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Preface

The primary goal of the ILO is to contribute, witember States, to achieve full
and productive employment and decent work foriadluding women and young people,
a goal embedded in the ILO Declaration 2008 $acial Justice for a Fair
Globalizatiort, and which has now been widely adopted by theriaté&onal community.

In order to support member States and the socitigya to reach the goal, the ILO
pursues a Decent Work Agenda which comprises fotarrelated areas: Respect for
fundamental worker’s rights and international labstandards, employment promotion,
social protection and social dialogue. Explanatiarfisthis integrated approach and
related challenges are contained in a number ofdkeyments: in those explaining and
elaborating the concept of decent work the Employment Policy Convention, 1964
(No. 122), and in the Global Employment Agenda.

The Global Employment Agenda was developed by th@ through tripartite
consensus of its Governing Body’s Employment ancigdolicy Committee. Since its
adoption in 2003 it has been further articulated axade more operational and today it
constitutes the basic framework through which tt@ pursues the objective of placing
employment at the centre of economic and sociatipst.

The Employment Sector is fully engaged in the imatation of the Global
Employment Agenda, and is doing so through a laegge of technical support and
capacity building activities, advisory services guudicy research. As part of its research
and publications programme, the Employment Sectomptes knowledge-generation
around key policy issues and topics conforminghe tore elements of the Global
Employment Agenda and the Decent Work Agenda. TdwoBs publications consist of
books, monographs, working papers, employment tejamd policy briefs

The Employment Working Papers series is designedligeeminate the main
findings of research initiatives undertaken by #lagious departments and programmes
of the Sector. The working papers are intendedntm@rage exchange of ideas and to
stimulate debate. The views expressed are the nsjldy of the author(s) and do not
necessarily represent those of the ILO.

José Manuel Salazar-Xirinachs
Executive Director
Employment Sector

! See http://www.ilo.org/public/english/bureau/dgmichload/dg_announce_en.pdf
2 See the successive Reports of the Director-Getwthé International Labour Conferen&ecent
work (1999);Reducing the decent work deficit: A global chalke(®p01); Working out of poverty

(2003).

% sSee http://www.ilo.org/gea. And in particulémplementing the Global Employment Agenda:
Employment strategies in support of decent worksitn” documentILO, 2006.
* See http://www.ilo.org/employment.
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Abstract

In this paper we discuss the relationship betwedrour market regulation and
regional trade agreements from both a legal ande@nomic angle. We examine
empirically whether regional trade liberalisatisraissociated with deterioration (“race to
the bottom”) of domestic labour standards beyormséhreflected in the 1998 ILO
Declaration on the Fundamental Principles and RigttitWork. Using a panel of 90
developed and developing countries, covering tlgsyfom 1980 to 2005, we find that
after the entry into force of a regional trade agnent (RTA), labour standards applying
to employment protection and unemployment benefits significantly weakened. We
show that such a lowering of protection levels getw occur in high income countries
and that this effect mainly stems from RTAs amoughscountries rather than with low
or middle income countries.

Concern about competitive pressure to weaken domésbour regulation is
reflected in a variety of undertakings in RTAs tmiadminister labour laws with a view
to improving one’s competitive position in tradeforeign direct investment (FDI). The
above-mentioned empirical findings indicate thathsiprovisions could potentially
become relevant, and that this is more likely taH®ecase for high income members of
RTAs. Our analysis, from a legal point of view,refevant institutional and procedural
mechanisms indicates however that enforceabilitthefrelevant provisions is weak for
most of the existing legal texts.

Keywords: International trade, labour standardsola market, regulation, regional
trade agreements, ILO, WTO
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1. Introduction

Increasing economic integration among countriescoasributed to raising concerns
about a ‘race to the bottom’ in labour standards,a vicious circle of ever lower labour
standards in order to remain competitive in glolrkets. Indeed, to the extent that
labour standards increase production costs thdyhaile repercussions on relative prices
and thus possibly trade flows. Accordingly, whenrdes protection is reduced,
governments may feel tempted to boost the competitosition of domestic producers by
reducing the cost of regulation born by their gmtises even if this implies a lowering of
the levels of protection that regulation is meanptovide to workers. In the absence of
internationally agreed rules on domestic regulatraces to the bottom could arise, just
like tariff or subsidy wars could arise in the afise of relevant multilateral rules on trade
policies (Copeland, 1990; Bagwell and Staiger, 2002

The concern that openness may compel individuatigowents not to raise or even to
lower labour standards has led to calls for tyialgolur provisions to trade arrangements
between countries. According to the ILO (2009),olabprovisions in trade agreements
have substantially increased in prevalence ovemp#s 25 years. Many of these labour
provisions make reference to internationally redoggh core labour standards. In
particular, explicit reference is often made to th@98 ILO Declaration on the
Fundamental Principles and Rights at Work, witpidations requiring the improvement
of freedom of association and collective bargaimigts, the abolition of forced and child
labour, and non-discriminatiGriLO (2009) also indicates that in recent yearsfarential
trade agreements increasingly contain provisiongingareference to domestic labour
regulation.

In this paper we take a deeper look at the layfee of provisions and analyse them in
detail. We pay particular attention to provisiomaplying commitments to prevent
undercutting of domestic labour standards belowelieprevalent upon entering the trade
agreement and those reflecting commitments to esttiy improve upon prevalent
standards Such provisions have the characteristic to taka eeference point the level of
protection provided by domestic labour standardsthat time of signing the trade
agreement. They discipline deviations that lowersén protection levels and encourage
deviations in the direction of increasing proteatievels. Those provisions therefore do
not explicitly encourage harmonization of standaadd existing differences in protection
that reflect cross-country differences in produtfior income levels can be maintaified
The discussion in this paper focuses on relevantigions in RTAs concluded by the
United States, by the European Union and thoseluded in the Asian-Pacific region. It
turns out that different players appear to havéedht preferences as to which type of
provisions they refer to in their RTAs.

Provisions referring to labour standards are moposgufent in RTAs involving the
United States and the European Union, and they tergk introduced on the behest of
their parliaments Labour movements and other stakeholders in tt& End the E.U.
often demand the inclusion of references to lalstamdards in RTAs. It is our assumption

! The term “core labour standards” often used inréfevant economic literature typically refershe principles
and rights stipulated in the 1998 ILO Declaration.

2 Although those provisions do not explicitly referlLO Conventions, the question nevertheless sifigav the
obligations of Parties to the relevant trade agm@srelate to the obligations the same States dmaemember
of the ILO and as party to possibly relevant ILOn@entions. This question is not further examinethia paper.
For a discussion regarding the coherence of trad¢ed labour provisions with ILO standards seev€lra
Kohiyama and Tsotroudi (2011).

® See Brown, Deardorf and Stern (2011) for a disonssf cross-country heterogeneity of standardstmmomic

efficiency.

* See Elliott (2011) and Bourgeois, Dawar and Eve(26007).
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that one of the objectives behind such requedts psotect overall domestic labour market
conditions. Such RTAs usually include a commitmenadhere to the ILO Fundamental
Principles and Rights at Work, and in addition cdinthe parties to prevent the

undercutting of domestic labour standards, or t@rowe upon prevailing domestic

standards It is therefore our interpretation that, for the&J. and for the U.S., provisions

preventing a lowering or encouraging an improvenwdrexisting standards aim at labour
market conditions going beyond international “col@&jour standards as reflected in the
Fundamental Principles and Rights at Work.

In our empirical work we examine whether “racefte bottom” concerns are justified
by examining whether regional trade liberalisatibas gone hand in hand with a
weakening of labour market regulation other thaat tased on core labour standards. Our
analysis therefore fills a gap in the by now reldy large empirical literature on the
relationship between labour standards and tradehts tended to focus on core labour
standards. In this paper, we use a recent datasettfie Fondazione Rodolfo Debenedetti
(FRDB) that contains data on employment protedegislation (EPL) and unemployment
benefits (UB) for the period 1980 to 2005. Both égpof measures represent labour
regulations that impact the working conditions @oedsibly production costs in a country.
Particularly in a context of trade among developedntries, these variables are likely to
be more pertinent for determining comparative ath@s than core labour standards, as
developed countries tend to take similar approathémplementing the latter. We use
panel regression techniques to examine whetheeased trade within RTAs is associated
with lower labour standards, in the sense of loamployment protection legislation or
lower unemployment benefits. We include the usoatrol variables in our regression and
also examine whether the effect of trade within RTdfers across countries of different
income levels. Our analysis has a number of linoitest It suffers from the endogeneity
problem that is typical for this type of empiricabrk, but we try to address this with
standard techniques. Our data do not allow us #lyae whether inclusion of labour
provisions in RTAs has an impact on the relatiopdietween trade and labour standards.
This is the case, because most relevant RTAs haee boncluded too recently. Last but
not least, labour provisions in private sectoriatives, such as codes of labour practice of
multinational companies, are also not at all costénethis paper.

The paper is organised as follows. Section 2 pes/idn overview of the type of
labour provisions currently found in Regional Traéigreements. Particular emphasis is
given in this discussion to labour provisions refgr to domestic (rather than
international) labour market regulation. Sectiopr8vides an overview of the existing
economic literature on international and domes#bolr standards and trade. This
overview reveals that few contributions have extjicexamined whether trade within
RTAs leads to weaker domestic labour market remgulatin section 4, we present
evidence on the evolution of trade within RTAs le fpast decades and the evolution of
employment protection legislation and unemploymesmefits across countries and over
time. We then present findings of a dynamic panelysis estimating the impact of trade
within RTAs on these two types of labour variabM& find that increased regional trade
has indeed gone hand in hand with a weakening ofedtic labour market regulation,
albeit only in our sample of industrialized couesti Section 5 discusses whether current
provisions in RTAs have the potential to be effextio avoid the observed weakening of
labour standards. Section 6 concludes.

® All E.U. Member States have ratified the convemsioeferred to in ILO Fundamental Principles anghi at
work. Although it has only ratified two of the eigtlonventions of the ILO Fundamental Principles Rights at
Work, the U.S. tends to apply domestic laws thatemjuivalent to the relevant conventions, albei wome
differences with regard to freedom of associati®eth the EU and the US therefore appear to be aotisty
committed to the Fundamental Principles and Righi&/ork that reflect core labour standards.
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2. References to labour provisions in RTAs

This section describes and analyses the legal gomé referring to labour standards
in trade agreements. While references to ILO’s &mental principles and rights at work
have been well-researched and discussed elsewbetenpia-Henry and Gravel, 2006),
our study focuses on references to domestic latmawket regulation and their impact.

We start our examination with three general comsdrgfore analysing in more
detail examples from RTAs of major trading natiohise section concludes with a general
typology on which we will then base our economestigdy. Different institutional and
procedural mechanisms foreseen for implementatiampgses, including dispute
settlement provisions and the thorny issue of sam&tin case of infringements and non-
compliance will be discussed in Section 5.

Generalities

First, references to labour standards can be foundct least three types of
international economic law instruments, namely amiaus types of trade agreements, in
unilateral trade preference schemes under the @lerest System of Preferences (GSP),
and in bilateral investment protection treaties T)BIOur study focuses on labour
provisions contained in RTAs (including bilatergir@ements) notified to the WTO under
GATT-Article XXIV. We note, however, that some dfet more recent agreements are of a
comprehensive nature and go far beyond trade imsggjodmong others, the US — Peru
agreement which entered into force on 1 Januan® 2480 covers trade in services
including the movement of natural persons, govemtmgrocurement, environment,
competition policy and investment. As will be segn Section 5, the institutional
arrangements and the various dispute settlementianexns in this agreement, including
Arbitral Panels and Private Commercial Dispute I8etnt, extend to most of these
subjects. Our legal analysis of the normative valtidabour provisions in RTAs thus
automatically extends to some of these areas ds wel

Secondly, in 2009, the ILO reported that ‘labouloyisions adopted in trade
arrangements have multiplied over the past 25 Yfedrhis study also estimated that 37
out of 186 bilateral and regional trade agreemémtforce and notified to the WTO
contained labour provisiohsand underlined that this represented a consitieiabrease
from only 4 such agreements in 1995. Accordingh® same ILO report, 60% of these
provisions made specific references to ILO Conwerstior to the ILO 1998 Declaration.
Also, 46% were found to be ‘conditional’ (foresegiganctions or positive incentives),
while 54% were ‘promotional’ (involving monitoringnd capacity building). Moreover,
the most widespread type of reference was ‘theirexpent not to lower the level of
protection of their national labour law in ordereiacourage trade and investnient

Using a different approach for identifying labouoyisions, the WTO Secretariat
arrives at a number of 17 out of 202 in force irL20with only 10 having developing
countries as treaty partners. With one exceptibofathese 17 agreements entered into
force in the 21st century. This makes any empiiicglact assessment difficult, and it may
also help to explain the almost total absence eé daw. It is worthwhile pointing out,

®ILO (2009), p. 63.

" The WTO Secretariat lists trade-related agreemestified by its Members and in force. The database
available at http://rtais.wto.org/ui/PublicMaintBmAHome.aspx (accessed 28 April 2011). It shoulgdiated
out that a comparison between ILO and WTO datahaseshject to limitations since, in the lattehdar
provisions are only counted if they have been maetil explicitly under the WTO transparency mechanis a
result, numerous FTA labour provisions — even tlestrwell-known ones, such as those in Northern Acaer
FTAs — are not covered by this approach.

81LO (2009), p. 71.

° Under NAFTA/NAALC, though, more than 35 cases hbagen filed so far.
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also, that the RTAs concluded by the United Statekthe European Union are one of the
main drivers behind the observed increased frequehlabour provisions in RTAS

Our third general remark concerns the many diffeagproaches to labour provisions
in trade agreements. Bartels (2009) provides anviwe of the RTAs in force, showing
that there is no clear pattern. Dawar (2008) umnuesl| that, even among developed
countries, the practice is far from being universithiough the United States and the
European Union regularly include such referencés their new agreements, this is not
done in a consistent way. Other industrialised toes1— except perhaps New Zealand —
are more reluctant. Bartels (2009) noted that Alistrejects such a linkage as a matter of
principle; it has only in its FTAs with the USA (@) and later with Chile (2009) accepted
to insert a reference to labour standards; JapatSaitzerland seem to have similar views
on the matter. These countries rarely include esfegs to labour standards in their RTAs.
Norway and Iceland which might have been more gtiva in this field have concluded
most of their RTAs together with Switzerland andhe framework of the European Free
Trade Agreement (EFTA). This may explain why no BFRTA contains specific
commitments on labour standafds

On the other side and rather as an exception fé&sFamong industrialised countries,
the recent Japan — Switzerland agreement (2009 haekatively stringent formulation in
this respect:

Art. 101 ‘The Parties recognise that it is inappr@ie to encourage investment activities
by relaxing domestic health, safety or environmlemi@asures diowering labour standardsTo
this effect, each Partghould not waive or otherwise derogafe®m such measures and
standards as an encouragement for establishmenfisaion or expansion of investments in its
Area.’ (emphasis adde'd)

RTAs among developing countries tend to place squ#icies in a development
context. There are very few references to labowvipions, sometimes by way of a
fleeting reference to ILO core labour standards$,naumutually binding commitments, let
alone enforcement mechanisms. Where there areenefes to labour provisions, they
underline the primacy of domestic regulation.

