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ABSTRACT/RÉSUMÉ 

 

Mastering the transition: A synthetic literature review of trade adaptation policies 

International trade has supported economic convergence and poverty reductions in many emerging market 

economies. Nonetheless, there are significant challenges during the transition towards a more open 

economy. Reallocations of resources and structural change are one key source of aggregate productivity 

improvements, but they will come with adjustment costs. Less competitive firms and sectors may decline, 

while more competitive sectors will have to adapt and seize new opportunities from trade and global value 

chains. Some workers will move to more productive firms, change occupations, sectors or even location. 

Non-trade policies can help to smooth these challenges and support workers seize new opportunities. This 

paper reviews the existing literature on how policy reforms have managed to support structural change of 

economies. 

 

Keywords: International trade, trade adjustment policies, skills, professional training.  

JEL Classification: F16, F66, F68, I28 

 

Maîtriser la transition :  

Une revue de la littérature sur les politiques d'adaptation au commerce 

Le commerce international a favorisé la convergence économique et la réduction de la pauvreté dans de 

nombreuses économies de marché émergentes. Néanmoins, la transition vers une économie plus ouverte 

pose des défis importants. La réaffectation des ressources et les changements structurels sont une source 

essentielle d'amélioration de la productivité, mais ils s'accompagnent de coûts d'ajustement. Les 

entreprises et les secteurs moins compétitifs pourraient décliner, tandis que les secteurs plus compétitifs 

devront s'adapter et saisir les nouvelles opportunités offertes par le commerce et les chaînes de valeur 

mondiales. Certains travailleurs se tourneront vers des entreprises plus productives, changeront de 

profession, de secteur ou même de lieu de travail. Les politiques structurelles peuvent contribuer à atténuer 

ces difficultés et aider les travailleurs à saisir les nouvelles opportunités. Ce document passe en revue la 

littérature existante sur la manière dont les réformes politiques ont réussi à soutenir le changement 

structurel des économies. 

 

Mots clé : Commerce international, politiques d'adaptation du commerce, compétences, formation 
professionnelle. 
 

JEL: F16, F66, F68, I28 
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By Robert Grundke and Jens Matthias Arnold1 

The benefits of trade openness 

When colonial England emerged as a global trading power in the 19th century, economists – an emerging 

profession at the time- soon came up with ways to explain international trade. After all, if nations voluntarily 

engaged in international trade, there had to be some mutual benefits. Since then, economic theory has 

explained these benefits through differences in comparative advantage, differences in factor endowments 

and benefits arising from access to a wider range of product varieties. 

A wide range of empirical studies has since documented the benefits of trade and shown that international 

trade has been an important driver of productivity and economic growth. It has significantly contributed to 

raising living standards across countries, reducing poverty and enabling emerging economies to catch up 

with advanced economies (Winters, Mcculloch and Mckay, 2004[1]; OECD, 2012[2]). Besides its direct 

effects on economic growth, international integration also positively affects other drivers of growth, such 

as investments in physical and human capital (Levine and Renelt, 1992[3]; Frankel and Romer, 1999[4]), a 

stable macro-economic environment including lower inflation, and lower levels of corruption (Winters, 

Mcculloch and Mckay, 2004[1]; Cline, 2004[5]). 

Trade liberalisation episodes often occurred from a starting point of significant trade barriers that policies 

had previously erected for a variety of motivations. In emerging and advanced economies, the so-called 

“infant industry” argument posited that shielding initially uncompetitive industries from more advanced 

foreign competition would allow them to become more competitive by “learning from doing” by having 

access to a captive domestic market for some time. The argument was widely accepted in the aftermath 

of World War II, but has since been subject to a fierce theoretical dispute (Baldwin, 1969[6]; Sauré, 2007[7]; 

Krueger and Tuncer, 1982[8]; Harrison, 1994[9]). Empirical studies point to some success stories, while 

other countries have failed to replicate the same success. Often times, losses from protection in terms of 

consumer or buyer surplus were substantial, while dynamic benefits have been uncertain and hard to pin 

down (Ohyama, Braguinsky and Murphy, 2004[10]; Luzio and Greenstein, 1995[11]; Lee, 1997[12]; Das and 

Srinivasan, 1997[13]; Dodzin and Vamvakidis, 2004[14]). Where economies protected capital goods 

industries in the hope for dynamic learning effects, trickle-down effects in terms of higher prices and lower 

quality were not only limited to consumers, but may have put entire downstream industries at a competitive 

advantage (OECD, 2018[15]; Amiti and Konings, 2007[16]; Feenstra and Hanson, 2001[17]). 

                                                
1 By Robert Grundke, Senior Economist, OECD Economics Department, and Jens Matthias Arnold, Deputy Head of 

Division, OECD Economics Department (jens.arnold@oecd.org). This work was undertaken at the OECD Economics 

Department. Financial support for this work from Brazil and comments by delegates to the OECD Working Party of the 

Trade Committee are gratefully acknowledged.  

Mastering the transition: A synthetic 

literature review of trade adaptation policies 

mailto:jens.arnold@oecd.org
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Studies that have analysed a wide range of trade liberalisation periods since the 1970s conclude that trade-

liberalisation has raised per capita GDP growth and investment rates by about 1 to 1.5 percentage points 

on average (Wacziarg and Welch, 2008[18]; Estevadeordal and Taylor, 2013[19]). Critics have argued that 

the causal link from trade openness to economic growth is difficult to identify, as trade liberalisation periods 

often follow economic and political crises and are accompanied by a range of other economic reforms 

(Rodriguez and Rodrik, 2000[20]; Bazzi and Clemens, 2013[21]). Separating trade effects from changes in 

technology is an additional complication (Autor, Dorn and Hanson, 2015[22]). However, a recent meta study 

summarising a wide range of studies using different approaches to address these methodological issues 

reinforces earlier findings and concludes that trade reforms have on average a positive impact on economic 

growth and living standards (Irwin, 2019[23]). 

Both consumers and producers can benefit from stronger integration into the global economy and the 

opportunities it creates. For consumers, trade has potential to reduce prices and enlarge the variety and 

quality of available goods. As lower income households spend larger shares of their incomes on tradable 

goods such as food, home appliances or furniture and clothing, lowering trade barriers can improve 

particularly the purchasing power of low-income households (Grundke and Arnold, 2019[24]; Porto, 2006[25]; 

Fajgelbaum and Khandelwal, 2016[26]). Besides price reductions, a stronger integration can give 

consumers access to a larger variety and higher quality of products and services (Broda and Weinstein, 

2006[27]; Amiti, Redding and Weinstein, 2019[28]). 

For producers, the access to cheaper and higher quality inputs and capital goods can lead to significant 

productivity gains and stronger competitiveness, which is the basis for improvements in real wages. 

Improved sourcing options for intermediate inputs and capital goods lower production costs and allow 

domestic firms to upgrade their production processes through technology embedded in new machinery 

(Goldberg et al., 2009[29]; Amiti and Konings, 2007[30]) (Amiti and Konings, 2007[30]). Many domestic 

producers of intermediate goods would react to the stronger foreign competition by upgrading their 

production processes and improving their products, and only the least productive ones would lose market 

share (Amiti and Khandelwal, 2013[31]; Topalova and Khandelwal, 2011[32]; Pavcnik, 2002[33]). Stronger 

international competition in services sectors also has strong potential to reduce prices and improve quality 

increasing the productivity of manufacturing sectors using these services as inputs (Hoekman and Mattoo, 

2008[34]; Arnold, Javorcik and Mattoo, 2011[35]; Arnold et al., 2016[36]; Eppinger, 2019[37]). Moreover, there 

is evidence that increased importing activities of firms can help build foreign networks and acquiring 

knowledge about foreign markets, which often helps to develop export activities (Blalock and Veloso, 

2007[38]). 

Besides the productivity enhancing effects through the input side, the disciplining effect of import 

competition in the same sector forces companies to reduce inefficiencies, upgrade their production 

processes through more advanced technologies, raise product quality and reduce high prices that result 

from limited domestic competition (Amiti and Khandelwal, 2013[31]; De Loecker et al., 2016[39]; Bloom, 

Draca and Van Reenen, 2015[40]; Pierce and Schott, 2016[41]). This can lead to substantial gains in 

productivity, and it does not necessarily imply a massive substitution towards imports. It rather leads to a 

revitalising effect on the more productive domestic firms, while some low-productivity firms would lose 

domestic market share and may eventually leave the market, freeing resources for the more productive 

ones to grow (Melitz, 2003[42]; Pavcnik, 2002[33]). 

Just as some firms lose domestic market share in the face of stronger integration, others seize newly 

arising export opportunities, expand, invest in new technologies and hire new workers (Bustos, 2011[43]; 

Bernard et al., 2007[44]; Araújo and Paz, 2014[45]; Garcia-Marin and Voigtländer, 2019[46]). It is precisely this 

reallocation process that will allow capital and labour to flow to more productive sectors or firms where new 

and better-paying jobs can be created (Criscuolo and Timmis, 2018[47]; Criscuolo, Gal and Menon, 2014[48]; 

Brandt, Van Biesebroeck and Zhang, 2012[49]). A significant share of productivity growth in advanced 

economies can be attributed to these reallocation effects (Hsieh and Klenow, 2009[50]). For example, for 

an emerging market country like Argentina, with strong distortions in product and factor markets and low 
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import competition due to high trade barriers, estimates suggest potential productivity gains from trade 

opening in the order of 50-60% (Busso, Madrigal and Pagés, 2013[51]; Grundke and Arnold, 2019[24]). 

