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Research and innovation (R&I) is replacing 
traditional manufacturing capacity and re-
source wealth as the true determiner of 
global power, and the US-China contest 
over it is in full swing. The European Union 
(EU), while an innovation power in its own 
right, is losing ground, yet its case is not 
unique. Fellow middle powers Canada, 
Japan, and others simply cannot compete 
individually with the US’ public-private €1 
trillion/year R&I expenditure. Yet while 
American and Chinese government R&I 
schemes remain fundamentally closed off, 
the EU’s strategic edge lies in the collabora-
tive nature of its flagship R&I programme. 
For decades, but exponentially across the 
last three years, Horizon Europe has 
steadily built a functioning multilateral re-
search network spanning 23 non-EU coun-
tries, including nearly all of non-EU Eu-

rope as well as Canada, Japan, Korea, 
Tunisia, Israel, New Zealand, Egypt, and 
soon Australia. With India and Singapore 
on the table, it is the world’s largest R&I 
coalition, mobilising a combined research 
expenditure that rivals the US’.

Yet that programme remains arguably un-
derexploited, with its most pioneering R&I 
schemes, such as the European Research 
Council and European Innovation Council, 
not part of the association agreements of 
non-European members. With Horizon’s 
funding set to double and its framework 
overhauled for the EU’s 2028-2034 budget, 
the EU has a realistic opportunity to con-
vert this underexploited network into a de-
liberate strategic architecture: an innova-
tion bloc of like-minded middle powers.

Executive Summary

It is hard to overstate the innovative capacity of the US and China. To 
compete on equal footing, the EU must leverage its strategic edge: the 
collaborative nature of its own flagship R&I programme, now the 
largest research coalition in the world.

https://ncses.nsf.gov/pubs/nsf26314
https://ncses.nsf.gov/pubs/nsf26314
https://sciencebusiness.net/news/horizon-europe/india-starts-formal-talks-horizon-europe-association
https://www.nrf.gov.sg/grants/singapore-horizon-europe-complementary-fund/
https://erc.europa.eu/about-erc/erc-glance
https://erc.europa.eu/about-erc/erc-glance
https://eic.ec.europa.eu/about-european-innovation-council_en
https://research-and-innovation.ec.europa.eu/news/all-research-and-innovation-news/horizon-europe-2028-2034-twice-bigger-simpler-faster-and-more-impactful-2025-07-16_en
https://europrospects.eu/author/francesco-bernabeu-fornara/
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Key Recommendations

Commit to a €175 billion Horizon 
budget for 2028-2034 and expand the 
ERC and EIC within it 

Commit to doubling Horizon Europe’s fund-
ing under the next EU budget and dispropor-
tionately expand the Framework’s Pillars I 
and III, thereby prioritising innovative forms 
of R&I funding under the European Research 
Council (ERC) and the European Innovation 
Council (EIC). Safeguard both against trade-
offs towards Pillar II or the European Com-
petitiveness Fund (ECF). 

Create a “Trusted Partner” criteria 
for third-country Horizon association 

Codify a third-country association criteria 
within Horizon Europe’s regulation, including 
therein: a track record in Horizon, shared 
democratic values, strong safeguards on IP, 
research integrity, and no clash with EU secu-
rity interests. 

Thereafter, set clear roadmaps for moving 
Canada, South Korea, New Zealand, and 
Japan out of Pillar-II-only status and into 
ERC and EIC eligibility. Fast-track Australia 
and India onto the same track.

Open the EIC Fund to capital from 
trusted partners 

Permit partners’ public investment banks and 
sovereign funds to invest alongside the EU in 
EIC-backed start-ups.

Embed Horizon association in the 
EU’s trade and economic security 
policy 

Link trusted partner status to trade, invest-
ment and standards agreements. 
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Competition over advances in biotech, AI, 
quantum tech, and semiconductors is not 
merely a tech race frenzy. Instead, next-gener-
ation technologies sit at the centre of who will 
patent the next pandemic’s vaccine, set the 
ethical standards for artificial genetic manipu-
lation, access the military applications of 
quantum tech, or use those discoveries to self-
accelerate their own R&I. It marks a funda-
mentally different technological revolution 
from those that preceded it. Through AI and 
mass computing, those who drive advances in 
today’s next-generation technologies will be 
those who exponentially accelerate the time-
line for their own subsequent scientific break-
throughs. 