In the absence of any concerted drive, let alomaukilateral framework guiding the
interface between labour standards and trade agreaenthis variety of situations is hardly
surprising.

19 See Horn, Mavroidis and Sapir (2010) for a simii@w. Ebert and Posthuma (2011) also emphasizeotaef
Canada, Chile and New Zealand in the shaping @uaprovisions in Regional Trade Agreements.

» The EFTA-Hong Kong FTA which was signed in Juné P@ontains (promotional) labour provisions in a
separate side agreement. The entry into forcei@atireement was pending at the time of writing faper.

12 A similar provision is contained in the Japan-Pipines FTA.

13 A very similar provision is contained in the Jagmilippines FTA. The EFTA-Hong Kong FTA which has
been concluded but not yet entered into force pias{otional) labour provisions attached to it isegparate side
agreement. See at: http://www.efta.int/free-trageftrade-agreements/hong-kong/labour-agreement.asp
(accessed 02.04.2012)
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United States

Basically on the insistence of Congress as thdynmagi authority for all trade
agreements, the US Government has included lalmoits trade negotiating agenda since
at least 1974. Improvements in labour protection by other caestrwere sought
unilaterally, bilaterally and at the regional andlutateral level. The biggest effort was
made in the context of various US trade preferesddemes, for instance for Ecuador
(Elliot, 2004). At the regional level, it is in tHest RTA to which the US became a party
that substantial labour provisions were introduicedhe first time in a side agreement, i.e.
in the North American Free Trade Agreement (NAFT294). Since then the United
States has incorporated different labour provisionall of its RTAs. In the multilateral
trading system, however, all attempts made by t8eabld other developed countries have
so far remained unsuccessful.

By April 2011, ten US agreements were notified td@Vand in force. The following
table summarises the types of references to labtaundards contained in the other nine
agreements.

14 See Elliott (2011) for a more extensive discussion
5



Table 1. Labour Provisions in RTAs to which the United States is a party's

RTA Parties Type of Date of entry Place and types of labour provisions

agreement’® into force
North American FTA&EIA 01-Jan-1994 Side agreement: Ensure high levels of labour standards and strive
Free Trade for a continuous improvement of domestic standards (further
Agreement (NAFTA) described below).
US - Australia FTA&EIA 01-Jan-2005 Main agreement: ‘A Party shall not fail to effectively enforce its

labour laws, through a sustained or recurring course of action or
inaction, in a manner affecting trade between the Parties.’
(Art.18.1)

US - Bahrain FTASEIA 01-Aug-2006 Main agreement: Similar provisions as for US — Australia (e.g.
Art.15.2). The promotion of labour standards is laid down in a
‘Labor Cooperation Mechanism’ while implementation is regulated

in an Annex.

US - Chile FTASEIA 01-Jan-2004 Main agreement: Similar provisions as for US — Australia (e.g.
Art.18.2), including through a ‘Labor Cooperation Mechanism’
(Annex to Art.18.5).

US - Jordan FTASEIA 17-Dec-2001 Main agreement: ‘each Party shall strive to ensure that it does not

waive or otherwise derogate from, or offer to waive or otherwise
derogate from, such [labor] laws as an encouragement for trade
with the other Party’ (Art.6.2). Joint Committee to consider
‘opportunities to improve labor standards’ (Art.6.5).

US - Morocco FTASEIA 01-Jan-2006 Main agreement: Similar provisions as for US — Jordan (e.g.
Art.16.2), including through ‘Labor Cooperation’, especially to
prevent child labor (compliance with ILO Convention 182).

US - Oman FTASEIA 01-Jan-2009 Main agreement: Each Party shall ‘strive to ensure’ compliance
with the ILO Declaration on Fundamental Principles and Rights at
Work and its Follow-up (1998) (Article 16.7), including through a
Labor Cooperation Mechanism (Annex 16-A).

US - Peru FTASEIA 01-Feb-2009 Main agreement: ‘Neither Party shall waive or otherwise derogate
from, or offer to waive or otherwise derogate from, its statutes or
regulations [...] in a manner affecting trade or investment between
the Parties, where the waiver or derogation would be inconsistent
with a fundamental right set out in that paragraph.’ (Art.17.2.2). A
‘Labor Affairs Council’ (Art.17.5) is to ‘oversee the
implementation’, and a ‘Labor Cooperation and Capacity Building
Mechanism’ is to ensure compliance with ILO Convention 182
(Art.17.6).

US - Singapore FTA&EIA 01-Jan-2004 Main agreement: Similar provisions and institutional arrangements
as for US — Oman (Chapter 17 and Annex 17A).

Source: WTO RTA Database (http://rtais.wto.org/UI/PublicAlIRTAList.aspx accessed 19 April 2011). Content description by the authors.

> The US - Israel FTA which was signed and enteméiforce back in 1985 — as the first FTA entergd by
the United States — contains no specific labouviprons in either the main text or in an annex.

'® The database which is regularly updated and alailan-line contains four types of agreements: Firegle
Agreements (FTA), Customs Unions (CU), Economiedmation Agreements (EIA) and "Partial Scope"
Agreements (PS).
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This table shows that the labour provisions in d8aments are often a mixture of
duties (‘prevent child labor’) and of commitmentsavoid a ‘race to the bottom’ (‘enforce
labour laws in a manner affecting trade’). A featatso found in some of the more recent
US treaties with developing countries are varioudiva cooperation mechanisms
implemented through labour councils mandated td Segportunities to improve labor
standards.’

The most elaborate labour provisions in any of éhagreements remain those in the
North American Free Trade Agreement (NAFTA). Soaltters are linked to the trade
provisions through a side agreement called the MNémmerican Agreement on Labor
Cooperation (NAALC). Regarding the levels of proime, Article 2 provides that all three
trading partners shall ensure high levels of lalstaindards:

Affirming full respect for each Party's constitutieand recognizinthe right of each Party
to establish its own domestic labor standards, emddopt or modify accordingly its labor laws
and regulations each Partyshall ensure that its labor laws and regulation®yde for high
labor standardsconsistent with high quality and productivity Wptaces, and shall continue to
strive to improve those standards in that light.’

The NAALC does not define how ‘high’ these standalwve to be, nor does it
prescribe any particular type of improvements. A& tlomestic level, all the signatories
have to do is to ‘continue to strive to improvegithown standards.

Most RTAs explicitly reserve the right of the Pastito establish their own labour
standards and — except for references to ILO —udectommon standards applicable to
each signatory’s domestic labour legislation. Angigant provision found in several
RTAs is an explicit recognition that the adminiita of labour standards implies a
considerable degree of discretion which by itselfirot be viewed as having a trade-
distorting effect. For example, Article 17.2.1(lh}loe US — Singapore FTA foresees that

‘each Party retains the right to exercise discretiwith respect to investigatory,
prosecutorial, regulatory, and compliance mattatsta make decisions regarding the allocation
of resources to enforcement with respect to othbord matters determined to have higher
priorities. Accordingly, the Parties understandt tadParty is in compliance with subparagraph
(a) where a course of action or inaction reflecte@sonable exercise of such discretion, or
results from a bona fide decision regarding thecalfion of resources.’

The treaty text acknowledges that social protectiam be relevant for trade and for
investment decisions. However, with the qualifyiregb ‘strive to’, the admonition not to
weaken domestic legislation or to diminish adheeeiacinternational standards stops short
of clearly committing the parties not to lower theivn standards:

(Art. 17.2.2) The Parties recognize that it iappropriate to encourage trade or
investmentby weakening or reducing the protections affordaddomestic labor laws.
Accordingly, each Party shadtrive to ensurehat it does not waive or otherwise derogate from,
or offer to waive or otherwise derogate from, sisls in a manner that weakens or reduces
adherence to the internationally recognized labghts referred to in Article 17.7 as an
encouragement for trade with the other Party, oaragncouragement for the establishment,
acquisition, expansion, or retention of an investhie its territory.” (emphasis added)

Recent developments concern the three FTAs witlor@ola, Korea, and Panama,
which had been signed back in 2006 and 2007 bifiechby the US Congress only in
October 201¥. One reason for the delay in ratification was nieed felt by Congress to

17 Of these three agreements only the US — Koretyt(6®RUS) was in force at the time of writing thigticle.
For the texts cf. US — Colombia:
http://www.ustr.gov/sites/default/files/uploads/egments/fta/colombia/asset_upload_file993 10146.pdf
KORUS: http://www.ustr.gov/sites/default/files/uptis/agreements/fta/korus/asset_upload_file934_1pdft8
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further negotiate labour provisions as originaltyelseen in the legal texts. One example
was the modalities laid down in the ‘Labor Actiolaf? with Colombia on the right to
collective bargaining, the prevention of violengmiast labor leaders, and impunity from
prosecutioff. Also after signature, an example concerning Panarose because of new
concerns such as a lack of workers’ protectiorxjyoet processing zon€s

The recent three agreements reaffirm the partibfigations as members of the
International Labour Organization (ILO). They refgrecifically to the abolition of child
labour. At the same time they confirm the right edch party to maintain its own
procedures and confidentiality provisiéhsThe standard formulations and institutional
arrangements in these three FTAs resemble theeeadreements listed above, including
‘Labor Affairs Councils’. In the agreements with |IG@mbia and Panama, a ‘Labor
Cooperation and Capacity Building Mechanism’ issk#en which will ‘take into account
each Party’s economy, culture, and legal systerThe same agreements prescribe a
cooperative consultative mechanism before a labslated dispute could be taken up
under the formal dispute settlement mechaffism

European Union

In 1995 the European Union started to systemayicattlude labour clauses in all
future international trade agreements, includirgjaral trade agreements, ‘by way of co-
operation, entailing where necessary, financial &achnical assistance’. Such labour
standards may be part of ‘social chapters’ contgimhandatory promotion and protection
of general human rights

US - Panama http://www.ustr.gov/trade-agreemepsffrade-agreements/panama-tpa/final-text; aletterts
accessed 02.04.2012

'8 An example mentioned apparently concerned théru€elombia of cooperatives to avoid a direct ergpient
relationship and thereby circumvent workers' rightbargain collectively. See ‘USTR Seeks To Carif
Colombian Commitments Under Labor

Action Plan’ in World Trade Online posted 28 Aizd11.

19 0On 30 March 2011 Deputy United States Trade Reptative Miriam Sapiro announced that Panama’s
National Assembly was about to ‘ensure labor riginesrespected in export processing zones andmate
restrictions on collective bargaining in companess than two years old.’ (See http://www.ustr.gbaut-
us/press-office/speeches/transcripts/2011/marc¢erstnt-deputy-us-trade-representative-miri-0 acmb89
April 2011)

% In respect of labour-related ‘communications frpensons of a Party’ based on Art.19.5.3 in the Wifel
draft FTA, an exchange of letters between the Koeead United States chief negotiators dated Jup2@Wy
confirms ‘for greater certainty’ that neither pawtill be obliged to ‘to establish new procedureatttiuplicate
existing channels for reviewing such communications

%L For Colombia, see Art. 17.6.2(c). The proceduoesHis mechanism are laid down in Annex 17.6.Fanama,
see Art. 16.6.2(c) and Annex 16.6.

22 See Art.17.7.7 (for Colombia) and Art.16.7.7 (Ranama).

% Bartels (2009), pp. 361-63.
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Table 2. Labour Provision in RTA’s to which the EC is a party

RTA Parties Type of agreement Date of entry into force

EC - Albania FTA&EIA 01-Dec-2006 (Goods)
01-Apr-2009 (Services)

EC - Algeria FTA 01-Sep-2005

EC - Andorra Cu 01-Jul-1991

EC - Bosnia and Herzegovina FTA 01-Jul-2008

EC - Cameroon FTA 01-Oct-2009

EC - CARIFORUM States EPA FTA & EIA 01-Nov-2008

EC - Chile FTA&EIA 01-Feb-2003 (G)
01-Mar-2005 (S)

EC - Cote d'lvoire FTA 01-Jan-2009

EC - Croatia FTA & EIA 01-Mar-2002 (G)
01-Feb-2005 (S)

EC - Egypt FTA 01-Jun-2004

EC - Faroe Islands FTA 01-Jan-1997

EC - Former Yugoslav Republic FTA&EIA 01-Jun-2001 (G)

of Macedonia 01-Apr-2004 (S)

EC - Iceland FTA 01-Apr-1973

EC - Israel FTA 01-Jun-2000

EC - Jordan FTA 01-May-2002

EC - Lebanon FTA 01-Mar-2003

EC - Mexico FTA & EIA 01-Jul-2000 (G)
01-Oct-2000 (S)

EC - Montenegro FTA&EIA 01-Jan-2008 (G)
01-May-2010 (S)

EC - Morocco FTA 01-Mar-2000

EC - Norway FTA 01-Jul-1973

EC - Overseas Countries and FTA 01-Jan-1971

Territories (OCT)

EC - Palestinian Authority FTA 01-Jul-1997

EC - South Africa FTA 01-Jan-2000

EC - Switzerland - Liechtenstein ~ FTA 01-Jan-1973

EC - Syria FTA 01-Jul-1977

EC - Tunisia FTA 01-Mar-1998

EC - Turkey Ccu 01-Jan-1996

Source: WTO RTA Database (http://rtais.wto.org/Ul/PublicAIIRTAList.aspx accessed 29 April 2011)



By April 2011, 27 RTAs to which the EC is a partene in force and had been
notified to the WTO. When looking at these treaaef#rst, interesting point is that only a
few FTAs of the EU contain references to domestioour standards — even those
concluded after 1995 and with developing countriggite a few regulate residence and
working permits for immigrants hailing from partneountries, but without having to
specify that local labour standards will prevaibr fnstance, the EC — Montenegro FTA
provides in Article 49.1(b) that

‘the legally resident spouse and children of a wotkgally employed in the territory of a
Member State, with the exception of seasonal werkerd of workers coming under bilateral
Agreements within the meaning of Article 50, unlesiserwise provided by such Agreements,
shall have access to the labour market of that Merfibate, during the period of that worker’s
authorised stay of employment.’

Besides such ‘labour market access’ commitmentsiwaie not directly relevant for
our study a few provisions on labour are worthmaptiere.

