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Introduction 
 
 Labor standards have always been very controversial because they are at the center of the 

clashes between strong political, economic and ideological interests.  Building consensus on labor 

standards therefore could help improve the rules governing an open and expanding global 

economy.  I believe labor standards and associated economic and social policies can cause 

globalization to do more than it has to benefit people everywhere.2  I also believe, however, that 

the development of sound standards and policies requires objective analyses, as much agreement 

on the facts as possible, and separating important from unimportant issues.   

 This paper will discuss the nature and importance of human capital, present an overview 

of human capital-labor standards linkages, and the rationale for making core international labor 

standards a part of the rules governing the global economy, and evaluate some of the criticisms of 

those rationales; I conclude with an elaboration of the human capital-labor standards linkages. 

Human Capital 
 Human capital (education, health and motivation) has always been an extremely 

important determinant of individual and social progress, but is even more important in an 

increasingly competitive and knowledge-intensive global economy.  As Theodore Schultz and 

others have demonstrated, the main source of improvements in productivity through time has 

been the substitution of ideas, skills and knowledge for physical resources and manual labor.3  

But the acquisition of human capital requires resources that poor people everywhere have 

difficulty acquiring.  Because there are limited resources for human capital formation, especially 



  

in poor countries, ways must be found to enable people to acquire these resources and to use them 

efficiently in the production of knowledge and skills.  It would be hard to imagine a more 

important challenge for international policy.   

 Fortunately, we have considerable knowledge about how to create efficient learning 

systems, though this too is a controversial subject as learning systems everywhere seek to adjust 

to the more demanding education requirements of the globalizing information economy.  There 

is, however, considerable knowledge and experience about effective learning that is creating a 

science and engineering of education that enables professional educators to take responsibility for 

improving learning.  Standards that define what students should know and be able to do at 

different stages of learning are very important for creating assessment and supportive learning 

systems to maximize learning efficiency.4 

 Human capital formation is necessary for improving labor standards, but not enough.  

Learning does not take place in isolation from societies, polities and economies, all of which 

either improve or diminish incentives and opportunities for learning.  Indeed, families, 

workplaces, and civic organizations are all important learning systems and all of these other 

systems influence the learning that takes place in school.  From an economic perspective, overall 

economic policies and strategies condition the nature of the demand for human capital.  In 

societies where the demand for skills and knowledge is weak, the returns to education are likely 

to be lower than where demand is strong.5  This is one reason there are no consistent relationships 

between national education expenditures and economic achievement.  Clearly, schooling is more 

focused and efficient if there is strong demand for knowledge and skills and the standards 

required for work and life are clear. 

Human Capital-Labor Standards Linkages: Overview 
 Labor standards can play important roles in strengthening human capital producing 

systems.  This can be illustrated with the core labor standards (CLSs) adopted by the International 
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Labor Organization (ILO) in its 1998 Declaration of Fundamental Rights at Work.  The 

prohibition against the worst forms of child labor can help improve the education, health and 

motivation of children.  But to be successful, the child labor prohibition must be accompanied by 

policies to prevent the adverse consequences to children and families from the loss of children’s 

income.  If families depend on these incomes for survival, either the earnings of adults must rise 

(through work or subsidies) or there will be pressure for children to take even less desirable jobs 

in informal or illicit labor markets.  The ILO’s International Program on the Elimination of Child 

Labor (IPEC) is designed to deal with these adverse consequences by providing education and 

helping improve family incomes without child labor or by combining less damaging child labor 

with education.6 

 The ILO’s antidiscrimination standards can improve opportunities for women and 

members of other groups subject to educational, economic and political discrimination.  The 

elimination of discrimination provides opportunities for these groups to improve their incomes 

and accumulate human capital.  Antidiscrimination standards therefore can form part of a process 

to break the self-perpetuating cycles of poverty. 

 The forced labor standard plays an obvious role in this virtuous cycle because family 

incomes and human capital formation are likely to be depressed by the forced labor of children 

and adults. 

 Freedom of association and the effective right to collective bargaining are empowering 

standards as well as learning systems in themselves but also can cause the other standards to be 

more effective.  By providing an organized voice for workers, these standards make it possible 

for workers’ views to be included in national and international economic policies as well as in the 

work place.  It can be demonstrated that all of these policies are much more effective and 

sustainable if they include the voices of workers along with those of business, financial and other 

interests.7  Of course, workers’ organizations also can inflict damage on society and other groups 
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(e.g., rigidity, inefficiencies, discrimination, corruption and resistance to change) which is why 

joint and pluralistic processes as well as competitive markets are required to balance interests. 

 Labor participation in economic policy making can do a number of things to make those 

policies more effectively support human capital formation: 

1. Workers are likely to be the primary advocates of high-road development policies to 

emphasize competing by increasing productivity and quality and not mainly by reducing 

wages or other direct costs.  High road competition requires greater attention to human 

capital formation at every level—individuals, family, enterprise and society.  By contrast, 

low-road development strategies deemphasize and even block human capital formation. 

2. Workers’ organizations can counteract the tendency for capitalist markets to generate and 

perpetuate inequalities in wealth and income.  Inequality impedes human capital 

formation because it: perpetuates poverty, which can create a vicious self-generating 

cycle of poverty and low rates of human capital formation; impedes the development of 

trust required for social capital formation; and causes the rich to resist human capital 

formation for the poor as well as to support policies that shift the costs of adjustment and 

economic crises to lower income groups, thus providing weak buffers to policies that 

permit or exacerbate inequality. 

3. Assuring workers’ voices in the work place can greatly improve joint learning between 

workers and managers and therefore enhance both human capital formation and 

economic performance. 

