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1. Introduction

While many concerns have been expressed ovemibect of increasing globalization,
many of them centre on the possibility of a raceheobottom in which governments seek to
attract foreign direct investment (FDI) by removipglicies that, although potentially socially
desirable, are viewed as unattractive to firmssWWorry has been expressed in the arenas of
taxation, environmental regulation, and labour dsads, among others. While there is a growing
literature estimating the extent of the race toldbegom in international taxation and
environmental policies, to our knowledge to dagré¢hs no evidence on the potential race to the
bottom in labour standards. This is the gap thesotipaper fills. Using panel data on 148
developing countries from 1985 to 2002, we utibpatial econometric methods to estimate
whether the Mosley (2011) and Mosley and Uno (200&asure of labour rights in one country
depends on those elsewhere. For the full sampldéingdi@ significant and positive spatial lag,
which is consistent with strategic complements amecessary condition for there to be a race to
the bottom. In particular, this seems to be dripgmarily by competition in labour practices
rather than labour laws, suggesting that compatisalriven less by a failure to institute
regulations but by an unwillingness to enforce th&mce there is a noticeable downward trend
in both of these measures over the sample periedake this as evidence of a race to the
bottom.

Although there has been less attention paid tedtential for a race to the bottom in
labour standards as compared to one in taxes moaemental policies, the essence of the
argument is the same. Labour standards such agthef collective bargaining result in higher
labour costs. All else equal, mobile investment lqurefer a location with weaker standards

and lower costs. Evidence of FDI being deterrethbpur standards is provided by Gorg (2002),



Javorcik and Spatareanu (2005), and Dewit, e2@DY). It should be noted, however, that there
is disagreement on this issue, with Kucera (2008)Rodrik (1996) providing dissenting
opinions! The issue of how FDI depends on standards, howisvarvery different question
from the one we ask, which is whether labour stedglan one location depend on those in
another In particular, even if FDI does not flow in asesult of a country’s reduction in labour
standards, if politicians believe that it does tti@a alone could result in the race to the bottom.
Although to our knowledge no one has attemptedtionate the extent of the race to the
bottom in labour standards before, spatial econoesetave been used to look for a race to the
bottom in taxes and in environmental standards.fifstegroup of work includes Devereux,
Lockwood, and Redoano (2008), Davies and Voget&§gDveresche and Rinke (2009) and
others. Generally, this work has focused on taxpsdition between developed countries where
there is some evidence of a positive spatial laggammg that as tax rates fall in one nation, this
lowers tax rates elsewhere. An exception to thidesnm and van Parys (2009) who focus on
Latin America and Africa, finding that they compétdax holidays. In the environmental
literature, the focus has been on two issues:diné §doption of environmental agreements
(including the work of Beron et al. (2003), Murdosthal. (2003) and Davies and Naughton
(2006)) and interaction in environmental policiedich includes Fredriksson and Millimet
(2002), Levinson (2003) and Fredriksson et al. 00T hese studies tend to find evidence
consistent with the race to the bottom. Howevee, [udata limitations, many of them either

restrict their attention to developed countriesoocompetition across US states. Davies and

! One possible reason they provide is that operatiraghigh standards location provides consumeysaaantee on
how a firm treats its workers. As such, they maywliléing to pay more for the firm’s product on hunitrian

grounds. See Greenhill, et. al (2009) for a fuicdission. In addition, there is evidence that meed FDI may
improve labour standards (Mosley, 2011; Davies\4oy 2009; Neumayer and de Soysa, 2005).

2 Greenhill, et. al (2009) do test to see whether“firactice content of trade” is a predictor fogigen nation’s
labour standards. However, although they do cofdrahe potential endogeneity of trade volumesyttio not deal
with potential endogeneity in standards that waekllt from competition.
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Naughton (2006) are an exception to this, who fivad developed countries affect the treaty
participation of both developed and developingarsiwhereas the developing nations only tend
to impact themselves.

For our full sample using GDP weights (which asstina¢ a given nation pays more
attention to the standards in larger economies)estimates find that a standard deviation
decline in labour standard elsewhere leads a gigentry to lower its own standards by 3.8%.
Although this magnitude varies somewhat when waighby per-capita GDP or trade openness,
the qualitative result is the same. When we deca@por measure of labour standards into its
components — the laws guaranteeing labour rigatgs(l and the enforcement of those laws
(practices) — we find evidence primarily for labguactices. This holds for both significance and
magnitude of the estimated impact. This suggestswhile countries may well attempt to “put
on a good face” by instituting labour-friendly laves reasons similar to those discussed by
Kucera (2002), they may then be competing for Fpsimply turning a blind eye towards
violations of those laws (or are simply unable deguately enforce them). This finding is also
notable because both laws and practices have sitralads, indicating our finding for practices
is causal rather than the result of an uncontrdedime trend. We also estimate our model for
subsamples of the data. These estimates reveahthabmpetition is primarily driven by
countries with weak standards, occurs both iniket poor and relatively rich countries, and is
strongest for Latin America and the Middle Eastaig these differences stand out against a
similar downward trend in standards for each grang region, suggesting that we are capturing
evidence of interdependence in standards insteadradre trend.

The paper proceeds as follows. Section 2 descbhbdsour data and our methodology.

Section 4 discusses the results and Section 5 uiegl



2. Empirical M ethodology and Data

In this section, we describe both our data, whech panel data set across 148 countries
from 1985 to 2002, and our estimation specification
2.1 Estimation Specification

Our baseline specification estimates the laboundstals in country in yeart as a
function a set of exogenous variabl¥g (which includes a lagged dependent variable):

LR, =B +8X, +&, (1)
where g is the country-specific constant amg, is the error term. Our control variables are
drawn from the existing literature and are describelow. To this baseline, we then introduce
the labour rights in other countries in yéaa variable known in the literature as the spdaigl

Specifically, we estimate:

LR,t:ﬂi+pZa)jthRt +ﬂ>$t,+§t, (2)
j=i
where > o, ;, LR, is the spatial lag, i.e. the weighted average lodla standards in the other

j=

. . - GDP, ,
countries. As our weights, we utilize, ;, :ZG—DJI;' In words, the share that countryives
k,t

k=i
to countryj is equivalent tg’s share of the total GDP across countries notitioly countryi.®
Our rationale for using GDP as the weight is twlokfé-irst, one might anticipate that counitry
pays more attention to what is taking place indamgpuntries rather than small ones. Second,
when the goal of manipulating labour standarde mttract FDI, this will depend on the
elasticity of FDI to a given country’s policies. ¥Withis in mind, if country is already attractive

to FDI relative to countrk, then a change I's labour standards has a larger impact on the

3 As described by Anselin (1988), it is common tovirstandardize” the weights so that the sum ofitbights adds
up to one.
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allocation of FDI than a comparable changg.ifhis in turn would makemore responsive to
j’s labour standards than ki, a difference that (2) reflects by giving a gezaveight tq.*

Since, as confirmed in many studies and revieweBlbgigen (2005), FDI is attracted to larger
countries, this would imply a greater sensitivitytbe part of countryto the labour standards of
a large country. GDP has been used as a weigbvera papers estimating the race to the
bottom in taxation (Devereux, Lockwood, and Redo&@®8, for example). In addition, we
per-capita GDR

> per-capita GDP,

k=i

check our results by using two additional weights, =

_ Openness
> Opennesg

k=i

@i whereOpennesg is the sum of exports plus imports relative to GBP

common proxy for the inverse of trade costs inghwirical FDI literature). For both of these,

our rationale is comparable to the choice of GDResFDI is often attracted to wealthier and

more open countries. Nevertheless, since high geitac GDP can be correlated with wage costs

thus deterring vertical FDI (in which MNE outputirgended for export out of the host) and

greater openness reduces the need for horizontajifrivhich FDI is intended to replace

exports to the host), the net impact of these faasoless clear-cut than GDP. Indeed, as

discussed by Blonigen (2005), the literature findsed results for these variables. We therefore

rely on the GDP weights for our primary results aisd these alternatives as robustness checks.
The difficulty with the spatial lag is that if labr standards independ on those jrand

vice versa, the spatial lag is endogenous. Wewldalhis and the lagged dependent variable by

using the Blundell and Bond (1998) SYS-GMM estimatocounting for the Windmeijer (2005)

