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Abstract

This paper addresses what has been referred to as the “conventional wisdom” that foreign investors

favour countries with lower labour standards. The paper uses new country-level measures of worker

rights (constructed from coding textual information and emphasizing de facto  considera tions) in

econom etric models  of foreign direct inve stment (F DI) inflow s and ma nufacturin g wage s in

samples of up to 127 co untries. Th e wage  model is  used to address a key hypothesized mediating

link between w orker rights and FD I, but also considered are  other possible causal channels through

which worker rights m ight influence FD I, such as through enhancin g political an d social stab ility

and human  capital dev elopme nt. Work er rights addressed are in regard to freedom of association

and collective bargaining, child labour, and gender disc rimination  and inequ ality. Consis tent with

prior studies, no solid evidence is found in support of the “conv entional w isdom,” w ith all evidence

of statist ical sign ificanc e pointi ng in the oppo site direc tion. 



1. Introduction

In a study of the effects of labour standards on foreign d irect investm ent (FD I) location, R odrik

writes of “the conventional wisdom about low-standard countries being a haven for foreign

investors” (Rodrik 1996: 57). Friedman, Gerlowski and Silberman refer to the “conventional

wisdom” that foreign investors tend to locate where union representation is weaker (1992: 411).

How strong is the evidence  for this “con ventional w isdom,” if  it may be f airly called th at? Rodrik

finds no such evidence and neither do studies by the OECD  (1996, 200 0). In assessin g the Rod rik

and 1996 OECD  studies, however, Freeman writes as follows:

Neither the Rodrik nor the OECD study is definitive. The effect of labor standards on

comparative advantage and trade is one of empirical magnitude, which further research shou ld

be able to clarify. We need s tudies with  alternative measures of standards, models, and samples

of countries (Freeman 1996: 103).

The need for m ore studies s eems pla in enough  (including  at the firm lev el, Freem an goes o n to

write), but not many have been forthcoming. The bottleneck is that few alternative measures of

labour standards are available, and that, as Martin and Maskus of the World Bank Development

Research Group put it, “Available measures of labor standards are questionable indicators of actual

worker rights and could be improved” (Martin a nd Mas kus 1999 : 20). The pr esent study  attempts

to make some headway in these regards by using newly constructed indicators of labour standards

that focus on a ctual wo rker rights  and employing them, in samples of up to 127 countries, in cross-

country econometric models of FDI inflows and also m anufacturing wages – the latter to address

a key hypothesized mediating link between worker rights and FDI location.

There has been a rapid expansion of FDI in recent decades, in both an absolute and relative

sense. Regarding the latter, figure 1 shows inward FDI stock as a percentage of GD P from 1 980 to

1998 for the world and fo r less developed cou ntries (LDCs). The  upward  trend is particularly strong

for less developed cou ntries, increasing from 5.4 to 20 .0 percentage points over these years and

suggesting the increased importance for these countries of FDI as well as the increased presence

of multinational firms. (As of 1998, less developed coun tries held 30.9 percent of w orld FDI inw ard

stock, up from 24.5 percent in 1980, and received 26.4 percent of world FDI inflows (UNCTAD

2000) .) Alongside the expansion of FDI have risen concerns regarding  the effects  of competition

among countries or regions to attract FDI. Some determinants of FDI location, such as market size,

are not amenable to short-run policy manipulatio n and so do not come into play in this regard.

These more persistent long-run determinants have been referred to as “classical sources of

comparative advantage” regarding FDI location (Wheeler and Mody 1992: 57). But other potential

determin ants are more malleable, among them taxation policy and environmental and labour

regulations. The scenario of countries or regions com peting agains t each othe r by offering  to

investors ever greater tax breaks and ever weaker regulations has been referred to as a “race to the

bottom .”

A recent OECD study on competition among countries to attract FDI ad dresses whethe r there

is indeed evidence of a “race to the bottom.” The study concludes that there is no decisive evidence

of “any inexora ble tendency towards global ‘bidding wars’ among govern ments  in their comp etition

to attract FDI,” but that the “‘prisoner’s dilemma’ nature of the competition creates a permanent

danger of such ‘wars’” (Oman 2000: 10). A “race to the bottom” does not depend on investors

being truly attracted  to countries with lower labour standards. Perception, true or false, will suffice.

Thus a critical evaluation of the “conventional wisdom” regarding FDI and labour standards is of

policy importance.

This study addresses what are commonly called  core labour stan dards, con sistent with  the ILO

Declaration of Fundamental Principles and Rights at Work , in which these “fundamental rights”

are listed as fo llows (IL O 1998 : 7): 
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(a) freedom of association and the effective recognition of the right to collective bargaining;

(b) the elimination of all forms of forced or compulsory labour;

(c) the effective abolition of child labour; and

(d) the elimination of discrimination in respect of employment and occupation.

In addressing these “fundamental rights,” this study focuses less on labour standards as reflected

in legislation and more  on worker rights in practice. That is, the emphasis is more de facto  than de

jure. Evaluatin g the effect o f these rights o n FDI, this  study finds  no solid ev idence in  support of

the “conventional wisdom.” If anything, the balance of evidence leans in the opposite direction,

with all evidence of statistical significance suggesting that FDI tends be greater in countries w ith

stronger worker rights. This evidence is not found to be consistently statistically  significant,

howe ver, in se nsitivity  analys is regar ding m odel sp ecificat ions an d coun try sam ples. 

Manufacturing wages provid e a useful measure  of labour costs as regards F DI. In spite of a

compositional shift of FDI towards the service sector in recent decades, a large share of FDI

remains in manufacturing , particularly for LDCs (U NCTA D 1999). In  addition, data on

manufacturing wages are availab le for more countries tha n are other measures of labour costs and

also provide a useful proxy for labour costs in the formal sector at large, where FDI is concentrated.

Regarding wage model results, the lack of evidence for the “conventional wisdom” holds even

though stronger righ ts of freedom of asso ciation and collective barga ining (FAC B) are estimated

to be associated with higher manufacturing wages, controlling for labour productivity, and that

higher manufacturing wages are estimated to have a negative effect on FDI. The negative effect of

FACB rights on FDI through wages is estimated to be offset by other positive non-wage effects of

FACB rights on F DI, such th at countries  with strong er FAC B rights are genera lly estimate d to

receive greater FDI inflow s. The interpretation given is that stronger FACB rights are associated

with greater political and social stability, which previous work indicates is an important positive

determ inant of  FDI lo cation ( see belo w). 

This paper contains seven sections. The next, section 2, addresses theoretical issues regarding

the multiple channels through which worker rights might affect FDI – not just through labour costs

but also through facilitating human capital development and political and social stability -- and also

how the effects of worker rights depends on the type of FD I, particularly  vertical versus horizontal

FDI. Section 3 surveys prior empirical studies of the effects on FDI of labour costs, unions, worker

rights, and political and social instability. Section 4 describes the measures of worker rights used

in this study, bo th those ne wly con tracted from  coding tex tual source s and othe rs more re adily

available. Section 5 describes the wage model and then presents hypotheses of and modelling

results for the effects of worker rights on wages. Section 6 follows the same format for FDI inflows

as section 5, and section 7 concludes.

2. The “conventional wisdom”: Some theoretical

considerations

There are two lines of argument that taken together provide support for the “conventional wisdom”

that foreign investors favour countries with lower labour standards. First is that lower labour

standards lead to lower labour costs. There is reason in this view. It should not surprise, for

instance, if severe and persistent violations of basic freedom of association and collective

bargaining rights were to lead to low er labour costs, nor, regarding discrimination, if some groups

of workers are  paid less than others for similarly productive work. The second line of argument is

also credible, that foreign investors prefer to locate where labour costs are lower, other things equal,

most importantly accounting for differences in labour productivity. For once one accounts for
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1 Such a broad view of “discrimination in respect of employment and occupation” is motivated by ILO Convention
111, as is discussed in the opening of section 4 of this paper. 

2 These rankings are based on assessments of the five years prior to the survey, but rankings based the five years
following are nearly the same, the only change being a switch of rankings between “Fear of protectionism” and “Access
to financial resources.” 

differences in labour productivity, labour costs (wages and salaries plus benefits) represent labou r’s

share of income, and from the remaining share come profits. Supporting this line of argument are

two studies finding evidence that FDI tends to be greater where labour costs are lower, controlling

for diffe rences  in labou r produ ctivity (C ulem  1988; F riedm an, Ge rlows ki and S ilberm an 199 2). 

If labour cos ts were the sole mediating link between labour standards and FDI location, then the

case for the “conventional wisd om” w ould be m ore clearcu t. But there are  multiple c hannels

through which labour standards  might influence F DI location and g lobal competitivene ss more

generally. For starters is evidence that higher standards, or stronger  rights, migh t lead to mo re rapid

econom ic growth, and several stud ies provide  evidence th at econom ic growth  is a plus for attracting

FDI (summ arized in  Billington 1999: 66). Regarding gender inequality in education, for instance,

a study by Klasen finds that greater inequality is associated with slower economic growth (Klasen

1999).1 Klasen argues that this results from a “selection distortion factor,” through which greater

inequality  translates into lower average human capital. R egardi ng child  labour , a recent survey on

its econom ic effects iden tifies several c hannels th rough w hich reduc tions of child  labour might lead

to more rapid eco nomic growth, such as by facilitating hum an capital developm ent (Galli 2001).

Stronger rights might also be asso ciated with  greater politic al and socia l stability - particu larly

rights of freedom of association and collective bargaining that are in essence civil rights for w orkers

- and a number of studies find that greater political and social stability are associated w ith more

rapid econom ic growth (sum marized in Bé nabou 1996: 51 ).

These are examples of possible indirect positive effects of worker rights on FDI location,

mediated by eco nom ic grow th. There is also the possibility of direct positive effects of worker

rights on FDI based on the same human capital and political and social stability factors contributing

to economic growth, factors that m ight also be d etermina nts of FDI in their own right. Suggestive

in this regard is a recent survey o f several hundred “m anagers of transnationa l corporations [67

percent of respondents] and international experts around the world  [33 per cent of r espon dents],”

who provided scores of 0 to 5, not im portant to ve ry impo rtant, for thirteen  FDI loc ation criteria

(Hatem 1997: 1 4, 47, 55 -56). Th ese loca tion crite ria are ranked  in order of im portance, m ost to

least, as follows, with the score given in parentheses:2

1. Growth of market (4.2)

2. Size of market (4.1)

3. Profit perspectives (4.0)

4. Political and social stability (3.3)

5. Quality of labour (3.0)

6. Legal and regulatory environment (3.0) 

7. Quality of infrastructure (2.9)

8. Manufacturing and services environment (2.9)

9. Cost of labour (2.4)

10. Access to high technologies (2.3)

11. Fear of protectionism (2.2)

12. Access to financial resources (2.0)

13. Access to raw materials (2.0)

The top two ranked criteria, “growth of market” and “size of marke t,” relate to m arket poten tial;

“political and social s tability” rank s fourth; “co st of labour”  is well  down the list, ranked ninth.

These survey results suggest that if stronger worker rig hts are associa ted with h igher labou r costs
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– a negative for FD I – but also with greater stability – a positive for FDI – the positive effects may

well offset the negative. These res ults are similar to those of executive surveys from the 1960s,

described by Schneider and Frey as follows: “executives report political instability to be the most

important variable influ encing the ir foreign investm ent decision s, aside from  market p otential”

(Schneider and  Frey 1985: 162 ).

Ranked fifth in the survey is “quality of labour.” Already noted w as how g reater gend er equality

in educational attainme nt and redu ctions in child  labour might contribute to economic growth by

facilitating human  capital dev elopme nt. This surve y result sugg ests that enhancing human capital

also has a direct positive effect on FDI location, in addition to the indirect positive effect through

growth. In this sense too, stronger worker rights might lead to greater FDI inflows. This survey

finding is consistent with prior studies comparing the characteristics of multinational versus

domestic firms, summarized by Ha nson as follows:

That multinational firm s are different from purely domestic firms is abundantly clear. Across

countries and time several empirical regularities are apparent. Relative to their domestic counterparts,

multinationals  are larger, pay their workers higher wages, have higher factor productivity, are more

intensive in capital, skilled labor, and intellectual property, are m ore profitable, and are m ore likely

to export (Hanson 2000: 21-22, emphasis added ).

Some considerations on ch ild labour are worth a mention as regards “ quality of lab our.” Child

labour is unskilled labour, and therefore even if more child labour does result in lower average

labour costs (whether by increasing the supply of unskilled labour or through wage discrimination

against children), this holds only for the m arket for unskilled labour.  Moreover, if reducing child

labour facilitates human capital development, such as by enabling regular school attendance or

providing children with m ore time and ene rgy for their studies, this relates more  to the market for

skilled than unskilled labour. As the above survey results and the quote from Hanson suggest, the

market for unskilled labour is less relevant for multinational firms and FDI location than the market

for skilled labou r. In this sense, the causal channel through which reducing child labour might lead

to more F DI (by inc reasing hu man ca pital) is more  directly linke d with the  determin ants of FDI

location than the cau sal channe l through w hich reduc ing child lab our mig ht lead to  less FDI (by

increasing labour costs in the unskilled labour market). For these re asons too th e relationsh ip

between FDI and labour standards is more multifaceted than suggested by the “conventional

wisdom”.

Evaluating the “conventional wisdom” and the determinants of F DI location m ore generally is

complicated by the fact that FDI takes different forms and is undertaken for different reasons.

Because of data una vailability, thes e differenc es are alm ost invariab ly lumped together in empirical

analyses of FDI lo cation (inclu ding the pr esent study ). Regardin g forms o f FDI, par ticularly

important has been the rapid growth o f cross-border merg ers and acquisitions (M  & As), the value

of which ro se rapidly in  recent yea rs relative to  total FDI inflows. M & As are distinguished most

importan tly from so-called “greenfield investment,” meaning investment in new plant and

equipm ent. For less developed countries, the value of M & As in relation to total FDI inflows

increased from about 15 to 30 percent from 1993 to 1999 ; for developed co untries, this measure

increased from about 50 to just over 100 percent ov er these yea rs (M &  As are fina nced not o nly

from FDI bu t also from  international capital markets, and so can exceed FDI inflows in value)

(UNCTAD 2000). It is  argued tha t M & A s are determ ined by “s trategic considerations” rather than

the “location fa ctors” deter mining o ther form s of FDI (B illington 19 99: 68). It may be the case,

then, that the effect of worker rights on FDI depends on whether FDI takes the form o f greenfield

investm ent or M  & As . 

As regards w orker rights  and labou r costs as dete rminan ts of FDI lo cation, perhaps mo re

important than these different forms of FDI are the different reasons for undertaking FDI. Most

basic is the distinction between vertical and horizontal FDI. Vertical FDI is argued to result from
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3 Perhaps worth noting in this regard is that since trade occurs among countries having very different factor costs and
since horizontal FDI is a substitute for trade, it follows that horizontal FDI will occur among countries having very
different factor costs. In this sense, one cannot necessarily know a priori whether FDI from, say, a high labour cost to
a low labour cost country is vertical or horizontal, for this depends on the nature of goods produced by a particular firm
and the demand for these goods in the market of the low labour cost country. This contrasts somewhat with an aspect
of FDI location theory as described by Hanson, who writes: “Theory also predicts that firms will penetrate foreign
markets through vertical FDI when factor-cost differences between countries are large and through horizontal FDI when
countries are similar in terms of market size and factor cost” (Hanson 2000: 17-18). Nonetheless, since factor cost
differences are a key determinant of vertical but not horizontal FDI, a greater share of total FDI from high labour cost
to low labour cost countries is likely to be vertical than horizontal FDI as compared with the share of total FDI from high
labour cost to other high labour cost countries.

multinatio nals taking advantage of differences in factor costs among countries, concentrating their

more labour-intensive activities where labour costs are lower and m ore capital-intensive activities

where capital costs are lower. Brainard calls this the “factor-proportions hypothesis,” which she

describes as “the dominant explanation of multinational activity within traditional trade theory”

(Brainard 1997: 520). For ve rtical FDI, goods are pro duced not for sale to bu t for export from

countries receiving F DI. Expo rt processin g zones pr ovide a cla ssic exam ple of vertical FDI, for

which restrictions are typically  impose d on mu ltinationals sellin g in the domestic market (Hanson

2000:  42). 

Horizontal FDI occurs when firms locate investment abroad in order to facilitate sales to the

countries or regions in which they are investing. From th e viewp oint of a firm  in its home country,

horizontal FDI provides an alternative to exporting as a means of selling in foreign markets. At the

same time, horizontal FDI can also increase imports into the recipient country insofar as

multinatio nals rely on imports of intermediate goods in the production of more downstream goods.

The extent to which firms rely on horizontal FDI versus exporting is argued to depend on exporting

costs (particularly transport costs and tariffs), restrictions on FDI flows, and the importance of scale

economies. Brainard c alls this the “pr oximity- concentra tion hypo thesis,” in that th e exporting  costs

to firms from being  farther from custom ers trade off against the scale ben efits to firms resulting

from the concentration of production (ibid.: 520).3

Since patterns of vertical but not horizontal FDI are a rgued to b e determ ined by dif ferences in

factor costs, differences in labour costs – such  as from stro nger wo rker rights  – matter d ifferently

for vertical and horizontal FD I. Specifically, an increase in labour costs, all else equal, is expected

to have a negative effect on countries whose comparative advantage in attracting vertical FDI

depends on low lab our costs . At the same time, if labour costs are lowered by, for instance,

weakening rights of freedom of association and coll ective barg aining, then  all else is not eq ual,

since this weakening can create the political and social instab ility to which foreign inves tors are

averse. With horizontal FDI, the effects of labour cost increases, all else equal, are less clearcu t,

since multinationals not only produce but also sell in recipient countries. In this sense, market

potential matters in determining the location of horizontal but not vertical FDI, and labour cost

increases may affect market potential. For a given level of labour productivity, labour cost increases

create a shift in functional income distribution towards labour and away from other factors of

production. In the sho rt-run, the effect of such a shift on market potential is goods specific and

depends on the extent to which go ods produced b y multinationals are pu rchased by w orkers or are

rather luxury  goods . If produ cts are p urchas ed prim arily by  work ers, then an increase in labour

costs might lead to increased demand for those goods, potentially offsetting negative effects on FDI

resulting from higher labour costs. In a more long-run dynamic sense, such a shift in functional

distribution might also increase overall market potential by  boosting a ggregate  demand, depending

on whether a country is in a scenario of “wage-led growth” or “profit-led growth” (Taylor 1991;

Bleck er 1996 ).  

Evaluating the effects  of labour costs on the location of total FDI depends then on the relative

importance of vertic al versu s horizo ntal FD I. It is useful in this regard to return to the survey of
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executives of multina tionals and international experts noted above, which asks additional questions

about the relative importance of horizontal FDI (referred to in the report as “production abroad for

the local market”) and vertical FDI (referred to in the report as “production abroad for reexports”

or “relocation” FDI), with breakdowns by respond ents from service and manufacturing sector firms.

For the thirteen FDI location  criteria noted above are  also breakdowns by respondents from firms

headquartered in North America, Western Europe, Japan, and Asian NIEs (newly industrialized

economies).  These additional and disaggregated results are summarized in the survey report as

follows:

On average, the respon dents in the survey place twice as much weight on production for the local

market than o n relocation in  their internationalization strategy. This preference is more marked for

the services sector, whe re exports are often technically impossible, thus making location close to the

end market a necessity. But it can also be observed, to a lesser extent, in manufacturing. In other

words, most investment flows are not aimed at shifting production away from the home country, but

at expanding a firm’s world-market share… . However, Asian businesses, particularly Japanese

companies, make acce ss to resources a m ore important co nsideration in selecting lo cations than their

United States and European counterparts. For manufacturing companies based in Asian newly

industrializing economies, for instance, the search for lowest labour costs has been a main reason for

the relocation of light industry from their home countries toward  developing Asian economies, and

particularly towards China, that began in the late 1980s (Hatem 1997: 13, 15).

In sum, the survey results suggest that horizontal FDI is more important overall than vertical

FDI, that horizontal FDI is m ore important in the serv ice than manu facturing sector, and that

horizontal FDI is more important and labour costs less important for responden ts from We stern

European and North A merican than Japanese and Asian NIE firms. That said, respondents from

Japanese (though not Asian NIE) firms gave as much importance to “political and social stability”

as did We stern Euro pean and  North A merican  firms; and  though th ey gave m ore importance to

“cost of labour” than did respondents from Western European and North American firms, they

nonetheless gave “cost of labour” less importance than “political and social stability” (based on the

0 to 5 scoring system ) (ibid: 55-56).

