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0UBLICATIONS฀FOR฀SALE฀PRODUCED฀BY฀THE฀/FlCE FOR /FlCIAL 0UBLICATIONS OF THE %UROPEAN #OM

MUNITIES฀ARE฀AVAILABLE฀FROM฀OUR฀SALES฀AGENTS฀THROUGHOUT฀THE฀WORLD�

9OU฀CAN฀lND THE LIST OF SALES AGENTS ON THE 0UBLICATIONS /FlCE WEBSITE �HTTP���PUBLICATIONS�
EU�INT	฀OR฀YOU฀CAN฀APPLY฀FOR฀IT฀BY฀FAX฀����	฀��฀��
������

#ONTACT฀THE฀SALES฀AGENT฀OF฀YOUR฀CHOICE฀AND฀PLACE฀YOUR฀ORDER�
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!฀GREAT฀DEAL฀OF฀ADDITIONAL฀INFORMATION฀ON฀THE฀%UROPEAN฀5NION฀IS฀AVAILABLE฀ON฀THE฀)NTERNET�฀
)T฀CAN฀BE฀ACCESSED฀THROUGH฀THE฀%UROPA฀SERVER฀�HTTP���EUROPA�EU�INT	�

#ATALOGUING฀DATA฀CAN฀BE฀FOUND฀AT฀THE฀END฀OF฀THIS฀PUBLICATION�

,UXEMBOURG�฀/FlCE FOR /FlCIAL 0UBLICATIONS OF THE %UROPEAN #OMMUNITIES� ����

)3".฀��
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�����
�

Ú฀%UROPEAN฀#OMMUNITIES�฀����฀
2EPRODUCTION฀IS฀AUTHORISED฀PROVIDED฀THE฀SOURCE฀IS฀ACKNOWLEDGED�

0RINTED฀IN฀)TALY

02).4%$฀/.฀7()4%฀#(,/2).%
&2%%฀0!0%2

4HE฀"UREAU฀OF฀%UROPEAN฀0OLICY฀!DVISERS฀�"%0!	฀IS฀A฀SERVICE฀OF฀THE฀%UROPEAN฀#OMMISSION�฀)T฀REPORTS฀
DIRECTLY฀TO฀THE฀0RESIDENT�฀)T฀PROVIDES฀ADVICE฀TO฀THE฀0RESIDENT฀AND฀THE฀#OMMISSIONERS฀AND฀FORMULATES฀
RECOMMENDATIONS฀ON฀ISSUES฀REGARDING฀THE฀POLICY฀OF฀THE฀%5�฀"%0!฀PRIVILEGES฀ISSUES฀OF฀A฀STRATEGIC฀OR฀
STRUCTURAL฀NATURE฀AND฀CONCENTRATES฀ON฀THE฀EARLIER฀STAGES฀OF฀THE฀POLICY฀DEVELOPMENT฀CYCLE฀AND฀THE฀
DEVELOPMENT฀OF฀POLICY฀OPTIONS฀FOR฀CONSIDERATION฀BY฀THE฀0RESIDENT฀AND฀THE฀#OMMISSIONERS�

"%0!฀RUNS฀THREE฀EXTERNAL฀EXPERT฀GROUPS฀ADVISING฀THE฀0RESIDENT฀OF฀THE฀%UROPEAN฀#OMMISSION�฀/NE฀IS฀
THE฀'ROUP฀OF฀%CONOMIC฀0OLICY฀!NALYSIS฀�'%0!	�฀A฀BODY฀MADE฀UP฀OF฀TOP฀%UROPEAN฀ECONOMISTS�฀)N฀
-AY฀�����฀'%0!฀HAD฀A฀MEETING฀ON฀%5฀COMPETITIVENESS฀AND฀INDUSTRIAL฀LOCATION�฀!T฀THAT฀MEETING�฀A฀
REQUEST฀WAS฀MADE฀FOR฀"%0!฀TO฀WRITE฀A฀REPORT�฀�I	฀TAKING฀STOCK฀OF฀THE฀PHENOMENA฀OF฀DELOCALISATION฀AND฀
OUTSOURCING฀IN฀PARTICULAR฀AND฀GLOBALISATION฀IN฀GENERAL�฀�II	฀ASSESSING฀THE฀IMPACT฀ON฀THE฀%UROPEAN฀
ECONOMY�฀AND฀�III	฀CONSIDERING฀HOW฀POTENTIAL฀CHALLENGES฀CAN฀BE฀ADDRESSED�฀4HIS฀REPORT฀�฀A฀DRAFT฀OF฀
WHICH฀WAS฀PRESENTED฀TO฀'%0!฀IN฀3EPTEMBER฀����฀�฀IS฀A฀RESPONSE฀TO฀THAT฀REQUEST�

)N฀DRAFTING฀THE฀REPORT�฀THE฀AUTHORS฀HAVE฀BENElTED FROM PRIOR RESEARCH� WORKSHOPS AND WORK CARRIED
OUT฀BY฀OTHER฀#OMMISSION฀SERVICES฀�฀NOTABLY฀THE฀%CONOMIC฀AND฀&INANCIAL฀!FFAIRS฀$'�฀THE฀%NTERPRISE฀
AND฀)NDUSTRY฀$'�฀THE฀4RADE฀$'�฀AND฀THE฀%MPLOYMENT�฀3OCIAL฀!FFAIRS฀AND฀%QUAL฀/PPORTUNITIES฀$'฀
�฀ON฀HOW฀GLOBALISATION฀IN฀GENERAL฀AND฀DELOCALISATION฀AND฀OUTSOURCING฀IN฀PARTICULAR฀AFFECT฀%UROPE�฀
3PECIlC REPORTS AND NOTES BY THESE SERVICES HAVE BEEN USED AS REFERENCES THROUGHOUT THE REPORT� 4HE
lNAL CHAPTER OF THE REPORT WAS DISCUSSED WITHIN THE INTER
SERVICES COMMITTEE SET UP FOR THE OCCASION
OF฀THIS฀REPORT�฀4HIS฀COMMITTEE฀INVOLVED฀THE฀#OMPETITION฀$'�฀THE฀%CONOMIC฀AND฀&INANCIAL฀!FFAIRS฀
$'�฀THE฀%NTERPRISE฀AND฀)NDUSTRY฀$'�฀THE฀%MPLOYMENT�฀3OCIAL฀!FFAIRS฀AND฀%QUAL฀/PPORTUNITIES฀$'�฀
THE฀4RADE฀$'�฀AND฀THE฀3ECRETARIAT
'ENERAL�฀4HE฀AUTHORS฀ALSO฀BENElTED FROM COMMENTS BY '%0!
MEMBERS฀AND฀"%0!฀COLLEAGUES�฀!NY฀REMAINING฀ERRORS฀ARE฀NATURALLY฀THE฀RESPONSIBILITY฀OF฀THE฀AUTHORS�

4HE฀OPINIONS฀EXPRESSED฀IN฀THIS฀PAPER฀ARE฀SOLELY฀THOSE฀OF฀ITS฀AUTHORS฀AND฀DO฀NOT฀NECESSARILY฀REmECT THE
VIEWS฀OF฀THE฀%UROPEAN฀#OMMISSION�

4HANKS฀ARE฀DUE฀TO฀-R�฀&ILIP฀$EVROE฀OF฀3ANDERUS฀!NTIQUARIAAT฀FOR฀THE฀MAP฀OF฀THE฀WORLD฀BY฀
/RTELIUS฀�C�฀����	�
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%XECUTIVE฀SUMMARY

@/PEN฀AN฀ I0OD�฀ LOOK฀ INSIDE฀ AND฀!DAM฀3MITH�S฀ DIVISION฀OF฀ LABOUR฀ AND฀$AVID฀2ICARDO�S฀
SPECIALISATION฀ON฀THE฀BASIS฀OF฀COMPARATIVE฀ADVANTAGE฀ARE฀A฀REALITY��฀4HE฀lRST SENTENCE OF
THE฀STORY฀OPENING฀THIS฀REPORT฀CLEARLY฀ILLUSTRATES฀THE฀EXTENT฀TO฀WHICH฀COMPANIES฀INCREAS

INGLY฀PRODUCE฀AND฀SOURCE฀GLOBALLY�฀4HE฀STORY฀APPLIES฀TO฀A฀WIDE฀RANGE฀OF฀PRODUCTS฀AVAILABLE฀
TO฀OUR฀CONSUMERS�

2APID฀TECHNOLOGICAL฀CHANGE฀IS฀DRAMATICALLY฀INCREASING฀THE฀SPEED฀AND฀VOLUME฀OF฀mOWS OF
INFORMATION�฀GOODS฀AND฀SERVICES�฀4HIS฀IN฀TURN฀IS฀BREAKING฀DOWN฀GEOGRAPHICAL฀BARRIERS฀TO฀
ECONOMIC฀ACTIVITY฀AND฀DRIVING฀THE฀INTEGRATION฀OF฀WORLD฀MARKETS�฀4HE฀ABILITY฀TO฀SOURCE฀AND฀
LOCATE฀GLOBALLY฀IS฀ONE฀FACET฀OF฀THE฀IMPORTANT฀CHANGES฀THIS฀LEADS฀TO�฀,IKE฀GLOBALISATION�฀RELO

CATION฀OFFERS฀IMPORTANT฀OPPORTUNITIES฀TO฀OUR฀COMPANIES฀THAT฀CAN฀CUT฀COSTS฀AND฀IMPROVE฀
QUALITY�฀4HE฀INCREASED฀EFlCIENCY ENABLES THEM TO IMPROVE THEIR POSITION IN WHAT IS TODAY
AN฀INCREASINGLY฀GLOBAL฀MARKET฀PLACE�฀)T฀ALSO฀OFFERS฀BENElTS TO CONSUMERS� THROUGH LOWER
PRICES฀FOR฀GOODS฀AND฀SERVICES฀AND฀ACCESS฀TO฀A฀WIDER฀RANGE฀OF฀CHOICE�

(OWEVER�฀MANY฀DOUBT฀WHETHER฀ THIS฀BRAVE฀NEW฀WORLD฀ IS฀ EQUALLY฀ENTICING฀ FOR฀OUR฀WORKERS�฀
-ANY฀FEAR฀THE฀IMPACT฀DELOCALISATION฀AND฀OUTSOURCING฀MAY฀HAVE฀ON฀EMPLOYMENT�฀ESPECIALLY฀
ON฀THOSE฀WITH฀LESSER฀SKILLS�฀!ND฀INCREASINGLY�฀EVEN฀THOSE฀WITH฀ADVANCED฀SKILLS฀FEAR฀BEING฀EX

POSED฀TO฀COMPETITION�฀AS฀DEVELOPING฀COUNTRIES฀MOVE฀UP฀THE฀VALUE฀CHAIN฀AND฀INTO฀SERVICES�

4HESE฀CONCERNS฀HAVE฀GIVEN฀RISE฀TO฀A฀VIGOROUS฀DEBATE�฀4HIS฀DEBATE฀OCCURS฀IN฀A฀CONTEXT฀OF฀
CONSIDERABLE฀UNCERTAINTY�฀,ITTLE฀IS฀KNOWN฀AT฀PRESENT฀OF฀THE฀TRUE฀EXTENT฀OF฀DELOCALISATION฀
AND฀OUTSOURCING฀AND฀ITS฀IMPACT฀ON฀EMPLOYMENT฀AND฀DISTRIBUTION฀IN฀GENERAL�฀4HIS฀REPORT฀
ATTEMPTS฀TO฀SHED฀SOME฀LIGHT฀ON฀SOME฀KEY฀ISSUES�฀)T฀SKETCHES฀THE฀CONTOURS฀OF฀GLOBALISATION�฀
DELOCALISATION฀AND฀OUTSOURCING฀�#HAPTER฀�	�฀OUTLINES฀THE฀MOTIVATIONS฀BEHIND฀lRMS� DECI

SIONS฀ABOUT฀WHERE฀TO฀LOCATE฀�#HAPTER฀�	฀AND฀CONSIDERS฀THE฀IMPACT฀ON฀%UROPE฀�#HAPTER฀�	�฀
4AKING฀STOCK฀OF฀THE฀AVAILABLE฀EVIDENCE฀AND฀ANALYSIS�฀#HAPTER฀�฀ASSESSES฀WHAT฀ROLE฀�฀IF฀ANY฀
�฀POLICY฀CAN฀PLAY฀IN฀ADDRESSING฀POTENTIAL฀CONCERNS฀AND฀CHALLENGES�

.OTWITHSTANDING฀ THE฀ PROBLEMS฀ OF฀ ACCURATELY฀ DElNING AND MEASURING THE PHENOMENA�
DATA฀SO฀FAR฀SUGGEST฀THAT฀DELOCALISATION฀AND฀OUTSOURCING฀APPEAR฀TO฀BE฀LIMITED฀IN฀SCOPE�฀ESPE

CIALLY฀AS฀COMPARED฀WITH฀OTHER฀SHOCKS฀THAT฀AFFECT฀THE฀%UROPEAN฀ECONOMY�฀SUCH฀AS฀TECHNO

LOGICAL฀CHANGE�฀(OWEVER�฀FROM฀THIS฀LOW฀BASE฀IT฀IS฀GROWING฀IN฀SIGNIlCANCE� AND MORE FOR

WARD
LOOKING฀SURVEYS฀SUGGEST฀THAT฀lRMS INTEND TO USE IT EXTENSIVELY� -OREOVER� SERVICES ARE
INCREASINGLY฀TRADABLE�฀4HIS฀OPENS฀THE฀PROSPECT฀THAT฀PARTS฀OF฀THE฀SERVICES฀SECTOR฀WILL฀BE

COME฀MORE฀SUBJECT฀TO฀RELOCATION�

23a4227a4445avzvaGP0kpff"""9 4/27/4228"""39<78<28



#ONSISTENT฀WITH฀ ITS฀AS฀YET฀ LIMITED฀ SCOPE�฀ THE฀OVERALL฀ SIZE฀OF฀ADJUSTMENT฀ASSOCIATED฀WITH฀
OUTSOURCING฀AND฀DELOCALISATION฀SO฀FAR฀ALSO฀APPEARS฀TO฀BE฀RATHER฀LIMITED�฀WITH฀RELATED฀JOB฀
LOSSES฀REPRESENTING฀A฀MINOR฀PART฀OF฀OVERALL฀LABOUR฀MARKET฀TURNOVER�฀(OWEVER�฀DELOCALISA

TION฀AND฀OUTSOURCING�฀LIKE฀INTERNATIONAL฀TRADE฀IN฀GENERAL�฀HAVE฀A฀MORE฀IMPORTANT฀IMPACT฀
ON฀DISTRIBUTION�฀4HOSE฀WITH฀FEWER฀AND฀LESSER฀SKILLS฀APPEAR฀TO฀BE฀MORE฀EXPOSED฀TO฀ADJUST

MENT�฀EITHER฀THROUGH฀LOWER฀WAGES฀OR฀MORE฀UNEMPLOYMENT�

4HERE฀ARE฀SEVERAL฀REASONS฀WHY฀RELOCATION฀SHOULD฀BE฀TAKEN฀SERIOUSLY�฀DESPITE฀ITS฀AS฀YET฀LIM

ITED฀SCOPE฀AND฀IMPACT�฀4HESE฀RELATE฀BROADLY฀TO฀THE฀%UROPEAN฀CONTEXT฀WITHIN฀WHICH฀DELO

CALISATION฀AND฀OUTSOURCING฀OCCUR�

s฀&IRST�฀ THE฀ %5฀ ECONOMY฀ IS฀ VULNERABLE฀ TO฀ THE฀ SHOCKS฀ CREATED฀ BY฀ GLOBALISATION�฀ 2ECENT฀
TRENDS฀SUGGEST฀THAT฀THE฀COMPETITIVENESS฀OF฀THE฀%5฀IS฀UNDERMINED฀BY฀POOR฀PRODUCTIVITY฀
GROWTH฀RELATED฀TO฀A฀LACK฀OF฀SPECIALISATION฀IN฀HIGH
GROWTH฀AREAS�฀-OREOVER�฀ALTHOUGH฀THE฀
%5�S฀TRADE฀BALANCE฀IN฀HIGH
TECH฀SECTORS฀IS฀IMPROVING�฀THE฀GOOD฀PERFORMANCE฀IS฀DUE฀TO฀
SECTORS฀CHARACTERISED฀BY฀INTERMEDIATE฀SKILLS฀AND�OR฀UPMARKET฀PRODUCTS�฀)N฀SEVERAL฀FAST

GROWING฀ AND฀ TECHNOLOGICALLY฀ MORE฀ ADVANCED฀ SECTORS฀ THE฀ %5฀ IS฀ LAGGING฀ BEHIND�฀ 4HIS฀
EXPOSES฀MANY฀%UROPEAN฀WORKERS฀TO฀DELOCALISATION฀AND฀OUTSOURCING�฀AS฀DEVELOPING฀COUN

TRIES฀ARE฀INCREASINGLY฀MOVING฀INTO฀ITS฀ARENA�

s฀3ECOND�฀THE฀%5฀IS฀NOT฀SUFlCIENTLY EXPLOITING THE OPPORTUNITIES OFFERED BY NEW FAST
GROW

ING฀MARKETS�฀4HE฀NEW฀-EMBER฀3TATES฀SCORE฀HIGHEST฀ON฀THE฀LIST฀OF฀SITES฀FOR฀RELOCATION฀FOR฀
%5฀ lRMS� %NLARGEMENT OFFERS IMPORTANT NEAR
SHORING OPPORTUNITIES� "UT SO DO OTHER
FAST
GROWING฀AREAS฀LIKE฀#HINA�฀%NLARGEMENT฀CONTRIBUTES฀TO฀IMPROVING฀%5฀lRMS� ABILITY
TO฀FACE฀GLOBAL฀COMPETITION�

s฀4HIRD�฀AS฀SUGGESTED฀IN฀#HAPTER฀��฀THE฀%5฀IS฀NOT฀SUFlCIENTLY ATTRACTIVE AS AN AREA TO LOCATE
TO�฀4HE฀%5฀HAS฀FALLEN฀BEHIND฀IN฀TERMS฀OF฀ATTRACTING฀FOREIGN฀DIRECT฀INVESTMENT฀�&$)	�฀
CERTAINLY฀WHEN฀ADJUSTING฀FOR฀ITS฀LARGE฀MARKET฀SIZE�฀!S฀#HINA฀OFFERS฀ACCESS฀TO฀LARGE฀MAR

KETS฀AND฀A฀HUGE฀BASE฀OF฀WELL
DEVELOPED฀AND฀LOWER
PRICED฀HUMAN฀CAPITAL�฀IT฀ATTRACTS฀AN฀
INCREASINGLY฀LARGER฀SHARE฀OF฀NEW฀&$)�฀7ITH฀RESPECT฀TO฀2฀�฀$฀INVESTMENTS�฀THE฀%5฀IS฀LOS

ING฀ITS฀ATTRACTIVENESS฀RELATIVE฀TO฀THE฀5NITED฀3TATES฀AND฀OTHER฀THIRD฀COUNTRIES�฀#HINA฀IN฀
PARTICULAR฀HAS฀RAPIDLY฀CLIMBED฀ON฀THE฀LIST฀OF฀PROSPECTIVE฀LOCATION฀SITES฀FOR฀RESEARCH฀AND฀
DEVELOPMENT�

s฀&INALLY�฀AS฀SUGGESTED฀IN฀#HAPTER฀��฀THERE฀ARE฀SIGNS฀THAT฀%UROPE฀IS฀NOT฀ADJUSTING฀AS฀WELL฀AS฀
IT฀COULD฀TO฀THE฀SHOCKS฀THAT฀IMPINGE฀ON฀ITS฀ECONOMY�฀)N฀AN฀IDEAL฀WORLD�฀ADJUSTMENT฀COSTS฀
SHOULD฀BE฀SHORT฀TERM�฀4O฀REALISE฀THE฀GAINS฀FROM฀TRADE฀IT฀IS฀NECESSARY฀TO฀MOVE฀PRODUCTION฀
FACTORS฀FROM฀DECLINING฀SECTORS฀TO฀SECTORS฀WHERE฀THE฀ECONOMY฀HAS฀A฀COMPARATIVE฀ADVAN

TAGE฀AND฀WHERE฀THE฀FACTORS฀CAN฀BE฀PUT฀TO฀MOST฀EFlCIENT USE� 4HEREFORE� THE COSTS OF AD

JUSTMENT฀SHOULD฀ONLY฀ARISE฀WHILE฀RESOURCES฀ARE฀REALLOCATED�฀(OWEVER�฀THERE฀ARE฀SIGNIl

CANT฀OBSTACLES฀TO฀THIS฀REALLOCATION฀PROCESS฀IN฀%UROPE�฀4HIS฀LOCKS฀RESOURCES฀INTO฀INEFlCIENT
USE฀FOR฀LENGTHY฀PERIODS฀OF฀TIME�
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)N฀VIEW฀OF฀THE฀ABOVE�฀THE฀%5฀IS฀FACING฀A฀NUMBER฀OF฀CHALLENGES฀IN฀TERMS฀OF�฀�I	฀ATTRACTING฀
NEW฀INVESTMENT�฀�II	฀EXPLOITING฀THE฀ADVANTAGES฀WORLD฀MARKETS฀OFFER฀IN฀TERMS฀OF฀OPPORTUNI

TIES฀FOR฀SALES฀AND฀EFlCIENCY ENHANCEMENT� AND �III	 HANDLING THE EFFECTS OF PRODUCTION BE

ING฀OUTSOURCED฀OR฀DELOCALISED�

s฀!S฀REGARDS฀NEW฀INVESTMENT�฀ACCESS฀TO฀LARGE฀MARKETS฀IS฀STILL฀THE฀PREDOMINANT฀MOTIVE฀FOR฀
INVESTMENT฀LOCATION฀DECISIONS�฀4HE฀%5�S฀STRONGEST฀SELLING฀POINT฀TO฀RETAIN฀CURRENT฀�฀AND฀
ATTRACT฀NEW฀�฀INVESTMENT฀IS฀THEREFORE฀THE฀ACCESS฀IT฀PROVIDES฀TO฀A฀LARGE฀POOL฀OF฀CONSUMERS฀
IN฀ITS฀INTEGRATED฀MARKET�฀(OWEVER�฀THE฀EVIDENCE฀SUGGESTS฀THAT฀THE฀%5฀IS฀NOT฀EXPLOITING฀
ITS฀FULL฀POTENTIAL�฀AS฀DEMAND฀REMAINS฀SLUGGISH฀AND฀MARKETS฀INSUFlCIENTLY INTEGRATED�

s฀4HE฀SECOND฀MOST฀IMPORTANT฀REASON฀WHEN฀DECIDING฀WHERE฀TO฀LOCATE฀IS฀ACCESS฀TO฀HUMAN฀
RESOURCES�฀ SKILLS฀AND฀KNOW
HOW�฀4HE฀%5฀ALSO฀HAS฀POTENTIAL฀ IN฀THIS฀AREA�฀(OWEVER�฀ ITS฀
CURRENT฀COMPETITIVENESS฀PROlLE COULD CAPITALISE MORE ON TECHNOLOGY AND HUMAN SKILLS�

s฀$ESPITE฀THE฀FACT฀THAT฀A฀LARGE฀PART฀OF฀TRADE฀AND฀&$)฀mOWS OCCUR WITHIN THE %5
��� THE %5
COULD฀BE฀CAPITALISING฀MORE฀ON฀THE฀POSITIVE฀EFFECTS฀OFFERED฀BY฀GLOBALISATION฀THROUGH�฀�I	฀
ACCESS฀TO฀LARGE฀AND฀GROWING฀MARKETS฀OUTSIDE฀THE฀%5�฀LIKE฀#HINA฀AND฀)NDIA�฀AND฀�II	฀IN

CREASED฀EFlCIENCIES FROM GLOBAL SOURCING�

s฀!S฀REGARDS฀HANDLING฀THE฀CONSEQUENCES฀OF฀DELOCALISATION฀AND฀OUTSOURCING�฀%UROPE฀NEEDS฀
TO฀ADDRESS฀ THE฀OBSTACLES฀ TO฀THE฀REALLOCATION฀PROCESS฀ IN฀%UROPE�฀WHICH฀ LOCKS฀ RESOURCES฀
INTO฀INEFlCIENT USE�

0OLICY฀CAN฀CONTRIBUTE฀TOWARDS฀ADDRESSING฀THESE฀CHALLENGES�฀0OLICY฀SHOULD฀NOT฀ATTEMPT฀TO฀
MANAGE฀DELOCALISATION฀OR฀OUTSOURCING�฀LET฀ALONE฀LIMIT฀IT�฀4HE฀%UROPEAN฀ECONOMY฀IS฀INEX

TRICABLY฀LINKED฀TO฀THE฀WORLD฀ECONOMY฀AND฀IT฀IS฀ESSENTIAL฀FOR฀%UROPEAN฀lRMS TO BE ABLE TO
ACCESS฀INTERNATIONAL฀MARKETS�฀EXPLOIT฀EFlCIENCY ADVANTAGES AND ACCESS STRATEGIC ASSETS IN
ORDER฀TO฀STAY฀COMPETITIVE�฀2ATHER�฀POLICY
MAKERS฀SHOULD฀AIM฀AT฀PUTTING฀IN฀PLACE฀FRAMEWORK฀
CONDITIONS฀THAT฀ENABLE฀%UROPE฀TO฀BENElT FULLY FROM GLOBALISATION WHILE ENSURING THAT LOSS

ES฀ARE฀SMALL฀AND฀TRANSITORY฀IN฀NATURE�

4HE฀REAL฀CHALLENGE฀IS฀THEREFORE฀TO฀IMPROVE฀THE฀%UROPEAN฀ECONOMY฀SO฀THAT฀GLOBALISATION฀
AND฀DELOCALISATION฀ARE฀NO฀LONGER฀A฀THREAT฀TO฀JOBS�฀BUT฀AN฀OPPORTUNITY฀FOR฀GROWTH฀IN฀THE฀
%5�฀4O฀ACHIEVE฀THIS�฀THE฀%UROPEAN฀ECONOMY฀NEEDS฀TO฀IMPROVE฀ITS฀ADAPTIVE฀CAPACITY�฀0OL

ICY฀SHOULD฀THEREFORE฀HAVE฀TWO฀GOALS�฀�I	฀ IMPROVING฀COMPETITIVENESS฀AND฀�II	฀ FACILITATING฀
TRANSITION�

4HE฀POLICY฀INSTRUMENTS฀OUTLINED฀BELOW฀SHOULD฀NOT฀BE฀CONSIDERED฀IN฀ISOLATION�฀2ATHER�฀THEY฀
SHOULD฀BE฀PART฀OF฀A฀COHERENT฀AND฀CONSISTENT฀POLICY฀APPROACH฀REQUIRING฀COORDINATION฀ACROSS฀
THE฀DIFFERENT฀POLICY฀AREAS฀AND฀POLICY฀LEVELS฀�%5฀AND฀-EMBER฀3TATES	�฀#OMPREHENSIVE฀RE

FORM฀PROGRAMMES฀�LIKE฀THE฀,ISBON฀STRATEGY	฀ARE฀LIKELY฀TO฀BE฀MORE฀EFFECTIVE฀THAN฀PIECEMEAL฀
STRATEGIES�
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4HE฀lRST SET OF POLICIES FOCUS ON THE ABILITY OF THE %5 ECONOMY TO ADAPT WITHOUT GENERAT

ING฀NET฀LOSSES�฀BY฀CREATING฀NEW฀ACTIVITIES฀AND฀JOBS�฀AND฀TO฀SHIFT฀RESOURCES฀FROM฀DECLINING฀
SECTORS฀TO฀SECTORS฀WHERE฀%UROPE฀CAN฀SUSTAIN฀A฀COMPARATIVE฀ADVANTAGE�฀4HIS฀SET฀OF฀POLICIES฀
IS฀NOT฀ SPECIlCALLY FOR DEALING WITH THE SHOCKS FROM GLOBALISATION AND DELOCALISATION IN
PARTICULAR�฀ )NSTEAD�฀ IT฀ OVERLAPS฀ WITH฀ THE฀ SET฀ OF฀ POLICIES฀ REQUIRED฀ FOR฀ DEALING฀ WITH฀ OTHER฀
SHOCKS฀SUCH฀AS฀TECHNOLOGICAL฀CHANGE�฀!S฀SUCH�฀IT฀BROADLY฀lTS WITHIN THE RECENTLY REVISED
�฀BUT฀FAR฀FROM฀IMPLEMENTED฀�฀,ISBON฀STRATEGY฀FOR฀GROWTH฀AND฀EMPLOYMENT�฀4HE฀REPORT฀
OUTLINES฀FOUR฀PARTICULAR฀POLICY฀OBJECTIVES�

s฀lRST� PROVIDING A DYNAMIC %UROPEAN MARKET� 5LTIMATELY� COMPANIES LOCATE WHERE THE
MARKET฀IS�฀0ROVIDING฀lRMS WITH ACCESS TO A GROWING AND DYNAMIC MARKET IS THEREFORE THE
BEST฀WAY฀TO฀ENSURE฀THAT฀%UROPE฀REMAINS฀THE฀LOCATION฀OF฀CHOICE�฀7HILE฀THE฀LEGAL฀FRAME

WORK฀IS฀MORE฀OR฀LESS฀IN฀PLACE�฀MORE฀CAN฀BE฀DONE฀TO฀DELIVER฀A฀TRULY฀DYNAMIC฀SINGLE฀MARKET฀
ACROSS฀MANUFACTURING฀AND฀SERVICE฀SECTORS�

s฀SECOND�฀IMPROVING฀%UROPE�S฀SUSTAINABLE฀COMPARATIVE฀ADVANTAGE�฀PREFERABLY฀IN฀HIGH฀VAL

UE
ADDED฀PRODUCTION�฀4O฀SUSTAIN฀OUR฀SOCIAL฀MODEL�฀WE฀ULTIMATELY฀NEED฀TO฀PRODUCE฀AND฀
SELL฀GOODS฀AND฀SERVICES฀WITH฀A฀HIGH฀VALUE฀ADDED�฀0OLICY฀CAN฀PLAY฀A฀SUPPORTING฀ROLE฀BY฀
PUTTING฀IN฀PLACE฀AN฀ENVIRONMENT฀CONDUCIVE฀TO฀lRMS EXPLOITING SUCH MARKETS �E�G� RE

SEARCH฀AND฀DEVELOPMENT฀POLICIES�฀POLICIES฀THAT฀ENSURE฀THE฀RIGHT฀FRAMEWORK฀CONDITIONS฀TO฀
BRING฀INNOVATIONS฀TO฀THE฀MARKET฀AND฀COMPETITION฀POLICY	�

s฀THIRD�฀IMPROVING฀%UROPE�S฀ABILITY฀TO฀ADAPT฀AND฀ADJUST฀TO฀SHOCKS�฀2ESTRUCTURING฀AND฀RELO

CATION฀ARE฀ INTEGRAL฀PARTS฀OF฀DYNAMIC�฀OPEN฀ECONOMIES�฀!FFECTED฀WORKERS฀ AND฀ REGIONS฀
ACCORDINGLY฀NEED฀TO฀BE฀ABLE฀TO฀ADAPT฀AND฀ADJUST฀QUICKLY�฀4HIS฀IS฀CURRENTLY฀NOT฀SUFlCIENT

LY฀THE฀CASE�฀WITH฀MANY฀DISPLACED฀WORKERS฀lNDING IT HARD TO lND NEW EMPLOYMENT� FOR
EXAMPLE�฀4HIS฀IS฀PARTLY฀DUE฀TO฀INSUFlCIENT NEW JOBS BEING CREATED� BUT ALSO TO LACK OF
MOBILITY฀AND฀INSUFlCIENT WAGE mEXIBILITY� ,ABOUR MARKET REGULATIONS� TRAINING AND EDU

CATION฀POLICY�฀IMMIGRATION฀AND฀TAX฀POLICIES฀CAN฀ALL฀BE฀BROUGHT฀ON฀BOARD฀TO฀IMPROVE฀THE฀
%5�S฀ADAPTIVE฀CAPACITY�

s฀lNALLY� IMPROVING %UROPE�S ABILITY TO REAP THE FULL BENElTS FROM A฀DYNAMIC GLOBAL MAR

KET�฀4RADE฀POLICY฀HAS฀A฀KEY฀ROLE฀IN฀ENSURING฀AN฀OPEN฀TRADING฀SYSTEM฀BOTH฀VIA฀MULTILAT

ERAL฀AND฀REGIONAL฀AGREEMENTS฀AS฀WELL฀AS฀PROTECTING฀ INTELLECTUAL฀PROPERTY฀ RIGHTS฀ IN฀ THE฀
BROAD฀SENSE�
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-OST฀ THEORETICAL฀ MODELS฀ ILLUSTRATING฀ THE฀ POSITIVE฀ EFFECTS฀ FROM฀ GLOBALISATION฀ ASSUME฀ FULL฀
EMPLOYMENT฀AND฀mEXIBLE LABOUR MARKETS� (OWEVER� SHORT
TERM NEGATIVE EFFECTS ON EMPLOY

MENT฀ARE฀INEVITABLE�฀AS฀IN฀PRACTICE฀LABOUR฀MARKET฀RIGIDITIES฀ARE฀ALWAYS฀PRESENT�฀PARTICULARLY฀
IN฀%UROPE�฀4HIS฀IS฀WHY฀POLICIES฀ARE฀NEEDED฀TO฀FACILITATE฀THE฀TRANSITION�฀,ABOUR฀MARKET฀IN

STITUTIONS฀HAVE฀ A฀ PARTICULAR฀ ROLE฀ TO฀ PLAY฀ IN฀ THIS฀ RESPECT�฀ AS฀ THEY฀DETERMINE฀ THE฀ EASE฀ BY฀
WHICH฀ALTERNATIVE฀EMPLOYMENT฀CAN฀BE฀FOUND�฀4HE฀REPORT฀OUTLINES฀THREE฀POLICY฀OBJECTIVES�

s฀lRST� TEMPORARILY CUSHION THE INCOME IMPACT ON WORKERS WHILE STIMULATING AND FACILITAT

ING฀RE
EMPLOYMENT�฀5NEMPLOYMENT฀BENElTS ARE DESIGNED TO INSURE WORKERS AGAINST JOB

LOSS฀RELATED฀INCOME฀FALLS�฀(OWEVER�฀MORE฀CAN฀BE฀DONE฀TO฀ FURTHER฀CUSHION฀THE฀INCOME฀
IMPACT�฀THROUGH�฀FOR฀EXAMPLE�฀RESTRUCTURING฀ASSISTANCE฀�E�G�฀THE฀53฀4RADE฀!DJUSTMENT฀
&UND	�฀)N฀THE฀CONTEXT฀OF฀SUCH฀SUPPORT�฀IT฀IS฀ESSENTIAL฀THAT฀IT฀IS฀DESIGNED฀SO฀THAT฀INCENTIVES฀
REMAIN฀TO฀TAKE฀UP฀WORK฀SHOULD฀AN฀OPPORTUNITY฀PRESENT฀ITSELF�฀-OREOVER�฀TAX฀AND฀BENElT
SYSTEMS฀MAY฀NEED฀TO฀BE฀REASSESSED�

s฀SECOND�฀ CUSHION฀ THE฀ REGIONAL฀ IMPACT฀ WHILE฀ FACILITATING฀ THE฀ REALLOCATION฀ OF฀ RESOURCES฀
ECONOMY
WIDE�฀3PECIlC POLICIES MAY BE NECESSARY WHEN THE IMPACT IS ESPECIALLY CONCEN

TRATED฀IN฀SPECIlC REGIONS OF THE %5� 4O THE EXTENT THAT A SHOCK AFFECTS SEVERAL REGIONS
SYMMETRICALLY�฀COORDINATED฀POLICIES฀TO฀ADDRESS฀THE฀PROBLEMS฀ARE฀REQUIRED�

s฀THIRD�฀ CHANGES฀COULD฀BE฀ANTICIPATED฀BEFORE฀ THEY฀OCCUR฀WHEN฀ SUFlCIENTLY CREDIBLE AND
ROBUST฀INFORMATION฀BECOMES฀AVAILABLE�฀)N฀SUCH฀CASES�฀WORKERS฀AT฀RISK฀COULD฀BE฀ASSISTED฀IN฀
MOVING฀AND฀IF฀NECESSARY฀IN฀IMPROVING฀THEIR฀SKILLS�฀(OWEVER�฀SUCH฀PREVENTIVE฀ASSISTANCE฀
IS฀IN฀MANY฀CASES฀ASSOCIATED฀WITH฀SEVERE฀INFORMATION฀PROBLEMS฀AND฀ANTICIPATORY฀INTERVEN

TION฀MAY฀RUN฀THE฀RISK฀OF฀BEING฀INEFlCIENT�

4HE฀FRAMEWORK฀OUTLINED฀ABOVE฀WOULD฀POSITION฀THE฀%5฀BETTER฀IN฀THE฀WORLD฀ECONOMY�฀)T฀
WOULD฀ENABLE฀%UROPE฀TO฀BENElT MORE FROM GLOBALISATION� !T THE SAME TIME� IT WOULD IM

PROVE฀THE฀PROSPECTS฀OF฀THE฀RESULTING฀PROCESS฀OF฀ADJUSTMENT฀WORKING฀SMOOTHLY�฀4HOSE฀WHO฀
ARE฀AFFECTED฀BY฀IT฀WOULD฀NOT฀JUST฀BE฀COMPENSATED�฀BUT฀ALSO฀ASSISTED฀IN฀REMAINING฀ACTIVE฀
PARTICIPANTS฀ IN฀ THE฀ MORE฀ GLOBAL฀ ECONOMY�฀ 4HIS฀ WOULD฀ NOT฀ ONLY฀ IMPROVE฀ EFlCIENCY� )T
WOULD฀ ALSO฀ LEAD฀ TO฀ MORE฀ EQUITABLE฀ OUTCOMES�฀ WHICH฀ WOULD฀ REDUCE฀ OPPOSITION฀ TO฀ ECO

NOMIC฀OPENNESS�
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��฀)NTRODUCTION�฀THE฀CHALLENGES฀฀
FROM฀GLOBALISATION

4HE฀GLOBAL฀ECONOMY฀IS฀UNDERGOING฀DRAMATIC฀CHANGE�฀2APID฀TECHNOLOGICAL฀CHANGE฀�฀PAR

TICULARLY฀WITH฀RESPECT฀TO฀INFORMATION฀AND฀COMMUNICATION฀TECHNOLOGIES฀�)#4S	฀AND฀TRANS

PORT฀�฀IS฀INCREASING฀DRAMATICALLY฀THE฀SPEED฀AND฀VOLUME฀OF฀mOWS OF INFORMATION� GOODS AND
SERVICES�฀THUS฀BREAKING฀DOWN฀GEOGRAPHICAL฀BARRIERS฀TO฀ECONOMIC฀ACTIVITY฀AND฀DRIVING฀THE฀
INTEGRATION฀OF฀WORLD฀MARKETS�

-ORE฀COUNTRIES฀ARE฀OPENING฀UP฀THEIR฀ECONOMIES�฀IMPLEMENTING฀MARKET
BASED฀REFORMS�฀OF

FERING฀GREATER฀ STABILITY฀AND฀ SEIZING฀ THE฀OPPORTUNITIES฀ THAT฀COME฀ FROM฀CLOSER฀ INTEGRATION฀
INTO฀ THE฀GLOBAL฀ ECONOMY�฀-OST฀NOTABLE฀ ARE฀ THE฀VERY฀ LARGE฀ EMERGING฀MARKET฀ ECONOMIES฀
SUCH฀AS฀#HINA฀AND฀)NDIA�฀WHICH฀ARE฀ALREADY฀RAPIDLY฀INCREASING฀THEIR฀SHARE฀OF฀GLOBAL฀ECO

NOMIC฀ACTIVITY฀��	�

4HE฀COMBINATION฀OF฀TECHNOLOGICAL฀ADVANCE฀AND฀POLICY฀LIBERALISATION฀IS฀ALLOWING฀ECONOMIC฀
ACTIVITY฀TO฀BECOME฀INCREASINGLY฀SPECIALISED฀AND฀DISPERSED฀ACROSS฀COUNTRIES฀AND฀CONTINENTS�฀
INCREASING฀THE฀EASE฀WITH฀WHICH฀GOODS฀AND฀SERVICES฀CAN฀BE฀SUBDIVIDED฀AND฀TRADED฀BETWEEN฀
COUNTRIES�฀4HE฀BOUNDARY฀BETWEEN฀WHAT฀CAN฀AND฀CANNOT฀BE฀TRADED฀IS฀BEING฀STEADILY฀ERODED�฀
AND฀THE฀GLOBAL฀ECONOMY฀IS฀ENCOMPASSING฀AN฀EVER
GREATER฀NUMBER฀OF฀TRADABLE฀GOODS฀AND฀
SERVICES�

4HE฀CHALLENGES฀ THE฀%5฀IS฀ FACING฀ FROM฀GLOBALISATION฀HAVE฀STIRRED฀HEATED฀PUBLIC฀DEBATES�฀
OFTEN฀CENTRED฀ON฀THREATS฀OF฀JOB฀LOSSES฀DUE฀TO฀DELOCALISATION�฀OFFSHORING�฀OUTSOURCING฀AND฀
THE฀LIKE�฀4HE฀LATEST฀RESULTS฀FROM฀THE฀%UROBAROMETER฀SURVEY฀�SPRING฀����	฀INDICATE฀THAT฀@THE฀
TRANSFERS฀OF฀JOBS฀TO฀OTHER฀COUNTRIES฀THAT฀HAVE฀LOWER฀PRODUCTION฀COSTS�฀SCORES฀THE฀HIGHEST฀ON฀
THE฀LIST฀OF฀THINGS฀PEOPLE฀SAY฀THEY฀ARE฀AFRAID฀OF�฀��฀�฀OF฀THE฀RESPONDENTS฀INDICATED฀THEY฀WERE฀
CURRENTLY฀ AFRAID฀ OF฀ THIS�฀ 4HESE฀ HIGH฀ RESPONSES฀ COME฀ PRINCIPALLY฀ FROM฀ &RANCE�฀ "ELGIUM�฀
'REECE฀���฀�	�฀&INLAND฀���฀�	�฀'ERMANY฀���฀�	�฀(UNGARY฀AND฀3WEDEN฀���฀�	�

0EOPLE฀ SEEM฀TO฀PERCEIVE฀THE฀COSTS฀OF฀GLOBALISATION฀MORE฀THAN฀ANY฀POTENTIAL฀BENElTS� AS
SHOWN฀IN฀4ABLE฀��฀!GAIN�฀THE฀HIGH฀RESPONSE฀ON฀DELOCALISATION฀OF฀COMPANIES฀IS฀DUE฀TO฀COUN

TRIES฀LIKE฀&RANCE฀���฀�	�฀"ELGIUM฀���฀�	�฀'ERMANY฀���฀�	�฀3WEDEN฀���฀�	�฀!USTRIA฀���฀�	฀
AND฀&INLAND฀���฀�	�

!฀COMBINATION฀OF฀FACTORS฀EXPLAINS฀WHAT฀IS฀DIFFERENT฀NOW฀COMPARED฀WITH฀PREVIOUS฀GLOBALI

SATION฀DEBATES฀AND฀EXPLAINS฀THE฀TEMPERATURE฀OF฀THE฀CURRENT฀DEBATE฀IN฀THE฀%5�

��	฀ #URRENTLY�฀MEASURED฀BY฀000฀EXCHANGE฀RATES�฀THE฀53!฀AND฀THE฀%5
��฀EACH฀ACCOUNT฀FOR฀JUST฀OVER฀��฀�฀OF฀GLOBAL฀OUTPUT�฀
#HINA฀AND฀)NDIA฀COMBINED฀ACCOUNT฀FOR฀��฀��฀"Y฀�����฀THE฀)NTERNATIONAL฀-ONETARY฀&UND฀�)-&	฀FORECASTS฀THAT฀#HINA฀WILL฀
ACCOUNT฀FOR฀��฀��฀)NDIA฀�฀�฀WHILE฀THE฀%5
��฀WILL฀REPRESENT฀��฀�฀AND฀THE฀53!฀��฀��
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s฀4HE฀WEAK฀ECONOMY�฀7EAK฀ECONOMIC฀GROWTH฀ACROSS฀THE฀%5฀HAS฀EXACERBATED฀ FEARS฀OF฀
LOSING฀JOBS฀TO฀OFFSHORING�฀!LTHOUGH฀MANY฀ARGUE฀THAT฀MOST฀LOSSES฀ARE฀DUE฀TO฀OTHER฀FACTORS฀
SUCH฀ AS฀ SHIFTS฀ IN฀ TECHNOLOGY฀��	฀ OR฀ ARE฀ CYCLICAL฀ RATHER฀ THAN฀ STRUCTURAL฀ AND�฀ THEREFORE�฀
SHOULD฀BE฀RECOVERED฀AS฀COUNTRIES฀COME฀OUT฀OF฀THE฀RECESSION�฀WORKERS฀ARE฀NOT฀VERY฀INTER

ESTED฀IN฀KNOWING฀WHAT฀THE฀REAL฀CAUSES฀OF฀THE฀JOB฀LOSSES฀ARE�฀2ATHER�฀THEY฀WANT฀TO฀BRING฀
IT฀TO฀AN฀END฀AND฀WANT฀TO฀SEE฀POLICIES฀AIMED฀AT฀RESTORING฀EMPLOYMENT฀GROWTH�

s฀$EINDUSTRIALISATION�฀!N฀INTEGRAL฀PART฀OF฀THE฀STRUCTURAL฀CHANGE฀IS฀THE฀SECULAR฀DECLINE฀IN฀
THE฀SHARE฀OF฀MANUFACTURING฀IN฀'$0฀IN฀THE฀%5฀AS฀WELL฀AS฀IN฀OTHER฀INDUSTRIALISED฀COUN

TRIES฀��	�฀4HIS฀TRANSITION฀HAS฀UNDOUBTEDLY฀BEEN฀AFFECTED฀BY฀PROGRESSIVELY฀WIDER฀TRADE฀LIB

ERALISATION�฀#OMPETITION฀FROM฀NEW฀SUPPLIERS�฀ESPECIALLY฀LOW
COST฀ONES�฀HAVE฀UNDERMINED฀
THE฀ABILITY฀OF฀DOMESTIC฀PRODUCERS฀TO฀COMPETE฀AND฀HAS฀LED฀TO฀A฀DECLINE฀IN฀MARKET฀SHARE฀
AND฀IN฀EMPLOYMENT฀IN฀THE฀SECTORS฀THAT฀ARE฀MOST฀EXPOSED฀TO฀INTERNATIONAL฀COMPETITION�฀
4HIS฀HAS฀REINFORCED฀AND฀COMPLEMENTED฀THE฀SECULAR฀DECLINE฀IN฀THE฀SHARE฀OF฀MANUFACTUR

ING฀IN฀DOMESTIC฀OUTPUT�฀!S฀MANUFACTURING฀IS฀THE฀MOST฀WIDELY฀TRADED฀OUTPUT฀AND฀WHERE฀
MOST฀ PRODUCT฀ DIFFERENTIATION฀ OCCURS�฀ INCREASING฀ TRADE฀ LIBERALISATION฀ ULTIMATELY฀ AFFECTS฀
MANUFACTURING฀SECTORS฀MORE฀THAN฀SERVICES�

s฀)NFORMATION฀AND฀COMMUNICATION฀TECHNOLOGIES฀�)#4	฀ARE฀AFFECTING฀PRODUCTION฀STRUC

TURES�฀ )NTERNATIONAL฀ SPECIALISATION฀ ACCORDING฀ TO฀2ICARDO�S฀ COMPARATIVE฀ ADVANTAGE฀ AP

PLIES฀INCREASINGLY฀TO฀SEGMENTS฀OF฀THE฀PRODUCTION฀CYCLE฀RATHER฀THAN฀TO฀COMPLETE฀PRODUCTS�฀
4HE฀GROWING฀ SHARE฀OF฀PARTS฀ AND฀COMPONENTS฀ IN฀WORLD฀ TRADE฀ INDICATES฀ THE฀ INCREASING฀
FRAGMENTATION฀OF฀MANUFACTURES�฀!LTHOUGH฀FRAGMENTATION฀OF฀MANUFACTURES฀IS฀NOT฀NEW�฀IT฀
IS฀NOW฀ALSO฀SPREADING฀TO฀SERVICES�฀)#4฀HAS฀BEEN฀A฀FUNDAMENTAL฀CONTRIBUTOR฀TO฀THE฀IN

