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Abstract: This paper analyses the evolution of Dani Rodrik’s thinking on economic
development and industrialization between 2004 and 2024, a period during which his vision
shifted from an industrialization-centred perspective to a more nuanced and multidimensional
approach. The study examines how his understanding of the role of manufacturing and services
in economic development was transformed due to contemporary challenges, including
premature deindustrialization, technological change, and environmental imperatives. Through
a systematic analysis of his major works, the paper identifies three distinct phases in his
thinking: early (2004-2013), focused on industrial and exchange rate policies; middle (2015-
2016), marked by the recognition of premature deindustrialization; and recent (2019-2024),
characterized by an emphasis on the services sector and adaptive policies. The first two phases
of Rodrik’s thinking had as common trace a growing convergence with many of the ideas
developed by New-Developmentalist authors. In the last phase, however, Rodrik’s intellectual
evolution reflects a return to more neoclassical tenets as compared to the more new-
developmentalist approach of his early thinking due to a growing pessimism about
industrialization as the main driver for economic development.
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1- Introduction

The impact of industrial development on economic growth remains a controversial
topic among economists (See Szirmai, 2012). Over the past two decades, profound structural
shifts in the global economy have reignited the debates on industrial policies, its importance
and its evolving forms (Rodrik, 2019). In this context, the evolution of economist Dani
Rodrik’s thought on the subject offers a unique perspective for understanding how traditional
paradigms of industrial development are being challenged and reconfigured. This article
analyses Rodrik’s thinking between 2004 and 2024, a period during which his vision on the

role of manufacturing in economic development underwent significant transformations.

Today there is a consensus that deindustrialization' is a widespread phenomenon both
in developed? and developing economies. However, it is particularly worrying in the latter,
where the share of the manufacturing sector in GDP and employment began to shrink at a much
lower per capita income level than historically observed in developed economies, a
phenomenon that was originally named premature deindustrialization by Chilean Economist
Gabriel Palma (2005). This process, also analysed by Rodrik (2016), represents a significant
break with the historical pattern of economic development, in which industrialization served
as the main driver of growth and structural transformation (Kaldor, 1967, p. 54; Thirlwall,
2002, p.40). The magnitude of this challenge is compounded by the fact that many developing
economies are losing their manufacturing sector before they can even consolidate a robust and

diversified productive structure®.

The impact of these transformations is especially relevant for emerging economies that
have traditionally seen industrialization as their main path to development. The erosion of
traditional comparative advantages, combined with the need to adapt to new technological and
environmental paradigms, has led to a fundamental questioning of the viability of conventional

industrialization strategies. This context has prompted Rodrik to make a profound reassessment

" The classical definition of deindustrialization refers to the persistent reduction of the share of industrial
employment on total employment in a country or region (Rowthorn and Ramaswany, 1999). Tregenna (2009)
amplified this concept to consider the reduction of both industrial employment and industrial added value as a
share of GDP.

2 Ferreiro and Gomez (2025) present more recent empirical evidence about the continuing process of
deindustrialization in European Countries.

3 For an analysis of premature deindustrialization of Brazilian economy see Oreiro, Manarin D’ Agostini and Gala
(2020).



of development policies, promoting debates on alternative paths to economic growth and the

creation of good quality jobs in this new economy.

This article examines the main factors that have influenced Rodrik’s change of
perspective, from his early analyses on exchange rates and competitiveness in the
manufacturing sector to his more recent propositions on the role of services in economic
development. By mapping this transformation, we seek not only to understand the reasons for
Rodrik's growing scepticism towards reindustrialization, but also to explore the implications
of these changes for the formulation of development and growth strategies in a world marked

by unprecedented technological, social and environmental transformations.

The analysis is structured into three distinct phases to comprehensively examine
Rodrik’s contributions. Initially, we investigate Rodrik’s early works from 2004 to 2013,
focusing on his thematic explorations and central theoretical frameworks. Furthermore, we
analyse his research from 2015 to 2016, especially his paper on Premature Deindustrialization
and his evolving perspective of the emerging challenges in industrial development. In these
two initial phases of his thinking, Rodrik makes many steps toward a convergence with new-
developmentalism (Bresser-Pereira, Oreiro and Marconi, 2015; Bresser-Pereira, 2024) that
stressed the role of manufacturing industry as the engine of growth for developing economies
and over-valued exchange rates as the primary source of premature deindustrialization on
middle-income economies, mainly in Latin America. Finally, we explore his more recent stage
from 2019 to 2024, which is marked by a pivotal shift in his focus from manufacturing to the
services sector as a primary engine of economic growth and emphasizes the importance of

holistic and flexible policymaking.

This latter phase marks a return to the more orthodox or institutional approaches, like
the one developed by Acemoglu and Robinson (2012) and Aghion, Antonin and Bunel (2021,
chapter 8). For thouse authors, development is understood not as a sector-specific phenomenon
- 1.e. a process of growing importance of increasing returns activities (or processing activities
mainly linked to manufacturing industry) relatively to diminishing return activities that are
land-based (Thirlwall, 2013, pp.42-43) - but as the result of accumulation of knowledge and
skills that are mainly independent of the structural composition of output, albeit dependent on
the quality of institutions. This change of perspective makes the most recent phase of Rodrik’s
though more compatible with what Hirschmann (2013, p.52) had defined as monoeconomics

claim, the idea there is nothing special with developing or underdeveloped economies that
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deserves a separate theoretical and empirical analysis to address the problem of their economic

development.
2. Manufacturing and the Role of Exchange Rates in the Development Process

The Rethinking Growth Strategies (2004) lecture reveals Dani Rodrik’s uneasiness
toward the prevailing consensus and the policy frameworks advocated by mainstream
economists in previous decades regarding economic growth. The author identified that Latin
American countries had been underperforming since the 1990s, even after enacting the
liberalizing reforms recommended by the Washington Consensus. Notwithstanding freer
markets, more open economies and lower inflation, Latin America had grown at a slower rate,
not only when compared to other countries, but also when compared to its own performance in
the 1950s, 1960s and 1970s, when import substitution policies, protectionism and

macroeconomic populism were the norm.

