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Structural change is the essence of economic development. It entails moving
people from bad, low-productivity jobs to better, higher-productivity jobs.
Achieving economic development is tantamount to unlocking this process in a
rapid, sustainable manner.

Historically, industrialization has been the key vehicle through which low-income
countries have created better jobs. The trouble is that manufacturing industries are
no longer the labor-absorbing sectors they used to be. A combination of factors —the
increased skill-and capital-intensity of modern manufacturing methods and the
stiffer international competition to join global value chains, in particular —has made
it very difficult for developing economies to increase employment in formal
manufacturing sectors. Even countries with the strongest manufacturing sectors are
today experiencing declines in the shares of employment in manufacturing. Tellingly,
China is no exception, having lost millions of manufacturing jobs over the last
decade.

The inevitable consequence of these trends is that —in developing, no less than in
developed countries — the bulk of the better jobs will have to be generated in the
service sector. This creates a significant challenge since most services in developing
countries are highly unproductive and informal. To make things worse, governments
are not used to thinking of their service sectors as a growth engine. Growth policies
—whether they relate to research and development, governance, regulation, or
industrial policies —typically target large manufacturing firms that compete in world
markets.

Enhancing productivity and employment simultaneously in labor-intensive service
sectors is a difficult task, but one that governments will have to learn how to do. The
requisite policies will have many of the same features of “modern industrial policy”:
close, iterative collaboration with firms and entrepreneurs designed to remove
obstacles to the enhancement of their productive capabilities in return for soft
conditionality on job creation.

The Magic of Industrialization

Rapid industrialization was a common feature across all East Asian growth miracles.
It was also critical in other cases of postwar economic catch-up, in southern Europe
(Spain, Portugal), Latin America (Mexico, Brazil), or the Middle East (Turkey).
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Understanding how industrialization contributed to economic growth and poverty
reduction in the past, as well as how it was fostered, can help us sketch the
alternative growth strategy required for a postindustrial world.

Poverty reduction and economic growth ultimately both require the same thing:
increasing the productivity of labor. There are two broad vehicles through which this
end is achieved.

e The first of these is the accumulation of human and physical capital and the
improvement of institutions: increased education; investments in plant,
equipment, new technologies, and infrastructure; and better governance. Let’s
call this the “fundamentals” channel, as this is the bread and butter of standard
growth theory and conventional development advice. As a country’s
fundamentals improve, workers and the businesses in which they are employed
become more productive and can make better use of technologies that are
already available in the more advanced economies.

e The second vehicle is the reallocation of resources —workers especially — from
less productive to more productive activities. Poor economies are characterized
by economic dualism: some modern industries coexist with a large mass of
informal, inefficient entities. Fostering new industries and facilitating their
expansion can provide a significant boost to economic growth. Let’s call this the
“structural change” channel of economic growth.

Improvement in fundamentals and structural change are mutually supportive, and
they typically operate together in successful countries. The creation of new
industries incentivizes investment in human and physical capital and the acquisition
of new technologies. Better education and governance facilitate the establishment of
new industries. However, as a matter of growth strategy, there are distinct
differences. Governments that focus on fundamentals would pay little attention to
the structure of the economy, expecting that the requisite structural transformations
would happen automatically as fundamentals improved. A government focused on
structural change, on the other hand, would directly support the creation and growth
of new activities, through industrial or productive development policies.

The argument for explicitly targeting structural change is that there are multiple
market failures that prevent its unfolding at an adequate rate. Learning externalities,
scale economies, and coordination failures all stifle the development of new
industries, especially in poor economies. There may be many government failures
that act as barriers as well, such as high taxes, corruption, or inadequate
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infrastructure. As a practical matter, it is typically much easier to alleviate
government failures through narrower initiatives that are similarly targeted on new
industries, instead of waiting for economy-wide reforms to yield their fruit. For
example, specific vocational training courses or regulatory changes aimed at export
industries (such as special economic zones) may be more effective than the
expansion of the educational system as a whole or broad governance reforms. In
other words, a structural change focus serves not only to alleviate market failures,
but to economize on administrative resources and ease the challenges of economy-
wide reform.

