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6 Implications for future research 
In the empirical literature, there is some evidence that trade – inter-industry trade with 
low wage countries as well as intra-industry-trade with developed countries- lead to 
job and income losses for workers in import competing industries and in particular for 
the less skilled labor (e.g. Revenga, 1992; Sachs and Shatz, 1994; Greenaway, 1999a; 
Landesmann et al., 2001). There are, however, important differences in the estimated 
magnitudes of these effects. There are also differences in the responsiveness of 
employment vs. wages across countries: the typical argument is that different from 
US, in Europe employment, rather than wages carry the burden of adjustment. Based 
on this argument, a link is built to the debate about the relatively strong labor market 
institutions in Europe. The time dimension of the adverse effects is also not clear: the 
optimistic approach expects that they will gradually disappear as the welfare gains of 
trade lead to upgrading in the economy (Bhagwati et al, 2004; OECD, 2005). Adding 
another dimension to the controversies, the studies that focus on the effects of trade 
flows to explain adverse labor market effects are criticized by trade-theoreticians, who 
argue that the observed changes in import prices and volumes have not been sufficient 
to explain the large changes in relative wages, and technological change is the main 
reason for the decline in the relative wage of the unskilled workers (e.g. Lawrence and 
Slaughter, 1993). More recently the rising importance of imports of intermediate 
inputs (international outsourcing) has generated some consensus that both 
intermediate goods trade with low wage countries and technology lead to 
deterioration in the labor market outcomes for less skilled labor (e.g. Feenstra and 
Hanson, 1999). It is also emphasized that import penetration may stimulate defensive 
innovation; thus trade may have an indirect effect on wages (e.g. Stehrer, 2004; 
Greenaway et al., 1999b). Recently, the controversy within trade theory has gained a 
new dimension with the contribution of Samuelson (2004), who argues that if the 
countries start from a situation of initial trade rather than autarky, an increase in the 
productivity of the less developing country in the export industry of the developed 
country leads to a reduction in terms of trade at the expense of the developed country. 
The case behind the debate is the technological catching-up of China, which may 
result in an adverse shift in terms of trade against the US and a permanent reduction in 
the US per capita real income, even as world income increases. 

There is also no consensus on whether the deterioration in the labor market outcomes 
for the less skilled workers are accompanied by a general deterioration in labor’s 
bargaining position in developed countries.  While some authors from both labor 
economics and trade theory approaches argue that there is not a general downward 
pressure on the average wage level, but only a rise in wage inequality (Krugman, 
1995; Lawrence and Slaughter, 1993; Revenga 1992; Sachs and Shatz 1994; Feenstra 
and Hanson, 1996), the labor disciplining effects mentioned in both labor economics 
approaches (e.g. Freeman, 1998; Greenaway et al., 1999a&b; Slaughter, 2001) and 
the political economy literature (e.g. Rodrik, 1997; Epstein, 2000) indicate that it is 
worth looking at the link between globalization and the bargaining power of labor. 
This is particularly important given the general declining trend in labor’s share in 
many developed countries, which is not addressed in most of the trade literature. Also 
an increasing number of studies emphasize that labor disciplining and threat effects of 
globalization may not be directly reflected in the actual volumes of trade and capital 
flows, and call for direct qualitative evidence on these effects. 


