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Trade unions and collective bargaining – 

 the end of an era?  
 

Main tasks 

 Explain the logic of trade unions and collective 

bargaining 

 Chart the decline in trade union density along with 

the coverage and scope of collective bargaining 

 Review the main challenges to trade unions and 

collective bargaining  

 Discuss future prospects for trade unions and 

collective bargaining 
 

Summary 

Almost invariably, trade unions and professional associations have 

emerged as a countervailing power to that of the employer. Although 

not always the main instigator of collective bargaining, this is the 

process with which they have become most associated: collective 

bargaining („joint regulation‟) made it possible for them to represent 

employees‟ interests in both fixing and administering the main terms 

and conditions of the employment relationship. In many cases, 

however, it was not just because of the „collective „goods‟ or, indeed, 

the „selective‟ incentives that many offered that trade union 

membership achieved very high levels. Also important was „social 

custom‟ – the widespread belief throughout society that membership 

was a duty and an obligation. Since the 1980s, however, both 

considerations appear to be waning in influence. There has been a 

decline in trade union density in most major countries, albeit the 

degree is very different between private sector and public sector and 

from occupation to occupation. There has also been a decline in the 

employee coverage of collective bargaining, although not as universal 

as that in trade union density, along with the scope of its subject 
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matter. A number of changes in the composition of employment help 

to account for these developments – the shift from manufacturing to 

services, the reduction in the size of workplaces, the increasing 

feminisation of the workforce and the growth of part-time working - 

but they are not as important as popularly believed. Arguably, the 

main explanation is that employers no longer see the benefits in 

collective bargaining that they used to. Considerations here include 

the very significant competitive pressures to maximise performance, 

meaning they can no longer compromise in way they used too; the 

adoption of non-accommodating monetary regimes reducing the scope 

for wage increases; „juridification‟ and the encouragement of more 

consistency in management‟s approach; and important ideological 

considerations such as‟ neo-liberalism‟s‟ dominance of national level 

policy making and „marketisation‟ at company level resulting in 

greater „fragmentation‟ of employment. Looking to the future, the 

prospects for most trade unions and collective bargaining look pretty 

bleak. None of the models proposed for trade unions („service‟, 

„partnership‟, „campaigning‟ and „organising‟) appears to be able to 

engender the mixture of „movement‟ and „organisation‟ that trade 

unions have traditionally been able to rely on. Arguably, the prospects 

for trade unions and collective bargaining will very much depend on 

the decisions of policy makers and the extent to which they value their 

contribution in upholding social justice and offering an alternative to 

legal enactment.  

 

The logic of trade unions and collective bargaining  

Countervailing power  

Trade unions have been a universal response to the asymmetry or 

inequality of power in the employment relationship. In Flanders 

much-quoted words, trade unions have „two faces, sword of justice 

and vested interest‟
1
. They are a „vested interest‟ in as much as their 

immediate concern is with the particular interest of their members. 

They are a „sword of justice‟ because, in offering protection to 

individual employees by limiting the arbitrary use of managerial 

power and lessening the dependences of workers on market 

fluctuations, they promote democratic involvement and a strong sense 

of idealism and social purpose. It is for these reasons that the right to 

form and join trade unions has been more or less universally enshrined 
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in legal codes in many countries and in the United Nations‟ 

„Declaration of Human Rights‟.  

In seeking to fulfil their purpose, trade unions have come to be 

associated with three main types of activities. First are the activities 

that trade unions undertake unilaterally in support of their members‟ 

interests. Typically, trade unions have offered a range of mutual 

insurance benefits for their members; those organised around a craft or 

profession have usually been in a position to exert considerable 

influence over their members‟ employment relationship via codes of 

conduct or extended periods of „apprenticeship‟. Second is the 

collective bargaining that they undertake jointly with employers, more 

of which below. Third, as is also explained below, is the 

representation of their member‟s interests to government with a view 

to securing legal rights.                                                                                                                                                                                                                                                

Trade unions come in many shapes and sizes. At first sight, 

especially in the UK, trade union structure, i.e. the coverage by 

occupation and sector, appears to be a „hotch-potch‟. But there is a 

logic, which reflects the balance between the three sets of activities. In 

an initial phase, craft societies grew up based on highly skilled 

occupations such as those in the printing and engineering trades. Very 

often their control of the supply of labour, together with mutual 

insurance provisions, made it possible for them to set levels of pay 

and conditions more or less unilaterally – in the event of employers 

failing to meet their demands, the craft societies would deny the 

employers labour, using their mutual insurance funds as a form of 

strike pay. A second phase saw the emergence of semi and unskilled 

workers in large numbers in manufacturing industries such as 

engineering, shipbuilding and steel, along with utilities such as gas 

and water. In some cases, the craft societies absorbed them. In most, 

however, these groups were largely left to establish their own industry 

organisations or more general ones that recruited members across 

different industries – transport workers were often the link. In this 

case, rather than unilateral regulation, collective bargaining and legal 

enactment were the priorities. In a third wave, employees in the public 

sector increasingly unionised, along with white collar workers more 

generally. Like the craft societies in printing and engineering, skilled 

workers organised around the occupation, while semi and unskilled 

workers established dedicated public sector groupings or threw their 
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lot in with the general unions. In countries such as the UK a process of 

merger and amalgamation throughout helps to explain the patch work 

that is to be found today. 

Issues of identity were also closely related. As Hyman has neatly 

summarised, „three main identities either struggled for supremacy or 

else co-existed‟ depending of the specific national context in which 

they emerged
2
,. The first viewed unions as „interest organisations with 

exclusively labour market functions‟ – „pure and simple unionism‟ in 

the words of Samuel Gompers, who was one of the architects of the 

AFL-CIO in the USA. The second treated them as „vehicles for raising 

workers‟ status more generally and hence advancing social justice‟. 

The third regarded them as “schools of war‟ in a struggle between 

capital and labour‟. In practice, as well as reflecting the balance 

between collective bargaining and legal enactment, the differences 

manifested themselves in other notable ways: for example, the 

relationship with political parties and the use of the strike – a trial of 

strength with employers as against a much more symbolic public 

demonstration. 

Thus, trade unions in the USA have usually been associated with 

the „pure and simple unionism‟ or „business unionism‟: priority was 

given to collective bargaining and, while laying claim to be raising 

workers‟ status, there was a reluctance to be overly identified with any 

one political party. In the middle might be located trade unions in 

Germany, Netherlands and the UK – in each case, trade unions had 

strong links with political parties on the left (indeed, in the UK, it the 

trade unions who played a critical role in forming the Labour Party), 

but collective bargaining was of equal, if not greater priority, to legal 

action. At the other extreme were the trade unions in the Latin 

countries (France, Italy and Spain). Here the major general 

confederations that emerged have been associated with Communist 

parties and political action, in the form of political exchange involving 

the state, with legal enactment tending to be given priority over 

collective bargaining. Indeed, as Chapter 5 has already indicated, in 

France in particular, their reluctance to reach collective agreements 

was a symbolic act designed to deny management its legitimacy. 

The ability of trade unions to achieve their objectives is critically 

dependent on the power resources available. Trade unions have been 

described as a mixture of „movement‟ and „organisation‟: they need 

group identity that binds them together and ideology that promotes 
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collective action, the first for their vitality and the second for their 

power‟
3
. Also fundamentally important is the structural position in 

which they operate. Thus, some groups are much more difficult to 

substitute than others. This is especially so where the members have 

been able to achieve a measure of control over entry to the occupation 

or profession – historically, this often took the form of the „closed 

shop‟; more recently, „occupational licensing‟ is having a similar 

effect
4
. Equally, trade union power depends on the product market in 

which its members are involved. The ability of employer to concede 

varies considerably, reflecting the nature and extent of product market 

competition.  

Crucial too is the extent to which society and the state legitimise 

trade union activities as fulfilling a critical role in society – indeed, 

some commentators contrast the „coercive‟ power that reflects trade 

unions‟ structural position with the „legitimacy‟ power that is 

bestowed by the wider society
5
. Especially important here is the issue 

of recognition. Like those in the USA, trades unions in the UK suffer 

from the fact that the recognition process is workplace-based. In 

effect, this presents trade unions with a „catch 22‟ situation: they have 

to have members before they can reach collective agreements; but it is 

difficult to recruit members unless they can show the benefits of 

collective agreements that are available. By contrast in the continental 

European countries, where recognition is nationally or sectorally 

based, trade unions are under nothing like the same pressures. The 

role that such recognition gives them in social dialogue and other tri-

partite arrangements also helps to fuel the „social custom‟ argument 

for trade union membership discussed below.  

Trade union membership is also affected by access rights to the 

workplace
6
. Thus trade union membership remains relatively high in 

countries with substantial and longstanding access rights, e.g. Sweden 

and Belgium. By contrast, in countries where trade unions have few if 

any such rights, e.g. France, the UK and the USA, trade union density 

is below average and there has been greater membership loss.  

 

Joint regulation 

Almost everywhere, the growth of trade unions and collective 

bargaining was very much related. Indeed, it is with collective 

bargaining that trade unions have come to be closely identified. In key 
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respects, however, the term is a misnomer. As Flanders
7
 emphasised 

many years ago, collective bargaining is not the collective equivalent 

of individual bargaining in the way that the Webbs implied in their 

pioneering work
8
. Collective bargaining certainly deals with 

distributive issues, as Chapter 5 has emphasised, but trade unions are 

not „labour cartels‟. They also do not limit themselves to regulating 

the price of labour, but issues such as discipline and dismissal, 

promotion, and training, together with the promotion of a rule of law. 

„Stated in the simplest possible terms these rules provide protection, a 

shield, for their members. And they protect not only there material 

standards of living, but equally their security, status and self-respect; 

in short their dignity as human being‟
9
. Collective bargaining, in other 

words, was „an institution feeing labour from being too much at the 

mercy of the market‟
10

; it also helped to prevent favouritism, 

nepotism, victimisation and arbitrary discrimination.   

 A collective agreement … though it is frequently called a 

collective bargain and in some countries where it has legal force a 

collective contract, does not commit anyone to buy or sell labour. 

It does something quite different. It is meant to ensure that when 

labour is bought and sold … its price and the other terms of the 

transaction will accord with the provisions of the agreement. 

These provisions are in fact a body of rules intended to regulate 

among other things the terms of employment contracts. Thus 

collective bargaining is itself essentially a rule making process, 

and this is a feature which had no proper counterpart in individual 

bargaining
11

. 

Seen from this perspective, one of the things that collective 

bargaining brings is the opportunity for employee „voice‟ not only in 

the making of the rules but also their administration. From this 

involvement comes ownership and from ownership a measure of 

commitment. Not for nothing did many of the pioneers of employment 

relations study in the UK and the USA talk about „private systems of 

governance‟, „‟industrial jurisprudence, „industrial self-government‟, 

„secondary systems of „industrial citizenship‟, „industrial democracy‟ 

and the like
12

. In Dunlop‟s words, „a great deal of the complexity and 

beauty of collective bargaining involves the process of compromise 

and assessment of priorities within each side‟
13

. Arguably, it is for 

these reasons that collective bargaining came to be seen as a basic 
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ingredient of a democratic society and a major building block of the 

EU „social model‟.  

Self-evidently, the coming of trade unions was the catalyst for the 

development of collective bargaining. To understand why it developed 

and more recently declined, however, it is also necessary to taken into 

account the role of employers and government. Surprising as it may 

seem, in the initial phase the UK in industries such as printing and 

engineering, it was very often employers who were in the vanguard. 

The multi-employer bargaining for which they were largely 

responsible brought two main benefits. It not only provided a degree 

of „market‟ control by putting a floor under competition on wages and 

working time. It was also important in maintaining their „managerial‟ 

control: it pooled their strength vis-à-vis organised labour, enabling 

them to counter trade union „whipsawing‟ tactics with the threat of 

lock-outs that raised the costs of industrial action considerably; and it 

helped to neutralise the workplace from trade union activities by 

exhausting or setting limits to the scope for negotiation there. 

Collective bargaining, in other words, involved a form of mutual 

recognition in which management‟s right to manage was implicitly – 

and in some cases such as the engineering and metalworking 

industries in Sweden and the UK - explicitly recognised.  

Trade unions also helped in the performance of a number of 

management tasks. One is an „agency‟ function, which is especially 

important where there is a large number of employees undertaking the 

same or similar tasks: managers escape the time-consuming and costly 

process of dealing with employees individually and avoid the 

inconsistencies in treatment that can so easily arise. A second is that 

trade unions „voice‟ employee grievances and complaints.  Henry 

Mond, who was one of the architects of ICI, the giant chemical 

company in the UK, put it like this: „the trade unions are extremely 

useful to us in bringing to our notice matters that we should not 

otherwise be aware of‟
14

. A third is that trade unions help to manage 

discontent by legitimising disciplinary procedures and the like. 

In many countries, government was also very active. As Chapter 4 

highlighted, Governments saw collective bargaining as a means of 

institutionalising and containing industrial conflict, along with 

delivering other key policy goals, ranging from employment standards 

to price control. Crucially, collective bargaining offered an alternative 
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to statutory intervention. The state could encourage a form of self 

regulation and avoid imposing particular distributive outcomes. In the 

language of legal discourse, the law could be „reflexive‟ and 

„procedural‟
15

.  

The influence of employers and government is reflected in the 

structure of collective bargaining and, in particular, its level. Thus 

collective bargaining can be single-employer or multi-employer; 

single-employer bargaining can also be single or multi-establishment 

and multi-employer bargaining single-industry or multi-industry. In 

terms of agents, it can be restricted to trade unions or extended to 

cover other collective forms of employee representation including 

works councils or even work groups. In terms of subject, it can 

emphasise matters of substance or procedure. In terms of activity, it 

can be viewed as a rule making process leading to employment 

regulation or as a negotiating process, whose logic is as much about 

shaping on-going relationships as it is about resolving particular 

issues. As Chapter 5 explained, collective bargaining also involves a 

„vertical‟ as well as „horizontal‟ collective action problem: the parties 

have to reach some accommodation among themselves (the „vertical‟ 

dimension) before they are able to deal effectively with the other (the 

„horizontal‟ dimension). 

 

Three decades of decline 

In discussions of trade union membership, two main types of 

explanation are offered for why workers join trade unions
16

. The first 

turns on the benefits or incentives that membership brings. At first 

sight, these seem hardly problematic. Collective bargaining brings 

higher wages, shorter working time and better working conditions. 

The problem is that these have come to be regarded as collective or 

public goods. Because employers often do not make a distinction 

between union and non-union members, the individual employee has 

little incentive to join a union - he/she can save the membership fee 

and still enjoy the collectively agreed minimum standards.  

To solve this so-called „free-rider‟ problem, it is argued, selective 

incentives are needed in the form of private goods and/or services for 

union members only. Thus, in some countries, a general form of 

selective incentive is to be found in the operation of insurance 

schemes. This is seen to be especially important in the countries where 
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the so-called „Ghent‟ system operates (i.e. Belgium, Denmark, Finland 

and Sweden). Unemployment insurance is compulsory and controlled 

by the state, but the unions participate in its administration. In 

principle, every worker is welcome to join the insurance system 

without joining a union. However, insurance is often connected with 

union membership for two reasons: Unions can make it difficult for 

nonmembers to obtain unemployment insurance and control, or 

greatly influence, what is considered a „suitable job‟. Thus, 

individuals choose membership to gain better insurance conditions. 