Economic development is impossible in the long run without the fundamentals. The
accumulation of fundamentals, however, is necessarily a slow process and yields at
best medium rates of economic growth. When structural change policies are
effective, on the other hand, they yield an immediate growth response and much
more rapid economic expansion than with the accumulation of fundamentals alone.
High growth in turn facilitates the acquisition of human and physical capital and
other fundamentals by relaxing budget constraints. This is indeed the kind of
dynamic that East Asian countries perfected. While they improved their
fundamentals over time, they owe their exceptional performance to their ability to
promote rapid structural transformation —industrialization in particular — through
creative and proactive policies.

The Manufacturing
Escalator

To understand why industrialization has been such a powerful force and the role it
has played in these growth miracles, think of manufacturing as an escalator. There
are three features of this escalator that make it very effective.

e First, it is steep and climbs up very rapidly. The productivity of factory workers
tends to rise fast, thanks to on-the-job learning and the ability to assimilate
technology and organizational practices from more advanced economies.

e Second, the escalator can keep going virtually without limit. It is as if it operates
in an exceedingly tall building where the ceiling reaches high into the skies. This
is because manufactured goods are tradable products that can be sold on world
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markets, where consumers are more numerous and much richer. (Ultimately, of
course, the world market too will be saturated, but that happens late in the game,
once the country has become considerably richer and is a significant part of the
world economy).

e Third, the escalator was traditionally very wide and could accommodate a huge
number of passengers. The passengers in question were the poor farmers who
flooded into the cities for factory work. Basic manufacturing operations, such as
assembly, could be performed by workers with few skills or educational
credentials. This was a great boon for poor nations trying to catch up, since the
one resource they had plenty of was workers with little education or professional
skills. Outsourcing these operations from the advanced economies to developing
nations made a lot of economic sense. Poor nations got to put their people on an
escalator out of poverty, while rich nations got cheap consumer products.

The Fading of Manufacturing

The escalator has been disrupted by technological developments that render
manufacturing much more skill and capital intensive. As manufacturing firms in
advanced economies came under intense competitive pressure from low-cost
exporters during the 1970s and later, they invested heavily in labor-saving machinery.
These new technologies in turn set quality and reliability standards that producers in
poor countries needed to match to succeed within global supply chains. They
required skills and capital, which developing nations were short of — precisely the
constraints that labor-intensive manufacturing had enabled them to evade.

Developing countries that have not kept pace with new technologies have fallen
behind. Bangladesh, a country that might have replicated the East Asian experience,
provides a telling example. The country was an accidental beneficiary of South
Korea’s export miracle in garments. As the United States and Europe began to
protect their home markets against the surge in garment exports from East Asia in
the mid-1970s, Korean producers started looking for new production destinations
that did not face trade barriers, setting up production in Bangladesh. But Bangladesh
never became another South Korea or China. Its industry did not diversify beyond
ready-made garments (RMGs).

One reason is changes in the technological scene began to impose additional
burdens once RMGs had reached some maturity. The path forward and upward was
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blocked by the need to apply technologies that were expensive and incompatible
with Bangladesh’'s comparative advantage in labor-intensive production. The country
has experienced a rapid rise in the “skill premium,” the wage differential in favor of
college-educated workers, indicating a surge in demand for a skilled workforce.
Absence of superior technology and lack of skilled workers are regularly cited as the
most important constraints that Bangladeshi manufacturing faces.

It stands to reason that Bangladesh —and other countries like it —need to invest in
skills, education, and new technologies. Those are all part of the fundamentals of
economic development. But remember that industrialization became a growth
escalator precisely because it allowed countries an end to run around these
constraints; it enabled high growth even with slow progress on fundamentals. Rapid
economic convergence was achieved by relying not on a country’s scarce factors and
capabilities but on its abundant ones. The apparent reality that skill and
technological upgrading have now become the binding constraints on fostering and
deepening industrialization reflects industrialization’s diminished role as a vehicle for
rapid growth.

Historically, rapidly growing countries could move a third or more of their labor force
from farming into manufacturing, reaping the benefits of significant economy-wide
productivity gains. Since 1990, practically no country outside of East and Southeast
Asia has managed to reach or sustain employment levels in manufacturing
exceeding 20 percent of the labor force, with the vast majority of developing nations
falling far short of this threshold. In the few low-income countries where
industrialization seems not to have run out of steam, its quality is very poor.
Employment growth in these relatively successful instances seems limited to
unregistered/informal parts of manufacturing, as in Ethiopia, with formal
manufacturing still remaining in the grasp of premature deindustrialization.

