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Abstract:

This paper systematically reviews the theoretical perspectives underpinning economic transformation and
empirically assesses its multi-faceted impact on national and global economies.The theoretical prospective
draws upon key schools of thought, including McMillan et al.’s Process of Productive-Driven Structural
Change, Joseph Schumpeter’s Innovation, Creative Destruction and Economic Development, Alfred
Marshall’s Gradual Evolution and Industrial Change, Dani Rodrik’s Structual Shifts, Policy Pragmatism
and Binding Constraints and Justin Yifu Lin’s New Structural Economics and comparative Advantage.
Using content analysis, the study’s impact assessment focuses on core components of successful
transformation, including: structural diversification, export competitiveness, productivity gains (both
between and within sectors), technological upgrading, and human well-being. Analysis reveals that while
economic growth is a prerequisite, true transformation demands active public policies to manage the
transition, overcome market failures, and ensure the resulting growth is inclusive and sustainable. The paper
synthesizes evidence demonstrating that successful transformation leads to higher and more resilient GDP
per capita growth, better integration into global value chains, and improved socio-economic indicators,
while highlighting the complex political and institutional challenges that often constrain its realization in
developing and emerging economies.
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1. Introduction:

Economic transformation stands as a pivotal
concept in contemporary development economics
in the globe, signifying a profound and sustained
re-orientation of an economy’s fundamental
structure, composition and capabilities. This goes
beyond mere quantitative economic growth,
aiming instead for a qualitative enhancement in
the development outcomes. It is widely
understood as a process involving the reallocation
of labour and other productive resources from

lower-productivity activities to those yielding
higher productivity (Brooken, 2025; ETD, 2024;
Gatsby Africa 2022.) The cognitive operations of
economic transformation involves two basic
related but well-defined processes. One of the
processes is conditioned for a structural changes
across the sectors in the economy, where the share
of the transformation is associated with a
declining share of labour force in agricultural and
an increasing share of employment in the
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manufacturing and high-productivity services.The
second process is associated with rising
productivity within sectors in the economy. The
focal point is on transformation in the sector
productivity growth that happens as shifts within
firms in a sector as well as shifts within firms
through enhanced technology such as improved
economic  items varieties and improved
management practices (Mikhailovich, 2022).

The significance of economic transformation is
underscored by its important for achieving high-
quality, sustainable and inclusive growth, directly
contributing to critical development objective
such as job creation, poverty reduction and
improved living standards, particularly in
developing nations (Wulandari, Hasugian, Dachi,
Alawi, Maulana, & Muntaza 2024). The concept
addresses the limitations of recent growth patterns,
which have sometimes shown low elasticity in
reducing extreme poverty and a weak capacity in
dynamic sectors to generate sustained productive
employments (Nasutionl, Wulandari, Hasugian,
Dachi, Alawi, Maulana & Muntaza, 2024; Lin,
2009) asserted that economic transformation is a
shifted from simply increasing Gross Domestic
Product (GDP) to understanding how growth
occurs, the benefits, and its resilience to external
shocks. This implies that policy success metrics
for development must extend beyond aggregate
GDP figures to include distributional and
sustainability indicators.

The world economy is currently undergoing
significant economic transformation, driven by
technological advancements, glocalization and
shifting demographics, especially in the western
world instead of the increased automation, and
changes in the labour force composition.
According to Brooken (2025), between 2021and
2022 the USA government 17" congress has
authorized $80 million designed to encourage
inclusive economic transformation, a shift toward
a more innovation, prosperous, and resilient
economy, and from lower-productivity to higher-
productivity activities targeting investments in key
industries to spur development. The U.S. Bureau
of Economic analysis (USBEA, 2024) showed

that the transformation has resulted to an increase
of real GDP by 2.4% at the fourth quarter of 2024.

The  persistent  relevance  of  economic
transformation is further highlighted by its crucial
role in helping the emerging economics avoid
stagnation at middle-income levels. The middle-
income trap, characterized by a country achieving
middle-income but experiencing an economic
slowdown that prevents it from reaching high-
income levels, necessitates a deeper, and more
qualitative form of economic changes. This could
mean that the traditional growth models, which
might suffice for initial development stages,
becomes insufficient, demanding a more complex
and deliberate policy agenda focused on structural
and technological upgrading.

