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Labor Market Effects of International 
Trade and Globalization

Mariola Pytliková

CERGE-EI,

VŠB-Technical University Ostrava, CReAM, IZA, CCP and CELSI

Info about lectures: http://home.cerge-ei.cz/pytlikova/LaborSpring19/

Office hours: by appointment

Contact:
Email: Mariola.Pytlikova@cerge-ei.cz
Mobile: 739211312

https://sites.google.com/site/pytlikovaweb/

Study Materials and Reading List
• Slides of the lectures 

All materials provided on: http://home.cerge-ei.cz/pytlikova/LaborSpring19/

Compulsory Readings:
• Cahuc, Carcillo and Zylberberg: Labor Economics, Chapter 11, Globalization, 

employment and inequality

Other Relevant Literature:
• Ehrenberg and Smith: Modern Labor Economics, Chapter 16, the Labor Market Effects of 

International Trade and Production Sharing 

• Dutt P., Mitra, D. and P. Ranjan (2009): "International trade and unemployment: Theory
and cross-national evidence" Journal of International Economics, 2009, vol. 78, is.1, pp 
32-44. 

• Felbermayr,G. Prat, J.and HJ Schmerer (2011): "Trade and unemployment: What do the
data say" European Economic Review 55 (6), pp. 741-758.

• Hummels, D., Munch J.R. and Ch. Xiang (2016): Offshoring and Labor Markets. IZA DP 
No 9741.

• Eriksson, T., Pytlikova, M and F. Warzynski (2013): "Increased Sorting and Wage
Inequality in the Czech Republic: New Evidence Using Linked Employer-Employee
Dataset." Economics of Transition, Vol. 21, Issue 2, pp. 357-380. 
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OUTLINE

• Trends in globalization and labor market outcomes

• Trade a theory refresher 
• Trade between Individuals and the Principle of Comparative Advantage

• The Incentives for Trade across Different Countries

• Trade theories and prediction on labor market outcomes

• The effects of globalization on labor outcomes -
Empirical evidence
• On macro level – methodology and evidence

• On micro level – methodology and evidence

4

Globalization has made it increasingly unclear what “domestic” output is, and this 
is due to the geographic dispersion of the various steps in the production 
process – “production sharing”/ “offshoring”

 We now experience increased movements of components, services, and final 
goods across international borders, increased trade of both imports and 
exports.

Domestic workers face increased competition from a huge number of lower-paid 
foreigners.

• “Production sharing” means work is being outsourced or “offshored” to other 
(low-wage) countries (example of American laptop – designed in the US, use 
a microprocessor produced in Maleysia or Cost Rica, keybord manufactured 
in Korea, all assembled in Taiwan and be supported by a telephone help in 
India)

Domestic workers – or at least a large segment of them (mostly low skilled) – are 
being made worse off by a more integrated world economy (or ARE THEY??)

Globalisation and Labor Market Effects
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 Through globalization, the volume of trade between the industrialized
countries and the emerging economies has risen in terms of both
exports and imports.

 The gap in the cost of low-skilled manpower between the rich and the
poor countries suggests that the latter have an advantage in the export
of goods produced by this type of labor.

Some trends – the rise in the volume of trade

6

Some trends – the rise in the volume of trade –
evolution of trade (of goods) between 
industrialized and developing countries
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 Previous figure shows that on average rates have grown considerably since
1970, in particular for EU countries (mostly due to a strong integration with other
EU members), but also US and Japan experienced an increase from 10% to
30% in 2008.

 At the same time, the shares of exports from the largest economies have shrunk,
reflecting the development of trade in other parts of the world, in particular from
Asia.

 For instance, the value of exports from the EU and the US represented 24% and 28% of
total exports worldwide in 1958 but only 16% and 12% in 2016 (Eurostat). The huge
expansion of trade in China has no equivalent among the other developing countries.

Some trends – the rise in the volume of trade

Some trends – the rise in 
the volume of trade –
exports and imports 
evolution in the OECD 
countries 1980‐2008 
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• Previous figure shows that most of the increases of imports
stemmed from the development of trade between advanced
economies.

