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Introduction  
 

Battles for democratisation and emancipation have been going on for centuries. Historically, 

they have mainly focused on state-level institutions. In the 20th century however, these battles 

have also aimed at the democratisation of firms, first coming from class struggles and more 

recently pushed by broader societal and ecological concerns. The quest for democratisation can 

be defined as the quest for human emancipation, that is the consideration due to all human 

beings as “equals in dignity and rights,” as stated in the Universal Declaration of Human Rights 

reflected in the mode of government. Obviously, the reality of most firms stands far away from 

this ideal. Yet it has been proposed to account for major innovations at firm level as testimonies 

for this quest  (Méda, Battilana, and Ferreras 2020): the recognition of labour rights and 

collective bargaining at the turn of the 20th century, the establishment of works councils, and 

more recently the establishment of European Works Councils (i.e., worker assemblies within 

firms) and the expansion of codetermination mechanisms in many EU countries (i.e., the 

presence of workers on corporate board). In this reading, firms are on a path of democratisation, 

that they can resist or choose to deepen further –as reflected in current debates at the EU 

Parliament, which voted last December a resolution seeking More Democracy at Work 

(European Parliament Press Releases 2021) or in Spain, where the Minister of Labour has 

voiced her will to democratise firms further (Pérez 2022).  

 

Most firms are traditionally capitalistic, and both owned and controlled by shareholders. The 

list of weaknesses of this model is substantial from a societal perspective. More and more we 

see the need for changing the balance of power between capital and labour and pushing for 

what is called firm democratisation. Though I personally clearly support this movement, I will 

aim to be agnostic from this personal preference within the context of this masters’ thesis by 

reviewing how the scientific literature in economics addresses this issue. 

 

Since the theoretical arguments for firm democratisation have been flourishing and have gained 

significant backing and credibility in the last few years, my aim in this thesis is to focus more 

on the realm of empirical research and findings. I think that the academic community, and 

society more broadly, would benefit from a substantial understanding of the empirical 

importance of firm democracy for a wide variety of broader societal outcomes, especially as 
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we increasingly consider firm performance to be multidimensional (i.e., going beyond 

economic aims). The first part of this thesis (Part I) will therefore aim to provide an overview 

of the empirical relationships that have been found (or not) between different types of 

institutional designs of firm democracy and the performance of firms at the economic, social, 

and environmental levels. This will show that democratisation is an empirically very relevant 

topic to assess for firms. 

 

The next two parts of the thesis will turn towards the challenge of measuring firm 

democratisation. In Part II I shall turn to the ways we measure firm performance and will focus 

on the ESG Ratings which are the most widely used ratings measuring firm non-financial 

performance (covering their environmental, social and governance-related dimensions, hence 

the structure of firm government and potential democratisation as well). I will show that ESG 

ratings, though very prevalent around the world to assess the non-financial performance of 

firms, are very ill-suited to support any measurement of firm democracy.  

 

Based on the empirical findings coming from the economic literature in Part I, (i.e. democratic 

governance significantly impacts firm (non-)financial performance), and the limitations 

highlighted in Part II (i.e., currently used measures are ill-suited to quantify democratic 

governance and other non-financial factors), the question becomes: How can we address the 

need of measuring the firm performance at the Democracy level, as well as the impact of types 

of firm democracies on other societal factors. The vacuum in the current literature has prompted 

me to attempt the construction of an index of firm democracy to enable its measurement. We 

should have the tools to measure or categorise different types of democratic institutional 

designs of firms and to evaluate the links of democratisation of firms with economic, social, 

and environmental outcomes. This is what I attempt in Part III through a methodical process 

underpinned by theoretical principles. I am aware that this is a very ambitious and difficult task 

that goes well beyond the scope of a masters’ thesis. The difficulty of the task should not 

prevent us from making a first attempt, based on our findings in Parts I and II. In the near 

future, if we have significantly improved ESG ratings and a robust index of firm democracy, 

we would possess two tools that could enable future research to enhance our understanding of 

the multidimensional performance of firms and the links between firm democracy and other 

societal outcomes.  
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I. Part I: Why We Should Study Firm Democracy 
Performance: Overview of Empirical Findings 

A. Introduction 
When we talk about the importance of firm democracy, it is critical to understand how this 

institutional and political concept is linked to a variety of topics such as the environment, social 

conditions, and even more basic: the firm’s bottom line. Once we consider firm performance 

as multidimensional, we can assess the links between firm democracy and a variety of other 

aspects. 

 

I read a broad array of recent and relevant peer-reviewed studies with robust methodologies. 

In general, empirical studies have assessed the effect of firm democracy by looking at the effect 

of specific institutional designs which make firms more democratic. The choice of institutional 

structures that have been used in empirical research typically has been made based on relevance 

and data availability. Within the literature on firm democracy, we find three (non-mutually 

exclusive) main institutional designs that can be considered mechanisms implementing some 

form of democracy within firms. Though there are other miscellaneous democratic institutional 

designs such as profit-sharing (i.e., incentive schemes which reward workers based on the 

firm’s profit on top of their existing wage) and employee stock purchasing plans (i.e., plan 

according to which free or discounted shares of stock are given to workers who can buy these 

shares) which may be relevant, the limited scope of this work and/or empirical evidence is too 

limited to analyse them in depth in this thesis.  

 

The democratic institutional designs I will study in this work are the following:  

1. Collective Ownership: Direct worker-ownership of the firm’s shares. The most 

democratic version of this are cooperatives.  

2. Board-level Employee Representation (BLER): integration of selected employee 

representatives on the firm’s board (from a third to a half in the samples researched). 

3. Workers’ Councils: Assemblies of workers and worker representatives at the 

establishment-level (i.e., a sub-group of a given firm. Typically present in a specific 

factory/production site to propose and vote on policies related to labour conditions. 
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As such, it is clearly possible to identify institutional differences between firms with 

democratic implications. However, I should highlight a limitation in the current available 

empirical literature regarding its external validity: most studies have been performed in Europe 

(even mostly in Germany), which means that we end up with findings and empirical backing 

based on Eurocentric academic research. We should bear this in mind when making inferences 

based on this literature. 

 

We can categorise empirical research related to firm democracy in three groups of societal 

outcomes: 

1. Economic Performance: Firm profitability, revenue, productivity, and innovation.  

2. Social Performance: Levels of hiring and worker dismissal, wage levels, job 

satisfaction, and gender equality.  

3. Environmental Performance: firm policies and practices on greenhouse gas emissions, 

biodiversity, waste management, water use, etc. 

 

For each factor, I shall first outline the causal mechanisms described by researchers to link it 

with firm democracy. Subsequently I will present the main empirical findings on these 

hypothesised relationships. The guiding questions in this section will be the following:  

Question 1: Where does the literature stand on the existence of a relationship between a certain 

democratic institutional design and a certain societal outcome or not?  

If Question 1 is answered affirmatively regarding the existence of a relationship, then we must 

also answer Question 2:  

Question 2: If there is a relationship, does the literature support a positive or negative 

relationship between the given democratic institutional design and given desirable outcome?  

 

Most studies focus on board representation and workers’ councils, though the limited amount 

of studies on collective ownership find that it can have positive impacts on job satisfaction, 

conscious use of natural resources, and economic outcomes. 

 

Board-level employee representation leads to higher worker productivity but has no clear effect 

on other economic outcomes and innovation. Socially, it appears to decrease involuntary 

layoffs and gender pay gaps, and increase solidary wage declines in times of crisis, and job 

satisfaction. The only study on environmental performance found a positive impact.  
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The evidence from workers’ councils, sometimes referred to as a form of establishment-level 

democracy, finds better firm profits, productivity, and innovation. Socially, though their impact 

on hiring and wages is questioned, workers’ councils further increase job satisfaction and 

decrease dismissal rates. Though most environmental decisions happen at firm level, workers’ 

councils do lead to higher investments.  

 

This thesis will thus highlight that firm democratisation on average does not lead to undesirable 

outcomes. At a granular level, it has even been associated with strong positive results in terms 

of productivity, lower levels of involuntary worker layoffs, higher levels of job satisfaction, 

lower levels of gender-based wage differences, and the adoption of more environmentally 

friendly policies.  

 

The  table below summarises the main findings of the empirical literature per societal outcome:    

 
Table 1 - Summary of main findings between firm democracy and societal outcomes 

Type of 

outcome 

Outcome Main findings Empirical 

support 

Geography 

Economic 
Performance 

Strictly 
Economic 
Performance: 
Profitability, 
Revenues & 
Firm 
Survival. 

Mixed results. 40 studies: 
mostly 
econometric, but 
some case 
studies as well.  

Mostly 
Germany, some 
in other 
European 
countries, and a 
few beyond. 

Economic 
Performance 

Productivity Mostly positive results. 28 studies, 
mostly 
econometric. 

Mostly 
Germany, some 
in other 
European 
countries, and a 
few beyond. 

Economic 
Performance  

Innovation Mostly inexistent significant 
effects. 

8 studies, mostly 
econometric. 

All in Germany. 

Social 
Performance 

Hiring & 
Worker 
Dismissal 

Mixed results regarding 
hiring, but clearly lower levels 
of involuntary worker 
dismissals. 

11 studies, all 
econometric. 

Across Europe, 
and one in 
Uruguay. 

Social 
Performance 

Wage levels Most studies find either no 
effect, or small positive 
effects. Results also show 
solidary wage decreases in 
times of crisis. 
 

16 studies. Across Europe, 
though clearly 
focused on 
Germany. 
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Social 
Performance 

Job 
satisfaction 

Results are overall quite 
positive. 

17 studies. Focused on 
Europe, though 
studies across 
other ‘western’ 
economies too. 

Social 
Performance 

Gender 
equality 

Less wage inequality between 
men and women. 

5 studies. 4 studies in 
Germany, and 
one in Norway. 

Environmental 
Performance 

Environment
al policies  

More democratic firms tend to 
adopt more environmentally-
friendly policies. 

4 studies. Germany and 
France. 

 

These findings emphasise the relevance of studying firm democracy within our economic 

system, and to measure its various dimensions and evolution at the firm level adequately in 

order to better grasp its impact. 

B. Economic Performance 
The goal of maximising shareholder value has long been considered the dominant objective for 

firms (Friedman 1970). Since firm democracy has been found to influence economic 

performance of firms, it is worthy of investigation solely for that reason already. More 

precisely, firm democracy has been linked with profitability, firm survival, revenue, 

productivity, and innovation. Empirical research suggests mixed results in terms of profitability 

and firm survival. Interestingly, researchers seem to converge towards the view that there are 

positive productivity effects in more democratic firms. Finally, it appears that more democratic 

firms are not less innovative. 

1. Causal Mechanisms 
The economic performance of firms, generally considered as the firm’s financial health, has 

been measured by its profits, revenue, return on equity, and survival rates. The economic 

performance also includes the firm’s productivity, and innovation. Theoretically, the causal 

mechanisms presented to explain the potential effects of firm democratisation on economic 

performance are mixed.  

 

Positive effects of firm democratisation on economic performance 

Two main positive effects which were brought forward by the literature. Let’s call them the 

‘Information-Sharing’ and the ‘Long-term thinking’ arguments. 
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The first positive effect that has been associated with firm democratisation stems from the 

following hypothesis: consultation through workers’ councils could improve the firm’s 

economic performance in virtue of the larger and more diverse perspectives being considered 

when making certain decisions (Rogers and Streeck 1995). Assuming that they have additional 

information and perspectives which the management does not possess, workers, when 

consulted, will highlight points which managers could fail to see in virtue of their position 

within the firm. If we translate this within the language of traditional economic theory, this 

relates to a reduction of information asymmetries and agency costs between labour and 

management (Fauver and Fuerst 2006). Indeed, if there are fewer incentives to use private 

information in an opportunistic way, this may improve outcomes, assuming that more 

information means better decision-making. Kees Looise, Torka, and Ekke Wigboldus (2011) 

share this analysis and emphasise the benefit of worker participation to channel conflicts of 

interests between employees and employers and stimulate desired attitudes, leading to better 

organisational performance.  As such, the consultation and integration of worker perspectives 

may be conducive to better decision-making in the firm through greater and more accurate 

information flows (Tekleab and Taylor 2003; Wang 2018; Mitchell 1973). This can happen 

through collective ownership, board representation, workers’ councils, and even more informal 

exchanges.  

The second positive effect comes from the longer-term thinking which arises due to a greater 

alignment of incentives and more job security in more democratic firms. Rogers and Streeck 

(1995) have suggested that (1) co-determination (i.e., more firm democracy) leads to more job 

security, and that (2) more job security induces workers to take a longer run view of the 

objectives of the firm. Specifically, Bruque-Cámara et al. (2003) have asserted that it is not all 

aspects of firm democracy, but specifically collective ownership which leads to greater loyalty 

and commitment to the organisation by workers. Once we suppose that workers are motivated 

by profit and more money, then we may infer that if they own part of the firm in which they 

work (i.e. they are also beneficiaries of dividends and economic value from the firm’s 

activities), they will be more motivated to increase the firm’s profit and will put more energy 

and effort in order to achieve this goal (Long 1980). Similarly, Ghirardello, Seignour, and 

Vercher - Chaptal (2018) have argued that employees, in virtue of their job precarity, tend to 

suggest solutions, initiatives and projects which are less risky. As a result, this enables 

companies to obtain better conditions in their loans (e.g., lower interest rates, longer maturity, 

etc.) since banks reward strategies which are less risky. Researchers such as Burdín (2014) thus 
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suppose that worker-managed firms will be associated with more employment stability and 

long-term thinking, supporting firm survival and better strategic decision-making. 
 

Negative effects of firm democratisation on economic performance 

We can also highlight two main negative effects of democratisation on economic performance: 

the ‘Slower decision-making’ and the ‘Worker hold-up’ arguments. 

 

Firstly, many authors have argued that worker participation slows down decision-making since 

it requires involving more people. Slower decision-making is subsequently associated with 

poorer outcomes due to the lack of reactivity and the opportunity cost when decisions are still 

in standby.  Addison et al. (2000) have for example argued that the consultation through co-

determination and workers’ councils causes delay in the execution due to the time spent 

discussing and consulting workers. This was first theorized by the Freeman and Lazear model 

(1995) stating that, though the worker council and employee involvement will at first increase 

economic performance through information-sharing, it will lead to a decrease in profit-making 

past a certain point of democratisation due to the delay in decision-making. In a sense, this 

suggests that there is a (socially) optimum level of employee involvement which maximises 

profit. Employee involvement and firm democracy would therefore be a double-edged sword.  

 

Secondly, the ‘worker hold-up’ argument suggests that employees, once they get more power 

in decision-making, will increase their wages and reduce the amounts of investments made, 

reducing the possibility of companies to innovate and be more productive. As such, even 

though firms may have become more productive due to the information-sharing and long-term 

thinking, this is cancelled out (and potentially worse than that) by the increase in wages. If we 

roughly define productivity as the ratio between a firm’s output and its labour costs (i.e., Y/L), 

then the higher L will reduce this ratio and decrease the firm’s productivity.  

2. Empirical Results 
There seems to be a consensus around the idea that firm democratisation will influence 

economic performance. The question rather becomes split into two sub-questions: (1) Which 

mechanisms lead to an effect? (2) Do effects end up cancelling themselves out? In that sense, 

an empirical study which shows zero effect may be blinded by the cancellation of more granular 

effects.  
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There are a wide variety of ways that researchers have performed studies to assess the effect of 

firm democratisation. The most robust way considers the implementation of a new national law 

on new specific mandatory democratic institutional arrangement as an exogenous shock, as in 

some of my studies following German law changes. Other ways include direct comparisons 

through difference-in-difference approaches and sample-matching.  

 

To perform this analysis, I have gathered the most recent and most relevant studies that assess 

the links between firm democracy and (1) Strictly Economic Performance, (2) Productivity, 

and (3) Innovation.  

 

We generally observe that the ‘worker hold-up’ argument does not stand on strong empirical 

ground. Indeed, the available evidence suggests that workers’ councils are the most significant 

influencer on economic outcomes, with positive relationships observed for all three factors of 

economic performance. Comparatively, board representation seems to be showing mixed 

results regarding strict economic performance and rather positive results on productivity and 

innovation. This suggests that establishment-level democratic institutional changes (e.g., 

workers’ councils) have a more important impact than firm-level changes. It is also quite clear 

that the effects of collective ownership are vastly under-studied, and merit more research.   
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Table 2 - Relationships between Institutional Design and Economic Outcomes 

  Societal Outcomes 

Democratic 
Institutional 

Design 

 Strict Economic 
Performance Productivity Innovation 

Collective 
Ownership 

Positive Relationship 
supported by limited 

literature. 
Unknown Unknown 

Board 
Representation 

No agreement on the 
existence of a 

relationship, though it 
is positive when 

found.  

Most literature 
agrees that there is a 
positive relationship 

with worker 
productivity. 

One study 
supporting a 

positive relationship 
and one study 
rejecting the 
presence of a 

negative 
relationship. 

Workers’ 
Council 

Mostly positive 
relationships are 

found in the 
literature. 

Almost a consensus 
surrounding a 

positive relationship 
with worker 
productivity 

Mixed results 
regarding 
innovation 

improvements as 
such, but generally 
rejecting the hold-

up argument. 

 

a) Strictly Economic Performance 

The 37 empirical studies related to economic performance I analysed cover a time-period of 

around 40 years ranging from 1979 until 2021. Strictly Economic performance is broadly 

understood as profitability, revenues, and firm survival (i.e. not productivity and not 

innovation). Geographically, most of them are focused on German firms, in virtue of the 

‘Midbestimmung’ (codetermination) system and laws in place, but more recently we have seen 

studies analysing firms in other countries such as Finland, Spain, Japan, Uruguay, the US, and 

the UK. They include a variety of different methodological approaches going from case studies 

to econometric methods, and focus on board representation, workers’ councils, and employee 

ownership. Most studies have assessed the impact of board-level representation; this results 

from Germany’s implementation of such obligations in the second half of the 20th century.   

The majority of studies identify positive effects of firm democracy on economic performance, 

from profitability to firm survival and revenue. This is generally the case when employees have 

established workers’ councils and offers support to the ‘information-sharing’ and ‘long-term 

thinking’ hypotheses. This also suggests that we may quite confidently reject the ‘slower 

decision-making’ and ‘worker hold-up’ arguments. We also find that the literature is mostly 

disagreeing on the (presence of) effects related to board-level employee representation.  
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Table 3 - Firm Democracy & Strictly Economic Performance – Main findings 

  Societal Outcomes 

Democratic 
Institutional 

Design 

 Strictly Economic Performance 
Collective 

Ownership Positive Relationship supported by limited literature. 

Board 
Representation 

No agreement on the existence of a relationship, though it is 
positive when found.  

Workers’ 
Council Mostly positive relationships are found in the literature. 

 

Collective Ownership:  

There aren’t many studies analysing the impact of collective ownership structures on economic 

performance. However, the studies that do exist support both the existence of a relationship 

and the positive direction of this relationship. Two studies really stand out. Firstly, O’Boyle, 

Patel, and Gonzalez-Mulé (2016): They conducted a meta-analysis of 102 samples covering 

56,984 firms. In their analysis, employee ownership has a small yet positive and statistically 

significant relation to firm performance. Their analysis covered a variety of different studies in 

terms of design: some studies assessed a change in performance pre-employee & post-

employee ownership adoption within the same companies, whilst other studies compared 

companies with employee ownership to firms without employee ownership (with the ambition 

of claiming ‘et ceteris paribus’). Secondly, Agirre, Reinares, and Freundlich (2015) performed 

a case study on the Mondragon Corporation. This cooperative which has many cooperative 

subsidiaries presents a fascinating example of commitment to democratic principles, solidarity 

and competitiveness. Their study uses a partial least squares method which is robust for small 

to moderate sample sizes (Cassel, Hackl, and Westlund 2000). It suggests that Mondragon’s 

democratic management model increases organisational commitment among workers and leads 

to a better business performance.  

 

Board-Level Employee Representation:  

Most studies either assess the implementation of a one-third representation, or the move from 

one-third to parity. In general, we find very mixed results regarding the existence of a 

statistically significant relationship with economic outcomes. In case a relationship is found, it 

is generally positive.  

According to Conchon (2011), board-level employee representation has been generally shown 

to improve firm performance. For instance, Renaud (2007) found a positive effect of the change 

from one-third to parity board representation in Germany, based on a sample size of 252 firms. 

This has been recently mitigated by Jäger, Schoefer, and Heining (2021) and Harju, Jäger, and 
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Schoefer (2021). They find that German and Finnish board-level representation have zero or 

even slightly positive (statistically insignificant) effects on productivity, firm survival, labour 

productivity, revenue, and profitability. Many studies do not find any meaningful statistical 

effect of firm democracy on the same variables, mitigating the conclusions we may draw from 

the empirical literature.  Older, mostly correlational literature on German board-level 

representation, finds on average zero effects (Conchon 2011). Even more recent studies on 

board-level representation, based on more accurate data regarding the co-determination status 

of firms, do not find statistically significant positive or negative effects (Wagner 2011). A few 

studies have even found a negative effect of board representation. For instance, Boneberg 

(2010), based on a sample of 173 firms, has found that board-level employee representation is 

positively related to productivity, but negatively related to profitability, partly due to a wage 

increase. 

 

Workers’ Councils:  

Workers’ councils are generally associated with positive effects on profitability (Jirjahn and 

Smith 201; Müller and Neuschäffer 2020; Schnabel 2020; Jäger, Noy, and Schoefer 2021). 

This has mostly been shown in Germany, but there are studies which evaluated such effects in 

other countries too, enabling us to move away from a Eurocentric empirical assessment. 