CREASED฀TRADABILITY฀OF฀GOODS฀AND฀SERVICES�฀)T฀ALLOWS฀KNOWLEDGE฀TO฀BE฀CODIlED� STANDARD

ISED฀AND฀DIGITALISED�฀ THEREBY฀ENABLING฀ THE฀ FRAGMENTATION฀OF฀MANY฀GOODS฀AND฀ SERVICES฀
INTO฀COMPONENTS฀THAT฀CAN฀BE฀LOCATED฀ABROAD฀IN฀ORDER฀TO฀TAKE฀ADVANTAGE฀OF฀COST฀DIFFEREN

TIALS�฀ECONOMIES฀OF฀SCALES�฀ETC�฀��	�

��	฀ 3EE�฀FOR฀EXAMPLE�฀THE฀DEBATE฀ON฀TRADE฀VERSUS฀TECHNOLOGY�฀DISCUSSED฀IN฀3ECTION฀��
��	฀ 4HE฀SHARE฀OF฀MANUFACTURING฀IN฀THE฀%5
��฀DECLINED฀FROM฀����฀�฀OF฀'$0฀IN฀����฀TO฀����฀�฀IN฀�����฀CORRESPONDINGLY�฀THE฀

SHARE฀OF฀�MARKET฀AND฀NON
MARKET	฀SERVICES฀ROSE฀FROM฀����฀�฀TO฀����฀�฀DURING฀THE฀SAME฀PERIOD�
��	฀ 5NCTAD฀�����	�
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s฀3ERVICES฀ARE฀INCREASINGLY฀AFFECTED�฀-ANY฀JOBS฀CONSIDERED฀AS฀NON
TRADABLE฀ARE฀SUDDENLY฀
EXPOSED฀ TO฀ INTERNATIONAL฀ COMPETITION฀ AND฀ RISK฀ BEING฀ RELOCATED�฀ %XAMPLES฀ OF฀ SERVICES฀
BEING฀OFFSHORED฀INCLUDE฀AUDIOVISUAL฀AND฀CULTURAL฀SERVICES�฀BUSINESS฀SERVICES�฀HIGHER฀EDU

CATION฀ AND฀ TRAINING฀ SERVICES�฀ lNANCIAL SERVICES� HEALTH SERVICES AND )NTERNET
RELATED
SERVICES฀ JUST฀ TO฀ MENTION฀ A฀ FEW�฀ 3INCE฀ SERVICES฀ OUTSOURCING฀ IS฀ STRUCTURALLY฀ EASIER฀ THAN฀
MANUFACTURING฀OUTSOURCING฀IN฀TERMS฀OF฀RESOURCES�฀SPACE฀AND฀EQUIPMENT฀REQUIREMENTS�฀IT฀
MAY฀PROCEED฀QUICKLY�฀3INCE฀THE฀SERVICE฀SECTORS฀MAKE฀UP฀THE฀BULK฀OF฀EMPLOYMENT฀IN฀THE฀
%5�฀THIS฀COULD฀PUT฀MANY฀MORE฀JOBS฀AT฀RISK�฀&URTHERMORE�฀WHILE฀MANUFACTURING฀OUTSOURC

ING฀HAS฀PRIMARILY฀AFFECTED฀BLUE
COLLAR฀JOBS฀AND฀HAS฀LED฀TO฀INCREASED฀INEQUALITY฀BETWEEN฀
BLUE
฀AND฀WHITE
COLLAR฀OCCUPATIONS�฀ SERVICE฀OUTSOURCING฀AFFECTS฀WHITE
COLLAR฀ JOBS�฀AND฀
MAY฀LEAD฀TO฀INCREASED฀INEQUALITY฀WITHIN฀WHITE
COLLAR฀OCCUPATIONS�

s฀%MERGENCE฀ OF฀ NEW฀KEY฀ PLAYERS�฀4HE฀ RAPID฀ INTEGRATION฀OF฀ LARGE฀DEVELOPING฀COUNTRIES฀
SUCH฀AS฀#HINA฀AND฀)NDIA฀INTO฀THE฀WORLD฀ECONOMY฀HAS฀CONTRIBUTED฀TO฀REIGNITE฀A฀RECURRENT฀
FEAR฀IN฀DEVELOPED฀COUNTRIES�฀THE฀LOSS฀OF฀JOBS฀TO฀LOW
WAGE฀COUNTRIES�฀!฀UNIQUE฀CHARACTER

ISTIC฀OF฀THE฀NEW฀INTERNATIONAL฀PARTNERS�฀AS฀COMPARED฀WITH฀OTHER฀EPISODES฀OF฀EMERGING฀
DEVELOPING฀COUNTRIES�฀ IS฀ A฀ LARGE฀ LABOUR฀ FORCE฀AND฀ RELATIVELY฀HIGH฀ TECHNICAL฀ CAPACITIES�฀
4HESE฀ARE฀SOMETIMES฀INHERITED฀FROM฀THEIR฀INDUSTRIAL฀PAST�฀SOMETIMES฀STIMULATED฀BY฀AC

TIVE฀INDUSTRIAL฀POLICY�฀AS฀WELL฀AS฀TRANSFERRED฀BY฀MULTINATIONALS�฀!฀LOWER฀WAGE฀THAN฀ELSE

WHERE฀IS฀AN฀EVEN฀MORE฀ATTRACTIVE฀COMPETITIVENESS฀FACTOR฀IF฀IT฀COMES฀WITH฀A฀WELL
EDUCATED฀
LABOUR฀FORCE�฀4HE฀ANNUAL฀OUTPUT฀AND฀QUALITY฀OF฀SCIENCE฀AND฀ENGINEERING฀GRADUATES฀FROM฀
)NDIA฀AND฀#HINA฀HAVE฀BEEN฀INCREASING฀RAPIDLY฀AND฀ARE฀NOW฀COMPARABLE฀TO฀THE฀ADVANCED฀
COUNTRIES�฀4HIS฀ INEVITABLY฀TRANSLATES฀ INTO฀ LOW฀WAGES฀ IN฀THE฀EXPORTABLE฀SECTORS�฀A฀RELA

TIVELY฀HIGH฀POOL฀OF฀SKILLED฀LABOUR฀AND฀TECHNICAL฀CAPACITIES฀NOT฀VERY฀DIFFERENT฀FROM฀THOSE฀
OF฀THE฀INDUSTRIALISED฀COUNTRIES�

4HE฀WIDESPREAD฀AMBIVALENCE฀TOWARDS฀GLOBALISATION฀STANDS฀IN฀STARK฀CONTRAST฀TO฀THE฀MORE฀
SANGUINE฀VIEW฀SHARED฀BY฀MOST฀ECONOMISTS฀THAT฀TRADE฀AND฀INVESTMENT฀LIBERALISATION฀ARE฀
AN฀ IMPORTANT฀ SOURCE฀OF฀ RISING฀ LIVING฀ STANDARDS฀ FOR฀ THE฀OVERALL฀ POPULATION�฀4HE฀BROAD฀
CONSENSUS฀VIEW�฀BACKED฀UP฀BY฀SOLID฀ECONOMIC฀THEORIES฀AND฀ROBUST฀EMPIRICAL฀EVIDENCE�฀
HOLDS฀THAT฀THE฀MOST฀IMPORTANT฀LONG
RUN฀IMPACT฀OF฀INTERNATIONAL฀TRADE฀AND฀INVESTMENT฀
ON฀ LABOUR฀MARKETS฀HAS฀BEEN฀TO฀ INCREASE฀AVERAGE฀ REAL฀WAGES฀WITHOUT฀UNDERMINING฀THE฀
AGGREGATE฀ EMPLOYMENT฀ BASE�฀ THUS฀ PROVIDING฀ SUBSTANTIAL฀ PAYOFFS฀ TO฀ THE฀ REPRESENTATIVE฀
HOUSEHOLD�฀)NDEED�฀THE฀HISTORICAL฀RECORD฀STRONGLY฀SUGGESTS฀THAT฀INCREASED฀INTERNATIONAL฀
INTEGRATION฀HAS฀NEVER฀LED฀TO฀A฀NET฀REDUCTION฀OF฀EMPLOYMENT฀OVER฀MORE฀THAN฀SHORT฀PERI

ODS฀OF฀TIME�฀IF฀AT฀ALL�

.OTWITHSTANDING฀THE฀OVERALL฀BENElTS FROM DEEPER INTERNATIONAL ECONOMIC INTEGRATION�
BOTH฀ ECONOMIC฀ THEORY฀ AND฀ EMPIRICAL฀ EVIDENCE฀DEMONSTRATE฀ THAT฀ IN฀ THIS฀ PROCESS฀ THE฀
WELFARE฀ OF฀ SOME฀ PEOPLE฀ MAY฀ BE฀ REDUCED฀ EVEN฀ AS฀ AGGREGATE฀ PRODUCTIVITY฀ AND฀ INCOME฀
IMPROVE�฀4HERE฀IS฀NO฀SHORTAGE฀OF฀EVIDENCE฀INDICATING฀SIGNIlCANT LABOUR MARKET ADJUST

MENT฀COSTS฀ARISING฀FROM฀INTENSIlED INTERNATIONAL COMPETITION FOR CERTAIN GROUPS OF THE
WORKFORCE�

/BVIOUSLY�฀REAPING฀THE฀POTENTIAL฀GAINS฀FROM฀GLOBALISATION฀WILL฀NECESSARILY฀ENTAIL฀ADJUST

MENT฀ TOWARDS฀ FURTHER฀ SPECIALISATION�฀ INNOVATION฀AND฀DIVERSIlCATION INTO NEW AREAS OF
COMPARATIVE฀ADVANTAGE�฀4HIS฀WILL฀INDUCE฀SHIFTS฀IN฀THE฀SECTORAL฀AND฀OCCUPATIONAL฀COMPO

SITION฀OF฀EMPLOYMENT�฀4HUS�฀ THE฀ INCREASE฀ IN฀ INTERNATIONAL฀ECONOMIC฀ INTEGRATION฀MAY฀
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WELL฀ BE฀ A฀ CAUSE฀ FOR฀ INCREASED฀ @TURBULENCE�฀ IN฀ LABOUR฀ MARKETS�฀ 4HE฀ REALLOCATION฀ OF฀ RE

SOURCES฀GENERATES฀�฀ALMOST฀ INEVITABLY฀�฀SHORT
RUN฀ FRICTIONS�฀4HIS฀ IS฀PARTICULARLY฀ THE฀
CASE฀IN฀LABOUR฀MARKETS�฀AS฀IT฀CAN฀BE฀HARD฀FOR฀PEOPLE฀TO฀ACQUIRE฀ADDITIONAL฀SKILLS฀AND�OR฀TO฀
MOVE฀BETWEEN฀JOBS�฀SECTORS�฀OCCUPATIONS฀AND฀REGIONS�฀&ROM฀THIS฀PERSPECTIVE�฀lNDING AN
ADEQUATE฀ RESPONSE฀ TO฀ GLOBALISATION฀ SHOULD฀ BEST฀ BE฀ SEEN฀ AS฀ BEING฀ PART฀ OF฀ THE฀ BROADER฀
POLICY฀CHALLENGE฀FOR฀DYNAMIC฀ECONOMIES฀TO฀SUCCESSFULLY฀COPE฀WITH฀STRUCTURAL฀ECONOMIC฀
CHANGE�

4HESE฀CHANGING฀GLOBAL฀TRENDS฀ARE฀PARTICULARLY฀CHALLENGING฀FOR฀%UROPE�฀AS฀THE฀PRESENT฀RE

PORT฀WILL฀SUGGEST�฀!LTHOUGH฀%UROPE฀IS฀INCREASINGLY฀INTEGRATED฀IN฀THE฀GLOBAL฀ECONOMY�฀AND฀
MAINTAINING฀ITS฀POSITION฀IN฀WORLD฀MARKETS฀�฀NOT฀LEAST฀DUE฀TO฀ENLARGEMENT฀�฀IT฀IS฀INVEST

ING฀AND฀TRADING฀RELATIVELY฀LESS฀IN฀THE฀FAST
GROWING฀EMERGING฀ECONOMIES�฀)N฀ADDITION�฀IT฀IS฀
LOSING฀ITS฀ATTRACTIVENESS฀AS฀A฀LOCATION฀SITE฀FOR฀NEW฀INVESTMENT�฀-OREOVER�฀COMPARED฀WITH฀
ITS฀ DEVELOPED฀ ECONOMY฀ COMPETITORS�฀ %UROPE�S฀ PERFORMANCE฀ WITH฀ RESPECT฀ TO฀ INNOVATION฀
REMAINS฀RELATIVELY฀POOR�฀BEING฀SPECIALISED฀IN฀SECTORS฀NOT฀REQUIRING฀HIGH฀SKILLS฀AND฀HIGH฀
TECHNOLOGY�฀4HIS฀ IS฀PROBLEMATIC�฀AS฀COMPETING฀EFFECTIVELY฀ON฀ INTERNATIONAL฀MARKETS฀�฀
CHARACTERISED฀BY฀ INCREASES฀ IN฀BOTH฀GLOBAL฀ COMPETITION฀AND฀ THE฀ SPEED฀OF฀ TECHNOLOGICAL฀
CHANGE฀�฀REQUIRES฀COUNTRIES฀TO฀TAKE฀ADVANTAGE฀OF฀THE฀INCREASING฀REWARDS฀FROM฀INNOVA

TION�฀4HE฀CHALLENGES฀WHICH฀%UROPE฀WILL฀BE฀FACING฀IN฀THE฀FUTURE฀ARE฀AMPLIlED BY THE LARGE
EMERGING฀ECONOMIES�฀EXPORTS฀INCREASINGLY฀MOVING฀UP฀THE฀VALUE฀CHAIN�฀4HOSE฀COUNTRIES฀
ARE฀ ALSO฀ STEPPING฀ UP฀ THEIR฀ INVESTMENT฀ IN฀ RESEARCH฀ AND฀ DEVELOPMENT�฀ &INALLY�฀ %UROPE�S฀
RELATIVELY฀RIGID฀ECONOMIC฀STRUCTURES฀MAKE฀IT฀DIFlCULT TO ADAPT TO CHANGED ECONOMIC CIR

CUMSTANCES�
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!GAINST฀THIS฀BACKGROUND�฀#HAPTER฀�฀BEGINS฀WITH฀AN฀ANALYSIS฀OF฀THE฀CURRENT฀TRENDS฀ON฀GLO

BALISATION฀IN฀GENERAL฀AND฀DELOCALISATION฀IN฀PARTICULAR�฀)N฀ORDER฀TO฀BETTER฀UNDERSTAND฀THE฀
CHANGING฀PATTERNS฀OF฀GLOBALISATION�฀#HAPTER฀�฀REVIEWS฀WHAT฀MOTIVATES฀lRMS TO LOCATE IN

VESTMENTS฀AND฀WHICH฀FACTORS฀ARE฀CRITICAL฀LOCATION฀FACTORS฀FOR฀INVESTMENT฀DECISIONS฀AND฀AS

SESSES฀THE฀TRENDS฀IN฀ATTRACTIVENESS฀OF฀THE฀%5฀AS฀A฀LOCATION฀SITE�฀#HAPTER฀�฀EXAMINES฀THE฀
IMPACT฀OF฀GLOBALISATION�฀DELOCALISATION฀AND฀OUTSOURCING฀ON฀THE฀%UROPEAN฀ECONOMY�฀&INALLY�฀
#HAPTER฀�฀ASSESSES฀WHICH฀POLICIES฀ARE฀NECESSARY฀TO฀OVERCOME฀THESE฀CHALLENGES฀AND฀TO฀SUS

TAIN฀AND฀INCREASE฀THE฀GAINS�
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��฀0ATTERNS฀IN฀%5฀INTERNATIONAL฀TRADE�฀
INVESTMENT฀AND฀MIGRATION

"ASED฀ON฀STANDARD฀INTERNATIONAL฀TRADE฀THEORY�฀ECONOMISTS฀USUALLY฀POINT฀OUT฀THREE฀MAIN฀
CHANNELS฀ THROUGH฀ WHICH฀ INCREASED฀ INTERNATIONAL฀ ECONOMIC฀ INTEGRATION฀ MAY฀ AFFECT฀ THE฀
ECONOMY�฀&IRST�฀GLOBALISATION฀INCREASES฀THE฀POTENTIAL฀TO฀EXPLOIT฀COMPARATIVE฀ADVANTAGES�฀
WHICH฀INCREASES฀INTERNATIONAL฀TRADE฀IN฀GOODS฀AND฀SERVICES�฀3ECOND�฀MORE฀MOBILE฀CAPITAL฀
ENABLES฀COMPANIES฀TO฀INVEST฀IN฀OTHER฀REGIONS�฀4HIRD�฀IF฀INTERNATIONAL฀DIFFERENCES฀IN฀WAGES฀
EXIST�฀ FURTHER฀ECONOMIC฀ INTEGRATION฀MAY฀TRIGGER฀MOVEMENTS฀OF฀WORKERS฀ IN฀THE฀ LOW
WAGE฀
REGIONS฀IN฀SEARCH฀OF฀BETTER
PAID฀JOBS฀IN฀THE฀HIGH
WAGE฀REGIONS�฀4HE฀INTEGRATION฀PROCESS฀CAN฀
BE฀BASED฀ON฀ONE฀OR฀MORE฀OF฀THOSE฀MECHANISMS�฀DEPENDING฀ON฀A฀NUMBER฀OF฀INSTITUTIONAL฀
CONSTRAINTS�฀4HE฀CHAPTER฀ REVIEWS฀ THESE฀VARIOUS฀ CHANNELS�฀3ECTIONS฀����฀���฀ AND฀���฀DE

SCRIBE฀ RESPECTIVELY฀ THE฀ RECENT฀ TRENDS฀ IN฀ TRADE�฀ INVESTMENT฀ AND฀ MIGRATION�฀ 4HE฀ CHAPTER฀
CLOSES฀WITH฀A฀SPECIAL฀SECTION฀ON฀DELOCALISATION฀�3ECTION฀���	�

7ORLD฀TRADE฀IN฀MANUFACTURING฀GREW฀AT฀AN฀ANNUAL฀AVERAGE฀RATE฀OF฀AROUND฀���฀�฀OVER฀THE฀
PERIOD฀����n�����฀7HILE฀OVERALL฀%5
��฀ TRADE฀HAS฀BEEN฀GROWING฀CONSIDERABLY฀ LESS�฀ THIS฀
RELATIVELY฀POOR฀PERFORMANCE฀ESSENTIALLY฀ REmECTS A LACK OF BUOYANCY IN INTRA
%5
�� TRADE
mOWS ��	฀RATHER฀THAN฀TRADE฀WITH฀THIRD฀COUNTRIES�฀4HE฀GROWTH฀RATES฀OF฀EXTRA
%5฀TRADE฀ARE฀
ACTUALLY฀CLOSE฀TO฀WORLD฀AVERAGE�฀#ONSEQUENTLY�฀AT฀THE฀EXTRA
%5
��฀LEVEL฀�฀WHICH฀IS฀THE฀
AREA฀OF฀FOCUS฀FOR฀THE฀PRESENT฀ANALYSIS฀�฀THE฀%5
��฀COUNTRIES฀HAVE฀BEEN฀LARGELY฀HOLDING฀
THEIR฀OWN�

%UROPE฀HAS฀EMBRACED฀THE฀PROCESS฀OF฀RISING฀TRADE฀INTEGRATION�฀4HE฀SHARE฀OF฀EXTRA
%5
��฀
EXPORTS฀IN฀WORLD฀EXPORTS฀IN฀MANUFACTURING฀ROSE฀SLIGHTLY฀FROM฀��฀�฀IN฀����฀TO฀����฀�฀IN฀
�����฀WHILE฀THEIR฀SHARE฀IN฀WORLD฀IMPORTS฀DECLINED�฀RESULTING฀IN฀A฀SLIGHT฀IMPROVEMENT฀OF฀
THE฀ %5�S฀ TRADE฀ BALANCE฀ POSITION�฀ 4HE฀ EXPORT฀ MARKET฀ SHARES฀ OF฀ THE฀ ��฀ NEW฀ -EMBER฀
3TATES฀EXPANDED฀FROM฀BELOW฀�฀�฀IN฀����฀TO฀���฀�฀IN฀�����฀"UT฀THEIR฀ SHARE฀OF฀WORLD฀
IMPORTS฀HAS฀INCREASED฀EVEN฀MORE�฀RESULTING฀IN฀A฀LARGER฀TRADE฀BALANCE฀DElCIT�

/VER฀THE฀SAME฀PERIOD�฀THE฀53฀SHARE฀IN฀WORLD฀EXPORTS฀FELL฀FROM฀����฀�฀TO฀����฀��฀SIMULTA

NEOUSLY฀WITH฀AN฀INCREASE฀IN฀WORLD฀IMPORT฀SHARE�฀FROM฀����฀�฀TO฀����฀��฀RESULTING฀IN฀A฀SIG


��	฀ 4HE฀SHARE฀OF฀INTRA
%5
��฀TRADE฀IN฀WORLD฀TRADE฀IN฀GOODS฀PEAKED฀IN฀THE฀LATE฀����S�฀WITH฀THE฀COMPLETION฀OF฀THE฀INTERNAL฀
MARKET�฀TO฀AROUND฀��฀�฀BUT฀IT฀HAS฀SUBSEQUENTLY฀EASED฀TO฀AROUND฀��฀�฀IN฀THE฀BEGINNING฀OF฀THE฀PRESENT฀DECADE�฀FOR฀EVI

DENCE฀AND฀COMMENTS฀ALONG฀THESE฀LINES�฀SEE฀#%0))฀�����	�฀ESPECIALLY฀&IGURES฀�฀AND฀��
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NIlCANT WIDENING OF THE 53 TRADE DElCIT� *APAN�S WORLD MARKET SHARES IN BOTH EXPORTS AND
IMPORTS฀AND฀TRADE฀BALANCE฀SURPLUSES฀ARE฀NOW฀SOMEWHAT฀SMALLER฀THAN฀��฀YEARS฀AGO�

.EVERTHELESS�฀THE฀MOST฀STRIKING฀DEVELOPMENT฀OVER฀THE฀LAST฀DECADE฀IS฀THE฀RAPIDLY฀GROW

ING฀ ROLE฀ OF฀ #HINA฀ IN฀ WORLD฀ TRADE�฀ )N฀ �����฀ #HINESE฀ EXPORTS฀ ACCOUNTED฀ FOR฀ ���฀�฀ OF฀
WORLD฀EXPORTS�฀UP฀BY฀ALMOST฀�฀PERCENTAGE฀POINTS฀SINCE฀�����฀(OWEVER�฀AS฀IMPORTS฀ROSE฀
ALMOST฀IN฀PARALLEL�฀#HINA฀ABSORBED฀���฀�฀OF฀WORLD฀IMPORTS฀AS฀WELL�฀!LSO฀SOUTH
EAST฀!SIA฀
CONTINUED฀ITS฀EXPANSION฀ON฀WORLD฀EXPORT฀MARKETS�฀TRANSFORMING฀THEIR฀TRADE฀DElCIT INTO
SURPLUS�฀)NDIA�S฀SHARE฀IN฀WORLD฀EXPORTS฀AND฀IMPORTS฀OF฀ABOUT฀�฀�฀EACH฀IS฀STILL฀RELATIVELY฀
SMALL�
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7HILE฀ON฀AVERAGE฀THE฀%5฀SEEMS฀TO฀DEFEND฀ITS฀POSITION฀ON฀WORLD฀MARKETS�฀UPON฀CLOSER฀IN

SPECTION฀OF฀THE฀REGIONS฀AND฀SECTORS฀OF฀TRADE�฀THERE฀IS฀SOME฀EVIDENCE฀THAT฀THE฀%5฀MAY฀BE฀
LESS฀THAN฀IDEALLY฀POSITIONED฀TO฀FULLY฀REALISE฀THE฀POTENTIAL฀GAINS฀FROM฀DEEPER฀INTERNATIONAL฀
ECONOMIC฀INTEGRATION�฀4O฀ANALYSE฀WHY฀THIS฀IS฀SO�฀THE฀NEXT฀SECTIONS฀REVIEW฀THE฀GEOGRAPHICAL฀
DIRECTION฀AND฀SECTORAL฀COMPOSITION฀OF฀%5฀TRADE�

#HANGES฀ TO฀ THE฀%5
���S฀OVERALL฀MARKET฀POSITIONS฀ INDICATE฀ LARGE฀AND฀ RISING฀DElCITS WITH
!SIA฀COMPENSATED฀BY฀SURPLUSES฀WITH฀MOST฀OF฀THE฀REST฀OF฀THE฀WORLD�฀!LL฀THREE฀AREAS฀OF฀!SIA฀
HAVE฀OPENED฀UP฀SIGNIlCANT TRADE GAPS WITH THE %5� 4HE #HINESE TRADE DElCIT OF NEARLY
���฀�฀OF฀'$0฀IS฀AT฀SIMILAR฀LEVELS฀TO฀THAT฀OF฀*APAN�฀WITH฀WHICH฀%UROPE฀HAS฀HAD฀A฀PERSIST

ENTLY฀LARGE฀DElCIT SINCE THE EARLY ����S� )N ADDITION� THE MID
����S� SMALL SURPLUS WITH THE
REST฀OF฀SOUTH
EAST฀!SIA฀HAS฀NOW฀BEEN฀REPLACED฀WITH฀A฀DElCIT OF ABOUT ��� � OF '$0� 4HESE
NEGATIVE฀DEVELOPMENTS฀AT฀THE฀BILATERAL฀LEVEL฀ARE฀TO฀A฀LARGE฀EXTENT฀BEING฀OFFSET฀AT฀THE฀AG

GREGATE฀LEVEL฀BY฀THE฀BUOYANCY฀OF฀THE฀53฀MARKET฀WHERE฀THE฀%5฀HAS฀SEEN฀A฀SHARP฀TURNA

ROUND฀IN฀ITS฀TRADING฀POSITION�฀4HE฀NEW฀-EMBER฀3TATES฀AS฀WELL฀AS฀THE฀%5฀NEIGHBOURS฀AND฀
THE฀!MERICAS฀GROUP฀OF฀COUNTRIES฀ALSO฀PROVIDE฀THE฀%5
��฀WITH฀SMALL฀BUT฀RELATIVELY฀STABLE฀
TRADING฀SURPLUSES�

%XAMINING฀THE฀GEOGRAPHICAL฀DIRECTION฀OF฀%5฀EXPORTS฀IN฀MORE฀DETAIL฀SUGGESTS฀THAT฀THE฀%5฀
IS฀GENERALLY฀QUITE฀INWARD
LOOKING�฀7ITH฀THE฀BULK฀OF฀%5฀TRADE฀BEING฀INTRA
%5
���฀THE฀MOST฀
DYNAMIC฀PART฀OF฀THE฀%5
��฀EXPORT฀mOWS IS NEVERTHELESS THE ONE BETWEEN THE NEW -EMBER
3TATES฀AND฀THE฀%5
���฀REmECTING THE BENElTS FROM RECENT ENLARGEMENT� %XTRA
%5
�� mOWS
HAVE฀GROWN฀TOO�฀BUT฀ADJUSTING฀FOR฀THE฀RAPID฀GROWTH฀IN฀THESE฀MARKETS�฀IT฀APPEARS฀THAT฀THE฀
%5฀MAY฀NOT฀HAVE฀GRASPED฀ALL฀OPPORTUNITIES฀HERE�฀ESPECIALLY฀WITH฀REGARD฀TO฀THE฀FASTEST฀GROW

ING฀AREAS�฀LIKE฀#HINA�
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4HE฀SECTORAL฀COMPOSITION฀OF฀%5฀TRADE฀REVEALS฀A฀SIMILAR฀PICTURE�฀4HE฀SIX฀SECTORS฀THAT฀CON

TRIBUTED฀MOST฀TO฀WORLD฀NON
FUEL฀EXPORT฀GROWTH฀BETWEEN฀����฀AND฀����฀WERE฀SEMICONDUC

TORS�฀PASSENGER฀CARS�฀ TELECOMMUNICATIONS�฀COMPUTERS�฀COMPUTER฀PARTS฀AND฀PHARMACEUTI

CALS�฀4HIS฀SHOWS฀THE฀IMPORTANCE฀OF฀THE฀)#4฀INDUSTRY฀AS฀A฀MAJOR฀DRIVING฀FORCE฀BEHIND฀THE฀
GROWTH฀IN฀EXPORTS฀SINCE฀THE฀EARLY฀����S฀��	�

4HE฀%5฀HAS฀SUSTAINED฀ITS฀POSITION฀IN฀THOSE฀AREAS฀WHERE฀MOST฀OF฀THE฀GROWTH฀IN฀WORLD฀EX

PORTS฀IS฀REALISED�฀(OWEVER�฀IT฀HAS฀NOT฀BEEN฀ABLE฀TO฀IMPROVE฀IT�฀4HIS฀CONTRASTS฀WITH฀THE฀SPEED฀
WITH฀WHICH฀#HINA฀HAS฀ADVANCED฀IN฀THESE฀AREAS฀�THE฀ONLY฀EXCEPTION฀FOR฀THE฀MOMENT฀BEING฀
PASSENGER฀CARS฀AND฀PHARMACEUTICALS	�

)N฀MOST฀COUNTRIES�฀EMPLOYMENT฀GROWTH฀HAS฀BEEN฀POSITIVE฀IN฀SERVICES฀BUT฀NEGATIVE฀IN฀MAN

UFACTURING�฀7HILE฀THE฀SHARE฀OF฀OUTPUT฀REPRESENTED฀BY฀THE฀SERVICES฀SECTOR฀HAS฀RISEN฀IN฀AL

MOST฀ALL฀COUNTRIES�฀THERE฀STILL฀REMAINS฀A฀WIDE฀HETEROGENEITY฀ACROSS฀COUNTRIES฀WITH฀RESPECT฀
TO฀THE฀IMPORTANCE฀OF฀THE฀SERVICES฀SECTORS�฀4HE฀5NITED฀3TATES฀AND฀THE฀5NITED฀+INGDOM฀ARE฀
CLEAR฀OUTLIERS฀AS฀4ABLE฀�฀ILLUSTRATES�฀&OR฀THESE฀COUNTRIES�฀THE฀CONTRIBUTION฀OF฀THE฀SERVICES฀
SECTOR฀TO฀OVERALL฀PRODUCTIVITY฀GROWTH฀HAS฀RISEN฀IN฀THE฀LAST฀��฀YEARS�฀MAINLY฀DUE฀TO฀THE฀CON

TRIBUTION฀OF฀HIGH
GROWTH฀SERVICES�฀NAMELY฀BUSINESS฀SERVICES�

��	฀ 4HE฀FOUR฀)#4฀PRODUCTS฀ON฀THEIR฀OWN฀CONTRIBUTED฀OVER฀��฀�฀OF฀THE฀TOTAL฀GROWTH฀IN฀NON
FUEL฀EXPORTS฀OVER฀THE฀��
YEAR฀PE

RIOD฀COVERED�฀3EMICONDUCTORS฀WAS฀THE฀SINGLE฀MOST฀IMPORTANT฀NON
FUEL฀EXPORT฀PRODUCT฀GROUPING฀OVER฀THE฀PERIOD฀����n
�����฀4HIS฀REmECTS BOTH ITS VERY HIGH RATE OF GROWTH ����� �	 AS WELL AS ITS LARGE WEIGHT IN NON
FUEL WORLD EXPORTS �IT HAS
A฀���฀�฀OVERALL฀SHARE	�฀4HIS฀SINGLE฀INDUSTRY฀CONTRIBUTED฀NEARLY฀�฀�฀TO฀THE฀OVERALL฀GROWTH฀OF฀NON
FUEL฀EXPORTS฀OVER฀THE฀
PERIOD฀����n�����฀WELL฀IN฀EXCESS฀OF฀THE฀NEXT฀MOST฀IMPORTANT฀INDUSTRY�฀PASSENGER฀CARS�฀3OURCE�฀%UROPEAN฀#OMMISSION฀
�����A	�

��	฀ 4HIS฀SECTION฀IS฀BASED฀ON฀%UROPEAN฀#OMMISSION฀�����A	�
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4HE฀AVAILABLE฀DATA฀ON฀ INTERNATIONAL฀ TRADE฀ IN฀ SERVICES฀ SUGGEST฀ THAT฀ THE฀ RISING฀ECONOMIC฀
IMPORTANCE฀OF฀THE฀SERVICE฀SECTOR฀IS฀YET฀TO฀BE฀FULLY฀REmECTED IN GLOBAL TRADE mOWS� 7HILE THE
SERVICES฀SHARE฀OF฀WORLD฀TRADE฀HAS฀RISEN฀BY฀APPROXIMATELY฀�฀�฀SINCE฀�����฀IT฀STILL฀ACCOUNTS฀
FOR฀NO฀MORE฀THAN฀��฀�฀OF฀WORLD฀TRADE�฀"ETWEEN฀����฀AND฀�����฀WORLD฀TRADE฀IN฀SERVICES฀
GREW฀BY฀����฀��฀JUST฀SLIGHTLY฀FASTER฀THAN฀THAT฀OF฀TRADE฀IN฀GOODS฀�����฀�	�

)N฀�����฀THE฀%5
��฀WAS฀THE฀WORLD�S฀LARGEST฀EXPORTER฀AND฀IMPORTER฀OF฀SERVICES�฀ACCOUNTING฀
FOR฀����฀�฀OF฀GLOBAL฀EXPORTS฀AND฀��฀�฀OF฀IMPORTS�฀FOLLOWED฀BY฀THE฀53!฀�����฀�฀OF฀GLOBAL฀
TRADE	�฀-ORE฀THAN฀HALF฀OF฀THE฀%5�S฀INTERNATIONAL฀TRADE฀IN฀SERVICES฀TRANSACTIONS฀OCCURS฀BE

TWEEN฀-EMBER฀3TATES�฀(OWEVER�฀WITH฀AROUND฀��฀�฀OF฀%5฀EXTERNAL฀TRADE฀IN฀SERVICES�฀THE฀
5NITED฀3TATES฀IS฀THE฀%5�S฀LARGEST฀PARTNER�฀.OTABLY�฀NEITHER฀#HINA฀NOR฀)NDIA฀CURRENTLY฀PLAYS฀
A฀MAJOR฀ROLE฀IN฀%5฀TRADE฀IN฀SERVICES�฀!MONG฀-EMBER฀3TATES�฀THE฀5+฀WAS฀THE฀LARGEST฀EX

PORTER฀AND฀SECOND฀LARGEST฀IMPORTER฀�BEHIND฀'ERMANY	฀OF฀SERVICES฀IN฀�����฀ACCOUNTING฀FOR฀
����฀�฀OF฀TOTAL฀%5
��฀INTERNATIONAL฀TRADE฀IN฀SERVICES�
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)N฀ CONTRAST฀ WITH฀ MANUFACTURING�฀ THE฀ 5NITED฀ 3TATES฀ HAS฀ THE฀ LARGEST฀ POSITIVE฀ BALANCE฀ OF฀
TRADE฀IN฀SERVICES�฀7ITHIN฀THE฀%5�฀THE฀BIGGEST฀NET฀EXPORTER฀OF฀SERVICES฀IS฀THE฀5+�฀(OWEVER�฀
THE฀)NDIAN฀@TAKE฀OFF�฀IN฀����฀AND฀CLEAR฀UPWARD฀TREND฀SINCE฀THEN฀IS฀ALSO฀REMARKABLE�฀3O฀IS฀
THE฀NEGATIVE฀SERVICES฀TRADE฀BALANCE฀OF฀#HINA�฀AND฀ON฀A฀BIGGER฀SCALE฀'ERMANY฀�SEE฀'RAPH฀
�A	�฀)N฀SUM�฀THESE฀DATA฀DO฀NOT฀SUPPORT฀THE฀PRESUMPTION฀THAT฀SERVICES฀TRADE฀ON฀A฀GLOBAL฀
SCALE฀IS฀A฀ONE
WAY฀STREET฀FROM฀DEVELOPED฀TO฀DEVELOPING฀COUNTRIES�

4O฀ASSESS฀HOW฀VULNERABLE฀THE฀%5฀WILL฀BE฀TO฀THE฀mOWS OF GLOBALISATION REQUIRES REVIEWING
THE฀%5�S฀RELATIVE฀SECTOR฀SPECIALISATION�฀!฀DETERIORATING฀COMPARATIVE฀ADVANTAGE฀SIGNALS฀THAT฀
AFFECTED฀INDUSTRIES฀MAY฀NOT฀BE฀VIABLE฀OVER฀THE฀MEDIUM฀TERM�฀4HE฀EMERGENCE฀OF฀COMPETI

TORS�฀SUCH฀AS฀#HINA฀OR฀)NDIA�฀WITH฀AN฀ABILITY฀TO฀COMPETE฀ACROSS฀A฀BROAD฀SPECTRUM฀OF฀ACTIVI

TIES�฀CONSTITUTES฀SUCH฀THREATS�฀AS฀DEMONSTRATED฀IN฀THE฀PREVIOUS฀SECTION�฀4HE฀PRESENT฀SECTION฀
REVIEWS฀ SOME฀ EVIDENCE฀ OF฀ COMPARATIVE฀ STRENGTHS฀ AND฀ WEAKNESSES฀ IN฀ THE฀ %5�S฀ INTERNA

TIONAL฀TRADE�

4ABLE฀�฀PRESENTS฀A฀CLASSIlCATION OF %5 MANUFACTURING TRADE BY INCOME LEVEL OF TRADING
PARTNERS฀AND฀INTENSITY฀OF฀LABOUR฀SKILLS�฀USING฀THE฀REVEALED฀COMPARATIVE฀ADVANTAGE฀�2#!	฀
INDEX฀��	�฀4HE฀%5฀APPEARS฀TO฀HAVE฀A฀STRONGER฀COMPARATIVE฀ADVANTAGE฀IN฀MANUFACTURES฀THAT฀
ARE฀INTENSIVE฀IN฀LOW
INTERMEDIATE฀�2#!฀INDEX฀�����	฀AND฀HIGH
INTERMEDIATE฀�2#!฀INDEX฀
�����	฀LABOUR฀SKILLS�฀,OW
INCOME฀COUNTRIES฀HAVE฀A฀COMPARATIVE฀ADVANTAGE฀IN฀THE฀LOW฀LA


��	฀ 4HE฀INDEX฀OF฀REVEALED฀COMPARATIVE฀ADVANTAGE฀�2#!	฀FOR฀PRODUCT฀I฀USED฀HERE฀IS฀DElNED AS 2#!I฀�฀[�8%5�J� 8%5�J	]�[87�J�
8W�J	]�฀WHERE฀8฀IS฀THE฀VALUE฀OF฀EXPORTS฀TO฀DESTINATION฀J�฀%5฀IS฀THE฀%5
���฀7฀IS฀THE฀WORLD฀DElNED HERE AS THE %5
�� PLUS

ANOTHER฀��฀COUNTRIES฀�฀SEE฀%UROPEAN฀#OMMISSION฀�����B	�฀4ABLE฀6)�����฀FOR฀DETAILS฀OF฀COUNTRY฀GROUPINGS�
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BOUR฀SKILLS฀CATEGORIES฀�INDEX฀VALUE฀OF฀�����	฀AND฀THIS฀IS฀REmECTED IN THE NEGATIVE TRADE BAL

ANCE฀OF฀THE฀%5
��฀AGAINST฀THESE฀NATIONS�฀4HIS฀APPLIES฀TO฀LOW
฀TO฀MEDIUM
INCOME฀NATIONS฀
AS฀WELL฀�2#!฀VALUE฀OF฀�����	�฀(OWEVER�฀THE฀%5
��฀HAS฀LESS฀OF฀AN฀ADVANTAGE฀THAN฀OTHER฀
HIGH
INCOME฀COUNTRIES฀IN฀THE฀HIGH฀LABOUR฀SKILLS฀CATEGORY�฀4HIS฀CONlRMS THE CONCERN THAT
THE฀%5฀IS฀LAGGING฀BEHIND฀IN฀GAINING฀COMPARATIVE฀ADVANTAGE฀IN฀HUMAN฀CAPITAL฀INTENSIVE฀
PRODUCTION�

3IMILAR฀TO฀HUMAN฀CAPITAL�฀WE฀CAN฀ANALYSE฀THE฀POSITION฀OF฀THE฀%5฀BY฀TECHNOLOGY฀CONTENT�฀
4HE฀DATA฀IN฀4ABLE฀�฀ILLUSTRATE฀THAT฀THE฀%5฀ENJOYS฀A฀COMPARATIVE฀ADVANTAGE฀NOT฀IN฀HIGH

TECHNOLOGY฀BUT฀IN฀MEDIUM
TECHNOLOGY฀GOODS�฀9ET฀AGAIN�฀THIS฀CONlRMS THE CONCERNS ABOUT
THE฀FUTURE฀OF฀%UROPE�S฀POSITION฀IN฀THE฀INTERNATIONAL฀DIVISION฀OF฀LABOUR฀IN฀A฀CHANGING฀TRAD

ING฀ENVIRONMENT�

!฀RELATIVE฀TRADE฀BALANCE฀INDICATOR฀��	฀�'RAPH฀�	฀SHOWS฀THAT฀THE฀%5�S฀POSITIVE฀TRADE฀BAL

ANCE฀IS฀MAINLY฀DUE฀TO฀LOW
INTERMEDIATE฀SKILLS฀SECTORS฀AND฀THAT฀HISTORICALLY฀NEGATIVE฀TRADE฀
BALANCES฀ARE฀RECORDED฀IN฀HIGH฀AND฀HIGH
INTERMEDIATE฀SKILLS฀SECTORS�฀.EVERTHELESS�฀THE฀%5฀
HAS฀ BEEN฀ IMPROVING฀ ITS฀ POSITION฀ IN฀ HIGH
SKILL฀ LABOUR
INTENSIVE฀ PRODUCTS฀ SINCE฀ THE฀ LATE฀
����S�฀CONVERTING฀EARLIER฀DElCITS INTO MODEST SURPLUSES OR BALANCED TRADE� 4HE %5 HAS
IMPROVED฀ITS฀COMPARATIVE฀ADVANTAGE฀IN�฀FOR฀EXAMPLE�฀SPECIALISED฀MACHINERY�฀PHARMACEUTI

CALS�฀ELECTRONIC฀COMPONENTS�฀ORGANIC฀CHEMICALS�฀AERONAUTICS฀AND฀SPACE�฀MEASURING฀INSTRU


��	฀ 4HE฀INDICATOR฀IS฀DElNED AS THE RATIO �8n-	��8�-	� WHERE 8 �-	 IS EXPORTS �IMPORTS	 OF MANUFACTURES�
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!฀SIMILAR฀DEVELOPMENT฀HAS฀TAKEN฀PLACE฀WITH฀REGARD฀TO฀THE฀%5
���S฀TRADE฀BY฀TECHNOLOGY฀
CONTENT�฀)N฀�����฀MANUFACTURING฀EXPORTS฀WERE฀LESS฀TECHNOLOGY฀INTENSIVE฀IN฀THE฀%5฀THAN฀
IN฀THE฀53!฀AND฀*APAN�฀(IGH
TECH฀INDUSTRIES฀ACCOUNTED฀FOR฀ABOUT฀��฀�฀OF฀TOTAL฀%5฀MANU

FACTURING฀EXPORTS�฀WHILE฀THEY฀REPRESENTED฀MORE฀THAN฀��฀�฀OF฀TOTAL฀MANUFACTURING฀EXPORTS฀
IN฀*APAN฀AND฀THE฀53!฀���	�฀53฀HIGH
TECH฀INDUSTRIES฀ACCOUNTED฀FOR฀MORE฀EXPORTS฀AT฀WORLD฀
LEVEL฀THAN฀THE฀%5฀OR฀*APAN�฀I�E�฀NEARLY฀��฀�฀IN฀COMPARISON฀TO฀����฀�฀AND฀����฀��฀RESPEC

TIVELY�฀(OWEVER�฀ THE฀WORLD฀EXPORT฀ SHARE฀OF฀%5฀HIGH
TECH฀ INDUSTRIES฀ INCREASED฀BY฀���฀�฀
ANNUALLY฀FROM฀����฀TO฀�����฀SOMEWHAT฀CATCHING฀UP฀WITH฀THE฀53!฀AND฀*APAN�฀%ARLIER฀DEl

CITS฀IN฀HIGH
TECHNOLOGY฀MANUFACTURED฀PRODUCTS฀NARROWED฀UNTIL฀THE฀MID
����S฀BUT฀THIS฀HAS฀
BEEN฀ REVERSED฀ SUBSEQUENTLY�฀ $ElCITS CONTINUE TO CHARACTERISE TRADE IN LOW
TECHNOLOGY
PRODUCTS฀BUT฀THE฀%5
��฀RECORDS฀CONSIDERABLE฀SURPLUSES฀IN฀MEDIUM
HIGH฀TECHNOLOGY฀PROD

UCTS�฀AND฀LESS฀SO฀IN฀MEDIUM
LOW฀ONES฀���	�

"EYOND฀COMPARATIVE฀ ADVANTAGES฀ IN฀HIGH
TECH฀ AND฀HIGH
SKILL฀ SECTORS�฀ PRODUCTS฀ THAT฀ CAN฀
COMMAND฀A฀PRICE฀PREMIUM฀ON฀WORLD฀MARKETS฀DUE฀TO฀OTHER฀DIMENSIONS฀LIKE฀QUALITY�฀REPUTA

TION�฀DESIGN�฀RELATED฀SERVICES฀AND฀THE฀LIKE฀ARE฀ALSO฀INTERESTING฀TARGETS฀FOR฀SUSTAINABLE฀COM

PARATIVE฀ADVANTAGES�฀4HE฀#%0))฀�����	฀STUDY฀SHOWS฀THAT฀THE฀%5�S฀OVERALL฀GOOD฀POSITION฀ON฀
WORLD฀MARKETS฀IS฀DUE฀TO฀ITS฀STRONG฀EXPORT฀PERFORMANCE฀IN฀UPMARKET฀PRODUCTS�฀4HESE฀PROD

UCTS฀NOW฀ACCOUNT฀FOR฀��฀�฀OF฀%5฀EXPORTS฀AND฀��฀�฀OF฀53฀EXPORTS�฀)N฀CONTRAST�฀THEY฀ONLY฀
ACCOUNT฀FOR฀��฀�฀OF฀#HINESE฀EXPORTS�฀&URTHERMORE�฀THE฀%5฀MARKET฀POSITION฀IN฀CONSUMER฀

