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For two decades, European economic growth has challenged the continent’s global
competitiveness and inhibited its rate of per capita income growth. Al adoption could help
economies accelerate labor productivity, driving growth and countering potentially negative
economic, political, and societal consequences. But it also has the potential to worsen Europe’s
competitive position if the continent misses the opportunity to take a more central role in Al’'s
development.

Europe’s window of opportunity to accelerate its embrace of Al is narrow but clear. The biggest
impediments to Al adoption across the continent are concerns over trust, security, and (national
dependency. Addressing these will likely accelerate adoption and, as a result, help reinvigorate
the world’s third-largest economic region while building economic resilience. Sovereign Al
capabilities potentially provide such a path if Europe can develop and control critical Al
capabilities, enabling greater flexibility in the form of national, economic, operational, and
technical independence.

This article lays out the potential shifts likely required across all stakeholders if such an ambition
is to be realized. It examines the existing strengths Europe could take advantage of to grasp the
opportunity Al presents for reigniting economic growth. There is still time: While 92 percent of
global businesses plan to ramp up their investment in gen Al over the next three years, only 1
percent say their efforts have reached maturity, and just 20 percent report tangible earnings
impact.! But seizing this chance requires urgency, scale, and collective resolve from Europe’s
public and private sectors. The continent will need to move with speed and unity.

Changing the trajectory of Europe’s productivity and growth

Europe’s prosperity and values were built on strong economic foundations, a history of
innovation and entrepreneurship, and public and regional support for growth in pursuit of
socioeconomic well-being.? This approach created globally leading industries and products and
underpinned societies offering broad opportunities and relative economic stability. For instance,
inequality across Europe is significantly lower than in the United States,® and the world’s top ten
most-socially-mobile countries are in Europe.*

Declining economic growth, however, is affecting this prosperity. From 2000 to 2024, the five-
year weighted average of GDP growth in the European Union slowed by 3.8 percent a year
(Exhibit 1.5 As a result, GDP per capita has grown less quickly than it could have, from an
average of $44,737 in 2000 to $59,649 in 2025—an increase of 33.3 percent. By comparison,
GDP per capita in the United States grew by 38.9 percent during the same period, from
$62,543 in 2000 to $86,699 in 2025.6

A core factor has been slowing labor productivity growth, the single largest driver of long-term
GDP and wages. Europe’s labor productivity growth has fallen by an average of 1.2 percent

"McKinsey UK Blog, “Not yet productive, already disruptive: Al’s uneven effects on UK jobs and talent,” blog entry by

Tera Allas and Andrew Goodman, McKinsey, July 14, 2025.

2 Unless otherwise noted, Europe is defined as the 27 member states of the European Union plus Norway, Switzerland, and the
United Kingdom.

3The most common measure of inequality is the Gini coefficient (or Gini index or Gini ratio), which measures the gap between in
income between a country’s richest and poorest people. The lower the Gini coefficient, the less income inequality. The Gini
coefficient of the European Union in December 2024 was 29.4 (“Gini coefficient for equivalized disposable income in the European
Union in 2024, by member state,” Statista, November 28, 2025), compared with 41.8 in the United States (“Gini coefficient by
country 2025,” World Population Review, accessed December 9, 2025).

4“Breaking the standstill: How social mobility can boost Europe’s economy,” McKinsey, May 27, 2025.

5World Bank Open Data GDP growth for Europe, 2020—-25.

6Real GDP per capita per year, in 2022 international dollars, converted using purchasing power parities; Total Economy database,
Conference Board, accessed December 5, 2025.
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Exhibit 1

Europe’s annual rate of GDP growth has declined by 3.8 percent a
year since 2000.
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annually from 2000 to 2025, resulting in almost stagnant growth of 0.2 percent for the 2022-25
period.” This is the result of a significant decrease in the growth of labor productivity, driven by
the slower adoption of innovation, lower investment in tangible and intangible assets, and
structural rigidities in the market that limit competitiveness. The impact of this trend persisting
could be stark. When GDP per capita grows by 2.5 percent to 3.0 percent each year, incomes

7 Growth in labor productivity per person employed in Europe, 2000—-25; Total Economy database, Conference Board, accessed
December 5, 2025.
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double every 25 to 35 years. When it decelerates to growth of 0.5 percent to 1.0 percent each
year, doubling incomes can take 70 to 100 years.® In a low-growth environment, citizens can no
longer look forward to living standards continuing to rise for them or their children, which may
result in an overall sense of stagnation. Many economic leaders have recognized this risk and
multiple efforts to address it are underway. But the more widespread adoption of Al could be a
powerful new tool to reignite labor productivity growth.