* Baldwin and Krugman (2004) provide a model of jsely this issue for tax competition in which agarcountry,
by virtue of its attractive domestic market, hageater impact on FDI flows than a small countrgsio



correction® In addition to using lagged values of the endogsen@riables as instruments, we

also follow standard spatial econometric procecinck usez w;;; X, thatis, the weighted

j=

average of the other nations’ exogenous variablesifcluding the weighted average of their
lagged dependent variable). The intuition behinithglgo is that for a given countyyits
exogenous variables directly impact its labourdéads but are not dependent on those in
Therefore they are correlated with the endogenaualbie but are themselves exogenous,
making them suitable instruments. Within the litara on this estimator, there is concern
regarding the potential inclusion of too many instents (Roodman 2009a, 2009b). Therefore,
in the reported results, we restrict the lag stmectot-3 andt-5. The reason for using these years
is that, when including2 lags, our instruments failed to pass the exoggnests. Nevertheless,
we experimented with a number of alternative sétsstruments (such as excluding some or all
of the weighted average of the other nations’ erogs variables) and found qualitatively
similar results in all casés.

This baseline specification is modified to expltdre robustness of our findings. The
specifics of these modifications are describedwelo
2.2 Data

We use annual data for 148 countries from 1988)@®. The list of countries is in the
appendix. For our dependent variable, we use Mq&@¥1) and Mosley and Uno’s (2007) all-
inclusive Labour Rights index constructed annufithyn 1985 to 2002 for 148 countries. This

composite index, capturing “basic collective labdghts”, follows the template of Kucera

® In unreported results, we also utilized IV GMMigsdtion rather than one which deals with lags. Pphienary
difference is that when doing so, we typically fdua significantly positive spatial lag when usin@/weights.
Thus, on the whole, our results are robust to radtiere methods of controlling for endogeneity. Tha#ternative
results are available on request.

® These alternate results are available on request.



(2002), which covers 37 types of violations of labdghts under six different categorie$hese
Six categories are (a) freedom of association afidative bargaining-related liberties, (b) the
right to establish and join worker and union orgations, (c) other union activities, (d) the right
to bargain collectively, (e) the right to strikeyda(f) rights in export processing zorlds.is
noteworthy however that the Mosley index does apture aspects of labour standards such as
minimum wages, and individual labour rights likemoyment benefits and working conditions.

In each of these above mentioned six categoriefations of labour rights by the
government or employers (be they local or foreigmg) are identified as an absence of legal
rights, limitations on legal rights and/or a viadat of those legal rights. The index then accounts
for both thede jure(laws) labour standards and e facto(practices) standards prevailing in a
country. The law component of the index, which ge\&l of the 37 categories in the index,
captures whether or not the required laws to safiebthe collective rights of workers, for
example whether an industry is allowed to imposets on workers’ right to strike or bargain
collectively, are in place. The practices componamanwhile, captures the actual number of
violations observed in the labour rights prescrilvethe laws. Thus, the practices component
captures whether there are any registered actslations of the laws governing labour
standards.

To construct the index, Mosley and Uno (2007) dupen information from the US State

Department's annual country reports on human rigtastices, reports from both the Committee

" As such, it is an improvement over other measofésbor rights or standards which capture onlynale factor,
such the number of ILO conventions (Botero et 2000), rate of worker injuries (Bonnal, 2008) orsiagle

subjective index (Cingranelli and Richards, 1999).

8 These categories are line with those laid outhgyDieclaration on Fundamental Principles and Rights/éork

adopted by ILO member states in June 1998.Thisadsabn identified the core or fundamental labghts as
including the freedom of association (right to umie), effective recognition of the right to coliee bargaining
(right to bargain and protest), elimination of flfms of forced or compulsory labor, effective atioh of child

labor, elimination of discrimination with respeotémployment and occupation and respect to minimages and
hours of work.
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of Experts on the Application of Conventions and®&®amendations (CEACR) and the
Committee on Freedom of Association (CFA), andaihieual surveys on violations of trade
union rights which published by the Internationan@deration of Free Trade Unions (ICFTU).
If the information from all three sources displayslation of labour rights over the year, Mosley
and Uno (2007) assigned a score of 1 for eacheoBthindicators for a country. If this is not the
case a score of 0 is assigrt@d@hen, using the recommendation of two expertsfaitmiving
Kucera’'s (2002) methodology, weights were assignegach of the indicators and the index was
constructed. This resulted in a labour rights indénch was coded on a scale of 0 — 28.5 and a
labour practices rights index ranging from 0 — 2w¥lterein highest value represents upholding
respect for labour laws/practices. The sum of tlvasegory scores is then the annual measure of
labour rights violations, which, in our sample efvdloping countries has a mean of 25.7 and a
maximum of 37. Contrasting this with developed doas, where scores reach 76.5, illustrates
the relatively weak protections developing coumtorkers are provided. Overall, the Mosley
and Uno (2007) comprehensive measure is a hug@waprent on previous indices, such as
those used by Cingranelli and Richards (2006) amiahihig (2005), because of the multiple
sources of information, sophisticated weighting moeblogy and reliability of the information.

Having both the overall index and its two comporgnbvides us with two advantages.
First, it permits us to examine whether there ig @ndence of a race to the bottom in one

component or the other, that is, whether governsneppear to be competing by altering legal

° The US report exclusively covers violations orolatights in each country related to freedom obaisgion, right
to bargain collectively and strike, and export pszing zones. The CEACR and CFA reports, both athwhare
associated with the ILO, are based on the informnapirovided by the respective governments on camigléled
by unions, workers’ organizations and other empmogssociations. The ILO mandates that these armaitet
annually and that they include progress reports nogvances are being addressed. These reportisear eeviewed
by two independent experts to deal with potentigdrepresentation. The ICFTU, rechristened the matgonal
Trade Union Confederation (ITUC) in 2006, surveysvire information on legal barriers to unions,latons of
rights, murders, disappearances and detention i associated with labor unions.

19If violation of labor rights in respective indicas is recorded more than once, in either one soorén multiple
sources, the maximum value according to Mosleyldmal (2007) remains 1.



frameworks or simply by turning a blind eye towavatdations. This latter is of particular
concern since a nation may bow to internationadguee and introduce legal labour rights but
then simply fail to enforce them. Alternativelyratg laws may be undermined by weak
enforcement, resulting in a low practices scorest®wvn in Table 1, the correlation between the
two measures is .20, suggesting that this is indgealssibility. Second, although a positive
spatial lag is suggestive of a race to the botiboguld also signify a race to the top. In
particular, one might expect that workers in onentoy might observe superior labour standards
in other countries and demand similar treatmend {ans introducing the possibility of yardstick
competition rather than competition for mobile fg)yfi* In this case, one might expect an
improvement in laws over time even as violatiosse as more demanding workers file more
registered complaints against their employers. aa of diffusion through ‘public awareness’
and the spread of ‘norms and ideas’ is exploretl&ymayer and de Soysa (2006), Baghwati
(2004) and Finnemore and Sikkink (1998). As showhRigure 1, however, we find that both
laws and practices have worsened over time, suggdsbth an erosion of legal protections and
increased violations of those weakened standatiguagh it is indeed practices that have fallen
fastest. In Figure 2, where we report sample awesragighting by GDP (as is done in the spatial
lag), these declines are even more pronouffced.

In choosing our vector of control variable§§, we follow the work of Caraway (2009),
Greenhill et al. (2009), Mosley and Uno (2007), Mayer and de Soysa (2005, 2006, 2007),

Busse (2004), Arestoff and Granger (2004), Browd0(@) and others. Among the standard

1 within the taxation literature, Salmon (1987) wias first to develop a theory of “yardstick comfieti” in which
the tax authority in one jurisdiction depends oatthlsewhere not because officials use taxes tachtinobile
factors, but because voters in their jurisdictiodge the performance of the authority by compatireglocal tax
rate to those elsewhere. Bordignon, Cerniglia, Redelli (2003) and Allers and Elhorst (2005) uglizpatial
econometrics to find positive spatial lags whiceytinterpret as evidence of yardstick competition.