MENTS�฀AND฀PAPER฀PRODUCTS�฀)T฀HAS฀SEEN฀A฀DECREASE฀IN฀ITS฀ADVANTAGE฀IN฀AUTOMOBILES�฀COMPU

TER฀ MATERIAL�฀ TEXTILES฀ AND฀ APPAREL�฀ ELECTRONICS฀ AND฀ ELECTRONIC฀ PRODUCTS฀ AND฀ OTHER฀
MANUFACTURED฀GOODS฀���	�

���	฀ &OR฀A฀DETAILED฀DISCUSSION�฀SEE฀#%0))฀�����	�฀ESPECIALLY฀4ABLE฀��
���	฀ %UROPEAN฀#OMMISSION฀�����E	�
���	฀ 3EE฀IN฀PARTICULAR฀%UROPEAN฀#OMMISSION฀�����B	�฀'RAPH฀6)����
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GOODS฀IS฀HIGHLY฀POSITIVE฀FOR฀TOP
OF
THE฀RANGE฀PRODUCTS฀WHILE฀NEGATIVE฀FOR฀LOW
฀AND฀MEDIUM

RANGE฀PRODUCTS�฀(ENCE�฀AN฀IMPORTANT฀OBJECTIVE฀FOR฀THE฀%5฀IS฀TO฀CONSOLIDATE฀AND฀FURTHER฀
IMPROVE฀THIS฀POSITION�

5NLIKE฀TRADE฀IN฀GOODS�฀IT฀IS฀MORE฀DIFlCULT TO EVALUATE COMPARATIVE ADVANTAGE IN TRADE฀IN฀
SERVICES�฀4HE฀#%0))฀�����	฀STUDY฀SHOWS฀THAT฀IN฀CONTRAST฀TO฀THE฀53!�฀WHERE฀THE฀COMPARA

TIVE฀ADVANTAGE฀IN฀SERVICES฀IS฀INCREASING฀RAPIDLY�฀THE฀%5
��฀APPEARS฀TO฀CONTINUE฀TO฀SPECIAL

ISE฀IN฀TRADE฀IN฀GOODS฀���	�฀4HE฀INCREASE฀IN฀53฀SPECIALISATION฀IN฀SERVICES฀IS฀A฀REmECTION OF THE
MORE฀RAPID฀DECLINE฀IN฀THE฀SHARE฀OF฀MANUFACTURING฀IN฀NATIONAL฀INCOME฀AND฀THE฀RAPID฀STRUC

TURAL฀TRANSFORMATION฀OF฀THE฀ECONOMY�฀4HE฀%5฀SERVICES฀SECTOR฀IS฀PERFORMING฀POORLY฀IN฀TERMS฀
OF฀PRODUCTIVITY฀GROWTH฀WHEN฀COMPARED฀WITH฀THE฀53!฀AND฀THE฀PERSISTENT฀FRAGMENTATION฀OF฀
THE฀SERVICES฀MARKET฀IN฀THE฀%5฀IS฀NOT฀CONTRIBUTING฀TO฀IMPROVING฀ITS฀PERFORMANCE฀���	�

3HIFTS฀IN฀&$)฀COULD฀ALSO฀SIGNIlCANTLY AFFECT THE GLOBAL DISTRIBUTION OF ECONOMIC ACTIVITY IN
THE฀COMING฀DECADE�฀4HIS฀SECTION฀STARTS฀BY฀REVIEWING฀THE฀%5�S฀POSITION฀IN฀&$)฀mOWS AND
STOCKS�฀"Y฀REVIEWING฀INWARDS฀&$)฀PERSPECTIVE�฀3ECTION฀�����฀ASSESSES฀THE฀ATTRACTIVENESS฀OF฀
THE฀%5฀AS฀A฀LOCATION฀SITE฀FOR฀INVESTMENTS�฀4HE฀lNAL SECTION REVIEWS OUTWARD &$)� LOOKING
AT฀WHERE฀%5฀lRMS ARE LOCATING THEIR INVESTMENTS�

���	฀ 3EE฀#%0))฀�����	�฀ESPECIALLY฀&IGURES฀��n���
���	฀ 4HE฀PERFORMANCE฀OF฀THE฀SERVICES฀SECTOR฀IN฀THE฀%5฀AND฀IN฀THE฀53!฀HAS฀BEEN฀DISCUSSED฀EXTENSIVELY฀IN฀/�-AHONY฀AND฀VAN฀

!RK฀�����	�
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���	฀ 3EE฀%UROPEAN฀#OMMISSION฀�����A	�
���	฀ #HINA�S฀FAST฀AND฀IMPRESSIVE฀DEVELOPMENT฀IS฀STRONGLY฀RELATED฀TO฀GROWTH฀IN฀ITS฀SCIENCE฀AND฀TECHNOLOGY฀BASE�฀7ITH฀A฀REAL฀

ANNUAL฀GROWTH฀RATE฀OF฀MORE฀THAN฀��฀�฀PER฀YEAR�฀DESPITE฀THE฀STRONG฀GROWTH฀IN฀#HINESE฀'$0�฀GROSS฀EXPENDITURES฀ON฀2฀�฀$฀
AS฀A฀SHARE฀OF฀'$0฀HAVE฀MANAGED฀TO฀INCREASE฀FROM฀���฀�฀TO฀����฀��

���	฀ 4HIS฀NEGATIVE฀BALANCE฀IS฀DUE฀TO฀THE฀ELECTRONICS฀AND฀COMPUTER฀�INTEGRATED฀MANUFACTURING	฀SECTOR�฀)N฀COMPUTERS฀AND฀TEL

ECOMMUNICATIONS�฀THE฀BALANCE฀FOR฀#HINA฀IS฀POSITIVE�
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&$)฀mOWS ARE RUNNING IN REAL TERMS AT MORE THAN lVE
AND
HALF TIMES THE AVERAGE PREVAIL

ING฀IN฀THE฀lRST HALF OF THE ����S� -OREOVER� GROWTH IN &$) SEEMS LIKELY TO CONTINUE OVER
THE฀NEXT฀DECADE฀���	�

4HE฀GEOGRAPHICAL฀DISTRIBUTION฀OF฀&$)฀REMAINS฀VERY฀UNEVEN�฀-OST฀&$)฀mOWS STILL TAKE PLACE
AMONG฀DEVELOPED฀ECONOMIES�฀WITH฀THE฀%5
��฀AND฀THE฀53!฀CURRENTLY฀DOMINATING฀GLOBAL฀
mOWS� 4HE /%#$ �����B	 REPORTS THREE FACTORS THAT HAVE DETERMINED THE DISTRIBUTION OF &$)
WITHIN฀THE฀/%#$฀AREA฀AND฀ELSEWHERE�฀&IRST�฀DIVERSITY฀IN฀MACROECONOMIC฀PERFORMANCE฀ACROSS฀
THE฀WORLD฀HAS฀MADE฀THOSE฀NATIONS฀THAT฀ARE฀PERFORMING฀POORLY฀LESS฀POPULAR฀AS฀&$)฀DESTINA

TIONS�฀4HIS฀APPLIES฀ESPECIALLY฀TO฀THE฀CORE฀%5
��฀-EMBER฀3TATES฀ IN฀CONTRAST฀TO฀THE฀STRONG฀
GROWTH฀PERFORMANCE฀OF฀THE฀53!�฀)T฀ALSO฀APPLIES฀TO฀OTHER฀EMERGING฀ECONOMIES�฀3ECOND�฀THE฀
WEAKNESS฀OF฀THE฀53฀DOLLAR฀HAS฀MADE฀THE฀53!฀A฀COMPARATIVELY฀MORE฀ATTRACTIVE฀LOCATION฀TO฀
INVEST�฀ )T฀HAS฀ALSO฀ STIMULATED฀ LARGE฀BALANCE฀ SHEET฀ADJUSTMENTS฀ON฀REPAYMENT฀OF฀ INTER
lRM
LOANS�฀WHICH฀HAS฀THE฀EFFECT฀OF฀DEPRESSING฀&$)฀INmOWS ESPECIALLY IN SOME OF THE %UROPEAN
COUNTRIES฀ IN฀�����฀4HIRD�฀STRUCTURAL฀ FACTORS฀HAVE฀FAVOURED฀INVESTMENT฀OUTSIDE฀THE฀/%#$฀
AREA�฀4HESE฀ARE฀LOW฀PRODUCTION฀COSTS�฀A฀POTENTIALLY฀PROlTABLE AND EXPANDING MARKET� AND
FAVOURABLE฀REGULATORY฀AND฀ADMINISTRATIVE฀CONDITIONS�

'REATER฀INTEGRATION฀OF฀THE฀LARGE฀EMERGING฀MARKETS฀INTO฀THE฀GLOBAL฀ECONOMY฀WILL฀CONTRIBUTE฀
TO฀SIGNIlCANT CHANGES IN THE GEOGRAPHICAL DISTRIBUTION OF GLOBAL &$) mOWS� WITH RAPIDLY
GROWING฀ECONOMIES฀ATTRACTING฀INCREASING฀INmOWS AND BECOMING MORE IMPORTANT SUPPLIERS
OF฀&$)�฀4HESE฀TRENDS฀ARE฀ALREADY฀APPARENT�฀)N฀�����฀EMERGING฀AND฀DEVELOPING฀ECONOMIES฀
ACCOUNTED฀FOR฀��฀�฀OF฀TOTAL฀GLOBAL฀&$)฀INmOWS� UP FROM �� � IN ����� 4HE GROWTH OF &$)
INmOWS TO #HINA HAS BEEN PARTICULARLY STRIKING� )N ����� #HINA ACCOUNTED FOR ��� � OF
GLOBAL฀&$)฀INmOWS� "Y ����� IT ACCOUNTED FOR ALMOST �� �� ABOVE ALL -EMBER 3TATES EXCEPT
THE฀5+฀AND฀'ERMANY�฀&ORWARD
LOOKING฀SURVEY฀EVIDENCE฀POINTS฀TO฀A฀CONTINUATION฀OF฀THIS฀
TREND�฀WITH฀#HINA฀AND฀)NDIA฀PARTICULARLY฀ATTRACTIVE�

4HE฀LARGEST฀SHARE฀OF฀TOTAL฀/%#$฀&$)฀INmOWS HAS BEEN DIRECTED TOWARDS THE %5
��� (OW

EVER�฀THERE฀HAS฀BEEN฀A฀MARKED฀DECLINE฀SINCE฀�����฀PARTICULARLY฀IN฀'ERMANY฀AND฀&RANCE฀
WITH฀ONLY฀THE฀5+฀SEEING฀AN฀INCREASE฀IN฀&$)฀INmOWS ���	�

4HE฀MAJOR฀PART฀OF฀INWARD฀&$)฀COMES฀FROM฀-EMBER฀3TATES฀�I�E�฀INTRA
%5	�฀PREDOMINANTLY฀
THE฀OLD฀ONES฀�INTRA
%5
��	�฀ )N฀ TERMS฀OF฀ INmOWS FROM THIRD COUNTRIES� MOST INVESTMENTS
COME฀FROM฀THE฀53!�฀4HE฀%5฀APPEARS฀TO฀HAVE฀FALLEN฀BEHIND฀THE฀53!฀IN฀TERMS฀OF฀ITS฀ABIL

ITY฀TO฀ATTRACT฀INWARD฀�NON
%5
��	฀INVESTMENT�฀!฀RANGE฀OF฀STRUCTURAL฀ISSUES�฀INCLUDING฀THE฀
REGULATORY฀ENVIRONMENT�฀SKILLS฀AND฀LABOUR฀COSTS�฀ARE฀LIKELY฀TO฀BE฀IMPORTANT฀FACTORS฀�#HAP

TER฀�฀EXAMINES฀IN฀MORE฀DETAIL฀THE฀FACTORS฀THAT฀DETERMINE฀THE฀LOCATION฀OF฀INVESTMENT	�

���	฀ 3EE฀ALSO฀5NCTAD฀�����	�
���	฀ &OR฀ADDITIONAL฀DETAILS�฀SEE฀/%#$฀�����B	�
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%5฀lRMS LOCATING INVESTMENT ABROAD CAN EXPLOIT THE BENElTS FROM ACCESS TO MARKETS� AC

CESS฀TO฀LOW
COST฀AND�OR฀HIGH
QUALITY฀INPUTS฀AND฀ACCESS฀TO฀STRATEGIC฀ASSETS�฀INCLUDING฀KNOW

HOW�฀THEREBY฀IMPROVING฀THEIR฀OVERALL฀PROlTABILITY�

%UROPE�S฀STOCK฀OF฀OUTWARD฀INVESTMENT฀INCREASED฀SHARPLY฀IN฀THE฀����S�฀!T฀THE฀BEGINNING฀OF฀
THE฀DECADE�฀%5฀lRMS TENDED TO BE LESS INTEGRATED INTO THE WORLD ECONOMY COMPARED WITH
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THEIR฀53฀COUNTERPARTS฀WHO฀WERE฀QUICKER฀TO฀EXPAND฀INTERNATIONALLY฀IN฀THE฀����S฀AND฀����S�฀
4HE฀%5฀HAS฀SINCE฀CAUGHT฀UP฀IN฀TERMS฀OF฀INTERNATIONAL฀EXPOSURE�฀(OWEVER�฀&$)฀OUTmOWS
HAVE฀BEEN฀DECREASING฀SINCE฀�����

!S฀ ILLUSTRATED฀BY฀'RAPH฀��฀ THE฀VAST฀MAJORITY฀OF฀ THE฀%5
���S฀OUTWARD฀&$)฀ IS฀DIRECTED฀AT฀
OTHER฀%5
��฀-EMBER฀3TATES�฀/UTSIDE฀THE฀%5
���฀THE฀MAJOR฀DESTINATION฀COUNTRY฀REMAINS฀
THE฀53!฀�4ABLE฀�	�฀$ESPITE฀THE฀SUBSTANTIAL฀INCREASE฀IN฀&$)฀INmOWS TO #HINA AND )NDIA
SINCE฀THE฀EARLY฀����S�฀THE฀%5
��฀&$)฀OUTmOWS TO THE �� NEW -EMBER 3TATES WERE VASTLY
LARGER฀THAN฀THOSE฀TO฀#HINA฀���	�฀4HEREFORE฀THERE฀APPEARS฀TO฀BE฀SCOPE฀FOR฀%UROPE฀TO฀DEVELOP฀
ITS฀INVESTMENT฀RELATIONSHIP฀WITH฀EMERGING฀ECONOMIES฀FURTHER�

'LOBALISATION฀HAS฀MAINLY฀BEEN฀DRIVEN฀BY฀THE฀FREE฀MOVEMENT฀OF฀GOODS�฀SERVICES฀AND฀CAPITAL฀
mOWS� ,ABOUR mOWS ON THE OTHER HAND HAVE NEVER BEEN AN IMPORTANT DRIVING FORCE ���	�฀
.EVERTHELESS�฀MIGRATION฀HAS฀INCREASINGLY฀BECOME฀AN฀AREA฀OF฀INTEREST�฀-IGRATION฀MAY฀NOT฀
ONLY฀HAVE฀AN฀IMPACT฀ON฀WAGES฀AND฀EMPLOYMENT�฀4HE฀RELATIONSHIP฀BETWEEN฀MIGRATION฀AND฀
&$)฀AND฀TRADE฀ALSO฀NEEDS฀TO฀BE฀CONSIDERED�฀&OR฀INSTANCE�฀IF฀MIGRATION฀OF฀WORKERS฀IS฀HAM

PERED฀�฀AS฀IT฀IS฀THE฀CASE฀IN฀MANY฀%5฀COUNTRIES฀�฀lRMS MAY MOVE TO THE LOW
COST WORKERS
RATHER฀THAN฀WORKERS฀MOVING฀TO฀THE฀lRMS IN THE HIGH
WAGE REGIONS�

&LOWS฀OF฀IMMIGRANTS฀INTO฀THE฀%5฀HAVE฀GROWN฀CONSIDERABLY฀IN฀RECENT฀YEARS�฀RISING฀FROM฀AN฀
AVERAGE฀OF฀���฀MILLION฀DURING฀THE฀PERIOD฀����n����฀TO฀���฀MILLION฀IN฀����฀AND฀TO฀AN฀ESTI

MATED฀���฀MILLION฀IN฀����฀���	�฀)T฀IS฀POSSIBLE฀THAT฀THE฀ESTIMATED฀INmOWS FOR ���� REmECT A฀
STABILISATION฀ OF฀ THE฀ TREND฀ FOLLOWING฀ A฀ MODEST฀ DOWNTURN฀ RECORDED฀ IN฀ ����฀ AFTER฀ SEVERAL฀
CONSECUTIVE฀YEARS฀OF฀GROWTH�

���	฀ 53฀lRMS APPEAR TO BE INVESTING MORE IN FAST
GROWING EMERGING COUNTRIES THAN THEIR %5 COUNTERPARTS� !SIAN EMERGING
ECONOMIES฀WERE฀THE฀DESTINATION฀OF฀����฀�฀OF฀53฀&$)฀BETWEEN฀����฀AND฀�����

���	฀ %UROPEAN฀#OMMISSION฀�����A	�
���	฀ /%#$฀�����C	�฀3EE฀ALSO฀%UROPEAN฀#OMMISSION฀�����A฀AND฀����A	�

23a4227a4445avzvaGP0kpff"""54 4/27/4228"""39<78<33



)MMIGRANT฀ WORKERS฀ REPRESENT฀ A฀ SIGNIlCANT COMPONENT OF THE LABOUR FORCE IN THE HOST
COUNTRIES�฀)N฀THE฀%5
���฀DURING฀THE฀PERIOD฀����n�����฀THIS฀RANGED฀FROM฀���฀�฀IN฀&INLAND฀
TO฀���฀�฀IN฀!USTRIA�฀TO฀���฀�฀IN฀'REECE฀�����	฀AND฀TO฀��฀�฀IN฀,UXEMBOURG�฀.EVERTHELESS�฀
IN฀SEVERAL฀-EMBER฀3TATES฀THE฀SHARE฀OF฀FOREIGN฀WORKERS฀STAGNATED฀OR฀DECLINED฀IN฀THE฀POST

����฀PERIOD�฀4HIS฀WAS฀THE฀CASE฀FOR฀"ELGIUM�฀&RANCE�฀,UXEMBOURG฀AND฀!USTRIA฀���	�

-IGRATION฀mOWS INTO THE LABOUR FORCES OF THE %5 -EMBER 3TATES ARE GENERALLY LOWER THAN
THE฀53!�฀WHERE฀HIGHER฀LEVELS฀OF฀ IMMIGRATION฀HAVE฀CONTRIBUTED฀TO฀HIGHER฀RATES฀OF฀'$0฀
GROWTH฀IN฀RECENT฀YEARS�฀.OTABLY�฀THE฀53!฀HAS฀BETTER฀ABSORBED฀IMMIGRANTS฀INTO฀ITS฀LABOUR฀
MARKET�฀)N฀�����฀THE฀%5
��฀UNEMPLOYMENT฀RATE฀FOR฀NATIONALS฀WAS฀���฀�฀COMPARED฀WITH฀
����฀�฀FOR฀NON
NATIONALS�฀THE฀%5
��฀EMPLOYMENT฀RATE฀FOR฀NATIONALS฀WAS฀����฀�฀COMPARED฀
WITH฀����฀�฀FOR฀NON
NATIONALS�฀THE฀53฀UNEMPLOYMENT฀RATE฀FOR฀FOREIGN฀NATIONALS฀WAS฀���฀��฀
COMPARED฀WITH฀���฀�฀FOR฀NATIONALS�฀AND฀THE฀53฀EMPLOYMENT฀RATE฀FOR฀FOREIGN฀NATIONALS฀WAS฀
����฀�฀COMPARED฀WITH฀����฀�฀���	�

$ESPITE฀THE฀GROWING฀FOREIGN฀AND฀MIGRANT฀LABOUR฀FORCE฀IN฀HOST฀%5฀COUNTRIES�฀PARTICIPATION฀
RATES฀ARE฀GENERALLY฀LOWER฀THAN฀THOSE฀OF฀THE฀NATIVE฀POPULATION�฀4HE฀DIFFERENCE฀IS฀MOST฀PRO

NOUNCED฀IN฀THE฀CASE฀OF฀WOMEN฀BUT฀IT฀IS฀ALSO฀OBSERVED฀IN฀THE฀CASE฀OF฀MEN�

���	฀ 3EE฀/%#$฀�����C	�฀4ABLE฀)����฀FOR฀DETAILS�฀4HIS฀DEVELOPMENT฀MAY฀BE฀A฀REmECTION OF MEASUREMENT PROBLEMS IN THAT THOSE
THAT฀BECOME฀NATIONALS฀ARE฀NOT฀COUNTED฀IN฀THE฀STOCK฀OF฀FOREIGNERS�฀!LTHOUGH฀SUBSTANTIAL฀NUMBERS฀OF฀MIGRANTS฀ARE฀ADMITTED฀
INTO฀THESE฀COUNTRIES฀EACH฀YEAR�฀SOME฀CLEARLY฀LEAVE฀AND฀OTHERS฀BECOME฀CITIZENS�

���	฀ 3EE฀%UROPEAN฀#OMMISSION฀�����A	�
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)T฀HAS฀ RECENTLY฀BEEN฀ SUGGESTED฀ THAT฀A฀ SELECTIVE฀MIGRATION฀POLICY฀COULD฀BE฀AN฀ANSWER฀ TO฀
%UROPE�S฀PROBLEM฀OF฀THE฀@BRAIN฀DRAIN�฀AND฀ITS฀NEED฀TO฀ELEVATE฀ITS฀SCIENTIlC AND INNOVATION
PERFORMANCE�฀4ABLE฀�฀PRESENTS฀DATA฀ON฀THE฀EDUCATIONAL฀ATTAINMENT฀OF฀FOREIGNERS฀AND฀NA

TIONALS฀IN฀SEVERAL฀/%#$฀COUNTRIES฀INCLUDING฀%5฀ONES�

&OR฀MOST฀%5฀COUNTRIES�฀THE฀SKILL฀LEVEL฀OF฀FOREIGNERS฀IS฀LOWER฀THAN฀FOR฀NATIONALS�฀)T฀IS฀CLEAR฀
THAT฀THE฀%5฀IMPORTS฀LOW
SKILLED฀FOREIGN฀NATIONALS฀COMPARED฀WITH฀NATIONALS฀RANKED฀BY฀LESS฀
THAN฀ UPPER
SECONDARY฀ EDUCATION�฀ 4HERE฀ ARE฀ SOME฀ EXCEPTIONS฀ �฀ 'REECE�฀ (UNGARY฀ AND฀
0ORTUGAL฀FOR฀EXAMPLE�฀!MONG฀THOSE฀WITH฀UPPER
SECONDARY฀EDUCATION�฀NATIONALS฀DOMINATE฀
IN฀ALL฀REPORTED฀CASES฀EXCEPT฀IN฀'REECE�฀0ORTUGAL฀AND฀&INLAND฀WHERE฀THE฀SHARE฀OF฀FOREIGNERS฀
WITH฀THIS฀LEVEL฀OF฀EDUCATION฀IS฀HIGHER฀THAN฀THE฀SHARE฀OF฀NATIONALS�฀&INALLY�฀REALITY฀IS฀MORE฀
DIVERSE฀IN฀THE฀CASE฀OF฀TERTIARY฀EDUCATION�฀)N฀SEVERAL฀-EMBER฀3TATES฀�THE฀#ZECH฀2EPUBLIC�฀
$ENMARK�฀3PAIN�฀)RELAND�฀(UNGARY�฀0ORTUGAL�฀3LOVAKIA฀AND฀THE฀5+	฀THE฀SHARE฀OF฀FOREIGN

ERS฀WITH฀TERTIARY฀EDUCATION฀IS฀HIGHER฀THAN฀THOSE฀IN฀THE฀NATIONAL฀POPULATION�฀"UT฀IN฀"EL

GIUM�฀ 'ERMANY�฀ &RANCE฀ AND฀ &INLAND฀ THE฀ SHARE฀ OF฀ FOREIGNERS฀ WITH฀ TERTIARY฀ EDUCATION฀ IS฀
LOWER฀THAN฀IN฀THE฀NATIONAL฀POPULATION�

4HE฀GENERAL฀PATTERN฀OF฀ EDUCATIONAL฀ ATTAINMENT฀OF฀MIGRANTS฀ IS฀ ALSO฀ CONSISTENT฀WITH฀ THE฀
DISTRIBUTION฀OF฀THEIR฀EMPLOYMENT฀IN฀THE฀HOST฀COUNTRIES�฀#OMPARED฀WITH฀NATIONALS�฀FOREIGN฀
WORKERS฀ARE฀OVERREPRESENTED฀ IN฀ LOW
SKILL฀PROFESSIONS฀�฀CONSTRUCTION�฀HOTELS฀AND฀RESTAU

RANTS฀AND฀IN฀HOUSEHOLD฀SERVICES฀�฀BUT฀THEIR฀SECTORAL฀DISTRIBUTION฀VARIES฀ACROSS฀THE฀-EM

BER฀3TATES฀���	�฀3INCE฀SOME฀OF฀THESE฀SECTORS฀ARE฀CYCLICAL�฀THE฀VULNERABILITY฀OF฀EMPLOYMENT฀OF฀
FOREIGN฀WORKERS฀TO฀BUSINESS฀mUCTUATIONS IS CONSIDERABLE�

/VERALL฀THE฀%5฀APPEARS฀TO฀BE฀MUCH฀LESS฀SUCCESSFUL฀THAN฀THE฀53!฀IN฀ABSORBING฀MIGRANTS฀
INTO฀ITS฀LABOUR฀MARKETS�฀/NE฀REASON฀COULD฀BE฀THAT฀THE฀%5฀HAS฀A฀LARGER฀SHARE฀OF฀LOW
SKILLED฀
IMMIGRANTS�฀4HIS฀SUGGESTS฀AN฀EVER฀MORE฀IMPORTANT฀CHALLENGE฀FOR฀%5฀MIGRATION฀POLICY�

7ITHIN฀THE฀WIDER฀CONTEXT฀OF฀GLOBALISATION�฀THE฀SPECIlC PHENOMENON OF DELOCALISATION IS
INCREASINGLY฀A฀CAUSE฀FOR฀CONCERN฀FOR฀THE฀PUBLIC฀AND฀POLICY
MAKERS฀IN฀MANY฀DEVELOPED฀ECON

OMIES�฀INCLUDING฀IN฀%UROPE�฀4HE฀POLITICAL฀DEBATE฀ON฀THIS฀ISSUE฀IS฀CURRENTLY฀FUELLED฀BY฀THE฀
PERCEPTION฀THAT฀THE฀PHENOMENON฀HAS฀BECOME฀MORE฀PERVASIVE฀BOTH฀WITHIN฀EACH฀SECTOR฀OF฀
THE฀ECONOMY฀�EXTENDING฀PROGRESSIVELY฀TO฀THE฀WHOLE฀RANGE฀OF฀ACTIVITIES฀AT฀THE฀lRM LEVEL	
AND฀ACROSS฀SECTORS฀�AS฀NO฀INDUSTRY�฀INCLUDING฀SERVICES�฀SEEMS฀TO฀BE฀SHELTERED฀FROM฀INTERNA

TIONAL฀COMPETITION	�฀4HE฀SECTION฀BEGINS฀WITH฀THE฀DElNITION OF DELOCALISATION AND DIFlCUL

TIES฀ASSOCIATED฀WITH฀ITS฀MEASUREMENT฀AND฀THEN฀PROVIDES฀AN฀OVERALL฀PICTURE฀OF฀THE฀SECTORAL฀
AND฀GEOGRAPHICAL฀DIMENSION฀OF฀THE฀PHENOMENON�

���	฀ 3EE฀/%#$฀�����C	�฀4ABLE฀)����฀FOR฀DETAILS�
���	฀ 4HIS฀SECTION฀DRAWS฀HEAVILY฀ON฀%UROPEAN฀#OMMISSION฀�����A	฀AND฀%UROPEAN฀#OMMISSION฀�����F	�
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4HERE฀IS฀NO฀GENERALLY฀ACCEPTED฀DElNITION OF THE PHENOMENON� &OR THE PRESENT REPORT A
WIDE฀CONCEPT฀WILL฀BE฀ADOPTED฀DElNING @DELOCALISATION� AS THE PROCESS OF RELOCATION OF ECO

NOMIC฀ ACTIVITIES฀ TOWARDS฀ FOREIGN฀ SITES�฀ CLOSING฀ DOWN฀ ACTIVITIES฀ AT฀ HOME�฀ )T฀ REmECTS THE
CHANGES฀IN฀THE฀WAY฀lRMS DO BUSINESS WHEN ADAPTING TO THE MORE COMPETITIVE ENVIRONMENT
AND฀TO฀THE฀FASTER฀TECHNOLOGICAL฀PROGRESS�฀

4HE฀ TREND฀ TOWARDS฀ GREATER฀ TRADE฀ INTEGRATION�฀ THE฀ DEREGULATION฀ OF฀ INTERNATIONAL฀ CAPITAL฀
MOVEMENTS฀AND฀THE฀REDUCED฀TRANSPORT฀AND฀COMMUNICATION฀COSTS฀ALLIED฀WITH฀THE฀TECHNO

LOGICAL฀DEVELOPMENTS฀OF฀RECENT฀YEARS฀HAVE฀LED฀lRMS TO INCREASINGLY FRAGMENT THE PRODUC

TION฀CHAIN฀TO฀OPTIMALLY฀LOCATE฀THE฀VARIOUS฀STAGES฀OF฀PRODUCTION฀ACROSS฀DIFFERENT฀SITES฀�EITHER฀
ABROAD฀OR฀AT฀HOME	�

4ABLE฀�฀SUMMARISES฀THE฀MOST฀COMMON฀NAMES฀USED�฀)N฀GENERAL�฀lRMS RELOCATE ACTIVITIES TO
FOREIGN฀SITES฀VIA฀TWO฀MECHANISMS�฀4HE฀lRST IS @OFFSHORING�� WHICH IMPLIES THAT lRMS RETAIN
THE฀OWNERSHIP฀OF฀THE฀WHOLE฀OF฀THE฀PRODUCTION฀PROCESS฀WHILE฀LOCATING฀PARTS฀ABROAD฀VIA฀THE฀
SETTING
UP฀OF฀SUBSIDIARIES�฀4HE฀SECOND฀IS฀@INTERNATIONAL฀OUTSOURCING��฀WHICH฀IMPLIES฀CON

TRACTING฀OUT฀PARTS฀OF฀THE฀PRODUCTION฀PROCESS฀TO฀EXTERNAL฀SUPPLIERS฀LOCATED฀IN฀ANOTHER฀COUN

TRY�฀4HROUGHOUT฀THIS฀REPORT�฀OFFSHORING�฀OUTSOURCING฀OR฀INTERNATIONAL฀OUTSOURCING฀ARE฀USED฀
INTERCHANGEABLY฀WHEN฀lRMS RELOCATE PART OF THEIR DOMESTIC OPERATIONS TO THIRD COUNTRIES
�฀WHETHER฀MATERIAL฀PRODUCTION฀OR฀SERVICES�฀AND฀WHETHER฀THE฀ORGANISATION฀ABROAD฀IS฀EXTER

NAL฀OR฀INTERNAL฀TO฀THE฀OFFSHORING฀lRM�

3OME฀CLARIlCATIONS WILL BE USEFUL� &IRST� IN A STRICT SENSE OFFSHORING IMPLIES A CHANGE OF
LOCATION�฀OR฀RELOCATION�฀OF฀PRODUCTION฀AND฀THE฀EMPLOYMENT฀ACTIVITIES฀ASSOCIATED฀WITH฀IT�฀!S฀
A฀CONSEQUENCE�฀DOMESTIC฀PRODUCTION฀WILL฀BE฀SUBSTITUTED฀BY฀FOREIGN฀PRODUCTION�฀WHATEVER฀
THE฀lNAL DESTINATION OF THE PRODUCT� (OWEVER� OFFSHORING IS SOMETIMES USED IN A BROADER
SENSE฀TO฀INCLUDE฀OTHER฀TYPES฀OF฀INTERNATIONAL฀TRADE฀AND฀&$)฀ACTIVITIES฀NOT฀ALWAYS฀REQUIRING฀
A฀RELOCATION฀OF฀JOBS฀�฀FOR฀EXAMPLE�฀IF฀%5
BASED฀COMPANIES฀EXPAND฀BY฀INVESTING฀IN฀AFlLI

ATES฀OVERSEAS฀RATHER฀THAN฀BY฀EXPANDING฀THEIR฀DOMESTIC฀OPERATIONS�฀THUS฀CREATING฀NEW฀JOBS฀
OVERSEAS฀WHILE฀MAINTAINING฀%5฀JOBS�

3ECOND�฀AS฀A฀RESULT฀OF฀ITS฀INCREASING฀TRADABILITY�฀OFFSHORING฀OF฀SERVICES฀HAS฀GAINED฀MOMEN

TUM฀AND฀IT฀IS฀EXPECTED฀TO฀CONTINUE฀TO฀DO฀SO฀IN฀THE฀FUTURE�฀%SPECIALLY฀IN฀THE฀53!�฀THERE฀IS฀
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A฀TENDENCY฀TO฀USE฀THE฀TERMS฀OUTSOURCING฀AND฀OFFSHORING฀ONLY฀FOR฀SERVICES฀���	�฀)N฀%UROPE�฀
HOWEVER�฀DELOCALISATION฀OF฀GOODS฀STILL฀DOMINATES฀THE฀DISCUSSIONS�฀ESPECIALLY฀IN฀MAINLAND฀
%UROPE�฀7HITE
COLLAR฀OFFSHORING฀IS฀AFFECTING฀MOSTLY฀THE฀5+฀AND฀)RELAND฀ALTHOUGH฀THE฀PHE

NOMENON฀IS฀SPREADING฀ACROSS฀THE฀CONTINENT�฀$ELOCALISATION฀OF฀SERVICES฀WILL฀BE฀DISCUSSED฀IN฀
3ECTION฀������

$ESPITE฀THE฀WIDESPREAD฀PERCEPTION฀THAT฀THE฀PHENOMENON฀HAS฀GREATLY฀INCREASED฀IN฀RECENT฀
DECADES฀AND฀THAT฀IT฀IS฀LIKELY฀TO฀CONTINUE฀TO฀GROW฀���	�฀IT฀IS฀DIFlCULT TO QUANTIFY ITS EXTENT� AS
INFORMATION฀ON฀HOW฀MUCH฀OF฀THE฀PRODUCTION฀PROCESS฀OF฀lRMS IS SHIFTING TO FOREIGN SITES IS
NOT฀READILY฀AVAILABLE�฀!S฀REGARDS฀HISTORIC฀DATA�฀TWO฀MAIN฀SOURCES฀ARE฀NORMALLY฀USED�฀&$)฀
STATISTICS฀ AND฀ TRADE฀ STATISTICS�฀ 3URVEYS฀ OF฀ COMPANIES�฀ RELOCATION฀ INTENTIONS฀ ARE฀ A฀ USEFUL฀
COMPLEMENT�฀SINCE฀ALTHOUGH฀OFTEN฀LESS฀REPRESENTATIVE฀AND฀MORE฀SUBJECTIVE�฀THEY฀PICK฀UP฀
MORE฀RECENT฀TRENDS�

!S฀&$)฀mOWS REmECT THE ACTIVITIES OF MULTINATIONAL ENTERPRISES �-.%S	� THEY ARE OFTEN
USED฀AS฀THE฀MAIN฀MEASURE฀OF฀DELOCALISATION�฀(OWEVER�฀THERE฀ARE฀PROBLEMS฀IN฀DOING฀SO�฀&$)฀
STATISTICS฀COVER฀ALL฀INVESTMENTS฀UNDERTAKEN฀ABROAD�฀I�E�฀JOINT฀VENTURES฀AND฀GREENlELD IN

VESTMENTS฀INCLUDING฀RELOCATION�฀!S฀A฀RESULT�฀IT฀IS฀NOT฀POSSIBLE฀TO฀ISOLATE฀RELOCATION�฀7HILE฀
NOT฀ALL฀&$)฀ACTIVITIES฀CAN฀BE฀ASSOCIATED฀WITH฀lRMS� DECISIONS TO FRAGMENT THE PRODUCTION
CHAIN�฀NOT฀ALL฀DELOCALISATIONS฀IMPLY฀&$)฀mOWS ���	�฀.EVERTHELESS�฀&$)฀STATISTICS฀MAY฀GIVE฀AN฀
IDEA฀OF฀THE฀OVERALL฀PATTERN฀OF฀%5฀COMPANIES�฀INTERNATIONALISATION฀ACTIVITIES�

2EVIEWING฀THE฀&$)฀STATISTICS฀PRESENTED฀IN฀THE฀PREVIOUS฀SECTIONS฀IN฀THE฀PERSPECTIVE฀OF฀DELO

CALISATION�฀THERE฀IS฀NOT฀MUCH฀EVIDENCE฀SUPPORTING฀DELOCALISATION฀BEING฀A฀LARGE฀PHENOME

NON�฀&IRST�฀DEVELOPED฀COUNTRIES฀REMAIN฀THE฀MAIN฀RECIPIENTS฀OF฀%5฀OUTmOWS� WITH INTRA
%5

��฀AND฀THE฀53!฀THE฀MAJOR฀DESTINATION�฀)N฀COMPARISON�฀ONLY฀A฀SMALL฀PART฀WENT฀TO฀THE฀NEW฀
-EMBER฀3TATES�฀AND฀EVEN฀LESS฀TO฀#HINA฀AND฀ESPECIALLY฀)NDIA�฀3ECOND�฀WHILE฀&$)฀mOWS TO
#HINA฀HAVE฀INCREASED฀OVER฀THE฀PAST฀YEARS�฀ONE฀SHOULD฀BEAR฀IN฀MIND฀THAT฀THIS฀REGION฀HAS฀A฀
HIGH฀GROWTH฀RATE฀AND฀THEREFORE฀REPRESENTS฀A฀HUGE฀POTENTIAL฀FOR฀COMPANIES�฀-ANY฀MULTINA

TIONALS฀INVEST฀IN฀#HINA฀IN฀ORDER฀TO฀HAVE฀ACCESS฀TO฀THIS฀LARGE฀MARKET�฀THEY฀ARE฀NOT฀NECESSAR

ILY฀ALL฀CASES฀OF฀DELOCALISATION�

"OTH฀OFFSHORING฀AND฀OUTSOURCING฀IMPLY฀THE฀EXISTENCE฀OF฀TRADE฀mOWS� 4RADE DATA MAY THERE

FORE฀BE฀USED฀AS฀INDICATORS฀OF฀DELOCALISATION�฀PARTICULARLY฀INTRA
lRM TRADE AND TRADE IN INTER

MEDIATE฀GOODS฀WHICH฀ARE฀USED฀AS฀INPUTS฀IN฀PRODUCTION฀PROCESSES�฀AS฀WELL฀AS฀TRADE฀IN฀COM

PUTER฀SOFTWARE฀DESIGN฀AND฀BUSINESS฀SERVICES฀INCLUDING฀ACCOUNTING฀AND฀OTHER฀BACK฀OFlCE

���	฀ 3EE�฀FOR฀EXAMPLE�฀"HAGWATI฀ET฀AL�฀�����	�
���	฀ !CCORDING฀TO฀5NCTAD฀�����	฀OFFSHORING฀IS฀IN฀ITS฀INFANCY�฀5NCTAD฀EXPECTS฀THE฀TREND฀TO฀OFFSHORE฀TO฀BE฀JUST฀ABOUT฀TO฀AP


PROACH฀A฀PIVOTAL฀@TIPPING฀POINT�฀FROM฀WHICH฀CASCADES฀OF฀NEW฀OFFSHORING฀WILL฀SPRING�
���	฀ &OR฀EXAMPLE�฀IF฀A฀lRM CHOOSES TO CONTRACT OUT PARTS OF THE PRODUCTION TO OTHER lRMS LOCATED IN ANOTHER COUNTRY�

23a4227a4445avzvaGP0kpff"""59 4/27/4228"""39<78<34



OPERATIONS฀SERVICES฀���	�฀(OWEVER�฀IT฀IS฀NOT฀STRAIGHTFORWARD฀TO฀TRACK฀DOWN฀THE฀SIZE�฀4HE฀USE฀
OF฀lRM AND PLANT
LEVEL DATA WOULD BE MOST LIKELY TO ACCURATELY REmECT PURE DELOCALISATION
DECISIONS�฀BUT฀THEIR฀AVAILABILITY฀IS฀LIMITED�

�I	฀)NTERMEDIATE฀GOODS฀TRADE

4HERE฀IS฀GROWING฀EVIDENCE฀THAT฀TRADE฀IN฀INTERMEDIATE฀GOODS฀���	฀ACCOUNTS฀FOR฀AN฀INCREAS

INGLY฀LARGE฀PROPORTION฀OF฀TOTAL฀TRADE�฀ALTHOUGH฀THE฀GROWTH฀IS฀MODEST�

�II	฀4RADE฀WITH฀DEVELOPING฀COUNTRIES

!NOTHER฀WAY฀TO฀GRASP฀THE฀SIZE฀OF฀DELOCALISATION฀IS฀TO฀ANALYSE฀TRADE฀STATISTICS฀WITH฀DEVELOP

ING฀ COUNTRIES�฀WHICH฀ARE฀ SEEN฀AS฀ LOW
COST฀ LOCATIONS฀���	�฀4HIS฀METHOD฀ IS฀ ALSO฀ IMPERFECT฀
BECAUSE฀IT฀DOES฀NOT฀ISOLATE฀TRADE฀ORIGINATING฀FROM฀RELOCATED฀COMPANIES�฀"UT฀IT฀HELPS฀ASSESS฀
THE฀IMPORTANCE฀OF฀THESE฀COUNTRIES฀IN฀OUR฀EXCHANGES�฀!S฀INDICATED฀ABOVE�฀THE฀MAJORITY฀OF฀
%5฀TRADE฀mOWS OCCUR BETWEEN HIGH
INCOME COUNTRIES� !BOUT �� � OF %5 TRADE mOWS �RE

SPECTIVELY฀EXPORTS฀AND฀IMPORTS	฀CONCERN฀LOW
MEDIUM฀AND฀LOW
INCOME฀COUNTRIES฀�AMONG฀
WHICH฀IS฀#HINA	�

4HE฀CHARACTER฀OF฀%UROPE�S฀TRADE฀WITH฀LOW
INCOME฀COUNTRIES฀IS฀TYPICALLY฀INTER
INDUSTRY฀AND฀
REmECTS THE IMPORTANCE OF MORE TRADITIONAL COMPARATIVE ADVANTAGE FACTORS� AS THE FOLLOW


���	฀ 4HESE฀CATEGORIES฀OF฀ACTIVITIES฀ARE฀THOUGHT฀TO฀BE฀MOST฀LIKELY฀TO฀ENCOMPASS฀OUTSOURCING฀ACTIVITIES�
���	฀ )NPUTnOUTPUT฀TABLES฀ARE฀OFTEN฀USED฀TO฀CONSTRUCT฀INDUSTRY
LEVEL฀INDICATORS฀OF฀THE฀RELATIVE฀IMPORTANCE฀OF฀IMPORTED฀INTERME


DIARY฀GOODS฀�E�G�฀(IJZEN�฀����	�฀)F฀THE฀DISCRIMINATION฀BETWEEN฀IMPORTED฀AND฀DOMESTICALLY฀PRODUCED฀INPUTS฀IS฀NOT฀AVAILA

BLE�฀OFTEN฀INPUTnOUTPUT฀TABLES฀ARE฀COMBINED฀WITH฀TRADE฀DATA฀TO฀CONSTRUCT฀THE฀INDICATORS฀�E�G�฀!MITI฀AND฀7EI�฀����	�

���	฀ 3EE�฀FOR฀EXAMPLE�฀&ONTAGN£฀AND฀,ORENZI฀�����	�
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ING฀GRAPH฀SHOWS�฀)T฀MAPS฀%5฀TRADE฀BY฀INCOME฀LEVEL฀OF฀ITS฀PARTNERS฀AND฀THE฀'RUBER
,LOYD฀
INDEX�฀WHICH฀MEASURES฀THE฀INTRA�INTER
INDUSTRY฀CHARACTER฀OF฀TRADE฀���	�

4HE฀VALUE฀OF฀THE฀'RUBEL
,LOYD฀INDEX฀FOR฀INTRA
INDUSTRY฀TRADE฀WITH฀HIGH
INCOME฀NATIONS฀IS฀
EQUAL฀TO฀�����฀SUGGESTING฀THAT฀TRADE฀WITH฀PARTNERS฀OF฀COMPARABLE฀LEVELS฀OF฀DEVELOPMENT฀IS฀
TO฀A฀LARGE฀EXTENT฀INTRA
INDUSTRY�฀$ESPITE฀INCREASING฀GLOBALISATION฀AND฀TRADE฀LIBERALISATION�฀
IT฀IS฀UNLIKELY฀THAT฀IN฀THE฀FORESEEABLE฀FUTURE฀THIS฀PATTERN฀OF฀TRADE฀WILL฀CHANGE฀IN฀ANY฀SUBSTAN

TIAL฀WAY�

&OR฀%UROPE�S฀TRADE฀WITH฀LOW
INCOME฀COUNTRIES�฀THE฀'RUBEL
,LOYD฀INDEX฀IS฀ON฀AVERAGE฀SUB

STANTIALLY฀LOWER�฀REmECTING THE RELATIVE IMPORTANCE OF INTER
INDUSTRY TRADE� .EVERTHELESS�
FOR฀PRODUCTS฀SUCH฀AS฀RUBBER฀AND฀PLASTICS�฀BASIC฀METALS฀AND฀FABRICATED฀METAL฀PRODUCTS฀AS฀WELL฀
AS฀OFlCE MACHINERY� ELECTRONIC VALVES AND TUBES� RADIO AND TELEVISION RECEIVERS AND OTHER
INSTRUMENTS�฀THE฀'RUBEL
,LOYD฀INDEX฀TAKES฀VALUES฀IN฀EXCESS฀OF฀��฀��

4HE฀RELATIVELY฀HIGH฀VALUES฀OF฀THE฀'RUBEL
,LOYD฀INDICATOR฀IN฀THE฀CASE฀OF฀TRADE฀WITH฀LOW

MEDIUM฀INCOME฀COUNTRIES฀SUGGEST฀THAT฀A฀MIX฀OF฀FACTORS฀IS฀PRESENT�฀REmECTING BOTH TRADI

TIONAL฀COMPARATIVE฀ADVANTAGE฀AND฀INTRA
INDUSTRY฀INmUENCES� 4HE %5 TRADES IN SOME PROD

UCT฀CATEGORIES฀�INSULATED฀WIRE�฀ELECTRONICS฀AND฀ELECTRONIC฀TUBES�฀FOR฀EXAMPLE	฀AS฀MUCH฀WITH฀

���	฀ 4HE฀'RUBER
,LOYD฀INDEX�฀A฀MEASURE฀OF฀INTRA
INDUSTRY฀TRADE�฀IS฀DElNED AS �
[\8I
-I\��8I�-I	]฀WHERE฀8฀AND฀-฀REPRESENT฀
EXPORTS฀AND฀IMPORTS�฀RESPECTIVELY�฀OF฀GOOD฀I�฀7HEN฀ALL฀TRADE฀IS฀INTRA
INDUSTRY�฀THE฀INDEX฀EQUALS฀��฀WHEN฀NO฀TRADE฀IS฀INTRA

