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SUMMARY State aid is an important 
mechanism to control the conditions for 
competition in markets. Member States are 
required to notify the European Commission 
(EC) of plans to grant or alter state aid unless it 
is of a kind exempted by the relevant European 
Regulation. The Commission has sole 
competence to decide on the legality of state 
aid.      
 Figures for the period 2009-2011 indicate 
decreases in both crisis and non-crisis aid to 
the real economy. Major policy developments 
in 2012 included modernisation of state aid 
rules (including new regional state aid 
framework) and adoption of the de minimis 
Regulation.  
Between 2008 and 2011, crisis aid to the 
banking sector totalled €1 600 billion. This had 
various negative effects on competition 
(especially concerning banks that were 
considered "too systemic too fail") but 
contributed overall to avoiding the "worst case 
scenario" in which multiple large banks could 
have defaulted. The costs of state aid 
dispensed to the financial sector are uncertain 
but some experts estimate they will add to the 
crisis-related output contraction and job 
losses.   
Stakeholders argue that state aid helped to 
contain the crisis and was relatively well 
targeted but that its speedy implementation 
may lead to future problems. Modernisation of 
state aid is likely to accelerate the procedure, 
but may raise issues with regards to control of 
aid and conflicts of interest.       
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State aid overview 

Main issues and legal framework 
The EU's state aid provisions have become 
an important mechanism for controlling the 
development of conditions for competition. 
Granting financial advantages to selected 
undertakings can distort competition and 
affect trade between Member States. As 
such, state aid is defined in the EU Treaties 
as being incompatible with the internal 
market. EU law contains a general 
prohibition of state aid, allowing only for a 
number of exceptions that are supervised by 
the European Commission: 
 Regional aid: granted to promote the 

economic development of certain 
disadvantaged areas,  

 Sector-specific aid: granted to resolve 
structural problems in specific sectors, 
and 

 Horizontal aid: granted to benefit all 
sectors of the economy e.g. research and 
development, SMEs.  

The principal legal provisions are Articles 
107 to 109 of the Treaty on the Functioning 
of the EU (TFEU). The rules and their 
interpretation are developed by EU case law 
and the secondary legislation – Frameworks, 
Directives, Communications and Guidelines.  

Member States are required to notify the EC 
of any plan to grant or alter state aid unless 
it is of a type covered by the General Block 
Exemption Regulation. The Commission has 
sole competence to decide on the legality of 
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http://ec.europa.eu/competition/state_aid/legislation/provisions.html
http://ec.europa.eu/competition/state_aid/legislation/legislation.html
http://ec.europa.eu/competition/state_aid/legislation/gber_citizen_summary_sheet_en.pdf
http://ec.europa.eu/competition/state_aid/reform/gber_final_en.pdf
http://ec.europa.eu/competition/state_aid/reform/gber_final_en.pdf
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state aid: it can monitor, control, restrict and 
recover any forms and levels of aid and must 
approve aid grants before they can be 
implemented.     

Main figures and trends  
Between 2008 and 2011 state aid granted in 
the context of the financial and economic 
crisis constituted vast majority of total state 
aid.  

Figure 1 - State aid granted as a percentage of 
GDP, EU-27, 2008 - 2011 
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Source: European Commission 

The EC's 2012 State Aid Scoreboard 
indicated that total support1 to the real 
economy, based on temporary crisis rules 
(which expired in 2011), mainly in form of 
subsidised guarantees and one-off €500 000 
subsidies, amounted to €4.8 billion in 2011, 
compared to €11.7 billion in 2010 and 
€21 billion in 2009. This trend may be 
explained by the increasing availability of 
market funding over that period and the 
persistent budgetary restrictions of Member 
States.  

Total non-crisis aid decreased, also partly 
due to budgetary constraints, and fell to 
€64.3 billion in 2011 after stable levels of 
around €73 billion in 2010 and 2009. In 
2011, aid was primarily focused (89%) on 
horizontal objectives such as aid for 
research and innovation, protection of the 
environment and providing capital to SMEs. 
Horizontal aid is considered less distortive 
than sectoral aid as it targets market failures 
and brings about benefits to society (e.g. 
regional aid). Almost 90% of total non-crisis 
aid was granted under block exemptions or 

schemes which do not require prior 
notification of the Commission. 

Recent policy developments 
In May 2012, the EC presented a 
Communication on state aid modernisation 
which introduces reforms of state aid rules 
to foster the internal market and promote 
economic growth. Its objectives also include 
increasing focus on those cases with the 
biggest impact on the internal market, 
streamlining the rules and accelerating the 
decision-making process. The Commission 
proposed to identify common principles for 
assessing the compatibility of aid with the 
internal market and to revise a series of state 
aid guidelines and regulations2.  

