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Why High-Tech Is at the 
Center of the Industrial 
Policy Debate

Why are high-technology industries at the center of a 
controversy over whether the United States should have 
an explicit industrial policy like those found in South 
Korea and France?

High-technology industries, such as electronics and 
computers, aerospace, pharmaceutical products, and 
scientific instruments, account for an increasingly signif
icant portion of total manufacturing in the United States. 
According to the National Science Foundation, high- 
technology output increased in the 1980s as a percent 
of both total manufacturing output (from 20 percent to 
an estimated 30 percent) and gross domestic product 
(from 4.3 percent to 5.4 percent). Using a broader 
classification of high technology (because of data 
restrictions), employment in high-technology industries 
grew 12 percent over the period 1972 to 1989, compared 
with 3 percent growth in manufacturing employment 
over the same period. Average wages are also higher 
in high-technology industries. In 1972, wages in high- 
technology industries were 78 percent higher than for 
the overall private nonfarm sector; by 1989, they were 
more than twice as high. The United States has also 
faced increasing international competition in these 
industries, with the U.S. share of the global market for 
high-technology products declining from about 40 per
cent in 1980 to an estimated 36 percent in 1990.

High-technology industries by definition conduct 
most U.S. research and development (R&D), seeking 
more efficient ways to produce existing products or

trying to invent new or improved products. The underly
ing reason for targeting these industries is the view that 
high-technology industries are more beneficial because 
they provide higher wages and better employment op
portunities than other industries. In addition, evidence 
indicates that these industries generate positive externali
ties that provide a benefit to society that is greater than 
the benefit that the firm and its customers accrue. For 
example, the social benefits of Henry Ford’s moving as
sembly line for automobile production exceeded the cost 
savings for Ford Motor Company because it was adopted 
with little cost by many other companies as well. By 
increasing productivity in various industries, this innova
tion had a positive effect on long-run economic growth.

According to economic theory, in the presence of 
externalities, private investment in R&D tends to be too 
low from a social point of view. To maximize the social 
benefit from innovation, the divergence between the 
social and private costs should be eliminated. Two ways 
to accomplish this are by granting and enforcing proper
ty rights and by direct government intervention. The 
United States provides property rights for innovations in 
the form of patents and copyrights and is currently at
tempting to extend these to cover new types of innova
tion, such as computer chips and biotechnology. Direct 
government intervention includes funding education and 
academic R&D and providing tax incentives for R&D, 
as well as providing subsidies for high-technology in
dustries (that is, R&D funds for a private corporation) 
or engaging in high-risk R&D itself, as the National 
Aeronautics and Space Administration does.

Because no consensus exists as to whether these 
types of policies are cost-effective, the debate on indus
trial policy continues.

—Alison Butler
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