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Introduction

Globalization -- defined as falling barriers todahe increase in, trade, migration,
and investment across borders -- directly affedskers in both developed and
developing countries. While most global trade snvéstment is between the developed
countries, globalization has increased dramatically number of developing countries.
According to the World Development Indicators datedy the ratio of trade in goods to
gross domestic product (GDP) in the low and middd®@me countries increased from
33.6% to 54.7% between 1990 and 2003. In sometgesnthese changes have been
especially large. In Cambodia, this ratio wentrfrd2.4% to 80.5% over the same time
period. Changes in foreign direct investment (Rilye also been significant. For South
and East Asia, the ratio of inward FDI to GDP irased from 9.3% to 26.8% between
1990 and 2003. As with trade, changes in FDI wbaigreat deal across countries. In
Indonesia, this ratio rose from 7.7% in 1990 to/32in 1998, but fell back to 5.0% by
2003! These dramatic changes hold both promise antifperiorkers in developing
countries.

Understanding the effects of globalization is catifor governments concerned
about employment, working conditions, and, ultirhgtpoverty reduction. Broadly
defined, working conditions includes wages and iokleg job characteristics including
(but not necessarily limited to) health and safatyrs, security, benefits, and
representatiof. These conditions have direct and indirect effectshe risk of falling or
staying in poverty.

Unfortunately, there are few studies that systerahyi evaluate the effects of
globalization and working conditions either witlinacross countries. Brown (2007)
reviews the literature related to globalization araiking conditions. Several
conclusions emerge from her review. First, exgsgmidence is somewhat inconclusive.
Although little evidence of a “race to the bottomterms of labor protections has been
found in the literature, FDI is linked to higherges at the firm level and rising wage
inequality in both developed and developing coestriThese results are mostly based on
cross-section data and have been challenged bytrettglies that use longitudinal firm-
level data. The latter suggest that following léderation, FDI-linked firms may actually
lower wages.

Second, case studies are suggestive but are dlitiicccompare across countries.
The few case studies that exist suggest that nrargtplays a significant role in firm-
level working conditions, and that code complianae improve factory performance.
One of the main problems, however, is that laborketa do not function perfectly, and
that imperfect labor markets may prevent rathen #rzhance a positive link between
working conditions and globalization. Other stgdseiggest that trade may be linked to
falling child labor. Overall, however, these catigdies are often difficult to compare

! The fall in FDI relative to GDP was mostly duestall in FDI rather than an increase in GDP.

2 In addition to the Core Labor Standards estabiishethe International Labor Organization (ILO)li&t

and Freeman (2003) also list dark, crowded, hmisynworkplaces, no emergency exits or fire
extinguishers, inadequate or no time to go todfletf no canteen or place to eat, abusive supas/isho
strike young workers, below-minimum wage paymealsence of written contracts, compulsory overtime,
sexual or other harassment of workers, and laghort wage payments among other concerns about
working conditions in developing countries.



across countries because the interactions betweahpolicies and globalization factors
are difficult to separate when looking at a suleédirms within particular countries.

Her most important conclusion, however, may be tthate are very few (if any)
systematic cross-country comparisons of the reiatigp between globalization and
working conditions. The framework in this papeiecs some suggestions for filling this
gap. The goal of this framework is to provide atsgnatic way to analyze the link
between globalization and working conditions witaimd between developing countries.

This framework makes several contributions. Fhisty globalization affects
employment and working conditions depends on mantofs. Often the most difficult
aspect of studying the effects of globalizationnrking conditions is defining both
‘globalization’ and 'working conditions." ThenefpSection 1 presents a structure for
categorizing the various facets of globalizationchyefully defining various aspects of
globalization. How one defines globalization veilape how one thinks about
globalization’s effects on working conditions attigrefore, the appropriate way to study
the link between them. Along the same lines, $aicarefully defines working
conditions. As with globalization, how one defivesrking conditions affects one’s
choice of approach.

Section 3 contains a very general theoretical fraomk that links the various
measures of globalization and the various measifre@srking conditions. Along the
way, the paper also discusses how previous sthdies approached the issue and what
these studies reveal about the effects of glokadizan working conditions in
developing countries.

Section 4 contains a step-by-step approach to mmgaing a study of working
conditions in developing countries by applying ttenework defined earlier in the
paper. This section includes a discussion of gpmate data, methodology, and critical
estimation issues that should be incorporatedanteffective study. The goal of this
section is to facilitate the application of thigpapach to generate high-quality studies that
will expand our understanding of how globalizatadfects workers in developing
countries.

During 2006-2007, four research teams appliedftareework to Cambodia, El
Salvador, Honduras, and Indonesia. Section 5 adeslthe framework be reflecting on
some of the lessons learned from these studiesyféerd some suggestions for future
research.

1. Defining Globalization

The goal of this section is to identify and desettbe different relevant aspects of
globalization so that the appropriate one(s) magddected for empirical analysis. The
first step in studying the effects of globalizatisrio carefully identify the mechanism of
globalization and understand how it is affectegblicy and global trends. The term
“globalization” could be described as the transiois®f ideas across borders, the
intermingling of culture, and questions of identifyor most economic applications,
“globalization” is defined as trade, migration,foreign investment. Of these three, trade
and foreign investment are the ones that have st liberalized in the current wave of
globalization. Therefore, for the rest of this pgpve focus on these two.



The second step is to understand the nature ofyelsan globalization. The
speed and dimension of globalization are both egleto understanding how
globalization affects workers. The section belberéfore discusses aspects of trade,
foreign investment, and kinds of liberalization.

1.1 Trade

Globalization is often primarily thought of as oogng through imports and
exports of goods. Trade liberalization generallyoines reducing tariffs, quotas, and
other barriers that are primarily designed to redugports. Exports may increase if
trading partners lower barriers or as a result@d@mestic export-promotion policy.

Services are playing an increasingly important noleternational trade.

Services generally fall into two categories: prefesal services (insurance, banking, and
accounting) and less-skill-intensive services (pea$ services). The rise in trade in
services has increasingly been in professionai@Esy Often the concerns of working
conditions are less relevant for professional ses/than manufacturing. In addition,
governments are only now starting to collect datdarade in services. Therefore, while
services are important, most studies have focusdchde in goods and the remainder of
this paper will maintain that focus. Imports, exppintra-industry trade and total trade
may each have different effects on workers, soovesider each in turn.

1.1.1 Imports

Usually, the main concern with imports is that tiegrease competition for
domestic firms. Facing increased competition, detradirms may feel pressure to lower
costs. Lowering (or not improving) working condits may be one way to reduce costs.
Rising imports, however, does not necessarily innjgiyng import competition. If
imports complement domestic production, importsloarer costs and encourage
domestic production. If imports are perfect substs for domestic products, then rising
imports will, at best, hamper growth of domestrons and, at worst, eliminate domestic
production. Furthermore, while reducing trade ieasris generally followed by an
increase in imports, the amount that imports insgaaay or may not be related to the
extent that tariffs are reduced. Therefore, timereleara priori link between imports
and working conditions, or between imports and cetitipn faced by domestic firms.

The most accurate way to assess the competitieeddmsimports would be to
compare the prices of imported goods with pricesleftical domestic goods. The lack
of appropriate data makes this difficult in praeticAnother way to assess the degree of
competition between domestic goods and imports estimate the elasticity of
substitution between imported goods and domestdgjo Doing this requires detailed
consumption data (for consumer goods) and produckata (for imported inputs used by
domestic firms).

Another approach would be to compare the quantiitgnports relative to the size
of domestic production (commonly known as the “imigeenetration ratio”). This is
generally considered the most practical. Whemtakhis approach, it is very important
to use as specifically-defined industries as pdssib that one does not, literally,
compare apples to oranges.



