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emphasise that the EU must persevere with its green targets despite political headwinds1.  

In the short and medium term, however, there is a trade-o�. Decarbonisation creates 

costs to EU businesses and requires signi�cant public investment, which must be �nanced by 

raising taxes or cutting spending elsewhere. �is can sti�e growth and weaken the compet-

itiveness of EU industries compared to businesses operating in the US or other regions with 

abundant fossil fuels or plentiful renewable energy sources. It might threaten the survival 

even of European industries expected to regain competitiveness later in the transition and to 

constitute an important source of growth once it is completed. Trump’s aggressive fossil-fuel 

agenda makes this problem worse (for an updated assessment, see annex A).

A strategy to raise productivity growth while maintaining (or, preferably, accelerating) the 

green transformation should have three main prongs: single market reforms and better (often 

meaning less) regulation; more national and EU-level public investment to support the digital 

and green transitions; and an e�ective industrial and innovation policy. 

With some exceptions – including how to best to close the digital investment gap with the 

US (see Annex B), and how to �nance them (see below) – there is broad agreement on the 

�rst prong. �e main actions should be to reduce cross-border barriers to services and labour 

within the EU, decrease regulatory burdens without lowering standards essential to environ-

mental or �nancial safety; deepen capital markets and integrate them better; complete the 

banking union; and exploit EU-level e�ciency gains in energy production and electricity 

markets by better coordinating policies and investment. Draghi (2024), Letta (2024) and the 

Bruegel memos (Demertzis et al, 2024) described these policies, and they are re�ected in 

the Commission’s policy platform2. But there is far less agreement on the second and third 

prongs: 

• To what extent should higher public investment be provided at EU rather than  

member-state level? �e answers to this question tend to follow the familiar boundaries of 

Europe’s ‘�scal divide’. High debt/high de�cit countries generally argue for more EU-level 

spending, while low debt/de�cit countries generally worry that such spending will result 

in redistribution rather than e�ciency. 

• How far should industrial policy go, and how should it be conducted? Should it be used 

to preserve the current industrial geography of Europe as much as possible, even though 

energy-intensive industry might become more competitive by relocating to energy-richer 

regions? Should it subsidise speci�c technologies, such as solar, wind and clean hydro-

gen? Should it be supported by trade policy such as local content requirements, even 

when these violate World Trade Organisation rules? 

On public investment, the Draghi (2024) report, Bruegel’s memos (Demertzis et al, 2024) 

and our updated assessments in the annexes to this Policy Brief have similar views. Public 

goods should be �nanced at the level that can provide them most e�ciently, with strong 

mechanisms to ensure that provision is in the common interest (see also Claeys and Stein-

bach, 2024, and Anev Janse et al, 2025). �e Commission’s policy platform does not contra-

dict this view, but neither does it a�rm it, nor does it suggest that the budgetary envelope of 

EU-level spending should be expanded. We return to this point in section 5.   

In contrast, on industrial policy, Draghi (2024) and Bruegel’s memos do not agree fully. 

Draghi (2024) took an expansive view of industrial policy and argued that trade policy 

should be at the service of industrial policy.  In contrast, Bruegel’s memos (and the updated 

1 Mission letters from Ursula von der Leyen to Executive Vice-President-designate for Clean, Just and Competitive 

Transition Teresa Ribera, and to Commissioner-designate for Climate, Net Zero and Clean Growth Wopke 

Hoekstra, 17 September 2024, available at https://commission.europa.eu/about/commission-2024-2029/

commissioners-designate-2024-2029_en.

2 As expressed in von der Leyen’s September 2024 mission letters to commissioners-designate, which frequently 

reference Draghi (2024). In referring to the Commission’s policy platform throughout this paper, we rely on an 

analysis of the content of the mission letters.
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https://commission.europa.eu/document/5b1aaee5-681f-470b-9fd5-aee14e106196_en


5 Policy Brief | Issue n˚03/25 | January 2025

Figure 1: Three approaches to industrial policy
New state aid framework building on the TCTF?

  No Yes

Subsidies based on local 
content?

No Bruegel memos Commission platform

Yes Draghi (2024)  

Source: Bruegel. Note: ‘Commission platform’ refers to the Commission policy approach as set out in the September 2024 mission letters. 
TCTF = Temporary Crisis and Transition Framework.

If the Commission were to pursue an expansive, state-aid friendly industrial policy, it is 

essential that this addresses two questions:

1. To what degree should industrial policy seek to preserve energy-intensive activity in its 

current locations?  

