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Prologue
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So far we've done the majority of the heavy lifting on trade theory.
o Comparative advantages determine trade flows

o Differences in technology, factor endowments, location and prosperity
can all help countries focus on the final and intermediate goods they
specialize in providing

e Recent technological advances have fragmented production processes
across countries, furthering the importance of trade

Today

Discuss issues of trade wrt jobs, wages and migration
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Economic Trends

Manufacturing on long downward trend in NA and West EU for decades.

Wage inequality increased, particularly in the US with a primary effect on
young, low education and less skilled workers.

Throughout this period, trade saw its greatest bout of liberalization due to

o widespread tariff reductions,
e ascensions of major economies such as China to the World Trade

Organization and,
e reductions in trade costs (tech advancement)
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Economic Trends

Long trends of declining manufacturing employment and wage reductions.

Questions arise with respect to where these jobs are going and are low
wages abroad influencing wage levels in developed economies.

Number of jobs depends on age profile, size of population, labor market
policies and the state of the business cycle.

While trade does not act as the main influence of jobs level for large open
economies, it might affect specific sectors in particular focused manner.
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Trade & Jobs

American Economic Review 2013, 103(6): 2121-2168
hrtp:fidy.doi.org/10.1257/aer103.6.2121

The China Syndrome: Local Labor Market Effects
of Import Competition in the United States’

By Davip H. AuTor, DAvID DORN, AND GORDON H. HANSON*

We analyze the effect of rising Chinese import competition between
1990 and 2007 on US local labor markets, exploiting cross-market
variation in import exposure stemming from initial differences in
industry specialization and instrumenting for US imports using
changes in Chinese imports by other high-income countries. Rising
imports cause higher unemployment, lower labor force participation,
and reduced wages in local labor markets that house import-
competing manufacturing industries. In our main specification,
import competition explains one-quarter of the contemporaneous
aggregate decline in US manufacturing employment. Transfer
benefits payments for unemployment, disability, retirement, and
healthcare also rise sharply in more trade-exposed labor markets.
(JELE24, F14,Fl6,J23,J31, L60, 047, R12, R23)
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FIGURE 1. IMPORT PENETRATION RATIO FOR US IMPORTS FROM CHINA (left scale),
AND SHARE OF US WORKING-AGE POPULATION EMPLOYED IN MANUFACTURING (right scale)
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TABLE 6—IMPORTS FROM CHINA AND WAGE CHANGES
WITHIN CZs, 1990-2007: 2SLS ESTIMATES
Dependent variable: Ten-year equivalent change in average log weekly wage (in log pts)

All workers Males Females
(1) (2) 3)
Panel A. All education levels
(A imports from China to US)/worker —0.759%:#: —0.892%%% ()64 %%*
(0.253) (0.294) (0.237)
R? 0.56 0.44 0.69
Panel B. College education
(A imports from China to US) /worker —0.757%* —0.991%%%  —().525%
(0.308) (0.374) (0.279)
R’ 0.52 0.39 0.63
Panel C. No college education
(A imports from China to US) /worker —0.814#%%* —0.703%%F  —1.116%**
(0.236) (0.250) (0.278)
R’ 0.52 0.45 0.59

Largest wage losses for low educated individuals and males.
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To quote the authors concluding remarks..

Theory suggests that trade with China yields aggregate gains for
the US economy. Our study also highlights the distributional
consequences of trade and the mediumrun efficiency losses
associated with adjustment to trade shocks. The consequences of
China trade for US employment, household income, and
government benefit programs may contribute to public
ambivalence toward globalization and specific anxiety about
Increasing trade with China.

Trade research has increasingly attempted to incorporate considerations
for marginalized groups resulting from globalization.
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Trade with less developed countries has potenitally led to spillover effects
on local wage rates.

Up until recently, decline in low-income wage rates was only somewhat
attributed to increased trade openness.

It was instead Initially suggested that tech improvements were driving the
marginal productivity of skilled labor upwards, driving up the wage gap.

Since 2000, this gap has stagnated, leaving experts without a main
explanatory factor anymore (tech change).

10 / 25



Research in this area has seen a resurgence given that previously accepted
thought on the matter has become outdated.

A natural question arising in these discussions is whether trade or
technology plays a larger role in the sector’s outcomes.

| find that question to be overly broad.

It may also distract needed attention away from research into how to
facilitate reallocation among displaced manufacturing workers.
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Manufacturing firms that adopt specific technologies, such as computers or
Industrial robots, are significantly different from those that do not.

They are larger and more productive upon adoption.

While exposure to greater import competition is associated with
employment decline, firms increasing their use of imported goods
conditional on such exposure can exhibit employment gains.

Should direct use of imported goods be considered a technology?
All of these factors suggest further research needs to be multifaceted in

terms of how firms respond to increased competition through trade.
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Does International Trade Reduce Poverty and Income Inequality?

e In 2013, China had 13.9% of world skilled labor and 39.8% of world's less
skilled labor

e For the same year, China maintained 16% of world GDP
e Scarce in high-skilled labor, abundant in low-skilled

e Trade openness translates to elevated demand for low-skill workers,
wages rise
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Economist, "Towards the End of Poverty"

e The number of people living off of $1.25 per day was cut by one-half
over the past 20 years

e Declined from 43% of world pop in 1990 to 21% in 2010
e Attributes much of this achievement to China

China is responsible for three-quarters of the achievement ...
even though income equality is rising fast, extreme poverty is
disappearing. China pulled 680m people out of misery in 1981-
2010 and reduced its extreme poverty from 84% to 10%.
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While global poverty has fallen due to free trade, what about income
Inequality?

