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“It is not the strongest of the species 
that survives….
It is the one most adaptable to change”

Charles Darwin



Objectives of the Session

• To Understand why Structural Transformation 
matters and is key to Central Asia’s development

• To share with you recent developments on 
Structural Transformation (latest methodologies)

• To think about how to devise a realistic program 
of Structural Transformation for your countries 
and use it for policy advice



Key Questions

• What is Central Asia’s growth model?

• What are Central Asia’s main growth 
constraints?

• What is structural transformation?

• Where do you want to be 25 years from 
today?

• Where is your labor force going to be 
employed?



Structure of the Session

Introduction

Key concepts

Data Issues

Network Theory and the Product Space

S.T. in the CAREC Countries

Industrial Policy

Way forward



NeoclassicalNeoclassical
•• Growth is a function of changes (and Growth is a function of changes (and 
accumulation) in factors of production and accumulation) in factors of production and 
technologytechnology

Structural ChangeStructural Change
•• movement from rural to urban sectormovement from rural to urban sector

•• shift resources from agriculture into industry and shift resources from agriculture into industry and 
servicesservices

•• ““discoverydiscovery”” of new productsof new products

Some Growth TheoriesSome Growth Theories



Endogenous Growth Models

Romer variety of intermediate goods

Aghion & Howitt creative destruction (Schumpeter)

Grossman & Helpman variety of consumption goods

Assume a continuum of productsAssume a continuum of products

There is always a slightly more advanced product that 
countries can produce as they upgrade their technology

The particular products that a country The particular products that a country 
produces carry no consequence for future produces carry no consequence for future 
growthgrowth……..

Why endogenous growth models?

In Solow’s growth model there is no role for savings and 
investment in steady state growth



Traditional Trade Theory
• Ricardian model technology differences

• Heckscher-Ohlin model factor endowments
Transition between products is merely a passive 
consequence of changing factor endowments

Policy implication: Free trade 
Predicting the broad trade pattern: Leamer (1984)

Growth is a process of specialization in the products in which a
country has comparative advantage

Two premises: 1) Two premises: 1) TOT adjustmentTOT adjustment: 2) : 2) Full employmentFull employment

Products have no major significance
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Reactions to the Problems of Traditional TheoryReactions to the Problems of Traditional Theory

• The basic predictions are supposed to hold over the long-run
e.g. PPP in the long-run (75 years!) Rogoff (1996)

• Relaxing the central assumptions of traditional trade theory:
• identical preferences
• no scale economies
• perfect competition
• no externalities

IntraIntra--industry tradeindustry trade

Policy implication: Strategic Trade PolicyPolicy implication: Strategic Trade Policy…………....
2008 Nobel prize winner, P. Krugman

Renault

Volkswagen

New Trade Theory



Growth and Structural Change: 
The two sides of a coin

GrowthGrowth

is not just more of the is not just more of the 
same:same:

““A growth miracle sustained A growth miracle sustained 
for a period of for a period of 
decades...must involve the decades...must involve the 
continual introduction of continual introduction of 
new goodsnew goods, not merely , not merely 
continual learning on a fixed continual learning on a fixed 
set of goodsset of goods”” (Robert Lucas) (Robert Lucas) 

Structural change Structural change 

is about the transformation is about the transformation 
of the economy by:of the economy by:

••Transferring resources to Transferring resources to 
higher productivity activitieshigher productivity activities
••Diversifying Diversifying production production 
••Upgrading exports Upgrading exports & & 
productionproduction
••““DiscoveryDiscovery”” of new of new 
productsproducts



Stylized facts about development

• Economic development requires diversification, 
not specialization

• Rapidly growing countries are those with large 
manufacturing sectors

• Growth accelerations are associated with 
structural change in the direction of 
manufacturing

• Specialization patterns are not pinned down by 
factor endowments

• Countries that export more “sophisticated” 
goods, given their level of income, grow faster



Diversification and standardness 
of exports

Central Asian 
countries have 
revealed 
comparative 
advantage in less 
than 100 products; 
and have 
specialized in 
commodities that 
are quite standard  

AFG

ALB

DZA

AZE
ARG

AUS

AUT

ARM

BEL

BOL

BIH

BRA

BGR

BDI

BLR

CMR

CANCAF

LKA

CHL

CHN

COL

COK

CRI

HRV

CUB

CZE

BEN

DNK

ECU

SLV

ETH

FIN
FRA

GEO

PSE DEU

GHA

GRCGTM

HND
HKG

HUN

IDN

IRN

IRL

ISR

ITA

CIV
JAM

JPN

KAZ

JORKEN

KOR

KGZ

LVA LTU

MDG

MW I

MYS

MLI

MRT

MEX

MNG

MDA

MSR

MAR
MOZ

OMN

NAM

NLDNZL

NIC

NER

NOR

PAK

PAN

PRY

PER

PHL

POL
PRT

ROM

RUS

RWA
SAU

SEN

SRB

IND

SGP

SVK

VNM

SVN

ZAF
ZWE

ESP

SDN

SW E

CHE

SYR

TJK

THA
TGO

ARE

TUN TUR

TKM

TCA

UGA UKR

MKD

EGY

GBR

TZA

USA

URY

UZB

VEN

YEM

ZMB

.0
3

.0
35

.0
4

.0
45

.0
5

S
ta

nd
ar

dn
es

s 
(In

ve
rs

e)

0 100 200 300 400
Diversification

Kazakhstan
Kyrgyz Rep.

Tajikistan
Turkmenistan

Uzbekistan
PRC

Germany

Note: Countries with population less than 2M were excluded.



Why Exports?
The way countries succeed in 
development is often by finding a big hit 
in export markets

What will be the big hit is impossible to 
foresee



1.1. A countryA country’’s existing export basket reflects the s existing export basket reflects the 
capabilities that could be redeployed to the capabilities that could be redeployed to the 
production of other commoditiesproduction of other commodities

2.2.Developed countries are able to Developed countries are able to diversifydiversify into a into a 
wider range of products given their existing set of wider range of products given their existing set of 
capabilities.capabilities.

3.3. There is evidence that the current There is evidence that the current sophisticationsophistication of of 
a countrya country’’s export basket is a good predictor of s export basket is a good predictor of 
future growthfuture growth

Two key policy areas on Exports: Two key policy areas on Exports: 
Diversification and SophisticationDiversification and Sophistication



Sophistication in 1992
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Sophistication Today Determines Tomorrow’s 
Growth:  Countries become what they export
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Strong 
evidence that 
countries 
converge to 
the level of 
income of the 
countries they 
compete with.



Thank you



GDP per capita
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