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Rebuilding the middle 
class

Addressing climate 
change

Global poverty reduction

A rich country problem, a poor country problem, and a global problem, often viewed as 
being in tension with each other. Can they be reconciled?

Our triple 
challenge
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services (manufacturing 
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Can such policies work and what form should they take?

Requiring:

• Second-best over first-best policies
• Experimentation over fixed remedies
• National/local solutions over 

international arrangements



The renewables success story

Source: https://ourworldindata.org/cheap-renewables-growth
Source: https://www.solarinsure.com/how-much-solar-energy-does-the-world-
generate

Bill McKibben: “The 
first thing that’s 
happened in … 40 
years … that scales 
to at least begin 
taking a serious 
bite out of the 
trouble we’re in.”

https://ourworldindata.org/cheap-renewables-growth
https://www.solarinsure.com/how-much-solar-energy-does-the-world-generate


How did we get this green technological 
miracle?
Largely through Chinese industrial policy

◦ though US and Europe were the earliest innovators (see later discussion)

The magic of industrial policy + learning curve:
◦ government support of renewables =>

◦ capacity increase =>

◦ learning by doing =>

◦ cost reduction =>

◦ price reduction =>

◦ market expansion =>

◦ capacity expansion => 

◦ …



Key features of Chinese productivism and 
green industrial policies
A national project

◦ With broad (quantitative targets)

Experimentation with policies
◦ Zones

Multiple policies
◦ directed credit, public investment in R&D and infrastructure, government 

procurement, demonstration programs, regulatory changes

Close collaboration with business and other levels of government
◦ mutually supportive (and occasionally competing) roles of national, provincial, and 

municipal government

Feedback loops
◦ monitoring

Iteration-revision
◦ industry consolidation when needed



Industrial policies don’t always work: what 
do failures tell us?
The Solyndra example (2011): a case of (very public) failure, after having been touted by Obama 
administration as flagship of green industry promotion

Inevitability of supporting some ventures that will fail
◦ cf. venture capital

Question is: how does overall portfolio perform?
◦ Tesla also received a similar loan from govt

Impossibility of picking winners 

But letting losers go is feasible

Solyndra was a failure only to the extent that (a) it could have been avoided with what was 
known ex ante; and/or (b) was allowed to persist for too long 

It’s not democracy vs authoritarianism: 
◦ the state in China as “collaborative catalyst” (Thurbon), rather than top-down command-

control



Productive development policies for specific 
domains

The green transition

Restoring the middle class

Poverty reduction and economic growth

Good jobs to sustain 
democracy and promote 
economic growth



Conventional economics significantly 
downplays the importance of jobs
Life satisfaction (utility)

◦ impact of jobs (and their quality) go beyond effect on incomes/budget constraints

◦ jobs as source of personal esteem, social recognition, dignity

◦ job loss is associated with very large (and persistent) drops in life satisfaction
◦ equivalent to multiples of income and that cannot be offset by monetary transfers (Suppa 2021)

Societal externalities
◦ job loss (due to trade, automation, or fiscal austerity) produces economic, social, political externalities

◦ higher crime, broken families, increased mortality, support for authoritarian populists

Social justice
◦ inequality is usually considered from perspective of distributive justice: who gets what?

◦ “contributive justice” is as important: “the opportunity to win the social recognition and esteem that go 
with producing what others need and value” (Michael Sandel) 



Jobs are not in (formal) manufacturing…

Source: OECD STAN Database
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Manufacturing is shedding labor in China, but 
that does not mean jobs will move elsewhere…

31 million fewer workers 
in China’s manufacturing 
sector since 2011!



Where the jobs will be

Top 10 occupations in the U.S., projected 2034 (source: BLS)

Neither onshoring nor investment in education will help

2024 National Employment Matrix title

Employment, 

2024

Employment, 

2034

Employm

ent 

distributio

n, 

percent, 

2034

Employm

ent 

change, 

percent, 

2024–34

Median 

annual 

wage, 

dollars, 

2024[1] Typical education needed for entry

Work 

experience in a 

related 

occupation

Home health and personal care aides 4,347.7 5,087.5 2.9 17.0 34,900High school diploma or equivalent None

Fast food and counter workers 3,796.0 4,029.2 2.3 6.1 30,480No formal educational credential None

Retail salespersons 3,936.7 3,917.1 2.2 -0.5 34,580No formal educational credential None

General and operations managers 3,712.9 3,876.8 2.2 4.4 102,950Bachelor's degree 5 years or more

