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Some questions:

• What is industrial policy?
• When is it warranted?
• Does comparative advantage justify 
it?

• Does fragmentation change this?
• If others do it (and they do!), should 
we?
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What is industrial policy (IP)?

• Policies to influence presence of size 
of industries
– Subsidies
– Taxes (or tax breaks)
– Regulations with effect of 
subsidies/taxes
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When is IP warranted?

• When there are market distortions
– Externalities
– Static or dynamic

• This is very basic economics…
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A subsidy without a 
distortion lowers welfare
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A subsidy can raise welfare 
with a distortion: +’ive 
Externality S=MC
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Both true also with trade, 
export…
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