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Abstract 

The demands on the European social model are unlikely to abate; globalisation will continue 
and the EU’s mandate will widen. And yet the ability to pay for social protection will be 
severely tested in the face of ageing populations, fiscal consolidation and action to address 
sovereign debt. Three broad policy implications suggest themselves. First, in coming years 
there will be a compelling case, not least in the EU, for open markets as a stimulus to 
innovation and growth. Second, EU social protection linked to globalisation, within the 
framework of flexicurity, will need to be better targeted and better implemented, in order to 
help those who lose from globalisation and to realise the EU’s full potential in skill-intensive 
activity. Third, trade policy will need to be seen in the broader context of sound domestic 
economic management. 
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EXECUTIVE SUMMARY 

Since the 1980s, the information and technology revolution, together with policies to liberalise trade, 
have led to a geographic fragmentation of production whereby firms locate their activities in the 
country where marginal costs are lowest. In the process, trade has become much more than a simple 
exchange of merchandise across borders. It has evolved into a constant flow of investment, 
technologies, goods for processing and business services, constituting a global supply chain – the 
defining element of “globalisation”. 

In this broadened context, trade and trade liberalisation – which are never ends in themselves but 
rather means to improved human welfare – are found to bring overall benefits, not least to the 
liberalising country. They do so by fostering competition, technology transfer, economies of scale and 
the globalisation of value chains. 

In the decade leading up the recession of 2008-2009 - a period which saw a sharp rise in trade relative to 
GDP – employment increased in all OECD countries apart from Japan, and the average unemployment 
rate fell from 7.2 per cent in 1995 to 5.6 per cent in 2007. Moreover in the same decade, there was a 
positive relationship in the OECD economies between real wage growth and market opening.  

But because trade causes domestic prices to converge with those applying in the international market it 
affects the relative returns to labour in the domestic market, whether wages in different sectors or 
wages at different skill levels. There are winners and losers. 

International trade contributes directly to factor price equalisation, whereby trade increases the focus 
on, and the returns to, the most abundant factor of production, which tends to be low-skilled labour in 
developing countries and skilled labour in the advanced economies. It is this observation that helps 
explain the shift in employment in the OECD economies, not least in the EU, away from manufacturing, 
which has a relatively high dependence on low- and semi-skilled labour, particularly in assembly, and 
towards more skill-intensive services. 

The corollary of this shift, however, is the continued importance of skill-intensive manufacturing in the 
advanced economies and their sustained high share of this activity. 

The combination of cyclical change in the global economy, globalisation and technological change has 
had a disproportionate influence on the place of men in the European workforce. Males appear to have 
suffered more than women from the recession of 2008-2009 and from the fall in demand for less-skilled 
workers. The higher proportion of men, compared with women, in low-skilled and semi-skilled 
manufacturing has disproportionately increased their vulnerability to skill-biased technological change 
and to the shift offshore to developing countries of labour-intensive, low-skilled manufacturing activity.  
Women for their part tend to be more strongly represented in sectors such as education and health care 
where more job growth has occurred. 

Looking ahead, for the foreseeable future trade policy will be conducted under global conditions 
particularly challenging to growth and stability, as countries face the fiscal consolidation needed in the 
aftermath of the global financial crisis, the need to deal with problems of sovereign debt, the 
constraints on growth occasioned by policies to counter climate warming, the budgetary burden 
imposed by ageing populations, and the uncertainties inherent in persisting global imbalances. 
Feeding the appetite of countries such as China and India for US, EU and Japanese financial assets 
through large export surpluses seems sure to provoke protective responses in deficit countries. Trade 
liberalisation cannot move forward when current account imbalances are large and growing. 

The danger in these circumstances is that protectionist policies in the advanced industrialised 
economies, including in the EU, are likely to be rationalised on the basis that trade partners are, 
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allegedly, gaining an unfair competitive advantage through non-compliance with accepted 
international norms relating, in particular, to core labour standards and the environment. 
However, although there are clearly abuses in both of these areas there is no evidence of a 
race-to-the-bottom. Rather to the contrary, compliance with international standards is seen to 
rise as countries become more prosperous. Nor is it clear that trade policy has a role in seeking 
to enforce such compliance. 

Three broad forces are likely to maintain and possibly increase the demand for EU social policies linked 
to globalisation: the pace of globalisation itself; the risk of trade policy failure, and more acute 
adjustment challenges; and changes in the institutional framework within which EU trade policy is 
conducted, sharpening the focus on both the gains and the losses from trade 

So can the European social model, with high levels of social protection, be maintained in coming years? 
It might be tentatively concluded that the demands on the model are unlikely to abate, globalisation 
will continue and the EU’s mandate will widen. And yet the ability to pay for social protection will be 
severely tested in the face of fiscal consolidation and ageing populations. Three broad policy 
implications suggest themselves. First, in coming years there will be a compelling case, not least in the 
EU, for open markets as a stimulus to innovation and growth. Second, EU social protection linked to 
globalisation, within the framework of flexicurity, will need to be better targeted and better 
implemented in order to help those who lose from globalisation and to help realise the EU’s full 
potential in skill-intensive activity. Third, trade policy will need to be seen in a broader context. 
Advancing trade liberalisation – whether multilaterally in the present round of WTO negotiations or 
bilaterally and regionally within the framework of preferential trade agreements – will necessitate 
placing trade liberalisation more firmly within the framework of domestic economic management. 
Market opening works best – and maybe only works at all – in a coherent, holistic policy environment 
that facilitates the movement of labour and capital from declining to expanding areas of activity.  
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INTRODUCTION 

The purpose of this study is to examine the relative impact of globalisation on employment and social 
policies in the EU, drawing on both the wide body of literature and on empirical support. 

Since the 1980s, the information and technology revolution, together with policies to liberalise trade, 
have led to a geographic fragmentation of production whereby firms locate their activities in the 
country where marginal costs are lowest. In the process, trade has become much more than a simple 
exchange of merchandise across borders. It has evolved into a constant flow of investment, 
technologies, goods for processing and business services, constituting a global supply chain – the 
defining element of “globalisation”. 

In this broadened context, “trade” and trade liberalisation – which are never ends in themselves but 
rather means to improved human welfare – are found to bring overall benefits, not least to the 
liberalising country. But because trade causes domestic prices to converge with those applying in the 
international market it affects the relative returns to labour in the domestic market, whether wages in 
different sectors or wages at different skill levels. There are winners and losers. 

Part 2 of this study seeks to throw light on who, in Europe, are the winners and losers from globalisation. 
It does so by examining the overall social and economic impact of globalisation; changes in the 
structure of employment in the EU; the impact of global supply chains and of global imbalances; and 
the implications of fears of a race to the bottom in social and environmental standards. 

Part 3 of the study addresses the question: can the European social model with its high levels of social 
protection and increasing costs be maintained in the coming years? It does so by considering the forces 
likely to shape the continuing need for policies of social protection, followed by a discussion of the 
nature and effectiveness of those policies – both at the level of the EU and among member countries. 

Part 4 draws together the preceding analysis into a set of recommendations designed to strengthen the 
ability of the EU to adapt to, and benefit from, the process of globalisation. 
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1. THE IMPACT OF GLOBALISATION 

1.1 The Social and Economic Impact of Globalisation. 

The broad body of academic literature, and empirical evidence, suggests that the intensification of 
international flows of trade, investment and technology, as embodied in globalisation, is a force for 
increased growth and improved economic welfare. This part of the study helps address the question: 
which sectors of the economy or groups of workers benefit from an open EU policy on trade and 
investment, and which lose? This part also provides the foundation for discussion, in Part 3, of whether 
the European social model with its high levels of social protection and increasing costs can be 
maintained in the coming years. 

Detailed Analysis 

If we think of a continuum – trade, innovation, growth - then while the link between innovation and 
growth is fairly well understood, the link from trade to innovation (and hence to growth) is less so. There 
are four channels through which trade stimulates innovation, involving a mixture of market opening 
and the strengthening of trade rules (OECD 2007a). 

Increased Competition. A number of studies find that trade openness makes markets more 
competitive, reducing prices and raising incentives to innovate (Licandro and Navas 2007) while also 
raising productivity (Melitz and Ottaviano 2005). Bigsten et al. (2004) have shown that trade can also 
improve productivity through efficiency gains from learning by exporting. There is recent evidence that 
stronger competition has particularly powerful effects on productivity in countries far away from the 
technological frontier, reflecting stronger incentives to adopt new technologies (OECD 2007b). 
Underpinning these observations is the work of Robert Solow pointing out that there are two 
components to productivity growth (Ten Raa 2008): a Schumpeterian technical change (capital) 
element (Schumpeter 1954), and a neo-classical efficiency change (labour) element. 

Technology Transfer. Trade, particularly when accompanied by foreign direct investment, is likely to 
promote the transfer of skills and of innovation. Beyond this direct transfer of technology embodied in 
trade, or as spillovers from trade (Nordas et al 2006), there is also an indirect contribution as trade serves 
to lower prices and hence the cost of accessing such embodied technologies. In short, trade allows firms 
to access technologies that are essential for improving their productivity and competitiveness.  

Economies of scale. Companies producing for both the domestic and foreign markets are better able 
to recoup R&D investments over a larger quantity of sales than if selling only for the domestic market. 

Globalisation of value chains. Finally, trade and trade reform can help foster the global fragmentation 
of production processes. They do so in a number of ways: by promoting harmonisation around 
international technical standards to which firms in fragmented value chains must conform; by 
addressing the danger that restrictive rules of origin (designed to ensure that only imports from 
partners in bilateral or regional Preferential Trade Agreements (PTAs) have preferential access) will 
disadvantage low-cost suppliers within the chain; and by encouraging trade facilitation, enabling 
suppliers to respond quickly to developments further down the value chain. 

In summary, despite differences of opinion on the strength and the direction of causality there is strong 
analytical support for the view that openness to trade, backed by stronger trade rules, generally leads to 
welfare gains. (Dollar and Kraay 2002, Winters 2004). Putting numbers on this is difficult, but there is 
evidence that an increase in the share of trade in GDP of one percentage point raises the income level 
by between 0.9% and 3% (Nordas et al 2006).  Economies with more open trade policies tend to 
perform better than those with more restrictive trade policies, as evidenced by the experience of South 
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Korea and Taiwan, which began to liberalise their trade policies in the 1960s, Chile, in the 1970s, and 
China, India, Mexico and Vietnam which undertook measures of market opening in the 1980s and 
1990s. 

