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Abstract

The issue of trust and cooperation in employment relations is a complex one as multiple
actors are involved. The issue not only refers to the vertical relationship between workforce
and management, but also to horizontal relationships among workers. Moreover, worker
representation through unions or works councils often plays a role in employment
relations. This brings a series of further important aspects to the issue - the quality of
the relationship between a worker representation body and management, the impact of
worker representation on the quality of worker-management relationships, the quality of
the relationship between workers and their representation body, and the impact of worker
representation on the quality of relationships among workers. This chapter provides
a review of the econometric evidence on the determinants, outcomes and dynamics.
Econometric research shows that trustful and cooperative employment relations not
only have microeconomic consequences at the individual or firm level. They also have
macroeconomic implications for the performance of labor markets.
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1. Introduction

Formal labor contracts are highly incomplete. This incompleteness implies that workers
have some discretion over their effort while management has discretion in whether or not
to provide good working conditions and pay high wages. Given the incompleteness of
formal labor contracts, informal agreements — so-called implicit contracts — play an
important role in employment relations. Implicit contracts are based on promises. For
example, management may promise to provide job security or pay high wages in exchange
of workers’ high effort. If both parties abide by the implicit contract, they can realize a
mutually beneficial situation. However, implicit contracts cannot be legally enforced.
Hence, there is the risk that the parties break the contract and end up in a situation that
makes them worse off.

In its simplest form, this problem may be described by the classical prisoner’s
dilemma game (La Porta et al. 1997). Players choose whether to cooperate or defect. While
mutual cooperation would yield a Pareto-optimal outcome with higher payoffs for all
players, it is not an equilibrium. The equilibrium is characterized by mutual defection
entailing an inferior outcome with lower payoffs for the players. Despite this theoretical
prediction, experimental studies show that a substantial fraction of players choose to
cooperate even in the one-shot prisoner’s dilemma game (Capraro et al. 2014; Kelley and
Stahelski 1970; Sally 1995). Heuristics, norms, fairness concerns and social preferences
appear to play a role in the intrinsic willingness to cooperate.

The basic point is that a player with the willingness to cooperate can only realize a
cooperative dividend when the other player is a cooperator, too. If the other player is a

defector, the cooperator only receives the sucker’s payoff. Thus, the willingness to



cooperate requires trust (Ostrom 2003). The question is how to define trust. One view holds
that trust is simply the belief that the other player also has cooperative inclinations
(Gambetta 2000). Another view holds that trust not only depends on the probability that
the other player is a cooperative type. Trust also involves the acceptance of vulnerability
(Rousseau et al. 1998). A trusting individual renders oneself vulnerable to another party on
the expectation that the other party will not exploit that vulnerability. This is more than a
simple taste for risk. The act of trust and having a trustful relationship can have an intrinsic
value to people (Bohnet and Baytelman 2007; Dunning et al. 2012; Fehr 2009). Whatever
definition we apply, mutual trust among cooperators allows these types of individuals to
escape the prisoner’s dilemma and realize a cooperative dividend.

While trust and cooperative inclinations appear to be important ingredients to
cooperation in many situations, models of the infinitely (or indefinitely) repeated prisoner’s
dilemma suggest that cooperation can evolve among completely selfish players as a self-
enforcing implicit contract without any trust (Baker et al. 1994; Bull 1987; MacLeod 1988).
However, repeated games are far from being perfect. Repeated games do have multiple
equilibria involving a coordination problem (Dal B6 and Fréchette 2018; Kreps 1990).
Norms and the belief that others will follow the norms may help players realize an
equilibrium with high cooperation. Moreover, in reality, interactions are only repeated for
a finite number of periods. From a theoretical viewpoint, a certain fraction of players with
an intrinsic willingness to cooperate is required to ensure cooperation for some time (Kreps
et al. 1982). Indeed, experimental studies show that a substantial fraction of intrinsic
cooperators stabilize cooperation in finitely repeated games (Andreoni and Miller 1993;

Chakraborty 2023; Mao et al. 2017). Finally, not only formal labor contracts but also



implicit contracts are incomplete (Gibbons and Henderson 2012). Implicit contracts entail
a high degree of ambiguity and lack of clarity. Thus, it may be difficult for a party to verify
whether or not the other party behaved honestly. In such a situation, trust may be not only
challenged but is required to sustain cooperation.

There is a massive experimental literature on trust and cooperation. However,
experimental studies are conducted in stylized laboratory settings. It is crucial to
understand how trust and cooperation operate in the real world. Over the last twenty years
or so, a growing body of econometric studies has begun to examine the issue of trust and
cooperation in employment relations. Using survey measures of trust or indicators of
cooperation, these studies provide real-world evidence that the issue is quite complex and
has many facets. In particular, the studies shed light on the fact that multiple actors are
involved when it comes to employment relations. The issue of trust and cooperation not
only refers to the vertical relationship between workforce and management, but also to
horizontal relationships among workers. Moreover, worker representation through unions
or works councils often plays a role in employment relations. This brings a series of further
important aspects to the issue — the quality of the relationship between a worker
representation body and management, the impact of worker representation on the quality
of worker-management relationships, the quality of the relationship between workers and
their representation body, and the impact of worker representation on the quality of
relationships among workers. Finally, econometric studies show that trust and cooperation
not only have microeconomic consequences at the individual or firm level. They also have

macroeconomic implications for the performance of labor markets.