Productivity policies for labor-absorbing services

The good news is that labor productivity in services (measured as value added
divided by number of workers) has performed surprisingly well in the developing
world since the early 1990s. While the level of labor productivity in services remains
below manufacturing on average, its rate of growth has been faster than in industry
(manufacturing_plus construction, mining, and utilities) outside East Asia and the
advanced economies. This is the opposite of the historical pattern exhibited in the
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latter group of countries, where services productivity typically lags industrial
productivity. This suggests that the traditional worry about stagnant productivity in
services may be of lesser concern in today’s low-income countries.

Indeed, the rapid growth of developing countries in the two decades before the
pandemic was primarily due to the strong performance of their service sector. This
was very different from the traditional industrialization-driven growth model.
Services contributed to growth both by experiencing rapid productivity growth and
by drawing labor from the countryside (where labor productivity was lower). India has
been the paradigmatic case of a services-driven economy. But a similar pattern was
also found in countries such as Ethiopia (where, as we have seen, industrialization
efforts faltered), Ghana, Nigeria, Rwanda, and Zambia, among others. What we can’t
be sure of is whether this was an exceptional, one-off experience or has heralded a
new era where services can fully substitute for the dynamic role that manufacturing
has historically played. What is clear is that government policy can play a role in the
productive upgrading of low-earning, often informal services.

Street sellers in developing countries spend a lot of time obtaining their supplies.
Fruit-and-vegetable vendors have to go to a wholesale market in the middle of the
night to replenish their wares for sale during the daytime. The market may be outside
the city, many miles away. Reliable and cheap transport, especially when carrying
large bags of produce, is typically difficult to find. The round-trip journey can take
hours each day. Contrast this with the efficiency of modern multinational retail
stores, with their finely optimized supply chains and large-scale orders that keep
costs low.

The founders of a social enterprise in Colombia, known as Agruppa, had an idea. They
thought they could use a combination of new technologies and organizational
innovations to help street-corner fruit-and-vegetable sellers in Bogota obtain their
supplies more efficiently. They would collect and aggregate orders from individual
vendors, source the produce directly from farmers on the outskirts of the city
bypassing intermediaries, and deliver it directly to the vendors early in the morning.
Agruppa started with a list of five common products (potatoes, plantains, tomatoes,
onions, and spring onions), which eventually expanded to twenty-eight items. Nearly
600 vendors expressed interest and joined the program in its initial run in early 2016.
Agruppa’s funding came from the World Bank and a group of social investors.

A subsequent evaluation found that Agruppa’s services lowered travel time and
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purchase costs, reduced work stress, and increased the time participant workers
spent with family. The effects could have been stronger, were it not for the fact that
the vendors still needed to travel to the wholesale market to buy produce not
included in the Agruppa service. The program wound down within two years because
Agruppa could not scale up its offerings and coverage sufficiently to sustain itself
financially before its funding ran out.

Could such a program have been more effective had it been launched by the
government with stronger financial backing? Would it have scaled up successfully
and reached more street vendors and small shops? Would the vendors’ incomes have
risen significantly? Would the government resources spent on it be repaid in the
program’s social benefits and tax revenues?

We do not have the answers to these questions. What we do know is that it is only
through policy experiments of this kind that we have any hope of raising incomes in
labor-absorbing service activities. These policy experiments will look a lot like the
industrial policies we have seen deployed in China and other successful developing
economies for export-oriented manufacturing industries and for renewables. They
will take the form of governments —and sometimes social enterprises, as in the
previous example — collaborating with small and large services firms to supply them
with the incentives and inputs (including technology) the firms need to become more
efficient.

In an example of quite a different kind, the government of the state of Haryana, India,
launched a collaboration with two large cab aggregators, Uber and Ola, with the goal
of expanding the employment of young drivers by the platforms. Launched in 2018,
the program, called Saksham Saarthi, was premised on the possibility of mutual
benefit. The state government wanted to create jobs for young people who were
unemployed or engaged in highly unproductive activities. The companies wanted to
expand their activities but faced informational and regulatory hurdles that the
government was in a position to address. Ola and Uber each committed to monthly
hiring targets and to the expansion of new services, such as bike taxis. The
government, in turn, shared with them targeted databases of unemployed youth,

organized exclusive job fairs, and popularized the program through media campaigns.