A collapse of EU energy-intensive industry must of course be prevented. Furthermore, in-

dustrial relocation could be expensive and have major distributional e�ects, bene�tting new 

locations at the expense of old ones. At the same time, the eventual relocation of energy-in-

tensive production stages to energy-abundant regions – both within and outside the EU – is 

likely to be in the long-term interest of industry, given the high costs of transporting electricity 

and renewable energy. In a structurally energy-poor continent, it is also in the interest of the 

rest of the economy. Even ‘green’ energy-intensive production contributes to high energy 

prices for everyone, including manufacturing activity in which the EU retains a comparative 

advantage, and households, which need to see the bene�ts of the energy transition in lower 

prices. 

�e EU and national governments need to develop a coordinated strategy to deal with 

these trade-o�s. �is requires a conceptual framework to decide whether, where and how 

industrial change – including relocation of energy-intensive production within or outside 

the EU – should be resisted or supported, and what role EU cohesion policy can play in this 

context. 

2. How can a new state aid framework be designed to approximate an EU-level industrial 

policy? 

To approximate the outcomes of a centralised, EU-level industrial policy, a new state-aid 

framework should go beyond just publishing a new set of guidelines. It should aim to create a 

coordination framework, conceived as an institution that brings together the perspectives of 

the European Commission and national governments, setting priorities for industrial policy 

and approving member-state proposals. If the framework succeeds in creating consistency 

in policy across EU countries and focusing subsidies on activities with EU-wide bene�ts, this 

might o�set some of the distortions created by member-state preferences for subsidising their 

own �rms.
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3 Expanding defence industrial capacity 
�e Commission is o� to a promising start in its quest to create a defence portfolio that would 

help close critical European security gaps by strengthening procurement coordination, 

improving defence-related infrastructure and creating a defence single market (see the 

updated assessment in Annex E). �e portfolio is substantive enough without detracting from 

the role of the EU High Representative for Foreign and Security Policy (HRVP). 

But Defence Commissioner Andrius Kubilius faces huge challenges. First, legal constraints 

prevent the EU from funding “operations having military of defence implications” (and hence 

arms purchases) from the EU budget (Clapp et al, 2024). Second, EU members have di�erent 

security policies. Four EU countries (Austria, Cyprus, Ireland and Malta) are not NATO mem-

bers, while Hungary has blocked previous EU e�orts to help Ukraine and do mutual defence. 

�ird, there is the challenge of special interests and the preference of national defence plan-

ners for national procurement (unlike other areas of procurement, this is explicitly allowed by 

the EU treaties). Finally, mobilising common funding for European public goods is di�cult 

politically, even when there are no legal barriers to doing so (for example, by creating an 

extra-budgetary fund).

�ese di�culties did not stop the EU from establishing in 2004 the European Defence 

Agency (EDA) to facilitate joint procurement. �e EU also has a framework for collaboration 

on military projects (PESCO, created in 2017), involving all EU members except Malta. �e 

https://defence-industry-space.ec.europa.eu/eu-defence-industry/edip-future-defence_en
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Ukraine needs and to pay for them, if necessary through an ad-hoc �nancing vehicle of a 

coalition of the willing. 

4 Building an e�ective foreign economic 
policy

Draghi (2024) coined the term “foreign economic policy” to refer to policies to secure supply 

chains, mostly to reduce dependence on China. We like the term, but think it should be 

de�ned more broadly. �e EU’s economic security requires more than just resilient supply 

chains for imports: the EU also needs to worry about dependencies and potential pressure 

points related to exports, foreign direct investment, assets held abroad and the payments 

system (Pisani-Ferry et al, 2024). Furthermore, the EU’s prosperity is shaped by foreign 

economic relationships – multilateral, regional and bilateral – in ways that go far beyond 

economic security.

Hence, the goals of foreign economic policy should also include the defence and improve-

ment of rules-based trade (from which the EU bene�ts through market access and com-

petitively priced imports), e�ective international climate action (which lowers the massive 

economic costs of climate change and its knock-on e�ects, such as disruptive migration) and 

soft power (by fostering the interests of partners around the world in maintaining construc-

tive relationships with the EU). �e instruments of EU foreign economic policy should include 

budget-funded initiatives such as the Global Gateway (which needs much greater �nancial 

support than it has received so far to have real impact), the European Investment Bank, mem-

bership and reform of multilateral institutions and forums including the WTO, the Interna-

tional Monetary Fund, the World Bank and other multilateral development banks, reform of 

the Paris Agreement, and the rati�cation and negotiation of preferential trade agreements. 

