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Foreword



This volume is a joint project of the International Labour Office and the Secretariat of the World Trade Organization. The International Chamber of Commerce Research Foundation provided funding, for which we would like to express our appreciation. This work follows up on two prior joint publications by the ILO and the WTO Secretariats – a review of the literature on trade and employment in 2007 and a report on the linkages between trade and informal employment in 2009. The nine chapters of this volume have been written by leading experts in their field and summarize state-of-the-art knowledge on themes related to the social dimensions of globalization. The authors have examined the various channels through which globalization affects jobs and wages in developing and developed countries. They also discuss how trade and employment and labour market policies can be shaped to make globalization socially sustainable. Much progress has been made in recent years in understanding the labour market effects of globalization. New micro-level data and theoretical developments have played an important role. Trade/employment linkages – which have often been neglected in the past – are now attracting considerable attention. New research allows us to understand better adjustment processes following trade reform. In particular, the availability of new datasets makes it possible to look beyond the manufacturing sector and take into account inter-sectoral effects. New theoretical and empirical work also sheds light on the employment effects of combined trade and FDI decisions, which can imply the offshoring of productive activities from one country to another. The volume takes a closer look at the social aspects of economic creative destruction encouraged by trade reform and openness, and the uncertainty these processes can create for persons and communities. It examines these processes in normal times and in periods of economic crisis. New research sheds light on the effects of institutional settings on the level and structure of employment in open economies through their implications for job creation and destruction. In particular, the analysis in this volume helps us to better understand the combined distributional effects of trade and FDI flows. xi
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The volume highlights three challenges policy-makers face in relation to the social sustainability of globalization. First, the structure and levels of employment emanating from increased openness can be more or less favourable to the labour force and to economic growth. Second, openness – while helping to buffer domestic shocks – can increase the vulnerability of domestic labour markets to external shocks, as witnessed during the Great Recession. Third, the gains from globalization are not distributed equally and some workers and firms may lose in the short and even medium-run. The overall policy conclusions reinforce the view that trade, employment and social policies need to be pursued together. While globalization is seen as a potential source of growth and poverty reduction, a range of conditions need to be in place to maximize its benefits and ensure that those affected negatively are compensated. This suggests an important role for governments in investing in public goods and in strengthening the functioning of different markets that are crucial for smooth and growth-enhancing reallocation processes. The important role of social protection in open economies is emphasized and the discussion highlights the need to adjust social protection systems to local conditions. Contributions to the volume also highlight the role that education and skill-development policies play in strengthening the labour force’s ability to adjust to change and ensuring a wider distribution of the gains from trade. We consider this volume a step in the direction of a better understanding of the mechanisms through which globalization affects workers and of the measures that governments can take to give globalization a strong social dimension. Notwithstanding the challenges ahead, there are reasons to be optimistic. Evidence shows that a number of countries have successfully harnessed globalization in order to alleviate poverty. There are also good reasons to believe that globalization is compatible with welfare states and that they may be mutually reinforcing. Thanks to the combined expertise of the authors, the volume answers numerous questions and provides valuable guidance on how to ensure the social sustainability of globalization. But it also acknowledges the limits of our understanding and points to directions for future research. We look forward to further technical collaboration between our two institutions and the scholarly community.



Pascal Lamy WTO Director-General



Juan Somavia ILO Director-General
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Introduction Marc Bacchetta and Marion Jansen



There is a shared sense that globalization is a powerful engine that has already contributed to lifting many out of poverty and that, if properly harnessed, could further promote growth and development to the benefit of all. For many years, however, concerns have been raised regarding certain effects of globalization on jobs, wages, and job insecurity. Recent survey evidence in European countries, for instance, indicates that in most countries a majority of respondents believe that globalization provides opportunities for economic growth but increases social inequalities. A German Marshall Fund (2007) survey shows that about half of Americans and Europeans think that “freer trade” results in more job loss than job creation. Globalization has also been blamed for the recent financial crisis and its effects on employment. In this context, a number of observers have come to question the sustainability of globalization from a social point of view. Calls for a more inclusive globalization have become more frequent, but only a few concrete proposals have been put forward. This book aims at contributing to the elaboration of relevant policy proposals to make globalization socially sustainable. It is the result of a joint project of the International Labour Office (ILO) and the World Trade Organization (WTO) and has benefited from funding by the International Chamber of Commerce Research Foundation. The nine chapters in this volume have been written by leading academic experts, who were asked to analyse the various channels through which globalization affects jobs and wages in developed as well as in developing countries and to examine whether and how policies related to trade and to labour markets should be accommodated to make globalization socially sustainable. The chapters in this volume are organized around three main themes that have received significant attention in recent debates on the social aspects of globalization: employment, uncertainty and inequality. These themes have been chosen because arguably they reflect the labour market aspects most relevant for public opinion. Indeed, for the overwhelming majority of households around the globe, labour income represents the main source of household revenue. As a consequence, households are interested in the availability of jobs, the revenue those jobs generate and the stability of revenue from labour. Survey evidence from industrialized countries 1
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increasingly reflects public concern about all three of these aspects, and sometimes reference is made to globalization in this context. In the United States, 40 per cent of respondents to a recent survey indicated that they expect the next generation to have lower standards of living and 62 per cent indicated that job security had declined (Anderson and Gascon, 2007).1 In the same survey, three-quarters of respondents answered that “outsourcing overseas hurts American workers”. To shed light on the relationship between globalization on the one hand, and employment, uncertainty and inequality on the other hand, three chapters have been commissioned on each of the themes. The objective is to provide insights – based on state-of-the-art research – into the mechanisms that link globalization to each of the three labour market aspects and to provide an overview of the available statistical evidence on these linkages. In addition, a discussion of different policy options is provided under each theme. To the extent possible, relevant mechanisms, statistical evidence and policy options have been discussed from both an industrialized country and a developing country perspective. The result is, we believe, a volume that provides an exceptionally comprehensive overview of the social aspects of globalization based on individual contributions meeting high academic standards. The book contains chapters on standard topics of the trade literature, like the chapter on globalization and inequality by Nina Pavcnik (Chapter 7) and on topics that are rarely explicitly analysed in the context of globalization, like the chapters on globalization and education policies by Ludger Woessman (Chapter 9) or on globalization and redistribution policies by Carles Boix (Chapter 8). Other topics, such as social protection (Chapter 6 by Devashish Mitra and Priya Ranjan), are familiar topics for labour market specialists interested in globalization, but much less familiar for trade economists interested in labour markets. Each chapter is a stand-alone contribution to the book and readers may choose to read individual chapters selectively. Our advice, though, would be to read the book in its entirety to take advantage of the wealth of issues covered and to appreciate the full complexity of the theme at hand. The volume also has shortcomings, some of which we want to highlight here. From an institutional point of view, WTO experts may be disappointed about the lack of detail when it comes to the description of trade policy options. ILO experts may feel the same concerning issues related to social and labour market protection. Those familiar with the policy debate at the institutional level may sometimes find the terminology confusing, as it tends to be closer to the terminology used in academia than the terminology used in the policy debate. Most of the contributors to this book are economists, which some readers may consider a biased selection. The structure imposed on the book is also debatable. The three themes, that is employment, uncertainty and inequality, may be appealing to most readers, but they
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can also be seen as introducing a somewhat artificial distinction between closely intertwined economic effects. Indeed, policies that have an impact on wages – and thus on incomes – are also likely to have an impact on the structure and the level of employment at least in the short run. Treating “employment” and “inequality” separately may thus appear somewhat artificial. Along similar lines, the term “instability” may be interpreted in terms of job instability or earnings instability. Indeed, John Haltiwanger tends to argue in terms of job numbers in Chapter 4, while William Milberg and Deborah Winkler refer to earnings in Chapter 5. The three separate themes in this volume are, therefore, interrelated both in practice and analytically. As a consequence, readers will find the three sections sometimes overlapping. Yet these overlaps and interlinkages also highlight some of the challenges academic experts and policy-makers face when evaluating or addressing the social sustainability of globalization. Although we hope and expect that the contributions to this volume will prove to be of value for experts and policy-makers in the long run, subject choice has admittedly been influenced by events occurring in the period when the chapters were commissioned. This is probably most obvious in the first section of this volume, the one dealing with the interlinkages between globalization and employment. Work on this volume started when the world economy was in the middle of what is by now called the “Great Recession”, an event explicitly dealt with in Chapter 3 by David Bell and David Blanchflower. Another phenomenon of that period was that the labour market effects of globalization were debated from rather different perspectives in the industrialized world and in the developing world. In the industrialized world the debate focused strongly on the question of whether offshoring is hurtful for domestic workers; a concern reflected in the survey evidence mentioned above. This question is dealt with by Holger Görg in Chapter 1 of this volume. In the developing world, instead, the successful examples of emerging economies like Brazil and China have led to questions as to the determinants of successful productive transformation in the context of globalization, a theme discussed by Margaret McMillan and Dani Rodrik in Chapter 2. In the rest of this introduction, we provide a short overview of the chapters in this volume and we point out a number of open questions. The discussion is structured around the three themes highlighted in this book: employment, uncertainty and inequality.



Globalization and employment The first section of the volume examines three different facets of the linkage between globalization and employment. While Holger Görg reviews the literature on
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the effects of trade and offshoring on employment in developed countries, Dani Rodrik and Margaret McMillan explore the linkages between globalization, structural adjustment and growth in developing countries. David Blanchflower and David Bell complement these contributions with a discussion of the crisis and its effects on jobs. In all three chapters the policy implications of the main findings are considered. Görg emphasizes the challenges associated with the identification and the compensation of losers from globalization and Blanchflower and Bell discuss the effectiveness of policy responses to the crisis. Following the approach taken in much of the relevant academic literature, Holger Görg, in Chapter 1 of this volume, discusses the phenomena of trade and offshoring separately. Regarding the trade–employment linkage, he finds that over the last decade the view that there should be no substantial link between employment and trade has slowly changed due to new theoretical developments and new empirical results. These results generally suggest that imports may cause job displacement in the short run, due to adjustment costs. While far fewer studies have been able to consider differences between the long and short run, those that have done so generally find that, in the long run, there appears to be a positive relationship between imports and employment. However, this may not be true for all firms that engage in importing, as suggested by a number of recent studies. As regards the impact of offshoring on employment, Görg emphasizes that it results from the combination of a number of different effects. Offshoring frequently leads to productivity increases and expanded sales in the company that offshores. The result may be that this same company ends up employing more rather than fewer people. This is the so-called “scale effect” of offshoring. The jobs created may be of a different type, though, than those offshored. In addition, as a consequence of offshoring a company may provide its services to other businesses at lower cost, and the latter may be able to expand activity and employment (depending upon their employment–sales ratio). Finally, if offshoring results in lower prices to final consumers, their real income increases and some proportion of that real income will be spent on domestically produced goods and services, again raising overall employment in the offshoring country. Görg’s review of the literature suggests that just like trade, offshoring is likely to trigger a reshuffling of employment with some workers temporarily losing their jobs and possibly taking time to find a new one. This reshuffling can in theory lead to temporary surges in an economy’s level of unemployment, but there is not much evidence that this indeed happens in practice. For the individuals losing their job, though, this is not much of a consolation as the transition may cause significant hardship for them and their family. Also, the employment effects are likely to differ across type of workers. The evidence points in the direction that low-skilled workers
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are more likely to lose and high-skilled workers more likely to benefit. Very recent work also emphasizes that the effect of offshoring may differ across occupations, with workers in “tradable occupations” being more likely to lose than those in “nontradable occupations”. Overall, Görg draws four main conclusions from the still relatively scarce literature on globalization and employment. First, globalization and, in particular, offshoring may lead to higher job turnover in the short run. Second, in the long run there is no indication that trade or offshoring leads to higher unemployment (or lower employment) overall, although employment of low-skilled workers may suffer while high-skilled employment may expand. Third, even where effects are statistically significant, the economic magnitude thereof is still debated, with many studies concluding that they are economically negligible. Fourth, there is evidence that the structural change away from manufacturing towards services sectors in advanced economies goes hand in hand with the process of globalization. While the chapter by Görg tends to focus on the point of view of offshoring countries, the bulk of which are (still) industrialized countries, Chapter 2 of this volume has a strong focus on developing countries. In that chapter, Margaret McMillan and Dani Rodrik discuss the linkages between patterns of structural change and growth and analyse the role played by globalization in driving these patterns. In several cases – most notably China, India and some other Asian countries – globalization’s promise has been fulfilled. High-productivity employment opportunities have expanded and structural change has contributed to overall growth. But in many other cases – in Latin America and sub-Saharan Africa – globalization appears not to have fostered the desirable kind of structural change. McMillan and Rodrik argue that part of the reason for this productivity-reducing adjustment is that labour has moved in the wrong direction, from more-productive to less-productive activities, including, most notably, the informal economy. When intensified import competition forced manufacturing industries in Latin America and elsewhere to become more efficient by rationalizing their operations, workers were displaced. In economies that do not exhibit large intersectoral productivity gaps or high and persistent unemployment, labour displacement would not have important implications for economy-wide productivity. In developing economies, on the other hand, the prospect that the displaced workers would end up in even lower-productivity activities (services, informality) cannot be ruled out. That is indeed what appears to have happened in Latin America and Africa. The authors decompose labour productivity growth into two components: (i) a “within” component that is the weighted average of labour productivity growth in each sector of the economy; and (ii) a “structural change” component that captures the productivity effect of labour reallocations across different sectors. It is essentially
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the inner product of productivity levels (at the end of the time period) with the change in employment shares across sectors. Results show that structural change has played an important but very different role in the three developing regions. In both Latin America and Africa, structural change has made a sizable negative contribution to overall growth, while Asia is the only region where the contribution of structural change is positive. In other words, where Asia has outshone the other two regions is not so much in productivity growth within individual sectors, where performance has been broadly similar, but in ensuring that the broad pattern of structural change contributes to, rather than detracts from, overall growth. An examination of sectoral details for specific countries provides further insight into these results, showing considerable heterogeneity between countries. Because all developing countries in the sample have become more “globalized” during the time period under consideration, it is natural to think that globalization has played an important behind-the-scenes role in driving the patterns of structural change. However, it is also clear that this role cannot have been a direct, straightforward one. First, the detailed results presented in the chapter show a wide range of outcomes: some countries (mostly in Asia) have continued to experience rapid, productivity-enhancing structural change, while others (mainly in Africa and Latin America) have begun to experience productivity-reducing structural change. A common external environment cannot explain such large differences. Second, a large number – perhaps a majority – of jobs are still provided by non-tradable service industries. So whatever contribution globalization has made, it must depend heavily on local circumstances, choices made by domestic policy-makers and domestic growth strategies. McMillan and Rodrik present the results of some exploratory regressions aimed at uncovering the determinants of differences across countries in the contribution of structural change. They identify three factors that help determine whether (and the extent to which) structural change goes in the right direction and contributes to overall productivity growth. First, economies with a revealed comparative advantage in primary products are at a disadvantage. The larger the share of natural resources in exports, the smaller the scope of productivity-enhancing structural change. The key here is that minerals and natural resources do not generate much employment, unlike manufacturing industries and related services. Even though these “enclave” sectors typically operate at very high productivity, they cannot absorb the surplus labour from agriculture. Second, countries that maintain competitive or undervalued currencies tend to experience more growth-enhancing structural change. In McMillan and Rodrik’s view, this is because undervaluation acts as a subsidy on those industries and facilitates their expansion. Finally, there is also evidence that countries with more flexible labour markets experience greater growth-enhancing
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structural change. This also does not surprise the authors, as rapid structural change is facilitated when labour can flow easily across firms and sectors. Chapter 3, by David Bell and David Blanchflower, considers the diversity of impacts that the Great Recession has had on labour markets in different parts of the globe. The authors observe that during this recession, the performance of the labour market in the developed world has been weaker than in developing countries. Although there has been some recovery in output in the developed world, any associated increase in employment has been limited. Thus far, the recovery has been “jobless”. They argue that the difference in labour market impact can be explained partly by differences in the recovery of output, characterized – for instance – by a significantly stronger recovery in newly industrialized Asian economies than in the European Union and in G7 countries. Labour mobility is another factor explaining cross-country differences. Also, employers in different countries have responded in a variety of ways to a fall in product demand. Another key feature of the Great Recession that the authors examine is how its effects have been distributed across different groups within the population. The young, the poorly educated and ethnic minorities have borne a disproportionate share of the increase in unemployment during the Great Recession in developed countries. Evidence indicates that the Great Recession has particularly affected the young through: (a) higher unemployment rates, (b) higher levels of underemployment and (c) an increased willingness to accept lower-quality jobs. Youth unemployment is particularly likely to lead to “scarring” effects, referring to the phenomenon that adverse labour market experiences when young lead to further negative market outcomes well into the future. Bell and Blanchflower also examine how attitudes have changed with the crisis. They find that happiness and well-being have held up reasonably well except in a few countries such as Greece. Survey evidence from 2010 also indicates that in all but one of 43 European countries surveyed the majority of people believe that while globalization is an opportunity for economic growth, it increases social inequalities. In all countries the majority of people surveyed believe that globalization is profitable only for large companies, not for citizens. When taking into account the individual characteristics of interviewees, males, the most educated and the young are most content about the positive impact of globalization on growth. The unemployed are much less likely than the employed to agree that globalization helps growth. Surveybased evidence indicates that the unemployed, the young and the least educated hold most strongly the view that it is the job of the public sector to create jobs in the midst of a financial crisis. A major concern going forward is that if the recovery is jobless there will be growing demands for protectionism, especially in countries where inequalities are widening.
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Finally, the authors consider policy responses and find that in many countries public sector intervention has indeed had a significant attenuating effect on the economic and employment impacts of the crisis. The first policy response to the financial crisis has been to adjust monetary policy and to stimulate monetary expansion through means like interest rate cuts. A second response to the crisis has taken the form of the operation of automatic stabilizers. As private demand fell, government spending on a variety of social insurance schemes increased. In the immediate aftermath of the crash this took the form of increased spending on unemployment benefits, above all. The third response was the introduction of discretionary measures to boost aggregate demand, although it has been found that these made a smaller contribution to maintaining output and employment than automatic stabilizers. Last but not least, some countries have made use of new or more generous active labour market policies (ALMPs) during the crisis. Schemes to support short-time working (STW) and so avoid lay-offs have been introduced or reinstated in a number of countries. Also, measures to reduce non-wage labour costs and so encourage employers to substitute labour for capital have been introduced. However, the additional discretionary spending on these ALMPs in response to the recession has been small. It has been shown that these schemes helped preserve permanent jobs during the downturn but that they did not help maintain temporary employment.



Globalization and uncertainty Another concern often expressed in surveys capturing public perceptions of globalization is the concern that globalization is associated with an increased probability of job loss. The second theme of this book, therefore, deals with the relationship between globalization and uncertainty in the labour market, both real and perceived. John Haltiwanger examines how globalization affects the process of resource reallocation and results in both job destruction and job creation. William Milberg and Deborah Winkler focus on how this process of resource reallocation results in real and perceived economic uncertainty at the aggregate level in individual economies. Last but not least, the third chapter under this theme, written by Devashish Mitra and Priya Ranjan, provides insights into the design of social protection policies that want to address the economic uncertainty related to globalization. Particular attention is paid to the fact that optimal policy intervention may differ across countries with different income levels. Chapter 4 by John Haltiwanger describes how the process of growth requires ongoing productivity-enhancing reallocation, during which firms are constantly forced to adjust and adapt to changing economic circumstances. Those that reinvent themselves will survive and grow. Those that adapt and adjust poorly will contract
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and exit. In good economic times and in well-functioning economies, many workers who separate from firms experience either no or a short spell of unemployment and may experience an increase in earnings relative to their previous jobs. This is consistent with the fact that many workers reallocate away from lower-productivity firms to higher-productivity firms. As a result, in well-functioning economies, moreproductive businesses end up being larger (static allocative efficiency) and resources are constantly being moved from less- to more-productive businesses (dynamic allocative efficiency). Workers who find themselves displaced from a firm with mass lay-offs (for example, due to a plant closing), however, tend to experience unemployment spells and adverse effects on their earnings. In that respect, the positive findings of improved market selection need to be balanced with the difficulties workers face in separating from bankrupt firms. Globalization potentially plays a key role in these dynamics and in the ensuing effects on workers’ earnings and employment. Empirical evidence shows that in countries that open their markets, less-productive businesses are more likely to exit and moreproductive businesses are more likely to survive. This improved market selection contributes positively and substantially to productivity growth. While the economic literature thus provides strong support for the positive role of trade liberalization in improving allocative efficiency and thus growth, both theory and evidence point towards many things that can go wrong and that either mitigate or potentially limit the gains from trade reform. Haltiwanger argues that in a highly distorted economy, there are second-best problems so that piecemeal trade reform will not be as effective. Infrastructure may not be of sufficiently high quality to ensure that the growth of existing and start-up businesses is not thwarted by bottlenecks in transportation and communications. Competition policy may not be effective enough to prevent large firms from abusing their market power. Financial markets may not be sufficiently developed to fund new and expanding businesses, and to deal with the high rate of failure among start-ups and small businesses. One possible reflection of problems in the functioning of markets and institutions is the existence of a large informal economy. Reallocation has little chance to enhance productivity in such distorted economic environments. In extreme cases “de-coupling” can take place; a situation in which market reform induces downsizing and exit by the less-productive businesses that is not accompanied by creation and expansion by the more-productive businesses, because the latter process is delayed or derailed. In such cases, the negative effects on dislocated workers can be particularly harsh and can, in particular, take the form of long unemployment spells. All of the potential problems with dislocation are significantly exacerbated in economic downturns even in otherwise healthy economies. The recent economic crisis has also highlighted the fact that heightened
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uncertainty during such crises can potentially dampen economic recovery. Haltiwanger, therefore, concludes that one of the challenges of economic and in particular trade reform is to address the impact of heightened uncertainty which can either arise as a result of economic crises or of the market reforms themselves. In the fifth chapter of this volume, William Milberg and Deborah Winkler analyse how labour market uncertainty triggered by offshoring is reflected at the aggregate level in changes in the labour share of income. They argue in favour of using the labour share of income as a measure for economic insecurity experienced by the workforce because it captures both employment (for instance, job loss) and earnings (for instance, wage reduction) effects. The authors report evidence showing that in many industrialized countries, the increase in the labour share of income observed during the 1970s began to level off in the 1980s and turned into a downward trend at the end of the 1990s. In their chapter they analyse whether offshoring and labour market policies are among the determinants of changes in the labour share of income. Using data for 15 OECD countries, they find that offshoring had a positive effect on the labour share over the period 1991–2008, a result that seems to be driven by the period 1991–98. When conducting the same analysis by individual countries, they find that the effect of offshoring on the labour share depends crucially on national labour market institutions. In particular, they find that offshoring is associated with a reduced labour share in sectoral value added in countries with low and medium labour support. In countries characterized by strong labour market support in terms of spending on active labour market policies and short-term unemployment replacement benefits, instead, they find that offshoring results in positive effects on the labour share of income. As mentioned above, recent surveys show an increasing concern about income and job security in industrialized countries. In the United States, 40 per cent of respondents to a recent survey expect that the next generation will have a lower standard of living, 62 per cent said job security had declined and 59 per cent said they have to work harder to earn a decent living. Most strikingly, 75 per cent of US respondents said that “outsourcing work overseas hurts American workers”. Another survey shows that about half of Americans and Europeans think that “freer trade” results in more job loss than job creation. In France, 66 per cent of respondents in a recent survey consider that free trade leads to more social and economic inequality. In their chapter, William Milberg and Deborah Winkler compare cross-country survey evidence on the perception of globalization with the actual effect of offshoring on the labour share of income they estimated in the empirical work presented in this volume. Their findings indicate that perceptions of globalization being a threat to employment are more prominent in countries characterized by a negative estimated employment
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effect of offshoring. These findings are consistent with earlier findings by Scheve and Slaughter (2003) indicating that US workers more sceptical about globalization are those more likely to be negatively affected, because of their lower skill level. They are also consistent with the evidence reported by David Blanchflower and David Bell in this volume. Milberg and Winkler conclude from this evidence that popular resistance to globalization reflected in surveys is not based on misinformation or irrationality, and that it can be mitigated by protective labour market policies. In Chapter 6 of this volume, Devashish Mitra and Priya Ranjan focus on the possible role of social protection in ensuring that freer trade leads to an improvement in the well-being of some without hurting anybody else in the economy. They also study conditions under which social protection leads to greater political support for (or less opposition to) trade reforms. It is in this context that their chapter also deals with the choice and the design of social protection policy instruments. In their discussion, they distinguish two types of globalization-related shocks to which workers are exposed. First, changes in trade policy are themselves a form of “shock” as they trigger a reshuffling of production factors to more productive activities. Second, it has been argued in the literature that openness increases economies’ exposure to external shocks as illustrated during the Great Recession. In their chapter, Mitra and Ranjan support the idea that social protection can lead potentially to increased support for freer trade, but they emphasize that one needs to be careful in making this argument. First, decisions on social protection will have to be finalized prior to carrying out trade reforms in order to influence voter support on trade reform. Second, a focus on trade-displaced workers alone may not be enough to raise sufficient support for freer trade, as workers stuck in a declining sector may also have to be provided with transfers to win their support for trade liberalization. Policies that aim at increasing political support for trade reform may therefore need to take equity concerns into account in addition to concerns about possible job losses related to the adjustment process following trade liberalization. The Great Recession, and the East Asian crisis before it, provide some insights into the type of policies that are likely to work in the context of the second type of shocks mentioned above, that is, unpredictable employment disruptions caused by globalization. During both crises a range of policies were introduced to mitigate the consequences of crises. Those include labour-intensive public infrastructure projects, skill-training intervention, provision of employment services and wage services. Social protection systems already existing before the crises also acted as automatic stabilizers. Consistent with Milberg’s and Winkler’s findings, Mitra and Ranjan find that social protection systems based on “flexicurity”-type arrangements – combining generous
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unemployment benefits with strict monitoring of job search – do well in providing protection demanded by workers but also the flexibility necessary for a smooth functioning of adjustment and growth processes. They find that those systems perform well on both the equity front and the efficiency front when it comes to smoothing possible negative labour market effects of external shocks. In their chapter Mitra and Ranjan also examine different approaches to funding social protection systems and find that they do not vary significantly across developed countries. In particular, it is the case that firms tend to contribute to the funding of social protection with the tax on firms ranging from flat to mildly progressive in the extent of worker turnover. Mitra and Ranjan also highlight that flexicurity-type systems as known in northern European countries will be difficult to implement in most low- and even middleincome countries, in particular because of the size of the informal sector in those countries. Based on the experience in numerous East Asian countries during the financial crisis of the late 1990s, they argue that public works programmes can be very successful in mitigating the consequences of crises in low-income countries. Introducing other types of social protection systems would notably require improvements in income tax collection infrastructure; an effort the authors consider worth making.