It also made some regulatory changes to facilitate the firms’ operation. For example,
one district had a regulation that prevented drivers from outside the district from
obtaining a commercial license; this restriction was removed. Rules and procedures
for registering the riding services were simplified across the state. Within a year,
24,000 youth from across the state had been onboarded through the program.

10
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Several things stand out with this program. First, the government did not resort to
subsidies or financial incentives. Its assistance to firms took a different form,
focused on administrative procedures. Second, even though the firms did commit to
hiring more drivers, their targets were voluntary. There was no financial penalty if the
targets were not met. The conditionality was soft rather than hard: it relied on
goodwill and good-faith efforts on the part of the firms rather than explicit,
contractual commitments. Third, and relatedly, the government and the firms were
engaged in an ongoing and iterative relationship. Frequent meetings ensured the
monitoring of outcomes, flexibility, and revisions, when needed, to respond to
changing circumstances. These interactions and the mutual understanding they
fostered helped build trust between the parties.

The service sector is exceptionally diverse, encompassing informal and formal firms,
and enterprises that range from owner-operated units to large platforms. Their needs
vary greatly, and so does what the government needs to do to help them become
more efficient. The owner of a single-person operation may require supplies and
market information, while a medium-sized firm may need access to cheaper credit
than is available from commercial banks. Government programs that are not
customized or well positioned to offer a variety of services to different kinds of firms
are unlikely to be effective. A productivity program targeting labor-absorbing
services must necessarily encompass a wide range of initiatives.

We can envisage at least four different types of programs.

The first type works with established firms to incentivize them to expand their
employment, either directly or through their local supply chains. These
established firms are likely to be large and already productive. They could be
global retailers, platforms, mining firms, or manufacturing exporters (with
potential to generate upstream linkages with service providers). Haryana’s
partnership with two ride-sharing platforms is an example. There may be
opportunities of this type especially with global brands that operate locally and
either export to foreign markets or serve the home market. The objective is to
increase linkages with local providers, upgrading their productive capabilities in
the process.

"
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The second type of program in the portfolio focuses on micro enterprises or
smaller firms and aims to enhance their productive capabilities through the
provision of specific public inputs. These inputs could be management training,
loans or grants, customized worker skills, specific infrastructure,
marketing/sourcing, or technology assistance, depending on specific needs. The
Agruppa case is an example. An important consideration here is that the mass of
tiny and mostly informal firms that populate low-skill services cannot all be
upgraded. A significant increase in access to credit, for example, may help a
small group of top performers, while having little effect on the performance of
the rest.One prominent example is Nigeria's YouWiN!, a business plan
competition for young entrepreneurs, launched in 2011, with the aim of
encouraging innovation and job creation through the start-up of new businesses
and the expansion of existing businesses. An evaluation of the program shows
that it had positive impact on the rate of business start-up, employment, profits,
and survival of existing firms. These encouraging results have prompted other
countries to mount similar initiatives.

The third type of program entails the provision of digital tools or other forms of
new technologies, either to workers directly or to firms, that allow workers
with little education to perform additional and more complex tasks. The
objective here is to enable low-skill workers to do (some of) the jobs traditionally
reserved for more skilled professionals. An example is provided by an experiment
in Uttar Pradesh, India, where the Manthan Project provided community health
workers (popularly known as ASHA workers) in two districts with a mobile-
phone-based multimedia app called mSakhi. ASHA workers traditionally were
hampered by inadequate knowledge, lack of supervisory support, onerous
reporting requirements, and lack of coordination with auxiliary nurses, who
provided additional medical support. The objective of the program was to
enhance the capabilities of the workers and thereby improve maternal and
newborn health outcomes. The mSakhi app combined self-learning, client
management, and reporting in an easy-to-use format. It generated a home visit
schedule for each beneficiary and provided video-guided instructions. Upon the
completion of a successful pilot run, the technology was extended to five
districts in 2015; eventually, its functionality was broadened to other purposes,
such as screening for diseases like diabetes and hypertension. Evaluations of the
pilot program found that ASHA workers became more productive and adept at
using the technology over time. They became more knowledgeable about critical
reproductive, maternal, and child topics and more proficient in counseling the
beneficiaries and identifying sick newborns who needed immediate medical care.

