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Improving labor conditions around the world is a 

complex, lengthy, and multi-stakeholder aspira-

tion. Governments, business, and workers all ben-

efit from improving working conditions. Improv-

ing working conditions, including increasing facto-

ry compliance with national labor laws and har-

monizing laws with international labor standards 

and the International Labour Organization’s core 

labor conventions, plays an important role in in-

ternational economic development and increas-

ing the welfare of laborers worldwide. Finding the 

most effective ways to improve compliance, 

therefore, is a policy priority for governments, 

business, and workers. 

The goal of this paper is to complement a broad 

overview of existing research with new empirical 

results that evaluate the contributions of different 

stakeholders in improving labor compliance. The 

results suggest that rule of law and exporting-

country government capacity may be the most 

significant factor in improvements in labor com-

pliance. Other stakeholders also play important 

roles, of course, but domestic capacity is signifi-

cantly associated with closing the gap between 

labor law and labor practice. Exporting-country 

government actions are by far the most often cit-

ed agents in removing goods from the Depart-

ment of Labor’s List of Goods Produced with Child 

and Forced Labor. Furthermore, policies that seek 

to regulate global supply chains in developed 

(importing) countries might have a smaller-than-

expected effect because exporters make up a 

small share of total economic activity in exporting 

countries. 

These results raise a critical question of how de-

veloped (importing) countries can better incentiv-

ize exporting-country governments to close the 

gap between labor law and labor practice. A re-

view of recent literature suggests that trade 

agreements play a significant role in motivating 

governments to close the gap between labor law 

and labor practice, not just for exporting firms, 

but throughout the country. One of the main poli-

cy implications is that a renewed focus on trade 

agreements between developed and developing 

countries would be one of the most effective 

ways to improve labor conditions in developing 

countries. 

It is widely accepted in the academic economics 

literature that there is a strong and positive rela-

tionship between exporting and economic 

growth. Figure 1, for example, uses data from the 

World Bank’s Development Indicators database to 

show that real global GDP growth is highly corre-

lated with the share of exports in GDP. Economics 

papers have established that the correlation 

shown in Figure 1 is, in fact, representing a causal 

relationship: exports promote economic growth. 

It is also well established that economic growth 

and working conditions are very closely related. 

The implied transitive relationship—that exports 

cause growth, and growth improves working con-

ditions—suggests that exports are associated 

with improvements in working conditions. It is 

also well established that exporters in general pay 

higher wages and offer better working conditions. 

Exporters that are associated with more well-

known “brand-conscious” international firms also 

tend to work with factories that have better work-

ing conditions than found in the rest of the econ-

omy—especially in developing countries.  

Nevertheless, the rise in global trade since the 

1990s has brought about a rising awareness of 

the poor working conditions found in developing 

countries. As these countries increased exports to 

developed countries, governments and workers 
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took notice and raised alarms about the poor 

conditions found in developing country factories. 

Although conditions in exporting factories were 

often better than found elsewhere in the country 

(especially in agriculture or domestic service), ex-

porting factories received a great deal of atten-

tion. Finding ways to improve labor conditions in 

developing countries became a policy priority for 

many stakeholders. Adding data and formal anal-

ysis contributes to this debate. In the next sec-

tion, we review both current literature and intro-

duce new data into the debate on the role stake-

holders play. 

Ultimately, it is an “interactive ecology” of actors 

and policies that improves labor outcomes. Many 

stakeholders have a part to play in improving la-

bor conditions (Amengual 2010). Networks of gov-

ernments (national and foreign), the private sec-

tor, and worker organizations are necessary to 

create an environment conducive to improving 

labor conditions (Pangsapa et al. 2011). This re-

port explores the central role of the state and the 

rule of law in improving labor conditions through 

literature and data analysis.  