The other side of the gains-from-trade coin is the cost of protection. Following the work of Max Corden, 
this cost is now commonly addressed in terms of the effective rate of protection (ERP) (Corden 1966). 
The ERP calculates the effect on the returns to labour and capital in an industry of the use of tariffs and 
other forms of assistance by measuring the entire structure of protection, taking into account the effect 
of tariffs and NTMs on inputs (raw materials and intermediate products) as well as on outputs. The 
higher are the tariffs and NTMs on imported inputs, then via higher costs the lower the ERP will be for 
the goods that use those inputs (Hoekman and Kostecki 2001). When allowance is made for the effect of 
restrictions on the import of services – and hence on services as an input - the results are striking. It has 
thus been found that when account is taken of  barriers to services imports the ERP for motor vehicle 
production in Brazil actually becomes negative: the protection of both services and non-services inputs 
results in the effective taxation of this industry (Dihel and Dee 2006). 

It is analysis such as this that underpins the broader, and no less striking, proposition that a tax on 
imports is a tax on exports, both directly, as the cost of inputs increases, and indirectly, as the reduced 
incentive for import-competing industries to contain costs spreads to the economy at large. But 
exporters are generally unable to pass on any cost increases. They will either lose export sales or 
become less profitable. Either way, jobs will be lost. 

There is thus a weighty body of analysis in favour of open markets. The challenge is to communicate 
effectively this analysis. 

 

1.2 Changes in the Structure of Employment in the EU 

The forces of globalisation have had a broadly positive effect, overall, on OECD labour markets. At the 
same time, these forces have contributed to major job creation and job destruction, not least in the EU. 
The overriding trend has been towards increased emphasis on the service economy at the expense of 
manufacturing activity. It is important to acknowledge, however, that most of the structural change 
comes from technological developments rather than from trade. 

Detailed Analysis 

Sectoral impacts and the political economy of trade. In the decade leading up the recession of 2008-
2009 - a period marked by globalisation and which saw a sharp rise in trade relative to GDP – 
employment increased in all OECD countries apart from Japan, and the average unemployment rate fell 
from 7.2% in 1995 to 5.6% in 2007 (OECD 2009). Moreover, as shown in Figure 1, in the same decade 
leading up to the global recession, there was a positive relationship in the OECD economies between 
real wage growth and market opening, a result that was partly driven by the integration of Poland, the 
Czech Republic and Hungary into European markets. 
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Figure 1: Openness and real wagesError! Bookmark not defined. 
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Note: Openness is defined as imports + exports of goods and services divided by GDP, and openness growth as the average 
annual change in this ratio over the period. Real wage growth is defined as the growth in nominal wages less the change in the 
consumer price index. Source: OECD and World Bank. 

 

However, because trade causes domestic prices to converge on those applying in the international 
market, the resulting change in relative prices within the domestic economy affects the returns to 
different factors of production – whether wages in different sectors, wages at different skill levels, or 
returns to capital. There are winners and losers. The politics of trade is then highly dependent on two 
key factors: the relative size of the stakes of winners and losers and the respective ability of winners and 
losers to organise and defend their interests. 

Political influence tends to be greater for those seeking government assistance or protection because 
those who stand to gain have more at stake than those who stand to lose. In the words of Vilfredo 
Pareto, ‘ a protectionist measure provides large benefits to a small number of people, and causes a very 
great number of consumers a slight loss’ (Pareto 1971, 379). The validity of this observation is amply 
demonstrated by recent experience with the Common Agricultural Policy (CAP) of the European Union. 
In 2009, 1,212 individual recipients received at least one million euro in CAP support (farmsubsidy.org 
cited in Bridges, Volume 14 Number 17 of 12 May 2010). The number of beneficiaries is impressive, but 
it is dwarfed by the number of consumers living in the EU27 – close to 500 million. 

Relatively concentrated groups, whether geographically, by number of enterprises or by sub-sector (the 
top CAP beneficiaries are predominantly sugar producers), are also better placed to meet the costs of 
collective action by monitoring political contributions or excluding free riders (Olsen 1965).  

It is these two elements of the political economy of international trade – the concentrated benefits of 
protection and the organisational strength of well-focussed groups – that helps explain the enduring 
feature of protection: once protective policies are in place they are very difficult to change (Irwin 2002). 
Hence the unwillingness of trade negotiators, from both developed and developing countries, in the 
course of the Doha negotiations to move away from the status quo. It is these elements that also 
explain why, in very broad terms, resistance to reform and market opening is particularly acute for 
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developed countries in the area of agriculture and for developing countries in the areas of 
manufacturing and services. 

In recognition of the political impediments to free trade, and consistent with the writings of the Political 
Capture theorists, attempts have been made to shelter the process of trade policy making from the 
influence of sectional interests and to prevent financially powerful groups from prejudicing the interests 
of the majority (Alt et al 1996, Cohen et al 2003, Destler 2005, Krasner 1976, Rogowsky 1989, Stigler 
1971, 1974).  

In practical terms, economic analysis tells us that international trade should contribute directly to factor 
price equalisation, whereby trade increases the focus on, and the returns to, the most abundant factor 
of production, which tends to be low-skilled labour in developing countries and skilled labour in the 
advanced economies. It is this observation that helps explain the shift in employment in the OECD 
economies, not least in the EU, away from manufacturing, which has a relatively high dependence on 
low- and semi-skilled labour, particularly in assembly, and towards more skill-intensive services, as 
shown in Figure 2. 

 

Figure 2: Changes in Employment in the Advanced Economies. 

 

 

It is clear from Figure 2 that, based on the experience of Germany and Britain, the EU, over the past 
twenty years, has witnessed a major decline in the share of manufacturing in both GDP and 
employment, but that the employment decline has been more than compensated by the rising 
importance of the service sector. Moreover, there is evidence that though trade has contributed to this 
shift, as lower value-added parts of the production chain shift to developing countries where labour is 
cheaper, the principal cause of rising income inequality that most countries have experienced in the 
past two decades has been due less to trade than to technological progress which has increased the 
wages of skilled relative to unskilled workers (Cling 2006, Billmeier and Nannicini 2007). Some 
technological innovation will of course be undertaken in response to the intensified competition arising 
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from trade. But this is nevertheless likely to represent a relatively small proportion of overall 
technological change. It has thus been estimated (Bloom et al 2011) that between 2000 and 2007, 15% 
of technology upgrading in Europe can be explained as a response to competition from China. 

Social impacts: The combination of cyclical change in the global economy, globalisation and 
technological change has had a disproportionate influence on the place of men in the European 
workforce. Males appear to have suffered more than women from the recession of 2008-2009 and from 
the fall in demand for less-skilled workers. Widespread male worklessness in turn has major economic, 
fiscal and social costs. 

Over the past 40 years, the proportion of European males who have a job has fallen steadily, with a 
particularly pronounced fall since 2008. Figure 3 shows the extent of this decline for males aged 25-54 
in Britain, France, Germany and Italy, with comparative data for the United States, Japan and Canada. 

 

Figure 3: Males in Employment 

 

 

We thus see that while in 1970 well over 90% of prime-age European men were in employment, this 
figure had fallen to some 85% by 2009. 

Moreover, during the same period, as shown in Figure 4, the share of men in the total workforce has 
also steadily declined, as that of women has correspondingly increased. 

Three factors help to explain these trends (OECD 2005, The Economist, 30 April 2011). 

First, men are disproportionately likely to work in areas such as building and construction and basic 
manufacturing where the impact of the recession of 2008-2009 was particularly pronounced. 
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Secondly, the higher proportion of men, compared with women, in low-skilled and semi-skilled 
manufacturing has disproportionately increased their vulnerability to skill-biased technological change 
and to the shift offshore to developing countries of labour-intensive, low-skilled manufacturing activity.  
Women for their part tend to be more strongly represented in sectors such as education and health care 
where more job growth has occurred. 

 

Figure 4: Labour force Participation Rates 

 

 

Thirdly, women have done more than men to improve their academic credentials. In most rich 
countries, women are more likely than men to attend university. This is important because, as shown in 
Figure 5, the number of men out of work is very closely linked to their level of education. Data here are 
based on the United States but are likely to be representative of the advanced industrialised countries 
more generally, including those in Europe. A downward slide in education levels does, however, seem 
to have been more pronounced in the United States. Recent research (Autor 2010) shows that American 
men aged between 25 and 34 are less likely to have a degree than those aged between 45 and 54. They 
are also less likely to have completed university than their counterparts in Britain, Denmark, France, 
Ireland, the Netherlands and Spain.  
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Figure 5: Education and Employment 

 

 

There is, however, one aspect of gender bias that seems to work to the disadvantage of women. There is 
evidence (OECD 2005, page 88) that women who have undertaken the same level of retraining after job 
loss as men are less likely than men to obtain re-employment. The probable explanation is that women, 
often with relatively stronger family commitments, are less able to relocate in order to take up new 
employment opportunities. 

The fact remains however, that the principal impact within the EU of skill-biased technical change has 
been on low-skilled males in the manufacturing sector. The economic cost of reduced male 
participation in the work force is threefold: reduced economic potential; reduced fiscal revenue; and 
increased outlays on social support mechanisms. 

 

1.3 The Impact of Global Supply Chains 

Insofar as trade has contributed to shifts in the returns to different factors of production within the 
advanced economies, this influence is intimately linked to the growth of the global supply chain and 
the fragmentation of the production of both goods and services on the basis of comparative advantage. 
This process of fragmentation helps explain the growing importance of services within the OECD 
economies.  But it also explains the continued dominance of the OECD economies in capital- and skill-
intensive manufacturing and hence the premium being paid to the more highly skilled workers within 
those economies. 
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Detailed Analysis 

Globalisation can best be understood in terms of two periods of ‘unbundling’ (Baldwin 2006, Miroudot 
2011, Escaith et al 2010). The ‘first unbundling’ refers to the decrease in transportation costs that 
occurred between 1850 and 1914, resulting in an important increase of trade at the same time that the 
industrial revolution was triggering modern growth in Western Europe and the United States. Lower 
transportation costs made it possible to produce goods far from the location where they were 
consumed. The ‘second unbundling’ is within firms with the production of goods and services being 
geographically split. The fragmentation of production started in the 1980s, principally in Japan and the 
US. Geographically separating various production stages became more and more attractive in the 1990s 
with the continuing decline in trade costs due to the information and communication technology (ICT) 
revolution and policy initiatives to further liberalise trade, such as the conclusion of the Uruguay Round, 
the creation of the World Trade Organization, the signing of the General Agreement on Trade in 
Services (GATS) and, as a second best, a new wave of preferential trade agreements following the 
adoption of the North American Free Trade Agreement (NAFTA). Trade became much more than just a 
simple exchange of merchandise across borders. It developed into a constant flow of investment, 
technologies, goods for processing, and business services, in what has been called ‘the global supply 
chain’ or ‘the global value chain’ (Sturgeon and Gereffi 2009).  