12
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The fourth program focuses directly on training. It combines vocational training
with “wraparound” services —a range of additional assistance programs for
job seekers to enhance their employability, job retention, and eventual
promotion. These training programs typically work closely with employers, both
to understand their needs and to reshape their human resource practices to
maximize employment potential. Vocational training programs have been of
uncertain quality in developing countries, partly due to the difficulties of

implementing and scaling up programs with comprehensive wraparound services.

One of the encouraging examples is Harambee in South Africa, a social
enterprise founded in 2011. Harambee partners with the national and subnational
government as well as more than a thousand employers. It has served nearly four
million unemployed youth. It recruits unemployed youth, assesses and develops
their skills and competencies, works with employers on job matching and
creation, and assists youth in the job search process through skills certifications
and reference letters. Harambee conducts standardized skills assessments of job
seekers and analyzes psychometric and other data to better match them with
jobs, as well as providing job-specific training to prepare them for success and
retention on their jobs. South Africa has the world’s highest unemployment rate
for youth, at above 60 percent. Harambee has been a rare bright spot in an
otherwise depressing landscape.

A services-based model of economic development cannot deliver the kind of growth
rates experienced in East Asia, even in the best-case scenario. Remember the
features that made industrialization a powerful growth escalator? One of those is
that manufacturing firms can sell their products on world markets and are not
constrained by the small size of the home market. This enables a sequential strategy
whereby countries initially concentrate on a few manufactured goods where they can
be competitive and then diversify into other sectors of increasing sophistication over
time. Most of the labor-absorbing services in developing countries are non-tradable.
Ongoing expansion of one requires the simultaneous expansion of all the others. The
growth of retail, say, cannot significantly outpace the growth of personal services,
hospitality, and other domestic services. Services-based development is difficult
both because of the challenges of increasing productivity and because of the need
for a balanced growth model.

But there is also an upside to this, especially from the standpoint of poverty
reduction. The export-oriented industrialization model typically increases inequality
early on, as it is the large manufacturing firms and their comparably small number of

13
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Employees that reap the initial gains. The rest have to wait for their turn to step on
the escalator or for the income gains to trickle down. A strategy based on labor-
absorbing services, by contrast, attacks poverty directly as it targets workers with
low incomes. The services model may not deliver very fast growth, but the growth it
generates is more inclusive and equitable.

This essay is adapted from Chapter 5 of Dani Rodrik, Shared Prosperity in a Fractured

World: A New Economics for the Middle Class, Our Climate, and the Global Poor.
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	Second, the escalator can keep going virtually without limit. It is as if it operates in an exceedingly tall building where the ceiling reaches high into the skies. This is because manufactured goods are tradable products that can be sold on world
	Third, the escalator was traditionally very wide and could accommodate a huge number of passengers. The passengers in question were the poor farmers who flooded into the cities for factory work. Basic manufacturing operations, such as assembly, could be performed by workers with few skills or educational credentials. This was a great boon for poor nations trying to catch up, since the one resource they had plenty of was workers with little education or professional skills. Outsourcing these operations from the advanced economies to developing nations made a lot of economic sense. Poor nations got to put their people on an escalator out of poverty, while rich nations got cheap consumer products.
	markets, where consumers are more numerous and much richer. (Ultimately, of course, the world market too will be saturated, but that happens late in the game, once the country has become considerably richer and is a significant part of the world economy).

