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Abstract

This paper investigates the sensitivity of foreign direct investment to labor market conditions. We present improvements to the modelling of the labour markets. In  particular, we move beyond the traditional use of a single labour market variable ( mainly wages)  to a composite measure of labour market rigidities in the models of FDI. Furthermore, we distinguish between domestic market seeking and export oriented FDI and analyse their determinants separately. This represents another innovation in the empirical research on FDI.  Most existing studies focus on explaining total inward FDI.  For the econometric analysis, we pool the cross section data of  25 Indian states with time series data of 11 years (1991-2001). The theoretical underpinning is provided by integrating the OLI framework of  FDI  with the ‘institutional theory. To analyse the sensitivity of the estimates to the choice of the estimation model, the dependent variable is defined to take two different forms- discreet and continuous. Accordingly, two different estimation techniques are used namely, the  count model techniques and the ‘Panel Corrected Standard Estimates’ technique. Results of the empirical analysis suggest that rigid labour markets discourage FDI. The effect of labour market rigidities and labour cost however is more pronounced for the export oriented FDI as compared with the domestic market seeking FDI. It is therefore evident that aside from promoting the other factors, India will have to attempt to exploit its comparative advantages in the labour intensive sector before they get eroded. Due to stiff political opposition any major change in labor laws may be ruled out. However, the government would do well by concentrating on reforms in the export sector. This may not attract wide publicity but would be effective nevertheless. Finally, econometric evidence found in the study suggests that infrastructure and regional development induces higher FDI both in the export and domestic market sectors.  

The Influence of Labour Markets on FDI : Some Empirical Explorations in Export Oriented and Domestic Market Seeking FDI Across Indian States

1. Introduction

 As competition intensifies between countries to attract FDI,  governments are moving ahead with increasing efforts to be pro-active as promoters of FDI into their countries. Since increasing numbers of countries have put similar liberal policies in place, their existence is now becoming a minimum requirement, and no longer a significant point of differentiation. Policies used traditionally to influence FDI and its location (policies of investment and trade liberalisation), have therefore been expanded by host countries to embrace new policies, that have not specifically been considered in the FDI context in the past.  At the same time, it is also found that the determinants of FDI in developing countries have  changed in the process of globalisation (UNCTAD 1996, 1998, Kokko 2002, Dunning 2002). While the importance of the size of national markets as FDI determinant is on the decline, cost differences between locations, the quality of infrastructure and the availability of skills have become more important. Host countries are  therefore gradually being evaluated by potential foreign investors on a broader base of policy considerations than the traditional ones. Labour market reforms constitute one such policy. There is a growing recognition among governments  in developing countries that labour market reforms are necessary  for attracting FDI (see for instance, Business Line 2001, Government of India 2002a, see also Cotonou Agreement between EC and ACP countries signed on 23 June 2000, Art. 22).  It is believed that in an increasingly intense competition  for  attracting FDI inflows many developing countries are involved in the race-to-the bottom of labour standards ( see Singh and Zammit, 2003, 2004  for discussion). The ILO (1998) documents the widespread lack of adequate labour standards, including the lack of trade union rights in most of the 850 or more export processing zones (EPZs) around the world, which employ about 27 million people. There are however scholars who argue that this theory is too simplistic and is contradicted by elementary facts. There are a wide variety of factors which determine the location of investment. Labour costs and labour standards may be among these but clearly they are not the crucial factors (Oman 2000, Nunnenkamp, 2002, Kucera 2001).  

Though the impact of labour markets on FDI inflows has been subject to considerable debate, it remains thoroughly under researched. Most studies remain focused on the impact on wages on FDI
 (See for instance Singh and Jun 1997, Hatzius 1997, Bukley et al. 2001, Balasubramanyam and Sapsford 2002 for recent studies and references. See also , Guha and Ray 2000, Chunlai 1997, Liu et al 1997, Love and Lage Hiddalgo 2000, Lucas 1993 for recent developing countries’ studies). Wage costs frequently failed to achieve significance and there is no evidence of robust relationship between labour cost and FDI (Dunning, 1994).  Buckley et al. (2002) however argued that a single labour cost variable may fail to capture the labour market influences. A few researchers have also incorporated the effects of labour unrest ( Moore 1993 for outflows of FDI from Germany, Hatzius 1997 for bilateral flows between Britain and Germany and  Singh and Jun 1997, Lucas 1993 and Sanyal and Menon 2004 for developing countries); or the presence of labour unions ( Friedman et al. 1992 and Head at al. 1999 for the US FDI inflows , and  Cooke and Noble 1998 and Karier 1995 for the US outward investment), or selected labour legislations/ labour standards ( OECD 2003, Nunnenkamp 2002, Kucera 2001) in their FDI models. Apparently while some scholars have focused on the effects of selected labour laws/standards, others are concerned with other labour market institution i.e. industrial relations/ labour union. The present study argues that labour market conditions are an outcome of interactions between two sets of institutional forces, labour legislations and particular structure of other labour institutions, which in turn is determined by the political, economic and historical processes. It has therefore used a comprehensive measure of labour market inflexibility to examine how it influences FDI inflows. While doing so, it attempts to quantify labour market rigidities using the available data and analyses their impact on inter-state variations in FDI inflows in India. Inclusion of  labour rigidity variables in the model represents an innovation in the modelling of FDI.  The theoretical underpinning is provided by integrating the OLI framework of  FDI  with the ‘institutional theory’. The study thus investigates  how economic behavior and institutions are embedded. Institutional arrangements are of particular significance in emerging markets because the underlying market mechanisms are typically weak and underdeveloped.

 In India, labour market regulations are in the concurrent list, which empowers both the centre and the state governments to formulate labour laws. In practice, major labour laws come under the jurisprudence of the Centre. State governments may pass amendments or  some bye laws affecting labor laws.  This introduces, and also allows for the possibility of heterogeneity in labour market conditions at the state level. Besides, Indian states differ considerably in terms of economic, social, political and historical processes. These disparities which shape the labour institutions influence the enforcement of the laws. Labour market conditions therefore are likely to differ widely across states. The study thus investigates the indirect effect that labour market institutions have on FDI, by shaping labour markets. The inter-state analysis makes it possible to keep a number of national level factors (FDI policies, trade policies, macro economic policy, exchange rates and regional and bilateral treaties) constant while allowing us to focus on labour markets.
India initiated  the process of liberalisation in 1991. Since then, several policy changes have been introduced liberalising the tax regime, industrial licensing regime and trade regime. However, FDI flows remain only 1 % of GDP. Against the target of Rs. 10 billion per year., India has succeeded in attracting only Rs. 3 billion to Rs. 4 billion of FDI on annual basis.  Negligible FDI flows may be explained by several factors including the ongoing macroeconomic and structural factors. Whether or not rigid labour markets are also to be blamed for the poor FDI performances  remains a hotly debated issue in India . Many argue that there is an evident lack of political will in pushing through effective reforms in such areas as "labour market". One consequence of this is FDI eluding India as opposed to the experience of Korea and China. In a recent FICCI (2003) survey 82% of the respondents rated overall policy framework as average to good. Availability of skilled labour power has also been rated good by whopping 82%. The remaining 17% rated it to be average. 75% of the respondents however have expressed anguish over the rigidities that characterise labour market. But there is no systematic empirical analysis to examine the impact of labour market factors on FDI. India thus provides an interesting case for such a study. 

