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Digitalisationis reshaping how financial markets operate,
says Christine Lagarde. For Europe, this is above all an
opportunity to deepen integration, strengthen autonomy
and anchor innovation in trusted public money across
markets and payments
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ight centuries ago, the fairs of Champagne were where Europe settled its accounts. Held throughout the

year, they drew merchants from the cloth towns of Flanders to the banking city-states of Italy who came to

clear their debts against one another on paper rather than carting silver across the continent. Bills written

all over Europe were timed to come due at these fairs, to be reckoned together, so that great sums changed
hands with barely a coin in sight. For a time, a divided Europe settled its accounts as one.

Since then, Europe has advanced enormously towards integrated settlement, above all with the euro and the
systems that underpin it. But the challenges never stop, and Champagne shows what is at stake if they go
unanswered. As tolls rose and new sea routes opened the merchants drifted away, and Europe’s first common
market faded into memory.

Today, we face two new challenges at once. Technology is rewriting how money is exchanged and trades can be
settled, most of all through tokenisation. And geopolitics has turned the ownership of financial infrastructure into
an instrument of power, so that sovereignty now matters where once it did not.

Real as these challenges are, for Europe they are above all an opportunity. In our capital markets, they offer the
chance to tackle the fragmentation that has held us back for decades, and in our retail payments, the chance to
open the field to operators working right across Europe, and to more competition.

In the Eurosystem, we are pursuing a comprehensive strategy to seize this opportunity. It starts with wholesale
markets. Today, a single crossborder transaction passes through a chain of separate record-keepers, each holding its
own ledger, creating high transaction costs and reinforcing home bias. 32 central securities depositories keep these
records across our Union. The United States has two.
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Tokenisation offers a way past this. On a shared ledger, ownership is recorded once and payment changes hands

in the same instant as securities do, with the terms of settlement written into the instrument itself. We have been
trying for decades to weave our national systems into one. Now we can build a new layer that is complete from the
start.

Technology is rewriting how money is exchanged and
trades can be settled, most of all through tokenisation.
And geopolitics has turned the ownership of financial
infrastructure into an instrument of power, so that
sovereignty now matters where once it did not
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But the technology settles nothing on its own. Without a credible, risk-free asset to settle in, tokenised finance will
splinter into private islands and fail to reach escape velocity from its current sandbox status.

The market has told us as much. We brought together more than 60 participants from across the industry, and their
message was clear: they will not commit to issuing digital assets at scale until they can settle in central bank money.

Nothing else is trusted and accepted by all, and nothing else can expand and contract with the market’s needs so
that liquidity is there when the system most needs it. A token that is backed euro-for-euro can never do that.

So we are answering the call. Already in the course of this year, our Pontes project will settle tokenised transactions
in central bank money. And our Appia project reaches further still. With the market, it is drawing the blueprint for a
single European market in tokenised finance and putting Europe at the frontier of this new technology.

The next dimension is retail payments, and the role of central bank money within them. The only public money

we can hold today is cash, our ultimate claim on the central bank, and our connection to it. The Eurosystem is
committed to preserving cash, with a new series of euro banknotes on the way. But as more of daily life moves
online, Europeans risk losing that connection altogether. The digital euro carries it forward, a euro issued by the ECB
and available to all.

The digital euro does more than preserve what we have. It is also a chance to end a dependence we have lived with
for too long. Europe has no pan-European card scheme of its own, and most of what people tap and swipe runs on
networks we do not own. International schemes account for more than 60% of card payments, and 13 out of 21
euro area countries have no national card scheme.
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European schemes have never reached pan-European scale because they are caught in a vicious circle: no merchant
adopts what few customers use, and no customer uses what few merchants accept.

The digital euro breaks that circle. Because of its legal tender status, it must be accepted everywhere. This would
give Europe, at last, a payment instrument that works across the whole Union. And because its technical standards
are open, any provider can build on them and reach across Europe from the start. For the first time, European
players could compete on equal terms.

The final dimension is crossborder payments. Sending money abroad is still slow and costly, routed through long
chains of correspondent banks. US dollar-denominated stablecoins are positioning themselves to move into that
gap, promising to be faster and often cheaper than the current system.

It remains to be seen whether the promise will be kept once end-to-end costs are factored in and compliance
standards are brought up to those of requlated providers. But the gap is there and the case for action is clear. The
G20 has recognised as much, putting crossborder payments at the centre of its own reform roadmap.

The Eurosystem is acting here, too. By interlinking our instant payment system, TIPS, with others, we are letting
European payments reach across the world. A link to India’s UPI, the largest instant payment system in the world, is
now being built, while connections to the Nexus Global Payments network in South-East Asia, and to Switzerland'’s
SIC IP system, are in advanced stages of analysis. The aim is simple: that Europeans can transfer money to a growing
list of countries around the world in seconds, on rails of their own.

Which brings me to the largest prize of all. The euro’s international role has long been held back by the same
fragmentation that limits us at home: markets that are too shallow, infrastructure that is too divided. Put our own
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house in order, and that begins to change. A deep and integrated market, anchored in trusted public money, is the
path to a currency the world will want to use.

The Eurosystem is doing its part. But we cannot deliver this vision for Europe alone. We need the market to invest
in the technology and to agree on shared standards. With Appia, we are building them together so that tokenised
networks connect to each other, rather than remaining siloed.

And we need governments to provide legal certainty through a common framework for digital assets. National
regimes are already multiplying, and unless we establish that framework first, we will rebuild in law the
fragmentation that technology is currently dissolving.

Eight centuries ago, a divided Europe settled its accounts as one. But this did not last. What we have built since then
— a single currency settled on shared rails — is extraordinary. The challenge is to carry it into the tokenised age, so
that the new technology extends our single settlement rather than fragmenting it. This time, we can keep it. =

Christine Lagarde is President of the European Central Bank
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This article is based on the opening speech at the ECB conference on ‘Money in transition: digitalisation and innovation in
payments, Frankfurt am Main, 15 June 2026.
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Reconfiguring Europe in a
fractured global economy

The dramatic developments unfolding globally, spanning
wars, geopolitical shifts, and trade disruptions, have
caught Europe off balance. Marco Buti, Giancarlo Corsetti
and Anna Peychev discuss the 2026 Florence Report and
urge the EU to replace its broken ‘reduced responsibility
model’ with a New European Social Contract integrating
defence, finance, and the supply of public goods

EQ Europe Quarterly = S



https://worldcommercereview.com

here is little doubt that the international order is at a point of rupture (Gensler et al 2025, Obstfeld 2025,
Papakonstantinou and Pisani 2024). The dramatic developments unfolding globally, spanning wars,
geopolitical shifts, and trade disruptions, have caught Europe - both the EU and its member states — off
balance.

Where the current evolution will eventually settle is as yet uncertain. It is already clear, however, that this upheaval
has dismantled the external governance and institutional framework that underpinned the EU’s policy agenda,
institutional design, and economic development, leaving what we have termed Europe’s ‘reduced responsibility
model’ (RRM) entirely dysfunctional.

The Florence Report (Buti et al 2026) - the flagship initiative of the EMU Lab at the Robert Schuman Centre for
Advanced Studies at the European University Institute — explores how Europe can navigate this fundamentally
changed world order. It discusses the roots and dimensions of fragmentation and examines how these
developments constrain policy space for action at both the national and the EU governance levels.

Pursuing a pragmatic way forward, the report re-examines established governance frameworks to articulate a
coherent policy agenda to get over the RRM towards a more independent and secure Europe.

The end of the reduced responsibility model

For decades, the EU operated under a ‘reduced responsibility model’— member states could under-invest in
common defence by relying on US protection, count on the vast American market to pursue export-led growth
strategies, and anchor financial stability to US-led hegemonic governance of international law and trade
institutions.
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To be clear, European integration was first and foremost led by strong internal political drivers, but the international
context at the time allowed member states to progress with the Union project by bypassing ‘full responsibility’in
key areas. United Europe’s remarkable achievements all suffered from the same ‘hold-back’ diagnosis.

Beneath its apparent and surprising resilience, the global
economy faces a high risk of collapse, triggered either by
war or by financial shocks, originating with overextended
private credit or a potential Al bubble burst
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Europe embraced the Single Market project, but never completed a common strategy to secure the efficiency and
resilience of own infrastructure, telecommunication, or energy networks. It launched the euro, pretending that the
unmatched independence of the ECB, the Stability and Growth Pact, and the no bail-out clause would guarantee a
resilient financial and macroeconomic framework to deliver on the promise of shared prosperity.

Fractured by open geopolitical rivalry and strategic competition, the global environment is no longer conducive to
the EU’s reduced responsibility model. Neutral commons such as energy, finance, and climate have been explicitly

weaponised, turning public goods into public bads. What the EU counted on as pillars of cooperation and stability

are now being used against it.

Although we are still in uncharted waters, it is already evident the breakdown of the status quo is structural: the
external conditions that sustained Europe’s development have largely disappeared and are unlikely to materialise
again in the same constellation that allowed the RRM to flourish in the first place.

Beneath its apparent and surprising resilience, the global economy faces a high risk of collapse, triggered either by
war or by financial shocks, originating with overextended private credit or a potential Al bubble burst.

The current situation is truly exceptional: the collapse of the RRM is a silent crisis eroding the very fundamentals
that Europe long based its progress upon. These dynamics are not easily discerned and the EU’s conventional crisis-

management model based on ad hoc reactive measures will not suffice in handling them.

Instead, the Union must embrace a different approach in kind: the wholesale and accelerated implementation of a
shared and cohesive strategy to stabilise its very foundations.
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Figure 1. Europe’s reduced responsibility model
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Four priors

There are four core convictions guiding the analysis in the Florence Report. First, while boosting growth and
competitiveness is essential, that is not an end in itself. Rather, it is a means to sustaining Europe’s social model in
the face of ageing, climate change, and geopolitical pressures, and therefore requires broad political consensus
from inception to implementation.

Second, we believe that the European social model should be understood not as a constraint on economic
dynamism, but as a source of stability and a potential enabler of innovation. Properly designed social policies can
reconcile labour market flexibility with social sustainability.

We reject the defeatist narrative of a weak Europe and argue instead that the EU’s foundations — democratic values,
rule of law, and regulated markets — constitute a distinct and underappreciated form of power that positions Europe
as a global leader in sustaining the rules-based international order that is essential for the survival and functioning
of modern democracies.

Finally, despite the political limits to federalisation, the EU can still capture the benefits from economies of scale
through targeted joint action on common projects. Delivering tangible gains for citizens through shared action
may, in turn, reshape political preferences and create virtuous feedback effects that gradually ease domestic and
EU-level constraints.

A three-pronged policy agenda

Delivering a new model for European independence and security involves a fundamental shift in perspective: the
Union is not as a constraint on national policy space, but a creator of it. By trading a degree of formal sovereignty for
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collective security and prosperity — especially in areas such as climate transition, common defence, and large-scale
digital infrastructure — member states can secure goods that no single nation can provide effectively on its own and
gain a level of global relevance that is otherwise beyond individual reach.

This approach also underpins the successful implementation of the Florence Report’s three-pronged policy agenda:
strengthening multilateralism through multipolar global alliances in line with European values, creating a genuine
Savings and Investment Union on boost competitiveness and innovation, and reorienting the EU budget towards
the provision of European public goods.

In light of recent experience and existing legal constraints, further progress on this shared endeavour will likely
emerge from initiatives driven by shifting coalitions of willing member states. The central task is to structure
these efforts to enable broader participation over time and avoid devolving into an EU a la carte - a collection
fragmented projects that weaken the EU’s institutional unity.

The fundamental challenge to delivering on this course of action is not a lack of inherent power, but the need
to overcome self-defeatism and what can be described as a‘fragmentation trap’— a short-termism in policy
behaviour driven by national political narratives which frame shared sovereignty as a zero-sum game even if
further integration would demonstrably raise welfare across all member states. That is why overcoming the now
dysfunctional RRM requires the creation of an institutional setting attuned to remedying these biases.

Most crucially on the path ahead, the EU must confront the fundamental issues plaguing its productivity. But rather

than simply playing catch-up with the US or China, Europe should exploit its dynamic comparative advantage by
boosting its own technological trajectories combining innovation with efficiency, equity, and sustainability.
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Table 1. Response to the crisis of the reduced responsibility model
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A New European Social Contract

The collapse of the external conditions underpinning Europe’s reduced responsibility model has exposed structural
weaknesses, eroded policy space, and amplified divergence amongst member states. Fragmentation — both internal
and external — now constrains Europe’s ability to take much-needed action causing a direct threat to European
prosperity.

Overcoming this dynamic will depend on re-establishing a political and institutional own capacity for collective
action, anchored in a renewed European social contract. Central to this vision is the concept of ‘insurance-based
solidarity’ championed by the late Jurgen Habermas: because no member state can reliably predict its future
exposure to shocks, all have an interest in arrangements that allow risks and costs to be shared over time.

This ‘veil of ignorance’reinforces the case for collective mechanisms that go beyond narrow national calculations.
Solidarity then becomes forward-looking: it is justified not by permanent transfers, but by the expectation that all
may at different times benefit from common support.

By extension, the New European Social Contract is not just an economic arrangement, but a political project

of mutual recognition and responsibility. Mutual trust is the ‘intertemporal glue’ of this arrangement, allowing
countries to sustain cooperation over time by recognising that the benefits of this shared insurance may not be
immediate, but will materialise across different moments and circumstances.

There is also a fundamental political asset that should not be overlooked in this regard: public support for European

integration and a stronger EU remains robust, even in traditionally sceptical countries. Capitalising on this approval
could help ease political constraints and address the Union’s current challenges; failing to do so risks eroding it.
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By embracing foresight and insurance-based solidarity, the Union can demonstrate to its citizens and the world that
it is both ready and capable of taking its destiny into its own hands. The Florence Report provides the intellectual
case for a New European Social Contract, asserting that a Union that is stronger than the sum of its parts is the only
viable option for navigating a world where old alliances and certainties have vanished.

Turning away from the full responsibility that comes with building a stable multipolar world, realising the Saving
and Investment Union, and stepping up the supply of European public goods is not an option anymore. The
external and internal dimensions of a stronger Europe are inextricably linked in a single whole. m

Marco Buti is the Tommaso Padoa-Schioppa Chair of Economic and Monetary Integration, Giancarlo
Corsettiis the Pierre Werner Chair and Joint Professor, Department of Economics and Robert Schuman
Centre for Advanced Studies, and Anna Peychev is a Research Fellow at the Robert Schuman Centre
for Advanced Studies, all at the European University Institute
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The Draghi dilemma

Governments across Europe are increasingly acting to
help industry remain competitive without compromising
EU climate policy. Stan Olijslagers, Corjan Brink, Xinyu Li,
Rutger Teulings and Herman Vollebergh argue that both

goals cannot be met using a single instrument
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eopolitical changes have recently increased the focus of policymakers within the EU on the

competitiveness of industry. As Draghi (2024) points out, without countervailing measures, the EU risks

capital flight and the loss of technological leadership in critical industries. One of the proposals was to

support the competitiveness of the energy-intensive industry by reducing energy costs through tax cuts
or lower network charges, but also without compromising EU climate policy.

Nowadays, governments across Europe are increasingly thinking and acting to implement government support to
help industry remain competitive on the global market. In a new study published by the Netherlands Bureau for
Economic Policy Analysis (CPB) and the Netherlands Environmental Assessment Agency (PBL) we show that both
goals cannot be met using a single instrument, and trade-offs exist depending on how precisely the support is
provided (Olijslagers et al 2026).

Subsidy options and model characteristics

In Olijslagers et al (2026), we examine four forms of support: a production subsidy, subsidies to lower energy costs
(both fossil fuels and electricity), targeted subsidies to lower electricity costs, and subsidies to implement CO,
reduction technologies. We examine what happens if the Netherlands, Germany, and France jointly (the ‘coalition’)
provide support to their energy-intensive industries for five years.

In this way, we can distinguish in the results between countries that introduce support measures and EU countries
that do not. We assume that the coalition makes a total of €5 billion in subsidies available annually for the energy-
intensive industry from 2026 to 2030 and thus for a total of €25 billion.

We use the applied multiregional and multisectoral global general equilibrium model GREENR to calculate the
implications for the competitive position of the industry and for emissions from various sources in these countries,
in the rest of Europe, and globally.
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Our model has a particularly rich representation of different energy markets, including fossil fuel markets for
coal, gas, and oil, but also their interaction with the electricity market and specific CO,-abatement technologies
(Olijslagers and Brink 2024).

Furthermore, the model explicitly accounts for the EU ETS as it is designed in Phase 4 with all the newly added
features under the Green Deal such as the Carbon Border Adjustment Mechanism (CBAM) and the so-called Market
Stability Reserve (MSR).

Providing subsidies does help competitiveness but does not
help to reduce (cumulative) emissions over the current horizon
of EU ETS. Europe will be responsible for more direct emissions
from its territory, although global emissions may even be
reduced if subsidies that make fossil fuels cheaper are avoided
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This representation of the Emissions Trading System (ETS) is particularly relevant because the MSR has
fundamentally changed the waterbed effect that characterised the interaction between overlapping national
(climate) policies and EU ETS outcomes in Phase 3 (see also Perino et al 2025).

Interaction of industrial policy with the EU Emissions Trading System

The EU ETS plays a crucial role in European climate policy because it limits greenhouse gas emissions from energy-
intensive industries in the EU by making a limited number of emission allowances available. This emissions cap
decreases by a fixed percentage each year and will reach zero around 2040.

Such a fixed emissions cap guarantees that this EU reduction target will be reached, but at the same time creates
a waterbed effect within the EU. If emissions increase due to industrial policy in one country under a standard cap
and trade, the increase in demand for allowances in that country would lead to a higher ETS price causing other
countries to emit less CO.,. This way the overall balance is fixed.

The addition of the Market Stability Reserve since 2019 has changed this picture strongly. The overall European
emissions cap is no longer fixed in the case of overlapping policies such as local carbon taxes or subsidies (see also
Perino et al 2025).

So, if the coalition’s industrial policy leads to increased production in these EU countries, and thus to higher
emissions, the number of unused allowances will decrease. As a result, the MSR will remove fewer allowances from
the market, and total emissions within the ETS as a whole may increase on the path until 2040.

Competitiveness outcomes

The three subsidies that lower costs for the energy-intensive industries do improve the companies’ competitive
position and increase production (see Figure 1). Only the CO, subsidy for clean technology does little to improve
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Figure 1. Percentage change of industrial output due to specific types of subsidies
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their position in the global market. The largest impact is seen when output costs are reduced. Note also that
increased output in the coalition crowds out industrial output in the rest of the EU and in non-EU regions.

Cumulative emissions in the EU and abroad

The impact on emissions is particularly interesting. Apart from the cost of raising taxes elsewhere in the economy to
finance the additional expenditures, providing subsidies that lower cost of the industry also comes at a climate cost.

Only the subsidy that addresses CO, reduction technologies directly reduces overall emissions in the coalition and
the EU as a whole and turns out to be very effective. Table 1 summarises the main findings on emissions within the

coalition, the EU, and the world as a whole.

Table 1. Cumulative emission changes in MtCO,

Output Energy Electricity Abatement
subsidy subsidy subsidy subsidy
Coalition 15.1 45.8 18.5 -325.4
Rest of the EU -3.6 -4.8 -3.4 -2.1
EU Total 11.5 40.9 15.2 -327.5
Non-EU -22.1 -27.0 -19.6 -11.5
Global Total -10.6 14.0 X -338.9

EQ Europe Quarterly = Summer 2026


https://worldcommercereview.com

A subsidy for clean technologies reduces emissions because of lower costs for investments in abatement
technology. As more allowances are invalidated by the MSR from the carbon market compared to the current
baselineg, this results in a lower cap.

The other support measures aimed at reducing industrial costs have the exact opposite effect. These support
measures increase demand for allowances, which decreases the number of allowances in the market. Now the
MSR effect works in the opposite direction: fewer allowances are invalidated from the market than foreseen in the
baseline and so (cumulative) emissions will rise. This effect is greatest with a reduction in energy costs because in
that case fossil fuels also become cheaper.

While a reduction in electricity costs makes industrial production cleaner, it also simultaneously increases emissions
from electricity production. On balance, this support measure leads to more demand for emission allowances

and thus less invalidation via the MSR. Of all the support measures, the decrease in the invalidation of emission
allowances is lowest with a general reduction in production costs.

The support measures also lead to changes in emissions outside the EU. If the industry in the coalition manages to
increase its market share at the expense of the industry in countries outside the EU, this reduces production there,
and consequently less emissions outside the EU. This is because the industry in the coalition produces much cleaner
than in other parts of the world (such as China and India).

