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Abstract

Using data from 50 economies, we re-examine the role of legal origins in shaping labor regulations
and explore the consequences of these regulations on labor market outcomes. We find that civil
law countries tend to adopt more protective labor regulations while common law countries
emphasize flexible employment regulations. We document that de jure protective labor regulations
create barriers to labor market entry while de facto flexible employment regulations have adverse
informal employment and labor productivity consequences. Our results suggest that flexible
employment regulations without adequate labor protection laws can encourage labor exploitation,
reduce labor productivity, and are insufficient to draw firms and workers into the formal sector.

Keywords: legal origins; labor regulations; labor market outcomes; informal economy;
productivity; B-READY
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Introduction

Labor market regulations constitute a core component of a country’s institutional framework. They
influence employment relationships, job security, labor rights, firm behavior, and broader labor
market performance. These regulations encompass laws and policies related to hiring and firing
workers, wages, working conditions, social protection, and the provision of public services. They
reflect each country’s unique historical background, political trajectory, and legal origin. Different
legal origins led to persistent variation in how countries form and enforce their regulations. Labor
regulations play an important role in private sector growth as they influence firms’ choices about
whether to expand their workforce formally or informally (Almeida and Carneiro, 2012).
Moreover, effective labor regulations should balance protection of workers’ rights with labor

market flexibility to support job creation and a dynamic labor market (Kuddo, 2018).

While some nations have adopted more protective labor regimes, others have opted for
more flexible, market-oriented approaches. Protective labor regulations intend to protect workers
from exploitation, ensure decent working conditions, restrict arbitrary dismissal, and promote
equity in the labor market. However, such regulations may also impose high costs on employers,
potentially affecting hiring and firing decisions, and reducing labor force participation. In addition,
when labor regulations are costly and rigid, firms may respond by substituting labor with capital
or shifting toward informal hiring practices which can trap workers in informality (Chaudhary and
Sharma, 2022; Loayza, 2016; and Ulyssea, 2020). Thus, the regulation of labor remains an
important topic in both economics research and economic policy reform discussions due to its
significant implications on labor market outcomes, including unemployment, labor force

participation, informality, and productivity.



The motivation for this study lies in the persistent ambiguity surrounding the consequences
of legal origins and labor market regulations. Despite a rich body of theoretical and empirical
literature, the questions about how legal origins affect labor regulations and how labor regulations
affect labor market performance remain open and widely debated. This paper addresses these two
research questions and evaluates whether results provide evidence in support of two fundamental

schools of thought, “the legal origin theory” and “the efficiency theory”.

The first part of this paper focuses on the legal origin theory. This theory argues that the
structure and intensity of labor regulations across countries are not merely shaped by economic
and political circumstances, but are rooted in their inherited legal systems. Under this framework,
countries that adopted the civil law tradition, such as the French, German, or Scandinavian legal
codes, are expected to regulate their labor markets more extensively than common law countries
which traditionally emphasize contractual freedom and judicial discretion. Revisiting this theory
is essential to understand the extent to which legal origins continue to explain the variation in labor

regulations across countries.

The second part of this paper focuses on the efficiency theory. This theory argues that
institutions develop as a response to societal needs, in the most efficient way. And, if protective
labor laws are efficient, then they should not have negative effects on labor market outcomes, such

as unemployment, labor force participation, and informality (Botero et, al. 2004).

We contribute to this ongoing debate by building on the foundational work of Botero et al.
(2004) that provided a cross-country analysis of the effect of legal origin on labor regulation and
its labor market consequences. Twenty years later, the structure of labor markets has evolved
significantly, and more detailed data has become available. By utilizing the newly released World

Bank 2024 B-READY dataset, we re-examine the relationship between labor regulations and labor
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market outcomes using new labor regulations indicators that capture both de jure and de facto

dimensions.

The World Bank B-READY 2024 dataset consists of a sample of 50 countries and
evaluates labor regulations through three different areas.* Pillar 1 captures the quality of labor
regulations, de jure measures of the regulations that ensure workers protection, labor rights and
equality, and employment restrictions and costs. Pillar 2 examines the adequacy of public services
for labor, de facto implementation of social protection systems and the institutional infrastructure
supporting labor market operations and the enforcement of labor regulations. Pillar 3 measures the
operational efficiency of labor regulations and public services in practice, providing insights from
the firm perspective, assessing employment restrictions and costs and public services. We combine
this new dataset with legal origin classifications to examine the effects of legal origins on labor
regulations. Then, we utilize data on unemployment, labor force participation, informal
employment and labor productivity data collected from the World Bank World Development
Indicators (WDI) and from the International Labor Organization (ILOSTAT) to investigate the

effect of different labor regulations on labor market outcomes.

Our main findings suggest that the legal origin theory continues to affect labor regulations.
Civil law countries are still implementing more protective labor regulations while common law
countries are still favoring “firm-flexibility” regulations. We find that stronger labor protections
are linked to higher unemployment among women and youth whereas better public services are

associated with improved employment outcomes. We also document that, surprisingly, greater

4 The World Bank B-Ready 2024 dataset is available here: https://www.worldbank.org/en/businessready.



https://www.worldbank.org/en/businessready

operational efficiency, in the form of good practices favoring firm flexibility, can coincide with

increased informal employment and reduced productivity.

The next section reviews related literature. Section 3 describes the dataset and key variables.
Section 4 presents the empirical analysis and explains the intuition behind the results. And, section

5 concludes.

2. Related Literature

2.1. Legal Origin Theory

The legal origin theory examines how different legal systems—primarily common law and civil
law—emerged, evolved, and spread across countries, shaping long-term economic and regulatory
outcomes (Glaeser and Shleifer, 2002). The roots of these systems in England and France, dating
back to the twelfth and thirteenth centuries, played a decisive role in their development. Legal
historians such as Dawson (1960), Berman (1983), and Damaska (1986) highlight that the two
nations adopted distinct approaches to law enforcement and adjudication, particularly in the degree
of control the sovereign held over judges. France favored adjudication by royally supervised
professional judges, whereas England relied on relatively independent juries. Over time, these
foundational differences deepened, leading to persistent divergence between the two legal
traditions. Through conquest and colonization, both systems spread worldwide, creating variations
in institutional structures and contributing to differences in social and economic performance
across countries. Importantly, the resulting institutional frameworks were largely external, or

exogenous, to the economies that adopted them.

The divergent paths taken by England and France in the twelfth and thirteenth centuries

can be understood through their differing approaches to safeguarding law enforcers from the



influence of powerful local interests, whether through coercion or bribery. During the medieval
period, judges and juries were often pressured, physically or financially, to align with the wishes
of local feudal lords. In France, where these lords held significant power, the state opted for a
system of professional, state-appointed judges, as impartial local justice was virtually impossible
when aristocratic interests were at stake. England, however, had comparatively weaker local elites,
making its juries less susceptible to manipulation and more reliable for administering justice.
These underlying differences endured over time, as French local magnates maintained greater
power than their English counterparts, leading to the continued divergence of the two legal

systems.

This argument can also be understood in a broader sense. In medieval France, feudal lords
wielded such immense power that they feared one another more than they feared the king. As a
result, it was more efficient to entrust the resolution of disputes to the sovereign, even if the
monarch had personal interests at stake. As Olson (1993) suggests, people tend to accept autocratic
rule when they perceive the dictator as less threatening than mutual conflict. In contrast, English
feudal lords were relatively weaker and feared the king more than their peers. Consequently, they
were willing to pay the crown for the right to handle disputes locally. This arrangement was
feasible because, in England—unlike in France—the monarchy was strong enough to safeguard
local law enforcers. Thus, both nations adopted legal systems that were most efficient given their

respective political and social contexts at the time.

There are three alternative explanations for why England and France developed such
distinct legal systems, each with different procedures and societal outcomes. The first suggests
that a nation’s inclination toward Catholicism and the influence of Church institutions, rather than

its law-and-order context, determined its legal structure. However, this view overlooks the reality



that all European states were Catholic at the time, though most were striving to build secular legal
systems. Despite this, France incorporated Church institutions into its legal framework, while
England did not. A second explanation attributes the divergence to geographic distance from
Rome, but this theory fails to hold since Scotland—despite its remoteness—adopted civil law. A
third perspective claims that the true distinction between the two systems arose much later, during
the eighteenth and nineteenth centuries, with the process of codification. While codification was
indeed significant, legal historians such as Dawson (1960) and Berman (1983) argue—and we
concur—that the real divergence occurred much earlier, when France opted for royal judges and

England for independent juries.

Common law, which originated in England, is characterized by its dependence on judicial
interpretation, the independence of judges, and the use of juries in decision-making. This legal
tradition promotes a regulatory framework that values market-based solutions and the freedom of
contract. Following its development in England, common law spread to many of its former
colonies, including Ireland, the United States, Canada, Australia, New Zealand, India, Pakistan, as

well as several countries across South Asia, East Africa, and the Caribbean.

In contrast, civil law—originating from Roman law and systematized in France and
Germany during the nineteenth century—emphasizes detailed legal codes and a judiciary with
limited independence. It favors direct state regulation and intervention as tools for managing social
and economic affairs. Through Napoleonic expansion, French civil law spread across Western
Europe, influencing countries such as Spain, Portugal, Italy, Belgium, and the Netherlands, and
later extended to North and West Africa, Latin America, and parts of Asia. Meanwhile, Germanic
regions of Western Europe adopted the German civil code, which subsequently influenced Japan

and was later embraced by China, Korea, and Taiwan. Nations under the influence of the former



Soviet Union developed a Socialist legal system, while Sweden, Norway, Denmark, Iceland, and

Finland established their own distinct Scandinavian legal tradition.

The legal origin theory suggests that nations with different legal traditions employ distinct
institutional approaches to regulate economic activity. Common law countries tend to rely more
heavily on markets and private contracts, whereas civil law and socialist law countries depend
more on state regulation and public ownership. Empirical evidence supports this view: compared
to civil law nations—particularly those following the French civil tradition—common law
countries offer stronger legal protections for shareholders and creditors (La Porta et al., 1997,
1998), face fewer regulatory barriers to starting a business (Djankov et al., 2002), and have more

efficient contract enforcement mechanisms (Djankov et al., 2003b).

For the labor market, the legal origin theory implies that civil law countries and socialist
law countries should regulate labor markets more extensively than common law countries. The
legal origin theory would also predict that common law countries should have a less generous
social security system because they are more likely to rely on markets to provide insurance.
Perhaps most importantly, the legal origin theory predicts that patterns of regulation of different
activities are correlated across countries. We test these predictions below. Because legal systems
were transplanted largely through conguest and colonization, one can argue that the influence of

the legal origin is an exogenous determinant of institutional choice.

