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Introduction

“Et & l'aurore, armés d'une ardente patience, nargrerons aux
splendides villes.”

Rimbaud

“...there are those, who by liberty of trade mean things: an
absolute license for manufacturers to work withoegulations of
measurements, of weights, of forms, of colors, attd one no less
absolute for merchants to circulate, export, andgam everything
which they like, without any restriction, withoukcéses, without
tariffs, without customs duties. But this libertgxcept among
adventurous people on the Moon, does not existnin @untry on
earth: on the contrary you will find it nowhere $e¢han in those
nations that best understand trade.”

Antonio Genovesi (175%)

The literature on the economics of the public se¢amd the
role of the State in the economy) concentratesam the government
affects the performance of economic sectors, witdivikes and
services should be managed by the State and whictihéb private
sector, and what schemes of incentives the Stateisa to influence
the decisions of private economic agents. Howawanuals covering
this area generally focus on macroeconomic policy@n policies that
affect issues such as education, health and pesswtiems, and do
not, generally, deal directly with industrial pglicindustrial policy

1

Antonio GenovesiStoria del commercio della Gran Bretagrdaples, 1757-8, vol. 1, p. 249, cited in Rei{2@07).
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has always been controversial in the economicalitee, as in political debates. Not only is it
ignored in the majority of the courses on the eadine of the public sector, but the very term
“industrial policy” is absent from th&lew Palgrave Dictionary of Economjasnlike terms and
concepts such as monetary and fiscal policy (Chb®@4).

To the extent that the economic literature has esid industrial policy, it has focused on
the policy practices and experiences of particatamtries at given times. The theoretical side of
the discussion about industrial policy has focusadts rationale and on justifications for State
intervention in the economy —i.e., on the questMihat do we need industrial policy for” rather
than on a normative analysis of which policies,dolasn national development objectives, are
appropriate in individual cases. Basically, there &wo different stances: (i) the neoliberal
position, which places trusts in the market's atiiignt mechanisms, leaving minimal leeway for
the State to act to correct market failures; amdafi approach that synthesizes Schumpeterian,
evolutionist and structuralist (traditionally proted by ECLAC), views —which in this article will
be referred to as the SES synthesis—, in whichetisea room for private and public intervention
in industrial development.

With the term SES synthesis we encompass the positf a diverse group of economists
and thinkers on development whose common denonmifgtheir recognition of: (i) the intrinsic,
qualitative and quantitative differences betweett@s and among productive activities; (ii) the
specificities of knowledge and technology, andrtieaialyzing role in development processes; (iii)
the absence of automatic adjustment mechanisms(ig@nthe role of institutions in shaping the
transition to higher levels of development assecdiatith the transfer of human and financial
resources to activities with increasing returngonfithis perspective, structural change (i.e., the
transformation of productive and organizationalstures) implies costs and faces barriers that
must be overcome through ad hoc State intervensind,involves the creation of asymmetries to
favor activities considered “positive” for long-tergrowth, generally technology and knowledge
intensive activities In this approach, the State can be a promotdewélopment, which might be,
according to the particular context, directly inxed in production, financing it through tax credits
and subsidies. At the same time, it can be theuwatior of policy measures tailored to promote
linkages between agents.

Notwithstanding common belief, industrial policywalys played, and still plays, a role in
public policy decisions, and influences the behagfoagents and, hence, the dynamics of the “real
economy”, even when it is not explicitly recognizas “industrial policy”. As the definition of
“industrial policy” by Evan Jones in thEncyclopedia of Political Econom¢O’Hara, 1999)
indicates, “governments will have an industrial ippl regardless of libertarian beliefs or
arguments.” Jones illustrates this with the caspost-World War Il Germany, when the Ministry
of Finance, clearly in a spirit of economic libésat, implemented selective sectoral policies based
on economic development priorities, although it hadormal industrial policy (Shonfield, 1965).

In this context, the present article attempts téindethe concept of industrial policy, to
review certain relevant historical experiences, amdexamine the current state of the art of
industrial policy in Latin America. Following thegsent introduction, a first section presents some
introductory notes regarding the importance of nfacturing in the development process as
addressed by the literature, as the necessary ggefmi the discourse on industrial policy. The
second section defines the concept of industriityp@nd its scope, as well as the institutional
framework involved and its domains of implementatidhe third section discusses industrial
policy’s raison d’étre concentrating on two major positions. One is basethe idea of correcting

2 The SES synthesis comprises the work of Latin Acaer structuralists (Prebisch, Furtado, Pinto amdérpo, among others),

Schumpeterian developmentalists such as ChangeReind Stiglitz, and evolutionists such as Neldafmter, Freeman, Dosi,
Soete, Pérez, Arthur and Cimoli.
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market failures, while the other is the SES syrithékhe fourth section provides an overview of
the principal features of industrial policy at wars historical times and places (in England,
Germany, Japan, United States and the Republicooédd. The fifth section focuses on industrial
policy in Latin America, presenting a balance agresses and obstacles, and examining measures
to overcome implementation problems, while thehsgdction concludes.
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|. Industry in the
development process

The debate on industrial policy and developmenirésmised on the
recognition of the relevance of the diversity ammplementarities
between production activities and their effectsemonomic growth,

productivity and development. The importance of afacturing as an
engine of growth, as an enabler of capital accutimlaand as a
source of increasing returns, had been at the eeftvarious debates
and controversies in the economic literature. Whale in-depth

analysis of this issue is beyond the scope of tlesgnt article, a
summary of the pertinent literature is outlinedavel

Some scholars (e.g., Datta, 1952; Kaldor, 1966) idadtified
two initial stylized facts that show the importance of the
manufacturing sector for development, principatiyits initial stages,
namely: (i) the share of overall income generatgdthe industrial
sector increases over time, and (ii) the share avkars employed in
manufacturing tends to increase. The combinatiaimede two factors
leads to an increase rer capitaincome at the aggregate level, except
in cases of temporary deviations from the pattetowever, it is by
now largely acknowledged that as countries advanmte the
development process, these stylized facts becosg geonounced.
Nevertheless, even in later stages, technologicfibrte and
innovations tend to concentrate in manufacturingrtitermore, in
complex production chains that articulate industith the primary
and the service sectors, the technological effoigimates, most
notably, in manufacturing, as it is the case, foamaple, of research
and development in metal-mechanics and chemicatbidnprevious
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paradigm and electronics and biotechnology (Freeraad Louca, 2001). In this context,
industrialization promotes diversification and fesvahe increase in density of the economy’s
production structure (Fajnzylber, 1983).

The idea that economic development is a procedsirihialves a qualitative change of the
production structure is far from new. It was Schetep (1934) who most clearly associated
development with the appearance and spread of atiwov(principally technological innovation).
The emergence of new technologies, markets and snafatnansport —a phenomenon identified,
usually, with the introduction of new productionnfitions— was the engine driving extended
growth cycles. In general terms, the evolution a$tpSchumpeterian thinking on structural change
and growth can be divided into three phases.

The first one includes the decades from the enth@fl940s to the beginning of the 1960s.
Krugman (1997) designates this as the period of“High development theory”. The salient
thinking in this period includes works by Prebis@®50), Hirschman (1958), Myrdal (1956),
Nurkse (1953) and Lewis (1954). Though these asthiffer in various respects, they share the
perception that developing economies differ in majouctural ways from developed economies,
mainly, in their dependence on exporting primaryodorcts, and in their technological
backwardness. These authors view development alyiimgpdiversification of the production
structure, and as involving a shift of labor froawtproductivity agricultural activities to more
productive industrial sectors. Development, in thisw, meant the creation of backward and
forward sectoral linkagedased on cumulative processes and incentives dedebg recurrent
imbalances between sectors (Hirschman, 1958).

The second phase runs from the mid-1960s to thimmieg of the 1980s. During this period,
the theoretical interest in technical change disfiad, with a waning of Robert Solow’s growth
model, in which the source of technology was assuteebe exogenous, providing the basic
analytical framework for growth studies—a framewavkich failed to explain the technological
differences between countries and their effectgromth.

The third phase corresponds to the decade of tB@slThose years saw renewed interest in
studying innovation and the dissemination of tedbgical advances as endogenous processes in
the economic competition. Pioneering works, suclhas of Nelson and Winter (1982), led to a
new generation of growth models of different théioed matrixes, such as those by Dosi (1988a)
and Dosi, Pavitt and Soete (1990), among the dwalists, and those by Grossman and Helpman
(1992) and Aghion and Howitt (1998) in the neodleasstream.

Contemporarily, a literature emerged, with a gnefdeus on the “practice” —the how and
what— of industrial policy. This more action-oriedtliterature also specifies the importance of
the manufacturing sector for the development pmcksthis respect, it is worth to mention the
studies on the US industry in the 1980s by suckevgrias Johnson (1984), Norton (1986), Cohen
and Zysman (1987) and Thompson (1989). In thattdeliReich (1982) emphasized the fact that
the allocation of capital tepecificindustries and sectors was a more important detemiof
growth and productivity, than is the traditionadignphasized concept of capital accumulation.

In this article, we will follow the SES synthesighich captures the advances both in the
theoretical and in the “practice-oriented” litenatu linking the literature on the importance of
industrial activities to development and to theerof the State. The SES approach recognizes the
sectoralnature and characteristics of knowledge, technokxgy production activities, and their
effects on growth and development, concluding tinabvation occurs in the context of the
expansion or creation of specific sectors and #iets/ Thus, in this frame, innovation drives
structural change, which in turn strengthens theenitives to innovation in a virtuous circle of
growth. This process, however, is neither automadic spontaneous. All historical instances of

10



CEPAL - Serie Desarrollo productive® 87 Theory and practice of industrial policy. Eande from the Latin American experience

development and sustained growth, from the indaistévolution onward, have occurred in
environments where there was a set of public angaer institutions whose actions shaped the
course of development (ECLAC, 2007; Cimoli, Dosgl$bn and Stiglitz, 2006; Reinert, 2007).

Institutions and policies shape the processes wfldpment and influence the direction and
rate at which technical progress and growth ocBuwilding the production and technological
capacities to sustain innovation in the long tesrmdt an easy task. Industrial and technological
activities are not spontaneously generated or digsded. Indeed, there is a tendency for
technological patterns to reinforce themselvesuohsa way that pioneering firms (and hence
countries) tend to maintain their advantages owee t(David, 1985; Arthur, 1989; Cimoli and
Dosi, 1995). This framework recognizes the key rofeindustrial and technology policies in
development, and allows identifying the differeghdmics that characterize the transformation of
socio-economic systems in the centre and in thipipeny.

11
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Il. Industrial policy:
definition and scope

The concept of economic policy refers to thoseoastiresulting from
public strategies implemented by the State in ogscertain objectives
and goals. There are two main categories of ecangulicy: the
macroeconomic policies and the microeconomic oride former
includes the fiscal and monetary policies thatchffggregate variables in
the short term, while microeconomic policy affdotdividual actors (firms
and consumers) in the medium and long term. Mianoeaic policies
address sectoral variables and include industiadyp technology policy,
competition policy, etc. Thus, macroeconomic pefichape the size of
aggregate variables (production, employment andcegyi while
microeconomic policies determine the sectoral siracand quality of the
industrial production and employment vectors (Chaa§4).

The literature defines industrial policy in diffete ways,
emphasizing various aspects of State interventionsuipport of
industrialization. Reich (1982), who was a grededder of industrial
policy in the United States, defined industrial ipplas the set of
governmental actions designed to support industhias have major
export potential and job-creation capacity, as vasllithe potential to
directly support the production of infrastructurBinder (1982)
proposes a broader definition that includes alliged designed to
support industry, including fiscal and monetary eintives for
investment, direct public investment and public quement
programs, incentives for investment in research dadelopment,
major programs for the creation of “national chaomgi’ in strategic
sectors, and policies to support small and mediaterprises. This

13



CEPAL - Serie Desarrollo productive® 87 Theory and practice of industrial policy. Eande from the Latin American experience

definition includes direct support for the creatimmd improvement of physical infrastructure and
social infrastructure (institutions), trade poliggmpetition policy and measures to prevent the
formation of cartels, and programs to directly supjpabor-intensive industrial activities.