Relatively clean industry in the coalition therefore replaces more polluting production from outside the EU. As a
result, global emissions may even decrease on balance. With a subsidy that lowers energy costs regardless of the
energy carrier, the emission intensity of the industry in the coalition increases, making this effect much smaller and
causing global emissions to increase on balance.
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Lessons for EU ETS reform in Europe

The observed interaction between industry support measures and the EU ETS points at an important robustness of
its current design. In current turbulent times where industries face strong challenges, the carbon market is likely to
free up allowances relative to the existing emission reduction path if governments decide to subsidise industries for
competitiveness purposes.

In other words, the invalidation of allowances will be slowed down by providing subsidies and more cumulative
emissions are possible. So, our results illustrate the importance of such indirect effects when considering EU ETS
reform both in the short and long term. This effect would even be larger if more countries would join the subsidy
coalition as proposed by Draghi.

Another lesson from our analysis is that providing subsidies does help competitiveness but does not help to reduce
(cumulative) emissions over the current horizon of EU ETS. Europe will be responsible for more direct emissions
from its territory, although global emissions may even be reduced if subsidies that make fossil fuels cheaper are
avoided.

Only subsidies that directly address abatement of carbon emissions do contribute to lower emissions for the EU and
the world in a very cost-efficient way. A subsidy package that would address both ambitions at the same time is
likely to be designed such that electricity costs would be lowered in combination with abatement subsidies. m
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Strengthening
operational resilience.for
the age of Al

Europe faces unprecedented geopolitical and economic
challenges, including high dependencies on external providers
for energy, technology, security, and financial infrastructure.
Frank Elderson argues reducing these dependencies is essential
for safeguarding the European way of life
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urope is facing a set of unprecedented challenges. The geopolitical environment is becoming increasingly
fragmented. Europe remains overly dependent on external providers for energy, technology, security and
key financial infrastructures such as payment systems and capital markets. Reducing these dependencies is
no longer a choice, but a necessity to safequard the European way of life.

Ensuring that our future is not determined elsewhere demands investment on an unprecedented scale. Consider
that the green, digital and defence transitions will require an additional €1.2 trillion of spending per year between
now and 2031'. No single actor, no single sector and no single country can meet these challenges alone.

As fiscal space tightens, much of Europe’s investment needs will have to come from private investment, with capital
markets playing a pivotal role. In a bank-based financial system like Europe’s, strong, competitive and resilient banks
are even more indispensable than they are elsewhere. They sustain the flow of finance to businesses, households
and the broader real economy. It is therefore no surprise that the competitiveness of European banks has moved to
the heart of the policy debate?.

Yet the competitiveness of the banking sector is not solely determined by capital, market integration, scale or
regulation. It also hinges on whether banks can continue to serve their clients and provide critical services when
disruption strikes. That is why today | will focus on operational resilience.

Resilience goes far beyond capital

When some people hear supervisors speak about resilience, they immediately think of financial resilience. However,
in a world of more frequent, sophisticated and disruptive cyber incidents, technology failures and growing
dependencies on third parties, a bank can be well capitalised and highly liquid and yet still unable to operate.
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A striking example of the importance of non-financial resilience is the ransomware attack that hit the New York
branch of the Industrial and Commercial Bank of China in 2023 - the largest bank in the world by assets. Despite
the bank’s financial strength, the incident disrupted the settlement of trades in the US Treasury market, one of the
most systemically important markets globally. The bank had to rely on manual workarounds - including reportedly
dispatching a courier with a USB stick across downtown Manhattan - to meet its obligations.

Europe is facing enormous financing needs to boost its
autonomy. We must finance the transition to a cleaner
economy, strengthen our collective defence, build the
industries of the digital age and support societies that are

growing older. To do so, we need strong and competitive
banks
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Another example is the CrowdStrike incident in 2024, when systems using a major operating platform crashed and
displayed the ‘blue screen of death’ The disruption affected firms across sectors, including financial services.

At the same time, the threat environment is evolving rapidly with the rise of Al. One telling example involved
criminals using Al-generated identities to create thousands of fake customers in order to obtain loans, causing
millions in losses for the bank concerned.

We have also seen an increase in the number of cyberattacks reported by banks under our supervision in recent
years®. All these examples illustrate a fundamental point: a bank can have ample capital and liquidity but still face
severe operational issues, or even fail, if it lacks preparedness and robust contingency planning for operational
shocks. Today, resilience is not only about absorbing losses, but also about maintaining critical services - even
under severe operational stress®.

This imperative to maintain operational resilience is all the more critical in banking — a sector built on trust in which
cybersecurity failures can have profoundly damaging consequences.

Operational resilience firmly on the agenda of banks and supervisors

The good news is that banks and supervisors are not starting from scratch. Over the past decade, cyberattacks on
critical infrastructure - including energy and telecommunications providers, as well as banks - have become more
frequent, more targeted and more sophisticated?.

Although cyberattacks are occurring everywhere, every day and at any time, and while notable incidents have

affected financial services, we have not yet seen such events escalate into widespread disruption or threaten the
viability of a major bank®. This is not a coincidence.
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The fact that financial services are among the sectors best prepared to deal with cyberattacks reflects years of
capacity building in banks: in defence, detection and incident response and reporting. Moreover, governance
arrangements have improved and there is a greater awareness of cyber risks, particularly among banks’
management bodies’.

Importantly, banks’ efforts have evolved in tandem with a stronger and sustained supervisory focus. Operational
resilience and cyber risk have been a priority for European banking supervision for several years?, during which
we have worked closely with banks in both ongoing and on-site supervision. For example, in 2024 we conducted
a cyber resilience stress test on 109 banks, 28 of which underwent a more thorough assessment of their ability to
respond to, and recover from, a severe but plausible cybersecurity incident.

While the exercise confirmed that banks have frameworks in place to respond to and recover from severe cyber
incidents, it also highlighted areas for improvement for certain banks. Since then, almost three-quarters of our
findings identified by the stress test have been addressed, with banks notably strengthening their cyber resilience.

The Digital Operational Resilience Act (DORA), which entered into force last year, provides a regulatory framework
that requires banks to foster a culture of continuous improvement in IT and cyber risk management. It has also
enhanced the oversight of critical third-party providers, such as cloud service providers®. In addition, DORA gave
supervisors the task of testing whether a financial institution can detect, respond to and recover from sophisticated
attacks that mirror real-world threats, thereby providing a more systemic and enforceable framework for resilience.

Taken together, these efforts have raised the cost and complexity of successful attacks, effectively pushing up

the ‘price of admission’and prompting many threat actors to target less well-prepared sectors instead. There is,
however, no room for complacency.
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Advancements in Al are reshaping the threat landscape, fundamentally altering the balance and asymmetry
between defenders and adversaries. Put bluntly, if ensuring operational resilience was already critical a few years
ago, it certainly is today — amid a rapidly evolving threat landscape shaped by frontier Al models.

Artificial intelligence: a structural shift in the cyber threat landscape

Al adoption is already widespread among Europe’s significant banks. Our annual data collection on banks’ use of
innovative technologies shows that more than 85% of banks under European banking supervision use artificial
intelligence.

Used responsibly, Al can help banks strengthen their operations, improve risk management and enhance IT
security. But Al also vastly improves the capabilities available to malicious actors. Until very recently, launching a
sophisticated cyberattack required deep technical expertise, extensive reconnaissance and coding, and often weeks
— or even months — of trial and error. Not anymore.

A new generation of large-scale Al models is emerging, with increasingly advanced cybersecurity capabilities. If
these tools become more widely accessible, they could enable a much broader range of malicious actors to carry
out complex attacks with greater speed and precision.

Our current understanding is that tools of this kind are not simply another incremental improvement; they are a
structural shift in the economics of cyber risk. Tools like Mythos appear to be significantly more advanced than
existing tools in three important ways. First, they can discover and exploit vulnerabilities at a speed and scale
far beyond what we have seen before. Second, they can combine seemingly minor vulnerabilities into serious
attacks. And third, they can help reverse-engineer patches into exploitable vulnerabilities and, again, do so at
unprecedented speed.
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Together, these characteristics suggest that the ‘price of admission’ will fall. The marginal cost of identifying and
exploiting vulnerabilities in IT systems will decline, possibly by orders of magnitude. Cyberattacks that previously
required significant expertise, time and resources may in future be achieved more quickly, at scale, and by a much
broader set of potentially malicious actors. Current evidence suggests that these models may be effective not only
against environments with weak levels of defence but also against standards that were once previously considered
state of the art.

The direction of travel is unmistakable: the speed, scale and accessibility of advanced cyber capabilities are
increasing, and the time available to defenders is shrinking. Banks therefore need to prepare more quickly, more
effectively and more consistently across the sector. In musical terms, andante may have previously been good
enough, but now we need to move to presto.

The pivotal role of management bodies in addressing this strategic challenge

Most importantly, the challenges posed by new generations of Al models should not be viewed solely as a
cybersecurity issue - they are a firm-wide strategic challenge with potential implications for banks’ safety and
soundness. It is therefore essential that banks’ management bodies take clear ownership of the issue, ensuring that
resources and tools are commensurate with its scale. This approach is vital to close cyber resilience gaps, enable
timely patching and maintain strong cyber hygiene.

Moreover, the critical infrastructure on which banks depend - including cloud providers, telecommunications
networks, payment systems and electricity and water supplies - could also become targets. As a result, scenarios
that were once considered tail risks may become more likely, such as vulnerabilities in a single, widely used
infrastructure quickly escalating into disruption across an entire sector, with knock-on effects on banks’ ability to
operate.
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This makes it all the more important to both strengthen the oversight and monitoring of third-party dependencies
and enhance information sharing across the financial system. Given that many of these threats are similar in nature,
the timely exchange of information on vulnerabilities, incidents and mitigation measures is a cornerstone of
collective resilience.

Considering that some banks’ preparedness is still weak this is also where we, as supervisors, have a role to play.
The SSM will use its system-wide perspective to support institutions by pointing out areas of attention and good
practices, which could prove particularly beneficial for smaller banks with less sophisticated IT environments''.

In this spirit, we brought together supervised banks to discuss the implications of frontier Al models for banks’
resilience and the practical actions needed in response. As a next step we will send a so-called 'dear CEO letter' to
all banks in which we aim to ask banks to take proactive measures to ensure the continued robustness and security
of their systems in the face of these transformative challenges and will follow up with individual banks in a targeted
manner. Our aim is straightforward: to ensure that banks take the necessary steps now, before these technologies
are more widely used by threat actors.

Strengthening operational resilience requires investment
Operational resilience is not a stand-alone issue that is separate from the current debate on banking sector
competitiveness. It is part of the foundational elements that shape banks’ competitiveness.

If banks are unable to maintain their customers’ trust by providing a reliable service, their ability to compete in an

increasingly digitalised financial system will be undermined. Ensuring operational resilience is therefore not only a
safeqguard - it is also key to remaining competitive, both today and in the years ahead.
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Strengthening operational resilience requires multi-year investment in people, systems and governance. In short,

it is not a quick fix, it is a moving target which calls for continuous effort and ongoing improvement. Banks should
therefore give careful consideration to bolstering operational resilience in their investment strategies. The currently
strong bank profitability provides an opportunity to continue investing.

At the same time, the banking sector’s defensive capabilities are not evenly distributed, leaving parts of the system
more exposed than others. While some larger banks have a size advantage when it comes to having the IT budgets
that match the scale of the task, this may admittedly be more difficult for small and medium-sized banks.

This is, however, no reason for inaction. In a diverse banking system, where banks of different sizes and business
models thrive and support the real economy;, all banks must be able to ensure a sufficient level of operational
resilience.

This point is particularly important at a time in which further embracing proportionality in supervision and
regulation has become a topical issue in the debate. There are undoubtedly areas where a more proportionate
approach is worth pursuing'? Such enhanced proportionality, however, cannot come at a cost of prudent risk
management.

Conclusion

Europe is facing enormous financing needs to boost its autonomy. We must finance the transition to a cleaner
economy, strengthen our collective defence, build the industries of the digital age and support societies that
are growing older. To do so, we need strong and competitive banks. But banks can only play their role if they are
resilient, including to operational threats.
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Frontier Al models are changing the cyber threat landscape. They are lowering barriers for attackers, increasing the
speed of exploitation and exposing weaknesses that were too often tolerated for too long.

This is not about creating a sense of alarm, but rather a sense of urgency

Because we cannot afford to be complacent. Our message as supervisors is simple: act early, invest decisively

now, and do not wait for the next incident to reveal where your vulnerabilities lie. Such a proactive approach will
contribute to a thriving, diverse banking system that is capable of supporting the real economy through the digital,
green and defence transitions.

A resilient and thriving banking system is not simply a nice to have. It will be imperative to tackle the challenges we
are facing both today and in the years ahead. m

Frank Elderson is a Member of the Executive Board and Vice-Chair of the Supervisory Board of the
European Central Bank
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Endnotes

1. Bouabdallah, O et al (2025), “Time to be strategic: how public money could power Europe’s green, digital and defence
transitions’, The ECB Blog, ECB, 25 July.

2. The ECB has actively contributed to this debate, including through its recent response to the European Commission’s
consultation on banking sector competitiveness; see ECB (2026), Eurosystem response to the EU Commission’s targeted
consultation on the competitiveness of the EU banking sector, April. For more details on the importance of overcoming
fragmentation to boost competitiveness, see Elderson, F (2026), “Boosting prosperity through deeper integration’; keynote
speech at the conference “Financing Europe: a new era of strategic investment’, Brussels, 12 May.

3. The number of cyber incidents reported by banks to the ECB rose sharply up to the end of 2024. The data for 2025 is

not directly comparable because the incident reporting thresholds were changed following the entry into force of the

EU’s Digital Operational Resilience Act (DORA). As a result of DORA, the ECB now receives ICT (non-cyber but operational)
incident reports as well as ICT cyber incident reports. However, the latter are smaller in number than before because the
reporting thresholds differ from those under the ECB’s former cyber incident reporting framework.

4. In practice, this means being able to prevent, withstand, respond to, recover and learn from operational shocks The
Basel Committee on Banking Supervision defines operational resilience as follows: “the ability of a bank to deliver critical
operations through disruption. This ability enables a bank to identify and protect itself from threats and potential failures,
respond and adapt to, as well as recover and learn from disruptive events in order to minimise their impact on the delivery
of critical operations through disruption. In considering its operational resilience, a bank should assume that disruptions
will occur, and take into account its overall risk appetite and tolerance for disruption.” See paragraph 11 of the Basel
Committee’s principles for operational resilience.

5. See Tuominen, A (2025), “Improving banks’ resilience to hybrid threats’, speech at the conference “The Current Hybrid
Threat Environment and Financial Stability’; jointly organised by Commerzbank and the European Centre of Excellence
for Countering Hybrid Threats, Frankfurt, 18 November; Klaus, B and Wendelborn, J (2025), “Cyber threats to financial
stability in a complex geopolitical landscape’; Financial Stability Review, ECB, May. At a global level, finance and
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insurance companies rank approximately fourth among the top ten industries affected by cyberattacks in volume terms,
jointly with the educational services industry, and below the public administration, healthcare and technology industries;
see the University of Maryland’s CISSM Cyber Events Database. In the European financial sector as a whole, banks are by
far the entities experiencing the greatest number of cyberattacks. See European Union Agency for Cybersecurity (2025),
ENISA threat landscape: finance sector, February.

6. Some incidents have disrupted payment channels, delayed customer services and, in a few cases, caused notable
financial losses. But none has threatened the viability of a major bank or produced a systemic shock.

7. Some 86% of CROs cite cybersecurity and technology risk as a top priority for the next 12 months, whereas only 62%
cite credit risk. Institute of International Finance (2026), Annual EY/IIF Global Bank Risk Management Survey — Shifting
priorities: CRO agendas in a time of uncertainty and innovation, IIF, 24 Februatry.

8. In addition to working with banks on their own preparedness. starting in 2023 the SSM organized cyber dry-runs to
test our own preparedness to respond to large-scale cyber incidents. The simulations focused on detection, escalation,
information sharing, and coordination capabilities during a systemic crisis, possibly when the ECB’s and the NCAs own
ICT systems are also affected. This kind of activity is key for improving our own operational resilience, strengthening
contingency plans and identifying areas where cooperation should be improved.

9. This is essential because banks increasingly rely on external providers for some critical functions that are difficult or
impossible to replace, thereby exposing them to cascading effects from cyber incidents in the supply chain, even if they
themselves have not been directly targeted.

10. Threat-led penetration testing (TLPT) under the EU’s Digital Operational Resilience Act (DORA).

11. Good practices do not describe or establish new regulatory requirements and have no legally binding effect. This
means that a bank may be fully compliant with the applicable legal framework without implementing any of the good
practices pointed by the ECB, provided that it follows other practices that are more appropriate to its particular risk
profile, business model and circumstances.
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12. Even if proportionality is already embedded in the European regulatory and supervisory approach, we see room

to embrace it further. The small and non-complex institutions (SNCls) regime, is the natural starting point, while
maintaining the Single Rulebook, which ensures the risk-based nature of the prudential framework is retained for all
banks. One could consider, for example, increasing the scope of eligible small banks through an increase of the €5 billion
threshold of the SNCI regime as well as extending the scope of the simplified rules. Any simpler regime for smaller banks
also needs to be accompanied by a credible, flexible and efficient crisis management framework for these institutions:
See Elderson, F (2026), “Boosting prosperity through deeper integration’, keynote speech at the conference “Financing
Europe: a new era of strategic investment’, Brussels, 12 May; and ECB (2026), Eurosystem response to the EU Commission’s

targeted consultation on the competitiveness of the EU banking sector, April.

This article is based on a keynote speech delivered at the Goldman Sachs European Financials Conference 2026, Zurich, 3
June 2026.
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Testing EU discipline
on state aid

The Iran energy shock is a test of European discipline
on state aid. Roel Dom and Simone Tagliapietra argue
that the latest EU temporary state-aid framework is
needed to shield industries and consumers from short-
term costs, but should not become more permanent
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n 29 April, the European Commission published a new temporary state aid framework intended to
enable European Union countries to ramp-up support to sectors severely exposed to the oil and gas
crisis triggered by the war in Iran. The framework, known as METSAF (Middle East Temporary State Aid
Framework) will be in place until 31 December 2026.

METSAF permits support for agriculture, fisheries and aquaculture, land transport (road, rail, inland waterways)
and intra-EU short-sea shipping. These sectors are deemed unable to switch fuels at short notice, and to operate
on margins that are too thin to absorb the shock. They also face requlatory or seasonal constraints, such as fishing
quotas and agricultural cycles, which prevent demand-side adjustment. They have market structures that make it
hard to pass on price increases to customers.

For these sectors, aid under METSAF can be provided to cover up to 70% of extra costs arising from the crisis, with
simplified computations for small amounts of aid (up to €50,000).

METSAF also amends temporarily another set of state-aid rules, the Clean Industrial Deal State Aid Framework
(CISAF). The amendment raises permissible compensation for energy-intensive industries facing high energy costs
from 50% to 70% of the average wholesale electricity price, limited to 50% of the beneficiary’s total consumption.
Importantly, no additional increase in decarbonisation efforts is required.

METSAF is in fact the fourth EU temporary framework since 2020 that loosens state-aid rules following a shock.
It follows the COVID-19 Temporary Framework, the Temporary Crisis Framework (TCF) after Russia’s invasion

of Ukraine, and the Temporary Crisis and Transition Framework (TCTF). CISAF made some elements of these
frameworks permanent.
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The METSAF amendment to CISAF raises two closely related concerns. First, under CISAF, compensation for energy
costs was conditional on firms investing in decarbonisation. By increasing compensation levels without increasing
decarbonisation requirements, METSAF misses an opportunity to align short-term relief with long-term transition
objectives.

The Commission must commit credibly to the December
2026 sunset date for METSAF. The tendency for previous
temporary frameworks to persist makes a firm commitment
necessary. Any prolongation should be clearly justified and
strictly conditional on the persistence of the underlying shock
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Second, the amendment distorts the price signal. Higher energy prices, whether structural or shock-driven,
incentivise lower consumption and energy efficiency investment. By compensating industry for a large portion of
these costs, METSAF dampens these incentives.

In addition, while METSAF contains no tax provisions, it recalls that EU countries may reduce fuel excise duties
within existing minima without state-aid notification. Subject to approval by the Council of the EU, duties may
even be below the minima. So far, most Iran conflict-related support is being spent on untargeted measures. This
effectively signals acceptance of fuel tax cuts as part of the crisis response, further weakening energy price signals
across the economy.

