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Abstract
The article revisits two classical approaches to development and trade, and offers 
an alternative account of the emergence of global value chains (GVCs) involving 
business services (BS), to trade-in-tasks theory. Based on this account, we propose 
what we call the Hirschman–Linder hypothesis (HLH), which predicts the need for 
an adequate ‘representative domestic’ (intermediate) demand for BS for countries to 
enter and upgrade in BS GVCs. We review the quantitative and qualitative empirical 
evidence supporting the HLH and find two main results: (i) countries with a substan-
tial manufacturing core are more likely to participate (and eventually to upgrade) in 
BS GVCs, and (ii) countries endowed or specialized in natural resource industry 
(NRI), either the primary or extractive sectors are also likely to be part of BS GVCs. 
If BS GVCs represent globalization’s third unbundling for developing countries, 
the HLH suggests that on the one hand a core manufacturing sector is essential for 
entering and upgrading in BS GVCs, and on the other hand  that if countries can 
diversify into BS and upgrade in BS GVCs specialization in natural resources might 
not necessarily be a curse.

Keywords Hirschman linkages · Linder’s representative domestic demand · Global 
value chains · Business services · Industrial policy

This paper builds upon an earlier contribution titled “Global Structural Change and Value Chains in 
Services. A Reappraisal.” SPRU Working Paper Series (SWPS), 2015–19: 1–29. ISSN 2057-6668, 
by systematizing and articulating the background theory and empirics of the Hirschman–Linder 
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Résumé
L’article revisite deux approches classiques du développement et du commerce, et pro-
pose un autre récit de l’émergence des chaînes de valeur mondiales (CVM), qui com-
prend les services aux entreprises, à la théorie du commerce des tâches. En se basant 
sur ce récit, nous proposons ce que nous appelons l’hypothèse de Hirschman Linder, 
qui prédit la nécessité d’une demande « nationale représentative » (intermédiaire) adé-
quate de service aux entreprises pour que les pays entrent et se modernisent dans les 
CVM du service aux entreprises. Nous passons en revue les preuves empiriques quan-
titatives et qualitatives qui appuient l’hypothèse de Hirschman Linder et nous trouvons 
deux résultats principaux: (i) les pays qui ont un noyau manufacturier important sont 
plus susceptibles de prendre part (et en fin de compte, de se moderniser) aux CVM du 
service aux entreprises, et (ii) les pays qui disposent de ressources naturelles ou qui sont 
spécialisés dans l’industrie des ressources naturelles, que ce soit le secteur primaire ou 
le secteur extractif, sont également susceptibles de faire partie des CVM du service aux 
entreprises. Si les CVM du service aux entreprises représentent le troisième dégrou-
page de la mondialisation pour les pays en développement, l’hypothèse de Hirschman 
Linder suggère les points suivants: d’une part, un secteur manufacturier de base est 
essentiel pour entrer et se moderniser dans les CVM du service aux entreprises; d’autre 
part, si les pays peuvent se diversifier dans le service aux entreprises et se moderniser, 
la spécialisation des chaînes de valeur mondiales dans le domaine des ressources na-
turelles peut alors ne pas nécessairement être une malédiction.

JEL Classification O10 · O14 · O19 · O25

Introduction

The stream of work on global value chains (GVCs) and new forms of international 
production involving growing trade in intermediates provides some interesting empiri-
cal evidence on the evolution and impact of GVCs. The research in this area includes 
a range of perspectives. For instance, trade economists examine GVCs from the per-
spective of the impact of globalization resulting from trading in tasks rather than final 
products (Grossman and Rossi-Hansberg 2006; for a recent overview, see Antràs 2020). 
Other works focus on governance of and power relations in GVCs (see the seminal 
study by Gereffi and Sturgeon 2005; Kaplinsky 2000, 2013), which have more recently 
been examined from a quantitative, micro level perspective (see Bontadini 2019) and lie 
at the intersection between trade and development theories.

The work of Milberg and Winkler (2011, 2013) and Simonazzi et al. (2013) frame 
the emergence of GVCs as a new international division of labor, shaped by geopoliti-
cal factors and asymmetries in the integration process. Offshoring strategies are seen 
as resulting from a broader process of hierarchical re-organization of production chains 
among firms, and more importantly, geographically identifiable areas (see also Winkler 
2009). This process is linked also to new forms of technological hierarchies (Durand 
and Milberg 2018; Bontadini 2019).
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In Baldwin et al. (see also Baldwin 2011, 2012; Baldwin and López-Gonzalez, 
2015) the new global division of labor is between the ‘headquarters and factory 
economies’, and depends on the specific segment of the value chain in which coun-
tries are specialized. Typically, headquarters economies retain high value-added 
activities such as R&D, and offshore low value-added activities to developing coun-
tries—that is, to the factory economies (Baldwin and López-Gonzalez 2015). Argu-
ably, this represents a revamping of the traditional ‘core-periphery’ model (Prebisch 
1950; Fujita et  al. 1999) such that countries’ insertion in GVCs depends on their 
domestic specialization, location, and stage of development.

However, whether and under what conditions factory economies manage to 
upgrade their specialization to higher value-added segments of the value chain, ben-
efit from this upgrading, and move towards ‘core’ or ‘headquarters’ positions remain 
open questions. To tackle them, we examine the emergence of business services 
(BS) GVCs, from the perspective of countries’ opportunities to upgrade through 
GVC integration.

The literature emphasizes the growing servicification of manufacturing, that is 
the increasing services content in manufacturing production and export (Gereffi 
and Fernandez-Stark 2010; Hernández et al. 2014a, 2014b) which is reflected in the 
emergence of services offshoring and services GVCs (Miroudot and Cadestin 2017).