Once trade costs are low enough to allow the fragmentation of production, firms can minimise the total 
cost of production by organising the production into several blocks, each block being produced in the 
country where the marginal cost is the lowest (Jones and Kierzkowski 1990). Services inputs are needed 
to link the blocks, such as communication, transport and logistics services, as well as financial and 
business services. Setting up affiliates to produce abroad also implies investment costs. As long as the 
cost advantage of an internationally fragmented production offsets the additional fixed costs of the 
services inputs and investment costs, the production process is more efficient than if performed in a 
single country. This is how trade and investment become complements in the context of vertically–
integrated firms and how trade liberalisation (especially in services sectors) leads to both an increase in 
trade and in investment flows. 

The location and organisation of global supply chains is not static. Multinational enterprises (MNEs) 
constantly adapt their strategies and redefine their boundaries (Mudambi and Venzin 2010). More 
recently, global firms have also increasingly relied on outsourcing (that does not involve investment) 
and headquarter activities are more often offshored (Desai 2009). 

Recent trends in the growth of trade and investment have been prompted by new firm strategies that 
combine horizontal and vertical foreign direct investment (FDI). This can be illustrated with the example 
of the automotive industry (Sturgeon, Van Biesebroeck, Gereffi, 2008). Political pressure for local 
production and market demand considerations have driven automakers to set up final assembly plants 
in their main markets. For example, in the mid–1980s, Japanese car manufacturers established plants in 
the US and European Union. This form of horizontal FDI has reduced trade flows of final goods (less cars 
exported to these markets) and increased FDI (the substitution effect). But at the same time, automakers 
have outsourced the production of auto parts and created affiliates to build regional networks and 
clusters for specialized activities such as automotive design. Horizontal FDI was thus combined with 
vertical FDI. Traditional suppliers were also asked to establish next–to–final assembly plants and in 
consequence the global reorganisation of the automotive industry has led to more FDI than trade.  

The rise of investment versus trade is even more pronounced in services industries. In the case of 
services, the ratio of FDI to trade has increased from 140% in 1995 to more than 250% in 2005 
(Miroudot). The banking industry illustrates that global supply chains are not limited to manufacturing 
and that the combination of horizontal and vertical FDI described for goods also applies to services. 
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Banks are now highly internationalised and need affiliates for the face–to–face contact with their 
customers. International banks have developed through horizontal FDI important networks to serve 
their customers worldwide. But only the end of the value chain requires commercial presence. As most 
banking activities are services that can be supplied across borders due to their high degree of 
digitalisation (Mudambi and Venzin 2010), vertical specialisation has also increased with services  
provided from financial hubs such as London or New York, as well as from offshore competence centres. 
The globalisation of the banking industry accounts for a significant share of the increase in FDI with 
many cross–border acquisitions and mergers in the 2000s and more recently in the aftermath of the 
financial crisis. Cross–border trade in financial services has increased but to a lesser extent1.  

An important dimension of global supply chains is the way in which they are intimately linked with the 
spread of preferential trade agreements; a process which may carry lessons for the EU as it develops its 
own PTA network. A case in point is the way in which Japanese auto manufacturers have shifted part of 
their production to Thailand in order to gain improved access to the growing Australian market by 
virtue of the recently concluded Australia-Thailand Free Trade Agreement. In the process, 
fragmentation has seen the steering wheel industry concentrated in Thailand and Malaysia and the 
gearbox industry in Indonesia and the Philippines.  

The growth of global supply chains, and the key role of services within them, helps explain why the 
service economy has become relatively more important within the OECD countries and why less skill-
intensive manufacturing activity has shifted to low-cost countries. But the corollary of this shift is the 
continued importance of skill-intensive manufacturing activity in the advanced economies and their 
sustained high global share of this activity. Three elements of this high share can be distinguished. 

First, as shown in Figure 6, the advanced economies have, with the exception of Japan, retained a 
strong share of the high-tech sectors of ICT, biotechnology, aerospace and precision measurement 
equipment. It is the relative strength of the advanced economies in skill- and capital-intensive 
manufacturing that explains the fact that some 80% of the textiles and clothing machinery imported by 
low-cost developing country producers comes from OECD countries, at a value broadly comparable 
with OECD imports from those countries (Kowalski and Molnar, 2009).  

 

                                                               
1  In the case of financial services, one should also take into account that cross–border trade statistics cannot fully capture the 

service inputs traded. The rise of investment relative to trade is likely to reflect both the reality of vertical specialization and 

specific issues in the measurement of trade in services in balance of payments statistics. 
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Figure 6: Country Shares of Hi-Tech Global Production 

 

 

Note: High-Tech refers to ICT, Biotech, Aerospace and Precision Measurement Equipment. 

Source: Fujitsu Research Institute, Tokyo, based on National Science Foundation data.  

 

Second, within manufacturing activity more broadly, the OECD economies have developed niche 
capabilities in the area of parts and skill-intensive raw materials. Thus while electronics and electrical 
machinery manufacturers might have lost out on finished products, many OECD companies are in fact 
doing well in the less visible areas of parts and raw materials. For example, Japanese companies 
dominate the markets for small parts such as the condensers and small motors that turn the hard disk 
drives in computers. With raw materials, too, OECD firms have an overwhelming presence in the 
centipede–like lead frames and silicon wafers on which chips are built and the glass substrate and 
chemical surface coating for flat–panel TVs. Looking at industrial sectors in what were previously 
described as sunset industries – chemicals and ceramics, for example – firms have been able to develop 
products and improve quality, earning the trust of their clients. These are sectors where new Asian firms 
have barely ventured. In Korea, electronics firms like Samsung and LG have grown successfully, but the 
more their sales rise, the more their demand for skill-intensive raw materials will increase and hence the 
more exports of those raw materials from the advanced industrialised countries will also increase (Nezu 
2011)  

Third, firms in the more advanced economies tend to retain a higher share of the value added in 
manufacturing activity. As shown in Figure 7, this tends to be concentrated at the beginning of the 
activity chain (in R&D and design) and at the end (in service and maintenance), leading to what has 
been called the Smile Curve of the value chain (Nezu). 
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Figure 7: The Value Chain in Manufacturing 

 

 

In short, it is necessary to look behind the broad trends in the fragmentation process. It is also necessary 
to put things in their overall context:  

This applies particularly to the phenomenon of offshoring. Even relatively high projections of 3.4 million 
US jobs offshored by 2015 represent a relatively modest share of the 160 million jobs that the US Bureau 
of Labor Statistics projects will exist in 2015 (Mankiw and Swagel, 2006). 

In China, by far the biggest destination for foreign direct investment among non-OECD countries, 
foreign companies account for 60% of trade (Hill et al, 2007). 

This brief analysis of global supply chains serves as a reminder that the international fragmentation of 
production brings opportunities as well as challenges for firms in Europe. But it also underlines the 
importance of the skill base in the workforce and of policies that serve to widen and strengthen that 
base. 

 

1.4 The Impact of Global Imbalances 

Persisting global imbalances, stemming from an underlying mismatch between domestic savings and 
investment in both the major creditor and the major debtor countries, have a big role in explaining 
both ongoing strains, arising from the global financial crisis, and future challenges, associated with the 
risk of protectionism.  

Detailed Analysis 

For the foreseeable future, trade policy will be conducted under global conditions particularly 
challenging to growth and stability, as countries face the fiscal consolidation needed in the aftermath of 
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the global financial crisis, the constraints on growth occasioned by policies to counter climate warming, 
the budgetary burden imposed by ageing populations, and the uncertainties inherent in persisting 
global imbalances.  

The last problem is especially challenging. It should not be forgotten that current account imbalances 
that had built up during the preceding decade were a key factor in the global financial crisis of 2008–09 
as major outflows from surplus countries helped fuel the rapid credit expansion in deficit countries, 
allowing them to postpone hard policy choices (Obstfeld and Rogoff 2009). 

Looking ahead, feeding the appetite of countries such as China and India for US, EU and Japanese 
financial assets through large export surpluses seems sure to provoke protective responses in deficit 
countries. Trade liberalisation cannot move forward when current account imbalances are large and 
growing (Hufbauer and Suominen). 

This is a timely reminder that, trade cannot do it all. Arguably the biggest challenge facing the 
international trading system, the persistence of global macroeconomic imbalances and attendant 
protectionist threats, can only be met by domestic action quite distinct from trade policy. Global 
imbalances stem from a discrepancy between domestic savings and investment. Rebalancing will 
therefore require a closer alignment between savings and investment in the big surplus as well as the 
big deficit countries. Exchange rate realignment may be part of the adjustment process but exchange 
rate changes alone would do little to reduce current account surpluses in, for example, China as long as 
household savings are motivated by weak and shallow financial markets and inadequate social safety 
nets. 

It follows that there may be an element of symmetry in the policy responses needed in, respectively, 
surplus and deficit countries. Just as China, as a major surplus country, will need to increase outlays on 
education and health services in order to help reduce private savings, so deficit countries, including 
some EU members and of course the United States, may need to contain – or at least increase the 
efficiency of – public outlays on social protection. 

However tempting it may be, the answer to persisting imbalances is not to impose restrictions on trade. 
Indeed, recent events have underlined the importance of the trade link to productivity improvement, as 
discussed earlier.  The unprecedented fiscal expansion in response to the 2008-2009 global financial 
crisis and associated debt, only add to the existing long-term imperatives for increased productivity 
growth arising from demographic ageing and greenhouse gas abatement and other costs. Productivity 
growth – stimulated by trade and trade openness - can help service the debt now accumulating from 
fiscal deficits, as well as offset the effects on future income of withdrawal of governments’ stimuli from 
consumer spending (Productivity Commission 2009, OECD 2010a). 

