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1. Introduction 

The long-standing debate on the role of social dialogue in business growth has been renewed following the economic 
crisis of 2008. For some in the business and policy community, social dialogue has the potential to serve as a 
productive input into business. This position is exemplified by the UN’s 2030 Agenda for Sustainable Development 
and its Sustainable Development Goals, where social dialogue is presented as a critical element for achieving decent 
work,1 the European Union’s New Start for Social Dialogue, which reinforces social dialogue as a pillar of Europe’s 
social market economy and the Global Deal, a multi-stakeholder partnership that seeks to enhance social dialogue 
around the world. For others, however, the positive case remains unconvincing. Social dialogue is associated with a 
number of potential business problems including protracted decision-making (e.g. on hiring, firing and modernizing 
work organisation), reduced profits caused by additional costs (to wage and non-wage costs), greater risk of legal 
challenges, damage to business reputation and brand, and wasted resources as a result of industrial relations 
disputes. A negative outlook may reflect specific local experiences or perceived challenges at sector or country level. 
Alternatively, it may be a direct result of the immaturity or apparent dysfunctionality of social dialogue structures and 
processes, especially in some developing countries where structures for workers’ representation have limited 
resources and weak statutory support. 

The aim of this report is to investigate the research evidence supporting these views about social dialogue’s 
contribution to business growth. The report was commissioned as part of a programme of activities that feed into ‘the 
Global Deal’, a multi-stakeholder endeavor initiated by the Swedish Government with the objective of promoting 
decent work, greater equality and inclusive growth around the world.2 The Global Deal is an input to the United 
Nations’ sustainable development goals. Its core objective is ‘to encourage governments, business, unions and other 
organisations to make commitments to enhance social dialogue’ and is guided by the notion that social dialogue is 
the best instrument to sustain long-term benefits for workers, business and society. The present report provides a 
state-of-the-art review of academic research as well as a snapshot of real-world views of members of the international 
business community drawing on original interview data with Global Deal signatory parties and other stakeholders.3 
In light of the scope of the review, the analysis points in the conclusion to areas where further research is needed, 
including the role of social dialogue in developing economies and its outcomes for SMEs and for supply chains.  

Three key insights inform the structure and argument of this report.  

The first is that because a country’s economy functions at multiple levels, the report is structured into separate 
sections to highlight distinctive issues and evidence at the level of the enterprise, sector and national levels. In order 
to extend knowledge and issues for debate, the report also includes an additional dimension, that of inter-firm 
contracting (also known as domestic and global supply chains) since this represents an important form of business 
organisation. The second is that the practice of ‘social dialogue’ and perceptions of ‘the business case’ are varied. 
Therefore, while we draw on universally recognized definitions where appropriate (e.g. the ILO definition that social 
dialogue involves ‘workers, employers and governments in decision-making on employment and workplace issues’, 
see section 2) – this report recognizes that both notions are multi-dimensional constructs. This means, for example, 
that while premised on principles elaborated in a number of international labour standards, social dialogue may 
involve union or non-union elected representatives (where no union exists), substantive or non-substantive content 
in collective agreements, and statutory support or its absence for worker participation in business decision-making. 
It may involve simple dialogue and an exchange of information to improve the decision making of one of the parties, 
or joint decision-making. Similarly, the business case is likely to vary in its emphasis on performance, cost, profitability 
and competitiveness over the short and long-term, between manufacturing and service sectors, small and large-

                                                            
1 For goal 8 but also for goals, 1, 5, 10 and 16.  
2 See http://www.theglobaldeal.com/  
3 While the report was commissioned as a part of the work within the Global Deal initiative (“Business Case for Global Deal”), the views 
expressed here represent those of the authors solely.  
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sized firms, client and supplier organisations, and among developed and developing countries. International 
organizations such as the ILO and OECD have outlined policy frameworks that set out the features of an enabling 
environment for sustainable business development (see Box 1). In an effort to disentangle some of the complexity, 
and in response to the Sustainable Development Goals (specifically Goal 8 – Promote inclusive and sustainable 
economic growth, employment and decent work for all) and new debates on the role of business in supporting 
inclusive growth (ILO 2010; Ostry et al. 2014; OECD 2014; Samans et al. 2015), this report introduces a binary 
distinction between a business case for conventional growth and a business case for inclusive growth. 

The third key insight is that both the business case and social dialogue do not operate or function in a social and 
political vacuum. Rather, business and social partners require specific institutional props and government support 
for their effective functioning. The report therefore examines both the positive and negative evidence for business-
promoting social dialogue, and the specific conditions and circumstances that create a situation where social 
dialogue generates, on balance, either costs or benefits for business. The final section of this report concludes with 
a summary of those conditions that can potentially enable a positive relationship between social dialogue and 
business development. 

On the basis of a review of theoretical as well as primary and secondary empirical research, the report presents 
several important findings. Overall, it finds that effective social dialogue can produce net positive outcomes for 
businesses. Despite the possibility of social dialogue generating additional costs, risks and other problems (such as 
impeding management autonomy) for business, the research consensus is that social dialogue is positively 
associated with a range of positive outcomes for businesses. At firm, sectoral and national levels, social dialogue 
has the potential to stabilise industrial relations and support productivity growth, combined with contributing to both 
the preservation of firm-specific knowledge and organisational capital (through, for instance, skill development and 
employee retention) and sustainable business responses, ensuring economic stability. At the level of inter-firm 
contracting, this report finds that social dialogue can contribute to productivity growth via the stabilisation of 
contractual relations, coordinated skill development, a reduction of the risk of industrial relations disputes and 
improvement in brand reputation.  

In the industrialised economies of the global north, where much of the research has been undertaken, the studies 
suggest social dialogue has contributed over a number of years to economic stability, prosperity and the long-run 
success of businesses via inputs to growth and competitiveness. In low- and middle-income countries, social 
dialogue is now playing a key role in supporting the transition to democratic, more equitable and sustainable political 
and economic systems. While social dialogue can make a positive contribution to businesses at various stages of 
development, it does not mean that social dialogue is a simple process. This report highlights several ‘enabling 
conditions’ for effective social dialogue. These include: strong, independent workers' and employers' organizations 
with the technical capacity and the access to relevant information to participate in social dialogue; political will and a 
commitment to engage in social dialogue on the part of all the parties; respect for the fundamental rights of freedom 
of association and collective bargaining; and appropriate institutional support.  
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Box 1. Sustainable Enterprises – Policy Frameworks 
 

 
Promoting Sustainable Enterprises, International Labour Organization 

Conclusions concerning the promotion of sustainable enterprises,  
International Labour Conference, June 2007   

The tripartite constituency of governments, employers’ and workers’ organizations at the International Labour 
Organization adopted a policy framework in 2007 for the promotion of sustainable enterprises. It focuses on 
the factors that constitute an enabling environment for sustainable business growth that respects human 
dignity, environmental sustainability and decent work. These include, among others, good governance, an 
enabling legal and regulatory environment and social dialogue. Social dialogue based on freedom of 
association and the right to collective bargaining, including through institutional and regulatory frameworks, is 
considered essential for achieving effective, equitable and mutually beneficial outcomes for governments, 
employers, workers and wider society. 

Tripartite Declaration of Principles concerning Multinational Enterprises,  
International Labour Organization (MNE Declaration) 

The ILO MNE Declaration provides comprehensive social policy guidelines that encourage the positive 
contribution of MNEs to socio-economic progress and decent work; and minimize or resolve the potential 
negative effects of business operations. The Declaration directly addresses (multinational and domestic) 
enterprises, as well as governments, and employers’ and workers’ organizations on the thematic areas of 
employment, training, conditions of work and life, industrial relations, and general policies.  

Social dialogue lies at the heart of the MNE Declaration, and is acknowledged as the key means to achieve its 
objectives. To prevent or mitigate potential adverse human rights impacts (and as an implicit corollary, risks of 
reputational damage) stemming from business operations, MNEs are encouraged to engage in meaningful 
consultation with potentially affected groups, other relevant stakeholders, and social partners as a general 
policy. Seeking to foster a ‘win-win’ relationship between MNEs and national actors in host countries, the MNE 
Declaration also encourages parties to engage in national tripartite-plus social dialogue to better align business 
operations with national development priorities, particularly on employment and vocational training.  

The ‘Industrial Relations’ chapter of the MNE Declaration provides comprehensive guidance on to enterprises 
to respect and give effect to fundamental rights on freedom of association and the right to organize, collective 
bargaining, workplace consultation, access to remedy and examination of grievances, and settlement of 
industrial disputes. 

Promoting responsive business conduct, the OECD Guidelines for Multinational Enterprises  

The OECD Guidelines recognise that social dialogue is a pillar of responsible business conduct (RBC). Not 
only are the principles of freedom of association and collective bargaining at the core of the employment and 
industrial relations Chapter of the Guidelines (Chapter V), the Guidelines' general principles also encourage 
enterprises to engage in and support social dialogue on responsible supply chain management.  
 
To help companies meet these expectations, the OECD has developed - through a multi-stakeholder process 
involving governments, business, trade unions, civil society and relevant experts  - detailed guidance to identify 
and respond appropriately to supply chain due diligence risks in in the minerals, extractives, agriculture, 
garment & footwear and financial sectors. These guidance have been instrumental in defining what supply 
chain due diligence on freedom of association and collective bargaining means in practice and when and how 
stakeholders should be included in the due diligence process. 
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Social dialogue is also at the heart of the unique non-judicial grievance mechanism of the Guidelines - the 
National Contact Point (NCP) mechanism. One of the key roles of the NCP, which are set up by all adhering 
governments - 48 to date -,  is to provide good offices to address and resolve issues arising from implementation 
of the Guidelines. Since 2000, over 400 cases have been received by NCPs concerning issues that have arisen 
in over 100 countries. Issues surrounding social dialogue have been subject of the majority of cases brought 
(54% of all cases to date concern employment and industrial relations). Social dialogue has also been crucial 
to resolve cases, 25% of all cases have been filed by trade unions and meaningful results have been achieved 
in these cases (2016 Annual report on the OECD Guidelines for Multinational Enterprises, June 2017).  
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PART	ONE:	DEFINITIONS	AND	ANALYTICAL	FRAMEWORK	

2. The Character and Intrinsic Properties of Social Dialogue 

Social dialogue constitutes an important pillar in the socio-economic development of countries across the world. 
Reflecting country specificities, there is no universally agreed model of social dialogue. Instead, the specific 
mechanisms of social dialogue that are used (consultation, information exchange, bargaining and negotiation) and 
the role they play very much depends on the particular national labour relations context. For the purposes of this 
report, we adopt the ILO definition, which takes into account the wide range of processes and practices found in 
different countries. 

“Social dialogue and tripartism constitute the ILO’s governance paradigm for promoting social justice, fair and 
peaceful workplace relations and decent work. Social dialogue is a means to achieve social and economic 
progress. The process of social dialogue in itself embodies the basic democratic principle that people affected 
by decisions should have a voice in the decision-making process. Social dialogue has many forms and 
collective bargaining is at its heart. Consultations, exchanges of information and other forms of dialogue 
between social partners and with governments are also important.  

Social Dialogue is based on respect for freedom of association and the effective recognition of the right to 
collective bargaining. These founding principles of the ILO, as stated in the ILO Constitution and its 
Declaration of Philadelphia are applicable to all Members, as set out in the ILO Declaration on Fundamental 
Principles and Rights at Work. These rights cover all workers in all sectors, with all types of employment 
relationships, including in the public sector, the informal economy, the rural economy, export processing 
zones, micro, small and medium-sized enterprises (MSMEs), and domestic and migrant workers.” 4  

In accordance with the above definition, this section defines social dialogue on the basis of the actors involved, the 
mechanisms used, and its universal underlying principles. It then identifies the intrinsic properties of effective social 
dialogue in order to underpin the argument developed in section 3 that social dialogue has important structural and 
procedural properties that can enable or hinder particular features of business growth. The different levels of 
operation of social dialogue are addressed in subsequent dedicated sections of the report. 

 

2.1. Defining social dialogue 

Who are the social dialogue actors? 

In terms of actors, social dialogue may be tripartite or bipartite, and may also involve, as appropriate a range of other 
actors (box 2.1). However, it is at its core a process involving representatives of workers, employers and 
governments. Tripartite social dialogue involves the participation of the state and most commonly deals with policy 
issues and aims to achieve consensus and ensure policy coherence on social and economic issues, which impact 
on employment and the labour market.  Tripartite social dialogue is often used to negotiate formal ‘social pacts’ or 
‘general agreements’, typically covering a broad multi-issue agenda that enable trade-offs between the different 

                                                            

4 ILO 2013). In the Declaration of Philadelphia, adopted in 1994, it states that the ILO has ‘the solemn obligation . . . to . . . further . . . 
programmes which will achieve . . .the effective recognition of the right of collective bargaining, the cooperation of management and labour 
in the continuous improvement of productive efficiency, and the collaboration of workers and employers in the preparation and application of 
social and economic measures’ (para III). 
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interests of the participants (Avdagic et al. 2005; Fajertag and Pochet 2000). Hybrid forms have emerged in recent 
years, such as the ‘tripartite-plus’, which includes civil society organisations (ILO 2013: 12).5 Social dialogue can 
also be bipartite, that is between representatives of workers and employers and/or their representatives, or between 
the state and one of these parties. 

 

 

Box 2.1. The main actors of social dialogue 

 

Employers and their organisations: Employers have a crucial function in social dialogue, participating either 
directly or indirectly, via their organisations, in social dialogue processes. Significant changes have taken place 
regarding the role of individual employers but also their organisations as a result of technological changes and 
greater economic integration. Increasing organisational fragmentation and pressures to improve 
competiveness and productivity on the side of employers have also meant changes to employers’ 
organisations, including revisiting traditional service mix and expanding their mandates to include trade and 
economic issues.  

Workers’ organisations: Trade unions play an important role in negotiations with employers and/or their 
associations leading to widely accepted collective agreements. They also play a role both in tripartite dialogue 
with the state and other forms of concerted action. Similar to the case of employers’ organisations, workers’ 
organisations have embarked on ‘trade union renewal’ strategies and/or mergers to maintain and strengthen 
their legitimacy.  

Labour administrations: Promoting social dialogue is a core responsibility of ministries of labour. ILO 
Conventions and Recommendations (e.g. Labour Administration Convention, 1978 (No. 150) provide detailed 
rules and guidelines on how governments should proceed in regulating areas most often associated with labour 
relations (e.g. freedom of association) and how to develop social dialogue in key policy areas (such as 
employment). It is also notable that state authorities are not only stakeholders in tripartite social dialogue but 
also responsible for the legal framework, institutional structures and labour market policies. 

 
Source: ILO (2013), Council of Europe (2016). 

 
What mechanisms are used? 

 

Social dialogue refers to a collective rather than an individual process. Three main mechanisms are relevant: 
information exchange, consultation, negotiation and dispute resolution.6 Exchange of information is the most basic 
process of social dialogue and is an important condition for more substantive social dialogue. Consultation is a means 
by which social partners not only share information, but also engage in dialogue about issues raised, decision-making 
remains the prerogative of those that initiated the consultation process.   

                                                            
5 In the recent decades, we have seen an increasing use of civil society organisations being involved in dialogue processes. In the context of 
the MNE Declaration, ‘tripartite plus’ means involving “government, representative organisations of employers and workers and MNEs. The 
“plus” can also involve the representatives of the “Home country government” of MNEs as part of the home-host country dialogue 
mechanism in the MNE Declaration  (see annex II of the MNE Declaration on the description of the functions of tripartite-appointed national 
focal points, taking guidance form C. 144). It is important to note that employers’ and workers’ organisations are distinct from other civil 
society groups in that they represent clearly identifiable actors of the real economy and draw their legitimacy from the members they 
represent (ILO 2013: 12). 
6 All forms of social dialogue can be informal and ad hoc, or formal and institutionalised. However, in reality social dialogue often involves a 
combination of the two (ILO 2013); see for example the Working paper by the Governance and Tripartism Department and the Enterprises 
Department, April 2017 “Multinational enterprises and inclusive development: harnessing national social dialogue institutions to address the 
governance gap”.      
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Collective bargaining and policy concertation are the two dominant types of negotiation. Collective bargaining 
consists of negotiations between an employer, a group of employers or employers’ representatives, and workers’ 
representatives to determine the issues related to wages and conditions of employment, and employment relations. 
Policy concertation is a tripartite process that also involves governments. The concept of codetermination, 
institutionalised in much of Europe, is also relevant here: it refers to two distinct levels and forms of employee 
participation: co-determination at establishment level, most commonly by works councils, and co-determination 
above establishment level, on the supervisory board of companies (Gospel et al. 2014). It is a process characterised 
by joint decision-making.  

 

What are the universal underlying principles? 

 

Despite the diversity of actors, mechanisms, and functions, social dialogue is characterized by certain underlying 
principles that apply across all implementation contexts and that amount to a unifying approach. The ILO identifies 
core conditions that are necessary for effective social dialogue (Ghellab 2016; Rodgers 2013). These include the 
following: 

 respect for the fundamental rights of freedom of association and collective bargaining (democratic 
foundations); 

 political will and commitment to engage in social dialogue by all parties; 
 strong, independent workers’ and employers’ organisations (legitimacy of social partners); 
 technical capacity, knowledge and competences, and access to relevant information; and  
 appropriate legal and institutional support for participative standards, rules of engagement 

(formal/informal) (see Box 2.2). 

 

 

Box 2.2.  International labour standards and social dialogue 

 
Certain international labour standards are particularly important to social dialogue as they lay down the core 
principles and elements to guide the implementation of these:  

 Freedom of Association and Protection of the Right to Organise Convention, 1948 (No. 87) 
 Right to Organise and Collective Bargaining Convention, 1949 (No. 98) 
 Tripartite Consultation (International Labour Standards) Convention, 1976 (No. 144) 
 Labour Relations (Public Service) Convention, 1978 (No. 151) 
 Collective Bargaining Convention, 1981 (No. 154) 
 Workers’ Representatives Convention, 1971 (No. 135) 
 Co-operation at the Level of the Undertaking Recommendation, 1952 (No. 94) 

According to the ILO’s Declaration on Fundamental Principles and Rights at Work, all ILO Members have an 
obligation to respect, promote and realise the principles of freedom of association and effective recognition 
of the right to collective bargaining embodied in the first two Conventions above, independent of ratification 
status. 

 

 

Against this context, it is possible to identify certain challenges for effective social dialogue. On the part of the actors, 
the following issues may be problematic: state-dominated social dialogue or undue state intervention in voluntary 
processes (such as collective bargaining); legal restrictions on the exercise of the freedom of association and 
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collective bargaining rights; weakness and excessive fragmentation of the social partners (including a proliferation 
of competing unions); lack of respect of agreements; a culture of confrontational labour-management relations; 
narrow membership base, leading in particular to weak representation of interests of groups that face particular 
disadvantage in the labour market (e.g. youth, women, migrant workers, own-account workers, informal economy 
workers etc.); practical challenges faced by non-standard workers in exercising collective rights (e.g. part-time 
workers,  dependent self-employed workers, and home-based workers face greater challenges in organizing despite 
existence of legal rights). 

Challenges may also exist at the institutional level, including: lack of supportive structure for social dialogue with 
appropriate resources (e.g. premises, staff and budget); lack of stability and sustainability of operation of dialogue 
(e.g. in times of economic crisis); lack of enforcement and monitoring mechanisms of decisions/agreements; weak 
integration of tripartite institutions into national policy-making and governance; lack of commitment on the part of 
technical ministries towards tripartite social dialogue (Ghellab 2016). 

 

2.2. The intrinsic properties of effective social dialogue 

Given the core conditions for effective social dialogue described above, there are four specific attributes that underpin 
its potential significance for business growth, as well as wider externalities for society. In situations where social 
dialogue is not effective - whether at country, sector, or firm level, as well as inter-firm contracting – such intrinsic 
properties are less likely to prevail and (as we argue in subsequent sections) and the positive advantages of social 
dialogue for business growth may not be realised. 

First, effective social dialogue establishes formal (and often informal) processes that lessen the capital-labour power 
imbalance in the labour market and enable parties to build consensus that can smooth business decision-making 
and prevent disputes and resolve them through accepted dispute resolution mechanisms. By establishing a space 
for collective association, the organisations and mechanisms of social dialogue are able to establish ‘power 
resources’ for both employers and workers via the strength residing in membership power and institutional power 
(Traxler et al. 2001). It can also address a power imbalance that may exist between the state and the social partners. 
For example, it can help ensure that employers’ organizations have their voice heard in policy debates and labour 
reforms, thus ensuring an enabling environment for the development of small and medium businesses.7 
Governments also play an important role in providing the necessary statutory provisions for participative standards 
(Sengenberger 1994). In this manner, social dialogue establishes an important risk mitigation function, managing 
conflict and strengthening the prospects for industrial relations peace, and thereby contributes to sustaining stable 
business operations.  