2.2. Efficiency Theory

Demsetz (1967) and North (1981) argue that institutional choices are mainly driven by efficiency
concerns. Their original frameworks suggest that because establishing institutions involves fixed

costs, it becomes worthwhile to create them only when the expected benefits exceed those costs.



More recent work on efficient institutional design emphasizes that societies can choose among
different mechanisms—ranging from free market reliance and private contracting to government
regulation, subsidies, and social insurance—to address market failures and externalities. The most
suitable approach depends on the specific context, meaning that different mixes of these
mechanisms may be optimal in developed versus developing countries. This line of reasoning is
further elaborated by Glaeser and Shleifer (2002, 2003), Glaeser et al. (2003), and Djankov et al.

(2003a).

We examine two interpretations of this theory. The first contrasts regulation with social
insurance. Social insurance tends to be a more efficient response to market failures in countries
where the social cost of raising tax revenue is relatively low—typically wealthier nations (Brennan
and Buchanan, 1980). In contrast, poorer countries, facing higher tax costs, often resort to
regulation to protect workers from dismissal or abuse. Wealthy countries, on the other hand, can
afford to finance unemployment benefits, sick leave, and early retirement programs through
taxation (Blanchard, 2017). Along similar lines, rich nations can depend more on legal systems
and private contracts to manage market failures, including those in labor markets, whereas poorer

countries, where contract enforcement is weak, require heavier regulation.

The second interpretation of the efficiency argument leads to the opposite conclusion. It
suggests that the main drawback of regulation, compared to other mechanisms of social control
over business, is the risk of government abuse or misuse of power. For instance, labor regulations
might be exploited to compel firms to retain surplus workers or to strengthen unions aligned with
the government. From this perspective, wealthier and better-governed countries possess a

comparative advantage in implementing regulation, since their governments are less prone to
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corruption and abuse of authority. This perspective on regulation is discussed in Djankov et al.

(2003a).

The core idea behind efficiency theories is that countries at different stages of economic
development should employ distinct regulatory frameworks. Differences in regulatory patterns
may also reveal which efficiency-driven forces, if any, influence labor regulation. However, labor
markets are not the most suitable setting for testing efficiency theories since the assumption of
inherent market failures is less persuasive in this context than in others. And, there is little evidence
that labor laws have evolved through a gradual process of experimentation and social optimization

toward efficiency.

Applied to labor markets, efficiency theory posits that regulations are designed to correct
market imperfections and may take the form of stronger labor protections to prevent worker
exploitation. Conversely, lighter regulation may be preferred when government intervention
generates inefficiencies or high enforcement costs. As Glaeser and Shleifer (2003) contend, the
decision between regulation and litigation hinges on which mechanism is less prone to

manipulation by powerful actors.

Although conceptually appealing, the efficiency theory provides broad and difficult-to-
verify predictions. In this study, we examine whether protective labor market policies produce
unfavorable labor outcomes. If these interventions are truly efficient, they should enhance market
performance rather than lead to higher unemployment, lower labor force participation, or a

growing informal sector.
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2.3. Legal Origins and Labor Regulations

Countries with civil and socialist legal traditions typically enforce more comprehensive
labor market regulations, including strict employment protections, wage controls, and mandatory
social security schemes. This reflects a governance model that emphasizes state intervention and
oversight rather than market freedom. In contrast, common law countries tend to prioritize
contractual freedom and maintain lighter labor regulation, allowing market mechanisms to play a
larger role in shaping labor relations and outcomes. According to the legal origin theory, the
transplantation of legal systems has led to a path-dependent evolution of institutions. The costs of
adjusting regulatory frameworks are tied to each country’s inherited legal tradition, making it more
likely that nations extend existing approaches to new policy domains. These legal differences also
influence welfare models: civil law countries generally support broad social protection systems,
whereas common law countries rely more on private, market-based insurance mechanisms. Hence,
the legal origin theory offers a useful lens for explaining cross-national differences in regulatory

styles and their effects on labor market performance.

Botero et al. (2004) conducted an extensive study examining labor regulations in 85
countries, providing strong empirical support for the legal origin theory. Their findings highlight
the crucial role of institutional transplantation, showing that a country’s legal heritage significantly
determines its regulatory structure, including labor market policies. They found that nations with
Socialist, French, Scandinavian, or German legal origins tend to have stricter employment
protection laws, higher dismissal costs, and more rigid termination procedures than those with
Common law systems. Moreover, Socialist and French legal origin countries exhibit stronger

collective labor relations and social security legislation than their Common law counterparts.
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Similarly, Deakin (2001) argued that civil and socialist legal traditions are typically linked
to more comprehensive labor regulation, whereas common law systems emphasize freedom of
contract. Glaeser and Shleifer (2002) further contended that legal origin plays a decisive role, as
most countries inherited their legal systems through colonization or legal transplantation rather
than through domestic institutional design. Supporting this view, Acemoglu et al. (2001), using
data from 64 former colonies, showed that colonial legacies had a lasting influence on institutional
frameworks and continue to shape modern governance. They also found that countries with French
legal origins tend to have weaker institutional quality. Even though their study is not directly
centered on labor regulation, it reinforces the broader argument that historical roots shape current

institutional and regulatory outcomes.

La Porta et al. (2008) expanded this analysis by exploring how legal origins affect broader
economic consequences using data from 84 countries, with particular attention to labor regulation.
They demonstrated that variations in labor laws across nations are strongly influenced by their
legal heritage. The authors attributed these differences to the historical divergence between civil
law systems—which emphasize policy implementation—and common law systems—which
prioritize market facilitation. This divergence has significant implications for both economic and
social outcomes. Their findings show that countries with French, German, and Scandinavian legal
origins tend to have stricter labor protections than common law countries, confirming that legal

origin plays a central role in shaping labor regulation and, by extension, labor market performance.

2.4. Labor Regulations and Labor Market Outcomes

Various studies revealed insights into how different labor regulatory frameworks impact different
labor market outcomes. Using 85 countries, Botero et al. (2004) argued that heavier labor market

regulations correlate with poorer labor market outcomes, contradicting the efficiency theory. They
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found that stricter collective relations laws are associated with higher employment rate in the
unofficial economy. This result supported the idea that stricter collective bargaining rules may
incentivize firms to operate outside the formal sector. In addition, heavier employment protection,
collective relations and social security laws are associated with a decline in male labor force
participation. Additionally, La Porta et al. (2008) found that heavier labor regulations are
associated with lower male labor force participation and unemployment.  And, Feldmann
(2009) showed that flexible labor regulations can have positive effects on labor market outcomes.
Similarly, Bernal-Verdugo et al. (2012), using data from 97 countries, emphasized that relaxing

labor market regulations flexibility led to unemployment rate decrease.

In contrast, using data from 117 countries, Adams et al. (2019) found that enhancing
workers protection in various types of employment - such as part-time, fixed term, and temporary
agency work - is associated with higher employment levels and lower unemployment rates in the
long term. They documented that a 1 percent increase in the relative strength of legal regulation of
different forms of employment lead to an increase in the employment to population ratio by 0.23
percent while strengthening of employment protection legislation (EPL) is associated with a 0.35
percent increase in the employment to population ratio. In addition, a 1 percent increase in EPL
lead to a 0.23 percent decrease in the unemployment rate. Also, Han and Pyun (2021) used data
for 20 countries and established that the positive correlation between markups and income
inequality is significantly diminished in countries with better labor protection regulations,
including strong statutory union rights, generous unemployment benefits and mandatory minimum

wages.

On another end, a more recent study conducted by Arestis et al. (2023), using data from 16

European countries, found that labor reforms, such as reducing employment protection for
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permanent and temporary workers did not succeed in reducing unemployment rates nor affected
employment growth. They argued that labor reforms have no effect on unemployment and
employment outcomes, contradicting findings of previous studies. Also, using data for 108
countries, Sarkar (2020) documented that labor regulations and dismissal regulations enhance total
and youth employment rates, indicating that such regulations may not hinder job
creation. Regarding informality, La Porta et al. (2014) examined the relationship between
informality and development and challenged the view that stringent regulations prevent informal
firms from becoming formal. By comparing the obstacles of doing business, they argued that labor
regulations are a distant concern for informal firms. They emphasized that economic development
is the primary driver of informality reduction. Schneider and Enste (2000) provided a foundational
analysis of the shadow economy, emphasizing that high taxation, burdensome social security
contributions, and rigid labor market regulations are key drivers behind the expansion of
informality. Forteza and Rama (2006) examined the rigidity of labor market and the success of
reforms across 100 countries. They found that labor market institutions and policies matter for the
success of economic reforms, primarily for political rather than economic reasons. The analysis
showed that while high minimum wages and mandated benefits do not significantly hinder growth,
strong unionization and public-sector employment are associated with deeper recessions and
weaker recoveries. In a country-specific context, Besley and Burgess (2004) examined the
relationship between regulation and long-run development in India. They found that pro-worker
labor laws are associated with decreased levels of investment, employment, productivity and
output in registered manufacturing. Additionally, pro-worker regulations in India appeared to

constrain growth and exacerbate urban poverty.
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We aim in this paper to examine whether existing theories hold using a new cross-country
dataset. The goal is to assess whether results of previous empirical tests of theories would change
using new data and measures. Up to our knowledge, we are the first to employ the new World
Bank Business-Ready cross-country labor market regulation database to study how legal origin
influence the regulation of labor and how the latter affect labor market outcomes. The following

section introduces the dataset and variables used.

3. Data
3.1. The Business Ready (B-READY) dataset
In this paper we use B-READY, a new dataset published by the World Bank in 2024. It introduces
a comprehensive set of indicators about business regulations. It covers 50 countries spanning all
income groups and world geographic regions. The B-READY aims to enhance understanding of
investment climate in order to foster private investment, job creation, and productivity to support
economies in achieving inclusive and sustainable development. This dataset assesses both the
regulatory burden and the quality of regulations alongside the availability and effectiveness of
public services relevant to businesses. It is structured around three primary pillars: regulatory
framework (Pillar 1), public services (Pillar I1), and operational efficiency (Pillar I111). Each pillar
consists of different categories and various sub-category indicators. It encompasses ten topics
essential to the lifecycle of a firm, including business entry, utility services, business location,
labor, financial services, international trade, taxation, dispute resolution, market competition, and
business insolvency. We provide in Table 1 definitions of the B-READY variables that we use in
this paper.