Interestingly, it is the oldest FTA of the EC whiishstill in force and which in its
main text has a very clear, and never repeated domemt in respect of labour standards
(EC - Overseas Countries and Territories (OCT), 52t

‘The internationally and nationally recognised ctadeour standards must be respected, in
particular the freedom of association and protectbthe right to organise, application of the
right to organise and to bargain collectively, #imlition of forced labour, the elimination of
worst forms of child labour, the minimum age formassion to employment and non-
discrimination in respect to employment.’ (emphasided)

The same agreement is quite explicit on the codiperaactivities designed to
improve working conditions (Art.8):

‘The Community shall cooperate with the OCTs inafielh to labour standards.
Cooperation in this area shall mainly consist of:

(a) exchanges of information on respective labawsland regulations;

(b) assistance in the formulation of labour ledista and strengthening of existing
legislation;

(c) educational and awareness-raising programnmesdaat eliminating child labour;

(d) enforcement of labour legislation and reguladio

The FTA with South Africa recognises that socialgress is a condition to economic
development. It envisages a dialogue on sociaksstiith a reference to the relevant ILO

standards (Art.86.2):

‘The Parties consider that economic development meissccompanied by social progress.
They recognise the responsibility to guaranteechsatial rights, which specifically aim at the
freedom of association of workers, the right tolexilve bargaining, the abolition of forced
labour, the elimination of discrimination in respedf employment and occupation and the
effective abolition of child labour. The pertinestandards of the ILO shall be the point of
reference for the development of these rights.’

A clause designed to prevent a ‘race to the botterahd which comes surprisingly
close to the wording of the so-called non-violatidause in GATT-Article XXIII —is
found in Art.135.3 of the EC — Chile FTA addressiragle in financial servic&s

‘Nothing in this Title shall prevent a Party fronp@ying its laws, regulations and
requirements regarding entry and stay, work, labmnditions, and establishment of natural

4 See Bagwell et al. (2002) for a discussion orpibesible relevance of GATT-Article XX for ‘racds the
bottom’ in labor standards.
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persons provided that, in so doing, it does nofyafipthem in such a manner as to nullify or
impair the benefits accruing to the other Partyarnithe terms of a specific provision of this
Title.’

The EC — Jordan FTA has a similar provision for ¢hass-border supply of services
(Art.42):

‘For the purpose of this title, nothing in this Agment shall prevent the Parties from
applying their laws and regulations regarding erand stay, work, labour conditions and
establishment of natural persons and supply ofieesy provided that, in so doing, they do not
apply them in a manner as to nullify or impair benefits accruing to any Party under the terms
of a specific provision of the Agreement.’

In respect of foreign direct investment, the Prelentb the EC — Cameroon FTA
mandates that

‘the Parties shall not encourage foreign directegtinent by making their domestic
environmental, labour or occupational health arfdtgdegislation and regulations less stringent
or by relaxing their domestic labour legislationdaregulations or regulations designed to
protect and promote cultural diversity.’

The RTA concluded with the CARIFORUM States to whiwe dedicate the
remainder of this Subsection is so far the only mehensive regional Economic
Partnership Agreement (EPA) This 1953 pages long treaty contains no sepataipter
dealing with labour issues. Nonetheless, referetésbour standards literally abound in
this agreement, often overlapping or repeating edhbbr. This starts with the Preamble
calling for the signatories to respect basic labdghts ‘in line with the commitments they
have undertaken within the International Labourddigation.” The main implementation
measures foreseen for that purpose are a stremgghehthe technological and research
capabilities of the CARIFORUM States (Art.7). Thare labour standards referred to are
‘further elaborated, in accordance with the Detlama in ILO Conventions concerning
freedom of association, the elimination of forcatdur, the abolition of child labour and
the elimination of discrimination in the work placg-ootnote to Art.69.5 lit.b). The
investment chapter provides that investors willinaccordance with the ILO Declaration
on Fundamental Principles and Rights at Work (1998)as not to ‘manage or operate
their investments in a manner that circumventsrirdigonal environmental or labour
obligations’ (Art.72 lit.b and c). Article 73 (Maienance of standards) is probably the
most explicit commitment in any RTA to avoid a ‘eato the bottom’ by way of
arrangements with foreign direct investors:

‘The EC Party and the Signatory CARIFORUM Stateallsbnsure that foreign direct
investment is not encouraged by lowering domesticirenmental, labour or occupational
health and safety legislation and standards oelaxing core labour standards or laws aimed at
protecting and promoting cultural diversity.’

Article 191.4 emphasises that ‘labour standardsilshoot be used for protectionist
trade purposes’ (without defining ‘protectionistArticle 191.1 specifies that the labour
standards referred to are

‘freedom of association and the right to collectivargaining, the abolition of forced
labour, the elimination of the worst forms of chiltbour and non-discrimination in respect to
employment’.

Article 192 actually mandates ‘race to the top’ imgment efforts on all sides, albeit
on a ‘best endeavour’ basis:

% Official Journal of the European Union (L 289/1&).10.2008.
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[each Party] shall ensure that its own social alr regulations and policies provide for
and encourage high levels of social and labourdstats consistent with the internationally
recognised rights set forth in Article 191 astthll strive to continue to improve those laws and
policies’ (emphasis added)

Article 193 provides that

‘the Parties agree not to encourage trade or foreiigect investment to enhance or
maintain a competitive advantage by:

(a) lowering the level of protection provided bynaestic social and labour legislation;
(b) derogating from, or failing to apply such ldgt®on and standards.’

Finally, an interesting reference to the ILO is mawl the context of the consultation
and monitoring process:

(Art.195.3) On any issue covered by Articles 191183 the Parties may agree to seek
advice from the ILO on best practice, the use &éative policy tools for addressing trade-
related social challenges, such as labour markpts@adent, and the identification of any
obstacles that may prevent the effective implentemtaf core labour standards.

It remains to be seen whether this new pattern @htéade agreements will be
confirmed, first in the other Economic Partnershgreements yet to be concluded, and in
other RTAs later on. Obviously, contractual freedatitows for these and even more
concise and mandatory provisions - the only linginlg the non-discrimination rule each
WTO Member has to abide by (Horn et al. 2010). iilm@act question of this extensive set
of labour standard references will be discussegkiction 5.
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Asia and Pacific

Interestingly, and perhaps tellingly, there aresnbstantive labour provisions in the
recent RTAs concluded in the Asia and Pacific mgitn order to compare labour
provisions in Asian agreements with EU and US RTswill now look at the treaties
concluded by the Association of South East Asiatidda (ASEAN) and some developed
countries in the region. Using, again, April 20kl aatemporal benchmark there were 6
agreements in force and notified to the WTO wittAJEAN countries as parties.

Table 3. RTA'’s in the Asian and Pacific Region

RTA Parties Type of agreement Date of entry into force
ASEAN - Australia - New Zealand FTA&EIA 01-Jan-2010

ASEAN - China PSA & EIA 01-Jan-2005 (Goods)

01-Jul-2007 (Services)

ASEAN - India FTA 01-Jan-2010

ASEAN - Japan FTA 01-Dec-2008

ASEAN - Korea, Republic of FTA & EIA 01-Jan-2010 (Goods)

01-May-2009 (Services)

ASEAN Free Trade Area (AFTA) FTA 28-Jan-1992

Source: WTO RTA Database (http://rtais.wto.org/Ul/PublicAIIRTAList.aspx accessed 29 April 2011).

None of these regional trade agreements contaewsfgpprovisions on labour which
are relevant for our study. The ASEAN — Japan ages¢ establishes economic
cooperation programmes e.g. on intellectual prgpand on agriculture, but there is no
mention of labour. The ASEAN — Korea treaty on &rad goods explicitly reserves
domestic labour legislation. In respect of movemehtnatural persons, the ASEAN-
Australia-New Zealand Agreement recognises in Girapt Article 1(d), the need to
‘protect the domestic labour force and permanenpleyment in the territories of the
Parties’.

Looking back into the past, we found that the ‘Agament on Labour between New
Zealand and the Kingdom of Thailand’ (2005) haceadly provided a rather stringent
formulation of commitments on labour standafds

(Art. 1.3) ‘Each Participant will ensure that itasbbur laws, regulations, policies and
practices are not used for trade protectionist psep.’

(Art. 1.4) ‘Each Participant will not seek to gafrade or investment advantage by
weakening or derogating from its labour laws argllations.’

As noted by ILO (2009), however, this Arrangement loabour also explicitly
provides that “[it] will not legally bind the Patipants” (Section 4.1). At any rate, the
arrangement has apparently been superseded bySBAM - Australia - New Zealand
Agreement (2010).

% Concluded as part of New Zealand - Thailand Cl&momic Partnership Agreement. Available at
http://www.mfat.govt.nz/Trade-and-Economic-Relasifiirade-Relationships-and-Agreements/Thailand/Close
Economic-Partnership-Agreement-text/O-labour.ptgedased 29 April 2011).
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A recent bilateral memorandum of understanding &itommitment not to undercut
social protection has been concluded between Neala@d and the Philippines as a side
agreement to the ASEAN-Australia-New Zealand Agreen{2010)’. This agreement on
labour cooperation is to ‘improve working conditsoand living standards’ and to uphold
high level standards of labour laws, policies amacpces ‘in the context of economic
development and trade liberalisation’. It foresadeng list of cooperative activities and
establishes a Labour Committee, and a consultateehanism. The provision which is to
prevent a ‘race to the bottom’ reads as follows:

(Art.2.4) ‘The Parties recognise that it is inappiate to set or use their labour laws,
regulations, policies and practices for trade mtidaist purposes.’

(Art.2.5) ‘The Parties recognise that it is inappiate to encourage trade or investment by
weakening or reducing the protections afforded omestic labour laws, regulations, policies
and practices.’

A definition of ‘trade protectionist purposes’ iacking, and according to Article 6
there is no obligation to provide information ‘cary to the public interest or the laws’.
Even so, such a commitment to shield social pdi¢iem competitive pressures arising
from trade liberalisation is remarkable, becausthefchallenges to enforce compliance by
the other party or to withstand such pressurdsey were to come from competition with
large trading partners and low labour standards.

ILO (2009) noted that developing countries had ragreed on substantive
commitments in respect of labour standards in agee¢s between them. Indeed, ‘South-
South’ RTAs rather aim at “cooperation in labour ttees” without clear terms of
referenc®. Joint projects, exchange of information, and aie consultation are
frequently mentioned as examples for such coomeraBiases in point besides the ASEAN
FTAs are the RTAs mentioned in the ILO Report codetl by China and other Asian
countries which contain provisions “[n]ot to encage trade or investment through
weakening labour laws’ Section 5 will discuss the practical implicatiomé such
provisions.

The Trans-Pacific Strategic Economic Partnershi062 between Brunei
Darussalam, Chile, New Zealand and Singapore hasindlar objective in its
‘Memorandum of Understanding on Labour Cooperatidifiis agreement is to provide a
‘forum to discuss and exchange views on laboures@f interest or concern with a view
to reaching consensus on those issues’ (Art.11®).parties first insist on ‘their sovereign
rights to set their own policies and national pties and to set, administer and enforce
their own labour laws and regulations’. Accordinghstitutional mechanisms do not reach
beyond co-operation, consultation and dialogue. tBay also reaffirm their obligations
and commitments under the ILO and add a commitnenfight protectionism. The
formulation adopted here is almost identical as #mve-quoted New Zealand —
Philippines side agreement:

(Art.2.5) The Parties recognise that it is inappiate to set or use their labour laws,
regulations, policies and practices for trade ptidaist purposes.

(Art.2.6) The Parties recognise that it is inappiate to encourage trade or investment by
weakening or reducing the protections affordedamestic labour laws.

%" Available at http://www.asean.fta.govt.nz/assetsibloads/Instruments/moa-labour-nz-
philippines.pdf(accessed 29 April 2011).

“81LO (2009), pp. 70-71.

291LO (2009), Table 3.5, p. 72.
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Intermediate conclusion: three approaches to labour references

This overview illustrates that the present legatust of labour provisions in RTAs
remains unclear, despite more frequent and mongséat provisions. Stringent references
are still relatively sparse, and totally absenRifAs between developing countries. In our
concluding section we will try to assess, on theidaf our econometric study, whether
and which types of provisions may impact on theettgyment of labour relations in both
developed and developing countries.

By way of a mid-way conclusion we see three typegnot mutually exclusive)
references to domestic labour standards in RTAS:

1. Commitments to strive to improve domestic stagglare prevalent in RTAs to
which the US is a partner.

2. Commitments not to lower existing domestic séadd are a formulation also
favoured by the EU seeking to avoid a ‘race toltbiom’.

3. Commitments to basically implement existing dstizestandards are a kind of
bottom line which developing countries have comeatcept as a least constraining
formulation, albeit within the overarching objediof their economic development.

In addition, many RTAs provide for technical assnste to strengthen adherence to
ILO and to national standards in developing coestri
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3. Trade and labour market regulation: Existing empirical
evidence

A commitment 'not to lower’ existing domestic stamds to encourage trade and
investment could well indicate an expectation 8ahe treaty members may feel tempted
to lower standards in the absence of such a comanitnthe existence of such provisions
therefore, arguably, reflects recognition on trasyotiators’ side of the existence of
pressures for a ‘race to the bottom’. Along similares, it could be argued that
commitments to ‘strive to improve domestic standardflect concerns about ‘regulatory
chilling’, i.e. concern that governments will bduatant to raise such standards in open
economies. One of the objectives of this papes m/aluate whether concerns about ‘races
to the bottom’ and ‘regulatory chilling’ are juséfl in the context of labour market
standards.

The empirical work presented in this paper, thesefadds to a growing body of
literature analysing the relationship between trade labour standards. Though growing,
the existing evidence is still relatively thin, dety due to the lack of reliable data. A large
part of the literature focuses on the impact thbholr standards have on trade (and aspects
that influence trade), while a few authors haveteéd labour standards as endogenous to
trade and have analysed whether trade influenbesitsstandards.

The relevant studies (discussed below) differ alangange of dimensions which
makes comparisons of outcomes difficult. As usumlthis type of literature, periods
analysed tend to differ which may be one factorlarmg different outcomes. The
variable used to measure trade also differs agtges. Most studies focus on exports,
but while some take all exports into account ottiecsis on labour intensive exports - the
presumption being that those are more likely tafbected by labour costs and thus labour
standards. Studies also differ in the variable theg to measure labour standards, one
difference being whether the measure used focuseatification of standards or on the
outcome of labour market legislation. Another difece is that some papers focus on so-
called core labour standards, based on the ILO &muedtal Principles and Rights at
Work, while others work with different measureslaefing domestic labour market
legislation.

Do labour standards affect trade flows?

The choice of labour standard measure is ofteredirto the country sample covered
by the analysis. While measures for core-laboundsieds tend to be used in studies
focusing on north-south trade, other measures sefermped in studies covering only or
mainly developed countries. The latter may refthat a majority of developed countries
have ratified most if not all ILO Fundamental Pipies and Rights at Work. Differences
in those labour standards are thus unlikely to arptlifferences in trade patterns across
developed countries. Given that we are in this pagerested in capturing possible ‘race
to the bottom’ dynamics, we will in our econometniork use measures for labour market
regulation that go ‘beyond’ core labour standards.

