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Introduction

The Context
• Current policy debates revolve around European ”industrial policy” and

how to ”achieve” the green transition (Green Deal, NZIA, etc.).
• Renewed interest in reshoring and securing some supply chains.

Main Issues
• Fiscal and political constraints.
• Heterogeneity across member states - not all are equally positioned to

develop the same comparative advantages.
Takeaways

• Methodological tool to identify ”low-hanging fruits” across sectors and
industries.

• Better distribution and concentration of resources rather than
”one-fit-all” policies.
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The Premises of Our Work

From last year’s EIB Investment Report (European Investment Bank (2025);
European Investment Bank and EU DG GROW (2025)), we know that:

• EU member states have improved their international competitiveness in
low-carbon technologies (LCT) goods and are now well-placed
internationally.

• ”Green” exports have been, on average, the fastest growing ”sectors” in
recent years ⇒ promise for future growth.

• LCT goods tend to be more ”sophisticated”, higher technological content
⇒ potential for spillovers

In this year’s report, we wanted to establish a method and a rationale to
evaluate industrial policy opportunities at a granular level.
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Research Questions

1. How do you systematically track and evaluate supply chains and
production networks?

2. How do you define and calculate production potential?
3. Is production potential a promise for future competitiveness?
4. What are the main upside potentials of EU industrial policy?
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Methodology

1. Formulation of what latent production potential is.
2. Description of product ”proximity” with first-degree production nodes and

production linkages.
3. Use of trade flows to track international competitiveness across products,

countries and time.
4. Construct two measures of latent production potential across and along

supply chains.
5. Test these measures ex-post against realized competitiveness gains.
6. Analyse the status-quo of EU production networks and discuss policy

questions.
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Latent Production Potential

• We generally define production potential for any product p as being
”capable” in the production of upstream inputs.

• Competitiveness: revealed comparative advantages using Balassa’s index
(Balassa (1965)).

RCAip =

xip∑
j

xip

xip∑
i

∑
j

xip

(1)

• Production Linkages: upstream and downstream nodes in the AIPNET
dataset (Fetzer et al. (2024)).

• Both classified by 6-digit HS codes, high granularity.
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Proximity

Goods across supply chains can be considered ”proximate” across and along
supply chains. Thus, we define ‘proximity between any pair of products in the
AIPNET in two ways:

1. Whether product j is an input of product p (vertical proximity).
2. How similar are inputs for product j and p (horizontal proximity).

ϕp,j =
|I(p) ∩ I(j)|

max{|I(p)|, |I(j)|}
(2)
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Vertical and Horizontal Product Proximity

Figure: Vertical Proximity - Binary Relationship
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Vertical Latency

Lv
p,c,t =

1
|U(p)|

∑
u∈U(p)

1{RCAu,c,t > 1} (3)

• Calculates the percentage of upstream products of product p in which
country c is competitive.

• Each product scores between 0 and 1, with 1 indicating that a country
already competitively produces all inputs of product p.

• The score shows how capable a country is to move vertically to develop
new ”green” industries.
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Horizontal Latency

Lh
p,c,t =

∑
j ̸=p ϕp,j · 1{RCAj,c,t > 1}∑

j ̸=p ϕp,j
(4)

• Calculates the proximity-weighted average of RCAs for the whole
product-space of any product p in country c.

• Each product scores between 0 and 1, with 1 indicating that a country
already competitively produces all products that share at least one input
with product p.

• The score shows how capable a country is to diversify horizontally to
produce new “green” products.
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Production Potential as a Promise for Competitiveness?

• Ex-post analysis of our scores to assert whether high potential scores are
associated with the realization of competitive advantages.

• Estimate cumulative probability curves for any product pair with
RCA < 1 in 2017 to reach RCA ≥ 1 any year between 2018 and 2023.

P(RCAi,p,1:T > 1) = P

(
T⋃

t=1

{RCAi,p,t > 1}

)
= 1 −

T∏
t=1

[1 − Pt ] (5)
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Production Potential as a Promise for Competitiveness?
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EU Potentials across Some Key LCTs
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EU Potentials and RCA in selected products
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Business dynamism (from PitchBook) in selected products
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RCAs and Potential in larger exporters
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RCA and Potential in some HS codes related to biotech
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RCA and Potential in some HS codes related to
Semiconductors
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Conclusion

• The transition to a green economy is both a technological and strategic
challenge.

• By combining production networks, proximity, and RCA, we can
measure how far the EU (and individual countries) are from producing
competitively key low-carbon technologies.

• Vertical latency highlights readiness to move up value chains; horizontal
latency shows diversification potential across related products.

Policy tools? Targeted tools may be more effective.
• Promote innovation around the development of clean technologies in

potentially competitive green goods.
• Carefully designed procurement may help pushing the competitive

production of green goods with high potential.
• At the EU level, exploit heterogeneities across countries and the potential

emergence of EU wide green value chains.
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Appendix: Descriptive Statistics of Probability Curves
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