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Abstract

Does foreign direct investment (FDI) lead to better or worse labour standards in developing
countries? We argue that it depends on the type of labour right, and how costly it is to protect
it. We propose that governments are likely to follow international pressure and ‘climb to the
top’ of improved labour standards, but only for those rights that do not incur direct costs to
foreign investors, such as collective bargaining rights. In contrast, we expect that governments
engage in a ‘race to the bottom’ when it comes to rights that bear immediate costs for firms,
such as overtime pay. To test our argument, we use novel data to distinguish between the legal
protection of (1) fair working contracts, (2) adequate working time, (3) dismissal protections,
which are more costly; versus (4) collective worker representation, and (5) industrial action
rights, which are relatively cheaper to grant. Our panel data analysis for 75 developing countries
(1982-2010) shows that higher FDI stock and flow is indeed connected to better protection of
collective rights, while FDI flow is connected to a decline in relatively expensive outcome rights.

These results remain robust across a range of model specifications.
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1 Introduction

Multinational corporations (MNCs) and their foreign direct investment (FDI) have gained un-
precedented power across the world, with often enormous impact on workers’ rights.! Globali-
sation critics have long argued that increasing global FDI has led to a ‘race to the bottom’ in
labour standards because host governments aim to keep costs of labour low to maintain a steady
flow of investment into the country (Olney 2013; Drezner 2001). Indeed, reports about low labour
standards and worker exploitation in global supply chains persist, especially in developing na-
tions.2 However, many cross-country studies testing this argument find in fact the opposite: FDI
is connected to a ‘climb to the top’ in labour standards (Mosley and Uno 2007; Mosley 2010;
Greenhill et al. 2009; Lim et al. 2015; Kim and Trumbore 2010). Some have argued that the
reason for a positive connection between FDI and labour rights is the negative spotlight by NGOs
and international organisations which raise reputational costs for investors and governments when
exploitative labour conditions are exposed (Barry et al. 2013; Garriga 2016). At the same time,
at least one study finds a negative effect of FDI on labour rights (Peksen and Blanton 2017), and
some find no significant effect (Neumayer and de Soysa 2006; Adolph et al. 2016; Wang 2018;
Blanton and Peksen 2016). The puzzle of FDI’s effect on labour rights is therefore still unresolved.
In order to further understand the complexity of the FDI-rights nexus, some studies turned towards
disaggregating the independent variable, FDI, and examined how different forms of FDI impact
labour rights. From these studies we learn that manufacturing investment has a positive effect on
labour rights, while service investment has a negative effect (Blanton and Blanton 2012). Foreign
investment in the form of joint ventures and greenfield investment improves labour rights, while
investment in mergers and acquisitions have no significant effect (Biglaiser and Lee 2019).

We revisit the ‘race to the bottom’ argument by turning our attention to the outcome variable,

labour rights. We propose that the effects of FDI might depend on the particular labour right

'Replication materials will be freely accessible and posted to the authors’ Dataverse repository.
2See recent cases of labour rights violations on the Business & Human Rights Resource Centre’s website, available
at https://www.business-humanrights.org/en/issues/labour (accessed February 11th, 2021).



in question. We argue that governments are more likely to protect worker rights that are not
immediately costly to foreign investors, such as collective labour rights (core standards), as it is
a relatively cheap way to boost reputation for leaders and foreign investors alike. In fact, most
studies that show a positive relationship between FDI and labour rights use collective rights as
their outcome measure. In contrast, we expect governments to refrain from protecting those labour
rights that bear immediate costs to firms, such as working conditions (cash standards), to avoid
potential exit threats of foreign investors.

Our study overcomes a key challenge in the existing literature. Most cross-country studies focus
on only collective labour rights (Mosley and Uno 2007; Mosley 2010; Greenhill et al. 2009; Blanton
and Blanton 2012; Lim et al. 2015; Adolph et al. 2016; Vadlamannati 2015; Biglaiser and Lee
2019; Payton and Woo 2014), while much of the theory and anecdotal evidence, in fact, speak
of exploitative working conditions. These studies use a well-established collective worker rights
index by Mosley and Uno (2007), which captures unionisation and strike rights in law and practice
(1985-2002), but it does not include other workers’ rights.

Most of these studies find a positive impact of FDI on rights (Mosley and Uno 2007; Mosley
2010; Greenhill et al. 2009; Lim et al. 2015; Vadlamannati 2015), while some find no significant
effect (Adolph et al. 2016; Wang 2018). An alternative measurement of labour rights, the worker
rights index from the Cingranelli and Richards’ (CIRI) human rights database (Cingranelli and
Richards 2010), aggregates all rights into a single index. Studies using the CIRI worker rights
index find no significant or positive effects of FDI (Kim and Trumbore 2010; Peksen and Blanton
2017; Blanton and Peksen 2016), and it is likely that collective rights within this index drive these
results. Since the CIRI worker rights measure is not available in disaggregated form, and the index
by Mosley and Uno (2007) focuses only on collective rights, the literature has stagnated because
it is impossible to distinguish between different types of labour rights.

The lack of systematic cross-national data on a wider range of labour rights has hindered theoretical
refinement of the ‘race to the bottom’ argument. Berliner et al. (2015, 97) point out that using
collective labour rights as a “catch-all for working conditions” is “largely inappropriate”, and might

lead to generalisations that all labour rights are affected by FDI in the same way. Neumayer and



de Soysa (2006, 32) highlight that “it is possible that globalization is good for [collective] rights,
but not necessarily for outcome-related labour standards” such as working conditions. Davies and
Vadlamannati (2013, 12) state that ¢ ‘true’ labor rights policy consists of both the Mosely index
of bargaining rights and another, unobserved measure (such as working conditions).” The lack of
cross-country studies on other important issues such as overtime pay, annual leave or dismissal
rights constitutes the “greatest barrier to empirical analysis” (Elliott and Freeman 2003, 20).

To overcome these theoretical and empirical challenges, we use a novel labour rights index which
distinguishes between the legal protection of fair working contracts, adequate working time, and
fair dismissal; in addition to procedural rights such as collective worker representation and indus-
trial action rights, using data which we built from the Labour Regulation Index database published
by the Centre for Business Research at Cambridge University (Adams et al. 2017). Our panel data
analysis for 75 developing countries (1982-2010) shows that FDI flow and stock is connected posi-
tively with the protection of collective labour rights. FDI flow is negatively connected to outcome
rights, although these effects are smaller and FDI stock remains insignificant. These results remain
robust to a range of model specifications including region and time effects, and different lags. To
the best of our knowledge, we present the first theoretical framework and cross-country analysis
that demonstrate that how effects of FDI on labour rights vary according to the labour right in
question, providing a new perspective on the ‘race to the bottom’ versus ‘climb to the top’ theory.
The remainder of the paper is organised as follows: Section two develops new theory on the linkage
between FDI and different forms of labour rights, section three introduces the data and models,
followed by the results and robustness checks in section four. We conclude by discussing the
implications for further research.

The argument about a competitive regulatory ‘race to the bottom’ rests on the idea that all labour
rights are costly. Governments who protect labour rights face the risk that foreign investors might
withdraw and invest in other countries with lower labour cost (Olney 2013; Drezner 2001). We
refine this point and argue that this applies to some rights, such as collective labour rights as
empirical research has shown (Mosley and Uno 2007; Mosley 2010; Greenhill et al. 2009; Lim et al.

2015; Vadlamannati 2015); but there are other labour rights that might directly raise costs for



foreign investors so hat governments might hesitate to provide strong protections. Our theoretical
framework lays out why we believe that the ‘climb to the top’ theory is more plausible for collective
labour standards while the the ‘race to the bottom’ theory applies to outcome-related rights such
as working conditions. Our fundamental approach corresponds roughly to distinctions made in
the literature between ‘process-related’ collective labour standards versus ‘outcome’ standards
such as working conditions (Mosley 2010; Berliner et al. 2015; Barrientos and Smith 2007; Anner
2012). In the economic literature, an analogue distinction is made between ‘core’ labour rights
(e.g. collective rights) versus ’cash’ rights (working conditions which might cost companies more
‘cash’) (Elliott and Freeman 2003; Freeman 1997).

