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SUMMARY

As the Covid-19 pandemic and the subsequent Russian invasion of Ukraine have
fundamentally altered the dynamics of economicintegration, and the rivalry between
the US and China increasingly points towards a tectonic shift from the multilateral
rules-based trading system, strategic autonomy has taken centre stage in EU policy
discourse as a potential redress to the risks stemming from this shift. But what is it?
And what does it actually imply?

The EU's pursuit of strategic autonomy fundamentally requires reducing reliance on
other nations. Plunging headlong into a flurry of protectionist policies, however, will
not ensure economic security, nor future prosperity. On the contrary, it will
contribute to a global trading system that is even more fragmented, in clear contrast
to long-standing EU strategic goals. Crucially, strategic autonomy implies maintaining
global partnerships and striking a fine balance between openness and security of

supply.

There is a combination of policy options — with different degrees of government
intrusion in the economy — and policy trade-offs that can be pursued. Diversifying the
supplies of products, services, and investments should be the first solution pursued
to reduce dependencies. For strategic sectors where diversification may not be
sufficient nor possible, public intervention should be considered.

This task raises two questions for the EU and national governments. First, what is
strategic? The answer will define the scope of the policy intervention. Second, how
do we deal with the chosen policy intervention’s monetary and redistribution costs?

As this CEPS Explainer highlights, to really answer these questions, the objective and
the scope of strategic autonomy should be much better defined and its costs and
benefits carefully assessed.
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he EU has always strenuously promoted economic integration with the rest of the

world — it served as a tool to create economic, political and cultural linkages with

other countries. In a peaceful world governed by a rules-based system, this
strategy made Europe not only one of the most important global trading powers but also
one of the world’s most prosperous regions.

The Covid-19 pandemic and the subsequent Russian invasion of Ukraine have
fundamentally altered the dynamics of openness and economic integration, and
foreshadowed a long-term uphill struggle to preserve the EU’s prosperity. These
disruptive events have underscored the need for the EU to enhance its resilience and
ability to effectively safeguard its strategic interests. Already in 2020, alongside the Green
Deal, the von der Leyen Commission proposed an EU industrial strategy that would
support the EU’s ‘geopolitical’ role through strategic autonomy.

Since then, strategic autonomy is in vogue. A decade after its first official mention in an
EU document, a burgeoning literature discusses its origins, definition and the associated
trade-offs. Yet, this literature yielded different interpretations of the notion. What is clear
is that the discussion around strategic autonomy marks a remarkable shift in narrative,
one in which trade ‘integration’ is superseded by geopolitical ‘vulnerability’.

As the EU is gearing up to respond to challenges that could signal a tectonic shift from
the multilateral rules-based trading system that has been the hallmark of the post-World
War Il era, it can ill afford to be vague about its objectives. Recent policies put forth by
key global powers signal a preponderance of geopolitical rather than economic
considerations. But plunging headlong into a flurry of potentially ill-conceived and
protectionist policies will not ensure economic security, nor future prosperity. At this
stage, the EU would greatly benefit from more clarity on what its drive to achieve
strategic autonomy should in practice translate into.

WHAT IS STRATEGIC AUTONOMY?

It’s not easy to achieve such clarity. An overview of the substantial body of literature on
the definition of open strategic autonomy (OSA) reveals just how elusive the concept is.
Rather than a merely hypothetical and conceptual problem, this vagueness has tangible
policy consequences. Which policy areas are strategic and should take precedence over
others? What would constitute an ‘optimal’ degree of autonomy? Which external factors
warrant a move towards more (economic) security?

Instead of providing a definition of the concept, the debate on strategic autonomy has
focused on what it is not. What emerges is that the term should not be understood as a
reference to autarchy, protectionism, or unilateralism. Neither is it confined to defence
and security policy or building resilience or self-reliance. Instead, it should be understood
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as a means to promote EU interests and values. On its end, the European Commission
defines open strategic autonomy as ‘the EU’s ability to make its own choices and shape
the world around it through leadership and engagement, reflecting its strategic interests
and values.’

The EU is not alone in its quest for reducing reliance on other countries. All major powers
have implemented similar policies, advocating different reasons and using different
narratives, but with ultimately a similar effect. While in the US, ‘America First’ became
the major slogan under the Trump administration and defined a new yardstick for an
inward-looking America, the US had already shown earlier signs of withdrawal from its
role of benevolent hegemon. The Inflation Reduction Act (IRA) is the most recent
example! of a shift towards putting domestic objectives first and then resorting to
substantial market intervention to promote them, even at a cost to its global partners.

