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3.1.2 Europe and other OECD countries  
The research results for other OECD countries point at similar directions, but the 
debate focuses on possible differences in the adjustment at the quantity (employment) 
vs. price (wage) side of the labor market.  Krugman (1995) based on a computational 
general equilibrium model argues that the shift of labor demand away from less 
skilled workers has been primarily reflected in falling relative wages in the United 
States and falling relative employment in Continental European countries. He argues 
that this difference is due to greater wage rigidity in the European countries. Freeman 
and Revenga (1999) for a panel of 18 OECD countries and detailed manufacturing 
industries for the period of 1978-1992 finds a significant negative effect of the change 
of import penetration on the change in both employment and wages, with bigger 
estimated impacts in Canada/United States than in European countries. 

Regarding the employment effects most of the studies find a negative effect of 
increasing import competition on employment in manufacturing industries, but the 
estimated elasticities tend to be quite small and vary considerably across studies, 
depending on methodology (OECD, 2005; Dewatripont et al., 1999). One of  the 
largest employment impacts of trade in the literature are found by Wood (1994), who 
argues that around 20% of the decline in the demand for the unskilled relative to 
skilled workers in the developed countries during 1960-90 is attributable to trade, and 
most of it has taken place in the 1980s. Contrarily, Kucera and Milberg (2002) show 
that net job losses from North-South trade results from export declines to the less 
developed countries, especially during the debt crisis of the 1980s, rather than from an 
increase in import penetration14.   

Greenaway et al. (1999a) find that both export and import intensity of the economy 
cause reductions in employment in the UK15, but the source of the negative effect of 
import penetration is the imports from US and EU, and not East Asia and Japan. They 
conclude that the direct effects of trade are limited but the effects through trade 
induced productivity changes (defensive innovation) are strong, and particularly 
significant for competition among similar countries. These results are contrary to 
those of Wood (1994). Greenaway et al. argue that this may be the case because 
imports from Asia are in industries, which have already declined in the UK. 
Greenaway et al. (1999b) find a negative effect of both export and import intensity on 
wages, which they interpret as labor disciplining effects. These results are consistent 
with those of Konings and Vandenbussche (1995) for manufacturing industry wages 
in the UK.16 As with employment, negative effects of trade with EU are more 
pronounced17. The authors conclude that the expected positive effects of modern 
intra-industry trade theory are not realized. But they do not distinguish among sectors 

                                                 
14 The study is based on factor content analysis for 10 OECD countries during 1978-1995. 
15 Based on reduced form regression results, they find that for a panel of manufacturing industry, 
import penetration explains in the short-run 5.8% and in the longer-run 6.4% of the total decline in 
employment of 24.8% over the period of 1981-91.   
16 However the negative effect in Konings and Vandenbussche (1995) are limited to manufacturing, 
and they find a positive effect for the full sample of sectors. Their study is based on a firm level panel 
data.   
17 The timing of the effect is also different across countries: imports from the EU and the US have the 
largest effect contemporaneously, whereas the impact of imports from Japan and East Asia is 
comparatively slower and lower.  


