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Industrial Policy 
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Abstract 

 

Industrial policy (IP) is one of the most controversial issues in economics. This chapter provides 

a concise but comprehensive discussion of this concept in the context of developing countries. 

The chapter begins by describing the different possible definitions of IP. Next it presents the 

economic arguments against and in favour of IP. The chapter then describes the characteristics of 

the various models of IP historically adopted by developing countries and discuss them in a 

comparative perspective. The performances of IP in the different historical periods, regions and 

countries are compared and some explanations for their different results are suggested. Next, the 

chapter discusses how the changes occurred in the rules of world trade and in the international 

division of labour have influenced the design and implementation of IP. Finally, elements of the 
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so-called “new industrial policy” are discussed. The last section summarizes and provides some 

suggestions for future research. 

 

Keywords: industrial policy, East Asian Tigers, Latin America, Africa, import substitution 

industrialization, developmental state, public-private dialogue 
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Introduction 

 

Industrial policy is one of the most controversial issues in development economics. There are 

several reasons for this. First, there is no agreement on the exact definition of industrial policy. 

This is obviously quite problematic, because the accepted definition determines the answers to 

such important questions as whether the use of industrial policy is theoretically justified, what its 

objectives should be, which measures should be considered part of it, and what its effects have 

been in both developed and developing countries. Second, the theoretical justification of 

industrial policy—at least in its most basic version—is based on the existence of some type of 

market failure. This implies that industrial policy needs to be analyzed in the context of models 

of imperfect competition and incomplete markets, and thus requires a set of mathematical 

instruments that, until quite recently, were not common among economists. Third, the analysis of 

industrial policy is at the crossroads of different research fields, including economic history, 

development economics, and political science. Finally, and not surprisingly, it is a highly 

sensitive political topic. 
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The last decade has witnessed renewed interest in the use of industrial policy as an instrument to 

favor structural change and foster economic growth and development. This is especially true 

with regard to developing countries. Interestingly, the emerging discussion now focuses on how 

industrial policy should be designed rather than whether it should be used (Aghion 2012; 

Rodrik 2004). 

 

This change of perspective is quite impressive considering that twenty years ago the term 

“industrial policy” was virtually absent from political and economic discourse and development 

strategy documents. There are two main reasons for this change. The first is the criticism that has 

been growing in the last decade against the Washington Consensus approach, motivated by its 

quite disappointing results as a strategy for economic development. The second is that the debate 

concerning the pros and cons of industrial policy is now far less ideological than in the past. In 

fact, new issues (as well as old ones) are at the center of the current debate, but the discussion is 

now better informed because of the availability of more extensive empirical evidence and 

improved theoretical analysis. 

 

This chapter is intended to provide a concise but comprehensive discussion of the concept of 

industrial policy. The chapter focuses on the history, characteristics, results, and evolution of 
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industrial policy in developing countries. The chapter begins by comparing the different possible 

definitions before describing how approaches changed over time: the early Developmental State 

as a golden age; the Washington Consensus era abandonment; and the current return of industrial 

policy. The chapter then considers the performance of industrial policy in different regions and 

countries, and describes how external conditions have changed in the last decade and shaped the 

characteristics of the new industrial policy. 

 

Defining industrial policy 

 

There are several possible definitions for industrial policy. It can be safely argued that part of the 

disagreement among economists and policy-makers regarding its pros and cons is indeed due to a 

lack of clarity about its definition. This is why the starting point of any discussion must be—or 

should be—a discussion of what it is meant by industrial policy. More specifically, what are its 

objectives and what measures are part of it? Some scholars associate industrial policy with the 

set of government policies directed to developing the manufacturing sector only. For instance, 

the World Bank (1993) considers it as “government efforts to alter the industrial structure to 

promote productivity-based growth,” and Pack (2000) defines it as including “actions designed 
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to target specific sectors to increase their productivity and their relative importance within 

manufacturing.” 

 

Other definitions include a broader set of objectives, such as enhancing productivity, 

competitiveness, and overall economic growth. For instance, according to Pack and Saggi 

(2007), industrial policy is “any type of selective intervention or government policy that attempts 

to alter the structure of production toward sectors that are expected to offer better prospects for 

economic growth than would occur in the absence of such intervention.” According to 

Curzon Price (1981), it comprises “any government measure to promote or prevent structural 

change.” Since one important cause of structural change is international trade, industrial policy is 

sometimes referred to as policies to “defy” the country comparative advantage and develop its 

“latent” advantages (Amsden 2001; Chang 2002). It should be noted that these definitions also 

include measures that are not specifically (or only) directed to industry or manufacturing. 

Industrial policy may in fact be directed to other sectors which the government expects to have 

high growth potential, such as non-traditional agricultural products or high-value service 

activities like software development and tourism (Rodrik 2007; Altenburg 2011). Finally, 

industrial policy is sometimes given the more ambitious objective of shaping structural change in 

ways that are socially inclusive and environmentally sustainable (UNIDO 2011). 
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The more general the objective, the larger the set of measures that are considered part of 

industrial policy. For instance, according to Cimoli, Dosi, and Stiglitz (2009: 107–43), industrial 

policy includes targeted industrial support as well as policies related to trade, regulation, 

innovation and technology, education and skill formation, and sectoral competitiveness. The 

various combinations of these measures characterize the different industrial policy packages. It 

follows that each industrial policy model could be ideally located on a continuum ranging from 

hard to soft, where the hard end includes interventions that distort prices while the soft end 

includes interventions that deal with coordination problems (Harrison and Rodríguez-Clare 

2010). Somehow different is the approach of Rodrik (2007), who defines industrial policy as a 

process involving a “dialogue” between the state and the private sector to generate information 

for identifying and removing the binding constraints to development. 