The fact that collective worker rights such as the freedom of association and collective bargaining
or the right to strike are generally better protected in countries where FDI is present is relatively
undisputed in the literature. These are core labour rights are fundamental in determining the
relationship between workers and employees as they regulate the tools that workers have to improve
their situation via negotiations and strikes (Mosley and Uno 2007). It is true that regulations such
as protecting the rights to strike are likely to constitute a risk for MNCs’ investments. However,
when a government grants the general right to strike or to collectively bargain with employers, it
does not automatically mean that this happens. In fact, labour activists often criticise that the
protection of collective worker rights means that the burden to improve wider working conditions
remains with the employees who may - or may not - choose to collectively bargain. In many cases
employees depend on multinational corporations’ investment for employment and may have little
incentive or power to drive a hard bargain when it comes to their right (Heintz 2004). The labour
rights literature routinely points to the mere procedural character of collective worker rights by
labelling them ‘process-based’ or ‘enabling’ rights (Mosley 2010; Berliner et al. 2015; Barrientos
and Smith 2007; Anner 2012). Economists have even gone further and seen these as relatively
cheaper worker rights, stressing that collective rights can be granted by governments without
immediately risking a massive exit of FDI (Elliott and Freeman 2003; Freeman 1997).

In fact, governments might not only have little to lose, but reputation to gain by protecting collec-

tive worker rights. National regulation that protects unionisation and strike rights demonstrates



good practice to the international community, consumers, and NGOs. We know from research
about the effects of human rights shaming by NGOs and international organisations that many
governments and foreign investors try to avoid the negative spotlight (Spar 1998; Barry et al. 2013;
DeMeritt 2012; Garriga 2016; Vadlamannati et al. 2018). One might even go further and argue
that protecting collective worker rights with minimal cost offers a “defense against demands from
activists in advanced countries for excessive living wages or expensive working conditions” (Elliott
and Freeman 2003, 12). We might not go that far, but previous studies in the FDI and labour
rights literature that focus on collective worker rights have, not surprisingly, found a positive effect
of FDI (Mosley and Uno 2007; Mosley 2010; Greenhill et al. 2009; Lim et al. 2015). We therefore
propose, in line with existing findings, that the ‘climb to the top’ theory is likely to be correct for

collective worker rights.

Hypothesis 1: FDI is connected to better protection of collective worker rights such as worker

representation and industrial action rights.

In contrast, governments might be less inclined to protect other labour rights. Due to a lack of
data, we know little about FDI and working conditions such as working time, overtime pay, annual
leave, fair contracts or dismissal protections. Economists have described such standards as ‘cash’
standards to highlight that they “directly affect labour costs” (Elliott and Freeman 2003, 13) and
thus, also potentially affect a country’s competitiveness for trade and FDI. When governments
legally protect these rights, they might impose immediate and direct costs for foreign investors,
who now face a less flexible business environment. It is not up to employees themselves to bargain
or strike for these rights, although they can if implementation is lax, but the government sets clear
regulation that affects all businesses. The labour rights literature has therefore labelled working
conditions as ‘outcome’ rights because they dictate how much employers must invest into their
workers to create certain outcomes (even if employees themselves are unable or unwilling to fight
for these rights).

Let’s consider one type of outcome labour rights: adequate working time. Governments can

set limit for workers’ daily and weekly working hours, require that businesses allow adequate



breaks or pay annual holiday. Governments can also forbid excessive overtime hours to protect
workers’ safety and health, and mandate adequate overtime premia (Davies and Voy 2009, 97).
Such working time regulations directly limit businesses’ flexibility and raise labour cost. Another
example is the protection against unfair dismissal. Governments can regulate the length of the
notice period, redundancy compensation, and impose other constraints on dismissal, which incurs
costs for foreign investors as they cannot adjust their workforce quickly and flexibly. A third
outcome right is the regulation of contracts. This sounds like a technicality, but regulating workers’
contracts and the rights of full and part-time employees as well as occasional temporary workers
has direct effects on labour cost for firms. ‘Typical’ working contracts are defined as full-time
contracts, where workers are employed with a single employer and enjoy full employee rights
such as maternity leave or sick pay in a country (which cost money). A well-known loophole to
evade labour law has been the use of ‘atypical’ workers. It is an increasingly widespread practice
of governments to allow flexible, zero-hour or temporary contracts which limit the benefits and
rights of workers, such as sick pay or maternity leave. Governments that want to keep labour cost
low can allow firms to maintain a large and flexible portion of their workforce on never-ending,
cheap atypical contracts, which has been criticised by labour activists in the past (Davies and Voy
2009, 83). It is not surprising that developing and especially least developed countries (LDCs)
which heavily depend on foreign capital hesitate to improve regulation for outcome labour rights
(Elliott and Freeman 2003, 9).

There is little cross-country evidence about FDI’s effects on these labour rights due to a lack
of comparable data. However, there is ample anecdotal evidence that governments, if they were
to decrease regulation on labour rights, they are likely to hit more expensive outcome rights
first. For example, Murillo (2005) points out that the deregulatory reforms in Latin American
countries in the 1980s and 1990s mostly affected the laws that protected working conditions, while
deregulation of collective labour rights was far less common. Murillo found this to be “consistent
with economic pressures because the former has a more direct impact on labour costs than the
latter” Murillo (2005, p. 12). Out of this general trend, three countries showed remarkable changes

in their labour standards: Colombia and Guatemala (in the early 1990s), and Panama (in the late



1990s), introduced better collective labour rights protection while, during the exact same period,
deregulating the protection of workers’ conditions. Murillo (2005) concluded that, when faced with
economic pressures, working conditions in Latin America seemed to be the first to suffer from the
'race to the bottom’ because they were more costly for businesses.

We therefore propose that the ‘race to the bottom’ theory applies in particular to outcome labour

rights such as the regulation of working conditions, rather than to collective rights.

Hypothesis 2: FDI is connected to worse protection of outcome labour standards such as working

hours, dismissal rights, and fair contracts.

It should be noted that in our theory we focus on de jure labour standards, i.e. laws and regula-
tions, rather than rights protection in practice, as we investigate the requlatory race to the bottom
argument. A government’s laws and regulations give a clear signal to present and future foreign
investors about the business environment in a country. De jure rights protection reflects potential
risks for foreign investors who might be held accountable in courts or be shamed by activists if
they break the home country’s laws. Therefore, labour regulation is a crucial component in busi-
nesses’ decisions about investment locations and withdrawal - as regulations clearly indicate the

legal context and business environment in which firms and employees act (Berliner et al. 2015).

2 Data and Methods

2.1 Dependent variable

We measure the legal protection of a range of of labour rights categories, distinguishing between
collective labour standards (worker representation and industrial action rights) versus outcome
standards (working hours, dismissal rights, and fair contracts). Our analysis includes annual
observations from up to 75 developing countries between 1982 and 2010.

To construct our dependent variable, we use the Labour Regulation Index (LRI) database from

the Centre for Business Research at Cambridge University (Adams et al. 2017).3 The database

3The codings are based on laws, relevant court decisions (including statutory law and case law), and also



provides detailed information on the legal protection of labour standards around the world. It
originally consists of 40 separate indicators, each reflecting an aspect of labour law per country

and year.*

The database is increasingly used in legal studies and economics, e.g. to assess the
impact of employment protection legislation on economic outcomes (Adams et al. 2019; Ferreiro
and Gomez 2019; Blanton and Peksen 2019).

We use the 40 indicators to create a labour standards measure on three levels of aggregation (see
Table 1).

First, we grouped the 40 raw items into five separate categories to create the following variables:
(1) fair working contracts, (2) adequate working time, (3) dismissal protections, (4) collective
worker representation, or (5) industrial action rights (see Level 3 in Table 1). Each of these
categories was built from between seven and nine original items that relate to particular aspects
of labour rights. Following the recommendation from the Centre for Business Research, we took
the average rather than creating an additive measure, because some of the variables contain more
items than others. A full list of the 40 items, and how we grouped them into our variables, can
be found in the Appendix (Table A4).