4. Freedom of association and the effective right to collective bargaining strengthens 

democracy, which is not only an increasingly important human value, but also has 

significant instrumental value in supporting sustainable development strategies, forcing 

political leaders to address famines and other avoidable catastrophes, and recovering 

from crises more effectively when they occur.  Democratic institutions are themselves 

important learning processes.  A fundamental requirement for democracy the inclusion of 
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the independent organized voice of workers in political and economic decision making to 

make these processes more effective. 

 The rest of this paper examines the rationale for labor standards as they evolved in 

domestic economies, explores the applicability of these standards to the global economy and 

concludes with some additional evidence with respect to the human capital-labor standards 

linkages. 

Labor Standards 
 Labor standards are designed to protect workers from specified abuses or to guarantee 

certain fundamental rights.  Standards may specify norms or they might define actual conditions 

of work.  They also might be voluntary or mandatory and specify outcomes or processes. 

 The rationales for domestic labor standards in the United States and other industrialized 

democracies were based on the practical experiences of workers, employers, and governments as 

articulated by the empirical and historical studies of influential scholars like Sidney and Beatrice 

Webb in Great Britain and John R. Commons in the United States, and by the ILO, formed in 

1919 as part of the League of Nations. 8  A unique feature of the ILO is its tripartite governance 

by representatives of employers, workers and governments. 

 The ILO has adopted many labor standards, but for our purposes the most important are 

the core standards embodied in the 1998 ILO Declaration of Fundamental Rights at Work, which 

stated that the following rights are “fundamental”:  (1) freedom of association and the effective 

recognition of the right to collective bargaining (conventions 87 and 98); (2) the elimination of all 

forms of forced or compulsory labor (conventions 29 and 105); (3) the effective abolition of the 

worst forms of child labor (conventions 138 and 182); and (4) the elimination of discrimination in 

respect of employment and occupation (convention 111).  These conventions have had broad-

based acceptance, though the United States has ratified only those on child and forced labor.   
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 The International Labor Conference regards these core labor standards to be so important 

that all member countries are obligated to comply with them, whether or not they have ratified the 

underlying conventions. According to the Universal Declaration 

All members, even if they have not ratified the Conventions in question, have an 
obligation arising from the very fact of membership in the Organization to respect, to 
promote, and to realize, in good faith and in accordance with [the ILO] Constitution, the 
principles concerning the fundamental rights which are the subject of those 
conventions… 

Although the United States has adopted only two of the underlying conventions, it was an 

enthusiastic supporter of the 1998 Universal Declaration. 

The Rationale for Standards 
 The rationale for labor standards, as they evolved by the middle of the 20th century, had a 

number of components: 

1. The equity rationale is to provide a balance of power for workers in the work place, 

economy, polity and the society.  A common defense of collective bargaining is that 

individual workers are at a disadvantage in bargaining with employers, especially in large 

companies.  A common defense of collective (compared with individual) contracting was 

that it was unjust to enforce contracts entered into by parties of vastly unequal bargaining 

power. 

2. The human rights rationale is that work is so important in the lives of human beings that 

it should contribute positively to the creation of workers’ self identity, personal 

development and fulfillment.  This rationale recognizes the centrality of work in the lives 

of people; it is the way most adults identify themselves and contribute to the community. 

3. Labor standards have several efficiency rationales.  Standards can:  

• Contribute to economic efficiency by forcing managers to compete by improving 

productivity and quality instead of by reducing acceptable labor standards.  A 

common purpose of what the Webbs called the “common rule” was to remove labor 

from competition through collective bargaining or legal enactment. 
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• Contribute to regulatory efficiency by internalizing the costs of such protections as 

safety and health to firms, which have the greatest ability to understand and minimize 

these risks.  In the absence of legal or collectively bargained standards, individual 

employers in highly competitive markets are inclined to shift these costs to workers 

or society.  As the Webbs emphasized, in highly competitive markets employers are 

powerless to avoid passing these costs to the workers at the bottom of the competitive 

bargaining chain. 

• Contribute to improved industrial efficiency by inducing workers, unions and 

managers to think collectively about solving problems.9   

• Contribute to long-run economic efficiency and human capital formation by 

protecting the safety and health of workers and preventing the employment of 

children under conditions that threaten their intellectual development and physical 

and mental health.  

 It should be emphasized, however, that standards have value to workers and society 

whether or not they promote economic efficiency and that to be effective standards must be 

considered as components in production, economic, learning and other systems.   

Are These Rationales Valid for a Global Economy? 
 Commons, the Webbs, and other labor economists emphasized the importance of having 

the scope of the standards coincide with that of the market.  Proponents of labor standards argue 

that the logic for domestic labor standards now applies to the global economy.  For example, 

Commons thought the damage to labor standards was caused by the “competitive menace” 

defined as “…the marginal producer…with the lowest standards of living and cost and quality of 

work, he is the producer whose competition tends to drag down the level of others toward his 

own.”  Commons found that the “generalissimo” in expanding markets was the “merchant 

capitalist” who sought out low-cost producers, thus “menacing in turn every part of the field from 
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his strategic center.”10  Commons emphasized that this low-cost producer did not have to be very 

large or to supply much of the market: “His effect on others depends on the extent to which he 

can be used as a club to intimidate others.  He is a menace rather than an actual competitor.”   

Contemporary analysts see multinational corporations (MNCs) as modern “merchant 

capitalist generalissimos” who depress labor standards by subcontracting in places with low 

standards and retailing globally.11 

The Critics 
 The intensification of competition has elicited the same controversies that surrounded the 

introduction of domestic labor standards in every advanced industrial country.  Unions, church 

groups, non-governmental organizations and policy-oriented institutional economists defend 

labor standards with much the same arguments as those advanced by Commons, the Webbs, and 

the ILO, while neoclassical economists and business groups generally oppose linking labor 

standards to the rules governing the global economy.  And just as some early neoclassical 

economists defended labor standards, some contemporary mainstream economists like Nobel 

laureate Joseph Stiglitz defend these standards and question such restrictive neoclassical 

assumptions as perfect knowledge, the unimportance of income distribution, zero transaction 

costs and no agency problems.12  In particular, economists who defend standards recognize the 

problems caused by the restrictive neoclassical assumptions and the imbalance of bargaining 

power between employers and individual workers, as well as the absence of uniquely determined 

welfare functions which require non-market mechanisms to balance conflicting interests in the 

work place and in economic policy making.  Stiglitz notes that these tradeoffs are political and 

therefore beyond the competence of neoclassical economists.   