	The Fading of Manufacturing
	The escalator has been disrupted by technological developments that render manufacturing much more skill and capital intensive. As manufacturing firms in advanced economies came under intense competitive pressure from low-cost exporters during the 1970s and later, they invested heavily in labor-saving machinery. These new technologies in turn set quality and reliability standards that producers in poor countries needed to match to succeed within global supply chains. They required skills and capital, which developing nations were short of—precisely the constraints that labor-intensive manufacturing had enabled them to evade.
	Developing countries that have not kept pace with new technologies have fallen behind. Bangladesh, a country that might have replicated the East Asian experience, provides a telling example. The country was an accidental beneficiary of South Korea’s export miracle in garments. As the United States and Europe began to protect their home markets against the surge in garment exports from East Asia in the mid-1970s, Korean producers started looking for new production destinations that did not face trade barriers, setting up production in Bangladesh. But Bangladesh never became another South Korea or China. Its industry did not diversify beyond ready-made garments (RMGs).
	One reason is changes in the technological scene began to impose additional burdens once RMGs had reached some maturity. The path forward and upward was
	blocked by the need to apply technologies that were expensive and incompatible with Bangladesh’s comparative advantage in labor-intensive production. The country has experienced a rapid rise in the “skill premium,” the wage differential in favor of college-educated workers, indicating a surge in demand for a skilled workforce. Absence of superior technology and lack of skilled workers are regularly cited as the most important constraints that Bangladeshi manufacturing faces.
	It stands to reason that Bangladesh—and other countries like it—need to invest in skills, education, and new technologies. Those are all part of the fundamentals of economic development. But remember that industrialization became a growth escalator precisely because it allowed countries an end to run around these constraints; it enabled high growth even with slow progress on fundamentals. Rapid economic convergence was achieved by relying not on a country’s scarce factors and capabilities but on its abundant ones. The apparent reality that skill and technological upgrading have now become the binding constraints on fostering and deepening industrialization reflects industrialization’s diminished role as a vehicle for rapid growth.
	Historically, rapidly growing countries could move a third or more of their labor force from farming into manufacturing, reaping the benefits of significant economy-wide productivity gains. Since 1990, practically no country outside of East and Southeast Asia has managed to reach or sustain employment levels in manufacturing exceeding 20 percent of the labor force, with the vast majority of developing nations falling far short of this threshold. In the few low-income countries where industrialization seems not to have run out of steam, its quality is very poor. Employment growth in these relatively successful instances seems limited to unregistered/informal parts of manufacturing, as in Ethiopia, with formal manufacturing still remaining in the grasp of premature deindustrialization.

	Productivity policies for labor-absorbing services
	The good news is that labor productivity in services (measured as value added divided by number of workers) has performed surprisingly well in the developing world since the early 1990s. While the level of labor productivity in services remains below manufacturing on average, its rate of growth has been faster than in industry (manufacturing plus construction, mining, and utilities) outside East Asia and the advanced economies. This is the opposite of the historical pattern exhibited in the