We employ the B-READY dataset as it has certain advantages. Compared to the previous

Doing Business dataset, the new B-READY dataset offers a more comprehensive and nuanced
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assessment of the business environment. First, while the Doing Business dataset focused primarily
on the regulatory burdens faced by small and medium enterprises, B-READY evaluates private
sector development as a whole, covering the broader ecosystem in which firms operate. Second,
B-READY assesses not only the burden of regulations but also the ease of compliance and the
effectiveness of related public services, areas that were less emphasized in Doing Business. Third,
while Doing Business omitted critical areas such as labor, B-READY covers all major topics
related to a firm’s life cycle, including labor regulations, offering a more complete and
representative view of the regulatory environment firms face throughout their life cycle. Fourth,
in terms of methodology, Doing Business relied mainly on expert consultations and case studies
with strict assumptions, often covering either de jure or de facto regulations, but not both.
However, B-READY includes both de jure and de facto measures, combining expert insights with
firm-level surveys, ensuring a balanced representation of both legal frameworks and real-world
practices, which enhances comparability across economies. Fifth, while Doing Business used
aggregate scores and rankings to drive reform efforts, B-READY adopts a more detailed, topic-
based scoring system that highlights specific areas for improvement. This disaggregated approach
allows for a more precise diagnosis and supports evidence-based policy making.

The B-READY dataset aims to highlight not only the interests of individual firms but also
those of workers, consumers, and the broader economic environment. It offers policymakers and
researchers valuable insights into the factors influencing private sector development, across
different economies and dimensions. In addition, it serves as a tool for advocating policy reforms
through international benchmarking, helping to identify regulatory gaps, guide reforms, and

support research on the drivers of sustainable private sector development and economic growth.

3.2. Measures of labor regulations
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This dataset introduces new measures of labor regulations that have not yet been employed in the
literature. The labor topic in the B-READY dataset evaluates practices in employment regulations
and public services, considering the perspective of both firms and employees across three key
pillars: quality of labor regulations (Pillar 1), adequacy of public services for labor (Pillar 1), and
operational efficiency of labor regulations and public services in practice (Pillar I11).

The first pillar evaluates the quality of legal foundations (de jure) necessary for an effective
labor market. It focuses on regulations that establish worker protection and employment-related
obligations. It includes provisions such as minimum wage attributes, equal remuneration for equal
work, and health and safety. The second pillar examines the availability of essential public services
that support the implementation and enforcement of labor regulations. These indicators include
unemployment benefits, healthcare coverage, and pension schemes, along with employment
centers, labor inspectorates, and mechanisms for dispute resolution. The third pillar provides
insights from the perspective of firms, into the nonwage labor costs, employment restrictions,
training, and the frequency of labor disputes, as well as the efficiency of dispute resolution
process.®

This comprehensive approach allows for cross-country comparisons while reflecting the
real-world impact of labor policies within each economy. For the purpose of our study, we first
use the labor regulations indicators from the B-READY as dependent variables to examine the
effects of legal origins on labor regulations. Then, we employ these indicators as explanatory

variables to assess the effects of labor regulations on labor market outcomes.

5 More information about the Labor topic in the B-
READY dataset is available here: https://www.worldbank.org/en/businessready/methodology#5
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3.3. Performance by Pillar

We present in Table 2 descriptive statistics of the labor topic, labor pillars, and different control
variables. Panel A shows that the average score for the overall labor regulation topic across
countries is approximately 65 (out of 100), with a standard deviation of 8.4 points. On average,
countries score higher on Pillar I (70.6) than on Pillar 11 (62.1) and Pillar 111 (62.3), suggesting that
de jure labor regulations are stronger than the adequacy of public services and the operational
efficiency. Substantial cross-country variation is evident. For instance, Georgia achieves one of
the highest scores in overall labor topic (83.5) while Gambia scores among the lowest (49.2). In
terms of Pillar 1, Portugal stands out with a high score (88.2), reflecting strong pro-worker
regulations. Similarly, Portugal scores higher in public services (Pillar 11) with a score of 91.7.
New Zealand, despite achieving the highest score (100) in the adequacy in public services, reports
a lower score (68.2) in the quality of written labor regulations, illustrating a gap between de jure
and de facto measures. For Pillar 111, Ghana scores highest in operational efficiency (91.1) while
Morocco scores lowest (32.2). Moreover, the gaps between the minimum and maximum values in
each pillar suggest that the greatest variation among economies is seen in public services, followed

by operational efficiency, and then the regulatory framework.

Panel B and Figures 1-4 disaggregate countries by their income levels. Countries with
below-median income levels score an average of 61.2 on overall labor topic while those above the
median achieve 68.8. This pattern suggests a positive association between income levels and better
labor market institutions although this relationship is not uniform across all pillars. For instance,
richer countries do not outperform lower income countries in operational efficiency (Pillar 111),

suggesting that firms can achieve operational efficiency regardless of a country’s income level.
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Panel C classifies countries by legal origin. Countries with German legal origin, exhibit
the highest average scores across all pillars with an average of 74.182, and particularly in Pillar |
(81.4) and in Pillar Il (80.6), indicating more labor protective laws and better public service
provision. In contrast, English legal origin countries perform slightly better in operational
efficiency (Pillar 111) with an average of 70.3, consistent with the theories suggesting that common

law systems emphasize labor market flexibility. Next, we examine these patterns empirically.

We display in Table 3 the correlation matrix among the key indicators used in this study,

including the overall labor score, the three pillars, and their respective sub-indices.

3.4. Other variables

We utilize data from multiple sources to analyze the effect of labor regulations on labor market
outcomes. The key labor market outcomes that we examined as dependent variables include total
employment in the unofficial economy, female employment in the unofficial economy, and male
employment in the unofficial economy. We obtained these variables from ILOSTAT.®
Additionally, we assess unemployment-related indicators, including the total unemployment rate,
female unemployment rate, male unemployment rate, and youth (from age 15-24) unemployment
rate. We obtained these variables from the World Bank World Development Indicators (WDI).’
Similarly, we used labor force participation variables, including male, female, youth, and total
labor force participation rates as well as control variables such as GDP per capita from the WDI.
Moreover, we incorporated labor productivity variable from ILOSTAT. And, to examine the legal
origin theory, we used legal origin data from La Porta et al. (1999). We present in Table 1 the

definitions of the variables used in this paper.

% The International Labour Organization, ILOSTAT database is available at: https:/ilostat.ilo.org/
" The World Bank, World Development Indicators (WDI) database is available at:
https://databank.worldbank.org/source/world-development-indicators
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4. Empirical Analysis

This section examines the effect of legal origin on labor regulations as well as the effect of labor
regulations on labor market outcomes using the B-READY dataset. The analysis consists of three
parts. First, we assess the effect of legal origin on labor regulations. Second, we study the effect
of labor regulations on unemployment and labor force participation. Third, we examine the effect

of labor regulations on informal employment and productivity outcomes.

We begin by exploring the relationship between the quality of labor regulations (Pillar 1)
and two of its potential determinants: legal origin and income per capita. Regarding income levels,
the results in Table 4 show that higher log GDP per capita is positively associated with higher
overall labor scores and better practices regarding the quality of labor regulations. High-income
countries also tend to have less strict termination of employment regulations as well as more

flexible employment restrictions and costs regulations.

The results in Table 4 provide support for the legal origin theory. Countries with French
legal origin do not show statistically significant results for overall labor scores and for quality of
labor regulations (Pillar I). However, they exhibit stronger workers conditions and labor rights
compared to countries with common legal origin. French legal origin countries also tend to impose
greater rigidity in employment regulations than common legal origin countries. They exhibit less
flexibility in employment restriction and costs, including stricter terms of employment, which
indicate stricter working hours and contracts. They also exhibit less flexibility in termination of
employment regulations, making it more difficult for firms to dismiss employees. For countries
with German legal origin, the results are significantly better in the overall labor scores by 5.79
points and have higher quality of labor regulation compared to countries with common legal origin.

They also exhibit stronger workers’ conditions, greater labor rights protection, higher minimum
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wage attributes and stricter termination of employment regulations than common legal origin
countries. These results suggest that civil - including both French and German - legal origin

countries tend to implement more protective labor regulations than common legal origin countries.

Turning to the adequacy of public services for labor (Pillar 1), results in Table 5 show that
German legal origin countries are associated with (15.88 points) higher adequacy of public
services than common law countries. They have stronger social protection systems, including
unemployment insurance, retirement pensions, and more effective employment services and
centers. However, French legal origin countries adopt more protective regulations although they
do not show statistically significant results in public services efficiency. High income countries
are associated with significantly higher results across all regressions, exhibiting better social
protection systems, including unemployment insurance, health care coverage, retirement pension
schemes, and better employment services, including employment centers and labor inspectorates.
The findings in Table 5 also indicate that German legal origin countries are more effective in

providing labor-related public services than common law countries.

Table 6 shows the analysis of operational efficiency of labor regulations and public services
in practice (Pillar I11). It reveals that French legal origin countries are associated with (11.8 points)
lower operational efficiency than common legal origin countries. Both French and German legal
origin countries are associated with more rigid employment restrictions and costs, including higher
social contribution burdens and stricter dismissal procedures in terms of time and cost.
Additionally, they demonstrate lower operational efficiency in resolving labor disputes, although
they perform better in areas such as health and safety inspections. Interestingly, an increase in
income levels shows more rigid de facto employment restriction and costs as well as dismissal

time and cost, contradicting the flexible de jure employment restrictions and costs regulations
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reported in Table 4. However, high-income countries experience fewer hiring obstacles, more

effective employment services, and greater access to on-the-job training programs.

Next, in Table 7a, we examine the relationship between the quality of labor regulations
(Pillar 1) and the other two pillars. We find that higher scores in Pillar | are strongly and positively
associated with better adequacy of public services (Pillar Il) with a coefficient of 0.84 that is
statistically significant at the 1% level. However, the relationship between Pillar | and operational
efficiency (Pillar I11) is negative and not statistically significant. These results suggest that stronger
de jure labor regulations are associated with better adequacy of public services but not necessarily
translate into better operational efficiency for firms. In Table 7b, we add log of GDP per capita as
an explanatory variable with Pillar 1. We find that higher income countries are associated with
higher adequacy of public services. However, when log of GDP per capita is added as a control

variable, the relationship between Pillar I and Pillar 11 becomes statistically insignificant.

