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Globalization, Offshoring and Economic Insecurity

in Industrialized Countries

William Milberg and Deborah Schdéller

1. Introduction

How can one dare speak of economic insecurityenrtustrialized countries when the
rate of per capita GDP in Germany is 120 timesithatganda, the rate of unemployment in the
U.S. is 1/18 that in Nepal, or when the share of populatiomWvethe poverty line in France is
1/1d" of that in Zimbabwe? The question itself indicatest economic insecurity is a relative
phenomenon. Those who are subject to a high risksofdden drop in income or wealth without
adequate offsetting support are facing economiecunsty, irrespective of nationality or location.
Hacker (2006, p. 20) defines economic insecuritiagssychological response to the possibility
of hardship-causing economic loss.” He notes, h@wndhat “a feeling of insecurity is not
enough to say someone is insecure. Insecurity regjteal risk that threatens real hardship.”

By many accepted measures — real wage growth, atigguabor’s share of national
income, the incidence of long-term unemploymerd,rtbmber of workers displaced by foreign
trade and investment — “real” economic insecuntyndustrialized countries increased in the past
15-20 years. The period has also been one of ghpihlization, with international trade and
capital flows reaching historic highs. The rolegtdbalization in heightened economic insecurity
has thus become a major topic of debate in theradacountries. Throughout the paper we
focus on six countries: Denmark, France, Germagyad, the United Kingdom and the United
States. These countries represent a broad speofriima advanced industrialized world, and

although all have expanded their exposure to iateynal trade and investment they have not all
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experienced the same degree of increased econeseicurity. We also find that thperception
of economic insecurity is strong in these induBi@a countries, especially in the US and in
France.

The risk from a high level of real — and perceivegiconomic insecurity in the
industrialized countries is borne by both the goweent and by private households. Households
consumption and borrowing patterns may reflectimelen of risk on the private sector. This
may partly depend on the private sector’s expemtaif government policy. While rising
economic insecurity has in some cases resultattireased demand for state-provided social
protections, these demands have met various degfreesistence from business and government
on the grounds that they raise production costgediaice a nation’s international
competitiveness.The new economic insecurity has occurred in aetyaof political contexts.
Although offshoring has risen in all industrializeduntries and increased the degree of economic
insecurity on average across the OECD, economigrisg@aries considerably across countries,
largely depending on the institutions in place. T@ index of economic security gives the

following rankings for the six countries that ane focus of this paper

Table 1: ILO Economic Security Index

Rank Country Economic Security Index
4 Denmark 0.91
7 France 0.83
9 Germany 0.79
15 United Kingdom 0.74
18 Japan 0.72
25 United States 0.61

Source: ILO (2004), Economic Security for A Beft®orld.

! sSee Rodrik (1997) on the increased demand foalsprotection.

2 The index combines measures of job security aniissecurity, where the former includes income
security and “voice representation security” arelltiiter measures “access to basic needs infrasteuc
pertaining to health, education, dwelling, inforifoatand social protection.” See ILO (2004).
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As we will see below, Germany has a greater intgdioffshoring than the U.S., and
France has a higher rate of unemployment than J&parsince economic security is affected by
the policies and institutions that influence marnatcomes, Germany has a higher economic
security rank than the U.S., and France ranks hitjae Japan.

During the 1990s a good deal of research aimelduw shat technological change rather
than trade had been the principle source of lalaket churning in industrialized countries. This
paper revisit this debate in light of the evolutafrthe world trading environment. This evolution
has involved the emergence of new and larger tgadlitions in the developing world, the
development of sophisticated global supply chameed by lead firms in industry, the
financialization of the non-financial corporate teean the major countries, and the
implementation of a number of regional free trageeaments that lower trade barriers and
extend property rights protection to foreign ineest

This paper addresses three central questions, Wiist has been the impact of
globalization, and specifically offshoring througlade and foreign investment, on economic
insecurity in the industrialized countries? Secamidiat are the specific microeconomic and
macroeconomic channels through which globalizatigmacts economic insecurity in these
countries. Third, what political responses have hddressed rising economic insecurity without
inflicting damage on other countries and in patdcon the low-income, developing countries
whose export performance has been bolstered hyatvevave of globalized production?

The main findings of this paper are:

= Since the mid-1970s most industrialized countregehexperienced a rise in economic
insecurity, and the burden of this economic ris& imamany countries shifted from the

state and corporations to private households.



There are different models of state-market relatiaith respect to economic insecurity,
ranging from the limited state role in the Anglox8a model to a heavy state role in the
Rhineland model and a hybrid model of “flexicuriig’Denmark and a few others.
International trade and investment increasinglyuoeathin global supply chains, which
have reached a level of growth and depth to carneté “new wave” of globalization in
which the creation of value and geographical lacatre significantly delinked and in
which trade and technology are inextricably linke@n extent not previously
acknowledged: Offshoring would be unthinkable withlmw-cost information
technology, and information technology would notlsdow cost if not for the effective
extension of global supply chains into low-wagerdaes.

The new wave of globalization has created new s&suof gains from trade and new
channels for the transmission of trade and investiweeconomic insecurity. Moreover,
as supply chains extend to high-tech goods ancehigkill services, there are massive
possibilities for the future expansion of offsha@yiindicating that economic vulnerability
will rise across all skill and education groupsextthan falling entirely on low-skill
workers, as had been the case until recently.

Spreading and sustaining the benefits of offshodieygends on the domestic reinvestment
of efficiency gains that offshoring brings. And ehoffshoring has contributed to the
rise in profit share of national income seen in ngustrialized countries, these
countries are also seeing investment rates faih &s a percentage of profits and as a
percentage of GDP. Non-financial corporations acegasingly using profits to raise
dividend payments, share buybacks and the purdfasber financial assets, rather than

making productive investment.



= Denmark’s mix of labor market flexibility, ample@al protection and active labor
market policies — so-called “flexicurity” — has sessfully raised economic security in
that country despite globalization pressures. &$r market flexibility combined with
relatively meager social protections in the contéxtapid growth of imports from
developing countries has contributed to an unpreted rise in income inequality and
economic insecurity for a large share of the Anaripopulation.

= Given the macroeconomic consequences of offshaitexgcurity arrangements alone are
likely to be insufficient to sustain high levelsexfonomic security in the industrialized
world. Trade protection has largely been avoided other policies involving
redistribution and the channeling of the gains fiaifshoring to economic growth are
likely to gain traction in the near future, as tifshoring phenomenon rapidly expands
beyond low-skill manufacturing workers.

» Finally, the provision of a solid and portable gksocial protection does not reduce a
nation’s trade competitiveness and in fact mayerdias increased worker security leads
to greater possibilities for innovation and rapidquctivity growth.

We begin with an overview of recent trends in eeonizansecurity and the different policy
regimes in industrialized countries. Then we coaisid detail how globalization and offshoring
may have contributed to rising economic insecuritye conclude with a discussion of the
importance of combining creative macroeconomic ramgoeconomic policies in order to

provide more security even as economic opennegsaes to grow.

2. Economic Insecurity in Industrialized Countries
The period 1950-1973 is widely referred to as fBeltlen Age” of capitalism, but it

might be better termed the period of rising ecorusegurity for people in the industrialized
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countries. Not only did the OECD countries expaséeerapid growth in real GDP, but this was
reflected in rising median wages, even more rapigrovements in median family income,
relatively low rates of unemployment, falling inedjty, and improvements in the post-Great-
Depression system of social protection in most toes

Since 1973 the industrialized economies have gnowre slowly, as productivity growth
has diminished. As seen in Table 2, all six coestm our sample had higher rates of average
annual GDP growth for the period 1950-1973 thawy thd over the period 1980-2007. In some
cases (Japan, Germany and France) the growthetby fmore than half. Labor productivity
growth follows a similar pattern. Over the entirECD, total factor productivity growth fell to
1.5% per annum on average after 1985, from ratee than twice that during the twenty years

before 1973.

Table 2: Economic Performance, Golden Age versus BeGolden Age

(compound annual growth rates unless otherwise indated)

Denmark France Germany Japan UK usS
Gross Domestic Product
1950-1973 3.8% 5.0% 6.0% 9.3% 2.9% 3.9%
1980-2007 2.1% 2.0% 2.2% 2.3% 2.5% 3.0%
Labor Productivity
1950-1973 2.9% 4.7% 4.7% 7.5% 2.4% 2.3%
1980-2007 1.7% 1.5% 0.8% 1.8% 2.1% 1.6%

Employment-to-Population-Ratio Average
1960-1973 48.5% 41.0% 45.1% 48.1% 45.4% 38.9%
1980-2007 50.9% 40.2% 45.9% 49.9% 44.8% 47.40%

Unemployment Rate Average
1956-1973 1.1%* 1.9% 1.3% 1.5% 1.8% 5.09
1980-2006 7.2% 10.1% 7.6% 3.3% 7.9% 6.2%
Source: Own illustration. Data: The Conference Baard Groningen Growth and Development Centre,I Tota
Economy Database, January 2008. OECD Labor Fdatst®s. *Average based on 1960, 1965, 1967, 1195<8

® Howell (2005), Table 3.2.



The productivity growth slowdown occurred as thegess of deindustrialization
continued in all countries in our sample exceptn@ary, and in many cases the rate of
deindustrialization accelerated (see FiguréNianufacturing now accounts for between 12%
and 15% of total value added in the U.S., U.K., Dark and France. The two trends are not
unrelated, as services productivity, while diffictd measure, is widely recognized to be lower
than productivity in manufacturing. Thus the in@®én the importance of services in economic
activity relative to manufacturing contributed mluctions in economy-wide rates of productivity
growth. By some accounts manufacturing output gnag/& main driver of productivity growth,
following so-called Verdoorn’s Law. Moreover, thenufacturing sector traditionally offered
jobs with high pay and employment protection, ottemresult of effective union wage
bargaining. Service sector jobs are varied in thldif requirements and pay, but generally offer
lower pay and less job security and employee bengfartly due to low rates of unionization in
services industries, an issue we return to beloswsévices have grown as a share of
employment and value added, productivity growthlbeen relatively low, certainly as compared

to the “Golden Age”.

