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Structural transformation 
and economic diversification

• Structural transformation and economic diversification are closely linked phenomena

• Structural transformation implies the movement of factors of production within and across 
different sectors towards higher productivity uses

➢ From agricultural to non-agricultural sectors, or from manufacturing to services 

➢ A broad and well documented trend across many countries as a part of the process of economic development

• Economic diversification implies the shift toward a more varied structure of domestic production 
and trade

➢ Domestic production diversification results from the shift of domestic output across sectors, industries, and firms

• Trade is often a key factor behind economic diversification 

• Trade diversification occurs in three ways: 

1. the export (or import) of new products (goods or services) 

2. the export (or import) of existing products to new markets 

3. the qualitative upgrading of exported (or imported) products



The shift towards services

• The share of services in production has increased over time for countries at all 
levels of development, but the shift toward services has been especially rapid in 
some developing countries
➢ Between 1980 and 2015, the average share of services in GDP across all developing countries grew from 

42% to 55%

➢ Some developing countries seem to have by-passed the industrialization phase altogether, leapfrogging 
directly from agriculture to services

• The contribution of services to employment has also increased; services now 
create more jobs, and at earlier stages of development 
➢ Globally, services and agriculture each accounted for 39% of total employment in 2000; as of 2018, 

however, 52% of the world's population worked in services, while agriculture's share of total 
employment slipped to 26%

• Services are even more important to women's employment
➢While 48% of all men worked in services in 2018, the sector accounted for 58% of women's 

employment, compared to 41% in 2000



Services, manufacturing and overall 
productivity

• Growth of services does not necessarily imply shrinking manufacturing 
➢ Though a diminishing share of the workforce is engaged in manufacturing, the sector's output 

continues to expand, even in services-dominated economies 

• An economy’s prosperity depends on the productivity of the economy as a 
whole rather than the relative size of its manufacturing or services sectors
➢ Overall productivity depends, in turn, on efficiencies and innovations across all sectors, and the extent 

to which they are mutually reinforcing

➢ Creative integration of services and manufacturing is a key reason why productivity continues to grow

• Services are now central determinants of productivity, competitiveness, and 
rising living standards
➢ Having access to and exporting efficient, affordable, and innovative services has become critical to 

development strategies 



Services and the transformation 
of world trade

• Trade in services forms a large and growing share of global cross-border trade
➢ On a BOP basis, cross-border trade in services has expanded at a faster pace than trade in goods since 

2011 

➢ Services' share of world trade has grown from 9% in 1970 to over 23% today

• The expansion of cross-border trade in services has been prompted by advances 
in ICT
➢ A broad range of services can now be supplied cross-border over digital networks

• The structure of world cross-border trade in services has also changed
➢ The share of travel and transport services has diminished considerably, while that of services that can 

be supplied electronically has increased (e.g. the share of 'other commercial services' in world service 
exports went from 47.6% in 2005 to 53.8% in 2018, while the participation of travel, tourism and goods-
related services diminished from 52.4% to 46.2% over the same period)

• The importance of services trade is even heightened if trade in services through 
commercial presence is considered



The broader role of services in
world trade
• Services as value added in goods exports

➢When trade is measured in value added terms, services contribute to 49% of world 
trade, compared to 15% for the primary sector and 36% for manufacturing

• Services as enablers of goods trade 
➢These include, most obviously, services such as maritime transport (e.g. freight, port 

services), road transport, air transport (e.g. freight, airports), logistics services (e.g. 
freight forwarders, customs brokers, storage, warehousing), express delivery 
services, and distribution services (wholesale and retail). 

• Digitally-enabling and -enabled services 
➢Services are central to digital trade not only because they provide the basic enabling 

infrastructure, but also because a broad range of services can now be supplied online

• Services provided by manufacturing firms and sold with goods
➢Goods and services are often exported in bundles



The policy framework for 
economic and trade diversification

• There is no magic recipe for diversification 
➢There are, however, multiple paths to successful diversification

➢As countries develop, multiple diversification paths may become available

• Trade and investment policies are central for successful economic diversification
➢No country has experienced sustained growth and significant reduction in poverty without 

integrating into the global economy

• Three aspects of policy stand out
1. An appropriate incentive framework to remove bias against exporting and ensuring 

effective competition in product and factor markets and in key backbone services

2. Investments and policy reforms that reduce trade costs

3. Effective policies to support adjustment and the reallocation of resources to new activities



Services (trade) policies for economic 
diversification
• Policy should seek to reduce services trade costs as well as trade costs for goods

➢Available evidence shows that trade costs in services are high, even higher than for trade in
manufacturing

• Policy-induced costs explain a large part of trade costs in services
➢Much trade costs in services are self-inflicted

➢ In services sectors, trade costs are largely related to regulatory measures that either create
entry barriers or increase the cost burdens facing firms, in addition to geographical, cultural,
and institutional differences

• The quality of “infrastructure” services, including connectivity, is critical 
➢Private firms are the service providers, but the services sector policy environment is heavily 

influenced by government decisions 

➢Sectors such as telecommunications, transport, finance and distribution, which are inputs into 
any production process, need to be regulated effectively 

➢Regulatory barriers to entry, insufficient competition, or inadequate domestic regulation 
prevent the emergence of quality-oriented services that could support production and trade 
diversification
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