Regarding the greater importance of vertical FDI for Japanese than North American firms, these

survey finding are  consistent w ith an econometric study of outward FDI from the U.S. and Japan

into Southeast Asia and Latin America and the relationship of this FDI with trade patterns

(Goldberg  and Klein 1997). Evaluating the period from the late-1970s to the mid-1990s, the

contrasting FDI-trade dynamic between the U .S. and Japan is clearest with respect to Southeast

Asia, of which the authors write, “Japan ese direct investment ex pands both the exp ort and import

linkages of Southeast Asia. United States FDI plays a different role in the region: it substitutes for

South east A sian im ports fro m the U nited S tates” (ib id: 2). 

Empirical analyses of FDI location generally com bine vertical and horizon tal FDI, which

clearly differ in their  determin ants. This m eans that the  results of suc h studies ho ld only for average

FDI, not necessarily for FDI undertaken in different sectors and regions and for different s trategic

reasons. These cautions should be borne in mind when evaluating empirical evidence on the

determ inants o f FDI  location . 

3. The “conventional wisdom”: Prior empirical evidence

The section summarizes empirical studies (all but one using econometric modelling) of the effects

on FDI of labour costs, unions, worker rights, and poli tical and social instability. These studies
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variously  evaluate total FDI inflows by country, outward U.S. FDI by country and region, and

manu facturin g FD I into the  states of  the U.S . 

3.1 The effects of labour costs on FDI

Econom etric models of the effects of labour costs on FDI location can be divided into those that

do not directly control for labour productivity and those that do. These former may capture, though,

a sizeable share of labour productivity variation insofar as they include measures of per capita 

income (a comm on measure  of market potential), education, or other variables that proxy for labour

productivity. First considered are  six studies that do not directly control for labour productivity and

then two that do.

Schneider and Frey evaluate total FDI inflows in per capita terms for fifty-four less developed

countries for three years, 1976, 1979, and 1980, in separate cross-sectional regressions (1985). The

authors find that FDI  inflows ar e significan tly less in coun tries with hig her wag es. Thoug h their

models  do not include direct measures of labour productivity, they do include GNP per capita and

secondary education enrollment rates.

Jun and Singh analyse total FDI inflows relative to host country GDP for thirty-one less

developed countries from 1970 to 1993, pooling data across countries and over time (1996).

Similarly  with Schneider and Frey, the authors  find a negative relationship be tween wag es and FDI,

statistica lly signi ficant in  most c ases, in m odels th at includ e GD P per c apita. 

Wheeler and M ody analy ze outw ard U.S. F DI in forty -two de veloped and less developed

countries from 1982 to 1988, pooling data across countries and over time, with fixed effects for

time and separate regressions for investments in manufacturing as a who le and in  the manufacture

of electronics (1992). In contrast with the tw o prior studie s, the authors  estimate  that there is more

FDI in countries with higher manufacturing wages, a statistically significant relationship for the

electronics industry bu t not for ma nufacturin g as a who le. But neither measures of nor clearcut

proxies for labour productivity are included in their regressions.

Billington evaluates total FDI inflows for the U.S., Japan, Germany, France, the U.K., Canada

and Australia from 1986 to 1993, pooling data across countries and over time, and finds no

relationship  between FDI and manufa cturing wages for m ales (1999). As with Wheeler and Mody,

neither  meas ures of n or prox ies for la bour p roduct ivity are  include d in the a nalysis . 

Cooke and No ble evalua te outward U.S. FDI in nine industries (seven of them manufacturing)

in thirty-three developed and less de veloped c ountries in cr oss-section al regression s for 1993 , with

separate  regressions measuring FDI in terms of accumulated assets and employme nt (1998).

Included in these regressions are GDP per capita and average years of schooling by country. Similar

to Wheeler and Mody, the authors find a positive  relationship  between  FDI an d labour co sts

(average hourly wage and benefit costs for production workers by country), statistically significant

for FDI assets. The authors do not take this finding at fa ce value, ho wever, an d argue it  may resu lt

from labour costs proxying for labour productivity. They make their argument on the grounds that

labour productivity is not adequately captured in their regressions, is a key determinant of labour

costs, and is a positive determinant of FDI. The concern that labour costs might be proxying for

labour productivity holds all the more strongly for models that do not include proxies for labour

productiv ity (other than  labour cos ts themse lves), such as  in the studies by Wheeler and Mody and

by Billington.

Head, Ries and Swenson evaluate the location choice of Japanese multinationals for the fifty-

states of the U.S. (1999). In particular, the authors evaluate the “760 new Japanese-owned

manufacturing plants that began operations in the US between 1980 and 1992,” using a conditional

logit model a nd poolin g data across states and years (ibid.: 198). In fuller specifications of their FDI

model that include measures for regional and agglomeration effects, the authors find a significant

positive relationship between manufacturing wages and location choice. However, their model
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includes neither measures of nor proxies for labour productivity and, as with Cooke and Noble, the

authors argue that the positive sign may result from wages proxying for labour productivity.

Culem looks at total bilateral FDI flows, normalized relative to the GDP of the source country,

among the U.S., Germany, France, the United Kingdom, the Netherlands, and Belgium for the y ears

1969 to 1982, pooling data across countries and over time and with  regional breakdow ns (1988).

Labour productivity is controlled for directly, in that the two measures of labour costs are, in

separate  regressions, the unit labour costs of the host country and the unit labour costs of the host

country minus the unit labour costs of source country. For all bilateral flows among the six

countries, FDI is estimated to be significantly less in countries with higher unit labour costs, for

both measur es of labou r costs. Thes e results  are consistent with Schneider and Frey, Jun and Singh,

and the “conventional wisdom” more generally. Results are less clearcut for regional breakdowns.

For both FD I within  Europe and from the U.S. into Europe, for instance, a ne gative relatio nship is

found between FDI and the unit labour costs of the host country and a positive relationship is found

between FDI and the unit labour cost differen tial, with results  statistically significant fo r FDI w ithin

Europe; for FDI from Europe in to the U.S., a positive though not statistically significant

relation ship is fo und be tween  FDI a nd both  measu res of lab our cos ts.   

Friedman, Gerlowski and Silberman evaluate announced decisions of foreign m ultinationals  to

establish new manufacturing plants in the forty-eight contiguous states of the U.S., using a

conditional logit model and pooling data across states and three sub-periods between 1977 and 1988

(1992). Controlling for labour p roductivity  in manufacturing by state, the authors estimate that the

decision to undertake FDI in a state is negatively affected by higher manufact uring w ages, a

statistically  significant result. Evaluating FDI decisions for only Japanese or only European

multinatio nals also yield negative relationships, though statistically significant only for Japanese

multinationals.

3.2 The effects of unions on FDI

Friedman, Gerlow ski and Silb erman fin d that the likelih ood of FD I being un dertaken is

significantly  greater in U.S. states with higher unionization rates, including FDI undertake n only

by Japanese multinationals  (ibid.). However, this result is from a model that includes manufacturing

wages and labour productivity and so abstracts from possible union wage effects. In  contrast, Head,

Ries and Swenson find the opposite, that the likelihood of FDI being undertaken by Japanese

multinatio nals is less, sometim es significan tly so, in U.S. state s with high er unioniza tion rates (in

model specifications with measures for regional and agglomeration effects, though the coefficient

estimate  on the unionization rate is positive but not statistically significant in specifications without

these measures) ( ibid.). Similar to H ead, Ries an d Swen son, Coo ke and N oble find that outward

U.S. FDI is significantly less in developed and less developed countries with higher unionization

rates, in models that include labour costs but not labour productivity (ibid.). For both these studies,

though, labour costs may proxy for labour productivity and so the implications regarding union

wage effects are am biguous. C ooke and  Noble  authors also estimate FDI to be significa ntly less in

countr ies with  more  central ized w age sett ing, wi th centralization measur ed by a du mmy  variable

that “Equals Yes (1) if parties generally negotiate contracts beyond company-wide level; equals No

(0) otherwise” (Cooke and Noble 1998: 583). In an earlier study, Cooke came to the same

conclu sions fo r outw ard U.S . FDI in  ninetee n OEC D cou ntries (1 997). 

Karier looks at outward U.S. FDI in thirty-two manufacturing industries in ten developed and

less developed regions of the world in cross-sectional regressions for 1982 (1995). FDI is measured

variously  as the ratios of foreign to dome stic value-added, foreign to domestic sales, and foreign

to domes tic employment. The author’s models include variables for both unionization rates in the

U.S. for the thirty-two industries and unionization rates abroad for the ten regions. As the models

do not include measures of labour costs, results on unionization rates include possible un ion effects

on labour cos ts. For dom estic union ization rates, co efficients  estimates are sometimes positive and
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sometimes negative, depending on the mod el specificatio n, but neve r statistically sign ificant. For

foreign unionization rates, coefficient estimates are consisten tly positive but generally  insignificant.

Summarizing his findings, Karier writes that “these results suggest that unionization in the United

States and abroad are not particularly important in determining which U.S. firms invest abroad or

where they invest” (ibid.: 117). 

3.3 The effects of worker rights on FDI

In addition to labour costs, unions, and the centralization of wage setting, Cooke and Noble also

evaluate the effects of worker rights on outward U.S. FDI, using the total number of ILO

conventions ratified by a country as a measure of worker rights (ibid.).  The authors find that FDI

is signifi cantly g reater in  countr ies with  more  ratificatio ns. 

An OECD study evaluates the correlation between annual average total FDI inflows from 1995

to 1998 and a measure of freedom of association and collective bargaining rights, for seventy-five

developed and less developed countries (OECD 2000). The OECD measu re is constructed by

compiling up to a paragraph of text for each of three categories: restrictions on the right to establish

free unions; restrictions on the right to strike; and protection of union members and collective

bargaining rights. Based on this text, a pa nel of evalu ators gives e ach coun try an over all score of

1, 2, 3 or 4, with  1 indicating weakest rights and 4 indicating strongest rights. The correlation

coefficient between FDI and this me asure is  small  but positive , at 0.20. Me asuring F DI inflow s in

per capita term s, the coefficie nt is 0.41. Tha t is, FDI tends to be greater in countries with better

work er rights  scores, a bsent c ontrols  for othe r determ inants o f FDI . 

Rodrik  evaluates o utward U .S. manu facturing F DI in forty  countries, m easuring FDI as the

value of such investment from  1982 to 1989 relative to th e stock of such investm ent in 1982 (1996 ).

Rodrik’s measures of worker rights include the number of total ILO conventions ratified, the

number of ILO conventions ratified that pertain to core worker rights, the Freedom House

democracy index (which addresses worker rights of freedom of association and collective

bargaining), scaled to ran ge in value from  0 for least dem ocratic to  1 for mo st, and an ind ex of child

labour. Rodrik’s child labour index is constructed by coding text from ILO sources and the U.S.

State Department’s Country Reports on Human Rights Practices. Two sorts of problems are coded,

problems with child labour legislation and problems with enforcement of child labour legislation.

A countr y gets a  score o f 0 for no  proble ms ob served , 1 for either problem observed, and 2 for both

proble ms ob served . 

Rodrik  finds no relationship between U.S. manufacturing FDI and the number of ILO

conventions ratified. He finds a significantly positive relationship with the democracy index and

a significantly negative relationship with the child labour index. That is, FDI is estimated to be

greater in countries with stronger worker rights, as indicated by these measures. In the same study,

Rodrik  also constructs a model of manufacturing labour costs and  again finds  a significantly

positive relationship with the democracy index and a significantly negative relationship with the

child labour index. That is, manufacturing labour costs are estimated to be highe r in countries  with

stronger democracy and less child labour by these measures. Rodrik later more fully explored the

relationship  between manufacturing wages and the democracy index and came to the same

conclusion (1999). Rodrik’s FDI model does not control for labour costs, and so the resu lt of more

FDI in countries with stronge r worker rights includes  the effect of worker rights on labour costs.

The differences between Rodrik’s results on FDI and labour costs might seem contrary, given the

empirical evidence and theore tical expecta tion that high er labour co sts can negatively effect F DI,

controlling for labour pro ductivity. Su ch a readin g is given to these results by F reeman, wh o refers

to them as “inconsistent” (Freeman 1996: 103). However, there would be inconsistency only if

labour costs were the sole channel through which wo rker rights affect FDI.  The labo ur cost effec ts

of worker rights on FDI might be more than offset by other positive effects of worker rights, such

as through facilitating human capital development and political and social stability.
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3.4 The effects of political and social instability on FDI

Schneider and Frey use as a mea sure of politic al instability the  numbe r of political strik es and riots

in a country and find that FD I is significantly less where political instability is greater ( ibid.). Also

tested in their regres sions we re the Institutio nal Investo r country c redit rating index, constructed

from surveys of international bankers and based on a number of econom ic and political factors:

“econo mic outlook ,” “debt service,”  “financial re serves/curr ent accou nt,” “fiscal po licy,” “polit ical

outloo k,” “access to capital markets,” “trade balance,” “inflow of portfolio investment,” and

“foreign direct investment”  (Erb, Harvey and Viskanta 1996: 30)). T he authors  find that FD I is

signific antly gr eater w here co untry ris k by thi s meas ure is low er. 

Wheeler and Mod y construct a principal com ponent measu re of country risk that incorporates

a wide ran ge of variab les related to  political and social stability (ibid.). Though  not a statistically

significant relation ship, the authors estim ate FDI to  be some what gre ater whe re country  risk is

lower.

Jun and Singh use three measures of political and social in stability in  their analysis (ibid.).  Two

are from Business Environment Risk Intelligence (BERI), constructed  from surveys of in ternational

experts. The BERI operational risk index addresses a similar range of business risk factors as the

Institutional Investor index while the BERI political risk index addresses political and cultural

fractionalization and “societal conflict involving demonstrations and street violence” (ibid.: 81).

The authors find FDI to be greater, significantly so for most model specification s, where country

risk by both these measures is lower. The auth ors also use “ the num ber of wo rkdays los t due to

industrial or c ivil strife” in their  regression s and find tha t FDI is ge nerally estim ated to be less in

countries having m ore work days lost,  with borderline (10 percent) statistical significance in some

specifications (ibid.: 87). 

Summing up, the evidence of the effec ts of labour costs on FD I is mixed, but leans tow ard

suggesting that higher la bour costs  negatively  affect FD I. This is more cle arly so for the two studies

that directly control for labour productivity (Culem 1988; Friedman, Gerlowski and Silberman

1992). Regarding the effects of unions, the evidence is inconclusive. Regarding worker rig hts, all

three studies surv eyed sug gest that FD I tends to  be greater in countries with stronger worker rights,

contrary to the “conventional wisdom.” Similarly with worker rights, the studies on political and

social instability suggest that greater instability negatively affects FDI. The findings of these prior

studies are consistent overall with the findings of the present study.

4. Measures of worker rights 

Measures of worke r rights we re construc ted largely  along the lines of the ILO’s four “fundamental

rights at work,” fo r freedom  of associatio n and collec tive bargain ing, child labour, forced labour

(not used in this study, for reasons noted below), and gender inequality.

The general approach is to employ multiple measures for each of the four “fundamental rights,”

rather than fewer composite measures. There are two reasons for this. The use of multiple measures

enables one to more adequately address causal specificity -- the ways in which, for instance,

different aspects of FACB rights or different kinds of inequality might differently affect labour

costs and FDI location.  The use of multiple measures also provides a test of robustness, for

instance as regards the different types of measurement error to which different m easures are prone.

This paper restricts the definition of “discrimination in respect of employment and occupation”

and solely addresses gender inequality (ILO 1998: 7). There are several reasons for this. The focus

on gender rather than other forms  of inequality is both because  data with gender b reakdowns  are

far more available and because of the pervasive nature of gender inequality, whatever the cultural
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4 In the FDI model, the variable on wages/value-added is also for the 1992 to 1997 period, again to increase the number
of observations but also to facilitate comparison of results from wage and FDI models.

or demographic makeup of a country (World Bank 2001). As for the focus on inequality rather than

discrimination, the latter is gen erally define d in economics as residual inequality after accounting

for other determinants of a given employment outcome, such as earnings (leaving aside the issue

of unobserved de terminants). But given the difficulty of controlling, at the country level, for these

other determinants of employment outcom es, it is not obvious how to construct meaningful co untry

level measures of discrimination. Also relevant is that the ILO uses a very broad definition of

discrimination, in essence equating discrimination with not only inequality in employment

outcomes but with inequality in the determin ants of employment outcomes. This is apparent from

Convention 111, titled “Discrimination (Employment and Occup ation),” one of the key conventions

undergirding “fundamental rights at work.” Convention 111 states:

For the purpose of this  Convention the term discrimination includes…any distinction, exclusion or

preference made on the basis of race, colour, sex, religion, political opinion, national extraction or

social origin, which has the effect of nullifying or imp airing equality of opp ortunity or treatme nt in

employment or occupation…For the purpose of this Convention the terms employment and

occupation include access to vocational training, access to employment and particular occupations,

and terms and conditions of employm ent [italics in original].

   The reference to “equality of opportunity” and “access to vocational training” motivates

evaluating gender inequality in educational attainment and literacy, not employment outcom es,

strictly s peakin g, but rat her dete rmina nts of em ploym ent outc omes . 

Measures of worker rights and variables in the wage and FDI models are generally for the mid-

1990s, with all models cross-sectional in form and with countries as units of ob servation. T his

cross-sectional approach results from information constraints for years prior to the mid-1990s for

the newly constructed measur es of wor ker rights co nstructed fro m codin g textual sou rces. In short,

the quality of the textual information used to construct these measures is considerably poorer for

earlier years, when existent at all. (It also seems doubtful that such measure s for future periods w ill

do well in capturing changes within countries, given that there is at present no coordination between

the collection and publication  of textual information and the construction of indices and thus no

assura nce of  consis tency o ver tim e in the  textua l source s.)

When data are available annually, five-year averages fo r the 1993 to 1997  period are

constructed. The exce ptions are: v ariables in the  wage m odel, which are six-year averages for the

1992 to 1997 pe riod (to obta in several more observations, particularly regarding wages and value-

added); and the dependent variable in the FDI model, which is a seven-year average for the 1993

to 1999 period (accounting for a somewhat lagged response to explanatory variables for the 1993

to 1997 period and  yielding a slightly better mod elling fit).4 In a num ber of c ases, data are not

available annually, in which case data for 1995 or the nearest available year was used.

For indices constructed from coding textual information, events that occurred between 1993 and

1997 inclusive are coded. These have been constructed for up to 170 countries and a re underlined

here. What follows are brief descriptions of the measures constructed from coding textual

information along w ith descriptions of o ther more  generally a vailable m easures of  worker rig hts

that are used here. Fuller descriptions of the newly constructed indices are available elsewhere

(Kucera 2000, 2001). Additional information on data sources is provided in an appendix.
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5 This means that if these measures are constructed for future periods, the mid-1990s measures might need to be
rescaled.

4.1 Freedom of association and collective bargaining measures 

Seven measures related to freedom of association and collective bargaining (FACB) are used.

Unionisation rate. This is defined as the num ber of union me mbers as a percentage of the non-

agricultural labour force.

FACB index, unweighted and FACB index, weighted . These measures of freedom of

association and collective bargaining are based on thirty-seven evaluation criteria that address de

jure as well as de facto  problem s, leaning in e mphasis  toward th e latter. This  contrasts with prior

work using the number of ratified ILO Conventions as an indicator of worker rights, which is not

only purely de jure but does not necessa rily correspond with actual legislation w ithin a country

(Rodr ik 1996 ; Cook e and N oble 19 98). 

The thirty-seven evaluation criteria are based on ILO Conventions 87 (“Freedom of Association

and Protection of the Right to  Organis e”) and 98  (“Right to  Organise and Collective Bargaining”)

and related ILO jurisprudence, as well as problems noted in textual sources. The m easures are

constructed in unweighted (that is, equally weighted) and weighted form, scaled from 0 to10, with

0 indicating th e best possible score (least violations observed) and 10 indicating the worst (most

violations observed) possible score.