Although many stakeholders are involved in im-

proving working conditions, national govern-

ments play a critical role. The most certain path to 

improving labor conditions globally is through the 

effective national enforcement of labor legislation 

(Kuruvilla et al. 2021 & Delautre et 

al. 2021). As pointed out by Delau-

tre et al. (2021),“[T]he State re-

mains the central actor in the gov-

ernance of work. Only the State 

has the authority—and the respon-

sibility—to promulgate and to en-

force laws and regulations.” Gov-

ernment capacity (defined as the 

willingness and ability to legislate, audit, and en-

force), therefore, may be the primary determinant 

of labor conditions.  

Increases in government capacity for monitoring 

and enforcement as well as legislation reform is 

often cited as a key reason behind labor condition 

improvement by the US Department of Labor 

(DoL). The DoL compiles a biannual list of all 

goods produced with forced and child labor called 

the List of Goods Produced with Child and Forced 

Labor: https://www.dol.gov/agencies/ilab/reports/

child-labor/list-of-goods. This list is used to pre-

vent these goods from entering the United States. 

Organizations can appeal to remove a good from 

the list provided they have evidence of the cessa-

tion of or severe reduction in child or forced la-

bor. If the DoL determines that there is sufficient 

evidence, the good is removed from the list and 

restrictions on that good are removed. Table 1 

breaks down the stakeholder contribution to im-

provements in the DoL goods list. 

Table 1 shows 83% of all removals from the list 

cite national government action as a key factor 

reducing the prevalence of child or forced labor. 

Key government activities include reforming do-

mestic legislation to be stricter on child labor, in-

creasing government enforcement and inspection 

capabilities, creating binding agreements for local 

firms and other organizations, and delivering ser-

vices to marginalized and exploited groups to re-

duce the demand for child labor. About 50% of 

the entries that cite governments as key stake-

holders mentioned governments partnered with 

the ILO for program and technical assistance. In 

two cases, the government was cited as the only 

stakeholder in the reduction of child and forced 

labor. National government capacity and regula-

tion clearly has the ability to contribute to im-

proved labor conditions through legislative re-

form, effective monitoring, and enforcement. 

Of course, concerns about poor conditions persist 

in developing countries. In fact, average labor 

practice (the average of all labor rights in practice 

indices from the WorkR dataset) declined from 

1994 to 2010 worldwide while average labor law 

Stakeholder: 
Govern-

ment 
NGOs 

Private 

Firms 
Unions IGOs 

DoL Inves-

tigators 

External 

Factors 

Frequency: 83% 58% 50% 8% 58% 8% 25% 

Table 1: Frequency of Stakeholders Cited in Removal of Goods from the List 

https://www.dol.gov/agencies/ilab/reports/child-labor/list-of-goods
https://www.dol.gov/agencies/ilab/reports/child-labor/list-of-goods
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increased slightly over the same period. Under-

standing the gap between labor law and labor 

practice is an important part in developing poli-

cies to improve working conditions in developing 

countries. To explain this gap, we employed re-

gression analysis. 

To estimate the relationship between government 

capacity and labor compliance while controlling 

for other factors that also are likely to affect com-

pliance, we built a dataset (described in the ap-

pendix) and estimated factors that contribute to 

the gap between labor law and labor practice. 

When controlling for gross domestic product, na-

tional income levels, union density, and variables 

included to control for other unobserved factors 

(fixed effects), the main results show that the 

most significant variable explaining the gap be-

tween labor law and labor practice is government 

capacity. The main point of this empirical analysis 

is that national governments, and specifically gov-

ernment capacity, play arguably the most im-

portant role in improving working conditions for 

workers in developing countries. Of course, other 

stakeholders also have roles to play, and these 

are explored in the next several sections. 

Due Diligence Legislation (DDL) is a relatively new 

phenomenon developed by developed-country 

governments aimed at increasing firm accounta-

bility for conditions within their entire supply 

chains. The belief is that firms should be required 

to identify and mitigate negative human rights 

effects arising from their business practices. The 

European Union and its member states are the 

leading developers of DDL practices for large cor-

porations founded in or operating within the EU’s 

borders.  

The United Nations Guiding Principles on Busi-

ness and Human Rights (UN Guiding Principles) 

form the basis for this increased interest in state 

and firm cooperation on protecting human rights. 

