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Summary 
 

• The capabilities of AI systems have improved significantly in the last decade. 
Today’s AI systems can process different types of information, such as text, video, 
audio, code, and solve complex reasoning challenges. 
 

• Due to these technical advances, AI systems can help businesses automate tasks, 
enhance human workers and deliver new services. This AI transformation could 

deliver a 7-15% increase in global GDP, in the next decade. 
 

• However, as the European Union (EU) lags behind the development and adoption 

of AI systems, it may lose out on the economic and strategic benefits that the 
technology provides.  
 

• The EU’s AI lag could be attributed to structural barriers that have prevented the 
creation and scaling of AI solutions. These include the barriers of the Digital Single 

Market, the lack of access to high-quality funding and the inability to translate 
Europe’s scientific excellence into concrete market outcomes.  
 

• The EU’s current approach to AI, which includes initiatives such as the AI Act and 

the AI Continent Action Plan, must be updated accordingly to address these 
structural challenges and provide effective incentives for the emergence of 

European AI frontrunners. 
 

• As part of the EU, Greece would benefit significantly from such reforms. At the 

same time, Greece’s limited resources mean that the country’s position in this field 
can only be improved by pursuing advantages in vertical AI domains, such as 

agriculture and climate resilience.   
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Technical advances in Artificial Intelligence (AI) 
 
The capabilities of AI systems have been progressing rapidly over the last decade. In 2017, AI exceeded human 
performance in both image and speech recognition. By 2022, the release of the AI system ChatGPT had captured 

the world’s attention with its ability to perform language-based tasks. The virality of ChatGPT’s release also 
showcased to the wider public that AI systems had achieved the capacity to perform some economically-valuable 

tasks.  
 
Since then, AI development has been marked by further qualitative leaps. Today, cutting-edge AI systems are 

multimodal: they can process text, audio, images, video and computer code. They also showcase notable 
improvements in their ability to solve complex reasoning challenges by breaking down multi-step problems into 
intermediate steps. Leveraging these algorithmic innovations, AI systems achieved gold-medal performance in the 

International Mathematics Olympiad in 2025 and have surpassed PhD-level human experts in science tests.  
 

Besides algorithmic innovations, improvements in AI capabilities have also been made due to the growth in 
computational resources and available training data. This correlation between more compute, data, parameters 
and model performance has been described by researchers as ‘scaling laws’. Under the current paradigm, 

developers are in need of more powerful computer resources and new data sets in order to train ever larger 
models and achieve new breakthroughs.   
 

Despite these trends, AI development is still faced with certain limitations. AI systems often generate misleading 
outputs and fabricated data. The spatial capabilities of AI - the prerequisite for the execution of physical tasks – 

remain far from human level. AI systems also perform poorly in long-horizon planning and execution. This paradox 
has led researchers to characterise the status of the AI frontier as uneven or ‘ jagged’. AI excels in domains where 
machine-readable data is available but underperforms in tasks that are unstructured or ambiguous.  

 
Economic implications of AI 
 
Technical advancements in AI systems can have a significant economic impact, both in the world and in Europe. AI 

can provide economic benefits by helping businesses to automate tasks, enhance human workers’ capabilities, and 
roll out new services. As a result, AI’s economic impact is expected to span multiple domains and industries. The 
OECD predicts that AI can be used in most industrial activities, from optimising machine systems to improving 

industrial research and development (R&D). AI could also boost automation in manufacturing, ensure timely and 
cost-effective maintenance, and guaranteeing stronger quality of products and processes. In healthcare, AI is 

already helping doctors to scan medical images in order to deliver faster and more accurate diagnosis. AI is also 
revolutionising drug discovery by extracting novel insights from complex biomedical data. In automotive, AI is used 
in driverless cars to recognise traffic signs and pedestrians.  

 
AI-driven transformation across industries is then expected to drive economic growth. However, the magnitude of 
such growth has been contested. On one hand, Goldman Sachs predicts that AI could drive a 7% increase in global 

GDP (or almost $7 trillion) and lift productivity growth in the United States by 1.5% annually in the next decade. In 
a similar line, the McKinsey Global Institute predicts AI to increase global GDP by 1.2% annually and deliver an 

economic output of $13 trillion in the next five years. PwC’s estimates are even higher, with an expected increase 
to global GDP by 8-15%, in the next 10 years.  
 