The competition engendered by that fact is al-
ready in full display between the world’s two 
clearest superpowers of innovation, backed by 
unmatched public and private R&I budgets 
and an increasing willingness to weaponise 
supply chains. As Washington tightens export 
restrictions on the semiconductors needed to 
train the next generation of AI models, Beijing 
has weaponised its near-monopoly over rare 
earths by claiming extraterritorial jurisdiction 
over any chip with Chinese-origin inputs. And 
with no other power able to individually match 
either country’s innovative capacity, the rest of 
the world lags behind to varying degrees. 

The EU, while an ‘innovation power’ in its own 
right, particularly in scientific output, has not 
adapted to shifts in the global order as easily. 
Multilateralism and liberalised trade, both of 
which have fuelled the EU’s self-conception 
since its creation, have been ravaged, not least 
by the US. 

Worse, or perhaps partly because of it, the EU 
finds itself at an unprecedented convergence of 
economic crises. The peace dividend an Amer-
ican security umbrella had once offered the 
continent is in decay. The Union’s backbone 
manufacturing industries, from pharmaceuti-
cals to the automotive sector, are losing their 
competitive edge to China and the US. And 
save some exceptions, breakthroughs in next-
generation technology are overwhelmingly 
happening abroad. For its part, energy crises, 
fragmented capital markets, national economic 
egos, a rogue Russia, and a classically Eu-
ropean risk-averse investment attitude have 
not made 21st-century competitiveness an easy 
goal. 

Yet, the EU’s story of struggling to adapt is not 
a unique one. From Canada to Japan, ad-
vanced middle power economies worldwide 
are under competitive strain. Similar to the 
EU, Canada houses world-class research hubs 
such as the deep learning centres of Montréal’s 
Mila or Toronto’s Vector Institute. Yet it con-
sistently faces brain drain to Silicon Valley and 
lags in commercialising its own research out-
put. While Japan spends as much as the US in 
R&D as a percentage of GDP, challenges like 
rigidity in adapting to new tech have undercut 
its historic dominance over key industries like 
the global semiconductor market. Yet, if the 
strain is shared, so too might be the solution. 

The R&I wake-up call 
Advanced economies are fully aware of R&I’s 
importance in closing their innovation gap. 
With negotiations over the next 2028-2034 EU 
budget in full gear, an unlikely coalescence 

Analysis

https://the-coming-wave.com/
https://darioamodei.com/essay/the-adolescence-of-technology
https://www.foreignaffairs.com/united-states/eric-schmidt-innovation-power-technology-geopolitics
https://www.foreignaffairs.com/united-states/eric-schmidt-innovation-power-technology-geopolitics
https://www.csis.org/analysis/understanding-biden-administrations-updated-export-controls
https://www.csis.org/analysis/understanding-biden-administrations-updated-export-controls
https://www.csis.org/analysis/chinas-new-rare-earth-and-magnet-restrictions-threaten-us-defense-supply-chains
https://www.foreignaffairs.com/united-states/eric-schmidt-innovation-power-technology-geopolitics
https://ec.europa.eu/commission/presscorner/detail/en/ip_26_2041
https://www.economist.com/films/2023/06/09/what-is-a-peace-dividend
https://commission.europa.eu/topics/competitiveness/draghi-report_en
https://commission.europa.eu/topics/competitiveness/draghi-report_en
https://www.foreignaffairs.com/europe/europe-cant-get-out-its-own-way-andrew-mcAfee
https://www.foreignaffairs.com/europe/europe-cant-get-out-its-own-way-andrew-mcAfee
https://cepr.org/voxeu/columns/european-energy-crisis-and-consequences-global-natural-gas-market
https://cdn.ceps.eu/wp-content/uploads/2025/01/2024-07_A-CRITICAL-FIRST-RESPONSE-TO-MARIO-DRAGHIS-COMPETITIVENESS-REPORT.pdf
https://www.atlanticcouncil.org/dispatches/russia-will-sacrifice-its-civilian-economy-on-the-altar-of-the-war-effort/
https://commission.europa.eu/document/download/97e481fd-2dc3-412d-be4c-f152a8232961_en
https://mila.quebec/en
https://vectorinstitute.ai/
https://www.csis.org/blogs/perspectives-innovation/japans-semiconductor-industrial-policy-1970s-today
https://www.csis.org/blogs/perspectives-innovation/japans-semiconductor-industrial-policy-1970s-today
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across European governments, industry, and 
academia is backing a doubling in funding to 
the EU’s flagship R&I programme, Horizon 
Europe. When combined with the proposed 
European Competitiveness Fund, funding cov-
ering the full technological roadmap from ba-
sic research to deployment and commercialisa-
tion is expected to reach over €400 billion. 

