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Abstract

Industrial policy is tainted with bad reputation among policymakers and academics and is
often viewed as the road to perdition for developing economies. Yet the success of the
Asian Miracles with industrial policy stands as an uncomfortable story that many ignore or
claim it cannot be replicated. Using a theory and empirical evidence, we argue that one can
learn more from miracles than failures. We suggest three key principles behind their
success: (1) the support of domestic producers in sophisticated industries, beyond the initial
comparative advantage; (ii) export orientation; and (iii) the pursuit of fierce competition
with strict accountability.

JEL Classification Numbers: 025, 047, O57
Keywords: Industrial policy; technology; innovation; growth; diversification

Authors’ E-Mail Addresses: acherif@imf.org; thasanov@imf.org

!'We are grateful to Ralph Chami and Alfred Kammer for valuable suggestions and discussions. We would also like to thank
Bergljot Barkbu, Andrew Berg, Claudia Berg, Sascha Buetzer, Chris Colford, Dennis Essers, Jean-Marc Fournier, Chris
Papageorgiou, Jiro Podpiera, Cyril Rebillard, Sidra Rehman, Alasdair Scott, Nikola Spatafora, Andrew Warner, and IMF
seminar participants for helpful comments and discussions. We are grateful to Lopo De Castro Neto for assistance with some
data and figures and to Claudia Cohen and Ravaka Prevost for help with formatting the paper. All errors are our own.

©lnternational Monetary Fund. Not for Redistribution



Contents Page

L INEEOAUCTION 1ottt ettt e e e e e ettt e e e e e e s essassabbteeeessssssssnaaaseeeesesenanns S
II. Rashomon’s Witnesses of The ASian MITacCIES..........coovvvvuveeiiiieeiiiiiiiieeeeee e 7
III. Learning from Miracles vs. Failures..........cccoocuieiiieniiiiiiiiiiciceeeeee e 10
A. 50 Years of Development: Catching Up, Forging Ahead, and Falling Behind ......10
B. Can We Learn from MITACIES? ......coooivivieiiiiiieee ettt ee e 13
C. When Leo Tolstoy Meets Wassily Leontief: A Stylized Model of Long-Run Growth
...................................................................................................................................... 17
IV. Technology and Innovation Policy as “True Industrial Policy”.........ccccceeveeviiiiniininnenns 21
A. Tt is All About Productivity Gains: Innovation and Export Sophistication ............ 21
B. TIP: The Moonshot Approach to Development............ccccoeeviieecieeecieencieeeiee e, 22
C. The Three Gears OFf TIP.......ooooviiiiiiee ettt 24
V. The Economics Of TIP .......cccoi it 26
A. The Standard Growth Recipe is Not Enough.........cccccoeviviiiiiiiiiiiiiieieceieee 26
B. Building Sophisticated Products ...........ccccueeeiiieiiiieiiie e 31
C. Beyond Comparative Advantage: Vegetables, Sewing Machines, or Microcircuits?
...................................................................................................................................... 36
D. Not Manufacturing vs. Services, Rather Sophisticated Manufacturing and Services
...................................................................................................................................... 40
E. Creating Domestic Innovators: From Convergence to Growth at the Frontier-.......45
VI TIP Through HiStOTY......cciiiiieiiiieeiieecite ettt e vee e e e sivee e ssaeeesnveeeenseeens 51
A. TIP Has Always Failed in the Past...Because It Was Not Tried.......c..cccccecuereenen. 51
B. ISI in India: The State as @ MiCTOMANAEET .........cceeerureerveeeiieeeiree e eereeesree e 57
C. Export Orientation, not Tariffs, is the Secret Ingredient.............cccceevveeriieniiennnnne. 59
D. Can Laissez-Faire be Worse than Import Substitution?...........ccccceeveveercieenreeennnen. 61
E. Earlier Miracles in Advanced Economies and the Forgotten Hand of the State.....62
VIIL. Concluding REMATKS .......c..oieiiiiiiiiieiie ettt eesareeens 63
Figures
1. GDP Per Capita Relative to the U.S. (2011 PPP §$), 1960 vs. 2014 .......ccvvvveerreiieieiennee. 11
2. GDP per capita relative to the U.S. (2011 PPP §), 1970 vs. 2014 ......coooveiieiiieieieeenes 12
3. Average Investment Rate vs. Average TFP Growth (1970-90)........ccccovviiiiieniiienieniieiens 15
4. The Power Law Distribution of Gross Relative Growth Rates, 1964-2014........................ 17
5. TFP Growth in Select Countries (1970-2014) .....cc.oeevviiiiiieeeeeeeee e 25
6. Doing Business and Competitiveness Indicators in Oil EXporters........ccoccveevevveenieeennveennee, 29
7. Goods EXPOrt SOPIIStICALION .....eeeutieriiieiieiieeiieeie ettt ettt site et e seaeeteesaeeesseessneenseens 29
8. Value-Added per Worker in U.S. Industries (2016) .......cccceeeueeeriieeiieeeieeeie e 34
9. R&D Intensity (Percent of GDP), OECD (2015) ..cccvviiiieiieiieieeeeeeeee e 34
10. R&D Intensity and Personnel, USA (2015).....cccouiieoiieeiieeiee ettt 35
11. Patents Issued by Different Industries, USA (2012)......ccceerviieriieiiieniieiieie e 36
12. Manufacturing Economy-wide Productivity Growth in Select Countries......................... 40

©lnternational Monetary Fund. Not for Redistribution


Underline

Underline

Underline

Underline


