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Synonyms

Social breakdown, Social disintegration

Description

The term “social dumping” refers to a multi-
dimensional scenario in which labor-related
criteria in one nation are lower than they should
be, giving certain business enterprises an edge
over their rivals. In a nutshell, it is a manner of
flouting social and/or labor legislation while
obtaining an “unfair” market advantage by
employing low-cost skilled labor.

Introduction

“In every improved and civilized society, this is
the state into which the laboring poor, that is, the
great body of the people, must necessarily fall
unless the government takes some pains to pre-
vent it,” Adam Smith says in his treatise The

Wealth of Nations (Guendelsberger, 2019).
Dumping in international trade is an example of
unfair competition since products are sold at a
price that does not accurately reflect their cost
(European Parliament, 2018). It is viewed as
unethical commercial practice because dumped
goods and services pose a significant social, polit-
ical, legal, and economic danger to business orga-
nizations, employees, unions, and other
stakeholders. That is why Alber and Standing
(2000) wrote that social dumping has a pejorative
ring around it.

Even though there is much debate about social
dumping, a crucial topic in the European Union,
no formal definition has yet been established.
“Although there is no definition in EU legislation,
social dumping is a phrase used to refer to unfair
competition caused by the employ of varied wage
and social safety standards to various categories
of employees,” Thyssen explained when
addressing the European Parliament in 2015
(Eurofound, 2016). Bernaciak (2014) defined
social dumping as “the practice, undertaken by
self-interested market participants, of
undermining or evading existing social regula-
tions to gain competitive advantage.” It can also
be explained as a situation when social standards
do not advance at a pace proportional to economic
growth due to external competitive pressures. The
term labor-induced value drain refers to a situation
in which businesses that operate in countries with
lax labor standards produce and export goods at
meager prices by employing unfairly inexpensive
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labor in relatively poor working conditions
(Corden & Vousden, 2001). It is defined by
Sapir (2015) as “downward social pressure as a
result of competition from nations with lower
social conditions.” For example, it is a case of a
Croatian construction firm constructing resi-
dences in Germany and utilizing Croatian staff
who are EU citizens with employment contracts
in Croatia and are temporarily stationed there. It is
a fair presumption that Croatian workers would
not have the same wages as their German coun-
terparts, giving a comparative advantage to the
company that employs them.

Vaughan-Whitehead (2003) claims that social
dumping shares a common goal with trade dump-
ing, in that both are used to gain a higher market
share by offering lower prices. She defines social
dumping as “any practice pursued by an enterprise
that deliberately violates or circumvents legisla-
tion in the social field or takes advantage of dif-
ferentials in practice and/or legislation in the
social field in order to gain an economic advan-
tage, notably in terms of competitiveness, the state
also playing a determinant role in this process.”
However, she argues that the social implications
of social dumping can be more harmful than trade
dumping, as it often involves exploiting vulnera-
ble workers and creating dangerous working con-
ditions. Despite the negative impacts of social
dumping, many businesses continue to engage in
this practice to gain a competitive advantage in the
marketplace. Center for Economic Policy
Research defines it as a management decision in
a developed country to supply its domestic market
through production based in a developing or
low-wage country where labor standards do not
comply with minimum legal requirements
adopted by the home country, therefore allowing
the business to enjoy lower costs (Eurofound,
2016).

Social dumping can therefore result from (cus-
tomized and replenished Sapir, 2015):

• Imports of cheaper goods from developing or
low-wage countries to developed or high-wage
countries.

• Imports of services employing posted workers
from developing countries. Posted employees

are people with a work contract in a developing
country who are temporarily transferred to a
developed nation by their employer while
performing a specific project/contract.

• Relocation of business activities from devel-
oped to developing countries (typically pro-
duction, but it can also be R&D, accounting,
or any other phase in the value building chain).

• Thwarting the exploitation of a shadow econ-
omy and hidden work that mocks official pol-
icies and programs by relying on unreliable
numbers and statistics.

Social Dumping and EU Perspective

Social dumping is a complex and divisive issue in
Europe, with the term often carrying negative
connotations that imply unfair treatment of
workers (Eurofound, 2016). Despite this, social
dumping practices can also be found within
domestic markets and are opposed by groups
like the European Trade Union Confederation.
Meanwhile, business organizations view social
dumping as a beneficial strategy for their mem-
bers’ success. Given the complex and sensitive
nature of this topic, there is much more to be
said on the matter in the near future.

The issue of social dumping has generated a lot
of debate. “In our union, the same work at the
same place should be remunerated in the same
manner,” stated former European Commission
president Juncker in 2014, addressing both
desired context and varied approaches among
newer and older EU member states. In political
speeches, anti-EU politicians frequently make use
of social dumping to gain support and legitimacy.