Distributional consequences and adjustment costs of trade opening 

In contrast to the positive effects of trade opening on productivity and average living standards, its effects 

on income inequality, employment, and labour standards are more ambiguous (OECD, 2012[2]). According 

to the Stolper-Samuelson theorem, unskilled labour, which is the relatively abundant production factor in 

most developing countries, should have gained in relative income terms compared to skilled labour or 

capital (Stolper and Samuelson, 1941[52]). However, this has not been the case in many developing 

countries, and the recent empirical literature emphasises the importance of country-specific institutional 

contexts in shaping the effects of trade opening on inequality (Goldberg and Pavcnik, 2007[53]; Pavcnik, 

2017[54]). For example in Latin American countries, strong rigidities in labour markets, the historical pattern 

of protection that created rents in unskilled-labour-intensive sectors and the emergence of new global low-

wage competitors explain why trade opening has not benefitted low skilled workers (OECD, 2012[2]). 

Moreover, other policies, such as labour market regulations, tax and expenditure policies, or a weak 

education system, as well as skill-biased or routine-biased technological change are found to play a much 

larger role than trade policy in explaining rising income inequality (OECD, 2011[55]; OECD, 2019[56]; 

Hoekman and Porto, 2010[57]). 

Although trade opening leads to the reallocation of workers from less productive firms and sectors to more 

productive ones, which due to transition costs can raise the unemployment rate in the short run, the long-

run unemployment rate is unaffected by trade liberalisation or even decreases (Dutt, Mitra and Ranjan, 

2009[58]; Felbermayr, Prat and Schmerer, 2011[59]). Institutional factors such as the tax wedge, the average 

unemployment benefit replacement rate, union density or an indicator of regulatory impediments to product 

market competition play a more dominant role than trade policy in explaining the unemployment rate (Görg 

and Görlich, 2011[60]; Hoekman and Porto, 2010[57]). However, besides the relatively modest effects on 

overall employment levels, trade opening can significantly alter the employment shares of different sectors 

or firms. For example, rising import competition from China has led to a persistent decline in manufacturing 

employment and a shift of employment into services sectors in many countries in recent years (Autor, Dorn 

and Hanson, 2013[61]; Thewissen and van Vliet, 2017[62]; Costa, Garred and Pessoa, 2016[63]; Pierce and 

Schott, 2016[41]; Autor et al., 2014[64]). Complementary to this finding, increasing export opportunities seem 

to have particularly favoured the creation of jobs in non-tradable sectors and non-manufacturing 

occupations in the U.S. (Feenstra, Ma and Xu, 2019[65]; Fort, Pierce and Schott, 2018[66]). 

Labour standards and working conditions have in general not been negatively affected by trade opening, 

as had been feared by many observers (OECD, 2012[2]). Rising international competition could have 

induced countries to reduce labour standards to minimise costs (“race to the bottom”), particularly in 

developing countries. However, heightened public awareness in importing developed countries seems to 

have put significant pressure on exporting firms in developed countries and Multinational Enterprises 

(MNEs) to respect international labour standards (Harrison and Scorse, 2010[67]). International trade 

agreements increasingly include provisions to protect labour standards, and effective monitoring and 

safeguards have been crucial to ensure their effectiveness (Polaski, 2004[68]). For example, recent 

empirical studies have shown that trade opening and foreign direct investment have reduced child labour 

rates in developing countries (Edmonds and Pavcnik, 2006[69]; Neumayer and De Soysa, 2003[70]). Bilateral 

investment agreements can also bolster labour standards (Hang, 2014[71]). 

Adjustment costs of trade opening 

Besides the relatively modest aggregate long-run effects of trade opening on inequality, employment and 

labour standards, the short-run adjustment costs of trade opening can be significant (Hoekman and Porto, 
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2010[57]; OECD, 2012[2]). Trade changes relative prices and triggers structural changes in the economy. 

Production factors move from less to more productive activities. Increasing competitive pressures force 

companies to reduce inefficiencies and upgrade their production processes through more advanced 

technologies. While this leads to a revitalising effect on the more productive domestic firms, which seize 

newly arising export opportunities, expand and hire new workers, some low-productivity firms leave the 

market (Melitz, 2003[42]; Pavcnik, 2002[33]; Criscuolo, Gal and Menon, 2014[48]). 

This movement of labour to other firms, sectors and locations, can imply significant adjustment costs for 

workers (Winters, Mcculloch and Mckay, 2004[1]; Goldberg and Pavcnik, 2007[53]; Autor et al., 2014[64]). 

Displaced workers lose their wage income; they have to search for a new job, learn new skills, and often 

have to bear, together with their families, the social costs of moving to other locations to find a new job 

(Hyman, 2018[72]; Hummels, Munch and Xiang, 2018[73]). There may be a non-trivial lag between job 

destruction in import-competing sectors early in the reform process and a subsequent recovery and new 

job creation in exporting activities, which generates an increase in the unemployment rate (Menezes-Filho 

and Muendler, 2011[74]; Hoekman and Porto, 2010[57]; Autor, Dorn and Hanson, 2016[75]). This lag can also 

be spatial, as job creation due to new export opportunities might happen in locations that are different from 

the locations suffering from rising import competition (Feenstra, Ma and Xu, 2019[65]; Costa, Garred and 

Pessoa, 2016[63]). Job-search and matching frictions, rigid labour market regulation, duration and costs of 

necessary training courses as well as low geographical mobility of workers prolong this temporary increase 

in the unemployment rate and can even lead older workers to exit the labour force (Hoekman and Porto, 

2010[57]; Autor et al., 2014[64]; Autor, Dorn and Hanson, 2013[61]). Moreover, workers who stay in their jobs 

also need to update their skills through on-the-job and formal training. As firms upgrade production 

processes through more advanced technologies and increasingly import high quality inputs, the task 

content and skill requirements of existing jobs changes (Hummels et al., 2012[76]; Becker and Muendler, 

2015[77]; Becker, Ekholm and Muendler, 2013[78]). 

Adjustment costs of trade opening for the aggregate economy have been defined as the value of output 

that is forgone in the transition to a new long-term production equilibrium, mainly due to temporary 

unemployment (OECD, 2012[2]). Recent studies show that the magnitude of these adjustment costs can 

be substantial, including not only the foregone wages of displaced workers, but also the time and resource 

cost of job searches and retraining as well as capital market frictions (Davidson and Matusz, 2004[79]; Dix-

Carneiro, 2014[80]). Cost estimates can even reach 60% of the total gains from trade, if other social transfers 

necessary to support displaced workers and their families are considered (Autor, Dorn and Hanson, 

2013[61]). Even if aggregate adjustment costs were small relative to the total gains from trade, the individual 

costs for displaced workers and their families are large (Kletzer, 2001[81]; Jacobson, Lalonde and Sullivan, 

1993[82]). Existing social transfers like unemployment benefits, disability benefits, pension payments for 

early retirement, additional income support and medical aid only covered about 10% of the income losses 

for workers displaced by Chinese import competition in the US (Autor, Dorn and Hanson, 2013[61]; Autor, 

Dorn and Hanson, 2016[75]; Pavcnik, 2017[54]). 

Many studies point out that the size of these adjustment costs heavily depends on labour, capital and 

product market regulations and distortions, and how swiftly labour and capital can flow to more productive 

firms and sectors (Hoekman and Porto, 2010[57]; Davidson and Matusz, 2004[79]). For example, rigid labour 

market regulation can postpone trade-induced displacement for some time, but also hinders the creation 

of new formal sector jobs (Almeida and Poole, 2017[83]). It may contribute to longer unemployment spells, 

decreasing labour force participation, or to the transition of displaced workers to the informal sector, where 

productivity and wages as well as social protection are lower (Munro, 2011[84]; Menezes-Filho and 

Muendler, 2011[74]; Dix-Carneiro and Kovak, 2019[85]; Hoekman and Porto, 2010[57]). Inefficient capital 

markets can hamper the provision of funding to new and more productive firms and thus slow down the 

creation of new job opportunities (Dix-Carneiro, 2014[80]). Inefficient insolvency procedures as well as 

political or regulatory protection of incumbents have similar effects as older and less productive firms face 

difficulties to shrink or exit the market. Workers and capital trapped in these firms are not available for new 
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and more productive firms to grow and benefit from arising export opportunities (Calvino, Criscuolo and 

Menon, 2016[86]; Adalet McGowan, Andrews and Millot, 2017[87]; Djankov et al., 2008[88]; Bae and Goyal, 

2009[89]). 

Most studies emphasise that estimates of adjustment costs are only valid for the short-run and that with 

time, resources will slowly flow to their most efficient use, allowing the economy to reach its new long-run 

production equilibrium (OECD, 2012[2]; Hoekman and Porto, 2010[57]). However, more recent studies have 

shown that adjustment costs can be highly persistent, in particular at the level of local labour markets, 

which combine municipalities that are well connected by transport infrastructure (Autor, Dorn and Hanson, 

2016[75]; Dix-Carneiro and Kovak, 2017[90]). Differences in the industry structure across local labour 

markets implies that rising import competition has heterogeneous effects across space. These 

heterogeneous effects persist due to the low geographic mobility of workers, and in particular of low-skilled 

and older workers, who do not move to job opportunities created in other local labour markets and accept 

wage losses, prolonged unemployment or even exit the labour force. Factors explaining this low mobility 

relate to low quality and supply of transport infrastructure, housing market distortions, job search costs and 

matching frictions, social costs of moving families, or a limited ability to learn and adapt to new social 

contexts (Hyman, 2018[72]; Autor et al., 2014[64]; Gathmann, Helm and Schönberg, 2018[91]; Munshi and 

Rosenzweig, 2016[92]; Notowidigdo, 2020[93]). Limited access to financial markets to finance training 

investments and moving costs as well as missing training opportunities in local labour markets can also be 

an important factor (Lochner and Monge-Naranjo, 2011[94]; Topalova, 2010[95]). 