The UN Guiding Principles are: 

1. The States’ duty to respect, protect, and fulfil 

human rights and fundamental freedoms; 

2. The corporate responsibility to respect human 

rights; 

3. The need for rights and obligations to be 

matched to appropriate and effective reme-

dies when breached.  

The UN Guiding Principles form the basis for 

many recent due diligence laws. Current DDL pro-

posals may be less effective than proponents ex-

pect for several reasons. First, DDL proposals that 

focus on exporters miss the majority of the devel-

oping-country populations because they would 

only reach the workers directly engaged with ex-

porting factories that sell to companies with oper-

ations in the DDL countries. The World Bank re-

ports that the world average share of employ-

ment in manufacturing is just under 23% (https://

data.worldbank.org/indicator/SL.IND.EMPL.ZS). 

Only a small fraction of manufacturing firms are 

engaged in exports (Bernard et al. 2007). Hoeks-

tra (2013) shows that only 14% of an African sam-

ple of the World Bank’s Enterprise survey cover-

ing thirty-seven Sub-Saharan countries export.  

Second, as mentioned earlier, current DDL pro-

posals focus on the largest multinational corpora-

tions that are already associated with the “best” 

factories within exporting countries (both in the 

sense of performance and compliance). It is well 

established that exporting firms generally pay 

higher wages and have better conditions than do-

mestic, non-exporting alternatives for comparable 

workers (Robertson et al. 2009, Schank et al. 

2010). Within the exporting sector, factories that 

supply “reputation-conscious” lead firms have 

better working conditions than other exporting 

factories (Oka 2010) and importers reward devel-

oping-country factories with more sales when the 

factories comply with social standards 

(Distelhorst & Locke 2018). As a result, the mar-

ginal benefit of the DDL proposals would be small 

relative to nation-wide improvements in enforce-

ment of existing labor standards. 

Third, current DDL proposals may lack effective 

enforcement mechanisms that lead to improved 

outcomes; increased institutional oversite and 

stronger enforcement could help create stronger 

compliance from both firms and suppliers in the 

supply chain (Chambers & Vastardis 2021). Addi-

tionally, transparency and information reporting 

mechanisms need to be improved to maximize 

the impacts of DDL (Fransen & LeBaron 2019).  

https://data.worldbank.org/indicator/SL.IND.EMPL.ZS
https://data.worldbank.org/indicator/SL.IND.EMPL.ZS


MOSBACHER INSTITUTE WHITE PAPERS  4 

 

 

Developed-country governments are involved in 

labor condition improvement through technical 

capacity development programs. Labor condition 

improvements are often the distant goal while 

capacity development programs assist in achiev-

ing that goal (Aissi et. al. 2018), but there are 

many examples of successful efforts to improve 

national capacity (e.g. US DoL capacity-building 

programs). 

Better Work, an International Labour Organiza-

tion program, is one example of effective interna-

tional capacity building. Scholars find a positive 

correlation between labor practice improvement 

and Better Work programs (Robertson 2020, Ku-

ruvilla 2021 & Amengual 2017). Better Work fo-

cuses on a holistic approach to capacity building, 

bringing together various stakeholders 

(governments, brands, factories, unions, and 

workers) and completing assessments and train-

ings, advocating, and researching to produce sus-

tainable change. Recent evidence also shows that 

joining Better Work is associated with increased 

survival rates for factories and higher exports for 

countries. 

Regional and bilateral trade agreements are im-

portant tools to increase exports and have the 

potential to improve working conditions. Regional 

Trade Agreements (RTAs) increased in prevalence 

post-World War 2 with nearly 400 RTAs in effect 

by 2022. Many RTAs include labor provisions with 

the goal of ensuring a certain level of labor com-

pliance for signatories (Melo Araujo 2018, Carrere 

et al. 2022, Timini 2022). RTAs partially contribute 

to improvements in labor conditions; RTAs with 

labor provisions improve wages whereas RTAs 

without labor provisions show reductions in wag-

es (Martinez-Zarzoso & Kruse 2019). Additionally, 

increased trade as a result of entering into an RTA 

leads to improved worker welfare and working 

conditions (Martinez-Zarzoso & Kruse 2019).  

