
The European Commission’s 
Executive Vice-President, 
Margrethe Vestager, unveiled 
this summer a new EU strategy 
to make the Union more 
competitive in the metaverse. The 
metaverse refers to enhanced 
human-machine interactions 
through increasingly powerful 
virtual or augmented reality 
systems. Europeans clearly see 
an economic incentive in the 
metaverse, which according 
to recent projections will 
already be worth €800 billion 
by 2030, but the metaverse is 
also an important geopolitical 
issue. Being competitive in the 
metaverse, and related digital 
and Artificial Intelligence (AI) 
technologies, may be important 
for Europe not to fall behind, 
as many have argued, in the 
technological and geopolitical 
battle between the United States 
(US) and China. Of the world’s 
top 50 technology companies 
by market capitalisation, only 

two are European. According to 
a recent report, Europe’s digital 
investment gap is at least €174 
billion and Europe is lagging 
behind in enabling technologies 
for the metaverse such as 
advanced semiconductors and 
cloud computing. This is an 
issue of paramount importance 
for the EU’s role in international 
affairs, as Josep Borrell, the 
Union’s High Representative and 
Commission Vice-President, 
made clear when he said that 
‘who will master technology, will 
master the power’ (sic).

The Commission’s “Virtual 
Worlds” strategy for the 
metaverse moves on two main 
fronts. First, it aims to regulate 
and set global standards for an 
open metaverse, ensuring that it 
is not dominated by a few large 
technology platforms. Indeed, 
Europe is currently concerned 
about the dominant position 
of non-European industries 

POLICY BRIEF • 1/2020

    Antonio Calcara | 4 September 2023 

Virtual Worlds: Balancing European 
Regulation and Industrial Policy for the 

Metaverse

CSDS POLICY BRIEF • 23/2023

BRUSSELS SCHOOL OF GOVERNANCEBRUSSELS SCHOOL OF GOVERNANCE

CENTRE FOR SECURITY, CENTRE FOR SECURITY, 
DIPLOMACY AND STRATEGYDIPLOMACY AND STRATEGY

Key Issues

•	 The European Union’s (EU) “Virtual Worlds” 
strategy aims to simultaneously regulate the 
metaverse and create a European industrial 
ecosystem capable of challenging the 
dominance of non-European companies. 

•	 The balance between regulation and 
industrial policy will be crucial to the 
EU’s efforts in this area. However, their 
misuse could undermine the balance of 
the EU Single Market and perpetuate the 
dominance of non-European “Big Tech” in 
digital markets.

•	 Policymakers need to accept two painful 
realities: i) competing in the digital age 
requires a concentration of resources in the 
most competitive areas and sectors; and ii) 
Europe cannot go it alone. Acceptance of 
these two realities should serve as a basis 
for creative solutions and allow the EU to 
position itself more competitively for the 
next technological wave.

https://ec.europa.eu/commission/presscorner/detail/en/ip_23_3718
https://ec.europa.eu/commission/presscorner/detail/en/ip_23_3718
https://www.wired.com/story/what-is-the-metaverse/
https://www.bloomberg.com/press-releases/2022-07-13/metaverse-market-size-worth-824-53-billion-globally-by-2030-at-39-1-cagr-verified-market-research
https://www.bloomberg.com/press-releases/2022-07-13/metaverse-market-size-worth-824-53-billion-globally-by-2030-at-39-1-cagr-verified-market-research
https://www.csis.org/analysis/has-europe-lost-both-battle-and-war-over-its-digital-future
https://www.ispionline.it/en/publication/beyond-vilnius-nato-dealing-with-new-technologies-134555
https://www.ispionline.it/en/publication/beyond-vilnius-nato-dealing-with-new-technologies-134555
https://digital-strategy.ec.europa.eu/en/library/investment-and-funding-needs-digital-decade-connectivity-targets
https://www.pressclub.be/press-releases/eu-us-relations-speech-by-high-representative-vice-president-josep-borrell-at-the-ep-plenary/
https://www.pressclub.be/press-releases/eu-us-relations-speech-by-high-representative-vice-president-josep-borrell-at-the-ep-plenary/
https://csds.vub.be/publications/policy-briefs
https://csds.vub.be
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including Meta and Apple in the metaverse. Second, 
Europe wants to support a European metaverse 
industrial ecosystem to scale-up excellence and 
support European players. Regulation and industrial 
policy are two interrelated ways in which the EU can 
simultaneously set the rules for the digital market, 
close its digital technology gap and strengthen its 
technological and hence geopolitical position. As 
this Policy Brief argues, however, there is a need to 
balance regulation and industrial policy and avoid 
several pitfalls. 