Grasping the Al opportunity to reignite growth

The emergence of Al presents a material opportunity for Europe to drive productivity growth
and economic prosperity by innovating, investing, and adopting the technology across the
continent. Time remains not only for Europe to place its bets and embrace the Al opportunity®
but to do so in a way that provides greater flexibility across the provider landscape for European
citizens, companies, and governments.

While there is a solid range of leading-edge European firms across the layers of the Al
technology landscape, the continent today is competitive in only a few areas and dominant in
almost none. In addition, public European corporations with revenue of more than $1 billion
annually invest less than their US peers in key areas such as R&D," and the difference is even
more pronounced when it comes to funding for Al (Exhibit 2

Exhibit 3 provides an overview of the Al technology stack and a perspective on Europe’s relative
position in each layer, including its key players. In layers three and four—that is, in data centers
and hardware—Al capabilities are largely provided by non-European suppliers, albeit with
notable exceptions in select parts of the semiconductor supply chain. These areas of European
competitiveness include ASML in lithography, ASM in deposition equipment, and Zeiss in
advanced optics." In layers five to seven—spanning cloud platforms, models, and applications—
European players exist, but they lack critical scale compared with global peers.

Itis unlikely Europe can advance everywhere; it will be important to be mindful of the layers and
capabilities in the Al ecosystem where it is realistic and beneficial for European players to gain
more competitiveness and seek scale. The continent will want to be strategic about where and
when it places its bets to ensure it has the right capabilities where it decides to compete.

The potential and benefits of boosting Europe’s Al sovereignty

Across Europe, concerns over trust, security, and dependency are impediments to Al adoption
that, if mitigated, are likely to accelerate adoption and productivity growth.” Sovereign Al
capabilities provide such a path, and we define it as a nation or region’s ability to develop and
control critical Al capabilities to provide greater technological optionality and autonomy within
their economic, political, and social context.”

The trend toward sovereign Al has accelerated globally, driven by a greater appreciation for the
transformational impact of these technologies and the desire of individual countries to ensure

8 This effect is also known as the rule of 70, used to estimate the number of years it takes for a country’s GDP to double, given a
constant annual growth rate.

9 “Time to place our bets: Europe’s Al opportunity,” McKinsey Global Institute, October 1, 2024.

0McKinsey Corporate Performance Analytics, 2015-22 weighted average R&D spend as share of revenue for top 2,500 spenders.

! See the ASML, ASM, and Zeiss websites.

2 Arnaud Tournesac, Klemens Hjartar, Matteo Martinelli, and Rossana Lo Re, “Boards are calling for more digital autonomy: How
ClOs can deliver,” McKinsey, November 19, 2025.

8 For more on the broad issue of technology sovereignty, see Tech: Forward, “The sovereign Al agenda: Moving from ambition to
reality,” McKinsey, December 18, 2025.
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Exhibit 2

American companies have invested about five times more in Al than
their European peers.
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W United States [l Europe' [l China 300

109

2020 2021 2022 2023 2024 ' Total

'European Union plus Norway, Switzerland, and the United Kingdom.
Source: Artificial intelligence index report 2025, Stanford HAI, 2025

McKinsey & Company

autonomy and optionality; there have also been instances in which dependencies on nonlocal
providers have drawn attention to the importance of sovereignty. Our recent survey of
European companies’ uptake of cloud and Al service solutions found security and sovereignty
topics to be a material driving factor behind lagging adoption: 44 percent of technology leaders
cited concerns about data security as a reason for not using the public cloud, for example, while
31 percent said the need to store data in a specific country or region prevented them from doing

“For example, press coverage of the International Criminal Court’s decision to seek a European alternative to Microsoft office
highlights the potential role of US government sanctions; Maxamillian Henning, “International Criminal Court to ditch Microsoft
Office for European open source alternative,” Euractiv, October 30, 2025.
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Exhibit 3

European performance across the Al ecosystem tech stack varies across each layer.

Layer
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Cutting-edge solutions delivering measurable outcomes for consumers,
enterprises, and governments, from co-pilots to workflow automation
with large language model interfaces as well as predictive analytics and
decision-support tools. This layer converts Al capability into economic
and societal value.