The method of con struction consists of the follow ing steps. First, three textual sources are

examined, the International Confe deration of Free Trad e Unions’ (ICF TU) Annual Survey of

Violations of Trade U nion Righ ts, the U.S. State Dep artment’s Country  Reports o n Hum an Rights

Practices, and the ILO’s Reports of the Committee on Freedom of Association. Textual sources are

compa ratively rich for FACB rights, with all three sources covering a wide range of countries,

published with at least annual frequency, and using definitions of FACB rights that are by and large

consistent with ILO Conven tions and ju risprudenc e. Partly bec ause of the  better quality  of textual

information, lessening a key source of mismeasurement error, more confidence is placed in the

FACB measures and derived results than in the other indices constructed from textual sources (for

child lab our and  forced  labour ). 

Problems found regarding the thirty-seven evaluation criteria are then coded with lette rs “a,”

“b,” or “c,” indicating each of the d ifferent information sources, respectively. Next, a dummy

variable is constructed for each country in which an observation of a problem in any of the three

information sources is g iven a valu e of 1 and n o observa tions in any of the three sources is given

a value of 0, for each of the evaluation criteria. For the weighted measures, each of the evaluation

criteria is assigned a weight of 1, 1.25, 1.5, 1.75 or 2, with g reater weights indicating  what are

judged to be more severe problems (based in part on the qualitative language used in the Reports

of the Committee on Freedom of Association). Dummy variables for each country are then

multiplied by the w eights, a nd then  this pro duct is  summed across the evaluation criteria to yield,

for each country, a non-scaled raw score. The non-scaled measures are then re-scaled to range from

0 to 10, with 10 equal to the maximum observed non-scaled score (not maximum possible  non-

scaled score).5 The sam e procedu re is used for  the unwe ighted m easures, asid e from m ultiplying

by the w eights.    

A hypothetic al exam ple of this m ethod is illustrated in Table 1. Column A shows the thirty-

seven evaluation criteria grouped  by six categories: freedom  of association and collective

bargaining-related civil liberties; right to establish and join union and worker organizations; other

union activities; right to collectively bargain; right to strike; and e xport proc essing zon es. It should

be empha sized that the descriptions of the thirty-seven ev aluation criteria listed in column  A are

labels, not definitions. Each of the evaluation criteria are based on a detailed set of definitions and

decision rules, indicating relevant ILO Convention articles and jurisprudence passages; how to
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6 The thirty-seven evaluation criteria could also be aggregated with principal components or cluster analysis, giving
more weight to more frequently observed violations. This was not thought to be particularly useful for this study,
however, as some of the least frequently observed violations, such as those related to basic civil liberties, may well be
of greater importance as regards the effects of FACB rights on labour costs and on FDI through labour costs and political
and social stability.

7 There is also a difference in construction between weighted and unweighted measures as regards the treatment of
excluded sectors. It is assumed that there is a hierarchy of violations, such that the exclusion of a sector from union
membership (rows 15 and 16) presupposes exclusion from collective bargaining (rows 29 and 30) which itself
presupposes exclusion from the right to strike (rows 34 and 35). For the weighted measures, weights are therefore greater
for lower-numbered rows and, for example, if problems are found in rows 29 and 34, only row 29 was coded, since the
higher weights of lower-number rows addresses the assumed hierarchy of violations. (This holds even if the violations
noted in rows 29 and 34 are for different tradeable sectors.) The unweighted measure also assumes this hierarchy of
violations but in a different manner. Here, for instance, if a violation is only observed in row 29, both rows 29 and 34
are coded. In practical terms, these differences between weighted and unweighted measures come to little as regards
cross-country statistical analysis, given that the correlation coefficient between the two measures is 0.99.

8 Freedom House is a non-profit organization based in the U.S. that describes itself as follows: “Non-partisan and
broad-based, Freedom House is led by a Board of Trustees composed of leading Democrats, Republicans, and
independents; business and labor leaders; former senior government officials; scholars; writers; and journalists”
(www.freedomhouse.org/aboutfh/index.htm).

classify the diverse range of problems noted in the information sources; and how the various

evaluation criteria relate to each other (in terms of mutual exclusivity, how a single problem might

imply  more than one evaluation criteria, and so on). The aim is to have a sufficiently detailed set

of definitions and decision rules that different evaluators would arrive at the same (or at least very

simila r) results . That is, th e aim is  reprod ucibility . 

Column B shows the coding of problems according to the information source and column C the

dummy variables derived from column B. Within column C, a look at the two shaded rows

indicates a value in th e dumm y variable o f 1 for both ro ws, even  though p roblem s were fou nd in

all three information sources for the upper row and only one source for the lower  row. The  rationale

for treating both rows the same (rather than giving more weight to the upper ) is to avoid d ouble

counting, for the different sources are often describing the same problem in a country. Indeed, the

U.S. State Dept. reports are based in part on the ICFTU reports and information from the ILO, and

the ICF TU re ports ar e in turn  based i n part o n inform ation fro m the I LO. 

Weigh ts are shown in column D. Column E shows the product of the dummy and the weights,

the sum of which yields the non-scaled weighted score for a given country. The non-scaled

unweighted score is simply the sum of column C.6 In addition, any country fo r which there are

general prohibitions of the right to establish and join u nion and worke r organizations (row  6),

general absence of the abo ve resulting from soc io-economic b reakdown (ro w 7), or general

prohibitions of the right to collectively bargain (row 24) receive a default score of 10. In spite of

the differences in construction, the correlation coefficient between the unweighted and weighted

 measures is 0.99.7 (Unless indicated otherwise, all correlation c oefficients reported hereafter are

for the largest sample of countries e valuated in  the econometric m odels, 127, ra ther than fo r all

countr ies for w hich m easure s are av ailable.)

FACB in EPZs. This is a dumm y variable for observa tions of FA CB viola tions in exp ort-

processing zones, with 1 indicating violations found and 0 indicating otherwise, and is based on the

thirty-seventh row o f Table 1, taken by itself.

Complementary measures regarding FACB are:

Civil  liberties index, Political rights index, and Democracy index . All three indices are

constructed by Freedom  House and p rovide useful indicators  of the broade r rights conte xt within

which worker rights are situated.8 They also provide measures of important aspects of political and

social stability within a country. The civil liberties index is partly based on a consideration of

FACB rights. Of the fourteen sets of questions addressed in the construction of the index, one is:

“Are there free trad e unions a nd peasa nt organiza tions or equivalents, and is there effective
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collective bargaining ? Are ther e free profe ssional and other private organizations?” (Freedom

House 1999: 548). These questions come under the category of “association and organizational

rights,”  and the other three categories  considere d in the construction of the civil liberties index  are

“freedom of expression and belief,” “rule of law and human rights,” and “personal autonomy and

econom ic rights.” The  political rights  index addresses questions relating to free and fair elections,

the competitiveness of political parties, self-determination, and discrimination. The democracy

index is the average of the civil liberties and political rights indices.

The Freedom House  measur es are resca led to be directly comparable with FACB indices, from

0 to 10, with 0 indicating the best and 10 indicating the worst possible score. Correlation

coefficients  between  the civil liberties index and the unweighted and weighted  FACB  indices are

0.54 and 0.57, respectively (0.50 and 0.54, respectively, for the political rights index). That is, there

is a moderately strong positive correlation, by these measures, between FACB  rights for workers

and civ il libertie s and political ri ghts at la rge. 

4.2 Child labour measures

Five m easure s of child  labour  are use d (nine  countin g break down s by sex ). 

LFP rate, 10-14 years, total, male and female. These are ILO estimates of the labour force

participation rates of those in this age group, broken out by sex. Note that these and the following

measures do  not address the youn gest child labourers .

2nd educ. NON-enroll rate, total, male and female. Defined as 100 minus  gross secondary

education enrollment rates, broken out by sex. This measure provides a useful complement to

labour force participation rates, for which  measurem ent error is “particularly problem atic at the tails

of the age  distribu tion” (M ehran 2 000: xi ). The correlation between non-enrollment rates and labour

force participation rates is quite high, with a correlation coefficient of 0.84 for the total category

as of 1995. While non-en rollment rates surely m ismeasure  the extent of child labour for any given

country (for non-enrolled children are not necessarily in the labour force, and children in the labour

force may also be attending school), the strong correlation with labour force participation rates

suggests  fairly consistent cross-country mismeasurement that washes out in the an alysis of cross-

country variation (the stand ard result of mism easurement error).

These provide aggregate measures of child labour whereas the next two measures focus on

sectors more directly linked to manufacturing and traded goods sectors.

CL in tradeable sectors index. This index is based on summing dummy variables for evidence

recorded in textual sources of child labour in four tradea ble sectors p lus constru ction (roug hly

equivalent to industry plus  agricultural tradeables):

1. textiles, apparel, rugs, leather goods, or footwear

2. other manufacture or craft production

3. mining

4. construction

5. market-oriented agriculture, forestry, or fishing

The index ranges in possible and actual value from 0 to 5, 0 for no evidence found

in any  secto r, 5 for  evide nce fo und in  all sec tors. 

CL in tradeable sectors index + worst . This index is based on the prior index but adds two

additional dummies for evidence of the “worst forms of child labour” found in tradeable sectors,

that is: 1. forced lab our and 2 . other harm ful to health an d safety  (as defined in ILO Convention

182, titled “Worst Forms of Child Labour”). This index ranges in possible and actual value from

0 to 7. 

CL in all sectors index. This variation adds two sectors to the four tradeable sectors plus

construction: 1. subsistence (family-use) agriculture or fishing and 2. informal (or small-scale)
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9 “Grey areas” are those for which there is contention whether they should be considered forced labour. These relate
to compulsory community, national or military service, restrictions on government employees quitting their jobs,
compulsory work by students and faculty in agriculture, compulsory overtime work, and non-payment of wages. 

service sector (“all” refers to all coded sectors, not all possible se ctors of the e conom y). This index

ranges in possible and actual value from 0 to 7.

These sectors and categories were not determined on a priori grounds but rather after having

first read much of the textual information that was subsequently coded. These sources are various

ILO publica tions an d the U .S. State Department’s Country Reports on Human Rights Practices.

The Country  Reports  for instance appear consiste ntly attentive  to the sectors  in which  child

labourers work and to whether there was evidence of forced and otherwis e dangero us child  labour

in these sectors.

Regarding the constru ction of w orker rights  measure s, it should be  mention ed that child  labour

is fundamentally different from rights of freedom of association and collective bargaining. FACB

rights are inherently more qualitative in nature, wherea s it is possible to  develop re liable

quantitative estimates of the number of children in different sectors of the economy (as indeed the

ILO’s IPEC/SIMPOC program is doing for a sizable numbe r of countries). It is hoped that in the

future the ILO’s estimates of labour force participation rates for 10 to 14 year olds will be improved

upon in terms of both the total nu mbers  of economically active children and how  these children are

distributed among secto rs and occupations. S uch sectoral and occu pational breakdow ns are of vital

importance, given the highly heterogenous nature of child labour. Even a two-way split between

child labour in traded versus non-traded sectors (or some other split, such as wage versus non-

wage), could improve the understanding of child labour. Since the number of child labourers can

be counted, the child labour m easures constructed by coding textual information should be

under stood a s purely  provisi onal in n ature.   

4.3 Forced labour measures 

Forced labour indices. Textual sources were coded for evidence of forced labour in four sectors,

similar to the five sectors for child labour but combining sectors 1 an d 2 as a sing le manufacturing

sector, for each of six form s of forced labour.

1. Chattel slav ery on beh alf of private a gents

2. Bonde d labour o r serfdom  on behalf o f private age nts

3. Other or  not specified  on behalf o f private age nts

4. In private p risons or state -run prison s on behalf o f private age nts

5. In state-run prisons other or not specified

6. Resulting from state policy other than prison labour and “grey areas”9

That is, evidence of forced labo ur was co ded into tw enty-four c olumn s -- four secto rs within

each of the six forms. Force d labour exists in other sectors  and other forms, but the abov e were

thought most relevant to the debates on worker rights and global competitiveness. From these

columns, several forced labour index variations were constructed based on all six forms and on just

the first three forms, which exclude prison labour and that resulting from state policy. These indices

ranged from a 0 to  24 (possib le) value va riation (coun ting all forms an d sectors ind ividually) to  a

simpl e dum my va riable, 0  for no e videnc e found  of force d labou r, 1 for ev idence  found . 

The textual sources used to construct the forced labour indices are various ILO publications and

the U.S. State Department’s Country  Reports on  Hum an Rights  Practices. In constructing the

indices and based on additional reading, it became fairly evident that connections between forced

labour and the formal manufacturing sector (for which the wage data apply) as well as with FDI
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10 Whether because of mismeasurement error or the nature of those forms of forced labour considered here, the forced
labour indices consist of 0’s for 80 percent of the 170 countries coded. Of the 20 percent of countries for which there are
observations of forced labour, a disproportionate number drop out of the sample in the wage and FDI models as a result
of missing wage, FDI, and other data. This highly skewed distribution provides a sense of the sensitivity to sample bias.

11 FDI inflows are shown in table A.1 as the log of a country’s percentage of world inflows, but the FDI models use
as a dependent variable FDI inflows as the log of a country’s share of world inflows.

inflows appear tenuous at best. It does not seem credible to believe that any observed correlation

at the country level between the forced labour indices and manufacturing wages or FDI could be

considered causal.  It was also found tha t econom etric results on  the indices a re highly se nsitive to

sample  bias. In the FDI models, for instance, changing the sample by just three countries leads to

large swings in coefficient estimates, of opposite  signs for some model specifications.10 And unlike

the constructed measures of FACB and child labour, there are no alternative measures of forced

labour that one might use to  compare  results. For all  these reasons, the forced labour indices are not

used in this study.

4.4 Gender inequality measures

Five measures of gender inequality are used.

% fe male  in ind ustry . The fem ale percen tage of indu strial emplo yment.

% female  admin.-managerial /% female labour force. This measure of w omen’s

representation in admin istrative and  manag erial occup ations as w ell as the follow ing mea sure is

intended to provide a rough sense of occupational segregation, particularly as regards “glass

ceiling” hypotheses. D ividing by the female percentage of the labour force abstracts from cross-

country differences in female labour supply.

% female profess.-tech/% female labour force. A mea sure of w omen’ s represen tation in

professional and technical occupations. In contrast with the prior measure, women in many regions

of the world are disproportionately represented in these occupations. That is, the measure in these

regions is greater than 1 on  average (table A.1).

Fema le/male  educ. attainment. The female-to-male ratio of the average years of educational

attainment for those 15 years of age or older. The measure is included in the FDI model with either

male  education al attainment as a control (letting total educational attainment vary) or total

educational attainment as a control (with an increase in the ratio implying a decline in male

educational attainm ent).

 Fem ale/ma le literacy. The female-to-male ratio of literacy rates. As with the ratio of

educational attainment, these are included in the FDI model with either male or total literacy rates

as controls.

Female-to-male wage ratios were also constructed, but these were available for relatively few

countries and so were not used.

Shown in appe ndix tab le A.1  are descriptive statistics for these same variables, showing mean

values by region and mean values, standard deviations, coefficients of variation, and maximum and

minimum values for the largest sample of countries evaluated in the FDI models.11 The regional

breakdowns for mean  values are u seful in eva luating differe nces betw een results o f models  with

and without regional dummy variables.

Shown in append ix table A.2  are correlatio n coefficien ts betwee n, respective ly, GDP  per capita

(converted both by U.S. dollar exchange rates and purchasing power parity conversion rates), the

dependent variables of the wage and FD I models, and measures of worker rights. The shaded

columns show the  correlation c oefficients b etween th e GDP  per capita  and worker rights measures.

With  the excep tion of the fem ale percen tage of indu strial emplo yment, a v ery consiste nt pattern

emerges: worker rights by these measur es are cons istently strong er where  GDP  per capita  is higher.
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12 With the caveat that comparative (but not absolute) trade advantage plays out not at the country level but at the
industry level, and so country level relationships may mask the industry level relationships that drive comparative trade
advantage.

That is, where GDP per capita is higher, there are stronger FACB rights, less child labour, and

greater gender equality. Taken GDP per capita as an indicator of development, these correlations

are consistent w ith the view that there is a developmental aspect to worker rights. For the case of

child labour, this po int seems  obvious, as underdev elopme nt and pov erty are key  causes of c hild

labour. Consistent with this, correlation coefficients with GDP per capita are highest with labour

force participation rates for 10 to 14 year olds and with second ary education non-enrollment rates,

ranging between  -0.70 and -0 .86. But corr elation coef ficients also e xceed 0.5 0 in absolu te value for

the ratios of female-to-male educational attainment and literacy and for the Freedom House indices.

A useful area of future study w ould be to try to com e to a deeper understan ding of the different

develo pmen tal deter mina nts of di fferent w orker rig hts. 

5. Worker rights and labour costs: Empirical results 

Debates about the effects of worker rights on global competitiveness – as regards both FDI location

and trade competitivene ss – tend to focus on w hether worker rights hinder competitiveness by

raising labour costs. This thinking underlies the “conventional wisdom.” As su ch, it seemed

worthw hile to directly explore this hypoth esized mediating link  between w orker rights and FDI

location. This analy sis also shed s light on the debates on trade competitiveness, for if no

relationship  is found be tween ce rtain work er rights and  labour cos ts, then these w orker rights  will

not affect trade competitiveness through labour costs.12 

Manufacturing wages are used as a measure of labour costs, for data on these are available for

a good num ber of countries and pro vide a useful proxy fo r labour costs in the sectors receiv ing FDI.

In LDCs, the manufacturing sector continues to receive the largest share of FDI inflo ws, thoug h this

has been d eclinin g largel y as a res ult of a co mpos itional sh ift towa rd servi ces. As  of 1997, 50.1

percent of FDI flo ws into L DCs w ent to ma nufacturin g (down  from 66 .8 percent in 1988),

compared with 41.3 percent to serv ices (define d to include  utilities and co nstruction a nd with

transport/communications and utilities rec eiving the lar gest shares , 7.5 and 6.9 p ercent,

respectively) and 4.6 percent to the primary sector. For developed countries, the shares in 1997

were 35.4 percent to manufacturing (down somewhat from 37 .5 percent in  1988), 53.0  percent to

services (with finance and trade receiving the largest shares, 19.6 and 12.2 percent, respectively),

and 4.3 percent to the prima ry sector (not summing to 100 percent as a result of “unsp ecified” FDI)

(UNCTAD 1999). Given the higher share of FDI going into manufacturing in LDCs than developed

countries, results for effects of worker rights on manufacturing  wages m ight be m ore relevan t in

explaining FDI in LDCs than developed countries (depending on how well manufacturing wages

proxy  for wa ges in a ll the sec tors rec eiving  FDI). 

This section describes general characteristics of the wage and FDI models, the specification and

theoretical motivation of the wage model, and then hypotheses regarding the effects of worker

rights on wages and main econom etric results.

For both wage and FDI models , econom etric results  are based on ordinary least squares and two-

stage least regressions, as noted. White co rrections are  used to  yield heteroscedasticity-consistent

covariance matrices. P roblem atic collinearity was tested by the construction of variance inflation

factors and model specifications were tested with Ramsey RESE T tests. Both wage and FDI

benchma rk models  pass these tests a t conventio nal thresho lds. Bench mark reg ressions ge nerally

make use of conventional independ ent variable s with resu lts similar to th ose found  in prior cross-
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13 That is, excluding Australia, Japan and New Zealand and including Austria, Belgium, Canada, Denmark, Finland,
France, Germany, Greece, Iceland, Ireland, Italy, Luxembourg, the Netherlands, Norway, Portugal, Spain, Sweden,
Switzerland, Turkey, the United Kingdom, and the United States. Turkey is the one LDC among these countries, and the
Middle East/North Africa dummy was excluded from samples of LDCs on the grounds of regional proximity with
Turkey.

country econometric studies of wages and FDI.  Results on measures of worker rights do not depend

therefore on idiosyncratic model specifications.