Beyond Europe, advanced economies are fol-
lowing suit. Japan is similarly doubling its 
public R&I budget to over €300 billion within 
its 2026-2030 Basic Plan for Science, Tech-
nology and Innovation, targeting over $1 tril-
lion when combining private capital. South 
Korea is committing nearly $130 billion to its 
equivalent 2026-2030 Basic Plan with a hy-
per-focus on next-generation technological 

sovereignty. Singapore, while traditionally 
not an R&I-intensive heavyweight like Israel 
or South Korea, will hit yet another record-
high budget with its nearly $30 billion 
2026-2030 Research, Innovation and Enter-
prise Plan. Israel, while decentralised admin-
istratively, is the most advanced innovative 
power for its size, consistently breaking its 
own record of >6% of R&D expenditure as a 
percentage of GDP, more than any other coun-
try worldwide. Canada, partly due to its high-
ly decentralised system, lacks an equivalent 
national strategy, yet it too is fully aware of its 
competitive gap and R&I’s necessity, as illus-
trated by its government-commissioned 
Bouchard Report. 

Source: UNESCO UIS Stat Bulk Data Download Service, via World Bank (2026) | Our World in Data

Figure 1: Research & development spending as a share of GDP

https://casrai.org/news/fp10-eu-framework-programme-2028-2034
https://era.gv.at/news-items/businesseurope-calls-for-stronger-european-partnerships-under-fp10/
https://eu-life.eu/newsroom/publications/investing-EU-strong
https://single-market-economy.ec.europa.eu/access-finance/european-competitiveness-fund_en
https://sj.jst.go.jp/news/202605/n0508-01k.html
https://sj.jst.go.jp/news/202605/n0508-01k.html
https://sj.jst.go.jp/news/202605/n0508-01k.html
https://quantumcomputingreport.com/south-korea-formulates-sixth-basic-plan-to-funnel-200-trillion-won-128-8-billion-usd-into-massive-rd-strategy-through-2030/
https://file.go.gov.sg/rie2030handbook.pdf
https://file.go.gov.sg/rie2030handbook.pdf
https://www.oecd.org/en/data/insights/statistical-releases/2026/03/oecd-overall-rd-growth-stable-government-rd-budgets-decline-and-reorient-towards-defence.html
https://ised-isde.canada.ca/site/panel-federal-research-support/sites/default/files/attachments/2023/Advisory-Panel-Research-2023.pdf
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But despite these impressive figures, it’s hard 
to overstate the US’ lead. The American feder-
al R&I budget musters approximately $200 
billion a year across its various departments. 
Already monumental, that figure reaches a 
staggering $1 trillion when including state-lev-
el budgets, academic institutions, and more 
significantly, the US’ unparalleled pool of pri-
vate capital dedicated to R&I. Europe’s equiva-
lent gross domestic expenditure on R&D is just 
over €408 billion. Yet like China, moreover, 
the US’ schemes disproportionately prioritise 
late-stage development and commercialisa-
tion, particularly towards disruptive, next-
generation technologies. 

