Strategic Industrial Policy and Latecomer Development: The What, The Why and The How
Note : Please relate each topic – industrial diversification , deepening and upgrading with examples discussed in class.
Introduction
Orthodox neo-liberal thinking from the late 1970s argued that government intervention would inevitably be inefficient, uncompetitive, rent-extracting forms of industrialization. However, since the financial crisis, the believe that government failure is worse than market failure no longer makes sense; it provides a context for normalizing the discussion of industrial policy.
WHAT is strategic industrial policy?
Strategic industrial policies(SIP) aim deliberately to create new industrial capacity, diversify production, build inter-sectoral and inter-industry linkages, promote learning, improve productivity and shift economic activity toward higher technology and higher value-added activities that provide access to more dynamic and rewarding niches un the world market, as well as improving competitiveness in the domestic market.
First, SIP has to do with creation of new industrial capacity and sectoral diversification which is expanding the range of products that is produced an exported. Manufacturers move from light consumer goods into mid-technology sectors and subsequently into high-technology sectors. Second, SIP is about industrial deepening through the creation of local linkages and complementarities. Industrial deepening policies refer to policies aimed at creating a more complete, more balanced and more inter-related industrial structure. 
Many parties have advocated for international economics integration as a path toward sustainable development, as argued by UN, SIP highlights the important role of internal integration. Both integration externally and internally will give developing countries alternative means of avoiding fluctuated global economy and create structural change internally to create backward and forward linkage which promotes deepening industrial inter-relation.
Third, SIP encompasses industrial upgrading policies refer to policies aimed to fostering a more advanced and competitive industrial structure. Such policies make it possible to master a more complex technological activity within industries through processes of technological advance and organizational learning. Industrial upgrading enhances the capacity for value creation by moving to higher value economic activities. It may take the form of production upgrading, process upgrading or functional upgrading, Industrial upgrading is important because it raises local value-added through new activities of firms such as branding, marketing , and logistics.
Overall, SIP is characterized by being part of an overall development strategy. This policy must seek to identify priorities and promote cumulative change in direction chosen.  Depending in the circumstances it may involve industry policy ‘in the small’ that seek to gradually change overtime and/or industrial policy ‘in the large’ that develops new productive capabilities for new leaping into new industries. Furthermore, SIP must be flexible since it must be adjusted to shifting circumstances. 

Industrial policy vs Trade policy
	SIP primarily focuses on investment, production, and technology focus, but excluding trade focus. The idea of export-oriented industrial policy and import-substituted industrial policy are not the main principle. In practice, import-substituted and export-oriented are not 2 separated processes, it is misleading since successful export of manufacturers normally follows after a period of infant ISI activities. It is also misleading since successful late-developers have combined 2 strategies where different industries are giving temporary protection if infant exporting activities. Although it might seem obvious the link between open to trade policies to export growth and from export growth to GDP growth, these links and direction of causality are not well organized. Trade liberalization is neither necessary nor sufficient for dynamic and sustained growth. Due to the fact that present financial crisis has producing external shock, many export-oriented countries now revisit their strategies by focusing more on domestic demand.


Selectivity vs Functionality 
Industrial policies may be divided into 2 categories: Functional industrial policy and Selective industrial policy. Functional policy aims to improve markets by effecting a function across all or many industries while selective industrial policy targets particular industries and aim to produce a different profile of industries compared to the market situation. Neo-liberal scholar has generally advocated only functional industrial policy since it is considered to be ‘market friendly’ policy while it only improves factor market, but not how resources are allocated. In many cases, selective intervention is much more effective and efficient because it is easier and most often less costly to solve specific problems. At the same time, it is also difficult to distinguish between the two. One reason for this is that policies might formally be general in orientation but in reality only certain industries or enterprises can benefit from them.  A second reason is that functional interventions are often more selective that it appears to be. A third reason is that selectivity often varies – take many forms and always matter to many degrees. So, SIP cannot be functional; it must be selective because the production of a particular good requires a complex and specific set of inputs and institutions to be provided by the private sector and the public sector. Inputs are complex because many inputs are much less productive when used in some other activity.


