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The global economic cr is is of  2008-
09 has led to a reconsiderat ion and 
revaluat ion of the role of  the state 
in developed market economies. 
The ini t ia l  pol icy responses to 
the cr is is on the part  of  western 
governments have consisted in major 
support  programmes of the f inancial 
sector in the form of bai l ing out 
banks, sometimes involving their 
nat ional izat ions, together with major 
st imulus packages to the real  sector 
through expansionary f iscal  pol ic ies. 
Fol lowing the Eurozone cr is is 
str icter rules have been imposed 
by the Fiscal  Compact,  but tough 
auster i ty packages have done l i t t le 
to help a more sustained economic 
recovery.  The cont inuing economic 
cr is is has led to a further loss of 
conf idence in the prescr ipt ions of 
neo-l iberal  economic pol ic ies and 
reconsiderat ions of the role of  the 
state.  These changing percept ions 
are wel l  i l lustrated by Wade (2012), 
who reminds us of what used to be 
the ‘near-consensus’ for the past two 
to three decades in the West:  ‘For the 
sake of f reedom, economic growth 
and poverty reduct ion, the state in 
market economies should l imit  i tsel f  to 
regulat ing markets and (sometimes) 
correct ing market fai lures’ .  Wade 
notes that,  as of  recent ly,  th is 
neol iberal  near-consensus has 
been chal lenged ‘by circumstances 
with which i t  cannot contend’.  One 
of the key ideas behind the fading 
consensus is i ts reject ion of industr ia l 
pol icy.  Yet the US government has 

long pract iced a hi therto l i t t le not iced 
type of industr ia l  pol icy focused 
nei ther on the individual f i rm nor 
on the geographic region but on 
networks of f i rms and a (smal l ) 
change in the American normative 
cl imate has occurred post 2008 in 
favour of  a government steer ing role 
in markets.  Some middle- income 
countr ies,  with manufactur ing sectors 
shr inking in the face of East Asian 
competi t ion, have recent ly shown 
renewed interest in industr ia l  pol icy. 
Parts of  the World Bank have recent ly 
begun to operat ional ize industr ia l 
pol icy,  under the banner of  ‘bui ld ing 
competi t ive industr ies’ ( industr ia l 
pol icy by another name), as has not 
been the case since the mid 1980s 
(Wade, 2012).  Also in Europe, in the 
search of new pol icy instruments, 
the role of  industr ia l  pol icy has been 
highl ighted and heatedly debated, 
part icular ly in countr ies where the 
cr is is has been most pronounced.

Towards a more targeted industrial 
policy in Europe

Over the past two decades industr ia l 
pol icy in the European Union has 
increasingly been taken to represent 
‘hor izontal ’ measures offered to al l 
enterpr ises without discr iminat ion, 
replacing the ear l ier ‘vert ical ’ 
measures in support  of  ‘nat ional 
champions’ .  The hor izontal  pol ic ies 
aim at strengthening enterpr ise 
competi t iveness through a support ive 
business environment,  incent ives 
for invest ing in R&D and innovat ion, 
support  of  smal l  and medium sized 
enterpr ises, services for the creat ion 

1 Paper arising from the conference “The Role of the State in Economic Growth in Europe” held at Sci-
ences Po, Paris, Oct 6, 2014, and drawing on submissions to the LSE Growth Commission (2013).  
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of enterpr ise networks and technology 
parks, incent ives for cooperat ion 
between research inst i tut ions and 
industry.  These ‘hor izontal ’ pol ic ies 
have been one of the focal  points of 
the Lisbon Strategy adopted in 2000 
and the more recent Europe 2020 
Strategy adopted in 2010.    

