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Abstract 
 
This paper aims to empirically examine whether countries with high labour 

standards experience a loss in export competitiveness using a panel data for five 
ASEAN countries (Malaysia, Indonesia, Singapore, Thailand and Philippines) for 
period 1995 – 2010. We use the pooled OLS approach to estimate the gravity model 
that incorporated natural determinants of comparative advantage and labour standards 
indicators. The results indicate that labour standards matter in explaining export 
performance, but countries with low labour standards do not seem to systematically 
gain unfair comparative advantage. The finding of this study implies that policy-
makers should place more effort into increasing the labours’ productivity that could in 
turn, improve the export performance.  
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I. Introduction 
 
The issues of trade and labour standards, especially the increasing concerns 

about low labour standards in developing countries, are always a hot topic for 
research conducted by economists and policy-makers. Developed countries argue that 
low labour standards are not only morally unacceptable, as they violate basic human 
rights; it is also economically threatening the living standards of the workers, since 
the countries may deliberately lower the standards to enjoy unfair comparative 
advantages in production and exports (Bhagwati, 1996). 

When firms in developed countries fail to compete with their counterparts, who 
enjoy lower labour costs in developing countries, they often shut down and/or move 
production to developing countries. These firms also urge the local governments to 
lower the domestic labour standards to improve their competitiveness in production. 
This demand has raised the fear that there is a ‘race to the bottom’ among countries to 
maintain their export competitiveness. Consequently, developed countries have called 
for the inclusion of a social clause in multilateral trade negotiations to restrict, or 
impose, import barriers against products produced by countries with low standards 
(e.g., the Uruguay Round of General Agreement on Tariffs and Trade (GATT) talks, 
World Trade Organization (WTO) conferences in 1996 and 1999). They argue that 
this action will stop social dumping and prevent a race to the bottom in undeveloped 
countries. 
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In the meanwhile, developing countries view the calls for standard 
harmonization as another form of disguised protectionism by developed countries. 
They emphasize that the lower labour costs in developing countries is not solely due 
to lower labour standards. Most of the developing countries are characterized as 
labour–abundant countries. Their exports are generally labour–intensive manufactured 
products, which require a lot of low skilled labour. Thus, they see that the inclusion of 
the social clause would eliminate their comparative advantage and deteriorate 
international trade, which, in turn, would slow their economic growth.  

Consequently, there are two contrary arguments from developed and developing 
countries in relation to labour standards and international trade. The first is whether 
countries with lower labour standards enjoy unfair comparative advantages in 
production and exports, as compared to countries with higher standards. The second is 
whether countries should impose import barriers on products imported from countries 
with lower labour standards to prevent high standard countries from lowering their 
standards to improve their competitiveness.  

This study is concerned with the first issue, with the aim of empirically 
examining whether ASEAN countries with high labour standards experience a lower 
level of exporting in manufacturing products than other ASEAN countries with low 
labour standards. Despite the numerous studies that have been done to link the labour 
standards and trade performance, they usually focus on the North–South1 context, 
which includes most of the developing countries in a cross–sectional analysis. There 
are few studies that analyse the relationship between labour standards and trade 
performance that only concentrate on ASEAN countries2. Therefore, the present study 
attempts to fill in this literature gap by conducting an empirical study to examine the 
effect of labour standards on the exports of manufacturing products in ASEAN 
countries.  

The next section presents a short introduction to the concepts of labour 
standards and a review of the previous empirical works. Section III discusses the 
model and data from the study. The empirical results and findings will be discussed in 
Section IV. Lastly, a conclusion and the limitations of the study are presented in 
Section V.  

 
 

II. Literature Review 
 
Labour standards are defined as norms and rules that govern working conditions 

and industrial relationships. As labour standards are seen as domestic policies, they 
vary from country to country. In addition, they depend on the stage of development, 

                                                
1 The North-South divide is a socio-economic and political division that exists between the 
wealthy developed countries, known collectively as “the North”, and the poorer developing 
countries, known as “the South”.  
2 Mah (1998) describes the issues arising from a discussion on the ILO core labour standards 
and the attitude of ASEAN, but no empirical evidence is provided. 



cultural and political attributes, and social preferences and conditions (Brown, 
Deardorff & Stern, 1998). There are many labour standards stipulated in International 
Labour Organization (ILO) conventions, but the OECD (1996) regards several 
conventions as constituting the core international labour standards, which are 
important in protecting the welfare of labour, as well as international trade.  

