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Abstract

In a world of increasing outsourcing and offshoring, there is a new international division of labour being spurred by trade in tasks rather than trade in goods. Driving this change is the rise of global production networks, creating new challenges in developing effective policy with respect to trade and employment. As part of the “Made in the World” sub-theme, this session presented the results of different studies on the impact of trade on jobs and labour conditions and sought answers to the policy questions that accompany the development of global production networks.

On the basis of available evidence, results are mixed. Studies indicate that overall, offshoring has had a positive impact on employment levels, but results are heterogeneous when looking at specific countries or industries. Productivity gains following offshoring are not systematically translated into higher employment or higher wages. Skill levels determine who benefits from and who is hurt by the rise of offshoring. Firms can also lean toward short-term strategies which increase shareholder earnings instead of using the productivity gains of offshoring to expand their production, and this further aggravates employment prospects.

While the panel highlighted that further analysis is needed before drawing strong conclusions, there was consensus on the fact that policies and labour market regimes have a role to play in addressing the adverse impact of global production on jobs and labour conditions. Ultimately, the new paradigm suggests that it is tasks are divided and traded, not jobs. Fears regarding the rise of global production networks are not unfounded but should not be exaggerated. The productivity gains from outsourcing, with appropriate policies, can lead to higher wages and better employment opportunities. 

1. Presentations by the panellists

(a) Mr Hubert Escaith, Chief Statistician, Economic Research and Statistics Division, WTO

Mr Escaith commented on fears of offshoring that tend to re-emerge in times of crisis and to drive the debate on trade and employment. As the moderator of the session, he encouraged panellists to dispel the fears and to provide reference points to inform the debate. 

(b) Professor William Milberg, Professor and Chair, Department of Economics at the New School for Social Research, New York

Professor Milberg said that fears might not be totally unfounded and presented the results of a study on the links between offshoring, economic security, employment and growth. The increase in economic insecurity was a visible trend in the United States and other industrialized countries well before the global economic crisis which began in 2008. At the end of the 1990s, there was a clear downward trend in the labour share of value added across industrialized economies. But for the overall sample (15 OECD economies and 21 sectors) and the whole period under investigation (1990-2008), higher offshoring intensity is associated with higher labour shares. However, this result veils important variation over time and space. In the next step of the analysis, the evolution of offshoring is contrasted with labour market regimes. Offshoring has a significantly positive impact on the labour share in the “Anglo-Saxon”, “Rhineland”, and “Flexicurity” models, whereas the effect is significantly negative in the “Mediterranean” model. It is likely that the labour market rigidities of the Mediterranean model explain the negative effects found. Interestingly, despite evidence of a negative impact in the United States, the Anglo-Saxon model is found to have a positive impact because of the results in other economies, such as Australia.

Professor Milberg’s conclusions point to a link between labour market regulations, financial market regulations and trade. Offshoring can, under certain circumstances, raise the profit share in the short run, but longer-term benefits will depend on the labour market regimes and how profits are reinvested. There is a leakage of dynamic gains from trade, and financial regulations, as well as labour market institutions, significantly affect the capture of gains from trade.

(c) Mr Robert Stehrer, Deputy Director of Research, Vienna Institute for International Economic Studies

Mr Stehrer first described how declines in transport and communications costs, as well as technological advances, have made possible the fragmentation of production, and how trade in intermediate inputs has increased. Using a new dataset derived from the World Input-Output Database (WIOD) project, he examined to what extent offshoring has caused the changes in relative wage and employment that can be empirically observed from the 1980s onwards. Mr. Stehrer pointed out that the data indicate that there is no clear-cut answer to whether offshoring has had a totally positive or negative impact on labour demand.

Offshoring has a productivity effect that tends to have a negative effect on labour demand but also a scale effect that tends to have a positive impact. The question of which effect dominates is an empirical one, and outcomes vary across countries. On average, a positive link is found between offshoring and employment levels for the overall sample of countries, indicating that the positive scale effect compensates for the negative productivity effect. The total effect is, however, quite small in economic terms. 

The study also examined the relationship between offshoring and relative employment across three skill categories: low-skill, medium-skill and high-skill employment. Mr Stehrer noted that most of the offshoring seems to have a higher impact on the medium-skilled workers but there is evidence in some services industries that highly-educated workers are hit. He concluded that further research on this relationship needs to be carried out.