 Critics advance a number of arguments against international labor standards: 

 1.  Some, like Paul Krugman, oppose labor standards to eliminate sweatshops with the 

argument that “Bad jobs are better than no jobs at all.”13  This argument assumes that sweatshops 

 8



  

are a necessary precondition for economic development by the developing countries, just as they 

were earlier in developed countries like the United States and the United Kingdom.  Defenders of 

labor standards point out that Krugman and others create a false dichotomy: sweatshops are not 

the only alternatives to no jobs.  The best alternative for children is education and non-sweatshop 

work that does not interfere with education.  Of course, programs like the ILO’s IPEC carefully 

structure programs to minimize the negative effects of the elimination of child labor while 

providing higher quality education and various kinds of family subsidies and promoting income-

earning opportunities for poor families in agriculture and formal and informal labor markets. 

 It also is a mistake to assume that what was required for economic development during 

the early days of the industrial revolution is applicable to 21st century conditions.  MNCs do not 

have to exploit workers in order to create employment in the developing countries.  And domestic 

enterprises in the developing countries have international sources of capital and therefore do not 

have to exploit workers to accumulate capital or to compete.  And, as noted earlier, the need for 

children to have more formal education is much greater today than it was at the beginning of 

industrialization. 

 Of course, there is a difference between having low wages because of labor surpluses 

during low levels of economic development and gaining a competitive advantage by exploiting 

workers through unsafe conditions, long hours, the worst forms of child labor, forced labor, 

discrimination, or denial of the right to organize and bargain collectively.  It  also is hoped that 

our knowledge about the detrimental effects of sweatshops would encourage governments 

everywhere to seek alternative ways to develop.14 

 Labor standards are sufficiently important that the international community is willing to 

contribute to the ILO and other international organizations to help developing countries eliminate 

sweatshops.  And modern information and communications technology enables labor rights 

groups both to focus attention on sweatshops and reward companies for adopting internationally 

acceptable standards. 
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 2.  Critics argue that labor standards create market rigidities and inefficiencies by 

interfering with the operation of Adam Smith’s invisible hand in the labor market.  Defenders not 

only stress the weaknesses in the neoclassical assumptions but point out that standards can cause 

external labor markets to be more stable and internal labor markets to operate more effectively.15  

Some note that in labor markets, Adam Smith’s invisible hand is all thumbs.  Labor rights 

advocates contend, in addition, that an overemphasis on price and wage competition can damage 

relations between workers and managers and between companies and suppliers and therefore 

prevent joint learning to improve productivity, quality and flexibility.  High performance internal 

labor markets improve internal and external flexibility based on skills, leading-edge technology, 

and worker participation as more effective ways to gain greater employment security in an 

increasingly competitive global economy.  In short, labor rights advocates believe labor standards 

counteract market deficiencies and cause producers and policy makers to focus on high-road 

development strategies that are beneficial to workers in all countries as well as to high 

performance companies and consumers interested in both quality and price competition.  An 

implicit assumption of neoclassical economics is that anything that interferes with managerial 

discretion diminishes productivity; the explicit assumption of labor standards advocates is that 

standards and worker participation can improve productivity, quality and productivity.16 

 3.  Critics argue, in addition, that labor standards are detrimental not only because they 

interfere with free market economic development, but also because they are unnecessary since 

economic development will automatically improve labor conditions.  To some extent, of course, 

development does improve conditions for workers, but those of us who advocate high-road 

economic development strategies contend that labor standards can be components of high value 

added (HVA) economic development that would be much better for workers, employers and 

societies.  There also is no certainty that economic development will automatically improve labor 

standards or do so in a reasonable time.  Much depends on development strategies. CLSs can 

encourage development strategies that will be mutually beneficially.  Moreover, the ILO’s core 
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labor standards are applicable to all stages of development and would not prevent low wages but 

would equalize them over time by raising wages with development instead of suppressing wages 

or other standards in developed and developing countries. 

 4.  Critics likewise argue that the rationale for labor standards is wrong because there is 

no “race to the bottom” either in terms of foreign direct investment seeking out the lowest wage 

places or those that have ratified the fewest ILO standards.  Indeed, there is credible evidence that 

many firms seek out the places with good labor conditions, in part because of pressure from the 

labor standards movement and in part because some companies have learned that it is good 

business, especially where quality and productivity are important.   

 All of these arguments are supported by empirical research, but they miss the point.  The 

argument by Commons and others was not that the lowest cost places would attract investment, 

but that the lowest cost marginal competitors would weaken wage and other standards.  

Moreover, Commons argued that these “competitive menaces” would not have to supply a large 

part of the market: their threat would weaken the bargaining power of workers in extra-marginal 

firms.  It also is generally conceded that there is no necessary relationship between ratified ILO 

standards and development or actual labor conditions, since some countries ratify conventions 

because it is politically correct and the ILO’s standards are enforced mainly by moral suasion. 17   

 The concept of competition contemplated by Commons and other labor economists was 

within an industry, not between unrelated industries.  It also is assumed that the workers in the 

lower-standards countries have the knowledge and skills to do the work; it was never assumed 

that labor standards would be the only attraction to industry. 