Variables other than those measuring core labamdsirds have to our knowledge so
far mainly been used in papers that treat lab@mndstrds as the exogenous and trade flows
as the endogenous variable. Van Beers (1998) examtime effect of labour standard
stringency on bilateral trade flows for a sample 18 OECD countries. He uses an
outcome measure based on data collected by the O&CQovernment regulations
concerning working time, employment contracts, mimn wages and workers’
representation rights Using a gravity model the author empirically exa@s whether
high-standard OECD countries exhibit lower expdrislabour-intensive goods than

%0 See OECD (1994) and the presentation of relevatatid Table 1 of van Beers (1998).
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countries with lower standards. Van Beers (1998Jidino significant impact of labour
regulation stringency on exports of labour-inteasoommodities. However, if bilateral
trade flows are also distinguished according tfediinces in skill-intensities a significant
negative impact is found on exports of both labotensive and capital-intensive
commodities that are produced with relatively muigh-skilled labout".

Dehejia and Samy (2008 and 2008b) and Bonnal (2046)similar outcome-based
measures for labour standards to analyse the eftédabour standards on trade. Dehijia
and Samy (2008) examine the question in the comieat gravity equation and with the
use of six different outcome-based measures fauabtandards: the percentage of total
public expenditure of GDP, an index of labour mankell-being, actual weekly hours
worked, trade union density rates, the number rifest and lockouts, and occupational
injuries. Overall, their results point to an asation between improved export
performance and lower labour standards when thapational injuries variable is used.
For most of the other labour standard variablesdifigs indicate a stronger export
performance when standards are higher. In anothdy §Dehejia and Samy, 2008b) the
authors address the same question using a diffemdelling framework (i.e. a
Heckscher-Ohlin framework). In that study, the awhalso distinguish between trade
within the EU and trade with external partners. UResdo point to a negative effect of
labour standards on extra-EU exports. In the césatra-EU trade, the authors find little
evidence of a negative impact of labour standamisexport performance, with some
evidence of positive effects. Bonnal (2010) examitiee impact of labour standards on
export performance using a subset of the outcorseebtabour standard measures used in
Dehejia and Samy (2008a, 2008b), i.e. work injuded the rate of strikes or lockouts.
The author uses a dynamic panel model approacbctuuat for the possible endogeneity
of labour standards. Results point to labour stadsdaactually improving export
performance using both measures of standards.

Last but not least, Huberman and Messner (200&ndigssh short-term from long-
term effects of labour market regulation in a studjng a much longer time series. The
authors investigate the effects of labour standardthe ratio of exports to imports of 17
Old World countries and 6 New World countries betweé 870 and 1914. They consider
four dummy measures of labour standards for actickempensation, factory inspections,
maximum work hour for women and minimum age fodcthabour. The empirical results
of a dynamic fixed effects and mean group modelygsst that the impact of labour
regulation on trade can be negative but withougitarm effects. In particular, exports are
not harmed if new labour regulation covers exispngctices, but are negatively affected
when firms and workers have to adjust to the ndaua standards in place.

%1 The author suggests that this may reflect a kedatielasticity in the labour demand for skillebdar, which
would have the consequence that a higher shateafdasts of labour standards is born by employose
stringent standards would then have a strongectesfe skill intensive production than on low-skiltensive

production.
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Does trade threaten or encourage the implementation of core labour standards?

Only a few authors have examined whether trades$®@@ated with lower labour
standards in econometric work that treats labamdsrds as the dependent variable. Most
of the relevant literature focuses on the role amfeclabour standartfs Technically, the
difference between the studies discussed abovehmse discussed in this subsection is,
that ‘trade’ now becomes the explanatory variallé ‘atandards’ the dependent variable.
The fact that the trade variable is sometimes ptitealeft side of the econometric equation
and other times on the right hand side, makesnbegeneity problem very explicit. Most
studies discussed in the following paragraphs heed to address this, often by using
instrumental variable (IV) techniques. The discoisdielow also shows that the inclusion
of GDP per capita (and thus potentially the inteoas between trade and growth) affects
outcomes.

Neumayer and De Soysa (2006) reverse the (KucetaSama, 2006) model, and
treat FACB rights violations as the endogenousaldei in a gravity model. Explanatory
variables include trade openness, FDI penetraton,ndicator variable for economic
freedom, the share of the labour force employeth@ industrial sector, percentage of
value added by the manufacturing sector, per capitame, indicator variables for
whether a country has ratified the ILO Conventiond=ACB, a measure of democracy, a
variable measuring the political orientation of govnent, and also dummy variables
indicating the kind of legal system in place. Tleynduct IV estimations to control for the
possibility of endogeneity of some of the key vhales, including trade openness. Initial
results for both, simple OLS and IV estimations #orsample of 139 developing and
developed countries show that greater trade operis@ssociated with lower FACB rights
violations. In a restricted sample of only devetgpicountries, the authors get similar
results.

Busse (2004) uses three core labour standard oatcenforced labour and union
rights, discrimination, and child labour - as thependent variable in an econometric
analysis for a sample of developing countries. Wieggional dummy variables are used,
OLS regressions point to a positive and signifidampact of trade openness on gender
equality and likewise a positive and significanpamt on child labour (which is akin to a
decline in child labour). The author expands thalais to a short panel and uses Fixed
Effects (FE) estimation and a time dummy to accdontime-varying factors. Results for
the trade variable are mixed, but once a lag fertthde variable is introduced in lieu of
the current measure, positive and significant ¢sfece repeated for discrimination and
child labour. In addition, results point to a neégatand statistically significant impact on
forced labour and union rights.

Edmonds and Pavcnik (2006) empirically examineithgact of trade openness on
child labour prevalence in developing countriedtidh estimates suggest that greater
openness is associated with less child labour, heryehe authors point to this finding
reflecting income effects. When cross-country défeces in income are accounted for, the
authors find no significant impact of trade opersnes child labour for their sample of
developed and developing countries. The same stogrges when the authors account for
the possible endogeneity of income, restrict thapda to non-OECD countries, or when
trade openness is measured as unskilled laboursieexports (relative to GDP).

Mosley and Uno (2007) findings are rather nuanddty come to the conclusion
that economic integration has mixed effects on lab@hts of 90 developing countries
between 1986 and 2002. Trade openness is negatindlgignificantly related to the rights
of the workers, while FDI inflows have a positiveydact. In addition, the empirical

%2 5ee Mah (1997), Busse (2002), Kucera and Sarr@6)2hd Bakhshi and Kerr (2010) for econometridigtsi
that use measures of core labour standards adfeodsterminants of trade flows.
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evidence highlights the importance of domesticitutsdns (proxied by a democracy and
civil conflict indexes) as well as labour rights ftace in neighbouring countries, once
external debt, human right NGOs, GDP per capitanemic growth, population size and
region dummies are included in the model specificat

Greenhill et al. (2009) use a very different modeld evaluate the so-called
‘California effect’ associated with labour standardn the same panel of developing
countries. They argue that, similar to the transiis of environmental standards, labour
standards can be transmitted from importer to égpaountries depending on the export
destinations. In particular, they suggest that iiat the overall level of trade openness that
matters, but rather the level of labour standandslace in the trading partnétsBased on
a lagged spatial dynamic panel model, their resutggest that high labour standards in
developing countries are associated with high lastandards in exporting countries,
although this effect is weaker in terms of labotagtices than labour laws. Overall, these
findings suggest that importing countries are pidip able to influence positively or
negatively the labour laws of the exporting country

% In this paper, the authors explicitly take theerof labour provisions in RTAs into account andlef@ing
(Hafner-Burton, 2005) - they distinguish betweenARTwhich promotes ‘soft’ or ‘hard’ standards inrtey of
human rights principles. Their findings suggest tR8As with ‘hard’ provisions lead to more stringésbour
laws, while ‘soft’ provisions reduces the levellafour practices. The countries covered by thebdata used in
Hafner-Burton (2005) only overlap partly with theuntries in our dataset and we therefore couldusetthe
interesting information on ‘soft’ and ‘*hard’ stamda in our analysis, as it would have reduced thatry
coverage significantly.
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4. Regional Trade and the level of labour and social protection

In this paper we are interested in examining whetfae based on regional trade
agreements may trigger races to the bottom and¥gulatory chilling effects. Our
empirical exercise, therefore, falls into the lgistup of empirical studies discussed above,
i.e. those taking labour standards as the dependmmable. Regional trade figures
prominently among our explanatory variables. Givkat industrialised countries have
been and continue to be very active in concludegganal trade agreements, we try to find
out whether and how trade within RTAs has affedédxbur standards in those countries.
We thus focus on measures of specific labour stasdhat go beyond the Fundamental
Principles and Rights at Work and fall under whatmore commonly called “labour
market regulation”. We will look in particular aanables related to labour protection.

Our empirical analysis is closely related to thpgra by Fischer and Somogyi (2009)
and Olney (2011). Both papers analyse how glokdadizeeffects employment protection
legislation in OECD countries. Fischer and Somdg®09) find that the economic forces
of globalization and international competition lowemployment protection of both
regular and temporary employment. Olney (2011) $esuon Foreign Direct Investment
and finds evidence that countries are competitivetglercutting each other’s labour
standards in order to attract foreign investmetie €Empirical exercise presented below
differs from these two papers because of the lacgantry coverage and its focus on
regional trade.

4.1. Data Description

Data used in our econometric exercise consists phrgel of 90 developed and
developing countries (list of which can be foundhia Appendix Table Al) that has been
created by thé&ondazione Rodolfo Debenedetti (FRDB) Databasetarctsiral Reforms
(2010). The data set contains information on empkyt protection legislation and
unemployment benefits for these countries oved 8&0 to 2005 time period. Employment
protection legislation measures from the FRDB Dasabinclude the advance notice
employers are required to give after 9 months,,fand twenty years of service. It also
includes the amount of severance pay given intiteetscenarios. Unemployment benefits
are measured by Gross Replacement Rates (GRR) is,thf@e percentage of earnings that
are replaced by benefits after one year of unempdmy, and after two years of
unemployment. Also available is unemployment benefiverage — the share of
unemployed persons who receive benefits. AppendiXel A2 provides core statistics for
all nine variables used in this paper.

Figure 1 below illustrates how domestic labour tegon changes over time and
across countries (grouped by income) using the plamf the average notice period
(measured in months) given four years of serviagteNhe relatively larger dispersion in
experience at the beginning of the period, folloviegdwhat appears to be a converging
pattern. High income countries are found to haeehighest average notice period at the
beginning of the period, with a declining tendenctyhe latter part of the period. Low and
middle income countries start with relatively loweatice periods, but show an increasing
trend over the period with increases being stromgéow income countries. Overall, the
figure reflects a pattern of convergence, withitieeeases in labour protection in low and
middle income countries being larger than the desli experienced in high income
countries.
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Figure 1.

Average notice period (4 years of service), 1980-2005
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Source: FRDB Database on Structural Reforms, (2010).

The story is somewhat different when in the casaveiage severance pay over the
period. The dispersion of experience at the begmoi the period is relatively large, and
is even larger at the end of the period. Low amgth ihicome countries start the period with
similar levels that are below the levels observedmiddle income countries. This is
followed by large increases experienced by low imeaountries, and relative stagnation
for high income countries. By the end of the periesdverance pay for high income
countries is the lowest (just under one month) @wad for middle income countries is the
highest (2.8 months).

In the case of unemployment benefits measured dgsgreplacement ratios (share of
wages covered by benefits after one year of ungmpat) there is considerable variation
in experience across country groups, and this Maniaappears to persist over the period.
Low income countries start the period with very Igmess replacement ratios (0.01), and
this persists into 2005 (0.03), with only a moderiacrease occurring in the early 1990s.
Middle income countries show gross replacementsatimilar to low income countries in
1980, but show a considerable improvement ovepéhimd. There is a noticeable jump in
replacement ratios for middle income countries hie early 1990s, probably largely
attributable to the collapse of the Soviet Uniomuribg the Soviet era, with only a few
exceptions, unemployed workers did not receive @msgtion in the former Soviet Union
(Gregory & Collier, 1988). Following the dissolutidn 1991, former Soviet countries
established laws on unemployment benefits. By the @f the period, middle income
countries have gross replacement ratios of arouddHlgh income countries have large
GRRs that persist over the period, starting atraddu34 in 1980 and showing a GRR of
0.39 in 2005. A noticeable feature, however is @BRs peaked for high income countries
in 1999 (0.44), followed by a steady decline ins2duent years to pre-1999 levels.

In this paper we are patrticularly interested in Halwour protection evolves in the
context of trade within RTAs. In order to measunes tvariable, we use the WTO RTA
database to identify RTAs and the year of theification. We face three problems in
determining the amount of trade within the RTAsEiwhile it is simple to measure trade
among members of an RTA it is not easy, and in niagtances impossible, to measure
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which trade among those members actually benefis fpreferential treatment as a
consequence of the RTA. Second, we face the sad@geneity problem as the studies
discussed in Section 3, namely that labour maegtlation may have an effect on actual
trade. And third, we face an additional endogengitblem, because the ratification of an
RTA is likely to affect trade among RTA partners.

We try to solve these endogeneity problems by coctihg our RTA-trade variable
in the following way. First, we construct a varialihdicating the presence of a Regional
Trade Agreement (RTA) for each country pairingattetime period. Thus if an RTA was
signed between two countries in 1994, for exampk Canada and Mexico with the
signing of NAFTA), the variable would indicate “®r these two countries for 1980 to
1993, and a “1” for 1994 until the end of the pdridVe then weigh this indicator variable
by export shares in 2005 for each country pairieigdp a party of the relevant RTA, where
export shares correspond to the share of RTA ex@®ta percentage of total expdrts
Note that we use export shares in 2005 as a basdagreall countries and throughout our
analysis. In addition we use one year lags, ingligathat we measure the effect of the
conclusion of an RTA on labour market regulatiorthia following year. Accordingly our
RTA variable is constructed using the following atjon:

N
TR, = ) RTA, xTradeSharg,s
j
With i # |

where RTA, is a dummy variable taking the value of 1 if therea RTA between country
i andj at timet.

Figure 2 below shows the average share of expettseen members of RTAs over
the time period, based on our RTA variable and énotfown by income groups. We can
see quite readily that trade within RTAs has gramensiderably for all countries over the
period — in 1980, RTA related exports trade agressnaccounted for 12.5 per cent of all
exports, increasing to 49.8 per cent in 2005. Hinglome countries show higher RTA trade
over the entire period, and also show considergbtevth. Low and middle income
countries both show relatively low RTA trade in 098.2 and 8.6 per cent respectively).
While middle income countries show considerablenmgnoin RTA trade, the increase is
relatively modest for developing countries overall.2005, 54.8 per cent of exports by
middle income countries were taking place in thatext of RTAs, compared to a more
modest 28.6 per cent in developing countries.

% Using this variable, we control to a certain exfen MFN trade.
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Figure 2.

Average exports within RTAs, 1980-2005
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Source: Authors’ calculations.

Overall the description of our dataset presenteavebllustrates that trade within

RTAs has increased significantly over our obseovaperiod and that this has on average
been the case for countries of all income groupsuindataset. The data on labour market
regulation do not provide any clear evidence o€aegal race to the bottom. Only in high

income countries there appears to be a patternrediaction in labour protection. In low

and middle income countries, instead, labour ptmtedias tended to increase over time.
Overall our data, therefore, rather seem to refietraice to the middle” than a race to the

bottom®

% Standard statistics for our main variables cafobad in the appendix.
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4.2. Estimation Procedure
Econometric Methodology

In order to assess whether regional trade has ghlagg role in the changing pattern
of labour market regulation in our sample, we uggael regression covering up to 74
countries from 1980 to 2005.

