As much to be gained by merchandise as
manufacture?

The role of services as an engine of
growth




Introduction

» Co-authored with Sukti Dasgupta and Luis Pifiedo-Caro (ILO)

» Published in The Japanese Political Economy (2019)

> W. Petty (1691): “There is much more to be gained by manufacture than
by husbandry, and by merchandise than by manufacture.”




Motivation

» Today’s rapid technological advances (e.g. robotics, 3D printing) provides
opportunities to developing countries for leapfrogging but could also
foreclose the classical development path (including through reshoring)

Number of installed industrial robots per 10,000 Projected compound annual growth rate in
employees in the manufacturing industry, 2017 annual shipments of robots, 2019-21
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Source: International Federation of Robotics (IFR), World Robotics 2018.



Research questions

» What is the economic structure that promotes job-rich, sustainable and
equitable economic growth?

» Is manufacturing still the engine of growth (as was the case for developed
(industrialized) countries and “NIEs” of 1980s/90s?

» Or do we need to look elsewhere — notably to services to play a dominant
role in fuelling economic growth and jobs in today’s developing
countries?

» And if so, what are the policy implications for developing countries?




Empirical background

»~ Data: Database construction, including with microdata files of Labour
Force Surveys in 64 countries (covers 84% of global labour force)

» Builds on Dasgupta and Singh (2005, 2006) in using Kaldorian framework
(Kaldor, 1966, 1967, 1968), complemented by 3-fold shift-share
decomposition (e.g. Timmer and de Vries (2015))

= Expands number of countries and time coverage




Premature deindustrialization

“Classical” changing structure of employment
(adapted from Gemmell, 1986)
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Source: Dasgupta, Kim, Pinedo Caro (2019), figures 2,3,4.
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Variations in pace and pattern of structural transformation...

Distribution of employment by sector and income group, 1991-2017 (%)
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Source: Dasgupta, Kim, Pinedo Caro (2019), figure 1; based on ILO modelled estimates, available from ILOSTAT.



...has led to variations in labour productivity growth and “catching
up”

Level of labour productivity as % of that in high-income countries, 1991 and 2018 (%)
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Source: Authors’ calculations based on ILO modelled estimates, available from ILOSTAT.



Is premature deindustrialization negatively impacting the
development trajectories of developing countries?

» Ghani and O’Connell (2014): labour a. Employment

productivity convergence in services 7

» Rodrik (2013): no systematic tendency at the
aggregate level for countries with lower
levels of labor productivity to grow more
rapidly - such tendency and convergence
only in manufacturing
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Testing Kaldor’s first law

Regression estimates, GDF; = o + p1VA; 4 + €

__
Period Agriculture Industry  Services  Agricultd Industry  Service
85-95 0.106 0.815*** 0.926*** _@7138 0.812***  0.930***
High 95-05 -0.075 0.545***  1.003***/ -0.065 0.545***  1.009***
05-15 0.281 0.506*** 0.973** 0.290 0.509***  0.971***
85-95 0.304* 0.534***  0.557***\_0.297* 0.483***  (0.538***
95-05 0.257* 0.625***  0.746*** DQ76* 0.646***  0.757***
05-15 0.197 0.778** 0.807** 0.21 0.700***  (0.8]15x
85-95  0.454* 0.698*** 0.753***  0.331* D665*** 0.63
95-05 0.357* 0.491***  0.747**  (0.332** 0.510***  0.634***
05-15 0.184 0.516*** 0.785*** 0.121 0.584***  (0.726***
85-95 1.008*** 0.527***  0.683***
Low 95-05 No data 0.402** 0.242 0.585*
05-15 0.450 Q221* 0.642**%

Upper-
middle

Note: : ¥*¥* 99%, ** 95%, * 90%.
Source: Dasgupta, Kim, Pinedo Caro (2019), table 1.




Testing Kaldor’s third law

Adjusted employment (Employment growth — working age population growth)
and labour productivity growth rates, by income group (%)

[ ndusty | Services |
Income Period Adj. Productivity  Adj. Productivity
group employment employment

85-95 -0.8 2.0 1.6 1.7
95-05 -0.4 25 15 1.3
05-15 -1.9 1.7 0.4 1.0
85-95 0.2 0.6 1.7 1.9
95-05 -0.1 15 15 0.5
05-15 -0.4 1.0 0.6 1.7
85-95 0.9 0.9 14 0.8
95-05 11 1.0 0.5 2.0
65= 1.0 1.1 2.0 TZ——>

-- Industry as engine Services as engine

Regression estimates, 85-95
0497+ -0.004 0.603"*  0.021
PRg = Bl +
BaVAgina + High 9505 o 308 0.029 0.283  -0.075
B3 (St+1,agri _St,agri) + 05-15 0.250%** 0.041 0.487*** 0.027
€ (industry as engine);
8595 (33g% -0.025 0385  -0.114
PRy = P1 + Upper- BRC L 03327 0.586%  -0.207%
ﬁz VA + middle
gser 05-15
Ba(Sersagri—Seagrd) + 0.277 01004 0.586%*  -0.130%+
€ (services as engine) 8595 761+ 0.101 0.806*  -0.007
Lower- e -0.069 0841  -0.026

middle

0515 g 3gpwm L0.214%%%  0.984%+

Note: *** 99%, ** 95%, * 90%.

Source: Dasgupta, Kim, Pinedo Caro (2019), tables 2 and 3




Decomposition

(a) High-income countries
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Source: Dasgupta, Kim, Pinedo Caro (2019), figure 5




Greater importance of within sector productivity gains

Manufacturing continues to remain important, but its contribution has weakened
over time while that of services has become stronger

Modern services contributing most to overall productivity growth (supported by
increased tradability) and absorbing workers, acting as an additional engine of
growth

But modern services have been separated from manufacturing or demand for
them derived from production of manufactured goods

Sectoral boundaries likely to become even more blurred.

Traditional services adding workers at a faster pace than modern services, but
characterized by low productivity levels and poor job quality

13



Policy implications: Industrial / sectoral policies

Percentage of respondents that use the internet at least
occasionally or report owning a smartphone
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Source: Pew Research Center (2018)



Dualism in services could be
exacerbated, further widening
inequalities in developing
countries

Baymul and Sen (2019): Inequality
increases with movement of
workers from agriculture to
services but not if to
manufacturing

Double whammy of Increased
within and between country
inequality in low income
countries?

Ratio of the labour income of the
top 50% to the bottom 50% vs (log)
GDP per capita USS$ (PPP)
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Source: ILO (2019).
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Strengthen MSMEs to address dualism in services

Share of employment in informal units of production in selected SADC countries
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Proportion of informal employment in non-agriculture employment,
by sex (ILO harmonized estimates)
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Policy implications: Strengthening labour market institutions (I)

»  More workers are likely to be engaged in service sectors in all country groups

» In high-income countries, growth of services has coincided with increases in part-
time and temporary work and job instability

% increase:
Permanent: 21%
Temporary: 59%

Informal: 13%

% increase in temporary contracts:
Developed countries: 4%
Emerging and developing countries: 120%
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Technology has enabled new forms of work (on-call work/crowd work) in
services economy

Provides new sources of income to many workers all over the world

Dispersed nature of work across international jurisdictions makes monitoring
compliance with applicable labour laws difficult (e.g. work paid below
prevailing minimum wages) and no official mechanisms to address unfair
treatment

Global Commission on the Future of Work: Recommends development of an
international governance system for digital labour platforms that sets and
requires platforms (and their clients) to respect certain minimum rights and
protections
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