
infant industry definition economics
infant industry definition economics is a critical concept in economic theory
that refers to newly established industries that require protection and
support to grow and become competitive. This article delves into the
definition of infant industry, its significance in economics, the arguments
for and against protecting these industries, and real-world examples that
illustrate the concept. Understanding the dynamics of infant industries is
essential for policymakers and economists as they navigate the complexities
of economic development and industrial policy. This comprehensive exploration
will provide insights into the theoretical underpinnings, practical
implications, and the continuing relevance of the infant industry concept in
the context of globalization and economic policy.
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Understanding Infant Industry

The term "infant industry" refers to a sector that is in its early stages of
development and has not yet achieved a competitive advantage in the global
market. These industries typically require government support through
tariffs, subsidies, or other protective measures to shield them from foreign
competition. The rationale behind this protection is that these nascent
industries need time to grow, innovate, and become efficient enough to
compete on equal footing with established foreign competitors.

Infant industries are often characterized by a lack of economies of scale,
limited access to capital, and a need for technological advancements. In many
cases, they operate in emerging markets where the business environment may
not be fully conducive to rapid growth. By providing temporary protection,
governments aim to foster local entrepreneurship and innovation, which can
ultimately lead to job creation and economic diversification.



Key Characteristics of Infant Industries

Infant industries exhibit several key characteristics that differentiate them
from more mature sectors. Understanding these traits is crucial for
policymakers and economists who consider interventions to support such
industries.

Technology Gap: Infant industries often rely on outdated technology or
lack the expertise required to innovate.

Market Knowledge: New entrants may not have adequate market knowledge to
compete effectively against established firms.

Access to Capital: Difficulty in securing funding can limit growth and
expansion opportunities.

Economies of Scale: These industries may struggle to achieve economies
of scale, leading to higher production costs.

Historical Context

The concept of the infant industry dates back to the early 19th century and
is often associated with the works of economists such as Alexander Hamilton
and Friedrich List. Hamilton advocated for protective tariffs in the United
States to nurture fledgling industries, while List emphasized the importance
of national economic development through protectionist policies.

Historically, many nations have employed the infant industry argument to
justify protectionist measures. For example, during the post-World War II
era, several developing countries adopted import substitution
industrialization (ISI) strategies, aimed at fostering local industries by
limiting foreign competition. This approach sought to build self-sufficiency
and reduce dependence on imports.

Evolution of the Infant Industry Argument

Over the decades, the infant industry argument has evolved. Initially, it was
primarily focused on manufacturing sectors. However, in recent times, it has
expanded to include technology and service industries as well. The rapid pace
of globalization and technological change has introduced new challenges and
opportunities for infant industries, necessitating a reevaluation of
traditional protectionist policies.



Benefits of Protecting Infant Industries

Supporters of infant industry protection argue that it provides several
benefits that can contribute to long-term economic growth and stability. Here
are some of the key advantages:

Job Creation: Protecting new industries can lead to job creation in
sectors that are critical for economic development.

Innovation and R&D: Government support can foster research and
development, leading to technological advancements.

Diversification: Encouraging diverse sectors can reduce reliance on a
few industries, enhancing economic resilience.

Trade Balance Improvement: Developing local industries can reduce
imports and improve the trade balance.

These benefits highlight the potential for infant industries to contribute
positively to the overall economic landscape. When supported effectively,
these industries can transition from dependency on protection to becoming
robust competitors in the global market.

Critiques of Infant Industry Protection

Despite the potential benefits, there are significant critiques of the infant
industry argument. Economists caution that protectionist measures can lead to
inefficiencies and market distortions. Here are some common criticisms:

Dependency on Subsidies: Industries may become reliant on government
support, hindering their ability to innovate and compete independently.

Inefficient Use of Resources: Protection can lead to resource
misallocation, as protected industries may not operate at optimal
efficiency.

Retaliation from Trade Partners: Implementing tariffs and quotas can
provoke retaliation, leading to trade wars that can harm the economy.