1.1.2 Exports

Exports may increase with globalization for seveealsons. First, foreign
demand may coincide with domestic liberalizatidmthis case, the rise in exports and
imports may simply be coincidental. Exports ma&g riue to reciprocal liberalization. If
a country enters a trade agreement with a patbogn, countries may reduce tariffs
causing imports and exports to rise at the same. tilmhirdly, if a country imports parts
for assembly, exports of final goods (often in saene industry) will increase. Rising
exports are also often the result of specific goment policies designed to encourage
exports. For example, the High Performing EastAgiountries used government-
directed export-promotion policies to increase e@oExports may therefore increase in
the same or different sectors than those affeggestronger import penetration. As a
result, job destruction will take place in sometsexwhile job creation in others also
with possibly different locations.

The effects of exports on employment and workingdititons may differ
depending on the nature of the goods that are lsdpced. One basic criterion that
determines these effects is the goods’ technolbgaraplexity. We can think of the
technological complexity of production as rangimivizeen two extremes. At one end is
simple assembly of imported inputs. These goodsa&age from apparel to computers,
but the production process is simply assemblythAtother end is the original brand-
name manufacturing in which the exports are pradtiat are designed domestically and
sold in foreign markets under a unique brand nasfter{ associated with specific
retailers in developed countries). The reasoretieéfects differ is that working
conditions generally improve with technological qaexity, and technological
complexity often rises with worker training and hamcapital.

Another issue that arises with export orientat®how contractual relationships
may affect working conditions and wages. Firmg graduce for export under contract
with foreign firms may be more likely to adopt @ifént working conditions because of
pressure exerted by the foreign firm. If higherkiwog standards are important to the
foreign firm, the contracting firms may increaserking standards to comply with the
preferences of the foreign firm. Elliott and Freem{2003, Chapter 6) describe several
cases in which pressure on and then from foreifyiragds lead to changes in working
conditions.

1.1.3 Intra-Industry Trade and Total Trade
Intra-industry trade is defined as simultaneousartgpand exports of similar

products. Intra-industry trade is extremely comrtaday, with over 60% of world trade
being intra-industry. Often intra-industry traddinked to production fragmentation,

3 A country may want to know if expansion of the estgsector is due to poor working conditions. Tikis
a different question than the effect of globali@aaton working conditions. In this case, the wogkin
conditions that fostered exports were in placergncexports. Furthermore, in this case, working
conditions would be “poor” relative to trading peats, rather than within the country itself. Thestion
of whether or not globalization affects working ddions therefore uses changes within a country ove
time.



such as outsourcing and assembly-based trade.r thede conditions, the effects of
imports are very different than imports of consumpgoods because these imported
inputs may actually enhance domestic productioriifiors that use imported inputs,
while increasing competition for firms who produoputs. Therefore, total trade has
been used in place of imports and exports sepwgratel

Total trade flows often capture effects of workoandition that are not
accurately captured when imports and exports ansidered separately. The main
reason for this is that exports and imports mayel@nfounding effects. Since imports
and exports may be either complements or subdifatedomestic production, total trade
can capture the total effect of these forces. [Tmdde can also capture the net effects of
inter-industry and intra-industry trade and therefis appropriate when capturing
aggregate effects of globalization.

1.2 Foreign Direct Investment

Foreign investment can be classified in two catiegoportfolio and direct
investment. Portfolio investment includes stoddands, and other assets that are
generally considered to be very mobile and mayhage any direct impact at the firm
level. In contrast, foreign direct investment (fFidicludes physical plants and assets and
therefore is generally considered to be more relefca working conditions.

As with trade, there is no clearpriori link between FDI and working conditions.
There are at least two critical aspects of forgigact investment that may have different
implications for workers. The first is the orietida of the foreign firms’ production.
Production can either be directed at the domesdidket or foreign markets. The second
is ownership share. Each of these is discussedtail thelow.

1.2.1 Production Orientation

There are at least two ways that foreign firms dqubduce complementary
products. Foreign firms’ products could be newetses that are not direct substitutes
for domestic products, and therefore just expaedtioduct space. Additionally,
foreign firms can use inputs produced by domestiesf and produce inputs for domestic
firms. In the literature, these have been calfedWard” and “backward” linkages.

When complementary with domestic firms, FDI caroVed in” domestic investment.
That is, foreign investment may encourage domeasiestment, expand economic
activity and increase labor demand. One critidaleshsion to keep in mind is that market
structure and regulatory institutions also shapette of FDI in the domestic economy.
This is particularly relevant for investment in jialgoods, such as utilities.

Foreign firms may enter a market to avoid impariffaand service the domestic
market. This circumvents domestic production ptda. It is therefore possible that
foreign firms increase competition with domestrofs. The degree of competition
depends on the degree of substitutability betweezign and domestic goods. In this
case, FDI acts in much the same way as importstmpete with domestic producers: it
puts pressure on firms to lower costs, which maxeeskly affect working conditions.

Foreign firms may enter to produce goods intende@xport. Goods produced
for export may be thought of as either assemblnather model that incorporates more



technology and opportunity for advancement. Fitinas produce for foreign markets are
less likely to compete with domestic firms, andrétiere may directly increase the
demand for labor.

1.2.2 Ownership share

Foreign firms may either build new plants or acquexkisting plants. The new
plants may be 100% foreign owned or may have aahigreign and domestic capital
(joint ventures). When 100% foreign owned, firmaynmave more foreign links and
import domestic technology. Research has suggésaedhese firms are less likely to
engage in research and technological upgradinghlese firms may also be more likely
to use state of the art technoloyOn the other hand, firms with a mix of foreigrdan
domestic capital may also be more likely to engagechnological upgrading. Joint
ventures may also be more likely to cause “spiltsvand have effects that are more
extensive than those with just foreign capital.

1.2.3 Spillovers

Foreign firms may have a direct effect on employnam working conditions if
they have different policies than those in the lvosintry. Foreign firms may also affect
the rest of the firms in the market. These effactscalled “spillovers” and they have
received much attention in economics literaturber€ is very little agreement about the
extent to which foreign firms affect domestic firmBoreign firms may increase labor
demand and therefore cause wages in the entire haddket to increase. They may also
set industry standards that competing firms arepasied to follow. The concept of
spillovers often justifies studying the effectsk@! on industry-level employment and
working conditions.

1.3 Kinds of liberalization

Countries can become increasingly exposed to fom@igrkets in three ways.
First, global trends, such as falling transportattosts, may reduce what Lall (2002)
calls a county’s natural isolation. Second, a tgtmitrading partner may liberalize trade
or investment (such as ending the Multi-Fiber Agneat). Third, a country may change
its own barriers to trade and investment. Libeedlon can be slow or it can be rapid.
Liberalization can also be in one specific industryt can be broad based. These
differences affect the methodology of the studyeyraffect the choice of what measures
to use and the relevant timeframe.

1.3.1 Speed

Liberalization can be slow or rapid. Exampleslofsliberalization include a
gradual phase-out of tariffs and a gradual decdhrteansportation costs. Examples of
sudden liberalization include joining the WTO anthediately adopting a conformable
tariff code. There has been much debate about hewlifferent rates of liberalization

* For example, see Alvarez and Robertson (2002).



contribute to successful liberalization. The m@téberalization is especially relevant
when one focuses on worker adjustment or displane(descussed below). The rate of
adjustment will affect the relevant timeframe floe empirical study.

1.3.2 Dimension

Trade liberalization can be horizontal or vertichlorizontal liberalization refers
to a broad-based liberalization that reduces &affross the board or a “large” number of
industries. The degree of tariff reduction forigas industries may affect relative prices,
depending on whether or not all tariffs are redueggally. Vertical liberalization refers
to reducing tariffs in a small number of industrfegy. one). Vertical liberalization
changes relative prices and will have a more laedlieffect than horizontal
liberalization.

2. Defining Working Conditions

This section has three main goals. The first god decompose the general
concepts of employment, wages, and working conutio precisely identify variables of
interest for the empirical study. The second go#b relate each variable to the theoretic
framework above, discussing caveats as appropriate.

