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Globalization, Privatization and Collective Bargaining of Labor: A Time Series Analysis of Pakistan 1973-2004

ABSTRACT

    Contemporary Labor markets are experiencing new pressures and challenges in this globalized world of increasing flow of information, goods, services and capital across national boundaries. Having implications for job security and choice of technique (labor/capital), privatization has been promoted by the agents (IMF,WB,ADB,WTO) of financial, economic and industrial globalization. This study takes Pakistan into account as a single unit in a time series setting with reference period 1973-2004. The reference period from 1973-04 has been taken into account to observe the impact of privatization upon labor markets in a dichotomous setting (nationalization/privatization regimes). The study attempts to build a multi-equation recursive model and aims to test the effect of globalization on privatization and further seeks to establish the effect of interaction of globalization and privatization on collective bargaining of labor as measured by number of man-days lost due to industrial disputes/ number of workers involved in industrial disputes/ Industrial disputes. Competing models have been specified to make a precise comment on the relevance of the aforementioned three distinct measures of collective bargaining of labor. Various diagnostic tests have been employed to ensure the reliability and validity of the selected econometric model. Model consolidation tests and procedures have been carried out to consolidate econometric findings.
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PRIVATIZATION: A GLOBAL AGENDA

Globalization can be termed as an increased integration of world economies in terms of trade, investments, organizational change and technological advances. Globalization can take many forms such as industrial which involves collaboration of the world wide production markets so that consumers benefit from greater variety of goods and services. Financial involves the integration of worldwide financial markets which enables external financing for all sorts of borrowers. Economic involves the freedom of exchange of goods and services. Political enables the emergence of a single government for the world which guides, regulates and enhances the relationship among different nations. Informational increases the amount of information flows within far and remotely situated areas and technical globalization has enabled greater transfer of data via internet, wireless telephones, and communication satellites thus promoting a global telecommunications infrastructure
Globalization often imply economic globalization, which is the integration of national economies into the global economy through capital flows, foreign direct investment, trade, migration, and the spread of technology (Bhagwati, 2004). Globalization can be witnessed in the form of waves with the first one started by the European capitals but ended badly with the two World Wars and the Great Depression. The current wave of globalization commenced with the inception of new international system which was created in the aftermath of World War II to enhance global trade and investment. The establishment of new international financial and trade institutions like World Bank, International Monetary Fund (IMF), Asian Development Bank (ADB) and General Agreement on Tariffs and Trade (GATT) which was succeeded by World Trade Organization provided the necessary impetus to the forces of globalization in the latter half of the twentieth century.  

In the last two decades of the twentieth century the international financial institutions have been prescribing privatization of state owned enterprises as a structural adjustment recipe to the ills of developing economies. The need for privatization was mainly felt by the developing countries in 1980s. This need gained immense popularity in those countries which were facing high levels of budget deficits and were under the burden of domestic and external debts. Also the high dependence on International Donors such as the World Bank and International Monetary Fund for loans and funds pursued the privatization policy. Between 1985 and 1999 almost over 8,000 transactions of privatization were completed around the world (Brune, 2003). The value of these sales was approximately $1.1 trillion. The 1990s saw an overwhelming surge in privatization activity all over the globe. Although high-income countries lead privatization activity in terms of revenues, yet the majority of privatization acts took place in low- and middle-income countries. As a matter of fact privatization came as a corollary to the wave of vanishing trade barriers and economic liberalization spearheaded by international trade and financial institutions.

Where globalization gave birth to numerous benefits for the developed and developing countries it at the same time promoted fierce competition which increased the need for privatization of inefficient government owned firms. The excessive use and obsolescence of State Owned Enterprises (SOEs) was also a major driving factor in favor of privatization. So it can be constituted that globalization opened the gates for developing countries to privatize and become well equipped to face the ever increasing competition.

PRIVATIZATION AND LABOR RELATIONS

Privatization in its different forms: deregulation, disinvestment and workers capitalism etc, affects workers’ rights particularly their right to collective bargaining, which is ‘a method by which trade unions protect and improve the conditions of their members’ lives’. A small body of literature explores the impact of privatization on unions and workers. Some studies find that privatization results in job loss and lower wages for public sector employees. On the contrary some others find that unionization, job security and wages remain unaffected as a result of privatization.