Beyond the numbers, the US excels in pioneer-
ing forms of R&I funding itself, innovating 
schemes well beyond the traditional one-off 
research grants. The Advanced Research 
Projects Agency (ARPA), to take just one ex-
ample, has become a revolutionary funding 
model for frontier research too risky for com-
mercial markets or traditional academia. Cre-
ated in 1958 by the Department of Defense, it 
temporarily hires elite scientists to act as so-
called ‘Program Managers’ (PMs), empowering 
each with near-total autonomy to pitch ideas, 
allocate multi-million-dollar budgets, and 
hand-pick teams across academia, private in-
dustry, and startups to reach pre-determined 
research goals. Among its thousands of 
projects, the ARPA model developed the inter-
net’s processor under PM J. C. R. Licklider, the 
miniturised GPS under PM Sherman Karp, 
and even the AI that gave way to Apple’s Siri 
under PM David Gunning, to name a few ex-
amples. So successful, the model has been 
replicated across departments, from ARPA-E 
at the Dept. of Energy to ARPA-H at the Dept. 
of Health & Human Services. Now, Horizon 
Europe itself is seeking to replicate it with its 
own set of ‘Programme Managers’ at the Eu-
ropean Innovation Council (EIC). 

But even if only for the budget figures, the EU 
alone simply cannot compete at that level. 

Horizon Europe’s 
multilateral edge 

What Horizon Europe has that its US equiva-
lents do not, however, is its internationally col-
laborative edge. Washington and Beijing’s R&I 
programmes are fundamentally closed off, of-
ten under the premise of national security. 
Conversely, Horizon Europe and its previous 
iterations have permitted third-country mem-
bership for decades, allowing foreign-regis-
tered researchers and organisations of associ-
ated members to compete for research grants 
and lead research consortia under the same 
conditions as EU entities. Today, all of non-EU 
Europe, save Russia, Belarus, and some micro-
states, are associate members of Horizon. Be-
yond the continent, Tunisia and Israel have 
been members for years. And over the past 
three years, the EU has signed association 
agreements with Canada, Egypt, Korea, Japan, 
and New Zealand. Australia has just concluded 
its association negotiations, now awaiting for-
mal sign-off, and India has started preliminary 
talks. Together, it represents the largest R&I 
coalition in the world, mustering more public 
R&D expenditure per year than either the US 
or China. 

Moving forward 
Admittedly, the latter non-European associat-
ed members have largely concluded partial 
agreements limited to Horizon’s Pillar II, 
which focuses on the most bureaucratic and 
traditional form of R&I schemes: top-down, 
consortium-based, and funded under conven-
tional research grants. This excludes re-
searchers from those countries from accessing 

https://ncses.nsf.gov/pubs/nsf26314
https://ec.europa.eu/eurostat/statistics-explained/index.php?title=R%26D_expenditure
https://emergingtechpolicy.org/institutions/executive-branch/arpas/
https://emergingtechpolicy.org/institutions/executive-branch/arpas/
https://emergingtechpolicy.org/institutions/executive-branch/arpas/
https://www.darpa.mil/about/program-managers
https://www.darpa.mil/news/features/arpanet
https://www.darpa.mil/news/features/arpanet
https://www.darpa.mil/about/innovation-timeline/miniaturized-gps-receivers
https://www.congress.gov/crs-product/R46795
https://eic.ec.europa.eu/impact/eic-programme-managers_en
https://eur-lex.europa.eu/eli/reg/2021/695/oj
https://eur-lex.europa.eu/eli/reg/2021/695/oj
https://ec.europa.eu/info/funding-tenders/opportunities/docs/2021-2027/common/guidance/list-3rd-country-participation_horizon-euratom_en.pdf
https://research-and-innovation.ec.europa.eu/news/all-research-and-innovation-news/european-union-and-australia-successfully-conclude-horizon-europe-negotiations-2026-06-09_en
https://research-and-innovation.ec.europa.eu/strategy/strategy-research-and-innovation/europe-world/international-cooperation/bilateral-cooperation-science-and-technology-agreements-non-eu-countries/india_en
https://data-explorer.oecd.org/vis?fs%5B0%5D=Topic,1%7CScience%252C%20technology%20and%20innovation#INT%23%7CResearch%20and%20development%20(R&D)%23INT_RD%23&pg=0&fc=Topic&bp=true&snb=9&vw=tb&df%5Bds%5D=dsDisseminateFinalDMZ&df%5Bid%5D=DSD_RDS_GOV@DF_GBARD_NABS07&df%5Bag%5D=OECD.STI.STP&df%5Bvs%5D=1.0&dq=AUS+AUT+BEL+CAN+CZE+DNK+EST+FIN+FRA+DEU+GRC+HUN+ISL+IRL+ISR+ITA+JPN+KOR+LVA+LTU+LUX+NLD+NOR+POL+PRT+SVK+SVN+ESP+SWE+CHE+TUR+GBR+HRV+ROU.A.._T...USD_PPP.V&pd=2023,&to%5BTIME_PERIOD%5D=false
https://ec.europa.eu/info/funding-tenders/opportunities/docs/2021-2027/common/guidance/list-3rd-country-participation_horizon-euratom_v4.0_en.pdf
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Horizon’s most exciting and pioneering pro-
grammes from the European Research Council 
(ERC) or the aforementioned European Inno-
vation Council (EIC). Unlike Pillar II, the ERC 
ignores commercial viability entirely and sets 
no predetermined thematic goals, financing 
high-risk, high-reward ideas pitched by scien-
tists themselves, with the sole criteria being 
scientific excellence. Based on the US’ DARPA 
model, possibly the EIC’s most exciting factor 
aside from its aforementioned Project Manag-
er model is its use of blended finance. Through 
theEIC Fund, the EU itself acts as a venture 
capitalist, offering direct equity investment 
and becoming a shareholder within pioneering 
start-ups specifically in deep-tech (ie., synthet-
ic biology, quantum computing, advanced ma-
terials, etc…). 