The third goal is to discuss the current statecohemic knowledge as it relates
to each variable. For the most part, however koowledge of how globalization affects
working conditions (employment, wages, and otheefs) is rather limited, especially for
developing countries. Furthermore, due to datédinons, studies on the effects of
globalization on working conditions in developinguatries are often limited in their
econometric techniques. The two most common metbbdnalysis look at trends over
time or conduct a before and after comparison at@uglobalization event. Papers most
often look at Foreign Direct Investment (FDI), ekparientation, or total trade and its
effects on such characteristics as total employnveages, skill level, productivity, child
labor rates, and education participation (Ghosép2Carr, Chen and Tate, 2000, Kabeer,
2004, Kaplinsky, 2001, and Moss, Ramachandran aati,2004, are examples).

Box 1. Globalization Studies Generate Conflicting Results

Studies using FDI are mixed in their results. §hdar (2002) finds that inward
FDI is positively and significantly related to skipgrading across several countries;
while Berik (2000) finds that outward FDI is negally (but not significantly) related to
wages in Taiwan. Mehmet and Tavakoli (2003) finak thDI is positively related to GDI
growth in The Philippines and Singapore, but isatiegly related to GDP growth in
Thailand and China. Their results also show thatispositively related to real wages |n
the Philippines, but negatively related to wage€lna, Singapore and Thailand.
Studies using trade as their measure of globatizatre more consistent in their results.
Coe, Helpman, and Hoffmaister (1997) found thatRh& D capital stock of a country’s
trading partners (the countries that they importinrzery and equipment from) produce
“substantial spillovers” and is positively and sfgrantly related to TFP, though the
effects are greater for the East Asian countrias thther regions. Gruben and McLeod
(2006) found that increased exports of textiles @mphrel increased both female and
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male schooling as well as decreased the incideincleild labor. They also note that a
survey done in Bangladesh and Indonesia reportgceiporting firms paid more than
firms that produced solely for the domestic markdtile Berik (2000) finds that export
orientation is negatively related to wages in Taiwa

Feliciano (2001) and Revenga (1997), who both conhevent studies on the
liberalization of Mexico in the 1990’s, find someattconflicting results. Feliciano’s
results suggest that the effects of liberalizabarthe Mexican labor market were only
modest. She argues that the trade reform redetaiive wages, but had no effect on
employment or average weekly hours worked. Revéinda more significant results
that suggest that decreasing quotas lowered reggsvaut had no effect on employment,
decreasing tariffs lowered real wages but increaseployment, and decreasing the
licensing of inputs increased real wages (whenrotiimg for changes in productivity th
effect was neutral) and increased employment.

Although over one hundred recent papers analyzestagonship between
globalization and wage inequality, the theoretaradl empirical link between them
remains contested. Studies of trade and wagesvelaj@ng countries have also
generated conflicting results. Wood (1997) sumpeatiseveral studies that indicate that,
following trade liberalization, wage inequality eos Latin American countries but
tended to fall with liberalization in East Asianuriries. Subsequent papers further
explored this debate. Robertson (2004) showsMiexican wage inequality falls after
Mexico joined the GATT, but fell after Mexico en¢erinto the North American Free
Trade Agreement.

D

2.1 Employment

Lall’s (2002) theoretic overview of the possibléeets of globalization on
employment points out that, unless globalizatioweédi-defined, the link is unclear.
Neoclassical trade theory offers little guidancéhis area, generally speaking, because
the most common Ricardian and Heckscher-Ohlin traddels assume full employment.
This assumption is obviously problematic in mostedeping countries. The main
concern in terms of employment, however, is whetinarot globalization results in a net
gain in jobs in expanding sectors. There are sgwveays to approach that question, and
several of these are discussed below.

2.1.1 Employment Levels

Employment levels are important for many develomiagntries characterized by
high rates of underemployment or “surplus labdnthese cases, the net employment
change from globalization is the main focus. Ea#ihg the link between globalization
and employment levels seems relatively straightéody With aggregate employment
data by sector, one would first identify the chamgthe globalization variable (trade or
FDI) by sector, and compare employment changdsematfected industries against
another control group. This approach would theee&dlow one to capture the
reallocating effects of increased trade or the g effects of FDI. The main
difficulties are identifying an appropriate contgsbup, controlling for macroeconomic
factors, and controlling for endogeneity.



The empirical evidence on the link between glolaion and employment levels
is mixed for several reasons. One reason is tanedr In the long run, employment
depends on national economic growth. In the mediumemployment will depend on
whether or not trade is accompanied by other fadtwat are also conducive to growth,
such as strong institutions, and the degree tolwthenestic production is a complement
or substitute to the relevant measure of globatimatin the short run, the issue of
globalization and employment depends on adjustnasniescribed in more detail below.

2.1.2 Unemployment Rates

Unemployment rates have a cyclical component dodgrun component. The
long-run component is generally driven by governnpaiicies, such as unemployment
insurance. Economies with more generous unemploymsurance packages generally
have higher unemployment rates. Furthermore, utment may not mean much in
many low and also middle income countries lackingraployment insurance and with a
large informal sector. In these countries unemmient is often a luxury the poor cannot
afford; the question is more the “quality” of emyheent. Therefore, there are few
studies that focus on globalization and long-ruamployment rates.

Short-run unemployment rates are generally drivendtional business cycles.
Despite years of research, we still have a limitederstanding of what drives business
cycles. Regional unemployment rates are genenailyly correlated, suggesting that
forces driving national business cycles also dideal unemployment rates.

Adjustment to a new globalization policy may beidagr slow. The economy
takes time to adjust. These changes may affedtes®because an economy in flux
creates and destroys job market opportunitiesondfis looking at the link between
globalization and unemployment rates, then theigsye to consider is worker
adjustment. Globalization often induces a changdlocation of workers between and
within sectors. To move between sectors, workeasd their jobs and, ideally, find jobs
in other sectors. Job search can be slow andycasitl therefore unemployment rates
generally may increase if the change was largeapid and it takes time to find a new
job. The link between globalization and unemplogbrates is therefore not considered
to be permanent. If a change in globalizationeases demand for workers, then one
may see a fall in the unemployment rate that mdg faut as the economy adjusts.

2.1.3 Displacement Probabilities

Another possibility is to focus on the displacemarmtbability. Displacement
probability can be analyzed in two componentsstFone may have an increased risk of
losing one’s job because the globalization increasenpetition. This kind of risk is not
trivial. To measure this, one would basically asshe correlation between the rate of
job loss (turnover) and globalization measures.

The second link between globalization and displaa@mrobability relates to the
overall volatility of the economy. Some studiesd@egun to look at the link between
globalization and volatility, but this is still ayng literature that is focused more on the
harmonization of business cycles across integratptries.



2.1.4 Job-Search Duration

The time it takes to find a job is a measure otlkhip for workers. Globalization
may affect unemployment duration by inducing alocealtion of workers across sectors
and changing the relative demand for skills. Woskeith skills that are less in demand
after globalization may have a more difficult tifireding jobs following displacement
(whether or not the displacement is directly raldteglobalization). The length of time
it takes to find a job is therefore one measurglabalization’s effects on workers.

2.1.5 Formal vs. Informal Sector

One of the main employment concerns in developmgtries is employment in
the informal sector. Several recent papers (e.doiy 2004) suggest that employment
in the informal sector is linked to productivitytime formal sector and that workers often
enter the informal sector to escape the cumberdnmens imposed on the formal
sector. These results, however, may be limitedatinLAmerica. The informal sector is
also commonly believed to be an alternative forkeos who cannot find jobs in the
formal sector (see Marcouiller et al. 1997). Téuedr, although very heterogeneous,
often coincides with very poor conditions and loages. These poor conditions are
especially prevalent in the informal sector in yarountries.

Therefore globalization could have two differerfeets on informal sector
employment. In the short run, the adjustment ¢bates with trade liberalization could
result in rising informal sector employment. e tmedium run, the size of the informal
sector would be linked to productivity and expagdipportunity in the formal sector
that may come with globalization. Goldberg andvdc(2003) offer an example of a
recent study that looks at the effects of traderbzation on the informal sector in
developing countries.

2.2 Wages

If one is concerned about the effects of globalwrabn workers and working
conditions, the first variable to analyze is wag@gages often make of the majority of
income for workers, and data on wages are easferd@nd analyze than other aspects
of working conditions. Furthermore, wages are considered to be a gapg ffor
measuring the effects of globalization on workassnearly all of the current empirical
studies of the effects of globalization on workiersus on some aspect of wage income.