The core intelligence layer, made up of foundation and domain-specific
models trained on curated, high-quality datasets. It depends on robust
data pipelines, governance, and continuous learning loops to power
accuracy, adaptability, and responsible outcomes.

The orchestration layer providing scalable compute, storage, and
development environments for building and deploying Al systems. It
enables model hosting, APIs, MLOps, and data integration across public,
private, and hybrid clouds.

The silicon backbone of Al, from advanced graphics processing units
(GPUs), tensor processing units, and accelerators to memory and
networking chips, optimized for parallel processing and energy
efficiency. Innovation here drives model performance, cost efficiency,
and edge-Al deployment potential.

Physical infrastructure for compute-intensive workloads, designed for
reliability, cooling efficiency, and sustainability. Modern centers are
increasingly modular, software-defined, and co-located near renewable
energy and fiber-dense zones.

The digital circulatory system enabling data movement across and
between data centers, edge nodes, and end users. It spans
high-capacity intracenter networks, terrestrial fiber, subsea cables, and
emerging satellite links critical for low-latency Al applications.

The foundation for sustainable Al scale, ensuring continuous,
low-carbon, and cost-stable electricity. Integrates renewable
generation, grid optimization, and innovative heat recycling to balance
rising Al demand with climate goals.

The governance and assurance layer embedding safety, transparency,
fairness, and accountability across the stack. It combines regulation,
ethical frameworks, audit tooling, and technical safeguards to align Al
innovation with societal trust and compliance.

Fewer globally scaled consumer-facing Al platforms
compared to the US and China

+ Depth in applied Al research and industrial automation
use cases

+ Growing ecosystem of foundation and open-source
model developers.
Limited access to large-scale compute and high-quality
multilingual datasets
Strength in responsible data governance and
privacy-centric model development

Market largely dominated by non-European hyperscalers
Emerging but subscale sovereign cloud offerings within
Europe

Mature enterprise integration and software ecosystems
in key markets

+ Leadership in lithography and semiconductor equipment
No meaningful or at-scale role in hardware
manufacturing or design, especially for Al hardware such
as GPUs, creating dependence on non-European players

+ Expanding regional capacity with strong sustainability
credentials
High-quality colocation and hyperscale presence
concentrated in Western Europe
Data center supply driven by demand for non-European
hyperscaler cloud services

Advanced fiber networks across most European markets
Leadership in subsea-cable routes and cross-border
data connectivity

+ Fragmentation in national telecom markets limits unified
infrastructure scaling

+ Among global leaders in renewable-energy integration
and smart-grid innovation
Rising power demand from data centers and Al
workloads testing grid resilience
High energy prices, creating risks for industry and
emphasizing need for investment, energy efficiency, and
grid modernization.

Recognized as world leader in Al regulation and
governance frameworks

+ Advanced institutional infrastructure for Al ethics and
oversight

+ Implementation and enforcement capacity vary,
especially across EU member states

s0.” Given the choice, leaders exhibited a preference for European hosting options for systems

and data (Exhibit 4).

In practice, this could result in different forms and degrees of Al sovereignty as governments,

For more insight on European attitudes to technology adoption, see Arnaud Tournesac, Klemens Hjartar, Matteo Martinelli, and
Rossana Lo Re, “Boards are calling for more digital autonomy: How ClOs can deliver,” McKinsey, November 19, 2025.

Accelerating Europe’s Al adoption: The role of sovereign Al

6


https://www.mckinsey.com/capabilities/tech-and-ai/our-insights/boards-are-calling-for-more-digital-autonomy-how-cios-can-deliver

Exhibit 4

European options are preferred across most Al domain solutions.

Question: For each domain, what would be your preferred hosting option(s) for your systems and data?,
multiple choice question, % of respondents
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Product
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Source: McKinsey survey of more than 100 technology leaders (ClOs, heads of IT, heads of infrastructure, and heads of cloud) in France, Germany, Italy, and Spain working at companies across
industries, with 35 percent being companies with more than $5 billion in annual revenue, July 2025
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enterprises, and providers require and offer services based on specific needs for security,
independence, and speed. But one thing seems certain: There is clear demand for sovereign
solutions. In sizing Europe’s sovereign Al opportunity, we found it could unlock up to €480
billion in value annually by 2030 (Exhibit 5). In this European digital sovereignty scenario, a high
level of technological sovereignty would drive high levels of Al adoption and have a resulting
impact on overall GDP (for more, see sidebar, “Assumptions for Al adoption and sovereignty
scenarios”).