Similarly, in 2015, China put forward the ‘dual circulation strategy?’, which embedded the
idea of China becoming a self-sufficient nation. This was accompanied by the launch of
China’s industrial policy masterplan ‘made in China 2025’. Since the 1980s, for certain
strategic raw materials, China has crafted plans involving state-sponsored domestic and
foreign investments. More recently, China's attitude towards Western economies has
become much more assertive and, in
some cases, even openly contentious

THE PRINCIPLES OF TRADE OPENNESS AND MARKET

COMPETITION REMAIN AT THE HEART OF THE EU in the direction of a new global leader
PROJECT AND GUIDE ITS DECISIONS INSIDE AND OUTSIDE. ~ disconnected from Western powers.
HOWEVER, A GROWING NUMBER OF MEASURES AND The ‘Make in India" initiative, launched

in 2014, was a step in a similar
direction.

INITIATIVES HAVE BEEN DESIGNED TO DEFEND EU

INTERESTS AND RESPOND TO UNFAIR PRACTICES.
The EU has (thus far) steered clear of

openly promoting domestic production. The principles of trade openness and market
competition remain at the heart of the EU project and guide its decisions inside and
outside. However, a growing number of measures and initiatives have been designed to
defend EU interests and respond to unfair practices.

1 See also The Atlantic Declaration in the framework of UK-US cooperation.

2 The dual circulation strategy is a two-pillar approach aiming to spur domestic demand (‘internal
circulation’) and, at the same time, at supplying export markets (‘international circulation’). So, on the
one hand, the country seeks to improve its ability to participate in global trade, finance, and technology,
and on the other to strengthen domestic consumption, production and technological capabilities to
promote self-reliance.


https://eur-lex.europa.eu/resource.html?uri=cellar:5bf4e9d0-71d2-11eb-9ac9-01aa75ed71a1.0001.02/DOC_1&format=PDF
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https://www.europarl.europa.eu/RegData/etudes/BRIE/2020/659407/EPRS_BRI(2020)659407_EN.pdf
https://csis-website-prod.s3.amazonaws.com/s3fs-public/publication/210311_Nakano_Critical_Minerals.pdf?VersionId=DR03x5jIrwLnNjmPDD3SZjEkGEZFEcgt
https://www.makeinindia.com/about
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IN THE NAME OF STRATEGIC AUTONOMY

Within this global context and considering the EU’s longstanding performance anxiety vis-
d-vis global competitors, the European Commission’s newfound zeal for OSA-related
policies is hardly surprising.

The Covid-19 pandemic, the invasion of Ukraine and the growing awareness of risks
associated with trade linkages have all acted as catalysts for new measures. The
pandemic uncovered Europe’s dependencies on global supply chains in key strategic
sectors as well as access to critical raw materials. This in turn shifted the OSA discussion
from its initial focus on foreign policy and defence to economic and industrial policy.

Within a couple of years, the EU proposed or adopted several legislative initiatives,
investment programmes, and strategic partnerships with the aim to respond to new risks
and contribute to strategic autonomy. Examples are the framework regulation on
investment screening, the regulation on foreign subsidies, and the EU instrument on
protection from economic coercion from third countries (but this latter proposal is yet to
be adopted). These have been complemented by initiatives linked to strategic value
chains that aim to improve the resilience of the EU’s economy, such as the proposed
European Chips Act (which has the ambition to double Europe’s share of global microchip
production by 2030).

More generally, given the centrality of industrial strategy to the strategic autonomy
agenda, the three proposals constituting the Green Deal Industry Plan, namely the Net-
Zero Industry Act, the Critical Raw Materials Act and the revised state aid framework, are
all expected to improve strategic autonomy with a combination of regulatory and fiscal

measures.

The latest instalment of OSA policies, the ‘Economic Security Strategy’, was unveiled
earlier this month. This ‘helps to define the strategy that should guide the common
assessment of risk’. It also proposes a new measure to address security risks resulting
from outbound investments.

A TALE OF TRADE-OFFS

Accompanying the political discussion on strategic autonomy, the (economic) policy and
academic debate has emphasised the trade-offs associated with OSA.

