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Faced with high unemployment policymakers across
Europe are under pressure to better identify the drivers
of new job opportunities. Trade is naturally called to
the forefront of this reflection. However, today’s com-
plex trade and investment networks make the relation-
ship between openness and labour markets increasing-
ly difficult to map out. Even the accurate quantifica-
tion of the number of jobs (and associated income)
that are supported by exporting activities in a given
country is nowadays a complex exercise. [t requires go-
ing beyond employment in the exporting firms to also
take into account the many jobs in upstream activities,
which increasingly span across borders. The European
Commission’s Joint Research Centre (DG JRC) and
DG TRADE have recently published a comprehensive
set of indicators (see Arto et al. 2015) that does just
that, using the information contained in the latest re-
lease of the World Input-Output Database (WIOD).!
This extensive body of evidence puts forward a good
case for the importance of exporting firms as providers
of good employment opportunities for EU citizens. It
also points out the shifting profile of the jobs that EU
exports support across Europe and beyond.

More and more jobs in the EU are supported by
exports to the rest of the world

Between 1995 and 2011 employment across the EU
supported by exports to the rest of the world has in-
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! The WIOD database provides a time-series of world input-output
tables for forty countries worldwide covering the period from 1995 to
2011. Tt was funded by the European Commission as part of the
7th Framework Programme. More information on the database is
available at: http://www.wiod.org.

creased by 67 percent to reach 31.1 million jobs. This
has outpaced the overall employment creation in
Europe. As a result the jobs supported by exports rep-
resented 14 percent of total employment in 2011, up
from 9 percent in 1995.

The sales of goods and services to the United States,
China, Russia, and Turkey alone supported almost
11 million jobs in the EU, reflecting the importance of
these large markets for those working in Europe. In ad-
dition, the geographic footprint of export-supported
employment across Member States sheds light on the
intra-EU production chains that underpin EU export
competitiveness. In 2011, on average 84 percent of the
employment supported by extra-EU sales of goods
and services was in the Member State from where the
shipments were made (down from 87 percent in 1995).
The remaining 16 percent (13 percent in 1995) of the
jobs were in other Member States that supplied inputs.
Germany is clearly a main hub in these intra-EU value
chains. German exports to the rest of the word sup-
ported over 6 million jobs in Germany but also 1.3 mil-
lion jobs across the rest of Europe. French exports to
the rest of the world were the second most important
driver of export-related jobs in other Member States
(around 500,000 jobs), followed by Italy (370,000 jobs)
and Britain (340,000 jobs).

The value chains of European exporters also span be-
yond the EU borders as they increasingly rely on for-
eign inputs. This clearly shows in the employment data.
EU exports to the rest of the world support a growing
number of jobs outside its borders reaching a total of
19.2 million in 2011 (10 million more than in 1995).

Exports support good and better paid jobs

Exporting activities have contributed to the upgrading
of the EU employment base. Around half of export-
supported jobs in the EU are medium-skilled (this
share has been fairly constant since 1995). However
the share of high skilled jobs in employment support-
ed by exports increased from 14 percent in 1995 to
24 percent in 2009, while the share of low skilled jobs
fell from 38 percent in 1995 to 25 percent in 2009. This
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mirrored the changes in the structure of EU total
employment.

But what it is even more interesting is that the new
data show that on average export-related jobs in the
EU are better paid than jobs in the rest of the econo-
my. In 2009 the labour compensation premium for ex-
port-supported jobs was apparent across the full spec-
trum of skills: ranging from 5 percent for low-skilled
jobs and 9 percent for medium-skilled jobs, to 16 per-
cent for high-skilled jobs (see Figure 1).

The growing importance of mode 5 services exports

Despite the growing number of jobs in the EU that are
supported by services exports to the rest of the world
(from almost 5 million in 1995 to over 11 million in
2011), manufacturing exports are still responsible for
around 60 percent of all EU jobs linked to exports.
However, manufacturing exports Figure 2
support in fact many services jobs,

thanks to the so-called mode 5 ser-

vices (see Cernat and Kutlina-
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ly strong in the exports of machin-
ery, electrical and transport equip-
ment, and chemical industry.

The contribution of mode 5 ser-
vices exports to the overall num-
ber of export-supported jobs dif-
fers across Members States. In the
case of Germany for instance,

mode 5 service exports supported
more jobs than all GATS services
combined. Interestingly, the data
also show that this servicification
of the employment base of manufacturing exports is
increasingly spanning borders as EU exporters rely on
global supply chains also for services inputs. In 2011
around 38 percent of foreign jobs supported by EU
manufacturing and primary goods exports are found
in services.

What is the most adequate policy response?

With this short note we wanted to highlight some new
insights from the most recent and comprehensive data
on the relationship between exports and employment
in Europe. First, we noted that an increasing percent-
age of European jobs depend on the ability of EU-
based firms to export goods and services to the rest of
the world. Second, we noted that the data confirm the
prior that these jobs tend to be medium or high skilled
and better paid than the average. And finally we high-
lighted that the nature of these jobs is shifting with the

Number of service jobs supported by extra-EU exports

1995 and 2011: mode 5 vs. GATS

Dimitrova 2014). In 2011 mode 5

services exports (i.e. services in-

puts embodied in exports of the 1995
primary and manufacturing sec-
tors) were behind 40 percent of
the total employment supported
by goods exports (up from 31 per-
cent in 1995). This amounted to a
total of 8 million jobs in 2011 as
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shown in Figure 2. On aggregate }
mode 5 services exports also ac-
counted for a sizeable share of to-
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changes of production arrangements of EU firms. In
this context we called the attention to the growing and
invaluable contribution of mode 5 exports in provid-
ing employment opportunities in Europe. As this phe-
nomenon is due to grow in importance in the future,
not least because of the acceleration of the digital
content of goods, it raises some pressing policy
questions.

Despite the importance of mode 5 services exports
the trade rules remains somewhat unclear. In many
respects, mode 5 services are treated as goods: unlike
GATS services, most mode 5 services pay duties when
crossing borders even though the same service could
be delivered separately (e.g. vie mode 1) and subse-
quently incorporated duty-free after importation into
the final product. However, a small subset of mode 5
services is already covered by specific WTO rules, no-
tably Article 8 of the WTO Customs Valuation
Agreement, which offers them preferential treatment
under certain conditions. But that article dates back
to the GATT era and clearly fails to reflect how tech-
nology has advanced since. For instance, design and
engineering services are covered but software (a ser-
vice that hardly existed at the time of those negotia-
tions) is not.

This opens up a number of trade policy questions to
consider, both at multilateral and bilateral level. For
instance, could the custom valuation rules be revised
to treat key mode 5 services (e.g. design, engineering,
ICT services) equally (as opposed to the current nar-
row definition of duty-free treatment allowed by the
WTO customs valuation rules)? Could trade facilita-
tion rules be changes to better reflect the complex in-
terplay between goods and services? Should mode
5 services feature specifically in future plurilateral ne-
gotiations? Does the current set of WTO rules allow
the issue to advance in the context of bilateral settings
via deep and comprehensive FTAs?

Regardless of the answers to these questions, two con-
clusions are clear already. First, services are becoming
increasingly ‘exportable’. Second, given the profound
technological transformation of production processes
that have blurred the dichotomy between services and
manufacturing mode 5 services exports will probably
account for a growing share of global trade flows, sup-
porting millions of jobs in Europe and around the
world. Should global trade rules be changed to better
nurture this reality?
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