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I. Introduction:
What is Industrial Policy?

Industrial policy is about how a nation or a
region develops economically, and about how
government structures incentives and rela-
tionships across different economic sectors, in
order the foster economic growth and increase
standards of living. Broadly, this can mean
pretty much anything that government does
that has an impact on economic performance,
including policies, regulations, tax structure
and subsidies.1

The extent of government intervention
and participation in the economy has changed
over the course of the 20th century and across
nations and regions. The prevailing ortho-
doxy is that governments cannot create
wealth directly, but can only create the con-
ditions for wealth creation in the private sec-
tor. This leads to a framework that stresses
policy changes to reduce taxes, to privatize
state enterprises and public services, to
deregulate environmental protections, labour
laws, consumer protection, and to stress ex-
port-oriented economic development. While
not generally thought of as industrial policy,
these measures are a “passive” form of indus-

trial policy, at one end of a spectrum of choices
around the degree of intervention by the state.

Historically, industrial policy has had a
more interventionist flavour that is consist-
ent with the idea of an activist state. Such “ac-
tive” industrial policy has been based on pro-
tecting infant industries, developing infra-
structure, placing restrictions and conditions
on foreign investment, plus other forms of
government intervention to subsidize and
support wealth creation. A wide range of pub-
lic sector activities, including state monopo-
lies, state trading enterprises and public serv-
ices, also fall within this conception of indus-
trial policy. The key point is that there is some-
thing deliberate or strategic in terms of inter-
vention, whether or not successful in terms
of actual outcomes.

Industrial policy is important because
markets alone are insufficient to achieve high
levels of economic and social development.
While there is debate around the degree to
which markets work effectively—the extent
of market failure in economies—it is fair to
say that there are specific markets that work
relatively well, some that produce less than
ideal results, and others that fail altogether.
The market mechanism can be effective to the
extent that it coordinates decentralized deci-

Acknowledgements
This paper is an abbreviated version of a paper published as “The Future of Industrial Policy in a WTO World”
in Stephen McBride, Laurent Dobuzinskis, Marjorie Griffin Cohen and James Busumtwi-Sam, eds. (2002) Glo-
bal Instability: Uncertainty and New Visions in Political Economy. Dordrecht, Netherlands: Klewer Academic
Publishers. This briefing paper is published with the kind permission of Klewer Academic Publishers.

Thanks to Marjorie Griffin Cohen, Seth Klein, Stephen McBride and Jessie Smith, who provided comments on a
draft of this paper. Any errors are the responsibility of the author.



2 CCPA Briefing Paper Series: Trade and Investment

sion-making, but left on its own, “the mar-
ket”—or capitalist economic development—
leads in many cases to sub-optimal outcomes
within specific industries, and across society
more broadly. Hence, the critical question is
not whether the state should intervene in the
market, but how to intervene in a way that
improves standards of living.

In the context of globalization, industrial
policy takes on a renewed importance because
of the divergent levels of economic develop-
ment across the world. The degree of flexibil-
ity different nations have to enact laws, regu-
lations and policies aimed at promoting do-
mestic capabilities and economic growth is of
utmost importance for industrial policies.
This speaks to the terms on which countries
integrate into the global economy, including
the pace and timing of reforms and liberali-
zation vis-à-vis domestic industrial considera-
tions. The range of industrial policy instru-
ments used in the past have generally been
designed to foster the domestic industry by
deterring imports (tariff walls, import substi-
tution policies) and/or increasing exports
(subsidies, drawbacks2  and other incentives).
Globalization and the advent of multilateral
trade rules have dramatically shifted the pa-
rameters of this trade context.

The topic of industrial policy, then, is of
vital interest to poorer countries seeking to
raise the standard of living of their citizens,
and is an essential ingredient of a more far-
reaching development policy. Industrial
policy is also of interest to advanced econo-
mies, including middle-powers with small
domestic markets, like Canada. Many regions
in Canada are still heavily reliant on the ex-
port of primary commodities, and Canada
faces distinct challenges in terms of its prox-
imity to the US.

There has been a great deal of thinking
about and practice of industrial policy since
the end of World War II, in particular as it re-
lates to the development (or under-develop-
ment) experience of countries in Asia, Latin
America and Africa. The next section looks at

the history of industrial policy, from the early
industrializers to the much-heralded Asian
economies in recent decades. Section III con-
siders the demise of active industrial policy
under the rules of the World Trade Organiza-
tion. Section IV looks at the implications of
WTO rules and the remaining options avail-
able to countries. It argues for a renewed pub-
lic sector as an anchor for industrial policy in
the future.

II. A Short History of Industrial
Policy

A look at the history of industrial policy is
instructive in the context of lectures from
Northern governments that poor countries
need to open up their markets and integrate
into the global economic system to increase
economic growth and reduce poverty. While
export markets can be very important, a his-
torical view reveals that no country has gotten
rich by pursuing trade liberalization as a
“catch up” strategy. Indeed, contrary to free
market rhetoric, there has always been a
strong role for government protection and
intervention in industrial development. The
US, the UK and other European nations pur-
sued deliberate industrial strategies histori-
cally, as have the most successful Asian econo-
mies in recent times. This section provides a
condensed review of these experiences.