Morishima (1991), for instance, showed that joint consultation committees in Japan, which we 

may consider to be quite similar to workers’ councils, demonstrate a positive relation between 

committee effectiveness and firm profitability. The influence of work councils on firm survival 

has also been widely debated. Burdín (2014), using a long panel of thirty thousand Uruguayan 

firms, has shown evidence of better firm survival for firms with workers councils compared to 

traditional firms. The likelihood of firm failure in Burdin’s study is 29% higher for 

conventional firms compared to their peers with workers councils. In this case, the author 

suggests that it is due to higher employment stability and long-term commitment of workers to 

the firm, supporting the long-term thinking hypothesis.  

However, there are also studies on workers’ councils which do not find statistically significant 

relationships. For instance, the reform-based, quasi-experimental studies of Finnish shop-floor 

representation by Keskinen (2017) and Harju, Jäger, and Schoefer (2021) find no effects on 

firm performance. Even further, Addison, Schnabel, and Wagner (2001) have found that there 

is less labour fluctuation but a lower profitability coming from higher wages. As such, we could 



15 

infer that there is strong support for the existence of a relationship, and if a relationship is found 

it is generally positive.  

b) Productivity 

The majority of studies reviewed identify positive effects of firm democracy on productivity, 

which offers even more support to the rebuttal of the ‘worker hold-up’ argument. This is 

especially the case regarding workers’ councils, though we can find corroborating evidence 

looking at board representation as well.  

The 27 empirical studies related to economic performance I analysed, some being the same as 

the ones looking at profitability, also cover a time-period of around 40 years ranging from 1982 

until 2021. Geographically, they are also mostly focused on German firms, though some of 

them look at other countries such as China, France, Japan, and the US. This time there are more 

studies which assess workers’ councils, but their methodological approaches are quite similar.  

 
Table 4 - Firm Democracy & Worker Productivity – Main findings. 

  Societal Outcomes 

Democratic 
Institutional 

Design 

 Productivity 
Collective 

Ownership Unknown 

Board 
representation 

Most literature agrees that there is a positive relationship with 
worker productivity. 

Workers’ 
Council 

Almost a consensus surrounding a positive relationship with 
worker productivity 

 

Collective Ownership 

There is no particularly significant and relevant empirical literature that enables us to infer 

conclusions regarding the effects of collective ownership by employees specifically on their 

productivity. We can infer from the discussion of strictly economic performance that profit 

would probably only increase as a result of collective ownership if worker productivity 

increases, but we cannot support this empirically.  

  

Board-Level Employee Representation 

 

A large amount of research has focused on board-level representation, and suggests that the 

implementation of some employee representation, or even the move from some representation 

to parity at the board level between employees and management is associated with positive 

outcomes on labour productivity. For instance, FitzRoy and Kraft (2005) have assessed the 
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changes in 179 firms which moved from one-third representation to quasi-parity following the 

1976 law in Germany requiring this move. Their results show a significant positive relation 

between the move to parity between workers and managers and labour productivity. This shows 

that firm democratisation not only leads to a more equal surplus redistribution between workers 

and shareholders, but also benefits the firm’s labour productivity. Such results were 

corroborated two years later by Renaud (2007), who finds that a move to parity in 252 German 

firms seems to increase productivity as well as profits. Most recently, Jäger, Noy, and Schoefer 

(2021) also found moderate positive effects on productivity, wages, and job stability.  

 

This positive assessment of board representation has been mitigated by a study by Wagner 

(2011), who for instance showed that one-third board level employee representation in West 

Germany manufacturing firms does not seem to be associated statistically significant positive 

or negative productivity levels. FitzRoy and Kraft (1993) also noted that there may even be a 

negative effect of firm democratisation on firm democracy in Germany due to the worker hold-

up argument. However, since these studies are fewer and older than the most recent empirical 

literature on the subject, we may reasonably conclude that board representation comes with a 

positive relationship with worker productivity.  

 

Workers’ Council 

Productivity effects are particularly found at the establishment level, when workers’ councils 

decisions are implemented and democratic practices are enhanced at the more local level (e.g. 

at the factory level for industrial and manufacturing companies). Smith (2006) found that 

mandated Employee Participation Rights (EPRs) in the form of workers’ councils in Germany 

lead to higher productivity. Mueller (2012) has found that establishments with a workers’ 

council are on average 6.4% more productive. These findings have been nuanced by other 

researchers.  Addison, Schnabel, and Wagner (2001) found that workers’ councils are only 

associated with higher productivity in large establishments. This was explained by the fact that 

worker deliberation only provides beneficial effects on productivity when there is a minimum 

size in terms of production volume and number of workers. Hubler and Jirjahn (2003a) have 

shown that workers’ councils are more beneficial towards productivity in establishments which 

are covered by industry-level collective bargaining by trade unions in Germany. Indeed, when 

establishments are not covered by collective bargaining agreements, workers’ councils tend to 

be more engaged in rent-seeking activities to increase workers’ wages compared to 

productivity. In 2015, Mueller (2015) found that workers’ councils have the most beneficial 
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effects at low levels of productivity. This was identified by analysing workers’ councils’ 

regression coefficients along the unconditional log labour productivity distribution in 

Germany. A few years later, Mueller and Stegmaier (2017) in their study based on a panel of 

firms from the Institut für Arbeitsmarkt und Berufsforschung (IAB - (Institute for Employment 

Research), found that the first five years after the introduction of workers’ councils there is a 

negative statistical effect on productivity, but that that this becomes significantly positive (11% 

higher) in the five next years after that. 

 

There is only one study which rejects the presence of a relationship. Looking at workers’ 

councils in France, Fairris and Askenazy (2010) find no evidence of a positive impact on firm 

productivity.  

 

As such, due to the empirical findings and the closeness to the causal mechanisms, we can infer 

that the presence of works councils tends to increase the workers’ productivity.   

c) Innovation 

There are fewer studies on the link between firm democracy and innovation performance: I 

have found eight relevant ones, ranging from 2001 until 2019. This is probably due to the more 

‘intangible’ nature of this factor. However, it can be measured through proxies like the number 

of patents filed, the number of patents granted, investment in R&D, and the effectiveness of 

implementation of new digital technologies. Except for one based in the Netherlands, all these 

studies have evaluated the effect of firm democratisation on German firms. Given the size of 

the Germany economy and the vast number of German firms, this set of studies still seems 

relevant for this thesis.  

 

In this case, the results depict a clear picture of the dynamics at hand: there is no reduction of 

innovation in more democratic firms. As such, we may quite reasonably, though limited in 

terms of external validity, reject the ‘hold up’ hypothesis. More democratic firms do not appear 

to be less innovative.   

 
Table 5 - Firm Democracy & Innovation – Main findings. 

  Societal Outcomes 
Democratic 
Institutional 

Design 

 Innovation 
Collective 

Ownership Unknown 
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Board 
Representation 

One study supporting a positive relationship and one study 
rejecting the presence of a negative relationship. 

Workers’ 
Council 

Mixed results regarding innovation improvements as such, but 
generally rejecting the hold-up argument. 

 

Collective Ownership 

No studies have been found regarding this topic.  

 

Board-Level Employee Representation 

Some positive effects from board-level representation were found by Kraft and Stank (2004). 

They used the number of patents granted as a proxy for innovation, and studied 155 Germany 

manufacturing firms between 1971 and 1990.  Kraft, Stank, and Dewenter (2011) found that 

firm democratisation at the board level does not seem to be associated with higher or lower 

innovation. They used the number of patents filed as the relevant proxy, controlled for firm 

size, and assessed the effect of employee representation in Germany after the 1976 law on 148 

firms.  

 

Workers’ Councils 

To assess the effect on innovation at the establishment level after the implementation of 

workers’ councils, researchers have used a variety of metrics such as management perception, 

and efficiency of the implementation of digital technologies. Though these are not exactly the 

same as other studies, they still offer a helpful approximation of innovation in firms. Van Den 

Berg, Grift, and Van Witteloostuijn (2011) based their study of Dutch firms on the former. 

They find a significant positive effect of workers’ councils on the management’s innovative 

leadership style and perception of innovation work. The latter was used in a Germany study by 

Genz, Bellmann, and Matthes (2019), who use establishment data from the IAB (Institute for 

Employment Research) Establishment Survey of 2016 combined with individual employee 

data from the Federal Employment Agency and occupational level data about the physical job 

exposure. Though firms with workers’ councils are associated with lower equipment levels 

with digital technologies, once firms have decided to integrate these digital technologies 

workers councils do seem to foster a more efficient adoption and implementation/  

At the establishment level, Addison, Schnabel, and Wagner (2001), Jirjahn (2010), and  

Addison et al. (2007) found no evidence of a reduction in innovative activity as a result of 

workers’ councils in Germany.  The latter show that workers do not only have a short-term 

perspective and support decisions which are in the long-term interests of the firms and which 
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require investments in innovative activities and research & development. We should therefore 

not make any major empirical inferences, though the available evidence supports the rejection 

of the ‘worker hold-up’ argument.  

C. Social Performance 
 

Beyond purely ethical reasons or activist pressure, factors such as hiring rates, job satisfaction 

and dismissal rates matter to a firm’s bottom line. The current ‘Great Resignation’ (i.e., 

voluntary mass exit from the workforce) and associated tight labour market especially 

highlights this (Fuller and Kerr 2022). Firm democratisation has been associated with a variety 

of social outcomes for the firm’s workers. Specifically, research has been done on four main 

areas: (1) Hiring and Dismissal rates, (2) Wage levels, (3) Job satisfaction, and (4) Gender 

Equality. In this part we shall explore the causal mechanisms behind such relations, as well as 

the main empirical research on the subjects. We will show that more democratic firms layoff 

fewer workers, adopt solidary wage reductions in times of crises to prevent layoffs, show higher 

levels of job satisfaction and lower gender-based wage discrimination. Most studies are focused 

on board representation and workers’ councils, and the societal outcomes tend to come more 

from the latter. An overview of results can be found in the table below.  

 
Table 6 - Relationships between Institutional Design and Social Outcomes 

  Social Outcomes 

Democratic 
Institutional 

Design 

 Hiring Dismissal Wage levels Job 
satisfaction 

Gender 
Equality 

Collective 
Ownership Unknown Unknown Unknown 

Limited 
evidence in 
favour of 
positive 

relationship, 
though some 
mechanisms 

definitely 
require 
further 

research. 

Unknown 

Board 
Represent

ation 
Unknown 

Most studies 
agree that there 

are fewer 
involuntary 
dismissal 

occurring with 

No effect in 
normal times. 

In crises 
board 

representation 
has been 
shown to 

Generally 
positive 

results found 
from board 

representatio
n, though the 
evidence is 

Board 
representa

tion is 
associated 

with 
lower 
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board 
representation. 

support 
solidarity 
between 

workers and 
collective 

wage 
decreases. 

limited and 
some 

mechanisms 
suggest 
mixed 
results.  

gender 
pay gaps. 

Workers’ 
Council 

Mixed 
results. 

Most studies 
agree that there 

are fewer 
involuntary 
dismissal 

occurring with 
workers’ 
councils. 

The presence 
of a positive 

wage effect is 
debated in the 

available 
literature. 

Most studies 
find a small 

or no positive 
association.   

Generally 
positive 
results. 

Evidence 
suggests 
that the 

implemen
tation of 
workers’ 
councils 
leads to a 
decline in 

the 
gender 

pay gap, 
higher job 
satisfactio
n among 
female 

workers, 
and more 
family-
friendly 
policies.   

 

1. Hiring & Worker Dismissal 
As we can expect, participation of workers in firm decisions, and especially on questions 

related to working conditions and employment should have an influence on firms’ hiring and 

dismissal practices. Current literature shows that hiring practices are influenced by firm 

democratisation, though effects have been found in both directions (i.e., more hiring and less 

hiring). There is much more agreement around the fact that firm democratisation leads to lower 

worker dismissal rates.   

 

Causal Mechanisms 

Hiring 

The causal mechanisms at play between firm democratisation and hiring decisions are still quite 

ambivalent. On one hand, some have argued that employee representation will induce higher 

job security for current employees and hence a lower openness/tendency to hire new workers. 

This has been called the ‘monopoly’ (Jirjahn 2010) or ‘insider-outsider’ (Lindbeck and Snower 

1988) mechanism. On the other hand, one could also expect that better performance arising 
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from worker democracy provides an incentive for firms to hire more workers as their firm 

grows and becomes more productive.  

Worker Dismissal 

The causal mechanisms behind the interaction between firm democratisation and worker 

dismissal are more straightforward. In general, worker representatives will do their best to 

protect the jobs of current employees through both board-level influence and decision-making 

rights at the establishment level in workers’ councils (Jäger, Noy, and Schoefer 2021). This 

typically takes the form of insurance arrangements whereby workers accept slightly lower 

wages in exchange for the minimisation of layoffs (Kim, Maug, and Schneider 2014). Gregorič 

and Rapp (2019) have also claimed that board-level employee representation should lower the 

probability of crisis-induced dismissals because of the lower information asymmetry and moral 

hazard in employee-employer relations, which enables better labour-cost adjustments.  

 

Empirical Results 

I have found 11 relevant studies, ranging from 1996 until 2021. Though the majority of studies 

are focused on Germany, there has been some research in other countries, mainly in 

Scandinavia and Uruguay. The results are quite ambiguous regarding hiring practices, though 

they are quite clear on the dismissal rates: more democratic firms dismiss fewer workers. More 

specifically, we actually don’t know much about the effects of collective ownership on hiring 

& firing decisions. The available evidence shows that: the literature is divided on the effect of 

workers’ councils affecting hiring decisions, and we agree that both board-level employee 

representation and workers’ councils lead to fewer involuntary dismissals. The latter supports 

the positive causal mechanisms which were outlined above.  

 
Table 7 - Firm Democracy & Hiring-Firing - Main findings 

  Societal Outcomes 

Democratic 
Institutional 

Design 

 Hiring Dismissal 
Collective 

Ownership Unknown Unknown 

Board 
Representation Unknown 

Most studies agree that there 
are fewer involuntary 

dismissal occurring with 
BLER. 

Workers’ 
Council Mixed results in the literature. 

Most studies agree that there 
are fewer involuntary 

dismissal occurring with 
works councils. 
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Hiring 

Initially the literature suggested that hiring rates tend to increase with firm democratisation. 

Jirjahn (2010) showed that there was a positive relation between the presence of workers’ 

councils and employment growth in German manufacturing establishments. This was also 

observed in Uruguay, with the work of Burdín and Dean (2012), showing that worker-managed 

firms set employment growth as one of their core priorities. However, the latest studies 

performed on shop-floor representation through workers’ councils in Finland and Germany 

find contrasting results (Keskinen 2017; Gralla and Kraft 2018). As such, regarding hiring, 

there seems to only be studies looking at the effects related to Workers’ councils, and these 

present quite mixed results.  

Dismissal  

Overall positive effects have been found with regards to the dismissal rates of firms when 

democratisation occurs. Frick (1996) has published the first paper on the effect of workers’ 

councils on layoffs. He analysed a representative sample of German private sector firms that 

must obey the Dismissal Protection Act of 1969 and the Workers Constitution Act of 1972, 

and found that the presence of workers’ councils is associated with a 1.6% lower dismissal rate. 

However, in 2006, Kraft (2006) showed that Frick’s econometric methodology could be 

improved in several ways, mitigating the strength of Frick’s conclusions. For instance, Kraft 

points out that fixed term contracts which are not renewed could be included within the count 

of dismissals, whereas Frick had excluded them. Hirsch, Schank, and Schnabel (2010) 

corroborate Frick’s findings by finding that the presence of a workers’ council comes with a 

lower rate of layoffs in German firms.  

 

More recently, Gregorič and Rapp (2019) and Kim, Maug, and Schneider (2014) studied 

layoffs, and have found similar dynamics with the implementation of board-level employee 

representation in Germany and Scandinavian countries. Specifically, it is the number of crisis-

induced layoffs which is lower as a result of insurance systems. This effect of board-level 

representation has also been found by Harju, Jäger, and Schoefer (2021), who show that it is 

associated with a  2% decline in layoffs compared to peers without board representation. 

However, they do not find any effect of workers’ councils.  
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2. Wage Levels 
In general, most studies find either no effect, or small positive effects on wage levels for 

employees working in more democratic firms. 

 

Causal Mechanisms 

The causal relation between firm democratisation and wage levels is intuitively quite simple: 

the more power and voice workers have in a firm’s decision-making, the more they will 

perform rent-seeking and increase their wage by redistributing firm surplus (Wilkinson et al. 

2020). This can subsequently be refined with two related mechanisms: (1) Worker voice 

enables ‘insurance’ or ‘solidarity’ mechanisms so that in times of crises firms decide to lower 

wages instead of laying off workers (Kim, Maug, and Schneider 2014), and (2) If worker voice 

leads to poorer firm performance due to slower decision-making or ‘hold-up’ mechanisms, then 

this lower performance could decrease wages in less prosperous firms (Jäger, Noy, and 

Schoefer 2021). 

 

Empirical Results 

I have found 15 relevant studies regarding the links between firm democratisation and wage 

levels, and they are all from this century, ranging from 2003 until 2021. Most studies are based 

in Germany and in Scandinavian countries like Norway and Finland. In general, most studies 

(which only look at workers’ councils and board representation, there isn’t research on 

collective ownership) find either no effect, or small positive effects on wage levels for 

employees working in more democratic firms. Some evidence does support the ‘insurance 

mechanisms’ whereby employee representation at the board level is associated with lower 

wage levels due to worker solidarity in case firms are in crisis.  

 

Table 8 - Firm Democracy & Wage Levels - Main findings 

  Societal Outcomes 

Democratic 
Institutional 

Design 

 Wage Levels  
Collective 

Ownership Unknown 

Board 
Representation 

Not in normal times. In crises BLER has been shown to support 
solidarity between workers and collective wage decreases. 

Workers’ 
Council 

The presence of a positive wage effect is debated in the available 
literature. Most studies find a small or no positive association.   

 

Collective Ownership 

No studies have been found regarding this topic.  
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Board-Level Employee Representation 

At the board-level, it does not appear that employee representation leads to any positive wage 

effects. In Norway this was studied by Blandhol, Mogstad, Nilsson, and Vestad (2020): they 

did not find any statistically significant effect. This corroborates results obtained by Harju, 

Jäger, and Schoefer (2021) in Finland, who observed a statistically insignificant increase in 

wage levels of 1.6% coming from board-level representation. Jäger, Schoefer, and Heining 

(2021) have found similar results in their study of the potential wage-effects of a new German 

reform in 1994 on board-level employee representation. They found statistically insignificant 

wage increases of 1.0% as a result of more employee representation on firm boards.  

 

There is one particular instance in which board representation is associated with lower wages: 

when firms are in a situation of crisis. The only studies which identified a potential negative 

relationships between board-level representation and wage levels were performed by Gregorič 

and Rapp (2019) and Kim, Maug, and Schneider (2014). They showed that firm 

democratisation may limit crisis-induced layoffs, but at the cost of lower wages spread out on 

all the employees. As such, a form of solidarity has been recognised within firms in which 

workers have a bargaining power. The negative impact on wages observed as a result of these 

“solidarity mechanisms” decided by more democratic boards is actually positive for workers, 

otherwise they would not have voted for them.  

 

Workers’ councils 

The effects of workers’ councils on wage levels are quite mixed in the literature. 

 

In 2003, the first empirical study on this topic was performed by Hubler and Jirjahn (2003b) 

on German manufacturing establishments. From the start their approach reflects the importance 

of the collective bargaining institutions at the time: they found that the presence of workers’ 

councils has a positive effect on wages, but that this effect is more important when the 

establishments are not covered by industry-level collective bargaining regimes. A few years 

later Addison, Teixeira, and Zwick (2010) found similar results in their study using matched 

employer-employee data from the Germany for 2001 from the IAB (Institute for Employment 

Research). This positive relation remains true even when controlling for establishment- and 

worker heterogeneity, and appears to be higher for women, foreigners, east-German workers, 

and service workers. In the last few years there are a few studies which have supported these 
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earlier findings (Jirjahn 2016 ; Jirjahn and Smith 2018; Hirsch and Mueller 2018; Schnabel 

2020). These studies emphasise the small yet positive effects on wages and mild reductions in 

wage inequalities within firms. Most recently, in 2021, Jäger, Noy, and Schoefer (2021) have 

shown that workers’ councils lead to moderately positive outcomes on wage levels of 

employees.  

 

Nevertheless, such positive findings are mitigated by a variety of other studies both in Germany 

and other countries. For instance, Grund and Schmitt (2013), have shown that German 

employees who move to a firm with a workers’ council do not necessarily receive a wage 

increase. Keskinen (2017) observed the same in Finland. The Norwegian studies by Blandhol 

et al. (2020) also did not find any statistically significant effect from workers’ councils on 

wages. This corroborates results obtained by Harju, Jäger, and Schoefer (2021) in Finland, who 

observed no real effects from workers’ councils. 

3. Job Satisfaction 
When considered as a broad ‘umbrella term’ which integrates various aspects related to 

worker satisfaction in their jobs, the results associated with firm democratisation are quite 

positive. 

 

Causal Mechanisms 

There are a variety of mechanisms developed by researchers regarding the effect of firm 

democratisation on job satisfaction. In general, they can all be put under the ‘collective voice 

hypothesis’: in democratic firms, since workers have more say on labour management 

practices, we should expect that the latter will be more aligned with worker preferences 

(Wilkinson et al. 2020). More specifically, there are four different more detailed categories 

which come under job satisfaction: 

 

(1) Occupational health & working conditions: Firstly, and most importantly, when 

workers have more decision-making power, they will make sure that the labour 

conditions objectively improve on topics like occupational health & safety through 

workplace health promotion (Kaswan 2019). This can be assessed through voluntary 

quitting rates as a proxy of poor working conditions, and through objective analysis of 

working conditions. The former fits within the ‘exit-voice’ framework developed by 
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Hirschman (1970) and assumes that workers will quit their jobs in case the working 

conditions are too bad, and in case there are better alternatives.   