 A variant of this argument is that low-wage competition is a false fear because wages 

tend to reflect productivity, the only ultimate determinant of the ability to improve real wages, 

and unit labor costs are determined by labor compensation and productivity.  Dani Rodrik, for 

example, advises unions to distance themselves from “such broad condemnations” of trade as 
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complaining about “low wage, low cost competition from developing countries.”18  Rodrik argues 

that the union charge misses the mark: 

They ignore the fact that much of the difference in labor costs is typically due to lower 
levels of productivity in the exporting countries.  Wages in a poor exporting country that 
are one-tenth the U.S. level do not disadvantage workers in the United States when labor 
productivity in that country is also lower by a factor of 10.19 

 Rodrik argues, further, that lower wages are the “foundation” for the developing 

countries’ gains in trade.20 

 There are several problems with Rodrik’s argument.  First, he presents no evidence that 

the wage differentials between the United States and the developing countries equal the 

productivity differential, as implied by his example.  Indeed, most of the studies show that even 

average wages in a country are generally lower than average productivity in that country.  

However, the relevant comparisons are not broad geographical averages between the United 

States and the lowest-wage countries that are not immediate competitors, but wages and 

productivity in the same or closely related industries.  Union leaders have growing familiarity 

with their industry counterparts in other countries through the international trade secretariats 

(international organizations of unions in the same or related industries) and other organizations.  

They therefore know, for example, that if the branch of a U.S. company in Mexico has the same 

technology and management systems and is able to hire labor of roughly the same quality because 

of labor surpluses in Mexico, then productivity is likely to be much closer to that of the U.S. 

plants than wages, especially if Mexican labor policies suppress wages relative to productivity. 

 When these relevant comparisons are made, U.S. workers are justified in being concerned 

about labor standards, not just wages, in Mexico, though wages are important outcomes and 

closely related to core standards.  The relevant evidence supports the unions’ charges: empirical 

research comparing related industries found that “productivity in Mexican export industries was 

80 to 90 percent of that in similar industries in the United States and wages were 10 to 15 percent 

of U.S. levels.”21 
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 Rodrik is correct that labor costs are important competitive advantages, though proximity 

to the American market and high productivity levels also are competitive advantages in Mexico.  

Mexico therefore does not need to suppress wages and other labor standards in order to develop.   

 Note, however, that the wage standard is not one of the ILO’s core labor standards.  

Unions and labor rights advocates agreed to exclude wages from the core in an effort to overcome 

objections, especially the Third World criticism that the campaign to make core labor standards 

part of the rules for the international economy was “protectionist.”  Advocates assumed, however, 

that freedom of association and collective bargaining would give workers some power to 

counteract the political suppression of unions and enable workers to promote high-road 

development strategies as well as to bargain for higher wages as productivity rises with economic 

development.  It is highly unlikely that, in labor surplus economies, unions will acquire enough 

bargaining power to cause advances in wages to exceed productivity growth.  A greater danger is 

that the suppression of freedom of association and the right to bargain will channel protest into 

more disruptive activities like Rodrik himself noted in comparing South Korea with Indonesia 

during the Asian financial crises of the 1990s (discussed below). 

 Of course, none of these critics address the argument that lower standards weaken 

countries’ ability to maintain their labor standards, or that the inability of a firm to relocate 

because of the suppression of unions weakens the bargaining power of workers in places with 

higher core labor standards. Moreover, the leveraging analysis never argued that firms would 

immediately seek out places where labor costs were the lowest—ignoring all other factors.  In the 

global economy, competition is most likely to be between places with similar conditions, not 

between those with the highest and lowest labor standards. 

 There is abundant theoretical and empirical evidence for the standards-weakening 

proposition in industries dominated by cost competition.  Indeed, this proposition is even 

supported by standard neoclassical economics, though game theory analysis of the “prisoner’s 

dilemma” is thought by some economists to be a more appropriate way to demonstrate that 
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government interventions through standards can improve outcomes that would be established 

under unfettered competitive market conditions.22   

 There also is abundant historical evidence of the leveraging effects of labor standards in 

the work of Commons and the Webbs and in United States labor history.  Indeed, there can be 

little doubt that the ability of American companies to move to low-wage states that suppressed 

unions was an important factor in industrial location or that this weakened the bargaining power 

of workers in the more industrialized states.  In fact, the main explicit reason for “right-to-work” 

laws was to weaken unions and to attract industry from places with higher labor standards.23  And 

there is considerable evidence that the absence of unions continues to be an important factor in 

industrial location.24 

 Critics’ contention that mechanisms to enforce labor standards would be captured by 

protectionists has caused labor advocates to stress the need to avoid measures that would weaken 

the legitimate competitive advantage of developing countries.  As noted, wages are not part of the 

core labor standards in the ILO’s 1998 Declaration.  However, it is not legitimate for developing 

countries to violate the core labor standards in order to gain competitive advantage.  And the ILO 

has well-established—though imperfect—mechanisms to determine whether or not labor 

standards are being violated.25  The main limitation of the ILO’s procedures is its weak 

enforcement power.  This is why some labor rights activists propose strengthening the 

relationship between the World Bank, the International Monetary Fund, and the World Trade 

Organization, all of which have more power to enforce the ILO’s recommendations. 

 5.  Opponents argue, further, that labor standards are “self-righteous” attempts to impose 

“American” or developed country labor standards on the developing countries in order to protect 

high wages or “rents” of workers in the industrialized countries.  Critics rarely present evidence 

for this proposition.  There is little doubt, however, that unionized workers in the North seek to do 

whatever they can to maintain the wages and working conditions they have fought so hard to 

achieve.  Nevertheless, most unions recognize in a more competitive and knowledge-intensive 
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economy they must compete more by improving productivity and quality, not by “taking labor 

out of competition,” which is harder to do in globalized industries.  This does not mean, as many 

critics allege, that labor rights advocates are not genuinely interested in closing the gaps by 

improving the conditions of workers in the developing countries.  And labor rights advocates 

understand that much more needs to be done for a HVA or “high road” strategy than to make 

CLSs part of the rules for international transactions.   