The linear econometric specification reads as fagto
L, =c+aTR_ + X, B+D;y+To+u,

wherel, represents a measure of labour standards in gousittimet (e.g. notice period,

severance pay or gross replacement ratio)Tddis the portion of trade flows attributable

to preferential trade agreements between counireesd j at timet. Other exogenous
control variables are included in the matXy (real GDP per capita, employment in the

industry sector, manufacturing value added, palitiights, civil liberties and democracy
indexes, chief executive years in office), whilaustry (e.g. regional and income group
dummies) and time effects are representedlhyand T,, respectively. Finally,u,

represents the idiosyncratic error term.

In order to determine whether random or fixed effeshould be considered, we
perform the standard Hausman test. The test cersfistomparing the difference between
the parameters estimate associated with the rarmlminfixed effects. Under the null
hypothesis, the difference is not statisticallyfatiént from zero. More specifically, the
random specification is efficient and consisterttilevthe fixed effect is consistent but less
efficient. Under the alternative hypothesis, theapeeters of both specifications are
statistically different from each other. The randeffects are inconsistent, while the fixed
effects remain consistent. For all specificatioossidered, the Hausman test suggests that
the random effect specification is preferred obertandom effect. This result can partially
be explained by the nature of the dependent varighce the level of labour standard is
relatively non-time varying, the standard deviatimithin countries is always statistically
smaller than the variation between countries (keeStandard Deviation Decomposition
Table). Therefore, the individual effects, whetfieed or random, already captured a high
share of within variatiof®

Estimation results

In a first set of estimations we regress diffemaetsures for labour market regulation
on our full set of control variables. The RTA véiliais based on imports from partners
who are members to an RTA concluded by the coultitey,labour market regulation of
which figures as the dependent variable. We alviragiside the log of GDP per capita in
our regressions in a simple form and also squarbik is to control for the interaction
effect between trade and growth highlighted in Eddsoand Pavcnik (2006). In fact, it
will be interesting to observe how the significaméghe GDP per capita variable evolves
as we change specification of our regressions. &dditional economic controls are
included: level of industrial employment and tharghof manufacturing value added in
GDP. We expect both variables to be positively @ated with labour market protection.
Our regressions also include a set of politicalti@rvariables as it is expected that labour

% This specific feature of the dependent variabde aliles out the use of a dynamic panel specifinath fact,
the inclusion of a lagged dependent variable l¢éadisgh multi-collinearity affecting the level oignificance of
the remaining parameters. In order to mitigate @otgntial endogeneity between the dependent vareid the
time-varying explanatory variables, some speciiicet includes the lagged values of the controlalaes.
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market regulation is more protective in countriegthva more stable political environment
or a stronger protection of civil or political ritgh The four control variables included are:
political rights, civil rights, years in office arémocracy. Sources of data are described in
Appendix-Table 3.

In the tables 4 to 6 below, we report the findifgysa first set of regressions figuring
eight different dependent variables: notice peaéidr 9 months, 4 years and 20 years of
service; severance pay after 9 months, 4 years 2ingears of service; and gross
replacement ratio of unemployment benefit aftend 2 years of unemployment. The first
column in the table shows results for regressiaisgufixed effects. Column (2) and (3)
reflect findings when a random effects specifiaatie used. The difference between the
two columns is that in the (3) column, regressimictuded regional dummies. Tables 4 to
6 report only estimated coefficients for our maamiable of interest, i.e. the RTA variable,
and our set of economic controls. Full regressasults are reported in Appendix-tables 4
to 11.

Two findings deserve to be highlighted. First, GRd? capita tends to be significant
in our regressions and has a positive sign indigathat countries strengthen labour
protection as they become richer. Yet this positig&ationship weakens as countries
become richer as reflected in the negative sigamficsign in the squared GDP per capita
variable. Second, the RTA trade variable is sigaifit, notwithstanding the presence of the
GDP per capita variable, in three out of eight esgions, i.e. in the regressions figuring
notice period after 9 months of service, severgaeafter 20 years of service and gross
replacement ratio after one year of unemploymemtall three cases the sign of the
estimated parameter is negative.

Results do not differ significantly for random dxdd effects specifications. All
control variables are either insignificant or tandbe significant with the expected sign,
one exception being the significant and negativiationship between the share of
manufacturing in GDP and gross replacement ra#imsong the policy controls, civil
rights stand out as the variable systematicallyiftaa positive and strongly significant
correlation with labour market protection.

The regression using gross replacement ratios @afteyears as a dependent variable
performs generally badly, which may be linked te fhact that very few countries in our
sample provide any employment benefits at all afteh a long period of unemployment.
The findings concerning notice periods in severapag may reflect that for workers
employed for 20 years and more, severance paycteflee highest burden for employers
in case of separation. For workers who have orlyest with a company for a short time,
the notice period may represent a higher cost tharseverance pay. To lower the burden
of labour protection on employers, notice periods tinerefore be the more obvious target
in the case of relatively short working relatioqmhand severance pay in the case of long
relationships. In other words, our findings mayébeeflection of the fact that a call for
more flexible labour markets in the light of glalzation will mainly affect notice periods
after nine months of service and severance pay lafig periods of service.
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Table 4. Regional trade and notice periods

(1) Fixed Effects (2) Random Effects  (3) Random Effects

Dependent variable: Notice period after 9 months

Regional trade flows

RTAs*Importst-1 -0.404*** -0.367* -0.375*
(0.155) (0.147) (0.149)

Economic controls

In (GDP p.c.)t-1 1.719** 1.361*** 1.578***
(0.559) (0.472) (0.512)

(In (GDP p.c.))2t-1 -0.084*** -0.070*** -0.078***
(0.029) (0.026) (0.027)

In (Industrial Employment)t-1 0.097* 0.073 0.081
(0.051) (0.050) (0.052)

In (Manufacturing VA/GDP) t-1 0.121 0.144* 0.130*
(0.074) (0.071) (0.075)

Dependent variable: Notice period after 4 years

Regional trade flows

RTAs*Importst-1 -0.111 -0.071 -0.079
(0.136) (0.132) (0.132)

Economic controls

In (GDP p.c.)t-1 1,797 1.550** 1.726***
(0.556) (0.483) (0.515)

(In (GDP p.c.))2t-1 -0.095*** -0.082*** -0.091***
(0.029) (0.026) (0.027)

In (Industrial Employment)t-1 0.048 0.033 0.034
(0.052) (0.049) (0.052)

In (Manufacturing VA/GDP) t-1 0.133* 0.135* 0.134*
(0.076) (0.073) (0.077)

Dependent variable: Notice period after 20 years

Regional trade flows

RTAs*Importst-1 0.122 0.195 0.131
(0.144) (0.145) (0.142)

Economic controls

In (GDP p.c.)t-1 2.453** 2.253*** 2423
(0.635) (0.590) (0.604)

(In (GDP p.c.))2t-1 -0.138*** -0.118*** -0.136***
(0.035) (0.033) (0.033)

In (Industrial Employment)t-1 -0.004 -0.001 -0.013
(0.060) (0.057) (0.059)

In (Manufacturing VA/GDP) t-1 0.155 0.117 0.15
(0.097) (0.094) (0.096)

Note: robust standard errors in parentheses. All regressions also include political controls, country dummies and time effects (full results in the
Appendix).
* Statistical significance at the 10% level
** Statistical significance at the 5% level
*** Statistical significance at the 1% level
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Table 5. Regional trade and severance pay

(1) Fixed Effects  (2) Random Effects (3) Random Effects

Dependent variable: Severance pay after 9 months

Regional trade flows

RTAs*Importst-1 0.007 0.032 0.031
(0.102) (0.107) (0.106)

Economic controls

In (GDP p.c.)t-1 -1.404** -1.092*** -1.317
(0.435) (0.406) (0.433)

(In (GDP p.c.))2t-1 0.078** 0.060*** 0.074**
(0.025) (0.023) (0.024)

In (Industrial Employment)t-1 0.027 0.018 0.016
(0.066) (0.062) (0.062)

In (Manufacturing VA/GDP) t-1 0.327*** 0.311%** 0.316***
(0.087) (0.086) (0.084)

Dependent variable: Severance pay after 4 years

Regional trade flows

RTAs*Importst-1 -0.202 -0.098 -0.155
(0.307) (0.313) (0.307)

Economic controls

In (GDP p.c.)t-1 -0.391 0.744 -0.096
(0.650) (0.669) (0.689)

(In (GDP p.c.))2t-1 -0.007 -0.066* -0.02
(0.040) (0.038) (0.042)

In (Industrial Employment)t-1 -0.173 -0.15 -0.163
(0.136) (0.105) (0.110)

In (Manufacturing VA/GDP) t-1 0.549*** 0.497* 0.508*
(0.200) (0.205) (0.198)

Dependent variable: Severance pay after 20 years

Regional trade flows

RTAs*Importst-1 -3.293** -2.665* -3.084**
(1.524) (1.424) (1.442)

Economic controls

In (GDP p.c.)t-1 7.934** 11.529*** 8.971*
(3.205) (3.534) (3.116)

(In (GDP p.c.))2t-1 -0.584*** -0.762*** -0.630***
(0.182) (0.200) (0.181)

In (Industrial Employment)t-1 -1.347%* -1.138* -1.207***
(0.463) (0.454) (0.450)

In (Manufacturing VA/GDP) t-1 0.112 -0.033 -0.009
(0.856) (0.795) (0.814)

Note: robust standard errors in parentheses. All regressions also include political controls, country dummies and time effects (full results in the
Appendix).
* Statistical significance at the 10% level
** Statistical significance at the 5% level
*** Statistical significance at the 1% level
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Table 6. Regional trade and gross replacement ratios

(1) Fixed Effects  (2) Random Effects  (3)Random Effects

Dependent variable: Gross replacement ratio after 1 year

Regional trade flows

RTAs*Importst-1 -0.103™* -0.087* -0.087**
(0.039) (0.037) (0.038)

Economic controls

In (GDP p.c.)t-1 -0.024 0.032 0.031
(0.105) (0.097) (0.104)
(In (GDP p.c.))2t-1 0.003 0.003 0
(0.006) (0.006) (0.006)
In (Industrial Employment)t-1 0.005 0.013 0.012
(0.010) (0.011) (0.012)
In (Manufacturing VA/GDP) t-1 -0.042* -0.063** -0.052***
(0.017) (0.017) (0.017)

Dependent variable: Gross replacement ratio after 2 years

Regional trade flows

RTAs*Importst-1 -0.017 0.006 -0.012
(0.026) (0.026) (0.024)

Economic controls

In (GDP p.c.)t-1 0.238* 0.146 0.235*
(0.139) (0.116) (0.120)
(In (GDP p.c.))2t-1 -0.012 -0.005 -0.012*
(0.007) (0.007) (0.007)
In (Industrial Employment)t-1 0.008 0.009 0.011
(0.007) (0.007) (0.008)
In (Manufacturing VA/GDP) t-1 -0.051*** -0.061*** -0.058***
(0.015) (0.014) (0.014)

Note: robust standard errors in parentheses. All regressions also include political controls, country dummies and time effects (full results in the
Appendix).
* Statistical significance at the 10% level
** Statistical significance at the 5% level
“** Statistical significance at the 1% level

In the following, we will focus on the three variab for which we found significant
results in our first set of regressions: noticaqekeafter nine month of services, severance
pay after 20 years of services and gross repladeratos after 1 year of service.

In order to examine whether regional trade hasffardnt effect on low, middle or
high income countries, we split the original RTAntay into three elements: one that
takes positive values for high income countrienpenember to an RTA, one that takes a
positive value for middle income countries memherah RTA and one reflecting low
income countries.
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The results illustrated in the table below are ejstriking: the GDP per capita
variables now become insignificant. The RTA dummyhighly significant, but only for
high income countries. The sign is always negatined parameter size has increased
significantly. Regional trade thus appears to engfly correlated with shorter notice
periods, lower severance pay and lower gross replant ratios in high income countries.
For middle income countries, the RTA variable idyosignificant for the notice period
variable and its sign is positive, i.e. regionaldi is correlated to higher labour protection
in middle income countries. For low income courdtrienstead, we do not find a
relationship between regional trade and labour gtarkgulation. In conjunction with the
finding that the GDP per capita variables beconstgiificant, this could indicate the
existence of a regulatory chilling effect, i.e. lamcome countries do not increase labour
protection even if they grow.

Table 7. Regional trade and labour domestic market regulation, by income group
(1) Notice period (2) Severance pay (3) Gross
after 9 months after 20 years replacement ratio
Dependent variable: after 1 year

Random Effects

Regional trade flows

RTAs*Importst-1*High Inc. -1.287** -9.652*** -0.184***
(0.250) (1.989) (0.047)
RTAs*Importst-1*Middle Inc. 0.417* 2.534 -0.001
(0.170) (1.990) (0.046)
RTAs*Importst-1*Low Inc. -0.357 -2.444 -0.028
(0.444) (3.108) (0.085)
Economic controls
In (GDP p.c.)t-1 0.663 2.268 -0.103
(0.480) (2.906) (0.108)
(In (GDP p.c.))2t-1 -0.024 -0.24 0.008
(0.025) (0.169) (0.006)
In (Industrial Employm.)t-1 0.026 -1.623*** 0.005
(0.055) (0.465) (0.012)
In (Manufact. VA/GDP)t-1 0.156** 0.195 -0.047**
(0.071) (0.819) (0.017)
Constant -3.155 -2.619 0.633
(2.361) (14.644) (0.497)
Observations 968 968 952
Number of id 74 74 73

Note: robust standard errors in parentheses. All regressions also include time effects, political controls , country dummies and regional dummies.

* Statistical significance at the 10% level
** Statistical significance at the 5% level
“* Statistical significance at the 1% level
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The race-to-the-bottom argument is often used murwtion with the phenomenon
of North-South trade, the idea being that tradehwibuntries having lower labour
standards puts the high labour standard countrgmumebssure to reduce its own standards.
To check whether it is indeed the case that thealfiadings are driven by North-South
trade, we split our RTA dummies into further suhgp®. In particular, we are interested in
finding out which type of RTAs drive the negativeetficients for high income countries
reported in the table above.