The other type of explanation for trade union membership 

emphasises the role of „social custom‟. Selective incentives are 

unnecessary, it is argued, if belonging to a union provides „reputation 

gains‟
17

. If workers directly derive utility from belonging to a union 

and not being an outsider, they are assumed to be more prepared to 

join a union if others also join. If a union achieves a critical minimum 

density and thereby assures that the „reputation effect‟ works, a union 

can exist despite the „free-rider‟ problem. The problem is that the 

argument also works in reverse: the range of „selective benefits‟ that 

can be offered is limited and in times of „individualism trade union 

cannot rely on „social custom‟. In Simms and Charlwood‟s words, it is 

now „even more difficult than in earlier periods to identify, construct 

and promote a single coherent set of collective interests among 

workers‟
18

.  

 
Trade union density 

Visser offers the most authoritative overview
19

. Table 9.1 gives his 

details of trade union density, i.e. the proportion of the workforce in a 

trade union which is eligible, for the same selected countries that 

featured in the Appendix. The first point to note is that there is a very 

large variation - trade union membership as a proportion of the 

workforce is very high in Sweden and very low in France and the 

USA. Germany, the Netherlands and the UK occupy the middle 

ground - with just more than one-fifth of the working population in 

membership. The second point is that, having increased in the 1960s 

and 1970s - it reached 56 per cent in UK in 1979 - trade union density 

has declined considerably in five of the six countries. Indeed, each 

decade has been progressively worse from the trade union point of 

view. The one country in Table 9.1 not experiencing a decline is 
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Sweden - the only country in the selection in the Appendix in which 

trade unions are involved in a Ghent-type system of social insurance. 

But even in Sweden there has been a decline since 2005
20

. 

As Table 9.2 suggests, a more complicated pattern lies behind the 

overall figures. Trade union membership patterns largely reflect the 

structural features of the sector, workplace and the worker‟s 

employment status rather than personal characteristics. For example, 

in the UK and Sweden, the overall female unionisation rate is equal 

with or even higher than the male. At the same time, however, the 

unionisation of part-time workers, the majority of whom are female, is 

lower. The same is true of temporary or casual workers. Clearly, too, 

the decline in unionisation is concentrated very strongly in the private 

sector. In every one of the countries, unionisation in the public sector 

is considerably higher than in the private. In the USA, for example, 

density in the public sector is more than four times what it is in the 

private; in France and the UK, it is around three times. Also clear is 

that, within the private sector, although declining, density in 

manufacturing is higher than in services. In every case, it will be seen 

from Table 9.2, there are several percentage points‟ difference 

between the rates in the overall private sector and manufacturing. 

 

Collective bargaining coverage 

As the final row in Table 9.2 suggests, the differences between the 

single and multi-employer countries are especially marked in the case 

of the proportion of the workface covered by collective agreements. In 

the single-employer countries, shifts in trade union density almost 

automatically translate into collective bargaining coverage reflecting 

the fact that the agreement is only workplace or company-wide. The 

result is that collective bargaining coverage is only slightly above 

union membership in the USA and, with a wider margin, the UK.  

In the multi-employer countries, collective bargaining coverage is 

much less sensitive to changes in trade union density. The extreme 

case is France. Trade union density is very low, but collective 

bargaining almost universal. This is because of the overall role and 

status of collective agreements as both legally enforceable contracts 

and codes. Indeed, such is their status that, in countries such as 

France, Germany and the Netherlands, the provisions of multi-

agreement are extended to firms in the sector regardless of the 
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presence of trade union members among their employees. These 

factors tend to lower the opposition of employers against unions, as all 

share the same costs inflicted by unions (as well as benefits from 

union cooperation)
21

. Even so, things have not been standing still in 

the countries where multi-employer bargaining is the dominant 

pattern. Three main types of development have been taking place that 

threaten the long-term viability of collective bargaining. 

‘Fraying at the edges’. In some countries, multi-employer agreements 

are shrinking in their coverage of firms within a sector. This is 

especially evident in Germany. In the key metalworking sector, the 

membership density of Gesamtmetall, the employers‟ association, has 

declined steadily since 1980, when it stood at 58 per cent, to 44 per 

cent in the western part of the country in 1993 and 34 per cent in 

1998. In the eastern part of the country, it stood at only 17 per cent in 

1998, having fallen from 35 per cent in 1993
22

. The decline in the 

proportion of the metalworking workforce employed in member 

companies has, however, been slower and between 1993 and 1998 

levelled out, leading Hassel to conclude that „big companies tend to 

remain members of the employers‟ associations while small 

companies tend to resign‟
23

.  

‘Decentralisation’. As Chapter 5 explained, the agenda of collective 

bargaining has increasingly become oriented towards questions of 

competitiveness, adaptability and employment reflecting a shift from a 

process that was essentially „productivity-oriented‟ to one this 

„competition-oriented‟
24

. The main effect is that more and more issues 

are being decentralised for company or workplace determination, 

reflecting the „development of a „different paradigm” of industrial 

relations‟
25

. As Chapter 5 also pointed out, company-level 

negotiations dealing with restructuring, so-called „pacts for 

employment and competitiveness‟, became almost universal across 

EU countries in the 1990s. 

‘Hollowing out’. A number of devices have been used to introduce 

scope for company level variation within the framework of sector 

agreements raising concerns about their long term viability
26

. These 

vary in the degree of the „softness‟ introduced into the multi-employer 

agreement, Basically, this means two things: first, the extent to which 

they are consistent with the principle of universal standards that sector 
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agreements have traditionally promulgated; and, second, the extent to 

which the regulation provided is „complete‟, i.e. prescribes the 

parameters of local outcomes. A rough continuum is apparent in the 

degree of „softness‟ introduced into sector agreements under these 

different mechanisms, with complete opening clauses and framework 

agreements at one end and incomplete frameworks and specifying 

minimum standards at the other. The further towards the „softer‟ end 

of this continuum, the more the substantive content of sector 

agreements tends to become „hollowed-out‟ and the more they assume 

a procedural character.  

Thus, some forms of organised decentralisation, such as 

„hardship‟ and „opt-out‟ clauses, expressly provide for derogation 

from the universal standard, the credibility of which is potentially 

undermined. Examples of hardship clauses where the employer is able 

to pay less than the collectively agreed rate under special economic 

circumstances are to be found in construction and metalworking in 

eastern Germany and chemicals in the west. Opening clauses 

permitting derogation from the universal standard include those in 

Austria (metalworking) and Germany (banking, chemicals and 

metalworking) whereby companies can make local agreements on 

short-term working time reduction below the normal weekly level 

with no wage compensation, but with a guarantee of employment 

security for the term of the reduction.  

Developments in the Netherlands also suggest that the company-

level is far from being the end-point of the decentralisation process. In 

1999, the Foundation of Labour (the joint body responsible for 

advising the government on socio-economic decision making) reached 

an agreement promoting „tailored employment conditions‟. Referred 

to as a „multiple-choice model‟, the understanding encourages 

negotiators at lower levels to introduce, within the framework of the 

collective agreement, scope for greater individual choice with regard 

to certain employment conditions. There might be a trade-off, for 

example, between 'time and money' or current and deferred 

remuneration. By mid-2001, fourteen sectors had concluded 

agreements containing such à la carte arrangements and a further 

fourteen had commissioned exploratory studies. Individual companies 

concluding such agreements included ABN-AMRO and Philips.  
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Collective bargaining under pressure 

It is important to emphasise that the initial compromise between 

employers and trade unions, usually facilitated by the state, was just 

that – a compromise contingent on circumstances. It never created a 

„perfect equilibrium‟. While trade unions and employers might have 

had a common interest in achieving a measure of „market‟ regulation, 

their positions on the implications of collective bargaining for 

„managerial‟ regulation always differed. As the previous chapter 

observed, for trade unions, the collective agreement was the beginning 

of the process of seeking influence over the employment relationship; 

for employers it was the end – „neutralisation‟ of the workplace 

involved helped to uphold managerial prerogative.  

For several decades after the historical compromises, it was trade 

unions which pushed for a greater role for workplace negotiations, 

with management resisting. In recent years, there has been a role 

reversal. Management, above all in large MNCs, has been the main 

proponent of decentralisation while trade unions have sought to 

maintain the status quo.  

 
Factors in decline  

Chapter 7 discussed a number of explanations for the decline in 

strikes. Accounting for the decline in trade union density and 

collective bargaining involves a rehearsal of these. The difference, 

however, is that the quantitative data available about trade union 

membership are more robust that those dealing with strikes. 

Changing employment structure. In discussions of the widespread 

decline in trade union membership, much attention focuses on the 

changing patterns of employment - in particular, the decline of 

manufacturing and the growth of services, the increasing feminisation 

of the workforce, the growth of part-time and agency working and so 

on
27

. It is known as the „compositional argument‟
28

. Historically, trade 

unions were primarily the product of the collective organisation of 

male full time workers in industries such as docks, metalworking, 

mining, printing and the railways. Crucially, they were rooted in 

„occupational communities‟ helping to explain a strong sense of 

solidarity. Collective interests and identities did not have to be 

constructed – they „existed‟. Arguably, the decline in such sectors and 



Trade unions and collective bargaining – the end of an era? 

277 

 

their displacement by the burgeoning service industries has had 

considerable structural and attitudinal implications. Structurally, 

organising part time workers or those in small scattered workplaces is 

much more difficult than organising miners. Attitudes come into play 

in terms of what is expected of the union and its members. For manual 

workers in the traditional industries, it was a matter of „one for all and 

all for one‟ – there really was no alternative. For many white collar 

workers in the service sectors, however, the possibilities of individual 

careers mean that collective action does not necessarily come 

automatically. Similarly, the willingness to become involved in the 

union‟s activities and readiness to follow its advice or instructions in 

face of appeals form other sources is more of an individual 

calculation. Perhaps most importantly, the demise of the strong union 

bastions rooted in their occupational communities has undermined the 

strength of „social custom‟ in the trade union membership decision. 

Certainly their loss means that there few demonstration effects of 

trade unions in action resulting in „diminishing mobility potential‟
29

. 

Changes in employment structure are by no means the whole 

story, however. In the case of trade union membership, in particular, 

there is growing evidence to suggest that the direct „compositional 

effects‟ are not as important as it was thought. It is in the UK that the 

most exhaustive analysis has been possible, reflecting the availability 

of the representative WERS data. On the basis of these, it has been 

estimated that only around a third of the 28 percentage-point decline 

in trade union recognition is attributable to changes in workplace 

characteristics
30

. Similarly, only one-tenth of the decline in the 

incidence of collective bargaining in the private sector is due to 

compositional change. In the words of the authors of the most recent 

analysis, „We can confidently reject the notion that compositional 

change in the economy has played a major part in diminishing the role 

of collective bargaining‟
31

. Rather it was a matter of employers 

turning their backs on trade unions – preferring to „go‟ or „remain‟ 

non-union or to reduce the range of issues for which recognition is 

effective.  

 

Cyclical factors. The levels of inflation and unemployment, 

sometimes labeled „cyclical‟ factors, also play a role. Historically, low 

levels of inflation and high levels of unemployment have been deemed 

to have a negative effect on trade union density: the first reduces the 
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incentive to join, while the latter is believed to encourage employer 

resistance. This is especially so if unemployment insurance is 

mandatory and administered by the government. By the same token, 

rising consumer prices threaten employees‟ standard of living 

encouraging them join trade unions in order to defend their real 

wages. Low unemployment is also believed to strengthen trade 

unions‟ ability to win concessions and so make them more attractive
32

. 

Certainly the non-accommodating monetary regimes discussed in 

Chapter 5 have had the effect of producing relatively low levels of 

inflation and similarly low pay settlements in recent years. The 

association between levels of unemployment and trade union density, 

however, seems to be less strong that used to be the case. In the UK, 

for example, unemployment was falling throughout much of the 1990s 

and early years of the new millennium and yet trade union 

membership continued to decline. 

Intensifying competition. A third set of factors reflects increasing 

competition. There has long been recognised to be a close association 

between developments in collective bargaining and the nature and 

extent of the product market competition that companies experience – 

indeed, Commons drew attention to it more than a century ago in 

showing how the level of collective bargaining in shoe making went 

from local to district to national in line with the spread of the product 

market
33

. Thus, as the previous section indicated, a major factor in the 

development of collective bargaining was its ability to take wages out 

of competition. In recent years, however, the nature and extent of 

competition has changed dramatically, spreading beyond the 

boundaries of the national state with which collective bargaining had 

come to be associated. Especially important is the rise of first 

Japanese, and then Chinese manufacturers, the collapse of the former 

USSR and the incorporation of Bulgaria, the Czech Republic, Poland, 

Hungary, Romania and others into the EU, offering alternative 

locations for investment. Compounding matters is that the increasing 

liberalisation of trade, both global through the WTO and regional as 

the result of the EU‟s „single market‟, means that it much more 

difficult for governments to intervene to protect employment.  

The underlying proposition is set out in the work of Reder and 

Ulman. In their words, „union organisation or its span of control must 

be at least as broad as the product market. Otherwise, non-unionised 
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firms would be able to sell goods for lower prices than unionised 

firms, resulting in loss of union jobs and declining membership‟
34

. On 

the basis of US experience, they argue that the organisational decline 

of unions may occur under either of two conditions.  

First, when product markets become spatially extended or 

further integrated, unless (their emphasis) union organisation 

expands with the market, or union decision making becomes 

more centralised. Second, when organisation shrinks within 

existing market boundaries, unless (their emphasis) negotiated 

wage increases cause non-union workers to join unions or 

regulations or other arrangements bar non-union entry or 

operation
35

. 

The ability of trade unions to take various terms of employment 

out of competition within national borders also depends on the 

framework of public policy. States can provide some protection 

against external competition by tariff and non-tariff barriers. Where 

there are floating exchange rates, they can also devalue the currency. 

Under developments such as the EU‟s Economic and Monetary 

Union, however, the capacity to maintain barriers and to devalue 

disappears. The combined effects of EU economic integration 

therefore weaken considerably national trade unions‟ ability to 

influence terms of employment. The challenge they pose to trade 

unions throughout the EU is rather chilling: 

The elimination or attenuation of this power could beset European 

unions with the same dilemma US unions have faced: either to 

create more highly centralised structures able to cope with unified 

markets (as US unions were able to do in the nineteenth century 

and again in the 1930s) or, lacking that capability, to suffer 

decentralisation and organisational loss (as happened to US 

unions in the 1970s and 1980s under the impact of legal 

deregulation and intensified international competition)
36

. 