The study distinguishes between domestic market seeking and export oriented FDI. It is believed that relative importance of the factors that affect the location of FDI varies according to whether it is market seeking or export oriented (Caves 1996). In this era of globalisation there has been a growing emphasis in many developing countries to adopt strategies to attract export-oriented FDI. Experiences of many developing countries such as China and Mexico suggest that MNEs can play a pervasive role in the exports of developing countries. Moreover, export oriented FDI are found to have greater favourable externalities as compared to domestic market seeking FDI  (Kumar 2004). Therefore, in addition to contributing to the debate on the role of labour market on FDI inflows, understanding the factors that influence export oriented and domestic market seeking FDI bears important policy implications in the Indian context.  This study has been made possible due to our access to the unique database maintained by the Department of Industrial Policy and Promotion , Government of India on export oriented FDI approvals. In the absence of state-wise data on actual FDI inflows, we have used the approval data in the analysis

The plan of the study is as follows. Section II analyses the inter-state variations in FDI approvals. Section III discusses the theoretical framework underlying the relationship between labour market rigidities and FDI. Section IV describes the model and formulates hypotheses. Section V describes the construction of variables, sources of database and methodology. Section VI discusses the empirical results. Finally, Section VII concludes and analysis and draws policy implications.   

II. State wise Trend and patterns of FDI in India

Total FDI approvals

The annual actual flow of FDI in India  rose from  US $ 0.1 billion in 1991 to US $3.44 billion in 2002. FDI in 2002 accounted for 1 percent of GDP and 4.3 percent of domestic investment, the corresponding figures for 1991 being 0.07 and 0.12 respectively. It is believed that if corrections are made for the under estimations in the definition of FDI in India, it works out to be Rs. 7-8 billion. One may thus argue that the annual FDI  inflows  may not have reached the projected level of $ 10 Billion ( as argued above) but they have surely improved substantially over time after 1991. 

The total figures of FDI inflows however disguise considerable variation in performance among states. Of the 25 states
, six states namely Maharashtra, Tamilnadu, Karnataka, Delhi, Andhra Pradesh and West Bengal accounted for over 86% of the total FDI amount approved  during 1991-2002. Their share in total number of approvals was over 75.5%. The ratio of FDI amount approved to GSDP (Gross State Domestic Product) of these states varied between  1% ( as in Delhi) and 0.31% ( as in Andhra Pradesh). The second rung of states namely Gujrat, Madhya Pradesh, Uttar Pradesh, Orissa and Kerala accounted for 10.8% of the total FDI approved during 1991-2002. These states accounted for roughly 15% of the total number of approvals during the same period. FDI-GSDP ratio in these states varied from 0.26% to as low as  .05%. On an average it was 0.14% as compared with 0.61% for the top rung. The third group of states comprises of 6 states. These are namely, Rajasthan, Himachal Pradesh, Punjab, Goa, Haryana and Bihar. These states, accounted for only 2.5% of total FDI approved during the reference period. Their share in total number of approvals was 9.4% . For all these states, FDI to GSDP ratio remained less than 0.1%. Finally, there are seven North Eastern states and Jammu and Kashmir. These states have a negligible share in total FDI approvals. Even as a proportion of their GSDP, the share of FDI remains negligible. 
Table 1 :  Inter-state variation in FDI approvals : 1991-2001

	State
	Share in total FDI amount approved during 1991- 2001 (%)
	Share in total number of FDI collaborations approved (%)
	Ratio of FDI to GSDP (%)

	Top rung States

	Maharashtra
	33.92
	24.12
	0.674

	Tamilnadu
	13.55
	14.01
	0.479

	Karnataka
	11.80
	12.80
	0.560

	Delhi
	10.34
	14.54
	1.121

	Andhra pradesh
	8.80
	6.58
	0.310

	West Bengal
	8.25
	3.57
	0.514

	Second rung states

	Gujarat
	3.70
	4.89
	0.175

	Madhya pradesh
	2.47
	1.57
	0.132

	Uttar pradesh
	1.76
	4.58
	0.053

	Orissa
	1.67
	2.09
	0.256

	Kerala
	1.19
	1.71
	0.083

	Third rung states

	Rajasthan
	0.81
	1.99
	0.056

	Haryana
	0.75
	4.41
	0.085

	Punjab
	0.45
	1.16
	0.046

	Goa
	0.23
	1.02
	0.186

	Bihar
	0.22
	0.45
	0.014

	Himachal Pradesh
	0.0762
	0.3564
	0.075

	Botton rung states

	Meghalaya
	0.0108
	0.0375
	0.017

	Mizoram
	0.0031
	0.0094
	0.008

	Arunachal pradesh
	0.0022
	0.0188
	0.009

	Jammu Kashmir
	0.0017
	0.0188
	0.001

	Nagaland
	0.0007
	0.0094
	0.001

	Manipur
	0.0006
	0.0094
	0.001

	Assam
	0.0003
	0.0375
	0.0001

	Tripura
	0.0001
	0.0094
	0.0003


Source : Secretariate of Industrial Assistance, Department of Industrial Policy and Promotion

Approvals of export oriented FDI

The share of export oriented FDI in total number of FDI approvals was as small as 2 percent in 1991. Thereafter it increased continuously to touch the figure of 29 percent in 1995. Since 1995, however, its share has been falling. In the year 2000 it was around 8%. It fell to slightly over 2% in 2001.  Table 2 presents the patterns of inter-state distribution of export oriented FDI approvals in value terms.  These seem to be spatially more concentrated than overall FDI approvals. Only seven states accounted for over 97% of the total amount of export oriented FDI during 1991-2001. These were Andhra pradesh, Tamilnadu, Maharashtra, Gujrat, West Bengal, Uttar Pradesh and Kerala. Seven states namely Orissa, Karnataka, Madhya Pradesh, Delhi, Haryana, Punjab and Rajasthan  in the next rung, accounted for only 2.4% of the total export oriented FDI amount approved. Goa, Himachal Pradesh, Jammu and Kashmir, Bihar and Tripura together had a minimal share of less than 0.1%. North Eastern states failed to attract the export oriented FDI. The distribution appears to be more concentrated when we consider the share of states in the number of approvals. The top seven states  accounted for over 83% of the total number of approvals. The second rung states attracted over 15% of the total approvals. Of this, 10% of the approvals were accounted for by two states only, namely, Karnataka and Madhya Pradesh. 