RTAs also have the potential to build key technical 

capacity. RTAs that include or encourage technical 

assistance programs can lead to improved labor 

outcomes as a direct result (Dewan and Ronconi 

2018). Indirectly, RTAs with labor provisions can 

encourage national governments to adopt other 

labor-related provisions and inspire changes with-

in government institutions and legislation.  

RTAs  affect the motivation of governments to 

close the labor law and practice gap.  Recent ex-

amples include the EU negotiations with Korea 

(Lonel 2022) and  Vietnam’s experience with the 

Trans-Pacific Partnership (Tran et al. 2017).  

To make trade agreements even more effective, 

enforcement mechanisms could be improved. 

Strengthening the tools that create compliance 

will result in stronger labor condition improve-

ments (Bronckers & Gruni 2021). The main ad-

vantage of trade agreements is that they directly 

engage governments that are arguably the most 

effective actor in improving working conditions 

and create incentives for economy-wide improve-

ments rather than narrowly-focused factory-

specific improvements. 

When the lead firms of global value chains source 

from developing countries, they effectively in-

crease labor demand, which results in either 

more employment, higher wages, or both. Recent 

research shows, for example, that increased ap-

parel exports from Bangladesh were associated 

with a falling wage gap between men and women 

as the increase in apparel exports were associat-

ed with rising wages for women relative to men 

throughout the economy (Robertson et al. 2020). 

The increase in labor demand has also been asso-

ciated with bringing women into the formal labor 

force, which generates positive effects for the 

economy (Frederick et al. 2022). These results 

complement the research cited earlier showing 

the positive relationship between exporting, wag-

es, and working conditions. 

Nevertheless, some continue to raise concerns 

about the conditions in exporting factories in de-

veloping countries and note that the conditions in 

these factories are worse than those found in de-

veloped countries. The UN Guiding Principles 

highlight the role of the private sector. Companies 

have the responsibility to respect human rights. 

Specifically, this means that companies have the 

responsibility to avoid causing or contributing to 
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adverse human rights impacts through their own 

activities, and address such impacts when they 

occur, and to seek to prevent or mitigate adverse 

human rights impacts that are directly linked to 

their operations, products or services by their 

business relationships, even if they have not con-

tributed to those impacts. 

Many approaches towards the private sector’s 

initiatives to respect labor law and international 

standards fall under the umbrella term of corpo-

rate social responsibility (CSR). CSR is a form of 

business self-regulation that can improve labor 

conditions throughout the supply chain. Academ-

ic studies illustrate the debate surrounding CSR 

initiatives. Some studies find no statistically sig-

nificant effect on labor, health and safety, or envi-

ronmental compliance (Distelhorst et al. 2015), 

but others find that voluntary measures are asso-

ciated with improved compliance that justifies re-

duced external enforcement (Short & Toffel 

2011).  

Two key activities remain salient in attempts to 

improve labor compliance. The first is auditing. 

Whether done by governments, private firms, or 

NGOs, auditing is the primary monitoring mecha-

nism used to gauge labor compliance in supplier 

factories. Currently, auditing is not a strong labor 

condition improver; increasing audits does not 

necessarily result in higher compliance (Marx & 

Wouters 2016 & Sanders et al. 2018).  

Increasing the training of auditors and changing 

the way that auditors conduct their business re-

sults in gains to labor compliance (Short et al. 

2020). Auditors that form long–term relationships 

as coaches and consultants that help develop the 

capacity of factory managers show greater labor 

compliance (Locke et al. 2009). 