• However, the extent of economic integration was much stronger in
the non-EU countries

• Nearly, all the increase in goods’ imports and exports in Australia,
New Zealand, Korea and Japan over this period can be attributed to
a rise in trade with developing countries

• Exports appear to have evolved primarily towards the most advanced
countries, except Korea and Japan where trade is particularly
integrated with other Asian countries

• As a result China has gained a substantial share of imports into the
EU and the US.

Some trends – the rise in the volume of trade
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Some trends – the rise in the volume of trade
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• In developing countries, large pools of unskilled labor exist

• The differences between the cost per hour of blue-collar worker in 
developing countries and those in developed countries are considerable, 
see the next table comparing industry in the US with that of certain 
developing countries in 1997 and 2011. 

• Since workers in poor countries usually consume products locally 
produced, the differences in purchasing power are less than the 
differences in cost.

• Even if the developing countries have a technological lag, the size of the 
cost difference for low-skilled labor gives them an advantage in the 
production of goods requiring this type of labor.

Some trends – International differences in the cost 
of labor in manufacturing industry

12

Some trends – International differences in the cost of 
labor in manufacturing industry
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• Did the large increase in trade affected labor market
outcomes such as wages, unemployment or the rising
inequality?

• More opened countries seem to feature higher unemployment rates.

• The correlation between unemployment and openness is difficult to interpret 
since trade can be influenced by unemployment (trade policies can become 
more restrictive) as much as unemployment can be influenced by trade

• In a same way, the development of wage inequalities could influence trade 
policies as much as trade could affect policies wage inequalities

Some trends – trade and labor market outcomes

14

Some trends – trade and labor market outcomes
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Some trends – trade and labor market outcomes
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• The correlation between unemployment and openness is difficult to
interpret since trade can be influenced by unemployment (trade policies
can become more restrictive) as much as unemployment can be influenced
by trade

• Further, many other macroeconomic changes could be correlated with both
employment/unemployment and trade, such as financial markers and the
development in new technologies.

• In a same way, the development of wage inequalities (possibly due to other
factors such as technological change/education) could influence trade
policies as much as trade could affect policies wage inequalities.

• To establish a causal link between changes in trade and labor market
outcomes, we need both theory, and then data & sound empirical strategy
to disentangle the facts and make sure we can identify a causal
relationship between the variables.

Some trends – trade and labor market outcomes
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Why Does Trade Take Place? A refresher 

 The first step in the make-or-buy decision is for each party to perform an
internal comparison: individuals must consider their own opportunity costs of
producing the good or service in question.

 Economists agree that comparative advantage is the basis of trade between
two or more individuals/countries. The principle of comparative advantage
underlies all decisions about trade with others.

• Individuals have the incentive to specialize in the production of goods or
services, in which they have comparative advantage, and buy from
others the goods or services they would find more expensive to produce
themselves.

Benefits from free trade – trade theories, a refresher

• Ricardo: gains from specialisation on comparative advantage
comparative vs. absolute advantage
• E.g. Ricardo (1817), example of UK and Portugal – In PT possible to

produce wine and cloths) with less labor costs than in UK. However the
relative costs of producing those two goods are different in the two
countries. In England it is very hard to produce wine, and only moderately
difficult to produce cloth. Therefore while it is cheaper to produce cloth in
Portugal than England, it is cheaper still for Portugal to produce excess
wine, and trade that for English cloth.

• Heckscher-Ohlin

• gains from specialisation on goods, which intensively use abundant
factors in production

• E.g. Countries export commodities produced through the intensive use of
factors, which they possess in abundance. Labor abundant countries
export labor-intensive commodities and import capital-intensive
commodities
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Benefits from free trade – trade theories, a refresher

• Stolper and Samuelson theorem, 1947, trade liberalization -> a rise in the
relative price of a good will lead to a rise in the return to that factor, which
is used most intensively in the production of the good, and conversely, to a
fall in the return to the other factor.

• Impacts on labor market outcomes

• The theorem predicts that, when developed economies engage in trade 
with emerging/developing countries, the unskilled workers of developed 
economies are expected to lose in terms of wages, while owners of 
capitals are expected to gain. 

