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Abstract: Global economic environment is changing dynamically due to a number of 

technological and political processes. While the European industries lose momentum in 

global competition, the internal EU problems remain unsolved and the idea of shared 

prosperity and growth clashes with the reality of multi-speed Europe and sluggish 

growth.  

 After being denounced as obsolete and ineffective in the last couple of decades, in 

terms of changing post-crisis global landscape the idea of European industrial policy is 

revived. The newly established industrial policy paradigm at EU level after 2009 is 

examined in the context of the decreased investment activity; the structure of intra- and 

extra-EU trade; the political concept of EU construction and the core principles of 

integration. Economic divergence in the EU is identified as a challenge to be overcome 

by strategic industrial policies designed in the context of multi-speed Europe where non-

convergence is recognized, and a joint growth strategy outward is elaborated. The paper 

discusses the possibility for building strategic industrial policy at EU level considering 

the economic reality in the Community. Global context is also considered. 

Recommendations for a modern industrial policy designed to restore economic growth 

and technological competitiveness are drawn up. 
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1. Introduction  

In the last couple of decades, the European union faces new economic reality 

posing challenges for its development. On the one hand, the enlargement process has 

proved to be problematic as the EU is now comprised of many too divergent countries. 

The size of the Union makes the decision-making process difficult and policy measures 

are often a compromise between the interests of member states resulting in inefficiency 

and doubtful long-term effects. On the other hand, global environment has changed 

dramatically. The EU competitive positions deteriorate, and European technological 

leadership is put to the test by the aggressive and growing competitive pressure by the 

US, China and East Asian countries.    

World economic environment is changing dynamically due to a number of 

technological and political processes: the unfolding of Industry 4.0, the role of Asia in 

global economic and technological development; the shift of power towards the 

developing world; the rise of protectionism in global trade; the Chinese dominance in 

manufacturing and its aggressive moves towards technological leadership. The EU 

economy faces new economic reality and its positions in global competition worsen. 

While the European industries lose momentum in global competition, the internal EU 

problems remain unsolved and the idea of shared prosperity and growth clashes with the 

reality of multi-speed Europe and sluggish growth.  

After being denounced as obsolete and ineffective in the last couple of decades, 

the concept of targeted industrial policy is again discussed in policy and academic circles. 

Industrial policy and its components are considered tools for catching-up in the 

developing world, but also as a strategy for a new growth path for the developed world. 

In terms of changing post-crisis global landscape the idea of European industrial policy 

is revived. However, its practical implementation is a puzzle as it is based on an outdated 

approach not corresponding to the new global economic order and lacks effective targeted 

policies. The aim of this report is an outline and analysis of the main challenges in front 

of the EU industrial development considering the chronology of the EU industrial policy 

and its current features. 

In the first part of the paper, the chronology of the EU industrial policy is analyzed, 

its principles and assumptions are critically discussed. The overview provides the 

foundation for identification of the main deficiencies of the industrial policy measures 

considering the internal structure of the EU and its functioning mechanisms, on the one 

side, and the external positions of European manufacturing and trade, on the other. The 
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newly established industrial policy paradigm at EU level after 2009 is analyzed in the 

context of the decreased investment activity; the structure of intra- and extra-EU trade; 

the political concept of EU construction and the core principles of integration. The 

conflict between competition policy and industrial policy measures is analyzed through 

the case of the Siemens-Alstom merger.  

The paper discusses the possibility for building strategic industrial policy at EU 

level considering the economic reality in the Community. Global context is also 

considered. Recommendations for a modern industrial policy designed to restore 

economic growth and technological competitiveness are drawn up.  

2. History of EU industrial policy – before and now  

2.1 Industrial policy of the European Community  

As Pelkmans (2006) puts it: “Sectoral and specific industrial policy lies at the 

origin of the Community”. The integration processes in Europe in the 50s of the last 

century started and developed in the context of predominant state intervention and support 

in industrial development and in international corporate performance. The sectoral 

integration in steel and coal production, as well as agriculture, was structured according 

to the mainstream economic thinking of that time. Wigger (2018, 2014) describes strong 

neo-mercantilist and protectionist outlook in the post-war decades of integration. During 

the 50s-80s period, series of measures are permitted and applied for stimulating 

performance of certain key industries, incl. direct and indirect state aid, financial support 

for specific, sectoral investments or R&D projects, tax reductions or procedures of 

guaranteed procurement. The advance in integration processes gradually changed the role 

of the European Commission in setting-up the industrial development agenda by fostering 

the supranational decisions. However, the interventionalist approach remains. The 

Community policies are oriented towards the establishment of European champions in 

global markets through transnational industrial cooperation and consolidation via mergers 

and acquisitions. The prioritization decision-making is based on assessment of the 

competitive positions of US counterparts, usually in high-technology sectors, such as 

machinery, aerospace, computing industry. Sectoral industrial policies and protection is 

designed also for the sectors which were considered “too big to fail” /steel, coal, 

electricity, railways, textiles, shipbuilding, infrastructure/ (Wigger & Buch-Hansen, 

2014, p. 69).  