The findings reported in Table 8 below do not supplee idea that weakening of
labour market regulations in industrialized cowegris driven by trade with low income
countries. On the contrary: the only type of RTAs Which we consistently find highly
significant negative coefficients are RTAs amonghhincome countries. According to the
findings reported below, it is competition amongicties of a similar level of income that
appears to put the highest pressure on labour meggalation in the rich world. These
findings are in line with findings in Fischer androgyi (2009) and Olney (2011).
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Table 8.
Dependent
variable:

Regional trade flows

RTAs*Impt-1*H-H
RTAs*Impt-1*H-L
RTAs*Impt-1*H-M
RTAs*Imp t-1*L-H
RTAs*Imp t-1*L-L
RTAs*Imp t-1*L-M
RTAs*Imp t-1*M-H
RTAs*Imp t-1*M-L
RTAs*Imp t-1*M-M

Economic controls

In (GDP p.c.)t-1

(In (GDP p.c.))2t-1
In (Ind. Employm.)t-
1

In (Manufact.
VA/GDP) t-1

Country dummies

Constant

Observations
R-squared

Number of id

Notice period after 9 months

(1) FE (2) RE
-1.458*** -1.401%
(0.301) (0.267)
27.228* -21.598
(15.144) (14.132)
2775 1.697
(1.814) (1.654)
-33.838* -2.072
(7.069) (3.535)
-0.490*** -0.242
(0.169) (0.224)
4.185*** 2.091*
(0.760) (1.169)
0.051 0.04
(0.235) (0.219)
6.957* 6.311
(4.208) (3.884)
0.870* 0.960*
(0.487) (0.495)
1.285** 0.538
(0.591) (0.464)
-0.058* -0.017
(0.032) (0.026)
0.009 -0.002
(0.053) (0.052)
0.159** 0.166**
(0.071) (0.068)
No No
-5.941* -2.534
(2.817) (2.137)
968 968
0.214

74 74

(3) RE

14514
(0.284)

-25517*
(14.481)

2435
(1.708)

-3.729
(4.086)

-0.392*
(0.170)

0.855
(1.842)

0.045
(0.220)

5.988*
(3.560)

1162
(0.564)

0.912*
(0.534)

-0.038
(0.029)

-0.009
(0.054)

0.156*
(0.071)

Yes

4301
(2.578)

968

74

Severance pay after 20 years

(4) FE

7,247
(2.056)

390.770"*
(126.928)

-59.930**
(16.207)

-305.658™*
(64.457)

2.597*
(1.500)

5.076
(6.552)

3.151
(3.085)

63.939
(19.289)

-7.883
(5.095)

0.056
(3.329)

0117
(0.209)

2121
(0.509)

0.073
(0.867)

No

13.931
(15.137)

968
0.265

74

(5) RE

B.734
(1.892)

322,675
(118.189)

-48.908**
(15.115)

-63.088*
(38.289)

-0.967
(2.520)

-12.65
(10.824)

2.858
(3.182)

46.246*
(21.257)

1.442
(5.219)

3.224
(3.682)

-0.266
(0.215)

1,700
(0.494)

0.143
(0.813)

No

-3.827
(16.451)

968

74

(6) RE

-6.993*
(1.920)

341.194*+
(119.785)

52142
(15.290)

-80.681**
(33.387)

-0.718
(3.474)

-8.707
(9.747)

3717
(3.130)

56.389**
(17.489)

-7.335
(4.673)

1722
(3.390)

-0.191
(0.209)

-1.690*
(0.475)

-0.19
(0.824)

Yes

1437
(15.536)

968

74

Regional trade and labour market regulation by income group combinations

Gross replacement ratio after 1 year

(7) FE

-0.279"*
(0.062)

44437
(41.67)

1393
(0.517)

0.263
(1.140)

0.047
(0.038)

-0.820%*
(0.155)

0.128
(0.085)

0.028
(0.350)

-0.283™
(0.124)

-0.012
(0.127)

0.002
(0.007)

-0.006
(0.010)

-0.042%
(0.017)

No

0.081
(0.544)

952
0.12

73

(8) RE

0.193"*
(0.057)

-13.928"*
(4.009)

1.081**
(0.484)

1438
(0.524)

-0.032
(0.067)

-0.297
(0.221)

0.092
(0.078)

-0.141
(0.435)

-0.274%
(0.126)

0.012
(0.112)

0.004
(0.007)

0.01
(0.011)

-0.060**
(0.017)

No

-0.259
(0.480)

952

73

Note: robust standard errors in parentheses. Political controls, time effects, country dummies and regional dummies are included.

* Statistical significance at the 10% level

** Statistical significance at the 5% level
“** Statistical significance at the 1% level
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(9) RE

0,249
(0.061)

14,227
(4.039)

1.309*
(0.508)

0.196
(0.546)

-0.009
(0.045)

-0.321
(0.230)

0.099
(0.080)

-0.159
(0.468)

-0.188
(0.119)

0.018
(0.128)

0.001
(0.007)

0.007
(0.011)

0,051
(0.017)

Yes

0.121
(0.564)

952

73



5.

Institutional framework: Do references to labour standards in
RTAs influence domestic regulation?

The last two sections looked at the economicslmjua standard references in RTAs.
We have found that there is indeed evidence of fimgeof labour protection within
regional trade areas, but only in high income coesit Besides, such standard lowering
appears to take place mainly in the context of RbABveen rich countries. In middle-
income countries, instead, regional trade is paditior not at all correlated with labour
protection. In the case of low income countriesdrgenot find any evidence for a lowering
of labour protection related to RTA trade, but fadings could be interpreted as evidence
for a regulatory chilling effect.

Unfortunately data limitations do not allow us teamine whether the inclusion of
labour market provisions in RTAs has had a direffuénce on the relationship between
regional trade and domestic labour market reguiatiur analysis, however, indicates that
inclusion of references to domestic labour markgutation can be justified on economic
grounds. Interestingly, though, on the basis of amalysis we would expect that
commitments not to lower existing domestic stansldftype 2’ references in Section 2)
are most likely to become relevant for high incaroentries in particular in the context of
RTAs among high income countries. Commitments tavestto improve domestic
standards (‘type 1’ references) would, instead,tindee relevant for low income — rather
than middle income — countries that are memberaroRTA. Finally, given that our
measure for labour protection is based on legaltsteend not on their actual
implementation, our econometric work does not alfowrobust conclusions concerning
‘type 3’ references in RTAs to simply apply exigtidomestic labour standards.

We now turn to the question which RTA commitmerdkating to domestic labour
standards might be the most effective ones to attmédobserved weakening (or non-
improvement, or non-observance) of such standdndsther words, what is the relative
value of these provisions?

Our starting point is a recognition that the ultimaalue test for labour references
lies to a large extent in treaty implementatioWe therefore look at how different
implementation issues are being dealt with in settdRTAs — besides the various
cooperation mechanisms also described in Section 2.

We first recall from our earlier findings that soprinent provision in many treaties is
a commitment by each trading partner to “striveetsure” higher standards (‘type 1’
reference¥. We find that this does not in itself ensure pesiaction. However, when we
compare US and EU treaties on a timeline we firsd @ven the comparatively older US
treaties involving labour provisions are formulatetbre stringently than the ones
concluded later on by the BU

Provisions enjoining all parties not to lower exigtdomestic standards (‘type 2') are
mostly found in relatively recent treaties, wher¢as older ones usually refer to core

37 See also Horn, Mavroidis and Sapir (2010) forszasion of the enforceability of labour provisiem&U and
US preferential trade agreements.

% perhaps a trifle optimistic, Elliott suggests fliatview of the large adherence in Latin Americaore labour
standards, such a provision “would approximaterarndment to international standards for most ofréngion
[...] [despite the fact that the US itself is] “thiear outlier on ratification, if not on complianedth the broad
principles embodied in the standards” (Elliott, 20p. 658).

% 1t might be worth noting that, looking at the \ars efforts and mixed results achieved by the UBérpast
decades, Aaronson (2005) considers it a “lagggyd178) in a perspective of global Corporate Social
Responsibility (CSR). According to the author siimportant that American firms “uphold such [Anoai]
values as they produce goods and services abMém firms act irresponsibly] America’s foreign jogl
interests can be compromised” (p. 175).
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labour standards and cooperation programmes. Tlpadmof the newer treaties on
domestic labour regulation remains thus to be seen.

RTAs also increasingly contain provisions foresgagommitments by all Parties to
enforce their own domestic labour legislation (&yp’ references). In this context the
priorities of developing countries are on economévelopment and on the primacy of
domestic standards over international ones; thegeagfor example, that ‘economic
development must be accompanied by social progi@ss’ — South Africa RTA, see
Section 2).

When we now look at the implementation value obéhdifferent types of provisions
we have to acknowledge that, on the face of itfeqai few of these treaties contain
relatively weak commitments. Many RTAs among dep#lg countries do not contain any
references. Even the most substantive provisionglynenjoin the parties to 'strive to
ensure’ adherence to domestic standards, or theyndothem to undefined standard
improvements (parties 'shall ensure’ that theiolatiegislation provides for high levels of
labour standards). ‘Type 3’ looks even more innosudo apply one’s own legislation. In
other words, even the relatively stringent formiolas found in the NAFTA/NAALC look
like just a commitment to apply one’s own laws is timight well be because the United
States as the main driver has not even ratifieddal®vant international norms. Moreover,
on the question of enforcement the NAALC makeseityvclear that ’[n]othing in this
Agreement shall be construed to empower a Partitlsodties to undertake labor law
enforcement activities in the territory of anotRarty™.

Nonetheless, our assumption is that even a plealgest apply domestic standards
can be important when it comes to implementati@tabise many (developing) countries
do have high levels of labour standards but firdifficult to enforce them at the national
level or through the traditional ILO mechanisms erlaps especially with more open
borders.

For instance, most countries prohibit child labatteast in its worst forms, but not
all are successfully enforcing their own legislatitn these circumstances and depending
on implementation provisions, therefore, referenées RTAs could bring about
improvements simply by helping to ensure adherémexisting domestic legislation.

If we further compare US and EU treaties we findttthe former have relatively
stronger formulations aiming at adherence to lalstandards, but do not automatically
ensure such adherence in a more effective waynAshier politically sensitive areas and
on a more conjectural level the size of the tradiagner might also have a certain bearing
on the normative value of labour provisions in RTAs

It could be argued that a RTA would hardly be adyfmyum to negotiate new labour
standards, even more so since the competent aighdor labour issues are not the lead
agencies in a RTA. To aim at effectively prevent@ngace to the bottom’ thus seems to be
a more realistic objective for a trade agreemean tio play an active role in social policy
improvements.

Might there also be a regulatory race between theaid the US as the main drivers
of the trade and labour agenda? Our assumptidmatsbioth seem to be aware that their
RTAs fall somewhat short of their own expectatioflso noteworthy is the fact that on
both sides of the Atlantic the calls for more gjgnt provisions come from the legislative
bodies rather than from the executives.

40 part Six, General Provisions Article 42.
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In 2007 the European Parliament commissioned ayswm the enforcement
performance of social and environmental norms ilA& toncluded by the EU. In their
analysis of the respective effectiveness of thaiiad and environmental norms, Bourgeois
et al. (2007) compare these RTAs with those ofU&e They conclude that despite the
comparatively higher stringency of the US agreesyetiite actual outcomes of the two
approaches are not very different. Nonethelessfutore RTAs of the EU, including for
the EU-MERCOSUR FTA still under negotiation, thethaus generally recommend to
follow the more stringent formulations in the U®dties and to expand the effective
sanctions foreseen in the EU treaties. For thetimunesf labour standards they also submit
a template text inspired by the NAALC side agreemamd which takes the latter's
implementation experience into account. Accordingthat text, all labour provisions
would be enforceable and subject to mediation agllar dispute settlement under a
(separate) supervisory body. Furthermore, spegifiovisions in respect of labour
standards would allow independent investigation amohitoring as well as public
participation concerning the initiation of reviews violations. The authors also
recommend that “sanctions should be foreseen, witihdhe choice between imposing
trade measures and fines needs further assessthent”.

The debate in the United States is evolving everemapidly. In a 2009 report of the
US Government Accountability Office (GAO) the viaw expressed that environmental
and labour provisions in four examined RTAs (witbrdhn, Singapore, Chile, and
Morocco) fail to satisfy the concerns of US lawmakén respect of their impact on
domestic labour standards. Demands for further gdmtoy US policymakers come as a
surprise to nobody. As we have already noted, lalssues are among the reasons why the
three most recent RTAs with Korea, Columbia andafan have so far failed to find
acceptance in the US Congress. Clearly, the séarehlevel-playing field, as seen by US
lawmakers but which can also find acceptance itnhpacountries, is far from being over.

In the remainder of our impact analysis we focusthmee implementation aspects:
public participation, dispute settlement proceduaes! sanctions.

“l See Scherrer et al. (2009) for similar findingd a@commendations.
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Public participation

When looking at other RTAs in force we see perlihpshighest normative value as a
contribution to effective labour standards in thablg participation opportunities
established in agreements such as NAALC. Indeashemaus advocacy groups are today
capable of using precisely such transparency foolthe purpose of ensuring adherence to
domestic legislation in their own countries. Foistteason we do not necessarily agree
with the Canadian Association of Labour Lawyers (CAwhich has argued that

“workers and unions that are the victims of goveental failure to enact and enforce
labour laws protecting freedom of association, e tface of free trade and economic
integration, have virtually no recourse under tHANC other than to make submissions to the
[National Administrative Office] NAO of a signatogovernment which can only recommend
ministerial consultations with the offending sigmatgovernment*

The NAALC is administered by a ‘Commission for Lalitooperation’ with its own
ministerial Council and a Secretariat. It forespablic participation for “persons with a
legally recognized interest under its law in aipatar matter” (Art.4.1). The parties have
an obligation to provide for a (qualified) acces¢ribunals for such persons:

“Each Party's law shall ensure that such persong mae recourse to, as appropriate,
procedures by which rights arising under:

1. its labor law, including in respect of occupatb safety and health, employment
standards, industrial relations and migrant workans|

2. collective agreements, can be enforced.” (A2}.4.

There are two types of procedures: ‘citizen subimiss i.e. the possibility of
submissions by NGOs or other persons claimingalrty is not effectively enforcing its
domestic laws, and a mechanism of intergovernmemaforcement. However,
submissions relating to the labour agreement aigeld with the concerned ‘National
Administrative Office’ established by the NAALC, ctthis ‘NAQ’ is under no obligation
to take the matter any further. While consultatiomsy be held for all NAFTA matters,
formal dispute settlement is only available in casé a trade-related failure to enforce
social legislation, and when that failure representpersistent pattern’ of behaviddr.

EU RTAs have so far not included formal and elateoqarocedures for a joint
mechanism on public participation for labour issuegen though implementation of
commitments in the EU — CARIFORUM RTA appears tosoeewhat inspired by the
NAALC. As we have seen in Section 2, Article 192agnises the right of the CARICOM
States “to regulate in order to establish their @aoial regulations and labour standards in
line with their own social development priorities’but it also obliges them to “provide for
and encourage high levels of social and labourdstais” and to “strive to” continue to
improve those laws and policfésHowever, implementation follows different avenu@
consultations, including with the ILO acting asiatermediary® (b) measures to combat
child labour under the general exceptions clausériitle 224 used to protect public

2 See the Public Comments made in the context ofthe Year Review, published by the Secretariahef
Commission on Labor Cooperation, available at Hiipw.naalc.org/index.cfm?page=255 (accessed 30 Apr
2011)

43 Bartels (2009), p. 355.

4 Art. 192 in fine.

“5 Art. 195/3: “On any issue covered by Articles 101194 the Parties may agree to seek advice freniLd on
best practice, the use of effective policy toolsdddressing trade-related social challenges, asdabour market
adjustment, and the identification of any obstatas$ may prevent the effective implementationafedabour
standards.”
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security and public mordfsand (c) through dispute settlement. It is tooyetarlassess the
impact of this treaty which was only provisionadlgplied as from 29 December 2608

Dispute settlement procedures

This brings us to dispute settlement. At the outsshould be recognised that social
and in particular labour policies are among the tnsesisitive issues in any country and
society. Nevertheless, we find that quite a few Rther than the NAALC have dispute
settlement provisions potentially applicable todabrelated disputes.