The point is that intensifying competition means that employers 

find many of the provisions of collective agreements increasingly 

restrictive - for example, those dealing with hours of work may make 

it difficult to extend working time. The level of wages may higher 

than they would otherwise be - the so- called union „mark-up‟ has 

been declining. Managers can find also find it frustrating to have to 
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consult and negotiate in times of continuous change. Crucially, 

intensifying competition means that there are much smaller „rents‟ for 

employers to share with trade unions in the form of higher levels of 

wages. In the words of the major study of decline that draws on the 

UK‟s Workplace Employment Relations Survey, 

Over our quarter century, collective bargaining has retreated 

fastest in those workplaces that, relative to others, were in product 

markets with particular competitive characteristics. Their 

workplaces faced more geographically local competition. Their 

industries had lower profit levels. And their industries faced a 

relative worsening of profitability. The growth of collective 

bargaining in the twentieth century had been nurtured by 

imperfect competition. Tightening product market competition 

suffocated it
37

. 

Privatisation has also been „major contributor‟ to the decline of 

collective bargaining
38

. Many former state enterprises continue to 

enjoy a natural monopoly. But others do not and these hitherto 

sheltered industries have found themselves exposed to increased 

product market competition.  

Adding to the competitive pressures have been developments in 

capital markets. The liberalisation and deregulation of capital markets 

in 1980s and 1990s have put greater emphasis on company financial 

performance. As the previous chapter explained, the emergence of 

more active and aggressive investors such as hedge funds, private 

equity groups and sovereign wealth funds is especially important here. 

Coupled with the greater availability of capital to finance merger and 

acquisition activity, more and more emphasis has shifted onto 

financial results in the form of returns on investment regardless of 

product or sector. A key consequence of what has come to be known 

as „financialisation‟ has been to intensify the pressure on managers to 

increase returns to shareholders. 

‘Juridification’. Although much more difficult to quantify, another 

relevant factor is the process of „juridification‟ discussed in earlier 

chapters. In the UK, most attention has focused on legislation 

introduced between 1980 and 1993 designed to curtail trade union 

activity - it ranged from the outlawing of the closed shop, to a ban on 

picketing at other than the immediate place of work to statutory 
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balloting requirements for legally recognised industrial action. 

Arguably, however, as Chapter 7 suggested, it is the very considerable 

increase in individual rights that deserves most attention. For these 

have had two substantial effects: first, they have helped to soften the 

harsher features of the subordination intrinsic to managerial 

hierarchies; and, second, in requiring managers to introduce and 

follow set procedures for dealing with issues such as discipline, 

dismissal, and discrimination, they have helped to reduce the 

inconsistency (or „opportunism‟) of management behaviour that is so 

very often a major source of conflict. In short, „juridification‟ has 

encouraged a shift away from „collectivism‟ and towards 

„individualism‟ - the more individual employment rights there are, the 

weaker the case for trade unions and collective bargaining. In the 

words of Checchi and Lucifora, the legislative framework acts as a 

„substitute for union-provided protection‟
39

. 

 Ideological considerations. Recent years have also witnessed a very 

considerable undermining of the „legitimacy power‟ of trade unions 

and collective bargaining. In particular, the view that collective 

bargaining is a „public good‟ has come under challenge, its role in 

institutionalising and containing industrial conflict increasingly 

forgotten as the incidence of strikes has declined. Since the 1980s the 

„new ideological hegemony of neo-liberalism‟ in Europe has meant 

criticism of the both the goals and institutions associated with 

„political correction of market outcomes‟
40

. In as much as multi-

employer bargaining sets non-market wages, it is held to result in 

unemployment, thereby generating inequality in the labour market. 

Rather than being inclusive, too little wage differentiation favours 

'insiders' at the expense of 'outsiders'. The role of policy is to ensure 

that all individuals can hold their own equally in the market. The 

criticism is usually reinforced by contending that the political and 

institutional prerequisites for the kind of market-correcting behaviour 

associated with sector bargaining have largely disappeared with the 

changing structure of modern capitalism.  

Debates over the connections between bargaining structure and 

economic performance outlined in Chapter 2 are relevant too. A 

prevailing consensus developed amongst economic opinion that the 

relationship involved was non-linear 
41

. Highly centralised bargaining 

structures, such as those characterising the Nordic area at the time, 
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apparently performed better in terms of key economic outcomes, 

because the scope for externalising the wider economic effects of 

wage decisions is minimised, as did highly decentralised ones because 

they were disciplined by the market. The worst performing structures 

were those that were neither fully centralised nor decentralised, i.e. 

those based on the sector. Although this received economic wisdom 

has been subject to a thorough going re-appraisal by Traxler and his 

colleagues, who demonstrate the importance of the particular forms of 

bargaining co-ordination
42

, it continues to hold sway in many policy 

making circles.   

In countries such as the UK and USA, the influence of „neo-

liberalism‟ on policy making has meant that the emphasis is on 

markets and ensuring that they work effectively. To all intents and 

purposes,  this has meant the withdrawal of support for trade unions 

and collective bargaining, with a relatively limited role for 

government and low taxation. Almost invariably, proposals to 

improve matters lose out to the desire not to hamper employers‟ 

flexibility
43

. Crucially, too, there is a premium on macro-level target 

setting, along with the prioritisation of econometric data over other 

forms of evidence: qualitative issues do not easily lend themselves to 

this approach. In the other countries, „neo-liberalism‟ may have been 

rejected as an explicit statement of policy. Its impact has nonetheless 

been important. For example, the ability of governments to bail out 

business has been much curtailed by EU competition laws and the 

provisions of World Trade Agreements, both of which have been 

influenced by the „Washington consensus‟ referred to in the Preface.  

At company level, the influence of „neo-liberalism‟ is mirrored in 

„marketisation‟, i.e. the greater application of market principles to 

decision making. As Chapter 3 has explained, externally, there has 

been greater fragmentation of employment as the result of 

'competitive tendering', „market testing‟ and the subcontracting or 

outsourcing of activities previously undertaken in-house. Internally, as 

Chapter 8 described, 'markets‟ have been introduced, with different 

units being regarded as 'purchasers' and 'providers' trading products 

and services with one another.  

Also important are new ways of thinking associated with „human 

resource management‟ (HRM). HRM has been variously interpreted 

as encouraging a more strategic approach towards managing 
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employees and/or as more effectively utilising the workforce through 

new instruments of performance control. As the previous chapter 

mentioned, controversy continues to surround the „rhetoric‟ and 

„reality‟ of HRM, but definitions usually embrace a number of 

common elements: the view that employees are a strategic resource 

for achieving competitive advantage; emphasis on the coherence of 

personnel policies and their integration with business strategy; an 

approach to managing employees which is pro-active rather than 

reactive; and, perhaps above all, a shift in emphasis away from 

„collectivism‟ (management-trade union relations) towards 

„individualism‟ (management-employee relations) - helping to explain 

the stress on commitment of and exercise of initiative by individual 

employees; and elaboration of group and individual-based 

mechanisms of performance control.  

Such considerations have been especially important in the break 

up of multi-employer agreements in the finance sector not just in the 

UK, but also Denmark and the Netherlands. If employees really are 

crucial to securing competitive advantage, it becomes difficult to 

justify relinquishing control of wages and major conditions to an 

external agent, i.e. employers‟ organisations. As representatives of the 

Dutch trade unions explained to their colleagues from other countries, 

one consideration in the decision of the three major Dutch financial 

services groups, ABN-AMRO, ING and RABO, to withdraw from their 

sector agreements in banking and insurance in 1999 was a greater 

willingness to compete with one another in the labour market, 

undermining the principle of market regulation
44

.  

 

The dynamics of change 

It is not enough, however, simply to list the factors or, indeed, quote 

the econometric evidence of the links between trade union density, 

collective bargaining coverage and a range of variables. To understand 

what has been happening, it is also necessary to appreciate the 

dynamics of change. Take, for example, the very considerable 

reduction in the coverage of collective bargaining that took place in 

the UK between 1984 and 1998, along with a halving of trade union 

density. Very rarely was this a consequence of active and aggressive 

acts of derecognition. Rather it reflected a process of withering on the 

vine – in some cases, managers did not bother to recognise trade 
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unions in newly established workplaces; in others, the demise of the 

multi-employer agreement or the break-up of the company (multi-site) 

agreement similarly meant that some workplaces fell through the net. 

There was also a great deal of „implicit derecognition‟, i.e. a gradual 

reduction in the range and intensity of issues subject to negotiation – 

with the balance shifting in favour of consultation or communications. 

Increasingly, managers found that they could function perfectly 

adequately without trade unions
45

.  

Similarly, the „decentralisation‟ of collective bargaining and the 

„hollowing out‟ of multi-employer agreements in countries such as 

Germany and the Netherlands rarely reflected a deliberate strategy. 

Rather it was a consequence of the process involved. Employers have 

found it increasingly difficult to meet trade union aspirations for 

annual cost of living wage increases without any quid pro quo in the 

form of a reduction in labour costs and/or improved performance. The 

problem is that it is that it is difficult to do this on an industry basis, 

helping to explain the very considerable decentralisation to the 

company and workplace levels discussed in Chapter 5. Also many of 

the 'new' issues of flexibility etc that negotiators have to confront do 

not lend themselves to 'hard' regulation in the same way that wages 

and working time do.  

Complicating matters is the increasing difference of interest 

between large and smaller employers, many of which are in close (low 

cost) subcontracting relationships with one another. Larger companies 

increasingly operate within market segments whose horizons are 

international in scope, whereas for many SMEs, competition remains 

regionally or locally bounded. For larger companies, national, sector 

bargaining no longer provides a minimum substantive floor. Further, 

managers in these companies may be concerned to legitimate changes 

to practice amongst its own workforce by negotiating directly with 

company employee representatives. Conversely, smaller companies 

have less incentive and fewer resources to engage in company 

negotiations that trade off improvements in substantive terms and 

conditions in return for concessions in employment and working 

practices
46

.  
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Future prospects 

In considering the prospects for trade unions, a distinction has to be 

made between those that organise around a specific occupation or 

profession with a licence to practice and those that are more general in 

coverage. There is no reason to believe that the future of trade unions 

in the first group is in great doubt. Indeed, these are the ones whose 

membership has been growing. For the bulk of trade unions in the 

second group, however, the future looks much bleaker. If anything, 

the difficulties trade unions are experiencing in recruiting members, 

along with the pressures on collective bargaining, are likely to 

intensify. Conceivably, coupled with the worsening of the terms and 

conditions of employment, the austerity measure being introduced in 

many countries following the financial crisis could be a basis for the 

recruitment of new members
 47

. Equally, however, they could lead to 

further demoralisation, especially as trade unions are finding it 

difficult to link their role in the workplace with that in the wider 

society.  

There is no shortage of suggestions for what trade unions might 

do. The first, encapsulated in the „service‟ model, sees trade unions as 

providers of services – it takes us back to the „friendly societies‟ and 

„method of mutual insurance‟ of the Webbs, coupled with a 

representative role in individual disputes. The second relates to the 

discussion of „integrative bargaining‟ in Chapter 5 and might be 

described as the „partnership‟ model. As Chapter 5 suggested, such a 

model is applicable at workplace level in the form of „mutual gains 

bargaining‟ and at national level in the form of „social pacts‟. The 

third is the model of trade unions as populist „campaigning 

organisations‟ and involves a combination of social movement and 

interest organisation. The fourth is the „organising‟ model. Here the 

appeal is to workers‟ interests and the aim is to rebuild countervailing 

power through assertive organising tactics.  

The problem is that none of these possibilities appears to be able 

to engender the mixture of „movement‟ and „organisation‟ that trade 

unions have traditionally been able to rely on. Equally, combining the 

models, which is what many trade unions have been doing, does not 

seem to have the desired effect either. Similarly, a resort to merger 

and amalgamation is not helping as much as many advocates hoped - 

arguably, it means that too much time and energy is being spent on 
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internal administrative matters. Trade unions, it seems, face an 

increasingly hostile environment where they are „objects‟ rather than 

the „subjects‟ they used to be. Collective interests no longer „exist‟ – 

they have to be constructed. In trying to do this, in Sims and 

Charlwood‟s words, trade unions face „seemingly insurmountable 

challenges‟
48

. 

As for collective bargaining, further reductions in trade union 

membership may mean a decline in the coverage in the UK and the 

USA, but not necessarily so in countries such as Germany, France, the 

Netherlands and Sweden. This is above all true because of long-

standing differences in the legal status of multi-employer agreements. 

Whereas in the UK, multi-employer agreements were grounded in 

procedural rules and were voluntary „gentlemens‟ agreements‟, in 

Germany, France, the Netherlands and Sweden they are rooted in 

substantive rules and are legally-enforceable contracts and codes; in 

many cases, too, statutory provisions for trade union recognition are 

nationally-rather than workplace-based.  

Arguably, however, multi-employer bargaining is increasingly 

unlikely, except in rare situations, to take the form of the 

comprehensive contracts of old. The scope for company level 

negotiation is likely to be progressively widened as „organised 

decentralisation‟ is taken further and sector agreements increasingly 

become „framework‟ agreements, as many employers‟ organisations 

have argued. Another possibility is that twin-track arrangements 

emerge: large employers may abandon sector bargaining and establish 

their own company agreements, leaving the sector agreement to 

regulate the terms and conditions for medium- and small-sized 

companies. Also possible is what might be described as the „Irish‟ 

solution: in smaller countries sector bargaining finds itself squeezed 

between the national and the company level. In principle, a shift in 

emphasis from the national sector to the EU sector is also possible - in 

many respects, this would be wholly consistent with the historical 

trend in which collective bargaining follows the product market. The 

problem, however, is that for many companies the product market is 

not regional, e.g. EU-based, but global. Arguably, the most that can be 

hoped for beyond the national state is the kind of broad frameworks 

that a number of the larger MNCs have entered into. 
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The critical point to make is that, with further decline in trade 

unions‟ „structural‟ power, much will depend on the „legitimacy‟ 

power society bestows on them. If policy makers want trade unions 

and collective bargaining to continue to play an important role – and, 

as Chapter 2 has suggested, there are good grounds for them doing so 

– they will need to take appropriate action to secure their survival. For 

example, legislative initiatives could be tailored to ensure 

implementation by collective bargaining and/consultation. The same 

goes for minimum wage legislation. More could also be made of 

provisions for the legal extension of collective agreements. In any 

event, one thing seems clear. If policy makers carry on as if nothing is 

happening, decline is likely to continue by default.  
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Table 9.1 Trade Union density (%)   

 
Year EU France Germany Netherlands Sweden UK USA 

1970 

 

1980 

 

1990 

 

2000 

 

2005 

 

% 

change 

 

70-80 

 

80-90 

 

90-00 

 

70-05 

37.8 

 

39.7 

 

33.1 

 

27.3 

 

25.3 

 

 

 

 

1.9 

 

-6.7 

 

-6.7 

 

-12.5 

21.7 

 

18.3 

 

10.1 

 

8.2 

 

7.8 

 

 

 

 

-3.4 

 

-8.1 

 

-1.9 

 

-13.9 

32.0 

 

34.9 

 

31.2 

 

25.0 

 

19.9 

 

 

 

 

2.9 

 

-3.7 

 

-8.6 

 

-12.1 

36.5 

 

34.8 

 

24.3 

 

23.1 

 

19.8 

 

 

 

 

-1.7 

 

-10.4 

 

-2.0 

 

-16.7 

67.7 

 

78.0 

 

80.8 

 

79.1 

 

76.0 

 

 

 

 

10.3 

 

2.8 

 

-2.8 

 

8.3 

44.8 

 

50.7 

 

39.3 

 

29.7 

 

28.8 

 

 

 

 

5.9 

 

-11.4 

 

-10.0 

 

-16.0 

23.5 

 

19.5 

 

15.5 

 

12.8 

 

11.6 

 

 

 

 

-2.5 

 

-4.0 

 

-3.1 

 

-11.9 

 

 

 
For further details of notes and sources, see Vissser

49
 and European Commission

50
. 
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Table 9.2 Trade union density and collective bargaining (%) 
 

 France
 

Germany
 

Neths
 

Sweden
 

USA
 

UK
 

 

 2003 

 

1997 2001 1997 2004 2004 

Total 8.2 27.0 25.0 82.2 12.5 28.8 

       

Men 9.0 29.8 29.0 83.2 13.8 28.5 

Women 7.5 17.0 19.0 89.5 11.1 29.1 

16-24   11.0 45.0 4.7 9.7 

 

F/Time 

 

- 

 

- 

 

27.0 

 

90.0 

 

13.9 

 

31.5 

P/time - - 19.0 83.0 6.4 21.1 

Standard - - 26.0 - - 29.5 

Casual 

 

  10.0 - - 17.2 

Public 15.3 56.3 38.8 93.0 36.4 58.8 

Private 5.2 21.9 22.4 77.0 7.9 17.3 

Manufacturing 7.5
 

45.0 28.0 95.0 12.9 24.6 

 

Collective 

bargaining 

coverage 

 

95.0 

 

63.0 

 

82.0 

 

92.0 

 

13.8 

 

35.0 

 
For further details of notes and sources, see Vissser

51
. 
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Public policy – 

balancing flexibility and security? 