INDUSTRY�฀THE฀INDEX฀EQUALS฀��฀7HILE฀THE฀DATA฀ALSO฀SHOW฀THE฀PREVALENCE฀OF฀INTRA
INDUSTRY฀TRADE฀ACROSS฀ALL฀PRODUCTS฀IN฀THE฀
%5�S฀TRADE฀WITH฀HIGH
INCOME฀COUNTRIES�฀ THEY฀DO฀NOT฀SUPPORT฀CERTAIN฀POPULAR฀MISCONCEPTIONS฀SUCH฀AS฀THAT฀ IN฀TEXTILES�฀
CLOTHING฀AND฀RELATED฀PRODUCTS฀THE฀%5฀TRADES฀WITH฀NON
INDUSTRIAL฀PRODUCERS�฀)N฀FACT�฀THERE฀IS฀CONSIDERABLE฀TRADE฀IN฀THESE฀
PRODUCTS฀WITH฀HIGH
฀AND฀UPPER
MEDIUM฀ INCOME฀NATIONS฀ SUGGESTING฀GREATER฀ SPECIALISATION฀ACROSS฀DIFFERENT฀ SEGMENTS฀OF฀
THESE฀PRODUCTS�฀OBVIOUSLY฀THE฀LUXURY฀AND฀EXCLUSIVE฀BRAND฀NAMES�
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HIGH
INCOME฀AS฀WITH฀LOW
MEDIUM฀INCOME฀COUNTRIES�฀4HIS฀IS฀UNDOUBTEDLY฀A฀REmECTION OF
THE฀ABILITY฀OF฀LOW
MEDIUM฀INCOME฀TRADING฀PATTERNS฀TO฀EXPLOIT฀OPPORTUNITIES฀BASED฀ON฀TRA

DITIONAL฀FACTOR฀ENDOWMENTS฀AND฀OPPORTUNITIES฀ASSOCIATED฀WITH฀PRODUCT฀DIFFERENTIATION฀AND฀
ECONOMIES฀OF฀SCALE�

4HE฀VERTICAL฀INTEGRATION฀OF฀PRODUCTION�฀OFTEN฀AT฀THE฀BACKGROUND฀OF฀THESE฀DATA�฀IMPLIES฀
THAT฀THE฀CORRELATION฀BETWEEN฀EXPORTS฀AND฀IMPORTS฀VOLUMES฀IS฀HIGH฀AND�฀CONSEQUENTLY�฀
THE฀ROLE฀OF฀NET฀EXPORTS฀IN฀MACROECONOMIC฀mUCTUATIONS IS REDUCED WHILE THE IMPACT OF
THE฀SHOCKS฀THEMSELVES฀COULD฀BE฀MORE฀WIDELY฀SPREAD฀INTERNATIONALLY�฀$ELOCALISATION฀AND฀
RELATED฀SHOCKS฀WILL฀ IN฀PRINCIPLE฀AFFECT฀MOSTLY฀THE฀INTER
INDUSTRY฀PART฀OF฀TRADE�฀)N฀THIS฀
AREA�฀IT฀IS฀LIKELY฀THAT฀THE฀%5฀HAS฀LESS฀OF฀A฀COMPETITIVE฀ADVANTAGE฀THAN฀IN฀THE฀MORE฀SO

PHISTICATED฀AREAS฀INVOLVING฀INTRA
INDUSTRY฀TRADE฀AND�฀HENCE�฀THE฀COMPETITIVENESS฀CHAL

LENGE฀IS฀THAT฀EMANATING฀FROM฀INDUSTRIAL฀TRADING฀PARTNERS฀RATHER฀THAN฀FROM฀LOW
INCOME฀
COMPETITORS�

!NOTHER฀WAY฀TO฀ASSESS฀THE฀IMPORTANCE฀OF฀RELOCATION฀IS฀TO฀LOOK฀AT฀RESTRUCTURING฀IN฀%U

ROPE�฀2ELOCATION฀IS฀ONE฀WAY฀TO฀RE
ORGANISE฀THE฀VALUE฀CHAIN฀OF฀COMPANIES�฀4HE฀%URO

PEAN฀2ESTRUCTURING฀-ONITOR฀HAS฀BEEN฀COVERING฀ALL฀THE฀RESTRUCTURING฀OPERATIONS฀OF฀%U

ROPEAN฀COMPANIES฀ SINCE฀�����฀!LTHOUGH฀THIS฀MONITORING฀ IS฀NOT฀EXHAUSTIVE�฀ IT฀ SHOWS฀
THAT฀RELOCATION฀AND฀OUTSOURCING฀REPRESENT฀���฀�฀OF฀PLANNED฀JOB฀REDUCTIONS฀IN฀TOTAL฀RE

STRUCTURING฀AND฀���฀�฀OF฀CASES฀OF฀TOTAL฀RESTRUCTURING�฀)N฀COMPARISON�฀INTERNAL฀RESTRUC

TURING฀ACCOUNTS฀FOR฀����฀�฀OF฀PLANNED฀JOB฀REDUCTIONS�฀4HESE฀RELOCATIONS฀OCCUR฀MAINLY฀
IN฀TRADITIONAL฀LABOUR
INTENSIVE฀SECTORS฀�TEXTILES�฀LEATHER	�฀BUT฀ALSO฀IN฀INTERMEDIATE฀SEC

TORS฀ SUCH฀ AS฀ ELECTRICAL฀ AND฀ ELECTRONIC฀ EQUIPMENT�฀ )N฀ THE฀ 5+�฀ lNANCIAL SERVICES ARE
PARTICULARLY฀AFFECTED�
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4HERE฀IS฀MUCH฀ANECDOTAL฀EVIDENCE฀IN฀THE฀PRESS�฀#ASES฀OF฀OFFSHORING฀OR฀PLANS฀TO฀OFFSHORE฀ARE฀
REPORTED฀ALMOST฀DAILY�฀3URVEYS฀AND฀INFORMAL฀PREDICTIONS฀ABOUND�฀SUGGESTING฀THAT฀DELOCALI

SATION฀INTENTIONS฀ARE฀PERVASIVE�

s฀!฀RECENT฀SURVEY฀OF฀EXECUTIVES฀OF฀MORE฀THAN฀���฀COMPANIES฀IN฀THE฀53!฀AND฀%UROPE฀WITH฀
ANNUAL฀REVENUES฀OVER฀53$฀�฀BILLION฀SHOWS฀THAT฀��฀�฀OF฀THE฀lRMS CURRENTLY OUTSOURCE
ONE฀OR฀MAJOR฀HUMAN฀RESOURCES฀FUNCTIONS฀�4HE฀#ONFERENCE฀"OARD�฀.EWSLETTER�฀SUMMER฀
����	�

s฀!CCORDING฀TO฀A฀SURVEY฀BY฀$)(+฀�THE฀'ERMAN฀#HAMBER฀OF฀#OMMERCE	�฀ONE฀FOURTH฀OF฀
'ERMAN฀ BUSINESSES฀ PLAN฀ TO฀ SEND฀ OPERATIONS฀ ABROAD฀ OVER฀ THE฀ NEXT฀ THREE฀ YEARS฀ �THREE฀
YEARS฀ AGO฀ ONE฀ lFTH OF 'ERMANS BUSINESSES PLANNED TO DO SO	� #OMPANIES SUCH AS
,UFTHANSA�฀3IEMENS฀OR฀0HILIPS฀HAVE฀EITHER฀HEADED฀EAST฀OR฀HAVE฀ANNOUNCED฀PLANS฀TO฀DO฀
SO฀�#&/%UROPE�COM�฀@/FFSHORING฀BY฀THE฀NUMBERS��฀*UNE฀����	�

s฀4HE฀$UTCH฀-INISTRY฀OF฀%CONOMIC฀!FFAIRS฀RECENTLY฀FOUND฀THAT฀��฀�฀OF฀RELOCATED฀ENTER

PRISES฀WENT฀TO฀CENTRAL฀AND฀EAST฀%UROPEAN฀COUNTRIES฀AND฀THAT฀ONLY฀ABOUT฀�n���฀�฀OF฀LOST฀
EMPLOYMENT฀�EQUIVALENT฀TO฀�฀���฀JOBS฀ANNUALLY	฀COULD฀BE฀ATTRIBUTED฀DIRECTLY฀TO฀RELOCA

TION฀DECISIONS�

s฀5NCTAD�S฀7ORLD฀)NVESTMENT฀2EPORT฀�����	฀NOTES฀THAT�฀AMONG฀THE฀WORLD�S฀�฀���฀LARGEST฀
COMPANIES�฀SOME฀��฀�฀HAVE฀STILL฀NOT฀RELOCATED฀ANY฀BUSINESS฀PROCESSES฀TO฀EMERGING฀ECON

OMIES�฀!DDITIONALLY�฀ IN฀A฀����฀SURVEY฀OF฀THE฀TOP฀���฀%UROPEAN฀lRMS� ONLY �� � HAD
EXPERIENCE฀WITH฀THE฀OFFSHORING฀OF฀BUSINESS฀SERVICES�

s฀)N฀%RNST฀�฀9OUNG�S฀%UROPEAN฀!TTRACTIVENESS฀3URVEY฀�����฀��฀�฀OF฀THE฀SURVEYED฀COMPA

NIES฀RESPONDED฀POSITIVELY฀TO฀THE฀QUESTION฀ON฀RELOCATION฀INTENTIONS฀�TO฀BE฀COMPARED฀WITH฀
��฀�฀IN฀����	�฀4HE฀GEOGRAPHICAL฀DISTRIBUTION฀OF฀RELOCATION฀SITES฀FOR฀THESE฀INTENTIONS฀IS�฀
��฀�฀CENTRAL฀AND฀EAST฀%UROPEAN฀COUNTRIES�฀��฀�฀#HINA�฀��฀�฀WESTERN฀%5�฀�฀�฀)NDIA�฀
AND฀�฀�฀53!�

0ROGRESS฀IN฀INFORMATION฀AND฀TELECOMMUNICATIONS฀TECHNOLOGY฀AND฀DIMINISHING฀TRADE฀BAR

RIERS฀HAVE฀MADE฀IT฀POSSIBLE฀FOR฀A฀GROWING฀RANGE฀OF฀SERVICE฀PROVIDERS฀TO฀SEPARATE฀PRODUCTION฀
FROM฀THE฀SITE฀OF฀CONSUMPTION�฀5NTIL฀RECENTLY�฀MANY฀SERVICES฀FACED฀A฀TRADE
OFF฀BETWEEN฀BE

ING฀ LOCATED฀ WHERE฀ INPUTS฀ ARE฀ CHEAPER฀ AND฀ MAXIMISING฀ CLOSENESS฀ TO฀ THE฀ CUSTOMER฀ BASE�฀
(OWEVER�฀DUE฀TO฀TECHNOLOGICAL฀CHANGES�฀SERVICES฀MAY฀NOW฀TO฀A฀LARGER฀EXTENT฀FRAGMENT฀THE฀
PRODUCTION฀PROCESS�฀-OREOVER�฀GIVEN฀THE฀LABOUR฀INTENSITY฀OF฀MANY฀OF฀THE฀SERVICES฀SECTORS�฀
THEY฀ARE฀ LIKELY฀ TO฀BE฀ INCLINED฀TO฀ TAKE฀ADVANTAGE฀OF฀ THE฀GAINS฀OF฀ RELOCATING฀ TO฀ LOW
WAGE฀
COUNTRIES฀WHERE฀IT฀IS฀INCREASINGLY฀EASY฀TO฀lND RELATIVELY WELL
 TRAINED WORKERS� .OWADAYS�
SERVICES฀AS฀DIFFERENT฀AS฀ARCHITECTURE�฀ACCOUNTING�฀SOFTWARE฀PROGRAMMING฀AND฀RADIOLOGY฀CAN฀
BE฀PRODUCED฀WHERE฀INPUTS฀ARE฀CHEAPEST฀TO฀BE฀DELIVERED฀TO฀CLIENTS฀LOCATED฀ELSEWHERE�฀(ENCE�฀
INCREASINGLY฀A฀WIDER฀RANGE฀OF฀SECTORS฀AND฀OCCUPATIONS฀ARE฀NOW฀FACING฀DIRECT฀PRESSURE฀FROM฀
PRODUCERS฀ IN฀ LOW
WAGE�COSTS฀ LOCATIONS�฀ !CCORDING฀ TO฀ 5NCTAD�S฀ 7ORLD฀ )NVESTMENT฀ 2EPORT฀
�����	�฀@OFFSHORING฀REPRESENTS฀THE฀CUTTING฀EDGE฀OF฀THE฀GLOBAL฀SHIFT฀IN฀PRODUCTION฀ACTIVITY�฀
GIVING฀RISE฀TO฀A฀NEW฀INTERNATIONAL฀DIVISION฀OF฀LABOUR฀IN฀THE฀PRODUCTION฀OF฀SERVICES�฀AND฀IT฀IS฀
EXPECTED฀TO฀CONTINUE�
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2ECENT฀STUDIES฀HAVE฀EXAMINED฀THE฀PHENOMENON฀OF฀DELOCALISATION฀OF฀SERVICES฀MORE฀CLOSELY฀
�"HAGWATI฀ET฀AL��฀�����฀!MITI฀AND฀7EI�฀����	�฀4HIS฀TRADE
BASED฀EVIDENCE฀SHOWS฀THAT฀DELO

CALISATION฀IS฀STILL฀LARGELY฀CONCENTRATED฀IN฀MANUFACTURING�฀!MITI฀AND฀7EI฀�����	฀SHOW�฀USING฀
DATA฀ON฀INDUSTRY฀LEVEL฀OUTSOURCING฀INTENSITY฀RATIOS฀FOR฀THE฀53!฀AND฀THE฀5+�฀WHILE฀THE฀SHARE฀
OF฀SERVICE฀IMPORTS฀INCREASED฀ON฀AVERAGE฀FROM฀���฀�฀����฀�	฀IN฀����฀TO฀���฀�฀����฀�	฀IN฀����฀
IN฀THE฀5+฀�53!	�฀THE฀RATIO฀FOR฀MANUFACTURING฀OUTSOURCING฀IN฀����฀WAS฀��฀�฀IN฀THE฀5+฀AND฀
��฀�฀IN฀THE฀53!�฀-OREOVER฀THEY฀SHOW฀THAT฀WHILE฀MANUFACTURING฀OUTSOURCING฀IN฀THE฀5+฀
PEAKED฀IN฀�����฀IT฀HAS฀BEEN฀ON฀A฀DOWNWARD฀TREND฀SINCE฀THEN�฀)N฀THE฀53!฀IT฀HAS฀BEEN฀STEAD

ILY฀RISING฀BUT฀AT฀A฀SLOWER฀PACE฀THAN฀SERVICE฀OUTSOURCING�

!MITI฀AND฀7EI฀�����	฀�฀LOOKING฀MORE฀CLOSELY฀AT฀TRADE฀OF฀BUSINESS�฀COMPUTING฀AND฀INFOR

MATION฀SERVICES฀�฀FURTHER฀NOTE฀THAT฀@TRADE฀IN฀SERVICES�฀LIKE฀TRADE฀IN฀GOODS�฀IS฀A฀TWO
WAY฀
STREET�฀-OST฀COUNTRIES฀RECEIVE฀OUTSOURCING฀OF฀SERVICES฀FROM฀OTHER฀COUNTRIES฀AS฀WELL฀AS฀OUT

SOURCE฀TO฀OTHER฀COUNTRIES��฀4HEY฀lND EVIDENCE OF INCREASING EXPORTS OF SUCH SERVICES FROM
EMERGING฀ECONOMIES฀SUCH฀AS฀)NDIA฀AND฀#HINA�฀(OWEVER�฀BOTH฀COUNTRIES฀ARE฀ALSO฀THEM

SELVES฀SIGNIlCANT OUTSOURCERS �IMPORTERS	 OF BUSINESS SERVICES� WHICH REmECTS THE TWO
WAY
NATURE฀OF฀BUSINESS฀ SERVICES฀ TRADING�฀4HE฀MAIN฀ RECIPIENTS฀OF฀ CROSS
BORDER฀OUTSOURCING฀OF฀
BUSINESS฀AND฀COMPUTER฀SERVICES฀IN฀����฀WERE฀THE฀53!฀�53$฀��฀BILLION	�฀5+฀�53$฀��฀
BILLION	�฀'ERMANY฀�53$฀��฀BILLION	�฀&RANCE฀�53$฀��฀BILLION	฀AND฀THE฀.ETHERLANDS฀�53$฀
��฀BILLION	�฀)NDIA฀WAS฀RANKED฀IN฀SIXTH฀PLACE฀�53$฀����฀BILLION	฀AND฀#HINA฀��TH฀�53$฀��฀
BILLION	�฀4HE฀LARGEST฀SURPLUS฀COUNTRIES฀�฀I�E�฀COUNTRIES฀TO฀WHOM฀THE฀REST฀OF฀THE฀WORLD฀OUT

SOURCES฀MORE฀THAN฀THE฀REVERSE฀�฀OF฀COMBINED฀COMPUTING฀AND฀BUSINESS฀SERVICES฀WERE฀THE฀
5+�฀53!�฀(ONG฀+ONG�฀)NDIA฀AND฀3INGAPORE�฀!MONG฀THE฀-EMBER฀3TATES�฀&RANCE฀WAS฀ALSO฀
A฀SIGNIlCANT NET EXPORTER OF THESE SERVICES� WHILST 'ERMANY AND )TALY WERE SIGNIlCANT NET
IMPORTERS�

!LTHOUGH฀SERVICE฀DELOCALISATION฀TODAY฀SEEMS฀MINIMAL�฀THERE฀APPEARS฀TO฀BE฀A฀CLEAR฀POTEN

TIAL฀FOR฀CONTINUED฀RAPID฀EXPANSION�฀4HE฀GLOBAL฀SERVICES฀SECTOR฀ACCOUNTS฀FOR฀OVER฀��฀�฀OF฀
'$0฀IN฀ADVANCED฀ECONOMIES฀AND฀OVER฀��฀�฀OF฀'$0฀IN฀DEVELOPING฀COUNTRIES�฀(OWEVER�฀
ONLY฀ ��฀�฀ OF฀ SERVICES฀ ARE฀ CURRENTLY฀ TRADED�฀ WHICH฀ IS฀ LOW฀ COMPARED฀ WITH฀ OVER฀ ��฀�฀ OF฀
MANUFACTURED฀GOODS�฀-OREOVER�฀SERVICES฀ACCOUNTED฀FOR฀ONLY฀AROUND฀��฀�฀OF฀TOTAL฀GLOBAL฀
EXPORTS฀IN฀THE฀LATE฀����S�฀4HIS฀WOULD฀SUGGEST฀CONSIDERABLE฀ROOM฀FOR฀FURTHER฀EXPANSION฀OF฀
TRADE฀IN฀SERVICES�฀(OWEVER�฀AS฀THE฀MAJORITY฀OF฀SERVICES฀PROVISION฀REQUIRES฀FACE
TO
FACE฀CON

TACT฀AND�OR฀ IS฀DIFlCULT TO CODIFY� SUCH JOBS ARE NOT LIKELY TO BE SUBJECT TO INTERNATIONAL
OUTSOURCING฀IN฀THE฀FORESEEABLE฀FUTURE�฀0ROMINENT฀EXAMPLES฀ARE฀RETAILING�฀CATERING�฀RESTAU

RANTS฀AND฀HOTELS�฀PERSONAL฀CARE฀OR฀TOURISM�฀3ERVICES฀JOBS฀MAKING฀INTENSIVE฀USE฀OF฀)#4S฀OR฀
JOBS฀IN฀SECTORS฀THAT฀CAN฀BE฀TRADED�TRANSMITTED฀WITH฀THE฀HELP฀OF฀)#4S฀�)#4
ENABLED฀TRADE฀
IN฀SERVICES	฀ARE฀THE฀JOBS฀MOST฀AT฀RISK�฀4HIS฀ANALYSIS฀SUGGESTS฀THAT฀AROUND฀��฀�฀OF฀THE฀SHARE฀
OF฀TOTAL฀EMPLOYMENT฀IN฀SERVICES฀COULD฀POTENTIALLY฀BE฀AFFECTED฀BY฀INTERNATIONAL฀SOURCING฀OF฀
)4฀AND฀)#4
ENABLED฀SERVICES�

!LTHOUGH฀IT฀IS฀CLEAR฀THAT฀SERVICES฀WILL฀TYPICALLY฀HAVE฀A฀LOWER฀TRADABILITY฀AS฀COMPARED฀WITH฀
MANUFACTURING�฀ THE฀GROWING฀ RELEVANCE฀OF฀ SERVICES฀ ACTIVITIES฀ AROUND฀ THE฀GLOBE฀HAS฀BEEN฀
MIRRORED฀IN฀A฀SHIFT฀IN฀THE฀COMPOSITION฀OF฀GLOBAL฀&$)�฀WITH฀SERVICES฀NOW฀ACCOUNTING฀FOR฀A฀
GROWING฀PROPORTION฀OF฀INVESTMENT฀���	�฀"ETWEEN฀����฀AND฀����฀THE฀SHARE฀OF฀SERVICES฀IN฀THE฀

���	฀ 4HE฀LARGER฀SHARE฀OF฀THE฀mOWS OF &$) IN SERVICES RELATIVE TO MANUFACTURING CAN BE AT LEAST PARTIALLY EXPLAINED BY THE FACT
THAT฀MANY฀SERVICES฀SECTORS฀ARE฀STILL฀INTRINSICALLY฀NON
TRADABLE฀AND฀REQUIRE฀PHYSICAL฀PRESENCE฀OF฀THE฀lRMS IN THE MARKETS
THEY฀SUPPLY�฀4HIS฀SHOULD฀NOT฀NECESSARILY฀BE฀INTERPRETED฀AS฀DELOCALISATION฀OF฀ECONOMIC฀ACTIVITIES�
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WORLD฀&$)฀STOCK฀GREW฀FROM฀ONE฀QUARTER฀TO฀ALMOST฀A฀HALF�฀AND฀BY฀����฀HAD฀RISEN฀TO฀ABOUT฀
��฀��฀4HIS฀HAS฀ALSO฀BEEN฀THE฀CASE฀IN฀THE฀%5�฀ALMOST฀��฀�฀OF฀-EMBER฀3TATES�฀INWARD฀&$)฀
AND฀ALMOST฀��฀�฀OF฀ITS฀OUTWARD฀&$)฀IS฀RELATED฀TO฀SERVICES�฀)NDEED�฀SERVICES฀TRADE฀AND฀&$)฀
TEND฀ TO฀ BE฀ COMPLEMENTARY�฀ BECAUSE฀ ESTABLISHING฀ COMMERCIAL฀ PRESENCE฀ ABROAD฀ EVEN฀ FOR฀
GOODS฀MANUFACTURING฀ALSO฀OFTEN฀BRINGS฀ STRONGER฀ SERVICES฀ TRADE�฀ FOR฀EXAMPLE฀ IN฀ TERMS฀OF฀
TRANSPORT฀�E�G�฀SUPPLYING฀GOODS฀TO฀FOREIGN฀AFlLIATES	� AND COMMUNICATIONS �E�G� DATA TRANS

ACTIONS฀WITH฀FOREIGN฀AFlLIATES	�

/VERALL�฀ALTHOUGH฀IT฀IS฀DIFlCULT TO DOCUMENT THE PHENOMENON WITH HARD DATA� THE AVAILA

BLE฀EVIDENCE฀ON฀&$)�฀TRADE฀AND฀RESTRUCTURING฀SEEMS฀TO฀SUGGEST฀THAT฀THE฀PHENOMENON฀OF฀
DELOCALISATION฀IS฀CURRENTLY฀LIMITED฀IN฀SCOPE฀BUT฀GROWING�

4HE฀ GROWING฀ IMPORTANCE฀ OF฀ DEVELOPING฀ COUNTRIES฀ AND฀ IN฀ PARTICULAR฀ OF฀ LARGE฀ EMERGING฀
ECONOMIES฀LIKE฀)NDIA฀AND฀#HINA฀AS฀HOST฀SITES฀FOR฀RELOCATED฀ACTIVITIES฀IS฀UNDENIABLE�฀4HIS฀
TREND฀ SEEMS฀ LIKELY฀ TO฀ GATHER฀ FURTHER฀ STRENGTH฀ IN฀ THE฀ FUTURE�฀ $EVELOPING฀ AND฀ TRANSITION฀
ECONOMIES฀ APPEAR฀ TO฀ lGURE MORE PROMINENTLY IN MULTINATIONAL COMPANIES� INVESTMENT
PLANS�฀#HINA฀AND฀)NDIA฀LEAD฀THE฀RANKING฀OF฀THE฀MOST฀ATTRACTIVE฀OFFSHORING฀LOCATIONS฀IN฀THE฀
WORLD�
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���	฀ 4HIS฀SECTION฀DRAWS฀ON฀%UROPEAN฀#OMMISSION฀�����A฀AND฀����E	�฀3EE฀ALSO฀/%#$฀�����	฀AND฀5NCTAD฀�����	฀FOR฀A฀DISCUS

SION฀ON฀THE฀INTERNATIONALISATION฀OF฀2฀�฀$�
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���	฀ )N฀�����฀THE฀PHARMACEUTICAL฀INDUSTRY฀SPENT฀��฀�฀MORE฀ON฀2฀�฀$฀IN฀%UROPE฀THAN฀IN฀THE฀53!�฀)N฀�����฀THE฀SITUATION฀WAS฀
REVERSED฀WITH฀��฀�฀SPENT฀MORE฀IN฀THE฀53!�฀4HE฀CONSEQUENCE฀OF฀THIS฀TREND฀IS฀THAT฀%UROPE฀ACCOUNTED฀FOR฀ALMOST฀TWICE฀THE฀
NUMBER฀OF฀UNIQUE฀DRUG฀LAUNCHES฀BY฀THE฀53!฀DURING฀THE฀PERIOD฀����n���฀)N฀����n����฀THE฀PROPORTIONS฀WERE฀REVERSED�฀)T฀
IS฀PARTICULARLY฀DISQUIETING฀THAT฀EVEN฀%UROPEAN
HEADQUARTERED฀COMPANIES฀SHIFT฀THEIR฀2฀�฀$฀TO฀THE฀53!�฀4EN฀YEARS฀AGO�฀
��฀�฀OF฀THEIR฀RESEARCH฀IN฀%UROPE฀WAS฀DONE฀IN฀%UROPE�฀NOWADAYS฀IT฀IS฀ONLY฀��฀��฀"ETTER฀PRICING�฀MORE฀ATTRACTIVE฀PRODUCT
AP

PROVAL฀CLIMATE�฀AND฀GREATER฀AVAILABILITY฀OF฀HUMAN฀CAPITAL฀SEEM฀TO฀BE฀THE฀MAIN฀FACTORS฀BEHIND฀THE฀TREND�
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!฀KEY฀CONCERN฀ABOUT฀OUTSOURCING฀AND฀DELOCALISATION฀IS฀THE฀POSSIBILITY฀THAT฀IT฀MAY฀CAUSE฀
HOME฀COUNTRY฀EMPLOYMENT฀TO฀DECLINE�฀A฀TOPIC฀THAT฀WILL฀BE฀EXAMINED฀IN฀#HAPTER฀��฀4HE฀
STATISTICAL฀EVIDENCE฀REVIEWED฀IN฀THIS฀CHAPTER฀WOULD฀SUGGEST฀THAT฀THE฀SCOPE฀OF฀THE฀EFFECTS฀IN฀
QUESTION฀WILL฀BE฀SMALL�฀GIVEN฀THE฀CURRENTLY฀SMALL฀SCALE฀OF฀THE฀PHENOMENON฀RELATIVE฀TO฀THE฀
SIZE฀OF฀THE฀ECONOMY�฀.EVERTHELESS�฀THE฀MORE฀FORWARD
LOOKING฀SURVEY฀EVIDENCE฀SUGGESTS฀A฀
CONTINUING฀GROWTH฀IN฀FUTURE�฀&URTHERMORE�฀RELOCATION฀IS฀INCREASINGLY฀A฀FACT฀IN฀SERVICES฀AS฀
WELL�฀WHICH฀WILL฀ TOUCH฀TO฀A฀HIGHER฀DEGREE฀HIGH
SKILL฀ SERVICES�฀ INCLUDING฀2฀�฀$�฀THEREBY฀
AFFECTING฀ALL฀PARTS฀OF฀THE฀VALUE฀CHAIN�฀-OREOVER�฀THIS฀SECTION฀HAS฀ALSO฀DEMONSTRATED฀THAT฀
THE฀%5฀ECONOMY฀�฀WITH฀ITS฀SPECIALISATION฀AND฀COMPARATIVE฀ADVANTAGE฀IN฀MEDIUM
TECH฀
INDUSTRIES฀�฀IS฀VULNERABLE฀TO฀THE฀SHOCKS฀CREATED฀BY฀GLOBALISATION�฀"EFORE฀REVIEWING฀THE฀
EVIDENCE฀ON฀EFFECTS฀IN฀3ECTION฀��฀THE฀NEXT฀CHAPTER฀DISCUSSES฀THE฀DRIVERS฀BEHIND฀lRMS� DECI

SIONS฀TO฀�RE	LOCATE�฀4HIS฀WILL฀ALLOW฀A฀BETTER฀GRASP฀OF฀THE฀TRENDS฀IN฀THE฀%5�S฀COMPETITIVENESS฀
AND฀THE฀LIKELY฀BENElTS AND COSTS OF GLOBALISATION�
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��฀$RIVERS฀OF฀INDUSTRIAL฀LOCATION฀฀
AND฀%5฀COMPETITIVENESS

.EO
CLASSICAL฀TRADE฀THEORIES฀SUGGEST฀THAT฀A฀NATION�S฀CHARACTERISTICS�฀SUCH฀AS฀THE฀AVAILABILITY฀
OF฀ LOW
COST฀ INPUTS฀ INCLUDING฀ LABOUR฀AND฀NATURAL฀ RESOURCES�฀DETERMINE฀ THE฀ TYPES฀OF฀ECO

NOMIC฀ACTIVITY฀IN฀WHICH฀THEY฀SPECIALISE�฀/N฀THIS฀BASIS�฀COUNTRIES฀SPECIALISE฀ACCORDING฀TO฀
COMPARATIVE฀ADVANTAGE�฀7ITH฀FALLING฀TRADE฀BARRIERS�฀SUCH฀THEORIES฀ARE฀USEFUL฀IN฀EXPLAINING฀
WHY฀lRMS INCREASINGLY SHIFT ECONOMIC ACTIVITIES TO NATIONS ENDOWED WITH ABUNDANT CHEAP
LABOUR�฀(OWEVER�฀THESE฀THEORIES฀FAIL฀TO฀ADEQUATELY฀EXPLAIN฀THE฀BULK฀OF฀TRADE฀BETWEEN฀AD

VANCED฀COUNTRIES�฀4RADE฀OF฀THIS฀NATURE฀IS฀OFTEN฀IN฀SIMILAR฀GOODS฀OR฀WITHIN฀THE฀SAME฀lRM OR
INDUSTRY�฀-ANY฀lRMS DO NOT SELECT LOW
COST LOCATIONS FOR ALL OF THEIR ACTIVITIES� 4HEY RATHER
SEEK฀TO฀EXPLOIT฀OTHER฀LOCATION฀ADVANTAGES�฀COMBINING฀THEM฀WITH฀THEIR฀OWN฀lRM
SPECIlC
ADVANTAGES�฀ -OREOVER�฀ PRODUCTION฀ OFTEN฀ CONCENTRATES฀ IN฀ RELATIVELY฀ FEW฀ INDUSTRIAL฀ LOCA

TIONS�฀lRMS IN RELATED INDUSTRIES MAY CO
LOCATE AND THESE PATTERNS MAY PERSIST OVER TIME�
!CCORDINGLY�฀ lRMS OFTEN LOCATE CLOSE TO SIMILAR lRMS TO ENJOY KNOWLEDGE SPILLOVERS� TO
HAVE฀ACCESS฀TO฀A฀SPECIALISED�฀SKILLED฀LABOUR฀FORCE฀AND฀TO฀BENElT FROM SPECIALIST SUPPLIERS�
4HE฀IMPLICATIONS฀OF฀GLOBALISATION฀FOR฀lRMS IN THESE INDUSTRIES MAY BE TO CONSOLIDATE ACTIV

ITY฀IN฀RELATIVELY฀HIGH
COST฀LOCATIONS�฀!S฀CLUSTERS฀OF฀lRMS CAN GENERATE INCREASING RETURNS TO
SCALE฀�฀I�E�฀THE฀BIGGER฀THE฀CLUSTER�฀THE฀BIGGER฀THE฀BENElTS FROM BEING A PART OF IT � EARLY
DECISIONS฀OF฀lRMS AND GOVERNMENTS CAN HAVE LONG
LASTING IMPLICATIONS� AND GAINS FROM
CLUSTERS฀CAN฀BE฀CUMULATIVE�

4HIS฀CHAPTER฀REVIEWS฀THE฀FACTORS฀THAT฀DRIVE฀lRMS� LOCATION DECISIONS �3ECTIONS ��� AND ���	
AND฀PRESENTS฀HOW฀THE฀%5฀SCORES฀ON฀THESE฀FACTORS฀�3ECTION฀���	�฀4HIS฀ALLOWS฀A฀BETTER฀UNDER

STANDING฀OF฀THE฀UNDERLYING฀PROCESSES฀OF฀A฀lRM�S AND NATION�S COMPETITIVENESS�

���	฀ 3EE�฀FOR฀EXAMPLE�฀7ORLD฀%CONOMIC฀&ORUM฀�����	�
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&IRMS฀MAY฀HAVE฀SEVERAL฀MOTIVES฀�฀OFTEN฀INTERTWINED฀�฀TO฀SHIFT฀PRODUCTION฀OPERATIONS฀FROM฀
HOME฀TO฀OVERSEAS฀LOCATIONS�฀)N฀GENERAL�฀THREE฀MAJOR฀MOTIVES฀ARE฀IDENTIlED IN THE LITERATURE�
INCREASE฀ EFlCIENCY� ACQUIRE STRATEGIC ASSETS� SEEK AND IMPROVE ACCESS TO MARKETS ���	�฀฀
)N฀ADDITION�฀THE฀POLICY฀ENVIRONMENT฀IS฀ANOTHER฀IMPORTANT฀FACTOR�

s฀"Y฀LOCATING฀THE฀DIFFERENT฀STAGES฀OF฀THE฀VERTICAL฀PRODUCTION฀CHAIN฀IN฀DIFFERENT฀COUNTRIES�฀
SOME฀lRMS SEEK฀TO฀INCREASE฀EFlCIENCY฀BY฀OPTIMISING฀THE฀USE฀OF฀RESOURCES฀IN฀EACH฀STAGE฀
OF฀THE฀PRODUCTION฀PROCESS฀ACCORDING฀TO฀THE฀HOST฀COUNTRY฀CHARACTERISTICS�฀)N฀GENERAL�฀THE฀
FOCUS฀OF฀lRMS IS ON THE WORLD MARKET� NOT THE LOCAL MARKET� LEADING TO EXPORTS FROM THE
FOREIGN฀LOCATION฀TO฀THE฀WORLD฀MARKET฀OR฀BACK฀TO฀OTHER฀PARTS฀OF฀THE฀VALUE฀CHAIN฀WITHIN฀THE฀
lRM� 4HE LOCATION FACTORS DRIVING THIS TYPE OF lRM STRATEGY ARE THE AVAILABILITY� QUALITY
AND฀PRICES฀OF฀FACTORS฀OF฀PRODUCTION�฀EITHER฀IN฀THE฀FORM฀OF฀RAW฀MATERIALS�฀PHYSICAL฀CAPITAL�฀
SKILLED฀OR฀UNSKILLED฀LABOUR฀OR฀INTERMEDIATE฀INPUTS�

s฀-ORE฀RECENTLY�฀ THE฀GROWING฀ INTERNATIONALISATION฀OF฀2฀�฀$฀ACTIVITIES฀BY฀MULTINATIONAL฀
COMPANIES฀HAS฀DIRECTED฀THE฀ATTENTION฀TOWARDS฀CONSIDERING฀THE฀ACQUISITION฀OF฀STRATEGIC฀
ASSETS฀AS฀A฀MOTIVE฀FOR฀DELOCALISATION฀�PARTICULARLY฀THROUGH฀&$)฀IN฀2฀�฀$	�฀&IRMS฀AIM฀TO฀
IMPROVE฀THEIR฀EXISTING฀ASSETS�฀ACQUIRING฀�AND฀INTERNALISING	฀ASSETS฀OR฀CREATING฀COMPLETE

LY฀NEW฀TECHNOLOGICAL฀ASSETS฀BY฀LOCATING฀2฀�฀$฀FACILITIES฀ABROAD�฀,OCATION฀DECISIONS฀ARE฀
BASED฀NOT฀ONLY฀ON฀THE฀TECHNOLOGICAL฀INFRASTRUCTURE฀OF฀THE฀HOST฀COUNTRY�฀BUT฀ALSO฀ON฀THE฀

���	฀ &OR฀A฀DETAILED฀DISCUSSION฀OF฀VARIOUS฀ASPECTS฀OF฀COMPETITIVENESS�฀SEE฀%#"฀�����	�
���	฀ 4HIS฀IS฀THE฀DElNITION USED IN THE #OMMISSION�S ANNUAL %UROPEAN฀#OMPETITIVENESS฀2EPORT�
���	฀ #AVES฀�����	฀AND฀$UNNING฀�����	�฀!LSO฀INCLUDED฀IS฀THE฀RISK฀REDUCTION฀STRATEGY�฀CORRELATED฀WITH฀DIVERSIFYING฀&$)�฀-OST฀

STUDIES฀lND LITTLE SUPPORT FOR THE IMPORTANCE OF THIS TYPE OF &$)�
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PRESENCE฀OF฀OTHER฀lRMS AND INSTITUTIONS� WHICH MAY CREATE POSITIVE EXTERNALITIES FOR THE
INVESTING฀lRMS� 4HESE EXTERNALITIES MAY RESULT FROM SPILLOVERS OF INFORMATION FROM OTHER
2฀�฀$฀UNITS�฀ACCESS฀TO฀TRAINED฀PERSONNEL฀AND฀LINKS฀WITH฀UNIVERSITIES฀OR฀GOVERNMENT฀IN

STITUTIONS�

s฀-ARKET
SEEKING฀MOTIVES฀FOR฀&$)฀ARE฀A฀MAJOR฀MOTIVE฀FOR฀&$)฀DECISIONS฀IN฀GENERAL�฀4HE฀
DECISION฀TO฀LOCATE฀PRODUCTION฀ABROAD฀IN฀THIS฀CASE฀IS฀DRIVEN฀BY฀FACTORS฀SUCH฀AS฀THE฀CURRENT฀
AND฀FUTURE฀SIZE฀OF฀THE฀HOST฀MARKET฀�DEMOGRAPHIC฀AND฀IN฀TERMS฀OF฀INCOME฀PER฀CAPITA	�฀THE฀
DISTANCE฀BETWEEN฀THE฀HOME฀AND฀THE฀HOST฀MARKET฀AS฀WELL฀AS฀THE฀ACCESS฀TO฀OTHER฀MARKETS฀
FROM฀THE฀CHOSEN฀LOCATION�฀4HESE฀TYPES฀OF฀INVESTMENTS฀ARE฀NOT฀SEEN฀AS฀BEING฀TAKEN฀AS฀A฀
RESULT฀OF฀DIRECT฀COMPETITION฀WITH฀THE฀HOME฀MARKET�฀AND฀AS฀SUCH฀DO฀NOT฀DRAW฀MUCH฀AT

TENTION฀IN฀THE฀DISCUSSIONS฀ABOUT฀DELOCALISATION฀���	�

s฀&INALLY�฀THE฀BROAD฀POLICY฀ENVIRONMENT฀MAY฀TO฀SOME฀EXTENT฀AFFECT฀ALL฀TYPES฀OF฀LOCATION฀DECI

SIONS�฀4RANSPARENT฀&$)฀REGULATION฀ENSURING฀PROPER฀INVESTMENT฀PROTECTION�฀PRODUCT฀AND฀LA

BOUR฀MARKET฀REGULATION�฀AS฀WELL฀AS฀THE฀AVAILABILITY฀OF฀INFRASTRUCTURE฀ARE฀IMPORTANT฀ELEMENTS฀
IN฀THE฀ATTRACTIVENESS฀OF฀LOCATIONS฀���	�฀-ANY฀GOVERNMENTS฀HAVE฀GONE฀EVEN฀FURTHER฀BY฀PRO

VIDING฀SPECIAL฀INCENTIVE฀SCHEMES�฀SUCH฀AS฀TAX฀BREAKS฀AND฀OTHER฀lNANCIAL INCENTIVES� 7HILE
ON฀BALANCE฀RESEARCH฀SHOWS฀THAT฀THE฀DISTRIBUTION฀OF฀&$)฀ACROSS฀COUNTRIES฀IS฀MORE฀DETERMINED฀
BY฀ECONOMIC฀ FUNDAMENTALS฀ AND฀ THE฀BROAD฀POLICY฀ENVIRONMENT฀AFFECTING฀ALL฀lRMS ALIKE�
POLICIES฀SPECIlCALLY TARGETING &$) CAN STILL AFFECT THE LOCATION CHOICE OF MULTINATIONAL COM

PANIES฀WHEN฀UNDERLYING฀ECONOMIC฀FUNDAMENTALS฀ARE฀SIMILAR฀ACROSS฀COUNTRIES฀���	�฀&OR฀EX

AMPLE�฀EMPIRICAL฀STUDIES฀SHOW฀MIXED฀EVIDENCE฀ON฀THE฀EFFECT฀OF฀TAX฀RATES฀ON฀&$)�฀RANGING฀
FROM฀SIGNIlCANTLY POSITIVE TO SIGNIlCANTLY NEGATIVE ���	�฀$EVEREUX฀AND฀'RIFlTH �����	 DEM

ONSTRATE฀THAT฀EFFECTIVE฀TAX฀RATES฀DO฀NOT฀PLAY฀A฀ROLE฀IN฀THE฀CHOICE฀WHETHER฀TO฀ENGAGE฀IN฀&$)�฀
BUT฀ONCE฀THE฀lRM HAS DECIDED TO INVEST ABROAD� THE EXACT CHOICE OF LOCATION MAY BE INmU

ENCED฀BY฀DIFFERENCES฀IN฀EFFECTIVE฀TAX฀RATES�฀.EVERTHELESS�฀IN฀TERMS฀OF฀ECONOMIC฀SIGNIlCANCE�
$EVEREUX฀AND฀'RIFlTH UNDERLINE THAT AGGLOMERATION EFFECTS ARE IMPORTANT DETERMINANTS OF
LOCATION฀CHOICES฀AND฀THAT฀POLICY
RELATED฀INCENTIVES฀NEED฀TO฀BE฀VERY฀LARGE฀TO฀OVERCOME฀THOSE฀
AGGLOMERATION฀EFFECTS�

"USINESS฀SURVEY฀RESULTS฀COMPLEMENT฀ECONOMIC฀THEORIES฀AND฀ECONOMETRIC฀STUDIES฀THAT฀TRY฀
TO฀PREDICT฀THE฀LOCATION฀AND฀INVESTMENT฀DECISIONS฀OF฀lRMS� AND ECONOMETRIC STUDIES SEEKING
TO฀EXPLAIN฀PAST฀DECISIONS�฀2ECENT฀SURVEYS฀POINT฀TO฀A฀RANGE฀OF฀ FACTORS฀THAT฀PLAY฀A฀ROLE฀IN฀
ACTUAL฀LOCATION฀DECISIONS฀IN฀GENERAL�

���	฀ 4HIS฀TYPE฀OF฀&$)฀MAY฀NEVERTHELESS฀IMPLY฀DELOCALISATION฀OF฀ACTIVITY฀AS฀FAR฀AS฀IT฀SUBSTITUTES฀FOR฀DIRECT฀EXPORTS฀FROM฀THE฀HOME฀
COUNTRY฀THAT฀WOULD฀TAKE฀PLACE฀IF฀THE฀DECISION฀TO฀LOCATE฀ABROAD฀HAD฀NOT฀BEEN฀MADE�

���	฀ !LESINA฀ET฀AL�฀�����	�
���	฀ "LOMSTR�M฀AND฀+OKKO฀�����	�
���	฀ (OWEVER�฀DE฀-OOIJ฀AND฀%DERVEEN฀�����	฀lND THAT THE MEDIAN VALUE OF THE TAX ELASTICITY OF &$) IS AROUND n ���� INDICATING

THAT฀A฀�฀PERCENTAGE฀POINT฀REDUCTION฀IN฀THE฀HOST
COUNTRY฀TAX฀RATE฀WILL฀RAISE฀&$)฀mOWS TOWARDS THAT COUNTRY BY ��� ��
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s฀!CCESS฀TO฀MARKET�฀4HE฀LARGER฀THE฀HOST฀MARKET�฀THE฀GREATER฀THE฀LIKELIHOOD฀THAT฀MULTI

NATIONAL฀lRMS WILL BE ABLE TO RECOUP THE lXED COST OF THEIR FOREIGN PLANTS� !CCESS TO
THE฀SINGLE฀MARKET฀IS฀OFTEN฀QUOTED฀AS฀THE฀MOST฀DETERMINING฀FACTOR฀FOR฀BUSINESSES฀LOCAT

ING฀ IN฀THE฀%5�฀&OR฀ INSTANCE�฀ THE฀����฀%UROPEAN฀!TTRACTIVENESS฀3URVEY฀BY฀%RNST฀�฀
9OUNG฀�฀THE฀INTERNATIONAL฀ACCOUNTING฀AND฀CONSULTANCY฀lRM � IDENTIlES THE DEVEL

OPMENT฀OF฀AN฀EXISTING฀MARKET฀POSITION฀OR฀THE฀SEARCH฀FOR฀NEW฀MARKETS฀AS฀THE฀MAIN฀LOCA

TION฀DRIVER฀FOR฀INVESTMENT฀IN฀%UROPE�฀)NTERESTING฀TO฀NOTE฀IS฀THAT฀COST
SAVING฀OBJECTIVES�฀
WHICH฀ARE฀MOST฀CLOSELY฀ASSOCIATED฀WITH฀DELOCALISATION�฀ARE฀ONLY฀MENTIONED฀ IN฀ THIRD฀
PLACE฀���	�

s฀(IGHLY฀SKILLED฀AND฀PRODUCTIVE฀LABOUR฀FORCE�฀4HE฀)NVEST฀IN฀&RANCE฀!GENCY฀���	฀FOUND฀A฀
HIGHLY฀SKILLED฀AND฀PRODUCTIVE฀LABOUR฀FORCE฀TO฀BE฀ONE฀OF฀THE฀MAIN฀REASONS฀FOR฀INTERNA

TIONAL฀BUSINESS฀GRAVITATING฀TO฀&RANCE�฀!4฀+EARNEY฀�฀THE฀MANAGEMENT฀CONSULTANCY฀lRM
�฀FOUND฀THAT฀EDUCATION฀AND฀SKILLS฀WERE฀THE฀PRIMARY฀REASONS฀WHY฀COMPANIES฀CHOSE฀TO฀
REMAIN฀ONSHORE฀���	�

s฀2EGULATORY฀REGIME�฀4HE฀!4฀+EARNEY฀SURVEY฀ALSO฀FOUND฀THAT฀��฀�฀OF฀GLOBAL฀INVESTORS฀
IDENTIlED GOVERNMENT REGULATION AS THE MOST CRITICAL RISK TO CORPORATE OPERATIONS� 2EGU

LATION฀AND฀BUREAUCRACY฀CAME฀TOP฀OF฀THE฀LIST฀OF฀CONCERNS฀ABOUT฀&$)฀IN฀#HINA฀AND฀)NDIA฀
RESPECTIVELY�

s฀4AX฀ REGIME�฀ !฀ RECENT฀ STUDY฀ BY฀ THE฀ &EDERATION฀ OF฀ 'ERMAN฀ )NDUSTRY฀ �"$)	฀���	฀ HIGH

LIGHTED฀THE฀IMPACT฀ON฀DECISION
MAKING฀OF฀THE฀PERCEIVED฀BURDEN฀CREATED฀BY฀THE฀COMPLEX

ITY฀OF฀THE฀'ERMAN฀TAX฀SYSTEM�฀!T฀THE฀SAME฀TIME�฀EVIDENCE฀FROM฀EMPIRICAL฀STUDIES฀ON฀THE฀
EFFECT฀OF฀ TAX฀RATES฀ON฀&$)฀ IS฀ LESS฀ ROBUST�฀ RANGING฀ FROM฀SIGNIlCANTLY POSITIVE TO SIGNIl

