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in high wage countries, since the Swedish firms elsewhere in Europe have moved out 
of other low wage alternative locations of production and relocated in the CEECs.28 
For the case of US, Riker and Brainard (1997) also find that there is substitution 
between labor at home and abroad, however the substitution is greater between 
affiliates in countries of similar development levels. 

Another group of studies on the effects of eastern enlargement of the EU present 
simulations based on macro models. Breuss (2001) finds that the outcome is a “win-
win” situation for both the old and the new member states (NMS)29. Regarding the 
labor market outcomes, trade effects increase employment, but migration leads to a 
shift from wages to profits. Heijdra et al. (2002) find small employment effects from 
trade, a minor increase in skilled wages, and a slightly wider wage spread for 
Germany30. The labor market effects from migration are in the same direction, but 
more pronounced.   

3.3 Labor’s share and globalization: political economy 
Regarding the changes in labor’s share, a first striking feature is the sharp decline in 
labor share (labor compensation as a ratio to GDP) in many OECD countries since the 
mid-1970s and early 1980s (Diwan, 2001; Epstein, 2000). This marks a reversal after 
a period of rise in the 1960s and 1970s. In the United States, the aggregate trend is 
still small with labor’s share declining by several percentage points in GDP (Harrison, 
2002), but the decline in the manufacturing sector is much more dramatic (Epstein, 
2000).31 In Europe, labor’s share of aggregate income has declined as much as ten 
percentage points of GDP, whereas Canada, Japan, and Switzerland steadily increased 
their labor shares over more than thirty years (Harrison, 2002).32  

Pointing at another dimension of functional income distribution, Epstein and Power 
(2003) present estimates of the rentier share of national income for OECD countries 
for the years between 1960 and 2000. For most countries, the rentier share of income 
significantly increased during the last several decades, starting in the early 1980s. 
However this has not had a negative effect on the income share of non-financial 
corporate sector in the rich countries. Thus the authors conclude that financial 
liberalization has been associated with the increased power of an international rentier 
class, whose interests are aligned with those of non-financial corporations. 

                                                 
28 However, Barry (2004) suggest that the results can be more optimistic than that according to some 
case studies for the traditional sectors of the lower-wage old member states, like Motor Vehicles in 
Spain, textiles, clothing and footwear in Portugal and Greece and ICT in Ireland. 
29 He estimates the enlargement effects for 13 EU countries as well as CEECs and other OECD 
countries using a world macro model. He simulates the effects of abolition of tariffs and trade costs, 
Single Market effects, FDI and labor flows, and costs of enlargement due to transfers to the CEEC, and 
30 They analyze the gains and fiscal costs of Eastern enlargement of the EU on incumbent countries in a 
general equilibrium framework and report numerical simulations. 
31 Labor share peaked in the 70's, but has been falling since then. Epstein (2000) reports that the share 
for 1997, 63.6%, is the lowest since the data were collected, starting in 1948. 
32 A number of European countries -Belgium, Denmark, France, Ireland, Italy, the Netherlands, 
Norway, Portugal, Spain, Sweden, and the United Kingdom- have experienced sharp declines in labor 
shares since the early 1970s.  