Early Industrializers
Early industrializers (such as the United

States, United Kingdom, Germany, France
and Canada) protected their domestic “infant
industries” through tariffs, and had substan-
tial government involvement in trade flows.
The state played a large role in boosting capi-
tal accumulation, institutional development,
building infrastructure, and undertaking re-
search and development. Military might and
colonial structures were also very important
in meeting political and economic objectives.
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Industrial policy has its origins around
trading relationships at the time of early in-
dustrialization. Britain was the dominant
world power during the late-18th and 19th
centuries. High tariff levels (45-55% average
tariff in 1820, although preferences were given
to Commonwealth countries) prevailed up to
about 1850, when Britain began the shift to a
free trade policy. However, free trade came
only after Britain had consolidated its indus-
trial base—it was preceded by many decades
of selective industrial protection in the areas
of wool and cotton products, iron and other
metals, ship-building and fisheries. Imports
of silk and cotton from India, which had great
cost advantages over Britain, were prohibited
altogether. Exports of machinery were also
prohibited. By the 1860s, when free trade was
fully implemented, Britain was in the very
advantageous position of exporting manufac-
tured goods (well-established and subject to
economies of scale) while importing raw ma-
terials (see Shafeaddin 1998). Free trade can
thus be considered an adjunct to domestic
industrial policy, serving to expand export
markets, while lowering production costs
through economies of scale.

Like Britain, the United States greatly pro-
tected its domestic market through tariffs
(also the principal source of government rev-
enue at the time which added to protection-
ist pressures). Protection was selective, and
included cotton cloth, wool and iron. Raw
materials were allowed in duty-free and
drawbacks were provided for commodities
re-exported within 12 months. Protective tar-
iffs lasted from the post-independence period
up to the end of the Second World War (al-
though there were ebbs and flows of liberali-
zation and protection). When the US shifted
to a trade liberalization framework it held a
large post-war industrial lead over European
countries devastated from the war
(Shafeaddin 1998).

For both the US and Britain, the locus of
government intervention around industrial
policy was for trade. Both placed less empha-

sis on direct intervention in the domestic
economy than other early industrializers, al-
though government involvement was still a
major factor in the expansion of infrastruc-
ture, support for R&D, institutional develop-
ment, and controls on navigation. Both also
benefited from having large domestic mar-
kets.

Only when countries become powerful do
they tend to be more supportive of free trade.
(Indeed, in the case of Britain, “free trade” was
forced on other countries by military force if
need be—witness the Opium Wars with
China from 1839-42, leading to the establish-
ment of Hong Kong as a British colony.) This
pattern is also evident in today’s advanced
economic sectors, with the leading nations
pushing for liberalization in services, e-com-
merce, telecommunications and biotechnol-
ogy—all areas where they have the upper
hand. It is also the case in the push for strong
intellectual property rights to maintain tech-
nological and commercial advantages.

Industrial policy in Canada emerged in the
shadow of the US and UK. Canada’s National
Policy was introduced in 1879, based on the
belief that the domestic market, linked by a
transportation infrastructure, would be re-
served for Canadian companies. High tariffs
were put in place to develop a domestic
manufacturing base. However, this policy
came in conflict with the need for export mar-
kets, since the small Canadian market limited
the ability of producers to benefit from econo-
mies of scale. This meant that Canadian policy
efforts sought to secure market access to ei-
ther the US or Britain—an early version of an
export-led growth strategy—while at the
same time “developing ever more sophisti-
cated versions of the National Policy. Succes-
sive governments gradually sharpened their
use of export and production subsidies, valu-
ation procedures, tariff classification, special
antidumping duties, and other devices meant
to give Canadian producers advantage over
their foreign competitors in the domestic
market” (Hart 1998).



4 CCPA Briefing Paper Series: Trade and Investment

Other examples of Canadian industrial
policy have centred on the needs of the do-
mestic market. Like many other countries,
Canada limited the application of patents in
the domestic market by issuing “compulsary
licenses” that enabled domestic producers to
use a patent without the authorization of the
patent holder. This led to a significant reduc-
tion in prices, and also to the development of
a Canadian generic drug industry (Lexchin
2001, Correa 1999). Cultural policy is another
rich area where Canada has enacted numer-
ous policy measures to ensure the develop-
ment of domestic cultural industries.

Canada is also an illustrative case of a
“mixed economy” approach to industrial
policy. This includes the expansion of public
services and the creation of Crown corpora-
tions. These public sector initiatives shaped
the development of particular sectors, such
as health care, education, rail and electricity,
which in turn had spin-off benefits through
to other sectors of the economy. While priva-
tization of Crown corporations and erosion
of public services have occurred in recent
years, the public sector still represents a ma-
jor presence in the Canadian economic scene.

Asian “Miracles”
High rates of economic growth and devel-

opment in East Asia (Japan, Korea, Singapore,
Taiwan and Malaysia) constituted a modern
“miracle”, according to the World Bank
(1992), at least up until the Asian crisis in 1997-
98. The “Asian model”  is essentially a prag-
matic strategy based on addressing a number
of market failures: uncertainty problems re-
lated to investment in infant industries; ex-
ternalities of investment and innovation; first-
mover “disadvantage” due to spillovers;
small, under-capitalized companies, but that
require massive investment and fixed costs.
The Asian model encompasses the idea that
governments do manage and plan economies,
and channel resources into strategic areas. It
is rooted in the notion of manipulating mar-

kets to their competitive advantage, usually
to reduce the amount of risk and uncertainty
(Kwon 1998).

As the World Bank points out, trade
played a significant role for the Asian econo-
mies through a highly successful export-led
growth strategy. But this trade context was
very different from the unilateral opening of
borders generally advocated by the Bank.
Exports were stimulated through subsidies,
tax credits and other incentives to producers,
but protecting the domestic market was also
given high priority through foreign exchange
controls, import quotas and tariffs. When the
Asian economies did liberalize, it was on a
more gradual basis, as domestic industries
became more internationally competitive
(UNCTAD 1994). This step-by-step process is
still evident with China and India.

The Asian lessons are interesting because
they are those of late industrializing countries,
pursuing technological catch-up strategies to
compete in already established world mar-
kets. Countries face formidable barriers to
entry in such circumstances due to the ad-
vanced states of technology, capital accumu-
lation, market power, and presence in estab-
lished markets of advanced industrial econo-
mies. Market forces alone in such cases are
unlikely to sufficient, while more intervention
by government may be necessary the later the
timeframe of industrialization.