Second, social dialogue promotes collective learning which can help address and resolve collective action problems. 
This may be, for instance, through sharing of information that addresses issues of information asymmetry that may 
exist at organisational level (Stiglitz 2000). Social dialogue is a governance mechanism with three features, namely 
relational (the open-ended nature of the social dialogue), experimental (through the role of benchmarking and audit) 
and pragmatist (where actors engage in ‘double-loop’ learning in which they question what has been learned and 
then improve the learning process). Social dialogue can also promote collective learning across systems (e.g. 
corporate governance or inter-firm contracting), thereby helping to diffuse best practice production techniques for 
example and storing knowledge and expertise about effective responses to external shocks (Deakin and Koukiadaki 
2010).8 

                                                            
7 See for example, Research Note by the ILO Bureau for Employers’ Activities, September 2015, A four-country review of labour reform 
processes and accompanying social and policy dialogue.      
8 Such learning is consistent with Sen’s approach of regulation by mobilising social and civil actors for the definition of common norms of 
quality, employment and social security at the relevant levels (see, also, Salais and Villeneuve 2005). 
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A third intrinsic property of effective social dialogue is its two-pronged versatile and adaptive character. Its versatility 
means that while it is a process that takes place between employers’, workers’ and/or government representatives, 
it can involve novel networks of collaboration, for example with diverse government agencies, civil society 
organisations, regional and local government bodies, and training bodies. Such efforts at continuously mobilizing 
interest groups and creating new spaces for the interaction of diverse ideas and viewpoints are a hallmark of paths 
towards more inclusive development (see section 3) and ensure concerns of diverse groups are represented.9 For 
this property to be realized, unions and employers are required to act outside of their standard frames of reference 
and to support versatile ions by finding ways to hear demands from organisations outside the usual bi-partite or tri-
partite structures (Turner 2007). This property of adaptability may also involve unions and employers adopting 
alternative mechanisms for regulation, involving also civil society organisations and opening up policy spaces going 
beyond the traditional scope of labour-management and socio-economic policy (ILO 2013: 20).  

The fourth feature is that social dialogue embodies the potential for social actors to build long-term trusting relations. 
Through the routinized processes of effective social dialogue, parties identify interests in common and in conflict and 
devise actions and strategies in line with agreed rules (formal and informal). Agreed rules and principles of dialogue 
facilitate the negotiation of trade-offs and compromises and, in situations where parties abide by the agreements, 
enhance the degree of cooperation between parties. Going beyond restraining opportunism, social dialogue can then 
encourage cooperation by fostering the expectation of reciprocity between employers and workers and sustaining 
goodwill cooperation (Marsden, 2016). It is feasible to argue that strong trusting relations and a cooperative 
environment at work are valuable attributes in and of themselves. Moreover, as we show in section 3, they are 
important enablers of innovation, productivity growth and business success. The converse is also true. Where a 
country or industry suffers from distrust and inadequate cooperation between employers, trade unions and 
government, this is not only has the potential to result in recurrent labour disputes it is also likely to hamper business 
success. 

Overall, therefore, any analysis of the business implications of social dialogue must be sensitive to its varied forms 
and functions in economy and society. Differences in the composition and resources available to social dialogue 
actors, especially employers and trade unions, and the development and sustaining of core principles, impact on the 
effective functioning of social dialogue. The next section builds on these insights and considers the potential direct 
effects of social dialogue on business growth. 

 

3. Can Social Dialogue Support Business Growth? An Analytical 
Framework 

Research on the pros and cons of social dialogue from the point of view of business interests is difficult to interpret 
because much depends on the type of business strategy, specific market conditions and institutional context. On the 
one hand, there is now a great deal of policy attention on the question of how to adopt more inclusive approaches 
towards business growth, especially how to encourage business to adopt inclusive hiring strategies and address 
inequalities, including by sharing productivity gains among workers or enterprises operating in a specific value chain. 
On the other hand, however, business interests in much of the world still need to focus on how to stay afloat in 
strongly cost competitive product markets, often in circumstances where small changes to labour costs can impact 
heavily on the risk of losing market share and even business closure.  

                                                            
9 Examples of novel alliances include efforts to reduce vulnerable work in France, campaigns for living wages in the UK and the United States, 
and mobilization of new coalitions in many countries to improve working conditions for migrant workers (e.g. Kornig et al. 2016; Erickson et al. 
2002; Turner and Cornfield 2007). 
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Interpreting the role of social dialogue is therefore complicated by having to interpret what particular dimensions of 
‘the business case’ might be enabled or hindered. If the business case hinges primarily on reducing labour costs 
then social dialogue may improve trust and help managers to negotiate stability in staffing and in industrial relations. 
Under alternative conditions, however, social dialogue may generate resistance to wage reductions and either result 
in business needing to identifying alternative areas of cost rationalisation or result in penalties on business in the 
form of industrial relations unrest where wage reductions are unilaterally introduced. Where business success 
requires long-term investment to drive product innovation then social dialogue may be critical to deliver productive 
partnerships on skills development, job security, shared investment and staff progression. Trade unions, working at 
firm or industry levels may be proactive in identifying and or implementing technological change and associated 
needs for new forms of work organisation and skill investment. At the same time, poor resourcing of unions combined 
with poor coordination among employers (leading to what section 2 labelled ‘ineffective’ social dialogue) may restrain 
the potential benefits of social dialogue for business and hold back the adoption of innovative practices.  

The overall picture is therefore complex. Differences in business strategy, including by size and age of firm, sector 
of economic activity and level of economic development also matter enormously in identifying net gains and losses. 
As a tool to navigate this complexity, this section develops an analytical framework of business growth to illustrate 
the varied potential costs and benefits of social dialogue. The framework includes, but is not limited to, the micro-
economic effects of social dialogue and extends to consider both the efficiency and equity aspects of business 
growth.10  This is followed by closer inspection of the implications of social dialogue for four key dimensions of 
business growth. 

 

3.1. The costs and benefits of social dialogue for business 

Because the dimensions of business growth are varied and complex, it is necessary to devise a stylised framework 
that can assess the potential costs and benefits of social dialogue under differing business circumstances. Table 3.1 
presents business growth as primarily ‘conventional’ or ‘inclusive’: 

 Conventional business growth is characterised by a focus on cost reduction, short-term profit maximisation 
and scalable market activity; 

 Inclusive business growth is characterised by a focus on innovation (product and process), human 
development (regarding welfare, wage and skill) and distributed gains from business growth. 

Under both types, social dialogue may involve potential costs and benefits. This stylised division serves as a heuristic 
guide only and is not meant to represent actual business cases. The reality is complex, involving multiple 
combinations of strategies and business conditions (e.g. Appelbaum and Batt 1994; Berger 2005; Dossani 2005). 

Social dialogue poses a raft of potential costs and benefits for conventional business growth. Acting as a potential 
constraint on managerial prerogative, it may reduce the capacity of employers, acting individually or collectively, to 
reduce labour costs. This argument is reflected in policy documents published in the aftermath of the 2008 financial 
crisis arguing that centralised collective bargaining prevents downward wage flexibility and therefore a) 
exacerbates employment losses during an economic downturn and b) hinders the long-term adjustment capacity of 
economies to rebuild comparative advantage in trade around a lower level of production costs (e.g. ECB 2015; 
OECD 2017a). Moreover, because social dialogue may in certain circumstances slow down cost-competitive, 
market adjustment processes it can impose negative effects on aggregate job growth and unemployment.11 
 

                                                            
10 In this respect, the report is different from the recent policy focus by the OECD on inclusive growth, which mainly concentrates on macro-
economic growth, with implications for public policy.  
11 This viewpoint was crystallised in the OECD’s (1994) Jobs Study. 



 

Conditions of Work and Employment Series No. 89  11 

Table 3.1. Social dialogue with two models of business growth:  
  Some potential costs and benefits  

 Conventional business growth Inclusive business growth 

 

Potential costs of social 
dialogue 

 Restricts capacity to reduce wage and 
non-wage costs 

 Restricts hire and fire decisions 
 Slows market adjustment decisions 

(e.g. acquisitions, outsourcing, 
mergers, downsizing) 

 Consensual decision-making slows 
market adjustment decisions 

 Protects insiders at expense of 
labour market outsiders (in 
segmented labour markets), raising 
wage costs 

 

 

 

 

Potential benefits of 
social dialogue 

 Raises productivity via more cost 
effective utilisation of labour (e.g. 
working-time adjustments) 

 Consensual valuation of labour 
improves recruitment & retention 
success 

 Trusting relations reduce risks of 
industrial relations conflict & establish 
stability for investment 

 Monitoring of legal compliance 
reduces risks to brand/reputation 

 Better information flows  

 Mutual long-term commitments to 
skill investment and retention of 
skills 

 Stable environment for innovation 
and product/process development 
planning 

 Promotes inclusive transitions from 
unprotected to protected forms of 
employment 

 Strengthened worker participation & 
effective voice 

 Promotes worker entitlements to 
social protection and wages that 
support decent standard of living 

 

Social dialogue can also bring several potential benefits to a business, whose primary focus is short-term 
maximization of profit. First, it can contribute ideas and initiatives towards raising productivity both by identifying 
areas of underused capacity (capital and labour) in the firm and establishing trusting relations between management 
and staff to ensure a smooth transition to higher-productivity pathways (see for example the review of studies in 
Rodgers 2003). Second, social dialogue can have an extremely valuable anti-cyclical effect by smoothing business 
cycles, thereby establishing a more stable platform for strategic business decisions in cost competitive markets. As 
we show below there are many positive examples in Europe of social dialogue redistributing work in the aftermath 
of the financial crisis, thereby enhancing the capacity of markets to minimize the macro-level adverse impact on 
employment and stabilize production levels (Vaughan-Whitehead 2011). Third, social dialogue can reduce business 
costs by improving information flows. It reduces what economists refer to as an asymmetry of information between 
managers and workers, or between policy makers, workers’ and employers’ organizations.  Apart from improving the 
quality of decision making, it can also enhance the credibility of decisions thus easing their implementation. Social 
dialogue can also deliver participative standards at an industry level and facilitate industrial upgrading - on pay, 
qualifications, working hours and health and safety for example. Fourth, by incorporating the interests of workers into 
business decision-making (as well as possibly reflecting those of local communities), social dialogue can act to 
mitigate against the risks of non-compliant management actions, thus protecting the firm against damage to its brand 
and reputation and mitigating against risks of non-compliance by suppliers in global supply chains.12 In the same 

                                                            
12 The MNE Declaration is instructive in this regard. Paragraph 10(e) places freedom of association, collective bargaining, industrial relations 
and social dialogue at the centre of due diligence processes to mitigate any potential human rights risks in MNEs or their business partners. 
Paragraph 65 also provides that MNEs should use their leverage to encourage their business partners to provide effective access to remedy 
in cases of human rights abuses, and places this principle within the framework of industrial relations. 
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manner, social dialogue may help to constrain those business practices that seek to maximize short-term shareholder 
returns without due regard for the opportunity costs.13 

Social dialogue also poses multiple potential costs and benefits for inclusive business growth. A well-known concern 
is that social dialogue slows down processes of business decision-making. This critique has often been levelled for 
example at Germany’s consensual social dialogue structures for managing changes in apprenticeship training 
provision. Furthermore, social dialogue is sometimes seen as protecting insiders (e.g. union members on standard 
full-time contracts) at the expense of outsiders (e.g. workers on insecure freelance or irregular hours contracts). 
Under specific conditions, by imposing an arbitrary division among core and periphery workers this form of social 
dialogue is argued to be bad for business because it has the knock-on effect of raising wages above the market 
clearing level and increasing unemployment, albeit this is far from being confirmed, especially when taking into 
account long-term firm performance.14 

Nevertheless, social dialogue also offers many potential benefits under the inclusive business growth model. It can 
provide an important institutional structure and set of processes for establishing mutuality of business and labour 
interests towards skill investment (especially to balance investments in general and firm-specific skills) and thereby 
underpin innovation in product and process development. As it is associated with lower turnover, this can lead to the 
retention of accumulated skills. It can also strengthen social cohesion with benefits for firm performance and the 
economy more widely, by extending protections to workers in non-standard employment forms, promoting transitions 
from less protected to more protected jobs and reducing use of precarious forms of work (Grimshaw et al. 2016a; 
Rubery 2015).  

More broadly, historical analyses demonstrate that social dialogue has underpinned business growth at the 
aggregate level in many countries by promoting basic freedoms at work (contributing to human development) and 
extending rights at work to all workers (encouraging economic equality and social cohesion). Where social dialogue 
can establish stronger provisions of security in employment, equality of treatment and access to decent employment, 
as well as social protections outside of paid employment, it can be said to contribute to social integration, poverty 
reduction and personal fulfilment (Rodgers 2003). These are not only signals of human development, but also the 
hallmarks of what this section defines as inclusive business success.  This non-conventional form is an expression 
of the emerging consensus that inequality and poverty far from a trade-off with business success in fact may 
undermine sustainable growth and that redistributive policies and practices via social dialogue can be a spur for 
business success (e.g. Ostry et al. (2014); OECD 2014; Samans et al. 2015). It is also at the core of the ILO’s policy 
framework on promoting sustainable enterprises:  

Promoting sustainable enterprises is also about ensuring that human, financial and natural resources 
are combined equitably in order to achieve sustainable innovation, enhanced productivity and other 
development needs of the enterprise, the benefits of which will be shared equitably within the 
enterprise and the wider society. This calls for new forms of cooperation between government, 
business, workers and society to ensure that the quality of present and future life and employment 
is maximized, while safeguarding the sustainability of the planet. Tripartism, including social dialogue 
and collective bargaining, is a vital element in this regard. (ILO, Conclusions concerning the 
promotion of sustainable enterprises, International Labour Conference, para. 6, June 2007) 

This approach to sustainability is consistent with the ‘shared value’ approach (Porter and Kramer 2011), which 
recognises the positive effects that a “living wage”, safety, wellness and training have on business performance in 
the context of supply chains as well. A large part of the strategic value of sustainability in both domestic and global 

                                                            
13 A major current concern for example is with the massive volume of spending by US corporations on stock buy-backs, more than a trillion 
dollars in 2014, which has diminished the capacity of businesses to invest in research and development and other productive investments (see 
Lazonick 2014). 
14 The classic economics reference is Lindbeck and Snower (1986). The basic model has been updated and repeated in development studies 
literature, as well as in economics and political sciences research. 
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supply chains, as evolved in the recent years, emanates from the need to engage in regular dialogue with different 
interest groups, including those representing employers’ and workers’ interests. Against this context, the report 
expands the focus of the business case for social dialogue to include inter-firm contracting. The business case for 
social dialogue encompasses both short-term returns (captured by the conventional growth model, see above) and 
medium and longer-term gains (most associated with the inclusive growth model).   

The effective functioning of inter-firm contracting requires an institutional and organisational framework, which is 
capable of generating trust, aligning risks and returns, and minimizing negative spill-overs. In this context, labour 
plays a role both as a source of risk and uncertainty but also as a means of coping with challenges arising out of 
such networks (Sydow and Frenkel 2013). As a source of risk, the absence of effective social dialogue may have 
adverse effects on on-time production, quality, operational costs and the reputation of the buyer and supplier firms 
involved in a supply chain. As a means of coping, effective social dialogue would appear to be essential for the 
smooth functioning of inter-firm systems, where risk and uncertainty surrounding labour issues can neither be 
eliminated nor managed by simply switching suppliers of goods or services in a market-like fashion (Sydow and 
Frenkel 2013). Benefits may accrue at company level (suppliers and buyer firms), and at the macroeconomic and 
societal levels through the contribution of social dialogue to economic and social upgrading.15 

 

3.2. Tracing the implications for four features of business growth 

Table 3.2 lists four inter-related dimensions of business growth and traces the potential implications of social dialogue 
regarding the two models identified above. The four business goals take on more or less significance depending on 
a variety of factors and conditions, including the state of the economy, the type of market competition and the 
leadership ethos. These four broad goals, further developed to reflect the operation of social dialogue at different 
levels, are the core focus of attention in the review of empirical evidence in sections 4-6.  

A first business goal, innovation and product development, is high up the agenda for many businesses around 
the world as key to improving competitiveness. Innovation success depends on the technological and organizational 
capabilities of firms (including ‘organisational learning’) and the support firms receive from the wider network of 
private and public sector institutions at industry, country and international levels (Miozzo and Walsh 2006). Building 
on studies from the 1980s (e.g. Daniel 1987; Hyman and Streeck 1988), recent years have witnessed a revival of 
concern to trace the role of social dialogue in facilitating productive types of firm capabilities and learning. There are 
three key potential points of productive input. 

Social dialogue can forge the basis for collective learning (see above). Therefore, it is an especially valuable 
ingredient in the development of what innovation scholars call the ‘advanced learning organisation’. Such 
organisations have unique bundles of productive capabilities that require strong employee engagement in decision-
making in organizational change. Of course, many businesses in cost-focused product markets may have fewer 
incentives to adapt their production processes and are therefore less able or willing to view such benefits as enabling 
new capabilities. One might also question the extent to which a sophisticated human resource management policy 
in innovative firms may seek to achieve equivalent processes to effective social dialogue. While there may be good 
anecdotal evidence, international survey evidence seems to suggest that effective social dialogue is a more stable 
and successful ingredient for continuous innovation. A highly cited Danish survey of firms, for example, shows a 

                                                            
15 The concept of upgrading focuses on the bottom-up strategies used by countries, regions and local firms to maintain or improve their 
positions and outcomes in the global economy. Barrientos et al (2011) and others have highlighted the non-linear and sometimes opposing 
relationship between economic and social up/downgrading.  See also ILO (2016). 
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significant positive inter-relationship between strong levels of employee participation and the frequency of product 
development (Nielsen and Lundvall 2003).16  

Social dialogue can also help smooth out any adverse consequences of technical change and new product 
development for work organisation via conflict resolution procedures. By mitigating the potential risks to skill-mix, 
working hours, staffing levels and pay bonuses, for example, it can exert a positive influence on the probability of 
success and sustainability of a firm’s innovation activities (see country studies in Ozaki 1992). Moreover, for firms 
more closely aligned with an inclusive business growth model, it can encourage innovation that avoids excessive 
emphasis on cost-reducing technical change for the benefit of a narrow group of stakeholders and instead incentivize   
investment in human resources via skill development and the distribution of rents along supply chains, thus 
reinforcing the potential for economic and social upgrading. While trade unions may oppose the price to be paid for 
innovation in certain situations (such as, for example, platform technology companies’ insistence that workers ought 
to be treated as self-employed), research has long suggested they are strongly in favour of the principle of innovation 
(see review of studies in Martin 1994).  

The potential for collective voice is a further useful input for businesses seeking to innovate. Recent research shows 
that ‘lean’ models of work organisation, which grant workers limited autonomy, enforce strict quantitative performance 
rules and make high use of temporary employment, impair employee motivation and productivity levels and increase 
the risk that firms become stuck in low value-added business markets (Holm and Lorenz 2015; Zhou et al. 2011). 
Such research details the motives, processes, content and outcomes of innovation and the critical ways social 
dialogue functions as an enabling factor for sustainable business development and can underpin strong firm 
performance. 

Skill investment is the second business goal featured in table 3.2 and arguably fundamental to both business 
models. It is not only social dialogue at firm level that can have positive effects on skill investment. Businesses may 
also see benefits from national level social dialogue, as the latter may contribute to national policies and programs 
on vocational training that would be aligned to existing skills gaps and shortages. Besides, businesses are also best 
placed to identify emerging skills needs in local workforces, and are more likely to invest in skills development if 
involved in policy formulation processes. This promotes dynamic and demand-driven skills policies that are aligned 
with business needs. In the case of MNEs, the availability of adequately skilled local workers has particular direct 
cost-benefit. Many studies have indeed identified social dialogue as a critical business input, although it may be that 
employers who are more conscious about investment in training are also open to cooperate with unions, so the 
causality may run both ways. In countries around the world, training outcomes in companies and establishments with 
functioning social dialogue (including union presence) tend to be better than those in non-union environments. 
However, it is not simply union presence in an establishment that induces employers to invest in training. It also 
requires the willingness of managers to engage constructively with union representatives and give unions an active 
role in training decisions, whether at company or industry levels (see international review in Heyes and Rainbird 
2011).  

As with business decisions concerning innovation, there is ample scope for disagreement and conflict over the nature 
of training – including questions about who pays, what training content, who is trained and whether or not it 
guarantees higher pay. Some studies argue unions and employers need to move away from an adversarial approach 
to a ‘productivist’ or ‘integrative’ approach to bargaining over training (Heyes and Stuart 1998). Others emphasise 
the benefits of bargaining over training content since it generates a more sustainable mix of firm-specific skills 
(typically preferred by individual employers) and general skills (preferred by unions), which provides workers with a 
balance of internal and external job mobility options and employers with access to pools of ‘redundant capacities’ to 

                                                            
16 In their conclusion, Nielsen and Lundvall (2003: 31) state, ‘The analysis shows that while direct participation is more frequent than indirect 
participation in connection with organizational change in the firms the more cooperation instruments applied in the firm, the higher the chance 
of highly developed learning organization. Especially the firms that have moved far toward the model of a learning organization do involve 
trade unions and shop stewards in organizational change’.  
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draw on as future products and technologies change (Rubery and Grimshaw 2003). A great deal depends on the 
qualitative nature of social dialogue since this has a considerable influence on the degree of trusting and cooperative 
relations between managers and workers. Where social dialogue is either absent or ineffective, the evidence 
suggests this militates against wider adoption of a high-skill business strategy. 