The difference in skill requirements between expanding and shrinking sectors and occupations can also 

be an important determinant for the size and persistency of adjustment costs for workers (Utar, 2018[96]). 

Shorter vocational training courses to help displaced workers move to new jobs can be insufficient where 

low-skilled, older and informal workers may require more fundamental formal education to move into new 

occupations in expanding sectors and firms (Hummels et al., 2012[76]; Hyman, 2018[72]). Even when 

workers find new jobs in expanding sectors, long-term earning losses can be substantial if the accumulated 

human capital in the former job was highly job-specific (Utar, 2018[96]; Dauth, Findeisen and Suedekum, 

2020[97]). Potentially necessary improvements in general cognitive skills, such as literacy and numeracy, 

and new occupation-specific skills will require much larger investments in formal education courses and 

increase the adjustment costs from trade opening (Bechichi et al., 2018[98]; Bechichi et al., 2019[99]; Autor 

et al., 2014[64]; Utar, 2018[96]). Moreover, there may be a behavioural bias that can lead workers to make 

forecasting errors about the future viability of their local industries or job opportunities in their current 

occupations and economic sectors, as a result of which they do not invest in new skills (Augenblick, 

Niederle and Sprenger, 2015[100]; Hyman, 2018[72]; Hummels et al., 2012[76]). 

In addition, agglomeration effects and capital market imperfections play an important role to explain the 

persistence of trade adjustment costs. Due to agglomeration effects and spill-overs, initial employment 

losses in tradable industries negatively affect productivity, wages and employment in other firms in the 

same industries as well as in other up-stream and down-stream sectors in the same local labour market 

(Gathmann, Helm and Schönberg, 2018[91]; Helm, 2019[101]; Dix-Carneiro and Kovak, 2017[90]; Kline and 

Moretti, 2013[102]). Moreover, as capital installed in manufacturing plants depreciates slowly and does not 

swiftly locate to arising opportunities, the marginal productivity of workers decreases over a longer time 

period leading to persistent and accumulating adjustment costs for workers (Dix-Carneiro and Kovak, 

2017[90]). 

Although the aggregate effects of trade opening on inequality at the national level are modest compared 

to other determinants of inequality, its effects on regional inequality can be large and persistent (Pavcnik, 

2017[54]; Rusticelli et al., 2018[103]). Wage differentials between local labour markets can be highly 

persistent, even many years after the initial trade shock (Dix-Carneiro and Kovak, 2017[90]; Autor, Dorn and 

Hanson, 2016[75]). Displaced workers stay unemployed for a long time, transit to the informal sector, where 

productivity and wages as well as social protection are low, or exit the labour force completely (Dix-

Carneiro and Kovak, 2019[85]). Social transfers such as unemployment and disability benefits, pension 
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payments for early retirement, additional income support or medical aid increase strongly in affected 

communities (Autor, Dorn and Hanson, 2013[61]). Moreover, local tax revenues decline due to decreased 

economic activity and property prices, which reduces the quality and quantity of public services including 

education, health and policing services (Dix-Carneiro, Soares and Ulyssea, 2018[104]; Feler and Senses, 

2017[105]). This has negative effects on human capital accumulation, particularly for the younger generation 

(Topalova, 2010[95]), on the quality of infrastructure, and can even raise crime and mortality rates in harder 

hit local labour markets (Dix-Carneiro, Soares and Ulyssea, 2018[104]; Pierce and Schott, 2020[106]; Dell, 

Feigenberg and Teshima, 2019[107]). 

In addition to these persistent adjustment costs at the regional level, recent studies have shown that if 

distortions in domestic factor and product markets are large, even the aggregate positive effects of trade 

opening on productivity and economic growth might be severely hampered in the long run (Chang, Kaltani 

and Loayza, 2009[108]; Bai, Jin and Lu, 2019[109]; Baccini, Impullitti and Malesky, 2019[110]; Kambourov, 

2009[111]; Krishna and Yavas, 2005[112]). This reinforces the need to accompany trade opening with a range 

of complementary policies that facilitate the reallocation of workers and capital to their most efficient use, 

and assure that the gains from trade are realised and equally shared among the population. 

Policies to reduce adjustment costs and facilitate structural transformation 

There are many different causes for structural transformations, with trade being one of them, but also 

technological change, population aging, changing consumer preferences or increasing domestic 

competition, all of which affect relative prices and the reallocation of workers and capital across firms, 

sectors and occupations. Given this multitude of factors, it comes as no surprise that the literature on 

adaptation policies to facilitate this structural change is very broad and often context-specific. Countries 

have had many experiences with different type of policies, and many of these have been covered, for 

example, in OECD Economic Country Surveys. One unifying lesson from many studies, however, is that 

a range of horizontal policies can go a long way to accompany these structural changes, ensure a smooth 

functioning of labour and capital markets and facilitate the reallocation of resources to their most efficient 

use (Box 1) (OECD, 2005[113]). 

A recent literature points to the enormous challenges that technological change and automation will imply 

for workers (OECD, 2019[114]; Acemoglu and Restrepo, 2020[115]). According to the latest OECD estimates 

about 14% of jobs are at risk of automation in the next 15-20 years, and workers will need to move to new 

jobs in other firms or sectors (OECD, 2019[116]; Autor and Dorn, 2013[117]). For another 32% of occupations, 

the nature of tasks and the skills required to perform them will change significantly (OECD, 2019[116]; Spitz-

Oener, 2006[118]). The digitalisation and globalisation of production processes will increasingly require a 

good mix of cognitive and social-interactive skills (Hummels, Munch and Xiang, 2018[73]; Grundke et al., 

2018[119]; Deming, 2017[120]). 
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Policies should preferably not be targeted exclusively to trade-induced structural transformations (OECD, 

2012[2]; OECD, 2005[113]). Since the source of displacement of workers is usually difficult to identify, it is 

preferable to design programs that are applicable to all displaced and unemployed workers, irrespective 

of the cause of dislocation (OECD, 2012[2]). Any administrative efforts to implement support programs 

especially targeted at trade displaced workers necessarily comprise room for discretionary decisions 

(Hyman, 2018[72]). This leads to equity and fairness issues, as some displaced workers receive additional 

aid in terms of income support, job counselling as well as training and education opportunities, whereas 

other displaced workers do not (OECD, 2012[2]). Setting such a precedence of compensation of a particular 

group of workers might trigger numerous other demands, and institutional inertia might complicate the 

phasing out of such discretionary programs. Moreover, these programs risk delaying necessary structural 

adjustments (OECD, 2005[113]). 

To accompany and facilitate structural changes in the economy, the literature emphasises the importance 

and complementarity of the following horizontal policy priorities, which should be addressed irrespectively 

of the causes of structural change. A stable macro-economic environment, secure property rights and 

strong and trustworthy institutions as well as a consensus oriented and transparent governance structure 

support investments into physical and human capital as well as innovation and facilitate the reallocation of 

capital to its most efficient use (OECD, 2005[113]). A regulatory environment that is conducive to 

competition, facilitating the entry of new innovative firms as well as the exit of unproductive firms, as well 

as an efficient tax system that incentivises the formalisation of jobs strongly contributes to an efficient 

reallocation of production factors (OECD, 2012[2]). In developing countries, reforming inefficient tax 

systems may also be necessary to make up for revenue losses due to tariff reductions and to stabilise 

public finances. 

As structural change can increase regional inequalities, an effective and efficient interregional insurance 

mechanism that enables the provision of high quality public services across the country is a crucial feature 

of best-practice fiscal policies (Feler and Senses, 2017[105]; Pavcnik, 2017[54]). Moreover, in many 

developing countries, shortcomings in physical and digital infrastructure can isolate specific regions from 

domestic and international markets, which can hamper competition and innovation as well as the 

reallocation of production factors (Rusticelli et al., 2018[103]; Fiorini, Sanfilippo and Sundaram, 2019[121]). 

Public investment in lagging regions can help to improve infrastructure and support regions that lag behind. 

Box 1. Structural adjustment insights from Australia’s experience with broad-based reforms 

Over the past two decades, Australia has implemented an extensive range of structural reforms 

involving liberalisation of trade, the exchange rate and the financial sector, more flexible labour market 

regulation, reform of the public sector monopolies that dominated the supply of basic infrastructure 

services, as well as the systematic review and reform of anti-competitive regulation through a 

comprehensive “national competition policy”. 

The reforms have generated a range of benefits across the economy. They have also often put 

adjustment pressures on particular firms, workers and regions. While these pressures have typically 

been concentrated on a relatively small group and been evident from the outset, the benefits have 

usually been dispersed throughout the community and have taken time to accrue. This highlights the 

perennial difficulty of achieving support for worthwhile reform. 

Australia’s experience confirms the importance of macroeconomic stability to engender an environment 

conducive to structural change and successful policy reform. However, it also shows the importance of 

addressing adjustment issues and implementing appropriate adjustment policies. Some key lessons 

from the Australian experience are noted below. 

Effective policy evaluation processes are fundamental. Decision makers need information and analysis 
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of whether a proposed structural reform is in the overall interest of the community, having regard to its 

expected benefits and costs and any significant distributional consequences. Where appropriate, 

different implementation strategies need to be examined and the basis for particular policy choices 

made clear. 

Independent review processes can facilitate acceptance of the need for reform. Governments and 

communities need to understand the rationales and consequences of different policy choices. Review 

bodies that operate at arm’s length from government and sectoral interest groups and whose processes 

provide for extensive consultation and public scrutiny can help governments “sell” reform and enhance 

community understanding that the benefits will outweigh the costs. 

