Discussion Questions and Answers

EE 482
Public Policy and Industrialization
Semester 1, 2018
September 2018



Key points of the answer are provided.  You would need to write a fuller answer on exams.




Week 1 - Vandenberg and Kikkawa

What do the authors say about the types of goods (sectors) that can be important for industrialization in Asia (Japan, Korea, Taiwan)? How is Zew Zealand different? 

We associate the industrialization of Japan, Korea and Taiwan with such goods as cars and computers but New Zealand has successful developed by focusing on agricultural products. 

What share (%) of exports are accounted for by food, minerals, wood, and other nature-based products? Add them up. Would we classify these as primary (agriculture) goods or secondary (industry) goods?

53% (38% food and beverage, 4% wood and paper, 8% other farm, fish and forestry, and 3% mining and petroleum. Most are secondary goods because they involve some level of processing. Milk is a primary product only when it is raw milk. 

What government policies support the food processing industry in New Zealand?

It helps with investment in R&D; ensures health and safety standards; specifies (to exporters) the foreign market product standards and requirements; gives official assurances to overseas authorities that its firms are meeting those standards; low tariffs; a supportive business environment (low regulation); good access to finance.


Week 2 - Chang

Review the 9 types of industrial policies outlined by Chang on p. 3 (bottom) and p. 4. Which ones do you not understand and want me to explain?

They are listed on pages 3-4. (i) complementary investments are either public infrastructure such as roads, ports, etc. or productive companies, such as a steel company to serve industries that produces products made from steel. (ii) too many small investments may not be good, may be better to have a few large producers; coordinated production cuts in declining industry means asking all firms to reduce production evenly as the demand for the total industry’s output falls. (iv) well explained in the paper. (iii) policies for scale economies, explained well in the paper. (v) maximizing the benefits of FDI for the domestic economic. (vi) worker training: gov’t might need to make it mandatory because firms will not invest in training their workers if they know the workers, after being trained, might leave to join other firms, i.e. they might be “poached” by other firms. (vii) venture capital is making investment in young, start-up companies which may have potential but cannot get finance from banks or the stock market; incubating: giving support to get small firms started, such as providing operating space, helping them get credit, marketing support, etc. (viii) export promotion, well explained in the paper. (ix) a country may earn limited foreign exchange so it might allocate it to investors to buy machinery instead of importers who want to import luxury goods. 
		
Near the bottom of p. 4, Chang says: “many industrial policy measures do not even involve any financial transfer”.  What does he mean? Which of the 9 types do not involve a (direct) financial transfer? 

Firms don’t get money (subsides) from the government. 
Don’t involve a financial transfers: (ii) coordination of competing investments, (iii) ensure scale economies, (iv) regulation of tech imports, (v) regulation of FDI, and (vi) mandatory worker training programs. [Note: (i) may or may not, (ix) finance is transferred but firms have to buy the foreign exchange].

Why does the lack of financial transfer make it difficult to evaluate the success or lack of success of industrial policy?

If policy does not involve a money transfer to firms then it is harder to measure the “input” of industrial policy and compare with outputs (sector growth, sector productivity, sector exports). 

Explain Table 1 with reference to industrial policy. Does it support the case “for” industrial policy or the case “against”?

Some now-developed countries used high tariffs to protect infant industry when they were industrializing. They had high tariffs and then reduced them when they become competitive.  The US and the UK are good examples. It suggests that infant industry trade protection has worked.

The data supports the case for industrial policy although, in some cases, countries developed without high tariffs (i.e. Belgium, Netherlands, Switzerland).

Opponents of industrial policy argue that the government cannot “pick winners” (beating the market) because it knows less about industries than private investors. p. 16. What is Chang’s response to this argument? What evidence is provided?

The government often takes a longer-term view of industrial development than business people.  They can see the ultimate benefits of building up certain sectors. The government can take the externalities into account that businesses do not (such as preventing firms outbidding each other on technology licenses, or seeing the benefits of training or exporting). 

