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Introduction
In today’s security environment, the resilience of a nation’s defense industrial base is as critical as the capabilities of its armed forces. For decades, the global defense sector has pursued efficiency through market integration and globalization that resulted in deeply intertwined international supply chains. This is undoubtedly an effective way to reduce costs and spur on technological innovation. However, it has also inadvertently created systemic vulnerabilities within key industrial military sectors. The defining challenge of this topic is the "decoupling" of these sensitive industries from foreign influences that pose strategic risks. Focus should remain on those emanating from potential adversaries or geopolitical competitors.
The issue of foreign influence in military sectors operates on two primary levels: the tangible supply chain and the ownership of infrastructure. First: supply chains. The production of modern military assets, from hypersonic missiles to advanced fighter jets, relies heavily on complex global networks. For NATO countries, these networks are currently dependent on foreign entities for essential components, such as semiconductors, and critical raw materials, including rare earth elements (REE). When these supply lines run through nations with divergent geopolitical interests, they become a substantial source of conflict. The concept of "weaponized interdependence" suggests that rival states can exploit these choke points to disrupt military production or extract political concessions during times of crisis. In essence, nations are jeopardizing national security over conflicting economic interests. 
Moreover, the impact of foreign interest does not merely stop at the operational and technological level. It also encompasses financial ownership of dual-use technologies and critical infrastructure. The trend of Foreign Direct Investment (FDI) in telecommunication technologies, AI, and energy infrastructure gives the adversary access to sensitive IP and data. These close associations give rise to serious counter-intelligence issues such as espionage and even sabotage. The involvement of state-owned enterprises (SOE) in the defense chain affects the reliability and independence of classified infrastructure.
Decoupling, therefore, represents the strategic effort to sever these high-risk dependencies. It is not merely a rejection of trade, but a calculated restructuring of industrial architecture. This process involves "friend-shoring" supply chains to allied nations, implementing rigorous screening mechanisms for inbound investment, and re-nationalizing the production of critical components. The goal of decoupling is to insulate the defense industrial base from external shocks and political leverage, ensuring that the capacity to maintain and deploy military force remains independent of the very adversaries it is meant to deter.

Definition of Key Terms 
Decoupling
[bookmark: _Int_OBflAtE0]The deliberate dismantling of established economic interdependencies between nations. In the context of national security, it refers to the strategic reduction of a state’s reliance on foreign supply chains and technologies, specifically those controlled by geopolitical rivals, to prevent external coercion and ensure industrial sovereignty.
Defense Industrial Base (DIB)
The worldwide industrial complex that enables research and development, design, production, delivery, and maintenance of military weapons systems, subsystems, and components or parts to meet military requirements. It includes the government-owned industrial base and the private sector industrial base.
Foreign Direct Investment (FDI)
An investment made by a firm or individual in one country into business interests located in another country. In the defense sector, FDI is a primary channel for foreign influence, as it can allow foreign state-owned enterprises to acquire controlling stakes in sensitive military manufacturers or critical infrastructure.
Dual-Use Technology
Goods and technology (services) that can be used for both civilian and military applications. Common examples pertaining to this topic include artificial intelligence, semiconductors, and biotechnology. These sectors are particularly difficult to decouple because they are deeply integrated into the commercial global economy yet possess significant strategic value.
Friend-shoring
Also known as "ally-shoring," this is a trade practice where supply chain networks are focused on countries regarded as political and economic allies. The goal is to prevent supply chain disruptions and reduce leverage from hostile nations by keeping production within a "circle of trust" such as the NATO alliance.
Strategic Autonomy
The ability of a state or alliance to pursue its foreign policy and security interests without being dependent on other foreign powers. For NATO, this entails possessing the industrial capacity to develop and deploy military forces without relying on critical components or resources from non-member states.
Rare Earth Elements (REEs)
A group of seventeen metallic elements that are essential for the manufacturing of high-tech military equipment, including guidance systems and radar. The global supply of REEs is currently heavily concentrated in specific non-NATO nations. This power dynamic represents a major supply chain vulnerability.
State-Owned Enterprise (SOE)
A legal entity created by a government to undertake commercial activities on the government's behalf. SOEs from strategic competitor nations are often viewed as tools of statecraft, raising concerns that their investment in NATO defense industries acts as a vector for espionage or political influence.
Weaponized Interdependence
A strategic concept describing how states can exploit their central position in global economic networks (such as financial clearing systems or supply chain hubs) to coerce others. This occurs when a supplier state restricts access to critical goods to punish or pressure a dependent state.
Supply Chain Resilience
The capacity of a supply chain to persist and adapt in the face of change. In military logistics, this refers to the ability to maintain the flow of essential defense materiel despite disruptions caused by geopolitical conflict.
Critical Infrastructure
Systems and networks, whether physical or virtual, so vital that their incapacitation or destruction would have a debilitating effect on security, national economic security, or national public health or safety. This includes defense manufacturing facilities and telecommunications networks.
Geoeconomics
The use of economic instruments to promote and defend national interests and to produce beneficial geopolitical results. This encompasses the intersection of economic and foreign policy, where trade policies and sanctions are used to achieve military and security objectives.