 
Main tasks 

 

 Explain why the state plays such a pivotal role in 

employment relations 

 

 Outline the changing agenda that policy makers have 

had to confront 

 

 Consider the challenge of ‘casino’ capitalism 

 

Summary 

Although the nature and extent of the state‟s role has differed from 

country to country, it has nonetheless been pivotal everywhere in 

shaping the governance framework of the employment relationship. 

Indeed, the state has come to assume the role of „guarantor of the 

employment relationship‟. Historically, the main common concern 

was with industrial conflict - the machinery for handling disputes 

continues to be an important function. A recognition of the asymmetry 

of power in the employment relationship, coupled with the growth of a 

substantial working class with the vote, led to the introduction of 

individual employment rights and legislative support for employee 

„voice‟ in the form of employee works councils and/or support for 

collective bargaining. From the 1980s the thrust of public policy 

changed reflecting intensifying international competition and the rise 

of „neo-liberalism‟. „Flexicurity‟ became the watchword. The need to 

guarantee employees a measure of security in terms of rights was to be 

offset by greater flexibility for employers in terms of hiring and firing, 

setting working time and bearing the costs of employment, leading to 

major changes in pension and social security arrangements as well as 
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legislation on the employment relationship. Also featuring has been 

legislation dealing with family friendly working – partly to achieve 

greater equality, but also partly to encourage greater participation by 

women in employment. More recently, it is the financial and 

economic crisis that has dominated. If this is intensifying pressure to 

achieve greater flexibility in the form of concessions to capital, it is 

also beginning to draw attention to the threat that the speculative 

behaviour associated with so-called „casino capitalism‟ poses to the 

traditional functions of the work organisation in the development of 

human and social capital. Most of the attention is focusing on putting 

in place a regulatory framework that puts the break on such behaviour 

– this involves legislation dealing with the banks and the activities of 

hedge funds and other alternative investment funds. Takeover 

provisions are also under scrutiny. It remains to be seen whether the 

crisis leads to more radical thinking that brings into play „stakeholder‟ 

arrangements or alternative forms of work organisation such as 

worker co-operatives.  

 

Introduction: theories of the state 

As previous chapters have pointed out, the role of the state in 

employment relations has differed considerably from one country to 

another. In France, for example, this role has been all-pervasive and 

legal enactment rather than collective bargaining the dominant 

process. In the UK, by contrast, the state until recently largely stayed 

out of the area – 'voluntarism', 'abstentionism' and „collective laissez-

faire‟ were the guiding principles. In part, to develop a point in 

Chapter 3, this is because of differences in the timing and pace of 

industrialisation and in part because of very different conceptions of 

the role of the state. Be that as it may, the role of the state has been 

pivotal in every country with activity in four main areas. The first, and 

most obvious, takes the form of legislation dealing directly with the 

employment relationship or amendments to it such as the activities of 

trade unions and collective bargaining. The second might be described 

as the field of „employment policy‟. Most governments have 

introduced measures to ensure employment training and skills. They 

have also funded employment exchanges - affecting the incentive to 

take employment and employment opportunities. The third is that of 

social protection. More or less encompassing measures have been 
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provided for dealing with the situation of those unable to work or no 

longer able to work – these include basic provision for illness, 

incapacity and old age. The fourth area is the overall legal and 

economic context within which employment takes place. Especially 

critical in the first instance is the legal framework of corporate 

governance. In the second, the nature and extent of fiscal and 

monetary policies stand out. Not to be forgotten either is that the state, 

in both its national and local forms, is a very large employer in its own 

right. Whether it likes it or not, the state is effectively responsible for 

setting standards across the broad swathe of employment relations 

policy and practice.  

If what states „do‟ is relatively transparent, the motivation for 

doing it is much more complicated. In the words of Heyes and Nolan, 

the role of the state is „one of the most complex and under analysed, 

across the social sciences‟
1
. Complicating matters is that it is not only 

the nation state that has to be considered. In the case of European 

countries, the development of the European Union means that there is 

a transnational dimension to be considered as well – the EU is not a 

„superstate‟ and yet is more than an inter-governmental organisation, 

with a not inconsiderable competence in employment relations. 

Historically, as Heyes and Nolan describe, two main schools of 

thought emerged, albeit with a number of variants. For many years, 

the „pluralist‟ perspective was dominant. Essentially, this sees power 

within society being dispersed between different organised interests 

groups, each of which has the opportunity to pressurise the state to 

advance its interests. From this point of view, the state is seen as being 

largely neutral - its job is to hold the ring and try to balance the 

interests with which it is confronted as best it can within an overall 

constraint of maintaining law and order. In the early days of capitalist 

development, this meant largely responding to the interests of 

employers. With industrialisation, the emergence of a working class, 

and universal suffrage, however, things became more complicated, 

with policy becoming a product of more or less recurrent bargaining 

with and between employers and trade unions.  

At first sight, the second school of thought appears fundamentally 

different. Its starting point is Marx's comment in The Communist 

Manifesto that the state is but the „executive committee for managing 

the common affairs of the whole bourgeoisie‟. Far from being neutral, 
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in other words, the state is very much on the side of capital and is so 

because the basis of society is the economy. As Marxist theoreticians 

have argued in later works, however, this does not necessarily mean 

that the state reflects the immediately expressed interests of capital or 

a particular group of capital. The state‟s „structural‟ position in 

capitalist society means that its overriding concern has to be the long-

run viability of a system of wage-labour relations rather than the 

interests of any one particular group - following Poulantzas, the state 

is said to enjoy 'relative autonomy'
2. 

The result is that the state can 

appear to assume the role of the power broker that it has in the 

pluralist perspective. 

More recently, with the domination of neo-liberal thinking, 

economists' viewpoints have gained sway. For economists, the 

„market‟ is very much the preferred form of governance, with the role 

of the state stripped to the „irreducible minimum‟
3
. State intervention 

takes place (and, by implication, should only take place) in two main 

types of situation: first, where markets are deemed to be imperfect on 

account of natural monopoly; and, second, where markets lead to 

externalities, i.e. knock-on effects that create burdens for the wider 

society. Only in these cases is state intervention justified - in the first 

instance, to avoid the harmful effects of exercise of monopoly power 

by either employers or employees; in the second, to ensure that 

employers do not pass on unreasonable costs of their operations to 

society as a whole.  

Arguably, all three perspectives are needed to help us to 

understand the role of the state: none of them is sufficient by itself. 

This is above all true because the issues that policy makers have had 

to confront have changed over time. 

 

A changing agenda  

As Chapter 3 emphasised, the employment relationship involves 

flexibility and security. Following Crouch, a useful way of 

conceptualising the state‟s role is to think in terms of it having to 

manage the balance between employees‟ need for security and 

employers‟ requirements for flexibility
4
. Initially, the concern was to 

establish a stable framework within which the conduct of the 

employment relationship could take place. In this phase, the main 

emphasis was on achieving a sufficient level of security for employees 
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– it was in doing this that effectively became „guarantor of the 

employment relationship‟. From the 1980s, there has been more 

emphasis on employers‟ requirements for flexibility, reflecting 

developments in globalisation discussed in previous chapters, along 

with the dominance of „neo-liberal‟ thinking. 

 

‘Guarantor of the employment relationship’ 

Initially, having established the conditions in which the freedom of 

contract could thrive, the issue was how to deal with the conflict that 

inevitably followed from the conduct of the employment relationship. 

Typically, this manifested itself in crackdowns on the emergent trade 

unions. Relatively quickly, however, the balance of concern shifted 

with the state being obliged to do something about the adverse effects 

of the asymmetry of power in order to have a stable framework. In 

some cases, such as the UK, it meant factory legislation, along with 

slow and grudging support for trade unions and collective bargaining, 

coupled with the introduction of machinery for resolving disputes. In 

others, most notably Germany under Bismark, a raft of social security 

measures was introduced in an attempt to offer employees an 

alternative to the increasingly influential socialist agenda.  

The explanation for the about face is that an approach grounded in 

„elite consumers‟ and „insecure workers‟, to borrow Crouch‟s words, 

has major limitations
5
. First there are potentially „long-term social 

control problems‟ - economic conflict may threaten the stability of the 

overall system. An up-to-date example is that of China: the state is 

refusing to clamp down on protest over particularly low wages and 

insisting that employers recognise independent forms of employee 

representation for the purposes of negotiating over the terms and 

conditions of employment. Second, a totally 'free market' risks the 

state incurring the „social cost' of labour, helping to explain why 

minimum wage legislation is so widespread. As Chapter 2 explained, 

human capital can be compared to physical capital in that it requires 

some 'minimum on-going expenditure for upkeep, repair and 

depreciation if the input is to be maintained for current production and 

replaced for future production'
6
. Unlike physical capital, however, 

human capital is not something that employers 'own ' and so there is 

little incentive for them to take on this responsibility. If pay falls 

below its social costs, therefore, it is society that has to pick up the 
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bill, resulting in 'misallocation of resources and economic 

inefficiency'
7
. Another consideration is that some employers have 

wanted the state to intervene to prevent under cutting – indeed, the 

prevention of under cutting was one of the reasons Winston Churchill 

advanced in the UK in 1909 for introducing statutory minimum wages 

to be set by Trade Boards.  

A third consideration reflects the development of a consumer 

society and the 'welfare state' in which the state and its agencies 

became a very large employer in their own right. On the face of it, 

developments here appear to confirm to the „pluralist‟ model of the 

state – policymakers respond to pressure from a growing working 

class, along with the trade unions and political parties which campaign 

on its behalf. It was not quite as straightforward as this, however As 

Chapter 2 pointed out, a key consideration in the state becoming 

„guarantor of the employment relationship‟
8
 was the need to ensure 

that employees would be able to achieve sufficient levels of 

purchasing power to be „confident consumers‟
9
. Indeed, sustaining 

consumers who generate demand and hence profitability and growth 

became a core element of macroeconomic policy. 

Developments went furthest in Europe, with the term „European 

social model‟ acquiring widespread currency. At the risk of over-

simplification, the model was predicated upon three fundamental 

principles
10

. These were the right to work, including commitments to 

full employment and active employment policies; the right to social 

protection, involving encompassing basic social security cover for the 

non-working population; and the right to civilised standards in the 

workplace, covering issues of employment governance or regulation. 

Two further common features that came to be associated with the 

model were a relatively egalitarian wage and income distribution and 

a high degree of interest organisation on the part of employers and 

employees11. Seemingly, it represented a settlement of sorts.  

The „European social model‟ became the one for countries to 

aspire to. Thus ILO developed a list of the different forms of 

employment security, which will be found in Table 10.1. While all 

seven dimensions are important, the ILO emphasised, two are 

essential for basic security: income security and voice representation 

security. The ILO goes on to explain that the initiative is dedicated to 

the achievement of what it calls „decent work‟ or the „dream of 

helping to ensure that more people across the world find opportunities 
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to work in dignity, for the benefit of their families, communities and 

themselves'
12

.  

 

‘Flexicurity' 

In 1980s the mood changed and with it the issues that policy makers 

had to confront. With the increasing dominance of neo-liberal 

thinking, the European „social model‟ began to come under attack. 

Employment relations‟ links with competitiveness came to dominate 

policy discourse – the balance between flexibility and security, it 

seemed, had gone too far in favour of the latter. In Bordogna and 

Cella‟s words, employment relations became the „villain of the 

piece‟
13

, the European model being unfavourably compared to the US 

equivalent. At the risk of caricature, key features of the former were 

seen as an emphasis on employee rights introduced by collective 

bargaining and/or legal enactment, leading to security of employment 

and relatively high levels of wages and conditions. But there were 

downsides - inflexibility, a lack of competitiveness and high levels of 

unemployment. The US model was deemed to be the opposite. There 

may have been considerable insecurity, lower levels of wages and 

poorer working conditions for many, reflecting weak employee 

protection and „hire-and–fire‟ practice. Management was much freer 

of the restrictions of collective bargaining and legal regulation, 

however, supposedly leading to greater flexibility, improved 

competitiveness and a much lower rate of unemployment than in 

Europe.   

The overall context was set by the widespread shift of emphasis of 

macro-economic policy from the demand to the supply-side. To 

paraphrase Wilhagen, four main factors can be highlighted: the fast 

pace of international economic integration - the creation of the Single 

European market and the single European currency was especially 

important here; the rapid development of new technologies, 

particularly in the information and communication areas; the 

demographic ageing of European societies, together with relatively 

low average employment rates and high long-term unemployment, 

which put at risk the sustainability of social protection systems; and 

the development of segmented labour markets in many countries 

where both relatively protected and unprotected workers coexist (so-

called „insiders‟ and „outsiders‟)
14

. 
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Policy makers responded by seeking to shift the balance between 

the security associated with the traditional model and the greater 

flexibility that employers were deemed to require. In the UK, the talk 

was of „fairness and flexibility‟ and finding a „third way‟. In 

continental Europe, the term 'flexicurity', which originated in 

Denmark, became the watchword. Although there have been different 

interpretations, a broad consensus emerged about the four basic 

components involved:   

 Flexible and reliable contractual arrangements from the 

perspective of the employer and the employee. In the case of 

'employees', however, it is not just a matter of 'insiders', i.e. 

those who were already in employment, but also 'outsiders', 

i.e. those potential employees who were being denied 

opportunities because of the privileges enjoyed by 'insiders'. 

