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Abstract

The conventional wisdom holds that U.S. political institutions are inhospitable to
industrial policy. The authors call the conventional wisdom into question by making
four claims: (1) the activities targeted by industrial policy are increasingly governed by
decentralized production networks rather than markets or hierarchies, (2) “network
failures” are therefore no less threatening to industrial dynamism than market or
organizational failures, (3) the spatial and organizational decentralization of production
have simultaneously increased the demand and broadened the support for American
industrial policy, and (4) political decentralization is therefore likely to improve the
functioning of industrial policies designed to combat network failures.
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A substantial body of literature addresses the alleged merits and putative preconditions
of industrial policies designed to foster adjustment and economic growth. Industrial
policies that ostensibly combat market failures in centralized polities are purportedly ill
at ease in their decentralized counterparts, and no less “sympathetic” an observer than
sociologist Frank Dobbin therefore finds it hard to believe that an American “industrial
policy would meet with success, as in Japan, rather than with disaster, as in Britain.”!
Nor is Dobbin alone. “Political sociology’s conventional wisdom suggests that Ameri-
can state structure is better suited to inchoate, misguided bailouts characterized by
political graft than to coherent, disinterested, planning on the Japanese model.”
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This article calls the conventional wisdom into question, however, by making four
key points about the relationship between economic needs and political possibilities in
the contemporary United States: first, that the activities most likely to be targeted by
industrial policy are increasingly governed by decentralized production networks
rather than competitive markets or vertically integrated corporations; second, that
“network failures” are therefore no less threatening to industrial dynamism than
“market failures” or “organizational failures”; third, that the spatial and organizational
decentralization of production have simultaneously increased the demand and broad-
ened the support for industrial policy in the United States; and fourth, that political
decentralization is likely to improve, rather than inhibit, the functioning of industrial
policies designed to combat network failure in the U.S. context.’> We therefore conclude
that the development of a theory of network failure capable of guiding intervention into
the network economy is an urgent task not only for economic sociology but for pro-
gressive politics as well.

Our argument draws explicitly on a “neo-Polanyian” approach to political econ-
omy in that it simultaneously rejects the idea “that the economy is autonomous and
obeys a single logic” and recognizes the ebb and flow of laissez-faire and social
protection—that is, the pendular swing at the heart of Polanyi’s Great Transformation—
as the principal source of dynamism in capitalist society.* Part I sets the proverbial
stage by placing the neo-Polanyian interpretation against the backdrop of three earlier
approaches to industrial policymaking—orthodox market fundamentalism, liberal
market skepticism, and neo-institutionalism—that gave analytical pride of place to
path dependence and market failure.’ Our goal in so doing is less to fight a three-front
war than to trace the evolution of the “industrial policy debate” over time.® Part II
portrays contemporary American industrial policies not as path-dependent legacies of
decentralized political institutions but as open-ended responses to the decentralization of
economic activity and in so doing identifies network failures as their unacknowledged—
and heretofore unnamed—targets. Network failures arise where the social and political
requisites of productive decentralization fail to obtain, and actors who would other-
wise reap the rewards of reciprocity are tempted—if not necessarily compelled—to
abandon “network forms of organization” for suboptimal markets or hierarchies.’” Part
IIT holds that network failures are best addressed not by abandoning network forms of
organization but by pursuing industrial policies that are simultaneously designed to
ensure their success and at home in the U.S. political context. While federalism and
the separation of powers are admittedly incompatible with the development of an
“integrated economic strategy” like the one adopted by postwar Japan, they all but
guarantee experimentation, diversity, and the exploitation of local knowledge and in
so doing allow decentralized production networks to flourish.® And Part IV concludes
by calling for the development of a theory of network failure designed not only to
advance the intellectual project of the new economic sociology but to contribute to a
progressive policy agenda by facilitating policy responses to the malfunctioning of the
network economy. Existing theories of market and organizational failure dominate the
contemporary policy discussion in part because they serve to diagnose problems and
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direct public and private officials toward meaningful solutions. A viable theory of
network failure will have similar practical payoffs and will simultaneously place the
new economic sociology on a sounder theoretical footing.

l. Intellectual Context

Fred Block provides our analytical point of departure by developing a “neo-Polanyian”
perspective on comparative capitalism. Block holds that modern market economies are
not only “embedded in legal, cultural, and political frameworks,” a la Polanyi, but are
simultaneously inoculated against systemic crisis by a variety of buffers and control
mechanisms.” “A catastrophic failure that spreads from one part of the economy to
others is still possible,” he writes, “but such events are unlikely and unusual. The
more typical pattern is that economic and political actors find ways to keep strains
and difficulties in one part of the economic mechanism from having a dramatic
impact elsewhere.”!”

The buffers and control mechanisms in question include taxes, regulations, subsi-
dies, and public (or quasi-public) goods. They are simultaneously sources and symptoms
ofthe so-called double movement between laissez-faire and social protection described
by Polanyi. And their constant invention and reinvention ensure that market societies
and institutions are not only less homogeneous but less path-dependent than existing
theories allow.!" The neo-Polanyian position can therefore be defined in terms of its
commitment to three broad analytical principles: the “always embedded” nature of
economic activity, the multiplicity of “ways to make a capitalist economy work,” and
the double movement of privatization and protection that brings the system to life.'?

