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Executive summary

Competitiveness is a region’s ability to achieve high productivity, attracting
businesses, creating jobs and fostering innovation. It stems frome ciently using resources,
is driven by competitive markets and is supported by three pillars: competition policy,
procompetitive industrial policy and regulation.

Competition enforcement keeps markets competitive by preventing harmful practices
such as cartels, dominance abuse and anticompetitive mergers. While there is a push to relax
European Union merger laws to promote European ‘champions; this risks ine  ciency and
monopolisation. Instead, expanding the EU’s market size while maintaining competition is
essential, especially in digital sectors.

Procompetitive industrial policy addresses market failures and fosters
well-functioning markets by targeting externalities such as worker training, R&D and
infrastructure. Unlike outdated policies favouring national champions, this approach should
focus on EU-level initiatives that promote competition and deepen the single market.  is
allows rms to achieve scale and drive innovation.

Monopolised markets, whether state-created or naturally formed, need regulation

to ensure competitive outcomes. e EU Digital Markets Act (DMA) aims to enhance
competition and innovation on digital platforms by mandating data sharing,
non-discriminatory access and interoperability. However, resistance to compliance on the
part of tech giants poses enforcement challenges. Without e ective and timely enforcement,
trust in the law will erode, stalling innovation and reducing Europe’s global regulatory

in uence.

When competition enforcement, procompetitive industrial policy and monopoly
regulation work together, markets bene t consumers, rmsand workers. E ective EU policy
will re ne competition enforcement, regulate monopolies where necessary and redesign state
aid strategically to create welfare-enhancing markets.  is comprehensive approach ensures
an economy that serves its people and remains competitive.

Recommended citation
Scott Morton, F. (2024) * e three pillars of e ective European Union competition policy;
Policy Brief 19/2024, Bruegel



1 What is ‘competitiveness’?

ere is an undercurrent of belief in Europe that competition and industrial policy are in
direct con ict, and competition enforcement is a culprit in lagging European Union compet-
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mentary assets and input markets that tend to grow with them. But competitiveness does not
involve politicians collecting large rms in the way men did in past ages with silver arm rings,
ships of the line or space rockets. Instead, the best policies focus on adi erent goal —the
well-being of society — while the birth, growth and longevity of productive rms in ajurisdic-
tion are a result of succeeding at that endeavour.

Markets for goods, labour and capital that run smoothly, competitively and at scale will
bene teverysize of rm.Butentrepreneursand small rms may bene tespecially because
they cannot create these markets themselves.  us, productivity reinforces itself by enabling
entry and incentivising innovation, creating yet more competition and choice. Competition
policy plays a pivotal role in this framework because markets will not serve consumers, cur-
rent enterprises or the next generation of innovative rms unless they are competitive.

Competition policy helps a region’s economy grow in three ways. First, competition
enforcement as it is carried out today protects existing competition in markets that already
work reasonably well. Prohibiting an anticompetitive merger falls in this category. Second,
procompetitive industrial policy enables broken or poorly performing markets to exist or
perform better, become competitive and deliver good outcomes for consumers. Subsi-
dies for green technologies and worker training in a new technology fall into this category.
Regulation, the third leg of the stool, limits harms from already monopolised markets that
have structures that cannot be made competitive. Regulation of a water or electric utility is a
familiar example.

All three of these activities constitute competition policy, as can be seen today when the
European Commission’s Directorate-General for Competition enforces Articles 101 and 102
of the Treaty on the Functioning of the European Union, the EU Digital Markets Act (DMA,
Regulation (EU) 2022/1925) and state aid rulest. However, competition policy manifests itself
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Merger laws do not
prevent European

rms from achieving
scale

and raise prices?. Such practices obviously harm consumers as well as businesses buying from
a cartel, or suppliers to a cartel, and no region will obtain high productivity without prohibit-
ing this sort of conduct.