Broad-based reforms across different policy areas can reduce adjustment costs. Notwithstanding the 

substantial challenges involved, undertaking reforms concurrently across different policy areas can 

reduce resistance to change. This is because those adversely affected by one reform may receive 

offsetting benefits from others. For example, modelling undertaken by Australia’s Industry Commission 

(the predecessor of the Productivity Commission) of tariff, electricity, telecommunications and public 

sector reforms demonstrated that, although trade liberalisation would reduce manufacturing 

employment by 0.3%, the net effect of all four reforms would be to increase employment in that sector 

by about 1.2%. A broad-based reform programme also made it harder for individual industries to argue 

for exemption. 

Reliance on generally available adjustment measures, wherever feasible. The advantages of general 

social safety nets – such as the social security/tax transfer system, job search assistance and training 

programmes – are that they treat individuals in similar circumstances equally, target assistance to 

people in genuine need and support people rather than particular industries or activities. Even so, such 

measures cannot handle all contingences and additional measures may be needed. There are, 

however, no clear rules for determining when additional assistance might be warranted and what will 

work best. 

Other industry-specific adjustment assistance needs case-by-case evaluation. Special assistance 

packages have been used to ease the transition to lower levels of assistance for Australia’s dairy, 

passenger motor vehicle, and textile, clothing and footwear industries. Specific adjustment measures 

should facilitate rather than hinder change, be targeted to adjustment problems, be cost-effective and 

compatible with general safety net arrangements, involve an equitable sharing of financing costs and 

be transparent, with clear lines of accountability. The risk with special industry “deals” is that they can 

create incentives to hold out for compensation (thereby slowing adjustment) and encourage other firms 

and workers to seek favourable treatment. 

Incremental reform can facilitate adjustment. One implementation strategy that can ease adjustment 

pressures is the phasing of reform. It has distinct advantages when gradual, sequential changes would 

smooth the transition path by allowing affected parties time to adapt to a new policy environment and 

when there is limited information on the adjustment capacity of different groups of workers and firms. 

For example, phasing has been used in Australia’s programmes of reform for tariffs, subsidies and 

public utility pricing. The graduated introduction of reforms can delay receipt of the benefits, however, 

and in some cases may increase the scope for policy reversal. 

Ex post evaluation can help keep reforms on track. The ability of policy makers to identify and address 

possible adjustment or distributional problems in advance is often limited. Difficulties associated with a 

reform might only emerge during implementation. Consequently, there is a role for ex post assessment 

and, where appropriate, associated modification of reforms. This can help reassure the community that 

unanticipated adjustment difficulties will be addressed. The Productivity Commission’s 1999 review of 

the impact of national competition policy reforms on regional Australia not only found scope to fine-tune 

arrangements, but also identified some key drivers of change in regional communities, such as changes 
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in technology, terms of trade, consumer tastes and social trends, for which national competition policy 

was being made the “scapegoat”. 

Source: Australian Productivity Commission quoted from (OECD, 2005[113]). 

Moreover, flexible labour market regulation and an effective social safety net focusing on the protection of 

workers and not of jobs combined with efficient job placement services facilitates the transition of workers 

to new job opportunities in more productive firms and sectors (OECD, 2012[2]). To support workers in these 

transitions and prepare them for the challenges of accelerating technological change, large-scale 

investments into training and education systems as well as a reform of adult learning systems towards 

continuous life-long learning are essential (OECD, 2019[114]; OECD, 2019[116]). Thereby, it is key that 

education and training programmes address changing skill needs in the labour market and are combined 

with job counselling and job placement services (OECD, 2020[122]). Well-designed housing policies and the 

portability of pensions can go a long way to facilitate labour mobility across firms, sectors and regions  

(OECD, 2012[2]; OECD, 2005[113]; Hsieh and Moretti, 2019[123]). Moreover, as structural change resulting 

from to trade opening or technological change also has significant distributional consequences, 

governments should accompany structural transformations with redistribution policies including effective 

social transfers and progressive taxation (Autor et al., 2014[64]; Hyman, 2018[72]; Lyon and Waugh, 

2018[124]; Rusticelli et al., 2018[103]). 

The sequencing of reforms 

Although there is consensus on the importance of accompanying structural change with appropriate 

policies, the literature emphasises that the context of structural adjustment is specific to each country, and 

certain policy designs that have worked in some countries might not work in others (OECD, 2005[113]). The 

optimal design and sequencing of policy reforms heavily depends on the political and institutional context 

and requires close monitoring and analysis of existing distortions in all policy areas. For example, easing 

regulations that hinder firm entry and curtail investment demand, before reducing, might be less effective 

or even counterproductive without first addressing frictions in capital markets that limit credit supply 

(Hausmann, Rodrik and Velasco, 2005[125]). Firms with access to credit, but no obvious comparative 

advantage, might be able to oust more productive but credit-constrained competitors in this case. Similarly, 

improving credit supply without raising incentives for formalisation might increase resource misallocation 

in the economy (Hanson, 2010[126]). 

Regarding the sequencing of opening up to trade and respective complementary reforms, there are 

different views in the literature. As described above, many studies argue that the failure to implement 

reforms addressing existing distortions in product and factor markets before opening up to trade, can 

significantly increase adjustment costs and reduce the gains from trade (Chang, Kaltani and Loayza, 

2009[108]; Bai, Jin and Lu, 2019[109]; Baccini, Impullitti and Malesky, 2019[110]; Kambourov, 2009[111]). In the 

same vein, a big push of simultaneous reforms in a range of policy areas can create additional synergies 

and might lead to sharing the benefits and losses of reforms more equally across the population. This 

might facilitate the political economy of trade reform and increase its benefits (VanGrasstek, 2011[127]; 

OECD, 2005[113]). 

On the other hand, country experiences show that frontloading trade reform can also stimulate 

improvements in other policy areas, as rising international competition increases the need for reforms, that 

might be difficult to conduct in normal times due to political economy reasons (Winters, Mcculloch and 

Mckay, 2004[1]; OECD, 2012[2]). Moreover, rising international business contacts through importing, 

exporting or foreign direct investments can facilitate knowledge transfer and the adoption of new 

technology and management practices (Blalock and Veloso, 2007[128]). Increased exporting activities can 

improve sorting in the labour market (Bombardini, Orefice and Tito, 2019[129]; Araújo and Paz, 2014[45]) or 

improve the incentives for human capital formation (Blanchard and Olney, 2017[130]). The presence of 
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foreign firms in domestic markets, which are held accountable in their home markets for complying with 

labour or anti-corruption standards in their international operations, can contribute to improve these 

standards in their host countries (Harrison and Scorse, 2010[67]; Winters, Mcculloch and Mckay, 2004[1]). 

The main take away from the literature is that the question of sequencing of reforms related to trade 

opening is highly context-specific and strongly depends on the political momentum for reform 

(VanGrasstek, 2011[127]; OECD, 2005[113]). If certain reforms are politically not feasible, the first best 

solution of a big push for reform in many complementary policy areas should be replaced by a second best 

solution, whereby feasible reforms including trade reform are frontloaded. Trade reforms may include 

longer transition periods for sensitive import-competing sectors with a large share of low-skilled or informal 

workers, providing more time for firms to prepare for increasing international competition and to re-skill the 

workforce. This might reduce adjustment costs and facilitate the transition of workers to newly arising job 

opportunities in other firms or sectors. However, longer transition periods for certain sectors also augment 

the risk that vested interests in protected sectors lobby to overturn the trade reform (OECD, 2012[2]). 

Improvements in market access can be a powerful argument to get buy-in for trade reforms from the 

business sector, lining up firms with an interest in liberalisation in support of reforms. In this regard, opening 

up in the context of bilateral or multilateral trade agreements can facilitate the political economy of reforms, 

and also help to lock in and protect the trade reform from policy reversals due to lobbying pressures 

(OECD, 2005[113]). One example of a successful series and sequencing of reforms can be found in Sweden 

during the 1990s (Box 2). 

Box 2. Sequencing of reforms – A successful example from Sweden in the 1990s 

After a visible slowdown in economic growth, Sweden undertook wide-ranging reforms as of the late 

1980s and 1990s. These reforms brought significant changes to the working of the business sector and 

led to a substantial turnaround in economic performance (Erlandsen and Lundsgaard, 2007[131]; 

Heyman, Norbäck and Persson, 2019[132]). 

The process started out with macroeconomic reforms, including the adoption of a flexible exchange 

rate, an independent central bank, enhanced fiscal discipline and increased rewards for investment in 

human capital. In the 1990s, Sweden implemented a microeconomic reform package that kindled a 

successful reorganisation of a business sector whose performance had disappointed for long. 

Wage setting and collective bargaining were changed from a centralised to a decentralised setting, 

allowing more flexibility to adjust wage increases to the situation of individual businesses and sectors. 

Against the background of a relatively strictly regulated labour market, some enhanced labour flexibility 

was awarded to employers through the relaxation of protection of temporary work, from a very high 

starting point in 1985. A new competition law in 1993 significantly strengthened competitive pressures 

on businesses. This was reinforced by the deregulation of product markets across a wide range of 

sectors including electricity, telecommunications, postal service, air transportation and by exposing 

state-owned enterprises to market competition. Tax reforms supported the improvements in the 

business climate. As a result of these reforms, the economy saw significant resource allocations. The 

closure of low productivity firms was followed by a boost to the emergence of more productive firms 

through deregulation, which promoted greater competition (Erlandsen and Lundsgaard, 2007[131]). 