* According to Kalmbach et al. (2005), the Gerrdata overstate the size of the manufacturing sector
because many services are counted in manufacturing.
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Figure 1: Share of Manufacturing in Value Added, 190-2006 (in %)
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Source: Own illustration. Data;: OECD National AcomStatistics.

A. Unemployment and Inequality

More importantly for the purposes of this papee, plost-1973 period has seen a
significant increase in worker vulnerability in nyaindustrialized countries. The average rate of
unemployment (on a standardized basis) has besificigtly higher in the post-Golden Age era
compared to the 1956-1973 period, ranging fromh8llychigher in the U.S. to more than five
times higher in France, Germany and Denmark (se&eT. The incidence of long-term
unemployment (that is, unemployment duration gretn one year) also rose over the post-
Golden Age in many industrialized countries (FigRyeln our six country sample, France,
Germany, Japan and the U.S. all saw long-term uloymgnt higher in 2006 compared to 1991.

Denmark and the UK saw a decline in long-term urlegympent?

> We have used 1991 as a start point in mucheofitfalysis so that German data reflect unification.
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Figure 2: Share of Long-Term Unemployed (> 1 Yearin Total Unemployed (in %)

56.56%

42.91%

34.239 0
31.43% 31.500 32.96% 285106
0,
6.26%10'01 &
Denmark France Germany Japan United Kingdom United State
01991 W 2006

Source: OECD Labor Force Statistics.

Another measure of economic insecurity is the shatemporary or involuntary part-
time employment. By this measure, Germany and Jdapanwo countries with the greatest
manufacturing share of value added, showed thesaigcrease in involuntary part-time
employment between 1991 and 2006. France and thesdw a small increase and in Denmark
the share remained effectively constant (see Fig)ire

The slowdown in GDP and productivity growth desedtabove not only brought higher
rates of unemployment, but occurred along withosvdbwn in the growth of wages. In the U.S.,
real median wages have been effectively stagnaoé $he late 1970sThe result of these trends
is that beginning in the 1980s, the labor shameatibnal income began to fall across many
industrialized countries. Since most labor forceipigants are not owners of capital, this trend
in the labor share captures in a broad way the iggpeconomic insecurity in the industrialized

world 8

6 Comparable data on this variable for the US wevailable.

" Temin and Levy (2006).
8 Since the U.S. labor share data include CECksiptions and other similar types of compensatioe,
figures overstate the labor share in the more tg@ars when this type of income expanded rapidly,
especially when compared with CEO compensationhiaracountries.
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Figure 3: Share of Involuntary Part-Time Workers in Total Employment (in %)
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Source: Own illustration. Data: OECD Labor ForcatiStics. NB: 1992 data for France.

Even more dramatic than the rise in income inegubktween wage earners and profit
earners was the growing rise in inequality acrosgerearnings, and especially in the gap
between the wages of skilled and unskilled workén rise in “wage inequality” has been much
discussed and is documented below for our six-ecgwwample in Table 3, which shows the ratio
of wages in the top decile to the bottom decilelf®85, 1991 and 2005. Over the entire period,
U.S. income inequality has been far above the stfagrd compression of incomes much greater
in Denmark than in all the rest. Since 1985, FrammJapan were the only countries not to
experience an increase in inequality. In the otber countries inequality began to rise only after
1991. Between 1991 and 2005 heightened inequaldybleen most pronounced in the U.S. and
Germany, with smaller increases in earnings digpetis Denmark, and the U.K. Inequality in

Japan remained constant over the entire period.
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Table 3: Wage Inequality, 1985-2005
(Ratio of wages of top 10 percent of earners to loim 10 percent of earners)

1985 1991 2005
Denmark 2.2 2.2 2.6
France 3.1 3.3 2.9
Germany 2.9 2.8 3.3
Japan 3.1 3.1 3.1
United Kingdom 3.2 3.4 3.6
United States 4.1 4.3 49

Source: Wage per full-time employee are calculagskd on OECD Labor Force Statistics.
* Wages only for West Germany. 1990 wages for Dah2004 wages for France.

B. The Burden of Risk

There are private and public responses to risiog@uic insecurity for workers.
Households may borrow in order to insulate theargling patterns from earnings volatility and
the rise in home equity loans in the U.S. and conggicredit in the U.K. are partly for this
reasort. Household saving rates out of disposable incorthever the 1990s for most of the
countries in our sample (Germany and France béi@gxceptions), indicating the need for
households to limit saving in order to maintainremmic security and to incur debt for the same
purpose (OECD, 2007a).

Government responses to economic insecurity alsograatly. While the U.S. is
different from our other five countries in termsitsf privatization of the burden of health
insurance and pensions (see below), in fact alhit@s except France experienced a decline
since 1981 in their unemployment benefit replacdmate, and this rate declined in France after
2001 (Table 4). Moreover, only Denmark and Framerag our sample of countries increased
spending on active labor market programs as a p&ge of GDP since 1990, with France again

showing a decline after 2000 (Table 4). There lemnla different pattern of change in terms of

° Taylor et al. (2005) find that the deterioratinrthe U.S. current account between 1995 and 2003
closely tracks the rise in health care spendingtmgricans. This indicates that Americans were oot s
obviously on a whimsical buying spree, as is serofiaimed, but instead were trying to retain spend
in the face of stagnant real wages and rapidlpgisosts of health care.
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regulation of hiring and firing, with Denmark an&@any and Japan becoming less strict, and

France and to some extent the U.K. becoming mat Efable 5).

Table 4: Labor Market Policy Indicators

Public Expenditures for Active Labor

Market Programmes (% of GDP) 1980 1990 2000 2003
Denmark 04% 11% 1.6% 1.6%
France n.a. 08% 1.3% 1.1%
Germany n.a. 1.0% 1.1% 1.1%
Japan n.a. 0.3% 0.2% 0.3%
United Kingdom 0.6% 0.6% 04% 0.5%
United States 0.2% 02% 0.1% 0.1%

Gross Unemployment Replacemer

Rate (%) 1981 1991 2001 2001
Denmark 54.2% 51.9% 50.9% 48.9%
France 31.3% 37.6% 43.5% 39.0%
Germany 29.3% 28.8% 29.4% 24.2M%
Japan 88% 99% 9.1% 7.7%
United Kingdom 24.2% 17.8% 16.6% 15.6p6
United States 146% 11.1% 135% 13.9%

Source: Own illustration. Data: OECD Social Expémdis and OECD Tax-Benefit Models.

Gross Unemployment Replacement Rate: The OECD suymmeasure is defined as the average of the gross
unemployment benefit replacement rates for twoiagslevels, three family situations and three tiars of
unemployment. For further details, see OECD (19%4& OECD Jobs Study (chapter 8) and Martin J.§)1,99

“Measures of Replacement Rates for the Purposetefriational Comparisons: A Note”, OECD Economiadsis,
No. 26. Pre-2003 data have been revised.

Table 5: Strictness of Employment Protection Legigition
(Higher values indicate stricter regulation on hiring and firing)

1990 1998 2003
Denmark 2.3 14 14
France 2.7 3.0 3.1
Germany 3.2 2.5 2.2
Japan 2.1 2.0 1.8
United Kingdom 0.6 0.6 0.8
United States 0.2 0.2 0.2

Source: OECD Labor Statistics.

Info on EPL: The OECD uses the term Employmentgmtixtn legislation (EPL) in the context of employrhe
protection legislation generally. It refers totglbes of employment protection measures, whethmrrgted

primarily in legislation, court rulings, collectiebargained conditions of employment or custongagctice
(http://stats.oecd.org/glossary/detail.asp?I1D=3535

But perhaps more important than the shifting burdferisk are the differences across

countries in terms of the degree of labor marlestiflility, the level of unemployment benefits,
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spending on active labor market programs and tred tff pension benefits. Economic insecurity
is higher where the state provision of protect®foiver or, alternatively, where social protection
is more closely tied to employment. By lookinglage three variables — strictness of
employment protection legislation, gross unemplaytmeplacement rate and public
expenditures on active labor market programs atalhce and across the OECD, we see some
clear patterns in the government response to eciaringecurity. We calculated an index of the
strictness of employment legislation by settingth8. level of employment protection level and
recalculating the relative levels for other cowegriwe constructed an index of “labor support”
by again setting U.S. levels of gross unemploymepiacement rates and public expenditures on
active labor market programs equal to one and (egtinal weights on each variable) combining
them into single index. A scatter plot of these tm@exes in given in Figure 4.

Five distinct “models” emerge and they follow cliysthe groupings presented in Boeri
(2002). On the lower left we can identify an “Angdaxon model” of low levels of regulation on
hiring and firing and low levels of worker suppdtere we find the U.S, the U.K., Canada,
Australia, Ireland and New Zealand. Countries @nlthwer right follow the “Mediterranean
model” that combines relatively strict employmeegislation and low levels of worker support.
This group includes Greece, Portugal, Spain, [f@hd Norway). Countries on the upper right of
the scatter plot — “the Rhineland model” — combyglatively strict employment protection
legislation and high levels of worker support. Hereefind France, Sweden, Belgium and
Germany. In the upper left are countries with re&y flexible labor markets and high levels of
worker support. We call this the “flexicurity mogiednd its followers include Denmark, Finland

and the Netherlands.
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Figure 4. Strictness of Employment Legislation vsLabor Support in OECD countries, 2003

(Indexes, USA=1)
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Source: Own calculations, Data: OECD Employmentid@akt2004, OECD Social Expenditures and OECD Tax-
Benefit Models.