Rodrik also points out that, while Latin American countries were underperforming in
terms of economic growth during this period, other developing countries in Asia — such as
China, India and Vietnam — were successfully applying unorthodox policy agendas, such as
industrial policies, trade protection and microeconomic interventions combined with orthodox
ideas, such as outward orientation of development and private sector importance. The author
was critical of the mainstream view that there are certain well-defined and universal policy
prescriptions, like the ones in the Washington Consensus, that would always lead to economic
growth for all countries, regardless of important factors, such as institutional arrangements and
peculiarities of each case. He would then refine his thinking to stress the importance of

development strategies that ran counter to mainstream economics.

In Real Exchange Rate and Economic Growth (2008), Rodrik analyses the importance
of unorthodox strategies, mainly undervalued real exchange rates, to bolster tradeable
economic activities. Rodrik draws on the tradition of thought on economic dualism in
developing countries that points out that the significant gap between marginal products in the
tradable sector of the economy (mainly manufacturing) and marginal products elsewhere is the
underlying cause of underdevelopment (RODRIK, 2008, p.405). Therefore, the mechanism
that generates growth is structural change — that is, the reallocation of resources to more
productive activities, mainly manufacturing. These activities are “special” regarding economic

development. This is because these activities suffer disproportionately from the institutional



and market failures that keep countries poor, particularly the weaknesses in the contracting

environment and market failures in modern industrial production.

According to Rodrik, the best strategy to achieve this structural change in developing
countries would be to directly address the institutional and market failures that undermine the
tradables sector. However, he recognizes the practical and political difficulties of implementing
such reforms in a developing economy. Hence, Rodrik posits that the second-best option would
be to enhance the relative profitability of the tradable goods sector, particularly manufacturing,
through the maintenance of an undervalued real exchange rate. He shows that a 50%
undervaluation in real exchange rates is associated with a 1.3 percentage point increase in
annual GDP per capita growth, a substantial effect that operates mainly through the reallocation
of resources from the lower-productivity non-tradable sector (mainly composed by services) to
the higher-productivity tradable sector (mainly composed by manufacturing) (RODRIK, 2008,
p.374).

Rodrik also argues that governments, mainly those in East Asia, have successfully
resorted to a variety of instruments to influence the real exchange rates, such as “fiscal policy
(a large structural surplus), incomes policy (redistribution of income to high savers through
real wage compression), saving policy (compulsory saving schemes and pension reform),
capital account management (taxation of capital account inflows, liberalization of capital
outflows), or currency intervention (building up foreign exchange reserves)” (RODRIK, 2008,
p.406). The author, however, recognizes that in a world of increasing financial integration,
tighter trade rules and competition from Asian countries, active currency policies as a

development strategy may become increasingly difficult to sustain.
3. New Challenges to Industrialization-Led Development Strategies

In The Past, Present, and Future of Economic Growth (2013), Dani Rodrik presents an
historical analysis on economic development. Rodrik affirms that industrialization has
historically been the main driver for development, drawing on the examples of Japan, Korea,
and China, as well as other cases. According to the author, “virtually all countries that have
sustained high growth rates for decades did so on the back of manufacturing” (RODRIK, 2013,
p.26). He also affirms that developing economies do not tend to converge toward the
productivity levels of developed economies, but that productivity convergence seems to be

much easier to achieve in manufacturing than in traditional agriculture or most services. Hence,



successful developing economies undergo both manufacturing convergence and rapid
industrialization, while underperforming developing economies undergo only manufacturing
convergence, not rapid industrialization. According to Rodrik, manufacturing growth tends to
bolster economic development, “even in the presence of bad governance, bad policies, and a
disadvantageous context” (RODRIK, 2013, p.31). Although the best strategy regarding
manufacturing growth and overall development would be institutional improvements, most
successful manufacturing growth efforts have been the result of second-best strategies, such as

direct subsidies to production and exports and undervalued currencies.

Rodrik posits that countries will face growing headwinds in the future to implement an
industrialization strategy to develop. The main headwind relates to technological
transformations that are making manufacturing increasingly capital- and skill-intensive,
significantly reducing its capacity to absorb large volumes of unskilled labour (Rodrik, 2013,
p.57). This characteristic has historically made industrialization an effective engine for
development. Hence, this structural change is particularly worrying for developing countries,
as it diminishes the effectiveness of traditional industrialization strategies as a path to economic
growth and poverty reduction. However, the author points out that some service industries may
be acquiring manufacturing-like properties, which can mitigate this trend. According to him,
“if such service activities are also subject to absolute productivity convergence, as seems

plausible, they could act as the escalator industries of the future” (RODRIK, 2013, p.57).