The underlying issues in the African region,
especially sub-Saharan Africa is that the pattern of
growth is highly orientated and non-inclusive
(SET, 2022). According to Pinto, Odoi, Nogueira,
and Viana (2025) and Booth (2021), sub-African
nations are achieving economic growth but not
economic transformation (growth without depth)
and growth in these nations mostly originate from
the buoyant urbanization and expansion of a
service economy, which majorly serve the upper
and middle classes, without any prior
transformation of the essential economic activity,
agriculture or the emergence of a sizeable
manufacturing sectors.

The purpose of this report is to systematically and
critically analyze the diverse concepts of
economic transformation as articulated by
prominent economists by examining the unique
theoretical perspectives, identifying common
threads. By highlighting and distinguishing
emphases of the various concepts, this analysis
seeks to provide a comprehensive and nuance
foundational understanding of this multifaceted
concept. It is to this end that the study, using
contextual analytical method to investigate the
multi-knowledge  approaches to  identify
opportunities  and  diagnosing  necessary
conceptualization and constraints, and also, to
map out realistic policy option, which can be used
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to put growth patterns into a more functional
economic transformation footing.

2. Literature Reviewed and Theoretical
Framework:

2.1. Conceptual Literature and Theoretical
Framework:

2.1.1. Economic Transformation:

The concept and theoretical perspective of
economic transformation have been shaped by the
contribution of numerous prominent economist,
each offering unique theoretical lenses and
emphasizing different aspects of this complex
process. This section was investigated vividly at
4.1 in section 4.

2.1.2. Theoretical Literature and Framework:

There are plethora of theories on economic
transformation such as Schumpeter (1934),
Rodrik(2012), Zeleny (2021), Jung (2012), to
mention but few. However, the study made use of
McMiillian, Page, Booth, Dirk and Valde (2017).
According to McMillian et al, economic
transformation is a continuous and dynamic
process involving the fundermental reallocation of
productive resources, primarily labour and capital,
from activities characterised by lower productivity
to those with higher productivity. The
fundamental movement of resources according to
McMillian et al, is the key driver of overall
economic transformation and development. These
overarching process of resource reallocation is
manifested through two primary interconnected
dimensions; the structural change (between-sector
reallocation) and within- sector Productivity
growth.

Structural Change (Between-Sector Reallocation),
refers to the large-scale shift of economic activity
and resources across different sectors of the
economic. A classic illustration is the historical
transition from the primary sector such as
subsistence  agriculture to the secondary,
manufacturing sector and subsequently to tertiary,
modern services sector. This reorientation of the
economy’s productivity is the base and the central
feature of economic transformation and
development especially in the sub-Saharan region.

Within-Sector Productivity Growth (infra-sectoral
improvement); This component focuses on
increases in efficiency, innovation and output per
unit of input such as; adoption of new
technologies, advancements in management
practices, and the reallocation of resources from
less productive firms to more productive ones,
within existing economic sectors. A tipcal
example in the African region is a shift from low-
productivity subsistence farming to high-value
crops within sophisticated value chains in
agriculture (Booth, David (2021). The lesson here
is that the interdependence of these two dimension
is the hub of economic transformation. This
means that even if a country’s sectoral
composition does not drastically change, for
example, still heavily remaining agriculture,
significant  economic  transformation  and
development can only  occur through
improvements in efficiency, technology and value
addition within the sectors in the economy. This
implies that only industrialization or a shift to
services constitutes economic transformation,
suggesting that development polices should focus
on upgrading and modernizing existing industries
and activities, regardless of their broad sectoral
classification.

3. Methodology:

This investigation adopted a cooperative research
method and an organized approach as postulated
by of Tranfield, Denyer and Smart (2003), which
incorporate  varieties of content analysis,
conversation analysis and possible discourse
analysis by implementing a systematic literature
review approach. This helps in integrating the
overviews of the concepts and content of
economic transformation to bring about the
understanding pressing issues of transformation of
the economy.