 

1.5 Labour Standards, the Environment and Trade: ‘Clear Conscience Protectionism’ and 
Fears of a Race-to-the-Bottom 

Increasingly in the future, protectionist policies in the advanced industrialised economies, including in 
the EU, are likely to be rationalised on the basis that trade partners are, allegedly, gaining an unfair 
competitive advantage through non-compliance with accepted international norms relating, in 
particular, to core labour standards and the environment; hence, ‘clear conscience protectionism’ 
(Reiter). There is a fear, in respect to both social standards and the environment, of ‘market failure’ and 
of a consequential race-to-the-bottom: the market cannot be relied upon, it is suggested, to give the 
correct ‘price’ to the practice of child labour or the denial of trade union rights; and without corrective 
action, production in one country can have negative environmental effects, or externalities, on other 
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countries because the price of resources (such as air and water) are too low. However, although there 
are clearly abuses in both of these areas there is no evidence of a race-to-the-bottom. Rather to the 
contrary, compliance with international standards is seen to rise as countries become more prosperous. 
Nor is it clear that trade policy has a role in seeking to enforce such compliance. 

Detailed Analysis 

Trade and core labour standards:  Based on the ILO Declaration on Fundamental Principles and Rights 
at Work (ILO 1998a), core labour standards encompass: 

 Freedom of association and the effective recognition of the right to collective bargaining; 

 The elimination of all forms of compulsory labour; 

 The effective abolition of child labour; and 

 The elimination of discrimination in respect of employment and occupation. 

There is abundant analysis indicating that compliance with these principles and rights serves to 
stimulate rather than impede economic development and that, accordingly, compliance is seen to 
increase as countries grow (OECD 2000). Stiglitz (2000), for example, finds that the ‘high road’ to 
economic development, which he takes to include the right to collective bargaining, increases 
economic efficiency by promoting increased buy-in by workers to the goals of the immediate work 
group. He also argues that collective bargaining can enhance the overall efficiency of the economy by 
facilitating income redistribution that would not otherwise occur or which would be more costly to 
implement through the tax/welfare system. 

For its part, the ILO (1998b) finds that collective bargaining and tripartite dialogue are necessary 
elements for creating an environment that encourages innovation and higher productivity, attracts 
foreign direct investment and enables society and the economy to adjust to external shocks such as 
financial crises and natural disasters. Rodrik (1997) reaches a similar conclusion. 

Palley (1999) thus finds that countries which improved rights of freedom of association experience an 
increase in GDP growth of between 1.2 and 1.4 percentage points in the ensuing five-year period. 

Finally, there is strong evidence (ILO 1998b) that discrimination against women and minority groups is 
an obstacle to economic efficiency and social development and that child labour is detrimental to 
development as it means that the next generation of workers will be less well-educated. 

However, notwithstanding the clear evidence of complementarity between respect for core labour 
standards and the promotion of economic growth – and of growing recognition of this linkage – there 
have nevertheless been repeated calls to use the enforcement powers of the WTO to encourage 
compliance with social standards. From a GATT-legal perspective, a case can indeed be made, as with 
the environment, for invoking Article XX of the GATT as a basis for WTO involvement in social standards. 
There are, however, several problems with such involvement: 

 It would be subject to the risk of protectionist capture. 

 It would not address the underlying reasons for non-compliance and could be counter-
productive insofar as trade sanctions would impede growth and the ability of developing 
countries to raise their core labour standards. In short, it would run counter to the principle we 
owe to Nobel laureate Jan Tinbergen that there should be as many independent policy 
instruments -- here trade policy and social policy -- as there are distinguishable goals (Tinbergen, 
1956). 
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 It would be highly controversial. It will be recalled that a contributory factor to the collapse of the 
1999 Seattle Ministerial Meeting of the WTO was the call by the American Federation of Labor 
and the Congress of Industrial Organizations (AFL-CIO), backed by President Clinton, to have 
trade sanctions used to enforce compliance with the provisions of the ILO.  

 And the use of the WTO’s teeth – the advocates’ principal argument given their perception of the 
ILO as a toothless tiger – would prove problematic in practice. The use of the WTO’s enforcement 
authority would require that, in invoking the WTO dispute settlement mechanism, a plaintiff 
would need to prove that injury had occurred and that it was directly the result of a country’s 
non-compliance with core labour standards and not, for example, simply the result of lower 
labour costs. Drawing such a distinction and establishing the causal link between labour 
standards and injury would not be easy. 

In recognition of these pitfalls, an uneasy consensus seems to have been reached that the WTO should 
not be engaged in enforcing core labour standards but rather that there should be ongoing 
consultation and cooperation between the WTO and the ILO in the exercise of the ILO’s mandate in this 
area. 

What is happening by default, however, is that in the absence of multilateral provisions via the WTO, 
bilateral and regional preferential trade agreements (PTAs) are coming increasingly to incorporate 
provisions dealing with core labour standards – particularly agreements involving the United States 
and, to a lesser extent, the EU (Heydon and Woolcock page 138). The problem here of course is that 
each of the four pitfalls identified above is equally applicable to social provisions incorporated into 
PTAs. Hence the need for continued vigilance and caution. 

Trade and the environment: Since economic activity generally involves the consumption of resources 
and the production of waste streams, the common assumption is that open markets by boosting 
growth lead to increased pollution and environmental degradation. Evidence suggests the contrary. 
Analysis in the 1990s showed that for some pollutants, such as sulphur oxides or particulate matter, 
emissions follow an ‘inverted U curve’— rising as countries advance from low to middle-level per-capita 
incomes, and then falling as the countries attain higher incomes. On the other hand, World Bank 
analysts (Hettige, Mani and Wheeler, 1998) find that water pollution falls by 90% as per-capita income 
rises, with the steepest decline occurring before a country reaches middle-income status. And more 
recent evidence also points to positive elements in the relationship between economic development 
and environmental performance:  

 A number of developing countries have adopted tougher pollution controls than OECD countries 
had in place when they were at the same levels of development. Drawing on knowledge of the 
links between pollution reduction, improved health, and increased productivity, many 
developing countries have concluded that the benefits of pollution control outweigh its costs, 
and are finding innovative ways to address pollution, involving the use of pollution taxes or 
charges, greater transparency -- successful in reducing pollution in Indonesia and the Philippines 
– and the creation of new industrial parks for heavy industries, such as steel and chemicals, that 
achieve high levels of materials recovery, recycling and waste treatment (Steenblik, Drouet and 
Stubbs, 2005). 

 Openness to trade and investment can provide a country with the incentive to adopt, and 
improve access to, new environmental technologies (The World Bank, 2000). As a country 
becomes more integrated with the world economy, its export sector becomes more exposed to 
environmental requirements imposed by the leading importers. Changes needed to meet these 
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requirements, in turn, flow backwards along the supply chain, stimulating the use of cleaner 
production processes and technologies (Studer, 2006). 

 And the early adoption of environmental regulations has been encouraged by the spread of 
bilateral and regional trade agreements between developed and developing countries which 
typically provide resources and institutions for information exchange and capacity building, and 
encourage the less economically developed partner to strengthen its environmental regulations 
(Heydon and Woolcock, 2009).  

The ‘pollution haven’ hypothesis argues, nonetheless, that international competition to attract 
investment may encourage countries to retain weak environmental regulations, or even engage in a 
race-to-the-bottom. For this to occur, however, the cost of meeting environmental regulations would 
have to be significant enough to counteract the other factors that traditionally sway investment 
decisions: access to labour, raw materials, transport infrastructure, intellectual-property rights, etc. 
Numerous analyses have shown that, in respect of most pollutants, the cost of avoiding or treating 
them adds only a few percentage points to total production costs, suggesting that there is little that 
countries can gain from becoming pollution havens.  

Emissions of greenhouse gases (GHGs) may be the notable exception to the thin evidence of a 
pollution-haven effect. The cost of mitigating emissions of carbon dioxide, the most common GHG, can 
be significant for industries that consume large amounts of fossil fuels. Moreover, carbon dioxide, unlike 
carbon monoxide or sulphur dioxide, poses no immediate danger to people or property close to the 
emitter. Rather, it contributes to the phenomenon of global climate change. Hence, as a public good 
issue, in the absence of a global regime for controlling emissions of GHGs, there are strong incentives 
for any one country to avoid imposing costs on its industries and to let other countries shoulder the 
burden of the free rider (Productivity Commission, 2008). 

Countries that are attempting to impose caps on GHG emissions within their own borders are, 
understandably, concerned that industries that are both potentially large emitters of GHGs, and 
vulnerable to competition through trade, will shift production to countries that are not limiting their 
GHG emissions -- so-called carbon leakage. Analyses by the International Energy Agency (Reinaud, 
2008) and others, however, suggest that this concern is likely to be valid for only a few heavy industries 
— notably, metal manufacturing. Other industries, such as glass-making and cement manufacturing are 
to some extent vulnerable, but their products generally have lower unit value than metals, and 
therefore the need to produce close to final consumers and avoid high transport costs is strong. 

Prior to the EU emissions trading scheme being introduced, theoretical models predicted high leakage 
rates for Europe, in sectors including steel, cement, and primary aluminium industries. So far this has not 
occurred. For the future, a balance will need to be struck between avoiding carbon leakage, providing 
long-term incentives for domestic sectors to develop low-CO2 production patterns, and defining long-
term reduction targets. In this way, governments can help promote a low-carbon economy and provide 
the prime mover advantage to companies first developing low-emitting technologies. 

What is clear is that trade restrictions are not an optimal way of securing compliance with 
environmental objectives. Such restrictions are: 

 vulnerable to protectionist capture;  

 vulnerable to retaliation; 

 counter-productive, by inhibiting growth within the countries being sanctioned and thus 
reducing their capacity to improve environmental standards; and  
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 inconsistent with the Tinbergen principle: multiple goals call for multiple policies. 

Developing further the principle of the complementarity of policy instruments, the impact of trade and 
trade liberalisation on a country’s welfare is seen to depend on whether the country’s environmental 
resources are correctly priced to reflect identifiable social costs associated with resource use, emissions 
and waste disposal. This in turn depends on whether appropriate environmental policies are in place 
within the country in question. If they are, trade and trade liberalisation benefit the environment 
because the resulting increase in economic growth stimulates the demand for environmental 
protection and generates additional income to pay for it (Anderson and Blackhurst, 1992). Correct 
domestic pricing will also reduce the risk of international distortions (global externalities). 

But eschewing trade barriers and placing emphasis on the need for sound environmental policies is not 
the same as saying hands-off from a trade policy perspective. The WTO is actively involved in 
environment-related activities: pursuing the liberalisation of environmental goods and services; seeking 
greater disciplines on fisheries subsidies; and ensuring the non-discriminatory application of GATT 
Article XX ‘to protect human, animal or plant life or health’.  In this way, the WTO is complementing 
national policies that seek to optimise trade and environment linkages and to discourage any 
misguided temptation to engage in a race-to-the-bottom. 
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2. EU POLICIES LINKED TO GLOBALISATION 

This part of the study will address the question: can the European social model, with its high levels of 
social protection and increasing costs, be maintained in coming years? The first section will consider the 
forces likely to shape the continuing need for policies of social protection, followed by a brief discussion 
of the nature and effectiveness of those policies. 

