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Summary

1. Starting with the first edition launched in Octol2803, the World Bank’®oing
Businesspublication has included a chapter on “Hiring dfidng Workers” that
defines a wide variety of labour regulations agadiss to investment. Countries that
establish minimum wages above a certain very lowl]eset maximum weekly hours
below 66 hours, require any advance notice for isah or specific procedures for
job termination are all considered to have ruleat thinder their investment
friendliness and place them in a worse rank in ammspn with other countries,
according toDoing Business “ease-of-doing-business” indicators. Countrazs
improve their rank when they do away with these aadous other kinds of labour
regulations.

2. Representatives of the international trade uniornenent have met with World
Bank staff responsible for the publication, inchglithe vice-president for Private
Sector Development, to raise concerns about théammessage oDoing Business
that labour market deregulation has only benefith @ costs. Bank staff have told
trade unionists thdDoing Businessloes not intend to give any indication of what is
an appropriate level of labour regulation and thase who us®oing Businesslata
on labour regulation, such as by way of countrykirags, to promote removal or
decrease of regulations, are “misinterpreting tia'd

3. This paper documents seven cases of recent colewel-policy reports and
recommendations issued by the World Bank and IM&t tlise Doing Business
indicators on labour regulation to propose reducngoing away with various types
of labour regulations, in spite of the claim ofseaesponsible for the publication that
such recommendations constitute a misuse of tree dais beyond the scope of this
paper to determine why several World Bank units, wadl as the IMF, are
misinterpreting data produced by another Bank uviihatever be the explanation for
this situation, corrective action is called fot.id suggested at the conclusion of this
paper that the whole topic of labour regulationsicl by theDoing Businesseam’s
own acknowledgement does not lend itself to judgeméy them on appropriate
levels of regulation, should be removed from thevigw of Doing Business
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Doing Business's “Hiring and firing workers” indicators

4. Starting withDoing Business in 2004ssued in October 2003 as the first edition
of an annual World Bank publication, labour and Eyment regulations have been
one of the five original themes used to evaluatenties’ “ease of doing business”.
By the third editionDoing Business in 2008he number of themes covered had been
expanded to eight.

5. Almost as soon as the first edition BDbing Businessvas launched, ICFTU-
affiliated organizations in developing and tramsiticountries reported that World
Bank country offices were using the “Hiring andrfg workers” indicators oDoing
Businessto publicly challenge client-country governments remluce or eliminate
various types of protection for workers. The Bafices did this through public
statements or at meetings, where they comparedcdbetry’s hiring and firing
indicators with those of other countries, frequemibuntries in the same region (or
using regional averages), and asserted that higherators constituted obstacles to
investment and should be corrected by reducindgtred of protection.

6. The ICFTU/Global Unions expressed their concernsutibhe Doing Business
labour indicators in a number of verbal and writtdmmunications, including a
letter on theDoing Businesseport sent to the World Bank’s president, fivactv
yearly statements for the IFIs’ spring meetings/hich the subject was raise@nd a
detailed analysis of the publication’s labour maikelicators sent to Bank staff and
Executive Directors

7. The statements and analyses produced by tradesup@nted out several implicit
and potentially harmful policy implications of théing and firing indicators. These
declare countries to be less friendly to businkEtseilegally established workweek is
less than 66 hours, if the legal minimum wage eds&b per cent of GDP per capita,
or if they put any restrictions on part-time worlkick as requiring full social
protection. Additional bad marks are given to does that do not allow employers
to terminate labour contracts at their own totatdgtion, or that establish any sort of
requirement for advance notice, priority rules evesance payment in case of
dismissal, either individual or collective.