Second, since we are particularly interested in collective versus outcome rights, we use these five
variables to build two overarching variables —collective rights versus outcome rights — which allow
us to examine if there is an overall difference between these different types of rights as proposed in
Hypothesis 1 and 2. The collective rights variable is the average of collective worker representation
and industrial action rights. The outcome rights variable is the average of fair working contracts,
adequate working time, and dismissal protections (see Level 2 in Table 1).

Third, we combine all categories into one overall labour standards index, again by taking the
average, which allows us to assess overall effects and compare these with other studies on labour

rights (see Level 1 in Table 1).

We will enter our labour rights measure as dependent variables into our models at the three levels

include administrative regulation and collective agreements whenever they are widely binding and serve as
‘functional equivalents’ to statutes or court decisions. We thank Simon Deakin from the Centre for Business
Research at Cambridge University for providing and explaining the raw data. The data can be found at:
https://www.repository.cam.ac.uk/handle/1810/263766 (accessed 02 March 2020).

4The database was designed so that researchers can use the data at various levels of aggregation and create
(weighted) composite indices from the individual indicators.



Table 1: Three levels of aggregation of our labour standards measure

Level 1 Level 2 Level 3

Overall labour standards Collective rights (1) Collective worker representation

2) Industrial action rights

Adequate working time

(
2)
Outcome rights  (3) Fair working contracts
(4)
(5) Dismissal protections

of aggregation separately.

Since the five categories have not been examined separately in the FDI and labour rights literature,
we describe here what each of them captures and which weights we applied (see also Table A4 in
the Appendix). Each of our labour standards variables is, as are the original indicators, scored
between 0 and 1, whereby 1 denotes full protection; 0 no protection; and intermediate values in
between 0 and 1 reflect differences in the strength of the respective laws per country-year.

The variable working contracts captures if part-time, flexible and agency workers have the right to
equal treatment similar to ‘typical’ workers with a permanent contract. The variable also includes
the extent to which governments limit the use of fixed-term contracts in the first place, e.g. if
fixed-term contracts are only allowed for work that is actually temporary by nature (e.g. maternity
replacement), and if there is a maximum duration of fixed-term contracts before the employment
is deemed to be permanent.

The category working time measures different dimensions that regulate working time, such as the
strength of the legal protection of annual leave and public holiday entitlements; the duration of the
normal working week and day; limits to overtime and weekend working hours; and the payment
of overtime premia.®

Fair dismissal includes the length and regulation of notice periods given to workers; redundancy
compensation; and if there are any constraints on dismissal that hold employers to account if
the dismissal was unjust. It also captures if there are rules for redundancy selection (e.g. if the

employer must follow priority rules based on number of dependants of an employee).

5For example, annual paid leave of 30 days and working weeks of 35 hours, as well as work days of up to 8 hours
are seen as best practice and achieve higher scores.



Collective worker representation includes the legal right to unionisation, the right to collective
bargaining, and if employers have the legal duty to bargain with workers. It also captures if the
law extends collective agreements to third parties, e.g. non-union members and if the law permits
closed shops, gives unions or workers the right to nominate board-level directors in companies,
and if works councils or enterprise committees have legal powers of co-decision making. Following
a similar procedure conducted by Mosley and Uno (2007), we have weighted two of the seven raw
indicators within this variable - the right to unionisation and the right to collective bargaining -
with a factor of 2.5 to account for the relative importance governments granting these particular
rights in the first place. ©

Industrial action rights contain the right to industrial action in general, and more specifically
what types of strikes are allowed. For example, if the government grants the right to unofficial
industrial action (e.g. ‘wildcat’ strikes) or if it allows strikes over political issues. The variable
also captures legal restrictions on running strikes, such as a notification period or compulsory
arbitration before strikes can start, if lockouts are forbidden, or if employers are permitted to
hire replacement workers during strikes. The variable consists of nine averaged indicators, out of
which we weighted the general right to industrial action with a factor of 2.5 to account for its
importance.

As mentioned above, each of our labour standards variables is, as are the original indicators, scored
between 0 and 1, whereby 1 denotes full protection; 0 no protection; and intermediate values in
between 0 and 1 reflect differences in the strength of the respective laws per country-year. For
comparability, we normalised the weighted variables between the 0 to 1 range. More details of our
index construction are in the Appendix, Table A4.

Our labour standards variables are an important improvement over existing measures because
they allows us to distinguish between different types of rights. Our measure is distinct from the
existing index of collective worker rights by Mosley and Uno (2007) and the worker rights variable

by Cingranelli and Richards (2010), which contains a range of labour rights only in one aggregated

5Mosley and Uno (2007) have weighted these two indicators with a factor of 10, among overall 21 indicators in
the de jure version of their collective labour rights measure. We feel that a factor of 2.5 (less than half) among
seven indicators represents a relatively conservative weighting procedure.
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index.” Instead, we measure each labour standard separately, which allows a comparison of FDI’s
effects on different rights, in particular, the commonly neglected outcome rights.

As mentioned before in the theory section, we focus on de jure rights. As well as being a good
fit for our theory, measuring regulations has also the advantage that such data tends to be more
reliable than hand-coding of de facto rights violations from NGO or government reports, which
might carry bias (Berliner et al. 2015) or suffer from underreporting (Mosley 2010, 100).

Figure 1 provides an overview over our measure by region, labour right, and across time for 75
developing countries. On the whole, labour rights are best protected in Europe, Central Asia
and Latin America. The Sub-Saharan African and East Asian Pacific regions improved the legal
protection of labour rights in the mid-1990s but still lag behind. We also see that the protection of
outcome standards (middle left) as well as collective standards (middle right) has improved over
time in many regions, although there are still differences, and our analysis will examine which
role FDI plays in this. Finally, the protection of our five categories of labour standards, averaged
over all developing nations, has improved over time, but at different levels. For example, we
see that collective worker representation in the form of unions is relatively well protected, but
industrial action rights, which aim to utilize collective bargaining powers, lag behind. Work time
and dismissal rights are better protected by the law if we take the average over all developing
nations; it will be interesting to assess how FDI and GDP growth, which vary considerably across
countries, influence these trends. Further, our correlation matrix (Table A3 in the Appendix)
shows that the respective types of labour standards are mostly positively correlated with each

other.

2.2 Independent Variables

The key independent variables of interest are FDI stock and FDI flow relative to GDP (logged)
which we take from the United Nations Conference on Trade and Development (UNCTAD). FDI

stock reflects the lasting impact of investment accumulated in a country over time, indicating the

"Bivariate correlations reflect the differences between our and existing measurements. The correlation between
our overall index and the CIRI worker rights index is 0.18; the correlation between our overall index and Mosley’s
de jure measurement of collective rights is 0.25.

11
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Figure 1: Labour standards protection in developing countries over time (1980-2010)



leverage of foreign investors over governments in shaping public policy (Neumayer and de Soysa
2006). FDI flow captures new investment and tells us more about annual, immediate influences on
labor rights policy, so that we expect the impact of FDI flow to be more pronounced (Mosley and
Uno 2007). The previous literature has used both measures in the past (Neumayer and de Soysa
2006; Lim et al. 2015; Mosley and Uno 2007; Greenhill et al. 2009; Blanton and Blanton 2012;
Wang 2018; Blanton and Peksen 2016; Peksen and Blanton 2017), and we therefore employ both
versions here.

Following previous studies (see e.g. Neumayer and de Soysa 2005, 2006; Mosley and Uno 2007;
Blanton and Blanton 2012), we employ control variables for trade, democracy, GDP growth,
conflict, population size and region dummies. Trade is measured by the sum of a country’s total
trade (import and export) relative to GDP. Together with FDI, trade is often used as a proxy
for economic globalization. It captures the effects on labour rights protection via a reduction of
tariffs and non-tariff trade barriers. The trade variable is taken from the World Bank Indicators
database and logged. Trade has shown to produce mixed results in previous studies on collective
labour rights protection (Peksen and Blanton 2017; Kim and Trumbore 2010; Mosley and Uno
2007).

The democracy variable indicates whether a country has established democratic institutions, rule
of law and a good governance structure. It has been shown that democratic countries protect
rights better (Mosley and Uno 2007; Neumayer and de Soysa 2006; Lim et al. 2015; Vadlamannati
2015). The variable captures larger differences in political regimes and reflects the general ability
of workers to demand protection (Mosley and Uno 2007). The democracy variable is taken from
the Polity IV measure of democracy and ranges from -10 (most autocratic regime) to 10 (most
democratic).