CANTLY฀NEGATIVE�

4HE฀ LOCATION฀ FACTORS฀ BEHIND฀ RELOCATION฀ ARE฀ TYPICALLY฀ ASSOCIATED฀ WITH฀ COST฀ FACTORS�฀ 4HE฀
%RNST฀�฀9OUNG฀SURVEY฀REPORTS฀COST฀MOTIVATIONS฀AS฀THE฀PREDOMINANT฀MOTIVE฀FOR฀RELOCATION฀
���฀�	�฀(OWEVER�฀A฀SURVEY฀OF฀EXECUTIVES฀IN฀%UROPE฀AND฀THE฀53!฀REPORTED฀THAT฀LOWER฀LA

BOUR฀COSTS฀FROM฀OFFSHORING฀DID฀NOT฀TRANSLATE฀INTO฀BIG฀SAVINGS�฀WITH฀NEARLY฀��฀�฀OF฀THE฀lRMS
SEEING฀SAVINGS฀OF฀LESS฀THAN฀��฀�฀���	�

#OSTS฀DIFFERENTIALS฀ARE฀NOT฀THE฀ONLY฀REASON฀BEHIND฀OFFSHORING�฀4HE฀%RNST฀�฀9OUNG฀SURVEY฀
REPORTED฀THAT�฀NEXT฀TO฀COST฀SAVINGS�฀TAPPING฀INTO฀MARKETS฀IS฀REPORTED฀IN฀��฀�฀OF฀THE฀CASES฀
AS฀RATIONALE฀FOR฀RELOCATING฀ACTIVITIES฀AND฀INCREASING฀MARKET฀SHARES฀IN฀��฀��฀INDICATING฀THE฀
INTERTWINING฀OF฀COST฀AND฀MARKET฀RELATED฀MOTIVES�฀EVEN฀FOR฀DELOCALISATION฀DECISIONS�฀!฀lRM
CAN฀ALSO฀OFFSHORE฀IN฀ORDER฀TO฀BE฀CLOSER฀TO฀A฀MARKET฀IN฀SEARCH฀OF฀ECONOMIES฀OF฀SCALE฀OR฀TO฀
ACCESS฀CERTAIN฀SKILLS�฀&OR฀EXAMPLE�฀LANGUAGE฀SKILLS฀ARE฀ESSENTIAL฀FOR฀CALL฀CENTRES�฀!S฀5NCTAD฀

���	฀ %RNST฀�฀9OUNG฀�����	�฀!LSO฀THE฀ECONOMETRIC฀LITERATURE฀HAS฀THUS฀FAR฀FOUND฀NO฀STRONG฀EVIDENCE฀ON฀THE฀EFFECTS฀OF฀LABOUR฀
COSTS฀ON฀&$)�฀UNLESS฀DIFFERENCES฀ARE฀SUFlCIENTLY BIG�

���	฀ )NVEST฀IN฀&RANCE฀!GENCY฀�����	�
���	฀ !4฀+EARNEY฀�����	�
���	฀ "$)฀�����	�
���	฀ #&/%UROPE�COM�฀@/FFSHORING฀BY฀THE฀NUMBERS��฀*UNE฀�����
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�����	฀AND฀!MITI฀AND฀7EI฀�����	฀REPORT�฀A฀SIGNIlCANT NUMBER OF &$) OFFSHORE PROJECTS GO
TO฀DEVELOPED฀COUNTRIES�฀SUGGESTING฀THAT฀LOW฀LABOUR฀COSTS฀ARE฀NOT฀THE฀ONLY฀REASON฀TO฀OFF

SHORE�฀!LONG฀THE฀SAME฀LINE�฀THE฀EVIDENCE฀PRESENTED฀ABOVE฀POINTS฀OUT฀THAT฀ONLY฀ONE฀lFTH OF
&$)฀GOES฀TO฀INDUSTRIES฀WHERE฀LOW฀LABOUR฀COSTS฀ARE฀A฀KEY฀FACTOR฀AND฀THE฀SHARE฀OF฀UNSKILLED฀
LABOUR฀IS฀HIGH�

%MPIRICAL฀STUDIES฀lND THAT� ALTHOUGH MOST 2 � $ DONE ABROAD IS STILL MAINLY FOR DEVELOP

MENT฀AND฀ADAPTING฀OF฀PRODUCTS฀TO฀LOCAL฀MARKETS�฀THE฀ACQUISITION฀OF฀NEW฀TECHNOLOGIES฀IS฀
BECOMING฀AN฀IMPORTANT฀MOTIVATION�฀.EVERTHELESS�฀BOTH฀DEMAND฀�CLOSE฀TO฀SUPPLY฀MARKETS	฀
AND฀SUPPLY฀RELATED฀�ACCESS฀TO฀3฀�฀4฀RESOURCES	฀MOTIVES฀ARE฀HEAVILY฀INTERTWINED฀MOTIVES฀FOR฀
LOCATING฀2฀�฀$฀ACTIVITIES฀ABROAD฀���	�฀!GGLOMERATION฀EFFECTS฀SEEM฀ALSO฀TO฀BE฀PARTICULARLY฀
IMPORTANT฀IN฀TECHNOLOGY฀INTENSIVE฀SECTORS฀���	�

!฀RECENT฀$UTCH฀STUDY฀ON฀2฀�฀$฀LOCATION฀FACTORS฀CONlRMS THAT THE AVAILABILITY OF QUALIlED
PERSONNEL฀IS฀THE฀MOST฀IMPORTANT฀LOCATION฀FACTOR฀FOR฀MULTINATIONAL฀COMPANIES฀IN฀THE฀.ETH

ERLANDS�฀4HE฀SURVEY฀ALSO฀SHOWS฀THAT฀WORLD
CLASS฀QUALITY฀OF฀RESEARCH฀INSTITUTES฀AND฀UNIVERSI

TIES฀AND฀OPPORTUNITIES฀ FOR฀PUBLICnPRIVATE฀PARTNERSHIPS฀HAVE฀BECOME฀MAJOR฀ LOCATION฀ FAC

TORS฀���	�

(AVING฀INVESTIGATED฀THE฀CRITICAL฀FACTORS฀THAT฀SHAPE฀lRMS�฀DECISIONS฀TO฀LOCATE฀INVESTMENT�฀
WE฀NOW฀MOVE฀TO฀EXAMINING฀THE฀ATTRACTIVENESS฀OF฀COUNTRIES฀FOR฀INVESTMENT฀DECISIONS�฀"E

FORE฀ASSESSING฀THE฀%5�S฀ATTRACTIVENESS฀IN฀3ECTION฀������฀3ECTION฀�����฀lRST BRIEmY DISCUSSES
HOW฀LOCATIONS฀CAN฀BE฀DISTINGUISHED฀BY฀THEIR฀COMPETITIVENESS฀CHARACTERISTICS�

#ONVENTIONAL฀TRADE฀THEORY฀RECOGNISES฀THAT฀COUNTRIES฀CAN฀BE฀DISTINGUISHED฀ON฀THE฀BASIS฀OF฀
FACTOR฀ ENDOWMENTS�฀ )N฀ RECENT฀ YEARS�฀ ECONOMISTS฀ AND฀ POLICY
MAKERS฀ HAVE฀ REALISED฀ THAT฀
THESE฀ENDOWMENTS฀GO฀BEYOND฀CAPITAL฀AND฀LABOUR�฀#OUNTRIES฀POSSESS฀OTHER฀IMPORTANT฀CHAR

ACTERISTICS฀THAT฀DETERMINE฀THEIR฀ATTRACTIVENESS฀AS฀PLACES฀TO฀ LOCATE฀ENTERPRISE฀VENTURES฀TO฀
PRODUCE฀AND฀TRADE฀���	�

.ATIONS�฀ OF฀ COURSE�฀ COMPETE฀ FOR฀ THESE฀ MOBILE฀ FACTORS฀ THROUGH฀ A฀ VARIETY฀ OF฀ INSTRUMENTS฀
RANGING฀FROM฀TAX฀AND฀SUBSIDY฀FAVOURS฀TO฀IMPROVING฀THE฀REGULATORY฀AND฀ADMINISTRATIVE฀EN


���	฀ 3EE฀%UROPEAN฀#OMMISSION฀�����A	฀FOR฀AN฀OVERVIEW�
���	฀ 4HIS฀MEANS฀THAT฀REGIONS฀WITH฀A฀RELATIVELY฀HIGHER฀EXISTING฀STOCK฀OF฀&$)฀ARE฀MORE฀LIKELY฀TO฀ATTRACT฀FURTHER฀INVESTMENTS�฀AFTER฀

CONTROLLING฀FOR฀OTHER฀LOCATION
SPECIlC CHARACTERISTICS� 3EE� FOR EXAMPLE� (EAD AND -AYER �����	�
���	฀ -INISTRY฀OF฀%CONOMIC฀!FFAIRS�฀THE฀.ETHERLANDS฀�����	�
���	฀ 3EE฀%UROPEAN฀#OMMISSION฀�����F	�
���	฀ 4HE฀PROPOSITION฀THAT฀FACTOR฀ENDOWMENTS฀AND฀COMPARATIVE฀ADVANTAGE฀CAN฀BE฀ENDOGENOUS฀WAS฀RAISED฀IN฀THE฀CONTEXT฀OF฀

EXPLAINING฀TRADE฀BETWEEN฀SIMILAR฀COUNTRIES฀INVOLVING฀SIMILAR฀INDUSTRIES�฀THAT฀IS�฀INTRA
INDUSTRY฀TRADE�฀3IEBERT฀HAS฀STRESSED฀
THAT฀INCREASED฀INTERNATIONAL฀MOBILITY฀OF฀CAPITAL�฀SKILLED฀LABOUR฀AND฀TECHNOLOGY฀WILL฀INEVITABLY฀INmUENCE THE PRODUCTIVITY
OF฀THE฀IMMOBILE฀FACTORS฀�฀LAND฀AND฀LESS฀SKILLED฀LABOUR฀�3IEBERT�฀����	�
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VIRONMENT฀AND฀SECURING฀LEGAL฀CERTAINTY�฀TO฀PROVIDING฀THE฀NECESSARY฀INFRASTRUCTURE�฀TO฀EN

SURING฀THAT฀THE฀SUPPLY฀OF฀SKILLED฀EMPLOYEES฀IS฀ADEQUATE฀AND฀TO฀PROVIDING฀AN฀ENVIRONMENT฀
SUPPORTIVE฀OF฀RESEARCH฀AND฀INNOVATION฀���	�฀/THER฀BROADER฀COMPETITIVE฀ELEMENTS฀THAT฀ARE฀
NOT฀SPECIlC TO lRMS CONSIST OF THE RANGE OF CULTURAL AMENITIES AND LIFESTYLE QUALITIES THAT
THE฀LOCATION฀OFFERS฀THROUGH�฀FOR฀EXAMPLE�฀THE฀PROVISION฀OF฀PUBLIC฀GOODS�

���	฀ &OR฀A฀DISCUSSION฀OF฀THESE฀AND฀RELATED฀ISSUES�฀SEE฀%#"฀�����	�

23a4227a4445avzvaGP0kpff"""76 4/27/4228"""39<78<38



4AXATION฀CAN฀BE฀AN฀IMPORTANT฀FACTOR฀IN฀DETERMINING฀THE฀COMPETITIVENESS฀OF฀LOCATIONS�฀
)NTER
STATE฀TAX฀COMPETITION฀FOR฀ATTRACTING฀NEW฀INVESTMENT฀IS฀QUITE฀INTENSE฀IN฀THE฀53!฀
AND฀UNDOUBTEDLY฀ELSEWHERE฀ INCLUDING฀WITHIN฀THE฀%5
���฀,IBERALISATION฀OF฀CAPITAL฀AC

COUNT฀ TRANSACTIONS฀ AND฀ THE฀ INCREASE฀ IN฀ &$)฀ mOWS IN RECENT YEARS SUGGESTS THAT TAX
CONSIDERATIONS฀CAN฀BE฀INSTRUMENTAL฀IN฀DIRECTING฀DIRECT฀INVESTMENT฀TOWARDS฀PARTICULAR฀
LOCATIONS฀���	�

4HE฀INFORMATION฀TYPICALLY฀USED฀TO฀ASSESS฀THE฀ATTRACTIVENESS฀OF฀COUNTRIES฀NEEDS฀TO฀BE฀INTER

PRETED฀CAREFULLY�฀/FTEN�฀THE฀MATERIAL฀MAY฀BE฀QUALITATIVE฀REmECTING SURVEY OPINIONS� OR THE
DATA฀MAY฀NOT฀BE฀COMPARABLE฀ACROSS฀UNITS฀OF฀OBSERVATION฀OR฀EVEN฀THE฀METHODOLOGY฀USED฀TO฀
COMPILE฀THE฀DATA฀MAY฀BE฀DIFFERENT�฀.EVERTHELESS�฀AND฀SUBJECT฀TO฀THESE฀QUALIlCATIONS� THE
%#"฀lNDS THAT THE EURO AREA IS ON AVERAGE A LESS FAVOURED LOCATION THAN ITS COMPETITORS�
ESPECIALLY฀COMPARED฀WITH฀THE฀53!฀���	�฀4HE฀BUSINESS฀COMPETITIVENESS฀INDEX฀OF฀THE฀7ORLD฀
%CONOMIC฀&ORUM�S฀ANNUAL฀REPORT฀ON฀COMPETITIVENESS฀NEVERTHELESS฀PLACES฀SEVERAL฀%5฀-EM

BER฀3TATES฀IN฀HIGH฀POSITIONS฀���	�

!S฀DISCUSSED฀PREVIOUSLY�฀THE฀KEY฀FACTORS฀THAT฀DETERMINE฀THE฀OVERALL฀LOCATION฀ATTRACTIVENESS฀
FOR฀BUSINESS฀ARE�฀MARKET฀ACCESS�฀HUMAN฀RESOURCES�฀RESEARCH฀AND฀INNOVATION�฀COSTS฀AND฀THE฀
QUALITY฀OF฀ THE฀ADMINISTRATIVE฀ENVIRONMENT฀AS฀WELL฀AS�฀MORE฀CONTROVERSIALLY�฀ THE฀ LEVEL฀OF฀
TAXATION�฀(OW฀WELL฀DOES฀THE฀%5฀SCORE฀ON฀THESE฀SPECIlC LOCATION FACTORS�

���	฀ 3EE�฀FOR฀EXAMPLE�฀DE฀-OOIJ฀AND฀%DERVEEN฀�����	฀ON฀THE฀ESTIMATES฀OF฀THE฀RELEVANT฀ELASTICITY�
���	฀ 3EE฀%#"฀�����	�
���	฀ 3EE฀7ORLD฀%CONOMIC฀&ORUM฀�����	฀AND฀ALSO฀4ABLE฀��
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4HE฀EVIDENCE฀ON฀THE฀ATTRACTIVENESS฀OF฀THE฀%5฀FOR฀INVESTMENT฀PRESENTED฀IN฀THE฀BOX฀DOES฀
NOT฀PROVIDE฀REASONS฀FOR฀OPTIMISM�฀)N฀THIS฀RESPECT�฀AND฀AS฀PRELUDE฀TO฀THE฀POLICY฀DISCUSSION฀
IN฀#HAPTER฀��฀ THE฀VIEWS฀OF฀WHAT฀�POTENTIAL	฀ INVESTORS฀ SEE฀AS฀ IMPORTANT฀POLICY฀AREAS฀ FOR฀
IMPROVING฀THE฀%5�S฀ATTRACTIVENESS฀MAY฀BE฀OF฀INTEREST�฀)N฀THE฀%RNST฀�฀9OUNG฀SURVEY฀MEN

TIONED฀ABOVE�฀��฀�฀OF฀THE฀SURVEYED฀EXECUTIVES฀�FROM฀THE฀%5�฀53!฀AND฀!SIA	฀INDICATED฀
@MODERNISING฀AND฀SIMPLIFYING฀%5฀AND฀NATIONAL฀ REGULATION�฀AS฀ONE฀OF฀ THE฀THREE฀MOST฀ FA

VOURED฀POLICY฀MEASURES฀TO฀BOOST฀%5฀ATTRACTIVENESS�฀��฀�฀@MAKE฀LABOUR฀MARKETS฀MORE฀mEX

IBLE�฀AND฀��฀�฀@MAKE฀INNOVATIONS฀EASIER฀AND฀SUPPORT฀2฀�฀$฀INVESTMENT��฀@#OMPLETING฀THE฀
%5฀SINGLE฀MARKET�฀AND฀@STRENGTHEN฀THE฀%5฀COMPETITION฀POLICY�฀CAME฀OUT฀AS฀A฀SECOND฀TIER฀
OF฀MEASURES฀�RESPECTIVELY฀��฀�฀AND฀��฀�	�฀,OWER฀ON฀THE฀LIST฀OF฀FAVOURED฀MEASURES฀ARE฀IN

DUSTRIAL฀ POLICY฀ AT฀ THE฀%5฀ LEVEL฀ ��฀�	�฀ STIMULATING฀ SUSTAINABLE฀DEVELOPMENT฀ ���฀�	฀AND฀
IMPROVING฀%5฀INFRASTRUCTURE฀���฀�	�

���	฀ 3EE฀3ALVATORE฀�����	�฀4ABLE฀��
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��฀ "ENElTS AND COSTS TO THE %5

4HE฀PRESENT฀CHAPTER฀DISCUSSES฀HOW฀INTERNATIONAL฀TRADE฀IN฀GENERAL฀AND฀OUTSOURCING฀AND฀DE

LOCALISATION฀IN฀PARTICULAR฀AFFECT฀%UROPE�฀%CONOMIC฀THEORY฀PREDICTS฀THAT฀GAINS฀FROM฀TRADE฀ARE฀
SUBSTANTIAL฀BUT฀DISPERSED฀WHILE฀LOSSES฀ARE฀LIMITED฀BUT฀CONCENTRATED�฀-OREOVER�฀ECONOMIC฀
THEORY฀PREDICTS฀THAT�฀WHILE฀OVER฀THE฀MEDIUM฀TERM฀THE฀GAINS฀FROM฀TRADE฀ARE฀UNAMBIGUOUS฀
AND฀0ARETO฀SUPERIOR�฀IN฀THE฀TRANSITION฀PHASE฀THERE฀CAN฀BE฀LOSSES฀EXPERIENCED฀BY฀DIFFERENT฀
SEGMENTS฀OF฀WORKERS฀AND฀CITIZENS�฀4HIS฀IS฀THE฀CONTEXT฀WITHIN฀WHICH฀THE฀IMPACT฀OF฀OUTSOURC

ING฀AND฀DELOCALISATION฀ON฀ECONOMIC฀PERFORMANCE฀SHOULD฀BE฀CONSIDERED�฀!S฀DELOCALISATION฀
AND฀OUTSOURCING฀ARE฀NATURAL฀PARTS฀OF฀A฀DYNAMIC฀AND฀OPEN฀MARKET฀ECONOMY�฀THEY฀UNDOUBT

EDLY฀GENERATE฀TRANSITIONAL฀LOSSES฀BUT฀THEY฀ALSO฀ENLARGE฀THE฀REAL฀INCOMES฀OF฀THE฀TRADING฀NA

TIONS฀AND฀GENERATE฀RESOURCES฀THAT฀CAN฀BE฀USED฀TO฀COMPENSATE฀THE฀LOSERS�฀7HETHER฀THE฀SHORT

TERM฀COSTS฀ARE฀LARGE฀OR฀NOT฀DEPENDS฀PRINCIPALLY฀ON฀THE฀STRUCTURE฀OF฀THE฀ECONOMIES฀IN฀QUESTION฀
AND฀THE฀mEXIBILITY TO ADAPT TO ECONOMIC SHOCKS�

3TUDIES฀CONlRM THESE OBSERVATIONS� DOCUMENTING GAINS FOR %UROPEAN COUNTRIES� FOR EXAM

PLE฀DUE฀TO฀BUSINESSES฀ACHIEVING฀SUBSTANTIAL฀FACTOR฀COST฀SAVINGS฀WHICH฀IMPROVE฀THEIR฀PRO

DUCTIVITY฀AND฀ENABLE฀THEM฀TO฀COMPETE฀MORE฀EFlCIENTLY� 0ROVIDED THAT THESE COST SAVINGS
ARE฀PASSED฀ON�฀CONSUMERS฀MAY฀BENElT FROM LOWER PRICES� 4HE STUDIES ALSO HIGHLIGHT NEGA

TIVE฀EFFECTS�฀FOR฀EXAMPLE฀ON฀EMPLOYMENT�฀7HILE฀THESE฀LOSSES฀ARE฀LIMITED฀OVERALL�฀THEY฀TEND฀
TO฀AFFECT฀DIFFERENT฀WORKERS�฀CLASSES฀UNEQUALLY�฀WITH฀LOW
SKILLED฀WORKERS฀BEING฀THE฀PRIMARY฀
LOSERS�

4HEREFORE�฀ WHILE฀ TRADE�฀ MIGRATION�฀ &$)฀ AND฀ OUTSOURCING฀ AND฀ DELOCALISATION฀ ARE฀ NATURAL฀
PARTS฀OF฀OUR฀OPEN฀ECONOMIES฀�฀AND฀WHICH฀%UROPE฀OVERALL฀GAINS฀FROM฀�฀THE฀POTENTIALLY฀
NEGATIVE฀SHORT
RUN฀EFFECTS฀MAY฀NOT฀BE฀NEGLIGIBLE�฀!฀KEY฀POLICY฀QUESTION฀IS�฀THEREFORE�฀HOW฀
TO฀DESIGN฀POLICIES฀THAT฀PERMIT฀US฀TO฀REAP฀THE฀BENElTS FROM THE FREE MOVEMENT OF PEOPLE AND
FREE฀TRADE฀IN฀GOODS�฀SERVICES฀AND฀LOCATION฀AND฀PRODUCTION฀DECISIONS฀WHILE฀MINIMISING฀THE฀
ADJUSTMENT฀COSTS฀ASSOCIATED฀WITH฀THESE฀FREEDOMS�฀4HIS฀WILL฀BE฀SUBJECT฀OF฀THE฀lNAL POLICY
CHAPTER�

2ESEARCH฀ AND฀ EXPERIENCE฀ SUGGEST฀ THAT฀ THE฀ GAINS฀ FROM฀ TRADE฀ CONSIDERABLY฀ OUTWEIGH฀ THE฀
COSTS�฀$ELOCALISATION฀AND฀OUTSOURCING฀IS฀A฀FORM฀OF฀INTERNATIONAL฀TRADE�฀(OWEVER�฀DOES฀IT฀
CHANGE฀THE฀NORMAL฀TRADE฀CALCULUS฀OF฀COSTS฀AND฀BENElTS�

/PENNESS฀TO฀TRADE฀AND฀INVESTMENTS฀HAVE฀A฀POSITIVE฀IMPACT฀ON฀ECONOMIC฀GROWTH�฀SUBJECT฀
TO฀CERTAIN฀CAVEATS�฀-ORE฀SPECIlCALLY�

23a4227a4445avzvaGP0kpff"""7; 4/27/4228"""39<78<38



s฀'AINS฀FROM฀TRADE฀ARISE฀AS฀COUNTRIES฀SPECIALISE฀IN฀THE฀PRODUCTION฀OF฀GOODS฀AND฀SERVICES฀
WHERE฀THEY฀HAVE฀A฀COMPARATIVE฀ADVANTAGE�฀3UCH฀ADVANTAGES฀MAY฀ARISE฀EITHER฀BECAUSE฀A฀
COUNTRY฀HAS฀A฀TECHNOLOGICAL฀ADVANCE฀COMPARED฀WITH฀OTHERS฀�2ICARDIAN฀TRADE฀MODELS	฀OR฀
BECAUSE฀ THEY฀ ARE฀ PARTICULARLY฀ INTENSIVE฀ IN฀ ONE฀ FACTOR฀ OF฀ PRODUCTION฀ RELATIVE฀ TO฀ OTHER฀
COUNTRIES฀�(ECKSCHER
/HLIN฀TRADE฀MODELS	฀���	�฀4O฀REALISE฀THESE฀POTENTIAL฀GAINS�฀COUN

TRIES฀NEED฀TO฀MOVE฀PRODUCTION฀FACTORS฀TO฀THE฀SECTORS฀WHERE฀THEY฀HAVE฀A฀COMPARATIVE฀AD

VANTAGE�฀"Y฀ SPECIALISING฀ACCORDING฀ TO฀COMPARATIVE฀ADVANTAGE�฀ INCOME฀ LEVELS฀ INCREASE฀
AND฀SO฀DOES฀OVERALL฀WELFARE�฀4HE฀GAINS฀FROM฀TRADE฀ARE฀FURTHER฀BOOSTED฀BY฀THE฀INCREASES฀
IN฀COMPETITION�฀ THE฀POTENTIAL฀ TO฀ REALISE฀ECONOMIES฀OF฀ SCALE฀AND฀POTENTIAL฀ TECHNOLOGY฀
SPILLOVERS฀THAT฀OPENNESS฀ENGENDERS฀���	�

s฀)T฀IS฀DIFlCULT TO ESTIMATE THE SIZE OF GAINS FROM TRADE� .EVERTHELESS� STUDIES HAVE CON

CLUDED฀THAT฀OPENNESS฀TO฀TRADE฀AND฀INVESTMENT฀INCREASES฀GROWTH฀AND฀PROVIDES฀FOR฀HIGHER฀
AGGREGATE฀ECONOMIC฀WELFARE�฀&OR฀EXAMPLE�฀ECONOMIES฀THAT฀HAVE฀BEEN฀OPEN฀TOWARDS฀TRADE฀
AND฀INVESTMENT฀IN฀THE฀����S฀HAVE฀GROWN฀TWICE฀AS฀FAST฀AS฀LESS฀OPEN฀ONES฀���	�

s฀7HILE฀SOCIETY฀OVERALL฀GAINS฀FROM฀TRADE�฀SOME฀INDIVIDUALS�฀SECTORS฀AND฀CLASSES฀OF฀WORKERS฀
MAY฀LOSE฀OUT�฀FOR฀EXAMPLE฀THOSE฀WORKING฀IN฀INDUSTRIES฀EXPOSED฀TO฀INTERNATIONAL฀COMPETI

TION฀BUT฀WHICH฀FAIL฀TO฀ADJUST�฀,OW
SKILLED฀WORKERS฀IN฀COUNTRIES฀WHERE฀HIGH
SKILLED฀LABOUR฀
IS฀ABUNDANT฀MAY฀ALSO฀LOSE฀OUT�฀7HILE฀THE฀OVERALL฀GAINS฀SHOULD฀BE฀SUFlCIENT TO PROVIDE
COMPENSATION฀TO฀THOSE฀WHO฀LOSE฀AND฀STILL฀EXPERIENCE฀NET฀GAINS�฀SUCH฀COMPENSATION฀RARE

LY฀TAKES฀PLACE�฀)N฀PRACTICE�฀THEREFORE�฀TRADE฀LIBERALISATION฀POLICIES฀COULD฀IN฀PRINCIPLE฀BE฀
EXPECTED฀TO฀HAVE฀DISTRIBUTIONAL฀EFFECTS฀GENERATING฀BOTH฀WINNERS฀AND฀LOSERS�฀AND฀POLICIES฀
ARE฀NECESSARY฀TO฀EVEN฀OUT฀THESE฀EFFECTS�฀)N฀THIS฀REGARD�฀THE฀mEXIBILITY OF SHIFTING RESOURC

ES฀FROM฀SECTORS฀THAT฀LOSE฀AS฀A฀RESULT฀OF฀TRADE฀LIBERALISATION฀TOWARDS฀THOSE฀THAT฀GAIN฀IS฀AN฀
ESSENTIAL฀PRECONDITION฀TO฀EASE฀THE฀INCIPIENT฀DISTRIBUTIONAL฀CONSEQUENCES฀OF฀TRADE฀LIBER

ALISATION฀POLICIES�

s฀/%#$฀ COUNTRIES฀ HAVE฀ INDEED฀ EXPERIENCED฀ INCREASED฀ INEQUALITY฀ RECENTLY฀ AND฀ SEVERAL฀
STUDIES฀HAVE฀INVESTIGATED฀WHETHER฀TRADE฀IS฀THE฀REASON฀BEHIND฀THE฀DECLINING฀FORTUNES฀OF฀
LESS฀EDUCATED฀WORKERS�฀4HE฀EVIDENCE฀SUGGESTS฀THAT฀TRADE฀HAS฀A฀MINOR฀IMPACT฀ON฀THE฀IN

COMES฀OF฀LOW
SKILLED฀WORKERS฀COMPARED฀WITH฀THE฀DOMINANT฀FACTOR�฀SKILL
BIASED฀TECHNO

LOGICAL฀CHANGE฀���	�฀4HE฀EVIDENCE฀ALSO฀SUGGESTS฀THAT฀TRADE฀OPENNESS฀DOES฀NOT฀HAVE฀AN฀
IMPORTANT฀EFFECT฀ON฀OVERALL฀UNEMPLOYMENT�฀%VEN฀SO�฀SOME฀SUGGEST฀THAT฀TRADE฀OPENNESS฀
HAS฀CONTRIBUTED฀TOWARDS฀AN฀INCREASED฀SENSE฀OF฀ECONOMIC฀INSECURITY฀AND฀GREATER฀INCOME฀
AND฀CONSUMPTION฀VOLATILITY฀���	�฀/VERALL�฀WHILE฀TRADE฀OPENNESS฀HAS฀CONTRIBUTED฀TOWARDS฀
INCOME฀GAINS฀THIS฀MAY฀HAVE฀COME฀WITH฀SOME฀INCREASE฀IN฀INCOME฀VOLATILITY฀AND฀LABOUR฀
MARKET฀TURBULENCE�

���	฀ /%#$฀�����A	�
���	฀ 3UMMARISED฀OVERVIEW฀FROM฀/%#$฀�����A	�
���	฀ /%#$฀�����A	�฀WHICH฀ALSO฀REVIEWS฀OTHER฀STUDIES฀DOCUMENTING฀GAINS฀FROM฀TRADE�฀&OR฀EXAMPLE�฀&RANKEL฀AND฀2OMER฀�����	฀

HAVE฀FOUND฀THAT฀OUTPUT฀PER฀CAPITA฀INCREASES฀WITH฀BETWEEN฀���n�฀��฀"ASSANINI฀AND฀3CARPETTA฀�����	฀lND THAT IF OPENNESS
TO฀TRADE฀INCREASES฀WITH฀��฀��฀OUTPUT฀PER฀WORKING
AGE฀PERSON฀INCREASES฀WITH฀�฀��

���	฀ 3EE�฀FOR฀EXAMPLE�฀$EWATRIPONT฀ET฀AL�฀�����	�
���	฀ /%#$฀�����A	�
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!S฀POINTED฀OUT฀IN฀#HAPTER฀��฀ADVANCES฀IN฀)#4฀HAVE฀MADE฀IT฀POSSIBLE฀TO฀DISPERSE฀IN฀DIFFER

ENT฀LOCATIONS฀THE฀PRODUCTION฀OF฀GOODS฀AND฀SERVICES฀AWAY฀FROM฀THE฀PLACE฀OF฀CONSUMPTION�฀
4HIS฀HAS฀ENABLED฀lRMS TO BREAK UP THE PRODUCTION CHAIN AND LOCATE PRODUCTION IN COUN

TRIES฀WHERE฀ IT฀ IS฀MOST฀EFlCIENT� /VERALL� THIS HAS LED TO A FRAGMENTATION OF THE INTERNA

TIONAL฀PRODUCTION฀CHAIN฀AND฀A฀NEW฀INTERNATIONAL฀DIVISION฀OF฀LABOUR�

)N฀THIS฀SECOND฀WAVE฀OF฀GLOBALISATION�฀DEVELOPING฀COUNTRIES฀ARE฀INCREASINGLY฀ABLE฀TO฀COM

BINE฀ THEIR฀ TRADITIONAL฀ADVANTAGE฀�฀PRINCIPALLY�฀ LOW฀ LABOUR฀COSTS฀�฀WITH฀AN฀ABILITY฀ TO฀
PROVIDE฀HIGH
QUALITY฀PRODUCTION฀CONDITIONS�฀4HIS฀HAS฀CONTRIBUTED฀TO฀THE฀RAPID฀INTEGRA

TION฀OF฀#HINA฀AND฀)NDIA฀�฀BOTH฀COUNTRIES฀WITH฀LARGE฀LABOUR฀SURPLUSES฀�฀INTO฀THE฀WORLD฀
ECONOMY�฀4HIS฀INTEGRATION฀AND฀AN฀OVERALL฀INCREASE฀IN฀TRADE฀WITH฀LOW
WAGE฀COUNTRIES฀HAVE฀
BEEN฀THE฀MAJOR฀DRIVING฀FORCES฀IN฀INTERNATIONAL฀TRADE฀IN฀RECENT฀YEARS�฀)N฀COMPARISON�฀IN

TRA
%5฀TRADE�฀THE฀TRADITIONALLY฀DYNAMIC฀PART�฀HAS฀BECOME฀MORE฀SUBDUED฀RECENTLY�฀4HIS฀
DECLINING฀DYNAMISM฀OF฀INTRA
%5฀TRADE฀AND฀ITS฀CONTINUING฀DOMINANCE฀OF฀%5฀TRADE฀PAT

TERNS฀SUGGEST฀THAT฀SOME฀-EMBER฀3TATES฀ARE฀NOT฀TAKING฀ADVANTAGE฀TO฀THE฀EXTENT฀POSSIBLE฀
OF฀THE฀BENElTS ASSOCIATED WITH TRADE EXPANSION IN THE MORE DYNAMIC PARTS OF THE WORLD
�SEE฀#HAPTER฀�	฀���	�

4HESE฀DEVELOPMENTS฀PATTERNS฀WILL฀UNDOUBTEDLY฀HAVE฀AN฀IMPACT฀ON฀THE฀NATURE฀AND฀CHARAC

TER฀OF฀ADJUSTMENTS฀IN฀%UROPE฀AND฀THEY฀HAVE฀ALREADY฀GIVEN฀RISE฀TO฀CONCERNS�฀4HE฀INCREASES฀
IN฀IMPORTS�฀&$)฀OUTmOWS AND IMMIGRATION INmOWS HAVE INCREASED FEARS OF DOWNWARD PRES

SURE฀ON฀WAGES฀AND฀OVERALL฀WORKING฀CONDITIONS฀OF฀LOW
SKILLED฀WORKERS�฀-OREOVER�฀TECHNO

LOGICAL฀ADVANCES฀AND฀THE฀PROSPECT฀THAT฀SERVICES฀�฀AND฀INCREASINGLY฀THOSE฀OF฀HIGH฀VALUE฀
ADDED฀ �฀ MAY฀ BECOME฀ INCREASINGLY฀ TRADED฀ HAVE฀ FUELLED฀ SIMILAR฀ CONCERNS฀ AMONG฀ HIGH

SKILLED฀WORKERS�

4HEREFORE�฀TRADE฀APPEARS฀TO฀HAVE฀BECOME฀INCREASINGLY฀ASSOCIATED฀WITH฀JOB฀INSECURITY฀ IN฀
POPULAR฀DISCUSSIONS�฀#ONTRIBUTING฀TO฀THESE฀CONCERNS฀HAVE฀BEEN฀THE฀PERSISTENTLY฀SLUGGISH฀
%5฀ECONOMY฀�฀WHERE฀ECONOMIC฀GROWTH฀IN฀GENERAL฀AND฀EMPLOYMENT฀GROWTH฀IN฀PARTICULAR฀
IS฀UNDERPERFORMING฀�฀AND฀PLANS฀FOR฀FURTHER฀TRADE฀LIBERALISATION฀�$OHA฀2OUND	�฀!LTHOUGH฀
IT฀WOULD฀BE฀INCORRECT฀TO฀SUGGEST฀THAT฀AN฀ANTI
TRADE฀LIBERALISATION฀CONSTITUENCY฀IS฀DEVELOP

ING฀ IN฀ THE฀ %5฀ �OVER฀ AND฀ ABOVE฀ WHAT฀ ALREADY฀ EXISTS	�฀ SOME฀ HAVE฀ BEEN฀ QUESTIONING฀ THE฀
WISDOM฀OF฀FREE
TRADE฀PRINCIPLES฀AND฀THEIR฀IMPORTANCE฀FOR฀%UROPE�S฀PROSPERITY�฀%CONOMISTS฀
HAVE฀ALSO฀CONSIDERED฀THE฀POSSIBILITY฀THAT฀THE฀NEW฀PATTERNS฀OF฀INTERNATIONAL฀TRADE฀MAY฀NOT฀
NECESSARILY฀BENElT ALL ���	�

s฀3OME฀HAVE฀HIGHLIGHTED฀THAT฀CURRENT฀ TRADE฀PATTERNS฀�NORTHnSOUTH฀TRADE	฀MAY฀UNDER฀
SOME฀ CONDITIONS฀ LEAD฀ TO฀ NON
BENElCIAL OUTCOMES FOR @NORTHERN� COUNTRIES ���	�฀ 4HE฀
INCREASES฀IN฀SKILLS฀IN฀COUNTRIES฀LIKE฀#HINA฀MAY฀LEAD฀TO฀LOWER฀WAGES฀FOR฀NORTHERN฀WORK

ERS฀AND฀LOWER฀ECONOMIC฀GROWTH�฀!S฀LOW
WAGE฀COUNTRIES฀ARE฀INCREASINGLY฀ABLE฀TO฀PRO

VIDE฀QUALITY�฀THEY฀ACQUIRE฀A฀COMPARATIVE฀ADVANTAGE฀IN฀THE฀SAME฀SECTORS฀AS฀DEVELOPED฀

���	฀ 3EE�฀FOR฀EXAMPLE�฀"OGAERT฀ET฀AL�฀�����	�
���	฀ 3EE฀-ONTEAGUDO฀�����	฀FOR฀AN฀OVERVIEW�
���	฀ 3AMUELSON฀�����	�
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ECONOMIES�฀!S฀DIFFERENCES฀DECLINE�฀SO฀MAY฀THE฀INCENTIVES฀FOR฀TRADE�฀WHICH฀COULD฀DE

CREASE฀GROWTH�฀3ECOND�฀THE฀ENTRY฀OF฀LARGE฀SOUTHERN฀COUNTRIES฀INTO฀THE฀PRODUCTION฀OF฀
SIMILAR฀GOODS฀MAY฀LEAD฀TO฀AN฀OVERALL฀DECREASE฀IN฀THE฀PRICES฀OF฀THESE฀GOODS�฀WHICH฀MAY฀
MAKE฀NORTHERN฀COUNTRIES฀WORSE฀OFF�฀/VERALL�฀THIS฀MAY฀LEAD฀TO฀LOWER฀WAGES฀FOR฀WORKERS฀
IN฀THE฀NORTH�

s฀(OWEVER�฀OTHER฀ECONOMISTS�฀WHILE฀CONCEDING฀THIS฀AS฀A฀THEORETICAL฀POSSIBILITY�฀ARGUE฀THAT฀
IT฀IS฀NOT฀A฀VERY฀LIKELY฀ONE�฀)T฀WOULD�฀FOR฀EXAMPLE�฀REQUIRE฀#HINA฀TO฀DEVELOP฀SKILLS฀IN฀ALL฀
AREAS฀WHERE฀THE฀%5฀HAS฀A฀COMPARATIVE฀ADVANTAGE�฀!T฀THE฀SAME฀TIME�฀THE฀%5฀WOULD฀HAVE฀
TO฀FAIL฀TO฀DEVELOP฀NEW฀AREAS฀OF฀COMPARATIVE฀ADVANTAGE�฀AND฀GIVEN฀THE฀VERY฀DIFFERENT฀INI

TIAL฀CONDITIONS฀IN฀TERMS฀OF฀SKILLS�฀SUCH฀A฀DEVELOPMENT฀IS฀UNLIKELY฀���	�฀-OREOVER�฀OTHERS฀
ARGUE฀THAT฀ONE฀SHOULD฀NOT฀OVERESTIMATE฀THE฀THREAT฀COMING฀FROM฀SKILL฀INCREASES฀IN฀LARGE฀
DEVELOPING฀COUNTRIES�฀AS฀JOBS฀OFFSHORED฀SO฀FAR฀ARE฀PREDOMINANTLY฀LOW
SKILL฀ONES฀AND฀IN

VOLVE฀ LOWER฀ VALUE
ADDED฀ SERVICES�฀ SUCH฀ AS฀ LOW
END฀ INFORMATION฀ TECHNOLOGY฀ ONES฀���	�฀
%VEN฀IF฀#HINA฀AND฀OTHER฀LARGE฀DEVELOPING฀COUNTRIES฀MANAGED฀TO฀CATCH฀UP฀AND฀HENCE฀
REDUCE฀FACTOR
DIFFERENCE฀DRIVEN฀TRADE�฀TRADE฀GAINS฀CAN฀STILL฀BE฀REALISED�฀THIS฀TIME฀COMING฀
FROM฀INTRA
INDUSTRY฀TRADE�

4HE฀CHALLENGES฀ARISING฀FROM฀DELOCALISATION฀AND฀OUTSOURCING฀ARE฀CONCEPTUALLY฀NO฀DIFFERENT฀
FROM฀THE฀CHALLENGES฀ARISING฀FROM฀TRADE฀LIBERALISATION฀IN฀GENERAL�฀*UST฀AS฀WITH฀TRADE฀LIBERALI

SATION�฀HOW฀OUTSOURCING฀AND฀DELOCALISATION฀ TRANSLATE฀ IN฀ TERMS฀OF฀ COSTS฀ AND฀BENElTS DE

PENDS฀ON฀THE฀STRUCTURE฀OF฀THE฀ECONOMY฀IN฀GENERAL฀���	�฀4HIS฀SECTION฀REVIEWS฀SOME฀OF฀THE฀
LITERATURE฀ON฀THE฀COSTS฀AND฀BENElTS OF TRADE LIBERALISATION IN GENERAL AND OUTSOURCING AND
DELOCALISATION฀IN฀PARTICULAR�

4HE฀ABILITY฀TO฀OUTSOURCE฀AND฀DELOCALISE฀PROVIDES฀IMPORTANT฀BENElTS TO COMPANIES� CON

SUMERS฀AND฀COUNTRIES฀���	�

s฀'LOBAL฀SOURCING฀OFFERS฀BENElTS TO COMPANIES�฀)T฀ENABLES฀THEM฀TO฀REDUCE฀COSTS฀AS฀THEY฀CAN฀
LOCATE฀AND฀SOURCE฀PARTICULAR฀PARTS฀OF฀THE฀VALUE฀CHAIN฀IN฀THE฀COUNTRIES฀WHERE฀IT฀IS฀MOST฀
EFlCIENT� 4HIS SAVES THEM MONEY� PROVIDES THEM ACCESS TO OTHER MARKETS� PROVIDES A
FOOTHOLD฀WHERE฀THEY฀CAN฀DEVELOP฀THESE฀FOREIGN฀MARKETS฀FURTHER�฀PROVIDES฀ACCESS฀TO฀SKILLED฀
LABOUR฀AND฀MAY฀ENABLE฀THEM฀TO฀USE฀FACTORS฀OF฀PRODUCTION฀MORE฀mEXIBLY� !LLOWING COM

PANIES฀TO฀DELOCALISE฀ACTIVITIES฀WHERE฀THE฀CONDITIONS฀ARE฀MOST฀APPROPRIATE฀WILL฀IN฀THE฀LONG฀
RUN฀IMPROVE฀THEIR฀ABILITY฀TO฀COMPETE฀INTERNATIONALLY�฀"Y฀DOING฀SO�฀IT฀OFFERS฀THE฀PROSPECT฀
OF฀INCREASING฀REAL฀INCOMES฀AND฀EVENTUALLY฀MORE฀JOBS�

���	฀ 0ANAGARIYA฀�����	�
���	฀ "HAGWATI฀ET฀AL�฀�����	�
���	฀ "HAGWATI฀ET฀AL�฀�����	�
���	฀ 3EE฀STUDIES฀BY฀-C+INSEY฀FOR฀AN฀OVERVIEW฀OF฀HOW฀COMPANIES฀AND฀COUNTRIES฀BENElT�
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s฀$ELOCALISATION฀OFFERS฀IMPORTANT฀BENElTS TO CONSUMERS฀AS฀WELL�฀4HEY฀MAY฀BENElT FROM
LOWER฀PRICES฀FOR฀GOODS฀AND฀SERVICES฀AND฀WILL฀HAVE฀ACCESS฀TO฀A฀WIDER฀RANGE฀OF฀CHOICE�฀THESE฀
ALSO฀WILL฀RAISE฀REAL฀INCOMES�

s฀$ELOCALISATION฀AND฀OUTSOURCING฀OFFER฀BENElTS TO COUNTRIES�฀BOTH฀THOSE฀WHICH฀ARE฀THE฀
HOME฀OF฀THE฀DELOCALISING฀COMPANIES฀AND฀THOSE฀WHICH฀ARE฀THE฀HOST฀OF฀THE฀DELOCALISED฀
FUNCTIONS�฀&OR฀BOTH฀GROUPS�฀DELOCALISATION฀IS฀YET฀ANOTHER฀STEP฀ON฀THE฀SPECIALISATION฀LAD

DER�฀&OR฀THE฀HOME฀COUNTRY�฀DELOCALISATION฀ENGENDERS฀A฀REALLOCATION฀OF฀PRODUCTIVE฀RE

SOURCES฀INTO฀MORE฀EFlCIENT AND HIGHER VALUE
ADDED USE� 4HE RESULTING CORPORATE SECTOR�S
SAVINGS฀ALSO฀BENElT THE HOME COUNTRY� AS THESE ARE REINVESTED IN NEW BUSINESS ACTIVITIES
OR฀RETURNED฀TO฀SHAREHOLDERS�฀&OR฀THE฀HOST฀COUNTRY�฀IT฀PROVIDES฀MORE฀JOBS�฀MORE฀INVEST

MENTS฀AND฀TECHNOLOGY�฀4HIS฀ENABLES฀THE฀HOST฀COUNTRY฀TO฀GROW฀FASTER฀AND฀IN฀THE฀MEDIUM฀
TERM฀THIS฀WILL฀BENElT THE HOME COUNTRY AS WELL� AS THE FASTER GROWTH IN THE HOST COUN

TRY฀IS฀LIKELY฀TO฀INCREASE฀THE฀DEMAND฀FOR฀IMPORTS�฀I�E�฀HOME฀COUNTRY฀EXPORTS�

!S฀REGARDS฀COSTS�฀INTERNATIONAL฀TRADE฀THEORY฀PREDICTS฀THAT฀COUNTRIES฀GAIN฀WHEN฀THEY฀SPE

CIALISE฀IN฀AREAS฀WHERE฀THEY฀HAVE฀A฀COMPARATIVE฀ADVANTAGE�฀2EALLOCATING฀RESOURCES฀TO฀THAT฀
EFFECT฀ENGENDERS฀AN฀OFTEN฀PAINFUL฀ADJUSTMENT฀PROCESS฀THOUGH�฀WITH฀SOME฀WORKERS฀LOSING฀
THEIR฀JOBS฀AS฀COMPANIES฀ARE฀SUBJECT฀TO฀INTERNATIONAL฀COMPETITION�฀4HEREFORE�฀INTERNATIONAL฀
TRADE฀HAS฀DISTRIBUTIONAL฀CONSEQUENCES�฀$ELOCALISATION฀IS฀INTRINSICALLY฀LINKED฀TO฀TRADE฀AND฀
SETS฀IN฀MOTION฀THE฀SAME฀FORCES�฀3UCH฀ADJUSTMENT฀COSTS฀MAY฀TAKE฀ON฀A฀REGIONAL฀DIMENSION฀
IF฀ADJUSTMENT฀HITS฀lRMS� INDUSTRIES OR SECTORS THAT HAVE A PARTICULARLY STRONG REGIONAL PRES