Providing even more cushioning to energy-intensive firms to isolate them from energy price signals could worsen
the energy crisis by artificially sustaining demand at a time of supply constraints. It could result in households
paying even more for their energy supply relative to industry.

It could also further fragment the single market by triggering subsidy races or imbalances between EU countries,
as seen during the 2022 energy crisis and in the first year of CISAF. France and Germany account for more than half
of the approved budget so far; Hungary’s approved measure represents close to 2% of GDP. Finally, more aid for
energy-intensive firms could delay Europe’s transition to clean electrification.

However, through its food and transport measures, METSAF also gives EU countries the tools to cushion short-term
costs for vulnerable industries and consumers. It is now up to EU governments to use this flexibility responsibly.
They should think twice before dishing out subsidies that require no decarbonisation in return and trigger

subsidy races. EU countries should keep support targeted, temporary and conditional on credible decarbonisation
commitments.
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Finally, the Commission must commit credibly to the December 2026 sunset date for METSAF. The tendency for
previous temporary frameworks to persist makes a firm commitment necessary. Any prolongation should be clearly
justified and strictly conditional on the persistence of the underlying shock.

If extended, METSAF’s scope should in principle be narrowed, not broadened, unless the worsening of the shock
clearly justifies targeted adjustments. =

Roel Dom is a Research Fellow and Simone Tagliapietra a Senior Fellow, both at Bruegel
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This article is based on a Bruegel First Glance.
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Stablecoins and the
future,of money

Stablecoins are not an efficient way to strengthen the
international role of the euro, says Christine Lagarde. The
best solution to do so remains: deeper capital market
integration through the savings and investment union
and a stronger safe asset base
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ew developments in recent years have moved from the periphery to the centre of the policy debate

as quickly as stablecoins. Stablecoins have grown from less than $10 billion six years ago to more than
$300 billion today. They are overwhelmingly denominated in US dollars, and nearly 90% of the market is
controlled by two issuers — Tether and Circle — based in El Salvador and the United States, respectively.

As their adoption has expanded and their links to the real financial system are deepening, the risks they pose have
come firmly into focus, especially as regards financial stability. These concerns have been particularly acute in parts
of Latin America and Africa, but they are now firmly part of the policy debate in advanced economies as well.

Europe was early to recognise this. The Markets in Crypto-Assets Regulation (MiCAR) brought stablecoins within the
regulatory perimeter in 2024, ahead of developments elsewhere, aiming to contain these risks and safeguard the
integrity of the financial system.

In the United States, however, the approach has taken a broader turn. The GENIUS Act is not just a consumer
protection and financial stability measure. The US Administration explicitly describes it as a tool to ensure “the
continued global dominance of the US dollar” and to cement demand for US Treasuries'. The terms of the debate have
shifted with it. It is no longer about whether stablecoins should exist, but whether jurisdictions can afford to be
without them.

The growing argument is that to remain relevant, Europe must respond by promoting euro-denominated
stablecoins of its own. Otherwise, it faces a future of digital dollarisation and a loss of monetary sovereignty. But
what this debate has not asked clearly enough is what, precisely, stablecoins are for. The benefits attributed to them
rest on two distinct functions — a monetary function and a technological function - that are systematically conflated
in the current debate. To navigate clearly, we need to separate them.
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A thinker born 2,000 years ago put it plainly. Seneca wrote “Ilgnoranti quem portum petat, nullus suus ventus est.” To
one who does not know to which port one is sailing, no wind is favourable.

Theanswer, however,doesnotlieinrejecting technology
or discouraging stablecoins altogether. Instead, we
must build the public infrastructure that will enable
alternative instruments, such as stablecoins and other
forms oftokenised money, to operate within aframework
anchored by central bank money
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The argument | want to develop today is that once we disentangle those two functions, the case for promoting
euro-denominated stablecoins is far weaker than it appears. And a more fundamental question comes into view: do
we actually need stablecoins to obtain the benefits they are said to provide? Or are we mistaking the instrument for
the outcome, when what matters is the architecture underpinning which other instruments can safely emerge?

One instrument, two functions
Stablecoins were initially designed to solve a narrow problem within the crypto ecosystem: price volatility.

To make a specific type of cryptoasset usable for settlement, the creators of stablecoins anchored them mainly to
fiat money?, the very system they had originally sought to bypass, backing each token one-for-one with cash and
short-dated government debt.

That design choice made stablecoins the internal settlement currency of decentralised finance and the primary
bridge between crypto and currencies. It still accounts for the overwhelming majority of their transaction volume.

But as stablecoins move beyond the crypto ecosystem, two distinct functions have started coming into view.

The first is monetary. Stablecoins are increasingly seen as a way to extend the global reach of reserve currencies by
easing two long-standing constraints on how those currencies circulate and who can hold the assets behind them.

The first constraint is access to crossborder payment infrastructure. Historically, that access ran through merchant
houses in the Renaissance and nowadays comes via the correspondent banking networks*. Stablecoins allow
monetary value to move outside traditional banking channels, with fewer intermediaries and allegedly lower costs,
extending the currency’s reach into areas where access has declined.
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This is most evident when transactions remain inside the crypto ecosystem, as is increasingly the case in
crossborder business-to-business payments, which already account for around 60% of stablecoin payment volume
— though that volume amounts to just 0.01 % of global business-to-business flows°. Converting into and out of
stablecoins, however, incurs costs that can erode those gains.

The second constraint is the ease of holding the currency outside its home jurisdiction. Households abroad have
long held dollars in physical form, and institutions have held them through capital markets. But each route involves
friction, with cash being cumbersome and earning no yield, and capital market access remaining the preserve of
institutional investors.

Stablecoins reduce those frictions, as digital access is faster and easier than hard cash, and it reaches savers in
countries where weak currencies can erode savings. In economies where access to a stable currency has historically
been constrained, transaction flows already reach around 7.7% of GDP in Latin America and 6.7% in Africa and the
Middle East®.

The implications deepen if stablecoins were to be remunerated. As US dollar-pegged stablecoins hold Treasury bills
as reserves, a yield-bearing stablecoin makes its holder, indirectly, a holder of US government debt - held not only
as a store of value, but as an investment asset.

And individual portfolio choices aggregate into systemic effects. Research finds that a $3.5 billion inflow into

dollarbacked stablecoins lowers threemonth Treasury bill yields by around 2.5-3.5 basis points under normal
conditions, with the effect more than doubling in periods of Treasury bill shortages’.
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The second function of stablecoins is technological. It is about how transactions are executed and settled within
emerging financial infrastructure.

Digital innovation in recent years has made it possible for financial assets to migrate onto distributed ledger
technology (DLT), allowing real-world assets to be tokenised - represented as digital tokens on programmable
blockchains®. As trading and ownership move onto these platforms, a new requirement emerges: transactions need
a settlement asset that can operate natively within the same environment.

Stablecoins have naturally filled this role. They have become the default cash leg for so-called atomic settlement
— the simultaneous exchange of two assets within a single transaction, where either both sides settle instantly or
neither does. This removes settlement risk by design.

This function requires a stable unit of value on-chain. Most cryptoassets are too volatile to serve this purpose.
By anchoring their value to fiat currencies and backing it with liquid reserves, stablecoins are, for now, the only
instruments able to perform this role reliably at scale. In effect, they act as the system’s native ‘cash’

The importance of this becomes clearer when contrasted with existing financial infrastructure. Today, securities
transactions often settle over multiple days, require reconciliation across fragmented ledgers, and tie up collateral
for longer than necessary. Distributed ledgers compress these processes into a single environment, where issuance,
trading, settlement and custody can occur continuously. Activities that once required manual coordination - such
as coupon payments, margin calls and collateral movements - can instead be executed automatically through code.

Adoption is already accelerating. Tokenised money market funds whose shares are issued as tokens on DLT,

deployable as collateral in derivatives and repo markets, roughly doubled in market capitalisation in 2025, reaching
around €7 billion, outpacing growth in both stablecoins and traditional money market funds®.
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Taken together, these developments reveal a technology that is doing two distinct things at once - reshaping
monetary demand and transforming settlement infrastructure — in ways that blur the boundary between them.
That blurring is precisely what makes the current policy debate so difficult to navigate. And it is where Europe risks
going wrong.

Does Europe need stablecoins?

With close to 98% of stablecoins denominated in US dollars', and with the United States now moving to entrench
that position through legislation, the growing argument is that Europe must match the US model to remain
competitive. But that framing rests on the confusion | have just described. It treats one instrument as if it performs
one function.

But when we examine each function separately, the case for adoption looks less compelling. Let me take each in
turn, beginning with the monetary function.

The monetary function

Euro-denominated stablecoins, operating within the framework already established by MiCAR, could generate
additional global demand for euro area safe assets''. If that demand were to grow - driven by buyers outside the
euro area, with reserves channelled into safe assets — sovereign yields would compress, financing conditions would
ease, and the international reach of the euro would be extended through a new digital channel.

In the short term, the proposition looks like a tailwind. But these stablecoins need to be assessed alongside the
trade-offs they would create, at least two of which are material.
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The first concerns financial stability. Stablecoins are private liabilities whose stability depends on the credibility and
liquidity of their backing. When confidence holds, they function as intended. But when it weakens, the demand for
redemption can become sudden and self-reinforcing.

This is not hypothetical. When Silicon Valley Bank collapsed in March 2023, Circle disclosed that $3.3 billion of USD
Coin’s reserves were held there. USD Coin briefly traded at USD 0.877, more than 12 cents below its promised par. At
scale, such dynamics can transmit stress to the underlying asset markets.

The promise of par redemption depends on the very market confidence that can vanish when financial stability
deteriorates — and a mass redemption can accelerate that deterioration. As stablecoin use grows, so too does the
potential for feedback loops between redemptions and asset markets'?, particularly where issuers are non-banks.

Multi-issuer schemes add a further layer of vulnerability. Where the same stablecoin is issued jointly by EU and
non-EU entities, MiCAR’s safeguards reach only the EU issuer. In a run, investors will naturally seek to redeem where
protections are strongest — which is likely to be the EU, where MiCAR also prohibits redemption fees.

But the reserves held in the EU may not be sufficient to meet such concentrated demand. We know the dangers.
And we do not need to wait for a crisis to prevent them.

The second trade-off concerns monetary policy transmission. The ECB’s ability to maintain price stability depends
on interest rate decisions reaching firms and households through the banking system. When retail deposits migrate
into non-bank stablecoins and return to banks as wholesale funding, that channel narrows. Banks lend less, or less
efficiently, and the pass-through from policy rates to the real economy weakens.
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ECB research has found that in the euro area, where banks remain the dominant source of credit to the real
economy, large-scale deposit substitution would weaken lending to firms and the transmission of monetary
policy®. In the United States, where firms have broad access to capital markets, this effect may matter less: a
contraction in bank lending could potentially be more easily absorbed.

Taken together, these trade-offs are significant. They outweigh the short-term gains in financing conditions and
international reach that euro-denominated stablecoins might provide. If we want to strengthen the international
appeal of the euro, stablecoins are not an efficient way of doing so.

The best solution remains the same: more integrated capital markets through the savings and investments union,
and over time a safe asset base that matches the scale of our ambitions for the euro’s international role.

The technology function

Nonetheless, the technology that stablecoins make accessible is genuinely transformative. DLT makes it possible
to build shared, crossjurisdictional financial market infrastructure from the ground up - issuance, trading and
settlement on a single platform, accessible across borders without relying on a maze of legacy intermediaries.

For Europe, that opportunity is especially compelling. Our financial market infrastructure remains one of the most
fragmented in the world. In 2023 there were 295 trading venues, 14 central clearing counterparties and 32 central
securities depositories across the EU, compared with two clearing houses and a single central securities depository
in the United States. DLT offers a real path towards integration.

For that reason, the prospect of rapid dollar stablecoin uptake in European tokenised markets is a legitimate
concern that risks entrenching dollar dependency at the level of settlement infrastructure itself.
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The answer, however, does not lie in rejecting technology or discouraging stablecoins altogether. Instead, we must
build the public infrastructure that will enable alternative instruments, such as stablecoins and other forms of
tokenised money, to operate within a framework anchored by central bank money.

On its own, the stablecoin model has two structural weaknesses as a foundation for settlement. The first is fragility.
A key benefit of tokenised financial markets is atomic settlement, but that guarantee is only as strong as the
instrument that serves as cash within the system.

As stablecoins can break away from their peg during times of stress, they do not confer the unconditional finality
that central bank money does'. At stake is the singleness of money, the principle that a unit of currency has the
same value regardless of who issues it. A settlement layer built on private stablecoins risks weakening that principle.

The second is fragmentation. The promise of tokenised finance is a single, interoperable environment', but if
settlement relies on stablecoins, that environment fragments across however many competing instruments the
market produces. Consequently, we end up with multiple platforms and no common anchor for convertibility.
A Eurosystem survey has confirmed that the absence of a widely accepted tokenised cash settlement asset has
already acted as a material constraint on the adoption of tokenisation in Europe.

While these are weaknesses of the instrument itself, they are not arguments against private tokenised money as
part of a broader ecosystem. Tokenised commercial bank deposits, for example, offer another route, as they carry
the credit quality of regulated institutions, can circulate on DLT platforms and may in time prove preferable to
stablecoins for many wholesale use cases.
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Regardless of which instrument will prevail, the public infrastructure must be in place to ensure safety and
interoperability across the system. This is what the Eurosystem is building.

As of September, we will offer wholesale settlement through the Pontes project, linking distributed ledger
platforms to TARGET, our existing settlement system, ensuring that DLT-based transactions can be settled in central
bank money from day one. The tests conducted in 2024 showed that this approach works in real-world conditions,
with 50 transactions across nine jurisdictions and around €1.6 billion in settled value'®. The Appia roadmap
published in March goes even further, and sets out the path to a fully interoperable, European, tokenised financial
ecosystem by 2028".

Dollar-denominated stablecoins have, through first-mover advantage and network effects, already become
the default settlement asset in tokenised finance. When central bank money is available natively on-chain, and
when tokenised deposits and MiCAR-compliant euro instruments can operate within the same interoperable
environment, market participants will have no reason to rely on a foreign private substitute by default.

Conclusion
The question | posed at the outset was whether we need stablecoins to obtain the benefits they are said to provide,
or whether we are mistaking the instrument for the outcome. The answer, | have argued, depends on the function.

For the monetary function, the foundations have to come first: deeper and more integrated capital markets, and

a safe asset. Stablecoins cannot build those foundations for us, and without them, euro-denominated stablecoins
could risk amplifying the very vulnerabilities we are trying to overcome.
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For the settlement function, the key question is less about which private instrument will prevail - be it stablecoins,
tokenised deposits or a yet-to-emerge alternative - and more about whether a common anchor is in place. That’s
why we are placing central bank money at the heart of this new infrastructure.

| began with Seneca, who said that no wind is favourable to one who does not know the port. Let me end there
too. Europe knows which port it is sailing to. Our task is not to replicate instruments developed elsewhere, but to

build the foundations and the infrastructure that serve our own objectives, so that we can harness the benefits of
innovation without importing the fragilities. m

Christine Lagarde is President of the European Central Bank
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Reciprocal sovereignty:
a third constitutional
tradition for Europe

The central constitutional question for Europe is how
sovereign democracies can govern common goods
together without creating a sovereign European state. Hans
Gersbach proposes reciprocal sovereignty as an answer
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urope faces a growing constitutional paradox. Many of the challenges that increasingly determine its future,
including security, technological competitiveness, energy resilience, climate adaptation, financial stability,
and strategic autonomy, are European in scale. Yet democratic legitimacy remains rooted primarily in
national political communities.

The origins of this challenge became visible during the euro crisis. Member states retained fiscal sovereignty, yet
excessive borrowing by one country could create substantial risks for others. National fiscal decisions generated
crossborder liabilities without corresponding crossborder democratic representation. Countries potentially exposed
to the consequences of fiscal imprudence often lacked any meaningful voice in the decisions that created such
risks.

The traditional debate on European integration offers two responses. One is federation: the transfer of substantial
authority to a European political centre and the development of a common European political identity. The other
is intergovernmentalism: cooperation among sovereign states while preserving national autonomy. Neither option
appears fully adequate.

A federation capable of exercising broad fiscal and political authority lacks sufficient democratic support. Pure
intergovernmentalism often struggles to provide the European public goods upon which Europe’s prosperity,
security, and geopolitical relevance increasingly depend (Bakker et al 2024, Buti and Messori 2024, Draghi 2024).

Recent proposals for common investments in defence, energy infrastructure, innovation, and strategic autonomy

highlight the same problem (Buti et al 2023, Beetsma et al 2024, Janse et al 2025). If sovereign democracies are
asked to share risks, financing responsibilities, and strategic commitments, through which democratic institutions
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can such obligations be authorised and monitored? This column argues that answering this question requires a new
constitutional principle: reciprocal sovereignty.

Reciprocal sovereignty

The modern concept of sovereignty emerged as a principle of independence. Political communities were
sovereign because they exercised ultimate authority within their own jurisdiction and remained free from external
domination. This conception remains central to democratic self-government.

The central questionfor Europeistherefore notwhether
sovereignty should be transferred or preserved. It is
whether sovereignty can be reimagined. Reciprocal
sovereignty offers one answer
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Yet European integration has transformed the conditions under which sovereignty is exercised. Decisions taken in
one democracy increasingly affect citizens and governments in others. Financial instability, energy vulnerabilities,
technological dependencies, and security threats rarely respect national borders. The central constitutional
question is therefore no longer simply how independence can be preserved, but how interdependence can be
governed democratically.

Reciprocal sovereignty begins with this observation. We define it as follows:

Reciprocal sovereignty is the principle that democratic peoples remain sovereign not because they act
independently of one another, but because they possess the democratic authority to enter and sustain relations of
mutual responsibility.

Reciprocal sovereignty can be understood as a further development of European supranational constitutionalism.
In its Maastricht Judgement, the German Federal Constitutional Court described the EU as a Staatenverbund,
emphasising that democratic legitimacy derives from the member states and their citizens. Reciprocal sovereignty
builds on this insight but introduces an additional dimension. The legitimacy of shared European action depends
not only on dual authorisation but also on reciprocal responsibility among democracies.

One way to understand the constitutional development of Europe is through three stages. Classical theories
of sovereignty emphasised independence. Post-sovereign and pluralist approaches emphasised the sharing
and diffusion of authority (MacCormick 1999, Weiler 1999). Reciprocal sovereignty proposes a third step: the
institutionalisation of shared responsibility among sovereign democracies.
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This distinguishes reciprocal sovereignty from both federalism and constitutional pluralism. Federalism seeks to
align authority and legitimacy through a common sovereign. Constitutional pluralism focuses on the coexistence
of multiple sources of authority. Reciprocal sovereignty addresses a different question: how sovereign democracies
can become mutually responsible while remaining sovereign.

Its central claim is straightforward. Whenever sovereign decisions generate significant crossborder risks, obligations,
or liabilities, democratic legitimacy requires institutions through which the democracies exposed to such
consequences can participate in authorising the commitments that create them.

Reciprocal authorisation is therefore justified only where sovereign decisions create substantial and foreseeable
liabilities for other democracies. Such participation should be understood as a constitutional right available to

affected democracies rather than as a mandatory obligation to intervene in the affairs of others.

Reciprocity concerns the availability of democratic authorisation rights when substantial crossborder liabilities arise,
not a duty of symmetric intervention.

Sovereignty is therefore not abandoned but reinterpreted. Rather than defining sovereignty primarily as freedom
from others, reciprocal sovereignty defines it as the democratic capacity to govern interdependence.

The principle can be summarised in a simple proposition:

- No European responsibility without reciprocal sovereignty.
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Europe can provide common goods only if sovereign democracies possess institutions through which shared
responsibilities can be jointly authorised, financed, and monitored.

The democratic triple knot

The ‘democratic triple knot’ represents one institutional embodiment of reciprocal sovereignty. It originated
in proposals developed during the euro crisis to reconcile fiscal interdependence with democratic legitimacy
(Gersbach 2011).

The underlying problem was simple. Fiscal decisions remained national, while their consequences increasingly
became European. Countries exposed to the risks generated by another country’s fiscal decisions often lacked any
meaningful role in authorising those decisions.

The broader constitutional significance extends far beyond fiscal policy. Whenever decisions in one democracy
create substantial risks, liabilities, or obligations for others, democratic legitimacy requires institutions through
which the affected democracies can participate in authorising such commitments.

The triple knot consists of three mutually reinforcing elements.

- Joint financing. Countries participating in common European projects share financing responsibilities.
Common goods require common commitments. Joint financing transforms cooperation from aspiration into
obligation and constitutionalises solidarity.