(2) Participation & Subjective Satisfaction: Secondly, since workers have more job 

security through the lower layoff rates, and since they are more integrated in decision-

making, we can expect subjective job satisfaction to increase. This would arise from 

the higher involvement of workers in their firm, and their higher capacity to project 

themselves within the firm they work in. In case workers participate financially in their 

firm, through cooperatives for example, we could also expect that this sense of 

responsibility and ownership should further enhance this trend. This is usually 

evaluated with subjective surveys which are sent around to workers (Harju, Jäger, and 

Schoefer 2021). The most famous format of such surveys ask participants to answer 

according to an ordinal scale from ‘totally unhappy with the job’ to ‘totally happy’. 

(3) Wages & Material satisfaction: Thirdly, the lower wage inequality and higher wages 

should very materially lead to higher job satisfaction. To confirm this hypothesis, we 

rely on two causal mechanisms: the first determines the relation between firm 

democracy and wage levels (or wage inequality): more democratic firms should lead to 

higher wage levels, and the second is the relation between wage levels and personal 

satisfaction: a person with a higher wage should be more satisfied with their job, et 

ceteris paribus. Though this former relation was not fully confirmed by existing 

literature, it is still both empirically and theoretically quite robust. The second relation 

has been shown multiple times (up to a certain point in time, and with diminishing 

marginal effects), and fits within the usual ‘homo economicus’ model. 

(4) Continuous training & skills: Finally, some authors have argued and noted that firm 

democratisation comes with a higher emphasis and habit of continuously training the 

workers, which satisfies workers since their skills increase, and managers since their 

workers are more skilled. This is assessed through subjective surveys, but also with 

more objective metrics measuring the time and resources that firms spend on their 

workers’ training (Bellmann, Hübler, and Leber 2018). 

Empirical Results  

The empirical literature on the relationship between firm democracy and job satisfaction 

supports the positive hypothesis outlined above, though some mechanisms definitely require 

further research. In terms of occupational health and working conditions, democratisation has 

been widely associated with positive outcomes. Subjective job satisfaction also rises with 
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worker participation and worker ownership. Though wage levels do not always increase with 

democratisation, they definitely lead to improved job satisfaction when they do happen. 

Finally, the little research that exists on training levels suggests that firm democratisation leads 

to positive results. These studies have been conducted on all three of collective ownership, 

board representation, and workers’ councils, though definitely more on the latter.  

 
Table 9 - Firm Democracy & Job Satisfaction - Main findings 

  Societal Outcomes 

Democratic 
Institutional 

Design 

 

Occupational 
health & 
working 

conditions 

Subjective 
satisfaction 

Wages & 
Material 

satisfaction 

Continuous 
training & skills 

Collective 
Ownership 

One study 
supporting a 

positive 
relationship. 

Positive 
relationship 

though based 
on limited 
evidence. 

Unknown Unknown 

Board 
Representation 

Appears to have 
mixed results on 

employee 
health, 

depending on 
how it is 

measured. 

Positive 
relationship 

though based 
on limited 
evidence. 

Unknown Unknown 

Workers’ 
Council 

Very positive 
relationship 

between 
workers’ 

councils and 
occupational 

health. 

Positive 
relationship 

though based 
on limited 
evidence. 

Unknown 
Two studies 

suggest a positive 
relationship.  

 

Though many studies are required to assess the confirmation of these four hypotheses, I have 

found 17 research papers which are particularly relevant on the relation between firm 

democratisation and job satisfaction, ranging from 2001 until 2021. These studies are mainly 

econometric and focused on Germany, Finland, Australia, the United States, the United 

Kingdom, and France, and quite a few case studies as well. 

 

Occupational health & working conditions 

The empirical literature appears to be widely converging towards the idea that firm 

democratisation at the establishment level through workers’ councils comes with better 

workplace conditions and employee health, though the latter merits further research. The 
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literature is divided on the effects of board representation, and there isn’t much done on the 

effect of collective ownership.  

 

Collective Ownership 

Kaswan (2019) shows that such positive effects in terms of improved working conditions are 

particularly present among cooperatives. 

 

Board-Level Employee Representation 

The presence of employee representation at the board-level appears to have mixed results on 

employee health, depending on how it is measured. Jäger, Noy, and Schoefer (2021) studied 

the effects of the introduction of worker representation on firm boards in Finland in 1991. They 

find small positive effects on worker health, as well as on other factors. When assessed by the 

number of sick leaves, the effect of firm democratisation shows a different picture.1 Indeed, 

Harju, Jäger, and Schoefer (2021) find no effects on the number of sick leaves in Finland as a 

result of board-level representation.  

 

Workers’ councils 

In general, establishment-level democratisation appears to bring significantly positive effects 

on workers’ health. Jäger, Noy, and Schoefer (2021) studied the effects of the introduction of 

workers’ councils at the establishment level in 2008. They find small positive effects on worker 

health, as well as on other factors. In Australia, Wilkinson et al. (2018) found positive effects 

on workplace quality coming from the implementation of formal workplace employee voice 

using the Australian State of the Workplace Employment Relations Survey. They also do not 

find a difference in their results depending on the presence of unions in the firms considered. 

Most recently, and most extensively, last year Jirjahn, Mohrenweiser, and Smith (2021) 

assessed the extent to which market failures and organisational failures that tend to lead to 

suboptimal occupational health and safety can be tackled through firm democratisation. Their 

study based in Germany shows that workers’ councils are associated with significantly more 

workplace health promotion compared to firms without. This remains the case even when we 

change factors such as the industry, type of ownership, and collective bargaining coverage.  

 
1 We must be careful regarding the significance we attach to the results related to sick leaves since their meaning 
could be contradictory: on one hand having fewer sick leaves can mean that workers are healthier, but on the 
other hand it can mean that they suddenly have the possibility to take care of their health and rest, which was 
potentially impossible in a very toxic and rigid working environment. The latter could mean that they work even 
when they are ill. 
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The only mitigating evidence regarding the positive effects of workers’ councils comes from 

Harju, Jäger, and Schoefer (2021) and Arnold, Brändle, and Goerke (2018). The former observe 

no effects on the number of sick leaves in Finland as a result of workers’ councils, and the latter 

even observe a higher sick leave in German firms which have established a workers’ council. 

 

Subjective Satisfaction 

All types of democratic institutional design appear to lead to better subjective worker 

satisfaction, though the amount of available literature is quite limited. 

 

Collective Ownership 

Using a more case-study approach with 600 surveys sent among employees in three home aide 

facilities, Berry (2013) found positive results in worker-owned organisations compared to 

traditional firms. This effect of worker-ownership was also found by Castel, Lemoine, and 

Durand-Delvigne (2011) in their comparative interview-based study in which they show that 

workers’ cooperatives reveal positive job satisfaction levels among employees. 

 

Board-Level Employee Representation  

Harju, Jäger, and Schoefer (2021) found that both board-level employee representation and 

workers’ councils increased subjective job satisfaction within Finnish firms. 

 

Workers’ Councils 

Using a representative sample of German employees from the German Socio-Economic Panel, 

Grund and Schmitt (2013) find that employees moving to firms with workers’ councils report 

higher levels of job satisfaction, irrespectively of potential wage increases. This is particularly 

true for female employees. Even managers in Jirjahn (2016)’s study in Germany have 

supported the workers’ councils thanks to their beneficial effects on worker engagement with 

their job. Workers’ councils appear to foster trust and improve relations between employers 

and employees.  

 

Wages & Material Satisfaction 

 

The relationship between firm democratisation and wage levels was discussed previously. Its 

conclusions were generally ambiguous, though more favourable towards a positive effect. This 
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provides a suggestive and not conclusive verdict regarding the first causal relation in this 

hypothesis.  

 

The second relationship, between wage levels and happiness/satisfaction, is much more widely 

studied, and especially since the early 2000s. The first study on this topic was done by Clark 

(1999), using the first two waves of the British Household Panel Survey. He finds positive 

effect of wage increases on job satisfaction, though no significant effect of the absolute wage 

level. Subsequently, Grund and Sliwka (2001) showed that a rise in absolute wage levels leads 

to a rise in job satisfaction, using German Socio-Economic Panel on data from 1995. One study 

published in 2005 examined this topic across Europe with the European Community Household 

Panel Data from 1994 to 2001: Díaz-Serrano and Cabral Vieira (2005) have demonstrated that 

low paid workers report a lower level of job satisfaction compared to high paid workers.  

 

The effects of wage changes on satisfaction are also affected by the human tendency to compare 

itself to one’s peers. As such, Grund and Rubin (2017) have shown that relative wage increases 

for managers compared to their peers definitely lead to a positive effect on job satisfaction, 

when studied within the German chemical industry. Similarly, Card et al. (2012) show that 

workers with salaries below the median within their occupation unit report lower job 

satisfaction when they find out where they stand within the wage distribution, whereas above-

median earners are unaffected by this information. This suggests that discrepancies within 

relative pay matter more than discrepancies in pay itself. 

 

Though these relationships should be studied further to obtain more conclusive results, the 

current empirical relationship suggests that firm democratisation, through its wage-level 

improvements, can also increase job satisfaction among workers. Since we saw that these 

wage-level improvements, if they exist, only exist through the presence of workers’ councils, 

we can suppose that material improvements in working conditions arising from higher wages 

when workers’ councils are implemented may lead to higher satisfaction. However, the 

empirical grounding for such claims is quite shaky.  

 

Continuous Training & Skills 

The only study which directly assesses the effect of firm democratisation on the training level 

of employees was performed by Bellmann, Hübler, and Leber (2018). They found a positive, 

though weakly significant, effect on an individual level for employees within firms. Relatedly,  
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Jirjahn (2016) found that manager’s perceptions towards the importance of employee training 

change positively in firms with workers’ councils.2 Further research is therefore required to 

establish this relationship conclusively. 

4. Gender Equality 
The links between gender equality and firm democratisation are widely understudied. This 

means that I will also brush upon topics which have already been discussed, though this time 

the focus will entirely be on the intersection and effects linked to gender equality. Overall, we 

see that firm democratisation clearly has positive effects on job satisfaction among female 

workers, and probably also on the gender wage gap.  

 

I expect the gender equality factor to actually play a role across all the dimensions that were 

addressed previously in this Part, though causal mechanisms are harder to pinpoint. The main 

reason why such dynamics have not been identified separately is probably simply the lack of 

research on the topic. Though collective ownership is not studied in relation to gender, we find 

that board representation is associated with lower gender pay gaps, and workers’ councils lead 

to a decline in the gender pay gap, and higher job satisfaction among female workers. 

 
Table 10 - Firm Democracy & Gender - Main findings 

  Societal Outcomes 

Democratic 
Institutional 

Design 

 Gender Lens applied on other social outcomes  
Collective 

Ownership Unknown 

Board 
Representation 

Board Representation is associated with lower gender pay gaps 
and higher firm efficiency. 

Workers’ 
Council 

Evidence suggests that the implementation of workers’ councils 
leads to a decline in the gender pay gap, higher job satisfaction 

among female workers, and more family-friendly policies.   
 

Collective Ownership 

No studies have been found regarding this topic.  

 

Board-Level Employee Representation 

Quite a few studies have shown that wage inequality between women and men in firms is lower 

when there is board-level employee representation (Jirjahn 2011), regardless of the gender of 

 
2 Manager perception is not the same as effective training, though it still provides us with a helpful approximate 
indicator.  
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the employees on the boards. Huse, Nielsen, and Hagen (2009) attempt to push for a paradigm 

shift by emphasising that it is more important to ask how, rather than if, women and employee-

elected board members contribute to declining gender inequality. The latter show, by studying 

Norwegian firms and surveying 840 board members in 2006, that increasing board-level 

employee representation not only leads to a reduction in wage inequality, but also to an 

improvement of firm efficiency.  

 

Workers’ Councils 

The gender factors in relation with workers’ councils has been studied regarding wage levels, 

job satisfaction, and firm-friendliness towards families. In effect, the evidence suggests that the 

implementation of workers’ councils leads to a decline in the gender pay gap, and higher job 

satisfaction among female workers. 

 

Gartner and Stephan (2005) find that the gender wage gap is smaller in firms which have a 

workers’ councils. They explain these results by the general more equal wage distribution for 

workers in such firms, regardless of the gender. However, Grund and Schmitt (2013), when 

looking at a German representative sample of employees, do not find this positive association 

between workers’ councils and women’s wages. By contrast, they do find a positive association 

in terms of job satisfaction: female employees who move to a firm with a workers’ council 

express a particular increase in their job satisfaction. 

 

Jirjahn and Mohrenweiser (2019) looked at the implications of firm democratisation on gender 

equality through other factors related to work-family balance and equal opportunities policies.  

Using data of the IAB Establishment Panel, they find that the presence of a workers’ council 

comes with a higher chance of family-friendly practices and the promotion of equal 

opportunities for men and women.  

D. Environmental Performance 
Firms in all sectors face increasing pressure to improve their environmental impact, be that 

through legislation such as emissions reductions or from consumers, activists and investors 

(Winston 2021; Castronuovo 2021).  There is only limited literature assessing the links between 

firm democracy and environmental impac. There are, however, some promising initial 

empirical results from the four papers utilised in this section. They indicate that including 
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workers within firm decision-making increases the consideration given to substantial 

environmental factors, pushing firms to take more action on climate-friendly practices.  

1. Causal Mechanisms 
Many thinkers have expressed strong opinions about the importance of firm democracy as a 

key factor for positive environmental performance. Favereau (2018) and Ferreras (2017) even 

made the claim that firm democracy is a necessary condition for an ecological transition of 

firms in the broader context of de-carbonising our economies and climate change. Within 

environmental performance there are a wide range of elements, such a greenhouse gas 

emissions, waste production, water use, etc., which have an impact on macro factors such as 

planet temperature, natural resource availability, and biodiversity loss. 

 

The general argument behind Favereau (2018) and Ferreras (2017)’s statements can be traced 

back to the work of Polanyi (2001), who highlighted that a profit-maximising capitalistic 

system requires the instrumentalisation of labour and nature, and their transformation into 

marketable commodities. As such, firm democratisation would establish an institutional 

mechanism through which labour has (at least) equal decision-making rights as the capital, as 

a result of which planetary and societal considerations would gain much more importance in 

the strategic orientation of firms. This can come from a convergence of environmental interests 

with working conditions (e.g., if pollution levels come with poorer working conditions in terms 

of health. We can easily imagine that workers living around a factory would benefit from the 

reduction of waste production and water pollution), but also from a general interest of workers 

for broader objectives than the short-term investment return of shareholders.  

2. Empirical Results 
 

There have been quite a few studies examining the links between democracy and environmental 

performance at the state level (Polanyi 2001 ; Carayannis, Campbell, and Grigoroudis 2021 ; 

Kammerlander and Schulze 2021). However, the last few years we can see an emergence of 

empirical research analysing the relationship between these two important topics at the firm 

level. All democratic institutional designs seem to be strongly related to the environmental 

performance of firms, though much more research should be made to assess such dynamics.   
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Table 11 - Firm Democracy & Environmental Performance - Main findings 

  Societal Outcomes 

Democratic 
Institutional 

Design 

 Environmental Performance  
Collective 

Ownership 
A comparative analysis has found that cooperatives are more 

conscious of their natural resources.  

Board 
Representation 

One study suggests that more employee representation at the board 
level is strongly associated with substantive environmental 

policies. 
Workers’ 
Council 

One study in Germany finds strong relationships between the 
presence of workers’ councils and environmental investments. 

 

Collective Ownership 

As early as 1995, Booth (1995) already assessed 7 comparative empirical studies between 

profit-maximising firms and cooperative enterprises in terms of their environmental practices. 

These studies were performed in the early 80s in the UK, the USA, Italy, and France. He notes 

that workers’ cooperatives, in which employees have democratic participation rights in the 

government of the firm and also share surplus earnings, tend to use their natural resources more 

efficiently, leading to less resource extraction and environmental depletion, and are less growth 

oriented than traditional firms. This would support the claim that worker democracies support 

more sustainable economic and production practices, hence directly linking democratic 

changes to environmental outcomes. Though many will effectively criticise the smaller growth 

orientation of cooperative firms, this may potentially mean a more stable and long-term growth. 

 

Board-Level Employee Representation 

Most recently, and most importantly, Scholz and Vitols (2019) analysed the relationship 

between board-level codetermination and corporate social responsibility (CSR) in German 

firms. Though CSR is broader than only environmental aspects, it typically focuses on 

sustainability in the environment sense. They separate corporate social responsibility into two 

types of actions: ‘symbolic’ ones and ‘substantive’ ones. The former are considered as being 

rather cosmetic, and include actions like becoming a member of the UN Global Compact on 

sustainable and socially responsible policies of business. The latter are coming closer to the 

actual environmental impact which must be improved, and includes actions like setting targets 

for emissions reductions. Even though pledges can be quite cosmetic as they aren’t binding, it 

is already a relevant first step to assess the relationship between firm democratisation and 

environmental impact. A neat methodological aspect of their study is that they make use of 

their Mitbestimmungsindex (MB-ix), through which they made a first sketch of a ‘firm 

democracy index’: they make a clear distinction between firms which have one-third employee 
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board representation, firms with parity representation but with a casting vote for a shareholder-

appointed chair, and firms with parity representation and a neutral chair. These distinctions 

reflect substantial differences in the power dynamics of firm government and are therefore very 

relevant. Without going into the details of their Mitbestimmungsindex, their findings are quite 

clear: the level of firm democracy is strongly associated with substantive environmental 

policies, though there is no significant relation with symbolic policies. Controlling for size, 

profit, sector, ownership dispersion, and time, this study presents a first tangible step towards 

necessary research linking social sustainability with environmental sustainability.  

 

Workers’ councils 

Askildsen, Jirjahn, and Smith (2006) studied similar dynamics following the implementation 

and presence of workers’ councils in firm establishments. Using German panel data, they find 

strong relationships between the presence of workers’ councils and environmental investments. 

They explain this in a similar fashion: the presence of workers in local decision-making on 

topics such as local environmental protection will act as a counterweight to profit-maximising 

and cost-cutting in virtue of their higher vulnerability to the outcomes of firm actions. 

E. Conclusion 
Now that we have reviewed the literature assessing the links between firm democracy and 

notable societal outcomes, we are able to answer the two questions set out at the beginning of 

this part: whether available evidence supports the existence of a relationship, and which 

relationship exists between different democratic institutional designs of firms. 

 

We can see that collective ownership is widely understudied compared to board representation 

and Workers’ councils, though the literature still suggests that it may lead to better economic 

outcomes, higher job satisfaction, and a more conscious use of natural resources.  

 

Board-level employee representation appears to increase worker productivity, but not 

necessarily wider economic outcomes and innovation. It also leads to fewer involuntary 

layoffs, solidary wage reductions in times of crisis to prevent layoffs, higher job satisfaction, 

and lower gender pay gaps. The effect of board representation on environmental performance, 

though based on one study only, suggests that it leads to stronger environmental policies.  
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Evidence on establishment-level democracy through workers’ councils is particularly effective 

at rejecting the ‘worker hold-up’ argument, and supporting the information-sharing and long-

term thinking hypotheses. Indeed, it is associated with better economic outcomes such as firm 

profits, productivity, and innovation. Workers’ councils also strongly help job satisfaction and 

dismissal rates, though their effect on hiring and wages are debated. Understandably, 

environmental effects are limited (since such decisions tend to happen at a firm-level), though 

workers’ councils are linked with higher environmental investments (at establishment level).  

 
Table 12 - Part 1: Main empirical findings 

  Societal Outcomes 

Democratic 
Institutional 

Design 

 Economic 
Performance Social Outcomes Environmental 

Performance 

Collective 
Ownership 

Limited evidence 
supporting economic 

outcomes, though 
nothing found on 
productivity and 

innovation. 

The only available 
evidence is limited and 
suggests positive job 

satisfaction.  

A comparative analysis 
has found that 

cooperatives are more 
conscious of their 
natural resources.  

Board 
Representation 

Available evidence 
suggests a positive 
relationship with 

worker productivity, 
but no agreement on 

strict economic 
outcomes and 
innovation. 

Not enough evidence on 
hiring; agreement on 

fewer involuntary 
dismissals; only wage 

effects are solidary 
declines in case of 

crises; job satisfaction 
appears positive; and 

lower gender pay gaps. 

One study suggests that 
more employee 

representation at the 
board level is strongly 

associated with 
substantive 

environmental policies. 

Workers’ 
Council 

Mostly positive 
relationships found 
with strict economic 

outcomes and 
productivity, and 

rejection of ‘worker 
hold-up’ argument 

on innovation.  

Mixed results on hiring; 
agreement on fewer 

involuntary dismissals; 
positive wage effect is 

debated; job satisfaction 
is clearly positive; and 
higher female pay and 

job satisfaction.  

One study in Germany 
finds strong relationships 
between the presence of 
workers’ councils and 

environmental 
investments. 

 

This Part has shown that firm democratisation generally does not lead to undesirable outcomes, 

as has been claimed numerous times. It has even been associated to strong positive results in 

terms of productivity, lower levels of involuntary worker layoffs, higher levels of job 

satisfaction, and the adoption of more environmentally policies.  

 

It is therefore an essential reality of firms that scientific research should aim to better grasp 

through better measurement instruments. The current literature is very limited in its capacity 

to measure dynamics between democratic performance and other aspects of non-financial 
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performance in virtue of the lack of measures to assess firm democracy. Except for the 

dichotomic presence of certain main institutional designs such as collective ownership, board 

representation, and workers’ councils, we do not have many tools to assess firm democracy. 

This highlights the need to build such research tools to improve our understanding of dynamics 

of firm multidimensional performance.   