(d) Ms Hildegunn Nordås, Senior Trade Policy Analyst, Trade and Agriculture Directorate, Organisation for Economic Co-operation and Development (OECD)

Ms Nordås asked whether deepening the division of tasks makes economic sense, and what the driving forces behind trade in tasks are. A study on the tasks performed by workers in each occupation and across industries reveals that getting and processing information are the major tasks being performed. While these offshorable tasks raise concerns that many jobs could be offshored, the analysis found that tasks are often bundled together, so that offshorable tasks tend to be associated with non-offshorable tasks. Global production networks favour a division of tasks that follows a Toyotist approach rather than a Taylorist one, and thus one should not confuse division of tasks with division of labour.

Moreover, the study finds that import penetration in services has a small, but positive effect on the share of tasks related to getting and processing information being performed in the local economy. In other words, offshoring complements rather than replaces local information processing. The effect is also small when looking at how trade impacts the allocation of tasks among industries. Import penetration in capital-intensive industries is found to shift tasks directly related to production to more information-based activities.

Ms. Nordås concluded that the fragmentation of production does not lead to the fragmentation of tasks, this explains why empirical studies do not find a strong impact of global production networks on jobs and wages. Trade in tasks is similar to trade in intermediate goods and services in that it improves productivity.

(e) Ms Esther Busser, Deputy Director, ITUC-CSI Geneva Office

Ms Busser raised several concerns surrounding global production networks, focusing on what trade in tasks has done to working conditions. Through increased competition, trade in tasks can increase the pressure on workers and wages, reducing their bargaining power when the production is shifted to other countries. The first concern relates to job insecurity and risks of unemployment which might be exacerbated in the context of Export Processing Zones (EPZs) or sub-contracting. Ms. Busser reported cases of repression of trade union rights, migration workers sleeping in compounds and other examples of deterioration of workers’ conditions.

The second concern related to income and wages, in particular in developing countries. Technological spillovers and learning effects might be questionable when it comes to trade in tasks and it is not clear that specializing in certain tasks is sufficient to raise income. Industrial and development policies might be needed, as well as strategies giving a strong role to governments. The results of a recent WTO publication on global value chains in East Asia suggest that some countries may remain specialized in low value added products, for example in agriculture. Low skill jobs remain in China, while high skill jobs are sent to Japan and Korea. One can ask whether specialization in tasks contributes to industrial development or whether previous full-fledged industrial policies are not a better option.

The last concern highlighted by Ms Busser was that multinationals and foreign direct investment (FDI) might put pressure on governments to implement weaker labour legislation and higher investor protection. Does the local economy really benefit when low value added activities are offshored? There is a whole range of questions and concerns related to FDI that need to be addressed when looking at the impact of global production networks on employment. 

2. Questions and comments by the audience

Questions and comments from the floor revolved around the financial crisis and specific difficulties in the context of the year 2011. The audience was interested in knowing the potential impact of the European and US debts and banking crisis on world demand and employment. The link between macroeconomic imbalances, trade and global production networks was seen as a new field to explore. More coordination between international organizations was deemed important to make sure that the situation was not deteriorating. With regard to global production networks, another concern that was identified was that some countries might be locked in low value added activities and some participants were interested in the experience of some countries that may face such situations.

Another question from the audience dealt with the role of foreign direct investment and EPZs in fostering development and improving wages in developing countries. While Ms Busser had emphasized the negative impact of FDI on workers’ conditions in the context of EPZs, the question was whether there was really evidence of such negative impact when one could think that, through exports and foreign investment, many emerging countries have in fact reduced poverty and increased the income of workers.

3. Conclusions 

To conclude the session, Mr Escaith asked the speakers to look at the issue from the perspective of a developing country and asked for views on how globalization of value chains could promote development. The panellists noted that there had been success stories, especially in Eastern Europe and Asia, of countries that have gained from engaging in global value chains. But not all countries have been able to seize the opportunities offered by global production networks, and this suggests that a one-size-fits-all approach cannot be applied.

Mr Escaith thanked the panellists and noted that one of the nice things about global value chains was that they encouraged various approaches and a multi-disciplinary perspective on the issues.
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