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Agenda

ÅWhy do value chains arise?

ÅDo they make progress easier?

ÅFor whom?

ÅImplications for Central and Eastern Europe
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The world as we found it, 
the world as we want it







What is technology?







Knowhow ïTacit knowledge
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The

Theory of 

Economic 

Developmenté



If you have only one 

letteré

é there arenôt many words 

to write.



If you have three 

lettersé

You can write 4 

words:



Now you have four 

lettersé

You can write 9 

words:



Think about all the 

words you could write 

with:

You could write 595 words 

such as:
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ProductsPlaces Capabilities
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Diversification vs. Ubiquity  
(2009)
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This pattern also holds subnationally : 

Municipalities in Chile

Diversification vs. Ubiquity



States in Mexico

Diversification vs. Ubiquity



Cities in Turkey
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Diversity and average ubiquity of Turkey's citiesDiversification vs. Ubiquity



Departments in Colombia

Diversification vs. Ubiquity



And Districts in Sri Lanka

Diversification vs. Ubiquity



WHAT IS THE RELATIONSHIP BETWEEN 
[9¢¢9w{ !b5 ²hw5{Σ DL±9b ¢h5!¸Ω{ 
TECHNOLOGIES



Relationship between letters and words

or Na->1

or Na->infinity

Hausmannand Hidalgo (2011) JOEG
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An estimate of how convex is our world

Fraction of Capabilities Available
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WE CAN ALSO ESTIMATE FOR EVERY 
/h¦b¢w¸Σ Ih² a!b¸ ά[9¢¢9w{έ L¢ 
HAS AND HOW EASY IT WOULD BE FOR 
IT TO DIVERSIFY ADDING LETTERS 
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A puzzle

ÅtǊƻŘǳŎǘƛƻƴ ƛǎ ŀōƻǳǘ ǇǳǘǘƛƴƎ άƭŜǘǘŜǊǎέ ǘƻƎŜǘƘŜǊ

ÅTechnology has developed more letters and made 
products more complex, i.e. longer words

ÅSo the world should be getting more convex
ïi.e. only the ones that have all the letters can get into 

business

ÅSo what happened? 
ïGlobal value chains

ÅGVCs imply trade in syllables, not words



Why does it make progress easier?

Å.ŜŎŀǳǎŜ ȅƻǳ ŘƻƴΩǘ ƴŜŜŘ ǘƻ ƘŀǾŜ ŀƭƭ ǘƘŜ ƭŜǘǘŜǊǎ 
required by the product to participate in 
production

ïYou only need to make a syllable, not a whole 
word

ïYou can get into production with fewer letters

ÅYou can then add letters more parsimoniously



A stylized story



MOVING TECHNOLOGY:
TOOLS, CODES AND KNOWHOW







Moving knowhow





By Germany,_Federal_Republic_of_location_map_January_1957_-_October_1990.svg: TUBS Flag_of_East_Germany.svg: derivative work: 
Fry1989 (talk) 00:25, 26 January 2011 (UTC) [CC BY-SA 3.0 (http://creativecommons.org/licenses/by-sa/3.0)], via Wikimedia Commons

Migration
Moving letters



Photo Credit: Lear 21 at English Wikipedia



De-industrialization

Re-industrialization
Source:StatistischesBundesamt: 20 JahreDeutsche Einheit



51% of experienced 
manufacturing 
workers were hired 
from West Germany
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Reindustrialization of East Germany
The workforce of manufacturing pioneers in the East

Hausmann& Neffke(2019, RESPOL)



More evidence from Albania and the 
former Yugoslavia



Transient mobility
Business Travel as a conduit of 

knowledge transfer: evidence from 
foreign expenditures by corporate 

payment cards
Michele Coscia, Frank Neffke, Ricardo Hausmann

(2020, Nature Human Behavior)

Credits: Left: thinkpanama@ www.flickr.com/photos/23065375@N05/2247355466
Right: Image bynaalexanderfrom Pixabay

http://www.flickr.com/photos/23065375@N05/2247355466
https://pixabay.com/users/naalexander-9974858/?utm_source=link-attribution&utm_medium=referral&utm_campaign=image&utm_content=3643710
https://pixabay.com/?utm_source=link-attribution&utm_medium=referral&utm_campaign=image&utm_content=3643710


Growth of business travel



Business travel network



Geographic implications

What does this mean for the CESEE region?



All economic activity FDI Austria

Hartog, Hausmann and Neffke, 2021



Manufacturing FDI Austria

Hartog, Hausmann and Neffke, 2021



Retail & wholesale FDI Austria

Hartog, Hausmann and Neffke, 2021