This scenario estimates European makers in the Al ecosystem will contribute an annual GDP
uplift of €63 billion from the locally retained share of value created by companies selling Al
ecosystem services. At the same time, we forecast €416 billion in additional GDP from takers,
which represents the productivity gains across the economy due to increased adoption of Al.
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Exhibit b

A high-adoption, high-sovereignty Al scenario could increase Europe’s
annual GDP by €480 billion by 2030.
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The path forward: Building Europe’s Al capability

Building sovereign Al is not about isolationism but ensuring Europe has Al-first solutions and full
technology stacks in domains that play to the continent’s strengths and imminent needs, from
healthcare to defense, industrials, B2B software, and insurance. This is not to suggest it will be
easy. It requires focusing on Al adoption beyond the pilot phase' and a step change in
European efforts, generally demanding investment, cross-border coordination, innovation, and,
most importantly, targeted decisions about where to compete. It may not be necessary or
realistic for Europe to seek a leading position in every vertical domain. But it should aspire to
lead decisively in those areas that both secure autonomy and unlock productivity growth, which
are foundations of future prosperity. Looking at our Al ecosystem stack (see Exhibit 3), Europe
has an opportunity to focus on three layers in particular: Al applications, models, and tools.

Focus on Al applications that unlock economic opportunity

The greatest value creation in the Al ecosystem accrues at the top of the stack in applications
and use cases that directly transform productivity, customer experience, and decision-making.
Together, they capture the highest operating margins in the ecosystem, typically 25 to 35
percent, reflecting their proximity to end users and their ability to generate tangible business

®«The state of Al in 2025: Agents, innovation, and transformation,” McKinsey, November 5, 2025.
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Assumptions for Al adoption and sovereignty scenarios

To assess the potential economic impact of adoption of sovereign Al in Europe, we developed a
methodology considering both the extent of Al and automation adoption and the degree of Al
sovereignty achieved in the period from 2025 to 2030. We considered four sovereign Al adoption
scenarios:

— European digital sovereignty is the scenario in which Europe adopts Al and automation at an
accelerated rate while simultaneously ensuring European makers capture a majority of value and
set standards (such as privacy, technical, and ethical) while the sovereign Al ecosystem scales,
enabling larger uptake among sensitive industries (including banking and defense).

— Externalized growth is the scenario in which Europe adopts Al and automation at an accelerated
rate by relying on non-European providers that capture large share of economic value generated.
At the same time, Europe lacks strategic control over the technology, which results in marginally
lower uptake in sensitive industries.

— Underdeveloped independence is the scenario in which Europe doesn’t accelerate Al adoption
but achieves independence by enforcing local solutions that potentially cannot deliver similar
productivity benefits compared with solutions from global providers.

— Missed opportunity is the scenario in which Europe lags in Al and automation adoption and
continues to rely predominantly in foreign solutions.

Our approach modeled the economic impact of each scenario by analyzing the effect on both supply
(makers) and demand (takers). The key drivers were additional Al adoption and economic multiplier
effects, with the availability of sovereign solutions unlocking additional Al adoption and enabling
larger Al uptake amongst sensitive industries, while multiplier benefits come from having European
players retain development, investment, and spending in the region.

outcomes. Europe has an opportunity to break the cost curve of technology, turning its
industrial depth and research excellence into scalable Al products that solve high-value,
domain-specific problems—and lead to breakthroughs in the efficiency of the software
development life cycle are highly correlated to innovation power in broader product
development.

In manufacturing, European industrial powerhouses can combine industrial data with open
standards to create a software-driven growth engine. For example, Germany’s machinery sector
is one of the largest and most advanced in the world, with €262.9 billion in annual turnover in
2023." Its vast installed base of connected equipment continuously generates operational data

""“The machinery and equipment industry in Germany,” Germany Trade & Invest, March 4, 2025.
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on performance, energy use, and maintenance. Similar potential exists across Europe’s key
verticals, from Al-enabled drug discovery and diagnostics in life sciences to autonomous grid
management in energy, where domain-specific models and applications can deliver both
productivity and new exportable services.