He provides case study evidence, such as POSCO (steel) in Korea and Embraer (airplanes) in Brazil. 


Week 3 - Rodrik

Does Rodrik support the use of industrial policy or is he skeptical? (p. 1)

He supports the use of industrial policy but is skeptical of some previous IP ad how it was implemented. 

Support: “Will the type of entrepreneurship that is required to build up non traditional activities be amply supplied? There is good reason to believe the answer is no.” p. 7. And, “Scratch the surface….” p. 15 

Skeptical: “Import substitution, planning, and state ownership did produce some successes, but where they got entrenched and ossified over time they led to colossal failures and crises.” p. 1 

Will the range (i.e. variety) of a country’s industrial products and exports increase by using the standard set of economic policies? (p. 6-7).  e.g. macro stability, low trade barriers, property rights, contract enforcement?

No. These are standard across-the-board economic polices and he argues, in the first quote above, that they will not lead to the expansion of non traditional exports. IP is needed.  

What does he mean (p. 4): 
“…innovation in the developinng world is constrained not on the suppy side but on the demand side”

Firms in the developing world do not demand innovation (i.e. they don’t initiate it), even when there is a good supply (or possible supply) through research institutes, universities, and government support.  They don’t initiate it because it is risky. 

Define “self-discovery”? What is being discovered? (p. 8-10)

A country (and enterprises) needs to discover whether a certain product can be produced competitively. Need to discover if they can get the costs down to produce and sell competitively. Need to discover whether firm(s) can adapt and master the technology.  Need to experiment, which takes time and effort. 

Why are entrepreneurs not eager to engage in self-discovery? (p. 8-10)

It is risky and it is costly. Do not know if the production of a new product will be successful. Need to experiment, which takes time and money.  

If initiating firm is successful, others will enter and eat away the profits of the initiating firm.  If not successful, initiating firm bears all the loss and other firms will not enter.  

Explain: “Industrial policy needs to focus not on the policy outcomes…but on getting the policy process right” (p. 3).

Government by itself should not decide on what policies are needed (subsidies, low credit, or tariff protection, etc.).  Instead what is needed is a policy process in which the government and the private sector discuss together, share information, and agree upon which industries to develop and what are the market failures that needed to be overcome and how to overcome them. 

What does he mean by “picking winners” or keeping the private sector at “arm’s length” from the government? (pp. 3-4). Why are these not a problem under his approach?

Critics argue that the government does not have the knowledge to know which new products/sectors will be successful (“winners”). If the government tries to decide by itself it will probably fail (pick losers).  Also, critics say that if a government provides IP it will not be able to remain separate (at arm’s length) from business and because it cannot, this results in collusion and corruption and the bad results of IP.

Rodrik says that if the public and private sectors work together, they decide together so the government is not picking winners by itself.  Furthermore, government must work with the private sector; they should no collude but should discuss and share ideas and information. 

Explain: “Latin American industrial policies typically have used too much of the carrot and too little of the stick.” (p. 11)

These governments provided protection and support (subsidies, etc.), which are carrots, but they do not discipline firms (stick).  They do not set and enforce performance standards (that firms should produce or export a given amount).  And these governments do not take away (or credibly threaten) to take away support and protection to force firms to improve their productivity and competitiveness. 


Week 4 – Lin and Chang

Are Lin and Chang in favor or of against the use industrial policy for developing countries?

They are both in favour, but they differ in the approach. 

Does Lin agree with Rodrik regarding the main barriers (market failures) that hamper industrial development in developing countries and that justify the use of industrial policy?

Yes, there are surprisingly close similarities in what they say about market failures in information and coordination and how firms do not invest in new areas because of the risk and the fact that if innovators are successful, other firms will enter. But if the innovator is not successful, it alone would bear the burden of failure. As a result innovation and the move into higher value segments is undersupplied. See bottom of p. 484 and most of p. 485. 


