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In June 2025, EU Member States that are members of NATO committed to a significant increase in spending
on defence to 5% of GDP to be reached withing a decade. 3.5% of GDP would be spent on core defence items,
1.5% on defence-related items. Obviously, such commitments come on top of already tight public finances in
most of the economies concerned. Against this background, in autumn 2025, the ECON Committee requested
external expertise to better understand the potential synergies and tensions between security-oriented
measures and competitiveness objectives, with a view to fostering effective policy scrutiny in light of the
European Parliament's economic oversight responsibilities. The experts were asked to examine the economic
implications of reducing dependencies in critical supply chains—including raw materials, energy,
semiconductors, and defence—identifying where security-motivated investments can simultaneously
enhance innovation and productivity. They were further tasked with evaluating policy frameworks to
maximise positive spillovers between resilience-building and competitiveness, assessing innovative
approaches to industrial policy, and providing concrete recommendations for policy design that leverages
synergies whilst offering pragmatic solutions for managing unavoidable tensions. Three papers have been
received: one by Maria DEMERTZIS, Alejandro FIORITO and Konstantinos PANITSAS for The Conference
Board Europe and European University Institute, one by Erik JONES and Richard YOUNGS for Carnegie
Europe and the Robert Schuman Centre, and one by Stefan THURNER and Peter KLIMEK for the Complexity
Science Hub and Supply Chain Intelligence Institute Austria (for a comparative overview and links to the
papers see the table at the end of this briefing). This briefing offers an overview of all three papers with key
takeaways.
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Key Takeaways

+  Security is now a first-order priority. All three papers converge on the view that the EU faces
a fundamentally changed geopolitical environment. Economic competitiveness cannot be
pursued independently of security considerations. Dependencies (whether on the US for
defence, China for critical raw materials, or opaque global supply networks) constrain the EU's
policy choices and expose it to coercion.

- Strategic autonomy requires both defensive and proactive strategies. Jones and Youngs
distinguish between 'protective' autonomy (shielding against threats) and 'shaping' autonomy
(building partnerships and influence). Demertzis et al. propose a three-tier prioritisation with
defence and critical inputs first. This dual approach is essential for balancing short-term
resilience with longer-term competitiveness.

+  The EU lacks visibility into its own supply networks. Thurner and Klimek demonstrate that
traditional sector-based economic analysis conceals the firm-level interdependencies that
drive systemic risk. Without supply chain intelligence, the EU cannot identify critical
vulnerabilities, measure resilience, or design effective policies.

+ Industrial policy must return to centre stage. The papers agree that market forces alone will
not deliver resilience or sovereignty. Well-designed industrial policy (with clear exit horizons,
performance conditions, and support for European public goods) is essential.

- Trade-offs between economic and security goals must be explicitly managed. Jones and
Youngs warn against assuming automatic alignment between competitiveness and security.
The EU needs clearer frameworks for identifying tensions and making deliberate choices,
including strategic audits of trade agreements and Global Gateway investments.

- Speed and scale are critical. All three papers emphasise that current EU governance
provisions are inadequate as they lack the agility to respond to current challenges. Demertzis
et al. note that only 11% of Draghi's recommendations have been implemented. The EU
demonstrated crisis responsiveness during COVID-19; similar coordination is now needed for
economic security.

+ New institutional capabilities are needed. Thurner and Klimek propose establishing a
European Supply Chain Intelligence Institution to pool administrative data and provide real-
time network analysis. Jones and Youngs call for strategic forums, civil society engagement,
and member state alignment reports. These complement Demertzis et al.'s call for completing
the Savings and Investment Union.

What is the current state of EU strategic autonomy and competitiveness?
The three papers provide complementary diagnoses of the EU's vulnerabilities.

Demertzis et al. offer the most comprehensive mapping of dependencies, identifying four critical areas:
defence, critical raw materials, energy, and financial infrastructure. The defence dependency is acute, and
China supplies 100% of the EU's heavy rare earth elements essential for clean tech and defence. The EU also
depends on US-centric financial infrastructure, with the dollar dominating cross-border funding and
payment systems.

Jones and Youngs frame the challenge as a paradigm shift in international economics and geopolitics. They
argue that the EU has committed rhetorically to aligning economic competitiveness with security resilience
but lacks the precise strategies to give this fusion tangible substance. The whole paradigm of international
economics and geopolitics is shifting, and the EU requires means to respond in commensurate terms.

