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Balassa and Samuelson Effect
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“Premature Deindustrialization”
Dani Rodrik (Journal of Economic Growth, 2016)
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"In the absence of sizable manufacturing industries, these economies will need to
discover new growth models.

One possibility is services led growth. Many services, such as IT and finance, are
high productivity and tradable, and could play the escalator role that
manufacturing has traditionally played.

However, these service industries are typically highly skill intensive, and do not
have the capacity to absorb — as manufacturing did — the type of labor that low
and middle income economies have in abundance.

The bulk of other services suffer from two shortcomings. Either they are
technologically not very dynamic. Or they are non-tradable, which means that
their ability to expand rapidly is constrained by incomes (and hence productivity)
in the rest of the economy”
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