 

While it is important to acknowledge these different possible definitions, this chapter considers 

industrial policy as framed by the peculiar role of the manufacturing sector within development.2 

Thus, industrial policy is the set of government measures—targeted at specific industries or 

firms—intended to support the development and upgrading of industrial output. This definition 
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of industrial policy includes the large set of policies described by Cimoli, Dosi, and Stiglitz 

(2009). 

 

Arguments for and against  

 

The economic literature on the justification, limits, and effects of industrial policy (IP) is quite 

extensive. Therefore, this section will briefly present only the main arguments. The theoretical 

justification for IP is based on the fulfillment of three conditions (Harrison and Rodríguez-Clare 

2010): some market failure is present (e.g., industry-level externalities, dynamic increasing 

returns, the presence of a public good, etc.); the firm/sector is potentially competitive in the 

international markets; and the discounted future benefits of intervention exceed the costs of the 

distortion. There are two main arguments against the use of IP in developing countries. The first 

is that, even in the presence of highly imperfect markets, there is no reason to suppose that the 

government has better access to information with respect to the market. Since government 

information is necessarily limited, good selectivity is impossible, which implies—for instance—

that the “picking winners” strategy is deemed to fail (see, e.g., Pack and Saggi 2007). A second 

argument against IP comes from the literature on rent-seeking and corruption (see, e.g., 
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Krueger 1974; 1990). The basic idea is that since any government measure (e.g., import licences, 

investment permits, etc.) creates rents, firms find it profitable to (legally or not) invest their 

resources to obtain them. This is a wasteful activity that also distorts allocation of resources 

because it makes competition between firms unfair. 

 

There are three main types of market failures. The first arises from the existence of an 

informational externality related to the difference between the private and the social benefit in 

exploring the profitability of a new activity (see Hausmann and Rodrik 2003). The (partial) 

socialization of investment risk through government intervention makes private and social return 

to converge. The second type is a situation of investment coordination failure,3 which emerges 

when—because of a lack of required investments in related actives—the private sector 

investment is sub-optimal. The third type of market failure is due to the existence of a positive 

(export, technology, or demand) externality. 

 

All these arguments are based on the idea that the optimal industrial policy should be determined 

by comparing the magnitude of market failures and government failures. A different perspective 

on this issue is the view that the debate on the pros and cons of industrial policy should go 

beyond the discussion about the respective roles of the State and the Market. In fact it is crucial 
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to acknowledge that industrial policy has a very specific domain of intervention, namely, 

industry and manufacturing. Thus, the justification of IP can be found in the fact that 

manufacturing has a special role in the development process: it is a historical regularity that 

sustained economic growth is associated with industrialization, in terms of growth in 

manufacturing employment and value added (Maddison 2001; Szirmai 2011). The strategic role 

of manufacturing in modern economic growth is usually ascribed to the presence of increasing 

returns and technological spillover effects, high capital intensity, strong and numerous forward 

and backward linkages, high elasticity of demand, and higher employment potential with respect 

to the other sectors. These factors have been used—in a variety of combinations—to justify 

industrialization, considered as a necessary stage of economic development. The next section 

discusses the characteristics and the historical evolution of industrial policy as the instrument 

used by the governments of developing countries to achieve industrialization. 

 

Industrial policy in historical perspective 

 

Industrial policy has a long history. Governments of both developed and developing countries 

have widely adopted targeted interventions to support industrialization. For instance, 
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governments played an active supporting role in the industrialization of the UK, the U.S., 

Germany, and Japan during the nineteenth and twentieth centuries (Landes 1970). Following the 

end of the Second World War, governments of newly independent countries started to intervene 

in the economy to favor industrialization as a strategy to spur their catching-up process. 

Government intervention took different forms, from complete economy-wide plans to various 

combinations of trade policies, production subsides, direct credit allocation, and use of state-

owned enterprises (SOEs). In this, developing countries were actually doing what developed 

countries did during their development process (Reinert 1999). 

 

This section provides a brief historical overview of the experiences of developing countries in 

East Asia, Latin America, and Africa during the last fifty years. The section begins by describing 

some aspects of industrial policy during the Developmental State period, in particular its content 

in the different countries, the results flowing from it, and why these results varied widely. Next, 

we discuss how the Washington Consensus approach influenced the use of industrial policy in 

developing countries. 
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The Developmental State period 

 

The literature on the historical experiences of developing countries with industrial policy is 

extremely vast.4 Therefore, this chapter can provide only a brief description of the actual content 

of industrial policy in those countries, emphasizing similarities and differences while recalling 

that countries have sometimes implemented similar measures in very different ways. Measures 

are grouped in the domains of intervention included in the definition above (in the section on 

“Defining industrial policy”). While this categorization provides clarity, it should be noted that 

industrial policy is something more than and different from the sum of the government 

interventions in the different domains. 

 

Trade policy, import substitution, and export promotion 
 

Trade policy affects the degree of international competition to which firms are exposed. This 

contributes to the profitability of different production activities and thus plays an important role 

in influencing firms’ investment decisions. Trade policy was a key part of the import substitution 

industrialization (ISI) pursued by several countries between the 1950s and 1970s. There are 

several reasons why ISI policies were popular. The first and most important is that 
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industrialization was believed to be necessary for development and that infant domestic 

industries needed (temporary) protection. The idea was that free trade would increase the 

economy’s dependence on the export of commodities that were expected to suffer declining 

prices over time (Prebisch 1950). 