From late 2008 onwards, however, 
fo l lowing the strong impact of  the 
global f inancial  and economic cr is is, 
there has been some rethinking of 
the EU approach to industr ia l  pol icy. 
Already in 2010, the Europe 2020 
Strategy with i ts f lagship act ions on 
industr ia l  pol icy stressed a ‘ targeted 
approach’ based on sector-speci f ic 
in i t iat ives, ident i fy ing sectors for 
development at  the European level 
such as space industry,  c lean and 
energy eff ic ient vehicle technologies, 
t ransport  equipment,  environmental 
goods, low-carbon product ion 
technologies, pharmaceut ical  and 
healthcare related industr ies.  There 
is r is ing awareness that in order 
to enhance the global competi t ive 
posi t ion of the EU, there is a need 
for a EU-level  industr ia l  pol icy,  which 
would create global ly competi t ive 
European industr ies to compete 
against the r is ing powers of China, 
India and other emerging economies 
(Bart let t ,  2014).  The EU industr ia l 
pol icy now aims to combine the 
‘hor izontal ’ approach which remains 
relevant for nat ional industr ia l 
pol ic ies as to prevent unfair 
competi t ion within the EU, with the 
sector-speci f ic dimension in support 
of  industr ia l  pol icy cooperat ion among 
EU countr ies in the designated target 

industr ies.  The new industr ia l  pol icy 
draws on the provis ions of the Lisbon 
Treaty,  in part icular Art ic le 173 of 
the TFEU on industr ia l  pol icy (see 
Bart let t ,  2014).

In the meant ime, the severi ty of  the 
economic cr is is and bleak prospects 
of  a more permanent recovery in many 
EU member states have contr ibuted 
to a further reconsiderat ion of 
industr ia l  pol icy as an instrument to 
re- launch European competi t iveness 
and growth. The economic cr is is has 
underl ined the importance of the real 
economy, part icular ly manufactur ing, 
for economic growth and recovery 
in Europe. I t  is precisely countr ies 
that have maintained a large 
manufactur ing base – such as 
Germany -  that have fared better 
dur ing and after the cr is is.  Moreover, 
the recovery has been dr iven mainly 
by exports of  manufactures. Since 
the shi f t  away from manufactur ing 
has accelerated dur ing the last 
decade reaching a cr i t ical  threshold, 
there is concern that manufactur ing 
has decl ined too much. Despite the 
decl in ing share of manufactur ing 
in EU’s GDP and employment,  th is 
sector is widely acknowledged as the 
engine of the modern economy. The 
importance of industr ia l  act iv i t ies 
is much greater than suggested by 
the share of manufactur ing in GDP: 
nearly one in four pr ivate sector jobs 
is in industry,  whi le each addit ional 
job in manufactur ing creates 0.5-
2 jobs in other sectors.  Firms in 
manufactur ing are more incl ined to 
undertake innovat ion and research, 
and product iv i ty growth is higher 
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in manufactur ing than in the rest of 
the economy. In fact,  the fal l  in the 
value-added share of manufactur ing 
is due mainly to fal l ing relat ive 
pr ices of manufactur ing in relat ion 
to services, which in turn stem 
from higher product iv i ty growth. 
Manufactures also account for a 
very large proport ion of t radables 
(75 per cent of  EU exports) and their 
higher t radabi l i ty combined with 
the increasing services intensi ty of 
manufactures imply that they have 
assumed an important carr ier funct ion 
for services (EC, 2013).

These are some of the reasons 
why the EU Commission considers 
that a strong industr ia l  base wi l l  be 
of crucial  importance for Europe’s 
future economic growth. The 
European Commission’s Strategy 
for the Reindustr ia l izat ion of Europe 
launched in 2012 aims at increasing 
the share of manufactur ing in the EU 
economy from 15 to 20 per cent of 
GDP by 2020 (EC, 2012),  whi le the 
2013 European Competi t iveness 
Report  proposes ‘knowledge dr iven 
reindustr ia l izat ion’ as a means for 
strengthening EU competi t iveness 
(EC, 2013).  The European 
Commission’s Vice President Antonio 
Tajani  has recent ly cal led for an 
‘ Industr ia l  Compact ’ ,  in addit ion 
to the ‘Fiscal  Compact ’ ,  and a 
Competi t iveness Counci l  as strong 
as the Ecof in Counci l .  Further steps 
in this direct ion were taken in 2014, 
with the European Commission’s 
quest ‘For a European Industr ia l 
Renaissance’.  EU member states 
are invi ted to recognize the central 

importance of industry for creat ing 
jobs and growth, and of mainstreaming 
industry-related competi t iveness 
concerns across al l  pol icy areas. 
Rather than consider ing single 
sectoral  pr ior i t ies,  i t  is necessary 
to take into account the whole value 
chain,  f rom infrastructure and raw 
mater ials to af ter-sales services. Six 
strategic cross-sector areas in which 
investment ought to be encouraged 
are: (1) advanced manufactur ing 
(knowledge and innovat ion in high 
value-added manufactur ing);  (2) 
potent ial  key enabl ing technologies; 
(3) product ion of bio-based products; 
(4) c lean vehicles and al ternat ive 
fuels infrastructure; (5) eco 
sustainable construct ion and raw 
mater ials;  and (6) smart  gr ids and 
digi tal  infrastructure (EC, 2014a).    