The era of protectionist and interventionalist policy measures and integration 

processes ends with the prominence of the neoliberalist agenda in the 80s and the 90s. 
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The established industrial policy from the previous decades characterized by 

subsidization and protective assistance is denounced by Giersch (1985) as 

“Eurosclerosis” and it is considered a factor for accumulating structural deficiencies in 

the European Community. In the 1980s a fast transition to the so called “horizontal” 

industrial policy takes place and policy measures in industrial development get closer to 

the current scope of competition policy. The rhetoric of competitiveness remains 

significant. However, the focus and key messages change dramatically. In accordance 

with the newly established predominant economic agenda, the stimulation and 

encouragement of competitiveness and leadership is no longer considered as the outcome 

of protection and intervention, but rather the intense competition is propagated to enhance 

competitiveness. The foundations of the modern EU competition and antitrust legislation 

are laid. State aid is strictly controlled and, mostly, curtailed. Cartels and abuses with 

dominant positions are stringently prosecuted. The liberalization, pro-market impulse is 

further enforced by intensive privatization process. The essential principles at the core of 

EU single market and monetary union are based on the faith in free markets efficiency. 

This general shift in perceptions and attitude towards economic development and its 

determinants is best illustrated by the replacement of “fair competition” with “free 

competition” in the Maastricht Treaty (Wigger, 2018). The era of vertical industrial 

measures and strong state interventionalist and protectionist role is over. This process is 

observed worldwide.  

A quick overview of the main tools for sectoral industrial policymaking – sectoral 

interventions and sectoral policies; clustering and cooperation; trade policies1 - makes it 

clear that the new EU framework does not provide opportunities for their application at 

national or community level. The Lisbon Strategy of 2000 is based on the same logic that 

more competition ensures enhanced competitiveness.  

2.2. Latest trends in EU industrial policy  

 The global crisis and the subsequent Euro crisis put the EU to the test of more 

than a decade of stagnant growth and no clear vision on the growth path ahead for the 

Union. In this context, the traditional concept of industrial policy is again debated in 

academic and policy circles. Furthermore, the interest in reviving industrial policy tools 

seems enough for the initiation of tailored measures for re-industrialization and enhanced 

competitiveness. In 2010 the European Commission calls out for a “fresh approach”. The 

                                                             

1 See Pelkmans (2004, p. 4) 
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need for new strategy is due to the loss of three million jobs in manufacturing since the 

start of the crisis. As the recovery of the Union is slow and insufficient, it becomes 

obvious that new, more pro-active and aggressive measures are required. 

In 2010 the new Europe 2020 strategy is elaborated replacing the Lisbon strategy 

of the previous decade. It consists of 7 initiatives and several of them are directly related 

to the resurgence of EU industrial policy. However, the outlined approach and the 

envisioned measures are general and horizontal. The sectoral (or vertical) aspect is not 

included. The concept of “industrial policy” reemerges, however, the content of the policy 

recommendations is palliative and does not address the serious competitiveness and 

structural issues of the EU. The EC communication “Industrial Policy: Reinforcing 

competitiveness” adopted in 2011 has the same effect.  

In 2012 the EC publishes the first industrial policy communication where a focus 

on strategic sectors is mentioned. In “A stronger European Industry for growth and 

economic recovery – Industrial policy communication update” are outlined six key areas, 

incl. clean vehicles, bio-based products, smart grids. 

The first post-crisis steps in strategic reindustrialization of the EU are mostly too 

broad and don’t envision serious actions to be undertaken at EU level. Some of the 

reasons may include lack of political will for redefining tools meeting the pre-set goal; as 

well as the still predominant, mainstream pro-market theory which is not consistent with 

more aggressive intervention. The former Competition Commissioner Almunia confirms 

this approach stating that the new EU industrial policy must be very different from the 

policies implemented in the 1970s. Almunia defines the existing EU competition 

legislation as “boosting growth; benefiting SMEs and ordinary consumers” (Almunia, 

2014).  