Globalization and inequality A significant number of countries have experienced important increases in income inequality in recent years. The evolution of incomes in the top percentiles of the income distribution has received a lot of attention in the public debate and globalization has often been pinpointed as one of the possible causes of diverging revenues. The third section of this volume is therefore dedicated to the relationship between globalization and inequality. It starts with a chapter by Nina Pavcnik, who summarizes evidence on the evolution of within-country inequality for a large set of developed and developing economies and surveys evidence on the links between inequality and difference measures of economic openness. In Chapter 8, Carles Boix examines whether and how globalization affects governments’ capacity to pursue autonomous redistribution policies at home. Last but not least, in Chapter 9, Ludger Woessmann discusses the possible role of education policies in making globalization more inclusive by increasing the number of winners from globalization. Chapter 7 by Nina Pavcnik reviews the literature on the impact of globalization on within-country income inequality. To set the scene, Pavcnik surveys recent studies that have analysed the long-term evolution of the share of total income held by individuals positioned in the top 1 per cent of a country’s income distribution for a
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significant number of developed and developing countries. Almost all countries had experienced a sharp decline in the top share of income in the first half of the twentieth century. For a majority of countries for which information is available the decline continued after the Second World War. In many countries, however, both developed and developing, the trend was reversed in the 1980s when the share of the top 1 per cent started to increase. The underlying reason for the differences in the increase in the top 1 per cent share across countries since the 1980s continues to be a topic of academic debate. The literature, however, highlights a possible role of globalization in the evolution of the top incomes through changes in commodity prices or wage income. In the 1990s and early 2000s, economists focused their analysis on the links between merchandise trade and wage inequality as predicted by the workhorse model of trade, the Heckscher–Ohlin model. Pavcnik finds that the large body of empirical research in this field, however, finds little evidence that international trade in final goods – induced by relative factor endowment differences – can account for much of the observed increase in skill premiums in developed and developing countries. The lack of evidence of wage inequality increases induced by Hecksher– Ohlin type mechanisms is often cited in support of the idea that the main driver of growing wage inequality is skill-biased technological change and not trade. While many economists now agree that skill-biased technological change plays an important role in accounting for recent trends in wage inequality, Pavcnik reviews recent research that has uncovered evidence on new channels through which trade could have contributed to observed increases in wage inequality in developed and developing countries. In particular, the growing skill premiums in developed and developing countries could in part be driven by increases in offshore outsourcing. An increasing share of trade occurs in intermediate goods and firms increasingly engage in “global production sharing”. In the mid 2000s, trade in intermediate goods accounted for two-thirds of world trade. Several theory papers have argued that the expansion of “global production sharing” could account for part of the growing wage gap between skilled and unskilled workers in both developed and developing countries. The latter would be the case because offshoring can contribute directly to skill-biased technological change in developing countries. A number of empirical studies have found evidence consistent with this theory. Also, the recent literature on trade with heterogeneous firms suggests that trade could contribute to wage inequality via residual wage inequality, by influencing differences in wages paid to workers across firms within industries. Not much is known, however, of the relative importance of the new trade channels relative to the effect of skill-biased technological change in explaining the observed increases in wage inequality.
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Overall, Pavcnik concludes that the large literature on the link between trade and wage inequality indicates that the fact that wage inequality increased significantly in a period in which many developing countries implemented large trade liberalizations does not necessarily imply that trade has been a major driver of increased inequality. Indeed, the literature on the topic has shown that the effect of international trade on wage inequality is rather nuanced and depends on the specific country in question, the nature of trade liberalization and/or the type of trade that countries engage in. Another channel through which globalization can affect income distribution is through its effect on governments’ capacity to redistribute wealth within an economy. This effect is the focus of Chapter 8 in this volume. Carles Boix structures the discussion in that chapter around three questions. (1) In the face of possible changes in the level of domestic income inequality and of a growing cross-border mobility of factors (and its associated threat of capital flight), can (and do) states develop fiscal policies to compensate those made worse off by further economic integration? (2) Are there any particular strategies that can make economic globalization and fair social policies at home (designed to share the gains from trade) compatible? (3) Does globalization erode welfare states in the medium to long run? Regarding the first question, Carles Boix points to evidence that the size of the public sector as a percentage of gross domestic product (GDP) is correlated with the level of trade openness across the world. One is, therefore, tempted to answer the first question in the affirmative. Yet, Boix acknowledges that the correlation, which is especially well-established in the sample of developed countries, may decline under certain conditions. Because the process of globalization increases the mobility of factors and, particularly, the mobility of capital, it may jeopardize the ability of states to meet social demands for compensation (or for more redistribution in general) because the factors that would face higher taxation have the possibility to move abroad. In fact, for sufficiently high levels of capital or factor mobility, governments may simply lack the fiscal tools to offer a public spending package that makes sufficiently large numbers of voters feel comfortable with openness. As a consequence economic openness may fail to take place altogether. One way to avoid such a situation is, according to Boix, to channel an increasing amount of public spending into productivity-enhancing economic policies, like increased spending on infrastructure, human capital or the quality of public institutions. The timing of such policies will, however, matter. In particular, it may be necessary to invest in human and physical capital formation before opening the economy as this will increase voter support for liberalization and minimize the threat that production factors leave the economy after liberalization. Boix also acknowledges that pure policies of social compensation may reduce incentives for production factors to leave, as they have the potential to reduce social conflict.
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Carles Boix thus answers the second question, mentioned above, in the affirmative: strategies to make globalization and fair social policies at home compatible do exist. He acknowledges, though, that it may be hard to implement them from a political point of view. Indeed, an influential part of the literature argues that globalization triggers a tax and spending race to the bottom. Forced by the competition of emerging economies, the advanced world will have to adjust its welfare state downward. In turn, the emerging world will also have little incentive to introduce any social and labour regulations that could derail it from catching up with wealthier economies. Boix, however, argues that this scenario is relatively unlikely to happen. The historical trajectory of advanced countries shows, in his view, that as soon as developing countries have reached a certain level of prosperity, they expanded political rights and democratized. That, in turn, led to the creation of a social insurance system and the expansion of the labour income share. Boix further argues that if all countries develop along a similar institutional path, they will reach an analogous economic and political steady state. Factor returns will converge across all economies, and globalization and welfare states will be compatible, at least in the long run. Still, this may not be true in the short run: a disjointed timing between economic and political transformations in emerging economies may put considerable pressure on welfare states and the generation of employment among certain economic sectors in advanced countries. The theme of human capital formation, already raised above, is the focus of Ludger Woessmann’s chapter, the last chapter of this volume. Education and skill policies take centre stage in increasing the social sustainability of globalization. They determine whether people acquire the capabilities required to share in the gains from globalization. Currently, many low-educated people in rich countries tend to be excluded from this. Despite the large possible gains from the reuse of ideas that globalization opens up, many poor countries are excluded because they lack the skills required to adopt new technologies from abroad and to deal with the rapidly changing conditions that globalization brings about. Recent research shows that basic cognitive skills, measured by tests in mathematics and science in primary and secondary school, are a leading predictor of economic growth. This suggests that these basic skills learned in school are a good predictor of the ability to address the constant need to adapt to new technologies and changing conditions in a globalizing world. At any given point in time, an economy clearly needs additional skills more specifically linked to certain occupations and sectors. This raises the question to what extent education systems should provide general vs. specific skills. While evidence on this topic is limited, Woessmann argues that there is an obvious rationale to expect that a general type of education provides a better foundation for sustained growth than specialized vocational education in times of globalization when new technologies emerge at a rapid pace.
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Woessmann therefore argues in favour of developing specialized programmes of vocational and technical education, where they exist, in ways that provide generalizable skills – ones that will not become obsolete immediately with the changes in technology and industrial structure that globalization processes bring about. He also argues in favour of educational policies that create incentives for better educational outcomes, and that focus on the knowledge and skills actually learned rather than on the mere attendance of schools. The relevance of early childhood education receives particular emphasis in his chapter because it is a valuable input into learning processes at following stages in life. When the focus is on socially sustainable globalization, education policies in rich countries should, in Woessmann’s view, aim to ensure that children from disadvantaged backgrounds receive a high-quality education. Education policies in poor countries should aim to lift the skill level of their populations in a way that allows them to profit from the international flow of ideas, which may require improvements in educational outcomes throughout.



Open questions The contributions in this volume provide a comprehensive overview of the economics literature on the labour market effects of globalization. They contain a lot of valuable information and insights, but also show that important knowledge gaps remain. The chapters, for instance, illustrate how economists have focused their attention on a certain number of specific questions such as, for instance, the issue of the effect of trade on the skill premium leaving other dimensions largely unexplored. For example, as noted by Holger Görg, economists have for a long time paid little attention to the possible effects of trade on unemployment. This was mainly due to the fact that traditional models of trade are based on the assumptions that labour markets are perfectly competitive and that there is full employment. Under these assumptions, it is the wage rate which adjusts and while there may be some unemployment in the short run, the long-run rate of unemployment should not be affected by trade. The view that there should be no substantial link between employment and trade has changed progressively due to new empirical results and theoretical developments. Empirical evidence regarding the link between trade and employment, however, is still relatively scarce. More research on this link is clearly needed in both developed and in developing countries. In the case of developing countries, several contributions in this volume suggest that the analysis of the labour effect of globalization should not be limited to the formal part of the labour market. The role of the informal sector in the adjustment process following opening appears to be both important and under-researched.2 Part of the reason for limited research is the lack of appropriate data on informal sector
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employment and wages. This suggests that research efforts in this area will have to start with an important data collection effort. In developed countries, there is a need for further research on both the effects of trade and of offshoring. Görg suggests that cross-country comparisons of these effects using common methodologies would help understand the important differences in results. The foreign direct investment (FDI)–trade linkage is a very important phenomenon, reflected in the fact that the majority of trade currently takes place within firms. The phenomenon is being discussed in a growing body of literature around the theme of offshoring. While this literature has already delivered interesting insights,3 it remains at times confusing. At a technical level, a more consistent way of dealing with offshoring could be useful. In “new-paradigm models” it is modelled as “trade in tasks” paired with technological transfer restricted to the multinational. From the point of view of the host country this would be incoming FDI and exports of intermediate goods. Also, offshoring is often measured as trade in intermediate goods, which is clearly unsatisfactory. The different combinations of FDI and trade used to capture offshoring – in both the theoretical and the empirical literature – also lead to the question whether it still makes sense to talk about trade policies separately from FDI policies. Another question which appears to need more attention from economists is that of structural adjustment and its linkages with globalization. Not much is known about the role of trade in driving structural adjustment in developing countries or more specifically deindustrialization in developed economies. It would be useful to assess the extent to which increased globalization has affected sectorial specialization patterns. The contribution by McMillan and Rodrik points at a number of factors that seem to affect the linkage between globalization and growth-enhancing structural adjustment, but more work is needed to get a better understanding of the role governments should play in order to maximize the benefits from globalization. As already mentioned, the linkages between trade opening and inequality have attracted considerably more attention from researchers in the last decades than the linkages between trade and jobs. There is now a rich literature that analyses the effect of trade on the skill premium. Nina Pavcnik’s review of the trade and inequality literature, however, points at a number of research gaps. One question that arises, for instance, is how much of the overall increase in inequality that can be observed in many countries is explained by global production sharing or by differential effects of trade on wages of workers across heterogeneous firms within industries in comparison with other factors such as skill-biased technical change. More research would also be needed on the linkages between trade and skill-biased technical change. If they are too closely linked, it might not be possible to identify separately their contribution to changes in wage inequality. Another question which should
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remain on the agenda concerns the role of labour market institutions in mediating the effect of globalization on inequality and the effect of globalization on those institutions. Yet another area that would need further exploration is the interaction between globalization, economic downturns and labour markets. As suggested by John Haltiwanger, little is known about the impact of globalization on the volatility associated with economic crises and the effect of this volatility on workers when markets are globalized. This is particularly true for emerging economies where the effects of heightened uncertainty associated with economic downturns and restructuring are likely to be particularly important. A priority for future research should be to understand the effects of such heightened uncertainty on workers in emerging economies. Given the particularly harsh effects of unemployment spells on the young highlighted in Bell and Blanchflower’s chapter, a focus on young workers may be warranted in relevant future work. The various contributions in this volume do not only shed light on the social effects of globalization, they also provide valuable information on the effectiveness of various policy options available to governments to make globalization socially sustainable. Yet, here again, research has focused on certain linkages leaving others almost untouched. For example, there is a rich literature on the role of labour market policies providing useful guidance to policy-makers. On the other hand, the literature on the linkages between globalization and redistribution policies or education policies is relatively thin. The discussions in Chapters 8 and 9, however, shows that these policies have an important role to play and that more research in these areas may be warranted. More generally, as suggested by John Haltiwanger’s contribution, several conditions need to be in place for opening to enhance productivity without imposing high costs of reallocation on businesses and workers. The papers in this volume draw a number of useful lessons, for instance on labour market regimes, social protection or education policies. However they leave a number of questions open and raise a number of new questions. Clearly more work is needed to understand the sort of skills education systems should provide in a world where jobs can be offshored. It has been mentioned before that the three themes discussed separately in this volume are in practice interconnected. This interconnection poses significant challenges for researchers and policy-makers alike. The discussion in this book notably leads to the question of whether the traditional focus on the wage effects of trade is justified and whether it would not be appropriate to pay more attention to employment effects both in terms of level and structure of employment. Milberg and Winkler propose to use the wage share in GDP as a measure for the labour market impacts of globalization. This measure, indeed, captures both revenue and quantity
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effects, but has other shortcomings. Further discussions on appropriate ways to measure labour market effects could therefore be useful. Several chapters in this book shed light on three policy areas relevant for making globalization socially sustainable: social protection, redistribution and education policies. Together these chapters provide important insights for coherent policymaking. They highlight the possibly important role of governments in making globalization socially sustainable. A future volume of this nature should, therefore, perhaps also include a more extensive discussion of public finance questions.



Endnotes 1.



See also the discussion in Milberg and Winkler, Chapter 5 in this volume.



2. See also the discussion on trade and the informal economy in an earlier joint ILO–WTO publication by Bacchetta et al. (2009). 3. Think, for instance, of the parallels drawn between the effects of offshoring and “shadow migration” in Baldwin and Robert-Nicoud (2007).
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Globalization, offshoring and jobs Holger Görg *



1.1 Introduction The labour market consequences of globalization in general, and offshoring in particular, have been hotly debated in recent public discussions and academia, in particular in industrialized countries. One of the reasons for this may be illustrated with reference to the World Investment Report 2004 (UNCTAD, 2004), which provides examples of recent offshoring cases in services industries in the United Kingdom, and the employment changes involved. Barclays Bank, for instance, is reported to have offshored 500 back-office staff to India. When such numbers are picked up in the media, there is a presumption that 500 jobs have been destroyed in the United Kingdom as a net effect of this offshoring. In fact, the calculation is, of course, more complicated. These media reports go hand in hand with public perceptions that trade has negative employment effects at least for certain groups of workers. This is a concern particularly for low-skilled workers (see O’Rourke and Sinnot, 2001 and Scheve and Slaughter, 2001). Policy-makers need to take these anxieties seriously, but in order to devise appropriate policy responses they also need to consider carefully the economic arguments, from theory as well as from empirical evidence. This is what this chapter sets out to do, by examining the available theoretical arguments and empirical evidence as to the possible employment effects of globalization.1 Globalization is defined here somewhat narrowly; first, as total trade (that is, the flow of goods across borders) and second, as offshoring (that is, the relocation of production processes abroad, leading to trade in intermediate goods across borders).2 In the next section, the focus is on employment responses to globalization. The first subsection looks at trade in general, while the second subsection considers specifically the literature that has studied the relationship between offshoring and jobs. Section 1.3 then takes a more long-run perspective and looks at two aspects of structural change in economies, namely, towards more high skill-intensive production * I am very grateful to Marc Bacchetta, Marion Jansen and anonymous referees for very helpful comments on an earlier draft.
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and towards more service activities, and considers whether and how these trends may be related to offshoring. Section 1.4, finally, discusses some policy approaches which may be used to compensate potential losers from globalization, and to maximize the benefits thereof.



1.2 Globalization and (un)employment Trade, employment and unemployment Economists have for a long time neglected possible links between trade and employment levels. This is mainly due to the theoretical “straitjacket” that was generally used. Traditional models of trade, such as the workhorse Heckscher–Ohlin model, are based on the assumption that there are perfectly competitive labour markets. So the prediction of the model, namely, that sectors which use the relatively abundant factor relatively intensively expand, while other sectors contract, does not imply any net employment changes in the economy. Workers in the contracting sectors may lose their jobs, but given the assumption of full employment, they will instantaneously find new employment in the expanding sectors where new jobs are being created. What may adjust, of course, is the wage rate (or more generally factor prices). Hence, trade leads to a reallocation of labour (and other factors of production) across sectors, but it does not have any implications for overall employment levels. A quote by Paul Krugman (1993, p. 25) summarizes this idea succinctly: It should be possible to emphasize to students that the level of employment is a macroeconomic issue, depending in the short run on aggregate demand and depending in the long run on the natural rate of unemployment, with microeconomic policies like tariffs having little net effect. Trade policy should be debated in terms of its impact on efficiency, not in terms of phoney numbers about jobs created or lost. Most people working on the basis of these models would probably acknowledge that there may be short-run employment effects due to adjustment costs, that is, workers may face some (short) spell of unemployment as they lose their job and search for new employment. However, in the long run, when the economy is in a new equilibrium, full employment resumes – or, more realistically and in line with Krugman’s quote, the level of unemployment will be back to its natural level, which is not affected by trade. Hence, there may be short-run, but no long-run, effects of trade on levels of employment or unemployment.3 As a result, economists largely focused on wage effects of trade – an issue that will be touched upon in greater detail in Chapter 7 of this volume.



Since the 1990s, this view that there should be no substantial link between employment and trade has slowly changed, due to new empirical results and theoretical developments. On the theoretical side, recent models take the possibility that there are long-term effects of trade on levels of unemployment more seriously. This is done by assuming that labour markets are imperfectly competitive, leading to the possibility of unemployment in the model. There are various ways of inserting unemployment into such trade models, leading to different classes of models. For example, Davidson and Matusz in a series of papers consider search-theoretic models, where the labour market is explicitly modelled in terms of workers searching for vacancies which are posted by firms.4 Here, costs of searching for suitable jobs and employees introduce frictions in the labour market which may lead to workers experiencing non-trivial spells of unemployment after losing their jobs. Davidson and Matusz also show in their models that trade and job turnover are linked, implying that increasing trade may have implications for levels of unemployment in the economy. A different class of models introduces unemployment due to minimum wage, efficiency wage or fair wage considerations.5 The key idea is that firms pay wages above the market clearing wage in order to entice workers to exert effort and avoid shirking, or because workers have a notion of what is a fair wage which depends on own efforts and outside options. Given that the equilibrium wage is not the wage at which the labour market clears, unemployment occurs in these models. These types of models have also been used to investigate the relationship between trade and employment, also yielding the result that there is a relationship as trade affects levels of unemployment in equilibrium. While traditional models without labour market imperfections are clear in their theoretical prediction that there should be no long-run link between trade and employment, the models with imperfect labour markets produce somewhat more ambiguous results. Embedding minimum or efficiency wages into a Heckscher– Ohlin setting and assuming that the home country is relatively capital abundant, that is, being a net importer of the labour-intensive good, yields the result that increasing trade increases unemployment. This is because the more capital-intensive sector expands while labour-intensive industry contracts, and the labour market does not clear. However, in models of monopolistic competition in production, allowing for intraindustry trade, this prediction can change. Matusz (1996) has a model of intraindustry trade in intermediate products and efficiency wages and finds that trade unambiguously reduces unemployment compared to the autarky equilibrium. Egger and Kreickemeier (2010) embed fair wages into a model with heterogeneous firms and find that employment effects of trade are ambiguous. On the one hand, output
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increases which raises employment. On the other hand, however, exporting leads to higher profits and workers partake in those, implying higher wages and, hence, a cost penalty for producers. This, ceteris paribus, reduces employment. The relative importance of these two effects determines whether overall employment increases or contracts. Empirical evidence taking the link between trade and employment seriously is still relatively scarce, certainly if compared to the large body of evidence examining how trade affects relative or absolute wages. On the positive side, however, given that the theoretical developments are relatively recent, the empirical evidence is as well. Dutt et al. (2009) examine the link between trade protection and unemployment rates using cross-country data for 90 countries over the period 1985–2004. Their empirical estimation is based on a theoretical model with search-induced unemployment embedded in alternatively a Heckscher–Ohlin or Ricardian setting. The theoretical prediction for the H–O model is that in a relatively capital-abundant country, trade liberalization leads to increases in unemployment, while employment should increase in a relatively labour-abundant country. In the Ricardian model, trade openness and unemployment are negatively related. The empirical analysis is particularly interesting because the authors attempt to distinguish short- and longrun effects of increasing trade on unemployment. They start off with a cross-section analysis, where they define all variables in the empirical model as averages over the 1990s and, hence, use only one observation per country. In this setting, the estimated coefficients can be interpreted as long-run effects. The estimation first considers a Ricardian setting, where countries are not distinguished by factor abundance. In this setting, the authors find the unambiguous result that trade liberalization is associated with reductions in country-level unemployment. This result is robust to different measures of trade liberalization,6 a battery of control variables and instrumental variables techniques. In a second step the authors proceed to a Heckscher–Ohlin setting, where they allow the effect of trade liberalization to differ according to a country’s relative labour abundance. To do so they include an interaction between between the measure of trade liberalization and a country’s capital–labour ratio in the econometric model. The empirical results do not, however, provide any robust evidence that the effect of trade liberalization varies depending on the factor abundance. The authors interpret this not as an absence of any H–O effects, but rather that Ricardian-type productivity-related effects dominate any H–O effects. In short, their evidence shows that trade liberalization is associated with decreases in unemployment, hence, there is a positive long-run relationship between trade and employment.