European Regulation 

The EU has often been associated with or likened to 
a regulatory state because of its ability to influence 
member states through its regulation. Indeed, 
Europe has generally exercised its power through the 
promulgation of rules and standards, incentivising 
other countries and markets to adapt and converge 
towards European regulations. This so-called 
“Brussels effect” has allowed the EU to shape global 
policy in areas such as data privacy, consumer health 
and safety, environmental protection, antitrust and 
online hate speech. Despite its military backwardness, 
Europe has been able to wield great market power 
and use regulation to externalise its laws and norms 
beyond its borders.

Recently, one area where European regulatory efforts 
have been focused has been data protection, most 
notably through the adoption of the EU General Data 
Protection Regulation (GDPR). European regulatory 
initiatives have also been very active in the digital 
sphere, with the adoption of the Digital Services Act 
(DSA) and the Digital Markets Act (DMA). These 
regulatory efforts impose restrictive measures on ‘very 
large online platforms’ and aim to protect the rights and 
privacy of European consumers, guarantee security 
– notably through content moderation – and hinder 
the dominant position of “Big Tech”, which are mostly 
American and Chinese. The latest initiative is the EU AI 
Act, which proposes a new regulatory paradigm for AI 
based on different levels of risk – unacceptable, high, 
limited or minimal – to fundamental rights, consumer 
rights and safety. The Commission’s “Virtual Worlds” 
strategy is a coherent continuation of these regulatory 
efforts to set standards in a rapidly evolving digital 
space. These regulations reflect European values 
and rules, and the need to ‘prevent the development 

of new private monopolies in the digital space’. The 
Europeans believe that the main way to influence 
current technological competition is to regulate it and 
try to convince other countries and markets to adopt 
EU rules.

European regulation faces a difficult challenge in the 
digital age. On the one hand, there is a clear need to 
protect European citizens and consumers from the 
risks posed by new technologies and the dominant 
position of some companies in digital markets. On 
the other hand, European policymakers should ensure 
that regulation does not hamper European public and 
private innovation efforts. Indeed, EU regulation is not 
necessarily conducive to more innovation. Many have 
complained, for instance, that the GDPR has stifled, 
rather than fostered, innovation in Europe. While this 
criticism is overstated, and academic research shows 
that the GDPR has had mixed effects on innovation, 
it is nevertheless true that the GDPR has led to a 
17% increase in relative concentration in the web 
technology vendor market, and that websites are now 
15% less likely to share personal data with small web 
providers in favour of larger ones. Large, and therefore 
non-European, tech firms are more able to absorb any 
initial fines and then invest significant financial capital 
and administrative resources to comply with GDPR 
rules compared to medium-sized – usually European 
– companies. For instance, Google has just launched 
an AI system called “Bard” in Europe by investing 
heavily in GDPR compliance. 

EU regulation could therefore  perpetuate the dominant 
position of a few tech giants rather than hinder such 
concentrations. These are, by the way, all non-European 
companies, making Europe less competitive than the 
US and China in digital technologies. Europe’s Gaia 
X cloud project is paradigmatic of these difficulties. 
Lagging behind in cloud computing compared to 
giants such as Amazon, Microsoft and Google, 
EU policymakers decided to launch an initiative to 
regulate data infrastructure and set standards for 
cloud computing with “European values”. However, 
this does not necessarily encourage innovation and 
investment for European cloud players, nor does it 
prevent large non-European groups from being the 
key players in the technical working groups, partly 
because they are the only ones with the know-how 
and infrastructure to do so. Indeed, the ability to store 
and manage data associated with cloud computing 

