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Table 1. Evolution of theory and practice in industrial policy 

Phase Rationale and key approaches Policy practices and instruments 

1940s to late 1960s Industrialisation is necessary for 

development. 

Market failures prevent this from 

happening automatically. 

 

Industrial policy is needed, particularly infant 

industry protection, state ownership and state co-

ordination.  

1970s to 1990s Government failure is worse than 

market failure. Industrial policy is 

an invitation to waste and rent-

seeking. 

Practical obstacles to industrial 

policy are significant. 

Trade liberalisation, privatisation and attraction 

of foreign direct investment (FDI) together with 

macroeconomic stability and minimum 

government interference are the basic 

requirements for growth and industrialisation. 

 

2000s to present Market and government failures are 

present.  

The “how” rather than the “why” of 

industrial policy is important. 

Differences in approach exist with 

respect to the extent to which 

comparative advantage needs to be 

defined. 

Institutional setting matters but design is 

difficult.  

Flexibility in the practice of industrial policy is 

important. 

Innovation and technological upgrading should 

be a central objective of industrial policy. 

Promoting national innovation systems should 

also be an important objective. 

Major aspects and instruments 
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