 

Table 3.2. Implications of social dialogue for  
four dimensions of business growth 

Features of 
business 
growth: 

Relevant 
intrinsic 
properties of 
SD 

Potential costs & benefits for: 
a) Conventional business growth b) Inclusive business growth 

i. Innovation & 
product 
development 

 Collective 
learning 

 Conflict 
resolution 

 Worker 
voice 

Limited utility given low emphasis on 
innovation for business competitiveness; 
short-run costs due to slower decision-
making and union resistance to labour 
cost-reducing innovations; some benefit 
where worker input to product 
development enables rapid access to new 
markets or conflict resolution smooths 
impact of radical change 

Can underpin conditions for 
‘advanced learning organisation’; 
incentivizes sustainable innovation 
(shared gains); matches innovative 
strategy with inclusive HR approach 
for long-term success  

ii. Skill 
investment 

 Multi-level 
coordination 

 Solves 
collective 
action 
problems 

 Trusting 
relations 

Constrains management prerogative to 
develop narrow firm-specific skills; 
opportunities to share training costs (with 
other businesses and workers); improves 
worker prospects and staff retention 
although risks of poaching 

Shared training costs; continuous 
updating of skill profiles; valued mix 
of general and firm-specific skills; 
promotes demand-driven 
national/sectoral skills programs; 
reduces skills mismatch in local 
workforces; worker mobility enabled 
by standardized skill routes 

iii. Productivity 
growth 

 Multi-level 
coordination 

 Formal & 
informal 
processes 

 Versatility & 
adaptability 

 Trusting 
relations 

Constrains ability to take costs out of 
business production as route to 
productivity growth (especially multi-level 
SD); promotes entry barriers to low-
cost/informal sector competitors; widens 
ambit of productivity-improving measures 
to periphery workforce 

Inter-firm coordination takes wages 
out of competition and incentivizes 
quality-led productivity growth; trust 
widens scope for productivity 
improvements and ensures business 
policy is effective and sustainable; 
multi-level social dialogue joins up 
industry strategies on skills, 
innovation and productivity 

iv. Fair 
distribution of 
economic rent 

 Versatility & 
adaptability 

 Worker 
voice 

 Conflict 
resolution 

Limited utility given low emphasis on 
shared gains for business 
competitiveness; some value where SD 
links equality gains with brand 
management but only viable in short-run  

Underpins long-term inclusive model 
by establishing shared worker-
management commitment to 
business goals; positive externalities 
when established at country/sector 
levels include lower executive pay 
costs, increased opportunities for 
productive investment (technology, 
training), pluralist modes of market 
entry.  
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A third business goal is productivity growth. While productivity growth encompasses innovation and product 
development as well as skill development, it is considered here in a perspective that includes a broader range of 
issues. As we consider in detail in sections 4-6, the empirical evidence for the productivity effects of social dialogue 
is mixed at both country and firm levels. Again, the issue here is that the question of whether social dialogue is good 
or not for business growth is contingent. A review of productivity studies demonstrates that the intrinsic properties of 
effective social dialogue interact with varied institutional and organizational conditions to generate differing effects 
on productivity growth. For example, country-level and firm-level studies reviewed in sections 4 and 5 point to several 
important contingent factors including the degree of autonomy of trade unions, their narrow or general 
representativeness of workforce skills, workplace presence of single or multiple unions, ability to negotiate wages at 
industry level, and overall union bargaining strength. Other wider institutional factors include the presence of multi-
level articulation of collective bargaining and interaction effects between social dialogue and statutory support for 
worker rights.  

The fourth business goal, fair distribution of economic rent, is perhaps the least conventional in the sense that it 
has not traditionally been considered to be a core dimension of business growth. However, leading business texts 
taught in business schools today17 (as well as annual reports of leading corporations) systematically include 
dedicated chapters on the role of corporate social responsibility, ethics, fairness and partnerships with labour (e.g. 
Peng 2017) (see box 3.1). While businesses may distribute performance gains fairly to their workforce without the 
influence of trade unions (and there are good examples especially in non-union cooperative workplaces), social 
dialogue presents a potentially more robust institutional and organizational mechanism.  

Building on the definitional and analytical issues in this and the preceding section, the following sections undertake 
a state-of-the-art review of empirical evidence on the impact of social dialogue on business growth. Each section 
draws on secondary data, original interview data, and company documents and specifies where possible the varied 
costs and benefits of social dialogue for the dual models of conventional and inclusive business growth. Primary data 
collection took place during March – May 2017. Face-to-face interviews as well as skype interviews took place with 
a range of stakeholders involved in the Global Deal Initiative and other interested parties.18 Interviews covered a set 
of issues, including the establishment and operation of social dialogue mechanisms, the impact of social dialogue 
on organizational outcomes, potential challenges arising out of the operation of social dialogue and the factors 
enabling/hindering the role of social dialogue in promoting business growth. The evidence from the interviews and 
the secondary data is structured according to the specific level of social dialogue – enterprise, sector/country, and 
inter-firm contracting levels. Consideration of the organizational and institutional conditions supportive of a positive 
relationship between effective social dialogue and business growth is presented in section 7. 

 

                                                            
17 Concept of “Creating Shared Value” introduced by Michael Porter and Mark Kramer (see 2011).  
18 Partners to the Global Deal that were interviewed for the report included the Swedish Government (Ministry of Labour), H&M, IF Metall, 
IndustriALL Global Union, UN Global Compact, LO-Sweden, TCO, Scania and Swedfund. Other organisations interviewed for the project were 
the Swedish Association of Industrial Employers, Inditex, Tchibo and a supplier. Finally, a range of ILO officials stationed in Bangladesh, 
Cambodia, Chile, Ethiopia and Myanmar were also interviewed. We would like also to thank Frank Hoffer and Bimal Arora for useful 
suggestions.  
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Box 3.1. Societal costs arising from the skewed distribution of economic rent 

 

The empirical evidence suggests that laws supporting employee representation (covering both collective 
bargaining and employee information and consultation) produce more egalitarian labour market outcomes in 
the developing world, similar to more longstanding evidence for developed countries (Deakin et al. 2013a; 
2013b). Where trade unions are engaged in political decisions about social policy, they are better able to resist 
welfare state retrenchments and promote income distribution, thereby indirectly offsetting rent-seeking 
activities via tax and transfer spending (Bradley et al. 2003). Other social dialogue processes, such as socio-
economic councils, play a crucial role in balancing concerns about employment and economic viability of 
enterprises with redistribution concerns to combat inequality. At the micro level, developments in the gig 
economy suggest that social dialogue (involving union-employer engagement, policy dialogue and information 
exchange) is gradually clarifying the legal status of drivers in the taxi, courier and food delivery industries and 
ensuring a more balanced distribution of income (via legal access to minimum wage and pension rights for 
example). And in domestic and global value chains, social dialogue both among workers and their employers 
and between firms connected through business relationships as part of a production process (in the supply 
chain) can promote a more just distribution of the gains from networked production (Riisgaard and Hammer 
2011). 

There are good reasons for contemporary anxieties about the concentration of wealth in the hands of a narrow 
corporate elite. There is concern in both developed and developing countries that a failure of businesses to 
distribute the gains from wealth may be undermining the economic foundations for prosperity, especially by 
constraining necessary investments in technology and education. Where the distribution of rent is skewed 
towards a narrow corporate elite, for example, it risks opportunistic leveraging of economic and political power 
so as to erect barriers to market entry, suppress the pluralist functioning of markets, block technological 
innovations and restrict access to education. 

Labour market theory suggests that inter-firm competition in the context of a financialised economic system 
generates strong incentives, for example in global and domestic supply chains, for powerful hub firms to extract 
short-term returns based on control over rents. Such conditions can hinder the take-up of new technology and 
high-performance management practices along the supply chain, generating ‘destructive markets’ that 
undermine cooperation among firms in the co-production of goods and services and severely restrict the 
capacity for countries and firms at ‘the wrong end’ of the supply chain to develop productive capacities. 

Macroeconomic theory suggests that when power balances are left uncorrected, the concentration of rents 
from economic activity generate cumulative problems associated with the concentration of wealth and falling 
contributions to productive investment.  

The wider risks for countries of imbalances in the sharing the gains of productivity growth and wealth are 
evident in the rise of populist political leaders who exploit the insecurities of workers dislocated from processes 
of economic and social progress by promising a trickle down of wealth via reductions in corporate tax and 
protectionist trade measures. 

 

Source: Grimshaw and Rubery (2005), Kaplinsky (2000), Piketty (2013). 
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PART	TWO:				REVIEWING	THE	EVIDENCE	

4. Firm-level Social Dialogue 

This section aims to review the empirical evidence for the costs and benefits of social dialogue at firm level for 
business growth, distinguishing where appropriate between conventional and inclusive business growth models. It 
starts with a review of evidence of the links between union presence and business performance. It includes findings 
from recent studies that have focused on the nature and effectiveness of social dialogue, and considers the business 
case for other social dialogue structures in the form of works councils and board representation. The section then 
assesses the extent to which intrinsic properties of social dialogue can facilitate the management of workplace 
conflict and the implications for business and for employment. It ends with an analysis of the role of social dialogue 
in shaping the distribution of rewards from business success. 

 

4.1. Social dialogue and business performance 

The classic, large-scale study of unionism in the United States by Freeman and Medoff (1984) concluded that union 
workplace representation, on balance, impacted positively on organisational performance: it reduced levels of 
voluntary worker turnover, increased tenure, increased firm efficiency and raised productivity. Union presence did 
not necessarily raise profitability, especially in firms concentrated in sectors where profits were abnormally high. 
However, the mere presence of unions in the workplace is not indicative of the nature or quality of social dialogue. 
In this respect, in the US, employer hostility towards unions and the difficulty exercising legal rights in support of 
workplace representation are likely to limit the prospects for effective social dialogue. Conversely, constructive social 
dialogue between unions and management may improve productivity by more than it reduces profits (Baron and 
Kreps 1999). Moreover, as we discuss below, the overall impact of workplace representation and social dialogue on 
a firm’s profitability needs to be critically assessed against its potential socio-economic impact. Lower profits also 
involve a redistribution of income and Freeman and Medoff’s study revealed that unions also contributed to reduce 
wage inequality. In their interpretation of results, they argued the evidence suggested that overall ‘unionism on net 
probably raises social efficiency, and if it lowers it does so by minuscule amounts except in rare circumstances’ 
(Freeman and Medoff 1984 : 247). 

Despite being more than 30 years old, the study by Freeman and Medoff is significant because it is one of the largest 
and most systematic empirical endeavours ever made to ascertain the business impact of trade unions. Subsequent 
attempts (mostly but not solely based on liberal market economies of the Anglo-Saxon world) to examine the impact 
of union workplace representation on different indicators of business performance provide further support for the role 
of unions in reducing voluntary quits, but have presented mostly inconsistent results in relation to other performance 
indicators (e.g. Mishel and Voos 1992; Fernie and Metcalf 1995; Addison and Belfield 2001; Addison 2005, Machin 
and Stewart 1996; Aidt and Tzannatos 2002; Bryson et al. 2005;  Tzannatos, 2008). Studies of union workplace 
effects in developing countries are scarcer but present similarly inconsistent results. Examples include a study of six 
Latin-American countries which, drawing on data from the World Bank Enterprise Survey, investigated the impact of 
union presence on firm productivity in the manufacturing sector and found these to be positive in Chile, Mexico, 
Panama, and Uruguay but neutral in Bolivia and negative in Argentina (Rios-Avila, 2014). In addition, a study of 
coffee production in Guatemala finds a negative association between union presence and productivity (Urízar and 
Lée, 2003).    

In their state-of-the-art international review of unions’ effects on firm productivity and profitability Tzannatos and Aidt 
(2006) found the evidence highly mixed and variable over time with mostly negative associations  found in the 1970s 
and 1980s but much less so in recent studies. What seems to have been consistent over time and across countries 
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is that the association between unions and firm performance, both in terms of profitability and productivity tends to 
be more positive in firms with good labour-management relations and that face higher levels of product-market 
competition and, on the other hand, these associations tend to be more negative in relation to firms with multiple 
unions that compete between them and bargain separately – although the latter negative effect tended to disappear 
when trade unions coordinated bargaining (op. cit.).  

The most recent meta-analysis, conducted by Doucouliagos et al. (2017) and covering 111 studies on union and 
productivity levels (international, although most from the US and UK), found that overall, unions have a small but 
positive effect on productivity. With the exception of the UK the findings ‘reject the neoclassical economics view that 
unions are invariably harmful to productivity’ (Doucouliagos et al. 2017: 70).19 Figure 4.1 takes the average estimates 
from the 111 studies and plots the partial correlation measure of the union-productivity effect; it shows a bimodal 
distribution, at zero and positive scores. The union-productivity associations were found to be practically negligible 
in the US (where it was positive only in some industries such as education and construction) and also in Germany, 
Italy and France, negative in the UK and positive in Canada, Japan and several developing countries.  

 

Figure 4.1. Funnel plot of correlation between unions and productivity 

 

Note: solid and dashed vertical lines denote zero and the unweighted average correlation (0.05), respectively. 
Source: copied from Doucouliagos et al. (2017: figure 3.2). 

 

The range of findings points to the complex and often country-specific effects of diverse forms and characteristics of 
social dialogue.20 A summary of selected empirical results (including reference to the associated studies) is as 
follows: 

 Where unions are autonomous, organized at industry level and non-parochial (i.e. not focused on defending 
job territories or craft interests) then they are more likely to have positive productivity effects (Metcalfe 2003); 

 The presence of multiple unions at establishment level may be adversely associated with productivity levels 
(for Australia see Crockett et al. 1992 and for the UK see Pencavel 2004); 

                                                            
19 For one account of how unions can be harmful to a firm’s productivity see Pitts and Kamery (2002). 
20 There is also an interesting discussion about the most appropriate statistical techniques and definitions of variables to estimate productivity 
effects of union presence and forms of social dialogue, which we do not review here. For information, see Vernon and Rogers (2013). 
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 Germany’s dual system of social dialogue enables works councils to engage in productivity-enhancing 
activities in companies where unions negotiate wages outside the company at sector level (Hübler and 
Jirjahn 2003); 

 When the indicator used is productivity growth rather than overall levels (as in figure 4.1), in countries 
characterized by enterprise-level forms of social dialogue (e.g. Canada, the United States and Japan), the 
evidence suggests union presence and strength has a neutral effect, while in countries with industry-level 
structures the effect of union strength is positive and statistically significant (Booth 1995; Vernon and Rogers 
2013). 

 

Other studies shed further light on the contextual issues. Fakhfakh et al. (2011) finds that the mere presence of 
unions is an insufficient condition for bringing about improved productivity; what is required is their substantive 
participation in the decision making process. Based on two large workplace surveys in France and the UK, the 
findings reveal that workplaces undergoing organisational change which are unionised and involve worker 
representatives in the change management achieve higher productivity improvements than both non-unionised 
workplaces and unionised workplaces that do not allow work representatives to participate in the management 
process (op. cit.). Research in China also indicates that in firms where unions were present, associations with 
turnover rates, intra-firm inequality, productivity and workplace conflict were only favourable in firms with collective 
agreements (Lee and Liu 2011). 

Similarly, Pohler and Luchak (2015) demonstrate that what is crucial for enabling improved organisational 
performance is labour-management relations rather than union presence per se. They propose that an employee-
focused business approach, focusing on investments in the workforce, skills development, opportunities for 
participation and cooperation is more likely to elicit a positive union response than a strategy to cut labour costs, 
which would be likely to induce a negative trade union response. This matters because a positive union response 
would contribute to improve organisational performance whereas a negative union response might have the opposite 
effect. Here, the significance for the dual models of conventional and inclusive business growth may be an important 
mediating factor in shaping net effects on firm performance. Drawing on a national survey of Canadian organisations 
over six years, Pohler and Luchak show that higher levels of union density reduced employee turnover, irrespective 
of management strategy, but that under an employee-focused management approach union density was also 
positively associated with profitability and dispute resolution and negatively associated with workplace conflict.  

Of course, the stylised dualist models of business growth neglects the influence of external business circumstances 
in shaping the scope of a firm’s inclusive, pro-employee stance. Nevertheless, a Eurofound (2016) study supports 
the idea that comprehensive and high-trust social dialogue can underpin win-win outcomes even in the most adverse 
economic circumstances (box 4.1). Based on a qualitative study of 20 European companies, the study suggests that 
the type of social dialogue is associated with company performance. Perhaps unsurprisingly, moderate social 
dialogue predicated on high-trust relations tends to be associated with improved company performance whereas 
social dialogue characterised by a high degree of adversarialism is associated with worse performance. The 
Eurofound study also investigated how social dialogue was used to address workplace challenges, particularly during 
the economic crisis, and what were the outcomes of the measures introduced for companies and employees. It found 
that companies with trusting and comprehensive social dialogue were the most likely to achieve win-win outcomes. 
These companies tended to introduce change through fostering strategies and integrative social dialogue. It provides 
a number of favourable examples of companies that were able to introduce crisis responses through social dialogue 
under extremely difficult economic circumstances and achieved positive outcomes both in terms of company 
performance and employee outcomes. 
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Box 4.1 Social dialogue enables win-win outcomes in food and drinks firm in Greece 

 

At a large food and drinks company in Greece, social dialogue played a significant role in supporting it to 
address significant challenges arising from the extremely severe economic crisis, particularly in terms of 
demand and market share.  

Employees at the company were strongly involved and influential in the fast-changing company strategic 
response, including submitting proposals on pricing policy and joint development of a marketing strategy 
focusing on the ‘Greekness’ of the product. Social dialogue contributed to achieving responses to challenges 
that were not only acceptable but beneficial for both parties. This was facilitated by an integrative approach to 
social dialogue which considered both the different and common interests of the parties by fostering strategies 
to facilitate a culture of cooperation and trust.  

From the employee perspective, social dialogue facilitated the securing of jobs and avoided layoffs. Social 
dialogue also contributed to worker well-being through strengthened direct and indirect participation 
mechanisms and health and safety programmes. Employee surveys indicated that the subsidiary enjoyed a 
better climate and higher measures of team spirit and job satisfaction than in the parent company. Monetary 
and non-monetary rewards were maintained. From the company perspective, as reported by both management 
and employee representatives, the company increased market share and maintained low levels of staff 
turnover. 

 

Source: Eurofound (2016). 

 
 

Works councils and the business case 

The term ‘works councils’ refers to an institutionalised, representative body, which represents the interests of all 
employees of a company to its management (Rogers and Streeck 1995: 6). As such, it does not include cases of 
individual, direct participation or employee codetermination on supervisory boards, not does it cover non-mandatory, 
voluntary bodies that are established on the initiative of management and can be dissolved at the will of management 
(Nienhüser 2014). Works councils have been particularly prominent in continental Europe and can be classified in 
different ways, depending on the extent of their legal rights (i.e. ranging from information and consultation to 
codetermination), their structure (in terms of single or dual channel representation) and relationship with other 
mechanisms of worker representation, mostly trade unions. In Germany, works councils have been traditionally 
viewed ‘as an exemplary voice institution by (one of) the framers of the collective voice model (see Freeman and 
Lazear 1995), not only because of their informational and governance functions but also because of the legal limits 
placed on their authority’ (Addison 2016: 32).21 

While works councils have been traditionally associated with notions of economic and industrial democracy, their 
role in improving organisational efficiency whilst filling the representational gap arising from the decline of trade union 
membership has gained importance in recent years. Table 4.1 summarises key findings on the quantitative effects 
of works councils. There is significant empirical evidence confirming the positive business effects of works councils 
at different organisational levels and with respect to different issues. A key issue to consider here is that of 
complementarities between voice institutions. A recent study of German works councils suggests that sectoral 
bargaining in conjunction with works councils - the dual system - offers a favourable milieu for innovative activity 
(Addison 2016). Another issue is in respect of the interplay with the business cycle: both works councils and 
employee board-level representation (see below) may be associated with lower company value in good times but 
may also provide a buffer against a loss of value in bad times (Kleinknecht, 2015).  

                                                            
21 The law provides for specific rights of information, consultation and codetermination and forbids works councils to negotiate over wages and 
to call strikes so that both issues remain the exclusive right of unions. However, this is coupled with the operation of sectoral bargaining as 
well as the close cooperation between unions and works councils in practice.  
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Table 4.1. Selected empirical evidence of works councils’ impact on business growth   

Dimensions of business growth                  Empirical evidence  

General business growth   Positive effects of works councils in Germany (Jirjahn 2010, Mueller 2015) 

Value creation, productivity, profits 
& innovation 

 Sharply higher labour productivity  (Frick & Möller, 2003) 
 Higher productivity (Looise et al. 2010) (note the importance of contextual 

factors such as collective bargaining and profit sharing) 

Labour costs (wage levels) 

 
 Higher wage costs (Addison et al. 2010) 
 Wage practices more aligned with the preferences of the workforce (Jirjahn 

2010) 

Human resource investment  Lower  labour turnover (Frick 1996) 
 Companies with works councils more likely to have family-friendly policies 

(Heywood and Jirjahn 2009) and company-financed training (Zwick 2005) 

Broader social and economic 
context  

 Contribution to social peace (Rogers and Streeck 1994)  
 Compliance with regulations which would otherwise have to be assumed 

by the state or other institutions  
 Positive complementarity with other industrial relations institutions (Müller-

Jentsch 2008) 
 Positive effect of works councils on employment growth (Jirjahn 2010)  

Source: adapted from Nienhüser (2014). 