In 1993, the EU’s “global competitiveness”
strategy was drawn up, and the single European
market was established. In the 1990s, the tenets of
the four freedoms (freedom of labor, capital, com-
modities, and services) were given fervent prior-
ity; the freedom of labor is obviously of particular
interest here. European Union’s citizenship
resulted from the Maastricht treaty; it gave all
EU nationals freedom to live, move, and work
freely in all member countries (Sandberg & Niel-
sen, 2014 cites Vestergaard & Sørensen, 2004).
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Social dumping is regarded as a by-product of
open borders and the free movement of labor.
Western Europeans are concerned about the detri-
mental influence social dumping has on their wel-
fare systems, which is why there is an unfavorable
attitude toward immigration in some nations.
Eastern European countries have lower minimum
wages, making them an attractive place for for-
eign direct investment and for gaining a competi-
tive advantage through the hiring of cheap skilled
labor. According to Bernaciak (2014), the acces-
sion of “post-communist Europe” into the
European Union in 2004 has enabled firms to
relocate production to cheaper or less regulated
areas in Southern and, more recently, Central-
Eastern Europe, or utilize the threat of exit to
extract concessions from employees in more strin-
gent regulatory settings. How it influenced the
flows and transfers of money and profits showed
Piketty (2020) in Fig. 1. Picketty explained that,
on average, the annual net flow from the EU to
Poland was 2.7% of GDP each year between 2010
and 2016 (the difference between total spending
received and total contributions paid to the EU
budget). Over the same period, profits and other
property income (net of the corresponding inflow)
outflow was 4.7% of GDP. For Hungary, these
percentages were 4.0% and 7.2%.

Labor migration from new, developing EU
member countries has recently become a major
issue. Several Central European EU member state
ministers have called for better application of
current rules, while those from developed EU
nations are demanding the toughening of mea-
sures to guarantee “equal pay for equal work at
the same place.” After the accession of new mem-
ber states to the EU in Southern and Eastern
Europe, many “old” member states temporarily
imposed labor market restrictions. However,
these restrictions have had the unintended conse-
quence of encouraging fraudulent self-
employment among migrants that may amount
to social dumping. Migrants have traditionally
been paid lower wages than local workers in
receiving nations, allowing businesses to save on
employee compensation and social contributions.
Furthermore, the availability of foreign workers
has decreased companies’ reliance on local

workers, putting pressure on wages and working
conditions in host countries.

As a result, everyone is perplexed. Employees
in exporting nations are not being compensated
fairly for the value they deliver and the profits
their firms make. If the government was com-
pelled to give special treatment to employers
who receive cheaper concessions or exemptions
from regulation, budgets in exporting countries
would be lost. Employees in importing countries
are also perplexed. They suffer from low foreign
competition due to production being relocated to
cheaper international locations.

Companies that benefit from social dumping
are those that operate in a foreign country and gain
inexpensive skilled labor, which results in
increased profits. Customers of such firms also
benefit since they obtain cheaper goods, which is
why this kind of production and consumption is
usually well accepted by local customers who
rarely question the source of cheap items, as
long as they are accessible. This is partially why
certain writers feel that market actors’ social
dumping techniques are encouraged by liberaliza-
tion and deregulation policies (Alber & Standing,
2000; Peters, 2008; Boulhol, 2009; Bernaciak,
2014).

In industries where robots are still inadequate
in fine motor control, speech, pattern recognition,
and empathy, the most cost-effective and straight-
forward solution is to use low-wage human labor
(Guendelsberger, 2019). The textile industry in
Europe is an excellent example of a local industry
suffering from social dumping. Many of it has
shut down production in Europe and relocated to
developing nations with inexpensive labor and
abysmal social norms. Because of lengthy value
chains, the environmental and social criteria
required in exporting nations are unknown to the
ultimate consumers who enjoy low prices. Simul-
taneously, textiles manufacturing has risen,
accompanied by the idea of “quick fashion,”
which implies fast-changing fashions that urge
customers to buy more and change their clothes
more frequently. The introduction of new technol-
ogies and processes has significantly accelerated
the production cycle, resulting in increased textile
waste, environmental problems, and the
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industry’s continued distancing from the circular
economy. Meanwhile, the local textile sector has
survived only if it has captured some unique pref-
erences or clients with greater purchasing power
that are not sensitive to price.

