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CHAPTERR 4 INTEGRATIONN AS A MUTUALLY REINFORCING RELATION BETWEEN COMPETITION 

ANDD ENVIRONMENTAL PROTECTION 

4.11 Introductory remarks 

Inn the preceding two chapters three central issues have been 
identified.. Firstly, the idea that competition is the best instrument to achieve 
dynamicc and allocative efficiency. Secondly, the fact that a full and universal 
internalisationn of all environmental externalities (excluding Pareto-irrelevant 
externatlitiess the internalisation of which will not contribute to Pareto-optimal-
ity)) would, in the presence of effective competition, result in socially optimal 
levelss of environmental protection. Thirdly, the finding that this internalisation 
iss still being undertaken and far from complete. Just as much as the combina-
tionn of these three factors or central issues leads to the problem of environmen-
tall  agreements that restrict competition while being environmentally beneficial, 
thesee three factors also hold the key to solving the problem. This key is the 
integrationn of competition and environmental protection. In this chapter, we 
wil ll  develop the model of integration that wil l allow us to value the solutions 
thatt were adopted in practice in order to solve the competition and environment 
conundrum. . 

4.22 Competition, internalisation and lacking internalisation 

Competition,, as economic history shows us, is without doubt 
thee best method to organise a market. Countries that have free market econo-
miess have in general fared much better than their opposites the centrally guided 
economies.. This is so because competition ascertains static efficiency (optimal 
allocationn of production factors) as well as dynamic efficiency (innovation; the 
developmentt of new products). The only disadvantage of competition is its 
inherentt wastefulness. This relates to both the static and dynamic efficiency 
componentt of competition. For one, the whole idea behind competition is an 
economicc 'survival of the fittest'. This means that the companies that make the 
worsee mousetrap will be pushed out of the market, thus wasting resources.1 

Withh regard to the dynamic efficiency component of competition we may point 
att the fact the innovation consumes considerable resources. Innovation may on 
thee one hand be best served with cooperation and a bundling of the resources of 
companiess that would individually not have been able to innovate at all. On the 
otherr hand - to borrow a famous saying - the greatest of all monopoly profits 
mayy very well also be not having to invest in research and the development of 
neww products. 

Competitionn and its inherent propensity to waste resources become particu-
larlyy important in the context of the internalisation of externalities such as the 

11 These resources may of course be taken over by the surviving firms. 
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environment.22 Because of the fact that environmental protection is to a large 
extentt a non-value added - or, better, an external added value - activity, profit 
marginss are small and the case for a non-multiplication of the costs becomes 
better.. All in all, externalities are, as could be seen in chapter 2, are often found 
inn the company of natural monopolies. 

Thiss would be otherwise only if there would be full and universal internali-
sationn of all externalities. The harsh reality, however, is that the internalisation 
iss lacking in more than one respect. For one, competitors may not have inter-
nalisedd certain environmental aspects. The result of one group of companies 
goingg ahead of the industry is a deterioration of the competitive position of 
thatt group vis a vis the rest of the industry. A more important aspect of lacking 
internalisationn is connected to the consumers. The overwhelming majority of 
thee consumers have not yet internalised the environmental externalities in their 
purchasingg decisions and are thus unwilling to pay more for an environmentally 
friendlyy product. Even in the absence of full and universal internalisation of all 
environmentall  externalities among the producers, a full internalisation among 
thee consumers would have greatly mitigated the deterioration of the competi-
tivee situation of the leading group. This for the simple reason that a consumer 
thatt has internalised environmental concerns in his purchasing decisions will , 
providedd that he is financially capable, is willin g to pay more for the greener 
product.. Consumers in a rich country such as the Netherlands are capable 
too buy, for example, sustainable generated 'green' electricity instead of 'grey' 
electricity.. In doing so they might end up paying more but preserving a healthy 
environmentt for their children. That this switch to environmentally friendly 
productss is not taking place on a massive scale in the rich industrialised nations 
iss a sign of the poorly developed capability of man to envisage and take account 
off  longer-term effects. It is, in short, a sign of lacking internalisation. 