Fully integrated into such programmes, an EIC 
Programme Manager could leverage world-
class AI research talent from Canada’s Mila or 
Vector Institute, South Korea’s advanced 
memory chips, Japan’s semiconductor renais-
sance through emerging advanced manufac-
turers like Rapidus, or New Zealand’s Dodd-
Walls Centre on frontier quantum-sensing re-
search. An EIC Programme Manager could, in 
principle, draw on all four for a single next-
generation computing project. 

Closing 
Canadian Prime Minister Mark Carney’s ‘mid-
dle power coalition’ has understandably been 
met with criticisms of cliché. Supply chains, 
geography, monopolies over raw materials, 
historical grievances, and divergent security 
dependencies make an all-inclusive coalition 
far more messy than first imagined. Yet Hori-
zon Europe’s associated membership already 
offers a working framework for that thesis, al-
beit within one policy domain. 

Moreover, the competitiveness gap is not a 
uniquely European condition, nor is its reme-
dy. Innovative capacity around next-genera-
tion technologies will likely become central to 
all advanced economies’ competitiveness. Yet 
no single economy, as large as that of the EU’s 
is, will be able to outspend either the US or 
China in the foreseeable future. Indeed, only 
by leveraging the collaborative edge and open-
ness of its R&I schemes can the EU and like-
minded middle powers muster the scale neces-
sary to compete on equal footing. 

https://erc.europa.eu/homepage
https://eic.ec.europa.eu/index_en
https://eic.ec.europa.eu/index_en
https://thinkeuropa.dk/en/brief/2024-08-the-eu-needs-a-risk-taking-innovation-agency
https://eic.ec.europa.eu/eic-fund_en
https://cepa.org/article/korea-rivals-taiwan-in-chip-prowess/
https://cepa.org/article/korea-rivals-taiwan-in-chip-prowess/
https://www.nbr.org/publication/the-japanese-semiconductor-renaissance-will-it-be-successful/
https://www.nbr.org/publication/the-japanese-semiconductor-renaissance-will-it-be-successful/
https://www.oecd.org/en/publications/an-overview-of-national-strategies-and-policies-for-quantum-technologies_5e55e7ab-en/full-report/component-5.html
https://www.oecd.org/en/publications/an-overview-of-national-strategies-and-policies-for-quantum-technologies_5e55e7ab-en/full-report/component-5.html
https://foreignpolicy.com/2026/08/11/middle-powers-international-order-mark-carney-vision/
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