This chapter reviews the econometric evidence on trust and cooperation in
employment relations. In some instances, the chapter will also discuss studies from
neighboring disciplines to provide a more comprehensive picture. The chapter is organized
as follows: Section “The Outcomes of Trust and Cooperation” sets the stage by discussing
the implications of trust and cooperation for workers, firms and labor markets. Section
“Determinants of Trust and Cooperation” reviews the evidence on the factors that influence
trust and cooperation in employment relations. Section “The Dynamic Dimension of Trust
and Cooperation” makes it clear that trust and cooperation are not static but can change

over time. Section “Summary” highlights the key insights.

2. The Outcomes of Trust and Cooperation
2.1 Workers and Management
Brown et al. (2015) provide British evidence that the average degree of worker trust in
management within a firm is associated with increased financial performance, productivity
and product or service quality. The findings fit theoretical considerations. Workers have
some discretion with respect to how hard and smart they work. If workers trust that
management will treat them honestly and fairly, they are willing to work hard and smart.
Guiso et al. (2015) obtain for the United States that the level of integrity of
management as perceived by workers is associated with higher firm productivity,
profitability and an increased attractiveness of the employer to prospective applicants.
Interestingly, a firm’s proclaimed values of integrity and trust do not play a significant role
in firm performance. The pure advertisement of these values by the firm appears to be
simply cheap talk. It is crucial that workers actually experience management as being

trustworthy.



Noda (2020) presents a Japanese study showing that trust in management not only
has consequences for workers’ performance but also for their well-being. Workers who
trust management exert more effort and perceive a higher degree of job security. The results
conform to the notion that trust helps build win-win employment relations based on implicit
contracts and reciprocity. Workers put in more effort and management keeps its promise
to provide better working conditions such as job security.

A British study by Wang et al. (2018) finds that trust plays a particular moderating
role when workers face job insecurity. Workers with a high degree of job insecurity have
a lower level of organizational commitment and experience a higher level of work-related
anxiety. The impact of job insecurity on commitment and anxiety is less pronounced if an
individual works in a firm where the workforce has a high degree of collective trust in
management (i.e., a high degree of aggregate trust).

Findings by Meagher and Wait (2020) show that workers’ trust also has an
influence on the behavior of management. Using Australian data, the study finds a link
between an individual worker’s trust in management and their decision-making rights.
Managers appear to delegate decision authority to those workers who have a high trust in
them and, hence, use the decision rights in a way that improves firm performance. A cross-
country study by Gur and Bjernskov (2017) supports this view. In countries with a higher
level of trust, managers are more willing to delegate authority to subordinates.

While the studies discussed so far focus on workers’ trust, Nguyen (2026) analyzes
for the United States the consequences of managers’ trust for the innovativeness of firms.
Using variation in trust across CEO ethnic origins, Nguyen finds that a CEO’s generalized

trust is associated with more patents and higher patent quality. CEOs impart their



generalized trust to the trust culture of the firm. Workers feel that they are more trusted by
management and, hence, are more willing to undertake more risky research and

development resulting in increased innovativeness.

2.2 Relationships Among Workers

Not only trust between workers and management but also trust among workers is an
important component of the trust culture within an organization. Using data on public
sector workers from eighteen Latin American countries, Keefer and Vlaicu (2024) find a
positive association between individual trust in co-workers and collaboration, information
sharing, support of technological change, and mission motivation. These findings conform
to the notion that trust among workers engenders more cooperation to achieve common
goals.

Kurtulus et al. (2011) find for the United States that workers have stronger
preferences for performance pay in general and for collective payment schemes such as
profit sharing in particular when they perceive management as being trustworthy and view
their co-workers as being committed to workplace performance. These findings conform
to theoretical expectations. On the one hand, the expected benefits from performance pay
are higher if workers trust management to correctly and fairly calculate rewards. On the
other hand, the expected benefits from performance pay depend on the behavior of co-
workers. If production is characterized by interdependent worker productivity, this even
holds for individual performance pay. Interdependent worker productivity means that a
worker’s performance not only depends on the worker’s own effort but also on the effort
of their co-workers. Collective performance pay additionally entails a potential free rider

problem. Collective performance not only depends on the worker’s own effort but also on



whether or not their co-workers free ride on that performance. Altogether, the expected
benefits from performance pay are higher if a worker trusts their co-workers to contribute
their share and put in high effort.

Helliwell and Huang (2010) provide Canadian evidence that trust in co-workers and
trust in management both are associated with increased life satisfaction. This shows that
the quality of employment relations has also consequences for the quality of life beyond

work.