2 These diffusion of norm effects are found to beciatronger in bilateral trade (see the ‘Califorafect’ in
Greenhill et al. 2009).
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controls in the literature are measures of econa®i@lopment. With this in mind, we include
logged per capita GDP (measured in constant 2008dl&rs) and its growth rate (ERS 2019).
We also includ®pennessgto control for a country’s exposure to world maské-ollowing
Neumayer and de Soysa (2006), we also include #raifacturing value added share in GDP,
which is included since labour rights in manufactgrare likely better reported than those in
agriculture. We also follow their lead and inclutie total labour force participation rate which
is intended to capture the idea that higher thaggaation would mean greater demand for
protective labour rights. Following Boockman (20@®) others, we include two political
variables. The first iDemocracy, which is the average score from Freedom Houselsand
political liberties ranking and ranges 0 (full lities) to -7 (severely limited liberties) We also
include a variable from Beck et al. (2001) thattaegs the ideology of the incumbent
government. We recode this measure so that it sabggveen -1 and 1, with higher numbers
indicating a more leftist (and therefore potenyiglio-labour) government.

Additionally, we account for the ratification oé% ILO conventions to measure whether
these agreements have had any measurable impaktk Ri996), Busse (2002) and Neumayer
and de Soysa (2006) fail to find any impact of éhagreements on labour rights in developing
countries. We follow Neumayer and de Soysa (200@&)dlude two dummy variables one equal
to one when a nation has ratified ILO conventiombar 87, which deals with freedom of
association, and a second equal to one if a cotayatified convention number 98 which
secures the right to collective bargaining. Thealde is constructed using the information from

ILO’s Database of International Labour Standards\fuilo.org/ilolex/english/). In addition, we

13 We also use constant 2000 US dollars in constrgair weights.

4 The Polity IV measure could not be considered bseaour sample includes many small countries ssch a
Barbados, Antigua and Barbuda, for which the Pdltyindex is absent. In order to avoid losing to@my
observations, we opt for the Freedom House scdterrvatively, when using the Polity IV index we ¢duot find

any significant changes in our main results.
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also include a dummy variable capturing whethesantry has signed a Structural Adjustment
Facility program with the IMF or otherwise, obtasnttom Dreher (2006) and Boockmann and
Dreher (2003). For details on summary statistles,rheasurement of our data, or their sources,
please see the appendix.

3. Empirical Results

3.1 Baseline Results

Table 2 presents our baseline results. Columrotvsiesults not including the spatial lag
or the lagged dependent variable to ease the cisopdretween our results and those of others
studying the determinants of labour rights. As expé, we find that countries with faster
growing GDPs, less open economies, better demesracid that have ratified the 1LO
conventions tend to have better labour rights. ddfitéonal note is the significant downward
trend in labour rights over time. After controllifigr country-specific fixed effects, however, our
other controls are insignificant. Column 2 modifies by including the one year lag of labour
rights (and thus moving from fixed effects to SY$SHA estimation). In addition, as discussed
by Beck and Katz (1995), it aids in controlling fustential dynamic effects of the exogenous
variables on the dependent variable. As can be seecoefficient on the lag is significantly
positive and its confidence interval ends well befone rejecting a unit root. Column 2 then
forms our preferred specification.

Columns 3 through 5 add to Column 2 by including $patial lag term using GDP, per-
capita GDP, and Openness weights respectively. ¥Wghards to the controls, this results in more
significance, with smaller, industrialized, lefal@ing countries having significantly better rights.
Turning to the coefficient of interest, in eachesase find a positive and significant spatial lag.

To interpret the coefficient on the spatial lagtioe GDP weights, this implies that if all other
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countries lower their labour rights by one poihg tountry in question would lower its labour
rights by .41 point$® Alternatively, a standard deviation reductiontie spatial lag (a reduction
of 2.4) would then reduce those in the countryuesiion by .984, a 3.8% decline at the sample
mean. This lies in between the estimated impachvges-capita GDP weights are used (a 6.1%
decline) and when Openness weights are used (0fithp%)*° Another way to interpret the
coefficient on the spatial lag is to calculate theange in countrys labour rights from a change

in another countrys labour rights, which is equal t0,,;, o . This is then the slope of tiis best

response and is a measure of the degree of latamdasds competition between countries.
Since the spatial lag is positive, this can berpreted as evidence of strategic complementarity.
While strategic complements can theoretically iteisud race to the bottom or the top, since the
trend in labour rights is downward, we interpret msults as evidence of an economically
meaningful race to the bottom in labour rights.

To interpret the coefficients for the other vareslit is important to recognize that there
is both a direct effect (i.e. the estimated cogffit) and an indirect effect arising from how a
change in an exogenous variable for countrffectsi’s labour rights, which in turn affects those
elsewhere which feeds back ints labour rights via the spatial lag. Rewriting {)ts matrix
form:

Y= A+ pWY+ [ X+e 3

whereA is a vector of country specific intercepts allds the weighting matrix witho,;, in the

I,jth element and zeros elsewhere (i.e. so that thetgorights for country in yeart do not

15 Note that in this and in the Openness weightitgste, we find spatial lags that are statisticaipi§icantly less
than 1. This is yet another reason to prefer th& @Righting scheme over the per-capita GDP onegime game
theoretic interpretation of a coefficient greateart one would be that of an unstable Nash equitiori

16 Note that these difference result from not onFedént coefficients but also different standardidgons in the
spatial lag (1.62 for the per-capita weights ar@? Tor the openness weights).
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predict itself and that values for years other thare given zero weights in predicting the labour

rights int), defineM =1 - oW . Then (3) can be rewritten as:

Y=M'A+ Mg X+¢ (4)
implying that the total marginal effect of an exogas variable is(l —pW)fl,B " Since the

impact of the controls is not our primary focus anal weights vary by year, we do not delve
further into these in the interest of space. idsable, however, that adoption of the ILO
conventions does little to impact labour rightansthing we return to below. Finally, with
respect to our instruments, we use Hansen’s JHeastsen, 1982) which shows that the null-
hypothesis of exogeneity cannot be rejected atdneentional level of significancé.

In Table 3, we repeat the specification for Tébolumns 3 through 5 but use the two
sub-indices of labour rights: labour practices joms 1-3) and labour laws (columns 4-6). For
the control variables, as with the combined indemaller, democratic, and left-leaning states
have higher labour practices and labour laws. thtech, wealthier, less open, and more
industrialized countries have better labour prastialthough this has no impact on labour laws.
Finally, unlike the combined index where the IL@dties had no significant effect, they now
raise labour laws but lower labour practices. Tditer result would be consistent with these
agreements leading countries to pass more lawsgtitag workers but turning an increasingly
blind eye to violations of those laws.

Turning to the spatial lag, for labour practices, find results that are comparable to

those for the combined index results with a stashdigiviation decline in all other nations’ labour

" Note the importance of havipg1 for the calculation of this effect.

18 As discussed by Roodman (2009a, 2009b), the BluBdad estimator can fall prey to an overabundaote
instruments, inflating the J-test results. As natbdve, in alternate specifications, we exploreédrahtive sets of
instruments. In these unreported results, we focomdparable results for the spatial lags. When dioly t-2
instruments for the GMM-style variables, we wer¢ alavays able to reject endogeneity. In additiohgm using
some of the subsamples, we were forced to drdgticaduce the number of instruments in order tdeehJ-test
values less than 1. However, since we still foueslilts comparable to those reported here, we aptethintain a
consistent set of instruments across the regressiaorder to simplify the presentation and avadfasion.
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practices leading to a decline in those of the tgun question of 3% (using GDP weights),
5.6% (per-capita GDP weights), and 2.6% (Opennesghts). For labour laws, however, we
only find significance for the per-capita GDP ange@ness weighting schemes. Thus the results
are somewhat less robust for labour laws. This d/belreasonable if nations find it more
difficult to compete for FDI in laws (since doing may draw international criticism) than in
how they choose to apply the laws they have ottiwks. This also mirrors the differences
across the two measures regarding the ILO labgatgiconventions. For those two schemes
resulting in a significant lag for laws, the predit percentage changes in labour laws from a
standard deviation decline in the spatial lag aB8@(per capita GDP weights) and 2.2%
(Openness weights), again suggesting that the mesmmess of labour laws in a given country
to those elsewhere is less than the responsiveméssir application of those laws.