For both wage and FDI m odels, results are shown fo r all countries  for which  data are ava ilable

and for LDCs only, based on  World B ank criteria, w ith the sam ple for LDCs excluding countries

classified as “high income economies” as of 1995. One of the reasons for this split is the

expectation that a disproportionate share of the FDI flowing into LDCs compared to all countries

is vertical rather than horizontal. This expectation is based on differences in labour costs being a

key determinant of vertical but not horizontal FDI, that there are  large differe nces in labo ur costs

between LDCs and richer countries, and that most F DI origin ates from  richer coun tries. For both

all countries and LDCs,  results are shown with and without conventional regional dummy variables:

East Asia/Pacific, South Asia, Latin America/Caribbean, Sub-Saharan Africa, M iddle East/N orth

Africa, and Eastern Europe. For samples of all countries, the excluded region is for the twenty-one

older non-East Asia/Pacific OECD cou ntries.13 For sam ples of LD Cs, the exc luded regio n is for the

Middle  East/North Africa. (It is necessary to exclude one region to avoid perfect collinearity, and

coefficient estimates on the included regional dummies should be interpreted relative to the

excluded region.) Through the  use of multiple  measures of worker rights, different country samples,

and the presentation of results with and without regional dummy variables, a fair amount of

sensitivity analysis is built into the presentation of results.

In constructing benchmarks models, a t-statistic of 1 on a coefficient estimate is taken as a

threshold  for inclusion of the associated  variable. Results reported are co efficient estimates and

associated t-statistics, significance symbols (two-tailed, with *, **, and *** indicating significance

at 10, 5, and 1 percent levels, respectively), and -- for benchmark regressions only -- the number

of observations (“N” in tables), adjusted R2s, and F-statistic s. 

Largely following Rodrik’s study (1999), the equation for the benchmark wage mod el is:

Log (wages/emp. in manuf.) = c + Log (VA/emp. in manuf.) + Log (GD P/capita) +

Manufacturing output % GDP + Urbanization rate + ε, 

where c is a cons tant, ε an error term, and the definitions and motivations for inclusion of the

remaining variables are as follows.

Log (w ages/e mp. in  man uf.) . The log  of wag es per e mplo yee in m anufac turing. 

Log (V A/em p. in m anuf .). The log of value-added per employee in manufacturing.

Log (GDP/capita). The log of G DP per  capita, with  this and the two prior variables in current

U.S. dollars.

These two prior independent variables account for most of the variation in manufacturing wages

and can be considered the core economic model in that they represent labour productiv ity and leve ls

of economic development. Rodrik motivates the inclusion of GDP per capita in wage models as “a

handy proxy for other structural determinants correlated with levels of income.... It is also possible

that GDP  per capita en ters [as positiv ely signific ant] for reasons having to do with measurement

error: if not all changes in productivity are captured in MVA  [manufacturing  value-added],  some

will show up in the estimated coefficient o n aggrega te GDP ” (Rodrik  1999: 71 4, 717). For  both

variables, positive signs are expected and found.

Two other variab les were in cluded in  the model in an attempt to capture other structural aspects

of the economy. These are:

Manufacturing output % GDP. Manufacturing output as a percentage of GDP. The

manufacturing sector mig ht represen t a relatively priv ileged, better- paid encla ve in less developed
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14 For instance, the correlation coefficient between the urbanization rate and the total labour force participation rates
of 10 to 14 year olds is –0.74. This is consistent with the result of a cross-country model of child labour, which shows
a significant positive coefficient estimate on agricultural output as a share of GDP, controlling for per capita national
income and other determinants of child labour (Ahmed 2000)

15 This is consistent with Rodrik’s results using the log of the ratio of the purchasing power parity index for
consumption goods (rather than GDP) to the exchange rate relative to the U.S. dollar and converting GDP per capita via
purchasing power parity conversion rates.

countries with small manufacturing sectors. This might represent the large gap between workers

in the forma l and inform al sectors for c ountries in w hich the for mal secto r is small. This  notion is

based both on anecdotal evidence and on examining the residuals of sparser versions of the mod el,

which showed higher wages for sub-Saharan African countries than predicted by the model.

Consistent with these observations, the sign is negative for regressions without regional dummy

variab les. 

Urbanization rate. Urban population as a percentage of total population. Urbanization may

reflect other structural aspects of the economy that might affect wages, such as the concentration

of labour markets (Billington 1999: 66 ). Rodrik (19 99) tests for th e significan ce of this var iable and

finds a negative  though n ot close to  significant coefficient estimate. This study finds a negative and

significant coefficient e stimate for the sample of all countries without regional dummies. The

variable  provides a useful control for e valuating th e direct relatio nship between  measur es of child

labour and wages, abstracting from whatever effects urbanization may have on wages, fo r there is

evidence of urban ization being an im portant negative determ inant of aggregate child lab our.14   

Also included in all wage regress ions but not sh own in ta bles are thre e dumm y variables  to

capture the four different classifications of wages in the dataset. The four classifications are wages

and salaries, wages and salaries plus pension or insurance benefits, wages and salaries plus

severance or termination pay, and wages and salaries plus pension or insurance benefits and plus

severa nce or te rmina tion pay . The ex cluded  classific ation is th e first. 

Among the other variables tested but not included as a result of their low t-statistics, two seem

worth  mention ing. Rodrik (1999) and the current study test for the effect on wages of trade

openness, the sum of exports and imports relative to GDP. This addresses the question of whether

greater opennes s might have a depressing effect on wages as a result of competitive cost-cutting

pressures. However in neither study are coefficient estimates on the measure of openness close to

significant.  Also tested was a country’s relative price level, measured as the log of the ratio of the

purchasing power p arity index fo r GDP  to the exchange rate relative to the U.S. dollar. Though

positive, as expected, the t-statistic on the variable is less than 1. Most cross-country variation in

the relative price level is captured by GDP per capita, suggested by a strongly significant positive

coefficient estimate on the relative price  level measure  excluding GDP per capita from the model.

The result on the relativ e price leve l depends  too on wh ether one c onverts G DP per  capita to

common currency terms via purchasing power parity or exchange rates. This study converts GDP

per capita with U.S. dollar exchange rates, in order to facilitate internal consistency with measures

of wages and value-added per employee and so that the effect of differences in purchasing power

parity are squarely captured by the measure of relative price level. Converting GDP per capita w ith

purchasing power parity, the coefficient estimate on the measure of the relative price level becomes

significantly positive.15

Main  results of the wage model regressions are shown in table 2. Columns A and C show results

for all 88 countries in the sample and columns B and D show results restricting the sample to 65

LDCs. Columns A and B do not include regional dummies, and columns C and D do. Regional

dummies are included in Rodrik’s wage model, though it is not quite clear from a theoretical

viewpoint why they should be -- that is, what these dummies purport to represent. M oreover, there

are strong regio nal patterns  in measu res of wo rker rights , and thus there is the potential problem

of conflation between these measures and regional dummies (table A.1). The inclusion of regional
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16 The evidence on the importance of geographical distance is somewhat mixed, though, as suggested by a study
evaluating the determinants of bilateral FDI flows from the U.S., Japan and Germany (Hufbauer, Lakdawalla, and Malani
1994).

17 The specification differed from Rodrik mainly in that the relative prices used the PPP of GDP rather than
consumption goods. As with Rodrik, GDP per capita was converted with the PPP index, rather than with the U.S. dollar
exchange rate as the present study does elsewhere.

dummies seems more clearly warranted for FDI models. For one thing, the vast bulk of FDI

originates from just a few regions (the U.S., Canada, Western Europe and East Asia) and also flows

back predominately in to these same regio ns (Hatem 19 98: 73, 97). These patterns largely reflect

the greater market potential of these regions, which FDI models must address directly. But they

may also result to some extent from regional proximity and historical ties, which are partly captured

by regional dummy variables.16 

Regarding the wage model, an attempt was made to address structural variation among countries

directly, through the variables on  manufacturing  share of output and  the urbaniz ation rate. (W orth

noting in this regard is that the coefficient estimates on these variables o ften chang e consider ably

with the inclusion of regional dummies.) That this approach is reasonable is suggested by the

models  without regional dummies passing tests for underspecification (Ramsey RESET) and that

adjusted R2s increase but slightly and F-statistics decline considerably upon inclusion of the

regional dumm ies. None theless resu lts are presen ted throug hout both  with and  without r egional

dummies.  This is to facilitate comparison with Rodrik’s study as well as comparison between

results of the wa ge and F DI mo dels. Wh en results va ry conside rably with and without regional

dummies (as they do especially for FDI models), it is determined which regional dummies account

for the difference, in an effort to shed light on which result may be more definitive.

Looking at the benchmark model results in the upper panel of table 2, note that aside from the

estimate  on the constant, coefficient estim ates between all and less  developed cou ntries are very

similar, though statistical significance varies more (columns A and B). The lower panel shows

results (coefficient e stimates and t-statistics) for each of the measures of worker rights entered

singly into benchmark equations (the same structure of presentation holds for tab les 4 to 6 for other

wage and FDI modellin g results). H ere too, the co efficient estim ates betw een all  and less developed

countries are often similar, though less regularly so than for estimates for benchmark model

variables.

5.1 Freedom of association, collective bargaining and labour costs

Consistent with Rodrik’s study titled “Democracies Pay Higher Wages,” coefficient estimates on

all three Freedom  House indices are  negative. They are significan tly negative for the model

specification closest to Rodrik’s, evaluating all countries and including regional dummies (column

C). This specification suggests that a one-unit decrease in the democracy index would result in a

4.8 percent inc rease in w ages, som ewhat l ess than the 6 percent estimated by Rodrik based on

average annual data for 1985 to 1989 (compared to 1992 to 1997 for this study). Using a model

specification nearly iden tical to Rod rik’s sugge sts that a one-unit decrease in the democracy index

would  result in a sm aller yet increase in w ages, 2.8 perc ent, significan t at the 10 per cent level. 17

Given the similarity in specification, sample and data sources, the estimated decline in the effect

of dem ocracy  on wa ges app ears to re sult larg ely from  the diffe rent per iods co nsidere d. 

Coefficient estimates and t-statistics are consistently somewhat larger for the civil liberties than

political rights index, opposite to Rodrik’s tentative conclusion regarding the greater importance

of the latter. Rodrik’s conclusion is based though on simultaneous inclusion of these two indices
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18 These findings are relevant to Rodrik’s “tentative conclusions” that “the data seem to suggest that this paper’s central
finding on the relationship between democracy and wages is a consequence of political competition and political
participation at large, rather than the rule of law, political stability, civil liberties, or specific labor rights” (Rodrik 1999:
733). Important to note is that Rodrik’s tentative conclusions are based on more evidence than just the comparison of
the civil liberties and political rights indices. 

in the model, which as he notes may be problematic given the high degree of correlation between

them. (For m id-199 0s perio d, simultaneous inclusion of the two indices yields variance inflation

factors  that fall ju st outsid e of acc eptable  thresho lds.)18   

For all countries, the significance of coefficient estimates on the Freedom House indices

depends on whether one includes regional dummies. These differences can be traced to the  Latin

America/Caribbean and Middle-East/North Africa dummies, the former region having Freedom

House indices somewhat lower and the latter higher than average for the sample of countries

considered (that is, civil liberties and political rights by these measures are stronger than average

in the Latin America/Caribbean region and weaker than average in the Middle-East/North Africa

region) (table A.1). In a regression for all countries including the democracy index and only these

two regional dummies, the coefficient estimate is negative on the Latin America/Caribbean dummy

and positive on  the Mid dle-East/North Africa dummy (-0.173 and 0.109 respectively). Deciding

whether results with or without regional dummies are more definitive depends on a clearer

understanding of the regional determinants of wages, but it is clear at any rate that the statistical

significance of the result that w ages are hig her in dem ocracies is  not altogether robust for the mid-

1990s, both as regards the exclusion of these two regional dummies and reducing the sample to just

LDCs.

Turning to the unionization rate, prior research based on microdata for individuals in a number

of developed countries indicates that wages are higher for union members, controlling for other

determin ants of wages (Freeman 1994). At odds with the expectation of a positive union wage

effect, the coefficient estimates o n the union ization rate ar e negative , though statis tically

insignificant in three of four specifications. However, the unionization rate is for the economy as

a whole and may not proxy well for union membership in manufacturing.

As with the F reedom  House in dices, coeffic ient estimates on the constructed FAC B indices were

expected to be negative. For one ought to expect that violations of basic rights of freedom of

association and collective bargaining, including violence against and imprisonment and firing of

union members, would have a negative effect on wages. Consistent with this, all coefficient

estimates on these m easures are  negative, though statistical significance is uneven, with no

estimates for the sample of LDC s being  signific ant. A persistent result throughout regarding the two

main  FACB indices, unweighted and weighted, is that coefficient estimates for LDCs are smaller

than for all countr ies. Coefficie nt estimate s suggest tha t a one-unit d ecrease in  the indices of FACB

rights would lead to between a 2.4 to 3.6 percent increase in manufacturing wages, depending on

country samples and the inclusion of regional dummies. Opposite to the Freedom House indices,

coefficient estimates on the two main FAC B indices are somewhat smaller including regional

dummies.  Coefficient estimates on the measures of FACB rights in EPZs are also  negative, though

not close to s ignificant.

Table  3 shows  miscellaneous wage model results, selectively combining pairs of measures of

fundamental rights at wo rk for wh ich estima tes are fairly stro ng (to address robustness), interacting

measures, and using instrumental variables in two-stage least squares regressions to address

simultaneous causality. Panel I in table 3 combines the Freedom  House c ivil liberties inde x with

each of the two m ain FACB indices into benchmark eq uations. Without regional dummies, these

show larger coefficient estimates and t-statistics for the FACB measures than the civil liberties

index but with regional dummies the opposite, with estimates on all measures stably negative but

statistically insignificant in all but one case. Panel II combines the two main FACB indices with

selected child labour measures. Looking at results without regional dummies, coefficient estimates
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19 In a book evaluating child labour in India, Anker writes that “Researchers often use the crude assumption that
children earn 50 per cent as much as adults [in terms of daily wages, whereas they are often paid the same when paid
piece rates]. In the chapter on mosaic chips and limestone kilns, for example, children are said to earn about one-half as
much as adult men and about three-fourths as much as adult women. While it is possible that there is some difference
in the productivity of children and adults, there does appear to be straightforward discrimination against child labourers
in these circumstances” (Anker 1998: 17, italics in original).

on the FACB indices ran ge in value  between  -0.23 and – 0.40, with th ree of four e stimates

significant at the 10 per cent level o r higher for all countries and one of four estimates for LDCs.

As in table 2, coefficient estimates fa ll off in value with the inclusion of regional dummies but

remain consistently negative.

Compared with the Freedom House indices, the constructed FACB indices are based more on

observed violations than on a broad er assessm ent of the less r eadily obs ervable  latent rights context

within  which these violation s occur. It may be ho wever that fewe r violations against work ers occur

because activities related to freedom of association and collective bargaining are largely forestalled

by workers ’ fear of repris al. In additio n, negative effects of violations of worker rights on wages

are likely to be modera ted where w orkers are able to effectively seek redress. It is on these grounds

that the measures of FACB were interacted with the measures of civil liberties, with results shown

in panel III (dividing the product of the civil liberties and FACB indices by 10 to maintain the value

range of 0 to 10). W hile coefficie nt estimate s on the intera cted variab le are sometimes larger than

for either the FACB or civil liberties indices variable taken singly, none are sta tistically signific ant.

It might be the case that higher wages facilitate stronger rights of freedom of association and

collective bargaining , with causa lity running fro m the form er to the latter. T o address th e possibility

of simultaneous causality, panel IV of table 3 shows results of two-stage least squares regressions

using the political rights index and regional dummies as instruments for the two main FACB indices

(along with all other independent variables from benchmark regressions). The political rights index

provides a useful instrument, as correlations between it and the FACB indices are moderately strong

and between  it and the error terms from ordinary least squares regressions are near zero. Without

regional dummies in the model sp ecification, co efficient estim ates on bo th FACB indices are now

more strongly ne gative, signific ant at the 5 pe rcent level fo r all countries but not significant for

LDCs. For regressions including regional dummies in the main equation, coefficient estimates

become yet more strongly negative, though statistically significant only for all countries, at the 10

percent level. Taking these coefficient e stimates fo r all countries at face value suggests that a one-

unit decrease in the FACB indices would result in a 6.4 to 10.2 increase in wages. Rodrik’s study

also uses instrumental variables in two-stage least squares regressions, and his main conclusion,

regarding the positive effect of democracy on wages, holds up through these tests for simultane ity

bias.

5.2 Child labour and labour costs

There are two reasons to think that more child labour would result in lower wages, one related to

wage discrimination against children and the other related to the aggregate supply of unskilled

labour. Regardin g the first, child la bourers ar e comm only paid  less than adults. Since this lower pay

may not simply reflect lower productivity, it is expected that more child labour in manufacturing

would  lead to low er wage s relative to  labor productivity for the manufacturing sector as a whole.19

But here one mu st consider c ompo sitional effec ts, for only a ve ry small m inority of ch ild labourers

are employed in the manufacturing and tradeable sectors, especially in the formal manufacturing

sector for the wage data pertains. As Bachman writes, “Estimates of child laborers in export-related

jobs hover around 5 percent of the total child-labor population” (Bachman 2000: 547). As such, the

compositional relationship between measures of child labour in the economy as a whole and

manufacturing wages is very loose, and so wage discrimination against children might occur at the
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20 Regarding these negative signs, these may also result from reverse causality in that the payment of lower wages
(relative to productivity and the other determinants of wages) might lead to more child labour, as families would have
a more difficult time surviving being paid lower wages and so would be more reliant on the work of children. Such
reverse causality is plausible and ought to apply as strongly regarding measures of child labour in the economy as a
whole, where signs of coefficient estimates are positive, as on measures of child labour in tradeable sectors.

enterprise level witho ut appearin g substantively in country level data. Child labour might also

reduce manufacturing wages by increasing the total supply of unskilled labour, in which case the

aggregate  level measures of child labour (labour force  participation rates for 10 to 14 ye ars olds and

secon dary ed ucation  non-en rollme nt rates)  are mo re relev ant.  

Returning to table 2, coefficient estimates on labo ur force participation rates for 10 to 1 4 years

olds are all positive and consistently larger for females than males. Coefficient estimates o n totals

and females for both samples of countries without regional dummies are statistically significant at

the 10 percent level or higher but are not significant with the inclusion of regional dummies. The

change in both the size and significance of these coefficient estimates is traceable largely to the

dummy variable for sub-Saharan Africa, the region for which child labour force participation rates

are highest (table A.1) and for which co efficient estim ates on the re gional dum my are str ongly

positive. Coefficien t estimates f or second ary educa tion non-e nrollmen t rates are also  all positive

and consistently  larger for fem ales than m ales. For the sample of LDCs, all coefficient estimates

on secondary education non-enrollment rates are statistically significant at the 10 percent level or

higher, with or without regional dummies. Taking these estimates simply at face value suggests that

a 10-percentage point increase in secondary education non-enrollment rates (that is, an increase in

aggregate  child labour by this measure) would result in a 7 to 8 percent increase in manufacturing

wages in LDCs. This result on secondary education non-enrollment rates for LDCs is robust as

regards the simultaneous inclusion of the two main FACB indices (table 3, panel II), and also upon

dropping the urbanization rate and man ufacturing share  of output v ariables from  the mod el (but not,

we will see, with a model using as a dependent variable wages as a share of value-added). These

positive estimates s uggest, une xpectedly , that more c hild labour is associated with higher

manufacturing wages, no t lower as su ggested b y the wag e discrim ination and  unskilled labour

supply  hypotheses. This result is at odds with Rodrik’s indicating that more child labour -- using

a 0, 1, 2, measure for the economy as a whole -- is associated with significantly lower

manufacturing labour costs (Rod rik 1996). Whatever the measurement errors associated with the

labour force participation rates for 10 to 14 years olds and secondary education non-enrollment

rates, these errors are almost certainly less than for child labour index employed by Rodrik, and as

such the results of the present study seem more definitive in this regard.

