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5 Economic policy debate 
The policy debate regarding the effects of globalization on labor market outcomes can 
be summarized as a spectrum with two opposite ends reflecting the differences in the 
theoretical approaches: On the one end, the emphasis is heavily on the need for 
further labor market deregulation, and methods to increase the wage flexibility and 
mobility of the unskilled workers (e.g. OECD, 2005). On the other end takes place the 
political economy approach emphasizing the role of industrial policy to enhance the 
investment and job creation potential of the economies, and international 
macroeconomic policy coordination and labor cooperation to prevent the destructive 
competition among workers in different countries.  

5.1 Mainstream Approach 
OECD Employment Outlook and Job Strategy reports are mostly a good summary of 
the guidelines that shape mainstream economic policy, and they are a representative 
outline of EU employment policies as well, with usually more academic content than 
the European Commission’s Employment reports. Therefore we start with a detailed 
summary of the OECD approach.  

OECD (2005) sees the challenges of globalization as an adjustment process, which 
can be solved by well-functioning labor markets that enable workers to move 
smoothly from declining to expanding sectors. Nevertheless, accepting the existence 
of trade related adverse labor market effects, OECD Employment Outlook in 2005 
discusses the policy tools available to reduce these costs or to compensate the workers 
most affected. The trade adjustment costs are related to an increase in job 
displacement, long unemployment spells, even labor force withdrawals (particularly 
in Europe), or large wage losses after re-employment (particularly in the US). The 
motivation is particularly related to the fact that adjustment costs are higher for trade-
displaced workers than for other job losers, and the losses are higher for workers 
displaced from industries facing the most intense international competition. It is found 
that displaced manufacturing workers are mostly older, less educated, with vocational 
skills specialized to declining occupations and industries, and had a high tenure on the 
lost job, which not only increase the re-employment difficulties, but also lead to large 
earnings losses in case of re-employment.  

However, since OECD expects trade to result in an increase in aggregate income, 
there is room for winners to afford compensation for the losers and still have net 
gains. Table 3 below is a summary of the general vs. targeted, and direct vs. indirect 
policy tools in OECD (2005).  