NB: The Strictness of Employment Legislation Indes been calculated indexing the USA=1, i.e. digdhe
values of all other countries by the US value. idigbalues indicate stricter regulation on hiringl dining. Labor
support is an index (using equal weights) compadede indexed (USA=1) Active Labor Market Expendés (as
% of GDP) as well as the indexed (USA=1) Gross Upslegment Replacement Rate. Higher values indicate a
higher security level. Gross Unemployment ReplacerRate: The OECD summary measure is defined as the
average of the gross unemployment benefit replanerages for two earnings levels, three family afilons and
three durations of unemployment.

Japan has always been difficult to categorize @se¢rschemes because although the state
supports only low levels of labor market and soprakection, the private sector had traditionally
supported long-term employment security. We woutthpse an “East Asian model” including
Japan and Korea, who both have greater employmetggtion than those in the Anglo-Saxon
group in Figure 4. It would seem that the tradisirole for the private sector in Japan has given
way to a great extent, as seen by the increasartipBan levels of Japanese long-term
unemployment and involuntary part-time employment.

The flexicurity model has attracted a lot of attemtbecause of a superior Danish
performance in trade and employment and the unesuabination of policies, with flexibility in
terms of hiring and firing and strong social prei@c for those seeking employment, including a

high level of unemployment benefits and considerddlels of spending on active labor market
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programs? Moreover, Denmark greatly exceeds the other casin terms of pension benefits
relative to lifetime earnings (Figure 5). This gystof flexicurity is in part the reason for

Denmark’s attainment of a high level of economicusiy.

Figure 5: Gross Pension Replacement Rates by Earmja Based on 2004 Rules

(in % of median earnings)

Denmark France Germany Japan United Kingdom United State

Source: Own illustration, Data: OECD pension modééken from: OECD Pensions at a Glance, pp. 33N®4.
For median income earner. The figures are frorQBED (2006) and are “estimates of the level ofsg@mpeople
will receive if they work for a full career andtdday’s pension rules stay unchanged.”

Economic security is by many measures lowest indi& and this is supported by the
unusually high perception of insecurity and feaglobalization in the U.S. discussed in the next
section. The U.S., often lauded for the degredeadlility in its labor markets, also stands out in
terms of its low levels unemployment benefits amitéd state spending on active labor market
programs (Table 4). Moreover, over the past twgetys, the U.S. has experienced a dramatic
shift in the burden of risk, from government to timiseholds themselves. This has resulted from
a combination of more volatile household income andhcrease in health insurance costs, a
greater reliance on private (as opposed to pupéasions and a continuation of policies of low
levels of unemployment benefits. Hacker (2006) diss these political changes as “the great
risk shift” as governments and employers shiftedldbrden of insuring against a rapid decline in

income to the employees and households themsétveeeir long-term historical analysis of

19 See, for example, Clasen (2007).
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U.S. income distribution, Temin and Levy (20065pargue that this deterioration of the social
safety net, combined with the decline of otheriiagbns such as trade unions, has been a source
of the bifurcation in the growth of productivity dthe growth of wages:

“[...] the recent impacts of technology and tradeehbeen amplified by the collapse of these
institutions, a collapse which arose because ecanfamtes led to a shift in the political environnie
over the 1970s and 1980s. If our interpretatiarpisect, no rebalancing of the labor force canoresh
more equal distribution of productivity gains with@overnment intervention and changes in private

sector behaviour.”

As an indication of the changes in the U.S., T&dfows union density in our sample
countries since 1980, with the U.S. experiencinddoythe greatest decline. The U.K., following
a similar model is second in the extent of dectihanionization, but remained still in 2001 at a
much higher level than the U.S. France’s low rdtensonization would seem to be deceptive,

since bargaining coverage of union agreementsdmained very broad.

Table 5: Union Members as share of Total Labor Fore (in %)

Union Members / Total Labor Force

198( 1991 2001
Denmark 60% 61% 63%

France 14% 8% 89
Germany 29% 30% 19%
Japan 22% 19% 17%
United Kingdom 43% 30% 26%
United States 18% 13% 11%

Source: Own illustration, Data: OECD Trade UnioratiStics, based on administrative data except foitdd
Kingdom 2001 and United States 1991 and 2001 (gwla&a)

The U.S. also stands out in the area of healthramee. The U.S., alone among our
sample countries in not having universal healthiiasce coverage, had 47 million people
uninsured in 2005, reflecting a steady increageemumber and percentage uninsured since the

late 1980s (Figures 6, 7).
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Figure 6: Government and Private Health Insurance ©verage in 2005
(in % of Population)
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Source: Own illustration, Data: OECD Health Dataci8l health insurance data includes governmentanil
health insurance data. France: Private insuraneefda2004. Japan: Governmental/social insuramte fibr 2004,
private insurance data not available. United St®g&sate insurance data for 1995 and 2000 from Department
of Commerce Economics and Statistics Administratidis. CENSUS BUREAU.

Figure 7: Number of People without Health Insurancen the US
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Economic Supplements. People as of March of tHeviishg year. Taken from: Income, Poverty, and Healt
Insurance Coverage in the United States: 2006 (2@058.
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C. Perceptions of Economic Insecurity

Popular perceptions of economic insecurity do maessarily reflect the objective
indicators in a precise way, but we find a gengraigh level of fear of globalization among our
sample countries and especially in the U.S. andderaAccording to the German Marshall Fund
(2007), 34% of Americans and 38% of Europeans hagbative view of globalization. About
half of Americans and Europeans think that “freadé” results in more job loss than job
creation (although between 2005 and 2007 Amerieatireent turned against freer trade while
European sentiment became less skeptical of théogmpnt benefits of trade liberalization).
Half of Americans and a slightly higher percentag&uropeans “saw the growth of China’s
economy as a threat.” At the country level, theveyishowed that the U.S. and France show the
most skepticism toward international trade and stment (see Figure 8). Of all countries
surveyed, these two showed the highest percenthgeédid not favor FDI,” with 40% of
Americans and 38% of French. This contrasted wab ®f English and German respondents
who favored FDEI' In the U.S., 40% expect the next generationhile a lower standard of
living, 62% said job security had declined and 5&%a they have to work harder to earn a
decent living. Most striking, 75% said that “outsting work overseas hurts American
workers.”* While this expression of greater economic inséguvas greatest among those with
less education, expressions of higher economicungg were found for all educational

categories?

11 Note that Scheve and Slaughter (2003) fintlithéhe UK over 1991-1999, perceived economic
insecurity was higher in those sectors with greatgward FDI.
12 Anderson and Gascon (2007), p. 1
13 Even on the issue of perception of insecuttitgre is conflicting evidence. Kierkegaard (200.711)
shows that among European countries there is si@tiatically significant relation between “public
anxiety” over offshoring (as measured by the Eurofmeter 63 of 2005) and the intensity of offshoring
and offshore outsourcing.
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Figure 8: Concerns about Free Trade (in % of Respaitents)
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Source: German Marshall Fund (2007), Trade and fBoReduction Survey, Topline Data October 2007.

Figure 9: The Perception of Globalization (in % ofRespondents)

Question: “There are multiple consequences of thdapalisation of trade. When you hear the world
‘globalisation’, what comes first to mind?”

. . . . 0,
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Foreign investments in our count
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Source: Eurobarometer 67 (2007), Public OpiniothenEU Fieldwork April-May 2007.

The contrast between perceptions of globalizatioRrance and Denmark is clear from a

recent survey that asked “what comes first to mwhen you hear the word ‘globalisation’?
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Fifty-seven percent of French respondents saidttteatvord ‘globalisation’ evoked the
“relocation of some companies to countries whelberldas cheaper.” Among Danes, 47%
responded that globalization evoked “opportunitieshational companies in terms of new

outlets” (Figure 9).

3. The “New Wave” of Globalized Production

The international trading environment has changent the 20 year period during which
economic insecurity has increased in the indugtadlworld. The changes reflect political,
economic and technological changes that have tegetitouraged more international trade and
foreign investment, altered the structure of traghe changed the relation between trade and
foreign direct investment. Trade occurred increglgithrough sophisticated global value chains,
as companies in industrialized countries went affstio perform both manufacturing and
services to focus on “core competencies” relatedddketing, finance, R&D and design. This
has resulted in greater reliance on imports fromilecome countries. These changes in the
international economy began decades ago and hasgyedgradually. Thus we are not seeing a
sudden shift in economic relations, but there feenlenough change in the amount of
internationalization of production to justify oueslgnation of the past 20 years as comprising a
“new wave” of globalization. This new wave of gldilzad production has involved a quantitative
and a qualitative shift in the role of internatibtrade. Economists describe the new
arrangements as no longer involving just tradeoiodg and services, but as a “trade in specific
tasks.™ Levy (2005, p. 685) sees offshoring as driveniyotomparative advantage but by
firms’ ability to “coordinate a geographically desged network of activities.” He notes that

offshoring “decouples the linkages between econaalige creation and geographic location.” In

14 Grossman and Rossi-Hansberg (2006), p. 60.
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other words, offshoring has altered the traditidimk between trade and value added. Higher
imports, which can lower costs considerably, cars ttaise lead firm profits and thus contribute
to the rising share of corporate profits in natianeome. After a brief discussion of the factors
that have driven this new wave of globalization,thven turn to an analysis of the variety of

linkages between this new wave of globalization @oohomic insecurity.