ENCE฀���	�฀4HIS฀WILL฀UNDOUBTEDLY฀BE฀THE฀CASE฀IN฀%UROPE฀TOO�

4HIS฀SECTION฀REVIEWS฀THE฀EMPIRICAL฀EVIDENCE฀ON฀THE฀BENElTS AND COSTS OF TRADE IN GENERAL
AND฀ DELOCALISATION฀ AND฀ OUTSOURCING฀ IN฀ PARTICULAR�฀ )T฀ WILL฀ ASSESS฀ THREE฀ KEY฀ DIMENSIONS�฀฀
�I	฀IMPACT฀ON฀THE฀PERFORMANCE฀OF฀lRMS �PLANT PRODUCTIVITY	� �II	 IMPACT ON EMPLOYMENT�
AND฀�III	฀IMPACT฀ON฀SOCIAL฀EQUALITY�฀AS฀EVIDENCED฀BY฀CHANGES฀TO฀RELATIVE฀WAGES฀AND฀OVERALL฀
POSITION฀OF฀SKILLED฀VERSUS฀UNSKILLED฀LABOUR�฀!S฀NOTED฀IN฀#HAPTER฀��฀THE฀DATA฀ON฀OUTSOURCING฀
AND฀DELOCALISATION฀ARE฀SCARCE฀AND฀NOISY฀AND฀THERE฀ARE฀NO฀OFlCIAL STATISTICS ON THEIR EXTENT
EITHER฀���	�฀4HE฀UNCERTAINTY฀ABOUT฀THE฀EXTENT฀OF฀THE฀PHENOMENON฀TRANSLATES฀INTO฀UNCER

TAINTY฀ABOUT฀ITS฀EFFECTS�

3TUDIES฀CARRIED฀OUT฀ON฀THE฀IMPACT฀OF฀DELOCALISATION฀AND฀OUTSOURCING฀SUGGEST฀THAT฀IT฀LEADS฀TO฀
IMPROVEMENTS฀IN฀lRM PERFORMANCE� !S INDICATED IN 4ABLE ��� lRMS ENGAGING IN INTERNA

TIONAL฀OUTSOURCING฀ON฀AVERAGE฀EXPERIENCE฀POSITIVE฀PRODUCTIVITY฀GAINS฀ALTHOUGH฀SOME฀lRMS
CAN฀GAIN฀MORE฀ THAN฀OTHERS�฀MOST฀NOTABLY฀ THOSE฀ THAT฀ARE฀ SIMULTANEOUSLY฀EXPORTING�฀ )M

PROVEMENTS฀IN฀PERFORMANCE฀DERIVE฀PRIMARILY฀FROM฀THE฀SIGNIlCANT SAVINGS ON FACTOR COSTS
�฀ESTIMATED฀TO฀BE฀��n��฀�฀FOR฀53฀COMPANIES฀BY฀-C+INSEY฀�฀BUT฀ALSO฀FROM฀THE฀ABILITY฀

���	฀ +IRKEGAARD฀�����	�
���	฀ &OR฀AN฀OVERVIEW฀AND฀ASSESSMENT฀OF฀THE฀MAIN฀MEASURING฀METHODS�฀SEE฀(IJZEN฀�����	�
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TO฀ FURTHER฀ ADAPT฀ THE฀ PRODUCTION฀ PROCESS฀ VIA�฀ FOR฀ EXAMPLE�฀ CONSOLIDATION�฀ ECONOMIES฀ OF฀
SCALE฀AND฀STANDARDISATION�฀/VERALL�฀THE฀lNAL COST BASE WOULD BE AT ��n�� � OF THE INITIAL
ONE฀BEFORE฀OUTSOURCING฀���	�

-OST฀OF฀THE฀ATTENTION฀OF฀RESEARCHERS฀HAS฀FOCUSED฀ON฀THE฀IMPACT฀OF฀TRADE�฀OUTSOURCING฀AND฀
DELOCALISATION฀ON฀EMPLOYMENT�฀4HIS฀ SECTION฀WILL฀ REVIEW฀THE฀ LITERATURE฀ON�฀�I	฀ IMPACT฀OF฀
TRADE฀IN฀GENERAL�฀AND฀�II	฀OUTSOURCING฀AND฀DELOCALISATION฀IN฀PARTICULAR�

4HE฀/%#$฀HAS฀RECENTLY฀INVESTIGATED฀THE฀IMPACT฀FROM฀INTERNATIONAL฀TRADE฀IN฀GENERAL฀ON฀
EMPLOYMENT�฀ !S฀ ILLUSTRATED฀ BY฀ THE฀ TABLES฀ BELOW�฀ THE฀ /%#$฀ lNDS THAT OVER THE PERIOD
����n����฀EMPLOYMENT฀DECREASED฀MORE฀RAPIDLY฀IN฀INDUSTRIES฀THAT฀FACE฀THE฀STRONGEST฀IN

CREASE฀IN฀INTERNATIONAL฀COMPETITION฀IN฀��฀OF฀��฀SURVEYED฀COUNTRIES�฀/N฀AVERAGE�฀THESE฀IN

DUSTRIES฀HAVE฀SEEN฀A฀DECLINE฀IN฀EMPLOYMENT฀BY฀��฀�฀COMPARED฀WITH฀��฀�฀IN฀TOTAL฀MANU

FACTURING฀���	�฀ (OWEVER�฀ AS฀ STRESSED฀ BY฀ THE฀ /%#$�฀ EMPLOYMENT฀ IN฀ MANUFACTURING฀ HAS฀
OVERALL฀BEEN฀VERY฀WEAK�฀REmECTING FORCES OTHER THAN INTERNATIONAL COMPETITION� PRIMARILY
STRONG฀GAINS฀IN฀PRODUCTIVITY�฀MODESTLY฀�IF฀AT฀ALL	฀RISING฀%NGEL฀CURVES฀AND฀CHANGING฀CON

SUMPTION฀PATTERNS�฀-OREOVER�฀THE฀OVERALL฀IMPACT฀ON฀EMPLOYMENT฀HAS฀BEEN฀MUTED฀AS฀EM


���	฀ -C+INSEY฀'LOBAL฀)NSTITUTE฀�����	�
���	฀ /%#$฀�����A	�

23a4227a4445avzvaGP0kpff"""86 4/27/4228"""39<78<39



PLOYMENT฀IN฀INDUSTRIES฀EXPOSED฀TO฀INTERNATIONAL฀COMPETITION฀ONLY฀REPRESENTED฀�฀�฀OF฀TOTAL฀
EMPLOYMENT฀IN฀�����฀4HIS฀IS฀A฀POINT฀MADE฀BY฀OTHER฀OBSERVERS฀AS฀WELL�฀WHO฀STRESS฀THE฀LONG

TERM฀TREND฀OF฀DECLINE฀OF฀MANUFACTURING฀EMPLOYMENT฀THAT฀CAN฀BE฀OBSERVED฀IN฀ALL฀INDUSTR

IALISED฀ NATIONS฀���	�฀ 4HE฀ DECLINE฀ IN฀ MANUFACTURING฀ EMPLOYMENT฀ AND฀ THE฀ CONCOMITANT฀
STRONG฀PRODUCTIVITY฀GROWTH฀ARE฀ELEMENTS฀OF฀THE฀TRANSITION฀TOWARDS฀A฀TERTIARY฀ECONOMY฀AND฀
HAS฀LITTLE฀TO฀DO฀WITH฀OPENNESS฀TO฀INTERNATIONAL฀TRADE฀AND฀GLOBALISATION�฀ALL฀INDUSTRIALISING฀
NATIONS฀HAVE฀HISTORICALLY฀EXPERIENCED฀THIS฀PATTERN฀OF฀STRUCTURAL฀CHANGE�

2ECENT฀STUDIES฀HAVE฀CONSIDERED฀THE฀IMPACT฀OF฀OUTSOURCING฀AND฀DELOCALISATION฀ON฀EMPLOY

MENT�฀PRIMARILY฀IN฀THE฀53!฀BUT฀ALSO฀IN฀%UROPE�฀-OST฀STUDIES฀HAVE฀FOCUSED฀ON฀MANUFACTUR

ING฀BUT฀SOME฀HAVE฀ALSO฀ASSESSED฀THE฀IMPACT฀OF฀SERVICES�฀OUTSOURCING฀AND฀DELOCALISATION�฀
4HE฀CONCERN฀IS฀THAT฀THE฀NEW฀TRADE฀PATTERNS�฀REmECTING AN INCREASING ABILITY OF COMPANIES
TO฀LOCATE฀PRODUCTION฀GLOBALLY�฀WILL฀INTENSIFY฀THE฀IMPACT฀OF฀INTERNATIONAL฀TRADE฀ON฀EMPLOY

MENT�฀4ABLE฀��฀SUMMARISES฀RECENT฀STUDIES฀ASSESSING฀THE฀EMPLOYMENT฀EFFECTS฀OF฀TRADE�฀OUT

SOURCING฀AND฀DELOCALISATION�

���	฀ #%0))฀�����	�฀"OGAERT฀ET฀AL�฀�����	�
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!฀NUMBER฀OF฀TENTATIVE฀CONCLUSIONS฀CAN฀BE฀DRAWN฀FROM฀THESE฀RESULTS�

s฀/VERALL�฀OUTSOURCING฀AND฀DELOCALISATION฀APPEAR฀TO฀LEAD฀IN฀MANY฀CASES฀TO฀JOB฀SUBSTITUTION�฀
I�E�฀THE฀OUTSOURCING฀OR฀DELOCALISATION฀OF฀PARTICULAR฀PRODUCTION฀FUNCTIONS฀ABROAD฀LEAD฀TO฀
JOB฀CUTS฀AT฀HOME�฀(OWEVER�฀THERE฀ARE฀EXCEPTIONS�฀WHERE฀INSTEAD฀OF฀SUBSTITUTION฀ONE฀SEES฀
OUTSOURCING฀AND฀DELOCALISATION฀AS฀COMPLEMENTARY฀TO฀HOME฀EMPLOYMENT�

s฀-ANY฀STUDIES฀lND THAT THE OVERALL SIZE OF ADJUSTMENT ASSOCIATED WITH OUTSOURCING AND
DELOCALISATION฀ IS฀ LIMITED�฀ WITH฀ JOB฀ LOSSES฀ REPRESENTING฀ A฀ MINOR฀ PART฀ OF฀ OVERALL฀ LABOUR฀
MARKET฀TURNOVER�

s฀-OST฀STUDIES฀FOCUS฀ON฀MANUFACTURING�฀(OWEVER�฀THERE฀ARE฀SOME฀STUDIES฀ON฀SERVICES฀AS฀
WELL�฀-ANY฀SERVICES฀JOBS฀IN฀%UROPE฀ARE฀AT฀lRST SIGHT SUSCEPTIBLE TO BEING OUTSOURCED OR
DELOCALISED�฀%STIMATIONS฀BY฀ THE฀/%#$฀SUGGEST฀ THAT฀��n��฀�฀OF฀ TOTAL฀EMPLOYMENT฀ IN฀
SERVICE฀ACTIVITIES฀IN฀%UROPE�฀THE฀53!�฀!USTRALIA฀AND฀#ANADA฀COULD฀BE฀SUBJECT฀TO฀OUT

SOURCING�฀BUT฀THE฀),/฀ESTIMATES฀THAT฀ONLY฀�n�฀�฀OF฀SERVICE฀SECTOR฀JOBS฀ARE฀POTENTIALLY฀
CONTESTED฀BY฀LOW
WAGE฀COUNTRIES�

s฀4HERE฀ARE฀SIGNIlCANT CONSTRAINTS TO THE EXTENT THAT OUTSOURCING AND DELOCALISATION CAN
TAKE฀PLACE�฀7HILE฀MANUFACTURING฀ACTIVITIES฀AND฀TO฀SOME฀EXTENT฀SERVICES฀ARE฀VULNERABLE฀
TO฀OUTSOURCING฀AND฀DELOCALISATION�฀THE฀BULK฀OF฀EMPLOYMENT฀AND฀VALUE฀ADDED฀IN฀ECONO

MIES฀SUCH฀AS฀OURS฀ IS฀BASED฀ON฀NON
TRADABLE฀SERVICES�฀!LSO�฀ INFORMATION฀AND฀TRANSPORT฀
COSTS฀AND฀THE฀LOCATION฀ADVANTAGES฀THAT฀%UROPE฀OFFERS฀WILL฀CONTINUE฀TO฀PLAY฀A฀SIGNIlCANT
ROLE฀IN฀DETERMINING฀INDUSTRIAL฀ LOCATION�฀AS฀ INDICATED฀BY฀DATA฀ON฀FOREIGN฀DIRECT฀ INVEST

MENT�฀&INALLY�฀ENLARGEMENT฀OFFERS฀AN฀OPPORTUNITY฀TO฀INTERNALISE฀THE฀BENElTS AND COSTS OF
OUTSOURCING฀ AND฀DELOCALISATION�฀ )NVESTMENT฀ IN฀NEW฀ LOCATIONS฀ IN฀ THE฀%5
��฀WILL฀ RAISE฀
INCOMES฀AND฀EMPLOYMENT฀WITHIN฀THE฀%5�

4HE฀3TOLPER
3AMUELSON฀THEOREM฀���	฀PREDICTS฀THAT�฀UNDER฀CONDITIONS฀OF฀FREE฀TRADE�฀FACTOR฀
PRICES฀IN฀TRADING฀NATIONS฀WILL฀BE฀EQUAL฀�THE฀REAL฀WAGE฀AND฀THE฀RATE฀OF฀RETURN฀TO฀CAPITAL	�฀
THUS฀OFFSETTING฀THE฀ IMPACT฀OF฀ FACTOR฀ENDOWMENTS฀ON฀FACTOR฀PRICES�฀4HUS�฀ TRADE฀AND฀OUT

SOURCING฀ AND฀ DELOCALISATION฀ IN฀ PARTICULAR฀ HAVE฀ DISTRIBUTIONAL฀ EFFECTS�฀ 2ECENT฀ CONCERNS฀
HAVE฀BEEN฀RAISED฀ABOUT฀THE฀SPECIlC IMPACT ON WORKERS WITH LOW SKILLS�

-ANY฀STUDIES฀HAVE฀INDEED฀FOUND฀THAT฀OUTSOURCING฀AND฀DELOCALISATION฀HAS฀A฀NEGATIVE฀IMPACT฀
ON฀INCOME฀DISTRIBUTION�฀AS฀IT฀INCREASES฀THE฀DEMAND฀FOR฀HIGH
SKILLED฀LABOUR฀AND฀DECREASES฀THE฀
DEMAND฀FOR฀LOW
SKILLED฀�฀SEE฀4ABLE฀���฀(OWEVER�฀JUST฀AS฀WITH฀THE฀DECREASE฀IN฀MANUFACTURING฀
EMPLOYMENT�฀IT฀IS฀DIFlCULT TO DETERMINE THE SOURCE OF THESE CHANGES� -ANY HAVE CONCLUDED
THAT�฀WHILE฀OUTSOURCING฀AND฀DELOCALISATION฀HAVE฀A฀NEGATIVE฀EFFECT�฀THE฀MAIN฀DRIVER฀FOR฀IN

CREASES฀IN฀INEQUALITY฀IS฀TECHNOLOGICAL฀CHANGE�฀NOT฀INTERNATIONAL฀TRADE�

���	฀ 4HE฀3TOLPER
3AMUELSON฀THEOREM฀SAYS฀THAT฀FREEING฀UP฀INTERNATIONAL฀TRADE฀WILL฀TEND฀TO฀RAISE฀THE฀RELATIVE฀PRICE฀OF฀LABOUR฀IN฀
THE฀LABOUR
ABUNDANT฀COUNTRY฀AND฀TO฀LOWER฀THE฀PRICE฀OF฀LABOUR฀IN฀THE฀CAPITAL
ABUNDANT฀COUNTRY�฀)NITIAL฀FACTOR฀PRICES�฀PRIOR฀
TO฀FREEING฀OF฀INTERNATIONAL฀TRADE�฀REmECT RELATIVE FACTOR SUPPLIES� MOVING TO FREE TRADE COMPENSATES FOR THE EFFECT OF INITIAL
ENDOWMENTS฀ON฀FACTOR฀PRICES฀BY฀RAISING฀THE฀RELATIVE฀PRICE฀OF฀THE฀ABUNDANT฀FACTOR฀IN฀THE฀LABOUR
ABUNDANT฀COUNTRY฀AND฀
LOWER฀ITS฀PRICE฀IN฀THE฀CAPITAL
ABUNDANT฀COUNTRY�฀AND฀SYMMETRICALLY฀FOR฀CAPITAL�
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4HE฀NEGATIVE฀EFFECTS฀HAVE฀BEEN฀FOUND฀TO฀TRANSLATE฀IN฀VERY฀DIFFERENT฀WAYS�฀&IRST�฀THERE฀ARE฀
SIGNIlCANT DIVERGENCES BETWEEN DISPLACED WORKERS� 7HILE SOME FARE WELL� OTHERS HAVE SIG

NIlCANT PROBLEMS lNDING A฀NEW OR EQUALLY WELL
PAID JOB� /NE REASON COULD BE THAT DIS

PLACED฀WORKERS฀ARE฀OFTEN฀OLDER�฀LESS฀EDUCATED�฀MORE฀SENIOR฀AT฀THEIR฀WORKPLACE฀AND฀POSSESS฀
INADEQUATE฀SKILLS฀�DECLINING฀SECTORS	�฀3ECOND�฀THERE฀ARE฀ALSO฀DIFFERENCES฀BETWEEN฀THE฀53!฀
AND฀%UROPE�฀)N฀THE฀53!�฀DISPLACED฀WORKERS฀TEND฀TO฀lND A NEW JOB� BUT OFTEN TAKE A SIG

NIlCANT WAGE CUT� )N %UROPE� DISPLACED WORKERS TEND TO FACE LONG
TERM UNEMPLOYMENT OR
COMPLETE฀WITHDRAWAL฀FROM฀THE฀LABOUR฀MARKET�฀4HE฀LATTER฀DIFFERENCES฀UNDOUBTEDLY฀REmECT
THE฀ALREADY฀WELL
DOCUMENTED฀DIFFERENCES฀IN฀LABOUR฀MARKET฀PERFORMANCE฀BETWEEN฀THE฀%5฀
AND฀THE฀53!�

4ABLE฀��฀SHOWS฀HOW฀WORKERS�฀DISPLACED฀AS฀A฀RESULT฀OF฀TRADE
RELATED฀DEVELOPMENTS�฀FARE฀IN฀��฀
%UROPEAN฀COUNTRIES�฀)T฀SHOWS฀THAT฀BLUE
COLLAR฀WORKERS฀IN฀MANUFACTURING฀ARE฀MORE฀EXPOSED฀
TO฀ADJUSTMENT฀THAN฀WHITE
COLLAR฀ONES�฀WHILE฀THE฀OPPOSITE฀APPEARS฀TO฀BE฀TRUE฀FOR฀SERVICES�฀
-OREOVER�฀THESE฀WORKERS฀TEND฀TO฀HAVE฀BEEN฀EMPLOYED฀FOR฀A฀LONG฀TIME�฀)T฀ALSO฀SHOWS฀THAT฀A฀
LARGE฀PART฀OF฀THOSE฀EMPLOYED฀IN฀MANUFACTURING฀SECTORS฀FACING฀HIGH฀INTERNATIONAL฀COMPETI

TION฀FAIL฀TO฀lND A NEW JOB WITHIN TWO YEARS� (OWEVER� IF THEY lND A฀JOB� THEY DO NOT HAVE
TO฀TAKE฀TOO฀MUCH฀OF฀A฀WAGE฀CUT�
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'LOBALISATION฀IS฀A฀LONG
STANDING฀PHENOMENON�฀REPRESENTING฀ANOTHER฀STAGE฀IN฀THE฀PROCESS฀OF฀
INTERNATIONALISATION฀OF฀OUR฀ECONOMIES�฀)T฀GIVES฀RISE฀TO฀IMPORTANT฀BENElTS BUT IT CAN ALSO GEN

ERATE฀TRANSITIONAL฀COSTS฀AS฀THE฀ECONOMY฀MOVES฀TO฀A฀NEW฀COMPETITIVE฀STRUCTURE�฀/UTSOURCING฀
AND฀DELOCALISATION฀DO฀NOT฀CONSTITUTE฀A฀QUALITATIVE฀BREAK฀FROM฀THE฀TYPE฀OF฀STRUCTURAL฀ADJUST

MENTS฀OUR฀ECONOMIES฀HAVE฀EXPERIENCED�฀7HAT฀MAY฀BE฀@NEW�฀IS฀THE฀SPEED฀WITH฀WHICH฀THE฀
PHENOMENON฀HAS฀EMERGED฀TO฀IMPINGE฀UPON฀THE฀WAYS฀OF฀PRODUCING฀AND฀CONSUMING฀FOR฀SMALL฀
SEGMENTS฀OF฀OUR฀ECONOMIES�฀7HILE฀THE฀SCALE฀AND฀IMPACT฀OF฀DELOCALISATION฀AND฀OF฀OUTSOURCING฀
ARE฀CURRENTLY฀LIMITED�฀THEY฀HAVE฀RAISED฀CONCERNS฀AMONG฀THE฀POPULATION฀AND฀HAVE฀BECOME฀
PART฀OF฀THE฀POPULAR฀POLITICAL฀FOLKLORE฀AT฀THIS฀JUNCTURE�฀NOT฀JUST฀IN฀THE฀%5฀BUT฀EQUALLY฀PROMI
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NENTLY฀IN฀THE฀53!�฀)T฀IS฀CLEAR฀THAT฀QUALITATIVELY฀THE฀BOGEYMAN฀OF฀TODAY฀IS฀A฀CLOSE฀RELATIVE฀OF฀
THE฀*APANESE฀CAR฀BOGEYMAN฀OF฀THE฀����S฀AND฀OF฀THE฀����S฀WHICH฀STIMULATED฀INNOVATION฀AND฀
REFORM฀IN฀THE฀53฀AND฀%5฀CAR฀INDUSTRIES�฀7ITH฀THE฀RECOVERY฀OF฀ECONOMIC฀GROWTH฀IN฀THE฀%5�฀
THE฀OUTSOURCING฀BOGEYMAN฀WILL฀ALSO฀GO฀AWAY�
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(OWEVER�฀THERE฀ARE฀SIGNS฀THAT฀%UROPE฀IS฀NOT฀ADJUSTING฀AS฀WELL฀AS฀IT฀COULD฀TO฀THE฀SHOCKS฀THAT฀
ARE฀IMPOSED฀ON฀ITS฀ECONOMY฀AND฀HEREIN฀LIES฀THE฀SOURCE฀OF฀OUTSOURCING฀AND฀DELOCALISATION฀
CONCERNS�฀)N฀AN฀IDEAL฀WORLD�฀ADJUSTMENT฀COSTS฀SHOULD฀BE฀SHORT฀TERM�฀4O฀REALISE฀THE฀GAINS฀
FROM฀TRADE฀ IT฀ IS฀NECESSARY฀ TO฀MOVE฀PRODUCTION฀ FACTORS฀ FROM฀DECLINING฀ SECTORS฀ TO฀ SECTORS฀
WHERE฀ THE฀ECONOMY฀HAS฀A฀COMPARATIVE฀ADVANTAGE฀AND฀WHERE฀ THE฀ FACTORS฀CAN฀BE฀PUT฀ TO฀
MORE฀EFlCIENT USE� 4HEREFORE� THE COSTS OF ADJUSTMENT SHOULD ONLY ARISE WHILE RESOURCES ARE
REALLOCATED�฀(OWEVER�฀THERE฀ARE฀SIGNIlCANT OBSTACLES TO THIS REALLOCATION PROCESS IN %UROPE�
4HIS฀LOCKS฀RESOURCES฀INTO฀INEFlCIENT USE� )T LEADS TO CAPITAL DESTRUCTION AND THE INEFlCIENT
USE฀OF฀HUMAN฀CAPITAL฀WITH฀DISPLACED฀WORKERS฀EXPERIENCING฀UNDUE฀DIFlCULTIES lNDING NEW
EMPLOYMENT�฀)F฀THE฀ADJUSTMENT฀PROCESS฀DOES฀NOT฀WORK�฀THIS฀MAY฀LEAD฀TO฀PERMANENT฀EXCLU

SION�฀4HIS฀IS฀UNACCEPTABLE�฀BOTH฀SOCIALLY฀AND฀ECONOMICALLY�฀4HUS�฀IT฀IS฀THE฀LACK฀OF฀SUFlCIENT
OR฀SLOW฀SPEED฀OF฀ADJUSTMENT฀THAT฀CONTRIBUTES฀TO฀ATTRIBUTING฀THE฀RESPONSIBILITY฀FOR฀THE฀AD

JUSTMENT฀COSTS฀TO฀GLOBALISATION
RELATED฀SHOCKS฀RATHER฀THAN฀TO฀INEFlCIENT OR DISTORTION
IN

DUCING฀POLICIES�

'RAPH฀��฀ILLUSTRATES฀THE฀POINT�฀)N฀MANY฀%UROPEAN฀COUNTRIES฀�฀NOTABLY฀&RANCE�฀)TALY฀AND฀
'ERMANY฀�฀VERY฀FEW฀UNEMPLOYED฀RETURN฀TO฀EMPLOYMENT฀QUICKLY฀WHILE฀A฀VERY฀LARGE฀PART฀
REMAIN฀UNEMPLOYED฀FOR฀MORE฀THAN฀A฀YEAR�฀4HIS฀CONTRAST฀WITH฀THE฀53!�฀3WEDEN�฀$ENMARK฀
AND฀THE฀5+฀WHERE฀THE฀REVERSE฀IS฀TRUE�฀THE฀UNEMPLOYED฀ARE฀MUCH฀MORE฀LIKELY฀TO฀lND A NEW
JOB฀WITHIN฀A฀MONTH�

-OREOVER�฀IN฀BOTH฀%UROPE฀AND฀THE฀53!฀RE
EMPLOYMENT฀TAKES฀PLACE฀PRIMARILY฀WITHIN฀THE฀
SECTORS฀OF฀ORIGINAL฀EMPLOYMENT฀�฀SEE฀'RAPH฀���฀4HIS฀MAY฀REmECT THE IMPORTANCE OF SPECIlC
HUMAN฀CAPITAL�฀POOR฀ RETRAINING฀OPPORTUNITIES�฀ RIGID฀ SECTORAL฀WAGE฀ STRUCTURES฀ THAT฀PREVENT฀
MOBILITY�฀AS฀WELL฀AS฀GEOGRAPHICAL฀IMMOBILITY฀AND฀STRONG฀LOCATION฀PREFERENCES฀ON฀THE฀PART฀OF฀
DISPLACED฀WORKERS�฀)T฀IS฀NOT฀POSSIBLE฀TO฀TELL฀WITH฀CERTAINTY฀BUT฀THE฀DATA฀IN฀'RAPH฀��฀MAY฀SIGNAL฀
THAT฀PRODUCTION฀FACTORS฀DO฀NOT฀MOVE฀INTO฀SECTORS฀OF฀IMPROVING฀COMPARATIVE฀ADVANTAGE�฀)F฀
THAT฀IS฀THE฀CASE�฀FROM฀THE฀POINT฀OF฀VIEW฀OF฀ECONOMIC฀EFlCIENCY IT WOULD BE DESIRABLE IF RE

SOURCES฀WERE฀MORE฀SWIFTLY฀REALLOCATED฀INTO฀SECTORS฀WITH฀AN฀IMPROVING฀COMPARATIVE฀ADVAN

TAGE�฀4O฀ACHIEVE฀THIS�฀APPROPRIATE฀POLICIES฀WILL฀BE฀NECESSARY�

4HE฀PREDICTION฀OF฀ECONOMIC฀THEORY฀CONCERNING฀THE฀IMPACT฀OF฀INTERNATIONAL฀TRADE฀ON฀ECO

NOMIC฀PERFORMANCE฀APPLIES฀TO฀THE฀CASE฀OF฀DELOCALISATION฀AND฀OUTSOURCING฀AS฀WELL�฀BENElTS
TEND฀TO฀BE฀LARGE�฀DISPERSED�฀LONG
TERM฀AND฀OF฀A฀PERMANENT฀NATURE�฀4HE฀COSTS฀TEND฀TO฀BE฀
LIMITED�฀CONCENTRATED฀AND฀OF฀A฀ONE
OFF฀NATURE�฀(OWEVER�฀IN฀REALITY฀THE฀DEGREE฀OF฀mEXIBILITY
OF฀THE฀ECONOMY฀TO฀RESPOND฀TO฀ECONOMIC฀AND฀COMPETITIVENESS฀SHOCKS฀DETERMINES฀TO฀A฀LARGE฀
EXTENT฀THE฀NATURE฀AND฀DURATION฀OF฀THE฀ADJUSTMENT฀COSTS�฀/VERALL�฀THE฀SIZE฀OF฀ADJUSTMENT฀
LINKED฀TO฀DELOCALISATION฀AND฀OUTSOURCING฀IS฀AT฀PRESENT฀LIMITED�฀)N฀OPEN�฀DYNAMIC฀MARKET฀
ECONOMIES�฀ECONOMIC฀ RESTRUCTURING฀ IS฀A฀NORMAL฀PART฀OF฀ LIFE฀AND฀ IT฀ IS฀A฀ REmECTION OF THE
IMPACT฀OF฀DOMESTIC฀AND฀OF฀ INTERNATIONAL฀ SHOCKS฀ON฀ THE฀DOMESTIC฀ECONOMY�฀ )NCOMPLETE฀
mEXIBILITY OF THE ECONOMY AND SLOW ADJUSTMENT TO SHOCKS NATURALLY IMPLIES THAT DELOCALISA

TION฀AND฀OUTSOURCING฀CAN฀BE฀SOURCES฀OF฀SHORT
TERM฀DIFlCULTIES FOR THOSE THAT ARE EXPOSED TO
THEIR฀IMPACT�฀4HIS฀IS฀THE฀MAIN฀REASON฀FOR฀THE฀NEED฀OF฀THE฀ADJUSTMENT฀POLICIES฀DISCUSSED฀IN฀
THE฀NEXT฀CHAPTER�
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��฀0OLICIES฀TO฀ENHANCE฀COMPETITIVENESS฀
AND฀MANAGE฀TRANSITION

0REVIOUS฀CHAPTERS฀REVIEWED฀THE฀CAUSES�฀THE฀IMPORTANCE฀AND฀THE฀EFFECTS฀OF฀DELOCALISATION฀
AND฀OUTSOURCING�฀4O฀RECAPITULATE�฀THE฀EVIDENCE฀SUGGESTS฀THAT฀CURRENTLY฀THE฀IMPACT฀OF฀THE฀
EFFECTS฀IN฀QUESTION฀IS฀SMALL฀BOTH฀RELATIVE฀TO฀THE฀SIZE฀OF฀THE฀ECONOMY฀AND฀RELATIVE฀TO฀THE฀
IMPACT฀OF฀OTHER฀SHOCKS฀THAT฀IMPINGE฀UPON฀THE฀ECONOMY�฀(OWEVER�฀ESPECIALLY฀AS฀REGARDS฀
THE฀%5฀ECONOMY�฀ITS฀SPECIALISATION฀AND฀COMPARATIVE฀ADVANTAGE฀IN฀MEDIUM
TECH฀INDUSTRIES฀
AND฀LESS฀mEXIBLE PRODUCT AND LABOUR MARKETS MAKE IT VULNERABLE TO THE SHOCKS CREATED BY
GLOBALISATION฀AND฀SHIFTING฀COMPARATIVE฀ADVANTAGE�฀4HIS฀CHAPTER฀DISCUSSES฀HOW฀THESE฀CHAL

LENGES฀CAN฀BE฀ADDRESSED฀BY฀POLICY
MAKERS�

4HE฀lRST SECTION RECAPITULATES THE CHALLENGES THE %5 IS FACING IN VIEW OF THE EVIDENCE
PRESENTED฀ABOVE�฀4HE฀SECOND฀PART฀PRESENTS฀WHAT฀KIND฀OF฀POLICY฀RESPONSES฀ARE฀NEEDED฀TO฀
TACKLE฀THE฀CHALLENGES�฀/UTSOURCING฀AND฀DELOCALISATION฀ARE฀NATURAL฀PARTS฀OF฀DYNAMIC�฀OPEN฀
ECONOMIES฀AND฀AS฀SUCH฀CANNOT฀AND฀SHOULD฀NOT฀BE฀AVOIDED�฀4HE฀PRIMARY฀ROLE฀OF฀POLICY฀IS฀
THEREFORE฀TO฀ENSURE฀THAT฀%UROPE฀MAXIMISES฀THE฀GAINS฀ARISING฀FROM฀AND฀MINIMISES฀THE฀LOSS

ES฀ASSOCIATED฀WITH฀GLOBALISATION฀IN฀GENERAL฀AND฀OUTSOURCING฀AND฀DELOCALISATION฀IN฀PARTICU

LAR�฀4HIS฀REQUIRES฀A฀%UROPEAN฀ECONOMY฀ABLE฀TO฀SUCCESSFULLY฀HANDLE฀STRUCTURAL฀ECONOMIC฀
CHANGE�฀4O฀ACHIEVE฀THIS�฀%UROPEAN฀ECONOMIES฀NEED฀TO฀IMPROVE฀THEIR฀ADAPTIVE฀CAPACITY�฀
0OLICIES฀ARE฀NEEDED฀TO฀FACILITATE฀THE฀TRANSITION฀PERIOD฀DURING฀WHICH฀PRODUCTION฀FACTORS฀ARE฀
REALLOCATED�฀"EYOND฀FACILITATING฀ADJUSTMENT�฀THERE฀ARE฀A฀NUMBER฀OF฀THINGS฀THAT฀POLICY฀CAN฀
DO฀TO฀POSITION฀THE฀%5฀BETTER฀IN฀THE฀WORLD฀ECONOMY�฀4HESE฀POLICIES฀ARE฀MORE฀STRUCTURAL฀IN฀
NATURE�

4HE฀%5฀IS฀FACING฀THREE฀CHALLENGES฀AT฀THIS฀JUNCTURE�฀�I	฀STRENGTHENING฀ITS฀INVESTMENT฀PER

FORMANCE฀ AND฀ ATTRACTING฀ NEW฀ INTERNATIONAL฀ INVESTMENT�฀�II	฀ EXPLOITING฀ THE฀ ADVANTAGES฀
WORLD฀ MARKETS฀ OFFER฀ IN฀ TERMS฀ OF฀ OPPORTUNITIES฀ FOR฀ SALES฀ AND฀ EFlCIENCY ENHANCEMENT�
AND฀�III	฀HANDLING฀THE฀ADJUSTMENT฀IMPLICATIONS฀OF฀PRODUCTION฀BEING฀OUTSOURCED฀OR฀DELO

CALISED�

s฀!S฀REGARDS฀NEW฀INVESTMENT�฀ACCESS฀TO฀LARGE฀MARKETS฀IS฀STILL฀THE฀PREDOMINANT฀MOTIVE฀FOR฀
INVESTMENT฀LOCATION฀DECISIONS�฀4HE฀%5�S฀STRONGEST฀SELLING฀POINT฀TO฀RETAIN฀CURRENT฀�฀AND฀
ATTRACT฀NEW฀�฀INVESTMENT฀IS฀THEREFORE฀THE฀ACCESS฀IT฀PROVIDES฀TO฀A฀LARGE฀POOL฀OF฀CONSUMERS฀
IN฀ITS฀INTEGRATED฀MARKET฀OF฀��฀-EMBER฀3TATES�฀(OWEVER�฀THE฀EVIDENCE฀SUGGESTS฀THAT฀THE฀
%5฀IS฀NOT฀EXPLOITING฀ ITS฀ FULL฀POTENTIAL฀HERE�฀AS฀DEMAND฀REMAINS฀SLUGGISH฀AND฀MARKETS฀
REMAIN฀INSUFlCIENTLY INTEGRATED� 7HILE PART OF THE PROBLEM IS UNDOUBTEDLY CYCLICAL� RE

VERSING฀THE฀POOR฀PERFORMANCE฀IN฀SPENDING฀ON฀lXED CAPITAL FORMATION AND REVITALISING
INVESTMENT฀GROWTH฀REMAINS฀A฀SIGNIlCANT CHALLENGE�
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s฀4HE฀SECOND฀MOST฀IMPORTANT฀REASON฀WHEN฀DECIDING฀WHERE฀TO฀LOCATE฀IS฀ACCESS฀TO฀HUMAN฀
RESOURCES�฀SKILLS฀AND฀KNOW
HOW�฀4HE฀%5฀HAS฀A฀HIGH฀POTENTIAL฀IN฀THIS฀AREA�฀(OWEVER�฀ITS฀
CURRENT฀COMPETITIVENESS฀PROlLE SUGGESTS THAT IT IS NOT CAPITALISING ENOUGH ON TECHNOLOGY
AND฀HUMAN฀SKILLS�

s฀!S฀A฀LARGE฀PART฀OF฀TRADE฀AND฀&$)฀mOWS OCCUR WITHIN THE %5
��� THE %5 COULD BE CAPITAL

ISING฀MORE฀ON฀THE฀POSITIVE฀EFFECTS฀OFFERED฀BY฀GLOBALISATION฀THROUGH�฀�I	฀ACCESS฀TO฀LARGE฀
AND฀GROWING฀MARKETS฀OUTSIDE฀THE฀%5�฀LIKE฀#HINA฀AND฀)NDIA�฀AND฀�II	฀INCREASED฀EFlCIEN

CIES฀FROM฀GLOBAL฀SOURCING�

s฀!S฀REGARDS฀HANDLING฀THE฀CONSEQUENCES฀OF฀DELOCALISATION฀AND฀OUTSOURCING�฀THERE฀ARE฀SIGNS฀
THAT฀%UROPE฀IS฀NOT฀ADJUSTING฀AS฀WELL฀AS฀IT฀COULD฀TO฀THE฀SHOCKS฀THAT฀ARE฀IMPOSED฀ON฀ITS฀
ECONOMY�฀4HIS฀IS฀A฀MORE฀GENERAL฀PROBLEM฀NOT฀STRICTLY฀RELATED฀TO฀OUTSOURCING฀AND฀DELO

CALISATION฀BUT฀AS฀THE฀LATTER฀GAIN฀MOMENTUM฀IN฀COMING฀YEARS฀THE฀ADJUSTMENT฀DIFlCULTIES
WILL฀ALSO฀BE฀ACCENTUATED�฀3MOOTH฀AND฀LEAST
COST฀ADJUSTMENT฀REQUIRES฀mEXIBILITY IN MAR

KETS฀AND฀AN฀EFlCIENT ALLOCATION OF RESOURCES� 'LOBALISATION HAS MADE THIS IMPERATIVE FOR
NATIONS฀THAT฀WISH฀TO฀REAP฀ITS฀BENElTS� 4HERE APPEARS TO BE SIGNIlCANT OBSTACLES TO THE
REALLOCATION฀PROCESS฀IN฀%UROPE�฀WHICH฀LOCKS฀RESOURCES฀INTO฀INEFlCIENT USE� 4HIS IS PAR

TICULARLY฀TROUBLESOME฀FOR฀LABOUR�฀WITH฀DISPLACED฀WORKERS฀EXPERIENCING฀UNDUE฀DIFlCULTIES
lNDING NEW EMPLOYMENT� )F THE ADJUSTMENT PROCESS DOES NOT WORK SMOOTHLY� THIS MAY
LEAD฀TO฀PERMANENT฀EXCLUSION�

'LOBALISATION�฀OUTSOURCING฀AND฀DELOCALISATION฀ARE฀NOT฀PROBLEMS฀PER฀SE�฀4HE฀APPROPRIATE฀
POLICY฀RESPONSE฀MUST฀BE฀TO฀ENSURE฀THAT฀ALL฀THE฀INCIPIENT฀BENElTS ARE REALISED AND OUR IN

COMES฀GROW฀IN฀ACCORDANCE�฀4HE฀%UROPEAN฀ECONOMY฀IS฀ INEXTRICABLY฀LINKED฀TO฀THE฀WORLD฀
ECONOMY�฀)T฀IS฀ESSENTIAL฀FOR฀%UROPEAN฀lRMS TO BE ABLE TO ACCESS INTERNATIONAL MARKETS� EX

PLOIT฀EFlCIENCY ADVANTAGES AND ACCESS STRATEGIC ASSETS IN ORDER TO STAY COMPETITIVE� )F %5
lRMS ARE NOT EXPLOITING THE OPPORTUNITIES OFFERED BY GLOBALISATION AS EFlCIENTLY AS THEIR
COMPETITORS�฀THEY฀MAY฀HAVE฀TO฀DOWNSIZE฀OR฀CLOSE฀DOWN฀PLANTS฀ALTOGETHER�

%UROPE฀COULD฀EXPLOIT฀THE฀OPPORTUNITIES฀OFFERED฀BY฀OUTSOURCING฀AND฀DELOCALISATION฀MORE�฀BY฀
ATTRACTING฀lRMS FROM ABROAD AND BY %5 lRMS IMPROVING THEIR COMPETITIVE POSITION THROUGH
INTERNATIONAL฀SOURCING฀AND฀SELLING฀ON฀WORLD฀MARKETS�฀4HEREFORE�฀THE฀REAL฀CHALLENGE฀IS฀TO฀
IMPROVE฀THE฀%UROPEAN฀ECONOMY฀SO฀THAT฀GLOBALISATION฀AND฀DELOCALISATION฀ARE฀NO฀LONGER฀A฀
THREAT฀TO฀JOBS�฀BUT฀AN฀OPPORTUNITY฀FOR฀GROWTH฀IN฀THE฀%5�฀4O฀ACHIEVE฀THIS�฀THE฀%UROPEAN฀
ECONOMY฀NEEDS฀TO฀IMPROVE฀ITS฀ADAPTIVE฀CAPACITY�

)T฀IS฀BEYOND฀THE฀SCOPE฀OF฀THIS฀PAPER฀TO฀OUTLINE฀HOW฀POLICY฀INSTRUMENTS฀SHOULD฀BE฀FORMU

LATED฀AND฀MOBILISED฀IN฀DETAIL�฀)NSTEAD�฀THIS฀PAPER�฀�I	฀FORMULATES฀THE฀GENERAL฀OBJECTIVES฀THAT฀
POLICY฀NEEDS฀TO฀ACHIEVE฀IN฀ORDER฀TO฀ENABLE฀THE฀%5฀TO฀PROlT FULLY FROM GLOBALISATION AND
DELOCALISATION�฀AND฀�II	฀IDENTIlES THE INSTRUMENTS THAT HAVE THE POTENTIAL OF CONTRIBUTING
TOWARDS฀THE฀DELIVERY฀OF฀THESE฀OBJECTIVES�

4WO฀KINDS฀OF฀POLICIES฀ARE฀NEEDED฀TO฀ADDRESS฀THE฀CHALLENGES฀OUTLINED฀ABOVE�฀!฀lRST SET OF POLICIES
NEEDS฀ TO฀ AIM฀ AT฀ PROVIDING฀ THE฀ FRAMEWORK฀ CONDITIONS฀ ON฀ WHICH฀ %UROPE฀ CAN฀ MAINTAIN฀ AND฀
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STRENGTHEN฀ITS฀SUSTAINABLE฀COMPETITIVE฀POSITION�฀!NOTHER฀SET฀OF฀POLICIES฀SHOULD฀FACILITATE฀THE฀
PROCESS฀OF฀ADJUSTING฀TO฀THE฀SHOCKS฀OF฀GLOBALISATION฀AND฀DELOCALISATION�

4HE฀lRST SET OF POLICIES FOCUSES ON THE ABILITY OF THE %5 ECONOMY TO ADAPT WITHOUT GENERAT

ING฀NET฀LOSSES�฀BY฀CREATING฀NEW฀ACTIVITIES฀AND฀JOBS�฀AND฀TO฀SHIFT฀RESOURCES฀FROM฀DECLINING฀
SECTORS฀TO฀SECTORS฀WHERE฀%UROPE฀CAN฀SUSTAIN฀A฀COMPARATIVE฀ADVANTAGE�฀(OWEVER�฀CREATING฀
AND฀SUSTAINING฀HIGH฀VALUE
ADDED฀ACTIVITIES฀REQUIRES฀A฀DYNAMIC฀FRAMEWORK฀WHERE฀THE฀ECON

OMY฀ IS฀ ABLE฀ TO฀ TRANSFORM฀AND฀WHERE฀ INNOVATION฀CAN฀ SPUR฀PRODUCTIVITY฀AND฀ JOB฀GROWTH�฀
7ITHOUT฀SUCH฀A฀DYNAMIC฀FRAMEWORK�฀NO฀NEW฀JOBS฀WILL฀BE฀CREATED฀TO฀REPLACE฀THE฀JOBS฀LOST�฀
!฀PERSISTENTLY฀RIGID฀%UROPE฀WILL฀NOT฀REAP฀THE฀FULL฀BENElTS FROM GLOBALISATION� (OWEVER� THIS
lRST SET OF POLICIES IS NOT SPECIlC TO DEALING WITH THE SHOCKS FROM GLOBALISATION AND DELO

CALISATION฀IN฀PARTICULAR�฀)NSTEAD�฀ IT฀OVERLAPS฀WITH฀THE฀SET฀OF฀POLICIES฀REQUIRED฀FOR฀DEALING฀
WITH฀OTHER฀SHOCKS฀SUCH฀AS฀TECHNOLOGICAL฀CHANGE�฀NEW฀ORGANISATIONAL฀MODES฀FOR฀lRMS AND
DIFFERENTIAL฀PRODUCTIVITY฀SHOCKS�฀!S฀SUCH�฀IT฀BROADLY฀lTS WITHIN THE RECENTLY REVISED � BUT
FAR฀ FROM฀ IMPLEMENTED฀�฀,ISBON฀ STRATEGY฀ FOR฀ GROWTH฀ AND฀ EMPLOYMENT�฀4HE฀BOX฀BELOW฀
DETAILS฀HOW฀THE฀#OMMUNITY฀IS฀DEVELOPING฀ITS฀POLICY฀RESPONSE฀TO฀DEAL฀WITH฀RESTRUCTURING฀IN฀
GENERAL�

-OST฀ THEORETICAL฀ MODELS฀ ILLUSTRATING฀ THE฀ POSITIVE฀ EFFECTS฀ FROM฀ GLOBALISATION฀ ASSUME฀ FULL฀
EMPLOYMENT฀AND฀mEXIBLE LABOUR MARKETS� 3INCE IN PRACTICE LABOUR MARKET RIGIDITIES ARE
ALWAYS฀PRESENT�฀PARTICULARLY฀IN฀%UROPE�฀SHORT
TERM฀NEGATIVE฀EFFECTS฀ON฀EMPLOYMENT฀ARE฀IN

EVITABLE�฀.O฀MATTER฀HOW฀SIGNIlCANT THE ULTIMATE POSITIVE IMPACT OF GLOBALISATION MIGHT BE�
LOSSES฀WILL฀OCCUR฀DURING฀THE฀PERIOD฀OF฀TRANSITION�฀4HE฀REAL฀PROBLEM฀OCCURS฀WHEN฀DISPLACED฀
WORKERS฀REMAIN฀UNEMPLOYED�฀4HIS฀IS฀WHY฀POLICIES฀TO฀FACILITATE฀THE฀TRANSITION฀ARE฀NEEDED�฀
,ABOUR฀MARKET฀INSTITUTIONS฀HAVE฀A฀PARTICULAR฀ROLE฀TO฀PLAY฀IN฀THIS฀RESPECT�฀AS฀THEY฀DETERMINE฀
THE฀EASE฀BY฀WHICH฀ALTERNATIVE฀EMPLOYMENT฀CAN฀BE฀FOUND�

