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Outline 

• Growth miracles: rapid, sustained convergence 

• Why industrialization has been key 

• Premature deindustrialization today 

• Alternative models? 



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 

• technology 

• capital 

• markets 

But face other headwinds 

• bad policies, weak institutions 

• geographical disadvantages 

• poverty traps 

So conventional theory: convergence is conditional: 

 

𝑦 𝑗 = 𝛾 ln 𝑦∗(𝛩𝑗) −  ln 𝑦𝑗  
 

and slow: 𝛾 ≈ 2%  



Except for a few countries 

… mostly in East Asia 



Or in the European periphery after the Second 

World War 

Industrializers in the 

European periphery 



A common feature: rapid industrialization 

Why manufacturing industries are special: 

1. productivity dynamics 
• unconditional convergence 

2. labor absorption capacity 
• skills 

3. tradability 
• 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 – 

regardless of period, region, sector, or aggregation 

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 period×industry fixed effects). 

Source: Rodrik (2013) 

𝛽 ≈ 3% (t-stat ≈ 7), implying a half-life for full convergence of 40-50 years!  



Reconciliation: embedding convergence 

and dualism in growth theory 
• Economic dualism is endemic 

• Traditional activities 
• traditional agriculture; small, informal firms 

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

• too small to produce significant aggregate effects (B)  

 • Economy-wide productivity 

requires steady accumulation of 

“fundamentals,” which is slow 
• human capital, institutions (A) 

• Rapid growth possible 

nonetheless by expanding 

modern activities (C) 

• Which requires policies that overlap with, but are not same as, 

fundamentals 



What is the role of innovation and 

technology in this story? 

• Why do TFPs (A) differ across countries? 

• One answer: firms in poor nations do not innovate 
• but the challenge is not innovation but imitation 

• the technology for catch-up (“blueprints”) is available in rich nations 

• Another answer: firms do not employ most up-to-date technologies 
• but typically in developing economies, the most productive firms do 

• Another answer: resource misallocation 
• resources are not allocated to the highest productivity activities  

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

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



Policies: How did successful countries promote 

rapid industrialization? 

• macro “fundamentals” 
• reasonably stable fiscal and monetary policies 

• reasonably business-friendly policy regimes   

• steady investment in human capital and institutions  

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

• pragmatic, opportunistic, often “unorthodox” government 
policies to stimulate domestic manufacturing industries 
• protection of home market, subsidization of exports, managed 

currencies, local-content rules, development banking, special 
investment zones, … with specific form varying across contexts 

• a development-friendly global context 
• access to markets, capital and technologies of advanced countries 

• benign neglect towards industrial policies in developing countries 

 



No more growth miracles? 

• The uncertain prospects of industrialization 

• globalization and the division of labor 

• technology and skill-intensity 

•  Recent evidence 



The manufacturing curve 



Employment: pre- and post-1990 



Real MVA: pre- and post-1990 







Employment de-industrialization by skill type 



Premature de-industrialization 



Employment: manufactures and non-

manufactures exporters 
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Real MVA: manufactures and non-

manufactures exporters 

  

 

-0.14

-0.12

-0.1

-0.08

-0.06

-0.04

-0.02

0

0.02

1960s 1970s 1980s 1990s 2000+

Real manufacturing output share, non-manufactures exporters
estimated period coefficients

(with 95% confidence intervals)

-0.14

-0.12

-0.1

-0.08

-0.06

-0.04

-0.02

0

0.02

1960s 1970s 1980s 1990s 2000+

Real manufacturing output share, manufactures exporters
estimated period coefficients

(with 95% confidence intervals)



Global value chains facilitate entry to 

manufacturing but diminish returns from it  

Source: Johnson (2014) 



Patterns of structural change 
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Patterns of structural change: East Asia and 

advanced countries 
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Patterns of structural change: low-income 

countries today 
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Why services are not like manufactures 

• High-productivity (tradable) segments of services cannot 

absorb as much labor 
• since they are typically skill-intensive 

• FIRE, business services 

• Low productivity (non-tradable) services cannot act as 

growth poles 

• since they cannot expand without turning their terms of trade 

against themselves 

• continued expansion in one segment relies on expansion on others 

• limited gains from sectoral “winners” 

• back to slow accumulating fundamentals (rather than IP) 



Dualism in services: across sectors 
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much higher 
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also much more 

intensive in skills 



Dualism in services: within sectors (I) 

Source: McKinsey country studies, via Lagakos (2007) 



Source: McKinsey country studies, via Lagakos (2007) 

Dualism in services: within sectors (II) 



A thorny problem: the employment-productivity 

trade-off in services 

• Large part of the problem in services (e.g. retail trade) is 

preponderance of small, low-productivity firms that absorb 

excess supply of labor 

• Where do people employed in small firms go? 
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Community and personal services

Not many examples of productivity growth and 

employment expansion in services 

Source: Author’s calculations from GGDC data. 

Service sectors that have best productivity performance typically shed labor; labor 

absorbing sectors typically have worst productivity performance.  



How did manufacturing avoid this 

problem? 

• Key is tradability 

• Higher-than-average productivity growth in a tradable 

sector of (small) open economy translates into greater 

output 

• and possibly higher employment even if productivity growth is 

driven by labor-replacing technology 

• In non-tradable sectors, the output-boosting effect is 

attenuated by decline in relative price (and profitability)  



Alternative paths to high growth? 

𝑦 =  𝛾 ln 𝑦∗ 𝛩 − ln 𝑦 (𝐴)

         + 𝛼𝑀𝜋𝑀𝛽 ln 𝑦𝑀
∗ − ln 𝑦𝑀 (𝐵)

 +  𝜋𝑀 − 𝜋𝑇 𝑑𝛼𝑀      (𝐶)

 

 

1. Enhance growth payoff of investments in capabilities? 

2. Expand range of industries with “escalator” properties? 

 



Can public investment lead growth: Ethiopia 

(and other cases) 

GDP growth of more than 10% p.a. over last decade, due in large part to 

increase in public investment, from 5% to 19% of GDP. 

Source: World Bank (2015) 



Bottom line 

• East Asia style growth miracles are less likely in the future 

• and where they happen, they will not be based on 

manufactured exports  

• Growth in emerging markets have been unsustainably 

high in last decade, and will come down by a couple of 

points 

• Convergence will continue, but not as rapidly, and in large 

part because of low growth in advanced economies 

• As domestic rather than global trends drive growth, 

significant heterogeneity in long-term performance across 

developing countries is likely 