Rodrik also lists other headwinds. Developing countries will have narrower policy
space as trade becomes more politicized in developed countries due to their growing economic
woes, while new entrants face much greater global competition today than industrial companies
faced in the previous decades, mainly from China and other East Asian countries. Finally,
Rodrik points out that environmental concerns are making it more costly to develop traditional
“dirty” industries, such as steel, paper, and chemicals, which have traditionally been pillars of
industrialization (RODRIK, 2013, p.58). According to the author, although economic logic and
comparative advantages suggest that these industries should migrate to poorer countries, global
pressures to reduce pollution and greenhouse gas emissions are creating new obstacles to this
transition. Green technologies generally require higher capital and skill requirements, which
can further diminish the comparative advantage of developing countries. Although there are
calls for these new technologies to be subsidized and made available to poor countries, Rodrik

remains pragmatically sceptical about the viability of such technology transfers. In summary,



Rodrik recognizes that the traditional path to development through industrialization is
becoming narrower and more complex, requiring new approaches that consider both

contemporary technological realities and environmental imperatives.
4. Premature Deindustrialization

The phenomenon of premature deindustrialization, as presented by Rodrik, also
represents a significant shift in the historical pattern of economic development and a significant
challenge for developing economies. Unlike in developed economies, which deindustrialized
after reaching high levels of per capita income, in many developing economies manufacturing
as a share of GDP and employment began to shrink at much lower income levels (see Charts 1
and 2). In Premature Deindustrialization (2016), Rodrik demonstrates an “inverted U”-shaped
relationship between industrialization and per capita income that has shifted downwards and
closer to the origin, indicating that countries are exhausting their opportunities for
industrialization earlier and at much lower levels of income compared to the first industrialized

economies (RODRIK, 2016).
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A crucial aspect highlighted in Rodrik’s paper is the heterogeneity of this process.
Although developed economies have significantly lost employment in manufacturing as a share
of the total, they have held up surprisingly well in terms of share of manufacturing output at
constant prices (but not at current prices). This is because lower value-added (and thus more
labour intensive) industries tended to shrink while higher value-added (and thus more capital
intensive) industries generally held up, reducing the share of employment in manufacturing.
Since the prices of manufactured goods tend to fall more so than the prices of services due to,
on the demand side, the Engel Law (income expansion spurs the diversification of the consumer
basket into services) and, on the supply side, to the higher productivity gains in manufacture
than in other sectors, the share of manufacturing output at current prices shrank, but the same

did not occur when measured at constant prices.

In developing economies, the process was also heterogenic. East Asian countries,
especially those with a strong comparative advantage in manufacturing, have managed to resist
deindustrialization, while Latin America and Sub-Saharan Africa have been particularly
affected. This is the phenomenon that Rodrik called “premature deindustrialization”. It is
closely linked to the aforementioned demand and supply effects, but it is also dependent on the

economy’s openness to trade. East Asian countries had an advantage in manufacturing



competitiveness that boosted growth in the sector. The open economies of Latin America and
Sub-Saharan Africa, which manufacturing sectors did not have any advantages in terms of
competitiveness, also “imported” deindustrialization from competitive East Asian countries.
Therefore, Rodrik presented compelling evidence that premature deindustrialization is closely
linked to globalization: he shows that the impact of globalization and the rise of Asian exporters
has been felt more strongly by other developing countries than by advanced economies

(RODRIK, 2016, p. 16).

The consequences of this process are particularly worrying for developing economies.
Manufacturing has traditionally functioned as a “lift” for development, offering formal jobs,
higher productivity and opportunities for technological convergence. With premature
deindustrialization, these countries would need to find alternative growth models. Although
services such as IT and finance are highly productive and tradeable, they are skill-intensive and

do not have the capacity to absorb low-skilled labour as manufacturing has traditionally done.

Finally, Rodrik highlights the potentially significant political implications of this
process. Historically, industrialization played a key role in the creation of modern states and
democratic politics in the West, mainly through the organized labour movement. The weakness
of organized labour in today’s developing societies, resulting from premature
deindustrialization, may lead to political development paths not necessarily favourable to
liberal democracy. This suggests that the future in developing countries could be fundamentally
different from the past in advanced societies, both economically and politically (RODRIK,
2016, p. 28).

5. Convergence to New-Developmentalism?

The ideas developed by Rodrig in his earlier writings (2004-2013) showed great
similarities with the main central tenets of the Brazilian New-Developmentalist School. The
school was originated from the seminal works of Bresser-Pereira (2006, 2007 and 2009), who
defined New Developmentalism as a set of proposals for institutional reforms and economic
policies, whereby the middle-income developing countries seek to achieve the per-capita
income level of developed countries. This catching-up strategy is explicitly based on the
adoption of an export-led growth regime, in which the promotion of exports of manufactured
goods induces the acceleration of the pace of capital accumulation and the introduction of

technological progress and structural change. In order to achieve that, real exchange rates must



be kept at a competitive level in the medium to long-term, which requires the design of a
macroeconomic policy regime that neutralizes the chronic real exchange rate overvaluation
observed in these countries as a result of the combined effects of the Dutch Disease and the
inflows of foreign capital due to the adoption of a external saving growth strategy (Oreiro and

Martins da Silva, 2021).