What kind of services tend to be offshored or become part of a GVC? These typi-
cally are intermediate services which support (mainly)  manufacturing production 
such as R&D, engineering, technical and legal consultancy, information and com-
munication technologies (ICTs) and other computer and related activities, and some 
business services,1 financial intermediation, and rental of machinery and equipment 
(Winkler 2009, 2010). However, some services GVCs have also developed in their 
own right (Miroudot and Cadestin 2017).2

This paper examines the conditions that allow countries to join GVCs and to cre-
ate value or upgrade within BS GVCs. It is assumed that this represents a way for 
‘factory’ economies and developing economies more generally, to upgrade their 
specialization to higher value-added segments in the value chains.3 We propose an 
account of the emergence of GVCs involving business services, which complements 

1 These are defined as knowledge intensive business services (KIBS) and are usually high in value added 
(Ciarli et al. 2012; Meliciani and Savona 2014).
2 In terms of the International Standard Industry Classification, BS include parts of the sectors classified 
as sections I (Transport, Storage and Communication); J (Financial Intermediation) and K (Real Estate, 
Renting and Business Activities). They exclude non-intermediate services related to G (Trade), H (Hotel 
and Restaurants), L (Public Administration and Defence, Compulsory Social Security), M (Education), 
N (Health and Social Work), O (Other Community, Social and Personal Activities), P (Private House-
holds with Employed Persons, and Q (Extra-territorial Organization and Bodies) none of which tend to 
be offshored.
3 As mentioned earlier, in terms of the International Standard Industry Classification and the Inter-
Country Input Output (ICIO), business services are intermediate inputs, and contribute to the production 
of final goods or services. Some BS (e.g. R&D or software) contribute to intangible capital formation 
within the ICIO. Within the Trade-in-Value-Added data, BS GVCs are measured by the business services 
value added content of gross exports of all industries. Hence, within the context of international frag-
mentation of production process, and from an accounting perspective, ‘BS GVCs’ can be included in any 
GVCs, and the term is used interchangeably with ‘GVCs involving BS’. When considering the opportu-
nities for upgrading, here we intend both those offered by diversifying into BS from manufacturing and 
natural resource industries GVCs, which implies upgrading to higher value added BS content of these 
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approaches that consider factor endowments as the main determinants of GVC-
related trade, similar to their role in total trade (Antràs 2020; Grossman and Rossi-
Hansberg 2008; De Backer and Miroudot 2013) or according to the  trade-in-tasks 
theory (see Chiquiar et al. 2019, for a review).

We revisit the contributions of  two classics of development and trade the-
ory, Hirschman (1958) and Burenstam Linder (1961), to explain the emer-
gence of BS GVCs and the prospects for upgrading in BS GVCs. We propose the 
Hirschman–Linder Hypothesis (HLH) which predicts that an adequate ‘representa-
tive domestic’ (Linder 1961) (intermediate) demand for BS is needed for countries 
to join and upgrade in BS GVCs. We review the quantitative (proposed in, López-
Gonzalez et al. 2019 and Bontadini and Savona 2019, among others) and qualitative 
empirical evidence supporting the idea of the HLH and highlight two main results: 
(i) countries with a substantial manufacturing core are more likely to participate in 
and upgrade in BS GVCs, and (ii) countries specialized in natural resource indus-
tries (NRI), either primary or extractive sectors, are likely to be part of and to diver-
sify in BS GVCs, consistent with the arguments in De Ferranti et  al. (2002) and 
Lederman and Maloney (2006). If BS GVCs represent globalization’s third unbun-
dling for developing countries, the HLH suggests on the one hand that a core manu-
facturing sector is essential for entering and upgrading in BS GVCs and on the other 
hand that if countries diversify in BS and enter BS GVCs, specialization in NRI 
might not necessarily be a curse.

Revisiting high development theory to explain the prospects for upgrading in BS 
GVCs responds to the call to “bring production back to development” (Andreoni and 
Chang 2017, and this Special Issue). More specifically, we contribute to the debate 
on industrial policy in the context of this Special Issue in three ways.

First, considered in the context of the advantages to be derived from insertion in 
BS GVCs, the HLH implies that developing countries might not (yet) be able to rely 
only on foreign demand in order to benefit. Rather, a critical mass of domestic inter-
mediate demand for BS (backward linked manufacturing, or backward linked NRI to 
BS) is as or more important for trade diversification, participation in and eventually 
upgrading in BS GVCs.

Second, the HLH provides indirect support for the concern of premature de-
industrialization in emerging countries (Dasgupta and Singh 2005, 2006; Rodrik 
2015), and is in line with the argument in Di Meglio et al. (2018) that BS are not 
detrimental to aggregate productivity growth, and therefore should be not necessar-
ily considered as a (concerning) premature de-industrialization.

Footnote 3 (continued)
sectors, and those linked to moving up the ladder of value added creation within BS GVCs. For instance, 
moving from customer research management (CRM) to knowledge process outsourcing (KPO) repre-
sents a shift to higher value-added segments of BS GVCs, as mentioned in Gereffi and Fernandez-Stark 
(2010) and Gereffi et  al. (2010), recalled in   “Business Services Global Value Chains: Globalization’s 
Third Unbundling?” section.
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Third, by suggesting a complementary diversification path ‘away’ from NRI, the 
HLH allows revisiting the narrative around the natural resource ‘curse’. Rather than 
(or additional to) shifting towards forward-linked (usually low tech) manufactur-
ing sectors, countries could diversify towards backward linked knowledge intensive 
BS, in line with the developments in Australia, Finland, Sweden (Lederman and 
Maloney 2006), and Chile (Urzúa 2012). This would provide an alternative for those 
critics of ‘beneficiation’ (Hausmann et al. 2008) by suggesting that backward diver-
sification might be as or more beneficial than forward diversification.