« Reciprocal authorisation. Countries exposed to common risks participate in decisions that create those risks.

No risk-sharing without co-decision. Democratic authorisation therefore extends beyond purely national
boundaries while remaining anchored in elected institutions.
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« Mutual accountability. Countries benefiting from common commitments accept common monitoring,
evaluation, and transparency requirements. Accountability emerges horizontally among democracies rather
than hierarchically through a superior authority.

Together, these three elements link responsibility, authorisation, and accountability. The triple knot therefore does
more than improve governance. It constitutionalises reciprocity by ensuring that common commitments remain
democratically sustainable.

More broadly, recent work on democratic innovation argues that democratic systems must continuously adapt to
new collective challenges (Gersbach 2009, 2024, Britz and Gersbach 2026, Landemore 2020). Reciprocal sovereignty
provides the constitutional principle; the triple knot provides one mechanism through which that principle can
operate. It can thus be understood as a constitutional technology for governing democratic interdependence.

Reciprocal parliamentary approval: an illustration

One possible institutional embodiment of reciprocal sovereignty is reciprocal parliamentary approval. Fiscal policy
provides a useful illustration. In this domain, reciprocal parliamentary approval would require the consent of
parliaments in selected partner countries whenever a national budget or debt level exceeds agreed thresholds and
thereby creates significant potential liabilities for others.

Consider the example of France wishing to run large deficits while Germany strongly objects. Under reciprocal
sovereignty, a possible practical implementation of reciprocal parliamentary approval could be as follows: if agreed
deficit or debt thresholds are exceeded, the French budget could require approval by a predefined group of partner
parliaments selected according to rules agreed ex ante, in particular including Germany.
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France would then have three options: remain below the threshold, persuade the partner parliaments that
exceptional circumstances justify the deviation, or revise the budget if approval is denied. Sovereignty is not
abolished, but the exercise of sovereignty becomes conditional when decisions generate significant crossborder
risks.

This logic does not depend on symmetric interests. If France does not care about Germany’s fiscal decisions, the
mechanism still operates; but France does not need to do anything, as reciprocal parliamentary approval is only
a right, not a duty. Member states accept ex ante that decisions creating substantial crossborder liabilities require
reciprocal democratic authorisation.

The same reasoning applies to areas involving common-good problems and asymmetric situations more generally.
If country A takes a decision that significantly affects country B, while decisions taken by B have little effect on

A, reciprocal sovereignty gives B a procedural voice in A’s decision. Authorisation rights follow the direction of
responsibility and exposure rather than the symmetry of influence.

This also clarifies how reciprocal sovereignty differs from existing EU fiscal rules. Fiscal rules are primarily
technocratic instruments based on numerical limits, monitoring, and sanctions, whose enforcement has often
proven politically difficult. Reciprocal sovereignty addresses a different constitutional question: who should
have the right to authorise decisions that may impose risks on others? The focus shifts from rule enforcement to
democratic co-decision.

We have illustrated reciprocal parliamentary approval for fiscal policy. More generally, the same constitutional logic

could be adapted to other domains in which national decisions generate substantial risks, liabilities, or obligations
for partner democracies when common goods are provided.

EQ Europe Quarterly = Summer 2026


https://worldcommercereview.com

Reciprocal parliamentary approval would ensure that risk-sharing or burden-sharing and democratic authorisation
remain institutionally connected. The principle can be summarised as follows: no shared liability without shared
authorisation.

Conclusion
Europe’s future depends increasingly on its capacity to provide common goods. Yet common goods require
common responsibilities, and common responsibilities require democratic legitimacy.

Reciprocal sovereignty offers one constitutional framework for addressing this challenge. It suggests that sovereign
democracies remain sovereign not despite interdependence, but through their capacity to govern it collectively.
The democratic triple knot provides one institutional mechanism through which this principle can be realised.

In Vivien Schmidt’s terminology, Europe must combine input, output, and throughput legitimacy (Schmidt 2013).
Reciprocal sovereignty can be understood as an attempt to strengthen the throughput dimension of European
democracy by creating procedures through which sovereign democracies jointly authorise, finance, and monitor
common commitments.

The central question for Europe is therefore not whether sovereignty should be transferred or preserved. It is
whether sovereignty can be reimagined. Reciprocal sovereignty offers one answer. If successful, Europe may
become the first political order founded not on sovereign independence alone, but on reciprocal responsibility
among sovereign democracies. Its guiding propositions can be stated simply:

- No shared liability without shared authorisation.

EQ Europe Quarterly = Summer 2026


https://worldcommercereview.com

« No European responsibility without reciprocal sovereignty. m

Hans Gersbach is Professor of Macroeconomics: Innovation and Policy at Eth Zurich, and Co-Director
at the Kof Swiss Economic Institute
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Closing the
Innovation gap

To secure the benefits of an EU-wide incorporation
regime an EU Inc. plan for a common company regime
should become more targeted and be underpinned by
better system infrastructure, Fiona M Scott Morton and

Reinhilde Veugelers argue
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n 18 March, the European Commission proposed a European Union-wide incorporation regime,

dubbed ‘EU Inc! (European Commission 2026). Conceived as a central element of the Commission’s
competitiveness strategy’, EU Inc. seeks to close the EU’s innovation gap with the United States and China
by simplifying the rules on how companies are founded and scaled-up within the bloc.

Reactions to EU Inc. have argued that the proposal waters down the original ambition for a so-called 28 regime,
as advocated by, among others, the 2024 Draghi report on competitiveness by former Italian prime minister Mario
Draghi (Draghi 2024). In particular, the Commission proposal would extend the EU incorporation regime to all
companies across the single market, rather than innovative startups and scalers (Enriques et al 2026).

The Commission counters that such a stipulation would create an “administrative burden to demonstrate compliance”
and “complications when companies no longer meet the definition”, undermining efficiency gains from the regime
(European Commission 2026). Instead, it expects companies to make their own judgements about whether to opt

In.

The question then is whether EU Inc. as proposed is sufficiently targeted to induce self-selected participation by
the pivotal innovative scalers, and what changes can be made to build on the real strengths of the proposal and
address its shortcomings.

Promising elements

The proposal begins well by setting out EU Inc. as a regulation, or law with uniform effect across the EU, rather
than a directive, which would require implementation in conformity with minimum standards in each EU country.
Ensuring that companies incorporating under EU Inc. can do so in the same way and are recognised in exactly the
same way across EU countries, is fundamental to effectively reducing operating costs across the EU. The proposal
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also explicitly prohibits EU governments from imposing additional legal barriers, such as requirements for notarial
deeds for new shares or other practises that discriminate against the operations of EU Inc. companies.

The proposal has other strong elements. The regime’s main procedural and administrative architecture would
involve fully digital incorporation via a central EU interface, the application of a ‘once-only’ principle to digital
submissions of company information, a ‘fast-track’ 48-hour company formation procedure, at least if EU Inc. contract
templates are used?, and reduced application costs of €100. All this will make incorporation easier and faster and
will have broad appeal, especially to startups and scalers that lack the time, resources or experience to deal with
burdensome bureaucracy.

Establishing an EU-wide incorporation regime should
be an iterative process, with milestones defined and
checked and adjustments implemented when needed
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An EU-wide regime for employee stock options will also make the proposal attractive to innovative companies. The
proposal’s requirement that all countries tax equity at sale will allow these firms to attract and retain key people
(Scott Morton and Veugelers 2025).

The zero minimum capital requirement? is also particularly attractive for innovative startups, which may be founded
by people of ordinary means and are likely to be worth little at take-off. Other good elements are digital procedures
for increasing capital and issuing and transferring of shares. Simple and standardised contracts and templates for
investing in these firms will be critical to attracting capital.

Finally, the insolvency procedures under the regulation would be designed to be attractive to innovative, high-
risk projects. The Commission proposes a liquidation and insolvency process for EU Inc. companies in line with
the digital ‘once-only’ principle. Interestingly, the proposal sets out a simplified insolvency process reserved for
“innovative startups”. This provokes the question that if identifying innovative startups (to be done via delegated
acts, or additional rules adopted by the European Commission, during the implementation process) is possible for
the purposes of bankruptcy, why can’t such rules be applied for the regime as a whole?

The problems of an open-to-all regime
The decision to open the regime to all companies, rather than targeting innovative scalers specifically, is a serious
flaw.

First, it will hugely complicate negotiations on the finalisation of the legislation. If there is disagreement, as has
been the case with past efforts on incorporation regimes (see Box 1 in Scott Morton and Veugelers 2025), the
EU might remain stuck with existing, restrictive rules, or with a text that will be a compromise to suit different
stakeholders and that waters down the provisions that matter most for innovative fast-growing companies. In
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addition, allowing all companies to register means the administration of EU Inc. will need to have enough capacity
to avoid being overburdened by off-target applications.

Second, while an open-to-all regime would lower administrative burdens for any business operating across Europe,
that was not the original purpose of the idea of a 28" regime. EU Inc. is intended primarily to promote the creation
and expansion of innovative startups by removing bureaucratic and administrative barriers, helping the EU
economy benefit from the growth such firms create (European Commission 2026).

Such a proposal is needed because very few European companies are in this category and Europe urgently
needs more. Focusing narrowly on innovative startups with the potential for fast growth would thus address a
critical growth constraint for the EU, while sidestepping what would otherwise be unsurmountable opposition to
harmonisation of corporate rules for all.

EU Inc. as proposed risks generating compromises that will not address the specific barriers faced by innovative
companies when they incorporate, scale up and exit. For instance, the template for incorporation may neglect
typical issues of importance for innovative companies and their financers, such as multiple share classes, preferred
equity, vesting or anti-dilution clauses. As such issues are critical for innovative scalers and their financiers, this may
exclude them from the speed and low-fee advantages of a general template.

For innovative startups, acquisition is a common exit mode, often involving merger review. The status quo of

inconsistent and fragmented treatment by national competition policy authorities of potential ‘killer acquisitions’is
a specific barrier for innovative ventures and their financers.

EQ Europe Quarterly = Summer 2026


https://worldcommercereview.com

This can be addressed by placing the job of review of acquisitions involving EU Inc. firms into the hands of the
European Commission, which has the perspective and skills to evaluate them (Scott Morton and Veugelers 2025).

On the exercising of employee share options, a provision that would exclude those who hold more than 25 percent
of the voting rights and impose a 24-month waiting period makes EU Inc. significantly less attractive in terms of
attracting and motivating the key people behind innovative startups with fast growth potential.

Targeting innovative scalers is essential

The Commission’s justification for an open-to-all regime - to avoid the difficulties of defining innovative companies
and the administrative burdens of demonstrating compliance with this definition and establishing when companies
no longer meet it — overstates the problem, for two reasons.

First, the problem that definitions might be wildly misplaced arises only when they are overly specific and applied
mechanically without discretion®. This risk can be significantly reduced if the definition is based on information that
allows some degree of interpretation. For example, the innovative growth potential of startups could be assessed
based on their business plans: is the proposal innovative, does it include crossborder growth plans, is the firm
searching for risk-capital to scale up? The bar for existing firms to game this system could be set high simply by
requiring already-incorporated companies to shut down before they can re-incorporate within the EU Inc. regime.

Second, the burden of identifying candidates that are not innovative, or that would not benefit from crossborder
incorporation, can be reduced by targeting the regime’s rules to the distinctive needs of the group it is supposed to
benefit. The design itself would then do most of the filtering. This approach would require careful tailoring of rules
to ensure they appeal to target firms while being much less attractive to non-targeted firms. Lastly, if some less-
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innovative firms incorporate under EU Inc., this does not cause any harm, so the review should be constructed to
minimise false negatives.

Enhancing the EU single interface
The modest ambition of EU Inc. is most prominent in the minimalist design of the EU single digital interface, the
proposal’s chief tool to reduce administrative burdens.

The EU Inc. digital interface will be built on the existing Business Registers Interconnection System?, which connects
all member states’ business registers. This system will be extended to allow the digital registration of EU Inc.
companies, but will otherwise remain limited to managing registrations and organising the transfer of information
between different EU countries. This is clearly an insufficient scope.

Another problem is that the expansion of the system depends on member-state, rather than EU-level, investment
and thus is likely to be under-resourced. A poor system will constrain the capacity and functionality of the interface
and severely limit its agility.

The question of how to design EU Inc. templates well enough to address critical bottlenecks for innovative scalers is
delegated entirely to future implementing acts. In Scott Morton and Veugelers (2025), we argued that an EU single
digital interface — we call it HubO — must be active beyond registration to reduce legal uncertainty and costs not
only at incorporation, but also during growth.

To aid growth, an improved EU single interface could provide tools for comparison of tax rules and labour

regulations in all EU countries, allowing innovative companies to make better-informed choices about where to
locate their activities. The current proposal includes no provision of information, nor any comparison tool.
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The Commission proposal is also silent on how the EU single interface could support enforcement of the non-
discrimination aspect of the regime. However, tasking the interface with some of these enforcement activities of the
EU Inc. regime would be useful.

For example, the interface can work as a one-stop-shop for filing of cases by EU Inc. companies facing
discriminatory regulations or procurement. It could also serve as a first-instance mediator, before escalating
disputes to a dedicated EU-wide fast-track court system, specialised in EU Inc. matters.

The bottom line: a flawed proposal that can be fixed

Overall, while EU Inc. aims address the EU’s shortfall in innovative growth, it’s for-all design and inconsistent
approach to corporate rule harmonisation makes it insufficiently focused to be useful to the firms it is targeting.
With political negotiations and idiosyncratic member-state implementation likely to throw up further stumbling
blocks, it is essential that the proposal be improved now.

Two main fixes are needed:

1. The proposal should make the targeting of innovative startups and scalers explicit, introduce a sufficiently
flexible screening mechanism to identify them and make the design of the EU Inc. regulation more targeted
to them (Scott Morton and Veugelers 2025).

2. The EU single interface must be improved by committing the necessary capacity at EU and member-state
level, to truly centralise the incorporation and growth process, while making the platform the first stop for
dispute resolution and hosting information and comparisons that innovative starters and scalers need to
locate employees, comply with labour regulations and pay taxes.
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Establishing an EU-wide incorporation regime should be an iterative process, with milestones defined and checked
and adjustments implemented when needed. Regular independent evaluations should assess whether it is on track
to reach its goals of boosting EU growth, innovation and competitiveness.

This evaluation should not simply count the number of companies incorporated or the average savings made in
reducing their administrative burdens®, but must define and measure how many innovative startups are being

created as EU Inc. companies, and how many of these are able to successfully scale up across the EU and the gains
in competitiveness and catching up in EU innovation and growth they bring. m

Fiona M Scott Morton and Reinhilde Veugelers are Senior Fellows at Bruegel
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Endnotes

1. See European Commission, ‘Competitiveness compass.

2. This fast-track, template-based incorporation would skip judicial or notarial checks. For non-template incorporation,
formation of an EU Inc. company would still be “subject to preventive administrative, judicial or notarial control”.

3. This contrasts with the option of incorporation as a European company in the Societas Europaea (SE) regime,
established by the EU in 2004. As establishing an SE requires minimum capital €120,000, most SEs are large companies
with only a very limited uptake by innovative startups. On SEs, see European Commission, ‘Setting up a European
Company (SE).

4. See the EC Recommendation of 18.3.2026 on the definition of innovative enterprises, which specifies a minimum level
of R&D expenditures as a share of costs (10%) or sales (10 percent), Innovative scaleups are innovative enterprises with an
annual turnover or balance sheet of more than €10 million, and which must have increased the number of its employees
or revenues by 20% in the last two years, and either employs fewer than 750 persons or is not publicly listed.

5. See European Commission, ‘Business Registers Interconnection System!

6. The EU Inc. proposal sets a target of creating about 300,000 EU Inc. firms over 10 years and generating savings of
between €328 million and €440 million from reducing administrative burdens (European Commission 2026).
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Europe is recalibrating its industrial policy in
response to external challenges. Maive Rute, Frank
Vandermeeren and Anca Dumitrescu investigate
the goals of this recalibrated approach and the key
components for success
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uropean industry is navigating a global economy where the notion of a fair playing field is increasingly out of
reach, driven by aggressive industrial strategies by third countries and a stagnant multilateral trading system.
EU firms face formidable challenges, including China’s state-driven overcapacities and protectionist US tariffs.

While a focus on framework conditions and reliance on market forces once appeared sufficient, it is now
increasingly clear that this model no longer delivers. Europe is therefore recalibrating its industrial policy — not just
as a reaction to external pressures, but as an opportunity to address its economic security risks while at the same
time moving beyond its middle-technology trap.

Our research (Rute et al 2025) investigates such a recalibrated approach, its goals and key components to drive its
success. It is informed by the authors’ practical experience in industrial policy design and implementation since
2020 and draws also on expertise from DG GROW's fellowship programme'.

Objectives of a recalibrated industrial policy
A recalibrated industrial policy should aim to achieve objectives that previous approaches failed to deliver — or
overlooked altogether.

It should, first, align climate, competitiveness, and security as mutually reinforcing goals. Historically, this trilemma
has been poorly managed (Renda 2024). Europe’s past energy choices prioritised efficiency over security of supply,
while cost-driven offshoring weakened resilience in sectors like medical supplies. Industry also warned that
decarbonisation timelines outpaced the measures needed to safeguard competitiveness and resilience.

Industrial policy should recast these apparent tensions as complementarities, prioritising measures that generate
co-benefits (Kivimaa 2025). Where full alignment is not possible, policy must manage trade-offs explicitly and
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prioritise the most urgent needs: acute (economic) security risks may justify short-term losses in efficiency or
narrowly targeted deviations from decarbonisation pathways.

Second, it should drive the upgrading of Europe’s industrial base. Traditional strongholds are slipping as Europe
underperforms in industries of tomorrow, even for domains it dominated yesterday. The EU’s current lag in
transforming the automotive sector toward connected, autonomous and electrified vehicles is a telling example
(Garcia-Calvo 2025).

There is growing recognition of the potential role
of industrial policy in economic transformation. Our
research pointstotheneedforEuropetoincreasinglyrely
on more directional and centrally designed strategies
that enable more decisive action in strategic areas
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Past experiences, such as the collapse of European solar manufacturing and the decline of mass-market
shipbuilding in Europe, show how quickly leadership can be lost. Policy should guide capabilities to areas with
robust or nascent demand where the EU has the strongest chances of success.

Third, industrial policy should build strategic leverage. Europe has an innovation edge in several critical
technologies like renewable energy and advanced manufacturing. It also retains major strengths in commercial
production, as the world’s largest exporter. Strategic autonomy is not only about reducing dependencies, but also
about using Europe’s strengths to build resilient, mutually beneficial critical value chains with like-minded partners.

Therefore, industrial policy should do more than plug vulnerabilities: it should leverage industrial leadership
and support EU firms in occupying hard-to-replace positions in international supply chains. Japan offers a useful
example: its economic security strategy explicitly seeks to foster the indispensability of its firms, for example in
semiconductor materials and robotics.

Key components for success

Aligned direction, agile execution

The EU’s industrial policy functions across multiple layers, with crucial elements such as taxation and consumer
incentives primarily managed at national or regional levels. Limited alignment can be a major drag (Bertram et al
2024): each member state may focus on the segments that fit its immediate interests, leading to duplication and
unexploited scale at the European level.

If the goal is to create competitive European value chains, EU and national industrial policies need to work more in

unison rather than in parallel. A practical approach is exemplified by the Important Projects of Common European
Interest, where member states are required to demonstrate EU-added value. This criterion could be strengthened
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by making EU co-funding dependent on such demonstrated added value, as outlined in the proposed European
Competitiveness Fund.

While deeper alignment is key, ineffective industrial policies often do not come from a lack of strategy, but rather
poor execution (Rodriguez-Pose 2025). In particular, a reconfigured industrial policy — less reliant on framework
conditions and more on active orchestration - requires stronger institutional capacities for industrial policy at both
EU and national/regional levels (Karo 2026), with attention to the following three aspects.

- The ability to put in place swift strategic investments and act on early warnings. The EU’s vaccine strategy
provides a good example. Conversely, the Commission’s list of critical raw materials, already in place since
2011, only led to more systematic action in 2023 through the Critical Raw Materials Act.

 The capacity to rapidly scale what works and wind down what does not. The ability to terminate
underperforming policies in particular is too often overlooked in Europe.

« The use of more ‘embedded autonomy’ models that build on co-decision-making between public and
private actors, bringing the agility that industrial policy often lacks through real-time feedback loops and
empowered programme teams.