2.3 Worker Representation

From a theoretical viewpoint, worker representation through unions or works councils has
the potential to contribute to more cooperative employment relations increasing workers’
well-being and their willingness to contribute to firm performance. Worker representation
reduces information asymmetries between management so workers can better evaluate
managers’ behavior (Freeman and Lazear 1995). More transparency allows management
building a reputation of credibility. Moreover, the influence of unions or works councils
on decision making within a firm makes it more difficult for management to break promises
made to the workforce (Eguchi 2002; Hogan 2001; Jirjahn and Smith 2018). This helps
create binding commitments that increase workers’ confidence in the promises made by
management.

However, from an empirical viewpoint, worker organizations such as unions or
works councils are heterogeneous entities. Even within one country or industry, unions or
works councils differ across firms in the way they represent workers’ interests and their
ability to influence management decisions. In particular, workers’ perceptions of worker

organizations should make a difference in how these organizations influence behavior and



well-being at work. Noda (2025) provides evidence from union members in Japan showing
that workers’ perceptions indeed play an important role. The author uses two measures of
a worker’s individual trust: trust in unions in general and trust that unions can be relied on
to obtain trustworthy managerial information. The two measures of trust are negatively
associated with perceived job insecurity and positively associated with satisfaction with
job security. Trust in unions in general is also positively associated with overall job
satisfaction.

Moreover, the outcomes of worker representation depend on whether the
relationship between a worker representation body and management can be characterized
as adversarial or cooperative. A comparative study by van den Berg et al. (2025) finds for
Germany and the Netherlands that trustful relationships between works council and
management are associated with a greater influence of the works council on firm policies.

Some studies have used the European Company Survey to examine the outcomes
of trust between management and the worker representation body — either a works council
or a union — within a firm. The European Company Survey is a large survey of firms in the
EU member states and the United Kingdom. Addison and Teixeira (2020) find that
management’s trust in the worker representation body and, vice versa, worker
representatives’ trust in management are associated with increased productivity and
financial performance. Brandl (2021) shows that particularly strong mutual trust leads to
increased financial performance.

Studies with the European Company Survey also provide some evidence on
transmission channels. Addison and Teixeira (2024a) obtain that worker representatives’

trust in management and a strong influence of the worker representation body on decision



making are positively linked with a higher commitment of the workforce. Commitment of
the workforce is, in turn, positively linked with increased productivity and financial
performance. A further study by Addison and Teixeira (2024b) finds that mutual trust
between management and worker representatives is associated with lower strike incidence
in the firm. Thus, mutual trust appears to reduce conflicts.

Avgoustaki et al. (2026) show that management’s trust in worker representation is
associated with a greater effectiveness of the worker representation body in influencing
decisions. This finding fits the notion that managers trusting worker representation
encourage worker representatives to participate more comprehensively in decision making.
Management’s trust in the worker representation body also predicts the implementation of
direct worker involvement and participation practices. This result contradicts the view that
worker representation and direct worker involvement are inevitably substitutes. They can

be complementary if industrial relations are characterized by trust.

2.4 Labor Market Performance

The quality of employment relations not only has an impact on the microeconomic but also
on the macroeconomic level. Blanchard and Philippon (2004) use information provided by
the World Economic Forum to calculate country-level measures of the quality of
employment relations. The World Economic Forum conducts surveys among senior
business executives in a large number of countries on whether employment relations in
their firm can be characterized as cooperative. Blanchard and Philippon use the country
mean response as a measure of the quality of employment relations within a country. They
obtain two key insights. First, their measure of the quality of employment relations is

negatively associated with the strike intensity in OECD countries. Second, the quality of



employment relations is negatively associated with the evolution of unemployment across
European countries over a period of thirty years. Countries with more cooperative
employment relations experience lower unemployment rates.

A study by Feldmann (2006) uses data from nineteen advanced countries over a
period of sixteen years to confirm that cooperative employment relations are associated
with lower strike intensity and lower unemployment. Moreover, Feldmann shows that the
quality of employment relations is particularly associated with lower unemployment rates
among women, young workers and low-skilled workers.

Finally, Feldmann (2009) finds that the negative association between the quality of
employment relations and unemployment also holds for sixty-four developing countries.
However, compared to advanced countries, the magnitude of the association appears to be

moderate.

3. Determinants of Trust and Cooperation

Altogether, the studies discussed so far make it clear that trust and cooperation in
employment relations have positive outcomes for workers, firm performance and the
functioning of labor markets. This gives rise to the question of what factors contribute to
trustful and cooperative employment relations. Again, this is a complex issue as multiple

actors are involved.