The main instruments were modern labour laws, collective 

agreements and the reform of work organisation allowing 

for the reconciliation of  employment and family 

responsibilities, 

 Comprehensive lifelong learning strategies. Here 

„employability‟ became the watchword. In other words, 

training and development were to be designed not just to 

ensure the continual acquisition and upgrading of competencies 

and skill of workers in their existing organisations, 

particularly the most vulnerable, but also to make it easier 

for them to find employment with other employers in the 

future.  

 Effective active labour market policies. These were to help 

people cope with rapid change, reduce unemployment spells 

and ease transitions between different „labour market‟ situations 

(from school to work, from one job to another, from 

unemployment to work and from work to retirement), 

 Modern social security systems embracing unemployment 

benefits, pensions and healthcare. Here the emphasis was to 

be not just on adequate income support, but also on the 

encouragement of employment and labour market mobility. 

This includes broad coverage of social protection 

provisions, including those that help people combine work 
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with private and family responsibilities such as childcare
15

. 

As previous chapters have explained, public policy put a great 

deal of emphasis on the „supply‟ side of the employment relationship, 

reflecting the increasing dominance of „neo-liberal‟ thinking. In many 

countries, there were reforms of employment protection legislation 

making it easier for employers to hire and fire
16

. As Chapter 5 

outlined, there were also important changes in pensions and social 

security provisions, along with those of training. At sector and 

company levels, as Chapters 5 and 9 pointed out, there was a shift in 

emphasis in collective bargaining from „distribution‟ to „integration‟, 

with the agenda more and more dominated by employers.  

By contrast, relatively little was done to influence the „demand 

side‟ – in the language of the debate in the EU it was more about 

promoting „activation‟ than „capability‟
17

. The European 

Commission‟s 1997 Green Paper, Partnership for a New Organisation 

of Work, which had advocated wide ranging changes in work 

organisation, was quietly forgotten. Similarly, little came of the 

recommendations of the Commission‟s Higher Level Group report on 

restructuring, which included that all companies with more than 100 

employees should produce a management of change report in 

consultation with employees and their representatives. In 2001, the 

European Commission drew up the list of indicators of „job quality‟ 

that were to be the basis for national bench marking. Here, too, 

however, the main emphasis was on the „supply‟ rather than the 

„demand‟ side. Significantly, issues such as „intrinsic job quality, 

„work organisation and work-life balance‟, and „social dialogue and 

worker involvement‟ also did not become subjects of the „open 

method of co-ordination‟
18

. If anything, the situation was even bleaker 

in the UK. In 1997, the in-coming Labour Government agreed to 

incorporate the chapter in the EU Treaty in important respects, little 

changed. Thereafter, however, Labour Governments not only 

consistently opposed further developments in the social dimension, 

including the information and consultation Directive and the inclusion 

of the Charter of Fundamental Rights in the EU Treaty. But they also 

put themselves at the forefront of articulating the alternative neo-

liberal vision to the European „social‟ model based on making labour 

markets „work‟ more effectively. At home, they introduced a 

workplace-based statutory procedure for trade union recognition, but 
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otherwise did little to increase the „legitimacy power‟ of trade unions 

or collective bargaining. Indeed, as Appendix 1 argues, they missed 

opportunity after opportunity to deal with what might be described as 

the UK‟s institutional „gaps‟.  

Even so, timing and context also continued to be fundamentally 

important in helping to explain unfolding developments - ideology 

was not everything. An excellent example is the development of the 

EU's social dimension and its implications for the 'juridification' of the 

employment relations in the UK. For three decades or more, „neo-

liberalism‟ has reigned supreme in the UK and the balance of power 

between capital and labour has changed considerably. The decline in 

membership and the coverage of collective bargaining means that 

trade unions are no longer the pressure group they used to be in 

former times. By contrast, capital has grown considerably in influence 

reflecting its globalisation – policy makers, it seems, have become 

terrified of offending the 'markets'. Meanwhile policy responsibility 

for employment relations has become extremely fragmented, with no 

single focus and few people of experience and expertise responsible 

for it. Yet it is during this period that the UK has experienced a vast 

increase in legislation dealing with employment relations. In part, as 

Chapter 3 explained in discussing the process of „juridification‟, one 

of the great ironies is that privatisation and deregulation do not 

automatically bring about a reduction in the role of state as proponents 

expect - the uncertainty which such developments bring is a potential 

source of conflict leading to further regulation. In part, as Chapter 4 

explained in discussing the importance of „critical junctures‟, it 

reflects the contested nature and timing of the introduction of the 

Single European Market - „social Europe‟ was a by-product of 

'economic Europe' and the relative lack of legal regulation of the 

employment relationship meant that UK had to play „catch up‟. To 

illustrate this point, and the complexities of the issues involved, Table 

10.1 gives an overview of some of the many considerations that were 

involved. 

 

Public sector reform 

The reason for singling out the public sector is that the state employs 

either directly or indirectly something between a fifth and a quarter of 

the workforce in most countries – the wages bill is a very considerable 
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element in public expenditure. Public sector employment is also 

distinctive in several respects. As well as employing a relatively high 

proportion of professional workers, above all in sectors such as health, 

social services and public administration, it has many employees in 

relatively low paid jobs. The proportion of women employees is also 

higher than that of the private sector. Last, but by no means least, the 

setting of the terms and conditions of employment tends to be highly 

centralised in the interests of mobility and consistency. 

In these circumstances, and because of the potential impact of 

strikes, public sector employment relations have a high profile. For 

much of the post-world war 2 period, there was a widespread 

consensus that state should be „model employer‟ setting the example 

for employers in the private sector. This is true of both the substantive 

terms and conditions of employment and the procedures and processes 

by which they were established. The following description of the 

situation in the UK could be applied to the other countries included in 

the comparison: 

From 1945 onwards, public sector employment in health, 

education and social services grew rapidly as part of the 

development of the welfare state … the state was a „model 

employer‟ setting an example to the private sector by endorsing 

principles of fairness, involvement and equity in its treatment of 

its workforce. These principles were associated with the 

encouragement of trade union membership, support for centralised 

systems of collective bargaining and other forms of workforce 

participation which encouraged the expression and resolution of 

grievances
19

. 

This manifested itself in relatively generous pension arrangements 

and other terms and conditions. The pay of lower paid employees also 

tended to be higher than those in the private sector. As the previous 

chapter has shown, levels of unionisation were much higher in the 

public than the private sector and collective bargaining greater in its 

coverage. Public sector bodies were also to use their control of 

contracts to disseminate good practice more widely, for example, in 

the area of equality and diversity. 

The 1980s saw two major developments that have changed very 

considerably the „model employer‟ status with implications for the 

conduct of the employment relationship more generally. One was a 
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programme of privatisation. Some privatisation reflected domestic 

government agendas, most notably in the UK, where it affected the 

nationalised utilities such as gas, water, electricity and 

telecommunications. Others were because of wider considerations. In 

the case of EU member countries, for example, some privatisation 

resulted directly from policies promoting the rationalisation of sectors 

such as steel or the opening up of previously closed markets to 

European-wide competition, as in energy, telecommunications and 

airlines. In any event, the result was that considerable numbers were 

transferred from the public to the private sector and exposed to wider 

commercial pressures discussed in Chapter 9.  

The other development was the „new public sector management‟ 

(NPM) approach encouraged by the OECD, the World Bank and the 

International Monetary Fund. In Heyes and Nolan‟s words, „The 

central principle of NPM is that systems of public administration can 

be strengthened through the adoption of micro-management practices 

associated with the private sector‟
20

. The „divisionalisation‟, 

„budgetary devolution‟ and „marketisation‟ that featured in Chapter 8 

are important here. They make it possible to put „greater emphasis on 

measuring the performance of government departments and non-

departmental public bodies  … through setting targets and evaluating 

outcomes, improved accountability and coordinated policy 

development and service delivery‟
21

. 

The upshot is that the main principles that Bach identified above 

were over-turned. The public sector was no longer to set the trend. 

Rather the reverse was the case: „marketisation‟ meant that terms and 

conditions of employment were to reflect those in the private sector. 

In the UK, as Chapter 8 suggested, centralised and detailed targets, 

very often reflecting short-term political pressures, were introduced 

with little or no serious consultation with trade unions or their 

members, undermining the legitimacy of collective bargaining and 

social dialogue. 

 

The challenge of ‘casino’ capitalism 

The financial crisis that swept the world in 2007-9 has heightened 

considerably the policy dilemma at the heart of the „flexicurity‟ 

debate. The origins of the crisis, which lie in the growth in financial 

intermediation and the activity of the financial sector, also emphasise 
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the fundamental nature of the problem. One is the globalisation of 

economic activity following the liberalisation of finance and financial 

markets in the 1980s. In Wolf‟s words writing before the crisis, 

Over the past quarter-century … almost all … regulations have 

been swept away. Barriers between commercial and investment 

banking have vanished. Foreign exchange controls have 

disappeared from the high-income countries and have been 

substantially, or sometimes even completely, liberalised in many 

emerging market economies as well. The creation of the euro in 

1999 accelerated the integration of financial markets in the 

Eurozone, the world‟s second largest economy. Today, much of 

the global financial sector is as liberalised as it was a century ago, 

just before the First World War
22

. 

The other consideration is the revolution in computing touched on 

in Chapter 8. In Wolf‟s words again, 

This has permitted the generation and pricing of a host of complex 

transactions, particularly derivatives. It has also permitted 24-hour 

trading of vast volumes of financial assets. New computer-based 

risk management models have been employed across the financial 

sector. Today‟s financial sector is a particularly vigorous child of 

the computer revolution
23

. 

Also important were the implications of the resulting shift in the 

distribution of income from labour to capital raised in Chapter 2. 

Wage earners were encouraged to increase their debt to maintain the 

standard of living. But reliance on „house price Keynesianism‟
24

 or 

„privatised Keynesianism‟
25

 was only likely to be a temporary answer 

as events proved it to be. It was in the housing mortgage market in the 

UK and the USA that the financial crisis was immediately triggered.  

Arguably, the underlying problem is that the extent of the 

flexibility capital expects/requires poses a fundamental challenge to 

employment relations as they had developed as the basis of the 

economic system. In Crouch‟s words, „A modern market economy 

based on mass consumption … requires the majority of workers to 

have enough sense of certainty in their economic lives to be confident 

consumers‟
26

. But the developments in financial markets since the 

liberalisation of the 1980s make this increasingly difficult. One 
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consideration is the speculative behaviour of a relatively small group 

of organisations such as hedge funds, which have little interest in 

ownership of a particular share. Rather they take advantage of share 

trading systems which allow them to buy and sell in a Nano second to 

speculate. Indeed, a widely used practice is that of „short-selling‟, 

where the hedge fund effectively bets on a decline in the price of the 

shares that it borrows with a view to buying them back at cheaper 

price and so on. As Chapter 8 explained, an important side-effect was 

clearly illustrated in the case of the Kraft takeover of Cadbury, the 

confectioner manufacturer in 2010. Cadbury‟s fate was effectively 

sealed by fewer than less than a third of its shareholders, leading to 

charges from ministers that traditional institutional shareholders such 

as pension funds and insurance companies were acting, in the words 

of the then city minister, Lord Myners, like „absentee landlords‟
27

. 

Another has been the emergence of private equity groups with the 

ability to borrow („leverage‟) substantial sums of money on the basis 

of future returns. In this case, the debts that are incurred can destroy 

the business. In the words of John Moulton, who is himself a major 

player in the private equity industry, some deals are tantamount to 

„betting jobs against shareholder returns‟
28

. A third consideration, 

underpinning these developments, has been a change in the role that 

the banks have played. No longer, it seems, is their prime objective to 

lend to businesses to produce goods and services. Rather it is to 

maximise the returns from the development of business involving 

other financial institutions. Central to this has been a raft of 

instruments that policy makers, let alone members of the public, are 

only just beginning to become aware of. Perhaps the most notorious 

are the 'credit default swaps' that started out as a form of insurance 

against the possibility that an individual or company would renege on 

debt. Trading in these „derivatives‟ became a business in its own right, 

leading to the development of a „shadow‟ banking system where no 

one knew the risks being taken. Ironically, in the process, the divisions 

of the banks involved – notably the investment banks – have come to 

resemble a form of workers‟ cooperative discussed in Chapter 6. In 

Kaletsky‟s words, 

The peculiarity of the banking business … is that boards of 

directors, instead of representing the interests of shareholders, 

have maximised the earnings of the employees. Banks, perhaps 
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because of the partnership culture in the hedge funds with which 

they must co-exist, have increasingly been managed as worker 

cooperatives, in which the interests of the workers came first and 

those of outside providers of capital were treated as an 

afterthought'.
29

  

Adding insult to injury is the difficulties that governments are 

having as the result of the sovereign indebtedness incurred in helping 

the banks to recover. Triggering this phase of the crisis was the 

situation in Greece and other Eurozone countries in 2010. The whole 

basis of public finances has come to be questioned, with austerity 

measures being introduced in country after country to cut budget 

deficits and appease the bond markets. In effect, critics say, 

governments are being asked to accept the „privatisation of gains‟ and 

the „socialisation of losses‟
30

. 

Initially, there was some recognition of the wider issues involved, 

with questions being asked about the supremacy of politics or „the 

markets‟. This is above all true of continental European countries, 

where it was widely recognised that the crisis represented a 

fundamental threat to the „European social model‟. Very quickly, 

however, the main emphasis turned to fixing the system/ getting back 

to business as usual as quickly as possible. Most attention focuses on 

the situation of the banking sector and the „shadow‟ derivative 

markets. Along with new forms of taxation on bank profits and bonus 

payments, proposals for reform include the break-up of the big banks, 

the separation of retail banking from capital market banking, 

restrictions on proprietary trading and ownership of hedge funds by 

banks, and raising the level of capital that banks are required to hold. 

Greater transparency is also being demand, with derivatives and other 

features of „shadow banking‟ being moved on to exchanges. 

A second group of proposals target the process of 'financialisation' 

and the operation of the „casino economy‟. They include more 

stringent controls over the activities of hedge funds and alternative 

investment fund managers such as private equity companies, along 

with practices such as 'short-selling' and „leveraged buy-outs‟. In the 

UK, the „Takeover‟ panel is currently considering these. Much greater 

transparency of behaviour is also likely to be required. In the EU, for 

example, there is a directive dealing with alternative investment fund 

going through the system as this text was in preparation.  
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A third group deals with company stewardship and corporate 

governance. In the UK, reflecting the Cadbury experience, specific 

proposals include a short-term capital gains tax for shareholders who 

take early profits from selling their shares; making takeovers subject 

to more stringent criteria so that the opportunity for unlocking short-

run shareholder value is more difficult; putting a stop to „leveraged‟ 

takeovers – the emphasis should be on equity rather than debt; 

stripping short-term holders of voting rights and raising the 

acceptance level required for takeovers; and reducing the time table. 

There are also proposals to allow a „public interest‟ defence in the 

event of hostile takeovers.  