8. The World Bank calculates these hiring and firingdicators without any
reference to the kind of industrial relations orciab protection schemes, or lack
thereof, that might exist in the country. By imply that the removal of such
protections has only benefits, i.e. making the tgqumore investment-friendly, but
no costs, even though no cost-benefit analysieoforing the regulation has been
done, Doing Businesshas been informing countries that across-the-bdabdur

%2 The most recent was “Equitable development an@pveduction require improved protection of
workers’ rights: Statement by Global Unions to 2086 Spring Meetings of the IMF and World Bank”,
April 2006

3 “Comments by ICFTU/Global Unions on the World BanRoing Business in 2005:’Hiring and Firing of
Workers”, May 2005



deregulation is a win-win approach. The first ieditof Doing Businessadvised
countries to imitate the “deregulation experienaeseveral developing countries that
had undertaken “a general reform toward reductibrthe scope of employment
regulation™.

No assessment of the effects of labour deregulation

9. It should also be noted that, as shown furthenbétodiscussing specific country
cases, the World Bank has not backed up with reBefamdings its assertions that
developing and transition countries which adoptsjelabour market deregulation
measures will obtain more investment and employmeBven though the Bank
subtitled the 2006 edition dboing Business'Creating Jobs” it cited only two
studies, both based on data from OECD countries (rnwhich, by a World Bank
author, had not been published) to back up itsrcthiat weakened labour regulations
result in higher employmeht

10.Not only has no developing-country evidence beavided about the supposed
benefits derived from labour deregulation, but &ddally, the Bank is inaccurate in
suggesting that there is a consensus as to thefoe@ECD countries to deregulate
in order to improve employment outcomes. The OBGBIf recently undertook a
reassessment of itlobs Strategynd concluded: “there is no single combination of
policies and institutions to achieve and maintaindylabour market performanceg”

11.The OECD found that the “successful performers”ténms of employment
growth include both countries with light employmenbtection legislation (EPL) and
low welfare benefits, and others with more resirecEPL, generous welfare benefits
and coordinated collective bargaining. But wherts@sformer group of countries is
characterized by “relatively wide income dispastiethe latter (which include the
Nordic countries) “have achieved high employmend dow income disparity”
Another recent OECD publication examined the derants of structural
unemployment in OECD countries and found that ‘ttmpact of EPL and union
density are statistically insignificarit”

12.Among the kind of negative consequences of laboarket deregulation that

Doing Businessas ignored in calculating its hiring and firingdicators are the

following:

» Long working hours@oing Businesstates that the maximum legal working day
should be no less than twelve hours) result indrdévels of workplace injuries
and fatalities

4 World Bank,Doing Business in 2002003, p. xix
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 The minimum wage leveDoing Businessonsiders acceptable (25 percent of
GDP per capita or less), means that most Sub-Satracan countries would
have minimum wages of less than US$30 per morgh,less than the World
Bank’s own $1 a day extreme poverty threshold

» Since part-time jobs are disproportionately held vagmen workers, already
frequently subject to inferior wages and benefitse rule that full social
protection should not be granted to part-time wkparticularly penalizes
women

» The elimination of all forms of protection agairintract termination without
cause or unfair dismissal would increase workerslnerability to abuse,
particularly among groups that have traditionakyeb victims of discrimination

* In the absence of government-provided unemployntmsriefits, often non-
existent in developing countries, advance dismisgatice or severance pay
requirements (defined bpoing Businesss obstacles to investment) constitute
the only form of income protection workers have

13. Curiously, the 2006 edition @oing Busines@cludes the suggestion that “rather
than requiring high severance payments ... middlesime countries can introduce
unemployment insurancé” However countries that do so are also penalimethe
Doing Businessindicators if, as in most countries, unemploymamurance is
financed through payroll taxesDoing Business in 200étroduced a “hiring cost”
indicator which measures all social security paytseand other payroll taxes as a
percentage of workers’ salaries. If a country weyedecide to increase social
protection and finance it through payroll taxesyduld find itself in a worse position
in the overall “ease of doing business” ranking.