A. Political, Technological and Economic Factors

Politically, perhaps the most significant developingf this period was the entry into the
capitalist world economy former-Communist and otlaegely-closed economies. The collapse of
the Soviet Union and of communist governments thnout Eastern Europe and East Asia, the
capitalist turn of communist China’s economic pland even the opening and liberalization of
India’s economy, have all served to expand globadlpctive capacity, international trade,
foreign investment and international subcontractfrgeman (2007) has characterized these
development as “the great doubling” of the worlgitaist system’s labor force as it had added
1.3 billion people to the pool of labor seeking lwander competitive conditions. Such a labor
supply expansion alone, Freeman argues, is enoudgmipen wage growth in the rest of the
world, including the industrialized countries.

When such a labor supply “shock” occurs in a peabslower demand growth compared
to the “Golden Age” period of 1950-1973, the effentlabor markets around the world is likely
to be significant. Indeed, one of the lessons efdbmparison between the Golden Age and the
post-Golden Age is that both the reality and petioapf economic insecurity resulting from
international trade and investment is lower dupegods of more robust macroeconomic

expansion, as unemployment and its duration ageded replacement wages of displaced and
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rehired workers are higher. As tax revenues gelyaraé with growth in national income, the
macro environment thus also permits greater sugporetraining and unemployment insurance.

A second, and related, political development aiifgcthe volume and direction of
international trade and investment is the waveaufé agreements, covering more countries than
ever in history, that have reduced tariff and nanifftbarriers and most importantly have
provided protection for foreign investors. The Wh&s quintupled its membership over the
original GATT, hundreds of bilateral investmentties have been signed, and numerous
regional trade agreements have gone into effees@lgreements have contributed to the
ongoing process of reducing tariffs and non-tdr#friers, but they have also significantly aided
the globalization of production by creating proteas for foreign investors. As part of this broad
liberalization process, the developing world emdrfyjem the era of import substitution to
embrace policies promoting export growth withinravgng network of international supply
chains. For example, export processing zones hgwneed in scope and number, offering
foreign firms long tax holidays on corporate prefind unrestricted profit repatriatisfiThese
regulatory changes generally increased economigisgof firms while raising the vulnerability
of their developed-country labor forces.

The massive expansion of supply chains internallignaith lead firms investing abroad
or subcontracting with foreign producers in seartbost reductions or to better serve local
markets, has been given its most important boositdlvgnces in electronic communication, in
particular with the integration of computers intasa production, including product design, the
management of the supply chain, the monitoringheéntory, sales and distribution, and payroll,
finance and accounting. As supply chains devel@etsupplier firms gained in technological

sophistication and scale of operations, the dighgtbetween in-house or arm’s-length

15 see Milberg (2007a) for an overview of the exgiam of EPZs in the 2000s.
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international supply relations has given way towtiplicity of lead firm/supplier firm relations
involving various degrees of investment, techngzglport, long-term contracting and
monitoring. In some cases, large supplier firmspeeially in autos, apparel, electronics and
services — have captured scale economies and gedetoodular production systems, enabling
them to produce a range of related products, dowialg them to supply inputs and finished
goods to many companies within a given sector anteimes across sectdf$n many cases,
however, continual entry of new developing coussuipplier firms has resulted in global excess
capacity, declining terms of trade for developingmtries’ manufacturers, and enhancing the
scope for lead firms to induce competition amongpdier firms, further lowering lead firm input
costs'’

The governance structure of these global supplinstieas been characterized as
“consumer-led” and “producer-led” (Gereffi, 1994 he former are those driven by retail firms
or consumer goods firms. Wal-Mart, which aloneoarts for 22 percent of U.S. imports from
China, is the premier example of a lead firm iroasumer-led chain, but major retailers in all
industrialized countries actively control their piypchains'® Producer-led chains are typical of
those industries that are higher tech or which oalygcale economies. The automobile or
commercial aircraft industry typify these chaingn@rally speaking, consumer-led chains are
more likely to trade with foreign supplier firmsaim’s length. Producer-led chains are more

likely to expand through foreign direct investmeetsulting in intra-firm trade. But there are

1% Onthe variety of forms of lead firm-supplietations, see Gereffi et al. (2005). For a disaussif

“modularity” in global supply chains, see Sturg€2002). For a study of scale economies in fist-ti
suppliers, see Applebaum (2002) and Gereffi (2006).
17 Milberg (2004) calls this the “endogenous asytmynef market structures in global supply chains.”
On the terms of trade issue, see recent papefedifatlacy of composition” in manufacturers export
expansion including Mayer (2003) and Blecker andri®g2006).
18" On Wal Mart, see Scott (2007). For a discussidBuropean retailers’ supply chain management
strategies, see Palpacuer et al. (2005) and Gigtxiy).
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plenty of exceptions to this profile, as the massxpansion of auto parts supplier firms in the

developing world attests.

B. International Trade and Investment

The result of the political, technological and emaic factors described above is the rapid
expansion of world trade relative to world outptdbles 6a and b show the trade shares for our
six sample countries for goods and services, réspc Since 1991, all countries have
expanded their exports and imports relative to GB&many recently overtook the U.S. as the
largest goods exporter, especially impressive giliersize of the U.S. economy compared to
Germany. U.S. imports remain more than double tlobsiee next highest importer. The U.S.
highest value of exports and imports of total goaad services, but has the lowest ratio of trade
(exports plus imports) to GDP. Services trade]evai much lower levels in terms of value, has
expanded in many cases at a more rapid pace thoals g@de. In 2005, the U.S. ran a $62 billion

surplus in services, while Germany ran a $48 miltieficit.

Tables 6a-b: Exports and Imports of Commodities andservices

Commodities Exports Imports Balance

(in Bn. USD) (in % of GDP) (inBn. USD) (in % of GDP)  (in Bn. USD) (in % of GDP

1991 2005 1991 2005 1991 2005 1991 2005 1991 2005 1991 2005
Denmark 37.7 83.3 27.6% 32.2% 343 750 251% 29.0% 35 83 25% B.2%
France 213.4 434.4 17.2% 20.4% 230.8 476.0 18.6% 22.4% -17.4  -41164% -2.09
Germany 402.7 977.8 22.3% 35.0% 389.1 777.4 21.5% 27.8% 13.6 200.8% 0. 7.29
Japan 3145 5949 9.2% 13.0% 236.7 5159 6.9% 11.3% 77.8 791  2.39%%|1
United Kingdom 182.2 384.4 17.6% 17.5% 209.8 515.8 20.3% 23.5% -27.6 -131247/% -6.09
United States 421.7 9043 7.1% 7.2% 509.2 1,732.3 8.5% 13.8% -87.5 -828105% -6.69

Source: Own calculations, Data: OECD Internatidrrade by Commodities Statistics, International Mang Fund
(IMF), CD-ROM via UNCTAD.
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Services Exports Imports Balance Balance

(in Bn. USD) (in % of GDP) (in Bn. USD) (in % of GDP)  (in Bn. USD) (in % of GDP

1991 2005 1991 2005 1991 2005 1991 2005 1991 2005 1991 2005
Denmark 143 36.3 10.4% 14.0% 104 334 7.6% 12.9% 38 29 28% [L1%
France 80.1 116.0 6.5% 5.5% 63.7 106.1 51% 5.0% 164 99 13% pP.5%
Germany 64.1 1549 3.5% 5.5% 90.0 2029 50% 7.3% 25.9 -47.9 -1.4%7%L
Japan 448 1102 1.3% 2.4% 86.6 134.3 25% 2.9% -41.8 -24.0 -1.2%5%
United Kingdom 56.3 203.1 5.4% 9.2% 49.0 1605 4.7% 7.3% 73 426 0.7% [1.9%
United States 162.6 376.8 2.7% 3.0% 118.1 3146 2.0% 2.5% 445 622 0.7% %|0.5

Source: Own calculations, Data: International Mangtund (IMF), Balance of Payments, CD-ROM via UNMD.
*2004 imports and exports for Denmark.

The new wave of globalized production has mearitttieexpansion of world trade seen
in the past 10-15 years has occurred to a greanhewithin supply chains. Of course this activity
can occur within multinational corporations (leaglio intra-firm trade) or in the form of arm’s-
length relations between buyer and supplier. Evddeshows that both forms of supply chain
governance have expanded since the 1980s. Theahacozld FDI going to low- and medium-
wage countries has grown steadily since the mid349&t the same time, the share of intra-firm
trade in industrialized country imports has remdirsatively constant, indicating that the arm’s-
length channel has retained its competitive aplieal.

In part as a result of the new wave of globalizeztipction, foreign investment patterns
have also changed. For one, foreign investmentraadionally been considered a substitute for
international trade under the logic of “tariff hapg’. Today, foreign direct investment and trade
are complementary, since FDI leads to input traifleinvglobal supply chains. Second, the
globalization of production has reduced to somemhe need for domestic investment in the
industrialized countries, since considerable agtivow takes place offshore. At the extreme, as
mentioned above, lead firms in the supply chaineltivested entirely of manufacturing. All the

countries in our sample have seen a decline inatth@ of domestic investment out of GDP since

19" On the location of FDI, see Burke and Epste00(d and on intra-firm trade, see Milberg (2004).
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the mid-1980s. During the same period, the investite GDP ratio has ballooned in China, a

point we discuss in more detail below.