	latter group of countries, where services productivity typically lags industrial productivity. This suggests that the traditional worry about stagnant productivity in services may be of lesser concern in today’s low-income countries.
	Indeed, the rapid growth of developing countries in the two decades before the pandemic was primarily due to the strong performance of their service sector. This was very different from the traditional industrialization-driven growth model. Services contributed to growth both by experiencing rapid productivity growth and by drawing labor from the countryside (where labor productivity was lower). India has been the paradigmatic case of a services-driven economy. But a similar pattern was also found in countries such as Ethiopia (where, as we have seen, industrialization efforts faltered), Ghana, Nigeria, Rwanda, and Zambia, among others. What we can’t be sure of is whether this was an exceptional, one-off experience or has heralded a new era where services can fully substitute for the dynamic role that manufacturing has historically played. What is clear is that government policy can play a role in the productive upgrading of low-earning, often informal services.
	Street sellers in developing countries spend a lot of time obtaining their supplies. Fruit-and-vegetable vendors have to go to a wholesale market in the middle of the night to replenish their wares for sale during the daytime. The market may be outside the city, many miles away. Reliable and cheap transport, especially when carrying large bags of produce, is typically difficult to find. The round-trip journey can take hours each day. Contrast this with the efficiency of modern multinational retail stores, with their finely optimized supply chains and large-scale orders that keep costs low.
	The founders of a social enterprise in Colombia, known as Agruppa, had an idea. They thought they could use a combination of new technologies and organizational innovations to help street-corner fruit-and-vegetable sellers in Bogota obtain their supplies more efficiently. They would collect and aggregate orders from individual vendors, source the produce directly from farmers on the outskirts of the city bypassing intermediaries, and deliver it directly to the vendors early in the morning. Agruppa started with a list of five common products (potatoes, plantains, tomatoes, onions, and spring onions), which eventually expanded to twenty-eight items. Nearly 600 vendors expressed interest and joined the program in its initial run in early 2016. Agruppa’s funding came from the World Bank and a group of social investors.
	A subsequent evaluation found that Agruppa’s services lowered travel time and
	purchase costs, reduced work stress, and increased the time participant workers spent with family. The effects could have been stronger, were it not for the fact that the vendors still needed to travel to the wholesale market to buy produce not included in the Agruppa service. The program wound down within two years because Agruppa could not scale up its offerings and coverage sufficiently to sustain itself financially before its funding ran out.
	Could such a program have been more effective had it been launched by the government with stronger financial backing? Would it have scaled up successfully and reached more street vendors and small shops? Would the vendors’ incomes have risen significantly? Would the government resources spent on it be repaid in the program’s social benefits and tax revenues?
	We do not have the answers to these questions. What we do know is that it is only through policy experiments of this kind that we have any hope of raising incomes in labor-absorbing service activities. These policy experiments will look a lot like the industrial policies we have seen deployed in China and other successful developing economies for export-oriented manufacturing industries and for renewables. They will take the form of governments—and sometimes social enterprises, as in the previous example—collaborating with small and large services firms to supply them with the incentives and inputs (including technology) the firms need to become more efficient.
	In an example of quite a different kind, the government of the state of Haryana, India, launched a collaboration with two large cab aggregators, Uber and Ola, with the goal of expanding the employment of young drivers by the platforms. Launched in 2018, the program, called Saksham Saarthi, was premised on the possibility of mutual benefit. The state government wanted to create jobs for young people who were unemployed or engaged in highly unproductive activities. The companies wanted to expand their activities but faced informational and regulatory hurdles that the government was in a position to address. Ola and Uber each committed to monthly hiring targets and to the expansion of new services, such as bike taxis. The government, in turn, shared with them targeted databases of unemployed youth, organized exclusive job fairs, and popularized the program through media campaigns. It also made some regulatory changes to facilitate the firms’ operation. For example, one district had a regulation that prevented drivers from outside the district from obtaining a commercial license; this restriction was removed. Rules and procedures for registering the riding services were simplified across the state. Within a year, 24,000 youth from across the state had been onboarded through the program.
	Several things stand out with this program. First, the government did not resort to subsidies or financial incentives. Its assistance to firms took a different form, focused on administrative procedures. Second, even though the firms did commit to hiring more drivers, their targets were voluntary. There was no financial penalty if the targets were not met. The conditionality was soft rather than hard: it relied on goodwill and good-faith efforts on the part of the firms rather than explicit, contractual commitments. Third, and relatedly, the government and the firms were engaged in an ongoing and iterative relationship. Frequent meetings ensured the monitoring of outcomes, flexibility, and revisions, when needed, to respond to changing circumstances. These interactions and the mutual understanding they fostered helped build trust between the parties.
	The service sector is exceptionally diverse, encompassing informal and formal firms, and enterprises that range from owner-operated units to large platforms. Their needs vary greatly, and so does what the government needs to do to help them become more efficient. The owner of a single-person operation may require supplies and market information, while a medium-sized firm may need access to cheaper credit than is available from commercial banks. Government programs that are not customized or well positioned to offer a variety of services to different kinds of firms are unlikely to be effective. A productivity program targeting labor-absorbing services must necessarily encompass a wide range of initiatives.