Johnson (1984) defines industrial policy in a narsense, as those “government activities
that aim to support the development of certain $tides in a national economy to maintain
international competitiveness”. Landesmann (199&kes an original contribution to the definition
by underlining the selective component of industpalicy. So, an industrial policy is one that
discriminates and selects among industries, seatwdsagents, and it is designed specifically for
each chosen industry and sector within a giveronatiterritory. Chang (1994) describes industrial
policies as governmental actions supporting theegdion of production and technological
capacity in industries considered strategic foriomal development. This implies that the
discrimination among activities, sectors and agéntsased on their potential to boost the overall
economy. This approach frames the broader disaussfoindustrial policy in terms of the
qualitative differences among economic activitigigge not all sectors are equal in their ability to
generate growth) and in terms of the impact of stdalization on the paths of development, as the
SES view hold$

The present article follows Chang (1994), and aslaptarrow definition of industrial policy,
since a broader one like Pinder’s, although it dup to understand the scope of policies designed
to support industrialization and their complemeititzs with other government’s actions, it makes
it difficult to analyze the “why” and the “how tamplement” industrial policy when designing,
implementing and assessing policy at the natianadl|

In the framework of the SES synthesis, we iderttify term “industrial policy” with the set
of instruments (essentially incentives, regulatiamsl forms of direct participation in economic
activity) through which the State promotes the dgwment of specific economic activities or
economic agents (or a group thereof) based onmataevelopment priorities.

In industrial policy, as in other policy areas, Btate might play different roles. There are
four main types of State interventions in suppdrindustrial development: (i) As regulator, e.qg.,
by setting tariffs and production levels for cemtaictivities, or by creating fiscal incentives or
subsidies to support industrial sectors. (ii) Asdarcer, participating directly in economic actiyity
as in the case of State-owned enterprises. (iiiy)cAssumer, ensuring a market for strategic
industries and economic activities through publibcprement prograrfis (iv) Finally, as a
financial agent and investor, influencing the credarket and promoting the allocation of public
and private financial resources to industrial petgeconsidered strategic because of their impact on
productivity, or because of their capacity to abdabor.

Many countries that have no formal industrial pplicm the form of an industrial
development plan (with goals, instruments and ekpinstitutional responsibilities) do have de
facto industrial policies that call for government actigregulation, subsidies, incentives) to
develop or strengthen specific activities. In theiteld States, for example, where a free market
posture dictates that the State play no more thramamnal role in development (making “industrial
policy” a politically incorrect term), the governmtedoes take measures to support the nation’s
industrial development within the definition of ttexm used here, though this action is not defined
as industrial policy. For example, the Bayh-Dolgidéation of 1980 regulates the intellectual
property rights associated with innovations emeydiom technological research and development
activity at universities and research laboratoregiving federal funds. The legislation includes a

3 For an historical analysis of the qualitative aqeantitative differences among economic activitisith a focus on the role of

industry in development, see Reinert (2007).
The aeronautic industry is a typical example ofratustrial activity that benefits, in all counsigrom industrial policies in which
the State is the primary purchaser.

4
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clause giving preference to the (North) Americadustry, permitting exclusive licenses for
patented innovations only when the innovation ibeéomanufactured in the United States (section
204). Selecting US firms as the beneficiaries ekthexclusive licenses —an action in line with the
national strategy to protect the competitivenesshef country’s industry— is clearly a de facto
industrial policy, even though it takes the formirggllectual property rights managentent

In general terms, an industrial strategy is forrmedaand implemented in the framework of a
broader national development policy. Normally, thstitutional frame of reference for industrial
policy is an integrated one that includes institngé such as the ministry of the economy, the
ministry dealing with industrial activity, and pibbrivate competitiveness councils, under
systems and models that differ from country to ¢ourFor example, the newly launched (May
2008) industrial policy of Brazil, which represeritg most advanced effort in Latin America in
terms of industrial policy design and articulatismunder the general coordination of the Ministry
of Development, Industry and Trade (MDIC). AbovéstMinistry, there is a consultative body
responsible for identifying the policy’s main piities (the National Industrial Development
Council, CNDIf. This well articulated, although complex, instibmal design also considers an
executive secretariat composed by the represeesativf National Economic and Social
Development Bank (BNDES), the Ministry of FinancMF) and the Brazilian Industrial
Development Agency (ABDI). The creation of the axae board responds to the will of reducing
institutional bottlenecks that hamper the operatibeven well-designed industrial policies, which
usually tend to be managed by ministries whichlass powerful than institutions in charge of
disbursing the financial resources (Suzigan andaEotr 2006).

Like other microeconomic policies, industrial pglioperates at different territorial levels
(national, regional, local) depending on the coyistdegree of decentralization. In large, federal
countries like Mexico and Brazil, there is a sig@ht local component in industrial policy,
responding to the objectives of moving toward mwmogeneous territorial development. Thus, in
the former, sectors that have direct territorigbatt (e.g., tourism and energy) are favored, throug
the creation of specific decentralized agenciesptomote local competitiveness (Mexico’'s
National Development Plan, 2007-2012). In the fattiee 2008 industrial policy also includes the
territorial deconcentration of production as oné®ttrategic focusés

In summary, there are four key elements relevamdigstrial policy design: priorities, objectives,
instruments and institutional responsibilities (Eabpresents brief definitions of these concepts).

For a more detailed analysis of the relationslgfwieen the management of intellectual propertyiaddstrial policy, see Cimoli,

Coriat and Primi (2009).

The CNDI was created in 2004 and is chaired byMimestry of Development, Industry and Trade an@dnposed by 13 sectoral
ministries, the President of the Brazilian Natiofdonomic and Social Development Bank (BNDES), dddstakeholders,

representatives of business associations, key trdusectors and trade unions. A summary of théicpds presented in

Government of Brazil (2008).

Recognizing the lack of coordination and integnatbetween the national industrial policy and tlagious regional and local
industrial development plans, and considering #éngtorial asymmetry in the capabilities of firms benefit from existing public

support mechanisms, the new strategy points te&ser the amount of outlays to targeted areasetieca regional network of
industrial policy makers, and to develop territbdavelopment plans based on cluster and netwdrisnes, responding to the
objective of valorizing territorial production cdpblities (Government of Brazil, 2008).

15
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TABLE 1

KEY ELEMENTS OF INDUSTRIAL POLICY

Priorities

Objectives

Instruments

Institutional
responsibility

A function of the
general goals and
objectives of the
government’s
development
strategy.

Generated through
consensus
building.

Identifying what public
policy hopes to achieve.

Each policy has general
objectives (the
achievement of which
depends in part upon the
measures implemented)
and specific objectives

Mechanisms for executing
the policy.

Mechanisms that create the
conditions for achieving the
specific objectives. There must
be a correspondence between
the objectives and the
instruments selected.

Ministries or ad hoc
agencies responsible for
the coordination and
implementation of each
line of action.

The institution
responsible for the
execution manages the
budget and the financial
resources.

(results achieved by the
measures adopted).

Source: Authors.

The policy process has three phases, linked byedbBck mechanism: conception and
design, implementation, and assessment. The fiateis based on prior work to create consensus
on priorities. This is essential if the policy sgroduce action and results. Although each phase i
important in itself, it is the interlinked whole tie three that ensures that plans will transiate i
action and induce changes in production and setiattures.

The scope within which policy operates dependswa dimensions: (i) policy making
capacity, which in turn relies on a set of factamsluding institutional capacity for design,
implementation and assessment; and (ii) the nurabdr scope of the instruments used, which
depends on the development strategy and its spatifiectives. These two dimensions define a
policy space, were we can identify a sequence kdethypes of policies: horizontal, selective
(sectoral) and frontier, each characterized by edéifit sets of instruments, targeting and
institutional arrangements (See Figure 1). Coustnigh only the most basic capabilities can carry
out just horizontal policies; as their institutibraapacities increase overtime they may include
firstly selective policies and eventually also fiien policies.

Horizontal policies are typically the least demangdin terms of institutional infrastructure,
and generally employ a relatively reduced numbeirinstruments. They include measures to

certifications, quality control, and guides forrlards setting, among others. They also comprise
incentives for infrastructure and business envirenintdevelopment.

Selective (sectoral) policies require greater fnstinal capacity, since they involve specific
sectors or special interest areas. Their implentientacalls for a broad set of instruments.
Examples of selective policies are: targeted aitracf foreign direct investment, sector-specific
international trade negotiations, incentives andbsilies for specific sectors or production
activities, and programs in support of the comjptitess of given industrial activities. They might
include also direct production by State-owned qmises and the implementation of public
procurement contracts, among other measures.

Frontier policies respond to a broader nationaletigyment vision, and aim at creating
capabilities in key strategic technological ancesce areas. These policies are the expression of
more complex strategies and require stronger initital management capacities and effective
coordination of different stakeholders. Nationabgnams in biotechnology, nanotechnology, and

16
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defense are usually grouped under this categogetiter with national programs to develop
scientific, technological and production capacitiasselected areas throughchnology parks,
research consortia and other kinds of instruments.

FIGURE 1
THE INDUSTRIAL POLICY SPACE

Number and

scope of the 4
instruments

Frontier
policies

Selective
policies

Horizontal
policies

»

Institutional capacity

Source: Authors.
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lll. The rationale for industrial policy

There are a number of issues on which there isomgsenisus among
different schools of economic thought, and manthete issues relate to
industrial policy. Differing views of the behaviaf socioeconomic
systems, and their corresponding normative statsnstrape the debate
on theraison d'étre of industrial policy. One of the main areas of
disagreement in economics regards the degreeicikaffy in production
systems. Standard textbooks assume that markett@pader conditions
of perfect competition, which means that therenarbarriers to entry, that
agents are price takers, that there is perfectnivdtion, etc. A simple
glance at how economics functions shows the fallafy these
assumptions. These hypotheses do not reflect tlewarld. Actually,
there are substantial differences in the degreeffidiency between
sectors and economic activities. Although the nistd value of any
economic model rests in its capacity to offer gofifiad portray of reality,
the simplification must not be achieved at the cbstdopting unrealistic
hypotheses —despite what is defended in Friedm@b3f3—, which, in
their turn affect the predictive capacity of thedebitself. Economists
also tend to disagree on the different ways in weimonomic agents react
to incentives, and, especially, on the intensitythofse reactions. These
disagreements affect the discussion of whether siridl policy is
necessary or not, a debate in which there are thasie positions (see
Table 2).

From the free-market daissez-fairegpoint of view that inspired
a good deal of the policies known as the Washingimmsensus
(Williamson, 1990), the “invisible hand” of the rkat automatically
selects sectors and firms, guaranteeing the dfti@ddiocation of the
factors of production (capital and labor). In thiew there is no need

19
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for industrial policy. Industrial policy distorts arket mechanisms, and hence provides less than
optimal allocation of the factors of production, dontrast to the purportedly optimal allocation
achieved by free market mechaniénighis framework advocates for a minimalist Statatt as
Friedman (1962) maintains, does only what the mar&anot do by itself: “namely, to determine,
arbitrate and enforce the rules of the game.”