The views from this content analysis were to help
in describing and developing a theoretical
understanding of responses of the literature
reviewed (Hart, 1998). First, a fundamental
concept of economic transformation to identify a
key driver of overall economic development was
conducted. Secondly, a definational contribution
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of prominent economist to mirror out the different
complex process of economic transformation was
conducted. Thirdly, a comparative analysis of the
concepts was explored to bring out the different
significant divergence in the concepts. Fourthly,
the study identified the primary drivers, sectoral
focuses and prescribed government roles of the
state. Finally, the study determine the necessitates
range of quantitative measures of economic
transformation to capture its various dimensions
and its impacts on the economies of the world.

A variety of sources were conducted in an attempt
to source for information and insights from
different perspectives. These sources include
Journals, special issues, relevant reports and
selected conference proceedings.

4. Conceptual  Perspectives of Economic
Transformation of Prominent Economists and
Comparative Analysis: Common Themes and
Divergent Emphases, Measuring Economic
Transformation and Impact of Economic
Transformation on the Economy

4.1. Conceptual Perspectives of Economic
Transformation of Prominent economists and
Comparative Analysis: Their common themes
and divergent emphases.

The concept of economic transformation has been
shaped by the contributions of numerous
prominent economists, each offering unique
theoretical lenses and emphasizing different
aspects of this complex process. The table 4.1
summaries key individual definition before
delving into individual perspectives.

Table 1. Key Definitions of Economic Transformation by Some Prominent Authors and their
perspectives

Primary
Emphasis/Mechanism

Key Contribution /Concept

SIN Author(s) Core
Defination/Key
Concept
1 | McMillianet | Continuous process
al of moving labour

and resources from
lower-to higher-
productivity
activities both within
and between sectors
and raising within
sector productivity

Enhancing quality of
growth, job creation,
poverty reduction; multi-
disciplinary policy
framework considering
political economy

Supporting economic
Transformation framework;
and reveal transformation
deficits.

system;economic
development
through continuous
gradual
accumulation of

foundations of industrial
change; evolution of
technology,institutions
preferences.

growth
2 Joseph economic Innovation and Creative Destruction;
Schumpeter | development-drive entrepreneurship as the Entrepreneur as cornerstone
by innovation and engine of capitalist of capitalism
entrepreneurship, development; replacement
leading to of old by new.
destructive changes.
3 Alfred Capitalism as an Gradualism; Microeconomic principle for
Marshall evolving microeconomics long-term changes
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small changes.

4 Structural shifts
from low-to high
productivity sectors;

Policy pragmatism; context-
specific interventions;
identifying and addressing

Growth diagnostics;
Premature De-
industrialization

endowments and
comparative
advantages

to address market failures
and guide structural change

Dani Rodrik | improving lives and binding constraints,
reducing inequality. | challenges of premature de-
industrialization
5 Upgrading industrial | Aligning industrial policy
Justin Yifu structure based on with comparative New structual
Lin evolving factor advantage; facilitating state Economics(NES);

Comperative-Advantage-
Following (CAF)strategy.

A. McMillan et al (2017): The Process of
Productive-Driven Structural Change

McMillan et al (2017) define economic
transformation as a continuous  process
encompassing two programmes; the structural
reallocation of labour and other resources from
low-productivity sectors to higher-productivity
sectors, and the optimization of economic growth
by prioritizing strategic sectors underpinned by
science-based technology. Their work critically
emphases that economic transformation is not
merely about achieving aggregate economic
growth, but enhancing the quality of that growth
to ensure it is robust, employment-intensive, and
leads to long-term, sustainable, and inclusive
poverty reduction. This implies broad-base
income generation, resilience against price shocks
through diversification, and the creation of
linkages and synergies for future growth. Within
the sectoral productivity, they viewed that the
adoption of new technologies and management
practices that increase production efficiency leads
to effective economic transformation.

Their multi-disciplinary framework designed to
guide countries in putting their growth paths onto
a more transformational footing includes.

Stage 1: what is happening? This stage focuses
on diagnosing the current state of economic
transformation. This include achievements and
limitations. It utilizes tools such as sectoral
productivity decomposition to analyse how much

productivity change is driven by structural shifts
versus within-sector improvement, firm-level
productivity  analysis, trade-in-value-added
measures, and product space analysis. According
to McMillan et al (2017), this diagnostic often
reveals that many low-income countries suffer
from transformation deficits, and are characterised
by growth that lacks significant structural change
or productive job creation, and a general absence
of productivity enhancement at both firm and
sector levels.