• And conversely, it predicts that the wages of the unskilled workers should 
decline in developed countries and rise in poor countries as a 
consequence of trade

• For the model, see Cahuc et al, Labor Economics, ch11, section 1.2

Benefits from free trade – trade theories, a refresher
• Firms, Selection and Trade

• New Trade Theory (e.g. Krugman, 1985): gains from exploiting economies of 
scale, increasing product differentiation and higher competition

• Reaction to an evidence that trade happens mostly within industries.

Paul Krugman – 2008 Nobel Prize winner in economics

- explanation of trade between similar countries (JIE 1979)

- Krugman assumes that consumers prefer a diverse choice of
brands, and that production favors economies of scale.

-Consumers' preference for diversity explains the survival of different
versions of cars like Volvo and BMW. But because of economies of
scale (and saving cost by producing at a larger and more efficient
scale), it is not profitable to spread the production of Volvo and BMW
all over the world; instead, it is concentrated in a few factories and
therefore in a few countries (or maybe just one).

-This logic explains how each country may specialize in producing a
few brands of any given type of product, instead of specializing in
different types of products.

-In Krugman’s “love for variety” model, all firms are identical. However, in reality, exporting firms are 
bigger, more productive and pay higher wages than non-exporting firms.

-Melitz (2003) incorporates this heterogeneity and highlights the selection effect, for a model see 
Cahuc et al. Labor Economics, Ch11, section  1.3.
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• The Stolper and Samuelson theorem predicts that, when developed
economies engage in trade with emerging or developing economies, the
unskilled workers of developed economies are expected to lose, while
owners of capitals are expected to gain

• The Stolper-Samuelson model does not fit the evidence very well. Empirical
studies tell us that at the macro level, more trade is associated with less
unemployment, not more, at least in the long run

• Moreover, the impact of trade on wage inequality is modest at best, and it
happens across plants and firms within sectors, and in both developed and
developing countries. This is consistent with the fact that trade is mostly
intra-industry and driven by product differentiation (Krugman, 1980; Melitz,
2003), inducing reallocation of factors between firms within a sector.

Effects of Trade on labor market outcomes –
EMPIRICS – Macro level

MACRO LEVEL

• The basic regression used

Effects of Trade on labor market outcomes –
EMPIRICS –methodology
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Effects of Trade on labor market outcomes –
EMPIRICS –methodology

Effects of Trade on labor market outcomes –
EMPIRICS

Estimates of Employment Effects

• It is difficult to isolate the effects of trade on employment levels because there are many
other factors (immigration, technology, personal incomes, and consumer preferences) that
affect labor supply and demand.

• The labor market structures seem to play a role - In countries with relatively flexible wages
& decentralized labor markets, such as the US, the UK, the decline in relative demand for
less-skilled labor has translated into lower relative wages for these workers. In contrast, in
countries with relatively rigid wages set in centralized labor markets, such as France,
Germany, and Italy, it has meant lower relative employment of less skilled.

• about 70 percent of the overall shift in U.S. labor demand in manufacturing was a change
in skill demands within industries, not across industries from less skill-intensive to more
skill-intensive.

• income gaps have widened in a number of developing countries as well & labor demand in
developing countries has also shifted toward workers with high skill levels relative to the
average. For example, research reveals that trade liberalization in Mexico in the mid-to-late
1980s led to increased relative wages of high-skilled workers. We might have expected
trade liberalization to boost the demand for unskilled labor & raise unskilled wages, but in
fact the opposite has happened in some developing countries.
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Effects of Trade on labor market outcomes –
EMPIRICS

Estimates of Employment Effects

• Several studies on the effect of opening up to international trade on 
employment/unemployment

• A study by Trefler, (AER 2004) estimated the effect of the Canadian-US Free 
Trade Agreement leading to employment fell by 12% in those Canadian 
industries most affected by the tariffs reduction on imports from the United 
States, but the overall employment rate in Canada was the same in 2002 as it 
was in 1988.

• Felbemayr et al. (2011) find that trade liberalization lowers unemployment and 
raises real wage as long as it improves aggregate productivity due to the 
selection effect.