At present, however, the view of capitalism asstéesy that tends to an efficient equilibrium and tha
it is exposed only to exogenous shocks has bedwmenabject of scrutiny. In the present post-Washimgt
Consensus era, a more pragmatic view prevailsdiegawhat a mixed economy is and how it operates.
The dichotomist view of the State versus the markehe development process has lost ground. The
current debate on promoting industrial developnegnphasizes seeking a certain balance between the
public sector and private agents, since there nsarsus that even in modern capitalism development
depends on an interaction of market and non-mar&ehanisms.

TABLE 2
DIFFERENT APPROACHES TO INDUSTRIAL POLICY

Is industrial Reasons for State intervention/non-intervention
. Type of approach .
policy necessary? in the economy
NO Liberal or laissez- The market automatically selects sectors and firms so as to
faire. ensure the efficient allocation of resources.
. Public action is needed to correct market failures (concentration,
Correction for - o
YES failures of the absence_ c_>f perfect c_ompetmon, externalities) and to guarantee
the provision of public goods. A balance must be found between
market. :
market and government failures.
Schumpeterian, Public action introduces asymmetries and makes it possible to
evolutionist, explore technological opportunities. It takes account of sectoral
YES structuralist, differences and aims to promote the accumulation of capacities
synthesis and knowledge.
(SES).

Source: Authors.

Leaving aside the view that there is no need fdustrial policy, the discussion of “What do
we need industrial policy for?” turns on two diet positions: the standard theory, in which the
basic government function is to correct marketufais, and the SES synthesis, within which the
raison d’étreof State intervention in the economy derives anrécognition of both the State and
the market as different and necessary institutadfecting production and distribution processes in
socio-economic systems.

According to the standard theory, the need and wppity for State intervention arise from
the fact that “market failures” occur —generallyasiated with the behavior of economic agents
and the specific features of knowledge and tectyyol@his literature focuses primarily on the
market’s inability to generate efficient solutiotssually, this approach justifies State intervemtio
due to three main “market failures”: the existerdepublic goods, the absence of competitive
conditions, and the presence of externalfities

Public goods are both non-rival and non-excludableonsumption. Since a public good
may be consumed by an economic agent that hasambfqr it (a “free rider”), its supply tends to

For a contemporaneous view of liberalism and tesis that industrial policy is unnecessary (omterproductive), see Bhagwati
(1988) and Krueger (1990).

Another argument in support of State interventfathical, as per the concept of “merit goods”paéconsumption is promoted or
prohibited by the State, not recognizing the sdgetg of the consumer. Despite its importance, gomt of view does not play a
role in the debate on industrial policy. For a dethexamination, see Nozick (1974).

20



CEPAL - Serie Desarrollo productive® 87 Theory and practice of industrial policy. Eande from the Latin American experience

be less than optimdl In such cases, individual rationality generatekective inefficiency, and
State intervention is needed ensure optimal supfbwever, even within mainstream analyses,
this position provides no universal rationale feat® intervention, since in small groups, public
goods may be provided without State interventiare tb the marginal benefit that accrues from
individuals’ offering them unilaterally (Olson, 186

In the presence of non-competitive markets whedividual agents’ decisions affect the
prices and quantities of goods and services tratthede is a need for State intervention to ensure
efficiency. This is particularly important undematitions of “natural monopoly”, i.e., technologies
which result in non-decreasing returns to scalethis context, policies should guarantee the
optimal provision of goods and services, establigldquilibrium situations as close as possible to
those of competitive markets. Again, Lipsey anddzaeter (1956) criticize this argument, arguing
that eliminating some price distortions does netags increase the efficiency of markets, if all
distortions are not corrected.

When individual utility or cost functions are natdependent of those of other agents, such
that one individual's action has spillover effeetsnot transmitted through prices—, affecting
others who have no control over the initial actiare are in the presence of an externality. As
private and social cost and utility functions diffeoptimal individual behavior may lead to
suboptimal collective situations. In these casdw tefinition of property rights and the
introduction of compensation mechanisms should gedihe gap between individual costs (or
benefits) and social costs (or benefits). Howedefining the optimum level of the ownership
rights and the compensation mechanisms is comgled, sometimes impossible, due to high
transaction costs, the difficulty of obtaining nedet information and the costs of enforcing
contracts (Coase, 1960; Stigler, 1975; Dahlman9l9@A such cases —as for example, in order to
guarantee the investment in the generation of sfiteand technological capacities— direct State
intervention or subsidies might be required (pulbdisearch and development laboratories, direct
State subsidies for research and development, etc.)

In the framework of the market failure approachpeav issue emerged in the early 1970s:
government failures. The argument that the marké$é in allocating resources led to study the
experiences of State intervention over the pregedigtades. Those analyses showed that the State was
no more exempt from making mistakes than it was ntiaket, originating a whole literature on
government failures. Within that framework, thecdission first focused on the State’s difficulty to
obtain and process the information needed fordtgstbn making. It was also noted that uncertainty
about the future undermined the rationality of plag (Richardson 1960; Williamson 1975).

Beyond the lack of information, the literature coamty cites other reasons for government
failures, including: (i) a limited ability to forege the consequences of public policy; (ii) the &sat
limited control over the consequences of its agi@specially in democratic systems where it is
not the onlylocus of decision making; (iii) the separation of poligesign from policy
implementation; and (iv) the existence of incergitieat favor veiled and captured interests. North
(1990) explores the role of institutions as safeguaechanisms that make it possible to preserve
the “policies of the State'rdgion di statd despite pressure from special interests. In feeific
case of industrial policy, one might include aHifioint relating to the problems created by thé fac
that political cycles do not coincide in time withe cycles of the real variables that policy aims t
affect. Building production and technological capats a long-range process that goes beyond the
horizons of democratically elected administratiombe system creates incentives that tend to
prevent the adoption of costly selective measunas ¢an be expected to yield results only on a
time horizon beyond that of the administration iempénting them.

10 In standard economics textbooks, the free ridgument is also used to defend the rationality ciitelogy policy.
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The SES synthesis responds to the government dadtgument with the observation that
although it is true that nothing can guaranteeamete, that a government’s decisions will prove
optimal, it is equally true that no one can guagarthat the market’'s decisions will be optimal, or
better than those of the State.

The SES synthesis rejects the hypothesis of autonaaljustment, and recognizes the
qualitative differences among different activitiesid the key role that technical change plays in
development —factors that create room for actiorth®y State in capitalist systems. The market
does not necessarily guarantee the allocation sburees to the activities with the highest
increasing returns. Moreover, where production sawhnological capacities are asymmetrically
distributed among agents, market mechanisms mawtecreonditions where patterns of
specialization based on static rather than dynam@ntages are self-reinforcingThe production
specialization of Latin American countries resugtiinom the economic reforms that led to a new
economic model in the region might be seen as ample of this tenden&y

The SES synthesis is based on different premides.wiorks in the SES stream criticize the
lack of realism of the market failure approach. gging that the presence of market failures can
be attributed to the absence of complete informatilbe presence of perfect competition, and the
possibility that rents can be totally appropriatgdyiven agents sounds unrealistic. If this weee th
case, the entire world could be considered onet gnegket failure, as Cimoli, Dosi, Nelson and
Stiglitz (2006) note ironically. According to th€eS synthesis, State intervention is necessary in
order to introduce asymmetries and to generateintbentives that make it possible to explore
technological possibilities, create and strengthgrivate-sector actors, and support the
accumulation of capacities and knowledge, basedroappreciation of the differences between
production sectors. The SES synthesis createsameept of national systems of innovation as a
way of understanding the systemic nature of inriomata process in which a diversity of public
and private agents interact through various netsvaikd coordination mechanisms, both formal
and informal (Freeman, 1987; Nelson, 1984)

Evolutionists and institutionalists hold that a wetk of connections, both formal and
informal, constitutes the national system of inrttraand interconnects the transformation of the
industrial structure, the accumulation of technalabcapacity and the evolution of policies to
support knowledge accumulation and structural chanbhis literature recognizes that the
generation of new knowledge and the adaptationxaftiag techniques are part of a dynamic
process of interaction through networks that ingobctors with both market and non-market
motivations, and that this process requires anmzgey force.

Therefore, in the framework of the SES approachlipupolicy appears as aex ante
coordination mechanism that, given the uncertadftjuture scenarios and the non-deterministic
nature of technical change, calls for efficacy eatthan efficiency in public policy action. Because
of the difficulty (or impossibility) of foreseeinthe dynamics of innovation and predicting the
existence of windows of opportunity (Pérez and §0£888), and because State intervention must
take account of the fact that current and futureetbpments are dependent on past experiences,
and that building production and technological caes is a cumulative process, efficacy (the
ability to achieve strategic national developmdrjeotives) must trump efficiency (a positive and

1 Reinert (2007) offers an interesting taxonomy obremic activities that are “positive” or “negativim terms of long-range

development, and analyses the role of policy inmmting specialization.

Basically, labor-intensive assembly activities edéhat the North American market in Mexico, Cenfalerica and the Caribbean,
and natural-resource exploitation and processirgputh America (Stallings and Peres, 2000).

Metcalfe (1995) defines an innovation system ast‘set of distinct institutions which jointly amividually contributes to the

development and diffusion of new technology andclvhprovides the framework within which governmefotsn and implement

policies to influence the innovation process”. Analysis of the factors that explain the dynamicsdefelopment (and

underdevelopment) must include an examination efstirengths and weaknesses (or even absence)afalahnovation systems
(Cimoli, 2000).
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exact balance of benefits and costs). Thus, soméicdtion of efforts might be a cost that, to
paraphrase Nelson, must be accepted to avoid #heofi depending on “a single mind for
innovation”. Supporting the existence of differdmowledge providers and managing different
mechanisms to support accumulation of scientifid sathnological capabilities (as for example,
direct incentives and subsidies to technologicataech and development) entirely fall within the
priority functions of the State.

One of the principal features of the SES approacdhé importance that its authors assign to
the dynamics of the “actual economy,” i.e., to hemonomic systems function in reality. In the
evolutionist framework, the existence of a supetiechnique does not imply its automatic
dissemination among all agents (David, 1985; Arthi®89). Thus, the rationale for State
intervention is not based on market failures, aiher on the features of the economic system
itself, and on the recognition of the absence dtbmatic adjustment mechanisms. The rationality
of State intervention derives from the impossipilif what Karl Polanyi called a “disembedded
economy”, i.e., an economy where self-interest @nedself-regulating market are respectively the
only motive and mechanisrthe development of production and technologicabcajes depends
on interaction between market and non-market masime) through a trial and error process with
continuous feedback. Development is the resulhefdiversities, complementarities and synergies
among different economic agents and activities.

The SES synthesis recognizes that systems (anddoédis) are resistant to change, and that
technical change is localized (Atkinson and Stiglit969). Certain structural changes are
conditionssine qua norior other changés Hence, industrial policies must be selective stmolild
prioritize sectors with high technological and protion potential linkages effects.

In a similar vein, the analyses of product life legc(Vernon, 1987) and the research on the
dynamics of knowledge generation (Nelson, 1959p#(r1962) provide a rationale for protecting
infant industries by recognizing the importanceeft management. Protectionist measures should
be fine-tuned as an industry moves out of the eéxpmitation phase, to generate conditions of
competition that promote the diversification of peeses and products. At the same time, the
institutional infrastructure supporting developmenist evolve, along with the capacity to manage
externalities generated by the new industry (Netsmh Soete 1988).

In this context, Table 3 presents an evolutionarphomy of industrial policies that may be
implemented in the SES framework. It identifiesheigotential areas of intervention and types of
variables affected by industrial policy (policy iatts and instruments).

14 For example, Abramovitz (1986), based on an aislgé the United States economy, shows the intitels between the

semiconductor industry and electronic hardware.