The authors go further in their analysis and exploit the panel dimension in their data. This, among other things, also allows them to distinguish short-run and long-run effects in their estimation. They estimate a model of the following form uit = α uit–1 + β0 tradeit + β1 tradeit–1 + β2 tradeit–2 + β3 tradeit–3 + β4 tradeit–4 + εit (1.1)



where u is the unemployment rate in country i at time t, and trade is a dummy equal to one if a country liberalized trade.7 The coefficients β0 to β4 allow the identification of short- to medium-run effects of trade liberalization on unemployment with β0 giving the immediate contemporary effect and, say, β2 giving the impact of a trade liberalization on unemployment two years after the event. The authors find that the coefficient β0 is positive, implying that trade liberalization is associated with an immediate increase in the unemployment rate. The point estimates of the coefficients suggest that this increase is about 0.6 per cent on average. In the more medium term, the increase in unemployment is, however, reversed: the coefficients β1 and β2 are negative. Their magnitude suggests that the initial surge in unemployment is more than outweighed: the authors’ preferred specification of the model suggests that there is a decline by 3.5 per cent in unemployment three years after the liberalization. The coefficients β3 and β4 are statistically insignificant, indicating that there is no further adjustment in the unemployment rate after three years. The dynamic specification of the model also allows the calculation of long-run coefficients indicating the equilibrium relationship between trade and unemployment.8 In the above model, summing all coefficients β0 to β4 indicates that there is a negative relationship between trade liberalization and unemployment in the long run. In other words, unemployment will be lower in the economy in the new equilibrium after trade liberalization was implemented. In a related paper, Hasan et al. (2009) conduct a similar exercise using panel data for Indian states. They regress unemployment rates on measures of trade protection based on tariffs and non-tariff barriers at the state level. Their results show no evidence that protection is associated with lower unemployment. Indeed, they find that unemployment declines with trade liberalization in particular in urban areas with flexible labour markets. Hence, the case study of India is much in line with the crosscountry evidence by Dutt et al. (2009). While the above two papers establish a largely negative impact of trade on aggregate unemployment, it needs to be made clear that these are aggregate data looking at net changes in unemployment. They do, however, hide a possibly large flow of workers into and out of unemployment that may or may not be caused by trade.
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Examining the link between gross worker or job flows and trade has also been on the agenda of international economists. While these types of studies are particularly useful for uncovering the dynamic aspects of trade adjustment, the results generally only relate to the short run, that is giving the short-run adjustment effect of trade on employment. A widely cited in-depth analysis of worker flows for the United States is presented by Kletzer (2000). She uses data over the period 1975–95 from the Displaced Workers Survey (DWS) of the US Department of Labor, which provides information on job displacement. The DWS is a survey that is undertaken biennially. In each survey, respondents are asked whether they had lost their job in the preceding three or five years.9 If the answer is affirmative, they are also asked about the old job and whether or not they have already found a new job. Kletzer uses these data with a view to establishing whether there is a statistical correlation between self-reported job losses and import activity in the sector in which the individual worked. She finds that rates of job losses are particularly high in sectors with high levels of imports, and sectors with high import growth. By contrast, export activity at the sectoral level is correlated with lower rates of job losses. In a related study, Kletzer (2001) uses data from the DWS for the period 1979–99 to investigate whether unemployment after job loss is merely transitory, and in which sectors workers find new jobs after being displaced from import-competing sectors. She finds that roughly two-thirds of workers that had lost their jobs had also found re-employment at the survey date. In other words, for these workers unemployment spells have not been longer than three to five years (possibly even much shorter) given the design of the survey questions. There are some differences between workers displaced from manufacturing and non-manufacturing industries (where the former only have a re-employment rate of 65 per cent compared to 69 per cent for the latter), but these differences are not very substantial. While this suggests that most job displacements led to only transitory increases in unemployment, it is also clear that about one-third of the displaced workers did not find new employment immediately (that is, within the survey period). As the DWS does not follow individuals over time, it is not possible to know their exact length of unemployment. It is arguably reasonable to assume that some share of these workers also find jobs in the future, hence, the re-employment rate of roughly 66 per cent may be underestimating the true level of transitory unemployment. The data also allow Kletzer to look at the sectors in which workers found re-employment. This is an issue to which we return in section 1.3, where we look at sectoral adjustment due to globalization. Following on from the work by Kletzer (2000, 2001) other researchers have used different data and approaches to look at similar issues. Davidson and Matusz (2005) use US firm-level data from the US Census Bureau’s Longitudinal Research



Database (LRD) to calculate rates of job creation and destruction at the level of the firm and analyse whether these are influenced by trade. Their results suggest that job destruction rates are negatively affected by net exports, implying that, as in Kletzer (2000), import-competing sectors may experience job displacement. They also find that there is a positive association between net exports and job creation. Trefler (2004) uses the Canada–US free trade agreement as a “natural experiment” to consider the employment and productivity effects of trade liberalization in an industrialized country, using both industry- and plant-level analysis. He finds that the establishment of the free trade area was associated with overall employment losses. Employment in highly import-competing industries which were most affected by the liberalization experienced employment reductions of about 12 per cent, while manufacturing as a whole contracted employment by 5 per cent. These short-run adjustments were, however, compensated by productivity increases; overall manufacturing industry improved its labour productivity by about 6 per cent in the wake of the establishment of the free trade area. These productivity increases should be expected to lead to increased employment in the longer run – a question which could not be answered by Trefler, however. While Canada and the United States have received much attention, there is also similar work for other countries available. Biscourp and Kramarz (2007) use French firm-level data to examine the impact of importing and exporting on job creation and destruction in firms. The authors look at changes in the number of jobs over a fiveyear period, which is somewhere between the short and long run. They find that importing is associated with lower employment growth, in particular if the firm imports finished goods rather than intermediate goods. By contrast, exporting is generally associated with job growth in the firm, a finding that is also echoed in other studies, such as Bernard and Jensen (1997). Ibsen et al. (2010) present a similar analysis using firm-level data for Denmark. They find, in contrast to the French study, that imports of finished and intermediate goods are generally positively related to employment growth. This is true in the short run (based on annual employment changes) and the long run (which looks at changes in employment in firms over a ten-year period) with one exception: in the long run, imports are negatively associated with employment growth in large firms, which are defined in the Danish case as firms with 50 or more employees. To summarize, although economists have for a long time neglected the link between trade and employment, this has changed recently due to new theoretical developments and new empirical results. These results generally suggest that imports may cause job displacement in the short run, due to adjustment costs.10 By contrast, exporting is generally associated with lower rates of job losses and higher
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rates of job creation.11 While far fewer studies have been able to consider differences between the long and short run, those that have done so generally find that, in the long run, there appears to be a positive relationship between imports and employment. However, this may not be true for all firms that engage in importing, as suggested by Biscourp and Kramarz (2007) and Ibsen et al. (2010). While research using firm-level data allows researchers to dig deeper into questions related to firm heterogeneity and how this relates to trade, it leaves out an important facet – namely, what happens to firms that are in, say, import-competing sectors but that do not trade. They may experience substantial employment adjustments which are not generally considered in the firm-level work, but which would be picked up by the approaches taken by Kletzer (2000) or Dutt et al. (2009). It is also not clear why studies for different countries such as Denmark and France produce different results – is it due to data differences, or different methodological approaches, or do they reflect differences in institutional settings in the countries? This suggests that there is scope for further research, in particular in cross-country comparisons to investigate more thoroughly the link between jobs and trade.



Outsourcing and jobs In recent years, the focus in the analysis of the link between trade and jobs has shifted somewhat towards international outsourcing or offshoring.12 This means the breaking up of the production process, which allows the relocation of some parts abroad and increasing specialization at home. In industrialized countries, the assumption is that generally the labour-intensive parts of production are relocated abroad, allowing production at home to focus on more capital- or skill-intensive production (see, for example, Glass and Saggi, 2001). This is different from trade in final goods in an H–O model, where adjustments take place between sectors. With outsourcing, this adjustment takes place within a sector, or possibly even within a firm. Hence, employment effects may be much stronger than for trade in final goods. Also, one would expect a shift in the demand for skills within sectors or firms in industrialized countries, with outsourcing increasing the (relative) demand for skills.13 As pointed out in the introduction, the labour market consequences of offshoring have been hotly debated recently. One of the reasons may be that relocations of jobs abroad are attributed directly to offshoring and are presumed to be the net effects of the relocation. In fact, the calculation is, of course, more complicated than that. For example, to use the terminology of Hijzen and Swaim (2007), the 500 jobs relocated to India by Barclays Bank referred to in the introduction constitute a relocation effect. If, however, offshoring these jobs results in the business increasing productivity and operating more efficiently,14 sales can expand, increasing employment. This is the scale effect of offshoring. Careful empirical work needs to account for both



possibilities. Note, however, that these are direct effects impacting only on the enterprise engaging in offshoring. In addition, there is a strong likelihood of indirect employment effects of two forms. First, if as a consequence of offshoring Barclays can provide its services to other businesses at a lower cost, they may be able to expand activity and employment (depending upon their employment–sales ratio). Second, if offshoring results in lower prices to final consumers their real income increases, and some proportion of that real income will be spent on domestically produced goods and services, again raising overall employment. When offshoring occurs, there will therefore be second-order effects within the sector where the offshoring has taken place and ripple effects across the economy more widely. In principle, one should account for all of these changes in any empirical evaluation; in practice, the data requirements for full “general equilibrium” analyses are just too demanding and most analysts focus on what we refer to as the direct effects. The final point which must be borne in mind when assessing employment effects is that offshoring is not the only phenomenon which results in separations between employer and employee: changes in technology; changes in consumers’ tastes and preferences; changes in the origin of imports and in competitiveness of the environment more generally; and cyclical changes in economic activity all impact on job destruction and job creation. And the scale of churn, or turnover in labour markets, in modern dynamic economies is quite staggering. For example, Hijzen et al. (2007) estimate that in the United Kingdom 51,000 jobs are destroyed and 53,000 jobs created in the private sector, every week. This is equivalent to 2.65 and 2.76 million jobs each year, or 15–16 per cent of the private sector workforce. Thus, it is vitally important that the job losses attributed to outsourcing are appropriately contextualized. Table 1.1, reported in OECD (2007) and based on survey work conducted by the European Restructuring Monitor (ERM), does that. This reports total jobs lost from enterprise restructuring in 2005 and job losses attributed to offshoring. Note that only relatively small percentages for France, Germany or the United Kingdom were deemed attributable to offshoring. Note also that some of the highest proportions are in economies like Ireland and Slovenia which are generally thought of as being only recipients of offshored jobs. Unfortunately, the table is silent on jobs created due to offshoring, which would balance against jobs lost.15 Another shortcoming is that these are self-reported employment changes, where respondents attribute jobs lost to offshoring. This may misrepresent the true effect, if the indirect employment effects are not fully captured. In order to provide more reliable estimates, and to consider job gains as well, researchers have turned to econometric analysis of industry, firm or worker data.
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Table 1.1 Total job losses due to offshoring announced in the ERM, by country, in 2005 Total job losses



United Kingdom Germany France Poland Netherlands Sweden Czech Republic Spain Hungary Italy Finland Slovenia Ireland Belgium Denmark Portugal Lithuania Slovak Republic Austria Estonia Malta Latvia Cyprus



200,706 108,233 45,405 27,117 22,111 16,691 14,949 13,963 10,960 7,467 7,240 6,327 5,697 5,266 5,234 4,478 3,398 2,383 1,708 1,068 850 600 60



Job losses due to offshoring



Offshoring job losses as a percentage of total



Germany United Kingdom Portugal France Slovenia Denmark Ireland Italy Finland Sweden Hungary Poland Slovak Republic Belgium Austria Spain Netherlands Czech Republic Cyprus Estonia Latvia Lithuania Malta



Portugal Austria Denmark Slovak Republic Slovenia Ireland Finland Italy Belgium Germany Hungary Sweden France United Kingdom Spain Poland Czech Republic Netherlands Cyprus Estonia Latvia Lithuania Malta



7,765 6,764 2,448 2,080 1,516 1,505 1,345 1,171 1,153 904 620 610 600 576 505 320 160 130 0 0 0 0 0



54.7 29.6 28.8 25.2 24.0 23.6 15.9 15.7 10.9 7.2 5.7 5.4 4.6 3.4 2.3 2.2 0.9 0.7 0.0 0.0 0.0 0.0 0.0



Source: OECD (2007).



First we consider a number of industry-level studies. Amiti and Wei (2006) analyse the impact of offshoring on jobs in the United States.16 They estimate a labour demand equation, allowing for both substitution effects and output effects (equivalent to the relocation and scale effects mentioned above). As the study is multi-industry and multi-year, they control for industry-specific characteristics (such as differences in technology). They report modest employment effects, the magnitude of which depends on how narrowly or broadly defined a sector is. When it is narrowly defined (450 sectors in their case) there is evidence of a link between job losses and outsourcing, though the numbers are small. When they consider employment change across 96 broader sectors, there is no observable link between outsourcing growth and job loss (or job gain) by sector. Intuitively this makes sense: the more narrowly defined an economic activity and the shorter the time period investigated, the more likely one is to identify a negative link because only the direct effects in general and the relocation effect in particular are being picked up. When the field of vision is broadened, both sectorally and temporally, one is more likely to pick up both direct and indirect effects.



Crino (2010a) uses data at the occupation–industry level for the United States over the period 1997–2002. He can, thus, calculate employment and wages for specific occupations in an industry. He uses this data to investigate whether offshoring of services activities at the industry level has had any implications for employment in the services industry of different occupational types in the United States. This is in contrast to most of the literature which focuses on manufacturing industries. Using the occupational dimension allows him to identify whether certain occupations are more likely to lose through offshoring than others. The expectation is that occupations that are more tradable are those that are hit hardest by offshoring, as these occupations carry out tasks that are easily transferred abroad – for example, carrying out back-office administrative tasks. His results are in line with that expectation. First, Crino finds that services offshoring has mild negative effects on the employment of workers in low-skilled occupations, but positive effects on highskilled occupations. Simulations based on his econometric results suggest that high-skilled services employment was 2 per cent higher than it would have been if service offshoring had remained at its initial level. Employment of medium- and low-skilled workers was lower by 0.1 per cent and 0.4 per cent, respectively. Overall his results imply net job losses of around 16,000, with 49,000 jobs created for highskilled but 65,000 jobs being destroyed for low- and medium-skilled workers. These results are, of course, only suggestive and based on the specific assumptions of his model and the data available. Still, keeping in mind the points raised above, these total effects are quite small. Second, he finds that these effects depend on the tradability of the occupation. Independent of skill level, tradable occupations are negatively affected by service offshoring, as these can be easily relocated abroad. By contrast, complex and highly specialized non-tradable occupations tend to benefit from offshoring, possibly due to gains from specialization and improvements in productivity. Unfortunately, no comparable simulations are available to grasp the economic magnitude of these qualitative results. Amiti and Wei (2005) investigate the link between offshoring and employment for the United Kingdom, applying a similar methodology as in their paper for the United States. They focus on 69 manufacturing industries and nine service industries from 1995 to 2001. For manufacturing, they conclude that “outsourcing does not have a negative effect on manufacturing employment at the sectoral level” (p. 337). Their services sample captures the key sectors which are most typically “headlined” in connection with offshoring, namely: telecommunications; banking and finance; insurance and pension funds; ancillary financial services; renting of machinery; computer services; research and development; legal activities; accountancy services; market research; management consultancy; architectural activities; technical
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consultancy and advertising. They examine both material and service outsourcing from these service sectors and can find no negative employment effects. In fact, they conclude that jobs displaced “are likely to be offset by new jobs created in the same sector” (p. 338). The most comprehensive multi-country analyses to date are OECD (2007) and Hijzen and Swaim (2007). The former takes as its indicator of outsourcing the share of value added in turnover by sector. In linking this to jobs, the study adopts a similar methodology to Amiti and Wei and applies it to sectoral data for 12 OECD countries (Austria, Belgium, Denmark, Finland, France, Germany, Greece, Italy, the Republic of Korea, Norway, Sweden and the United States), 26 industries and for two years (1995 and 2000). Using this method, they identify a job destruction effect of foreign outsourcing, albeit a small one. Thus, a 1 per cent increase in foreign outsourcing results in a 0.15 per cent decrease in sectoral employment in manufactures and 0.08 per cent in services. In both cases these are direct effects only. Hijzen and Swaim (2007) use the same data sources and same years as OECD (2007) but refine the methodology to disentangle relocation and scale effects and extend the country coverage to 17 countries (the OECD 12 minus the Republic of Korea and plus Australia, Canada, the Netherlands, Portugal, Spain and the United Kingdom). They find that offshoring within the same industry has no overall effect on employment because the productivity effect is sufficiently strong that new jobs created by increased sales (the scale effect) offset jobs lost because production becomes less labour intensive (the relocation effect). When offshoring is interindustry, labour intensity does not seem to be affected and the scale effect means that overall offshoring has a positive effect on employment. An alternative approach is to use firm- or plant-level data to investigate links between labour demand and offshoring. Görg and Hanley (2005) is an example using plantlevel data for the electronics industry in Ireland over the period 1990–95. They find that offshoring (measured in terms of a plant’s imports of intermediate materials and components) leads to significant reductions in employment levels in offshoring plants. These, however, are the short-run effects and, as one might expect, in the short run the result of a relocation of activity abroad is a reduction in employment at home, as part of the production process is no longer carried out. However, in the medium or long run, employment may increase again, reflecting the productivity effects mentioned above. Unfortunately, the study by Görg and Hanley does not investigate long-run effects. Also, the study only considers the direct effects on the offshoring plants and neglects possible indirect effects.17 Hijzen et al. (2007) use information from a British data set, the Inquiry into International Trade in Services (ITIS), published by the Office for National Statistics,



which collects data at the firm level and covers 39 different kinds of services transacted. They link this to firm-level data from the Annual Business Inquiry (ABI) and attempt to identify the implications of increased offshoring of services activities for changes in employment, where these changes are defined over the seven-year period 1997–2004, that is, to capture the medium to short run. They can find no evidence that increased imports of intermediate services results in job destruction. In fact, those firms that outsource service provision actually have faster employment growth. A second interesting finding is that intra-industry trade in intermediate services takes place on a significant scale. In other words, many of the same firms that are offshoring are also “inshoring”. However, due to the nature of the data, Hijzen et al. cannot consider imports of intermediate materials, which is likely to be even more important than offshoring of services. Wagner (2011) takes a different approach in his analysis of firm-level data for Germany. He has available official German enterprise-level statistics which are linked to a special unique survey on offshoring activities of firms, undertaken by the German Statistical Office. The data relate to the period 2000–06. His research question is whether or not firms that start offshoring reduce employment in Germany. To address this question, he uses propensity score matching techniques. The idea of this approach is to compare the set of offshoring firms with a set of “control group” firms that display similar characteristics but that did not choose to offshore. Under the matching assumption any difference in performance after offshoring is due to the offshoring decision.18 In a first preliminary comparison of offshoring firms and non-offshoring firms, he finds that the former are generally larger, more productive and more export-intensive. This suggests that a simple comparison of the two groups of firms which does not account for these a priori differences provides misleading estimates of a possible causal effect of offshoring, as this effect would be confounded with the effects of size and productivity, and possibly other firm characteristics. The matching approach accounts for such differences. Using this approach he finds that there are no statistically discernible effects of offshoring on employment for German firms. He finds that offshoring does have a strong and positive effect on firm-level productivity, however. Hence, any possible job losses due to offshoring (the relocation effect) are more than outweighed by the increased productivity and competitiveness in the firm, which allows it to expand employment (the scale effect).19 These results relate to the short to medium run, being estimated for one to three years after the event. Most of the current research takes a different approach and investigates workerlevel data in order to examine whether offshoring has any impact on an individual’s job security or wages. This approach has a number of advantages. First, it allows one to focus on the level of the individual where one can control for observable and unobservable characteristics that may play a role in job turnover, but that cannot be
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controlled for in firm or industry data (for example, the age, tenure or marital status of a worker). Second, it provides information on the various aspects of skills of an individual, which can be exploited in the estimations. Third, relating the employment status of a worker to outsourcing activity in the industry allows one to capture also indirect effects, as the question is not what happens to workers in the offshoring firm but what happens to all workers in an industry that offshores intensively. A number of recent studies have taken this approach. Ebenstein et al. (2009) use the Current Population Surveys in the United States over the period 1983–2002 to investigate the labour market effects of offshoring. These surveys are produced by the US Census Bureau for the US Bureau of Labor Statistics. Offshoring, importantly, is not defined in terms of imported intermediates, as in most studies using industry or micro data, but as employment in foreign affiliates of US multinationals at the industry level. This measure, thus, does not consider any outsourcing that takes place between firms that are not part of the same multinational, a fact that should be borne in mind. In terms of labour market effects, the focus of the paper is on wages, as in most of the trade literature discussed in the previous section, and also a number of studies on offshoring.20 When investigating the impact of offshoring on employment levels, Ebenstein et al. actually discard the advantage of their worker-level data and instead aggregate employment to the education–industry level, similar to Crino (2010a). They then study labour demand in a set-up similar to Amiti and Wei (2005, 2006), as discussed above. Their results suggest that an increase in affiliate employment in low-income countries reduces domestic employment, but this effect is economically very small: an increase in offshoring by 1 per cent leads to a reduction in employment by 0.02 per cent.21 Offshoring in high-income countries, by contrast, increases employment, but by a similarly small number. The negative employment effects are largest for workers in highly routine industries, while the positive effects apply to the most routine and intermediate routine industries, but remarkably not to the least routine industries. The least routine industries should be similar to the non-tradable occupations in Crino (2010a), although these concepts are of course not identical. Liu and Trefler (2008) also use the US Current Population Surveys, for the period 1996–2006. They focus on the labour market effects of outsourcing of services to China and India. In addition, they also include a measure of “inshoring”, which is exports of services from the United States to China and India. They consider the effects on the workers’ time spent unemployed, workers switching occupation and industry, and wages. Their estimations suggest small positive effects of services exports and smaller negative effects of services offshoring. The estimated net effect is positive. They illustrate the magnitude of their effects by engaging in a thought



experiment, assuming that services exports and imports were to grow at the rates experienced between 1996 and 2005. Their empirical model then suggests that if this were the case, workers would spend 0.1 per cent less time unemployed, or would switch occupations 2 per cent less often, or would earn 1.5 per cent more.22 These are, thus, very small effects, although it should be kept in mind that the authors only consider outsourcing to China and India. There are also a number of recent studies for European countries, which use econometrically sophisticated estimations based on hazard models. Geishecker (2008) analyses individual level data from the German Socio-Economic Panel for the period 1991–2000. This is a worker panel which provides monthly employment spell data. Geishecker uses this data to examine whether outsourcing affects an individual’s risk of leaving employment with a micro level hazard rate model. He is also careful to evaluate the economic significance of his estimation. His empirical model predicts that between 1991 and 2000 international outsourcing increased the hazard of exiting employment by approximately 16 per cent. This is a much stronger effect than that of the other potential culprit for job losses, namely technological progress, which only raises the hazard of leaving employment by about 1 per cent. Geishecker also finds that there are no differences in the effect of outsourcing depending on skills (as found in much of the literature). Instead, tenure seems to matter. Within the first six months of employment, international outsourcing raises the hazard of leaving employment by more than one percentage point. With higher employment duration, the absolute changes in the hazard rate due to outsourcing are much smaller, as the hazard rate model is proportional and the hazard of leaving employment monotonically declines. Bachmann and Braun (2011) use a different data source for Germany, the IAB Employment Sample for the period 1975–2004. This data is provided by the Institute for Employment Research (IAB) which is part of the German Federal Employment Agency. The underlying data source is the employment statistics of the Employment Agency which, in 1995, covers around 80 per cent of all individuals employed in Germany. This data set allows the authors to calculate employment and unemployment spells which are exact to the day. In their analysis, they consider three possible movements of workers: direct job-to-job transitions, the move from employment to unemployment, and the move from employment to out of the labour market. They find that, for workers in manufacturing sectors, outsourcing leads to lower job-to-job and employment-to-unemployment transitions, but increases the risk of moving out of the labour market. Overall, the implication is that outsourcing increases job stability, but that the effects are economically very small. By contrast, the authors find much stronger effects for the services sector, where outsourcing also increases job stability, in particular (but not only) for high-skilled workers. The authors explain this by possible productivity-increasing effects of outsourcing.
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Egger et al. (2007) use worker-level panel data for the period 1988–2001 in Austria. They find that international outsourcing reduces the chance of a worker finding or staying in a job in the manufacturing sector, in particular in sectors with a comparative disadvantage. Munch (2010), using similar worker data for Denmark, reports that offshoring also increases the likelihood of an employer–employee separation in Denmark. But in both instances the effects appear to be economically small, albeit statistically significant. By way of summarizing it seems from the literature that, in general, outsourcing may have some effects on employment in line with expectations, where low-skilled workers may be more likely to lose and high-skilled workers more likely to benefit. However, any effects of outsourcing on employment are likely to be very small – a point that needs to be brought home to policy-makers and the public. There are a couple of exceptions (for example Geishecker, 2008) that find more sizeable effects. What needs to be kept in mind, though, is that the studies alluded to above almost exclusively only consider the short run, mainly due to data availability and the nature of the econometric approaches. Overall, an important point is that it is difficult if not impossible to evaluate single individual studies within the larger literature, as these studies differ tremendously in terms of countries, databases, empirical estimations and their ability or willingness to calculate the magnitude of the effects, rather than just reporting the sign and statistical significance of the coefficients. Hence, there is need for further research to investigate differences across countries and to examine why there are differences in results (if not qualitatively, then certainly in terms of magnitudes) even within countries using different datasets.23 Such analyses should be based on a common methodology. Furthermore, in future more efforts should be spent on attempting to calculate the short- and long-run employment effects of outsourcing. This would, of course, necessitate the availability of a fairly long time period of data, which may not be easily available. Uncovering true differences across countries, that are not just due to differences in data or methodology, can provide valuable information for policy-makers as to the role of institutions. Is it the case that more flexible labour markets react differently to outsourcing than those with more restrictive institutions? At a first glance at the literature cited above, this does not appear to be the case. For example, studies for Austria, Denmark, Germany and the United States based on worker-level data find little evidence for substantial adverse employment effects. Does this imply institutions do not matter? This is an unwarranted conclusion based on the available evidence, as these studies just differ too much in order to compare them and to isolate the role of one factor (institutions) for the results.