Where,, then, do we start to internalise environmental costs? In the minds of 
millionss of citizens or in the corporate strategies of a relatively limited number 
off  companies? The principles of the free market economy and competition 
wouldd dictate that the consumers' preferences need to the point of departure. 
Consumerr preferences and the wants of all individuals combined are what 
guidee the market like an invisible hand. Reasons of effectiveness and efficiency, 
however,, point at the producers as the best point from which to start changing 
thee perceptions of a society and internalising environmental costs. 

22 These wastes are of course to a large extent only a transitory problem arising from, for example, the 

bankruptcyy of an inefficient firm. However, insofar as the wastefulness follows from the fact that 

certainn investments are multiplied precisely because of competition (for example, three companies all 

fundingg an R & D department) the waste is inherent and non-transitory. 
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Thee latter point of departure is, as we have seen above, indeed the one 
predominantlyy chosen by environmental law and policy. This was partly given 
inn by reasons related to the efficiency and effectiveness of environmental policy. 
Itt can, however, probably also be seen as a recognition of industry's capability 
too change our preferences. As an example of this power, we may ask ourselves 
howw often we would be in dire need of a means of communication for twenty-
fourr hours per day, ten years ago. The enormous popularity and use of mobile 
phoness today in no way reflects the crowds that must have been standing behind 
nearlyy every public phone ten years ago. Perhaps the extra impetus for the inter-
nalisationn of environmental costs with consumers needs to come from the same 
peoplee who made us believe that we need mobile telephony and new clothes for 
everyy new season. Moreover, these 'masters of marketing' have an incentive to 
internalisee the environment as it gives them yet another means by which they 
mayy distinguish and thereby market their products. 

Itt is thus submitted that industry has a major role to play in internalising 
environmentall  externalities.3 This means that industry wil l have to take the lead 
inn first internalising those costs itself. Industry wil l only do this if it does not 
deterioratee or jeopardise its own competitive position. This will in turn result 
inn the industry asking for government induced distortions of competition or 
restrictingg competition itself in order to compensate the deterioration. As a 
resultt of this, industry and the government wil l meet with competition law and 
itt at this point that competition and the environment need to be integrated. 

4.33 A model of integration 

Itt is recognised that sustainable development cannot possibly 
bee understood to require zero economic growth. The other way around sustain-
abilityy seems to be irreconcilable with unlimited economic growth. Probably the 
onlyy way forward if humanity wants to enjoy this planet as its home for much 
longer,, is to achieve sustainable development. This requires a full and univer-
sall  internalisation with producers as well as consumers. During this process 
off  internalising the environmental externalities restrictions of competition are 
necessary.. The model of integration thus requires that the competition rules are 
appliedd in the light of the objective of achieving internalisation. It is therefore 
submittedd that during the transitory phase, when the process of internalisa-
tionn is taking place, restrictions and distortions of competition must be allowed 
insofarr as they are necessary to internalise environmental externalities. After 
thiss transitory phase, all environmental costs wil l have been internalised so that 

**  That is to say that placing trust in the government alone as the principal agent to bring about this inter-

nalisationn is at least equally naive and probably less efficient. 
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unrestrictedd and undistorted competition wil l actually work for the environ-
ment. . 

Thee following example will clarify this. Consider a group of companies that 
wantss to internalise the environmental costs arising from emissions from their 
installationss by installing equipment that wil l reduce these emissions. This 
group,, however, is active on a highly competitive international market. Moreo-
ver,, their activity together with the competitive nature of the market does not 
alloww them profits of the kind that wil l pay for the considerable investments 
needed.. Since the companies know that simply installing the emissions reduc-
tionss equipment is beyond their financial capabilities, they apply for a govern-
mentt subsidy. Such a subsidy wil l probably constitute a state aid within the 
meaningg of Article 87(1) of the EC Treaty. As such, it is prohibited but may be 
exemptedd by the Commission on the basis of Article 87(3) EC. It is submitted 
thatt the model of integration requires the Commission to allow this subsidy 
insofarr as it aids the internalisation. In practice this will mean that the invest-
mentt aid wil l have to be exempted insofar as it covers the extra costs arising 
fromm the environmental investment and insofar as this is necessary to compen-
satee the deterioration of the competitive position. If, for example, the competing 
companiess also start investing in emissions reductions equipment, the invest-
mentt is no longer necessary. 

