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ABSTRACT

Structural transformation concept emphasized by countless numbers of policy makers and scholars.
Structural transformation affects not only countries’ income levels but also a number of their economic
parameters. Employment is one of the most significant of these parameters because the success of structural
transformation is measured by the contributions of agriculture, manufacturing, and the service sector
to growth and employment. In this chapter, the changing effects of economic complexity (as a major
indicator of structural transformation) on employment, and the visual representation of this complex-
ity, which is called product space, are studied using samples from South Korea and Japan. As a result
of research, it is found out that increased complexity of a country’s economy (increased intensity of the
product space center) will lead to a decrease in the employment in agriculture and manufacturing, an
increase in the employment in the services sector.
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The Effects of Economic Structural Transformation on Employment

INTRODUCTION

Intoday’s world, countries are competing with one another economically in ways that they have not before.
While some compete through their cheap workforce, others keep up with the competition through their
sophisticated product manufacturing capabilities. This competition is also reflected in the incomes of
countries. The question is whether countries can outmatch the competition by more products in general
or manufacturing more sophisticated products. According to Rodrik (2006), the number of products a
country sells is not significant anymore. What is more important is what type of product the country
sells. For example, both Singapore and Pakistan sell 133 different sorts of products to the world market.
However, when compared in terms of per capita income, the case of each country is quite different.
Singapore is 38 times richer than Pakistan (Hausmann et al., 2011, p. 22). If this is the case, what con-
tributes to this striking difference? The answer to this question takes us to the “structural transformation”
concept emphasized by countless numbers of policy makers and scholars.

The first studies on structural transformation were carried out by Prebisch (1950), Singer (1950),
Lewis (1954), and Hirschman (1958). The mutual point underlined by all these studies is that countries
which specialize in primary products and have a limited export basket might experience problems in
terms of trade in the long run. Moreover, these studies suggest that countries should move from selling
traditional products to more complex ones (Petralia, Balland, & Morrison, 2015). Additionally, in their
studies, Rostow (1959) and Kaldor (1967) emphasized that knowledge and skills, structural transforma-
tion, forward and backward linkage among sectors, and productivity growth are significant for countries
that aim to grow over the long term. These studies also strongly underlined that structural transformation
can significantly contribute to output and employment growth. Furthermore, structurally transformed
countries have the capability to overcome macro-economic shocks more easily (De Bandt & Vigna, 2008).
In general terms, structural transformation can be defined as changing the manufacturing structure of a
country from one of agriculture to industry and then from industry to service.

Structural transformation affects not only countries’ income levels but also a number of their eco-
nomic parameters. Employment is one of the most significant of these parameters because the success of
structural transformation is measured by the contributions of agriculture, manufacturing, and the service
sector to growth and employment (Srinivasan, 2013, p. 54). Transformation generally formed out of
the growth of a country results initially in the workforce moving from agriculture to the manufacturing
industry and then to the service sector. Increased economic growth also leads to urban migration from
rural areas (De Brauw, Muller, & Lee, 2014, p. 33). The most significant reason for migration is the
higher life standards provided by larger cities (The United Nations Human Settlements Programme [UN-
HABITAT], 2011, p. 13). Also, when compared with the agriculture sector, wages in the manufacturing
and service sectors are higher.

In this chapter, the changing effects of economic complexity (as a major indicator of structural trans-
formation) on employment, and the visual representation of this complexity, which is called product
space, are studied using samples from South Korea and Japan. The underlying reason for selecting these
two countries as samples is their achievement of structural transformation through conscious policies.
The chapter begins with a discussion of economic complexity and product space theory. The effects of
structural transformation on employment in agriculture, manufacturing, and the service sector in South
Korea and Japan are then examined separately.
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