The paper is organized as follows: “Trade-in-Tasks and Global Value Chains” sec-
tion reviews some of the trade literature on GVCs and GVC governance and asym-
metry issues. “Services Offshoring and Business Services Global Value Chains: 
Globalization’s Third Unbundling?” section focuses on measurement of services off-
shoring and the emergence of BS GVCs. “Revisiting High Development Theory in 
the Context of Business Services Global Value Chains” section proposes the HLH 
and summarizes the empirical evidence which supports it. “Implications for Indus-
trial Policy for Development” section provides some implications for industrial pol-
icy in developing countries of the HLH and our empirical findings for BS GVCs.

Trade‑in‑Tasks and Global Value Chains

For over a century, trade theory has dealt with comparative advantage in and trade of 
final products. Fragmentation of production and the international spatial disaggrega-
tion of productive activities was not properly acknowledged until the 1970s when 
the concept of ‘commodity chain’ was introduced (Bair 2005; De Backer and Mir-
oudot 2013). The idea of commodity chain expanded to encompass the international 
geographical spread and increasing interconnectedness of countries in this process, 
which was termed ‘offshoring’ and involved ‘global commodity chains’ (Gereffi 
1994). Grossman and Rossi-Hansberg (2006) declared the end of the trade in ‘wine 
for cloth’ referring to the Ricardo’s seminal example, and the start of fragmentation 
in the production of manufactured products across countries. Comparative advan-
tage began to be measured in terms of the shares of value added and intermedi-
ates and the term global value chain emerged (Gereffi et al. 2005, 2011; Kaplinsky 
2013).

According to trade scholars, a key determinant of offshoring and emergence of 
GVCs was the dramatic decrease in transportation and communication costs which 
changed the opportunity costs related to specializing in sectors and activities which 
previously required spatial concentration (Friedman 2005; Leamer 2007). As trans-
port and communication costs converged almost to zero, locational advantages 
became increasingly meaningless, and favored the relocation of economic activities 
to destinations where factor endowments and wage competition, at least for low-
skilled or ‘routinized’ activities were advantageous (Autor et  al. 2003; Autor and 
Dorn 2013; Baldwin 2011).

Building on the task approach proposed by Autor et  al. (2003), trade theory 
adopted a framework of trade-in-tasks rather than trade-in-goods which explains the 
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emergence of GVCs and focuses on their effects on domestic and international labor 
markets and wages (see among others Grossman and Rossi-Hansberg 2008 and 
2012; Antrás et  al. 2006; Costinot et  al. 2013; Baldwin and Robert-Nicoud 2014; 
OECD 2007, 2013).

The trade-in-tasks approach starts from the (assumed) association between the 
incentives to offshore and the degree to which tasks are ‘routinized’ and performed 
usually (but not exclusively) by low-skilled labor, vis à vis ‘non-routinized’ tasks 
performed usually (but not exclusively) by high-skilled labor. This theory assumes 
that firms will be more likely to offshore routinized compared to non-routinized 
tasks, which depend on tacit knowledge and are more costly to offshore4 (Autor 
et al. 2003; Vona and Consoli 2014; see also Consoli et al. 2015, from a different 
perspective).5

The trade-in-tasks models proposed in this literature, show that the benefits of 
offshoring for both developed and developing domestic labor markets are similar 
to the benefits derived from factor-augmenting technical progress (Jones and Kier-
zkowski 1990, 2005; Grossman and Rossi-Hansberg 2006, 2008, 2012). The pro-
ductivity impact on offshoring firms generates positive spillovers and increases the 
domestic wages for those tasks performed by similarly skilled labor.

Work on the empirics of GVCs has advanced in recent years. Antràs (2020) pro-
vides an overview of the two main conceptualizations and empirical foundations of 
GVCs. The first is the broad, traditional, macro-level conceptualization of GVCs 
which implies increased use of foreign value added in production resulting from a 
finer international division of labor (Antràs 2020, p. 4) and measured at the sector-
country level using trade in value added (TiVA) data  (see also OECD 2019). The 
second is described as the “narrow, relational” conceptualization which identifies 
and measures international fragmentation of production at the level of inter-firm and 
intra-firm transactions between importers and exporters. As might be expected, it is 
argued that it is difficult to account for large asymmetries and non-trivial matching 
between buyers and suppliers based in different countries and subject to different 
regulations.

The heterogeneity of actors and interactions, and the implications in terms of 
power structure asymmetries within GVCs have been mainly tackled through quali-
tative case studies. However, the (quantitative) GVC literature is at an early stage 
despite some notable contributions (e.g. Bontadini 2019 for the case of Colombia).