3.1 The Quality of Relationships Among Workers
Some studies have examined the role of working from home in cooperation among
workers. Yang et al. (2022) show for the United States that working from home results in

a more static and sioled collaboration network of workers. This makes it harder for workers
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to acquire and share information across disparate parts of the firm. Gibbs et al. (2023) find
for India that working from home leads workers to engage in fewer contacts with
colleagues and bosses. The findings of the two studies reflect a move toward more
electronic communication and less face-to-face interaction. This negatively affects
collaboration. Physical proximity and face-to-face interactions not only enable flexible and
speedy communication between workers (Battison et al. 2021) but also foster the formation
of friendships and informal networks (Marmaros and Sacerdote 2006).

Other studies have focused on the role of incentive schemes. Burks et al. (2009)
find for Switzerland and the United States that workers in firms paying for individual
performance are less cooperative than their counterparts in firms paying hourly wages. This
finding fits the notion that individual performance pay induces workers to focus on their
own outcomes and neglect collaboration with co-workers. Brown and Heywood (2009)
provide corroborating evidence from Australia. They examine workers subject to
individual performance pay. Workers who do not help their co-workers earn a higher
amount of performance pay. Baktash (2026) obtains for Germany that individual
performance pay is associated with a higher risk of burdensome conflicts with co-workers.

Collective incentive schemes appear to operate quite differently. Evidence from
Germany (Berger et al. 2011; Heywood et al. 2005) and the United States (Encinosa III et
al. 2007) suggests that collective incentive schemes such group performance pay or profit
sharing are associated with more cooperation and helping on the job. However, collective
incentive schemes are also linked with increased peer pressure. Freeman et al. (2010) find

for the United States that workers receiving collective performance pay are more likely to
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take action against shirkers. This link is largest when workers trust management and the

firm adopts low levels of supervision and pays fixed wages at or above the market level.

3.2 The Quality of Worker-Management Relationships

Collective performance pay also has an influence on the quality of worker-management
relationships. Bayo-Moriones and Larraza-Kintana (2009) obtain for Spain a positive
association between profit sharing and workers’ commitment to the firm. The finding
conforms to the notion that profit sharing contributes to cooperative worker-management
relationships as it signals that the employer is benevolent and willing to voluntarily return
to workers a portion of the fruits of their collective labor.

Of course, there are many factors other than the method of pay influencing the
quality of employment relations. The British study by Brown et al. (2015) shows that
workers exhibit higher trust in management if managers keep them informed about changes
in staffing, work tasks and the way the firm is being run. This result shows that transparency
plays an important role in trust. Moreover, the amount of training received and wages
earned in excess of the average in the industry are positively associated with trust in
management. Workers’ trust in management appears to be higher if managers care about
their well-being. Finally, strains associated with an economic downturn (e.g., increased
workload, re-organized work or a wage cut) are negatively linked to trust in management.
This suggests that it is difficult to sustain trust under adverse economic conditions that
require concessions by workers.

Schulz et al. (2022) present British evidence that wage inequality also plays a role.
The authors find a curvilinear association between intra-firm wage inequality and trust in

management. When wage inequality is at a low or moderate level, increasing inequality is
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associated with higher trust in management but when wage inequality passes a certain
threshold the association turns negative. The finding fits theoretical expectations. To the
extent wage differentials reflect differences in skills, workers perceive wage inequality as
being fair and appreciate that management rewards the skills. However, excessive wage
inequality that outpaces differences in skills violates fairness norms and casts doubt on the
integrity of management.

Breda and Manning (2025) examine how the structure of the workforce influences
trust and loyalty within British firms. While ethnic minorities as individuals show higher
trust in management and more loyalty toward organizational values, the share of ethnic
minority workers within the workforce is associated with lower aggregate trust and loyalty
at the firm level. Ethnic diversity appears to make it more difficult to build trustful
employment relations. From the viewpoint of immigration policy, this is an important
insight as immigration tends to increase ethnic diversity. Furthermore, women as
individuals exhibit more trust in management and loyalty, and the share women within in
the workforce contributes to higher aggregate trust in management and loyalty toward
organizational values. This indicates that an increased labor force participation of women
can strengthen trustful employment relations.

Guiso et al. (2015) examine in their study for the United States not only the
outcomes of perceived integrity of management but also the determinants. The authors
have a specific focus on ownership and corporate governance. The average level of
management integrity as perceived by workers is lower in firms that are publicly traded.
This result fits the notion that public listing creates a distortion in managerial decision

making. If the stock market underestimates the long-run value of trustful employment
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relations, managers maximizing current stock market value of the firm underinvest in the
quality of employment relations. Furthermore, the authors find that the presence of a large
shareholder is associated with a lower level of management integrity in publicly listed
firms. One explanation for this finding is that a concentrated ownership structure leads to
a stronger focus on shareholder value maximization reducing managers’ incentive to
maintain a reputation for integrity. From a broader perspective, the results by Guiso et al.
provide some support for the view that financialization is a challenge for the quality of

employment relations (Grady and Simms 2019; Thompson 2013).