In 2013 the Commission launches a proposal for a “Convergence and 

Competitiveness Instrument” suggesting a procedure for recommendations to member 

states to regain competitiveness. This decentralized approach is further developed by the 

Council initiative for “Partnerships for Growth, Employment and Competitiveness” in 

2013 envisioning partnerships between member states in the form of reform contracts 

with legally binding obligations for reforms. Later this idea evolves into a softer, less 

binding initiative for establishment of national competitiveness authorities which are to 

supervise reform policies and overall performance of the economies. This step 

additionally increases the national focus in dealing with competitiveness problems. The 

rationale for the transfer of responsibility from supranational to national level is mainly 



 

6 

 

founded on the understanding that national specifics require national solutions. However, 

it remains unclear how national authorities are supposed to design structural reforms and 

industrial policies in the framework of the current EU competition policy and the single 

market. Due to the restrictions posed by community legislation, the key recommendations 

for national competitive policy measures and supervision are related to internal 

devaluation and boosting price competitiveness. The Five Presidents’ Report (2015) 

confirms this agenda and states that the competitiveness authorities should be 

independent entities with a mandate to ‘assess whether wages are evolving in line with 

productivity and compare with developments in other euro area countries and in the main 

comparable trading partners’ (p. 7). Later these authorities are renamed into national 

productivity boards, however, their mandate and aim are the same.  

The Communication ‘For a European Industrial Renaissance’ launched by the 

European Commission (2014) is elaborated along the same lines. The aim of the policy 

document is to trigger a back-shoring of manufacturing capacity in knowledge-intensive 

sectors from China and other emerging markets to Europe by improving the EU price and 

cost competitiveness. This communication focuses on reversing industrial decline and 

reaching the target of 20% of GDP for manufacturing activities by 2020. The document 

outlines the priority for identification of “key enabling technologies” where investment 

activity would be focused. However, the EC calls for nationally tailored measures, but it 

remains unclear how the national actions could be coordinated within the Union and its 

legal framework and how the supranational strategic directions would be transferred at 

national level.  

Up to this point, it could be concluded that the first steps for re-introducing 

industrial policy measures in the post-crisis period, as response to the calls to specific 

actions for competitiveness and convergence, are weak and lack strategic long-term view 

on the development path of the EU and its members. The suggested actions are mainly 

designed in the context of the EU competition and antitrust legislative setting. There is 

unambiguous resolution that the industrial policy of the 70s is not applicable and would 

result in accumulation of new problems, nevertheless, there are no new effective 

propositions on the long-term competitive positions of the EU in global markets and on 

the measures for achieving recovery and progress. The persisting problem of EU 

divergence and structural disparities are not addressed, despite their role for the overall 

competitiveness issues of the EU.  
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2.3. The significance of the Siemens-Alstom case  

The Siemens-Alstom merger case of 2019 is a good illustration of the identified 

weaknesses in policy making in re-industrialization and competitiveness in the last 

decade.  

On 6th of February 2019 the European Commission blocked the merger between 

the two companies as it “would have harmed competition in markets for railway 

signalling systems and very high-speed trains”. The decision is based on analysis of the 

EU market and the merger is blocked because of a problem with higher concentration in 

EU rail market.  

However, the two corporations initiate a merger in order to compete globally. The 

global competition in railway vehicles is currently dominated by the Chinese CRRC, 

operating globally since 2015 as result of a merger between two of Chinese companies. 

If the European leaders were to merge, they would have competed together against the 

Chinese CRRC. The merged company would have been roughly half the size of CRRC. 

Despite dominating the European market, it turns out that the European leaders in the 

railway industry have no real chance in global markets because of limited capacity.  

The EU competition policy has stringent rules regarding M&As and the control 

on them is delegated to the Commission. The EC has acted according to the rules and, 

after analysing the structure of the European market, has rejected the merger. However, 

in this case, dominance in the European markets was not the ultimate goal for the merging 

companies and the strategic move was not undertaken to affect regional competition as 

the EU railway market is considered to be saturated. The strategy of Siemens and Alstom 

was to merge into a single “European champion” (similarly to the Chinese strategy of 

2015) that would become a global competitor and, potentially, leader in the industry.   

 The case Siemens-Alstom raises two questions: Is it possible to reconcile a 

European industrial policy with competition policy and should EU competition policy be 

changed to facilitate the formation of ‘European champions’? 

After the strong political reaction, the European Commission announces a new 

course of action – “EU Industrial Policy after Siemens-Alstom. Finding a new balance 

between openness and protection”. Despite the title, the policy paper does not provide “a 

new balance”. There is a clear commitment to defending the principle of free competition 

and non-intervention in markets. Although there is a recognition of non-competitive and 

protectionist measures by international competition, especially in Asia, and the positive 

effect of these technological leadership measures is confirmed, the EC clearly states that 
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these techniques have no place in the EU. The key message is that the international 

competition and global economic order should be subjected to the same rules of free 

competition and non-intervention that are respected in the EU (“openness must be a two-

way street”), but it is not clear how this will be achieved. It is stated that Europe should 

remain the champion of free trade. 