Other reports predict that AI will have a more modest macroeconomic impact. MIT Professor Daron Acemoglu 
estimates that AI will not lift global GDP more than 1-2% over the next decade with less than 0.1% annual gain in 

productivity. However, it must be noted that Acemoglu’s estimates rest on the assumption that only 5% of tasks 
can be performed more cheaply by AI systems than human workers. In turn, this estimate was based on a 2023 
study when AI systems were much less capable. Finally, other approaches have tried to reconcile these differences 

https://carnegieendowment.org/research/2025/01/ai-has-been-surprising-for-years?lang=en
https://research.google/blog/language-models-perform-reasoning-via-chain-of-thought/
https://www.rand.org/pubs/research_reports/RRA4636-1.html
https://cset.georgetown.edu/article/emergent-abilities-in-large-language-models-an-explainer/
https://blogs.nvidia.com/blog/ai-scaling-laws/
https://helentoner.substack.com/p/taking-jaggedness-seriously
https://www.google.com/search?q=The+OECD+predicts+that+AI+can+be+used+in+most+industrial+activities%2C+from+optimising+machine+systems+to+improving+industrial+research+and+development+(R%26D)&rlz=1C1GCEA_enBE1103BE1103&oq=The+OECD+predicts+that+AI+can+be+used+in+most+industrial+activities%2C+from+optimising+machine+systems+to+improving+industrial+research+and+development+(R%26D)&gs_lcrp=EgZjaHJvbWUyBggAEEUYOdIBBzE1MmowajSoAgCwAgA&sourceid=chrome&ie=UTF-8
https://health.ec.europa.eu/ehealth-digital-health-and-care/artificial-intelligence-healthcare_en
https://www.nature.com/articles/s41591-024-03434-4
https://www.mckinsey.com/industries/semiconductors/our-insights/the-rise-of-edge-ai-in-automotive
https://www.goldmansachs.com/insights/articles/generative-ai-could-raise-global-gdp-by-7-percent
https://www.mckinsey.com/industries/metals-and-mining/our-insights/ai-the-next-frontier-of-performance-in-industrial-processing-plants
https://www.pwc.com/bm/en/press-releases/value-in-motion.html
https://www.nber.org/system/files/working_papers/w32487/w32487.pdf
https://www.aei.org/articles/ais-economic-potential-goldman-sachs-responds-to-daron-acemoglu/
https://www.rand.org/pubs/perspectives/PEA4392-1.html


European Economy Policy briefs #9/2026 p. 4 

The EU’s AI strategy: challenges and the way forward 

 

and consider a scenario where AI systems raise US productivity by 0.5%. Under this assumption, real GDP per-

capita could nearly be $7000 higher by 2035. 
 
The uncertain impact of AI on economic growth can also be attributed to the ‘productivity paradox’ ingrained to 

technological transformations. For example, the productivity gains of electricity took 40 years to fully materialise 
after the first generating station was built by Thomas Edison. Similarly, information and communication 
technologies didn’t lead to expected productivity gains in the 1970s and 1980s. As Robert Solow described this 

productivity paradox in 1987: “You can see the computer age everywhere but in the productivity statistics”.  
 

In order to explain why the productivity paradox occurs, researchers have argued that transformative technologies 
follow a ‘J-curve’ trajectory. The extensive investments which are required to integrate transformative 
technologies into organisations are often underestimated. Historically, there have been periods of considerable 

length in which unmeasured inputs are being built in order to complement the new transformative technology. 
For example, AI systems that are used to boost productivity also require investments in staff training, workflow 
redesign, data and compute infrastructure. These bottlenecks are likely to cause an initial dip in productivity – the 

downward slope of the J-curve. However, once these adjustments are made, firms tend to experience a 
productivity upswing.  

 
If then, AI systems are to drive economic growth – albeit within a longer timeline – it could present a significant 
economic opportunity for the European Union (EU). Since 2000, productivity in the Eurozone has been on average 

0,5% lower each year than the United States (US). This is mainly due to productivity growth in the information and 
communication sector and in professional services being weaker in the EU. As these two sectors make strong use 

of technological innovations, this shows that the EU has been less able to make use of digital technologies. If this 
trend persists, the consequences could be dire for the EU’s prosperity. However, the development and adoption 
of AI systems in the EU could help reignite productivity growth. 

 
Besides productivity, AI could also contribute to address several of the EU’s challenges. The EU is faced with a 
demographic challenge, as the populations of several EU Member States peaked prior to 2025 and have now 

started to fall. The European population is also ageing, creating generational imbalances. This trend will generate 
fiscal challenges, through pressures on pension spending and the effects on the tax base. AI systems, and their 

potential productivity benefits, can help offset some of the pressures that demographic trends will impose on the 
EU’s economy.  
 