Contradictory messages from World Bank on labour

14.Doing Businessmplies support for the International Labour Orgation’s (ILO)
core labour standards (CLS) — freedom of assodiatight to collective bargaining,
elimination of forced labour, abolition of child baur, and elimination of
discrimination in respect of employment and occigpa!. However none of the
Doing Businessndicators give better scores to countries thabaly observe the
CLS.

15.0n the contrary, countries can practice routindations of CLS and still win top
marks inDoing Business labour indicators. Thus, Saudi Arabia is grdritee best
possible score of 0 for both “difficulty of hiringgnd “difficulty of firing”*!, despite
having outlawed trade unions and collective baiggiand not permitting women to
work in several occupations. On the other handjtfSd\frica is penalized by
relatively high difficulty and hiring and firing dicators (56 and 60, respectivEly

° World Bank,Doing Business in 200005, p. 25
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in part because the post-apartheid government beydnd paying lip service to the
anti-discrimination component of the CLS and put glace affirmative action
measures designed to correct past discriminaticainagy non-white and women
workers.

16.The simplistic message of Doing Business that labderegulation is an
automatic win-win situation contrasts with someeotiVorld Bank publications that
have more seriously examined labour market issu@se example is th&orld
Development Report 2006: Equity and Developm@iDR 2006): “Unlike the
markets for many commodities, labor markets gelyeeak not competitive.... This
can lead to unfair and inefficient outcomes whea Hargaining position of the
workers is weak.” WDR 2006 stated that, left tertiselves, private markets often
result in underpaid workers, hazardous working @@k, discrimination against
vulnerable groups and “also do a poor job of piigcworkers against the risk of
unemployment™®?

17.While cautioning that excessively rigid work ruleen lead to segmentation of the
labour market, th&Vorld Development Report 20G8ated that appropriate public
interventions, i.e. labour market regulation, “carprove market outcomes and lead
to significant equity gaind®. Speaking specifically about employment protectio
legislation (EPL), whichDoing Businessuggests can be eliminated without cost,
WDR 2006 warned that “reducing EPL needs to be ¢em@nted by greater worker
protection that is not linked to specific jobs” As will be shown in the country
cases, the balanced approach to labour regulatipregsed in WDR 2006 is usually
absent in the country-level IFI recommendationsciviare often exclusively inspired
by the one-sided deregulatory messageahg Business

Meetings with authors ofDoing Business

18.As noted above, the ICFTU/Global Unions sent thweiitten concerns about

Doing Businessto the World Bank on several occasions.  Subsdlyyen
representatives of the ICFTU and other trade urdoganizations took part in

discussions with the World Bank team responsibtepfeparing the publication, in

July 2005 and March 2006, to further explain tlegincerns. On the Bank side, the
meetings have included Michael Klein, vice-prestdefor Private Sector

Development and responsible for the publicatiord &meon Djankov, the lead
author ofDoing Business

19.1n both meetings with unions, the Bank’s reprederda suggested that the fact
that Doing Busineshad become the highest-circulation publication e World
Bank meant that the report's information must befuisand provided some
validation of the simple methodology used. In thwst meeting, the Bank’s

3 World Bank,World Development Report 2006: Equity and Develapn2905, p. 186
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representatives dismissed most of the ICFTU’s aigjes concerning the analysis and
recommendations. While they agreed that the inoliseexamine labour regulations
as to whether they are perceived to constituteasles to investment, they said that
the indicators should not be taken as a judgengetd whether the level of regulation
was good or bad. An appropriate level of reguiatiould in fact be higher than 0.

20.Furthermore, theéDoing Businesdeam told the ICFTU that it did not advise
countries to carry out labour deregulation on tlasid of their hiring and firing
indicators relative to those of other countries ataded that anyone who did so was
“misinterpreting” the indicators. Moreover, theid dot think it was appropriate to
present the information derived from the indictorgerms of country rankings.

