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Abstract 
 
Analysis of newly available longitudinal data, in the form of time series of legal changes in  a 
range of developed and developing countries, suggests that there is a strong evidence-based 
case for labour regulation.  This new empirical material is being complemented by new 
theoretical insights into the ‘endogenous’ or evolved nature of labour law norms.  While 
theory and ideology will continue to frame both the production of empirical data and the 
application of research findings to policy issues, there are good prospects for informed policy 
making in the labour regulation field in future. 
 
1. Introduction 
 
There have been empirical studies of the effects of labour and employment laws since the 
inception of modern social legislation.  However, until relatively recently, little attention was 
paid to the role of the legal system as a causal variable, with the potential to shape social and 
economic outcomes in its own right.  Certain regulatory initiatives, such as minimum wages 
and employment protection laws, were intensively studied with a view to assessing their 
impacts on output variables such as unemployment and productivity, but without close regard 
to their legal form.  For the purposes of economic modeling, laws were generally assumed to 
be self-executing, and issues concerning the incompleteness and imperfect operation of legal 
rules were left unexplored.  As a result, notwithstanding the existence of a large body of 
literature employing increasingly complex statistical methods, issues of concern to legal 
researchers and policy makers were only marginally addressed. 
 
Over the course of the past decade the picture has changed radically.  The role of legal 
systems in shaping the nature of regulation and, as a result, economic outcomes, has been 
placed centre stage by the highly influential legal origins hypothesis (La Porta et al., 2008), 
which has applications to labour law as well as to corporate and insolvency law where it was 
first developed.  Important and influential as it is, the legal origins hypothesis is only one of a 
number of emerging paradigms in the social sciences with implications for the empirical 
study of labour law.  The varieties of capitalism approach in comparative political economy 
has opened up a number of insights, stressing, in contrast to the legal origins literature, the 
endogeneity of legal and related institutions to wider political and economic structures (Hall 
and Soskice, 2001).   These two approaches, despite their differences, have in common an 
emphasis on comparative methods, and have prompted the development of new data sources 
to measure cross-national differences in legal regimes.  There has been a proliferation of 
indicators which attempt to capture the extent of variation across countries in the contents of 
labour law rules.  The growing availability of this kind of data has stimulated interest in 
statistical methods capable of isolating the impact of legal change on economic development 
and vice versa, particularly techniques for time-series and dynamic panel data analysis.  By 
virtue of these developments, conventional understandings concerning the nature of the law-
economy relation are being reassessed, together with some previously accepted wisdom on 
the supposedly negative economic impacts of labour law regulation.  If the advice given to 
policy makers has become, as a result, less clear-cut than it was, the policy-formation process 
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should in principle benefit from an improved understanding of the role of national and local 
contexts in shaping the emergence and application of labour law rules.  How far it will in fact 
do so raises questions concerning the feasibility, in practice, of ‘evidence-based policy’. 
 
This paper will review the recent developments just referred to, beginning with an account of 
theoretical perspectives (section 2) before moving on to look at the nature of new data 
sources and techniques for analyzing them (section 3) and the state of the art in the empirical 
literature on the economic effects of labour law rules of different kinds, with the focus on 
wage regulation, employment protection, and collective labour law (section 4).  Issues arising 
from the use of empirical research to guide policy will then be addressed in a concluding 
section.  The focus on this largely quantitative and comparative literature is not intended to 
imply that other approaches, such as those based on qualitative case study work or 
experimental studies, are not also valid or important ways of exploring the operation of 
labour laws; for reasons of space it is not possible to do more than provide a view of one part 
of what is a huge field.  The selection of material here is intended to highlight recent 
theoretical and methodological innovations of particular interest to lawyers and policy-
makers and to relate them to the current state of the art on the empirical effects of labour 
legislation. 
 
2. Theoretical perspectives on the economic and social impacts of labour laws and their 
relationship to empirical research 
 
The empirical literature on the impacts of labour laws has been shaped by theoretical 
perspectives, particularly those drawn from neoclassical labour economics where the 
conventional understanding has been that labour law rules operate as an exogenous 
intervention in, or interference with, the operation of market forces.  This idea is vividly 
captured by Stigler’s analysis of the minimum wage (Stigler, 1946), which set the tone for 
much of the economic discussion of labour law regulation from the late 1940s onwards, and 
which directly inspired the economic analysis of labour law later carried out by Posner and 
other members of the Chicago school of law and economics (see Posner, 1984).  In the 
neoclassical model, wages and employment are set by the interaction of supply and demand 
for labour.   The market operates as an implicit regulator of decisions to trade, so that firms 
which underpay risk losing their workers to competitors just as workers who overbid for 
wages risk exclusion from employment as firms substitute capital for labour or cease to trade.  
The market also favours equality, in the sense of equal pay for work of equal value; the 
spontaneous movement of the market to equilibrium ensures that a single price or wage is set 
for labour of comparable productivity.  Where inequalities or imperfections are observed, 
they are ascribed to non- or pre-market factors, such as differences in individuals’ 
endowments or preferences for work or leisure, or to employer’s ‘tastes’ for discrimination 
(Becker, 1957).   
 
Labour laws themselves are seen as an external source of imperfections; they originate in 
decisions made in the political sphere and reflect rent-seeking, or distributional demands, by 
collective groups.  Rent-seeking, as it is aimed at redistribution rather than value creation, 
imposes a deadweight loss on the economy and so constitutes a source of inefficiencies.  
Further inefficiencies arise from distortions in the operation of the market which are induced 
by legal interferences with bargaining.  Wage regulation (such as minimum wage or pay 
equity legislation, or the taking of wages out of competition through collective bargaining) 
depresses demand for labour.  It thereby results in the exclusion from the market of those it is 
designed to help, that is, the low paid.  Thus minimum wage laws, for example, are predicted 
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to have particularly adverse effects for the young, workers without formal skills or 
qualifications, members of ethnic minority groups, and individuals seeking to return to the 
labour market after a spell of unemployment (Minford, 1985).  From this point of view, 
labour legislation is not just inefficient, but discriminatory and unjust in its effects. 
 