Development and Industrial Policy
In a recent study, Weisbrot et al (2001)

looked at changes in economic growth, plus
health and education indicators for 116 coun-
tries, comparing the 1960-80 period against
the 1980-2000 period.  After sorting countries
into five groups based on common starting
points, they found that economic growth rates
for all five groups were much lower in the
second period than the first period. Indeed,
the poorest group went from average per
capita GDP growth of 1.9% per year from
1960-80 to –0.5% per year from 1980-2000. The
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second lowest group dropped from 3.6% to
less than 1%. While such changes may not
seem striking, the cumulative impact of
slower growth rates is immense. The study
also found that progress in health and educa-
tion indicators was reduced for most coun-
tries.

This empirical result is an indictment of
the period of globalization of the past 20 years.
The authors note that this presents “a very
strong prima facie case that some structural
and policy changes implemented during the
last two decades are at least partly responsi-
ble for these declines. And there is certainly
no evidence in these data that the policies as-
sociated with globalization have improved
outcomes for most low and middle income
countries.”(Weisbrot et al 2001)

The latter period reflects a timeframe that
increasingly saw the IMF (and to a lesser ex-
tent, World Bank) tie access to loans and the
international financial system to economic
reforms through structural adjustment pro-
grams. These programs required that coun-
tries: reduce the public sector by cutting back
on public services like health care and educa-
tion, privatizing state enterprises,
deregulating the economy, and eliminating
government supports and subsidies; reorient
the domestic economy towards export pro-
duction, and remove constraints on trade and
capital flows; and, maintain high interest rates
in order to control inflation and stimulate the
confidence of foreign investors. These policy
frameworks have been increasingly locked
into place through international trade agree-
ments.

In contrast, the initial 1960-80 period of
study was characterized by more inward-
looking development strategies, such as im-
port substitution policies, protections for do-
mestic industry, as well as performance re-
quirements for foreign investors that required
purchases of local inputs or the transfer of
technology. Like the Asian examples, many
countries in the South used these tools to de-
velop their own industrial bases. Import sub-

stitution had its problems, such as cases of
corruption, and “dead-ends”, where the sup-
porting infrastructure was weak or non-ex-
istent. But by and large, this strategy was suc-
cessful, producing good results in terms of
industrial development and economic
growth, accompanied by improved standards
of living. Rodrik (2000) notes that there is lit-
tle evidence that these policies were plagued
by inefficiencies that would justify the knee-
jerk pessimism that they invoke from
neoliberal commentators.

Import substitution policies were aban-
doned not so much due to their own failings,
but due to a period of immense turbulence in
the international economy: two oil price
shocks, higher interest rates, commodity
boom and bust cycles, and the collapse of the
Bretton Woods fixed exchange rate system.
The combined impact of these forces precipi-
tated the 1982 “debt crisis”, with massive debt
problems that continue to this day. Neoliberal
structural adjustment programs became IMF
and World Bank policy in the wake of the debt
crisis, and have been used as leverage to di-
minish the capabilities of debtor countries to
engage in active industrial policy.

III. Industrial Policy meets the
WTO

Trade agreements fundamentally restrict the
potential role of the state in economic man-
agement. Ostensibly, these prohibitions are
intended to promote freer trade and invest-
ment flows, although increasingly trade
agreements specify rules that go well beyond
border measures to include domestic regula-
tion, public services and investment. The
launch of the World Trade Organization in
1995 expanded the scope of multilateral trade
rules to new areas not previously considered
in “trade” negotiations.

As a result, the rules of the WTO have dra-
matic consequences for countries in terms of
limiting the options and strategies available
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for economic development. Trade agreements
and industrial policy intersect in a multitude
of ways (Bora et al 1999). Seven broad areas
under the WTO framework are of importance
with regard to their implications for indus-
trial policy: tariffs and quotas; subsidies; in-
vestment; services; intellectual property; safe-
guards for the public sector; and, exemptions
for national security.

Tariffs and Quotas (GATT)
Industrial policy has long been associated

with protection of the domestic market from
foreign competition. To this end, tariffs, quo-
tas and bans have been used, typically in a
bid to enable “infant industries” to grow
through capturing the domestic market prior
to the onset of international competition. The
WTO system, premised on the notion of open-
ing markets, puts restraints on the ability of
states to protect emerging industries.

Article XI of the General Agreement on
Tariffs and Trade (GATT) generally prohibits
the use of quantitative restrictions, such as
bans or quotas.3 Instead, tariffs are the only
legal border measure for controlling inflows
and outflows of trade. At the end of the Uru-
guay Round (1986-94), many Southern coun-
tries had to convert existing quotas into tar-
iffs in order to be WTO-consistent. The GATT
seeks continual reductions in the level of tar-
iffs specified by countries. Tariffs are subject
to downward pressure due to “progressive
liberalization”, the ongoing process for low-
ering barriers to trade through new negotia-
tions.

Despite such downward pressures, it is
worth noting that countries retain the right
to impose tariffs to protect the domestic mar-
ket in areas of importance. However, coun-
tries are effectively locked in at existing tariff
levels—there is a ceiling but no floor. Coun-
tries that wish to raise tariffs in specific areas
must negotiate compensating concessions to
parties with a “substantial interest” at
amounts equivalent to the value of the change

(or else face trade sanctions). Only in the event
of emergency—such as a balance of payments
crisis or import surges—can a country tempo-
rarily introduce higher tariffs.

Subsidies, Antidumping and
Countervailing Duties

The WTO system also puts restrictions on
the ability of states to subsidize domestic pro-
ducers. Based on the notion of creating a
“level playing field”, WTO rules specify that
countries cannot unfairly subsidize their in-
dustries in a way that affects trade, and that
if they do, other nations are allowed to im-
pose countervailing duties against imports
equivalent to the amount of the subsidy.