Stage 2: Why is it happening? This crucial step
delves into the underlying reasons for observed
transformation deficits. It involves reviewing
economic constraint, (e.g through firm surveys
and existing studies like Growth Diagnostics and
significantly, analyzing political economy factors.
This include assessing whether incentives for
political and business actors align with
transformation goals, examining policy-making
processes for transparency, and evaluating the role
of leadership, policy consistency, and state-
business relations. This means that even with a
clear economic understanding of transformation,
the real-world challenge lies in policy
implementation, which is often hindered by
political and institutional factors. This suggests
that economic transformation is not merely an
economic problem but a complex socio-political
one, and this require adoptive and politically
astute approaches rather than just technocratic
solutions.
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Stage 3: What should be done?

This stage focused on identifying appropriate
policy interventions and prioritizing promising
sectors. Sector prioritization is based on high
productivity —growth potential, comparative
advantage, GDP and employment effects (using
multiplier analysis), diversification benefits (via
product space and analysis), and private sector
interests. Policy analysis considers both economy-
wide, Dbroad-based policies and targeted
intervention (e.g., Special Economic Zones), with
prioritization taking into account political
economy constraints.

Stage 4: How to make it happen: This final, and
critical  stage  emphasizes the  practical
implementation of polices through politically
smart, adaptive approaches. It involves in-depth
stakeholder engagement to identify opportunities
for self-interested action that can improve
conditions for transformation, linking
interventions to policymakers’ programs, and
fostering a process of continuous learning and
adaptation. Demonstration projects are suggested
as a means to showcase transformative growth in
practice and influence perceptions.

The concept of “transformation deficits” provides
a powerful analytical tool for understanding why
some countries experience economic growth that
does not translate into broad-based development
or poverty reduction. It underscores the nature of
growth matters profoundly. Identifying these
deficits allows policy makers to pinpoint specific
areas where growth is low quality, (e.g,
urbanization without manufacturing
transformation, as noted ) and design targeted
interventions to address the underlying structural
and productivity gaps, rather than applying
generic growth prescriptions.

B. Schumpeter (1934): Innovation, Creative
Destruction and Economic Development.

Unlike classical economists who often focused on
economic  equilibrium,  Schumpeter  (1934)
believed that genuine economic development
occurs through disruption, rather than a peaceful,
gradual progression. He viewed economic

progression as disjointed, abrupt, and sometime
unpleasant. Schumpeter’s most significant and
enduring contribution is the concept of creative
destruction . This term describes an incessant
process by which new innovations and
technologies revolutionize the economic structure
from within, replacing outdated practice, products,
and industries, thereby incessantly destroying the
old one, creating a new one. For Schumpeter, this
process of creative destruction is the engine of
long term economic growth and entrepreneurs are
the economic transformation agents.

Entrepreneurs in his view, are the agents
responsible for introducing new products, new
methods of production, opening new markets,
finding new sources of supply, and implementing
new organizational structures. This highlights
innovation as the endogenous engine of
transformation, moving beyond mere resources
reallocation. Schumpeter’s work implies that
transformation is not just about optimizing
resources but about the creation of new, higher-
productive activities and industries that often did
not exist previously, making innovation an
internal, self-generation force within the economic
system.

For policymakers, this suggests that fostering an
environment conducive to innovation, risk-taking,
and entrepreneurial activity is paramount for
sustained transformation, even if it entails short-
term disruptions. Also, while economically
efficient can lead to job displacement, the need for
continuous adaptation by the workforce,
government and society must be considered.
Therefore, effective transformation strategies must
consider not only the economic benefits of
innovation but also the need for social safety nets,
retraining programs, and policies to manage the
transition for those adversely affected, ensuring
the process is not just economically efficient but
also socially equitable.

