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Global Resurgence of Industrial Policy
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Global Resurgence of Industrial Policy

® Vigorous revival of industrial policy amid strategic and technological rivalry
o Global North: CHIPS and Science Act (2022), Inflation Reduction Act (2022),
Infrastructure Investment and Jobs Act (2021), European Green Deal (2019).
o Global South: Nova Indistria Brasil (2024), India’s Production-Linked Incentive
Schemes (2020), Made in China 2025 (2015).
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Global Resurgence of Industrial Policy

Marking a significant shift from the conventional understanding of industrial policy.
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Global Resurgence of Industrial Policy

Marking a significant shift from the conventional understanding of industrial policy.

® Traditionally focused on government intervention to promote infant industries,
nurture national champions, and address market imperfections (Haggard 1990; Wade 1993;

Aiginger & Rodrik 2020).
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Research Questions

® Why are governments once again embracing state intervention after decades of

economic liberalization?
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Research Questions

® Why are governments once again embracing state intervention after decades of
economic liberalization?

® How does the evolving geopolitical competition shape industrial policy at the
domestic level?

® What role does domestic politics play?
Our argument: U.S. industrial policy is a dual-purpose statecraft

Advance national competitiveness + reflect electoral particularism and rent-

seeking.
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Argument: Geopoliticized Industrial Policy

Our focus

U.S. federal subsidy allocation amid heightened U.S.—China geopolitical rivalry
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Argument: Geopoliticized Industrial Policy

Our focus

U.S. federal subsidy allocation amid heightened U.S.—China geopolitical rivalry

® Evolving geopolitical environments and increasing great power rivalries ~» emphasize

relative gains.
e Geopolitics factor into the making of foreign and domestic economic policy.

® |ndustrial policy serves as a crucial statecraft instrument ~- strengthen strategic
advantages, address vulnerabilities, and counter foreign rivals in economic,

technological, and security domains.
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Argument: Geopoliticized Industrial Policy

Three Dimensions of Geopolitical Competition

e H1 (Economic): Firms in located in areas that facing more import competition
from China are more likely to receive federal support.

¢ H2 (Technology): Fims operating in the industries that are prioritized in the “Made
in China 2025" initiative are more likely to receive federal support.

e H3 (Military): Firms in the military-industrial complex are more likely to receive

federal support.
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Argument: Geopoliticized Industrial Policy

® Industrial policy (e.g., subsidies) carries distributive consequences ~~ politicians have

incentives to use them to boost political support and/or reward allies.
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Argument: Geopoliticized Industrial Policy

® Industrial policy (e.g., subsidies) carries distributive consequences ~~ politicians have
incentives to use them to boost political support and/or reward allies.

® The particularistic opposed to universalistic ~» allocate federal resources to build
political support.

® Federal money is used to reward allies in exchange for campaign donations or

information.

Domestic Politics
® H4 (Electoral Particularism): Firms located in a swing or core constituency are
more likely to be the recipients of federal support.
* H5 (Political Favoritism): Firms that are political connected are more likely to be

the recipients of federal support.
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Research Design

Pr(subsidy = 1) = &+ B; * ChinalmportComp + 3, * MIC2025 + f3; * Militarylndustry
+ B4 * coreCD + Bs * swingCD + B¢ * Political Ties

+ 7« state dummies+ 0 x industry dummies + A * year dummies
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Variables

Dependent Variable:

® Subsidy dummy = 1 if firms received any federal subsidy in a given year

Independent Variables:

® Geopolitics: Chinese import competition ; MI1C2025

strategic sectors; military-industrial complex

¢ Distributive politics: swing v.s. core districts/states and co-partisanship
; lobbying ties with the Democratic or Republic party
Controls:

e Firm size, listing status, economic and demographic factors (e.g., population,
population growth, income per capita, unemployment rate).
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Data

Subsidy Tracker
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Data

Subsidy Tracker
® Record government subsidies at both federal and local levels.

® Standardize subsidy data by granting agencies and type.

We focus on federal subsidies.
® Granted by 12 agencies: DFC, DOC, DOE, DOT, EXIM, FDIC, FED, HUD, IRS,
SBA, TREAS, and USDA.
® Two broad types:

o Grant: grant and allocated tax credit.

o Loan: loan or loan guarantee, insurance, and tax-exempt bond.
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Data

e U.S. Firms: Orbis Historical Database.

® Firm matching between Subsidy Tracker and Orbis: Machine learning

probabilistic record linkage

® Mapping from firm zip codes to CDs and counties: crosswalk developed by the

Department of Housing and Urban Development.

Table 1: Summary Statistics

Large and very large U.S. firms Sample
Total firm-year observations (2010-2021) 2,480,143
Subsidy recipients 8,650 (0.35%)
Unique firms receiving subsidies 5,375
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Industry Variation

Manufacturing

All Industries (2-Digit NAICS)

Manufacturing {

Machinery

Computer & Electronic

Wholesale Trade-
Chemical

Finance & Insurance
Transportation Equipment
Administrative & Support & Waste Mgmt & Remediation { P au
Fabricated Metal
Professional, Scientific & Technical Services
Food
Construction {
Miscellaneous
Electrical Equipment & Appliances

Retail Trade
Plastics & Rubber

Transportation & Warehousing {
Primary Metal

Management of Companies & Enterprises
Wood Products

Real Estate & Rental & Leasing
Paper

Accommodation & Food Services:
Nonmetallic Mineral

Utiities-
Health Care & Soclal Asslstance Furniture & Related
Printing & Related Support
Other Services (except Public Administration) { N Ppo
Boverage & Tobacco
Agriculture, Forestry, Fishing & Hunting
Petroleum & Coal

Information

formatier Textile Mills

Textile Product Mills

Mining, Quarrying, and Ol & Gas Extraction
Apparel

Educational Services:
Leather & Allied

Arts, Entertainment & Recreation
400 500

300
Firm Count

1,000 2,000
Firm Count
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Results: Geopolitics

Military—Industrial Complex =

Made in China 2025 -

China Imp Comp (log) -
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Results: Electoral Particularism

©) (2 3) (4)

Swing District 0.06 —0.02
(0.07) (0.09)
Core District 0.07 0.10
(0.06) (0.07)
Swing CD in Core ST 0.11
(0.08)
Swing CD in Swing ST 0.05
(0.07)
Core CD in Swing ST —0.02
(0.05)
Core CD in Core ST 0.13
(0.09)
Copartisan CD 0.03
(0.04)
Swing State —0.04
(0.11)
Swing CD X Swing State 0.05
(0.09)
Core CD X Swing State —0.16™**
(0.06)
Covariates Yes Yes Yes Yes
2-Digit NAICS FEs Yes Yes Yes Yes
State FEs Yes Yes Yes No
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Results: Political Connections

Republican Ties -

Democratic Ties =

T T T T
0.00 0.25 0.50 0.75 1.00
Estimate (with 95% CI)
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Conclusion

¢ Findings:
o Firms located in localities facing high import competition from China and those operating in

industries prioritized in MIC2025 are significantly more likely to receive federal subsidies.
o No evidence that firms in the defense industries are more likely to be supported.

o Firms with politically ties with both parties are more likely to be favored.

® Takeaway: Industrial policy serves as a tool of statecraft to advance national
strategic and counter geopolitical rivals, while subject to domestic political capture.

e Contributions:
o Integrate geopolitics into the study of industrial policy in an advanced economy
o Speak to the distributive politics literature in American Politics

o Analyze government subsidies with a unique large firm-level dataset and offer new nuanced

insights
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