There are eight ILO conventions on core labour standards: two conventions on 
union rights, child labour, forced labour, and discrimination. According to the ILO 
Declaration on Fundamental Principles and Rights at Work, ILO members are 
committed to respecting the core standards, but the standards should not be used as a 
form of protectionism in designing trade policies. Table 1 illustrates that the total 
number of countries that ratified the eight core conventions are different, but they 
range between 150–180 countries. We need to bear in mind that if a country ratifies a 
particular convention, it does not mean it enforces the convention effectively. Thus, 
core labour standards are perceived as provisions on important human rights, but may 
not be a good indicator to measure the actual labour market outcomes and working 
conditions. Other standards, such as minimum wages, safety and health standards in 
the workplace are used in the empirical studies as a more realistic measurement of 
working conditions.  

 
Table 1: Ratifications of ILO Core Conventions (as of October 2012): 

ILO Convention No. of countries 
ratified 

Forced Labour  
(1) Convention 29: Prohibition of Forced Labour 175 
(2) Convention 105: Abolition of Forced Labour 172 
  
Union Rights  
(3) Convention 87: Freedom of Association and Protection of the 

Right to Organise 151 

(4) Convention 98: Right to Organise and Collective Bargaining 161 
  
Discrimination  
(5) Convention 100: Equal Remuneration 169 
(6) Convention 111: Discrimination (Employment and 

Occupation) 170 

  
Child Labour  
(7) Convention 138: Minimum Employment Age 163 
(8) Convention 182: Worst Form of Child Labour 175 
(Source: International Labour Organization, www.ilo.org ) 
 

A number of excellent studies have been conducted to explore the relationship 
between labour standards and comparative advantage and/ or export performance, 
both theoretically and empirically.  

The OECD (1996) draws conclusions on the relationship between trade 
performance and two core labour standards, namely Convention 87 and 98 that related 
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to union rights, as there is sparse and incomplete information on the enforcement of 
the other core labour standards. The OECD study finds that core labour standards do 
not play a significant role in shaping trade performance. There is also lack of solid 
empirical support on low standards countries that enjoy gains in the export market 
share, as claimed by some developed countries. This result implies that patterns of 
specialization are mainly governed by the relative abundance of factors of production 
and technology differences.  

A few studies extend the work of the OECD (1996) to further empirically 
examine the relationship between core labour standards and export performance; these 
include Mah (1997), Hasnat (2002), Busse (2002) and Dehejia and Samy (2004). One 
limitation of the OECD (1996) study is that it fails to control for other factors that 
influence export performance. Mah (1997) improves this limitation by including the 
real interest rate as a control variable to capture the capital cost effect. He regresses 
the export shares of gross domestic product (GDP) on the ratification of core ILO 
conventions for 45 developing countries to check the effect of ratifying the core 
labour standards in a country on its export performance. He finds that the ratification 
of conventions specifying union rights and discrimination deteriorate the export 
performance of the selected countries. He also finds that the outcome apparently 
varies with respect to the level of development. The significance of the variables for 
freedom of association and non-discrimination in employment improve, although the 
sign of the variables does not change.  

Mah (1997) also uses ratifications of ILO core conventions as a proxy for labour 
standards. Hasnat (2002), on the other hand, obtains slightly different results as 
compared to Mah (1997). While all the coefficients for ratifications are negative signs, 
he only finds that the ratification of Convention 98 the right to organize and collective 
bargaining, has a significant influence on exports. This finding is different from Mah 
(1997), who finds weak support for this convention. Apart from this difference, 
Hasnat (2002) also concludes that his results are not sensitive to the level of 
development, although there is a significant difference in terms of per capita income 
among the selected countries.  

As most of the developing countries rely on the exports of labour-intensive 
goods, it is worthwhile to empirically examine whether countries can improve their 
competitiveness, and therefore, increase their exports of labour-intensive goods with 
lower labour standards.  