These ideas have been developed by the members of this school almost at the same time
as Rodrik was working on the relationship between real exchange rate, economic growth and
the role of manufacturing industry in economic development. For example, the theoretical and
empirical relation between the level of real exchange rate and economic growth was developed
in an article published by Paulo Gala in the Cambridge Journal of Economics in March 2008,
some months before Rodrik’s 2008 article. Missio et al (2015) improved Rodrik’s 2008
empirical work firstly by estimating the effect of the index of Real Exchange Rate (RER)
undervaluation — as calculated by Rodrik - on the rate of output growth in two samples of
countries from 1978 to 2007. Their major contribution, however, is the use of a different dataset
that increases the number of countries in the sample, as well as the number of available control
variables. In doing so, their work builds on the literature by applying a method that allows the
control of income levels (quantile regressions). Hence, they present new findings on a non-
linear relationship the RER-growth nexus. Regarding economic policy, the main conclusion is
that keeping a competitive RER can create important effects on the productive structure of
developing countries. It changes their specialisation pattern, relaxing the balance-of-payments
constraint and allowing a higher long-term growth rate. This result means that RER
depreciation can affect the long-term growth of an economy via an increase (decrease) in its
income elasticity of the demand for exports (imports), which would spur the growth of exports

for any given growth rate of world income.

Moreover, the new-developmentalist school had presented a theory of why and how
some countries, mainly in Latin-America, allowed their exchange-rate to become overvalued
and hence suffer from premature deindustrialization. These ideas were fully developed in 2015,
when Luiz Carlos Bresser-Pereira, José Luis Oreiro and Nelson Marconi published the book
“Developmental Macroeconomics: new-developmentalism as a growth strategy”. The concept
of premature deindustrialization was not created by Rodrik, but by the Chilean Economist

Gabriel Palma in a book published in 2005. This idea, presented in a seminar at the Sdao Paulo
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Industrial Federation (FIESP), in November of 2005*, was soon incorporated by Bresser-
Pereira and Oreiro in their writings about the challenges to resume economic development in
Brazil during the first two terms of Lula government (2003-2010). Indeed, Bresser-Pereira
(2007) and Loures, Oreiro and Passos (2006) saw that ongoing deindustrialization of the
Brazilian economy at that time was a result of a high interest rate/low exchange rate trap
inherited from the previous Fernando Henrique Cardoso government. Throughout the
following years these ideas were increasingly refined in a new economic theory and political
economy, the structuralist development macroeconomics’, which explains the economic and

political reasons for the existence of such a trap.

Another common feature of early writings of Rodrik and New-Developmentalism is the
consideration of real exchange rate as a policy variable rather than an endogenous variable

determined by market forces. According to Rodrik (2008, p. 384):

“The real exchange rate is the relative price of tradables to non-tradables in an
economy and as such is an endogenous variable. Does it then make sense to put it (or
some transformation) on the right-hand side of a regression equation and talk about its
effect on growth? Perhaps it would not in a world where governments did not care
about the real exchange rate and left it to be determined purely by market forces. But
we do not live in such a world: except in a handful of developed countries, most
governments pursue a variety of policies with the explicit goal of affecting the real
exchange rate. Fiscal policies, saving incentives (or dis incentives), capital account

policies, and interventions in currency markets are part of the array of such policies”

Accumulation of external reserves, capital controls and export duties are the most
common policy instruments considered by New-Developmentalist School as tools for
managing both nominal and real exchange rates (Frenkel, 2014; Oreiro, 2014; Bresser-Pereira,
Oreiro and Marconi, 2015). If policymakers had the tools to manage the RER, why have they
allowed persistent over-valuations — mainly in Latin America countries — that had a negative
effect over economic growth? This answer is not given by Rodrik (2008) but by New-
Developmentalism. First, Latin American countries had surrendered to the principles of the so-
called Washington Consensus in the 1990’s, a thougth that is also recognized by Rodrik (2004).

According to the Washington Consensus developing economies must embrace a neoliberal

4 See Folha de S.Paulo - Luis Nassif: Tem marciano no pedaco - 30/11/2005.
5 See Bresser-Pereira, Oreiro and Marconi (2014).
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agenda, opening their economies not only for trade but also for foreign capital flows. This
means reducing trade tariffs, opening the capital account and liberalizing their domestic
financial markets. Exchange controls must also be eliminated. The result of such policies was
a huge inflow of foreign capital that appreciated domestic currencies in Latin America.
Exchange rate appreciation combined with trade openness was a fatal blow for manufacturing

industry and trade balance in Latin America (Campos, Oreiro and Martins da Silva, 2024).

The second reason is the exchange rate populism, which is endemic in Latin-America
(Bresser-Pereira and Oreiro, 2024, p.23). The counterpart of overvalued exchange rate is an
artificially high real wage (Bresser-Pereira, Oreiro and Marconi, 2015, p. 86-88). This means
that politicians can support policies that result in exchange rate overvaluation because of short
and medium-term positive effects over real wages and consumption. Because of the relation
between exchange rate and real wage levels a class coalition can arise — and it has arisen — to
support the policies proposed by the Washington Consensus. These policies had short-term
positive effects over Latin American economies such as decreasing inflation, increasing real
wages and boosting consumption and GDP; but had long-term negative effects such as
premature deindustrialization, which reduced the long-term growth of these economies, as

Rodrik (2004) recognized.