In addition, the EU has launched an agenda of military rearmament in the face of Russia’s increased aggression 
and the gradual retreat of the US from European security. To achieve this, the EU adopted ReArm Europe which 
aims to mobilise €800 billion of defence expenditures. AI systems can play a role in this endeavour as their 

integration within military forces promises to provide cost-effective solutions. A report by RAND, the American 
think-tank, estimates that AI solutions can save US Air Forces $25 million per month – only on the maintenance of 

A-10C aircrafts. Similarly, the integration of AI into French Ceasar artillery pieces could provide a 30% savings in 
ammunition. Overall, the military applications of AI systems are likely to extend the economic benefits of the 
technology beyond the civilian realm. As a result, AI systems can also offset some of the fiscal pressures that 

increased military spending presents to European governments. 
 
All in all, the technical advances in AI systems promise to transform industries and provide productivity benefits.  

Even if the optimistic projections of experts are not realised, the EU would benefit significantly from the 
development and adoption of AI systems. The solutions to the EU’s major challenges – from its growth and 

demographic problems to rearmament – should take into consideration the novel and advanced capabilities of AI 
systems. 
 

 
 

 

https://www.nber.org/system/files/working_papers/w19837/w19837.pdf
https://www.researchgate.net/publication/4724731_The_Dynamo_and_the_Computer_An_Historical_Perspective_On_the_Modern_Productivity_Paradox
https://ide.mit.edu/sites/default/files/publications/2019-04JCurvebrief.final2_.pdf
https://mitsloan.mit.edu/ideas-made-to-matter/productivity-paradox-ai-adoption-manufacturing-firms
https://oecdecoscope.blog/2025/07/03/boosting-eu-productivity-through-a-stronger-single-market/
https://ecfr.eu/publication/markets-migrants-microchips-european-power-in-a-world-of-demographic-change/#summary
https://www.vanguard.co.uk/professional/insights-education/insights/ai-and-demographics-the-economic-tug-of-war
https://www.europarl.europa.eu/RegData/etudes/BRIE/2025/769566/EPRS_BRI(2025)769566_EN.pdf
https://www.rand.org/pubs/research_reports/RRA1722-3.html
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The EU’s challenges in AI 

 
Despite the potential benefits of AI systems, the EU is faced with a series of challenges in their development and 
adoption. As a result, the EU and its Member States may end up missing on the advantages that the technology 

could provide. 
 

Firstly, the EU lags behind both the United States and China in most metrics of AI development and innovation. 
According to Stanford’s AI Index, the US developed 40 cutting-edge AI models in 2024. In the same year, China 
developed 15 while the EU developed 3 – all of them by the French company Mistral. In the same year, US AI 

companies attracted $109 billion in private investments, while EU AI companies attracted $14.9 billion. The EU 
also lags behind the US in terms of AI entrepreneurship: 1143 AI companies were newly funded in the US in 2024, 
compared to 335 in the EU. 

 
China has also surpassed the EU in terms of scientific publications in AI with 23,695 related publications in 2024, 

compared to 10,055 papers published by EU scientists. In addition, China accounts for 69.7% of the world’s AI 
patents while the country also dominates in AI robotics, surpassing the rest of the world combined in installations. 
According to an MIT study, Chinese has also overtaken both American and European open-source AI models, in 

terms of worldwide popularity.  
 
As a result of their distinctive advantages, the US and China are home to multiple companies that develop frontier 

AI models. The US boasts the presence of companies such as OpenAI, Google, Anthropic, xAI and Meta. Meanwhile, 
Chinese start-ups DeepSeek and Moonshot have released models that are on par with those of OpenAI, while 

companies Tencent and Alibaba have acquired world class capabilities.  
 
As a result of the EU’s gaps, only one European company currently competes at the frontier of AI development: 

the French start-up Mistral. However, Mistral’s models have not yet matched or surpassed the performance of 
their American and Chinese counterparts. In addition, Mistral’s limited funding has put the survival of the company 

in question. While OpenAI’s market valuation reached $500 billion in October 2025, Mistral has reached a market 
valuation of $14 billion. As a result, there have been reports that US company Apple has explored the acquisition 
of Mistral. If such a deal was to be realised, then the EU would be left with no homegrown AI developers at the 

frontier. 
 
Besides AI models themselves, the EU lacks capacity in various parts of the AI value chain. AI chips that are used 

to train AI models are designed by US companies Nvidia and AMD and manufactured in Taiwan by TSMC. AI data 
centres are also increasingly concentrated in the US which hosts 75% of the world’s AI supercomputers, according 

to some sources. The EU, on the other hand, hosts 2-5% of the world’s AI supercomputers.  
 