EU merger rules prohibit mergers when they may harm competition inside the EU; analy-
sis must centre on the options available to EU consumers. Lessened competition for Euro-
pean consumers reduces quality or enables monopoly prices through unilateral and coordi-
nated e ects®. Allowing close competitors to merge also threatens the creation and exercise
of monopsony power by increasing the bargaining power of the merged entity over its supply
chain, creating entry barriers for other buyers and reducing wages and working conditions in
labour markets.

e emerging narrative in Brussels argues that concerns about competition and its bene-
ts should take a back seat to the desire to have national champions that will — after receiving
large subsidies — demonstrate the competitiveness of Europe in areas including telecoms,
banking and cloud computing*. But what is achieved when merger control is abandoned
instead of making improvements to expand or deepen the single market? Without compe-
tition enforcement, rivals will merge within a member state to achieve operating synergies.
ere will be a French telecom monopoly and a German telecom monopoly.  ere will be
Dutch banking monopoly and a Spanish banking monopoly, each of which will go to their
governments for subsidies and will be too big to fail. But none of those monopolists will have
the scale they should have because they do not operate across a market of 27 countries with
400 million consumers — which is the market size available to telecoms and banking rmsin
the United States and China. A heavily-subsidised small French telecoms rm will not have
low enough costs nor strong enough incentives to expand into Brazil to take share from US,
Chinese or Brazilian competitors. Meanwhile French consumers must bear monopoly prices
and monopoly quality. is is why continuing to enforce merger laws is critical to European
productivity.
ose merger laws do not prevent European rms from achieving scale. First, rmscan
merge across member-state lines in industries such as telecoms or supermarkets. When
undertakings already sell across the whole EU, there are two types of mergers. In the rst, the
relevant market is only Europe because there are no substitute products available from
outside the EU. In this case, a merger between signi cant EU rivals can harm competition.
Today that merger will be prohibited. As a consequence, those rms will have to compete
vigorously on the merits ‘at home!  at competition creates the capabilitiesand e ciency
that will allow a rm to succeed globally — as is shown by many globally successful European
rms today - and raises EU competitiveness.

If, on the other hand, the market is global and foreign competitors operate in the EU, then
amerger of two local rms might not lessen competition materially for European consumers.

e analysis of such a merger will re ect that reality. European market shares will not be very
relevant in an investigation if competition is global because they do not re ect the true state
of the choices available to consumers. Such a merger will likely be permitted when competi-
tion from outside the EU is robust, for example, and the global shares of the merging rms are
relatively small.

Merger control is perceived by some in Europe as being inconsistent with development
of European national champions. e idea is that the combination of two medium-sized
European rms can create a large European rm that will then compete with a large
Chinese or American rm on a global scale, and this will bring bene ts to Europe that the

2 See Article 101 TFEU, https://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=CELEX%3A12008E101%3AE-
N%3AHTML.

3 See Article 102 TFEU, https://eur-lex.europa.eu/legal-content/EN/TXT/HTML/?uri=CELEX%3A12008E102.

4 Emanuel Macron, the President of France, is one example. See e Capitol Forum, ‘Despite a Weakened Macron,
His Fight for European ‘Champions’ Vs. Competition Enforcement Isn’t Going Anywhere, Experts Say; 23 July 2024,
https://thecapitolforum.com/weakened-macron- _ght-for-european-champions/.
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2.3 Challenges in competition enforcement

ere are some challenges to regulating markets well that are either simply di  cult to solve
with competition enforcement or need a new tool tfor purpose if the EU wishes to solve
them. Tacit collusion, for example, may be easier to create or sustain in an environment of
high in ation and therefore may be a bigger problem than in past years, and yet there is no
good EU-level tool to tackle it. Consumers with behavioural biases such as excess inertia or
excess optimism may not be able to discipline competition in some markets because they do
not choose the most competitive product. Again, there is no obvious tool for a competition
enforcer to use to reform these markets so that consumers are not exploited.

