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1. Introduction. 
 
In March of 2001, after considerable de-
bate, the Guatemalan Congress passed a 
set of major labor reforms (de la Torre, 
2001). The motivating force behind this 
set of labor reforms was to move towards 
compliance with International Labour 
Organization (ILO) guidelines. The ILO, 
a specialized agency of the United Na-
tions, is a tripartite commission of gov-
ernment, labor, and business interests that 
works to define and improve so-called 
“core” labor standards throughout the 
world. According to the ILO (2006), 
these standards are so basic and universal 
that “they apply to all people in all 
States—regardless of the level of eco-
nomic development.” 
 

The ILO pushes for improved labor 
standards in two ways. First, through in-
ternational conventions where ILO mem-
bers are encouraged to ratify “conven-
tions” covering issues such as paid holi-
days and bans on child labor. Ratification 
of these conventions by an ILO member 
country typically makes it law within the 
country. Second, the ILO publishes, pub-
licizes, and disseminates information on 
violations of conventions and core labor 
standards. The hope is that sunshine and 
peer pressure will work to engender 
reform within a country. Note, however, 
that the ILO has no formal enforcement 
power, and thus can not directly sanction or 

 
 
 
 
 
 
 
 
 
 
 
 
 

punish countries found to be in violation 
of agreed to conventions or core labor 
standards. This is important because in 
the eyes of many, the current method of 
encouraging improvements in labor stan-
dards has been ineffective, as evidenced 
by the failure to achieve worldwide uni-
versal core labor standards. This failure 
has led labor activists to suggest that 
trade policy be used as an enforcement 
mechanism to ensure compliance (Brown, 
2001). The primary mechanism that has 
been suggested has been as a part of 
WTO negotiations, but bilateral trade 
sanctions have been discussed as well. 
 

The issue of tying labor standards to 
trade agreements is an important one. 
Since the Industrial Revolution and wide-
spread international trade between “de-
veloped” and “less-developed” countries, 
there have been concerns raised about a 
“race to the bottom” with respect to labor 
standards.  At its core, this is an argument  
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about there being a “prisoner’s dilemma” 
situation among countries, where no 
country can unilaterally increase its labor 
standards without placing itself at a com-
petitive disadvantage with respect to oth-
er nations. This idea that a failure of one 
country to improve its standards creates a 
problem for other countries wishing to do 
so is even enshrined in the ILO (2006c) 
Constitution, which states that “the fail-
ure of any nation to adopt humane condi-
tions of labour is an obstacle in the way 
of other nations which desire to improve 
the conditions in their own countries.” 
Although not generally acknowledged by 
labor activists, implicit in this argument 
is that labor standards have a cost to those 
countries that adopt them. 
 

It was in this context of tying labor 
standards to trade agreements that then 
U.S. Ambassador to Guatemala, Prudence 
Bushnell, inserted herself into the Gua-
temalan legislative process in May of 
2001. According to some reports, Ms. 
Bushnell was unhappy with what she 
viewed as a limited set of labor reforms 
passed by the Guatemalan Congress in 
March of 2001 (de la Torre, 2001). She 
threatened to kick Guatemala out of two 
preferential trade programs—the Carib-
bean Basin Initiative (CBI) and the Gen-
eral System of Preferences—if the Gua-
temalan Congress did not pass an addi-
tional 28 labor regulations. The economic 
consequences of losing less-fettered 
access to U.S. markets was clearly large, 
as the Guatemalan Congress passed 25 of 
these additional 28 regulations before the 
month was out. Included in these reforms 
were changes to the country’s minimum 
wage law, labor law administration and 
oversight, and measures to strengthen the 
power of union officials, such as exempt-
ing union officials from criminal prosecu-
tion for any actions that are the result of a 