For a long period after the publication of Stigler’s 1946 paper and the ensuing debate, the 
neoclassical model proved impervious to empirical challenge.  This was in part because of 
the elegance and simplicity of the underlying theory, and the lack of consensus over 
alternatives; most economists took the view that ‘it takes a theory to beat a theory while facts 
only piece the theorist’s hide (Samuelson, 1951, cited in Kaufman, 2007: 8).  In the early 
1990s a challenge to the orthodox view emerged in the form of empirical studies apparently 
refuting the claim that minimum wage legislation caused higher unemployment.  This work 
demonstrated that US states which raised their minimum wages experienced increases in both 
earnings and employment levels for younger workers (Card and Krueger, 1995), while 
Machin and Manning and their colleagues demonstrated that the abolition of minimum wage 
legislation in the UK had led to falling employment in the sectors affected (Machin and 
Manning, 1994; Dickens et al., 1993).  These studies had a significant impact for a number of 
reasons.  The empirical work was regarded as convincing in part because of the use of what 
were then relatively novel panel data techniques (including difference-in-differences 
analysis) to take advantage of the ‘natural experiment’ provided by variations in state-level 
provision (in the US) and sectoral regulation (in Britain).   We return to this point below in 
our discussion of the empirical literature on wage regulation (see section 4.1).  It also helped 
that, around this time, theory had developed to the point where a more systematic account 
could be given of labour market imperfections.  The concepts of asymmetric information and 
‘dynamic’ monopsony (Manning, 2003) were used to explain how imperfections could arise 
from the spontaneous operation of labour markets, without the need to invoke external 
interferences such as those derived from trade union activity or labour legislation.  
Meanwhile, transaction cost economics (Williamson et al., 1975) and behavioural economics 
(Fehr and Falk, 1999) were challenging the neoclassical assumption of perfect rationality on 
the part of labour market actors.   
 
The theoretical reappraisal represented by this work remains, however, somewhat 
incomplete.  Rather than being seen as undermining the competitive model of the labour 
market, it has been understood as qualifying it in the narrow sense of showing that, in certain 
specific contexts, the conditions for perfect competition may not obtain.  How far this is the 
case has come to be viewed as an empirical matter, and because more recent studies have 
found evidence of negative employment effects from the raising of minimum wage rates (at 
least in the US context; see section 4.1), the consensus position is that monopsony is not an 
empirically significant phenomenon, ‘thus giving the neoclassical side and the competitive 
model the upper hand in the theoretical part of the battle’ (Kaufman, 2007: 11). 
 
The standard economic analysis of labour law rules is based not just on the idea of a self-
equilibrating market which corrects itself in response to temporary dislocations; it also 
embodies, if less explicitly, a theory of the operation of legal rules. There are two linked 
aspects to this.  The first is the idea, already referred to, that legal rules are exogenous to the 
market relations and so operate as an external imposition upon them.  The second is the 
presumption that legal rules are complete in the sense of being certain in the scope of their 
application and self-executing in their implementation: ‘perfect’ legal ordering to go with the 
idea of a perfectly competitive market.  A neo-institutional account of the operation of legal 
rules in market settings which sees them as ‘endogenous’ solutions to coordination problems 
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(see Deakin and Sarkar, 2008) offers an alternative perspective which has implications for 
empirical analysis. 
 
In this approach, legal rules are understood as devices for coordinating the expectations of 
actors under conditions of uncertainty.  Laws are not simply imposed in a top-down fashion 
but, just as often, crystallize conventions which first emerge at the level of exchange relations 
before being formalized in contractual agreements and, at a further level, legal texts.  As 
responses to market failures of various kinds, they originate in particular economic and 
political settings.  Labour law rules may have redistributive aims, while at the same time 
giving expression to notions of fair treatment which serve as ‘focal points’ in bargaining 
between the parties (Hyde, 2006).  The employment contract is a complex legal ‘institution’ 
in this sense.  It represents a standard form for labour transactions, based on a trade off 
between the powers of coordination reserved to the employer and the employee’s access to 
mechanisms for income-smoothing and insurance which help to offset risks associated with 
wage-dependence.  The core institutions of labour law systems, including collective 
bargaining, minimum wage laws and employment protection legislation, express this 
fundamental trade-off in different ways, which reflect the solutions arrived at in particular 
national and regional contexts and which have been more widely diffused over time. 
 
To understand labour law in this way is to see it not as an external force imposed upon an 
otherwise ‘unregulated’ market, but as endogenous to market processes and political 
structures.  ‘Endogenous laws’ offer solutions to coordination problems which are incomplete 
in their specification and imperfect in their application.  They are neither self-executing, nor 
capable of being made operational by enforcement alone.  Their successful implementation 
depends on the presence of understandings and beliefs among market actors beyond the scope 
of the legal system.  Just as the form and content of a legal rule is to a large extent the result 
of a process of evolution which is context-specific and path dependent, so the operation of 
legal rules depends on contextual factors which vary across time and space. 
 
This implies an empirical research agenda which acknowledges the likely indeterminacy of 
legal rules in terms of their economic effects. Because their origins are context-specific, their 
effects will not be constant across firms, industries or national systems. Their implementation 
will depend on factors beyond the law at the level of social norms and self-regulatory 
practices, or upon the particular point in the economic cycle at which they are introduced.  
They may have both positive and negative effects in terms of their impact on efficiency, 
which may offset each other.  To the extent that all or any of these things are the case, it 
becomes possible to predict the effects of labour law changes only if a good deal is known 
about the contexts in which they are applied. This implies an empirical strategy based on 
awareness of the importance of cross-national and regional diversity, and of the need to 
control for it when modeling the impacts of legal change. 
 
In an extreme form, the hypothesis of labour law’s indeterminacy is in danger of tipping over 
into a claim about its triviality, namely, that by virtue of its endogeneity to economic and 
political structures and the macroeconomic cycle, the legal system is simply a cipher or 
conduit for the operation of other forces.  By contrast, the legal origins hypothesis holds that 
the content of laws, and, at a further remove, their economic impact, are shaped by the nature 
of the ‘legal infrastructure’ or ‘regulatory style’ which predominates in a given country.  A 
few parent systems aside, most countries have inherited their ‘legal origin’ in the sense just 
described by virtue of an external event such as conquest or colonization, and only rarely 
through the conscious adoption of another country’s legal institutions.  Legal origin can 
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thereby be understood as an exogenous, long-run causal variable, explaining the different 
economic trajectories of national systems, and the persistence of cross-national diversity (La 
Porta et al., 2008).  Common-law origin systems are said to have a bias in favour of market-
creating rules and a laissez-faire approach to economic regulation, in contrast to an emphasis 
on government ownership and regulation, and on redistribution, in civil-law origin systems.   
 