The debate over the likelihood and desirability of an American industrial policy
provides a particularly useful test of the neo-Polanyian strategy, for industrial policies
are classic examples of capitalist control mechanisms, and the leading approaches to
their study tend to deviate from at least one of the aforementioned principles.'® In fact,
the best-known argument against industrial policy—and the principal target of Block’s
2008 critique—is a market fundamentalist position that rejects all three neo-Polanyian
commitments.'* Market fundamentalists portray the market as a natural and self-
regulating institution, the competitive process as an unforgiving source of productive
optimization, and the “protective countermovements” anticipated by Polanyi as short-
sighted threats to growth and efficiency.!*> While market fundamentalists accept the
reality of market failure and the possibility of corrective action in theory, they hold that
government failure is more common and militates against corrective action in practice.
The market fundamentalist approach to industrial policy is therefore best encapsulated
by Gary Becker’s confident assertion that “the best industrial policy is none at all.”'®

The first round of the industrial policy debate pitted market fundamentalists like
Becker against market skeptics like Robert Reich, Barry Bluestone, and Bennett
Harrison more than a quarter of a century ago.!” Market skeptics recognize that “gov-
ernment creates the market,” and thereby embrace the embeddedness assumption, but
simultaneously doubt that “there are multiple strategies for maintaining or improving a
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nation’s relative position,” and thereby position themselves as the mirror image of their
fundamentalist rivals.'® While the market fundamentalists worry that industrial policy
is more likely to seduce than to produce, and therefore disdain the “costly” appeals of
so-called special interests, their critics fear that government intervention is an eco-
nomic imperative and a political pipedream, and therefore insist that the U.S. is “losing
time” in the face of an uncompromising competitive threat.!® Thus, Ira Magaziner and
Robert Reich conclude their classic call to arms, Minding America’s Business, by
simultaneously acknowledging the myriad obstacles to the formation of “a coherent
industrial policy in a non-parliamentary system in which power is divided between
Congress and the President, and shared with an array of commissions, agencies, boards,
and administrations,” and warning that in the absence of “careful coordination of public
and private sectors,” U.S. living standards would continue to erode.?’

By the 1990s, however, the market skeptical critique of market fundamentalism had
been superseded by a neo-institutional alternative that questioned not only the viability
but the importance of industrial policy in the U.S. political context. While the neo-
institutionalists accept the embeddedness and “multiple logics” of capitalist competition,
they simultaneously abandon the double movement for notions of path dependence and
positive feedback that posit neither (1) the adoption of “coordination-oriented” policies
that address “firm needs with relative precision” nor (2) the erosion of American living
standards in the face of foreign competition but (3) the reinforcement of “market-incentive
policies” like antitrust enforcement, macroeconomic stabilization, and public goods
provision that “induce actors to perform more effectively.”! The neo-institutional per-
spective on the U.S. economy is therefore epitomized by Michael Mann’s assertion that
“there is no serious American industrial policy; this is left to the post-war powerhouses
of the US economy, the large corporations. Much of this is due to the radical separation
of powers enshrined by the US constitution. A coordinated political economy cannot
easily be run by a President and his cabinet, two Houses of Congress, a Supreme Court
and fifty ‘states’ (which are also fragmented by the same separation of powers)—
especially when they belong to different political parties.””

Round 2 of the industrial policy debate therefore promises to pit neo-institutionalists
who foresee “continuities in different national trajectories” against neo-Polanyians
like Block who hope to revive the study of “discontinuity and institutional reconfigu-
ration.”?® After all, the neo-Polanyians embrace embeddedness, multiple logics of
capital, and the double movement and in so doing rebel against path dependence in
general, and the neo-institutional analysis of American capitalism in particular, by
noting not only that “the typical U.S. firm is highly dependent on state action” but that
the broader U.S. “model of capitalism is built around a core of highly protected and
state-dependent industries that are very far removed from any hint of economic liber-
alism.”** They reap the rewards of implicit and explicit subsidies that tend to grow as
job losses (and fear of job losses) in traditional industries mount.?> And they are there-
fore the ironic beneficiaries of the protective double movement.

Table 1 summarizes the key features of the four perspectives on U.S. industrial
policy. Market fundamentalists reject the neo-Polanyian assumptions outright. Market
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Table |. Perspectives on Industrial Policy in the Contemporary United States

Perspective/assumption Embeddedness Multiple logics Double movement
Market fundamentalist No No No
Market skepticism Yes No No
Neo-institutional Yes Yes No
Neo-Polanyian Yes Yes Yes

Table 2. Implications of Political-Economic Theories of Industrial Policy

Importance of industrial policy

Likelihood of
industrial policy Lower Higher
Lower Neo-institutionalists: U.S. Market skeptics: U.S. policy
policy makers will continue to makers will prove unable
make markets; U.S. economy can to adopt an industrial
continue to prosper policy; U.S. economy will decline.
Higher Market fundamentalists: U.S. Neo-Polanyians: U.S. policy makers
policy makers will adopt an will adopt an industrial policy; U.S.
industrial policy; U.S. economy can reap the rewards.

economy will suffer

skeptics embrace embeddedness but reject multiple logics of capitalist competition and
the double movement of privatization and protection. Neo-institutionalists embrace emb-
eddedness and multiple logics but reject the double movement. And neo-Polanyians
embrace the three commitments en bloc.

Which interpretation is more accurate? While the competing frameworks do not
lend themselves to a simple empirical test, they do offer distinct observable implica-
tions. For example, market fundamentalists fear that industrial policy is likely to prove
“inevitable and ineffective” in the United States.?® Market skeptics worry not only that
the “fragmented structure” of the U.S. political system will discourage the growth of
“an ideological consensus on industrial policy” but that Congress will inhibit the
growth “of independent bureaucratic-industry channels like those MITI has been able to
construct” in Japan.”” Neo-institutionalists posit the reproduction of “market-incentive
policies that do not put extensive demands on firms to form relational contracts” with
each other including regional development plans, support for basic research, and the
formal provision of portable skills.?® And neo-Polanyians believe that the U.S. govern-
ment has “become ever more immersed in its own business economy through its
technology policies” and will in all likelihood grow even more so in the years to
come.” Table 2 describes the four theories and their observable implications.