One example of comparative work that goes in this direction is Geishecker et al. (2010). The authors use worker-level data for Denmark, Germany and the United Kingdom, and evaluate the impact of offshoring at the industry level on workers’ wages. They do not consider employment, however. The three countries are chosen as they represent a country with very rigid labour markets (Germany) and one very flexible (the United Kingdom). Denmark is an interim case with flexible employment adjustment but relatively rigid wage setting. The data for Germany and the United Kingdom are from the German Socio Economic Panel (GSOEP) and British Household Panel Survey (BHPS) respectively, and are similar in coverage. The Danish dataset is also at the worker level, but is based on administrative data from Statistics Denmark. The reference period is 1991–2000 in all three cases. Overall, the results suggest that there are small negative wage effects on unskilled workers in all three countries, although these effects are lower in Denmark than in the other two countries. Only high-skilled workers in the United Kingdom seem to benefit from offshoring in terms of higher wages, however, which may point at the beneficial effect of flexible labour markets. This is, however, just a first stab at the question, and as the authors conclude, more theoretical and empirical work is needed in order to pin down the role of institutions. The role of institutions is also considered in more detail in Chapter 5 of this volume.



1.3 Globalization and the changing industrial structure The discussion thus far has focused strongly on total employment growth or levels, without considering in any detail whether trade or offshoring has any implications for structural adjustment. Job turnover and displacements are possible immediate responses to globalization, when workers may be forced out of jobs. In the longer term, one important implication of globalization should also be sectoral adjustment in the economy. This is, at least, what traditional trade theory would predict: following an opening up of the economy, some sectors should expand and others contract. There may also be a skill bias, as demand for one type of skill may expand at the expense of another. Perhaps another way of putting this is to ask: does globalization in general, and offshoring in particular, have any sector or factor implications? We have already touched upon the latter point. Outsourcing leads to within-sector adjustments of factors of production and therefore has a factor bias. In Feenstra and Hanson (1996), for example, the relocation of unskilled labour-intensive parts of the production process abroad leads to increases in the relative demand for skilled workers at home. While this need not be the case in somewhat different theoretical settings,24 there is plenty of evidence suggesting that in developed countries there has been a shift towards more skilled workers (Feenstra and Hanson, 2003).
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The perhaps more neglected issue of structural adjustment is the sectoral implication. Has the increased globalization of the world economy had any effect on specialization patterns in countries or regions? Can we see a shift towards more skill-intensive services or high-tech manufacturing production in developed countries? The question of sectoral specialization is one that economic geographers have worked on. In recent papers, for example, Brakman et al. (2005) and Aiginger and Rossi-Hansberg (2006) conclude that sectoral specialization in the European Union has increased.25 Aiginger and Rossi-Hansberg motivate their empirical analysis with a theoretical model which shows that, in general, reductions in the costs of trade (what one may term “globalization”) lead to increases in specialization of production in the home country. They, hence, intuitively explain increases in specialization in the European Union with falling trade costs, although no formal econometric analysis of this is offered. As to the underlying characteristics of the increasing specialization of production, Brakman et al. (2005) conclude that their results “lend support to the increasing importance of services as a driving force behind … specialisation trends” (p. 34), an issue that is also shown to be the case by Bickenbach et al. (2010). While these trends occur at the same time as increasing economic integration in Europe and the world, falling trade costs and increased offshoring, there is, to the best of my knowledge, no robust formal analysis of whether these phenomena are causally linked. Hijzen et al. (2007) provide a different perspective on structural adjustment by looking at rates of job creation and destruction and comparing these in manufacturing and services sectors. Based on firm-level data for the United Kingdom for the period 1997–2004, they find that the job creation rate in the average service industry is about twice as high as that of the average manufacturing firm (81 per cent compared to 37 per cent). Also, the job destruction rate in manufacturing firms is at 45 per cent, while that of firms in services is about 30 per cent. Hence, these figures suggest a shift in employment away from manufacturing into services industries, in line with the studies cited above. In an econometric analysis of employment at the firm level they then go on to show that employment growth is higher in firms that import intermediate services (that is, offshore services activities). There is no robust evidence that exporting of services leads to employment growth, however. If importing of services were more important in service industries than in manufacturing, this may then explain a trend towards more employment in services industries. However, whether or not this is the case is not clear from their paper. In fact, a large share of services imports and exports in 2003 are transacted by manufacturing firms. The US data used by Kletzer (2000) from the Displaced Worker Survey also allow examination of the question of sectoral adjustment. In particular, what is relevant for



this is the information displaced workers provide on their new job. Is this in the same sector as the old job, or do workers move industries? For workers displaced from manufacturing industries, Kletzer finds that only about one-third find a new job in the same broadly defined sector. Roughly another 10 per cent find a new job in related manufacturing industries. However, about 45 per cent of displaced manufacturing workers find a new job in services industries (defined as trade, transport, professional, and other services). Rates of same-sector re-employment are much higher in services sectors. For example, about 62 per cent of workers who lose a job in professional services also find a new job in the same sector. Taken together, this evidence suggests that there are indeed signs of sectoral adjustment, out of manufacturing and into services activities.



1.4 Policy implications The findings of the above studies may be summarized as follows. First, globalization and, in particular, offshoring of activity may lead to higher job turnover in the short run. Second, in the long run, there is no indication that trade or offshoring leads to higher unemployment (or lower employment) overall, although employment of lowskilled workers may suffer while high-skilled employment may expand. Third, while the literature finds that these effects are statistically significant, the economic magnitude thereof is still debated, with many studies concluding that they are economically negligible. Fourth, there is evidence that the structural changes away from manufacturing towards service sectors in advanced economies goes hand in hand with the process of globalization. However, whether or not there is a causal relationship is still to be investigated. The first policy implication that emerges is that economists and policy-makers need to try and identify the groups of society that win and lose from globalization. Generally, the high skill vs. low tech dichotomy has been employed for this, with the latter being the group that may have to expect losses. In recent work, however, this simple distinction is questioned, with new emphasis being put not only on the question of educational background, but also on the type of tasks an individual performs. To take a simple example, taxi drivers with relatively low educational attainment may not need to fear that their jobs be offshored to India, while computer programmers with university degrees may see their jobs being relocated, as they can be performed online by similarly skilled people in China. These issues have been touched upon by, for example, Blinder (2006) and, in the context of looking at wage effects of offshoring, by Baumgarten et al. (2010). However, as yet we know very little about the interplay of tasks and education for job gains or losses, or unemployment following offshoring. This is clearly an important issue for further research.
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Standard theory tells us that even in the presence of losers from globalization, the overall welfare effects will be positive, as the gains to the winners should more than outbalance the losses incurred. This then opens up the possibility that losers could be compensated by the winners. While this is a strong theoretical possibility, putting this into practice is difficult, and this may reflect why it is seldom done. One of the problems is, of course, to identify who loses from globalization. How can one identify a job loss as being due to offshoring, say, rather than to other macroeconomic or industry effects? And even if one could, would it be reasonable to compensate someone who lost his job because of offshoring, while another worker who lost her job due to increased domestic competition is not compensated? These are political questions that need to be debated. Assume that a country does decide it wants to go ahead with compensation, and can identify the losers. How should these be compensated? Here it is particularly important that mechanisms are set right so that there is an incentive to look for re-employment after job loss, rather than to rely on assistance. These incentive issues have been theoretically investigated by Davidson and Matusz (2006). In a model of trade where workers seek employment through a search process, they evaluate the effects of four different policies, namely: unemployment benefits, training subsidies, employment or wage subsidies. The first two policies are directed towards the unemployed, while the latter two policies would subsidize the employment of newly employed workers (after a spell of unemployment caused by globalization) either through a flat rate or a percentage of the wage payment. Their result is clearly that wage subsidies are the preferred policy, as they give the highest incentive to seek re-employment. This policy is in its general ideas similar to the wage insurance policy advocated by Kletzer (2004), where workers would also receive a fraction of their earnings that are lost due to globalization-induced job loss, but the payment would only start after re-employment. Again, the main idea is to give a strong incentive to gain re-employment after the job loss. Another policy angle is to ask how one can maximize the benefits from globalization. Here, theory would broadly speaking suggest that countries with flexible labour markets should stand to gain most – or most quickly – as adjustment costs would be reduced if workers can move freely and flexibly from one employment to the other. In order to be able to do so, hiring and firing should be easy, and workers should easily be able to obtain the skills they need for their respective employment. Not an easy task for policy-makers. Countries with less flexible labour markets would inhibit the movement of workers to their most productive use, leading to inefficient allocation of workers into sectors that are no longer internationally competitive.26 While this theoretical argument seems sound, we know very little empirically about the role of institutions, in particular labour market institutions.27 One reason is that



many of the recent studies are carried out with micro data for one particular country. Given the idiosyncracies of the available data in different countries, and the general tendencies of academics to make a methodological contribution in their paper, results from different countries with different data and methodologies are hard to compare. In order to judge meaningfully the importance of labour market flexibility – an issue that is generally set at the country level – researchers need to look at crosscountry comparisons based on similar data for different countries and the same methodology. Incentives to do just this are, unfortunately, low in the economics profession, but this is an important angle that future research should take in order to provide relevant policy implications.



Endnotes 1. The literature review does not cover every single study on these topics. Rather, the focus is on a number of studies which provide robust and reliable theoretical or empirical analyses. As to empirical studies, the focus is on studies for industrialized countries, although we also discuss some evidence relating to India. The chapter considers empirical studies published since the early 2000s, as these provide up-to-date evidence and also relate to recent theoretical advances in the literature. There are, of course, also earlier studies that look at the link between globalization and employment, such as Sachs and Shatz (1994), Wood (1994) or Rowthorn and Ramaswamy (1999). 2. The focus in this chapter is on trade (in final goods) and offshoring. There are also a number of papers that look at the effects of foreign direct investment on employment in the home country. We do not focus on this here, as the theoretical argumentation is largely similar to that for offshoring. In fact, the paper by Ebenstein et al. (2009), which is discussed in the second subsection to section 1.2, is about offshoring associated with multinationals investing abroad. In general, the results of studies looking specifically at the employment effects of multinationals are similar to the offshoring results, in that there may be statistically significant but small effects. See, for example, Harrison and McMillan (forthcoming) for US multinationals. 3. Taylor and von Arnim (2006) provide an interesting critique of some of the assumptions generally used in economic modelling of trade effects. 4.



See Davidson et al. (2008) for a recent example and Davidson and Matusz (2004) for a survey.



5. See Helpman et al. (2009) and Egger and Kreickemeier (2010) for recent examples, and Kreickemeier (2008) for a survey. 6. The authors use in alternative specifications unweighted tariffs, an overall trade restrictiveness index from Kee et al. (2006), an index of trade barriers from the World Economic Forum’s Global Competitiveness Reports, a measure of total import duties, and finally a measure of trade openness (exports + imports/GDP). 7.



The model also includes a number of other control variables and country fixed effects.



8.



This is calculated as β/(1 – α).
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9. To be precise, in early versions of the survey (up to 1992) individuals were asked whether they had lost their job in the last five years; since 1994, this period has been shortened to three years. 10. Chapter 4, section 4.4, also discusses some studies that look at the short-run employment effects of trade and comes to a similar conclusion. 11. Also, exporting may help to raise wages, as exporting firms generally tend to pay higher wages than non-exporters (see, for example, Schank et al., 2007). 12. There appears to be some debate in the literature on whether the concept of international outsourcing and offshoring may or may not be different, depending on whether it occurs within the same firm or not. This distinction is of no concern here, as the interest is on employment in the home country. We therefore use the term “international outsourcing” and “offshoring” interchangeably. The early literature refers to the phenomenon as “fragmentation” or “vertical disintegration” (for example Jones and Kierzkowski, 1990; Feenstra, 1998) then as “international outsourcing” (Feenstra and Hanson, 1999). 13. At least this is the expectation from a simple trade model such as Feenstra and Hanson (1996). To be more precise, outsourcing may, however, also increase productivity in particular in the low-skill-intensive industry, which may actually increase demand for low-skilled workers. See Arndt (1997, 1999) and, more recently, Grossman and Rossi-Hansberg (2008). 14. This is predicted by theory; see, for example, Glass and Saggi (2001). Empirical studies such as Amiti and Wei (2006), Görg et al. (2008) and Görg and Hanley (2011) provide empirical evidence that outsourcing leads to productivity improvements and fosters innovative activities in firms. 15. Of course, it is usually easier to identify job losses associated with offshoring or globalization in general than jobs attributable to it. 16. We focus here on studies that try to examine the absolute employment effects of offshoring. A related literature has evaluated the impact of outsourcing on relative employment of skilled and unskilled workers. Feenstra and Hanson (1999) provide one of the first empirical assessments of this kind. In their study for the United States they approximate international outsourcing by the share of imported intermediates in an industry. According to their analysis, based on industry-level data covering the period 1979–90, international outsourcing can explain between 11 and 15 per cent of the observed decline in the relative demand for unskilled labour (measured as the cost share of production labour) in US manufacturing industries. Similar analyses yielding qualitatively similar results were undertaken by Hijzen et al. (2005) for the United Kingdom and Geishecker (2006) for Germany. See also Feenstra and Hanson (2003) for a survey of the international evidence. 17. In somewhat related work, Senses (2010) investigates whether offshoring impacts on labour demand elasticities, using plant-level data for the United States. She finds that offshoring leads to increases in labour demand elasticities. 18. While propensity score matching was first used in the field of economics by labour economists it has also become quite popular recently with international economists; see, for example, Girma and Görg (2007) and Arnold and Javorcik (2009). Blundell and Costa Dias (2008) provide an excellent overview of this and other evaluation methods in economics. 19. Crino (2010b) uses a similar approach with firm-level data for Italy, but considers only services offshoring. He also concludes that offshoring has no effect on employment. Interestingly, he does find that offshoring changes the employment composition in favour of high-skilled workers. This is an issue that Wagner (2011) does not consider due to data availability.



20. See, for example, Geishecker and Görg (2008) and Baumgarten et al. (2010) also using worker-level data. 21. They do not find robust evidence that imports or exports at the industry level impact on employment levels. 22. The estimated effect for wages is very similar to that of Geishecker and Görg (2008) found using German worker-level data. 23. This is illustrated by the papers by Geishecker (2008) and Bachmann and Braun (2011) with the former finding quite sizeable effects, while the latter identifies only small effects. It is not immediately clear what accounts for such within-country differences, although it seems likely that the different coverage of the datasets is one possible explanation. The papers also use different econometric methodologies, however, and the period of analysis is different. 24. Here, most importantly, consider Grossman and Rossi-Hansberg (2008) who show that relocation of the unskilled-intensive part of the production increases productivity, which may ultimately increase the demand for unskilled workers in the home country. 25. As Brakman et al. (2005) and Bickenbach et al. (2010) show, however, there is a wide variety of results in different papers. These differences in results can be mainly explained by differences in data, definitions of “regions”, “industries” or “specialization”, and methodological issues. See Bickenbach et al. (2010) for a consistent set of stylized facts on specialization and concentration in the European Union. 26. Of course, more generally there is a multitude of other labour market institutions that may affect economic performance (see Freeman, 2009). 27. An exception is the paper by Hasan et al. (2009) using data on Indian states, which show that unemployment is reduced most after trade liberalization in states with flexible labour markets.
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Globalization, structural change and productivity growth CHAPTER 2



Margaret McMillan and Dani Rodrik *



2.1 Introduction One of the earliest and most central insights of the literature on economic development is that development entails structural change. The countries that manage to pull themselves out of poverty and get richer are those that are able to diversify away from agriculture and other traditional products. As labour and other resources move from agriculture into modern economic activities, overall productivity rises and incomes expand. The speed with which this structural transformation takes place is the key factor that differentiates successful countries from unsuccessful ones. Developing economies are characterized by large productivity gaps between different parts of the economy. Dual economy models à la W. Arthur Lewis have typically emphasized productivity differentials between broad sectors of the economy, such as the traditional (rural) and modern (urban) sectors. More recent research has identified significant differentials within modern, manufacturing activities as well. Large productivity gaps can exist even among firms and plants within the same industry. Whether between plants or across sectors, these gaps tend to be much larger in developing countries than in advanced economies. They are indicative of the allocative inefficiencies that reduce overall labour productivity. The upside of these allocative inefficiencies is that potentially they can be an important engine of growth. When labour and other resources move from less productive to more productive activities, the economy grows even if there is no productivity growth within sectors. This kind of growth-enhancing structural change can be an important contributor to overall economic growth. High-growth countries are typically those that have experienced substantial growth-enhancing structural change. As we shall see, the bulk of the difference between Asia’s recent growth, on the one hand, and Latin America’s and sub-Saharan Africa’s, on the other, can be * We are grateful to the editors of this joint ILO-WTO volume for guidance and to Íñigo Verduzco for outstanding research assistance. Rodrik gratefully acknowledges financial support from IFPRI. McMillan gratefully acknowledges support from IFPRI’s regional and country programme directors for assistance with data collection.
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explained by the variation in the contribution of structural change to overall labour productivity. Indeed, one of the most striking findings of this chapter is that in many Latin American and sub-Saharan African countries, broad patterns of structural change have served to reduce rather than increase economic growth since 1990. Developing countries, almost without exception, have become more integrated with the world economy since the early 1990s. Industrial tariffs are lower than they ever have been and foreign direct investment flows have reached new heights. Clearly, globalization has facilitated technology transfer and contributed to efficiencies in production. Yet the very diverse outcomes we observe among developing countries suggest that the consequences of globalization depend on the manner in which countries integrate into the global economy. In several cases – most notably China, India and some other Asian countries – globalization’s promise has been fulfilled. High-productivity employment opportunities have expanded and structural change has contributed to overall growth. But in many other cases – in Latin America and sub-Saharan Africa – globalization appears not to have fostered the desirable kind of structural change. Labour has moved in the wrong direction, from more-productive to less-productive activities, including, most notably, informality. This conclusion would seem to be at variance with a large body of empirical work on the productivity-enhancing effects of trade liberalization. For example, study after study shows that intensified import competition has forced manufacturing industries in Latin America and elsewhere to become more efficient by rationalizing their operations.1 Typically, the least productive firms have exited the industry, while remaining firms have shed “excess labour”. It is evident that the top tier of firms has closed the gap with the technology frontier – in Latin America and sub-Saharan Africa, no less than in East Asia. However, the question left unanswered by these studies is what happens to the workers who are thereby displaced. In economies that do not exhibit large intersectoral productivity gaps or high and persistent unemployment, labour displacement would not have important implications for economy-wide productivity. In developing economies, on the other hand, the prospect that the displaced workers would end up in even lower-productivity activities (services, informality) cannot be ruled out. That is indeed what seems to have happened typically in Latin America and sub-Saharan Africa. An important advantage of the broad, economy-wide approach we take in this chapter is that it is able to capture changes in intersectoral allocative efficiency as well as improvements in within-industry productivity. In our empirical work, we identify three factors that help determine whether (and the extent to which) structural change goes in the right direction and contributes to overall productivity growth. First, economies with a revealed comparative advantage in primary products are at a disadvantage. The larger the share of natural resources
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Second, we find that countries that maintain competitive or undervalued currencies tend to experience more growth-enhancing structural change. This is in line with other work that documents the positive effects of undervaluation on modern, tradable industries (Rodrik, 2008). Undervaluation acts as a subsidy on those industries and facilitates their expansion. Finally, we also find evidence that countries with more flexible labour markets experience greater growth-enhancing structural change. This also stands to reason, as rapid structural change is facilitated when labour can flow easily across firms and sectors. By contrast, we do not find that other institutional indicators, such as measures of corruption or the rule of law, play a significant role. The remainder of the chapter is organized as follows. Section 2.2 describes our data and presents some stylized facts on economy-wide gaps in labour productivity. The core of our analysis is contained in section 2.3, where we discuss patterns of structural change in Asia, Latin America and sub-Saharan Africa since 1990. Section 2.4 focuses on explaining why structural change has been growth-enhancing in some countries and growth-reducing in others. Section 2.5 offers final comments. The Appendix provides further details about the construction of our database.



2.2 The data and some stylized facts Our database consists of sectoral and aggregate labour productivity statistics for 38 countries, covering the period up to 2005. Of the countries included, 29 are developing countries and nine are high-income countries. The countries and their geographical distribution are shown in table 2.1, along with some summary statistics.



Table note: Unless otherwise noted, the source for all the data in the tables is the data set described in the main body of the chapter. Abbreviations are as follows: agr = agriculture; min = mining; man = manufacturing; pu = public utilities; con = construction; wrt = wholesale and retail trade; tsc = transport and communication; firebs = finance, insurance, real estate and business services; cspsgs = community, social, personal and government services.
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in exports, the smaller the scope of productivity-enhancing structural change. The key here is that minerals and natural resources do not generate much employment, unlike manufacturing industries and related services. Even though these “enclave” sectors typically operate at very high productivity, they cannot absorb the surplus labour from agriculture.
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ZAF MUS NGA SEN KEN GHA ZMB ETH MWI
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In constructing our data, we took as our starting point the Groningen Growth and Development Centre (GGDC) database, which provides employment and real valued added statistics for 27 countries disaggregated into ten sectors (Timmer and de Vries, 2007, 2009).2 The GGDC dataset does not include any sub-Saharan African countries or China. Therefore, we collected our own data from national sources for an additional 11 countries, expanding the sample to cover several sub-Saharan African countries, China and Turkey (another country missing from the GGDC sample). In order to maintain consistency with the GGDC database data, we followed, as closely as possible, the procedures on data compilation followed by the GGDC authors.3 For purposes of comparability, we combined two of the original sectors (Government services and community, Social and personal services) into a single one, reducing the total number of sectors to nine. We converted local currency value added at 2000 prices to dollars using 2000 purchasing power parity (PPP) exchange rates. Labour productivity was computed by dividing each sector’s value added by the corresponding level of sectoral employment. We provide more details on our data construction procedures in the appendix. The sectoral breakdown we shall use in the rest of the paper chapter is shown in table 2.2. Table 2.2 Sector coverage Sector
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A big question with data of this sort is how well they account for the informal sector. Our data for value added come from national accounts and, as mentioned by Timmer and de Vries (2007), the coverage of such data varies from country to country. While all countries make an effort to track the informal sector, obviously the quality of the data can vary greatly. On employment, Timmer and de Vries’ strategy is to rely on household surveys (namely, population censuses) for total employment levels and their sectoral distribution, and use labour force surveys for the growth in employment between census years. Census data and other household surveys tend to have more complete coverage of informal employment. In short, a rough characterization would be that the employment numbers in our dataset broadly coincide with actual employment levels regardless of formality status, while the extent to which value added data include or exclude the informal sector heavily depends on the quality of national sources. The countries in our sample range from Malawi, with an average labour productivity of US$ 1,354 (at 2000 PPP dollars), to the United States, where labour productivity is more than 50 times as large (US$ 70,235). They include nine sub-Saharan African countries, nine Latin American countries, ten developing Asian countries, one Middle Eastern country and nine high-income countries. China is the country with the fastest overall productivity growth rate (8.9 per cent per annum between 1990 and 2005). At the other extreme, Kenya, Malawi, Venezuela and Zambia have experienced negative productivity growth rates over the same period. As table 2.1 shows, labour productivity gaps between different sectors are typically very large in developing countries. This is particularly true for poor countries with mining enclaves, where few people tend to be employed at very high labour productivity. In Malawi, for example, labour productivity in mining is 136 times larger than that in agriculture! In fact, if only all of Malawi’s workers could be employed in mining, Malawi’s labour productivity would match that of the United States. Of course, mining cannot absorb many workers, and neither would it make sense to invest in so much physical capital across the entire economy. It may be more meaningful to compare productivity levels across sectors with similar potential to absorb labour, and here too the gaps can be quite large. We see a typical pattern in Turkey, which is a middle-income country with still a large agricultural sector (figure 2.1). Productivity in construction is more than twice the productivity in agriculture, and productivity in manufactures is almost three times as large. The average manufactures–agriculture productivity ratio is 2.3 in sub-Saharan Africa, 2.8 in Latin America and 3.9 in Asia. Note that the productivity disadvantage of agriculture does not seem to be largest in the poorest countries, a point to which we will return below.
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Sectoral productivity as % of average productivity



Figure 2.1 Labour productivity gaps in Turkey, 2008 600
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Note: Unless otherwise noted, the source for all the data in the figures is the data set described in the main body of the chapter. Abbreviations are as follows: agr = agriculture; min = mining; man = manufacturing; pu = public utilities; con = construction; wrt = wholesale and retail trade; tsc = transport and communication; firebs = finance, insurance, real estate and business services; cspsgs = community, social, personal and government services.