Competition and directionality as complementary forces

The Single Market is historically built on a competition-centric logic, with preference for horizontal rules and a belief
that internal rivalry, by itself, would drive competitiveness and structural transformation. That model has delivered
important gains.
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But in an international environment shaped by persistent market distortions and in an economy that needs to
undergo profound industrial transformation, competition alone is no longer sufficient. In some sectors, particularly
those with high fixed costs, strong uncertainty, and winner-takes-all dynamics requiring rapid scaling of infant
industries, excessive fragmentation can itself become a handicap.

China’s approach of sequencing intense domestic competition followed by selective state backing may offer a
useful contrast: while firms first compete vigorously at home to show their fitness — largely protected from foreign
competition — the most successful ones then receive backing to become global champions.

Europe is also constrained by a persistent ‘picking winners’ taboo, as if public intervention necessarily means
backing a single firm or substituting market discipline with political discretion. Europe’s own history shows that
well-designed interventions can create new industrial capabilities. Airbus, Galileo and the EU’s vaccine strategy all
illustrate how policy can shape markets rather than merely react to them.

The lesson is not that governments can identify future champions in advance, but that they can create the
conditions under which promising technologies are able to scale. In markets characterised by uncertainty and large
upfront costs, waiting for the market to self-organise can mean waiting too long.

A reconfigured EU industrial policy should therefore combine bottom-up competition with greater directionality.
The aim is not to replace markets, but to use public policy more deliberately where markets underdeliver. That
means preserving competitive pressure, while steering industries toward clearly defined strategic priorities.

Directionality can be made credible through enforceable conditions that tie public support to verifiable EU

objectives. It is therefore not the opposite of competition but a framework that allows competition to serve
Europe’s strategic interests and help European firms reach global scale.
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The Single Market as Europe’s home turf for industrial scaling
The Single Market should serve as a more robust ‘home base’ where EU firms can become indispensable global
players. To achieve this, the Single Market needs to evolve in several ways.

First, it should better protect infant industries and enable them to scale in Europe rather than abroad. Today, Europe
is often more of a shopping floor than a launchpad for its most promising innovators. Successful industrial policies
typically include stronger infant-industry protection than Europe currently exhibits. Temporary protection for
strategic sectors coupled with performance discipline can provide the space for firms to accumulate capabilities —
Korea’s industrial policy in the 1960s-1980s is a classic example.

In addition, research and innovation policies must do more to bring innovations into markets. While EU and
national programmes generate strong scientific output, their commercial outcomes often remain untapped.
Programmes can also be risk-averse and success-driven, while breakthroughs require bold bets and tolerance for
failure (Fuest et al 2024).

The proposed new Horizon Europe programme aims to address this, including through moon-shot projects that
aim to boost the EU’s strategic autonomy with projects going from research to deployment in areas like fusion
energy, automated transport, and quantum.

Second, the Single Market should provide greater demand certainty for EU firms to create a strong business case,
addressing a long-standing bottleneck in critical sectors such as cleantech. Supply-side measures alone such

as subsidies are insufficient; firms also need credible early demand to amortise large upfront costs and attract
investors (Criscuolo 2024).

EQ Europe Quarterly = Summer 2026


https://worldcommercereview.com

Government-led demand can give a first-mover advantage; yet, the EU has historically lagged behind China and
the US in using public procurement and large-scale programmes to stimulate early demand in strategic sectors.
The proposed Industrial Accelerator Act marks a step forward, introducing targeted and proportionate ‘Made in EU’
and low-carbon requirements in public procurement and support schemes to boost demand in energy-intensive
industries, the automotive value chain, and cleantech.

Third, the Single Market should regain its attractiveness for foreign direct investment (FDI), while ensuring greater
value added of foreign investments. Europe has in recent years lost ground to the US as the leading destination for
FDI, propelled by much larger and more predictable industrial incentives.

It is crucial, however, that FDI contributes meaningfully to upgrading the EU economy rather than merely satisfying
European demand. The proposed Industrial Accelerator Act introduces conditions for large investments in sectors
such as batteries and critical raw materials, to ensure that FDI strengthens EU supply chains, promotes technology
transfer, and supports quality job creation.

Finally, the Single Market needs to be underpinned by a financing framework to nurture infant industries and
position EU firms in strategic value chains. This framework should adopt a full-cycle approach, from R&D to scaling
up and, ultimately, global leadership. To achieve this, Europe needs to make better use of its deep pools of private
savings and large banking and insurance sectors to finance strategic industries.

In addition, existing EU funding instruments are criticised for being fragmented, rigid, and insufficiently focused on
strategic priorities. An effective industrial funding model pools investment at scale, focuses on strategic priorities,
supports the full innovation lifecycle, and operates under a single rulebook. The Commission proposal for a
European Competitiveness Fund embodies many of these principles.
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Conclusion

There is growing recognition of the potential role of industrial policy in economic transformation (Juhasz et al
2023). Our research points to the need for Europe to increasingly rely on more directional and centrally designed
strategies that enable more decisive action in strategic areas (Figure 1).

Figure 1. Europe’s current industrial policy landscape
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Source: Authors’ elaborations.
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Recalibration does not mean abandoning the strengths of the old model. Europe should continue to leverage

its decentralised strengths, where grassroots competition and bottom-up innovation fuel much of the Single
Market’s vitality. Rather, it calls for a more coherent policy framework — one that combines stronger ‘Team Europe’
directionality in strategic areas with competitive, well-functioning markets and complementary national and
regional strategies anchored in local strengths. =

Maive Ruteis Deputy Director-General, DGGROW, FrankVandermeerenisTeam Leader, Chief Economist
Team, at DG GROW, and Anca Dumitrescu is a Member of the Chief Economist Team, at DG GROW,
European Commission
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Endnote
1. Without implying the validation by these fellows of the paper.
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Climate, nature and
monetary policy

Global efforts to tackle the climate and nature crises
have not progressed as hoped, says Christine Lagarde.
This sharpens the case for deeper analysis from the
research and central banking communities to better
understand the risks to price and financial stability
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his conference on climate, nature and monetary policy, the first of its kind at the ECB, is one that would
have been hard to imagine even a decade ago. Not because climate risk was unrecognised at the time. The
scientific community had long been clear about its seriousness, and the Paris Agreement set a common
direction of travel for governments, which carry the primary responsibility for tackling climate change.

Rather, the attention given to what climate change meant for central banks - in research and in policy — was still
in its infancy. And where it did exist, it focused primarily on the consequences for financial stability, with landmark
interventions as early as 2015'.

The implications for monetary policy came into focus more slowly. For instance, it was only in 2018 that an ECB
Executive Board member devoted a speech to the topic — and even then, the case made was largely hypothetical,
reflecting, in part, the lack of substantive research at the time?2.

The consequences of nature risks for monetary policy took longer still to enter the policy conversation. Measured
against those early days, the distance covered by researchers and monetary policymakers has been substantial — as
this conference’s rich agenda shows.

However, the journey of the past decade has also been bittersweet. Global efforts to tackle the climate and nature
crises have not progressed nearly as well as many would have hoped.

But this shortfall does not mean our efforts have been in vain. If anything, it sharpens the case for deeper analysis

from the research and central banking communities — to better understand the risks that lie ahead, and to
distinguish the signals of science from the noise of politics.
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A decade of progress

If we look back on recent years, a virtuous circle has emerged between advances in knowledge and the institutional
architecture that some central banks have built around it. Deeper understanding has made the case for, and led to
the establishment of, that architecture. And that architecture has in turn created fertile ground for new knowledge
to grow. This has enabled researchers and monetary policymakers, collectively, to become better at what they do.

Climate and nature risks are, by their very nature, deeply
uncertain — and, in the face of such uncertainty, chance
favours the prepared mind
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Take our advances in knowledge first. Our grasp of how climate change shapes the macroeconomic environment in
which monetary policy operates has now grown considerably — though it remains far from complete.

Extreme weather events offer a good illustration of this. We now have a greater appreciation that they can hit
different parts of the economy differently — and the net impact on medium-term inflation is not always clear in
advance.

A weather event that disrupts agricultural production can put upward pressure on food prices. Last summer’s
heatwave, for example, is estimated to have added up to 0.7 percentage points to unprocessed food prices in the
euro area after one year?. But such events can also weigh on output, and probably more persistently so than was
once thought.

ECB research has found that four years after a drought or flood, regional output remains depressed by around 3
percentage points on average®. And if extreme weather shocks were to hit entire economies, the resulting weakness
in activity and incomes could dampen demand - potentially putting downward pressure on headline inflation.

As governments pursue the green transition, central banks have also been able to examine how decarbonisation
shapes the macroeconomic environment - including its implications for inflation. One example of this is the rollout
of ETS2, which extends carbon pricing across the EU to buildings and road transport for the first time. The ECB
already factors ETS2 into its macroeconomic projections, estimating that it will add around 0.2 percentage points to
headline inflation in the euro area in 2028.

This growing body of knowledge has, in turn, provided the foundation for new networks, frameworks and
measures. Some of these networks have blossomed. For example, the Network for Greening the Financial System
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(NGFS) launched in 2017 with just eight members. It now comprises over 150 central banks and supervisory
authorities across 95 countries®.

The NGFS itself has become an engine of collective learning. Its climate scenarios, now in their fifth iteration

and each more sophisticated than the last, are testament to what pooling minds across so many institutions can
produce. The same story has played out within individual institutions - including the ECB, where the progression
has been from recognition to integration.

Our 2021 strategy review was grounded in extensive analysis of how climate change interacts with our price
stability mandate®.The outcome of that review was the Eurosystem’s commitment to incorporating climate change
considerations systematically into our monetary policy and central banking’. Last year’s strategy assessment
extended that commitment to nature®.

The roadmap established by the 2021 review was ambitious in scope, spanning stress-testing exercises, risk
assessment, corporate bond holdings and the collateral framework. And thanks to the dedicated work of ECB staff
across the institution, coordinated by our Climate Change Centre, that roadmap has been substantially delivered
upon.

Building on that foundation, our recent climate and nature strategy illustrates how institutional efforts are in turn
advancing knowledge and strengthening the symbiotic relationship between researchers and policymakers.

Work on nature-related risks is a case in point. Last month, a collaboration between the ECB, the London School of

Economics and the University of Oxford revealed how an extreme episode of water scarcity could put as much as
24% of euro area output at risk®.
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Cutting through the noise
Findings like these underline the scale of the climate and nature risks we face. And yet the broader response, from
governments and societies as a whole, has fallen short of what the moment demands.

The past decade has thrown up a troubling paradox: every new data point tells us to accelerate the green transition
—and yet it is losing pace. It has been the warmest decade on record. The rate of sea level rise has doubled since
satellite measurements began'. And scientists now consider it likely that, within the next five years, the world will
breach the 1.5°C limit set out in the Paris Agreement - far sooner than projections suggested in 2015.

But sharper awareness has not been matched by sharper resolve. The green transition has, if anything, lost
momentum. Last year global carbon emissions from fossil fuels hit a record high''. And although governments once
showed a united resolve in Paris, we now see backtracking in certain jurisdictions.

Part of the reason is that climate change — a phenomenon that strikes regardless of political disposition — has itself
become a partisan issue. In recent years, we have even seen debates in Europe about whether the green transition
has made the continent more vulnerable in today’s geopolitically volatile world by increasing energy bills.

But the status quo is clearly unsustainable. Europe imports roughly 60% of its energy — almost all of it fossil fuels -
and today’s surging energy prices are a reminder of the cost of that dependency. Alternative sources of energy offer
the clearest path to minimising the trade-offs between Europe’s energy policy goals of security, sustainability and
affordability.

Indeed, ECB analysis of the current energy shock shows that countries where a higher share of electricity is
generated from non-fossil fuel sources, such as Spain and Portugal, have been more insulated from the rise in
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gas prices'®. But how we approach the transition matters too — and getting it right means identifying the most
economically efficient pathways, so as to maximise the opportunities for growth and decarbonisation to advance
together.

It is precisely in moments like these — when the climate debate grows louder and becomes less clear-eyed - that
rigorous work on climate and nature risks by the research and central banking communities matters most.

The world needs the kind of impartial, fact-based analysis that these communities provide - to cut through the
noise and help policymakers and citizens alike understand the signals and what is at stake. That is why a conference
such as this one is so welcome. The rich range of topics on the agenda, which a decade ago would have been hard
to fill, is itself a measure of how far we have come.

Climate and nature risks are, by their very nature, deeply uncertain — and, in the face of such uncertainty, chance
favours the prepared mind, as Louis Pasteur once observed'. The research and central banking communities
embody that preparation. And there is still much to do. =

Christine Lagarde is President of the European Central Bank
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The EU is exporting carbon
pricing through trade

Can trade policy drive global climate action?
Maximilian Fuchs and Camille Reverdy write that
early experience of the EU carbon border adjustment
mechanism shows trade can spread carbon pricing, but
lower-income partners need support
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an trade policy drive global climate action? Early signs of the impact of the European Union'’s carbon border

adjustment mechanism (CBAM) suggest it can. However, this evidence also raises important questions

about the diffusion of climate policy. CBAM was introduced to prevent so-called carbon leakage - the

transfer of emissions across borders via the relocation of production to countries with less-stringent climate
rules. It applies a carbon price to EU imports of emissions-intensive goods.

From the outset, CBAM has raised concerns about whether it is truly a climate instrument or a form of green
‘protectionist measure’ Trading partners, particularly developing countries, worry that it might impose
disproportionate economic burdens and restrict market access, rather than fostering a cooperative approach to
global climate governance.

In principle, however, by charging foreign producers for the carbon content of their exports while permitting
rebates on carbon prices paid domestically, CBAM creates a powerful incentive for governments to introduce their
own carbon pricing systems. This would allow them to retain revenues domestically rather than transferring them
to the EU, highlighting that EU climate policy has the potential to shape policy choices beyond its borders.

This mechanism appears to be working. Our new research shows that countries more exposed to CBAM, meaning
those exporting a larger share of CBAM-affected goods to the EU, are significantly more likely to have adopted
carbon pricing policies since the EU first announced the measure in 2019.

This points to a broader transformation in how climate policy spreads internationally. Rather than being driven

solely by multilateral agreements (ie. the Paris Agreement) or by domestic environmental preferences, the adoption
of carbon pricing is increasingly shaped by trade incentives.
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This suggests that for countries with high CBAM exports to the EU, self-interest, rather than environmental
commitment, can be a powerful driver of climate action. Our initial findings also have implications for ongoing
debates about ‘climate clubs’— groups of countries that coordinate carbon policy to encourage wider participation.

CBAM looks like a unilateral version of such a club, as it creates de-facto incentives for trading partners to adopt
similar carbon pricing schemes.

CBAM may thus mark the beginning of a new phase
in global climate governance, in which access to major
markets becomes a key driver of decarbonisation
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Its apparent initial success in prompting new climate policies outside the EU raises the question of whether other
major economies should adopt similar mechanisms, potentially reinforcing positive dynamics, or whether doing so
could fragment the global trading system between richer, regulation-compliant states and developing countries
without the capacity to change their industrial processes to follow climate rules.

The policy spillover effects are indeed uneven. Higher-income countries are more likely to adopt new climate
policies in response to CBAM, while lower-income countries have barely responded, likely reflecting limited
administrative and fiscal capacity.

A two-speed global transition is underway, in which richer economies can align more rapidly with carbon pricing
norms while poorer countries lag behind. If trade-based mechanisms are to support a fair global transition, they
will need to be complemented by support for lower-income countries, including technical assistance and capacity
building.

With CBAM implemented, it is time for the policy debate to move beyond whether such tools should exist towards
how they can be designed to balance environmental effectiveness, economic fairness and compatibility with global

trade rules. CBAM may thus mark the beginning of a new phase in global climate governance, in which access to
major markets becomes a key driver of decarbonisation. m

Maximilian Fuchs and Camille Reverdy are Affiliate Fellows at Bruegel
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This article is based on a Bruegel First Glance.
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US asset management
dominance threatens
Europe

The global asset management industry is simultaneously
growing and consolidating. Dirk Schoenmaker argues
that US firms'rise in EU asset management may weaken
sustainable finance, making tougher stewardship, ESMA
supervision and autonomy urgent
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Executive summary

Asset managers work on behalf of asset owners, such as pension funds and insurance companies, allocating their
holdings of household or other savings. In Europe, the market share of United States asset managers is rising, while
that of their European counterparts is declining. US asset managers may even be about to overtake European asset
managers in Europe.

However, there are differences between US and European asset managers, and these could play out in the context
of the European Union’s savings and investment union plan. On environmental, social and governance (ESG)
engagement, European asset managers remain active, while their US counterparts increasingly vote against social
and environmental resolutions. This is counterproductive for Europe’s sustainable finance agenda.

To preserve the efficiency and efficacy of the EU asset management market, three steps should be taken: 1)
strengthen stewardship policies, 2) create a central supervisor and 3) enhance strategic autonomy.

Stewardship policies should be tightened and asset managers should highlight how their ESG policies aligns with
those of the asset owners for which they work. A major element of this tightening would be the requirement to
publish a detailed record of voting on shareholder resolutions.

Strong supervision by the European Securities and Markets Authority should ensure that US asset managers are
appropriately supervised across the EU. Asset managers apply a hub-and-spoke model, operating from Dublin and
Luxembourg. National supervisors cannot effectively oversee the Europe-wide operations, which may create blind
spots.
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A successful savings and investment union needs strong European players to allocate European savings to
European investments. The European Commission should act to counter a home bias towards US investments.

When hiring asset managers, pension funds and insurers should evaluate not only the lowest cost in the short term,
but also financial and ESG performance in the long term.

Enhancing stewardship requlations is only useful if

there is also a strong supervisor enforcing adherence
to these requlations
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1 Introduction

The global asset management industry is simultaneously growing and consolidating. Three firms — BlackRock,
Vanguard and State Street, all from the United States — have emerged as the dominant players. They oversee $26
trillion of assets under management. Their share of the European market is also rising, surpassing the growth of
European players'. Does that matter for Europe?

Meanwhile, the European Commission is rejuvenating plans for what was known as the capital markets union under
a new name, the savings and investments union, with the goal of creating an integrated European Union capital
market. Investment banks and asset managers play a central role in the allocation of savings from households

to investments in firms. US investment banks are already taking a growing share of the European capital market
(Goodhart and Schoenmaker 2016) and the same dynamics are being seen in asset management, with European
players being taken over by their US rivals.

This Policy Brief documents the market share of US and European asset managers in the European capital market
and then explores three issues of concern for policymakers:

1. Asset managers play a major role in environmental, social and governance (ESG) engagement by firms and
in voting on shareholder resolutions. US asset managers seem to be increasingly voting against social and

environmental resolutions, while European asset managers continue to vote in favour.

2. Can the current system of national securities supervision cope with these large and growing asset
managers operating across Europe (and the world)?
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3.The EU discussion on strategic autonomy - or ensuring the capacity to act in crucial areas without relying
on outside help - suggests that Europe should have and retain capacity to operate key functions and ensure
capital allocation to European investments. Is asset management such a key function? If so, what can the
European Commission and the financial sector do to maintain that capacity?

In examining these policy concerns, we take the overriding policy goal of establishing an integrated capital market
as given. We start in section 2 by documenting the rise of US asset management in Europe. In section 3, we examine
how US asset managers operate. In section 4, we set out recommendations for policy.

2 USrise; European decline

2.1 The function of asset management

Asset managers manage investments on behalf of pension funds, insurance companies, sovereign wealth funds,
companies and households, with the objective of growing wealth while managing risk. In this way, asset managers
play a core role in the EU savings and investments union (SIU), which aims to improve access to funding for
investors, allocation of capital and prospects for EU savers (Véron 2025). The European Commission, which is
behind the SIU initiative, thus has a keen interest from an economic perspective in the proper functioning of asset
managers.

Pension funds (34 percent of assets under management) and insurance companies (22 percent of assets under
management) are the largest institutional clients for asset managers (IPE 2025). These pension funds and insurance
companies are considered ‘universal owners’ - they own diversified slices of the entire global economy (Quigley
2026).
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Because they cannot diversify away from systemic risks, such as climate change, biodiversity loss and rising
inequality, they focus on enhancing long-term, sustainable market returns rather than just individual asset
performance. Their investment choices affect the likely future economic and societal performance of countries and
sectors.

And this relationship is a two-way street: asset owners are important for achieving and maintaining flourishing
economies and their long-term performance also depends on having flourishing economies in the future
(Lukomnik and Burckart 2026). In a symbiotic relationship, pension funds can pay out good pensions in a thriving,
liveable world exactly because their investments have contributed to that thriving, liveable world.