Thurner and Klimek reveal a different dimension of vulnerability: the EU's blindness to its own supply
network structures. They show that supply chains constitute 'the metabolism of modern economies,' yet
policymakers still rely on outdated linear models. Only 6% of firms report having supply chain visibility
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covering more than two tiers of suppliers. This 'supply chain knowledge paradox' means the EU cannot see
the interdependencies that determine its competitiveness, resilience, and sovereignty.

The papers agree on two structural weaknesses undermining competitiveness: productivity gaps
(particularly in ICT) and demographic decline. These compound the challenge of funding defence
modernisation, green transition, and strategic investments.

How should the EU prioritise between security and competitiveness?
A central theme across the papers is the relationship between security and economic performance.

Demertzis et al. argue most explicitly that 'security now comes first.' They propose that competitiveness
and productivity should be viewed as 'complementary to more pressing objectives' rather than primary
goals. Their three-tier framework prioritises: (1) immediate actions to reduce dependencies (defence
capabilities, critical raw materials, energy costs); (2) medium-term investments in decarbonisation,
Al/cloud, and digital infrastructure; and (3) enabling reforms in capital markets, skills, and trade policy.

Crucially, Demertzis et al. introduce the concept of fundamental uncertainty (uncertainty that cannot be
measured) as the baseline for policy design. This means policies cannot be optimised solely for good
outcomes; they must be 'good enough' across the widest range of circumstances. There is an inherent trade-
off: resilient outcomes come at the expense of peak performance.

Jones and Youngs add nuance by distinguishing two levels of security. The first, 'protective’ security,
involves shielding against direct threats through autonomy and self-sufficiency. The second, 'shaping'
security, involves building strategic partnerships that give the EU economic-strategic room for
manoeuvring. They warn against assuming these two levels align automatically: the EU needs explicit
frameworks for managing tensions.

Thurner and Klimek provide the analytical foundation for understanding trade-offs. They demonstrate that
efficiency and resilience are often in tension: highly optimised supply networks become fragile. Market
forces optimise for short-term efficiency, not resilience or sovereignty. Their key insight is that 'systemic
importance is not the same as economic size": a small firm in a bottleneck position may be more critical than
a large but redundant one. Only with firm-level network visibility can policymakers identify these critical
nodes and design targeted interventions.

What tools and approaches should the EU employ?

The papers propose complementary policy instruments across institutional, regulatory, and analytical
dimensions.

Industrial policy

Demertzis et al. draw on recent economic literature and EU experience to define principles for effective
industrial policy. Successful projects must: promote identifiable European public goods; receive support that
is conditional on successful outcomes; have predictable and well-defined exit horizons; operate under
simple and enforceable governance; generate both supply and demand for the goods produced. They cite
MBDA (European missiles), Galileo (satellite navigation), and Airbus as successes.
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Supply chain intelligence

Thurner and Klimek propose establishing a European Supply Chain Intelligence Institution (a dedicated,
independent EU body to assemble, operate, and interpret supply chain data). This institution would: pool
administrative datasets (especially VAT records and customs data) into a harmonised European data layer;
establish centres of analytic expertise in network science and data engineering; produce anonymised public
goods such as risk dashboards; enable simulation-based ex-ante policy testing. They argue this is now
technically feasible through advances in Al-based analytics and administrative data processing.

Strategic Partnership Frameworks

Jones and Youngs emphasise the foreign policy dimension. They propose: strategic audits of all new trade
and economic partnerships; a Global Gateway Scorecard showing how infrastructure investments connect
with security goals; a strategic forum with European companies to sensitise them to the economic-security
nexus; more rigorous arms export controls if the EU increases support for defence industry; and integration
of climate resilience into economic-security assessments.

Trade policy

All three papers address trade policy, though with different emphases. Demertzis et al. acknowledge that
pursuing bilateral trade agreements may contradict the EU's commitment to multilateralism, but argue this
is increasingly necessary as multilateralism recedes. Jones and Youngs frame trade diversification as
building strategic partnerships that provide economic-strategic room for manoeuvring, citing deals with
Mercosur, Mexico, India, and others.

What are the key recommendations for EU policy?

The three papers offer complementary recommendations that can be synthesised into an integrated agenda:

Immediate Priorities (Tier 1)

1. Accelerate defence capacity building. Pass the European Defence Industry Programme quickly,
enable fast-track permits, standardise specifications, and secure critical inputs. (Demertzis et al.)