Finally, the EU has fallen short of its objectives when it comes to AI adoption. Even when the EU imports AI models 

and capabilities from elsewhere, businesses seem reluctant to take advantage of its productivity benefits.  
According to the EU’s Digital Decade report, 18% of European small and medium-sized enterprises (SMEs) have 
taken up AI until 2025. However, the EU’s objective is for 75% of SMEs to take up AI until 2030. It is highly unlikely 

that the EU will reach its target. In the US, different sources have estimated SME AI adoption to be between 20% 
and 40%, due to methodological differences.  

 
These challenges in the development and adoption of AI will hinder the ability of the EU to take advantage of the 
economic benefits of AI. Slow adoption of AI means that the productivity dividends over the next few years could 

be lost. Lack of AI development capabilities also means that Europeans will have little control over the direction of 
the technology. In 2025, the Biden administration decided to limit the export of American AI chips to 18 EU 
Member States, including Greece. Practically, these restrictions would have meant that the majority of EU 

countries would be unable to acquire AI data centres. Although the Trump administration revoked President 
Biden’s decision, this incident showcased how a lack of indigenous AI development capabilities can leave European 

vulnerable to external shocks.   

https://hai.stanford.edu/ai-index/2025-ai-index-report
https://www.science.org/content/article/china-tops-world-artificial-intelligence-publications-database-analysis-reveals
https://www.dataprovenance.org/economies-of-open-intelligence.pdf
https://carnegieendowment.org/research/2025/01/deepseek-and-other-chinese-firms-converge-with-western-companies-on-ai-promises?lang=en
https://hai.stanford.edu/ai-index/2025-ai-index-report
https://www.bloomberg.com/news/articles/2025-10-02/openai-completes-share-sale-at-record-500-billion-valuation
https://www.bloomberg.com/news/articles/2025-09-03/mistral-set-for-14-billion-valuation-with-new-funding-round
https://www.reuters.com/business/apple-internally-discussed-buying-mistral-perplexity-information-reports-2025-08-26/
https://epoch.ai/blog/trends-in-ai-supercomputers
https://digital-strategy.ec.europa.eu/en/library/state-digital-decade-2025-report
https://www.federalreserve.gov/econres/notes/feds-notes/measuring-ai-uptake-in-the-workplace-20240205.html
https://www.csis.org/analysis/ai-diffusion-framework-securing-us-ai-leadership-while-preempting-strategic-drift
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Lastly, the above metrics point towards a growing gap between the US and China on one hand, and the EU on the 

other. This means that the relative economic and military strength of Europe is likely to be diminished as the two 
superpowers take advantage of AI. Moreover, other middle powers, such as Saudi Arabia and the United Arab 
Emirates have made significant efforts to become more competitive in the technology and direct vast amounts of 

capital into AI capabilities. This trend is likely to put more pressure to the EU who finds itself competing with an 
ever growing amount of actors in the domain of AI. 

 
The causes of EU’s AI lag 
 
Even if the EU falls behind China in terms of AI publications, the bloc remains a world-leading centre for AI research, 
talent and universities. As a result, the EU’s AI lag is caused by its inability to translate scientific excellence into 

concrete market outcomes. In order to improve the EU’s position in AI, the structural reasons that have led to  this 
situation must be understood.  
 

One of the most common points of criticism against the EU’s digital policy has been its focus on imposing strict 
regulations and governance frameworks on innovators. In the 2019-2024 mandate, the European Commission 

adopted 93 pieces of legislation that were of relevance to technology innovators. According to Mario Draghi, these 
Regulations and Directives have been restrictive and inconsistent, and in turn, have hindered innovative companies 
in Europe at every stage of their growth.  

 
Some experts have tried explaining the EU’s AI lag based on this argument. In 2024, the EU adopted the Artificial 

Intelligence Act, the world’s first law to regulate AI systems. The regulation seeks to protect consumers and citizens 
from the harms that high-risk AI systems impose. However, it could also impose high costs of compliance and may 
have driven AI innovators away from building models in the EU. According to some estimations, the costs of 

complying with the AI Act’s legal obligations for so-called ‘high-risk’ AI systems may reach the range of €193,000 
and €330,000. Besides the AI Act, innovators are also faced with legal uncertainty stemming from other 
regulations.  

 
However, the EU’s regulatory approach to AI can also bring benefits to businesses and consumers. Firstly,  

adherence to strict legal standards can help boost consumer trust in AI. But if left unchecked, the risks that stem 
from the technology can deter its adoption. Thus, effective regulation can provide benefits for European AI 
businesses. Secondly, the EU’s initiative to legislate on AI harmonised rules across Member States and prevented 

the risk of regulatory fragmentation. Thus, the alternative to the EU ’s AI Act would have likely been the creation 
of 27 different regulatory regimes, which would have imposed a higher burden on businesses.  
 