Focus on targeted Al tools where there is a right to win

Europe’s competitive advantage lies where its regulatory rigor, technical depth, and sector
expertise converge, especially in industrial Al, applied research, and regulated-market
applications such as healthcare, mobility, and energy. These are areas in which trust, precision,
and domain know-how matter as much as compute power. In industrial automation, for example,
European firms such as Siemens® and Bosch™ are already demonstrating how Al can be turned
into products as software, leveraging machine-building data to develop applications, such as
Siemens’ Industrial Copilot for engineering code generation and Bosch'’s ctrIX application
ecosystem for Al-driven machine control.

European companies are also home to vast unstructured proprietary data not accessed by the
large language models powering gen Al globally. Tapping into that data could lead to the
development of “small language models” that are particularly valuable to specific domains,
further enhancing Europe’s competitiveness.

Focus on applications and models that matter for productivity

Applications and models are also where Al’'s productivity payoff can be realized. According to
the McKinsey Global Institute,?® gen Al could automate activities that consume 60 to 70 percent
of employee time. In a high-adoption, full labor redeployment scenario, this uplift could reach 3.1
percent annually by 2030,* enough to close much of the productivity gap with the United
States. In Europe’s industrial sectors, those gains can be amplified by Al, including through
copilots, predictive analytics, and optimization tools that target complex, high-value workflows.
Predictive maintenance, energy optimization, and intelligent scheduling can already deliver up to
40 percent increases in labor productivity and almost 50 percent reductions in lead times in
lighthouse factories,? while Al-assisted R&D and drug discovery can accelerate development
timelines by an average of more than six months.” Focusing investment at the application layer
ensures productivity benefits diffuse fastest across the economy.

Aspire for sovereignty where it is necessary

The same layers that offer the most economic and productivity value also carry the greatest
sovereignty risk. Applications, models, and tools are where the most sensitive information
resides, such as industrial intellectual property, health data, and public records, making them
especially vulnerable to dependency on non-European providers. Critical services could run on
European-controlled (but not necessarily European-owned) cloud, while physical assets such as
data centers and hardware can be localized, secured, and governed within European
jurisdictions. These foundational layers, when combined with sovereign cloud and data policies,
provide a base of resilience. But long-term autonomy requires extending sovereignty upward
into software and data, ensuring European optionality over the systems that interpret, generate,
and act on information.

8 “Bosch and Cariad bring Al for automated driving into series production,” Vision Mobility, August 11, 2025.

® Kitty Wheeler, “CEO to prove how Siemens leads the industrial Al revolution,” Al Magazine, November 28, 2025.

20«The economic potential of generative Al: The next productivity frontier,” McKinsey, June 14, 2023.

21 “A new future of work: The race to deploy Al and raise skills in Europe and beyond,” McKinsey Global Institute, May 21, 2024.

22 Dinu de Kroon, Rahul Shahani, and Ruth Heuss, and Jasper Glenewinkel, “The continuing evolution of the Global Lighthouse
Network,” McKinsey, September 16, 2025.

2 “Unlocking peak operational performance in clinical development with artificial intelligence,” McKinsey, January 9, 2025.
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By innovating and competing at the model and application layers, Europe can turn its industrial
and research advantages into a competitive Al engine while progressively deepening capability
further down the stack. Building models attuned to a European context, including multiple
languages, regulations, and industrial strengths, would not only accelerate adoption but also
strengthen Europe’s right to win in global Al markets.

Ensure a secure, cost-competitive Al foundation

Focusing on Europe’s strengths—applications, models, and tools—does not mean neglecting the
rest of the Al ecosystem. The continent can remain strategic in leveraging its existing strengths
across the Al technology stack, from ASML's global leadership in lithography to Infineon’s power
electronics, for example,?* and has an opportunity to leapfrog into lower-cost energy-efficient
chips, optical and quantum computing, and new model architectures, as well as attracting
leading global companies.

Ensuring the foundations for Al scale are secure and cost-competitive requires facing the
challenge of high energy prices by accelerating investment in abundant, low-carbon energy; grid
modernization; and the availability of cutting-edge compute capacity so access to power and
graphics processing units does not become a constraint on European innovation.

Europe’s technology ecosystem should remain open and interoperable. Competing globally will
likely require partnerships and coexistence with non-European providers, particularly in hybrid
architectures in which sovereign solutions coexist with public offerings. For many industries, the
winning model seems likely to combine the trust and control of sovereign Al with the scale and
flexibility of global platforms. Striking the balance between autonomy and openness as well as
specialization and scale will be essential to turn Europe’s Al ambition into sustainable, system-
wide competitiveness.