In Table 4, we restrict our attention to the noBE&D countries out of the concern that
the results may be driven by the OECD memberstdlatively advanced countries with strong
labour standards. Since, as argued by Mosley ad(2B07), these countries are perhaps less
likely to compete for FDI using labour standard®pposed to other means, if they are behind
our significant spatial lag then this would catlorquestion the interpretation of our results. Note
that in this (as well as in all subsamples belomhen we create a subsample we recalculate the
spatial lag and the traditional IV-style instrungensing only those nations in the subsample, i.e.
assigning those outside of the subsample zero wédigls then assumes that the non-OECD
subsample does not respond to OECD member lalghisriAs can be seen, our results for this
non-OECD only subsample are comparable to thostéomain sample, indicating that our
results are not being driven by the relatively abeal nations. Also, although from this point

forward we only report the results for our prefdr@DP weights for parsimony. When using the
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alternative weighting schemes, we found resultspaoable to the GDP weights with the
exception that as above we often obtained sigmifiggositive spatial lags when using the
labour laws index as our dependent varidble.
3.2 Results for different country categories

The above results provide evidence consistent avidce to the bottom both in the
overall labour rights index, labour practices, aoda lesser extent, in labour laws.In Table 5, we
explore this further by separating our countrige two categories: those for which the mean
labour rights index over the sample period waswele median and those for which their mean
index was above the median. We do this to invegigédnether it is the case that the extent of
competition differs between developing nations wélatively weak standards and those with
relatively strong standards. Note that as in the @&CD sample, we recalculate the spatial lags
using only within group countries, implying thatido® the median countries do not respond to
those above the median and vice versa. As candm @ find much stronger evidence of
competition among countries with relatively lowrsdards where the coefficients somewhat
greater than those in the full sample. This, comtiwith the lower average level of standards
means that a one standard deviation decline isghgal lag would lower the combined index by
5.1% and practices by 4.3% with no significant @ffler laws. In contrast, we only find a
significant coefficient on labour practices for thgh standard group with its coefficient being
much smaller than its counterpart for the low séaddyroup, which when combined with the
greater average level of practices, results insimated 0.8% decline in a given country’s
standards when the spatial lag falls by a standavéhtion. It is also worth noting that if our
results were simply capturing an overall trendaibolur standards, one would expect similar

results for the above and below median groups Isectneir trends are comparable. The fact that

¥ These results are available on request.
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we find distinct results suggests that we are cagsomething other than a mere trend in the
dependent variable.

Table 6 repeats the estimates of Table 5 butiatdades the other group’s spatial lag,
i.e. it allows for countries below the median tepend to those above and vice vefsgor those
below the median, we find a picture similar to thefore with respect to within group
competition, but no evidence for competition acrggaups. For those with relatively high
standards, we do find some evidence suggestindhbatbove median countries respond to
those below the median. The estimated effect afeastandard deviation decline in the spatial
lag for below median countries is -1.7% for botbamedian labour rights and practices. Thus,
to the extent that high standard countries do coenypéh low standard countries, the extent of
this competition appears to be less severe tharétaeen low standard nations. Again,
however, there is little evidence of competitionoaug the strong standards countries.

Tables 7 and 8 again split our sample into twaigsobut delineate countries according to
whether their sample average per-capita incomealvage or below the medighNote that
since per-capita GDP is generally insignificanttyrelated with labour standards (something
that holds true even in a univariate regressidm), this is a different classification of countries
from that above. Table 7 corresponds to TabletBahit assumes no cross-group interactions.
For the relatively poor countries, we only findigngficant spatial lag for labour practices where
a one standard deviation decline in the spatiatdaglts in a 2.5% decline in practices. We find

more significance in the wealthier group of coledriwhere the estimated impacts of a standard

2 |deally, we would choose to estimate the abovelmholw median specifications simultaneously. Howet@our
knowledge, such an estimator does not exist.

L In unreported results, we classified countries thtee categories corresponding to a countryd2®orld Bank
classification into the lower income, lower middteome, and upper middle income categories. Inethesults, we
found strong evidence for within group competitioy the middle income countries, limited evidencesoth
competition for the lower income countries, andsignificant competition in the upper middle incocmuntries.
Further, we found no consistent evidence of cressgory competition.
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deviation decline in the spatial lag results in@/8 decline in labour standards and a 3.2% drop
in practices® Table 8 modifies the estimation of 7 by introdgcaross-group spatial lags. This
addition does not affect the estimated patternitifimsgroup competition. Further, with one
exception, we find no evidence of cross-group cditipge.

The above results suggest that competition isivels fiercest between nations with
already low standards (which may be those whicle ltawmpeted heavily along this dimension
in the past) and those with above average incomesher, there is little evidence of cross-group
competition, suggesting that these nations maybapeting for different types of investment
(for example, unskilled labour intensive FDI maynmarily consider low income countries
whereas skilled labour intensive FDI may only cdasihigh income countries when deciding
where to locate). Furthermore, the greatest eviel@tor competition in practices rather than
laws. This would be consistent with nations “pwgton a good face” by instituting labour laws,
but allowing firms to bypass those laws in practice
3.3 Results for different regions

In addition to splitting our sample along the abokaracteristics, we do so across
regions. There are two primary reasons for doing=gst, one might expect that countries within
a region are much more likely to be competing witke another for FDF This is one reason
Klemm and van Parys (2009) separate their sampénwdoking for evidence of tax competition
in developing nations. Second, as discussed byay@sid Uno (2007) and Neumayer and de

Soysa (2006) there may be very religious and cailtifferences across countries which

2 |n unreported results, resource rich countriesewemoved from the high income country categoryexibeless,
a positive coefficient on the within group was fdurindicating that the result is not driven by higér-capita
income, low labor protection resource rich econamie

% This is why distance-driven weights are sometiosed in the empirical race to the bottom litergterg. Davies
and Naughton (2006)
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influence the decision of what level of labour stars to enforc&’ With this in mind, Table 9
presents the estimated coefficient for the spit@lsing each of the dependent variables across
five regions: Asia, Sub-Saharan Africa, EuropejrLAimerica, and the Middle East and
Northern Africa. Note that these regressions ineltlee full set of controls but that these are not
reported for ease of presentatfdn.

In comparison to the full sample results, we gdhefiad less significant results. Given
the large drop in the number of observations, ithgerhaps unsurprising. Nevertheless, we do
find significant differences across regions. La&merica exhibits coefficients most in line with
the full sample results, that is, a significanttspive spatial lag for the combined index and
practices. The Middle East and African nations a&iglaibit a positive spatial lag, although only
for practices. Neither Europe nor Sub-Saharan Afresult in significant spatial lags. Perhaps
most remarkable are the results for Asia whereimged significantlynegativespatial lag
regardless of the measure of labour standards hisedever, in unreported results dropping
China from the set of Asian countries, we no lorfgend a significant spatial lag for labour
rights or labour laws. When India (the second lar@&DP in this subsample) is also excluded,
we did not obtain significant spatial lags for arfythe measures of labour standards. This
suggests that the inclusion of these two largdeyatare driving the unexpected negative
coefficient.

Finally, it is important to comment on our use dime trend rather year-specific
constants. There are two reasons for doing thigy kelated to the fact that when including year-

specific effects, the variation the estimationizei is that relative to the within-year average.