Renewed academic interest in 
industrial  policy

There has also been a revival  of 
academic interest in industr ia l 
pol ic ies as evidenced in wri t ings 
by Rodrik (2008),  Chang (2009), 
Lin and Monga (2010),  Lin (2012), 
Greenwald and St igl i tz (2012),  Wade 
(2012) and St igl i tz and Greenwald 
(2014),  among others.  Al though each 
of these contr ibut ions highl ights 
di fferent aspects of  industr ia l  pol icy, 
they al l  converge in sustaining the 
importance of a pro-act ive industr ia l 
pol icy.     

Rodrik (2008) presents a number 
of  arguments in favour of  industr ia l 
pol icy,  which is understood to 
denote ‘pol ic ies that st imulate 
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speci f ic economic act iv i t ies and 
promote structural  change’.  Rodrik 
convincingly argues that hor izontal 
intervent ions need to be considered 
as a l imit ing case and not as a clear-
cut al ternat ive to sectoral  pol ic ies. 
Two modes of industr ia l  pol icy should 
be combined: the tradi t ional  mode 
where the government picks certain 
sectors and provides incent ives to 
get them off  the ground through 
var ious pol icy instruments ( tax 
credi ts,  subsidies, directed credi t) 
and a range of sectoral  pr ior i t ies;  and 
the new mode without a preconceived 
l ist  of  sectors and pol icy instruments, 
aimed at construct ing an inst i tut ional 
f ramework that el ic i ts some of the 
main problems der iv ing from the 
implementat ion of industr ia l  pol icy 
ment ioned ear l ier. 

Chang (2009) draws our at tent ion 
to the fact that there is select iv i ty 
and target ing involved in v ir tual ly 
every (broadly-def ined) industr ia l 
pol icy measure, even those intended 
for al l  enterpr ises, l ike the typical 
EU measures in the 2000s – i f  they 
favour R&D, innovat ion, SMEs 
or other.  Moreover,  there are a 
number of  examples in history where 
government off ic ials made investment 
decisions that went against market 
s ignals,  sometimes even using state-
owned enterpr ises as vehicles, only 
to bui ld some of the most successful 
businesses in history.  Chang also 
makes a strong case in favour of 
export-promoting pol ic ies.   

L in and Monga (2010) stress that 
government intervent ion has always 

played an important role in faci l i tat ing 
structural  change – through the 
provis ion of information, coordinat ion, 
of  hard and soft  infrastructure 
improvement and compensat ion 
for external i t ies.  Government 
intervent ion is indispensable for 
helping economies move from one 
stage of development to another. 
I f  the government pro-act ively 
provides information, coordinat ion 
and external i ty compensat ion in the 
process of industr ia l  upgrading and 
diversi f icat ion, the country can grow 
much faster and achieve the goal of 
converging to high- income countr ies. 
In def ining i ts industr ia l  pol icy,  a 
country should fol low the patterns of 
special izat ion of those countr ies that 
are, on average, about 100% higher 
than their  own level  of  per capita 
income. 

Greenwald and St igl i tz (2012) recal l 
that the major insight of  welfare 
economics of the past f i f ty years is 
that markets by themselves in general 
do not resul t  in (constrained) Pareto 
eff ic ient outcomes. Industr ia l  pol ic ies 
seek to shape the sectoral  structure 
of the economy, part ly because the 
sectoral  structure that emerges from 
market forces, on their  own, may 
not be that which maximizes social 
welfare. There is a r ich catalogue of 
market fai lures in which appropriately 
designed industr ia l  pol ic ies may 
improve matters.  There can be, for 
instance, important coordinat ion 
fai lures, which government act ion 
can help resolve. There are two 
further reasons for the recent interest 
in industr ia l  pol icy.  First ly,  market 
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forces do not exist  in a vacuum: 
inst i tut ions are central  to growth 
-   a l l  the rules and regulat ions, the 
legal f rameworks and how they are 
enforced, affect the structure of the 
economy, so unwit t ingly,  government 
is always engaged in industr ia l  pol icy. 
Secondly,  when the government 
makes expenditure decisions -  about 
infrastructure, educat ion, technology, 
or any other category of  spending -  i t 
affects the structure of the economy. 