The WTO Agreement on Subsidies and
Countervailing Measures specifies different
rules for different categories of subsidies. Ex-
port subsides are prohibited altogether due
to their impact on trade.4 This includes subsi-
dies contingent on export performance or on
the use of domestic goods over imported
goods. Very poor countries are allowed to
maintain export subsidies until their per
capita GDP reaches a certain level. Most de-
veloping countries have negotiated a phase-
out period for certain prohibited subsidies.

Subsidies are permitted, and cannot be
challenged by other WTO members, in cer-
tain areas. This includes subsidies to disad-
vantaged regions, subsidies for research and
development, and subsidies for environmen-
tal purposes. These represent potential loop-
holes for a limited range of industrial policy
activity, although in practice subsidies of this
nature provide the most benefit to richer na-
tions that can afford to provide them.

In a final grey area of subsidies, called “ac-
tionable”, a subsidy is allowed, but if another
Member can prove “adverse effect” as a re-
sult of the subsidy, the Member can take ac-
tion through the WTO dispute settlement
process or by imposing countervailing duties.
This latter area places a “chill” over the use
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of subsidies, in that countries may not be will-
ing to use them for fear of retaliation.

Subsidy issues in international trade are
also notable because countries can use
countervailing duties to protect domestic in-
dustries. Since the advent of the WTO, there
has been an increase in the use of
countervailing duties by many countries. In
particular, many countries have long had con-
cerns over the unilateral application of US
trade law. In sensitive areas, countries that
have been successful in exporting products
to the US have often been accused of illegal
subsidization, and have had their products hit
with punitive duties.5

For affected countries, this has meant in-
secure market access, long delays and legal
battles, which consume time, money and re-
sources. The use of countervailing and
antidumping duties primarily benefits those
with large markets, i.e. the already rich coun-
tries. Thus, even with the so-called “rules-
based system,” power politics plays its role,
and the strong have significant advantages.

Investment (TRIMs)
Investment rules pose challenges for in-

dustrial policy to the extent that they codify
the rights of investors to move where and
when they want with minimal government
interference. The inclusion of investment is-
sues into trade agreements has been contro-
versial. The Trade-related Investment Meas-
ures (TRIMs) Agreement emerged from the
Uruguay Round negotiations that created the
WTO. Proponents intended that a global in-
vestment agreement would be a centrepiece
of the negotiations, but due to objections from
Southern countries, the resulting TRIMs was
much watered down, amounting to a restate-
ment of existing GATT provisions with inter-
pretive examples.

The essence of the TRIMs Agreement is to
ban any laws, policies or administrative ar-
rangements that favour domestic producers.
The TRIMs Agreement specifically highlights

as prohibited measures: local content policies;
trade balancing measures (that limit the im-
port of inputs relative to the level of exports);
and foreign exchange balancing requirements
(that limit foreign exchange outflows relative
to inflows).

For Southern countries, this means that
most of the policies used successfully by East
Asian countries are forbidden under the
TRIMs Agreement. As Bello (1999: 75) notes:

In Malaysia, for instance, the strategic
use of local content policy enabled
them to build a “national car”, in co-
operation with Mitsubishi, that now
has achieved 80 percent local content
and controls 70 percent of the
Malaysian market. Thanks to the
TRIMs accord, these mechanisms are
now illegal.

The launch of the Doha Round of WTO
negotiations in November 2001 marks the re-
turn of investment to the negotiating table.
The Quad countries (Canada, Japan, EU and
US) have been the major proponents of deeper
investment liberalization at the WTO, seek-
ing to consolidate thousands of bilateral in-
vestment treaties into a multilateral frame-
work. The “ideal” model for investment
agreement can be found in the North Ameri-
can Free Trade Agreement, which contains an
expansive definition of investment, and re-
course to an investor-to-state dispute settle-
ment process. At this point, it is unclear how
new investment negotiations at the WTO will
unfold. Southern countries were highly resist-
ant to new talks on investment prior to the
WTO Ministerial in Doha.

Services (GATS)
The General Agreement on Trade in Serv-

ices (GATS) is another new area for multilat-
eral trade rules since the advent of the WTO.
Like the GATT in the goods-producing sec-
tor, the GATS has implications for the devel-
opment of domestic capabilities in services
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sectors, and the ability to retain the fruits of
economic activity.

GATS rules are a hybrid of horizontal rules
that apply across all sectors and more liberal-
izing rules that apply in sectors where coun-
tries have made full commitments. In the case
of the latter, countries must abide by “national
treatment” and “market access” commit-
ments that place constraints on the ability of
states to retain domestic benefits in the sup-
ply of services. Under national treatment com-
mitments, countries cannot require foreign
suppliers to involve local people in manage-
ment, to hire and train local staff, to pay dif-
ferential taxes on their earnings, or to trans-
fer technology. Market access commitments
prohibit countries from putting limits on the
number of service suppliers or on the number
of people employed in a sector, and from plac-
ing restrictions on foreign involvement and
on the total value of an activity (see Sinclair
2000 for a detailed exposition of the GATS).

These GATS commitments have implica-
tions for local control over, and benefits from,
service industries. For many Southern coun-
tries, tourism services are important sources
of revenue, but many have difficulty keeping
the income from tourism ventures in the do-
mestic economy, due to the presence of for-
eign corporations that gain the lion’s share of
airline and hotel revenues. Environmental
measures may also come under attack. In the
example of whale watching tours, a country
that had made full commitments under the
GATS would not be able to limit the number
of boats as a conservation measure (Gould
2001).