 Table 2 : Inter-state variations in Export oriented FDI Approvals : 1991-2001

	State
	Share in the total EOU FDI amount (%)
	Share in the number of EOU FDI approvals (%)  

	Andhra pradesh
	35.601
	20.558

	Tamilnadu
	24.770
	22.589

	Maharashtra
	18.397
	19.882

	Gujarat
	7.874
	6.599

	West bengal
	4.336
	3.046

	Uttar pradesh
	4.218
	6.599

	Kerala
	2.318
	4.569

	Orissa
	0.764
	0.592

	Karnataka
	0.756
	6.684

	Madhya Pradesh
	0.436
	3.130

	Haryana
	0.116
	1.184

	Rajasthan
	0.115
	1.269

	Delhi
	0.102
	1.015

	Punjab
	0.098
	1.523

	Goa
	0.065
	0.254

	Himachal pradesh
	0.018
	0.085

	Jammu & Kashmir
	0.010
	0.085

	Bihar
	0.004
	0.254

	Tripura
	0.001
	0.085

	Arunachal Pradesh
	0
	0

	Assam
	0
	0

	Manipur
	0
	0

	Meghalaya
	0
	0

	Mizoram
	0
	0

	Nagaland
	0
	0


Source : Secretariate of Industrial Assistance, Department of Industrial Policy and Promotion

Two things may thus be observed. One, there are wide variations in the FDI inflows across states. The distribution of export oriented exports is more skewed as compared with overall FDI. Two, state-wise distribution of export oriented FDI approvals differ from that of total FDI approvals. We may therefore expect difference in the determinants of the market seeking and export oriented FDI. 

The objective  of our paper is to examine some of the reasons for such FDI variations. We argue that it could be due to wide disparities in  a host of structural and  institutional factors across states. A World bank-CII (2002) study shows that the investment climate, which was defined to include several factors related to infrastructure, governance and  labour markets varies widely across Indian states and that it matters in determining the economic performance of firms. This study attempts to examine the effects of these variations in institutional and structural factors on FDI inflows, with a focus on the role of labour market rigidities. 

III. Labour markets and FDI : Theoretical  framework

To explain the relationship between labour markets and FDI we weave within the eclectic paradigm (or OLI framework of Dunning 1977, 1993) the theory of institution (Child 1977, North 1990, Peng 2000, Spar 2001). The OLI framework suggests that firms undertake foreign operations to maximise returns on their ownership advantages. But there are alternative ways of operating in foreign markets. The firm may employ direct exports, license production to a foreign firm to which there is no equity relationship, or undertake production through FDI (Buckley and Casson, 1976, 1981; Dunning, 1977, 1993). FDI allows firms to internalise the externalities  created by the public good aspect of their assets and in tun to reap all the rents emanating from their ownership advantages Nonetheless certain costs are associated with FDI. Internal hierarchies are therefore preferred where firms perceive to earn high returns on their ownership advantages outweighing costs. For this, ownership advantages of firms need to be profitably combined with locational advantages to determine internalisation advantages. In other words, given the ownership advantages of firms, locational factors determine the internalisation advantages. Location specific factors therefore form the basis of core of the OLI framework ( Balasubramanyam and Sapsford 2000). 

Distortions in the factor markets is an important locational factor that may increase the costs of operating in these markets. For instance, labour market distortions such as restrictions on hiring and firing, stringent wage legislations, the presence of labour unions and poor industrial relations may  induce the firms  to service the market from their home market through exports rather than through FDI even though labour costs are lower.  Labour market distortions in turn are the outcome of the labour market institutions. The institutions are the humanly devised constraints that  structure human interactions and include formal laws and regulations and informal norms and conventions (North 1990). They are also the outcome of  political and social processes (Spar 2001). Institutional theorists have demonstrated strong influence that institutional environment exerts on organisations and their strategic choices in particular (Child 1977, Peng 2000). 

Labour markets are structured and shaped by two sets of institutions : the sets of administrative rules (labour laws) and other informal norms and conventions. Labour market regulations are introduced with the objectives of improving workers’ welfare through employment protection and benefits or/ and social security programmes. But they have direct and indirect costs. While some  may influence the wage structure and/or the labour costs, others create work disincentives.  Some labour legislations influence the flexibility in labour management affecting the cost of production. 

One must however observe that labour market conditions  are not determined by the labour legislations alone. A large number of interrelated factors also influence the functioning of labour markets.  Much for instance depends on how effectively the labour legislations are implemented
. It is argued that in developing countries labour regulations are often flouted by the investors. Often they manipulate the law to save costs by, for example, classifying their industrial labour force in food processing as agricultural labour, for which the minimum wage is lower, or by giving grossly low false figures when registering employees for social security so as to minimize the employer's contributions or by bribing the labour inspectors. Informal labour institutions therefore become important in these countries which in turn are determined by the activities of the labour unions, the  demand for social insurance, homogeneity of labour force, the level of development, social norms, historical processes and political institutions. These institutions thus determine the functioning of the labour markets. Rigidities in the labour markets not only affect the returns expected from investment but also its  variability (e.g. by influencing the capacity of foreign affiliates to respond to supply or demand shocks), thereby increasing the risk that investors face in the host country (OECD 2003). For foreign firms contemplating investment the restrictions created by such institutions shift the playing field and force them to think strategically how to avoid the limitations imposed by the laws and other particular circumstances. Strict labour market legislations and rigid labour market institutions may thus divert FDI to locations where labour market arrangements are perceived as less costly. It is often argued for example, that the poor performance of European countries compared with that of the United States is due to labour market rigidities (Cazes 2002). Labour market rigidities are therefore expected to influence FDI adversely.