�e Commission’s policy platform is generally consistent with this view. HRVP and Com-

mission Vice-President Kaja Kallas has been asked to “work with the Executive Vice-President 

for Prosperity and Industrial Strategy [Séjourné] to shape a new foreign economic policy, focus-

https://commission.europa.eu/about/commission-2024-2029/commissioners-designate-2024-2029_en
https://commission.europa.eu/document/download/6ead2cb7-41e2-454e-b7c8-5ab3707d07dd_en
https://commission.europa.eu/document/download/6ead2cb7-41e2-454e-b7c8-5ab3707d07dd_en
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Commissioner for Enlargement Marta Kos and Commissioner for the Mediterranean Dubravka 

Šuica are asked to deepen EU partnerships and economic ties with speci�c countries and 

regions. Climate Commissioner Hoekstra is asked to “ensure that Europe strengthens its climate 

diplomacy and its leading role in international negotiations, including on carbon markets”, while 

Commissioner Síkela is responsible for the EU’s engagement in Just Transition Partnerships to 

decarbonise the power sector in speci�c developing countries.

Assigning responsibilities in this way has two bene�ts. �e �rst is to ensure that the eco-

nomic, foreign policy and security objectives of EU foreign economic policy are shared by all 

commissioners whose portfolios touch on foreign economic relations. �e other is that many 

of these commissioners are asked to reconcile objectives that could potentially be in tension. 

Most will need to worry about both new concerns about economic security and traditional 

objectives related to growth and e�ciency. �is reduces the risk of in�ghting within the Col-

lege of Commissioners.

But the Commission President’s approach – to a throw a large set of objectives at a large 

set of commissioners with overlapping responsibilities – also creates three signi�cant risks. 

�e most obvious is that coherent action will require intense coordination. Close coordi-

nation is required not just between HRVP Kallas and EVP Séjourné, but particularly between 

Kallas, Šefčovič and Síkela (on trade, economic security and broader foreign policy objec-

tives), then between this group, and Commissioners Kos and Šuica (as far as neighbourhood 

countries are concerned), and between Commissioners Síkela and Hoekstra (on EU interna-

tional climate action)13.

�e second risk relates to a lack of guidance on how con�icts between objectives should 

be resolved. In relation to international partnerships, there is an inherent tension between 

economic security, particularly if de�ned mainly as security of supply, and EU ‘soft power’ 
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5 Financing the EU’s most pressing 
spending priorities

Financing the EU’s investment needs will require both private and public funding. �e 

Commission has appropriately emphasised that the former requires a much more e�ective 

EU �nancial system: a Savings and Investment Union. An essential step in such a system is 

to reduce supervisory complexity by unifying capital markets supervision (see the updated 

assessment in Annex G). 

Unfortunately, the Commission is less clear on the �nancing of public investment. A central 

implication of the previous three sections is that the EU will need to substantially raise its 

funding for three sets of European public goods: the green transition and an industrial policy 

that supports it, defence capabilities and international climate action. �e magnitude of these 

increases is uncertain, but are likely to exceed one percent of EU GDP per year over the next �ve 

to ten years14. To the extent that the additional investment bene�ts all of the EU, there are strong 

arguments for planning and funding a signi�cant portion at EU level.

With the notable exception of the last category (international climate action), the Commis-

sion seems to focus on the need to raise EU-level public investment15. What is lacking, however, 

is a sense of how higher EU-level spending would be �nanced. By de�nition, it will need to 

come from some combination of: (1) reassigning the existing budget at the expense of the larg-

est existing categories (cohesion funds and agriculture); (2) increasing the size of the EU budget 

(which is not possible within the current, 2021-2027 medium-term cycle, but could be pushed 

for the next, 2028-2034 cycle); or (3) additional extra-budgetary funds, including by raising the 

capital of the European Investment Bank or by replacing the post-pandemic recovery fund, the 

Recovery and Resilience Facility (RRF), which expires in 2026, with a new facility of similar size.

