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1 Introduction 
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. The emphasis will be on the 
developed countries, and in particular the old member states of the EU and 
specifically Austria. Since the adjustments in income distribution work through 
effects on wages as well as employment, the literature on both effects will be 
reviewed.  

The review of the literature focuses on two aspects of globalization: international 
trade and foreign direct investment (FDI). International outsourcing effects will also 
be reviewed in this context. Since international labor mobility is much more limited 
than the mobility of both goods/services and capital, the immigration aspect of 
globalization is not covered in this review. Nevertheless this is not to say that the 
effects or the debate itself are not relevant, however this should be the topic of another 
study.  

The volume of world trade has grown 16 fold over the second half of the twentieth 
century, annual outflows of FDI were 25 times higher at the end of the 1990s than in 
1950 (OECD, 2005). In particular since 1970, in many OECD countries trade volume 
as a ratio to GDP has more than doubled. Technological progress, which facilitates 
fragmentation of production, and liberalization of capital flows have added a new 
dimension to the degree of globalization by increasing the amount of off-shoring (to 
affiliates in foreign countries) or international outsourcing (to a foreign non-affiliate 
firm) of certain fragments of production. There is an expanding anxiety that 
globalization leads to job losses and downward pressure on wages in the developed 
high-wage countries. The outsourcing of white-collar jobs in information technology 
sector has also recently made it clear that the effects will not only be limited to 
manufacturing industry. The integration of the Central and Eastern European 
Countries (CEECs) to the European economic area has intensified the debate 
especially in the old Europe, particularly in the more integrated countries like 
Germany and Austria. Furthermore integration of even lower wage countries like 
India and China with large populations is creating additional considerations via 
further widening of the international differences in labor costs.  

The distribution and labor market effects of globalization and popular discontent have 
attracted a wide variety of research as well as the attention of the international 
institutions like the IMF, World Bank, UN, European Commission, OECD, and ILO. 
The Employment Outlook of OECD in 2005 focused on trade adjustment costs in the 
labor markets. ILO has established the World Commission on the Social Dimension 
of Globalization (2004) and published the report on “A fair globalization: Creating 
opportunities for all”. 

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 