The standard literature holds that the cost related factors are more important for the export oriented FDI (Reuber et. al 1973, Nankani 1979, see also Dunning 1993) while market related variable may explain market seeking investment more significantly (Dunning 1993).  This is particularly true for low cost developing countries
. In practice, foreign investors retain highly skilled operations in the developed countries and direct strategic asset seeking investment to those countries. Export oriented FDI in developing countries remain essentially labour /resource intensive and is cost efficiency seeking. Export oriented FDI  in these countries may also take the form of  the relocation some of the production facilities. While relocating some of the production facilities to low cost developing countries, MNCs seek locations where they can combine their mobile resources most efficiently with the immobile resources they need to produce goods and services (UNCTAD 1998, p.11). The location of investment then becomes more responsive to specific factors because trade in intermediate and final products is less encumbered. These key factors comprise of cost differences between location and the availability of complementary local factors of production. Labour market costs may therefore have greater relevance in the determination of export oriented FDI. 

Thus our major hypothesis is that labour market inflexibilities (LABRGDT) negatively influence FDI in general and export oriented FDI in particular. 

IV. The model 

Following the above discussion, we have modelled the determinants of FDI in terms of locational decision making within the MNCs. We classify the determinants of FDI into  three sets of factors : market forces ( market size and growth), cost factors ( such as labour cost,  level of development, availability of skilled labour, technological development and resource availability) and the investment climate (as determined by broad macro economic policies, FDI and trade related policies, exchange rate, state of balance of payments and so on).  Since, our analysis focuses on the inter-state variations in FDI within India, the third set of factors is not relevant for us. We have included cost and market related variables in the analysis. As discussed above, labour market rigidities is an important cost factor and we expect it to affect FDI inversely. In what follows, we discuss the expected influence of  control variables included in the analysis.

Market Related Factors

Market size 

The seminal work by Hymer (1960) argued that the very reason for firms to become MNEs is intangible assets possessed by them. Firm size is considered to represent an important firm specific advantage. Many previous studies therefore conclude that large firms are more likely to invest. Thus the larger the market size of the host economy, the greater is the possibility of reaping the advantages of the scale economies for the MNEs.  One may therefore expect market size to be positively related with FDI. Empirical research on the role of market size factors confirms their place in econometric investigation. Agarwal (1980) found the size of host country markets to be the most popular explanation of a country’s propensity to attract FDI, especially when FDI flows to developing countries are considered. Subsequent empirical studies corroborated this finding ( see, for recent studies , Aristotelous and Fountas  1996,  Globerman and Shapiro 1999, Singh and Jun 1997 , Dunning 2002, Nunnenkamp 2002, Banga 2003 among several others).

It is generally believed that market size may not be a significant determinant of export oriented FDI. However, Kravis and Lipsey (1982), studying specifically the export oriented FDI, found that host country market size was an important attraction, despite the fact that the product was to be sold elsewhere. Their interpretation was that scale of production must have had an important impact on cost and that large host country markets permitted larger scales of production, We thus expect market size (MKTSIZE) to affect both domestic market seeking and export oriented FDI positively. 
Market growth 

It could also be possible that the growth in the host economy would be a major FDI determinant. Thus even if market size is small, rapid growth in the market may attract foreign investors. But, the United Nations Centre on Transnational Corporations (1992) survey cites conflicting evidence for the growth rate of GNP, once market size is included. However we hypothesis market growth (MKTGRTH)  to have a positive impact on FDI. 
Cost factors

Labour cost 

Availability of cheap labour in an economy confers locational advantages to the producing firm.  It is argued that efficiency seeking or export oriented exports are  more generally influenced by the availability of cheap labour. However Moore (1993) argues that this cost consideration might influence FDI in a country regardless of whether the firm is selling this output in the host country or in another market. Several studies examined the effect of wages on FDI inflows. However the results are ambiguous (See for instance, Dunning and Buckley 1977, Dunning 1980, Papanastassiou and Pearce 1990). We hypothesise it to have negative influence on FDI in general, export oriented FDI in particular.  

Human resource capabilities and technological development 

One of the more significant developments in the FDI literature has been the recognition that much of the activity of MNCs is now knowledge and efficiency seeking (Dunning 2002, Stethi et al. 2003). The other side of that argument is that host economies with more developed human resource capabilities should attract FDI that seeks higher skill levels or even technological and managerial capabilities. To the extent that is true, states with higher levels of human resource capabilities and technological activities should believe that there is a higher probability of attracting FDI particularly export oriented FDI. We therefore expect that prevalence of higher education (EDUCATION)  and technological activities in the public and private sectors (RDS) affect FDI positively.   
The level of development 

Well-developed regions with superior infrastructure facilities are expected to be more attractive to foreign firms relative to others.  Availability of good quality infrastructure for instance,  improves the investment climate for FDI by reducing the costs of operations and hence raising rates of returns. The favourable role of physical infrastructure in influencing the number and the size of FDI has been corroborated by recent studies ( for instance, Loree and Guisinger 1995, Mody and Srinivasan 1996, Kumar 2003). Being efficiency seeking in nature, export oriented FDI could be more sensitive to the level of development than overall FDI (see Kumar 2003, Woodward and Rolfe 1993, Andersson and Freriksson 1995). There are several indicators of development including the level of per capital income, the share of industry in total GSDP and  the composition of industries. While some scholars have used the infrastructure variable (Kumar 2003), others found that the level of development could be captured by the level of per capital income (Woodward and Rolfe 1993, Andersson and Freriksson 1995).  Since the various development indicators are expected to be positively related, we created a development index  (DEVINDEX). We expect it to have positive relationship with FDI inflows.

Minerals (MINERALS) 

Export oriented FDI could be resource seeking. For instance Japanese MNEs are known to have moved production of raw material intensive goods closer to sources of their supply. Kumar (2003) found the availability of minerals a significant factor affecting the export orientation of Japanese FDI.  However there is very little research on the impact of resources on FDI in general. Here we include the availability of minerals (MINERALS)  to analyse whether it has a significant impact on FDI in India. 

Special Economic Zones

Many developing countries have established export processing (or special economic) zones in an explicit effort to attract MNEs to set up export platform ventures by offering them a more liberal trading environment, a more efficient infrastructure, sometimes even relaxed labour laws. Hence the presence of EPZ is expected to affect export oriented FDI positively. Attempts to promote the EPZ as an export platform on the basis of economic incentives, such as the free provision of infrastructural services and tax holidays, has been a feature of Indian development thinking since the 1960s.  Till the late 1990s, there were seven EPZs in India. These were namely , Kandla (Gujrat), Santacruz (Maharashtra), Noida (Uttar Pradesh), Falta (West Bengal) Cochin (Kerala) and Chennai (Tamil Nadu) and  Visakhapatnam ( Andhra Pradesh EPZ)
.  We hypothesise that the states with EPZs have an edge over the others in attracting the export oriented EPZs.