Busse (2002) concentrates on this question and focuses on whether developing 
countries can derive a comparative advantage in unskilled-labour-intensive goods 
from low labour standards. He regresses the comparative advantage, which is 
measured by the ratio of unskilled-labour-intensive manufactured goods to the total 
exports of goods on core labour standards. The empirical results obtained in Busse 
(2002) do not point in the same direction as expected in the theoretical analysis. The 
results reveal that, on the one hand, forced labour3 and child labour would increase the 

                                                
3 Forced labour refer to any work or services which people are forced to do against their will 

under the threat of some form punishment.  



endowment of unskilled-labour and enhance the comparative advantage in unskilled-
labour-intensive manufactured goods. On the other hand, discrimination against 
females would lead to the opposite result. In addition, the empirical evidence suggests 
that weaker union rights are associated with a stronger comparative advantage in 
unskilled-labour-intensive goods. 

Another study that is motivated by the OECD (1996) is Dehejia and Samy 
(2004). Their study consists of two parts. The first part of the study presents an 
estimation for the effects of labour standards on trade using a set of cross-sectional 
macro-data for a sample of developed and developing countries taken from the OECD 
(1996). Their analysis represents a significant improvement over Mah (1997) for two 
reasons; (1) they control for the natural determinants of comparative advantage, and 
(2) they check whether the choice of different indicators for labour standards yields 
different conclusions. Overall, they obtain rather weak evidence to support the view 
that countries characterized by low labour standards enjoy an unfair comparative 
advantage in trade.  

In the second part, Dehejia and Samy (2004) consider the empirical effects of 
labour standards on exports for Canada using annual data for the period of 1950 – 
1998. They choose Canada as the focus of the study, as they are constrained by the 
data availability for other countries. Furthermore, it is important to study the link 
between labour standards and trade among developed countries that are characterized 
by similar political systems, and that are part of regional trade arrangements. The 
North-American Free Trade Agreement (NAFTA) and the bilateral Free Trade 
Agreement (FTA) between the United States and Canada also draw attention to free 
trade and labour standards issues. Their empirical results reveal that only normal 
weekly hours of work, as an indicator of labour standards, is consistent with the view 
that low labour standards lead to higher export performance, while the rate of injuries 
has the opposite effect. 

In the meanwhile, some researchers have highlighted the importance of 
variables that are able to measure the actual labour regulations to be included in the 
models for the estimations. They highlight that neither the stringency of the labour 
regulations, nor the effectiveness of enforcement, is reflected by the ratifications of 
the core labour standards. To improve this weakness, Rodrik (1996) and van Beers 
(1998) use the statutory hours of work and the days of annual leave with pay as the 
measurement of labour standards. In his empirical work on comparative advantage 
and labour standards, Rodrik (1996) uses the ratio of textile and clothing exports to 
total exports as the dependent variable; and include the population-land ratio and 
average years of schooling for relative labour endowment and human capital, 
respectively, as natural determinants of comparative advantage. He fails to find any 
statistically significant relationship, though the variables for labour standards carry 
the expected signs.  

Unlike some studies in the literature that use the total exports of manufactured 
goods as a share of GDP for the dependent variable, in his gravity model, van Beers 
(1998) uses labour-intensive (capital-intensive) trade, labour-intensive low-skilled 
(high-skilled) trade and capital-intensive low-skilled (high-skilled) trade as the 



dependent variables. He finds no significant impact of labour standard stringency on 
the exports of labour-intensive commodities. However, if the bilateral trade flows are 
also distinguished according to differences in skill-intensities, labour standard 
stringency was found to have a significant negative impact on the exports of both 
labour-intensive and capital-intensive commodities that are produced with relatively 
more high-skilled labour.  

 
 

III. The Model 
 
This study follows the works of van Beers (1998) and Dehejia and Samy (2004), 

using a gravity model with some modification, to analyse how the differences in 
labour standards between countries influences foreign trade flows. We choose a 
gravity model and not a Heckscher–Ohlin framework in the study based on two 
reasonable considerations. First, the Heckscher–Ohlin approach is based on 
multilateral trade flows. Hence, the effects of the differences in labour standards on 
trade flows between countries may be offset, as multilateral trade is an aggregate of 
bilateral flows. Second, Bergstrand (1989) and Deardorff (1995) have illustrated that 
the gravity model is consistent with the factor endowment models.  