 

2.1 The Continuing Need for EU Social Policies 

Three broad forces are likely to maintain and possibly increase the demand for EU social policies linked 
to globalisation: the pace of globalisation itself; the risk of trade policy failure and more acute 
adjustment challenges; and changes in the institutional framework within which EU trade policy is 
conducted, sharpening the focus on both the gains and the losses from trade. 

 

2.1.1 The Pace of Globalisation 

It is unlikely that the technological innovation associated with globalisation will abate sharply in the 
years to come, or that there will be a pronounced lessening of the trade-related structural challenge 
that comes from rapidly expanding exports from newly emerging economies.  

The rate of economic growth in the BRICS (Brazil, Russia, India, China and South Africa) will of course 
eventually slow. As catch-up proceeds, it becomes increasingly difficult to maintain the pace; labour 
costs rise and opportunities for rapid adoption of new technologies diminish. Recent research 
(Eichengreen, Park and Shin 2011) suggests that the critical growth threshold occurs when per capita 
GDP reaches $16,740 (on a purchasing-power-parity basis). The average growth rate then drops from 
5.6% a year to 2.1%. It is estimated that China will reach this threshold in 2015. 

However, other BRICS, such as India and Brazil, will take much longer to reach the threshold. And as 
growth slows in some of the now dynamic economies other, poorer countries may well emerge to take 
their place. 

Moreover, while eventually slower growth in some of the emerging economies might lessen the pace of 
import competition in the mature economies it will also reduce the opportunities for growth overall. As 
we have seen, trade openness has been associated with rising real wages in the OECD countries. 
International trade and investment is a positive-sum game and no comfort should be taken from the 
prospect of slower growth in some of the now dynamic economies. 

 

2.1.2 The Risk of Trade Policy Failure 

As noted earlier, trade policy in the years ahead will be conducted under particularly difficult global 
economic conditions, in the face of necessary fiscal consolidation in the aftermath of the global financial 
crisis, the need to address problems of sovereign debt, the likely constraints on growth arising from 
policies to counter climate warming, the budgetary burden imposed by ageing populations, and the 
uncertainties stemming from persisting global macroeconomic imbalances.  

The danger in these circumstances is that protectionist policies in the advanced economies will be 
rationalised on the basis that trade partners are, allegedly, gaining an unfair competitive advantage 
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through noncompliance with international standards dealing with the environment, public health, 
social conditions or respect for intellectual property rights.  

To the extent that these forces lead to an increase in protectionism, the growth-related opportunities 
arising from trade and investment will be correspondingly reduced and the challenge of trade-related 
structural adjustment correspondingly increased. In these circumstances, the need for EU social policies 
is likely to increase just as the ability to pay for them diminishes. 

Compounding these dangers will be the risk that developing countries will seek to avoid or delay 
market opening whether by forgoing absolute gains from their own liberalisation in the pursuit of a 
greater share of the gains on offer or by invoking the need for policy space. Such actions risk being to 
the detriment of other developing countries. There is thus evidence that antidumping and other 
commercial instruments are increasingly a South–South phenomenon (Messerlin and Woolcock 2011). 

The risk of protective trade policy is all the more real because numerous instruments exist to make it 
possible. One such instrument comes from the tariff overhang and the ample scope that exists for many 
countries to raise their applied tariffs up to the higher level of their tariff bindings. Another comes from 
the plethora of non–tariff measures and the potential for substitution between different commercial 
instruments depending on their relative capacity to provide protection and their respective costs in 
doing so. 

 

2.1.3 The Lisbon Treaty and the Institutional Framework of EU Trade Policy 

The third factor that is likely to maintain and possibly increase the demand for EU social policies is the 
increased scope of EU trade policy itself. 

Recent years have seen a broadening of the scope of both trade policy in general and of EU trade policy 
in particular. What this means is that the potential for winners from ‘trade’ is correspondingly increased. 
But so is the potential for losers and for associated calls for assistance. And with a widening in the scope 
of EU trade policy making, these calls are likely to be made increasingly to the EU rather than to 
individual Member States.  

With the Uruguay Round (1986-94), which also led to the establishment of the WTO, the scope of global 
trade negotiations was broadened significantly from the earlier GATT-round focus on industrial tariffs. 
Trade disciplines thus came to encompass, inter alia, trade in services, trade-related investment, 
intellectual property rights, standards and technical barriers to trade. In the process, the very notion of 
‘market access’ was transformed as focus on restrictions at the border was widened to take in behind-
the-border domestic regulation.  

Already with the Treaty of Rome, the creation of a customs union placed tariffs and other commercial 
policies in the hands of the European Economic Community. Over time, as EU integration has deepened 
and widened, more policy has followed this pattern. A qualitative leap in the scope of EU trade policy 
making came with the Single European Act in 1986. The substantial increase in policy approximation 
and/or harmonisation related to the internal market from the second half of the 1980s onwards, 
provided the foundation for an equivalent expansion of the scope of EU trade policy making (Reiter 
2011, Young and Peterson 2006, Holmes 2006, Jones 2006). 

And now, the Lisbon Treaty, which entered into force on 1 December 2009, has pushed the boundary of 
EU competence for the Common Commercial Policy (CCP) well beyond what had been readily accepted 
in the past (Reiter, Dimopoulos 2008, Woolcock 2010). It substantially expands the scope of the CCP by 
inter alia: 
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 Ending the traditional distinction between trade in goods and trade in services as well as 
commercial aspects of intellectual property rights. 

 Adding on an equal footing foreign direct investment. 

 Limiting unanimity decisions by Member States to only a couple of specific situations, and 

 Allowing the EU to negotiate trade agreements even on matters that have not yet been regulated 
internally, while confirming that the EU cannot use external negotiations to force harmonisation 
in areas where the Treaty excludes such harmonisation. 

In addition, the Lisbon Treaty has significantly altered the roles of EU trade actors. Today the European 
Parliament needs to give its consent to all EU trade agreements and acts as a co-legislature for any 
regulation implementing the Common Commercial Policy. Given that the Parliament’s deliberations are 
always political in nature, this has changed the character of, and given a higher profile to, the debates 
over trade policy. 

Reinforcing this effect has been a parallel increase in the influence of non-state actors. With growing 
concerns about globalisation, various non-governmental organisations (NGOs) have become 
increasingly involved in trade debates. Today, NGOs focussing on development issues, the environment 
and labour rights are actively engaged in lobbying on many trade topics. Both the Commission and 
Member States have responded by increasing transparency and establishing more formalised 
frameworks for stakeholder dialogue. This has fuelled a more open debate on EU trade policy and, 
together with the involvement of the Parliament, increased attention to the relationship between trade 
and non-trade issues. Trade policy has become increasingly accessible and in the process more 
attention is being paid to the gains and gainers from trade, but also to the losses and the losers. It can 
be expected that as the debate unfolds, particular attention will focus on those sectors where the EU 
has traditionally pursued a defensive trade policy, such as agriculture, fisheries, steel, textiles, clothing 
and footwear, and consumer electronics. 

 

2.2 The Nature and Effectiveness of EU Social and Employment Policies 

This section will briefly review EU social and employment policies aimed at promoting adaptation and 
adjustment to globalisation, distinguishing between social policy at the level of the EU – defined as the 
sum of the EU’s social policy acquis and competencies – and the social policies in the EU Member States. 

 

2.2.1 Overview of EU social and employment policy competence and acquis 

The EU’s role in social and employment policy is often underestimated. Social and employment policy is 
seen as a policy area of national sovereignty and political autonomy. The room for manoeuvre of 
Member State governments is, however, limited in three regards. First, the initially rudimentary EU 
competence and legislation in the field of social and employment policy have considerably grown since 
1957. Second, the jurisprudence of the European Court of Justice has directly and indirectly restricted 
Member State discretion over social policy.2 Third, the progressive integration of the Single Market 
                                                               
2 Social policy related cases represent 16.3% of all cases brought to the European Court of Justice (ECJ) in the period from 
1954 to 2007. A functional classification of ECJ cases shows that social policy disputes rank second after agriculture policy 
related cases. Furthermore, cases on the free movement of workers and services have had major, but indirect impacts on 
national social policies (e.g. access to national welfare services for EU citizens, transferability of social insurance claims, etc.) 
(Leibfried 2010, pp.264-267).  
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exercises indirect pressure on national social policies. Notably, tendencies of tax harmonisation and the 
fiscal policy objectives of the Economic and Monetary Union affect national social policies. The 
influence of European Integration and of the EU on social policy is thus more important than generally 
assumed (Leibfried 2010).  

The Treaty of Lisbon delimits the European Union’s competence in the field of social policy in Title X (art. 
151-161). Article 151 TFEU refines the EU’s socio-economic objectives. It states that the EU should 
promote employment, enhance working and living standards, make harmonisation of national policies 
possible while allowing for their improvement, foster social protection and the dialogue between 
management and labour, the development of human resources in view of lasting high employment 
and social inclusion. Furthermore, the EU pursues the social policy objectives laid out in the Charter of 
Fundamental Rights of the European Union (2000), the Community Charter on the Fundamental Social 
Rights of Workers (1989) and the European Social Charter of the Council of Europe (1961). These 
documents are part of the EU’s social policy acquis.3 The social policy objectives enumerated in article 
151 TFEU and in the mentioned charters are of programmatic character and legally not enforceable 
(Langer 2003).  

The central competence norm of Title X is Article153 TFEU. It refines the scope of EU social policy 
competence, clarifies that the EU enjoys shared competence4 in this field and indicates the decision-
making rules (Högl 2003). The EU adopts measures in the ordinary legislative procedure i.e. qualified 
majority voting in the Council of Ministers on the following social policy issues: fighting discrimination 
on grounds of nationality, basic principles of anti-discrimination incentives, free labour movement, 
gender equality in pay, gender equality for labour force, working environment and conditions, worker 
information and consultation, integration of persons excluded from the labour market, combating 
social exclusion, modernization of social protection systems, public health, social security coordination. 
Article 153 TFEU enumerates several exceptions, where the Council of Ministers has to adopt measures 
by unanimity: general anti-discrimination measures, social security and protection of workers, 
protection of workers in particular with regard to the termination of employment contracts, 
employment of non-EU citizens; funding for employment policy. Furthermore, the EU is explicitly 
forbidden to adopt any measures regarding pay in general, the right of association and the right to strike 
and to impose lock-outs (Leibfried 2010, pp.258-262; Högl 2003). 