Economic growth is measured by the annual growth of GDP per capita (logged). It is often argued
that level of labour standards and human rights protection improve with higher economic growth
of a country because rich countries can afford to grant such rights (Elliott and Freeman 2003;
Lim et al. 2015); also, in wealthier countries workers might have greater opportunities for political

participation (Mosley and Uno 2007). We measure the annual change of GDP per capita taken
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from the World Bank Indicators database.

The conflict variable measures whether a country was involved in a domestic or international
conflict during a given year (1=occurrence of domestic or international conflict, 0=no conflict).
The variable is taken from the UCDP/PRIO Armed Conflict Dataset (PRIO 2014). Although the
protection of worker rights has been shown to decline during conflict periods (Mosley and Uno
2007), we would expect a smaller effect or no effect when it comes to our de jure measurement, as
it is unlikely that government policies towards legal protection of workers suddenly change during
conflict time.

Population contains the number of people living in a country. Countries with a larger population
have been shown to exhibit a decline in rights protection (Poe et al. 1999; Mosley and Uno 2007;
Kim and Trumbore 2010; Greenhill et al. 2009; Blanton and Peksen 2016). The population variable
is taken from the World Bank Indicators database and logged.

Following Neumayer and de Soysa (2006), Biglaiser and Lee (2019), and Mosley and Uno (2007),
we include region dummies to control for regional characteristics in labour rights standards. Labor
rights have historically been worse in some regions such as in Sub-Saharan Africa, Latin America
Caribbean, and the Middle East and North Africa (Biglaiser and Lee 2019), and there might be
peer effects where labour standards diffuse within neighboring countries (Davies and Vadlamannati
2013). We include dummies for East Asia, Europa and Central Asia, Latin America and Caribbean,
Middle East and North Africa, South Asia, and Sub-Saharan Africa.

Table A5 in the Appendix provides a descriptive summary of the dependent and independent

variables. An overview over all variables and their sources is in Table A2 in the Appendix.

2.3 Models

The main models are estimated using a time fixed effects panel regression with regional dummies

and panel-corrected standard errors clustered by time (Beck and Katz 1995).8. Following conven-

8To decide between fixed or random effects in our panel data analysis we ran a Hausman test where the null
hypothesis is that the preferred model is random effects vs. the alternative the fixed effects; the test indicated that
fixed effects are more suitable (Greene 2008, Ch. 8). The Lagrange Multiplier Test for the necessity of time effects
(Breusch-Pagan) indicated time fixed effects are appropriate (Breusch and Pagan 1980). A test for heteroskedasticity
recommends including panel corrected standard errors to make the coefficients more robust (Breusch and Pagan

14



tion, we include a one-year lag between the dependent variables and the predictors to allow the
effects of FDI stock and FDI flow to spread, and we extend the lag in our robustness section. The
data set ranges from 1982 to 2010 for up to 75 developing countries (see a list of all countries
in the Appendix, Table A18). Three main sets of models are estimated: the first set of models
includes our overall labour rights measure as a dependent variable; second, we distinguish between
outcome versus collective worker rights; third, we disaggregate our labour rights measure into the
five categories. For all these models we employ FDI stock versus FDI flow respectively to cap-
ture potential differences between long-term accumulated investment (stock) versus recent annual

investment in a country (flow).

3 Results

For FDI stock we find a positive and significant relationship between FDI and overall labour
standards, while FDI flow remains insignificant (see Table 2, columns 1 and 4). This corresponds
to much of the existing literature, the majority of which supports the ‘climb to the top’ theory (e.g.
Mosley and Uno 2007; Lim et al. 2015). Since our overall measure includes a range of outcome
and collective labour rights, it might well be that the positive coefficient is driven by the collective
labour rights component in the overall index. Therefore, we next distinguish between outcome
versus collective rights as our outcome variables.

As Table 2 shows, FDI stock and FDI flow are positively and significantly related to collective
labour rights, i.e. the legal protection of unionisation and industrial action rights (columns 2 and
5). With this result in line with much of the existing findings from studies which concentrate on
collective labour rights (e.g. Lim et al. 2015; Mosley and Uno 2007). Governments might engage
in a ‘climb to the top’ of these rights because they are not directly and immediately costly to
investors as we proposed in Hypothesis 1.

Turning to our measure of outcome labour standards, both FDI stock and FDI flow have negative
coefficients, but only the coefficient of FDI flow is significant (columns 3 and 6), indicating that

governments might be more reactive to new and recent investment flows into the country (Mosley

1979)
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and Uno 2007), rather than FDI stock which has been present for a longer period. The coefficients
are further visualised with 90 and 95 percent confidence intervals in Figure 2. The results partially
(for the case of FDI flow) support our expectation in Hypothesis 2, for which we had argued
that outcome standards are more expensive to protect; governments might try to avoid that new
investors threaten withdrawal. The first core result of our study is, therefore, that different labour

standards are differently connected to FDI.
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We now disaggregate our labour rights measures further into the five categories: representation,
industrial action, contracts, work time and dismissal protection. The results are generally consis-
tent with our hypotheses (see Tables 3 and 4). The coefficients for FDI stock and FDI flow and
two types of collective standards, i.e. representation and industrial action, are generally positive
and significant (Table 3 column 1, Table 4, columns 1-2), with the exception that FDI stock is
not significantly related to industrial action rights (column 2 in Table 3). This is in line with our
hypothesis 1 and the literature on collective labour rights. Turning to the three outcome rights,
higher FDI stock is significantly connected to lower protections of working time (Table 3 column
4), while the coefficient remains insignificant for contract rights and dismissal protections (Table
3 columns 3 and 5). The results for FDI flow are more pronounced than for stock, as it is nega-
tively and significantly connected to all three outcome rights: contract regulation, working time,
and dismissal (Table 4 columns 3-5), clearly indicating that annual investment flows are related
to lower de jure rights protection as we expected in hypothesis 2. The coefficients are further

visualised with 90 and 95 percent confidence intervals in Figure 2.

The majority of the control variables show the expected results. Growth as well as democracy
are connected to better labour standards. Trade is negatively connected to labour standards in
our models as expected Mosley and Uno (2007). Population size shows volatile coefficients across
our models. Conflict surprisingly has a positive coefficient, even though much of the human rights
literature finds that conflict is related to a decline in human rights. It could well be that conflict-
ridden countries still maintain their levels of labour rights protection de jure, while the situation

looks different for de facto protection (which we do not measure).

3.1 Robustness

We conducted a range of robustness checks to (1) include different time lags, (2) address variation
in our labour rights variable, (3) use an unweighted version of our labour standards measure,
(4) include two-sided fixed effects, (5) address the potential interrelationship between collective

rights and outcome standards, (6) employ a fractional logit regression, (7) replace FDI flow with

18



Coefficient Plot for FDI Flow

|
|
|
i
|
=0= |
J |
|
e ®
|
|
|
|
T T ; L T T
-0.010 -0.005 0.000 0.005 0.010 0.015
Coefficient Plot for FDI Stock
|
|
|
|
|
|
i
C i
|
T [
: -+—
|
|
I
|
|
|
T T ; I L) L]
-0.010 -0.005 0.000 0.005 0.010 0.015

¢ Outcome Rights
¢ Collective Rights

e

-0.610 —0.605 0.000 0.605 D.GI‘IO 0.0I'15

0010 -0.005 0000 0005 0010 0015

Worktime ¢ Industrial Action (:) Contracts

‘C> Representation ¢ Dismissal

Figure 2: Coefficient plot of FDI flow (top) and stock (bottom) effects on collective and outcome
labour standards as well as on the five categories with 90 and 95 percent confidence intervals.



Table 3: FDI stock and five categories of labour standards (1982-2010) for developing nations, time
fixed effects panel regression with regional dummies and panel-corrected standard errors clustered

by time.