History & Developments 
The Era of Integration and Offshoring (1991–2015)
Peace Dividend and Reduced Industrial Capacity
Following the dissolution of the Soviet Union in 1991, NATO member states shifted their strategic focus away from territorial collective defense and capitalized the “Peace Dividend" to drastically reduce military expenditures. During this period, most European allies’ defense spending dropped well below 2% of their GDP on defense by 2014. This led to the cosnsolidation of the defense industry and the closure of numerous domestic production lines. Manufacturers were forced to prioritize cost-efficiency over supply security. Consequently, state arsenals were reduced, and the "just-in-time" delivery model became the industry standard. In essence, little buffers were left for supply chain disruptions.
Globalization of Defense Supply Chains
Driven by the logic of comparative advantage, NATO defense contractors increasingly outsourced manufacturing to the global market to lower costs, inadvertently integrating their supply chains with non-allied nations. This era saw the rise of multi-tiered supply networks where critical components (particularly dual-use technologies like electronics) were sourced from emerging economies where goods were cheaper. Simultaneously, China began to systematically dominate the mining and processing of critical raw materials. As stated before, by the 2010s, it controlled approximately 90% of the global rare earth element refining capacity. By the beginning of the 21st century a profound dependency on China for NATO’s high-tech military production was created.
The Resurgence of Strategic Competition (2019–Present)
Pandemic-Induced Supply Shocks
The COVID-19 pandemic served as a critical wake-up call for the Alliance by exposing the fragility of these globalized supply networks. As borders closed and factories shut down in 2020, defense firms faced immediate shortages of key inputs from sole-source suppliers, which in turn led to delays in production and maintenance of military assets. The crisis revealed that companies with diversified commercial and defense portfolios were particularly vulnerable to global market fluctuations. Throughout the pandemic, NATO leaders were prompted to recognize that reliance on long supply chains posed a direct threat to national security and military readiness.
Geopolitical Retaliation and Weaponization
The security landscape deteriorated further with the onset of the Russia-Ukraine war and rising tensions in the Indo-Pacific. These conflicts highlighted the dangers of "weaponized interdependence." In response to Western sanctions and tariffs, the People’s Republic of China enacted export controls on Gallium and Germanium in 2023 and 2025. Considering how these minerals are essential for radar and semiconductor manufacturing, this demonstrated the willingness of strategic competitors to leverage their market dominance for political coercion. In reaction, NATO adopted the "Defence-Critical Supply Chain Security Roadmap" in 2024 to identify strategic vulnerabilities and coordinate the "friend-shoring" of critical material production.