24 Also, see Cho (2010) for these arguments withesip the women'’s labor rights.

%5 The full set of estimates are available on requdste that we do not estimate cross-group intemastfor these
region subsamples since to do so required us todadive spatial lags which, given the sample sizesulted in
little of interpretive value.
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First, from a game theoretic perspective, one wenfiect that when countries are very similar,
their Nash labour standards may be similar. Iretiteeme, if all countries are identical, theory
can easily obtain the result that equilibrium piebcare identical. When estimating such a
relationship with year dummies, however, this wiilve down the significance on the spatial lag
because it varies little across countries withyear. As a result, even if competition is driving
the data generation process, the estimation casucb$hat fact. Second, one must keep in mind
the construction of the spatial lag, which is theghted average of other countries’ policies.
Consider two countries with equal GDPsgyith a high labour rights index afpavith a low

index. By construction, the spatial lag fowill be less than that gfbecause the only difference
in their lags is thait s includeg’s index in the summation whereés includes’s (with the
difference between the two being the differenctheir index numbers multiplied by the
common weight). As a result, countries with strgogcies will tend to have small spatial lags
whereas countries with weak policies will tend &vd large spatial lags simply by construction.
When using year dummies where variation in theialplag is relative to the yearly average
drives the coefficient, this creates a downward mathe estimated coefficient since high index
countries will have below average spatial lags withgiven year. In fact, when we estimate our
results in Tables 2 and 3 but use year dummiesadsdf the time trend, we find significantly
negative coefficients on the spatial lag which wadteignificantly less than -1 (for the GDP
weights these were -5.829, -8.231, and -4.944neicombined index, practices, and laws
respectively). Thus, because of the nature ofplagia lag variable, it is generally unwise to use
year dummies (see Klemm and van Parys (2009) foe miscussion on this issue).

4. Conclusion
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The goal of this paper was to present the firsbsempirical results exploring the
possibility of a race to the bottom in labour stamts. Using the Mosley (2011) measure of
labour rights as well as its components on laboactices and labour laws, we utilize a spatial
econometrics approach to estimate the extent efdependence of labour standards across
countries. We find a robustly positive and sigrfit spatial lag which is consistent with
strategic complements in both practices and thebawed labour rights index. Since these
measures declined over time, we interpret thisoagpetition for FDI as opposed to labour rights
diffusion which would result in an improvement afs, potentially as practices declined as
more workers sought to assert their rights. Notdiilg pattern is less evident in labour laws,
suggesting that competition is less in the ingttubf standards, but in their enforcement. This
does not imply that such competition is univerbalyvever. We find that it is concentrated in the
countries with relatively weak standards and thet locused in particular parts of the world,
notably the Middle East and Latin America.

These results suggest several potential policgidenations. First, we often find that
international labour agreements, particularly thasempioned by the ILO, tend to raise labour
laws but not practices. This suggests that inteynat coordination on these measures may need
to follow up and ensure that laws which are adoptedthen enforced. Second, the ability of a
nation to attract FDI via this (or any other mea$us contingent on the other factors that attract
investment such as domestic market size, instiatiquality and the like. In particular, the
evidence reviewed by Blonigen (2005) indicates thaltinationals are attracted by lower trade
barriers. As such, if the developed world signsea frade agreement with a low labour standard
country, thereby increasing its trade opennessesitimates indicate that this would force others

to respond by competing more fiercely in laboundtads to avoid losing investment. This
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suggests that it may be important to be mindfiduwath implications, particularly in Latin
America and the Middle East, when pursuing inteomal agreements or other policies that

might affect the distribution of FDI.
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Figure 1. Labour Standards, Practices and Laws over Time
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Figure 2: GDP-Weighted_abour Standards, Practices and Laws over Time
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Table 1: Bivariate Correlations across Measurdsabbur Standards

Labour Rights  Labour Rights Labour Rights
Index Laws Practices
Labour Rights Index 1.0000
Labour Rights Laws 0.8277 1.0000
Labour Rights Practices 0.7197 0.20600 1.0000
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Table 2: Basdline Results

1) (2) 3) (4)
Weighting GDP Per-Capita | Openness
Scheme GDP
Spatial Lag 0.410*** 0.972%** 0.359***
(0.103) (0.164) (0.117)
Lagged Dep. 0.723*** 0.748*** 0.754*** 0.749***
Var.
(0.023) (0.043) (0.037) (0.042)
Per capita GDP -0.834 -0.205 -0.032 -0.009 -0.036
(log)
(0.655) (0.927) (0.116) (0.111) (0.113
GDP (log) 0.200 -0.079 -0.607*** -0.605*** -0.591**
(0.805) (0.918) (0.096) (0.100) (0.102
GDP growth 0.007*** 0.005** -0.002 -0.000 -0.002
rate
(0.002) (0.002) (0.003) (0.002) (0.004
Openness -0.010*** -0.007** -0.005** -0.005** -0.@%
(0.003) (0.003) (0.002) (0.002) (0.002
Industry Share -0.017 0.012 0.031*** 0.030*** 0.029***
in GDP
(0.020) (0.020) (0.011) (0.010) (0.011
Labour Force -0.024 -0.004 0.001 0.002 0.002
Participation
(0.050) (0.046) (0.009) (0.009) (0.009
Democracy 1.128*** 0.666*** 0.480*** 0.472%** 0.48***
(0.129) (0.115) (0.103) (0.099) (0.102
Government 0.287 0.243 0.473*** 0.5171%** 0.504***
Ideology
(0.186) (0.185) (0.181) (0.171) (0.182
IMF SAF 0.254 0.323 0.295 0.163 0.186
participation
(0.286) (0.267) (0.347) (0.341) (0.352
ILO 87 and 98 0.807*** 0.338 0.005 0.033 0.007
Treaties
(0.280) (0.246) (0.143) (0.139) (0.142
Trend -0.467*** -0.293*** 0.096** 0.218*** 0.040
(0.031) (0.031) (0.046) (0.052) (0.042
Constant 971.862*** 209.160*** -186.272** -447 759 -77.199
(57.707) (49.148) (94.200) (108.339) (86.463)
Observations 2458 2334 2334 2334 2334
R-squared 0.701
Hansen J-stat. 145 574 .380 178
(p-value)

Notes: All specifications include country-specific fixedfects. Robust standard errors in
parentheses *** p<0.01, ** p<0.05, * p<0.1
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Table 3: Practicesand Laws

1) (2)
Practices Laws

Weighting GDP Per-Capita | Openness GDP Per-Capita Openness
Scheme GDP GDP
Spatial Lag 0.374*** 1.096*** 0.473*** 0.129 0.928* 0.688***

(0.069) (0.148) (0.118) (0.106) (0.198) (0.1759)
Lagged Dep. | 0.590%*** 0.648*** 0.576*** 0.803*** 0.751*** 0.700***
Var.

(0.051) (0.043) (0.047) (0.040) (0.048) (0.051)
Per capita 0.194** 0.180** 0.194** -0.119 -0.131 -0.135
GDP (log)

(0.089) (0.078) (0.090) (0.081) (0.100) (0.115)
GDP (log) -0.510*** -0.463** | -0.511*** | -0.196*** -0.246*** | -0.301***

(0.074) (0.066) (0.073) (0.053) (0.073) (0.078)
GDP growth -0.003 -0.001 -0.003 0.002 0.001 0.001
rate

(0.003) (0.002) (0.003) (0.001) (0.001) (0.001)
Openness -0.003* -0.004** -0.002 -0.000 -0.001 60Q.0

(0.002) (0.002) (0.001) (0.001) (0.001) (0.002)
Industry 0.020** 0.019** 0.018* 0.011 0.011 0.012
Share in GDP

(0.008) (0.008) (0.008) (0.007) (0.008) (0.008)
Labour Force 0.005 0.005 0.006 0.000 0.000 0.00Q
Participation

(0.006) (0.005) (0.006) (0.007) (0.008) (0.009)
Democracy 0.153** 0.143** 0.167** 0.295*** 0.355* | 0.411***

(0.069) (0.062) (0.068) (0.069) (0.084) (0.091)
Government 0.316** 0.288** 0.343* 0.263*** 0.315*** 0.345%**
Ideology

(0.139) (0.128) (0.137) (0.093) (0.096) (0.103)
IMF SAF 0.050 -0.018 -0.004 0.216 0.186 0.204
participation

(0.247) (0.253) (0.244) (0.227) (0.215) (0.215)
ILO 87 and -0.424*** -0.376*** | -0.451*** 0.223* 0.315*** 0.350**
98 Treaties