There is a very large literature (indeed, entiedd8 of economics) analyzing
factors that affect wages. A worker’s wage is@#d by the economy-wide average
wage, the worker’s personal characteristics (geradgs, education, ability, occupation),
and the worker’s industry. Globalization affectisthitee of these aspects, but probably at
different timeframes. Average wages are affeatethe long run. Wage changes due to

®> One might be concerned about the firm's abilitgtbstitute poor working conditions for low wagésat
is, induce workers to accept poor working condgiamexchange for higher wages. While anecdotal
evidence suggests that this occurs, the empingdéace suggests that this tradeoff may not be gcaly
relevant (see Appendix discussion of compensatiffigréntials). This means that one can analyzeesag
and working conditions separately, although onaikhbe mindful of the possibility of such a tradieof
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different personal characteristics are probablgaéd in the medium run, and industry-
specific wages are affected in the short run. Ed¢hese is discussed in turn bel®w.

2.2.1 Average Wages (Absolute Wage Levels)

Average wage levels can be decomposed into two coergs: short run and long
run. Short run wage levels are generally deterchimebusiness cycle effects. As the
economy improves and unemployment falls, averaggewase. Long run average
wages, however, are determined by productivitym@aring cross-country wages and
productivity levels reveals a very strong positigiationship. Over time, rising
productivity generally leads to higher wages.

Since absolute wage levels are tied to productinityre long run, the key link
between wage levels and trade is through prodaigtivglobalization can increase
productivity in several ways. First, trade mayrease competition that causes the least
productive firms to contract or disappear, thusing average productivity.
Globalization also gives firms access to a wideayaof inputs that may increase
productivity. Globalization also may induce inntga and training, which may also
increase productivity.

Average wages are also affected by other fact@shiological change, labor
supply (such as births and migration), and lodabfanarket conditions all affect wage
levels and therefore it is important to control &rmany of these possible other factors
as possible when trying to identify the link betwegobalization and wage levéls.

2.2.2 Personal Characteristics (Relative Wages)

Personal characteristics contribute to a workedgev For example, men are
generally paid more than women. If women’s wag@san average, a female’s wage is
likely to be affected. Changes in the “returnstifferent personal characteristics are
often the result of economy-wide changes that octtire medium run (that is, they
require some movement of workers between industries

Relative wage levels can be defined in several wayge most common is
between skill groups, such as between workers aviterent levels of education or in

® Another aspect of wages that is worth mentioningdésme risk. Since people would exchange
income for security, economists have argued tatmrakes people worse off. Globalization may eithe
increase or decrease income risk. In the shortargiiobalization policy (such as tariff reductiondiuces
movement between sectors and the possibility ofgeb. It may also make income in the future less
certain. If firms are subject to a more volatit®meomic climate, globalization may make wages more
volatile. By the same token, increased liberalimatvith more stable countries may have the opposit
effect. Krebs et al. (2005) find that trade liberation in Mexico increased income risk. They shbat
this increase in risk can be expressed as a falelfare. Household surveys are the most apprigpdata
with which to analyze the link between globalizatend income risk. The correlation between a nreasu
of income risk work workers in industries affectadglobalization and a measure of globalization Mfou
indicate whether or not globalization increasesine risk.
" Mehmet and Tavakoli (2003) use the ratio of net ibows to total investments (foreign and domelsti
when testing the effect of FDI on wages. They als® simple OLS models using aggregate country leve
data for four different countries. They estimatelecountry separately and include time trendeéeoh
county. In addition they include dummy variablesdéach country to separate time periods when the
trends were different

11



different occupations (generally production andproduction workers). Relative wages
can also be defined between men and women, peaplelifferent levels of experience,
workers in firms with different levels of foreigmgital, and workers in different
industries.

There are several ways to evaluate the effecttobbfization on relative wages.
Nearly all of them are based on the concepts gblgtgnd demand. Globalization is
generally considered to affect demand. Rising gspocrease the demand for workers
making the exported good, while rising imports wbréduce the demand.

If the question were how tariffs affect relativeges, then one could link the
changes in tariffs to changes in relative pricEsese relative prices are mapped to
changes in relative wages. This approach isdall%rice study” and can be carried out
in four basic steps. First, one establishes wheathaot the change in tariffs across
industries is correlated with skill intensity. Ths, whether or not tariffs on industries
that use relatively more skilled workers fell matean tariffs on other goods. Second,
one checks the correlation between tariffs chaageschanges in relative prices. Falling
tariffs are generally linked to falling prices. &third step is to compute the correlation
between changes in relative prices and changedanve wages. Once these three basic
steps are complete, the last step is to checknfpother factors (such as changes in
technology or supply) that might also be affectialgtive wages.

Berik (2000) uses a combination of FDI and tradadcount for globalization in
Taiwan. She measures the ratio of outward FDID&#®y industry. Due to data
concerns she turns the variable into a dummy vigriedpual to one if the value is greater
than 0.05. In addition, she includes export oagah as the value of exports as a share
of sectoral gross output. She tests the effedisesfe measures of globalization on wages
using two independent wage equations by genderadhild measuring gender wage
inequality. She includes the ratio of wage to sathworkers to proxy for skill level by
industry, capital to labor ratio in each firm tapy for labor productivity and
technology, and the female share of employmengdch industry. Dummies for firm
size and year fixed effects are also included. b@&nuand McLeod (2006) also note the
importance of separating males and females in enetr@ models because different
industries affect genders differently. In theurdst they test for the effects of increased
exports on schooling outcomes, family factors saslge at marriage and childbirth, and
labor force participation of children. They us@gate data from 48 countries that
were part of the Multifiber Agreement, and indivadllevel private survey information,
and focus on the apparel and shoe industry tddesite effects on female outcomes.

2.2.3 Industry-Specific Wages

Workers with identical characteristics in identioatupations often earn different
wages in different industries. These industry-gmeaage differences have been used in
several studies (e.g. Revenga (1997), Cragg anb&pe (1996)). The idea is that in
the short run, workers (and capital) cannot movweéen industries, and therefore the
effects of an industry-specific change will affeciges in a particular industry before the
effects can spread to the rest of the economy Hedt ather personal characteristics or
average wage levels. To the extent that theseipmnesnare important in determining
workers’ wages, and that they can be directly lthtemeasures of globalization, they
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provide perhaps the most straightforward way tdyaeahe short-run effects of
globalization on wages. The technical detailssahg this technique are described in the
“Empirical Analysis” section (IV.F.).

2.3 Labor Standards

In 1998, the International Labor Organization defirfcore” labor standards.
These four standards include freedom of associatmithe right to organize, freedom
from forced labor, elimination from child labor tha harmful to the child or interferes
with schooling, and nondiscrimination in employmédénter for Global Development
2004). These core standards are incorporatedLi@@onventions that member
countries have a chance to ratify. In doing sontwes adopt what could be called
international working condition standards. Theseventions illustrate the fact that
working conditions may be the result of globaliaatithrough the effect of exposure to
organizations and nations that adopt common ide&ls to international “peer
pressure”), and may or may not be directly relatetthe measures of globalization
discussed above.

2.3.1 Unionization

Unions may be important to the extent that thegafbther aspects of working
conditions that are difficult to measure, suchhasresolution of grievances, protection
from employer abuses, or productivity. Globaliaatmay either increase or decrease
unionization. Globalization may increase unionain the population as a whole if
industries with higher-than-average unionizatidesaxpand relative to others as a result
of globalization. Unionization may also increas®ieign firms welcome unions.
Foreign firms may welcome unions if unions increpsmluctivity, reduce turnover, or
create a positive public image. On the other hgtabalization may weaken unions.
Firms may use the threat of moving abroad to disageiunion activity. Foreign firms
may also seek ways to discourage unions if thesfipelieve that unions reduce
productivity, or increase wages beyond increasg@saductivity.