 



Université catholique de Louvain - Economics School of Louvain - Place Montesquieu 3, 1348 Louvain-La-Neuve 
Université de Namur – Economics School of Namur – Rempart de la Vierge 8, 5000 Namur 
 

II. Part II: What and How Do We Currently 
Measure Firm Performance: Limits of the Current 

ESG Ratings 

A. Introduction 
In our quest to study firm democracy and its impacts on a variety of outcomes (both financial 

and non-financial), and after reviewing the results stemming from the scientific literature 

covered in Part I, we are now going to turn to the main instruments used by practitioners, and 

financial actors in particular, to measure the performance of firms on non-financial grounds. 

Most famously, the financial industry has been developing and using ESG ratings, as a tool to 

measure non-financial aspects of the firms they invest in. ESG ratings could fulfil two main 

research purposes: (1) Objective 1 - They could help measure the level of democratisation of 

firms, and (2) Objective 2 - They could also help measure the correlation between 

democratisation of firms and societal impacts of firms as outlined in Part I: economic, social, 

and environmental performance. In this part of the thesis I shall explain how they work, and 

perform a substantial assessment of their usefulness in measuring firm democracy and firm 

performance on the three categories of outcomes examined in Part I.  

B. Overview of ESG Ratings 
In light of their wide use to assess the performance of firms on extra-financial factors, we must 

perform an analysis of ESG ratings to evaluate their usefulness in assessing firm democracy. 

ESG ratings are scores awarded to firms related to their practices in terms of Environment, 

Social issues, and Governance (since we focus on firm democracy, we shall disregard the non-

relevant parts of ESG ratings, hence mainly the environmental ones). These ratings have started 

emerging from the 1980s onwards as a variety of private rating agencies were born (Avetisyan 

and Hockerts 2017).  What we typically claim to be their primary aim is to accurately capture 

a firm’s performance on all relevant ESG topics. Following that idea, they enable the reduction 

of information asymmetry and incomplete information by providing a score of the firm’s 

performance on specific ESG metrics such as carbon emissions, or gender equality 

(Christensen, Serafeim, and Sikochi 2019, 7). Only when the public, and more importantly 

investors, have access to such data, are they able to make sound consumption and investment 
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decisions and hold companies accountable for their ESG performance (Kotsantonis and 

Serafeim 2019).  “You cannot manage what you cannot measure” goes the saying. In that sense, 

we can only assess whether companies are making progress to have practices in line with 

planetary boundaries and true sustainability once we start measuring this progress according to 

relevant indicators. This should therefore bring more accountability towards companies to 

demonstrate how their policies, initiatives, and practices influence ESG outcomes  (Grewal and 

Serafeim 2020). Given that they claim to cover the Social and Governance issues, we will here 

analyse to what extent these ESG ratings can help in assessing firm democracy (i.e., Objective 

1) and other non-financial outcomes (i.e., Objective 2). 

 

Among the plethora of ESG rating organisations and agencies currently crowding the field, 

seven stand out: S&P3, MSCI, Sustainalytics4, Refinitiv5, ISS, Moody’s6, and Fitch. This 

market has gradually been undergoing both a significant concentration through the acquisition 

of agencies by large financial market players and diversification through the emergence of 

numerous start-ups offering alternative data sources (disclosure: one of them being Wequity, 

the start-up I founded in February 2021 whilst being a student at UCLouvain).  

 

Their databases cover a wide range of companies worldwide, mainly listed ones, and mainly 

in western capital markets. Their main clients, forming around 60% of the market, are asset 

managers who use this data in order to perform ESG analyses on their portfolio companies and 

sell ‘ESG funds’, which supposedly only include companies that perform better on ESG topics 

compared to their peers (Cornell 2020). They are followed sell-side firms, forming around 20% 

of the market, direct asset owners (12%) and consultants (6%) (Cornell 2020). This ESG ratings 

market has been booming lately, with total revenues estimated at $617 million in 2019, and a 

growth rate close to 50% (Walter 2020).  

 

To construct their ratings, these agencies use different types of data sources, such as annual 

reports, sustainability reports, company press releases, company websites, non-profit and 

academic reports, etc. They bring all this information together and categorise it into three main 

pillars: Environment (E), Social (S), and Governance (G). Companies typically get a score per 

 
3 Mainly following their acquisition of SAM. 
4 Owned by Morningstar. 
5 Previously called Thomson Reuters and now owned by the London Stock Exchange Group 
6 Following their acquisition of Vigeo Eiris. 
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pillar, as well as an overall score, which are both built through a weighing of the criteria 

depending on the company’s industry. Within the ‘Environmental’ pillar we find factors such 

as carbon emissions, energy efficiency, waste management, and deforestation. The ‘Social’ 

pillar integrates factors such as workforce-related issues (e.g., accidents on the workplace, 

absenteeism, employee health), human rights, labour standards, product safety, income 

distribution. Finally, the ‘Governance’ pillar focuses on aspects relating to the governance of 

the firm being rated, such as board independence, shareholder’s rights, manager’s 

remuneration, control procedures, and the respect of the law (Billio et al. 2021). 

 

The choice of metrics is typically made based on the widely used notion of ‘financial 

materiality’. In a nutshell, this means that indicators should only be integrated within the ESG 

assessment of a company if they are shown to have a relative importance on the business model 

and activities of the company. This is usually done at an industry-level, so that indicators (and 

their weight within the scoring methodology) are the same across a given industry. For instance, 

it would make sense that we emphasise data security and respect for privacy when evaluating 

a software company such as Google, whereas the examination of a mining company requires 

further attention to labour conditions. Intuitively this approach ensures relevance and 

comparability. The former is achieved through the sector-dependent materiality whilst we 

obtain the latter by harmonising indicators across a given industry. The general idea is that poor 

labour conditions may lead to lower productivity, weak environmental actions may expose a 

firm to legal action and/or regulatory penalties, and unclear governance rules could increase 

the chance of unethical practices related to disclosure, fraud, and pay (Boffo and Patalano 

2020).  

C. Evaluation of the usefulness of ESG Ratings to 
assess firm democracy 

 

We can assess the usefulness of ESG ratings in light of the objectives we set ourselves at the 

start of this thesis. This means that we look at them as a tool potentially contributing to assess 

the level of democratising of firms and firm performance on other non-financial dimensions 

such as environmental and social outcomes. My evaluation will show that ESG ratings can be 

a source for inspiration for (1) the format of firms’ non-financial performance assessment 

frameworks, and (2) certain indicators related to firm democracy and ESG matters. ESG 
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ratings, in their current format and use, show substantial weaknesses which prevent us from 

taking them as a whole as a serious tool for both objectives: assessing firm democracy and 

other non-financial aspects. This is mainly due to their telos being misaligned with the aims of 

assessing companies’ non-financial performance: ESG ratings are about non-financial risks 

which have a material financial impact on the company’s economic value, and not the other 

way around. 

1. ESG ratings have a few important strengths  
ESG ratings can provide three main contributions towards the assessment of firm democracy 

and other non-financial aspects. Firstly, from a methodological standpoint, if we need a specific 

measurement instrument of firm democracy, we could draw many learnings from ESG ratings 

in terms of methods to build ratings based on a wide number of non-financial indicators. 

Secondly, they include a wide range of indicators related to social and governance topics, which 

is a first step to measure progress on firm democratisation, and environmental & social impact 

(i.e., our two research objectives). For instance, some of the ESG ratings include a measure of 

pay gap across company hierarchical levels, and also of board independence. Thirdly, more 

pragmatically, their use and implementation have started making companies used to measuring 

and reporting performance on societal outcomes.  

2. ESG ratings have substantial weaknesses 
 

There are too many reasons which mean that we cannot and should not adopt ESG Ratings in 

their current form in order to perform an assessment of firm democracy and other dimensions. 

I shall expand the five main weaknesses which I have gathered within the literature and my 

own analysis on ESG ratings.  

a) Weakness 1: ESG Ratings are not made to assess a company’s 
ESG performance 

Firstly, and quite surprisingly, ESG Ratings are not designed to be an assessment of a firm’s 

ESG performance, but rather an assessment of the seriousness of ESG risks on a firm’s 

valuation. In reality, ESG risks are about non-financial risks which have a financial material 

risk on the company’s economic value, and not the other way around! As such, since they are 

made to assess how ESG factors can affect a firm’s value, by design they are not relevant to 

assess a firm’s Environmental, Social and Governance performance per se (or sometimes only 
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indirectly when they measure certain indicators such as board diversity, pay gap policies, etc.), 

and therefore even less to assess firm democratisation. 

 

Since the ESG rating agencies have asset managers as main clients, and since asset managers 

have a fiduciary responsibility to ensure the highest returns to their clients the asset owners, we 

can quite easily infer that ESG ratings in their current setup are made and used by people who 

do not share the aims of assessing firm performance on environmental, social, and governance 

outcomes for their own sake. A recent statement by the US Department of Labour illustrates 

this conclusion bluntly: “fiduciaries may not sacrifice returns or assume greater risks to 

promote collateral environmental, social, or governance (ESG) policy goals when making 

investment decisions” (Doyle 2018, 6). This highlights that investors are legally obliged to look 

at financial returns and are not allowed to give precedence to other considerations. As such, 

ESG in today’s form and in its aims is a tool to mitigate risks, and not a tool to evaluate the 

performance of firms on ESG topics.  

 

We can illustrate what this means with the following graph. In effect, though intuitively they 

may claim the opposite, ESG ratings are used in order to assess the impact of the ESG factors 

on a company’s capacity bottom line (i.e., arrow 2) instead of assessing the impact of the 

company on ESG factors (i.e., arrow 1).  

 

 

 

 

 

 

This was recently famously argued by (Fancy 2021), ex-Chief Investment Officer of 

Sustainable Investments at BlackRock. He denounced the contradictions of BlackRock’s CEO 

Larry Fink who has been making very public claims about BlackRock’s commitment to 

sustainability. In effect, the world’s largest asset manager, with 10 trillion USD in assets under 

management in January 2022, though it sells ‘green investments’ is only selling more 

financially astute investment products without a real care for the ESG impact of the companies 

they invest in. This was made particularly explicit recently during the latest ‘season’ of Annual 

General Meetings of shareholders of firms, during which Blackrock voted against numerous 

climate resolutions which were increasing the climate ambitions the relevant firms. This was 

Firm Activity ESG Outcomes  

1 

2
2 
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explained by BlackRock as follows:  “We do not consider them to be consistent with our 

clients’ long-term financial interests,” the company wrote (Masters 2022). 

 

As a consequence of this design, they fail to fulfil their two research objectives:  since they 

integrate only “financially material elements”, they will necessarily omit a wide range of 

indicators related to (1) firm democracy and (2) wider societal outcomes, since both may not 

(today) be directly related to financial materiality. If we really aim to assess firm 

democratisation and firm performance on wider non-financial dimensions, we must go beyond 

the use of financial risk-focused measurement tools.   

b) Weakness 2: The distinction between S & G leads to intersectional 
‘potholes’ 

 

The distinction between ‘S’ and ‘G’ prevents us from assessing a number of relevant aspects 

related to firm democracy, hence mitigating the ability to achieve objective 1. It is a 

methodological feature which by nature prevents a core tenet of firm democracy: the distinction 

between the ‘S’ and the ‘G’ trickles down into a distinction between employees on one side, 

whose matters are dealt with in the ‘S’ and shareholders and management on the other side, 

whose matters are dealt with in the ‘G’. The concept of employees as shareholders and/or 

decision-makers, which is a critical element of democratic government of firms, is inexistent. 

As such, this current methodological approach of ESG ratings would not be adequate in 

measuring firm democracy.7  

 

If we want to use ESG ratings to assess firm democracy and the extent to which workers are 

involved in the power distribution and decision-making, then we must rethink the boundary 

between the ‘S’ and the ‘G’. Instead, we should probably merge them into one holistic pillar 

which reflects social and governance aspects within the same umbrella.  

c) Weakness 3: ESG Ratings are opaque 

There is a lack of transparency from ESG Ratings agencies in their methodology to assess firm 

performance on individual ESG indicators, mitigating the reliability/repeatability (cf. 

 
7 We were actually already warned of the dangers of such theoretical and methodological blind spots arising at 
the intersection of categories by Crenshaw (1989). She coined the term ‘intersectionality’ to accentuate the unique 
experience lived by black women in terms of their double oppression which cannot be theoretically analysed by 
only considering them as ‘black’ or only as ‘women’.  
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definition below in Part II) of the instrument. The agencies do not offer a clear picture about 

the criteria used and the assessment process adopted. The extent of this opacity has been greatly 

documented by Douglas, Van Holt, and Whelan (2017), who reviewed 17 ESG rating 

provider’s methodologies and documented their lack of transparency related to the choice and 

weight of indicators. As such, it is often not possible for an external person (like me) to use the 

frameworks and apply them to any firm I would like to make an ESG assessment on. In order 

to do so, I would need to be actively supported by an ESG Analyst at the relevant ESG Rating 

Agency to understand how they make their judgement calls and score companies. This reduces 

the usefulness of the rating as a measure of firm democratic progress and firm environmental 

& social impact. 

d) Weakness 4: ESG Ratings are too divergent to be robust 

A substantial issue that remains with ESG Ratings is their divergence. This has widely been 

documented: in simple terms it just leads to situations in which a given company may receive 

a significantly different score from different rating agencies.  

 

There are a number of studies which have documented this divergence (Billio et al. 2021; Berg, 

Kölbel, and Rigobon 2019; Olmedo, Torres, and Izquierdo 2010; Halbritter and Dorfleitner 

2015; Chatterji et al. 2016). This divergence can be shown in multiple ways:  

 

The most robust and significant method is to measure the correlation between the firms’ scores 

awarded by the different ratings. Most studies assessing the correlation between the various 

ESG ratings show quite bleak results. Recently Billio et al. (2021)  studied the scores awarded 

by Refinitiv, MSCI, RobecoSAM and Sustainalytics to a sample of 1049 companies listed in 

the MSCI World Index. They found that the correlation between ESG ratings is only 0.58 on 

average, and ranges from 0.43 (Refinitiv & MSCI) to 0.69 (Refinitiv & RobecoSAM). Before 

them, in 2019, Berg, Kölbel, and Rigobon (2019) found that correlations between 6 ESG ratings 

(KLD, Sustainalytics, Moody’s ESG (previously Vigeo-Eiris), S&P Global (previously 

RobecoSAM), Refinitiv (previously Asset4), and MSCI) range from 0.38 to 0.71. They studied 

a sample of 823 firms in 2014 and obtained an average correlation coefficient of 0.61. Even 

worse news for firm democracy is that of the three pillars, the lowest average correlations were 

found in the ‘G’ domain (0.38). In 2015, Halbritter and Dorfleitner (2015) studied the 

correlation between Refinitiv, MSCI, and Bloomberg. They obtained correlation coefficients 
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for individual environmental, social, governance as well as aggregate ESG scores ranging 

between 0.05 and 0.62.  

 

Billio et al. (2021) went beyond the correlation coefficients to document the divergence. They 

also computed the ‘percentage of agreement’ of the ESG ratingsn defined as the proportion of 

firms in their sample for which the ESG rating is the same (once the scores are standardised). 

On average, they find that this percentage is around 24%, and ranges between 19% 

(RobecoSAM & MSCI) until 28% (Sustainalytics & RobecoSAM), thus further confirming the 

differences between ESG Ratings. 

 

A third metric used to assess the divergence is the coefficient of determination, denoted R², of 

the different ESG Ratings. Statistically, this R² corresponds to the proportion of the variation 

in the dependent variable that is predictable from the independent variable. State Street Global 

Advisors found that the R² between the ratings of Sustainalytics and MSCI, MSCI and 

RobecoSAM, and MSCI and Bloomberg were around 0.5 (Boffo and Patalano 2020). 

Figure 1 - Assessment of R^2 of ESG Ratings among major score providers 

 

To make the realisation of these discrepancies tangible, the easiest is to take a few companies 

and dive into the details. Billio et al. (2021) have done this for four firms: Verizon 

Communications Inc., Nissan MotorCo., Ltd, Oracle Corp. JPN, and Goodman Group. They 

performed this analysis with the same four ESG rating agencies: Refinitiv (0-100), MSCI 

(ranging from CCC to AAA), RobecoSAM (0-100) and Sustainalytics (0-100). The table below 

shows the how different the scores are between ESG ratings:  
Figure 2 - Example of divergence in ESG ratings 
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The case of Nissan is quite telling: whilst Sustainalytics and MSCI assign a very low rating, 

RobecoSAM and Refinitiv did rather the opposite. Billio et al. (2021) explain this by noting 

that the former two rating agencies focus more on the managerial perspective in comparison to 

the latter which give a higher weight to the environmental dimension. 

 

An obvious question then emerges: where is this divergence from? There has been ample 

research on this question, and the answer is “a combination of a (1) theorisation problem and 

a (2) commensurability problem.” 

 

The theorisation problem refers to the different views that rating agencies hold with regards to 

the framework used to assess a company’s ESG performance. Billio et al. (2021) for example 

have shown that there is a lack of commonality in the definition of ESG methodologies used 

by rating agencies. This means, for example, that rating agency A may decide that gender 

equality should be included in a social assessment of a company, whilst rating agency B does 

not include it. Berg, Kölbel, and Rigobon (2019)  have estimated that theorisation leads to 38% 

of the problem. Chatterji et al. (2016) studied the extent of the theorisation problem and showed 

that the lack of common theorisation comes from (1) A difference in the high-level categories 

(E,S,G) measured by the raters, (2) Some industries being screened out by certain rating 

agencies, and (3) the normalisation of the ratings by industry (i.e. such that a firm is compared 

to the other firms in its own sector) implemented by some raters. This first cause is notably 

corroborated by Halbritter and Dorfleitner (2015) who noted that animal testing is only 

included by Refinitiv, whereas firm compliance with environmental regulations is only 

integrated by Bloomberg and KLD. Boffo and Patalano (2020) note that there is a key 

difference in the extent to which the ESG ratings measure ‘controversies’, which are events 

which cause reputational damage.The third cause is related to the practice of benchmarking 

which requires the choice of a peer group. The opaque approach used by ESG raters about peer 

group components has created wide inconsistencies and undermines their credibility. 

 

Whereas the theorisation problem was related to the components included by ESG raters, 

commensurability refers to the way raters measure the same components. The 

commensurability problem arises when ESG rating agencies adopt different methods to 

measure the same ESG factors. According to Berg, Kölbel, and Rigobon (2019), the 

commensurability discrepancy contributes to 56% of the rating divergence. This can be due to 
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a number of different reasons. Firstly, raters may decide to use slightly different (and a different 

number of) indicators to assess the same general ESG factor. For instance, Dorfleitner et al. 

(2015) showed that, though the three ratings they studied broadly cover the same aspects within 

the social pillar, the number of indicators they used to measure factors related to health and 

safety differed significantly. Boffo and Patalano (2020) for example show that MSCI has ten 

categories that include key environmental and social externalities, risks and opportunities, 

followed by 37 subcategories that focus on specific aspects and give way to one or more 

indicators. Similarly, Sustainalytics has more than 42 subcategories which cover very related 

ESG factors. By contrast, Refinitiv only has 10 categories which are divided into 186 metrics 

and more than 400 data points. Secondly, the weights awarded to different ESG indicators lead 

to discrepancies in the final results due to the different importance that the rating agencies put 

on different factors. Thirdly, there is a significant part of the score which is made by the 

qualitative judgement of the ESG rating agencies’ experts. Most of the rating firms openly state 

that they integrate their industry knowledge to assess the ESG performance of firms. As such, 

as in most social sciences, since experts have varying opinions, this will lead to varying 

judgements and ratings. Fourthly, an important part of the measurement differences comes 

from the different choice of data sources to assess ESG factors. ESG rating agencies have 

mainly been using publicly disclosed information found in annual reports, but many also make 

use of ESG questionnaires they send to companies, NGO reports, and news outlets. Finally, 

since there are many data gaps covering many companies and time periods for a variety of ESG 

metrics which raters have to deal with, their differing data-inputation methods also contribute 

to further widening the rating divergence (Kotsantonis and Serafeim 2019).  

 

Both the theorisation and commensurability problem should gradually disappear as regulations 

standardise the ESG disclosure for companies, as we have been seeing with the US SEC’s latest 

announcement (U.S. Securities and Exchange Commission 2022)and the European Corporate 

Sustainability Reporting Directive (EU Commission n.d.) imposing and clarifying mandatory 

non-financial reporting obligations for firms.  

 

In general, a divergence in the ratings makes the ESG evaluation of firms very difficult since 

there is no single source of truth. The scale of this problem depends on the scale of the 

divergence. Since the divergence is still very high, we can simply infer that the problem is very 

big.  
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Zooming out of the details of this divergence problem in the ESG sector, we must also mention 

that the desirability of a single ESG rating (i.e., zero divergence) is actually quite controversial. 

Indeed, having a single source of truth materialised via a single ESG rating would implicitly 

contain significant value-judgements due to the methodological choices made in the scoring-

construction. More important is rather the transparency of corporate performance on relevant 

indicators which can be tracked and followed individually, and which is being pushed by 

initiatives such as the EU Taxonomy which aims to standardise the vocabulary of 

environmental metrics (EU Commission n.d.). 

e) Weakness 5: ESG Ratings are biased in several dimensions 

A final issue with ESG ratings comes from the biases that researchers have identified within 

the raters’ methodologies. I shall touch upon the most important ones: firm size, disclosure, 

geography, and industry.  