In addition, article 156 TFEU provides for the application of the open method of coordination. The open 
method of coordination fosters cooperation, the promotion of best practice and peer pressure (Falkner 
2010, pp.295-296). The method should be applied to questions of general employment policy, labour 
law and working conditions, professional education and vocational training, social security, prevention 
of occupational accidents and diseases, occupational hygiene and collective bargaining.  

                                                               
3 The United Kingdom has not signed the Community Charter on the Fundamental Social Rights of Workers (1989). The 
United Kingdom and Poland have furthermore opted out of the Charter on Fundamental Rights of the European Union 
(2000) (Becker 2009; Langer 2003).  

4 The article states the EU shall support and complement national policies, which recognises the central role of the Member 
States and excludes a leading position for the EU in this field. 
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Next to Title X5, Titles XI on the European Social Fund (and partly Title XII), articles 9 and 14 TFEU are of 
importance for the EU’s involvement in social policy. Title XI is the basis for the work of the European 
Social Fund, which shall facilitate the adaptation of the European workforce to industrial and 
production system changes often induced by globalisation. Article 9 TFEU requires the EU to take its 
social policy objectives in all spheres of policy-making into account. This article was introduced in order 
to strengthen social policy concerns vis-à-vis market-building policies (Leibfried 2010). Article 14 TFEU 
furthermore indicates that the EU can adopt measures regarding national public services through the 
ordinary legislative procedure and qualified majority voting. Measures adopted under article 14 TFEU 
are very likely to have a bearing on the national social policies (Becker 2009, p.73).  

Finally, the Treaty of Lisbon created the new Title IX on employment policy (Art. 145-150 TFEU). Title IX 
stipulates that Member State employment policies should contribute to the attainment of common 
employment and macro-economic policy objectives. These objectives are elaborated by the 
Commission and the Council of Ministers – after consultation of the European Parliament, the European 
Social and Economic Committee and the Committee of Regions – and politically adopted by the 
European Council. Title IX thereby assigns the EU a political competence to coordinate and monitor 
Member State employment policies. The Council of Ministers and the Commission shall jointly publish 
annual reports on Member State employment policies and labour markets. Furthermore, title IX 
empowers the European Parliament and the Council of Ministers to adopt incentive measures 
promoting cooperation on employment policy among the Member States according the ordinary 
legislative procedure. Title IX reiterates in many regards pre-existing social policy acquis (Coen 2010a). 

In conclusion, social and employment policy come legally under shared competence of the EU and the 
Member States. The Member States practically remain the central actors in social and employment 
policy. The EU disposes of legal, procedural and institutional instruments in order to promote the 
adaptation and adjustment of the European workforce to the challenges of globalisation. It must be 
remembered that the United Kingdom and Poland have opted out of important social and employment 
policy acquis6, which marks the absence of a EU-internal consensus on social and employment policy. 
Hence, soft law and cooperation should play a central role in EU social and employment policy.  

 

2.2.2 The Lisbon Agenda – promoting flexicurity  

In 2000 the European Council adopted the Lisbon Strategy for Growth and Jobs. It was conceived as a 
policy response to the challenges of globalisation. Policy-makers argued that international competition 
would increase over the next decades due to technological innovation and the emergence of new 
economic powers like China or India. It was concluded that Europe needed to boost its productivity and 
competitiveness in order to maintain its wealth.  

Consistent with the analysis earlier in this study, the Commission, the OECD and the IMF identified three 
challenges for labour markets stemming from globalisation. First, average employment rates and real 
wages increase. However, income inequalities rise and the share of labour income falls. Second, 
increased import competition does not lower employment levels but import competition triggers 
                                                               

5 The remaining articles of Title X specify the EU’s commitment to equal pay for men and women (art. 157 TFEU), 
paid holidays (art. 158), management-workers dialogue (art. 152, 154, 155 TFEU), inter-institutional cooperation 
(art. 159, 160 TFEU) and monitoring of social policies (art. 160, 161 TFEU).  

 
6 See footnote no. 4.  
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sectoral restructuring processes and lowers the demand for low skilled workers in relation to medium 
and high skilled workers. Third, off-shoring and internationally integrated production chains have 
increased the vulnerability of EU economies and workers to external economic shocks (Coe 2007, pp.4-
7; Commission 2007). The Commission concluded that governments should adjust their employment 
policies to these challenges. Reformed employment policies should promote the flexible functioning of 
labour markets. More flexible working contracts are thought to increase the mobility of workers 
between firms and sectors, lower the divide between labour market insiders and outsiders and finally to 
increase the employment rate.7 Moreover, reformed policies should facilitate access for workers and 
unemployed to vocational training and education in order to raise the average level of skills of the 
working age population in Europe. Finally, employment and social policies should provide protection in 
case of unemployment and eventually redistribute wealth in order to limit the widening income gap 
(Coe 2007, p.4; Commission 2007, pp.7-9).   

The Lisbon Strategy reflects these policy recommendations. With regard to employment policy, the EU 
and the Member States agreed to launch a concerted reform process of national employment policies. 
National reforms should follow the flexicurity concept as laid out in the European Employment Strategy. 
Flexicurity should increase labour market flexibility, foster social protection and investments in skills 
while promoting a dialogue between management and workers. The Member States cooperated 
through the open method of cooperation promoting the diffusion of knowledge and triggering peer 
pressure. The EU’s and Commission’s role in this concerted reform process was on the one hand to 
provide monitoring and guidance for national action. On the other hand, they should support national 
reforms through the European Social, Structural and Globalisation Funds (discussed below) 
(Commission 2007; Commission 2010b; Sapir 2006). The Lisbon Strategy defined three targets related to 
employment policy reforms, which should have been attained by 2010. First, the average employment 
rate of the working age population should rise from 61% in 2000 to 70% in 2010. Second, the rise in 
employment rate should translate into social inclusion and cohesion i.e. a reduction of poverty rates. 
Third, the EU and Member States agreed to spend 3%8 of their GDP per year on research and 
development thereby generating new and better jobs in seminal economic sectors.  

One year after the expiration of the Lisbon Strategy most observers agree that it was a failure. The 
average employment rate increased from 61% to 67% in 2007 but dropped again in the subsequent 
years. The increase of employment rates was partly due to cyclical macroeconomic trends and unevenly 
distributed among the Member States. Several Member States with well-performing labour markets 
undertook employment policy reforms increasing national employment levels, whereas many 
underperforming Member States undertook little reform effort (Sapir 2006, pp.386-387; Brandt et al. 
2005). National reforms partly did not follow the objectives laid out in the flexicurity agenda, which 
raises the question how far they were linked to the Lisbon Agenda (see below; Eurofound 2009a; 
Deutsche Bank Research 2008). Moreover, the increase in employment rates did not always translate 
into decreasing poverty rates i.e. social inclusion. Reforms did not lower long-term unemployment rates 
in all countries and where they did it did not automatically increase the income of low skilled workers. 
Finally, the Member States and the EU failed to increase spending in research and development, which 
was meant to generate new and better jobs in seminal sectors. At the end of the decade, they spend 
1.87% of GDP on research representing only a minor increase (Commission 2010a, p.5).  

                                                               
7 Europe’s low employment rate levels are considered a source of the increasing gap of per capita GDP between the EU, the 
USA and Japan. Higher employment rates are decisive for promoting productivity, competitiveness and maintaining 
Europe’s wealth (Tabellini & Wyplosz 2007, pp.6-15). 

8 Including private sector investments in research and development.  
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2.2.3 The Europe 2020 Strategy – continuing on the flexicurity path 

The Europe 2020 Strategy is the successor program of the Lisbon Strategy. It was adopted by the Council 
in mid-2010 and reiterates many objectives of the Lisbon Strategy. This is in particular true for its 
employment policy chapter. The so-called flagship initiative an agenda for new skills and jobs is based on 
the same economic analysis of the impact of globalisation on European labour markets as the Lisbon 
Strategy. Europe 2020 emphasises the continuous implementation of the flexicurity agenda through 
the EU and the Member States.9 The primary policy-making mechanism at the European level remains 
the open method of coordination. The Europe 2020 Strategy sets three concrete targets related to 
employment policy, which will allow measuring progress. By 2020 the employment rate should have 
risen to 75%, lifting 20 million Europeans out of poverty and increasing annual research and 
development spending up to 3% of GDP (Commission 2011a).  

How far these actions will be able to harness the opportunities of globalisation for European labour 
markets remains unclear. From a theoretical point of view the flexicurity agenda seems to address key 
challenges of globalisation. However, many observers stress that the Lisbon and flexicurity agendas 
failed due to inadequate implementation. The EU and the Commission, it is suggested, are ill-equipped 
to influence progress on the national level.10 Furthermore, the open method of coordination was 
conceived as an instrument to accelerate and improve national reforms. In the end many experts 
considered that it hindered the implementation of the Lisbon Agenda as “peer pressure turned into 
mutual congratulation” (Wyplosz 2010; see also Sapir 2006). Some experts, however, argued that it is too 
early to judge the success of the open method of coordination and point to limited, but discernable 
effects of the European flexicurity agenda on national reforms (Behning 2006; Zetlin 2005). The Europe 
2020 Strategy is confronted with the same obstacles and uncertainties regarding its implementation. In 
addition, the EU and many Member States now suffer from severe economic problems. On the one 
hand, the crisis might accelerate the implementation of reforms. On the other hand, governments cut 
budgets including social protection schemes, education, vocational training and research programs, 
which undermines the flexicurity agenda.  

2.2.4 Trade, Growth and World Affairs 

The Commission’s new trade policy agenda Trade, Growth and World Affairs was presented in November 
2010. It forms part of the Europe 2020 Strategy and shares its objectives. The trade policy agenda 
acknowledges that foreign trade is a major source of growth, innovation and job creation in the EU and 
in third countries. The Commission sets out to finish the Doha Round and to start negotiations on FTAs 
with ASEAN countries and other key partners in order to intensify Europe’s economic ties with quickly 
growing world regions. The agenda also acknowledges however that trade can impose high costs of 
restructuring on economic sectors and workers. It proposes to strengthen and simplify the usage of the 

                                                               
9 The Commission committed itself to further adjust the activities of the European Social Fund to the flexicurity agenda; to 
make flexicurity issues a priority in its better regulation initiative (e.g. working time regulations); to promote dialogues with 
social partners and stakeholders for refining the balance between labour market flexibility and social protection. The 
Member States in turn committed to further pursue the reform of national policies in accordance with the flexicurity 
agenda; to pay special attention to the needs of low skilled workers; to improve access to training and education programs; 
and to foster cooperation between academia and business. 

