Connected jobs agendas

The migration of people matches opportunities across borders.

Globalization is leading to a growing international migration of jobs

not only in manufacturing but also, increasingly, in services.

ifferent countries face different jobs

challenges, but their jobs agendas are

interconnected by two forces—the mi-
gration of people and the migration of jobs.
These two flows have consequences for living
standards, productivity, and social cohesion in
sending and receiving countries. The arrival of
migrants or the outsourcing of jobs abroad af-
fects the living standards of both migrants and
locals. The availability of foreign workers, the
development of migrant networks channeling
savings and ideas, and the arrival of multina-
tional firms bringing more advanced techniques
are all bound to increase productivity. But fam-
ily structures as well as community life are af-
fected by the movement of people and jobs. The
potential gains are considerable, but there are
also tradeoffs.

Even if development strategies succeed in
addressing jobs challenges at the country level,
mismatches between employment opportuni-
ties at home and abroad are bound to occur,
encouraging people to leave their communities
and try their chances elsewhere. Almost inevi-
tably, the international migration of people will
be one of the policy levers to consider in South
Asia and in Sub-Saharan Africa, given the pro-
jected rapid growth in the labor force in these
regions over the coming decades. Migration
trends will be driven not only by demographic
pressures but also by cultural and geographic
proximity, as well as economic factors.

Jobs agendas are also connected through
the international migration of jobs. The splin-
tering of production tasks has facilitated their
delocalization and outsourcing to developing
countries, resulting in greater trade volumes
and lower prices of final goods. But it has also
led to a global redistribution of jobs in manu-
facturing, and the same trend is increasingly
visible in services as well. So far, the migration
of jobs out of industrial countries has mainly af-
fected blue-collar workers, but white-collar jobs
are following. These are not once-and-for-all
moves. Growing labor costs in Asia may open
up opportunities for other developing countries
to jump-start industrialization.

Migration of workers

Precise figures on the global number of inter-
national migrants are not available, an unsur-
prising fact given that a number of them cross
borders illegally or do not return once their visas
and permits expire. That is why estimates tend
to rely on population censuses and household
surveys. Even then, differences across countries
in the way that data are gathered, and in the way
legislation defines nationality and migratory
status, make accurate counts difficult.' The or-
ders of magnitude are relatively uncontroversial,
however. There are more than 200 million mi-
grants worldwide, and 90 million of them are



workers. Migrants represent between 2.5 and 3
percent of the world’s population and the global
labor force.? Many are temporary or seasonal
workers and return to their home country.

Global patterns of migration

Global figures hide important differences across
countries. Some countries are mainly recipients,
while others are sources, and yet others neither
host nor send significant numbers of migrants

(map 7.1). In a few relatively small recipient
countries, the foreign-born population makes
up more than 40 percent of the total population.
Israel, Jordan, Kuwait, Qatar, and Singapore are
in this group. Among bigger recipient countries,
those with the largest share of immigrants in
their population are Saudi Arabia (27.8 per-
cent), Canada (21.3 percent), Australia (21.0
percent), and the United States (13.5 percent).
In absolute numbers, the United States is the
largest recipient of migrants, with 42.8 million,

MAP 7.1 Only in some countries are migrants a substantial share of the population
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Source: World Development Report 2013 team based on Ozden and others 2011 and Artuc and others 2012, using census data from around 2000.
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followed by the Russian Federation (12.3 mil-
lion), and Germany (10.8 million). Among the
sending countries, those with the largest num-
bers of migrants are Mexico (10.1 million), In-
dia (9.1 million), and Bangladesh (6.0 million).?
Russia is so high on the list, because many eth-
nic Russians live in countries that were formerly
part of the Soviet Union.

Political turmoil and globalization acceler-
ated migration flows in the first half of the 20th
century. The partition of Bangladesh, India, and
Pakistan involved large numbers of people liv-
ing in countries different from their birthplace.
The decline of transportation costs, the growth
of Persian Gulf economies following surges in
oil prices, and the entry into world markets of
developing countries with large populations
have all stimulated a surge of migrant workers
worldwide.

Differences in expected earnings between the
country of origin and the country of destination
are an important reason for people to migrate.
Earnings gains, however, are offset to varying
degrees by the direct costs of migration (such
as transportation fees and intermediation ser-
vices) as well as by indirect costs associated with
the difficulties of adapting to a different culture
and society and leaving family and friends be-
hind. These costs also help explain aggregate
migration flows. For many migrants, physical
and cultural proximity (including a common
language, religion, or way of life) are important
when choosing a host country. Concerns about
employment opportunities and personal safety
in the sending countries are other important,
sometimes crucial, drivers of migration. More
than 10 million migrants are refugees, and
nearly 2 million are asylum seekers.*

The growth rate in the global number of mi-
grant workers peaked between 2005 and 2008
and then decelerated because of the impact of the
global economic crisis. During previous decades,
the growth in migration flows came primarily
from South-North flows; that is, from develop-
ing to developed countries. South-South mi-
gration, although numerically larger, remained
stable over that period.