4HE฀POLICY฀ INSTRUMENTS฀OUTLINED฀BELOW฀SHOULD฀NOT฀BE฀CONSIDERED฀ IN฀ ISOLATION�฀2ATHER�฀
THEY฀SHOULD฀BE฀PART฀OF฀A฀COHERENT฀AND฀CONSISTENT฀POLICY฀APPROACH฀REQUIRING฀COORDINATION฀
ACROSS฀THE฀DIFFERENT฀POLICY฀AREAS฀AND฀POLICY฀LEVELS฀�%5฀AND฀-EMBER฀3TATES	�฀!฀BALANCED฀
POLICY฀MIX฀WILL฀BENElT FROM SYNERGIES AMONG THE DIFFERENT INSTRUMENTS� #OMPREHENSIVE
REFORM฀PROGRAMMES฀�LIKE฀THE฀,ISBON฀STRATEGY	฀ARE฀LIKELY฀TO฀BE฀MORE฀EFFECTIVE฀THAN฀PIECE

MEAL฀STRATEGIES�

-ORE฀ PARTICULARLY�฀ THE฀ TWO฀ SETS฀ OF฀ POLICIES฀ �IMPROVING฀ COMPETITIVENESS฀ AND฀ FACILITATING฀
TRANSITION	฀SHOULD฀BE฀SEEN฀AS฀COMPLEMENTARY�฀4HE฀lRST SET OF POLICIES IS PARTICULARLY IMPOR

TANT฀FOR฀REMEDYING฀THE฀STRUCTURAL฀PROBLEMS฀OF฀THE฀%5฀ECONOMY�฀/NCE฀A฀MORE฀RESILIENT฀%5฀
ECONOMY฀IS฀IN฀PLACE�฀THE฀NEED฀FOR฀POLICY฀INTERVENTION฀TO฀FACILITATE฀TRANSITION฀DECREASES�฀)N฀
THE฀ABSENCE฀OF฀A฀RESILIENT฀%5฀ECONOMY�฀TRANSITION฀SUPPORT฀COULD฀RUN฀THE฀RISK฀OF฀BECOMING฀
PERMANENT�

!T฀THE฀SAME฀TIME�฀POLICIES฀TO฀FACILITATE฀TRANSITION฀ARE฀ALSO฀IMPORTANT฀TO฀IMPROVE฀COMPETI

TIVENESS�฀ AS฀ THE฀ GAINS฀ OF฀ TRADE฀ WILL฀ BE฀ LOWER฀ IF฀ PRODUCTION฀ FACTORS฀ ARE฀ NOT฀ REALLOCATED฀
SMOOTHLY�฀-OREOVER�฀IT฀CAN฀ALSO฀BE฀REGARDED฀AS฀ENLIGHTENED฀SELF
INTEREST฀FOR฀THOSE฀WHO฀AR

GUE฀IN฀FAVOUR฀OF฀ECONOMIC฀OPENNESS฀SINCE฀A฀SKEWED฀ALLOCATION฀OF฀THE฀COSTS฀AND฀BENElTS IS
LIKELY฀TO฀ERODE฀SUPPORT฀FOR฀ECONOMIC฀OPENNESS�
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)NSTRUMENTS฀AT฀BOTH฀%5฀AND฀-EMBER฀3TATE฀LEVEL฀NEED฀TO฀BE฀CONSIDERED�฀!LTHOUGH฀IT฀IS฀
CLEAR฀ THAT฀ MANY฀ OF฀ THE฀ INSTRUMENTS฀ ARE฀ AT฀ THE฀ NATIONAL฀ LEVEL�฀ THERE฀ ARE฀ NEVERTHELESS฀ A฀
NUMBER฀OF฀AREAS฀WHERE฀THE฀#OMMUNITY฀HAS฀INSTRUMENTS฀AT฀ITS฀DISPOSAL�฀!PART฀FROM฀BEING฀
A฀DIRECT฀ACTOR�฀IT฀CAN฀ALSO฀FACILITATE฀AND฀COORDINATE฀-EMBER฀3TATE฀POLICY�฀4HE฀SUMMARY฀
TABLE฀IN฀!NNEX฀�฀OUTLINES฀A฀TENTATIVE฀DIVISION฀OF฀LABOUR฀BETWEEN฀-EMBER฀3TATES฀AND฀THE฀
#OMMUNITY�

"EFORE฀DETAILING฀THE฀VARIOUS฀INSTRUMENTS�฀IT฀IS฀IMPORTANT฀TO฀STRESS฀THAT฀MANY฀OF฀THEM฀ARE฀
ALREADY฀IN฀PLACE�฀BOTH฀AT฀THE฀%5฀AND฀AT฀THE฀LEVEL฀OF฀THE฀-EMBER฀3TATES�฀!T฀THE฀%5฀LEVEL฀
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THE฀ REVISED฀,ISBON฀ STRATEGY฀ FOR฀ GROWTH฀AND฀EMPLOYMENT฀DETAILS฀ THE฀ STRUCTURAL฀ REFORMS฀
NEEDED฀ TO฀ MAKE฀ THE฀ %5฀ THE฀ MOST฀ COMPETITIVE฀ ECONOMY�฀ 7ITHIN฀ THIS฀ FRAMEWORK�฀ THE฀
#OMMISSION฀IS฀SETTING฀OUT฀MEASURES฀TO฀BE฀DEVELOPED฀AND฀STRENGTHENED฀WITH฀THE฀AIM฀OF฀
ENSURING฀IMPROVED฀ANTICIPATION฀AND฀MANAGEMENT฀OF฀RESTRUCTURING฀WITHIN฀THE฀%5�฀.EV

ERTHELESS�฀THE฀INSTRUMENTS฀PUT฀IN฀PLACE฀WITHIN฀OR฀BEYOND฀THE฀,ISBON฀STRATEGY฀NEED฀TO฀BE฀
MOBILISED฀BETTER฀TO฀lT INTO A COHERENT� SYSTEMIC POLICY APPROACH TO FACE THE CHALLENGES OF
GLOBALISATION�

)N฀ORDER฀TO฀PROVIDE฀A฀BETTER฀FOUNDATION฀FOR฀%UROPE฀TO฀RESPOND฀TO฀THE฀CHALLENGES฀OF฀GLOBALI

SATION�฀DELOCALISATION฀AND฀OUTSOURCING฀AND฀THEREBY฀MAXIMISING฀THE฀OPPORTUNITIES฀OFFERED฀
BY฀THESE฀PHENOMENA�฀POLICY฀NEEDS฀TO฀FOCUS฀ON฀FOUR฀OBJECTIVES�

s฀0ROVIDE฀A฀DYNAMIC฀%UROPEAN฀MARKET฀AND฀NURTURE฀A฀VIGOROUS฀ENTREPRENEURIAL฀CUL

TURE�฀5LTIMATELY�฀COMPANIES฀LOCATE฀WHERE฀THE฀MARKET฀IS�฀0ROVIDING฀lRMS WITH ACCESS
TO฀A฀GROWING฀AND฀DYNAMIC฀MARKET฀IS฀THEREFORE฀THE฀BEST฀WAY฀TO฀ENSURE฀THAT฀%UROPE฀RE

MAINS฀THE฀LOCATION฀OF฀CHOICE�฀7HILE฀THE฀LEGAL฀FRAMEWORK฀IS฀MORE฀OR฀LESS฀IN฀PLACE�฀MORE฀
CAN฀BE฀DONE฀ TO฀DELIVER฀ A฀ TRULY฀DYNAMIC฀ SINGLE฀MARKET�฀MOST฀NOTABLY฀ IN฀ THE฀AREA฀OF฀
SERVICES�

s฀3UPPORT฀AN฀ENVIRONMENT฀CONDUCIVE฀TO฀lRMS MOVING INTO HIGH VALUE
ADDED PRODUC

TION�฀4O฀SUSTAIN฀OUR฀ SOCIAL฀MODEL�฀WE฀ULTIMATELY฀NEED฀TO฀PRODUCE฀AND฀SELL฀GOODS฀AND฀
SERVICES฀WITH฀A฀HIGH฀VALUE฀ADDED�฀7HILE฀%UROPE฀STANDS฀STRONG฀IN฀UPMARKET฀PRODUCTS฀AND฀
INTERMEDIATE฀SKILLS�฀WE฀ARE฀ LESS฀ STRONG฀ IN฀OTHER฀HIGH฀VALUE
ADDED฀AREAS�฀ SUCH฀AS฀ THOSE฀
WITH฀A฀HIGH฀TECHNOLOGY฀OR฀SKILL฀CONTENT�฀7HILE฀LIMITED�฀POLICY฀COULD฀NEVERTHELESS฀PLAY฀A฀
SUPPORTING฀ROLE฀BY฀PUTTING฀IN฀PLACE฀AN฀ENVIRONMENT฀CONDUCIVE฀TO฀lRMS EXPLOITING SUCH
MARKETS�

s฀)MPROVE฀%UROPE�S฀ABILITY฀ TO฀ADAPT฀AND฀ADJUST฀ TO฀SHOCKS�฀$ELOCALISATION฀IS฀BOUND฀TO฀
HAPPEN�฀/NCE฀IT฀DOES�฀AFFECTED฀WORKERS฀AND฀REGIONS฀NEED฀TO฀BE฀ABLE฀TO฀QUICKLY฀ADAPT฀AND฀
ADJUST�฀4HIS฀IS฀CURRENTLY฀NOT฀SUFlCIENTLY THE CASE� WITH MANY DISPLACED WORKERS lNDING IT
HARD฀TO฀lND NEW EMPLOYMENT� 4HIS IS PARTLY DUE TO INSUFlCIENT NEW JOBS BEING CREATED�
BUT฀ALSO฀TO฀A฀LACK฀OF฀MOBILITY�

s฀)MPROVE฀%UROPE�S฀ABILITY฀TO฀REAP฀THE฀BENElTS OF A GLOBAL MARKET� 4RADE฀POLICY฀HAS฀A฀KEY฀
ROLE฀IN฀ENSURING฀AN฀OPEN฀TRADING฀SYSTEM฀BOTH฀VIA฀MULTILATERAL฀AND฀REGIONAL฀AGREEMENTS฀
AS฀WELL฀AS฀PROTECTING฀INTELLECTUAL฀PROPERTY฀RIGHTS�

5LTIMATELY�฀COMPANIES฀LOCATE฀WHERE฀THE฀MARKET฀IS�฀AS฀THE฀EMPIRICAL฀EVIDENCE฀PRESENTED฀IN฀
#HAPTERS฀�฀AND฀�฀HAS฀DEMONSTRATED�฀4HEREFORE�฀THE฀BEST฀WAY฀TO฀ATTRACT฀NEW฀lRMS AND STEM
THE฀mOW OF COMPANY RESOURCES OUT OF %UROPE IS TO PROVIDE COMPANIES ACCESS TO A DYNAMIC
%UROPEAN฀MARKET�
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!฀KEY฀OBJECTIVE฀OF฀THE฀SINGLE฀MARKET฀PROGRAMME฀WAS฀TO฀RAISE฀THE฀DYNAMISM฀OF฀%UROPE�S฀
ECONOMY฀BY฀REMOVING฀OBSTACLES฀THAT฀FRAGMENT฀THE฀INTERNAL฀MARKET�฀/VER฀THE฀YEARS�฀A฀MORE฀
INTEGRATED฀%UROPEAN฀MARKET฀HAS฀CERTAINLY฀BEEN฀ACHIEVED�฀SUPPORTED฀MORE฀RECENTLY฀BY฀THE฀
SINGLE฀CURRENCY�฀"Y฀AND฀LARGE�฀IT฀HAS฀BEEN฀A฀SUCCESS�฀A฀LARGE฀INTERNAL฀MARKET฀WITHOUT฀CUR

RENCY฀BORDERS฀HAS฀PROVIDED฀A฀MUCH฀BETTER฀FOUNDATION฀FOR฀ECONOMIC฀GROWTH�฀(OWEVER�฀THE฀
PROCESS฀OF฀INTEGRATION฀HAS฀GONE฀FURTHER฀IN฀SOME฀SECTORS฀�GOODS	฀THAN฀OTHERS�฀MOST฀NOTABLY฀
SERVICES฀AND฀NETWORK฀INDUSTRIES�฀-OREOVER�฀MANY฀OF฀THE฀LAWS฀SETTING฀UP฀THE฀SINGLE฀MARKET฀
IN฀THE฀VARIOUS฀SECTORS฀HAVE฀PROBLEMS�฀&OR฀EXAMPLE�฀THEY฀OFTEN฀TEND฀TO฀FAVOUR฀INCUMBENTS฀
OVER฀NEW฀ENTRANTS�฀-OREOVER�฀THE฀LEGISLATIVE฀PROCEDURE฀OFTEN฀PRODUCES฀LAWS฀THAT฀ARE฀TOO฀
DETAILED฀TO฀lT A 5NION AS DIVERSE AS OURS� 4O ADDRESS THIS REQUIRES AN INCREASED FOCUS ON
REGULATORY฀QUALITY฀�LESS฀AND฀SIMPLER฀RULES฀WITH฀BETTER฀ENFORCEMENT	�฀AND฀CHANGES฀TO฀THE฀
WAY฀THE฀#OMMISSION฀DRAFTS฀LEGISLATION฀AND฀TO฀THE฀WAY฀LEGISLATION฀IS฀ADOPTED�฀3UCH฀EFFORTS฀
ARE฀ALREADY฀UNDER฀WAY�฀)T฀IS฀IMPORTANT฀THAT฀THEY฀ARE฀CONTINUED�

(OWEVER�฀IT฀IS฀NOT฀ONLY฀IMPORTANT฀TO฀GET฀LEGISLATION฀RIGHT�฀/THER฀POLICIES฀ALSO฀CONTRIBUTE฀TO฀
PROVIDING฀ A฀ MORE฀ DYNAMIC฀ %UROPEAN฀ MARKET�฀ #OMPETITION฀ POLICY฀ �INCLUDING฀ 3TATE฀ AID฀
POLICY	฀IS฀NECESSARY฀TO฀MINIMISE฀BARRIERS฀TO฀ENTRY฀AND฀CONTROL฀INCUMBENTS�฀!฀SINGLE฀MARKET฀
BY฀ITSELF฀WILL฀NOT฀ENSURE฀THAT฀INCIPIENT฀ECONOMIC฀OPPORTUNITIES฀ARE฀TRANSLATED฀INTO฀mOURISH

ING฀BUSINESS฀VENTURES�฀4O฀REALISE฀THIS฀POTENTIAL�฀IT฀IS฀ESSENTIAL฀THAT฀THE฀ADMINISTRATIVE฀AND฀
BUSINESS฀ENVIRONMENT฀ENCOURAGES฀RISK฀TAKING฀AND฀THAT฀INDIVIDUAL฀ENTREPRENEURS฀ARE฀NOT฀
CONFRONTED฀WITH฀UNNECESSARY฀OBSTACLES฀AND฀COSTS฀WHEN฀THEY฀BEGIN฀A฀BUSINESS฀ENTERPRISE�

4O฀SURVIVE฀IN฀AN฀INCREASINGLY฀COMPETITIVE฀WORLD�฀%UROPE฀ESSENTIALLY฀NEEDS฀TO฀PRODUCE฀AND฀
SELL฀GOODS฀AND฀SERVICES฀WITH฀A฀HIGH฀VALUE฀ADDED฀DOMESTICALLY฀BUT฀ALSO฀IN฀WORLD฀MARKETS�฀
4HE฀COMPETITIVENESS฀CHALLENGE฀OF฀RAISING฀PRODUCTIVITY฀GROWTH฀IS฀ALERTING฀US฀TO฀THE฀DIFlCUL

TIES฀%UROPE฀IS฀CURRENTLY฀ENCOUNTERING฀IN฀SHIFTING฀RESOURCES฀ IN฀ACTIVITIES฀OF฀GREATER฀VALUE฀
AND฀OF฀EMPLOYMENT฀PROMISE�฀%UROPE฀STANDS฀STRONG฀IN฀UPMARKET฀PRODUCTS฀AND฀INTERMEDIATE฀
SKILLS฀�E�G�฀PRODUCTS฀CHARACTERISED฀BY฀A฀HIGH฀QUALITY฀OR฀STRONG฀BRANDS	�฀BUT฀WE฀ARE฀LESS฀STRONG฀
IN฀OTHER฀AREAS฀CHARACTERISED฀BY฀HIGH฀VALUE฀ADDED�฀FOR฀EXAMPLE฀SECTORS฀WITH฀HIGHER฀SKILL฀OR฀
TECHNOLOGY฀ CONTENT�฀WHICH฀ TYPICALLY฀HAVE฀MORE฀ SCOPE฀ FOR฀ SUSTAINED฀ GROWTH฀ AND฀WHERE฀
DEMAND฀ FOR฀ THESE฀ PRODUCTS฀ IS฀ CHARACTERISED฀ BY฀ GENERALLY฀ HIGH฀ INCOME฀ ELASTICITY�฀ 0OLICY฀
COULD฀PLAY฀A฀SUPPORTING฀ROLE฀IN฀ESTABLISHING฀CONDITIONS฀CONDUCIVE฀TO฀lRMS EXPLOITING SUCH
MARKETS�

/NE฀WAY฀ TO฀ENCOURAGE฀ SUCH฀AN฀ENVIRONMENT฀ IS฀BY฀ STIMULATING฀2฀�฀$฀AND฀ INNOVATION�฀
4HIS฀DOES฀NOT฀NECESSARILY฀ONLY฀MEAN฀MORE฀FUNDING�฀4HE฀%5฀AND฀-EMBER฀3TATES฀NEED฀TO฀
SPEND฀AVAILABLE฀RESOURCES฀MORE฀EFlCIENTLY AND IN A BETTER AND MORE FOCUSED WAY� /VERALL�
RESEARCH฀FUNDS฀SHOULD฀BE฀DEVOTED฀TO฀AREAS฀WHERE฀THEY฀COULD฀CONTRIBUTE฀TO฀DEEPEN฀%UROPE�S฀
COMPARATIVE฀ ADVANTAGE�฀ -OREOVER�฀ THE฀ METHOD฀ OF฀ ALLOCATION฀ OF฀ FUNDS฀ NEEDS฀ TO฀ BE฀ IM

PROVED�฀ON฀AN฀OPEN�฀TRANSPARENT�฀COMPETITIVE฀BASIS�

-ORE฀NEEDS฀TO฀BE฀DONE฀IN฀ORDER฀TO฀ENSURE฀THAT฀THE฀RESULTS฀OF฀SUCH฀RESEARCH฀GAIN฀COMMER

CIAL฀APPLICATION�฀TRANSLATE฀INTO฀NEW฀PRODUCTS฀AND฀PROCESSES�฀AND฀CREATE฀VALUE฀IN฀AREAS฀WHERE฀
THE฀%5฀CAN฀SUSTAIN฀A฀COMPARATIVE฀ADVANTAGE�฀/NE฀WAY฀TO฀ACHIEVE฀THIS฀IS฀BY฀ENSURING฀THAT฀
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THE฀MARKET฀PLACE฀IS฀CONTESTABLE�฀AS฀THIS฀PROVIDES฀lRMS WITH THE INCENTIVE TO ALIGN THEIR
OPERATIONS฀SO฀AS฀TO฀ACHIEVE฀THE฀HIGHEST฀VALUE฀ADDED�฀A฀ROLE฀FOR฀COMPETITION฀POLICY�฀!LSO�฀
CONSISTENT฀WITH฀WHAT฀WAS฀MENTIONED฀EARLIER�฀THE฀%5฀NEEDS฀TO฀CONTINUE฀ITS฀,ISBON฀REFORM฀
PROGRAMME฀TO฀IMPROVE฀THE฀FUNDAMENTAL฀FRAMEWORK฀CONDITIONS฀THAT฀DETERMINE฀BEHAVIOUR฀
IN฀PRODUCT�฀CAPITAL฀AND฀LABOUR฀MARKETS�

&INALLY�฀A฀HIGHLY฀SKILLED฀WORKFORCE฀IS฀NECESSARY฀IN฀ORDER฀TO฀ENHANCE฀%UROPE�S฀COMPARATIVE฀
ADVANTAGE฀IN฀HIGH฀VALUE
ADDED฀PRODUCTION฀AND฀IN฀ORDER฀TO฀MAKE฀SURE฀THAT฀THE฀lNANCIAL
RESOURCES฀THAT฀MIGHT฀BE฀ALLOCATED฀TO฀lNANCE 2 � $ ARE EFlCIENTLY EMPLOYED WITH COMPLE

MENTARY฀HUMAN฀RESOURCES�฀4HEREFORE�฀HUMAN฀CAPITAL฀POLICIES฀ARE฀OF฀FUNDAMENTAL฀IMPOR

TANCE�฀)N฀THIS฀REGARD�฀AND฀GIVEN฀THE฀CENTRAL฀ROLE฀OF฀SCIENCE฀AND฀TECHNOLOGY฀IN฀CURRENT฀AND฀
IN฀PROSPECTIVE฀PRODUCTIVITY฀PERFORMANCE�฀IT฀IS฀NECESSARY฀TO฀MOTIVATE฀GREATER฀PARTICIPATION฀
IN฀SCIENCE฀AND฀TECHNOLOGY฀STUDIES฀ON฀THE฀PART฀OF฀THE฀SCHOOL฀GENERATION฀AND฀ALSO฀TO฀ALIGN฀
MORE฀CLOSELY฀UNIVERSITY฀CURRICULA฀TO฀THE฀NEW฀SCIENCES�฀5LTIMATELY�฀THE฀REFORM฀OF฀THE฀UNIVER

SITY฀SECTOR฀AND฀THE฀MANNER฀IN฀WHICH฀HIGHER฀EDUCATION฀IS฀PROCURED฀AND฀lNANCED WILL BE
UNAVOIDABLE฀IN฀COMING฀YEARS�฀IT฀IS�฀THEREFORE�฀ESSENTIAL฀TO฀SPEED฀UP฀THE฀ADJUSTMENT฀PROCESS฀
OF฀INSTITUTIONS฀OF฀HIGHER฀LEARNING฀TO฀MODERN฀DEMANDS�฀4HE฀NEED฀FOR฀IMPROVING฀PERFORM

ANCE฀DOES฀NOT฀APPLY฀ONLY฀TO฀THE฀UNIVERSITY฀SECTOR�฀/N
THE
JOB฀TRAINING฀�฀ACCESSIBLE฀TO฀ALL฀
�฀ AND฀ UPGRADING฀ BASIC฀ SKILLS฀ AMONG฀ THE฀ POPULATION฀ ARE฀ ALSO฀ IMPORTANT�฀ #LEARLY�฀ SUCH฀
TRAINING฀IS฀MORE฀EFFECTIVE฀IF฀IT฀BUILDS฀ON฀MORE฀GENERAL฀HUMAN฀CAPITAL฀INVESTMENTS฀MADE฀
EARLIER฀IN฀LIFE฀�PRIMARY�฀SECONDARY฀AND฀TERTIARY฀EDUCATION	�

'LOBALISATION�฀DELOCALISATION฀AND฀OUTSOURCING฀HAVE฀BENElTED THE %UROPEAN ECONOMY IN
THE฀PAST฀AND฀WILL฀CONTINUE฀TO฀DO฀SO�฀THEREBY฀RAISING฀OUR฀REAL฀INCOMES฀AND฀ECONOMIC฀WELL

BEING�฀)N฀ORDER฀TO฀MAXIMISE฀THE฀BENElTS AND MINIMISE THE ADJUSTMENT COSTS� %UROPEAN
PRODUCTION฀FACTORS฀NEED฀TO฀ADAPT฀AND฀ADJUST฀mUENTLY TO THE VARIOUS SHOCKS THAT IMPINGE ON
OUR฀ECONOMIES�฀(OWEVER�฀AS฀NOTED฀IN฀#HAPTER฀��฀THERE฀ARE฀SIGNS฀THAT฀THE฀PROCESS฀OF฀ADJUST

MENT฀IS฀CUMBERSOME฀AND฀WORKS฀SLOWLY฀IN฀%UROPE�฀4HIS฀IS฀PARTICULARLY฀THE฀CASE฀FOR฀THE฀%U

ROPEAN฀LABOUR฀FORCE฀WHERE�฀BY฀AND฀LARGE�฀DISPLACED฀WORKERS฀OFTEN฀HAVE฀PROBLEMS฀lNDING A
NEW฀JOB฀WITHIN฀A฀REASONABLE฀TIME฀AND฀OFTEN฀BECOME฀IRRELEVANT฀TO฀THE฀LABOUR฀MARKET฀BY฀
JOINING฀THE฀RANKS฀OF฀THE฀LONG
TERM฀UNEMPLOYED�

'ENERALLY�฀TO฀IMPROVE฀ADAPTABILITY฀OFTEN฀REQUIRES฀A฀DEEPER฀REFORM฀OF฀THE฀STRUCTURES฀UNDER

PINNING฀OUR฀MARKETS�฀3UCH฀STRUCTURAL฀REFORMS฀ARE฀OUTLINED฀IN฀THE฀REVISED฀,ISBON฀STRATEGY฀
AND฀INVOLVE�฀�I	฀REDUCING฀OF฀REGULATORY฀BURDENS฀�฀BOTH฀AT฀THE฀-EMBER฀3TATE฀AND฀#OM

MUNITY฀LEVEL฀�฀AND฀IN฀THE฀YEARS฀TO฀COME�฀A฀CONSISTENT฀MAINTENANCE฀OF฀SIMPLE฀AND฀UNIFORM฀
RULES฀AND฀PROCEDURES฀WHICH฀REDUCE฀THE฀COST฀OF฀DOING฀BUSINESS�฀�II	฀INCREASING฀LABOUR฀MAR

KET฀PARTICIPATION�฀�III	฀UPGRADING฀THE฀STOCK฀OF฀HUMAN฀CAPITAL฀�MAINLY฀BY฀TRAINING฀AND฀EDU

CATION฀BUT฀ALSO฀BY฀FACILITATING฀HIGH
SKILLED฀IMMIGRANTS฀TO฀BE฀GRANTED฀VISAS	�฀AND฀�IV	฀PRO

VIDING฀A฀TAX฀SYSTEM฀CONSISTENT฀WITH฀HIGH฀NATIONAL฀SAVINGS฀THAT฀MAKES฀%UROPE฀AN฀ATTRACTIVE฀
LOCATION฀TO฀INVEST฀FOR฀FOREIGN฀AND฀DOMESTIC฀INVESTORS�

/F฀THESE�฀THE฀STRUCTURES฀UNDERPINNING฀LABOUR฀MARKETS฀ARE฀IN฀PARTICULAR฀NEED฀OF฀REVIEW฀IN฀
ORDER฀TO฀ENABLE฀WORKERS฀TO฀BETTER฀ADAPT฀TO฀ECONOMIC฀SHOCKS�฀4HIS฀WOULD฀IMPROVE฀THE฀REAL

LOCATION฀OF฀PRODUCTION฀FACTORS฀TO฀AREAS฀WHERE฀%UROPE฀CAN฀DEVELOP฀AND฀SUSTAIN฀COMPARATIVE฀
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ADVANTAGE�฀!N฀ESSENTIAL฀ISSUE฀HERE฀CONCERNS฀THE฀NEED฀FOR฀mEXIBILITY IN LABOUR MARKET AR

RANGEMENTS�฀4HE฀COSTS฀OF฀lRING ARE INTRINSICALLY LINKED TO THE COSTS OF HIRING� AS A HIGHER
LEVEL฀OF฀EMPLOYMENT฀PROTECTION฀CAN฀OFTEN฀WORK�฀CETERIS฀PARIBUS�฀AGAINST฀JOB฀CREATION�฀-ORE

OVER�฀ THE฀ GROWTH฀ IN฀ REAL฀WAGES฀NEEDS฀ TO฀BE฀ CONSISTENT฀WITH฀PRODUCTIVITY฀ GROWTH�฀-ORE฀
mEXIBILITY AND ADAPTABILITY WILL NEED TO BE ACCOMPANIED BY INVESTMENTS IN HUMAN CAPITAL�
7ITHOUT฀INVESTMENTS฀IN฀SKILLS฀IT฀WILL฀BE฀DIFlCULT FOR DISPLACED WORKERS TO lND NEW JOBS AND
TO฀ENABLE฀THE฀%5฀TO฀MOVE฀UP฀THE฀VALUE฀CHAIN�฀)NVESTMENTS฀IN฀HUMAN฀CAPITAL฀SHOULD฀THERE

FORE฀BE฀MADE฀AT฀ALL฀LEVELS�฀BE฀IT฀EARLIER฀�PRIMARY�฀SECONDARY฀AND฀TERTIARY฀EDUCATION	฀OR฀LATER฀
IN฀LIFE฀�VOCATIONAL฀TRAINING�฀LIFELONG฀LEARNING	�

3HOCKS฀MAY฀SOMETIMES฀HAVE฀A฀STRONG฀REGIONAL฀IMPACT฀WHEN฀A฀PARTICULAR฀INDUSTRY฀OR฀SECTOR฀
IS฀AFFECTED�฀5NEMPLOYMENT฀ IN฀%UROPE฀ IS฀CONCENTRATED฀ IN฀CERTAIN฀ REGIONS฀�E�G�฀ SOUTHERN฀
)TALY�฀SOUTHERN฀3PAIN�฀THE฀FORMER฀%AST฀'ERMANY฀AND฀CERTAIN฀REGIONS฀IN฀THE฀NEW฀-EMBER฀
3TATES	฀���	�฀!฀SYSTEM฀THAT฀LEADS฀TO฀HIGH฀AVERAGE฀UNEMPLOYMENT฀RATES฀AND฀IN฀SOME฀CASES฀
VERY฀HIGH฀AND฀PERSISTENT฀REGIONAL฀UNEMPLOYMENT฀RATES฀IS฀ILL฀ADAPTED฀TO฀EFFECTIVELY฀WEATHER฀
ECONOMIC฀SHOCKS�฀BE฀THEY฀TRADE฀RELATED฀OR฀NOT�฀4O฀IMPROVE฀THE฀ABILITY฀OF฀REGIONS฀TO฀ABSORB฀
SHOCKS�฀ONE฀SHOULD฀ASSESS฀THE฀EXTENT฀TO฀WHICH฀ECONOMIC฀INSTITUTIONS฀NEED฀TO฀BE฀ADAPTED฀TO฀
REGION
SPECIlC NEEDS� /NE SUCH INSTITUTION IS THE PROCESS OF SETTING WAGES� 4HE LARGE RE

GIONAL฀UNEMPLOYMENT฀DIFFERENCES฀INDICATE฀AMONG฀OTHER฀THINGS฀THAT฀LABOUR฀COSTS฀IN฀THESE฀
REGIONS฀ARE฀TOO฀HIGH฀RELATIVE฀TO฀OTHER฀REGIONS฀���	�฀-ORE฀WAGE฀mEXIBILITY� FOR EXAMPLE VIA A
MORE฀DECENTRALISED฀WAGE฀NEGOTIATION฀PROCESS�฀COULD฀CONTRIBUTE฀ TOWARDS฀CORRECTING฀ THIS�฀
!PART฀FROM฀MORE฀mEXIBLE WAGES� ADAPTING INSTITUTIONS TO REGIONAL NEEDS IS LIKELY TO INVOLVE
TAX฀AND฀BENElT SYSTEMS� ENSURING THAT ACTIVE LABOUR MARKET POLICIES BETTER SUPPORT MOBIL

ITY฀ACROSS฀REGIONS�฀ENSURE฀THE฀PORTABILITY฀OF฀BENElTS ACROSS REGIONS� AND DESIGN PARTICULAR
HUMAN฀CAPITAL฀INVESTMENTS฀IN฀REGIONS฀ALREADY฀AFFECTED฀OR฀LIKELY฀TO฀BECOME฀AFFECTED�

4O฀REAP฀THE฀BENElTS FROM THE GLOBAL ECONOMY� THE %5 HAS AN INTEREST IN MAINTAINING AN
OPEN฀MULTILATERAL฀TRADING฀SYSTEM�฀4HIS฀MEANS฀ENSURING฀THAT฀OUR฀OWN฀MARKET฀IS฀SUFlCIENTLY
OPEN฀TO฀PROCURE฀AND฀EXCHANGE฀COMPETITIVELY฀lNAL AND INTERMEDIATE PRODUCTS AND TO STIM

ULATE฀TECHNICAL฀PROGRESS�฀&IRMS฀MORE฀ACTIVE฀IN฀EXPORT฀MARKETS฀ARE฀MORE฀LIKELY฀TO฀BENElT
FROM฀THE฀OPPORTUNITIES฀OFFERED฀BY฀DELOCALISATION�฀CREATING฀NEW฀JOBS฀AT฀HOME�฀3UPPORTING฀
AND฀DEFENDING฀AN฀OPEN฀AND฀COMPETITIVE฀INTERNATIONAL฀TRADING฀SYSTEM฀IS฀THE฀BASIS฀FOR฀%URO

PEAN฀lRMS TO OBTAIN ACCESS TO THIRD MARKETS AND TO PROSPER THROUGH IMPROVED SPECIALISA

TION�฀LARGER฀ECONOMIES฀OF฀SCALE฀AND฀BY฀EXPLOITING฀COMMERCIAL฀ADVANTAGES฀IN฀NEW฀MARKETS�

4HE฀%5฀SHOULD฀ENSURE฀THAT฀THE฀POSITIVE฀CHANGES฀INDUCED฀BY฀OPENNESS฀ARE฀NOT฀JEOPARDISED฀
BY฀ABUSES฀OF฀FAIR฀COMPETITION�฀#ONSEQUENTLY�฀IT฀SHOULD฀CONTINUE฀TO฀ENSURE฀THAT฀ANTI
COM

PETITIVE฀PRACTICES฀DO฀NOT฀DISTORT฀OR฀UNDERMINE฀INTERNATIONAL฀TRADE�

4HESE฀OBJECTIVES฀SHOULD฀BE฀PRIMARILY฀PURSUED฀THROUGH฀AN฀AMBITIOUS฀STRATEGY฀IN฀THE฀$OHA฀
2OUND�฀)T฀ SHOULD฀BE฀COMPLEMENTED฀BY฀BILATERAL฀OR฀ REGIONAL฀ INITIATIVES�฀ SUCH฀AS฀ REGIONAL฀

���	฀ &OR฀EXAMPLE�฀RECENT฀lGURES FROM %UROSTAT �/CTOBER ����	 INDICATE THAT REGIONAL UNEMPLOYMENT IN THE %5
�� RANGES FROM
���฀�฀TO฀����฀��

���	฀ $E฀+ONING฀ET฀AL�฀�����	�
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TRADE฀AGREEMENTS฀�24!S	�฀WHICH฀ALLOW฀THE฀PURSUIT฀OF฀A฀WIDER฀AGENDA฀THAN฀ON฀THE฀MULTILAT

ERAL฀ARENA�฀-OREOVER�฀IN฀VIEW฀OF฀THE฀%5�S฀COMPARATIVE฀ADVANTAGE฀ON฀UPMARKET฀PRODUCTS฀
�฀WHICH฀ARE฀NOT฀NECESSARILY฀ALWAYS฀HIGH
TECH฀�฀THE฀%5฀SHOULD฀CONTINUE฀TO฀DEFEND฀AN฀
IMPROVED฀ENFORCEMENT฀OF฀INTELLECTUAL฀PROPERTY฀RIGHTS฀IN฀THE฀BROAD฀SENSE฀�BEYOND฀PATENTS฀
AND฀ALSO฀INCLUDE฀BRAND฀NAMES�฀TRADEMARKS�฀DESIGN�฀ETC�	�฀)T฀SHOULD฀ALSO฀REINFORCE฀INTERNA

TIONAL฀NORMS฀AND฀STANDARDS฀TO฀TACKLE฀NON
TARIFF฀BARRIERS฀DETRIMENTAL฀TO฀%5฀INDUSTRY�

4HE฀POLICIES฀DISCUSSED฀IN฀3ECTION฀���฀MAY฀BE฀THOUGHT฀OF฀AS฀MEDIUM
TERM฀POLICIES฀THAT฀ARE฀
RELEVANT฀IRRESPECTIVE฀OF฀THE฀SOURCE฀OF฀SHOCKS�฀4HEY฀OVERLAP฀WITH฀THE฀REFORMS฀EMBEDDED฀IN฀THE฀
,ISBON฀STRATEGY฀WHICH฀AIM฀AT฀IMPROVING฀%UROPE�S฀ABILITY฀TO฀PRODUCE฀�RAISING฀THE฀LEVEL฀AND฀
IMPROVING฀GROWTH฀OF฀ITS฀POTENTIAL฀OUTPUT	฀AND฀RAISE฀ITS฀STANDARDS฀OF฀LIVING�

#LEARLY�฀SUCH฀POLICIES฀ARE฀ESSENTIAL฀BECAUSE฀MORE฀mEXIBLE AND MORE RESILIENT ECONOMIES ARE
ADAPTING฀TO฀SHOCKS฀WITH฀LESS฀TRANSITIONAL฀COSTS฀AND฀OVER฀SHORTER฀TRANSITIONAL฀PERIODS฀THAN฀
LESS฀mEXIBLE AND LESS RESILIENT ONES� )T IS WELL KNOWN THAT THE %5 ECONOMY DOES NOT AT
PRESENT฀HAVE฀SUCH฀CHARACTERISTICS฀AND�฀AS฀MENTIONED฀PREVIOUSLY�฀GLOBALISATION�฀OUTSOURCING฀
AND฀DELOCALISATION฀SHOCKS฀ARE฀BOUND฀TO฀CREATE฀SHORT
TERM฀ADJUSTMENT฀DIFlCULTIES AND TO
INmICT JOB AND INCOME LOSSES TO ESPECIALLY VULNERABLE SEGMENTS OF THE LABOUR MARKET AND
OF฀ OUR฀ CITIZENSHIP�฀ .OTE฀ ALSO฀ THAT฀ EVEN฀ mEXIBLE AND RESILIENT ECONOMIES ARE INVARIABLY
CHARACTERISED฀BY฀INFORMATION฀ASYMMETRIES฀AND฀BY฀@CONSERVATIVE�฀DEEPER฀PREFERENCES฀THAT฀
LIMIT฀THE฀EXTENT฀OF฀ADAPTABILITY฀TO฀SHOCKS�฀)N฀ECONOMIES฀THAT฀HAVE฀DIFlCULTIES IN ADAPTING
TO฀STRUCTURAL฀CHANGE�฀EVEN฀POPULAR฀SUPPORT฀FOR฀FREE฀TRADE�฀ESPECIALLY฀DURING฀PERIODS฀OF฀SLOW฀
GROWTH�฀MAY฀BE฀UNDERMINED฀UNLESS฀ECONOMIC฀POLICIES฀AIMED฀AT฀ADDRESSING฀THESE฀PROBLEMS฀
CAN฀BE฀DEVISED�฀&INALLY�฀GOVERNMENTS฀ARE฀ INVARIABLY฀EXPECTED฀BY฀CITIZENS฀ TO฀PROVIDE฀ RE

SPONSES฀TO฀EXTERNAL฀SHOCKS�฀ESPECIALLY฀SHOCKS฀SUCH฀AS฀THOSE฀RELATED฀TO฀GLOBALISATION฀THAT฀
OFTEN฀APPEAR฀TO฀OFFEND฀THE฀POPULAR฀SENSE฀OF฀EQUITY฀AND฀JUSTICE�฀)T฀IS�฀THEREFORE�฀IMPORTANT฀
THAT฀SHORT
TERM฀ADJUSTMENT฀POLICIES฀BE฀ALSO฀DEVELOPED฀AS฀PART฀OF฀THE฀STRATEGY฀TO฀EMBRACE฀
THE฀VARIOUS฀ASPECTS฀OF฀GLOBALISATION฀AND฀MITIGATE฀ITS฀SHORT
TERM฀NEGATIVE฀EFFECTS�

0OLICY฀TO฀ADDRESS฀PROBLEMS฀RELATED฀TO฀OUTSOURCING฀AND฀DELOCALISATION�฀WHICH฀DO฀NOT฀INTER

FERE฀ WITH฀ THE฀ MARKET฀ ALLOCATION฀ SIGNALS฀ FOR฀ EFlCIENT USE OF ECONOMIC RESOURCES� SHOULD
PURSUE฀THREE฀OBJECTIVES�

s฀#USHION฀TEMPORARILY฀THE฀IMPACT฀ON฀THE฀INCOMES฀OF฀THOSE฀WORKERS฀AFFECTED฀BY฀STRUC

TURAL฀CHANGE฀WHILE฀FACILITATING฀RE
EMPLOYMENT�฀5NEMPLOYMENT฀BENElTS ARE DESIGNED
TO฀ENSURE฀WORKERS฀AGAINST฀UNEMPLOYMENT
INDUCED฀INCOME฀LOSS�฀(OWEVER�฀IN฀THE฀CONTEXT฀
OF฀SUCH฀SUPPORT�฀IT฀IS฀ESSENTIAL฀THAT฀INCENTIVES฀REMAIN฀TO฀TAKE฀UP฀WORK฀SHOULD฀AN฀OPPOR

TUNITY฀PRESENT฀ITSELF�฀4O฀THIS฀EFFECT�฀TAX฀AND฀BENElT SYSTEMS MAY NEED TO BE REASSESSED�

s฀#USHION฀REGIONAL฀IMPACT฀WHILE฀FACILITATING฀REALLOCATION฀OF฀RESOURCES฀ECONOMY
WIDE�฀
3PECIlC POLICIES MAY BE NECESSARY WHEN THE IMPACT IS ESPECIALLY CONCENTRATED IN SPECIlC
REGIONS฀OF฀THE฀%5฀AND�฀TO฀THE฀EXTENT฀THAT฀THE฀SHOCK฀AFFECTS฀SYMMETRICALLY฀SEVERAL฀RE

GIONS�฀COORDINATED฀POLICIES฀TO฀ADDRESS฀THE฀PROBLEMS฀ARE฀REQUIRED�฀#LEARLY�฀THE฀POLICIES฀IN฀
QUESTION฀MUST฀ALSO฀CONSIDER฀OCCUPATIONAL฀AND฀GEOGRAPHICAL฀MOBILITY฀INCENTIVES฀AND฀THE฀
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OPTION฀ OF฀ MOVEMENT฀ OF฀ WORKERS฀ TOWARDS฀ REGIONS฀ EXPERIENCING฀ BETTER฀ ECONOMIC฀ FOR

TUNES�

s฀!NTICIPATE฀CHANGE�฀#HANGES฀COULD฀BE฀ANTICIPATED฀BEFORE฀THEY฀OCCUR฀WHEN฀SUFlCIENTLY
CREDIBLE฀AND฀ROBUST฀INFORMATION฀BECOMES฀AVAILABLE฀ESPECIALLY฀AS฀REGARDS฀SECTORS฀THAT฀ARE฀
LIKELY฀TO฀BE฀AFFECTED�฀)N฀SUCH฀CASES�฀WORKERS฀AT฀RISK฀COULD฀BE฀ASSISTED฀IN฀MOVING฀AND฀IF฀
NECESSARY฀ IN฀ IMPROVING฀ THEIR฀ SKILLS�฀ (OWEVER�฀ SUCH฀ PREVENTIVE฀ ASSISTANCE฀ IS฀ IN฀ MANY฀
CASES฀ASSOCIATED฀WITH฀SEVERE฀INFORMATION฀PROBLEMS฀AND฀ANTICIPATORY฀INTERVENTION฀MAY฀
RUN฀THE฀RISK฀OF฀BEING฀INEFlCIENT�

4O฀MAINTAIN฀SUPPORT฀FOR฀ECONOMIC฀OPENNESS�฀IT฀IS฀NECESSARY฀TO฀ENSURE฀ADEQUATE฀SHORT
TERM฀
SUPPORT฀FOR฀THOSE฀AFFECTED฀BY฀STRUCTURAL฀CHANGE�฀5NEMPLOYMENT฀BENElTS ALREADY PROVIDE
SUCH฀SUPPORT�฀(OWEVER�฀IT฀COULD฀BE฀EXPLORED฀WHETHER฀MORE฀CAN฀BE฀DONE฀TO฀CUSHION฀THE฀
IMPACT฀WHILE฀ENSURING฀THAT฀INCENTIVES฀REMAIN฀TO฀TAKE฀UP฀NEW฀JOBS�

)N฀ORDER฀TO฀PROVIDE฀ADDITIONAL฀INCOME฀SUPPORT฀TO฀WORKERS฀DISPLACED฀BY฀TRADE�฀DELOCALISA

TION฀AND฀OUTSOURCING�฀SOME฀KIND฀OF฀ADDITIONAL฀RESTRUCTURING฀ASSISTANCE฀COULD฀BE฀PROVIDED�฀
4HIS฀COULD฀BE฀MODELLED฀ON฀THE฀53฀TRADE฀ADJUSTMENT฀ASSISTANCE฀PROGRAMME�

)T฀IS฀NOT฀CLEAR฀THAT฀THE฀ASSISTANCE฀PROGRAMMES฀SHOULD฀BE฀TAKEN฀UP฀AT฀THE฀%5฀LEVEL�฀SINCE฀THE฀
COSTS฀OCCUR฀AT฀-EMBER฀3TATE฀LEVEL�฀(OWEVER�฀THE฀#OMMISSION฀MAY฀WELL฀NEED฀SUCH฀AN฀IN

STRUMENT฀ FROM฀A฀POLITICAL฀ ECONOMY฀POINT฀OF฀ VIEW�฀#OMMUNITY฀ INVOLVEMENT฀ IN฀ SUPPORT฀
MEASURES฀MAY฀SUCCEED฀IN฀COUNTERACTING฀THE฀POPULAR฀IMPRESSION฀THAT฀THE฀#OMMUNITY฀IS฀
RESPONSIBLE฀FOR฀THE฀COSTS฀BY฀ITS฀FOCUS฀ON฀MARKET฀OPENING�฀)T฀IS฀POLITICALLY฀DIFlCULT FOR THE
#OMMISSION฀TO฀PUSH฀FOR฀FURTHER฀MARKET฀OPENING฀IF฀IT฀CANNOT฀SHOW฀THAT฀IT฀CARES฀ABOUT฀THOSE฀
AFFECTED฀BY฀OPENING�฀2ESTRUCTURING฀ASSISTANCE฀WOULD฀lLL THAT VOID� PROVIDED THAT IT IS CLEAR

LY฀TARGETED฀AND฀CONTROLLED�

)N฀THE฀CONTEXT฀OF฀SUCH฀SUPPORT�฀IT฀IS฀ESSENTIAL฀THAT฀INCENTIVES฀REMAIN฀TO฀TAKE฀UP฀WORK฀SHOULD฀
AN฀OPPORTUNITY฀PRESENT฀ITSELF�฀4O฀THIS฀EFFECT�฀TAX฀AND฀BENElT SYSTEMS MAY NEED TO BE REAS