 

While initially the use of a protectionist trade policy was commonplace, some countries soon 

started differentiating their strategies. In South Korea import protection was already coupled 

with export promotion in the 1960s. Import protection was high, prolonged, and selective, but at 

the same time, export performance was used as the disciplinary device for both firms and 

bureaucrats (Amsden 1989). Firms were given subsidies and the right to sell in the protected 

domestic market under the commitment to export. In Taiwan the government extensively used 

tariffs and quantitative restrictions, while exporters were given preferential tax treatment and 

access to credit on favorable terms. Latin American governments largely used protectionist trade 

policies as part of their ISI strategy, but they were not coupled with incentive schemes to 

promote export and domestic competition. 

 

The implementation of active export policies has been—with the partial exception of Brazil—

much more limited. Immediately after independence, African countries also started a process of 
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industrialization through import substitution. In most of the cases, governments offered 

protection to domestic firms with little discrimination between activities, no time limit, and no 

requirements of international competitiveness (Mkandawire 2001). 

 

Targeted sectoral measures, development banks, and fiscal incentives 
 

A basic assumption of the ISI strategy was that some sectors were strategic for the economic 

development of the country. This was the justification for a number of measures that 

governments provided to targeted sectors. While almost any government has selectively 

supported targeted sectors, the degree of selectivity and the degree of direct State intervention 

have been very different. For instance, India followed the example of the USSR and adopted a 

strategy based on massive public investments in heavy industry, the state-imposed coordination 

of investment decisions in both the public and the private sectors, and the bringing of certain 

strategic industries and firms under public ownership (Singh 1995). In East Asia, on the other 

hand, it was common for governments to identify priority sectors to be selectively supported but, 

in contrast to what happened in many countries, the economic initiative remained mostly private 

sector-led. 
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Control of the financial sector was another key aspect of the Developmental State approach to 

development. In many cases, the State nationalized the banks and other financial institutions and 

created national development banks to influence the private sector investment decisions (Soludo, 

Ogbu, and Chang 2004). The development bank provided discretionary credit lending to specific 

sectors and firms, playing a crucial role in funding technological accumulation and export 

growth (giving exporting firms access to long-term subsidized capital) (Amsden 2001). 

Governments used development banks to condition the firms’ behavior by providing loans 

conditional on the fulfillment of certain requirements that were sometimes even firm-specific. 

These conditions were particularly severe in South Korea and Taiwan (Rodrik 1995; Lall 2003; 

Amsden 1989), while they were much less clear and demanding in Latin American countries. 

 

Competition and regulation policies 
 

Governments have used several measures to influence the market structure of their domestic 

economy. For instance, in South Korea, beginning in the 1960s the government reduced 

domestic competition for selected firms in exchange for their commitment to export (see 

Amsden 1989). In India, the government used a strict licence system to regulate the entry into 

selected sectors to avoid large firms competing with small ones in the same market. The 
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objective was to preserve some market share for small household firms and avoid rising 

economic inequality associated with industrialization (Kapur, this volume). In other cases, 

governments intervened to reduce monopolistic situations so as to decrease costs (of inputs and 

services) for manufacturing firms and favor their competitiveness in international markets. 

 

Innovation and technology policies 
 

The role of the State in the knowledge accumulation process has been preeminent in many 

countries (Katz 2000; Cassiolato, de Matos, and Lastres, this volume). Governments made an 

effort to stimulate the domestic production of technological knowledge (Alcorta and Peres 1998). 

The commitment of governments to technological development has been particularly strong in 

the East Asian Tigers (South Korea, Taiwan, Hong Kong, and Singapore). From the early 1960s, 

the South Korean government supported domestic technological upgrading in several ways. The 

import of technology was strongly subsidized and public funds to finance domestic technological 

innovation were created. Similarly, in Taiwan import and diffusion of advanced technologies 

among domestic firms was subsidized, and science parks and technology clusters were created to 

improve technology accumulation. Governments of East Asian Tigers acted as venture capitalists 

and pioneers, especially in high-technology sectors such as informatics, semiconductors, and 
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telecommunications, when the private sector was unable to develop the necessary capabilities. In 

fact, accumulation of technological capabilities in East Asia was also stimulated by high-quality 

government demand (for South Korea, see Amsden 1989; for India, see Singh 1995). 

 

Education and skill formation policies 
 

Education and skill formation policies are a necessary complement to technology and innovation 

policies. For instance, education policies were crucial in the experiences of Germany and Japan 

at the end of the nineteenth century. Similarly, they have been a fundamental part of the 

development strategy of latecomers after the Second World War. But the experiences of East 

Asia and Latin America have been considerably different in this respect. The East Asian Tigers 

invested heavily in education and technical training, implementing numerous public policies with 

the objective of improving the scientific education indicators and creating an education system 

strongly biased in favor of technical degrees (Kim 1993). The Indian government intervention in 

supplying high-quality education (especially engineering) has been a fundamental ingredient of 

its industrial policy. Latin American governments tried to support high skill formation as part of 

their ISI strategy, with Brazil among the most active in this area. While the general education 
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level increased, the improvement in technical and scientific education in the region was much 

more modest than in East Asia. 

 

The results of industrial policy during the Developmental State period 

 

The debate on the effects of IP during the Developmental State period is still open. The reason is 

that IP is predicated to be the cause of both impressive successes and spectacular failures. While 

there are theoretical arguments in favor of it, the critical question remains: Does industrial policy 

work in practice? 

 

This question is not easy to answer, given the high heterogeneity among the different regional 

and national experiences. In some cases, the government played a direct leading role in the 

industrialization process. There was widespread public ownership of industry: public investment 

was extensive and a number of firms were nationalized. In other cases, the government merely 

provided incentives to the private sector, which acted as the prime engine of the industrialization 

process. Furthermore, the same policies have been used by different countries in very different 

ways. 
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Analysis of the effectiveness of industrial policy can be grouped into three categories (Harrison 

and Rodríguez-Clare 2010; Rodrik 2007). The first group of studies focuses on the analysis of 

one specific industry that has received some kind of support. Most of these studies analyze the 

effect of protectionist trade policies, and generally show that protection leads to higher growth 

but that the net welfare effects are negative (see, for example, Head 1994; Luzio and Greenstein 

1995). 