Current challenges

Whereas industr ia l  pol icy is back 
in fashion, l i t t le progress has 
actual ly been achieved with i ts 
implementat ion in Europe. Despite 
the new EU approach to industr ia l 
pol icy and a renewal of   academic 
interest,  the revi tal izat ion of the EU 
economy through reindustr ia l isat ion 
has not (yet)  happened. Since 2008, 
3.5 mi l l ion jobs have been lost in 
manufactur ing, whi le the share of 
manufactur ing in GDP in the EU has 
actual ly fal len from 18.5 % in 2000 to 
15.1 % in 2013 (EC, 2014b).  There 
are signi f icant divergences among 
EU member states regarding the 
performance of the manufactur ing 
sector and i ts weight in the economy. 
In 2012-13, only eight EU member 
states – the Czech Republ ic, 
Romania, I reland, Hungary, Slovakia, 
Germany, Slovenia and Li thuania 
– had a manufactur ing sector 
account ing for more than 20% of 
total  value added (EC, 2014b, p.  22). 
Such divergences clear ly highl ight 
the important role that publ ic pol ic ies 
may play in some countr ies.  By ear ly 

2014, Poland, Slovakia,  Romania, 
Estonia and somewhat less Belgium, 
Austr ia and the Czech Republ ic have 
surpassed their  pre-recession peak 
levels of  manufactur ing output,  but 
the major i ty of  EU member states are 
st i l l  producing less manufactur ing 
goods than before the cr is is (EC, 
2014b, p.  20). 

Can we achieve faster growth and 
greater real  convergence among 
EU member states through a more 
targeted industr ia l  pol icy? A more 
eff ic ient industr ia l  pol icy may be able 
to st imulate economic growth and 
compensate part ly for the current 
imbalances within the EU, but this 
would require a reconsiderat ion of 
present rules regarding competi t ion 
pol icy and state aid and closer 
coordinat ion of aid instruments with 
industr ia l  pol icy measures of EU 
member states. The EU State Aid 
regime provides a framework that 
directs member states investments 
towards addressing only c lear ly 
ident i f ied market fai lures, leaving 
room for a number of  pol icy object ives 
for which State aid can be considered 
compatible,  but these measures can 
only be implemented after approval by 
the Commission. Moreover,  state aid 
provided by the EU member states has 
been fal l ing dur ing the past decades 
and in 2011 was at a histor ical ly low 
level  of   0.5% of GDP (Stol l inger 
and Holzner,  2013).  In 2013, the EU 
Counci l  of  Ministers has formal ly 
adopted two European Commission 
proposals for revised regulat ions on 
state aid exemptions and procedures, 
that ought to contr ibute to a more 
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f lexible approach. The new regulat ion 
introduces new categories of  aid 
that the Commission may decide to 
exempt from the obl igat ion of pr ior 
not i f icat ion, such as aid for innovat ion, 
cul ture, natural  disasters,  sport , 
certain broadband infrastructure, 
other infrastructure, social  aid for 
t ransport  to remote regions and aid 
for certain agr icul ture, forestry and 
f isher ies issues. Within the f inancial 
perspect ive 2014–2020 some funds 
have been earmarked speci f ical ly 
for industry and reindustr ia l izat ion. 
Whether these new ini t iat ives and 
addit ional  funding wi l l  actual ly lead 
to the attainment of  the desired 
object ives of EU industr ia l  pol icy is 
yet to be seen. What seems to be 
missing is a more concerted and 
coordinated approach to the EU 
commitment to reindustr ia l izat ion and 
modernizat ion of Europe’s industr ia l 
base, that would take into account 
both the EU-level  object ives and the 
potent ial ly very di fferent contr ibut ions 
that indiv idual EU member states can 
make. The chal lenge for EU member 
states wi l l  be to engage with this new 
agenda and try to make a contr ibut ion 
to Europe’s new leading cross-
sector industr ies,  whi le pursuing 
nat ional pol ic ies for increasing 
competi t iveness and growth.  
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