21.The World Bank apparently changed its mind on #seie of country rankings,
since the 2006 edition of thBoing Businesgeport launched in September 2005
contained, for the first time, an “ease of doingibass ranking” for all 155 countries
surveyed®. The 2005 edition had only included a table vifta “top 20 economies
on the ease of doing busineSs” In addition, the Bank'®oing Businessveb site
began providing rankings of all countries for eadmponent indicator, including
“hiring and firing”.

22.At the second meeting with unions in March 200& tkad author oDoing
Businessreiterated that those who used the indicators ushpfor labour market
deregulation were misinterpreting the indicatofle emphasized that nowhere in the
“Hiring and Firing Workers” chapter ddoing Businessvas any assertion made as to
what was an appropriate level of labour regulatidte did not explain why, if this
was the case, thBoing Businessveb site presented country indices for hiring and
firing and the other criteria by including the ctnys rank alongside the “best
performer” and the “worst performer” in each catggoln the category “hiring and
firing”, for example, the best overall performersiiadicated as being Pafdu

23.Trade union representatives present at the secoeeting gave the Bank
examples of how thBoing Busineshiring and firing indicators had been used by the
IMF and World Bank to push for labour deregulationspecific countries. The
Bank's representative did not respond to the in&dfom about the
“misinterpretation” of theDoing Businessndicators. However several trade union
leaders subsequently asked the ICFTU/Global Untondocument some of these
cases in a written document in the hope that, Hyngaattention to alleged misuse of
the Doing Businessndicators by the Bank’s and Fund’'s own staffcould lead to
corrective action by the institutions.

6 World Bank,Doing Business in 200@005, p. 92

7 World Bank,Doing Business in 200p. 2
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24.Seven cases in whidhoing Businessndicators have been used by the IFIs to
promote labour deregulation on a country level,oélivhich took place in 2005 or
2006, are presented in the following paragraphbeyTillustrate both the recurrent
use of the indicators to push labour market deeggud, and, in some cases, the IFIs’
admitted ignorance as to the impact of the meaghegsrecommend.

Use ofDoing Business to push labour market deregulation: Country cases
Bolivia

25.In October 2005, the World Bank issuedCauntry Economic Memorandum
(CEM) for Bolivia which citedDoing Busines$y noting that “the firing costs for
labor — in terms of weeks of salary — are modestlation to those of some countries
(e.g., Brazil and Colombia) but higher than averagéatin America™. Because
Bolivia’s “difficulty of hiring index”, as calculad by Doing Businesswas higher
than the regional average, the Bank's CEM propabed firms which establish
operations in the country’s free trade zonésn@s Francas Industrialeshould be
“exempted from some of the more burdensome prawvssid the Labor Codé®,

26.An interesting feature of the Bolivian case is ttited same CEM acknowledged
that the Bank had no idea as to whether the “bwal®e provisions” that it suggested
eliminating actually harmed investment and growtihe CEM’'s authors even
appeared to express scepticism about employerspleams: “Many firms are quick
to complain about the Labor Law. It reduces thieixibility and productivity, but the
relevant question here l®ow muchit impedes private investment and forces firms
into the informal sector, and that has not beeimased”?* Not only did the Bank
not know what the negative impact on Bolivian waoske/ould be of eliminating the
provisions firms found burdensome, it did not ekaow whether it would actually
result in increased investment.

Colombia

27.The second edition oDoing Businesslaunched in September 2004, hailed
Colombia as one of the two “world’s most succesgiuestment climate reformers
over the past year ... [for ] increasing the flextiibf labor laws” (the other country
was Slovakid)y. The “Hiring and Firing Workers” chapter Bbing Business in 2005
lauded Colombia and Slovakia for their “bold” lalbaeforms which, it predicted,
would produce “the largest payoffs [compared to enamodest reforms in other
countries]... in reducing unemploymeft”