For the measures of child labour in tradeable sectors, coefficient estimates are generally

negative, consistent with the view  that more child labou r in these sectors is associated with lower

wages. However, none of these estimates are close to being statistically  significant, w ith all t-

statistics less than one in absolute  value. Note too  the negativ e signs for th e estimate s on child

labour in all sectors index. This m easure is compositionally closest to the labour force participation

rate for 10 to 14 year olds, as both are aggregate measures. The contrasting result in terms of the

signs of the coefficient estimates between these aggregate measures may well result from

measurement error in the child labou r in all sectors ind ex, which  would a lso likely affect the indices

on child labour in tradeable sectors.20 

Taking all the evidence together and taking it at face value, the stronger and more robust

estimates on the relationship between child labour and manufacturing wages suggest a positive

rather than negative relationship , that more c hild labour le ads to high er manu facturing w ages. This

requires a plausible explanation. One possibility is suggested by Galli regarding a causal channel

through the supply of skilled labour (G alli 2001). That is, more child labour in the economy as a

whole  might tend to restrict the supply of skilled labour, thus driving up the wages of skilled labour

in manufacturing. The strength of this effect would depend on the relative importance of skilled
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21 See the World Bank’s Engendering Development for a summary of studies on gender earnings gaps that control for
observed human capital differences (World Bank 2001).

versus unskilled labour in manufacturing. It might be too that the findings result not for causal

reasons but from the aggregate  level mea sures of child  labour pro xying for s ome oth er determ inants

of wages th at are not cap tured in the w age mo del. Until thes e issues are re solved, one  ought no t to

take these results too literally. They are perhaps better interpreted as a non-result, as an absence of

evidence for the view  that more  child labou r leads to lower w ages, at least at th e country le vel.

Given the small share of child labourers employed in the formal manufacturing sector, for which

the wage data pertain, this conclusion should not surprise.

5.3 Gender inequality and labour costs

Women are nearly u niversally p aid less than men, even after accounting for a range of other

determin ants of earnings, such as education, tenure, occupation and industry.21 As such, the fema le

percentage of industrial employment may proxy for g ender earn ings gaps. C onsistent w ith this and

also with prior industry  level studies regarding the negative effect of female representation on

earnings, the expected and found sign on the coefficient estimates for the female percentage of

industrial employment are negative (Fields and  Wolff 1997: 1). However only one of four estimates

is statistically significant, at the 10 percent level, for the sample of LDCs without regional

dummies.  Other measures of gender inequality were not tested in the wage models, for no clear

hypotheses motivate their inclusion.

Summarizing the effects of the different w orker rights o n labour co sts, no strong  evidence  is

found that more child labour or g reater gend er inequality  by these m easures are  associated  with

lower labour costs. Put more broadly, no strong evidence is found that weaker worker rights by

these measures are associated with lower labour costs and therefore with greater global

competitiveness through lower labour costs. As regards FACB rights, however, a fair amount of

evidence suggests that weaker rights are indeed associated with lower labour costs, in both this and

Rodrik’s  study (1999). As regards the effects through labour costs of worker rights on global

competitiveness – in terms of both FDI location and trade competitiveness – it is therefore FACB

rights that warrant particular scrutiny.

Before moving on to the next section on worker rights and FDI location, a few additional

considerations are worth  noting regarding the relationship between the analysis of labour costs and

FDI. The main reason for the analysis of labour costs is to eva luate the effects of worker rights on

global compe titiveness thro ugh labou r costs. The a nalysis  of FDI lo cation com plemen ts this

approach by comparing fuller and reduced form FDI models, the latter excluding measures of

labour costs relative to labour productivity. For the fuller FDI models, coefficient estimates on

worker rights thus provide estimates of the non-labour cost effects of worker rights on FDI, such

as through fa cilitating politic al and socia l stability and human capital development. For the reduced

form FDI m odels, coeffic ient estima tes on wo rker rights  provide estimates of the non-labour cost

plus the labour cost effects of worker rights on FDI. As suggested by the above literature survey,

there are two w ays one ca n control for the effects on FDI of labour costs relative to labour

productivity: the two-measure approach, using separate measures for labour costs and labour

productiv ity (Friedman, Gerlowski and Silberman  1992), and the single measure approach, using

a measure  such as labour cost per unit of output (Culem 1988). The FDI model used here includes

GDP per capita. T his effective ly closes off th e two-m easure ap proach, for  there is prob lematically

high collinearity when simultaneously using GDP per capita, labou r costs, and lab our produ ctivity

as independent variables. This is implicit in the high adjusted R2s of the wage m odels (table 2). As

a result, the single measure approach is used, with wages as a share of value-added as the measure

of labour costs relative to labour productivity.
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22 This results not so much from the change in the dependent variable but from dropping the log of value-added per
employee as an independent variable, and is consistent with the aggregate child labour measures proxying in the model
for the log of value-added per employee and with the negative correlation between the measures. For instance, the
correlation coefficient between the log of value-added per employee and total secondary education non-enrollment rates
is –0.52. Consider the result shown on total secondary education non-enrollment rates for the sample of LDCs without
regional dummies (table 4, column B, row 21).  Including the log of value-added per employee as an independent variable
in the model yields a coefficient estimate on total secondary education non-enrollment rates of 0.009, significant at the
5 percent level. This is substantively the same result as that using wages per employee as a dependent variable (table 2,
column B, row 22).

For the sake of symmetry (and consistent with the logic of path analysis), the wage model results

shown in table 2 were redone using the log of wages as a share of value-added as the dependent

variable  and dropping the log of value-added per employee as an independ ent variable  (to elimina te

simultan eity bias by construction). Results are shown in table 4. It is m ore difficult to  model wage

shares than wages, as suggested by the low adjusted R2s of the mo dels, especia lly for LD Cs. On

these grounds, th e results in  table 4 are les s definitive on  their own  terms than  those of tab le 2. One

key difference between tables 2 and 4 is for the aggregate measures of child labour -- labour force

participation rates of 10 to 14 year olds and secondary education non-enrollment rates. The

coefficient estimates on these measures fall off considerably in value and none main tain their

statistical significance.22 As regards FACB rights, evidence remains that weaker rights have a

negative effect on wages. This is particularly true of the Freedom House indices, for which

coefficient estimates increase in both magnitude and significance. In contrast, coefficient estimates

on the two main FACB indices fall off somewhat. There is also a change in sign on the coefficient

estimates for unionization ra tes for regres sions with out region al dumm ies, from ne gative to

positive, and a change in sign, from negative to positive, on the estimates for FACB rights in EPZs.

This change in mode ls, from w ages to w age share, lea ds to the same general conclusion as before,

that FAC B rights merit particular attention as regards the effects of worker rights on global

competitiveness through labour costs.

6. Worker rights and FDI: empirical results

The equation for the benchmark FDI m odel is:

Log (FDI inflows/Wor ld FDI inflows)  = c + Log (wag es/VA) in m anuf.  + Log population

+ Log (GDP/capita) + Trade % GDP + SD log growth exchange rate (US$) + Urbanization

rate + Literacy rate  + ε, 

where c is a cons tant, ε an error term, and the definitions and motivations for inclusion of the

remaining variables are as follows.

Log (FDI inflows/Wor ld FDI inflows) . The log of a country’s FDI inflows as a share of w orld

FDI inflows.

Log (wages/VA) in manu f. The log o f wages a s a share of v alue-adde d in manufacturing, the

dependent variable for  results show n in table 4. W hen this va riable is included in the FDI models,

coefficients  on measures of worker rights provide estimates of their non-wage  share effects on FDI,

for instance thro ugh polit ical and social stability and human capital development; when dropped

from the FDI models, yielding reduced form models, these coefficients provide estimates of the

wage share plus non-w age share effects of worker rights on FDI, with the difference between the

coefficient estimates yielding the wage share effects of worke r rights on FDI.  On the understanding

that we are looking throughout at wages relative to labour productivity, the wage share effect is

simpl y referr ed to as  the wa ge effe ct herea fter. 
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23 Expressed in real terms for the sake of consistency with the log growth rate of GDP, which is also tested in the model.

24 It does not, incidentally, make any substantive difference in results if one focuses just on exports or imports rather
than total trade, as some studies do (Jun and Singh 1996; Billington 1999). Consistent with this, coefficient estimates
in benchmark FDI models on either exports or imports as a percentage of GDP are nearly identical.

Log population. The log of population.

Log (GDP/capita). The log of GDP per capita, in constant 1995 U.S. dollars.23 Taken together,

population and GDP per capita provide measures of market potential. For the sales of mass

consumption goods, one should expect population to be an important indicator of market potential

in its own right, and GDP per capita provides a complementary income effect. Prior studies use as

measures of market potential, singly or in pairs, GDP, GDP per capita and population. There are

however quite strong positive correlations between GDP and GDP per capita and between GDP and

population, but essentially no correlation between GDP per capita and population (with correlation

coeffic ients of 0.68, 0.72, and –0.02, respectively). Th us GDP  per capita and popu lation provide

the pair of market potential variables with the most useful independent variation.  Similar to the

wage model, GDP per capita also captures a share of the cross-country variation of structural

determin ants that posit ively influence FDI location, as will be noted. For these reasons, the

expected and found signs of coefficient estimates on both variables are positive, with 1 percent

statistical significance in all benchmark FDI regressions. The population and GDP per capita

variables do much of the explanatory work in the benchmark FDI models, providing evidence that

market potential as w ell as the structural determinan ts of FDI captured  by GDP  per capita are

among the most important determinants of FDI location. Worth noting too is that the inclusion of

GDP per capita in FDI models enables one to control for possible developmental aspects of worker

rights as suggested by table A.2; that is, the inclusion of GD P per cap ita enables o ne to evalu ate the

effects o f work er rights  on FD I for any  given le vel of de velopm ent. 

The log growth rate of GDP from 1993 to 1997 was also tested as a measure of market potential

and was foun d to be positive, as expected, but not statistically significant. Several studies find a

significant positive effect of GDP growth on FDI, though this result depends on model

specification, particularly the inclusion in FDI models of GDP per capita (Jun and Singh 1996;

Billington 1999: 66).

Trade % GDP.  The sum  of exports a nd impo rts as a perce ntage of G DP, this  is common

measure  of trade openness.24 Consi stent w ith prio r studies, greater openness is found to have a

positive effect on FDI. There is no doubt some degree of simultaneous causality between FDI

inflows and openness. The factors involved are described by Goldberg and Klein, who write that

FDI “may set the stage for export promotion, import substitution, or greater trad e in intermed iate

inputs, especially b etween  parent and  affiliate produ cers” (Go ldberg and  Klein 1997: 1). There is

also evidence that the presence of multinationals facilitates access to global m arkets for do mestic

producers  (Aitken, Hanson and Harrison 1997; Hanson 2000 ). With the excep tion of the import

substitution factor, this suggests that the coefficient estimates on the openness variable may be

biased upward. Ho wever there  is also evide nce, for instan ce based o n Grang er causality  tests, that

openness largely prec edes FD I (Jun and S ingh 1996 ). Trade op enness alo ng with th e populatio n

and GDP per capita measures provide the most strongly and stably significant explanatory variables

in the benchmark FDI models, with coefficient estimates on trade openness most often having 1

percent statistical significance.

SD log growth exchange rate (US$). The standard deviation of the log growth of a cou ntry’s

exchange rate relative to the US dollar, which provides a measure of exchange rate volatility. The

uncertainty  created by exchange rate volatility is expected to discourage FDI, and the expected and

found  sign is n egative . 

Urbanization rate. The urbanization rate has been used in prior studies as an indicator of

infrastructure quality. Billington also argues that greater urbanization means more concentrated
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25 The coefficient estimate on average years of education attainment for those 15 years of age or older is more
significantly positive than on the literacy rate, but this measure was available for fewer countries and so substantially
reduces the sample size, from 85 to 68 observations for countries having data for wages and value-added in
manufacturing. The correlation coefficient between the literacy rate and years of educational attainment is 0.83,
suggesting the former captures a good deal of the cross-country variation of the latter.

consumer and labour markets (Billington 1999). These factors all point to a positive effect of

urbanization on FDI, as is found.

Literacy rate. The literacy rate is used as a measure of skill (that is, hum an capital) lev els, with

the expected and found sign positive.25 

  A num ber of othe r variables u sed in prior studies w ere tested an d not includ ed in benchmark

models  on the grou nds of their  low t-statistics, below the threshold of 1. The theoretical motivations

for the inclusion in FDI models of most of these variables are well described in Schneider and Frey

(1985) and Billington (1999). It should be noted that in a number of cases the weak results on these

measures does not indicate their unimportance as determinants of FDI but rather that their cross-

country variation is captured by other variables in the model, particularly GDP per capita. These

measu res include  the percen tage of pav ed roads an d electric  power consum ption per ca pita (both

indicators of infrastructure quality), the unem ployment rate (an indictor o f the available workfo rce),

the lending interest rate (an indicator of borrowing costs), industry value-added as a percent of GDP

and manufacturing value-added as a percent of GDP (both indicators of the degree of

industrialization), taxes on international trade as a percent of current government revenues (an

indicator of govern ment trad e policy), taxe s on income, profits and capital gains, both as a

percentage of current revenues and of total taxes (indicating a cost of doing business in a country),

fuel exports as a percentage of GDP (an indicator of FDI being attracted by a country’s fuel

resources), and foreign aid as a percent of GNP (an indicator of the closeness of political

relationships to wealthier  countries, w hich are the m ain source s of FDI ). Consisten t with Schneider

and Frey (1 985), a  negative sign was expected on the rate of inflation. Instead, a significant positive

sign was found, somewhat stronger for consumer prices than for the GDP deflator. This unexpected

finding was trace d to two outliers: Brazil with  high inflation  and large in flows of F DI, and Ira n with

modest inflation and small inflows of FDI. Dropping these observations from the mode l, t-statistics

for inflation fa ll to near 0. Th e variable is n ot included  in the mo del.

Also tested in  the FD I mod els wa s the Ins titutional Investor c ountry  credit ra ting ind ex, a

measure  of economic and political country risk described above regarding the Schneider and Frey

study. Adding  the Institution al Investor in dex to the benchm ark FD I model, th e coefficien t estimate

is of opposite sign than expected (suggesting greater FDI in countries with higher risk) though not

statistically  significant. This results from a conflating effect with GDP per capita, w ith a correlation

coefficient between the measures of 0.87, indicating lower risk in richer countries. That is, variation

in country risk by this measure is largely captured by GDP per capita. Leaving GDP per capita out

of the FDI model, the coefficient estimate on the Institutional Investor index becomes of the

expected sign (greater FD I in countries  with low er country ris k) and hig hly statistically sign ificant.

This provides e vidence, ad ditional to tha t surveyed  above, that political and social stability is a

direct positive determinant of FDI location, in addition to possible indirect effects through

econom ic growth. That FACB rights might represent an aspect of ec onom ically bene ficial stability

is suggested by the corr elations betw een represe ntative m easures, w ith greater F ACB  rights

(moderately) and civil  liberties (more strongly) associated with lower country risk. That is,

correlation coefficients with the Institutional Investor index are 0.61, 0.41, and 0.37 for the

Freedom House civil liberties index and the weighted and unweighted FACB indices, respectively,

for the full sample of countries for which data are available.

Main  FDI m odel results a re show n in tables 5 a nd 6, respec tively with and without regional

dummies.  The upper panel of the tables show results from benchmark models,  the lower panel the

results of each measure of worker rights entered singly into benchmark models. Columns A to C
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refer to the sam ple of all cou ntries and c olumn s D to F to LDCs only. Within columns A, B and C,

column A shows model results including the wage share variable; column B shows the reduced

form model w ithout this va riable and restricting the sample size to those countries for which there

are wage and value-added data. Columns A and B differ only in whether they include the wage

share variabl e, with a sample size for both of 85 countries. Column C is based on the same

specification as column B but without sample restrictions, increasing the number of observations

to 127. Columns D to F for LDCs follow this same structure. The number of observations between

columns B and C increases by 42, compared with 40 observations between columns E and F. This

means that all but two of the observations added between columns B and C are for LDCs and thus

the difference in results between the two columns derives  partly from a com positional tilt toward

LDCs. This reflects that wage and value-added data are available for a higher share of developed

than less developed cou ntries. There is a sense in wh ich the results in column s C and F are  most

definitive, as these pro vide estim ates of the to tal effect of worker rights on FDI, wage share plus

and non-wage share, for the largest possible country group samples.

Coefficient estimates on the w age share variable are negative, significantly so at the 10 percent

level or higher in three of four regressions. This is consistent with the two prior studies evaluating

the effects of labour costs on FDI while controlling for labour productivity (Culem 1988; Friedman,

Gerlowski and Silberman 1992). From this finding, it follows that those worker rights associated

with higher wages, as observed in the wage model results, will have a negative effect on FDI

through wages, which might be offset by positive n on-wag e effects of w orker rights  on FD I. Note

too that coeffic ient estim ates on the w age share v ariable are m ore strongly  and signific antly

negative for LDCs than for all countries, suggesting that a given increase in wage share ha s a more

negative effect on FDI inflows for LDCs than developed countries. Taken at face value, these

estimates suggest that a 10 percent increase in wage share would be associated with a 6.6 to 8.5

percent decline in FDI inflow s in LD Cs, com pared w ith a 4.3 to  5.8 percent decline for all countries

(with the lower  estimate fo r each cou ntry sample from regressions in cluding regional dum mies).

The difference  may refle ct the highe r share of ve rtical FDI in  LDCs than developed countries, with

such FDI being more export-o riented, labour intensive and fo otloose. The difference may also result

from the higher share of FDI in manufacturing in LDCs than developed countries, and thus from

the clos er com positio nal rela tionshi p betw een m anufac turing w ages an d FD I in LD Cs. 

A look at coe fficient estim ates on po pulation an d GD P per cap ita shows  similar estimates

between all and less developed countries, hovering around unity elasticity for both variables.

Indeed, the coefficient estimates are most often somewhat larger for LDCs than for all countries.

Thus market p otential and  also other structural dete rminan ts of FDI c aptured by  GDP  per capita

matter as much for LDCs as for developed countries. As a determinant of FDI, it might be the case

that the market potential aspect of GDP per capita plays more of a role in developed countries and

the structural aspects of GDP per capita plays more of a role in LDCs, giving coefficient estimates

on GD P per c apita so mew hat diffe rent m eaning s betw een co untry g roup sa mple s. 

Analogous with wage model results, the statistical significance of coeffic ient estimates on

urbanization and literacy  rates falls off up on inclusio n of region al dumm y variables , consistent w ith

the strong regional patterns of these rates.

6.1 Freedom of association, collective bargaining and FDI

Coefficient estimates o n all three Fr eedom  House in dices are ne gative for all FDI regressions

considered – for sam ples of all  countries and LDCs, fuller and reduced form models, and with and

without regional dummies. That is, stronger civil liberties, political rights, and democracy by these

measures are associated with greater FDI inflows. Statistical significance is mixed, however, and

stronger overall for all countries than LDCs (implying a stronger positive effect of these rights on

FDI for develope d countries  than LD Cs). The re sults on the dem ocracy ind ex are con sistent with

Rodrik’s FDI study (19 96). It is worth bearing in m ind that higher wages are estimated to have a
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26 Path analysis estimates are derived as follows. Take the coefficient estimate on the civil liberties index from the wage
share model for all countries without regional dummies, which equals –0.046 (table 4, column A). Multiply this estimate
by the coefficient estimate on the log of wages as a share of value-added from the comparable FDI model (table 5,
column A), yielding a joint estimate of 0.027 (-0.584 times –0.046). The joint estimate suggests that the wage effect of
a one-unit betterment of the civil liberties index would be associated with 2.7 percent less FDI inflows. This compares
with the noted estimated wage effect 4.2 percent based on the difference between coefficient estimates for fuller and
reduced form FDI models, maintaining nearly the same sample of countries as the wage share model. For all countries
with regional dummies, the analogous figures are 3.3 percent (derived from path analysis) and 4.5 percent (derived from
fuller and reduced form FDI models).

negative effect on FDI inflows and that one of the most persistent wage model results, in this and

Rodrik’s 1999 study on d emocracy an d wages, is that stronger rights b y these measu res are

associated with h igher w ages – r elative t o labou r produ ctivity, as always . Taking the se results

together clearly indicates that the effect of worker rights on FDI is not only through wages and

indeed that the positive non-wage effects of worker rights on FDI can be stronger and more than

offset the negative wage effects of worker rights on FDI, as is the case here. These results alone

indicate  that one cannot correctly determine the effects of worker rights on FDI location solely by

considering the labour cost-labour productivity nexus as a causal channel. A broader view and

under standin g of the  econo mics o f work er rights  is a nece ssity. 