4 This is not a new argument and resonates with Vernon’s (1979) product life cycle theory in an inter-
national context. It is argued that highly uncertain innovative activities tend initially to be performed at 
home, and are relocated abroad only after the products and processes have become standardized, and the 
decision to move them abroad responds to a cost reduction opportunity.
5 Consoli et al. (2015) build on Autor, Levy, and Murnane’s (2003) task-based approach and empirically 
test competing explanations of the demand for non-routinized skills over the past decade. They find that 
technology, and in particular ICT, has become less of a driver than in the 1990s demand for non-routi-
nized skills. Indeed trade, increased access to low skilled markets, and import competition are stronger 
determinants of increased demand for higher level skills domestically and have resulted in more polariza-
tion at the extremes of the skills distribution.
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The literature on governance and power relations within GVCs in a development 
context is fairly well established, starting with the seminal work of Gereffi (1994), 
Gereffi et  al. (2005), Kaplinsky (2000) and Kaplinsky and Morris (2015). These 
works are important in terms of their implications for industrial policy in developing 
contexts, alongside those that have looked at GVCs and National Innovation Sys-
tems (NSI) (e.g. Fagerberg et al. 2018)  (see “Implications for Industrial Policy for 
Development” section).

In sum, trade scholars have been interested mainly in containing GVC analysis 
within the boundaries of comparative advantage to explain the conditions that favor 
countries joining GVCs (Costinot et al. 2013) and the effects on labor markets and 
wages in these countries (Feenstra and Hanson 1999; Grossman and Rossi-Hansberg 
2006, 2008, 2012; Antras et al. 2006; Timmer et al. 2012; Timmer 2013; Acemoglu 
et al. 2014). Participation in GVCs as a development strategy for emerging countries 
and the power asymmetries and GVC governance issues involved have sparked less 
interest among trade economists (Rodrik 2018).

Services Offshoring and Business Services Global Value Chains: 
Globalization’s Third Unbundling?

Measuring Services Offshoring and Global Value Chains

Traditionally, services were regarded as non-tradable (Jones and Kierzkowski 1990) 
although Jones et al. (2005) argued that one of the consequences of the dis-agglom-
eration of production is higher demand and wider spread of service links to spatially 
coordinate dispersed activities.

The task approach proposed by Autor et al. (2003), and adopted by Baldwin and 
Robert-Nicoud (2014) in the trade context lends itself to encompassing services off-
shoring since the notion of task rather than product intuitively more appropriately 
describes both the sequence of intermediate inputs composing the service and the intan-
gible output. Sectors such as business services often include activities which Autor and 
colleagues would describe as non-routinized tasks performed by high-skilled workers.6 
From the perspective of the impact of offshoring on labor markets, Ottaviano (2015) 
shows that both non-routine abstract tasks and non-routine manual tasks are less likely 
to be offshored due to their problem solving activity and inter-personal interaction con-
tent, which are not easy to standardise and externalise, let alone offshore.7

6 Despite the exceptions in the trade-in-tasks literature mentioned earlier, we consider the applicabil-
ity of the trade-in-tasks framework to services to be not easy. It would require conceptualization of the 
differences between an intermediate service input, a task and a service output which is far from straight-
forward. Although beyond the scope of this work, it would provide an interesting direction for trade and 
economics of service scholars (see the example in Consoli and Rentocchini 2014).
7 The OECD Survey of Adult Skills (PIAAC) allows quantification of the links between GVC participa-
tion and employment although not an explicit quantification of trade-in-tasks. Marcolin et al. (2016) look 
at the relationship between the workforce composition (in terms of shares of routinized/non-routinized 
and skill/unskilled tasks) and level of participation in GVCs and find “complex interactions between the 
routine content of occupations, skills, technology, industry structure and trade, which do not allow for a 
neat identification of ‘winners’ and ‘losers’ in a GVC context” (Marcolin et al., p. 3).
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Although there are some exceptions, in general trade scholars adhering to  the 
trade-in-tasks framework discussed above tend to be less concerned with the 
increased importance of fragmentation of production involving services offshoring.

Winkler (2009, 2010) and Milberg and Winkler (2010) were among the first to 
consider service offshoring in the context of a firm cost-saving strategy, involving 
offshoring of BS by a multinational to a foreign supplier and re-importing them to 
the home country (Winkler 2009, see also Amiti and Wei 2009). In this case, service 
offshoring is measured as the proportion of imported service inputs in domestic pro-
duction (Winkler 2009).

In a GVC context, the foreign value-added that is used as input  for domestic 
production and embodied in final exports is described as backward GVC partici-
pation (Koopman et  al. 2010); this includes the foreign value-added service con-
tent of domestic production and final export. Forward GVC participation measures 
the domestic value added content embodied in foreign exports, which includes the 
domestic service value-added content of foreign exports (OECD 2019; López- 
Gonzalez et al. 2019).

The collection of harmonized data on trade in value added has improved in recent 
years. OECD–WTO TiVA and world input–output data (WIOD) are recognized 
sources of data enabling tracing of the value added embodied in domestic and inter-
national exports. Numerous contributions have proposed indicators of trade in value 
added and employed them to measure participation in GVCs (Koopman et al. 2010; 
Timmer et al. 2012; Baldwin and López-Gonzalez 2015). A few have extended these 
to consider services participation in GVCs (Mirodout and Cadestin 2017; López-
Gonzalez et al. 2019).

Business Services Global Value Chains: Globalization’s Third Unbundling?

Baldwin (2011) argues that ‘globalization’s first unbundling’, up to the mid-1980s, 
was determined mainly by plummeting transportation costs and involved secto-
ral competition although the supply chain remained within national borders. The 
‘second unbundling’ which it has been suggested started in 1985, led by decreas-
ing ICT costs, reinforced the virtuous effects of lower transport costs and increased 
offshoring.