In recent decades, European labor markets
have seen significant shifts in pay levels and
employment conditions on a wide scale (Sandberg
& Nielsen, 2014). The pay gap impacts all aspects
of the economy, from wage levels to productivity
to security to working hours, job permanency, and
vacation rights. That is why European Parliament
(2016) adopted a Resolution on Social Dumping
in the EU. The European Parliament has recog-
nized that there is a wide range of practices and
situations that can be classified as social dumping,
which can have a negative impact in terms of
economics, social welfare, and public finances:

1. The economic aspect – it occurs when compa-
nies use illegal or abusive practices to gain an
unfair advantage over their competitors, often
leading to market distortions that harm legiti-
mate businesses, particularly small- and
medium-sized enterprises (SMEs).

2. The social aspect – it can result in discrimina-
tion and unfair treatment of workers across the
EU, depriving them of their basic rights to fair
wages and social protections.

3. The financial and budgetary aspect – the
non-payment of due social security contribu-
tions and taxes resulting from social dumping
represents a threat to the financial sustainabil-
ity of social security systems and the member
states’ public finances.

To address these and related problems, it is
essential that governments take strong action to
prevent and combat social dumping through pol-
icies aimed at promoting equity and fairness in the
workplace.

European Parliament calls for several actions
to curb social dumping, such as: reinforcing con-
trols and coordination between the EU member
states; addressing regulatory gaps in enforcing the
principles of equal pay and equal social protec-
tion; helping social systems to converge; combat-
ing social dumping for mobile workers in the most
vulnerable industries (e.g., textile, construction,
transportation, fast food, and warehousing,

Social Dumping (CSR), Fig. 1 Inflows and outflows in Eastern Europe 2010–2016. (Capital and ideology. Cambridge
and London: The Belknap Press of Harvard University Press)
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among others); and limiting the free circulation of
posted workers (Eurofound, 2016). The Commis-
sion proposed a national minimum wage based on
the principle of a gradual approach to achieving at
least 60% of the national average wage, with an
aim to minimize excessive wage gaps as much as
possible. The report also called for a mechanism
in which firms could be held liable for a higher
degree of care, not only their own subsidiaries but
also third-country subcontractors who worked
with them, to prevent corruption, human rights
abuses, significant physical harm or environmen-
tal damage, and the violation of ILO conventions.

Global Impact of Social Dumping

In a narrower sense, social dumping is defined as
“respecting or failing to respect the law,”
according to Vaughan-Whitehead (2003),
whereas in a broader sense, it refers to “unfair
competition.” Social dumping is not exclusively
limited to those from new EU member states or
developing countries. While lower wages and
social protections in other countries may

incentivize rule evasion, this does not represent
the whole picture. Multinational companies from
high-wage countries actively search for ways to
skirt regulatory constraints in both developed and
developing nations. This can force other market
participants into social dumping practices. For
example, large construction companies may set
low prices for subcontractors, in order to keep
their own costs down while absolving themselves
of responsibility for rule violations. Conse-
quently, this puts pressure on lower-level firms
(often populated by workers from developing
countries) to engage in social dumping
(Bernaciak, 2014). The result of social dumping
is rising inequalities worldwide, as shown in
Fig. 2. Piketty (2020) explains how the top decile
share (the 10% highest incomes) in total national
income grew from 26% and 34% in 1980 in the
different parts of the world to 34% and 56% in
2018. Inequality increased everywhere, but the
size of the increase varies significantly from coun-
try to country at all levels of development. For
example, it was more significant in the USA than
in Europe and greater in India than in China.

Social Dumping (CSR), Fig. 2 The rise of inequality around the world, 1980–2018. (Capital and ideology. Cambridge
and London: The Belknap Press of Harvard University Press)
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The inequality of different regions is shown in
Fig. 3. Piketty (2020) states that in 2018, the share
of the top decile (the 10% highest incomes) in
national income was 34% in Europe (EU+), 41%
in China, 46% in Russia, 48% in the USA, 54% in
sub-Saharan Africa, 55% in India, 56% in Brazil,
and 64% in the Middle East.

United Nation’s Guiding Principles
for Business and Human Rights (UNGP)

Social dumping between developed and develop-
ing worlds created a significant increase in
inequality and a decrease in the level of fair work-
ing conditions. The exploration of vulnerable
countries and weak social protection is exten-
sively used by many multinational companies
that benefit from long value chains. The United
Nations 2011 launched United Nations Guiding
Principles for Business and Human Rights
(UNGP) to address this issue. These principles
aim to answer who is responsible for employee
human rights in exporting third-world nations.
The UNGP recognizes the responsibility of