https://www.jstor.org/stable/4007608
https://scholarship.law.columbia.edu/books/232/
https://www.tandfonline.com/doi/full/10.1080/13501763.2011.646779
https://gdpr.eu/what-is-gdpr/
https://digital-strategy.ec.europa.eu/en/policies/digital-services-act-package
https://commission.europa.eu/strategy-and-policy/priorities-2019-2024/europe-fit-digital-age/digital-markets-act-ensuring-fair-and-open-digital-markets_en
https://digital-strategy.ec.europa.eu/en/policies/digital-services-act-package
https://digital-strategy.ec.europa.eu/en/policies/digital-services-act-package
https://academic.oup.com/book/33503?sid=oup:oxfordacademic&genre=book&aulast=Petit&aufirst=Nicolas&title=Big+Tech+and+the+Digital+Economy%3A+The+Moligopoly+Scenario&date=2020-10-08
https://www.europarl.europa.eu/news/en/headlines/society/20230601STO93804/eu-ai-act-first-regulation-on-artificial-intelligence
https://www.europarl.europa.eu/news/en/headlines/society/20230601STO93804/eu-ai-act-first-regulation-on-artificial-intelligence
https://ec.europa.eu/commission/presscorner/detail/de/STATEMENT_22_5525
https://ec.europa.eu/commission/presscorner/detail/de/STATEMENT_22_5525
https://link.springer.com/article/10.1007/s10796-019-09974-2
https://hbr.org/2021/03/can-the-eu-regulate-platforms-without-stifling-innovation
https://hbr.org/2021/03/can-the-eu-regulate-platforms-without-stifling-innovation
https://www.ft.com/content/b1615700-fb10-4305-adc3-50f3d0e800e1
https://techcrunch.com/2023/07/13/googles-bard-finally-lands-in-the-eu-now-supports-more-than-40-languages/?guce_referrer=aHR0cHM6Ly93d3cuZ29vZ2xlLmNvbS8&guce_referrer_sig=AQAAAAz6LI_rIw3Zw5clNIsQkUUBoMqEW5eUFmcKVcGNCXDb_zGYKLGd50HOjJsJCQp6L6h6lHPsFI4s8mvSrJUQW0qzV_alX3mcR9xMJaqC733o9OfwDwpoE-qtPzOFh_ivBApuSrwt6Yemgl9k2g1NaZR7K_WPmQwTOLvJt2FdcGZQ&guccounter=2
https://www.bmwk.de/Redaktion/DE/Dossier/gaia-x.html
https://www.bmwk.de/Redaktion/DE/Dossier/gaia-x.html
https://www.euractiv.com/section/digital/opinion/gaia-x-a-trojan-horse-for-big-tech-in-europe/


is an essential infrastructure technology required to 
be competitive in the metaverse. Overall, one expert 
commented that ‘referees don’t win games’ and that 
Europe cannot expect to win in an era of technological 
and geopolitical competition through technology 
regulation alone, because it needs to have a solid 
industrial and innovation policy to go with it.

European Industrial Policy 

Industrial policy could solve some of the problems 
of regulation. It could complement regulation in the 
difficult but dual objective of regulating the digital 

market, while at the same time closing Europe’s 
technology gap with the US and China. One of the 
reasons why Europe is lagging behind without its 
own digital champions is, in fact, the lack of a sound 
industrial policy. Europe has a problem of scale 
and small national markets and domestic industrial 
policies cannot generate the firepower inherent in 
American or Chinese industrial policies. However, the 
updated European industrial policy aims to directly 
support the development of critical technologies. 
This is particularly evident in Europe’s focus on 
Important Projects of Common European Interest 
(IPCEI) in key sectors such as semiconductors and 
electric batteries, and industrial alliances to promote 
European competitiveness in cloud computing and its 
access to critical raw materials. The Green Deal and 
the EU Chips Act are two important examples of this 
top-down industrial policy. 