Asset management starts with investment planning to understand a client’s financial and, increasingly,
sustainability goals and to assess its risk tolerance. Based on these parameters, asset managers build portfolios for
their clients. Portfolio construction involves selection of an appropriate asset mix of stocks, bonds, real estate and
alternative assets, such as private equity and infrastructure. Assets are allocated across sectors, regions and asset
classes to create diversified portfolios.

The final step in asset management is monitoring portfolio performance. Are companies realising profit and
impact? Are adjustments needed in response to a changing environment? Asset managers also aid universal
owners in their roles as stewards of long-term capital. That means supporting companies in good and bad times
and steering them on their impact journey through engagement.

But if companies renege on their impact commitments and thus put the long-term relationship at risk, there may be

justification for divestment (a tool of last resort). Stewardship of companies means working together on long-term
value creation and thereby futureproofing the economy?.
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2.2 The market shares of US and European asset managers in Europe

Asset managers are generally ranked by assets under management. Table 1 shows the European market shares of
the top 20 asset managers. It appears that the top 20 cover over 60 percent of the European asset management
market. Figure 1 summarises the results. The European market share of European (EU, United Kingdom and Swiss)
asset managers has declined since 2021, while the share of US asset managers has increased from 40 percent in
2021 to 47 percent in 2026.

Note that 2026 is an estimate, reflecting the recent takeover of UK-based Schroders by US-based Nuveen. This
takeover fits into a broader pattern: Goldman Sachs (US) took over NN Investment Partners (the Netherlands) in
2022, and Bank of New York (US) acquired Insight Investment (UK) in 2009. Figure 1 shows an underlying structural
trend of European asset managers downsizing or being taken over. If the trend continues, the European market
share of US asset managers will soon exceed that of their European counterparts.

The dynamics among European asset managers are also interesting. Figure 2 shows that French asset managers
are on the rise, from 31 percent of European asset managers in 2021 to 37 percent in 2026, while the UK share of
European asset managers has declined from 43 percent in 2021 to 29 percent in 2026. German asset managers
hover around 18 percent to 20 percent of European asset managers. French asset managers, similarly to French
investment banks, are dominant within the European sub-segment of the European capital market. This confirms
the important position of Paris in the EU capital market.

2.3 Global asset management

We have also calculated market shares for global asset management. Figure 3 shows the global share of North
American (US and Canadian) asset managers increased from 73 percent in 2021 to 78 percent in 20253 while the
share of European (EU, UK and Swiss) players decreased from 21 to 17 percent over the same period. The share
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Table 1. Top 20 asset managers, % of European assets under management

Asset manager Country 2021 2022 2023 2024 2025 20267
1. BlackRock US 98% 93% 9.6% 11.2% 125% 12.5%
2. Legal & General UK 79% 78% 71% 86% 6.1% 6.1%
3. Amundi France 37% 36% 42% 53% 54% 54%
4. Insight Investment (BNY) US 6.3% 59% 49% 52% 48% 4.8%
5. Goldman Sachs US 1.0% 1.1% 32% 37% 4.6% 4.6%
6. Natixis France 32% 34% 36% 42% 43% 4.3%
7. State Street US 23% 24% 25% 3.6% 37% 3.7%
8. Deutsche Bank Germany 21% 22% 24% 28% 2.8% 28%
9. Schroders/Nuveen (2026) UK/US 05% 20% 25% 29% 27% 2.7%
10. Aberdeen UK 30% 27% 24% 25% 26% 2.6%
11. Allianz Germany 24% 07% 09% 25% 25% 25%
12.BNP Paribas France 19% 1.7% 20% 25% 24% 24%
13.Swisscanto Switzerland 12% 12% 15% 21% 24% 2.0%
14.JP Morgan US 16% 16% 21% 20% 2.0% 2.0%
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15. Union Investment Germany 1.3% 13% 16% 18% 1.8% 1.8%
16. Aegon Netherlands 16% 15% 11% 15% 1.6% 1.6%
17. HSBC UK 09% 1.0% 1.1% 14% 1.6% 1.6%
18. Achmea Netherlands 1.2% 1.2% 11% 14% 14% 1.4%
19. Northern Trust US 0.7% 08% 09% 08% 13% 1.3%
20. AXA France 1.0% 09% 1.1% 1.1% 1.0% 1.0%
Total top 20 53.5% 52.1% 55.6% 67.0% 67.5% 67.5%
Share of top 20

Share US asset managers US 40.3% 40.3% 41.7% 39.6% 42.8% 46.8%
Share French asset managers France 184% 183% 19.6% 195% 195% 19.5%
Share UK asset managers UK 229% 258% 23.4% 23.1% 193% 15.3%
Share German asset managers  Germany 109% 8.1% 8.6% 10.5% 104% 10.4%
Share Dutch asset managers  Netherlands 53% 5.1% 3.9% 42% 44% 4.4%
Share Swiss asset managers Switzerland 22% 23% 28% 3.1% 35% 35%
Total shares 100% 100% 100% 100% 100% 100%

Note: * shares for 2026 are estimated, including the takeover of Schroders by Nuveen.

Source: Bruegel based on Investments & Pensions Europe.
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Figure 1. Asset managers by origin, European market shares
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Figure 2. Division among European asset managers of the European sub-segment
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Figure 3. Global asset management shares by region
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of Asian asset managers is stable at 5 percent. This confirms the general picture of the rise of primarily US asset
managers and the decline of their European counterparts.

3 How do US asset managers operate?

How US asset managers operate is an interesting question. At the global level, the asset management industry is
consolidating, led by US players. This consolidation has consequences for corporate governance and stewardship,
raising questions about what incentives large asset managers have to discipline investee companies. In Europe, US
asset managers apply the hub-and-spoke model, which poses a challenge for effective supervision and oversight.

3.1 A winner-takes-all market

The asset management industry is increasingly characterised by a‘winner-takes-all’ structure (Philippon 2019). A
small number of dominant firms, primarily BlackRock, Vanguard and State Street (collectively known as the Big
Three), capture the vast majority of net inflows, driven by economies of scale, passive investing and technology. The
economies of scale are particularly large for passively managed assets and publicly traded assets, such as stocks and
bonds (De Vries et al 2024).

This competition has substantially reduced asset management fees. While standard, active or personalised wealth
management fees typically range from 0.2 percent to 2 percent, the Big Three offer passive index funds with
expense ratios well below 0.1 percent.

These substantial economies of scales in asset management spur consolidation. The global market share of the Big

Three increased from 18 percent in 2021 to 21 percent in 2025 and is expected to rise further (IPE 2025; Bebchuk
and Hirst 2022). The dominance of the Big Three is also reflected in their voting power: they hold a median stake
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of 24 percent in S&P 500 companies and five percent to 16 percent in European companies as of 2025%°. This
difference in holdings reflects a home bias in investments (Gaar et al 2020).

There is a bias in Big Three holdings towards US rather than European companies. The difference is only partly
explained by a difference in free float of shares: 88 percent for US companies versus 71 percent for European
companies (OECD 2021). Finally, the competitive nature of asset management also leads to pressure on costs,
including governance and stewardship expenditures.

3.2 Little incentive for stewardship

Value maximisation can refer to the goal of generating the greatest possible positive economic, social and
environmental benefits from activities, while minimising negative impacts from those activities (Schoenmaker and
Schramade 2023).

For asset management, this means that asset owners and their managers should focus their stewardship of
companies on maximising the long-term value of their investment portfolios. However, asset managers face two
incentive problems (Bebchuk and Hirst 2022).

First, low fees mean an incentive to underinvest in stewardship activities. An asset manager’s return from
stewardship is a potential increase in its fee income from the assets they manage. This fee may be only about 20
basis points (section 3.1). So, a €1 million increase in portfolio value as a result of stewardship actions would earn an
asset manager only €2,000 in fees per year.
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Assuming the investment mandate is held for a rather long period of five years®, the asset manager would only
be willing to invest up to €10,000 in stewardship. From the perspective of the asset owner, it would be optimal to
invest up to €1 million to produce the €1 million increase in portfolio value.

Second, asset managers may also have an incentive to be excessively deferential to corporate managers, compared
to what would be optimal for their asset owners. Many of the stewardship decisions of asset managers involve
choices about whether or not to defer to the views of the corporate managers of their investee companies. These
choices can relate to, for example, governance matters, such as director elections and pay, and shareholder
proposals on social and environmental issues.

Asset managers have an incentive to vote with, rather than against, corporate management, as they may have
business ties with the companies (eg. revenues from administering and managing their pension plans). This is
particularly the case for US asset managers (Bolton et al 2020; and Bebchuk and Hirst 2022)

This contention is disputed by asset managers (Bebchuk and Hirst 2022). Revealed-preference theory suggests that
preferences can be determined by analysing actual behaviour rather than stated intentions. ShareAction (2025)
publishes the voting record of major asset managers on shareholder resolutions, which typically ask for companies
to take more action than wished for by corporate management.

Table 2 shows a clear dividing line between US and European asset managers in this respect. US asset managers

(in particular the larger ones, including BlackRock, State Street and Goldman Sachs) tend to vote against social and
environmental resolutions, while Euro-pean asset managers vote largely in favour.
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Figure 4 shows that European asset managers have a track record of voting in favour around 80 percent of the time,
while voting in favour by US asset managers dropped from 49 percent in 2021 to 17 percent in 2024.

This may, of course, also be a consequence of the anti-ESG movement in the US. But Bolton et al (2020) also
reported that asset managers vote in more ‘money-conscious’and less socially and environmentally friendly
ways than pension funds’ (these findings were based on 2012 data, well before the anti-ESG movement in the US
started).

The Big Three’s significant and growing power and influence potentially poses a challenge for corporate
governance. According to Bebchuk and Hirst (2022), the promise of large investors disciplining corporate managers
goes unfulfilled. An additional concern for Europe is the retreat of US asset managers from stewardship on social
and environmental issues.

3.3 A hub-and-spoke model in Europe

Asset management groups apply the hub-and-spoke model in their European operations. Luxembourg and
Ireland host most of the funds managed by these groups, serving as important hubs that connect asset owners
and markets across the EU (Ceh et al 2026). This is not only the case for US asset managers, but also for European
asset managers (which are often bank-owned). The preference of asset managers for the hub-and-spoke model is
reinforced by the drive towards supervisory efficiency (Ceh et al 2026).

National securities supervisors supervise asset management operations under the EU’s Markets in Financial
Instruments Directive Il (MiFID II; 2014/65/EU) and offer a European passport for these activities. MiFID Il has
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Table 2. Votes in favour of social and environmental resolutions, 2024, %

Asset manager Country Environmental Social Total
1. BlackRock US 4% 4% 4%
2. Legal & General UK 90% 87% 89%
3. Amundi France 93% 96% 95%
4. Insight Investment (BNY) US n.a. n.a. n.a.
5. Goldman Sachs US 9% 6% 8%
6. Natixis France n.a. n.a. n.a.
7. State Street US 13% 7% 10%
8. Deutsche Bank Germany 92% 93% 93%
9a. Schroders (till 2025) UK 80% 76% 78%
9b. Nuveen (from 2026) uUsS 45% 38% 42%
10. Aberdeen UK 51% 43% 47%
11. Allianz Germany 87% 94% 91%
12. BNP Paribas France 97% 99% 98%
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13. Swisscanto Switzerland 68% 81% 75%
14. JP Morgan US 15% 13% 14%
15. Union Investment Germany 92% 99% 96%
16. Aegon Netherlands 88% 90% 89%
17.HSBC UK 88% 91% 90%
18. Achmea Netherlands 96% 97% 97%
19. Northern Trust US 29% 24% 27%
20. AXA France 84% 73% 79%
US average US 19% 15% 17%
European average European 85% 86% 86%

Source: Bruegel based on ShareAction.
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Figure 4. Voting on social and environmental resolutions
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requirements on portfolio management, investment advice and product governance. Insofar as the US asset
managers have additional subsidiaries across the EU, the respective national securities supervisors exercise
supervisory control over those subsidiaries.

Meanwhile, the Sustainable Finance Disclosure Regulation (SFDR; 2019/2088/EU) imposes mandatory sustainability
disclosures for asset managers, and the Shareholder Rights Directive Il (SRD Il; 2017/828/EU) enhances transparency
and engagement between asset managers and investee companies. Coordination and guidance is provided by the

European Securities and Markets Authority (ESMA) in Paris.

Asset management groups prefer to deal with a single securities supervisor — the one in their main hub - for their
European operations. The supervisors in Luxembourg and Ireland are specialised in asset and fund management
(Ceh et al 2026), backed up by robust legal and regulatory frameworks and mazes of taxation treaties to prevent
double taxation. But this predominantly national model of supervision for EU-wide operations has shortcomings.

National supervisors tend to focus more on an asset manager’s operations in their national market and may thus
overlook potential spillover effects to other countries (Schoenmaker, 2011). Another concern is whether any
national supervisor can deal with the sheer size and complexity of asset managers with European or even global
reach (Goodhart and Schoenmaker 2016).

Moreover, countries that could be affected by stress in the investment fund sector are often not responsible for
supervising the relevant funds and therefore lack the ability to pre-empt emerging risks (Ceh et al 2026). Given
the increasingly important role of fund managers, there are concerns that disruption in this sector can lead to
significant disruption in broader financial markets.
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These concerns materialised in March 2020 when the bond mutual fund sector suffered exceptionally large
outflows because of the COVID-19 pandemic shock. The runs on these bond funds threatened to destabilise bond
markets, as funds fire-sold assets, scrambling for liquidity (Breckenfelder and Hoerova 2023).

A more European supervisory framework, Ceh et al (2026) argued, would reduce supervisory blind spots and
strengthen the sector’s resilience, helping to preserve credit and liquidity flows during stress.

3.4 Politics in asset management

The anti-ESG movement is a politically driven backlash, primarily led by the US Republican Party, that argues ESG
investing may undermine fiduciary duty and distort markets, while proponents see ESG as a legitimate tool for
managing long-term financial risks and opportunities (Harmes 2025).

In a broad study covering more than 16,000 stocks in 48 countries, Alves et al (2025) showed that ESG investing has
not systemically affected investment performance in the last two decades. So, ESG does not lead to higher (as some
proponents may claim) or lower (as some anti-ESG adherents claim) financial returns. Alves et al (2025) referred to
current financial returns. By contrast, stewardship (see section 3.2) is about long-term value creation.

US asset managers frequently hire prominent politicians, former government officials and high-level policy aides
to navigate regulatory landscapes, manage geopolitical risks, lobby on government policies and gain privileged
access to government opportunities. These hires, often referred to as ‘revolving door’ appointments, bridge the
gap between financial firms and Washington DC. Some large US asset managers in Europe also hire prominent
politicians and central bankers in their most important markets (‘spokes’in the hub-and-spoke model) to enhance
corporate profitability and protect corporate interests.
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Examples of such hires for BlackRock include former UK Chancellor of the Exchequer George Osborne, former Swiss
National Bank Governor Philipp Hildebrand, current Chancellor of Germany Friedrich Merz and a former economic
advisor to the French President Jean-Francois Cirelli. For Goldman Sachs, examples include former European
Commission President José Manuel Barroso and former UK Prime Minister Rishi Sunak®. The revolving door exists
also in Europe, but is less prominent and less structurally embedded than in the US (Belli and Stevens 2024).

4 Policy recommendations
To overcome the challenges outlined in section 3, we propose a more robust policy framework across three linked

areas:

1. Stewardship: strengthening not only disclosure, but also incentives and accountability for long-term value
creation;

2. Supervision: ensuring consistent and effective enforcement through a centralised European supervisor;

3. Strategic autonomy: maintaining Europe’s capacity to shape how capital is allocated and stewarded in line
with its economic and societal objectives.

These three areas are interdependent: stronger stewardship expectations require effective supervision, and both
depend on maintaining sufficient European capacity in asset management.

4.1 Stewardship for long-term value creation
Effective shareholder engagement is a cornerstone of corporate governance. However, as discussed in section 3,
the current market structures create weak incentives for asset managers to invest in stewardship. Policy should
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therefore go beyond disclosure and address incentives, accountability and the role of asset owners. The SRD Il and
SFDR should be adjusted (ShareAction 2026) in order to:

4.1.1 Strengthen accountability for voting and engagement
Transparency could be enhanced through:

- Arequirement for institutional investors and asset managers to publish detailed voting records, with clear
explanations for significant votes;

- The introduction of ‘say on climate’votes® at annual general meetings to ensure systematic investor scrutiny
of transition plans.

However, transparency alone is unlikely to be sufficient. Disclosure should be designed to enable meaningful
assessment of whether stewardship activity supports long-term value creation.

4.1.2 Align mandates and incentives with stewardship objectives
Asset owners should play a more central role in setting and enforcing stewardship expectations. In particular:

« Pension funds and insurers should be required to define clear stewardship objectives as part of the mandates
they issue to asset managers;

- Asset managers should report against these objectives in a consistent and comparable way;
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- Mandate renewal and fee structures should reflect stewardship performance, not only short-term financial
returns.

This would help address the principal-agent problem identified in section 3.

4.1.3 Require escalation frameworks

Stewardship should be understood as a process with defined escalation steps: dialogue with management,
formalising concerns (writing formal engagement letters with clear expectations and timelines), collaborative
action through investor coalitions, voting against directors and supporting ESG-related resolutions and, as last

resort, divestment. Asset managers should:
« Publish their escalation policies;
« Disclose how and when escalation tools are used in practice.

This would strengthen the credibility of engagement and reduce the risk of overly deferential voting behaviour.

4.1.4 Strengthen accountability of asset owners to beneficiaries
Pension funds and insurers are typically treated as the principals in the investment chain. However, they are

themselves agents acting on behalf of underlying members (or beneficiaries). Strengthening stewardship therefore
requires reinforcing accountability at this level as well.
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(a) Ascertaining beneficiary preferences

Pension funds and insurers should be required to make reasonable efforts to understand the sustainability

preferences of their members, including on issues such as climate transition, biodiversity and social impacts. This
could include:

- Structured surveys of member preferences;
 Deliberative processes, such as member panels or assemblies;
- Integration of these preferences into investment beliefs and stewardship policies.

This would provide a clearer mandate for long-term value creation that reflects members’ interests over multi-
decade horizons.

(b) Enabling member scrutiny and accountability

Pension funds should also be required to enable meaningful scrutiny of their stewardship activities by their
members. This could include:

« Publishing accessible reports on voting and engagement outcomes;

« Providing clear explanations of how stewardship aligns with stated member preferences;

- Establishing mechanisms for member challenge and feedback.
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Such measures would make asset owners more accountable while reducing the risk that stewardship becomes a
purely technocratic exercise.

4.1.5 Maintain robust sustainability disclosure frameworks
Frameworks such as SRD Il and SFDR should not be weakened. In particular:

- Entity-level disclosure of principal adverse impacts should be retained;

- Basic sustainability disclosures should be required across all funds, reducing the current asymmetry between
‘sustainable’ and ‘non-sustainable’ products.

4.2 Credible and strong supervision by ESMA

Enhancing stewardship regulations is only useful if there is also a strong supervisor enforcing adherence to these
regulations. As discussed in section 3, the current system of national supervisors falls short of effective supervision
of large and complex asset managers.

With the move to the savings and investments union, the EU supervisory architecture should be capable of
handling the main players, which are becoming more concentrated and are US dominated. ESMA has already direct
supervisory powers under the Credit Rating Agencies Regulation (Regulation (EC) No 1060/2009). These powers can
be extended to institutional investors and asset managers under MiFID II.

Moving supervision to a well-resourced ESMA would improve the quality of supervision of the major players that

pose a systemic risk, while closing blind spots and harmonising the supervisory approach, bringing an end to forum
shopping.
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Véron (2025) argued that a single supervisor could unshackle the SIU. Supervisory integration should be the priority
for the EU legislative plan for SIU. ESMA, the EU-level hub for capital markets supervision, would become the single
securities supervisor, similar to the European Central Bank’s role in banking supervision.

4.3 Strategic autonomy in a vibrant European capital market
The European capital market facilitates the allocation of European savings to European investments. It will gain in
importance and size with widely expected national pension reforms (Véron 2025). Given the home bias of asset
managers (discussed in section 3), a critical mass of Europe-based asset management is needed to ensure that
European investment needs are met.
The growing dominance of US asset managers raises questions about Europe’s ability to shape how its capital is
allocated and stewarded. Strategic autonomy in this context should not be understood as protectionism, but as
ensuring that Europe retains sufficient capacity to:

- Support its own capital markets;

- Uphold its reqgulatory and policy objectives;

- Promote long-term value creation consistent with its economic and societal goals.

