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or many concerned citizens and consumers, international labor stan-
dards have a strong intuitive appeal as a remedy to address poor
working conditions and low wages in developing countries. The
underlying rationale is straight-forward: if we could pressure multi-
national corporations to significantly improve the working conditions and wages
for unskilled workers in the developing world, we would not only improve the
lives of hundreds of millions of the poorest workers, but companies operating
in developed countries would no longer be forced to compete “unfairly” with
developing country manufacturers who can draw on unlimited pools of cheap
labor.

Others, including Jagdish Bhagwati at Columbia University, have argued
that efforts to impose a “living wage” or improve working conditions in develop-
ing countries may lead to higher labor costs, which could in turn hurt the very
workers these movements seek to protect. How? Companies may decrease
employment, relegating these workers to even worse jobs or no jobs at all.
Nicholas Kristof, editorialist for the New York Times, is probably the most visible
proponent of this view. Kristof argues that what the world needs is not fewer
sweatshops but more, since they offer the only way out of crippling rural
poverty for hundreds of millions of the world’s poorest workers.'

Hand in hand with the rising interest in labor standards, many labor
rights activists have turned to public relations campaigns that target multina-
tional companies in order to pressure them to improve the conditions of their
workers. Corporate giants with strong name-brand recognition such as Nike,
Reebok, Adidas, and the Gap have all become the focus of extremely well coor-
dinated ad campaigns and consumer boycotts that have spread throughout hun-
dreds of college campuses. Surprisingly, however, there has been almost no
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research that analyzes how anti-sweatshop campaigns have affected the very
workers that they are designed to assist.

Does anti-sweatshop activism actually help or harm workers in develop-
ing countries? Using data on Indonesian manufacturing from 1990-1996, we
examined the extent to which anti-sweatshop activism affected wages and
employment in districts where Nike, Reebok, Adidas, and other brand-name
plants were located. We also compared these
changes to changes brought about through the : gda, :
national Indonesian minimum wage legislation  Resource Economics at the University of _w,,;;,-
that affected all regions and all firms. This California, Berkeley, and a HeseafCh ASSU@
enabled us to compare the effects (on both
wages and employment) of government-man-
dated wage improvements with the effects of
the more unconventional tactic of anti-sweat-
shop activism. (Our analysis ends in 1996 because the currency crisis that
erupted in 1997 makes it almost impossible to disentangle macro-economic
shocks from any policies targeted at the labor market.)

Monterey Institute of International Studlesi :

Indonesia presents an ideal case study for two reasons. First, anti-sweat-
shop campaigns targeted a number of firms in Indonesia where Nike, Reebok,
and Adidas all have multiple factories and contractors. Second, the Indonesian
government was the target of United States government efforts to improve labor
market conditions through the threat of trade sanctions. Several times during
the 1980s and 1990s, the U.S. government threatened to withdraw special privi-
leges extended to Indonesian exporters through the Generalized System of Pref-
erences (GSP) unless the Indonesian government responded with steps to
improve working conditions. The government’s main response was to make
minimum wages a central component of its labor market policies in the 1990s.

Pressures Faced by Manufacturing Enterprises
in Indonesia in the 1990s

Between 1987 and 1995, American groups filed seven petitions with the
U.S. Trade Representative (USTR) claiming that Indonesian labor rights laws
were not being enforced by the Indonesian government and that Indonesia’s
preferential trade status under the Generalized System of Preferences (GSP)
should be revoked.? These petitions focused on seven major labor rights” viola-
tions: obstruction of the right to organize, restrictions on civil servants, the right
to strike, the intervention of security authorities in labor disputes, restrictions of
workers’ access to appeal, limited sanctions against employers, and unfair
restrictions on the right to work.

Under the GSP system, participating countries face lower duties (or no
duties at all) on their goods that are exported to the United States. Therefore,
maintaining GSP status is economically important for recipient nations, and the
threat of revoking it can apply significant pressure on governments to change
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FIGURE 1. Daily Minimum Wage in Indonesia, 1990-1996 (in $US)
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their policies. One legal basis for revoking GSP status is evidence of human
rights violations or violation of labor laws.