(0.118) (0.110) (0.120) (0.103) (0.118) (0.138)
Trend 0.045* 0.177*** 0.032 -0.015 0.045** 0.038

(0.024) (0.033) (0.028) (0.015) (0.022) (0.024)
Constant -84.490* -365.456** -61.847 35.264 -1BBO | -80.306

(48.700) (69.346) (58.450 (31.213) (48.394) (8@
Observations 2334 2334 2334 2334 2334 2334
Hansen Xtat. .184 427 351 .269 .535 143
(p-value)

Notes: All specifications include country-specific fixedfects. Robust standard errors in
parentheses *** p<0.01, ** p<0.05, * p<0.1
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Table 4: Non-OECD Countries Only (GDP Weights)

1) (2) 3)
LR Practices Laws

Spatial Lag 0.364*** 0.348*** 0.105

(0.108) (0.073) (0.117)
Lagged Dep. Var. 0.761*** 0.617*** 0.823***

(0.043) (0.061) (0.037)
Per capita GDP (log) -0.035 0.167* -0.115

(0.115) (0.087) (0.078)
GDP (log) -0.594*** -0.483*** -0.188***

(0.100) (0.086) (0.055)
GDP growth rate -0.002 -0.002 0.002*

(0.003) (0.003) (0.001)
Openness -0.005** -0.004** -0.000

(0.002) (0.002) (0.001)
Industry Share in 0.029*** 0.019** 0.010
GDP

(0.011) (0.008) (0.007)
Labour Force 0.003 0.005 0.001
Participation

(0.009) (0.006) (0.006)
Democracy 0.428*** 0.123* 0.270***

(0.103) (0.069) (0.067)
Government Ideology 0.555%** 0.331** 0.300***

(0.194) (0.150) (0.098)
IMF SAF 0.345 0.075 0.253
participation

(0.348) (0.244) (0.241)
ILO 87 and 98 -0.037 -0.462%** 0.190*
Treaties

(0.145) (0.122) (0.103)
Trend 0.086* 0.050* -0.012

(0.048) (0.027) (0.014)
Constant -167.176* -93.779* 28.060

(97.703) (54.125) (30.919)
Observations 2201 2201 2201
Hansen J-stat. (p- .559 .290 401

value)

Notes: All specifications include country-specific fixedfects. Robust standard errors in

parentheses *** p<0.01, ** p<0.05, * p<0.1




Table5: Above and Below Median Labour Rights

1)

@

(3

(4)

()

(6)

Below the Median Countri

Above the Median Countri

LR Practice Laws LR Practice Laws

Spatial La 0.453*** 0.471%* 0.201 0.06¢ 0.098’ -0.01¢

(0.138 (0.105 (0.1%0) (0.053 (0.057 (0.039
LaggedDep. | 0.652*** 0.543*** 0.700%** 0.519%** 0.368*** 0.532***
Var.

(0.057 (0.071 (0.051 (0.074 (0.070 (0.073
Per capite -0.390** 0.12% -0.431* 0.03¢ 0.06¢ -0.01:
GDP (log)

(0.163 (0.157 (0.172 (0.145 (0.104 (0.085
GDP (log -0.419%** | -0.445%* -0.02¢ -0.408*** -0.242*** -0.212***

(0.112 (0.102 (0.093 (0.115 (0.079 (0.067
GDP growth -0.01¢ -0.02: 0.01:Z -0.00( -0.001 0.001*
rate

(0.041 (0.034 (0.017 (0.001 (0.001 (0.001
Opennes -0.006*** | -0.004*** 0.00( -0.001 0.00( -0.001]

(0.002 (0.001 (0.002 (0.003 (0.002 (0.001
Ind. Share ir| 0.046*** 0.028* 0.01¢ 0.00¢ 0.00: 0.00¢
GDP

(0.015 (0.013 (0.011 (0.016 (0.009 (0.011
Laboul -0.02( -0.01¢ -0.00¢ -0.01: -0.0(3 -0.00¢
Force
Participation

(0.016 (0.014 (0.015 (0.011 (0.007 (0.008
Democracy 0.634*** 0.06¢ 0.485*** 0.239* 0.126° 0.151*

(0.156 (0.123 (0.108 (0.102 (0.065 (0.071
Governmen | 0.738** 0.470* 0.344** 0.06( -0.031 0.09¢
Ideology

(0.270 (0.224 (0.142) (0.185 (0.135 (0.120
IMF SAF 0.54( 0.371 0.08¢ 0.12¢ -0.20¢ 0.380°
participation

(0.545 (0.370 (0.355 (0.308 (0.265 (0.219
ILO 87 and -0.24( -0.837*** 0.388* -0.08 -0.235** 0.06¢
98 Treaties

(0.221 (0.204 (0.185 (0.180 (0.115 (0.116)
Trenc 0.07¢ 0.066’ -0.02¢ -0.117** -0.092*** -0.061***

(0.062 (0.040 (0.019 (0.036 (0.020 (0.019
Constar -138.80:« -127.23. 62.96! 250.587** 198.557*** 136.395***

(127.972 (81.578 (38.472 (73.416 (40.433 (39.056

Observation 1187 1187 1187 1147 1147 1147
Hansen - 1.00(¢ 1.00(¢ 1.00(¢ 1.00(¢ 1.00(¢ 1.00(¢
stat. (p-
value)

Notes: All specifications include country-specific fixedfects. Robust standard errors in
parentheses *** p<0.01, ** p<0.05, * p<0.1
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Table 6: Above and Below the M edian with Cross-Group Lags

(1)

(2)

E)

@) ]

G) |

(6)

Below the Median Countri

Above the Median Countri

LR Practice Laws LR Practice Laws

Spatial Lac 0.419*** 0.370*** 0.11¢ 0.223*** 0.223*** -0.02:
Below Med.

(0.141 (0.133 (0.159 (0.086 (0.C73) (0.066
Spatial Lac 0.057 0.127 -0.08¢ 0.067 0.041 -0.017
Above Med.

(0.063 (0.081 (0.086 (0.055 (0.057 (0.040
LaggedDep. 0.700*** 0.616*** 0.732*** 0.545*** 0.400*** 0.527***
Var.

(0.051 (0.058 (0.051 (0.063 (0.068 (0.069
Per capa -0.392*** 0.07¢ -0.410** 0.02¢ 0.06: -0.01:
GDP (log)

(0.152 (0.136 (0.161 (0.138 (0.100 (0.084
GDP (log -0.389*** -0.397*** -0.02¢ -0.398*** -0.230*** -0.218***

(0.102 (0.086 (0.086 (0.105 (0.075 (0.065
GDP growth -0.01¢ -0.02¢ 0.001 -0.001 -0.001 0.001’

(0.040 (0.035 (0.017 (0.001 (0.001 (0.001
Opennes -0.006*** -0.004*** 0.00( -0.001 0.00( -0.001

(0.002 (0.001 (0.002 (0.003 (0.002 (0.001
Industry 0.047*** 0.029** 0.019° 0.011 0.00¢ 0.00¢
Share in GDP

(0.014 (0.012 (0.011 (0.015 (0.009 (0.011
Laboui Force -0.01¢ -0.01: -0.00¢ -0.01: -0.00: -0.00¢
Participation

(0.014 (0.012 (0.014 (0.010 (0.007 (0.008
Democracy 0.616*** 0.08¢ 0.455*** 0.241* 0.123** 0.156**

(0.247 (0.113 (0.103 (0.100 (0.0€2) (0.070
Governmen 0.741*** 0.404° 0.351** 0.06¢ -0.02¢ 0.09¢
Ideology

(0.259 (0.211 (0.138 (0.185 (0.131 (0.120
IMF SAF 0.40¢ 0.24¢ 0.04¢ 0.171 -0.203 0.413
participation

(0.550 (0.377 (0.355 (0.307 (0.268 (0.217
ILO 87 and -0.25¢ -0.743** 0.343** -0.10¢ -0.224** 0.067
98 Treaties

(0.206 (0.186 (0.173 (0.175 (0.110 (0.114
Trenc 0.11: 0.085** -0.05¢ -0.01¢ -0.031 -0.063***