 

Board-level employee representation and the business case 

Employee representation at board level as a mechanism to link corporate governance and industrial relations has 
been promoted particularly within continental European systems (e.g. Germany and Sweden; see box 4.2). In many 
cases, it has an explicit social dimension, introducing equal participation of shareholders and employees in joint 
corporate decision-making and complementing the economic legitimacy of executive management with a social one. 
Codetermination is hence concerned with both the furtherance of democratic decision-making processes at the firm 
level and the equality of capital and labour (Page 2009).  

 

 
Box 4.2. Board-level employee representation in Europe 

 
The presence of employee representatives in the board-level structures of a company is an indirect, or 
representational, form of participation. It involves the expression of employees' collective interest through the 
intermediary of representatives and differs from direct participation in a number of ways: 

a. it focuses on the workforce as a whole rather than individual employees or workgroups; 
b. its fundamental aim is the achievement of democratic input into company decision-making rather than 

fostering employee motivation and commitment;  
c. it is in general regulated by legislation or collective agreements, rather than being a unilateral management 

initiative.  

Board-level representation also differs from other types of indirect participation such as works councils in that it 
attempts to provide employee input into overall company strategic decision-making rather than focusing on 
information and consultation on day-to-day operational matters at the workplace. The content, meaning and 
impact of board-level representation differ with the degree of employee representation. In most cases in western 
Europe, employee representatives are in the minority, and board-level participation is associated with the 
obtaining of information and understanding and the expression and exchange of opinions, views and arguments 
about an enterprise's strategy and direction. In a few cases, however, when employee representatives are equal 
in number to those of shareholders or other parties, issues of control, veto and real influence over company 
strategy - sometimes known as ‘co-determination’ - come into play. 

 

Source: Eurofound (various pages of internet site). 
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It is sometimes anticipated that worker representation at board level has negative effects for business growth 
because it moves firms away from their optimal board design (Gorton and Schmid 2004). However, empirical studies 
find mixed results and, more importantly, positive effects in respect of a number of issues, albeit with varying 
relevance for conventional and inclusive models of business growth (table 4.2). Worker voice at board level can help 
boards to prioritise the long-term success of the company in decision-making, which in some cases may be also 
consistent with shareholder interests. By incorporating workers’ interests in corporate decision-making, 
improvements can also be made in respect of working conditions, positively impacting (under favourable 
circumstances) on levels of productivity. Strategic and operational decision-making processes can sometimes be 
improved though the in-depth knowledge that workers bring in terms of how the company operates, whilst their 
working experience in the company is likely to complement and reinforce the development of relationships with other 
stakeholders such as customers and suppliers. Greater inclusivity is confirmed in the study by Hörisch (2012) which 
reports a negative association between codetermination and income inequality in OECD countries. 

 

Table 4.2. Selected evidence of the impact of board-level  
employee representation on business growth 

Studies  Business growth effects  

Fauver and Fuerst (2006);  Firm-value effect of 50% worker representation on the board is insignificant  

Gorton and Schmid (2004) Equal representation on the supervisory board (rather than one-third) reduces 
the market-to-book ratio 

Dybala and Kraft (2016)  Employee representation beneficial in supporting a policy that aims at securing 
the long-term survival of their firm 

Edwards et al. (2009)  Improved flows of information between workers and boards, contributing to 
monitoring managerial performance and knowledge  

 

4.2. Social dialogue and workplace conflict 

Social dialogue can play an important role in the management of workplace conflict due in part to the open-ended 
nature of the employment relationship experienced in most contemporary organisations. Understanding the 
employment relationship beyond its purely economic and contractual forms enables us to capture its power 
undertones and their implications. While the power balance formally favours the employer in its capacity to command 
in relation to the worker who is under the obligation to obey, the open-ended nature of the employment contract (Fox 
1974) means that a significant part of the work process is at the discretion of the worker. While employment contracts 
specify wages and tasks as well as the obligations of the parties, the extent of cooperation and the level of worker 
effort are largely unspecified. This has consequences both for the management of workplace conflict and for the 
dilemmas faced by managers when considering how to ensure workers’ active collaboration in executing the 
organisation’s goals; social dialogue has a role to play in both cases. 

Two contrasting ‘ideologies of management’ frame business approaches towards the role of social dialogue (Fox 
1974:271). A unitarist view of the employment relationship denies its basic antagonistic nature and emphasizes 
instead the shared interests and cooperation between workers and management. Conflict is thus seen as 
dysfunctional and as the result of communication problems or external influences, such as trade unions. Unions are 
to be resisted because they threated harmonious workplace relations. Unitarist-type managers deploy family and 
team metaphors to reinforce the view that workers and managers share the same goals and this grants legitimacy 
to managerial prerogative and renders unions unnecessary (Fox 1974). In contrast, a pluralist ideology recognizes 
conflicting interests as inherent to the employment relationship and therefore the main concern of managers holding 
this view is to ensure that conflict is managed effectively so as to minimise disruption (Wilton 2011). Establishing 
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structures for social dialogue is therefore important to enable worker voice and platforms of understanding with 
workers who hold divergent but legitimate interests, goals and concerns in relation to management. A case study of 
a garment factory with social dialogue in Myanmar represents an interesting example of a pluralist management 
approach in a country still held back by a generally unitarist approach (box 4.3).  

Unitarist-type businesses might argue that social dialogue at firm level is costly and unlikely to ensure benefits of 
industrial relations peace in the short-run. The risk, however, is that depriving workers their collective voice is not 
only unfair but may also elicit other, less organised and harder to manage forms of workplace conflict, such as 
absenteeism, fiddles, sabotage or voluntary quits. Workers may react in this way in order to redress deleterious 
working conditions, or unjust organisational procedures, or to alter the terms of the wage-effort bargain in their favour 
(Williams and Adam-Smith 2006). Thus, where formal, legitimate and effective enterprise-level voice is not in place, 
the inability for workers to raise issues with management may result in a working environment that is unsafe or 
excessively stressful. This situation could in turn result in ill health and worker absenteeism, with prolonged adverse 
impacts on business performance. 
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Box 4.3. Social dialogue helps to channel conflict in Myanmar garment factory 

 
Myanmar has a new, fast-expanding garment industry that supplies global brands such as H&M and Gap and 
employs more than 300,000 workers. With a daily minimum wage of 3600 kyats (2.7 USD, which would correspond 
in a 22 days month to a monthly minimum wage of around 60 USD) and average monthly wages in the sector of 
around 114,600 kyats  (85 USD), Myanmar enjoys a cost advantage in relation to neighbouring countries such as 
Cambodia and Vietnam (Huynh, 2016). As the economy in Myanmar expands and opens up to trade, workers are 
understandably demanding improvements in wages and living conditions while factories face cost pressures from 
global buyers and competition from companies in neighbouring countries. 
 
The immaturity of industrial relations and lack of a culture of social dialogue between the parties are among the key 
factors explaining recent tensions in the garment industry in Myanmar. The lack of experience of freedom of 
association of both foreign owners and local managers as well as the authoritarian stance often taken by the  latter 
further contribute to workplace disputes, ,whilst in many cases managers also complain of an excessive militancy on 
the part of labour activists. Conflict resolution is further hindered by language and cultural barriers between workers 
and managers as a result of foreign ownership of a large number of garment factories who do not necessarily belong 
to the sectoral employers’ organization. In this context, the global buyers such as H&M, global unions such as 
IndustriALL and several NGOs are promoting the development of social dialogue in the garment industry in Myanmar 
by investing in training programmes, raising awareness of fundamental principles and rights at work and supporting 
social dialogue. There is evidence that nascent social dialogue structures and processes are helping to resolve 
workplace conflict. Nevertheless, the sustainability of this will depend on the strengthening of national institutions for 
social dialogue, including workers' and employers' organizations. 
 
In February 2017, a strike was called in a large Hong Kong-owned garment factory, a supplier of fashion retailer 
H&M. Workers were dissatisfied with the piece-rate pay system and the seniority bonus, bonus, and a group of 
leaders seeking to form a union were allegedly challenged in collecting the necessary signatures and were eventually 
dismissed. Three days of negotiations ensued, with worker-side represented by the Industrial Workers’ Federation 
of Myanmar (affiliated to the Confederation of Trade Unions of Myanmar, and IndustriALL) with support from 
IndustriALL, and factory ownership brought in from Hong Kong, with H&M following the process closely. Through the 
negotiations, the unions’ seventeen demands were reduced to two and a new hourly rate pay system and improved 
seniority bonuses were agreed. A previous conflict in October 2015 which involved a 10 day strike over a number of 
issues including union recognition and the dismissal of union representatives had previously been successfully 
resolved through social dialogue, which led to union recognition and the reinstatement of the dismissed workers. 
 
According to the factory owner, collective bargaining tends to be defensive, taking place mainly when disputes arise 
but, recognising the need to manage and respond to the plurality of interests and pressures facing the different 
parties, he plans to establish regular meetings which may lead to improved relations and trust. Within the factory 
there is another formal voice mechanism in place in the form of a Workers Coordination Committee (WCC), 
composed of two worker representatives and two management representatives. The WCC meets every two weeks, 
or more frequently if special issues arise. This helps anticipate production problems and prevent disputes but the 
extent to which it feeds into the formal collective bargaining process is not very clear. Nevertheless, in the perspective 
of the owner, social dialogue has contributed to resolve disputes and to reduce conflict in recent months to levels far 
lower than in other garment factories in Myanmar. The factory has been indicated as an example of successful social 
dialogue by interviewees from the ILO officials and the H&M global code of conduct (COC) coordinator. 
 
The event took place very soon after the Global Framework Agreement (GFA) was signed, and key elements of the 
GFA such as the National Monitoring Committee were not yet in place. Nevertheless, the parties sought to address 
the situation. While cautious not to replace the national industrial relations actors, both parties encouraged dialogue 
at the factory level, and H&M made sure to clearly outline expectations in respect of freedom of association as part 
of its business relationships. While not intervening during the dispute, the ILO supported the process through 
awareness-raising briefings for factory managers. 
 
The actions taken by both IndustriALL Global Union and H&M reflected the serious commitment of the two sides to 
supporting the development of sound, responsible industrial relations in H&M’s supply chain. Today, with the National 
Monitoring Committee established and fully operational, numerous cases which would have normally led to fractious 
and drawn-out industrial action, have been resolved through the structured dialogue of the NMC. 

 
 
Source: Interview notes with the factory owner,  ILO officials and H&M global COC coordinator and http://www.industriall-
union.org/agreement-with-hm-proves-instrumental-in-resolving-conflicts  
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Many studies, especially in the UK and the United States, have sought to trace the business case of non-union forms 
of employee involvement in the context of weak statutory support for collective representation. In a general context 
of the open-ended employment contract, managers face challenges in managing worker performance. They can opt 
for direct supervision and technological control (e.g. controlling the pace of work via the assembly line or IT 
surveillance), but such strategies risk worker alienation and resentment. Alternatively, managers can establish formal 
and informal systems of employee involvement, participation and engagement, with or without unions. Research 
suggests worker voice enhances the wellbeing of employees and has the potential to harness employee commitment 
and improve business performance – since engaged workers are more likely to understand what the business is 
trying to do and how to contribute to it (Marchington and Wilkinson 2012). Voice mechanisms also enable better 
decisions and incentivise workers to share knowledge that managers often lack, thereby improving work processes, 
quality of product/service delivery, as well as contributing to new ideas and solutions (Sako 1998; Appelbaum et al. 
2000). The resulting form of employee involvement is shaped by ‘hard’ and ‘soft’ regulatory forces, with the likely 
result in many countries of a mix of representative and non-union forms of management engagement with 
employees. While many managers may prefer informal employee involvement, the evidence suggests this form is 
less good at sustaining long-term positive employment relations. Nevertheless, it generates better results for the 
organisation than a strictly unitarist management approach (see review by Marchington and Dundon 2017). 

 

4.3. Social dialogue, redistribution and business legitimacy 

A further important justification for social dialogue at enterprise level is its role as a mechanism for redistribution of 
the gains from business success and for ensuring the ongoing legitimacy of the business in the eyes of its employees 
and the wider public. Whether ascribing to the conventional or inclusive business growth model (section 3), a view 
advanced in the business literature is that of workers as stakeholders of public and private sector organizations. As 
such they ought to be involved in decision-making (Boxall and Purcell 2011). This view also underpins national and 
supranational regulations that guarantee worker representation and consultation rights, premised on freedom of 
association.  

Social dialogue mostly relates to formal representative forms of voice, but there is a rich body of HRM research 
investigating the beneficial effects of combined representative and direct forms of voice for both companies and 
employees. For example there is some evidence that strongly embedded and combined voice mechanisms (direct 
and indirect) are associated with better measures of job satisfaction, employee commitment, and improved business 
performance (Cox et al. 2006; Purcell and Georgiades 2007; Sako 1998). UK-based studies are especially 
illuminating. Kessler and Purcell (1996) found that joint working parties between managers and worker 
representatives dealing with specific workplace issues led to increased trust and managers considered that the 
organisation had benefited significantly from these arrangements. However, Upchurch et al.’s (2006) case study of 
a financial company reveals the weakness of non-union representation and consultation bodies that lack 
independence and power resources to provide effective voice and influence to employees, thereby also potentially 
compromising the achievement of some of the goals underlying its implementation (which were to harness employee 
commitment and productivity). 

While voice may be perceived as an important end in itself, it is also shown to be a significant means for achieving 
fairness in the workplace, the promotion of transparent employment arrangements, monitoring and enforcement of 
rights, and fair treatment (Rubery 2015). These results shed light on the inconsistencies of research attempts to 
determine associations between union presence and short-term output or cost-based measures of business 
performance, particularly profits. For example, research tends to support a positive association between union 
representation and productivity in China, but does not consistently support their association with profit levels. This is 
because union presence increases employer compliance with legal standards and improves worker benefits, both of 
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which tend to reduce company profit levels (Lee and Liu 2011). This also mirrors the observations of Freeman and 
Medoff (1984) that unions increased productivity but not necessarily short-term profitability, largely because they 
redistributed performance gains to reduce inequality. Over the long-term, an inclusive business growth model might 
be better equipped than the conventional growth model to accommodate social justice considerations and thereby 
enjoy a stable investment trajectory (in technologies, new products/services, or modern work organisation) (OECD 
2017a). 

 

5. Sector and national level social dialogue 

Social dialogue at sector and national levels requires organised employers and trade union organisations and, in the 
case of tripartite social dialogue, representatives of the government. It often involves bargaining over wages and 
other working conditions and results in collective agreements regulating these matters. Moreover, at national level it 
can address broader issues (including social policy for example), resulting in tripartite or bipartite agreements, or 
social pacts. It must be noted that national and sector-level social dialogue is most prevalent in western continental 
Europe and therefore much of the research evidence in this section relates to this particular region of the world.22  

Like the evidence for enterprise-level social dialogue, this section considers both costs and benefits of sector and 
national level social dialogue. On the one hand, it can provide a useful means for effective consultation between 
governments and social partners in policy-making. Having the buy-in of employers and unions can increase the 
social legitimacy for employment and social policy reforms and thereby minimise resistance to difficult reforms. Multi-
employer collective bargaining can also limit wage competition premised on non-compliance with workers’ rights, 
while providing opportunities to tailor regulations to industry-specific requirements (Visser 2016). By setting common 
pay and working conditions for a particular sector, effective sectoral collective bargaining can reduce the potential 
for competitive race-to-the-bottom deterioration of pay and labour standards, avoiding the risks of unsafe workplaces, 
excessively long hours, low pay and insecurity (Keune 2015). Also, by preventing firms from competing on the basis 
of low labour costs, a ‘beneficial constraint’ of collective bargaining (Streeck 1997) is that it induces investments in 
human resource development and a competitive business strategy focused on quality and innovation. A further side 
effect of locating wage bargaining outside the firm (at industry or branch level) is reduced workplace conflict, thereby 
enhancing management-worker cooperation and encouraging a focus on improving work organisation and 
productivity in a context of social peace and stability (Keune 2015). 

On the other hand, however, the view that multi-employer bargaining is damaging for labour market performance 
and business competitiveness has gained prominence in recent decades, particularly in the context of the effects of 
the recent economic crisis in Europe (Van Gyes and Schulten 2015; see also research note by Lamarche (2015) for 
a similar argument applied to developing countries, particularly Argentina). In this perspective, sector and national-
level collective bargaining may damage business competitiveness by raising wages to a level that, if passed to the 
costs of goods produced, would affect cost-competitiveness in international markets. These effects are said to be 
particularly strong when bargaining takes place at the sector level because the impact of wage increases would be 
large enough to affect the whole economy, but not sufficiently encompassing for unions to consider the effects on 
employment (as these could be ‘externalised’ to other sectors, see section 5.2). In addition, multi-employer 
bargaining systems may create excessive ‘rigidities’ and reduced flexibility at firm level to adjust work organisation 
and wages and to react to economic shocks and sudden changes in demand.  

While comparative analyses of different bargaining systems in Europe have long suggested that their precise 
association with business performance depends on the specific economic and institutional setting, there is growing 
evidence that the key to ensuring effective, business-enabling collective bargaining resides in improving the 

                                                            
22 Where available and relevant, examples of other countries, particularly developing countries, are also presented. 
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coordination between actors, units and levels of bargaining. This section reviews the relevant evidence (secondary 
data and original case studies) with respect to the business impact of multi-employer bargaining and, more generally, 
social dialogue. It addresses three key business effects of social dialogue organised at sector and national levels:  

i. economic stability and social cohesion; 

ii. economic performance; and 

iii. effective business responses (and economic adjustments) to the economic crisis. 

 

5.1. The consequences for economic stability and social cohesion 

Centralised forms of social dialogue can contribute to economic stability (relevant for both models of business growth) 
and social cohesion (mostly relevant for inclusive business growth) in a variety of ways. Jointly regulated vocational 
training is a core feature of corporatist arrangements in which the state delegates responsibility to social partners in 
order to avoid market failure and to promote adequate investment in skills development required for economic 
growth. Though in most countries, even in continental Europe, continuous vocational training remains 
underdeveloped as a bargaining topic, its importance has grown in the last 20 years and there is evidence that 
sectoral and cross-sectoral collective bargaining has contributed to generalise continuous vocational training and 
reduce inequalities in access –for example, in relation to workers in smaller companies and in non-standard forms 
of employment (particularly part-timers and temporary workers). Heyes and Rainbird (2011) review several positive 
European examples: 

 In 2007, a proposal of Dutch Christian Trade Union Federation to the Dutch House of Representatives  led 
to the improvement of the training of workers in non-standard contracts; 

 In  2007/8, a sectoral social pact in Belgium extended training opportunities to temporary agency workers, 
with the costs to be shared by the training fund of the sector employing the workers and that of the temporary 
agency work sector; 

 In Portugal a national agreement on training was achieved in 2001 to address the low skills base of the 
country, establishing that 10% of the workforces of a firm should receive training at any given time; 

 In Denmark, a private sector framework agreement in 1993 established the entitlement of workers to two 
weeks of education leave per year. 

 A collective agreement in the Italian chemical and pharmaceutical industry in 2006 provided workers with 
three day per years in continuous training which are funded through the annualisation of working hours, 
with the company and the workers contributing with one and a half day each. 

Of relevance for the inclusive business growth model, there is a great deal of consistent evidence demonstrating that 
coordinated, multi-employer collective bargaining promotes greater economic equality by limiting wage dispersion 
and reducing skill/education-based and gender-based pay differences (Dell’Aringa and Pagani 2007; Aidt and 
Tzannatos 2002, 2008; Blau and Khan 1995). Centralised systems of social dialogue, such as national and sectoral-
based collective bargaining systems enable higher levels of coverage, which has been shown to be associated with 
lower wage inequality (Visser 2015; Hayter 2011; Hayter, 2015). In turn, the erosion of labour market institutions that 
support centralised arrangements and enable high bargaining coverage has been associated with falling wage share 
in recent decades (OECD 2012) and with growing income inequality (Jaumotte and Buitron 2015). In addition, the 
growth of a low wage segment of employment has been attributed to the erosion of collective bargaining institutions 
in countries such as Germany and the Netherlands; conversely in Sweden, where collective bargaining has remained 
centralised with a compressed wage structure and where skills upgrading has been promoted, the growth of low 
wage employment has been prevented (Vaughan-Whitehead 2017). 
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The socio-economic benefits of centralised social dialogue arrangements extend beyond social equity. Social 
dialogue has also been important in devising industry policy responses to increase international integration and 
global competition. In Italy it has been credited at the regional level for forms of micro-concertation (involving 
cooperation between local unions, networks of small firms and local municipal authorities) that enabled business 
restructuring and the development of ‘flexible specialisation’. Actors at regional-sectoral tiers of industrial relations 
‘sought mutually beneficial solutions, made pragmatic concessions to each other’s needs and made widespread use 
of bargaining to achieve their ends’ (Regalia and Regini 1998: 467). Likewise, the German model of diversified quality 
production traditionally relied heavily on its structures of sectoral social dialogue: high trust relations between 
employers and unions at the sectoral level and between workers and managers within firms, and on cooperation of 
social partners in developing the high skills needed to meet present and future needs (Rubery and Grimshaw 2003).  