An augmented version of the gravity model takes the following form: 
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where EXij refers to exports from country i to country j; Yi and Yj refer to the 

gross domestic product (GDP) of country i and country j, respectively; Ai and Aj refer 
to the land area of country i and country j; Dij refers to the distance between country i 
and country j; Pij refers to the dummy variables for common language and countries 
that share a common border; and µij refers to the disturbance term. 

Equation (1) illustrates that the supply of exports from country i is based on its 
own GDP and the demand for country i’s exports (country j’s imports) is based on 
country j’s GDP. Distance measures the resistance to trade between the countries. A 
number of conditioning variables are included into the simple gravity model to take 
into account other factors that may affect trade patterns. We use dummy variables to 
reflect the specific deviations from the expected trade patterns as a result of the 
countries that are sharing a common language and common border. In addition, the 
size of the countries, measured by land area, is also included, since it is expected that 
countries with larger land masses will trade less.  

As for specific econometric representations, we use a log–linear form to 
simplify the multiplicative nature of the gravity model as follows: 
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where EXijt represents exports from country i to country j at time t; GDPit and 

GDPjt refer to the GDP for country i and country j at time t; landit and landjt refer to 
the land area for country i and j at time t; distij is the great circle distance between 
country i and country j; langij is a binary variable which equals to 1 if country i and j 
share a common language, otherwise 0; borderij is a binary variable which is unity if 
country i and j are contiguous, otherwise 0; labsit and labsjt  are the different measures 
for labour standards in country i and j at time t; µijt is the normal disturbance term and 
it is assumed to be well behaved. 

We assume the intercept in Eq. (2), α0, is common to all years and country pairs, 
as characterized by the pooled ordinary least square (OLS) approach. It is expected 
that β1 and β2 are both positive, as we believe that countries that are economically 
large tend to trade more. But countries that are geographically large tend to trade less, 
thus, β3 and β4 are expected to carry a negative sign. The coefficient β5 is expected to 
be negative, as distance resists trade among countries; while coefficients β6 and β7 are 
assumed to be positive, as countries that share a common language and border tend to 
trade more.  

As for the labour standard variables, if based on the fact that higher labour 
standards impose an additional cost to production, then β8 and β9 are assumed to have 
the opposite signs. More precisely, an improvement in country i’s labour standards is 
likely to have a negative impact on export performance, based on conventional 
wisdom; whereas an improvement in country j’s labour standards would lead to more 
exports from country i to country j. However, the coefficients, β8 and β9, can vary 
from the above description, if the effect of labour standards improves productivity 
more than the negative effects arose from higher labour costs.  

 
 

IV. Data Description 
 
The present empirical analysis employs an unbalanced panel dataset of annual 

observations for five ASEAN countries (Indonesia, Malaysia, Singapore, Philippines 
and Thailand) over the period of 1995 to 2010. 

The dependent variable, lnexmanu, refers to the exports of manufactured goods 
(SITC Rev. 3 categories 5 to 8 and excludes 667 and 68). The GDP of the countries 
(lnrGDP) are in real terms and US dollars. Land area (lnland) is measured in squared 
kilometres; while distance (lndist) is measured in kilometres by the great circle air 
distance between capital cities to proxy transportation costs. We also include another 
two dummy variables to reflect the specific country-pair effect. Comlang_etno refers 
to the two countries that share a common language spoken by at least 9% of the 
population in both countries. Contig refers to the countries that are contiguous 
(sharing a common border).  

This study uses three indicators to measure labour standards across the selected 
countries. We use the number of the total and core ILO conventions ratified by the 
selected countries separately, as two of the labour standard indicators. Although 



previous studies had pointed out that these two measures are imperfect, due to being 
unable to provide sufficient evidence on actual regulation enforcement, we still 
include them as indicators for labour standards, as we are limited by the data 
availability of the other measures. In addition, we use an alternative measure, the 
average weekly hours worked in the manufacturing sector, to improve the 
imperfection of using the ratification of conventions as a proxy to labour standards.  

