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Question

▶ Wide recognition that more investment is needed for energy
transition, including in technology, construction and
infrastructure (cf new Draghi report on Europe)

▶ also increasing consensus that State intervention (either
through public investment, tax credit or subsidies) is required
to spur long-term investment because long-term expected
return too low for private companies. Linked to ”return of
industrial policy” (Evenett et al. 2024)

▶ can history sheds light on these current debates?



Main arguments

1. Many evidence of State ”big push” in economic history but
often from separate literatures (railway/infrastructure vs.
industrial policy).

2. Large variety of State interventions (ownership, subsidies,
public credit, knowledge transfers, etc.). Credit policy rather
than public expenditures

3. Historical quantitative evidence often limited by
▶ endogeneity and selection issues (states may help industries

that need it the most)
▶ difficulties to consider spillovers (upstream-downstream

linkages) and long-term effects. Some new methods are
promising

4. Not only ”catch-up” growth (also innovation policies )

5. Still some important blind spots in the literature, especially
about how decisions were taken (how to set objectives and
build political support). Coordination or conflict of interests?
Dialogue with political & social history may help



Not covered in this course

1. communism

2. trade protectionism

3. corruption, insider lending

4. other State function influencing investment (education,
unemployment insurance, etc.)

5. short-term public spending policies (ex: New Deal Fishback
2017)

6. how (and why) industrial/infrastructure policies have changed
over time and across countries

7. failed industrial policies

8. anything before mid-19th century



This course

▶ Focus on methodology

▶ How to characterize state policies that support development
of infrastructure and industries?

▶ How to measure their effects?



Connected different kinds of literature

1. ”Economic backwardness in historical perspective”
(Gerschenkron 1963) + catch-up growth (Abramovitz 1986)

2. ” A journey through the last century may, by destroying what
Bertrand Russell once called the “dogmatism of the
untraveled,” help in formulating a broader and more
enlightened view of the pertinent problems and in replacing
the absolute notions of what is “right” and what is “wrong”
by a more flexible and relativistic approach.” Alexander
Gerschenkron , Economic Backwardness in Historical
Perspective , 1962, p. 27
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Connecting different kinds of literature

1. ”Economic backwardness in historical perspective”
(Gerschenkron 1963 on Prussia and Russia in 19th century) +
catch-up growth (Abramovitz 1986)

2. infant industry, and import/export substitution (F.List ;
Hirschman 1958; Chang 2003; Juhász 2018; Aiginger and
Rodrik 2020

3. developmental state and industrial policy (Chang 1994;
Amsden 2003; Wade 2004)

4. credit policy and industrial policy (Rota 2013; Monnet 2023;
Lucas 2016)

5. business history and state intervention (O’Sullivan 2000;
Mazzucato 2011; Chandler 1954; Chandler 1965

6. railroad and economic growth (Donaldson and Hornbeck
2016)



On and off the rails

1. Study of railroad as a landmark in quantitative economic
history. Fogel 1964: Railroads and American Growth.

2. Giving rise to many debates (David 1969; Bogart 2024)

3. The 19th century was indeed the century of railroads , and
development pushed by states (Bogart 2024).

Figure: USA. O’Sullivan 2016



On and off the rails

Figure: Groote, Jacobs, and Sturm 1999



4 generations of railway studies

▶ N°1. Fogel 1964 and ”social savings”

▶
SS = (Pa − Pr ) ∗ Qr

Pr ,Qr : price & quantities of implemented technology.
Pa: price of alternative technology.

▶ upper-bound measure, as if demand for transport was
perfectly price inelastic. Correspond to TFP gains, not capital
accumulation. (Crafts 2004)

▶ Fogel found that very small contribution to US growth

▶ Estimates for other countries (and periods) vary enormously
depending on ”alternatives” (Crafts 2004)

▶ what kind of counterfactual is it really? (David 1969)

▶ also look at productivity of railways (Bogart and Chaudhary
2013)



4 generations of railway studies

▶ N°2. Correlation between investment and growth Groote,
Jacobs, and Sturm 1999; Herranz-Loncán 2007; Jedwab and
Storeygard 2019

▶ Capital accumulation causes growth, not only Solow residual
(De Long and Summers 1991)

▶ Other way: growth accounting (Bogart, Chaudhary, and
Herranz-Loncán 2015).

