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Our message
• Standard argument: Integration with low-wage economies 

causes unemployment if labour markets are rigid

• Our message: Trade integration and factor mobility are 
important determinants of the amount of rigidity
- Globalisation is likely to reduce rigidities
- Adverse employment effects are unlikely
- Positive employment effects are more likely

• The main policy challenge: Not to defend employment, 
but to allocate the gains from globalisation in a fair way



Fig. 3.2

Note: Low-wage economies are defined as non-OECD, non-OPEC countries. See also Figure 3.1.
Source: OECD STAN Bilateral Trade Database; calculations by the EEAG.
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Fig. 3.3

Source: OECD STAN Bilateral Trade Database; calculations by the EEAG.
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Note: Low-wage economies are defined as non-OECD, non-OPEC countries. See also Figure 3.1.



Fig. 3.6a Share of low-wage economies in global gross fixed 
capital formation

Source: UNCTAD FDI database; calculations by the EEAG.

Note: Low-wage economies are defined as non-OECD, non-OPEC countries.
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Standard trade theory
• Advanced economies – abundant in 

physical and human capital – specialise in 
capital-intensive goods

• Both overall wages and the relative wage of 
less skilled become lower than otherwise

• There are aggregate gains that could in 
principle always compensate the losers



Trade with rigid wages
• Overall unemployment and/or 

unemployment among the low-skilled

• Overspecialisation and overexpansion 
of trade

• The potential aggregate gains do not 
materialise



Six arguments for why globalisation
might be good for employment

1. Positive scale effects from cost savings associated with 
international outsourcing

2. Stronger competition reduces firms’ price-cost mark-ups
3. Union wage restraint because employment becomes more 

sensitive to wage increases
4. Bargaining strength of employers increase because of 

offshoring threat
5. Incentives for deunionisation and deregulation when there 

are smaller rents for employees to appropriate
6. Terms-of-trade gains have implied that the real consump-

tion wage (the wage relative to consumer prices) could  
increase without any increase of the real product wage 
(the wage relative to producer prices)



Fig. 3.9

Non-oil terms of trade for advanced economies 

Source: IMF, World Economic Outlook, October 2007.

Note: The non-oil terms of trade show the price of export relative to import goods ignoring oil. 
Advanced economies include Canada, France, Germany, Italy, Japan, the UK and the US.

90

95

100

105

110

1980 1985 1990 1995 2000 2005

2000=100



Fig. 3.8 Income shares of employees and labour for 
advanced economies

Source: IMF, World Economic Outlook, October 2007.

Note: a) The income share of employees is the ratio of employees' labour compensation to value added. b) The income share of
labour is the ratio of labour compensation of employees and “non-employee” workers to value added. c) Advanced economies
include Australia, Austria, Belgium, Canada, Denmark, Finland, France, Germany, Ireland, Italy, Japan, the Netherlands, Portugal,
Spain, Sweden, the UK, and the US, weighted using series on GDP in US dollars from the World Economic Outlook database.
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Fig. 3.7

Earnings inequality

Source: OECD.
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Empirical research

• Main focus on how wage dispersion has 
been affected by globalisation

• Most earlier studies did not find substantial 
effects

• Stronger effects in more recent studies of 
international outsourcing

• Surprisingly little research on how overall 
employment has been affected



Fig. 3.10

Employment and unemployment

Source: OECD Employment and Labour Market Statistics Database.
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Fig. 3.12 Trade openness to low-wage economies and 
employment, 2004

Sources: Trade data: OECD STAN Bilateral Database jointly with WDI GDP data; employment-population 
ratio: OECD Labour Force Statistics.

Note: Trade openness is defined as exports + imports as a percentage of GDP.
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Fig. 3.15

Sources: Trade data: OECD STAN Bilateral Database jointly with WDI GDP data; employment-population 
ratio: OECD Labour Force Statistics.

Note: Trade openness is defined as exports + imports as a percentage of GDP.

-5

0

5

10

15

0 1 2 3 4 5 6 7 8
Change in trade openness vis-à-vis non-OPEC, non-OECD countries

GER

IRE

FIN

IT B

F

AUT

POR

US

S

ES

DK

NLGR

UK

JAP t-value: -0.49
R2=0.0167

C
ha

ng
e 

in
 e

m
pl

oy
m

en
t-p

op
ul

at
io

n 
ra

tio
in

 p
er

ce
nt

ag
e 

po
in

ts
1994-2004 changes in trade openness to low-wage economies 

and in employment



Fig. 3.13 FDI stock in low-wage economies and employment-
population ratio, 2002
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Econometric evidence
• Studies of labour demand: how is the relation-

ship between employment and wages affected 
by international outsourcing?

• This does not answer the question how employ-
ment is affected when we take account of the 
effect on wage rigidity

• But evidence suggests that positive scale effects
may outweigh negative substitution effects of 
outsourcing



New empirical material
• Standard procedure: Explain (un)employment 

variations across countries and over time by a number 
of ”institutional variables” and cyclical conditions
- unemployment benefit replacement rate
- union density
- degree of ”corporatism” in wage bargaining
- tax wedge
- extent of product market regulation
- output gap

• OECD Employment Outlook (2006): work by Bassanini 
and Duval 



Our approach
• Augment OECD (un)employment regressions 

with globalisation variables
- trade openness vis-à-vis low-wage economies
- import dependence vis-à-vis low-wage economies
- FDI in low-wage economies

• No or positive employment effects of globalisation 
variables



Table 3.9



Interpretation of results
• Results are ”average results”

• One could expect large short-run deviations

• German example
- decentralisation of wage bargaining, 

firm-level agreements on longer working hours,
deunionisation, Agenda 2010 reforms

- recently longer unemployment benefit period
for old workers and imposition of minimum wages



What is the policy problem?

• It is not employment

• It is instead to ensure a fair sharing of the 
gains from globalisation

• And to do this without measures that in 
themselves cause employment problems



What not to do?

• Adhere to rigid employment protection

• Increase long-term unemployment benefits

• Impose high minimum wages



Measures to contemplate

• Retraining and re-education programmes

• Government severance pay systems

• Wage insurance

• Employment income tax credits for low-
paid workers



The policies have pros and cons
• No adverse effects on the incentive to take up job offers

• But:
- Difficulties to identify education/training needs
- Severance pay systems are potentially expensive and
can be abused

- Wage insurance impairs the allocative role of wages
- Phasing-out of employment tax credits raises marginal
tax rates

• Overall conclusion: Think very carefully about how
large ambitions one should have


