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Outline

AGrowth miracles: rapid, sustained convergence
AWhy industrialization has been key
APremature deindustrialization today
AAlternative models?
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Convergence Is historically the exception rather
than the norm
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Notes: For RHS chart, variable on the vertical axis is growth of GDP per worker over four separate decades
(1965-1975, 1975-1985, 1985-1995, 1995-2005), controlling for decadal fixed effects.
Source: Rodrik (2013), using data from Maddison (2010) and PWT 7.0 (2011).



Unconditional versus conditional convergence

Latecomers have access to
A technology
A capital
A markets
But face other headwinds
A bad policies, weak institutions
A geographical disadvantages
A poverty traps
So conventional theory: convergence is conditional:
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Except for a few countries
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Or in the European periphery after the Second
World War

Countries that have grown at 4.5 per annum per capita (or faster) over 30 years or more

Before 1950 After 1950
fastest growth fastest growth
rate achieved rate achieved
overthree over

Country decades (%) period decades (%) perio
Before 1900 Italy 5.9 1945-1975
Australia 5.8 1823-3£53 Spain 4.9 1949-1980
New Zealand 7.1 184 Portugal 4.6 1950-1980
Greece 7.3 1945-1975
Between 1900 and 1950 Israel 4.7 1953-1983
Venezuela 5.5 1907939 Yugoslavia 4.9 1952-1982
Ireland 4.6 1976-2006

5.3

Saudi Arabia
Libya 7.4 1950-1980
Oman 7.4 1955-1985
Botswana 7.3 1960-1991
Cape Verde 55 1977-2007
Equatorial Guinea 9.3 1974-2004
Japan 7.4 1945-1975
. . . North Korea 4.7 1951-1981
Industrializers in the Taiwan 72 19461976
South Korea 7.3 1965-1995
European periphery Singapore 6.7 1964-1995
Hong Kong 6.0 1958-1988
Malaysia 51 1967-1997
Indonesia 4.7 1967-1997
Burma 4.9 1977-2007

China 6.7 1976-2007




A common feature: rapid industrialization

Why manufacturing industries are special:

1. productivity dynamics
A unconditional convergence

2. labor absorption capacity
A skills

3. tradability
A can expand without turning terms of trade against itself

Specialization in narrow range of manufactures can be
potent engine for growth.

Narrower focus also eases policy challenges of economy-
wide reform.



Productivity convergence in (formal) manufacturing
appears to be unconditional and quite general 1
regardless of period, region, sector, or aggregation
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I o b(tstat 7), implying a half-life for full convergence of 40-50 years!

Notes: Data are for the latest 10-year period available. On LHS chart, each dot represents a 2-digit manufacturing industry in a specific

country; vertical axis represents growth rate of labor productivity (controlling for period, industry, and periodi industry fixed effects).
Source: Rodrik (2013)



Reconciliation: embedding convergence
and dualism in growth theory

A Economic dualism is endemic

A Traditional activities
A traditional agriculture; small, informal firms

A Modern activities
A high productivity, exhibiting (unconditional) productivity convergence

A too small to produce significant aggregate effects (B)

A Economy-wide productivity
requires steady accumulation of | ¥ = y(Iny*(@) —Iny) (4)

ifundamental s, 0| whi €dymuB&ys-ilngyw (B)
A human capital, institutions (A) % (©)
A Rapid growth possible
nonetheleSS by expanding Standard convergence is augmented by two additional terms
modern activities (C)
A Which requires policies that overlap with, but are not same as,

fundamentals




What is the role of innovation and
technology In this story?

AWhy do TFPs (A) differ across countries?

A One answer: firms in poor nations do not innovate

A but the challenge is not innovation but imitation

Athe technology forcatch-up (Abl ueprintso) 1 s avali
A Another answer: firms do not employ most up-to-date technologies

A but typically in developing economies, the most productive firms do
A Another answer: resource misallocation

A resources are not allocated to the highest productivity activities

A 'low economy-wide TFP is due to in large part to allocative inefficiency

A rapid growth requires rapid internal convergence (i.e., structural change)



Policies: How did successful countries promote
rapid industrialization?

Amacr o Afundamental so
Areasonably stable fiscal and monetary policies
Areasonably business-friendly policy regimes

A steady investment in human capital and institutions

A but more important for sustaining growth past middle income than
launching it

Apragmatic,oppor t uni snorthocdpxoogobeger i n
policies to stimulate domestic manufacturing industries

A protection of home market, subsidization of exports, managed
currencies, local-content rules, development banking, special
i nvest ment zones, €é with specifi
Aa development-friendly global context
A access to markets, capital and technologies of advanced countries

A benign neglect towards industrial policies in developing countries



No more growth miracles?

AThe uncertain prospects of industrialization
A globalization and the division of labor
Atechnology and skill-intensity

A Recent evidence



The manufacturing curve
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Employment: pre- and post-1990

Simulated manufacturing employment shares

0.25

== == pre-1990

0.9 post-1990 - T~ -
. - -—

0.15 5 N
/ ’ \ \
/7 \
0.1 ; N
V4
0.05 /

o o o N N 0 00 00 b L 2 B2 B2 RBjE= =
B o M o B o N @m © 2 O B AR N
B b N
-0.05 \
-0.1 \

-0.15




L
Real MVA: pre- and post-1990

Simulated manufacturing ouput shares
(MVA/GDP at constant prices)
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_ Table 3: Country groups, manemp _

Sub-
Sub- Saharan
all developed Latin Saharan  Africa (excl.
countries  countries America Asia Africa Mauritius)
In population 0.122* -0.652* 0.191* 0.789* 0.199* 0.178*
(0.021) (0.122) (0.032) (0.102) (0.019) (0.014)
In population squared -0.001 0.017* -0.003* -0.025* -0.005* -0.004*
(0.001) (0.003) (0.001) (0.003) (0.001) (0.000)
In GDP per capita 0.316* 1.070* 0.902* 0.912% 0.190%* 0.148*
(0.026) (0.088) (0.071) (0.071) (0.024) (0.018)
In GDP per capita squared -0.018* -0.057* -0.052* -0.051* -0.014* -0.011*
(0.002) (0.005) (0.004) (0.004) (0.002) (0.001)
1960s -0.018* -0.004 -0.027* -0.003 n.a. n.a.
(0.004) (0.004) (0.004) (0.013)
1970s -0.033* -0.021* -0.050* 0.016 0.002 -0.003
(0.005) (0.006) (0.006) (0.016) (0.004) (0.003)
1980s -0.054* -0.052* -0.079* 0.022 0.004 -0.021*
(0.006) (0.007) (0.008) (0.019) (0.007) (0.005)
1990s -0.074* -0.072* -0.096* 0.013 0.007 -0.033*
(0.008) (0.009) (0.010) (0.022) (0.012) (0.007)
2000s+ -0.105* -0.096* -0.131%* 0.004 0.007 -0.035*
(0.009) (0.010) (0.012) (0.026) (0.014) (0.008)
country fixed effects yes yes yes yes yes yes
number of countries 42 10 9 11 11 10
number of observations 2,209 575 545 519 524 481

Robust standard errors are reported in parentheses.
Levels of statistitical signficance: *: 99%; **: 95%; ***: 90%.






