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Executive Summary 
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.  

Based on Heckscher-Ohlin and Stolper-Samuelson theorems, traditional trade theory 
indicates that in a capital and skilled labor abundant developed country the wages and 
employment of unskilled labor or certain groups of labor specialized in import-
competing industries may fall in spite of aggregate welfare gains. Although the 
original Stolper-Samuelson model focuses on trade-induced redistribution from labor 
to capital, the trade theoretical debate in the recent decades has shifted towards within 
labor distributional impacts. Regarding the existence of an inevitable loser of 
openness in the traditional trade models, the new trade theory argues that the losses 
might be avoided due to significant additional efficiency gains of trade with 
increasing returns to scale, technology spillovers, increased competition, and product 
variation (Helpman and Krugman, 1985). 

Labor economics approaches based on factor content analysis evaluate the effects of 
trade with regards to shifting labor demand in response to exports, which is a source 
of demand, and imports, which is a reduction in demand (e.g. Katz and Murphy, 
1992; Borjas et al, 1992; Wood, 1994). Thus exports increase employment, whereas 
imports decrease. Moreover from a microeconomic and institutional perspective trade 
not only shifts the demand schedules, but also affects the bargaining process i) via 
decreased rents due to higher international competition, ii) via trade induced 
technological change, which creates negative efficiency and labor disciplining effects 
(e.g. Greenaway et al., 1999a&b). The decline in unionization in the recent decades 
also intermingles with the trade effects and the increase in inequality (e.g. Freeman, 
1998). 

The political economy literature starts out with a similar argument to institutional 
labor economics approaches, but additionally emphasizes that the particular 
interaction of neoliberal policies and globalization in this era leads to a deterioration 
in the bargaining power of labor in both developing and developed countries (e.g. 
Rodrik 1997, Crotty et al. 1998, Epstein 2000). This literature points at on the one 
hand increased competitive pressures on firms due to trade openness, which make 
employers less accommodative and more aggressive during the bargaining process, 
and on the other hand the threat effects associated with international trade, 
outsourcing, and investment flows due to the asymmetry between the fall back 
options of capital vs. labor. These negative bargaining effects intermingle with the 
demand side factors created by tight fiscal and monetary policies as well as the 
decline in aggregate wage income, which leads to a vicious circle of aggregate 
demand deficiency and low employment. 

In the empirical literature, there is some evidence that trade - inter-industry trade with 
low wage countries as well as intra-industry-trade with developed countries- lead to 