Firm or industry-level data are generally the naygtropriate to analyze the link
between unionization and globalization. Unioniazatmay differ by firm, and
differences across firms provide important inforimatabout how globalization affects
unionization. Changes in unionization can theibto&en down to those that occur
across industries (if globalization’s effects vagross industries) and those that occur
within firms.

Without firm-level data, industry-level data mag@be used as long as the data
include information about unionization rates. Histcase, the differences across firms
are assumed to matter less than differences aicidsstries. These data would allow
one to estimate the contribution of between-indusiiifts on unionization rates. If the
industry data are sufficiently disaggregated, oag bre able to identify the effects that
outsourcing may have. If unionization rates diffgthin sub-sectors, outsourcing may
affect sub-sectors differently and thereby affegjgregate unionization rates.

2.3.2 Hours
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Hours worked are an important aspect of workingdaoons. Hours worked are
generally determined by local labor law. Labor |éawever, generally sets a maximum,
and firms are able to hire workers for contracts #tipulate fewer hours worked than the
national full-time norm. Firms also alter houssaaresult of short-term fluctuations in
demand.

Hours would, however, be a relevant metric of wagkconditions that might be
linked to globalization if firms that were specdity engaged in international trade were
either exempted from national convention or weresobject to normal enforcement of
labor law. In this case, the composition appradescribed above would apply.

2.3.3 Child Labor

The ILO conventions on core labor standards swradard for child labor. The
link between globalization and child labor has reeg much attention in the popular
press and increasing attention in the academiatitee® Elliott and Freeman’s (2003)
four examples of globalization - labor standardk livere either primarily focused on
(three of the four) or linked to child labor. Ghlabor fits very well into the theoretical
framework described above, and therefore the apiategimeframe is relevant.

2.3.4 Benefits

In addition to wages, firms may also provide beasdb workers. Some are
mandated by the government and others are prowiaedgh firm initiative. Benefits
may include contribution to social security, traigj vacation time, and insurance
contributions. These also fit very well into thedretic framework described above, but
data that measure these benefits are often difficdind. As a result, there are very few,
if any, specific studies of the link between globation and worker benefits.

3. Theoretic Framework for the Effects of Globaiiza on Working Conditions

The point of economic theory is to formalize ondmking in ways that help
guide empirical analysis. The goal of this sectsto present a general theoretic
framework for thinking about the relationship bedéneylobalization and working
conditions. The theory presented here is gene@igh to help one identify the
relationships of interest without being too teclhicFor the following discussion,
“working conditions” can be taken to include emptmnt, wages, or other aspects of
working conditions were previously defined.

The link between globalization and working condisas complex for several
reasons. First, different measures of globaliratiave different implications for
working conditions. Second, working conditions e result of forces operating at
different levels in the economy (government, indysind firms). Third, these different
levels respond at different speeds. In the shwortworkers are not very mobile between
industries and therefore globalization first afefitms within industries. In the medium
run, workers (and capital) begin to move betweelustries. New innovations are

8 In particular, see Edmonds and Pavcnik (2005).
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implemented and production techniques may chaiigerefore, if one is interested in
the medium run, then one may focus on between-ingdskifts. In the long run, working
conditions may be affected international pressaceexonomic development.

These channels are obviously interrelated, bstuseful for the purposes of
framing an empirical study to identify and discessh channel separately. In doing an
empirical study, it is pragmatic to focus on thieefs of globalization in the order that
they unfold in time and are listed below.

3.1 Within Industry / Firm-Level Shifts (Short-rupartial equilibrium)

Firms are the basic decision-making unit in thepdyipide of the economy.
Interactions between firms and workers determiberanarket outcomes. Globalization
affects these interactions. For example, an iser@aeconomic activity (due to opening
of export markets or the arrival of non-competingefgn firms) may increase the
demand for workers. Alternatively, firms may chamgorking conditions as a defensive
maneuver in response to globalization, such asgisnport competition or the arrival of
competing foreign firms.

The main point here is that, in many developingntoes, adjustment costs may
be quite high in the short run (Heckman and Pa2@8(Q)). These adjustment costs mean
that, in the short run, workers (and capital) carsmift between industries. The effects
of globalization are therefore identifiable at tlien and industry level.

For example, an increase in demand for workerdittgrower towards workers:
workers can begin to demand incremental improvesienivages and working
conditions. As long as productivity is increasifigns may be inclined to acquiesce to
these demands and take steps to improve workingditcmms within affected industries.
Alternatively, firms may be pressured to cut c@std increase output. Working
conditions, such as wages or safety expenditucesd de one way in which firms reduce
costs. As affected firms take these steps, ottrasfin the same industry may be
pressured to take similar steps either to attrackers (if demand is increasing) or to cut
costs (if demand for workers is falling).

3.2 Between Industry Shifts (Medium-run, generalikdoyium)

Globalization does not affect all industries equatbome industries will expand
if export opportunities increase or globalizatiomgs in cheaper inputs. Others may
contract if import competition increases. Theghusiry-level effects are the net result of
the changes at the firm level. In the medium workers (and capital) can shift from
contracting industries and into

Since industries may differ in working conditioggybalization may induce an
expansion in industries that have good conditionsacontraction in industries that
generally have poor conditions. In this case, gli@htion may cause working conditions
to improve overall.

The main point here is that, in the medium run, iitglbetween industries
causes the industry-specific effects of global@ato spread to the entire economy. The
net effects of industry-specific wage, employmani) conditions changes will diffuse
through the economy and can be detected empirically
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3.3 Economic Development and Policy (Long-run, gigw
3.3.1 Development

Developed high-income countries generally haveebetbrking conditions than
developing countries. Many facets of working cdiodis follow this pattern. Just for the
purposes of illustration, Figures 1 and 2 show éwamples of this relationship. The
standard work week in manufacturing (Figure 1) anchber of fatal accidents (Figure 2)
fall as Gross National Income (GNI or log GNI) gse

Does globalization lead to development? Counthastrade more have higher
incomes. This relationship is probably not theulesf the fact that higher income
countries trade more: trade and international natiggn seems to lead to higher growth
rates and higher living standards.

It is important to point out, however, that risimgome is probably only a
necessary, and not sufficient, condition for depaient. Other factors, such as rule of
law, transparency, efficacy of services, and othgtitutional characteristics play a
significant role translating rising income into @éépment. If globalization contributes to
development, then one would expect globalizatiocotatribute to improving working
conditions.

The problem with this idea, of course, is thasibnly valid in the very long run.
The link between globalization and income has lmetiirmed in studies across
countries at a particular point in time (cross-sgcstudies) and therefore implicitly
assumes that all countries follow the same pattet@lopment. It does not imply that
liberalizing countries will immediately experiengsing living standards. In fact, the
path from liberalization to growth is uncertain arat well understood. Empirically,
perhaps the most appropriate way to focus on ttene channel is to compare
differences across countries at different leveisamathan to focus on changes in a single
country.

3.3.2 Policy

As countries integrate, they exchange ideas andtiaég common standards. In
this way, countries may move towards harmoniziagdards as a matter of government
policy. Standards and conventions are more likelye adopted as countries integrate.
There are many examples of this indirect effecuding, but not limited to, the effect of
being exposed to non-governmental organizationsaatdhdog groups (for example, see
Elliott and Freeman 2001), adopting common stargderdrade negotiations, and public
opinion’s effects on firm behavior.

While few studies have focused on these aspegbélization (Elliott and
Freeman 2001 and 2003, Brown et al. 2003, Har@swhScorse 2004), they are often,
by necessity, more qualitative in nature. Furth@enthe policy channel is idiosyncratic
in the sense that it is strongly affected by paditifactors that economists are difficult to
guantify and therefore analyze in an empirical gtulthstitutions matter, as does the
focus of international attention. Therefore théqyoenvironment must be considered
and appropriately incorporated.
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4. Application: Step-by-step

An effective study of the effects of globalization working conditions does not
need to include all of the aspects described abdhe. elements should be combined to
directly address the most specifically-defined, preissing, question at hand. A thorough
study, however, will probably contain several elatsdrom each category above. Once
these elements have been identified, however ellegant empirical approaches are
relatively straightforward.