As the crisis has gone on, there have also been calls for another 

look at the purposes of companies. In the UK, in a speech at the 

Chartered Institute for Securities & Investment conference in London 

on 19 June 2010, Hector Sants, Chief Executive of the Financial 

Services Authority (FSA), suggested that greater intervention was 

needed from regulators to ensure decisions made by firms deliver the 

outcomes society expects: 

Historically regulators have avoided judging culture and 

behaviour as it has been seen as too judgemental a role to play. 

However, given the issues we continue to see over time, I believe 

this one-dimensional approach has to be questioned. Every other 

aspect of the regulatory framework is under scrutiny and we 

should not shy away from debating the culture question … 

I would strongly advocate intervention in the UK through 

changing the Companies Act framework for directors, for 

example. The current requirement for directors is to promote the 

success of the company. This is often interpreted in terms of 

shareholder value. Whilst this does include the need, for example, 

to „have regard to' the impact on the community, I do not believe 

that is sufficient. There must be a stronger and more explicit 

obligation to wider society. There must be clear recognition of the 

need for institutions to contribute to the common good. 

The last time there was an active debate about the relative merits 

of the 'stakeholder' and shareholder' models in the UK was in the mid-

90s. Proponents of the 'stakeholder' model like Hutton argued that 

'The great challenge – after the experience of both state socialism and 
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unfettered free markets – is to create a new financial architecture in 

which private decisions produce a less degenerate capitalism … The 

triple requirement is to broaden the area of stake-holding in companies 

and institutions, so creating a greater bias to long term commitment 

from owners, to extend the supply of cheap long term debt, and to 

decentralise decision making‟
31

. Ironically, among the many 

opponents of stake-holding was Adair Turner, then Director-General 

of the CBI and now, Sants‟ Chairman at the FSA. Referring to 'stake 

holding', Turner wrote in 2001,  

It all sounds rather attractive. But as a guide to practical policy it 

is at best a cul-de-sac, at worst dangerous. It sounds attractive to 

ask corporations to think through the social „balance sheet of 

gains and losses‟ but in practice it is an almost inoperable 

principle. Corporations can just about imperfectly identify the 

complex set of actions which will maximise their own profit 

within given constraints, but they are ill-equipped to calibrate the 

second and third and nth order social consequences of their 

actions and lack the legitimacy to make the trade-offs involved
32

.  

For Turner, capital-market pressures drive economic efficiency; 

the good society has to be achieved by other means. Indeed, a 

particular danger of pursuing the stakeholder approach, he went on to 

suggest, was that it would divert attention from „those specific 

interventions - redistribution, collective-goods provision, or regulation 

- which will make capitalism more humane‟
33

.  

At the time of writing towards the end of 2010, it remained 

unclear how robust the response to the challenge of „casino capitalism 

woulb be. Some commentators seem to think that sufficient measures 

will be introduced in the areas discussed above to ensure that the 

worst effects of „financialisation‟ will be curbed. But there are as yet 

few signs that the threats to the traditional model of the employment 

relationship are being understood, let alone a serious debate taking 

place about the „specific interventions‟ needed to deal with them. In 

the UK, as the CBI‟s The next 10 years report mentioned in Chapter 8 

suggests, there seems to be a recognition by senior managers of the 

need to move away from the short-termism fuelling „permanent 

restructuring‟. It is extremely doubtful, however, whether they will be 

willing to contemplate the type of change in company objectives that 
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Sants calls for. The same is true of proposals for increasing employee 

rights under acquired rights and collective redundancy legislation in 

ways that considerably raise the costs of behaviour that has potentially 

damaging consequences for employees and their local communities. 

Equally, although the idea of worker cooperatives has resurfaced, 

there is little discussion of how these or other alternative models of 

business organisation might be promoted on any sizeable scale. 

The problem is that the best of times is also the worst of times. 

Trade unions are too weak to promote anything like the level of crisis 

that the banks have. The HRM function does not have the clout 

necessary to promote a serious debate and its energies are likely to be 

absorbed in dealing with the redundancy and insecurity following the 

financial crisis. Looking at government, there is no evidence that the 

lessons from the financial crisis are being read across to employment, 

let alone a recognition that there are major implications for its role as 

„guarantor of the employment relationship‟ – with the recession biting, 

the main emphasis is on reducing the budget deficit, which means cuts 

not only in employment, but also in its terms and conditions. In the 

circumstances, the most likely outcome is a further worsening of the 

returns to labour. Coupled with the further development of an „hour 

glass‟ economy, in which the middle is increasingly hollowed out by 

technological change, the prospect is of a society in which „only the 

elites [will be able] to confidently consume, while workers work 

flexibly and can hardly afford to consume beyond subsistence 

levels‟
34

. It is also a recipe for continuing instability in financial 

systems as well as demoralisation and lack of engagement. Pessimistic 

as these conclusions will read, they are difficult to avoid. 
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Table 10.1  How ‘economic’ Europe contributed to 

‘juridification’
35

  

There are two main views about the reasons for what has been described as a 

„fundamental asymmetry‟
36

 between the economic and social dimension of 

European integration
37

. One sees the asymmetry as flowing from the 

essentially economic nature of European integration: in Delors‟ words 

„L‟Europe de la nécessité‟ rather than „L‟Europe de l‟idéal‟
38

. A second view 

contends that economic integration was „deliberately underdeveloped‟
39

. For 

the monetary authorities and employers' organisations especially, a process 

of market-led harmonisation was precisely what was attractive about EMU‟s 

construction. It would be impossible as well as undesirable to regulate social 

policies at supranational level. To remain competitive, however, countries 

would have to restructure their domestic economies in order to get rid of 

inefficiencies in their national welfare states and labour markets.  

Trade unions and their political allies were well aware of this thinking. 

There were worries that „economic Europe‟ would deliver a „nightmare‟ 

rather than a „dream‟
40

; that the European Central Bank, in seeking to fulfil 

its remit to maintain price stability, might set an unduly restrictive monetary 

policy thereby triggering deflation. If so, the burden of the subsequent 

adjustment would fall on wages and employment along with social 

protection systems. The same would hold in the face of asymmetric shocks, 

given the absence under EMU of the adjustment mechanisms available in 

other currency zones. Much as they have during the global financial crisis, 

governments would have to squeeze public expenditure, including that on 

social protection, while employers and trade unions would come under 

pressure to reduce labour costs in exchange for sustaining employment.  

Even so, most trade unions supported the EMU project. Alongside 

interests in the economic benefits, Foden identifies two main considerations. 

One might be labelled „the Europeanisation of economic policy making‟. 

Individually, Euro zone countries would find it difficult to take action to 

promote the expansion of their domestic economies to create jobs – 

„Keynesianism‟ was no longer possible in one country, it was argued, 

whereas the prospects looked much brighter if Europe became more of an 

entity. The other lay in the possibility of exerting influence over the wider 

political agenda: „In essence, the ETUC has been a supporter of, and in part, 

an actor in, the strategy of building „economic Europe‟ as a means of 

promoting „political Europe‟, and in particular, social Europe‟‟
41

. „Political‟ 

and „social‟ Europe, in other words, were expected to be „spill-over‟ effects 

of „economic‟ Europe
42

.  

In the event, the outcome was an uneasy compromise: there was more 

„social‟ Europe than many employers would have liked, but much less that 
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the ETUC wanted. But for the UK, which was in a unique position because 

of the tradition of „voluntarism‟, even the codification and extension of 

measures already available in most other countries meant that the so-called 

acquis touched on virtually every area of employment relations other than 

association, industrial action and wage determination. Listing only those 
areas where there has been major UK legislation gives us freedom of 
movement of workers; equal opportunities in terms of age, disability, 
gender, race, religion and sexual orientation; health and safety; 
collective redundancy and business transfers; working time; the proof 
of employment; information and consultation – both national and 
cross-national; maternity and parental leave; equal treatment for part-
time and temporary workers (with agency workers to come); pensions; 
employment agencies; data protection and corporate governance. 
Policy makers in other countries might have been opposed to the advanced 

social model that the ETUC was seeking, but they were not prepared to 

allow the UK to benefit from its inferior employment protection. As well as 

the free movement of labour, a single market and a single currency needed a 

level playing field in areas such as working time, health and safety, and so 

on. 
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Table 10.2 Types of employment security43 

 
Income security denotes adequate actual, perceived and expected income, 

either earned or in the form of social security and other benefits. It encompasses 

the level of income (absolute and relative to needs), assurance of receipt, and 

expectation of current and future income, both during working life and in old 

age or disability retirement. Income security protection mechanisms include a 

minimum wage machinery, wage indexation, comprehensive social security, and 

progressive taxation. 

 

Representation security refers to both individual representation and collective 

representation. Individual representation is about individual rights enshrined in 

laws as well as the individuals‟ access to institutions. Collective representation 

means the right of any individual or group to be represented by a body that can 

bargain on their behalf and which is sufficiently large, sufficiently independent 

and sufficiently competent to do so. Independent trade unions with the right to 

collectively bargain over wages, benefits, and working conditions as well as to 

monitor working practices and strike have been typical forms of granting 

representation security. 

 

Labour market security arises when there are ample opportunities for adequate 

income-earning activities. It has a structural component, in that it represents the 

types and quantity of opportunities. Furthermore, it has a cognitive side, as it 

also features expectations that opportunities are or will become adequate. 

Policies aimed at enhancing this form of security have included full-employment 

oriented macro-economic policies, the creation of employment agencies, and 

other placing services. 
 

Employment security is protection against loss of income-earning work. 

Employment security exists in organisations and countries, in which there is 

strong protection against unfair or arbitrary dismissal and where workers can 

redress unfair dismissal. For the self employed, it means protection against 

sudden loss of independent work, and/or business failure. Typical forms of 

enhancing employment security have been protection against arbitrary dismissal, 

regulations on hiring and firing, and imposition of costs on employers for failing 

to adhere to rules. 
 

Job security signifies the presence of niches in organisations and across labour 

markets allowing the workers some control over the content of a job and the 

opportunity to build a career. Whereas employment security refers to the 

opportunity of a worker to continue working in an enterprise, job security refers 
to the worker‟s ability to pursue a line of work in conjunction with his or her 

interests, training and skills. Protection mechanisms have consisted of barriers to 

skill dilution such as craft boundaries, job qualifications, restrictive practices, 
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craft unions, etc. 
 

Work security denotes working conditions in organisations that are safe and 

promote workers‟ well being. Classic “occupational health and safety” 

provisions shielding workers from occupational hazards, diseases, and injuries 

are an integral part. Work security goes beyond this, though, in addressing the 

modern scourges of stress, overwork, absenteeism, and harassment. Protections 

include provisions and insurance against accidents and illness at work, and 

limits on working time. 
 

Skill reproduction security denotes workers‟ access to basic education as well 

as vocational training to develop capacities and acquire the qualifications needed 

for socially and economically valuable occupations. Ways to further skill 

reproduction security include policies to generate widespread opportunities to 

gain and retain skills through education, apprenticeships, and employment 

training. 
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Appendix 

The UK in comparative perspective 

Main tasks 

 

 compare the impact of employment relations in the 

UK with that in other countries  

 

 highlight the distinctive features of the UK's 

employment relations and corporate governance 

frameworks that help to account for this impact 

 

  suggestions for plugging some of the UK’s 

institutional ‘gaps’ 

 

Summary 

The UK compares relatively unfavourably on many of the indicators 

associated with the impact of employment relations. The employment 

rate may be higher in the UK than other countries. Yet its quality is 

relatively poor and the levels of pay low, resulting in relatively high 

levels of poverty and inequality, with implications for social mobility. 

Work organisation in the UK is typically rooted in the 'lean' and 

'traditional' models with extensive managerial hierarchies, which is 

not only bad for people's personal development and long-term health, 

but also extremely inefficient, helping to account for the UK's 

relatively poor competitiveness performance: working longer hours, 

higher levels of supervision and proportionately more senior 

managers, it seems, are no substitute for employees working smarter, 

while ‘numerical’ flexibility is inferior to ‘functional’ flexibility. As 

well as the type of work organisation, there are other institutional 

features that help to understand the impact employment relations has 
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in the UK. Employment protection legislation is limited, which means 

insecurity and a reluctance to embrace change. The decline of 

collective bargaining, above all at sector level, means that large 

sections of the workforce no longer enjoy the benefits of the 

additional standards that come from collective agreements. Coupled 

with the absence of any provision for national social dialogue, it also 

means that the role, status and membership of key intermediary 

organisations such as trade unions and employers’ organisations have 

been seriously affected: the UK no longer possesses the networks 

necessary for co-coordinating continuous improvement in key areas of 

personnel practice – training is perhaps the most obvious example. 

Along with limited employment protection, the relative lack of 

employee 'voice' – at workplace, sector and national level – means that 

employment is not contributing to social capital development to the 

same extent as it is in other countries. Also fundamentally important 

are the 'financialisation' and ‘permanent restructuring’ that the UK's 

corporate governance institutions have encouraged. These have made 

it very difficult for operating managers to develop any consistency in 

approach to employment relations, let alone create the long-term 

relationships that the 'learning' model requires. They have also 

discouraged the pursuit of business policies that emphasise quality 

products and services, helping to explain the UK's relatively poor 

overall competitive position. Encouraged by the weakness of trade 

unions and an institutional framework favouring ‘numerical’ rather 

than’ functional flexibility’, many UK managers continue to compete 

on the basis of  low-wage and low-skill labour with the wide ranging 

implications for poverty, health, quality of family life and 

competitiveness discussed in Chapter 2. 

 

Introduction 

Having considered the impact of employment relations in a number of 

key areas, along with the nature and extent of the evidence for the 

links in Chapter 2, this Appendix turns to comparing and contrasting 

the UK with other countries. It is early days in the collection of robust 

cross-national comparative data dealing with issues such as social 

capital. As the European Commission points out in its Industrial 

Relations in Europe 2008 report, 'Data are missing for comparing 

systematically, and quantitatively, the contribution of industrial 
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relations, exploring differences across Member States and regimes, 

sectors, instruments and issue areas ... This is above all true of data 

that would make possible a multivariate approach'
1
.  This means that 

very little can be said about employment relations’ relative impact - 

clearly, for example, employment relations are not the only 

explanatory variable in the case of health or social capital 

development. Even so, there are a number of areas where comparable 

data exist, in particular courtesy of the four main international 

organisations and their agencies, i.e. the European Commission, the 

International Labour Organisation, the Organisation for Economic 

Cooperation and Development and the United Nations. It is these data 

that structure the discussion that follows. To quote the European 

Commission again, 'if used with wisdom, the comparison of 

achievements and successes, or failures, across countries or regimes 

remains a useful learning device both for academics and practitioners, 

from which inspiration can be drawn'
2
. 

To ease the problem of digestion, five countries have been 

selected as the basis of comparison with the UK – France, Germany, 

the Netherlands, Sweden and the USA. Each of these is a major 

competitor and/or characterised by different institutional frameworks 

of employment relations, reflecting state tradition and/or national 

business system: France is an example of the ‘Latin’ model, Germany 

and the Netherlands the 'Rhineland', and Sweden the ‘Nordic’
3
. The 

USA is included because of its size and because it is often bracketed 

together with the UK on account of both its legal framework of 

employment relations and its brand of 'shareholder' capitalism. 