Implications for European enterprises and innovators

Europe’s Al approach stands at an inflection point. The Al race is no longer about
experimentation but execution, scale, and strategic positioning. Closing the competitiveness gap
requires European enterprises to focus their efforts on building distinctive Al applications,
models, and ecosystems that combine world-class engineering with European standards of trust
and responsibility. It short: Incumbents should go all in to build Al-first businesses, cannibalizing
themselves and finding new value propositions before others do.

Al makers can build the foundation for sovereign scale

Europe’s telcos, data center operators, and cloud providers are the industrial backbone of its
digital future. Competing globally means accelerating the build-out of sovereign, scalable, and
sustainable Al infrastructure. They can do the following:

— Invest where scale meets sovereignty. Makers can expand Al-ready data centers

24“Time to place our bets: Europe’s Al opportunity,” McKinsey Global Institute, October 1, 2024.
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located in Europe while partnering with hyperscalers through sovereign cloud agreements
that ensure local legal and operational control (examples include T-Systems’ Open Telekom
Cloud and OVHcloud’s sovereign approach®).

— Form vertical alliances. Infrastructure makers can integrate with application developers
and industrial users, using European platforms such as Manufacturing-X and CERN openlab,
which connect data owners, telcos, and OEMs to create trusted data pipelines.®® Scaling
these networks can help Europe capture synergies between compute, connectivity, and
applied Al innovation.

— Co-invest in compute and energy efficiency. Large-scale public and private investment
will be required to build the data centers needed to meet demand for an expected tripling of
compute capacity by 2030.” Enabling this will require data center builders and energy
providers to coordinate their growth plans; the most competitive European data center
operators will be those combining energy efficiency with regulatory compliance and data
sovereignty.

Al takers can accelerate from pilots to transformation

Europe’s enterprises, the takers of Al, should have a clear priority: shifting from experimentation
to scaled transformation. The productivity potential is enormous, but realizing it demands a
transformative approach, integrating Al into products, processes, and people. In our experience,
most organizations remain trapped in pilot purgatory, deploying gen Al in isolated proofs of
concept rather than reengineering end-to-end business processes. To make the transition to
scaled transformation, they can do the following:

— Focus on value-adding Al applications. Companies should prioritize building Al copilots
and domain-specific models tailored to their industries, such as intelligent maintenance
systems for manufacturing and generative design tools for engineering. Start-ups such as
France’s Mistral Al and enterprise leaders such as Siemens—which now embeds Al across
its industrial digital-twin platforms—show how European innovation thrives when technical
depth meets sector expertise.”®

— Invest in end-to-end workflow transformation. Many European firms still lack the
organizational muscle to scale Al. According to McKinsey’s 2025 state of Al survey, high-
performing organizations are three times more likely to redesign workflows end-to-end
when adopting Al.* This kind of vertical focus turns Al from a cost center into a growth
engine, linking every use case directly to measurable productivity and performance
outcomes.

— Engage with public sector anchor demand. Governments and public institutions can be
critical anchor customers for early Al deployments by enterprises, providing the stable
demand and regulatory clarity that help private innovation scale. But taking advantage of the
public sector’s ability to anchor demand as both a maker and taker requires acting quickly to
demonstrate Al’s value by deploying it at scale to transform the customer experience and
productivity and to supplement labor shortages.

2 Simon Dux, “Deutsche Telekom launches T Cloud to challenge US hyperscalers,” Mobile Europe, September 9, 2025.

2 “Manufacturing-X Funding Programme,” Federal Ministry for Economic Affairs and Energy, accessed December 9, 2025; CERN
openlab website.

274Al power: Expanding data center capacity to meet growing demand,” McKinsey, October 29, 2024.

2«Siemens unveils breakthrough innovations in industrial Al and digital twin technology at CES 2025,” Siemens, January 6, 2025.

24The state of Al in 2025: Agents, innovation, and transformation,” McKinsey, November 5, 2025.
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Europe’s pockets of opportunity—and how to unlock them for
policymakers

Europe has time to embrace the Al opportunity and secure both prosperity and sovereignty, but
doing so depends on decisive, coordinated policy execution over the next five years.
Incremental programs are unlikely to be as effective as a coherent European Al industrial
strategy, underpinned by an EU-wide corporate legal framework to spur the creation of a single
Al market. That could provide a foundation for the following:

Mobilizing sovereign capital at scale

Europe could launch an EU-level sovereign Al fund within the next two years, pooling resources
from the institutions including the European Investment Bank with national co-financing via the
Important Project of Common European Interest (IPCEI) framework. The fund could invest €15
billion to €20 billion a year in compute infrastructure, foundation model development, and
sovereign data spaces through 2030. Europe could build on the IPCEI microelectronics and
batteries programs to create a new IPCEI Al and compute track that funds cross-border
projects, prioritizing locations with a surplus of renewable energy and existing industrial density
to minimize costs, leverage existing talent, and accelerate time to deployment.