(1) Firm Size Bias 

The most famous bias in ESG ratings is related to firm size. It has been widely documented 

and is based on the following hypothesis: larger firms have more resources to document and 

communicate/report about their ESG initiatives in a positive way. It therefore is not necessarily 

due to large companies actually performing better on ESG factors. This was first identified by 

Doyle (2018), using an analysis of over 4,000 Sustainalytics ESG ratings. They showed that 

larger companies generally obtain better ESG ratings. Doyle (2018) providse a telling example 

to illustrate this finding:  

 
(p.10) “Take for example the Bristol-Myers Squibb Company, a pharmaceuticals company with an $83 

billion market capitalization. It has a Sustainalytics ratings score of 73, which is 20 points better than the 

healthcare industry average and 25 points above the overall Sustainalytics average. As a large cap company, 

Bristol-Myers implements GRI Sustainability Reporting Standards and has established high-profile ESG 

goals. Despite ambitious ESG aspirations, disclosures, and corresponding high ESG ratings, the company 

has been tied to recent high-profile controversies including questionable experimental testing methods and 

Foreign Corrupt Practices Act violations. These are the types of factors that should have a substantial 

downward impact on ESG ratings, but in this case, there appears to be little correlation.” (Doyle 2018) 

 

These results have been corroborated by Kotsantonis and Serafeim (2019), Boubaker, 

Cumming, and Nguyen (2018), Yongjun Tang, Yan, and Yao (2021) , and Drempetic, Klein, 

and Zwergel (2020). The latter find a significant positive correlation between a company’s 
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available resources for providing ESG data and the availability of a company’s ESG data with 

its ESG rating. At the same time, they did not find that these better ESG ratings correlated with 

performance on specific ESG indicators like GhG emissions. This thus indicates that the ESG 

ratings do not realistically measure the actual sustainability performance of companies, and are 

significantly biased by the firms’ capacity to provide ESG data. Drempetic, Klein, and Zwergel 

(2020) provide a rather cynical conclusion: “it may be better for companies to invest in 

sustainability reporting, rather than in sustainability activities or impact”. 

(2) Disclosure Bias 

Interestingly, the previous bias appears to be mitigated by the results of studies which find a 

positive correlation between the level of disclosure and the level of rating divergence. 

Christensen, Serafeim, and Sikochi (2019) explain this through the subjective nature of ESG 

information: more disclosure increases the opportunities to interpret and assess the ESG 

information differently. The conventional wisdom suggesting that higher disclosure would be 

associated with more rating convergence due to a lower information asymmetry is not yet really 

applicable for ESG ratings. 

To assess this phenomenon, Christensen, Serafeim, and Sikochi (2019) used 30,700 firm-year 

observations on 5,637 firms between 2004 and 2016. Using firm fixed-effects and using a 

difference-in-difference design with mandatory ESG shocks, the authors have found strong 

support for their hypothesis. When ESG disclosure increases by one standard deviation, ESG 

score divergence increases by 1.41, whilst the average ESG score divergence in their sample is 

12.32.  

(3) Geographical Bias 

The legal environment surrounding the operations of a company has also been identified as 

meaningful in understanding variations in ESG ratings (Gyönyörová, Stachoň, and Stašek 

2021; Boubaker, Cumming, and Nguyen 2018; Frías-Aceituno, Rodríguez-Ariza, and García-

Sánchez 2013; Barbu et al. 2014; and Liang and Renneboog 2020). The main causal mechanism 

is the following: certain jurisdictions have more requirements regarding ESG disclosure for 

firms, leading to geographical differences in the availability of ESG data between firms. For 

instance, Doyle (2018) noted that in the European Union, firms with more than 500 employees 

must publish an annual non-financial statement as well as some disclosures surrounding their 

diversity policy. By contrast, in the USA, such requirements are inexistent. Doyle (2018) has 

found that companies domiciled in Europe often receive much higher ESG ratings than their 
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peers in the United States, confirming the geographical / legal cause for this. This is also due 

to the fact that investors in Europe are more compelled to pay attention to ESG: in 2016 

Schroders performed a study in which 58% of European fund managers stated that they viewed 

ESG as an important investment consideration, whilst only 14% of their North American 

counterparts had the same opinion. Doyle (2018) provides a very illustrative example of this 

geographical bias  by delving in to a comparison of BMW Group and Tesla:  

 
« BMW has a high rating (93rd percentile) despite a slew of controversies, including anti-competitive 

practices, illegal marketing practices, business ethics violations relating to intellectual property, employee 

and human rights violations along their supply chain, and even animal rights violations. The company is 

facing accusations of collusion with Volkswagen, Audi, Porsche, and Daimler on various technological 

issues and systems to evade environmental and safety regulations.  

In contrast, Tesla (38th percentile) is below every single European auto manufacturer, including the 

companies named in the collusion accusations above. Most notably, Tesla’s score even lags Volkswagen, 

which as previously discussed has been implicated in a major environmental violation. Meanwhile, Tesla is 

the world leader in technology to reduce carbon emissions from automobiles. » 

(4) Industry Bias 

Since most ESG rating agencies normalise the ESG scores per industry, company-specific 

poorer performances are sometimes hidden by the industry harmonisation. Though it makes 

sense to standardise the scores and weights within the same industry in order to enable more 

comparability and relevance of the ESG scores, there is a trade-off which must be openly taken 

into account. On top of this, we also see that ESG Rating agencies on average assign different 

ESG scores to companies based on their industry. Doyle (2018) showed that Sustainalytics on 

average awards the utilities an ESG rating of 61.3/100, whilst the healthcare industry on 

average obtains 49/100. 
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Figure 3 - Average ESG Score by Industry 

 

D. Conclusion 
 

ESG ratings are relevant as measurement of (1) governance of firms, which can provide useful 

learnings to build a firm democracy index, and (2) the societal performance of firms. However, 

they also have serious weaknesses: they are made to identify material financial risks but not to 

measure real firm performance on social and environmental issues; they are significantly 

divergent among rating agencies, and this divergence is confounded by a substantial level of 

opacity relating to many aspects of the ratings; they tend to contain important biases. This 

creates a clear demand and space to develop a firm democracy index in order to assess the 

evolution of firms’ democratisation efforts and to enable a better evaluation of links between 

firm democracy and wider societal outcomes on environmental and social aspects. 
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III. Part III: Building a Firm Democracy 
Performance Index: A First Attempt  

A. Introduction 
The first two parts of this thesis enabled us to gain a deeper understanding of the empirical 

relevance of assessing the dimensions of firm democracy, as well as the clear limitations of 

ESG ratings in assessing both firm democracy and any progress of firms on non-financial 

issues. 

 

We are thus faced with a challenge: to develop a better assessment of firm democracy in order 

to measure its progress along its various relevant aspects, and their impact on the multiple 

dimensions of a firm’s performance.8 This is a challenge that goes beyond any work a masters’ 

student could achieve.9 Nevertheless, I want to take the opportunity to contribute to addressing 

the challenge by outlining a few key dimensions of such an Index in an exploratory fashion. 

From a methodological standpoint, I know that this goal will require lots of iterations within 

the academic community and between the academic community and the business actors (firms, 

investors, management, shareholders, trade unions, etc.) before we obtain a satisfying model.  

 

The aim of this third part is to offer a tentative, first sketch of what a simple and flexible tool 

of firm democracy measurement could look like. If we care for an evolutionary perspective 

capable to account for the democratisation of the workplace, it seems reasonable to argue that 

we should be able to measure (1) how one firm has improved or declined in its democratisation, 

and (2) whether firm A is more democratic compared to firm B. Achieving a perfect score on 

firm democracy may not be desirable for many people, but having a tool to assess the level of 

democratisation of a firm may be helpful to guide an analysis and efforts to change workplace 

democracy within our mainstream firms. It is also worth noting that the day the weaknesses of 

ESG ratings are addressed, and they become helpful to measure firm performance on ESG-

 
8 Implicit in this line of reasoning are the assumptions that (1) we can accurately measure what matters (even 
though we do not have a theory for a number of outcomes and these are very complex issues), (2) Firm 
Democracy performance is reducible to manageable indicators. 
9 To give some perspective, the construction of the EU Taxonomy, aimed at categorizing firm activities across a 
scale of ‘greenness’ based on their impact on climate change, was led by a team of 35 experts for 2 years. 
(European Commission n.d.) 
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dimensions, this could enable us to perform robust analyses on the impact of firm 

democratisation on all these dimensions. 

  

To take on such a task, I have followed a gradual approach whereby each section builds on the 

previous one. Section B will clarify the answer to an obvious question ‘Who is the Demos?’ 

by covering stakeholder theory and showing the importance of shareholders and workers in 

virtue of their investment and risk exposure to the firm. Section C gives a general definition of 

firm democracy. This phase can also be named the ‘conceptualisation’ phase, which 

Bhattacherjee (2012, p.43) defined as “the mental process by which fuzzy and imprecise 

constructs (concepts) (…) are defined in concrete and precise terms.” In section D, I will 

subsequently enter the ‘operationalisation’ phase, which is the process of developing indicators 

or items for measuring these constructs. I will suggest a firm democracy index based on 14 

indicators on which the level of worker participation through information, consultation, or 

decision-making is evaluated. I use section E to very openly assess whether this index is 

helpful. I will conclude by showing that the Index that I have developed is flexible and 

transparent, but more research is needed to better assess its reliability and applicability.  

B. Democracy: Who constitutes the Demos?  
 
When engaging in a discussion on firm democracy it is crucial to clarify who is the demos of 

such a democracy (i.e., who is included in the decision-making process). While the purpose of 

this work is not to provide an exhaustive overview of all possible forms of-and rationales 

behind firm democracy,  I aim to clarify which actors should be included within the power-

sharing. I shall argue that the demos of a firm should be constituted by shareholders and 

workers in light of the particular investment and risk exposure that their engagement with firms 

present.10 The latter should not include all workers in a firm, but rather the ones with a 

minimum contract of 1 year. 

 
Traditional capitalist firms: only shareholders should make decisions 
 

According to the most traditional view of firms, attempts to define a ‘demos’ are meaningless, 

since firms are not political entities but rather a mere bundle of contracts. This view is shared 

 
10 This does not necessarily mean political equality among shareholders and/or among workers.  
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among a wide range of corporate governance legal scholars, and has intellectual foundations 

in the notable work of Coase (1937) with his seminal paper ‘The Nature of the Firm’, Alchian 

and Demsetz (1972), and Jensen and Meckling (1976). The latter defined firms as follows:  

“legal fictions which serves as a nexus for contracting relationships and which is also characterised 

by the existence of divisible residual claims on the assets and cash flows of the organisation which can 

generally be sold without permission of the other contracting individuals.” (p.311). 

If we adopt this view of a firm, they say,  

 “it makes little or no sense to try to distinguish those things which are ‘inside’ the firm (or any other 

organisation) from those things that are ‘outside’ of it. There is in a very real sense only a multitude of 

complex relationships (i.e., contracts) between the legal fiction (the firm) and the owners of labour, 

material and capital inputs and the consumers of output.” (p.311). 

Only shareholders and owners of the firm should make decisions in virtue of property rights. 

As such, we could infer that the demos should be constituted by shareholders only. 

Jensen and Meckling (1976) across their paper also mention that the combination of property 

rights, investment-making, and risk-taking, provide the shareholders with the rights to own and 

control firms. Let’s delve a bit deeper into the latter two elements. The first criteria is the 

concept of investment, and can generally be associated with three ideas (Clerc 2019):  

- A contribution which can be an asset (material or immaterial), or work (i.e., time, effort, 

personal investment, etc.) provided by the workers. 

- A risk of devaluation (or opportunity of value increase). 

- A return on the investment made: this must be compared with returns which could have 

been made otherwise (i.e., opportunity costs). 

We can analyse the investments made by shareholders below: 

Table 13 – Analysis of investments made by shareholders  

 Investment in capital 

Contribution Material or immaterial asset 

Risk of devaluation Value of assets and shares can decrease or disappear 

Return on investment  Return measured through the inclusion of increase/decrease in the value of 

the asset, as well as the regular distribution of dividends. 
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This risk can be detailed with three main aspects: the nature of the risk, the temporality of the 

risk, and the possibility of risk-control. We can summarise the risks taken by shareholders 

below (Clerc 2019):  
Table 14 - Analysis of the risk for shareholders  

 Capital 

Nature of the risk Financial risk: loss of capital and revenue, opportunity cost of better 
investments.  

Temporality of the risk 

Risk at the moment of choosing the firm (investment): 
- Enlightened choice: standardised accounting information, contractual 

guarantees, control by a public authority (FSMA, AMF, SEC, …) on 
information quality.  

- Free choice: large choice of investment possibilities ; simultaneous 
evaluation of investment possibilities is possible; lack of urgency.  

  
Risk at the moment of leaving the firm (divestment): 
 
Quick resolution; quick reinvestment; reversibility; no limit in 
selling/buying. 

Possibility of controlling 
the risk 

Economic control 
 
Possibility to divide/diversify the risk (investment in multiple firms); 
liquidity benefits; possibility of specialisation of each firm.  
Legal control 
 
Decision rights: nomination and removal of board administrators, mergers, 
dividends, etc.  

 

Since shareholders have invested their capital to hire employees and managers, and to buy 

equipment and raw materials, they are ‘residual claimants’ to the firm. After the claims of 

factors of production are satisfied, shareholders obtain the remaining profits. They are also the 

ones who take the risk of losing the amount of their investment (and only that amount, thanks 

to limited liability), which means that they should control the firm and its main decisions.  

Two objections to the shareholder-only view  
 

Without wanting to enter a debate on the reasoning behind firm democracy, I must bring 

forward the two strong objections to these traditional views which challenge the shareholder-

only approach to the firm demos.  

 
Objection 1: Ownership and property are complex concepts and do not necessarily 
include possession, control, and residual benefits.  
 

Landemore and Ferreras (2016) explain why we cannot simply apply the concept of ownership 

to firms. I shall attempt to summarise their reasoning here:  
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Despite the language we typically use, firms are not just an object that can be owned by 

someone or a group of people. In their own words (p.9): “the firm (…) exists above and beyond 

the mere sum of physical assets and legal rights that partly define it”. The concept of ownership 

and property is very intuitive and easy to define for physical objects: it typically refers to a 

bundle of rights of possession, of control, and to receive benefits from the assets, as defined in 

relation to other people. As such, if I own a bike, it is in my possession, I control what happens 

with it, and if I decide to rent it out to someone else, I will benefit from the returns of this 

transaction. However, this bundling of rights and responsibilities is a matter of legal and social 

convention. Following from this, one could imagine a world in which ownership in firms is 

unbundled so that the rights of control are separate from the rights of benefits and ownership. 

If this is the case, even though shareholders remain the sole residual claimants, control could 

be shared with more actors within the firm, or investors of different kinds. 

Objection 2: shareholders are not the only ones making investments and taking risks. 

A closer analysis here will justify that, next to the traditionally considered shareholders, there 

are other actors who should be included in the decision-making: workers. This analysis will be 

based on the original two criteria mentioned by Jensen and Meckling (1976): by engaging with 

a firm, who (1) makes an investment and (2) takes risks. Though they had probably only 

considered investments in capital and risks from the loss of capital, the work of Blair (1998), 

Ferreras ( 2017) and Clerc (2019) has broadened the scope of these concepts to include different 

types of investments and different types of risks. 

 

We can outline the investments made by shareholders and workers as follows:  
Table 15 - Comparison of the investment by shareholders and workers 

Comparison of the investment by shareholders and workers 

 Investment in capital Investment in labour 

Contribution Material or immaterial asset Mental and physical investment 

measured in time and effort. 

Risk of devaluation Value of assets and shares can 

decrease or disappear 

Evolution of physical capacities and 

cognitive abilities (skills). 

Return on investment  Return measured through the 

inclusion of increase/decrease in 

the value of the asset, as well as 

Actualised sum of remuneration 

received by the worker during the total 

period of employment, recognition 

and expressivity (or absence). 
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the regular distribution of 

dividends. 

 

Though the investments made by shareholders are quite well-understood and well-known, it is 

much less the case for the investments made by workers. We should not underestimate the time 

and effort workers put in firms, which can at times really take the form of sweat and tears due 

to the personal nature of the investment. Their investment risk is also of a dual nature: intrinsic 

and inevitable due to ageing (though this ageing can be accelerated/slowed down), and extrinsic 

due to decisions made by the firm. Their return on investment is also quite volatile since their 

remuneration depends on many factors like economic outlook, labour laws, recruiting cycles, 

contract strength, career perspectives offered by the firm, etc. As such, both shareholders and 

workers are investors in capital and labour in virtue of their relations with the firm. They are 

similar in the sense that they cannot complete contracts which anticipate all the risks they take 

through adequate guarantees, i.e., they form ‘incomplete contracts’. The main difference is that 

financial lenders, by integrating ‘covenants’ and ‘guarantees’ on their assets can get closer to 

complete contracts.  

 

The second criteria to distinguish between stakeholders is the risk taken by the worker and 

shareholder by collaborating with the firm. Clerc (2019) very clearly outlines these aspects for 

both the shareholder and the worker (translation mine):  

 
Table 16 - Comparison of the risk for shareholders and workers 

Comparison of the risk for shareholders and workers 

 Capital Labour 

Nature of the risk Financial risk: loss of capital and 
revenue, opportunity cost of better 
investments.  

- Financial risk: opportunity cost of 
better revenues.  

- Physical risk: work-related injuries.  
- Skills risk: reduction or stagnation 

through the lack of use; opportunity 
cost of gaining more skills through 
education or other jobs.  

- Risk on specific investments lost in 
case of job changes.  

- Risk of time use: loss of a fraction 
of one’s life (with a potentially 
different effect depending on age). 

Temporality of the risk 

Risk at the moment of choosing 
the firm (investment): 
- Enlightened choice: 

standardised accounting 
information, contractual 

Risk at the moment of choosing the 
firm (hiring): 
- Not necessarily enlightened choice: 

not much standardised information 
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guarantees, control by a public 
authority (FSMA, AMF, SEC, 
…) on information quality.  

- Free choice: large choice of 
investment possibilities ; 
simultaneous evaluation of 
investment possibilities is 
possible; lack of urgency.  

  

available at the moment of 
recruiting.  

- Not entirely free choice: strong 
constrains limit the possibilities 
(e.g., labour market, geographic 
constraints, etc.); simultaneous 
evaluation of possibilities is 
difficult; urgency is present due to 
potential budgetary constraints.  

 
Risk at the moment of leaving the 
firm (divestment): 
 
Quick resolution; quick 
reinvestment; reversibility; no 
limit in selling/buying. 

Risk at the moment of leaving the firm 
(job change): 
 
Length of job change process; inherent 
risk in the period (existence of trial 
periods); reputation risks related to 
frequent job changes.  

Possibility of controlling 
the risk 

Economic control 
 
Possibility to divide/diversify the 
risk (investment in multiple 
firms); liquidity benefits; 
possibility of specialisation of 
each firm.  

Economic control 
 
Risk division/diversification is quasi-
impossible; weak ‘liquidity’; risky 
specialisation.  

Legal control 
 
Decision rights: nomination and 
removal of board administrators, 
mergers, dividends, etc.  

Legal control 
 
No decision rights.  

 
As such, it is apparent that the level and nature of workers’ investments and risks arising 

through their participation in the firm’s activity are very significant, hence rejecting the 

traditional view that shareholders should be the only ones to have control over the firm. The 

firm demos should therefore at least be constituted of both shareholders and workers.11  

 
Though it may appealing to add other stakeholders such as customers and suppliers, 
workers and shareholders are a special type of stakeholder.  
 
If we reject the claim that shareholders should be the only type of actor with rights of control 

on the firm’s actions, one could ask why we should not also include other types of stakeholders 

beyond workers. Though this idea may be appealing, I shall show that in the context of firm 

democracy, not all stakeholders are concerned in the same way by the firm’s activities. 

 

The term ‘stakeholder’ started being used in the 1960s but became more popular in the 1980s. 

Most recently it became defined in the context of the ISO 26000 norm as “an individual or 

group with an interest in the decisions or activities of an organisation”. The literature recognises 

 
11 We will see later which types of workers should be included. 
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that firms are social organisations dependent upon the contribution of different groups to the 

production of goods and services (R. E. Freeman and Reed 1983). There are many stakeholders 

which could be considered as relevant, such as shareholders, employees, managers, board 

members, customers, neighbours, suppliers, clients, local & national authorities.  

 

Following the same two criteria of investment and risk exposure, we may distinguish between 

shareholders and workers on one side, and all the other stakeholders on the other side. Ferreras 

(2019) convincingly and succinctly explains why workers should not be lumped together with 

other stakeholders: they, unlike the other stakeholders, constitute firms. In short, (Ferreras 

2019) states, “Workers, after all, are firms’ labour investors, and firms need them just as much 

as they need capital investors. In plain language, without labour investors, capital could not be 

made productive at all.” This is not the case (accepting a few exceptions) with other types of 

stakeholders. 

This distinction can be summarised as follows:  

- Constituent stakeholders: The people who bear the risk of the firm’s activity and invest 

within the firm in a structural way, i.e., money, time, or competencies. Within this group 

you can find the shareholders and the workers who are at the heart of the firm.  

- Surrounding stakeholders: The people who bear some risk of the firm’s activity, but 

which are not invested in it structurally. Within this group you have the lenders, clients, 

suppliers, local authorities, neighbours, etc.  

Investments and exposure to risk of shareholders & workers are clearly much more significant 

than the ones taken by the ‘surrounding’ stakeholders, who may depend on the firm, but who 

generally do not make the same investment and are not exposed to the same risks related to the 

firm’s activity. There are clearly exceptions when we speak about a monopoly wherein the state 

or customers may be dependent on the firm. However, in many situations the state is often also 

a shareholder of the most important firms in a given company (e.g., postal service in Belgium 

Bpost is held by 50% + 1 share by the Belgian state). Additionally, this does not mean that 

concerns from surrounding stakeholders should be ignored. As stated by (Ferreras 2019), 

“consumer, supplier, and community interests, of course, need to be considered, involved, and 

accounted for in firm strategy. But we must not reduce the efforts and contributions of working 

people by pretending they are merely “the most affected” by corporations.” 