 There also is evidence that under certain conditions, especially where firms follow high-

road strategies and there are skill shortages, that labor standards can help attract investment.26  

This is especially true under modern conditions where the growing labor rights movement keeps 

pressure on companies and governments and poor working conditions generate labor unrest, all of 

which make it more difficult for sweatshops to continue to operate. 

 It also is not true that labor standards proponents are trying to impose U.S. or developed 

country standards on developing countries.  Gary Burtless, for example, argues that “Insisting that 

other nations adopt American standards for a safe and healthy workplace means that they must 

also adopt our view of the appropriate trade-off between health and safety on the one hand and 

productive efficiency on the other.”27 

 There are several things wrong with this argument.  The ILO’s safety and health 

standards are not “American” but were developed over many years of trial and error by 

representatives of workers, employers, and governments in the International Labor Organization.  

Indeed, the United States has not ratified any ILO safety and health conventions and did not even 

pass the Occupational Safety and Health Act until 1970.  This was over 100 years after the 

industrial revolution in the United States, which is reason to question the speed at which “trickle-

down” economic policies will actually improve workers’ conditions.  Moreover, the ILO 

processes do not require that standards be equalized.  There are careful procedures to provide 

technical assistance and time to adapt standards to the conditions in each country.  It also should 

be noted that occupational injuries and diseases always cost workers and societies even if they do 
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not show up on company income statements.  The appropriate policy question is how to prevent, 

and compensate for, these risks.  Democratic countries everywhere have found that safety and 

health standards enforced through joint labor-management processes and government regulations 

are the most effective way to minimize these risks.  In any event, there is little justification for 

Burtless’ observation that “Interpretations devised in the drawing rooms of Paris or the recreation 

rooms of suburban Washington might seem out of touch with conditions in countries where half 

or more of the population lives on less than $2 a day.”28 

I expect the ILO understands the conditions in countries where people live on less than $2 a day 

at least as well as Burtless and other critics do. 

 6.  Burtless also argues that there is more justification for an international trade rule on 

intellectual property rights than there is for labor standards.  He believes that damage from a 

violation of intellectual property rights is easier to prove than injury to American workers from 

violations of labor standards in countries with low labor standards.  Setting aside the ease or 

difficulty of proving any kind of injury from international trade—a more difficult undertaking 

than Burtless implies—it is possible to show that American workers have been damaged by the 

shift of industrial production to Mexico, where violations of labor standards have been 

documented by the International Labor Rights Fund, the Economic Policy Institute and others.  

Moreover, enforcement of international labor standards is through governments, not individual 

companies.  It is the governments’ responsibility to ensure that companies comply with these 

standards.  The main reason intellectual property rights are included in the World Trade 

Organization (WTO) and labor standards are excluded is not because of the logic of the relative 

positions or the impossibility of enforcement, but because of the relative political strength of 

business and financial interests on one side and labor rights advocates on the other.  Indeed, there 

is at least as much national and multinational experience with international labor standards as 

with protecting intellectual property rights.  I also believe that the case for international labor 

standards is sufficiently strong and that political support is growing enough to make it likely that 
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the core labor standards will become integral components of the rules for international 

transactions, though I don’t know how long it will take or what the enforcement processes will 

be. 

 7.  In my mind, the most valid argument raised by the critics of labor standards is the 

difficulty of enforcing international standards in the absence of world government.  While I think 

national and international experience demonstrates that enforcement processes can be developed 

for labor standards that would be mutually beneficial to people everywhere, much more work 

needs to be done on this point, which is why I think it was a mistake for the WTO to refuse to 

appoint a labor working group. 

 While outlining an enforcement regime is beyond the scope of this paper, several 

observations flow from my experience studying and enforcing labor laws: 

 1)  The voluntary labor codes being adopted by companies, associations and NGOs at a 

rapid pace have many advantages.  They can be more readily adapted to particular problems, 

industries, companies, and places.  Voluntary codes are less controversial and therefore represent 

more effective learning processes than rules adopted through adversarial processes that magnify 

differences and impede learning.  Moreover, voluntary processes can harness much latent energy 

not currently represented in trade negotiations—where powerful economic and political interests 

have been able to block labor standards or even to deny worker representatives a voice in these 

deliberations.  Labor rights groups rely primarily on harnessing and translating moral power into 

labor protections.  In the short run, moral power usually is less decisive than the economic and 

political power of financial and business interests and the economists who defend them.  But in 

the long run moral power can be more decisive because people not immediately involved in these 

matters judge them mainly on moral grounds.  And given enough time these moral forces can be 

more effective. 

 The main ways moral concerns influence political and economic events are through 

democratic political processes, the media and conveying or withholding economic benefits.  

 17



  

Modern information and communications technology greatly facilitates the exercise of moral 

power.  For example, Kimberly Ann Elliott and Richard Freeman have demonstrated through 

careful empirical work that consumers are willing to pay more for goods produced under anti-

sweatshop conditions.29  Elliott and Freeman conclude that while anti-sweatshop campaigns by 

themselves are not likely to have big impacts and could even make matters worse for workers, 

this danger 

has not, as far as we can tell, been effectuated, in part because human rights vigilantes try 
to avoid these risks.  Indeed, the wide range of groups in the activist community almost 
guarantees that if some group pushes demands that are counterproductive another group 
will modify them or take corrective action.30  

 These analysts cite anti-child labor campaigns to make their point.  They note that the 

ILO’s IPEC 

is specifically oriented toward replacing child labor with better opportunities.  In the 
Bangladesh garment and Pakistan soccer ball cases, it was the joint initiative of industry, 
government and the ILO that required the provision of educational alternatives for the 
children and turned a potential harm into a positive outcome.  Similarly, consumers 
buying Rugmark-labeled, child-free carpets pay a premium that, in addition to paying the 
costs of certification, goes to build schools for the affected children.  Alternatively, in the 
absence of ready alternatives, the militant [National Labor Committee] campaigns that 
target child labor concentrate on increasing the pay for children, rather than on getting 
firms to produce goods child free.  When groups seeking to do good are conscious of the 
risks, they develop both the means and the ends accordingly.31 

 There is some evidence that developing country employers are beginning to accept labor 

standards, sometimes as a result of prodding from the United States, labor rights advocates and 

the ILO.  For example, Aaron Bernstein has noted that “in the absence of action by the WTO, the 

private sector is slowly drawing up the global economy’s labor and environmental standards.”32  

An Organization for Economic Cooperation and Development (OECD) survey found over 240 

codes of conduct by companies in the United States and Western Europe, roughly half of which 

covered labor standards; 26 of these codes required member firms to permit independent 

inspections of their facilities and those of their suppliers. 