The legal origins hypothesis is open to objection on points of detail, not least its over-
simplified account of the common law/civil law divide, but its identification of the legal 
system as source of path-dependence and institutional lock-in in the development of market 
economies is a significant theoretical contribution which has generated a large and growing 
empirical literature.  In its strong form, it predicts that inherited differences in regulatory style 
feed through into economic performance outcomes, with common law systems experiencing 
faster growth by virtue of their greater efficiency.   This version of the hypothesis is overly 
dependent on a few stylized (and arguably mis-specified) facts concerning legal systems (for 
discussion see Deakin, 2009).  It is also only weakly supported empirically, given that 
evidence for common law systems having faster growth rates than civil law ones has proved 
hard to come by (see La Porta et al., 2008: 301-2).  A weak form of the hypothesis may be 
more defensible: this is one in it is accepted that legal infrastructure could have a long-run 
influence on economic development, but which sees legal institutions as co-evolving with 
economic and political structures rather than as exogenously determining them (Ahlering and 
Deakin, 2007). 
 
A coevolutionary perspective is compatible with the varieties of capitalism approach.  This 
posits a bifurcation of systems between ‘liberal market’ and ‘coordinated market’ economics 
(Hall and Soskice, 2001), a distinction which more or less precisely matches that between the 
common law and civil law legal families, but which does not view the legal system as the key 
explanatory variable in the way that legal origin theory does.  Instead, emphasis is placed on 
the role of political structures and the composition of interest-group coalitions in shaping 
economic institutions over the long run.  Thus a link has been claimed between proportional 
representation voting systems, which are said to favour coalition-building and consensus 
politics, and the emergence of redistributive labour law regimes, solidaristic welfare states 
and activist industrial policies in coordinated market systems.  Majority-voting systems, by 
contrast, are said to favour the emergence of ruling coalitions which pursue a conjunction of 
liberal capital markets and flexible labour markets (Iversen and Soskice, 2007).   
 
Putting to one side, for present purposes, the fine detail of these accounts, their broader 
significance lies in placing political-economy factors at the centre of the analysis, a view 
which does not rule out a role for the legal system in influencing outcomes, but which sees 
the operation of legal rules as embedded in, and contingent upon, the wider political and 
economic environment. This implies an empirical research agenda which focuses on possible 
complementarities between features of legal systems and those of economic and political 
institutions.  For example, labour law rules of the kind which are characteristically found in 
coordinated market systems, such as stringent employment protection laws and 
codetermination-based regimes for employee representation, may be complementary to 
certain features of the corporate governance environment such as concentrated share 
ownership and bank-led monitoring.  Conversely, flexible labour markets and liquid capital 
markets, supported by shareholder rights, may be complementary features of liberal market 
systems (Ahlering and Deakin, 2007).  In order to assess the economic impact of particular 
types of labour law rules in a way which is sensitive to these possibilities, data on a range of 
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legal and institutional features are needed, as are techniques capable of isolating the influence 
of these different variables of interest.   
 
3. Data sources on legal and institutional variables and techniques for analyzing them 
 
The emergence of new datasets, quantifying the content of legal rules in the labour law field 
as well as in related areas of economic regulation including company and insolvency law, has 
occurred alongside growing interest in the legal system as a variable of interest and in the 
comparative analysis of institutions and outcomes.  However, the status of these ‘synthetic 
indices’ as reliable data sources remains open to doubt, and their use in statistical analysis 
raises some problematic methodological issues. 
 
The most comprehensive of the new datasets, in terms of the countries and subject-matter 
covered, is the labour index constructed by Botero et al. (2004) in one of a series of papers 
operationalising the legal origins hypothesis.   This index codes for the labour laws of over 80 
developed and developing countries, and contains over 100 indicators which between them 
cover the areas of ‘employment law’, ‘collective labour relations law’ and ‘social security 
law’.  For each indicator, a score is given to indicate the strength of worker protection in the 
country concerned, with higher scores (on the whole these are normalized on a zero to 1 
scale) reflecting more protection.  An algorithm shows, in each case, how the scores are 
worked out; in some cases, assumptions are made about the operation of the law on the basis 
of its formal content, in others cardinal variables (such as amounts of redundancy pay or the 
maximum permitted duration of working time) are used to arrive at the final score.  The 
sources for the coding are simply described as ‘the laws of each country’ with reference also 
being made, in general terms, to relevant secondary sources; there is no attempt to provide 
specific legal sources for individual scores.  The index reports the laws of the countries 
concerned at a loosely-defined point in the late 1990s.  The methods used by Botero et al. are 
broadly similar to those employed in the first legal origin studies, which focused on 
shareholder and creditor rights (La Porta et al., 1998), but the labour index is more extensive, 
in terms of its coverage, than its predecessors.   
 
The methodology used in the legal origins literature forms the basis for the Doing Business 
reports of the World Bank.  For this purpose the World Bank has developed an ‘employing 
workers index’ which consists of three sub-indices: a ‘rigidity of employment index’ which 
among other things covers hiring, working time and other terms and conditions of 
employment; an index of non-wage labour costs; and an index of firing costs.  These sub-
indices, in their turn, are broken down into a series of individual indicators.  The scores are 
on a scale of zero to 100 with a higher value indicating ‘more rigid’ regulation.  The sources 
for the codings include surveys of regulations carried out by local lawyers and officials, and 
the dataset is in the form of a time series updated annually, going back to 2004 (World Bank, 
various years). 
 
The main alternative to the Botero et al./World Bank index is the OECD’s index of the 
strictness of employment protection legislation (‘EPL’).  This covers only part of the labour 
law field, and is confined to charting the law in 28 OECD member states, but goes back 
further than the World Bank studies, being based in part on an index first developed in the 
early 1990s by Grubb and Wells (1993).  Three main data gathering exercises have taken 
place, referring respectively to the late 1980s, the late 1990s, and 2003.  The index, in its 
current form, consists of three components: rules affecting dismissal of workers with regular 
(that is, indefinite or indeterminate) employment contracts; rules governing fixed-term and 
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temporary agency work; and collective dismissal procedures.  The scores are expressed on a 
zero to 6 scale, with 6 representing maximum ‘strictness’.  An overall strictness indicator for 
each country is arrived at by combining the three sub-indices, with the collective dismissals 
indicator weighted at 40% of the other two to reflect the extent to which it consists of rules 
which operate in a supplementary way to those of the other two (OECD, 2004). 
 