strike (de la Torre, 2001).1

In the wake of her decision to insert 
herself into the Guatemalan legislative 
process, Ms. Bushnell was criticized for 
her actions in the pages of the Wall Street 
Journal (de la Torre, 2001). These criti-
cisms focused primarily on the fact that 
these reforms were bad for Guatemalans 
as a whole and would only serve to enrich 
a few special interests. While we view 
these criticisms as essentially correct in 
that they recognized that there exists an 
aggregate trade-off between more strin-
gent labor standards and income levels, 
from the standpoint of positive economics 
there is a sense in which her call for high-
er standards (but not necessarily her ac-
tions) could be viewed as appropriate. 
Hall and Leeson (2007) examine the tim-
ing of labor standards in modern devel-
oped countries to find the income thre-
sholds at which these countries—with no 
external pressure—were willing to trade-
off between labor standards and income. 
If Guatemala were above these income 
thresholds, then Ms. Bushnell’s call for 
increased labor standards could be 
viewed as part of the normal conversation 

 
 

                                              
1All of the changes could be viewed as 
strengthening existing labor standards. For 
example, Guatemala already had a minimum 
wage law on the books. The change urged by 
Ms. Bushnell was to give the Minister of 
Labor unilateral power in adjusting the min-
imum wage. Similarly, many of the reforms 
dealt with strengthening the power of unions. 
For our purposes, what is important is the 
argument that Guatemala’s labor standards at 
the time were too lax. Since they had some 
labor standards at the time, the threshold 
approach we employ in this paper is appro-
priate to addressing the question of whether 
Guatemala was ready for this strengthening 
of standards. 
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that occurs during the process of econom-
ic development. 

 
Using the comparative historical polit-

ical economy approach most recently 
employed by Hall and Leeson (2007), we 
find that Guatemala was far from the in-
come thresholds necessary for safe adop-
tion of most “core” labor standards sug-
gested by the ILO.2

Labor “standards,” in general, did not 
exist until the early part of the nineteenth 
century (Engerman, 2003). According to 
Brown (2001) the first major labor stan-

 Since many of the 
proposals pushed by Bushnell were not 
new labor standards, but strengthening of 
existing standards, this suggests that a 
developmentally appropriate push would 
have been for relaxed labor standards in 
Guatemala at the time. 

 
Section 2 briefly describes the com-

parative historical political economy ap-
proach to labor standards that we employ. 
In Section 3, we demonstrate that Guate-
mala was not ready for basic core labor 
standards, let alone strengthened mini-
mum wage laws and collective bargaining 
rights. Section 4 calculates how many 
years Guatemala is away from reaching 
these income thresholds and the implica-
tions for various growth paths on the tim-
ing of their passing those thresholds. In 
Section 5 we conclude. 
 
 
2.  Labor Standards and Comparative 

Development. 
 

                                              
2This approach is as old as political economy 
itself (Boettke, Coyne, and Leeson, 2009). 
Some other recent examples in a similar vein 
include Boettke (2002), Coyne (2005), Pow-
ell and Skarbek (2006), and Leeson and 
Trumbull (2007). 
 

dard was the English Factory Act of 
1802. From there, legislation restricting 
maximum hours worked of certain groups 
and working conditions spread slowly by 
country. In the United States, for exam-
ple, the first real labor standard was an 
1842 law in Massachusetts that restricted 
those under the age of twelve to a maxi-
mum ten hour workday. 
 

What is important to note about this 
spread of labor standards is that it oc-
curred entirely because of internal pres-
sures and did not require coordination 
among countries. Nor did it require any 
external “carrots” or “sticks” to provide 
incentives for countries to adopt higher 
labor standards. The fact that Great Brit-
ain, France, the United States, Japan and 
other countries were able to unilaterally 
increase their labor standards with little to 
no external pressure or coordination pro-
vides some evidence that a prisoner’s 
dilemma does not prevent developing 
countries from unilaterally raising labor 
standards. From a historical perspective, 
labor standards appear to be, in a collec-
tive sense, a normal good for which de-
mand rises with income. At low levels of 
development it is too costly to have child-
ren not work or go to school, but at high-
er levels of income individuals begin to 
make that trade-off. At some point, so 
many individuals have made the trade-off 
that discussion turns toward codifying 
this change in practice into law.3