Characteristics of Selective Industrial Policy
	As SIP must be selective, it must flavor certain types of business or capital. First, it is ‘capital friendly’ flavoring capitalist over non-capitalist mode of production. Second, it subordinates non-productive capital to productive capital. Third, it focuses on new firms and/or new activities rather than the existing ones as new firms or new activities have higher potential in expanding further. Fourth, it tends to flavor privately own national enterprises rather than transnational companies but only the ones that have potential to be embedded in local economy. The last characteristics implies that the impact of transnational company on national industrial development has to be taken into account. 
	It might not be possible to find an optimal selective industrial policy since it is not the same at all stages and types of development. It also differs overtime and depends on many various factors.
WHY strategic industrial policy?
	In order to support our views of WHY strategic industrial policy, we need 2 possible theoretical avenues – an extended version of traditional market failure and more firm-centered capability and dynamic efficiency’ approach. The extended version of market failure relies on assumption of classical approach while the other one views differently from the classical approach.
	The first rationale based on competitive market system but acknowledges that market failure exists. Market failure in this case focuses on market failure of misallocation of resource. This type of failure arise as the working of market leads to a non-effective allocation of resources, i.e. optimal private solutions do not bring optimal social solution. The main sources of this type of failure are imperfect competition, externalities, and insufficient information being produced and transmitted be the market. By being based on the traditional model, solutions are merely either providing more efficient market arrangements or by market-like arrangements and thus do not require selective intervention.
These are also called “market friendly” functional interventions may be important but are most likely not sufficient to avoid specialization in and a ‘locking in’ to slow growth, low value-added production activities.
	As traditional way of thinking tends to ignore problems, this is where the notion of strategic failures comes in, these are related to dynamic capitalist transformation and are failures in generating new resources rather than in allocating existing one. Economic diversification is usually not a natural process and requires discovery of which new goods, already available on the world market, can be produced at home at low enough cost to be profitable. If we let market operates on its own, it can result in market failure as firms bear full cost of failure which will only motivate risk-averse entrepreneur to engage but little in such discovery. As market fails to deliver optimal outcome to society, the growth process encounters more fundamental strategic failures associated with discrete strategic choices among alternative paths or types of structural change.
	There exists two main weakness of this approach. One weakness is that it analytically privileges one mode of economic coordination at the expense of other mode of coordination and casts state intervention in industrial development as a kind of residual activity. Second weakness is that while the role of public policy in providing lacking of inputs of various kinds is highlighted, its role in shaping demands for such inputs is not taken up.
	The second rationale focuses more on micro-issue at the firm level. It considers comparative advantages as something being created, and looks at the market as an instrument for the transfer of change impulse and for selectin. In other words, a Schumpeterian view is chosen where rents that give access to above-normal profits are at the heart of technological change and industrial transformation. Finally, firms in developing countries must compete with competitive foreign competitors from developed countries. This create learning atmosphere which must be subsidized.
	This approach also stresses that industrial success does not depend on technology frontier but rather depends on how firms create their value out of existing technologies.
This implies that the firm’s technological capabilities are defined as the skills that are needed to allow firm to experience the fully utilized technological efficiency. 
	The learning process is not just slow, risky and costly bit it also highly technology specific. In addition, it also depends on the initial level of information and skills, and on the appropriateness of the past organizational and managerial routines. As w consequence there is a strong strategic element in the technology capability approach to industrial policy.
	Due to the aspect of learning process and capability building, it forces us a way to taken up systems of innovation which is the belief that there exist systematic interactions and interdependence in the production, use and diffusion of innovation. Thus system of innovations differ from the traditional rationale that tends to tie up innovation with R&D. Sis approach defines innovation as the activities that lead to new products , processes, and new business model. SI also divides innovation into 3 sources; internal, external, and public innovation. So this implies that the problem with market failures is not just a single, one way issues, but rather systematic problems.