The two datasets tell a broadly similar story on the extent of cross-national variation in the 
content of labour laws.  Botero et al. (2004) find that labour regulation is highly correlated 
with legal origin, with countries of French-law origin having the highest scores (indicating 
more protection for workers) and those of English-law origin the lowest (indicating less 
protection).  The OECD index records Anglo-Saxon countries as having the lowest scores, 
with those in east Asia, northern Europe and the Nordic systems in the middle, and the 
highest scores being recorded by southern European countries.  The main source of variation 
is the law governing fixed-term and temporary agency work.  The OECD index indicates 
relatively little change in the content of the law in the period covered, the most noticeable 
trend being a limited degree of convergence brought about deregulation since the early 1990s. 
 
How accurate is this picture of the state of the laws of different countries?  It is doubtful that 
the World Bank datasets measure actual costs to firms of different legal regimes, as they 
purport to do.  The values reported in the indices reflect estimates of the costs of regulation as 
they apply not to the average enterprise, but to larger firms employing workers on standard 
(indeterminate) employment contracts; thus they take as their focus the most protective or 
‘rigid’ case (Lee and McCann, 2007).  Since it is assumed that the firm strictly abides by the 
relevant law but does not go beyond the level of protection mandated in the relevant 
legislation, not only is the issue of non-enforcement overlooked, but no account is taken of 
the extent to which firms would observe the standards set out in the law in any event (which 
‘standard’ firms would in practice be the most likely to do). 
 
The authors of the OECD index more openly accept that it contains limitations which are 
‘inherent to most synthetic indices’ including ‘problems of subjectivity, the difficult of 
attributing scores on the basis of legal provisions that may be applied differently in practice, 
and the choice of the weighting scheme used to calculate the summary indicator form from 
the various sub-components’ (OECD, 2004: 99).  They attempt to deal with the problem of 
the gap between the form of the law and its operation in practice by incorporating 
information on court practice and industry-level self-regulation through collective bargaining, 
while accepting that reliable data on some of these issues are not available for all countries 
(OECD, 2004: 66).   
 
The labour regulation index developed by the Cambridge Centre for Business Research 
(‘CBR’) provides an alternative approach to legal coding which attempts to address some of 
these methodological issues (Deakin, Lele and Siems, 2007; Armour et al., 2009b).  
Information from collective agreements and other self-regulatory mechanisms which operate 
as the functional equivalents to formal laws in some systems is included, and algorithms are 
developed which allow for the codings to reflect the extent to which labour laws take the 
form of default rules, applying unless the parties agree otherwise, as opposed to being either 
completely mandatory or non-applicable.  Explanations for codings, providing the primary 
legal source in each case, are provided (this is not the case with the World Bank index is only 
partially achieved in the OECD one).  The CBR index is in the form of an annual time series, 
going back to the early 1970s.  Five countries are currently contained in it (France, Germany, 
India, the UK and the USA) and it covers the whole labour law field, which is broken down 
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into five sub-indices (form of the employment contract, working time, dismissal, employee 
representation and industrial action).   
 
The picture of the law provided by the CBR index is not dissimilar to that given by the 
analysis of Botero et al. (2004), in that civil law systems are seen to have a significantly 
higher degree of regulation than common law ones (see Figure 1).  However, the case of 
India is an exception here; its labour laws are broadly comparable to those of Germany rather 
than to its ‘parent’ system, the UK.  The time series dimension of the CBR index is also 
revealing; it suggests that there has been considerable change over time in the content of 
labour laws, particularly in relation to the treatment of flexible forms of work and to working 
time controls.  It would seem that shifts in the political and macroeconomic environment are 
capable of bringing about significant changes to the substance of labour law, casting doubt on 
the idea of stable cross-country differences derived from legal origin, and emphasizing the 
endogeneity of the law to local political and economic contexts (Deakin, Lele and Siems, 
2007; Deakin and Sarkar, 2008).   
 
Figure 1 Labour Regulation in Five Countries 1970-2005 
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Source: Deakin, Lele and Siems, 2007. 
 
The main purpose of developing indices of this kind is to carry out statistical analysis aimed 
at isolating the economic effects of labour laws; here, again, a number of methodological 
issues arise.  Botero et al. (2004) carried out cross-sectional, bivariate analyses which found a 
number of negative impacts of labour regulation; in particular, higher scores on the labour 
index were correlated with lower male employment, higher youth unemployment, and a 
larger informal sector.  As Pozen (2006) has pointed out, however, Botero et al.’s labour 
index is a weak predictor overall of economic outcomes, because of the small size of the 
identified effects, and a low level of statistical significance in some of the cases.  In the case 
of the OECD index, cross-sectional analyses carried out on the data collected in the 2003 
exercise failed to show the negative impacts posited by theory, although a clearer association 
was found between EPL strictness and flows into and out of unemployment when a time 
series analysis was undertaken (OECD, 2004). 
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The OECD’s 2004 Employment Outlook accepted that bivariate, cross-sectional analyses 
could only provide limited information and should not used to guide policy.  The most 
important reason for this is the difficulty in drawing inferences about causation in studies of 
this kind.  Evidence of a statistically significant correlation between, for example, a legal or 
institutional variable, on the one hand, and an economic outcome variable, on the other, need 
not necessarily indicate causal influence running from the former to the latter.  The 
independent variable may be endogenous in the sense of being correlated to the error term in 
the regression equation.  Where that is the case, a false result may be obtained.  For example, 
a study which shows that more stringent employment protection legislation is correlated with 
higher levels of unemployment, may not be evidence of the economic impact of that 
particular legal institution, but evidence instead of a change in the macroeconomic 
environment (higher unemployment) triggering a certain policy response (stricter controls 
over dismissals). 
 
There a number of techniques available for getting round this problem of ‘reverse’ or 
‘simultaneous’ causation.  One is to identify an instrumental variable that is correlated with 
the endogenous regressor, but is not correlated with the error term.  For example, in the early 
legal origins literature, the common-law or civil-law origins of different countries’ legal 
systems were used as instruments for the substance of legal rules on shareholder, creditor and 
worker rights.  The assumption here was that legal origin was probably linked to the content 
of legal rules in the countries, but, conversely, could not itself have been caused by the 
economic outcome variables that were being studied (and so could not be correlated with the 
error term).  This was because the ‘origin’ of a country’s legal system, and hence its 
regulatory style, was assumed to be the result of an external event such as colonization or 
conquest, rather than being internally generated by that country’s process of economic 
development.  By demonstrating a statistical relationship between legal origin and the 
different outcome variables, it was possible to show that the direction of causation ran from 
law to the economy rather than vice versa, offering support for their theory.   
 
