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Industrial Policy Takes a Wrong Turn

Intel workers at a factory site in Chandler, Ariz. Under President Donald Trump, the White House has
moved to take a stake in the troubled chipmaker.
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Not long ago the term “industrial policy” was out of favor, considered by Republicans
and even Democrats as a poor strategy for growth in a market economy. Characterized
by government ownership of productive assets and subsidies for key sectors, the idea
was that national priorities determined by the federal government required
intervention in private markets. The idea of government officials “picking winners and
losers” was widely opposed as inconsistent with the private economy and competitive
markets. That was the realm of countries like China and Russia.

No longer. The recent approval of Nippon Steel’s acquisition of U.S. Steel gave the
government a “golden share” — veto power over key business decisions. Recent

moves by Washington to acquire a 10% stake in Intel, its $400 million acquisition of
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rare earths company MP Materials, the recent suggestion that the federal government

might acquire a piece of Lockheed Martin, the decision to let Nvidia sell Al chips to

China in return for 15% of profits generated there, and a similar “profit-sharing”
arrangement with AMD point in a new direction. Revenue from those and other deals

may be used to create a sovereign wealth fund.

Federal investment in the corporate world isn't new. In 1987, fearing the loss of
semiconductor leadership, the federal government supported the creation of
Sematech, an R&D consortium funded jointly with industry. During the financial crisis in
2009 the government acquired equity in GM and Chrysler in an effort to keep the auto
industry afloat. More recently Congress, with bipartisan support, passed the Chips and
Science Act of 2022, providing $50 billion in subsidies to jump-start a revival of

semiconductor manufacturing in the U.S.

This is different. A public-private project, Sematech basically overrode antitrust policy
to allow large players in the semiconductor industry to pool their resources.
Automakers at risk of going under during the financial crisis were willingly bailed out
by TARP (the Troubled Assets Relief Program) and the government later sold its shares.
The CHIPS Act was designed to catalyze private investment. What we're seeing now is
the strong-arming of private businesses by the federal government to exert control
and extract revenue. Intel voluntarily accepted subsidies that federal legislation offered

- it did not invite a sale. Nvidia is immensely profitable and needs no support, but

sending profits to Washington is the price for a green light to continue serving the

China market.

These arrangements are transactional and extractive. We know that state-owned
enterprises are less efficient than private ones, and that bureaucratic or political
influence in business decisions can lead to poor choices and misallocated resources. If
the government is a shareholder, will difficult business decisions be based on
economics and what's best for the company, or distorted by pressure to please

whatever administration is in power?
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This isn't to say that industrial policy is always bad or that there isn't a role for the
government in economic strategy. But if Washington is interested in supporting
industrial competitiveness, instead of taking equity in American companies and
siphoning their profits it should lighten regulation, strengthen R&D, and invest in the
human capital needed to support American innovation. The U.S. sets the gold standard
for private-sector-led growth. It's not clear how emulating places like China and Russia

will advance the interests of American companies or their workers.
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