▶ Effects are stronger than with ”social saving” method
▶ Pros: show the enormous share in total investment and deals

with capital accumulation
▶ Cons: endogenous. (Usually) no distinction between private

and state initiatives. No consideration of spillover effects.



4 generations of railway studies

▶ N°3. Instrumental variables/ Diff-diff. (See Bogart 2024 for
survey). Usually look at growth of cities ”randomly” affected
by new line opening (a small city between two large ones
targeted by important policy reform). Berger 2019; Lenoir
2020 etc.

▶ Other possible outcomes: innovation, banks etc.
▶ Pros: exogenous impact and isolate effect of State policies
▶ Cons: no general eq. effect; usually only impact on population;

local effect and no evolution over time of network’s effects



4 generations of railway studies

▶ N°4. Market access Donaldson and Hornbeck 2016;
Donaldson 2022

▶ Taking network effects (spatial) into account





Donaldson and Hornbeck 2016

Nd is population in counties connected through transports. τ is
the transport cost. θ is trade elasticity.

Based on these estimations, they can build counterfactuals. What
does happen without railroads, or if railroad replaced by canals in
”feasible” areas: MA decreases by 80%, agricultural price lower by
60%.



Donaldson and Hornbeck 2016

▶ Main advantage of this method is to take into account all
spillovers, coming from all network connections, over time.

▶ Also a way to consider endogeneity



4 generations of railway studies

▶ N°4. Market access (Donaldson and Hornbeck 2016;
Donaldson 2022
▶ Pros: consider general equilibrium and spillovers. Compatible

with IV or exogenous shocks.
▶ Cons: relies on many assumptions whose effects are difficult to

estimate (as in Fogel 1964): average freight rate, volume of
transported goods, speed, trade elasticity. Choice of dependent
variable remains limited by historical data (agricultural land
price, population). Counterfactual remains not fully specified.



Various means of State intervention

▶ Construction of the rails.

▶ Nationalization of the companies. Problem: strongly endogenous,
especially to profit (so not surprising that Bogart 2010 finds that
construction - but not nationalization - increases efficiency

▶ Land sales or grant (cf. Australia, US)

▶ Subsidies or loans (Goodrich 1956; Berger 2019)

▶ State-guarantee of railway bonds and stocks. This became the norm
in all countries, when railroad companies were not nationalized,
except in the UK (Eichengreen 1995).

▶ France: 2/3 of value on the stock & private bond market in 1900
were state-guaranteed railway securities

▶ Regulation prices and dividends (Maggor 2024)

▶ Ex: reconstruction in US South (Goodrich 1956). A developmental
state and industrial policy? (Maggor 2024)

▶ Analogy to industrial policy ? Fogel 1966: distinguish
”disembodied” (effect on transport cost) and ”embodied” (effect of
the technology per se) consequences



State intervention (construction vs. nationalization; Bogart
2010



State intervention. Nationalizations pre 1914. Bogart 2010



Conclusion (railroads)

▶ Recent studies find a much bigger impact than Fogel

▶ New wave of quantitative studies highlight spillovers: key to think
about any large scale investment

▶ Quantitative studies on impact of railroad neglect issues of financing
(while crowding out or crowdin in should be part of the
counterfactual) and decision-making

▶ The literature (especially ”market access”) does not deal directly
with issue of state intervention.

▶ but no evaluation of all forms of state interventions
(guarantee of bonds, regulation of dividends and prices, etc.)

▶ Still, informative literature on i) importance of spillovers, ii)
magnitude of infrastructure investment for other sectors; iii) variety
of state interventions; iv) positive effect on aggregate economic
growth might not have been contradictory with rent seeking, and
capture of private interests (typical of 19th century), for example in
colonial context Herranz-Loncán and Fourie 2018; Bogart and
Chaudhary 2013; Jedwab and Storeygard 2019



Other state-led investment and industrial policies

▶ Large literature in political sciences and business history (Amsden
2003 etc.), but little quantitative history and economic studies.

