Chang’s Nine Areas of Industrial Policy

“Industrial Policy:
Can We Go Beyond an Unproductive Confrontation” 
p. 3-4


“… industrial policy in East Asia involved a lot more than handing out subsidies and providing trade protectionism (tariff, import bans, quotas…)”

i. Coordination of complementary investments (the so called Big Push)

These are investments that are needed so that the industry can be successful. They normally are of two kinds: (i) infrastructure such as roads, ports, electricity supply) or (ii) other companies that provide needed inputs, such as a steel foundry that can supply steel to make the shipbuilding industry successful. The Big Push is a theory that dates from the 1950s about how the production of a new product needs investments in other industries.  A country makes a ‘big push’ by setting up the various investments at the same time. 

ii. Coordination of competing investments through entry regulation, ”investment cartels” and (in declining industries) negotiated capacity cuts.

Normally, we say that there is too little investment in new industries.  Chang here is talking here about something else: when there are too many firms trying to get into an industry.  It may be a problem if all are small and are not able to reap economies of scale, or if competition reduces profits that are needed for reinvestment.  In these cases, the government may wish to regulate (prevent) the entry of too many firms in the sector.  An investment cartel would be a group of firms in the industry that limit investment to themselves and are careful not to create overcapacity.  In declining industries (those that are no longer competitive and will be phased out), the government may discuss with firms a sharing of the (declining) level) of output.  

iii. Policies to ensure scale economies (e.g. licensing conditional upon production scale, emphasis on the infant industries starting to export form early on, state-mediated merges and acquisitions).

The government may only allow new business to set up that can produce at a large enough scale to reap economies of scale. Without sufficient size, the firm will not be competitive.  To have a market that can absorb the production from large-scale production, the government will encourage firms to export and not rely just on demand from the domestic market. Finally, the state may encourage (or force) companies to merge to create adequate economies of scale. 

iv. Regulation on technology imports (e.g. screening for overly obsolete technologies, caps on technology licensing royalties)

The government may play a role in securing the right technology.  We saw in the case of Taiwan (Fuller paper) that the government often helped firms acquire foreign technology and bargained on their behalf. The government would want to ensure that firms are investing in up-to-date technologies instead of outdated ones, and that they not be charged too much for access.  

v. Regulation on foreign direct investment (e.g. entry and ownership restrictions, local contents requirement, technology transfer requirements, export requirements).

The government may restrict foreign investment in a sector because it wants to develop domestic (i.e. domestically-owned) firms in that sector.  This is true of a technonational strategy as explained by Fuller in the reading on Taiwan.  The government may allow the investment but limit the shareholding (ownership) of the foreign firm (to say 49%) and require that domestic investors hold the remaining 51%.  This has been done in many countries. The government may also require that: (i) a certain share of the value of the final product be made up of locally produced parts and components; (ii) that technology be transferred to local firms; or (iii) that the foreign firm has to export a certain share of its output to allow the country to increase its foreign exchange.  

vi. Mandatory workers training for firms above a certain size, in order to resolve the collective action problems in the supply of skilled workers due to the possibility of “poaching”.

Some countries make it mandatory for firms to train their workers, as a means to bringing up the overall level of human capital and skills in the industry. Without this requirement there will generally be an underinvestment in skills training by companies, because if they train their workers, other companies will try to lure them away (hire them) so that these other firms don’t have to do any training themselves.  This attempt to hire another company’s skilled workers is called “poaching”. 

vii. The state acting as a venture capitalist and incubating high-tech firms 

The government (state) may be an investor, providing finance to get the business started or to help it expand. It may incubate high-tech firms by spinning them off (providing ideas, technology and personnel from a research institution) to a new company that is set. (We saw this in the case of Taiwan and ERSO; see Fuller paper).   



viii. Export promotion (e.g. export subsidies, export loan guarantees, marketing help fro the state trading agency)

The government may not only prevent competition from imports (ISI) but also encouraged exports.  It can provide export subsidies, guarantee the loans offered by exports to foreign importers) and provide help in marketing abroad by the state trading agency.  (Many countries, especially in East Asia, have (or had) an agency that seeks to promote the countries exports and often engages in trade itself, buying domestically produced goods and selling them abroad. 

ix. Government allocation of foreign exchange with top priority going to capital goods imports (especially for export industries) and the bottom priority to luxury consumption good imports. 

The country earns only so much foreign exchange (also called foreign reserves).  This is commonly US dollars and is needed to purchase imports.  The government has control over foreign exchange and can allocate it to different businesses that want to import.  It is allocated to firms that want to import machinery to help the industrialization process, rather than to firms that will use it to buy (import) luxury goods for sale in the domestic economy (such as expensive cars).   

Please note that Chang is not talking about the foreign exchange rate (the rate at which our currency is traded against foreign currencies). It is true that some countries have tried to keep the value of their currency low to make its exports competitive.  China has been accused of this by the US.  This could be considered another instrument of industrial policy. 
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