Consider the civil liberties index, for which results are stron gest. In the m odel for all  countries

without region al dum mies, the coeffic ient estima tes imply th at the non-w age effect o f a one-un it

betterment (decrease) in the civil liberties index would  be associa ted with 1 8.5 percen t increase in

FDI inflows and that the total, wage plus non-wage effect, of such a one-unit b ettermen t would  be

associated with a 14.3 percent increase in FDI inflows (table 5, columns A and B). The difference

of 4.2 percent indicates the negative effect through wages on FDI of a one-unit betterme nt in the

civil liberties index. Comparing the 18.5 percent non-wage effect with the 4.2 percent wage effect

suggests  that the positive non-w age effects of civil liberties on FD I are over four times more

important than the negative wage effects of civil liberties on FDI. These wag e effect results are

broadly  similar with path analysis estimates derived from results of wage share models.26 For LDCs,

the comparable non-wage, wage plus non-wage, and wage effects on FDI inflows of a o ne-unit

betterment in civil lib erties ar e 17.1, 1 0.9, and  6.2 percent resp ectively, w ith the positive non-wage

effects about 2.8 times more important than the negative wage effects. Because of sample

differences, coefficient estimates for the full, unrestricted samples for all countries and LDCs do

not allow one to readily co mpare  wage and non-wage effects. One can see, though, that the wage

plus non-wage effects are smaller for these fuller samples. For all countries, a one-unit betterment

in the civil liberties index is estimated to be associated with 6.3 to 7.8 percent greater FDI inflows,

with the smaller value for regressions including regional dummies; for LDCs, the analogous figures

are 1.0 to 4.0 percent, though no ne of the associated coeffi cient estimates a re statistically

signific ant. 

Regarding unionization rates, coefficient estimates in models without regional dummies are of

mixed sign and not close to significant; in models with regional dummies, coefficient estimates on

unionization rates are consistently positive and sometimes significantly positive, with a positive

estimate  meaning greater FDI inflows in countries with higher unionization rates. These mixed

results are consistent with prior studies and suggest, if nothing else, that unions are not a strong

factor determining F DI location, one w ay or another.

For the two main constructed FACB indices, unweighted and weighted, coefficient estimates

are negative in twenty-two of twenty-four regressions considered. For regressions including

regional dumm y variables , all twelve coefficient estimates on these variables are negative and

some, for samples of all countries, are statistically significant at the 10 percent level. As with the

Freedom House indices, negative signs me an that stronger FA CB rights are  associated with greater

FDI inflows and, in the context of wage model results, that the positive non-wage effects of FACB

rights on FDI more than offset the negative wage effects. Note that coefficient estimates are
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27 Given that the interaction of the civil liberties index with the two main FACB indices did not show a particularly
strong wage effect (table 3, panel III), it was not thought worthwhile to present the interacted variable results for the FDI
models. To summarize the results, all twenty-four coefficient estimates on the interacted variable are negative but none
are statistically significant, and in most cases they fall in value between the comparable estimates on the civil liberties
and FACB indices shown in tables 5 and 6.

consistently  more strongly negative for all countries than LDCs (as with the Freedom House

indices) and for regressions including regional dummies (in contrast with the Freedom House

indices). Note too that with the inc lusion of reg ional dum mies, com paring coe fficient estim ates in

fuller and reduced form models for the same country samples does not generally yield negativ e

wage effects of FACB rights on FDI, consistent with the weaker results including regional dummies

in wage and, especially, wage share model results (for instance, the more strongly negative

estimates in colum n E than colum n D, row s 19 and  20, imp lies a po sitive w age eff ect). The

difference in estimates with and without regional dummies results from the dummy variable for the

Latin American/Caribbean region, for which coefficient estimates indicate that the region does

compa ratively well in attracting FDI. Resolving which estimates are more definitive requires

assessing whether the region  does well in attracting FDI because of comparatively weak FACB

rights (in which case the model without regional dummies is more definitive) or for other region-

specific  reasons not directly captured by the model, such as proximity or historical links with the

U.S., Canada  and W estern Eur ope, the m ost impor tant source s of world  FDI ((in w hich case th e

model with regional dummies is more definitive) (Hatem 1998: 73). But one should not make

overmuch of results with middling or no statistical significance, except to say that they provide no

evidence in support of the “conventional wisdom.” Neither do coefficient estimates on the measure

of FA CB rig hts in EPZs, w hich are  negativ e in all ca ses thou gh nev er signif icantly  so. 

Regarding the comparative importance of civil liberties versus FACB rights on FDI, the

generally  more strongly negative coefficient estimates on the civil liberties  index sug gest that civil

liberties at large, not for workers only, might matter more in attracting FDI. This pattern holds when

simultan eously  including the civil liberties and FACB indices in the FDI model. Results are shown

in panel I of tables 7a and 7b, respectively with and without regional dummies (the exception is for

LDCs usin g reduced form  models that include  regional dumm ies).27

Simultaneous causality from FDI inflows to political rights and civil liberties at large in a

country does not seem generally likely, and so no attempt was made to address this issue

econometrically. Howev er, it seems more  reasonable to hypothesize simultaneous causality from

FDI inflows to more worker specific FACB rights. For instance workers  employed by

multinatio nals might tend to have stronger FACB rights than workers otherwise employed, in which

case the positive effects of stronger FACB rights on FDI might be overstated. In order to address

such possibilities, two-stage least squares regressions were run using the political rights  index and

regional dummy variables as instruments for the two main FACB indices (as well as all other

independent variables from benchmark regressions). Results are shown in panel II of tables 7a and

7b. For all cou ntries witho ut regional dumm ies, coefficient estimates on the F ACB ind ices are

negative in four of six cases; with regional dummies, all six coefficient estimates on the FACB

indices are negative. None of these twelve estimates are statistically significant. For LDCs without

regional dummies, all six coefficient estimates on the FACB indices are positive, indicating less

FDI inflows in countries  with stron ger FA CB rights ; with regional dummies, four of six coefficient

estimates on the FACB indices are negative. As with samples of all countries, none of the twelve

coefficient estimates are statistically sign ificant. The d ifference in r esults with and without regional

dummies can again be traced to the inclusion in the model specification of the dummy variable for

Latin American/Caribbean region, and determining which estimates are more definitive requires

assessing whether the region does well in attracting FDI because of comparatively weak FACB

rights o r for oth er regio n-spec ific reas ons no t directly  capture d by the  mode l. 
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28 These are very similar to the correlation coefficients with average years of educational attainment for those 15 years
of age or older, of –0.75 and –0.82, respectively, for the total labour force participation rate of 10 to 14 year olds and the
total secondary education non-enrollment rate  (the latter of course being an education-based measure of child labour).
This indicates that there is a strong negative relationship not only between child labour and basic skill levels, as measured
by the literacy rate, but between child labour and skill levels more generally, as measured by years of educational
attainment. 

From these good many results for FACB rights, a fairly straightforward conclusion can be

drawn. Here it is useful to focus on columns C and F of tables 5, 6, and 7, as these columns present

the total -- wag e plus non -wage -- e ffects of FACB rights on FDI for the fullest samples of all and

less developed countries. With the exception of unionization rates, no coefficient estimates on these

measures of worker rights are statistically significant. Rather than finding evidence in support of

the “conventional wisdom,” we find an accumulated lack of evidence , a sort of non- result. This

non-resu lt has its own importance, however, in light of wage model results suggesting that stronger

FACB rights lead to higher wages and FDI model results suggesting that higher wages lead to less

FDI inflows. That is, if the wage effects of FACB rights were all that mattered, one would not have

expected to find such a lack of evidence in support of the “conventional wisdom.” That one does

find such a lack suggests that positive non-wa ge effects of F ACB  rights on F DI com e into play w ith

a strength sufficient to offset the neg ative wage effects of F ACB righ ts on FDI.

6.2 Child labour and FDI

Child labour might affect FDI location both through labour costs and skill levels, m easured here

by the literacy rate. The relationships between the literacy rate and aggregate measures of child

labour are quite strongly negative, with correlation coefficients of –0.80 and –0.82, respectively,

for the total labour force participation rate of 10 to 14 year olds and the total seco ndary education

non-enrollment rate.28 These negative correlations indicate that less child labo ur is associate d with

higher skill levels. Sin ce higher s kills levels  are a plus for FDI location, less child labour might also

be associated with greater FDI inflows, depending on the effects of child labour on labour costs.

Put in other words, the strong rela tionship between child labour and skill levels and the positive

effect of skill levels on FDI location argue against any a priori expectation that more child labour

would  be associated with greater FDI, as suggested by the “conventional wisdom.” To address  this

child labour-skills level causal link with FDI, the literacy rate is dropped from the FDI model for

all regressions including child labour measures.

As regards the relationship between aggregate measures of child labou r and labou r costs, it was

not found that more child labour by these measures is associated with lower labour costs, and

indeed some sta tistically significant was evidence found of the opposite. Combining this evidence

with the logic of the child labour-skill levels causal link with FDI, one should not expect m ore child

labour by these ag gregate m easures to b e associated  with grea ter FDI in flows. Co nsistent w ith this

expectation, coefficient estimates on labour force participation rates are mostly  negative, sugges ting

less FDI in countries with more child labour (tables 5 and 6). For secondary education enrollment

rates, signs on coefficient estimates are more mixed, mostly negative for all countr ies but mo stly

positive for LDC s. Looking  at both m easures tog ether, thoug h, the only  evidence of statistical

significance, at the 10  percen t level or  higher , is for negativ e coefficien t estimates ( for fema le

labour force participation rates and female secondary education non-enrollment rates in samples

of all countries). As for coefficient estimates on the indices of child labour constructed from coding

textual sources, these are most often positive but never close to statistically significant. Taking all

this evidence together suggests that child labour is not an important determinant of FDI location.

6.3 Gender inequality and FDI
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In the analysis  of labour co sts, some e vidence was found that higher female percentages of

industrial employment are associated with lower manufacturing wages. This was hypothes ized to

result from lower w ages being paid to w omen than m en. Higher fem ale percentages of industrial

employment might also reflect the importance of such typically female-intensive industries as

textiles, apparel, and electronics -- industries that play a large role in export-oriented production,

particularly  relevant for vertical FDI. On these grounds, it might be expected that higher female

percentages of indu strial em ploym ent wo uld be a ssociat ed with  greater  FDI in flows . However,

coefficient e stimates o n this variab le are of m ixed sign an d none are  statistically sign ificant.

In his study evaluating the effects of gender inequality in education and employment on

investment and ec onom ic grow th, Stephan Klasen concludes that greater gender inequality leads

to lower rates of investment and slower growth (1999). One of the causal linka ges he pro poses is

through a “selection-distortion factor,” which he describes as follows regarding education:

If one believes that bo ys and girls have a similar distribu tion of innate abilities, gende r inequality in

education must mean that less able boys than girls get the chance to be educated, and, m ore

importantly, that the average innate ability of those who get educated is lower than it would be if boys

and girls received equal educational opportunities (ibid: 6).

This “selection-distortion factor” provides a sense of how a shift in educational attainment

toward females (holding average educatio nal attainment constan t) can raise average levels of human

capital. Such an increase  in huma n capital is arg ued to raise the rate of return on investments and

so to increase the  rate of inves tment. Th is would  hold for fore ign as we ll as dome stic investm ent.

Greater gender equality in education might also lead to greater FDI inflows in directly, through mo re

rapid economic growth. A similar “selection-distortion factor” is argued by Klasen to work for

gender inequality in employment. As regards the measures of women’s representatio n in

administrative and managerial and professional and technical occupations, this suggests that the

average level of ability for these occupations would be higher the more equally are women

represented within them. The causal cha nnel wo uld operate  in a similar w ay as for ge nder equ ality

in education, through an increase in  human cap ital to more rapid investment and growth. Given the

nature of these causal channels, operating through skill levels, the literacy rate is dropped from the

FDI m odel fo r the m easure s of gen der ineq uality co nsidere d below , excep t as note d. 

In regressions without regional dummy variables, coefficient estimates on measures of women’s

occupational representation are all positive and often significantly so, with coefficient estimates

fairly similar between all countries and LDCs. Results are stronger for coefficient estimates on

women ’s representa tion in administra tive and m anagerial o ccupation s, which ar e statistically

significant at the 10 percent level or higher for all six regressions without regional dummies. These

positive coefficient estimates are consistent with the “selection-distortion factor” hypothesis,

meaning greater FDI in coun tries with greater gender equality by these measures. In regressions

including regional dummies, coefficient estimates fall off considerably in value, one becoming

negative, and none remain statistically significant. The difference in results with and without

regional dumm ies derives p rimarily fro m the inclu sion of the dumm y for the La tin

Am erican/Caribb ean reg ion. 

Looking again first at reg ressions w ithout regional dummies,  coefficient estimates on female-to-

male  ratios of years of education al attainme nt are all positiv e. Results are  stronger fo r the samp le

of all countries than LDCs, with all coefficient estimates statistically significant at the 5 percent

level or higher for all countries. Coefficient estimates are also consistently larger using male rather

than total educational attainment as a control variable (comparing rows 28 and 29 in table 5),

consistent with notio n of human capital being a positive determinant of FDI and with the use of

male  educational attainment as a control variable enabling total educational attainment to increase

with an increase in the female-to-male ratio of educational attainment. For female-to-male literacy
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rates in regressions without regional dummies, coefficient estimates are all positive and often

significantly  positive at the 5 percent level or higher. As regards statistical significance, the

exceptions are the reduced form model regressions with full samples of all and less developed

countries (columns C and F). In contrast with the female-to-male educational attainment variable,

however,  coefficient estimates are often smaller using the male rather than total literacy rate as a

control variable (co mparin g rows 3 0 and 31 in  table 5). Positive signs on these coefficient estimates

are consistent with the “selection-distortion factor” hypothesis. Similarly with the measures of

women ’s occupational representation, however, no coefficient estimates on measures of gender

inequality  in educational attainment and literacy rem ain statistically  significant with the inclusion

of regional dummy variables, and a good number become negative.

As with measures of women’s occupational representation, the difference in coefficient

estimates with and  without regional dummy variables results mainly from the inclusion of the

dummy for the Latin American/Caribbean region. As indicated by these measures of gender

inequality, the Latin A merican /Caribbea n region is  relatively egalitarian by world standards (table

A.1). Moreo ver, coefficie nt estimate s on the du mmy  variable for  the Latin American/Caribbean

region indicate that region do es comp aratively w ell in attracting F DI. Evalu ating wh ich results  are

more definitive, w ith or without regional dummies, requires assessing whether the region does well

in attracting FDI because of the “selection distortion factor” and related human capital

considerations or for other reasons not directly captu red by the m odel, such a s regional p roximity

and historical ties.

7. Concluding remarks

Though not witho ut plot twists , this paper tells a  fairly simple  story. In shor t, no solid evidence is

found in support of the “conventional wisdom” that foreign investors fav our coun tries with  weaker

worker rights. These findings are consistent with prior studies, suggesting that the burden of proof

ought to shift to those arguing the case  in favour of  the “conv entional w isdom.” In  addition to

empirical evidence are presented theoretical grounds for calling into question the logic of the

“conventional wisdom.” Along these lines, a b roader view  of the econ omics o f worker  rights is

argued for, beyond the labour cost-labour productivity rela tionship. Fo r while this re lationship

provides a two-sided, cost-bene fit approach, there are more than two sides to the story, at least as

regards FDI location and economic growth. That is, the effects of worker rights may be transmitted

not only through the labour cost-labour productivity nexus, but also through enhancing political and

social stability (partic ularly regar ding rights  of freedom of association and collective bargaining)

and lev els of hu man c apital (p articula rly rega rding ch ild labo ur and g ender in equalit y). 

These things said, questions remain and more rese arch clearly  needs do ing. For starte rs, it would

be useful to more dec isively address why  FDI mod el results differ with and w ithout regional

dummy variables, particularly striking for measures of gender inequality in occupational

representation, educational attainment and literacy. It would be useful to explore the time

dimensions of the worker rights-FDI relationship, though this of course depends on the availability

of data that ade quately ca pture variatio n over tim e. It would a lso be usefu l to more directly address

the effects of worker rights on different kinds of FDI -- particularly vertical versus horizontal FDI --

for which the analysis of FDI by industry and also firm and country case studies hold prom ise. Last,

it seems imp ortant to more directly ad dress the relationships am ong worker r ights, po litical and

social stability, and human ca pital, in addition to doing mo re work on the effects of these factors

on econo mic ou tcom es, such  as grow th and tr ade com petitive ness. To be useful, such research

ought to take causa l specificity se riously, add ressing, for ins tance, the diff erent caus es and effe cts

of different aspects of political and social s tability and d ifferent kind s of child  labour and gender

inequa lity. 
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Appendix: Data sources

Manufacturing wages, value-added and employment: UNIDO Industrial Statistics Database (3-digit ISIC, version 0.40),
2000.

FDI inflows: IMF International Financial Statistics, December 2000.

Freedom House indices: www.freedomhouse.org

Unionization rate: ILO World Labour Report, 1997-98 (for Sri Lanka and Syrian Arab Republic constructed from ILO
Statistics of Trade Union Membership and ILO Yearbook of Labour Statistics, 1999).

Labour force participation rates for 10 to 14 year olds: ILO Economically Active Population 1950-2010, fourth edition.

Gross secondary education enrollment rates: UNESCO Statistical Yearbook, 1998 and 1999.

Female percentage of industrial employment: Constructed from World Bank World Development Indicators, 2000 and
ILO Economically Active Population 1950-2010, fourth edition.

Female percentage of administrative and managerial and professional and technical occupations: UNDP Human
Development Report, 1998 and ILO Yearbook of Labour Statistics, 1999.

Average years of education attainment: International Measures of Schooling Years and Schooling Quality
(www.worldbank.org/research/growth/ddbarle2.htm).

Literacy rates: UNDP Human Development Report, 1998 and UNESCO Statistical Yearbook, 1998 and 1999.

Institutional Investor Country Credit Ratings: Institutional Investor, various issues.

All other data: World Bank World Development Indicators, 2000.



Source: UNCTAD: World Investment Report 2000 .

Figure 1: Inward FDI stock as a percentage of GDP: 1980 to 1998 
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Table 1: Measure of freedom of association and collective bargaining
(hypothetical example for a single country)

A B C D E
Thirty-seven evaluation criteria Sources Dummy Weights Dummy*Weights

(0=no evidence, (1, 1.25, 1.5,

Freedom of association/collective bargaining-related civil liberties 1=evidence) 1.75 or 2)

1 Murder or disappearance of union members or organizers 0 2 0

2 Other violence against union members or organizers ab 1 2 2

3 Arrest, detention, imprisonment, or forced exile for union membership or activities a 1 2 2

4 Interference with union rights of assembly, demonstration, free opinion, free expression ab 1 2 2

5 Seizure or destruction of union premises or property 0 2 0

Right to establish and join union and worker organizations
6 General prohibitions 0 default na
7 General absence resulting from socio-economic breakdown 0 default na
8 Previous authorization requirements 0 1.5 0

9 Employment conditional on non-membership in union 0 1.5 0

10 Dismissal or suspension for union membership or activities abc 1 1.5 1.5

11 Interference of employers (attempts to dominate unions) a 1 1.5 1.5

12 Dissolution or suspension of union by administrative authority 0 2 0

13 Only workers' committees & labour councils permitted 0 2 0

14 Only state-sponsored or other single unions permitted 0 1.5 0

15 Exclusion of tradeable/industrial sectors from union membership 0 2 0

16 Exclusion of other sectors or workers from union membership ab 1 2 2

17 Other specific de facto problems or acts of prohibition a 1 1.5 1.5

18 Right to establish and join federations or confederations of unions 0 1.5 0

19 Previous authorization requirements regarding above row 0 1 0

Other union activities
20 Right to elect representatives in full freedom ab 1 1.5 1.5

21 Right to establish constitutions and rules 0 1.5 0

22 General prohibition of union/federation participation in political activities b 1 1.5 1.5

23 Union control of finances c 1 1.5 1.5

Right to collectively bargain
24 General prohibitions 0 default na
25 Prior approval by authorities of collective agreements 0 1.5 0

26 Compulsory binding arbitration 0 1.5 0

27 Intervention of authorities 0 1.5 0

28 Scope of collective bargaining restricted by non-state employers 0 1.5 0

29 Exclusion of tradeable/industrial sectors from right to collectively bargain 0 1.75 0

30 Exclusion of other sectors or workers from right to collectively bargain 0 1.75 0

31 Other specific de facto problems or acts of prohibition ab 1 1.5 1.5

Right to strike
32 General prohibitions 0 2 0

33 Previous authorization required by authorities 0 1.5 0

34 Exclusion of tradeable/industrial sectors from right to strike 0 1.5 0

35 Exclusion of other sectors or workers from right to strike 0 1.5 0

36 Other specific de facto problems or acts of prohibition ac 1 1.5 1.5

Export processing zones
37 Restricted rights in EPZ'S a 1 2 2

Non-scaled (raw) weighted score: 22

Sources
a: International Confederation of Free Trade Unions (ICFTU), Annual Survey of Violations of Trade Union Rights .

b: U.S. State Department, Country Reports on Human Rights Practices.
c: ILO, Report of the Committee on Freedom of Association.