(0.077 (0.041 (0.034 (0.058 (0.026 (0.020
Constar -218.47- -167.251* 117.198 41.41: 72.83¢ 141.775%**

(158.493 (83.569 (70.348 (118.773 (53.203 (42.640

Observation 1187 1187 1187 1147 1147 1147
Hansen -stat. 1.00( 1.00( 1.00( 1.00( 1.00( 1.00(
(p-value)

Notes: All specifications include country-specific fixedfects. Robust standard errors in
parentheses *** p<0.01, ** p<0.05, * p<0.1
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Table 7: Above and Below M edian Average Income Countries

1)

HO)

| 3)

(4)

HG)

(6)

Below the Median Countri

Above the Median Countri

LR Practice Laws LR Practice Laws
Spatial La 0.07t 0.227*** -0.06¢ 0.393*** 0.431*** 0.10¢
(0.096 (0.087 (0.070 (0.111 (0.085 (0.181
LaggedDep. 0.751*** 0.682*** 0.751*** 0.667*** 0.491*** 0.780***
Var.
(0.045 (0.044 (0.052 (0.054 (0.071 (0.067
Per capite -0.42: -0.466** -0.007% 0.35¢ 0.813*** -0.15¢
GDP (log)
(0.298 (0.221 (0.201 (0.234 (0.274 (0.159
GDP (log -0.625*** -0.411%* -0.262*** -0.690*** -0.620*** -0.180**
(0.122 (0.065 (0.088 (0.124 (0.113 (0.077
GDP growth 0.00( -0.001 0.001 -0.04: -0.04¢ 0.00¢
rate
(0.001 (0.001 (0.001 (0.045 (0.035 (0.012
Opennes -0.007*** -0.006*** -0.00( 0.001 0.00: -0.00(
(0.002 (0.001 (0.001 (0.006 (0.003 (0.004
Industry 0.042*** 0.017° 0.024** 0.034** 0.044*** 0.00¢
Share in GDP
(0.014 (0.010 (0.011 (0.015 (0.011 (0.011
Laboui Force 0.00¢ -0.00: 0.01: -0.023** -0.020° -0.00¢
Participation
(0.018 (0.010 (0.015 (0.012 (0.012 (0.008
Democracy 0.462*** 0.211* 0.260*** 0.611*** 0.161° 0.353***
(0.131 (0.093 (0.096 (0.145 (0.097 (0.102
Government 0.911*** 0.450*** 0.468** 0.36¢ 0.19:¢ 0.224**
Ideology
(0.278 (0.169 (0.184 (0.225 (0.178 (0.112
IMF SAF 0.726° 0.07¢ 0.527** -0.36% -0.20¢ -0.321
participation
(0.380 (0.322 (0.251 (0.537 (0.354 (0.363
ILO 87 and 0.0z3 -0.296** 0.27: 0.30¢ -0.19¢ 0.284°
98 Treaties
(0.227 (0.149 (0.178 (0.237 (0.166 (0.171
Trenc -0.03: 0.04: -0.021 0.051 0.03( -0.023
(0.051 (0.040 (0.015 (0.047 (0.028 (0.035
Constar 78.98: -73.25: 49.64° -96.50¢ -58.29¢ 60.32:
(103.128 (80.225) (30.970 (96.120 (56.770 (74.207
Observation 1157 1157 1157 1177 1177 1177
Hansen -stat. 1.00( 1.00( 1.00( 1.00( 1.00( 1.00(
(p-value)

Notes: All specifications include country-specific fixedfects. Robust standard errors in
parentheses *** p<0.01, ** p<0.05, * p<0.1
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Table 8: Above and Below M edian Average Income Countrieswith Cross-Group Lags

1)

O)

(3

(4)

G

(6)

Low Incom¢ Countrie!

High Incom¢ Countrie:

LR Practice Laws LR Practice Laws
Spatial Lac 0.08¢ 0.220** -0.08: -0.08¢ 0.01: 0.02(
Below Med.
(0.102 (0.094 (0.072 (0.096 (0.083 (0.092
Spatial Lac 0.241** 0.07¢ 0.14¢ 0.378*** 0.428*** 0.081
Above Med.
(0.112 (0.073 (0.178 (0.113 (0.087 (0.182
LaggedDep. 0.758*** 0.666*** 0.750*** 0.687*** 0.504*** 0.788***
Var.
(0.043 (0.048 (0.056 (0.052 (0.060 (0.060
Per capite -0.41¢ -0.476** -0.02: 0.33( 0.793*** -0.15:
GDP (log)
(0.298 (0.229 (0.199 (0.224 (0.261 (0.154
GDP (log -0.619*** -0.426*** -0.267** -0.655*** -0.610*** -0.175**
(0.119 (0.066 (0.093 (0.115 (0.103 (0.071
GDP growtl -0.00( -0.001 0.001 -0.04% -0.04¢ 0.00¢
(0.001 (0.001 (0.001 (0.043 (0.035 (0.012
Opennes -0.007*** -0.006*** -0.001 0.001 0.00: -0.001
(0.002 (0.001 (0.001 (0.006 (0.003 (0.004
IndustryShare | 0.042*** 0.017 0.025** 0.034** 0.044*** 0.00¢
in GDP
(0.014 (0.010 (0.011 (0.015 (0.010 (0.011
Laboui Force 0.001 -0.00: 0.01¢ -0.022° -0.019° -0.00¢
Participation
(0.018 (0.011 (0.015 (0.011 (0.012 (0.008
Democracy 0.456*** 0.211* 0.271*** 0.589*** 0.162° 0.350***
(0.130 (0.094 (0.102 (0.142 (0.094 (0.096
Governmen 0.912*** 0.466*** 0.487*** 0.360° 0.19¢ 0.230**
Ideology
(0.271 (0.169 (0.184 (0.214 (0.174 (0.109
IMF SAF 0.728° 0.10: 0.507** -0.43: -0.21¢ -0.31¢
participation
(0.378 (0.321 (0.246 (0.538 (0.360 (0.366
ILO 87 and 9¢ 0.037 -0.306** 0.26¢ 0.28: -0.201 0.26¢
Treaties
(0.224 (0.152 (0.173 (0.230 (0.164 (0.166
Trenc 0.08¢ 0.05¢ 0.00¢ 0.01: 0.03¢ -0.03(
(0.082 (0.045 (0.038 (0.069 (0.042 (0.037
Constar -159.71- -101.30: -10.48: -19.71: -74.74: 67.29!
(167.388 (91.337 (78.851 (141.093 (86.142 (77.854
Observation 1157 1157 1157 1177 1177 1177
Hansen -stat. 1.00( 1.00( 1.00( 1.00( 1.00( 1.00(
(p-value)

Notes: All specifications include country-specific fixedfects. Robust standard errors in
parentheses *** p<0.01, ** p<0.05, * p<0.1

31




Table 9: Regional Results

€))

(2)

)

(4)

©)

ASIA SUBSAHARA EUROPE AMERICAS MIDEAST
Labour Rights
Spatial Lat -0.270° 0.00¢ 0.031 0.247%r* -0.02:
(0.160 (0.094 (0.074 (0.069 (0.173
Labour Practices
Spatial Lat -0.220° -0.01(C 0.07¢( 0.200%** 0.463***
(0.123 (0.080 (0.058 (0.063 (0.141
Labour Laws
Spatial Lat -0.208** 0.12¢ 0.05¢ 0.172 -0.00:
(0.094 (0.152 (0.050 (0.187 (0.132
Observation 374 77€ 25¢& 49z 30€

Notes: All specifications include all of the additionadmtrols including country-specific fixed

effects. Robust standard errors in parenthesep®.01, ** p<0.05, * p<0.1
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Appendix 1: Countries under Study

Albania
Algeria
Angola

Antigua and Barbuda

Argentina
Armenia
Azerbaijan
Bahamas
Bahrain
Bangladesh
Barbados
Belarus
Belize
Benin
Bhutan
Bolivia
Botswana
Brazil
Brunei
Bulgaria
Burkina Faso
Burundi
Cambodia
Cameroon
Cape Verde

Central Af. Rep.

