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ABSTRACT

The conventional international trade theory usually assumes that both
commodity markets and factor markets are perfect competitive, every factor
is fully used and completely flexible, to analyse the effects of trade on econ-
omy. This means that trade don’t affect the general employment level, and
when trade induces factor moving, the adjustment of factors is prompt. But
the reality is that the resources are not fully used, there exist unemployment
in labour market. When factors are relocated between different sectors after
trade liberalization, the adjustment can’t be accomplished at once. Labour
need to be retrained and search for a new job before they are reemployed,
this make factors to sustain losses. So trade liberalization per se is a process
of redistribution of benefits and reallocation of resources.

This book studies the effects of trade liberalization on employ-
ment and wages inequality using the method of combining the theo-
retical and empirical research. The effects of Chinese trade liberal-
ization on employment and wage inequality are analysed.

There are seven chapters in this book. Chapter 1 gives the con-
cept of trade liberalization, measurement, the theoretical ‘basis,. the
relation between trade liberalization and labour market are also de-
scribed. About the level of trade liberalization, there are a lot of ap-
proaches to measure it, which include two categories that are indi-

vidual index and comprehensive indexes. When the measurement is
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done, the specified situation of the country should be considered.
Chapter 2 describes the relations between trade liberalization and la-
bor market. Trade liberalization can result in the decrease of output
and employment in importing sectors in the short time, and the in-
crease of that in the exporting sectors. Because labour need to be re-
trained and search for job, so the short time adjustment of labour
market will occur after trade liberalization.

The model of Davidson about trade and searched unemployment
is studied in Chapter 3. Davidson developed a new framework in in-
ternational trade theory with unemployment. If other conditions are
same except labour, the country’s comparative advantage depends
on labor market structure. Davidson investigated the effects of trade
liberalization on the unemployment of a big country with rich capital
when it imports from a small country with rich labor. This book
analyses the different effects on both countries when they have dif-
ferent labor markets. In Chapter 4, two models of the impact of
trade liberalization on income distribution are studied. The first one
is a model which assumes that there is an oligopoly market and
labour need a turnover cost when they relocate their jobs. Pizer’s
model of Cournot competition is mainly analysed, when there are
two commodities that come from one domestic firm and one foreign
firm, which are hampered by trade protection, compete in domestic
market, the two firms make decision with interaction in quantity,
and finally the Nash equilibrium is concluded, at this time the out-
put of domestic firms are less than pro-trade liberalization, the wage
premiums in this industry decrease. The second model considers that

there is union in the labour market, how about the effects of trade