Note: na  indicates not applicable; default  indicates a maximum scaled country score of 10.



Table 2: Wage model results: mid-1990s average
(Dependent variable: Log (wages/employee) in manufacturing)

A B C D
Without regional dummies With regional dummies

All countries LDCs All countries LDCs

From benchmark equations From benchmark equations
1 Constant -0.972 ** -0.641 -0.563 -0.489

-2.184 -0.979 -0.700 -0.549

2 Log (VA/emp.) in manuf. 0.726 *** 0.726 *** 0.600 *** 0.611 ***
9.412 8.508 4.429 4.138

3 Log (GDP/capita) 0.371 *** 0.309 *** 0.414 *** 0.398 ***
5.987 3.656 4.773 3.772

4 Manufacturing output % GDP -0.007 -0.005 0.006 0.007
-1.164 -0.705 1.028 1.066

5 Urbanization rate -0.006 ** -0.005 -0.001 -0.002
-2.044 -1.232 -0.217 -0.652

6 East Asia/Pacific na na -0.338 *** -0.541 ***
(dummy) na na -3.286 -3.402

7 South Asia na na -0.034 -0.086
(dummy) na na -0.142 -0.383

8 Latin America/Caribbean na na -0.133 -0.104
(dummy) na na -1.145 -0.809

9 Sub-Saharan Africa na na 0.253 * 0.224
(dummy) na na 1.708 1.312

10 Middle-East/North Africa na na -0.066 na
(dummy) na na -0.441 na

11 Eastern Europe na na -0.423 ** -0.403 *
(dummy) na na -2.123 -1.970

N 88 65 88 65

Adj. R2
0.914 0.800 0.926 0.829

F-Stat. 133.482 37.624 84.497 26.907

From each variable singly in benchmark equations From each variable singly in benchmark equations
12 Civil liberties index -0.030 -0.025 -0.048 ** -0.046

(0 = best, 10 = worst) -1.519 -1.116 -2.198 -1.473

13 Political rights index -0.021 -0.013 -0.041 * -0.031
(0 = best, 10 = worst) -1.101 -0.642 -1.983 -1.209

14 Democracy index -0.026 -0.019 -0.048 ** -0.040
(0 = best, 10 = worst) -1.320 -0.852 -2.177 -1.381

15 Unionization rate -0.001 -0.006 -0.003 -0.012 ***
-0.570 -1.225 -1.550 -2.779

16 FACB index, unweighted -0.036 ** -0.030 -0.034 * -0.028
(0 = best, 10 = worst) -2.364 -1.520 -1.785 -1.054

17 FACB index, weighted -0.034 * -0.026 -0.032 -0.024
(0 = best, 10 = worst) -1.939 -1.211 -1.414 -0.843

18 FACB in EPZs -0.018 -0.002 -0.018 -0.013
(dummy) -0.179 -0.017 -0.199 -0.143

19 LFP rate, 10-14 years, total 0.012 * 0.012 * 0.006 0.006
1.986 1.674 0.876 0.746

20 LFP rate, 10-14 years, male 0.009 0.008 0.003 0.002
1.606 1.279 0.401 0.275

21 LFP rate, 10-14 years, female 0.015 ** 0.015 * 0.010 0.010
2.262 1.974 1.306 1.202

22 2nd educ. NON-enroll rate, total 0.005 0.008 ** 0.002 0.008 **
1.633 2.254 0.750 2.134

23 2nd educ. NON-enroll rate, male 0.004 0.007 ** 0.001 0.007 *
1.383 2.135 0.355 1.800

24 2nd educ. NON-enroll rate, female 0.006 * 0.008 ** 0.003 0.008 **
1.885 2.321 1.143 2.401

25 CL in tradeable sectors index -0.029 -0.029 -0.008 0.001
(0 = least, 5 = most) -0.835 -0.788 -0.233 0.033

26 CL in tradeable sectors index + worst -0.024 -0.023 -0.011 -0.003
(0 = least, 7 = most) -0.993 -0.913 -0.450 -0.099

27 CL in all sectors index -0.019 -0.016 -0.016 -0.007
(0 = least, 7 = most) -0.622 -0.485 -0.558 -0.191

28 % female in industry -0.008 -0.010 * -0.004 -0.005
-1.474 -1.741 -0.657 -0.817

Notes: Bolded numbers indicate regression coefficient estimates, below which are associated t -statistics. 

*, ** and *** indicate two-tailed significance at 10-, 5-, and 1-percent levels, respectively.

Underlined variables are those newly constructed.

na  indicates not applicable.



Table 3: Miscellaneous wage model results: mid-1990s average
(Dependent variable: Log (wages/employee) in manufacturing)

A B C D
Without regional dummies With regional dummies

All countries LDCs All countries LDCs
I. Combining civil liberties and FACB indices

1 Civil liberties index -0.015 -0.012 -0.031 -0.028
(0 = best, 10 = worst) -0.707 -0.475 -1.323 -0.821

2 FACB index, unweighted -0.034 ** -0.027 -0.028 -0.020
(0 = best, 10 = worst) -2.017 -1.251 -1.311 -0.680

3 Civil liberties index -0.017 -0.014 -0.034 -0.032
(0 = best, 10 = worst) -0.774 -0.553 -1.470 -0.940

4 FACB index, weighted -0.031 -0.023 -0.022 -0.014
(0 = best, 10 = worst) -1.588 -0.942 -0.906 -0.426

II. Combining FACB and child labor measures and indices
5 FACB index, unweighted -0.040 ** -0.035 * -0.038 * -0.031

(0 = best, 10 = worst) -2.516 -1.697 -1.959 -1.194

6 LFP rate, 10-14 years, total 0.013 ** 0.012 0.007 0.006
2.123 1.615 1.056 0.797

7 FACB index, unweighted -0.035 * -0.029 -0.023 -0.011
(0 = best, 10 = worst) -1.960 -1.268 -1.196 -0.445

8 2nd educ. NON-enroll rate, total 0.005 * 0.008 ** 0.002 0.007 *
1.692 2.045 0.736 1.820

9 FACB index, weighted -0.038 ** -0.030 -0.035 -0.027
(0 = best, 10 = worst) -2.041 -1.339 -1.559 -0.957

10 LFP rate, 10-14 years, total 0.013 ** 0.011 0.007 0.006
2.065 1.557 1.001 0.734

11 FACB index, weighted -0.032 -0.023 -0.017 -0.004
(0 = best, 10 = worst) -1.524 -0.906 -0.775 -0.158

12 2nd educ. NON-enroll rate, total 0.005 0.008 * 0.002 0.007 *
1.586 1.953 0.659 1.802

III. Interacting civil liberties and FACB indices
13 CL*FACB/10 (unweighted) -0.043 -0.039 -0.048 -0.034

(0 = best, 10 = worst) -1.627 -1.327 -1.426 -0.865

14 CL*FACB/10 (weighted) -0.039 -0.034 -0.044 -0.030
(0 = best, 10 = worst) -1.366 -1.098 -1.215 -0.739

IV. 2SLS with political rights index and regional dummies as instruments for FACB indices
15 FACB index, unweighted -0.064 ** -0.048 -0.098 * -0.069

(0 = best, 10 = worst) -2.196 -1.667 -1.794 -1.032

16 FACB index, weighted -0.068 ** -0.047 -0.102 * -0.068
(0 = best, 10 = worst) -2.114 -1.488 -1.780 -1.023

Notes: Bolded numbers indicate regression coefficient estimates, below which are associated t -statistics. 

*, ** and *** indicate two-tailed significance at 10-, 5-, and 1-percent levels, respectively.

Underlined variables are those newly constructed.



Table 4: Wage share model results: mid-1990s average
(Dependent variable: Log (wages/value added) in manufacturing)

A B C D
Without regional dummies With regional dummies

All countries LDCs All countries LDCs

From benchmark equations From benchmark equations
1 Constant -2.652 *** -2.627 *** -3.109 *** -3.012 ***

-7.994 -5.008 -5.562 -5.273

2 Log (GDP/capita) 0.266 *** 0.254 *** 0.288 *** 0.300 ***

5.405 2.997 4.772 3.492

3 Manufacturing output % GDP -0.006 -0.004 -0.0004 0.001
-0.862 -0.441 -0.052 0.112

4 Urbanization rate -0.009 ** -0.009 * -0.006 * -0.008
-2.625 -1.963 -1.809 -1.571

5 East Asia/Pacific na na -0.177 -0.406
(dummy) na na -1.227 -1.394

6 South Asia na na 0.225 0.043
(dummy) na na 0.811 0.180

7 Latin America/Caribbean na na -0.043 -0.183
(dummy) na na -0.289 -1.202

8 Sub-Saharan Africa na na 0.227 0.062
(dummy) na na 1.247 0.343

9 Middle-East/North Africa na na 0.119 na
(dummy) na na 0.698 na

10 Eastern Europe na na 0.050 -0.110
(dummy) na na 0.268 0.551

N 88 65 88 65

Adj. R2
0.300 0.090 0.290 0.070

F-Stat. 7.205 2.049 3.955 0.436

From each variable singly in benchmark equations From each variable singly in benchmark equations
11 Civil liberties index -0.046 ** -0.047 * -0.076 *** -0.092 ***

(0 = best, 10 = worst) -2.186 -1.855 -3.264 -2.684

12 Political rights index -0.035 * -0.030 -0.063 *** -0.062 **
(0 = best, 10 = worst) -1.761 -1.380 -2.772 -2.225

13 Democracy index -0.042 ** -0.039 -0.074 *** -0.080 **
(0 = best, 10 = worst) -2.011 -1.626 -3.154 -2.581

14 Unionization rate 0.003 0.004 -0.002 -0.008
1.288 0.793 -0.607 -1.378

15 FACB index, unweighted -0.031 * -0.024 -0.022 -0.011
(0 = best, 10 = worst) -1.763 -1.069 -1.082 -0.409

16 FACB index, weighted -0.028 -0.021 -0.018 -0.007
(0 = best, 10 = worst) -1.392 -0.834 -0.779 -0.250

17 FACB in EPZs 0.075 0.079 0.148 0.135
(dummy) 0.630 0.634 1.169 0.975

18 LFP rate, 10-14 years, total 0.002 0.002 -0.0003 -0.001
0.369 0.323 -0.033 -0.064

19 LFP rate, 10-14 years, male 0.001 0.0005 -0.002 -0.002
0.141 0.077 -0.241 -0.294

20 LFP rate, 10-14 years, female 0.004 0.005 0.002 0.002
0.565 0.543 0.187 0.188

21 2nd educ. NON-enroll rate, total 0.0002 0.001 0.001 0.003
0.060 0.180 0.356 0.791

22 2nd educ. NON-enroll rate, male 0.0001 0.001 0.002 0.004
0.048 0.197 0.447 0.998

23 2nd educ. NON-enroll rate, female 0.0003 0.001 0.001 0.002
0.110 0.189 0.291 0.587

24 CL in tradeable sectors index -0.033 -0.039 -0.032 -0.042
(0 = least, 5 = most) -0.828 -0.892 -0.803 -0.863

25 CL in tradeable sectors index + worst -0.027 -0.029 -0.028 -0.033
(0 = least, 7 = most) -0.997 -1.006 -1.003 -0.978

26 CL in all sectors index -0.024 -0.028 -0.023 -0.030
(0 = least, 7 = most) -0.710 -0.740 -0.711 -0.720

27 % female in industry -0.001 -0.002 0.003 0.001
-0.089 -0.378 0.394 0.139

Notes: Bolded numbers indicate regression coefficient estimates, below which are associated t -statistics. 

*, ** and *** indicate two-tailed significance at 10-, 5-, and 1-percent levels, respectively.

Underlined variables are those newly constructed.

na  indicates not applicable.



Table 5: FDI model results, without  regional dummies: mid-1990s average
(Dependent variable: Log FDI inflows as a share of World, 1993-1999)

A B C D E F
All countries LDCs

Reduced Form, Reduced Form, Reduced Form, Reduced Form,

Sample as col. A Full Sample Sample as col. D Full Sample

From benchmark equations From benchmark equations
1 Constant -32.199 *** -31.290 *** -31.014 *** -35.300 *** -34.402 *** -32.108 ***

-16.122 -17.776 -22.811 -14.136 -12.788 -18.722

2 Log (wages/VA) in manuf. -0.584 * na na -0.852 *** na na
-1.765 na na -2.687 na na

3 Log population 0.944 *** 0.979 *** 0.986 *** 1.001 *** 1.066 *** 1.049 ***
12.927 13.203 15.045 10.860 10.061 13.482

4 Log (GDP/capita) 0.925 *** 0.778 *** 0.704 *** 1.256 *** 1.067 *** 0.693 ***
4.957 5.430 5.854 5.293 4.795 3.793

5 Trade % GDP 0.007 *** 0.008 *** 0.011 *** 0.009 ** 0.010 ** 0.015 ***
3.704 3.878 5.041 2.090 2.034 4.484

6 SD log growth exchange rate (US$) -1.145 -1.229 -0.321 -1.331 * -1.494 -0.396
-1.383 -1.330 -0.613 -1.719 -1.653 -0.751

7 Urbanization rate 0.011 0.013 * 0.006 0.012 0.018 ** 0.011
1.484 1.867 0.962 1.549 2.096 1.418

8 Literacy rate 0.014 0.016 ** 0.020 *** 0.004 0.007 0.015 **
1.655 2.068 3.197 0.489 0.905 2.406

N 85 85 127 60 60 100

Adj. R2 0.788 0.780 0.787 0.751 0.723 0.714
F-Stat. 45.496 50.649 78.634 26.464 26.726 42.151

From each variable singly in benchmark equations From each variable singly in benchmark equations
9 Civil liberties index -0.185 ** -0.143 ** -0.078 -0.171 ** -0.109 -0.040

(0 = best, 10 = worst) -2.604 -2.226 -1.409 -2.049 -1.457 -0.627

10 Political rights index -0.128 * -0.098 -0.047 -0.100 -0.069 -0.026
(0 = best, 10 = worst) -1.899 -1.496 -1.044 -1.525 -1.039 -0.566

11 Democracy index -0.166 ** -0.127 * -0.063 -0.135 * -0.090 -0.034
(0 = best, 10 = worst) -2.218 -1.812 -1.231 -1.762 -1.218 -0.610

12 Unionization rate 0.003 -0.001 0.005 0.006 -0.008 0.003
0.491 -0.103 0.710 0.614 -0.985 0.306

13 FACB index, unweighted -0.057 -0.047 -0.020 -0.013 -0.009 0.013
(0 = best, 10 = worst) -1.267 -1.056 -0.440 -0.262 -0.167 0.243

14 FACB index, weighted -0.057 -0.049 -0.020 -0.011 -0.012 0.012
(0 = best, 10 = worst) -1.158 -1.007 -0.416 -0.207 -0.209 0.196

15 FACB in EPZs -0.154 -0.234 -0.236 -0.139 -0.266 -0.230
(dummy) -0.533 -0.735 -0.859 -0.498 -0.862 -0.822

16 LFP rate, 10-14 years, total -0.025 -0.023 -0.020 -0.014 -0.006 -0.012
-1.533 -1.294 -1.608 -0.838 -0.330 -0.853

17 LFP rate, 10-14 years, male -0.017 -0.015 -0.013 -0.007 0.001 -0.004
-1.142 -0.909 -1.106 -0.441 0.059 -0.346

18 LFP rate, 10-14 years, female -0.033 * -0.032 * -0.027 ** -0.023 -0.015 -0.020
-1.941 -1.688 -2.146 -1.285 -0.794 -1.450

19 2nd educ. NON-enroll rate, total -0.001 0.0002 -0.006 0.006 0.009 0.001
-0.150 0.019 -1.226 0.835 1.173 0.180

20 2nd educ. NON-enroll rate, male 0.002 0.004 -0.006 0.009 0.011 0.001
0.245 0.426 -1.097 1.189 1.532 0.234

21 2nd educ. NON-enroll rate, female -0.004 -0.003 -0.009 * 0.003 0.006 -0.003
-0.503 -0.368 -1.791 0.475 0.779 -0.492

22 CL in tradeable sectors index 0.067 0.068 0.004 0.052 0.058 -0.010
(0 = least, 5 = most) 0.498 0.472 0.048 0.371 0.363 -0.087

23 CL in tradeable sectors index + worst 0.060 0.064 0.011 0.053 0.061 -0.001
(0 = least, 7 = most) 0.632 0.625 0.169 0.553 0.556 -0.011

24 CL in all sectors index 0.080 0.078 0.016 0.069 0.062 0.017
(0 = least, 7 = most) 0.896 0.813 0.237 0.713 0.588 0.212

25 % female in industry -0.002 -0.005 -0.015 0.006 0.002 -0.011
-0.103 -0.278 -1.302 0.363 0.100 -0.942

26 % female admin.-managerial/ 1.081 ** 0.951 ** 0.884 ** 1.090 ** 0.831 * 0.794 *
% female labor force 2.503 2.107 2.258 2.602 1.863 1.963

27 % female profess.-tech./ 0.745 0.800 0.529 1.063 ** 0.970 0.574
% female labor force 1.576 1.559 1.514 2.050 1.653 1.424

28 Female/male educ. attainment 2.287 *** 2.517 *** 1.743 ** 1.144 1.379 1.314 *
(holding male constant) 3.232 3.374 2.631 1.327 1.566 1.909

29 Female/male educ. attainment 1.620 ** 1.844 ** 1.379 ** 0.489 0.735 1.018
(holding total constant) 2.349 2.567 2.005 0.538 0.804 1.315

30 Female/male literacy 3.866 *** 3.456 *** 0.865 4.166 *** 3.290 ** 0.766
(holding male constant) 3.102 2.664 0.912 3.108 2.386 0.808

31 Female/male literacy 4.304 ** 3.648 ** 0.298 5.268 *** 3.900 ** 0.406
(holding total constant) 2.591 2.198 0.240 3.177 2.229 0.332

Notes: Bolded numbers indicate regression coefficient estimates, below which are associated t -statistics. 

*, ** and *** indicate two-tailed significance at 10-, 5-, and 1-percent levels, respectively.

Underlined variables are those newly constructed.

na  indicates not applicable.

For rows 16 to 24 and 26 to 30, the literacy rate is excluded from the model.