The GATS contains a “progressive liber-
alization” clause that mandates new negotia-
tions even in the absence of agreement by
Members to launch a new round of negotia-
tions. GATS negotiations have been
underway for a couple of years, and are now
rolled into the new Doha Round. The com-
mitment to ongoing negotiations means that
countries seeking to protect key service sec-

tors will face continuing pressure to liberal-
ize.

Intellectual Property (TRIPs)
Copying, imitation and adaptation greatly

enhanced the diffusion of technology indus-
trialized countries. Indeed, the theft of oth-
ers’ intellectual property was effectively a le-
gitimate development policy until quite re-
cently. US and German industrialization
made great use of British manufacturing in-
novations without paying compensation, Ja-
pan borrowed extensively from US techno-
logical innovations, and Koreans copied US
and Japanese product and process technolo-
gies (Bello 1999).

This is no longer the case with the advent
of global intellectual property rules, backed
by strong dispute settlement through the
WTO. The Agreement on Trade-related As-
pects of Intellectual Property Rights (TRIPs)
strongly protects the interests of those that
control technology, rather than those who fa-
vour technology diffusion. In the area of pat-
ents, TRIPs provides a general level of pro-
tection for 20 years. This includes semicon-
ductors, computer chips and other technologi-
cal innovations that are necessary ingredients
to industrial processes, and thus raises the
cost of acquiring technology. The beneficiar-
ies of IP protection are companies with large
investments in technology that are patentable,
and the countries within which these compa-
nies are based (usually the advanced indus-
trial countries). Copyright laws have a simi-
lar bent with regard to protecting the works
of the software and entertainment industries.

The implications for industrial policy are
much higher costs of acquiring technology,
and limited possibilities for reverse engineer-
ing (Bora et al 1999). The scope of the TRIPs
agreement and the costs of establishing insti-
tutions to, in effect, protect the rights of for-
eign corporations, has been a point of con-
tention among Southern countries.
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Public Sector Services and Enterprises
As noted above, the broader public sector

can be considered an important component
of industrial policy. Public sector delivery of
core services, such as health care and educa-
tion, is evident in Canada and many Euro-
pean countries, as is the use of state monopo-
lies (Crown corporations in Canada).

In many countries, WTO entry has been
accompanied by “grandparenting” of exist-
ing public enterprises that might otherwise
be contrary to the spirit of the WTO Agree-
ments. This puts many Southern countries,
that have been coerced by IMF or World Bank
structural adjustment programs to privatize
state enterprises or public services, at a dis-
advantage.

Protections for public services are, how-
ever, arguably thin (see Sanger 2001 and
Sinclair 2000). Under the GATS Article I.3,
services “provided in the exercise of govern-
mental authority” are excluded from the
agreement. But this is defined very narrowly,
as “any service which is supplied neither on
a commercial basis nor in competition with
one or more service suppliers.” This exemp-
tion poses challenges due to the mix of pub-
lic and private delivery of public services in
many countries, leaving a grey area that has
not yet been tested in WTO case law.

State trading enterprises, another mecha-
nism of collective action, are allowed under
WTO rules (GATT 1947, Article XVII). How-
ever, an important caveat is that they act “in
a manner consistent with the general princi-
ples of non-discriminatory treatment” and
make purchases or sales “in accordance with
commercial considerations”. These have the
effect of blunting a potentially powerful in-
strument for shaping outcomes for domestic
producers and consumers.

State enterprises and monopolies (Crown
corporations) are loosely covered by Article
VIII of the GATS. State monopolies are al-
lowed, provided that they do not act in a
manner inconsistent with most-favoured na-

tion commitments, and that they do not abuse
their monopoly position in competition with
services outside of the scope of the monopoly.
Establishing new state monopolies under
WTO rules, while permitted, faces a hurdle
in that a country must offer alternative and
equivalent concessions.

National Security Exemptions
Interestingly, the dominant mode of US in-

dustrial policy—the US$300 billion plus mili-
tary budget—is exempted from international
trade agreements. While not all of this money
funds industrial development, a sizeable
share is allocated to science and technology
research, plus massive procurements of weap-
ons, vehicles, planes, and other technologi-
cally-sophisticated equipment.

Large US government expenditures in this
area would violate any number of WTO rules,
but are cleanly carved out of the WTO
through “national security” exemptions, Ar-
ticle XXI of the GATT and Article XIV of the
GATS. More importantly, unlike other exemp-
tions in the WTO Agreements, national secu-
rity exemptions are self-defined, which makes
spending through military channels immune
from challenge by other countries via WTO
dispute panels. Indeed, this model of an ex-
emption demonstrates how other important
areas, such as public services, could be re-
moved from the purview of trade agreements,
if there was political will to do so.

The national security exemptions allow
the US to pour billions into the development
of basic and advanced research. They enable
the US, and US corporations, to maintain a
massive technology advantage in areas that
are ostensibly about the military but that have
massive spillover effects into commercial
markets (the Internet and the software indus-
try are the latest and most potent examples).

Given US technological and economic he-
gemony, and the nature of intellectual prop-
erty protection and the massive barriers to
entry in this field, the national security ex-
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emptions offer only a veiled hope of being
loopholes that countries can use for industrial
development. But to the extent that they are
(for larger countries), these exemptions skew
the allocation of vital resources toward mili-
tary ends. Staples (1999) notes that South Af-
rica is moving down such a road, using its
military spending to leverage new foreign
investment.

IV. What’s Left of Industrial
Policy

The policy landscape in the wake of trade
agreements suggests a creeping return to the
pre-Great Depression-era faith in free mar-
kets, with a corresponding shift in the nature
of the state. This is reflected in the disman-
tling of public services, Crown corporations,
public interest regulation and so on. Such
moves have ideological roots that are inde-
pendent of trade agreements like the WTO.
But neoliberal initiatives at national or sub-
national levels are linked to globalization to
the extent that such moves in the face of trade
agreements become very difficult to reverse.

