
Controversies on Industrial Policy 
Among Economists 



Development Economics in 1950s and 1960s: Dev’t 
Planning and Promotion of Industries Accepted 

• Neoclassical (Solow) Growth model says that 
developing countries must increase their capital labor 
ratios – i.e. industrialize 

•  Big Push models point to the need to promote key 
important industries to give push to economy 

• Balanced Growth models: Several key and connected 
industries and investments should be undertaken up 
simultaneously 

• Unbalanced Growth models: A few key industries 
should be set up that will spur growth in the economy – 
particularly key import substitution industries 

• Infant industry arguments (may last decades to succeed 
– auto industry in Japan, Nokia, etc) 
 



Philippine Experience During the 1950s and 
1960s 

• The Philippines’ golden age of industrialization was during 
the import substitution period of 1950s – strong 
supporters of import substitution and protection of 
industries – Alejandro Lichauco and Larry Henares 

• In the late 1950s, the Philippines faced a balance of 
payment problem as it ran out of dollars due to the 
import dependence of the import substitution industries 
(mainly assembly of imported inputs using imported 
machinery) 

• This led to RP turning to the IMF for money in 1962 and 
an IMF program was instituted, which slowed down our 
import substitution development. 

• Our industrialization may also have been hampered by 
the lack of industrial policy as practiced by Korea and 
Taiwan.  
 



The End of Development Economics and 
Development Planning 

• In the 1970s and 1980s, the developed countries and 
multilateral agencies (WB, IMF, ADB, etc.) insisted that the 
economy be ruled by markets and the private sector. The 
government should no longer protect or subsidize industries. 
This will just distort the market prices, lead to inefficiencies 
and lead to rent seeking and corruption. 

• At that time, most developing countries had not developed 
and industrialized except for the East Asian tigers (Japan, 
Korea, Taiwan, HK, Singapore) and later on Chile. Thailand and 
Malaysia later joined them when Japanese investments and 
good poured into their countries in the late 1980s, 
accompanied by good development planning and policies. The 
lack of industrialization of developing countries was ascribed 
to market distortions, rent seeking, and government 
inefficiencies. 
 



The Marcos Legacy 

• Marcos reinforced Philippine mainstream 
economists’ belief that government interventions 
and rent-seeking are synonymous. (Government 
failures) 

• Trade liberalization (initially, removal of import 
quota restrictions), financial liberalization, 
privatization of state enterprises and deregulation 
were undertaken unilaterally in the post-Marcos 
governments of Aquino and Ramos. 

• The specter of rent-seeking and associating 
protecting monopolies with industrial policy 
(government failures) remains a very strong 
tradition with the mainstream economists in RP 



The Role of WTO 

• The creation of WTO and the entry of all countries 
into the organization made it more difficult for 
industrial policy to be achieved: 
– Abolition of import quotas and significant tariff 

reductions 
– Prohibition of subsidies to exports and tradeable goods 
– The bigger power given to developed countries in its 

decision making (the Green Room) and developed 
countries’ continued use of protection 

– At the same time, developed countries use the anti-
dumping rule against developing countries 

– The rules concerning intellectual property rights (IPRs) – 
the TRIPS – do not allow developing countries to access 
sophisticated technologies developed in the developed 
countries (which Korea and Taiwan had access to frontier 
technologies before WTO since they were early-comers). 



Mainstream Economics Start Analyzing the Asian 
Miracles 

• In the 1990s, many economists – including the WB – started 
analyzing the Asian Miracles and concluded that they used 
both market-friendly policies and government promotion of 
key sectors (i.e. picking winners) 

• Direct subsidies, credit subsidies, government corporations, 
tax incentives were some of the government interventions 
use to promote successful development of their industries 
and exports. The important thing is that the industries have to 
perform well (e.g. export penetration of world markets or a 
certain level of scale production and sales after a period of 
time).  

• The rise of endogenous growth theories 
– Sectors with positive externalities – have multiplier beneficial 

effects in economy – need state support and promotion. 
– Develop human capital – quality education geared to industries, 

develop specific skills and technologies for key industries 
 

 



Why Sectors with Positive Externalities Need 
Gov’t Promotion (Market Failures) 

• First Mover Problem 
– A beneficial sector will not be developed if first movers 

(entrepreneurs) don’t move because of possible losses 
(uncertainties), or if they succeed, imitators will cut into 
their markets. Government has to give them subsidies or 
tax incentives and general support. 

• Coordination Problem 
– A beneficial sector will not develop unless the right 

infrastructure, legal governance, quality inputs, 
institutions for standards and quality, etc are in place. 
These requirements may be sector-specific so that the 
government will have to provide assistance to achieve  
these. 

