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Labor Market Adjustment Costs 

Conventional theory postulates gains from trade due to comparative advantage, as coun-

tries specialize and accumulate production factors in specific sectors while labor and capital 

is withdrawn in less competitive sectors. These specialization effects typically show up in 

the results of standard CGE models as changes in employment by sector. Given fixed labor 

supply as an assumption of standard CGE models, a certain number of jobs switch from 

less productive to more productive sectors, leading to a more efficient distribution of labor 

and production. Based on these insights it is possible to calculate a replacement index that 

indicates how many workers have to change jobs due to trade liberalization, following the 

approach by CEPR (2013, p.77). Based on this index, we provide a rough estimation of 

costs stemming from potential unemployment in the transition process and foregone public 

income from taxes and social contributions for Austria and the EU similar to the calculation 

in Raza et al. (2014, pp.17-19). 

For Austria, Francois/Pindyuk (2013, Tables 11 and 12) report changes in employment by 

sector due to CETA. According to their results, employment in 14 out of 21 sectors increas-

es, led by motor vehicle (+0.48%) and electric machinery (+0.33%). However, in seven sec-

tors employment is falling, with the sectors other goods (-0.23%) and transport (-0.15%) 

being most affected.12 Overall this results in a displacement index of approximately 0.12, 

meaning that 12 workers out of 10,000 have to find jobs in other sectors. Given a number of 

3.6 million full-time equivalents (2011, Statistik Austria), this implies that roughly 4,300 jobs 

are affected by labor displacement due to CETA in Austria. For the EU, SIA (2011) provides 

estimates changes in employment by sector in their Appendix. Based on these data an EU 

displacement index of 0.069 is calculated, meaning that roughly 7 jobs out of 10,000 switch 

sectors. Given that in 2011, 242 million people were employed in the EU, almost 167,000 

jobs would be affected.  

Given the difficult labor market situation in many EU countries and in Austria, we assume 

that 10% of displaced persons will not find another (full-time) job and will thus become long-

term unemployed. We assume that the average length of their unemployment is five years 

during the ten year implementation period of CETA. In accordance with most national un-

employment benefit schemes, we further assume that during the first year workers will re-

ceive a higher net replacement rate (66% in Austria and 65% in the EU) than for the follow-

ing four years (57% in Austria and 43% in the EU). For annual wages and replacement 

rates we use averages derived from OECD statistics. We assume that 90% of displaced 

workers will become re-employed after six months on average, without a loss compared to 

their pre-CETA wage level – again we are on the optimistic side. We also consider the fore-

gone public income from taxes and social security contributions from unemployment. Upon 

that basis, we calculate cumulative adjustment costs of CETA during the ten year imple-

mentation period.  

Our rough calculations show that even these small displacement effects based on the opti-

mistic outcomes by Francois/Pindyuk (2013) could cause adjustment costs on the Austrian 

labor market of more than EUR 127 million (see Table 10 Part I). In relation to the reported 

economic gains of USD 684 million, (or around EUR 600 million), these costs amount to 

around 20% of total benefits expected for Austria. For the whole EU, labor market adjust-

ment costs cumulate to more than EUR 2.4 billion which would be a large offset of pro-

claimed static benefits of 0.03% of GDP (or around EUR 4 billion) according to SIA (2011). 

Even if these amounts are only an approximation, the omission of these costs in economic 
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  Francois/Pindyuk (2013) report changes in employment by sector according to skill level. The percentage changes are 
very similar, however.  