We then continue by exploring the effect of the three different pillars on unemployment
and labor force participation outcomes. The results in Table 8 suggest that more protective labor
regulations are associated with higher total, female and youth unemployment rates, possibly due
to firms’ reluctance to hire vulnerable groups under rigid regulatory conditions. In contrast,
stronger public services are associated with lower total, female and male unemployment rates.
Additionally, operational efficiency is positively associated with higher total and female labor
force participation rates. These findings linked together tell us that civil legal origin countries tend
to implement more protective labor regulations that can lead to adverse unemployment outcomes,

particularly among women and youth.

Further analysis of Pillar I subcomponents reveals that labor rights increase youth

unemployment and reduce male labor force participation. Results in Table 9 show that minimum
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wage attributes reduce female labor force participation. Stricter terms of employment - such as
stricter contracts and working hours - raise unemployment rates across all demographic groups
while also decreasing total, female, male and youth labor force participation rates. On the other
hand, more flexible termination of employment policies reduce female unemployment rates and

increase youth labor force participation rates.

Regarding the effect of adequacy of public services subcomponents, results in Table 10
suggest that efficient labor dispute resolution mechanisms are associated with lower female
unemployment rates and higher youth labor force participation. Within operational efficiency
subcomponents in Table 11, we find that flexible social contributions increase male labor force
participation while the availability of on-the-job training reduces youth unemployment rates and
increases total and female labor force participation rates. In addition, more efficient labor conflict

resolution mechanisms decrease total, female, male, and youth unemployment rates.

Lastly, results in Table 12 show the effects of overall pillars on informality and labor
productivity. Neither the quality of labor regulations (Pillar I) nor the adequacy of public services
(Pillar I1) significantly affects informality or productivity. However, higher operational efficiency
is associated with higher total, female, and male informal employment as well as with lower
productivity. In addition, results in this table show that higher-income countries are associated
with significantly lower total, female, and male informal employment as well as with higher labor
productivity. These findings align with results in La Porta et al. (2014), arguing that economic

development is the key factor in reducing informality.

Part of these findings are somewhat counterintuitive as one may expect that greater
regulatory efficiency, reflected in lower costs and burdens to firms, would reduce informality.

Instead, these results suggest that operational efficiency alone may be insufficient to draw firms
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and workers into the formal sector, particularly in developing economies. Enhanced firm flexibility
without adequate labor protection laws or enforcement mechanisms may facilitate labor
exploitation, and thus, lead to higher informal employment rates and lower labor productivity. In
such cases, ease of compliance and flexibility may benefit formal firms while leaving informal

sectors unaffected.

Some subcomponents such as labor rights (Table 13) are positively linked to productivity
while others like universal health care availability (Table 14) may unintentionally reduce
incentives for formal employment when benefits are guaranteed irrespective of the job status,
contributing to higher informal employment and lower productivity. The results show that the
availability of retirement pensions improve productivity, too. Table 15 shows that flexible social
contribution systems and on-the-job trainings increase total, female, male informal employment
rates and lower productivity. Operational efficiency in labor dispute resolution can also increase

total and female informal employment rates.

5. Conclusion

We analyze two major theoretical frameworks—the efficiency theory and the legal origin theory.
The efficiency theory argues that labor regulations are crafted to address market failures in an
optimal manner while the legal origin theory posits that regulatory systems are largely shaped by
each country’s inherited legal tradition. Our study revisits the central propositions of Botero et al.

(2004) two decades later using newly developed and updated measures of labor regulations.

Our results provide further support for the legal origin theory. Civil law countries tend to

implement more protective labor regulations and deliver more adequate public services—
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including stronger social protection and employment support—than common law countries. In

contrast, common law systems emphasize regulatory efficiency that promote firm flexibility.

When examining how different types of regulations influence labor market outcomes, we
find that stricter de jure labor protections are associated with higher unemployment, particularly
among women and youth, implying that rigid labor rules can hinder labor market entry for
vulnerable groups. On the other hand, the adequacy of public services correlates with improved
outcomes, helping to reduce unemployment for both men and women. Operational efficiency,
characterized by practices enhancing firm flexibility, increases female labor force participation but

also tends to raise informal employment and lower productivity.

These findings challenge—but do not fully reject—the efficiency theory. While firm
flexibility may enhance efficiency, it can come at the expense of worker protection. Likewise, the
negative consequences of protective labor regulations might represent an unavoidable trade-off
needed to prevent exploitative practices. Moreover, flexibility alone does not reduce informality
in environments with weak enforcement and high baseline informality. This highlights the
importance of integrated policy designs that balance flexibility, worker protection, and effective

public service delivery.

The policy implications of our study are significant. Strong formal labor protections can
advance equality and social security but may also lead to higher unemployment among vulnerable
populations. In contrast, the effective implementation of regulations—through efficient public
services and sound enforcement—appears more beneficial for reducing unemployment.
Nonetheless, excessive emphasis on operational efficiency may unintentionally expand informal

employment and suppress productivity.
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In conclusion, well-functioning labor regulation systems must strike a balance: maintaining
core protections, ensuring effective public service provision, and minimizing compliance burdens
to foster both inclusiveness and efficiency in labor markets. Future research could broaden this
analysis by considering other regulatory areas—such as taxation, business entry, or alternative
governance frameworks—and by investigating the determinants of cross-country disparities in

public service provision.
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Figure 1: Overall labor score and GDP per capita

Overall labor score vs. GDP per capita
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Figure 2: Pillar I, Quality of labor regulations and GDP per capita
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Figure 3: Pillar 11, Adequacy of public services for labor and GDP per capita

Pillar Il vs. GDP per capita
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Figure 4: Pillar 111, Operational efficiency of labor regulations and public services in practice

and GDP per capita
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Table 1: The Variables

This table presents definitions of the variables used in the paper. The variables come from the
World Bank Business-READY (B-READY) dataset. Labor Market Outcomes variables come from
the World Bank World Development Indicators (WDI) and from the ILOSTAT. Legal Origin
dataset come from La Porta et al. (1999). The B-READY dataset is available here:
https://www.worldbank.org/en/businessready and methodology information here:

https://www.worldbank.org/en/businessready/methodology#1

Variables

Description

Labor Overall

This variable is the overall labor topic score, it measures good practices in employment
regulations and public services from the perspective of both enterprises and employees
across three different pillars: Pillar I, which is the Quality of Labor Regulations, Pillar
II, which is the Adequacy of Public Services for Labor, and Pillar III, which is the
Operational Efficiency of Labor Regulations and Public Services in Practice. The topic
score from O to 100 and equals the average of the three topic-specific pillar scores.
Higher scores represent better practices in employment regulations and public services
from the perspective of both firms and employees across the three pillars.

Source: B-READY Methodology Handbook 2024 and B-READY Report 2024.

Pillar I: Quality of Labor Regulations

Pillar I: Quality of
Labor Regulations

This variable evaluates the quality of legal foundations (de jure) necessary for an
effective labor market. It focuses on regulations that establish worker protection and
employment-related obligations. It is a score from 0 to 100, where 100 represents the
best performance in this pillar. Each Pillar score is generated by averaging the scores
assigned to that pillar.

Source: B-READY Methodology Handbook 2024 and B-READY Report 2024.

Workers’ Conditions

This variable includes three sub-categories that contains several indicators: (1) Labor
Rights, (2) Minimum Wage Attributes, and (3) Termination of Employment. It is a
score from 0 to 50 points, where higher scores reflect stronger alignment with
international good practices that emphasize worker protection, while lower scores
indicate the opposite.

Source: B-READY Methodology Handbook 2024 and B-READY Report 2024.

Labor Rights

This variable measures the basic rights and protections that workers should receive in
the workplace, aimed at ensuring fair and safe working conditions, promoting equality
and non-discrimination, and safeguarding the dignity and well-being of workers. They
are outlined in the Fundamental Principles and Rights at Work and include freedom of
association, the right to collective bargaining, the prohibition of forced labor, the
eradication of child labor, the elimination of employment and occupational
discrimination, and the right to a safe and healthy work environment. This sub-category
contains thirteen indicators. It is a score from 0 to 16.67, where low scores equal weak
labor rights laws and higher values equal strong labor rights laws.

Source: B-READY Methodology Handbook 2024 and B-READY Report 2024.

Minimum Wage
Attributes

This variable measures the key elements of a minimum wage system, including four
indicators: (1) Existence of Minimum Wage in the Private Sector, (2) Criteria for
determining minimum wage level, (3) minimum wage update process, and (4) Social
consultation. Itis ascore from 0 to 16.67, where zero indicate no existence of minimum
wage in the private sector, no criteria for determining minimum wage, no update
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mechanisms and no social consultations, while higher values indicate the existence of
minimum wages in the private sector with clear criteria and regular updates.
Source: B-READY Methodology Handbook 2024 and B-READY Report 2024.

Termination of
Employment

This variable includes three indicators: (1) Legally Mandated Notice Period, which is
the availability of notice period by law or collective bargaining agreement, (2) Legally
Mandated Severance Pay, and (3) Notification Requirement for Collective Dismissal,
which is the requirement for third-party notification in the case of a collective dismissal
mandated by law or collective bargaining agreement. It is a score from 0 to 16.67, with
zero indicating no notice period required, no severance, no 3-rd party notification,
while higher scores indicating stricter dismissal rules with proper procedures and
notice.

Source: B-READY Methodology Handbook 2024 and B-READY Report 2024.

Employment
Restrictions and
Costs

This variable includes three sub-categories: (1) Terms of Employment, (2) Minimum
Wage Rate, and (3) Termination of Employment. It is a score from 0 to 50, where lower
scores reflect more rigid or burdensome regulations, while higher scores reflect greater
alignment with good practices that benefits firm flexibility.

Source: B-READY Methodology Handbook 2024 and B-READY Report 2024.

Terms of
Employment

This variable measures the flexibility of working hours and contracts, and includes
eight indicators. It is a score from 0 to 16.67, where lower scores indicate more rigid
terms of employment regulations, and higher scores reflect more flexibility and
employer-friendly regulations.

Source: B-READY Methodology Handbook 2024 and B-READY Report 2024.

Minimum Wage Rate

This variable measures the amount of minimum wage as set by law or collective
bargaining agreement in manufacturing and services sectors. It is a score from 0 to
16.67, higher values indicate higher minimum wage rates.

Source: B-READY Methodology Handbook 2024 and B-READY Report 2024.

Termination of
Employment

This variable capture protections designed to mitigate the adverse consequences of
immediate job termination, and provide employees with sufficient time and financial
security to transition into new employment. This sub-category contains four indicators:
(1) Length of Notice Period, (2) Amount of Severance Pay, (3) No Third-Party
Approval Requirement for Individual Dismissal, (4) No Third-Party Approval
Requirement for Collective Dismissal. It is a score from 0 to 16.67, where low scores
indicate costly and rigid dismissal laws (third-party approvals), and high scores
indicate greater flexibility in dismissal procedures (such as no third-party approval)
Source: B-READY Methodology Handbook 2024 and B-READY Report 2024.