10 Three reasons explain the limited influence of the EU: First, labour market reforms are sensitive and only national 
authorities have the required legitimacy for implementing them. Second, the Member States hold most relevant 
competencies. Third, labour market reforms must take into consideration the unique context of the national political 
economy in order to be successful (Hall & Soskice 2001; North 1990). Only national authorities have the expertise and 
resources to reasonably adapt the flexicurity model to national circumstances.    
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European Globalisation Adjustment Fund and to implement appropriate employment policies 
(Commission 2010c, pp.5, 8).  

2.2.5 The European Social Fund and the Globalisation Adjustment Fund 

The European Social Fund (ESF) was founded in 1957 in order to promote social cohesion through 
employment. The Commission is in charge of the ESF and disposes of €75 billion for supporting 
employment policy projects in the 2007-2013 period. It co-finances national and regional projects, 
which enhance the adaptability of workers. Its focus lies on education, vocational training and other 
active labour market measures enhancing human capital. It is one of the key instruments of the Lisbon 
and Europe 2020 Strategies (Commission 2011b).  

The ESF’s budget is very modest in comparison to national employment policy budgets. It appears to be 
larger, however, than the US Trade Adjustment Assistance (TAA) programme, which, in the last fiscal 
year prior to TAA expiry in February 2011, disbursed USD 1.1 billion (Bridges Weekly Trade News Digest 
18 May 2011). Moreover, research has shown that the ESF exercises an important and positive influence 
on national and regional employment policies. A recent study on the ESF’s impact on Belgian 
employment policies finds that it decisively promoted the introduction of active labour market 
policies11 and of quantitative monitoring serving the continuous improvement of measures. 
Interviewees from all Belgian regions stated that the cooperation with ESF had triggered a rethinking of 
employment policies leading to a greater focus on worker activation and increasing skill levels 
(Verschragen et al. 2011). Another recent study examining the impact of the open method of 
coordination and the ESF on regional employment policies and institutions in Belgium, Spain and 
Sweden produced similar findings. In particular the ESF’s financial incentives for reforming employment 
policies have promoted skill-focused policies (Lopez-Santana 2009).  

The European Globalisation Adjustment Fund (EGF) was established in 2007. It sets out to help workers 
made redundant due to changing trade patterns to find new jobs. It disposes of up to €500 million per 
year in order to support retraining and other active labour market measures.12 Workers can apply for 
funding under certain conditions13, which have been relaxed in 2009 in order to respond to the difficult 
economic situation in the EU. The EGF had received 77 applications at the time of writing. In 2008, the 
Council of Ministers evaluated the EGF’s work and concluded that it was a successful complement to 
national employment policy measures (Commission 2011b; Nowaczek 2007). The European press is 
more critical of the EGF and issues reports of tedious application procedures, which undermine the 
objective of providing quick help to workers.  

 

 

                                                               
11 Career and application counselling for all groups of unemployed, vocational training for unemployed and employed, etc.. 

12 Job-search assistance; tailor-made retraining; entrepreneurship promotion; aid for self-employment; special 
temporary "income supplements" (job-search allowances, mobility allowances, training allowances, measures 
to stimulate disadvantaged or older workers to remain in or return to the labour market, etc.) (Commission 
2011b).  
13 At least 1000 redundancies over a period of 4 months in an enterprise, including redundancies in its suppliers or 
downstream producers; or at least 1000 redundancies, over a period of 9 months, in a NACE 2 sector in one region or two 
contiguous regions at NUTS II level; in small labour markets or in exceptional circumstances, the EGF may intervene even if 
the intervention conditions are not entirely met, when the redundancies have a serious impact on employment and the 
local economy. The aggregated amount of contributions for exceptional circumstances may not exceed 15 % of the EGF 
each year (Commission 2011b). 
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2.2.6 Binding social protection measures and globalisation 

The EU’s third policy instrument to promote social and employment policy objectives – next to the 
coordination of Member State policies and structural funds – are binding social protection measures. 
On the one hand, the EU adopted binding measures mostly on the basis of article 153 TFEU in order to 
create minimum social protection standards for workers. The EU focused in particular on measures 
regarding working time, holidays, anti-discrimination measures (e.g. equal pay and treatment of men 
and women) and protection of young people at work. On the other hand, the EU adopted measures 
facilitating access of EU citizens to social insurance systems of other Member States in order to promote 
the mobility of workers (Coen 2010a; Högl 2003).  

Binding social protection measures form an important part of the EU’s self-conception as a community 
of values. However, they are unlikely to address the key social and employment policy challenges of 
economic globalisation. The flexicurity and Lisbon Agenda set out to make EU labour markets more 
flexible and to invest in working skills while providing sufficient social protection. Binding European 
social protection measures address only one component of the EU’s comprehensive social and 
employment policy agenda. Furthermore, EU measures potentially ignore the considerable differences 
in Member State labour markets, economies and welfare systems. EU-wide social protection rules might 
limit the competitiveness of certain Member State economies and negatively affect the entire European 
economy. Moreover, EU measures inherently undermine policy competition within the EU and thus 
potentially also European competitiveness on global markets. In general, a concerted reform of national 
protection measures – despite of the obvious implementation problems – seems to be a more 
appropriate strategy for addressing challenges of employment protection, than “one-size-fits-all” 
measures (Coen 2010a; 2010b; Bräuninger 2008). 

2.2.7 EU Member State welfare and employment policies in the context of globalisation 

As elaborated above, Member State welfare and employment policies remain central for limiting 
negative consequences of globalisation for workers. But how does globalization affect Member State 
welfare and employment policies?  

Two opposed opinions delimit the scholarly debate. Proponents of the “efficiency” hypothesis assume 
that the increasing integration of national economies into international goods, services and capital 
markets would create pressure on governments to reduce taxes, welfare spending and regulatory 
protection for employees. In particular the mobility of capital should limit states’ ability to tax and 
finance welfare policies. European welfare policies should thus converge toward a common minimum 
model (Hay 2008; Strange 1996). Proponents of the “compensation” hypothesis instead argue that 
economic integration/opening would entail heightened democratic demand for social protection and 
investment in human capital. Globalisation would thus cause an increase in public/welfare spending 
and regulatory protection (Cameron 1978; Katzenstein 1985; Rodrick 1998).  

Empirical findings are mixed. However, the extensive literature on the issue suggests that globalisation 
is no deterministic factor forcing OECD countries to scale back their welfare states or government size. 
Some scholars suggest that OECD welfare states and/or public spending have decreased and 
converged since the mid-1990s (Hay 2008; Garret & Mitchell 2001). Others however have provided 
evidence that increasing economic integration led to an extension of government and welfare 
spending in some OECD countries (Garrett 1998; Rodrick 1998).  

Studies on the impact of financial globalisation on states’ ability to tax and finance welfare programs 
confirm this picture. Most studies find that capital mobility does not undermine states’ tax basis for 
financing welfare programs. Many OECD countries with high and progressive taxes on capital are 
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among the primary destinations of inward FDI and portfolio capital flows (Garret & Mitchell 2001; 
Garrett 1998; Hay 2008). Moreover, it has been demonstrated that financial markets do not decisively 
constrain the political autonomy of OECD governments in their role as creditors. Financial markets 
buying government bonds exercise a strong, but narrow pressure on government policies. Markets 
evaluate bond prices and calculate interest rates on the basis of inter alia their inflation rates, overall and 
structural deficits, but largely ignore government size, welfare expenditure and national tax burden 
(Mosley 2003).  

In recent years it has been argued that under the pressure of globalisation OECD welfare and 
employment policies would converge toward “productive” policies promoting investment in human 
capital (Midgley & Tang 2001; Giddens 2000). Recent studies cast doubt on this hypothesis. OECD data 
suggest that the link between economic integration and a refocusing of OECD welfare and employment 
policies is weak. Some OECD countries have even moved from rather “productive” to “protective” 
policies over the last years (Hudson & Kühner 2009; Drezner 2001).  

Finally, it is conventional wisdom that globalisation and the threat of outsourcing production abroad 
have strengthened capital/management vis-à-vis labour/trade unions. However, a study on the German 
economy suggests that globalisation had actually the inverse impact. German firms export knowledge-
intensive goods and specialise in just-in-time delivery. Management has become more vulnerable to 
labour unrest, which should provide for better working conditions. These findings are transposable to 
countries with a comparable economic specialisation and labour market institutions (Thelen & 
Wijnbergen 2008).  

In summary, European governments have remained fairly free to determine the size and focus of 
national welfare states and employment policies. The coexistence of diverse welfare state types in 
Europe supports this assumption (Esping-Andersen 1990). Globalisation will have an impact on these 
policies, but it is not as important as is often assumed in the public debate. The Member States and the 
EU have decided on the basis of their autonomy and discretion in this field to collectively pursue the 
flexicurity agenda. The following paragraphs very briefly examine how far selected Member State 
employment policies conform to this objective. 

German employment policy reforms. During the 1990s, the unemployment rate increased putting 
significant stress on social insurance schemes. The government thus decided in the early 2000s to 
reform German employment policy and its related institutions (Wurzel 2006). Reform measures fall into 
four categories. First, the government reformed employment law thereby making labour markets more 
flexible. The reform facilitated the dismissal of workers in SMEs. Restrictions on temporary work were 
reduced. At the same time, minimum wages were introduced for a number of sectors (e.g. postal 
services). Furthermore, the conditions for parental leave and part-time work were improved (Eurofound 
2009a). Second, the government reformed social and unemployment benefits. Social and 
unemployment benefits were combined, which significantly lowered the overall level of support for the 
unemployed. The new combined benefit is furthermore means-tested. Also unemployed workers risk a 
reduction of benefits in the event that they decline job offers (Wurzel 2006, pp.10-12). Third, lower 
benefits and subsidies for salaries of older employees were conceived as active labour market measures 
inciting people to work instead of relying on social insurance. Finally, while the state continues to 
provide for training of the unemployed, it has reduced the available resources and imposed stricter 
eligibility criteria (Eurofound 2009a). The German reform package thus conforms only to certain aspects 
of the flexicurity agenda.  