  

Social indicators 

An area where the UK compares relatively favourably is occupational 

safety. According to the most recent data from Eurostat published by 

the HSE, it emerges that in 2005: 

 The British rate of work-related fatal injury (1.4 per 100,000 

workers) was the lowest across the EU, the average rate, excluding 

transport accidents, being 2.3 per 100,000 workers.  

 The British rate of workplace non-fatal over-3-day injuries at 1,271 

per 100,000 workers was the third lowest among EU member 

states.  
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 Industries reporting above average incidence of fatal and serious 

injuries were agriculture, construction, manufacturing and 

transport
4
 

Further data on occupational health are available from the 

European Foundation's fourth working conditions survey. In their 

answer to the question ‘Does your work affect your health?’, only a 

fifth of UK respondents responded affirmatively, putting the UK at the 

bottom of the list
5
. All the other five countries reported higher levels, 

with the EU average being 35 per cent. The proportion taking leave 

because of ill-health was also less than Germany, the Netherlands and 

Sweden. Only France had a smaller proportion
6
. 

Arguably, fatal and non-fatal injuries at work are the exception 

that helps to prove the rule. As a later section points out, it is in this 

area that the UK not only has extensive legislation guaranteeing 

employee 'voice' at the workplace level, but also long established 

social dialogue institutions in the form of the HSE. It is wholly 

consistent with the arguments of previous sections that it is because of 

these arrangements that health and safety policies and practices in the 

UK enjoy a very particular legitimacy. 

A different picture emerges, however, in the case of mental health. 

Wilkinson and Pickett’s have brought together the evidence from the 

WHO World Mental Health Survey Consortium) and national studies 

for Australia, Canada and the UK featured in Part 1. Consistent with 

the extensive income inequality, it emerges that the UK had one of the 

highest levels of mental illness of the 12 countries. Indeed, only the 

USA had a higher level. In the UK, more than one in five people had a 

mental illness, whereas in Germany fewer than one in ten did
7
. 

The UK’s comparatively good showing in occupational safety 

also fails to be repeated in the case of occupationally-related health 

As the Black report observes, life expectancy is the most commonly 

used comparative indicator of overall health, being based on objective 

mortality data collected routinely in most countries
8
. There are two 

measures: overall life expectancy calculated from birth and the 

probability of dying before reaching the age of 60. Here our source is 

the United Nations Development Programme's (UNDP) 2007 

collection of Human Development Indicators. As will be seen from 

Table A1 (Row 2), overall life expectancy in the UK was 79 years in 

2005, which is higher than that of the USA, but less than the other EU 
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countries. The probability of dying before the age of 60 (Row 3) in the 

UK was on a par with France, Germany and the Netherlands, but some 

way behind Sweden. Arguably, for the reasons discussed in Part 1, 

these results reflect differences in work organisation, along with levels 

of income inequality, more of which below. 

For poverty and inequality, our source is again the UNDP's 2007 

collection of Human Development Indicators. Row 4 of Table A1 

gives details of the proportion of the population living below the 

poverty line. The UK clearly stands out: the proportion of the 

population below the line (12.5 per cent) is almost twice that in 

Sweden and one and half times that in the Netherlands, Germany and 

France. Only the USA has a higher proportion in this state.  

Row 5 of Table A1 gives details of the Gini coefficient, which it 

will be recalled is an overall  measure of the spread of a country's 

income distribution between the highest and lowest earners – the 

higher the figure, the greater the income inequality. It will be seen 

that, at 36.0, the UK again stands out, the level of income inequality 

being only exceeded by that of the USA.   

The UK also has a large gender pay gap. In 2006, according to the 

calculation of the TUC based on the European Commission's Equality 

Between Women and Men – 2008, the gender pay gap stood at 20 per 

cent in the UK, which is a third higher than the 27 country EU average 

of 15 per cent. Of the larger EU members, only Germany had a bigger 

gap (22 per cent)
9
. 

To achieve their levels of pay, many UK employees also have to 

work longer hours than their counterparts in most other countries, 

thereby intensifying the impact of employment on health and family 

life. Eurostat figures compiled by the European Commission for its 

2008 report suggest that, while overall average hours worked in the 

UK were similar to those other countries (i.e. around 40 hours), the 

proportion of the workforce working more than 48 hours was the 

highest in Europe even taking into account the new member states. At 

18 per cent, it was more than twice the EU average at 8 per cent. The 

proportion of the workforce working more than 48 hours in Sweden 

was 1.6 per cent and in the Netherlands 1.1 per cent
10

.  

Working longer does not necessarily mean working harder, 

however. The same European Commission report draws on the 

European Foundation's 2005 survey of working conditions to produce 

an index of work intensity combining answers to questions about 
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‘working at a very high speed’ and ‘working to tight deadlines’. 

Respondents in the UK, along with those in France and Netherlands, 

reported less intensity than the EU average. Of our five EU countries, 

only Germany and Sweden reported higher levels
11

. 

In the case of continuing vocational training (CVT), the UK 

appears at first sight to compare relatively favourably, being one of 

the few EU countries to achieve the Lisbon 2010 target of 12.5 per of 

the workforce in adult learning – indeed, its record  is only bettered by 

Sweden and the Netherlands
12

.  The more detailed analysis enabled by 

Eurostat's CVTS
 

paints a less flattering picture, however
13

. 

Checcaglini and Marion-Vernoux offer an overview of the most recent 

(2005) data. On the basis of the numbers of firms providing training, 

employees’ rates of access to vocational training and the mean number 

of hours an employee can expect to spend in training during a given 

year, they distinguish four groups of countries. The first group, which 

includes France and Sweden, was the most actively involved. Here 

around three-quarters of firms declared that they had trained at least 

one employee that year and almost one French employee out of two 

spent 28 hours on CVT on average, corresponding to 13 hours per 

employee. The UK is bracketed in the second group, along with 

Germany and the Netherlands. Here employees have lower rates of 

access to CVT courses and the number of hours is less. Thus, in the 

UK, less than one employee out of three on average benefited in 2005 

and the number of hours spent annually undergoing CVT per 

employee amounted to only about six hours, regardless of the size of 

firm. Furthermore, employees' rates of access to training courses in the 

UK had decreased by some 30 per cent since 1999
14

.  

As Chapter 2 emphasised, CVT is just the tip of the iceberg so far 

as the role of the workplace in developing human capital is concerned. 

Also important is on-the-job development. Here, as the discussion in 

the previous section confirms, UK workplaces would appear to offer 

less opportunity for learning than those in the other EU countries, the 

'lean' and 'traditional' models of work organisation being more 

prominent. 

In the case of occupational mobility, the UK is like the other 

countries in that relatively few women break through the ‘glass 

ceiling’, the lack of flexibility at senior levels being particularly acute. 

In the case of managers who are women, the UK was around the 
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average (i.e. around 31 per cent) in 2003
15

; The UK is around the 

average for membership of executive bodies, although here the 

average is much less at around 10 per cent
16

. In the case of 

representation of women among top levels of civil servants, the UK 

had one of the lowest proportions (10 per cent) in 2007; it was 

middling so far as level 2 is concerned at around between 20 and 30 

per cent
17

 

One feature that is distinctive is the pattern of part-time working 

in the UK. Along with the Netherlands and Sweden, the UK has one 

of the highest ratios of part-time to full-time working for women (42.3 

per cent in 2007)
18

. The average usual hours worked each week, 

however, is one of the lowest (19.4 hours)
19

. Part-time workers, it is 

widely acknowledged, suffer in terms of opportunities for promotion 

as well as training and development. Arguably, the shorter the hours 

they work, the greater the problem. 

The UK hardly does better on the more general social capital 

indicators. In the case of divorce, in 2005 (Table A1, Row 6) the 

number per 1,000 of population was, along with Germany, the highest 

of the five EU member countries. It had peaked in the 1980s, 

however, and had been stable or declining ever since
20

. In the case of 

the prison population (Table 5, Row 7) - a measure of how successful 

a country is eradicating the underlying causes of crime
21

 – the UK had 

the highest proportion of the five EU countries. Indeed, it was almost 

twice that in Sweden. 

There are, as previously pointed out, considerable difficulties 

associated with defining and measuring social capital. In the light of 

these, the level of trust in society has widely come to be regarded as a 

'very close proxy'
22

. The most commonly quoted indicator comes from 

the so-called 'World Values Survey, which is regularly conducted in 

most countries. Basically, it takes the form of the proportion of people 

who say that they trust ‘most people’. Row 8 in Table 5 gives the most 

recent results for the six countries. It will be seen that the UK ranks 

fifth, the level of trust being only half that in Sweden and the 

Netherlands; it is even exceeded by that of the USA. Only France has 

a lower score. 

The ILO’s 2004 economic security index offers us a final measure 

of the UK in comparative perspective (Table A1, Row 9). Briefly, this 

is a composite index which takes into account the seven forms of 

insecurity listed in Part 1. Sweden enjoyed the highest level of 
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security. The Netherlands, France and Germany also featured in the 

top ten. The UK was in 15th place and the US 25th.   

In summary, the UK compares relatively unfavourably on many 

of the social indicators associated with the impact of employment 

relations. This is particularly true of the indicators of poverty and 

inequality, occupationally-related health and social capital 

development. In as much as the levels of poverty and income 

inequality, coupled with long working hours, have significant 

implications for the quality of family life, it seems not unfair to 

suggest that employment relations goes some way to understanding 

the problems being experienced in this domain as well. Arguably, too, 

the exception proves the rule. Occupational safety is an area where the 

UK compares relatively favourably: it is also the area where the UK 

has long-standing employee 'voice' and social dialogue institutions. 

 

Economic indicators – reaping what is sown 

The focus now shifts onto the main commonly used indicators of 

macroeconomic performance and competitiveness – it will be recalled 

that these figured prominently in the two debates involving the 

connection between employment relations and macro-economic 

performance discussed in Chapter 2. Tables 7 and 8 replicate the data 

that Panic has brought together, dividing the recent past into two 

periods. The first, 1989–98, begins with the collapse of communism, 

followed by German reunification a year later
23

. The second period, 

1999– 2004, starts from the inception of European Monetary Union. 

In both case, the source is the OECD's Economic Outlook. 

At first sight, the UK’s record looks relatively impressive. Rows 1 

and 2 in Table A2 suggest that the UK enjoyed above average growth 

in both periods, helping to account for the relatively high levels of 

GPD reported in Table A1. Row 3 confirms that this was matched by 

relatively low levels of unemployment
24

 – especially in the second 

period. The growth in consumer prices or inflation (Row 4) was also 

relatively restrained, again, especially in the second period. The one 

indicator suggesting that things might not be quite as good as they 

seem appears in Row 5 and relates to the balance on trade. Along with 

the USA, the UK was the only country in negative territory in both 

periods. 

With the virtue of hindsight, it is clear that the UK’s performance, 
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along with the USA’s, flattered to deceive. It was largely based on 

consumer spending and heavy borrowing, the magnitude of which 

only became fully clear with the financial and banking crisis.  

As Panic persuasively argues, there are two other relevant 

comments to be made about the data in Table 6. The first relates to 

France and Germany, whose relatively poor performance 

commentators regularly attributed to their supposedly excessively 

regulated labour markets and costly social model. This performance 

largely reflected the constraints of European monetary policy during 

the two periods, with Germany having to cope with the added burden 

of unification. The second, which concerns the performance of 

Sweden and the Netherlands, reinforces the argument that economic 

performance and the quality of working life are far from being 

mutually exclusive. Sweden’s performance was similar to the UK’s 

and, if anything, the Netherlands’ slightly better; yet both these 

countries scored very highly on the OECD’s employment protection 

legislation index.  

Arguably, the competitiveness indicators in Table A3 give a more 

realistic picture of the UK’s relative position. As Row 1 confirms, in 

the first period, the UK experienced the biggest rise in manufacturing 

unit labour costs of the six countries. Absolute performance improved 

in the second period, but relatively was hardly better - Sweden 

achieved a reduction in unit costs. The changes in consumer prices 

relative to that of the manufacturing sector in other countries shown in 

Row 2 similarly show a decline in competitiveness: in the other 

countries there was a reduction or only a slight increase in relative 

prices, whereas in the UK there was an increase of almost 4 per cent. 

Rows 3 and 4 show the impact in terms of exports. The UK’s rate of 

growth of exports of goods and services (Row 3) fell behind that of 

the other European countries in the second period. Its export 

performance, which is shown in Row 4, was similarly weak. In the 

first period, it managed to match Germany's. In the second, however, 

it dropped not only in absolute but also relative terms, being exceeded 

by the four other EU countries. Overall, taking into account the 

various measures, Panic scores the UK lowest of the countries for 

export performance in both periods.  

Just in case there is any doubt, the UK's poor performance cannot 

be attributed to the incidence of industrial conflict as it was so often in 

the 1960s and 1970s. As Chapter 7 has shown, strikes in the UK 
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dropped to an all-time low in recent years, becoming largely a public 

sector phenomenon. In the words of one recent international 

comparison talking of the UK, 'Turbulent industrial relations in the 

1970s became more ‘peaceful’ in the 1980s, and in the 1990s conflict 

levels became as low as in the central European countries, a trend 

which has continued in the 2000s
25

.  

In drawing this section to a close, two points can be made, both of 

which run contrary to conventional wisdom. The first is that the UK’s 

‘light touch regulation’ approach can hardly be said to be associated 

with superior economic performance. True, UK can boast of higher 

rates of employment than France and Germany, but the quality of 

many of these jobs must be in doubt in the light of comparative data 

on low pay and work organisation. In terms of competitiveness, the 

UK scores poorly on a number of the key indicators. Arguably, this 

reflects reliance on the ‘lean’ and 'traditional' models of work 

organisation: working longer hours, higher levels of supervision and 

proportionately more senior managers, it seems, are no substitute for 

employees working smarter. ‘Numerical’ flexibility, to put it another 

way, is no match for ‘functional’ flexibility. The second is that the 

experience of countries such as the Netherlands and Sweden suggests 

that the quality of working life and economic performance are far 

from being mutually exclusive as they are so often portrayed in the 

UK.  Taking improving working life into account makes it possible for 

managers to get the motivation, commitment and loyalty that they 

increasingly need for success. Improved performance makes it 

possible for managers to bring about a sustained improvement in 

working lives.   

 

Institutional considerations 

Employment relations  

In terms of the UK’s national employment relations framework, three 

reasonably well-known features stand out, helping us to understand 

the impact that employment relations has in the UK. One is the extent 

of employment protection legislation (EPL). Even with the increase in 

individual employment rights in recent years, the UK is widely 

recognised to have one of the weakest frameworks of such rights
26

, 

offering little counterweight to the privileges of shareholders. Indeed, 
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in the OECD's list of countries by employment protection legislation, 

the UK is second only to the USA in terms of the weakness of its 

employment security provisions
27

.  

The second distinctive feature is the limited provision for 

employee 'voice'. The statutory right of representation for the purposes 

of collective bargaining is workplace rather than sector or nationally-

based as it is in France, Germany, the Netherlands and Sweden
28

. 