 

A second group analyzes whether (more) supported industries exhibit faster growth. Here also, 

most of the studies have focused on trade protection. The evidence is mixed5 and no study is able 

to show a causal link between protection and economic results. In general, trade protection seems 

to have been granted to protect a special group or to generate tariff revenues rather than as part of 

an industrialization strategy (see Goldberg and Maggi 1999; Lee 1996). At the same time, the 

historical experiences of the East Asian Tigers clearly show that trade protection is not per se 

harmful to growth. On the contrary, one of the keys for the success of these countries has been 

the mix between openness and protection (e.g., opening some markets to international 

competition while keeping others closed) (Amsden 1989). 
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Finally, a third group of studies attempts to evaluate the effects of IP using the cross-country 

approach. Again, most of the studies have focused on trade policy. Interestingly, some of these 

studies find a positive correlation between import tariffs and economic growth across countries 

during the late nineteenth century (O’Rourke 2000; Chang 2002)—as occurred in the U.S.—

which emerged in the nineteenth century as economic leaders in conjunction with high domestic 

tariffs. 

 

In an attempt to summarize the evidence, it would be fair to say that the results of IP under the 

Developmental State are mixed. While the results were remarkable for East Asian countries,6 

they were mixed in Latin American countries and were almost everywhere a failure in Africa. 

This said, there are few doubts that government intervention has been crucial for most of today’s 

developed countries during their economic take-off. For instance, it is rather difficult to identify 

cases of current export successes that did not involve government support at some early stage. 

Among these, the most notable are POSCO in South Korea, EMBRAER in Brazil, the salmon 

industry in Chile, and the ICT revolution in India, with the first two being clear examples of 

import substitution under public ownership, the third a case of the success of a quasi-public 

agency acting as a venture fund, and the last—at least in part—the result of decades of 
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investment in high education (Rodrik 2007; Singh 1995). Still, beside these successful cases, 

there are numerous—and in some cases enormous—failures. 

 

Why results differ across countries 

 

At the end of the 1970s, the divergence in the growth rates between East Asia, Latin America, 

and Africa began to increase significantly. The orthodox view explains it as the result of two 

different development strategies: a successful, market-friendly, export-led model in East Asia as 

opposed to a failing, state-led ISI strategy in Latin America and Africa. In this account, the role 

of the State in the “Asian Miracle” was very marginal: the government set the rules to favor 

export growth and allowed the markets to work freely. Those economies were then able to 

automatically take off. Selective industrial policy was absent, and other types of government 

interventions—when in place—were if anything an obstacle to growth (World Bank 1993; Pack 

and Saggi 2007). Instead, Latin American countries had poor economic performance because 

they implemented the ISI strategy and used industrial policy extensively to support their 

industrialization process. This is the view that has long prevailed within thinking on international 

development. 
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An alternative view argues that the Developmental State was common to all three regions. The 

reason industrialization results have been so different is that East Asia adopted a different model 

of the Developmental State with respect to other developing countries and it evolved over time. 

In fact, different countries have implemented similar policies in radically different ways. It is 

now a shared view—emerging from the vast literature on the East Asian Tigers—that the recipe 

for their success was the effective combination of incentives with discipline (Amsden 2001; 

Hausmann and Rodrik 2003). The former were provided through subsidies and protection, while 

the latter was obtained through direct and indirect government control of economic activity (for 

instance, using export performance as a selection and monitoring device for both entrepreneurs 

and bureaucrats). Another peculiarity of the Development State in East Asia was its “embedded 

autonomy” (Evans 1995). It was a “strong State” and thus able to promote industrialization 

because it was (at least partially) autonomous from social forces that might oppose industrial 

policy. At the same time, the State created some beneficial interactions with the entrepreneurial 

elite that allowed it to promote industrialization. 

 

According to Lall (2003), the main characteristics of the East Asian economic model are: strict 

selectivity and time-limited government intervention; the temporary use of public enterprises to 

enter risky sectors; massive investment in skill creation and infrastructure; centralization of 
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strategic industrial decisions in competent authorities; and highly selective use of foreign direct 

investment. 

 

The first element is particularly important. Governments in East Asia provided stable and 

predictable incentive schemes and were able to withdraw support whenever they wished. As in 

any other country, industrial policy did create inefficient firms; yet here, unlike what happened 

elsewhere, the State was able to withdraw support whenever a firm’s performance was not 

satisfactory. The selecting devices for receiving targeted support were the exporting performance 

and the domestic competition. Finally, it should be acknowledged that while there are 

similarities, there are also important differences between the experiences of the different East 

Asian Tigers. For instance, government intervention was widespread in South Korea and 

Taiwan, and much less relevant in Singapore and Hong Kong. Moreover, while both South 

Korea and Taiwan invested heavily in the development of domestic innovation capabilities, for 

Singapore and Hong Kong the main technology policy was always to attract foreign direct 

investment (see Lall 2000). 

 

The Developmental State was much less successful in Latin America. The industrialization 

strategy and the specific industrial policy adopted were indeed very different from the ones in 
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East Asia: this difference can be summarized by saying that firms in Latin America received 

incentives similar to those provided to firms in East Asia, but they faced much less discipline. An 

interesting example is how regulation and competition policies modified the domestic market 

structure. These policies were common to many developing countries but their results were quite 

different in the two regions. While in East Asia these policies created an environment favorable 

to the exploitation of economies of scale and increased firms’ efficiency, in Latin America they 

mostly only generated a protected domestic market for inefficient local firms. Other relevant 

differences between the two models can be summarized as follows: Latin America adopted an 

“anti-export” version of the ISI strategy; there was a lack of government capabilities; and 

investments in education, science, and technology innovation were much more limited than in 

East Asia. 