A more detailed description of the variables used and the sources of the data are 
listed in the Appendix.  

 
 

V. Empirical Evidences 
 
Table 2 presents the estimation results using a pooled OLS technique for the 

gravity model. Column (1) illustrates the results for the baseline model, which 
excluded the labour standard variables. The standard variables in the gravity equations 
are strongly significant with the correct signs, with exception of comlang_etno and 
lndist. The coefficient of the distance is the right sign, even though it is insignificant. 
This could be due to the selected countries being in the same region, which means the 
distance is not an important factor in restraining the trade among the countries. But 
the coefficient of common language is the “wrong” sign and is statistically significant. 
One possible explanation for this result could be that those countries sharing a 
common spoken language produce similar goods and compete with each other 
(DeRosa, 1993).  

Columns (2) – (4) reflect the estimation results when the variables for labour 
standards are included in the gravity equations. We do not include all three labour 
standard variables into one equation, to avoid the problem of multicollinearity and a 
loss of degrees of freedom. Despite the smaller number of observations in Column (4) 
due to the limited availability of the average weekly hours worked, the results do not 
change significantly, as compared to the baseline model.  

All the coefficients of labour standards are positive, as illustrated in Columns (2) 
– (4), which illustrates that a more careful analysis is needed before drawing 
conclusions as to whether countries with lower standards enjoy an unfair comparative 
advantage in exports. Column (2) shows the results of the regression using the 
numbers of ratification of ILO conventions (corei and corej) as the proxy of labour 
standards. The coefficient of corei is positive and only significant at 10%, indicating 
that when countries have higher labour standards (ratified more core conventions), 
this leads to an increase in the exports of the manufacturing commodities.  

When we regress the dependent variables on the total numbers of ratifications of 
ILO conventions (Column (3)), the results are slightly different. The coefficient of 
totalj is positive and significant at 10%, indicating that the exports of the exporting 
countries to their counterparts increases when importing countries have higher labour 
standards. This result provides rather weak evidence to support the argument of 
countries with low standards tending to export more.  



Column (4) reports the results of the estimation using average weekly hours 
worked in the manufacturing sector (lnhour) as the measure of labour standards. 
Interestingly, the coefficients of lnhouri and lnhourj are both positive and statistically 
significant. This result indicates that, on the one hand, the exports increase due to an 
increase in average working hours (which means low labour standards) in exporting 
countries, which provides empirical evidence to support the conventional wisdom that 
lower labour standards in countries induces exports. On the other hand, the exports of 
manufacturing commodities in exporting countries increases further, when the 
importing countries have lower labour standards, and this is contrary to the 
conventional wisdom.  

One possible explanation for this interesting finding could be the cost 
consideration effect that takes place in the manufacturing production process, when 
exporting countries have lower labour standards. But when importing countries lower 
the standards more than the exporting countries, the productivity effect in the 
exporting country outweighs the cost considerations and results in a better penetration 
into their partner’s market. 

 
Table 2: Pooled OLS Regression Estimation Results 

Explanatory Variables Dependent Variable: lnexmanu 
(1) (2) (3) (4) 

constant -24.98*** 
(-4.13) 

-18.41** 
(-2.51) 

-25.46*** 
(-4.21) 

-143.69*** 
(-3.91) 

lnrGDPi 
1.37*** 
(7.47) 

1.27*** 
(6.38) 

1.29*** 
(6.67) 

1.90*** 
(3.49) 

lnrGDPj 
0.55*** 
(3.01) 

0.40** 
(2.01) 

0.64*** 
(3.35) 

1.32** 
(2.38) 

lnlandi 
-0.34*** 
(-11.08) 

-0.36*** 
(-11.02) 

-0.33*** 
(-10.58) 

-0.29*** 
(-3.41) 

lnlandj 
-0.33*** 
(-10.29) 

-0.33*** 
(-9.83) 

-0.33*** 
(-10.14) 

-0.27*** 
(-3.22) 

lndist -0.21 
(-1.19) 

-0.28 
(-1.51) 