Based on the rationale discussed in this section, we specify two models, one  each for export oriented FDI (FDIEOU) and domestic market seeking FDI(FDIDOM).  The fully specified models can be represented as:

FDIEOU= A1 (MKTSIZE) +A2(MKTGRTH) + A3(LABCOST)+ A4(LABRDGT) + A5(EDUCATION) + A6(RDS) + A7(DEVINDEX) + A8(MINERALS)+ A9 EPZ  ……(1)

FDIDOM = A1 (MKTSIZE) +A2(MKTGRTH) + A3(LABCOST)+ A4(LABRDGT) + A5(EDUCATION) + A6(RDS) + A7(DEVINDEX) + A8(MINERALS   ……………  (2)

V. The Data and variable construction

The database

There is no comprehensive source of the state-wise data in India. The data used in this study was therefore obtained from several sources. Table 3 provides the sources of data.

Table 3 : Data Sources

	DATA
	PUBLICATION
	SOURCE

	FDI

	State level FDI  
	Secretariate of Industrial Assistance , Annual publication, various issues
	Department  of Industrial Policy and Promotion.

	Labour 

	· Wages,

· Salaries

· Other benefits (such as P.F.) 

· number of workers

· number of mandays worked

· gross value added
	Annual survey of Industries (ASI)
	 Economic and Polictical weekly CD ROM 

               and,

Central Statistical organisation,Ministry of Statistics and Programme implementation 

	· Membership of union

· Man days Lost in Industrial disputes

· Labour cost per manday

· Industrial workers’  consumer price index ( state wise)
	Labour Statistics (various issues)

Labour Statistics (various issues)

Indian Labour Book

Annual Report on consumer price index numbers (Industrial workers), 2002


	Labour Bureau, Ministry of Labour, Government of India

	Market Size 

	· Gross State domestic product (at current price)

· Gross State doemstic product (constant price)

· Net state doemstic product per capita (constant price base 1993-94)

· Growth rate in State Domestic product ( constabnt price)

· Value of Industrial output

· Population

· Area
	Central Statistical Organisation   database
	Ministry of Statistics and Programme implementation Government of India

	Infrastructure

	· Railawys

· Road

· Telephone

· Electricity


	Economic intelligence Services: Infrastructure, 2004

Economic Intelligence Services: Infrastructure, 2001
	Centre for Monitoring Indian Economy

	Human development

	· Total enrolement

· Enrolment in graduation and higher studies


	Manpower  Profile (various issues)


	Institute of Applied Manpower Research

 

	· Industrial R&D expenditures
	Research and Development in Industry (various issues)
	Ministry of Science and Technology, Government of India

	Minerals

	· Minerals
	Statistical Abstract, various issues 
	Ministry of Statistics and Programme implementation Government of India 


Construction of Variables
Dependent variable : Foreign Direct Investment

Two sets of indicators of the dependent variable are used. While one set of variables represents the number of approvals (Discreet), the other is concerned with the share of each state in total  approvals (continuous). It is generally argued that the empirical results are not dependable as they are sensitive to the model and variable specification. The two indicators  of FDI selected in the study would allow us to use two different models and hence would help us in evaluating the sensitivity of the estimations to the model specification. 

Set I

NOFDIEOUit : No. of foreign collaboration involving equity approved in the export oriented sector in state i  in year t

NOFDIDOMit: No. of domestic market seeking foreign collaborations involving foreign equity approved in state i in year t

Set II

ShareFDIEOUit: Share of state i in total  number of export oriented  FDI approvals in year t

ShareFDIDOMit: Share of state i in total  number of domestic market seeking  FDI approvals in year t

Independent variables  : Main variable

Labour Market Rigidities

There are several aspects of labour market rigidities. These are for instance rigidities in wage  fixation, rigidities in wage structure, rigidities in retrenchment and poor industrial relations. These rigidities are the outcome of  the inter play of labour legislations and various other institutional factors that  are interrelated. We use the statistical technique of the principal Component Analysis to construct a single index that captures the variation or information contained in various different variables capturing different aspects of labour market rigidities. The aspects of labour market rigidities covered in the construction of a composite index are as follows.

Rigidity in wage determination  : Higher the proportion of wages linked to productivity the greater is the flexibility enjoyed by firms in wage determination. The extent of diversion of the wages from productivity therefore reflects rigidity in wage determination. The residual of a regression of the average wage rate (W) on  productivity was used here to measure the rigidity in wage determination in each state.  

WAGEDETit = Wit  - ( ai + a1i Productivityit)

Where productivity is the gross value added per worker in state i in year t and Wit is the average nominal wage rate in state i in period t.

Rigidities in wage structure : Under the labour laws, several non wage benefits are available to the workers. These include the provident fund, employees deposit linked insurance, the pension to the workers and their families and payments under various welfare schemes. These benefits are however not given to contractual labour. The lower the share of non wage costs in wages the greater is the flexibility in employing labour when the need arises and vice-a-versa. Thus the proportion of these benefits in relation to wages (WAGEST) is an indicator of inflexibilities in the labour markets.

WAGESTit: the ratio of other benefits to wages in state i in year t

The presence of union strength : Labour unions constitute a major labour market institution. The World Bank report (2003)  which reviewed more than a thousand studies on the effects of unions and collective bargaining, finds that bargaining coordination between workers’ and employers’ organizations in wage setting and other aspects of employment (for example, working conditions) is an influential determinant of labour market outcomes and macroeconomic performance. They reduce wage differences between skilled and unskilled workers and also between men and women. Workers who belong to trade unions earn higher wages, work fewer hours and have longer job tenure on average than their non-unionized counterparts. Labour unions are also been seen as defenders of egalitarian wage structure (Machin 1999). However their major concern is to protect employment. The presence of labour unions therefore is an important indicator of labour market rigidity (UNION).

UNIONit : Total membership of unions/ total workers in state i in year t

Industrial relations: Sound industrial relations can lead to a stable economy , prevent disruption to national life and hence promote FDI.  According to Mamphela Ramphele, Managing Director at the World Bank, "Coordination among social partners can promote better investment climates while also fostering a fairer distribution of output". One may also suggest that  in firms where industrial relations are of a "high" quality (in terms of a low number of unsolved grievances, low strike activity, and so on), productivity levels tend to increase (INDREL). 

