
  
 

 
 

Industrial policy for the 21st century, lessons for Japan 
A new industrial policy could bring a petrified society back on the success track 

KARL AIGINGER MAY, 2020 

The demise and rebirth of industrial policy 

Industrial policy is back on the agenda. This may be more surprising for the US, which has 
always pretended not to interfere with its free market system. Europe had shifted from a sectoral 
industrial policy to a horizontal approach, which sets only framework conditions. More 
recently, the EU has started defining key priorities, critically screening foreign ownership in 
large firms, and relating its industrial strategy to the European Green Deal. In East Asia, 
industrial policy has been at the heart of Japan’s, Korea’s and China’s impressive record of 
catching up with the leading industrialized nations.  

 

Table 1 - Framework conditions for industrial policy 
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%-change 
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As % of total 
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 Real GDP Population 
 15 or below 

Population 
65 or above 

Foreign 
population 
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outward 

stock 

FDI 
 inward 

stock 

Renewable 
energy 

Women in 
parliament 

Japan 1.0   12.4   28.4   2.0   33.4  4.3  6.2     10.1    

China 7.4   18.1   12.0   0.1   14.3  12.0  9.3     24.9    

USA 2.3   18.4   16.6   15.4   31.4  36.2  8.6     23.5    

EU 27 1.5   15.2   29.9   8.1   52.2  65.1  15.8     31.9    
 

Notes:  Data for EU 15 concerning FDI. Share of renewable energy for EU28; China and EU 28 2017. 
Source: PCC calculations (www.querdenkereuropa.at) using World Bank, UNO, Eurostat, IEA. 

 

Aiginger and Rodrik (from Vienna and Harvard) review these global successes and 
shortcomings to develop a comprehensive concept of a new industrial policy for the 21st 
century, when performance will no longer be judged by market shares, but rather by well-being 
in light of climate change, ageing and new technologies. 

Another reason for the renewed interest in industrial policy is the changing economic world 
order. China is on its way to once again becoming the largest economic power: sooner, if 
compared to the US and individual large European countries, or later, if compared to Europe as 
a whole– a perspective seldom taken. A new political world order is also evolving, with the US 
retreating from multilateralism, human rights, and the Climate Treaty. Africa is rising and 
doubling its population, while in Japan and China the young population is fast declining. 
Technologically, digitalization will determine competitiveness and energy production will shift 
from fossil plants to renewables. 

  



  
 

A new agenda is needed for the 21st century 

The manufacturing sector remains crucial for growth, as technology is developed and first 
applied in industry. However, the manufacturing’s size depends on capabilities and ambitions. 
Its share varies between 10% in France and the UK, a little more in the US and 30% in Germany. 
In Japan, manufacturing accounts for a little over 20%, and in China about 30%.  

Industrial policy must take the high road. The capping of wages, lowering of energy prices or 
protection of ailing National Champions will not help, as the US and France have involuntarily 
demonstrated. Success depends on structural change, education and innovation. 

Industrial policy can set priorities but should focus on broad areas in which policy has long-
lasting interests. This is a search process in unknown territory, requiring a dialog between 
government and business, with the awareness that incumbents may provide biased information. 

The most important change relative to traditional approaches is that an industrial policy 
for the 21st century must be directed by societal goals. These involve the climate, health, a 
reduction of inequality, and good jobs.  

Changes in industrial policy in Japan in the “lost decades” 

Japan displayed extremely successful post-War performance. A destroyed and occupied country 
managed high growth over decades, approaching the technology frontier in 1990. An ambitious 
industrial policy targeted sectors and supported horizontal Keiretsu. Collusion between large firms 
steered by MITI, cross-ownerships and cheap finance were pillars of this success. Industrial policy was 
so impressive that the US questioned what Japan did better, for example, in the automotive industry. 
However, since the nineties growth has decelerated and two “lost decades” ensued. Fiscal deficits piled 
up to a public debt more than double the GDP. Up to now, corporate Japan, pension funds and citizens 
have been willing to buy government bonds, despite their low returns. 

Industrial policy in Japan is no “low road policy”; research expenditures and achievements in tertiary 
education are higher than in the US and Europe. Japan shifted its policy from sectoral priorities to a 
cluster approach trying to imitate the success of Silicon Valley, which proved impossible for 20 clusters 
spread all over Japan. Six reform priorities were set by the Hashimoto cabinet, among them corporate 
law, social security, administration and regulation requiring government involvement beyond the METI 
– Ministry of Economy, Trade and Industry, which substituted the famous MITI. Economic growth has 
remained slightly below 1 percentage point.  

Japan signed the Climate Treaty of Paris, but this is reflected in neither its industrial nor its tax policy. 
Small particle air pollution is above the recommended maximum and causes 500 early deaths per million 
people. The share of renewable energy is half of the OECD average. Thirty new coal-fired power plants 
are still planned today, which makes it impossible to reach the Paris Goal of climate neutrality by 2050. 
This is clandestinely acknowledged in the statement asserting that neutrality should be achieved “as 
early as possible” in the second half of this century. This is not just incompatible with the signing of the 
Paris Treaty; it is also to the disadvantage of the economy. An ambitious policy would boost growth: 
the technology leader enjoys first-mover advantages and saves lives.   

A different design is needed 

A new industrial policy steered by societal goals must address the problem that Japan is a closed 
and petrified society. We pin this down to the following facts: 



  
 

• A strict seniority principle offers lifelong jobs with low wages at the start, little mobility, and 
many hours in commuting. A second labor market for temporary work at wages below the 
poverty line now exists but is no substitute for low mobility. 

• Cross-shareholdings guarantee collusion. Very few corporations have foreigners on their board. 
The average age of board members is 67, which is above the mandatory retirement age of 
employees.  

• The entry rate of new firms is low, and young entrepreneurs need personal liability. Productivity 
in small firms is very low. 

• The share of women in parliament and corporate boards is 10%, while it is known that 
heterogeneity of all kinds improves management decisions.  

• Japan is ageing more dramatically than China. This is partly the result of longevity, but also of 
a low birth rate and the prevention of inward migration. Soon, ten active persons will have to 
support seven retirees.  

• The number of patents is high, but the exchange of technology is asymmetric. Inward direct 
investment stock amounts to less than one seventh of outward stocks, and universities do not 
attract foreign students or teachers.  

• New markets in fast-growing Africa are disregarded, and development assistance is low. 

Some of these problems may lie beyond the realm of traditional industrial policy. But without 
removing blockades, Japanese manufacturing will not be able to regain its past strength. 

Four pillars of reform steered by societal goals 

The goal of climate neutrality in 2040 – as planned in Europe – could boost dynamics. This requires a 
fivefold share of renewable energies, zero-energy buildings, and the phasing out of combustion engines 
for cars, busses and ships.  

A younger parliament with a more balanced gender and age structure, the promotion of entrepreneurship 
plus the phasing out of cross-shareholding, could limit petrification. 

Immigration is necessary to mitigate the lack of heterogeneity. The international experience of students, 
professors and technicians should be promoted. Neighboring countries could become retirement 
locations for older Japanese citizens, providing better health and care than densely populated Japan.  

A technology exchange with Silicon Valley and other hot spots could increase the outcome of 
innovation. Africa or the Black Sea Area need foreign technology and investment, which China is not 
willing to provide without strings attached. 

These game changers and the synergies between them could rejuvenate Japan´s society and bring its 
industry back to the top. Given its patents, quality education and research expenditures, this should be 
possible. An industrial policy steered by societal goals could enable the “Arrows of Abenomics” to score 
a bull’s-eye. 