Explain the difference between: Comparative advantage conforming (CAC) industrial policy and Comparative advantage defying (CAD) industrial policy.

CAC: Lin. A country focuses on its comparative advantage and that will lead to the accumulation of knowledge, capital and skilled labour necessary to move into the production of new products with higher value.

CAD: Chang. A country needs to defy its comparative advantage so that its does not get locked into producing the same, generally low value, goods. Machines and skills often cannot be transferred from one industry to another and therefore there is no a natural shift from one industry to another as suggested by CAC. The government has a role to help make that shift through IP.

What is Lin’s main argument against the CAD approach?

Many governments have tried to industrialize too quickly by moving into more advanced goods and failed to make those industries competitive. The country has not built up the capacity, technology and knowhow to make those industries competitive. It also takes too much effort in terms of government resources (i.e. subsidies, etc.), which is a drag on the economy. 

What is Chang’s main argument against the CAC approach of Lin?

Capital (machinery) and workforce skills cannot be easily shifted from one (low value) industry to another (higher value) industry. New machines and skills are needed and these won’t occur naturally.  

Consider the cases of Korea and Nokia (Finland). How does each author view the successes in each case based on their respective CAD and CAC approaches to industrial policy?

Lin: Korea gained experience and capital in a range of low technology, labor- intensive goods such a garments, plywood, wigs, footwear, and others, before moving into higher value products. The same is true for Nokia, which went from timber to footwear, to manufacturing for Philips, to producing its own electronics products before it became successful in mobile phones.

Chang: Korea chose several industries, such as steel and shipbuilding, which were “wrong” in terms of the country’s existing comparative advantage, and yet they were successful. Korea’s level of per capita income (a measure of development and by extension capital and skills accumulation) was far below that of advanced countries when it started producing in these advanced industries. 



Week 5 – Baldwin

What technology caused globalization’s 1st unbundling?  

Steam power: steamships, (steam) trains

When did this occur? 19th century (1800s)

Why does Baldwin call it an “unbundling”? What was unbundled?

Cheaper transport meant that production could be unbundled from consumption. Produce in one location and send to consumers in other locations. 

What advantages (or benefits) did this give to industrial firms?

Firms could reach a wider market from a single production location (factory).
It allowed them to reap economies of scale (build bigger factories).  

Why did the 1st unbundling support comparative advantage?

Countries and firms could specialize in what they were best at producing (and countries could import what they were less good at producing).

What technology caused globalization’s 2nd unbundling? 

Information and communications technologies (ICTs)
Especially sending things over the web, through emails etc., and more recently through the cloud.  (Also now can include cheaper and easier use of voice (phone calls), text and such things as skype.) 

[bookmark: _GoBack]When did it occur? Started about 1985 and fully in operation by about 1995.

What was unbundled? Parts of the production process.

What advantages or benefits did it give to industrial firms?

Locate parts of the production process in lower-cost locations. 

Did this cause the geographic dispersion of industrial production (factories)?

Yes, particularly the move of industry to lower-wage developing countries. Tended to disperse production regionally (and to a lesser extent globally). 

Baldwin says that industrialization is now “easier and faster” but “less meaningful”. What does he mean? 

It is easier and faster because countries only produce in specific segments of the value chain and don’t need to learn (develop the technology) to produce all parts of the chain. Also, it is easier because the technology is brought by FDI, don’t need to create or develop it.  It is less meaningful because a country doesn’t build a deep technological and industrial base. Instead of technology transfer there is only ‘technology lending’ by FDI.  

Study Table 1. Make sure to read the note that tells you to read down the columns. Which country has become more engaged in global value chains between 1985 and 2000, Taiwan or Korea?

Korea’s share of inputs supplied domestically is 78% in both 1985 and 2000. So its inputs imported from other countries is 22%.  There is no change between the two years. Taiwan’s domestic inputs fell from 79% to 61%. Therefore its imported inputs must have risen from 21% to 39%.  It is more integrated in value chains than before because it sources more inputs from outside the country. 
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