C. Marshall (1890, 1920) : Gradual Evolution
and Industrial Change

Alfred Marshall, a foundational figure in
neoclassical economics, shared with Joseph
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Schumpeter a profound "deep awareness of the
evolving nature of capitalism”. His vision of
modern capitalism is characterized by a "restless,
autocatalytic nature, always on the move, seeking
out and acting on new productive opportunities"”.
He famously viewed the economy as an
"evolutionary process in which technology,
market institutions, and people's preferences
evolve along with people's behavior" (Cassata
& Marchionatti, 2011)

In contrast to Schumpeter's emphasis on
revolutionary breaks, Marshall is renowned for his
focus on "gradualism,” positing that economic
development occurs through the “continual
accretion of small changes”. His famous Latin
epigram, "natura non facit saltum" (nature does
not make jumps), encapsulates this belief in
incremental progress. These seemingly small,
incremental effects, when accumulated over time,
could lead to the "complete transformation of a
particular industry". This perspective suggests that
economic transformation encompasses both
revolutionary, disruptive shifts (Schumpeterian
"creative  destruction") and continuous,
incremental  adaptations and improvements
(Marshallian "gradualism") (Cassata
& Marchionatti, 2011). Policymakers should
recognize and foster both types of change. Some
sectors or technologies might require radical
interventions to kick start transformation, while
others benefit from long-term, consistent support
for continuous improvement, learning, and
adaptation.

Marshall's seminal work, Principles of Economics
(Libery of economic liberty (2018), EE-T Project
Portal Database (2025), laid much of the
groundwork  for modern  microeconomics,
introducing crucial concepts such as supply and
demand curves, marginal utility, cost analysis, and
market equilibrium. While his direct focus was
often on the behavior of individual firms and
markets, his understanding of how these micro-
level elements interact and adapt over time
provides a crucial foundation for comprehending
broader industrial change and long-term economic
development. His emphasis on practical

observation in economic theory, including visiting
industries to better understand real-world
implications, further grounded his understanding
of economic evolution.

The microeconomics foundations of macro-level
transformation are a key aspect of Marshall's
contribution. His profound contributions to
microeconomics are deeply intertwined with his
broader understanding of economic evolution and
industrial change. This implies that his conception
of macro-level transformation is built upon the
aggregation of countless individual and firm-level
adaptations and innovations. This emphasizes that
large-scale economic transformation is not an
abstract phenomenon but the cumulative outcome
of micro-level decisions, technological adoptions,
and organizational innovations by individual firms
and economic agents. Therefore, policies aimed at
fostering macro-level transformation should pay
close attention to the micro-environment, the
incentives, regulations, and market structures, that
enable firms to innovate, enhance productivity,
and adapt to changing economic conditions.

C. Rodrik (2013): Structural Shifts, Policy
Pragmatism and Binding Constraints

Dani Rodrik, a prominent development economist,
defines economic transformation as a fundamental
shift in economies from traditional, low-
productivity activities to modern, high-productive
sectors and sub-sector. He stressed that true
economic development is that, that is aimed to
achieve, extends beyond mere growth rates, to
include  improve people’s lives and reduce
inequality.

In his assertion, he identify two primary
mechanisms driving growth and transformation; (i)
the neoclassical accumulation of fundamental
capabilities, such as human capital derived from
education and skill, institution and governance
structures that improve the rule of games for the
economy, and (ii) structural shift, involving the
movement of economic activity from traditional to
modern, high-productivity parts of the economy as
a result of high technological improvements,
tendency for productivity convergence, capacity

Social Science and Humanities Journal, Vol. 10, Issue. 01, Page no: 9805-9817

DOI: https://doi.org/10.18535/sshj.v10i01.2171

Page | 9811




Dr. Patricia Onyemowo Abah / Economic Transformation: Theoretical Prospective and Impact

for absorbing unskilled labour and tradability.
This structural shift, according to him negates
traditional paths of transformation, successfully
followed by many advanced economies and early
industrialists, because the path may not be viable
or as effective for today’s economiC
transformation as a result of changing global
economic dynamics.

Rodrik(2013) strongly advocates that an economic
growth methodology design to identify the most
binding constraints on the economic activity in a
specific country context should be economic
policy priority intervention. Constraints such as
inadequate returns to investments, insufficient
access to finance, human capital deficits, or
institutional weaknesses etc. should be tackled for
maximum impact, yielding the biggest bang for
the reform buck. To the problem of de-
industrialization, he advocated the practical need
to create jobs for the actual labour, not just for a
desired, higher-skilled segment, which
necessitates longer-term investment in skills, a
veritable path for economic transformation for
developing countries.