Controlling mergers between small rms or startups and established incumbents has
become more important to competition enforcement over time. Because some of these
low-turnover mergers are competitively signi cant at EU level, it is crucial that the European
Commission should have an accepted and settled way to obtain jurisdiction over themé.
Without such jurisdiction, established monopolists can simply acquire the rivals that threaten
them, provided they identify rivals early enough when they have little revenue. An exciting
disruptive entrant may well have a high market capitalisation and little revenue. A tool is
needed particularly because innovative and disruptive products can be identi ed by the
monopoly incumbent more quickly than by the regulator and — without advance noti cation
requirements — purchased before the regulator realises there is a problem. Once the small

rm has been acquired, it is in the interest of the incumbent to end the innovation competi-
tion between the two parties — to the detriment of consumers. Weak powers of review prevent
the Commission from reviewing these mergers, which is a grave threat to innovation.

3 Procompetitive industrial policy

Competition policy protects competition in markets that generally work. When the govern-
ment intervenesto x broken or poorly performing markets and improve competitive condi-
tions, this is industrial policy (Juhasz et al, 2023). e goal of procompetitive industrial policy
is to bring more valuable markets into existence and ensure they are competitive, so that they
deliver good outcomes for society.

e idea of industrial policy is not new. e name we know it by is ‘state aid’ though this
does not connote a strategic purpose for the aid in the way ‘industrial policy’ does. e clas-
sic, and discarded, form of industrial policy is for the government to hand out a large subsidy
to awell-connected rm, which is then supposed to become a national champion. Such pro-
grammes rarely work and are a waste of taxpayer resources, in addition to distorting the single
market. isis why state aid is regulated in Europe and why it is regulated by the competition
authority. e old style of industrial policy - subsidies to well-connected incumbents — has
cemented opposition to industrial policy in many quarters. However, there are important
market failures in signi cant industries, and these market failures sometimes prevent these
industries from existing at all or workingwell. e potential gains to society from a procom-
petitive industrial policy that xes those externalities are signi cant (Goldberg et al, 2024).

3.1 Scale in the single market
Changes in the external environment make the payo to European scale higher than in the
past. e quickest solution for achieving scale for European rms is to ensure there is one

8 e EU Court of Justice ruled out the process used by the Commission in the Illumina-Grail merger. See judgement
in C-611/22 P - lllumina v Commission, 3 September 2024, https://curia.europa.eu/juris/liste.jsf?num=C-
611/22&language=en.
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market across the 27 EU countries rather than many small markets®. In telecoms, the lack of
common regulation of spectrum means that the economies of scale that might otherwise be
achieved from operations in many member states are missing. Banking and nancial services
regulations prevent a true single market in capital. High-speed rail networks do not cross
country borders smoothly. Energy markets are likewise separated. e reason for lack of scale
is not merger control, butinsu cient harmonisation within Europe.

Policies for deepening the single market are akin to a physician’s advice on weight loss:
the answer is always the same, diet and exercise. While patients and politicians would prefer a
quick and easy solution, the only thing that works is di  cult: harmonise regulations and rules
SO rms can operate one business e ciently across many member states. One approach to
speed up the process could be to create a new regulator and set of regulations that belong to
all member states (‘a zeroth regime’), compliance with which allowsa rm to operate in any
member state'®. Abandoning competition enforcement will not work at all. Indeed, it would
be counterproductive because industrial policy subsidies would then be spentby rms that
did not feel competitive pressure to be e cient.

3.2 Examples of pro-competitive industrial policy

Pro-competitive industrial policy should be deployed at EU level to help with deepening the
single market. Such a pro-competitive industrial policy is comprised of programmes that
target speci c externalities and articulate where the externalities come from, what harm they
cause and how each externality can be mitigated or neutralised (Mazzucato et al, 2023). e
discipline imposed by this explicit analysis helps prevent wasted expenditure and highlights
policy tools that may be missing, but needed.