Regarding the role played by on manufacturing industry as the engine of economic
growth, it must be said the New-Developmentalist school had a clear influence both from the
writings of Raul Prebisch (1949) and Nicholas Kaldor (1967, 1977, 1996). Both economists’
viewed developing economies as dual economies in terms of Lewis (1954), where a modern
capitalist sector exists side by side with a traditional or subsistence sector. Economic
development is thus seen as a process of structural change in which labour is transferred from
the subsistence sector to the modern or capitalist sector, allowing a sustainable and cumulative
increase of labour productivity and real wages combined with a growing sophistication of the
productive structure and hence the increase in manufacturing exports. A growing share of a
country's manufacturing exports in world exports is a necessary condition for both relaxing the
external constraint to economic growth and allowing a sustainable increase in the demand for
manufacturing goods, since the manufacturing sector is incapable of creating all effective

demand required for its continuing expansion by itself (Kaldor, 1977, p. 197).

Rodrik’s (2013a) structural change model is nothing more than an update of these ideas

by means of adding a third sector (the services sector) in the analytical framework to analyse
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the possibility of by-passing industrialization as a necessary stage of economic development
through the transferring of labour from subsistence directly to the services sector. As Rodrik
argues, a high growth rate of labour productivity led by the expansion of the services sector is
highly improbable due to the fact that this sector does not exhibit unconditional convergence
as the manufacturing sector (Rodrik, 2013b), which means that the rate of labour productivity
in the services sector depends on the gap between potential and actual productivity; and in
order to achieve a considerable increase in the potential productivity to generate a sizeable
productivity gap a huge accumulation of social and institutional capabilities is required, which

seems to be almost impossible in the earlier stages of economic development.

The “manufacturing as the engine of growth” hypothesis and the role of real exchange
rates in economic development had been recently analysed by Gabriel et at (2020). They made
use of dynamic panel models and the calculation of output and employment multipliers for a
diversified sample of countries from 1990 to 2011. Three important results can be highlighted.
First, they provide new evidence that manufacturing is the most important tradable sector for
achieving greater real per capita income growth in developing countries. Second, the greater a
country’s gap in relation to the technological frontier, the greater the positive effect of an
undervalued RER on the real per capita income growth rate. Finally, manufacturing’s output
multipliers and employment multipliers in developing countries are higher than those in

developed ones, in all years analysed.

In summary, Rodrik’s early writings (2004-2013) presented many features in common
with the New-Developmentalist school. His work on premature deindustrialization (Rodrik,
2016) was anticipated by the New-Developmentalist literature from the seminal work of Palma
(2005). There is plenty of evidence that could suggest a process of Rodrik’s conversion from
neoclassical to heterodox economics. This would be the natural step, to break with orthodoxy
as Keynes did few years before publishing his General Theory (Pasinetti, 2007, p.12). All the
elements are in his early writings: a dismiss of the Washington Consensus, undervalued
exchange rates as a development policy instrument, the dual nature of economic structures and
the key role of manufacturing for long-term growth. He had almost everything in common with
Prebisch, Kaldor and New-Developmentalism. In his early writings, Rodrik clearly shares the
rejection of the monoeconomics claim - which means the idea that “economics consists of a
number of simple but ‘powerful ~ theorems of universal validity” (Hirschman, 2013, p.52),

including developing economies. These economies need a special economic analysis since
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institutional reforms are not of capable of dealing with the problem of structural change
required to achieve a high per-capita income. Rodrik (2008, 2013a, 2013b) are clearly
examples of the rejection of the monoeconomics claim. The rejection of monoeconomics is
probably the basic unifying principle between all heterodox economists. It was just a question
of given one step further and embracing the new suit. This step never came. On the contrary,
in the following years after his 2016 article, Rodrik will give steps towards a reconciliation

with orthodoxy.
6. The Importance of Contextual and Flexible Policies

Rodrik and Sabel (2019), in their article Building a Good Jobs Economy, have
developed an innovative approach to economic policies that emphasizes the need for contextual
adaptation and flexibility in implementation. According to them, the conventional development
models, based on fixed rules and standardized solutions, are inadequate to address the
contemporary challenges of creating quality jobs. Instead, they propose a governance
framework that allows for continuous adjustments based on local learning and experimentation,
recognizing that effective solutions must be adapted to the specific conditions of each region
and sector. This approach demonstrates a significant evolution in Rodrik’s thinking, which now

more explicitly underlines the importance of institutional flexibility and contextual adaptation.

The authors illustrate successful workforce development policies by discussing real life
examples which incorporate principles of contextual adaptation and continuous learning. These
programs demonstrate that effective interventions require constant monitoring, frequent
adjustments, and responsiveness to the specific needs of local participants and employers. The
authors contrast this flexible approach with more rigid investment attraction policies, such as
the Foxconn and Amazon cases, which failed precisely because of their inability to adapt to
changing economic and political conditions. This reasoning reinforces their central argument
that the success of economic policies depends crucially on their capacity for evolution and

contextual adaptation (RODRIK and SABEL, 2019, p. 24).

The shift in Rodrik’s thinking is particularly evident in his emphasis on the need for a
“meta-intervention” — a governance regime that enables the creation of good jobs across
different areas of economic activity, rather than prescribing specific solutions. This framework
recognizes that the deep uncertainty and complexity of contemporary economic challenges

require institutions capable of fostering continuous learning and collaboration between public
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and private actors. Under these conditions, the success of economic policies depends not so
much on the initial choice of specific instruments, but on the ability to create governance
mechanisms that allow for constant adaptation and effective response to local conditions. This
perspective represents a significant departure from more prescriptive and standardized

approaches to economic development.

