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The price of self-sufficiency
The disruption of global supply chains has been a wakeup call for the European
Union. For years, the principle of an open and free Single Market has led to
a massive transfer of industrial production and outsourcing mainly to Asia.
The Covid-19 crisis showed that Europe’s dependency was higher than most
political leaders and decision makers would have imagined and could lead
to greater disruption with sometime deadly consequences. It has become
crucial to ensure at least some form of self-sufficiency when it comes to critical
products but the cost of independence might be much higher than expected.

Pierre BLANCHET,
Head of Investment Intelligence

Assessing Europe’s dependency, the
Commission has identified 137 products
for which the EU is highly dependent
on external production, 34 of which are
unlikely to be replaced (raw materials and
oil for instance). That leaves more than 100
products in sectors such as healthcare,

electronics or chemicals. China represents
more than half the value of imports of
the most foreign-dependent products,
followed by Vietnam, Korea, Singapore and
Brazil with a much smaller value, while the
US, the UK or Japan only accounts for 3%
(see chart 1).
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There are at least three different ways to
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European Union - R&D and CAPEX expenditures projec�on to reach 20% global market share in 2030 (€, billion

Self sufficiency means
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These scenarios are based on 2020 semiconductors industry sales of $440 billion (€380 billion according to the
SIA). We assume an upfront cost of €20b. We then assume European industry total R&D expenditures of 20% of
revenues and total Capex of 25% of revenues. The annual semiconductors market sales growth until 2030 is
defined as low, base and high: low case assumes a 3% growth per annum, base case assumes a 4.5% growth per
annum, high case assumes a 6% growth per annum.
Source: Amundi Research

Europe’s response to the Covid-19 crisis
is a legitimate call for self-sufficiency in
strategically dependent sectors. In the
22 -

case of electronic components, the EU
can mobilize industrial stakeholders to
design a European Flagship project in
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the form of a second Important Project
of Common European Interest (IPCEI).
The first IPCEI has already collected
€8bn plus around €5bn of public and
private sector money for R&D 6 . In total,
the EC believes that it can collect €20bn
to €30bn 7. Part of the Recovery and
Resilience Fund will be allocated to this
project. Still, that might not be enough
to achieve the ambitious goal of 20%
market share. The EU can also ask its
partners - starting with the US - to build
manufacturing capacities in Europe. But
that comes at a cost. According to recent
talks between the European Commission
and Intel, the US chipmaker is asking for
an $8bn dollars welcome check to build a
plant in Europe 8 .

The implication for investors is twofold:
(1) long term investment opportunities
in these strategic sectors, backed by
public sector funding and (2) distorted
marginal production costs contributing
to higher inflation.
Instead of pursuing a self-sufficiency
through uncertain large industrial plans,
Europe could strengthen its supply chain
resilience, reach minimum autonomy in
highly critical segments such as defense
and security or aerospace, and use
public money to support R&D and own
intellectual property.
In reality, the price of self-sufficiency
might be much higher than political
leaders and taxpayers are ready to pay.
Finalised on 25 June 2021
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