Notably, the reform of the guidelines on 
regional state aid includes a reduction in the 
maximum levels of aid allowed, increased 
focus on less developed regions, greater 
attention to competition-distorting effects, 
rigorous evaluation of the value added by 
aid and measures to ensure that the aid 
goes to investments which would not occur 
without it. The main elements of the 
modernisation package should enter into 
force by the end of 2013.  

In 2012 the Commission also adopted the de 
minimis Regulation, establishing a threshold 
below which compensation to instances 
that provide services of general economic 
interest (essential activities which could not 
be supplied without public intervention 
such as postal or transport services) is not 
seen as state aid.        

Banking sector  

Since 2008, state aid to the banking sector 
has been dispensed under a special crisis 
framework, currently set out in five EC 
communications3. In 2011, Member States 
and the Commission agreed on a banking 
package to strengthen banks' capital and 
guarantee their liabilities with funds 
dispensed under EU state aid rules.     

http://ec.europa.eu/competition/state_aid/studies_reports/expenditure.html
http://ec.europa.eu/competition/state_aid/studies_reports/2012_autumn_en.pdf
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:C:2009:083:0001:0015:EN:PDF
http://europa.eu/rapid/press-release_IP-12-1444_en.htm
http://europa.eu/rapid/press-release_IP-06-1765_en.htm?locale=en
http://europa.eu/rapid/press-release_IP-08-1110_en.htm?locale=en
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=CELEX:52012DC0209:EN:NOT
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=CELEX:32012R0360:EN:NOT
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=CELEX:32012R0360:EN:NOT
http://www.consilium.europa.eu/uedocs/cms_data/docs/pressdata/en/ec/125621.pdf
http://www.consilium.europa.eu/uedocs/cms_data/docs/pressdata/en/ec/125621.pdf
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Crisis state aid to financial sector 
Between 1 October 2008 and 1 October 
2012, total aid to the financial sector 
approved by the Commission was €5 058 
billion (representing 40% of 
EU GDP). The EC's figures 
reveal that the volume of 
state aid actually used by 
banks between October 
2008 and 31 December 
2011 amounted to around 
€1 600 billion (13% of EU 
GDP). The majority (72%) of 
aid was spent on liquidity 
support (mainly state 
guarantees for banks' 
funding) while the rest 
served as funding for 
measures to support bank 
solvency (recapitalisation 
and treatment of impaired 
assets). State aid to the 
financial sector has been 
highly concentrated when it 
comes to the main 
beneficiaries (ten financial 
institutions received 50%) 
and also to countries: up to 
the end of 2011, the United 
Kingdom (19%), Ireland 
(16%) and Germany (16%) 
accounted for half of the 
total aid used.    

Effect on competition 
From the competition point 
of view, state-financed bail 
outs have several negative 
effects: they reward moral 
hazard by prolonging 
distortions created in the 
pre-crisis era and stop market forces from 
sanctioning and eliminating unsustainable 
business models. Bail-outs may even 
reinforce the market power of the aided 
banks by helping to absorb the 
consequences of risky pre-crisis decisions 
(e.g. acquisitions). State interventions can 
also create an uneven playing field 
(regarding lower cost of capital after aid and 

perception of soundness and safety) and 
cause long-term changes in market 
structure.  

Fundamental policy challenges for crisis 
management lay in 
reconciling the short-term 
goals of preserving 
financial stability and mid- 
and long-term goals of 
safeguarding competition, 
internal market and a level 
playing field for banks. 

Mitigating measures 
All banks receiving state 
aid (in a form other than 
government guarantees of 
bank liquidity) must 
present viability plans or 
more fundamental 
restructuring plans. From 
the beginning of the crisis 
until mid-2012, the EC has 
taken over 45 decisions on 
the restructuring or 
resolution of banks with a 
further 25 cases still under 
consideration. However, 
the EC observed that state 
aid obligations are unlikely 
to be the dominant driver 
for further restructuring, 
since state aid has been 
concentrated in a small 
number of banks. It is more 
likely that implementation 
of the EU's financial reform 
agenda, especially the 
revision of bank capital 
requirements (CRD4), will 

encourage the sector to concentrate 
resources on best-performing areas. In a 
2011 analysis, the Commission reasoned 
that the state aid granted since 2008 has 
been effective in reducing financial 
instability and mitigating negative effects of 
the crisis on the real economy. The EC also 
stated that state aid has limited distortions 