 Bernstein also found evidence that as these codes proliferate, employers in low-wage 

countries are beginning to see competitive advantages in adopting labor codes.  After enrolling 

about 70 percent of the Philippines’ 1,000 garment factories in a labor standards program with 
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outside inspectors, for example, the Employers’ Confederation of the Philippines (ECP) 

attempted to enroll all industries in the program “as a way to compete with low-cost countries.”  

According to the ECP’s president: “We want to make it clear that if they buy Philippine products, 

they know they’re not made in sweatshops.”33 

 The Bangladesh Garment Manufacturers Association has reached similar conclusions and 

has allowed the ILO to monitor its 2,000+ member factories for adherence to ILO’s core labor 

standards.  This initiative built on the ILO’s 1996 child labor program to remove Bangladesh 

children from work and help them enroll in school.  Similarly, Cambodian employers agreed to 

ILO inspections to verify compliance with core labor standards in exchange for higher U.S. 

export quotas.  Full compliance with an earlier agreement for a 14 percent increase in exports was 

not achieved, but enough progress was made that the United States awarded a 5 percent increase 

in quotas in 1999 in exchange for the ILO monitoring program.  The United States also donated 

$500,000 to the ILO to defray the costs of monitoring.  Submitting to monitoring as part of this 

agreement irritated Cambodian employers at first, but, according to the Secretary General of 

Cambodia’s Garment Manufacturer’s Association, while “It’s hard to have people poking their 

noses into a private business…we have come to accept that labor standards are good for the 

economy and for the people of Cambodia.”34 

 2)  Voluntary programs are most effective when backed by sanctions.  In fact, the most 

effective approach to enforcement probably would be a judicious combination of subsidies, 

technical assistance, and public exposure backed by a flexible arsenal of trade, fines, and other 

sanctions to enable enforcement authorities to adapt the remedy to the nature of the violations. 35  

As with the passage of national labor laws, the adoption of standards will induce considerable 

compliance depending mainly on the extent of public support for these measures and the extent to 

which particular employers or political leaders are responsive to moral pressures.  The voluntary 

campaigns focus mainly on compliance by companies while the ILO and various regional and 

national labor standards agreements are designed to influence companies indirectly through the 
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governments that have adopted these measures.  However, where there is weak enforcement, 

labor standards are not likely to be very effective against resistant governments or companies. 

 The most important standards should meet the requirements for good rules: they should 

be transparent, fair and enforceable.  In general the most powerful immediate enforcement 

sanctions are those related to international trade and finance.  While the World Bank has started 

paying more attention to labor standards, and the International Monetary Fund has been a little 

less resistant, both institutions have started working more closely with the ILO, the organization 

with recognized competence in this area.  Indeed, the IMF is reported to have pressured Indonesia 

to accept CLSs in the post-Suharto government following the East Asian financial crises of the 

1990s.  Any enforcement process should have the ILO as an active partner.  Indeed, a very 

encouraging sign for international labor standards is the growing support for the ILO, no doubt as 

a result of pressure on other institutions to adopt labor standards. 

 The World Trade Organization has been the most resistant to a consideration of labor 

standards.  However, the U.S. government should continue its efforts to have the WTO appoint a 

labor working group.  Labor rights activists believe the U.S. government’s efforts so far have 

been pro forma and that it has not fought very hard for trade-linked labor standards.36  However, 

the growth of voluntary labor rights campaigns; growing employer support for labor standards; 

the ILO’s more active involvement in international economic activity;  and the stepped-up 

enforcement through unilateral and bilateral U.S. trade and investment mechanisms, the social 

clauses in the European Union agreements, the NAFTA labor agreement and other multinational 

activities, could erode WTO opposition to enforceable labor standards.  The United States should 

encourage these activities through demarches to other governments and the provision of subsidies 

and other incentives to encourage countries to support enforceable labor standards.  The fora 

already established have done much to solidify cooperation between labor rights groups from 

developing and developed countries.   
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Labor Standards and Human Capital 
 I will conclude by enlarging on the evidence for the linkages between the ILO’s core 

labor standards and human capital outlined earlier 

Freedom of Association and Collective Bargaining 
 Freedom of association and the right to collective bargaining are standards with important 

implications for human capital formation.  Unions and other associations are themselves 

important human capital development institutions, but they also can strengthen democracy and 

support high-road policies that are vital to human capital formation.   

 Associations are important learning processes that encourage individuals to develop 

leadership and entrepreneurial skills.  Through democratic discussion and debate people learn 

about the attitudes and interests of other people.  Democratic processes also can cause people to 

be willing to compromise their interests for the common good.  People in democratic processes 

likewise acquire interpersonal skills and learn the instrumental value of cooperation, trust and 

peaceful dispute settlement processes.   