The most stringent example of an RTA providing farth trade and financial
sanctions in case of infringements is the alreddgussed NAALC. At the same time and
as we have seen above, in the eyes of the CanaAdgtiation of Labour Lawyers even
this treaty is ‘seriously flawed’ and has faileddeliver expected results. While the draft
US — Peru FTA foresees ‘Cooperative Labor Consattatin Article 17.7, a complaining
party may defer the matter to dispute settlementquures under Chapter 21, i.e. only if
formal consultations under Article 21.4 or the nmagt held in the ambit of the ‘Labor
Affairs Council’ under Article 17.5.2 have failed tesult in a satisfactory solution:

(Art.17.7.6) “If the consulting Parties have failedresolve the matter within 60 days of a
request under paragraph 1, the complaining Party neguest consultations under Article 21.4
(Consultations) or a meeting of the Commission unddicle 21.5 (Intervention of the
Commission) and, as provided in Chapter Twenty-(ispute Settlement), thereafter have
recourse to the other provisions of that Chaptée Touncil may inform the Commission of
how the Council has endeavored to resolve the nthtteugh consultations.”

In most other agreements already in force thersngeebe few if any formal dispute
settlement cases in case of disagreements ovarrlatamdards in the framework of a trade
agreement. Available literature has not provideavitk evidence of litigation being used
as an avenue for strengthening labour standarédsading a ‘race to the bottom’. This
may be partly due to the relatively recent natdrihese RTAs. Other reasons might be the
multiple limitations and qualifications for rightsd intervention possibilities of trading
partners. Moreover, the need for a complainanté@ga negative trade impact of a labour
standard modification is likely to be difficult. hight be worth noting in this context that
NAALC in Article 30.2 provides that ‘Roster membestsall have expertise or experience
in labor law or its enforcement, or in the resalntof disputes arising under international
agreements, or other relevant scientific, techracgdrofessional expertise or experience’,
including when it comes to formal litigation undeAFTA*.

Like many others, the EC — CARIFORUM agreement dussexclude recourse to
dispute settlement. For all social aspects inclydilabour issues, Article 195
(‘Consultation and monitoring process’) providegparagraph 5 that if ‘the matter has not
been satisfactorily resolved through consultatiddetween the Parties pursuant to
paragraph 3 any Party may request that a Comnuft&xperts be convened to examine
such matter’. Under Part 1l (‘Dispute avoidanca’fonflict on social aspects may only be
referred to formal dispute settlement if the abmentioned consultation procedures fail to
produce a mutually acceptable solution after 9 m®r{Art.204.6). In such a case the
complaint will go straight to mediation (Art.205) arbitration (Art.206ss). As pointed out
for the NAALC, at least two members of the arbitatpanel shall have specific expertise
in the field (Art.207.4).

Some agreements especially between developing mesiither implicitly exclude
labour matters from formal dispute settlementherytdo so by recognising the primacy of

“8 Footnote (1) in Art.195/1.
47 Official Journal of the European Union (L 352/&4).12.2008.
8 See NAFTA Article 2009.2.a with a more general diog.
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national standards. Others establish special c@atseel mechanisms with a view to
avoiding formal litigation. To the extent that thegntain certain limited commitments on
labour, most agreements, however, do not estatdisial litigation procedures, if only as
a matter of last resort.

Sanctions: Preference withdrawals and fines

Finally we turn to the even more delicate questidnsanctions. Ultimately, and
depending on the wording in the agreement, thexdveo possible forms of consequences
in cases of (established) infringements of RTA gddions in the field of labour. Based on
the idea that such infringements also constitutehange in the economic parameters
underlying the agreement, the other party (or es)tinay (a) withdraw certain concessions
under the RTA and/or (b) apply a ‘fine’ to the tegolrtner having violated its own labour
regulation, for the duration of the violation. Né&es$ to say both forms of compensation or
retaliation are highly sensitive and controverBiam a political viewpoint.

Here we note that among all the WTO-notified RTAdarce, the NAFTA/NAALC
is the only RTA foreseeing retaliation measuresMay of a ‘suspension of concessions’
(i.e. withdrawal of preferential tariff§) as well as through ‘monetary enforceméht’
Except for the standard safeguard provisions (‘gemey actions’) and/or a reference to
the antidumping and countervailing measures ilifi® agreement, the other agreements
are either silent or do not describe the avenues éqr cases of infringements specifically
on the labour claus®s

9 See Article 2019 (Non-Implementation-SuspensioBerefits).

1. If in its final report a panel has determinedtth measure is inconsistent with the obligatidithis Agreement
or causes nullification or impairment in the seas&nnex 2004 and the Party complained againshbas
reached agreement with any complaining Party onituatly satisfactory resolution pursuant to Arti2i@18(1)
within 30 days of receiving the final report, swdmplaining Party may suspend the application ¢oRarty
complained against of benefits of equivalent eftettl such time as they have reached agreemeatresolution
of the dispute.

2. In considering what benefits to suspend purstmaparagraph 1:

(a) a complaining Party should first seek to suddmenefits in the same sector or sectors as tfettad by the
measure or other matter that the panel has foubd tnconsistent with the obligations of this Agrest or to
have caused nullification or impairment in the seasAnnex 2004; and

(b) a complaining Party that considers it is n@tgpicable or effective to suspend benefits in Hraes sector or
sectors may suspend benefits in other sectors.

3. On the written request of any disputing Partivdeed to the other Parties and its Section of3beretariat, the
Commission shall establish a panel to determinetlveineéhe level of benefits suspended by a Partgyant to
paragraph 1 is manifestly excessive.

4. The panel proceedings shall be conducted inrdacce with the Model Rules of Procedure. The psinell
present its determination within 60 days afterlétst panelist is selected or such other perioth@slisputing
Parties may agree.

0 Annex 39.3 (see below).

*1 The FTAs recently concluded between the UniteteStaColombia, Korea and Panama contain detailed
chapters on labour, including a so-called ‘labayperation mechanism’ (see Section 2). All thre¢stex labour
remain silent on the application of specific samsiin cases of violations.
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The NAALC foresees two in-built limitations for Wot‘'suspensions’ of trade
concessions, and for ‘monetary sanctions’:

1. Any suspension of benefits must be no greatn the amount sufficient to collect
the ‘monetary enforcement assessment’ imposed uAdale 39.4 by an arbitral
panel (Art.41 NAALC); and

2. all ‘monetary enforcement assessments’ (no greélan .007 per cent of total trade in
goods between the Parties) would be reinvesteetimical co-operation activiti&s

Many facets in the relationship between labourddess and trade agreements can
only be outlined here. They would require extensiwepirical research and case law
information. For the time being, quite a few quasti remain. For instance, what happens
if domestic labour standards are waived for a $igefeDI project, or for exports to a third
party? Are the commitments by one country undefediht RTAs just a problem of
coherence, or a possible source of conflicts makivepufacturers subject to different
labour standards for different export markets?

%2 (Annex 39.3) “All monetary enforcement assessmehisl be paid in the currency of the Party cormadi
against into a fund established in the name oC@mission by the Council and shall be expendeldeat
direction of the Council to improve or enhanceltimr law enforcement in the Party complained agjain
consistent with its law.”
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6.

Conclusions

This discussion has shown that an increasing nunabeRTAs contain labour
provisions making reference to domestic labour ddas. Those provisions appear in
addition or in lieu of references to internatioteddour standards, like references to the ILO
Fundamental Principles and Rights at Work. We hdiatinguished three types of
references: (i) commitments to strive to improvendstic standards (ii) commitments not
to lower existing domestic standards (iii) commitiseto actually implement existing
domestic standards.

In the econometric work presented in this papeasked the question whether type-1
or type-2 references to domestic labour provisicens be justified on economic grounds.
We do this by testing whether regional trade isesyatically associated with a lowering
of domestic labour standards or with a regulatdmifliog effect. We have found that
countries with a higher share of trade within RTake characterized by lower levels of
labour protection, but that this is only the case High income countries. Besides, it is
regional trade among rich countries that appearset@n important driver behind this
finding. In middle-income countries, instead, tréslpositively or not at all correlated with
labour protection. In the case of low income caestwe did not find any evidence for a
lowering of labour protection, but our findings @bwe interpreted as evidence for a
regulatory chilling effect. This leads to the qimston the enforceability of existing
provisions. In particular, the question arises Wwhetcommitments not to lower existing
standards’ are enforceable if the country loweiiagtandards is a high income country. It
also raises the question whether ‘commitmentsrigesto achieve higher standards’ can be
enforced in the case of low income countries.

If labour provisions are included in RTAs to impetiat increased regional trade
leads to ‘regulatory chilling’ or ‘race to the batt ‘effects, then the wording of type 1 and
type 2 references mentioned above, rather literafiiects such objectives. Our analysis,
however, suggests that on the basis of the cudesign of regional trade agreements, such
provisions are unlikely to have a bite. Among th& @vnotified RTAs in force, only the
North American Agreement on Labor Cooperation, aFNIA-side agreement, allows the
use of dispute settlement procedures and even rtdircglimited) sanctions related to
infringements of specific labour provisions. The AAC contains references to
commitments to strive to improve domestic laboandards but no binding commitments
not to lower existing domestic standards. The NAA4G@ the more recent US treaties as
well as the recent EU-CARIFORUM Agreement also aonprocedures that provide for
public participation related to issues of labouwv Enforcement.

The findings in our paper suggest that furthersislon actual use, and in particular
on the enforceability of RTA provisions relateddomestic labour market regulation may
be a worthwhile investment. We see in the proceduetated to public participation
opportunities for ensuring adherence to or evenrawipg labour standards. The
challenges are multiple, ranging from the diffi@stto prove that a lowering of domestic
labour standards has occurred as a result of a teTevaluating the effect of such policy
changes on trade flows. Ongoing work in internaloimstitutions and academia on
measuring the trade effects of non-tariff barrewald be very instructive for overcoming
the latter challenge.
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Appendices

Table A1.  Country coverage of data set

High income Middle income Low Income
Australia Albania Jamaica Bangladesh
Austria Algeria Jordan Burkina Faso
Belgium Argentina Kazakhstan Cameroon
Canada Azerbaijan Latvia Cote d'lvoire
Denmark Belarus Lithuania Ethiopia
Finland Bolivia Malaysia Ghana
France Brazil Mexico India
Germany Bulgaria Morocco Kenya
Greece Chile Paraguay Kyrgyz Republic
Israel China Peru Madagascar
Italy Colombia Philippines Mozambique
Korea, Rep. Costa Rica Poland Nepal
Netherlands Czech Republic Russian Federation Nicaragua
New Zealand Dominican Republic South Africa Nigeria
Norway Egypt Sri Lanka Pakistan
Portugal El Salvador Thailand Senegal
Singapore Estonia Tunisia Tanzania
Spain Georgia Turkey Uganda
Sweden Guatemala Ukraine Uzbekistan
Switzerland Hungary Uruguay Vietnam
United Kingdom Indonesia Venezuela Zimbabwe
United States
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Table A2.  Mean and standard deviation decomposition for the dependent variables
Variable Mean Std. Dev. Min Max Observations
Notice period overall 0.872 0.698 0.000 3.000 N =968
after 9 months between 0.649 0.000 3.000 n="74

within 0.233 -0.328 2.586 T-bar =13.08
Notice period after 4 overall 1117 0.756 0.000 3.000 N =968
years

between 0.712 0.000 3.000 n="74

within 0.235 -0.150 2.831 T-bar =13.08
Notice period after 20  overall 1.883 1.725 0.000 9.367 N =968
years

between 1.756 0.000 9.367 n="74

within 0.315 -0.439 4.454 T-bar = 13.08
Severance pay after 9 overall 0.500 0.725 0.000 3.500 N =968
months

between 0.752 0.000 3.000 n="74

within 0.209 -0.423 2.577 T-bar =13.08
Severance pay after4  overall 2.183 2.215 0.000 16.000 N =968
years

between 2.032 0.000 11692 n=74

within 0.508 -1.509 6.491 T-bar =13.08
Severance pay after overall 8.387 9.654 0.000 46.833 N =968
20 years

between 8.619 0.000 44933 n=74

within 2519 -3.041 25.054  T-bar=13.08
Gross replacement overall 0.209 0.226 0.000 0.780 N =952
ratio after 1 year

between 0.216 0.000 0.709 n=73

within 0.065 -0.056 0.534 T-bar = 13.04
Gross replacement overall 0.084 0.166 0.000 0.660 N =952
ratio after 2 years

between 0.150 0.000 0.555 n=73

within 0.044 -0.062 0.366 T-bar = 13.04
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Table A3.  Data Sources

Variable

Source

Notice period

Severance pay

Unemployment benefit

Real GDP per capita

RTA

Trade (export and import)

Employment in industry (% of total employment)
Manufacturing valued-added (% GDP)

Political rights index on a 1-to-7 scale, with 1 = highest degree
and 7 = lowest

Civil liberties index on a 1-to-7 scale, with 1 = highest degree
and 7 = lowest

Chief Executive Years in Office

Combined Polity Score of democracy(Polity IV)

FRDB Database on Structural Reform
FRDB Database on Structural Reform
FRDB Database on Structural Reform
World Development Indicators

World Trade Organization

United Nations Comtrade

World Development Indicators

World Development Indicators

Freedom House
Freedom House
Database of Palitical Institutions 2009, Philip Keefer, World

Bank

Integrated Network for Societal Conflict Research
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Table A4.  Regional trade and notice period after 9 months

Dependent variable: Notice period after 9 months

(1) Fixed Effects (2) Random Effects  (3) Random Effects

Regional trade flows

RTAs*Importst-1 -0.404™* -0.367* -0.375™
(0.155) (0.147) (0.149)

Economic controls

In (GDP p.c.)t-1 1.719™ 1.361** 1.578**
(0.559) (0.472) (0.512)
(In (GDP p.c.))2t-1 -0.084** -0.070* -0.078**
(0.029) (0.026) (0.027)
In (Industrial Employment)t-1 0.097* 0.073 0.081
(0.051) (0.050) (0.052)
In (Manufacturing VA/GDP) t-1 0.121 0.144* 0.130*
(0.074) (0.071) (0.075)