Building a true single market for Al

Fragmentation remains Europe’s greatest structural disadvantage. A single market for Al is
essential for scale, underpinned by harmonized regulation, integrated financial markets, and
cross-border venture flows. Accelerating the capital markets union and European Tech
Champions Initiative could help achieve interoperable APIs for data spaces under the Data
Governance Act and create a “passporting” regime for Al service providers that meet EU
standards. A single market with an integrated legal framework could enable Al start-ups to
access capital at a continental level and avoid country-by-country legal set-up issues. For
example, building a digital registry and management dashboard could enable digital pan-
European incorporation in one hour online and standardized investment instruments. Europe
could also combine regulatory leadership with agility to avoid stifling innovation, establishing
global benchmarks for safe and responsible Al with regulatory sandboxes, Al “freeports,” and
testbeds allowing start-ups and enterprises to innovate under controlled conditions. These
could have significantly simplified labor laws and investor tax benefits to enable rapid hiring and
investment.

Using public procurement to anchor Al demand

The public sector can become the most powerful market maker for European Al. For example,
European countries could earmark at least 10 percent of their digital transformation budgets (or
specific procurement budgets) for sovereign Al solutions and create the demand signals
needed for early scaling, especially in defense, health, mobility, and public administration. By
deploying Al across public services, governments can demonstrate viability
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and trust in European technology, mirroring initiatives such as France’s Interministerial Digital
Directorate, which coordinates incubators to accelerate Al adoption and embed domestic
innovation directly into state operations.®

Investing in talent and mobility

Europe can attract the talent required to enable the building of a world-class Al ecosystem by
combining high-skill migration reform with Europe-wide reskilling programmes and easier
mobility for technical workers. After all, without an integrated skills agenda, Europe risks
building infrastructure without engineers to run it. One option is to launch Al fellowships and Al
talent visas by 2026 to attract top global researchers. Another critical factor would be building
and attracting more leading firms, thus strengthening the continent’s corporate ecosystem and
providing greater opportunities for talented workers.

Aligning Al growth with sustainable energy and infrastructure planning

Compute is the new industrial resource, and, like any resource, it requires reliable energy and
resilient infrastructure. Al growth should be aligned with sustainable-energy expansion,
integrating Al data center demand forecasts into national energy and grid planning and working
together to ensure national energy regulators integrate Al-related data center demand
forecasts into 2030 grid capacity plans. Europe can also build renewable-powered data centers
and cross-border energy infrastructure using investments under the EU Green Deal, Connecting
Europe Facility, and REPowerEU. This may help prevent Al compute from becoming Europe’s
next strategic bottleneck.

The opportunity is now

For two decades, Europe’s economic engine has slowed, its productivity growth stalled. Al is
arguably the most transformative general-purpose technology of our time and offers a
potentially once-in-a-generation chance to reverse that trajectory. The continent is still in the Al
game, but it should act with urgency, scale, and collective resolve.

Investing in sovereign Al infrastructure and capability provides an exciting path to restoring
productivity and securing long-term prosperity. It means building and owning the compute,
models, and applications that power economies and institutions, while ensuring the value
generated by Europe’s creativity and data flows back in a virtuous circle to spur European
innovation.

Europe has the means achieve this: world-class research institutions, leading industrial players,
deep pools of private capital, and a public sector that understands the link between innovation,
competitiveness, and sovereignty. What is missing is not capability, but coordination and
conviction. That conviction needs to come from both the public and private sectors. It's by
working together that ambition can translate to action.

It can be done if Europe moves with speed and unity. By building on its strengths, partnering

304 e numérique au sein de 'Etat” [Digital technology within the State], numerique.gouv.fr, accessed December 9, 2025.
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where it must, and acting together with purpose, it can secure its position at the technological
frontier. With focus, cooperation, and belief in its own ingenuity, Europe can be a builder of
intelligence, and secure prosperity for generations to come.
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