Pillar II: Adequacy of Public Services for Labor

Pillar IT Adequacy of
Public Services for
Labor

This variable examines the availability of essential public services that support the de
facto provision of social protection and the institutional framework for implementing
and enforcing labor regulations. These indicators include unemployment benefits,
healthcare coverage, and pension schemes, along with employment centers, labor
inspectorates, and mechanisms for dispute resolution. It is a score from 0 to 100, with
higher scores indicating stronger, more adequate public services for labor. This score
is generated by averaging the scores assigned to that pillar.

Source: B-READY Methodology Handbook 2024 and B-READY Report 2024.
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Social Protection

This variable includes three sub-categories: (1) Unemployment Insurance, (2) Health
Care Coverage, and (3) Retirement Pension. It is a score from 0 to 50, where higher
scores indicate stronger social protection systems, with equal emphasis on firm
flexibility and social benefit.

Source: B-READY Methodology Handbook 2024 and B-READY Report 2024.

Unemployment
Insurance

This variable includes two indicators: (1) the Availability of Government-Provided
Unemployment Insurance and (2) Funding for Unemployment Insurance from General
Tax Revenues. It is a score from 0 to 16.67, where higher scores indicate stronger
unemployment insurance systems, and lower scores indicate weaker unemployment
insurance systems.

Source: B-READY Methodology Handbook 2024 and B-READY Report 2024.

Health Care
Coverage

This variable includes two indicators: (1) Availability of Universal Health Care, which
is provided by the government for all workers, regardless of their employment contract,
if any, including the poorest, i.e., those that cannot afford it on their own, and (2)
Funding for Health Care from General Tax Revenues. It is a score from 0 to 16.67,
where higher values indicate better and broader health care coverage systems, and
lower values indicate weaker health care coverage systems.

Source: B-READY Methodology Handbook 2024 and B-READY Report 2024.

Retirement Pension

This variable includes two indicators: (1) Provided Retirement Pension Scheme, and
(2) Funding for Non-Contributory Retirement Pension from General Tax Revenues. It
is a score from 0 to 16.67, where higher scores indicate stronger and more inclusive
pension schemes, and lower values indicate weaker pension schemes.

Source: B-READY Methodology Handbook 2024 and B-READY Report 2024.

Employment Services

This variable includes three sub-categories: (1) Employment Centers and Training, (2)
Labor Dispute Resolution Mechanisms, and (3) Labor Inspectorates. It is a score from
0 to 50, where higher scores indicate stronger and better employment services.
Source: B-READY Methodology Handbook 2024 and B-READY Report 2024.

Employment Centers
and Training

This variable measures the availability of employment centers and trainings that
provides resources and assistance that help job seekers overcome barriers and find jobs
through connecting them with employers and providing career guidance and trainings.
It includes four indicators: (1) Existence of a National Employment Service Center, (2)
No Legal Mandate for Firms to Pay for Employment Service Center Services, (e.g.,
job placement assistance, career counseling, or training programs), (3) Legal Mandate
for Vocational Guidance and Training for Unemployed and Job Seekers, which means
the existence of a law or regulation establishing vocational guidance and training for
the unemployed and job seekers, and (4) Existence of Public Training Programs for
Unemployed and Job Seekers, which means the availability of government/publicly
funded training programs (including, but not limited to skills development, vocational
training, or educational opportunities aimed to enhance the employability) to people
who are unemployed and/or actively seeking employment. It is a score from 0 to 16.67,
where higher scores indicate the availability of employment centers and training
programs.

Source: B-READY Methodology Handbook 2024 and B-READY Report 2024.

Labor Dispute
Resolution
Mechanisms

This variable includes two indicators: (1) Existence of a Functioning, Specialized and
Independent Mechanism for Resolution of a Labor Dispute, and (2) Existence of
Alternative Dispute Resolution Process for a Labor Dispute. It is a score from 0 to
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16.67, where lower scores indicate inadequate mechanisms for resolving labor
disputes, and higher scores indicate a specialized and efficient mechanism to resolve a
labor dispute, that can help preserve business continuity and promote better labor
relations, by addressing conflict in the early stages.

Source: B-READY Methodology Handbook 2024 and B-READY Report 2024.

Labor inspectorates

This variable ensures the implementation and when needed the enforcement of national
labor laws in the workplace, which can serve as a proxy of labor regulations
enforcement. Includes three indicators: (1) Existence of a Central Labor Inspectorate,
which will be responsible for enforcing labor laws, (2) Best Practice Initiation of Labor
Inspections, which means Labor inspectors may enter workplaces freely and without
prior notice (unannounced) to the employer to ensure compliance with labor laws and
regulations, and (3) Existence of Data on Reported Number of Cases/Complaints for
Labor Violations. It is a score from 0 to 16.67, where low values indicate weak
enforcement of labor laws or ineffective inspections, and higher values indicate greater
enforcement of national labor laws.

Source: B-READY Methodology Handbook 2024 and B-READY Report 2024.

Pillar III: Operational Efficiency of Labor Regulations and Public Services in Practice

Pillar IIT Operational
Efficiency of Labor
Regulations and
Public Services in
Practice

This variable provides insights from the perspective of firms, into the nonwage labor
costs, employment restrictions, training, and the frequency of labor disputes, as well
as the efficiency of dispute resolution process. It is a score from 0 to 100, and higher
values indicate greater operational efficiency of labor regulations and public services
in practice. The scores on indicators under this pillar are assigned on “firm flexibility”
only, as the indicators measure the time and cost for firms to comply with labor
regulations, elements of social security and outcomes of the employment services
provided to firms. For example, burdensome social security costs, lengthy and costly
processes to dismiss employees and to resolve labor disputes have adverse impacts on
firms, thus hampering firm flexibility. For pillar scores, each score is generated by
averaging the scores assigned to that pillar.

Source: B-READY Methodology Handbook 2024 and B-READY Report 2024.

Employment
Restrictions and
Costs

This variable includes three sub-categories: (1) Social Contribution, (2) Obstacles to
hiring, and (3) Dismissal time and cost. It is a score from 0 to 50, where lower scores
reflect more rigid or burdensome regulations, while higher scores reflect greater
alignment with good practices that benefits firm flexibility.

Source: B-READY Methodology Handbook 2024 and B-READY Report 2024.

Social Contribution

This variable indicates the total annual costs of social security payments and
employment-based taxes (excluding employee taxes that were withheld), divided by
the total annual cost of labor including wages, salaries, bonuses, social security
payments, during the last fiscal year. It is a score from 0 to 16.67, where higher scores
reflect lower social contribution burdens, which indicates greater firm flexibility.
Source: B-READY Methodology Handbook 2024 and B-READY Report 2024.

Obstacles to Hiring

This variable contains one indicator which is the Percent of Firms Identifying Labor
Regulations as a Constraint. It is a score from 0 to 16.67, where higher scores indicate
higher share of firms that perceive existing labor regulations as a major or very severe
constraint to the current operations of the establishment.

Source: B-READY Methodology Handbook 2024 and B-READY Report 2024.
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Dismissal Time and
Cost

This variable measures the cost of firing workers and includes two indicators: (1)
Weeks to Dismiss Full Time Permanent Worker, which is the number of weeks that
took in practice to dismiss an employee—from the time the notice of dismissal was
provided to the worker until the worker was removed from the establishment’s payroll
in the past three years, and (2) Weeks Paid in Severance, which is the amount paid for
severance, in weeks of paid salary, to dismiss permanent, full-time worker in practice
in the past three years. It is a score from 0 to 16.67, where higher values indicate more
flexible dismissal time and cost regulations, while lower values more rigid dismissal
time and cost regulations.

Source: B-READY Methodology Handbook 2024 and B-READY Report 2024.

Employment Services

This variable includes three sub-categories: (1) On-the-job Training, (2) Prevalence
and Operational Efficiency of Labor Disputes, and (3) Health and Safety Inspection. It
is a score from O to 50, where higher values indicate stronger employment-related
public services.

Source: B-READY Methodology Handbook 2024 and B-READY Report 2024.

On-the-Job Training

This variable indicates the share of firms offering formal training programs to their
permanent, full-time employees. It is a score from 0 to 16.67, where higher values
indicate higher share of firms offering job training programs.

Source: B-READY Methodology Handbook 2024 and B-READY Report 2024.

Prevalence and

This variable includes two indicators: (1) Percent of Firms Involved in Labor Dispute

Operational Over Last 3 Years, (2) Months to Resolve Labor Dispute: Time it took for a dispute to
Efficiency of Labor | be resolved from the moment it was filed until it was resolved, over the past three
Disputes years. It is a score from 0 to 16.67, where higher scores imply more efficient labor
conflict resolution systems.
Source: B-READY Methodology Handbook 2024 and B-READY Report 2024.
Health and Safety This variable includes two indicators: (1) Percent of Firms Visited or Inspected for
Inspection Workplace Health and Safety, and (2) Percent of Firms with a Report Issued by

Inspectorate for Workplace Health and Safety. It is a score from 0 to 16.67, where
higher values suggest a more functional workplace inspection regime, contributing to
safer work environments.

Source: B-READY Methodology Handbook 2024 and B-READY Report 2024.

Labor Market Outcomes Variables

Informal employment

This variable measures the employment outside the formal sector, including

Rate (total and by individuals that works in both informal sector and households as domestic workers.

gender) Employment in the informal sector refers to all individuals who were engaged in at
least one informal sector enterprise, regardless of their employment status or whether
it was their primary or secondary job.
Source: ILOSTAT.

Labor Productivity This variable indicates the output per hour worked (GDP constant 2021 international

$ PPP).
Source: ILOSTAT

Labor Force
Participation Rate
(total, female, male)

This variable refers to the proportion of the population ages 15 and older that is
economically active: all people who supply labor for the production of goods and
services during a specified period.

Source: World Bank World Development Indicators.
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Youth Labor Force
Participation Rate
(15-24)

This variable refers to the proportion of the population ages 15-24 that is economically
active: all people who supply labor for the production of goods and services during a
specified period.

Source: World Bank World Development Indicators.

Unemployment Rate
(total, female, male)

This variable refers to the share of the labor force that is without work but available
for and seeking employment.