When President Clinton came into office in 1992, the USTR agreed to
review Indonesia’s GSP status. Although the Indonesian government flatly
denied any violations of labor rights, for the next two years the Indonesian gov-
ernment took small steps to improve the conditions of workers by easing restric-
tions on unions and promising to enforce higher minimum wages. Although
wages were not an issue raised in the GSP petitions, the Indonesian government
decided to make improvements on the wage front instead of more comprehen-
sive labor rights reform that had been highlighted by the American labor rights
groups. This also allowed the government to quell rising labor unrest, since the
major demand in the growing number of strikes during this time period (fueled
by the reluctance of the Indonesian government to crack down while under
greater international scrutiny) was compliance with the legally mandated mini-
mum wage. Although the U.S. did not revoke Indonesia’s GSP privileges and the
USTR'’s review process waned after Clinton’s 1994 visit to Indonesia, from 1990
through1996 the average daily minimum wage in Indonesia (valued in $US)
rose almost 150 percent (see Figure 1), and the Indonesian government contin-
ued to issue promises to more strictly enforce minimum wage compliance.

|46 CALIFORNIA MANAGEMENT REVIEW VOL 48, NO:2




P oving e conaions o YWorkers? Minimum Wage Legislation and Anti-Sweatshop Activism

FIGURE 2. Output Generated by Foreign and Exporting Firms in Indonesia, 1990-1996
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At the same time as the minimum wage was soaring, Indonesia’s entry
into international markets also increased dramatically (see Figure 2). The manu-
facturing census shows that the percentage of manufactured output that was
exported almost doubled between 1990 and 1996, from approximately 17 per-
cent to 32 percent of final sales. In addition, the presence of foreign investors
also increased. The percentage of manufacturing output accounted for by foreign
firms rose from 13 percent of output in 1990 to 21 percent of total manufactur-
ing output in 1996.

While all of this was occurring, the conditions of workers in Indonesia
received increased media attention, and the anti-sweatshop movement gained
significant momentum, particularly in the United States. Indonesia is home to
factories that subcontract to some of America’s most popular brand name
footwear and apparel companies, such as Nike, Adidas, and Reebok. The mid-
1990s witnessed the apex of the anti-sweatshop movement.> Must of the focus
on Indonesia (and Nike in particular) was initiated by Jeff Ballinger, who was
awarded consecutive grants from U.S.A.LD. to study the situation of Indonesian
workers at Nike plants in the late 1980s and early 1990s. In 1992, Harper's mag-
azine published a short piece by Ballinger entitled “The New Free-Trade Heel:
Nike’s Jump on the Back of Asian Workers.” In 1993, CBS broadcast a report on
the plight of Nike workers in Indonesia featuring Ballinger, while in 1994 many
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FIGURE 3. Articles about Indonesia and Sweathshops/Child Labor in Major Newspapers,

1990-1996

No. of Articles

70

60

50

40

30

20

"7 Indonesia & Sweatshop B Indonesia & Child Labor

1990 1991 1992 1993 1994 1995 1996

Year

periodicals, including The New Republic, Rolling Stone, The New York Times, Foreign
Affairs, and The Economist also ran articles criticizing Nike’s labor practices.*

Figure 3 shows the number of articles in major newspapers just on
Indonesia and “sweatshops” or Indonesia and “child labor” from a LexisNexis
search for the years 1990-1996. Whereas the number of articles was essentially
zero in 1990 they steadily increased, peaking in 1996. Figure 4 shows the num-
ber of articles in major newspapers around the world on “sweatshops” and
“child labor” during this same period. The pattern is quite similar: while there
were a relatively small number of articles in 1990, the volume of articles steadily
increased to 1996.