In addition, the EU’s innovation lag cannot be attributed to regulation alone. Before 2016, the EU’s Single Market 
was not heavily regulated and was only governed by two pieces of legislation: the 2000 e-Commerce Directive and 

the 1995 Data Protection Directive. Despite the lack of digital regulations, the EU still failed to produce successful 
technology companies in that period. Most of the EU regulations commentators have criticised, such as the AI Act 
and the Digital Services Act (DSA) were adopted in the early 2020s. As a result, other structural causes should be 

examined to understand the EU’s inability to nurture frontrunners in AI and in digital technologies more broadly.  
 

Columbia Professor Anu Bradford has argued that alternative factors, other than regulation, have held the EU’s 
digital and AI economy back. One of the most major impediments has been the lack of a European Digital Single 
Market. While some steps have been taken towards further integration, the European market remains fragmented 

for AI companies that require scale in order to grow. Companies are required to navigate 27 different legal regimes 
for businesses, including differences in labour laws and tax systems. According to the IMF, Europe’s internal 
barriers are equivalent to a tariff of 110% for services. That puts European start-ups in a disadvantage compared 

to their US and Chinese counterparts that begin their growth journeys in largely homogenous markets.  
 

Another significant impediment has been Europe’s shallow and fragmented capital markets. Innovative companies 
in the US have benefited largely from the existence of a vibrant Venture Capital (VC) ecosystem, in which firms are 

https://www.bcg.com/publications/2025/the-gcc-ai-pulse-mapping-the-regions-readiness-for-an-ai-driven-future
https://aiworld.eu/story/from-beijing-to-san-francisco-what-neurips-2025-reveals-about-ai-leadership
https://www.bruegel.org/system/files/2024-06/Bruegel_factsheet_2024_0.pdf
https://commission.europa.eu/document/download/97e481fd-2dc3-412d-be4c-f152a8232961_en?filename=The%25252520future%25252520of%25252520European%25252520competitiveness%25252520_%25252520A%25252520competitiveness%25252520strategy%25252520for%25252520Europe.pdf
https://artificialintelligenceact.eu/
https://artificialintelligenceact.eu/
https://www.ceps.eu/clarifying-the-costs-for-the-eus-ai-act/
https://www.bruegel.org/dataset/dataset-eu-legislation-digital-world
https://scholarship.law.columbia.edu/cgi/viewcontent.cgi?params=/context/faculty_scholarship/article/5567/&path_info=Bradford_The_False_Choice_Between_Digital_Regulation_and_Innovation.pdf
https://scholarship.law.columbia.edu/cgi/viewcontent.cgi?params=/context/faculty_scholarship/article/5567/&path_info=Bradford_The_False_Choice_Between_Digital_Regulation_and_Innovation.pdf
https://www.imf.org/en/publications/reo/eu/issues/2024/10/24/regional-economic-outlook-europe-october-2024
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more willing to invest in high-risk, high-reward technology start-ups. Whereas the US represents 52% of the world’s 

venture capital market, the EU only represents 5%. European companies also struggle to attract American VC 
investments, as geographical proximity plays a role in firms’ decisions, according to empirical data. As a result,  
European innovative companies have to rely on risk-averse banks in order to finance their operations. 

 
Taken together, these alternatives variables provide a more comprehensive explanation of the EU’s AI lag. While 
the costs of complying to the EU’s digital regulation can be excessive, these laws also provide trust for consumers 

and certainty for businesses. At the same time, the EU’s internal fragmentation and the lack of VC funding are 
more likely to be responsible for the lack of European AI capabilities. Any effort to reverse Europe’s AI gaps must 

start by addressing these structural challenges. 

 
The EU’s AI strategy and the way forward 
 
Europe’s AI lag has prompted officials in Brussels to expand the EU’s AI strategy beyond product regulations and 

adopt new sets of measures to spur innovation. In April 2025, the European Commission adopted the AI Continent 
Action Plan to accelerate efforts across five domains: compute infrastructure, data, skills, and compliance. While 

the AI Continent Action Plan is a welcome step, it does not effectively address the root causes of the EU’s 
bottlenecks, as described above. Therefore, an additional set of policy measures will be required to improve the 
current approach and allow Europeans to reap the strategic and economic benefits of AI.  

 
In the first quarter of 2026, the European Commission is expected to put forward a new proposal that will aim to 

tackle internal barriers for start-ups and lead to a more integrated Digital Single Market. This has been dubbed the 
‘28th regime’ as it will establish a single and harmonised set of EU-wide rules that would allow innovative AI 
companies to scale, instead of having to deal with 27 different regimes. At the 2026 World Economic Forum, the 

President of the European Commission added that the proposal would allow anyone to register a company fully 
online and within 48 hours.  
 