 

In Africa, attempts at industrialization generally fared poorly. While there are some success 

stories (such as Mauritius, Botswana, Madagascar, and Kenya), in most cases ISI strategy was a 

failure. UNCTAD (2007) identifies two possible interpretations. The first argues that the 

Developmental State could not succeed because of the inability of the African States to design 

and implement an effective industrial policy. In contrast, the second interpretation emphasizes 

that the Developmental State collapsed because of the inability of the ISI to adjust to changes in 
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external conditions. To these one can add the political dimension. Robinson (2009) argues that 

industrial policy has been successful only when those with power wanted industrialization to 

succeed, or have been forced to act in this way by the incentives generated by political 

institutions. Apparently, these conditions were not always met in Africa. 

 

The debt crisis and the Washington Consensus 

 

The process of differentiation between the three regions reached its climax in the 1980s. While 

East Asia continued its rapid growth, Latin America entered the “lost decade” caused by the 

external debt crisis, and Africa entered a long period of economic difficulties.7 At the beginning 

of the 1990s, Latin America had become the laboratory for the implementation of the most 

orthodox version of the Washington Consensus policies (see Stallings and Peres 2000), while in 

much of Africa, Structural Adjustment Programs (SAPs) were in place. 

 

This was a dramatic change for the two regions. The implementation of the Washington 

Consensus in Latin America was characterized by economic reforms—including trade 

liberalization—that eliminated the ISI apparatus and drastically reduced the measures to support 

industrialization. Something very similar happened in Africa, where through the SAPs the World 
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Bank exhibited its “deep-rooted anti-industrial-policy position:” one of the objectives of 

structural adjustment was indeed to eliminate the ISI apparatus and any selective industrial 

policy measures (Mkandawire and Soludo 1999). While IP was eliminated from the political and 

economic discourse in both regions, governments nonetheless continued to implement it under 

other names (Melo 2001). In the meantime, the rules of the game and the economic environment 

changed, posing new challenges to the industrialization attempts of developing countries. 

 

New rules, competitors, and challenges 

 

To better understand the current difficulties of developing countries in their attempt to 

industrialize, one must first consider how the world economy has evolved over the last three 

decades. There are two most relevant differences with respect to the past: new rules of the game 

and a new international division of labor. 

 

The rules of world trade have changed significantly. The growing number of multilateral, 

bilateral, and regional trade agreements has increasingly restricted the policy space available for 

using trade policy as an instrument to promote industrial development, especially for non-Least 
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Developed Countries (non-LDC). For example, protectionist trade policies are now prohibited by 

the World Trade Organization (WTO) for all non-LDCs. The WTO rules are also progressively 

forcing countries to reduce export subsidies (and also the establishment of export processing 

zones) and subsidies for the use of domestic (rather than imported) inputs. Local content 

requirements and quantitative restrictions on imports are now banned too (Tussie and Quiliconi, 

this volume). 

 

These changes have caused some concern, because trade policy—including import protection 

and export promotion measures—was a fundamental instrument of industrial policy during the 

Developmental State period.8 In practice, developing countries are nowadays not allowed to use 

the measures employed by advanced economies during their industrialization period.9 

 

While the rules have changed significantly, this does not mean that trade policy can no longer be 

used. The WTO rules still allow all countries to use trade policy interventions in the form of 

selective subsidies to promote domestic research and development (R&D), regional 

development, and environment-friendly activities. Moreover, governments can selectively 

promote science and technology activities, in particular by subsidizing private and public R&D. 

This indicates that there is still some room for policies to support industrialization, but 
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governments should design industrial policy, particularly trade policy, so as to take the new 

constraints explicitly into account. 

 

A second important change concerns the characteristics of the global economic environment, 

particularly a new international division of labor. The level of competition in global markets has 

increased enormously with the emergence of new world-level economic powers such as China, 

India, and Brazil. As world leaders in labor-intensive manufacturing, these countries have 

significantly reduced the market for other emerging countries traditionally specialized in those 

products. This new competitive environment requires that industrial policy include a different set 

of instruments and measures from the ones used in the past. Since industrialization can no longer 

be expected to be obtained through infant industry protection or nationalization of foreign firms, 

IP should be designed to support diversification and production upgrading of firms. Indeed, the 

new international division of labor obliges firms from developing countries to meet increasingly 

stringent standard and quality requirements in order to participate in global value chains. It is 

clear that to achieve this objective, an updated IP is required. 

 

The world economy has dramatically changed since the Developmental State period, and since 

the decades of the Washington Consensus. The main issue is no longer to understand if and how 
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“old” policies will fit the “new” world. The magnitude of the changes that have taken place in 

these decades has created the need for a new approach to industrial policy.  

 

Elements of the new approach 

 

The concept and application of industrial policy have evolved over the last two decades. 

Recently the literature has moved from discussing whether or not governments should use 

industrial policy to discussing how to design and implement it effectively. There is an increasing 

consensus among scholars on the elements that should characterize this new approach to 

industrial policy (Rodrik 2007; Lin and Chang 2009; Di Maio 2009; Asche, Neuerburg, and 

Menegatti 2011). 