On the whole, however, intersectoral productivity gaps are clearly a feature of underdevelopment. They are widest for the poorest countries in our sample and tend to diminish as a result of sustained economic growth. Figure 2.2 shows how a measure of economy-wide productivity gaps, the coefficient of variation of the log of sectoral labour productivities, declines over the course of development. The relationship between this measure and the average labour productivity in the country is negative and highly statistically significant. The figure underscores the important role that structural change plays in producing convergence, both within economies and across poor and rich countries. The movement of labour from low-productivity to high-productivity activities raises economy-wide labour productivity. Under diminishing marginal products, it also brings about convergence in economy-wide labour productivities.
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Coefficient of variation in sectoral labour productivities within countries



Figure 2.2 Relationship between intersectoral productivity gaps and income levels, 2005
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The productivity gaps described here refer to differences in average labour productivity. When markets work well and structural constraints do not bind, it is productivities at the margin that should be equalized. Under a Cobb–Douglas production function specification, the marginal productivity of labour is the average productivity multiplied by the labour share. If labour shares differ greatly across economic activities, comparing average labour productivities can be misleading. The fact that average productivity in public utilities is so high (see table 2.2), for example, may simply indicate that the labour share of value added in this capital-intensive sector is quite small, but in the case of other sectors it is not clear that there is a significant bias. Once the share of land is taken into account, for example, it is not obvious that the labour share in agriculture is significantly lower than in manufacturing (Mundlak et al., 2008). Thus the two- to fourfold differences in average labour productivities between manufacturing and agriculture do point to large gaps in marginal productivity. Another way to emphasize the contribution of structural change is to document how much of the income gap between rich and poor countries is accounted for by differences in economic structure as opposed to differences in productivity levels within sectors. Since even poor economies have some industries that operate at a
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high level of productivity, it is evident that these economies would get a huge boost if such industries could employ a much larger share of the economy’s labour force. The same logic applies to broad patterns of structural change as well, as captured by our nine-sector classification. Consider the following thought experiment. Suppose that sectoral productivity levels in the poor countries were to remain unchanged, but that the intersectoral distribution of employment matched what we observe in the advanced economies.4 This would mean that developing countries would employ significantly fewer workers in agriculture and many more in their modern, productive sectors. We assume that these changes in employment patterns could be achieved without any change (up or down) in productivity levels within individual sectors. What would be the consequences for economy-wide labour productivity? Figures 2.3 and 2.4 show the results for the non-sub-Saharan African and sub-Saharan African samples, respectively.



Figure 2.3 Counterfactual impact of changed economic structure on economy-wide labour productivity, non-sub-Saharan African countries, 2005 ARG BOL BRA CHL CHN COL CRI HKG IDN IND KOR MEX MYS PER PHL SGP THA TUR TWN VEN
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Note: These figures are the percentage increase in economy-wide average labour productivity obtained under the assumption that the intersectoral composition of the labour force matches the pattern observed in the rich countries. Country codes conform to ISO Alpha-3 codes (www.iso.org).
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Figure 2.4 Counterfactual impact of changed economic structure on economy-wide labour productivity, sub-Saharan African countries, 2005
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Note: These figures are the percentage increase in economy-wide average labour productivity obtained under the assumption that the intersectoral composition of the labour force matches the pattern observed in the rich countries. Country codes conform to ISO Alpha-3 codes (www.iso.org).



The hypothetical gains in overall productivity from sectoral reallocation, along the lines just described, are quite large, especially for the poorer countries in the sample. India’s average productivity would more than double, while China’s would almost triple (figure 2.3). The potential gains are particularly large for several sub-Saharan African countries, which is why those countries are shown on a separate graph using a different scale. Ethiopia’s productivity would increase sixfold, Malawi’s sevenfold and Senegal’s elevenfold! Of course these numbers are only indicative of the extent of dualism that marks poor economies and should not be taken literally. Taking developing countries as a whole, as much as a fifth of the productivity gap that separates them from the advanced countries would be eliminated by the kind of reallocation considered here. Traditional dual-economy models emphasize the productivity gaps between the agricultural (rural) and non-agricultural (urban) parts of the economy. Indeed, the summary statistics in table 2.1 show that agriculture is typically the lowestproductivity activity in the poorest economies. Yet another interesting stylized fact of the development process revealed by our data is that the productivity gap between
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the agricultural and non-agricultural sectors behaves non-monotonically during economic growth. The gap first increases and then falls, so that the ratio of agricultural to non-agricultural productivity exhibits a U-shaped pattern as the economy develops. This is shown in figure 2.5, where the productivity ratio between agriculture and non-agriculture (that is, the rest of the economy) is graphed against the (log) of average labour productivity for our full panel of observations. A quadratic curve fits the data very well, and both terms of the equation are statistically highly significant. The fitted quadratic indicates that the turning point comes at an economy-wide productivity level of around US$ 9,000 (= exp(9.1)) per worker. This corresponds to a development level somewhere between that of China and India in 2005. We can observe this U-shaped relationship also over time within countries, as is shown in figure 2.6 which collates the time-series observations for three countries at different stages of development (France, India and Peru). India, which is the poorest of the three countries, is on the downward sloping part of the curve. As its economy has grown, the gap between agricultural and non-agricultural productivity has increased (and the ratio of agricultural to non-agricultural productivity has fallen). France, a wealthy country, has seen the opposite pattern. As income has grown, there has been greater convergence in the productivity levels of the two types of sectors. Finally, Peru represents an intermediate case, having spent most of its recent history around the minimum point at the bottom of the U-curve. Figure 2.5 Relationship between economy-wide labour productivity and the ratio of agricultural productivity to non-agricultural productivity, full panel
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Figure 2.6 Relationship between economy-wide labour productivity and the ratio of agricultural productivity to non-agricultural productivity, selected countries
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A basic economic logic lies behind the U-curve. A very poor country has few modern industries in the non-agricultural parts of the economy, so even though agricultural productivity is very low, there is not yet a large gap with the rest of the economy. Economic growth typically happens with investments in the modern, urban parts of the economy. As these sectors expand, a wider gap begins to open between the traditional and modern sectors. The economy becomes more “dual”.5 At the same time, labour begins to move from traditional agriculture to the modern parts of the economy, and this acts as a countervailing force. Past a certain point, this second force becomes the dominant one, and productivity levels begin to converge within the economy. This story highlights the two key dynamics in the process of structural transformation: the rise of new industries (that is, economic diversification) and the movement of resources from traditional industries to these newer ones. Without the first, there is little that propels the economy forward. Without the second, productivity gains do not diffuse in the rest of the economy. We end this section by relating our stylized facts to some other recent strands of the development literature that have focused on productivity gaps and misallocation of resources. There is a growing literature on productive heterogeneity within industries. Most industries in the developing world are a collection of smaller, typically informal firms that operate at low levels of productivity along with larger, highly productive firms that are better organized and use more advanced technologies. Various studies by the McKinsey Global Institute (MGI) have documented in detail the duality within industries. For example, MGI’s analysis of a number of Turkish industries finds that on average the modern segment of firms is almost three times as productive as the traditional segment (McKinsey Global Institute, 2003). Bartelsman et al. (2006) and Hsieh and Klenow (2009) have focused on the dispersion in total factor productivity across plants; the former for a range of advanced and semi-industrial economies and the latter for China and India. Hsieh and Klenow’s (2009) findings indicate that between one-third and one-half of the gap in these countries’ manufacturing total factor productivity (TFP) vis-à-vis the United States would be closed if the “excess” dispersion in plant productivity were removed. There is also a substantial empirical literature, mentioned in the introduction, which underscores the allocative benefits of trade liberalization within manufacturing: as manufacturing firms are exposed to import competition, the least productive among them lose market share or shut down, raising the average productivity of those that remain. There is an obvious parallel between these studies and ours. Our data are too broadbrush to capture the finer details of misallocation within individual sectors and across plants and firms. However, a compensating factor is that we may be able to track the economy-wide effects of reallocation – something that analyses that remain limited to manufacturing cannot do. Improvements in manufacturing productivity that come at the expense of greater intersectoral misallocation – say because employment
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2.3 Patterns of structural change and productivity growth We now describe the pace and nature of structural change in developing economies over the period 1990–2005. We focus on this period for two reasons. First, this is the most recent period, and one where globalization has exerted a significant impact on all developing nations. It will be interesting to see how different countries have handled the stresses and opportunities of advanced globalization. Second, this is the period for which we have the largest sample of developing countries. We will demonstrate that there are large differences in patterns of structural change across countries and regions and that these account for the bulk of the differential performance between successful and unsuccessful countries. In particular, while Asian countries have tended to experience productivity-enhancing structural change, both Latin America and sub-Saharan Africa have experienced productivityreducing structural change. In the next subsection we will turn to an analysis of the determinants of structural change. In particular, we are interested in understanding why some countries have the right kind of structural change while others have the wrong kind.



Defining the contribution of structural change Labour productivity growth in an economy can be achieved in one of two ways. First, productivity can grow within economic sectors through capital accumulation, technological change, or reduction of misallocation across plants. Second, labour can move across sectors, from low-productivity sectors to high-productivity sectors, increasing overall labour productivity in the economy. This can be expressed using the following decomposition:



∆Yt = ∑ θi,t–k ∆yi,t + ∑ yi,t ∆θi,t i=n



(2.1)



i=n



where Yt and yi,t refer to economy-wide and sectoral labour productivity levels, respectively, and θi,t is the share of employment in sector i. The ∆ operator denotes the change in productivity or employment shares between t – k and t. The first term in the decomposition is the weighted sum of productivity growth within individual sectors, where the weights are the employment share of each sector at the beginning of the time period. We will call this the “within” component of productivity growth. The
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shifts from manufacturing to informality – need not be a good bargain. In addition, we are able to make comparisons among a larger sample of developing countries, so this chapter should be viewed as a complement to the plant- or firm-level studies.
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second term captures the productivity effect of labour reallocations across different sectors. It is essentially the inner product of productivity levels (at the end of the time period) with the change in employment shares across sectors. We will call this second term the “structural change” term. When changes in employment shares are positively correlated with productivity levels this term will be positive, and structural change will increase economy-wide productivity growth. The decomposition above clarifies how partial analyses of productivity performance within individual sectors (for example, manufacturing) can be misleading when there are large differences in labour productivities ( yi,t ) across economic activities. In particular, a high rate of productivity growth within an industry can have quite ambiguous implications for overall economic performance if the industry’s share of employment shrinks rather than expands. If the displaced labour ends up in activities with lower productivity, economy-wide growth will suffer and may even turn negative.



Structural change in Latin America: 1950–2005 Before we present our own results, we illustrate this possibility with a recent finding on Latin America. When the Inter-American Development Bank (IDB) recently analysed the pattern of productivity change in the region since 1950, using the same Timmer and de Vries (2007, 2009) data set and a very similar decomposition, it uncovered a striking result, shown in figure 2.7. Between 1950 and 1975, Latin America experienced rapid (labour) productivity growth of almost 4 per cent per annum, roughly half of which was accounted for by structural change. Then the region went into a debt crisis and experienced a “lost decade”, with productivity growth in the negative territory between 1975 and 1990. Latin America returned to growth after 1990, but productivity growth never regained the levels seen before 1975. This is due entirely to the fact that the contribution of structural change has now turned negative. The “within” component of productivity growth is virtually identical in the two periods 1950–75 and 1990–2005 (at 1.8 per cent per annum). But the structural change component went from 2 per cent during 1950–75 to –0.2 per cent in 1990–2005; an astounding reversal in the course of a few decades. This is all the more surprising in light of the commonly accepted view that Latin America’s policies and institutions improved significantly as a result of the reforms of the late 1980s and early 1990s. Argentina, Brazil, Chile, Colombia, Mexico and most of the other economies got rid of high inflation, brought fiscal deficits under control, turned over monetary policy to independent central banks, eliminated financial repression, opened up their economies to international trade and capital flows, privatized state enterprises, reduced red tape and most subsidies, and gave markets freer rein in general. Those countries which had become dictatorships during the 1970s experienced democratic transitions, while others significantly improved
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Figure 2.7 Productivity decomposition in Latin America, annual growth rates, 1950–2005
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Source: Pagés (2010).



governance as well. Compared to the macroeconomic populism and protectionist, import-substitution policies that had prevailed until the end of the 1970s, this new economic environment was expected to yield significantly enhanced productivity performance. The sheer scale of the contribution of structural change to this reversal of fortune has been masked by microeconomic studies that record significant productivity gains for individual plants or industries and, further, find these gains to be strongly related to post-1990 policy reforms. In particular, study after study has shown that the intensified competition brought about by trade liberalization has forced manufacturing industries to become more productive (see for example Pavcnik, 2000; Cavalcanti Ferreira and Rossi, 2003; Paus et al., 2003; Fernandes, 2007; and Esclava et al., 2009). A key mechanism that these studies document is what is called “industry rationalization”: the least productive firms exit the industry, and the remaining firms shed “excess labour”. The question left unanswered is what happens to the workers who are thereby displaced. In economies which do not exhibit large intersectoral productivity gaps, labour displacement would not have important implications for economy-wide productivity. Clearly, this is not the case in Latin America. The evidence in figure 2.7 suggests instead that displaced workers may have ended up in less-productive activities. In other words, rationalization of manufacturing industries may have come at the expense of inducing growth-reducing structural change.
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An additional point that needs making is that these calculations (as well as the ones we report below) do not account for unemployment. For a worker, unemployment is the least productive status of all. In most Latin American countries unemployment has trended upwards since the early 1990s, rising by several percentage points of the labour force in Argentina, Brazil and Colombia. Were we to include the displacement of workers into unemployment, the magnitude of the productivityreducing structural change experienced by the region would look even more striking.6 Figure 2.7 provides interesting new insight on what has held Latin American productivity growth back in recent years, despite apparent technological progress in many of the advanced sectors of the region’s economies. However, it also raises a number of questions. In particular, was this experience a general one across all developing countries, and what explains it? If there are significant differences across countries in this respect, what are the drivers of these differences?



Patterns of structural change by region We present our central findings on patterns of structural change in figure 2.8. Simple averages are presented for the 1990–2005 period for four groups of countries: Asia, Latin America (LAC), sub-Saharan Africa and high-income countries (HI).7 Figure 2.8 Decomposition of productivity growth by country group, 1990–2005
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We note first that structural change has made very little contribution (positive or negative) to the overall growth in labour productivity in the high-income countries in our sample. This is as expected, since we have already noted the disappearance of intersectoral productivity gaps during the course of development. Even though many of these advanced economies have experienced significant structural change during this period, with labour moving predominantly from manufacturing to service industries, this (on its own) has made little difference to productivity overall. What determines economy-wide performance in these economies is, by and large, how productivity fares in each individual sector. The developing countries exhibit a very different picture. Structural change has played an important role in all three regions. But most striking of all is the differences among the regions. In both Latin America and sub-Saharan Africa, structural change has made a sizable negative contribution to overall growth, while Asia is the only region where the contribution of structural change is positive. (The results for Latin America do not match exactly those in figure 2.7 because we have applied a somewhat different methodology when computing the decomposition from that used by Pagés (2010).8) We note again that these computations do not take into account unemployment. Latin America (certainly) and sub-Saharan Africa (possibly) would look considerably worse if we accounted for the rise of unemployment in these regions. Hence, the curious pattern of growth-reducing structural change that we observed above for Latin America is repeated in the case of sub-Saharan Africa. This only deepens the puzzle as sub-Saharan Africa is substantially poorer than Latin America. If there is one region where we would have expected the flow of labour from traditional to modern parts of the economy to be an important driver of growth, à la dual-economy models, that region surely is sub-Saharan Africa. The disappointment is all the greater in light of all of the reforms that sub-Saharan African countries have undergone since the late 1980s. Yet labour seems to have moved from high- to low-productivity activities on average, reducing sub-Saharan Africa’s growth by 1.3 percentage points per annum on average (table 2.3). Since Asia has experienced growth-enhancing structural change during the same period, it is difficult to ascribe Latin America’s and sub-Saharan Africa’s performance solely to globalization or other external determinants. Clearly, country-specific forces have been at work as well. Differential patterns of structural change in fact account for the bulk of the difference in regional growth rates. This can be seen by checking the respective contributions of the “within” and “structural change” components to the differences in productivity growth in the three regions. Asia’s labour productivity growth in 1990–2005 exceeded sub-Saharan Africa’s by 3 percentage points per annum and Latin
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Table 2.3 Decomposition of productivity growth for four groups of countries, unweighted averages, 1990–2005 Labour productivity growth
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America’s by 2.5 percentage points. Of this difference, the structural change term accounts for 1.84 points (61 per cent) in sub-Saharan Africa and 1.45 points (58 per cent) in Latin America. We saw above that the decline in the contribution of structural change was a key factor behind the deterioration of Latin American productivity growth since the 1960s. We now see that the same factor accounts for the lion’s share of Latin America’s (as well as sub-Saharan Africa’s) underperformance relative to Asia. In other words, where Asia has outshone the other two regions is not so much in productivity growth within individual sectors, where performance has been broadly similar, but in ensuring that the broad pattern of structural change contributes to, rather than detracts from, overall economic growth. As table 2.4 shows, some mineral-exporting sub-Saharan African countries such as Zambia and Nigeria have in fact experienced very high productivity growth at the level of individual sectors, as have many Latin American countries. However, when individual countries are ranked by the magnitude of the structural change term, it is Asian countries that dominate the top of the list. The regional averages we have discussed so far are unweighted averages across countries that do not take into account differences in country size. When we compute a regional average that sums up value added and employment in the same sector across countries, giving more weight to larger countries, we obtain the results shown in figure 2.9. The main difference now is that we get a much larger “within” component for Asia, an artefact of the predominance of China in the weighted sample. Also, the negative structural change component turns very slightly positive in Latin America, indicating that labour flows in the larger Latin American countries have not gone as much in the wrong direction as they have in the smaller ones. SubSaharan Africa still has a large and negative structural change term. Asia once more greatly outdoes the other two developing regions in terms of the contribution of structural change to overall growth.
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Decomposition of productivity growth by country group, 1990 –2005 (weighted averages)
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More details on individual countries and sectors The presence of growth-reducing structural change on such a scale is a surprising phenomenon that calls for further scrutiny. We can gain further insight into our results by looking at the sectoral details for specific countries. We note that growthreducing structural change indicates that the direction of labour flows is negatively correlated with (end-of-period) labour productivity in individual sectors. So for selected countries we plot the (end-of-period) relative productivity of sectors (yi,t /Yt ) against the change in their employment share (∆θi,t ) between 1990 and 2005. The relative size of each sector (measured by employment) is indicated by the circles around each sector’s label in the scatter plots. The next six figures (figures 2.10– 2.15) show sectoral detail for two countries each from Asia, Latin America and sub-Saharan Africa. Argentina shows a particularly clear-cut case of growth-reducing structural change (figure 2.10). The sector with the largest relative loss in employment is manufacturing, which also happens to be the largest sector among those with above-average productivity. Most of this reduction in manufacturing employment took place during the 1990s, under the Argentine experiment with hyper-openness.
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Figure 2.10 Correlation between sectoral productivity and change in employment share in Argentina, 1990–2005 min
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Even though the decline in manufacturing was halted and partially reversed during the recovery from the financial crisis of 2001–02, this was not enough to change the overall picture for the period 1990–2005. By contrast, the sector experiencing the largest employment gain is community, social, personal and government services, which has a high level of informality and is among the least productive. Hence the sharply negative slope of the Argentine scatter plot. Brazil shows a somewhat more mixed picture (figure 2.11). The collapse in manufacturing employment was not as drastic as in Argentina (relatively speaking), and it was somewhat counterbalanced by the even larger contraction in agriculture, a significantly below-average productivity sector. On the other hand, the most rapidly expanding sectors were again relatively unproductive non-tradable sectors such as community, social, personal and government services, and wholesale and retail trade. On balance, the Brazilian slope is slightly negative, indicating a small growthreducing role for structural change. The sub-Saharan African cases of Nigeria and Zambia show negative structural change for somewhat different reasons (figures 2.12 and 2.13). In both countries, the employment share of agriculture has increased significantly (along with community and government services in Nigeria). By contrast, manufacturing and Figure 2.11 Correlation between sectoral productivity and change in employment share in Brazil, 1990–2005
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Figure 2.12 Correlation between sectoral productivity and change in employment share in Nigeria, 1990–2005
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Figure 2.13 Correlation between sectoral productivity and change in employment share in Zambia, 1990–2005 3
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relatively productive tradable services have experienced a contraction – a remarkable anomaly for countries at such low levels of development, in which these sectors are quite small to begin with. The expansion of agricultural employment in Zambia is particularly large – more than 20 percentage points of total employment between 1990 and 2005, if the numbers are to be believed. These figures indicate a veritable exodus from the rest of the economy back to agriculture, where labour productivity is roughly half of what it is elsewhere. Thurlow and Wobst (2005, pp. 24–25) describe how the decline of formal employment in Zambian manufacturing during the 1990s as a result of import liberalization led to many low-skilled workers ending up in agriculture. Sub-Saharan Africa exhibits a lot of heterogeneity, however, and the expansion of agricultural employment that we see in Nigeria and Zambia is not a common phenomenon across the continent. In general the sector with the largest relative loss in employment is wholesale and retail trade where productivity is higher (in subSaharan Africa) than the economy-wide average. The expansion of employment in manufacturing has been meagre, at around one-quarter of 1 per cent over the fifteen-year period. The sector experiencing the largest employment gain tends to be community, social, personal and government services, which has a high level of informality and is the least productive. Ethiopia, Ghana and Malawi are three countries that have experienced growthenhancing structural change. In all three cases, the share of employment in the agricultural sector has declined while the share of employment in the manufacturing sector has increased. However, labour productivity in manufacturing remains notably low in both Ethiopia and Ghana. Compare the sub-Saharan African cases now to India, which has experienced significant growth-enhancing structural change since 1990. As figure 2.14 shows, labour has moved predominantly from very low-productivity agriculture to modern sectors of the economy including, notably, manufacturing. India is one of the poorest countries in our sample, so its experience need not be representative. However, another Asian country, Thailand, shows very much the same pattern (figure 2.15). In fact, the magnitude of growth-enhancing structural change in Thailand has been phenomenal, with agriculture’s employment share declining by some 20 percentage points and manufacturing experiencing significant gains. Not all Asian countries exhibit this kind of pattern. The Republic of Korea and Singapore, in particular, look more like Latin American countries in that highproductivity manufacturing sectors have shrunk in favour of some relatively lowerproductivity service activities. But in both of these cases, very rapid “within” productivity growth has more than offset the negative contribution from structural change. That
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Figure 2.14 Correlation between sectoral productivity and change in employment share in India, 1990–2005
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Figure 2.15 Correlation between sectoral productivity and change in employment share in Thailand, 1990–2005 3 Log of sectoral productivity/ total productivity
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2.4 What explains these patterns of structural change? All developing countries in our sample have become more “globalized” during the time period under consideration. They have phased out remaining quantitative restrictions on imports, slashed tariffs, encouraged direct foreign investment and exports and, in many cases, opened up to cross-border financial flows. So it is natural to think that globalization has played an important behind-the-scenes role in driving the patterns of structural change we have documented above. However, it is also clear that this role cannot have been a direct, straightforward one. First, what stands out in the findings described previously is the wide range of outcomes: some countries (mostly in Asia) have continued to experience rapid, productivity-enhancing structural change, while others (mainly in Latin America and sub-Saharan Africa) have begun to experience productivity-reducing structural change. A common external environment cannot explain such large differences. Second, as important as agriculture, mining and manufacturing are, a large part – perhaps a majority – of jobs are still provided by non-tradable service industries. So whatever contribution globalization has made, it must depend heavily on local circumstances, choices made by domestic policy-makers and domestic growth strategies. We have noted above the costs that premature de-industrialization have on economy-wide productivity. Import competition has caused many industries to contract and release labour to less-productive activities, such as agriculture and the informal sector. One important difference among countries may be the degree to which they are able to manage such downsides. A notable feature of Asian-style globalization is that it has had a two-track nature: many import-competing activities have continued to receive support while new, export-oriented activities were spawned. For example, until the mid-1990s, China had liberalized its trade regime at the margin only. Firms in special economic zones (SEZs) operated under free-trade rules, while domestic firms still operated behind high trade barriers. State enterprises still continue to receive substantial support. In an earlier period, the Republic of Korea and Chinese Taipei pushed their firms onto world markets by subsidizing them heavily, and delayed import liberalization until domestic firms could stand on their feet. Strategies of this sort have the advantage, from the current perspective, of
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has not happened in Latin America. Moreover, a contraction in the share of the labour force in manufacturing is not always a bad thing. For example, in the case of Hong Kong (China) the share of the labour force in manufacturing fell by more than 20 per cent. However, because productivity in manufacturing is lower than productivity in most other sectors, this shift has produced growth-enhancing structural change.
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ensuring that labour remains employed in firms that might otherwise be decimated by import competition. Such firms may not be the most efficient in the economy, but they often provide jobs at productivity levels that exceed their employees’ next-best alternative (that is, agriculture or the informal sector). A related issue concerns the real exchange rate. Countries in Latin America and subSaharan Africa have typically liberalized in the context of overvalued currencies – driven either by disinflationary monetary policies or by large foreign aid inflows. Overvaluation squeezes tradable industries further, damaging especially the more modern ones in manufacturing that operate at tight profit margins. Asian countries, by contrast, have often targeted competitive real exchange rates with the express purpose of promoting their tradable industries. Below, we will provide some empirical evidence on the role played by the real exchange rate in promoting desirable structural change. Globalization promotes specialization according to comparative advantage. Here there is another potentially important difference among countries. Some countries – many in Latin America and sub-Saharan Africa – are well-endowed with natural resources and primary products. In these economies, opening up to the world economy reduces incentives to diversify towards modern manufactures and reinforces traditional specialization patterns. As we have seen, some primary sectors such as minerals do operate at very high levels of labour productivity. The problem with such activities, however, is that they have a very limited capacity to generate substantial employment. So in economies with a comparative advantage in natural resources, we expect the positive contribution of structural change associated with participation in international markets to be limited. Asian countries, most of which are well endowed with labour but not natural resources, have a natural advantage here. The regression results presented below bear this intuition out. The rate at which structural change in the direction of modern activities takes place can also be influenced by ease of entry and exit into industry and by the flexibility of labour markets. Ciccone and Papaioannou (2008) show that intersectoral reallocation within manufacturing industries is slowed down by entry barriers. When employment conditions are perceived as “rigid”, say because of firing costs that are too high, firms are likely to respond to new opportunities by upgrading plant and equipment (capital deepening) rather than by hiring new workers. This slows down the transition of workers to modern economic activities. This hypothesis also receives some support from the data. We now present the results of some exploratory regressions aimed at uncovering the main determinants of differences across countries in the contribution of structural change (table 2.5). We regress the structural change term over the
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We begin by examining the role of initial structural gaps. Clearly, the wider those gaps, the larger the room for growth-enhancing structural change for standard dualeconomy model reasons. We proxy these gaps by agriculture’s employment share at the beginning of the period (1990). Somewhat surprisingly, even though this variable enters the regression with a positive coefficient, it falls far short of statistical significance (column (1)). The implication is that domestic convergence, just like convergence with rich countries, is not an unconditional process. Starting out with a significant share of the labour force in agriculture may increase the potential for growth induced by structural change, but the mechanism is clearly not automatic. Note that we have included regional dummies (in this and all other specifications), with Asia as the excluded category. The statistically significant coefficients on Latin America and sub-Saharan Africa (both negative) indicate that the regional differences we have discussed previously are also meaningful in a statistical sense. Table 2.5 Determinants of the magnitude of the structural change term Dependent variable: structural change term
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1990–2005 period (the second term in equation (2.1), annualized in percentage terms) on a number of plausible independent variables. We view these regressions as a first pass through the data, rather than a full-blown causal analysis.
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We next introduce the share of a country’s exports that is accounted for by raw materials, as an indicator of comparative advantage. This indicator enters with a negative coefficient, and is highly significant (column (2)). There is a very strong and negative association between a country’s reliance on primary products and the rate at which structural change contributes to growth. Countries that specialize in primary products are at a distinct disadvantage. We note two additional points about column (2). First, agriculture’s share in employment now becomes statistically significant. This indicates the presence of conditional convergence: conditional on not having a strong comparative advantage in primary products, starting out with a large countryside of surplus workers does help. Second, once the comparative advantage indicator is entered, the coefficients on regional dummies are slashed and they are no longer statistically significant. In other words, comparative advantage and the initial agricultural share can jointly fully explain the large differences in average performance across regions. Countries that do well are those that start out with a lot of workers in agriculture but do not have a strong comparative advantage in primary products. That most Asian countries fit this characterization explains the Asian difference we have highlighted above. For trade/currency practices, we use a measure of the undervaluation of a country’s currency, based on a comparison of price levels across countries (after adjusting for the Balassa–Samuelson effect; see Rodrik, 2008). For labour markets, we use the employment rigidity index from the World Bank’s World Development Indicators database. The results in columns (3)–(5) indicate that both of these indicators enter the regression with the expected sign and are statistically significant. Undervaluation promotes growth-enhancing structural change, while employment rigidity inhibits it. We have tried a range of other specifications and additional regressors, including income levels, demographic indicators, institutional quality and tariff levels. However, none of these variables have turned out to be consistently significant.