C. Offshoring of Goods and Services

The growth in trade and FDI over the past 20 yean®t simply a quantitative shift, but
reflects a structural shift which is the acceladageowth of sophisticated supply chains. There
has been a rise in offshoring by firms in the iridakzed countries. Table 7 shows recent data
for Germany, the U.K. and the U.S. These showdbatls and services offshoring, measured as
amount of imported inputs in total non-energy irgpuodse through the 1990s, with goods
offshoring accounting for almost 30% of input use¢he U.K., 23% in Germany and over 17% in
the U.S. In the cases of Germany and the U.S.etleeels reflect slow but steady growth in the
reliance on imported inputs of goods, growing alifi#o over the ten-year periods considered.
For services, the range is much lower (betweemd33gpercent), but the rates of growth are for
all three countries higher than for goods offshgridis a number of recent studies indicate,
services offshoring is likely to continue to expandre rapidly than that of goods in the years to
come. These recent increases in offshoring areewt but in fact continue a trend from the
1980s¥

The figures in Table 7 measure trade in inputsthnd may understate the magnitude of
trade within global supply chains. Global corparas in the major industrialized countries are
not strictly involved in assembly. Much of the inmpactivity in global supply chains is in fully
finished goods. In fact the purpose of corporafshafring, whether at arm’s-length or through
foreign subsidiaries, is precisely to allow thepmration to focus on its “core competence”,

while leaving those aspects of product delivergluding production, to others. Many

20 For some historical data on offshoring, see Gaam Goldberg (1997).
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“manufacturing” firms now do no manufacturing df pfoviding product and brand design,
marketing, supply chain logistics and financial mg@ment services. Thus an alternative proxy
for offshoring may simply be imports from low-wageuntries. These are shown in Table 8.
Japan and the U.S. now rely heavily on imports flomincome developing countries (29% and
22% respectively). While the European countriessamauch lower levels, all countries have
seen more than a doubling of the share of theipmspcoming from low-income developing
countries (see column marked “low-income” in Ta®leThe new wave of globalized production
can be put in some historical perspective whenawsider imports from all developing and
transitional economies since 1950, also shown Werd. In 1950, these shares were especially
high in countries with colonial ties, such as Fertbe UK, and the US, but also in Germany.
The shares declined in the four countries betw®&®-1970 and between1970-1991, but showed
considerable positive growth rates between 1995 2@&aching 16% in Denmark, 20% in

France, 24% in Germany, 26% in the U.K., 54% inWh®. and 68% in Japan.
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Table 7: Offshoring Intensity in Germany, the UK, and the US 1992-2004
(Imported Inputs as % of Total Non-Energy Inputs)

Goods Offshoring Intensity

Year Germany United Kingdom  United States
1992 - 28.2 11.7
1993 - 29.5 12.7
1994 - 29.8 13.4
1995 12.2 30.7 14.2
1996 12.2 30.7 14.3
1997 14.8 29.7 14.6
1998 14.6 28.0 14.9
1999 15.4 28.0 15.6
2000 19.5 28.6 17.3
2001 19.9 28.1 -
2002 19.7 - -
2003 20.5 - -
2004 23.1 - -
Growth 92-00* 59.1% 1.3% 47.9%

Service Offshoring Intensity

Year Germany United Kingdom  United States
1992 1.0%* 14 0.2
1993 1.0%* 1.6 0.2
1994 0.9** 1.6 0.2
1995 1.0 1.6 0.2
1996 1.1 1.8 0.2
1997 1.2 1.7 0.2
1998 1.4 2.0 0.2
1999 1.7 2.2 0.3
2000 2.0 2.4 0.3
2001 2.3 2.6 -
2002 2.2 - -
2003 2.1 - -
2004 2.1 - -
Growth 92-00 100.0% 76.3% 61.1%

Source: Own calculations for Germany. Data: inputpat tables, Federal Statistical Office. *1995-@00r
Germany. ** German service offshoring intensitiesni 1992 to 1994 use unrevised input-output data.

Service offshoring intensityss[(input purchases of service s by sectgtgtal non energy inputs used by sector
i)J* [(imports of service s)(production; + importg; - exportg). Weighted average across all sectors i by outgiuts
time t. Goods offshoring intensity is calculatedieglently.

Calculations for the UK: Amiti and Wei (2005). Dataput-output tables, UK National Statistics, IMBalance of
Payments Statistics. NB: UK data is not directlgitable, but can be reconstructed from Figure Rrmiti and Wei
(2005). Calculations for the US: Amiti and Wei (B)0Data: input-output tables, US National StatstiMF:
Balance of Payments Statistics.
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Table 8: Merchandise Imports by Region of Origin (% of Total Imports)

Developed . . Economies in
: Developing economies -
economies transition
High- Middle- Low-
Inc?)me Income Income Total

Denmark 1950 93.3 0.9 3.5 09 54 0.7
1970 88.4 4.5 3.4 26 105 11

1991 89.8 3.6 2.4 29 9.0 1.2

2005 84.4 4.7 2.8 6.3 138 1.7

France 1950 52.7 9.3 23.9 8.4 416 0.4
1970 77.2 5.8 8.2 6.8 20.8 1.7

1991 80.7 5.6 5.9 3.8 152 1.8

2005 78.8 4.7 6.3 6.0 17.0 3.2

Germany 1950 74.4 4.8 9.9 9.1 238 1.0
1970 79.5 6.6 6.5 45 176 2.8

1991 81.6 5.5 5.1 41 146 3.7

2005 76.2 5.0 5.0 8.6 18.6 5.2

Japan 1950 60.7 8.2 8.2 215 378 0.1
1970 54.4 134 153 141 429 2.6

1991 49.2 25.1 9.2 149 493 15

2005 32.5 265 104 29.2 66.2 14

United Kingdom 1950 58.3 8.4 125 146 355 1.8
1970 70.5 10.2 7.6 8.4 26.2 3.0

1991 84.3 6.6 4.4 3.0 141 1.0

2005 71.8 8.3 6.7 8.0 23.0 2.6

United States 1950 43.2 155 25.0 14.0 545 0.7
1970 72.6 14.0 7.6 52 26.8 0.5

1991 59.5 24.0 7.5 8.6 401 0.3

2005 46.2 22.0 8.7 21.8 525 1.3

Source: Own illustration. Data: UNCTAD. HandbookSiftistics.

China is of course the export powerhouse in thisgmay, and India’s boom in business
services exports has received much attention. Ghaxgort growth to the industrialized
countries has been remarkable, especially in teetpa years, reaching 10% of total OECD
imports in 2005, and continuing to grow since tfiéigure 10). In 2006, the U.S. ran a $235
billion deficit with China, based on imports of $Billion and exports of $52 billion. Most of
these imports were demanded directly by U.S. catpors, such as Wal-Mart, Nike and Mattel
and a number of apparel, electronics and automotiwgpanies. About 25 percent of U.S.
imports from China are “related party” imports, meg they are between parties with at least a

5% common ownership interest. Those without atésain China often order from large Chinese
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contract manufacturers or from vendors who subachto Chinese firms. In the electronics

sector, Chinese production is dominated by for@gestors from Asia.

Figure 10: OECD Goods Trade with China and India (a8 % of total OECD Goods Trade)
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4. Globalization and Economic Insecurity

A. Connecting Globalization to Economic Insecurity

All six of ours sample countries experienced amaase in globalization (by various
measures) over the period and in almost all casemeasures of economic insecurity also
increased, although the rise in insecurity appgegatest in Germany, Japan and the U.S. Two
countries (Denmark and the U.K.) experienced deslin the share of long-term unemployment

and also had the lowest growth in involuntary peme work (see Table 9).
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Table 9: Changes in Globalization and in Economicrisecurity, 1991-2005

(compound annual growth rate, unless otherwise indated)

Globalization (1991-2005)

Exports plus KOF Economic Imports from Low- Goods Service
Imports Globalization Income Countries  Offshoring Offshoring
in GDF Index in Total Import:
Denmark 1.9% 0.7% 5.6% n.a. n.a.
France 1.3% 0.7% 3.3% n.a. n.a.
Germany 2.8% 1.2% 5.4% 7.3% 9.2%
Japan 2.8% 0.8% 4.9% n.a. n.a.
United Kingdom 1.3% 0.6% 7.3% 0.0% 7.6%
United States 2.0% 0.5% 6.8% 5.0% 6.1%
Economic Insecurity (1991-2005)
Share of Labor Share of Involuntary Share of Long-Term ILO Economic Security
Compensation i Part-Time Workers i Unemployed in Total Index 2004
GDF Total Employmer Unemploye: (Value)
Denmark -0.2% 1.1% -1.4% 0.91
France 0.0% 1.4% 1.3% 0.83
Germany -0.6% 14.6% 3.9% 0.79
Japan -0.2% 12.4% 4.7% 0.72
United Kingdom -0.2% 0.5% -1.7% 0.74
United States -0.1% n.a. 4.6% 0.61

Source: Own illustration. Data: OECD, UNCTAD, KOfdex of Globalization 2008, Federal Statisticali€ff

Germany, Amiti and Wei (2005, 2006).

! CAGR for 1995-2004 in Germany, 1992-2001 in the &fitl 1992-2000 in the U$1992 data for France.

When we consider the full set of OECD countries,dhsociation between globalization

and economic insecurity remains apparent. In th#eplots presented in the Appendix,

globalization is measured as trade opennessxperts plus imports in GDP (Appendix 1a-c),

while offshoring is approximated by the share gparts from low-income countries in a

country’s total imports (Appendix 2a-c). Economesecurity is measured as the labor share in

national income, the rise in involuntary part-tier@ployment and the increase in the share of

long-term unemployed. Without specifying a full aometric model, we nonetheless can see a

relation between offshoring and economic insecu¥ife see that our measures of globalization
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show both positive growth rates between 1991 al0® 2@hich accounts for all considered
OECD-countries. Our measures of economic insecat#y confirm an increasing trend over the
last 15 years. The share of compensation in GDRedsed in most of the OECD countries, while
the share of involuntary part-time workers in t@aiployment increased. Only the share of long-

term unemployed shows ambiguous results.

B. A Closer Look at Winners and Losers from Offsliog

Trade liberalization is traditionally understoodcteate winners and losers, and the new
wave of globalization is no different in this redaalthough some of the mechanisms and some
of the distributional effects may be new. Figurededicts the variety of ways that offshoring
impacts the labor market. Offshoring lowers pricégputs and outputs, raising demand for both
and thus the demand for labor too. In addition,douput prices should raise profit margins and
profits, leading to investment that should furthese productivity and output. These gains are
labeled the “mark-up,” and “scale” effects in Figurl. Weakening labor demand results from
the direct replacement of foreign for domestic tafbloe “substitution” effect) and the
“productivity” effect which reduces the demand falbor for each unit of output.