E. Lin (2009): New Structural Economics and
comparative Advantage

Within the New Structural Economics (NES) and
comparative advantage, framework, economic
transformation according to Justin Yifu Lin, is the
process of upgrading a country’s industrial
structure in accordance with its evolving
comparative advantage. To him, the central tenet
of NSE is that the most effective way for a
country to achieve competitiveness, maximize
economic surplus and accelerate capital
accumulation and upgrading of its factor
endowment structure is to develop industries that
align with endogenous nature of comparative
advantage in transformation.

The Lin NES is built on the premise that a
country’s economic structure and optimal
industrial composition are endogenous to its
evolving factor endowment. This means that
comparative advantage is not static but changes as
a country accumulates capital, improve human

capital and develops new technologies. Economic
transformation therefore is possible through a
continuous process of upgrading industries to
align with this changing co-comparative
advantage.

4.2 Comparative Analysis: Common Themes
and Divergent Emphases:

The section presents the diverse perspectives on
economic transformation. Though unique in
emphasis, it shares several fundermental tenets,
yet also diverge significantly in their identification
of primary drivers, sectoral focus, and the
prescribed role of the state.

4.2.1. Shared Core Elements:

Across the various definitions,several core
elements consistently emerge as central to
economic transformation. The core elements are
as thus.

Resources Reallocation and Productivity
Enhancement: A near-universal theme is the
fundamental process of moving labour and other
productive resources from lower-productivity
activities to those with higher productivity. This is
coupled with a persistent drive to boost
productivity — within  existing sectors. The
mechanism is consistently identified as the
bedrock of sustained economic development (EE-
T Project Portal Database (2025).

Long-Term and Systemic Change: Economic
transformation is consistently portrayed as a long-
term, continuous, and often irreversible process,
implying deep structure and qualitative shifts
within the economy rather that transient
fluctuation or cyclical adjustment.  This
distinguishes it from short-term growth spurts or
recession.

Improved welfare and inclusivity: Many
definitions explicitly link successful economic
transformation to broader societal benefits, these
include tangible improvements, in living standard,
significant ~ poverty  reduction,  increased
employment opportunities and ensuring that the
benefits of growth are broadly shared.

Dynamic Nature of capitalism: Particularly
evident in the works of Schumpeter and Marshall,
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there is a shared recognition of capitalism as an
inherently restless, evolving and self-transforming
system driven by a continuous search for new
productive opportunities.

4.2.2. Differentiating Factors:

Despite the commonalities, the various theoretical
lenses offer distinct perspectives on the how and
what and when economic is transformed

4.2.2.1. Primary Drivers of change:

Innovation and Entrepreneurship (Schumpeter
1934); Schumpeter places disruptive innovation
and the entrepreneur at the very core of economic
transformation, viewing them as the primary
forces that create new industries and render old
ones obsolete through “creative destruction”.

Gradual Evolution and Adaptation (Marshall
(1890, 1920); in contrast to Schumpeter, Marshall
emphasizes continuous, incremental changes and
adaptations within industries and market structure,
viewing transformation as an evolutionary process
of cumulative small adjustments.

Policy Alignment and institutional Reform
(Rodrik, 1913., Lin, 2009 and Mcmillian et al
(2017); More contemporary perspectives highlight
the crucial role of deliberate policy choices,
institutional  capabilities and the strategic
alignment of interventions to address specific
binding constraints (Rodrik, 2009) or leverage
evolving comparative advantages (Lin).

4.2.3. Specific Sectors Emphasized.

Manufacturing’s Historical Role; Rodrik (2013)
and others acknowledge the historical significance
of manufacturing as a key driver of transformation
sue to its high productivity, capacity for labour
absorption, and tradability.

Emerging Role of services; Rodrik (2013)
specially addresses the contemporary challenge of
premature de-industrialization. Where many
developing countries struggle to replicate tradition
manufacturing -led growth pathways. This leads
to an increasing imperative for these countries to
raise productivity in the service sector,
distinguishing between high-and blow-productive
services. McMillan et al(2017) also noted the

limitations of services-led growth without prior
transformation in agriculture or manufacturing
sectors. The question then becomes whether the
services sector can truly replicate this
transfomative role, especially given the dualism of
high-and low productivity services and the
difficulty of achieving broad-tradable segments.
This implies a pressing need for innovative policy
thinking on how to foster high-productivity,
tradable services that can absorb labour and drive
inclusive growth, and how to manage the
transition if traditional manufacturing pathways
are indeed constrained.