The last impulse in building EU industrial policy, however, recognizes the failure 

of the initial steps and the need for joint measures. In February 2019 it was announced 

the establishment of the European Innovation Council and key strategic sectors were 

identified: 1) automotive (incl. batteries); 2) energy systems; 3) the internet of things; 4) 

robotics, 5) artificial intelligence; 6) bio economy.  In November 2019 the European 

Commission published expert recommendations on the “Renewed EU Industrial Policy 

Strategy” from 2017 where six industrial priorities are mentioned: 1) Clean, connected 

and autonomous vehicles; 2) smart health; 3) low CO2 emissions industry; 4) hydrogen 

technologies and systems; 5) industrial internet of things; 6) cybersecurity. It is supposed 

that the EU has or should develop competitive advantages in these areas. However, action 

in these areas needs to be stepped up and accelerated if Europe is to stay in the global 

race. 

The success of the envisioned industrial policy measures depends on the long-

term goals policymakers set. Generally, the policy documents described above point to 

the unsatisfactory recovery and the loss of competitive advantages in high-technology 

sectors as the problems the industrial policy measure are supposed to address. However, 

the analysis of the effectiveness and the design of these measures should focus on the 

primary factors resulting in the identified problems. This would mean that the assessment 

of the modern EU industrial policy goes through analysis of 1) the external positions of 

European manufacturing and trade based on its technological and innovation capacity; 2) 

the internal structure of the EU and its functioning mechanisms.  

3. Issues for the EU industrial policy – external positions and structural problems 

3.1. External positions: lagging behind global technology leaders  

 As it was mentioned above, in early November 2019, the EC published 

recommendations to ensure Europe's leadership in international markets, identifying 6 

strategic business sectors: 1) clean and autonomous vehicles; 2) hydrogen technologies 

and systems; 3) smart health; 4) industrial Internet of Things; 5) low carbon industry and 

6) cybersecurity. These are the areas where the EU should have competitive advantages 

and take on a leadership role.  
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At the same time, only one fifth of the European companies are highly digitized. 

The European cybersecurity market represents 26% of the global market, but European 

companies in the sector hold only 5% of the market. EU investment in cybersecurity is 

roughly $ 1-2 billion a year, while public investment in US cybersecurity is $ 13 billion 

and China's investments are $ 9 billion. The European automotive sector, traditionally 

regarded as a leader, has been losing competitive positions rapidly. The sector employs 

12 million people (3 million in manufacturing, 4.3 million in maintenance and 4.8 million 

in transport) and represents 4% of the European GDP. The sector is considered as key 

industry for the European economy, but on a global scale, it is increasingly dominated by 

non-European companies, especially in strategic areas for the development of the 

industry. The production and technology of autonomous cars is led by US-based Waymo, 

and China leading the market in electric cars with 56% of global sales for 2018. While 

sales of China and the US increase by 80% in 2018 compared to 2017, European growth 

is only 34%. 

Low carbon technologies are used in the steel, chemical and cement industries, 

but the EU also faces intense competitive pressure. In the United States, there is an 

investment boom in the chemical sector. China, the Middle East and India have made 

successful efforts to build large and increasingly sophisticated manufacturing facilities 

and attract high investment to compete with European exports. European cement 

production and value added are declining. At the same time, production volume is 

increasing significantly in China and India at the expense of EU market share. The cement 

market in Europe is suffering from low returns on investment. 

It should be clearly pointed out that the EU’s problem is related to retaining 

leading competitive positions in high technologies.  EU is still considered a technological 

leader at global scale; however, its top positions are seriously threatened due to the faster 

pace in catching-up and expanding of developing and emerging economies. While in 

2000 the size of the European economy is more than 7 times larger than that of China (8.9 

trillion dollars for the EU versus China’s 1.2 trillion dollars), today China has caught up, 

with an economy worth 13.6 trillion dollars, against 18.7 trillion for the EU (IMF data). 

The EU faces a situation where it is supposed to act against global rivals of different scale, 

background and policies. The need of new approach in global competition is evident.  

The structural differences between the EU and the emerging economies are visible 

in their GDP components. Gross fixed capital formation in the EU amounts roughly to 
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20% of GDP (downward trend), which compares poorly to China and India with 43 and 

29%, respectively (see table 1). 

Table 1: Gross fixed capital formation, % of GDP     

Country 

Name 
2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 

Euro area 22.04 22.70 23.21 22.93 21.10 20.69 20.77 20.17 19.55 19.53 19.91 20.16 20.43 

EU 21.37 22.04 22.68 22.41 20.48 20.05 20.15 19.71 19.22 19.35 19.72 19.82 20.10 

US 22.94 23.04 22.36 21.32 18.85 18.38 18.81 19.58 19.79 20.30 20.33 20.17 20.45 

Russia 17.76 18.50 21.00 22.29 22.00 21.63 21.49 21.55 21.78 21.65 20.85 21.99 22.34 

India 32.76 33.58 35.81 34.72 33.95 33.23 34.31 33.44 31.30 30.08 28.73 28.22 28.64 

China 40.47 39.75 38.89 40.10 44.97 45.09 45.02 45.42 45.69 45.23 43.95 42.98 42.57 

Japan 24.60 24.72 24.12 23.96 22.36 21.33 21.90 22.42 23.33 23.96 23.79 23.32 23.83 

Source: World Bank, World Development Indicators dataset.  