 

Following from this analysis, what does the firm demos look like? 
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When we are thinking of implementing and assessing firm democracy, it thus appears 

reasonable to focus on the constituent stakeholders who bear more risk and invest much more 

structurally in the firm. The rights and rules in a democratic firm should therefore consider the 

special nature of shareholders and workers. In a visual way, out of all possible stakeholders, 

we therefore will focus on the constituent ones, i.e., the green box, when addressing firm 

democracy.  
Figure 4 - Constituent vs. Surrounding Stakeholders 

 
 
 
We should also acknowledge the complexity of the labour market, which requires us to be even 

more explicit in the determination of democratic subjects. This determination of democratic 

subjects is simple for shareholders but becomes more complex once we want to include 

workers. The labour market flexibility means that workers can have many different statuses in 

their relationship with a firm based on the contract type (i.e., employed or self-employed), 

contract length (i.e., limited or indefinite contract), and contract ‘intensity’ (i.e. full-time or 

part-time). Given the necessity to keep this first attempt simple, I suggest we should draw a 

clear line somewhere: in this context, we shall only take workers into account who necessarily 

meet the meet the following two conditions:  

- Condition 1 - Contract Type: Employment contract (i.e., not freelancers or self-

employed).  

- Condition 2 - Contract length: At least a one-year contract.  

Since I adopt a legal distinction which should consider the rights/obligations of firms/workers, 

the requirement to have an employment contract instead of a freelancer contract should signify 
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an important investment and exposure to risk of the workers towards the firm.12 In the OECD, 

self-employed workers form 16% of workers, and among these self-employed workers 16% 

are financially dependent on one client. This means that only 2.4% of workers are self-

employed and bear significant risk exposure to one firm. Given that this number is pretty low, 

the purpose of simplicity gives me reasonable ground to make this cut-off. 

 

The one-year threshold seems to make sense for a number of reasons: (1) in general among 

OECD countries, temporary employees with fixed-term employment contracts of a year or 

longer have been observed to be getting the same benefits as permanent employees with the 

same employer (Organisation for Economic Co-operation and Development Staff 2002). (2) 

Since most temporary jobs in OECD countries are one-year contracts, this ensures that we only 

include workers in a democratic process who have a long-term interest in the firm’s activities 

and simplifies the practical calculations (Organisation for Economic Co-operation and 

Development Staff 2002). (3) Between one-third and two-thirds of temporary workers move 

into a permanent job within two years, suggesting important transitions from temporary 

workers into permanent employment positions. 13 (4) This one-year threshold is often a limit 

imposed within worker cooperatives in order to be an active member with voting rights in the 

AGM (CRESS NPDC and ConcertES 2012). 

 

I decided not to put any requirements on the ‘intensity’ of the contract, since it would wrongly 

exclude a significant number of workers and since the most important element to consider is 

the extent to which a worker is engaged with a firm over time. Indeed, if we know that the 

average of part-time employment (defined as less than 30 hours of employment by the OECD 

- (Temporary employment n.d.)) in the OECD lies around 17%, with a maximum around 40% 

in the Netherlands and a minimum of 5% in Slovakia and Czech Republic, it would be unwise 

to exclude these workers (Laudage 2015). This is especially also important because the 

proportion of women taking part-time jobs is much higher than the men, which would therefore 

mean we would contribute to gender discrimination.  

 
12 I am aware that this will exclude many workers such as undocumented workers, and many vulnerable workers 
who work in the ‘gig’ economy. This will probably also exclude a wide variety of workers with significant 
investment and exposure to risk of a firm’s activities, as a result of deliberate corporate action to push workers 
to their periphery in order to limit their responsibilities as employers (Doeringer and Piore 1971). 
13 The prevalence of temporary employment varies a lot between countries: A third of Spanish jobs is 
temporary, but in Luxembourg, Slovakia and the United States it is fewer than one in twenty. Temporary jobs 
are disproportionately filled by younger and less educated workers, though it is quite well-spread across a 
variety of sectors.  
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Unfortunately, it is practically impossible to apply such time thresholds for shareholders before 

awarding them with decision-making power, though it would probably be worth finding some 

form of commitment threshold for them as well.  

 

C. Conceptualisation: What does democracy mean 
in firms?  

 

I am entering some uncharted territory here since literature and thinking on democracies has 

not often been applied to capitalist firms, whilst standard economic theory has ignored the 

subject completely.  

 

Inspired by a wide range of literature, writings, and examples in practice14, one could attempt 

to map out the main pillars of firm democracy. These could include elements such as political 

equality, transparency, labour rights, respect for the law, working conditions, and inclusion. 

Though this would be a major achievement, such an attempt falls beyond the scope of this 

masters’ thesis. Following from Part I and Part II, I shall focus on the balance of power between 

constituent stakeholders within the firm, which addresses core questions of what firm 

democracy means. 

 

According to Ferreras (2017), in her book ‘Firms as Political Entities’, the threshold of 

democratisation takes place at the moment that the constituent in power grants the other 

constituent the same rights as those they previously enjoyed: the collective right to validate or 

veto the decisions. Similarly, Clerc (2019) notes that a system in which too much power is 

given to one particular type of constituent stakeholder cannot be democratic since it suffers 

from ‘positional rationality’ (Sen 1993): the dominant constituent stakeholder will operate with 

their own interests, biases, and objectives in mind, at the expense of the other constituent 

stakeholders. This means that there should be political equality (i.e., equal right in decision-

 
14 This can include including state democracy (e.g., Economic Democracy Index), cooperatives, workers’ 
councils, board representation, national legislations on employee participation, existing ESG measures, theories 
that (partly) include worker-democracy, and existing labels that (partly) include worker democracy. 
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making) between the constituent stakeholders of the firm: the group of shareholders and the 

group of workers in terms.15  

 

D. Operationalisation: Construction of the index  
 

Now that I have outlined to whom democracy applies within the context of a firm, as well as 

what democracy may mean, I shall attempt to translate this within a democracy index. Before 

making this index, I should clarify (1) the process through which an index should be made in 

social science research, and (2) the criteria used to assess this measurement instrument.  

 

How do we make an index in social sciences?  

Once we have defined a theoretical construct, we must enter the operationalisation phase in 

order to determine how we can exactly measure this theoretical construct. This phase consists 

of the development of indicators and a methodology to measure this construct. In his book 

‘Social Science Research: Principles, Methods and Practices’, Bhattacherjee (2012) outlines 

three steps in the operationalisation phase:  

 

Firstly, we must choose the components of an index. This step requires us to define firm 

democracy in a more granular way, dividing it into a series of categories. Secondly, the levels 

of measurement, also called rating scales, of these components must be determined. For 

example, a customer satisfaction scale could be constructed with five levels: ‘strongly 

dissatisfied’, ‘somewhat dissatisfied’, ‘neutral’, ‘somewhat satisfied’ and ‘strongly satisfied’, 

though these levels need not be awarded a specific ranking (Bhattacherjee 2012). Finally, we 

have to determine the aggregation and scoring rules (Bhattacherjee 2012) across the chosen 

components. 

 

How do we assess an index?  

Once we know how an index should be made, it is paramount to define what criteria will be 

used to assess this index. Many scholars agree that there are two main pillars which are essential 

to the formation of a measurement instrument in (social) science research: Reliability and 

 
15 I won’t attempt to go a step further to define what democracy would mean among shareholders and among 
workers due to scope constraints, though this is probably required for a more thorough definition of democracy 
within firms. 
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Validity (Drost 2011; Mohajan 2017). They are jointly called the ‘psychometric properties’ of 

measurement instruments, and are “the yardsticks against which the adequacy and accuracy of 

our measurement procedures are evaluated in scientific research” (Bhattacherjee 2012, p.55). 

Basically, we must ensure that the measurement instrument (1) measures the unobservable 

construct that we wanted to measure (i.e., the index is valid), and (2) measures the intended 

construct consistently and precisely (i.e., the index is reliable).   

 

On top of these two fundamental elements, I should add the potential for bias/generalisability 

of an index, as well as its implementation feasibility (Bhattacherjee 2012). 

 

Validity 

Validity refers to “the extent to which a measure adequately represents the underlying construct 

that it is supposed to measure.” (Bhattacherjee 2012). Validity can be assessed using theoretical 

and empirical approaches, and ideally both. Theoretically, we must focus on how well the idea 

of a given theoretical construct has been translated and represented into an operational measure 

(Bhattacherjee 2012). This is typically called ‘translational validity’ (or representational 

validity) and is assessed using a panel of expert judges who rate each component and the 

methodology adopted. To assess validity empirically, we must evaluate how well a certain 

measure relates to one or more well-specified, predetermined, external criterion (a reference 

measure), based on empirical observations (Bhattacherjee 2012). In our context we could not 

require that the validity of the index be assessed empirically, since there is no reference measure 

which we could use.  

 

Reliability 

Reliability relates to the repeatability of the measurement process: an index should be formed 

so that a measurement procedure leads to the same measurements every time, regardless of 

who is performing it (Drost 2011). The best method to assess reliability is based on the test-

retest approach: if we repeat the measurement of the same component multiple times in 

different circumstances (e.g., by different assessors), we can measure the coefficient of 

stability. The test result is the correlation between the two sets of results. The higher the 

correlation coefficient, the more reliable the measurement process. We can already obtain an a 

priori assessment of reliability by looking at the transparency, clarity, and simplicity of the 

measurement process.  
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Bias/Generalisability 

Next to validity and reliability, we should also be aware of the potential biases and 

generalisability of a measurement instrument (Bhattacherjee 2012). Though this typically 

relates to factors such as sample size and sample representativeness of a particular study, they 

are also relevant for the instrument itself. In this case, we should make sure that the index 

should be usable (and impartial) on a variety of different firms independent of their context, 

sector, size, position in history, and geographic location.  

 

Implementation Feasibility 

Beyond the methodological concerns, I would also bring forward the importance of the 

feasibility of implementation of such an index. Indeed, if this index is built to enable an 

assessment of firm democracy, then we should be aware of the potential obstacles related to its 

use in practice. For instance, to limit the excessive reporting efforts and costs for individual 

firms, I would recommend having a limited number of indicators.  

 

Attempt to sketch a firm democracy performance index 

 

Step 1: Choosing the components 

The first step of the index-construction process requires me to determine which components 

should be integrated in the assessment of political equality between workers and shareholders.  

For firm democracy, when we attempt to materialise the pillar of political equality, there are 

two methods to assess the degree of power of workers and shareholders that should finish with 

similar results. I call and describe them as follows:  

- Method 1 – ‘Institutional Approach’: either we look at the organisational level and 

institutional body through which workers and shareholders can participate (e.g., to what 

extent does this constituent stakeholder participate in decision-making at the board-

level?), or  

- Method 2 – ‘Jurisdiction-based Approach’: we look at the scope and areas of decisions 

in which constituent stakeholders can participate (e.g., to what extent does this 

constituent stakeholder participate in decision-making on recruiting?).  

 

In order to enable the applicability of the index to various different types of organisations, as 

explained below, I propose to adopt the latter approach and to focus on the different areas of 

competencies/jurisdictions on which workers/shareholders may have a say. The main 
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advantage of this method is its flexibility: it can subsequently be translated into a given 

operational structure depending on the context in which a firm is active. As such, for example, 

I will not include indicators regarding the presence of workers/shareholders at the board, but 

rather include indicators on the level of participation in the firms’ types of decisions. The main 

reason behind this choice is that the powers of different institutional structures are different 

across different national legislations (e.g., Certain companies have a single board of directors 

exercising both supervisory and management functions, whilst others have two separate boards 

for these two competencies.). This means that regardless of the internal organisational structure 

of a given firm, the strength of shareholder/worker participation on any area of the firm’s 

activity can be evaluated irrespectively of the organisational level (department, plant, board, 

general assembly) at which this activity is managed.  

 

Decision-making can exist in different types of issues, which can be grouped into five main 

categories (Conchon 2011; Xiaoyang and Chan 2005; Clerc 2019; Favereau 2018). These 

categories are often generally aligned with a certain organisational level at which the topic is 

being discussed, from the lowest to the highest. In each category there are specific areas of 

competencies on which workers could have an influence.  

 

1) Category 1 – Fundamental Rights: The latter are groups of rights that have been 

recognised by a high degree of protection from infringement. They are typically 

identified in a constitution, international treaties, etc. In the context of firm, it is mainly 

the capacity of stakeholders to protect their rights which is relevant. For workers, for 

example, this includes for example the right to have and form a union in the workplace.   

2) Category 2 – Day to day:  This consists of the activities that a firm and its workers 

engage on a daily basis which affect peoples’ immediate jobs (task issues). Except for 

a survey sent out to workers/shareholders to ask their opinion on the extent of their 

personal autonomy on task management (from 0-10), this is difficult to materialise in 

an indicator. This category will therefore be optional in this index.   

3) Category 3 – Working Conditions: Working environment and aspects related to terms 

and conditions of employment. This is typically determined at establishment level, 

firm-level, or through collective bargaining at the sector or national level.  

a. Determination of pay: wages, and bonuses for workers.  
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b. Occupational health and safety: Aspects related to the safety, health, and welfare 

of people at work (e.g., rules and conditions, welfare fund, housing, benefits, 

etc.).  

c. Organisation of regular work processes (e.g., working time arrangements, 

holidays, firm rules, etc.). 

d. Personnel disciplinary issues: this includes all corrective and disciplinary 

actions taken in case unacceptable behaviour has been found among workers.  

4) Category 4 – Business Operations: Aspects which are more operational business related 

(policy issues). This is typically discussed within executive meetings.  

a. Employment & human resources planning (including contracts, career 

management, training, and firing). 

b. Production plans and methods: this is the action whereby firms plan their 

allocation of staff, materials, and manufacturing capacity to deliver their 

products and services.  

c. Selection of managers: this refers to the evaluation and research to choose 

candidates applying to or within an organisation to become new managers. 

d. Performance monitoring & management (e.g., main targets for senior cadres): 

Process through which firms assess the results obtained by different 

members/departments, and act accordingly through rewards or penalties. 

5) Category 5 – Strategy:  Aspects which concern the strategy of the firm.  This is typically 

discussed at the board and/or general assembly.  

a. Surplus allocation (i.e., dividends, executive remuneration, etc.): When a firm 

has a certain amount of value which exceeds the level utilised there is a surplus 

left. This surplus can consist of income, profits, capital, and goods. As such, this 

refers to the process by which this surplus is allocated between various 

claimants.  

b. Firm long-term and annual plans: this relates to the objectives, actions and 

budgets set to guide workers and managers in line with a firm’s broader strategic 

vision beyond the upcoming year.  

c. Major investment decisions occurring at a high level (i.e., above a certain 

threshold): capital allocation which goes beyond day-to-day spending and 

relates to new strategic orientations. 

d. Major structural changes in the firm: major changes which affect the way 

authority, capital, information and responsibility flows within a firm, hence the 
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hierarchical organisational and reporting structure within a firm (e.g., 

restructurings, relocations, mergers, and takeovers, etc.). 

 

Step 2: Determining the levels of measurement 

For each component of the index, the scale should reflect the extent to which shareholders vs. 

workers have decision-making power. Since traditional capitalist firms (i.e., excluding 

codetermination and other democratic practices) are such that shareholders have all the power, 

the scaling system I propose will rather focus on providing an indication of the extent to which 

workers have a say on each component. Going back to our initial definition of political equality, 

the threshold of democratisation takes place at the moment that the constituent in power grants 

the other constituent the same rights as those they previously enjoyed: the collective right to 

validate or veto the decisions. As such, the minimum value of the scale represents a situation 

where workers have zero say, and the maximum value of the scale represents a situation where 

there is political equality between workers and shareholders.  

 

I have thus developed an ordinal scale which assigns a specific value of worker participation 

for the components determined above. The latter can be divided into three levels:  

- Information: fully informed about the current and future elements on the given topic. I 

propose to give 1 point for information. 

- Consultation: fully and clearly consulted about the current and future elements on the 

given topic. I will give 1.5 points on consultation, because it is more important to be 

able to inform policy than just to be informed. 

- Decision-making: influence in the decisions made regarding the current and future 

elements on the given topic. This is most important since it involves actually having a 

say in decisions, hence points will be higher. Within decision-making there are three 

sub-types of levels, from the lowest to the highest:  

o Weak decision-making: Less than 50% (but nonetheless existent) weight in the 

vote compared to shareholders. I will give 2 points on weak decision-making.  

o Moderate decision-making: Less than 50% weight in the vote compared to 

shareholders, but with a veto on this topic. I will give 2.5 points on moderate 

decision-making.  

o Strong decision-making: Majority power in the vote compared to shareholders. 

I will give 3 points on strong decision-making.  
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This participation can be direct or indirect, the latter being often encouraged for issues of 

practicality, in the same way that modern state-democracies are representative democracies 

with parliamentary representatives elected by/ drawn randomly within a population. Within the 

context of firms, these representatives could be brought forward by trade unions, but this need 

not be the case. It is also possible that some of these categories are actually determined outside 

of the firm’s scope, such as in international conventions, national legislation, sector-level 

bargaining, etc. 

 

Since this scale is not relevant and helpful for the first component related to the protection of 

fundamental rights, I suggest the following dichotomic scale for that first indicator:  

- All workers have the right to have and form a union in the workplace: 3 points.   

- Not all workers have the right to have and form a union in the workplace: 0 points.  

 

Step 3: Clarifying the aggregation and scoring rules 

To keep thing simple in terms of scoring and aggregation, I suggest the following approach:  

- Indicators are brought together into five main categories. 

- The category indices are based on the sum of the indicator scores in the category, 

converted to a 0-10 scale.  

- The overall index score is the average of the categories, and therefore also on a 0-10 

scale.  

This is very similar to the aggregation approach adopted by the Economist’s State Democracy 

Index, which is on a 0 to 10 scale, is based on the ratings for 60 indicators, grouped into five 

categories (The Economist Intelligence Unit 2021). Each category has a rating on a 0 to 10 

scale, and the overall index is the simple average of the five category indexes. The Human 

Development Index also uses a similar methodology with fewer indicators (Human 

Development Index (HDI) n.d.).  

E. Illustration – this index in practice and the 
potential for comparability  

 

The best way to understand how this index can be used is to attempt it myself. To do so, I chose 

4 different firms which can serve as cases to illustrate the results obtained when we measure 

their democracy performance with the index created.  
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To do so, I chose 4 different firms which can illustrate the flexibility of the index and its 

comparative power. In a way, this is somewhat similar to case study analysis, since I am picking 

a very limited number of empirical subjects on which I test a certain measurement and theory. 

As such, I should adhere to certain academic standards and process in the selection of cases. 

Case study analysis focuses on a small number of cases to provide insight into results which 

may be generalisable to a larger population. As mentioned by Seawright and Gerring (2008) in 

their article ‘Case Selection Techniques in Case Study Research: A Menu of Qualitative and 

Quantitative Options’, one desires two objectives: (1) a representative sample and (2) useful 

variation on the dimensions of theoretical interest. Since the goal of this section is not to 

perform any empirical inferences, but rather to illustrate the usefulness of a measurement 

instrument, I shall consider these two objectives as guiding principles rather than strict 

requirements. The objective of representativeness can be obtained by choosing firms which 

vary across their size, sector of activity, and geographic location.16 The second objective can 

be obtained by choosing firms which appear to have different ways through which power is 

distributed between shareholders and workers.   

 

I have therefore made the following suggestion of firms which appear relevant based on their 

recent appearance in the news related to workplace democracy:  

 
Table 17 - Description of 4 firms to illustrate the Firm Democracy Performance Index 

Firm Name Size Sector Geography Power distribution 
Amazon.com, 
Inc.  

Very large:  
- US$469.822 

billion 
revenues 
(2021) 

- 1,608,000 
worldwide 
employees 
(December 
2021) 

Multinational technology 
company which focuses on 
e-commerce, cloud 
computing, digital 
streaming, and artificial 
intelligence. 

US-based but 
global activity. 
Headquarters in 
Seattle, USA.  

Highly concentrated 
for shareholders 
with very limited 
workers’ rights. 

Bauer AG Large:  
- EUR 1.5 

billion 
revenues 
(2021) 

Stock-market-listed 
construction and 
machinery manufacturing 
concern. The core business 
is the manufacture of 
complex excavation pits, 

Germany. 
Headquarters in 
Schrobenhausen 
in Upper 
Bavaria, 
Germany. 

Firm with legally 
mandatory 
codetermination, 
hence suggesting 
some form of 
worker decision-

 
16 I am also limited by the availability of data to perform this analysis. Geographically, for example, I was 
limited to European and American firms to have adequate data. As such, there are some components for which I 
may not have the actual answer.  
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- 12,000 
employees  
(2021) 

foundations and vertical 
seals as well as the 
development and 
manufacture of machines 
for this purpose. 
 

 making at the board-
level. 

CAMELEON
17 

SME:  
- EUR 19.5 

million € 
revenues 
(2021) 

- 80 
employees 
(2022)  

Apparel & Clothing outlet 
stores.  
 

Belgium. Two 
shops and 
headquarters in 
Belgium. 
 

Firm which enabled 
its workers to 
become shareholders 
by performing a 
capital raise. This 
should enable 
workers to obtain 
some representation 
at the board-level. 

Swania SME:  
- EUR 46 

million € 
revenues 
(2020) 

- 19 
employees 
(2020) 

Sale of all products and 
articles of household 
maintenance, cleaning, 
washing, cosmetology, 
perfumery, and hygiene. 

France, with 
headquarters in 
Nanterre.  

Traditional French 
SME which was 
recently acquired by 
Henkel France. This 
should not have a 
particularly high 
worker decision-
making power. 

 

Let’s now perform the firm democracy performance assessment for each of these cases 

individually. This exercise has been completed with all publicly available information from 

sources such as firms’ websites, statutes, published reports, national legislations, etc.  