Nevertheless, the evidence adduced by Block would appear to put paid to the alterna-
tive accounts. On one hand, the United States has adopted an increasingly forward
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industrial policy rooted in a number of different agencies and organizations. For exam-
ple, the National Institutes of Health and the Advanced Research Projects Agency
(ARPA) not only fund research and development—and run interference on their behalf—
but simultaneously broker relationships between scientists, engineers, and entrepreneurs
that foster the growth of new firms and industries. Nor are they alone. Federal laborato-
ries simultaneously pursue basic and applied research, collaborate with private investors,
and encourage their own scientists to bring their innovations to market with the help of
a variety of subsidies and incentive programs. The National Institute of Standards and
Technology (NIST) facilitates the growth of existing firms through a number of different
matching grants and Manufacturing Extension Partnerships (MEPs) that are “organized
to be responsive to the particular technical needs of an area’s manufacturing sector.”>
And the Small Business Administration (SBA) fosters the growth of innovative activity
with the support of set-aside programs like Small Business Innovation Research (SBIR)
grants.>! “Below the ideological surface,” write Henry Etzkowitz and his colleagues, “a
powerful ‘jerry-built’ substrate has emerged of federal, state, and local government inno-
vation support programs each filling gaps in the other.”?

On the other hand, U.S. industrial policy is broadly successful. While the aforemen-
tioned efforts are designed to foster externalities that are by their very nature intangible,
and are therefore difficult to evaluate by means of traditional cost-benefit analysis, they
appear to have passed at least two important tests in that they are associated with the
development of valuable products and processes and are not readily captured by their
beneficiaries.?? For instance, the SBA and NIST impose performance standards on pro-
gram participants.** The SBIR awards in particular are distributed in a sequential manner
in an effort “to manage risk.”** And ARPA program managers are told to withdraw fund-
ing from underperforming projects in favor of more promising alternatives.*

Finally, American industrial policy is growing more assertive and visible by the
day, for the federal government already owns a controlling stake in the country’s larg-
est banks.’” Washington is pouring billions of dollars worth of stimulus money into
energy, medical, and information technologies. And the Obama administration’s auto-
motive rescue package promises not only to give the taxpayers a dominant stake in
General Motors but to place Washington “squarely in the position of adopting a so-
called industrial policy, in which government officials, not business executives or the
free market, decided what kinds of products a company would make and how it would
chart its future.”®

While Block underscores the political importance of job creation, and thereby
reveals the rationale for industrial policy making, he all but overlooks political institu-
tions and in so doing leaves the “currently dominant” neo-institutional approach
bloodied but unbowed.*® After all, the neo-institutionalists portray the U.S. constitu-
tional structure as uniquely ill suited to industrial policy making, and political scientists
Ellis Krauss and Jon Pierre therefore go so far as to assert that parliamentary institu-
tions constitute a “necessary, if not sufficient, condition” of serious industrial policy.*’
How did U.S. policy makers overcome the constraints imposed by their political insti-
tutions? Do their efforts gainsay the neo-institutionalist critique? And if so, how? We
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address these questions by treating the decentralization of production—itself a partial
product of the Polanyian double movement—as a key intervening variable in the next
two sections: first, a response to those who doubt the political viability of industrial
policy in the U.S. context; and second, a rejoinder to those who doubt the economic
rationality of industrial policy in the U.S. context.

Il. Productive Decentralization and
Decentralized Production

Over the course of the past three decades, the United States has been transformed from
the virtual archetype of a “liberal market economy” into an increasingly enthusiastic
practitioner of industrial policy.* While the Obama administration’s ongoing efforts
to revive lending, defend the auto industry, and jump-start innovative activities are by
now well known, and have thereby placed the issue of industrial policy at the center of
the political debate, they are by no means unprecedented. On the contrary, the federal
government has been pursuing industrial policy within decentralized political institu-
tions for well over a generation.*?

The aforementioned concerns about conflicts between the Frostbelt and the Sun-
belt, the states and the federal government, and the White House and the courts—not
to mention the broader fear of government bureaucrats “working at cross-purposes”
from each other—would therefore appear to be misguided.* After all, U.S. political
institutions are a constant, and the growth of industrial policy is a variable. The former
cannot convincingly explain the latter. And a superior approach would therefore rec-
ognize the myriad ways in which the decentralization of production mediates the
relationship between the decentralized nature of the U.S. polity and the activities of
American industrial policy makers.

Industrial Policy in the Network Economy

By decentralization of production, we mean the decline—if by no means disappearance—
of vertically integrated production complexes and the corresponding growth of
smaller-scale suppliers, subcontractors, and middlemen linked by interorganizational
networks at home and abroad.** Production is thereby decentralized in both organiza-
tional and geographic terms for a variety of reasons and with variable consequences.
While the postwar boom rendered large firms in core regions and sectors vulnerable to
holdup by trade unions and regulation by the state, and thereby encouraged their quest
for an exit strategy, the decline of traditional agriculture threatened to despoil and
depopulate peripheral regions and thereby animated peripheral efforts to woo indus-
trial transplants with tax breaks and regulatory rollbacks.*® Federal officials played an
indispensable part in the process, however, for they not only brokered relationships
between foreign policy makers and transplants in an effort to pacify potential trouble
spots overseas but simultaneously channeled military spending toward the domestic
periphery in an effort to combat underdevelopment at home.*®
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The results have been nothing short of spectacular. Publicly employed or allied sci-
entists and engineers moved to the Sunbelt in large numbers; manufacturing activity
followed in due course; and the South and Southwest thereby began to compete for
investors and jobs—and in so doing broadened the coalition for U.S. industrial policy.*’