-0.29 
(-1.50) 

0.30 
(0.73) 

comlang_etno -0.83*** 
(-5.56) 

-0.90*** 
(-5.78) 

-0.84*** 
(-5.65) 

-0.57 
(-1.46) 

contig 1.35*** 
(6.07) 

1.38*** 
(6.19) 

1.42*** 
(6.16) 

1.82*** 
(2.95) 

corei 
- 
- 

0.06* 
(1.69) 

- 
- 

- 
- 

corej 
- 
- 

0.02 
(0.64) 

- 
- 

- 
- 

totali 
- 
- 

- 
- 

0.002 
(0.20) 

- 
- 

totalj 
- 
- 

- 
- 

0.02* 
(1.66) 

- 
- 

lnhouri 
- 
- 

- 
- 

- 
- 

9.61** 
(2.50) 

lnhourj 
- 
- 

- 
- 

- 
- 

11.02*** 
(2.93) 



N 315 315 315 127 
Adj. R-squared 0.577 0.579 0.579 0.451 

Note: Test statistics are illustrated in parentheses. *, **, *** represent significance levels of 10%, 5% 
and 1 %, respectively. 

 
 

VI. Conclusion 
 
This paper examines whether countries with higher labour standards face a loss 

in export competitiveness and experience a lower level of exports in manufacturing 
commodities than countries with lower labour standards, among ASEAN countries 
using a panel dataset sample for the ASEAN–5 over the period of 1995 – 2010. 
Although the issue of trade and labour standards has been extensively discussed in the 
literature, both theoretically and empirically, it has generally been overlooked in the 
case of regional trade agreements involving countries that share similar political 
systems and are free to set their domestic policies.  

We focus our attention on average weekly working hours in the manufacturing 
sector to examine the implications of labour standards for export performance, based 
on the fact that working hours are more “realistic” to reflect the working conditions in 
the industries. Albeit weak evidence, we also perform the regressions using different 
proxies for labour standards and discuss their implications. The results we obtained 
from the pooled OLS regressions indicate that labour standards matter in explaining 
export performance, but that the conventional wisdom is not always true. Countries 
with higher labour standards do not always lose their export competitiveness, as the 
productivity effect may outweigh the cost effect.  

We also find that the influence of labour standards on export performance is 
slightly less than that of the traditional variables in a standard gravity model. Our 
results are context-specific and based on a sample of developing countries involved in 
a regional trade agreement. There is a need to look into the role of labour standards in 
explaining the bilateral trade flows between ASEAN countries and their non-ASEAN 
main trade partners, whose labour standards are higher than the former. We 
recommend that future studies take on these interesting areas in their investigations. 

Given that the findings in the present study imply that countries with low labour 
standards do not seem to systematically gain an unfair comparative advantage in 
export performance, we believe that policy-makers should place more effort into 
increasing labour productivity in the manufacturing production process, which, in turn, 
improves export performance. The increase in worker productivity is vital, especially 
in labour - abundant ASEAN countries. 

A limitation of this paper is that we were unable to assess the effects of labour 
standards more thoroughly by using different proxies of labour standards; this was 
due to a lack of available data. Hence, we only used the number of conventions 
ratified and average weekly hours worked as indicators of labour standards. A 
noteworthy future research question is how labour standards affect the exports of 
manufacturing commodities categorised into factor – intensities.   
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Appendix A 
 

Sources of Data 
• Bilateral trade flows are exports data, obtained from United Nations 

Conference on Trade and Development (UNCTAD) at 
http://unctadstat.unctad.org  
 

• Real GDP and land area (except Singapore, provided by Department of 
Statistics, Singapore) are obtained from World Development Indicators, 
World Bank at http://data.worldbank.org/  
 

• Distance, common language, and common language are obtained from 
the Centre d’Etudes Prospectives et d’Informations Internationales 
(CEPII) at http://www.cepii.fr/  
 

• Hours worked in manufacturing sector are from LABORSTA, ILO 
database on labour statistics at http://laborsta.ilo.org/  
 

• Numbers of ratifications of ILO conventions obtained from ILO 
NORMLEX website at http://www.ilo.org/dyn/normlex/  
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