Supposee that the group of companies does not get the government subsidy. 
Theyy could then abandon the entire project and could just continue their envi-
ronmentallyy unfriendly business as usual. If they want, however, to continue 
improvingg their environmental track record, the parties wil l firstly have to 
acquiree some form of market power by which they can partially offset the dete-
riorationn of their competitive position. They wil l achieve this by cooperating.*  As 
theyy wil l want to prevent free rider problems and since they are unable to bear 
thee investments themselves, they may decide to collectively pass the costs of the 
investmentss on to their consumers. In the absence of this collective approach, 
memberss of the group may soon succumb to pressure from their consumers to 
noo longer pass the costs on. This would, in turn, mean that the necessary invest-
mentss wil l no longer be done and the free riding begins, leading to the abandon-
mentt of the project altogether. This coordination of competitive behaviour by the 
groupp wil l fall within the scope of Article 81(1) EC. Moreover, traditional compe-
titionn law and policy would seem to indicate that, since it concerns a decision 
withh regard to the price, it is probably prohibited while it is unlikely that it may 
bee able to benefit from an exemption pursuant to Article 81(3) EC. However, 
accordingg to the model of integration, competition law should facilitate this 
internalisationn of environmental costs by allowing the coordination of competi-
tivee behaviour insofar as this is necessary for the internalisation. 

Notee that the group may also want to cooperate in order to achieve economies of scale. 
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Inn both cases, the state granting aid and the coordination of competitive 
behaviourr by the companies, the withdrawal of competition law should be 
neitherr unconditional nor indefinite. This because a complete disapplication 
off  competition law would fully rule out the allocative and dynamic efficiency 
benefitss that competition may bring with it. As a result the mutually reinforcing 
relationn between competition and the environment, that is considered to form 
thee core of the model of integration, is forgone. In the context of the application 
off  EC competition law to the examples above, the subsidy should be considered 
aa state aid and be granted an exemption on the basis of Article 87(3) EC. Such 
ann exemption, as opposed to a solution whereby environmental subsidies would 
bee considered to fall outside the scope of Article 87(1) in the first place, ensures 
thatt the Commission is able to keep a check on whether and to what extent the 
aidd is necessary for the internalisation. Similarly, the agreement between the 
industryy should not be taken outside the scope of Article 81(1) altogether5 but 
ratherr be exempted on the basis of Article 81(3). The model of integration there-
foree does not require an artificial narrowing of the scope of the prohibitions 
onn the grounds related to the protection of the environment or the internalisa-
tionn of environmental costs. Instead, the model of integration requires that the 
discretionaryy powers to disapply the prohibitions or grant exemptions should be 
exercisedd in the light of the need to achieve an internalisation. 

Thiss will allow the companies to internalise environmental costs without 
compromisingg their competitive situation. As the environment becomes more 
internalisedd with the producers as well as the consumers, competition can start 
too play its reinforcing role. An increasingly unmitigated application of competi-
tionn law to these environmental initiatives wil l ultimately result in a competition 
forr the environment. In this end-phase, the environment wil l have become an 
aspectt with regard to which competition is not only possible but also actually 
occurring.. In that phase both the environment and competition are better off. 
Competitionn is not only intensified because of the creation of a new factor with 
regardd to which competition is possible, it is also less distorted since the need to 
offsett competitive disadvantages has disappeared. 

That,, however, takes us into the future. At the moment, the model of inte-
grationn is still very much occupied with the transitory phase. Environmental 
considerationss are slowly seeping in our everyday actions and becoming part of 
alll  the decisions that we make on a day-to-day basis. It is thus in this transitory 
phasee that the authorities applying competition law may need to take a step back 
inn order to advance, at a later time, two steps. Only then may competition law 
andd policy play their part in the internalisation of the environment. Only then 
doo we stand a chance of accomplishing truly sustainable development. 

55 Unless there is no appreciable restriction in the first place. 
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