The theoretical recognition that knowledge hasattcomponent implies, in terms of policy measutést it is important to
complement technology transfers with an exchangmariagement experience and practice, transfer mghwcapital, and expert
missions designed to provide exposure to, and prassimilation of, different realities and congexbne example is Korea’s
policies to attract entrepreneurs and specialigefirtical workers during the years in which it wising its technology gap.
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TABLE 3

AN EVOLUTIONARY TAXONOMY OF INDUSTRIAL POLICIES

Areas for policy intervention

Actions and instruments

Capacities of the production
and technological system.

Basic human resource
capacities, business
environment, learning.

Scientific and technological
opportunities.

Market organization and
structure (private firms, State
enterprises, business
management models, etc.).

Cooperation and interaction
between agents.

Production capacities and
market incentives.

Technological capacities of
production agents.

Institutional infrastructure.

Support for the physical and institutional infrastructure of industrial development
(transportation, information and communication technologies, creation of ad hoc
institutions — industry groups, technical training centers, universities).

Formation of human capital (scholarships, exchange programs, university-
business linkages, etc.).

Science policy, training of human resources for science, R&D projects on the
technological frontier.

Corporate governance policies, competitiveness policy, nationalization of firms,
industrial policy to support “national champions”.

Mechanisms to manage competition and cooperation in industrial development;
research consortia; public-private partnerships; technology parks.

Policy to protect nascent industries (management of tariffs and duties, public
procurement), selective campaigns to attract foreign direct investment by
creating appropriate conditions, subsidies for investment, fiscal incentives in
priority sectors (e.g., machinery, electronics, biotechnology, nanotechnology)
and for priority agents (e.g., SMEs as job creators).

Technology policy to support R&D, direct subsidies, funds, business incubators,
support for modernization, technology transfer, etc.

Development banks, industrial and technology policy institutions, and
arrangements for sharing between the scientific community, businesses and
policy makers. The system should include mechanisms for reform and
institutional adjustment as the process of industrial development proceeds.

Source: Authors, based on Dosi (1988b) and Cimoli, Dosi, Nelson and Stiglitz (2006).
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I\VV. Historical experiences

Despite the “invisibility” of industrial policy irthe standard texts on
the economics of the public sector, industrial @olhas —either
explicitly or de factg in different forms and with varying scope—
been a decisive factor in the industrializationvafious countries,
independent of governments’ formal policy orierdafi. In fact, a
strong State able to select activities and impldénmaalicies that
support specialization in technology-intensive \dtiis with
increasing returns has been common to all developm®cesses in
certain stages (Amsden, 1989; Wade, 1990; Cimatiladd et al.,
2006; Reinert, 2007).

Thus, England deployed industrial policy in therfeenth and
fifteenth centuries, as did the United States, dapad Germany
during the nineteenth and first half of the twethtieenturies — and
even, in the United States, during the Reagan dsdiration and
today. Similarly, the most dynamic Asian countribad active
industrial policies during the period in which themarrowed their
technological and production gap with the induliéal countries,
and Latin American countries did so during the inbpgubstitution
industrialization period, as we shall see below. ¢eneral,
industrialization, wherever and whenever it hasuo®d, has been
accompanied and driven by different combinationspoficies to
promote and support the development of infant itriess or sectors,
and to promote the creation of strategic sectord eapabilities.
Beyond the definitions of industrial policy adoptég successive
governmental administrations, and despite the miffees between the
corresponding combinations of instruments and jyisectors, all
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industrial policy has involved State support fommuiacturing as a sector strategic for development
(Reinert, 2007).

In analyzing the development of the rich countaesl the reasons for the poor countries’
failure to close the gap that separates them franindustrialized nations, Reinert (2007) identifie
three types of rents that have historically guaradtthe transition to a superior and sustained
pattern of development: manufacturing, monopolytenraw material that serves as the basic input
for such manufacturing, and rents deriving froneingational trade. Below, we shall examine the
basic features of industrial policy in differentogeaphic areas and historical contexts, beginning
with England’s experience of the fourteenth antkéith centuries. We then review the principles
set forth by Friedrich List, which influenced Gemy& industrial policy in the nineteenth century
and, subsequently, the Japan’s industrializatiéortefrFollowing this, we examine de facto United
States industrial policy in the post-World War #rijpd. Finally, we briefly review the experience
of the Republic of Korea from the sixties onward.

1. England in the fourteenth and fifteenth centuries

Already in the fourteenth century, England’'s polityking recognized the importance of technical
progress as a driving factor in national develogn@ren if localized in a particular geographicaane
sector. Reinert (2007) shows how, during the reighlenry VII (1457-1509), policies were designed
and implemented to support the development of dmtcy’s textile industry. Industrial policy at tha
time included tariffs and duties to hinder the exgtion of unprocessed raw material, and to
increase the cost of that raw material for manui@ag firms located abroad; fiscal incentives for
the creation of new wool-processing firms (measuhed, in modern terms, would qualify as
protectionist measures for a nascent industry)gnamms to attract specialized craftsmen and
businesspeople from abroad, especially from thaddes and Italy, in order to enhance domestic
learning and create endogenous technological amtlption capacities.

Approximately one century later, still in the caxtteof protecting what today would be
termed the competitiveness of domestic industryedpuElizabeth | placed an embargo on
unprocessed wool. The success factors in the effodreate capacities in the textile industry
included the ability to temporarily manage rentsl anonopolies. Privileges were not seen as
permanent concessions, since, as the country'siidhand production capacities developed, the
quotas, tariffs and fiscal incentives were modified

In the eighteenth century, England adopted politiesupport the export capacity of the
domestic textile industry. Subsidies were offereddxportation, and incentives were put in place
to promote the imports of raw materials neededterexporting industry. Prime Minister Robert
Walpole, in 1721, summarized the rationale forititustrial policies of the time, saying that it was
“clear that nothing contributes more to a countmyalfare than the exportation of manufactured
goods and the importation of raw materials.” (@scin Reinert, 2007)

2. Germany and Japan: applying the ideas of Friedrich List

The industrialization of Germany in the nineteecgimtury, with the consequent closing of the gap
that had placed it at a disadvantage vis-a-vis &mwglwas shaped by policies inspired by Friedrich
List's The National System of Political Econoiflg41). List's approach was based on the thesis
that the processes of learning to use, produceiraprbve new technologies are the fundamental
elements of the development process. A review e$ahprinciples appears in Reinert (2007), and
can be summarized by the following ten prescrifgion
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i) Identifying manufacturing as the principal deteramih in increasing output and
productivity, as a sector with the capacity to abskbor, and as a sector with the
potential to alleviate balance of payment problemsghile recognizing that
industrialization can also reduce the elite’s &pilo control the interests concentrated in
raw materials production.

ii)  Selecting activities and sectors characterizethbrseising returns.

i)  Creating temporary monopolies to protect advancesriain key areas (patent systems, etc.).
iv)  Implementing fiscal incentives for priority activs.

v) Setting quotas, tariffs and duties to penalizeetkygortation of raw materials.

vi)  Recognizing the need for the formation of humaritahp

vii)  Providing financial support at non-market rates fiwestment in production
(development banks).

viii)  Recognizing the importance of synergistic mechasigmdevelopment, and support the
division of labor.

ix)  Providing direct support to the agricultural sector

X) Attracting skilled workers from abroad to facilieattechnology transfer and the
development of know-how.

In Japan, the Listian vision of the Ministry of énbational Trade and Industry (MITI) led to
the creation of production and technological capesiin capital and technology-intensive sectors
—initially steel, and later electronics— thus ciegtthe conditions for the country’s industrial
transformation. In addition to the selective seat@omponent, the Japanese model prioritized the
training of skilled human resources. Freeman (1987his analysis of that country’s experience,
demonstrates the strategic importance of targétimayvledge intensive sectors with strong world
demand through programs of direct State support.

3. De facto industrial policy in the United States

Contrary to common perception, the United Stateshe late eighteenth century, implemented
measures similar to those carried out in Englamnihduits initial phase of industrial development,
and in line with List's principles of State intenté&on. The distinctive nature of the United States
model lied in the central role of the defense induas a catalyst for development, and in an
explicit recognition of the importance of investrhé@m education and in science and technology
infrastructure. Over time, the United States haadheal industrial policy with a degree of
explicitness that varied according to the policyeoration of the administration in office, but
without ever abandoning it. In addition, the US swas to promote industrial development had
always been supported by international diplomaégref to defend economic interests in strategic
sectors, thus associating industrial policy witineale policy that actively defends industry.

The sustained growth of output, the absence ddtiofh and the nearly full employment that
characterized the golden age of world growth in tthvee decades following the Second World
War, constituted the foundations for implementingyKesian development policies. According to
this approach a viable capitalistic system requaechixed economy in which the State and the
market coexisted in managing and implementing esdna@ctivities. The crises of the 1970s,
followed by the Reagan administration in the Uni@tes (and the Thatcher era in England),
reversed the theoretical direction of policy, whtblen tended to minimize the role of the State in
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the economy. However, neoliberal pressures rapitliyinished as reductions of domestic
industrial capacity loomed on the horizon with tleonfiguration of the world industrial map, as
the Asian countries developed, and as global filecises unfolded.

In the renewed debate on industrial policy in thatéd States in the early 1980s, Reich
(1982) maintained that economies do not disposautdmatic adjustment mechanisms to ensure
the reallocation of financial and human resouragsvben industries. Since, in situations of crisis
or reduced output growth, the rate at which newugtides are created and the replacement of old
processes and products with new ones follows neithgomatic nor linear processes. State
protection was crucial to the development of newdpction activities that, in the absence of
market incentives, would not emerge. In the Uni¢ates, the steel industry has enjoyed protection
since the late 1960s, and the textile and shoesinids have benefited similarly. Reich caustically
observes that even the Reagan administration, itgitihee-market vision of a minimal (or no) role
for the State in the economy, implemented poli¢es factoindustrial policies) to protect the
competitiveness of the nation’s industry. Actualthe Regan administration negotiated an
agreement with the Japanese Government accordimghich Japan would “voluntarily” restrict
automobile exports to the United States; its olbwigoal was to protect the United States
automobile industry from foreign competition.

In the same years, despite the formal rhetoricresgdindustrial policy, the European nations
also implemented a range of measures to protectesticnindustries in sectors such as steel,
textiles and automobiles. In response to the demaniding from the production sectors, public
support mechanisms included tariffs and quotasedisas direct subsidies to firms. The paradox is
that while the countries on the technological frientmplementedde factoindustrial policies to
protect their national champions, neoliberal pekcio minimize the role of the State, accompanied
by faith in market mechanisms, continued to exémnsg influence in developing countriés
especially in Latin America, where economic reformere in clear conflict with the import
substitution policies that had been implementedtistain the decade of 1950s (Stallings and
Peres, 2000).

4. Korea: miracle or policy?

Looking beyond the “Asian miracle” approach (WoBdnk, 1993), there is growing consensus in
the literature that development and the closingheftechnological gap in recently industrialized
economies —especially in East Asian countries saghthe Republic of Korea, Singapore and
Taiwan (China)— have been based largely on a satdafstrial policies that actively supported
strategic sectors and agents, thus driving gropribcluctivity and capital accumulation, as well as
the generation of domestic innovation capabilities

The growth of productivity in the Korean manufaatgrindustry has been the object of
numerous studies that point to capital accumulatazntechnical change as the principal
determinants of the phenomenon. In fact, policy suess designed to create competitive
advantages, rather than to exploit the existingpmiitive advantages, were implemented since the
early 1960s. Korea's development strategy pushed dbuntry towards a virtuous circle of
industrialization. The strategy relied on a setnefasures to foster the creation and accumulation of

16 Regarding asymmetry, in the management of indalgtilicy, between developed countries and devetpgbuntries, see Chang

(1994) and Reinert (2007). The double standarcedhdto industrial policy accompanied by the dedenfsthe free markets persists
in theory, and also is present in the debate a@iléatual property and development (Cimoli, Coaatl Primi, 2008).