This second unbundling shifted international competition towards the stages 
of production rather than the final products, and led to the spatial concentration 
of ‘factory economies’, that is developing countries specialized in the low-tech 
phases of production chains, around ‘headquarter’ centers, that is industrialized/
developed countries such as the US, Japan, and Germany. It has been argued that 
closeness to ‘headquarters’ matters particularly since it favored developing coun-
try industrialization via participation in existing GVCs as opposed to “building 
GVCs from scratch” (Baldwin and López-Gonzalez 2015, p. 4, emphasis added). 
For emerging countries on any continent that is Asian and Latin American coun-
tries as well as Eastern European and Middle East countries, insertion in GVCs 
could mean initial industrialization in a fraction of the time needed for developed 
country industrialization. For instance, countries such as Mexico, close to the US, 
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China, close to Japan, Poland and Turkey, close to Germany, all increased their 
participation in GVCs based on their proximity to their headquarters countries. 
Baldwin and López-Gonzalez (2015) show that ‘Factory North America’ sources 
intermediates from a diversity of suppliers but that neighboring Mexico buys pre-
dominantly from the US. So, the specialization pattern driven by GVC participa-
tion means that Mexico buys intermediates from the US, assembles them into 
final products and exports them to American consumers. The pattern is similar in 
‘Factory Europe’, where Germany leads the GVCs fed by the ‘factories’ of Poland 
and the Czech Republic.

Globalization’s first and second unbundlings refer to manufacturing value 
chains. However, as already mentioned, the emphasis in the literature has turned 
to the emerging phenomenon of ‘servicification’ of manufacturing, that is 
increased services content in manufacturing production and exports (Gereffi and 
Fernandez-Stark 2010; Hernández et al. 2014a, 2014b) alongside the emergence 
of services GVCs (Miroudot and Cadestin 2017). This increased service offshor-
ing and first-time participation of developing countries could be considered as 
‘globalization’s third unbundling’.

Indeed, in line with Vernon’s (1979) product life cycle in an international con-
text, developing countries have been the main recipient of standardized information 
technology outsourcing (ITO) enabled by lower costs of IT and the increased oppor-
tunities for standardization of common IT functions. Business process outsourcing 
(BPO) includes standardized activities such as enterprise resource management 
(ERM), human resources management (ERM), and customer relationship manage-
ment (CRM) (Gereffi and Fernandez-Stark 2010; Gereffi et  al. 2010). Knowledge 
process outsourcing (KPO) includes KIBS such as legal services, business consul-
tancy, business analytics, and market intelligence which require high-skilled human 
capital and knowledge and typically remain in the headquarter economies. However, 
an increasing share of these high-skill activities are being performed in the countries 
of Latin America (Gereffi et al. 2010; Hernández et al. 2014a, 2014b).

If a developing country joins a BS GVC by becoming an ITO destination does 
this have an effect on domestic value-added upgrading? To address this question 
in a GVC context, we need to consider both gross exports and the domestic value 
added content of these exports. For example, in the case of India, Koopman et al. 
(2014, p. 461) state that:

(…) with gross trade data, the business services sector is a revealed com-
parative advantage sector for India. In contrast, if one uses our estimated 
domestic value added in exports instead, the same sector becomes a revealed 
comparative disadvantage sector for India in 2004. The principal reason for 
this is how the indirect exports of business services are counted in high 
income countries. Consider Germany. Most of its manufacturing exports 
embed German domestic business services. In comparison, most of Indian 
goods exports use comparatively little Indian business services. Once indi-
rect exports of domestic business services are taken into account, Indian’s 
business services exports become much less impressive relative to Germany 
and many other developed countries.
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It might be assumed that ‘joining’ existing GVCs rather than ‘building’ them 
(Baldwin 2011)—could hamper the process of domestic capabilities building and 
upgrading, and result in a specialization trap. When technological and economic 
upgrading from low to higher value-added activities is difficult, it is important to 
understand the conditions (or specific policy actions) that could ease this process. 
This suggests reverting to high development theory.

Revisiting High Development Theory in the Context of Business 
Services Global Value Chains

In this context, high development theory is used to challenge the view that GVCs 
always present new opportunities for specialization without the need to build a 
service value chain “from scratch” (as suggested by Baldwin and López-Gonzalez 
2015, p. 4 in the case of manufacturing value chains). This view seems to assume 
that foreign demand and closeness to the ‘headquarter’ country leads to participa-
tion in (and benefit from) BS GVCs regardless of the domestic sectoral structure. 
However, this needs some qualification since the implications for industrial policy 
might differ, in terms of the degree of emphasis on favoring participation in GVCs, 
which could undermine (or crowd-out) measures to construct and upgrade domestic 
capabilities.

Below we identify the theoretical underpinnings of the HLH and synthesize the 
supporting empirical evidence. The HLH is tested and supported respectively in the 
case of BS as backward linked to manufacturing industries (López-Gonzalez et al. 
2019) and BS as backward linked to NRI (Bontadini and Savona 2019; see also De 
Ferranti et al. 2002; Lederman and Maloney 2006).

The Hirschman–Linder Hypothesis: Business Services and Manufacturing

The basic intuition discussed below is that in the absence of a strong domestic core 
of backward-linked industries to (high-end) services, it might be more difficult for a 
(developing) country to construct its own or to join an existing BS GVC, or both, or 
to upgrade from existing lower-value added services GVCs and develop competitive 
BS. To support our intuition, we draw on two seminal contributions to the theory of 
international trade and economic development from Staffan Burenstam Linder and 
Albert Hirschman. Hirschman (1958) and Linder (1961) suggest alternatives to the 
then dominant trade and development theories (Lundahl 2005).