	So, industrial policy must take up SI approach which does not have any theoretical approach to support as this problem is systematic. SIs must be put into 3 levels in order to solve problem; sectoral, regional, and national. While SI- approach industrial policy has a tendency to solve systematic problem, there exists skepticism over this approach since it has been used as an analytical tool to study innovation in advanced technology countries. This has raised some concerns over an appropriateness of applying this approach to developing countries. So, what important is who play a role in governing this approach. Within developing countries, where nascent innovation system exists, a state should put into a role of enforcing SIs. 
The HOW of strategic industrial policy
	As ‘The HOW” is about the policy process – how to accomplish ‘The WHAT’. This has raised many questions regarding the organization of SIPs, including implementation. In the last section, we discussed who should be put into a role of enforcing industrial policy. This section is particularly similar to previous sections, a discussion over ‘HOW to do industrial policy can be divided into the perspective of institutional design, institutional capacity, and industrial politics.
Institutional Design
	As mentioned earlier, the state should be responsible for enforcing industrial policy in developing countries, this build the linkage between the concept of state and institution where a design will come in as an essential institutional configuration than is optimal for all cases. Development itself is not a static formula that can be used in all math problems, neo-liberal thinking focus on introducing global standard institution to all developing countries which is not practically realistic in term of enforcement. The most appropriate form of institutional development is one that involves a high degree of local search and experimentation. We should expect that the late industrializers, in order to compensate for their backwardness, adhere to unfamiliar forms of institution – transition institution.
	The institution must exist some particular feature to be coordinated with the design of institution. One often mentioned characteristic is a highly motivated competent and coherent organization, protected and supported by the political leadership and insulated from capture from special interest. Another is an institutional arrangement for strategic cooperation and coordination between public and private sectors. This is used for information exchange, for designing and negotiating relevant policy and programs, for implementation and finally for evaluation of outcomes providing constant feedback on policies. A private feature is often suggested is a well-organized private sector that is high representative, effective interest intermediation, high capacity for in-house information provision of information and ability to bind members. Last, an infrastructure feature must deal with mechanism of transparency and accountability that ensure public-private initiatives and selective policies actually do not end up as giveaway subsidies.
Institutional capacity
	The main point of ‘The HOW’ is not only related to institutional design, it must also deal with institutional capacity. The crucial content of institutional capacity is about discovering and remedying the strategic failures and systematic problems. It is not limited to state capacity in a narrow sense but encompasses the capacity if strategic collaboration between public and private sector. Capacity must also include high flexibility to deal with the varying policy content and context and a highly uncertain experimentation. Hence, industrial policy is different from typical macroeconomic policy; these activities involve many more moving parts in terms of how they are planned and put in practice. Also capacity in a broader sense must have credible but conditional commitment from both public and private sector in order to promote 3 set of capacity; consultation, credible commitment and monitoring.
Industrial politics 
	A politic perspective is very important in order to explain the origin of developmental policies and institutions. It is still debatable about the tradeoff between veto power and centralized vs decentralized system. If there exists too much veto power, SIPs may take longer period to be implemented as it involves interests of many groups, but on the other hand, if there is less veto power with centralized system, how can we prevent the collusion between public and private sector that can lead to corruption. So all this mentioned is about ‘the ability’ of states to prevent those political exchange relations.

[bookmark: _GoBack]Note: To be able to support your argument and illustrate your idea explicitly and convincingly, you need to provide some examples you learn from class. Here is some example for industrial diversification, deepening , and upgrading
Industrial diversification : is a practice to diversify a products in that industry , for example , rubber can be diversified to raw rubber, rubber sheet and processed rubber. This expansion of product line can increase value added to some degree because it offers a variety of choice to consumers.
Industrial deepening: this practice mainly aims to create value added to product by improving a process of production along. For example, French Wines is produced exclusively and story line is added to create more value. Here , the quality control and marketing strategy is essential for this kind of product.
Industrial upgrading: this is to improve the whole process of production by adopting advanced technology and improve productivity. For example, Thai Automobile industry planned to adopt smart factory to be able to produce cars perfectly and to be able to customize cars for specific desires. And this strategy also create value to product and industry as well.
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