2.5 Concluding comments Large gaps in labour productivity between the traditional and modern parts of the economy are a fundamental reality of developing societies. In this chapter we have documented these gaps, and emphasized that labour flows from low-productivity activities to high-productivity activities are a key driver of development. Our results show that since 1990 structural change has been growth reducing in both Africa and Latin America, with the most striking changes taking place in Latin America. The bulk of the difference between these countries’ productivity
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A key promise of globalization was that access to global markets and increased competition would drive an economy’s resources toward more productive uses and enhance allocative efficiency. It is certainly true that firms that are exposed to foreign competition have had no choice but to either become more productive or shut down. As trade barriers have come down, industries have rationalized, upgraded and become more efficient. But an economy’s overall productivity depends not only on what is happening within industries, but also on the reallocation of resources across sectors. This is where globalization has produced a highly uneven result. Our empirical work shows that countries with a comparative advantage in natural resources run the risk of stunting their process of structural transformation. The risks are aggravated by policies that allow the currency to become overvalued and place large costs on firms when they hire or fire workers. Structural change, like economic growth itself, is not an automatic process. It needs a nudge in the appropriate direction, especially when a country has a strong comparative advantage in natural resources. Globalization does not alter this underlying reality. But it does increase the costs of getting the policies wrong, just as it increases the benefits of getting them right.9



Appendix A2.1 Data description Our analysis is based on a panel of 38 countries with data on employment, value added (in 2000 PPP US$) and labour productivity (also in 2000 PPP US$) disaggregated into nine economic sectors (see table A2.1), starting in 1990 and ending in 2005. Our main source of data is the 10-Sector Productivity Database, by Timmer and de Vries (2009). These data are available at http://www.ggdc.net/ databases/10_sector.htm. The latest update available for each country was used. Data for Latin American and Asian countries came from the June 2007 update, while data for the European countries and the United States came from the October 2008 update. We supplemented the 10-Sector Database with data for China, Turkey and nine sub-Saharan African countries: Ethiopia, Ghana, Kenya, Malawi, Mauritius, Nigeria, Senegal, South Africa and Zambia. In compiling this extended data set, we followed Timmer and de Vries (2009) as closely as possible so that the resulting value added, employment and labour productivity data would be comparable to that of the 10-Sector Database. Our data includes information on value added, aggregated
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performance and that of Asia is accounted for by differences in the pattern of structural change – with labour moving from low- to high-productivity sectors in Asia, but in the opposite direction in Latin America and sub-Saharan Africa.
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Table A2.1 Sector coverage Sector   Agriculture, hunting, forestry and fishing



Abbreviation   agr



ISIC rev. 2   Major division 1



ISIC rev. 3 equivalent      A+B



Mining and quarrying



min



Major division 2



C



Manufacturing



man



Major division 3



D



Public utilities (electricity, gas and water) pu



Major division 4



E



Construction



con



Major division 5



F



Wholesale and retail trade, hotels and restaurants



wrt



Major division 6



G+H



Transport, storage and communications



tsc



Major divison 7



I



Finance, insurance, real estate and business services



firebs



Major division 8



J+K



Community, social, personal and government services



cspsgs



Major division 9



O+P+Q+L+M+N



sum  



 



  



 



 



 



Economy-wide    



 



 



Source: Timmer and de Vries (2007).  



 



 



into nine main sectors according to the definitions in the second revision of the international standard industrial classification (ISIC, rev. 2), from national accounts data from a variety of national and international sources. Similarly, we used data from several population censuses as well as labour and household surveys to get estimates of sectoral employment. Following Timmer and de Vries (2009), we define sectoral employment as all persons employed in a particular sector, regardless of their formality status or whether they were self-employed or family workers. Also following Timmer and de Vries, we use population census data to measure levels of employment by sector and complement this data with labour force surveys (LFS) or comprehensive household surveys to obtain labour force growth rates.



Appendix A2.2 Supplementing the 10-Sector Database Data on value added by sector for Turkey comes from national accounts data from the Turkish Statistical Institute (TurkStat). The latest available benchmark year is 1998 and TurkStat publishes sectoral value added figures (in current and constant 1998 prices) with this benchmark year starting in 1998 and going all the way up to 2009. These series were linked with series on sectoral value added (in current and constant prices) with a different benchmark year (that is, 1987) which yielded sectoral value added series going from 1968 to 2009.10 This was done for sectoral value added in current and constant prices. Data on employment by sector comes from sectoral employment estimates published by TurkStat. These estimates come from annual household LFS that are updated with data from the most recent population census. These surveys cover all persons employed regardless of their
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Chinese data were compiled from several China Statistical Yearbooks, published by the National Bureau of Statistics (NBS). The Statistical Yearbooks include data on value added (in current and constant prices) disaggregated into three main “industries”: primary, secondary and tertiary. The NBS further decomposes the secondary industry series into construction and “industry” (that is, all other nonconstruction activities in the secondary sector). The tertiary industry series includes data on services. In order to get disaggregated value added series for the other seven sectors of interest (that is, sectors other than agriculture and construction) we had to disaggregate value added data for the secondary and tertiary sectors. We did this by calculating sectoral distributions of value added for the non-construction secondary industry and tertiary industry from different tables published by the NBS. We then used these distributions and the yearly value added series for the nonconstruction secondary industry and the tertiary industry to get estimates of sectoral value added for the other seven sectors of interest. These estimates, along with the value added series for the primary industry (that is, agriculture, hunting, forestry and fishing) and the construction sector, yielded series of value added by sector disaggregated into our nine sectors of interest. Sectoral employment was calculated using data from the NBS. The NBS publishes reliable sectoral employment estimates based on data from a number of labour force surveys and calibrated using data from the different population censuses. Given the availability and reliability of these estimates and that they are based on and calibrated using data from the different rounds of population censuses, we decided to use these employment series to get our sectoral employment estimates. In some cases, we aggregated the NBS’ employment series to get sectoral employment at the level we wanted.11 Our sub-Saharan African sample includes Ethiopia, Ghana, Kenya, Malawi, Mauritius, Nigeria, Senegal, South Africa and Zambia and covers almost half of the total subSaharan population (47 per cent) and close to two-thirds of the total sub-Saharan gross domestic product (GDP) (63 per cent).12 The particular steps to get estimates of sectoral value added and employment for these sub-Saharan countries varied due to differences in data availability. Once again, we followed Timmer and de Vries’s (2007, 2009) methodology as closely as possible to ensure comparability with data from the 10-Sector Database. We used data on sectoral employment from population censuses and complemented this with data from labour force surveys and household surveys. We took care to make sure that employment in the informal sector was accounted for. In some cases, this meant using data from surveys of the informal sector (when available) to refine our estimates of sectoral employment.
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rural or urban status, formality status, and cover self-employed and family workers. Hence, they seem to be a good and reliable source of total employment by sector.
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We used data on value added by sector from national accounts data from different national sources and complemented them with data from the United Nations’ national accounts statistics in cases where national sources were incomplete or we found inconsistencies. Due to the relative scarcity of data sources for many of the sub-Saharan economies in our sample, our data are probably not appropriate to study short-term (that is, yearly) fluctuations, but we think they are still indicative of medium-term trends in sectoral labour productivity.



Endnotes 1. See, for example, Pavcnik (2000), Cavalcanti Ferreira and Rossi (2003), Paus et al. (2003), McMillan et al. (2004), Fernandes (2007) and Esclava et al. (2009). 2. The original GGDC sample also includes former West Germany, but we dropped it from our sample due to the truncation of the data after 1991. The latest update available for each country was used. Data for Latin American and Asian countries came from the June 2007 update, while data for the European countries and the United States came from the October 2008 update. 3. For a detailed explanation of the protocols followed to compile the GGDC 10-Sector Database, the reader is referred to the “Sources and Methods” section of the database’s web page: http:// www.ggdc.net/databases/10_ sector.htm. 4. The intersectoral distribution of employment for high-income countries is calculated as the simple average of each sector’s employment share across the high-income sample. 5. See Kuznets (1955) for an argument along these lines. However, Kuznets conjectured that the gap between agriculture and industry would keep increasing, rather than close down as we see here. 6. We have undertaken some calculations along these lines, including “unemployment” as an additional sector in the decomposition. Preliminary calculations indicate that the rise in unemployment between 1990 and 2005 worsens the structural change term by an additional 0.2 percentage points. We hope to report results on this in future work. 7. Even though Turkey is in our dataset, this country has not been included in this and the next figure because it is the only Middle Eastern country in our sample. 8. We fixed some data discrepancies and used a nine-sector disaggregation to compute the decomposition rather than IDB’s three-sector disaggregation. See the data appendix for more details. 9. This is not the place to get into an extended discussion on policies that promote economic diversification. See Rodrik (2007, ch. 4) and Cimoli et al. (2009). 10. We linked these series with the ones having 1998 as a benchmark year using yearly sectoral value added growth rates for the 1968–98 period published by TurkStat. 11. Due to data availability we were only able to calculate estimates of sectoral employment for our nine sectors of interest from 1990 to 2001. We compared our sectoral employment estimates with those published by the Asian Productivity Organization (APO) in its APO Productivity Database.



Our sectoral employment estimates are identical to the ones calculated by the APO for all but the three following sectors: utilities, wholesale and retail trade, and the community, social, personal and government services sectors. Overall, these discrepancies were small. Moreover, while our sectoral employment estimates only cover the 1990–2001 period, the APO employment estimates go from 1978 to 2007. Given the close match between our estimates and those from the APO, and the longer time period covered by the APO data, we decided to use APO’s sectoral employment estimates in order to maintain intertemporal consistency in the sectoral employment data for China. 12. Total GDP (in constant 2000 US$) and total population in sub-Saharan Africa in 2009 (World Bank, 2010).
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The crisis, policy reactions and attitudes to globalization and jobs David N.F. Bell and David G. Blanchflower



This chapter considers the effects of the financial crisis and subsequent recession on world labour markets. It begins by cataloguing the adverse effects on output of the sudden collapse in demand brought about by the financial crisis in what has come to be called the Great Recession. Next we look at the labour market and how employment and unemployment have been impacted and document the very different responses by country. We then move on to look at attitudinal indicators of the impact of the rising levels of joblessness that we observe across most OECD countries. We examine data on well-being and on attitudes to employment. We also examine a number of questions about the impact of globalization that respondents across many European countries were asked in 2008 and 2010. Finally, we examine the policy responses of governments, and consider what lessons might be learned from the marked differences in labour market outcomes following the recession.



3.2 The Great Recession The origins of the financial crisis lay with the excessive expansion of credit by financial institutions in some countries in the 1990s and early part of this century. Due to the growth of complex financial derivatives and the global extension of capital markets, it became difficult for governments, regulators and the banks themselves to measure the underlying risks associated with their loan books. Fears that some institutions were holding large amounts of bad debt led to a collapse in the supply of credit as financial institutions tried to rebuild their balance sheets. To remain solvent, some had to be recapitalized by their governments, so jeopardizing the public finances. The financial crisis led to a rapid contraction of demand. Further, there was a sharp reduction in the availability of trade finance. Banks and suppliers reported that lack of finance was the second major cause of the collapse in trade. However, trade finance recovered rapidly, partly as a result of the US$ 250 billion additional financing announced at the April 2009 G20 meeting (Mora and Powers, 2009). 85
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Almunia et al. (2009) and Eichengreen and O’Rourke (2009) compare the severity of the Great Recession with the Great Depression of 1929. They argue that trade flows fell faster in the Great Recession than they did during the Great Depression. The declines in trade across countries were also more synchronized. By the end of 2008, more than 90 per cent of OECD countries had experienced a decline in trade exceeding 10 per cent. Not surprisingly, with largely coincident trade cycles, variations in output during the recession were also broadly synchronized. Araújo and Martins (2009) term this the “Great Synchronization” and argue that it is an outcome of globalization. Brown (2010) argues that this is the “first crisis of globalization”. However, the mechanism linking globalization and the Great Synchronization is not clear. Baldwin (2009) argues that the drop in world trade was much larger than the drop in GDP because the fall in demand was particularly concentrated on traded goods which are disproportionately “postponable” compared with other components of GDP. Postponement of orders was a natural reaction to the increased uncertainty associated with the financial collapse. Further, the synchronicity of the decline in trade was not due to the internationalization of supply chains. The structure of these chains was not impacted by the trade collapse. Rather, companies simply cut back on the amount of product that they were selling through these chains: trading relationships remained intact. The globalization of uncertainty may perhaps be the common factor linking declines in trade across different parts of the world. Gamberoni et al. (2010) argue that there is a significant contrast in the response of employment to debt and banking crises on the one hand and global trade crises on the other. The countries that experienced both a domestic debt crisis and the global downturn experienced much larger falls in employment than did those who “only” experienced the downturn in world demand. This may partly explain why Europe and the United States have experienced more adverse labour market consequences of the recession than have the rapidly growing economies of Asia. An additional influence, they argue, concerns the openness of the economy. Relatively open economies (for example, Germany and the Netherlands) are immediately affected by the downturn in global demand, but are capable of recovering rapidly because their domestic demand is not constrained by debt issues. Thus, relatively closed economies which suffer crises of private or public sector debt take longer to recover. Gamberoni et al. (2010) also argue that higher severance pay mitigates the reduction in employment caused by a downturn in demand and may induce employers to adjust their labour input more on the intensive (hours) margin than the extensive (jobs) margin. In addition, they suggest that countries with higher unemployment benefits experience a greater decline in employment growth, perhaps because benefits set a floor on real wages. However, the empirical support for this proposition is mixed and may be affected by measurement error in poorer countries where there is a large informal sector.



Some of the relevant recent events are captured in figures 3.1, 3.2 and 3.3. Figure 3.1 shows percentage changes in private short-term trade finance in OECD countries from 2005 to 2009. Beginning in 2008, there was a rapid retreat in the supply of private trade finance. However, these figures cannot determine the direction of causality – from trade credit to trade – or vice versa. Figure 3.2 shows the impact of the recession on trade volumes in major trading blocs. World trade declined rapidly through 2008 and early 2009 before recovering strongly from 2009Q3 onward. Figure 3.2 shows clearly that the trade cycles of the major groups of economies shared broadly the same turning points. Although the timing has been common, the extent of the recovery has varied substantially. In contrast to the Asian economies, European trade was still significantly below its pre-recession level in late 2010. While the slump in trade affected demand, output in countries such as Ireland, Spain, the United Kingdom and the United States was also affected adversely by instability in property markets. This had a negative effect on the construction industry in



Figure 3.1 Short-term trade finance in OECD countries, 2005–09 (quarter-on-quarter percentage change) 12 10 8
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Figure 3.2 Growth in world trade, 2008Q1–2010Q3 40
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these countries. Countries with large financial sectors were also affected badly, for example Iceland, Ireland, the United Kingdom and the United States. For most advanced countries, the decline in output was substantial. The combined output of OECD countries fell by 3.2 per cent in 2009 and at the end of 2010 was still projected to be below its 2007 level. However, the experience of less-developed countries has been markedly different. While advanced economies were in recession, output in the emerging and developing economies experienced only a temporary slowdown in growth. In 2009 their combined output increased by 2.5 per cent and is projected to have grown by 7.1 per cent in 2010. Although the recession had a significant impact on the world’s advanced economies, its impact on developing countries was much less pronounced. Figure 3.3 shows how GDP varied from 2005 in some major country groupings. Again, while the magnitude of change differs across these groups, the timings are very similar, with the nadir of the recession being reached in late 2009. Consistent with the trade data, the recovery in GDP has been weakest in the European Union,
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Figure 3.3 Gross domestic product by major economic areas, 2005–11 10
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and strongest in the newly industrialized economies of Asia and Central and Eastern Europe. Declines in output were particularly marked in industries with high exposure to international trade – notably manufactured goods. Many of these countries also recovered quickly when trading conditions returned to normal. The fall in output by country is detailed in table 3.1. Using OECD data, it shows how far output fell from 2008Q1 to the low point of the recession and how much it recovered by 2010Q3. The countries covered are OECD members and others that are monitored by the OECD. Countries are ordered by growth between 2008Q1 and 2010Q3. Those countries which show a zero in the first column experienced no drop in output and therefore no recession. With the exceptions of Poland and Australia, all of these were developing countries. We also separately show growth rates for China for 2008, 2009 and 2010. Its overall growth in this period exceeds 30 per cent. China experienced only a mild slowdown and then returned to rapid rates of growth. India fell some way behind at 15.6 per cent. In contrast, output did fall in most OECD countries. Thus, at the other end of the spectrum, 2010 output levels in Iceland, Ireland, Hungary and Greece were
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Table 3.1 Change in output 2008Q1 to low point of recession, and from 2008Q1 to 2010Q3 Change in output (%)



India Indonesia Brazil Poland Korea, Republic of Australia South Africa New Zealand Switzerland Slovak Republic Turkey Canada Sweden United States Belgium Mexico Portugal Czech Republic France Austria Germany Norway Luxembourg Netherlands Denmark Japan United Kingdom Spain Russian Federation Italy Finland Greece Hungary Ireland Iceland



2008Q1–low point



2008Q1–2010Q3



0.0 0.0 –2.0 0.0 –4.3 0.0 –1.1 –1.7 –2.8 –4.8 –12.6 –3.2 –6.6 –4.0 –3.7 –8.5 –3.6 –4.1 –3.9 –4.8 –6.6 –2.6 –7.9 –5.3 –6.7 –10.1 –6.5 –4.9 –9.9 –6.8 –9.7 –6.8 –7.9 –11.9 –12.1



15.6 13.7 8.1 7.4 5.9 4.7 1.8 1.2 0.8 0.8 0.4 0.3 0.0 –0.5 –0.7 –0.9 –1.2 –1.8 –1.8 –1.8 –1.8 –2.6 –2.6 –2.8 –3.3 –3.4 –3.9 –4.5 –5.1 –5.4 –5.5 –6.8 –7.2 –11.0 –11.1



Source: OECD Main Economic Indicators and CIA World Factbook.



substantially lower than at the beginning of 2008. Confirming the data in figure 3.3, relatively few European countries had recovered to 2008 levels of output by 2010Q3.



