EU Dependence on U.S. Technology

— Europe’s proposed delay in implementing the Al Act, while understandable,
would not solve the EU’s tech competitiveness problems.

—By announcing strict rules and then delaying them, the EU would
undermine its credibility as a global rule-setter without gaining the
scale, capital, or technological autonomy it needs to compete with the
United States and China.

Introduction

The EU has sought for many years to assert regulatory supremacy by leveraging
its large consumer market to impose strict standards on digital policy, such
as the General Data Protection Regulation (GDPR), Digital Markets Act, and
Digital Services Act (DSA). The EU now hopes to put the brakes on some of
these ambitious digital regulations in response to concerns from industry and
policymakers about implementation and their potential impact on European
competitiveness.'

In November 2025, the European Commission unveiled omnibus proposals
on digital and Al to streamline and simplify existing laws and protect EU
competitiveness.? It also proposed delaying the implementation sections of the
landmark 2024 Al Act that govern high-risk Al systems that were due to enter
into force in August 2026. Many companies welcomed the additional time to
resolve technical uncertainties, while others are concerned about the impact of
the delay in having clear, finalized Al standards.

Europe’s dependence on U.S. digital infrastructure

Only four of the world’s 50 largest tech companies are based in Europe.’> And
across the EU, 80% of digital technologies are imported from the United States
and China.*

European firms rely heavily on U.S. cloud services, semiconductors,
foundational Al models, and software platforms.’

In cloud computing, U.S. hyperscalers, such as Amazon Web Services,
Microsoft Azure, and Google Cloud, account for 70% of the European market,
while European providers account for just 15%.°

Semiconductors present an even clearer example of asymmetry. The EU
produces less than 10% of global semiconductor output, while U.S. and
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Asian firms dominate the production of advanced Al-relevant chips.” Despite
initiatives such as the EU Chips Act, Europe remains dependent on foreign
suppliers for high-performance computing, a prerequisite for training and
deploying advanced Al models.

This dependency also extends to Al. European businesses overwhelmingly
rely on U.S.-developed large language models and foundation models, which
benefit from superior access to compute, proprietary datasets, and capital
markets.® European alternatives exist, but they are typically under-resourced
and constrained by limited scale. In 2024, U.S.-based institutions produced 40
notable Al models, and China had 15, while Europe had just three.’ In addition,
U.S. private investments in generative Al exceeded the combined EU and UK
total by $25.5 billion in 2024.'°

This underscores the asymmetry in exposure and risk: the EU depends far more
on U.S. digital services than the United States depends on European providers.
In most cases, American alternatives to European services exist, while the
reverse is often not true.

Al Act

The Al Act, as drafted, seeks to provide firms with clear implementation rules
to accelerate the development and deployment of trustworthy Al and attract
investment toward Al systems that meet high ethical and safety standards.!!
Prompt implementation of the regulation would also establish a stable,
domestic market for EU startups to scale before foreign competitors fully adapt
to European standards.

In the short term, the implementation of the Al Act may impose costs on firms,
particularly on European small and medium-sized enterprises, as they tend
to prioritize legal certainty over experimentation.!> These compliance costs,
particularly for high-risk Al, would likely slow some tech deployment to
ensure quality. However, these costs are arguably a strategic down payment. By
establishing a regulated, rights-compliant digital environment, the EU’s efforts
would reduce long-term strategic dependence on U.S. technology providers, so
long as they are paired with capital market reforms.

Implementation is also expected to affect EU investment in the near term.
The rollout of the GDPR led to a 13% reduction in venture capital investment
deals in the EU by U.S. investors.!* The pullback of U.S. investors from EU
deals eventually moderated, suggesting the market partially adapted to the new
regulatory environment.'*

Explaining and assessing the proposed delay

The Commission proposed a delay in implementing the Al Act to allow more
time for the harmonized technical standards, guidelines, and support tools
for high-risk Al systems to be finalized.!* The proposal would likely lead to
improved enforcement quality and legal certainty. It would give firms a clearer
path to compliance, time to comply with new guidelines, and align Al with



technical requirements. This would be expected to ease implementation and
foster innovation.

One of Europe’s core strengths in digital policy has been the so-called “Brussels
effect,” whereby EU regulation sets de facto global standards. Postponing
implementation of key sections of the Al Act, however, would weaken the EU’s
ability to shape global Al governance. By announcing a far-reaching framework
and then delaying its application, it risks undermining this credibility. Other
jurisdictions may move ahead with alternative approaches.

The proposed delay also likely reflects a deep anxiety among policymakers. '
They probably fear that early and strict regulation, coupled with its dependence
on U.S. digital infrastructure, could further disadvantage European firms
relative to foreign competitors and heighten Europe’s tech vulnerabilities.'’
Cloud concentration raises concerns about data sovereignty and resilience,
while reliance on foreign Al systems has implications for cybersecurity
and defense. In an era of heightened geopolitical tension, technological
dependence constrains foreign policy options and exposes Europe to external
shocks.

Recent tensions with the United States underscore these risks. In early
December 2025, the Trump administration accused the EU and its Member
States of pursuing “discriminatory and harassing lawsuits, taxes, fairness, and
directives” against U.S. service providers.'® Later in the month, the government
imposed a travel ban on former EU Commissioner Thierry Breton, who led
the drafting of the DSA, and four others, alleging that their efforts to regulate
online content amounted to censorship. '

Europe’s exposure to U.S. technology also carries financial risks. Valuations in
U.S. tech remain historically high and very concentrated. If market conditions
change abruptly, it could create spillovers for European firms and investors.

Conclusion

The Commission’s proposal to delay some of the Al Act may allow more time
for the harmonized technical standards, but it would not close Europe’s tech
gap. It is unlikely to attract investment in the near term, reduce U.S. dominance,
or create meaningful space for European champions. On the contrary, it would
likely generate uncertainty for firms, weaken the EU’s credibility as a global
rule-setter, and do little to narrow the widening technology gap with the United
States and China.

The EU should resist the temptation to compensate for structural weaknesses by
promoting national champions or relying heavily on sector-specific subsidies.
Europe’s core challenge is not a lack of regulation, but a lack of scale.

Instead, the EU should pursue policies that would enable firms to grow across
borders, attract capital, and compete globally by deepening capital markets,
harmonizing digital infrastructure standards, and reducing fragmentation.
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It should also leverage industrial policy measures that complement EU
regulations to ensure the tech sector has the resources it needs to compete.
Policymakers should use public procurement, which accounts for 14% of the
bloc’s GDP, to aggregate demand for European Al solutions, backed by the
Commission's €1.3 billion commitment to Al-based public technologies.?
Additionally, the EU should fast-track the ‘Al Factories’ initiative to provide
startups with subsidized access to high-performance computer infrastructure.?!

EXHIBIT 1.0 — GLOBAL PRIVATE Al INVESTMENT BY GEOGRAPHIC AREA,
BILLIONS OF DOLLARS, 2024
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EXHIBIT 2.0 — NUMBER OF NOTABLE Al MODELS BY SELECT GEOGRAPHIC AREAS, 2024
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