Dependent variable:

Representation Industrial Action Contracts Worktime Dismissal
5] 2 3) () (5)
Log FDI stock/GDP 0.012*** —0.002 0.001 —0.003*** —0.001
(0.002) (0.002) (0.001) (0.001) (0.001)
Log Trade —0.025*** 0.009 —0.079"** 0.066*** —0.0001
(0.009) (0.007) (0.012) (0.007) (0.006)
Log GDP Growth 0.007 0.035 —0.030 0.006 0.039*
(0.028) (0.031) (0.037) (0.031) (0.023)
Log Population —0.0003 —0.022*** —0.005* 0.028"** —0.016***
(0.003) (0.002) (0.003) (0.003) (0.002)
Democracy 0.008*** 0.005*** 0.001 —0.003*** 0.002*
(0.001) (0.001) (0.001) (0.001) (0.001)
Conflict 0.070*** 0.046** 0.003 0.007 —0.006
(0.013) (0.009) (0.013) (0.009) (0.008)
ECA 0.056** 0.209*** 0.119*** 0.128*** 0.109***
(0.010) (0.007) (0.008) (0.006) (0.006)
LAC 0.144*** 0.170*** 0.111%* 0.033*** 0.069***
(0.014) (0.007) (0.012) (0.010) (0.010)
MENA 0.067*** 0.102*** 0.018** 0.088*** 0.074***
(0.011) (0.008) (0.008) (0.009) (0.013)
SA —0.062*** 0.011 —0.091*** 0.178** 0.109***
(0.010) (0.010) (0.022) (0.008) (0.011)
SSA 0.032** 0.040*** —0.005 —0.005 —0.065***
(0.015) (0.006) (0.011) (0.010) (0.009)
Observations 1770 1771 1771 1771 1771
R? 0.223 0.268 0.155 0.193 0.232
Adjusted R? 0.206 0.252 0.137 0.176 0.215

F Statistic

341,054 (df = 11; 1732)

1 002.759*** (df = 11; 1733)

737.011°** (df = 11; 1733) 1 656.605*** (df = 11; 1733)

184.685"* (df = 11; 1733)

Note:

*p<0.1; *p<0.05; ***p<0.01

a dummy indicating if FDI entered a country or not, (8) use non-OECD countries instead of

developing nations. The results remain largely the same. First, we extended the one-year lag of

the main model and applied two and three year-lags. Although a one-year lag between independent

and dependent variable seems reasonable for governments to react on changes in FDI (see Kim and

Trumbore 2010), the effects might differ when more time has passed. We find that most results

and the model fit remain stable across one-, two-, and three-year lags (see Appendix Tables A8

and A9). Second, following Neumayer and de Soysa (2006), we transformed our dependent and

independent variables into three-year averages because de jure labour rights display limited annual
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Table 4: FDI flow and five categories of labour standards (1982-2010) for developing nations, time
fixed effects panel regression with regional dummies and panel-corrected standard errors clustered
by time.

Dependent variable:

Representation Industrial Action Contracts Worktime Dismissal
&) )] (3) “) (5)
Log FDI flow/GDP 0.004*** 0.002* —0.004*** —0.004*** —0.003***
(0.001) (0.001) (0.001) (0.001) (0.001)
Log Trade —0.022*** 0.0004 —0.075"** 0.065"** 0.004
(0.008) (0.007) (0.010) (0.007) (0.006)
Log GDP Growth 0.018 0.028 —0.015 0.025 0.045**
(0.027) (0.031) (0.034) (0.029) (0.021)
Log Population —0.001 —0.024*** —0.007*** 0.027*** —0.015***
(0.003) (0.002) (0.002) (0.002) (0.002)
Democracy 0.008*** 0.005*** 0.001* —0.003*** 0.002**
(0.001) (0.001) (0.001) (0.001) (0.001)
Conflict 0.074*** 0.047%* 0.001 0.008 —0.009
(0.013) (0.010) (0.013) (0.009) (0.007)
ECA 0.049*** 0.207*** 0.117*** 0.127%* 0.109***
(0.013) (0.007) (0.008) (0.006) (0.006)
LAC 0.144*** 0.161** 0.111* 0.030%** 0.071***
(0.014) (0.007) (0.011) (0.009) (0.010)
MENA 0.079*** 0.100*** 0.014** 0.080*** 0.072***
(0.011) (0.008) (0.006) (0.010) (0.013)
SA —0.075"** 0.013 —0.095"** 0.175%** 0.107***
(0.010) (0.009) (0.022) (0.006) (0.011)
SSA 0.036*** 0.040*** —0.009 —0.009 —0.069***
(0.013) (0.006) (0.011) (0.010) (0.008)
Observations 1785 1786 1 786 1786 1 786
R? 0.211 0.267 0.157 0.198 0.238
Adjusted R? 0.194 0.251 0.140 0.181 0.222
F Statistic 235.818"** (df = 11; 1747)  954.631*** (df = 11; 1748) 1 008.922*** (df = 11; 1748) 1 785.634™** (df = 11; 1748)  230.024™* (df = 11; 1748)
Note: *p<0.1; *p<0.05; **p<0.01

variation. The results show no substantial changes to the main findings (see Appendix Tables A10
and A11). Third, we removed the weights included in the construction of our labour rights index,
finding generally similar effects (see Appendix Table A16). Fourth, we included both time and
country dummies (two-way fixed effects), which does not substantially change our results (see
Table A6 and A7). The inclusion of fixed effects has been seen critical because many independent
variables remain relatively similar over time so that “the inclusion of fixed effects would greatly
dilute the implied importance of these variables” (Mosley and Uno 2007, 936). We therefore

decided to follow the convention in the literature and present region dummies instead of country
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fixed effects in our main models (see Neumayer and de Soysa 2006; Mosley and Uno 2007; Biglaiser
and Lee 2019).

Fifth, it has been argued that the protection of collective standards might influences future regu-
lation of outcome standards, and vice versa (Berliner et al. 2015). This interrelationship argument
has not been tested in in the literature due to a lack of systematic data. While this is not our
focus, we have addressed this in a preliminary analysis. For the models using outcome standards
as dependent variable we now included collective rights as control; and for models with collective
standards we included outcome rights. The results for FDI flow and FDI stock remain generally
similar. We also find that both types of rights seem to positively reinforce each other, displaying
positive and significant associations (see Appendix A13).

fSixth, we employed a fractional logit regression because our labour rights indices range between
0 and 1 (with intermittent scores in between); some of the scores are, for some cases, relatively
time invariant. The results stay largely unchanged (see Appendix Tables A14 and A15). Seventh,
we account for the volatility of FDI flow over time and country by introducing a dummy variable
that indicates whether FDI entered a country (yes=1) or not (0) by recoding our FDI flow variable
(see Kim and Trumbore 2010). As Table A17 in the Appendix shows, the coefficients’ sizes are
slightly larger, while the direction and significance remain the same. Finally, we changed the case
selection from developing countries to non-OECD countries to compare our results with samples
used in some other studies (see Janz 2018; Kim and Trumbore 2010). We find that for non-OECD
countries the main effects for FDI are stable (see Appendix Table A12), while a few of the control

variables’ coefficients change, possibly due to the inclusion of wealthier non-OECD countries.

4 Conclusion

The purpose of this study was to unravel the regulatory race to the bottom theory and to assess
the effects of FDI on different types of labour standards. We made three main contributions to
the literature. First, we presented new theory about FDI and labour standards which focuses on

implications of potential benefits and losses when governments regulate particular rights. Second,
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we presented a new cross-national index that goes beyond common measures of collective labour
standards. Third, we used this data to systematically distinguish between FDI effects on collective
rights versus outcome rights such as working conditions. Our results show that FDI flow and
stock is connected to better protection of collective worker rights, confirming much of the existing
literature (e.g. Mosley and Uno 2007; Greenhill et al. 2009; Lim et al. 2015). We argue that such
rights are relatively cheap to protect because they are not immediately costly to foreign investors
which makes withdrawal threats unlikely. Governments might even gain reputational benefits by
protecting unionisation and strike rights. The climb to the top effect is, in a way, a relatively
‘cheap climb’ when it comes to collective rights. The second major finding shows that FDI flow
is connected to worse protection of outcome standards such as working hours or fair contracts
(and FDI stock to some degree as well). Such outcome-related rights can directly raise costs for
foreign investors, and might thereby increase the likelihood of a loss of FDI. This indicates that
the well-known race to the bottom argument by globalisation sceptics applies first and foremost
to outcome related labour standards, which are sometimes called ‘cash’ rights in the economic
literature, so that we might speak of a ‘cash race-to-the-bottom’.