Accession to the EU in 1995 provided a further boost for reform of the Swedish economy. As the 

culmination of a long period of integration with EU countries, and includes the 1972 Free Trade 

Agreement between Sweden and the European Community and the 1992 treaty that established the 

European Economic Area. Over time, international trade and investment had a rising influence on the 

Swedish economy, supported by a pronounced free-trade regime (Erlandsen and Lundsgaard, 

2007[131]). 
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While the exploitation of natural resources and the production of manufactured products had 

traditionally been the backbone of the Swedish economy, with a comparatively smaller services sector, 

the post-reform period saw a substantial expansion of the information technology sector, for example 

(Erlandsen and Lundsgaard, 2007[131]). Foreign and small firms started to play an increasing role in the 

economy. Labour productivity growth during 1995-2011 was one of the highest in the OECD (Heyman, 

Norbäck and Persson, 2019[132]). Sweden’s sophisticated welfare state was largely preserved 

throughout the reform period. 

Adaptation policies to facilitate the transition of workers to new job opportunities 

A wide range of studies emphasises that the combination of flexible labour markets and robust social safety 

nets is particularly helpful to smooth structural adjustments (OECD, 2011[133]; OECD, 2006[134]). Experience 

from OECD countries shows that although some stability in employment is desirable on social and 

efficiency grounds, highly onerous employment protection provisions can raise labour costs, reduce job 

creation and increase adjustment costs by postponing necessary resource reallocation. Introducing greater 

flexibility exclusively for sub-segments of the labour market while maintaining general labour market 

rigidities, as for example in Germany in the case of temporary employment, can increase labour market 

segmentation and inequality and hinder structural adjustments (Görg and Görlich, 2011[60]). However, more 

flexible labour markets should be complemented with a strong social safety net including unemployment 

insurance and other income support measures, such as wage and employment subsidies, which 

compensate partially for income losses of affected workers and should be designed to provide incentives 

to search for and accept new jobs (OECD, 2012[2]; OECD, 2005[113]). Moreover, it is crucial to link these 

income support measures with employment services, job counselling and the provision of updated training 

and adult education courses to facilitate job transitions and help unemployed workers to acquire the skills 

demanded by the labour market (Box 3). 

Box 3. The Danish labour market model – the importance of worker training and adult education 

The Danish labour market model combines low employment protection regulation and firing costs with 

high social protection through unemployment insurance. Low-income workers receive up to 90% of their 

former wages through a period of two years. However, the success of this so called “flexicurity” model 

in stabilising unemployment at relatively low levels is mainly due to a third component: strong active 

labour market policies. This includes high public investments in worker training and strong incentives 

for job search and employment take up, with wage subsidies and mandatory regular meetings with job 

counsellors being particularly effective in increasing employment take up (Andersen and Svarer, 

2007[135]). 

Public spending for worker-training programmes amounts to around 0.5 percent of GDP each year, 

which is similar to spending for ordinary postsecondary education. Training provision includes off-the-

job training sites and firms receive generous wage subsidies, if they offer training during work hours, 

which is unique among OECD countries. These policies result in an unusually high incidence of training 

participation among employed workers. Offered training courses can be grouped into three groups: 

basic, vocational, and postsecondary training. Basic courses focus on literacy and basic skills (at the 

third- to tenth-grade level) and target adults with only little or obsolete education. They typically take 

place during off-work hours, are essentially tuition free and are open for everybody, including 

unemployed workers. 

Vocational courses, which represent 77 percent of government training expenditures, last two to three 

weeks and cover firm-specific (e.g., “team work at the plant,” “management and cooperation at the 

assembly line”), industry- or occupation specific materials (e.g., production, construction). They typically 
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require employer sponsorship and take place during working hours. The unemployed can participate 

only subject to course vacancies. The government covers most of the expenses and provides firms with 

subsidies of 60–80 percent of wages during training, while the workers themselves pay only a symbolic 

tuition (€25 per course per week). Postsecondary training courses typically take place during off-work 

hours and consist of polytechnical, college, or MBA type courses. They do not require employer 

sponsorship and have very low tuition rates. 

Source: (OECD, 2019[136]) and (Hummels et al., 2012[76]). 

Specific challenges for developing economies 

As labour markets in developing economies are characterised by a large share of informal workers and 

administrative capacity is often limited, best practices slightly differ compared to advanced countries. The 

provision of cash transfers to support the incomes of poor segments of the labour market is preferable to 

social insurance mechanisms, such as unemployment insurance or wage subsidies, which only reach 

formal sector workers (OECD, 2012[2]; OECD, 2011[133]). As cash transfers are generally not funded 

through social security contributions of formal jobs, they tend to reduce the implicit tax on formal sector 

jobs and help reducing informality. Funding for these cash transfers often comes from general tax 

revenues, specific taxes on exploitation of natural resources or development aid (Bachelet, 2011[137]). To 

further reduce informality, the complexity of tax systems and administrative burden for firms should be 

minimised to encourage job creation in the formal sector. Progressive social security contributions can 

incentivise the formalisation of low skilled and low paid jobs, allowing poor workers to benefit from existing 

social security systems. Reducing severance pay packages for formal workers or related judicial 

uncertainty can also help to support formal job creation (OECD, 2012[2]). 

Moreover, efficient and effective training policies are key to support workers in the challenges that structural 

changes in the economy will bring about. As workers move towards more productive firms and activities, 

they need to upgrade their skills. As for many low skilled and informal workers the move to other jobs and 

occupations would require a higher level of cognitive skills, such as literacy and numeracy, this may include 

formal education courses for adults (Bechichi et al., 2018[98]; OECD, 2020[122]). On the other hand, it also 

entails upgrading and learning new task- and job-specific skills, with the content and the implementation 

of the necessary training to be closely coordinated with the private sector to address current and future 

skill needs. 

Workers who stay in their jobs also need to update their skills. As firms upgrade production processes 

through more advanced technologies and increasingly import high quality inputs, the task content and skill 

requirements of existing jobs changes (Hummels et al., 2012[76]; Becker and Muendler, 2015[77]; Becker, 

Ekholm and Muendler, 2013[78]). The digitalisation and globalisation of production processes increasingly 

requires a good mix of cognitive and social-interactive skills (Hummels, Munch and Xiang, 2018[73]; 

Grundke et al., 2018[119]). 
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Effective training policies may have a durable impact on employability and the beneficiaries’ income-

generating potential. Benefits can be significant especially for women, low skilled, informal, temporary or 

self-employed workers. These workers receive much less training than other workers, although their jobs 

are disproportionally more at risk to be automated or exposed to substantial changes in skill requirements 

due to technological change and globalisation (Bergemann and Van Den Berg, 2006[138]; OECD, 2019[114]; 

OECD, 2019[116]; OECD, 2019[139]). 

Many developing countries spend relatively little on training and education programmes for workers, when 

compared with OECD countries (OECD, 2019[140]). Expanding the offer of training opportunities, which 

should include adults currently outside of the formal labour market, may imply a need to spend more on 

adult training. Space for this may be found by reallocating some resources from other active labour market 

policies, such as public work schemes, employment subsidies or tax exemptions to support self-

employment and micro enterprise creation, to the training system (ILO, 2016[141]). These other forms of 

active labour market policies have been shown to be less effective than vocational training and adult 

learning policies in increasing the employability of participants (Brown and Koettl, 2012[142]). In addition, 

improving labour market job services and linking them better with training policies may also require 

additional resources, but can significantly improve the employability of job seekers and reduce skill-

mismatch in the labour market (OECD, 2018[143]). 

For example, several Latin American countries, including Chile, managed to make labour market policies 

more effective by adding a training and education component to existing conditional cash transfer 

programmes (Cecchini and Madariaga, 2011[144]). Cash transfers provide income support in times of need 

but they can become more effective if supplemented by a training component that improves participants’ 

chances to find more autonomous and sustainable income generation opportunities. Empirical evaluations 

suggest that participation in a scheme combining a cash transfer with training is associated with better 

wages and higher chances of accessing formal employment (Lopez Mourelo and Escudero, 2017[145]). 

Thus, expanding such schemes can be an effective way to provide support to those more affected by the 

reallocation process that structural changes will bring about and, at the same time, empower participants 

to benefit from the new jobs that will be created. 

Aligning training supply with labour market demand is key 

International experience suggests that workplace training and involving employers in the design and 

delivery of the training are key elements for a successful development of vocational education and training 

(VET) (O’Connell et al., 2017[146]). In many countries, training institutions are the dominant players of the 

VET system without much engagement of the private sector, and there is often little coordination between 

the large numbers of institutions (OECD, 2019[139]). Increasing coordination between the different training 

institutions and giving employers a more central role, both in the design of courses and in the delivery of 

workplace training, is crucial to increase the effectiveness of VET systems and align with international best 

practices. 

Moreover, as the geographic mobility of workers, and in particular of low-skilled and older workers, is often 

severely limited, the alignment of professional training courses with skill demands in local labour markets 

is key (Hyman, 2018[72]; Autor et al., 2014[64]; Gathmann, Helm and Schönberg, 2018[91]). This implies a 

need to involve the local private sector closely in content, design and implementation of these courses 

(O’Connell et al., 2017[147]; OECD, 2018[148]). A lack of alignment with local labour market needs has been 

identified as a shortcoming of training programmes in many countries (OECD, 2018[143]). For example, in 

the context of the large-scale training programme PRONATEC in Brazil, the specific design of 

remuneration incentives have led training suppliers to build up excessive training capacities for secretarial 

assistants, which were relatively cheap to instruct, while local companies continued to face severe 

difficulties in hiring staff with technical skills (Box 4) (OECD, 2018[143]). 
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Box 4. Brazil’s training targeted to local skill demands can mitigate adjustment costs for 

workers 

Brazil’s PRONATEC programme was a government-led initiative that strongly expanded the offer of 

short-term vocational training courses for workers from 2011 onwards. Training subsidies targeted 

particularly the poor and low-skilled parts of the population including informal and unemployed workers. 

