a competition of state 
subsidies do not recognize the moral hazard 
induced by the homogenization of public 
interventionism: if less interventionist state are 
allowed to subsidy as the heaviest interventionist 
states (the core impact of the control of state aid), 
they are following a route to bankruptcy.  

 

Conclusions 

The operation of the state aid control into the 
European Union has been considered a key factor 
in the forging of the Common Market. The 
principle that the governments of the member 
states should refrain – or assume the consequences 
– from competing among them in the creation of 
wealth has been considered critical for the 
successful operation of the integration project. 
While the contemporary economic crisis could had 

been an occasion of free riding from the part of the 
European governments, the European Commission 
congratulate itself for preventing such a move.  

However, we argued in this paper the state aid 
control could lead to further effects that were 
largely overlooked. The coordination of policy 
response towards crisis has lead less but more 
arbitrary interventionist states to engage in 
overspending. They are confronted, starting with 
the end of 2011, with a debt crisis accumulated 
exactly because of the way they responded to the 
crisis. In consequence, state aid control in the 
European Union could be a possible explanatory 
factor in the emergence of the sovereign debt crisis 
of some member states (which is the second phase 
of the European economic crisis). 
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