National and coordinated systems of social dialogue can also be an important force for social and economic stability. 
In economic terms, collective bargaining offers opportunities for responsible wage setting that helps reducing 
uncertainty about future costs and price growth and is compatible with low unemployment (Visser 2016). While 
national tripartite agreements have a long tradition in northern Europe, national social pacts emerged in other 
European countries from the late 1980s and 1990s in response to pressures of increased global competition and the 
European Monetary Union (EMU), particularly targets with respect to inflation, public debt and public deficits (Hancké 
and Rhodes 2005). Visser and Rhodes (2011: 62) define social pacts as ‘publicly announced formal policy contracts 
between the government and social partners over income, labour market, or welfare policies that identify policy 
issues and targets, the means to achieve them, and the tasks and responsibilities of the signatories’. These pacts 
took a variety of forms, were more or less institutionalised, and although were mostly designed to guide wage 
developments, several focused on wider and non-wage issues and policy areas (Visser and Rhodes 2011). Rather 
than a diffusion of social corporatism arrangements typical of Scandinavian countries, however, these arrangements 
lacked the institutional features that enabled corporatism to genuinely integrate equity and efficiency (Teague and 
Donaghey 2015). As a result, these second-generation social pacts have been described as ‘competitive 
corporatism’ (Rhodes 1998) because they focused mostly on national economic and competitive priorities and the 
social agenda has been less central. Lacking the institutional anchors of long-standing trust between encompassing 
labour market actors and social democratic governments, they proved more fragile and/or contingent.  

Nevertheless, even under these less institutionalised and less stable circumstances, there are several examples of 
social pacts which have been pivotal for addressing specific economic and social problems at critical points in time. 
Social pacts and tripartite agreements have produced a number of beneficial outcomes including: wage moderation, 
economic stability, a predictable business environment and/or have contributed to social peace. Selected examples 
include: 

 Ireland, where the Programme for National Recovery established in 1987 was the result of a tripartite 
agreement signed between the social partners and the government to address the acute economic and 
social crisis of the period (Roche 2007). This agreement enabled the breaking up of the vicious cycle of a 
stagnated economy, rising taxes and exploding public debt through wage moderation (O’Donnell et al. 
2011). This tripartite agreement marked the beginning of what came to be known as the Irish Social 
Partnership that lasted until 2008. This was a pivotal element contributing to the remarkable productivity-
led economic growth in Ireland during the 1990s and to advancing the openness of the Irish economy, to a 
great extent through wage moderation (Teague and Donaghey 2015) 

 Italy, where tripartite agreements in the 1970s addressed the high levels of unemployment and inflation. In 
a series of agreements, unions agreed to wage restraint and to moderate and militancy at the plant level in 
exchange for a greater role in policy making and commitments to job creation on the part of the government 
(Regini and Colombo 2011). However, the effectiveness of these early agreements was to some extent 
compromised by divisions between union confederations and the lack of coordination between peak level 
organisations and their workplace structures. Greater union unity, articulation and interdependences 
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between labour market actors enabled the signing and more effective implementation of tripartite 
agreements in the 1990s which provided important solutions that stabilized industrial relations (Regalia and 
Regini 1998). However, while macro-concertation in this period enabled social partners to gain institutional 
recognition to participate in major economic decisions, in exchange trade unions had to agree to prolonged 
wage restraint and unpopular reforms of pensions and flexible employment (Baccaro and Pugliano 2011). 
Despite tripartism having declined since then, important bilateral agreements between employers and union 
conferation have continued to ensure the coordination and responsiveness of the industrial relations and 
Italian manufacturing firms throughout the economic crisis (Colombo and Regalia 2014). 

 Portugal, where the creation in 1984 of the ‘permanent council for social concertation’ has subsequently 
witnessed a series (albeit intermittent) of tripartite agreements, initially mostly on incomes policy but later 
on broader employment issues, collective bargaining and social policy (Campos Lima and Naumann 2011). 
Despite tripartite agreements having facilitated policy reform and reduced conflict, their effectiveness in 
regulating employment has been limited by the divisions of the labour movement and the fact that the largest 
union confederation, CGTP, often failed to sign tripartite agreements, thereby restricting workplace 
implementation. Despite these problems, the adoption of difficult structural reforms during the recent crisis 
was, unlike other countries in similar circumstances such as Greece and Romania, subject to extensive 
consultation with the social partners who, with the exception of CGTP, signed a tripartite agreement that 
paved the way to their implementation. This contributed to secure political stability and to prevent excessive 
social unrest during the adjustment programme (Tavora and Gonzalez 2014). 

Social pacts and tripartism have been mostly a feature of labour relations in Western Europe, but not exclusively. A 
number of examples illustrate how social dialogue has played an important role also in other world regions, both in 
contributing to economic development and in responding to specific economic challenges:  

 In Singapore, institutionalised tripartism has enabled social partners to participate in multiple policy 
decision-making spheres and has been a key factor enabling the country’s remarkable economic 
development in the last 50 years (Kuruvilla and Liu, 2009). Tripartism has taken place under the auspices 
of a very strong state that not only engendered the commitment of social partners, but also may have in 
some cases influenced the direction of decisions. Nevertheless, tripartism has been credited for shaping 
Singapore’s capacity to adapt to different economic circumstances and shocks as well as for achieving a 
balance between equity, security, efficiency and flexibility. 

 In South Korea, tripartism has been less institutionalised and volatile but social pacts have also played a 
role at critical times in this country. In 1998, the signing of a national tripartite agreement was crucial for 
enabling the country’s rapid recovery from the Asian financial crisis through allowing a process of 
adjustment with minimal social unrest (Kuruvilla and Liu, 2009). More recently, a tripartite agreement was 
signed in 2015 to address current social and labour market challenges facing the country23. 

 In Chile, in response to the global economic crisis, a national tripartite agreement was concluded in 2009 
leading to the enactment of a new law to promote the retention of workers within firms, to improve workers’ 
skills, to increase the protection and activation of the unemployed, to promote public investment in 
infrastructure and other measures to support SMEs as well as a programme of grants for women (Ghellab, 
2009). 

                                                            
23 Tripartite Agreement on Structural Reforms of the Labor Market, 15 September 2015, accessible online at 
http://www.aicesis.org/files/publications/1144/151001Tripartite_Agreement_on_Structural_Reforms_of_Labor_Market_Final_.pdf 



 

Conditions of Work and Employment Series No. 89  31 

 In South Africa, tripartite consultation between the government and the social partners led to the agreement 
in February 2009 of a ‘Framework for South Africa’s response to the international economic crisis’. This 
covered broad areas such as investment in public infrastructure, macroeconomic policy, industrial and 
trade policy, employment and social measures and the creation of decent jobs (op. cit.). 

In addition, national social dialogue has proved valuable for promoting not only economic but also social and political 
stability, particularly in periods of political transition and social upheaval. When Portugal and Spain emerged from 
authoritarian regimes in the mid-1970s, social dialogue contributed to political stability and consolidating democracy 
as well as curbing mounting inflation through income policies in the 1980s (Martinez-Lucio 1998; Barreto 1998). In 
Argentina, strong labour market institutions and national social dialogue were also crucial in maintaining democracy 
and social stability when GDP fell dramatically during the 2001–2002 recession (Lamarche, 2015; Maletta, 2009). 
The potential of social dialogue to be a stabilising force has recently been highlighted by its role in supporting the 
democratic transition in Tunisia after the 2011 revolution (box 5.1). 

 

 

Box 5.1. National social dialogue in Tunisia enables peaceful democratic transition 

 

National social dialogue in Tunisia has proved a powerful tool to enable a peaceful democratic transition. 
 
In January 2013, two years after a revolution that ended an authoritarian regime, the Government, the Tunisian 
General Labor Union (UGTT), the Tunisian Confederation of Industry, Trade, and Handicrafts (UTICA) signed 
a social contract, paving the way for improvements in labour legislation, employment policies, vocational 
training and education, social protection, balanced regional development and the institutionalization of social 
dialogue. The agreement marked a commitment by all social partners to achieve the goals of the revolution 
through social dialogue. In June 2015, the Cabinet approved the draft law for the National Council of Social 
Dialogue, designed to institutionalise tripartite social dialogue in accordance with provisions in the Social 
Contract. The new law N° 54/ 2017 of 24 July 2017 concerning the creation of the council of social dialogue 
was adopted by the Assembly of Representatives of the People (ARP). 
 
In 2015, the Nobel Peace Prize was awarded to the Tunisian National Dialogue Quartet, composed of the 
UGTT, the UTICA, the Tunisian Human Rights League, and the Tunisian Order of Lawyers for helping to 
prevent a grave political and social crisis which could have escalated into a civil war in the aftermath of the 
2011 revolution. In an extremely challenging environment of political and social instability, the quartet forged 
national dialogue with the different political forces and achieved an agreement on a roadmap that included 
compromises that led to the stabilisation of the political situation and the establishment of a democratic system. 
Social dialogue in this context played an important role beyond industrial relations in promoting political freedom 
and as a stabilising process. 

 

Sources: ILO official, Tunisia (Interview notes); European Commission (2016); The Guardian newspaper 9 October 2015, 
https://www.theguardian.com/world/2015/oct/09/tunisian-national-dialogue-quartet-wins-2015-nobel-peace-prize 

 

5.2. The effects on economic performance 

The question of the economic performance of collective bargaining has been the subject of significant research 
debate and controversy, particularly whether centralised systems of collective bargaining, either organised at the 
national or sectoral level, were economically superior or inferior in relation to no bargaining or decentralised systems 
in which bargaining takes place solely at the company level. Much of the debate has focused on the extent to which 
collective bargaining systems can internalise economic negative externalities such as increases in inflation or 
unemployment due to increases in wages. From this lens, wage-setting systems better able to internalise those 
externalities would thus be the best performing.  
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At the macro level, it was common in the 1990s to suggest that most forms of social dialogue were inferior to free 
market competition due to damage caused by collective actors who were assumed to lobby for particularistic 
redistributive goals, holding back economic growth. In their famous model of a ‘hump-shaped’ relationship between 
degree of centralization of social dialogue and economic performance, Calmfors and Driffill (1988) suggested that 
only countries with either highly centralized or highly decentralized forms of social dialogue could maximize economic 
performance via wage and productivity gains. Under intermediate forms, such as sectoral bargaining, cartelization 
allows wage increases that lead to price increases without workers and firms in the industry being fully affected by 
the potential externalities in terms of inflation or unemployment; in other words, unions and employer organisations 
at this level will be strong enough to negotiate change but their representational domain is not sufficiently 
encompassing to consider the effects of their actions to the whole economy. 

Alternative, contemporary viewpoints identify a more nuanced and, on balance, positive range of macro-level 
productivity effects from collective bargaining for four reasons. First, a more careful reading of Calmfors and Driffill’s 
analyses, which accounts for the differential trade-ability of industries and the degree of monopoly competition, 
considerably modifies the stylized hump-shaped relationship (see Calmfors 1993: figure 1; Traxler et al. 2001).  

Second, attention to the real world, institutional complexity in country, industry and company forms of collective 
bargaining shows that a combination of factors (especially concerning the possible informal coordination of social 
dialogue and the diverse articulations24 between sector and company levels) further modify the relationship between 
type of social dialogue and productivity25. For example, Soskice (1990) showed that a more precise reclassification 
of Japan and Switzerland according to degree of effective coordination of wage bargaining collapsed the evidence 
for a hump-shaped curve. Also, Traxler et al.’s (2001) influential study demonstrated that wage bargaining 
externalities could be internalized through synchronizing wage bargaining across jobs, activities and sectors 
(horizontal coordination), but that this also depended on the governability of bargaining (or vertical coordination) in 
the sense that lower levels comply with higher level agreements and members commit to a course of action decided 
by their sectoral and peak organisations (op. cit.). Their study revealed that the performance of collective bargaining 
systems was determined more by the vertical and horizontal coordination of system than the level at which it took 
place. The implication is that all types of collective bargaining, irrespective of whether they take place at the firm, 
sectoral or national level can be economically beneficial if they are supported by institutional frameworks that enable 
their effective governance and coordination. The review by Aidt and Tzannnatos (2008) further supports the idea 
that coordination of bargaining contributes to better economic performance and employment flexibility and suggests 
that bargaining coordination is particularly important in mitigating adverse effects of economic shocks. 

A third reason is that because the form of social dialogue is interlinked with country systems of worker rights 
(governing minimum wages, employment protection and welfare rights) and changing government macroeconomic 
policy, it is necessary to account for interaction effects in macro-level modelling. Again, such studies tend to support 
the positive productivity effects of social dialogue (Aidt and Tzannatos 2008; Buchele and Christiansen 1999; Storm 
and Naastepad 2009). Fourthly, because recent studies are more likely to test directly for the effects on productivity 
growth, they generate more reliable estimates (see illustrative study in box 5.2). 

  

                                                            
24 Traxler et al.’s influential study showed that  
25 For an extended critical analysis of the theoretical predictions of Calmfors and Driffil (1993) and the contributions of comparative industrial 
relations and the corporatist literature to this question, see Koukiadaki and Grimshaw (2016: 26-43). 
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Box 5.2. Testing for the macro-level productivity effects of social dialogue 

 

Only a handful of studies include a direct measure of productivity growth in their list of dependent variables 
when testing for the macro-level effects of social dialogue. The argument for doing so is that this is a more 
robust measure of the effects of collective bargaining on economic performance given the difficulty of 
predicting the relationship between real wage growth and productivity growth over the long run. Figure 5.1 
presents the key results from Braakmann and Brandl’s (2016) innovative regression analysis using European 
company survey data. The key findings are as follows: 

1. Company level social dialogue and coordinated-sector level dialogue both perform better than either absent 
or uncoordinated social dialogue; the results for national-level social dialogue are mixed. This is a key result 
since four in five companies in the European company survey reported one of these single-level forms of 
bargaining. It suggests that the textbook labour market model of individualized bargaining between worker 
and employer does not deliver strongest productivity growth, although the worst form is uncoordinated sector 
bargaining. So while the former finding does not conform with the simple Calmfors and Driffill model, the 
latter does. 

2. The results demonstrate that policy recommendations need to pay more attention to the potentially superior 
effects of strongly articulated multi-level systems of social dialogue and, conversely, to the problems 
associated with ungoverned multi-level systems. Figure 5.1 makes clear that three types of ‘governed’ 
systems are highly effective and cover company-sector systems, sector-national systems and company-
sector-national systems. The exception to the rule are governed company-national systems which reveal no 
significant difference with individualized wage bargaining. This suggests the sector level is a necessary 
condition for delivering productivity gains. 

3. The findings apply to Europe and are unlikely to apply in a uniform fashion to other regions of the world, 
although future research is needed to confirm or refute this proposition. 

 

Figure 5.1.  Reproduction of Braakmann and Brandl’s test  
  of productivity growth effects, 2010-13 

 
 
Note: all results in the figure are compared against companies with no collective bargaining. 
Source: adapted from Braakmann and Brandl (2016: table 2); authors’ compilation. 
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In sum, there is growing evidence that coordinated collective bargaining can support economic growth and stability, 
by enabling productivity growth, wage moderation and pay equity. The particular institutional conditions are varied 
and clearly described by context-specific and path-dependent change (that is, embedded in the particular historical 
background in which industrial relations structures developed). Nevertheless, the bulk of contemporary evidence 
does demonstrate that the key factor to social dialogue and systems of bargaining that supports productivity growth 
and adaptability to varying economic conditions is its capacity for coordination and governability rather than, as 
previously thought, the level at which it takes place. In this respect, the OECD (2017) draws attention to the role of 
mediation and arbitration in resolving conflicts and overcoming impasses that prevent the reaching of agreements 
between the social partners. As such, conciliation processes and arbitration bodies are important elements 
strengthening the overall governability of bargaining systems. Within Europe, Norway’s ‘National Mediator’ is 
designed to avoid conflicts before they can legally start and its Labour Court seeks to settle labour disputes, breaches 
of collective agreements and unlawful industrial action. Similarly in Greece, voluntary arbitration services were 
particularly important for resolving disputes before the 2008 crisis; during 1992-2008, one in four sectoral and 
occupational agreements and one in twenty company agreements were settled by arbitration decisions (Koukiadaki 
and Grimshaw 2016). Outside Europe, an example of well-functioning arbitration body is the Cambodia Arbitration 
Council (box 5.3). 

 

 

Box 5.3. The Cambodian Arbitration Council 

 

Cambodia has successfully introduced a functioning labour dispute resolution system (Van Noord et al. 2011). 
The Cambodian Arbitration Council is an independent tripartite body that hears collective labour disputes 
referred by the Ministry of Labour and Vocational Training and issues an award within 15 days. If the parties 
agree in writing and neither party rejects the decision within eight days the award becomes binding and 
enforceable. In the face of highly adversarial industrial relations where disputes are common, the judiciary has 
limited capacity to resolve conflicts due to a lack of labour law expertise and concerns over judicial neutrality. 
In contrast, the Arbitration Council is considered by employers, workers and unions to be efficient and neutral 
in its operations and it has become an integral part and driver of a maturing industrial relations system. Even 
though its power is limited by the requirement for parties to agree to be bound by its decisions as a condition 
for enforceability, cases that reach arbitration are usually resolved. 

 

Sources: van Noord et al. (2011), Ward and Mouyly (2016) and interview notes with a representative of the International Labour Office in 
southeast Asia. 

 

5.3. Social dialogue in Europe during the recent economic crisis 

The recent labour market reforms introduced in a number of European countries, especially in the South, in countries 
such as Greece, Italy, Portugal, Spain and Romania, were far-reaching (Guardiancich and Molina, 2017; Koukiadaki 
et al  2016). Arguably, their systems of bargaining had weaknesses that needed to be addressed. However, the 
measures that were actually implemented in most of these countries, rather than supporting the effective functioning 
of social dialogue, has been found to have severely restricted its operation at the sectoral and/or national levels 
(Marginson 2014; Koukiadaki and Grimshaw 2016; Papadakis and Ghellab 2014). As a consequence, not only have 
the post-crisis labour market reforms resulted in excessive  social costs in the short-term but may also have 
contributed to hold back business growth over the long-term (see box 5.4). 
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Box 5.4.  The impact of labour market reforms on collective bargaining in Greece,  
Italy, Portugal, Spain and Romania 

 
Internal devaluation was presented as the key strategy for solving the problems of troubled member states 
and for restoring firm competiveness during the crisis. As such, labour costs came to be seen as the main 
adjustment variable and the decentralization of collective bargaining as the main way to achieve wage 
flexibility at the firm level (Shulten and Müller 2013). In response to external pressures and (for those 
countries that requested financial assistance) in compliance with conditionality requirements of loan 
agreements with the EC institutions and the IMF, countries such as Greece, Spain, Portugal, Italy and 
Romania adopted measures to deregulate the labour market and transfer decision-making processes from 
the sector to the company level. 

The specific changes included measures that restricted the reach, duration and operation of collective 
bargaining (e.g. limiting extensions in Portugal, Greece and Romania and time-limiting the validity of 
agreements in Portugal and Spain) and measures that more directly decentralised collective bargaining (e.g. 
according priority to the firm level in Spain and facilitating company agreements by non-union agents in 
Greece). Crucially, the reforms were introduced without tripartite social dialogue and indeed were opposed 
by the employers’ organisations (in Greece and Romania) and trade unions. The measures severely 
restricted the operation of collective at the sectoral and national level and led to a decentralisation of 
bargaining in all the countries, though to varying degrees and even where the decline in coverage was limited 
(such as in Spain and, to a lower extent, in Portugal) the changes reduced the effectiveness of collective 
bargaining as blockages and suspended arrangements displaced decision making from the sector to 
company level and from joint regulation to unilateral management decision making.  

The reforms allowed struggling firms to cope with the crisis and return to profitability, but this was achieved 
through drastic reductions in wage costs, through increased managerial prerogative to reduce wages (or 
avoid increasing them) and evidence as to the extent to which this enabled improved competitiveness is 
mixed. Moreover, as wage freezes and cuts lead to a reduction in household consumption, this can depress 
domestic demand more than it increases exports. However the social costs have undoubtedly been severe: 
overall real wages fell significantly in all the five countries and average nominal wages also fell in Greece 
(OECD 2014; Trif 2016). The weakening of social dialogue institutions was also associated with new 
workforce divisions and other unintended negative consequences, such as: 

 in Greece manufacturing there were reports that newly admitted workers were excluded from 
benefits and received lower wages than the standards established by collective agreements for 
existing workers; 

 in Portugal, the freezing of the minimum wage in the context of bargaining blockages resulted in 
many workers in the lowest paid manufacturing sectors where women are over-represented - such 
as textiles and some food subsectors, not receiving wage increases between 2011 and 2014; 

 the changes particularly affected vulnerable, low skilled workers and those in low paid workers in 
the five countries; and 

 there were signs in Greece and Romania that the changes led to growth of the grey market and 
undeclared payments that reduce the state’s revenue from taxes and social security contributions. 