Not all of the rise in profits is recycled into estment and labor demand, and this
constitutes an important leakage in the systemv@svill see below, corporations may also
choose to return their net gains to shareholdexstlas has occurred through higher dividend
payments and share buybacks. This strategy ofdiabration of the nonfinancial corporate
sector also includes the purchase of financialtassel the acquisition of other corporations
(merger and acquisition). Financialization représandrain on labor demand and, as we will see

below, may play an important role in the link beéneglobalization and economic insecurity.
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Figure 11 is a simplification that considers altidaas one type, and leaves out some
potentially significant indirect effects. Thusaddition to the direct effect of offshoring on
employment and profits, economic research hascaissidered the effect of offshoring on
different types of labor (skilled and unskilledrdhgh the Stolper-Samuelson effect), the
increased sensitivity of labor demand to wage chamg home and abroad and (that is, an
increase in the wage elasticity of labor demanak), the greater use of company threats to move
production abroad that reduce wage bargaining pawemwages. We briefly review the evidence
on each of these channels before looking at theathy@cture of the relation between

globalization and economic insecurity in the indiasized countries.

Figure 11: Gains and Losses from Offshoring
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Source: Own illustration. Based on Amiti and Weéd@8) and Milberg et al. (2007).
NB: Y° = demand for output anti® = demand for labor.

C. Profits and the Profit Share
The analysis above shows that the gains from thewseve of globalization come in part
from the reinvestment of profits gained throughtaeslucing offshoring. The process is thus

consistent with the rise in the profit share ofioral income observed across the industrialized
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countries. Figure 12 shows the flip side of thikjali is the decline in the labor share. Note that
the labor share in the U.S. has declined lesstti@nthers. This is partly due to the fact that the
large levels of CEO compensation in the U.S. iniclgétock options, are officially counted in

labor income.

Figure 12: Labor Compensation (in % of GDP)
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Source: Own illustration. Data: OECD Annual NatibAacounts Statistics.

A number of studies have confirmed the role oftodféng in the change in the
distribution of income between labor and capitabgiffirm-level studies find that offshoring
occurs when cost reductions can be achieved ehat B0%! Milberg et al. (2007) find that
offshoring intensity is positively associated wsgrctoral profit shares in the U.S. over 2000-
2003. A number of recent papers have taken upubstipn of trade and the profit share at the
aggregate level. Harrison (2002) studies the mldbetween the trade openness and the
functional distribution across a large number afrdoies and find (contrary to the prediction of

Heckscher-Ohlin theory) that openness is geneaakypciated with a lower labor share of

2L See Milberg (2007b) for a review of these stsidie
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national income. Harrison concludes that “risiragler shares and exchange rate crises reduce
labor’s share, while capital controls and governhspending increase labor’s share.” And a
study by the IMF (2005) finds that offshoring israall, but nonetheless negative and significant
factor in the determination of the labor sharenabime for a group of OECD countries. In this
same study, three aspects of globalization (relatgulices, offshoring and immigration)
combined to play a large role in explaining thelitrag labor share. A study by the Ellis and
Smith (2007) finds no connection between opennedgdlae profit share, but links the rising

profit share to increased “churning” in the labarket. While the authors attribute this to
technological change, it seems likely that it alssults from some of the indirect effects of
globalization that we discuss below.

It is important to recognize that this rise in ine@inequality (between wage and capital
income) is not inconsistent with the theory depldteFigure 11 above: that offshoring leads to
positive employment growth on net (e.g. Mann, 2008 key to this view is that the efficiency
gains from offshoring be shared between consummeteeoducers and that both these channels
(arise in quantity demanded due to the price dednd a rise in the cost markup) both should
promote greater investment, leading to higher pectdity growth, output and employment. The
problem is that while profits and profit shares @pe this has generally not been associated with
higher rates of investment. That is, as profit eeaf national income has risen, the demand for
domestic investment has fallen, as seen in Figdre 1

There are a number of explanations for the dedafinevestment out of profits and out of
GDP. With respect to the globalization of produstithe simple fact is that less investment is
needed when significant portions of the producporcess (goods and services) are moved
offshore. Consistent with this, we saw in Figureii& as the rate of investment out of GDP has

fallen in the industrialized countries, the ratémfestment in China has soared.
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Figure 13: Gross Capital Formation (in % of GDP)
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Source: Own illustration. Data: UN DESA Statistidizision, Retrieved from: UNCTAD GlobStat Database.

Another possibility, also shown in Figure 11, is thakage of profits into finance.
According to a number of recent studies, the dedlinnvestment spending in the corporate
sector is also tied to the shift in corporate sggtthat occurred during the 1980s as the
revolution in the assertion of shareholder rigbtskthold in the U.S. and subsequently elsewhere.
Pressure on management was to “downsize” the catiparand “distribute” profits at a greater
pace back to shareholders. This process of finkrati@n that occurred in the non-financial
corporate sector was supported by the possibilityaving operations abroad through foreign
direct investment or, even better, through arm/tle subcontracting. Thus by focusing
increasingly on “core competence” and subcontrgdiioth domestically and internationally) the
remainder of the operation, corporate managers aldeeto reduce domestic investment needs
and meet shareholder demands for improvementsairelsblder value. Stockhammer (2004)
documents a marked increase in the share of nandial corporations’ value added going to

interest and dividends since the late 1970s inlse, U.K., France and Germany. In an
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econometric analysis, the author finds this meastifénancialization” to be associated with
declines in business investment. Crotty (2007)diadgimilar relation between financialization
and investment in a firm-level study of the U.Sn+imancial corporate sector. Milberg et al.
(2007), also focused on the U.S., shows that gwegiprofit share due in part to offshoring
occurs as the share of investment out of profltsafed the payment of dividends and the

purchase of share buybacks rose (see Figur& 14).

Figure 14: Dividends plus Share Buybacks as Perceade of Internal Funds,
U.S. Non-Financial Corporations, 1960-2006.
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Source: Schedule Z.1 of the Flow of Funds Accotorhfthe U.S. Federal Reserve Bank online database.

22 1t would appear that the relation between offstgpand financialization is not just in one diieat A

study of U.K. and Danish retail firms shows tha fimancial pressures on the U.K. firms led to much
stricter conditions being imposed on foreign suggliof U.K. firms compared to Danish firms. U.K.
retailers were more aggressive in seeking low-sagpliers and in pressuring suppliers to reduceepri
See Palpacuer et al. (2005) and Gibbon (2002).
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D. Job Displacement and Earnings Replacement

There are a variety of ways of studying job lossiteng from international trade. One
focuses on old-fashioned direct import competitibiat is the employment effects of a change in
net exports, where these employment effects aiealfy based on a comparison of actual
employment with employment levels that would hagewred if the trade balance (relative to
GDP) had remained unchanged. Sachs and Shatz (h884pund that trade reduced U.S.
manufacturing employment by 5.7% in 1990 and Wd@&@94) put the figure at 10.8% for all
developed countries, with a relatively larger shartne decline borne by unskilled workers in
both studies. In general, these studies thus fimol@/ment gains where net exports rise and
employment losses where they fall. These studiessfalmost exclusively on manufacturing.
Thus in our sample of countries for the period 12005, the U.S., U.K. and France experienced
increases in their trade deficit in manufacturivgjle Denmark, Japan and especially Germany
had improvements. The U.S. deterioration has ofsebeen the greatest, and Scott (2007)
calculates that the decline in net exports betvi2®i and 2006 cost the U.S. the equivalent of
1.8 million jobs®

Another aspect of research looks at the employmigatts of foreign direct investment.
This admittedly captures only a portion of the bffsng phenomenon, since so much takes place
at arm’s length. And the research gives ambiguesslts. Muendler and Becker (2006) in a
study of Germany, and Brainard and Riker (2003 study of the U.S. and Fors and Kokko
(1999) in a study of Sweden, found a substitutibece between employment at home and in
foreign affiliates. Desai, Foley and Hines (20064 8orga (2005) found complementarity

between employment at home and in affiliates f&.ransnational corporations. Harrison and

23 Note that the author attributes 11% of thisls to Wal-Mart's imports alone.
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McMillan (2007) find that the effect of FDI on U.8mployment depends on whether the that
investment is horizontal or vertical. Horizontal IFBeeking to serve foreign markets, is found to
reduce U.S. labor demand, while vertical FDI, whseleks to reduce costs, increases demand for
labor.

An important measure of economic insecurity isah#ity of workers displaced by trade
to find new work and to not suffer a loss in eagsinKletzer (2001) has done the most extensive
analysis of the re-employment rate and replacemvage for workers displaced as the result of
foreign trade. In a study of the U.S. from 1979-988e found that earnings losses of job
dislocation are large and persistent over timecHipelly, she found that 64.8 per cent of
manufacturing workers displaced from 1979-1999 ametfourth of those reemployed suffered
earnings declines of greater than 30%. Workerdatsd from non-manufacturing sectors did a
little better: 69 percent found reemployment, afigp@r cent suffered pay cuts of 30 per cent or

more.