(% of total labor Source: World Bank World Development Indicators .
force)
Youth This variable refers to the share of the labor force ages 15-24 without work but

Unemployment Rate
(% of total labor
force, ages 15-24)

available for and seeking employment.
Source: World Bank World Development Indicators.

Other Variables

Log GDP per capita
(constant 2015 U.S.
dollars)

This variable refers to the Natural Logarithm of GDP per capita. Data are in constant
2015 U.S. dollars.
Source: World Bank World Development Indicators.

Log GNI per Capita
(constant 2015 U.S.
dollars)

This variable refers to the Natural Logarithm of GNI per capita, expressed in constant
2015 U.S. dollars.
Source: World Bank World Development Indicators.

Legal Origin

This variable refers to the legal origin of the company law or commercial codes of each
country (English, French, German).
Source: La Porta et al. (1999).
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Table 2: Main Indicators by Country

In this table, panel A shows the scores of total labor topic; Pillar I, the Quality of Labor
Regulations; Pillar 11, the Adequacy of Public Services for Labor; and Pillar 111, the Operational
Efficiency of Labor Regulations and Public Services in Practice; and log GDP per capita for 2023,
with the overall summary statistics. Panels B and C present summary statistics for the cross section
of countries by GDP per capita and by legal origin, respectively. All variables are described in
Table 1. The B-READY dataset is available here: https://www.worldbank.org/en/businessready

Labor . . . Log Legal
Economy Name Overall Pillar | Pillar Il Pillar HI GDP.per Origin
capita
Panel A: Data

Bangladesh 64.015 78.712 41.667 71.667 7.533 English
Barbados 69.643 70.846 75 63.083 9.781 English
Bosnia and Herzegovina 69.872 83.496 76.786 49.333 8.767 German
Botswana 63.511 73.878 41.071 75.583 8.811 English
Bulgaria 68.72 80.66 75 50.5 9.188 German
Cambodia 68.442 80.66 54.167 70.5 7.348 French
Central African Republic 49,951 45.9 47.619 56.333 5.879 French
Chad 55.669 52.553 47.619 66.833 6.396 French
Colombia 62.077 67.444 55.952 62.833 8.832 French
Costa Rica 58.732 74.316 48.214 53.667 9.549 French
Croatia 75.604 87.394 87.5 51.917 9.755 German
Cote d’Ivoire 69.278 80.917 58.333 68.583 7.821 French
El Salvador 56.186 60.344 39.881 68.333 8.399 French
Estonia 68.887 69.827 70.833 66 9.916 German
Gambia 49.217 66.855 39.881 40.917 6.562 English
Georgia 83.455 84.199 87.5 78.667 8.714 German
Ghana 68.571 60.464 54.167 91.083 7.634 English
Greece 64.713 76.804 83.333 34 9.944 French
Hong Kong SAR, China 68.814 69.693 54.167 82.583 10.682 English
Hungary 81.872 80.199 91.667 73.75 9.698 German
Indonesia 72.203 67.36 83.333 65.917 8.354 French
Iraq 53.663 77.715 34.524 48.75 8.328 French
Kyrgyz Republic 54.347 60.124 37.5 65.417 7.142 French
Lesotho 62.691 70.013 48.81 69.25 6.857 English
Madagascar 50.677 64.936 38.095 49 6.133 French
Mauritius 76.603 75.058 91.667 63.083 9.334 French
Mexico 59.739 69.218 50 60 9.243 French
Montenegro 63.253 80.236 63.69 45.833 9.033 French
Morocco 59.1 57.635 87.5 32.167 8.123 French
Nepal 65.697 72.673 58.333 66.083 6.996 English
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New Zealand 79.95 68.184 100 71.667 10.639 English
North Macedonia 70.399 76.827 68.452 65.917 8.756 French
Pakistan 53.454 61.303 36.31 62.75 7.417 English
Paraguay 66.234 74.619 70.833 53.25 8.766 French
Peru 64.608 61.42 70.238 62.167 8.773 French
Philippines 75.536 70.526 79.167 76.917 8.207 French
Portugal 73.661 88.234 91.667 41.083 10.016 French
Romania 62.763 75.335 76.786 36.167 9.424 French
Rwanda 60.15 65.321 39.881 75.25 6.902 French
Samoa 70.238 83.751 56.548 70.417 8.249 English
Seychelles 72.709 67.377 83.333 67.417 9.724 French
Sierra Leone 69.016 61.082 69.048 76.917 6.453 English
Singapore 66.833 67.178 70.238 63.083 11.089 English
Slovak Republic 70.865 84.013 75 53.583 9.864 German
Tanzania 63.949 72.192 45.238 74.417 6.985 English
Timor-Leste 56.907 68.577 52.976 49.167 7.216 French
Togo 56.455 59.388 40.476 69.5 6.826 French
Vanuatu 54.37 50.016 38.095 75 7.831 English
Viet Nam 73.189 68.699 85.119 65.75 8.247 French
West Bank and Gaza 53.141 63.686 32.738 63 7.959 French
Sample Mean 64.993 70.557 62.119 62.302 8.402
Sample Median 65.205 69.92 58.333 65.583 8.377
SD 8.414 9.571 19.122 12.873 1.287
Min 49.217 45.9 32.738 32.167 5.879
Max 83.455 88.234 100 91.083 11.089
Panel B: Data by GDP per capita
Labor - oiyjar 1 Pillar 1t Pillar i =09 GPP
Overall per capita
Below median Mean 61.197 66.442 52.286 64.863 7.336
Median 60.15 66.855 47.619 66.833 7.348
SD 8.053 9.693 16.613 12.8 0.732
Min 49.217 45.9 32.738 32.167 5.879
Max 75.536 83.751 87.5 91.083 8.354
Above median Mean 68.788 74.672 71.952 59.74 9.468
Median  68.814 74.619 75 62.833 9.424
SD 7.049 7.602 16.404 12.682 0.693
Min 56.186 60.344 39.881 34 8.399
Max 83.455 88.234 100 82.583 11.089
Panel C: Data by legal origin
English legal origin Mean 64.665 68.456 55.238 70.3 8.235
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French legal origin

German legal origin

Median
SD

Min
Max
Mean
Median
SD

Min
Max
Mean
Median
SD

Min
Max

65.697
7.668
49.217
79.95
62.871
62.42
7.918
49.51
76.603
74.182
70.865
6.253
68.72
83.455

69.693
8.122
50.016
83.751
68.972
68.638
9.456
45.9
88.234
81.398
83.496
5.641
69.827
87.394

54.167
17.398
36.31
100
61.182
57.143
19.399
32.738
91.667
80.612
76.786
8.066
70.833
91.667

71.667
11.151
40.917
91.083
58.458
62.917
12.327
32.167
76.917
60.536
53.583
12.125
49.333
78.667

7.634
1.588
6.453
11.089
8.238
8.341
1.154
5.879
10.016
9.414
9.698
0.518
8.714
9.916
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Table 3: Correlation Matrix Between Labor Regulation Indices and Subindices

This table presents the pairwise correlations among our different labor regulation indicators used
in the analysis.

Correlation between labor Overall & Pillars

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

(1) Labor Overall 1.000

(2) Pillar 1 Overall 0.597*  1.000

(3) Pillar 11 Overall 0.823* 0.421* 1.000

(4) Pillar 111 Overall 0.295* -0.200 -0.184  1.000

(5) Log GDP per capita 0.576* 0.480* 0.612* -0.138 1.000
Correlation between Pillar | Sub-indices

Variables (1) (2) (3) 4 (5) (6) (7)

(1) Labor Rights 1.000

(2) Min Wage Attributes  0.386*  1.000

(3) Termination of Emp 0.136 0.068 1.000

(4) Terms of Emp -0.338* -0.079 -0.016  1.000

(5) Min Wage Rate 0.042 -0.061  -0.062 0.011 1.000

(6) Termination of Emp2  -0.141  0.037 -0.478* 0.241* 0.001 1.000

(7) Log GDP per capita -0.018  0.221 -0.174  -0.016  0.589* 0.238* 1.000
Correlation between Pillar 11 Sub-indices

Variables D (2 (3) (4) (5) (6) (7)

(1) Unemp Insurance 1.000

(2) Health Care Coverage 0.538*  1.000

(3) Retirement Pension 0.526* 0.626* 1.000

(4) Employment Centers ~ 0.467*  0.223 0.266*  1.000

(5) Labor Dispute 0.214 0.125 0.264*  0.249* 1.000

(6) Labor Inspectorates 0.416* 0.267* 0.584*  0.207 0.131 1.000

(7) Log GDP per capita 0.497* 0.389* 0.488* 0.396* 0.108 0.512* 1.000
Correlation between Pillar 111 Sub-indices

Variables 1) (2) (3) 4) (5) (6) (7

(1) Social Contribution 1.000

(2) Obstacles to Hiring 0.141 1.000

(3) Dism Time & Cost 0.317* 0.021 1.000

(4) On-the-Job Training -0.039 -0.156 -0.181  1.000

(5) Operational Eff 0.264* 0.239* 0.181 -0.334* 1.000

(6) Health Safety Insp -0.319* 0.056 -0.202  0.176 -0.413* 1.000

(7) Log GDP per capita -0.161  -0.227  -0.285* 0.389* -0.136  -0.049  1.000

Note: * indicates statistical significance at the 10% level or better (p<0.1 and p<0.05 and p<0.01)
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Table 4: The effect of Legal Origins on the Quality of Labor Regulation (Pillar I)

This table examines the effect of legal origin on the Quality of Labor Regulation (Pillar I). It reports results from Ordinary least Squares
(OLS) regressions for a cross section of 50 countries. The dependent variables in this table are: (1) the overall labor topic score, (2) the
overall Pillar I “Quality of Labor Regulation” index and its main components including (3) subcategory 1.1 Workers Conditions and its
sub-indices: (4) Labor Rights, (5) Minimum Wage Attributes, (6) Termination of Employment laws, (7) sub-category 1.2 Employment
Restriction and costs and its sub-indices: (8) Terms of Employment, (9) Minimum Wage Rate, and (10) Termination of Employment
laws. All the variables used are described in Table I. Common Legal Origin is used as Reference. Scandinavian and Socialist legal
origins were omitted due to the absence of countries in our dataset classified under these legal origin categories.