In summary, during the 1990s Indonesia simultaneously experienced
both inward pressure to increase wages (the increased national minimum wage)
and direct external pressure to improve wages as well as working conditions
(from anti-sweatshop activists). Most theories of labor markets would suggest
that this upward pressure on wages and conditions of work could make labor
more costly to employers and reduce the demand for labor, possibly leading to
less employment. Our research decomposes the relative effects of these two
forms of wage pressure on both average wages for (primarily low-wage) Indone-
sian workers and employment in Indonesia during this time period.’
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FIGURE 4. Articles about Sweatshops and Child Labor in Major Newspapers from 1990-1996
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Minimum Wage Compliance Among
Foreign, Exporters, and Domestic Firms in Indonesia

Using the plant-level data for Indonesia, we calculated average produc-
tion worker wages relative to the statutory minimum from 1990 through 1996.°
Since the minimum wage technically only applies to base wages, we computed
compliance by using the plant’s average wage, which is defined as basic annual
monetary compensation divided by the number of workers. One shortcoming
of this approach, which could only be addressed using employer-employee
matched data, is that there could be a bias in average wages if new workers
are paid less than existing ones. This could be a significant problem in growing
establishments. However, the evidence suggests that the spread in wages
between different types of unskilled workers became quite narrow due to the
growing importance of the minimum wage.

Figure 5 compares compliance with minimum wage laws for firms with
and without foreign ownership. As indicated in Figure 5, the percentage of
domestic firms paying the minimum wage to production workers ranged from
around 63 percent in 1990, to a low of less than 40 percent in 1995.” In the mid-
1990s, significantly less than half of all domestic enterprises paid an average
wage to production workers that exceeded the statutory minimum. Compliance
rates for foreign firms during the mid-1990s were nearly double those for
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FIGURE 5. Firm Compliance with Minimum Wage Laws for Production Workers Based on

Domestic or Foreign Ownership in Indonesia, 1990-1996
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domestic enterprises. While less than 40 percent of domestically owned enter-
prises paid production workers average wages which exceeded the minimum
wage in 1995, 70 percent of foreign firms did. At the beginning of the decade,
almost 90 percent of all foreign enterprises paid average wages that equaled or
exceeded the statutory minimum. While compliance rates fell in the mid-1990s
when real minimum wages soared, foreign firms still complied with minimum
wage laws at rates 30 percent higher than domestic firms.

Figure 6 compares the extent of minimum wage compliance across
plants that exported a percentage of their sales abroad versus those oriented
exclusively towards the domestic market. Over the entire time period, the per-
centage of exporters that complied with the minimum wage laws for production
workers was 15 to 20 percentage points higher than for plants that only pro-
duced for the domestic market.

These broad trends suggest that multinationals and other firms exposed to
international competition were more likely to comply with minimum wage leg-
islation. However, none of the trends outlined above control for firm characteris-
tics such as size, age of the plant, the level of technology, or worker
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FIGURE 6. Firm Compliance with Minimum Wage Laws for Production Workers Based on
Export Status in Indonesia, 1990-1996
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characteristics such as gender or education, which oversimplifies the analysis.

In our analysis that controls for these factors, we still found that foreign and
exporting firms were more likely to comply with the minimum wage.® Our
research suggests that if a foreign owner were to take over a domestic enterprise,
compliance with minimum wage legislation for production workers would
increase by 20 percent. Furthermore, an exporting firm was 6 percent more
likely to comply with minimum wage legislation for production workers than

a non-exporter.

Unsurprisingly, the higher rates of compliance with the minimum wage
for foreign and exporting firms correspond to overall higher wages paid by for-
eign and exporting firms. The first three columns of Table 1 show the average
wages for firms outside of textiles, footwear, and apparel (TFA) in Indonesia in
1990 and 1996, as well as the change. The wages paid by foreign firms were on
average more than three times those paid by domestic firms in 1990. For
exporters, average wages were more than 70 percent higher than domestic firms
in 1990.
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