ECONOMIC EFFICIENCY VERSUS ECONOMIC SECURITY

At the centre of the debate lies the trade-off between economic efficiency and security
of supply.



https://policy.trade.ec.europa.eu/enforcement-and-protection/investment-screening_en
https://competition-policy.ec.europa.eu/foreign-subsidies-regulation_en
https://www.europarl.europa.eu/legislative-train/theme-an-economy-that-works-for-people/file-instrument-to-deter-and-counteract-coercive-actions-by-third-countries#:%7E:text=The%20Anti%2DCoercion%20Instrument%20proposes,the%20EU%20or%20national%20level.
https://www.europarl.europa.eu/legislative-train/theme-an-economy-that-works-for-people/file-instrument-to-deter-and-counteract-coercive-actions-by-third-countries#:%7E:text=The%20Anti%2DCoercion%20Instrument%20proposes,the%20EU%20or%20national%20level.
https://commission.europa.eu/strategy-and-policy/priorities-2019-2024/europe-fit-digital-age/european-chips-act_en
https://ec.europa.eu/commission/presscorner/detail/en/ip_23_510
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52023JC0020
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Covid-19 and Russia’s weaponisation of the EU’s energy dependency have raised
fundamental questions about the factors that should define the structure of the supply
value chain and the supply of energy (and other raw materials).

Long supply chains, particularly if scattered across several regions, make it difficult for
individual firms to keep their dependencies in check, as downstream actors often have
little control over upstream production steps. The logic of strategic autonomy implies
that making decisions based purely on the economic merits of investments, outsourcing
or trade could leave the EU vulnerable to a few unreliable partners who could use this as
leverage (the ‘weaponisation” of trade) to achieve political goals at the expense of the
EU’s interests. In the context of increasing geopolitical rivalry and the steady erosion of

THE LOGIC OF STRATEGIC AUTONOMY IMPLIES THAT the multilateral rulesbased trading

system, diversifying and securing

MERITS OF INVESTMENTS, OUTSOURCING OR TRADE therefore become vital objectives —
COULD LEAVE THE EU VULNERABLE TO A FEW UNRELIABLE ~ ©r so the argument goes.

PARTNERS WHO COULD USE THIS AS LEVERAGE (THE Consequently, there has been a
‘WEAPONISATION’ OF TRADE) TO ACHIEVE POLITICAL growing debate in the EU on

reshoring, near-shoring and friend-
shoring. The terms refer to the
process of relocating the manufacturing activities and production sites back from third
countries to the EU, or to a geographically close or a ‘like-minded’ country. While
reshoring can help reduce the vulnerability of critical supply chains, it inherently carries
an economic cost. In a rules-based trading system, decisions by economic operators to
offshore parts of the production process can be assumed to be in line with the logic of
comparative advantage building on local factors. Reshoring thus implies less optimal
conditions, requiring not only significant investments in infrastructure, technology, and
training but also results in higher operating costs.

GOALS AT THE EXPENSE OF THE EU’S INTERESTS.

These costs are likely to lead to higher prices for consumers and lower global
competitiveness for re-shored industries. This, in turn, can also have a public cost. Re-
shoring may be appealing for businesses only if the government incentivises the process
by handing out subsidies, tax breaks and other similar measures (this is happening in the
US with the IRA). This could make some companies completely dependent on
government support.

A similar setting applies in the context of a ‘friend-shoring’ strategy, whereby production
is relocated to countries with shared values. Thus, in principle, the process should be
driven by a better alignment with the principle of comparative advantages and would
presumably lead to lower overall welfare losses, but at an implied cost.


https://www.etui.org/publications/rethinking-european-single-market
https://www.bruegel.org/first-glance/economic-efficiency-versus-geopolitical-resilience-strategic-autonomys-difficult
https://www.europarl.europa.eu/RegData/etudes/STUD/2021/653626/EXPO_STU(2021)653626_EN.pdf
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..BUTIT IS MORE THAN THAT

The reality is that trade-offs are not only limited to economic inefficiency.

Reshoring production may entail bringing back severely polluting activities to the EU that
are likely to be tied up with red tape and run against many Europeans’ NIMBY tendencies
Taking the well-documented example of access to critical raw materials — indispensable
for a successful digital and green transition — opening new mines is very likely to run into
strong opposition from the public as well as bump up against existing environmental
standards. At the same time, lengthy and costly permitting procedures, as well as a high
regulatory burden, pose a formidable constraint that could discourage investment in such
activities within the EU. The same argument applies in practice beyond raw materials.