Stifling Competition: Protectionism can reduce competition, leading to
complacency among domestic firms.



These critiques emphasize the need for a balanced approach to supporting
infant industries, ensuring that protection is temporary and accompanied by
efforts to enhance competitiveness.

Case Studies of Infant Industries

Examining real-world examples of infant industries can provide valuable
insights into the practical applications and outcomes of protectionist
policies. Below are several notable case studies:

South Korea's Electronics Industry

In the 1960s and 1970s, South Korea implemented protectionist measures to
develop its electronics sector. By providing tariffs and incentives, the
government nurtured local firms like Samsung and LG, which eventually became
global leaders in technology. This case illustrates how targeted support can
lead to successful industrial growth.

Brazil's Automobile Industry

Brazil's automobile industry also serves as a significant case study. During
the 1960s, the government encouraged local production through import tariffs
and incentives. While this led to the establishment of a robust automotive
sector, it also faced challenges, including inefficiencies due to a lack of
competition.

India's Information Technology Sector

India's IT industry is a more recent example of an infant industry that has
flourished with government support and investment in education and
infrastructure. While initially needing protection, the sector has grown to
compete globally, demonstrating the potential for infant industries to become
competitive players in the international market.

Conclusion

The infant industry definition in economics encapsulates a vital aspect of
industrial policy and economic development. While protecting these emerging
sectors can foster growth, innovation, and job creation, it is crucial to



strike a balance that avoids long-term dependency and inefficiencies.
Policymakers must navigate the complexities of global competition while
providing the necessary support for local industries to thrive. As the global
economic landscape continues to evolve, the infant industry concept remains
relevant, offering insights into the challenges and opportunities that new
industries face in their quest for competitiveness.

Q: What is the infant industry argument?
A: The infant industry argument posits that new or emerging industries need
protection from foreign competition to grow and develop until they can
compete on their own. This support often comes in the form of tariffs,
subsidies, or other government interventions.

Q: Why do governments protect infant industries?
A: Governments protect infant industries to foster local economic growth,
create jobs, stimulate innovation, and reduce reliance on imports. These
protections aim to provide a nurturing environment for nascent sectors to
achieve competitive viability.

Q: What are some examples of successful infant
industries?
A: Successful examples of infant industries include South Korea's electronics
sector, Brazil's automobile industry, and India's information technology
sector. Each of these has benefited from government support and has evolved
into competitive global players.

Q: What are the potential downsides of protecting
infant industries?
A: Potential downsides include dependency on government support,
inefficiencies due to lack of competition, resource misallocation, and
possible retaliation from trade partners which can lead to trade wars.

Q: How long should infant industries be protected?
A: The duration of protection for infant industries should be limited and
contingent upon their ability to achieve competitiveness. A clear timeline or
set benchmarks can help ensure that protection does not become permanent.



Q: How can governments ensure that infant industries
do not become reliant on protection?
A: Governments can implement policies that promote competition, encourage
innovation, and set performance targets that infant industries must meet to
receive continued support. This approach helps transition industries toward
self-sufficiency.

Q: What role does innovation play in the success of
an infant industry?
A: Innovation is crucial for the success of an infant industry as it allows
these sectors to improve efficiency, reduce costs, and develop unique
products that can compete in the global market. Government support for
research and development can facilitate this process.

Q: Can the infant industry concept apply to service
sectors?
A: Yes, the infant industry concept can apply to service sectors as well,
especially in industries such as technology, healthcare, and education, where
emerging players may need support to build capacity and compete effectively.

Q: How does globalization impact infant industries?
A: Globalization presents both challenges and opportunities for infant
industries. While increased competition can threaten their survival, access
to larger markets and foreign investment can provide the resources needed for
growth and development.

Q: Is the infant industry argument still relevant
today?
A: Yes, the infant industry argument remains relevant as many countries
continue to face the challenge of developing new industries in a rapidly
changing global economy. Understanding this concept helps inform effective
economic policies that support growth and development.
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