4.1 Identify the relevant aspects of globalizaton competitiveness

The first part of the study should be a descripimalysis of the nation’s
experience with globalization in order to identifye key variables that will be used in the
empirical analysis (tariff changes, imports, exppofbreign direct investment). In this
context it is also useful to assess the degreermpetition for domestic firms brought
about by globalization.

The degree of competitiveness is relatively stridiggivard to assess, but it
depends on which variable is being evaluated. heamore, the quality of the results
depends a great deal on the level of aggregatidimeafiata. With appropriately
disaggregated production data, one can assesgsdheedof competition using simple
correlation coefficients.

This exercise is trivial in the case of a vertidagralization. For example, if the
government reduced tariffs on a particular secoe can begin by focusing on that
particular sector. For the more general caselwbad-based liberalization, however, one
would calculate the correlation between the changariffs and employment or
production share in the economy. A small correfasuggests that the government
lowered tariffs most on industries that were |@agtortant, in terms of production, in the
economy. The same approach applies to importxrdutin the case in which intra-
industry trade (production fragmentation) is na tbcus. Thus, it would be important
here to first discern whether or not the importsenatermediate inputs or were products
that were for domestic consumption.

4.2 Working Conditions

There are two criteria that should be applied tewmheine the relevant variables
for working conditions: relevance and availabilityrRelevance depends on the intended
audience for the study and the interests of thosducting the study. If one is
interested in the effects of globalization on wdake safety, for example, then one needs
to find (or collect) data on workplace safely. niiost cases, these data are hard to find
and difficult to collect without the help of legalandate. It is then important to find the
closest possible measures in available data. &etiability is also obviously critical,
and we focus on this in the next step.

4.3 Time Frame
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The theoretic framework above suggests that diffemeasures of working
conditions would be related to different measuffegiabalization in different time
frames. Since the long run is generally best gagtin cross-country studies, single-
country studies will probably best be served by&meg on the short and medium run.
Which of these is appropriate will depend on thealdes chosen, as described above.
For the most part, however, medium-run studiesQ(years) are probably the most
effective at capturing the effects of globalizatmmworking conditions. Therefore, the
best data would be those that can span severda teeéacilitate comparisons across time.

4.4 Data

Studies can be conducted at the industry levelffitimelevel, or the worker level.
There are important characteristics of each kinstdly, and each study will answer
slightly different questions.

4.4.1 Industries

Industry-level data often come from government sysvor mandatory reporting.
They are most useful for identifying changes betwiedustries, changes in aggregate
variables (such as employment, average wages dugtion shares). High-frequency
industry-level data are also very useful in capigithe time-path of different variables,
such as relative wages, production shares, andogmpeht because it is easier to remove
the business-cycle component from high-frequentg.dAn advantage of these data is
that they are often easy to find. The main disathge is that they lack the level of detalil
to accurately capture many of the aspects thaedeeant when analyzing the effects of
globalization.

4.4.2 Firms

Firm-level data would be ideal for identifying tefects of globalization on
working conditions across firms and therefore idgimg composition effects. The key,
of course, is to have some measure of working ¢mmdi at the firm-level, which is rare.
Firm-level data also allow one to identify effeofsglobalization on plant survival (if
firms or plants are followed over time). For exdep@ernard, Jensen, and Schott (2006)
show that competition from low-wage countries ias@s the probability of closure or
contraction of low-productivity plants, but can fesitively correlated with expansion of
high-productivity plants. The net effect on empt®@nt, wages, and working conditions
would be revealed, however, at the industry lev€he main disadvantage of these data
is that they are difficult to find, especially iewkloping countries. Notable exceptions
include Chile (Pavcnik 2002, Alvarez and Robert2662), Mexico (Hanson and
Harrison 1999, Verhoogen 2004), and Indonesia @yi@d Sjoholm 2004a and 2004b).
One disadvantage is that these data may not biblaconsistently over time, or may
be limited to particular sectors (in particular,magacturing).

4.4.3 Workers
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Worker-level data come from household surveys aadacoming increasingly
available for developing countries. There is a/\¥eng list of papers that analyze these
kinds of data in developing countries. Severallistsihave used worker-level data to
evaluate the effects of globalization on wages/|¢ais and unemployment duration, and
wage inequality. Labor force or household sungsserally include demographic data
that enable the researcher to control for educatige, and other worker characteristics
that may mask the effects of globalization. Theyaso necessary to help one identify
the effects on workers in different demographicupso These data may also include
information about hours worked, benefits, and otsgrects of working conditions that
are not available from aggregated or firm-levebda®erhaps most usefully, they often
contain industry of employment and cover many ssatbthe economy.

4.5 Methodology

Globalization studies can be roughly sorted integ¢hgroups according to
methodology. Event studies, the first group, comaphe variables of interest before and
after a globalization event (e.g. rapid trade kieation). Price studies, mainly applied
to studies of globalization and wage inequalitg, laased on the neoclassical trade theory
(the Stolper-Samuelson theorem) that suggestgkbladlization affects relative wages
through changes in relative prices. The third grauantity studies, link quantity
measures (such as imports, exports, or FDI) whbranarket variables. There are
advantages and disadvantages of each approacthes®dare discussed below.

4 5.1 Event Studies

If liberalization occurred rapidly, or if one caentify a clear date that delimits
“pre” and “post” liberalization periods, eventsdites are an effective way to begin your
analysis. Event studies compare working conditlmefere and after the liberalization
event. The benefits of event studies are that #ne\straightforward and easy to
implement: the comparison of working conditionsdsefand after liberalization is
relatively easy to do. The key to a successfuhestudy is to control for all of the other
factors that may have changed at the same timexicitetrade liberalization
(specifically, joining NAFTA) is a perfect exampdéthe perils of the event study.
NAFTA went into effect in January 1, 1994. In Dedeer 1994, the Mexican peso
collapsed and sparked a very deep recession. dilagpse of the peso may have had
something to do with NAFTA, but most scholars aghe¢ macroeconomic factors
largely unrelated to NAFTA were the main reasonther collapse. Nevertheless, wages
dropped sharply in 1995. Event studies that treed ¢ntify the effects of NAFTA in
Mexico have had a very difficult time to identifyet effects of NAFTA separately from
the effects of the peso crisis.

Nevertheless, event studies are often an excgllaoé to start because they
highlight what most people care about: the bottiom. | For example, wages are either
different after liberalization or they are not.they are not, and there are no confounding
events that may have also affected wages, therdifficult to make the case that
liberalization had a significant effect on wag&ominent examples of event studies
include Revenga (1997) and Feliciano (2001), whiehdescribed in more detail below.
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4.5.2 Price Studies

Aggregate variables, such as inflation, interegs,aunemployment, and GDP
movements capture changes in wages and employriaese aggregate variables also
affect domestic demand, which affects imports, @mahestic production capacity, which
affects exports. The result is that changes iromspand exports can change for reasons
not related to trade policy, liberalization, or ngas in foreign competition.

Trade theory, therefore, relies more on changeslative prices to capture the
effects of liberalization. If the price of a gookdanges relative to other goods in the
economy, the change will affect the conditions ofkers (especially wages) within that
industry. Therefore, when considering the linknesn liberalization and working
conditions, one possibly important variable isitidustry-level price relative to all other
industries.

There are several examples of price studies inldpgd countries (e.g. Lawrence
and Slaughter 1993, Leamer 1998, Slaughter 2000)dry few for developing
countries. One reason is that product-price data are dlfftoufind and match with
worker data. Nonetheless, these studies havelegviaks between globalization and
changes in wage inequality that are consistent traithe theory and suggest that changes
in product prices (that can be linked to tariff shas) affect relative wages.

4.5.3 Quantity Studies

Quantity studies are those that relate importsexqmbrts to working conditions.
Imports and exports have several advantages., lmgort and export data are generally
easy to obtain, especially at aggregated levetsoi®l, imports and exports are
commonly the first variables that come to mind weemeone thinks of globalization.