Deregulation tends to erode accrued interests of trade unions and workers. The issue of getting benefits and protections for employees in the deregulated public sector becomes serious cause of concern for the unions. Pension provisions are the worst affected. In the post globalization era, owing to the absence of government guarantees, falling interest rates and investment of pension funds in stock markets, there is reduction in pension benefits and diminishing prospects of getting pension benefits in future. 

Disinvestment undermines industrial relations by changing ownership that brings about changes in work organization and employment on the one hand and in trade union dynamics on the other hand. Secondly, disinvestment also affects workers’ organization by necessitating redeployment and retraining. Moreover, disinvestment impinges on workers’ rights by undermining union security, job security, social security and income security. This has made workers more cautious and they hesitate to go on strikes due to fear of job loss, uncertainty about the outcome of strikes and apprehensions of income security and employment in case of closure of the unit. Trade unions are also reluctant to give strike call because of similar reasons. In order to deal with the negative fall out of disinvestment sometimes alternative models are propounded like workers’ capitalism which implies making workers the owners by issuing them shares or controlling interests. But this results in decentralization of industrial relations which mark shift in considerations from macro to micro i.e. from industry to enterprise level. When workers’ coordination is at macro or industry level, an industrial conflict can halt the working of the whole industry. But when coordination of workers is not centralized any dispute at firm level can affect the functioning of that firm while the rest of industry functions normally. Thus it weakens the collective bargaining of labor.

GLOBALIZATION AND LABOR RELATIONS

The threat of globalization to the strength and power of labor organizations is a well studied subject in literature. When in the wake of globalization capital mobility increases businesses prefer to relocate to countries having lower labor standards hence curtailing bargaining power of labor. Globalization also lowers labor protective regulations at domestic level because firms choose to operate in a legal environment where labor is offered least protection. Globalization may also induce regulatory competition where economies compete in lowering their labor standards in order to attract businesses. 

Stone (1995) observes that in the wake of globalization erosion of workplace rights and labor standards have been foreseen by the forward looking trade unionists and policy makers. These apprehensions have also been established by the findings of empirical literature. Using the data from 1970-1992 on trade between the US and a set of developing countries, Freeman and Reganga (1995) find that increased flow of trade leads to reduction in wages and employment levels. Cooke (1997), while analyzing data on FDI by US firms from 1982 to 1993, finds that foreign direct investment is inversely related to protective labor legislation and levels of unionization. These findings indicate preference of multinationals for low union density and low wage economies resulting in diminishing collective bargaining in the wake of rising unemployment and dwindling wages.

Globalization has marked the advent of new players in the process of collective bargaining which is traditionally thought to be interaction between the trio of employers’ organizations, workers’ unions and the state. These include the community and the consumers. Since the rights of the community and the consumers have a primacy over those of the workers and the unions, the workers are advised to take care of the rights of the former. Wider public interest argument tends to prevail upon the narrow interests of a minority. 

The power and strength of trade unions was formidable when states used to assume a welfare role and pursued pro-labor policies. Now in the backdrop of pro-investor posture of the most of the states, the bargaining power of the workers’ unions has diminished.  Rather in the wake of globalization states are withdrawing from actively supporting organized labor. States seem to be more concerned for issues like competitiveness, cost reduction, productivity, modernization, redeployment and retraining. 

PRIVATIZATION AND COLLECTIVE BARGAINING IN PAKISTAN

Privatization: The Genesis

Kemal & Qayyum (2006) state that the policy of nationalization adopted in 1970’s has been reversed during the year 1985-86 and the policy of privatization and denationalization of industrial and financial sector has been formulated. Kemal (2000) states that privatization has been the central plank of the economic policies of all governments (six regular and six caretaker governments) since 1985. The privatization programme was formalized with the inception of Privatization Commission of Pakistan, which came as a sequel to 1998 structural adjustment programme of World Bank and IMF (Kemal 1996). The principle objectives of ADB operations in Pakistan during 1990-94 include free enterprise, deregulation, privatization and liberalization. The fact of the matter is that aid from the multilateral donors was conditioned with privatization and restructuring of the state owned enterprises. The process of free enterprise and privatization got further impetus with the inception of WTO in 1995.