New Mexico provides a particularly apposite illustration. On the one hand, the
Land of Enchantment is a classic extractive economy and one of the poorest states in
the union. Oil, gas, and agricultural interests have traditionally dominated the state
legislature and inhibited essential investments in physical and human capital. On the
other hand, New Mexico plays host to two federal laboratories, numerous military
research installations, more PhD-holding scientists and engineers per worker than any
other state in the union, and a growing number of innovative start-ups. Consequently,
the state’s congressional delegation and governor have become ardent and influential
defenders of federal science and technology policies.*®

Nor is New Mexico unique. The decentralization of production has tempered—if
by no means eliminated—southern opposition to broader government intervention.
Take, for example, the automobile industry. While congressional auto politics have
traditionally pit foreign transplants and their supporters in the “right-to-work™ South
against domestically owned firms and their stakeholders in the Midwest, and have
thereby assumed a regional as well as partisan cast, they are by no means monolithic.*
For instance, Tennessee Senator Bob Corker has abandoned his earlier misgivings and
come out in favor of an auto rescue package that his fellow Republicans deride as
“industrial policy.”*

The point is certainly not to portray Corker as a principled advocate of industrial
policy. On the contrary, he disdains efforts to set standards, decries efforts to pick win-
ners, and worries that by ignoring private prerogatives “we’ve lost our moral high
ground throughout the global community as it relates to chastising other countries that
use strong arm tactics to invade on private property rights.”!

Unlike his partisan allies, however, Corker agreed to work with Senate Democrats
and stakeholders in Detroit to rescue the domestic auto industry. What is behind his
volte-face? Tennessee not only boasts two Japanese auto transplants and a billion-
dollar Volkswagen investment but simultaneously plays host to a vulnerable General
Motors facility and parts suppliers who serve and depend upon the so-called Detroit
Three as well as foreign clients, and Corker therefore worries that the “supplier shock”
engendered by the collapse of the domestic auto industry would endanger the entire
regional supply chain.*?

In fact, the organizational decentralization of production is neither identical to the
spatial decentralization of production nor secondary in importance. Organizations that
share key suppliers or customers develop a mutual interest in their survival and thus
tend to support public policies that ensure their prosperity regardless of their individ-
ual locations.

The SBIR program provides a particularly powerful example. SBIR stipulates that
federal agencies with large research budgets (e.g., the Department of Energy, the National
Institutes of Health, etc.) allocate 2.5 percent of their research and development (R&D)
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funds to small businesses by means of competitive awards. While major research uni-
versities feared the diversion of funds when the legislation was introduced in the early
1980s, and therefore lobbied against the program, they found that award recipients
rented their facilities and collaborated with their faculty when the program took effect,
and therefore reversed course and embraced SBIR a few years later.>

What are the long-term consequences? SBIR distributes approximately five thou-
sand awards to fifteen hundred firms per year and plays an indispensable part in the
country’s “de facto industrial policy.”>* The National Research Council maintains that
more than two-thirds of all recipients have a former academic among their founders,
that approximately one-third of their projects employ university resources and person-
nel, and that their efforts to turn knowledge into profit help bridge the traditional gap
between the university and the marketplace.” The Association of American Universi-
ties (AAU) has therefore become a leading defender of the program.>

Nor is the AAU alone. SBIR alumni like Qualcomm and AmGen give the program
credit for their success.’” Independent analysts offer broadly similar assessments.*® And
small business therefore plays an active part in the program’s defense in Washington.*

Other programs in the U.S. industrial policy-making apparatus have their own—
sometimes overlapping—constituencies with similar implications. For instance, General
Electric and Cray extol the virtues of collaboration with the federal laboratories.®® The
pharmaceutical and biotechnology industries lobby for increased National Institutes of
Health (NIH) funding.®' And not only small businesspeople but their Fortune 500 cli-
ents testify in Congress on behalf of NIST efforts like the Advanced Technology
Program (ATP) and MEP.%

In other words, the decentralization of production fosters not only greater depen-
dence on government programs but greater interdependence among their beneficiaries
and thereby contributes to the growth of a community of interest in their defense.
Deborah Grubbe of Dupont underscored the new reality when she discussed a col-
laborative effort to ensure the quality and efficiency of production among independent
Corian countertop fabricators who “may not have resources to train their employees”
in hearings on the MEP in 2004.

We invited MEP representatives to present business cases for change at several
national fabricator conferences. MEP personnel developed a consistent scope of
work, methodology, and project tracking capability for hundreds of the Corian fab-
ricators. Currently, MEP has seven active programs with fabricators around the
country. Dupont has agreed to contact 300 more to support MEP. In a growing busi-
ness like Corian, this supports job growth and creation in many communities.*

Grubbe went on to join forces with representatives of dozens of other corporations
(e.g., Corning, Hewlett Packard), universities (e.g., Purdue), and trade associations
(e.g., the Business Software Alliance) in the “Coalition for NIST Funding” and to
testify on behalf of the ATP as well—and her testimony therefore underscores the
ways in which industrial policies tend to build coalitions in their own defense.*
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Our point is less to argue that the aforementioned policies and coalitions are
invincible—for example, the Bush administration overrode the objections of the
Coalition for NIST Funding and abolished the ATP in 2007—than to recognize that
they are no longer inconceivable. After all, the spatial and organizational decentraliza-
tion of production have broadened industrial policy’s support base to include not only
Fortune 500 firms but their tens of thousands of clients, suppliers, and stakeholders—
and in so doing have at least partially overcome the “tyranny of locality” engendered
by federalism and the separation of powers without opening the door to the many risks
anticipated by industrial policy’s critics.®

In fact, the ATP’s elimination provides an important opportunity not only to reflect
upon the exaggerated risk that industrial policies will be captured by their beneficiaries
but to simultaneously observe the centrality of program design and organizational
learning to program survival.®® After all, James Turner of the House Committee on Sci-
ence had already traced the differential vulnerability of the MEP and the ATP to the
former program’s “strong base in each of the 50 states” and the latter program’s inabil-
ity “to aid companies in alarger number of congressional districts” in the early-twenty-first
century, and NIST appears to have learned from the experience.®’ The ATP’s “successor
program” therefore encourages university-industry partnerships and forbids the direct
funding of large firms in a self-conscious effort to broaden the program’s base and
dispel accusations of policy capture and “corporate welfare.”®