3.3 The labour market The Great Recession was notable for the diversity of its impacts on labour markets in different parts of the globe. While there may have been a Great Synchronization in
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Table 3.2 sets out recent information on employment, unemployment and the labour force for OECD countries. The numbers largely relate to changes between 2008Q1 (which we take as the starting point of the recession) and 2010Q3. Most OECD countries outside Europe, with the exception of the United States, experienced some employment growth since 2008. In Europe, the picture is less optimistic. For example, in Ireland and Spain, countries both affected by a construction “bubble”, employment fell by 13.3 per cent and 9.1 per cent respectively. In the United States, a very large drop in employment was matched by an almost identical increase in unemployment. But in the United Kingdom, unemployment rose by more than twice the fall in employment, whereas in Japan the increase in unemployment was only around half of the decline in employment. Changes in employment were not necessarily good predictors of changes in unemployment. Those who are unable to find a job may remain unemployed or leave the labour market temporarily or permanently. In previous recessions, workers have left the labour market in large numbers. The “discouraged worker” effect attenuates increases in unemployment. What is unusual about the current recession is that the workforce has declined in only a relatively small number of countries.1 This contrasts with, for example, the experience of the 1980s when, in countries like the United Kingdom, there was a substantial rise in inactivity associated with increased unemployment. In Australia, Canada, Scandinavia, the United Kingdom and the United States the size of the workforce increased over the course of the recession, albeit by relatively small amounts, which is more suggestive of an “added worker” effect. In countries where the recession has had less impact, such as Turkey and Poland, the growth in the workforce has been substantial. This pattern may be reversed if the “jobless” recovery continues, leading to a significant growth in long-term unemployment which may cause workers to drift away from the labour market. The labour force in Ireland fell by 4.2 per cent over the period, the largest decline in any OECD country. One of the key drivers of this decline has been migration. In the
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the timing of the trade cycle, labour market responses were notable for their diversity in both timing and scale. The ILO (2011) estimates that the world unemployment in 2010 stood at 205 million, equivalent to a global unemployment rate of 6.2 per cent and 27.6 million higher than in 2007. OECD (2011) estimates suggest that between 2008Q1 and 2010Q3 unemployment in the European Union rose by 5.6 million and in the United States by 6.6 million. During this recession, the performance of the labour market in the developed world has been weaker than in developing countries. Although there has been some recovery in output in the developed world, any associated increase in employment has been limited. Thus far, the recovery has been “jobless”.



92



MAKING GLOBALIZATION SOCIALLY SUSTAINABLE



Table 3.2 Change in employment, unemployment and labour force 2008Q1–2010Q3 Employment



Unemployment



Labour force



2010Q3 Change % Change 2010Q3 Change % Change % Change Australia Austria Belgium Canada Czech Republic Denmark Finland France Germany Greece Hungary Iceland Ireland Italy Japan Korea, Rep. of Mexico Netherlands New Zealand Norway Poland Portugal Slovak Republic Spain Sweden Switzerland Turkey United Kingdom United States Euro area European Union G7



11,291 4,148 4,488 17,383 4,897 2,726 2,479



534 132 39 594 –46 –83 15



5.0 3.3 0.9 3.5 –0.9 –3.0 0.6



38,915 4,403 3,798 170 1,852 22,789 62,860 24,120 44,365 8,545 2,182 2,500 16,199 4,940 2,335 18,547 4,639 4,618 23,195 29,244 139,923 141,558 217,923 337,028



576 –109 –13 –4 –284 –382 –303 1,069 1,375 43 25 19 684 –216 –56 –1,856 119 113 3,331 –193 –4,832 –2,121 –1,790 –4,360
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Source: OECD. Notes: Numbers and changes are measured in thousands. Data for Mexico, the Netherlands, OECD Europe and OECD total relate to Quarter 2, 2010Q2.



year to April 2009, net emigration from Ireland was 65,000. Most of the outflow comprised returning emigrants from Eastern Europe. The Economic and Social Research Institute, Dublin, has forecast that net emigration from Ireland between 2010 and 2012 will average 2 per cent of the population per annum (Barrett et al., 2010) with an increasing proportion being Irish nationals. Worker mobility has been an important equilibrating mechanism for the US labour market, but there has been a significant reduction in worker mobility in the United
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Employers in different countries have responded in a variety of ways to a fall in product demand. This has depended on the nature of employment contracts, human capital investment, the existing policy environment and any changes introduced specifically to combat the recession. Employees’ responses have also depended on the nature of their contracts, joint investment in human capital and on their valuation of the next best alternative to employment. Elsby et al. (2010) argue that a rapid fall in employment in the United States during 2009 was associated with a surge in productivity, causing a breakdown of Okun’s Law. This outcome is consistent with firms using recessions as an opportunity to enhance efficiency (van Rens, 2004; and Koenders and Rogerson, 2005) but is clearly not consistent with the view that productivity is procyclical. Bauer and Shenk (2009) argue that in eight of the last nine downturns, US productivity fell during downturns due to labour-hoarding behaviour by firms. Reich (2010) suggests that a possible explanation of the very rapid decline in employment is that the willingness of US employers to hoard labour has fallen. During the downturn, employers were shedding workers more rapidly than reducing their output, leading to short-term productivity gains. At the same time, investment was falling, limiting the potential for further productivity growth. Farber (2007) argues that tenure in private sector jobs in the United States has been falling: fewer workers hold jobs for ten years or more; in 2006, one-fifth of jobs involved tenures of less than a year. If length of tenure is an indicator of firm-specific human capital investment, then one might anticipate a more rapid increase in lay-offs and discharges during downturns. The reductions in tenure may signal some fundamental changes in the skill content of work, perhaps relating to the role of information technology (Autor et al., 2003). Tenure reductions may also be a reflection of firms’ increasing efforts to reduce “slack” (Love and Nohria, 2005). Most developed countries experienced a less dramatic decline in employment than the United States. One possible explanation is the greater use of the intensive (hours) rather than the extensive (jobs) dimension of labour market adjustment. Bell and Blanchflower (2011a) argue that in the United Kingdom, hour adjustments played an important role in moderating employment reductions. Between January
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States during the Great Recession. Frey (2009) shows that in 2007–08, migration rates within the United States reached their lowest post-war level. The fall was particularly sharp for long-distance moves. Ferreira et al. (2010) argue that negative home equity and high interest rates have a negative effect on residential mobility. Though worker mobility may help to equilibrate the labour market in some jurisdictions, past experience may not necessarily be a good guide to future migration patterns.
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2008 and September 2010, employment in the United Kingdom fell by 1.4 per cent, but aggregate hours fell by 3.2 per cent (source: Office of National Statistics). Part of this change arises from changes in the average hours worked by full-timers. It also stems partly from an increase in the numbers working part time as opposed to full time. Part-time contracts tend to be less stable than full-time contracts. Working fewer hours may also affect eligibility for unemployment benefits. In those countries that have experienced a substantial inflow to unemployment and low rates of outflow into employment, unemployment durations have increased substantially. The United States has experienced a particularly rapid rise in long-term unemployment. In December 2007, those who had been unemployed for 15 weeks or more comprised 18 per cent of unemployment in the United States. By December 2010, this share had risen to 44 per cent. Have increasing rates of long-term unemployment resulted from decreasing rates of outflow from unemployment? Elsby et al. (2010) argue that recent unemployment inflow rates are typical of past recessions. Overall job separation rates changed little during the recession, but unemployment was more a result of lay-offs than from people quitting, and accounted for an increased proportion of these separations and therefore the initial rise in unemployment. However, Elsby et al. argue that a decline in the outflow rate is the main explanation for the rapid rise in long-term unemployment in the United States. Potential causes of the increasing dislocation of the long-term unemployed from the labour market include human capital depreciation and duration-contingent hiring practices on the part of employers. Another key feature of the Great Recession has been how its effects have been distributed across different groups within the population. In previous work (Bell and Blanchflower, 2010a) we have shown that the young, the poorly educated and ethnic minorities have borne a disproportionate share of the increase in unemployment during the Great Recession in developed countries. Table 3.3, which is drawn from harmonized unemployment rates estimated by Eurostat, illustrates the differences in youth unemployment across a variety of European Union and other countries. European countries that experienced financial crises associated with property bubbles, such as the Baltic States, Ireland, Slovak Republic and Spain have particularly high youth unemployment rates. Unemployment rates for those whose education did not go beyond lower secondary school (column 3 of table 3.3) tend to be significantly higher than the average and reach a maximum of 63.5 per cent in the Slovak Republic. In most countries there is greater excess supply of labour among the poorly educated although there are some exceptions. Greece is an example where the unemployment rates of recent graduates are above average for their age group.
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Norway Germany Netherlands Austria Malta Denmark Slovenia Luxembourg Czech Republic United States United Kingdom Turkey Cyprus Euro area European Union Finland Belgium Romania Bulgaria Portugal France Poland Sweden Hungary Ireland Italy Estonia Latvia Greece Slovak Republic Lithuania Spain



Adults (age 25+)



Youths (age 15–24)



Youths ISCED 0–2



Youth/adult rate



2.7 6.5 3.7 3.8 5.4 6.1 6.6 3.9 6.2 8.2 5.8 8.8 5.6 8.9 8.3 6.6 7.1 5.8 9.0 10.1 8.1 8.0 5.8 9.9 12.2 7.0 14.9 16.2 11.5 12.4 16.6 18.4



8.3 8.7 8.7 9.0 12.2 14.7 14.8 16.3 18.1 18.2 19.1 19.4 19.5 20.1 20.5 20.9 21.6 21.7 22.2 23.0 23.9 23.9 24.8 26.2 27.1 27.1 28.0 33.3 33.4 34.3 35.2 42.4



9.4 14.3 12.0 12.5 13.3 16.0 18.6 23.5 40.4 n/a 33.6 14.7 10.6 26.2 27.0 20.6 33.3 16.7 36.8 22.7 37.5 27.1 31.5 39.8 44.6 27.3 45.9 42.4 30.6 63.5 44.2 48.7



3.07 1.34 2.35 2.37 2.26 2.41 2.24 4.18 2.92 2.22 3.29 2.20 3.48 2.26 2.47 3.17 3.04 3.74 2.47 2.28 2.95 2.99 4.28 2.65 2.22 3.87 1.88 2.06 2.90 2.77 2.12 2.30



Source: Eurostat. Note: ISCED 0-2 covers those whose highest level of education is pre-primary, primary or lower-secondary education.



Column 4 shows the ratio of youth to adult unemployment rates in 2010Q3. There is a wide variation across countries signalling differing levels of integration of youth within the overall labour market. Germany stands out as a clear exception with youth unemployment rates only 34 per cent above adult rates. This contrasts with countries such as Belgium, Italy, Sweden and the United Kingdom where the youth to adult unemployment ratio exceeds three. The variation in the youth adult unemployment ratio is not correlated with variation in overall unemployment rates and must reflect national differences in education and employment policies and practices.
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Table 3.3 Unemployment rates 2010Q3, ranked by youth unemployment rates
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In Mediterranean countries, an important behavioural response to increased youth unemployment rates is for children to stay longer with their parents. This may lessen the impact of being unemployed (Card and Lemieux, 2000; Chiuri and Del Boca, 2008). Dolado (2010) argues that in Spain the family is the central pillar of the welfare system. Parents and children may have an implicit contract whereby parents provide extended support for their children in return for future care and support when the parents age. This behaviour may partly explain the muted political response to historically high levels of youth unemployment in countries such as Italy and Spain. There is now widespread acceptance that youth unemployment is an acute policy issue in developed countries. We wish to draw attention to the two further issues that have been less extensively discussed. First, we have argued (Bell and Blanchflower, 2010b) that high levels of youth unemployment at present partly reflect relatively large current youth cohorts. This argument may have some validity for developed countries, where the most recent United Nations (UN) population projections for 2010 suggest that the cohort aged 15–24 is 18 per cent larger than those aged 5–14. Interestingly, in China, the older cohort is 26 per cent larger than those aged 5–14, which must in part reflect the Chinese “one child” policy. In other parts of the world, the younger cohorts predominate: among the least developed countries the 5–14 cohort is 20 per cent larger than those aged 15–24. In sub-Saharan Africa that figure increases to 23 per cent. In the world as a whole, the differences between the age groups broadly balance, so that there is no significant difference in the numbers aged 5–14 compared with those aged 15–24. Despite the growth in the size of the youth cohort, figures from the United Nations Population Database shows that Europe still has the lowest share of its population aged under 25 and this share will probably fall further over the next decade. It is notable that the median age of the population in Egypt is 24 and 29.7 years in Tunisia compared with 44.3 years in Germany; 39.7 years in France; 39.8 in the United Kingdom and 36.8 in the United States.2 Asia and South America have relatively high proportions of young people but their share in the overall population is expected to decline by 2020. In contrast, Africa has more than 60 per cent of its population, aged below 25 and although this share will decline slightly, the absolute number of those aged less than 25 in Africa is projected to increase by 17 per cent between 2010 and 2020. Africa does not have the extensive education and welfare support that is available in the developed world. Unless effective policies are put in place to increase employment among the young, there is a danger of increased political instability as has recently been evidenced in Tunisia and Egypt. Second, youth unemployment data only partly capture the difficulties that young people are facing in the labour market. Our previous work (Bell and Blanchflower, 2011a) has indicated that young people are more likely to be hours constrained.
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We now establish a further result, which illustrates another aspect of the difficulties that young people face in the recession. We focus on job matches and whether the young have been disproportionately recruited into lower-skilled jobs during the recession. This adds to recent literature on the harmful effects of entering the jobs market during a recession. Kahn (2010) shows that the labour market consequences of graduating from college during a recession have large, negative and persistent effects on wages. Lifetime earnings are substantially lower than they would have been if the graduate had entered the labour market in good times. However, we particularly focus on her finding that cohorts who graduate in worse national economies tend to end up in lower-level occupations. Giuliano and Spilimbergo (2009) suggest that the period of early adulthood (between 18 and 25) seems to be the age range during which people are more sensitive to macroeconomic conditions. They find that being exposed to a recession before age 17 or after age 25 has no impact on beliefs about life chances. However, youngsters growing up during recessions tend to believe that success in life depends more on luck than on effort; they support more government redistribution, but have less confidence in public institutions. Recessions seem to affect youngsters’ beliefs adversely. Specifically, we investigate whether job matches according to skill level change during a recession, particularly for the young. In particular, we model whether the young accept jobs that require lower skill levels during a recession. We use quarterly data from the United Kingdom Labour Force Survey (LFS) for the period from 2005Q1 to 2010Q2, a time period which encompasses the Great Recession. The LFS occupational classification (SOC, 2000) divides employment into four main skill groups – level IV (corporate managers and professionals), level III (associative professionals and skilled workers), level II (administrative and service occupations), level I (elementary trades and service occupations). We use this four-way classification of skill as the dependent variable in an ordered logit model, which includes individual characteristics as controls as well as time dummies, which capture whether the skill level of matches, conditional on individual characteristics, is changing through time. Skill levels are numbered from one (least skilled) to four (most skilled). A positive coefficient on a variable therefore implies that it is associated with higher levels of skill.
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We used evidence from the United Kingdom Labour Force Survey, which asks employees whether they would wish to work more, less or the same number of hours. There is a clear contrast in responses by age. Older workers would prefer to work fewer hours, whereas the young express a strong desire to work more hours. In this sense, many of the young people who are employed are contracted to provide fewer hours than they would wish: they are underemployed.
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We divide the sample by age group, 16–24, 25–49 and 50+ and use gender, qualifications, region and ethnicity as controls. Quarterly time dummies are included to determine whether, conditional on their characteristics, individuals find a job match at a higher or lower skill level during a period of recession. Our results in table 3.4 show that the young were more prone than other age groups to accept lower-skilled jobs during the Great Recession. Education, ethnicity and gender are also important influences on the skill level associated with job matches. As might be expected, more education, being white and male are each associated with higher skilled occupations. However, our main result is that the trend in the time dummies since 2008 has been negative for all age groups, indicating that workers were accepting lower-skilled jobs in 2010 than in 2005, conditional on their characteristics. Figure 3.4 shows this result by plotting the full set of time dummies from 2005 to 2010. A downward trend occurs for all age groups, implying that workers of all ages are accepting lowerskilled jobs than they might have previously when the labour market was more robust, but the effect is strongest for those aged 16–24. If the state of the labour market



Table 3.4 Skills demand and the recession: Ordered logit results (OLS) Ages 16–24



Ages 25–49



Ages 50+



Gender First degree HNC/HND equivalent NVQ Level 3 Trade apprenticeship O–level or equivalent Other qualifications No qualifications 2008Q1 2008Q2 2008Q3 2008Q4 2009Q1 2009Q2 2009Q3 2009Q4 2010Q1 2010Q2



–0.463 (45.1) –1.548 (30.7) –2.411 (44.9) –2.967 (60.3) –2.064 (36.8) –3.212 (65.2) –3.541 (68.4) –3.867 (73.2) –0.020 (0.58) –0.021 (0.61) –0.048 (1.37) –0.057 (1.63) –0.002 (0.06) –0.054 (1.49) –0.084 (2.31) –0.097 (2.67) –0.113 (3.09) –0.127 (3.48)



–0.833 (113.6) –0.736 (37.99) –1.501 (79.23) –2.395 (129.1) –2.775 (139.9) –2.983 (161.5) –3.546 (186.0) –3.860 (201.9) –0.052 (2.11) –0.034 (1.40) –0.024 (0.96) –0.036 (1.46) –0.051 (2.07) –0.061 (2.46) –0.067 (2.7) –0.087 (3.51) –0.085 (3.44) –0.081 (3.28)



–0.849 (181.0) –0.882 (82.36) –1.734 (151.7) –2.408 (222.9) –2.591 (189.6) –3.004 (280.8) –3.411 (287.8) –3.786 (289.3) –0.021 (1.31) –0.023 (1.44) –0.013 (0.80) –0.017 (1.09) –0.023 (1.45) –0.034 (2.13) –0.044 (2.71) –0.057 (3.51) –0.064 (3.92) –0.072 (4.47)



cut1 cut2 cut3 N LR chi2 Pseudo R2



–5.020 –2.684 –0.780 141,232 18,311 0.054



–6.103 –3.761 –2.169 310,893 115,505 0.141



–6.126 –3.794 –2.146 717,591 240,500 0.129



Source: UK Labour Force Surveys 2005–2010. Notes: HNC and HND are college-level qualifications approximately equivalent to associate degrees in the United States. Omitted categories – males, higher degree, whites, north-east of England and 2005Q1. Only the time dummies from 2008Q1 to 2010Q2 are shown. The values of the full sets of time dummies are shown in figure 3.4.



99



REACTIONS AND ATTITUDES TO GLOBALIZATION AND JOBS



Figure 3.4 Time dummies by age group in skills regression, 2005–10
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causes better qualified applicants to accept lower-skilled jobs, there are two important consequences. First, the difficulties of unqualified job applicants increase since they find themselves in direct competition with the better qualified. Second, following Kahn’s argument, if young people accept a lower-skilled job initially, there may be long-lasting negative effects on their labour market experience. Combined with our previous work, this result leads us to the conclusion that the Great Recession has particularly affected the young through: (a) higher unemployment rates, (b) higher levels of underemployment and (c) increased willingness to accept lower-quality jobs. In recent work (Bell and Blanchflower, 2011b), we have discussed the issue of the “scarring” effects of youth unemployment. Scarring means that adverse labour market experiences when young lead to further negative market outcomes well into the future. The evidence for such scarring relies largely on cohort studies where youth unemployment is used to identify those at risk of later adverse labour market outcomes. Youth unemployment episodes are used as the marker to identify subsequent scarring. As far as we are
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aware, no research has tested alternatives such as underemployment or suboptimal job matches when young to identify later scarring effects.



3.4 Happiness and attitudes to employment and globalization In this section we examine how attitudes have changed during the financial crisis. It is rather early in the crisis to determine the impact of the recession. One way is to see how individuals’ attitudes have changed and how that varies across countries.3 To do so we make use of micro data at the level of the individual across the EU27 plus Croatia, Iceland, the Former Yugoslav Republic of Macedonia and Turkish Cyprus. These data are taken from two Eurobarometer Surveys conducted for the European Commission, No. 68.1 from September to October 2007 and No. 73.4 conducted in May 2010. Comparable questions are available in both surveys on life satisfaction, employment and expectations for jobs over the following twelve months. In 2010 a special component was also included on the crisis itself and individuals reported on whether they thought the crisis was over and whether they favoured public intervention to create jobs. Finally, we examine evidence on individuals’ views on the impact of globalization, on a number of outcomes including growth, inequality, prices plus its impact on citizens compared to large corporations. What we find is that happiness and well-being has held up reasonably well to this point, but has dipped sharply in several countries including Greece. We further find evidence that the unemployed are especially unhappy and that shows no sign of improving. Over time the unemployed are becoming less optimistic about the employment situation in their country. They are especially likely to report that they expect the crisis to worsen, and unsurprisingly want the government to create jobs. In table 3.5 we report the results of estimating a life satisfaction or happiness equation for both 2007 and 2010 (see Blanchflower and Oswald, 2004, 2011). The responses are ordered and are coded 1–4 as described in the notes to the table. The appropriate estimation procedure here is ordered logit but for ease of exposition we make use of Ordinary Least Squares (OLS). Fortunately results are broadly similar whichever procedure is used. Happiness levels in Portugal, Spain and especially Greece have fallen sharply as well as in Latvia and Lithuania that have also seen big increases in unemployment. This is true both in the mean scores reported at the end of table 3.5 and in the regressions. The coefficient on the Irish dummy declined between 2007 and 2010 although the
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Table 3.5 Happiness and jobs, 2007 and 2010 (OLS)



Age 15–24 Age 25–34 Age 45–54 Age 55–64 Age ≥65 Male ALS 16–19 ALS ≥20 Still studying No FT education Politics 3–4 Politics centre Politics 7–8 Politics right Origin other EU Europe not EU Asia/Africa origin USA/Japan origin Home account Unemployed Retired Austria Bulgaria Croatia Cyprus Czech Republic Denmark East Germany Estonia Finland France Greece Hungary Ireland Italy Latvia Lithuania Luxembourg Macedonia, FYR of Malta Netherlands Poland Portugal Romania Slovak Republic Slovenia Spain Sweden Turkey UK West Germany



Employment satisfaction



2007



2010



2007



2010



0.1327 (6.86) 0.0488 (3.39) –0.0552 (4.00) 0.0034 (0.23) 0.0843 (4.60) –0.0117 (1.39) 0.1244 (10.35) 0.2645 (19.63) 0.2811 (11.79) –0.0264 (0.61) 0.0072 (0.43) 0.0555 (3.56) 0.0822 (4.71) 0.1516 (7.69) –0.0222 (0.83) 0.0190 (0.59) –0.0897 (2.32) 0.1231 (1.10) –0.0264 (1.58) –0.3650 (22.99) –0.0974 (6.57) –0.1609 (5.16) –0.9219 (28.88) –0.1916 (6.10) –0.0043 (0.11) –0.2577 (8.33) 0.4419 (14.17) –0.3028 (8.05) –0.4124 (13.22) 0.1060 (3.42) –0.2428 (7.89) –0.7029 (22.50) –0.7658 (24.59) 0.1626 (5.18) –0.5392 (17.36) –0.6826 (21.79) –0.7067 (22.59) 0.2281 (5.96) –0.5191 (16.53) –0.0288 (0.74) 0.2927 (9.54) –0.3490 (11.08) –0.6679 (20.95) –0.6628 (21.23) –0.3775 (2.17) –0.0729 (2.34) –0.1396 (4.45) 0.2775 (8.94) –0.5089 (15.82) 0.1416 (4.86) –0.0900 (2.90)



0.1803 (9.23) 0.0587 (4.12) –0.0703 (5.10) –0.0216 (1.42) 0.0619 (3.36) –0.0216 (2.56) 0.1110 (9.12) 0.2818 (20.78) 0.2777 (11.79) –0.1753 (3.89) 0.0282 (1.59) 0.1056 (6.52) 0.1439 (8.05) 0.2019 (9.74) –0.0233 (0.96) –0.0788 (2.34) –0.1247 (3.34) 0.1517 (1.32) –0.0620 (3.61) –0.4166 (28.23) –0.1014 (6.78) –0.1386 (4.77) –1.0384 (35.59) –0.3645 (12.39) –0.1694 (4.63) –0.3766 (13.04) 0.3523 (12.18) –0.3999 (10.85) –0.5060 (17.45) 0.0013 (0.05) –0.2602 (9.08) –0.9780 (33.63) –0.8158 (28.19) 0.0230 (0.79) –0.4906 (16.94) –0.6463 (22.30) –0.7812 (26.90) 0.0957 (2.59) –0.6295 (21.78) –0.2566 (6.88) 0.1163 (4.06) –0.3614 (12.38) –0.8385 (28.61) –1.1454 (39.42) –0.3848 (13.36) –0.1762 (6.08) –0.2410 (8.28) 0.1436 (5.05) –0.4883 (16.17) 0.1230 (4.59) –0.1236 (4.30)



–0.0120 (0.68) –0.0064 (0.49) –0.0388 (3.10) –0.0205 (1.49) 0.0175 (1.05) 0.0513 (6.64) 0.0750 (6.85) 0.1729 (14.07) 0.1996 (9.16) –0.0391 (0.96) 0.0633 (4.06) 0.0582 (4.08) 0.1244 (7.83) 0.0993 (5.52) 0.0800 (3.24) 0.0680 (2.31) 0.1019 (2.89) 0.1191 (1.19) –0.0520 (3.41) –0.2408 (16.74) –0.0850 (6.27) 0.2552 (9.01) –0.2403 (8.27) –0.5304 (18.57) 0.2913 (8.28) –0.2296 (8.20) 0.5008 (17.70) –0.1964 (5.73) –0.2584 (9.07) 0.1987 (7.07) –0.3787 (13.57) –0.5140 (18.17) –0.5758 (20.41) –0.7427 (26.15) –0.3258 (11.59) –0.6729 (23.70) –0.3956 (13.82) 0.2067 (5.92) –0.5993 (21.03) 0.0712 (1.93) 0.4157 (14.92) –0.0997 (3.46) –0.5745 (19.93) –0.4785 (16.66) –0.3588 (12.70) –0.1794 (6.33) –0.5107 (17.96) –0.0249 (0.89) –0.4988 (17.10) –0.3489 (13.18) 0.0383 (1.36)



0.0247 (1.47) –0.0138 (1.13) –0.0450 (3.79) –0.0271 (2.08) 0.0274 (1.72) 0.0513 (7.03) 0.0434 (4.10) 0.1180 (10.01) 0.1211 (5.92) 0.0702 (1.73) 0.0719 (4.66) 0.0952 (6.77) 0.1535 (9.90) 0.1319 (7.31) 0.1457 (6.70) –0.0080 (0.27) 0.0652 (2.03) 0.0602 (0.60) –0.0557 (3.73) –0.2191 (17.27) –0.0965 (7.45) 0.4064 (16.35) –0.4921 (19.75) –0.6306 (25.29) 0.1679 (5.29) –0.2882 (11.70) 0.4336 (17.50) –0.0664 (2.11) –0.2982 (12.00) 0.2323 (9.43) –0.2712 (11.06) –0.5331 (21.47) –0.4147 (16.77) –0.6732 (27.17) –0.2038 (8.21) –0.5350 (21.57) –0.4273 (17.17) 0.4972 (15.62) –0.5273 (21.29) 0.2021 (6.15) 0.5284 (21.43) –0.0332 (1.32) –0.4044 (16.16) –0.5923 (23.69) –0.2700 (10.98) –0.3168 (12.76) –0.5672 (22.83) 0.3750 (15.41) –0.1241 (4.76) –0.0737 (3.19) 0.1019 (4.14)



Continued overleaf
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Table 3.5 Continued Life satisfaction 2007 Constant N Adjusted R2



Employment satisfaction 2010



2.9592 29,517 0.2671



2007



3.0531 30,580 0.2911



1.9694 28,939 0.2624



2010 1.8385 29,659 0.2948



Source: Eurobarometers No. 68.1, September–October 2007 and No. 73.4, May 2010. (Regarding country denominations, see endnote 3.) Notes: excluded categories, employed; Belgium; age left school (ALS) 0). As a consequence, the total effect (ß3 + δ1policyct–1) will be smaller (larger resp.) than ß3 if the coefficient of the interaction term is negative (positive resp.), that is δ1 < 0 (δ1 > 0 resp.). We use different policy indicators to capture labour market flexibility and labour support at the country level, since none of these indicators are available at the sectoral level. Labour market flexibility is measured using the employment protection legislation index discussed above (see table 5.4).