The arguments presented by Rodrik in his 2019 paper on the importance of adaptive
and experimental industrial policies are reinforced and expanded in A New Growth Strategy
for Developing Nations (2024). The authors highlight five key elements for the success of these
policies: incorporation (embeddedness), coordination, monitoring, conditionality and
institutional development. This more elaborate framework for implementing industrial policies
demonstrates an evolution in Rodrik’s ideas, which now further emphasize the need for
iterative strategic collaboration between companies and government agencies, with a focus on
experimentation and continuous learning. This more nuanced approach to economic
development reflects his assessment of the complexity of contemporary development

challenges.
7. Changing Global Dynamics and New Industrial Policies

Within the same context, in The New Economics of Industrial Policy (2024), Rodrik,
Juhész and Lane provide an in-depth analysis of how industrial policies need to be reshaped to
meet contemporary challenges. Digitization, the green transition, pressures on the middle class,
and geopolitical imperatives have multiplied the objectives of industrial policies, creating
inevitable tensions and trade-offs. For instance, requiring local content in supply chains to
stimulate local economic development makes green investments more expensive, while
subsidizing advanced semiconductor manufacturing — which is highly capital and skill-
intensive — may be necessary for the geopolitical competition with China, but is not an effective

way to create good jobs where they are most needed.

This multiplicity of objectives demands multiple instruments, which is a lesson that
many governments have yet to internalize JUHASZ; LANE and RODRIK, 2024, p. 215; 235
- 236). The authors affirm the need for “embedded autonomy” in modern industrial policies, in
contrast to the traditional top-down approach. They also argue that successful industrial
policies require iterative collaboration between government and the private sector, with mutual

responsibilities and obligations. This model involves ongoing dialogue, flexibility in setting
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goals, and constant adjustments based on mutual learning (see Table 1). This approach

represents a change in Rodrik’s views of industrial policy implementation in which

effectiveness depends more on the quality of public-private collaboration than on the

government’s ability to “pick winners.”

Table 1 Traditional and new

industrial policies

Traditional industrial policy

New industrial policy

Market failures targeted

R&D, innovation, learning externalities;
coordination failures in investment

‘Traditional market failures plus good-jobs
externalities, direction of innovation, and
missing public inputs

Sectors

Manufacturing, tradable sectors

Services in addition to manufacturing

Firms

Large, globally compettive firms

All sizes of firms, including small and

medium-sized enterprises

Assumptions about the
government

Government can identify market failures ex
ante and is sufficiently insulated from capture

Knowledge about location and magnitude of
market failures is widely dispersed;
government faces substantial uncc:rtainty;

state capacity is endogenous

Types of incentives

Tax, credit subsidies

A portfolio of business services, including
marketing, management and tech assistance,
customized training, infrastructure, and seed

capital/loans for directed technologies

Application of incentives

Fixed schedule of incentives, except for

Customized to firms’ needs and adapted to

incentive packages for large firms that may be context
negotiated
Selection criteria Prespecified Voluntary buy-in and participation

Conditionality

Hard; rigid ex-ante criteria

Soft; provisional, open-ended, and evolving

Relationship with recipients

Arm’s length

Collaborative, iterative; active project

management

Source: Rodrik (2022).

Another key aspect of Rodrik’s late thinking is his assessment that industrial policies

need to go beyond the traditional focus on manufacturing. With widespread deindustrialization

in advanced and developing economies, Rodrik argues that governments will need to consider

productive development policies for the service sector. This shift in perspective is especially

relevant when the goal is to create “good jobs” — those that function as ladders to the middle

class. According to him, modern industrial policies should also focus on services such as retail,

hospitality, education, health and long-term care, given that these sectors can also benefit from

complementary investments in new work practices, specific training and technologies that

complement and empower workers (JUHASZ; LANE and RODRIK, 2024, p. 214, 216, 235,

238).
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8. The Shift from Manufacturing to Services as the Main Development Driver

In 4 New Growth Strategy for Developing Nations (2024), Rodrik and Stiglitz expand
on the need for a new approach to economic development, consolidating the shift in perspective
already highlighted in Building a Good Jobs Economy (2019) and The New Economics of
Industrial Policy (2024). Their main argument is that the traditional export-oriented
industrialization strategies that have worked well in the past, notably in East Asia, would no
longer be viable or sufficient for today’s developing countries. This evolution in his economic
thinking reflects the perception that a new technological paradigm, climate change, and the
reconfiguration of globalization require a more adaptive and multifaceted approach to

development.

The new strategy proposed by the authors is based on two fundamental pillars:
investments in the green transition and productivity improvements in labour-intensive services.
This proposition represents a significant shift from the previous focus on industrialization as
the main driver of growth. The authors recognize that, although the manufacturing sector
remains important, its capacity to absorb the bulk of workers will be much more limited than
in the past. This perspective is particularly relevant for low and middle-income countries,
where the creation of higher productivity jobs is crucial for inclusive economic development

(Rodrik and Stiglitz, 2024, p. 2, 6, 8, 12 e 15).

According to Rodrik and Sandhu (2024, p. 4), services can become an interesting and
accessible alternative for economic development, especially in developing countries. They
highlight that sectors such as health, education and digital services have the potential to absorb
labour and promote productive upgrades. This turnaround in focus suggests that Rodrik has
come to believe that services will be the new main driver of economic growth, reducing his

emphasis on manufacturing.