	We can envisage at least four different types of programs.
	The first type works with established firms to incentivize them to expand their employment, either directly or through their local supply chains. These established firms are likely to be large and already productive. They could be global retailers, platforms, mining firms, or manufacturing exporters (with potential to generate upstream linkages with service providers). Haryana’s partnership with two ride-sharing platforms is an example. There may be opportunities of this type especially with global brands that operate locally and either export to foreign markets or serve the home market. The objective is to increase linkages with local providers, upgrading their productive capabilities in the process.
	The second type of program in the portfolio focuses on micro enterprises or smaller firms and aims to enhance their productive capabilities through the provision of specific public inputs. These inputs could be management training, loans or grants, customized worker skills, specific infrastructure, marketing/sourcing, or technology assistance, depending on specific needs. The Agruppa case is an example. An important consideration here is that the mass of tiny and mostly informal firms that populate low-skill services cannot all be upgraded. A significant increase in access to credit, for example, may help a small group of top performers, while having little effect on the performance of the rest. One prominent example is Nigeria’s YouWiN!, a business plan competition for young entrepreneurs, launched in 2011, with the aim of encouraging innovation and job creation through the start-up of new businesses and the expansion of existing businesses. An evaluation of the program shows that it had positive impact on the rate of business start-up, employment, profits, and survival of existing firms. These encouraging results have prompted other countries to mount similar initiatives.
	The third type of program entails the provision of digital tools or other forms of new technologies, either to workers directly or to firms, that allow workers with little education to perform additional and more complex tasks. The objective here is to enable low-skill workers to do (some of) the jobs traditionally reserved for more skilled professionals. An example is provided by an experiment in Uttar Pradesh, India, where the Manthan Project provided community health workers (popularly known as ASHA workers) in two districts with a mobile-phone-based multimedia app called mSakhi. ASHA workers traditionally were hampered by inadequate knowledge, lack of supervisory support, onerous reporting requirements, and lack of coordination with auxiliary nurses, who provided additional medical support. The objective of the program was to enhance the capabilities of the workers and thereby improve maternal and newborn health outcomes. The mSakhi app combined self-learning, client management, and reporting in an easy-to-use format. It generated a home visit schedule for each beneficiary and provided video-guided instructions. Upon the completion of a successful pilot run, the technology was extended to five districts in 2015; eventually, its functionality was broadened to other purposes, such as screening for diseases like diabetes and hypertension. Evaluations of the pilot program found that ASHA workers became more productive and adept at using the technology over time. They became more knowledgeable about critical reproductive, maternal, and child topics and more proficient in counseling the beneficiaries and identifying sick newborns who needed immediate medical care.
	The fourth program focuses directly on training. It combines vocational training with “wraparound” services—a range of additional assistance programs for job seekers to enhance their employability, job retention, and eventual promotion. These training programs typically work closely with employers, both to understand their needs and to reshape their human resource practices to maximize employment potential. Vocational training programs have been of uncertain quality in developing countries, partly due to the difficulties of implementing and scaling up programs with comprehensive wraparound services. One of the encouraging examples is Harambee in South Africa, a social enterprise founded in 2011. Harambee partners with the national and subnational government as well as more than a thousand employers. It has served nearly four million unemployed youth. It recruits unemployed youth, assesses and develops their skills and competencies, works with employers on job matching and creation, and assists youth in the job search process through skills certifications and reference letters. Harambee conducts standardized skills assessments of job seekers and analyzes psychometric and other data to better match them with jobs, as well as providing job-specific training to prepare them for success and retention on their jobs. South Africa has the world’s highest unemployment rate for youth, at above 60 percent. Harambee has been a rare bright spot in an otherwise depressing landscape.
	A services-based model of economic development cannot deliver the kind of growth rates experienced in East Asia, even in the best-case scenario. Remember the features that made industrialization a powerful growth escalator? One of those is that manufacturing firms can sell their products on world markets and are not constrained by the small size of the home market. This enables a sequential strategy whereby countries initially concentrate on a few manufactured goods where they can be competitive and then diversify into other sectors of increasing sophistication over time. Most of the labor-absorbing services in developing countries are non-tradable. Ongoing expansion of one requires the simultaneous expansion of all the others. The growth of retail, say, cannot significantly outpace the growth of personal services, hospitality, and other domestic services. Services-based development is difficult both because of the challenges of increasing productivity and because of the need for a balanced growth model.
	But there is also an upside to this, especially from the standpoint of poverty reduction. The export-oriented industrialization model typically increases inequality early on, as it is the large manufacturing firms and their comparably small number of
	Employees that reap the initial gains. The rest have to wait for their turn to step on the escalator or for the income gains to trickle down. A strategy based on labor-absorbing services, by contrast, attacks poverty directly as it targets workers with low incomes. The services model may not deliver very fast growth, but the growth it generates is more inclusive and equitable.
	This essay is adapted from Chapter 5 of Dani Rodrik, Shared Prosperity in a Fractured World: A New Economics for the Middle Class, Our Climate, and the Global Poor.
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