The notion most commonly associated to high development theory is the ‘Big 
Push’ proposed by Rosenstein-Rodan (1943). He argued that by pushing for pub-
lic, coordinated investment in modern large-scale manufacturing which would pay 
its employees a higher wage than they would command in the non-modern sec-
tor, it would be possible to create a large enough market to self-sustain cumulative 
development. In Krugman’s (1994) view, Rosenstein Rodan’s (1943) Big Push idea 
embodied the key assumptions in high development theory: the presence of econo-
mies of scale and the presence of an inherent dualism linked to differences among 
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sectors. Fleming (1955) included in the Big Push framework the role of intermedi-
ate goods which further contributed to a cumulative mechanism,   not necessarily 
involving dual development. By refining Fleming’s intuition about the importance of 
intermediate goods, Hirschman (1958) developed the idea of backward and forward 
sectoral linkages and their ‘development inducement mechanisms’.

In his seminal text on economic development, Hirschman (1958) identified the 
structure of sectoral intermediate linkages within regional economies as the main 
determinant of specialization and growth polarization (unbalanced development). 
According to Hirschman, there are different types of externalities, depending on 
whether activities are related to one another by forward or backward linkages, that is 
whether certain sectors are concentrated around clients or migrate to where new or 
emerging supplier sectors are located.8

Hirschman’s view was a remarkably original stand with respect to mainstream 
growth theory based on factor endowments. Sectoral specialization and structural 
change had rarely been considered relevant to the polarization of growth across local 
and national economies. Linkages in Hirschman’s work acted to create new sectors 
based on scalable intermediate demand, and therefore was useful to explain struc-
tural change in the sectoral composition of economies, although rather ignored the 
conditions and specific mechanisms involved in translating intermediate demand 
into new supplier sectors and enabling upgrading  and structural change. The role 
of structural change has resurfaced in development debate (Lin 2012; Stiglitz et al. 
2013; Chang et al. 2016) which is interesting in the context of the present paper.

Burenstam Linder’s (1961, 1967) work was also radical with respect to mainstream 
trade theory and the Heckscher–Ohlin–Samuelson model which explains foreign trade 
on the basis of cross-country differences in factor endowments. In this view, cap-
ital-endowed countries export capital-intensive goods and achieve higher per capita 
incomes, while more labor-endowed countries specialize in and trade in labor-inten-
sive goods. The Linder Thesis became Linder’s main contribution to trade theory.

According to Linder (1961), the Heckscher–Ohlin model explained trade in raw 
materials but not manufactured goods. This latter trade depended on the country’s level 
of domestic representative demand in a particular manufactured good. This domestic 
demand benchmark, in turn, provided the necessary information from purchasers which 
allowed producers to meet the competition in the foreign market. Therefore, countries 
with similar final demand based on similar per capita income should have similar trade 
specialization.9

8 “The input-provision, derived demand, or backward linkage effects, i.e. every non primary economic 
activity, will induce attempts to supply through domestic production the inputs needed in that activ-
ity. The output-utilization or forward linkage effects, i.e., every activity that does not by its nature cater 
exclusively to final demands, will induce attempts to utilize its outputs as inputs in some new activities” 
(Hirschman 1958).
9 Interestingly, Linder (1961, p. 90) states that: “We have now given three reasons which lend support 
to the assertion that a particular good will not be produced at a comparative advantage unless there is a 
domestic market for the good. We have argued (1) that it is unlikely that an entrepreneur will ever think of 
satisfying a need that does not exist at home; (2) that, even if this alien need was seen, the basically correct 
product to fill it might not be conceived of; and (3) that, even if the basically correct product was con-
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The HLH (López-Gonzalez et  al. 2019) suggests that the domestic structure of 
backward and forward linkages à la Hirschman, alongside the domestic representa-
tive demand for BS à la Linder, affect trade (in value added) specialization, and par-
ticularly the conditions for countries’ participation in BS GVCs.10 Countries’ secto-
ral specialization combined with the size of their intermediate markets, matter for 
determining their trade specialization and insertion in GVCs, which shows that this 
is not just related to factor endowments, prices, and trade barriers.

López-Gonzalez et al. (2019) empirically test and find support for the HLH on 
the basis of WIOD, based on annual inter-country input–output data (ICIO) and the 
socio-economic accounts (SEAs).11 The ICIO allow us to track not just the direct 
linkages within and between countries and sectors but also those linkages that arise 
indirectly through growing interconnectedness of trade.

López-Gonzalez et al.’s (2019) findings show that the HLH holds for the WIOD 
country sample, and for the emerging countries only. Also, the intermediate demand 
from (geographically) close trade partners has a displacement effect on the likeli-
hood of developing countries’ participation in BS GVCs. This would seem at odds 
with the idea that countries can enter GVCs by relying mainly on global demand and 
regardless of their own specialization.

Overall, support for the HLH in relation to all countries reinforces the idea of 
‘bringing production back into development’. The presence of a core manufactur-
ing base is not only important per se but also opens opportunities for diversification 
into sectors that represent a source of value added in the national sectoral structure. 
Allowing for the development of domestic capabilities linked to BS that serve a core 
manufacturing base, is a necessary although perhaps not a sufficient condition to 
specialize in GVC segments with potential for creation of value added.

The Hirschman–Linder Hypothesis: Business Services and Natural Resource 
Industries

According to the HLH, participation in BS GVCs depends on the specific domestic 
structure of backward-linked (especially manufacturing) industries to BS. A critical 
mass of domestic intermediate demand for BS is as important as, and in the case 

Footnote 9 (continued)
ceived of, it is still improbable that the product could be finally adapted to unfamiliar conditions without 
prohibitive costs being incurred. In all, what our arguments amount to is the proposition that production 
functions are not identical in all countries, but that the production functions of goods demanded at home 
are the relatively most advantageous ones. The necessity of ‘the support of the home market’ is probably 
stressed by active businessmen as a reflection of the importance of relationships emphasized here.”