Industrial production (incl. construction) as percentage of GDP falls considerably 

in the last two decades in the EU and the Euro area; while India, China, Russia preserve 

the relative share of industrial value added (table 2).   

Table 2: Industry (incl. construction) value added (% of GDP) 

Country 

name 
1995 2000 2005 2010 2015 2016 2017 

Euro area 26.53 25.20 23.92 22.55 22.17 22.28 22.33 

EU 26.59 25.07 23.69 22.39 21.97 21.99 21.87 

US .. 22.45 21.22 19.36 18.52 17.95 18.21 

Russia 34.54 33.92 32.63 30.00 29.89 29.46 30.47 

China 46.75 45.54 47.02 46.50 41.11 40.07 40.54 

India 28.53 27.28 29.53 30.73 27.35 26.64 26.50 

Turkey 32.02 26.90 25.30 24.60 27.90 28.18 29.16 

South Africa 31.92 29.07 27.14 27.38 26.03 26.25 26.29 

Japan 34.41 32.76 30.20 28.44 29.02 28.91 29.14 

Source: World Bank, World Development Indicators dataset.  

If we go into further details and focus only on the share of manufacturing, the 

trend of its relatively negligible role will be confirmed. The manufacturing sector has still 

not recovered after the crisis and has not restored the relative pre-crisis levels. The more 

significant observation is related to the long-term weight of the sector in GDP. The 

manufacturing sector has low contribution in GDP – a fact confirming the high 

servicification and financialization of the European economy, specifically compared to 

the Asian countries (South Korea, Japan, China) and less investments in productive 

capacity. The Asian economies are characterized by larger manufacturing sectors which 

could be analysed further as a sign for the different development strategies and (in some 

cases) the different level of development the economies have currently reached. However, 

the political goal set for the EU is 20% share of manufacturing till 2020, which is not 

possible and does not correspond to its structural characteristics and problems.    

Table 3: Manufacturing, value added (% of GDP) 

Country 

Name 
2005 2007 2009 2011 2012 2013 2014 2015 2016 2017 2018 
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Euro area 15.81 15.84 13.81 14.67 14.49 14.40 14.52 14.97 15.10 15.11 15.08 

European 

Union 
15.11 15.02 13.31 14.06 13.84 13.80 13.93 14.29 14.39 14.30 14.18 

Germany 20.31 21.09 17.88 20.57 20.42 20.18 20.47 20.69 21.09 21.06 20.83 

Central 

Europe and 

the Baltics 

18.34 18.42 17.19 18.31 17.86 17.66 18.55 18.82 19.02 .. .. 

Japan 21.64 22.08 19.15 19.67 19.73 19.44 19.73 20.81 20.68 20.73 .. 

United 

States 
12.99 12.78 11.73 11.95 11.85 11.81 11.64 11.62 11.12 11.15 .. 

China 32.09 32.38 31.60 32.06 31.53 30.67 30.50 29.51 28.96 29.30 29.41 

India 15.97 16.86 17.14 16.14 15.82 15.25 15.07 15.58 15.20 14.87 14.99 

Korea, 

Rep. 
25.52 25.46 26.05 28.48 28.17 28.24 27.49 27.09 26.78 27.57 27.23 

Source: World Bank, World Development Indicators dataset.  

3.2. External positions: limited innovation capacity 

Digitalization in the EU is a slow process. Data from the EC’s Digital 

Transformation Scoreboard, 2018, shows that only 24% of the European companies use 

big data analytics. Robotics and automation are applied in not more than 16%. The 

companies working with artificial intelligence represent only 5% of European business. 

However, the information era developing in the last couple of decades makes 

digitalization and digital technologies the main prerequisites for progress and innovation. 

Digitalization transforms processes, business models, markets, and, from strategic point 

of view, competitive advantages and prospects for technological leadership. Considering 

global reality, the economic and technological transformation in the EU is not sufficient 

to create and sustain modern re-industrialization and to build the path for renewed, 

sustainable and more coherent development.  

According to the Global Innovation Index, 2019, the geography of innovation in 

the world shifts from high-income to middle-income countries. Some EU countries are in 

the top positions, but China, Israel, India and the US are advancing faster. There is also a 

fast catching-up in innovation advances in South East Asia, East Asia, and Oceania region 

compared to Northern America and Europe. Europe (and most of EU member states) is 

still part of the largest innovators in the world, but it cannot surpass the US, and China is 

aggressively catching up threatening to get ahead. The most progressive region lately is 

found to be the South East Asia, East Asia, and Oceania.  