However, there are problems with the instrumental variable approach.  Not only is a degree 
of subjective judgement involved in the choice of an appropriate instrument; a variable will 
not be a good instrument if it could have influenced outcomes through channels other than 
that of the independent variable which is the main focus of interest.  In later papers in the 
legal origin series, La Porta et al. came to the conclusion that legal origin might be 
influencing the economy through a number of routes, including interpretive practices and 
approaches to enforcement, in addition to that of the content of legal rules.  On this basis they 
have now proposed that legal origin be seen as a causal or exogenous variable in its own 
right, rather than as an instrument for the content of the law (La Porta et al., 2008: 298), an 
approach which creates fresh difficulties since it rests on the strong and arguably untenable 
assumption that regulatory styles, once fixed, are not susceptible to influences from the 
economic environment (see Deakin, 2009). 
 
If longitudinal data are available the impact of legal change on a given jurisdiction or system 
can be analysed using a difference-in-differences approach.  This means that there has to be a 
control group whose experience can be compared to that of the system which is the focus of 
analysis, in the manner of a natural experiment.  Put simply, this approach compares the 
differences in the means of the before-and-after differences in the two systems. Card and 
Krueger (1995) used this method in their study of the increase in the minimum wage in New 
Jersey.  They used Pennsylvania, a neighbouring state in which the minimum wage had not 
been increased, as a control.  Their analysis showed that, taking after into account the effects 
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of the national recession which affected both states, the implementation of the higher 
minimum rate in New Jersey was associated with an increase in full-time employment in the 
fast food restaurant sector there, by comparison to Pennsylvania.  The result was theoretically 
plausible because of assumed monopsony effects.  In other words, before the minimum wage 
was raised, employers had used their superior bargaining power and access to information to 
depress wages below the competitive rate; the increase in wages triggered by the New Jersey 
law had increased the supply of labour into fast food employment without depressing 
underlying demand. 
 
The difference-in-differences approach can be used to study the short-run impact of legal 
changes where a control can be found.  If there is no control, as is the case if a legal change 
has a widely-felt impact across otherwise similar jurisdictions, its use may not be appropriate. 
Another problem is that spurious correlations may arise by virtue of autocorrelation, 
particularly when longer periods are studied (Bertrand et al., 2004).  More generally, in 
longer time series, data may be ‘non-stationary’.  What this means is that the time series does 
not follow a regular path, but is prone to irregular deviations without returning to the previous 
trend.  Where one or both of two time series is non-stationary in this sense, their error terms 
are liable to autocorrelate, again producing spurious correlations.  This (intuitively) 
remarkable result has long been understood to be a statistical property of certain time series 
but its implications for econometric analysis were not taken on board until much more 
recently.  Techniques for addressing the issue of stationarity through the identification of 
‘cointegrated’ time series – that is to say, times series which are, individually, non-stationary, 
but are linked by a common, stationary trend – began to be developed in the 1980s (Engle 
and Granger, 1987) and these were later combined with methods designed to make it possible 
to draw causal inferences from correlations in time-series analysis.  These mostly involve 
variants of so-called ‘Granger causality’ techniques, which, in their basic form, involve 
regressing current values of the dependent (or effect) variable against past values of itself and 
of the independent (or causal) variable.  If the addition of the past values of the independent 
variable makes a different to the result, causation is generally assumed.  More advanced 
cointegration-based techniques for time series analysis are thought to be appropriate only 
where there is a very long time series; conventionally, at least 25 years of an annual time 
series are required.  Single-country time series can be analysed in this way to indicate 
causation, or data from a number of countries can be pooled for the purposes of identifying a 
trend across the group as a whole (‘panel data cointegration’).   
 
For example, the legal datasets constructed by the CBR project, which cover 36 years of data, 
have been shown to be non-stationary in the sense just described.  Deakin and Sarkar (2008) 
use a method known as the autoregressive distributed-lag (‘ARDL’) approach to address the 
problem of non-stationarity and then carry out a trend analysis of correlations between labour 
law regulation, employment growth and productivity growth, after controlling for GDP 
growth, in the four developed countries in their sample.  They find few of the negative effects 
of regulation identified by Botero et al. (2004) in their cross-sectional study, and some 
positive effects (see further section 4.2, below).   
 
In principle, a time series provides a superior basis for testing claims about the effects of law 
than a cross-section.  It enables short-run impacts to be distinguished from longer-term trends 
and it makes it possible to say something about the vector or direction of causation.  
However, a limitation inherent in this type of analysis is the unavailability of time series data 
for many of the variables of interest.  This is somewhat less of a problem in the labour law 
field, given that reliable national-level time series exist for data on employment, 
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unemployment, inequality and GDP growth at national level, than it is for the company law 
area, in respect of which times-series data on one of the key variables of interest, corporate 
ownership structure, are limited (see Armour et al., 2009a). 
 
4. The state of the art on particular issues: minimum wages, employment protection and 
collective labour law 
 
We are now in a position to review the current state of the art on the empirical effects of 
different kinds of labour and employment laws. 
 
4.1 Minimum wages 
 
At the start of the 1980s there was a broad consensus among economists to the effect that 
minimum wage legislation had the effect of causing higher unemployment, particularly 
among younger workers.  The literature focused on the US case, which had (and has) some 
unusual features.  Federal minimum wage legislation, which dates from the 1930s, contains 
no automatic indexing mechanism, with the result that new legislation is required to raise the 
basic rate.  Because of the difficulty in getting political consensus on the level of the federal 
rate, there have been lengthy periods when it stagnated or fell in value in real terms, and the 
proportion of the workforce directly receiving the minimum rate is now very low by 
international standards, around 2%.  By contrast, the French minimum wage, which is 
uprated annually according to a formula which takes both wage and price inflation into 
account, currently covers 16% of the workforce (Deakin and Wilkinson, 2009).  The US 
literature focuses on the issue of teenage unemployment, as it was mostly teenage workers 
who were affected by the minimum wage in that country.  Data availability has also shaped 
the literature; the US Current Population Survey supplied a lengthy time series of data on 
teenage unemployment.  Analysis of this source confirmed the theoretical prediction that 
raising the minimum rate would have disemployment effects (Brown, Gilroy and Kohen, 
1982). 
 