Table 10: Adjustment Costs of Trade-Displaced Workes

14 European countries: 1994-260 United States: 1979-1999
Share re- Share with Share with| Share re- Share with Share with
Industry employed no earning: earnings | employed no earnings earnings
two years  loss or losses > | atsurvey lossor losses >
later (%) earning 30% (%) | date (%) earning 30% (%)
more (%) more (%)
Manufacturing 57.0 45.8 6.5 64.8 35.0 25.0
High-International-Competition 51.8 44.0 5.4 63.4 36.0 25.0
Medium-International-Competition 58.7 45.7 7.0 65.4 34.0 25.0
Low-International-Competition 59.6 47.3 6.8 66.8 38.0 26.0
Setrvices and Utilitiés 57.2 49.6 8.4 69.1 41.0 21.0
All sectors 57.3 47.1 7.5 - - -

Source:OECD Employment Outlook 2005, Table 1.3, p. 45; Hietzer, L.G. (2001), Job Loss from Imports:
Measuring the Loss, Institute for International Bomics, Washington, DC, Table D2, p. 102.

a) Secretariat estimates based on data from the Eamopemmunity Household Panel (ECHP) for Austria,
Belgium, Denmark, Finland, France, Germany, Grekegnd, Italy, Luxembourg, the Netherlands, PgaluSpain
and the United Kingdom. b) Services for Europe.
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OECD (2005) did a similar study for 14 Europeanrtaas for 1994-2001 and found that
while re-employment rates in Europe were lower timathe U.S., a much lower share had
earnings losses more than 30% upon reemploymenrd ahghtly higher share had no earnings
loss or were earning more than before displaceniate 10 compares the U.S. and European

situations for trade-displaced workers.

E. Trade versus Technology: Skill-Biased Labor DentaShifts

Labor economists seeking to explain the rising meanequality in the industrialized
countries over the past 15-20 years looked to t@olgical change as the culprit. The
introduction of information technology (IT) and Bnabled tasks was said to have brought a bias
to changes in labor demand, according to whicHaher demand for higher-skill workers would
grow faster than that for low-skill workers. Theué of such “skills-biased technological
change” was to raise income inequality as highé&t-parkers saw gains while lower-paid
workers experienced smaller gains or even, in stases, decline.

International trade economists then joined theudision, reformulating the traditional
two factor model of trade to apply to a situatidrigh-skill and low-skill labo?* The model
(the so-called Stolper-Samuelson theorem of thifandowments approach) predicted that
trade liberalization would raise the relative dech&or skilled labor in industrialized countries
and thus raise the ratio of wages of skilled laletative to unskilled labor, consistent with the
observed trend in income inequality in these coesdr In sum, trade liberalization and

technological change were both expected to con&itmrising wage (and thus income)

4 Wood (1994, 1995) pioneered this effort. He atfthat capital could be ignored since with high

international mobility it had little differentialfiect across countries.

= According to the Stolper-Samuelson theorem etitdmbralization should benefit an economy’s
abundant factor relative to its scarce factor. Wwoald of high- and low-skill labor, the industiizd
countries were clearly relatively abundant in gkillabor and thus could expect to see the retorgkill
rising in relative terms.
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inequality in the industrialized countries. The dibat the time was thus about the relative

contribution of these two forces to the observenldases in inequality.

In North-South Trade, Employment and Inequalitya@ding Fortunes in a Skill-Driven
World and a series of articles, Adrian Wood found tigtde is the main cause of the problems
of unskilled workers.” (Wood, 1995, p. 57). He itlead the main force as the increasing
specialization of the industrialized countries apital-intensive manufacturers, while the
developing countries increasingly specialized mphoduction of labor-intensive. Wood
estimates that 75% of the increased wage inequalitye U.S. between 1980 and 1994 was due
to trade.

Feenstra and Hanson (1996, 1998, 2001) followedupiwith a series of studies applying
the model to the case of offshoring. They find #tanges in offshoring between 1979 and 1990
explained between 15 and 40% of the rise in theevadidnigh-skill worker relative to low-skill
workers in that period. In a study of manufacturfighoring in the UK for the period 1970-
1983, Benton and Anderson (1999) found that tragewnted for 40% of the rise in the skilled
labor share of labor income. Geishecker (2002)study of Germany in the 1990s finds that
offshoring had a significant negative impact ondeenand for low-skilled workers, “explaining
19% and 24% of the overall decline in the relatieenand for low-skilled labor.” Head and Ries
(2000) estimated a similar model for Japan andddarstrong positive correlation between the
change in the firm’s nonproduction wage share afiiohés share of employment in low-income
countries.” (Feenstra and Hanson, 2001, p. 2&hdir summary paper on the issue, Feenstra and
Hanson (2001) found that offshoring accounted ®£4% of the rise in the “nonproduction
wage share” (i.e. the share of wages going to higkiled workers), while computer services
and other high-tech capital account for betweera8®%31% of the shift to nonproduction labor.

The range was a function of different specificasiof the model estimated.
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As the research on trade versus technology advaidestame more difficult to assess
the relative effects of the two. For one, therelbeen a debate about the timing of the
technological change stof§/By some accounts inequality began to rise welbtgemuch new
technology was integrated in production. And indigyactually fell during the late 1990s when
the IT boom was strongest. For another thingsib flecame clear that trade and technological
change are connected, and increasingly so as glapaly chains developed. Already in 1995,
Adrian Wood wrote that “the pace and directionemthnical change may be influenced by
trade...So, however one looks at it, trade and netwi@ogy are intertwined: no story that
excludes one or the other of them is likely tolewhole story.” (Wood, 1995, p. 62)

Despite these difficulties, the increased magnitide and public concern over —
offshoring has spurred much empirical researctheriabor market effect of offshoring in the
1980s and 1990s. Table 11 presents a summaryeritreesearch, which covers studies of the
U.S., U.K., Germany and a recent study across OE@tries, and includes both
manufacturing and services. The recent studiegliagypport the earlier finding, with both
goods and services offshoring leading to growthigh-skill employment and wages growing
and declines in low-skill employment and wages.

Some of the most recent research focuses formstetifne on services offshoring and
considers its effect on overall employment. Thisufois important because it gets away from the
narrow theoretical confines of the Stolper-Samuetbe@orem and the difficulty of testing it, and
asks a more general questféheir results are not fully conclusive, but thegduly indicate
that across the OECD offshoring has led to reduostio overall employment. Amiti and Wei

(2004, 2006) find that services offshoring in th&lbetween 1992 and 2001, reduced

26
27

See Gordon and Dew-Becker (2006) section 5 fliseussion.

The theory has not gone uncriticized, both mugds of relevance (see Samuelson, 2004) and on the
grounds of the difficulty of measuring high-skihalow-skill labor (see Howell, 2005), and its weak
predictive power for the case of developing (lowtstbundant) countries see, for example, (Ber@330
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manufacturing employment by 0.4 to 0.7 percentyear. At a more aggregated level (96
industries), the negative effect disappears. Godidboring shows significantly positive
coefficients at the aggregated level (96 induskri@hich becomes insignificant using 450
industries® Amiti and Wei (2005) test the impact of goods aadvices offshoring on home
employment for the UK between 1995 and 2001. Inalg&9 manufacturing industries, they
find a significantly positive correlation betweeamace offshoring and employment citing the
same explanation as in their US study. Thus, ari¥ease of service offshoring leads at least to
a 0.085% increase in employment. The impact of gaftshoring is ambiguous and
insignificant. The study also focused the effent9 service industries for the same period. Here,
goods and services offshoring show both negatie#iceents which are significant in most
specifications. However, due to the small sampe #ie results are less reliable.

Schdller (2007a) analyzes the impact of servicshaffing on German employment
between 1991 and 2000 for 36 manufacturing indesstind finds evidence of a negative impact.
Goods offshoring also had a negative influencemesspecifications. In a second study,
Schéller (2007c) finds that service offshoring regll manufacturing employment (35 industries)
by on average 0.15 and 0.54 percent per year beth@%5 and 2004. Goods offshoring shows
ambiguous coefficient signs, which reflects a neoltinearity problem with the variable import
shares in total output. The effect is mostly nagatvhen import shares are not included.

The OECD (2007b) measures the effects of offshdond2 OECD countries (Austria,
Belgium, Denmark, Finland, France, Germany, Grekaky, Korea, Norway, Sweden, United

States). Three types of models are estimated, vlicover 26 manufacturing and service

8 Most studies on the employment level effecteftshoring refer to the labor demand specificatibn

Hamermesh (1993), where conditional labor demawiéiisved from a cost function applying Shephard’'s
Lemma. According to Shephard’s Lemma, factor denisuggtermined by the first partial derivative of
the cost function with respect to the correspondator price, regardless of the form of the prditurc
function.
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industries for the two years 1995 and 2000, i.ewgn rates from 1995 to 2000 are used in the
regressions. The results indicate a significangigative effect of goods and services offshoring
on manufacturing and service employment, respdgtive

The perceptions of a strong link between globalzaand economic insecurity cited at
the beginning of this paper are likely driven bbthcurrent reality and by predictions of the
future of globalized production. A number of recstudies project potentially very significant
expansion of services offshoring. Blinder (2006028 2007b) has done a detailed analysis of
the U.S. labor force, looking especially at sersif#Es and the extent to which they are
“personally delivered” or “impersonally delivered?ersonally-delivered services cannot be
delivered electronically, such as child care obgge collection. Impersonally-delivered services
are those that can be delivered electronically eutla significant loss of quality. These would
include travel reservations and computer suppdmdBr 2007a, p. 4). Blinder estimates that 30
to 40 million current jobs are likely in the futui@involve impersonally-delivered services and
thus be potentially subject to offshoring. Thisreste is equivalent to 22%-29% of the current
American workforce (Blinder 2007a, p. 18). Blindeénalysis is notable not just because the
potential labor market displacement is large, laganse the displacement affects all skill levels
of the U.S. labor force. Blinder sees the potemti@ye of offshoring as driving a new industrial
revolution, writing that “the sectoral and occupatl compositions of the U.S. workforce are
likely to be quite different a generation or tworfr now. When that future rolls around, only a
small minority of U.S. jobs will still be offshoréd the rest will have already moved off shore (p.
27).” Blinder’s analyis shows that the distinctiogtween high-skill versus low-skill labor which

characterizes most of the research to date, mayuoé less relevant in the near future.
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Table 11: Labor Market Effects of Offshoring: Survey of Literature