4.2.4. Role and Nature of Government
intervention:

Facilitating state(Lin 2009); Lin proposes a
facilitating state that identifies and supports
industries aligned with a country’s comparative
advantage, primarily by addressing market
failures and coordinating economic activity.

Pragmatic, Context-Specific Intervention (Rodrik
2013); Rodrik(2013) advocates for policies that
are highly tailored to local conditions and target
specific binding constraints often implying a need
for unorthodox or experimental approaches rather
than universal prescriptions.

Strategic Policy Support (McMillan et al.
(2017); This framework acknowledges the state’s
role in actively supporting structural change and
within -sector productivity, including through
targeted interventions, while crucially navigating
complex political economy factors that influence
implementation.  Despite different emphases,
there is a common, albeit implicit, recognition that
neither a purely free market nor a purely
command-and-control state approach is sufficient
for successful transformation.The discussion
moves beyond a simple market-versus state
dichotomy to a more nuances understanding of
how governments can effectively complement or
correct market outcome without creating new
distortions. This highlights the ongoing challenge
of designing effective industrial policies that
correct market failure  without creating
government failures.
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4.2.5. Applicability to Different Stages of
Development

Developing Countries’ Specific Challenges: The
works of Rodrik (1913) and Lin (2009) is
particularly focused on the unique challenges
faced by developing countries, such as escaping
the middle-income trap or navigating the
complexities of premature de-industrialization in
a globalized economy.

Universal Principles; Schumpeter and Marshall’s
theories offer more universal insights into the
fundamental dynamic nature of capitalist
economies, applicable across various stages of
development, from early industrialization to
advanced economies.

4.3. Measuring Economic Transformation

The  multifaceted nature  of  economic
transformation necessitates a rang of quantitative
measures to capture its various dimensions. These
measures often align with the dual components of
structural change and within -sector productivity
growth.

4.3.1. Quantitative Approaches:
4.3.1.1. Production/value -Added Measures:

Sectoral Value-Added and Employment Data :
These are fundamental for assessing productivity
gaps between different economics sectors.
Database such as the GGDC/UNU-WIDER
Economic Transformation Database ETD (2024)
provides  comprehensive  long-term,  and
internationally comparable sectoral data on
employment and productivity, particularly
variables for analyzing trends in Africa, Asia, and
Latin America.

Firm-Level Productivity Measures; these
diagnostics delve into the micro-level examining
the average productivity level and dispersion
among firms within a specific sector. This helps
identify inefficiencies, potential for improvement,
and the reallocation of resources towards more
productive firms.

Sectoral productivity Decomposition; Advanced
analytical techniques are used to decompose
aggregate labour productivity growth into its

constituent parts; the contribution from structural
change (movement of resources between sectors)
and the contribution from  productivity
improvements within sector. This provides a
nuanced understanding of the drivers of overall
productivity gains.

4.3.1.2. Trade-Based Measures:

Measures of Revealed Comparative Advantage
(RCA); These indicators help to quantify a
country’s specialization levels in certain exports,
reflecting its evolving industrial structure and
competitive strengths.

Export Diversification Measures; Produced by
institutions like the international Monetary Fund,
these measures assess the breadth and depth of a
country’s export basket, indicating a move away
reliance on a narrow range of products.

Trade in value added (T1VA); Using framework
like the Eora database, TIVA measures the
amount of domestic value added embodied in in a
country’s export. This provides crucial insights
into country’s participation in global value chains
and its ability to upgrade within them.

Hausmann Product Space Analysis; this tool
assesses the sophistication upgrading and
desertification of a country’s export basket it
helps identify promising new products or sectors
for future diversification that are closely linked
the country’s existing productive capabilities
(Hausmann & Klinger, 2007)

4.4. Impact of Economic Transformation on
Economies:

Economic transformation according to (Jung,
2012) is often characterized by structural changes
like shifts from agriculture to manufacturing or
the current transition to a digital, service-based
economy, profoundly impacts global economies
by reshaping productivity, trade income
distribution, and geopolitical balance. Here are
some impacts of economic transformation on the
world’s economics.