The regional coverage was extensive and included many poor and remote areas. 

The Ministry of Education coordinated the programme, but other ministries could request training 

courses for specific localities and select training participants (OECD, 2018[143]). There were no 

guidelines to collaborating ministries on how to identify training needs in their respective areas of 

intervention. Most ministries organised their requests centrally without consulting regional and local 

authorities. This resulted in many courses not meeting the skills required by recruiting firms in local 

labour markets and not addressing individuals’ actual re-skilling needs (O’Connell et al., 2017[147]; 

OECD, 2018[143]).  

The Ministry of Industry (MDIC) was the only PRONATEC partner that developed a systematic method 

to assess and anticipate skills needs before submitting course requests. Their method explicitly took 

into account the location, scale and skill content of firms training needs, and training classes started in 

2013. Initially, staff at MDIC contacted firms in different sectors and locations informally to enquire about 

their training needs. At a later stage, MDIC developed a web platform called “SuperTec” where 

employers could register and provide information regarding their skills needs and the volume of training 

desired. The platform significantly increased the efficiency of the information collection procedure. As a 

result, training courses demanded by MDIC were demand-driven, as opposed to the courses from other 

collaborating ministries (O’Connell et al., 2017[146]; OECD, 2018[143]). 

Source: (OECD, 2020[122]). 

Empirical analysis conducted at the OECD combines administrative labour market data with micro data on 

training enrolment and completion from Brazils PRONATEC programme from 2011-2015 (OECD, 2020[122]; 

Grundke et al., 2021[149]). The empirical analysis uses data on training courses at regional level and 

distinguishes between regions with different exposure to stronger import competition. The analysis also 

separates between courses offered by MDIC and courses offered by other Ministries to single out training 

that targeted local skill demands. The results of this analysis suggest that only this vocational training that 

was aligned with local skill demand has been effective to reduce the negative employment effects of rising 

import competition (Figure 1). Trade-affected micro regions that have raised the supply of vocational 

training courses targeted to local skill demands by an average of 10,000 training class hours from 2011 to 

2015 have narrowed the gap in employment growth with respect to less trade-exposed regions by around 

50%. Other types of training courses, which had not specifically targeted skill demands in local labour 

markets, have had much smaller, sometimes negligible, effects on employment growth, highlighting the 

importance of targeting. 
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Figure 1. Training targeted to local skill demands mitigates adjustment costs for workers 

Differences between more and less trade-exposed regions 

 

Note: Trade-exposed regions are defined as micro regions that experienced a 10 percentage points larger tariff cut in the 1990s (approximately 

the difference in tariff reductions between the 90th and the 10th percentile of micro regions). Regions with training are micro regions that have 

increased training class supply by 10,000 hours from 2011-2015. 

Source: OECD calculations based on RAIS data (OECD, 2020[122]). 

One lesson that can be distilled from this analysis is that the investment required to implement effective 

training programs is manageable and likely to have high pay-offs, once proper targeting is ensured. OECD 

estimates based on micro-data and past training costs suggest that in the case of Brazil, additional yearly 

spending in the order of 0.5% of GDP could be sufficient to address upcoming skill challenges, provided 

that future training programmes are carefully targeted to skill demands in local labour markets. 

However, for the 24 million Brazilian workers without completed primary education, the necessary 

investment is likely to be higher. Vocational training courses targeted to local skill demands have been 

particularly successful at improving employment opportunities for medium-skilled workers (Blyde et al., 

2019[150]; Grundke et al., 2020[151]; O’Connell et al., 2017[146]). Completing basic adult education is a pre-

condition for successfully attending many vocational training courses. Thus, policies to prepare the 

workforce for the rising integration into the global economy need to comprise an ambitious expansion of 

adult education and an improvement of its quality. The training and adult education system in Denmark 

could serve as a best practice example, although required investments in the case of developing 

economies such as Brazil would be higher (Box 2). 

Improving the quality and effectiveness of training 

Experiences from many countries have shown that weaknesses in the design of incentives for training 

institutions can lead to a large heterogeneity in training quality, dropout rates and future employability of 

training graduates. Brazils PRONATEC programme paid a fixed subsidy per enrolled student without any 

incentives related to content relevance, cost effectiveness or quality improvements. Evaluation was not 

mandatory. In those cases where private training providers had a say in choosing training content, they 

usually offered courses that could be set up or expanded quickly rather than those that were needed. Rapid 

expansion of course capacities weakened the selection criteria for teachers and reduced teaching quality. 

The assignment of students to training supply was also characterised by a lack of interaction with career 

guidance services, which are often patchy and poorly structured. As a result, many low-skilled workers 
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lacked the most basic skills to benefit from their course (OECD, 2018[143]). Career counsellors had no 

access to information about past training participation, which prevented the design of consistent training 

agendas for individuals and further reduced the employability benefits from professional training for 

workers. 

One solution here is to allocate training vouchers to targeted workers who then select training institutions 

and courses according to their needs. Complemented by a transparent quality evaluation and certification 

system for training providers, this should foster competition among training providers to improve the quality 

and effectiveness of their courses (OECD, 2018[148]; Novella et al., 2017[152]). To assure that training course 

content is matched with local skill demands, the vouchers could be used to select courses from a region-

specific training catalogue that is closely linked to private sector skill demands through regular skill 

anticipation assessment (SAA) exercises and local multi-stakeholder dialogues. To ensure the quality of 

training provision, subsidies could also be linked to reemployment rates of trainees and the outcomes of a 

thorough quality evaluation of the training courses (OECD, 2019[139]; OECD, 2018[143]). Close cooperation 

with the private sector to detect changing skill requirements of occupations as well as systematic feedback 

from employed graduates should inform regular updates of training content and quality control (OECD, 

2018[143]). 

Another option to increase the effectiveness of training and strengthen the links between training supply 

and local skill demands is to allocate subsidised training vouchers to firms, which then select the eligible 

workers and negotiate with local training providers the content of the training they need. This can raise the 

effectiveness of training, as firms have an incentive to select the worker for whom the training will be most 

effective and will select training courses that map private sector skill demands. In this case, training 

participation is not necessarily limited to current employees of the firm, but could include unemployed 

persons whom the firm wishes to hire after the training. Nevertheless, as firms have an incentive to choose 

workers for the training that help maximising their profits, this type of training subsidy might not reach the 

workers that would need training the most: low-skilled, informal or unemployed workers that are particularly 

affected by the structural changes that trade opening or digitalisation will bring about (OECD, 2017[153]; 

OECD, 2019[114]; Novella et al., 2017[152]). 

Targeting professional training to vulnerable workers 

3.40. There is a strong case for expanding policy efforts beyond the maximisation of training 

effectiveness, although that go beyond the low-hanging fruit and would often require additional resources. 

The social benefits of expanding professional training programmes to make more space for those from 

disadvantaged socio-economic backgrounds could be substantial, as low-skilled, informal or unemployed 

workers are particularly affected by the structural changes that trade opening or digitalisation bring about 

(OECD, 2017[153]; OECD, 2019[114]; Novella et al., 2017[152]). 

Social impact bonds, also known as pay-for-success financing, are one solution to finance training 

provision for this vulnerable group of workers. In this type of public-private partnership arrangement, 

providers bear part of the risk regarding the achievement of desired policy outcomes. They get significant 

autonomy in designing training courses and content, but their remuneration is made contingent on specific 

outcome targets, such as the future employment rate of training participants. The potential success of such 

arrangements crucially depends on how contracts are designed (OECD, 2016[154]). In particular, the 

definition and measurement of social outcomes and the selection of target and control group to evaluate 

whether objectives have been met are complex tasks that entail significant transaction costs and risks for 

the public sector. So far, the empirical evidence on the effectiveness of social impact bonds has been 

mixed and governments should be careful in providing specific social services solely through these type of 

arrangements (OECD, 2016[154]). However, as a complement to traditional forms of public social service 

provision, social impact bonds have the potential to nurture a culture of monitoring and evaluation in social 

service delivery, which is currently missing in many countries. 
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Another option is to complement training vouchers for firms with additional vouchers allocated to 

disadvantaged individuals. The allocation could be based on administrative data such as comprehensive 

registers of all poor households used to administer conditional cash transfers in developing countries, such 

Brazil’s Cadastro Unico or Colombia’s SISBEN4. This could reduce registration and information costs and 

improve competition between training providers, if combined with a transparent quality certification system 

for training institutions (OECD, 2018[143]). The vouchers could be used to select courses from a region-

specific training catalogue that is closely linked to private sector skill demands. Another option could be to 

allocate a certain share of places in training courses requested by firms to disadvantaged workers, 

following a successful experience in Singapore (Box 5). Incentivising the supply of evening, part-time or 

distance learning courses and linking the worker-specific subsidy to income or living area would facilitate 

the participation of disadvantaged workers living in remote areas. 

Box 5. Targeting vocational training to vulnerable workers lessons from country experience 

Allocating vouchers for subsidised training courses to disadvantaged individuals has been a successful 

strategy to enhance employability of low skilled, older and low- income individuals in many countries 

(OECD, 2019[139]). An important feature of successful programs has been to steer the use of vouchers 

to training content that is linked to labour market skill needs. Effective information and career guidance 

infrastructure have helped to increase take-up, and some countries even link the delivery of vouchers 

to the outcomes of career counselling. 