These improvements fall broadly under the cate-

gory of “Modern Human Resource” (MHR) poli-

cies. The academic literature clearly shows that, in 

developed countries, firm performance benefits 

from improvements in human resource practices 

because workers increase productivity and re-

duce turnover. In developing countries, some fac-

tories take a “low” road human resources policy 

and others take a “high” road. The factories that 

take a “high” road perform much better, even af-

ter adjusting for other factory characteristics 

(Distelhorst & McGahan 2021). These factories are 

more likely to be associated with the leading rep-

utation-conscious multinational companies. Addi-

tionally, increased labor compliance can lead to 

increased order volume from buyers (Distelhorst 

& Locke 2018). Therefore, firms benefit from im-

proved labor compliance. Low performing facto-

ries are less likely to be engaged with, and there-

fore fall under the reach of, leading multination-

als (and therefore out of the reach of due dili-

gence legislation). 

Factories with a trade union presence show vari-

ous improvements over non-unionized factories. 

Unionized factories have better compliance with 

wage, human resources requirements, hours of 

work, and occupational health and safety regula-

tions (Kuruvilla et al. 2021). Factories that have 

Collective Bargaining Agreements (CBAs) outper-

form non-CBA factories in those same indicators 

(Kuruvilla et al. 2021).  

The presence of trade unions in other labor im-

provement processes can help improve their effi-

cacy. For example, including unions in the en-

forcement and auditing processes of national 

governments improves auditing effectiveness 

(Amengual & Fine 2017). Organized labor can as-

sist in creating positive feedback loops in labor 

compliance, providing significant gains to labor 

conditions and practices worldwide (Aissi et al. 

2017).  

Labor policy compliance is higher in countries 

with strong support for unions (Kuruvilla et al. 

2021). Trade unions, however, do show shortcom-

ings relative to other actors involved in improving 

labor conditions. A study on African trade unions 

found that many unions were underfunded and 

understaffed (McQuinn 2018). In some countries, 

there is a difference between independent and 

state-associated unions. In other countries, there 

are many different unions that reflect many 

different interests. This lack of funding and man-

power led many to struggle to form coherent 

strategies and effectively protect and improve 

worker’s rights (McQuinn 2018).  
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Improving working conditions and labor compli-

ance with national law and international labor 

standards is a policy priority. Increasing govern-

ment capacity has a robust, positive association 

with labor practice across countries. This effect 

holds across income level, region, and disaggre-

gated labor rights. Increasing government capaci-

ty allows all workers in a country to enjoy the ben-

efits of increased labor practice. In contrast, many 

current programs only target exporting firms. 

Due Diligence Legislation has a heavy focus on 

export manufacturers that make up a small por-

tion of the total workforce. Workers involved in 

the export market tend to have higher wages and 

improved employment opportunities relative to 

non-exporters, making them a group that already 

enjoys improved labor practices (Bernard & Jen-

sen 1999). Such programs that only target export-

ers will miss the poorest and most vulnerable 

worker populations. 

A reinvigorated trade policy agenda offers the op-

portunity for foreign governments to encourage 

national governments to change and enforce 

laws. RTAs can be used to improve government 

capacity and change existing legislation. Improv-

ing the ability of a government to effectively en-

force labor legislation will result in improvements 

to worker welfare over time for all labor rights in 

our dataset. Recent innovations in the USMCA, 

such as the Rapid Response Mechanism, illustrate 

the effectiveness of engaging national govern-

ments in improving working conditions. RTAs that 

include provisions targeted at increasing govern-

ment capacity and that provide commitments to 

increase inspections or other support will assist in 

strengthening domestic governments and im-

proving labor conditions for the largest popula-

tions within developing countries.  

Improving labor conditions is a daunting and 

complex task, but one that can be achieved 

through strengthening the institutional capacity 

of domestic governments.  
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There is wide acceptance that governments play a 

key role in shaping domestic labor conditions. The 

intent of this appendix is to illustrate the methods 

used to estimate the empirical relationship be-

tween government capacity and labor compliance 

and working conditions. The goal is to understand 

how differences across countries in government 

capacity contribute to the level of labor compli-

ance and working conditions. In addition, it is im-

portant to estimate the relationship between gov-

ernment capacity and labor compliance while 

controlling for other factors that also are likely to 

affect compliance.  