Registered nurses 3,391.0 3,557.1 2.0 4.9 93,600Bachelor's degree None

Laborers and freight, stock, and material movers, hand 2,988.9 3,033.1 1.7 1.5 38,940No formal educational credential None

Stockers and order fillers 2,764.8 2,999.8 1.7 8.5 37,090No formal educational credential None

Cashiers 3,157.2 2,843.6 1.6 -9.9 31,190No formal educational credential None

Customer service representatives 2,814.0 2,660.3 1.5 -5.5 42,830High school diploma or equivalent None

Janitors and cleaners, except maids and housekeeping cleaners 2,447.7 2,495.5 1.4 2.0 35,930No formal educational credential None



Is rapid productivity growth in services possible?

Source: BLS Source: World Bank (2021)
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What is the good jobs-industrial policy 
connection?
Limits of traditional remedies

◦ largest service occupations (care, hospitality, retail, etc.) do not require college degrees

◦ mandating higher earnings create tensions with employment levels (e.g. France), in the absence 
of higher productivity

◦ not clear high-road/efficiency wage arguments hold sway for economy as a whole (Ton 2014; 
Osterman 2018)

A strategy based on productivity?
◦ increase demand for less-educated, “lower-skill” workers by increasing productivity of such 

workers and the firms that employ them

Complementarity between good firms and good jobs
◦ significant share of wage dispersion due to differences in firm characteristics  (Criscuolo et al., 

2020)

◦ more productive firms offer superior job ladders (Aghion et al., 2019)



Is industrial policy for services possible, and 
what does it look like?

Local developmental coalitions and programs
◦ localities as hubs for experimentation (cf. China, but also long tradition in US)
◦ combining workforce training with business development (e.g., the Right Place in Western Michigan)

From subsidies to customized public inputs
◦ coordination, workforce & management training, business services, technology, greenfields, regulatory 

assistance typically more effective, yet receive significantly less resources (Bartik)
◦ “we are at the middle of everything, yet control nothing”

Steering technology in a labor-friendly direction
◦ from Taylorist model (specialization of tasks, monitoring, top-down) to Toyota production model (greater 

agency, broader range of tasks, feedback loops) 
◦ examples

◦ long-term care: real-time info to enable care workers to exercise more autonomy and agency (e.g., vary eating schedules, undertake 
additional medical tasks, respond to needs of residents)  (e.g. Smart Aging program in Finland)

◦ retail: info systems that enable specialized sales and customer services, greater autonomy in decision-making

◦ education: enable provision of specialized services targeted to individuals’ learning needs and objectives

◦ an ARPA-W?



Traditional industrial policy New industrial policy

Market failures targeted R&D, innovation, learning 

externalities; coordination 

failures in investment

Traditional markets failures, plus 

good-job externalities, direction 

of innovation, and missing public 

inputs

Sectors Manufacturing, tradable sectors Services in addition to 

manufacturing

Firms Large, globally competitive firms All sizes of firms, including SMEs

Assumptions about the 

government

Governments can identify market 

failures ex ante and is sufficiently 

insulated from capture 

Knowledge about location and 

magnitude of market failures is 

widely dispersed; government 

faces substantial uncertainty; 

state capacity is endogenous

Types of incentives Tax, credit subsidies A portfolio of business services, 

including marketing, 

management & tech assistance, 

customized training, 

infrastructure, seed capital/loans 

for directed technologies 

Application of incentives Fixed schedule of incentives, 

except for incentive packages for 

large firms which may be 

negotiated

Customized to firms’ needs and 

adapted to context

Selection criteria Pre-specified Voluntary buy-in and participation

Conditionality Hard; rigid ex-ante criteria Soft; provisional, open-ended and 

evolving

Relationship with 

recipients

Arms’-length Collaborative, iterative; active 

project management

What’s new?

And a different style of policy…



Convergence of social and growth policies

Inclusion/equity possible only through creation of productive jobs in sectors 
that can absorb low-educated workers

Growth possible only by expanding productivity (and employment) in labor-
absorbing sectors

Growth will be lower, but its quality might be higher
◦ more inclusive and focused on building the middle class

And less dependent on global markets and context
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One important implication: lack of global cooperation not as big an impediment



In conclusion
All three of our global challenges require promoting structural change

◦ What they need: an updated industrial policy 

Structural transformation policies for:
◦ The green transition

◦ Restoring the middle class through good jobs

◦ A new development strategy

Global cooperation important in some respects, less so in others
◦ Industrial policies can be reconciled with open trade

◦ But climate assistance to poor nations a must for green transition