�e Commission has been essentially silent on these choices. Budget Commissioner Piotr 

Sera�n has been directed to look for greater spending e�ciency within existing budget catego-

ries but not at a reallocation of spending across categories (eg from agriculture or cohesion to 

innovation, cross-border infrastructure, or climate) (see our updated assessment in Annex H). 

https://commission.europa.eu/about/commission-2024-2029/commissioners-designate-2024-2029_en
https://commission.europa.eu/about/commission-2024-2029/commissioners-designate-2024-2029_en
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If so, the EU will stand little or no chance of meeting its defence or climate objectives. �e 

Commission must understand this, and push EU governments to understand this, too. 

6 Dealing with President Trump
�e volley of policy announcements and executive orders in the �rst days of the new US ad-

ministration has mostly been in line with President Trump’s rhetoric during the presidential 

campaign and in the aftermath of the election, with two exceptions:

1. First, territorial expansion has returned as an objective of US policy for the �rst time since 

the late nineteenth century. �is is ominous, contradicting the prevailing view of Presi-

dent Trump as an advocate of a cautious US foreign policy that attempts to avoid interna-

tional entanglements.

2. Second, Trump has sought to implement his policy priorities with speed, aggression and 

disregard for the rule of law. On the domestic front, this includes the blanket pardoning 

of those convicted in relation to the 6 January 2021 attack on the US Capitol, executive 

orders that appear obviously unconstitutional, intimidation of federal employees, �ring 

career prosecutors, and the willingness to use state power to serve private interests; on the 

international front, the immediate freezing of all foreign aid and threats of double taxation 

on foreign companies and citizens. While some of these policies will be (and have already 

been) constrained by the US courts, they signal that Trump’s second administration will 

be even more aggressive and challenging than European policymakers were anticipating.

With one important exception, Trump will make all of the EU’s challenges described in the 

four preceding sections more di�cult, both because of his domestic policies and his stated 

intentions on Europe. 

Trump’s approach to the US economy and trade will have economic contagion e�ects in the 

EU, disrupting trade and driving up in�ation in the US through some combination of negative 

supply shocks – such as tari�s and deportations – and �scal expansion. �e bond market’s 

reaction to a federal de�cit exceeding 7 percent of GDP may impose discipline on the Trump 

administration’s ability to �nance rising government debt, but may not help the EU to raise 

money for its public goods through borrowing (except in the – historically unprecedented – case 

of a ‘safe haven’ e�ect bene�ting euro-area government bonds at the expense of US treasuries).

• US tari�s are likely to hit all EU economies to some extent, given the integration of supply 

chains across the single market. �is will make it harder to improve the competitiveness of 

European �rms that sell into the US market. Trump’s energy policy – expanding oil and gas 

production and repressing renewable energy – makes it harder for European renewables 

companies to expand into the US market and to raise capital there. As argued by Garcia 

Bercero et al (2024), the EU should both threaten a robust response to US tari�s and o�er to 

buy more US liqui�ed natural gas (LNG) to placate Trump. �at strategy brings the co-ben-

e�t of phasing out residual purchases of Russian LNG, but it will not narrow the energy price 

di�erential with the US and other energy-rich regions. �erefore, the EU needs to double 

down on expanding renewable power production and building the grids and interconnec-

tors to carry greener electricity to industry and households. 

• US withdrawal from the Paris Agreement and federal government disengagement from 

the energy transition may have a chilling e�ect on Europe’s own decarbonisation e�orts 

as companies complain about an unfair burden that US counterparts do not face – from 

carbon taxes to reporting requirements. Europeans will need to work harder with other 

countries on global climate mitigation, including with China, and with pro-climate US states 

Trump’s approach 
to the US economy 
and trade will have 
economic contagion 
e�ects in the
EU
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such as California. A broad international alliance will be needed to keep the UN climate 

https://www.politico.eu/article/donald-trump-economic-policy-threat-europe-bidenomics-tariffs-trade/
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• �e threat is the further widening of the EU-US energy price gap, further undermining 

the competitiveness of the EU’s energy-intensive industry. Unlike the US, the EU is not 

/first-glance/making-most-new-eu-clean-trade-and-investment-partnerships
/first-glance/making-most-new-eu-clean-trade-and-investment-partnerships
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hardware and network spending plans that have marked the Commission’s digital policy 

agenda for decades, ampli�ed by the intention to develop an EU Cloud and AI Develop-

ment Act to increase computational capacity for innovative SMEs. �e Commission has also 

announced a European Data Union Strategy that aims to simplify and bring more coherence 

to current EU data regulations, devotes considerable attention to (cyber)security, and argues 

for a “European Democracy Shield”

https://commission.europa.eu/document/download/3b537594-9264-4249-a912-5b102b7b49a3_en
https://commission.europa.eu/document/download/3b537594-9264-4249-a912-5b102b7b49a3_en
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percent on potentially all imports from China, and to 10 percent to 20 percent on potentially 

all imports from other trading partners, including the EU. �is new violation by the US of its 

WTO commitments would not only negatively a�ect EU exports but would also undermine 

the rules-based multilateral trading system.

