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Abstract 
This study reviews the literature on the effects of globalization on labor market 
outcomes and income distribution between labor and capital and within labor –across 
sectors and between high-skilled and less-skilled labor- in the developed countries, 
and in particular the old member states of the EU and specifically Austria. Two 
aspects of globalization are analyzed: international trade and foreign direct investment 
(FDI). International outsourcing effects will also be reviewed in this context.  The 
concerns regarding the links between globalization and labor market outcomes have 
been analyzed within three broad lines of approaches: 

 1. Trade theory, 2. Labor economics, 3 Political economy. 

Overall in the empirical literature about Europe as well as the US, there is some 
evidence that trade leads to job and income losses for workers in import competing 
industries and in particular for the less skilled labor either through direct effects or 
trade induced technology effects. Another important finding in the literature is that the 
negative trade effect stems from not only inter-industry trade with low wage countries 
but also intra-industry-trade with developed countries. But research results point at 
significant heterogeneity in that respect, and show that the composition and origin of 
imports do matter.   

Finally, if trade or capital mobility affects the elasticity of labor demand and the 
bargaining power of labor, this then not only leads to a shift in the labor demand or 
wage bargaining curve, but also changes the responsiveness of employment to 
production and wages, and wages to productivity and unemployment. Many studies 
conclude that the effects of openness on labor market outcomes are beyond what the 
volumes indicate, and are related to a general shift in the terms of bargaining and 
labor demand in an era of intense competition and high capital mobility.  Thus it is 
not openness per se, but the conditions under which it takes place –i.e. the shift of 
balance of power relations implied by openness- is what may be hurting labor. Then 
the policy debate must also focus in this area. 

In Austria the empirical findings on the labor market effects of globalization can be 
summarized as follows: Regarding the effects of trade on total employment either no 
or small impact of imports are found (Aiginger et al., 1996; Winter-Ebmer and 
Zimmermann, 1998; Hofer and Huber 2003); but a negative effect exists for  blue-
collar workers, the elderly, and low income workers (Aiginger et al.; Hofer and 
Huber),  or in low wage industries and in industries with a higher share of foreign 
workers (Winter-Ebmer and Zimmermann). There is a minor or insignificant impact 
of exports on employment (Aiginger et al.; Winter-Ebmer and Zimmermann, Hofer 
and Huber). Regarding wages there is evidence of a negative effect of imports and a 
small positive effect of exports (from and to the East) based on individual data 
(Aiginger et al. 1996), There is no effect on white collar wages, but a positive export 
and negative import effect on blue-collar wages (Hofer and Huber). Outsourcing to 
the CEECs lead to an increase in the relative employment and wages of high-skilled 
to low-skilled labor (Egger and Egger 2003; Egger et al. 2001), but there is also a 
controversial finding showing a negative effect of total outsourcing on relative 
employment and wages of the skilled, which also indicates that Austria is a human 
capital scarce country (Lorentowicz et al. 2005; Marin, 2004). There is some evidence 
that the CEE affiliates of multinational firms in Austria are complementary to 
Austrian firms with no adverse effects of affiliate wages on parent company’s 
employment (Marin 2004); but Bellak and Altzinger (2001) find a negative effect of 