This section critically examines this policy
landscape, and in particular the emphasis on
attracting foreign direct investment as a “pas-
sive” industrial policy. It then looks to what
instruments of industrial policy remain, and
concludes by arguing for a revitalized public
sector as an alternative industrial strategy that
is rooted in democracy not the interests of
transnational capital.

Arrested Development
The rules of the WTO, supported by a

powerful dispute settlement system to ensure
compliance, greatly limit the capacity of na-
tions to engage in a variety of industrial policy
measures. The Uruguay Round has served to
reinforce the position of the already devel-
oped nations, while weakening the capabili-
ties of less developed nations.

At the top, the United States emerged from
the Uruguay Round in a strong position. It
gained from new international rules on intel-
lectual property and moves to liberalize trade
in services, two areas of strength. Like Brit-
ain in the post-1840 era, free trade benefits the
US because it can export high technology
goods and services, while importing primary
commodities and light manufacturing. US
industrial policy came out relatively un-
scathed from the Uruguay Round, as national
security is exempted from both the GATT and
GATS Agreements. And the US continues to
be able to use countervailing and
antidumping duties to protect the domestic
market. Indeed, the results of the Uruguay
Round, embedded in the WTO, pose a devel-
opment framework that resembles the current
(but not historical) US model. But ultimately,
this model benefits the US most, as the
world’s industrial, military and technologi-
cal leader. To a lesser extent, the same can be
said of EU.

Middle-power nations like Canada gen-
erally held their ground in the Uruguay
Round negotiations, although there may be
slippery terrain ahead as new negotiations
demand further liberalization. A major loss
is in the capacity to attach conditions to for-
eign investment. However, as a wealthier na-
tion, Canada is able to provide very gener-
ous R&D tax credits, as well as interest free
loans and export credits through bodies such
as Technology Partnerships Canada and the
Export Development Corporation. Canada
has also maintained core public services,
Crown corporations, dairy and milk market-
ing boards and the Canadian Wheat Board,
although these areas continue to be subject to
trade challenges at the WTO and erosion from
within. A serious threat for Canada is that in-
ternal pressures to outsource and privatize
services and Crown corporations will be
largely irreversible, locked in by WTO rules.6

Weiss (2001) looks at industrial policy
transformations in Korea and Taiwan7 in the
context of globalization pressures. In these
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cases, the state’s capacity for industrial trans-
formation has been limited by WTO rules, but
not ruled out altogether. Non-actionable sub-
sidies and a shift of the costs of industrial
policy to industry itself are cited as areas of
focus for Taiwan, although this is rooted in
very tight networks of government, business
and research institute players. In Korea, the
state is leading the drive to restructure the
chaebol industrial conglomerates in order to
create new “national champions” to with-
stand market entry of foreign companies.

For poorer countries, however, many tools
used by advanced and newly industrialized
countries have been banned as a condition of
WTO membership. This leaves the poorest
countries with much less flexibility to choose
policy instruments that would serve their de-
velopment ends, and greatly reduces their
bargaining power vis-à-vis transnational capi-
tal. Indeed, these rules not only limit the scope
of action by Southern countries, but have also
strengthened the hand of advanced countries
through the inclusion of intellectual property
rights and services liberalization. The newly
launched Doha round (November 2001) will,
in all likelihood, exacerbate this dynamic.

The areas of industrial policy that remain
may be a mirage for Southern countries, al-
though much depends on their current posi-
tion in the international hierarchy, and on
delays negotiated for implementation of some
of the WTO’s disciplines. In countries with
large foreign debts, many public services and
state enterprises have already been priva-
tized, as a result of IMF and World Bank
conditionality. Other aspects, such as defence
spending and R&D tax credits, may be theo-
retically feasible but not be readily affordable.
While there may be some wiggle room for
creative policy initiatives, the WTO frame-
work generally strips the use of core aspects
of early industrial development policy: tools
to develop domestic capabilities; and the abil-
ity to exert leverage over foreign investment.

In effect, the WTO system serves to lock
in place the pre-existing hierarchy of eco-

nomic development (McBride 2001). While
this case should not be overstated, the WTO
entrenches a form of globalization highly fa-
vourable to the large transnational corpora-
tions and financial services firms that are
based in advanced countries. Given the his-
toric role of state activism in enabling and
coordinating economic development through
industrial policy, these measures in the WTO
that limit such capacities in the future reduce
the odds for successful economic develop-
ment projects along the lines of South Korea
or Malaysia.

Neoliberalism vs. Democracy
The WTO and leading industrial nations

strongly recommend that the poorest coun-
tries integrate themselves into the global
economy, but at a handicap. This limits the
options countries have to set the terms of in-
tegration into the global economy, instead
advocating neoliberal restructuring to entice
foreign direct investment and to stimulate
exports of primary commodities or light
manufacturing. Without the tools to step up
to the next level of development, many South-
ern countries risk ongoing marginalization
within the world trade system, while limit-
ing the scope for more democratic forms of
development.

A passive industrial policy based around
integration into the global economy amounts
to a leap of faith and a foreclosure on alterna-
tive development options. Rodrik (2000) ar-
gues that integration into the world economy
is not a substitute for a development strategy.
There are significant costs to integration, in-
cluding the financial costs of implementing
changes to comply with WTO Agreements
and the opportunity costs related to alterna-
tives (such as providing infrastructure, edu-
cation and health care). At the same time, the
benefits of integration are highly uncertain.

Calls to “get the fundamentals right” to
attract foreign direct investment (FDI) should
be taken with appropriate caution because of
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their impact on national economies. Balanced
government budgets, lower corporate income
taxes and lower personal income taxes at the
high end (lower top marginal tax rates), more
“flexible” labour markets, and looser environ-
mental regulations, among other things, are
supply-side “carrots” designed to make lo-
cales more appealing to foreign capital. In
many countries, promoting FDI also consists
of measures that cost the treasury: offering tax
holidays, waivers of duties on imports, pro-
viding generous subsidies and land.