2. Secure critical raw materials. Fully implement the Critical Raw Materials Act, establish joint
purchasing mechanisms, and build strategic stockpiles. (Demertzis et al.)

3. Define joint security priorities clearly. Spell out what kinds of foreign and security interests are to
be aligned with economic goals, with clear trade-off frameworks. (Jones and Youngs)

Medium-term Investments (Tier 2)

4. Establish European Supply Chain Intelligence capability. Create a trusted institution to pool firm-
level data and provide real-time network analysis for crisis management and industrial strategy.
(Thurner and Klimek)

5. Advance decarbonisation with grid integration. Build cross-border interconnectors and a
European hydrogen backbone. (Demertzis et al.)
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6. Carry out strategic audits of trade agreements. The Commission and EEAS should quantify the
impact of agreements on broader EU strategic interests. (Jones and Youngs)

Enabling Reforms (Tier 3)

7. Complete the Savings and Investment Union. Harmonise insolvency, expand venture capital, and
launch an EU savings vehicle. (Demertzis et al.)

8. Close skills gaps in digital and defence sectors. Strengthen mutual recognition of qualifications
and increase ICT training. (Demertzis et al.)

9. Require member state economic-security alignment reports. National policies should
demonstrate how they enshrine EU-level economic-security fusion. (Jones and Youngs)

Summary of the three studies

Author(s) Abstract / Key Arguments

Strategic autonomy and European competitiveness: Security now comes first

Escalating security threats have revealed defence dependencies that constrain choices
Maria DEMERTZIS, and allow for coercion. While there has been progress on the competitiveness agenda,
Alejandro FIORITO, the EU mustincrease military and economic autonomy further. Industrial policy should
Konstantinos move centre stage, drawing past lessons to gain scale and productivity. With
PANITSAS multilateralism stalled, bilateral trade deals are vital. The paper proposes a three-tier
prioritisation framework: (1) reducing dependencies through defence and critical
inputs; (2) medium-term builds in decarbonisation and digital; (3) enabling reforms in
capital markets and skills.

Aligning EU Economic and Strategic Goals: Implications and Challenges

The EU has made commitments to bring economic and security aims into harmony, but
needs more precisely defined strategies. Security requires distinguishing between

Erik JONES, Richard 'protective' autonomy (shielding against threats) and 'shaping' autonomy (building

YOUNGS strategic partnerships). The EU must work to minimise tensions between economic and
security aims while investing in non-military dimensions of resilience. The paper offers
10 concrete recommendations including strategic audits of trade agreements, a Global
Gateway Scorecard, governance resilience strategies, and member state economic-
security alignment reports.

Strategic dependencies, resilience and competitiveness in EU supply chains at the firm
level

Technology now allows for complete, firm-level mapping of supply chains. The EU can
Stefan THURNER, use this to build a Digital Twin of its economy, enabling it to simulate shocks, identify
Peter KLIMEK vulnerabilities, and enhance resilience. Traditional sector-based models conceal the
interdependencies that drive systemic risk. Systemic importance is not the same as
economic size—small firms in bottleneck positions may be more critical than large ones.
The paper recommends establishing a European Supply Chain Intelligence Institution
to pool administrative data and provide real-time network analysis.
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Conclusion

The three papers converge on a fundamental conclusion: the EU faces a structural challenge that requires
institutional innovation, not just policy adjustment. The papers complement each other in important ways:
Demertzis et al. provide the economic strategy and prioritisation framework; Jones and Youngs address
the political and foreign policy dimensions; and Thurner and Klimek offer the analytical infrastructure
needed to implement both.

The papers also share a sense of urgency. As Demertzis et al. note, the EU demonstrated 'tremendous
agility' during COVID-19; similar coordination is now needed for economic security. As Thurner and Klimek
warn, global competitors are already building supply chain intelligence systems, Europe risks strategic
dependence not only on foreign suppliers but on foreign knowledge about its own economy.

Disclaimer and copyright. The opinions expressed in this document are the sole responsibility of the authors and do not necessarily represent
the official position of the European Parliament. Reproduction and translation for non-commercial purposes are authorised, provided the source
is acknowledged and the European Parliament is given prior notice and sent a copy. © European Union, 2026.

Contact: egov@ep.europa.eu

This document is available on the internet at: www.europarl.europa.eu/supporting-analyses
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