The Global Innovation Index also documents the deficiencies of European 

innovation policy. On the first place, Europe’s innovation capacity and performance are 

not coherent; there are persistent differences within the EU. Despite the leadership 

positions of member states such as Germany and Sweden; Italy, Portugal, Latvia, 

Bulgaria, Slovakia, Poland, Romania are way behind. The distinction between innovators 

and laggards may be made based on the “North-South” divide; or the “Old members – 
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new members” one. Nevertheless, economic divergence in the EU is a fact and it has an 

impact on its overall performance and the implementation of re-industrialization and 

innovation strategic policies.  

Secondly, the EU is strong in developing innovation inputs, but has problems with 

lower performance on business R&D or innovation outputs. The connection between 

science and business is not effective and does not deliver results. This situation is referred 

as the “EU paradox”: highly effective, quality educational and research systems, but 

unsatisfactory output in the form of marketable innovations. Third, the entrepreneurial 

activity in the EU is found to be more constrained than would be ideal which is significant 

constraint in the operation of start-ups and has a negative effect in building up innovative 

capacity.  

The data on patent applications confirms the negative conclusions (table 4). EU is 

nowhere near the innovative activity of China, the US, Japan and East Asia. The start-up 

culture and technological entrepreneurship is underdeveloped in the EU. 

Table 4: Number of patent applications  

Patent 

applications 
2010 2011 2012 2013 2014 2015 2016 2017 

EU 134 009 134 681 136 659 137 642 139 301 131 323 140 672 139 458 

Eurozone 100 699 100 612 101 336 102 879 105 096 96 432 106 987 106 322 

East Asia and 

Pacific 

988 123 1 134 028 1 269 626 1 448 150 1 553 260 1 726 643 1 959 178 1 997 563 

Southern Asia 41 658 44 002 45 224 44 821 44 115 47 455 46 856 48 191 

United States 490 226 503 582 542 815 571 612 578 802 589 410 605 571 606 956 

Japan 344 598 342 610 342 796 328 436 325 989 318 721 318 381 318 479 

China 391 177 526 412 652 777 825 136 928 177 1 101 864 1 338 503 1 381 594 

Source: World Bank, World Development Indicators dataset.  

The 2019 European Innovation Scoreboard makes the general conclusion the EU 

innovation performance increases. It is emphasized that, for the first time, the EU has 

surpassed the US. However, a closer look at the scoreboard’s components suggests that 

the EU performs better in some educational and scientific indicators, but the business 

implementation of innovations is a persisting problem. The EU performs worse compared 

to Japan, Canada, Australia and South Korea. China is catching up fast and EU 

consistently loses its lead to China; it is stated that China catches up at two times the EU’s 

innovation performance growth rate. Predominantly highly developed, old member states 

in the Northern part of the EU are categorized as innovation leaders and strong innovators. 

All new member states (excl. Estonia) are categorized as moderate and modest 

innovators.  
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3.3. External positions: trade imbalances  

Generally, it is considered that the industrial policy measures are focused on 

boosting exporting capacity and export-led development. So, industrial policy is supposed 

to be designed according to external trade positions of the economy and its competitive 

advantages/disadvantages in global markets. The EU experiences certain imbalances in 

intra-EU and extra-EU trade.   

Extra-EU trade is characterized by trade deficits – 17 out of 28 member states 

report negative trade balance in extra-EU trade. EU runs a trade deficit with the rest of 

the world. The trade imbalances are significantly reduced after the crisis, but, 

nevertheless, they still exist. Table 5 represents data on the largest deficits and surpluses 

in the last couple of years. The only considerable trade surplus is reported by Germany: 

it is nearly 5 time larger compared to the second highest position. Of course, more in-

depth analysis is required for a proper and objective assessment of` EU competitiveness 

in global markets, but the general impression is that the EU is net importer and the 

prospects for leadership based on exports and large role in global trade seem implausible.      

Table 5 Extra-EU28 trade, trade balance  

Extra-EU28 trade, 

trade balance, mln. 

Euros 

2007 2009 2011 2013 2015 2017 2018 

European Union - 28 

countries 

-216,448.2 -142,114.5 -174,622.8 49,885.8 65,145.5 23,809 -21,866.3 

Largest deficits in:         

Netherlands -95,014.6 -81,588.4 -118,001.9 -115,308.8 -125,439.7 -131,806.6 -139,417 

United Kingdom -79,823.6 -73,799.3 -71,131.8 -9,590.1 -31,224.9 -69,711.9 -51,088.3 

Spain -51,264.9 -30,122.6 -43,234.9 -25,962 -21,429.6 -30,098.4 -37,710.5 

Poland -10,971.5 -9,632.9 -15,812.5 -9,908.3 -14,774.4 -16,970 -25,737.5 

Belgium -13,392.3 -10,693.6 -12,759.7 -8,801.7 -24,728.1 -22,417.2 -28,220.4 

Largest surpluses in:         