Skilled workers represent a growing share of
international migration. Developed countries
increasingly implement policies to attract talent.
Between 1990 and 2000, the share of workers

with at least some tertiary education among im-
migrants increased from 15 to 25 percent in the
United Kingdom, and from 25 to 30 percent in
the United States. Stark country differences are
also present in skilled labor migration. Some de-
veloping countries explicitly promote emigra-
tion of skilled workers, while others complain
about “brain drain” More than 70 percent of
citizens with tertiary education in Haiti, Jamaica,
and Trinidad and Tobago live abroad. The share
of skilled workers among migrants is particu-
larly high in African countries (map 7.2).°

Highly skilled migrants fall into a range
of categories including technology and busi-
ness creators, scientists, scholars, students, and
health and cultural workers. At 10 percent, their
share of total migration is still relatively small,
but 90 percent of them live in industrial coun-
tries.” In some occupations, the concentration
of skilled migrants is substantial: 27 percent
of all physicians in the United States, 21 per-
cent in Australia, and 20 percent in Canada are
foreign-trained.®

Impacts on sending and receiving
countries

The most direct impact of international migra-
tion is on living standards. Through their work
in receiving countries, and through remittances
to sending countries, migrants increase their in-
comes and those of their families. Migrants also
contribute to global output if their productiv-
ity abroad is higher than it was at home, which
may often be the case. They can even contribute
to output in the sending country, as networks
of migrants and returnees serve as channels for
investment, innovation, and expertise. Social ef-
fects are mixed, however. On the positive side,
migration connects people from different cul-
tures in ways bound to widen their horizons.
On the negative side, separation from family
and friends can be a source of distress and iso-
lation in the recipient country. Large numbers
of immigrants can also exacerbate frustration
among vulnerable groups in recipient countries,
if foreigners are seen as competitors for jobs and
public services.

The increase in earnings from migration
may amount to tens of thousands of dollars per
worker per year. After controlling for worker
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MAP 7.2 Many migrants are highly skilled
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characteristics, the gain may range from 50
percent to more than double the difference in
income per capita between the host and the
sending countries.”!® Transportation costs and
rents taken by intermediaries can reduce these
gains, however. In some cases, these intermedi-
aries are part of illegal organizations linked to
trafficking of people and criminal abuses, mak-

ing migrants a particularly vulnerable group.
In others, intermediaries are informal agents
who provide market-priced migration services
in the absence of other formal mechanisms to
address the existence of demand and supply
for migration.!! Migrants also face psychologi-
cal and physical health risks, often without ac-
cess to health insurance.!? The persistent flows

235



236

WORLD DEVELOPMENT REPORT 2013

of migration would indicate, though, that the
large gains, actual and expected, more than
compensate for the costs.

Evidence on the impact of migration on la-
bor outcomes in sending countries is scattered.
If employment opportunities for those who mi-
grate were limited, earnings and employment
would remain unaltered. If they were plentiful,
earnings rise and the participation rates of previ-
ously inactive persons would increase. Studies
for Mexico, Pakistan, and the Philippines show
that out-migration did affect wages and unem-
ployment rates in the sending country, but no
discernable effects on labor outcomes have been
found in Bangladesh, India, and Sri Lanka."

The net effects of migration flows on em-
ployment opportunities and labor earnings de-
pend on the skills and the jobs of those who
move abroad. A recent study using data for high-
and middle-income economies shows that im-
migration of high-skill workers has positive ef-
fects on wages of both high- and low-skill local
workers. On the other hand, emigration of more
educated workers is associated with declines in
wages for both low- and high-skill workers who
remain in the country of origin."

Remittances are an important source of in-
come for households in sending countries, al-
though they do not necessarily reach the poorest
of the poor. In different countries, an increase
in international remittances is associated with
declines in the share of people living in pov-
erty.”” Remittances also increase savings and
investment in recipient families.'® And they are
more resilient than is generally believed. Recent
studies show that despite tougher conditions for
migrants during the 2009 recession, remittances
dipped only slightly.!” Results are mixed on the
impact of remittances on income inequality.
Some studies find that migrants come from the
middle of the income (or wealth) distribution
and that, in the short term, remittances leave
overall inequality unaltered. Others show that in
the medium term inequality decreases, because
of the higher economic activity in localities with
migrants.'® Most studies also report that remit-
tances reduce labor force participation among
migrants’ relatives."”

The growing migration trend among the
highly skilled raises concerns about the implica-

tions for developing countries. Some fear a brain
drain, whereby developing countries would suf-
fer from the loss of valuable human resources.
According to this view, developing countries put
considerable fiscal resources into the education
of these workers, with the intention of enhanc-
ing their productivity and creating an elite of in-
novators, thinkers, and administrators. Thus the
migration of skilled workers not only creates a
fiscal and distributive concern in the short term,
but it also impairs the growth capacities of the
country in the long term. In this view, develop-
ing countries should create incentives for skilled
workers to return to their home country, for ex-
ample, through financial reforms of secondary
and tertiary education.