INDRELit :  mandays lost in industrial disputes/  total mandays  in state i in year t

To over come the problem of multi collinearity  linked to correlation of these variables, we have developed a composite labour market rigidity index using the Principal Component Analysis. The PCs were calculated after logarithmic transformation from annual panel data (Appendix Table 1). 

Independent variables : Control variables

Constant labour cost (LABCOSTit)

 Labour cost per manday in state i in year t was deflated by the industrial workers’ consumer price index in state i in year t to obtain this variable. Labor compensation is defined as the current (national accounts compatible) labor cost by industry, which include employers’ compulsory costs such as pension and medical payments as well as wages. 
Human Capital  and technological development

Share of individuals with higher education (EDUCATIONit) : Ratio of enrolment in graduate and above courses to total enrolment in state i in year t

R&D expenditure intensity (RDSit) = Total industrial R&D expenditure in state i in year t/ Gross state domestic Product at current price in state i in year t.

Development index (DEVINDEXit)

 It is a composite measure capturing 4 different aspects of development  namely, per capita income, extent of industrialisation, nature of industrialisation and infrastructure. First we created an infrastructure index.  It was a composite measure constructed using PCA of four different aspects of core industrial infrastructure namely,  railway route length per 000 sq. km of area, density  of roads per ‘000 sq.km of geographical area, No. of fixed lines  per 1000 population  and the installed capacity of electricity generation normalised by population

The above index was then combined with three crucial indicators of development namely, per capita income  ( at 1993-94 prices), share of industrial output in total GSDP  and the ratio of  industrial workers to non production employees. The last measure is used as an indicator of skill intensity of industries.  All these development indicators were integrated into a composite development index using the Principal Component analysis.

 MKTSIZEit
 log of net domestic product in state i in year t at factor cost at 1993-94 prices. 

MKTGRTHit
growth rate in state net domestic product at factor cost at 1993-94 prices in state i in year t

MINERAL it
 Total value of mineral production per square km. of area in state i in year t

VI. Research methodology

The objective of defining two sets of different dependent variables was to use two different estimation models. It was expected to help us in investigating the sensitivity of the estimations to the models and the independent variables. For the first set of variables count models were considered appropriate for estimation while for estimating the second set of dependent variables, we used the ‘Panel Corrected Standard Estimates’ (PCSE) technique.

Count Model

Since the dependent variable is a non-negative discrete variable, we have employed count models for estimation. The Poisson regression model, a non linear model, is widely used for such data. The distribution takes the following form.

Prob(Y=y it ) = (exp (-( it )( ity it ) / y it !      yit  = 1,2 ,3,…..

Where, 

E(y it) =( it  and V(y it) =( it 

The Poisson maximum likelihood estimator is consistent and efficient provided the mean is equal to the variance. However, in many applications count data are over dispersed with conditional variance exceeding conditional mean.  In such cases, the estimates from the Poisson model are inefficient. The standard parametric model used to account for over dispersion is the negative binomial model. It is derived by generalizing the Poisson model by introducing an individual, unobserved effect into the conditional mean ( i  such that 

log ( it = log ( it  + log u it
The non negative binomial takes the form, 

log ( it   = x it ( + e it
where e it  reflects either specification error or cross sectional heterogeneity and exp (e it ) is gamma distributed. The distribution of y it conditional on xi and ui remains Poisson with conditional mean and variance ( it :

f(y it | x  it,u it ) = ((exp (-( it u it)) ((it u it )  yit ) / y it !

The distribution has mean ( and variance (( + 1/().  

For statistical testing of over dispersion, we began by estimating the Poisson model. The goodness of fit statistics provided by the Poisson model estimates however suggested that we could reject that the data were Poisson distributed at the 1% level for each model. This was due to over dispersion of the data. We therefore reported results based on the negative binomial specification.
Panel corrected standard errors Model (PCSE)

For the second set of independent variables,  we used the Panel Corrected Standard Errors Model (PCSE) (Beck and Katz 1995). Since the dependent variable now is a continuous variable, our model is the classical panel data model.

Yit = X’ it (+ (’it  (t=1…T, I=1….N)

The PCSE model estimation involves two steps. 

Step 1 : estimates ( OLS 

Step 2 : Corrects the estimates of the standard errors of (’s using panel corrected standard error. The residuals for the fitted model are organised according to cluster (units). These are vectors with T elements each and they can be grouped as a T X N matrix 

E= { ( 1   ( 2      …               ( N-1 (N]

The panel corrected variance-covariance matrix of  ( is 

PCSE Var(ˆ() = (X’ X)-1  X’ (()  X (X’ X)-1

Where    (   = ((E’E)/T ) ( I

The PCSE are a robust estimates in the sense of White-Huber. However, PCSE is preferred over the White-Huber because the latter throws away information.  It treats each observation as a separate thing whereas the PCSE assumes that there is a common variance structure within a cluster and that the inter correlation across units follows a very specific pattern-equal covariance between any two units for any particular time. It pools information across clusters to estimate the error variance. PCSE is also more general than GEE robust standard error (SE) in the sense that the GEE robust SE sets all co variances across units to 0 but the PCSE estimates them. 

PCSE technique controls for the problems of heteroskedasticity and serial autocorrelation and hence generates reliable results. However, before correcting the S.E. of estimates for auto correlation and heteroskedasticity we carried out the tests to investigate whether these problems exist in our estimations. The ‘Cook –Weisberg’ test for heteroskedasticity indicated the existence of heteroskedasticity.  The Chi-Square value of 259.59 and 174.00 for the export oriented FDI and domestic market seeking FDI  respectively were significant at 1%. We thus rejected the null hypothesis of equal variance.  The ‘Woolridge Test’ of auto correlation produced the F-statistics of 12.35 and 10.108 for the domestic market and the export   oriented FDI respectively.  The statistics was significant at 1% and  suggested the presence of auto correlation. We therefore controlled for the serial correlation also by employing an auto correlation AR(1) function. 

Finally a word on simultaneity. It must be noted that  FDI inflows are very small in relation to GSDP across states (Table 1) . Hence it is unlikely that such flows have a sufficiently large effect on aggregates such as labour cost, labour markets, markers or development. Kumar and Pradhna (2002)  in an empirical analysis did not find a significant impact of FDI on economic growth in India. We also rule out the problem of simultaneity in our estimations (see Hatzius 1997 also).

VII. Empirical Results

The regression results are contained in Tables 4 and 5. The results presented in Table 4 are based on the Non negative Binomial regression estimates for Models 1 and 2.  Table 5 on the other hand is based on the Panel Corrected Standard Error Model (PCSE). 