4.4.1. Changes in growth and productivity:

Economic transformation is a driver of sustained
economic growth, primarily through productivity
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enhancement, shifting labour and resources from
the low-productivity sectors like subsistence
agriculture, to a high-productivity sectors, such as
advance manufacturing or services is essential for
sustained economic growth and high average
incomes. Also, digital transformation allows
developing countries to potentially leapfrog
traditional industrial stages by adopting cutting-
edge technologies like mobile banking or Al
directly, improving efficiency and creating new
trade opportunities in digital-enabled (Le, A.T,
2025). Transformation through new general-
purpose  technologies accelerate  economic
activities. For example, the the stream of engine,
electricity, or artificial intelligence create entirely
new industries, and disrupt existing business
models at an exponential speed.

4.4.2. Transformation of Trade and Global
Value Chains:

This refers to economic shift alter what is traded,
what and how it is produced, and the nature of
international commerce. On the services domain,
as economics of the nation mature the share of
expenditure increases and with the digital
technology many services especially consulting,
education and finance, tradable across the
boarders lead to a stronger relative growth for
trade in services over trade in goods (Xholo,
Ncanywa, Garidzirai & Asaleye (2025)

Digitization could allows for better division of
tasks and new entry points for poorer countries’
services exports, while geographical shifts like
trade conflicts can lead to re-shoring of trade
flows and attempts at re-shoring production.
Finally on trade openness, paradoxically, the shift
toward services, which are traditionally less traded
than goods, could place a drag on the growth of
world trade relative to world GDP (trade openness)
even if trade barrier don’t increase

4.4.3. Inequality and Labour Market Changes:

Structural changes bring about significant
challenges to employment and increase
distribution. There is skill polarization where
automation, Al and digital transformation increase
demand for highly skilled workers in new

technology sectors ( Le, (2025), while displacing
workers in traditional or routine-task industries
like manufacturing, can worsen income inequality
within and between countries. However, (Zeleny,
(2021) asserted that economic transformation is a
powerful instrument for global inequality and
poverty reduction.

4.4.4. Environmental and Societal Impacts:

Beyond purely economic Metrics, economic
transformation has broad societal consequences.
Industrialization often lead to increase energy use
and pollution, posing a major global challenge,
such as climate change and without resilient
infrastructure and adaptation measures, climate-
related economic transformation e.g transitioning
to green energy, could significantly lower global
GDP, disproportionately affecting lower-income
nations (Elisha & Ebelogu (2023). Also structural
transformation which typically involves mass
migration from the rural, agricultural areas to
urban, industrial and service centres lead to rapid
urbanization which strains infrastructure and
services and this usually required government to
nimbly adapt polices on taxation, labour markets,
education , and social safety nets to minimize
disruption and maximize long-term benefits.

5. Conclusion and Recommendation:

Economic transformation emerges as a complex,
long-term, and dynamic process central to
sustainable development it is characterized by
profound structural shifts within an economy,
fundamentally involving the reallocation of
resources from the lower-productivity activities to
those with higher productivity, coupled with
sustained improvement in efficiency and
innovation within existing sectors. While a core
understanding of these components, structural
change and within-sector productivity growth is
widely shared across the academic literature, the
emphasis on its primary drivers, underlying
mechanisms, and specific policy implication
varies significantly among prominent economist.

The various economics (drivers of transformation;
the disruptive innovation, gradual evolution, and
policy alignment) and the challenges faced by
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developing countries (middle-income trap,
premature de-industrialzation) and the critical
distinction between the quality of growth
collectively suggest that economic transformation
is rarely a linear, predictable, or smooth process. It
is characterized Dby inherent uncertainties,
feedback loops and the potential for unexpected
outcomes.

This means that the policymaker and development
practitioners must adopt a dynamic, adaptive and
experimental approach to governance. Rigid,
long-term plans based on historical precedents
may be insufficient. Instead, successful
transformation requires continuous learning,
flexibility in policy design, and a willingness to
adjust strategies in response to evolving domestic
and global conditions. They must prioritize
interventions based on a rigourous diagnosis of
the most binding constraints unique to their
economics, fostering an environment conducive to
both  structural change and within-sector
productivity growth. This will ultimately promote
sustainable and inclusive economic transformation
generally  This calls for strong institutional
capacities for monitoring, evaluation and policy
adaption, fostering a culture of learning by doing
in development.
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