 Associations also teach the instrumental value of democratic institutions as ways to deal 

with social problems.  Economics Nobel laureate Amartya Sen responded as follows to the 

question of whether or not countries had to be made fit for democracy: 

This thinking changed only in the twentieth century, with the recognition that the 
question itself was wrong: a country does not have to be deemed fit for democracy; 
rather, it has to become fit through democracy.  This is indeed a momentous change, 
extending the potential reach of democracy to cover billions of people, with their varying 
histories and cultures and disparate levels of affluence.37 

 Sen’s insight is at variance with those neoclassical economists who argue that support for 

unions and other labor standards must await economic development.  He adds that “…democracy 

has an important instrumental value in supporting [people’s] claims to political attention 

(including claims of economic needs)” and “the practice of democracy gives citizens an 

opportunity to learn from one another and helps society form its values and priorities.”38  He 

notes that 
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…the reach and effectiveness of open dialogue are often underestimated in assessing 
social and political problems.  For example, public discussion has an important role to 
play in reducing the high rates of fertility that characterize many developing countries.  
There is substantial evidence that the sharp decline in fertility rates in more literate states 
has been much influenced by public discussion of the bad effects of high fertility rates on 
the community at large and especially on the lives of young women.39 

 According to Sen, a very significant indicator of the instrumental value of democracy is 

“the remarkable fact that, in the terrible history of famines in the world, no substantial famine has 

ever occurred in any independent and democratic country [with] a relatively free press.”40 

 Other economists have confirmed Sen’s conclusions about democracy.  Dani Rodrik, for 

example, found that democracies have higher wages, controlling for productivity and other 

things, and handled the East Asian financial crises better than authoritarian systems.41  The 

reasons for the superior performance of democratic institutions in the East Asian financial crisis, 

according to Rodrik, were: (1) they facilitated transfer of power from more authoritarian to more 

democratic governments; (2) participation, consultation and bargaining mechanisms fashioned 

consensus for more acceptable policies; and (3) “voice processes obviated the need for and 

undercut  riots, protests, and other kinds of disruptive activities. . .” 

 In a number of articles and speeches, Nobel laureate Joseph Stiglitz has demonstrated the 

theoretical, empirical and policy mistakes made by the IMF, the World Bank and other financial 

institutions because of their failure to include labor and other non-financial interests in decisions 

that shift the costs and pain of change mainly to workers and their families and the benefits 

mainly to higher income and financial interests.  Lack of participation by unions and non-

financial interests denies these institutions the knowledge of workers’ concerns and insights and 

obviates the need to support more effective policies, thus enabling them to adopt more easily 

taken “low-road” policies that limit human capital formation. 

 According to Stiglitz, there is  

growing recognition that the objectives of development go beyond simply an increase in 
GDP: we are concerned with promoting democratic, equitable, sustainable development.  
If that is our objective, then it is natural that we should pay particular attention to. . .how 
the plight of workers changes in the course of development; and that we should look not 
only to their incomes, but broader measures. . .their health and safety, and even to their 
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democratic participation, both at the workplace, and within the broader political  arena.  
Workers’ rights should be a central focus of a development institution like the World 
Bank.42   

Thus, a major role for unions is as a force for high value added economic strategies that increase 

the demand for educated labor. 

 Thomas Palley presents evidence that “improvements in freedom of association result in 

an increase in country growth rates in the period immediately after the reform is instituted. . . .if 

the reform’s effect is permanent, improved freedom of association permanently raises reforming 

country growth rates by 1.91 percentage points.”43  Palley concludes, “If the goal is to increase 

developing country growth rates, the IMF and the World Bank should insist as part of the 

standard conditions attaching to loan assistance, that recipient countries recognize and enforce 

human rights and core labor standards.” 

 It would be a mistake to conclude that a free press and free elections alone would be 

adequate to give democracy its full instrumental potential.  There is strong evidence that capitalist 

democracies can ignore the problems of workers unless these countries have effective 

independent unions or other organizations that represent workers’ interests.  While Sen is correct 

that a democratic society has never had a famine, they have had serious problems that 

governments have been unwilling to resolve.  This was true of India, where it was reported in 

2003 that starvation was widespread and that the Indian government was doing very little about it.  

Frances Stewart, a development economist at Oxford University, pointed out that democracies 

can be run by “ethnically based groups prepared to do terrible things to other groups.  Or they can 

be very corrupt [and] dominated by elites.  Capitalist democratic states put emphasis on the 

private sector, which doesn’t always deliver on social goods.  The free press is good on major 

disasters like classic famines, but it tolerates chronic hunger as much as anyone else.”  She 

therefore believes, I think correctly, that “To be fully represented the poor need institutions like 

trade unions and political parties that speak for them.”44 
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 Labor organizations not only are necessary institutions for fully functioning democratic 

states, they also have played important roles in facilitating orderly transitions from authoritarian 

to more democratic regimes, as was the case, for example, with Poland and South Korea. 

Collective bargaining and worker participation 
 There is abundant evidence that collective bargaining and labor-management cooperation 

can improve learning and economic performance.  Indeed, bargaining, joint labor-management 

problem solving processes, and on-the-job learning conform well with what cognitive science 

teaches us about good learning systems.  This is true even of adversarial bargaining, but is 

especially true of cooperative bargaining and consensus building processes.  Learning and 

problem solving can be greatly enhanced by benchmarking, standards, and participation focused 

on problem solving in high performance systems.  Learning is facilitated by information sharing 

by all parties, especially information about company plans and problems and specialized 

knowledge from workers, who understand their jobs better than anyone else.  Examples of 

problems workers and managers can resolve cooperatively that the parties could not solve at all or 

as well separately include: 

1. Labor-management safety and health committees which have the power, information and 

incentives to detect and promote safety and health.  Safety and health regulations 

internalize these problems to firms, which in the absence of regulations are motivated to 

shift these costs to workers or the public.  Joint approaches combine the interests and 

expertise of workers and employers to prevent problems and can be much more flexible 

than regulations and government inspectors. 