 

Public-Private Dialogue 
 

The dialogue between the government and the private sector is crucial in order to identify 

distortions, bottlenecks, and weaknesses to be addressed by IP. The central role of the private 

sector in the design and implementation of IP suggests the need for a proper consideration of its 
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specific characteristics. Dealing effectively with the private sector implies the acknowledgment 

of its heterogeneity within and between countries. After having put much effort into learning 

about the strengths and weaknesses of governments, we should now learn more about the private 

sector, which ultimately is the target/recipient of IP. It follows that a highly tailored assistance to 

entrepreneurs is needed in an increasingly complex environment where the challenges are 

context-specific, country-specific, and even firm-specific. 

 

Awareness and information 
 

To be effective, industrial policy needs to provide a set of monetary and non-monetary incentives 

to induce firms to enter new sectors and improve their current production. To this end, the first 

step is to make entrepreneurs aware of the availability of support measures, their content, and the 

way to access them. It is not uncommon for industrial policy to fail simply because local 

entrepreneurs are unaware of its existence. It is also crucial that its results—even if negative—be 

made public, in order to make credible the commitment of a government that has declared itself 

willing to support the manufacturing sector. In particular, it is important that any positive results 

of IP be properly disseminated, in order to provide a signal to entrepreneurs that it may be useful 

to apply for the support measures despite the cost. 
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Coordination 
 

Industrial policy includes measures belonging to different domains of intervention that cannot be 

considered in isolation: complementarities need to be taken into account. It matters not only what 

measure is implemented, but in what context and in what policy mix. It follows that a 

comprehensive policy framework is needed to implement IP effectively. While this consideration 

may appear obvious, it should be noted that policy coordination across governmental agencies 

often faces enormous challenges in developing countries because of political economy 

considerations and lack of human and financial resources and capabilities. 

 

Transparency and accountability 
 

Industrial policy should be clear as to which specific measures are included and who is 

responsible for what. This serves two purposes: it reduces the possibility of rent-seeking 

activities, and it clarifies responsibilities as well as incentives for bureaucrats. Industrial policy 

has a strong selective component that can be justified only if the process behind its design and 

implementation is transparent and the government is considered responsible for it. 
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Evaluation 
 

A crucial component of a successful industrial policy is a monitoring and evaluation mechanism. 

The evaluation of policy measures can be very complicated because it is difficult to decide what 

has to be measured and how to measure it. Yet there is no doubt that policy evaluation is crucial, 

because it provides information that can be used to improve the policies. Without evaluation, 

there is no mechanism for adjusting and correcting the policies in response to changing 

circumstances. 

 

Industrial policy as a process 
 

Industrial policy is not only a set of measures, but a process through which the government 

learns which policy mix is optimal given the current and expected future economic situation (see 

Rodrik 2007). This is why, while the past and current experiences of other countries can provide 

some insights, each country must find its own way in designing its industrial policy. The 

dynamic nature of the determining optimal policy implies that its content and objectives need to 
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be continuously re-evaluated and updated—considering the results obtained—under the 

constraints provided by the available resources and capabilities. 

 

While these are general elements that should characterize IP, the new approach also explicitly 

recognizes that policies cannot abstract from the current economic situation of the specific 

country—in other words, from its production structure. This obviously means that IP should be 

designed to consider the available capabilities both in the government and in the private sector. 

As a minimizing failure rule (safety rule), current available capabilities should guide the type and 

extent of IP to be carried on. In addition, IP should be modeled in accordance with the 

characteristics of entrepreneurship in the specific country. To be successful, the new approach 

needs to consider all these elements together. 

 

Conclusion 

 

After a long hiatus, IP is making its way back onto developing countries’ agenda. In recent years, 

a large and increasing agreement is emerging that strengthening industry, particularly 

manufacturing, is the condition required to benefit from world trade and foster economic growth 
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and development. This renewed interest in industrial policy follows from that, and IP is once 

again being viewed as a potentially effective instrument in inducing structural change and the 

growth of manufacturing. 

 

Industrial policy is back but the world economy and the rules of the game have changed. This 

implies that a new approach is needed. The recent literature agrees that there is no single recipe 

for the optimal industrial policy. Rather, the emerging consensus is that effective industrial 

policy needs to be a mix of common practices and country-specific measures in which past 

experiences and domestic experimentation are both essential components. 

 

While the economic literature on IP is vast, there is still much to be learned in terms of both 

theory and empirics. One aspect concerning theory that needs to be further explored is the 

political economy of industrial policy. The history of a country, its economic characteristics, and 

the political environment all determine what type of industrial policy is feasible and possible to 

implement. While some contributions have already opened this Pandora’s box, there is still much 

to learn about how the political equilibrium and other country-specific characteristics interact 

with industrial policy. As for the empirics, a promising approach is the use of randomized 

controlled experiments. Even if there are still very few such analyses, this approach—if coupled 
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with the precious knowledge coming from detailed case studies and cross-country comparative 

analysis—could significantly improve our understanding of the characteristics of an effective 

industrial policy. This would be a very important achievement since, now more than ever, a 

better understanding of the theory and empirics of IP would contribute to designing better 

strategies for development. 

 

 



Chapter 32 Page 36 

References 

 

Aghion, Philippe (2012). “Industrial Policy, Entrepreneurship, and Growth,” in David Audretsch, 

Oliver Falck, Stephan Heblich, and Adam Lederer (eds.), Handbook of Research on Innovation 

and Entrepreneurship. Cheltenham: Edward Elgar. 

 

Alcorta, Ludovico, and Wilson Peres (1998). “Innovation Systems and Technological 

Specialization in Latin America and the Caribbean,” Research Policy, 26: 857–81. 

 

Altenburg, Tilman (2011). Industrial Policy in Developing Countries: Overview and Lessons 

from Seven Country Cases (DIE Discussion Paper No. 4/2011). Bonn: German Development 

Institute (DIE). 