As we have seen, the revisionist analysis of Card and Krueger (1995) was based on the 
opportunity for comparative case studies which was provided by variations in the rates set by 
individual states, which have the power to legislation for minimum wages above the federal 
level.  In addition to the study comparing New Jersey and Pennsylvania which has already 
been referred to (section 3 above), a study of California found that teenage employment and 
earnings both rose following an increase in the minimum wage, despite high coverage and 
evidence of compliance by employers.  Survey evidence suggested that employers in the fast 
food sector were unlikely to respond to increases by dismissing workers or cutting fringe 
benefits, supporting the idea that employers acted as monopsonists in low-wage labour 
markets. 
 
These studies generated a huge literature in their turn.  The main lines of criticism were that 
the survey data on which they were (in part) based were not entirely reliable; that the periods 
over which the effects of rate increases were studied were too short; and that the control 
groups used in the comparative state-level case studies were not appropriate (Keenan, 1995; 
Neumark and Wascher, 1995).  Long-run panel data studies have tended to find negative 
employment effects, leading a recent overview to conclude that around two thirds of the 
relevant studies ‘give a relatively consistent (although not always statistically significant) 
indication of negative employment effects of minimum wages’ (Neumark and Wascher, 
2006: 121). 
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The empirical reassessment of the US evidence has led even some supporters of minimum 
wage regulation to take the view that there is now, once again, a consensus in favour of it 
having negative impacts (Kaufman, 2007).  However, the US represents only one case, 
which, it its emphasis on the impact of minimum wage regulation on a very small segment of 
the working population, is not typical.  The British case offers an alternative perspective.   
For most of the twentieth century there was no general legal minimum wage; instead, legal 
minimum rates could be set by statutory wage-fixing bodies (trade boards and, later, wages 
councils) in industries characterised by very low pay and the absence of voluntary collective 
bargaining.  In 1986 the powers of the wages councils were cut back and in 1993 they were 
abolished altogether (leaving agriculture as the only sector with statutory wage fixing).  Prior 
to the 1986 Act it was ‘confidently postulated’ by a leading economic critic of labour 
legislation that abolition would ‘serve to expand employment [and] offer competitive wages 
for the socially disadvantaged’ (Minford, 1985: 122).  However, econometric studies carried 
out in the early 1990s found that as the wage-setting powers of the wages councils were 
reduced, employment in the low-paying sectors directly affected by this legal change fell, 
suggesting that in absence of regulation employers were able to exercise monopony power 
(Dickens et al., 1993; Machin and Manning, 1994). 
 
In 1998 a new British national minimum wage was enacted, which was to apply to all sectors 
of the economy.  A tripartite Low Pay Commission (‘LPC’) was given the task of 
recommending a minimum rate to the government.  The LPC’s first recommendation was for 
a minimum adult rate of £3.60 an hour from April 1999, a figure which represented 45% of 
median earnings and was estimated to affect 11% of the labour force, mostly in the cleaning, 
catering and security industries, with women workers benefiting proportionately more than 
men.  A series of special youth rates was also set.  As in the US there is no automatic 
indexing mechanism, but the government has accepted a series of LPC recommendations 
which have had the effect of raising the inflation-adjusted value of the minimum rate over 
time. 
 
The LPC commissioned numerous pieces of research into the operation of the new legislation 
and several of its members have been economists who, along with industry representatives, 
have taken part in the deliberations which resulted in the setting of the recommended rate.  
One of the original commissioners, Metcalf, has recently reviewed the empirical evidence on 
the operation of the legislation (Metcalf, 2007).  He found that there had been a positive 
impact on earnings, with the rate of increase in the real value of the minimum rate 
accelerating after 2002.  The fall in the earnings of the lowest quartile which took place in the 
period without statutory regulation between 1993 and 1998 had been reversed, and there had 
been a narrowing in the gender pay gap which was attributable to the minimum wage.  Wage 
inequality fell after 1998 after having previously risen consistently since 1978.  There was no 
evidence of negative employment effects in most of the sectors most affected (retail, 
hospitality, social care, cleaning, agriculture, security, clothing and footwear, and 
hairdressing; textiles, an industry in long-term decline, was an exception).  There was no 
evidence of disemployment effects on particular demographic groups including those most 
affected by periodic increases in rates.  Metcalf’s study considers reasons for the absence of 
negative impacts.  He found evidence of redistribution (the profitability of firms most 
affected by the legislation declined) and of monopsony on the part of employers (survey 
evidence suggested that firms had discretion to set wages independently of supply and 
demand).  Metcalf (2007: 53) concludes that ‘the LPC, via its evidence-based approach… has 
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raised the real and relative wage of low-paid workers without adverse employment 
consequences’. 
 
The variety of forms of minimum wage regulation makes generalization difficult.  Some 
systems, like France, have extensive statutory wage floors set at a high level in relation to 
median wages, while other systems rely on a mixture of voluntary collective bargaining and 
legislation extending the terms of collective agreements to non-federated employers (see 
Deakin and Wilkinson, 2009).  In developing countries the coverage of minimum wage laws 
is often higher than in developed ones, in part because collective bargaining mechanisms are 
either weak or missing.  Comparative studies, such as the recent analysis of the US and 
Turkey by Koçer and Visser (2009), suggest that minimum wage forms are most likely to be 
endogenous to country-level conditions, including the make-up of political coalitions, the 
stage of economic development, and the presence of otherwise of complementary forms of 
regulation.  A perspective of this kind suggests a need for a more nuanced and context-
sensitive approach to the study of the effects of statutory wage fixing than we have seen in 
most empirical studies to date. 
 
4.2 Employment protection legislation  
 
Employment protection legislation is, by origin, a continental European mode of labour law 
regulation, and the marked difference in levels of dismissal protection, for example, between 
the USA and Europe has been the focus of a numerous studies.  US unemployment, which 
was higher than that in Europe in the 1960s, began to decline in the mid-1980s and carried on 
falling at the same time as employment growth accelerated; in Europe in the same period, 
unemployment remained high after the shock of the late 1970s and early 1980s, and 
employment growth was sluggish.  Because there have been relatively few changes to the 
legal and institutional framework in the US across the period from the 1960s to the present 
day, it is not obvious, at first sight, that regulatory factors contributed to the US’s 
employment performance over this period.  However, because the stringency of controls over 
dismissal in Europe was increased (from an already high base of regulation) in the early 
1980s (see Deakin, Lele and Siems, 2007), it is possible to attribute part of the failure of the 
European economies to match US employment growth after that point to this factor, as 
suggested by the OECD’s influential Jobs Study (OECD, 1994).  However, evidence on this 
question offers no clear resolution.  The OECD’s 2004 Employment Outlook reports only 
weak links between the strictness of employment protection legislation, as measured by its 
EPL indicator, and flows into and out of unemployment, and no link to unemployment levels.  
When a longitudinal analysis is undertaken, using the three data collection exercises 
undertaken by the OECD starting in the late 1980s (see above, section 3), there is stronger 
evidence of a negative impact on EPL on both unemployment levels and flows, but the main 
impact of changes to the law has been to substitute fixed-term and agency work for 
permanent, regular employment in certain countries (OECD, 2004: 79).   
 