The European Commission’s approach. In the 2024-2029 Commission, the Trade Commis-

sioner is also responsible for ‘economic security’. �is begs the question of whether and how 

economic security and trade openness will go together. Hints are given in the instruction to 

Maroš Šefčovič, the Commissioner for Trade and Economic Security, that he should design 

and implement an EU trade policy that “focuses on the core objectives of competitiveness, 

security and sustainability” and will “ensure Europe leads and improve[s] rules-based trade, 

notably through a reformed and strengthened World Trade Organization and through its own 

network of trade agreements”19. Šefčovič is also called on to develop an economic security 

doctrine, which should better clarify the relationship between promoting, partnering and 

protecting economic security.

Assessment and updated recommendations. �e Commission’s renewed commitment to 

rules-based trade and the centrality of the multilateral WTO is highly welcome, especially 

in view of the threatening declarations by President Trump. It is equally positive that the 

Commission intends to pursue and �nalise new regional and bilateral trade agreements with 

partners worldwide, a measure that will also help the EU navigate better the more dangerous 

world announced by Trump. It is crucial that the EU signs and rati�es the EU-Mercosur agree-

ment20. A third course of EU action in response to Trump’s tari� threat is to be ready to engage 

in discussions with the US to seek to avoid the risk of tari�s, and to retaliate if necessary.

�e increased shift of EU trade policy from a single objective – economic e�ciency – to 

multiple objectives – competitiveness, security and sustainability – which started during the 

2019-2024 Commission, is bound to continue, and will probably be reinforced. �is shift has 

already created and will likely create more trade-o�s, which will need to be made explicit and 

quanti�ed in order to guide political choices. But whatever choices are made, they should 

respect multilateral rules.

Annex D: internal market, industrial policy and competition

Fiona Scott Morton, Simone Tagliapietra and Jeromin Zettelmeyer

�e European Union’s central challenge remains raising productivity growth. To achieve this, 

the EU needs to break down remaining single market barriers and develop procompetitive 

industrial policy tools (Scott Morton, 2024b). We have argued that these tools should operate 

at EU level, that state aid rules remain essential to protecting the single market and that they 

should not be loosened (Poitiers et al, 2024, Scott Morton, 2024a). Trade policy should be 

supportive of industrial policy but stay within World Trade Organisation rules, as rules-based 

trade remains essential to EU growth and competitiveness. In the same vein, vigorous com-

petition enforcement remains essential to business dynamism, entry and growth, but must be 

adapted to meet new challenges, particularly to protect competition in future innovation.

What changes as a result of Trump? Likely new tari�s will add to the cost shocks faced by 

EU producers, and reduction or withdrawal of support for Ukraine and international climate 

action would add to the EU’s �scal burden. �is makes a pro-growth agenda even more 

urgent but does not fundamentally change the elements of that agenda. �e fact that US 

protectionism will now likely take the form of higher tari�s rather than subsidies reduces the 

19 Mission letter from Ursula von der Leyen to Maroš Šefčovič, Commissioner-designate for Trade and Economic 

Security, 17 September 2024, https://commission.europa.eu/document/download/4047c277-f608-48d1-8800-

dcf0405d76e8_en.

20 See European Commission press release of 6 December 2024, ‘EU and Mercosur reach political agreement on 

groundbreaking partnership’, https://ec.europa.eu/commission/presscorner/detail/en/ip_24_6244.

https://commission.europa.eu/document/download/4047c277-f608-48d1-8800-dcf0405d76e8_en
https://commission.europa.eu/document/download/4047c277-f608-48d1-8800-dcf0405d76e8_en
https://ec.europa.eu/commission/presscorner/detail/en/ip_24_6244
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pressure for a subsidy race with the US. �e new US administration’s deregulatory agenda will 

also increase pressure on the EU to deregulate. 