While these are steps in the right direction, it is not clear yet whether the initiative will take place via a Regulation 
or through a Directive. The European Parliament’s opinion to introduce a Directive is likely to lead to a fragmented 

transposition and kill the spirit of the policy. It is then important that the European Commission swiftly implements 
this idea as a Regulation. 
 

For AI companies to scale across Europe’s 27 different markets, it is also urgent that they are able to raise private 
funding. The American VC ecosystem has benefited from leveraging institutional investments, such as those 
coming from pension funds and insurance funds. This model is challenging for the EU to replicate in the short-term 

as its pool of pensions is smaller. Member States could this aim to deliver attractive returns to pensioners and 
finance innovation by encouraging supplementary pension schemes through beneficial tax treatments or applying 

opt-out mechanisms.  
 
However, Europe still benefits from a deep pool of insurance capital, which remains underexposed to VC. Member 

States should signal their political backing to encourage insurance funds and other institutional investors to 
rebalance their portfolios towards innovation. A mere 0.1% shift in asset allocation of insurers assets would 

channel an additional €10 billion into Europe’s VC ecosystem.   
 
Besides market access and investments, innovators will benefit from regulatory certainty. Although the EU’s AI Act 

should not be held responsible for the bloc’s AI lag, it could still prevent the creation of new AI firms if its 
implementation is not done well. To this end, the European Commission introduced the Digital Omnibus on AI 
Regulation with the aim to simplify the AI Act and ease the burdens on innovators. However, this proposal has 

come under scrutiny from civil society organisations as it threatens to undermine critical safeguards, such as the 
protection of personal data. While the EU should pursue simplification, especially in compliance reporting 

requirements for SMEs, the removal of the AI Act’s safeguards could hurt the already declining consumer trust in 
AI systems.  

https://www.eib.org/en/publications/online/all/the-scale-up-gap
https://academic.oup.com/edited-volume/38576/chapter-abstract/334580287?redirectedFrom=fulltext
https://www.forbes.com/sites/craigsmith/2023/02/14/europes-venture-capital-scene-is-narrowing-the-gap-with-the-us-despite-global-investment-slowdown/
https://digital-strategy.ec.europa.eu/en/library/ai-continent-action-plan
https://digital-strategy.ec.europa.eu/en/library/ai-continent-action-plan
https://ec.europa.eu/commission/presscorner/detail/da/speech_26_150
https://www.europarl.europa.eu/RegData/etudes/BRIE/2025/779233/EPRS_BRI(2025)779233_EN.pdf
https://www.tresor.economie.gouv.fr/Articles/d983965d-9dd8-459e-a28e-5d601f744ffd/files/53bfcd52-a044-4f96-97ed-ed23985498a8
https://www.tresor.economie.gouv.fr/Articles/d983965d-9dd8-459e-a28e-5d601f744ffd/files/53bfcd52-a044-4f96-97ed-ed23985498a8
https://digital-strategy.ec.europa.eu/en/library/digital-omnibus-ai-regulation-proposal
https://www.beuc.eu/letter/consumer-views-digital-omnibus-proposals-keep-protections-under-gdpr-and-uphold-ai-act
https://www.euronews.com/next/2025/12/04/europe-falls-behind-in-ai-adoption-as-gen-z-in-emerging-economies-embrace-it-oecd-report
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But even if the above measures spur the creation of new AI firms, these innovators are expected to face some 
additional challenges. The EU’s limited compute capacity in AI, as described above, means that these companies 
will be forced to form a partnership with an American large company in order to access compute resource and 

train their models. In order to avoid these dependencies form consolidating, it then becomes urgent that the EU 
be able to offer its own compute resources to its aspiring frontrunners.  
 

Here, the AI Continent Action Plan addresses this gap with the EU’s AI Gigafactories and AI Factories programme . 
The Gigafactories initiative specifically will receive €20 billion investments in order for each to contain 100,000 

cutting-edge chips and help train large and complex AI models. However, industry representatives have expressed 
concerns that no more than 70 companies or consortia will be able to take advantage of such infrastructure. 
Therefore, it is crucial that these efforts are complemented by a concrete set of incentives for the creation of new 

AI start-ups and firms.  
 
It then remains to be seen what sort of models European start-ups will build on top of this infrastructure. While 

the EU and its institutions should refrain from choosing champions, there is room for European support to fund 
new breakthroughs and link the development of AI models to existing demand.  

 
In November 2025, France and Germany announced an upcoming Frontier AI Initiative that will be launched in Q1 
2026, in collaboration with the European Commission. According to reports, it will create a nonprofit lab that will 

drive research which has either been overlooked or is not viable for market players to pursue. If done effectively, 
this work can be crucial as more and more experts have argued that the current paradigm of AI development is 

reaching its limits. The Frontier AI Initiative should pursue strategic bets on frontier AI, including bets on spatial 
and physical intelligence.    
 