▶ Similar methodological issues as with railroads: diff-diff too limited
to capture spillovers (spatial and - even more - knowledge &
long-term effects); very few ”natural experiments”, state
intervention is deeply endogenous (Juhász, Lane, and Rodrik 2023
etc.)



Selective credit allocation is the single discretion necessary
to all state-led industrial strategies (J.Zysman 1983, Gov,
Markets and Growth

▶ Quantitative importance of public credit in history (Amsden
2003; Monnet 2018; Degorce and Monnet 2024) but little
studied.

▶ Rota 2013 on 1950 1980 Italy using correlations.

▶ Monnet 2018 on France 1950-1973, comparing credit flows
and marginal productivity of capital across sectors. (see Hsieh
and Klenow 2009 for recent period with micro data)

▶ Burgess and Pande 2005 on Indian state banks 1960-1970s
using diff-diff.

▶ Lehmann-Hasemeyer and Wahl 2021 on ”public” banks in
19th century Germany.

▶ Degorce and Monnet 2024 on countercyclical effect only.



Challenges and ways ahead

Figure: Monnet 2018



The financing of Japanese industrial policy until the 1980s

Figure: Park, G. (2020). Spending without taxation: FILP and the
politics of public finance in Japan. Stanford Univ. Press.



Lane, Industrialisation in South Korea, QJE 2025

▶ Study of South Korean policy to promote high chemical
industries from 1973 (Nixon shock) to 1979 (assassination of
Park Chung-hee)

▶ Two key features of the sectoral policy: directed credit
(through Development Bank and central bank) + exemption
of import duties



Lane, Industrialisation in South Korea, QJE 2025

▶ Show a direct positive effect (using diff-diff). HCI sectors
enjoyed higher productivity growth

▶ Main contribution: capture spillovers through input-output
matrix. See Hirschman 1958







Questions unanswered

▶ A specific case of clear direct positive effect on productivity.
Still spillover in other cases?

▶ what about policies to save employment and restructure
industries?

▶ how did a specific credit system make this policy possible? (a
more cost-efficient way to do it?)

▶ does credit policy require sufficient domestic savings?
(Amsden) low real rates? possible with foreign capital?



Challenges and ways ahead

▶ Reconcile study of decision-making and corporate
management with quantitative studies on impact of state
intervention.

▶ Understanding why and how state intervention was decided is
key for policy lessons

▶ Understanding differences between objectives and outcomes.

▶ What makes industrial policy effective? Amsden 2003: control
mechanisms (”a set of institutions that imposes discipline on
economic behavior”). In particular, reciprocity (”monitorable
performance standards that were redistributive in nature and
results-oriented.”) and a ”sensor, to detect the “givens” in the
process to be controlled; an assessor, to compare what is
happening with what should happen; an effector, to change
behavior; and a communications network, to transmit
information between all functions.”



Challenges and ways ahead

▶ In what extent does the feasibility and impact of industrial
policy depends on other features of the State and public
policies?
▶ state-owned companies (ex: private railway companies with

state guarantee vs. state-owned energy company). Only a
matter of profit and wealth inequality?

▶ competition policy (Alayrac and Thyrard 2024 on EU
investment policy since 1950s)

▶ globalization (protectionism, import-substitution, financial
dependence, etc.) Ex: Bignon, Esteves, and Herranz-Loncán
2015 on Lat.Am. railroads in 19th century



Conclusion

▶ Many historical evidence of state-intervention to promote
long-term investment in infrastructures and equipment since
19th century.

▶ Interventions take many forms: state-owned companies, loans,
public investments, tax credit, regulation, debt guarantee

▶ Little quantitative evidence of the impact of state intervention
because many empirical evidence

▶ Exception is literature on railroads, but only recently able to
take into account spillovers and GE effects

▶ Need to integrate more quantitative economic history with
history of decision making and management (corporate and
state).

▶ Need to highlight how impact and forms of state intervention
depend on the context (especially financial liberalization,
globalization and competition policy)
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