Quantifying government capacity is also a difficult 

task. Governments are immense entities with var-

ious agencies and departments; reducing all of 

government capability into quantitative data is a 

challenge. To build our dataset, we used the fol-

lowing sources. 

Data 

In order to test this hypothesis, the ideal data 

would contain perfect information on labor condi-

tions around the world as well as precise 

measures for government capacity and all rele-

vant controls. Data from auditing firms might 

seem ideal, but academics often criticize audit da-

ta (Locke 2013, Marx & Wouters 2016). Some aca-

demics criticize audits for being short, having 

poorly trained auditors, and allowing audit con-

sultancy companies to assist firms in falsifying 

audit information, which can lead to deceptive 

conclusions from audit data (Kuruvilla et al. 2020). 

Others, however, suggest that audits have played 

a key role in improving working conditions, as in 

Better Work country cases, and that improve-

ments that have been achieved in global value 

chains would not have been possible without data 

that identify key problems. 

1. Labor Law and Practice: Our indicators on la-

bor law and practice are sourced from the 

WorkR dataset. The WorkR dataset covers 10 

different labor rights in law and practice from 

1994 to 2010 for most countries. The data 

were primarily sourced from the US State De-

partment Country Reports on Human Rights 

Practices and coded by hand by the creators 

of the WorkR dataset. The labor rights they 

include are association, collective bargaining, 

forced labor, age, minimum wage, workplace 

safety, working hours, union rights, substan-

tive rights, and worker’s rights. We use these 

data to create average labor law and practice 

measures for each country-year.  

2. We source our information on government 

capacity from the World Bank’s Worldwide 

Governance Indicators Database. This data-

base covers 200 countries from 1996 to 2020 

with 6 dimensions of governance: voice and 

accountability, political stability and absence 

of violence/terrorism, government effective-

ness, regulatory quality, rule of law, and con-

trol of corruption. These data were compiled 

from over 30 sources including survey insti-

tutes, think tanks, NGOs, IGOs, and private 

firms. We use these data to create average 

government capacity measures for each coun-

try-year. 

3. Data for GDP and GDP per capita for each 

country-year were sourced from the World 

Bank. Both are in constant USD. We include 

GDP and GDP per capita to control for pros-

perity’s effects on labor conditions. 

4. Data for the Union Density Rate (UDR) were 

sourced from the Quality of Government Insti-

tute at the University of Gothenburg. The vari-

able represents the percent of workers in-

volved in a union in a given country. These da-

ta were originally sourced from the ILO; data 

from the QoG, however, had three times the 

matches for our dataset compared to the ILO 

data so we decided to use these QoG data.  

The main results include regressions that esti-

mate the relationship between government ca-

pacity and the law-practice gap in labor while con-

trolling for various specifications and additional 

variables. Including union density greatly reduces 

the number of observations available but does 

not change the main result. The main result, sum-

Appendix: Estimating Government Capacity and  

the Gap between Labor Law and Practice 
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marized in Figure A1, is that there is a strong, neg-

ative relationship between government capacity 

and the gap between labor law and labor prac-

tice. That is, as government capacity increases, 

the gap between labor law and practice shrinks. 

The empirical results also show that there is very 

little empirical relationship between government 

capacity and labor law. The relationship between 

capacity and the gap is driven by the relationship 

between government capacity and labor practice. 

This relationship is consistent with the hypothesis 

that improvements in government capacity would 

improve labor practice.  

Other control variables included GDP and union 

density, but neither including nor excluding these 

changed the main results shown in Figure A1. In-

cluding union density reduced the sample and 

generated a more significant relationship for the 

countries that remained in the sample.  

 

We also ran several regressions by region and in-

come level, but the same qualitative result con-

sistently emerged. When estimating the relation-

ship between government capacity and specific 

measures of labor practice (including Freedom of 

Association, Collective Bargaining, Union Rights, 

Forced Labor, Minimum Age, Minimum Wage, 

Workplace Safety, Maximum hours, Substantive 

Worker Rights, and Worker Rights Index), all had a 

strong positive relationship with government ca-

pacity, with the strongest relationship emerging 

for freedom of association. 
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