�e European Commission’s approach. �e mission letters suggest that the Commission 

will push Draghi’s (2024) innovation, regulatory and single market agenda. �e Commission 

has also embraced Draghi’s push for industrial policy, calling for a “European Competitive-

ness Fund” and industrial policy focused on clean tech and the decarbonisation of industry 

(von der Leyen, 2024). But it appears to be less concerned than Draghi about protecting 

competition, calling for (1) “a new State aid framework to … deploy industrial decarbonisa-

tion and to ensure su�cient manufacturing capacity of clean tech”, and (2) “a review of the 

Horizontal Merger Control Guidelines to give adequate weight to … the time horizons and 

investment intensity of competition in certain strategic sectors”21.  While the Commission has 

stopped short of endorsing local content requirements as a condition for receiving subsidies, 

the mission letter to Executive Vice-President Stéphane Séjourné called for a “preference for 

European products in public procurement for certain strategic sectors and technologies”22.

Assessment and updated recommendations. �e Commission’s endorsement of Draghi’s 

innovation and single market agenda is welcome, but relaxing state aid rules and merger 

control in “certain strategic sectors” will weaken competition and harm the single market. To 

minimise these risks, the Commission should (1) stick to Draghi’s competition policy agenda, 

resisting the temptation to relax merger rules in order to promote European champions; (2) 

bolster any new state aid framework with a governance structure that coordinates industrial 

policy across EU countries and with EU-level policy, and ensures that it bene�ts all of the EU; 

https://commission.europa.eu/document/download/5b1aaee5-681f-470b-9fd5-aee14e106196_en.
https://commission.europa.eu/document/download/5b1aaee5-681f-470b-9fd5-aee14e106196_en.
https://commission.europa.eu/document/download/6ef52679-19b9-4a8d-b7b2-cb99eb384eca_en
https://commission.europa.eu/document/download/6ef52679-19b9-4a8d-b7b2-cb99eb384eca_en
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percent of GDP23. While NATO expects military spending in 2024 to surpass 2 percent of GDP 

in 23 of its 32 members, only �ve countries – Poland, Estonia, the US, Latvia and Greece – are 

expected to exceed 3 percent (Lithuania is very close)24.   

�e European Commission’s approach. �e structuring of the 2024-2029 European 

Commission has settled the discussion on the division of labour between the High Represent-

ative for Foreign A�airs and Security Policy and Vice-President of the European Commission 

(HRVP) Kaja Kallas, and the Defence and Space Commissioner, Andrius Kubilius. �e HRVP 

retains overall responsibility for security, support for Ukraine, sanctions and the EU-NATO 

partnership, while the defence commissioner is responsible for creating the industrial and 

regulatory conditions and the physical infrastructure to boost defence production, making 

military procurement more e�cient, incentivising public and private investment in defence 

and strengthening military mobility. At the heart of this e�ort will be the creation of a “true 

single market for defence”. �e steps to achieve this will be set out by the end of February 2024 

in a plan for the future of European defence, for which the defence commissioner and the 

HRVP are jointly responsible (Mejino-López and Wol�, 2024).

Assessment and updated recommendations. �e Commission’s new focus on defence is o� 

to a strong start. �e division of labour gives the defence commissioner an important portfolio 

without diminishing the HRVP’s role. �is is a consequence of the Commission setting for itself 

defence-related regulatory and coordination tasks, including the development of a defence 

https://www.euronews.com/business/2025/01/23/trump-at-davos-nato-5-push-tariff-warnings-for-europe
https://www.euronews.com/business/2025/01/23/trump-at-davos-nato-5-push-tariff-warnings-for-europe
https://www.nato.int/cps/cy/natohq/news_226465.htm
https://www.nato.int/cps/cy/natohq/news_226465.htm
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What changes as a result of Trump? Donald Trump’s return reinforces the trend towards 

transactional relationships, the weakening of rules-based international governance and 

a might-is-right mentality. �e prospect of a reduced US role in European security and a 

worsening situation in Ukraine are encouraging faster EU common action, but some member 

countries would prefer bilateral deals that please Trump and Putin. Trump may not care 

about Ukraine and Moldova joining the EU, but there is a risk that Putin might ask for their 

membership to be held up as part of a deal with Trump on Ukraine. Trumpism might also 

a�ect enlargement by encouraging candidate-country leaders to push back against EU 

good-governance and anti-corruption conditions for accession, or to in�uence voters to sup-

port pro-Russian and anti-EU parties.

Trump’s anti-China policies will present the EU with di�cult choices. As Chinese exports 

are redirected to Europe, US tari�s on China are likely to fuel demand for similar protection 

in the EU. However, the EU might �nd it has more in common with China than with the US on 

climate and the preservation of fundamental trade principles.