EFFECTS OF OFFSHORING ON ECONOMIC INSECURITY
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We capture labour support with three different policy indicators: (i) First, we use the share of a country’s public expenditure on labour market programmes as a percentage of GDP. (ii) Second, we interact offshoring with a country’s short-term net unemployment benefits as a percentage of earnings for benefits paid in the first year of unemployment. (iii) We also use a country’s long-term net unemployment benefits, that is unemployment benefits that are paid after five years of unemployment. The second and third indicators are only available for 2001–07. In general, we expect that more labour support should positively influence the effect of offshoring on the labour share. Thus we hypothesize that the coefficient on the interaction variables will have a positive coefficient sign, that is δ1 > 0. This hypothesis is supported by a study showing at a cross-country level that for the countries providing more labour support – based on an index (using equal weights) composed of spending on labour market programmes and unemployment replacement benefits – offshoring has a less unfavourable or more favourable effect on the labour share of national income (Milberg and Winkler, 2010a).



Regression results across all countries Our regression analysis covers 21 manufacturing sectors (at the two-digit ISIC Rev. 3 level – see Appendix table A5.1 for a sectoral classification) in 15 OECD countries over the period 1991–2008. Unfortunately, many countries did not report information on capital stock (for instance Belgium, Canada, France, Greece, Ireland and Luxembourg), which restricted our country sample to these 15 countries. However, our country sample still includes a variety of labour market regimes, which allows us to detect the differential effect of offshoring on the labour share. In a first step, we examine the effects of offshoring on the labour share using the whole country and sector sample. In a second step, we focus on the effects of offshoring by
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We expect that the effects of offshoring on the labour share will be lower the more protective is a country’s labour market, since firms (and sectors) will be more likely to use offshoring mainly to complement existing, domestic operations. Winkler (2009), for instance, finds that offshoring has negative employment effects in Germany, while Amiti and Wei (2005, 2009) find positive effects for the United Kingdom and the United States. Winkler (2010) attributes these differences to different degrees of labour market flexibility. Firms in more rigid labour markets, such as Germany, do not create new jobs when they expand their offshoring despite efficiency gains. The net result is a decline in employment. Moreover, re-employment rates of laid-off labour tend to be higher in the United States compared to Europe (table 5.6). As a consequence, we expect the interaction term of EPL with offshoring to be negative. That is, the overall effect of offshoring on the labour share is smaller the more protective a country is in terms of hiring and firing regulation.
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country and country grouping following a grouping of five different labour market regimes which develop below. For the summary statistics, see Appendix table A5.2. A scatterplot of the offshoring and the labour share data over the period 1991–2008 for 22 manufacturing sectors in 15 OECD countries gives no clear picture of the relation, but does show some outliers that might lead to biased results (see Appendix figure A5.2).7 The regression results using the fixed effects estimator are reported in table 5.7. All regressions correct for industry fixed effects and year fixed effects, and are robust to heteroscedasticy. Standard errors are clustered at the country-year level. The results for the whole period 1991–2008 are reported in columns (1)–(5). Capital intensity is positively and significantly associated with the labour share, suggesting that labour and capital are complements. Labour productivity does not show the same coefficient sign as capital intensity, but it is negative and statistically significant. At a given wage rate, higher productivity per se lowers the labour share. This suggests that the direct effect of the productivity change is dominating any indirect wage effect suggesting a more complex relation between productivity on the production function (see subsection “Empirical model of the labour share”, above). The variable of most interest, offshoring, has a positive and statistically significant coefficient. This finding is the opposite from what we found in previous research that focused strictly on the United States (see Milberg and Winkler, 2010b). However, given the heterogeneity of labour markets in our sample – what has been termed by others the “varieties of capitalism” – the discrepancy between these results and those of the United States study is not surprising. We use interaction terms to capture the combined effect of offshoring and the particular structure of labour market regulation on the labour share. Specifically, we are interested in the interaction of offshoring with employment protection legislation and public expenditure on labour market programmes. As hypothesized, the positive effect of offshoring on the labour share is significantly reduced the more protective a country is in terms of hiring and firing (column (4)). Surprisingly, more public expenditure on labour market programmes significantly reduces the positive impact of offshoring on the labour share (column (5)). Given these somewhat surprising results, we explored the issue further by splitting the time series into two separate periods, 1991–99 and 2000–08. The results for 1991–99 are shown in columns (6) and (7). In this case, the results from the full period sample estimation are confirmed. Most importantly, interacting offshoring with the variable on labour market programmes still shows a negative effect, and it is even larger for the sub-sample period of 1991–99 than for the full period.



0.09 4,234 15 302 Yes Yes



0.16 2,201 15 302 Yes Yes



–0.1020*** (0.001) 0.1207*** (0.003) 0.0759*** (0.002) 0.0203 (0.774) –0.0262*** (0.002) –0.0312 (0.302)



0.18 1,918 15 261 Yes Yes



–1.1893*** (0.001) –5.0643*** (0.000)



–0.1290*** (0.000) 0.1117** (0.011) 0.0620*** (0.001) –0.0701 (0.348)



0.16 1,570 15 302 Yes Yes



–0.0936** (0.039) 0.1658*** (0.000) 0.0208 (0.556) 0.3280 (0.124) 0.0006 (0.964) –0.0317 (0.328)



(8)



0.19 1,486 15 302 Yes Yes



1.9128* (0.053) –1.3638 (0.631)



–0.1200*** (0.009) 0.1649*** (0.000) –0.0172 (0.499) 0.4158** (0.049)



(9)



p>F= 0.0001



p>F= 0.0000
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0.1 3,665 15 302 Yes Yes



0.11 4,073 15 302 Yes Yes



Source: Own calculations. p*F= 0.5269



p>F= 0.1060



p>F= 0.0366



0.18 1,268 15 302 Yes Yes



0.2366* (0.067) 0.5585* (0.078)



–0.0332 (0.601) 0.2484*** (0.000) –0.1235 (0.173) 0.1023 (0.611)



(10)



–0.0339 (0.601) 0.2508*** (0.000) 0.0039 (0.931) 0.2197 (0.297)



(11)



p>F= 0.1574



0.18 1,268 15 302 Yes Yes



0.09 4,234 15 302 Yes Yes



–0.6950*** (0.006) –2.6858*** (0.005)



–0.0438** (0.014) 0.1096*** (0.000) 0.0620*** (0.000) –0.0059 (0.918)



(7)



R-squared (within) Observations Countries Sectors Fixed year effects Country–year clusters F-test of joint significance: lnOFFt + lnOFFt* policyt–1 = 0



–0.0596*** (0.000) 0.0883*** (0.000) 0.1154*** (0.000) 0.0969* (0.060) –0.0333*** (0.000) –0.0442*** (0.007)



(5)



2000–08



0.0602 (0.422) –0.0599 (0.887)



0.11 4,443 15 302 Yes Yes



–0.0434*** –0.0370** –0.0370** (0.006) (0.016) (0.017) 0.0904*** 0.0978*** 0.0978*** (0.000) (0.000) (0.000) 0.0292*** 0.0292*** (0.000) (0.000) 0.0004 (0.994)



(4)



(6)



(3)



(1)



(2)



1991–99



1991–2008



lnOFFt* URB_LTt–1



URB_STt–1



lnOFFt* URB_STt–1



LMPt–1



lnOFFt* LMPt–1



EPLt–1



lnOFFt* EPLt–1



lnUNDt



lnOFFt



lnkt



lnLPt



Dependent variable: lnLSt



Table 5.7 Offshoring and the labour share, fixed effects estimator
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Columns (8)–(11) show the results for the period 2000–08. The results are different, in three important ways: first, offshoring no longer has an effect on the labour share; second, the interaction with employment protection legislation is no longer significant (column (9)) and third, the interaction with public expenditure on labour market programmes is now significantly positive. While the effect of offshoring is insignificant, there seems to be a joint significance with the interaction variable (column (10)). Finally, we include other variables of labour support, namely short-term and longterm net unemployment benefits as a percentage of earnings, which are only available for 2001–07 (columns (10) and (11)). Short-term net unemployment benefits show a positive and statistically significant effect. Moreover, offshoring and the interaction with short-term unemployment benefits is also positive and statistically significant (column (10)). To sum up, regression analysis for the period 1991–2008 shows that offshoring significantly increases the labour share. The positive effects from offshoring on the labour share are significantly less, however, the more protective a country is in terms of employment protection legislation and the higher a country’s public expenditure on labour market programmes. However, splitting the sample into the periods 1991–99 and 2000–08 shows that the overall results seem to be driven by the first period. Between 2000 and 2008, a country’s public expenditure on labour market programmes increases the effect from offshoring on the labour share. We then added a country’s short-term and long-term net unemployment replacement benefits as a percentage of earnings as alternative measures of labour support. We find that higher short-term net unemployment benefits positively influence the effect of offshoring on the labour share, while such an effect cannot be confirmed for long-term net unemployment benefits.



Regression results by country and by labour market regime Even without the outliers listed in endnote 7, the scatterplot of the offshoring and labour share data (see Appendix figure A5.2) does not give a clear picture for our full sample of 15 OECD countries over the period 1991–2008. We saw above that breaking out our sample into sub-periods gave some important insights about the change over time in the relation between offshoring and economic security (captured by the labour share), especially as mediated through labour market institutions. In this subsection we look more carefully at the country coverage, and especially the varieties of countries contained in the sample according to the taxonomy of labour market regimes discussed in section 5.2 above. We therefore run the labour share regressions by country and then by country groupings.
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Five distinct “models” of labour market regulation emerge, and they follow closely the groupings presented in recent discussions of “varieties of capitalism” (see, for example, Boeri, 2002; Sapir, 2006; and Hancke et al., 2007). We can identify an “Anglo-Saxon model” of low levels of regulation on hiring and firing and low levels of worker support. This group includes Australia, the United Kingdom and the United States. The “Mediterranean model” combines very strict employment legislation and medium levels of worker support. This group includes Portugal and Spain. The “flexicurity model” combines relatively flexible labour markets and high levels of worker support. Besides Denmark, we also include Finland and the Netherlands in this group. The “Rhineland model” combines medium to strict employment protection legislation and medium to high levels of worker support. Here we find Austria, Germany and Sweden.



Table 5.8 Rank of EPL and labour support, 2001, 15 OECD countries Country



EPL Group



Country



URB_ST Group (%)



Country



LMP (%)



Group



USA UK Australia Japan Denmark Italy Finland Rep. of Korea Netherlands Austria Sweden Germany Norway Spain Portugal



0.2 0.7 1.2 1.4 1.5 2.0 2.0 2.0 2.1 2.2 2.2 2.3 2.6 3.1 3.7



UK Australia Rep. of Korea Italy USA Japan Austria Germany Norway Spain Netherlands Finland Portugal Sweden Denmark



49.4 53.0 54.8 55.0 58.8 61.4 63.0 68.5 71.6 73.1 74.9 77.4 78.0 78.6 80.1



Rep. of Korea UK USA Japan Norway Australia Italy Portugal Austria Spain Sweden Finland Netherlands Germany Denmark



0.4 0.6 0.7 0.8 1.2 1.2 1.2 1.6 1.8 2.1 2.7 2.8 3.1 3.2 4.1



Low Low Low Low Low Medium Medium Medium Medium Medium High High High High High



Low Low Low Low Low Medium Medium Medium Medium Medium High High High High High



Low Low Low Low Low Medium Medium Medium Medium Medium High High High High High



Source: Own calculations. Data: OECD Labour Force Statistics and OECD Going for Growth 2010 Database. Note: EPL is employment protection legislation, URB_ST is the short-term net unemployment replacement rate in per cent, LMP is public expenditure for active labour market programmes as a percentage of GDP.



CHAPTER 5



We define labour support as an indexed combination of public expenditure on labour market programmes and the net unemployment replacement benefit level as a share of earnings. Table 5.8 shows the average strictness of employment protection legislation (EPL) and the average levels of labour support, captured by short-term unemployment replacement benefits and public expenditure on labour market programmes, for our sample of 15 OECD countries for 2001, a year in the middle of our time period of interest and the first year for which short-term unemployment replacement rates are available. We group the countries into three categories – low, medium, and high – defining the thresholds as the 33rd and 67th percentiles.
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Japan has always been difficult to categorize in these schemes because although the state supports only low levels of labour market and social protection, the private sector had traditionally supported long-term employment security. Based on our twovariable characterization, we can identify an “East Asian model”, including Japan and the Republic of Korea, which both have greater employment protection than those in the Anglo-Saxon group but have less labour support than most countries. It would seem that the traditional role for the private sector in Japan has given way to a great extent, as seen by the increase in long-term unemployment and involuntary part-time employment in Japan to the levels found in Europe. Table 5.9 gives a summary of our analysis for the sample of 15 OECD countries, which is the groupings of countries according to the combination of labour support and strictness of employment legislation. Italy cannot be classified into the “Mediterranean group” because of its higher labour market flexibility. Norway fits into neither the “flexicurity model”, because of its strict labour market regulations, nor into the “Rhineland group” because of its medium–low labour support. As a result we have left them out of the sample. The results of the country-based regressions are shown in table 5.10. As specified in column (2) of table 5.7, we used the fixed effects estimator. We report the instantaneous effect of offshoring on the labour share unless only the lagged value of offshoring had a significant impact on the sectoral labour share. In these cases, the level of significance is indicated with crosses instead of stars. The results in table 5.10 indicate that offshoring has no clear effect on the labour share at the country level. The results for the whole period 1991–2008 are reported in columns (1) and (2). Offshoring has a significantly positive impact in Australia, Austria, Finland, Germany, Italy, the Netherlands and Norway. Note that these are mostly countries characterized by a medium–high level of labour support (see table 5.8). In contrast, the effect of offshoring is significantly negative in Japan, Spain



Table 5.9 Taxonomy of labour market regimes Model



Anglo-Saxon



Labour support Low Labour flexibility High Countries Australia United Kingdom United States



Mediterranean



Rhineland



Flexicurity



East Asian



Medium Low Portugal Spain



Medium–high Medium–low Austria Germany Sweden



High Medium–high Denmark Finland Netherlands



Low Medium Japan Republic of Korea



Source: Own calculations. Data: OECD Labour Force Statistics and OECD Going for Growth 2010 Database. Note: See footnote of table 5.8 on labour support. Labour flexibility is calculated based on the EPL index (see figure 5.3).
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Table 5.10 Offshoring and the labour share by country, fixed effects estimator Dependent variable: 1991–2008 lnLSt Offshoring p-value (1) (2)



1991–1999



2000-2008



Offshoring p-value (3) (4)



Offshoring p-value (5) (6)



Australia Austria Denmark Finland Germany Italy Japan Republic of Korea Netherlands Norway Portugal Spain Sweden United Kingdom United States



0.1404*** 0.0099 0.0283++ 0.0406 0.1179*** –0.0449* 0.0088 0.0502* 0.0611 0.0139 –0.0595** –0.0653** –0.0009 0.0139 –0.0609



–0.0414 0.3045+++ 0.0363 –0.0989 0.1484++ –0.0435 –0.0868+ –0.0307 0.2340++ 0.0045 –0.0769** –0.0931*** 0.1715* 0.0589 –0.2268+



0.1268*** 0.1246** –0.0021 0.0396+ 0.1255*** 0.0503++ –0.0277+ 0.0139 0.1390*** 0.0803** –0.0269 –0.0331** 0.0436 0.0001 –0.1369**



0.0010 0.0140 0.8490 0.0780 0.0000 0.0170 0.0700 0.3400 0.0080 0.0480 0.1880 0.0420 0.1140 0.9980 0.0140



0.0060 0.5270 0.0480 0.3650 0.0070 0.0680 0.6390 0.0860 0.1860 0.7670 0.0420 0.0310 0.9810 0.7800 0.2050



0.3400 0.0080 0.4560 0.1660 0.0430 0.2550 0.0770 0.1720 0.0120 0.9410 0.0200 0.0000 0.0730 0.4770 0.0950



Note: p* 























des documents recommandant







[image: alt]





154 SOCIALLY MEDIATED SPECIATION 

ditions for reproductive isolationâ€”a possibility recently em- phasized by Schluter (2000, pg. 212) as ''. . . a substantial departure from classical ecological views ...










 


[image: alt]





Topic - Globalization 

Labor has been distributed across the globe, coupled with a ... sovereigntyâ€”the idea that each nation has a right to dictate its own internal affairsâ€”is eroded.










 


[image: alt]





Socially Useless Jobs 

International Social Survey Program, Work Orientations Waves â€“ covering more .... 1974) holds, then we expect that socially useless jobs pay higher wages to ...










 


[image: alt]





Globalization Competencies Content .fr 

Intercultural Management. University Ulm International Summerschool 17.07. 2007 ... another. Culture in this sense is a system of collectively held values.â€�.










 


[image: alt]





The Framework of Globalization 

TS: If you need help about Globalization, you may have a look to: ... 1.2.2. Who Dunnit? The Builders of our Brave New Neoliberal World Order 8 .... people, goods, services, and capital leads to the integration of economies and ..... bestseller list 










 


[image: alt]





Anti-globalization protesters 

critical of the neoliberal globalization of corporate capitalism. What is ... operation in Canadian history and the biggest mass arrest (more than a thousand ...










 


[image: alt]





economics of globalization dbid idj7i 












 


[image: alt]





Towards a Socially Adaptive Virtual Agent 

{mathieu.chollet,catherine.pelachaud}@telecom-paristech.fr, [email protected]. Abstract. This paper presents a socially adaptive virtual agent that can.










 


[image: alt]





Towards a Socially Adaptive Virtual Agent 

A first step in that direction is to build reactive agents that adapt their emotions ..... Extraction of sequences of signals characteristic of attitude changes In order to ...










 


[image: alt]





Making Fiberglas Tanks 

First off, of course, is the fiberglas cloth. ... resin and hardener you will need to lay up the glass cloth .... mix some resin and fill the lightening holes until there is a ...










 


[image: alt]





files/pdfs/sustainable development/sustainable building in the usa fr 












 


[image: alt]





files/pdfs/sustainable development/2013/sustainable building in benelux fr 












 


[image: alt]





Mooney - Sustainable Aviation 

Jul 24, 1982 - cranking power of the ordinary 22 ah aircraft battery, no main- tenance, and ... says it can be donei, further sealing of leakage drag, elevator.










 


[image: alt]





Making a Composite Prop 

Sep 10, 2000 - propeller will not cure completely and may get soft when heated by ... 4) Use a heat insulation plate between hub flange and prop if the flange ...










 


[image: alt]





Making Cantilever Wing Spars 

Jan 26, 1970 - was made of upper and lower. "booms" or ... under the legs to level up the table, but if we were ... to allow for cleaning up the sur- faces with a ...










 


[image: alt]





Making Use of Python 

No part of this publication may be reproduced, stored in a retrieval system or transmitted in any form or by ... Memory Management. 40 ..... You can build on your code from one project to another ... The source code of Python is also object oriented.










 


[image: alt]





Making Things See .fr 

Jan 4, 2012 - At its core, this book is for anyone who wants to learn more about building ..... code samples, organize your favorites, download chapters, bookmark key sec- tions, create notes, print out pages, and benefit from tons of other time-savi










 


[image: alt]





Tracking Consumer Decision Making 

More specifically, the purpose of the reported study is to de- velop an understanding .... a sample caseâ€”the relationship between word-of- mouth and intention.










 


[image: alt]





Globalization, economic policy and employment 

from ILO Publications, International Labour Office, CH-1211 Geneva 22, Switzerland. ... The findings of this report suggest that the dominant economic policy regime will ... 10. 2.4 Economic growth: implications on employment, poverty and gender. ...










 


[image: alt]





A New Deal for Globalization 

May 9, 2007 - according to similar studies, $500 billion a year in additional income in the United States. .... focus on the main U.S. government program for addressing the ... do not pay only income taxes; they also pay the FICA (Federal.










 


[image: alt]





A New Deal for Globalization 

May 9, 2007 - 3.4 percent of the labor force in 2005, meaning that more than 96 percent of U.S. ..... amÃ©ricains sont tirÃ©s vers le bas et que les dÃ©localisations ...










 


[image: alt]





Making Metal? - Savvy Aviation 

Grumman Tiger FAA STC SA01658NY. Pitts S2B, S2C FAA STC SA00485DE. FAA STC SA02386CH. FAA STC SA09565AC. FAA STC SA0438WI www.eaa.org ...Missing:










 


[image: alt]





Die Making Accessories .fr 

pointed, top blade holder with reverse teeth length 150 mm unit: 100 pcs. Ref. .... Headâˆ… Height. G5.50.010. Steel. 5,0. 5,0. 20,0. G5.55.015. Delrin Standard. 8,0.










 


[image: alt]





Making IOT useful 

... d'oxygÃ©nation (SPO2). Haut-parleur. Microphone. AccÃ©lÃ©romÃ¨tre/Gyroscope. 3 axes. SystÃ¨me de traitement de donnÃ©es intelligent et autonome. GSM/GPS.










 














×
Report making globalization socially sustainable





Your name




Email




Reason
-Select Reason-
Pornographic
Defamatory
Illegal/Unlawful
Spam
Other Terms Of Service Violation
File a copyright complaint





Description















Close
Save changes















×
Signe






Email




Mot de passe







 Se souvenir de moi

Vous avez oublié votre mot de passe?




Signe




 Connexion avec Facebook












 

Information

	A propos de nous
	Règles de confidentialité
	TERMES ET CONDITIONS
	AIDE
	DROIT D'AUTEUR
	CONTACT
	Cookie Policy





Droit d'auteur © 2024 P.PDFHALL.COM. Tous droits réservés.








MON COMPTE



	
Ajouter le document

	
de gestion des documents

	
Ajouter le document

	
Signe









BULLETIN



















Follow us

	

Facebook


	

Twitter



















Our partners will collect data and use cookies for ad personalization and measurement. Learn how we and our ad partner Google, collect and use data. Agree & Close