 In light of the above discussion, the process of economic adjustment in these countries might have 
been better achieved through negotiated and articulated solutions at different levels. This would 
have required effective coordination and governance mechanisms that could enable flexible 
business adjustments without placing an excessive burden of the crisis on workers. The weakening 
rather than strengthening of the structures that support multi-employer bargaining and its 
coordination means that business adjustments will continue to be painful in future downturns and 
will not only contribute to social inequalities but may  also limit long-term growth prospects in these 
countries. 

Source: Marginson, 2014; Koukiadaki et al.,2016 ; Shulten and Müller, 2013. 
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Conversely, in a number of European countries where social dialogue was well coordinated and well supported by 
enabling institutions, social dialogue has been an important process for devising crisis responses capable of 
mitigating the effects of economic uncertainty caused by the crisis. These have been mostly implemented through 
negotiated responses through sectoral collective agreements. Glassner et al. (2011) discuss a number of measures, 
some of which were quite innovative, which allowed firms to retain skills and experienced workers until the (then 
uncertain in timing and strength) upturn in economic activity while containing costs and still maintaining cooperative 
employment relations with the workforce. For workers these negotiated crisis responses contributed to reduce the 
uncertainties created by (the risk of) unemployment and income loss (Glassner et al. 2011). Some of the most 
important measures, introduced via collective agreements mostly at the sectoral level, include: 

 Short-time working schemes, which proved important in French, German and Swedish manufacturing (see 
Text Box below) and in Italian banking, retail and tourism. These schemes helped companies to reduce 
costs but at the same time they contributed to preserve employment and incomes, in some cases with 
opportunities for training during downtimes; 

 Measures to prevent or mitigate job loss introduced in some sectors in France, Belgium, Germany and Italy, 
including an innovative ‘employee leasing’ scheme in French and Germany metalworking which allowed  
surplus employees to be ‘loaned’ to other companies with staff shortages.  

 Support for redundant workers, which included initiatives to provide advice, retraining and outplacement, 
namely in Italian pharmaceutical industry. A 2010 agreement in Swedish manufacturing ensured that 
workers made redundant during the crisis had priority in rehiring in relation to temporary agency workers. 

 Wage restraint was a feature of many sectoral agreements concluded during the crisis, especially in 2009 
and 2010. In some countries wage restraint was exchanged for improved redundancy and pension benefits 
(e.g. Denmark). 

 Greater flexibility in wage setting at the firm level through provisions agreed at the sectoral agreement which 
set procedural rules enabling adjustments at the firm level, namely in Germany with regard to the timing of 
sectorally-defined wage increases or allowing its suspension if economically necessary. 

 Working time flexibility was an important feature of sectoral agreements in Italy and Slovenia during the 
crisis, which defined conditions for firm-level adjustments in working time enabling firms to deal with demand 
fluctuations during the crisis (Koukiadaki et al. 2016). 

Marginson et al. (2014) have shown that companies’ responses to crises achieve more balanced solutions when 
negotiated within an articulated framework involving sector or national level bargaining. This is because the 
asymmetry between the bargaining power of workers and employers is lower at the sector level and, when well-
articulated with the company level, sectoral agreements can provide a procedural framework for firms’ responses 
that avoid transferring a disproportionate share of adjustment costs to the workers. In countries such as Sweden 
(see box 5.5) with its well-coordinated and governed multi-level bargaining system, higher level agreements provide 
an effective framework for decentralised business responses; in response to the crisis actors were able to respond 
collectively and contain the negative impact of the crisis through negotiated decisions at different bargaining levels. 
Conversely, in those countries where multi-level bargaining arrangements lacked well defined articulation 
mechanisms and which were subject to a severe process of labour market reforms targeting collective bargaining 
institutions (see box 5.4 above), crisis responses became increasingly decentralized and, in a context of weakened 
unions, produced outcomes that were most unfavourable to workers and more contingent on local imbalances 
(Koukiadaki et al. 2016). The experience of the recent crisis illustrates the importance for coordinated social dialogue 
institutions for achieving beneficial and balanced solutions for both firms and workers and the social risks of 
weakening these institutions. 
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Box 5.5. Articulated social dialogue in Swedish manufacturing: the case of Scania 

 

In Sweden, the 2008 financial crisis led to a reduction in demand and in just one year, production fell by 23% 
and approximately 75,000 industrial workers lost their jobs (Ibsen et al. 2011). While other European 
countries had regulatory frameworks that allowed companies to reduce working time in response to adverse 
economic circumstances (e.g. Kurzarbeit in Germany), in Sweden at the time there were no systems that 
would allow working time reductions as an alternative to job cuts. As it became clear that a change to the 
legal framework to enable these solutions was not on the government’s agenda,26 the social partners took 
the matter in their own hands. IF Metall and several employer federations signed a collective agreement at 
the national level that enabled flexible crisis responses. The 2009 agreement, named Krisavtalet (Crisis 
agreement), gave the social partners at local/company level the opportunity to agree a reduction of working 
hours and corresponding salary (up to a maximum reduction of 20% of a worker’s earnings). With the duration 
of one year, it also encouraged social partners at the firm level to agree on education and training for skills 
development. 

This agreement was important in enabling better solutions from a social, economic and business perspective. 
Firstly it contributed to containing job losses and the growth of unemployment and the personal, social and 
economic costs associated. Secondly, it allowed firms to retain workers and their skills avoiding the negative 
impact of redundancies on employee morale, commitment and trust as well as the costs of recruiting and 
training new workers after the crisis. These effects are well illustrated by the case of Scania, which was one 
of the first companies to use the new central agreement for crisis adjustments. 

In 2008 when the crisis struck and Scania’s orders declined dramatically, social dialogue facilitated an 
unorthodox solution, which, while difficult in the short term for both parties, was a better alternative than 
making staff redundant. Consistent with the central-level framework, the agreement established a four day 
week and as Scania had only production for 2.5 days, the remaining 1.5 days were used for training provided 
by managers and company experts on subjects such as health and safety, work environment and Scania’s 
production systems. In this sense, social dialogue proved highly valuable for Scania during the crisis.  
Scania’s long tradition of cooperation with the unions and the trust established through this cooperation over 
the years between the managers, unions and workers, facilitated reaching a solution that enabled Scania a 
swift return to the market when the economic situation improved without having to spend time and money in 
recruiting and training new workers. The company is now enjoying high levels of profitability. As highlighted 
in the company’s annual report, Scania’s net sales in 2016 rose 10% to a record level of nearly SEK 104 
billion. 

Thus, the case of Swedish manufacturing demonstrates how social dialogue through articulated industry and 
company collective bargaining can enable flexible solutions, including arrangements that allow sustainable 
reductions in pay and prevent job losses. It is estimated that the crisis agreements helped save between 
12,000 and 15,000 manufacturing jobs (Kullander and Halling 2012). In addition, this case illustrates how 
agreed solutions can enable skill retention and preservation of business capabilities, thereby fostering speedy 
business recovery and long-term competiveness. The case challenges outdated views of collective 
bargaining as potentially compromising the ability of firms to rebuild narrowly defined comparative advantage 
based on lower production costs. 

 

Sources: IF Metall, Scania and Swedish Association of Industrial Employers (interview notes) and complementary literature sources cited 
in the text. 

 
 

                                                            
26 A framework for subsidised short-working schemes was created in 2013 by the subsequent government (Ibsen, no date). 
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6. Inter-Firm Contracting and Social Dialogue 

In line with the analytical framework in section 3, this section presents a review of the literature as well as empirical 
evidence27 that highlights the role of social dialogue in business growth within domestic and global inter-firm 
contracting. The business case depends on a variety of issues, including sector, level of development, region of 
operation, stakeholder expectations, business strategy, organisational culture and past performance. In line with the 
definition of social dialogue in section 2, the section examines a range of processes, from exchange of information 
and consultation to dispute resolution mechanisms and International Framework Agreements (IFAs). The evidence 
for a business case is structured around four themes, adapting slightly the conceptual framing in section 3 to reflect 
the particularities of inter-firm contracting: improved productivity and service quality (without labour cost cutting); 
creating an enabling environment for business; improved risk management (especially health and safety); and 
promoting organisational stability and legitimacy. Crucially, the positive performance is contingent on a set of 
‘enabling conditions’ and the section identifies those at the start of the analysis.  

 

6.1. What are the key enablers of effective social dialogue in supply chains? 

Whether organised within national borders or across countries, the efficient organisation of inter-firm networks can 
benefit from the operationalization of social dialogue. In light of the discussion above, effective social dialogue is 
contingent on several ‘enabling conditions’, as follows. 

Legal/institutional framework promoting actors’ capacities: Global supply chains have made it more complex for 
employers’ organizations to represent their members and respond to their expectations (ILO 2016: 24-25); 
inclusiveness may also be limited due to the lack of participation of buyer firms at the national level and the lack of 
participation of SMEs at the local level.  On the other hand, workers’ representatives may lack the leverage and 
organization needed to participate in dialogue, particularly when they are engaged in the supply chain as casual, 
temporary or home-based workers. Much existing research focuses on the role of the buyer firms and fails to consider 
the role that governments have in ensuring improvements in working conditions in a supply chain (see Box 6.1 on 
the case of supply chains in the garment industry in Bangladesh).28 Against this context, the legal/institutional 
framework has a key role to play in addressing labour issues arising from inter-firm contracting and establishing the 
conditions for effective dialogue in and beyond the workplace (Deakin and Rogowski 2011; Kolben 2010).  

Nature of contracting: The organisations involved in inter-firm networks may engage in one-off, arms-length 
transactions resembling a zero-sum game with minimal cooperation. Alternatively, long-term, relational 
arrangements characterised by trust, are developed with the intention of improving the value of the good or service 
involved in the supply chain. Relational contracting can provide the buyer firm with sufficient oversight of supplier 
activities and facilitate spill-overs, thereby potentially enhancing the capacity of suppliers to adopt ‘high performance’ 
HRM practices and ‘high-road’ industrial relations (Wright and Kaine 2015; Deakin and Koukiadaki 2010; Grimshaw 
et al 2010). Relational contracting arrangements established by buyer firms in advanced economies are more likely 
to support efforts to improve working conditions among their suppliers in emerging economies (Locke et al. 2013; 
see box 6.2 on the case of Tchibo). But the dispersion of socially responsible business practices in supply chains 
may be limited by the very nature of inter-firm contracting in supply chains (Millington 2009: 371).  

                                                            
27 Empirical evidence comprised of interviews with a range of stakeholders involved in social dialogue in global supply chains, and particularly 
the textile sector, due to the significant developments in the recent years and the emerging research in this area (for details, see section 2).  
28 For an exception, see some recent examples in the literature which have begun to investigate public/private governance interactions – 
Amengual (2010); Locke et al. (2013); Piore and Schrank (2008); Gereffi and Lee (2016).  
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Management culture (including senior management commitment): Inter-organisational trust will be insufficient to 
generate high returns on relational investments, if the dynamics of employment relationships both within and between 
partner organizations are not also addressed. Differences in the cultures and goals of the organisations can 
potentially weaken workers’ identification with and commitment to their employer, thus posing challenges for HR 
managers in both organisations (Grimshaw et al 2010). Relational arrangements between buyer firms and suppliers 
are not entirely sufficient to neutralise the potentially adverse consequences of supply chain fragmentation for the 
employment relationship. Non-compliance with legal requirements or unsafe working practices may arise from 
opportunistic behaviour by suppliers, pressures imposed by buyer firms, ineffective employment laws and 
regulations, or a combination of these (Wright and Kaine 2015: 490). Where social dialogue is seen as a mainstream 
issue, it becomes ‘owned’ by managers, rather than being the preserve of the personnel department (Dickens 1994: 
8).  

Patterns of ownership in inter-firm networks: Production, especially in the context of global production, is in some 
cases organized along buyer-driven and fragmented supply chains that involve a myriad of complex multi-tiered 
contracting and subcontracting relationships. Fragmentation of production also means that social dialogue at 
company level may become less relevant, as the wages and working conditions of workers may depend more on the 
decisions and demands of the buyer firm than on the supplier itself (Keune and Schmidt 2009: 15). This is particularly 
the case if the supplying enterprise only supplies to one company, less so if the supplying company has various 
buyers. However, in that case the buyers may come with different conditions for the supplier over and above national 
legal requirements. In these circumstances, inter-firm relations may be a key factor in determining whether the 
enabling conditions exist for social dialogue and sustainable business development. Recent research has illustrated 
the importance of end markets and ownership in shaping global and regional value chains as well as contributing to 
supplier sustainability and economic and social upgrading (Morris et al. 2016; Godfrey 2015).   

Learning by doing: Certain buyer firms have started complementing their compliance-based approach with a 
commitment-oriented approach that is based on joint problem-solving, information exchange and the diffusion of best 
prices (see also Barrientos and Smith 2007). This confirms that organisations have the potential to learn through 
feedback from the consequences of their actions, rethink existing rules according to why things are being done and 
bring forth fundamentally new knowledge and insights or understanding, leading then to organisational development 
(Argyris and Schön 1996). Carter (2005) showed that while socially responsible supply management has no direct 
effect on the buying organization's costs, a significant indirect relationship exists through the mediated impact on 
organizational learning. Social dialogue can be seen both as a constitutive element but also as an outcome of this 
learning approach (IMPACTT 2011).  

Figure 6.1 presents a simple representation of the interplay between the three main components (i.e. drivers, 
enablers and business case indicators) applicable to the business case for social dialogue in domestic and global 
supply chains. 
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Figure 6.1. Elements of the business case for social dialogue  
  in domestic and global supply chains 

 

6.2. Business benefits of social dialogue in inter-firm contracting  

 

Improved productivity and service quality (without labour cost cutting) 

 

A major objective of firms entering into inter-firm contracting, whether by outsourcing production activities or forging 
joint ventures or partnerships, is to raise levels of productivity. The problem is that in many cases, short-term 
productivity improvements are won mostly by cutting wages and other non-wage terms and conditions of 
employment. Theoretical predictions and some evidence in the literature suggest that the immediate consequences 
of social dialogue in the context of inter-firm contracting are that the employer’s costs will rise. These adjustment 
costs can also give rise to a number of effects on, for example, structural change, productivity and growth. Similarly, 
at global level, the implementation of corporate social responsibility initiatives in supply chains (including compliance 
with participatory labour standards) is claimed to result in substantial costs or loss of competitiveness due to higher 
product prices (Pullman et al. 2009; Wu and Pagell 2011; Epstein and Yuthas 2012; Ross et al. 2012).  

However, such views overlook the fact that social dialogue, encompassing mechanisms ranging from information 
sharing and consultation to collective bargaining and dispute resolution, can provide an effective platform for parties 
across the supply chain, ranging from buyers to suppliers and workers, to devise a medium-to-long term approach 
to raising productivity growth underpinned by raised procurement fees, high employee morale and commitment and 
improved production techniques (table 6.1 provides a summary of examples from selected studies involving domestic 
supply chains). An important sub-category of research evidence at domestic level concerns the role of social dialogue 
in establishing decent wage policies among supply chain subcontractors in the United States and the benefits for 
business (Brenner and Luce 2008; Reich et al. 2005). These studies, drawing on survey evidence from employers, 
demonstrate a direct linkage between raised wages and productivity improvements via improved employee morale, 

 

Drivers 
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lower turnover of workers quitting their jobs (possibly also out of fear of losing a higher paid job), and the lower costs 
of administering, hiring and training staff. Effective social dialogue, predominantly through information and 
consultation mechanisms and collective bargaining (see table 6.1), means higher pay can be negotiated in a way 
that does not have to be traded off with jobs because the demand curve has essentially shifted to reflect the changed 
wage-effort relationship. Typically, these adjustments occur in a two-stage process – an immediate rise in labour 
costs in the short-term, followed by savings from increased productivity in the medium term (usually once contracts 
for services are re-negotiated).  

 
Table 6.1. Business benefits of social dialogue  
  in domestic supply chains: selected examples 

Study Country Supply chain Social dialogue Improved business indicators: 

Bibby (2011) Poland IKEA – security 
companies 

Unified negotiations 
with union, IKEA and 
8 subcontractors 

Formalized employment relations and 
stabilised contractual relations 

Brenner and Luce 
(2008) 

United 
States 

Boston municipality 
contracts with 72 
subcontractors (e.g. 
education services, 
childcare) 

Promotes new “living 
wage” legislation 

Work effort, employee morale, 
contract revenue, hiring standards  

Deakin and 
Koukiadaki 
(2010) 

United 
Kingdom 

Heathrow airport 
terminal 5 construction 
project and all 
subcontractors 

‘T5 Agreement’ 
established high 
quality industrial 
relations 

Met budget target, no worker 
disputes, below average staff 
turnover and absenteeism, good 
training record 

Druker and White 
(2013) 

United 
Kingdom 

London Olympic Park 
construction project and 
web of subcontractors 

National union officers 
and local convenors 
negotiate 
‘Memorandum of 
Agreement’ 

Improved risk management, reduced 
reputational damage and improved 
cost management 

Grimshaw and 
Johnson (2017) 

United 
Kingdom 

Local municipality 
contracts with elderly 
care providers 

Local municipality 
(client) agreement 
with trade union 

Improved reputation of local 
municipality, reduced risk to service 
quality and user satisfaction, greater 
stability of contract volumes for 
subcontractors 

Reich et al. 
(2005) 

United 
States 

San Francisco airport 
subcontracted 
workforce 

Dual focus: Collective 
agreement & Quality 
Standards Program 

Work effort, employee morale, staff 
turnover 

Wright (2011) United 
Kingdom 

Retail supply chain with 
meat processing firms 

Trade union 
campaign, bolstered 
by Ethical Trading 
body and research by 
major Equalities 
organization 

Reputational competitive advantage, 
progressive business model with 
equal treatment for subcontracted 
workers 

 

A further area of research focuses on inter-firm contracting in the context of public procurement. A mainstream law 
and economics approach to ‘strategic’ or ‘smart’ use of public procurement, incorporating participatory standards, is 
that it can create barriers to the operation of the market, diminish incentives for business participation, and reduce 
the overall effectiveness of this essential mechanism for the proper functioning of the public sector (see, among 
others, Sanchez-Graells, 2016). An alternative view, supported by empirical research, is that social dialogue extends 
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the conventional productivity measure since it is problematic when applied to many areas of the services economy, 
especially public services where quality is more meaningful than a measure of quantity per unit cost. Several studies 
demonstrate that social dialogue, including, for instance, agreements between clients and trade unions, can be an 
effective catalyst for measures to improve the terms of public procurement as a route to achieving improved quality 
of services delivery (e.g. in terms of user satisfaction) (Grimshaw and Johnson 2017; Jaehrling 2015; Ravenswood 
and Kaine 2015).  

Large-scale infrastructure projects have been the target of innovative social dialogue in several countries. A 
particularly illuminating example comes from the construction of terminal 5 at Heathrow airport, where information 
and consultation mechanisms at site level complemented collective bargaining and dispute resolution at higher level 
(see box 6.1). The case identifies certain conditions for successful inter-firm contracting including: a) involvement of 
all relevant interest groups (contractor, suppliers and workers); b) mechanisms for information sharing (including 
information and consultation and bargaining); c) pooling of risks in order to cope with high level of uncertainty; d) 
sharing in residual gains (and losses) from joint production in order to foster collaborative behaviour and trust; and 
e) congruence between risks inherent in, and returns from, dialogue.  

 
 

Box 6.1. Winning performance gains in the construction of terminal 5 at Heathrow airport, London 

 
The construction of the Terminal 5 building (‘T5’) at London’s Heathrow Airport was one of enormous 
complexity, because of the multiple sets of contractual relationships involved, and one of considerable financial 
and reputational risk for the client, the airport operator British Aviation Authority (BAA). BAA set out an industrial 
relations policy for work at the T5 site, which was incorporated in the T5 Agreement and made contractually 
binding on all parties including subcontractors. Among others, the relevant principles included the negotiation 
of local agreements no less favourable than existing national and sectoral agreements and the ‘cascading’ of 
agreed terms and conditions and employment quality standards to second-tier subcontractors and suppliers, 
together with arrangements for the monitoring of their performance and dispute resolution. Overall, the T5 
project met a broad range of objectives, which included enhancing productivity, reduction of costs, and 
promoting a high quality of end project, while preserving above-industry average labour standards:  

 
Performance results from the T5 Agreement 

Indicators Results  

Budget  £4.3b (on budget) 

Completion time  On programme  
Peak number of operatives  2,284 (March 2006) 

Working hours  9.6m hours worked with no lost time to disputes  

Labour turnover (1st tier suppliers)  5.4% (industry average for the JIB: 15%) 
Absenteeism  3.54% of hours worked (industry average: 4%)  

2.2% sickness (authorized)  
1.3% unauthorized  

Training of apprentices/trainees  6.79% of the workforce (peak)  
6.93% (during the designation period)  

Qualifiers through adult trainees schemes  20  
Training of supervisors  80% coverage  

 

Source: Deakin and Koukiadaki (2010). 
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At global level, the connection between inter-firm contracting and social dialogue can be seen as uncertain and 
situational and at worst as a cost, impacting negatively on financial performance and ultimately business growth and 
competitiveness. Such assumptions have been particularly prevalent in respect of business growth in developing 
countries: the argument is that companies that engage in social and environmental initiatives will suffer additional 
unnecessary cost burden and competitive disadvantage, due to the absence of strong institutional infrastructure and 
lack of economic and social rationales to support the adoption of socially responsible business practices (Foo 2007). 
This may be also the case with firms that pursue traditional manufacturing-oriented strategies (low-cost) prioritising 
rapid volume change, fast delivery, low prices (Camilleri 2017): such firms are unlikely to manage labour issues in 
their supply chain as this would increase their costs (Park and Dickson, 2008). Further, the inclusion of social 
requirements as preconditions to the supply of products has been argued to decrease the small businesses’ 
motivation to engage in corporate social responsibility, including on social issues, leading to loss of productivity (see, 
for instance, Baden et al. 2009).  