The experience of currently developed 
countries in adopting labor standards thus 
provides a standard for evaluating wheth-
er currently developing countries are 
“ready” for more stringent labor stan-

 
 

                                              
3This is why many of the ILO pressured labor 
standards are continually violated – because 
they do not meet the on-the-ground facts. 
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dards.4 If the United States was not weal-
thy enough to outlaw child labor when its 
GDP per capita was under $1,000, why 
should we expect that the Democratic 
Republic of the Congo would be able to 
do so today when it its residents are 
equally as poor? Following Hall and Lee-
son (2007), we use the United States as 
our benchmark for establishing income 
thresholds. In many cases the U.S. was 
the leader in adopting labor standards and 
when it was not, it was not an outlier. 
Further evidence on the point that the 
United States is an appropriate bench-
mark can be found in Hall and Leeson 
(2007: 664-65). 

 
In Table 1, we list each major federal 

labor standard in the United States and 
the date of its passage. For example, sla-
very was outlawed in 1865 with the adop-
tion of the 13th

Note that for many of these standards 
in Table 1, the changes were not sweep-
ing. Child labor laws at first only slightly 
restricted hours of work in certain occu-
pations (children working in agriculture 
were often excluded, for example). Min-

 Amendment to the U.S. 
Constitution. We then use the historical 
real GDP per capita series (in 1990 inter-
national dollars, PPP) of Maddison 
(2003; updated in 2009) to provide an 
estimate of the U.S. income threshold at 
the time. According to Maddison (2003), 
U.S. GDP per capita in 1865 was $2,445 
per person. Some evidence of how the 
U.S. was not an outlier in terms of labor 
standards can be seen in Table 2, which 
shows the comparative level of develop-
ment for several countries (and states 
within countries) when they passed major 
child labor legislation. 

 

                                              
4Again, to see a fuller argument in favor of 
this approach see Boettke, Coyne and Leeson 
(2009) and Hall and Leeson (2007). 
 

imum wage laws were at a low amount 
and did not pose a binding constraint for 
a large number of workers. For our pur-
poses here, the fact to note is that the U.S. 
thresholds were for the first national law 
passed, and thus represent a very low 
threshold. Nearly all of the changes in 
labor standards pushed by the U.S. Em-
bassy in Guatemala represented a streng-
thening or extension of existing labor 
standards. Using the date of first U.S. 
adoption as the appropriate standard we 
thus are biased in favor of finding that the 
policies advocated by Ms. Bushnell were 
developmentally appropriate.  
 
 

3.  Guatemala Was Not Ready. 
 
Guatemala is at a lower level of devel-
opment than the United States. This is 
also true of all of the countries in Central 
and South America that are in major trad-
ing agreements with the United States. 
Currently Guatemala is in a trading 
agreement with the United States and five 
other countries: Costa Rica, Dominican 
Republic, El Salvador, Honduras, and 
Nicaragua. The agreement, called the 
Dominican Republic–Central America 
Free Trade Agreement (DR-CAFTA), 
essentially is an attempt to create a free 
trade area similar to the North American 
Free Trade Agreement. In many respects, 
this agreement supplanted the Caribbean 
Basin Initiative for Guatemala in terms of 
trade with the United States. 
 

In Table 3, we use Maddison’s data to 
identify the “U.S. equivalent dates of 
development” for the six non-U.S. DR-
CAFTA countries. Guatemala’s 2001 
GDP per capita (in 1990 international $, 
PPP) was $4,086, which is developmen-
tally equivalent to the United States’ 
GDP per capita in 1900. This places Gua-
temala  as  one  of  the   wealthier   and  more 
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Labor Standard Date of 
Ratification Labor Law