 

Amazon.com, Inc. 
Table 18 - Example of Firm Democracy Assessment on Amazon.com, Inc. 

Firm Democracy Assessment 

Category Indicator Score Potential Explanation Sum Scaled 
sum 

Fundamental 
Rights 

Formal 
representation 

mechanisms for 
workers to 

defend their 
rights. 

0/3 

« In 1935, Congress passed the National 
Labor Relations Act (NLRA), making 
clear that it is the policy of the United 
States to encourage collective bargaining 
by protecting workers’ full freedom of 
association. The NLRA protects 
workplace democracy by providing 
employees at private-sector workplaces 
the fundamental right to seek better 
working conditions and designation of 
representation without fear of 
retaliation» (NLRA 1935). However, in 
practice, many state-level laws have 
enabled firms to prevent their workers to 
unionise.  

0/3 0/10 

 
17 The legal entity behind CAMELEON is in fact Rengo (SRL). 
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Recently a number of trade unions were 
created by worker collectives in some 
plants, but this is far from being 
applicable for all workers (Sherman 
2022).  

Day to day Survey sent out 
to workers.  

NA NA 
NA NA 

Working 
Conditions 

Determination of 
pay 

1/3 Workers are simply informed about the 
wages associated with Amazon’s jobs. 
Minimum wages are determined by 
states and at the national level, without a 
requirement of sector-level bargaining. 

4/12 3.33/10 

Occupational 
health and safety 

1/3 Occupational health and safety 
conditions and rules are determined by 
states and at the national level, without a 
requirement of sector-level bargaining. 

Regular Work 
Processes 

1/3 Workers are not included in the decisions 
to determine work processes, they are 
merely informed about the policy. Rules 
related to work processes are determined 
by states and at the national level, 
without a requirement of sector-level 
bargaining. 

Personnel 
Discipline 

1/3 Workers are not included in the 
disciplinary discussions, they are merely 
informed about the policy. 

Business 
Operations 

Employment & 
HR 

1/3 Workers are not included in the 
employment/HR discussions, they are 
merely informed about the policy and 
processes. 

4/12 3.33/10 

Production plans 
& methods 

1/3 Workers are not consulted regarding 
production methods and plans for the 
coming year.  

Selection of 
managers 

1/3 Workers are not formally consulted 
regarding the selection of managers. 

Performance 
monitoring and 
management 

1/3 Worker and department performance 
monitoring is very transparent, but the 
workers are not consulted on this topic.  

Strategy Surplus 
allocation 

1/3 Workers are not involved in the board 
or Annual General Meeting 
(Amazon.com, Inc. 2022).   

4/12 3.33/10 

Long-term & 
annual plans 

1/3 Workers are not involved in the board 
or Annual General Meeting 
(Amazon.com, Inc. 2022).   

Major 
investment 
decisions 

1/3 Workers are not involved in the board 
or Annual General Meeting 
(Amazon.com, Inc. 2022).   

Major structural 
changes 

1/3 Workers are not involved in the board 
or Annual General Meeting 
(Amazon.com, Inc. 2022).   
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As such, Amazon.com, Inc. would obtain a total firm democracy score of 2.498/10 (i.e. (0 + 

3.33 + 3.33 + 3.33/4).  

 

Bauer AG 
Table 19 - Example of Firm Democracy Assessment on Bauer AG. 

Firm Democracy Assessment 

Category Indicator Score Potential Explanation Sum Scaled 
sum 

Fundamental 
Rights 

Formal 
representation 
mechanisms 

for workers to 
defend their 

rights. 

3/3 

Workers have two main ways to protect their 
fundamental rights: codetermination at the 
board-level18, and trade unions working at the 
sector-level and in the plants (Supervisory 
Board Members - Employee Representatives 
n.d.; Bauer AG 2019). German Basic Law 
guarantees freedom of association (Art. 9 
para. 3) as well as free choice of occupation 
and prohibition of forced labour (Art. 12). 
The Act on Collective Agreements adopted 
on 25/08/1969 and last amended on 
29/10/1974 governs collective agreements 
(International Labour Organisation (ILO) 
2001). 
 
  

3/3 10/10 

Day to day Survey sent 
out to 
workers.  

NA NA 
NA NA 

Working 
Conditions 

Determination 
of pay 

2/3 Workers have two main ways to protect their 
fundamental rights: codetermination at the 
board-level, and trade unions working at the 
sector-level and in the plants (Supervisory 
Board Members - Employee Representatives 
n.d.).  

9.5/12 7.92/10 

Occupational 
health and 
safety 

2.5/3 Workers have two main ways to protect their 
fundamental rights: codetermination at the 
board-level, and trade unions working at the 
sector-level and in the plants (Supervisory 
Board Members - Employee Representatives 
n.d.). German Basic Law includes the 
following acts on this topic: Maternity 
Protection Act; Ordinance on Maternity 
Protection at the Workplace; Young Workers 
Protection Act; Working Time Act; Act on the 
Payment of Child Raising Benefit and Child 
Raising Leave; Insolvency Ordinance 
(International Labour Organisation (ILO) 
2001).  

 
18 You can find the composition of employee representatives on the supervisory board on Bauer’s website. 
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 On Occupational health and safety questions, 
the employee members of the supervisory 
board have a veto power (Conchon 2011). 

Regular Work 
Processes 

2.5/3 Idem. On questions related to regular work 
processes, the employee members of the 
supervisory board have a veto power 
(Conchon 2011). 

Personnel 
Discipline 

2.5/3 Idem. On questions related to personnel 
discipline, the employee members of the 
supervisory board have a veto power 
(Conchon 2011).  

Business 
Operations 

Employment 
& HR 

2/3 Workers have two main ways to protect their 
fundamental rights: codetermination at the 
board-level, and trade unions working at the 
sector-level and in the plants (Supervisory 
Board Members - Employee Representatives 
n.d.). 

8/12 7.5/10 

Production 
plans & 
methods 

2/3 Idem.  

Selection of 
managers 

2/3 Idem.  

Performance 
monitoring 
and 
management 

2/3 Idem. 

Strategy Surplus 
allocation 

2/3 Codetermination at the board-level 
(Supervisory Board Members - Employee 
Representatives n.d.).  

8/12 7.5/10 

Long-term & 
annual plans 

2/3 Codetermination at the board-level 
(Supervisory Board Members - Employee 
Representatives n.d.). 

Major 
investment 
decisions 

2/3 Codetermination at the board-level 
(Supervisory Board Members - Employee 
Representatives n.d.). 

Major 
structural 
changes 

2/3 Codetermination at the board-level 
(Supervisory Board Members - Employee 
Representatives n.d.). 

 
As such, Bauer AG would obtain a total firm democracy score of 8.23/10 (i.e. (10 + 7.92 + 7.5 

+ 7.5)/4).  

 

CAMELEON 
Table 20 - Example of Firm Democracy Assessment on CAMELEON. 

Firm Democracy Assessment 

Category Indicator Score Potential Explanation Sum Scaled 
sum 

Fundamental 
Rights 

Formal 
representation 3/3 Workers have two main ways to protect 

their fundamental rights: participation in 3/3 10/10 
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mechanisms 
for workers to 
defend their 

rights. 

board meetings (Rengo SRL 2021), and 
the general dispositions across Belgium. 
Belgium has a very elaborate system of 
social dialogue at all levels (cross-
industry, sectoral or company level) and in 
the different socio-economic sectors 
(economic policy, social policy, safety and 
health matters). 
 
Every two years, the social partners try to 
reach an interprofessional agreement at 
national level. In this agreement, measures 
concerning social progress (wages, 
employment, traineeships,...) are taken for 
both working and non-working people. 
The interprofessional agreement is 
applicable to the entire national private 
sector (Portail du Droit Belge n.d.). 
  

Day to day Survey sent 
out to 
workers.  

NA NA 
NA NA 

Working 
Conditions 

Determination 
of pay 

2/3 Salaries are decided by a collective 
bargaining taking place at the sectoral 
level, between workers’ elected union 
representatives and the employers 
representatives. (Portail du Droit Belge 
n.d.). 

8/12 7.5/10 

Occupational 
health and 
safety 

2/3 Workers have two main ways to protect 
their fundamental rights: participation in 
board meetings (Rengo SRL 2021), and 
the general dispositions across Belgium. 
Belgium has a very elaborate system of 
social dialogue at all levels (cross-
industry, sectoral or company level) and in 
the different socio-economic sectors 
(economic policy, social policy, safety and 
health matters). 
 
In Belgium, social security (better than 
welfare) is governed by unions and 
employers’ associations and the State, so 
workers are de facto represented. 
 
In all companies with at least 50 
employees, specific committees (for 
prevention and protection at work - 
Comité pour la Prévention et la Protection 
au Travail) must also be set up. The tasks 
of the CPPT are safety, public health, 
hygiene and beautification of the 
workplace. The workers' representatives 
on the CPPT are - as mentioned above - 
elected every four years by all the 
workers in the company (Portail du Droit 
Belge n.d.). 
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Regular Work 
Processes 

2/3 Workers have two main ways to protect 
their fundamental rights: participation in 
board meetings (Rengo SRL 2021), and 
the general dispositions across Belgium. 
Belgium has a very elaborate system of 
social dialogue at all levels (cross-
industry, sectoral or company level) and in 
the different socio-economic sectors 
(economic policy, social policy, safety and 
health matters). 

Personnel 
Discipline 

2/3 Idem.  

Business 
Operations 

Employment 
& HR 

2/3 Workers have some limited participation 
in board meetings (Rengo SRL 2021). 

8/12 7.5/10 

Production 
plans & 
methods 

2/3 Workers have some limited participation 
in board meetings (Rengo SRL 2021). 

Selection of 
managers 

2/3 Workers have some limited participation 
in board meetings (Rengo SRL 2021). 

Performance 
monitoring 
and 
management 

2/3 Workers have some limited participation 
in board meetings (Rengo SRL 2021). 

Strategy Surplus 
allocation 

2/3 Workers have some limited participation 
in board meetings (Rengo SRL 2021). 

8/12 7.5/10 

Long-term & 
annual plans 

2/3 Workers have some limited participation 
in board meetings (Rengo SRL 2021). 

Major 
investment 
decisions 

2/3 Workers have some limited participation 
in board meetings (Rengo SRL 2021). 

Major 
structural 
changes 

2/3 Workers have some limited participation 
in board meetings (Rengo SRL 2021). 

As such, CAMELEON would obtain a total firm democracy score of 8.125/10 (i.e. (10 + 7.5 + 

7.5 + 7.5)/4).  

 

Swania  

 
Table 21 - Example of Firm Democracy Assessment on CAMELEON. 

Firm Democracy Assessment 

Category Indicator Score Potential Explanation Sum Scaled 
sum 

Fundamental 
Rights 

Formal 
representation 
mechanisms 

for workers to 

3/3 

Every worker in France may defend their 
rights and interests through trade union 
action and join the trade union of their 
choice (paragraph 6). French Labour law 

3/3 10/10 
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defend their 
rights. 

organises labour relations between the 
employer and the individual employee and 
the group of employees. It covers many 
areas such as employment contracts, 
remuneration, working hours, holidays, 
discipline, dismissal, employment, 
training, health and safety at work, 
collective bargaining, strikes and staff 
representation. (République Française 
n.d.) 

Day to day Survey sent 
out to 
workers.  

NA NA 
NA NA 

Working 
Conditions 

Determination 
of pay 

2/3 Salaries are decided by a collective 
bargaining taking place at the sectoral 
level, between workers’ elected union 
representatives and the employers 
representatives. French Labour law 
organises labour relations between the 
employer and the individual employee and 
the group of employees. It covers many 
areas such as employment contracts, 
remuneration, working hours, holidays, 
discipline, dismissal, employment, 
training, health and safety at work, 
collective bargaining, strikes and staff 
representation. (République Française 
n.d.) 

8/12 7.5/10 Occupational 
health and 
safety 

2/3 French Labour law organises labour 
relations between the employer and the 
individual employee and the group of 
employees. It covers many areas such as 
employment contracts, remuneration, 
working hours, holidays, discipline, 
dismissal, employment, training, health 
and safety at work, collective bargaining, 
strikes and staff representation 
(République Française n.d.). 

Regular Work 
Processes 

2/3 Idem. 

Personnel 
Discipline 

2/3 Idem. 

Business 
Operations 

Employment 
& HR 

1/3 Workers are not included in the 
employment/HR discussions, they are 
merely informed about the policy and 
processes. 

4/12 3.33/10 
Production 
plans & 
methods 

1/3 Workers are not consulted regarding 
production methods and plans for the 
coming year.  
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Selection of 
managers 

1/3 Workers are not formally consulted 
regarding the selection of managers. 

Performance 
monitoring 
and 
management 

1/3 Worker and department performance 
monitoring is very transparent, but the 
workers are not consulted on this topic.  

Strategy Surplus 
allocation 

1/3 Workers are not involved in the board or 
Annual General Meeting (RCS: Nanterre 
2022) 

4/12 3.33/10 

Long-term & 
annual plans 

1/3 Workers are not involved in the board or 
Annual General Meeting (RCS: Nanterre 
2022) 

Major 
investment 
decisions 

1/3 Workers are not involved in the board or 
Annual General Meeting (RCS: Nanterre 
2022) 

Major 
structural 
changes 

1/3 Workers are not involved in the board or 
Annual General Meeting (RCS: Nanterre 
2022) 

 

As such, Swania would obtain a total firm democracy score of 6.04/10 (i.e. (10 + 7.5 + 3.33 + 

3.33)/4).  

 

We can therefore see that this index enables us to distinguish between different types of power 

sharing between shareholders and workers. Interestingly, the results of the index are very 

dependent on the national legislations and rules in place in a given country. As such, this shows 

that the variation in power-sharing can arise mainly from the firm’s structure and the rules 

related to labour law and corporate law applicable in relevant countries. Additionally, further 

research should probably evaluate the impact of changing points and weights awarded to each 

component.  

F. Evaluation of the index 
Let’s now assess this index in light of the original methodological pillars outlined above. In the 

table below I aim to provide the most honest evaluation of the index in order to identify its 

strengths and weaknesses, and guide future research which may be built upon it.  

 
Methodological 
Pillar 

How is this index respecting this 
pillar?  

How is this index not respecting this 
pillar?  

Validity - Theoretically, the level of 
influence clearly draws from a 
wide range of studies which have 
assessed the level of worker 
participation.  

- The jurisdiction-based approach, 
compared to the institutional approach, 
shows fewer explicit links with theories 
of firm democracy and empirical 
studies related to Board Representation 
and workers’ councils. Indeed, the 
institutional approach would more 
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- The categorisation shows a real 
closeness to the areas of activity of 
firms across a variety of industries. 

- We cannot assess the validity of 
the index empirically since there is 
no reference point. 

closely match the actions happening in 
these institutional bodies which are 
emblematic operationalisations of firm 
democratisation.  

- The focus on the political equality 
between shareholders and workers 
means that there is a lot of ground left 
to cover in order to build a firm 
democracy index which is holistic in its 
approach.  

- The index makes abstraction of the role 
of collective bargaining and trade 
unions within worker participation and 
negotiation, which can be indicative of 
a significant distance from the reality 
on the ground.  

- We cannot assess the validity of the 
index empirically since there is no 
reference point. 

- The choice of components, point 
system and weights awarded to 
different components of the index 
could probably be refined based on a 
review from experts and workers in 
practice.  

Reliability - From the simplicity and the 
detailed and clear explanation of 
the process and indicators, it 
should be reasonably easy for two 
people to obtain the same scores.  

 

- Poor definition of individual indicators 
and limited distinction between 
information, consultation, and decision-
making means that in practice there 
may be some individual interpretation 
that is still required. This may 
subsequently lead to differences in the 
scoring.  

 
Bias/Generalisability - The advantage of the jurisdiction-

based approach is that this index is 
agnostic of the size of the firm and 
can be used for both small, 
medium, and large enterprises.  

- The approach is also very 
compatible with alternative 
organisational structures which 
may arise in a variety of countries 
and jurisdictions, especially across 
the OECD countries.  

- This approach is easily applicable 
to firms in a variety of sectors, and 
could actually even be applied a 
posteriori to firms in the past, 
which may be helpful for 
longitudinal studies.  

 

- Even though the index is applicable to 
firms of any size, perhaps the demands 
for larger firms in terms of democracy 
should be higher in virtue of their 
greater resources, hence we should 
probably think of changing the scoring 
methodology depending on the firm 
size.  

- The jurisdiction-based approach may 
be difficult to be implemented in 
practice due to the additional distance 
with the reality on the ground. If an 
index had already mentioned which 
institutional structures and bodies must 
be assessed, it would ensure its 
applicability in specific jurisdictions. 
There thus seems to be a trade-off 
between the flexibility awarded by the 
area-based approach compared to the 
closeness to reality awarded by an 
institutional approach.  

- The applicability of the index may be 
more difficult in complex contexts with 
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subsidiaries. Indeed, the index in its 
current form does not specify at which 
level, when, and which workers should 
be involved in the decision-making on 
any given topic. The more firms 
become complex, the more precision on 
institutional implementation would 
become helpful.  

 
Implementation 

Feasibility 
- There are only 14 individual 

indicators.  
- The scoring methodology only 

contains less than 5 calculations in 
total.   

- There are sometimes overlaps with 
regards to the scope of indicators. 
This means that the indicators are not 
mutually exclusive.  

- Indicators are not very well-defined 
and may be hard to use in practice.   

 

In sum, the index is clearly very simple, flexible, and transparent, and provides a useful tool to 

rank firms based on their level of democratisation. It enables a strong comparability between a 

wide variety of firms, independently of their size, sector of activity, and geography.  

 

Like any potential tool, it requires much more thought, evaluation, and most importantly real-

life applications in order to assess its usefulness and improve it accordingly. For instance, to 

enhance the theoretical assessment of this index’s validity, experts in the field of firm 

democracy could assess it and suggest improvements. In terms of reliability, further research 

could perform a test-retest procedure whereby multiple people assess the same list of firms 

with the firm democracy performance index. The correlation coefficient of scores would 

provide us with an idea of the repeatability of the index as a whole and enable us to identify 

the components of the index which are less precise.  

 

The day this index has been made more robust, it could provide a concrete and novel source of 

reasoning about the dynamics between various dimensions of firm performance, both financial 

and non-financial. Let’s even suppose that ESG ratings in the future overcome their current 

weaknesses and are adequate measures of firm performance on ESG topics, the combination 

of a robust firm democracy performance index and ESG ratings would give us much more tools 

to assess firm performance in a multidimensional way. 

G. Conclusion 
In the third part of this thesis, I was able to outline a number of important elements to expand 

our abilities in terms of scientific knowledge and practice on the topic of firm democracy. I 
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first explained that firm democracy should be applied to workers and shareholders since they 

form quite special stakeholders in virtue of their risk exposure and investment in the firm. 

Secondly, I provided a high-level definition of democracy within the context of firms. The third 

section enabled me to gradually construct a firm democracy index, the usefulness of which I 

assess very honestly in section 4. This index basically enables one to easily assess the level of 

worker influence on all main areas of activity within a firm. Though there still is a lot of work 

to refine its methodology and indicators, it appears to already form a very flexible and simple 

tool to gain a first insight on the level of democratisation of any firm across a variety of sectors, 

countries, and sizes. It could also contribute to having better tools to assess the 

multidimensional performance of firms, as well as the links between firm democracy and other 

non-financial aspects. 
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General Conclusion 
 

I started this thesis asking whether there is any empirical relevance in assessing firm 

democracy. This thesis has shown that, despite the presence of missing pieces in the existing 

research puzzle on this topic, there are substantial relationships to be noted between firm 

democracy and a firm’s economic, social, and environmental performance. Firm democracy 

generally does not lead to undesirable outcomes: it has even been associated to strong positive 

results in terms of worker productivity, lower levels of involuntary worker layoffs, higher 

levels of job satisfaction, and the adoption of more environmentally policies. Nevertheless, our 

empirical understanding of firm democracy and other aspects of firm performance is strongly 

mitigated by our current limited ability to measure and distinguish between different 

levels/types of firm democratisation. 

 

Part II and Part III of the thesis were thus aimed at exploring whether and how we could even 

measure the level of democratisation of a firm. In light of the enormous prevalence of ESG 

ratings in today’s financial and corporate world when we speak of assessing non-financial 

factors related to the environment, social, and governance topics, I could not escape a critical 

analysis of their usefulness in assessing firm democracy and other non-financial aspects of firm 

performance. The verdict is quite clear: though they could be a source of inspiration, they are 

not very useful in their current format, and this is mainly because they are designed and used 

as a financial risk-mitigation tool rather than a firm ESG progress measurement tool. This 

outcome led me to Part III, in which I attempt to provide a tool to enable the measurement of 

firm democracy, taking into account the lessons learned from ESG ratings. Though the index I 

constructed has important limitations, I hope that it will support further efforts in understanding 

this complex subject.  

 

Given the exploratory nature of this research project, the limitations of the index offer clear 

avenues for future research: Firstly, the validity of the index could be evaluated and improved 

theoretically by a panel of experts on firm democracy, and why not even in a democratic 

fashion through a collaborative approach with workers and shareholders together. This can 

notably include a review of the components selected, their weights, and the scoring system. 

Secondly, the reliability of the index could be assessed with the test-retest method whereby a 
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stability coefficient can be calculated. Thirdly, once validity and reliability have been 

improved, a wide scale application of the index on a larger sample of firms could enable us to 

obtain a view of the adoption and state of firm democracy. Fourthly, improvements in ESG 

ratings to address the identified weaknesses are required, potentially further enabling research 

combining them to assess empirical links between firm democracy and other non-financial 

issues such as social and environmental performance.  Such further scientific endeavours would 

be of great value in light of the responsibility and capacity of firms to make significant 

contributions to society.          
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Appendix 
I gathered all studies which I analysed regarding the strictly economic factors and their findings 

in the table below. 
Table 22 - Firm Democracy & Strictly Economic Factors - Overview 

Reference Democratic 
Implementation 

Effect 
Studied 

Links with Causal 
Mechanisms  

Location Findings 

(O’Boyle, 
Patel, and 
Gonzalez-
Mulé 
2016) 

Employee 
Ownership 

Profitability Support: Information-
sharing & long-term 
thinking. 
 