 

Amsden, Alice H. (1989). Asia’s Next Giant: South Korea and Late Industrialization. New York 

and Oxford: Oxford University Press. 

 



Michele Di Maio Industrial Policy 

Chapter 32 Page 37 

——— (2000). Industrializing under the New WTO Law. Mimeo, United Nations Conference on 

Trade and Development (UNCTAD). 

 

——— (2001). The Rise of the Rest: Challenges to the West from Late-Industrializing 

Economies. Oxford: Oxford University Press. 

 

Asche, Helmut, Philipp Neuerburg, and Matteo Menegatti (2011). Economic Diversification 

Strategies: A Key Driver in Africa’s New Industrial Revolution. Mimeo, United Nations 

International Development Organization (UNIDO) General Conference 2011. Vienna: UNIDO. 

 

Cassiolato, José Eduardo, Marcelo G. Pessoa de Matos, and Helena M. M. Lastres (2013). 

“Innovation Systems and Development.” [THIS VOLUME] 

 

Chang, Ha-Joon (2002). Kicking Away the Ladder: Development Strategy in Historical 

Perspective. London: Anthem Press. 

 



Michele Di Maio Industrial Policy 

Chapter 32 Page 38 

Cimoli, Mario, Giovanni Dosi, and Joseph E. Stiglitz (eds.) (2009). Industrial Policy and 

Development: The Political Economy of Capabilities Accumulation. Oxford: Oxford University 

Press. 

 

Curzon Price, Victoria (1981). Industrial Policies in the European Community. New York: 

St. Martin’s Press. 

 

Di Maio, Michele (2009). “Industrial Policies in Developing Countries: History and 

Perspectives,” in Mario Cimoli, Giovanni Dosi, and Joseph E. Stiglitz (eds.), Industrial Policy 

and Development: The Political Economy of Capabilities Accumulation. Oxford: Oxford 

University Press, 107–43. 

 

Evans, Peter B. (1995). Embedded Autonomy: States and Industrial Transformation. 

Princeton, NJ: Princeton University Press. 

 

Goldberg, Pinelopi Koujianou, and Giovanni Maggi (1999). “Protection for Sale: An Empirical 

Investigation,” American Economic Review, 89(5): 1135–55. 

 



Michele Di Maio Industrial Policy 

Chapter 32 Page 39 

Harrison, Ann (1994). “An Empirical Test of the Infant Industry Argument: Comment,” 

American Economic Review, 84(4): 1090–95. 

 

Harrison, Ann, and Andrés Rodríguez-Clare (2010). Trade, Foreign Investment, and Industrial 

Policy for Developing Countries (NBER Working Paper No. 15261). Cambridge, MA: National 

Bureau of Economic Research (NBER). 

 

Hausmann, Ricardo, and Dani Rodrik (2003). “Economic Development as Self-Discovery,” 

Journal of Development Economics, 72(2): 414–50. 

 

Head, Keith (1994). “Infant Industry Protection in the Steel Rail Industry,” Journal of 

International Economics, 37: 141–65. 

 

Kapur, Devesh (2013). “India’s Economic Development.” [THIS VOLUME] 

 

Katz, Jorge M. (2000). Pasado y presente del comportamiento tecnológico de América Latina 

(Serie Desarollo Productivo No. 75).Santiago: United Nations Economic Commission for Latin 

America and the Caribbean (ECLAC). 



Michele Di Maio Industrial Policy 

Chapter 32 Page 40 

 

Kim, Linsu (1993). “National System of Industrial Innovation: Dynamics of Capability Building 

in Korea,” in Richard R. Nelson (ed.), National Systems of Innovation: A Comparative Analysis. 

Oxford: Oxford University Press, 357–83. 

 

Krueger, Anne O. (1974). “The Political Economy of the Rent-Seeking Society,” American 

Economic Review, 64(3): 291–303. 

 

——— (1990). “Government Failures in Economic Development,” Journal of Economic 

Perspectives, 4(3): 9–23. 

 

Krueger, Anne O., and Baran Tuncer (1982). “An Empirical Test of the Infant Industry 

Argument,” American Economic Review, 72(5): 1142–52. 

 

Lall, Sanjaya (2000). Selective Industrial and Trade Policies in Developing Countries: 

Theoretical and Empirical Issues (QEH Working Paper No. 48). Oxford: University of Oxford, 

Department of International Development. 

 



Michele Di Maio Industrial Policy 

Chapter 32 Page 41 

——— (2003). Reinventing Industrial Strategy: The Role of Government Policy in Building 

Industrial Competitiveness. Mimeo. 

 

Landes, David S. (1970). The Unbound Prometheus: Technological Change and Industrial 

Development in Western Europe from 1750 to the Present. Cambridge: Cambridge University 

Press. 

 

Lee, Jong-Wha (1996). “Government Interventions and Productivity Growth in Korean 

Manufacturing Industries,” Journal of Economic Growth, 1(3): 391–414. 

 

Lin, Justin Yifu, and Ha-Joon Chang (2009). “DPR Debate: Should Industrial Policy in 

Developing Countries Conform to Comparative Advantage or Defy It?” Development Policy 

Review, 27(5): 483–502. 

 

Luzio, Eduardo, and Shane Greenstein (1995). “Measuring the Performance of a Protected Infant 

Industry: The Case of Brazilian Microcomputers,” Review of Economics and Statistics, 

77(4): 622–33. 

 



Michele Di Maio Industrial Policy 

Chapter 32 Page 42 

Maddison, Angus (2001). The World Economy. A Millennial Perspective (Development Centre 

Studies). Paris: OECD. 