French employment policy reforms. During the 1990s and early 2000s the French economy exhibited 
high levels of unemployment, particularly for young, older and low-qualified workers. The low degree of 
labour utilisation reduced growth and living standards, aggravated social exclusion and put stress on 
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public finances. The OECD identified France’s rigid employment laws and high tax burden on employers 
as key constraints (Jamet 2006, pp.5-9). Since 2000, the French government has launched measures to 
reform the labour market. Two major initiatives aimed at increasing the flexibility of labour markets. The 
Contrat Première Embauche (CPE) was designed to help young labour market entrants to find a job by 
introducing a two-year probation period. The CPE law passed the parliament, but was withdrawn due to 
street protests. In 2008 a multi-industry agreement was signed, which is in the process of being 
transposed into legislation. The agreement contains several provisions for more flexible employment 
contracts (for details see Lefresne 2008). Another multi-industry agreement (2003) has established the 
droit individuel à la formation (DIF), which provides all workers with an annual claim to vocational 
training (Ministère du Travail 2010b). In 2006, the national labour agency introduced active labour 
market policies in the form of personalised job seeking and training programs (Ministère du Travail 
2010a). The government did not launch significant reforms of social protection schemes. In summary, 
French reforms follow many aspects of the European flexicurity agenda.  

British employment policy reforms. The British labour market is one of the most flexible in the EU. 
Employees are easily hired and dismissed. Recent employment policy reforms concentrated on 
facilitating part-time working and paid leave for parents. The final report of the Leitch Review of Skills 
(2006) stated that the United Kingdom had to significantly step up its substandard efforts in secondary 
education and vocational training in order to remain competitive on international and European 
markets. The report has since then guided government policy for improving vocational training (UK 
Government 2006). British employment policy, moreover, is characterised by a strong focus on active 
labour market measures. The overall objective of the state is to bring as many people as possible into 
work and limit their reliance on social insurance to a minimum. Authorities assist people seeking jobs 
and provide tax and other benefits for employers hiring non/low skilled workers. The active labour 
market focus is reflected in comparatively meagre unemployment benefits (Eurofound 2009b). 
Concluding, British employment policy conforms only to certain aspects of the flexicurity agenda.  

Returning to the question posed at the beginning of this part of the study – can the European social 
model, with high levels of social protection, be maintained in coming years? – it might be tentatively 
concluded that the demands on the model are unlikely to abate, globalisation will continue and the 
EU’s mandate will widen. And yet the ability to pay for social protection will be severely tested in the 
face of fiscal consolidation and ageing populations. The immediate policy implication of this difficult 
conjunction is that social protection linked to globalisation will need to be better targeted and better 
implemented. This and other policy recommendations will be addressed in the final part of the study. 
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3. RECOMMENDATIONS AND CONCLUSIONS 

3.1 Opening Markets in Support of Innovation and Growth 

3.1.1 Background 

In coming years there will be a compelling case, not least within the EU, for open markets as a stimulus 
to the innovation and growth that will be needed to cope with fiscal consolidation, demographic change 
and the constraints on growth arising from policies to address climate warming.  

Particular care will be needed to ensure that market opening in pursuit of innovation and productivity 
growth is not frustrated by unnecessary restrictions in areas of trade that directly embody innovation and 
technological improvement.  

Trade liberalisation will also be important in helping to counter the constraints facing global supply 
chains. It can do so by: promoting harmonisation around international technical standards to which firms 
in fragmented markets must conform; addressing the danger that restrictive rules of origin will 
disadvantage low–cost suppliers within the chain; encouraging trade facilitation, enabling suppliers to 
respond quickly to developments further down the chain; and by fostering the liberalisation of 
environmental goods and services and so helping to allay environmental concerns linked to trade. 

 

3.1.2 Specific Recommendations 

1.1 The EU should continue to engage actively in efforts to bring the Doha Development 
Agenda (DDA) to a successful conclusion. 

1.2 These efforts should be complemented by parallel initiatives to promote trade and 
investment liberalisation in the framework of bilateral and regional trade agreements. 

1.3 In both multilateral and bilateral efforts, including in any move to a Plan B for the 
DDA, particular emphasis should be placed on opportunities to liberalise trade in services, 
given the growing importance of the service economy for EU Members, the extent of 
persisting barriers to trade in services and the scope to increase the traded component  of 
global services activity. 

 

3.2 Sharpening the Focus in Helping Those Who Lose 

3.2.1 Background 

Public acceptance of the case for open markets requires more than simply engaging in trade and 
investment liberalisation. It also calls for acknowledgement that there are losers as well as winners from 
market opening and that support will be given to those who lose – support that will be less costly than the 
protectionist alternative (Bhagwati 1988). 

In principle, such support should rely on economy–wide action, in order to treat individuals in similar 
circumstances equally, to provide assistance to those in genuine need and to avoid compounding 
distortions in the economy (OECD 2005, WTO 2008). In practice, however, experience suggests that 
successful episodes of trade–related structural adjustment have almost always involved some measure of 
sector–specific assistance. Recalling the Pareto principle of concentrated gains from protection and hence 
concentrated costs of liberalisation, targeted assistance may be called for particularly where structural 
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decline in a particular sector causes geographically concentrated job loss beyond what existing labour 
market programmes can cope with.  

The United States Trade Adjustment Assistance (TAA) legislation, appears to have been the source of 
innovative practices related to the provision of earnings–replacement benefits, such as the wage 
insurance programme introduced in 2003 (Kletzer and Rosen 2004). But the economic rationale of TAA 
has been controversial because it is not evident that trade–displaced workers should receive more 
adjustment assistance than other job losers. A similar scheme in Australia was abandoned for the same 
reason (OECD 2005). Moreover, the TAA programme has recently highlighted the risk that trade reform 
can be held hostage to the provision of assistance. The US administration is insisting that the TAA 
programme be reauthorized before the pending PTAs with Colombia, Panama and South Korea are 
ratified (Bridges Weekly Trade News Digest 1 June 2011). 

Should governments consider it necessary to target assistance in particular cases, experience suggests 
that problems of both equity and efficiency will be minimized to the extent that clear conditions are 
applied to the provision of such assistance. (OECD 2005. See also Evans–Klock et al. 1998, Kaivanto 
2007, Leigh 1990 and Winter–Ebmer 2003). 

3.2.2 Specific Recommendations 

1. To the fullest extent possible, assistance given to those adversely affected by trade-related 
structural adjustment should be based on economy-wide measures of social support, including 
through the tax system. 

2. Where it is found necessary to give targeted support to particular sectors, firms or geographic 
areas, such support should be: 

2.1 Time-bound with a clear exit strategy; 

2.2 Decoupled from production, with incentives to adjust and innovate; 

2.3 Compatible with general safety net arrangements; 

2.4 Transparent and accountable.  

3. With respect to specific aspects of the EU social model discussed in this study, a number of 
measures – consistent with the principle of flexicurity - could be considered in order to: 

3.1 Acknowledge (consistent with Article 153 TFEU) the primacy of Member State welfare and 
employment policies, with a correspondingly greater emphasis on EU activity in the 
development of soft law and in the monitoring and guiding of those policies; 

3.2 Foster harmonisation of Member State policies through the identification and pursuit of 
best practice, and in the exercise of peer review that does not simply constitute mutual 
congratulation; 

3.3 Promote more flexibility in labour markets, with a particular focus on more flexible working 
contracts, improved dialogue between management and workers, increased private sector 
outlays on research and development and, of primary importance, improved Vocational 
Education Training (VET). A recent OECD report (OECD 2010b) has identified a number of 
requirements needed to strengthen the VET workforce in OECD countries: 

o recruit sufficient numbers of teachers and trainers for VET institutions, and ensure 
that this workforce is well-acquainted with the needs of industry 

o promote flexible pathways of recruitment and make it easier for those with 
industry skills to become part of the workforce of VET institutions 
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o provide appropriate educational preparation for in-firm trainers 

o encourage partnership between VET and industry, so that VET teachers spend time 
in industry to update their knowledge, and in-firm trainers spend some time in VET 
institutions to enhance their educational capacity 

3.4 Improve the targeting and effectiveness of assistance. Consistent with the Europe 2020 
Strategy, and with the object of building on the EU’s strength in high-skill manufacturing 
(see Part 2, page 14 above), concentrated effort is needed to facilitate access of workers 
and the unemployed to vocational training and education in order to raise the average 
level of skills of the EU working population. Targeting and effectiveness would be 
increased: 

o through the adoption of stricter eligibility criteria and by combining lower benefits with 
subsidies for salaries in order to induce displaced workers to seek work rather than rely 
on social insurance; 

o by providing a framework for more effective policy implementation by Member States, 
noting (see 2.3.1) that they have the necessary expertise and resources to adopt the 
flexicurity model to national circumstances. 

3.5 Improve the functioning of existing programmes, by for example speeding up the 
application procedures of the EGF 

 

3.3 Putting trade policy in a broader context 

3.3.1 Background 

As well as fostering the gains from market opening and helping to compensate for the losses, an 
effective response to the challenge of globalisation will also require that trade policy be seen in a 
broader context. Advancing trade liberalisation – whether multilaterally in the present round of WTO 
negotiations or bilaterally and regionally within the framework of preferential trade agreements - will, 
somewhat paradoxically, necessitate placing trade liberalisation more firmly within the framework of 
domestic economic management. 

Market opening works best – and maybe only works at all – in a coherent, holistic policy environment 
that facilitates the movement of labour and capital from declining to expanding areas of activity. While 
trade liberalisation is positively linked to growth, it is associated with a lower standard of living in 
economies that heavily regulate new entry or impose high costs on exiting or downsizing (OECD 2005, 
Bolaky and Freund 2004, Hoekman and Javorcik 2004, Bartelsman et al. 2004, Sally 2008).  

 

3.3.2 Specific Recommendations 

1. Trade policy should be placed more firmly within a holistic framework of sound domestic 
economic management that encourages labour and capital to move from declining to 
expanding areas of activity. 

2. In particular, this means that trade reform should be complemented by: 

2.1 Sound macroeconomic settings; 

2.2 An efficient and flexible labour market; 
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2.3 A sound regulatory environment; 

2.4 An education system that enables skills to match evolving needs. 

3. It might be explicitly recognised that a key objective of the Europe 2020 Strategy, lifting 20 
million Europeans out of poverty, can only be realistically attained within the broad 
framework of domestic policies, with a corresponding degree of cooperation and 
coordination among the various arms of government – at the EU and national levels – 
responsible for those policies. 
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