The Servicing Development (2024) article represents a consolidation of Rodrik’s
thinking on economic development strategies. Whereas the author had previously emphasized
the central role of industrialization as an engine of growth, he now recognizes that the future
of these countries is inevitably linked to the services sector. This switch in perspective is not
just a theoretical preference, but a response to the structural transformations of the global

economy, where modern manufacturing has become increasingly capital- and skill-intensive,
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losing its historical capacity to absorb large contingents of low-skilled workers from the

agricultural sector (RODRIK and SANDHU, 2024., p 6).

Rodrik and Sandhu (2024) identify four main strategies for expanding productive
employment in services: collaboration with large and established firms; provision of public
inputs to small firms; provision of digital tools to complement less-skilled labour, and
vocational training combined with comprehensive support services. This multifaceted
approach suggests that service-based development requires more complex coordination
between different actors — government, business, intermediary institutions and civil society —
than the traditional industrialization model. According to the author, the successful cases
presented in the aforementioned article show that effective interventions often combine

elements from both supply and demand sides of the labour market.

The priority on services does not mean completely abandoning the concerns with
productivity growth that characterized discussions on industrialization. Rodrik and Sandhu
argue that the central challenge is precisely to increase productivity in labour-intensive
services, such as retail, personal care and public services. While acknowledging that it has
historically been more difficult to achieve productivity gains in these sectors — compared to
manufacturing — the authors affirm that well-designed interventions, especially those that
incorporate new technologies and organizational practices, can significantly improve services

productivity (RODRIK and SANDHU, 2024, p. 5).

Rodrik’s new vision of the role of services represents an adaptation to the contemporary
reality, where premature deindustrialization has become a widespread phenomenon in
developing countries. Rodrik and Sandhu (2024, p. 3) suggest that, instead of trying to replicate
the historical model of industrialization, which may no longer be viable, these countries need
to find innovative ways to create higher productivity jobs in the service sector. This recent
perspective is particularly relevant for countries in Sub-Saharan Africa and Latin America,
where most new urban jobs are already being created in informal and low-productivity services.
The central question for Rodrik is no longer whether services will be the future of these
countries, but how to make them more productive and capable of creating quality jobs, instead
of focusing on the promotion of manufacturing, a sector that would no longer have the capacity

to create the required numbers of those quality jobs.
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9. Final Remarks

Analysing the evolution of Dani Rodrik’s works from 2004 to 2024, a clear transition
can be observed in his economic thought, from a critique of the Washington Consensus and the
defence of industrialization through heterodox policies to an increasingly multidimensional
approach that is closer to mainstream supply-side policies. Initially focused on traditional
macroeconomic issues such as exchange rates and industrialization, his work has gradually
incorporated new themes such as sustainability, services, and technology. This evolution is
particularly evident in the transition from his early works, which emphasized heterodox
policies, to his more recent works, which prescribe more mainstream policies to address global
challenges such as climate change, digital transformation, and premature deindustrialization

(See Table 2).
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The new development strategy proposed byl p qii g Stiglitz propose a new
1° Green Transition; ~ |Rodrik and Stiglitz (2024) recognizes th oy yopment strategy that moves awa
. exhaustion of the traditional industrialization| fom traditional export-oriented
2° Services; model and proposes a dual approach, feused] . e ) P )
>
on the R it d the devel. ¢ industrialization, focusing on two main)|
: . reen transition and the development o .
Dani Rodrik; A New Growth  |3° Developtment; ~ 4° gren . P fionts: the green transition and thg
the labor-intensive service sector. This ne . . .
o : . . development of labor-intensive services.|
7 (J ) Joseph E. Strategy for Industrial Police; paradigm,  supported by a renewed and) o Tt can generate lowes
anuary .1 . . o experimental industrial policy, promises more]
’ srowth rates than the traditional Asia
StlglltZ Developmg Natlons 5 Structural sustainable and inclusive, although potentiall grow r.d[% than the "dd.mo“d. St
. 81 p N model, it ofers a more inclusive and
Transformation: slower, growth, adapting to the contemporary| - . .
d sustainable path suited to today's]
CF . . challenges of climate change, technologicall = & L T obalization
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Development: that demonstrates its effectiveness beyond thel p;:;n ing ro usd empmcav cvidence odl s
P > traditional manuficturing sector. The authors| *BENEIEE S DODORIE B e e
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> >
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. shift in the understanding of economic] "a“:‘_m:;il.‘:m 0 environmental
Transformation. development for the twenty-first century. sustainability.
Transforming the service sector into anf
engine of development requires anf
1° Services The paper proposes a new service-focused] mlegraled ap!)mach that ~ combiney
N X . | improvements in labour market demand]
o development strategy for developing countries, d | ith dinated i .
. . 2 Development highlighting four main approaches:| and supply, with coordinated interventions
Dani ROdI']k L. . . . between government, firms ang
3 o collaboration with large companies, support] . . L .
.. 3 PrOdUCtIVIty . & P PP intermediary  institutions. Despite  th]
9° 2024 (May) Dohan Servicing Development for small businesses, technology provision, " s disease” in servi
4° Labor-absorbin: U .. o challenge of "Baumol's disease" in service]
g and vocational training. The authors review 20} >
Sandhu . productivity, Rodrik e Sandhu argues that}
50U adin: case studies that demonstrate how these] . . .
per g strategies can increase productivity and create] VSIMENtS 1N skills, _ technology and
60 Skil]s—development iobs ‘bn labor-intensive qpervices Y labor intermediation, along with intensive]
J c o monitoring, are crucial to overcome thel
traditional limitations of the sector and
create quality jobs.

Table 2: Evolution of Rodrik's thinking from 2004 to 2024.

Source: Author’s own elaboration.