Political controls

Political Rightst-1 0.043* 0.043* 0.041*
(0.018) (0.018) (0.018)
Civil Rights t-1 0.078** 0.074** 0.076***
(0.020) (0.019) (0.020)
Years of Officet-1 -0.001 0 -0.001
(0.002) (0.002) (0.002)
Democracyt-1 0.017* 0.018** 0.018**
(0.005) (0.005) (0.005)
Country dummies
Africa -0.419
(0.316)
Asia -0.197
(0.359)
North America -0.831**
(0.294)
South America -0.360*
(0.212)
Middle East -0.379
(0.499)
Western Europe 0.129
(0.366)
Scandinavian Countries 0.648
(0.704)
Former Soviet Union 0.284
(0.252)
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Dependent variable: Notice period after 9 months

(1) Fixed Effects (2) Random Effects  (3) Random Effects
Middle Income 0.292
(0.304)
Low Income 0.987**
(0.355)
Constant -7.809%** -5.727** -7.206***
(2.710) (2.206) (2.522)
Observations 968 968 968
R-squared 0.14
Number of id 74 74 74

Note: robust standard errors in parentheses. Time effects included.
* Statistical significance at the 10% level
** Statistical significance at the 5% level
“** Statistical significance at the 1% level
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Table A5.  Regional trade and notice periods after 4 years

Dependent variable: Notice period after 4 years

(1) Fixed Effects (2) Random Effects  (3) Random Effects
Regional trade flows
RTAs*Importst-1 -0.111 -0.071 -0.079
(0.136) (0.132) (0.132)
Economic controls
In (GDP p.c.)t-1 1,797 1.550** 1.726™*
(0.556) (0.483) (0.515)
(In (GDP p.c.))2t-1 -0.095*** -0.082*** -0.091***
(0.029) (0.026) (0.027)
In (Industrial Employment)t-1 0.048 0.033 0.034
(0.052) (0.049) (0.052)
In (Manufacturing VA/GDP) t-1 0.133* 0.135* 0.134*
(0.076) (0.073) (0.077)
Political controls
Political Rightst-1 0.031* 0.029 0.028
(0.018) (0.018) (0.019)
Civil Rights t-1 0.084*** 0.083*** 0.085***
(0.020) (0.020) (0.020)
Years of Officet-1 -0.001 -0.001 -0.001
(0.002) (0.002) (0.002)
Democracyt-1 0.011* 0.012* 0.012**
(0.005) (0.005) (0.005)
Country dummies
Africa -0.605*
(0.339)
Asia -0.584
(0.375)
North America 111
(0.312)
South America -0.665**
(0.259)
Middle East -0.746
(0.500)
Western Europe -0.044
(0.377)
Scandinavian Countries 0.652
(0.549)
Former Soviet Union -0.263
(0.261)
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Dependent variable: Notice period after 4 years

(1) Fixed Effects (2) Random Effects  (3) Random Effects
Middle Income 0.167
(0.316)
Low Income 0.665*
(3.376)
Constant -7.526%** -6.379*** -6.985***
(2.693) (2.263) (2.535)
Observations 968 968 968
R-squared 0.155
Number of id 74 74 74

Note: robust standard errors in parentheses. Time effects included.

* Statistical significance at the 10% level
** Statistical significance at the 5% level
*** Statistical significance at the 1% level
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Table A6.  Regional trade and notice periods after 20 years

Dependent variable: Notice period after 20 years

(1) Fixed Effects  (2) Random Effects (3) Random Effects
Regional trade flows
RTAs*Importst-1 0.122 0.195 0.131
(0.144) (0.145) (0.142)
Economic controls
In (GDP p.c.)t-1 2.453*** 2.253** 2.423***
(0.635) (0.590) (0.604)
(In (GDP p.c.))2t-1 -0.138*** -0.118*** -0.136***
(0.035) (0.033) (0.033)
In (Industrial Employment)t-1 -0.004 -0.001 -0.013
(0.060) (0.057) (0.059)
In (Manufacturing VA/GDP) t-1 0.155 0.117 0.15
(0.097) (0.094) (0.096)
Political controls
Political Rightst-1 0.028 0.027 0.026
(0.023) (0.022) (0.023)
Civil Rights t-1 0.094** 0.096*** 0.096***
(0.025) (0.025) (0.025)
Years of Officet-1 0.002 0.002 0.002
(0.003) (0.003) (0.003)
Democracyt-1 0.010* 0.012* 0.011*
(0.006) (0.006) (0.006)
Country dummies
Africa -0.721
(0.514)
Asia -1.062*
(0.565)
North America -1.262***
(0.470)
South America -0.768*
(0.449)
Middle East -1.227
(0.988)
Western Europe 1.909**
(0.765)
Scandinavian Countries 2.697**
(0.828)
Former Soviet Union -0.643*
(0.368)
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Dependent variable: Notice period after 20 years

(1) Fixed Effects  (2) Random Effects  (3) Random Effects

Middle Income -0.238
(0.493)

Low Income 0.212
(0.535)

Constant -9.299*** -9.202*** -8.969***

(2.984) (2.708) (2.863)

Observations 968 968 968

R-squared 0.116

Number of id 74 74 74

Note: robust standard errors in parentheses. Time effects included.
* Statistical significance at the 10% level
** Statistical significance at the 5% level
*** Statistical significance at the 1% level
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Table A7.  Regional trade and severance pay after 9 months

Dependent variable: Severance pay after 9 months

(1) Fixed Effects  (2) Random Effects  (3) Random Effects
Regional trade flows
RTAs*Importst-1 0.007 0.032 0.031
(0.102) (0.107) (0.106)
Economic controls
In (GDP p.c.)t-1 -1.404** -1.092** -1.317%
(0.435) (0.406) (0.433)
(In (GDP p.c.))2t-1 0.078*** 0.060** 0.074***
(0.025) (0.023) (0.024)
In (Industrial Employment)t-1 0.027 0.018 0.016
(0.066) (0.062) (0.062)
In (Manufacturing VA/GDP) t-1 0.327*** 0.311* 0.316***
(0.087) (0.086) (0.084)
Political controls
Political Rightst-1 -0.014 -0.014 -0.015
(0.021) (0.020) (0.020)
Civil Rights t-1 0.061*** 0.061** 0.062***
(0.021) (0.021) (0.021)
Years of Officet-1 -0.002 -0.002 -0.002
(0.002) (0.002) (0.002)
Democracyt-1 0.009** 0.008** 0.009**
(0.004) (0.004) (0.004)
Country dummies
Africa 0.15
(0.370)
Asia 0.002
(0.205)
North America 1.050***
(0.261)
South America 0.125
(0.343)
Middle East -0.11
(0.271)
Western Europe 0.756***
(0.279)
Scandinavian Countries 0.339
(0.228)
Former Soviet Union 0.868***
(0.301)
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Dependent variable: Severance pay after 9 months

(1) Fixed Effects  (2) Random Effects  (3) Random Effects

Middle Income 0.864***
(0.224)

Low Income 0.533
(0.330)

Constant 7.082%* 5.824*** 5.802***

(2.041) (1.920) (2.043)

Observations 968 968 968

R-squared 0.099

Number of id 74 74 74

Note: robust standard errors in parentheses. Time effects included.
* Statistical significance at the 10% level
** Statistical significance at the 5% level
*** Statistical significance at the 1% level
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Table A8.  Regional trade and severance pay after 4 years

Dependent variable: Severance pay after 4 years

(1) Fixed (2) Random Effects  (3) Random Effects
Effects
Regional trade flows
RTAs*Importst-1 -0.202 -0.098 -0.155
(0.307) (0.313) (0.307)
Economic controls
In (GDP p.c.)t-1 -0.391 0.744 -0.096
(0.650) (0.669) (0.689)
(In (GDP p.c.))2t-1 -0.007 -0.066* -0.02
(0.040) (0.038) (0.042)
In (Industrial Employment)t-1 -0.173 -0.15 -0.163
(0.136) (0.105) (0.110)
In (Manufacturing VA/GDP) t-1 0.549*** 0.497** 0.508*
(0.200) (0.205) (0.198)
Political controls
Political Rightst-1 -0.003 -0.007 -0.003
(0.053) (0.051) (0.050)
Civil Rights t-1 0.127*** 0.132%* 0.129**
(0.045) (0.048) (0.046)
Years of Officet-1 -0.007 -0.009* -0.008*
(0.005) (0.005) (0.005)
Democracyt-1 0.025* 0.024* 0.025*
(0.010) (0.010) (0.010)
Country dummies
Africa 0.056
(0.501)
Asia 1.342%**
(0.403)
North America 2.012*
(0.574)
South America 3.004***
(0.872)
Middle East 0.647
(1.213)
Western Europe 1.236*
(0.650)
Scandinavian Countries 0.495
(0.622)
Former Soviet Union 0.233
(0.396)
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Dependent variable: Severance pay after 4 years

(1) Fixed (2) Random Effects  (3) Random Effects
Effects
Middle Income 0.784
(0.653)
Low Income -0.221
(0.799)
Constant 6.108** 0.492 2.661
(3.060) (3.147) (3.237)
Observations 968 968 968
R-squared 0.094
Number of id 74 74 74

Note: robust standard errors in parentheses. Time effects included.
* Statistical significance at the 10% level
** Statistical significance at the 5% level
“** Statistical significance at the 1% level
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Table A9.  Regional trade and severance pay after 20 years

Dependent variable: Severance pay after 20 years

(1) Fixed (2) Random Effects  (3) Random Effects
Effects
Regional trade flows
RTAs*Importst-1 -3.293* -2.665* -3.084**
(1.524) (1.424) (1.442)
Economic controls
In (GDP p.c.)t-1 7.934* 11.529*** 8.971*
(3.205) (3.534) (3.116)
(In (GDP p.c.))2t-1 -0.584*** -0.762*** -0.630***
(0.182) (0.200) (0.181)
In (Industrial Employment)t-1 -1.347* -1.138** -1.207**
(0.463) (0.454) (0.450)
In (Manufacturing VA/GDP) t-1 0.112 -0.033 -0.009
(0.856) (0.795) (0.814)
Political controls
Political Rightst-1 0.32 0.303 0.323
(0.219) (0.222) (0.216)
Civil Rights t-1 -0.344* -0.308* -0.326**
(0.161) (0.165) (0.160)
Years of Officet-1 -0.092*** -0.097*** -0.096***
(0.026) (0.025) (0.025)
Democracyt-1 0.198*** 0.196** 0.196**
(0.062) (0.063) (0.061)
Country dummies
Africa -0.734
(2.105)
Asia 8.040***
(1.943)
North America 7.613**
(2.489)
South America 15.309***
(3.191)
Middle East 10.984*
(5.051)
Western Europe 6.671**
(2.598)
Scandinavian Countries 2.934
(2.555)
Former Soviet Union 0.09
(1.509)
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Dependent variable: Severance pay after 20 years

(1) Fixed (2) Random Effects  (3) Random Effects
Effects
Middle Income 0.052
(2.675)
Low Income -0.754
(3.667)
Constant -18.66 -37.682** -32.351*
(15.821) (16.275) (15.233)
Observations 968 968 968
R-squared 0.218
Number of id 74 74 74

Note: robust standard errors in parentheses. Time effects included.
* Statistical significance at the 10% level
** Statistical significance at the 5% level
“** Statistical significance at the 1% level
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Table A10. Regional trade and gross replacement ratio after 1 year

Dependent variable: Gross replacement ratio after 1 year

(1) Fixed (2) Random (3) Random Effects
Effects Effects
Regional trade flows
RTAs*Importst-1 -0.103*** -0.087** -0.087**
(0.039) (0.037) (0.038)
Economic controls
In (GDP p.c.)t-1 -0.024 0.032 0.031
(0.105) (0.097) (0.104)
(In (GDP p.c.))2t-1 0.003 0.003 0
(0.006) (0.006) (0.006)
In (Industrial Employment)t-1 0.005 0.013 0.012
(0.010) (0.011) (0.012)
In (Manufacturing VA/GDP) t-1 -0.042* -0.063** -0.052***
(0.017) (0.017) (0.017)
Political controls
Political Rightst-1 -0.004 -0.003 -0.003
(0.005) (0.005) (0.005)
Civil Rights t-1 0 0 0
(0.005) (0.005) (0.005)
Years of Officet-1 0 0 0
(0.000) (0.000) (0.000)
Democracyt-1 -0.001 -0.001 -0.001
(0.001) (0.001) (0.001)
Country dummies
Africa -0.068
(0.108)
Asia -0.252***
(0.094)
North America -0.168
(0.108)
South America -0.252***
(0.094)
Middle East -0.197*
(0.111)
Western Europe -0.038
(0.113)
Scandinavian Countries 0.094
(0.131)
Former Soviet Union -0.071
(0.095)
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Dependent variable: Gross replacement ratio after 1 year

(1) Fixed (2) Random (3) Random Effects
Effects Effects
Middle Income -0.083
(0.061)
Low Income -0.183*
(0.074)
Constant 0.091 -0.379 0.032
(0.475) (0.425) (0.488)
Observations 952 952 952
R-squared 0.088
Number of id 73 73 73

Note: robust standard errors in parentheses. Time effects included.
* Statistical significance at the 10% level
** Statistical significance at the 5% level
“** Statistical significance at the 1% level
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Table A11. Regional trade and gross replacement ratio after 2 years

Dependent variable: Gross replacement ratio after 2 years

(1) Fixed (2) Random (3) Random Effects
Effects Effects
Regional trade flows
RTAs*Importst-1 -0.017 0.006 -0.012
(0.026) (0.026) (0.024)
Economic controls
In (GDP p.c.)t-1 0.238* 0.146 0.235*
(0.139) (0.116) (0.120)
(In (GDP p.c.))2t-1 -0.012 -0.005 -0.012*
(0.007) (0.007) (0.007)
In (Industrial Employment)t-1 0.008 0.009 0.011
(0.007) (0.007) (0.008)
In (Manufacturing VA/GDP) t-1 -0.051*** -0.061*** -0.058***
(0.015) (0.014) (0.014)
Political controls
Political Rightst-1 -0.001 0 0.001
(0.002) (0.002) (0.002)
Civil Rights t-1 0.001 0 -0.001
(0.003) (0.003) (0.003)
Years of Officet-1 0 -0.000* -0.000*
(0.000) (0.000) (0.000)
Democracyt-1 -0.001** -0.001 -0.001*
(0.001) (0.001) (0.001)
Country dummies
Africa 0.096*
(0.045)
Asia 0.050*
(0.027)
North America -0.018
(0.029)
South America 0.007
(0.026)
Middle East -0.002
(0.027)
Western Europe 0.260***
(0.050)
Scandinavian Countries 0.401***
(0.072)
Former Soviet Union 0.026
(0.035)
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Dependent variable: Gross replacement ratio after 2 years

(1) Fixed (2) Random (3) Random Effects
Effects Effects
Middle Income -0.008
(0.021)
Low Income -0.012
(0.035)
Constant -1.152* -0.894* -1.207*
(0.657) (0.525) (0.553)
Observations 952 952 952
R-squared 0.051
Number of id 73 73 73

Note: robust standard errors in parentheses. Time effects included.
* Statistical significance at the 10% level
** Statistical significance at the 5% level
“** Statistical significance at the 1% level
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