10 Note that the reference to Linder in this context departs slightly from the Linder Thesis i.e. the propo-
sition that countries with similar levels of per capita GDP should trade more intensively. Rather, because 
of the increase in trade in intermediates referred to earlier, this is consistent with the Linder Thesis.
11 López-Gonzalez et al. (2019) use WIOD for 40 economies (including the EU-27 countries, Australia, 
Brazil, Canada, China, India, Indonesia, Japan, Korea, Mexico, the Russian Federation, Chinese Taipei, 
Turkey, and the US) and a rest of world grouping of 35 sectors (20 service, 11 manufacturing, and 4 
primary sectors) over a 15 year time horizon (yearly from 1995 to 2009). For more details on the data, 
indicators, and empirical analysis, we refer the reader to López-Gonzalez et al. (2019).
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of emerging countries more important than foreign demand for (BS) intermediates 
(López-Gonzalez et al. 2019). Thus, backward-linkages and the scale of intermediate 
demand for BS are important for explaining the potential for export diversification.

We build on and extend this argument to the potential role of backward linked 
BS to the NRI. Bontadini and Savona (2019) test the HLH for NRI, which in some 
countries represent a sufficient ‘domestic representative demand’ à la Linder for 
backward-linked sectors such as KIBS. This represents an opportunity for export 
diversification in sectors such as KIBS, and suggests a new NR narrative,   while 
debunking the NR curse myth and including NR in trade and development policy 
where “backward and forward linkages matter” (Baldwin and Venables 2015, p. 1).

It is worth recalling some of the related debate on the NR curse, a term coined 
by Auty (1993, 1987) and adopted by Sachs and Warner (1995, 1999). In a nutshell, 
the NR curse thesis argues that countries rich in or dependent on NR experience low 
and/or stagnant growth performance with detrimental consequences for their devel-
opment (Venables 2016; Harding and Venables 2016).

The theory and empirical foundations of the NR curse include the classical 
crowding-out argument that production inputs are moved away from non-resources 
activities, and trade related issues such as the worsening of balance of payments and 
terms of trade due to contraction in non-resources tradable sectors (the well-known 
Dutch disease) (Corden 1982, 1984), and the volatility of commodity12 prices that 
make resource rents uncertain. Moreover NR rich countries miss out on learning-
by-doing opportunities related to maintenance of a core non-resource based (mainly 
manufacturing) sector (Torvik 2001). Finally, a negative association between 
dependence on NR and institutional quality has been noted (Mehlum et al. 2006).

An argument contributing to the NR curse debate that is of interest in the con-
text of this paper is the link between NR abundance/dependence, domestic structural 
change, and the trade patterns related to NRI versus non-NR industries. For instance, 
trade scholars proposed the Dutch disease argument based on the link between NRI 
and non-NRI sector exports, focusing particularly on developing countries (Torvik 
2001; Harding and Venables 2016). It has been argued that because NR exports 
might be detrimental to non-NR tradables, it is difficult to achieve diversification 
through industrial policies and to move away from NR (Harding and Venables 2016; 
Venables 2016).

12 The term ‘commodity’ generally refers to homogenous goods whose market cannot be easily frag-
mented. This most often, although not exclusively, applies to the case for the production of both renew-
able and non-renewable NR sectors. In this paper, commodity refers to both.
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The issue of diversification in NR-rich countries, traditionally considered as mov-
ing away from NRI13 towards an (export-driven) manufacturing sector, suggests the 
need to examine the role played by the domestic economy structure. The structure of 
sectoral (backward and forward) linkages, combined with the level of NRI and non-
NRI exports has been increasingly acknowledged (Baldwin and Venables 2015; Cust 
and Poelhekke 2015).

Arguably, for NR-rich countries, many of which are emerging economies, spe-
cialization in NRI might not be a curse since it provides opportunities for export 
diversification in backward-linked sectors à la Hirschman. These opportunities may 
be based on virtuous domestic structural change paths which may not involve ‘mov-
ing away’ from NRI, but rather their exploitation to support sectoral upgrading in 
directions not often considered, such as backward-linked business services.

Bontadini and Savona (2019) provide empirical support for the HLH in the case 
of NRI. They find that countries with revealed comparative advantage in NRI, and 
particularly agriculture, have sufficient ‘representative domestic demand’ for KIBS, 
which favors trade in KIBS value added and participation in BS GVCs.

These findings are in line with qualitative empirical evidence focusing on specific 
country cases and extractive industries (see the reviews in De Ferranti et al. 2002; 
Lederman and Maloney 2006). For instance, Urzúa (2012, p. 2) considers the case 
of the Chilean knowledge intensive mining services (KIMS) which include “explo-
ration services, mine planning services, equipment design, project management, 
metallurgic process design, and environmental engineering services”. It has been 
argued that development of KIMS depends very much on the scale of the extrac-
tive industry in the country, as it has occurred in KIMS-exporting countries such as 
Chile, Australia, South Africa, Canada. However, international competitiveness in 
KIMS and participation of KIMS in GVCs depends also on the extent of the coun-
try’s technological development and technological capabilities (see also Marin and 
Stubrin 2015).

This would seem to confirm the idea that primarily vertical linkages matter, and 
that the presence of backward linkages to NRI, especially for countries with revealed 
comparative advantage in agriculture might allow rethinking of the national export 
diversification strategies, by building on  rather than bypassing NRI. This helps 
revisiting the narrative around the NR curse in the context of GVCs, albeit more 
research is needed to explore this issue.