Table 6: FDI model results, with  regional dummies: mid-1990s average
(Dependent variable: Log FDI inflows as a share of World, 1993-1999)

A B C D E F
All countries LDCs

Reduced Form, Reduced Form, Reduced Form, Reduced Form,

Sample as col. A Full Sample Sample as col. D Full Sample

From benchmark equations From benchmark equations
1 Constant -32.191 *** -31.657 *** -29.733 *** -37.891 *** -37.533 *** -33.410 ***

-14.027 -14.819 -14.740 -13.851 -13.047 -16.338

2 Log (wages/VA) in manuf. -0.432 na na -0.659 ** na na
-1.440 na na -2.292 na na

3 Log population 1.040 *** 1.073 *** 1.014 *** 1.191 *** 1.261 *** 1.126 ***
12.534 12.614 12.997 9.228 9.025 12.330

4 Log (GDP/capita) 0.950 *** 0.856 *** 0.613 *** 1.230 *** 1.080 *** 0.711 ***
3.972 4.149 3.441 5.961 5.572 3.927

5 Trade % GDP 0.011 *** 0.012 *** 0.014 *** 0.018 *** 0.019 *** 0.019 ***
3.125 3.286 4.668 2.875 2.846 4.743

6 SD log growth exchange rate (US$) -1.276 * -1.338 * -0.292 -1.399 ** -1.515 ** -0.354
-1.847 -1.787 -0.567 -2.367 -2.260 -0.737

7 Urbanization rate 0.004 0.006 0.005 0.009 0.012 0.010
0.487 0.623 0.682 0.839 1.246 0.986

8 Literacy rate -0.00006 0.001 0.013 -0.013 -0.011 0.003
-0.007 0.090 1.305 -1.227 -1.000 0.323

9 East Asia/Pacific -0.752 -0.699 -0.638 0.582 0.640 0.845
(dummy) -1.081 -1.044 -1.241 1.057 1.205 1.372

10 South Asia -1.286 * -1.361 * -1.481 ** -0.100 -0.179 -0.312
(dummy) -1.769 -1.864 -2.222 -0.161 -0.271 -0.465

11 Latin America/Caribbean 0.392 0.487 -0.016 1.603 *** 1.755 *** 1.171 **
(dummy) 0.859 1.059 -0.377 3.939 4.023 2.548

12 Sub-Saharan Africa -0.851 -0.839 -1.002 0.388 0.431 0.316
(dummy) -1.227 -1.223 -1.635 0.703 0.771 0.575

13 Middle-East/North Africa -0.927 * -0.917 * -0.994 ** na na na
(dummy) -1.900 -1.984 -2.088 na na na

14 Eastern Europe -0.231 -0.248 -0.752 1.033 ** 0.996 * 0.600
(dummy) -0.420 -0.466 -1.589 2.056 1.954 1.055

N 85 85 127 60 60 100

Adj. R2
0.810 0.807 0.796 0.783 0.768 0.731

F-Stat. 28.511 30.222 41.945 18.775 18.730 25.459

From each variable singly in benchmark equations From each variable singly in benchmark equations
15 Civil liberties index -0.162 ** -0.117 * -0.063 -0.113 -0.033 -0.010

(0 = best, 10 = worst) -2.330 -1.919 -0.959 -1.173 -0.411 -0.125

16 Political rights index -0.115 -0.082 -0.037 -0.070 -0.028 -0.009
(0 = best, 10 = worst) -1.648 -1.314 -0.767 -0.883 -0.394 -0.164

17 Democracy index -0.151 * -0.108 -0.051 -0.096 -0.034 -0.010
(0 = best, 10 = worst) -1.974 -1.599 -0.878 -1.030 -0.420 -0.153

18 Unionization rate 0.007 0.010 0.012 * 0.014 0.013 0.021 **
0.920 1.204 1.819 1.141 0.845 2.083

19 FACB index, unweighted -0.087 * -0.086 * -0.023 -0.054 -0.063 -0.002
(0 = best, 10 = worst) -1.737 -1.740 -0.445 -0.917 -0.971 -0.041

20 FACB index, weighted -0.089 -0.091 * -0.024 -0.049 -0.065 -0.005
(0 = best, 10 = worst) -1.627 -1.685 -0.419 -0.809 -0.957 -0.073

21 FACB in EPZs -0.431 -0.511 -0.426 -0.254 -0.400 -0.385
(dummy) -1.208 -1.369 -1.330 -0.747 -1.085 -1.249

22 LFP rate, 10-14 years, total -0.024 -0.021 -0.019 -0.015 -0.009 -0.005
-1.628 -1.279 -1.168 -0.915 -0.492 -0.303

23 LFP rate, 10-14 years, male -0.018 -0.016 -0.010 -0.010 -0.006 0.001
-1.378 -1.071 -0.743 -0.715 -0.342 0.091

24 LFP rate, 10-14 years, female -0.028 * -0.025 -0.025 -0.019 -0.013 -0.012
-1.766 -1.373 -1.525 -1.082 -0.609 -0.708

25 2nd educ. NON-enroll rate, total -0.006 -0.006 -0.007 0.004 0.004 0.002
-0.644 -0.636 -1.081 0.486 0.465 0.250

26 2nd educ. NON-enroll rate, male -0.005 -0.005 -0.008 0.004 0.004 -0.001
-0.465 -0.487 -1.198 0.465 0.389 -0.150

27 2nd educ. NON-enroll rate, female -0.006 -0.006 -0.007 0.005 0.005 0.002
-0.747 -0.718 -1.165 0.533 0.550 0.246

28 CL in tradeable sectors index 0.115 0.113 0.047 0.088 0.080 0.017
(0 = least, 5 = most) 0.870 0.849 0.476 0.648 0.563 0.151

29 CL in tradeable sectors index + worst 0.099 0.100 0.044 0.083 0.083 0.019
(0 = least, 7 = most) 1.061 1.063 0.601 0.903 0.840 0.229

30 CL in all sectors index 0.083 0.076 0.028 0.094 0.071 0.021
(0 = least, 7 = most) 0.904 0.818 0.378 1.011 0.719 0.254

31 % female in industry 0.002 -0.001 -0.014 0.004 0.001 -0.014
0.147 -0.038 -1.144 0.246 0.078 -1.044

32 % female admin.-managerial/ 0.405 0.102 0.381 0.302 -0.278 0.315
% female labor force 0.847 0.219 0.884 0.615 -0.617 0.719

33 % female profess.-tech./ 0.484 0.436 0.433 0.860 0.524 0.145
% female labor force 1.012 0.887 1.107 1.410 0.788 0.304

34 Female/male educ. attainment 1.012 1.035 0.957 -0.281 -0.385 0.232
(holding male constant) 1.200 1.123 1.039 -0.327 -0.351 0.222

35 Female/male educ. attainment 0.144 0.167 0.587 -0.856 -0.956 0.144
(holding total constant) 0.167 0.176 0.605 -0.902 -0.808 0.127

36 Female/male literacy 1.657 0.788 -0.340 1.376 -0.469 -0.755
(holding male constant) 0.801 0.436 -0.310 0.630 -0.248 -0.642

37 Female/male literacy 1.857 0.682 -0.897 2.180 -0.270 -0.975
(holding total constant) 0.681 0.295 -0.633 0.784 -0.117 -0.658

Notes: Bolded numbers indicate regression coefficient estimates, below which are associated t -statistics. 

*, ** and *** indicate two-tailed significance at 10-, 5-, and 1-percent levels, respectively.

Underlined variables are those newly constructed.

na  indicates not applicable.

For rows 22 to 30 and 32 to 36, the literacy rate is excluded from the model.



Table 7a: Miscellaneous FDI model results, without  regional dummies: mid-1990s average
(Dependent variable: Log FDI inflows as a share of World, 1993-1999)

A B C D E F
All countries LDCs

Reduced Form, Reduced Form, Reduced Form, Reduced Form,
Sample as col. A Full Sample Sample as col. D Full Sample

I. Combining civil liberties and FACB indices
1 Civil liberties index -0.174 ** -0.133 ** -0.075 -0.182 ** -0.110 -0.045

(0 = best, 10 = worst) -2.451 -2.057 -1.381 -2.179 -1.444 -0.758

2 FACB index, unweighted -0.012 -0.009 0.008 0.032 0.019 0.029
(0 = best, 10 = worst) -0.291 -0.199 0.177 0.697 0.378 0.526

3 Civil liberties index -0.180 ** -0.136 ** -0.078 -0.187 ** -0.111 -0.045
(0 = best, 10 = worst) -2.486 -2.060 -1.402 -2.211 -1.421 -0.755

4 FACB index, weighted -0.001 -0.003 0.012 0.043 0.020 0.029
(0 = best, 10 = worst) -0.016 -0.052 0.233 0.866 0.363 0.481

II. 2SLS with political rights index and regional dummies as instruments for FACB indices
5 FACB index, unweighted -0.041 0.020 -0.029 0.047 0.119 0.059

(0 = best, 10 = worst) -0.492 0.245 -0.394 0.581 1.380 0.662

6 FACB index, weighted -0.050 0.014 -0.030 0.036 0.110 0.056
(0 = best, 10 = worst) -0.570 0.159 -0.417 0.408 1.156 0.616

Table 7b: Miscellaneous FDI model results, with  regional dummies: mid-1990s average
(Dependent variable: Log FDI inflows as a share of World, 1993-1999)

A B C D E F
All countries LDCs

Reduced Form, Reduced Form, Reduced Form, Reduced Form,
Sample as col. A Full Sample Sample as col. D Full Sample

I. Combining civil liberties and FACB indices
7 Civil liberties index -0.124 * -0.073 -0.048 -0.085 0.013 0.007

(0 = best, 10 = worst) -1.848 -1.252 -0.736 -0.860 0.155 0.090

8 FACB index, unweighted -0.057 -0.066 -0.006 -0.037 -0.066 -0.004
(0 = best, 10 = worst) -1.164 -1.319 -0.118 -0.623 -0.978 -0.072

9 Civil liberties index -0.128 * -0.073 -0.049 -0.091 0.010 0.009
(0 = best, 10 = worst) -1.828 -1.226 -0.741 -0.900 0.127 0.112

10 FACB index, weighted -0.051 -0.067 -0.004 -0.028 -0.067 -0.008
(0 = best, 10 = worst) -0.924 -1.191 -0.062 -0.454 -0.963 -0.114

II. 2SLS with political rights index and regional dummies as instruments for FACB indices
11 FACB index, unweighted -0.292 -0.206 -0.066 -0.238 -0.079 0.008

(0 = best, 10 = worst) -1.436 -1.150 -0.524 -0.814 -0.276 0.053

12 FACB index, weighted -0.295 -0.216 -0.062 -0.261 -0.091 0.008
(0 = best, 10 = worst) -1.415 -1.134 -0.524 -0.785 -0.273 0.053

Notes: Bolded numbers indicate regression coefficient estimates, below which are associated t -statistics. 

*, ** and *** indicate two-tailed significance at 10-, 5-, and 1-percent levels, respectively.

Underlined variables are those newly constructed.



Table A.1: Descriptive statistics for GDP per capita, dependent variables, and measures of worker rights: mid-1990s average 
(for sample of 127 countries evaluated in FDI models)

A B C D E F G H I J K L M

OECD

OECD w/o 
East 

Asia/Pacific
East 

Asia/Pacific
South 
Asia

Latin 
America/ 

Caribbean
Sub-Saharan 

Africa
Middle-East/ 
North Africa

Eastern 
Europe All regions

mean mean mean mean mean mean mean mean mean std. dev. coeff. of var. maximum minimum

1 Log (GDP/capita), $ exchange rate 9.88 9.86 7.96 5.92 7.60 6.17 8.08 7.43 7.62 1.53 0.20 10.55 5.07

2 Log (GDP/capita), PPP 9.83 9.82 8.65 7.38 8.36 7.30 8.60 8.52 8.40 1.05 0.12 10.19 6.13

3 Log (wages/employee) in manufacturing 10.22 10.25 8.72 6.70 8.37 8.20 8.82 7.02 8.47 1.50 0.18 13.27 4.60

4 Log (wages/value added) in manufacturing -0.79 -0.77 -1.22 -1.36 -1.33 -1.32 -1.07 -1.13 -1.14 0.47 -0.41 -0.34 -2.58

5 Log FDI inflows, % of World 0.17 0.22 -1.10 -3.04 -2.34 -4.63 -2.87 -2.50 -2.43 2.35 -0.97 3.21 -8.78

6 Civil liberties index 0.95 1.01 4.81 5.67 3.37 6.09 6.52 3.75 4.31 2.87 0.66 10.00 0.00

7 Political rights index 0.30 0.31 4.31 3.58 2.71 6.18 6.19 3.25 3.84 3.36 0.87 10.00 0.00

8 Democracy index 0.63 0.66 4.56 4.63 3.04 6.14 6.35 3.50 4.08 3.05 0.75 10.00 0.00

9 Unionization rate 32.55 33.98 18.75 14.63 15.27 15.85 28.69 48.53 24.56 18.49 0.75 77.20 2.50

10 FACB index, unweighted 2.06 1.98 5.62 5.71 5.62 4.61 5.31 3.36 4.49 2.96 0.66 10.00 0.00

11 FACB index, weighted 1.80 1.71 5.24 5.53 5.35 4.44 5.00 3.14 4.24 2.81 0.66 10.00 0.00

12 FACB in EPZ's 0.05 0.05 0.19 0.80 0.46 0.21 0.07 0.00 0.20 0.41 1.98 1.00 0.00

13 LFP rate, 10-14 years, total 0.64 0.74 7.60 21.96 7.25 29.34 3.48 0.07 10.40 14.00 1.35 54.53 0.00

14 LFP rate, 10-14 years, male 0.63 0.73 7.92 24.01 10.00 31.73 3.77 0.09 11.62 15.12 1.30 56.87 0.00

15 LFP rate, 10-14 years, female 0.65 0.75 7.28 19.77 4.41 26.95 3.17 0.06 9.15 13.23 1.44 52.21 0.00

16 2nd educ. NON-enroll rate, total 3.00 3.47 35.94 58.20 46.71 73.39 32.43 16.75 38.87 30.38 0.78 95.00 0.00

17 2nd educ. NON-enroll rate, male 2.36 2.74 35.25 52.40 48.63 70.30 29.07 17.80 37.65 28.92 0.77 94.00 0.00

18 2nd educ. NON-enroll rate, female 3.59 4.16 36.31 64.80 44.71 75.63 36.14 16.00 39.40 32.01 0.81 96.00 0.00

19 CL in tradeable sectors index 0.36 0.42 1.06 3.40 0.88 0.66 0.71 0.20 0.76 1.21 1.60 5.00 0.00

20 CL in tradeable sectors index + worst 0.50 0.58 1.56 5.20 1.25 0.93 0.86 0.25 1.07 1.76 1.64 7.00 0.00

21 CL in all sectors index 0.59 0.68 2.00 5.40 2.33 2.34 1.43 0.90 1.84 1.72 0.94 7.00 0.00

22 % female in industry 23.42 23.03 31.64 30.48 22.90 20.98 17.39 37.15 24.91 10.16 0.41 56.25 2.75

23 % fem. admin.-managerial/% fem. LF 0.69 0.69 0.54 0.34 0.90 0.42 0.34 0.69 0.62 0.33 0.53 1.78 0.12

24 % fem. Profess.-tech./% fem. LF 1.12 1.13 1.15 0.70 1.53 0.92 1.33 1.28 1.21 0.37 0.30 1.93 0.41

25 Female/male educ. attainment 0.92 0.92 0.86 0.59 0.96 0.68 0.70 0.95 0.84 0.21 0.25 1.34 0.18
26 Female/male literacy 0.98 0.98 0.89 0.57 0.97 0.69 0.80 1.00 0.87 0.18 0.20 1.10 0.34

Notes: Underlined variables are those newly constructed.

FDI models use as a dependent variable the log of a country’s share (rather than %) of world FDI inflows.

For indices in rows 6 to 8 and 10 to 12, lower values indicate stronger worker rights.



Table A.2: Correlation coefficients between GDP per capita, dependent variables, and measures of worker rights: mid-1990s average 
(for sample of 127 countries evaluated in FDI models)

A B C D E F G H I J K L M N O P Q R S T U V W X Y Z

Log 

(GDP/capita) $ 

exchange rate

Log 

(GDP/capita) 

PPP

Log 

(wages/employee)

Log 

(wages/value 

added)

Log FDI 

inflows, % 

of World

Civil 

liberties 

index

Political 

rights 

index

Democracy 

index

Unionization 

rate

FACB index 

unweighted

FACB index 

weighted

FACB in 

EPZ's

LFP rate, 

10-14 

years, total

LFP rate, 

10-14 

years, male

LFP rate, 

10-14 

years, 

female

2nd educ. 

NON-enroll 

rate, total

2nd educ. 

NON-enroll 

rate, male

2nd educ. 

NON-enroll 

rate, female

CL in 

tradeable 

sectors 

index

CL in 

tradeable 

sectors 

index + 

worst

CL in all 

sectors 

index

% female in 

industry

% fem. 

admin.-

managerial/

% fem. LF

% fem. 

Profess.-

tech./% fem. 

LF

Female/male 

educ. 

attainment

Female/male 

literacy

1 Log (GDP/capita), $ exchange rate 1.00

2 Log (GDP/capita), PPP 0.98 1.00

3 Log (wages/employee) in manufacturing 0.79 0.74 1.00

4 Log (wages/value added) in manufacturing 0.54 0.57 0.55 1.00

5 Log FDI inflows, % of World 0.65 0.68 0.53 0.10 1.00

6 Civil liberties index -0.65 -0.66 -0.43 -0.53 -0.35 1.00

7 Political rights index -0.60 -0.61 -0.37 -0.49 -0.37 0.92 1.00

8 Democracy index -0.64 -0.64 -0.41 -0.52 -0.37 0.98 0.98 1.00

9 Unionization rate 0.32 0.36 0.12 0.34 0.17 -0.30 -0.27 -0.29 1.00

10 FACB index, unweighted -0.35 -0.30 -0.35 -0.42 -0.02 0.54 0.50 0.53 -0.39 1.00

11 FACB index, weighted -0.38 -0.32 -0.37 -0.41 -0.06 0.57 0.54 0.56 -0.39 0.99 1.00

12 FACB in EPZ's -0.23 -0.22 -0.22 -0.11 -0.08 0.15 0.10 0.12 -0.22 0.37 0.38 1.00

13 LFP rate, 10-14 years, total -0.72 -0.78 -0.29 -0.37 -0.55 0.51 0.47 0.50 -0.39 0.21 0.23 0.12 1.00

14 LFP rate, 10-14 years, male -0.72 -0.78 -0.31 -0.38 -0.54 0.50 0.46 0.49 -0.41 0.23 0.25 0.16 0.99 1.00

15 LFP rate, 10-14 years, female -0.70 -0.76 -0.26 -0.34 -0.55 0.51 0.48 0.50 -0.36 0.17 0.20 0.07 0.99 0.95 1.00

16 2nd educ. NON-enroll rate, total -0.80 -0.85 -0.43 -0.47 -0.60 0.61 0.56 0.59 -0.53 0.37 0.39 0.23 0.84 0.84 0.80 1.00

17 2nd educ. NON-enroll rate, male -0.79 -0.84 -0.54 -0.46 -0.60 0.57 0.51 0.55 -0.52 0.37 0.40 0.25 0.81 0.82 0.77 0.99 1.00

18 2nd educ. NON-enroll rate, female -0.80 -0.86 -0.52 -0.46 -0.60 0.62 0.57 0.60 -0.53 0.38 0.40 0.23 0.84 0.85 0.82 0.99 0.97 1.00

19 CL in tradeable sectors index -0.24 -0.24 -0.24 -0.27 0.11 0.21 0.14 0.18 -0.26 0.29 0.31 0.35 0.22 0.23 0.20 0.22 0.21 0.25 1.00

20 CL in tradeable sectors index + worst -0.25 -0.24 -0.25 -0.29 0.13 0.22 0.15 0.19 -0.25 0.32 0.33 0.37 0.22 0.23 0.19 0.22 0.21 0.25 0.98 1.00

21 CL in all sectors index -0.49 -0.48 -0.37 -0.34 -0.13 0.34 0.27 0.31 -0.39 0.35 0.37 0.43 0.42 0.44 0.38 0.46 0.45 0.47 0.87 0.87 1.00

22 % female in industry 0.01 0.09 -0.37 0.04 0.03 -0.23 -0.24 -0.24 0.04 -0.19 -0.17 0.06 -0.22 -0.24 -0.19 -0.20 -0.18 -0.18 0.11 0.10 0.09 1.00

23 % fem. admin.-managerial/% fem. LF 0.22 0.25 0.09 0.21 0.15 -0.46 -0.45 -0.47 -0.05 -0.07 -0.08 0.04 -0.30 -0.25 -0.35 -0.20 -0.15 -0.24 -0.07 -0.07 -0.11 0.11 1.00

24 % fem. Profess.-tech./% fem. LF 0.25 0.27 0.06 0.05 0.09 -0.29 -0.26 -0.28 0.07 0.06 0.05 0.05 -0.45 -0.38 -0.52 -0.23 -0.17 -0.29 0.01 -0.01 -0.05 -0.01 0.34 1.00

25 Female/male educ. attainment 0.54 0.57 0.42 0.22 0.43 -0.50 -0.48 -0.50 0.20 -0.08 -0.08 0.00 -0.60 -0.57 -0.63 -0.51 -0.42 -0.60 -0.11 -0.12 -0.24 0.01 0.41 0.58 1.00

26 Female/male literacy 0.60 0.65 0.25 0.32 0.43 -0.59 -0.57 -0.59 0.40 -0.21 -0.25 -0.03 -0.72 -0.70 -0.73 -0.70 -0.63 -0.73 -0.25 -0.25 -0.38 0.23 0.48 0.56 0.74 1.00

Notes: Underlined variables are those newly constructed.

FDI models use as a dependent variable the log of a country’s share (rather than %) of world FDI inflows.

For indices in rows 6 to 8 and 10 to 12, lower values indicate stronger worker rights.
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