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COMMITTING TO LABOUR STANDARDS IN FREE 

TRADE AGREEMENTS 

Alicja Stec-Nipcon1 

ABSTRACT 

New generation free trade agreements between industrialized and developing countries are 

increasingly including labour provisions, as a means to improve the working conditions in 

developing countries and to overcome unfair cost advantages brought about by lower standards. 

This article looks at the emerging use of labour standards provisions in free trade agreements and 

the kind of commitments taken. The use of such provisions, while conferring a strong incentive for 

compliance, may cause overlapping (and conflicting) commitments taken in other international 

agreements, and remain difficult to enforce. 

BACKGROUND 

International labour standards have gradually become a contentious issue in relation to trade 

between industrialized and developing countries. Labour standards related scandals in China from 

suppliers of Apple (regarding underpaid and overworked workers in December 2014), tragic 

events in Bangladesh (with the collapse of a 

textile assembly operation which supplied 

multinationals in Europe and the US) and 

countless other scandals involving overseas 

operations involving underpaid or underage 

workers have fuelled the debate on 

imposing (western style) labour standards in 

developing countries. Many countries 

however, are against connecting labour 

standards with trade agreements, which can 

be expensive and difficult to implement and 

monitor, whereas developed countries are 

concerned about workers in developing 

countries who are subject to exploitative 

working conditions, as well as the unfair 

advantage it can create with regard to costs.   

International organizations, including those of the ILO or WTO, have not reached consensus on 

imposing any trade related sanctions2 against countries which flout international conventions on 

labour standards and human rights, and recommend to not make use of trade agreements as a 

channel for the enforcement of labour standards3. The WTO stated that: “economic growth and 
development fostered by increased trade and further trade liberalization contribute to the promotion 

of these standards. We reject the use of labour standards for protectionist purposes, and agree that the 

                                                   
1 Alicja Stec-Nicpon is Project Coordinator at International Economics Ltd. She recently worked on a 

review of labour provisions in FTAs in the context of EU and ASEAN Agreements. 
2 Mah, J. S. (1998) ASEAN labour standards and international trade, in ASEAN Economic Bulletin, vol. 14, no. 3, pp.292-302. 
3 Anuradha R.V. & N.S. Dutta (2012) Trade and Labour under the WTO and FTAs,  Clarus Law Associates.  

Labour standards are multidimensional and differ 

across countries depending on the stage of the 

development, political, economic and social conditions 

of the country. Many institutions have tried to 

promulgate universal labour regulations to coordinate 

the improvement of labour conditions worldwide. The 

main institution, developing such international labour 

policies and norms is International Labour Organization 

(ILO), which has submitted 189 conventions and is 

systematically promoting labour standards, including 

abolition of child labour, elimination of discrimination 

or freedom of association. Countries deciding to ratify 

conventions adopted by the ILO are under the 

obligation to improve labour standards in their 

domestic economy. 

Box 1. Definition of Labour Standards 
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comparative advantage of countries, particularly low-wage developing countries, must in no way be put 

into question”4.  

GROWING USE OF LABOUR STANDARDS IN FREE TRADE AGREEMENTS 

Nonetheless, in recent years the number 

of trade agreements that cover labour 

issues have increased and many countries, 

including the European Union and United 

States, have initiated new bilateral trade 

agreements with such provisions5. 

According to the ILO, in June 2013 there 

were 58 agreements which included 

labour clauses, such as “minimum working 

conditions, enforcement of national labour 

laws, as well as monitoring and enforcing 

labour standards”6. Although, the majority 

of these trade agreements contain 

labour provisions which do not imply 

any economic cost related to sanctions 

for non-compliance, a growing number of conditions are imposed. Some of the countries, in 

particular the United States, went further to include the improvement of national labour laws as a 

condition for ratifying any agreement7.  