Others, however, see a “brain gain,” whereby
developing countries benefit from networks,
return migration, and the incentives for young
people to improve their skills. Returning mi-
grants bring home entrepreneurial and technical
capacities that enhance productivity in sending
countries. Experience acquired abroad has been
found to induce higher wages among salaried
workers and higher productive efficiency among
entrepreneurs in several countries.?' Beyond the
individual benefits are societal benefits that may
extend to the proliferation of a whole industry
and the creation of new jobs in an entire local-
ity. Bangalore and Hyderabad in India illustrate
this point: returning migrants set up informa-
tion technology and communication companies
to take advantage of their previous experience
and their links with international companies.?
The presence of highly qualified Indian engi-
neers and executives in U.S. corporations paved
the way for the rise of the Indian software indus-
try.? The activities of migrant networks are not
restricted to skilled migrants or corporate activ-
ities. Networks of Mexican low-skill workers in
the United States have worked with the Mexican
government to redirect and enhance public in-
vestment in infrastructure in their communities
of origin.**

Networks of migrants can also be impor-
tant sources of foreign direct investment and
know-how, both of which promote productivity
growth in sending countries. It is estimated that
Chinese migrants contributed more than half
of all foreign direct investment in China.?® The



impact of returning migrants on their commu-
nities may be more modest in smaller countries
that lack the scale for the development of new
vibrant businesses.?

The increase in talent migration may also
bring a brain gain through its impact on human
capital accumulation in sending countries. The
prospect of migration raises the returns to edu-
cation and, thus, fosters investment in human
capital. However, these positive effects depend
on the size of skill migration and the relative size
of the country. Recent evidence indicates that
large countries with low rates of high-skill emi-
gration experience a net gain in human capital.
In contrast, small countries with high rates of
high-skill emigration suffer a net loss.”’

Social impacts are more diverse. In sending
countries, researchers find changes in gender
and family relations as well as in political at-
titudes. But the nature of these changes de-
pends on the country. In some cases, women
and children are empowered by the migration
of spouses and parents; in others, they become
more vulnerable.?® Migrants to societies that
value liberty and democracy come to appreciate
these values, whereas those in more traditional
host countries may become more traditional
themselves.?

In host countries, most studies have concen-
trated on the influence of migrants on the em-
ployment and earnings of locals, as well as on
the fiscal consequences of migrant inflows. The
majority of these studies finds either no effect
or a very small negative effect on the average la-
bor earnings of the locals. But the composition
of employment between locals and migrants
shifts, creating winners and losers.*® The fiscal
consequences for host countries depend on the
characteristics of the migrants. The younger
and more skilled they are, the higher the tax
revenues. The impact of government spend-
ing in host countries varies, depending on the
duration of migration and the family composi-
tion of the migrants. Computations of the net
effect on the welfare systems of recipient coun-
tries are sensitive to hypotheses and estimation
methods.”!

Last but not least, migration may also bring
racial prejudice and exacerbate social tensions in
host countries. This happens when migrants are

secluded in segregated occupations or neigh-
borhoods, preventing their genuine integration
in society.” It may also occur when migrants are
perceived as competing for “nonmigrant” jobs.
Prejudice and tensions may result in distrust of
migrants and lead to the hardening of legal re-
quirements for entering the host country, forced
repatriations, and even the building of physical
walls to prevent migration. These policies may
not ease tensions unless a more comprehen-
sive approach is adopted. Irregular or undocu-
mented migration is growing, partly in reaction
to the lack of legal alternatives to migration
given the mounting mismatches between em-
ployment opportunities in sending and receiv-
ing countries.”

Migration of jobs

Quantifying the international migration of jobs
is even more difficult than estimating the global
number of international migrants. The past four
decades have been marked by the delocalization
and outsourcing of manufacturing tasks from
industrial countries to the developing world,
especially to East Asia. More recently, the same
pattern is observed for tasks in the services sec-
tor. In fact, exports of services are the fastest-
growing component of global trade. And the
share originating in developing countries has
been growing steadily over the past two decades.
But counting how many jobs are affected glob-
ally is not feasible, because the process involves
job destruction in some countries and job cre-
ation in others, in ways that cannot be easily
matched with each other.

Global trends

The share of manufacturing in total employ-
ment in industrial countries declined by
roughly one-third between 1970 and 2008, as
did its share in gross domestic product (GDP)
(figure 7.1).>* Although starting from higher
levels, the pattern was the same in Japan as in
Europe and North America. The Republic of
Korea industrialized in the 1970s and 1980s, but
the share of manufacturing in its employment
and GDP started declining in 1992. Meanwhile,
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FIGURE 7.1 Manufacturing jobs have migrated away from
high-income countries
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the share of manufacturing in total employment
increased steadily in other East Asian countries,
including China, for four decades. In South Asia
and Sub-Saharan Africa, the share has been low
and stagnant, whereas it has declined in Latin
America and increased in Eastern Europe and
Central Asia. The overall pattern is one where
manufacturing jobs migrated primarily from
Western Europe and the United States to North-
east Asia and then to the rest of East Asia.