All of these investments in digital technologies 
and resources are linked, in one way or another, to 
European competitiveness in the metaverse. Indeed, 
the metaverse depends on an ability to support an 
underlying digital infrastructure that is made up of 
different technology blocks (e.g. software, platforms, 
middleware, 5G, cloud computing, etc.). In terms of 

these technologies, Europe has some excellence in 
5G (e.g. Nokia and Ericsson) and in software (e.g. SAP 
and Dassault Systems), but it is still lagging behind in 
cloud and digital infrastructure. Industrial policy could, 
therefore, nicely complement regulation to support 
European innovation in digital technologies. 

However, regional industrial policy breaks a long-
standing taboo in the design of the EU Single Market, 
which was built with the explicit aim of preventing 
state aid and major industrial policy plans that could 
have benefited companies based in larger countries. 
An industrial policy in favour of EU-based companies 

could favour larger and more integrated Franco-
German companies. The concept of a level playing field 
has ensured that large and small European countries 
are bound by the same set of rules and conditions, 
thereby ensuring fair competition between them. It 
is therefore not surprising that European industrial 
policy is creating divisions between large member 
states. France and Germany support industrial policy, 
but medium and small EU member states are wary of 
protectionist attitudes and want to maintain a more 
open Single Market. 

Top-down industrial policy also does not necessarily 
resolve one of the problems of regulation: namely 
the short-term dominance of non-European digital 
giants. There is therefore a risk that it will be too late 
to plan for innovation in technologies where it will be 
increasingly difficult to catch up with incumbents, 
not least because of network effects and first-mover 
advantages.

Two painful realities for Europe

Both regulation and industrial policy are necessary 
to be able to protect European citizens from the 
potential risks of digital technologies, but also to 
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While Europe used to be able to impose its rules and 
standards through market power, it now has to adapt 

to the fact that technology is at the 
heart of geopolitics.

https://ecfr.eu/article/referees-dont-win-games-europe-and-the-digital-great-game/
https://www.mckinsey.com/capabilities/strategy-and-corporate-finance/our-insights/securing-europes-competitiveness-addressing-its-technology-gap
https://sifted.eu/articles/europe-deeptech-startup-scaling-problem
https://op.europa.eu/en/publication-detail/-/publication/9115dc33-634a-11ea-b735-01aa75ed71a1/language-en/format-PDF/source-120709704
https://competition-policy.ec.europa.eu/state-aid/legislation/modernisation/ipcei_en
https://single-market-economy.ec.europa.eu/industry/strategy/industrial-alliances_en
https://commission.europa.eu/strategy-and-policy/priorities-2019-2024/europe-fit-digital-age/european-chips-act_en
https://www.jstor.org/stable/2010572
https://www.tandfonline.com/eprint/GIXPKZDDTPHFQQZFKIHS/full?target=10.1080/13501763.2023.2230247
https://www.epc.eu/en/Publications/The-end-of-the-level-playing-field~377b20
https://www.sieps.se/globalassets/publikationer/2021/2021_1op.pdf
https://www.permanentrepresentations.nl/documents/publications/2021/03/24/non-paper-on-strategic-autonomy
https://www.aeaweb.org/articles?id=10.1257/jep.8.2.93
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make the European continent more innovative and 
more competitive with the US and China. However, if 
misused, they could harm European innovation – in 
the case of regulation –, undermine the level playing 
field of the EU Single Market – in the case of industrial 
policy – and/or continue to perpetuate the dominance 
of non-European “Big Tech” in digital markets – a 
problem that is common to both regulation and 
industrial policy. This Policy Brief proposes that 
European policymakers should accept two painful 
realities that characterise the current European 
position in digital technologies and build on them 
to strike the right balance between regulation and 
industrial policy.

The first painful reality is that competing in digital 
technologies may require a further concentration of 
competences in the most competitive areas in Europe 
to compete with American and Chinese “Big Tech”. 
However, this could inevitably alter the level playing 
field within the EU, creating divisions between large 
and small countries and exacerbating technological 
disparities between its regions and industries. Efforts 
should therefore be made to mitigate the negative 
externalities of industrial policy.