 

Melo, Alberto (2001). Industrial Policy in Latin America and the Caribbean at the Turn of the 

Century (IADB Working Paper No. 459). New York: Inter-American Development Bank 

(IADB). 

 

Mkandawire, Thandika (2001). “Thinking About Developmental States in Africa,” Cambridge 

Journal of Economics, 25(3) (May 2001): 289–313. 

 

Mkandawire, Thandika, and Charles C. Soludo (1999). Our Continent, Our Future: African 

Perspectives on Structural Adjustment. Trenton, NJ: Africa World Press. 

 

O’Rourke, Kevin H. (2000). “Tariffs and Growth in the Late 19th Century,” The Economic 

Journal, 110(463): 456–83. 

 

Pack, Howard (2000). “Industrial Policy: Growth Elixir or Poison?” World Bank Research 

Observer, 15(1): 47–67. 



Michele Di Maio Industrial Policy 

Chapter 32 Page 43 

 

Pack, Howard, and Kamal Saggi (2007). “The Case for Industrial Policy: A Critical Survey.” 

World Bank Research Observer, 21(2): 267–97. 

 

Prebisch, Raúl (1950). The Economic Development of Latin America and its Principal Problems. 

United Nations Department of Economic Affairs. Lake Success, NY: United Nations 

Publications. 

 

Reinert, Erik S. (1999). “The Role of the State in Economic Growth,” Journal of Economic 

Studies, 26(4/5): 268–326. 

 

Robinson, James A. (2009). “Industrial Policy and Development: A Political Economy 

Perspective,” paper presented at the World Bank ABCDE conference in Seoul, Korea, June 22–

24, 2009. 

 

Rodrik, Dani (1995). “Trade and Industrial Policy Reform,” in Jere R. Behrman and 

T.N. Srinivasan (eds.), Handbook of Development Economics, Vol. III. Amsterdam: 

North Holland, 2925–82. 



Michele Di Maio Industrial Policy 

Chapter 32 Page 44 

 

——— (2004). Industrial Policy for the Twenty-First Century. Mimeo. Vienna: United Nations 

International Development Organization (UNIDO). 

 

——— (2007). Normalizing Industrial Policy (CGD Working Paper No. 3). Washington, DC: 

Center for Global Development (CGD). 

 

Singh, Ajit (1995). “The State and Industrialization in India: Successes and Failures and the 

Lessons for the Future,” in Ha-Joon Chang and Robert Rowthorn (eds.), The Role of the State in 

Economic Change. Oxford: Clarendon Press, 170–86.  

 

Soludo, Charles C., Osita Ogbu, and Ha-Joon Chang (eds.) (2004). The Politics of Trade and 

Industrial Policy in Africa: Forced Consensus? Trenton, NJ: Africa World Press/IDRC. 

 

Stallings, Barbara, and Wilson Peres (2000). “Growth, Employment and Equity: The Impact of 

Economic Reforms in Latin America and the Caribbean.” Washington, DC: Brookings 

Institution Press. 

 



Michele Di Maio Industrial Policy 

Chapter 32 Page 45 

Szirmai, Adam (2011) “Industrialisation as an Engine of Growth in Developing Countries, 1950-

2005,” Structural Change and Economic Dynamics 23(4):406–20.  

 

Tussie, Diana, and Cintia Quiliconi (2013). “WTO and Development.” [THIS VOLUME] 

 

United Nations Conference on Trade and Development (UNCTAD) (2007). Economic 

Development in Africa. Reclaiming Policy Space: Domestic Resource Mobilization and 

Developmental States. Geneva: UNCTAD. 

 

United Nations Industrial Development Organization (UNIDO) (2011). Industrial Policy for 

Prosperity: Reasoning and Approach (Development Policy, Statistics and Research Branch 

Working Paper 02/2011). Vienna: UNIDO. 

 

Wade, Robert (2003). Governing the Market: Economic Theory and the Role of Government in 

East Asian Industrialization. Princeton, NJ: Princeton University Press. 

 

World Bank (1993). The East Asian Miracle: Economic Growth and Public Policy. Washington, 

DC: The World Bank. 



Michele Di Maio Industrial Policy 

Chapter 32 Page 46 

 

 

 

 

                                                 

1 I extend my sincere thanks to the editors, contributors, and Philipp Neuerburg for useful comments on a previous 
version of the chapter.  
2 Szirmai (2011) provides empirical evidence on the fundamental role of the manufacturing sector in the process of 

development. 
3 Rodrik (2004) notes that direct support is not always necessary to solve this type of market failure. 
4 Key references include Amsden (2001); Lin and Chang (2009); Cimoli, Dosi and Stiglitz (2009); Rodrik (1995, 

2004, 2007); Wade (2003); Soludo, Ogbu, and Chang (2004). 
5 It is very instructive to see how different are the conclusions reached by Krueger and Tuncer (1982) and 
Harrison (1994). 
6 There is extensive literature suggesting that the Developmental State has been quite successful in inducing 
industrialization in East Asia, where the level of industrialization in the 1950s was lower than in Latin America 
(Amsden 1989, 2001; Wade 2003). 
7 On the origins and causes of the African debt crisis, see UNCTAD (2007). 
8 Similarly, the TRIPS agreement is making it increasingly difficult for developing countries to access advanced 
technology since it forbids copying and reverse engineering, two activities that have been important for technology 
accumulation in developing countries during the Developmental State period (see, e.g., the South Korean case) 
(Amsden 2000). 
9 Note that these concerns may be somewhat misplaced. In fact the evidence on the positive effect of trade 
restrictions on manufacturing growth is at best mixed. For instance, the results of protectionist trade policy per se on 
domestic technological accumulation has in general been quite poor in most developing countries (Rodrik 2004). 
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