Germany  65,667.8 65,411.1 99,936.8 155,105.7 177,009.2 184,558.2 176,094 

Ireland 14,010 16,726.3 20,729.7 19,579.4 28,739.6 31,166.2 36,629.3 

Italy -16,725.6 -3,963.9 -21,213.7 19,569.5 33,222 38,919.2 28,534.1 

France 75.1 7,067.4 -1,599.9 12,238.2 28,831.9 28,559.2 25,994.9 

Sweden 15,392.6 11,413.2 18,503.4 15,712.8 14,981.7 16,471.2 13,986.5 

Denmark 2,985.8 3,859.2 7,531.7 8,539.9 9,716.3 9,781.8 9,977.2 

Source: Eurostat  

The intra-EU trade is considerably more intensive. Only two member states report 

larger extra-EU exports than the intra-EU exports – Cyprus and United Kingdom (2018 

data, Eurostat). The predominance of intra-EU trade is significant in 16 member states 

reporting EU exports more than 2 times larger than their world exports. 11 out of 28 EU 

economies report intra-EU trade surpluses. Most member states run trade deficits in EU 

trade. One third of the countries run double deficits – in intra- and extra-EU trade. These 

facts mark the internal imbalances in the Union and signal for the existence of multi-



 

14 

 

speed Europe, comprised of highly competitive economies dominating in internal markets 

and performing in world markets, and of less competitive countries both in common 

market and the global economy. Industrial policy measures are supposed to be based on 

this distinction and address the structural problems of the EU as a whole.  

Another issue related to the outlined geographical structure of national exports is 

the possibility for constructing common industrial policy if most of the trade is in the EU, 

between the member states. As it was mentioned before, industrial policy measures are 

oriented towards increasing export capacity. If most efforts are on national level, it turns 

out that re-industrialization and export-led strategy of development would make the 

member states direct competitors and would result in even more significant divergence. 

As long as main exports of national economies are directed to the other EU member states, 

any development and leadership strategies would result in formation of winners and 

losers. There are two alternative options ahead of the EU: 1) increasing the role of EU in 

international markets; 2) moving away from the EU integration model as it naturally 

opposes countries in the field of competitiveness and growth and deepens imbalances and 

divergence. The integration process is too advanced to have effective national industrial 

and growth policies; and too far behind to have a community-based industrial policy 

based on internal specialization and export-oriented growth for the community (rather 

than individual countries) by turning to global markets.  

3.4. Internal structure  

Some of internal EU issues were already mentioned: 1) dominance of free-trade 

free-competition rhetoric not consistent with actual global reality; 2) internal trade 

imbalances as result of competitiveness differences; 3) economic divergence in the EU 

resulting in huge gap between North and South in the EU in terms of innovation capacity 

and technological leadership prospects.  

Considering the described external processes and the overall performance of EU 

internationally, the internal EU imbalances gain even larger significance. The relative 

deterioration of external competitive positions makes the problem of internal imbalances 

even more acute, since EU strategy for positioning in the global economy must 

necessarily find solutions to the internal problems of regional divergence and different 

levels of development in the Member States.  

The structure of the Union could be analyzed in two directions – the integration 

process and the accession process. It is essential to understand which one of the two 
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parallel processes has an impact on the problems in the EU in the last decades and which 

one of them could be changed in order to resolve the problems.  

The integration process is defined by the rules for the functioning of the economic 

and monetary union – institutional and legal framework, transfer of national sovereign 

competences at supranational level. The integration process is based entirely on market 

reasoning for constructing economic union. Flaws of the integration process would result 

in similar outcome in all member states. For instance, the conflict mentioned above 

between competition policy and industrial policy at the EU level is result of the approach 

chosen for deepening the integration process. There are well developed mechanisms to 

prevent institutional failures, but no consistent approach towards market deficiencies. 

This may also partly explain regional divergence in the presence of a similar institutional 

environment, macroprudential policy and stabilization policy; similar regulatory regime. 

The accession (or enlargement) process addresses the way new states are admitted. 

Problems in this process would result in difficulties in just some of the member states – 

the ones that meet the requirements for accession but have difficulties being part of the 

integrated area. The accession process is based on the so-called Copenhagen criteria 

which are not easily verifiable, and, at the end, the accession decision turns out to be 

purely political one. The mismatch and lack of consistency between the two processes 

results in regional divergence and structural problems which are difficult to solve once 

the states are part of the integrated market and must adopt its rules and provisions. It 

seems that the economic integration process is preceded by a political process of 

enlargement. As the political concept of EU construction and the core principles of 

integration are based on conflicting (sometimes, wrong) incentives, there are internal 

conflicts and imbalances between heterogenous groups of countries. Introducing a 

common approach in raising EU competitiveness may be difficult because of the 

economic heterogeneity.  