Lack of clear empirical results reflects theoretical indeterminacy over the effects of 
employment protection laws.  On the one hand, stricter EPL could lead to higher 
unemployment as firms are deterred from hiring and there is a reduction in productivity 
brought about by the slowing down of flows of labour from less productive to more 
productive firms (Saint Paul, 1997).  On the other hand, stricter EPL could reduce 
unemployment levels by making it more costly for firms to dismiss workers in a downturn, 
while at the same time providing incentives for retraining in place of redundancies, thereby 
improving productivity (Koeniger, 2005).  Studies which look at the interaction of EPL with 
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other institutional factors find that it is a weak predictor, at best, of levels of employment and 
unemployment (Bertola, 2009).  In time series analyses of the performance of OECD 
countries since the 1960s, unionisation rates emerge as a stronger influence on 
unemployment (Nickell et al., 2005), and some studies in this line of work suggest that labour 
law institutions as a whole are unimportant as determinants of macroeconomic outcomes by 
comparison to such factors as interest rate policy and central bank independence (Baker et al., 
2005; Baccaro and Rei, 2007). 
 
Progress is being made by studies which take into account the extent to which employment 
protection laws are both endogenous to particular sectoral contexts and complementary to 
other institutions in labour, product and capital markets, both of which may be expected to 
mediate their economic impact.  Dismissal legislation can plausibly be said to be endogenous 
to (in the sense of having evolved from) employment in sectors with stable, bureaucratically-
organised employment, and therefore is likely to have more of an impact on sectors which are 
characterised by high levels of labour turnover.  Recognising this, Bassanini and Venn (2006) 
carry out an analysis of the impact of EPL in what they call ‘EPL-binding’ industries, which 
they characterize as those with a higher propensity to dismiss workers in a downturn, as 
opposed to non-binding ones.  They report a negative impact of EPL on productivity.  
However, using the same approach, they find a positive impact of minimum wage legislation 
on productivity, low-paying sectors, and a similarly positive impact of parental leave laws in 
female-dominated industries. 
 
A growing body of literature is looking at possible complementarities between EPL and 
related institutional variables such as product market regulation and corporate governance 
structures.  Amable, Demou and Gatti (2007) report evidence to the effect that, in OECD 
countries, product market deregulation produces higher growth only in conjunction with the 
preservation of a high level of EPL.  This suggests that product market regulation, rather than 
high EPL, may have been a cause of Europe’s slow employment growth by comparison to 
that in the US.  Gatti (2008) finds that high levels of EPL are complementary to concentrated 
corporate ownership in coordinated market systems, with this conjunction leading to high 
rates of growth; dispersed ownership and more liquid capital markets are positively correlated 
with growth in systems with low levels of EPL. 
 
Analysis of the CBR’s longitudinal labour regulation index also finds evidence of 
complementarities in the operation of employment protection laws.  Deakin and Sarkar 
(2008) carry out a time series analysis of relationships between the different components of 
the CBR index (regulation of the form of the employment contract; working time laws; 
dismissal laws; employee representation; and the law relating to industrial action) and 
employment and productivity growth, after controlling for growth of GDP, in France, 
Germany, the UK and the USA.  Their results are summarized in Table 1.   
 
Despite the claims made for the beneficial economic impacts of deregulatory labour market 
reforms in the UK in the period the late 1970s onwards, there is no evidence of these legal 
changes having had either a positive or negative long-run effect upon employment and 
productivity growth.  The positive impact of working time controls and dismissal protection 
on productivity in Germany, and the positive relationship between working time legislation 
and employment in France, suggest that employment protection laws (and related forms of 
labour law legislation such as working time controls) may have beneficial economic impacts 
in coordinated market (and civil-law origin) systems. The contrasting results for the US 
suggest that the strengthening of dismissal laws there in the late 1980s (in the form of the 
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WARN laws which required employers to give notice of dismissal and make severance 
payments when downsizing their workforces) may have been associated with productivity 
gains, but at the expense of employment growth.  A separate study using the CBR index by 
Acharya et al. (2008) finds evidence of a positive relationship between dismissal protection 
and innovation rates as measured by patent applications, suggesting a further channel by 
which EPL may be linked to productivity growth (see also Koeniger, 2005). 
 
 
Table 1 Relationships between legal variables and economic outcomes in analysis of the 
CBR labour regulation index 

 
Legal variable Outcome 

variable 
Country Relationship 

Regulation of working 
time 

Employment 
growth 

France + 

 Productivity Germany + 

Regulation of dismissal Employment 
growth 

United States _ 

 Productivity United States + 

 Productivity Germany + 

 
Source: Deakin and Sarkar, 2008. 
 
 
4.3 Collective labour law: employee representation and the law relating to industrial 
action 
 
There is a large literature on the impact of unionization on firm-level productivity and 
performance in the tradition begun by Freeman and Medoff (1984).  Freeman and Medoff’s 
model is one in which unions display a ‘negative’ wage monopoly side and a more ‘positive’ 
worker voice side.  The positive aspects of collective worker voice, which include increased 
commitment and willingness to invest in firm-specific human capital on the part of workers, 
were thought by Freeman and Medoff to outweigh the market distortions brought about by 
wage monopolization.  Their approach is rooted in the analysis of the US environment, in 
which unions represent a small and diminishing segment of the working population (currently 
around 8% of the private sector labour force) and where bargaining has long been 
decentralized to firm level.  The legal framework, which dates back to the New Deal of the 
1930s, grants US unions rights to engage in collective bargaining with employers if they can 
acquire certified bargaining agent status, which depends on gaining worker support within the 
relevant bargaining unit.  In part because of a tendency towards rigid interpretation of the 
National Labor Relations Act, its preemptive effect (ruling out state-level initiatives), and a 
long-running political logjam over the issue of the Act’s reform, alternative forms of worker 
representation have failed to emerge.  The stark contrast between a highly organized and 
legally protected unionized sector, and an unorganized sector from which unions are by and 
large excluded and in which there is no role for codetermination-style mechanisms, has 
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shaped the empirical literature on the US case.  The questions addressed by Freeman and 
Medoff, in focusing on the contrast between unionized and non-unionised workplaces, have 
little relevance in contexts where unions, either through collective bargaining or through their 
involvement in codetermination mechanisms such as works councils, have legally or 
constitutionally guaranteed representation rights across a wider range of workplaces, and 
where sector-level collective bargaining ensures parity of labour costs for firms in the same 
industry, as is the case in many continental European jurisdictions. 
 