Although the debate on the effect of industrialigies in Asia is very wide-ranging and has not gehcluded, the 1997 crisis
significantly diverted attention away from the “Asi Miracle.”For arguments in favor of such policies, see Amgd®89), Wade
(1990), Kim (1996) and Rodrik (2004); for the opip@siew, see World Bank (1993), and, more recemMiyland and Pack (2002).
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technical skills, as well as to promote speciaiarain increasingly dynamic and knowledge- and
technology-intensive sectors.

One of the characteristics of the Korean indusaadion has been the gradual approach to
sectoral priorities (i.e. priority sectors shiftéichm those with low technological capabilities,
textiles, to those with higher knowledge contert, edectronics, as long as capabilities were
accumulated in the system), and the coordinatich@measures targeted to train human resources
according with the evolution of the production sture. Korea's first national five-year
development plan (1962-1966) aimed at creatingrieah capacities in basic industries, with an
emphasis on the textile industry. The 1967-1971n Rémphasized the chemicals, steel and
machinery sectors. Between 1972 and 1981, the ifyricgectors were metals, maritime
transportation and electronics. Starting in 1982, five-year plans have focused on technology-
intensive sectors that are harbingefshe new paradigms (biotechnology and nanoteduy! In
all of the plans, the State used a combination nstriments to promote the creation and
maintenance of technological and production cajescitDifferent policy measures have been
implemented, such as capital control mechanismgoréxand import controls, direct support for
R&D, fiscal incentives for investment in priorite&ors, quality control measures and standards,
direct State support for business management aminedration, and financial and logistical
support for technology transfer and for the tranefeskilled human resources.

Between 1960 and 1990, Korea restructured andemted its production structure toward
technology-intensive sectors, achieving sharp emme in productivity and employment. The
structural change did not derive from a strategygetting the prices right.” Rather, the country’s
development was the result of calibrated and pldnméce distortions, introduced in order to
channel industrialization to sectors that the goment had identified as being of strategic
importance. The industrial policy aimed at creatittyantages in sectors with increasing returns
and in activities with dynamic expected demand.

It can be said that the Korean structural changeaveonsequence of the various measures and
interventions (subsidies, trade restrictions, ts@dimplemented by the government since the 1960s,
aimed at reshaping the country’s advantages birébcusing on textiles, then on heavy chemicaild, a
subsequently on more technology-intensive secfarsden, 1989). At the same time, Korea's success
was the result of a capacity to manage rents,lggies and policies in a gradual way, based on the
production and technological capacities created ke (2000) relates in connection with industrial
policy in Asia generally. Starting from the 1988%rea gradually introduced market liberalization,
flexibilization and deregulation. For example, faack and slow track programs were implemented to
reduce the protection of domestic industries, amg their exposure to international competition i
accordance with their technological capacities dneir productivity dynamics. While already
internationally competitive industries were lib&adl, protectionist measures were maintained foseth
sectors which were not yet competitfte

The Korean policy favored a gradual and selectinaegss of technological learning. The
country did not adopt a rigid policy model, but rifetl its mix of policies as technological
capacities were acquired, recognizing also the termgntarities gained from inter-firm mobility of
technical personnel and the assimilation of praducind organizational techniques from abroad.

The literature provides extensive evidence reggrdire Korean technological catch up
(Amsden, 1990; Kim, 1997; Lall, 2004). For examjitethe transportation equipment (automobile)
sector, the Korean industry moved from assembl$960 to a position as one of the industry’'s
world leaders, in a learning process of 25 yeamqden, 1993). During that time, a captive

18 The speed at which countries opened to internatimade is one of the great differences betwednstial policy in Korea and in
Latin America, having been much slower in the farme

29



CEPAL - Serie Desarrollo productive® 87 Theory and practice of industrial policy. Eande from the Latin American experience

demand was created for the domestic products, whperts of foreign automobiles and exports of
Korean products were prohibitéd The synergy between industrial policies, publipgort to
targeted human capital formation and the set ofham@isms to promote the assimilation and
adaptation of foreign knowledge, along with theesgth of the country’s industrial players, were
the basis for Korea’s success in the semicondwszotof’. The Korean case shows that under
certain conditions the implementation of selectimelustrial policies can create competitive
advantages —not merely exploit existing ones.

1% The case of Hyundai is paramount. This companyetdato the manufacturing sector in 1964 and, being of the largest local
conglomerateschaebol, it benefited, as did othehaebols from access to subsidized capital. In line whis tinterventionist
approach, the government obliged the nation’s eef#s to transport oil in Korean tankers, thus gnteeing the demand for the
local transport industry.

Samsung is a clear example in this sense. In ntdugiion of DRAM (dynamic random access memofyg, action of the large local
conglomerates, which were enabled and developdkasit of close ties with governmental power,eddize country into a leading position in the
world market. Korea’s share of the world memorp eharket was null in 1984, and 10% a decade Béey, (L995).
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V. Industrial policies in
Latin America

1. Industrial policies under the import
substitution industrialization (ISI) model

As seen above, industrial policies seek to chamggtoduction vector of
goods and services, which necessarily implies tteation of new
activities. And in Latin America, the ISI model gmitized the creation of
new sectors. The aim of the ISI was to foster tiversification of the
production structure of the countries, with theeotiye of changing the
prevalent specialization pattern and increasingwbight of technology
intensive activities in the production structurbeTSI also responded to
the need of endogenizing the effects of domestimare growth,
channeling it to productive investments and avgidircreasing imports,
which would have deteriorated the trade balance.

In the 1970s most industry analysts highlighted theestment
had two complementary effects on the economy. @notte side, a
supply effect through the creation of productionpaties (capital
accumulation). On the other hand, a demand effied¢he production
of capital goods. Given that the domestic supplgayital goods was
insufficient, the demand effect was mostly transfdrabroad through
increasing imports. Such process generated stoga@igicles derived
from recurring trade imbalances. This, togethehiilie recognition of
potential knowledge and productivity spillovers rfrotechnical
progress embedded in capital goods production, weserationale
behind programs to foster the domestic productibsuzh goods in
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the largest countries of the region, mainly Mexaewl Brazil (Fajnzylber, 1983).

During the ISI, the industrial policy combined teapkrotection with investment promotion (both
State and foreign investments were supported) atiohal development banks were the main financing
agents. Two of the most notable examples of inidligtolicies in the region during the 1970s were th
Second National Development Plan of Brazil, andNh#onal Industrial Development Program 1979-
1982 of Mexico, which coincided with this countrisom in oil exports.

Those plans organized the expansion of domestiglgimpan effort to change the prevailing
specialization pattern of the production struct(ieree inter-related factors were at the basitef t
strength of those plans: (i) the organization & public-sector development apparatus according
to sectoral and even subsectoral structlirég the existence of sectoral chambers représerthe
interests of private enterprises, which were thegpal defenders of trade protection, and (iig th
existence of negative or positive sectoral prefegdists in international trade negotiations, sash
those carried through under the Latin American dragon Association (LAIA), the Central
American Common Market (CACM), the Caribbean ComitylfCARICOM) or the Andean Pact.
Although policies tended to focus both on the adtical and the manufacturing sectors, the
weight of the latter was such that the term “sexdtpolicy” was often associated with policy for the
manufacturing industry.

However, during the debt crisis and the “lost decaaf the 1980s industrial policies lost
their leading role, and the ISI model was objectsefious critiques. In that decade, industrial
policy became a sort of “bad word” not to be prammed in “correct” political discourses. Hence,
industrial policy, at least in its more strict fartation, ended up to be practically excluded from
the new economic model that was established byettmmomic refornfd. There were several
reasons for this: (i) public enterprises that hadlitionally invested directly in new sectors were
either privatized or closed, reflecting the newwihat the State should play only a subsidiary role
in economic growth; (ii) the need to balance puliitances meant eliminating subsidies,
particularly fiscal ones, and the subsidy compaomeit credit operations, and (iii) there was a
(sometimes controversial) perception that many stments suffered from bad planning, poor
project management and corruption, and in somesdagdied high inefficiencies —the so-called
“white elephants.” This loss of legitimacy of indual policy, however, did not occur
homogeneously in all the regions of the world. dswnuch more pronounced in Latin America. For
example, as mentioned before in several countrfeBast and Southeast Asia, active sectoral
policies, sometimes even with targeting at the fiewvel, remained in force until the mid 1990s;
fading gradually, and at different rates, as doingsbduction and technological capabilities were
gaining competitiveness.

Apart from the orthodox economic arguments agamastrial policy, political opposition
to the new economic model came from agents who atgy the previous paradigm, thereby
consolidating the “developmentalist vs. neoliberstéreotype. Agents in favor of the economic
reforms portrayed sectoral industrial policies &sadtions in resource allocation and accused them
of being at the origin of recurrent fiscal defictisat fuelled inflationary pressures, and trade
imbalances. Although most governments in the regibiared this critical attitude towards

2L For example, ministries of industry, agricultureining and others, and the corresponding generattirates for food, metal

manufactures and machinery, chemicals, capitalgaod so forth.

The analysis of the impact of the economic refofiradle, financial and capital account liberaliaatiprivatization and tax reform)

and macroeconomic policies that materialized the eeonomic model in Latin America on industrial dymcs is beyond the

scope of this article. However, it should be natieat reforms such as trade liberalization and pida#ion, as well as monetary
policy and exchange rate measures, have oftenlpéaflienced these dynamics, which has led tortheing considered instances
of “implicit industrial policy”. Such policies areften made without adequate knowledge of the régjimicroeconomic conditions,

i.e., the specific dynamics of its firms and maskétee Stallings and Peres, 2000). For a comparatialysis of structural change
before and after the reforms, see Cimoli, HollgPakcile, Primi and Vergara (2006).
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industrial policy®, such an extreme view did not always coincide vilte de facto political
measures. Even strongly reformist governments, sigcthose of Menem in Argentina, Collor de
Melo in Brazil, and Salinas de Gortari in Mexicoaimtained certain sectoral policies, in particular
for the automotive industry, beyond their plain o of the market-led economic model.

2. Industrial policies under the new economic model

2.1. The 1990s: policies for competitiveness

Much of the region’s experience in industrial pgliduring the Washington consensus era is
encapsulated in the term “competitiveness polic{@&res, 1997). Actually, the mid-nineties saw a
renewed interest in sectoral policies, which, hasvewas biased in favor of the so called
“competitiveness policies”. Almost all the countrief the region embraced the effort of designing
programs to support the competitiveness of theonatieconomy. In this respect we can identify
three groups of countries. Firstly, countries sashBrazil, Mexico and some of the English-
speaking Caribbean, elaborated policy documentsifiqaly targeted to the industrial sector,
analyzing its role in national competitiveness dmnghlighting its linkages with technological
development and with a virtuous participation iteinational trad. These documents constituted
working agendas elaborated by the Government teget#lith the private sector, but did have
neither the form nor the contents of former indastlevelopment plans. Critics accused them of
being “programs without targets” and, what was ewerst, “without resources.”

The focus on competitiveness pervaded also theatnaled the Central American countries. In this
second group, the predominant approach was to eml@mmpetitiveness of the economy as a whole,
without explicitly targeting the manufacturing irstity. The national competitiveness strategies ased
on the cluster methodology, albeit under a variftpames, e.g., industrial agglomeratfonrom the
policy-implementation standpoint, those activitiesulted in the negotiation and implementation of
agreements between private agents and the Govdrfonapecific value chains, where the latter playe
the role of catalyst or “facilitator”.