Our study focused on de jure rights, but in future research would also be interesting to measure
the de facto protection of a wider range of worker rights. For example, Payton and Woo (2014)
provided evidence that better labour regulation improves protection in practice; but their study
focuses only on collective rights. We do not know if there is a gap between other types of de jure
worker rights and their enforcement in the presence of FDI. Especially when it comes to working
conditions such a gap might be considerably larger. Future research would have to provide such
de facto data to assess this question.

Further, it would be interesting to analyse if the relative costliness of particular labour rights varies
by type of investment, following other studies that disaggregate FDI into sectors (Blanton and
Blanton 2009; Janz 2018; Vadlamannati et al. 2020). A few studies have examined different forms
of FDI and collective labour rights (Biglaiser and Lee 2019; Blanton and Blanton 2012) but we
are not aware of cross-national studies focusing on FDI across industry sectors an the protection

of working conditions.
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Another fruitful avenue for future work relates to mutual dependence between labour rights. Our
robustness check has indicated that different labour rights might positively reinforce each other.
Future research could examine the argument about the interdependence of labour rights (Mosley
and Uno 2007; Berliner et al. 2015) in more detail. Do process-related labour rights such as col-
lective bargaining and unionisation create sufficient leverage for workers to demand improvements
in laws about working conditions? Under which domestic and international conditions are such
improvements likely, and how long does it take?

Finally, our research speaks to the literature on the repressive repertoire and policy substitution
effects. Recent evidence suggests that governments strategically protect some human rights, but
still violate other rights instead (DeMeritt and Conrad 2019; Payne and Abouharb 2016). Wang
(2020) shows that states under competitive pressure tend to substitute a reduction of labour
standards with forming Preferential Trade Agreements instead where they can determine labour
rights bilaterally. Our results indicate that similar substitution effects might exist for labour
standards, where governments protect some worker rights when it is beneficial, but not necessarily
others, in the presence of FDI. Future work might explore such substitution effects across labour
standards in more detail, and our study provides the data necessary to open up these new research

avenues.

24



References

Adams, Z., P. Bastani, L. Bishop, and S. Deakin (2017). The CBR-LRI Dataset: Methods,
Properties & Potential of Leximetric Coding of Labour Laws. International Journal of Com-
parative Labour Law and Industrial Relations. Available at https://www.repository.cam.ac.

uk/handle/1810/262929.

Adams, Z., L. Bishop, S. Deakin, C. Fenwick, S. Martinsson Garzelli, and G. Rusconi (2019). The
economic significance of laws relating to employment protection and different forms of employ-
ment: Analysis of a panel of 117 countries, 1990-2013. International Labour Review 158(1),
1-35.

Adolph, C., V. Quince, and A. Prakash (2016). The Shanghai Effect: Do Exports to China Affect

Labor Practices in Africa? World Development 89, 1-18.

Aggarwal, M. (1995). International trade, labor standards, and labor market conditions: an evalu-
ation of the linkages. USITC, Office of Economics Working Paper No. 95-06-C. US International

Trade Commission, Office of Economics.

Anner, M. (2012). Corporate social responsibility and freedom of association rights: The precarious

quest for legitimacy and control in global supply chains. Politics € Society 40(4), 609-644.

Barrientos, S. and S. Smith (2007). Do workers benefit from ethical trade? Assessing codes of

labour practice in global production systems. Third World Quarterly 28(4), 713-729.

Barry, C., C. Clay, and M. Flynn (2013). Avoiding the Spotlight: Human Rights Shaming and
Foreign Direct Investment: Avoiding the Spotlight. International Studies Quarterly 57(3),
532-544.

Beck, N. and J. Katz (1995). What To Do (and Not to Do) with Time-Series Cross-Section Data.
American Political Science Review 89(3), 634-647.

Berliner, D., A. Greenleaf, M. Lake, and J. Noveck (2015). Building Capacity, Building Rights?

State Capacity and Labor Rights in Developing Countries. World Development 72, 127-139.

25


https://www.repository.cam.ac.uk/handle/1810/262929
https://www.repository.cam.ac.uk/handle/1810/262929

Biglaiser, G. and H. Lee (2019). The effects of different entry modes of foreign direct investment

on labor rights in the developing world. Journal of Human Rights 18(2), 165-183.

Blanton, R. and S. Blanton (2012). Labor Rights and Foreign Direct Investment: Is There a Race

to the Bottom? International Interactions 38(3), 267-294.

Blanton, R. and D. Peksen (2016). Economic liberalisation, market institutions and labour rights.

European Journal of Political Research 55(3), 474-491.

Blanton, R. G. and D. Peksen (2019). Labor laws and shadow economies: A cross-national

assessment. Social Science Quarterly 100(5), 1540-1565.

Blanton, S. and R. Blanton (2009). A Sectoral Analysis of Human Rights and FDI: Does Industry

Type Matter? International Studies Quarterly 53(2), 469-493.

Breusch, T. S. and A. R. Pagan (1979). A simple test for heteroscedasticity and random coefficient

variation. Econometrica 47(5), 1287-1294. Publisher: [Wiley, Econometric Society].

Breusch, T. S. and A. R. Pagan (1980). The lagrange multiplier test and its applications to model
specification in econometrics. The Review of Economic Studies 47(1), 239-253. Publisher:

[Oxford University Press, Review of Economic Studies, Ltd.].

Brown, D., A. Deardorff, and R. Stern (2003). The Effects of Multinational Production on Wages

and Working Conditions in Developing Countries. NBER Working Paper Series.

Busse, M. (2003). Do Transnational Corporations Care about Labor Standards? The Journal of

Developing Areas 36(2), 39-57.
Center for Systemic Peace (2019). Polity IV project: Country reports 2010.

Cingranelli, D. and D. Richards (1999). Respect for human rights after the end of the cold war.
Journal of Peace Research 36(5), 511-534.

Cingranelli, D. and D. Richards (2010). The cingranelli and richards (CIRI) human rights data
project. Human Rights Quarterly 32(2), 401-424.

26



Davenport, C. (2007). State repression and political order. Annual Review of Political Sci-
ence 10(1), 1-23.

Davies, A. C. L. (2009). Perspectives on Labour Law (2 edition ed.). Cambridge, UK: Cambridge

University Press.

Davies, R. and K. C. Vadlamannati (2013). A race to the bottom in labor standards? an empirical

investigation. Journal of Development Economics 103(C), 1-14.

Davies, R. and A. Voy (2009). The effect of FDI on child labor. Journal of Development Eco-
nomics 88(1), 59-66.

DeMeritt, J. H. and C. R. Conrad (2019). Repression substitution: Shifting human rights violations

in response to UN naming and shaming. Civil Wars 21(1), 128-152.

DeMeritt, J. H. R. (2012). International organizations and government killing: Does naming and

shaming save lives? International Interactions 38(5), 597-621.

Dreher, A. (2006). Does globalization affect growth? Evidence from a new index of globalization.

Applied Economics 38(10), 1091-1110.

Drezner, D. (2001). Globalization and Policy Convergence. International Studies Review 3(1),
53-78.

Elliott, K.-A. and R. B. Freeman (2003). Can Labor Standards Improve Under Globalization?

Washington, DC: Peterson Institute for Intl. Economics.

Ferreiro, J. and C. Gomez (2019). Employment protection and labor market results in europe.

Journal of Evolutionary Economics, 1-49.

Freeman, R. (1997). The World Trading System: Challenges Ahead, Volume 87-114. Washington,

DC: Institute for International Economics.

Garriga, A. C. (2016). Human rights regimes, reputation, and foreign direct investment. Interna-

tional Studies Quarterly 60(1), 160-172.

27



Greene, W. H. (2008). Econometric analysis. Prentice Hall.

Greenhill, B., L. Mosley, and A. Prakash (2009). Trade-based Diffusion of Labor Rights: A Panel
Study, 1986-2002. American Political Science Review 103(4), 669-690.