The East Asian trends are consistent with the
“flying geese” pattern of development, where
economic transformation is consistent with
dynamic changes in comparative advantage.
Industrialization in East Asian countries began
with the development of labor-intensive sectors,
gradually shifted to capital-intensive sectors, and
then to knowledge-intensive activities. In paral-
lel, wages rose and skills increased.* First Japan,
then Korea, and more recently China followed a
similar pattern. As labor costs increase further,
light manufacturing jobs are likely to migrate
away from coastal China, where most industries
have concentrated. By some estimates, nearly
100 million jobs are at stake.*

The migration of light manufacturing jobs
out of coastal China could open a once-in-a-
generation opportunity for countries in Sub-
Saharan Africa and South Asia to jump-start
their industrialization. But some observers pre-
dict that the migration will go mainly to the in-
land areas in China, where wage rates are lower
than on the coast. This would be consistent
with the patterns of industrialization in Japan;
Korea; Taiwan, China; and the United States,
where the initial geographical concentration of
industries was followed by dispersion within the
same country.”” However, China’s labor market
is relatively integrated to the point where even
unskilled wage rates in rural areas have been in-
creasing rapidly.®® Therefore, an overall decline
in the manufacturing share of GDP in China
might be unavoidable, opening up the oppor-
tunity for labor-intensive industrialization in
other developing countries.*

The rapid growth of labor productivity in
manufacturing is resulting in the stagnation or
even the decline of the number of manufactur-
ing jobs worldwide (figure 7.2). Global employ-
ment in manufacturing increased by only 30
percent from 1990 to 2008, with most of the ex-
pansion taking place in Asia, especially in China.
Given that manufacturing jobs connect to ex-



FIGURE 7.2 The global number of manufacturing jobs has not varied much
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port markets and global value chains more than
other jobs and are thus more likely to generate
productivity externalities, this stagnation or de-
cline raises the prospect of a fierce international
competition ahead (question 7). If aggregate
numbers of manufacturing jobs are bound to
remain relatively stable, successful industrializa-
tion in one region may come at the expense of
industrial employment in another region.
Manufacturing could take off in South Asia
or Sub-Saharan Africa if technology and man-
agement knowledge were transferred there. Such
a transfer, however, is not simple: fostering en-
trepreneurship, nurturing a more skilled work-
force, creating a stronger investment climate,
and establishing a more favorable institutional
environment would be necessary. There is also
a risk of focusing on industries that are not in
line with the potential comparative advantage
of these regions.** Combined with poor logistics
and weak government capacity, that could mean
that few manufacturing jobs would actually mi-
grate to these regions. Studies on the locational
decisions of multinational corporations show
that many factors come into play (box 7.1).
Services were once regarded largely as non-
tradable, but this is no longer the case. Both
country-specific and global trends show a grow-
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ing share of employment and GDP in services,
some of which are sold across borders.*! New
ways of delivering services, often broken down
into small tasks and driven by information and
communication technology (ICT), are trans-
forming where service activities can be located
(box 7.2). The world share of developing coun-
tries in global exports of services increased from
11 percent in 1990 to 21 percent in 2008. Ser-
vices are now the main contributor to economic
growth in many developing countries, including
India.*?

The rapid expansion of trade in services is
bound to increase productivity on a global scale.
But it also is raising fears in developed countries
that service sector jobs will migrate to develop-
ing countries through offshoring or interna-
tional outsourcing, much the same as manufac-
turing jobs did over the past four decades.

A telltale sign of the potential for offshor-
ing and outsourcing is the substantial number
of service sector tasks already being performed
remotely within industrial countries.* In the
United States, service occupations that are trad-
able by nature, such as computer systems design
and management consulting, display a heavy
geographic concentration. This concentration
results partly from agglomeration economies,
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Box 7.1 Why do multinationals locate where they do?

Where multinationals locate provides insights into the critical char-
acteristics in a host country that firms want or need. Traditionally,
foreign direct investment (FDI) was categorized either as horizon-
tal—multinationals seeking better access to larger markets over-
seas—or vertical—multinationals moving part of their production
to a lower-cost location. As trade barriers and transportation costs
have fallen and supply chains involve ever more specialized tasks,
the importance of locating near the final market has diminished. But
the empirical patterns show that “costs” need to be determined
over a range of dimensions.

The location-decision question has been examined empirically
by looking at how the characteristics of host countries predict the
inflow of FDI and entry of multinationals. Significant macroeco-
nomic instability or conflict disqualifies most locations. Low wages
can be attractive, but given that labor is often a small share of over-
all manufacturing costs, they are often not the predominant consid-
eration. And labor costs cannot be evaluated separately from the
quality of skills; developed countries remain significant destinations
of FDI in part because of their highly skilled workforces. Access to
land, particularly in parts of Africa and Asia where land access is
more regulated, can be a significant consideration. Poor or inconsis-
tent public services, including electricity, security, and transporta-
tion infrastructure, can quickly raise costs—through delays, lost
production, and the expense of privately providing these services.

Costs associated with complying with business regulations and with
taxes can also be important, as are the reliability and cost of contract
enforcement institutions. The literature shows that the relative
importance of these dimensions often varies by different types of
sectors, the degree of capital intensity, and technological sophisti-
cation. The presence of other firms is also a consideration. Quick and
reliable access to suppliers can reduce costs and delays.

In addition to the academic literature, a number of consulting
firms provide analysis and rankings of the attractiveness of coun-
tries based on the views of top executives of multinationals. AT.
Kearney has published a Foreign Direct Investment Index since
1998. Three dimensions emerge as critical in its analysis: well-
functioning financial markets, a strong business environment, and
strong labor skills. A separate index for the location of services also
emphasizes skills, particularly language skills, and the degree of
global integration. Labor typically accounts for a larger share of
overall costs in services than in manufacturing.

The evolution of supply chains into more specialized tasks oper-
ating across more diverse locations can offer opportunities for an
increasing number of developing countries. Multinationals are not
looking for a strong business environment across the board; they
care about inputs and services that are specific to their needs and
thus are location-specific.

