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skilled service jobs is discussed with caution as part of this new form of international 
integration.  

3.2 Outsourcing, FDI, and eastern enlargement 
The literature on the impact of international outsourcing on employment and wages in 
the manufacturing sector reports qualitatively similar effects to those observed for 
aggregate trade, but the effects are much stronger and clearer, particularly regarding 
the skill composition of labor market outcomes. Outsourcing literature focuses on the 
effect of imported intermediate goods22. It is mostly found that imported inputs 
increase the demand for skilled labor and, consequently, reduces the relative wages 
and employment of low-skilled labor23. 

Feenstra and Hanson (1999) estimate that outsourcing explains 15% of the increase in 
the relative wage of US non-production workers, whereas use of computers explains  
35% of skill premium24. They also find a modest increase in the wage of the 
production workers. Their work is also a response to the promoters of skilled biased 
technological change as opposed to import competition as the prime cause of the 
increased skill premium. 

Pointing at the productivity effects of outsourcing, Barry and Walsh (2005) argue that 
outsourcing represents an upward step on the value-added ladder, with the overall 
welfare effects depending on the extent of labor market flexibility. The authors show 
the case in Bhagwati et al. (2004) about the loss of less-skilled hardware jobs vs. 
gains in high-skill software jobs in the US as an example.   

Regarding the effect of international sourcing of business services, there is little 
evidence for a detrimental impact on sectoral employment until now, probably due to 
the smaller magnitudes of the trade flows involved and the generally more buoyant 
employment performance of this sector (OECD, 2005). 

As with trade, the outsourcing debate also started out in the US due to the earlier 
effects of NAFTA, and recently attracted increased amount of research in Europe, 
particularly in response to Eastern enlargement. There is increased evidence of 
negative effects of international outsourcing, particularly towards low wage countries, 
on the relative employment and wages of the less skilled workers in Europe (e.g. 
Hijzen 2003, Hijzen et al. 2004, Anderton and Brenton 1999 for the UK, and 

                                                 
22 In the literature there is a discussion on the appropriate measure of outsourcing. Total intermediate 
imports of an industry based on trade statistics are seen as too broad, since they may also include parts 
and components, which may be used by other industries or final consumers (see Egger et al., 2001 for a 
review). Therefore many studies, such as Feenstra and Hanson (1999) combine trade data with input-
output tables. But again there is a distinction between a broad vs. narrow definition: Feenstra and 
Hanson (1999) argues that the total sum of imported intermediate goods in each industry may be too 
broad since they may also include complementary imports (e.g. energy) that could never have been 
produced by the sector. So the appropriate narrow measure is suggested to be the part that could be 
produced within the respective domestic industry. 
23 Due to data limitations mostly non-production workers are used to represent skilled labor, and 
production workers for unskilled labor, and it is argued that the wages for these categories are highly 
correlated with skill categories.   
24 They use a revised version of the mandated wage model. 