In Korea, for example, unemployed individuals are required to attend career counselling before they 

can access the Vocational Competency Development Account (OECD, 2019[155]). In Belgium, adults 

with tertiary qualification can only access training vouchers if career counsellors agree that training is 

necessary. Other countries restrict the use of vouchers to a list of pre-approved training courses. In 

Estonia, for instance, vouchers can only be used by individuals who enrol in training that is related to 

ICT skills or has been identified to develop skills that are in shortage in the labour market (OECD, 

2019[139]). In Austria and Greece, vouchers are available for both the employed and the unemployed to 

develop digital skills while in Israel vouchers must be used to develop skills such as Real-Time, Java, 

or Application Development. 

To reduce the administrative costs of targeting training to labour market demand, some countries have 

allocated vouchers directly to firms that could decide on training content and select workers for which 

the training would be most effective (OECD, 2019[114]). Singapore has made these vouchers conditional 

on the inclusion of low-skilled, informal or unemployed workers in these courses so that they could 

benefit from training directly mapping with firms’ skill demands. However, the experience of Italy and 

Malaysia with their training funds shows that employers are not necessarily perfectly forward looking in 

their assessment of future skill demands, as a major part of the funding is used for safety and health 

related training and very little for training related to ICT skills (OECD, 2019[156]). 

Source: (OECD, 2020[122]). 
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Linking career counselling and job placement services with training programmes is also key to improve the 

effectiveness of training for disadvantaged workers. Access to courses could be made dependent on 

career counselling and an evaluation of the necessary prior-knowledge (Box 4). High dropout rates in 

training courses are often related to missing fundamental skills of trainees as well as unrealistic 

expectations about the course content and its objectives (OECD, 2018[143]). Counselling services could 

provide better information on training opportunities and help to direct those interested in training to the right 

course. 

Moreover, job counsellors should have full access to individual training records and employment histories 

to better match job seekers with skill demands of firms and tailor training supply to individual needs. 

Improving and expanding the certification system for work competences, in particular for informal workers, 

could raise employability and improve the effectiveness of public employment services in many developing 

countries. A formal recognition of competences could also encourage training investments of informal 

workers (Dutz, 2018[157]). These efforts could also include the sharing of public data bases and engaging 

private providers in job counselling services with performance-based remuneration to help addressing 

some of the shortcomings of public job placement. 

As job-seekers often lack required soft skills and on-the-job experience, training courses should be 

combined with soft-skill training and practical internships (Schwab, 2019[158]). A good mix of technical and 

soft skills such as communication and teamwork becomes increasingly important with rising international 

integration and digitalisation of the economy (OECD, 2019[114]; Grundke et al., 2018[119]; OECD, 2017[153]). 

For workers that have not completed basic primary education, governments should expand the provision 

of basic adult education courses as a prerequisite for accessing vocational training courses that build on 

these basic skills. 

Finally, improving management and organisational skills in small and medium size firms can be a very 

effective way to increase human capital investments and on the job training for workers (Dutz, 2018[157]). 

It also has potential to significantly raise the productivity of firms and contribute to the reduction of 

informality. Many small and medium size firms in developing countries suffer from weak management 

practices and underinvestment in human capital of their staff (Bloom and Reenen, 2010[159]). Subsidising 

targeted training for managers of small firms can be a suitable policy tool to improve human resource 

management and prepare low-productivity firms for rising domestic and international competition (Dutz, 

2018[157]). 

Beyond publicly subsidised training programmes, it is also important to improve the incentives for private 

training provision by employers. For example in Brazil, the design of the unemployment insurance scheme 

creates incentives for high job turnover, which in turn reduces the benefits for firms to invest in the skills of 

their staff. Informality is another factor for low investment of firms in training of staff (Dutz, 2018[157]). These 

structural factors holding back private training provision should be addressed by rethinking current 

unemployment insurance schemes as well as labour taxes and regulations. 

The case for sector- or region specific adaptation policies 

Although horizontal adaptation policies are generally preferable, the strong sectoral and regional 

concentration of adverse effects from structural change may at times require more targeted measures 

(OECD, 2005[113]). Existing active labour market programmes might be overwhelmed by the regional 

concentration of job losses and the regional concentration of adverse effects might pose challenges to the 

political economy of reform (VanGrasstek, 2011[127]). A well-organised minority might be able to oppose or 

significantly delay structural change, which is beneficial for the majority, either through direct lobbying 

influence in the political process or through well-organised campaigns influencing the public opinion. 

Targeted adjustment programmes to support affected workers and communities might be an effective way 

of securing public support for reform and structural change (VanGrasstek, 2011[127]; OECD, 2005[113]). 

However, as described above, these programmes face issues related to equity and fairness, might trigger 
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numerous other demands, are difficult to phase out and hinder structural adjustments, which is why 

horizontal policies are generally considered the preferred option (Box 6Error! Reference source not 

found.). 

The literature also emphasises that workers displaced due to offshoring or automation might have a 

specific need for longer-term formal education courses to benefit from new job opportunities, as their 

specific occupation and sector-related skills and knowledge become obsolete in the whole domestic 

economy (Hummels et al., 2012[76]). This requires specific targeted assistance involving longer durations 

for income support, extended access to post-secondary or tertiary formal education courses as well as 

cross-regional employment services coupled with mobility support (Hyman, 2018[72]). However, in spite of 

rising skill premiums and extended low cost access to formal post-secondary education, mobility and long-

term income support, many manufacturing workers displaced by offshoring seem to choose short-term 

retraining in the same occupation, sector and region, which significantly decreases their re-employment 

chances and post-displacement wages (Hyman, 2018[72]; Hummels et al., 2012[76]). This might be related 

to expectation bias related to their occupations future as well as high psychological and social costs of 

starting a new degree or move to a new job in another region later in life (Hyman, 2018[72]; Augenblick, 

Niederle and Sprenger, 2015[100]). Trade-displaced workers are on average older, with higher tenure and 

earnings in their pre-displacement job (OECD, 2005[113]). Further research and policy action is required to 

better understand how to improve training take-up and geographical mobility among workers adversely 

affected by structural change. 

Box 6. Nation-wide labour market programmes targeted at trade displaced workers 

Adopted in 1962, the United States Trade Adjustment Assistance (TAA) legislation complements 

general unemployment assistance and ALMPs by providing temporary assistance to workers losing 

their jobs as a result of trade liberalisation. The economic rationale for this policy remains controversial, 

since it is not evident that trade-displaced workers should receive more adjustment assistance than 

other job losers encountering similar difficulties, and, in any case, it has proven difficult to differentiate 

between the two groups of job losers. Nonetheless, the TAA programme has been a source of 

innovative practices related to the provision of earnings-replacement benefits (e.g. the wage insurance 

programme introduced in 2003), cross-regional employment services and mobility support, and training 

for displaced workers (e.g. voucher programmes operating through state community college systems). 

TAA also seems to respond well to political economy considerations, and it has helped consolidating 

public support for trade liberalisation in the past. Recent discussions suggest extending the programme 

to other sources of structural change (Hoekman and Porto, 2010[57]). 

The Australian Structural Adjustment Assistance programme, initiated in 1973 following significant tariff 

cuts, was targeted specifically to trade-displaced workers. The programme, which focused on income 

assistance rather than active measures, was terminated in 1976 after only three years. Its termination 

came on the heels of a government evaluation which concluded that the provision of special benefits to 

designated displaced workers reduced worker mobility. Other reasons for ending the programme 

included pressures on government to provide similar benefits to other displaced workers and the 

arbitrariness of the determination that recipients are unemployed as a result of government policies. 

The programme was similar to the early TAA programme in the United States in its emphasis on passive 

measures and disappointing evaluation results. 

Source: (OECD, 2005[113]), (Hyman, 2018[72]) and (Hoekman and Porto, 2010[57]). 

Other arguments to justify sector- and regional-specific adaptation policies are related to the existence of 

market failures, external spill-overs or agglomeration effects, for example concerning the supply of 

investment in research and development (R&D) (OECD, 2005[113]). Positive spill over effects of innovation 

and knowledge creation to other firms in the same sector, up- and downstream firms, or firms in the same 
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region might lead to an under-supply in R&D investment, if these positive external effects are not 

internalised in the firm’s decision (Stiglitz, Lin and Monga, 2013[160]). This can justify public investment in 

R&D or the creation of specific R&D incentives for private firms to support regional or sectoral development. 

Moreover, incentivising the entry of a high-tech firm into the local labour market through tax incentives and 

subsidies can create knowledge spill overs and support the entry of additional firms and suppliers, creating 

an industrial cluster that can raise innovation activity, productivity and wages (Stiglitz and Lin, 2013[161]).  

The changing nature of these arguments, and the risk of creating a strong political interest group, suggests 

to keep any sector-specific government intervention or targeted assistance temporary, with a clear and 

pre-defined exit strategy. Assistance should be decoupled from production, aimed at re-employing 

displaced workers and be compatible with general safety net arrangements. Specific training schemes and 

regional development programmes to support job transitions of displaced steel workers are an example of 

such targeted assistance (Box 7). Although these subsidy schemes appear to have had rather mixed 

success in the EU, experiences in Australia have been more positive (OECD, 2005[113]). The general 

problem with targeting is that market failure can be hard to identify, which is also true for the identification 

of activities with latent comparative advantage to be targeted by industrial policy (Stiglitz, Lin and Monga, 

2013[160]). 