Sources: World Development Report 2013 team based on Alfaro and Chen 2011, Helpman 2006, and Harrison and Rodriguez-Clare 2009.

Box 7.2 E-links create job opportunities in developing countries, but the scale is still modest

Internet services are becoming ever more accessible, including in
the developing world. Crowdsourcing tools help businesses to
break up larger tasks into many smaller discrete steps. These are
then offered to a global online community through competition.
The platform TopCoder, for example, brings together close to
400,000 programmers globally.

A special type of online outsourcing, branded impact sourcing
by some, aims to bring employment and supplementary income to
low-income areas. Impact sourcing is estimated to represent 4 per-
cent of the entire business process outsourcing industry, account-
ing for USS$4.5 billion in total revenues and employing around
140,000 people around the globe. Samasource is a nonprofit organi-
zation based in San Francisco, working with major technology cli-
ents. It splits large projects into “micro work"—small tasks that can
be done online using inexpensive computers—and distributes the
tasks largely to women working with partner service providers in
the poorest parts of the world, including remote villages, slums, and

refugee camps in countries, such as Haiti, Pakistan, Uganda, and
others. Data workers develop skills in English, computers, and a vari-
ety of project-specific tasks. Samasource has reached 1,600 women
and youth over the past three years.

Similarly, RuralShores aims to bring rural India into the global
knowledge world. It provides remote processing of noncritical busi-
ness transactions such as data entry, simple bookkeeping, expenses
handling, and document digitalization and archiving. RuralShores
runs 10 centers in 7 Indian states, employing about 1,000 people.
The centers, run as for-profit entities, are all located in remote Indian
villages. While most employees are high-school graduates, the com-
pany gives preference to people with disabilities and young job-
seekers from poor, agrarian families. Impact sourcing does face
challenges that include access to clients and contracts, sustainable
demand, robust infrastructure, effective recruitment, and identifica-
tion of investors.

Sources: World Development Report 2013 team based on Monitor Inclusive Markets 2011 and Selim 2012 for the World Development Report 2013.



supporting specialization. But simple geo-
graphic imbalances between the local supply
and demand for services also contribute to re-
mote provision.

Trade in services can be expected to expand
rapidly in the coming years. Until recently, it was
thought that only labor-intensive tasks would
be relocated to developing countries, allowing
production in industrial countries to focus on
capital- or skill-intensive tasks.** However, de-
veloping countries are now exporting not only
traditional services, such as transportation and
tourism, but also modern and skill-intensive
services, such as financial intermediation, com-
puter and information services, and legal and
technical support.*> Skilled jobs performed by
accountants, programmers, designers, archi-
tects, medical diagnosticians, and financial and
statistical analysts are increasingly outsourced
by firms in industrial countries.*® In India, the
number of such skilled white-collar jobs has
grown rapidly.¥” However, some of the service
jobs seen as skilled in developing countries are
considered unskilled in industrial countries.*

India was a developing world pioneer in
building a modern export-oriented services sec-
tor, but other countries—Brazil, Chile, China,
and Malaysia, to name a few—have also seized
the opportunity.* But outsourcing does not
only happen between industrial and develop-
ing countries. In the United States (the largest
offshoring economy), 85 percent of the service
trade is with other industrial countries.® Two-
thirds of service sector exports from developing
countries are actually South-South trade.>

Developing countries tend to specialize in
certain activities within the services sector. For
example, Brazil, Costa Rica, and Uruguay are
strong in professional and ICT-related services;
Chile in distribution and transportation ser-
vices; Mexico in communication and distribu-
tion services; and Sub-Saharan African coun-
tries in professional services.> This diversity in
specialization will likely lead to both competi-
tion and cooperation, involving different seg-
ments of the services sector, rather than a head-
on collision between industrial and developing
countries.

This new phase of globalization is bound to
influence views and interpretations about struc-
tural transformation and the migration of jobs.

Some researchers claim that a “revolution” is
under way that is turning services sectors into
the main engine of economic growth in devel-
oping countries.> Others argue that developing
countries such as India and the Philippines are
successful in exporting relatively skill-intensive
services not because of their comparative ad-
vantage in such services but because of policies
preventing their manufacturing sectors from
taking off.>* Given the stagnation of global em-
ployment in manufacturing and the growing
trade in services, a relevant question is whether
developing countries can successfully skip the
industrialization phase of development.

Winners and losers

The obvious winners of globalization are the
workers and entrepreneurs in countries to
which industries and splintered tasks have mi-
grated. Outsourcing and offshoring, along with
the attendant transfer of new technologies and
advanced management methods, contributes
to productivity growth and improvements in
living standards. The development of more ef-
ficient industries and services encourage a real-
location of labor toward more productive uses.
It also stimulates the subsequent development
of other interrelated industries and sectors
through backward and forward linkages. The
development of a modern services sector can
lead to greater coordination in value chains and
make a further subdivision of tasks and the re-
organization of production possible, leading to
economies of scale.”> Multiple actors—includ-
ing multinationals, civil society organizations
and consumers in industrial countries—are
increasingly active in efforts to improve work-
ing conditions and workers’ rights in developing
countries. To the extent that such efforts bear
fruit, enhanced export opportunities improve
workers” well-being.*® In all these ways, signifi-
cant trickle-down effects can have widespread
benefits for recipient countries.