SESSED�฀FOR฀EXAMPLE฀VIA฀DECREASES฀IN฀MARGINAL฀EFFECTIVE฀TAX฀RATES฀AND฀REFORMS฀AIMED฀AT฀@MAK

ING฀WORK฀PAY��฀&URTHERMORE�฀EVEN฀THOUGH฀LESS฀OF฀AN฀ISSUE฀IN฀%UROPE฀COMPARED฀TO฀THE฀53!�฀
SOME฀WORKERS฀HESITATE฀TO฀TAKE฀UP฀NEW฀EMPLOYMENT฀DUE฀TO฀AN฀ASSOCIATED฀WAGE฀DECREASE�฀)T฀
COULD฀ BE฀ CONTEMPLATED฀ WHETHER฀ ADDITIONAL฀ INSURANCE฀ SYSTEMS฀ AGAINST฀ SUCH฀ WAGE฀ LOSSES฀
SHOULD฀BE฀IMPLEMENTED�฀3OME฀-EMBER฀3TATES฀HAVE฀ALREADY฀DONE฀SO฀TO฀SOME฀EXTENT฀�SEE฀BOX฀
BELOW	�฀4HESE฀INITIATIVES฀ARE฀TOO฀RECENT฀TO฀HAVE฀BEEN฀THOROUGHLY฀TESTED�฀4HEY฀ARE฀ASSOCI

ATED฀WITH฀RISKS�฀FOR฀EXAMPLE฀THE฀IMPACT฀ON฀HOW฀THOROUGHLY฀JOB฀SEEKERS฀LOOK฀FOR฀GOOD฀JOBS฀
AND฀HOW฀IT฀AFFECTS฀THE฀WILLINGNESS฀TO฀UNDERGO฀TRAINING�฀4ESTS฀OF฀A฀SIMILAR฀SYSTEM฀IN฀#ANADA฀
�@%ARNINGS฀SUPPLEMENT฀PROJECT�	฀FOUND฀THAT�฀WHILE฀IT฀DID฀NOT฀AFFECT฀THE฀JOB฀SEARCH฀INTENSITY�฀
THOSE฀COVERED฀BY฀THE฀INSURANCE฀CONSIDERED฀A฀WIDER฀RANGE฀OF฀POTENTIAL฀JOBS�฀(OWEVER�฀THE฀
SYSTEM฀HAD฀LITTLE฀INmUENCE ON THE AMOUNT AND DURATION OF UNEMPLOYMENT BENElTS ���	�

���	฀ /%#$฀�����A	�฀P�฀���
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)N฀ORDER฀TO฀FACILITATE฀THE฀RE
EMPLOYMENT฀OF฀DISPLACED฀WORKERS�฀ACTIVE฀LABOUR฀MARKET฀POLICIES฀
ARE฀LIKELY฀TO฀PLAY฀A฀ROLE�฀(OWEVER�฀SOME฀ARE฀MORE฀EFFECTIVE฀AND฀EFlCIENT THAN OTHERS� *OB
SEARCH฀AND฀PLACEMENT฀ASSISTANCE฀ARE฀GOOD�฀ESPECIALLY฀IF฀ASSISTANCE฀IS฀RAPID฀AND฀TAILORED฀TO฀
INDIVIDUAL฀NEEDS�฀6OCATIONAL฀TRAINING฀AND฀SUBSIDISED฀EMPLOYMENT฀MAY฀HAVE฀SOME฀EFFECTS฀
BUT฀ARE฀COSTLY฀AND฀COME฀WITH฀A฀TIME฀LAG�

!DJUSTMENT฀TO฀TRADE�฀OUTSOURCING฀AND฀DELOCALISATION฀MAY฀SOMETIMES฀HIT฀A฀PARTICULAR฀RE

GION฀HARD�฀)N฀OTHER฀WORDS�฀THE฀SHOCK฀MAY฀BE฀ASYMMETRIC฀AND฀SECTOR฀SPECIlC� !DDRESSING
THIS฀ REQUIRES฀ APPROPRIATE฀ LONG
TERM฀ POLICIES฀ AIMED฀ TO฀ ENABLE฀ REGIONS฀ TO฀ PERFORM฀ BETTER�฀
(OWEVER�฀A฀CASE฀CAN฀BE฀MADE฀TO฀OFFER฀SOME฀SHORT
TERM฀ASSISTANCE฀TO฀THOSE฀REGIONS฀THAT฀
SUFFER฀A฀PARTICULARLY฀SEVERE฀TRADE
RELATED฀SHOCK�฀3UCH฀ASSISTANCE�฀THROUGH฀REGIONAL฀POLICY�
3TRUCTURAL฀&UNDS�฀SHOULD฀NOT฀RUN฀COUNTER฀TO฀THE฀OVERALL฀GOAL฀OF฀ENSURING฀A฀REALLOCATION฀OF฀
RESOURCES฀ECONOMY
WIDE�฀)T฀SHOULD฀THEREFORE฀NOT฀LOCK฀DISPLACED฀WORKERS฀INTO฀JOB฀CREATION฀
PROGRAMMES฀FOR฀A฀PROLONGED฀PERIOD฀OF฀TIME�฀!CCORDINGLY�฀IT฀SHOULD฀BE฀TEMPORARY�฀EFFEC

TIVELY฀ACTING฀AS฀A฀SHORT
TERM฀INCOME฀SUPPORT฀TO฀REGIONS�฀)N฀ADDITION�฀THESE฀MEASURES฀SHOULD฀
BE฀TRANSPARENT฀AND฀COST฀EFlCIENT�

)N฀VIEW฀OF฀THE฀OFTEN฀UNCERTAIN฀FATE฀OF฀DISPLACED฀WORKERS�฀IT฀WOULD฀AT฀lRST SIGHT MAKE SENSE
TO฀TRY฀TO฀ANTICIPATE฀THE฀SOMETIMES฀PREDICTABLE฀SHOCKS�฀4HE฀SOONER฀THE฀INTERVENTION฀STARTS�฀
THE฀LOWER฀THE฀TOTAL฀COSTS฀WILL฀BE�฀!T฀A฀MICRO
LEVEL�฀SUCH฀PRIOR฀INTERVENTION฀TO฀ASSIST฀WORKERS฀
AT฀RISK฀COULD฀BE฀ENVISAGED�฀&IRMS฀COULD฀AIM฀TO฀PROVIDE฀WORKERS฀WITH฀ADVANCE฀NOTICE฀AND฀
ACTIVE฀LABOUR฀MARKET฀POLICIES฀COULD฀BE฀GEARED฀TOWARDS฀PROVIDING฀JOB฀SEARCH฀ASSISTANCE฀AND฀
PLANNING฀PRIOR฀TO฀DISPLACEMENT�฀)NFORMATION฀ABOUT฀RETRAINING฀AND฀ABOUT฀MOBILITY฀POSSI

BILITIES฀WILL฀ALSO฀BE฀ESSENTIAL฀TO฀ASSIST฀WORKERS฀IN฀THEIR฀JOB฀SEARCH�
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'%0!฀MEETINGS฀ON฀%5฀COMPETITIVENESS฀
AND฀INDUSTRIAL฀LOCATION

4HE฀SESSION฀ON฀%5฀COMPETITIVENESS฀WAS฀ORGANISED฀AROUND฀ FOUR฀PRESENTATIONS�฀4HE฀lRST
ASSESSED฀WHETHER฀ENLARGEMENT฀HAS฀BROUGHT฀ABOUT฀A฀NEW฀DIVISION฀OF฀LABOUR฀IN฀%UROPE฀AND�฀
IF฀ SO�฀WHETHER฀NEW฀POLICIES฀ARE฀NEEDED�฀)N฀A฀GLOBAL฀ECONOMY�฀lRMS ORGANISE THEMSELVES
ALONG฀GLOBAL฀LINES�฀!S฀REGARDS฀EASTERN฀%UROPE�฀lRMS TEND TO @OFFSHORE� PRODUCTION TO AN

OTHER฀COUNTRY฀BUT฀KEEPING฀IT฀INSIDE฀THE฀lRM RATHER THAN @OUTSOURCING� IT TO AN INDEPENDENT
SUPPLIER�฀&OCUSING฀ON฀'ERMANY฀AND฀!USTRIA�฀EVIDENCE฀SO฀FAR฀SUGGESTS฀THAT฀OFFSHORING฀HAS฀
NOT฀LED฀TO฀SIGNIlCANT JOB LOSSES� 4HE REASON IS THAT JOBS IN THE NEW -EMBER 3TATES DO NOT
COMPETE฀WITH฀JOBS฀IN฀!USTRIA฀AND฀'ERMANY�฀/N฀THE฀CONTRARY�฀LOW฀WAGES฀IN฀THE฀NEW฀-EM

BER฀3TATES฀HAVE฀HELPED฀!USTRIAN฀AND฀'ERMAN฀lRMS TO REMAIN COMPETITIVE� (OWEVER� IT
APPEARS฀THAT฀THE฀JOBS฀OFFSHORED฀ARE฀OFTEN฀HIGH
SKILLED�฀4HIS฀IS฀A฀RESPONSE฀TO฀A฀SHORTAGE฀OF฀
RELEVANT฀SKILLS฀IN฀THE฀OLD฀-EMBER฀3TATES�฀(IGH
SKILLED฀WORKERS฀IN฀THE฀OLD฀-EMBER฀3TATES฀
ARE฀ THEREFORE฀ FACING฀ INCREASING฀COMPETITION฀ FROM฀ LOW
WAGE�฀HIGH
SKILL฀ RICH฀COUNTRIES฀ IN฀
EASTERN฀%UROPE฀AND฀!SIA�฀4O฀ADDRESS฀THIS฀CHALLENGE�฀%UROPE฀SHOULD฀ENHANCE฀ITS฀HUMAN฀
RESOURCES�฀)T฀SHOULD�฀FOR฀EXAMPLE�฀LIBERALISE฀THE฀MOVEMENT฀OF฀HIGH
SKILLED฀WORKERS�฀ENCOUR

AGE฀FOREIGN฀STUDENTS฀TO฀REMAIN฀IN฀%UROPE฀AFTER฀GRADUATION฀AND฀IMPROVE฀INCENTIVES฀TO฀IN

VEST฀IN฀EDUCATION�฀!฀FOCUS฀ON฀HUMAN฀CAPITAL฀IS฀MORE฀EFFECTIVE฀THAN฀TAX฀INCENTIVES฀TO฀lRMS
OR฀FURTHER฀SUBSIDIES฀TO฀RESEARCH฀AND฀DEVELOPMENT�

!฀SECOND฀PRESENTATION฀FURTHER฀INVESTIGATED฀THE฀ROLE฀OF฀HUMAN฀CAPITAL�฀!฀HIGH
SKILLED฀LA

BOUR฀FORCE฀AFFECTS฀COMPARATIVE฀ADVANTAGE�฀(OWEVER�฀THERE฀ARE฀SIGNS฀THAT฀%UROPE฀IS฀SLIPPING฀
BEHIND฀THE฀53!�฀&OR฀EXAMPLE�฀THE฀GAP฀BETWEEN฀THE฀53!฀AND฀THE฀%5฀AS฀REGARDS฀EDUCA

TIONAL฀ACHIEVEMENTS฀HAS฀INCREASED฀OVER฀THE฀YEARS�฀-OREOVER�฀THE฀53!฀HAS฀A฀STRONG฀COM

PARATIVE฀ADVANTAGE฀IN฀HIGH
SKILL฀SECTORS�฀WITH฀THE฀5NITED฀+INGDOM฀BEING฀THE฀ONLY฀%URO

PEAN฀COUNTRY฀COMING฀CLOSE�฀)NDEED�฀SOME฀%UROPEAN฀COUNTRIES฀APPEAR฀TO฀HAVE฀SHIFTED฀THEIR฀
COMPARATIVE฀ADVANTAGE฀INTO฀LOW
SKILL฀AREAS฀OVER฀THE฀YEARS�฀)F฀SKILLS฀ARE฀LACKING฀DOMESTI

CALLY�฀THESE฀COULD฀BE฀IMPORTED�฀(OWEVER�฀%UROPE฀HAS฀PROBLEMS฀IN฀ATTRACTING฀SKILLED฀IMMI

GRANTS�฀4HIS฀CONTRASTS฀WITH฀THE฀53!�฀WHERE฀IMMIGRATION฀ACCOUNTS฀FOR฀A฀LARGE฀PART฀OF฀THE฀
INCREASE฀IN฀THE฀SKILLED฀POPULATION�฀4HE฀%5�S฀POOR฀ABILITY฀TO฀ATTRACT฀SKILLED฀IMMIGRANTS฀IS฀A฀
RESULT฀OF฀-EMBER฀3TATES�฀ IMMIGRATION฀POLICIES�฀WHICH฀ARE฀RESTRICTIVE฀AND฀IN฀EFFECT฀TILTED฀
TOWARDS฀ATTRACTING฀UNSKILLED฀IMMIGRANTS�฀%UROPE�S฀RELATIVE฀LACK฀OF฀SKILLS฀AFFECTS฀THE฀ABILITY฀
TO฀INNOVATE�฀TO฀ABSORB฀NEW฀TECHNOLOGIES฀AND฀ULTIMATELY฀ECONOMIC฀GROWTH�฀)T฀ IS฀A฀MAJOR฀
DETERMINANT฀OF฀THE฀INCOME฀GAP฀WITH฀THE฀53!�฀)N฀ORDER฀TO฀ACHIEVE฀A฀MORE฀EDUCATED฀LABOUR฀
FORCE�฀%UROPE฀SHOULD฀FAVOUR฀SKILLED฀IMMIGRATION�

$ELOCALISATION฀AND฀OUTSOURCING฀ARE฀INCREASING฀CONCERNS฀AMONG฀%5฀CITIZENS฀ACCORDING฀TO฀
THE฀THIRD฀PRESENTATION�฀)N฀&RANCE�฀ FOR฀EXAMPLE�฀GLOBALISATION฀IS฀PERCEIVED฀AS฀A฀THREAT฀TO฀
EMPLOYMENT�฀ 4HESE฀ CONCERNS฀ CONTRAST฀ WITH฀ THE฀ VIEW฀ OF฀ ECONOMISTS฀ WHO฀ STRESS฀ THAT�฀฀

23a4227a4445avzvaGP0kpff""";7 4/27/4228"""39<78<44



�I	฀ COUNTRIES฀ GAIN฀ FROM฀ TRADE฀ SPECIALISATION�฀�II	฀ DOMESTIC฀ POLICIES฀ ARE฀ THE฀ MAIN฀ REASON฀
BEHIND฀ UNEMPLOYMENT�฀ AND฀�III	฀ THE฀ MACROECONOMIC฀ IMPACT฀ OF฀ OUTSOURCING฀ IS฀ LIMITED�฀
4HE฀IMPACT฀OF฀IMPORTS฀FROM฀THE฀SOUTH฀ON฀%UROPE�S฀LABOUR฀MARKETS฀IS฀LIMITED�฀4HE฀EMPLOY

MENT฀COSTS฀SHOULD฀BE฀WEIGHED฀AGAINST฀THE฀SIGNIlCANT BENElTS FOR PRODUCERS �CHEAPER IN

PUTS	฀AND฀CONSUMERS฀�CHEAPER฀CONSUMPTION฀BASKET	�฀%VEN฀SO�฀DELOCALISATIONS฀ARE฀AN฀ILLUS

TRATION฀THAT฀%UROPE฀HAS฀COME฀TO฀THE฀END฀OF฀AN฀ERA�฀%UROPE฀IS฀TODAY฀A฀SMALLER฀ECONOMY฀IN฀
THE฀WORLD฀THAN฀IT฀WAS฀AT฀ITS฀CREATION�฀-OREOVER�฀THE฀%5฀MODEL฀OF฀TRADE฀INTEGRATION฀HAS฀
REACHED฀ITS฀LIMITS�฀TO฀ACHIEVE฀FURTHER฀GAINS฀FROM฀TRADE฀IT฀HAS฀TO฀DEEPEN฀INTEGRATION฀WITH฀THE฀
REST฀OF฀THE฀WORLD�฀7HILE฀HOLDING฀ITS฀OWN฀IN฀TOP
QUALITY฀PRODUCTS�฀%UROPE฀IS฀LOSING฀GROUND฀
IN฀HIGH
TECH฀PRODUCTS�฀/VERALL�฀CURRENT฀CONCERNS฀OVER฀%UROPE�S฀ATTRACTIVENESS฀ARE฀HARDLY฀
WARRANTED�฀AS฀THE฀FOREIGN฀PRESENCE฀OF฀%UROPEAN฀lRMS IS MOSTLY MOTIVATED BY A DESIRE TO
HAVE฀ACCESS฀TO฀LARGE฀MARKETS฀ELSEWHERE�฀%VEN฀SO�฀%UROPEAN฀POLICY
MAKERS฀SHOULD฀NOT฀BE฀
COMPLACENT�฀&ACTORIES฀WILL฀ULTIMATELY฀FOLLOW฀CLIENTS�฀AND฀THEY฀ARE฀LARGELY฀ELSEWHERE�฀-ORE

OVER�฀THE฀MOST฀PROMISING฀MARKETS฀ARE฀LOW
COST฀LOCATIONS฀AND฀WELL฀ENDOWED฀IN฀HUMAN฀CAP

ITAL�฀ )N฀ SUM�฀%UROPE฀SHOULD฀NOT฀ INTRODUCE฀ANY฀ IMPEDIMENTS฀ TO฀ THESE฀NATURAL฀ECONOMIC฀
PROCESSES�฀)NSTEAD�฀%UROPE฀SHOULD฀COMPLETE฀THE฀SINGLE฀MARKET฀AND฀PURSUE฀SOUND฀MACROECO

NOMIC฀POLICIES�฀)N฀ORDER฀TO฀IMPROVE฀ITS฀CAPACITY฀TO฀ADJUST�฀FURTHER฀STRUCTURAL฀REFORMS฀ARE฀
NECESSARY�฀)N฀ORDER฀TO฀REGAIN฀LOST฀GROUND฀IN฀TECHNOLOGY�฀THE฀%5฀SHOULD฀SUPPORT฀LONG
TERM฀
TECHNOLOGICAL฀PROGRAMMES�

4HE฀lNAL PRESENTATION BROUGHT THESE VARIOUS THEMES TOGETHER BY LOOKING AT %UROPE�S IN

DUSTRIAL฀COMPETITIVENESS฀IN฀A฀GLOBALISING฀WORLD�฀!฀lRM�S SURVIVAL DEPENDS ON ITS RELATIVE
CAPABILITY฀WITHIN฀ITS฀INDUSTRY�฀4HIS฀IS฀A฀COMBINATION฀OF฀PRODUCTIVITY฀TOGETHER฀WITH฀@QUALITY��฀
7HILE฀LOW฀WAGES฀CAN฀COMPENSATE฀FOR฀LOW฀PRODUCTIVITY�฀THEY฀CANNOT฀COMPENSATE฀FOR฀POOR฀
QUALITY�฀4HIS฀IS฀A฀HEAVY฀HANDICAP฀FOR฀DEVELOPING฀COUNTRIES฀IN฀THE฀lRST PHASE OF GLOBALISA

TION�฀&OR฀THESE�฀GLOBALISATION฀INVOLVES฀A฀SEVERE฀SHAKE
OUT฀OF฀LESS฀CAPABLE฀lRMS� )N ADDITION�
THEIR฀lRMS FACE THE HEAVY TASK OF BUILDING UP QUALITY LEVELS� (OWEVER� IT IS THE SECOND
PHASE฀OF฀GLOBALISATION฀WHICH฀HAS฀MORE฀OF฀AN฀IMPACT฀ON฀%UROPE�฀)N฀THIS฀PHASE�฀lRMS ARE
INCREASINGLY฀ABLE฀TO฀COUPLE฀HIGH
QUALITY฀KNOW
HOW฀WITH฀A฀LOW
WAGE฀ENVIRONMENT�฀$EVEL

OPING฀COUNTRIES�฀OWN฀lRMS AND MULTINATIONAL COMPANIES LOCATED THERE ARE NOW DRIVING
THIS฀PROCESS฀ FORWARD฀ RAPIDLY�฀&ACED฀WITH฀ THIS฀PROCESS�฀HIGH฀WAGES฀BY฀ THEMSELVES฀DO฀NOT฀
SPELL฀ THE฀ DEATH฀ OF฀ %UROPEAN฀ MANUFACTURING�฀ !S฀ ILLUSTRATED฀ BY฀ 53฀ EXPERIENCE�฀ SURVIVAL฀
DEPENDS฀ON฀mEXIBILITY� SWITCHING FROM ONE PRODUCT LINE TO ANOTHER WHEN IMPORTS PENE

TRATE�฀4O฀FACILITATE฀mEXIBILITY� POLICY SHOULD FOCUS ON FACILITATING THE MOVEMENT OF PEOPLE
AND฀EXPERTISE฀ACROSS฀COMPANIES฀AND฀BUSINESSES�฀/NE฀CENTRAL฀ISSUE฀IN฀THIS฀RESPECT฀IS฀THE฀
LINK฀BETWEEN฀THE฀COSTS฀OF฀lRING AND THE COSTS OF HIRING LABOUR� %UROPE SHOULD฀NOT฀TRY฀TO฀
STOP฀OUTSOURCING�฀/UTSOURCING฀IS฀ONE฀TOOL฀AT฀THE฀DISPOSAL฀OF฀lRMS TO MINIMISE THEIR COSTS
AND฀HENCE฀SEE฀OFF฀THEIR฀COMPETITORS�฀$EPRIVED฀OF฀THIS�฀IT฀IS฀DIFlCULT TO SEE HOW THEY CAN
SURVIVE฀IN฀THE฀GLOBAL฀MARKET�฀!S฀FOR฀INDUSTRIAL฀POLICY�฀THIS฀IS฀BY฀ITS฀NATURE฀A฀LONG
TERM฀PROC

ESS�฀4HE฀SINGLE฀MOST฀IMPORTANT฀INGREDIENT฀IS฀THE฀CONSISTENT฀MAINTENANCE฀OF฀SIMPLE฀AND฀
UNIFORM฀RULES฀AND฀PROCEDURES฀WHICH฀REDUCE฀THE฀COST฀OF฀DOING฀BUSINESS�฀)N฀ORDER฀TO฀EN

HANCE฀ mEXIBILITY AND REDUCE COSTS� INDUSTRIAL POLICY SHOULD BE AIMED AT� �I	 EDUCATING�
TRAINING฀AND฀IF฀NEED฀BE฀RETRAINING฀THE฀WORKFORCE�฀AND฀�II	฀WORKING฀WITH฀COMPANIES฀TO฀IM

PROVE฀CAPABILITIES฀BY฀A฀BALANCED฀MIX฀OF฀lNANCIAL SUPPORT� ACCESS TO CAPITAL AND DIRECT HELP
AND฀INTERVENTION�
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&OLLOWING฀THESE฀PRESENTATIONS�฀THE฀DISCUSSIONS฀CENTRED฀ON฀THE฀FOLLOWING฀THEMES�

s฀%FFECTS฀OF฀DELOCALISATION฀AND฀OUTSOURCING�฀4HE฀PHENOMENON฀OF฀OUTSOURCING฀AND฀DELO

CALISATION฀IS฀MUCH฀MORE฀LIMITED฀THAN฀IS฀POPULARLY฀PERCEIVED�฀2ESEARCH฀SUGGESTS฀THAT฀THE฀
NET฀EMPLOYMENT฀EFFECTS฀ARE฀VERY฀SMALL�฀%VEN฀SO�฀BEHIND฀THE฀NET฀EFFECTS฀ON฀EMPLOYMENT฀
IS฀A฀LARGE฀TURNOVER฀WITH฀EMPLOYMENT฀FALLING฀IN฀SOME฀AREAS฀BUT฀INCREASING฀IN฀OTHERS�฀4HE฀
EFFECTS฀OF฀OUTSOURCING฀PRIMARILY฀DEPEND฀ON฀DOMESTIC฀INSTITUTIONS�฀NOTABLY฀THE฀RESPONSE฀
OF฀THE฀LABOUR฀MARKET�฀)T฀CAN฀HAVE฀A฀MORE฀NEGATIVE฀IMPACT฀ON฀EMPLOYMENT฀IF฀LABOUR฀MAR

KETS฀ARE฀INmEXIBLE�

s฀!DDRESSING฀THE฀DIVERGENCE฀BETWEEN฀REAL฀VERSUS฀PERCEIVED฀IMPACT�฀0OPULAR฀PERCEPTIONS฀OF฀
DELOCALISATIONS฀AS฀WIDESPREAD฀AND฀THREATENING฀THE฀%UROPEAN฀SOCIAL฀MODEL฀POSE฀A฀POLITICAL฀
PROBLEM�฀4O฀BRIDGE฀THIS฀GAP�฀POLICY
MAKERS฀SHOULD฀BETTER฀EXPLAIN฀THE฀PHENOMENON�

s฀0OLICIES฀TO฀CUSHION฀POTENTIAL฀IMPACT�฀-OREOVER�฀POLICY
MAKERS฀SHOULD�฀�I	฀DEVELOP฀POLI

CIES฀THAT฀CUSHION฀TRANSITION฀COSTS�฀AND฀�II	฀PURSUE฀ECONOMIC฀POLICIES�฀AS฀EMBODIED฀BY฀THE฀
,ISBON฀AGENDA�฀THAT฀INCREASE฀THE฀ADAPTABILITY฀WHEN฀FACED฀WITH฀SHOCKS�฀4HE฀LATTER฀POLI

CIES฀ARE฀MORE฀OF฀A฀MEDIUM
฀TO฀LONG
TERM฀NATURE�฀)T฀INVOLVES฀DEEPENING฀CAPITAL฀MARKETS�฀
INVEST฀MORE฀EFFECTIVELY฀AND฀EFlCIENTLY IN EDUCATION� ENHANCE INCENTIVES ON LABOUR MAR

KETS�฀PROVIDE฀FOR฀INmOW OF SKILLED MIGRANTS� AND ENSURE A mEXIBLE SERVICES MARKET�

s฀4HE฀ROLE฀OF฀INDUSTRIAL฀POLICY�฀0OLICIES฀AIMED฀AT฀HELPING฀PARTICULAR฀SECTORS฀OVERCOMING฀
COMPETITIVENESS฀PROBLEMS฀ARE฀SELDOM฀EFFECTIVE�฀4HE฀BEST฀INDUSTRIAL฀POLICY฀IS฀THEREFORE฀TO฀
OPEN฀MARKETS฀AND฀TO฀SECURE฀EFFECTIVE฀COMPETITION�

s฀-ANAGING฀TRANSITION�฀0OLICY
MAKERS฀SHOULD฀PROTECT฀PEOPLE�฀NOT฀JOBS�฀0OLICIES฀SHOULD฀HELP฀
PEOPLE฀THAT฀ARE฀LOSING฀FROM฀THE฀PROCESS฀OF฀ECONOMIC฀CHANGE�฀(OWEVER�฀IT฀IS฀VERY฀DIFlCULT TO
MANAGE฀ TRANSITION�฀ 4HEREFORE�฀ WHILE฀ INVESTING฀ IN฀ PEOPLES�฀ SKILLS฀ IS฀ IMPORTANT�฀ THE฀ BEST฀
FOUNDATION฀TO฀WEATHER฀TRANSITIONS฀IS฀TO฀PROVIDE฀A฀FRAMEWORK฀OF฀WELL
FUNCTIONING฀MARKETS�

s฀4HE฀ROLE฀OF฀MIGRATION�฀%UROPE฀CURRENTLY฀DOES฀NOT฀PUT฀ITS฀LABOUR฀RESOURCES฀SUFlCIENTLY TO
GOOD฀USE�฀%VEN฀SO�฀SKILL฀SHORTAGES฀ARE฀MANIFEST฀IN฀KEY฀SECTORS�฀7HILE฀BETTER฀INVESTING฀IN฀
IMPROVING฀THE฀SKILLS฀LEVEL฀OF฀ITS฀CITIZENS�฀%UROPE฀SHOULD฀NEVERTHELESS฀TRY฀TO฀ATTRACT฀SKILLED฀
MIGRANTS�฀4HE฀IMPORTANCE฀OF฀SKILLED฀MIGRANTS฀HAS฀BEEN฀ILLUSTRATED฀BY฀53฀EXPERIENCE�฀
%VEN฀SO�฀EQUALLY฀IF฀NOT฀MORE฀IMPORTANT฀IN฀EXPLAINING฀53฀PERFORMANCE฀ARE฀THE฀MICRO

ECONOMIC฀REFORMS฀CARRIED฀OUT฀ IN฀THE฀����S�฀-OREOVER�฀%UROPE฀MAY฀lND IT DIFlCULT TO
ATTRACT฀SKILLED฀MIGRANTS฀UNDER฀CURRENT฀INSTITUTIONAL฀ARRANGEMENTS฀�NOTABLY฀WAGES	�

s฀3OCIAL฀SPENDING฀AND฀COMPETITIVENESS�฀)T฀IS฀SOMETIMES฀CLAIMED฀THAT฀HIGH฀LEVELS฀OF฀SOCIAL฀
SPENDING฀HAMPER฀COMPETITIVENESS�฀(OWEVER�฀THE฀QUALITY฀OF฀SOCIAL฀SPENDING฀IS฀THE฀KEY฀DE

TERMINANT�฀4HE฀EXPERIENCE฀OF฀.ORDIC฀COUNTRIES฀APPEARS฀TO฀SUGGEST฀THAT฀THERE฀IS฀NO฀INHER

ENT฀CONTRADICTION฀BETWEEN฀HIGH฀LEVELS฀OF฀SOCIAL฀SPENDING฀AND฀EXTERNAL฀COMPETITIVENESS�

s฀$IVISION฀OF฀LABOUR�฀,ABOUR฀MARKET฀REGULATIONS฀AND฀SOCIAL฀POLICIES฀SHOULD฀BE฀ADAPTED฀SO฀
THAT฀POTENTIAL฀NEGATIVE฀EFFECTS฀FROM฀DELOCALISATIONS฀DO฀NOT฀MATERIALISE�฀(OWEVER�฀THIS฀IS฀
PRIMARILY฀A฀-EMBER฀3TATE฀COMPETENCE�฀WITH฀THE฀%5฀HAVING฀LITTLE฀SAY�
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4HE฀lRST SESSION WAS DEVOTED TO THE PRESENTATION AND DISCUSSION OF A REPORT PREPARED BY
THE฀"UREAU฀OF฀%UROPEAN฀0OLICY฀!DVISERS฀�"%0!	�฀.OTWITHSTANDING฀THE฀PROBLEMS฀OF฀ACCU

RATELY฀DElNING AND MEASURING RELOCATION� IT APPEARS TO BE STILL RELATIVELY LIMITED IN SCOPE�
(OWEVER�฀IT฀IS฀GROWING�฀4HIS฀REmECTS ITS ASCENDANCE AS AN IMPORTANT TOOL FOR MANY %URO

PEAN฀COMPANIES฀IN฀THEIR฀QUEST฀TO฀REMAIN฀COMPETITIVE�฀4HE฀OVERALL฀SIZE฀OF฀ADJUSTMENT฀AS

SOCIATED฀WITH฀OUTSOURCING฀AND฀DELOCALISATION฀ALSO฀APPEARS฀TO฀BE฀RATHER฀LIMITED�฀WITH฀RE

LATED฀ JOB฀ LOSSES฀ REPRESENTING฀A฀MINOR฀PART฀OF฀OVERALL฀ LABOUR฀MARKET฀ TURNOVER�฀(OWEVER�฀
RELOCATION฀HAS฀A฀MORE฀IMPORTANT฀IMPACT฀ON฀DISTRIBUTION�฀WITH฀THE฀LESS฀SKILLED฀BEING฀MORE฀
EXPOSED฀ TO฀ LOWER฀ WAGES฀ OR฀ HIGHER฀ UNEMPLOYMENT�฀ -OREOVER�฀ RELOCATION฀ IS฀ INCREASINGLY฀
MOVING฀INTO฀THE฀SERVICE฀SECTOR�฀INCLUDING฀HIGH
END฀ONES฀�E�G�฀2฀�฀$	�฀4HE฀IMPACT฀OF฀OUT

SOURCING฀AND฀DELOCALISATION฀IS฀THEREFORE฀NOT฀NEGLIGIBLE�฀4HERE฀ARE฀SEVERAL฀REASONS฀WHY฀IT฀
SHOULD฀BE฀ TAKEN฀ SERIOUSLY�฀4HESE฀ RELATE฀BROADLY฀ TO฀ THE฀%UROPEAN฀CONTEXT฀WITHIN฀WHICH฀
DELOCALISATION฀AND฀OUTSOURCING฀OCCUR�฀&IRST�฀THE฀%5฀ECONOMY฀IS฀PARTICULARLY฀VULNERABLE฀TO฀
THE฀SHOCKS฀CREATED฀BY฀GLOBALISATION�฀!LTHOUGH฀THE฀%5�S฀TRADE฀BALANCE฀IN฀HIGH
TECH฀SECTORS฀
IS฀IMPROVING�฀THE฀%5�S฀TRADE฀PERFORMANCE฀IS฀DUE฀TO฀SECTORS฀CHARACTERISED฀BY฀INTERMEDIATE฀
SKILLS฀AND�OR฀UPMARKET฀PRODUCTS�฀WHICH฀CAN฀BE฀SOLD฀AT฀HIGHER฀PRICES�฀)N฀SEVERAL฀HIGH
TECH�฀
HIGH
GROWTH฀PRODUCTS฀THE฀%5฀IS฀LAGGING฀BEHIND�฀4HIS฀EXPOSES฀MANY฀%UROPEAN฀WORKERS฀TO฀
DELOCALISATION฀AND฀OUTSOURCING�฀AS฀DEVELOPING฀COUNTRIES฀ARE฀INCREASINGLY฀MOVING฀INTO฀THIS฀
ARENA�฀3ECOND�฀THE฀%5฀IS฀NOT฀SUFlCIENTLY ATTRACTIVE AS AN AREA TO LOCATE TO� 4HIRD� THE %5
IS฀NOT฀ SUFlCIENTLY EXPLOITING THE OPPORTUNITIES OFFERED BY NEW FAST
GROWING MARKETS� &I

NALLY�฀THERE฀ARE฀SIGNS฀THAT฀%UROPE฀IS฀NOT฀ADJUSTING฀AS฀WELL฀AS฀IT฀COULD฀TO฀THE฀SHOCKS฀THAT฀ARE฀
IMPOSED฀ON฀ITS฀ECONOMY�

)N฀VIEW฀OF฀THE฀ABOVE�฀THE฀%5฀IS฀FACING฀A฀NUMBER฀OF฀CHALLENGES฀IN฀TERMS฀OF�฀�I	฀ATTRACTING฀
NEW฀INVESTMENT�฀�II	฀EXPLOITING฀THE฀ADVANTAGES฀WORLD฀MARKETS฀OFFER฀IN฀TERMS฀OF฀OPPORTUNI

TIES฀FOR฀SALES฀AND฀EFlCIENCY ENHANCEMENT� AND �III	 HANDLING THE EFFECTS OF PRODUCTION BE

ING฀OUTSOURCED฀OR฀DELOCALISED�฀0OLICY฀CAN฀CONTRIBUTE฀TOWARDS฀ADDRESSING฀THESE฀CHALLENGES�฀
0OLICY฀ SHOULD฀ NOT฀ ATTEMPT฀ TO฀ MANAGE฀ DELOCALISATION฀ OR฀ OUTSOURCING�฀ LET฀ ALONE฀ LIMIT฀ IT�฀
2ATHER�฀POLICY
MAKERS฀SHOULD฀AIM฀TO฀PUT฀IN฀PLACE฀FRAMEWORK฀CONDITIONS฀ENABLING฀%UROPE฀
TO฀BENElT FULLY FROM DELOCALISATION AND OUTSOURCING WHILE ENSURING THAT LOSSES ARE SMALL
AND฀TRANSITORY฀IN฀NATURE�฀0OLICY฀SHOULD฀THEREFORE฀HAVE฀TWO฀GOALS�฀�I	฀PROVIDING฀THE฀FRAME

WORK฀ CONDITIONS฀ ON฀ WHICH฀ %UROPE฀ CAN฀ MAINTAIN฀ AND฀ BUILD฀ ITS฀ SUSTAINABLE฀ COMPETITIVE฀
POSITION�฀AND฀�II	฀FACILITATING฀TRANSITION฀AND฀ADJUSTMENT฀TO฀SHOCKS�

&OLLOWING฀THIS฀PRESENTATION�฀THE฀DISCUSSION฀CENTRED฀ON฀THE฀FOLLOWING฀THEMES�

s฀3MALL฀NUMBERS�฀LARGE฀IMPACT�฀%VEN฀THOUGH฀THE฀STATISTICS฀ON฀THE฀SIZE฀OF฀RELOCATION฀AND฀
ITS฀IMPACT฀APPEARS฀LIMITED฀CURRENTLY�฀ONE฀SHOULD฀NOT฀FORGET฀THAT฀THE฀MAJOR฀CHALLENGE฀FAC

ING฀%UROPE฀�฀DOUBLING฀OF฀THE฀GLOBAL฀LABOUR฀FORCE฀�฀IMPACTS฀%UROPE฀VIA฀CHANNELS฀NOT฀
EXCLUSIVE฀TO฀TRADE�

s฀,OCATION฀COMPETITION�฀4RADE฀THEORY฀IS฀NOT฀SUFlCIENT TO EXPLAIN THE KIND OF COMPETITION
THAT฀lRMS AND COUNTRIES ARE ENGAGED IN TODAY� )N A WORLD OF MOBILE CAPITAL� COUNTRIES
AND฀REGIONS฀ARE฀INCREASINGLY฀COMPETING฀FOR฀MOBILE฀FACTORS฀AND฀ADAPT฀THEIR฀POLICY฀INSTRU

MENTS฀ACCORDINGLY฀�E�G�฀TAX	�฀4HIS฀COMPETITION฀FOR฀LOCATION฀ACCELERATES฀STRUCTURAL฀CHANGE�฀
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4O฀POSITION฀THE฀%5฀BETTER�฀POLICY฀NEEDS฀TO฀FOCUS฀ON฀RAISING฀PRODUCTIVITY฀BY฀INVESTMENTS฀
IN฀EDUCATION�฀TRAINING�฀RESEARCH฀AND฀INNOVATION�

s฀"USINESS฀PERCEPTIONS�฀4ECHNOLOGICAL฀ADVANCES฀AND฀DEREGULATIONS฀HAVE฀DECREASED฀THE฀
IMPORTANCE฀OF฀BORDERS฀AND฀HAVE฀MADE฀IT฀POSSIBLE฀FOR฀COMPANIES฀TO฀EXPLOIT฀COST฀ADVAN

TAGES฀IN฀A฀WIDER฀RANGE฀OF฀LOCATIONS�฀-OST฀COMPANIES฀ACCORDINGLY฀HAVE฀A฀VERY฀POSITIVE฀
VIEW฀OF฀THIS฀MORE฀OPEN฀WORLD฀ECONOMY฀IN฀GENERAL฀AND฀RELOCATION฀IN฀PARTICULAR�

s฀)MPORTANCE฀OF฀ THE฀NEW฀-EMBER฀3TATES�฀4HE฀NEW฀-EMBER฀3TATES฀CONTRIBUTE฀SIGNIl

CANTLY฀TO฀OVERALL฀%5฀GROWTH฀AND฀ARE฀ONE฀OF฀THE฀REASONS฀WHY฀THE฀%5
��฀MANAGES฀TO฀RE

TAIN฀MORE฀BUSINESS฀THAN฀OTHERWISE฀WOULD฀HAVE฀BEEN฀THE฀CASE�฀)N฀THAT฀RESPECT�฀ENLARGE

MENT฀MEANS฀THE฀ INTEGRATION฀OF฀NEW฀OPPORTUNITIES฀AND฀ENABLES฀ THE฀%5฀TO฀ FACE฀GLOBAL฀
CHALLENGES�฀4HIS฀IMPORTANCE฀NEEDS฀TO฀BE฀FURTHER฀STRESSED�฀OTHERWISE฀ENLARGEMENT฀RISKS฀
BECOMING฀ ASSOCIATED฀ WITH฀ PROBLEMS฀ IN฀ THE฀ PUBLIC฀ MIND�฀ 4HIS฀ ARGUMENT฀ NEEDS฀ TO฀ BE฀
SUSTAINED฀BY฀RIGOROUS฀ANALYSIS�

s฀%5฀TRADE฀PERFORMANCE�฀4HE฀%5฀IS฀DOING฀BETTER฀THAN฀BOTH฀THE฀53!฀AND฀*APAN฀IN฀UP

MARKET฀GOODS�฀-OREOVER�฀OVERALL฀TRADE฀lGURES ARE POSITIVE AND THE %5 IS ALSO DOING WELL
IN฀OTHER฀ SECTORS�฀(OWEVER�฀ TO฀MAINTAIN฀ THIS฀POSITION฀ IS฀CHALLENGING�฀!S฀ REGARDS฀ TRADE฀
POLICY�฀THE฀%5฀NEEDS฀TO฀BE฀MORE฀AMBITIOUS฀AND฀MORE฀WILLING฀TO฀CONFRONT฀POTENTIAL฀OP

POSITION฀TO฀FURTHER฀MARKET฀OPENING฀WITH฀GOOD฀ARGUMENTS�

s฀#OMPENSATION฀ TO฀ ACHIEVE฀ REFORMS�฀ %CONOMICALLY�฀ IT฀ IS฀ QUITE฀ CLEAR฀ WHAT฀ REFORMS฀ ARE฀
NEEDED฀IN฀ORDER฀TO฀PUT฀%UROPE฀ON฀A฀SOUNDER฀FOUNDATION�฀(OWEVER�฀REFORMS฀HAVE฀DISTRI

BUTIONAL฀CONSEQUENCES฀AND�฀OVERALL�฀THE฀APPETITE฀FOR฀SUCH฀REFORMS฀IN฀%UROPE฀IS฀LIMITED�฀
4HE฀ONLY฀WAY฀TO฀OVERCOME฀THIS฀OPPOSITION฀IS฀TO฀FULLY฀COMPENSATE฀THOSE฀WHO฀STAND฀TO฀
LOSE฀FROM฀REFORMS�฀4HIS฀WILL฀BE฀EXPENSIVE�฀HOWEVER�฀-OREOVER�฀THE฀DISTRIBUTIONAL฀IMPACT฀
MAY฀ NOT฀ BE฀ LIMITED฀ TO฀ THE฀ SHORT
TERM฀ TRANSITION฀ PERIOD�฀ 4HE฀ DECREASING฀ DEMAND฀ FOR฀
THOSE฀WITH฀LESSER฀SKILLS฀ALSO฀HAS฀LONG
LASTING฀EFFECTS฀ON฀INCOME฀DISTRIBUTION�฀4HIS฀NECES

SITATES฀A฀CONSIDERATION฀OF฀HOW�฀FOR฀EXAMPLE�฀TAX฀POLICY฀CAN฀BE฀USED฀AS฀A฀COMPENSATORY฀
INSTRUMENT�

s฀#OMMUNITY฀INVOLVEMENT฀��	฀�฀THE฀,ISBON฀STRATEGY�฀6IEWS฀ON฀THE฀APPROPRIATENESS฀OF฀
THE฀,ISBON฀STRATEGY฀DIFFERED฀CONSIDERABLY�฀3OME฀SAW฀THE฀,ISBON฀STRATEGY฀AS฀NOT฀ONLY฀INEF

FECTUAL฀BUT฀EVEN฀HARMFUL�฀AS฀IT฀GIVES฀CITIZENS฀THE฀IMPRESSION฀THAT฀-EMBER฀3TATES฀ARE฀AD

DRESSING฀%UROPE�S฀ STRUCTURAL฀PROBLEMS฀WHILE฀ IN฀EFFECT฀THEY฀DO฀NOT�฀%VEN฀SO�฀OTHERS฀SAW฀
,ISBON฀AS฀APPROPRIATE�฀AT฀LEAST฀IN฀PRINCIPLE�฀4WENTY฀YEARS฀AGO�฀%UROPE฀FACED฀A฀SIMILAR฀CHAL

LENGE฀FROM฀THE฀SO
CALLED฀NEWLY฀INDUSTRIALISED฀COUNTRIES฀�E�G�฀3OUTH฀+OREA฀AND฀4AIWAN	�฀
4HE฀STRATEGY฀OF฀POLICY
MAKERS฀AT฀THE฀TIME฀WAS฀TO฀LAUNCH฀THE฀SINGLE฀MARKET฀PROGRAMME�฀
4HAT฀STRATEGY฀HAS฀NOT฀WORKED฀AS฀WELL฀AS฀EXPECTED�฀NOTABLY฀DUE฀TO฀THE฀EXCLUSION฀OF฀LABOUR฀
MARKET฀AND฀SOCIAL฀POLICY฀MATTERS฀FROM฀ITS฀COVERAGE�฀,ISBON฀�฀ATTEMPTING฀TO฀INCORPORATE฀
THESE฀AREAS฀�฀IS฀THEREFORE฀THE฀RIGHT฀STRATEGY฀IN฀PRINCIPLE�฀%VEN฀SO�฀THE฀FAILURE฀OF฀SOME฀
LARGE฀-EMBER฀3TATES฀TO฀FULLY฀ENDORSE฀THE฀REVISED฀,ISBON฀STRATEGY฀IS฀WORRYING�

s฀#OMMUNITY฀INVOLVEMENT฀��	฀�฀RESTRUCTURING฀ASSISTANCE�฀-OST฀OF฀THE฀POLICIES฀NEEDED฀
TO฀ENABLE฀THE฀%5฀TO฀BETTER฀FACE฀INTERNATIONAL฀COMPETITION฀AND฀HANDLE฀ASSOCIATED฀TRANSI

TIONAL฀CHANGE฀LIE฀WITH฀THE฀-EMBER฀3TATES�฀!S฀THE฀FAILURE฀LIES฀AT฀NATIONAL฀LEVEL฀AND฀AS฀
-EMBER฀3TATES฀ALREADY฀HAVE฀INSTRUMENTS฀IN฀PLACE�฀SOME฀ARGUED฀THAT฀IT฀MAKES฀LITTLE฀ECO
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NOMIC฀SENSE฀FOR฀THE฀#OMMUNITY฀TO฀BE฀INVOLVED฀IN฀RESTRUCTURING฀ASSISTANCE�฀(OWEVER�฀
OTHERS฀CLAIMED฀THAT฀#OMMUNITY฀INVOLVEMENT฀IN฀SUPPORT฀MEASURES฀IS฀NEEDED฀TO฀COUNTER

ACT฀THE฀POPULAR฀IMPRESSION฀THAT฀THE฀%5฀IS฀ONLY฀INTERESTED฀IN฀MARKET฀OPENING�฀NOT฀ASSIST

ING฀THOSE฀WHO฀HAVE฀TO฀DEAL฀WITH฀THE฀CONSEQUENCES฀OF฀THAT฀OPENING�฀)T฀IS฀POLITICALLY฀DIF

lCULT FOR THE #OMMISSION TO PUSH FOR FURTHER MARKET OPENING IF IT CANNOT SHOW THAT IT
CARES฀ABOUT฀THE฀PEOPLE�

s฀#OMMUNITY฀INVOLVEMENT฀��	฀�฀THE฀%5฀BUDGET�฀4HE฀%5฀NEEDS฀A฀BUDGET฀THAT฀EQUIPS฀IT฀
TO฀DEAL฀WITH฀ THE฀ FUTURE฀ CHALLENGES฀ FACING฀%UROPE�฀4HE฀COMPROMISE฀PUT฀ON฀ THE฀ TABLE฀
EARLIER฀THIS฀YEAR฀DID฀NOT฀DO฀THAT฀SUFlCIENTLY� ! BETTER BUDGET IS NEEDED IN ORDER TO PRO

MOTE฀SCIENCE฀AND฀RESEARCH฀AND฀HANDLE฀STRUCTURAL฀ADJUSTMENT�
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%UROPEAN฀#OMMISSION

%5฀COMPETITIVENESS฀AND฀INDUSTRIAL฀LOCATION

,UXEMBOURG�฀/FlCE FOR /FlCIAL 0UBLICATIONS OF THE %UROPEAN #OMMUNITIES
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