Our estimates show that labour market rigidities came up with a negative sign  in all the models  irrespective of the estimation technique. These results suggest that labour market rigidities  have had an adverse effect on FDI inflows in India. These results do not appear to be sensitive to the model specification and estimation technique.

Table 4: Determinants of the number of export oriented and domestic market seeking FDI approvals  : Non-Negative Binomial regression model

	
	NOFDIEOU
	NOFDIDOM

	
	1
	2
	3
	4

	MKTGRTH
	0.001765
	0.002234
	0.007318
	0.008078

	
	(0.13)
	(0.17)
	(0.99)
	(1.06)

	MKTSIZE
	1.1635
	1.174409
	1.340055
	1.322764

	
	(5.99)
	(6.03)
	(8.6)
	(8.04)

	DEVINDEX
	0.467507
	0.543095
	0.604487
	0.631687

	
	(3.31)
	(3.53)
	(4.93)
	(4.96)

	LABRGDT
	-0.29774
	-0.31131
	-0.17679
	-0.18755

	
	(-1.68)
	(-1.76)
	(-1.46)
	(-1.49)

	LABCOST
	-0.96667
	-1.18614
	0.603268
	0.607666

	
	(-1.62)
	(-1.66)
	(1.18)
	(1.2)

	EDUCATION
	
	-8.15929
	6.677243
	4.665455

	
	
	(-1.11)
	(1.69)
	(0.9)

	MINERALS
	-2.9E-05
	0.000201
	
	0.003857

	
	(-0.03
	(0.2)
	
	(0.65)

	RDS
	
	
	
	-22.1916

	
	
	
	
	(-0.9)

	EPZ
	0.392719
	0.296465
	
	

	
	(1.55)
	(1.31)
	
	

	CONSTANT
	-22.0097
	-21.9408
	-25.3969
	-24.982

	
	(-5.92)
	(-5.91)
	(-8.53)
	(-7.97)

	Wald chi2 
	102.78
	106.4
	204.96
	207.29

	No of obs 
	163
	163
	151
	151


a significant at 1%, b significant at 5% ,  c significant at 10% (Two tailed tests are used)

Table 5 : Determinants of the export oriented and domestic market seeking FDI: Panel Corrected Standard Error Models
	
	shareFDIEOU
	shareFDIDOM

	MKTGRTH
	-0.0000834
	-0.0000832
	0.0546341
	

	
	(-1.38)
	(-1.38)
	(-1.51)
	

	MKTSIZE
	0.002409
	0.0035591
	0.0154939
	-0.0151429

	
	(2.85)a
	(3.96) a
	(3.99) a
	(3.87) a

	DEVINDEX
	0.0024431
	0.0024821
	0.0169142
	0.0155478

	
	(2.96) a
	(2.88) a
	(3.52) a
	(3.3) a

	LABRGDT
	-0.001449
	-0.0015279
	-0.005285
	-0.0046859

	
	(-2.96) a
	(-2.34) b
	(-1.67) c
	(-1.48)

	LABCOST
	-0.0073312
	-0.0087994
	0.0019917
	0.0102636

	
	(-1.66) c
	(-1.71) c
	(0.08)
	(0.43)

	EDUCATION
	-0.0389547
	-0.0559711
	-0.059996
	-0.0297209

	
	(-0.61)
	(-0.86)
	(-0.17)
	(-0.08)

	MINERALS
	5.83E-06
	7.52E-06
	-0.0000287
	-0.0000298

	
	(1.55)
	(1.67) c
	(-1.06)
	(-1.08)

	RDS
	0.1232142
	0.0639925
	6.802874
	6.613321

	
	(0.38)
	(0.2)
	(4.67) a
	(4.41) a

	EPZ
	0.0039922
	
	
	

	
	(2.13) b
	
	
	

	CONSTANT
	-0.0386483
	-0.0580765
	-0.2640641
	-0.2651332

	
	(-2.51) a
	(-3.61) a
	(-3.52) a
	(-3.54) a

	Wald chi2 
	41.93
	37.17
	77.9
	72.84

	No of obs 
	156
	156
	151
	151

	a significant at 1%, b significant at 5% ,  c significant at 10% (Two tailed tests are used)


OECD (2003) results suggest that strict labour market arrangements can influence the cross-country patterns of FDI as strongly as direct restrictions to trade and FDI. Our results seem to support this finding. One must however note that the impact of labour market rigidities turns out to be more pronounced for the export intensive sectors. In the equations for the domestic market seeking investment, LABRGDT missed significance at 10% level while in all the equations for export oriented FDI it turned significant. The level of significance is higher in PCSE models, once the problem of heteroskedasticity and auto correlation is controlled. Labour-intensive manufacturing exports require competitive and flexible enterprises that can vary their employment according to changes in market demand and changes in technology. Stringent labour laws may thus discourage export oriented FDI flows. One may therefore argue that India remains an unattractive base for such production in part because of the obstacles to flexible management of the labour force.
Another crucial variable LABCOST also turns significant with a negative sign for the export oriented FDI. For domestic market seeking investment it is insignificant. Lower labour cost thus appears to be confer an advantage in attracting the export oriented FDI.  It is argued in the standard literature that labour cost may be more relevant for the export oriented FDI. Our results substantiate this proposition. The significance of the variable increases once the variable EPZ is dropped. Apparently, export oriented FDI is attractive by labour intensive industries in the Indian context to reap the low labour cost advantages. Existing studies find ambiguous relationship between wages and FDI inflows. This could partly be because there is little effort in making distinction between domestic market seeking and export oriented exports. 