Unionized Labor and Collective Bargaining: Scope and Development

Trade unions grew in number and influence during the nationalization of economy in general and of industries in particular early 1970’s. The number of registered unions marked an increase from 708 in 1960’s to 2,552 in 1970’s and 6551 in 1980’s, respectively. Likewise, their declared membership touched the figure of  870,000 in 1980’s from 350,000 in the 1960’s. At present there are around 8,000 registered trade unions both in the private and public sectors representing  2.5% of the total labor force. Whereas, the proportion of organized workers was 6% of the total labor force in 1990s. In Pakistan, unions are organized at national level, enterprise level, and plant level. There are 28 registered federations and 3 registered confederations. Functional federations are numbered at 15 with 3 of them having nation-wide representation.  The largest confederation operating at the national level is The Pakistan Workers Confederation (PWC). 

This decline in union membership can be accounted for by hefty privatization and downsizing agenda adopted as a structural adjustment recipe of the multilateral donors. Around half a million workers lost their jobs during the decade of 90’s because of downsizing, retrenchment and privatization. The demise of the Stalinist leadership and trade unionism, and anti-union laws and anti-trade union posture adopted by successive regimes in the wake of globalization and liberalization have also contributed to this downturn in unionism in Pakistan.

Though industrial workers enjoy right to form trade unions under Pakistan's Industrial Relations Ordinance of 1969 (IRO) but a range of restrictions deter the activities and effectiveness of union organizers. One of such laws that restrict trade union activities is the Essential Services Maintenance Act of 1952 (ESA) which includes government services and SOEs like power generation and transmission, energy production, ports and the state-owned airline. ESA is generally invoked to ban strikes, and is also used to hold back the right to collective bargaining. Legally binding reconciliation measures and cooling-off periods restrict the right to strike on the one hand and the authority of the government to ban any strike that may cause detriment to the interests of the community or undermine the national interest on the other hand. The government can also proscribe a strike that continues for 30 days or more. ESA also limits a worker's right to quit, thus making a form of compulsory labor. 

Though Pakistan has ratified the ILO Conventions 87 and 98 but the International Labor Organization (ILO) has warned over and over again that current law and practice in Pakistan is violative of the ILO Convention 87. The ILO has asked the government of Pakistan to lift ban on union activity of television, radio, railway, hospital, teachers and other government employees, as well as to withdraw the existing ban on strikes. Agricultural workers are shorn of the right to form unions and are thus barred from striking and collective bargaining. Moreover, the contract worker system is still in vogue in most of the private and public organizations. Contract workers have no right to form a trade union or partake in an election or referendum. Multinationals prey on the rights of the contract workers by bypassing labor laws.

REGRESSION/ECONOMETRIC MODELING SPECIFICATION

This study takes Pakistan into account as a single unit in a time series setting with reference period 1973-2004. The reference period from 1973-04 has been taken into account to observe the impact of privatization upon labor markets in a dichotomous setting (nationalization/privatization regimes). The study attempts to build a multi-equation recursive model and aims to test the effect of globalization on privatization. 

Equation 1:

Y1= β0 + β1X1+ β2X2+ β3X3        
Y1» Privatization ( 1 for privatization regime(1986-2004) 0 otherwise)
X1» Globalization Index (KOF Globalization Index)

X2» Budget deficit (% GDP)
X3» Private Credit (Credit to private sector as share of total credit)

It further seeks to establish the effect of interaction of globalization and privatization on collective bargaining of labor as measured by number of man-days lost due to industrial disputes/ number of workers involved in industrial disputes/ Industrial disputes. Competing models have been specified to make a precise comment on the relevance of the aforementioned three distinct measures of collective bargaining of labor. Various diagnostic tests have been employed to ensure the reliability and validity of the selected econometric model. Model consolidation tests and procedures have been carried out to consolidate econometric findings.