Chad
Chile
China

Colombia
Comoros

Congo Dem. Rep.

Congo Republic
Costa Rica
Cote d'lvoire
Croatia

Cuba
Cyprus

Czech Republic
Djibouti
Dominica

Dominican Republic

Ecuador

Egypt
El Salvador

Equatorial Guinea

Eritrea
Estonia
Ethiopia
Fiji
Gabon
Gambia
Georgia
Ghana
Guatemala
Guinea
Guinea-Bissau
Guyana

Haiti Mexico Slovenia
Honduras Moldova South Africa
Hungary Mongolia Sri Lanka
India Morocco . L8tia
Indonesia Mozambique Sudan
Iran Myanmar Suriname
Iraq Namibia Swaziland
Israel Nepal Syrian Arab Republic
Jamaica Nicaragua Taiwan
Jordan Niger Tajikistan
Kazakhstan Nigeria Tanzania
Kenya Oman Thailand
Korea Republic Pakistan ogd
Kuwait Panama Tonga
Kyrgyz Republic  Papua New Guinea @adiand Tobago
Lao PDR Paraguay Tunisia
Latvia Peru Turkey
Lebanon Philippines Turkmenistan
Lesotho Poland Uganda
Liberia Qatar Ukraine
Libya Romania United Arab Emisate
Lithuania Russian Federation Uruguay
Macedonia, FYR Rwanda Uzbekistan
Madagascar Saudi Arabia Vanuatu
Malawi Senegal Venezuela
Malaysia Seychelles Naiet
Mali Sierra Leone Yemen Republic
Mauritania Singapore Zambia
Mauritius Slovak Republic Zimbabwe
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Appendix 2: Descr

iptive Statistics

Variables Mean Standard Deviation  Minimum Maximum Observations
Aggregated Labour Rights 25.873 7.750 0.000 37.000 2458
Labour Rights Practices 22.231 4.445 0.000 27.500 2610
Labour Rights Laws 22.642 5.499 0.000 28.500 2610
Per capita GDP (log) 7.122 1.366 2.856 10.995 2610
GDP (log) 8.854 1.880 4.813 14.069 2461
Growth Rate of GDP 1.848 27.811 -44.191 973.608 2610
Openness 62.86 53.012 4.96 986.64 2334
Industry Share in GDP 29.609 13.459 0.270 91.607 2468
Labour Force Participation Rate 66.644 11.766 6.755 93.200 2610
Democracy (Freedom House) -4.228 1.795 -1.000 -7.000 2505
Government's Ideology 0.105 0.694 -1.000 1.000 2473
IMF SAP participation 0.115 0.319 0.000 1.000 2610
ILO 87 and 98 Treaties Ratified 1.287 0.851 0.000 2.000 2610
Spatial lag: Labour Rights 21.267 2.409 16.684 27.012 2461
Spatial lag: Labour Rights
Practices 19.565 1.808 16.073 22.807 2461
Spatial lag: Labour Rights Laws 20.702 0.871 19.109 23.785 2461

Appendix 3: Data Sources
Variables Data description Data Sour ces

Labour Rights index

Measures 37 aspectsLabouirights (both Laws an
Practices) on a scale of 0 — 74.5 (see section 3)

Mosley and Uno (200

Labour Rights Practices and
Laws

Measures 16 aspects Laboui rights Practices on
scale of 0 — 27.5 and 21 aspects of Labaghts
Laws on a scale of 0 — 28.5 (see section 3)

MazshelyUno (2007)

Spatial lag: Labour rights

Laboui rights in k sample (nof” country) weighte
by GDP

Own construction

Per capita GDP and growth ra|

Per capita GDP (logged) in US$ 2000 con: priceg
t@nd rate of growth of per capita GDP.

Economic Research Service (ER
Washington DC

Opennes (Exports + mports)/GD} UNCTAD
Industry share in GC Share of industry vali-added in total GD UNCTAD
Laboui Force Participation Re |Total Laboui Force share in Populati UNCTAD

Democracy index

Average of Civil and Political Liberties index cat
on a scale of 0 to7- where highest value deng
better liberties.

Freedom House

Government’s ldeology

Incumbent government’s ideology coded on ae
of -1 to +1 wherek is right wing, 0 is centrists, a
+1 is right wing in power.

DPI (Database of Political Institutiol
dataset developed by Keefer 2001).

IMF SAF

Dummy capturing whether a country was uf
IMF’s Structural Adjustment Program or not

Dreh20@6)

ILO 87 and 98 conventior
ratified

Dummy capturing whether a country ratified |
conventions on labour rights, 87 and 98 or not

ILO database on conventic

38




UCD CENTRE FOR ECONOMIC RESEARCH — RECENT WORKING PAPERS

WP10/38 Cormac O Grada: "The Last Major Irish Bank Failure: Lessons for

Today?" November 2010

WP10/39 Kevin Denny and Veruska Oppedisano: "Class Size Effects: Evidence

Using a New Estimation Technique" December 2010

WP10/40 Robert Gillanders and Karl Whelan: "Open For Business? Institutions,

Business Environment and Economic Development" December 2010

WP10/41 Karl Whelan: "EU Economic Governance: Less Might Work Better Than

More" December 2010

WP11/01 Svetlana Batrakova: 'Flip Side of the Pollution Haven: Do Export

Destinations Matter?' January 2011

WP11/02 Olivier Bargain, Mathias Dolls, Dirk Neumann, Andreas Peichl and

Sebastian Siegloch: 'Tax-Benefit Systems in Europe and the US: Between Equity

and Efficiency' January 2011

WP11/03 Cormac O Grada: 'Great Leap into Famine' January 2011

WP11/04 Alpaslan Akay, Olivier Bargain, and Klaus F Zimmermann: 'Relative

Concerns of Rural-to-Urban Migrants in China' January 2011

WP11/05 Matthew T Cole: 'Distorted Trade Barriers' February 2011

WP11/06 Michael Breen and Robert Gillanders: 'Corruption, Institutions and

Regulation' March 2011

WP11/07 Olivier Bargain and Olivier Donni: ‘Optimal Commodity Taxation and

Redistribution within Households' March 2011

WP11/08 Kevin Denny: 'Civic Returns to Education: its Effect on Homophobia'

April 2011

WP11/09 Karl Whelan: 'Ireland’s Sovereign Debt Crisis' May 2011

WP11/10 Morgan Kelly and Cormac O Grada: 'The Preventive Check in Medieval

and Pre-industrial England’ May 2011

WP11/11 Paul J Devereux and Wen Fan: 'Earnings Returns to the British

Education Expansion' June 2011

WP11/12 Cormac O Grada: 'Five Crises' June 2011

WP11/13 Alan Fernihough: 'Human Capital and the Quantity-Quality Trade-Off

during the Demographic Transition: New Evidence from Ireland’ July 2011

WP11/14 Olivier Bargain, Kristian Orsini and Andreas Peichl: 'Labor Supply

Elasticities in Europe and the US' July 2011

WP11/15 Christian Bauer, Ronald B Davies and Andreas Haufler: 'Economic

Integration and the Optimal Corporate Tax Structure with Heterogeneous Firms'

August 2011

WP11/16 Robert Gillanders: 'The Effects of Foreign Aid in Sub-Saharan Africa’

August 2011

WP11/17 Morgan Kelly: ‘A Note on the Size Distribution of Irish Mortgages’

August 2011

WP11/18 Vincent Hogan, Patrick Massey and Shane Massey: 'Late Conversion:

The Impact of Professionalism on European Rugby Union' September 2011

WP11/19 Wen Fan: 'Estimating the Return to College in Britain Using Regression

and Propensity Score Matching' September 2011

WP11/20 Ronald B Davies and Amélie Guillin: '"How Far Away is an Intangible?

Services FDI and Distance' September 2011

WP11/21 Bruce Blonigen and Matthew T Cole: 'Optimal Tariffs with FDI: The

Evidence' September 2011

WP11/22 Alan Fernihough: 'Simple Logit and Probit Marginal Effects in R’

October 2011

UCD Centre for Economic Research Email economics@ucd.ie