A skeptic might reasonably ask whether a vast array of policies administered by a
host of different agencies at multiple levels of government are collectively worthy of
the title “industrial policy.” After all, Magaziner and Reich did not so much deny the
existence of U.S. industrial policy in the 1980s as worry that it was “irrational,” “unco-
ordinated,” and therefore doomed to fail. “It is an industrial policy by default,” they
argued, “in which government and business are intertwined but in which the goal of
international competitiveness has not figured.”®

Is the contemporary U.S. approach equally incoherent? Our negative answer rests
on two considerations: first, the fact that the industrial policies in vogue today are
designed to combat network—rather than market or organizational—failures; and
second, a distinction between a loosely coupled system and one that is entirely devoid
of coordination.

The Nature of Network Failure

The original industrial policy debate took place in an era of centralized production
in which large firms internalized as much of their activity as possible, met the rest
of their needs at arm’s length in competitive markets, and expected the government
to address market failures when they occurred without generating organizational
(or government) failure in doing so. Participants in the debate therefore parted
company over the relative likelihood and severity of market and government fail-
ure: market fundamentalists downplayed the probability and cost of market failure
and bemoaned the risk of government failure, and market skeptics took the oppo-
site position.
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Over the course of the past two decades, however, network forms of organization
have not only been portrayed as alternatives to markets and hierarchies but have proven
particularly central to the innovation-based industries the U.S. government is target-
ing.”’ Examples of network-governed activities would include—but by no means be
limited to—collaborative R&D among high-technology enterprises in Boston and the
San Francisco Bay Area, joint ventures and strategic alliances in the aerospace industry,
and the decentralized production of durable consumer goods in the Upper Midwest.”!

Our point is most certainly not to imply the universal superiority of network forms
of organization. Many transactions are ill suited to network governance and are best
left to markets or hierarchies.”” But networks “place a premium on adaptability”” and
are therefore particularly well suited to “fast-paced fields where knowledge is devel-
oping rapidly, the sources of expertise are widely dispersed, and there is uncertainty
about the best approach to a problem.””

Network forms of organization are difficult to forge and hard to sustain, however,
and the existing literature is therefore replete with evidence of what we label “network
failure.””* For example, Bruce Kogut estimates that more than two-thirds of manufac-
turing joint ventures are terminated within a decade of their formation.”> The Boston
Consulting Group concludes that well over half of the strategic alliances forged in the
airline industry are outright failures.”® And Sherrie Human and Keith Provan admit
that more than 60 percent of the small firm networks they studied in the mid-1990s
had evaporated by 1998.7

Nor is network failure limited to the dissolution or collapse of already existing
relationships. Some networks are stillborn and thereby constitute the relational analog
to the “missing markets” that have permeated and bedeviled mainstream economic
theory for decades.”® Other networks “persist yet perform poorly” and thereby come to
resemble the “permanently failing organizations” that are by now familiar features of
the sociological landscape.”

Round 2 of the industrial policy debate is therefore unavoidably concerned with
network failure. While neo-institutionalists like Peter Hall and David Soskice believe
that “non-market coordination” is bound to fail in liberal market economies, and
therefore warn U.S. policy makers “to avoid agencies interventionist enough to inter-
fere with the operation of market mechanisms,” their neo-Polanyian critics view
network failure as a treatable illness, and therefore sing the praises of little-known
government efforts to build and reinforce collaborative relationships.®® After all, the
ATP’s legislative mandate included the promotion “of collaborative R&D relation-
ships among companies, universities, and other research organizations.”®' ARPA and
the federal laboratories build and exploit networks of academic and private sector
investigators as a matter of course.®> And SBIR recipients are all but inundated with
networking opportunities as they make their way through the program.*®

The Logic of Loose Coupling

Our analysis of the prospects for U.S. industrial policy presupposes not only a distinc-
tion between centralized production processes and their decentralized successors but
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a no less important distinction between “direct” administrative control over subordi-
nate actors, “indirect” or “ecological” control over the premises of their decisions (i.e.,
goals, values, information, etc.), and an outright lack of control.3* The existing litera-
ture implies a discrete choice between direct control (i.e., top-down planning) and a
complete lack of control (i.e., laissez-faire) that perhaps made sense in an era of “mar-
kets or hierarchies” but is decidedly anachronistic today. While direct control is
inconsistent with the autonomy of the myriad agencies involved in industrial policy
making, a lack of control is able to account for neither the consistency nor the comple-
mentarity of their outputs.®® For example, the federal laboratories are a key source of
SBIR award winners.%¢ SBIR winners frequently take advantage of the MEP during
the commercialization phase of their projects.’” And SBIR and ATP have frequently
been portrayed as complementary as well.*® We hope to underscore the complemen-
tary nature of the different programs by plotting an indicator of SBIR award funding
against an indicator of overall federal R&D spending—which purportedly captures
the presence “of major federally funded research facilities™ like laboratories or research
institutes—for all fifty states in Figure 1.%

The data are consistent not only with the notion of policy synergies but with the
National Science Board’s assertion that SBIR awards accrue “to locations of federal
laboratories or well-recognized academic research institutions from which innovative
small businesses have emerged.” After all, California, Colorado, and New Mexico
boast national laboratories; Alabama’s SBIR awards tend to be linked to the Marshall
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Space Flight Center; Maryland and Virginia play host to the NIH and NSF; and Mas-
sachusetts is home to a dense population of universities including Harvard and MIT.”!