The hidden winners from the migration of
jobs are consumers at large. The improved in-
ternational division of labor expands the global
availability of goods and services, improving
living standards around the world.>” This point
can be easily understood by thinking how the
world would look if China and India could not
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provide cheap goods and services to the rest of
the world.

The obvious losers are those who have lost
their jobs because of the declining competi-
tiveness of the industries and services where
they used to work. While skilled workers may
easily find similar occupations in other indus-
tries without a loss in salary, many low-skilled
workers are not so fortunate. Low-skilled
workers or those with industry- or occupation-
specific skills that are no longer in demand are
more likely to be forced to accept lower-paying
jobs in different industries or remain unem-
ployed.*® Job losses could become a serious is-
sue not only in industrial countries but also
in dynamically growing developing countries,
such as China, as their labor costs increase.

There are also hidden losers. These are the
workers and entrepreneurs in countries which
have failed to develop new industries and ser-
vices connected to world markets and the jobs
that go with them.*® Workers in those countries,
however, may not perceive the lost employment
opportunities.®

One way to mitigate the welfare losses from
globalization, both apparent and hidden, is
through the international migration of work-
ers. Income differentials across countries,
which reflect differences in the growth rates of
different economies, are important drivers of
this migration. By reallocating workers from
stagnant or slowly growing economies to rap-
idly growing ones, the international migration
of workers contributes to the reduction in the

income gap created by the international migra-
tion of jobs. But jobs tend to migrate more eas-
ily than people.

* % ¥

The migration of people and the migration of
jobs make clear that jobs challenges, despite being
country specific, can also be global in scope. Both
sending and recipient countries can benefit from
these international movements in a variety of
ways, from higher labor earnings to remittances,
from greater productivity to broader networks.
Consumers worldwide also benefit from less ex-
pensive consumer goods. Tensions and costs are
associated with these two migrations, however.
Migrant workers may suffer discrimination and
segregation or lose their family and cultural con-
nections and identity, disrupting not only their
own sense of well-being but also have an impact
on communities in origin and host countries.

The migration of people and the migration
of jobs may transform entire communities, cre-
ating winners and losers. Many see their lives
improve, but those who lose their jobs to out-
sourcing and offshoring may experience perma-
nent declines in well-being, especially if they are
unskilled. These spillovers, positive and nega-
tive, are powerful motivators for the political
and social groups that promote or oppose the
migration of people and of jobs. But these spill-
overs are international in nature, so coping with
them only through national policy instruments
may prove unsatisfactory.



Many developing countries face a jobs agenda.
In some, it involves offering avenues to rural
populations to move out of poverty. In others,
it aims at leveraging the gains from urbaniza-
tion and from integration in global markets. Yet
in others, the goal is to prevent youth from be-
coming disenfranchised or to reduce the risk of
conflict. These agendas are addressed through
national policies that stimulate job creation by
the private sector, especially in the areas and
activities where development payoffs are high-
est. But jobs agendas of individual countries are
connected through globalization: trade in goods
and services, investment flows, and migration of
workers. This begs the question: if jobs can mi-
grate from one country to another, do policies
to support job creation in one country become
policies affecting jobs in other countries—poli-
cies competing for jobs globally?

Among economists, the conventional wis-
dom is that the number of jobs is not deter-
mined by international trade and investment
but by the total number of people in the labor
force. And in general, openness to international
trade and foreign direct investment is beneficial
for all the countries involved. Thus, globaliza-
tion is not a zero-sum game. From this point
of view, policies to support job creation are not
policies competing for jobs, even as they may
alter the global flows of trade, investment, and
workers.

The general public seems to have a less san-
guine view of the situation. Representative pub-
lic opinion polls show that firm relocation and
tasks outsourced abroad are seen as a threat to
employment in industrial countries (box 7.3).
Globalization is perceived as a head-to-head
competition in which employment gains in one
country can be achieved only at the expense of
jobs in other countries.

There is merit to both views. Past the short-
term impact of outsourcing and delocalization,
the total number of jobs in one country should
not be substantially affected by policy decisions
in other countries. Some firms may close or start
activities, others may expand or contract their
business, but total employment will be roughly

determined by the size of the labor force. How-
ever, the composition of employment is bound
to change. The concern is that the share of
good jobs for development may decline in one
country and increase in another. Whether that
happens depends on the nature of good jobs
for development and the types of national
policies being adopted to support job creation.
While the public’s concern is legitimate, not all
measures to support job creation amount to a
beggar-thy-neighbor policy.

Not a competition for total employment
but for its composition

International trade and investment can be ex-
pected to lead to greater prosperity. Globaliza-
tion, including firm relocation and outsourcing,
may result in job losses at home in the short
term, but the demand for labor should increase
in the longer run, as specialization generates ef-
ficiency gains in both industrial and developing
countries.®! Lower prices for goods and services,
and a growing consumption demand from
emerging countries as they prosper, can only re-
inforce the upward trend in the global demand
for labor.