Finally, the EU should pursue better links between AI development and AI adoption in order to ensure that the 
technology is viable and that it yields concrete benefits for Europeans. In October 2025, the European Commission 
published the Apply AI Strategy which included sectoral flagship initiatives that aim to boost AI adoption across 10 

industrial sectors. Moreover, the Apply AI Strategy promotes a ‘buy European’ approach for the public sector with 
a focus on open-source solutions. This last part is likely the most crucial component of the Strategy and should be 

extended to the private sector as well for the EU to fix its AI adoption gap.  
 
Open-source AI systems and open weights AI systems grant users access to study how the system works and modify 

it for any purposes. As a result, they are highly customisable and cheaper that proprietary AI modes. An MIT study 
found that closed AI models cost users six times as much as open ones despite offering only moderate performance 
advantages. As a result, a proliferation of open AI models is likely to boost adoption within Europe’s low-resource 

actors, such as SMEs. In order to promote the development of European-made open AI models, and mitigate the 
surging popularity of Chinese open models, there is a need for concrete set of incentives that will encourage start-

ups to follow this path. The EU should set specific quotas for its AI funding instruments – whether the AI 
Gigafactories or investAI – to be dedicated to the development of open AI solutions.  
 

In conclusion, the way ahead for the EU’s AI strategy lies in breaking away from the false dilemma between 
regulation and accelerated innovation. The competitive dynamics between the US and China on AI have prompted 
some experts and industry representatives to push back against regulatory safeguards. More recently, the feud 

between the US Department of War and the AI firm Anthropic exemplified this debate, as the firm refused to drop 
its safety red lines over the use of its tools by the US military. 

 
But as seen above, effective guardrails can boost trust and propel innovation forward. In contrast, an unregulated 
environment is likely to generate mistrust and public backlash. Five times as many Americans are concerned than 

are excited about AI, which has led to calls to slow down AI acceleration in the US. Even in the realm of defence, 
where safety red lines can be perceived as inherent weaknesses, the absence of guardrails can manifest as 

inefficient resource allocation, friendly fire incidents or the misidentification of targets. The EU should continue to 

https://digital-strategy.ec.europa.eu/en/policies/ai-factories
https://sciencebusiness.net/news/ai/eus-ai-gigafactories-need-rethink-says-industry
https://cfg.eu/frontier-ai-initiative/
https://www.mlex.com/mlex/articles/2429406/europe-s-planned-pioneering-ai-lab-attracts-backing-of-30-researchers
https://www.nytimes.com/2026/01/26/technology/an-ai-pioneer-warns-the-tech-herd-is-marching-into-a-dead-end.html
https://drfeifei.substack.com/p/from-words-to-worlds-spatial-intelligence
https://digital-strategy.ec.europa.eu/en/policies/apply-ai
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=5767103
https://www.dataprovenance.org/economies-of-open-intelligence.pdf
https://digital-strategy.ec.europa.eu/en/news/eu-launches-investai-initiative-mobilise-eu200-billion-investment-artificial-intelligence
https://ainowinstitute.org/publications/research/1-3-ai-arms-race-2-0-from-deregulation-to-industrial-policy
https://www.theguardian.com/technology/2026/mar/09/anthropic-artificial-intelligence-pentagon
https://time.com/7377579/ai-data-centers-people-movement-cover/
https://www.pewresearch.org/global/2025/10/15/concern-and-excitement-about-ai/
https://www.politico.com/news/2026/03/11/data-center-moratorium-gains-traction-among-hill-progressives-00814163
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pursue its trustworthy approach to AI development at the same time as new policies are implemented to boost 

innovation within that framework. 

 
Greece’s AI challenges and prospects 
 
As an EU Member State, Greece is facing many of the challenges mentioned above. As a smaller economy with a 

limited market of business and consumer customers, Greece would benefit from these broader reforms at the EU 
level. For example, while Greece is home to an impressive number of 188 AI start-ups, most of them are 

concentrated in early stages of funding. This trend aligns with the structural challenge that Europe faces in 
attracting late-stage investment and turning start-ups to scale-ups. As a result, Greece should promote relevant 
reforms at the EU-level. The upcoming Greek Presidency of the Council of the European Union in the second half 

of 2027 present a window of opportunity for the country to set the agenda on these points.  
 