US GDP/Capita 
(1990$) at the 
Time Law was 

Introduced

Child Labor 1938 Fair Labor Standards Act $6,126
Collective Bargaining 1935 National Labor Relations Act $5,467
Equal Opportunity and Treatment 1964 Civil Rights Act of 1964 $12,773
Indentured Servitude 1885 N/A $3,106
Labor Administration 1884 Bureau of Labor $3,056
Labor Inspections 1970 OSHA $15,030
Maternity Leave 1993 Family and Medical Leave Act $23,477
Minimum Wage 1938 Fair Labor Standards Act $6,126
Safety and Health 1970 OSHA $15,030
Slavery 1865 Thirteenth Amendment $2,445
Social Security 1935 Social Security Act $5,467
Unemployment Insurance 1935 Social Security Act $5,467
Vocational Guidance and Training 1962 Employment Act of 1946 $11,905
Work Hours 1940 Fair Labor Standards Act $7,010

Source: Hall and Leeson (2007). Data is from Maddison (2003) and U.S. Department of Labor (2007).

Table 1.  US Federal Labor Standard and Relative Stage of Development

 

Country
Date of 

Ratification Labor Law

GDP/Capita 
(1990$) at the time 

Law was 
Introduced

United States 1842 Massachusetts Law $1,806
1848 Pennsylvania Law $1,806
1903 Alabama, NC and SC Laws $4,551
1938 Fair Labor Standards Act $6,126

Belgium 1886 First Child Labor Law $3,153
Denmark 1873 First Child Labor Law $2,057
France 1841 First Child Labor Law $1,456

1874 2nd 'Effective' Child Labor Law $2,157
Germany 1839 First Prussian Child Labor Law $1,428

1853 Prussian Statute of 1853 $1,413
1891 German Industrial Code of 1891 $2,469

Great Britain 1802 Factory Act of 1802 $1,653
1833 Factory Act of 1833 $1,774
1867 Factory and Workshop Regulation Act $2,966
1874 1874 Act $3,386
1891 1891 Act $3,975

Italy 1873 1873 Law $1,524
Japan 1916 First Factory Law Implemented $1,630

Source: Naiman, Rudiak, & Weisbrot (2002), Maddison (2003), and author calculations.
Note: For years with missing GDP data, figures are rounded to next closest year. Thus the value 
for 1836 Massachusetts is U.S. GDP per capita in 1840, for example.

Table 2. Child Labor Laws and Comparative Development
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Country 2001 GDP p/c (PPP, 1990 $) U.S. Equivalent Level of 
Development

Costa Rica $6,137 1923
Dominican Republic $3,723 1897
El Salvador $2,711 1879
Guatemala $4,086 1900
Honduras $1,912 1860
Nicaragua $1,533 1840

Source: Maddison (2003).
Note: For ranges of data, most recent date used. For example, a country whose 2001 GDP 
p/c surpassed the United States' between 1850 and 1860 would have a U.S.-equivalent date 
of development = 1860.

Table 3. Comparative Economic Development: U.S. and DR-CAFTA Countries

 

Table 4. Guatemala and U.S. Equivalent Labor Standard Thresholds

Labor Standard Date of U.S. 
Adoption

Had Guatemala Passed 
U.S.-Equivalent 

Development Threshold 
in 2001?

Child Labor 1938 No/Yes
Collective Bargaining 1935 No
Equal Opportunity and Treatment 1964 No
Indentured Servitude 1885 Yes
Labor Administration 1884 Yes
Labor Inspections 1970 No
Maternity Leave 1993 No
Minimum Wage 1938 No
Safety and Health 1970 No
Slavery 1865 Yes
Social Security 1935 No
Unemployment Insurance 1935 No
Vocational Guidance and Training 1962 No
Work Hours 1940 No

Source: Maddison (2003) and author calculations.
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developed Central American countries, 
especially relative to the fellow non-U.S. 
DR-CAFTA countries. Costa Rica is the 
wealthiest of the non-U.S. DR-CAFTA 
countries with a GDP per capita of 
$6,137, the U.S. equivalent of 1923. The 
least developed of the list is Nicaragua at 
$1,533, the equivalent of the U.S. in 
1840. 