Box 7. Structural change and adaptation policies in the ship building industry 

Structural adjustment policies for the shipbuilding industry in the European Union 

The EU shipbuilding industry is marked by a long-term and steady decline in world market share, from 

over 60% in 1960 to less than 15% in 2000. The concentrated impact and non-market considerations 

influencing policy approaches towards the shipbuilding industry can only be partially appreciated by the 

70% decline in the work force (to 126 761 employees) between 1975 and 2003. Two categories of 

targeted policies included Community-wide subsidy disciplines to reduce distortions in production and 

assistance to facilitate restructuring and increase competitiveness. 

Policy response at the Community-wide level on shipbuilding emerged in 1970 and by the 1990s, three 

consistent approaches to disciplining shipbuilding subsidies had been taken. First, the maximum 

allowable “contract-related production aid” was progressively reduced from 28% in 1987 to 9% in 1993. 

Second, “investment aid” to restructure shipyards was not allowed to result in the addition of overall 

capacity, and if it did so, capacity had to be equally reduced elsewhere. Finally, “closure aid” was 

allowed only to finance unemployment assistance for retrenched workers (not closure of the shipyards 

themselves) and capacity reductions had to be irreversible. 

To enhance the competitiveness of the EU shipbuilding industry, selective “investment aid for 

innovation” was made available in addition to the aid for R&D that was generally available for industry. 

“Aid for modernisation/upgrading” was also allowed in the form of regional investment aid on the 

condition that it was not used to finance the restructuring of shipyards. 

Stimulating innovation and exports: Australia’s policy to tackle structural change in 

shipbuilding 

The system of government support to the Australian shipbuilding industry, dating back to 1940, 

consisted of “bounties” in the form of subsidies provided to offset the higher cost of domestic ship 

production when compared to that in the United Kingdom. Applicable only to ships for domestic use, 

this system discouraged investment, innovation and diversification of production away from large steel-

hulled vessels, which were increasingly being produced with more technological sophistication and at 

lower cost by European and East Asian shipbuilders in the 1970s. Thereafter, a series of reforms to the 

Australian shipbuilding subsidy regime resulted in its complete removal by 2003. The effect was a 

reduction in the number of people employed in the Australian shipbuilding industry by nearly half (to 7 



ECO/WKP(2022)20  25 

  
Unclassified 

434) between 1985 and 1996, and a three-fold increase in the output of the domestic shipbuilding 

industry over the same period. The vast majority of current production is now destined for export. 

First revamped in the 1970s, the system of subsidies applied to the shipbuilding industry was 

recalibrated to support structural adjustment for long-term growth, export competitiveness and eventual 

phase-out. Moving away from a cost-based approach to calculating subsidy amounts, to remove 

disincentives for efficiency and innovation, the nominal rate of assistance was also gradually tapered 

down from 27.5% to 0% between the early 1980s and 2003. Building on efficiency and technological 

advancement as criteria for receiving benefits under the new scheme and allowing for exported vessels 

to receive benefits in 1984 focused the domestic shipbuilding industry on developing a niche in which 

it would be internationally competitive. The result was a conversion of the domestic shipbuilding industry 

from one based on large steel-hulled ships which were produced more efficiently by international 

competitors to technologically cutting-edge fast ferries for which there were few viable international 

competitors. 

Source: Quoted from (OECD, 2005[113]). 

Where entire regions are concerned by employment losses in dominant industries, sector-specific policies 

may be the most appropriate as long they are guided by cost effectiveness, transparency and 

accountability (OECD, 2005[113]). Continuous evaluations and monitoring of interventions can play a key 

role for ensuring cost-effectiveness. The cases of the Basque Country in Spain and the Ruhr area in 

Germany exemplify how a coherent and stable regional policy package can facilitate transformation and 

lead to jobs and opportunities in new areas (Box 8). 

Box 8. Successful examples of regional development policies to complement the structural 

transformation 

In the 1970s and 1980s, the Basque Country underwent a significant restructuring of its economy 

following the decline of traditional sectors such as steel, shipbuilding and machine tools, which led to 

high unemployment. Regional policies put the focus on technological upgrading as a way to restore the 

international competitiveness of the manufacturing sector. This included strengthening an existing but 

weak technology infrastructure, promoting R&D activities by firms, creating technology parks and 

developing training programmes for workers and researchers (OECD, 2011[162]). This strategy, pursued 

steadily over time, paid off in the end. The Basque Country now has a strong business-oriented 

innovation system and has technological strengths in machinery and equipment. Business R&D is 

double the national average and is also in the top 25% of OECD regions and countries (OECD, 

2014[163]). The export performance of the region has improved markedly, driven by goods with a higher 

technological content (such as aeronautics or telecommunications) and also due to the innovation 

carried out in traditional industries such as automobile and tool‐machinery. Knowledge-intensive 

services sectors have also gained weight, particularly in areas linked to manufacturing (e.g. engineering 

and consultancy). The Basque Country is now the region with the lowest unemployment rate in Spain 

and GDP per capita is 25% above the European Union average. 

The Ruhr region used to be one of the most important industrial regions of Europe, with a strong coal 

mining and steel industry base. Faced with shrinking global demand and a loss of international 

competiveness, the Ruhr area had no choice but to restructure its economy. To respond to that 

challenge, regional policies changed the focus towards greener production. Enterprises shifted away 

from coal and steel and invested in plant engineering, control services and environmental technology. 

The move into the field of environmental technology has its root in the search for new ways to reduce 

pollution undertaken by traditional coal and steel industries (Galgóczi, 2014[164]). As these industries 

required significant energy resources and produced a lot of waste, the region benefited from an existing 
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comparative advantage in energy production and waste disposal. Building on that comparative 

advantage, the focus was on stimulating R&D in the fields of renewable energy resources, recycling 

and waste combustion. Nowadays, the Ruhr area is the centre of environmental technology research 

in Germany, underpinned by local universities, research centres and local firms. Labour market policies 

were also part of the strategy, as agencies specialised in job counselling and training took care of 

facilitating labour market transitions of affected workers. The change in the employment structure of the 

area was large; manufacturing and services sectors accounted for 60% and 36% of employment, 

respectively, at the beginning of the 1960s. By 2000, manufacturing employed 33% and services 65% 

of the total workforce. 

Source: (OECD, 2019[140]). 

In developing economies, recent examples of trade-adjustment policies also point to the potential for well-

designed policy packages to mitigate the effects of structural transformations on workers. Argentina’s 

experience with reducing trade protection for computers, notebooks and parts one example (Box 9). The 

core part of targeted adaptation policies are assistance programmes for workers combining income support 

with employment services and training provision. To increase re-employment chances of workers, many 

targeted assistance programs are designed and implemented in close cooperation with the private sector. 

Programmes are more likely to succeed if they are based on active tripartite co-operation between 

management, workers’ representatives and government and external experts are used to realistically 

assess the labour market opportunities of displaced workers in the case of mass lay-offs (OECD, 2005[113]). 

Moreover, the duration of the programme should not be too short to provide real support in terms of skill 

development and job search, nor be too long to not discourage job search motivation. 

Box 9. Re-skilling trade-displaced workers in cooperation with the private sector – evidence 

from Argentina 

The “Programa de Transformación Productiva” and the reduction in import tariffs for computers and notebooks 

In November 2016, Argentina announced a strong reduction of its tariffs on computers, notebooks and 

parts, which was implemented in February 2017. This measure increased competitive pressures on the 

domestic industry and decreased prices by 28% over a few months. Product quality improved due to 

the imports of higher quality inputs and domestic demand expanded. The move also benefitted the 

downstream software, IT and professional service sectors. 

However, the increased import competition was a major challenge for domestic firms, which employed 

4 489 workers in November 2016. The “Programa de Transformación Productiva” played a key role in 

mitigating the negative employment effects of tariff reductions. Through re-training measures 

coordinated with six of the most important computer and notebook-producing firms, the workers were 

prepared for a re-orientation of the companies towards complementary service activities, e.g. technical 

support, sales and technical assessment. This ensured that none of these firms suffered major 

employment losses.  

Since 2016, the “Programa de Transformación Productiva” has been dealing with 102 companies that 

work towards a technological upgrade of their production structure (providing financial support as well 

as training for the work force). It has also supported 1582 displaced workers with a special benefit of 

50% of their last salary, labour market search assistance and retraining courses in collaboration with 

potential future employers. Future employers would also receive employment subsidies equivalent to 

the minimum wage over the first six month of the contract. 

So far, of the 1582 workers included in the programme around 50% have found a new job. This relatively 

low rate of re-employment is related to the low level of skills of the mostly older workers in the affected 



ECO/WKP(2022)20  27 

  
Unclassified 

sectors, which indicates challenges related to skills. About nine million workers or around 50% of the 

total formal and informal workforce have not finished secondary education, and five million have not 

even finished primary education. 

Source: (OECD, 2019[140]). 

Conclusions 

Structural transformation caused by international trade, or trade reforms that open up sectors to foreign 

competition, are desirable for the aggregate economy as they strengthen productivity and reduce 

misallocations, which are often an essential explanations form stagnant productivity growth or 

competitiveness challenges. At the same time, such transformations move jobs across firms, sectors and 

regions, creating challenges for workers. In this context, well-designed policy packages can go a long way 

to support workers in the transition and help them grasp new opportunities. This survey of the existing 

literature on trade adaptation policies has attempted to outline some guiding principles that can help to 

shape the design of such policies, and described a number of lessons learnt from past experiences. After 

all, structural transformation can be managed and has been managed successfully in many instances 

around the world. Policies should provide active support to workers in the form of smart and well-designed 

policy packages, including training policies, job counselling or specific support to struggling industries and 

regions, but without standing in the way of the necessary adjustments. Designing these policies can be  

challenging, but lessons from international experience can help in their design. If successful, trade 

adaptation policies can facilitate the political economy of reform and help countries implement reforms that 

will foster stronger growth and well-being.  
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