Banking crisis in Spain 

Until 2008, Spanish banks thrived 
through financing the rapid 
expansion of the property sector and 
the enormous spending by regional 
governments on new infrastructure 
and big projects. The unique 
structure of the Spanish banking 
system, half of which are the cajas - 
regional banks often closely 
connected to local politicians and 
highly exposed to property 
development - exacerbated the 
negative effects of the property 
bubble's deflation. During the crisis 
the government started a 
programme of merging the cajas to 
improve efficiency, creating for 
example Bankia, composed of seven 
banks. Bankia, considered "too large 
to fail", had to be partially 
nationalised due to its inability to 
meet increased capital requirements. 
As a consequence, the existing 
shareholders are likely to lose heavily 
and, more importantly, Bankia's 
collapse pushed Spain to seek a 
European bailout. In November 2012, 
the EC authorised state aid to 
recapitalise eight banks, three of 
which (BFA/Bankia, NGC Banco and 
Catalunya Banc) will have an 
independent trustee to ensure that 
restructuring plans are implemented. 
In January 2013 the Commission 
considered the risks to the Spanish 
banking sector to remain significant.   

http://europa.eu/rapid/press-release_IP-12-1444_en.htm
http://ec.europa.eu/competition/publications/cpn/2009_3_1.pdf
http://ec.europa.eu/competition/publications/cpn/2009_3_1.pdf
http://ec.europa.eu/dgs/competition/economist/toxic_assets_en.pdf
http://europa.eu/rapid/press-release_SPEECH-12-481_en.htm
http://ec.europa.eu/internal_market/economic_analysis/docs/financial_integration_reports/20120426-efsir_en.pdf
http://ec.europa.eu/internal_market/finances/policy/map_reform_en.htm
http://ec.europa.eu/internal_market/finances/policy/map_reform_en.htm
http://ec.europa.eu/internal_market/bank/regcapital/new_proposals_en.htm
http://ec.europa.eu/competition/publications/reports/working_paper_en.pdf
http://ec.europa.eu/competition/speeches/text/koopman_cpi_7_2_en.pdf
http://www.reuters.com/article/2013/02/14/us-spain-bankia-shares-idUSBRE91D0KR20130214
http://www.bloomberg.com/news/2013-02-27/spain-s-bankia-led-bailout-won-t-spell-end-of-troubles-for-banks.html
http://europa.eu/rapid/press-release_MEMO-12-918_en.htm
http://ec.europa.eu/economy_finance/publications/occasional_paper/2013/pdf/ocp126_en.pdf
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of the single market and contributed to the 
long-term viability of the sector.     

Too systemic to fail 
While some countries are restructuring the 
banking sector, at EU aggregate level there 
has not yet been a significant decline in the 
size of the industry when it comes to the 
level of total assets. According to a high-
level expert group, this limited restructuring 
may in fact be partly attributed to state aid 
granted by government and liquidity 
support provided by central banks. Due to 
either lack of adequate governmental crisis 
management mechanisms or problems with 
their implementation, most banks were 
deemed as "too systemic to fail", even when 
they were relatively small4. This state 
guarantee of banks existence created so-
called "implicit subsidies". According to 
Moody's, the largest banks benefit from 
higher credit ratings that can be partly 
attributed to official support from the state. 
Evidence from the UK suggests that 90% of 
implicit subsidies went to the biggest 
institutions, which might therefore have 
benefited from cheaper funding at the 
expense of non-guaranteed banks, and have 
used resources diverted from different 
sectors of the economy.  

The Commission aims to address these 
problems in a new proposal on Bank 
recovery and resolution designed to break 
the links between banks and the public 
sector by establishing a resolution fund 
financed by the banking sector rather than 
by taxpayers. This would form the basis of 
one of the building blocks of the banking 
union.  

The high-level expert group considers that 
the direct fiscal costs of state aid dispensed 
so far are uncertain, but will add to the 
wider output contraction and job losses 
related to the crisis.  

Evaluation and stakeholder views 

The overview of selected economic research 
on state aid shows a generally positive 

evaluation of the EU policy as it managed to 
control levels of state aid despite the crisis. 
In particular, aid to services and to industry 
did not deviate significantly from their pre-
crisis levels. Critics do however argue that 
state aid and regional policy objectives are 
not fully coherent, which can sometimes 
create the adverse effect of attracting 
companies to richer regions. This 
inconsistency may also cause flaws in design 
of state aids which do not necessarily spur 
growth in poorer regions.  

Evaluation of state aid to the non-financial 
sector during the crisis, commissioned by 
the EP, found that it was relatively well 
targeted (particularly towards SMEs) and 
prudent. However, as for the financial sector, 
the urgency to inject public capital left little 
room to repair balance sheets, consider 
mergers thoroughly or to ensure that 
shareholders also bear the losses.     