Empirical evidence to a large extent con-
firms this upbeat assessment. Labor earnings
and working conditions improve as countries
grow richer, and global integration has been
good for growth. Across developing countries,
a 1 percent increase in a country’s openness,
measured as the share of its foreign trade in its
output, has been associated with a 1 percent in-
crease in GDP per capita.®? Gains may reach up
to 1.5 percentage points on average in the case of
openness in financial services and telecommu-
nications.®® Even in Sub-Saharan Africa, where
trade liberalization was viewed with skepticism,
the increase in output growth rates could be in
the range of 0.5 to 0.8 percent.® Evidence also
shows that firms engaged in global markets pay
higher wages. This is true of exporting firms
from Colombia to Morocco and from Mexico
to Korea. It is also true of foreign-owned com-
panies, whether they operate in Cameroon or
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Box 7.3 Globalization is often viewed as jobs migrating abroad

Across European countries, popular perceptions can be inferred
from the Eurobarometer surveys. One of its questions is the follow-
ing: “What comes first to mind when you hear the word ‘globaliza-
tion"?" The options for answering this question are opportunities for
domestic companies in terms of new outlets; foreign investments
in the country; relocation of some companies to countries where
labor is cheaper; increased competition for the country; and other.
The third option reflects perceived job insecurity. Even before the

respondents, %

global crisis and the European debt crisis, when concerns about un-
employment were not exacerbated, about one-third to one-half of
respondents see globalization as a relocation of companies abroad.

The survey also asked: “Which of the following two propositions is the
one which is closest to your opinion with regard to globalization?”
Possible answers included good opportunity for domestic companies;
threat to employment and companies; and “do not know.” With the
exception of Denmark, where only a small minority chose the second

Note: The figure is based on the following question and answer: Question: “There are multiple consequences of the globalization of trade. When you
hear the word ‘globalization, what comes first to mind?”; and Answer: “Relocation of some companies to countries where labor is cheaper.” Data are from

surveys conducted in 2008.

option, between one-third and three-quarters of the respondents saw
globalization as a threat to jobs.

Based on opinion polls, policies for jobs are often perceived as a
zero-sum game in which gains for one country can be achieved only at
the expense of others. The chairman and CEO (Chief Executive Officer)
of Gallup put it as follows: “If you were to ask me, from all the world
polling Gallup has done for more than 75 years, what would fix the

world—what would suddenly create worldwide peace, global well-
being, and the next extraordinary advancements in human develop-
ment, | would say the immediate appearance of 1.8 billion jobs—for-
mal jobs."In his view, “this raises an important distinction—not only do
we need to create more jobs, we need to increase the number of good
jobs. And we can't see that quest for good jobs as an internal skirmish
between warring political ideologies. It's an international war."

Sources: Clifton 2011; Eurobarometer Surveys (database) 2010, European Commission, Brussels.
a. Interview given in connection with the book launch.



Republica Bolivariana de Venezuela, Indonesia
or Zambia.%

Admittedly, the dispersion of earnings
within countries has also increased, for instance
in the form of higher returns to education, and
it is tempting to attribute this trend to global-
ization. Low-skill jobs in industrial countries
are often high-skill jobs from the perspective of
developing countries, and exporting itself is a
skill-intensive activity. Therefore, international
trade and offshore outsourcing can be expected
to increase the relative demand for skills at both
ends, favoring better-off workers. The empiri-
cal results on this possible effect vary widely,
however.% For sure, all policies create winners
and losers, and the distribution of labor earn-
ings has widened in parallel with globalization,
but a causal relationship is difficult to establish.
Opverall, widening disparities may have more to
do with technological progress and financial lib-
eralization than with globalization.

A different perspective arises when consid-
ering the composition of employment, rather
than the level or dispersion of labor earnings.
Globalization provides developing countries
with the opportunity to connect to world mar-
kets and derive productivity spillovers boosting
their economic growth. Manufacturing jobs in-
tegrated in global value chains, as well as jobs
in technologically advanced services and in fi-
nance, are often seen as tickets to rapid devel-
opment. However, rapid technological progress
and economies of scale may mean the global
number of some of these jobs will not increase
much. For jobs in manufacturing, the experi-
ence of the last few decades has shown a relative
stability of their global numbers together with a
dramatic change in their spatial distribution. If
s, policies for job creation could lead to a com-
petition not for the level of employment but for
the jobs with the highest development payoffs.

The experience of Japan and the United
States illustrates the point. In the 1950s, Japan
exported cheap labor-intensive products in
exchange for goods embedded with more ad-
vanced knowledge and technology. This strat-
egy generated much needed revenue for Japan’s
post—World War II recovery. More importantly,
it contributed to Japan’s productivity growth
and built the foundation for the production

of more sophisticated goods. In the 1970s and
1980s, Japan not only began exporting steel,
semiconductors, and automobiles but turned
into a leading supplier. As the major exporter of
these products, the United States suffered from
Japan’s expansion.®” The United States had been
characterized by its fluid labor markets. Yet, the
potential welfare loss from the decline of Pitts-
burgh, Detroit, and other industrial centers
could be substantial, even if labor was reallo-
cated smoothly.®® This competition was resolved
by “voluntary export restraints”—a special form
of quota that actually granted all quota rents to
Japan but prevented a complete decline of such
employment in the United States, indicating the
importance attributed to these industries.*’

Concerns are similar for developing countries
nowadays. Consider the opportunities opened by
the increase in labor earnings in the coastal areas
of China.”” Some labor-intensive manufactur-
ing jobs connected with global value chains will
migrate out of China in search of lower produc-
tion costs. Given rapid technological progress,
the global number of jobs in light manufactur-
ing is unlikely to increase much. Low-income
countries in both Sub-Saharan Africa and South
Asia aspire to attract some of those jobs, so a
competition is involved. Tension is not limited
to labor-intensive manufacturing jobs. A simi-
lar logic underlies government efforts to attract
high-tech companies, as Costa Rica successfully
did with Intel.”* This is also the logic behind
government efforts to foster services exports,
exemplified by the success of Brazil, Chile, India,
Malaysia, and the Philippines.”