Interestingly, however, there is little em-
pirical support to justify such extravagant and
costly measures. One prominent argument for
FDI is the supposed presence of large, posi-
tive externalities through the channel of work-
ers learning by brushing up against superior
technology. In practice, however, these
spillovers tend to be insignificant, while the
presence of foreign firms may actually dimin-
ish the productivity of domestic firms by re-
ducing their markets and pushing them into
narrower market niches (Hanson 2000).

Promoting FDI as a strategy of encourag-
ing economic growth and development ex-
plicitly favours expanded foreign control of
domestic assets over other options, such as
licensing of technology for use by domestic
companies. From the investor perspective,
motives for FDI are relatively straightfor-
ward—it links with the corporate objective of
maximizing shareholder value (i.e. short and
longer term profits). Attempts by officials of
international financial institutions to paint
FDI as acts of benevolence and goodwill must
be viewed as more spin than substance. To
the extent that new investments generate in-
come, the essential issue is distributional:
what share flows outside the country to share-
holders, and what share stays inside in the
form of wages paid to workers. This calculus
must also include the environmental conse-
quences of investment, in terms of depletion
of resources, pollution from wastes, loss of
biodiversity and so on.

Of course, FDI inflows can be beneficial
in some cases. The general difficulty with FDI
in a WTO world, however, is that countries
cannot attach conditions to investment. Trade
balancing requirements, local content policies
and agreements to transfer technology and
train workers and managers would all greatly
enhance the domestic spin-offs of foreign in-
vestment. FDI may have a place in an indus-
trial development strategy, but it alone is a
poor substitute for more active measures in-
volving the state.

While the prospects of a passive industrial
policy based on foreign investment and pri-
mary commodity exports seem bleak, this
should not be taken to mean that active in-
dustrial policy is dead. A first step is to rec-
ognize what has been lost and not to go fur-
ther down the path of neoliberal rule-mak-
ing that seeks to limit the scope of what is
possible. Gill (2000) sees the rules of the WTO
as part of a “new constitutionalism”, but adds
that this project is not complete because it is
premised on the subordination of democracy,
which provokes resistance.

Secondly, within the current paradigm
there is some room to manoevre in terms of a
more active industrial policy, although as
noted above this space is larger for wealthier
countries. In the short-term, given the more
limited prospects of rolling back certain WTO
rules, countries should at least make full use
of available options so that their industrial
policies are tangential to WTO rules.

One clear space noted in the previous sec-
tion is provided in the WTO Subsidies Agree-
ment. Subsidies for R&D, environmental pur-
poses and regional development are legiti-
mate options available under WTO rules.
Numerous other subsidies not conditioned on
exports are also permitted, although they may
be challenged. The dangers of a challenge
could be mitigated by provision of subsidies
on equal terms to domestic and foreign com-
panies.

In the area of drug policy, Canada elimi-
nated compulsary licensing in 1993, despite
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its proven success in lowering drug prices for
Canadians and stimulating the growth of a
domestic generic drug industry. The Cana-
dian government argued that this was neces-
sary due to international trade agreements,
but the TRIPs Agreement permits the use of
compulsary licensing in certain circum-
stances, such as public health emergencies (as
does the NAFTA). While these circumstances
are limited, the federal government should at
least ensure that Canada uses available tools
to the extent permitted by trade agreements.
Not to do, as is currently the case, amounts to
foreclosing on a potentially valuable policy
option. A bolder Canadian state might use this
first step to treat drug policy as a public health
matter to move towards a national, public
drug (pharmacare) program.

The lack of state’s political will to act is as
much an issue as the actual rules negotiated
in trade agreements. In many aspects of trade
agreements, there are grey areas that have not
been tested before dispute panels. While be-
ing cognizant of the narrow, trade-liberaliz-
ing interpretations that panels might take, if
history is any guide (see Shrybman 1999), this
does not nor should not preclude the state
from being bold for fear of litigation. Self-cen-
soring by governments is exactly the “chill
effect” intended, and this serves as yet another
form of the discipline of capital over the state.

Reinventing the Activist State
The future of industrial policy is inte-

grated with the role of the state more broadly.
The state has been the author of neoliberal glo-
balization as much as its victim (at least in
the case of the advanced industrial countries).
In countries like Canada, the state has become
more accomodating to the needs of capital
(foreign and domestic), diminishing its role
in areas of interest to the majority of citizens
(especially the most poor and vulnerable),
while enhancing its role in areas of interest to
capital (such as strengthening intellectual
property rights) (McBride 2001).

However, despite the success of the po-
litical right in spurring antipathy towards the
state among the population, the degree to
which the state has been cut back in certain
areas is testimony to the potential of the state
to play a stronger, more activist role. The chal-
lenge is to recreate, as an idea and in practice,
the state as a space for democratic decision-
making rather than a space for supporting the
interests of capital. A large part of the equa-
tion is moving towards a more meaningful
concept of democracy than the current formal
democracy based on voting in elections. This
must acknowledge legitimate criticisms of
bureaucracy and decision-making in the pub-
lic sector, balanced against the need for a pub-
lic sector due to market failures and imper-
fections. The alternative is improving the ac-
countability, transparency and democratic
input and oversight of the public sector, not
shrinking it.

Thus, industrial policy should not be lim-
ited to what the public sector does to stimu-
late the private sector, but must include the
activities and roles of the public sector itself.
This includes “traditional” public services,
such as health care and education, as well as
state enterprises and monopolies, but with a
reform agenda based around democratic and
progressive alternatives. It also includes new
areas, such as the development of public child
care, and renewed investments in social hous-
ing and mass transit, all areas where market
mechanisms are insufficient to meet needs.