2. Joint apprentice training programs which reflect the interests of workers, companies and 

unions and overcome the underinvestment in training resulting from the “free rider” 

problem. 
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3. Peer assistance and review (PAAR) in public schools where teachers’ unions assume 

joint responsibility for teacher quality, thus complementing the legal duty of fair 

representation which could cause unions to defend even incompetent teachers  in 

disciplinary and discharge proceedings.  These programs establish high standards for 

teachers, provide mentors to help teachers meet the standards and remove incompetent 

teachers.  Peer review processes regularly remove many more incompetent teachers than 

had been done by administrators before the programs were created. 

Child labor and antidiscrimination standards 

 The child labor standard has obvious implications for human capital formation.  

However, as noted above, this standard must interact with others to realize its full potential and 

avoid unintended negative consequences.  Other policies include providing education for children 

and adequate incomes to enable families to support themselves.  However, a combination of 

policies has significant potential to break self-generating cycles of poverty.  Programs to provide 

jobs for adults, especially women, and education for children can improve both family incomes 

and the demand for education.  More basic education, especially for girls and women, can 

improve the health and school readiness of children, reduce fertility rates, improve family 

incomes and reduce income inequality.  However, these policies are most effective when 

accompanied by high value added growth policies which create a demand for education and an 

equitable sharing of the benefits and costs of change. 

 The interactions between education, child labor, antidiscrimination and growth policies 

can be illustrated by comparing the experiences of East Asia and Latin America between the 

1960s and 1980s.  At the beginning of the 1960s countries in both regions spent about the same 

proportion of GDP on education, but the East Asian countries spent relatively more on basic and 

less on higher education, where there were more private institutions.  They also emphasized 

education for girls and women and coupled education expenditures with equitable growth policies 
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that simultaneously reduced inequality, provided more resources for education, and increased the 

demand for educated workers.  Providing more and better education for women reduced fertility 

rates and improved the health and education of children. 

 Latin American policies, by contrast, were tilted more heavily toward higher education, 

which was more beneficial to the rich.  Latin American wealth distribution also was more 

unequal, which caused the wealthy to have less interest in improving education for the poor.  

Economic policy likewise favored the wealthy and disadvantaged the poor.  And Latin American 

countries had a number of factors that suppressed the wages of low-income workers and limited 

the ability of these families to either educate their children or to break the self-sustaining cycles 

of poverty.  These included the higher number of children to educate because of high fertility 

rates; the poor quality of schools because of neglect by policymakers and fewer resources 

available because of slow growth; trickle-down economic and educational policies; low returns to 

low-skilled workers in agriculture and relatively few opportunities for women outside the home; 

low expected returns to families from schooling; and labor market discrimination against certain 

ethnic, racial and linguistic groups in parts of Latin America.45 

 Thus, in order to eliminate child labor, or at least to limit its negative effects, policy 

makers must combine this prohibition with antidiscrimination policies.  Moreover, these 

standards will be effective only if there are economic policies designed to promote equitable 

growth and high value added development policies.  Broader application of the freedom of 

association and collective bargaining standards could generate support for such policies by 

increasing workers’ participation in national and international economic policies. 

Conclusions 
 The rationales for labor standards are as valid in the global economy as they were within 

countries, though the absence of a world government creates serious enforcement problems and 

labor standards must be adapted to the realities of a more competitive and knowledge-intensive 
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global economy.  The conclusions from analyses by John R. Commons and Sidney and Beatrice 

Webb find that standards must coincide with the scope of the market supports the need for 

international labor standards.  The arguments against international standards are essentially the 

same ones advanced against national standards by economists and by most business and financial 

interests.  These arguments are not likely to halt the international movement to include labor 

standards as components of the rules for the global economy, but they have served the useful 

purpose of causing labor rights advocates to be alert to the possible unintended negative 

consequences of adopting labor standards. 

 The absence of global government causes enforcement to be a major problem for 

international labor standards, as it always has been in domestic economies.  Enforcement 

problems are created by ideological and political opposition and resistance by many companies, 

as well as the challenge of adapting standards to diverse conditions.  These problems are 

mitigated by approaches that induce joint self regulation by workers and employers, reserving 

public enforcement resources for the most resistant situations.  The enforcement difficulty is the 

most valid criticism raised by opponents.  Those who support labor standards must therefore 

continue to carefully construct enforcement processes that will respect the legitimate concerns of 

all interests.  This will require learning from experience as well as discussion, study and debate 

about the most effective approaches.  It is fairly predictable that free markets complemented by 

freedom of association and democratic processes are the best ways to resolve differences and 

develop policies that reflect the legitimate interests of the parties and society.  Enforcement also 

requires a judicious mixture of carrots, sticks, transparency and public exposure. 

 All sides of the labor standards debate can benefit from the NAS’s active involvement, 

especially in exploring the links between labor standards and very important human capital 

development policies.  In contentious areas like this, careful, objective analyses can play 

important clarifying and mediating roles. 
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 This paper concentrated on the core labor standards embodied in the 1998 ILO 

Declaration of Fundamental Rights at Work, which are applicable to all ILO member countries, 

including the United States, which enthusiastically supported the Declaration even though it has 

ratified only two (forced and child labor) of the relevant conventions.  It would be possible, of 

course, to expand the linkages to such other standards as safety and health or minimum wages, 

but the core standards are most important and have significant linkages with each other and with 

human capital development processes.  It is especially important to note that particular standards 

are less effective standing alone and that combinations of standards must be considered in 

conjunction with other policies, which can themselves be more effective if labor standards are in 

force. 

 For example, child labor prohibitions require policies to provide quality education to the 

affected children and higher incomes to parents; these, in turn, require policies to combat 

discrimination and poverty and achieve a more equitable sharing of the benefits of the economy 

and the costs of adjustment and change.  These high-road policies, as well as the specific 

programs, are more likely to be adopted when workers have freedom of association and the 

effective right to collective bargaining, which can promote democratic institutions, more effective 

labor relations, structural adjustment and job training programs, and national and international 

economic policies to promote high value added strategies that increase the demand for human 

capital and reduce poverty and inequality. 
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