O @ S) ) ®) ©) ®) ©) (10)
Labor Pillar I Workers Labor Rights Minimum Termination — Employment Terms of Minimum Termination
Overall Opverall Conditions Wage of Employment Wage Rate of
Attributes Employment Employment
2
French Legal Origin -1.806 .506 4.862%* 2.116%* 2.002 744 -3.216%** .696 -1.836*
(2.114) (2.742) (2.2906) (.795) (1.439) (1.22) (:81) (1.8806) (.99
German Legal Origin 5.795% 9.697++* 10.509%** 3.164%** 3.67* 3.676%* -1.87 1.829 =771
(3.083) (3.378) (2.647) (.837) (2.145) (1.504) (1.168) (1.525) (1.224)
Log GDP per capita 3.155%+* 2,751 -.388 -.188 .606 -.806%* -.056 2.665%F* .529
(.720) (:992) (1.003) (:278) (.615) (477) (:248) (.553) (.358)
_cons 38.688*** 45.807*F* 37.257#F* 13.16%** 4.313 19.783%** 11.683*** -10.971%* 7.838%*
(6.476) (8.507) (8.540) (2.363) (5.1061) (3.795) (2.255) (5.59) (2.959)
Observations 50 50 50 50 50 50 50 50 50
R-squared 416 337 191 237 112 A11 229 .356 131

Robust standard errors are in parentheses
*HE P01, ¥* p<.05, * p<.1
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Table 5: The effect of Legal Origins on Adequacy of Public Services for Labor (Pillar I1)

This table examines the effect of legal origin on the Adequacy of Public Services for Labor (Pillar 11). It reports results from Ordinary
least Squares (OLS) regressions for a cross section of 50 countries. The dependent variables in this table are: (1) the overall labor topic
score, (2) the overall Pillar II “Adequacy of Public Services for Labor” index and its main components including (3) subcategory 2.1
Social Protection and its sub-indices: (4) Unemployment Insurance, (5) Health Care Coverage, (6) Retirement Pension, (7) sub-category
2.2 Employment Services and its sub-indices: (8) Employment Centers, (9) Labor Dispute Resolution Mechanisms, and (10) Labor
Inspectorates. All the variables used are described in Table I. Common Legal Origin is used as Reference. Scandinavian and Socialist
legal origins were omitted due to the absence of countries in our dataset classified under these legal origin categories.

M @ ©) @ 6 © G ® ) (10)
Labor topic Pillar 1T Social Unemploym  Health Care Retitement ~ Employment Employment Labor Labor
Overall Overall Protection ent Coverage Pension Services Centers Dispute Inspectorates
Insurance Resolution
French Legal Origin -1.806 5.913 4.465 1.64 1.611 1.214 1.448 1.316 -.189 321
(2.114) (4.838) (3.735) (1.544) (1.621) (1.483) (2.149) (1.582) (711) (1.192)
German Legal Origin 5.795% 15.883%+* 10.474* 5.768%* 1.421 3.285%* 5.41%* 3.447%* 406 1.556
(3.083) (5.743) (5.64) (2.373) (2.894) (1.897) (2.322) (1.315) (512) (1.760)
Log GDP per capita 3.155%%k 8.043%* 5.013%%* 1.804#%* 1.553%* 1.656%** 3.03%xk 1.297+* 126 1.607+%*
(:726) (1.726) (1.47) (:5906) (.639) (.504) (.647) (:512) (-109) (:382)
_cons 38.688+x* -10.994 -24.335%* -12.636%+* -4.733 -6.966 13.34%* .67 15.07%* -2.4
(6.476) (14.048) (11.076) (4.07) (5.022) (4.245) (6.029) (4.692) (1.257) (3.394)
Observations 50 50 50 50 50 50 50 50 50 50
R-squared 416 438 .355 337 171 279 344 201 .021 274

Robust standard errors are in parentheses
X P01, ¥* p<.05, * p<.1
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Table 6: The effect of Legal Origins on the Operational Efficiency of Labor Regulations and Public Services in Practice (Pillar 111)

This table examines the effect of legal origin on the Operational Efficiency of Labor Regulations and Public Services in Practice. It
reports results from Ordinary Least Squares (OLS) regressions for a cross section of 50 countries. The dependent variables in this table
are: (1) the overall Labor topic score, (2) the overall Pillar III “Operational Efficiency of Labor Regulations and Public Services in
Practice” index and its main components including (3) subcategory 3.1 Employment Restrictions and Cost and its sub-indices: (4) Social
Contribution, (5) Obstacles to Hiring, (6) Dismissal Time and Cost, (7) sub-category 3.2 Employment Services, and its sub-indices, (8)
On-the-job Training, (9) Prevalence and Operational Efficiency of Labor Disputes, and (10) Health and Safety Inspection. All the
variables used are described in Table I. Common Legal Origin is used as Reference. Scandinavian and Socialist legal origins were
omitted due to the absence of countries in our dataset classified under these legal origin categories.

) ) ©) @ 6 © © ® © (10)
Labor topic Pillar 111 Employment Social Obstacles to Dismissal Employment ~ On-the-Job  Prevalence &  Health Safety
Overall Overall Restriction &  Contribution Hiring Time and Services Training Operational Inspections
Cost Cost Eff of labor
French Legal Origin -1.806 -11.837+%* -11.93%%¢ -4.893%+* -2.951 -4.087+%* 094 297 -3.097F+* 2.894*
(2114 (3.8) (2.841) (1.423) (1.781) (1.189) (2.647) (2.063) (1.09) (1.553)
German Legal Origin 5.795* -8.195 -9.151* -10.245%** 4.397* -3.303** 956 -1.836 -2.773* 5.565%F*
(3.083) (5.420) (4.628) (2.539) (2.216) (1.519) (3.473) (2.647) (1.59) (1.471)
Log GDP per capita 3.155%** -1.33 -2.7733%* -.167 -1.606** -96%* 1.403* 2.234x%% -.341 -49
(.726) (1.439) (1.209) (.639) (716) (413) (.82) (717) (414) (475)
_cons 38.688*F* 81.252%F* 63.996+* 16.194%+* 25417+ 22.385%** 17.256** -10.692* 17.511%%* 10.438**
(6.476) (13.094) (10.287) (5.535) (6.055) (3.422) (7.384) (6.116) (3.628) (4.467)
Observations 50 50 50 50 50 50 50 50 50 50
R-squared 416 .188 334 .287 224 242 063 162 15 169

Robust standard errors are in parentheses
ok p< 01, % p<.05, * p<.1
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Table 7a: The effect of Pillar 1 (Quality of Labor Regulation) on Pillar Il (Adequacy of

Public Services for Labor) and on Pillar 111 (Operational Efficiency of Labor Regulations

and Public Services in Practice)

1) 2
Pillar 11 Pillar 111
Overall Overall
Pillar | Overall .842%** -.269
(.216) (.198)
_cons 2.718 81.249***
(15.563) (14.079)
Observations 50 50
R-squared 178 .04

Robust standard errors are in parentheses
*kk p<.01, *% p<.05, * p<.1

Table 7b: The effect of Pillar 1 and Log GDP per
capita on Pillar Il and 111

1) (2)
Pillar 11 Pillar 111
Overall Overall
Pillar I Overall 331 -.233
(.247) (.22)
Log GDP per capita 7.916*** -.545
(1.845) (1.603)
_cons -27.733* 83.348***
(16.116) (15.73)
Observations 50 50
R-squared .396 042

Robust standard errors are in parentheses
**x n< 01, ** p<.05, * p<.1
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Table 8: The effect of Overall Pillars on Unemployment and LFPR

This table reports results from Ordinary Least squares (OLS) regressions for a cross section of 50
countries. We study the effect of overall pillars on unemployment variables (total, male, female,

youth) and on labor force participation rates (total, youth, male, female).

) @ ©) @ 6 © @ ®
Total Female Male Youth Labor Youth Male Female
Unemploy  Unemploy Unemploy Unemploy Force Labor Labor Labor
ment ment ment ment Participati Force Force Force
on Rate Participati  Participati ~ Participati
on Rate on Rate on Rate
Pillar I Overall .148* 199% 126 346+ -17 -.249 -178 -.154
(.082) (.107) (.077) (161) (.158) (.239) (111) (.257)
Pillar 11 Overall - 119%* -213%* -.089* -.141 .059 .014 -.082 194
(.059) (.094) (.051) (.104) (.093) (.100) (.072) (.163)
Pillar 111 Overall -.05 -.088 -.041 -.146 201%* 197 .089 317*
(.054) (.074) (.049) (.103) (.108) (.141) (.078) (.184)
Log GDP per capita .65 1.114 521 2.204 -.645 -1.008 .032 -1.249
(.766) (1.060) (.661) (1.460) (1.546) (1.905) (1.359) (1.997)
_cons 1.494 3.453 1.188 -9.657 62.318%%F  52.182%*  82.844%F* 41.185
(7.502) (10.115) (6.610) (14.678) (16.233) (20.78) (10.329) (27.184)
Observations 50 50 50 50 50 50 50 50
R-squared 153 .205 123 .239 128 12 159 123

Robust standard errors are in parentheses
K <01, ¥* p<.05, * p<.1

48



Table 9: The effect of quality of labor regulations indices on unemployment and labor force
participation rates outcomes

This table reports results from Ordinary Least Squares (OLS) regressions for a cross section of 50
countries. We study the effect of the quality of labor regulations (pillar I) sub-indices on
unemployment variables (total, male, female, youth) and on labor force participation rates (total,
youth, male, female) outcomes.

%) @ ©) @ 6) © ™ ®
Total Female Male Youth Total Labor Youth Male Labor Female
Unemploy  Unemploym Unemploym Unemploym Force Labor Force Force Labor Force
ment rate ent rate ent rate ent rate Participatio ~ Participatio =~ Participatio  Participatio
n Rates n Rates n Rates n Rates
Labor Rights 404 381 .358 .843* -.802 -.582 -961* -.064
(:307) (:4606) (:273) (:485) (:529) (.79) (:527) (.840)
Min Wage Attributes 014 076 .002 213 -423 -.502 -.058 -.752%
(-1506) (184) (144) (-2606) (:301) (:420) (:243) (:428)
Termination Emp 211 .28 194 .524% 181 -.05 -.159 486
(:148) (-208) (132) (.281) (:291) (:451) (:295) (44
Terms of Emp L8224k 1.12%%F 70THxk 1.3274%* -1.175%* -1.658%** -.933%* -1.414*
(-260) (.37) (:239) (:476) (:498) (:583) (:350) (.773)
Min Wage Rate -204 -.305 -175 -219 391 .346 139 .66
(178) (.287) (.156) (:267) (.295) (.435) (-260) (:489)
Termination Emp(2) -414 -.084* -.269 -749 .595 1.138* .088 1.096
(.263) (.341) (.232) (.512) (447) (.616) (:39) (.679)
Log GDP per capita 1.109* 1.385 997 3.57+%* -2.046 -3.351 -2.012 -2.133
(.627) (.853) (.590) (1.106) (1.562) (2.588) (1.356) (2.187)
_cons -11.280* -12.195 -10.782* -36.524* ¢ 90.437*+* 79.647+F* 109.289%+* 72.626*F*
(5.82) (7.654) (5.491) (10.808) (13.074) (19.971) (11.337) (18.807)
Observations 50 50 50 50 50 50 50 50
R-squared 272 .266 245 366 .255 267 21 22

Robust standard errors are in parentheses
K P01, ** p<.05, * p<.1
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Table 10: The effect of adequacy of public services on unemployment and labor force
participation rate outcomes

This table reports results from Ordinary Least Squares (OLS) regressions for a cross section of 50
countries. We study the effect of the adequacy of public services for labor (Pillar 1) sub-indices
on unemployment variables (total, male, female, youth) and on labor force participation rates
(total, youth, male, female) outcomes.