A more accurate approach would therefore acknowledge the middle ground of a
loosely coupled industrial policy administered by means of ecological control. Charles
Wessner of the National Research Council put the distinction between a loosely cou-
pled and an uncoupled (or incoherent) system in colloquial terms in his testimony
before the Senate Committee on Homeland Security and Governmental Affairs in
2005 by stressing

that this is not an either/or. We need the basic research. We need the applied
research that often comes out of the military. We need other program like SBIR
that are designed to encourage this. And we need ATP. Asking which one is more
important is like asking which rung in the ladder do you think you need. You
need all the rungs on the ladder. That is how you get there. You may be able to
skip one, but it becomes very hard to skip two.”

Wessner’s testimony speaks not only to the design of American industrial policies but
to the attitudes of their designers—and suggests that the they are neither irrational nor
incoherent but are, by way of contrast, purposive, loosely coupled, oriented toward
the correction of network failures, and growing more important by the day.”

I11. The Networked Economy in the Decentralized Polity

Our neo-Polanyian interpretation holds that the decentralization of production has
made American industrial policy both more likely and more desirable than proponents
of rival approaches allow. We addressed the issue of likelihood by attributing the
unexpected growth of government intervention to a double movement in which (1)
businesses responded to competitive threats and challenges by decentralizing produc-
tion to their suppliers and subcontractors at home and abroad (2) policy makers
responded to the job losses thereby engendered by looking for alternative sources of
employment in innovative activities and, in so doing, found that (3) business opposi-
tion to their efforts had been mitigated—if by no means eliminated—by the very
decentralization of production that had animated the job losses in the first place.’* In
other words, the previous section addressed the doubts of the neo-institutionalists
in particular by attributing the origins of American industrial policy to a Polanyian
double movement that pits business efforts to compete on the low road against admit-
tedly embattled government efforts to pave a high road.

Are these efforts working? A substantial body of literature counsels a positive
answer. After all, SBIR recipients grow faster and create more employment than com-
parable nonrecipients.”® “A March 1999 study found that future returns from just three
of the 50 completed ATP projects—improving automobile manufacturing processes,
reducing the cost of blood and immune cell production, and using a new material for
prosthesis devices—would pay for all the projects funded to date by the ATP.”*° MEP
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receives similarly high marks.”” And the return on NIH investment is staggering. For
example, Kevin Murphy and Robert Topel recently found that between 1970 and 2000
public spending on medical research—the “vast majority”” of which is run through the
NIH—returned a net gain of $61 trillion in social value.”®

Neo-institutionalist worries that industrial policies are likely to be captured or prove
counterproductive in the American context would therefore appear to be misplaced.
After all, U.S. industrial policies have catalyzed rather than coddled their beneficiaries
and have thereby put paid to the expectations of their critics.”” What explains the unan-
ticipated success of the U.S. effort? We trace the answer to three broadly related
features of industrial policymaking in the decentralized polity: experimentation, div-
ersity, and access to local knowledge.

Experimentation

Industrial policy proponents have frequently bemoaned the apparent lack of coordi-
nating capacity in the U.S. political system. The absence of an economic “pilot agency,”
they argue, deprives elite policy makers of the authority they would need to success-
fully control the commanding heights of the economy, and Chalmers Johnson therefore
goes so far as to wonder whether Americans should be thinking about establishing
their own pilot agency akin the to Ministry of Trade and Industry in Japan.'®

The lack of a pilot agency has certain advantages, however, including the innate
tendency toward experimentation that tends to occur in a decentralized policy envi-
ronment and the corresponding likelihood that programs will be thoroughly tested in
one agency or level of government before they are widely adopted. Take, for example,
the ATP at NIST. According to Marian Negoita, the policy makers responsible for the
program’s design not only modeled the ATP on ARPA but appointed a former ARPA
staffer, Arati Prabhakar, to direct the NIST as well.'’! “As the first woman to earn a
Caltech PhD in applied physics and a veteran of the Pentagon’s Advanced Research
Projects Agency,” adds Michael Schrage, “Prabhakar was impeccably qualified to
transform what was once the National Bureau of Standards into an aggressive pro-
moter of innovation investment.”'> While she would leave the NIST before realizing
her goal, and the ATP would ultimately fall victim to the Republican budget axe, her
experience underscores the potential not only for experimentation but for learning and
knowledge transfer across the decentralized polity as well.

Nor is ATP unique. On the contrary, Paul Hallacher traces the origins of the MEP to
a series of state-level manufacturing extension programs that are more than fifty years
old and are themselves descendants of the agricultural extension services engendered
by the Morrill Land Grant Act in the mid-nineteenth century.'® Roland Tibbets traces
the SBIR’s origins to a successful pilot program he ran at the National Science Foun-
dation in the 1970s.!% And Matt Keller traces the rise of venture capital initiatives at
the CIA, NASA, the Department of Defense, and national laboratories in the late
1990s to public venture capital initiatives that had already proven their mettle at the
state level in an earlier period.'%
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Diversity

Experimentation not only raises the likelihood that programs are battle tested by the
time they go national but also ensures that the overall program ecosystem thereby
produced is a diverse and robust one. Programs are likely to grow from the bottom up,
to compete for resources, and to withstand—and perhaps even take advantage of—
threats to neighboring programs in potentially fruitful ways. The SBIR program provides
a telling example. By compelling every federal agency with an annual research budget
in excess of $100 million to participate, SBIR ensures that every agency “becomes an
innovation agency” and thereby avoids the pitfalls of excess dependence on a single
program or plan.'%

The national laboratories operate in a similar manner. On the one hand, they are
located in different parts of the country; managed by different contractors (e.g., the
University of California, Lockheed Martin, the Battelle Institute, etc.); and in compe-
tition with each other for resources, contracts, and prestige, and they therefore mimic
the best elements of the competitive marketplace. On the other hand, they offer their
scientists job security and autonomy, and lab personnel therefore have the stability and
the time horizons they need to work together in a farsighted and fruitful manner.'®’