Another important trade-off concerns the potential asymmetrical impacts of strategic
autonomy policies across EU Member States. Western and northern EU countries host
relatively larger — and internationally more competitive — companies, which are better
suited to weather the ramifications of new regulation on, for example, access to foreign
investments, technology or knowledge. Moreover, a subsidy race is likely to favour
Member States with deeper fiscal pockets. Evidence emerging from the use of the
Temporary State Aid Framework indicates that just two Member States (Germany and
France) account for a large majority of total aid, with the framework already likely
producing distortion in competition and negative effects on trade.

Finally, in the drive to become less dependent and more autonomous, there lies the
inevitable risk that the EU, by reducing its global linkages, loses its own leverage over
others. This clearly contradicts its ambitions to ‘act as a truly global player’.

IS THERE A COMPASS TO GUIDE STRATEGIC AUTONOMY CHOICES?

In view of these trade-offs, the careful balancing of OSA policies is clearly essential for
future EU policies. The EU has acknowledged the importance of maintaining, and even
fostering, its longstanding partnerships and cooperation with allies and partners,
especially the US. Nonetheless, there is little doubt that the uncertain US political
landscape is not going unnoticed. The EU increasingly seeks to decrease its reliance on
other partners for its security and prosperity. While this is the essence of open strategic
autonomy, what does this mean in practice?

From an economic standpoint, the question boils down to how to identify the degree of
openness (something in between full openness and self-sufficiency) that allows access to
the largest set of international opportunities and satisfies geopolitical considerations, i.e.
that it’s compatible with an assertive defence of the EU’s key interests and its protection
against unfair practices (above all the weaponisation of trade).



https://www.intereconomics.eu/contents/year/2023/number/2/article/the-eu-s-quest-for-strategic-raw-materials-what-role-for-mining-and-recycling.html
https://ecipe.org/publications/eu-strategy-autonomy-policies-impact/#_ftn1
https://ecipe.org/publications/eu-strategy-autonomy-policies-impact/#_ftn1
https://www.politico.eu/wp-content/uploads/2023/01/16/Letter_EVP_Vestager_to_Ministers__Economic_and_Financial_Affairs_Council__Competitiveness_Council_aressv398731.pdf
https://academic.oup.com/jeclap/article/13/1/3/6360345
https://carnegieeurope.eu/2021/03/08/eu-s-strategic-autonomy-trap-pub-83955
https://carnegieeurope.eu/2021/03/08/eu-s-strategic-autonomy-trap-pub-83955
https://www.europarl.europa.eu/resources/library/media/20220509RES29121/20220509RES29121.pdf
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One way to operationalise this idea is to dissect the problem along two dimensions — the
degree (and the nature) of existing (and emerging) trade dependencies and the evolution
of the geopolitical space that determines the global trade system (see figure below).

Figure 1. How to operationalise the concept of strategic autonomy
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The trade dependency dimension (vertical axis in the figure) goes well beyond large
volumes of imports3. In addition to the extent to which EU countries import a certain
good or a product, one should consider whether such imports are concentrated in a few
or just a single supplier (at country level) and the extent to which production could take
place in the EU (the potential substitutability of imports). In principle, the combination of
high relative import demand-dependency, high concentration and low substitutability is
a good recipe for dependency, but not necessarily for policy intervention (see vertical
arrow in the Figure above).

But the type of product also matters. Not all dependencies should be of concern for the
purpose of achieving strategic autonomy — only high dependency on products belonging
to sectors which can be qualified as being strategically important. These are sectors
(industries) for which the loss of access to certain products or materials could result in
debilitating effects on security, economic security, development (including the
achievement of the green and digital transformation), public health and/or safety, or any
combination of the above. Whether the country from which the EU imports can be

3 While trade dependency mostly refers to imports, exports also matter. As a very open economy, the EU
is a central part of many global value chains and hence highly exposed to foreign demand. Therefore, both
import and export (trade) dependencies should be considered.
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considered unreliable or could be tempted to weaponise its dependency is a key
consideration for any assessment.

Mapping sectors (possibly products) that are strategically important to the EU is a crucial
first consideration for the trade dependency dimension. A lot of work has already been
done on this. Until now the mainstream approach has focused on mapping (significant)
dependencies in sensitive EU industrial ecosystems* to identify possible vulnerabilities®.