9 World Bank,Bolivia: Country Economic Memorandui®005, p. 32

Dibid, p. 41-42
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28.Barely a year later, the World Bank apparently dedithat being one of the
world’s top two labour law reformers was just nobd enough. In a November 2005
Country Economic Memorandurior Colombia, the Bank declared that “Labor
market inflexibility and the high cost of labor ¢obute strongly to informality and
unemployment. ... [M]ore reforms are needél.” The source of the Bank’s
newfound concern abooing Business in 2006top-scoring reformer was the 2006
edition of Doing Business which had done new calculations and decided that
Colombia’s hiring and firing indicators were stito high. The CEM noted that,
according toDoing Business in 20Q6hese indicators were higher in Colombia than
in OECD countries and called on Colombia to “mak&f and firing decisions more

flexible"?>.,

29.More detail about the World Bank’s renewed pressuréColombia to carry out
labour reforms is found in a special study on thentry’s labour market carried out
by the Bank in November 2005, the conclusions attvhlvere incorporated into the
CEM. The CEM summarized the report’s findings twe 2002 labour reforms,
celebrated byDoing Business in 200%ecause they would produce major
employment “payoffs”, as saying that the impactetes to have been modest” in
terms of employment creatith In fact, the Bank’s special labour market sty
Colombia did not even go that far. The report'siadosion after evaluating the
much-vaunted labour reform was that “the impactthed reformmay have been

positive. However, making this link is not an esask™’.

30.1In other words, the Colombian labour market deratiph measures th&oing
Businessconfidently predicted would be hugely successfuiniducing job creation
turned out to have had so little impact that therd/®@ank’s researchers were not
sure they had any effect at all. Yet the Bank’snto/-level reports continue to rely
on Doing Business supposed know-how in labour reform matters teigte their
policy recommendatiorfS.

Ecuador

31.In Ecuador, the World Bank’s April 200Bmvestment Climate Assessmeited
the fact that Ecuador’s “flexibility of firing ind&, as calculated bypoing Business
was higher than in some other South American castrThe Bank invoked the high
indicators to recommend a wide-ranging series adsuees, including elimination of
profit-sharing and employer-provided retirementesobs: “Ecuador should consider

2 World Bank,Colombia: Country Economic Memorandu2®05, p. 16

Zibid, p. 91

% ibid, p. 90

2"World Bank,Colombia: Labor Market Adjustment, Reform and Puility, 2005, p. 33

28 perhaps unsurprisingly, neither slombia: Country Economic Memoranduwhich deals extensively
with labour issues, nor the Bank’s lengthy two-vo&ustudy on Colombian labour markets mentioned the
severe repression against trade unions in ColomBiatrade unionists were attacked and 70 killed in
2005, making Colombia the most dangerous counttigérworld to be a trade unionist (ICFTARnual
Survey of Violations of Trade Union Righ206, p. 114).



measures aimed at reducing rigidities in its laiarkets, particularly with regard to
firing restrictions, mandatory profit sharing anamoyer-subsidized retirement ...".
Curiously, the Bank made these recommendations #wangh it found that only
fourteen per cent of Ecuadorian firms rated govemintabour regulations as a source
of major problemg®

32.Although International Monetary Fund staff usuagknowledge that they have
no expertise on labour issues, the IMF also invatkeoDoing Businessiring and
firing indicators for Ecuador and made its own pregds for labour deregulation in its
March 2006 Article IV Consultation Staff ReportThe mission emphasized the
importance of reducing labor market rigidities, luting by eliminating the 15
percent mandatory profit-sharing required from atév firms, as crucial for
improving economic efficiency and the investmerimelke, as well as promoting
employment growth™.