In other words, the federal laboratories temper their interorganizational competi-
tion with intraorganizational buffers and thereby constitute a series of “public spaces”
that add to the robustness and diversity of the national innovation ecosystem.'*® We
can illuminate not only their role in the innovative effort but the broader implications
of loose coupling by building on the ecosystem analogy and adding a deliberately
mixed metaphor. The American innovation ecosystem plays host to relatively large
populations of several different species (e.g., almost a dozen different agencies with
R&D budgets large enough to qualify for SBIR, more than a dozen different institutes
within the NIH, more than a dozen national laboratories at the Department of Energy,
four hundred MEP service centers, dozens of research universities, etc.). The different
organisms that make up the relevant populations pursue relatively narrow goals (e.g.,
intellectual property creation; technology transfer, licensing, and commercialization;
export promotion; job creation) through a variety of different means. And the ecosys-
tem as a whole is therefore diverse and robust. By letting a thousand flowers bloom,
in short, U.S. industrial policy makers make sure that they will not back the wrong
horse—or that if they do, the consequences are unlikely to be tragic.

Local Knowledge

We are by no means blind to the costs of subnational (or interstate) competition for
employment, investment, and resources. After all, the economic war between the
states escalated rapidly with the dawn of decentralized production: Bob Corker’s
constituents in Tennessee paid a mere $11,000 per job when their Nissan plant
opened in 1981; by 1993, however, Alabama had to fork over $168,000 per job to
lure Mercedes Benz.'”
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Beyond a certain point, however, the decentralization of production renders smoke-
stack chasing not only globally irrational but locally irrational a well, for many of the
jobs “created” by individual transplants are found at considerable distance from their
new homes. Public officials therefore target their efforts less to participation in “loca-
tion tournaments” than to the deliberate cultivation or construction of clusters of
interdependent enterprises.'' For instance, Barbara Stoller of Albuquerque’s Sandia
Laboratories notes that New Mexico “has clusters of government-savvy businesses
and entrepreneurs, experienced in dealing with the Federal Government and knowing
about the SBIR program” but that entrepreneurs who lack government experience are
ignorant of the available opportunities and need to be encouraged to take advantage of
SBIR."" “In addition to engineers and scientists,” she concludes, “we are now interact-
ing with farmers, ranchers, miners, and environmentalists, all of which have interesting
technological ideas and all of which can benefit from SBIR funding.”!?

Stoller’s comment underscores the local knowledge available to industrial policy-
makers and technologists in a decentralized political environment. While Sandia
Labs are found in New Mexico, and therefore exploit ties to extractive industries and
agriculture, Pacific Northwest National Laboratories are found in the state of Wash-
ington, and therefore hope to build a biotechnology cluster with help of the University
of Washington, the Institute for Systems Biology, and the Fred Hutchison Cancer
Research Center.'?

Local knowledge is no less critical to the support of low-technology industries like
the installation of countertops, however, and Deborah Grubbe of Dupont thus under-
scores the particular advantages of the MEP in continued congressional testimony.

When one looks at our Corian finishers, at some level, because they are so dis-
persed, it is difficult for them to—for us to communicate to them, because they
are not only selling Corian, they are selling other kinds of materials. And so
without a unifying body that is local to them, like MEP that is located wherever
we sell it, which is countrywide, without that we are unable to touch the local
manufacturer as much a possible in the supply chain. So the more times that we
can touch them, we not only improve the skill set for them to install Corian, we
are also improving their overall employee skill sets for them to make their busi-
nesses better.'!

Our goal is less to exaggerate the success than to emphasize the possibilities of the
MEP. While Robert Turner admittedly found that many local extension centers had
difficulty promoting cooperation among public and private sector actors, he sim-
ultaneously recognized that the program’s decentralized nature offered novel opp-
ortunities: states and localities are given “the responsibility for designing centers to
address regional issues” resulting in what is—at best—an extremely flexible program
that provides ample space for variable strategies and local experimentation and thus
reflects the “trappings of a new division of labor between the national government
and states regarding economic development.”!!s
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Whitford underscores the new division in a case study of a consortium designed to
deliver training services to the suppliers of many of Wisconsin’s largest durable
goods manufacturers.''® The original equipment manufacturers (OEMs) who joined
forces with the Wisconsin MEP to build the consortium not only improved the quality
of the regional supply base upon which they had come to depend but did so by creat-
ing a public-private partnership that drew upon the mutual interests of customers and
suppliers who hoped to improve competencies and foment more collaborative rela-
tionships down the road. In so doing, they not only fostered the nonmarket coordination
of economic activity that is allegedly absent from the liberal market economy but
simultaneously demonstrated that a lack of business coordinating capacity at the
national level can potentially be overcome at the local level. While the consortium
itself unraveled a few years later, and thereby validated neo-institutionalist fears
about the limits to nonmarket coordination in the United States, some of the consor-
tium’s underlying concepts live on in the form of a broader program in which multiple
MEPs coordinate supply chain modernization across state boundaries. Local-level
experimentation, in short, serves as proof of concept. The existence of multiple centers—
loose coupling and local knowledge—facilitates the extension of MEP efforts across
multiple jurisdictions.