The EU faces two major problems. First, there is a long-tern downward trend in 

investment activity in the leading European economies. The factors behind the trend are 

market saturation and industrial overcapacity (Wigger, 2018). The slow growth in 

aggregate demand and the new business models of outsourcing and offshoring to low-

wage countries also have their role. In the post-crisis period, the trend is more 

pronounced. The leading European economies need to find a way to restore their 

technological leadership and call for industrial policy measures. Secondly, significant part 

of the Union is still catching up the most developed part of EU. These countries need a 



 

16 

 

strategy for catching-up growth and industrial policy agenda for development /better use/ 

of their production capacities and creation of new competitive advantages in global 

markets. 

4. Conclusions and recommendations   

Based on the analysis so far on the evolution and key characteristics of industrial 

policy measures applied in the EU and nature of the main issues they are supposed to 

address and solve, certain conclusions could be drawn up:  

1) The “new” industrial policy of the EU gives no common vision for the EU’s place 

in the global economy. The structural characteristics of the EU member states are 

not taken into account and there is a serious threat that the envisioned strategic 

directions are not achieved as they do not correspond to the existing capacity in 

many European economies and does not provide tools for their adaptation to the 

new agenda. It is inefficient as it does not take into account the structural 

characteristics of the Union (see also Botta (2014)).  

2) Industrial policy is supposed to comply with the existing legal and economic 

framework, which basically makes the practical implementation of industrial 

policy impossible. The level of implementation does not matter as both national 

and EU industrial policies would be seriously constrained by the internal market 

framework and competition regulations (see also Pelkmans (2006)).  

3) Because of the above-mentioned features, the EU industrial policy agenda 

envisages many horizontal measures without clear impact assessment criteria.  

4) The predominant approach includes delegation of responsibilities to national 

governments (through national authorities and nationally based concrete 

measures) for industrial policymaking. However, national governments have no 

freedom in taking vertical measures for re-industrialization and boosting 

competitiveness which results in ineffective, palliative actions. On the other hand, 

the nationally based approach is not effective because it lacks complementarity 

and coherent, common outward-looking approach. This turns Member States into 

direct competitors in a moment when the EU is supposed to act as a single player 

in global markets in order to compete against large competitors like the US, China, 

Japan, South Asia.  

5) One of the explicit messages of the “new” industrial policy of the EU is stronger 

positions in international trade. Considering that intra-EU trade is the predominant 

export for most of the member states, the question of intra-EU trade thought of as 



 

17 

 

export and securing export growth by trading within the EU becomes evident. The 

re-industrialization export strategy of the EU is supposed to have clear vision on 

the following issue: Is it acceptable for more competitive economies to secure 

economic growth through exports mainly to less competitive Member States, 

given that no mechanism is in place to correct structural differences and 

divergence between them. New industrial policy does not consider the existence 

of multi-speed Europe and may exacerbate inequality.  

The recommendations that could be made are in the following directions:  

1) Economic divergence in the EU is identified as a challenge to be overcome by 

strategic industrial policies designed in the context of multi-speed Europe where 

non-convergence is recognized, and a joint growth strategy outward is elaborated. 

EU industrial policy measures would be more successful, if they envision vertical, 

sectoral approach and differentiate the goals and outcomes of its implementation 

in different member states. Differentiated approach does not translate into 

delegating the whole responsibility to national authorities. The Union approach is 

needed as it would build up the global image of the EU as a single player in 

international trade and world progress. The capabilities of each member state 

should be used and promoted as part of an integrated strategy. The EU level is too 

big, while national level is too small. Regional focus in industrial policy would 

provide tailored, effective measures for regional specialization and development.  

2) The regional focus in EU industrial policy is supposed to result in structural 

changes reducing the gap between EU North and EU South. Concrete measures 

include subsidizing and fiscal stimulus; larger public financing of R&D in key 

sectors; targeted public procurement. Although the level of state intervention 

known from the 60s and the 70s of the last century is no longer plausible, a more 

interventionalist industrial policy is needed. EU Cohesion policy tools and funds 

may have a central role in setting up differentiated strategy for re-industrialization.  

• A modern concept of industry and industrialization should be developed. The 

tertiarization and financialization of the EU economy is a fact. However, the 

services sector and manufacturing merge together and the boundaries between 

them become more blurred. Financial sector is more of the most technologically 

advanced and pioneers in applying new business models based on innovative 

technologies. New industrial policy could be based on new methodology for 

classification of industries and sectors - not based on the final product, but on the 
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used technologies/ production methods. Analysis of the blurred boundaries 

between production and services is needed. Industrial policy measures could focus 

on the high value-added and marketable services sector, as well as business-

related services interacting intensively with industrial manufacturing. 
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