3.3 Worker Representation and the Quality of Worker-Management Relationships
In industrial relations research, a particularly important question is how worker
representation influences the quality of worker-management relationships. Brown et al.
(2015) find for Britain that union members exhibit a lower level of trust in management
than nonmembers. Similarly, Pyman et al. (2010) obtain for Australia that workers are less
likely to perceive worker-management relationships as being good if a union is present in
the firm. At first glance, these findings might run counter to theoretical expectations.
However, the findings do not mean that unions are not able to improve information sharing
and obtain binding commitments by management. Instead, they suggest that worker
representation changes workers’ perceptions and expectations with respect to
management’s behavior. Workers become more conscious of managerial shortcomings
and, hence, more critical of managers.

A study by Mohrenweiser and Pfeifer (2026) on German works councils provides
evidence supporting this explanation. The presence of a works council in a firm has an

insignificant to negative impact on workers’ fairness perceptions. Nonetheless, at the same
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time, there is a strong link between works council presence and productivity. While worker
representation leads workers to take a more critical stance toward management, it still
increases workers’ cooperativeness and willingness to contribute to firm performance as
workers can be confident that management cannot take action without considering their
interests.

Moreover, it has to be taken into account that the influence of worker representation
on the quality of worker-management relationships depends on how a worker organization
and management interact with each other and on the way the worker organization
represents workers’ interests. Bryson (2001) provides British evidence. Workers’ trust in
management is higher where there is a balance of power between unions and management
and the union is perceived as being effective. Furthermore, workers’ trust in management
is higher if management supports union membership and is lowest if management actively
discourages membership. In a similar vein, the Australian evidence provided by Pyman et
al. (2010) shows that workers are more likely to report poor worker-management
relationships if management opposes unions.

Noda (2020) provides evidence from workers in unionized firms in Japan. Workers’
trust in management is higher if management discloses confidential information to the
union, management is willing to solve problems, the union is effective in reducing
information asymmetries and influencing decisions, and union leaders more frequently
visit workers’ workplaces.

Deery and Iverson (2005) present a study for unionized workers in Australia.

Workers’ perception of the employment relations climate is more positive if the union
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adopts a problem-solving approach to bargaining, management shares information freely
with the union and negotiates in a fair manner with the union.

In summary, the available evidence makes it clear that the link between worker
representation and workers’ trust in management crucially depends on three factors:
management’s response to worker representation, the power of a worker organization to
influence management decisions, and the relationship between worker representatives and
workers. A further issue complicating that link is the direction of causation. Worker
representation may not only have an influence on workers’ trust. Workers’ trust may also
have consequences for worker representation.

Guiso et al. (2015) obtain for the United States that a high level of perceived
integrity of management is associated with a lower fraction of the firm’s workers that are
unionized. This finding fits the notion that workers feel less need for protection through
unions if management keeps its promises made to the workforce.

A controversial issue is how ownership influences the quality of worker-
management relationships and, hence, workers’ desire for representation. Mueller and
Philippon (2011) find for France that family firms experience fewer strikes and a lower
fraction of unionized workers. Using data from 12 countries they confirm that family firms
have lower unionization rates than do nonfamily firms. Jagannathan et al. (2025) obtain for
the United States that founder-managed firms are less likely to be unionized and are less
likely to have unfair labor practice charges filed against them. The authors of the two
studies are quick to assume that family firms or founder-managed firms are more
committed to informal agreements and create more trustful employment relations reducing

workers’ desire for representation. However, this view is not supported by Gusio et al.
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(2015). They do not find that the presence of founders on the board of a firm has a
significant influence on management’s integrity. Moreover, Matsuura and Noda (2017)
show for Japan that managers from family firms tend to regard unions as harmful to their
management. It appears to be likely that these managers avoid unions not only by providing
better working conditions but also by engaging in union suppression strategies.

This view is supported by evidence from Germany. Jirjahn and Mohrenweiser
(2016) find that owner-managers not only have an influence on the introduction but also
on the survival of a works council. Workers in owner-managed firms are less likely to
introduce a works council. In case of an introduction, the new works council is less likely
to survive if the firm is owner-managed. In particular, the latter finding conforms to the
notion that owner managers show stronger resistance to worker representation. Indeed,
Behrens and Dribbusch (2020) provide some direct evidence that owner-managers more
often engage in suppression strategies than hired managers.

Altogether, the available evidence shows the role of worker representation in the
quality of worker-management relations in a nuanced light. In particular, the way a worker
representation body and management interact with each other appears to be crucial. Jirjahn
and Smith (2006) develop a typology of distinct employment relations regimes that is based
on two dimensions: the presence or absence of a formal worker representation body in the
firm on the one hand and a positive or negative stance of management toward worker
participation in decision making on the other hand. The authors combine the two
dimensions to distinguish between four employment relations regimes. The first regime is
characterized by the presence of a formal worker representation body and a positive stance

of management toward worker participation. The worker representation body and
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management collaborate to create cooperative and trustful worker-management
relationships. The second regime is characterized by the presence of a formal worker
representation body and a negative stance of management toward worker participation.
This is a situation entailing adversarial bargaining and less cooperative worker-
management relationships. The third regime is characterized by the absence of a formal
worker representation body and a positive stance of management toward worker
participation. Management communicates directly with workers and builds cooperative
and trustful employment relations on a rather informal basis. Finally, the fourth regime is
characterized by the absence of a formal worker representation body and a negative stance
of management toward worker participation. Management tries to avoid any kind of worker
representation by exerting pressure on workers wo show interest in worker voice. Instead
of building cooperation and loyalty, management tries to ensure effort by intensively
monitoring workers and sharply limiting their scope for decision making.