Such views have been challenged in the recent decades by supply chain sustainability theorists (see, among others, 
Carter and Rogers, 2008; Mefford, 2011) and mainstream business scholars (e.g. Porter and Kramer 2011). The 
literature on supply chain sustainability suggests in a nutshell that the strategic, transparent integration and 
achievement of an organisation’s social, environmental and economic goals in the systemic coordination of key inter-
organisational business processes can improve the long-term economic performance of the individual company and 
its supply chain (Carter and Rogers 2008: 368). Emerging evidence suggests indeed a positive association between 
social dialogue in inter-firm contracting at global level and participatory mechanisms specifically. As outlined in table 
6.2, participatory benefits linked to productivity growth range from financial performance advantages and reduction 
in profit loss (GTZ, 2010) to lower employee turnover (Jiang et al. 2007) and increase of business orders (Brown et 
al. 2016). From a strategic management approach, the incorporation of social issues, including participatory 
standards, in inter-firm contracting at global level may be more difficult to imitate, leading to a situation where the 
resources of the supply chain can be a source of competitive advantage (Mefford 2011) and be used in the context 
of a differentiation strategy, particularly if price and quality is equal to that of competitors (Hoejmose et al. 2014). 
Some of the findings also hold true in the case of developing countries, questioning thus the commonly held beliefs 
that corporate social and environmental initiatives are immaterial, or even detrimental, for business success in 
emerging economies (Thornton et al. 2013). Evidence from the ILO project on “Sustaining and Competitive and 
Responsible Enterprises” (SCORE) suggests that SMEs may also benefit: firms in China, Indonesia, Colombia and 
India, which participated in a training programme involving promoting worker-management dialogue, reported 
considerable cost savings, reduction in labour turnover and reduction in defects (ILO 2014; see also Locke and 
Romis 2007).  

A number of interviewees we talked with for this report drew attention to the contribution of social dialogue to 
increasing organisational efficiency, employee motivation, production quality and ultimately competitive advantage. 
Buyer firms emphasised that, ’fair and safe working conditions are of benefit to all parties in the supply chain, but 
primarily to the supplier: lower turnover of employees, increased quality in both production and product and hence 
more pleased customers’.29 The role of social dialogue in improving organisational performance was also recognised 
by suppliers: ‘Building up good industrial relations and good factory operation systems can help increase efficiency 
and stability in factories’.30 

 

                                                            
29 ICA representative, interview notes.  
30 Myanmar supplier, interview notes.  



 

44 Conditions of Work and Employment Series No. 89 

Table 6.2. Business benefits of social dialogue  
 in global supply chains: selected examples 

Study Supply chain Social dialogue Improved business indicators: 

Better Work 
Programme 
(Brown et al. 
2016)  

Apparel workers in 
Haiti, Indonesia, 
Jordan, Nicaragua and 
Vietnam 

Promotion of social dialogue 
(conditions for effectiveness: 
having women 
representatives 

and fair elections for worker 
representatives) 

 Increased productivity and factory 
profitability 

 Achieved better business terms with 
buyers and saw increase in order 
sizes from buyers  

 Fewer compliance audits from main 
customer  

Deutsche 
Gesellschaft für 
Technische 
Zusammenarbeit 
(GTZ) (2010) 

Tchibo global supply 
chain (coffee, 
hardware, apparel)  

Training programme 
encouraging dialogue 
between managers and 
workers in production 
facilities  

 Reduction of staff turnover 
 Increase in productivity 
 Reduction in profit loss  

Distelhorst and 
Locke (2017)  

Range of different 
sectors  

Suppliers conforming with 
freedom of 
association/fundamental 
labour rights  

 Retail importers reward exporters for 
complying with labour standards 

Jiang et al. 
(2007)  

Manufacturing 
(electrical, machinery, 
textiles, food and 
beverage etc.) in China  

Participation opportunities at 
factory level  

 Job dissatisfaction with participation 
leading to employee turnover  

Mani et al. (2016)  Range of different 
sectors in India – focus 
on suppliers  

Right to associate to any 
union/group 

 

 

 Timely delivery, reduction in errors 
and fewer agitations 

 Hassle-free operational environment 
for the suppliers  

 Cooperation between suppliers and 
buyers  

 Production quality and timely 
meeting of buyers requirements   

Thornton et al. 
(2013) 

Manufacturing, retail 
and service supply 
firms in China, the 
United Arab Emirates 
and the USA  

Suppliers that pay their 
employees a fair wage to 
live on  

 Firms that consider social 
responsibility aspects during the 
supplier selection process enjoy 
financial performance advantages  

 

The role of buyer firms proves is crucial in amplifying the positive effects of social dialogue in such cases: brands, 
which see the relationship with suppliers as a cooperative experience (instead of an arm’s-length, more distrustful, 
‘compliance’ relationship), witness improvements in both productivity and working conditions (Frenkel and Scott 
2002). The nature of employee representation also plays a critical role. The literature identifies different types of 
mechanisms through which businesses can reap the benefits of participatory mechanisms, including, among others: 
a) the provision of information by unions at the supranational and national levels on impeding or actual changes in 
global, regional and national institutional environments enabling management within the supply networks to better 
plan and adjust their strategies; b) unions at the local level may act to effectively monitor agreements on employee 
pay, conditions, productivity and well-being while promoting employee skill development to ensure that the workforce 
within the supply network is both protected and efficient (Sydow and Frenkel 2013). Empirical evidence from the 
ILO/IFC Better Work Programme provides evidence of the positive business outcomes arising out of the 
complementarity between consultative committees and trade union structures (see box 6.2). 
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Box 6.2. Improving working conditions and promoting competitiveness in global supply chains:  
The ILO/IFC Better Work Programme 

 

Better Work, a unique partnership programme of the International Labour Organization (ILO) and the 
International Finance Corporation (IFC), brings together government, employers, workers and international 
buyers to improve compliance with labour standards and competitiveness in global supply chains. The 
programme, which aims to make improvements in working conditions and workplace cooperation, combines 
independent enterprise-level assessments of labour standards compliance with advisory services for 
improvement activities and training services focused on target audiences and practical skills. All work is 
conducted through a so-called factory-led Performance Improvement Consultative Committee (PICC), 
consisting of both management and union representatives. This committee is responsible for prioritizing the 
improvement activities of the factory and for leading the progress. 

PICCs vary in quality. From the perspective of Better Work, desirable qualities include the following:  

1. The union is fairly represented in the PICC.  
2. The proportion of PICC members that is female should be similar to the proportion of the workforce 

that is female.  
3. Worker representatives on the PICC should be freely chosen from a set of candidates and there 

should be more than one choice.  
4. The PICC should meet regularly and both workers and managers should be involved in chairing 

meetings.  
5. The PICC should have the ability to meet without a Better Work advisor present.  
6. PICC deliberations should be reported by meeting minutes and those minutes should be transmitted 

to the workers.  
7. PICC members should be adequately trained to execute their responsibilities.  
8. The outcome of deliberations should be considered in factory management decisions.  

Empirical evidence suggests that the effect of the PICC, controlling for PICC quality, on manager perceptions 
is negative. Managers are significantly less likely to believe that the union or worker committee would be 
instrumental in resolving conflicts between workers and managers. Managers with unions or worker committees 
also report greater supervisor stress. However, remarkably, once the union joins the PICC, managers are more 
likely to see the union and worker committees as likely to be able to help resolve conflicts between workers 
and managers. When the union joins the PICC, workers are also more likely to seek help from the trade union 
representative. Other aspects of the composition of the PICC are also critical to PICC effectiveness.  

 

Source: Brown et al. (2016).  

 

Social dialogue in inter-firm contracting contributes to the economic value of the firm not only through productivity 
and efficiency improvements, but also through reducing labour turnover and retaining skilled labour. Suppliers’ 
labour problems in developing countries have emerged as a key issue in global supply chains. Survey evidence 
from manufacturing in China, which has been facing labour shortages in recent years, suggests that poor HRM 
practices, including limited communications and opportunities for consultation and worker participation, are not 
accepted by workers in China that have left the inland countryside to work in factories along the coast, resulting 
in adverse consequences to global supply networks (Jiang et al. 2009). In our research interviews, several 
manager interviewees of buyer and supplier firms emphasised the role of social dialogue mechanisms, primarily 
workplace cooperation and IFAs, in demonstrating that their companies were responsible and attractive employers 
(see also Sydow and Frenkel 2013: 240). Evidence from the WE programme, established in the Tchibo supply 
chain, provides concrete evidence of the impact of dialogue on economic performance, including employee 
retention (box 6.3). 
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Box 6.3 The Tchibo and GIZ Worldwide Enhancement of Social Quality (WE) Programme 

 

WE stands for Worldwide Enhancement of Social Quality. It is a capacity-building approach which aims at 
sustainably improving working conditions at production facilities in developing and emerging countries. The 
approach represents a clear paradigm shift away from a top-down imposition of standards towards a 
collaborative and co-creational manner of creating practical and implementable solutions. What makes WE 
special is that dialogue is the catalyst for change: dialogue between managers and workers in production 
facilities as well as dialogue between retailers, importers and suppliers.  

An independent assessment of the programme provided a number of examples related to the impact of the 
project on economic performance: 

• A factory in South China increased its productivity due to the WE programme approach and thus suffered less 
profit loss compared to other factories in its parent company group from the financial crisis (around 11%, 
compared to 20%, respectively). The factory was able to reduce staff turnover by 38%, product quality 
increased and the rejection rate decreased by 7% 

• In North China, a factory increased productivity by 10 to 15% by introducing new production processes on the 
basis of recommendations offered by workers. The quality of products increased, the rejection rate decreased 
by 4% and staff turnover fell by 70%, making it easier for the factory to run uninterrupted production. 

• A factory in Thailand increased its productivity by 15% as a result of better communication between workers 
and management. As a consequence work processes were optimised more efficiently and more effectively.  

 

Source: Deutsche Gesellschaft für Technische Zusammenarbeit (GTZ) (2010), and Tchibo interview. 

 
 

Creating an enabling environment for business  

The literature on sustainable supply chains has identified three barriers: 1) higher costs, 2) coordination effort and 
complexity and 3) insufficient or missing communication in the supply chain (Seuring and Muller 2008). The issue of 
costs particularly can be associated with the tendency, at both domestic and international inter-firm contracting, for 
polarized modes of production organisation with the balance of power and concentration of profits accruing to a small 
number of firms (see, among others, Hoejmose et al. 2013, Gulati and Sytch, 2007). Economists might argue that 
market competition acts over time to balance out such imbalances, especially where rent extraction damages the 
overall efficiencies of the supply chain (by restricting capacities for innovation, upskilling or product development 
say). However, the empirical evidence suggests unequally distributed, rent extracting supply chains can be durable 
(Miozzo and Ramirez 2003; Swart and Kinnie 2014; Miozzo and Grimshaw 2005).  

Faced with these challenges, social dialogue offers the possibility to encourage a business model that balances 
opportunities for investment among network partners and provides an enabling environment for innovation, upskilling 
and business expansion. It is true that the formation and sustaining of social dialogue is complicated because unlike 
in a single organisation, effective social dialogue in a supply chain must span multiple organisations, as well as 
having its foundations within each organisation. This is even more in the case of global supply chains, in part due to 
the fragmented/geographically dispersed nature of contractual relations, lack of local societal/territorial 
embeddedness in national/local production locations, difference in national institutional frameworks and lack of an 
effective transnational framework to encourage such dialogue (ILO 2016). But the empirical evidence at both 
domestic and global levels highlights three inter-related measures developed via social dialogue that have the 
potential to balance the financial gains among parties to a domestic and global supply chain. The inter-related 
measures are that social dialogue i) encourages more transparent and stable contracting arrangements between 
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client and supplier organisations; ii) ensures a fairer level of contract fees from client to supplier; and iii) establishes 
novel arrangements for information, revenue and/or profit-sharing.  

First at domestic level, while supply chain systems of production pose considerable challenges to traditional single-
organisation models of organizing social dialogue, there is considerable evidence that both employers and trade 
unions have developed new networks and coalitions and adapted their approaches to seeking inclusive growth in 
business performance. The advantages of a versatile and adaptable approach is that social dialogue can give voice 
to otherwise marginalized workforce groups, benefit from their knowledge, adopt more effective targeted strategies 
of negotiation and shape positive actions through multiple mechanisms, including legislation and local policy reforms 
that are more inclusive in nature. Well-known illustrations involve the “living wage” movements in the United States 
and the UK (Erickson et al.’s 2002; Grimshaw 2004; Wills and Simms 2004); these show how new coalitions can 
respond effectively to supply chains and establish mechanisms for reducing the risk faced by people in vulnerable 
work.  

Similarly, at global level, there is a growing realisation that decent work challenges in sector-specific supply chains 
(e.g. textiles) are not specific to one company but are systemic in nature resulting from failures in global supply 
chains and require actions to address governance gaps.31 Social dialogue can provide a common point for departure 
and orientation of such initiatives, enabling in turn the attainment of inter-firm sustainability.32 The benefits of social 
dialogue may accrue at two levels. At the vertical level (i.e. within a single supply chain), social dialogue may 
complement current efforts to adopt and develop relational or commitment-oriented approaches for dealing with 
labour-related risks and uncertainties. A number of buyer firms cooperate with their suppliers in order to lend support 
to the latter’s workforce for capacity building and skill upgrading, technological learning, and managerial 
enhancement (see, for instance, the Fair Labor Association’s (FLA) Sustainable Compliance Initiative, Social 
Accountability International’s certification process (SAI 8000) and the ILO’s Better Work program).  

Our interviews confirmed that several buyer firms, such as Inditex, H&M and Tchibo, have begun to shift their 
strategies towards the more collaborative model, seeking to supplement monitoring with initiatives designed to 
support local management and workers in capacity building, through the development of collaborative practices at 
workplace level, the recognition of unions and the establishment of dispute resolution mechanisms.33 Inditex, in 
particular, joined forces with trade unions, non-governmental organizations (NGOs), workers' associations, 
governments, international clients and civilian members to participate with them in dialogue with its suppliers and 
manufacturers through clusters or dialogue platforms. Central to the clusters is worker participation in the supply 
chain; this is reflected in the Framework Agreement signed with IndustriALL Global Union in 2007 and renewed in 
2014. A number of positive outcomes were identified by Inditex management, including: stable relationship with 
suppliers; cooperative relations between management and trade unions and economic sustainability and 
predictability.34 As such, any extra costs incurred from social dialogue, which are seen by some as undermining the 
‘bottom-line’ in global markets, are absorbed by increases in efficiency and productivity gains in supplier factories 
through retraining a skilled and motivated workforce (see section above on productivity and Lee 2016). Recent 
research on the relationship between trade and social institutions in the developing world suggests indeed that, 
contrary to the ‘race to the bottom’ hypothesis, importers exhibit a preference for doing business with exporters that 
comply with basic labour and standards; achieving compliance results in importers increasing annual order value by 
4% on average (Distelhorst and Locke 2017).  

At the horizontal level, recent work suggests that buyers may still act – whether intentionally or not – in ways which 
defer risk to suppliers, and put pressure on timing, working arrangements and supplier margins (IEH 2014). Such 
action may be operate in conjunction with governance gaps, particularly in cases of weak regulatory frameworks and 

                                                            
31 H&M, Tchibo, Inditex, IndustriALL Global interview notes.  See also ILO, Conclusions concerning decent work in global supply chains, 2016. 
32 See, for instance, the agreement between H&M and the ILO.  
33 H&M, Inditex and Tchibo, interview notes.  
34 Interviews with Inditex management and Inditex Annual Report 2015. 
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governance structures at the national level, to increase both organisational and policy uncertainty (Rao and Goldsby 
2009). Social dialogue can contribute to the development of the so-called ‘horizontal (cluster) governance’, i.e. the 
locality-based coordination of the economic and social relations between cluster firms as well as institutions within 
and beyond the cluster (Gereffi and Lee 2016) and ‘risk reflexivity’ (Power 2007), which is essential for the effective 
organisation and management of global supply networks (see, for instance, the case of supplier clusters in Inditex).  
In this respect, sectoral bargaining is seen as one of the ways in which to create the conditions for sustainable 
business development and decent work, providing a guarantee on the part of suppliers to buyer firms conditional on 
enabling purchasing practices and pricing structures, thus contributing in turn to stable and sustainable social 
relations in production.  In Europe, sectoral dialogue has played a key role in the development of effective skills, 
training and human capital investments in supply chains (EFFAT 2013). In the context of supply chains extending 
beyond Europe, the ACT initiative constitutes a recent example of creating the enabling conditions for business 
growth and decent work through changes in purchasing practices and social dialogue.35 

 

Improved risk management 

The third clear business benefit associated with having effective social dialogue in inter-firm contracting concerns 
improved risk management, especially health and safety (see, among others, (Brown 1996; Brown et al. 2000). There 
are many empirical examples of companies and industry bodies that have acted with trade unions to address 
workplace accidents and injuries in response to worldwide evidence that fragmented production networks displace 
responsibility and accountability for safety - typically to the weakest organisations in the supply chain - with damaging 
consequences for their workforces but also for the companies, in terms of their reputation. Many sites of 
manufacturing and construction, for example, involve multiple employers, which can obscure the responsibility for 
safety issues, the clarity of hierarchical accountability, and the coordination between tasks. Workforce survey data 
for the Spanish economy demonstrate that workers in subcontractor firms are more exposed to physical risks in their 
job than workers employed by the main contractor firm (figure 6.2). Other international reviews compile multiple 
examples of the fatalities associated with subcontracting; Quinlan (2015) for example lists the AZF factory fire in 
France in 2001 (30 killed), the sinking of the Brazilian Petrobas oil rig (11 killed, 2001) and the Soma mining disaster 
in Turkey (311 killed, 2014).  

 

                                                            
35 https://actonlivingwages.com/  
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Figure 6.2. Differential risk of main contractor workforce  

and subcontracted workers in Spain, 2009 

 

Source: figure compiled from data presented in Muñoz de Bustillo and Pinto Hernández (2016: table 3). 

 

There is a range of in-house practical measures that main contractors have actually used to reduce these risks. 

These include: restricting the layers of subcontractors on projects; working with a regular chain of subcontractors; 

and implementing a health and safety scheme for subcontractors (Manu et al. 2013). The evidence demonstrates 

that unions have worked effectively with employers in a range of industries to implement precisely these types of 
initiatives (see box 6.4).36 

                                                            
36 Social dialogue faces greater challenges in addressing health risks in situations where subcontractors are classified as self-employed as 
they are unlikely to enjoy collective representation. Whether providing cleaning or delivery services or working on a construction site, self-
employed subcontractors, particularly in developing economies, may not be covered by labour law provisions and/or lack access to protection 
against sickness or accidents that impact upon their ability to work.   
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Box 6.4. Socially sustainable sourcing in the German steel industry,  

Spanish construction industry and Australian road transport 

 

Use of subcontracting in the manufacturing, construction and transport industries has become an increasingly 
contentious issue in many countries. This is because it appears to be linked to problems of health and safety, 
caused in particular by non-compliance with regulations by companies operating among the multiple and poorly 
integrated tiers of subcontractors. However, there are inspiring examples of positive change achieved via social 
dialogue at industry, region and company levels. 

In Germany, unions and steel industry employers in the North Rhine-Westphalia region concluded an important 
collective agreement on subcontracting, following a successful campaign by the trade union, IG Metall 
(http://www.fokus-wekvertraege.de). The agreement requires the following actions: 

 steel companies should first check if the activity can be undertaken in-house; 

 subcontractors should wherever possible be bound by collective agreements; 

 subcontractors should agree in writing their compliance with all statutory regulations; 

 steel companies should monitor subcontractor compliance and allow subcontractor workers to lodge 
complaints 

Moreover, the large steel companies go further, thanks to co-determination governance structures (i.e. 
employee representatives on the supervisory board). One case study showed that the steel company 
conducted regular surveys of workplace accidents among subcontractor companies (and found a reduction 
from 25% to 10% since implementing the agreement), extended the code of behavior for subcontractors, 
organized training courses (for staff at all levels) and additional resources for purchasing departments to 
properly vet potential subcontractors for evidence of ‘unfair work’. 