Imports and exports have several disadvantagest, fiey are not necessarily
compatible with a strong theoretic foundation. Ti@n reason for this is that there are
many reasons whyimports and exports might changkthese reasons may be correlated
with facts that are affecting labor market condiio As a result, a correlation between
imports and/or exports and working conditions mayspurious.

For example, one of the most important determinahisiports is domestic
demand. Increasing domestic demand is generailyraof an expanding economy.
When the economy expands, however, wages risersrdployment falls. Working
conditions may improve as workers get more powdhénllabor market. As the economy
expands, however, imports increase. Ignoring ¢heaf domestic demand could
generate a positive correlation between importsveages.

To address this problem, disaggregated industrgtii@vports and exports are
useful. These data allow one to focus on the imghspecific effects of trade while at the
same time controlling for other factors that magetfworking conditions and
globalization measures.

4.6 Empirical Analysis

° Exceptions include Beyer et al. (1999) and Rober{2004).
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4.6.1 General Framework

The empirical analysis will depend on the varialilessen and the methodology
described above. The description above isolafess8ible globalization variables and 13
possible working condition variables, resultingaiminimum of 104 possible
combinations of a single globalization variable arglngle working condition variable,
which is why globalization studies tend to genethsparate results.

The goal here is to present a generalized estimapproach that can be easily
adapted to the different variations presented abéivéhe most general sense, we are
interested in estimating the following relationship

Yo Sa+LX +§ (1)

in whichy represents working conditions (employment, wagesther aspects), X
represents a vector of globalization variables @rtgy exports, trade barriers, or FDI) for
individual identifier (worker, firm, or industry)at timet. The error term represents a
composite error term which may or may not incluplec#fic effects for each group or
time period.

There are two general concerns with the above fgatton: timeframe and the
presence of fixed effects. Therefore, one shoalicer estimating (1) in differences.

By, =a+BAX, + g @

Differencing removes the individual-specific fixetfects that are often correlated with
unobserved characteristics. The second isdine ismeframe over which to difference
the data. For short-run studies, the differencailshbe over the shortest period possible
with the data. For medium-run studies, a 3-5 yiEféerence is often a good place to
start.

At this point, there will be many particular esaition issues that relate to the
specific combination of variables chosen. Oncedlae addressed, the results can be
combined with the earlier data of the nature obglzation to complete the analysis of
how globalization affects working conditions iniaen country.

4.6.2 Estimation Issues

While each study will face different estimationuses depending on the data and
approach used, there are several key issues thatffect all studies. The first is
endogeneity. This is particularly relevant fordsas of FDI and wages. Wages, either
high (representing qualified workers) or low (regeeting potential labor cost savings)
may attract FDI and therefore attempts to assesegetationship without taking this into
account will generate the wrong conclusion. Thig/hy the time dimension is important
to include in the study.

Furthermore, one must also control for possibleltiariables that could be
driving a revealed relationship. The example efpleso crisis above illustrates this
point. While studies often define globalizatioffeliently and are testing different
outcomes, there are several common factors inttitkes. One is the importance of
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including year dummies and/or time trends, anduidiclg either country or industry level
fixed effects. All of the studies mentioned abbawe some method to account for time
and country/industry effects. Isolating effectsgender, industry, economic
classification, or country is also common.

4.7 Specific Examples

The examples below focus on wages, because ndlaolytlhe studies of
globalization on working conditions focus on wagé&se few studies that focus on other
dimensions of working conditions have been morditize than quantitative in nature.

4.7.1 Short-Run Industry-Specific Effects
[Feliciano 2001, Goldberg and Pavcnik 2005]

Globalization: Trade Liberalization (tariff reduction)

Working Conditions: Industry-specific wages

Data: Time-Series of Household Surveys for Mexico (Fala 2001) and
Colombia (Goldberg and Pavcnik 2005).

Theoretic Framework: The theoretical framework follows the short-run
described above because it assumes that worken®@neobile across industries and
therefore the effects of the driving variables moediffused through beyond the
individual industries.

Estimation Equation: The estimation strategy consists of two partse flist
part is to estimate the individual industry-spexifiages. The dependent variable is the
log of individual wages ( k) for individuali in industryj at timet. The independent
variables are individual characteristic’ Y and industry-specific dummy variables (1)
as the independent variables.

In Wijt = Xijt@( + Iijt [)Jt +‘5i]t (3)
The estimated premiums are heoefficients for each industjyat timet. These inter-
industry wage differentials have several advantégesnderstanding working conditions
and globalization. Krueger and Summers (1988)ésteed this technique in the labor
economics literature. They estimate inter-industage differentials for a set of N
industries and N-1 dummy variables. Since theresBd differentials are sensitive to the
omitted industry, they suggest an approach thahabizes the differentials (and
approximated the resulting standard errors) sottteatlifferential estimates do not
depend on the omitted industry. Haisken-DeNew&etumidt (1997) describe a method
that adjusts the differentials so that they meathedalifference between each industry’s
wage and the overall mean, rather than the omittiduistry, and also produces the correct
standard errors. Haisken-DeNew and Schmidt (1B8v¢ developed routines for
LIMDEP and GAUSS that produce the correct estimated Wiggins (1998) authored a
routine (and help file) for STATA that also prodadie correct estimates. The correct
estimates can then be formally compared with varimeasures of globalization and
analyzed over time.

Feliciano (2001) and Goldberg and Pavcnik (2008)the estimated differentials
in a second stages estimation equation that usesstimated industry-specific wage
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premiums as the dependent variables and measugésbalization as the independent
variables. These could include tariffs, trade #iowf FDI and are represented herd as

D, :Tjtdr +F e tU . (4)
Equations (3) and (4) are basically equations t)) @) if Feliciano (2001) and Goldberg
and Pavcnik (2005). The varialitencludes time and industry fixed effects, which ar
possible to include because the estimated inddgfigrentials form a panel (both time-
series and cross-section data). The effects dfadjlation are then considered to be
measured by the estimatgdcoefficients.

With similar household surveys, common industrijrigons, the same set of
controls for personal characteristics, and singkmnings variables, these differentials
and the results that follow from them may be coraegarcross countries. It is important,
however, to ensure that the earnings equationasasemilar as possible if the estimates
and subsequent results are to be compared.

4.7.2 Short-Run Effect of Trade, FDI, and Migratmm Absolute Wages
[Robertson (2005)]

Globalization: Trade volumes during liberalization era

Working Conditions: Absolute real wage levels (relative to U.S. wages)

Data: Time-Series of Household Surveys. The data ar@areel, so this study
allocates labor into different age-education groafegories and then takes the average
wage of each cell divided by the average wage 8f Workers in the same age-education
group, and uses these averages as the dependeabtear

Theoretic Framework: The theoretical framework follows the short-run
described above because it assumes that worken®tneobile across cities and that the
effects of the driving variables are not diffusktbugh beyond the individual city-cells.
A simple supply and demand model motivates the @siepn of the effects of trade,

FDI, and border enforcement on absolute wage lemnéldexico. Absolute Mexican
wages are normalized by United States wage leggisavide a basis for comparison.

Estimation Equation: The estimation regression applied is

W, =a, +at+ B FDI  + S, Tradg + B Migration, + €, (5)

in whichw represents wages for worker graup city ¢ at timet. The variabld
represents a time trend, and FDI, Trade, and Maraepresent variables that capture
these aspects of globalization. The paper eadentifies FDI as being export-oriented,
and, since Mexico has a large share of intra-inglustde, total trade is used to capture
the effects of trade rather than imports and espofhe paper is a quantity study in the
sense that it uses trade and FDI volumes and duidscus on a pre- and post-event
analysis. This framework allows the paper to dlyecompare the various effects of
different measures of globalization on wage levdlbe results suggest that total trade
contributes to rising wages, but border enforcenf@nta measure of migration costs)
lowers wages. The results for FDI are mixed, wiécplaced in context with previous
research that shows that firms that have 100%duarewnership in Mexico are less
likely to invest in innovation at the firm level.
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4.7.3 The Long-Run Effects on Wage Inequality [Besteal. (1999),
Robertson (2004)]

Globalization: Trade volumes and industry prices during liberaioraera

Working Conditions: Relative wages (personal characteristics/ineqyality

Data: Beyer et al. (1999) use household survey datatowerto estimate the
skill premium and then use data on prices, opena@sslabor supply to explain it.
Robertson (2004) uses average wages of nonproduanticd production workers to
estimate the skill premium and then compares thaseements with changes relative
product prices.