Finally, it should be noted that the studies discussed so far overwhelming focus on
traditional capitalist firms. A study by Sabatini et al. (2014) provides one exception. Using
data from Italy, they compare individuals employed in worker cooperatives and individuals
employed in traditional capitalist firms. Individuals employed in worker cooperatives are
more likely to report that the work environment has positively influenced their trust
towards others. The finding fits the notion that shared control rights, equal decision-making

power and procedural fairness foster trustful employment relations.

3.4 The Relationship Between the Worker Representation Body and Management
The available econometric evidence makes it clear that the outcomes of worker

representation crucially depend on the quality of the relationship between the worker
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representation body and management. Thus, it is important to understand the factors
influencing the quality of this relationship.

Brandl (2020) uses the European Company Survey to examine the determinants of
mutual trust between the worker representation body — either a works council or a union —
and management. Larger firms have a lower likelihood that the relationship between
worker representatives and management is characterized by mutual trust. Trust building
appears to be easier in smaller organizations. The likelihood of mutual trust is also lower
if the firm reduced their workforce. Obviously, trust is difficult to sustain if management
makes decisions that negatively affect workers’ interests. Furthermore, a change in
ownership is associated with a lower likelihood of mutual trust. New owners may
implement new management and organizational practices entailing uncertainty and
challenging trust. Moreover, new owners may be not committed to the promises made by
previous owners to the workforce. The likelihood of mutual trust is also lower if collective
bargaining occurs at the firm level. This conforms to the notion that it is more difficult to
build trustful and cooperative employment relations if distributional issues have to be
solved at the firm level. Finally, Brandl’s study shows that country effects play a role.
Mutual trust between worker representatives and managers is relatively high in
Scandinavian countries and low in Mediterranean countries. It varies strongly across
countries in Central and Eastern Europe.

The comparative study by van den Berg et al. (2025) examines the determinants of
trustful relationships between works councils and management for firms in Germany and
the Netherlands. Timely information provision by management, management’s

organizational support of the works council and shared goals are positively associated with
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a trustful relationship between works council and management in both countries. By
contrast, trust between works council and management is lower if the works council often
receives advice from a union. This result holds for both Germany and the Netherlands. The
finding suggests that building trust is more complicated when a third party is involved.
While advice by a union helps increase the effectiveness of a works council in influencing
decisions (the German evidence), it appears to make building trustful industrial relations
within the firm more difficult. Furthermore, the findings for Germany show that the firm’s
coverage by a collective bargaining agreement is positively associated with both the impact
of a works council on decision making and a trustful relationship between works council
and management. This finding conforms to the notion that worker representation through
works councils is more effective in influencing decisions and building trust if the council
is less involved in distributional issues and these issues are solved by unions and

employers’ associations (Hiibler and Jirjahn 2003).

3.5 The Relationship Between Workers and Their Representation Body
Our discussion would be incomplete without considering the relationship between workers
and their representation bodies. Studies examining this relationship do not directly address
trust and cooperation but instead focus on related aspects. Nonetheless, these studies
provide useful insights. The studies show among others that the leadership style of worker
representatives and the broader societal consequences of a worker organization play an
important role in the relationships among workers and in the relationship between workers
and their representation body.

Using data from unionized workers in Australia, Cregan et al. (2009) provide

evidence of a link between the leadership style of worker representatives and the quality of
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relationships among workers. Union members exhibit stronger identification with their
fellow members if worker representatives pursue a transformational leadership style — a
leadership style that is characterized by moral and ethical decision-making, enthusiasm, a
sense of mission and an optimistic vision for the future. A stronger identification with
fellow member is, in turn, associated with greater loyalty to the union and a higher
willingness to actively support the union. All in all, the findings indicate that a
transformational leadership style of worker representatives can foster a “sense of oneness”
that helps overcome collective action problems and strengthens workers’ willingness to
contribute personal resources to the common goal.

Evidence from United States confirms that the leadership style of worker
representatives plays a role in the relationship between union members and their unions.
Sadler (2012) finds that a democratic leadership style of union presidents induces workers
to voluntarily participate in union activities. Johnson and Jarley (2004) obtain that workers
are more willing to participate in union activities if union representatives treat them
honestly and fairly.