EXAMPLE OF LABOUR STANDARD PROVISIONS IN RECENT FTAS 

The United States is a major advocate of conditional labour provisions in trade agreements. The 

first labour standards provisions in FTAs appeared as early as 1994, through the North American 

Free Trade Area (NAFTA) and the North American Agreement on Labor Cooperation (NAALC) which 

were based on the obligation to comply with the national labour laws by the partner countries. 

Since then the United States has signed over a dozen FTAs that contain provisions on the 

enforcement of national labour laws and provides for dispute settlement mechanisms. The 

Dominican Republic-Central America Free Trade Area (CAFTA-DR) agreement assumes that 

partner countries will work with the ILO to improve existing labour laws. However, these 

agreements neither oblige members countries to adopt internationally recognized labour 

standards nor include sanctions to be imposed upon violation of labour standard provisions. 

Bilateral FTAs between the US and Peru-Panama provided commitments to adopt and maintain 

the ILO core labour standards in domestic labour laws, the prohibition of lowering labour 

standards by member states as well as regular trade sanctions8. 

The EU also promotes social development and labour regulations in its trade agreements with 

developing countries. However, instead of imposing trade sanctions against its partners, the EU 

adopts a positive approach by extending additional tariff preferences for those countries that are 

                                                   
4 WTO (1996) Singapore Ministerial Declaration adopted on 13 December 1996. 
5 Lazo Grandi, P. (2009) Trade Agreements and their Relation to Labour Standards, ICTSD. 
6 ILO (2013) Labour standards increasingly included in bilateral and regional free trade agreements. 
7 Ibid. 
8 Bolle, M. J. (2014) Overview of Labour Enforcement Issues in free Trade Agreements, CRS Report. 

Source: ILO (2013) Labour standards increasingly included in 

bilateral and regional free trade agreements 

Figure 1. FTAs with labour provisions 
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fulfilling the core international labour rights. The EU’s generalised system of preferences (GSP) has 
been augmented (GSP+) by offering additional trade incentives to those developing countries that 

apply a series of conventions that relate to human rights, including international labour 

standards9. Article 9 of the EU Regulations applying the GSP scheme principles states that 

beneficiary countries should ratify all core human and labour rights under the UN/ILO 

conventions.  Therefore, by improving the implementation of the international conventions 

(UN/ILO), developing countries can benefit more from tariff preferences offered by the EU under 

(GSP scheme) unilateral preference programme.  

FTA provisions on labour standards are primarily statements of intent and best endeavour 

principles contained in preambles and objectives of the agreement. It is mainly as a result of 

pressures from international NGOs, that the EU has made a reference to the ILO conventions in 

its trade agreements10. Most of the FTAs involve promotional labour provisions, with a focus upon 

information sharing, cooperation, exchange of expertise and capacity-building. 

As an example, the EU–South Korea FTA contains articles concerning enforcement of labour 

policies and workers’ rights. Besides the affirmation of committing to the implementation of the 
ILO Conventions on labour standards, in Art. 13.12, the agreement preconceives an institutional 

mechanism, whereby each party to the agreement “shall establish a Domestic Advisory Group(s) on 

sustainable development (environment and labour) and should comprise(s) independent representative 

organizations of civil society [..] as well as other relevant stakeholders”. 11 In the EU-CARIFORUM EPA, 

labour standards are especially highlighted. Parties agree to cooperate on social and labour issues, 

by providing support in “the formulation of national social and labour legislation and the strengthening 

of existing legislation, as well as mechanisms for social dialogue, including measures aimed at 

promoting the Decent Work Agenda as defined by the ILO”.12 

POLICY IMPLICATIONS 

The issue of trade and labour standards linkages still generates strong emotions and it seems like 

consensus on this issue will be difficult to reach at a multilateral level. Trade agreements should 

stimulate the development of labour provisions and strive to reduce labour violations. For 

example, in developing countries, many irregularities that occur in the market and which adversely 

affect the conditions of workers, could be removed by imposing labour standards within trade 

agreements. On the other hand, inclusion of labour laws into trade agreements “entails the risk of 
fragmentation of international labour law, these provisions may, at the same time, also create 

additional forums and catalysts for the implementation of labour standards”13. While labour policies 

are best addressed through labour laws and international labour conventions, FTAs do provide a 

strong incentive for adopting these conventions.  