The evolution of Rodrik's thinking on the role of manufacturing in economic

development reflects his view on the structural transformations that have marked the global

economy over the past decades. The comparison between Latin American and East Asian

countries in terms of economic development in the 1990s and early 2000s led the author to

question the efficiency of the Washington Consensus. Latin America had generally applied the

market-oriented reforms posited by mainstream economics, but underperformed, while East

Asia had generally promoted more State-led industrialization and was booming economically.

This first 2004 critique led to Rodrik’s seminal 2008 paper, in which he posited that

industrialization is the key to economic development and that the manufacturing sector is more

prone to institutional and market failures than other sectors. Hence, due to the impossibility of

enacting institutional reforms in developing economies, a second-best strategy to address those

issues to spur sustained growth would be the maintenance of an undervalued exchange rate,

much like the East Asian countries had been doing. This defence of active exchange rate

policies was innovative and threw the role of exchange rate policy back at the center stage of

the economic debate.
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Rodrik continued to emphasize the role of manufacturing in economic development in
his next works. In his 2013a paper he makes an historic appraisal of economic development,
linking it to industrialization, which is responsible for the absorption of large quantities of low-
skilled labour from the traditional sector into the manufacturing sector. He then devises a
development model that in its earlier stages rests on undervalued exchange rates, which are
responsible for increasing the competitiveness of the tradable sector, spurring growth in
manufacturing. In later stages, development would come from institutional reforms that
increase productivity in the non-tradable sector, mainly in services. This model seems to the
be culmination of Rodrik’s efforts to reconcile what he calls “best strategies” for development
— institutional reforms — with what he calls “second-best strategies — heterodox policies, such
as exchange rate undervaluation, used by successful late industrializing countries in the 19th
century (mainly the United States, Germany and Japan) and the newly industrialized countries
in the second half of the 20th century (mainly East Asian). This was the moment of a higher
convergence of ideas between Rodrik and the heterodox thinking, mainly with the New-
Developmentalism school. However, the author hints on headwinds to industrialization, such

as technological changes, narrower policy space and fiercer competition.

An inflection in the role of manufacturing in the author’s works began to be seen in his
2016 paper. Rodrik demonstrates that deindustrialization affected developing and developed
countries alike but had different implications for each one. In developed countries,
deindustrialization meant that both employment and nominal value-added in manufacturing as
a share of GDP tended to fall, but that real value-added tended to stay constant®. In developing
countries in Latin America and Sub-Saharan Africa, all three indicators tended to fall, while in
East Asia, they were still growing. The author affirms that premature industrialization bodes
ill for developing countries given that industrialization is an engine for development. The
reason is twofold: labour is reallocated from a lower to a higher productivity sector and
productivity growth in manufacturing is higher than in other sectors. Given premature
deindustrialization, Rodrik hints that developing economies will have to make do with new

developing models, such as a services-led one.

6 According to Ferreiro and Gomez (2025) even developed economies in Western Europe and North America had
experienced a sharp decline in the share of manufacturing output after the 2008 Global Financial Crisis. This
means that deindustrialization in terms of reduction of the share of manufacturing output is no longer a feature of
Latin American economies like Brazil, but a general feature of all western economies. High income countries in
Asia like Japan and South Korea remains relatively immune to this problem of deindustrialization.
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Rodrik’s late works — from 2019 onwards — demonstrate the author’s disbelief in an
industrialization-led development strategy. The main reason for his change of mind is the
convergence of multiple transformative forces. Automation and digitization are fundamentally
redefining the nature of industrial work, drastically reducing the capacity of the manufacturing
sector to absorb large contingents of unskilled labour. At the same time, the emergence of
highly fragmented global value chains and the intensification of international competition have
made it increasingly difficult for developing countries to establish or maintain competitive
advantages in industrial production. These trends are more challenging when we consider the
growing pressures for environmental sustainability and the need to transition to a low-carbon

economy, replacing the old manufacturing of the Second Industrial Revolution.

The author’s assessment that developing countries can no longer rely exclusively on
industrialization as an engine for growth has led Rodrik to explore alternative paths. He seems
to return to more mainstream tenets, positing institutional reforms and skills-development
policies that focus on addressing supply-side issues. This new perspective recognizes that the
future of economic development will increasingly depend on countries’ ability to drive
productivity improvements in labour-intensive sectors, especially services, while navigating
the complex challenges posed by globalization, climate change, and digital transformation,

with particular emphasis on the need for more flexible and contextualized policies.

A more holistic approach — as recommended by Rodrik’s late works — that incorporates
concerns for environmental sustainability, social inclusion, and technological adaptation may
represent a necessary evolution in the economic development field. However, this does not
mean that industrialization has lost its place as the main driver for development, as we can see
in East Asian countries today. The issue of environmental sustainability had been recently
included in the New-Developmentalism school by the so-called Green New-
Developmentalism, which considers the necessary transition for a low-carbon economy as an
opportunity for the reindustrialization of both Latin American and Western European countries
through economic policies designed to develop the green industrial sector (Guarini and Oreiro,
2022; 2023). True, there are growing headwinds for industrialization, but development without
resorting to the “special” characteristics of manufacturing seems almost impossible. As Rodrik
said, “sustained, rapid convergence on the part of developing economies has historically

required industrialization, except for a very few resource-rich economies” (RODRIK, 2016, p.

23



29). The answer for development lies in adapting industrialization to the current transformation

forces, not in abandoning it altogether.
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