For strategic autonomy, two overarching recommendations can be made:

4.3.1 Strengthen European capacity
Policy options to support European asset management capacity could include:
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- Facilitating scale among European asset managers;

« Ensuring that public and quasi-public asset owners take into account long-term system outcomes, not only
short-term cost, when allocating mandates.

Supporting European investment platforms or vehicles that embed strong stewardship standards.
4.3.2 Role of institutional investors
Institutional investors themselves have a role in managing concentration and alignment risks. This goes beyond
diversification for its own sake. They should:
- Evaluate the stewardship approach and long-term alignment of asset managers alongside fees;
- Avoid excessive reliance on a small number of global providers where this may weaken effective stewardship:
bigger institutional investors typically hire several asset managers to avoid concentration risk; European

institutional investors should include at least one large European asset manager;

- Engage collectively, where appropriate, to shape market practices: coordinated engagement is found to be
more effective (Dimson et al 2026).

Taking together, these recommendations would ensure that Europe maintains its capacity to allocate and govern its
investments in line with its economic and societal objectives. m

Dirk Schoenmaker is a Non-Resident Fellow at Bruegel
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Endnotes

1. For example, Emma Dunkley and Harriet Clarfelt, ‘BlackRock and Vanguard lead US “super league” dominating Europe,
Financial Times, 11 August 2025.

2. In this Policy Brief, we take a broad definition of stewardship, which includes profit and ESG impact. But sometimes the
term is used more narrowly to mean accountability to shareholders on profit only.

3. The North American market share is almost completely covered by US asset managers. Canadian asset managers cover
only 1.5 percent to 2 percent of the global asset management market.

4. Andrew Kakabadse and Reeves Knyght, ‘The quiet power of the Big Three: a new era of corporate governance, IR, 22
July 2025.

5. The Norges Bank Investment Fund is an asset owner and has an average 1.5 percent stake in global companies.

6. The asset management industry is very competitive. The typical length of an institutional investment mandate is
generally three to five years, which allows for a full market cycle to evaluate performance.

7. Bolton et al (2020) showed that US asset managers vote more often with management across the board on
environmental, social and governance resolutions.

8. To provide some detail on very senior leadership positions: Philipp Hildebrand has been Vice Chairman of BlackRock
since 2012 and is responsible for strengthening the firm’s largest global client and government relationships. After leaving
the European Commission, José Manuel Barroso became non-executive chairman of Goldman Sachs International from
2016 to 2023. Friedrich Merz was chairman of the supervisory board for BlackRock Germany from 2016 to 2020.

9. See for example Forum pour I'lnvestissement Responsable, ‘Say on Climate, undated.
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Hungary’s new beginning

The long-awaited change of government gives Hungary an
opportunity to tackle tough economic and social challenges
while re-aligning with Europe. Zsolt Darvas considers what
tight fiscal constraints will mean for Hungary’s priorities
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he victory of the TISZA Party, led by Péter Magyar, in the 12 April Hungarian election, has major implications
that extend well beyond Hungary’s borders. While an official government programme is awaited, wide-
ranging reforms can be expected across nearly all areas of state competence, judging from TISZA's
manifesto.

Priorities include restoring the lawful functioning of state institutions, investigating fraudulent use of public funds,
restoring public media freedom and a broad push for better education, healthcare and social support, in the
context of Hungary having, for example, the European Union’s lowest elderly life expectancy and second-highest
rate of avoidable deaths.

On foreign policy, the programme reconfirms Hungary’s commitment to the EU, reaffirms its NATO obligations
and signals an end to Russian influence. It envisages a break with the previous government’s largely unfounded
demonisation of Ukraine. Nevertheless, the programme makes clear the new government will not support fast-
tracked EU membership for Ukraine. A referendum would decide on Hungarian approval of Ukraine’s membership
once accession negotiations are over.

TISZA's higher spending and lower tax plans are ambitious. Hungary remains under an EU excessive deficit
procedure (EDP) and the Hungarian Fiscal Council estimated in December 2025 that a 1.7% of GDP fiscal
adjustment will be needed to comply with EU fiscal rules. Since that estimate, the budget situation has worsened:
by February, the deficit had already reached around half of the full-year planned shortfall, partly because of extra
pre-election spending.

EU fiscal-rule compliance is crucial for macroeconomic stability and also for access to EU funds. Even if rule-
of-law deficiencies, which have held up disbursement of EU money, are addressed swiftly, failure to meet EDP
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requirements could still lead to suspension of EU funds. Other EU countries may grant some initial leeway, but it will
be essential for the new government to set out a credible fiscal path.

In this respect, the TISZA programme outlines, but does not provide detail, on how additional resources could
be found. A central pillar is expenditure savings, achieved by eliminating over-priced public procurement,
ending waste and stopping unjustified prestige investments. The scope for savings is, in fact, substantial. In
2024, Hungarian general public services spending (excluding education, healthcare, defence, security social and
environment protection, housing and culture) was 10% of GDP - roughly twice that of other central European

countries.

TISZA'scommitmenttoeuroareaentry couldsignificantly
reduce Hungary’s risk premium and provide a credible
inflation anchor
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Hungary has also provided the EU’s highest state aid as a share of GDP on average over the past decade, often
supporting foreign multinationals’assembly plants. Reducing subsidies and redirecting support toward activities
more conducive to productivity-driven growth would save resources and improve long-term prospects.

Further savings could come from lower interest costs (on which Hungary recorded the highest expenditure in the
EU in 2025). TISZA claims that restoring investor confidence could reduce borrowing costs by around 0.2% of GDP in
the short term, and by over 1% of GDP in some years.

TISZA's commitment to euro area entry could significantly reduce Hungary’s risk premium and provide a credible
inflation anchor. This is particularly relevant given Hungary’s negative record of the highest inflation rate - 26% - in
early 2023, following the energy price shock.

TISZA also proposes a wealth tax on forint billionaires, expected to raise over 0.1% of GDP. This is reasonable in
a country where wealth-based taxes are among the lowest in the OECD and large private fortunes may have
been accumulated with limited or no taxation. Meanwhile, consumption taxes are very high, disproportionately
burdening low-income households.

Finally, TISZA assumes revived growth, further bolstering budget revenues and helping reduce relative poverty in
Hungary (which has the EU’s lowest median household income and the lowest per-capita household consumption).

However, growth alone will not put Hungary’s fiscal house in order. Savings from improved corruption control

and streamlined public administration are unlikely to materialise quickly. Reductions in interest expenditure will
come only later, as much of Hungary’s debt carries a high legacy interest burden. And it would be better to avoid
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postponing fiscal repair, as Poland’s prime minister Donald Tusk did after returning to office in 2023 — Tusk now
faces growing imbalances less than two years before the next election.

Some politically unpopular measures therefore appear unavoidable. Political-economy experience suggests such
measures are best implemented quickly, so the benefits of adjustment can materialise before the next election.
Reforms could enhance fairness and efficiency by breaking with the Orban government’s practice of universal
support and by refocusing social spending on the most vulnerable.

The road ahead for TISZA will undoubtedly be difficult. Much will depend on the final government programme, its
implementation and the extent to which incumbent appointees and vested interests hinder the transition. Still, for
the first time in many years, Hungary has a chance to rebuild and to re-anchor itself firmly within Europe.

Zsolt Darvas is a Senior Fellow at Bruegel
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This article is based on a Bruegel First Glance.
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Executive summary

The World Trade Organization (WTO) is experiencing a serious crisis arising from tensions that are internal to the
global trading system and other tensions rooted in domestic political constraints in the United States and China
and the geopolitical rivalry between them.

In this context, four critical areas for WTO reform can be identified: joint action to support sustainable development,
improving disciplines on subsidies, facilitating the integration of plurilateral agreements into the WTO framework
and, as a culmination of the reform process, reforming dispute settlement.

WTO reform will require willingness on the part of the European Union to lead in establishing a coalition of middle
powers based on its network of free trade agreements. Because of uncertainty about the extent to which the

US and China are prepared to engage, the EU and its partners should also be ready to take plurilateral initiatives
outside the WTO, provided these contribute to the reinforcement of the rules-based trading system.

The United States no longer wants a hegemonic role in
support of the rules-based trading system

EQ Europe Quarterly = Summer 2026


https://worldcommercereview.com

1 Introduction

The failure of the March 2026 World Trade Organization Ministerial Conference (MC14) in Yaoundé, Cameroon,
with no agreement on reform and no final declaration, was an illustration of the deep crisis affecting multilateral
institutions'. The most significant factor behind the failure was the difficulty in striking political compromises at a
time of geopolitical fragmentation and increasing trade tensions.

This raises questions about the role of the WTO in the future global trade regime. Is the rules-based trading system

based on the principle of non-discrimination ending? Or is there scope to build on the system by agreeing targeted
reforms that will continue to enable rules-based cooperation??

In this context, three main attitudes to the future of the global trading system can be identified:

- The United States no longer wants a hegemonic role in support of the rules-based trading system, of
which it was the main architect. The administration of President Donald Trump has decided to maximise
bilateral leverage to seek to correct perceived trade imbalances and to develop a managed trade approach,

particularly but not exclusively in relation to China. The aim is balancing trade flows rather than adhering to
common rules®.

In that worldview, the WTO is no longer relevant to the US and can at most play a modest role in support
of broader US objectives®. While it is unlikely that a future US administration will continue Trump’s focus on

tariffs and bilateral balances, influential Democrats share a deep scepticism about the WTO and may not be
inclined to revive it (Froman 2025; Harrell 2026).

- China’'s government sees value in maintaining the status quo (non-discrimination rules and binding dispute
settlement) and supports modest reform, including through participation in open plurilateral agreements
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that are consistent with China’s overall trade strategy. But because of its mercantilist approach to trade and
industrial policies, China is unable to play a leadership role in WTO reform>. In any event, China considers it is
well-equipped to defend its interests through a managed trade approach.

- The European Union and small and middle open economies have an interest in maintaining a rules-based
trading order. This does not mean they are satisfied with the status quo. Deep-seated concerns persist the
absence of a level playing field in trade relations with China, about US protectionism and about coercive
US and Chinese pol-icies. Despite the potential for the EU and other economies to align, different interests
and levels of development have so far prevented the emergence of a cohesive pro-re-form coalition. The EU
could have the capacity to lead a coalition of middle powers, but has not been politically willing to do so. The
argument could be made that the EU is punching below its weight in WTO reform discussions.

In this context, this policy brief argues that the EU has an interest in developing a trade strategy to strengthen

its network of free trade agreements (FTAs) while establishing a middle-power coalition to support WTO reform
(Garcia Bercero 2025b). An exclusive focus on FTAs would be shortsighted because in themselves, these are not an
answer to the tensions affecting the global trading system, in particular those linked to competitive distortions and
coercive threats.

A potential coalition of middle powers could influence both the US and China to participate more in discussions

on a restructured but still rules-based global trading system. Even without US/Chinese engagement, the coalition
could develop plurilateral rules that complement WTO disciplines. The coalition could also coordinate the response
to possible disruptive actions coming from the US or China.
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The formation of a middle-power coalition would, however, only be possible if the EU leads and develops trust. This
implies sensitivity to the interests and concerns of other coalition members. The EU should engage on politically
sensitive issues including agricultural reform and the trade impact of EU climate and industrial policies.

The next section analyses the main sources of tension affecting the global trading system. The paper then discusses
the continued relevance of the most-favoured nation (MFN) principle, sets out a strategy for EU engagement with
the main players in potential WTO reform and proposes how debate on WTO reform can be stimulated post-MC14.

2 The main tensions affecting the global trading system
The current crisis of the WTO is rooted in five sources of tension, mentioned here in chronological order®.

2.1 The development divide

Since its creation, there has been friction within the WTO from an economic development perspective. This has
reflected the concerns of developing countries about their limited capacity to implement some WTO obligations,
and their demands for greater ‘policy space’in support of industrialisation.

A response to capacity constraints was eventually provided through the Aid for Trade initiative’ and special
and differential treatment (SDT)?2 provisions in new agreements, notably the Trade Facilitation and Investment
Facilitation Agreement, which link SDT treatment to capacity constraints.

But a response to policy-space concerns has been hampered by different views on the effectiveness of industrial
policies and a lack of criteria to identify which developing countries could benefit from greater leeway in the
implementation of WTO rules (see for example Bacchus and Manak 2021).
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2.2 The failure of the Doha Development Agenda (DDA)

With the benefit of hindsight, the DDA, which was launched in 2001 and was a broad attempt to reduce trade
barriers globally for the benefit of poorer countries, generated unrealistic expectations. A less ambitious and
sequential approach might have been more productive (Blustein 2009).

The DDA failed in 2008, further aggravating the development divide (section 2.1) and leaving many developing
countries frustrated by the lack of response to their policy-space demands. It also gave rise to two additional
problems that have proved intractable: a stalemate on agriculture reform and a lack of coherence between market-
access commitments — or pledges by countries to reduce tariffs and other obstacles to imports — and commercial
realities.

Current market-access commitments essentially remain stuck as they were in 1995, or in China’s case 2001, when
its WTO accession negotiations were concluded. The market-access issue has however become less important since
most countries, with the exceptions of the US and China, have negotiated comprehensive FTAs that cover high
proportions of their total trade.

2.3 The erosion of US support for open trade

Chronic trade deficits in the US have been aggravated by the absence of a sufficiently robust welfare state (Alden
2016). The lack of supportive policies for workers impacted by negative external shocks resulted in a backlash
against both bilateral and multilateral trade opening. To this must be added US concerns about the impact of
dispute settlement rulings on the use of trade defence instruments, and the increased lack of balance in trade with
China.
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In his first term, President Trump blocked appointments to the WTQO’s dispute-settlement tribunal, the Appellate
Body (Poitiers 2019). He also withdrew the US from all FTA negotiations apart from the North American Free Trade
Agreement (NAFTA), which was transformed into the United States-Mexico-Canada Agreement (USMCA). The Biden
administration continued those policies.

Now, the legacy of Trump’s second administration is likely to be high tariffs for some traditional manufacturing
sectors in which the US is not competitive internationally and a set of WTO-incompatible arrangements that
combine managed trade and asymmetrical commitments. These arrangements are unlikely to provide the stability
and predictability that is essential for US companies in agriculture, services and many parts of the manufacturing
sector that depend on external markets.

2.4 China’s manufacturing dominance

In a functioning rules-based trading system, all participants need to feel they benefit from trade integration. The
rise and size of China’s trade surplus and its link to active industrial policies undermines this sense of shared benefits
and has eroded international support for the principle of non-discrimination. Structural current account surpluses
originate in macroeconomic imbalances, particularly an exorbitantly high savings rate in China (Weder di Mauro
and Zettelmeyer 2026).

However, Jean (2026) and Garcia-Macia et al (2025) have suggested that industrial policies have also contributed
significantly to China’s current account surplus. IMF (2026a) concluded that macro industrial policies, such as foreign
reserve accumulation or financial repression, combined with capital-flow management, can have a material effect
on external imbalances at the cost of supressing domestic consumption and increasing external deficits elsewhere.
This describes well the current Chinese economy.
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But concerns about the Chinese economic model predate the increase in the trade surplus. For some time,

the importance of the state in China’s economy has raised question about the effectiveness of global rules in
maintaining a balance of benefits (Wu 2016). The increasing tension around China’s export-led growth model
supports the argument that the Chinese economy would benefit from diverting resources from wasteful subsidy
policies in the provinces towards greater expenditure on domestic welfare (IMF 2026b), though it is not clear if
China’s leadership will take this path (Garcia-Herrero et al 2026).

2.5 Trade and national security

The US-China clash, initially defined in trade and economic terms, has expanded into geopolitical competition, with
each side seeking to limit dependencies on the other. This has a profound implication for multilateral institutions. It
implies that any reform of multilateral trade institutions will have to accept that economic security concerns might
limit the scope and depth of rules-based disciplines. From being a marginal concern that could be handled under
rarely used exceptions from WTO commitments, security concerns now impact a growing proportion of trade.

The long-term significance for the global trading system of security, along with waning US support (section 2.3) and
Chinese manufacturing (section 2.4) depend on the evolution of US and China domestic economic policies and the
level of intensity of their geopolitical competition. These three exogenous factors outweigh development issues
and DDA failure in explaining the crisis of the rule-based trading system.

The challenge is whether it is possible to agree on reforms that adapt to these constraints while preserving rules-
based cooperation to the maximum extent. A best-case scenario would imply action to reduce external imbalances
and geopolitical tension. Without this, only modest WTO reform may be agreed, and continuation of rules-based
trade must rely on coalitions of the willing outside the WTO.
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3 Is MFN worth preserving?

The core requirement of the most-favoured nation (MFN) principle is that any tariff or service concession should be
extended unconditionally to all WTO members, unless certain agreed exceptions apply. It also implies treating all
WTO members equally in the application of different types of trade-related regulations, and it is combined with the
principle of national treatment for behind-the-border regulations (and hence regulatory sovereignty).

The more important exceptions to the MFN principle are that free-trade areas or custom unions can be established,
unfair trade can trigger antidumping and countervailing duties, and trade restrictions can be adopted for non-trade
objectives or essential security purposes. The fundamental value of the MFN principle and non-discrimination/
national treatment is that it protects trading partners against power-based dynamics and favours simple and
efficient regimes for tariffs and other trade regulations®.

The MFN principle has been a cornerstone of US trade policy since the mid-1930s (Irwin 2017). However, the Trump
administration advocates a revision of MFN to legitimise tariff policies based on unilateral assessments of the trade
policies of other countries and on the economically unjustified premise that countries should maintain balanced
trade (even bilaterally).

The EU supports a review of the role of MFN for three reasons. First, the current balance of rights and market-access
commitments, including in particular tariff levels, does not ensure there is reciprocity and fails to take into account

respective levels of openness. Second, current remedies to respond to the negative spillover effect of subsidies and
weaponised dependencies are not effective. Third, the WTO should accommodate plurilateral and club approaches
in which benefits are only available to participants on a reciprocal basis'.
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It is certainly true that the current level of market-access commitments — the EU’s first point — does not properly
reflect the role many emerging economies play in trade in goods and services. However, the failure of the DDA
negotiations was the collective responsibility of all WTO members. The EU and many other members have
established a balance of commitments through the negotiation of WTO-compatible FTAs. The US also followed an
active FTA policy until President Trump abandoned all FTAs other than the USCMA (section 2.3).

Since there is no prospect of a comprehensive market-access negotiation in the WTO, it is unclear what objective
the EU is pursuing by linking MFN and market-access commitments. Despite the EU emphasis on the need for
predictability and functioning dispute settlement, the lack of a clear rationale for the questioning of MFN risks
confusing EU policy objectives with those of the Trump administration.

The EU is on firmer ground when arguing that trade remedies are not sufficient to deal with distortions linked to
extensive subsidisation or to the high degree of concentration in certain value chains that raises economic security
concerns.

There is also a legitimate question of whether unconditional MFN prevents the negotiation of market-opening
agreements because of concerns about free riding. The relationship between the WTO framework and different
plurilateral agreements is indeed one of the priority issues that needs to be tackled in WTO reform discussions. But
discussing those issues should not put MFN, which remains one of the foundations of the WTO system, in question.

The EU needs strategic clarity on how it wants the trade regime to evolve. Any confusion between its position

and that of the Trump administration would become a fundamental obstacle to the emergence of a WTO reform
coalition.
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4 A strategy for engagement and a plan for WTO reform

This section provides recommendations on how to make progress on the more difficult aspects of WTO reform. Any
balanced and workable reform plan must respond to the five sources of tension affecting the global trading system
(section 2). It is critically important to address development issues and tackle industrial and agriculture subsidies.

More policy space is also needed for the development of public policies, including active industrial policies and the
pursuit of economic security, while improving the level playing field and contributing to sustainable development.

Actions could be undertaken within the WTO either multilaterally or plurilaterally, but coalitions of countries
outside the WTO could also take initiatives, as part of a rules-based strategy. We first discuss how the EU should
engage with the main players — the US, China, the Comprehensive and Progressive Agreement for Trans-Pacific
Partnership (CPTPP) bloc and the BRICs/G20 emerging economies — before setting out areas for cooperation.

4.1 Engage with the main players

The US

The scope for cooperation with the Trump administration on WTO reform is limited and likely to focus on
transparency and the functioning of WTO committees. Nevertheless, any WTO reform proposals put forward by an
EU-led coalition should respond to longstanding US concerns. These include the jurisprudence of the Appellate
Body (see section 2.3), the impact of Chinese non-market practices and the need for China to accept full WTO
commitments.

The more the EU, likeminded countries and major emerging economies support these proposals, the harder it
will be for the US (or China) to ignore them. This may create an opportunity for a more solid basis in the future for
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the transatlantic relationship through the negotiation of a WTO-compatible EU-US FTA and through WTO reform
cooperation.