Among the other control variables MKTSIZE emerges as one of the  most important FDI determinants in India. This variable emerges significant not only for the domestic market seeking FDI but also for the export oriented FDI. This is in confirmity with our hypothesis and also substantiates the findings of Lipsey and Kravis (1982). However, another market variable MKTGRTH, contrary to our expectations,  is insignificant/ is significant with a negative sign. As a UNCTC report (UNCTC, 1992) concludes, FDI appears strongly related to the level of GNP (or GDP) but little evidence emerges of a clear relationship with market growth ( see also,  Aristotelous and Fountas 1996 and Lunn 1980 ) 

DEVEINDEX appeared significant in all the models at 1% level of significance. Development related factors such as proper infrastructure and industrial culture thus are important variables irrespective of whether it is export oriented or domestic market seeking FDI. Our results thus support the threshold development hypothesis which suggests that attracting FDI requires some threshold level of development. One may also note here that human resource capabilities (EDUCATION) and RDS also appear to have influenced the domestic market seeking FDI even though the results are not robust and are sensitive to the model selected.  While RDS turns significant at 1% in the PCSE model, EDUCATION emerges significant albeit weakly in the count model. Contrary to our expectations however, both these variables emerged insignificant in the models for export oriented FDI. Apparently, India is not attracting strategic assets seeking  FDI in the export oriented sector. Export oriented exports are still oriented towards labour intensive industries and FDI in this sector is largely cheap labour oriented in nature. Local skill and technological development factors are a relevant pull factor in attracting domestic market seeking FDI. This could be due to expanding market potential in these industries in India. MINERALS also is positive in the export oriented sector though it fails to achieve  significance (in PCSE model). There is thus weak evidence that export oriented FDI in India may also be resource seeking. Domestic market seeking FDI however is not affected by the availability of minerals. Finally,  export processing zones do appear to have provided an edge to the states in which they are located. After capturing the effect of other variables EPZ turns significant in all the PCSE models explaining export oriented FDI. The variable emerges significant in the count models also albeit weakly.
VIII. Conclusions

This paper, using a panel data analysis, investigates the sensitivity of overseas investment to labor market conditions across Indian states. It shows that rigid labour markets discourage FDI. The effect of labour market rigidities and labour cost however is more pronounced for the export oriented FDI as compared with the domestic market seeking FDI. It is therefore evident that beside promoting the other factors, India will have to attempt to exploit its comparative advantages in the labour intensive sector before they get eroded.  Wages in India are low but as mentioned by a Japanese businessman , its labour is costly
. Due to stiff political opposition any major change in labor laws may be ruled out. However, the government would do well by concentrating on reforms in the export sector. This may not attract wide publicity but would be effective nevertheless. It is documented in the literature that export oriented FDI may have greater spill over effects also. Export oriented FDI has favourable externalities of information on export potential for domestic firms beside transfer of best technology to the host country.  The government may therefore do well by focussing on attracting export oriented FDI. It is generally argued that the difference between India and China is not substantial in attracting FDI when adjustments for GDP differences are made. If corrected for measurement bias, the ratio of FDI to GDP would be 1.7% in India and 2.0% in China (Pfefferman 2002, see also Kumar 2004). The difference is however huge in terms of  export oriented FDI. In China the proportion of exports contributed by MNCs is over 50% while it is 6%-7% in India (UNCTAD, 2002).  One may therefore argue that FDI is largely behind China’s emergence as a manufacturing hub of the world. One of the reasons why India has performed poorly in attracting export oriented FDI could be the labour market rigidities. Our study here has shown that efforts to introduce labour reforms in this sector may prove to be highly effective. There could be a cautious attempt to introduce these reforms. The Taskforce on employment opportunities (Government of India, 2001) headed by Montek Singh Ahluwalia as well as the Report of the National Commission on Labour (Government of India, 2002b) may provide important guidelines in this direction.  They recommended to introduce soft reforms in labour union act, contract labour laws and the Industrial dispute act.   They have also recommended to put a scheme of social safety net in the form of unemployment compensation, which they suggested, should be self financing based on compulsory deductions of contribution from the employer. These recommendations may be implemented in the export oriented sector first. This sector could thus be a laboratory to experiment with such reforms. 

The presence of EPZs is also found to be a relevant pull factor for export oriented FDI even though attracting FDI is not a stated objective of the EPZ policy in India.  Since the year 2000, the government of India has been making accelerated efforts in extending liberal policy concessions to promote EPZs. It is now time to adopt pragmatic operational strategy to implement them and also undertake research into the problems and constraints that the EPZ units are facing.

Econometric evidence found in the study suggests that infrastructure and regional development is a key factor in attracting higher FDI both in the export and domestic market sectors. Finally, there is evidence that the development of human capital is also likely to induce greater inflows in India. Though India has failed to attract strategic asset seeking FDI in the export oriented sector, human development and R&D related factors emerged significant in determining the domestic market seeking FDI.  
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Appendix

Creation of the Infrastructure Coefficient : Principal Component Analysis

Component    Eigenvalue     Difference    Proportion    Cumulative

------------------------------------------------------------------

1                2.54180         1.31822      0.6355         0.6355

2                1.22358         0.98897      0.3059         0.9413

3                0.23461         0.23461      0.0587         1.0000

                                4                -0.00000       -0.0000       1.0000

Factor loadings
Railroute density                      0.51871

Telephonelines                          0.57154

Road density                             0.27860

Electricity                                  0.57154

Principal component Analysis for Development Index

                             Component    Eigenvalue     Difference    Proportion    Cumulative

------------------------------------------------------------------

1        1.88736         0.84251      0.4718         0.4718

2        1.04485         0.30443      0.2612         0.7331

3        0.74043         0.41307      0.1851         0.9182

                                     4        0.32735               .             0.0818         1.0000

Loadings

-------------+----------

Percapita income             0.48594

Skill intensity                    0.37299

Share of Industry               0.58024

Infrastructure                 |   0.53672

Principal Component Analysis for Labour rigidity index

Component        Eigenvalue     Difference    Proportion    Cumulative

1        1.81111         0.66405      0.5128                               0.5128

2        1.14706         0.47477      0.2268                               0.7395

3        0.67229         0.30274      0.1681                               0.9076

                          4        0.36955          0.0924                                                1.0000

Factor Loadings

INDREL
0.47294

UNION     
0.40716

WAGEST
0.61353

WAGEDET     -0.48387

� wages do not fully capture the labour market rigidities. OECD (2000) finds no evidence associating low core labour standards with low labour costs. This research suggests that real wages grew faster than productivity growth in a number of the low labour standards countries from the mid-1980s to the mid-1990s. Ghose's (2000) recent research also supports this view. OECD (2003) suggests that the impact of labour legislation is not fully translated into wage change due to institutional rigidities in the labour markets. 





� Currently India has 28 states. 3 states namely Jharkhand, Chhattisgarh and Uttaranchal were carved out from Bihar, Madhyapradesh and Utter pradesh respectively in 2000. The post 2000 data for these states has beenadjusted in the parent states.  


� During interactions with labour lawyers, the author was told that these laws are operationalised through labour inspectors and are easy to manage.


� In the case of developed countries acquisition of strategic assets provides the major investment motive.





� Since the late 1990s, two more EPZs are operating these are namely, Surat in Gujarat and  Indore in Madhya Paradesh.


�  Quoted in  D.H.Panandiker (2004).
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