Heintz, J. (2004). Globalisation and sweatshops, comments. In MacArthur Research Network
on the Impacts of Inequality on Economic Performance, pp. 8-10. Massachusetts Institute of

Technology.

Henderson, C. (1993). Population Pressures and Political Repression. Social Science Quar-

terly 74(2), 322-333.

Howard-Hassmann, R. (2010). Can Globalization Promote Human Rights? University Park, PA:

Penn State University Press.

Janz, N. (2018). Foreign direct investment and repression: An analysis across industry sectors.

Journal of Human Rights 17(2), 163-183.

Kim, D.-H. and P. Trumbore (2010). Transnational mergers and acquisitions: The impact of FDI
on human rights, 1981—2006. Journal of Peace Research 47(6), 723-734.

Kim, M. (2012). Ex Ante Due Diligence: Formation of PTAs and Protection of Labor Rights.
International Studies Quarterly 56(4), 704-719.

Koliev, F. and J. H. Lebovic (2018). Selecting for Shame: The Monitoring of Workers’ Rights by
the International Labour Organization, 1989 to 2011. International Studies Quarterly 62(2),

437-452.

Kucera, D. (2001). The Effects of Core Workers Rights on Labour Costs and Foreign Direct
Investment: Evaluating the. SSRN Scholarly Paper ID 313079, Social Science Research Network,
Rochester, NY.

Lim, S., L. Mosley, and A. Prakash (2015). Revenue Substitution? How Foreign Aid Inflows
Moderate the Effect of Bilateral Trade Pressures on Labor Rights. World Development 67,
295-309.

28



Moran, T. (2002). Beyond Sweatshops: Foreign Direct Investment and Globalization in Developing

Countries. Brookings Institution Press.

Mosley, L. (2010). Labor Rights and Multinational Production. Cambridge: Cambridge University

Press.

Mosley, L. (2011). Replication data for: Collective Labor Rights Dataset. Available at https:

//dataverse.harvard.edu/dataset.xhtml?persistentId=doi:10.7910/DVN/WVZC9O.

Mosley, L. and S. Uno (2007). Racing to the Bottom or Climbing to the Top? Economic Global-

ization and Collective Labor Rights. Comparative Political Studies 40(8), 923-948.

Murillo, M. V. (2005). Partisanship amidst convergence: The Politics of Labor Reform in Latin

America. Comparative Politics 37(4), 441.

Neumayer, E. and I. de Soysa (2005). Trade Openness, Foreign Direct Investment and Child
Labor. World Development 33(1), 43-63.

Neumayer, E. and I. de Soysa (2006). Globalization and the Right to Free Association and

Collective Bargaining: An Empirical Analysis. World Development 34 (1), 31-49.

OECD (1996). Trade, Employment and Labour Standards: A Study of Core Workers’ Rights and

International Trade. Technical report, Paris.

Olney, W. (2013). A race to the bottom? Employment protection and foreign direct investment.

Journal of International Economics 91(2), 191-203.

Payne, C. L. and M. R. Abouharb (2016). The international covenant on civil and political rights

and the strategic shift to forced disappearance. Journal of Human Rights 15(2), 163-188.

Payton, A. L. and B. Woo (2014). Attracting Investment: Governments’ Strategic Role in Labor

Rights Protection. International Studies Quarterly 58(3), 462—-474.

Peksen, D. and R. Blanton (2017). The impact of ILO conventions on worker rights: Are empty

promises worse than no promises? The Review of International Organizations 12(1), 75-94.

29


https://dataverse.harvard.edu/dataset.xhtml?persistentId=doi:10.7910/DVN/WVZC90
https://dataverse.harvard.edu/dataset.xhtml?persistentId=doi:10.7910/DVN/WVZC90

Poe, S., N. Tate, and L. Keith (1999). Repression of the Human Right to Personal Integrity
Revisited: A Global Cross-National Study Covering the Years 1976-1993. International Studies

Quarterly 43(2), 291-313.

Potrafke, N. (2013). Globalization and labor market institutions: International empirical evidence.

41(3), 829-842.

PRIO (2014). UCDP/PRIO Armed Conflict Dataset - PRIO. Available at https://www.prio.

org/Data/Armed-Conflict/UCDP-PRIO/.

Richards, D., R. Gelleny, and D. Sacko (2001). Money with a Mean Streak? Foreign Economic
Penetration and Government Respect for Human Rights in Developing Countries. International

Studies Quarterly 45(2), 219-239.

Smith, J., M. Bolyard, and A. Ippolito (1999). Human rights and the global economy: A response

to meyer. Human Rights Quarterly 21(1), 207-219.

Sorens, J. and W. Ruger (2012). Does Foreign Investment Really Reduce Repression? International
Studies Quarterly 56(2), 427-436.

Spar, D. (1998). The Spotlight and the Bottom Line: How Multinationals Export Human Rights.
Foreign Affairs 77(2), 7.

The World Bank (2019). World Development Indicators (WDI) | Data Catalog. Available at

https://datacatalog.worldbank.org/dataset/world-development-indicators.

Vadlamannati, K. (2015). Rewards of (Dis)Integration: Economic, Social, and Political Global-
ization and Freedom of Association and Collective Bargaining Rights of Workers in Developing

Countries. ILR Review 68(1), 3-27.

Vadlamannati, K. C., N. Janz, and I. Berntsen (2018). Human rights shaming and FDI: Effects

of the UN human rights commission and council. World Development 10/, 222-237.

30


https://www.prio.org/Data/Armed-Conflict/UCDP-PRIO/
https://www.prio.org/Data/Armed-Conflict/UCDP-PRIO/
https://datacatalog.worldbank.org/dataset/world-development-indicators

Vadlamannati, K. C.; N. Janz, and 1. de Soysa (2020). U.s. multinationals and human rights:
A theoretical and empirical assessment of extractive versus nonextractive sectors. Business &

Society, 000765032092897.

Wang, Z. (2017). Repress or Respect? Precarious Leadership, Poor Economy and Labor Protec-

tion. Human Rights Review 18.1, 21-43.

Wang, Z. (2018). Economic Competition, Policy Interdependence, and Labour Rights. New
Political Economy 23(6), 656-673.

Wang, Z. (2020). Thinking outside the box: Globalization, labor rights, and the making of

preferential trade agreements. International Studies Quarterly 64(2), 343-355.

31



Appendix

Table Al: Previous findings on effects of FDI on labour rights

Article

Measure for Labour Rights

Measure for FDI

Effect

Mosley & Uno 2007

Neumayer & de Soysa 2006

Greenhill,
Prakash 2009

Mosley &

Blanton & Blanton 2012

Lim, Mosley & Prakash 2015
Adolph, Quince & Prakash
2016

Wang 2018

Vadlamannati 2015

Biglaiser & Lee 2019

Peksen & Blanton 2017

Blanton & Peksen 2016

Kim & Trumbore 2010

FACB rights (own index)

FACB rights (own index)

FACB rights from Mosley &
Uno (2007)

FACB rights from Mosley &
Uno (2007)

FACB rights from Mosley &
Uno (2007)

FACB rights from Mosley &
Uno (2007)

FACB rights, recoded from
Barry et al. (2013)

FACB rights from Mosley
(2007)

FACB rights from Mosley &
Uno (2007)

CIRI Worker Rights Index;
FACB rights from Mosley &
Uno (2007)

CIRI Worker Rights Index

CIRI Worker Rights Index

FDI stock & FDI flow

FDI stock/GDP

FDI flow/GDP

FDI flow in Manufacturing
vs. Service sectors

FDI stock/GDP

FDI/GDP in Africa

FDI flow/GDP

Economic globalization
index (including FDI stock
and flow) from Dreher
(2006)

three types of investment
(M&A, JV, GI)

FDI flow/GDP

FDI flow/GDP

Cross-border M&As

none (stock);
positive (flow)

none
positive
positive
(manuf.);
negative

(service)

positive

none

none

positive

none (M&A);
positive (JV,
GI)

none (CIRI);
negative
(FACB)

none

positive

‘Positive’ effects suggests that more FDI was significantly connected to better rights protection. FACB rights are

the freedom of association and the right to collective bargaining. M&A is FDI in the form of mergers &

acquisitions; JV is investment in joint ventures; GI is greenfield investment.
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Table A2: Variable Descriptions & Sources