Theoretic Framework: Both of these studies are long-run studies irstmese
that they rely on the movement of workers betweelustries to diffuse the effects of
globalization throughout the economy. Their théor®undation, in particular, rests in
the Stolper-Samuelson theorem.

Estimation Equation: Beyer et al. (1999) use a first stage estimatiaraggn
just like (5) above. The difference is that, rattean focusing on industry-specific
wages, they estimate the premium that comes frone maucation. They then use this
premium in a second-stage equation. Robertsomjai¥es several different estimation
approaches, but they all can be summarized byithges equation

relativewage=A relativeprices &, . (6)

The main difference in this approach from the aghetthat it focuses on the time-series
dimension. In this sense, it allows both papeigé¢atify the contribution of changes in
prices to changes in wage inequality. Beyer gt1899) also include the relative supply
of educated workers and trade volume (as a sha&®#&¥). Both papers find that
changes in relative prices play a significant rolexplaining wage inequality.

5. Lessons and Conclusions

This paper identifies the main aspects of both gfiabtion and working
conditions that have been identified in the literatand presents a general theoretic and
empirical framework for identifying the relationphbetween these variables. The goal
of this framework is to provide a very general, #technical guide to implementing
country-specific studies of the effects of globatian on working conditions. A
thorough study of globalization and working conatis should have two main
components. First, the relevant aspects of glaatdin for the particular country should
be carefully described. This is important becatisets the context for the study and also
identifies the variables of interest in terms offbglobalization and working conditions.

Second, once the relevant variables have beenfidenthen the data can be
selected and a very general empirical approachbeapplied to complete the study. The
examples presented in the text are listed in tderasf both the timeframe at which
globalization affects working conditions, and theguency at which each kind of study
appears in the literature.

During 2006-2007, this methodology was appliedotar fcountries (Cambodia,
Indonesia, El Salvador, and Honduras). Each cgwtirdy had three main components:

24



a description of the country’s experience with gliaation, an analysis of (changes in)
inter-industry wage differentials that could be gared across countries, and an
idiosyncratic part that analyzed some country-dpeaspect of working conditions.
Applying the methodology to these countries gereraeveral important lessons and
revealed some shortcomings of the approach thaiéhe considered when applying
this methodology in the future.

The first main lesson was that, although these ttmsnare very different in many
ways, including region, history, institutions, aside, both the experience with
globalization and the effects on the measures okwg conditions studied were
surprisingly similar. While this document descslmeany different possible ways that
globalization could be manifested in a developiagntry, the experience was very
similar in all four of these countries: foreignetit investment primarily directed at
producing for export seemed to one of, if not tngying force of globalization.
Furthermore, the FDI in these countries was gelygpamarily focused on the apparel
sector. This is not to say that other forces weterelevant, but the results of these four
country studies were more homogeneous than theiptésie of globalization’s many
faces offered above.

The inter-industry wage approach had both advastagd disadvantages. The
advantages were that the approach was directly amabfe across countries. The results
revealed that export-focused foreign direct investiwas positively correlated with
wage differentials, both across industries andssctione. A disadvantage was that the
studies did not conduct extensive formal testdhefrelationship between globalization
measures and wage differentials. Future work shewolrk to formalize these
comparisons. Another disadvantage was that tierdiftials do not capture within-
industry heterogeneity. That is, wages and workimgditions between plants within the
same industry were not analyzed. As Brown (20@&)tp out, this remains a fruitful
area for research.

Another advantage of the inter-industry wage défetal approach is that it
allowed a formal comparison between measures dfimgiconditions between
industries and wage differentials. The main rethat emerged from this comparison
was that the apparel differential and the foodadre were inversely related and this
correlation matched that found between measure®ing conditions across
industries. That is, high wages in apparel (esfgaielative to agriculture) were
matched by relatively good working conditions (esakty relative to agriculture). In
general, wages and working conditions were positikeated.

Finally, the comparison of other measures of wagldonditions was driven by
data availability. Qualitative analysis revealkdttmonitoring and international attention
played a potentially significant role in wages avatking conditions. This suggests a
need for continued monitoring and data collecti@ata availability was recognized as a
limiting factor to this approach early on, but #graphasis of using household studies
(which are more often available) helps addressptoblem to some extent.

The overall findings of these country studies ssttjeat globalization has had
positive effects on working conditions. In partem) these diverse countries seemed to
share a similar experience. The influx (or outfjmf export-focused foreign direct
investment was positively correlated with wage prens and working conditions, as
employment in agriculture fell and apparel emplogtiacreased. This not to say that
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adjustment did not affect other important dimensjan particular informality, but the
success of these studies suggests that they néiglg as an important first step towards
understanding the link between globalization andkmng conditions in developing
countries.
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Appendix
Are Wages and Working Conditions Related?
The Hypothesis of Compensating Differentials

From Adam Smith, economists have theorized thakersrwho take jobs in less

favorable conditions must be compensated with higleges. This hypothesis has been

calledcompensating differentialsif the theory holds, workers in developing coieg

who accept jobs with less favorable working comdisi would earn higher than averagg

wages, suggesting that wages and working conditiangd be inversely related.
The theory of compensating differentials is relévanany empirical study of

v

working conditions for several reasons. First, ora/ only have data on wages, and gne

may want to make inferences about working cond#tivom wages. This is problemati
in the sense that it makes finding accurate dataaking conditions very important,
and, generally, these data are very hard to find.

Second, if workers are working in less favorabladitons, but are being
compensated for them with higher wages, thennbisclear that workers are worse off
when working in less favorable conditions. In otiverds, if workers are fairly
compensated, then it is not clear that we nee@ toobcerned about these conditions
because workers may sort themselves into jobs dicpto individual preferences so
that workers are not necessarily worse off wherkimgrin less favorable conditions.

Empirical results from previous studies

Although the compensating differentials hypothesidures, there has been
surprisingly little empirical evidence to suppdrt In fact, the general consensus of thg
academic literature is that workers earn littlgnfy, differentials for many different
dimensions of job characteristics. In fact, sorapgss suggest that workers in more
favorable conditions may even earn higher wagese €n only assume from this
literature that the link between working conditiarsl wages cannot be taken for
granted.

Naturally, this is problematic because, as desdrdzlier, data on specific
working conditions are hard to find. Firms are gratly willing to report wage data, bu
data on working conditions are much more closebrded.

Therefore, the logical conclusion seems to bewlaiking conditions are
generally separable from wages. With the excemfaninimum wages, working
conditions are generally more likely to be detemithy convention or law than wages
are. The implication of this is that working cotmains at the firm level are probably not
going to change very much in the short, or perteygs the medium run, with
globalization. Changes can occur as workers bkiftveen firms and between industrie
in response to globalization.

O
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Figure 1: National Income and Average Workweek (hours)
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Notes: Data on work week and fatal injuries from LABORS{&database of the International Labour
Office Bureau of Statistics) yearly data, tablesa#id 8b available online dittp://laborsta.ilo.org Work
week is avg. work week in manufacturing in 2004{sare for 2003 or 2002). Correlation between work
week and GNl/cap is -.3264*.
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Figure 3: National Income and Fatal Injuries
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Notes: Fatal injuries is number of injuries resultimydeath per 100,000 workers in 2004 (some are for
2003 or 2002). The correlation between fatal iegiand In(GNl/cap) is -.4245**, Data on GNI/capitre
from the World Bank’s Quick Reference Tables avddaonline at:
http://web.worldbank.org/WBSITE/EXTERNAL/DATASTATIHCS/0,,contentMDK:20399244~menuP

K:1504474~pagePK:64133150~piPK:64133175~theSite®329,00.html
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