Freeman and Medoff (1984) coupled their analysis with a call for the revision of the National 
Labor Relations Act to support unionization, and empirical research on the effects of unions 
is often invoked to support policy proposals of one kind or another.  However, there has been 
little systematic research on the question of how the law relating to employee representation 
influences unionization rates and, at a further level, performance outcomes.  The UK has seen 
extreme policy reversals since the late-1970s, with a pro-union legal framework, providing 
support for the closed shop, collective industrial action and sector-level collective bargaining, 
giving way to a more hostile environment from the early 1980s onwards (see Deakin, Lele 
and Siems, 2007).  Because union density and strike activity fell over the same period it 
might be assumed that these trends were driven by the changes in the law, but this is not 
clear.  Union membership levels have fallen in all developed countries since the late 1970s, 
and the decline in Britain is far from being the greatest.  Increased product market 
competition, low inflation and high unemployment are more plausible factors in explaining 
not just union decline but also changes in the laws themselves, which are a function of union 
strength; some studies suggest that unionisation is a more a consequence of the 
macroeconomic cycle than a major influence upon it (Checchi and Nunziata, 2007). 
 
5. Conclusions: the Prospects for Evidence-Based Labour Law 
 
This chapter has reviewed recent developments in the empirical study of labour and 
employment laws.  A growing interest in cross-national, comparative analysis has prompted 
the emergence of new data sources, in the form of indices of labour regulation, and the 
utilization of statistical methods which can throw light on the nature of causal influences 
running from the law to the economy and vice versa.  Through work of this kind, a more 
complete account of the economic effects of labour laws is being established.  The 
conventional view, influenced by the belief that unregulated markets were, on the whole, 
competitive, maintained that labour regulation was an exogenous source of inefficiencies, 
leading to unemployment and slowing down growth.  Revisionist accounts see labour laws as 
having a number of complex and potentially offsetting effects.  For example, minimum wage 
laws, if set at the appropriate level, can be used to improve the position of low income 
households and reduce earnings inequality.  Employment protection legislation may have 
positive impacts on productivity through its encouragement of training and innovation at firm 
level.  The new literature stresses that the effects of labour laws cannot be predicted in an a 
priori way, through the use of models with universal application, but depend on the 
interaction of legal rules with a number of national, regional and industry-specific conditions 
and with complementary institutions in capital markets and product markets.  This implies a 
need for better and more reliable data on the content of the law, on modes of operation, and 
on the context in which legal rules are applied. 
 
Is the upshot of this likely to be the greater use of evidence from empirical studies in the 
policy-making process?  The prospects for evidence-based policy are, in practice, uncertain.  
One reason for this is that the status of the knowledge produced by empirical research 
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remains, to some degree, contingent.  Many of the questions to which policy-makers would 
like to have answers are not susceptible to empirical research given the current state of data 
resources.  As we have seen, it is only recently that data have become available on legal 
systems in a form which can be used in cross-national comparisons.  In addition, statistical 
analyses involve limitations and trade-offs which may (or should) qualify any policy 
recommendations.   
 
There are, however, wider constraints on evidence-based policy.  Theory plays a more 
significant role in shaping the policy-making process.  Although the neoclassical model of 
competitive markets has been undermined by recent empirical research, there is only a 
limited degree of feedback from the empirical literature to the theoretical core which forms 
the basis for the conventional economic understanding of how labour markets work.  A 
theory such as this remains functional, in the eyes of its adherents, as long as it can generate 
meaningful research questions which can then be analysed using appropriate empirical 
techniques.  According to this point of view, the theory does not need to be realistic, and so 
cannot be invalidated by new empirical findings alone.  New methods which cast doubt on 
previous findings, such as those associated with development in time-series and panel-data 
analysis, are a different matter, as are new data sources, in particular the new longitudinal 
datasets of legal change which are currently emerging, in so far as they give rise to different 
types of findings.  But a fundamental paradigm shift is only likely to occur once new 
empirical evidence feeds back into the core of theory.  This is gradually occurring with the 
emergence of new concepts in such areas as transaction cost economics and behavioral 
economics but a fully convincing theoretical synthesis is yet to emerge.   
 
At the level of the political process, the theory of competitive markets informs an ideological 
commitment to labour market flexibility and deregulation which, while weakening, continues 
to influence policy makers.  As we have seen, the empirical basis for the deregulatory 
approach is not very strong.  It is perhaps surprising then to find the international financial 
and economic institutions continuing to advise national governments that, as the World Bank 
Doing Business report for 2008 puts it, ‘laws created to protect workers often hurt them’ 
(World Bank, 2008: 19).  But this simply reflects the somewhat marginal role that empirical 
analysis plays in policy formation. 
 
Instances of the use of evidence to set policy remain exceptional.  The recent experience of 
Britain’s Low Pay Commission (see section 4.1 above) suggests that when empirical 
evidence feeds into the policy-making process, it does so only within tightly set parameters.  
The Labour government which was elected in 1997 had made a political commitment to the 
enactment of a national minimum wage.  The issue which the LPC had to decide was what 
level to recommend.  Empirical research was used to inform the deliberations of the 
Commission, but it did not determine the prior and far more momentous decision to introduce 
the national minimum in the first place.  To take the converse case, the analyses contained in 
the Doing Business reports have been framed by the World Bank’s prior commitment to the 
Washington consensus formula of the minimalist state, property rights and trade liberalization 
as the basis for growth.  As the Washington consensus fades, we are beginning to see the 
methodology of the Doing Business reports being increasingly questioned (Lee, McCann and 
Torm, 2009). This is a sign that a major policy shift is taking place which, while not directly 
driven by new empirical findings, may help to open up new opportunities for empirical 
inquiry, and ultimately for a reformulation of theory. 
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