In Spain, the construction federation of unions initiated a national campaign in 1998 under the slogan ‘Nos va 
la vida’ (We risk our life) to reduce accidents among subcontractors. Rather than traditional social dialogue, 
the union federation organized a popular protest and mass signatures (some 600,000) and presented a Popular 
Legislative Initiative to government. It was finally passed and introduced in April 2007. Four pillars of the 
agreement require: 

 a limit of the supply chain to three tiers of subcontracting; 

 a register of subcontractor firms and a record on every construction site of all subcontractor activities; 

 information rights to employee representatives about subcontractor firms; 

 contractor liability for subcontractor compliance with statutory rules 

In Australia, unions and community groups played a ‘pivotal role’ in achieving new mandatory supply chain 
regulations in road transport. Rules compel contractors to take responsibility and enforce minimum standards 
on pay, health and safety for all subcontracted workers, including self employed. The rules include a specialist 
federal tribunal to address remuneration-related safety issues for truck drivers. 

 

Source: Jaehrling et al. (2016); Muñoz de Bustillo and Pinto Hernández (2016); Quinlan (2015). 

 

In global supply chains, the dynamics of inter-firm contracting, characterised by financial and time pressures, lack of 
coordination and limited scope for social dialogue, can create working environments that have adverse effects on 
occupational health and safety (for examples, see Weil 2009; Quinlan and Bohle 2008), leading in some cases to 
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disasters with significant reputational effects for the companies involved.37 Research evidence confirms that these 
types of industrial accidents reflect power asymmetries in global supply chains. During periods of economic 
downturns, importing firms may ask their suppliers to reduce prices and may not consider the implications for labour 
standards in countries with weak governance (Lamming 2000; Gulati et al. 2010).  

Social management capabilities may contribute to organisational performance in the supply chain and 
competitiveness (Klassen and Vereecke 2012). In this respect, the establishment and operation of social dialogue 
can constitute both a cause-oriented practice aimed at risk avoidance and an effect-oriented practice aimed at 
mitigating the effects of supply chain disruption (Wagner and Bode 2008). While higher transaction and cooperation 
costs may be involved in the short term (Acquier et al. 2017), experience with management practices developed in 
recent years suggests that social responsibility policies and particularly IFAs negotiated and signed by multinational 
companies and Global Union Federations (GUFs), affording afford mutual recognition and promote fundamental 
principles and rights at work (Fichter et al. 2011), can bring to light and mitigate operational risks that might disrupt 
supply lines, increase costs or depress revenues (for a discussion of various company case studies, see Papadakis 
2011). The involvement of both management and labour means that IFAs are more effective than unilateral codes 
of conduct by companies, since they are based ‘on a collaborative, problem-solving approach that may be uniquely 
placed to manage risk and uncertainty across global supply chains’ (Sydow and Frenkel 2013: 237).  

Empirical research emphasises also the importance of an enabling legal and regulatory environment and the role of 
participative standards in facilitating a culture of compliance. Developing countries with strong workers’ rights 
protection, especially countries that protect the right to organize and to bargain collectively, do not experience and 
increase in injuries during periods of economic downturn in developed export markets (Lim and Prakash 2017). 
Consistent with the literature that emphasizes workers’ mobilizing ability on labour standards enforcement (Amengual 
and Chirot 2016), the injury-increasing effect of economic downturns is much weaker when workers’ collective labour 
rights are stronger. Our interviews with buyer firms, participating in the Accord on Fire and Building Safety in 
Bangladesh following the Rana Plaza collapse confirmed the positive effect of the agreement, which emphasises 
worker participation, on industry safety and brand reputation (see also box 6.5).38   

                                                            
37 Another recent high-profile case concerns migrant workers on the Qatar 2022 World Cup sites, see Amnesty International (2016). 
38 Tchibo, H&M and Inditex interview notes.  
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Box 6.5. The response to the Rana Plaza collapse 

 

In response to the 2013 Rana Plaza collapse, the Accord on Fire and Building Safety in Bangladesh,  a five-
year agreement was signed in May 2013 between over 200 retailers and brands, the global unions IndustriALL 
and UNI Global Union and eight Bangladeshi trade unions. The Accord includes a binding and legally 
enforceable dispute resolution process, independent inspections, full declarations of suppliers used, training 
and participation of workers in health and safety and long-term sourcing arrangements. Four years after Rana 
Plaza, the Accord has made significant progress in advancing its goal of achieving a safety compliant and 
sustainable RMG industry in Bangladesh.  

 Remediation is close to completion at more than 400 Accord factories which have completed more than 90% 
of the remediation. 

 61 factories have completed all remediation from initial inspections. 

 Over 300 joint labour-management Safety Committees are being trained and equipped to monitor factory safety 
on a day-to-day basis. 

 The independent and credible Accord safety complaints mechanism has resolved more than 90 safety 
complaints from workers and their representatives. 

 

Source: Accord on Fire and Safety In Bangladesh (2017a). 

 

Promoting legitimacy and stability 

Breakdowns in corporate ethics in recent decades have posed significant challenges for firms participating in inter-
firm contracting, especially in global supply chains. Besides the ethical considerations, consumer criticism of 
perceived externalities involving social and environmental issues can be extremely detrimental to labour productivity, 
corporate profitability and market share (see, among others, Lee and Kim 2009). There are various examples of 
conflicts that are directly linked to failures in industrial relations (e.g. the high profile two-week strike by 1,900 workers 
at the Honda Motors transmission plant in China, Martín 2010 and the protests in Ashulia, Bangladesh - see box 
6.6). A common characteristic of such incidents is that they involve wildcat (non-procedural) strikes. 

 

 

Box 6.6. The Ashulia wage protests 

 

In mid-December, a strike in Ashulia, an industrial suburb of Bangladesh’s capital, Dhaka, quickly snowballed 
into widespread unrest. Garment workers abandoned their factories to call for a “living wage” in response to 
ever-rising costs. Mass arrests and firings ensued. The minimum wage for a Bangladeshi garment worker is 
US$68 a month, an amount last fixed in 2013. When they took to the streets in December, workers were 
demanding the minimum be increased to US$191 a month. In December 2016, the Bangladesh Garment 
Manufacturers and Exporters Association (BGMEA) instructed owners to reopen factories and resume 
operations after a five-day break. However, upon their return, more than 1,600 workers were notified that they 
had been laid off due to their alleged involvement in the protests. Labour leaders and activists collectively 
demanded the reinstatement of all workers.  

 

Source: Interview notes and Accord on Fire and Building Safety in Bangladesh (2017b). 
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Good relations between management and workers benefit all parties in supply chains. For buyer firms and their 
suppliers, in particular, social dialogue can contribute to the reduction of opportunistic behaviour and lower firm costs 
associated with compliance and reputation (Carter and Rogers 2008: 375). A raft of improvements regarding welfare, 
occupational health and safety, the elimination of child labour and forced labour, the promotion of equality, 
compliance with working time regulations and wage regulations, including overtime, may be promoted through social 
dialogue, creating and increasing in turn so-called ‘brand equity’ (Mefford 2011). A good example of this is the labour 
rights framework agreement on freedom of association, minimum labour standards and employment between 
Chiquita, COLSIBA and IUF. The implementation of the agreement, first concluded in 2001 covering Latin American 
banana operations, had a considerable impact on the company itself: ‘Chiquita’s standing and reputation greatly 
improved following the agreement, as the company moved an antagonistic to a more cooperative relationship with 
unions as well as to more corporate-responsible actions with respect to environmental issues. Coming from external 
stakeholders, this recognition significantly improved Chiquita’s position in the banana industry’ (Welz 2011: 46). 
Multinational company survey evidence suggests that IFAs are a relatively inexpensive activity for companies. This 
is because the main costs (dissemination, training and monitoring) may be absorbed by existing corporate budget 
lines for corporate social practices (e.g. corporate responsibility reports) (ILO survey, cited in Papadakis 2011). 

But social dialogue can be a tool to operationalize the existing social/developmental objectives of businesses, 
achieving not only compliance with labour standards but also serving a purpose that goes beyond compliance. In 
this context, the operation of higher-level forms of social dialogue can provide space for the resolution of industrial 
relations disputes, e.g. on wages, providing thus scope for greater cooperation at workplace level. The role of IFAs 
is again important here. The Inditex interviewee stressed: ‘having an IFA has been positive for us in so many ways: 
it minimises the risk of breaches of our suppliers’ code of conduct, reduces the risk of strikes and weakening of 
supply chains and providing sub-standards rates of pay for the employees’.39 Further, they can also help facilitate 
the transfer of technological know-how in response to repeated non-compliance, whether at the level of the individual 
firm or in inter-firm relations and contribute to the formalisation of workplace practices at the supplier level.   

Another function of participatory mechanisms concerns monitoring: according to the joint Framtiden/Cividep study of 
Indian garment factories, ‘workers are the best monitors of the labor standards of their workplaces. Empowering 
them should be a top priority’ (Parakuni et al. 2015: 97). IFAs again have played a key role as an early warning 
system and mechanism of dispute resolution (on examples, see Welz 2011: 51 and the joint ILO/H&M project in 
Cambodia, see section above on productivity, as well as the recently concluded PSA-IndustriALL IFA).40 However, 
IFAs should not be seen as substitutes for other forms of social dialogue at local level but rather as complements; 
some IFAs seek to do this by integrating local unions and existing industrial relations processes to implement terms 
and monitor compliance (see for instance, the Aker-IndustriALL IFA, the PSA Group-IndustriALL IFA and the H&M-
IndustriALL IFA). Our interviews confirmed that the development of workplace cooperation and company-level social 
dialogue was increasingly recognised as a means to protect and enhance corporate reputation as well as attain 
organisational stability through the development of trust relations between management and employees. In the words 
of a manager in a supplier factory: ‘Unions and management don’t have to be a zero-sum game, there can be a win-
win situation if social dialogue is functioning. . . . We love social dialogue, it is the way we can build trust between 
managers and workers’ (see also box 6.7).41  

                                                            
39 Interview notes.  
40 ILO official, Cambodia, interview notes.  
41 Jiale factory manager, interview notes.  
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Box 6.7 Wage negotiations in Ayka (Ethiopia) 

 

Turkish Ayka textiles runs a fact 

ory in Ethiopia, Ayka Addis, which predominantly supplies Tchibo, a large German retailer. Ethiopia at present 
does not have a system of minimum wages. Wage levels differ from US$50 per month for entry-level workers 
to around US$70-80 for more experienced workers. 

Ayka is one of a handful of textile and leather factories that has a functional trade union. ’In the beginning it 
was difficult to establish the union. The management didn't want the workers to unite and speak with a common 
voice,’ said Mesfin Teshome, who leads Ayka's trade union. After a change in management at Ayka, and with 
support from Tchibo, a wage structure was introduced and a number of collective agreements have been 
concluded. The union played an important role in communicating the introduction of the wage structure and the 
associated changes in wages to the workforce, ensuring the legitimacy of these changes. As a result, labour 
unrest and turnover was reduced. The general manager and owners are now convinced of the value of trade 
union recognition and collective bargaining. Challenges remain in respect of securing improvements to product 
quality and productivity, necessitating broader skills and industrial upgrading. 

 

Sources: Tchibo, interview notes; Foltyn (2014). 
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PART	THREE:	CONCLUSION	

7. Conclusion: Identifying Positive Enabling Conditions 

This report has examined the business case for social dialogue, as defined in section 2, interrogating empirical 
evidence on the costs and benefits. In doing this, the report set out an analytical framework for inclusive growth that 
whilst being attentive to the micro-economic effects of social dialogue emphasises the scope for combining equity 
and efficiency. Against a backdrop of unstable political regimes, governance gaps including the non-implementation 
of international labour standards at the national level, increasing competition in global markets, new forms of work 
and the persistence of informal employment around the world, there is an urgent need to reappraise the evidence of 
the business case for social dialogue. We conclude the report with an overview of the empirical evidence and a listing 
of those factors that are considered to provide the enabling conditions for social dialogue to contribute to sustainable 
business development (summarised in table 7.1). 

 7.1. Summary of Empirical Evidence 

The evidence analysed in part two of this report was systemised across three levels of the productive economy, each 
representing key spheres of influence of social dialogue –namely, firm level, sector and national levels, and inter-
firm contracting (or supply chain). The key summary findings are presented in table 7.1. 

The comparative analysis in sections 4-6 identified several areas of costs, risks and problems of social dialogue for 
business. Whether conducted at firm, sector or inter-firm level, social dialogue may act as a constraint on 
independent management autonomy and thus potentially restrict speed of decision-making and alter the direction of 
business strategy. These risks are likely to be most pronounced for businesses under a conventional growth model 
(as defined in section 3) since pressure for short-term profitability is high and the strategic emphasis on participative 
and inclusive labour standards is low. Other problems are caused by an inability to include the interests of diverse 
groups of workers and firms, a particular problem for businesses engaged in inter-firm contracting. 

The evidence confirms a range of potential benefits for business of effective social dialogue. Containment of industrial 
relations conflict is a crucial outcome associated with social dialogue at all levels investigated. At firm level, the 
evidence on balance is furthermore supportive of positive productivity effects, combined with effective human 
resource management (involving lower staff turnover and higher trust for example). At sector and national levels, the 
evidence (mostly concerning systems of collective bargaining) confirms the potential for business to benefit from 
productivity growth via jointly regulated skill investment programmes and, in certain circumstances, wage 
moderation. Section 5 also detailed successful examples of social dialogue as an effective means to negotiate 
sustainable business responses to the recent economic crisis, which aggregated up to a greater degree of country-
level economic stability. 

Analysis of the pros and cons of social dialogue in systems of inter-firm contracting is a relatively novel area of 
research, despFite recent attention to corporate social responsibility in for example the functioning of global value 
chains. The critical review of evidence suggests on balance social dialogue in inter-firm contracting can raise 
productivity via stabilisation of contractual relations, coordinated skill development and reduced risk of industrial 
relations disputes. Further positive business effects are associated with reduced risk to a firm’s brand caused by 
potentially damaging labour issues in the supply chain. 
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7.2. What are the positive enabling conditions? 

Any review of economic cause and effect relationships must be sensitive to context. In the case of the causal 
relationship between social dialogue and business performance, this report has a) carefully distinguished the 
varieties of form and practice of social dialogue and b) identified a spectrum of business models varying from a 
conventional to an inclusive growth model. In addition, the review of evidence has, where relevant, identified those 
conditions that support or influence the specific effects of social dialogue, whether positive or negative for business. 
This section concludes the report with a summary of the positive enabling conditions in order to highlight opportunities 
for best practice business performance with social dialogue. 

Table 7.1 lists the range of enabling conditions noted at each level of social dialogue. At firm level, the labour relations 
context is important since good relations between management and unions can underpin stable business decision-
making. This relates also to the presence of supportive procedures and structures within a firm and across plants to 
facilitate worker participation. Fragmentation of union structures at firm level can be a complicating factor. In contrast, 
unified union voice is associated with a stronger business case. Of course, firm-level structures do not operate in a 
vacuum and a supportive legal and institutional framework (including for example effective dispute resolution 
procedures and institutions) provides a positive, enabling environment for the firm.  

 

Table 7.1. The costs and benefits of social dialogue  
for business: a summary of the evidence 

 Benefits Costs, risks or 
problems 

Enabling conditions 

Firm level Higher productivity 
Lower employee turnover 
Higher trust and worker commitment 
Potential for better decision making 

and long-term business growth 
and sustainability 

Management of workplace conflict 
and resolution of disputes 

 

Profitability may be 
reduced due to 
wage markup 

Limits managerial 
prerogative 

Good management-union 
relations 

Supportive legal and institutional 
environment including 
dispute resolution 
procedures and institutions. 

Supportive structures that 
enable effective worker 
participation 

Unity of union structures or 
coordination of bargaining 
priority between workplace 
unions. 

Under these conditions,  SD can 
potentially increase 
productivity more than it 
decreases profits 

Sector level Enables tailoring regulations to 
industry requirement 

Can support the conditions for 
improved productivity through 
skills development and enabling 
industry policy   

Facilitates sharing of information and 
social and technological 
upgrading 

Reduction in industrial disputes  
Well-coordinated sectoral wage 

bargaining can contribute to 
inclusive and sustainable 

Limits managerial 
prerogative  

No evidence available 
with regard to 
profitability 

 

Supportive legal and institutional 
environment including 
dispute resolution 
procedures and institutions 

Mechanisms  and processes for 
effective coordination of 
bargaining 

Coordination of agendas of 
trade unions and/or 
employers’ organizations 
(for example, organizations 
representing SMEs and 
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economic growth and promote 
firms’ productivity growth 

Reduces wage competition based on 
non-compliance 

Reduces risks of excessively low pay 
and unsafe working conditions  

Can help firms responding to crisis 

those representing 
exporters) when not unitary 

National level Can support economic development 
by providing an enabling 
environment for sustainable 
business development 

Can help countries responding to 
external shocks and crisis 

Can support the implementation of 
reforms by generating 
consensual solutions and 
legitimacy of policies  

Can help stabilize industrial relations. 
Promotes social peace 
Supports economic and political 

stability 
Supports democratic transitions. 
Provides a source of coordination of 

coordination of bargaining. 
 

Limits managerial 
prerogative  

Mechanisms  and processes for 
effective coordination of 
bargaining 

Coordination of agendas of 
trade unions and/or 
employers’ organizations 
(for example, organizations 
representing SMEs and 
those representing 
exporters) when not unitary. 

 

Inter-firm 
contracting level 

Higher productivity through better 
employee morale and work effort 

Greater stability in contractual 
relations 

Achieving project and budget targets 
Minimising industrial disputes  
Skills development and upgrading 

(spillovers)  
Reduces risk and reputational 

damage 
Optimises supply chain management 

including social and production 
standards 

Time delay in 
managerial decision-
making  

Identifying legitimate 
representatives of 
interest groups 

Identifying 
mechanisms for 
balancing competing 
interests between 
different interest 
groups  

 

Legal framework protecting 
freedom of association and 
the effective recognition of 
the right to collective 
bargaining  

Institutional mechanisms to deal 
with disputes  

Enabling conditions in supply 
chains, including purchasing 
practices of buyer firms  

Support for capacity building of 
management and trade 
union representatives   

Effective enforcement of labour 
standards 

 

At sector and national levels, international research demonstrates the difficulty of building and sustaining the 
necessary institutional architecture for social dialogue. What the recent empirical evidence also demonstrates 
(section 5) is that effective social dialogue at sector level requires clear mechanisms and processes for articulation 
between firm and sector levels to provide a suitable balance in negotiations between meso- and micro-level flexibility 
on the one hand and standardisation on the other. Many studies support the contention that it is not so much the 
level of bargaining that matters but effective coordination between and among levels, in mitigating the effects of 
adverse economic shocks and improving the capacity for business adaption to changes in market conditions. 

The review of evidence concerning inter-firm contracting brings to light a relatively new field of research and is worthy 
of further detailed international investigation, especially given its relevance for sharing productivity and income gains 
along supply chains between developed and developing parts of the world. The challenge facing social partners is 
that complexities involved in inter-firm contracting may demand new encompassing forms of social dialogue 
processes and the formation of coalitions and networks of organizations. The risks are disproportionally high for 
businesses at the end of supply chains. Innovative processes of social dialogue can make a positive contribution, 
rebalancing the gains from advanced technologies and modern forms of work organisation. To date, there has been 
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limited attention to the role of social dialogue and the supportive regulatory frameworks in creating the enabling 
conditions for inclusive and sustainable business growth in supply chains at domestic and global levels. 

The buyer firm has an important role to play in creating the enabling conditions in the context of inter-firm contracting 
for social dialogue. This includes the availability of resources for capacity building of local management and first tier 
suppliers. Effective social dialogue can assist in monitoring compliance with labour standards, thereby diminishing 
reputational risk in the context of supply chains. Inter-governmental frameworks can also support this by promoting 
respect for fundamental principles and right at work and the ratification of ILO fundamental conventions. 

To conclude, this report has reviewed the empirical evidence concerning the business case for social dialogue, with 
attention to potential costs and benefits and details of the positive enabling conditions at multiple levels of the 
economy. To do this, the report took stock and considered the large literature on the business effects of social 
dialogue as well as the primary empirical data collected for the project and concluded that social dialogue produces 
net positive outcomes for business. Future work may consider more closely those areas identified as relatively under-
researched. These include, primarily, the impact of social dialogue on low and middle-income countries, as well as 
on SMEs (in terms especially of workplace cooperation) and on global supply chains (especially outside the textile 
sector); future research might usefully examine in greater depth the linkages between different mechanisms and 
levels of social dialogue in these economic and organisational contexts. The proposed analytical framework on 
inclusive business growth identifies some of the constructs for a more detailed analysis, where empirical research 
might fruitfully evaluate hypotheses regarding the establishment and operation of effective social dialogue, its 
linkages to business growth and the factors that are necessary for social dialogue to produce the positive effects 
outlined in the report.  

Against a renewed international commitment to achieve sustainable development through inclusive growth and 
decent work, this report contributes to an ongoing and urgent reappraisal of the business case for social dialogue. 
The Global Deal Initiative represents one opportunity to develop a more sustained effort to promote social dialogue 
and sound industrial relations in both developed and developing economies. To that end, strong commitments by 
governments to the principles of the initiative would be a necessary condition for progress. This should be coupled 
by renewed attempts by employers’ organisations and workers’ organisations to improve trust and pave the way for 
social dialogue to achieve win-win outcomes in line with an inclusive business growth model. 
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