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1 The Rebirth of Industrial Policy: Reasons and Open Questions

Adfter a period of decline in interest and premature predictions of demise, industrial policy is back
on the scene. A variety of trends have contributed to the renewed interest. In the developing world,
there has been a pushback against the market-fundamentalist approach, typically associated with
the Washington Consensus. Even when growth rates have been high, economies in Sub-Saharan
Adfrica and Latin America have experienced unsatisfactory rates of productive transformation and
shortfalls in generating quality jobs in manutacturing or modem services. This has created a
demand for proactive government policies to diversify and upgrade economies beyond simply
freeing up markets. In the advanced economies, generalized labor market malaise and the
lingering effects of the financial crisis have produced similar effects. Low growth dynamics
occurred especially in the euro zone, as countries with trade and budget double deficits with a
common currency stmggled to come out of the crisis. The continuing decline in the employment
shares of manufacturing in the USA and Western European countries and the increasing compet-
itive threat posed by China on world markets have pushed in the same direction.! Interest in

Xt=: Aiginger and Rodrik(2020)
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Opinion Free Lunch
What is industrial policy for?

Industrial policy is back in vogue in rich countries. For a good example of its
revival in US politics, watch the discussion my colleague Rana Foroohar had
with Brian Deese, director of President Joe Biden’s National Economic Council,

a few weeks ago.

The motivations tend to be compound, sometimes conflicting, and potentially
confused. Industrial policy, at least when taken to mean boosting domestic
manufacturing capacity, could aim at any of the following: to maintain a
technological leading edge; to increase the number of factory jobs in the hope
of helping left-behind people and places; to overcome productivity stagnation;
to safeguard sufficient medical and other critical supplies in emergencies; or to
concentrate supply chains within one’s jurisdiction for geopolitical reasons.

Xt&: Financial Times(2021.7.8)
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Xt=: USTR(2018), “FINDINGS OF THE INVESTIGATION INTO CHINA'S ACTS,
POLICIES, AND PRACTICES RELATED TO TECHNOLOGY TRANSFER,
INTELLECTUAL PROPERTY, AND INNOVATION”

175 M&A transactions

64.0%  Yes, fits MIC 2025
36.0% No,does not fit MIC 2025

F12014~20174 7|&

205%

188%
161%

152%

8.0%

6.3%

5.4%

27%

18%

MIC 2025:
112 MEA transactions

Engrgy-saving and
new energy vehicles
Electrical equipment

Biomedicine and high-
performance medical devices

High-end numerical control
machinery and robotics
Mext-generation information
technology

Aerospace and aviation
aquipment

New materials

Maritime engineering
equipment and high-tech
maritime vessel manufacturing

Agricultural machinery
and equipment

Xt=& : Bertelsmann Stiftung(2018), “Is China Systematically Buying Up

Key Technologies?”
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Policy generation starts .. and feeds into top-
from the bottom up with down industrial policy
intelligence gathering... decision-making
P MIT! Deliberation
,—r l e 4 Council for a specific
sector
Hearing sessions
Conducting survays, ; r“’"""f"'“i“: Ineruets
compiling data, Preuarle - mllrelﬂeri firms, civil ¥
analysis, ete. 1 saciely, overseas Fopats 7 ey
employees,local Ministry of Ministry of Finance

International Trade [MoF)

and Industry (MITI)

represantativas

\i

Fiscal Fund Bureau
of MoF

A
Feedbacks Briefings, subcommitte reports

1 Japan Development
; Bank (JOB)
Members comprising
M\T\ Daliberatiun business associations, |
N — Cotircl government officials, Managerial advice and
Industrial experts, Technical adviﬁ!—t— invastment loans
academics, elc.

1 Industries, Firms,
Final Report s— . SMES etc.

Q—J
MITI research roups
’ g

Heavy Industry

Bureau of MITI
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4. Product §. production/
development marketing

NSF, NI, Angel invesiors G, public

: Corporate venture
DARPA corporations, venture funds, equity,
Corporate technology labs, capital, NIH, commercial debt
research SBIR labs, ARPA-E

——> Source frequently funds this technological stage
e} §ource occasionally funds this technological stage

Xta: S MAX E21(2020), “Challenge—driven economic policy:
A new framework for Germany”
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Product Definition Product Development
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I I I * PCP : Product Creation Process

= S : Start
nEAINEH] u HEO A
= PS : Prototype Start
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