Because technological progress and global-
ization connect markets to an unprecedented
level, they also result in competition over other
types of jobs with high development payoffs.
Jobs located in a global hub can generate large
productivity spillovers. London stands as one
of the most economically vibrant cities in Eu-
rope largely because it serves as an international
financial center. The financial industry entails
scale economies and is supported by density.
Therefore, the number of global financial cen-
ters is limited, and their formation is shaped by
location, history, and national policies. Similar
logic applies to international transportation
hubs such as Singapore, clusters of information

Connected jobs agendas
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and computer technology-related industries
such as Silicon Valley and Bangalore, and so on.

Policies for jobs: Different degrees of
competition

Even if globalization may result in a competition
for good jobs for development, not all efforts
to support job creation amount to beggar-thy-
neighbor policies. Whether they do so depends
on the type of instruments used and the nature
of the spillovers from jobs.”

Because globalization involves international
trade and foreign direct investment, it is natural
to first consider trade- and investment-related
instruments. Some of them, such as import tar-
iffs, export subsidies, and local content require-
ments, are ruled out by multilateral trade agree-
ments; others, such as improving access to credit
for private exporters and identifying and remov-
ing specific constraints faced by foreign inves-
tors, are not. But in reality these are just a nar-
row subset of policies for jobs. When bidding to
attract foreign direct investment, governments
can compete directly through tax holidays or
through dedicated physical infrastructure and
human resources. They can also compete indi-
rectly, as when they take actions that appeal to
both local entrepreneurs and foreign investors.
For example, they can contain increases in the
cost of labor by keeping mandated benefits af-
fordable. Or they can improve the availability
and quality of factors of production, such as
worker skills and public infrastructure. In South
Asia, for example, the quality of physical infra-
structure and the education of the workforce are
the strongest predictors of entry of new firms.”*

When considering good jobs for development
more generally, and not just jobs connected to
world markets, the set of policy options is even
broader. Urban policies are another important
instrument to stimulate job creation by the pri-
vate sector. Given the potential agglomeration
of economiies, relatively small interventions can
have large effects.”” In low-income countries,
enhancing extension services may have a large
impact on farm productivity and, thus, on pov-
erty reduction. Whether this broader set of poli-
cies leads to a competition for jobs depends on
whether policies in one country have a positive

or an adverse effect on the social welfare of an-
other country.

A key question to ask is what purpose poli-
cies serve (figure 7.3). For instance, policies
for jobs may aim to improve compliance with
rights, prosecuting forced labor and harmful
forms of child labor. Because fundamental la-
bor rights and principles have been endorsed
by most countries, promoting compliance with
rights amounts to providing a global public
good. Thus, interventions against human traf-
ficking or child prostitution in one country are
unlikely to have adverse effects in other coun-
tries and do not lead to a competition for jobs.

In the absence of a global public good di-
mension, the second question is what market
imperfection or institutional failure is being
addressed by the policy intervention. Tackling
the institutional failures that lead to conflict,
discrimination, or lack of voice might have an
effect on the international flows of goods, ser-
vices, and finance, but only indirectly. The risk
that government interventions in these areas
will result in a competition for jobs with other
countries is limited. The risk is also limited in
the case of interventions aimed at providing
jobs opportunities for the poor. In all of these
cases, there should be gains in well-being in the
developing country, and no substantial loss in
well-being in other countries. Therefore, jobs
policies focused on strengthening social cohe-
sion and improving living standards should be
acceptable as well.

The answer is less clear when government in-
terventions aim at enhancing productivity spill-
overs from jobs. These interventions typically
include urban development policies, invest-
ments in infrastructure and skills, or the pro-
motion of entrepreneurship. Because these in-
terventions are likely to affect the international
flows of goods, services, and finance, the range
of possible outcomes is broader. While no gen-
eral rule is available, interventions that under-
mine an open trading system most likely reduce
aggregate well-being—probably more at home
than abroad. On the other hand, interventions
aligned with a country’s dynamic comparative
advantage could result in mutual gains. Admit-
tedly, assessing what “aligned” means in practice
is bound to involve an element of judgment.”®
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FIGURE 7.3 Policies for jobs may or may not harm other countries
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But the East Asian experience, with jobs in man-
ufacturing migrating from Japan to Korea and
Taiwan, China, and subsequently to China, and
then to Vietnam, provides some hints. As these

global spillovers egative
poverty urbanization industrial trade
reduction policies policy distortions

examples of policies

countries followed their dynamic compara-
tive advantage under the “flying geese” pattern
of development, there were few instances of an
open competition for jobs between them.
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