governments to protect human rights and pro-
motes the “Protect, Respect, and Remedy Frame-
work.” The UNGP emphasizes ensuring that
domestic laws are adequately enforced, noting
that failure to do so is frequently a significant
legal gap in state practice. Such laws might
range from non-discrimination and labor laws to
environmental, property, privacy, and anti-bribery
laws. States should advise on appropriate
methods, including human rights due diligence,
and how to consider issues of gender effectively,
vulnerability, and/or marginalization, recognizing
the specific challenges that may be faced by indig-
enous peoples, women, national or ethnic minor-
ities, religious and linguistic minorities, children,
persons with disabilities, and migrant workers and
their families. Business organizations have to
respect human rights, which entails complying
with internationally accepted human rights –
those defined at the least in the International Bill
of Human Rights and the principles guaranteeing
fundamental rights set out in the International
Labor Organization’s Declaration on Fundamen-
tal Principles and Rights at Work. Human rights
problems may impact business enterprises

Social Dumping (CSR), Fig. 3 Inequality in different regions of the world in 2018. (Source: Capital and ideology.
Cambridge and London: The Belknap Press of Harvard University Press)
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through their actions or owing to their commercial
ties with other stakeholders (United Nations,
2011a).

The International Labor Organization’s Decla-
ration on Fundamental Principles and Rights at
Work, which all of its member nations are
required to follow, includes four categories of
principles and rights: freedom of association and
the right to collective bargaining; the elimination
of compulsory labor; the abolition of child labor;
and the elimination of discrimination in respect of
employment and occupation. These are covered
by the eight core conventions of the International
Labor Organization (ILO).

At the same time, national laws may not com-
prehensively cover all internationally recognized
human rights. They can be feeble, they might not
apply to everyone, and governments or the courts
may not enforce them. UNGP clarifies that com-
panies should respect the higher standard where
national laws fall below internationally recog-
nized human rights standards. Where national
laws conflict with those standards, companies
should still seek ways to honor those standards’
principles within the bounds of national law.
Enterprises can affect the human rights of their
employees and contract workers, their customers,
workers in their supply chains, communities
around their operations, and end users of their
products or services (United Nations, 2011b).

UNGP has emerged as a more effective instru-
ment for promoting human rights in the value
chain for multinational and exporting firms from
developed countries. It has quickly become one of
the most vital tools for socially responsible
actions and practices.

The European Commission initially backed
member states in adopting action plans on
UNGP as a voluntary option. Since the implemen-
tation of UNGP has not improved, the European
Commission has announced its intention to imple-
ment a new EU-wide “mandatory supply chain
due diligence” regime based on and compatible
with the UNGP. The new legislation is expected
sometime in 2023.

Corporate Social Responsibility (CSR)
as a Strategic Tool to Combat Social
Dumping

The United Nations World Summit Outcome
Document (2005) has identified economic devel-
opment, social development, and environmental
protection as three critical pillars of development.
We should look at them from a more comprehen-
sive and holistic standpoint since each dimension
is interrelated and supports the other two. The
social category is further divided into the follow-
ing subcategories: labor, society, human rights,
and product responsibility (Perez-Batres et al.,
2012).

Responsibility for the value chain and working
conditions applied in exporting countries
suggested by UNGP have aimed at erasing social
dumping. Because most of the social dumping
takes place in the value chain, many other regula-
tions and laws encourage European businesses to
be more concerned with working and human
rights conditions in their value chains. Directive
on nonfinancial reporting (2014/95/EU) and a
draft of the newly developed directive on corpo-
rate sustainability reporting emphasize responsi-
bility for the company’s value chain. Many
reporting standards, such as the example Global
Reporting Initiative’s Reporting Standards (GRI
Standards), are similar. The emphasis on respon-
sibility for the value chain is because most busi-
nesses in Europe have neglected to include
employee social and working conditions in their
supply or value chains in their CSR efforts. Most
of the CSR’s focus has been on the conditions
inside the company’s operating locations and in
the communities where reputation is linked to
corporate success. Many firms have started incor-
porating supply chains into their CSR efforts in
recent months due to UNGP and the laws and
standards referenced above. The shortening of
value chains that happened because of Covid-19
and the greater concentration of companies to
local production and local suppliers made it easier
to control the supply chain and could eventually
help decrease social dumping practices.
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Summary

The complex and ambiguous nature of the social,
political, and economic climate in Europe, which
lacks shared legislative references and commer-
cial methods across the EU, makes social dump-
ing a perplexing and challenging problem to be
investigated and improved. Even though more
stringent regulation is to be expected, as it may
improve the status of social dumping, it is not
likely that the problem will be completely solved
in the near future. The global impact may worsen
in the years to come due to the disruption of global
value chains due to climate change, Covid-19
pandemic, and volatile energy markets.

Cross-References

▶Corporate Social Responsibility
▶Circular Economy
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