Income inequality has beeen increasing, such that higher incomes are
rising more rapidly than lower incomes.

Same is true of the US = relative wages of skilled workers rising in both
countries.

This at first at seems counter-intuitive relative to HO model prediction. A
model of offshoring better explains this phenomenon. Will crop up in EC
480.
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So far our models have kept labor supplies fixed across countries and not
allowed for the migration of labor between countries.

Workers were able to switch sectors in Ricardian, HO and specfic factors
models but not country.

To incorporate this feature into a model may make it more realistic.

Both goods and labor can flow between countries, depending on the
opportunity costs associated engaging in the wider market
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Causes of migration:

« Push factors such as local purchasing power being too low, housing
being too expensive, recessions, political strife, war and famine

e Climate change and related agricultural patterns may induce further
mass migrations in the coming future

o Pull factors such as income levels, healthcare, cultural alignment,
socioeconomic stability and educational support may draw individuals
Into a country

 Social networks across countries may be another factor to consider.
Familial ties, local affinities with particular parts of countries may act as
great entry zones for future life in a country

17 ] 25



In theory, suppose we were in a scenario where trade was already open
and now we wanted to allow for the free movement of labor.

The European Union Is a great example of this process.

These changes drive further wage alignment between countries, but will
not narrow the gap completely.

Brexit placed a great deal of focus on limiting the movement of people
while trying to keep the movement of goods open.
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Migration

In practice, empirics have shown evidence of effects of low-skilled worker
inflows not impacting other local worker groups.

THE IMPACT OF THE MARIEL BOATLIFT ON THE MIAMI
LABOR MARKET

DAVID CARD*

Using data from the Current Population Survey, this paper describes
the effect of the Mariel Boatlift of 1980 on the Miami labor market. The
Mariel immigrants increased the Miami labor force by 7%, and the
percentage increase in labor supply to less-skilled occupations and
industries was even greater because most of the immigrants were
relatively unskilled. Nevertheless, the Mariel influx appears to have had
virtually no effect on the wages or unemployment rates of less-skilled
workers, even among Cubans who had immigrated earlier. The author
suggests that the ability of Miami’s labor market to rapidly absorb the
Mariel immigrants was largely owing to its adjustment to other large
waves of immigrants in the two decades before the Mariel Boatlift.
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Migration

In practice, high-skilled migrant influxes show a similar lack of impact.

Technology, trade, and adjustment to immigration
in Israel

Neil Gandal®>®, Gordon H. Hanson®%*, Matthew J. Slaughterd-°

2 Department of Public Policy, Tel Aviv University, Tel Aviv 69978, Israel
bCenter for Economic Policy Research, 90-98 Goswell Road, London, ECIV 7RR, UK
¢Graduate School of International Relations and Pacific Studies, University of California,
San Diego, 9500 Gilman Drive, La Jolla, CA 92093, USA
d National Bureau of Economic Research, 1050 Massachusetts Ave., Cambridge, MA 02138, USA
¢Tuck School of Business, Dartmouth College, Hanover, NH 03755, USA

Accepted 23 July 2002

Abstract

In the early 1990s Israel experienced a surge of immigration from the former Soviet Union.
Russian immigrants had high relative education levels. There is little evidence that the immi-
gration shock put downward pressure on Isracli wages. We examine two mechanisms through
which Israel may have absorbed labor-supply changes related to the Russian immigration: Global
changes in production technology and national changes in output mix. Global changes in pro-
duction techniques, which appear consistent with skill-biased technical change, were sufficient to
more than offset Israel’s change in relative factor supplies. Changes in output mix did not help
Israel absorb changes in relative factor supplies.
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Migration: Short Run

For movement of L from Foreign to Home, do wages respond?

Recall the Specific Factors model, where labor can move between
industries but capital and land are fixed. L = Ly + L4

Wages, W

P*MPL (M)

Lablor in the Economy
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Migration: Short Run

P*MPL (M)

L Ly’

Lébor in the Economy

Immigration causes total labor to change: L'=L+AL

Shifting out origin point of M causes the corresponding marginal
productivity curve to shift right by AL.
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Migration: Short Run

Equilibrium outcomes
e Number of workers in both industries rises
o Wages across both industries falls for labor

o Why? less scarce than previous, relative to fixed amount of capital
(specific factors model assumption)

o What assumption is this based on? Diminishing marginal productivity
of labor

23 / 25



Migration: Long Run

Assume capital and labor move freely between countries, keep land fixed

Givenarisein Lto I — capital/labor readjustment

e Instead of SR model, adjusts such that capital-labor ratios ideal for
production in each industry are maintained

o AL flows entirely into the labor-intensive industry

e Both Kand L rise for labor-intensive industry, and fall for capital-
intensive industry while maintaining fixed capital to labor industry
specific ratios

e Since ratio between capital and labor is unchanged in both industries,
relative scarceness untouched and marginal products remain fixed
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To summarise:

e Trade openness appears to have had an affect on the compositional
make-up of US industrial activity

o Effects are likely negative for low income unskilled workers

e Migration openness yields little evidence of wage change

Next time

o Effects of protectionism through tariff rates and quotas

e Inform ourselves on how interference with free trade impacts market
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