Instead of supporting European champions or, worse 
still, national champions, industrial policy should 
provide incentives to tie together industrial and 
technological excellence from different European 
countries and to develop European innovation 
ecosystems and value chains. This is neither new 
nor impossible, as the sectors in which Europe has 
traditionally been successful (e.g. automotive) are 
based on the integration of specialisations and 
excellence from different countries. It is clear that 
this can still create winners and losers, favouring 
those European countries and sectors that are better 
positioned in the digital sectors. Resource transfer 
programmes and the systematic integration of value 
chains should serve to compensate the “losers” of 
industrial policy and keep them anchored in the EU 
Single Market.

The second painful reality is that Europe cannot go 
it alone and should accept and mitigate short-term 
vulnerabilities in digital technologies. This has huge 
implications for regulation, where Europe cannot 
hope to regulate and influence the digital market as 

it has done in the past. Regulation should continue 
to try to set the rules in the digital realm and leverage 
the EU’s market power, but also create exceptions 
and special arrangements that keep the EU Single 
Market as open as possible. The recent special 
arrangements with the US on data transfers and the 
working groups within the EU-US Technology and 
Trade Council are a step in the right direction. The EU 
can do more to bring other like-minded countries into 
these special arrangements on cross-border data 
flows and technology standards. For example, more 
efforts should be made to give greater prominence 
to fora such as the EU-India Trade and Technology 
Council and to encourage regular reviews of these 
arrangements to ensure their effectiveness. While 
Europe used to be able to impose its rules and 
standards through market power, it now has to 
adapt to the fact that technology is at the heart of 
geopolitics and that more diplomatic efforts are 
needed to promote EU rules and standards. 

Europe’s disadvantaged position must also make 
policymakers think about how to implement 
industrial policy plans. Rather than trying to catch 
up in all sectors, the real challenge is to identify the 
technologies of the future and try to position Europe 
as a leader in them. To give a concrete example, to be 
competitive in the metaverse Europe needs to make 
a huge effort on the software side, especially in the 
software-related segments of cloud computing and 
AI. While it may be difficult to create a fully European 
metaverse industrial ecosystem, it is possible to try 
instead to diversify Europe’s suppliers in the critical 
infrastructures that underpin it (e.g. software, 5G and 
cloud computing).

Accepting these two painful realities will require 
courageous choices, which are likely to fall to the 
new European Commission that will emerge after the 
2024 European elections. The political leadership of 
the European Commission will have the difficult task 
of intervening in the design of the EU Single Market 
and of reshaping Europe’s relations with allies, 
partners and competitors. Technological competition 
requires pragmatic choices based on an acceptance 
of and creative responses to the two painful realities 
outlined above, while also seeking to mitigate risks in 
the short-term and seize opportunities for Europe in 
the long-term.

https://csds.vub.be/one-step-back-two-steps-forward-the-eu-nato-and-emerging-and-disruptive-technologies
https://csds.vub.be/one-step-back-two-steps-forward-the-eu-nato-and-emerging-and-disruptive-technologies
https://www.inderscienceonline.com/doi/abs/10.1504/IJATM.2004.005323
https://ecfr.eu/article/onwards-and-outwards-why-the-eu-needs-to-move-from-strategic-autonomy-to-strategic-interdependence/?mc_cid=09cea82493&mc_eid=1463bf941f
https://www.politico.eu/article/eu-signs-off-on-data-transfers-deal-with-us/
https://commission.europa.eu/strategy-and-policy/priorities-2019-2024/stronger-europe-world/eu-us-trade-and-technology-council_en
https://commission.europa.eu/strategy-and-policy/priorities-2019-2024/stronger-europe-world/eu-us-trade-and-technology-council_en
https://ec.europa.eu/commission/presscorner/detail/en/ip_23_2728
https://ec.europa.eu/commission/presscorner/detail/en/ip_23_2728
https://www.mckinsey.com/industries/technology-media-and-telecommunications/our-insights/reversal-of-fortune-how-european-software-can-play-to-its-strengths
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