While valuable, this approach has limitations. Sensitive ecosystems are very broad (their
original purpose was of course not to serve the concept of strategic autonomy) and the
actual identification of the relevant products is determined by the degree of dependency,
not by how strategic they are. If the ‘strategic’ connotation needs to reflect geopolitical
considerations, as we argue above, this needs to reflect political priorities.

But accurate foresight is notoriously difficult because the definition of ‘strategic’ sectors
and products continuously evolves over time, but also because the risks and their
perceived magnitudes hinge to an extent on the nature of (future) shocks. The example
of the Covid-19 pandemic (e.g. masks, respiratory equipment, vaccines) is a case in point.

Nonetheless, it is critical that the list of strategically important sectors and products be
forward-looking. To date, this is still missing in the EU. The notable exception is the JRC’s
impressive study forecasting the evolution of demand until 2050 in 15 key technologies.
In the US, the Atlantic Council identified a clear list of five sectors to monitor for the
purpose of friend- or re-shoring. A similar list, reflecting the EU’s resource endowment
and its economic structure, would help to focus efforts but not necessarily lead to the
automatic cutting of commercial ties.

The second dimension of the problem (horizontal axis in the figure above) is the state of
the global trading system. There is a growing concern that current trade tensions
between the US and China could lead to increased geopolitical rivalry and in turn to a
bipolar configuration led by these two economies and their respective allies. This could
start as blocs with variable compositions and substantial trade openness. But if tensions
escalate, the blocs could ossify into having a defined composition and favour — or even
only permit —intra-bloc trade (see the sliding scale of the horizontal axis). Thus, the more
we move away from a multilateral trade system based on rules and towards a system
dominated by power, the higher the risks the EU is exposed to (see the arrows up and to
the right of the figure).

4 The concept of an industrial ecosystem was introduced by the European Commission in 2020, when it
presented the New Industrial Strategy. The strategy is framed around 14 different ecosystems which
represent around 90 % of the business value added in the EU. Of the 14 industrial ecosystems, six are
labelled as sensitive. They include digital, electronics, renewable energy and energy intensive industries,
health and aerospace and defence.

> See also Alcidi et al. (2023) forthcoming.



https://single-market-economy.ec.europa.eu/publications/enhanced-methodology-monitor-eus-strategic-dependencies-and-vulnerabilities_en
https://publications.jrc.ec.europa.eu/repository/handle/JRC132889
https://www.atlanticcouncil.org/in-depth-research-reports/issue-brief/our-guide-to-friend-shoring-sectors-to-watch/
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Together with the US, China plays a key role in defining the world’s geopolitical space. It
must be acknowledged that China occupies a crucial position in global trade, supply
chains and investment partnerships. Any attempt to decouple or diminish economic ties
with China will lead to major challenges for EU policymakers and companies.
Furthermore, an EU decoupling from China would inevitably contribute to a more divided
world, which is the very outcome that the EU wants to avoid at all costs.

SO, WHAT ARE THE OPTIONS FOR THE EU?

Going forward, first the EU should attempt to remain as open as possible. It should not
be forgotten that the EU is made up of trading nations, and measures impairing trade
would not only harm the EU’s growth model, they would also weaken one of the key tools
that defines its global actorness. As the EU’s relative economic weight declines, driven by
the emergence of other economic powers (like India and some African countries),
economic relationships are likely to remain crucial for defining who the key global actors
are in a politically more fragmented world.

Second, the diversification of supplies, encompassing products, services, and
investments, should be the first solution to reduce dependencies. In practice, this may
happen quite naturally as companies reassess risks (for instance in global value chains)
and choose to relocate (part of the) production and to explore other suppliers. This
option should be in line with the fundamental principles of market-based economies and
companies’ own risk assessments, hence leading to limited market disruption and
distortions.

There are sectors — the strategic ones — where risks may be growing and diversification
may not be sufficient nor possible, however. In such cases, (limited) public intervention
should be considered. Crucially, government intervention (subsidies, taxation,
regulations), which should aim to deliver a public good — i.e. the security of strategic
supplies — will certainly entail monetary costs and, most likely, lead to a cascade of
redistribution effects (across companies, EU Member States and citizens).

Thus, going forward, it is vital that both the benefits and costs of seeking strategic
autonomy should be carefully assessed and acknowledged, the result of an informed
policy choice and not a kneejerk reaction to unexpected or unwelcome events.
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