 

                                                   
9 EC (2013) Practical guide to the new GSP trade regimes for developing countries, European Communities. 
10 EC (2004) The European Union’s Generalised System of Preferences. GSP, European Communities. 
11 EC (2011) Free trade Agreement between the European Union and its Member States, of the one part, and the Republic of 

Korea, of the other part in Official Journal of the European Union, L127. 
12 EC (2008) Economic Partnership Agreement between the CARIFORUM States, of the one part, and the European Community 

and its Member States, of the other part in Official Journal of the European Union, L289. 
13 ILO (2013) Labour Provisions in Bilateral and Regional Trade Agreements: Practical Implications and Coherence with ILO 

Instruments. 
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CAFTA Central America Free Trade Agreement  ILO International Labour Organisation 

DR Dominican Republic    NAALC North American Agreement on Labour  

EC  European Commission     Cooperation 

NAFTA North American Free Trade Area   UN United Nations 

EU European Union     WTO World Trade Organization 

FTA Free Trade Agreement  

GSP Generalised System of Preferences 

 



	



HOW CAN WE HELP? 

Support C-level executives and boards to prepare for different challenges 

International Economics can help facilitate internal discussions on strategy by providing technical insights, 

developing dashboards of key performance measurements, and giving advice to executive boards on building 

resilience to possible disruptions related to exogenous trade shocks, such as Brexit or Donald Trump’s 

Presidency. We work closely with our clients to brainstorm and identify challenges and opportunities based on 

our professional experience. 

Map market access 

In order to quantify the potential costs to your business in engaging in trade, including tariffs, standards, and 

customs procedures, among many others, we (i) undertake a mapping of which terms are most at risk of 

changing and by how much, depending on the type of agreements; and (ii) quantify and forecast the potential 

effect on your business using predictive analytics to generate insights into future outcomes. 

Navigate through trade and investment agreements 

With more than 400 trade agreements and 2,400 investment agreements already in place, International 

Economics’ team is able to navigate through them, guiding and identifying which specific agreement will better 

suit the interests of our client. Additionally, we have developed optimization techniques, through the use of 

sophisticated rules and algorithms, to analyse the Free Trade Agreements (FTAs), which are growing in space, 

depth and complexity, in order to offer insights into investment and trade decisions. With increasing 

fragmentation of global production networks and the need for careful evaluation of supply chain risks, the tools 

developed by International Economics offer a solid foundation for the adoption of critical decisions by 

businesses. 

Prepare briefings and strategic papers 

Our clients need to prepare strategic position papers to assess the issues and prepare responses, whether it 

be internal restructuring, supply chain re-engineering or addressing policy risks. We assist our clients with 

short, impactful, and relevant position papers, including setting out the possible impacts of risks at different 

business levels (policy, financial, structural, etc.) and provide the latest thinking on the issues to date, based on 

a holistic economic framework. 

Undertake a full economic and legal review of the trade and investment exposures 

to worldwide events 

We conduct independent and objective reviews of the impact of different worldwide events on your business 

and industry. We use deep learning tools, large multi-country macro models and the latest unstructured data 

to offer insights into the risks, exposure assessments and likelihood of disruptions to supply chain. These 

provide our clients with a competitive advantage as they prepare mitigation strategies and leverage identified 

opportunities. We work with our clients to develop the right strategies and make breakthrough decisions. 

Brexit: Help the private sector position itself during the UK’s trade negotiations    

Brexit will affect our clients’ business strategies, supply chains, funding, tax positions, regulations, growth and 

opportunities. International Economics works with public affairs companies and specialized firms to offer the 

full range of trade-related technical support and advice to help companies position themselves and ensure that 

their interests are addressed in the negotiations. 
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