The third group of countries includes those that Wt implement any formal industrial
policy or selective national competitiveness sggte focusing basically on horizontal
intervention&’. Argentina, Chile and Uruguay privileged neutrateirventions that did not
discriminate between production sectors and whignewbasically oriented by firms’ demand
(contrary to the previous supply side oriented njoddowever, those countries managed their
horizontal programs in a pragmatic way, introducnggectoral preference every time that there was
a “sectoral” need. Thus, in Chile the supposedmakaharacter of the policies did not prevent the
government from directly supporting the forestrydahe mining sectors and some key export
activities for a long time (Moguillansky, 2000).

2 In the early 1990s, it was frequent to hear highking macroeconomic policy officials propoundiree tview that “the best
industrial policy is no industrial policy.” Altholgsimplistic, that phrase aptly reflected theiripos on the subject.

24 pérez Caltendey (2003) highlights the intensitgexftoral incentives in the Caribbean economiesicparly in member countries
of the Association of Eastern Caribbean Statesjmf&rbados and Guyana, the latter having thedasiapackage of incentives in
the region. Those incentives basically targetedrhaufacturing and service sectors, particulartglscand tourism.

% This approach was developed on the basis of PAr&20), and was materialized in policy proposaidvionitor Companyin the
Andean countries in the early 1990s, and in th@geptdCentral America in the twenty-first centuAn agenda for competitiveness
and sustainable development,” coordinated by INGABRDS (Costa Rica) in the middle of that decade.

% The term “neutral” or “horizontal’ policy, whictsiwidely used in the region, conceals the fact #mt policy is bound to favor
some sectors more than othesspost This is because such policies aim to enhancepkeating efficiency of markets for factors
of production which are used with varying intensitycording to the sector or product in questionsdme cases, policies are
presented as neutral to gain greater legitimacgpiteebeing aimed at specific sectors from theaiuthis frequently happens with
technological development policies.
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2.2. Atypology of industrial strategies

Nowadays, beyond the focus on competitiveness thase been a “slow” return of industrial
policies in the region (Peres, 2006). Ongoing pediccan be organized in four broad groups.
Firstly, there are policies following the line déyged under the ISI model which aim at expanding
specific sectors and strengthening their technoldgind production capabilities by integrating
new segments, through a combination of some tradegtion, and tax and financial incentives.
The regimes covering the automotive sector in Mexand in the MERCOSUR countries
(Argentina, Brazil, Paraguay and Uruguay), whicimed at organizing and expanding the
investments of producers of transport equipmentstlagir components, are an example of this type
of policies (ECLAC, 2004, boxes I11.3 and IlIl.4.high number of the countries of the region have
provided sporadic support for targeted sectors geetors that needed direct support to increase
their competitiveness) such as textiles, clothfogtwear, electronic products and toys. There were
also numerous policies to stimulate agriculturat anining production. These policies, even
though they varied extensively from country to doyrhave generally been much more stable than
the incentives given to manufacturing. Even in @ecshowing clear comparative advantages, it
has frequently been necessary to design suppadymihemes in response to short-term crises, or
to meet challenges arising from loss of competitass’.

Secondly, a number of measures originally targébesipecific sectors tended to lose their
sector-specific character and turned into morezioatal policies. This is the case of policies for
the electronics and computer industry, which beganSI policies targeting the creation of a
hardware industry and which later shifted to suppoftware, before being subsumed under the
general policies for the development of the infdiorasociety and the diffusion of information
and communication technologies (ICT) in the reg{®eres and Hilbert, 2009). The prevailing
discourse is that general purpose technologies hawsoss-sector impact on the economy and
should be treated as “neutral”. One shortcominthisf approach is the lack of definition of precise
production activities to be supported.

A third category identifies the policies in suppof highly concentrated activities that show
strong economies of scale and network, such atrieigg telecommunications, oil and natural gas,
among others. Those sectors have been largelytigeda and public support basically focused on
developing efficient regulatory frameworks, inclogi the creation and strengthening of
enforcement agencies, adaptation of the legal fnaorie and efforts to increase the coordination
with local suppliers; the intensity of these measwaried from case to case, but was common to
all countries. In this field, the outstanding expece in the region is the creation of sectoral
technology funds in Brazil at the end of the 1988ed at supporting scientific and technological
development activities in highly profitable privegd sectors, such as electricity,
telecommunication, defense, aeronautics, oil ansl gacording to the law, these funds are
financed by private rents generated by the firmthefsector. These resources also contribute to the
creation of transversal funds which finance adssitin less profitable activities, such as support
for poor or isolated territories, modernizatiorre$earch laboratories and infrastructure &tc.

A fourth group consists of policies to support tdus, particularly of small and medium-
sized enterprises, or activities in which a higimber of small firms operate under the leadership
of larger firms. The cluster approach gained inseelaacceptance in the region, especially in
Andean and Central American countries. As othedskinf industrial policies, these initiatives

27 Some examples are “sun-and-sand” tourism in mfitiecEnglish-speaking Caribbean (Hendrickson, P&6a actions aimed at increasing
crops of higher value-added and market potentia, goal of the “Alianza para el Campo” in Mexivdlégémez, 2003).

Similarly, in Chile rents from copper mining areanineled to support innovation through R&D as atrinmment of the National
Innovation Strategy for Competitiveness releaseBebruary 2007. In May 2008 the Government annatiiaegions in support of
technological development in the first two of siusters (agrifood and mining). For a detailed asialpf the systems of the sectoral
technology funds in Brazil see Cimoli, Ferraz amigniP(2005).
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focused on increasing the competitiveness of exjssiectors rather than creating new activities.
Policies in support of clusters had been extengiveplemented also at the subnational level, and
countries such as Mexico and Brazil developed engtexpertise in local development support.
Incentives for the footwear cluster in the stat&ofinajuato or the electronics industry in theestat
of Jalisco (Mexico) are two relevant examples (Unge03; Dussel, 1999). In Brazil we can recall
the activity of the Brazilian Service of Support fdicro and Small Enterprises (SEBRAE), which
implements programs throughout the country; onésofmost successful programs is the one to
develop local clustersafranjos produtivos locaisAPL) %. The legitimacy enjoyed by cluster
policies, especially among international finan@eganizations, has facilitated their acceptance by
governments. At the same time, the general consamsluster policies led to include under this
category a mixed series of public support progravhgh indeed do have neither a production-
chain nor a geographic-conglomerate sébpe

Beyond this taxonomy of industrial policy strategieountries in general differ in the degree
with which they target specific production sect@s.seen before, some countries have maintained
or even revived sectoral policies; other countiiaplement de facto sectoral policies through
cluster promotion, while others reject sectoralgéting and privilege horizontal policigs
Nevertheless, there are countries which adopt hheetstances simultaneously, recognizing that
each of them responds to a specific developmerdctisgp —e.g., the 2008 Brazilian industrial
policy. However, with few exceptions, even targeteesures do not prioritize industry as during
the ISI. Whereas manufacturing was privileged dytime previous model, nowadays it is one of
the sectors of least weight. The most favored &ietss have been primary sectors such as oil,
mining and forestry; and various services (randiog infrastructure to tourism and cinema).

In addition, in the countries of the region there different degrees of coordination of the
industrial policy measures within a broader natiatevelopment stratedy Here again countries
fall into three categories: those with continuotferés to support industrial sectors framed within
explicit public-intervention strategies, generalxpressed through official national plans or
programs (e.g. Brazil, Colombia, El Salvador andkide); those with almost continuous actions,
but with no explicit national development stratégygentina, Chile and Costa Rica); and countries
that sporadically implement measures to solve eimgigroduction crisis, but with no development
plan (the vast majority).

However, changes of government, even when therailedita sudden break with the
countries’ past political orientation, such as irexito in 2000 or Uruguay in 2005, have not
produced major changes in attitudes towards inidligiplicies. The countries’ belonging to the
three above mentioned categories is sticky. Twangkas, albeit in different directions, are the
constant marginal relevance of sectoral policie€lile, and the continuity of sectoral agreements
to support export competitiveness in Colombia dutine Administrations of Presidents Samper,
Pastrana and Uribe (1994-2008) This progress in institutional development shounlut be

2 |n an APL, a large number of firms operate aroamtoductive activity that is predominant in a givecation; those firms share

cooperation and governance mechanisms. Measursptort APLs are implemented locally, reflecting Brazilian experience
that state-level policies tend to have a substbseiztoral component.

See Velasco (2003) on sectoral agreements in @Gidom

It has to be recognized that even when countoew a horizontal strategy, they tend to targettaia sectors in more or less
explicit ways according to different national irgsts and power groups.

Countries also differ in terms of the number oliggomeasures to support production activities. 8amuntries implement a wide
range of measures (e.g. Argentina, Brazil, Colomayana, Mexico, Uruguay and Venezuela); othely orake use of few

instruments (Bolivia, Chile, the Dominican Reputdied Peru, among others); and many other courtde®t implement any kind

of measure (Haiti, Paraguay and Suriname, amorgrsjth

Such agreements encompassed 41 production chadnseators accounting for 86% of all non-traditicexports. Of these, 31 are
national and 10 regional; 29 correspond to goodslanto services. Not all of them are programsfoster strictly speaking; some
target specific sectors (potatoes, farmed shrionpe,ttrawled shrimp, flowers, coffee and bananB. relatively loose application
of the productive-chain concept reflects the fhett tmost of the agreements were signed for pragmesisons aimed at mobilising
entrepreneurs (Velasco, 2003).
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overstated, because cases of stop and go polieestith frequerit’. Even in Brazil, the policy for
the automotive industry in the 1990 contained elgséhat pointed more to the rescue of a sector
in crisis (unable to face external competition)ntha a long-term oriented policy for supporting a
leading sector (Bonelli and Motta Veiga, 2003).

2.3. Policy lines and instruments

In terms of policy acceptance, we can identify fguoups of industrial policies, which led to
different lines of action in the countries of thegion: winning, losing, emerging and controversial
policies (Peres, 1997).

Winning palicies include those that are generally accepted by @ments, i.e. they enjoy strong
legitimacy. In addition to the policies for exppriomotion and FDI attraction, this group also idelsi
policies to promote technological upgrading, tragnof human resources, small firms and microensepr
support —generally through establishment or cotetitin of networks or clusters— and local
development, the latter two being closely linkedcdptance of these policies stems from their agbume
neutrality since they act on factor markets (teldgyoand training), or because of their (also sepgp
positive impact on job creation, basically at thlergtional or local lev&l

Losing palicies, in contrast, are clearly contrary to the prewgiliree market approach. They
include direct fiscal subsidies, targeted crediidh wubsidized interest rates, foreign trade tgyiff
and government procurement. In terms of the latiee, situation varies from one country to
another: while some use it nationally or subnatignauch as Mexico and Brazil, in others it is out
of the policy agenda because its use is deemedacpro the goals of expenditure efficiency and
transparency. Given that financial and fiscal siiesi are necessary for the implementation of the
winning policies, a sharp contradiction arises.idgolmplementation suffers from the fact that
governments that want to support industrial develemt through the winning policies are seldom
able to implement them because of the lack of &ffe@ction in the fiscal and financial fields.

Emerging policies —which, among other, encompass competition politygrovement of
corporate governance regimes, regulation of infuatire sectors where markets do not operate
efficiently, or corporate social responsibility —jey increasing legitimacy, but did not yet reach
consensus. Some countries have modern legislatidnrelatively strong institutions to enforce
them; whereas in others, they are still at thewision and decision stages; usually such policies
are not a significant item on the policy agenda.

Lastly, there are sommntroversial policies, which basically encompass sectoral policies.
Unlike the other policies, which are generally ddased winning, losing or emerging in almost all
the countries of the region, there is no consensusectoral policies. Whereas some countries have
a discourse that clearly rejects such policiespitieproviding somead hocsectoral support in
practice, other countries recognize the validity tfrgeted policies for increasing the
competitiveness of activities with strong growth export potential, or that are facing strong
competition from imports. There is a double staddaith respect to sectoral policies: some
countries deny their usefulness, especially wheg Hupport the manufacturing sector, but when it
comes to the support of agriculture and servicas {eurism) the same countries use them openly,
without facing any pressure to legitimize them.