The European Commission’s approach. �e EU is preparing for a tari� war with the US 
while standing by its enlargement, development and climate policies. �e Commission aims 

to rapidly expand the EU’s defence capability and pay greater attention to economic security 

while preserving the rules-based system. Commission president Ursula von der Leyen has 

clari�ed that the role of High Representative of the Union for Foreign A�airs and Security 

Policy will neither gain nor lose responsibilities – the role of the Defence and Space Commis-

sioner is largely additional and focused on the defence industry. 

Assessment and updated recommendations. �e Commission’s strategy is broadly right. 

But it is also narrow, particularly because it focuses foreign economic policy almost exclu-

sively on security concerns and supply-chain resilience. �e EU needs to take additional steps 

to get ahead of expected actions by Trump and Putin:

Prepare options for a deal with Trump on Europe taking increased �nancial and opera-

tional responsibility for its own security, rather than wait for him to decide to change the US’s 

engagement with EU;

Chart its own path in relation to China, treating China as a partner on climate change 

while reducing its vulnerability to hostile Chinese actions (economic and otherwise);

Build new alliances with countries that continue to regard multilateral cooperation as 

bene�cial, including Brazil, India and Indonesia. To do so, the Commission should be ready 

to align the EU’s formal weight within multilateral institutions with its diminished economic 

weight, conditional on major emerging countries committing to e�ective action.

With like-minded advanced countries, the EU must scale up the climate �nance it pro-

vides to major developing countries, particularly for decarbonisation. As a major contribution 

to the global commons, this should not be �nanced from aid budgets. �e EU also needs to 

develop a strategy to reconcile its industrial and economic-security interests with the devel-

opment interests of its partners.

EU-level foreign, defence, and climate spending – including support for international 

climate mitigation – will have to be signi�cantly expure mi6L 7 (e)tionalael

https://www.amla.europa.eu/index_en
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(2024) as a critical component of their broader ambitions for the EU, remains distant. Banking 

union is un�nished in the absence of an integrated crisis-response framework, which itself 

cannot happen without changes to the regulatory treatment of banks’ sovereign exposures. 

�e separate project of a capital markets union, trumpeted a decade ago by then European 

Commission president Jean-Claude Juncker, has failed to deliver anything big so far.

What changes as a result of Trump? Trump is likely to push �nancial deregulation in the 

United States, leading to lobbying from European banks to lower capital requirements and 

from multiple stakeholders to reduce the burden of sustainability-related reporting.

The European Commission’s approach. �e objective for Maria Luís Albuquerque, the 

Commissioner for Financial Services and the Savings and Investments Union for 2024-2029, 

is to make genuine progress towards a better EU �nancial system, relabelled the Savings and 

Investment Union. She has leeway to choose her reform priorities. She comes to the job with 

solid experience of her portfolio, and therefore more personal agency than arguably any of 

her recent predecessors.

Assessment and updated recommendations. Calls to lower capital requirements should 

be resisted: the EU has paid an extremely high price for its past lapses in banking regulation. 

Some of the ideas being debated – such as the harmonisation of corporate insolvency law 

or taxation of investments, not to mention pension regimes or mortgage frameworks – are 

seductive but provide limited prospects of transformational EU legislation in the short or even 

medium terms.

Reform potential is greatest in terms of reducing the mind-numbing complexity of the cur-

rent supervisory environment, which in turn will allow regulatory complexity to be reduced. 

Over a hundred di�erent bodies in the EU carry out banking, insurance, pensions, audit, AML 

and macroprudential supervision, as well as mandatory deposit guarantee schemes and reso-

lution authorities, each with their own requirements and idiosyncrasies. �at is far too many. 

Greater capital markets policy integration at EU level is the only credible way to structurally 

alleviate the regulatory burden over the medium term without increasing systemic risk.

Reform impetus should therefore be concentrated �rst on an overhaul of capital markets 

supervision. �e best design would be to restructure the Paris-based European Securities and 

Markets Authority (ESMA) by streamlining its governance and creating ESMA o�ces in EU 

countries. �ese o�ces would not be separate decision-making entities but would provide 

bridges to local market participants and their environments, in place of the current national 

authorities, after an inevitable transition period. Moreover, some of the numerous supervi-

sory mandates in capital markets supervision could be led from an o�ce other than Paris 

without jeopardising consistency of implementation and enforcement. �at could facilitate 

national buy-in without sacri�cing supervisory consistency.