Expansion of pubic services and Crown
corporations pose challenges in the context
of trade agreements, which seek to curtail
such moves and lock in privatization when it
happens. The bottom line in trade agree-
ments, however, is compensation. The state
retains the right to take such actions provided
compensation is provided, either directly to
those with an “interest” or indirectly by ac-
cepting sanctions on other export sectors.
These cannot be taken lightly, but neither
should they prevent governments from tak-
ing action in vital areas.
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Translating public action into broad-based
gains should also include actions that have
served to shape markets in the past. These
might include the role of fiscal and monetary
policy in relation to a full-employment strat-
egy, a tougher competition policy to dimin-
ish excessive market power, labour market
policies that support workers’ rights through
collective bargaining and minimum wages,
new public infrastructure projects and utili-
ties, and public support for collectivist insti-
tutions that enhance the market power of con-
sumers and small producers (marketing
boards, trading enterprises, cooperatives).

Exploring innovative alternative ap-
proaches with regard to industrial policy is
important in the context of resources. Coun-
tries like Canada are rich in resources, but
these must be developed within a framework
of public policy in order to ensure ecological
sustainability and employment stability for
communities. In a recent study, Marshall
(2001) sets out a number of institutional
changes to promote value added investment
in British Columbia’s resource sector, while
meeting goals of environmental sustainability
and job creation. Stanford (1999) proposes a
number of strategic investment areas that a
public investment fund might support. In
particular, water and energy are two vital re-
source areas whose importance seems likely
to increase in coming decades.

New approaches, like public investment
funds, may brush up against existing WTO
rules to varying degrees. The potential for
challenges, however, should not scare govern-
ments away from developing new policy
frameworks that meet local needs. Ensuring
market access to the US will continue to be
an issue for Canada, but trade challenges
should be met as they arise and fought to the
greatest extent possible.

An alternative approach should reframe
the debate in terms of the very nature and
types of institutions required to meet the ba-
sic needs of everyone in society, and this
means moving beyond dependence on mar-

ket/capitalist institutions. So rather than
courting transnational companies and trying
to integrate further into a global economy by
negotiating ever more trade agreements, the
alternative would be not to maximize trade
flows but to find their optimum level, while
insulating core sectors of the economy to the
greatest extent possible from transnational
corporations and global finance.

This path would be return to the idea of a
“mixed economy” by balancing private, pub-
lic and other institutional activity. It recog-
nizes and reasserts the capacity of the state to
alter market outcomes. This may already be
the direction that social movements are mov-
ing towards through initiatives such as the
Council of Canadians’ Citizens Agenda, which
aims to move from protest and opposition
toward building and creating economic alter-
natives through grassroots mobilization.

Conclusion:
Towards a New Industrial Policy

This paper has taken a broad view of indus-
trial policy, including the range of public sec-
tor activities that have economic development
consequences for citizens. While the history
of industrial policy was in the context of an
activist state, this has changed over the past
few decades of neoliberalism. A focus on in-
dustrial policy is a microcosm of the broader
discourse on the role of the state in the face of
globalization.

This paper concludes that industrial policy
is too important to be left to the market. That
is, the sort of passive industrial policy ad-
vanced by neoliberals has little basis in his-
tory and little support from empirical evi-
dence. Ongoing efforts to constrain states with
legally binding international rules at best
maintains the existing hierarchy of power and
development, and suggests further
marginalization of the poorest countries.

Instead, the path forward should be to
capture the best elements of an activist state
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for industrial policy, while immersing it in
deeper democratic participation and devel-
opment. Because it involves issues of govern-
ance and democracy, industrial policy is about
how people together create the institutions
and organizations that support a high stand-
ard of living. Industrial policy is about demo-
cratically thinking about the economy. It is
about holding economic and political institu-
tions up to the light and seeing them as capa-
ble of being changed by an engaged and ef-
fective citizenry.

Historically, the state, as a prominent force
of collective action, has played an important
role in the development of advanced capital-
ist economies. Unfortunately, this lesson is fre-
quently absent from policy advice given to
(or imposed on) Southern governments, in-
stead posing neoliberal policies and integra-
tion into the world economy as holding the
largest development payoff. Rather than one-
size-fits-all prescriptions, policy should em-
phasize flexibility for countries to choose
among industrial policy options based on lo-
cal needs and priorities. A diversity of ap-
proaches should be promoted, particularly
when the experience of successful industrial-
ized countries runs so counter to the
neoliberal orthodoxy.

The WTO places restrictions on industrial
development that constrain countries’ ability
to engage in industrial development, and this
is most severe for the poorest countries. Al-
though the door is not completely closed, in-
dustrial policy in this context will entail trade-
offs and difficult choices. Countries must use
all existing space available under the WTO
agreements, while pushing back further at-
tempts at liberalization and pushing for re-
negotiation of elements of the WTO. The big-
gest obstacle may be finding the political will
to act.

Endnotes
1 But would not include a large number of non-mar-

ket institutions, such as courts, central banks, and

financial supervision, necessary for the conduct of
commerce and for mediating between commercial
and other interests in society.

2  A drawback is a reimbursement for tariffs paid
on imported goods that are subsequently exported.

3   There are some general exceptions to this, listed
under GATT Article XX, and other exceptions for
industrial sectors sensitive to industrialized coun-
tries such as clothing and textiles.

4   This agreement only applies to non-agricultural
trade. Export subsidies in agriculture remain a
contentious issue at the WTO.

5  A similar story can be told in the case of alleged
dumping and the imposition of antidumping du-
ties.

6  Canada also faces industrial policy limitations
through the North American Free Trade Agree-
ment. The NAFTA’s implications are not discussed
here.

7 Taiwan became a member of the WTO in Decem-
ber 2001. Weiss looks at the changes taking place
in preparation for joining the WTO.
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