Lithuania

33.The World Bank’s May 2003nvestment Climate Assessmdat Lithuania
examined théoing Businessigidity of employment inde¥X for the country, set at
41, and found that it was “about the average fooge and Central Asia”. However,
“Lithuania has much greater rigidity than the leade the region, the Slovak
Republic”, whose rigidity of employment index adccdated byDoing Business in
2005was only 106*

34.Among the features of Lithuania’s labour legislatibhat the World Bank found
problematic were the fact that “labor contracts $thioe in writing and based on a
model set out by law”. Equally troublesome for B&nk was that when Lithuania
became a European Union member in 2004, it tookret'boosting the minimum
wage and setting high standards for health andysafevorkers”. According to the
Bank’s investment climate assessment, provisioch s1$ these “may, in the short
term, reduce Lithuania’s attractiveness to foredgm domestic advisors alike”, as
compared to the regional deregulatory leader, &iava

35.For reasons not explained in 2006 edition Doifing Business Slovakia, the

world’s “top reformer” of Doing Business in 200%followed by second-place
Colombia) because of its “bold” labour reforms, ha&t most of its lustre by the time
the new edition came out. In the report’s 2006Gi@d the Bank had recalculated
Slovakia’s rigidity of employment index and incredst from 10 to 39, only slightly
below Lithuania’s>*

29 World Bank,Ecuador: Investment Climate Assessmépril 2005, p. 190&187

30 |MF, Ecuador: Article IV Consultation Staff Repo?006, p. 23

%1 Doing Business “rigidity of employment index” is a composite tifree other indicators: difficulty of
hiring index, rigidity of hours index and difficylof firing index.

32 World Bank,Lithuania: Investment Climate Assessméfay 2005, p. 43-44

Bibid, p. 42&44

3 World Bank,Doing Business in 2008005, p. 151



36.News about Slovakia’s demotion from its former steds the model to emulate in
terms of labour deregulation only made its way $jaw the Bank’s sister institution,
the IMF. Eight months afteDoing Business in 2006ad discarded the idea that
Lithuania needed to deregulate its labour markerdter to catch up with the regional
leader, the IMF published gkrticle IV Consultation Staff Repart May 2006 which
continued to invok®oing Busines insisting that the task of improving Lithuarga’
business climate “remained unfinished”. The Furadled in particular for the
removal of restrictions on overtime work and tengmpmwork contracts>

Nepal

37.In January 2005, Nepalese trade unions and empgloyampported by the

government and the ILO, agreed on a labour lawmefarocess that would make job
termination rules more flexible and concomitantyyablish a social security system,
improve health and safety standards, and ratifpfaihe CLS conventions. However
the tripartite process for reform was abruptly shbrt when the country’s monarch
seized absolute power in February 2005 and suspgesidérights, imprisoned many

trade unionists and outlawed union assemblies. erisihe influential role that the

World Bank plays in Nepal because of its importamgramme there, Nepalese
unions urged the Bank to use its influence and @mage the king to re-establish
democratic rule and support continuation of theaitite labour reform process.

38.Instead of defending the reform process under deatiocinstitutions, local
World Bank staff told unions and the ILO that Nepalkeded to immediately bring
down the country’s hiring and firing indictors apdrticularly the high “difficulty of
firing index” as calculated bipoing Business The Bank even threatened to reduce
financial support to the king’s regime, not forusthg to restore civil rights, but in
case he did not promulgate a labour reform whidchstitrally reduced protection
against dismissal, curtailed the scope of collecbargaining in favour of individual
work contracts, and restricted trade union actiohhe World Bank appeared to
believe that the king’s seizure of absolute powad auspension of civil liberties
provided the ideal situation in which to imposedabderegulation.