A 2011 Court of Auditors report found that 
state aid procedures are lengthy and lack 
transparency. It recommended optimisation 
of resource allocation to improve efficiency.    

Some economists claim that restructuring 
aid contains an excessive number of 
intrusive conditions (e.g. prohibitions on 
lowering prices or mergers) which reduces 
the probability that the aided companies 
restructure successfully and perform 
effectively on competitive markets. 

Policy analysts underline that the 
Commission required "too systemic to fail" 
banks receiving state aid to trim their 
balance sheets and sell parts of their 
portfolios. However, the EC acted only when 
government assistance had been made 
explicit, and hence the interventions had 
only corrective and not preventive role.  

Observers point out that while the focus 
switches from austerity to growth measures, 
speedier decision-making envisaged in the 
modernisation of state aid may address the 
frustrations of Member States which 
complain about delays in aid approval. 
Analysts fear, that giving national 

http://ec.europa.eu/internal_market/bank/docs/high-level_expert_group/report_en.pdf
http://ec.europa.eu/internal_market/bank/docs/high-level_expert_group/report_en.pdf
http://www.publications.parliament.uk/pa/cm201011/cmselect/cmtreasy/430/43007.htm
http://www.bankofengland.co.uk/publications/Pages/fsr/fs_paper15.aspx
http://ec.europa.eu/internal_market/bank/crisis_management/index_en.htm#maincontentSec2
http://ec.europa.eu/internal_market/bank/crisis_management/index_en.htm#maincontentSec2
http://europa.eu/rapid/press-release_MEMO-12-656_en.htm
http://europa.eu/rapid/press-release_MEMO-12-656_en.htm
http://www.tandfonline.com/doi/abs/10.1080/07036337.2012.707359
http://www.europarl.europa.eu/document/activities/cont/201107/20110714ATT24010/20110714ATT24010EN.pdf
http://www.europarl.europa.eu/document/activities/cont/201107/20110714ATT24010/20110714ATT24010EN.pdf
http://eca.europa.eu/portal/pls/portal/docs/1/10952771.PDF
http://oxrep.oxfordjournals.org/content/28/2/347.abstract
http://www.bruegel.org/publications/publication-detail/publication/495-too-big-to-fail-the-transatlantic-debate
http://euobserver.com/economic/116194
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monitoring and granting state aid.  

Contact: marcin.szczepanski@ep.europa.eu Page 5 of 6 
 

European Parliament 

On 17 January 2013, the European 
Parliament adopted a Resolution on state 
aid modernisation, welcoming the reform 
and particularly the acceleration of 
procedures. MEPs underlined the need for 
less but better targeted state aid which will 
support the shift to a knowledge economy. 
The resolution called on the Commission to 
provide detailed criteria for distinguishing 
between important and less important state 
aid cases. The EP stressed that the intention 
to exempt more measures from notification 
requirements should not lead to increased 
aid levels.       

In July 2012, the Economic and Monetary 
Affairs Committee prepared a draft report 
on the 2011 Report on Competition (with 
amendments tabled on 16 October 2012). 

The report pointed out that the extension of 
the extraordinary state aid crisis rules has 
contributed to preserving financial stability 
through the provision of mechanisms for 
bank restructuring and crisis resolution.  

Main references 

State Aid Modernisation, EP Library Keysource, 
08 January 2013 (available on EP Library 
intranet) 

High-level Expert Group on reforming the 
structure of the EU banking sector, 02 October 
2012   

Disclaimer and Copyright 

This briefing is a summary of published information and 
does not necessarily represent the views of the author or 
the European Parliament. The document is exclusively 
addressed to the Members and staff of the European 
Parliament for their parliamentary work. Links to 
information sources within this document may be 
inaccessible from locations outside the European 
Parliament network. © European Union, 2013. All rights 
reserved. 

http://www.library.ep.ec 
http://libraryeuroparl.wordpress.com 
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Figure 2 - Total non-crisis state aid as a percentage of GDP, EU-27, 1992 - 2011 
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Source: European Commission 