Neo-institutionalists might legitimately wonder whether manufacturing extension
really responds to “firm needs with relative precision” or simply encourages “actors
to perform more effectively.”!!” Does the MEP reflect or transcend the limits of the
liberal market economy? By way of response, we would like to invoke the testimony
of an electrical equipment manufacturer in Missouri who turned to the MEP’s service
providers for help with “such techniques as Kanban, 5-S and others, known as lean
manufacturing, all of which contributed to improved efficiency”; a Maryland preci-
sion equipment maker who appreciates “their help in our somewhat specialized
manufacturing niche for which finding sources of expertise can be difficult”; and a
component supplier in Michigan who compared the extension agents found at the
Michigan Manufacturing Technology Center to

their private sector counterparts. Most large private sector consultants do not
actively solicit my business, and when they do, very junior level people have
been assigned to perform the work. In addition, the services often were not tai-
lored to fit my particular needs. The MMTC, on the other hand, aggressively
marketed to me and continues to provide guidance about new services and pro-
grams that can help me remain competitive. I feel that they are very business
savvy and very business conscious, and truly in my corner.'!®

Nor is the MEP exceptional. American industrial policies go beyond the preservation
of market competition, maintenance of macroeconomic stability, and provision of
public goods to address firm-specific needs in a host of different ways and through a
variety of different agencies and, in so doing, raise the competitive prospects of the
country as a whole.'"”
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In fact, Block holds that the private sector’s growing dependence on government
support not only reveals the importance of U.S. industrial policy but simultaneously
offers American progressives an “unprecedented opportunity” to transform national
politics.'?® By supporting private firms that exhibit public spirited behavior—including
firms that support educational investments that would ultimately be in their own inter-
est as well—and withdrawing support from firms that “insist on their right to behave
badly,” he argues, industrial policymakers and their supporters can discourage “low-
road” competitive strategies and build a high-road alternative. While Block’s arguments
are as plausible as they are appealing, they are nonetheless vulnerable to a subtle
market fundamentalist counterattack and we therefore conclude our analysis of U.S.
industrial policy by beginning to put the case for government intervention—and con-
comitant progressive politics—on a sounder theoretical footing.

IV. Conclusion

A substantial body of literature documents the origins and consequences of sub rosa
industrial policies in the late-twentieth-century United States.'?! Our goal has been
less to document than to account for the birth and success of U.S. industrial policies
against the backdrop of earlier scholarship that questioned their very likelihood in a
federal democracy with three coequal branches of government and a market funda-
mentalist ideology. Why have industrial policies proven more common or successful
than the previous literature—and the neo-institutionalists in particular—would have
allowed? We maintain that the spatial and organizational decentralization of produc-
tion have simultaneously (1) broadened the coalition of industrial policy beneficiaries
and (2) placed new demands on industrial policy makers—and have thereby trans-
formed the industrial policy debate in new and unforeseen ways.'?

The original industrial policy debate took place within the market failure paradigm
of “government by exception: as long as the market mechanism functions success-
fully, it is preferred to government policy.”'?* Public action is justified when (1) free
markets fail to optimize social outcomes and (2) there is reason to believe that the
government can do better, and market fundamentalists tend to believe that the two
conditions are rarely met.!>*

Over the course of the past two decades, however, two important features of capi-
talist societies have become more clear to reasoned observers: First, the omnipresence
of market failure means that “the exceptions become the rule” and government inter-
vention becomes pervasive.'? And second, “network forms of organization” have not
only assumed their rightful positions as distinct mechanisms of governance—alongside
markets and hierarchies—but have proven particularly central to precisely the sorts of
innovation-based industries the U.S. government is targeting.'*

Our research illuminates and underscores the importance of both features of capi-
talist society. While public officials target resources, transfer technology, set standards,
disseminate knowledge, and thereby manipulate the country’s trajectory in a manner
unforeseen by proponents of path dependence, their private sector interlocutors are
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linked “neither by discrete exchanges nor by administrative fiat, but through networks
of individuals engaged in reciprocal, preferential, mutually supporting actions.”!?’
Examples would include the purchasing agents at the Detroit Three and their myriad
parts suppliers, program managers in the federal laboratories and their private sector
partners, and the thousands of countertop fabricators who work with Dupont as well
as their local manufacturing extension agents.

The omnipresence of both government intervention and network forms of economic
organization betray the limits of models that assume “that markets are the starting
point, the elemental form of exchange out of which other methods evolve” and thereby
challenges the utility of the market failure paradigm.'?® In that sense, our findings
simultaneously underscore the importance of Polanyian efforts “to shift the discussion
from a conventional focus on market failure to a broader notion of governance failure”
and expose their chief limitation.'” We have theories of market failure and organiza-
tional failure that we can use to guide policy interventions, but we have no corresponding
theory of network failure—that is, situations in which network production would prove
desirable were it to obtain but for some reason fails to emerge, survive, or meet expec-
tations. Public officials who encounter network failures are therefore encouraged or
tempted to fall back into the market failure paradigm and to thereby adopt policies that
either improve market functioning or subordinate markets to hierarchies rather than
policies that build and support decentralized production networks.

The debate over the ATP provides a particularly apposite example. While market
fundamentalists asserted that the “market failures that make the NSF necessary do not
apply to the ATP, as companies have every incentive to fund this profitable research on
their own,” they ignored the fact that ATP program officers built networks as well as
markets and that the latter were no less important than the former.'** For example, Mary-
ann Feldman and Maryellen Kelley compared ATP award winners and nonwinners and
found that the former were not only more likely to collaborate with new partners but to
sustain their collaborations into the future than the latter. “Paradoxically,” they argue,
“the profit incentive that motivates innovative activity by an individual firm also dis-
courages information sharing and collaborative R&D activities between companies.”!?!

Our article therefore highlights not only the utility of a neo-Polanyian approach to
the study of comparative capitalism but the need for a theory capable of transforming
network governance from a serendipitous but exceptional outcome to a politically
defensible and manageable process. The building blocks of such a theory are readily
available. Others have taken governance theorists to task for their failure to address
network failure in a systematic manner. And insofar as we are correct, and the market
failure paradigm justifies a retreat from network governance, that failure is likely to
prove economically as well as theoretically consequential. Social scientists would
therefore do well to develop and test a theory of network failure in the years to come.'*?
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