The region’s policies, even those with a basicsdigtoral scope, have focused much more on
enhancing the efficiency of existing sectors tharceating new ones (IADB, 2001; Melo, 2001;

34 see Scarone (2003) on policies in Uruguay; Villaga (2003) on the 2002-2010 electronics industoggam in Mexico.

% In last decade, policies to foster innovation wierereasingly accepted throughout the region, ds &hown by the number of
science and technology plans released, even in sbthe smallest countries. Some examples are@96-2010 National Science,
Technology and Innovation Plan in Panama issue2D06, the 15-year Chilean National Innovation $ggtfor Competitiveness
and the Colombian National Science, Technologi@ldlbpment and Innovation Plan, both released ty 2a07.
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Peres, 1997). This is consistent with the searchgfeater penetration in international markets,
grounded essentially on the pursuit of static caapae advantages (unskilled labor and natural
resources). This has been the case both in cosintith a diversified production structure, such as
Brazil and Mexico, as well as in those whose prtidacstructures are concentrated in few

activities. In the more diversified countries, tubdd be argued that there are few non-existent
sectors, so a sectoral policy could only be deteatehe level of specific products. Although this

might be true, the evidence, especially in Mexiool #0 a lesser extent in Brazil, suggests that
sectoral measures have focused on strengtheningxgrahding pre-existing sectors; the clearest
example being the automobile industry

The return of sectoral industrial policies has beeslow process. For example, after the
2001 crisis, Argentina selected nine productionirch#o be supported by the National Forum for
Industrial Competitiveness and Production Chains;gectors are: wood and furniture, leather and
leather products, textiles and apparel, agriculturechinery, building materials, software,
biotechnology, natural gas for automobiles, anducal industriesy. Other countries, such as
Costa Rica, Peru and Uruguay, targeted developmetiins in even greater detail, supporting
individual projects in given firms. Examples incluthvestment incentives in megaprojects in the
Peruvian mining sectdt measures taken by the Government of Costa Rieadourage INTEL to
establish operations in the courifryor tax exemptions in support of projects decla@de in
national interest in Urugu&y

Beyond these cases, the comeback of sectoral gmlisi best exemplified by Brazil. In
November 2003, the Government announced the Goakelfor an Industrial, Technology and
Foreign-Trade Policy (PITCE), which focuses on folnowledge-intensive activities:
semiconductors, software, pharmaceuticals and nmedicand capital gootls This policy was
accompanied by the creation of a new institutionhiarge of the coordination and implementation
of that policy, the Brazilian Industrial Developnmexgency (ABDI). The PITCE marked the return
of industrial policies to the country’s developmeagenda.

In 2008, Brazil launched a new industrial policyigthhas an even stronger sectoral focus.
Beyond harizontal, basically fiscal, measures ardsgategic technological programs under the

% The creation of new activities appeared sporalgieal a policy objective, mainly related to intetfinaal trade negotiations aimed at
increasing market access and to the attractioror&ign direct investment (FDI). Policy initiativessulted in the expansion of
Mexico’s export platform in the framework of the fito American Free Trade Agreement between this ttpu@anada and the US
(NAFTA) (automobiles and transport equipment congras, electronics and clothing); promotion of tlasib assembly activities
(maquila) in a number of Central American and Uze#én countries (clothing); and investments in pizea firms in the services
and primary sectors in South American countriedfeBnt combinations of sectoral policies and treat®nal corporations’
strategies induced a certain level of productiorediification. Nonetheless, this strategy had htiins, such as low value-added in
the assembly activities, weak linkages to the déimesonomy, and the consequent scant generatienddgenous technological
capabilities (Mortimore 2002; Peres and Reinh&@g0).

See Subsecretaria de Industria, http://www.inéugov.ar/foros/institucional.htm.

%8 In Peru, the main policies implemented in suppbthe mining sector in the 1990s were as follogremotion and guarantees for
foreign direct investment; privatization of Statered enterprises; approval of a framework law guteeing free enterprise and
private investments; tax, exchange-rate and adtratiige stability; modernization of the mining cassions process; tax benefits
(reinvested profits are exempt from income taxy;iteentives for investment in megaprojects (incameexemptions and advance
drawback of the general sales tax). See Fairlie3p0

3% see Alonso (2003).

40 The 1998 Investments Act allows the Governmenprmmote specific investments by declaring a profecbe in the national
interest. Benefits can be general or specific givan project (e.g. tax exemption for real estatpprty). General benefits can be
automatic (e.g. exemption from the wealth tax onvaide property destined for the productive cyclar),discretionary (not
regulated as of mid-2003). See Scarone (2003).

41 Those sectors were selected because (i) thegydimmtained and increasing dynamism; (ii) theguatdor significant proportions of interational
investments in research and development; (jii) @3N up new business opportunities; (iv) theydaeetly related to innovations in processes,
products and modes of use; (v) they increase tigitylef the productive fabric; and (vi) they argbrtant for the future of the country and have
potential for the development of dynamic compagatidvantages (MDIC, 2003, p. 16). These guidelivee strengthened by the Growth
Acceleration Program, enacted in February 200¢hwislies mainly on fiscal incentives.
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control of the Ministry of Science and Technolo@¥QT) ** this policy includes seven programs

targeted to leading sectors, under the controhefNational Economic and Social Development
Bank (BNDES): aeronautics, oil, natural gas andqoftemicals, bioethanol, mining, steel, pulp
and paper, meat, and twelve industrial competittgsnprograms, under the direct control of the
Ministry for Development, Industry and Trade (MDiGutomobiles, capital goods, textiles and
garments, wood and furniture, cosmetics, civil ¢tarttion, services, shipbuilding, leather,

footwear and leather goods, agribusiness, biodiepkistics and other sectoral programs
(Government of Brazil, 2008).

In summary, beyond the different approaches toosscpolicies, the region displays a strong
convergence in terms of policy design over the thstade, centered around four basic elements:
(i) emphasis on increasing international trade aiitiyeness; (ii) generalization of the legitimaafy
horizontal or neutral instruments, which, as mewib above, are not horizontal or neutral ex post;
(iii) support for small businesses and microentseg; basically for reasons linked to their jotation
capacity, and (iv) the focus of attention on subnat or local economic areas. The boom of cluster
support programs provides the clearest exampldefcombination of these elements; the already
mentioned SEBRAE program to support APL in Bragihlg the most important in the region.

2.4. Policy implementation and impact evaluation

While the Latin American countries have made sigaift progress regarding policy design,
implementation and impact evaluation are still wedkile there are some data on the funding
allocated to certain policies (actually programspoojects), the information is insufficient to
evaluate implementation overall. Despite this,dt bbeen shown that, with some exceptions, the
degree of policy implementation in the region isvlas indicated in Peres (1997). Particularly
clear results are provided by Alonso (2003) coniogrithe situation of the five Central American
countries; Fairbanks and Lindsay (1997) regardihg tAndean countries that designed
competitiveness strategies based on clusters, anédid Stumpo (2004) and CEPAL (2000), with
reference to policies to promote the developmenSMIE networks and natural resource-based
clusters, respectively.

The situation in terms of policy evaluation is alsosatisfactory. Although there are
assessments of a number of specific programs, asithose supporting SME in CHiletogether
with general assessments of what happexited policy implementation, these studies generally do
not analyze cause-consequence mechanisms. Lackfafmiation frequently hampers policy
evaluation; in addition, the instruments seldomlieikfy establish the criteria and mechanisms for
follow up and evaluation. Also, there is a lack aminsensus on how to evaluate policies with
multiple targets, objectives and lines of action.

Even though the discussion usually focuses ondhk of evaluation of past and ongoing
programs, policies seldom reach the stage in witiefa need to be evaluated. Countries dispose of
policies which have been formulated, approved andoanced, but which are not always
implemented. Various factors are responsible fatespread implementation failures and for the
consequent shortfall between design and implementaamong them we recall the following.

Non-operational or unachievable goals. Objectives specified through declarative
statements without setting clear, measurable gaal$ without effective mechanisms for financial
resource allocation, hamper policy evaluation. Araleation of success factors in the 41
Colombian sectoral agreements shows that: (a) thwitd well-structured, quantifiable

42 The technological programs (health, ICT, defemselear energy, bio and nanotechnologies) prieiieas of strategic importance for the medium
and long term, and actually point, in some castseteerycreation of a sectde.g., nanotechnology) and not just to its stresghg.
4 For that country, see the evaluations of develapmpeograms in Silva and Sandoval (2003).
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commitments and specific time horizons were edsienonitor and fulfill; (b) agreements with few
and simple commitments tended to be more succegsfuthe leadership and decision-making
power of the individuals who negotiated the agregmeplayed a fundamental role, and
(d) production chains which have already been sdpgoby public programs prior to the
agreements achieved better reétiltiven that practice in the region often makesattempt to
take these success factors into account, policymdeats tend to be shopping lists of needs and
objectives. Although the multiplicity of goals megflect the involvement of many stakeholders in
complex societies, it also indicates an inabildychoose priorities and build consensus around a
small number of implementable goals.

Lack of human and financial resources. This issue is particularly relevant in small and
poor countries which often depend on external &idns or grants) to design and implement their
programs. In addition to a lack of resources, pediare usually announced without considering
their cost and the corresponding needed finanaagyuming once again that “first we decide and
then we see what can be done and with what resatrce

Nearly all of the countries of the region lack itagibnal capacity for policy management and
implementation. This shortcoming is greater whelicipe aim to replicate international best pragtce
rather than responding to the needs of the cosritrierested in applying them. This tendency resalt
policy designs that are disconnected from realftgn promoted by institutions of scant politicaight in
the structure of Governments, or by business at&w that are unrepresentative and have littlearic
and political clout. The problem is further aggtadaby the tendency to separate the design from the
implementation. Although countries can increasi th&titutional capacity over time, and some hdere
s0 in the region, institution building requireshiity of objectives for longer periods than thadi horizon
of a government (between four and six years). Besididely different government revenue to GDRsati
across countries, which vary from less than 10%vew 30%, introduce differences in terms of reseairc
available to support policies.

Weak commitments between public and private actors. There is a proliferation of plans and
programs designed merely to respond to politicedsares from economic stakeholders, to comply with
conditionality to access international funding offulfill legal or constitutional provisions. Theillxand
strength the private sector showed to support3hésInot present anymore. Business associatiores ha
scantly supported most of the recent efforts terdify the production structure beyond competitigsn
program&’. Actually, tariff protection used during the 1Shsva powerful economic signal (“invest in a new
sector and get rich”); nowadays many policies mestdisguised under a “market friendly” non
discriminatory approach; at best, the entrepreiseaffered a package that is complex to conceptialnd
operate, and whose impact on profitability is uladerand far from clear. It is hardly surprisingttthere is
such a perception that “policies do not work.”

Despite the problems outlined above, in the lashdie the countries increased, in general, their
capacity to create room for debate between publiwaties and business chambers for policy desigh
in fewer cases, for implementation. Significantgoess has been made in developing public-private
dialogue. The process reached a stage in whidbabership of policy proposals has often been meglc
by business associatihisBusiness chambers have participated activelgrisudtative forums discussing
measures in support of competitiveness, such allatienal Competitiveness Council in Colombia, the

4 Velasco (2003).

4 Moreover, differences of goals and strategies éetmthe government and the private sector, althtesghthan before, are far from
having disappeared, as shown by Alonso (2003) fmt@nala and Scarone (2003) for Uruguay.