Equation 2:

Specification I

Y2= β4+β5Y1* X1+ β6X4+ β7X5
Y» collective bargaining measured by number of industrial disputes
Y1* X1» Privatization*Globalization (Pvt*Glob)

X5» Inflation  (CPI  annual %)
X6»  Female Labor Force Participation (FLFP)
Specification II

Y2= β4+β5Y1* X1+ β6X4+ β7X5
Y» collective bargaining measured by number of workers involved industrial disputes
Y1* X1» Privatization*Globalization (Pvt*Glob)

X5» Inflation  (CPI  annual %)
X6»  Female Labor Force Participation (FLFP)

Specification III

Y2= β4+β5Y1* X1+ β6X4+ β7X5
Y» collective bargaining measured by number of man-days lost due to industrial disputes
Y1* X1» Privatization*Globalization (Pvt*Glob)

X5» Inflation  (CPI  annual %)
X6»  Female Labor Force Participation (FLFP)

ESTIMATION RESULTS
The fitted model for equation 1 is:
Privatization = -28.422 + 0.0206*globalization + 0.1922*log (budget deficit) + 6.244*log (pvt credit)

The results of fitting a multiple linear regression model (Table 1) describe that there is a significant effect of globalization on privatization in the presence of two control variables budget deficit and private credit share. As the t value of 5.125 for globalization lies in the critical region at 95% confidence level so we can conclude that there is a significant relationship between globalization and privatization. All the variables in the fitted model showed correct signs. The p value of less than 0.05 show that there is statistically significant relation between the variables at 95% confidence level. The F ratio of 84.21 and coefficient of determination of 90.02%  indicate a good fit.
The selected model specification for equation 2 is:

Log(man-days lost) = 2.1904*log(Pvt*Glob) + 1.6786*Log(Inflation) + 385.47*(1/FLFP)
The results of fitting a multiple linear regression model (Table 2) describe that there is a significant effect of globalization and privatization on collective bargaining as measured by no. of man-days lost due to industrial disputes in the presence of two control variables inflation and female labor force participation. As the t value of -2.7281 for the interaction variable of globalization and privatization lies in the critical region at 95% confidence level so we can conclude that there is a significant relationship between globalization and privatization and collective bargaining. All the variables in the fitted model showed correct signs. The p values of less than 0.05 show that there is statistically significant relation between the variables at 95% confidence level. The F ratio of 403.27 and coefficient of determination of 98.69% indicate a good fit.
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APPENDIX

Table 1

Dependent Variable: Privatization

	
	Estimate

	SE

	T-Statisics

	P-Value


	Constant


	-28.422
	3.322
	-8.554
	0.0000

	Globalization


	0.0206
	0.004
	5.125
	0.0000

	Log(budget deficit)


	0.192
	0.0705
	2.724
	0.0110

	Log(Pvt Credit)


	6.244

	0.77

	8.109

	0.0000


	F-Ratio


	84.21
	
	
	

	R2


	90.022
	
	
	

	Adjusted R2


	88.95
	
	
	

	DW Stats


	1.4

	
	
	


Table 2

Dependent Variable: log (Mandays lost)

	
	Estimate


	SE


	T-Statisics


	P-Value



	
	
	
	
	

	Log(Pvt* Glob)


	-2.1904
	0.8029
	-2.7281
	0.0149

	Log(Inflation)


	1.6786
	0.6816
	2.4625
	0.0255

	1/FLFP

	385.47

	80.947

	4.7619

	0.0002


	F-Ratio


	403
	
	
	

	R2


	98.69
	
	
	

	Adjusted R2


	98.53
	
	
	

	DW Stats


	1.9

	
	
	


Table 3
Dependent Variable: log (Workers involved in Industrial Disputes)

	
	Estimate


	SE


	T-Statisics


	P-Value



	
	
	
	
	

	Log(Pvt* Glob)


	-1.9596
	0.5658
	-3.4634
	0.0032

	Log(Inflation)


	1.8052
	0.4803
	3.7579
	0.0017

	1/FLFP


	302.514

	57.0424

	5.3033

	0.0001


	F-Ratio


	510.64
	
	
	

	R2


	98.96
	
	
	

	Adjusted R2


	98.83
	
	
	

	DW Stats


	1.8

	
	
	


Table 4

Dependent Variable: log (Industrial Disputes)

	
	Estimate


	SE


	T-Statisics


	P-Value



	
	
	
	
	

	Log(Pvt* Glob)


	-1.7393
	0.3778
	-4.6032
	0.0003

	Log(Inflation)


	0.1713
	0.0476
	3.5964
	0.0024

	1/FLFP


	188.551

	35.6614

	5.2872

	0.0001


	F-Ratio


	125.47
	
	
	

	R2


	95.92
	
	
	

	Adjusted R2


	95.41
	
	
	

	DW Stats


	1.2
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