39.In January 2006, the World Bank’s country director Nepal confirmed in

writing the threat to reduce financial supporth&Doing Businesénspired labour

reform was not implemented:
“To the extent that labor law reform continues tonstitute a priority area of
reform that would determine HMGN's [His Majesty’so@rnment of Nepal]
ability to access budget support from the World IBatMGN may wish to work
with its own tight deadline [i.e. immediate implemtaion of the labour
ordinance]....I do not recall saying that we felt ragment’ among tripartite
constituents was essential to ensure effectiveeimenhtation of reforms .2

% IMF, Republic of Lithuania: 2006 Article IV ConsultatiStaff Report2006, p. 20
% |etter from Kenichi Ohashi, World Bank Country &tor for Nepal, to the International Labour
Organization, 12 January 2006
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40.The Nepalese king did as urged and promulgatethtiwir ordinance advocated
by the World Bank in mid-March 2006. The draconiabour law changes he

decreed contributed to making relations with traeéons even worse. The latter
joined in the pro-democracy movement that ultimaferced the king to give up his

dictatorial powers and reinstate parliament in kpeil, but not before a last wave of

repression resulted in hundreds of detentions awdral deaths. On 14 May the new
government withdrew the labour ordinance and prega@srestoration of the tripartite

reform process.

41.Interestingly, the IMF adopted a more prudent aggihao labour reform in Nepal
than its sister IFI. In its February 208&icle IV Consultation Staff Repothe IMF
supported increased flexibility because NepBidéng Businestabour market rigidity
indicators were “above the South Asian averagebweler the Fund cautioned that
the Bank-sponsored labour ordinance should only ppemulgated “after due
consultation with all stakeholders to ensure that grovisions are durable and
implementable®’ The IMF's apprehensions about the sustainalility decree that
ran roughshod over a tripartite reform processetdrout to have been well founded.
The Doing Businessnspired labour ordinance lasted barely two mordhd was
never implemented.

Romania

42.IMF staff members often claim that they have noestipe in labour issues.
However, lack of expertise has not prevented thE fidm sometimes taking the lead
on the precise type of labour reforms that coustsieould adopt. As with the World
Bank, the source of inspiration for the Fund’s raatendations is usually tH2oing
Businessreport. Romania presents such a case. In its RG6 Article IV
Consultation Staff Repofor Romania, the IMF stated that “labor markeidiies
are impediments to a business-friendly environmantt Romania stands out
compared with other countries, particularly on sast hiring and firing workers®,

A comparative table of thBoing Businessabour market flexibility indicators was
included in the IMF’s report.

43.The IMF’s report mentioned that Romania had regeatlopted amendments to
the labour code that the government expected wonddease labour market
flexibility. The government pointed out that thesaendments were not reflected in
the Doing Businesdndicators, which had been calculated before #isour law
changes were adopted. Without referring to anyuatian as to the expected impact
of the flexibility measures already adopted, the FIMeport dismissed the
government’s concerns about the accuracy of Dieeng Businessndicators and
pushed for further deregulation: “Staff expresseservations about the adequacy of

thegge measures and urged the authorities to fuaimend labor market legislation

37 IMF, Nepal: 2005 Article IV Consultation Staff Rep@®06, p. 14&17
3 IMF, Romania: 2006 Article IV Consultation Staff Rep@f06, p. 29
*¥ibid, p. 29

11



South Africa

44.The IMF’s Article IV Consultation Staff Repoifor South Africa, issued in
September 2005, dealt with the country’s labounlagpns and noted that, on the
basis of theDoing Businesandicators, “South Africa scores particularly high
difficulty of hiring and dismissal procedures” asngpared, for example, to the OECD
average. The report recommended, among other gatgprelating to labour matters,
“further streamlining dismissal procedures” as g w@ “make a significant dent in
unemployment®.  The Aticle IV Report for South Africa backed up its
recommendation with Selected Issuagport that included a full chapter on the role
of labour market regulations in South Africa andated several paragraphs to the
Doing Businesindicator§™.

45.However, the IMF’s reports on South Africa faileml mention that the higher
hiring and firing indicators for South Africa tham OECD countries were explained
in part by the country’s affirmative action prognaes, adopted by post-apartheid
governments to overcome the legacy of decadesci@l discrimination in the labour
market. South Africa’s labour laws include reguas to avoid that all of the non-
white employees of a firm would be the first toddheir jobs in case of retrenchment
and also provide recourse for workers who feel theye been unjustly dismissed.