13 In the case of diversifying away from NR, the linkages framework, and the argument of beneficiation 
(i.e. development of downstream, forward-linked manufacturing industries that process raw materials and 
NR) has been criticized. For instance, Hausmann et al. (2008) argue that policies aimed at beneficiation 
are misguided since diversification should be based on similarity of factor and technological capabilities 
intensities rather than vertical linkages, and especially in the context of NR. The argument prompted by 
the product space framework (Hidalgo et al. 2007; Hausmann et al. 2007), seems to be related only to 
beneficiation (i.e. forward-linked industries), and not backward-linked ones used by NRI as intermediate 
inputs.
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Implications for Industrial Policy for Development

This Special Issue contributes to the renewed interest in the relationship between 
structural change and development (Matsuyama 2009), and particularly at a time 
when deindustrialization is occurring in developing countries at low levels of per 
capita income, rather than at levels that characterized these changes in the developed 
countries (Bah 2011; Di Meglio 2017; Rodrik 2016).

Concern over premature deindustrialization of developing countries (Dasgupta 
and Singh 2005, 2006; Felipe et  al. 2015; Felipe and Mehta 2016; Palma 2005; 
Rodrik 2016) is consistent with contemporary debate on the role of industrial policy 
(Stiglitz et al. 2013; Chang et al. 2016) and the recent plea for countries to ‘reindus-
trialize’ (Ciarli and Di Maio 2014; Tregenna 2011; Westkämper 2014).

The argument in this paper contributes to and supports parts of this debate from 
the perspective of increasing international fragmentation of production and the 
emergence of BS GVCs. We reviewed the theoretical background to and supporting 
empirical evidence for our proposed HLH, which we suggest underpins the condi-
tions allowing countries to create value added in GVCs, particularly BS GVCs.

We believe that the HLH contributes to explain participation and value creation 
in BS GVCs, based on a favorable domestic structure of backward linked sectors à 
la Hirschman and a ‘representative domestic demand’ à la Linder, and leads to the 
accumulation of domestic capabilities to specialize in these sectors, enter and poten-
tially upgrade within BS GVCs. In the case of developing countries and intermedi-
ate demand from manufacturing sectors, these are as important determinants as for-
eign demand for BS from close trade partners (López-Gonzalez et al. 2019). In the 
case of intermediate demand from NRI, it is shown that for countries with large NR 
endowments BS could represent an alternative to beneficiation and allow entry into 
GVCs (Bontadini and Savona 2019). This would contribute to change the narrative 
around the NR curse, and allow an alternative direction to a move ‘away from’ NRI.

The call to bring production back into development, which is supported by the 
HLH, enabled consideration of those sectors such as BS which are linked closely to 
manufacturing production. Beyond sectoral boundaries, what matters is the ability 
to create value added, not linked just to a critical mass of manufacturing, but rather 
to the potential for technological upgrading, knowledge accumulation, and increased 
tradability.

New industrial policy for development should acknowledge that the challenge is 
not just industrialization or re-industrialization, but rather facilitation of structural 
transformation based on sectoral and technological upgrading, which might emerge 
from a ‘qualified’ deindustrialization. This refers not quite to the ‘prematurity’ of 
deindustrialization, but rather to its ‘quality’ and ‘direction’.
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Against this background, we provide some brief consideration of the implications 
of our argument for industrial policy in the context of emerging and developing 
countries.

The rationale behind the HLH resonates with the infant industry argument. 
Despite being criticized by mainstream trade economists, infant industry policies 
have been proven able to spur rapid catch-up processes in the initial phases of indus-
trialization in many European countries and in South Korea (Chang 2002).

The HLH qualifies the infant industry argument and more generally industrial 
policy for development in a GVC context. One of the issues related to the formula-
tion of industrial policies in this context is ensuring that a country does not become 
trapped in a specialization pattern at the lower end of the value chain, which would 
leave little scope for technological upgrading and structural change ahead of venture 
into international value chains. The quality and timing of policy intervention to steer 
appropriate directions for domestic structural change are what matter.

In this context, it is important to reappraise different views on BS GVCs as oppor-
tunities for catch up by developing countries. Their implications vary in the context 
of industrial policy; for instance, promoting participation in GVCs that would allow 
few opportunities for upgrading, or participation in the absence of a solid base 
of domestic capabilities could be detrimental.14

This adds some nuance to the idea of bringing manufacturing back into develop-
ment in the context of GVCs. Maintaining a core manufacturing sector is not just 
important per se, it is important also for identifying novel pathways to industrial 
diversification and beneficial, value-creating insertion in GVCs. Industrial policy is 
especially important in the context of participation in GVCs, since it is crucial to 
avoid the decoupling of international engagement from local/domestic accumulation 
of capabilities in highly developmental Hirschman-linked sectors.

Attention is needed also to the nexus between positioning in a particular GVC 
segment, the dynamics of rent appropriation in these segments, and the power struc-
ture asymmetries characterizing the actors involved. The dynamics involved can 
produce different development scenarios for developing countries. The chances, in 
Chang’s (2002) words, to “kick away the ladder” are most likely tied to the opportu-
nities for technological and economic upgrading along the phases of the value chain 
and the associated redistribution of rents (Kaplinsky 2000; Schmitz and Strambach 
2009; Kaplinsky and Morris 2015).

We hope that this work will trigger further reflection in this direction and more 
empirical work on the HLH to inform policy.

Compliance with Ethical Standards 
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14 An attempt to examine the stages of development and participation in GVCs is Lee and Malerba 
(2017).
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