Examples include the Asociaciéon Nacional de Indgaiss (ANDI) of Colombia, the Confederacién de Géas de la Industria de
Transformacion (CANACINTRA) in Mexico, the Asoci#ci de Industriales in the Dominican Republic, tier@ra de Industrias
in Costa Rica, or the Federaciéon de Céamaras Indlesirde Centroamérica (FECAICA), which promoted ladustrial
Modernization Agenda in Central America. In theseirgries and elsewhere, it is even possible to kspégublic-private co-
responsibility in policy formulation, rather thanljgy consensus (Peres, 1997).
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Production Development Forum in Chile, or the ‘srdtchambers” in BraZil. In some cases, long-term
proposals have even been made to stabilize pddisigr beyond the political cycle, as it happened, f
example, with the “Vision 2020” promoted by the Ndax Confederation of Industrial Chambers
(CONCAMIN) in the 1990s.

On the contrary, policy coordination with otheriledociety organizations has been much weaker.
Although labor unions have participated in disarsdorums, in general their presence has not been
decisive. An exception, however, is the role playgdnions in Brazil, especially in the “sectofahmber”
of the automotive industry. Other stakeholdersquay marginal role, with the exception of the acacle
sector, which was directly involved in the effafdhe National Competitiveness Council in Colorrdoial
which participated in the design and managemehtdfectoral technology funds in Brazil.

Implementation failures and the perception thati¢j@s do not work” undermine their legitimacy
and their acceptance, especially among their menmeflziaries: the entrepreneurs. This gives risih¢o
paradox that business people bemoan the lack afrces available for policies, while at the sammeti
they fail to make full use of what is available.e@oming these implementation failures and makimng s
that instruments designed actually function, is ainthe key challenges for industrial policies ndexgs.
What can be done to close the gap between whatidedi and announced, and what is actually done and
evaluated? Three lines of action, which are notialiytexclusive, look promising and should be fottal
up.

Firstly, policy design should be accompanied, raiowed, by explicit consideration of the
institutions that will have to implement them. Thigans involving industrial policy stakeholders and
creating institutions which allow this participation a continuous basis. Although reform of théeSiad
organizational development are not issues thail@se to the industrial organization specialigtytheed to
be addressed to reduce implementation failures.

Secondly, there is a need to increase the amodrtharguality of human recourses specialized in
policy design and implementation, prioritizing tater, even through transfer of qualified persbnne

A third line of action is to develop and strengtlteminstitutions and the individuals that linkipgl
design and implementation. Three courses of actienavailable for that purpose: strengthen public
institutions; search for leaders in the privatémeand strengthen intermediate implementationtageuch
as business associations.

The countries of the region accumulated signifieagerience in terms of policy management in the
areas of macroeconomic policy and central bank$t eyperience could and should be replicated wsare
linked to industrial development. Private leadgrsifipolicies has been efficient in some casesi(ethe
development of local clusters), and should be wgsghever possible; but experience shows that this
approach is hard to replicate and it is not distetd according to implementation needs. Thus, ecicady
weak areas that need major efforts from policy @ipes tend also to have weak private leaderships. T
strengthening of intermediate implementation boti&s been a successful strategy in countries such a
Chile, where it has been used to carry throughranog to promote SME networking (PROFO), although
they suffer from the predictable problems of advsedection and moral hazard. Different arrangesragst
possible. None of them is a panacea, or easy ferimapt; but they do open up alternatives and deserv
be explored from perspectives that combine theazoimninstitutional and management dimensions.

47" In Braxzil, the expression “sectoral chamber” (cénsectorial) refers to a tripartite Governmentegreneurs-workers negotiation space.
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VI. Conclusions

Industrial policies are at the core of specialoratior diversification
strategies. There are five key points in elabagaten industrial
development strategy: the criteria for targetingdpiction sectors; the mix
of policy instruments associated to each objectheronstraints imposed
by endogenous capabilities; the political will amlde institutional
capabilities to manage that strategy, and the amawch continuity of
financial resources available for implementatioreg&ding targeting
production activities and sectors, the policy sticelcognize that, while
there are no blueprints for prioritizing sectotistdry shows that countries
have in fact chosen and continue to choose seetatisthey do so, on the
basis of a few more or less precise criteria. Timuedge-intensity of the
activities in question, their dynamism in the insgional market as a result
of high elasticity with respect to world income datieir potential for
productivity growth, are some of the general datersed since ever by
countries to identify sectors to promote structarange.

These criteria are supported by others relateche¢ostrategic
nature of certain activities, which basically refléheir importance in
output, exports, or employment, usually at thearsti level, but also
with a local or subnational dimension.

As from the 1980s, the technological “dimension”sha
increasingly been used to define the scope of imidlispolicies.
Although we can define industries or productiontsec as sets of
goods with high cross-price elasticity of demartdjsi possible to
define as sectors also sets of activities whichresl@atechnological
path (Robinson, 1953; Dosi, 1988a). One can thezefpeak of the
aerospace, biotechnology, or ICT sectors. To premattivities
encompassed by a given technology, there are ay mwperiences
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centered on horizontal policies as others involhdirgct intervention at the level of firms, market
segments or knowledge networks. In practice, pedicio promote clusters are frequently
inseparable of innovation or technological develeptrpolicies.

As policies acquire systemic scope, their impactcompetitiveness in the economy at large
requires special attention. The higher costs amgutivith the initial stages of learning curvesusthoot
be so high that they endanger the competitiveniesrs that use the new goods or services that are
being incorporated into the basket, particularlewthose firms have a strong foreign-trade oriiemtat
The balance between supporting the diversificatibithe domestic production structure and taking
advantage of opportunities to import cheaper dagitads or better technology is not easy to stiike;
can only be found through experimentation and &fal error — i.e. we need pragmatic rather than
ideological policies. As pragmatic policies aregfrently of a reactive type, a major challenge fier t
region is to combine pragmatism with much more gifea policies.

In Latin American and Caribbean, the tools avadatd implement industrial policies are
well-known and present in the policy discourse. Biedifference with respect to past experience
in the region and elsewhere stems from the curogr@n-economy scenario, in which it is
impossible to use instruments involving widespraad permanent trade protection. This constraint
weakens the economic signal (expected profitabibgnt to potential investors in new activities,
and causes a significant portion of the cost ofetiggment activities to fall on the fiscal area. Shi
leads to problems, both in setting priorities foe tallocation of budgetary resources, and for the
stability of those resources at times of fiscalstoaint.

The sustaining of long-term development instrumeptsssibly spanning more than one
government term, remains a challenge that mosttdesrof the region have so far been unable to
tackle successfully. Another powerful tool of seatgolicy, direct investment by the State, is off
the policy agenda in most countries; but the degoddreedom in this subject are large, as shown
by various experiences, particularly at the loeadel. Experience in the region suggests that the
policy packages applied thus far have not haddheefto induce the specific investment behaviour
that protection had in the past, although the catiud effects remain to be evaluated.

In the case of small economies, apart from thessteaints, it has been argued that they not
only should not develop sectoral policies, butdatfcannot do so. Without ignoring the importance
of the domestic market to achieve economies ofesaall learning, it should be remembered that
the issue is less important in open economieshawrs by numerous small countries that operate
as highly competitive export platforms. Althoughstitutional capacity can also be a major
constraint, especially in the short run, this does mean that it is impossible to implement
industrial policies, rather that their scope shadoédin accordance with those capacities. In other
words, the alternative is to focus efforts dowteatthan shooting wildly into the air.

Despite these considerations, from the standpdinqotitical will, sectoral measures face
ambivalence in the region —enjoying high leveldegfitimacy in some countries, although always
less than during the ISI period, but very low leviel others. Nonetheless, even in countries that do
not consider them legitimate, actual practice rsnfi@re ad hoc, and often specific measures are
implemented to support sectors in crisis. Givenrbed for these policies to move development
forward in the region, it is worth asking what ng¢a be done to increase their legitimacy.

There are two priority areas of action. Firstly, pilementation capacity needs to be
improved, to narrow the gap between policy desiga @nstitutional capacity for effective
implementation, the persistence of which undermthescredibility of policy makers and hence the
policies themselves. Secondly, significant progrdse needs to be made in evaluating the impact
of the initiatives implemented in terms of theitimlate objectives: economic growth, technological

42



CEPAL - Serie Desarrollo productive® 87 Theory and practice of industrial policy. Eande from the Latin American experience

progress, increased productivity. When public resesl are scarce, only sound evaluations can
create space to divert resources from other paliegs to these ones.

Although these points are not new, they are cru@ame progress has been made on this
issue, examples being Mexico’s “Business Develognfaogram 2001-2006” or Brazil's 2008
industrial policy, which explicitly mention quardtive targets, improving previous pracffte
Nonetheless, progress in the region as a wholesigficient. This is very serious for policies that
have to justify their owrraison d'étreand compete for fiscal resources with others #grgoy
greater legitimacy, such as basic education, plidaith or citizen safety. As industrial policiegs a
crucial for diversifying the production structuredaaccelerating productivity growth, they need to
regain their legitimacy by demonstrating their ipa

From a broader perspective, some crucial questiEmain unanswered. If, in the late 1990s,
an analyst who advocated industrial policies hahlesked to design an ideal political scenario for
their acceptance and implementation in the redienor she hardly could have hoped for a better
environment than that which exists today. At préspalitical parties or coalitions of parties that
based much of their long-term platforms on theatipa of “economic neoliberalism” are in power
in Argentina, Brazil, Bolivia, Chile, Ecuador, Niegua, Uruguay and Venezuela. Industrial
policies had frequently been mentioned by thesd¢igzans a substantive part of their strategic
guidelines for achieving sustainable developmettt gieater social justice.

Reality appears not to have fulfilled those expimts. Even in the most advanced example
of policy development and actions (Brazil), the ga@tion is that much more has to be done to
change the production structure of the countrghort, there has been no significant action in most
of the countries mentioned above to change theeotmproduction specialization through the
application of industrial policies.

Two explanations may be attempted. The first wdaddhat the discourse of the opposition
was rapidly constrained, upon its rise to powerth®ypressure of global financial markets and the
existing consensus as to what constitutes a “respl@i macroeconomic policy, and that, as part
of the same move toward international acceptameediscourse of structural change was relegated
to second or third place. The fact that structeleinge measures were correctly assumed to be
expensive, and to produce results that could oalgdhieved in the long term, could not but speed
their decline, even within the official discourse.

Another explanation might be that, without denyihg significance of the factors mentioned
above, the structural-change or industrialist disse lacked the strength to show that it could be
translated into specific operational proposals,ab#p of yielding at least a few results that were
attainable within the space of a single adminigtmatlf this second explanation is correct, one
might conclude that one of the main concerns dificstiral policy analysis should be to pay
attention to the situation of governments that wisltarry out such policies, do not know how to
do so and, if they did, would scarcely have thestimeeded for those policies to yield results that
strengthen their position and allow them to reniaioffice.

Even if policies to diversify the production stru can technically demonstrate their
capacity to generate positive impacts, it is by means clear which stakeholders would be
interested in generalizing them in the countrieshef region. In other words, which social actors
are likely to put their economic and political raszes behind initiatives that go beyond support for
cluster development, the great majority of which Br any case far from well-funded? Industrial
policies have been making a (slow) return in Létmerica and have been able to operate, albeit on
a small scale, in open economies and within orthatacroeconomic policies—contrary to the
previous conventional wisdom that they were incatibpg Enhancing their, if not minimal, at

4 See Secretaria de Economia (2001) and GovernrhBrazil (2008).
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least marginal status, requires significant playarsluding the State, to take ownership of them
and commit their power and resources behind thend therein lays the rub: in many Latin
American countries, just a few, rather weak staldgrg are interested, or likely to be interestad, i
supporting proactive industrial policies to charige current pattern of specialization. The open
question is how much, and in which direction, thésting will change during and mainly after the
world economic recession that began in 2008.
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