�is ‘multicentric ESMA’ concept was hinted at in July 2024 by the French Council of Eco-

nomic Analysis and the German Council of Economic Experts (Landais, Schnitzer et al, 2024). 

European Central Bank president Christine Lagarde (2024) has also spoken about it. A reform 

of this kind is not easy but would be achievable if there were enough pressure from heads of 

state and government. If adopted quickly, it could in turn open space for a renewed push to 

complete the banking union in the second half of the Commission’s �ve-year term.

Annex H: EU budget

Zsolt Darvas
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instruments for emergency interventions and defence, as weapons cannot be �nanced by the 

regular budget, with EU borrowing as the funding source.

Draghi (2024) concluded that EU support for both public and private investment is 

constrained by the small size of the EU budget, its lack of focus and an overly conservative 

attitude to risk. Draghi (2024) suggested that the EU budget be refocused on jointly agreed 

strategic projects and objectives, while streamlining the budget structure and better support-

ing private investment through �nancial instruments and risk taking.

European Commission and Organisation for Economic Co-operation and Development 

forecasts predict that public and private investments (as a share of GDP) will remain prac-

tically unchanged in 2025 and 2026, leaving the European investment gap unresolved26. 

Without a successor to the post-pandemic recovery programme, NextGenerationEU (NGEU), 

which currently supports both public and private investment, investment might decline after 

NGEU expires in 2026.

What changes as a result of Trump? Trump’s return will likely put further pressure on Euro-

pean budgets. It creates uncertainties around the US security guarantee for Europe, especially 

if NATO members fail to signi�cantly raise defence spending. �is will likely drive European 

defence expenditures higher. Trump may reduce or withdraw support for Ukraine, necessi-

tating increased EU assistance. His disengagement from climate action makes it even more 

important for the EU to meet its own targets, which requires accelerated climate investment, 

and pushes the EU to strengthen its role as a provider of international climate �nance. Lower 

US energy prices under Trump could widen the EU-US energy price gap, requiring expedited 

EU clean energy deployment to stay competitive while meeting sustainability goals.

The European Commission’s approach. Piotr Sera�n, European Commissioner for Budget, 

Anti-Fraud and Public Administration, has been tasked with establishing a European Com-

petitiveness Fund, revamping external action �nancing, leveraging national, private, and 

institutional �nancing, and introducing new EU budget revenues27. A national plan for each 

EU country is envisioned to link key reforms and EU investments. Various anti-fraud meas-

ures and administrative reforms are also planned to enhance the e�ciency and integrity of 

EU budget management.

Assessment and updated recommendations. While the budget priorities are about right, 

neither the desirable size of the EU budget nor the need for dedicated emergency and defence 

funds have been addressed. �e 2024-2029 Commission has positioned itself as an ‘invest-

ment Commission’, but it is unclear how the 5 percent of GDP investment gap identi�ed by 

Draghi (2024) can be closed.

EPG provision would not require national reforms as a condition of EU-funded invest-

ment. However, given that it is unrealistic to expect all EU spending to focus solely on EPGs, 

such conditionality would be sensible. Additionally, performance-based budgeting should 

be expanded to various areas of the budget, particularly agricultural spending. �is approach 

should improve upon the NGEU’s Recovery and Resilience Facility, which was noteworthy for 

its inconsistent quantitative targets across national plans and focused primarily on inputs and 

outputs rather than indicators of results. For example, setting numerical targets for reducing 

harmful emissions and enhancing biodiversity within agricultural policy could signi�cantly 

enhance the public good aspects of this policy.

26 See European Commission press release of 15 November 2024, ‘Autumn 2024 Economic Forecast: A gradual 

rebound in an adverse environment’, https://ec.europa.eu/commission/presscorner/detail/en/ip_24_5787, and 

https://ec.europa.eu/commission/presscorner/detail/en/ip_24_5787
https://www.oecd.org/en/about/news/press-releases/2024/12/economic-outlook-global-growth-to-remain-resilient-in-2025-and-2026-despite-significant-risks.html
https://www.oecd.org/en/about/news/press-releases/2024/12/economic-outlook-global-growth-to-remain-resilient-in-2025-and-2026-despite-significant-risks.html
https://commission.europa.eu/document/download/db369caa-19e7-4560-96e0-37dc2556f676_en
https://commission.europa.eu/document/download/db369caa-19e7-4560-96e0-37dc2556f676_en