http://www.oxan.com/display.aspx?ItemID=DB175750
http://www.europarl.europa.eu/sides/getDoc.do?pubRef=-//EP//TEXT+TA+P7-TA-2013-0026+0+DOC+XML+V0//EN
http://www.europarl.europa.eu/sides/getDoc.do?pubRef=-//EP//TEXT+TA+P7-TA-2013-0026+0+DOC+XML+V0//EN
http://www.europarl.europa.eu/sides/getDoc.do?pubRef=-//EP//NONSGML+COMPARL+PE-494.535+01+DOC+PDF+V0//EN&language=EN
http://www.europarl.europa.eu/sides/getDoc.do?pubRef=-//EP//NONSGML+COMPARL+PE-496.675+02+DOC+PDF+V0//EN&language=EN
http://www.library.sso.ep.parl.union.eu/lis/site/policyAreaPostDetail.form?postId=51338&q=
http://ec.europa.eu/internal_market/bank/docs/high-level_expert_group/report_en.pdf
http://ec.europa.eu/internal_market/bank/docs/high-level_expert_group/report_en.pdf
http://www.library.ep.ec/
http://libraryeuroparl.wordpress.com/
http://ec.europa.eu/competition/state_aid/studies_reports/expenditure.html
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Endnotes 
1 Aid values used in this briefing correspond to the used volume of the aid implemented by the Member States and declared to 
the Commission in their annual reports. Total approved aid level is always higher (around €4 500 billion committed and €1 600 
billion actually used in the period 2008-2011). Detailed remarks on methodology are contained in the 2011 Scoreboard, p.32-33.    

2 The guidelines include: Regional aid (consultation on draft guidelines launched in January 2013, consultation closed in April 
2012), Research, development & innovation (issues paper of December 2012, consultation closed in April 2012), Environmental 
aid (consultation closed in October 2012), Risk capital for SMEs (issues paper of November 2012, consultation closed in October 
2012), Broadband (guidelines entered into force in January 2013, consultation closed in April 2012). The regulations include: the 
Block Exemption Regulation (consultation closed in September 2012), Enabling Regulation (Commission proposal of December 
2012), and de minimis Regulation (consultation closed in October 2012).                

3 Application of state aid rules (10/2008): outlined main principles, including non-discrimination of access based on nationality, 
time limitations and foreseen adequate contributions from the private sector and follow-up measures. Bank recapitalisation 
(12/2008): introduced safeguards to ensure that the public capital is used to sustain bank lending to real economy and not to 
finance conduct against competitors who manage without state aid.  Treatment of impaired assets (02/2009): outlined methods 
of dealing with assets on which banks are likely to incur losses, mainly asset purchase or asset insurance schemes. The EC 
provided methodologies for asset valuation, remuneration of the State for the asset relief and criteria that will be used to 
evaluate given aid. Restructuring of banks (07/2009): set out the conditions for restructuring banks with a view of their return to 
long-term viability without state aid, burden-sharing of costs and adopting measures to limit competition distortions. 
Application of state aid rules (12/2012): explained how to adequately remunerate State for recapitalising banks and provided 
revised methodology for remuneration of guarantees for banks' funding needs to ensure that the fees that banks pay reflect 
their intrinsic risk.  

4 Formal liquidation cases included Fiona Bank (DK), Roskilde Bank (DK), EIK (DK), Amagerbanken (DK), Kaupthing Bank (FI, LU), 
Anglo Irish (IE), and Bradford & Bingley (UK).   
5 Mainly financing the real economy, SMEs and jobs.   

http://ec.europa.eu/competition/state_aid/studies_reports/archive/2011_autumn_working_paper_en.pdf
http://ec.europa.eu/competition/consultations/2013_regional_aid_guidelines/index_en.html
http://ec.europa.eu/competition/consultations/2012_regional_stateaid/index_en.html
http://ec.europa.eu/competition/state_aid/legislation/rdi_issues_paper.pdf
http://ec.europa.eu/competition/consultations/2012_stateaid_rdi/index_en.html
http://ec.europa.eu/competition/consultations/2012_state_aid_environment/index_en.html
http://ec.europa.eu/competition/state_aid/modernisation/risk_capital_issues_paper_en.pdf
http://ec.europa.eu/competition/consultations/2012_risk_capital/index_en.html
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:C:2013:025:0001:0026:EN:PDF
http://ec.europa.eu/competition/consultations/2012_broadband_guidelines/index_en.html
http://ec.europa.eu/competition/consultations/2012_gber/index_en.html
http://ec.europa.eu/competition/state_aid/legislation/enabling_regulation_en.pdf
http://ec.europa.eu/competition/consultations/2012_de_minimis/index_en.html
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=CELEX:52008XC1025(01):EN:NOT
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:C:2009:010:0002:0010:EN:PDF
http://ec.europa.eu/competition/state_aid/legislation/impaired_assets.pdf
http://ec.europa.eu/competition/state_aid/legislation/restructuring_paper_en.pdf
http://ec.europa.eu/competition/state_aid/legislation/en.pdf
http://ec.europa.eu/avservices/video/shotlist.cfm?ref=91680