Source Country Industry  Sectors Years Effects of Offshoring
Dependent Variable: Employment Goods Services Overall
Amiti and Wei (2004, 2006) United States Mfg. 450 1992-2001 + -
96 + +
Amiti and Wei (2005 United Kingdom Mfg. 69 1995-2001 +/ - +
Service 9 - -
Scholler (20074) Germany Mfg. 36 1991-2000 - -
Schéller (20074) Germany Mfg. 35 1995-2004 - -
OECD (20073 12 OECD-count. Mfg. } 26 1995, 2000 -
Service -
Dependent Variable: High-Skill Employment Goods  Services Overall
Feenstra and Hanson (19@6) United States Mfg. 450 1977-1993 +
Feenstra and Hanson (1999) United States Mfg. 450 1979-1990 +
Falk and Koebel (zooé) Germany Mfg. 26 1978-1990 noev.
Ekholm and Hakkala (2008) Sweden Mfg. 20 1995-2000 46
+7
Dependent Variable: Low-Skill Employment Goods  Services Overall
Falk and Koebel (200%) Germany Mfg. 26 1978-1990 noev.
Geishecker (zooﬁ) Germany Mfg. 22 1991-2000 -
Strauss-Kahn (zooﬁ) France Mfg. notrep. 1977-1993 .
Hijzen, Gérg, and Heine (2005) United Kingdom Mfg. 50 1982-1996 -
Ekholm and Hakkala (2008) Sweden Mfg. 20 1995-2000 .8
Geishecker (2008) Germany Mfg. 23 1991-2000 -°
Schéller (20075) Germany Mfg. 28 1991-2000 - -
Dependent Variable: High-Skill Wages Goods Services Overall
Feenstra and Hanson (19@6) United States Mfg. 450 1977-1993 +
Feenstra and Hanson (1999) United States Mfg. 450 1979-1990 +
Geishecker and Gorg (2004, 2007) Germany Mfg. 21 1991-2000 4+
Geishecker, G6rg and Munch (2008yGermany Mfg. notrep. 1991-2000 .°
United Kingdom Mfg. notrep. 1992-2004 .°
Horgos (2007) Germany Overall 1991-2000 +
service +
HS-intensive +
LS-intensive -

Source: Authors’ illustration.

Yimported inputs / total non-energy inputs  %imported inputs from same sector / output
3vertical specialization “imported inputs / output ®several measures
%o low-income countries inhouse-offshoring ®medium-skill employment
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F. Increase in the Elasticity of Demand for Labor

Skills-biased labor demand is not the only chatimalugh which offshoring affects
economic insecurity. Rodrik (1997) posited thatiéréiberalization would likely shift the relative
demand for different types of labor, but moreovet greater openness to international trade
would also raise the sensitivity of labor demare (vage elasticity of labor demand) to changes
in domestic or foreign wages. This increased seitgibf employment to both domestic and
foreign wage movements is enhanced as global supplyns become more developed and
offshoring increases. The situation is describedgerson and Gascon (2007, p. 2):

“Traditionally, trade is thought of as exchangdifferent goods across nations, not the shifting of
production from one country to another, followedrbiurn shipments back to the original country. For
example, in the past, U.S. firms would export gra@hd import good y. In the New Economy, U.S. firms
export the capital k needed to produce good xdouatry with lower production costs and then rednmp
good x. Theoretically, disaggregating the valuarchas allowed U.S. business to substitute cheaper
foreign labor, increasing firms’ own price eladtjadf demand for labor, raising the volatility obges

and employment, which increase worker insecurity.”

Figure 15 shows the importance of an increasedrethsticity of labor demand. The

steeper curvel{) represents the original, more inelastic labor aednconditions, and the flatter

labor demand curvel{) is more elastic. A given change in the wage haserimpact on the

quantity of labor demanded in the elastic case ihdme inelastic case.

There have been very few estimates of the reldtetween trade openness and the wage
elasticity of labor demand . Slaughter (2001) stddy.S. manufacturers in the period 1960-1991
and found that the labor demand elasticity roseJi&. production workers (a proxy for lower-
skill workers) and not for non-production workergeothis period. The demand for production
workers rose most in those sectors with the greateieases in offshoring, as well as those with

more technical change in the form of more comprgtiatted investment. Scheve and Slaughter
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(2003) found that FDI is the key aspect of glokatlan that raises the elasticity of labor demand.
In a study of outward FDI by U.K. firms, they foutithat higher FDI is associated with a higher

labor demand elasticity, and more volatility of veagand employment.

Figure 15: Employment and the Elasticity of Labor Bemand

Wage

A

» Employment

Source: Own illustration.

G. Threat of Job Loss and Wage Suppression

A less direct channel for globalization and esgdbcatfshoring to influence wages and
job security is the threat by companies to movelpction overseas. Freeman (1995, p. 21)
describes the phenomenon:

“It isn't even necessary that the West importtthes. The threat to import them or to move plants
to less-developed countries to produce toys mdiceub force low-skilled westerners to take aioypay
to maintain employment. In this situation, the opeonomy can cause lower pay for low-skilled

westerners even without trade.”

A few researchers have explored the importancerotf threats to move production

abroad on the bargaining power and demands of.|3larissued had received considerable
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attention by theorists, but has undergone littl@ieical analysig® Bronfenbrenner and Luce
(2004), studying the U.S. between 1993 and 1999sies more narrowly on unionization
campaigns as opposed to wages. She finds thah'g finobility did raise the credibility of the
threat to move production offshore and that thilkueénced union election, with unionization
drives having a much lower rate of success in fwith a credible threat of mobility than in
those considered immobile. Choi (2001) looked &itkxl outward foreign direct investment by
U.S. manufacturers and found that increased out®wBidvas associated with lower wage

premiums for union members during the period 198361

5. Conclusion and Prospects for the Future

We have shown that the new wave of globalizatisrh@gsed worker insecurity in the
industrialized countries, heightening inequalityvzeen high and low-skill workers, reducing
employment and wage growth and lowering the ovéalbbhr share of national income. But
vulnerability does not translate directly into econc insecurity. This depends on household
efforts to reduce the risk of sudden loss and @iomal policies to absorb such risks. The decline
in household saving supported with massive expansitiousehold debt in many cases reflects
in part the effort by households to buffer themsslfrom income shocks.

Different industrialized countries have implementedy different sets of policies, and we
have identified five “models”. On one extreme is th.S. and other Anglo-Saxon economies
with lax hiring and firing regulations, low unemptaent benefits, and very limited spending on
active labor market policies. On the other extrésitae Rhineland model including France and
Germany, who have relatively high levels of emplewtprotection, large unemployment

benefits and significant spending on active labarkat programs. Denmark (and a few other

2% see Burke and Epstein (2001) for an overviewRwodrik (1999) for a game-theoretic approach.
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countries) seem to have found an effective comiminatf the two, with its model of

“flexicurity”, comprising labor market flexibilityvith high replacement income programs for the
unemployed and extensive active labor market progr&rance and Germany have moved
toward flexicurity, but are still quite a distanitem a Danish-type system.

Our analysis of offshoring indicates, however, flaticurity as a way of managing state-
market relations in a globalized economy is likebt sufficient over the longer run to maintain
high levels of economic security. For this, the maconomic effects of offshoring must be
rechanneled away from finance and towards the diocrresgnvestment of efficiency gains from
offshoring. Tighter labor markets driven not by ustsinable consumer debt but by productivity-
enhancing private investment is the long-term ke¥sharing the gains” from globalization.

This conclusion raises a question about the feddfvam policy to international
competition. It is often heard that greater statasgled social protection constitutes a cost to
producers that reduces international competitivenese evidence, however, indicates that the
opposite may be true. That is, the provision oigh ltevel of social protection does not
unambiguously reduce export competitiveness asgime cases may increase it. In a study of
the OECD over the period 1978-1995, Milberg and $#om (2005) find that there are multiple
paths to export competitiveness for industrializedntries, a “high-road” relying on innovation,
high productivity and high levels of compensatiowl ob security resulting from labor
management cooperation and state support for edorsgourity, and a “low road” path where
productivity growth hinges on a high degree of dohbetween labor and management rooted in
job insecurity and a weak role for the state inrgnteeing social protectichThis conclusion
would seem to apply in even stronger form for tlxeceuntry sample in this paper. Denmark and

Germany, two countries with greater state inteeani sharing the burden of insecurity have

%0 Belloc (2004) finds a similar result.
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increased their trade surpluses considerably dvepéast 15 years, while the Anglo-Saxon
countries in the sample have experienced masside tralance deterioration.

The new wave of globalization has put into questraditional (Anglo-Saxon and
Rhineland) arrangements between states and mark@tsas increasingly expanded the share of
the population subject to economic insecurity tevimaclude high-skill and service sector
workers. Over the past 15 years, import growth mithe context of the new wave of
globalization have supported a rise in profits emthe profit share, a relatively slow growth of
wages and heightened inequality. One explanatidgheoindustrialized countries’ commitment to
trade liberalization — outside of the agricultueetsr — is that the benefits have been distributed
in a highly concentrated fashion. In an environnedritsing economic insecurity, liberal trade
policies can be expected to come under continueskpre in democratic societies. This could
take a variety of forms, from a dangerous protedsiobacklash, to a progressive tax shift which
redistributes from winners to losers, to a newo$eegulations on financial activity, since this

latter seems itself to be supported by the new vedgobalization.
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Appendix 1: Trade Openness and Economic Insecurity
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Appendix 2: Imports from Low-Income Countries and Economic Insecurity
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