  



Problem of Which Sectors to Prioritize 

• A good industrial roadmap will have to tackle 
policies to improve productivity, employment and 
expansion of each major manufacturing industrial 
sector 

• But some sectors might need more state support 
and attention due to the positive externalities and 
critical role of the sectors 

•  Problem is that Philippines had lagged behind in 
the industrialization of basic sectors in the 1960s to 
1980s – such as steel and petrochemicals 

•  It also has to catch up in the technology sectors and 
skill and R&D-intensive industries. 

• The first cater to the domestic market and the 
second to both export and domestic sectors.  



Fake Dichotomy between Export Promotion and 
Import Substitution 

• Ha-Joon Chang criticized economists’ penchant of 
dichotomizing export promotion and import 
substitution 

• An industrial policy includes a decision on the right 
mix of free trade (no interventions), export 
promotion (with interventions) and domestic 
industry promotion (including import substitution 
and protection of infant industries). It is not an 
‘either or’ strategy. Exports are needed to finance 
our imports – and not rely on OFWs forever. We 
eventually want to provide domestic jobs at 
reasonable wages to our workers. 



Industrial Policy and Regional Disparities 
• Manufacturing is concentrated in the Metro Manila and 

Southern Tagalog regions (and some around Metro Cebu).  
This contributes to regional and income inequalities in the 
country 

• An industrial policy should include building and 
strengthening local economies in the more backward areas. 

•  Building better infrastructure, better governance, private 
sector capabilities, better peace and order can help in 
generating local economies.  

• The availability of credit and capital and skills promotion on 
agri-aqua-forestry activities as well as rural industries 
(handicrafts, rural industries) are crucial with government 
support.  

• The linkages between rural-urban and inter-regional trade 
are important. In East Asian countries large urban firms 
subcontract smaller rural or less urban firms for primary 
inputs (e.g. food manufacturing) and other industrial 
products 
 



Debate as to whether to facilitate winners or to 
pick winners 

• Long-time debate among economists  
– Should the state just provide support – e.g. help in the 

coordination problem – or give actual subsidies or tax 
incentives to particular industries or firms 

– Another debate is should the picking of ‘winning’ 
sectors come from the government – with a long-run 
view and plan (roadmap?) for industrialization 
(creating new industries) – or should the government 
just base its decision on the best performing sectors 
and critical industries in the private sector (facilitating 
winners)?  

• The problem is related to whether government 
failures or market failures are more serious  



Political Economy of Industrial Policy 

• Strong cooperation between government and the 
private sector (the employers and labor groups) vital – 
In Korea and Taiwan this was institutionalized in 
deliberation councils. In Japan the Ministry of 
International Trade and Industry (MITI) institutionalized 
sessions with the industries and zaibatsus. 

• In Korea and Taiwan the bureaucrats were not 
economists but scientists, engineers, lawyers, (Ha-Joon 
Chang) 

• Importance of capability and integrity 
– Credible performance indicators for sectors promoted 

– Gov’t listen but not beholden to industries and lobbies 

– Time horizon and sunset clauses  

 

 



Is the Current Situation Conducive for Industrial 
Policy? 

• Industrial policy will be more successful in an atmosphere 
of growth and confidence in the economy 

• Negative threats 
– Global threat of recession and volatility 
– Need to ‘rebalance’ the demand of the economy towards 

domestic demand – the domestic sectors – without abandoning 
important export sectors (also shift away from over-reliance on 
electronics and trade with US-EU).  

• Positive  conditions 
– Upgrades 
– Better governance and confidence in government 
– A lot of liquidity in the system (danger of property bubble – 

have to shift more to credit to productive sectors) 
– Fiscal capability strong  -- esp. if sin tax bill is approved 
– The ‘rebalancing’ means more focus on the majority of 

manufacturing sectors that cater to the domestic economy, and 
these are the ones needing much attention. 



On Research on Industrial Policy in the 
Philippines  

• Data of course facilitates the study of  industrial policy of the 
Philippines 

• But the historical, case study, focused group discussion, key 
informant interview methods are probably more helpful in 
studying actual industrial policies in the 1950s up to the 
present, their effectiveness and what current industrial policy 
and thrusts should be implemented. 

• Studying each industry separately might be misleading since it 
doesn’t show whether there was a coherent industrial policy 
and the inter-connectedness of policies for each sector 

• Comparing and learning from other countries are important: 
Korea, Taiwan, Japan, China, Chile, -- successes as well as 
failures 