 
In Table 4 we take the general labor 

standards listed in Table 1 for the United 
States and we see where Guatemala’s 
2001 GDP per capita was relative to the 
United States’ when it first passed the 
labor standard in question. If 2001 Gua-
temalan GDP per capita exceeds the U.S. 
GDP per capita at time of ratification, we 
say Guatemala passed the threshold and 
is therefore “ready” to ratify the labor 
standard. However, we see in many cases 
that Guatemalan GDP per capita is still 
significantly lower than the U.S. GDP per 
capita at time of ratification. 
 

For example, the U.S. passed materni-
ty leave legislation first in 1993, when its 
GDP per capita was $23,477. Clearly, 
Guatemala’s current GDP per capita of 
$4,086 does not meet this threshold. Thus 
we have a NO in the third column. We 
find that for most of the standards Gua-
temala was not “ready” for these stan-
dards in 2001, at least from a comparative 
development standpoint. Child labor is 
listed as a No/Yes to reflect the fact that 
some states had passed child labor legis-
lation at a point in time when U.S. GDP 
per capita was below $2,000.5

                                              
5Again even using the year of state adoption 
as the standard, this is biased towards a find-
ing that Guatemala’s labor standards are de-
velopmentally appropriate since it was those 
states (such as Massachusetts) with the high-
est level of economic development that were 
most likely to adopt labor standards. 
 

 For exam-

ple, U.S. GDP per capita was $1,588 in 
1842 when Massachusetts passed its law. 
For most of the legislation that was the 
focus of Ms. Bushnell’s push (collective 
bargaining rights, minimum wage chan-
ges, etc.), Guatemala clearly was not 
“ready” from a comparative development 
perspective. This is also true for most of 
the other DR-CAFTA countries, as can be 
seen in Table 5, which repeats Table 4 for 
the other five DR-CAFTA members. 
 
 

4.  When Will Guatemala Be Ready? 
 
Using Maddison’s data, we calculate the 
average annual growth rate for Guatemala 
from 1996-2001 (before Bushnell’s in-
duced changes) and for the five years 
following (2001-2006). The average an-
nual growth rate for the “before” period 
was 1.04 %, and the annual growth rate 
for the second five-year period was near-
ly half that, 0.55 %. We use these two 
measurements as starting points to help 
answer the question of “how long?” If we 
are correct that binding labor standards 
are an outcome of growth, not an input to 
growth, it is important to ask how long it 
will take at current growth rates before 
Guatemala can be said to be “ready” for a 
particular labor standard such as materni-
ty leave. To the extent that premature 
labor standards lower growth and impede 
the advancement of living standards, they 
actually make it less likely that working 
conditions will improve overall in the 
near term. 
 

In Table 6 these growth rates were 
used to estimate how many years it would 
take Guatemala to reach the income thre-
sholds suggested by the timing of U.S. 
adoption. At the 1996-2001 higher 
growth rate of 1.04 % it would take 170 
years for Guatemala to reach the GDP per 
capita at which the U.S. adopted its fede– 
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Table 5. Remaining DR-CAFTA Countries and U.S. Equivalent Labor Standard Thresholds

Labor Standard Date of U.S. 
Adoption Costa Rica Dom. 

Republic
El 

Salvador Honduras Nicaragua

Child Labor 1938 No/Yes No/Yes No/Yes No/Yes No/Yes
Collective Bargaining 1935 No No No No No
Equal Opportunity and Treatment 1964 No No No No No
Indentured Servitude 1885 Yes Yes No No No
Labor Administration 1884 Yes Yes No No No
Labor Inspections 1970 No No No No No
Maternity Leave 1993 No No No No No
Minimum Wage 1938 No No No No No
Safety and Health 1970 No No No No No
Slavery 1865 Yes Yes Yes No No
Social Security 1935 No No No No No
Unemployment Insurance 1935 No No No No No
Vocational Guidance and Training 1962 No No No No No
Work Hours 1940 No No No No No

Source: Maddison (2003) and author calculations.  