China

The question for the EU in relation to China is whether China is ready to move from its comfort zone and engage in
serious negotiations on level playing field issues. At the 2025 United Nations General Assembly, China signalled it
was prepared to not claim special and differential treatment in future trade negotiations.

In its February 2026 position on WTO reform (see footnote 5), China indicated readiness to discuss subside rules
provided its system is not targeted. Rules on state-owned enterprises (SOEs) are in the suspended EU-China
Comprehensive Agreement on Investment'' and China has applied to join CPTPP, which includes SOE rules.

There is, however, well-justified scepticism about whether China would accept significantly stricter disciplines on
industrial subsidies, or make the same commitments as advanced economies in support of low- and middle-income
countries. Nevertheless, the EU needs to maintain a dialogue with China to explore the extent of its readiness to
tackle the core reform priorities.

CPTPP

The EU and the CPTPP made a substantial statement on WTO reform in the margins of the March 2026 MC14'2, By
the end of 2027, the EU is likely to conclude FTAs with all CPTPP members except Brunei'*. The EU and CPTPP bloc
could develop a two-track approach that includes both cooperation on WTO reform and negotiation of plurilateral
agreements (Garcia Bercero 2026) — EU-CPTPP plurilaterals could play a strategic role in support of rules-based
trade.
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A digital trade agreement would complement the common digital trade rules agreed in the E-Commerce
Agreement (ECA), which was concluded at MC14 in Yaoundé' (see section 4.4), by including rules on sensitive
issues such as data flows or localisation requirements, and by reinforcing cooperation on digital regulation,
including artificial intelligence.

An agreement on ‘competitive neutrality’ that reinforces transparency on subsidies and disciplines on SOEs could
become a template for a future critical-mass agreement in the WTO.

BRICs/G20

The EU has concluded FTAs with four leading BRICs/G20 emerging economies: South Africa, Brazil, Indonesia and
India. These countries have often played critical roles in the WTO from perspectives that are different to those of
the EU. They do not share a common position on WTO reform: India and Brazil are far apart on agriculture reform
and India is the only country opposing the integration of even MFN plurilaterals into the WTO (Manak 2025). The
existential threat to the rules-based trading system and the conclusion of FTAs with the EU may however facilitate
more cooperation on WTO reform.

The best strategic approach for the EU would therefore be to combine proactive engagement in WTO reform
discussions with the strengthening of its FTA network as an insurance policy, in case multilateral discussions fail
(Posen 2025).

4.2 A sustainable development compact

A fundamental objective of the WTO is to facilitate better integration of developing countries into global value
chains and help them benefit from the digital economy. The driving force for trade integration is the capacity to
attract foreign investment that contributes towards domestic value addition and technology transfer.
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This requires appropriate domestic policies (including well-targeted industrial policies) and favourable access to
export markets. The fact that many advanced economies are now applying industrial policies, and that the World
Bank has recognised that industrial policies can contribute to development if well designed (Fernandes and Reed
2026), may provide a better basis to address policy-space concerns (section 2.1).

The response to policy-space concerns could in principle benefit all low- and middle-income economies (LMIs)*.
It could take the form of a compact giving LMIs some time-limited flexibility, and through which high-income
countries, including China, agree to take supportive action. To garner political support, the compact should
contribute towards global sustainable-development and decarbonisation objectives — facilitating the climate
transition in a way that contributes to economic security through more diversified global value chains.

Flexibility for LMIs could include:

« Export restrictions on raw materials to the extent necessary to allow domestic processing, providing the
exporting country has no dominant position in the market. This would require consultations and an early
warning mechanism in case of distortions in global markets.

- Requiring well-targeted local-content requirements in some green sectors as a condition of receiving
investment. Such requirements should be time limited and not apply to products for which a country is
already a substantial exporter.

Subsidies for capital investment in new environmental technologies.
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Support from high-income countries, including China, could include:

« Duty-free treatment and access to domestic incentives and procurement markets for an agreed list of
climate-related products, provided there is sufficient value addition in LMls.

« Financial incentives to derisk clean investment in LMls.

- Countries that apply border carbon measures should provide sufficient assistance to facilitate compliance by
LMIs and be ready to consider trade facilitating steps.

- A commitment to avoid export restrictions that disrupt supplies necessary for the production of the climate-
related products covered by preferential market access.

The compact would be subject to monitoring and transparency requirements. LMIs benefitting from flexibility
should be ready to explain the rationale and time-limited nature of measures and show how these are consistent
with the overall openness of their trade and investment regimes. High-income countries should also notify their
supportive measures and accept monitoring of their implementation. A WTO committee should review these
notifications.

Notified measures could benefit from a‘peace clause’ protecting them from legal challenges and the application of
countervailing duties. This clause could last for five years, during which consideration could be given to permanent
rule adjustments or to a more formalised waiver. The WTO could work with the World Bank and United Nations to
assess the impact of the compact.
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4.3 Improved disciplines on subsidies

Tensions over China’s trade surplus (section 2.4) — with financial repression and preferential lending to industrial
sectors contributing to an increasing current account balance at the cost of suppressing domestic consumption

- need to be managed in the short term through the application of WTO-compatible trade-defence instruments:
antidumping, countervailing duties and safeguards. However, a more structural solution is needed that recognises
that subsidy-based industrial policies are harming international trade.

A new approach to reinforcing discipline on support for industrial sectors could combine four elements:

1. A substantially reinforced transparency regime that requires large subsidisers to provide sufficient
information on all forms of industrial support, including support from SOEs. For transparency to work, there
would have to be a common understanding that SOEs are fully subject to the WTO subsidies agreement’s,
and information about the support they provide would have to be sufficiently detailed at sectoral level.

Information should be provided whether the notifying country considers the support to constitute a
subsidy or not. There should also be counternotifications and a procedure to deal with discrepancies in
the information provided. Failure to notify should create a presumption that the non-notified support is a
prohibited subsidy.

2. A targeted remedy could be available to respond to import surges in a particular sector from the largest
providers of public support, provided that domestic producers are experiencing injury. This remedy would
be easier to apply than countervailing duties, which only a limited number of countries have the capacity to
apply in practice, particularly when subsidies are non-transparent'’.
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The remedy could take the form of a temporary tariff rate quota that facilitates adjustment and creates
incentives for the phasing out of subsidies. For instance, the remedy could be subject to review if the
impacted country provides evidence that it has terminated subsidy programmes.

Alternatively, the remedy could be based on an International Monetary Fund determination that a country is
experiencing a persistent current-account surplus that cannot be justified by fundamentals.

3. A new category of permitted subsidies that fulfilimportant public policy objectives and have minimal
negative spillover effects: this could include research and development subsidies or subsidies for capital
investment in new environmental technologies. These subsidies would be subject to specific notification
requirements and to a fast-track procedure to determine whether the conditions are met. Permitted subsidies
could benefit from countervailing duty exemptions or at least a‘due restraint’ clause.

4. Because of the critical importance of capturing subsidies allocated via SOEs, there should also be rules
that require SOEs to act in accordance with commercial considerations. These disciplines could build on the
provisions in a number of FTAs and on OECD work on‘competitive neutrality’ (OECD 2024).

Since many economies have SOEs, including the EU and the US, the negotiation of rules would allow a
balanced approach in the interests of all parties. Beyond disciplines on SOEs, the rules could also include
competition policy and regulatory transparency principles.

These four elements should be accompanied by a reform of trade-distorting agriculture support. The current

agriculture stalemate arises from large agricultural exporters, including Brazil, conflicting with countries with
large domestic agriculture sectors that benefit from administered prices, such as India. The first group favours

EQ Europe Quarterly = Summer 2026


https://worldcommercereview.com

comprehensive negotiations to reduce trade-distorting support; the second argues protection of public
stockholding programmes should be prioritised'®.

A balanced package would need to include substantial reductions of trade-distorting support and the introduction
of agreed disciplines on public stockholding programmes that recognise their contribution to food security, while
avoiding export market distortions.

The EU should seek to reconcile the conflicting positions of India and Brazil and other agricultural exporting
countries. This would also require the EU to accept substantial reduction of its own agriculture support. A standstill
agreement in which countries agree not to increase the level of trade-distorting support as negotiations on
agriculture proceed could increase mutual confidence.

Improving disciplines on subsidies is by far the most difficult challenge in restructuring the global trade regime.
Because an effective subsidies regime would require the full commitment of the US, China and major emerging
economies such as India, reaching a critical-mass agreement may prove challenging.

In any event, launching negotiations within a WTO framework will take time. The EU should therefore already
start work with a subset of FTA partners to lessen the impact of competitive distortions linked to subsidies. This
work could include intensified cooperation in the application of trade-defence instruments and new EU-CPTPP
negotiations on a plurilateral agreement on competitive neutrality, which would cover at least the transparency
SOE and competition policy aspects of the proposed disciplines.

4.4 The WTO and plurilateral agreements

The WTO has a rigid institutional structure under which consensus is needed to incorporate plurilateral agreements
into the WTO agreement. The absence of a more flexible route is a design flaw that should be corrected urgently,
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as numerous WTO members have now agreed two plurilateral agreements - on investment facilitation for
development (IFD)' and e-commerce (ECA)* - and have requested the integration of these agreements into the
WTO legal structure. The main opponent of integration, India, has said it might lift its objection, provided legal
guardrails are developed to protect the interests of non-members?'.

India’s signal could provide the basis for discussions on the identification of guardrails. These could relate to, first,
an inclusive negotiation process, second, the participation of countries at different levels of development, third,
the right of nonparticipants to observe proceedings and join under the same conditions as original members,
and fourth, a clarification that the agreements would not limit the WTO rights of non-participants, unless such
limitations are agreed with non-participants.

There can be little question that the IFD agreement complies with any possible criteria for WTO integration on the
basis of its MFN foundation, very broad participation and extensive special and differential treatment provisions.
The situation is more complex for ECA: participation in it is more limited and the agreement is formulated in a
manner that does not require MFN implementation. A period of provisional implementation may therefore be
needed before deciding on the integration of the ECA in the WTO.

Plurilateral agreements can also be incorporated into the WTO if they amount to ‘critical-mass’ agreements that
could be inscribed in the schedule of tariff or services concessions?>. Moreover, even agreements concluded
multilaterally may end up as plurilateral agreements if certain countries fail to ratify them.

This could provide an option in certain cases for countries not to oppose a consensus in concluding negotiations

on a multilateral agreement, while noting their intention at that stage to not ratify. This could potentially provide an
alternative route to integrate in the WTO MFN based agreements in which participation is very broad.
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Plurilateral agreements that limit benefits to participants can be concluded by parties to an FTA in a manner
consistent with WTO provisions or can concluded outside the WTO provided that trade measures that affect
nonparticipants can be justified under relevant WTO exceptions.

To correct the flaw of WTO rigidity, the WTO General Council should develop criteria that would create incentives
to integrate open plurilateral agreements into the WTO but would not limit the right to conclude plurilateral
agreements outside the WTO. Should consensus on this not be possible, countries should be ready to continue the
de-facto implementation of agreements such as IFD or ECA with the WTO Secretariat support.

The future trade regime will have to be based on multilevel governance with groups of countries being ready to
develop rules plurilaterally inside or outside the WTO. This implies some important plurilateral agreements will be
developed outside the WTO framework, but the risks of fragmentation could be mitigated through a reinforced
WTO monitoring function.

4.5 Reform of WTO dispute settlement

Multilateral agreement on the reform of WTO dispute settlement cannot be dissociated from the updating of the
rules on subsidies or a common interpretation of WTO provisions in critical areas including trade defence and
security exceptions.

Pending agreement on such substantive issues, the Multi Party Interim Arbitration Agreement (MPIAA), which is in
effect standing in for the WTO Appellate Body and which has 34 members, including the EU as a bloc and China?,
provides a functioning dispute settlement amongst its parties. Multilateral dispute settlement reform is likely to be
the culmination of the reform process rather than an issue to be addressed in the short term.
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The main source of US dissatisfaction with WTO jurisprudence (section 2.3) has been trade defence instruments.

At a time of growing concern about maintaining a level playing field, negotiations should aim to agree on the
interpretation of critical provisions in the WTO Agreement on Subsidies and Countervailing Measures (section
4.3)*, greater flexibility in the application of safeguard measures and the establishment of a deferential standard of
review of the determinations made by national authorities in trade remedy investigations.

This could be based on an MPIAA interpretation of the standard of review under the Antidumping Agreement?,
which could also be extended to safeguards or countervailing duty investigations?®. A common interpretation of
another agreement, the Safeguards Agreement?, would be particularly urgent since safeguards appear to be more
appropriate as a tool to respond to current trade disruptions.

On national and economic security, what constitutes an ‘emergency in international relations’ under WTO rules
could be interpreted more flexibly to include responses to coercive threats or threats to critical infrastructure. The
extent to which preventive policies to reduce critical dependencies can be justified under either ‘essential security’
provisions or the general exceptions could also be discussed.

In any event, the interpretation of WTO exceptions on essential security is a matter of great political sensitivity and
an effort needs to be made to find an acceptable solution. Countries are unlikely to accept a substantial review of
measures they consider to be justified on security grounds, but protectionist abuses need to be prevented and the
balance of concessions needs to be maintained in cases of broad recourse to security exceptions.

Agreement on a common interpretation of rules on critical areas could be combined with the implementation of
improvements in dispute settlement procedures®. In terms of appellate review, countries may opt out of second-
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tier review under modalities to be negotiated, but this should go together with a reinforcement of the legal
authority of panels in such disputes.

Agreeing on the interpretation of certain trade-defence rules will not be easy. The EU could however start work with
a subset of MPIAA members to agree on some critical aspects of the interpretation of the rules on antidumping,
subsidies and safequards.

Participants in that discussion could then agree to abide by that interpretation in their own trade-defence practice,
and to defend that interpretation in the case of WTO litigation.

4.6 The EU: taking the leading role

For the EU, investing in a coalition to support WTO reform would demonstrate leadership and complement the
consolidation and strengthening of its network of FTAs. The core of this coalition could be the CPTPP countries
(section 4.1), but efforts should be made to include other EU FTA partners, in particular large emerging economies.

The EU should take the following steps in the near term:

- Lead in ratifying the IFD and ECA agreements (section 4.4). Both agreements have a significant value in
promoting EU interests and contributing towards development objectives and should be implemented
regardless of what happens to the rest of the reform agenda.

- Prioritise dialogue with India and Brazil on WTO reform?. This would include as a first step identifying a way

forward on IFD. As a signal of good will, India could lift its objection to the integration of the IFD into the
WTO rulebook at the same time as the WTO General Council starts deliberations on legal guardrails for the
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incorporation of open plurilateral agreements. An agreement could also be reached on the extension of the
e-commerce moratorium?® and the reform work plan - the two main issues on which agreement could not
be reached at MC14 in Yaoundé. Reaching agreement on those issues would signal confidence in the value of
the WTO as an institution.

- Convene an informal group of Geneva Ambassadors to explore ideas on the three components of the level
playing field agenda: agricultural subsidies, industrial subsidies and policy space for development. The
readiness to engage on all three components is critical to generate the trust that is the essential condition to
make progress on WTO reform.

The next WTO Ministerial (MC15) needs to be well prepared and deliver a meaningful outcome in terms of WTO
reform?3'. To facilitate this, it would be preferable to hold it in 2029. A special meeting of the General Council in
2027 could agree a first package of institutional reforms, focused on transparency and the monitoring function??,
building confidence on the reform process and allowing work to concentrate on the preparation of a more
ambitious MC15, which should ideally endorse the start of level playing field negotiations.

With this timeline in mind, the EU should promote reqular discussions amongst senior officials and ministers. A
small group of ministers could begin to explore the parameters for negotiations on the critical aspects of the reform
plan, especially level playing field issues. This small group would have to include the US, China, EU, India and Brazil.

The level of detail in post-MC15 negotiations would depend on how much convergence among key players has

been achieved through the preparatory process. Issues of dispute-settlement reform and the interpretation of key
WTO rules would also need to be tackled, though possibly in a second stage.

EQ Europe Quarterly = Summer 2026


https://worldcommercereview.com

On market access, it is too early to consider what options a future US administration may pursue in connection with
the WTO-incompatible arrangements concluded by the Trump administration. It is therefore advisable not to tackle
that question in the reform discussions before a new US administration is in place.

In any event, the EU should make clear that it does not intend to continue with an asymmetrical and WTO-
incompatible agreement beyond the current US administration. It should also signal its readiness to negotiate with
the US a balanced and WTO-compatible FTA, and to cooperate with the US on WTO reform. =

Ignacio Garcia Bercero is a Senior Fellow at Bruegel
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Endnotes

1. Ignacio Garcia Bercero, ‘EU policy on the World Trade Organization in the wake of the March Ministerial, First Glance, 2
April 2026, Bruegel.

2. On future scenarios for global trade, see Garcia Bercero (2025a).

3. This is best articulated by Lighthizer (2026) and by US Trade Representative Jamieson Grier, Another Fish Story From the
WTO, Wall Street Journal, 7 April 2026.

4. Despite this scepticism, the US has been ready to engage in WTO reform discussions and has put forward proposals. See
Communication from the United States of 23 March 2026, ‘Further perspectives on WTO reform; WT/GC/W/998.

5. The Chinese contribution on WTO reform is carefully calibrated, expressing support for reform discussions and
reaffirming the MFN principle but avoiding taking a clear stance on level playing field issues. See ‘China’s position paper
on WTO reform under the current circumstances, WT/GC/W/89, 18 February 2026.

6. For a longer analysis of the crisis of the rules-based trading system, see Garcia Bercero (2020).

7.See WTQ, ‘Aid for Trade!

8. See WTO Briefing Note on special and differential treatment, undated.

9. For a robust defence of the MFN principle by a former US trade negotiator, see Dawn Shackleford, ‘MFN - Not dead yet!”
The International Trade Association, 16 December 2025.

10. See ‘EU submission on WTO reform, WT/GC/W/986, 21 January 2026.

11. The agreement dates from 2020 but has not been ratified because of EU concerns about human rights in China. See,
for example, Jan van der Made, ‘Chinese investment in Europe hits seven-year high but recovery may be short, RFl, 21 May
2026.

12. See Joint Ministerial statement from the EU and the CPTPP at the 14 WTO Ministerial Conference, 27 March 2026.

13. See European Commission, ‘Negotiations and agreements, undated.

14. See WTO news of 28 March 2026, ‘Members adopt a pathway to bring E-Commerce Agreement into force via interim
arrangements:
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15. Some vulnerable high-income countries may be highly dependent on a limited set of resources, and some flexibility
may be needed to cater for their situations.

16. See WTO, Agreement on Subsidies and Countervailing Measures (“SCM Agreement”).

17. According to the WTO database, only 30 countries have applied countervailing duties, with the US the largest deployer
with 197 notified actions. See WTO, ‘Database of countervailing measures:

18. See Peter Ungphakorn, ‘Timeline of the WTO agriculture negotiations from 2021, Trade 3 Blog, 9 December 2025.

19. See WTQ, ‘Investment Facilitation for Development (IFD).

20. See WTQO, ‘Electronic commerce.

21. See India Ministry of Commerce and Industry press release of 31 March 2026, ‘The 14th Ministerial Conference of the
WTO concluded on March 30, 2026 in Yaoundé, Cameroon:

22. For different paths to WTO rule-making, see Gabrielle Marceau and Jian Ling Teo, ‘The World Trade Organization
Belongs to the Future — But How Do We Get There?’ CIL Dialogues blogpost, 25 March 2026.

23. See WTQ, ‘Alternative Dispute Resolution Procedures’

24. Of particular importance is clarifying that SOEs should be considered as ‘public bodies’ subject to subsidy disciplines.
25. See WTO, Agreement on Implementation of Article VI of the General Agreement on Tariffs and Trade 1994

26. See European Commission news of 17 March 2026, Access to Colombia’s frozen fries market restored for EU exporters:
27.See WTO, Agreement on Safeguards:

28. On the process of discussions on dispute settlement reform, see Molina Tejeda (2025) and Ji (2024).

29. For the argument that India should take a more proactive approach to WTO reform discussions, Aggarwal et al (2026).
30. See WTO, ‘Work Programme on E-Commerce, Moratorium:

31.Saudi Arabia has proposed itself as host of the next Ministerial. See Emma Farge, ‘Saudi Arabia proposes to host WTO
meeting in 2028, Reuters, 18 December 2025.

32. This is an important area of WTO reform not discussed in this Policy Brief since it is less politically sensitive. It is also an
area in which US engagement can be expected.
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