Major Parties Involved 
United States of America (USA)
	The United States is the primary architect and most vocal advocate for the decoupling of defense supply chains within the NATO alliance. Washington has implemented aggressive domestic policies, such as Executive Order 14017, to identify and close vulnerabilities in its own supply chains for critical minerals and semiconductors. It is important to note that the primary purpose of this is the U.S.’s need to maintain military-technological superiority. On the international stage, the U.S. actively pressures its NATO allies to adopt "friend-shoring" strategies and urges them to remove high-risk vendors like Huawei from 5G networks and to align their export controls with U.S. standards. Its primary interest lies in solidifying a transatlantic industrial bloc that is impervious to economic coercion from strategic competitors. The U.S. views the continued reliance of European allies on foreign dual-use technologies as a direct threat to the collective security guarantee of Article 5.
European Union (EU)
	The European Union plays a central regulatory role for the majority of NATO member states. The main goal of the EU pertaining to this topic is to seek a balance between open-market economic principles and the growing necessity of "Strategic Autonomy." Through initiatives like the European Defence Industrial Strategy (EDIS), the EU aims to incentivize member states to procure military equipment collaboratively and from within the Union, thereby reducing fragmentation and, more importantly, external dependency. While the EU shares NATO’s security concerns, its approach to decoupling is substantially more cautious than that of the United States: the U.S. is known to be in favor of full economic separation to avoid severe economic fallout. By contrast, the EU prioritizes "de-risking" above all else. The bloc has recently established foreign direct investment (FDI) screening frameworks to prevent non-EU state-owned enterprises from acquiring critical infrastructure which are vital for military mobility.
People’s Republic of China (PRC)
Although not a member of NATO, the People's Republic of China is the most important external actor driving the Alliance’s decoupling efforts due to its dominance over the global supply of critical raw materials. China controls approximately 70% of the world’s mining and 90% of the processing capacity for rare earth elements (REEs), which are indispensable for the production of advanced military guidance systems and weapons. Beijing employs a strategy of "Military-Civil Fusion," which mandates that civilian technological gains be shared with the military. For many NATO countries utilizing Chinese dual-use technologies, this raises severe espionage concerns. The PRC views NATO’s decoupling measures as containment strategies and has demonstrated a willingness to restrict exports of critical minerals (specifically gallium and germanium) in retaliation. This effectively weaponizes its position in the global supply chain.

Previous Attempts to Solve the Issue
	Although not directly a NATO measure, United Nations Security Council Resolution 2341 (2017) represents an international attempt to address the vulnerability of critical infrastructure, a core component of the defense industrial base. Adopted unanimously, this resolution calls upon Member States to enhance the resilience of their critical infrastructure against terrorist attacks and, crucially, recognizes the growing risks posed by "increasing cross-border critical infrastructure interdependencies". In summary, this resolution created a framework where NATO members must justify the decoupling of sensitive military industries from volatile or hostile foreign supply chains. This was achieved by urging states to improve international cooperation and information sharing regarding infrastructure protection.
On a similar note, “Regulation (EU) 2019/452 establishing a framework for the screening of foreign direct investments” is a legislative initiative adopted by the European Union (comprising the majority of NATO members) to solve the issue of foreign economic influence in strategic sectors. This regulation created a cooperation mechanism allowing member states to exchange information and raise concerns about investments that threaten "security or public order" by specifically targeting foreign acquisition of defense technologies, dual-use items, and critical raw materials. The most influential aspect of this framework is the shift from purely open-market policies to a security-first approach. This in turn directly empowers nations to block state-owned enterprises from non-allied countries from acquiring controlling stakes in key industrial military sectors.

Possible Solutions
	First, the implementation of a coordinated "Friend-Shoring" initiative is essential to redirect critical supply chains from potential adversaries to allied nations. To achieve this, NATO member states should collaborate to map the entire defense value chain and first identify distinct bottlenecks where reliance on non-allied nations is dangerously high. Once identified, incentivizing private defense contractors to relocate manufacturing facilities to fellow member states or trusted "Major Non-NATO Allies" is a must. This can be achieved through tax breaks, subsidies, and guaranteed government purchase contracts. An approach like this ensures that essential components, such as semiconductors and medical supplies, remain accessible even during geopolitical crises, which in turn creates a "circle of trust" that insulates military readiness from external economic coercion.
Second, a standardized Foreign Direct Investment (FDI) screening mechanism must be adopted across all NATO member states to prevent the acquisition of strategic infrastructure by foreign state-owned enterprises. Currently, investment screening varies wildly between nations, allowing foreign actors to target weaknesses within the Alliance to gain access to dual-use technologies and sensitive data. By establishing a unified NATO standard for vetting investments in important sectors for national security like telecommunications and artificial intelligence, the committee can close these backdoors.
 	Third, member states could consider establishing a Joint Strategic Innovation and Resource Bank that would provide the necessary capital and raw materials to support long-term industrial decoupling. After all, decoupling is financially burdensome and resource-intensive; therefore, member states should pool resources to create shared stockpiles of critical raw materials, such as rare earth elements, to buffer against immediate supply shocks. Simultaneously, this body would function as a financing vehicle that directs R&D funding toward domestic startups and established firms developing alternatives to foreign-controlled technologies. By treating industrial sovereignty as a collective public good, this solution distributes the costs of decoupling among all members. Considering how smaller economies are often left vulnerable due to financial constraints, this solution would address this issue from its core.
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