M @ © @ ©) ©) @ ®
Total Female Male Youth Total Labor Youth Male Labor Female
Unemploy  Unemploym Unemploym Unemploym Force Labor Force Force Labor Force
ment rate ent rate ent rate ent rate Participatio ~ Participatio ~ Participatio ~ Participatio
n Rates n Rates n Rates n Rates
Unemp Insurance .08 .049 119 .39 -.396 -.344 -.306 -.487
(.142) (172) (.136) (.305) (.33) (:422) (:322) (:4063)
HealthCare Coverage -.047 -.156 -.019 -219 301 -.019 .096 AT5
(:215) (.264) (-199) (:367) (:334) (:389) (-305) (:443)
Ret Pension -.05 025 -.101 .09 -.058 .095 -319 216
(.251) (:279) (:246) (452) (:53) (:523) (:450) (719)
Emp Centers -.195 -.185 -174 -291 032 .269 152 -.073
(171) (:213) (-16) (.288) (:299) (4 (:243) (:451)
Labor Dispute -747 -1.808* -.542 -1.188 1.192 1.232%* -.109 2.479
(:599) (:997) (:507) (.839) (.881) (.54 (:357) (1.5006)
Labor Inspectorates -.247 -375 -179 -.444 -.006 -57 -.026 -.015
(:278) (:327) (:248) (.54 (:409) (-4006) (:432) (.531)
Log GDP per capita 1.006 1.342 .838 3.087* -725 -1.068 -.517 -.837
(.788) (:947) (.685) (1.574) (1.373) (1.565) (1.32) (1.868)
_cons 16.317 33.693* 12.79 17.092 47.017+* 32.420%* 78.396%F* 15.785
(10.829) (17.509) (9.161) (16.809) (17.551) (13.542) (11.243) (27.495)
Observations 50 50 50 50 50 50 50 50
R-squared 173 322 14 201 A12 131 13 A71

Robust standard errors are in parentheses
ok p< 01, % p<.05, * p<.1
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Table 11: The effect of operational efficiency of labor regulations and public services in
practice on unemployment and labor force participation outcomes

This table reports results from Ordinary Least Squares (OLS) regressions for a cross section of 50
countries. We study the effect of the operational efficiency of labor regulations and public services
in practice (Pillar 111) sub-indices on unemployment variables (total, male, female, youth) and on
labor force participation rates (total, youth, male, female) outcomes.

%) @ G) @ ) © ™ ®
Total Female Male Youth Total Labor Youth Male Labor Female
Unemploy  Unemploy  Unemploy = Unemploy Force Labor Force Labor
ment rate ment rate ment rate ment rate  Participatio Force Participatio Force
n Rates Participatio n Rates Participatio
n Rates n Rates
Social Contribution 134 327 076 118 -.066 227 275% -.407
(172 (-255) (.152) (:275) (.185) (-266) (-1506) (:319)
Obstacles Hiring 043 -.059 061 145 .007 -.288 -24 275
@) (164) (.09) (-195) (.196) (.248) (16) (.34
Dism Time Cost -.202 -.258 -.168 -.357 426 .685 214 .638
(199 (:258) (.184) (:313) (:315) (-5006) (:294) (:433)
On-the-JobTraining -17 -.349 -134 - 456%* ST 3R 419 211 9 3Hkx
(132 (:218) (113) (:213) (2) (:291) (-155) (:333)
Oper Efficiency - 432%% -.667** -.344% -1.04 1% 544 454 259 .82
(.196) (:282) (:178) (:343) (-404) (.54 (-285) (:590)
Health Safety Insp .055 14 .037 -.013 162 195 075 .26
(.225) (:335) (-194) (:378) (:425) (:553) (:381) (:595)
Log GDP per capita 288 A1 312 2.757%%* -1.53 -2.115 -1.608 -1.381
(:534) (.680) (:4706) (:953) (1.073) (1.749) (1.049) (1.501)
_cons 11.221* 14.787* 9.27 10.405 56.861%+* 39.106 76.113%F* 37.266
(6.508) (8.031) (5.992) (11.634) (16.23) (23.57) (13.137) (22.858)
Observations 50 50 50 50 50 50 50 50
R-squared 13 177 A1 279 197 188 187 214

Robust standard errors are in parentheses
*RE P01, ¥* p<.05, * p<.1
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Table 12: The effect of Overall Pillars on informality and labor productivity

This table reports results from Ordinary Least Squares (OLS) regressions for a cross section of 42
countries. We study the effect of overall pillars on informal employment variables (total, male,

female) and on labor productivity.

(1) () ©) (4)
Informal Female Informal Male Informal Labor
employment rate employment rate employment rate productivity
(total)
Pillar I Overall -.266 -.354 -.248 234
(.345) (.384) (.338) (.168)
Pillar Il Overall -.199 -.095 =221 077
(.172) (.176) (.181) (.082)
Pillar 111 Overall STT*** 56*** 619%*** -.265***
(.165) (.171) (.172) (.087)
Log GDP per capita -17.985*** -19.675*** -16.939*** 9.631***
(2.874) (2.96) (2.974) (1.425)
_cons 200.954*** 216.089*** 189.187*** -64.152***
(25.663) (28.567) (25.73) (12.832)
Observations 42 42 42 42
R-squared .756 146 149 .819

Robust standard errors are in parentheses
*** p<.01, ** p<.05, * p<.1
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Table 13: The effect of quality of labor regulations indices on informal employment and
labor productivity outcomes

This table reports results from Ordinary Least Squares (OLS) regressions for a cross section of 42
countries. We study the effect of quality of labor regulation sub-indices on informal employment
variables (total, male, female) and on labor productivity.

M @ ) @
Total informal Female Informal Male Informal Labor
employment rate  employment rate  employment rate productivity
Labor Rights -1.555 -1.672 -1.491 1.82%%*
(1.523) (1.624) (1.542) (.638)
Min Wage Attributes -.746 -.765 =742 076
(.802) (:819) (-809) (:335)
Termination Employment - 417 -.448 -424 442
(.877) (.887) (.878) (-308)
Terms of Employment -1.233 -1.506 -1.12 779
(1.044) (1.12) (1.039) (:490)
Min Wage Rate 214 .203 194 -.03
(.552) (.629) (.554) (:235)
Terms of Employment (2) -.022 429 -27 -.136
(1.279) (1.298) (1.299) (:440)
Log GDP per capita -22.71 3% -23.59%%* -21.912%%¢ 11.728*+*
(3.711) (3.796) (3.808) (1.617)
_cons 289.352%%* 296.679*** 283.355%F* -113.767++*
(43.118) (45.691) (41.897) (17.009)
Observations 42 42 42 42
R-squared 733 735 716 .82

Robust standard errors are in parentheses
Kkt p< 01, % p<.05, * p<.1

53



Table 14: The effect of indices on adequacy of public services on informal employment and
labor productivity outcomes

This table reports results from Ordinary Least Squares (OLS) regressions for a cross section of 42
countries. We study the effect of adequacy of public services sub-indices on informal employment
variables (total, male, female) and on labor productivity.

%) @ ) @
Total informal Female Informal Male Informal Labor productivity
employment rate employment rate employment rate
Unemployment Insurance -1.266 -1.208 -1.293 .651
(1.009) (1.027) (1.012) (:475)
Health Care Coverage 1.195% 1.226%* 1.254%* -.867H**
(.681) (.703) (.676) (272)
Retirement Pension -.351 -.466 -.399 J752%
(1.008) (1.075) (:991) (:371)
Employment Centers 126 143 117 133
(:434) (:553) (:393) (173)
Labor Dispute 376 1.572 2 -.684
(:939) (1.047) (:938) (.694)
Labor Inspectorates -1.409 -1.29 -1.423 .106
(1.163) (1.177) (1.178) (:45)
Log GDP per capita -18.937+** -20.292+%* -18.053%** 10.3%%*
(2.8106) (2.769) (2.914) (1.308)
_cons 218.599%** 209.644x** 213.814%%* -57.202%%*
(29.272) (30.498) (29.600) (15.984)
Observations 42 42 42 42
R-squared 767 761 758 .834

Robust standard errors are in parentheses
Kk p< 01, % p<.05, * p<.1
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Table 15: The effect of operational efficiency of labor regulations and public services on
informal employment rates and labor productivity

This table reports results from Ordinary Least Squares (OLS) regressions for a cross section of 42
countries. We study the effect of operational efficiency of labor regulations and public services
sub-indices on informal employment variables (total, male, female) and on labor productivity.

m @ ® @
Total Informal Female Informal Male Informal Labor productivity
employment rate employment rate employment rate
Social Contribution 2.129%%% 1.87%%* 2.24 8% -.6606%**
(:45) (:504) (:442) (.199)
Obstacles to Hiring -473 -.366 -424 -.19
(:321) (:391) (:316) (:249)
Dismissal Time & Cost 2 118 21 -.028
(:541) (.604) (.521) (.287)
On-the-Job Training .62% 702% 627* -.359*%
(:334) (-380) (.324) (-188)
Operational Efficiency .929% 1.209* .845 -.197
(:524) (.618) (:507) (:294)
Health Safety Inspections -51 -.598 -49 .38
(.628) (-700) (.617) (-285)
Log GDP per capita -18.46%+* -19.757%** -17.480%+* 10.849%+*
(2.380) (2.451) (2.457) (1.203)
_cons 179.266%+* 189.258*+* 169.603*** -58.334**
(26.75) (26.427) (28.169) (13.111)
Observations 42 42 42 42
R-squared .869 .836 .872 .847

Robust standard errors are in parentheses
HE P01, ¥* p<.05, * p<.1
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