Jirjahn and Kiess (2026) obtain for Germany that workers in firms with a works
council are more likely to have a higher degree of collective efficacy — workers’ perception
that they have joint control over what happens at work. The finding indicates that works
councils foster notions of solidarity among workers and increase the awareness that the
effective representation of the joint interests involves collective action. The link between
works council presence and collective efficacy is stronger for union members than for

nonmembers.
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Keyes et al. (2023) show for Australia that the societal consequences of a union
play a role in the relationship between union members and the union. Positive experiences
with the union not only depend on the union’s effectiveness in improving wages and
working conditions but also on the broader impact of the union on fairness and justice in
society. De La Haye et al. (2026) obtain similar results for France, Canada and the United
States. Workers appear to have prosocial motivations. They not only appreciate the

improvement of their own situation at work but also the broader societal impact of unions.

4. The Dynamic Dimension of Trust and Cooperation
Trust and cooperation are not static phenomena. They can change over time (Fehr 2009;
Hart and Regner 2017; Lorenz 1999; Koorsgard et al. 2018). From a theoretical viewpoint,
there are a series of possible trajectories. One scenario is that the parties initially distrust
each other and this distrust is self-reinforcing. This scenario implies a worsening of the
relationship over time. An alternative scenario is that the parties overcome initial distrust
and are able to build trust and cooperation in the long run. However, behavioral studies
show that people often take a trusting stance already at the beginning of a relationship
(Ostrom 2003). Thus, a third scenario is that the parties show some initial trust leading to
a process of mutual trust building and long-term growth of cooperation. Of course, trust
and cooperation may be fragile in some situations. A fourth scenario is that the parties have
trustful and cooperative relationships for a time, but trust is not sustainable and decreases
in the end.

Jirjahn et al. (2011) present a study on German works councils. The age of a works
council — the number of years since this institution has been implemented in the firm — is

associated with a lower probability that management perceives the relationship with the
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works council as being bad. At the same time, the age of a works council is linked with a
higher probability that the council is involved in decisions even where it has no legal
powers. These findings show that time indeed plays a role in employment relations. Works
council and management learn about each other and circumstances as time goes on. The
learning process may follow a ‘step-by-step’ rule. Works council and management start by
making small commitments to each other and then increase their commitments depending
on the quality of their previous interactions. The learning process allows building a more
cooperative relationship over time. Jirjahn et al.’s findings suggest that this has positive
outcomes for both the firm and the workforce. The age of a works council is associated
with a stronger positive impact of the council on productivity and a stronger negative
impact on the quit rate of workers. However, Jirjahn et al. also find evidence of a
codetermination life cycle. The role of works council age inverts after about thirty years.
While the relationship between works council and management develops over time,
the works council may also play a role in the quality of the long-run relationships between
workers and management. Jirjahn et al. (2024) provide indirect evidence for the view that
works councils help build sustaining cooperative worker-management relationships. They
find that the productivity-enhancing impact of management practices (targets, monitoring
and incentives) is increasing over time. The long-run impact of the practices is much
stronger in firms where a works council is present. The finding fits the notion that the
underlying long-term cooperative employment relations ensure that management takes
workers’ interest into account when setting targets and implementing monitoring and

incentive systems. This makes workers more responsive to the management practices.
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Nicols et al. (2009) examine workers’ trust in management for Britain. The authors
find a negative association between a worker’s tenure with the firm and the trust the worker
has in management. This suggests a negative trajectory of trust. The longer a worker is
exposed to an employer, the lower is their trust in management. However, the authors do
not examine the role of moderating factors. It would have been particularly interesting to
see if the link between tenure and trust in management depends on the presence or absence
of worker representation.

The findings by Nicols et al. give rise to the question as to why trust in management
is declining over time. One reason could be that workers tend to overestimate
management’s trustworthiness at the beginning of the employment relationship. This
explanation gains plausibility if one takes into account that managers are on average more
Machiavellian than other workers (Baktash and Jirjahn 2026; Lindley 2018). Opportunistic
managers initially may behave cooperatively to elicit worker effort, but after some time
break their promises to save labor costs. This explanation is in line with the literature on
finitely repeated games (Kreps et al. 1982). An alternative reason can be lack of clarity and
transparency (Gibbons and Henderson 2012). Workers may not have enough information
to verify whether management behaves honestly and wrongly perceive management’s
behavior as defection.

Moreover, changing circumstances can lead to a breach of trust and cooperation at
some point of time. If there is a change in management, new managers may not feel
committed to the promises made by previous managers. This theme has received attention
in the literature on takeovers. As emphasized by Shleifer and Summers (1988), hostile

takeovers facilitate opportunistic profit maximization, as they do not only involve the
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replacement of inefficient managers, but also the replacement of managers who are loyal
to the firm’s stakeholders. Newly installed managers may break promises made to the
workforce by reverting pension plans, reducing the employment of more-tenured
employees or flattening their wage-tenure profiles. Empirical studies on the consequences
of takeovers in the United States provide some supporting evidence for this view (Gokhale
et al. 1995; Pontiff et al. 1990).

