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ABSTRACT

We add to recent evidence on deindustrialization and document a new pattern: increasing industry
polarization over time. We assess whether these new features of structural change can be
explained by a dynamic open economy model with two primary driving forces, sector-biased
productivity growth and sectoral trade integration. We calibrate the model to the same countries
used to document our patterns. We find that sector-biased productivity growth is important for
deindustrialization by reducing the relative price of manufacturing to services, and sectoral trade
integration is important for industry polarization through increased specialization. The interaction
of these two driving forces is also essential.
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