Besides EU-level reforms, much can be done at the national level in order for Greece to seize the opportunities of 

the AI revolution. It is noteworthy that at the 2023 NeurIPS – the world’s top AI conference - 11% of the top papers 
selected for an oral presentation had a Greek co-author. The selectiveness of NeurIPS indicates that Greece 

produces world-class AI researchers and developers. However, it is also the case that Greek AI talents often work 
and conduct research abroad. The main aim of Greece’s AI strategy should then be to become attractive to its own 
AI professionals and provide them with the necessary conditions that will turn Greece into an AI exporter.  

 
First of all, this would require that Greece finds and pursues its own distinct niche in AI. The resource-intensive 

nature of AI development means that smaller countries can only improve their position through dominance of 
specific vertical AI industries. To do this best, smaller countries need to use their national context to their 
comparative advantage. In 2024, the High Level Committee on AI published a Blueprint for Greece’s AI 

Transformation. While the document explores how Greece can enhance the business ecosystem, strengthen 
education, and support public administration, it refrains from defining and pursuing distinct advantages in niche 
areas of AI development within the private sector. 

 
For example, as a significant agricultural producer within the EU, Greece could focus its limited resources on 

developing and exporting AI models in agriculture. This would empower Greek farmers through precision farming 
techniques and AI robots that can perform field work. It would also provide added value to Greek AI developers 
who would be able to collect high-quality data from the field and improve AI services in agriculture both in Greece 

and abroad. Initial support from the Greek Government and the EU may be required to help connect farmers to AI 
solutions and compensate for the lack of skills and trust. But as such solutions begin to scale, this market gap will 
likely be filled by the AI developers themselves who could become able to build AI solutions on-site and in close 

coordination with farmers. 
 

Another example of a distinct niche that Greece could pursue is AI for climate resilience. AI systems can improve 
environmental monitoring and enhance early-warning systems for fires, heatwaves, draughts and water 
management. The development of Greek AI solutions that help predict such events can enhance preparedness and 

improve crisis relief for local communities. Moreover, Greek AI developers would be able to export their solutions 
to a number of public and private actors that face similar climate-related challenges, such as in Southern Europe, 

California or Australia. 
 
Besides the relevance that these two AI niches hold for Greece, the country is also well-positioned to provide AI 

compute infrastructure to interested innovators. Greece will host one of the EU-funded AI Factories under the 
name ‘Pharos’ with the aim to accelerate AI innovation in health, the Greek language and culture and sustainable 
development. The project will be supported by a budget €30 million, over a period of 36 moths. Greek AI solutions 

in agriculture or in climate resilience should receive priority access to valuable computational resources through 
this initiative in order to encourage innovators to develop Greece’s niche.  

 

https://therecursive.com/greece-ranks-second-in-number-of-ai-startups-in-cee-for-2024-according-to-state-of-ai-report/
https://www.tovima.com/society/greeks-make-up-11-of-global-top-0-5-of-ai-researchers/
https://foresight.gov.gr/en/studies/A-Blueprint-for-Greece-s-AI-Transformation/
https://www.tovima.com/opinions/greeces-farmers-under-pressure-and-the-role-ai-could-play/
https://eur-lex.europa.eu/resource.html?uri=cellar:194ae542-a421-11f0-97c8-01aa75ed71a1.0001.02/DOC_1&format=PDF
https://stip.oecd.org/stip/interactive-dashboards/policy-initiatives/2025%2Fdata%2FpolicyInitiatives%2F200002427
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Greece has the AI talent, and soon will acquire capabilities in AI compute infrastructure. Combined with the 

necessary reforms in the Digital Single Markets and in Europe’s VC ecosystem, this means that Greek AI innovators 
have the potential to become developers and even exporters of critical AI solutions. However, the current state of 
the AI competition forces smaller states to make targeted choices with their limited resources. Casting a wide net 

will stretch efforts thin and lead to suboptimal results. Instead, Greece should provide incentives for its talent to 
pursue excellence in one or two AI vertical domains.  

 
Conclusion 
 
AI may drive a significant economic transformation akin to the impact of the steam engine, the electric dynamo 
and the personal computer. But while past technological revolutions drove prosperity, they were not evenly 

distributed. The current characteristics of the AI landscape indicate that the European Union risks finding getting 
the short end of the stick. Without frontrunners that develop frontier AI systems and without businesses and 
workers that are able and willing to make use of AI, the economic benefits of the technology are likely to flow to 

the United States and China. Reversing this trend may be one of the most important challenges that Europeans 
face today. It will require tackling long-standing barriers and thinking creatively about the ways in which AI systems 

and applications can improve the lives of EU citizens. For an even smaller actor like Greece, this task seems 
daunting. In order to establish its presence in the AI revolution, the country will need to diagnose its strengths with 
honesty and hone a critical and unique niche in AI. 

 
 

 
 

 
 
 

 

 

 