Examples of externalities are the positive spillovers from worker training, climate external-
ities, the gains from industry agglomeration that requires coordination among suppliers, pro-
ducers, workers, and infrastructure. EU-wide policy designs that overcome these externalities
could include subsidies for worker training, government support for infrastructure and zoning
or coordination on a standard for a new technology. An important example of an externality is
the unwillingness of private parties to invest in R&D when they cannot obtain property rights
and will only capture a small share of the bene ts, while much of the gains ow to competitors
or society as a whole. EU-funded R&D can correct for underinvestment and stimulate entry of
more innovators or catalyse an industry. However, it is important that any subsidies be com-
petitively awarded and that conditions apply to the winners that promote competition. For
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expensive but more secure. Pro-competitive industrial policy includes solutions for problems
like these to increase resilience at EU level.

Another problem is con icting standards in EU countries in areas including spectrum
management, banking and land-use planning. For example, countries might have di erent
regulations for electric-car charging stations, or none at all. Such disparate standards may dis-
suade investment by private parties as they wonder which version will become most popular.
A private standard-setting organization cannot change the rules in member states. However,
EU industrial policy can gather industry participants to establish common planning rules, a
common engineering template to handle high voltages and common application program-
ming interfaces (APIs) between charging points and cars. Such a scheme has the bene t of
being inexpensive because the private sector is ready to do the investment; but by the same
token the private actors will not invest until they have certainty about what the standards are.
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asserted that the secret to Google’s search quality is the algorithm, not the data*. s type of
evidence raises the possibility that more than one search engine could reach e cientscale in
the market today. Similarly, advances in arti cial intelligence are surely changing the optimal
market structure by altering the cost structure of search, the need for data and the bene ts of
di erentiation, so a regulator does not know today what market structure will be feasible or

e cientin Al. When there is uncertainty, agood rst step is to open up the market to learn
what entrants and consumers will do, and then tailor further remedies in response to the
resulting outcomes.

e DMA is now fully in force but not all platforms appear to be complying with it. In
spring 2024, the European Commission announced noncompliance proceedings against
Alphabet, Apple and Meta?. More such proceedings seem likely as business users and civil
society absorb the platforms’ compliance reports and attempt to exercise their rights. If
enforcement of the law does not compel compliance within a short period of time, the law
will lose legitimacy with society. Gatekeepers will view it as optional rather than required and
will simply hire large legal teams to fend o the need to change their business practices. Euro-
pean business users will become disillusioned about their ability to access consumers freely
through the gatekeepers. Without feedback from business users the law is di  cult to enforce.
But business users will have no incentive to help the Commission with enforcement if their

11

Policy Brief | Issue n®19/24 | September 2024


https://www.ft.com/content/8896a83a-74ac-49e5-9296-3545b1094919
https://digital-markets-act.ec.europa.eu/commission-opens-non-compliance-investigations-against-alphabet-apple-and-meta-under-digital-markets-2024-03-25_en
https://digital-markets-act.ec.europa.eu/commission-opens-non-compliance-investigations-against-alphabet-apple-and-meta-under-digital-markets-2024-03-25_en
https://digital-markets-act.ec.europa.eu/commission-opens-non-compliance-investigations-against-alphabet-apple-and-meta-under-digital-markets-2024-03-25_en

not used to anoint a winner and close those markets to others, society gains from industrial
policy. isis notasubsidy race; rather, it is pro-competitive industrial policy.

When competitiveness is understood as the productivity generated by all of societies’
resources, it is straightforward to see that competition supports competitiveness. e notion
that competition policy is in con ict with ‘competitiveness’ is dangerously wrong. A large
single market allows European rms to reap greater returns from innovation and investment
and to achieve scale in a competitive environment. Subsidies or other aid targeted to achieve
several social goals at once should be the most favoured in an environment with tight budg-
ets. Firms facing competition have an incentive to use their resources wisely and carefully,
which is what the public expects from taxpayer funds. e resulting innovationand e ciency
will generate European competitiveness that bene ts everyone.
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