Theoretical contributions and empirical studies for the United States suggest that
increased product market competition and adverse economic conditions also lead
management to break promises made to the workforce (Bertrand 2004; Francois and
Roberts 2003; Idson and Valetta 1996; Petersen 1992; Ramey and Watson 1997; Valetta
1999). Against this background, Jirjahn (2009) and Mohrenweiser et al. (2012) provide
evidence from Germany that an adverse economic situation of the firm increases workers’
desire for representation. Workers are more likely to implement a works council to protect

the rents they have created by their efforts and human capital investments.

5. Summary

The international econometric evidence shows a clear picture of the outcomes of trustful
and cooperative employment relations. Trustful and cooperative employment relations are
associated with improved worker well-being and increased firm performance. On the
macroeconomic level, cooperative employment relations are associated with lower
unemployment and a reduced strike intensity. This evidence conforms to the notion that
trust and cooperation are crucial ingredients to the functioning of employment relations
and labor markets. However, trust and cooperation must be real. The pure advertisement

of trust and cooperation by firms is simply cheap talk without any credibility.
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The positive outcomes give rise to the question of how trust and cooperation can be
achieved and sustained. Information sharing, provision of training, and paying high wages
contribute to workers’ trust in management. There is also evidence of a link between intra-
firm wage inequality and trust in management that appears to be curvilinear.

Furthermore, trustful employment relations depend on the composition of the
workforce. Trust in management and loyalty toward organizational values are lower in
firms with a high share of ethnic minority workers. By contrast, they are higher in firms
with a high share of women.

There are a series of challenges to building and sustaining trust and cooperation.
Capital markets, product markets and ownership play a particular role. Trust in
management is lower if a firm is publicly traded. Adverse economic conditions and changes
in ownership or management are also negatively linked to trust in management.

Studies examining collaboration and cooperation among workers highlight a
specific role of working from home and performance pay. Working from home and
individual performance pay are associated with less cooperation among workers. By
contrast, collective performance pay is linked to more cooperation. However, collective
performance pay is also associated with more peer pressure on low-performing co-workers.

The role of worker representation in the quality of employment relations is
complex. Worker representation does not necessarily increase worker’s trust in
management. Quite the contrary, workers may become more critical of managers as they
are more conscious of managerial shortcomings. Nonetheless, at the same time, worker
representation makes betrayal more costly to management and limits the occasions for

managerial opportunism. The lower risk of management opportunism increases workers’
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trust that promises made to them are kept. Thus, worker representation appears to foster
cooperativeness and the willingness of the workforce to contribute to firm performance
despite the more critical stance of workers toward management.

In the end, the impact of worker representation on the quality of worker-
management relationships depends on how a worker representation body and management
interact with each other. Cooperative relationships between the worker representation body
and management are not only associated with higher firm performance. They are also
associated with an increased trust of workers in management. Workers exhibit more trust
if management has a positive stance toward worker representation, freely and
comprehensively shares information with worker representatives and negotiates in a fair
manner. Furthermore, regular communication between worker representatives and the
rank-and-file, a problem-solving approach of worker representatives to bargaining, the
effectiveness of the worker representation body, and the balance of power between the
representation body and management contribute to workers’ trust in management.

Considering the quality of relationships among workers, worker representation can
contribute to a sense ‘oneness’, solidarity and collective efficacy within the workforce.
However, that depends on the leadership style of worker representatives. A
transformational leadership style characterized by moral and ethical decision making,
enthusiasm and a positive vision for the future appears to be an important ingredient.

The leadership style of worker representatives also plays a role in the relationship
between workers and their representation body. A democratic, fair-minded and honest
leadership style is associated with greater worker support for the representation body.

Finally, a broader agenda of a worker organization is important. Workers are more likely
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to report positive experiences with a worker organization if they perceive the organization
as having a positive impact on fairness and justice in society.

Econometric research on the dynamics of trust and cooperation in employment
relations remains in its infancy. Nonetheless, the few available studies confirm that trust
and cooperation have a dynamic dimension. The German experience provides evidence of
a positive trajectory of cooperation. The influence of a works council on decisions is
increasing and the likelihood of an adversarial council-management relationship is
decreasing in the age of the council — the number of years since this representation body
has been implemented in the firm. This suggests that learning processes are required for a
long-term growth of cooperation.

The British experience provides evidence of a negative trajectory of trust. Workers’
tenure with the firm is negatively associated with their trust in management. As discussed,
there are several possible explanations for this finding. One explanation is that changing
circumstances can lead to a breach of trust and cooperation at some point of time. Evidence
from the United States shows that increased product market competition and adverse
economic conditions increase the propensity of management to break promises made to the
workforce. Evidence from Germany suggests that workers have an increased desire for
representation in such situation.

All in all, econometric studies have begun to produce fascinating insights into the
multifaceted topic of trust and cooperation in employment relations. Further research is
certainly warranted. In particular, examining the dynamics of trust and cooperation in more

detail stands as important future research.
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