Effectively, like their counterparts in the USA, trade unions in the UK 

are faced with a 'catch 22' situation - they have to have members to 

secure recognition, but they cannot demonstrate the benefits of 

membership without recognition. There are also no statutory 

provisions for compulsory works council-type bodies as there are in 

France, Germany and the Netherlands: the way in which the Labour 

Government implemented the EU national level information and 

consultation directive in 2004 effectively enabled employers to avoid 

setting up collective 'voice' mechanisms, which was the directive’s 

intention.  

The UK also stands out on, again along with the USA, on account 

of its highly decentralised structure of collective bargaining
29

. The 

tentative forms of national level social dialogue that emerged in the 

1960s and 1970s were abandoned in the 1980s. The incoming Labour 

Government of 1997 followed its Conservative predecessors in setting 

its face against systematic national level social dialogue - 

‘partnership’ has been seen primarily as an organisation-based rather 

than national level activity
30

. Critically, being rooted in procedural 

rather than substantive rules, the UK did not develop the detailed 

sector multi-employer agreements that supplement and extend the 

legislative framework in most other EU member countries
31

. Save for 

a few sectors such as engineering construction and printing, multi-

employer collective bargaining at sector level has been in decline 

since the 1960s. The result is that, whereas in 1980 collective 

bargaining covered some nine out of ten workplaces in the private 

sector, by 2004 this had dropped to less than two in ten
32

.  

The decline of collective bargaining, above all at sector level, 

means that large sections of the workforce no longer enjoy the 

benefits of the additional standards that come from collective 

agreements. Coupled with the absence of any provision for national 

social dialogue, it also means that the role, status and membership of 

key intermediary organisations such as trade unions and employers’ 
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organisations have been seriously affected: the UK no longer 

possesses the networks necessary for co-coordinating continuous 

improvement in key areas of personnel practice – continuing 

vocational training is perhaps the most obvious example. Along with 

limited employment protection, the relative lack of employee 'voice' – 

at workplace, sector and national level – means that employment is 

not contributing to social capital development to the same extent as it 

is in other countries. Arguably, too, there is a greater reluctance to 

embrace change. 

One particular result is that, unlike many EU member countries, 

the UK has been unable to take advantage of the increasing flexibility 

built into EU employment directives, reflecting their increasing 

‘reflexive’ and ‘procedural’ orientation. In the absence of national and 

sector arrangements for social dialogue, it is effectively restricted to 

the legislative route in transposing EU initiatives. Standards and 

entitlements have had to be laid down in law, with mechanisms other 

than collective bargaining, such as employment tribunals and/or the 

courts, ensuring compliance and redress. An unfortunate consequence 

is a growth of legal dependency. The parties to the employment 

relationship are encouraged to resort to legislation rather than trying to 

sort things out for themselves – something which, hardly surprisingly, 

does little to help to promote engagement or trust and therefore social 

capital development.  

The main exception to these generalisations is health and safety. 

In this area, the UK not only has extensive legislation guaranteeing 

employee 'voice' at the workplace level, but also long established 

social dialogue institutions, in the form of the Health and Safety 

Executive (HSE), dating back to the Robbins report of the early 

1970s
33

. This has enabled the HSE to go beyond an enforcement role 

to be a major influence on the promotion of good practice. 

Although they have featured in case studies and general 

overviews, lack of data has meant that it has rarely been possible to 

make systematic cross-national comparisons at workplace level. 

Fortunately, the flow of such data is beginning to improve. Especially 

valuable are the European Foundation's living and working conditions 

surveys introduced in Chapter 2. It will be recalled from Lorenz and 

Valerie’s analysis draws on the 2000 survey results to distinguish four 

main models of work organisation. Especially relevant is the 
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distinction between the 'learning' and 'lean' models. Both draw on 

employees’ capacity for continuous learning and problem-solving, but 

the one emphasises worker autonomy, while the other prioritises 

managerial control and tight quantitative norms to fix the pace of 

work. It emerges that, even allowing for different degrees to which 

national producers are positioned on the high-technology or high 

quality end of product markets, there are significant differences 

between countries. Table A4, which draws on the 2005 survey results, 

gives details of the relative incidence of the four models.  

Quite clearly, compared to the other four EU countries, it is the 

'lean' rather than the 'learning' model that predominates in the UK. 

Indeed, the proportion of 'learning' workplaces in the UK is even less 

than the 27-country average, while that for the 'lean' model' is higher: 

the UK's proportion of 'learning' workplaces is less than half that of 

Sweden, while its figure for 'lean' ones is twice as many. At the other 

end of the spectrum, the UK also stands out on account of the high 

proportion of 'traditional' workplaces – almost twice that of Sweden 

and, again, above the 27-country average
34

. 

The same survey also makes it possible to get an impression of the 

extent of managerial hierarchies in the different countries. Perhaps not 

surprisingly, this mirrors the dominant model of work organisation. 

Consistent with the top down control of the 'lean' and 'traditional' 

models, the UK employs more 'senior managers' proportionately than 

the other EU countries. Indeed, of the 27 EU member countries only 

Ireland and Italy reported higher proportions. In the UK, something of 

the order of 14 per cent to 15 per cent was categorised as 'senior 

managers' as against an EU average of just under 10 per cent. In the 

Netherlands and France, the proportion was about the average at 

around 8 per cent. In Sweden and Germany, only just over four per 

cent were in the 'senior manager' category
35

.  

There is yet a third set of relevant findings from the European 

Foundation' working conditions survey that bear on work 

organisation. This involves the relative importance in determining the 

pace of work of the direct control of a superior as opposed to the 

demands from other people. Consistent with the other sets of findings, 

it emerges that, in the UK, the balance is much more in favour of the 

direct control of a superior than in France, Germany, the Netherlands 

and Sweden. Indeed, in the words of the survey report, whereas in 

countries such as Sweden the direct control of a superior is 'almost 
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negligible' in determining work, in the UK it remains 'important'
36

.  

In short, the UK stands out not just on account of its national 

institutional framework – one that gives little employment protection 

and scarcely any provision for employee 'voice'. Also distinctive are 

the institutional arrangements involved in managing the employment 

relationship at the level of the organisation. Managerial hierarchies, it 

seems, are more extensive in the UK than in other countries and there 

is much greater reliance on 'lean' and 'traditional' models of work 

organisation involving supervision. By contrast, the 'learning model' 

that encourages employee autonomy and initiative is less in evidence. 

 

Corporate governance  

As Chapter 8 pointed out, there are also a number of features of the 

corporate governance arrangements of the UK’s brand of ‘shareholder 

capitalism’ that are distinctive and highly relevant to the conduct of 

employment relations. At the risk of repetition, they are: 

 a privileged position for shareholders and an overwhelming 

emphasis on shareholder value as the key business driver as 

opposed to the interests of other stakeholders 

 a high concentration of institutional share ownership by investment 

trusts, pension funds and hedge funds, which encourages a focus on 

short-term profitability as the key index of business performance  

rather than long-term market share or added value 

 relative ease of take-over, which not only reinforces the pressure on 

short-term profitability to maintain share price, but also encourages 

expansion by M&A rather than by internal growth, along with the 

reconfiguring of the corporation through outsourcing, off-shoring 

and restructuring 

 a premium on 'financial engineering' as the core organisational 

competence, the domination of financial management over other 

functions and numbers driven as opposed to issue driven 

planning
37

. 

As Chapter 8 emphasised, many of these features came to be 

exaggerated, following financial deregulation in the 1980s and the 

accompanying globalisation of capital markets. Apart from the USA, 

no country has been more affected by 'financialisation' than the UK. 
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Along with high levels of M&A activity
38

 and other kinds of 

investment/ divestment heavily financed by debt, evidence for this 

comes in several forms: the rise in the number and financial assets of 

hedge funds
39

, the financial resources leveraged by private equity 

companies
40 

and the levels of executive pay and stock options
41 

 that 

helped to fuel the significant growth in income inequality.  

Not only has the ‘permanent restructuring’ that 'financialisation'  

encourages made it difficult for operating managers to develop any 

consistency in approach to employment relations. It has also 

discouraged the pursuit of business policies that emphasise quality 

products and services, helping to explain the UK's relatively poor 

overall competitive position. Encouraged by the weakness of trade 

unions and an institutional framework favouring ‘numerical’ rather 

than ‘functional’ flexibility, many UK managers have continued to 

compete on the basis of  low-wage and low-skill labour. As well as 

hardly encouraging employees to go the proverbial extra mile, 

working harder rather than smarter has the wide ranging implications 

for the poverty, health, quality of family life and competitiveness 

discussed in previous sections. 

 

Conclusions and implications 

For UK policy makers, this comparison must make grim reading. For 

two conclusions are pretty inescapable. The first is that many of the 

objectives they have set themselves – ending child poverty, enhancing 

the quality of family life, improving health, increasing social mobility 

and  building a knowledge economy
42

 – are unlikely to be achieved 

unless there are substantial changes in the UK's institutional 

framework of employment relations. Above all, there has to be a shift 

from the ‘traditional’ and ‘lean’ forms of work organisation that are so 

harmful to people’s health and personal development as well as being 

a drag on business performance. The second is that the 'market' is not 

going to deliver such as shift, any more than it is a responsible 

banking system. The same goes for the 'learning organisation' and 

‘knowledge economy’. The shrinking in the size and influence of the 

financial sector, along with a reining in of 'financialisation', may lead 

to a refocusing on product and process as the main forms of 

competition and, in terms of horizons, greater emphasis on the long as 

opposed to the short term – all of which will put a premium of better 
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employment relations. Even so, it will be very difficult for individual 

companies to shift from ‘traditional’ and ‘lean’ forms of work 

organisation on their own – policy makers will have to help to bring 

these changes about, be it in the traditional forms of intervention of 

legislation and taxation or the ‘softer’ initiatives of the ‘nudge’ 

approach much favoured by the present Coalition Government
43

. 

It is not difficult to come up with suggestions for plugging the 

UK's institutional ‘gaps’ that go with the grain of existing structures 

and processes - David Coats and his former colleagues at the Work 

Foundation have put forward a wide-ranging programme of changes
44

; 

the author of this text has also made a number of suggestions
 45

. The 

problem is getting policy makers to recognise the critical importance 

of the workplace in influencing behaviour. Proof of the point lies in 

the failure to make anything of the opportunities that have been 

available  in recent years – they include the EU Directive providing 

for national level information and consultation machinery, which 

would have given employees, through their representatives, an 

opportunity to make an input to major business decisions, thereby 

promoting their legitimacy and contributing to engagement; the 

Company Law Commission’s recommendation that larger companies 

should produce Operating and Financial Reviews covering policies 

and practices across a range of social and environmental issues, which 

would have provided the basis for widespread benchmarking and 

continuously improving standards; and the ‘Warwick Agreement’ 

proposal for sector forums, which would have made it possible to 

develop strategies for productivity, health and safety, pay, skills and 

pensions’ in low paid industries with large numbers of ‘vulnerable 

workers’. Each of the opportunities was missed – some for ideological 

reasons, but mostly because of short-term political considerations, 

reflecting the contested nature of policy-making in the area. For, in 

practice, the Labour Governments’ much-vaunted ‘third way’ meant 

little more than a ‘pendulum approach’: anything resembling a 

concession to trade unions, such as signing the social chapter or a 

commitment to introduce statutory trade union recognition, had 

quickly to be balanced by downplaying its significance and/or limiting 

its impact. 

Arguably, very little is likely to change until there is some joined 

up policy making in the area. This would mean bringing back a 
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Department of Employment as Coates recommends
46

 or revamping 

Acas as an agency reporting through the cabinet office as the present 

author has suggested
47

. For such developments to happen, however, 

policymakers have to recognize the key message of this text,  

namely that employment relations matter. 
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Table A1 Social indicators
48

 

 France Germany Netherlands Sweden UK USA 

 

GDP per head (PPP, US $), 2005 

  

30,386 29,461 32,684 32,525 33,238 41,890 

Life expectancy at birth, 2005 
 

80.2 79.1 79.2 80.5 79.0 77.9 

Probability at birth of dying 

before 60th birthday (per cent of 

cohort, 2000-5)
 

8.9 8.6 8.3 6.7 8.7 11.6 

Population below 50% of the 

median poverty line, 2004-5
 

7.3 8.4 7.3 6.5 12.5 17.0 

Gini index of income inequality 

various dates
 

32.7 28.3 30.9 25.0 36.0 40.8 

 

Social trust (per cent of those 

who trust ‘most people’)
 

23 36 69 76 30 36 

ILO Economic Security Index, 

2004
 

0.83 0.79 0.86 0.98 0.74 0.61 
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Table A2 Macroeconomic indicators (annual averages, per cent: A=1989–98; B=1999–2004)
49

 

 France Germany Netherlands Sweden UK USA 

 A     B A     B A     B A     B A     B A     B 

 

Growth of real aggregate 

demand  

2.4    1.9 0.7   1.3  1.4   2.0 1.9   3.6  3.1    3.0 3.4    0.6 

Growth of GDP (at constant 

prices)  

2.2    2.1 1.2   1.8  1.7   2.4 2.8   3.8 2.7    3.0  3.0    1.6 

Unemployment (standardised)  10.6   9.4 7.2   8.5   5.8   3.3   6.7     5.6    8.1    5.2     5.9    5.2 

 

Consumer prices  2.2    1.8  2.7   1.3 2.1   2.8 4.0    1.4 4.0    1.2 3.3    2.5 

 

Balance on trade in goods and 

services as  per cent of GDP  

0.7   1.1 0.0  0.9 4.2  3.1    0.7    5.4       -1.9.  -2.1 -1.4  -4.4     
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Table A3 Changes in international competitiveness (annual averages, per cent): A =1989–98; B=1999–2004
50

 

 

 France Germany Netherlands Sweden UK USA 

 A     B A     B A     B A     B A     B A     B 

 

Relative unit labour costs in 

manufacturing (a) 

-1.4     1.1 1.4     0.0 0.5    1.2 -2.4    -2.3 4.4    1.2 -0.4   -1.2 

Relative consumer prices (a) -0.2     -0.3 0.2     -0.8 -0.5    1.3 -1.0    -1.0 1.2    3.9  0.4 

 

Growth of exports of goods and 

services 

6.5      3.6 5.7     5.6 4.5    5.7 6.5     4.5  5.7    3.4 7.9     2.6 

Export performance (b) 0.6    -1.8 -1.1    0.4 0.9    -0.7 0.6     0.4 -0.4    -2.2 0.6    -2.8 

 

a  In dollar terms, relative to that of the manufacturing sector in 42 countries. Minus indicates improvements in competitiveness. 

b Change in each country’s volume of exports of all goods and services relative to that of the volume of total imports of goods and 

services into its export markets. Minus indicates that the performance is deteriorating. 
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Table A4 National differences in work organisation models (% of 

employees)
51

 

 
  'Discretionary Learning'   'Lean '   'Taylorist'   'Traditional'  

 

 

France    47.7   23.8  17.5       11.0 

 

Germany   44.3   19.9  18.4  17.4 

 

Netherlands   51.6  24.3  11.4  12.7 

 

Sweden    67.5   16.0  6.9     9.6 

 

United Kingdom   31.7   32.4  17.7   18.2 

 

EU-27    38.4   25.7  19.3   16.4 
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