• Helpman and Itskhoki (2012) show that the relationship between trade and 
unemployment can be hump shaped – if the labor market of exporting sector is 
“rigid”, unemployment higher than in the non-exporting sector

• Findings from Denmark, the decline in textile industry (Nielsen, NW)

Empirical application, example Dutt et al, JIE2009

• Dutt et al., 2009, obtain a negative and significant effect of openness to 
international trade on unemployment rates

• In addition to tariffs, the authors use 2 alternative measures to trade: 
openness and import duties

• In their first estimation, the unemployment rate is regressed on an 
indicator of trade and then control variables are added to the basic 
regression
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Empirics, example Dutt et al, 2009

Empirical specification

If the Stolper-Samuelson theorem is verified, then trade restriction should 
increase unemployment in high-capita-per head countries
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Empirical specification, example Dutt et al, 2009

Empirical specification, example Dutt et al, 2009
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Empirical specifications, drawbacks of cross-
sections

Empirical specifications, advantages and drawbacks of panel data 
analysis
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Empirical specifications, advantages and drawbacks of panel data 
analysis

Empirical specifications, advantages and drawbacks of panel data 
analysis
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Empirical specifications, advantages and drawbacks of panel data 
analysis

Empirical specifications, advantages and drawbacks of panel data 
analysis
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Empirical specifications, advantages and drawbacks of panel data 
analysis

Empirical specifications, trade and productivity
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Empirical specifications, trade and productivity

Empirical specifications, trade and wage inequality
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Empirical specifications, trade and wage inequality

Empirical specifications, trade and wage inequality
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Empirical specifications, trade and inequality, micro-data

Empirical specifications, trade and inequality, micro-data
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Empirical specifications, trade and inequality, micro-data

Empirical evidence, trade on wages, micro data
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Empirical evidence, trade on wages, micro data

Empirical evidence, effect of trade on wages 
Effect of Trade on Wages using matched employer-employee data:

• Jens Suedekum: Adjusting to Globalization-evidence from Worker-
Establishment Matches in Germany

• use the Sample of Integrated Labour Market Biographies (SIAB) from the 
German Institute for Employment Research (IAB) –a random 2% with 2.4m mil 
workers

• construct a balanced 11-year panel for each of workers between 22 and 54 
years old in manufacturing sector,

• Focus on annual earnings relative to worker’s earnings in base year (1990, 
2000)

• All individual and firm controls..

• Trade data UN commodity trade statistics database (COMTRADE) at 3 digit 
industry NACE level to create import and export exposure
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Empirical evidence, trade on wages, micro data

Effect of Trade on Wages:

• Suedekum, J. et al 2016 Findings: 

• Rising import penetration reduces cumulative earnings over ten years 
by about 1,8 %, while rising exports lead to an increase by about 2,2,%. 

• Import penetration induces workers to leave the exposed industries.
Intra‐industry mobility to other firms or regions are less common
adjustments. This induced industry mobility mitigates the adverse
impacts of import shocks in the workers' subsequent careers, but their
cumulated earnings over a longer time horizon are still negatively
affected.

• They find much less evidence for sorting into export‐oriented industries,
but the earnings gains mostly arise within job spells.

• Further, German workers in export exposed industries realize gains by
switching employers (within industries)

Empirical evidence, trade on wages, micro data
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Empirical evidence, trade on wages, micro data

Empirical evidence, trade on wages, micro data
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Empirical evidence, trade on wages, micro data

Empirical evidence, trade on wages, micro data
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Empirical evidence, trade on wages, micro data

NEXT LECTURE on Thursday 14.3.2019: EFFICIENCY 
WAGES  - TO BE GIVEN BY DANIEL

REMEMBER – THE NEXT TUESDAY 19.3. 2019 is THE 

DEADLINE FOR DRAFT ASSIGNMENTS AND A 

“PREPARATION DAY” – NO LECTURE!! PLEASE SPEND 

THE TIME FOR PREPARING YOUR PRESENATION AND 

COMMENTS TO YOUR FELLOW STUDENTS’ 

ASSIGNMENT (which you will receive the same day)

MINI CONFERENCE THURSDAY 21.3.2019, 11.20-14.00 

All INFO on our website