Table 6. Years Until Guatemala Reachs U.S.-Equivalent Labor Standards Threshold

Labor Standard

US GDP/Capita 
(1990$) at the 
Time Law was 

Introduced

Years Till 
Guatemala 

Reaches 
Threshold 

(1996-2001 
Growth Rate)

Years Till 
Guatemala 

Reaches 
Threshold 

(2001-2006 
Growth Rate)

Child Labor $6,126 40 74
Collective Bargaining $5,467 29 54
Equal Opportunity and Treatment $12,773 111 208
Indentured Servitude $3,106 -31 -31
Labor Administration $3,056 -31 -31
Labor Inspections $15,030 126 238
Maternity Leave $23,477 170 319
Minimum Wage $6,126 40 74
Safety and Health $15,030 126 238
Slavery $2,445 -38 -38
Social Security $5,467 29 54
Unemployment Insurance $5,467 29 54
Vocational Guidance and Training $11,905 104 195
Work Hours $7,010 53 99

Source: Maddison (2003; 2006) and author calculations.
Note: 1996-2001 Average Annual Growth Rate = 1.04%; 2001-2006 = 0.55%.

 



__________________________________________________________________ 
 

__________________________________________________________________ 
Laissez-Faire 64 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

  Figure 1. Timing of Development Appropriate Labor Standards for Guatemala (low-growth) 
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  Figure 2. Timing of Development Appropriate Labor Standards for Guatemala (high-growth) 

$0

$5,000

$10,000

$15,000

$20,000

$25,000

$30,000

$35,000

2001 2006 2011 2016 2021 2026 2031 2036 2041 2046 2051 2056 2061

Collective Bargaining, Social 
Security, Unemployment Insurance

Child Labor, Minimum Wage

Work Hours

Equal Opportunity and Treatment

Safety and Health, Labor 
I i

Vocational Guidance and Training

Maternity Leave

 



__________________________________________________________________ 

__________________________________________________________________ 
Laissez-Faire 65 

ral policy with respect to maternal leave. 
At the reduced low-growth rate of 0.55%, 
it would take twice as long (319 years!). 
Although the other labor standards are 
projected to occur sooner, the general 
outlook is that Guatemalan GDP per capi-
ta will not resemble the U.S. equivalency 
for many years. Again it should be noted 
that this is the threshold at which the 
United States adopted its first formal na-
tional labor standard in an area, not its 
current labor standards. This table shows 
the importance of economic growth to 
determine when countries will be “ready” 
to adopt higher labor standards, at least 
from a comparative development sense. 

 
Figure 1 plots the data from column 3 

of Table 6, showing how many years it 
would take for Guatemala to reach the 
U.S. equivalent level of development. 
Figure 2 shows the same income thre-
shold, only with an annual average 
growth rate of 3.5 %. Thus if Guatemala 
were able to have a period of sustained 
growth similar to that of the United States 
during the nineteenth century, we suspect 
the issue of higher labor standards would 
quickly become moot. As can be seen in 
Figure 2, at this higher (but not impossi-
ble) level of economic growth, Guatema-
la would be expected to voluntarily adopt 
most major labor standards by 2051, us-
ing the U.S. equivalent level of develop-
ment.  
 
 

5.  Concluding Remarks. 
 
In this paper we have looked at whether 
Guatemala was “ready” for improved 
labor standards in 2001, as U.S. Ambas-
sador Bushnell and ILO suggested. Using 
U.S. adoption of major labor standards as 
a benchmark, we find that Ms. Bushnell’s 
actions cannot be defended even on the 
grounds that Guatemala was “ready” for 

these standards. The evidence suggests 
that many of these more stringent stan-
dards were premature and the proper pol-
icy prescription would be instead to elim-
inate many of the current standards, such 
as minimum wage laws, as they impede 
Guatemala’s development, which will 
ultimately delay the adoption of better 
working conditions.  
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