Variable Description Scores

Outcome:

Labour standards Own index, constructed from the Labour Regulation Index 0-1
database (Adams et al. 2017); score of 0 represents no protec-
tion, and 1 represents full rights protection, with intermittent
scores in between signalling the strengh of the law

FDI:

FDI Stock FDI stock per GDP from the UNCTAD database; negative and  continuous
zero values of FDI stock/GDP were recoded to 1, then logged

FDI Flow FDI flow per GDP from the global FDI measures from UNC- continuous
TAD database; negative and zero values of FDI flow/GDP were
recoded to 1, then logged

Controls:

Trade Sum of total trade divided by GDP (log) from World Bank In-  continuous
dicators database

GDP growth Annual change in GDP per capita (log) from World Bank Indi- continuous
cators

Population Total population (log) from World Bank Indicators continuous

Democracy Measure of democracy level (”polity2” from Polity IV data set); -10 to +10
scores of -10 are most autocratic states; 10 are most democratic
states

Conflict International or domestic conflict in a country-year; score of binary

0 represents no conflict in a country-year; 1 = conflict; from
UCDP/PRIO Armed Conflict Dataset
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Table A4: Construction of the Labour Standards Measure

Categories Consists of average of these original indicators from Adams et al. (2017)

Fair Contracts The law determines the legal status of the worker (instead the contracting parties)
Part-time workers have the right to equal treatment with full-time workers
Costs of dismissing part-time workers is equal to full-time workers

Fixed-term contracts allowed only for work of limited duration

Fixed-term workers have right to equal treatment with permanent workers

6) Maximum duration of fixed-term contracts before the employment is deemed to
be permanent

(7) Agency work is prohibited or strictly controlled

(8) Agency workers have the right to equal treatment with permanent workers

(1)
(2)
(3)
(4)
(5)
)

Working Time (1) Annual leave entitlements

(2) Public holiday entitlements

(3) Premia for overtime work

(4) Premia for weekend work

(5) Maximum overtime working hours per week
(6) Maximum hours of the normal working week
(7)

5
6
7) Maximum daily working hours

Dismissal Length of legally mandated notice period
Amount of legally mandated redundancy compensation
Minimum qualifying period for case of unjust dismissal

Law imposes procedural constraints on dismissal

Collective Representation (1) Right to unionisation [weighted *2.5]

(2) Right to collective bargaining [weighted *2.5]

(3) Employers have legal duty to bargain or reach agreement with unions

(4) Extension of collective agreements to third parties, national or sectoral level
(5) Law permits closed shops

(6) Law gives unions or workers right to nominate board-level directors

(7) Work councils or committees have legal powers of co-decision making

Industrial Action 1) Unofficial or "wildcat’ strike action allowed

2) Strikes over political (non-work-related) issues are permitted

3) No constraints on secondary or sympathy strikes

4) Lockouts are not permitted

) Right to industrial action in constitution [weighted *2.5]

) No mandatory waiting period prior to industrial action

) Strikes are not unlawful in cases when collective agreement is in place
8) Law does not mandate conciliation procedures before the strike

9) Replacement or firing of striking workers prohibited

5
6
7

NN S N S S S S~
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Table A5: Summary statistics of variables

Statistic N Mean  St. Dev. Min Pctl(25)  Pctl(75) Max
Overall Rights 1833  0.523 0.157 0.137 0.419 0.637 0.866
Contracts 1833  0.427 0.192 0.125 0.250 0.562 0.944
Worktime 1833  0.556 0.163 0.076 0.471 0.659 0.874
Dismissal 1833  0.514 0.171 0.019 0.419 0.613 0.863
Representation 1 833 0.509 0.203 0.000 0.342 0.667 1.000
Industrial Action 1833  0.420 0.197 0.000 0.250 0.550 1.000
Collective Rights 1833  0.464 0.166 0.081 0.328 0.583 0.889
Outcome Rights 1833  0.499 0.123 0.142 0.401 0.589 0.767
Log FDI flow/GDP 1833 15571 4.469 0.000 15.065 17.979 21.608
Log FDI stock/GDP 1833  18.682 2.481 0.000 17.656 20.137 22.924
Log Trade 1833  4.118 0.548 2.382 3.789 4.499 5.395
Growth 1833  0.044 0.157 —-0.978  —0.022 0.135 0.619
Log Population 1833 16.682 1.446 13.352 15.675 17.634 21.015
Democracy 1833 1.881 6.399 —10 -5 8 10

Conflict 1833  0.249 0.433 0 0 0 1
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Table A14: Fractional logit regression of the labour standards indices for FDI stock and flow
for developing countries including panel corrected standard errors, one year lagged independent
variables.

Dependent variable:

Overall Collective Outcome Overall Collective Outcome
(1) (2) (3) (4) (5) (6)
Log FDI stock/GDP 0.012%** 0.027*** 0.008**
(0.004) (0.010) (0.004)
Log FDI flow/GDP —0.001 0.016™** —0.008***
(0.002) (0.004) (0.003)
Log Trade 0.056** 0.010 0.072** 0.069*** 0.003 0.099***
(0.025) (0.041) (0.028) (0.025) (0.040) (0.028)
Log GDP Growth 0.114* 0.128 0.141* 0.155*** 0.150* 0.205***
(0.058) (0.087) (0.072) (0.057) (0.086) (0.070)
Log Population 0.011 —0.031** 0.041*** 0.010 —0.037*** 0.042%**
(0.009) (0.013) (0.011) (0.009) (0.013) (0.011)
Democracy 0.011%** 0.029*** 0.004** 0.012*** 0.029*** 0.006***
(0.002) (0.003) (0.002) (0.002) (0.003) (0.002)
Conflict 0.047* 0.243*** —0.001 0.048* 0.252%** —0.003
(0.025) (0.039) (0.031) (0.025) (0.038) (0.031)
ECA 0.464*** 0.592%** 0.576*** 0.458*** 0.568*** 0.577***
(0.033) (0.055) (0.049) (0.033) (0.055) (0.048)
LAC 0.333*** 0.664*** 0.327*** 0.333*** 0.650*** 0.338***
(0.038) (0.061) (0.049) (0.037) (0.061) (0.048)
MENA 0.278*** 0.395*** 0.315*** 0.289*** 0.424*** 0.321***
(0.042) (0.064) (0.056) (0.042) (0.063) (0.055)
SA 0.2217*** —0.078 0.305*** 0.205*** —0.107 0.291***
(0.041) (0.067) (0.061) (0.041) (0.066) (0.060)
SSA —0.006 0.198*** -0.013 —0.0003 0.212%** —0.008
(0.040) (0.054) (0.053) (0.039) (0.054) (0.052)
Constant —1.037** —0.636 —1.374*  —(0.854*** —0.263 —1.228%*
(0.245) (0.394) (0.282) (0.240) (0.371) (0.281)
Note: *p<0.1; **p<0.05; **p<0.01
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Table A18: List of Developing Countries Included (Defined by the World Bank)

Algeria;
Angola;
Argentina;
Armenia;
Azerbaijan;
Bangladesh;
Belarus;
Bolivia;
Botswana;
Brazil,
Bulgaria;
Cambodia;

Cameroon;

Chile;
China;
Colombia;
Congo;
Costa Rica;
Coted’Ivoire;
Cuba;

Dom. Rep.;
Ecuador;
Egypt;
Ethiopia;
Gabon;

Georgia;

Ghana;
Honduras;
India;
Indonesia;
Iran;
Jordan;
Kazakhstan;
Kenya;
Kyrgyz;
Latvia;
Lesotho;
Lithuania;

Macedonia;
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Malaysia;
Mali;
Mexico;
Moldova;
Mongolia;
Montenegro;
Morocco;
Namibia;
Nicaragua;
Nigeria;
Pakistan;
Panama,;

Paraguay;

Peru;
Philippines;
Romania;
Russian
Federation;
Rwanda;
Senegal;
Serbia;
South Africa;
Sri Lanka;
Sudan;
Syria;

Tanzania;

Thailand;
Tunisia;
Turkey;
Uganda;
Ukraine;
Uruguays;
Venezuela;
Vietnam,;
Yemen;
Zambia;

Zimbabwe
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