46.For both of these types of labour provisions, Soidtica received bad marks
from Doing Business On the one hand, South Africa was faulted bexétnere are
priority rules applying to dismissals or lay-offse., in order to fire redundant
employees, the employer must follow ... objectiveopty criteria”. On the other,
South Africa was given bad marks und2oing Business “Grounds for firing”
category, which defines as business-unfriendlysrglech as “the employer may not
terminate employment contract without cause” artk “taw establishes a public
policy list of ‘fair’ grounds for dismissal*?

47.The IMF’s suggestion that South Africa should “atrdine” its dismissal
procedures in order to bring tBming Businesslifficulty of hiring indicator down to
the OECD average would require elimination of tfi@raative action regulations
adopted after the end of apartheid. Not only H&l $outh African government adopt
these measures to combat the legacy of institutemthracism but, as was noted in
paragraph 15 above, eliminating discriminationhi@ labour market and workplace is
one of the ILO’s core labour standards that botls Bfaim to support. Given the
country’s long history of racial discrimination, @man understand South Africans’
reluctance to conform to the IMF’'s expert opinidmgased on théoing Business
indicators, that the anti-discrimination rules slddoe done away with in the interests
of “ease of doing business”.

40 IMF, South Africa: 2005 Article IV Consultation Staffee, 2005, p. 19&20

“1IMF, South Africa: Selected Issy&905, p. 50-66

42 Explanations of the specific “Hiring and firingéares for South Africa and the coding methodology a
provided in the World Bank’Boing Businessveb sitehttp://www.doingbusiness.org/
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Conclusions

48.1t was noted in this paper that, according to therld/Bank team responsible for
the preparation of thBoing Businesseport, the “hiring and firing” indicators are not
intended to connote an appropriate level of regaiabnd anyone who uses the
report’s indicators in comparison with those of estltountries to promote labour
market deregulation is “misinterpreting” the datehe review of seven country cases
shows that World Bank and IMF staff have been ustirjoing Businesindicators
exactly for that purpose. It is beyond the scojphis paper to judge whether this is a
matter of duplicitous conduct on the part of th@atément responsible fdboing
Business- i.e. informing country-level staff of the BankdaFund that the indicators
should be used to pressure countries to removeutalegulations while telling
external groups that such is not the case — orhehehe World Bank has become
dysfunctional to the point that several Bank uaits overtly misusing data produced
by another Bank department.

49.What is clear is that th®oing Businesdndicators are being used to drive a
particularly one-sided and harmful approach to lebmarket reform in developing
and transition countries, in that they ignore thetg (as well as possible benefits) of
labour market deregulation and ignore the needmapensate weakened employment
protection rules with improved social security,lbof which were emphasized in the
Bank’s World Development Report 2008Doing Busineshas been used to push
countries to bypass tripartite consultation mec$rasifor reforming labour laws and,
despite the publication’s implicit endorsementioé tore labour standards, has been
used to encourage countries to eliminate measungshvihnave been put in place to
implement CLS, such as programmes to end discrioipgractices.

50.The “misinterpretation” oDoing Businessif that is indeed what is taking place,
is probably due in large part to the simple codiognula which, according to the
authors, explains the report’s success as the V\Balk’s best seller. The authors
claim that they have no intention of indicating Wwisaan appropriate level of labour
regulation. However, by designating as the worltiest performer” in terms of
hiring and firing the country which has the leastoaint of labour market regulation,
the message @oing Businessannot be clearer: the less labour regulationuatcy
has, the better it is. In light of the wBping Businesss being applied by the World
Bank and IMF to promote harmful labour market datatjon, this paper
recommends that the whole topic of labour regutatishould be removed from the
purview of theDoing Businesseport.

PB 15-06-06
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