Reject: Slower 
decision-making & 
worker hold-up. 

NA. Small yet positive and 
statistically significant effect. 

(Agirre, 
Reinares, 
and 
Freundlic
h 2015) 

Employee 
Ownership (i.e. 
Cooperatives) 

Organisational 
commitment 
& business 
performance. 

Support: Information-
sharing & long-term 
thinking. 
 
Reject: Slower 
decision-making & 
worker hold-up. 

Spain. Increase in organizational 
commitment and business 
performance. 

(Jäger, 
Schoefer, 
and 
Heining 
2021) 

BLER Profitability, 
firm survival, 
revenue. 

Indifferent/Support: 
Information-sharing & 
long-term thinking. 
 
Indifferent/Reject: 
Slower decision-making 
& worker hold-up. 

Germany & 
Finland 

Zero or even slightly positive 
(statistically insignificant) 
effect. 

(Harju, 
Jäger, and 
Schoefer 
2021) 

BLER Profitability, 
firm survival, 
revenue.  

Indifferent/Support: 
Information-sharing & 
long-term thinking. 
 
Indifferent/Reject: 
Slower decision-making 
& worker hold-up. 

Germany & 
Finland.  

Zero or even slightly positive 
(statistically insignificant) 
effect. 

(Fauver 
and Fuerst 
2006) 

BLER Company 
efficiency 
(payment of 
dividends & 
concentration 
of ownership) 

Support: Information-
sharing & long-term 
thinking. 
 
Reject: Slower 
decision-making & 
worker hold-up. 

Germany. Positive effect & Higher 
positive effect of one-third 
BLER compared to parity 
BLER on shareholder value. 

(Kornelius 
Kraft 
2006) 

Parity BLER Return on 
equity. 

Support: Information-
sharing & long-term 
thinking. 
 
Reject: Slower 
decision-making & 
worker hold-up. 

Germany Positive effect. 

(Debus 
2010)  

BLER Company 
survival & 
Return on 
Assets 

Support: Information-
sharing & long-term 
thinking. 
 
Reject: Slower 
decision-making & 
worker hold-up. 

Germany Positive effect of both one-
third parity BLER.  

Vulcheva 
(2008) 

BLER Reliable 
Accounting 

Support: Information-
sharing & long-term 
thinking. 
 

Germany Positive effect. 
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Reject: Slower 
decision-making & 
worker hold-up. 

(Balsmeie
r et al. 
2011) 

BLER Company 
performance: 
Tobin’s Q & 
market-to-
book value 

Supports both positive 
and negative causal 
mechanisms: 
Information-sharing; 
long-term thinking; 
slower-decision-
making, and worker 
hold-up. 

Germany Positive effect until the 
voting power of employees 
reaches a threshold value 
between 41%and 46%. 
Declining effect thereafter. 

(Renaud 
2007) 

Parity BLER Profitability Support: Information-
sharing & long-term 
thinking. 
 
Reject: Slower 
decision-making & 
worker hold-up. 

Germany Positive effect of the change 
from one-third to parity 
BLER. 

(Uwe 
Jirjahn 
and Smith 
2018) 

Workers’ councils Profitability Support: Information-
sharing & long-term 
thinking. 
 
Reject: Slower 
decision-making & 
worker hold-up. 

Germany Positive association. 

(Müller 
and 
Neuschäff
er 2020) 

Workers’ councils Profitability Support: Information-
sharing & long-term 
thinking. 
 
Reject: Slower 
decision-making & 
worker hold-up. 

Germany Positive association. 

(Schnabel 
2020) 

Workers’ councils Profitability Support: Information-
sharing & long-term 
thinking. 
 
Reject: Slower 
decision-making & 
worker hold-up. 

Germany Positive association 

(Jäger, 
Noy, and 
Schoefer 
2021) 

Workers’ councils Profitability, 
Wages 

Indifferent/Support: 
Information-sharing & 
long-term thinking. 
 
Indifferent/Reject: 
Slower decision-making 
& worker hold-up. 

Germany Zero or small positive effects 

(U. Jirjahn 
2010) 

Workers’ councils Profitability Support: Information-
sharing & long-term 
thinking. 
 
Reject: Slower 
decision-making & 
worker hold-up. 

Germany Positive effects 

(Morishim
a 1991) 

Workers’ councils Profitability Support: Information-
sharing & long-term 
thinking. 
 
Reject: Slower 
decision-making & 
worker hold-up. 

Japan Positive effects between 
committee effectiveness and 
enterprise profitability. 

(Burdín 
2014) 

 

BLER Firm survival Support: Information-
sharing & long-term 
thinking. 
 

Uruguay The hazard of dissolution is 
29% lower compared to 
conventional firms. 
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Reject: Slower 
decision-making & 
worker hold-up. 

(J. 
Addison, 
Schnabel, 
and 
Wagner 
2001) 

Workers’ councils Profitability Support: Slower 
decision-making & 
worker hold-up. 
 
Reject: Information-
sharing & long-term 
thinking. 

Germany Associated with lower 
profitability. 

(J. T. 
Addison 
and 
Teixeira 
2003) 

Workers’ councils 
& Flexibility 

Profitability & 
Revenues 

Support: Information-
sharing & long-term 
thinking. 
 
Reject: Slower 
decision-making & 
worker hold-up. 

Germany Positive effects 

(J. T. 
Addison 
2009) 

BLER & 
Workers’ councils 

Profitability Difficult to say. Germany Mixed results. 

(Frick and 
Möller 
2003) 

Works Councils Productivity 
& 
Profitability. 

 Germany Positive effects 

(Benelli, 
Loderer, 
and Lys 
1987) 

BLER Profitability. No support for any 
mechanism.  

Germany No significant effect. 

(Kornelius 
Kraft 
2001) 

Parity BLER Price-Cost 
margin. 

No support for any 
mechanism. 

Germany No significant effect. 

Vitols 
(2006) 

Parity BLER Return on 
equity & 
market 
capitalization 

No support for any 
mechanism. 

Germany No significant effect of 
Parity BLER compared to 
one-third BLER. 

(Baums 
and Frick 
1995) 

Parity BLER Share price at 
industry-level 

No support for any 
mechanism. 

Germany No significant effect. 

(Wagner 
2009) 

One-third BLER Profitability No support for any 
mechanism. 

Germany No significant effect 
compared to companies 
without BLER. 

(Bermig 
and Frick 
2010)  

BLER Return on 
equity & 
market 
capitalization  

No support for any 
mechanism. 

Germany No significant effect 

Wagner 
(2011) 

BLER Profitability No support for any 
mechanism. 

Germany No significant effect. 

(Keskinen 
2017)  

Workers’ councils Profitability No support for any 
mechanism. 

Finland No significant effect. 

(F. 
FitzRoy 
and Kraft 
2005)  

Parity BLER Profitability Support: Slower 
decision-making & 
worker hold-up. 
 
Reject: Information-
sharing & long-term 
thinking. 

Germany Negative effect on 
profitability. 

(Gorton 
and 
Schmid 
2004) ; 
(Gorton 
and 

Parity BLER Return on 
Equity 

Support: Slower 
decision-making & 
worker hold-up. 
 

Germany Negative effect when 
compared to one-third 
BLER. 
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Schmid 
2000) 

Reject: Information-
sharing & long-term 
thinking. 

(Schmid 
and Seger 
1998)  

Parity BLER Shareholder 
value 

Support: Slower 
decision-making & 
worker hold-up. 
 
Reject: Information-
sharing & long-term 
thinking. 

Germany Negative effect when 
compared to one-third 
BLER. 

(Petry 
2009) 

Parity BLER Stock price Support: Slower 
decision-making & 
worker hold-up. 
 
Reject: Information-
sharing & long-term 
thinking. 

Germany Negative effect. 

(Boneberg 
2010)  

BLER Profitability No support for any 
mechanism. 

Germany No significant effect. 

(Jensen 
and 
Meckling 
1979)  

Workers’ councils Efficiency No support for any 
mechanism. 

Germany No significant effect 

(Kees 
Looise, 
Torka, 
and Ekke 
Wigboldu
s 2011)  

Workers’ councils Economic 
performance 

Difficult to say. Germany& 
UK 

Improved economic 
performance is found in non-
union British firms. By 
contrast, unionized plants in 
the UK are associated with 
negative results.  
In Germany the results are 
positive for large 
establishments and negative 
for smaller plants. 

 

I gathered all studies which I analysed regarding productivity and their findings in the table 

below. 
 
Table 23 - Firm Democracy & Productivity – Overview. 

Reference Democratic 
Implementation 

Effect 
Studied 

Links with Causal 
Mechanisms 

Location Findings 

(Jäger, Schoefer, 
and Heining 
2021)  

BLER Productivity. Reject: Slower decision-
making & Worker hold-
up. 

Germany 
& Finland 

Zero or even slightly positive 
(statistically insignificant) effect. 

(Harju, Jäger, 
and Schoefer 
2021)  

BLER Productivity.  Reject: Slower decision-
making & Worker hold-
up. 

Germany 
& 
Finland.  

Zero or even slightly positive 
(statistically insignificant) effect. 

(Uwe Jirjahn and 
Smith 2018)  

Workers’ 
councils 

Productivity. Reject: Slower decision-
making & Worker hold-
up. 

Germany Positive association. 

(Müller and 
Neuschäffer 
2020)  

Workers’ 
councils 

Productivity Reject: Slower decision-
making & Worker hold-
up. 

Germany Positive association. 

(Schnabel 2020)  Workers’ 
councils 

Productivity Reject: Slower decision-
making & Worker hold-
up. 

Germany Positive association 

(Jäger, Noy, 
and Schoefer 
2021) 

Workers’ 
councils 

Productivity Reject: Slower decision-
making & Worker hold-
up. 

Germany Zero or small positive effects 
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(Wagner 2011)  BLER Productivity Reject: Slower decision-
making & Worker hold-
up. 

Germany No significant effect. 

(Wagner 2009)  BLER Productivity Reject: Slower decision-
making & Worker hold-
up. 

Germany No significant effect. 

(Boneberg 2010)  BLER Productivity Reject: Slower decision-
making & Worker hold-
up. 

Germany Positive effect due to a positive 
effect on the wage level. 

(J. Addison, 
Schnabel, and 
Wagner 2001)  

Workers’ 
councils 

Productivity Reject: Slower decision-
making & Worker hold-
up. 

Germany Association with higher 
productivity (in higher 
establishments only). 

Gurdon & Ray 
(1990) 

BLER Productivity Support: Slower 
decision-making & 
Worker hold-up. 

Germany Negative effect 

(F. R. FitzRoy 
and Kraft 1993) 

BLER Productivity Support: Slower 
decision-making & 
Worker hold-up. 

Germany Negative effect. 

(F. FitzRoy and 
Kraft 2005) 

Parity BLER Productivity Reject: Slower decision-
making & Worker hold-
up. 

Germany Slightly positive effects compared 
to one-third BLER. 

(Renaud 2007) Parity BLER Productivity Reject: Slower decision-
making & Worker hold-
up. 

Germany Significantly positive effect. 

(Kato and 
Morishima 
2002) 

Board 
Representation 

Productivity Reject: Slower decision-
making & Worker hold-
up. 

Japan Significant 8-9 percent increase in 
productivity.  

(Smith 2006) Workers’ 
councils 

Productivity Reject: Slower decision-
making & Worker hold-
up. 

Germany Slight positive effect. 

(U. Jirjahn 2010)  Workers’ 
councils 

Productivity Reject: Slower decision-
making & Worker hold-
up. 

Germany Positive effect if there is profit-
sharing and collective bargaining 
coverage. 

(Mueller 2012)  Workers’council Productivity Reject: Slower decision-
making & Worker hold-
up. 

Germany 6.4% positive effect on average. 

(Wolf and Zwick 
2008)  

Workers’council Productivity Reject: Slower decision-
making & Worker hold-
up. 

Germany Slight positive effect. 

(Mueller and 
Stegmaier 2017)  

Workers’council Productivity May support: Long-term 
thinking. 
Reject: Slower decision-
making & Worker hold-
up. 

Germany Long-run positive effect (i.e. on 
average 11%). 

(Mueller 2015)  Workers’council Productivity Reject: Slower decision-
making & Worker hold-
up. 

Germany Positive effect. 

(Levin 2006)  Workers’council Productivity Reject: Slower decision-
making & Worker hold-
up. 

Germany Positive effect 

(Estrin, Jones, 
and Svejnar 
1987)  

Employee 
Ownership (i.e. 
Cooperative) 

Productivity Mixed results. Germany Positive effect from profit-
sharing, but negative effect from 
collective capital ownership. 

(Svejnar 1982)  BLER Productivity Reject: Slower decision-
making & Worker hold-
up. 

Germany No significant effect. 

(Fairris and 
Askenazy 2010)  

Workers’council Productivity Reject: Slower decision-
making & Worker hold-
up. 

France No effect. 

(Blinder 1990) Worker 
participation 

Productivity Reject: Slower decision-
making & Worker hold-
up. 

USA No effect 

(Cornelissen, 
Heywood, and 
Jirjahn 2010) 

Profit-sharing Productivity Difficult to say due to 
the time element. 

Germany Reciprocity increases profit up to 
a point but decreases it after that. 
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I gathered all studies which I analysed regarding innovation and their findings in the table 

below. 

Table 24 - Firm Democracy & Innovation - Overview 

 

 

I gathered all studies which I analysed regarding hiring & firing and their findings in the table 

below. 

Reference Democratic 
Implementation 

Effect Studied Links with 
Causal 
Mechanisms 

Location Findings 

(J. Addison, 
Schnabel, and 
Wagner 2001)  

Workers’ 
councils 

Innovation Support: 
Information-
sharing & Long-
term thinking.  
 
Reject: Worker 
Hold-up. 

Germany No reduction in 
innovative activity. 

(Kornelius Kraft and 
Stank 2004)  

Parity BLER Innovation 
from the 
number of 
patents filed. 

Support: 
Information-
sharing & Long-
term thinking.  
 
Reject: Worker 
Hold-up. 

Germany Slight positive effect. 

(Genz, Bellmann, 
and Matthes 2019) 

Workers’ 
councils 

Implementation 
of digital 
technology 

Difficult to say.  Germany The existence of 
workers’ councils is 
associated with lower 
equipment levels 
with digital 
technologies. 
However, the 
presence of workers’ 
councils is associated 
with an 
encouragement of 
equipment with 
digital technologies.  

(Torka, Looise, and 
Zagelmeyer 2011) 

Participatory 
Management 

Innovation  Germany Participation within 
the firm is key to 
enable ordinary 
workers to contribute 
to innovation. 

(Van Den BERG, 
Grift, and Van 
WITTELOOSTUIJN 
2011)  

Workers’ 
councils 

Management’s 
perception of 
innovation 

 Netherlands Workers’council 
plays a significant 
role in making the 
management 
appreciative of its 
contribution to 
innovation. 

(K. Kraft, Stank, and 
Dewenter 2011)  

BLER Innovation (i.e. 
number of 
patents 
granted) 

 Germany No significant effect. 

(J. T. Addison et al. 
2007)  

Workers’ 
councils 

Capital 
Investment 

 Germany No significant effect. 

(U. Jirjahn 2010) Workers’ 
councils 

Innovative 
activity 

 Germany No significant effect. 
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Table 25 - Firm Democracy & Hiring-Firing - Overview 

Reference Democratic 
Implementation 

Effect Studied Location Findings 

(Kornelius Kraft 
2006)  

Workers’ 
councils 

Dismissal rate Germany Ambiguous results.  

(Jäger, Noy, and 
Schoefer 2021) 
 

Workers’ 
councils & 
BLER 

Dismissal rate Finland  

(Frick 1996) 
 

Workers’ 
councils 

Dismissal rate  Germany Firms with a workers’council have an 
annual dismissal rate which is 1.6 
percentage points lower. 

(Hirsch, Schank, 
and Schnabel 
2010) 

Workers’ 
councils 

Dismissal rate Germany Lower rate of dismissals. 

(U. Jirjahn 2010) Workers’ 
councils 

Employment 
growth 

Germany Positive employment growth. 

(Gregorič and 
Rapp 2019) 

BLER Dismissal rate Scandinavian 
countries 

Lower dismissal rates. 

(Kim, Maug, and 
Schneider 2014)  

BLER Dismissal rate Germany Lower dismissal rates. 

(Keskinen 2017) Workers’ 
councils 

Dismissal rate Finland Lower dismissal rate 

(Gralla and Kraft 
2018) 

Workers’ 
councils 

Hiring rate Germany  

(Harju, Jäger, 
and Schoefer 
2021) 

BLER & 
Workers’ 
councils 

Dismissal rate Finland 2% lower dismissal rate with BLER, but no 
effect with Workers’ councils. 

(Burdín and 
Dean 2012) 

Workers’ 
councils 

Hiring rate Uruguay Higher hiring rates. 

 
 

I gathered all studies which I analysed regarding wage levels and their findings in the table 

below. 

 
Table 26 - Firm Democracy & Wage levels - Overview 

Reference Democratic 
Implementation 

Effect Studied Location Findings 

(Kim, Maug, 
and Schneider 
2014)  

BLER Wage levels Germany Negative effects on wage levels in times 
of crises. 

(Grund and 
Schmitt 2013) 

Workers’ 
councils 

Wage levels Germany No effect on wage levels. 

(Jäger, 
Schoefer, and 
Heining 2021) 
 

BLER Wage levels Germany No effect on wage levels. 

(Jäger, Noy, and 
Schoefer 2021) 
 

Workers’ 
councils  

Wage levels Germany Moderate positive effects on wages. 

(Blandhol et al. 
2020) 

BLER & 
Workers’ 
councils 

Wage levels Norway Zero wage effects from BLER, and at 
best a small positive effect from 
Workers’ councils. 

(Keskinen 2017) Workers’ 
councils 

Wage levels Finland No effect on wages. 

(Harju, Jäger, 
and Schoefer 
2021) 

BLER & 
Workers’ 
councils 

Wage levels Finland Statistically insignificant positive effect 
on wages. 
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(Uwe Jirjahn 
and Smith 2018) 

Workers’ 
councils 

Wage levels, 
within-firm 
inequality. 

Germany Positive effect on wage levels and 
reduction of within-firm inequality. 

(Hirsch and 
Mueller 2018) 

Workers’ 
councils 

Wage levels, 
within-firm 
inequality. 

Germany Positive effect on wage levels and 
reduction of within-firm inequality. 

(Schnabel 2020) Workers’ 
councils  

Wage levels, 
within-firm 
inequality. 

Germany Positive effect on wage levels and 
reduction of within-firm inequality. 

(Hubler and 
Jirjahn 2003b)- 
a 
 

Workers’ 
councils 

Wage levels Germany High wage levels, particularly in 
establishments uncovered by industrial 
regimes of collective bargaining. 

(Uwe Jirjahn 
2014) - b 
 

Workers’ 
councils 

Wage levels Germany  

(J. T. Addison, 
Teixeira, and 
Zwick 2010) 
 

Workers’ 
councils 

Wage levels Germany High wage levels, particularly in 
establishments uncovered by industrial 
regimes of collective bargaining. 

(Gregorič and 
Rapp 2019) 
 

BLER Wage levels Scandinavian 
countries 

Negative effects on wage levels in times 
of crises. 

(Uwe Jirjahn 
2016) 
 

Workers’ 
councils 

Wage levels, 
promotions, 
employee 
training, and 
manager 
perception. 

Hanover, 
Germany. 

Positive effect on wage levels, promotion 
levels, training levels. 

 
 

I gathered all studies which I analysed regarding job satisfaction and their findings in the table 

below. 

 

Table 27 - Firm Democracy & Job Satisfaction  - Overview 

Reference Democratic 
Implementation 

Effect Studied Location Findings 

(Wood and de 
Menezes 2011) 

Employee voice Job satisfaction 
& wellbeing 

UK Positive effect on job satisfaction.  

(Uwe Jirjahn 
2016) 
 

Workers’ 
councils 

Wage levels, 
promotions, 
employee 
training, and 
manager 
perception. 

Hanover, 
Germany. 

Positive effect on wage levels, promotion 
levels, training levels. 

(Grund and 
Schmitt 2013) 
 

Workers’ 
councils 

Job satisfaction 
& wage levels 

Germany Positive effect on subjective job 
satisfaction, and small positive effects on 
wage levels. 

(Harju, Jäger, 
and Schoefer 
2021) 

BLER & 
Workers’ 
councils  

Subjective job 
satisfaction, sick 
leave numbers, 
voluntary & 
involuntary job 
quitting. 

Finland Positive effect coming from BLER and 
workers’ councils on subjective job 
satisfaction. No effect on voluntary job 
separation, but a 2% negative effect on 
involuntary separations. 

(Adam 2018) 
 

Workers’ 
councils change 
in authority 

Voluntary job 
separation. 

Germany Reduction of voluntary employment quits 
by 30% 

(Jäger, Noy, and 
Schoefer 2021) 

BLER & 
Workers’ 
councils 

Voluntary job 
separation, job 
security, health, 

Finland Small positive effects of democratisation on 
all outcomes. 
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subjective job 
quality, wages. 

(Berry 2013) Worker 
ownership 

Subjective job 
satisfaction. 

USA. Positive effects on job satisfaction in 
worker-owned facilities. 

(Castel, 
Lemoine, and 
Durand-
Delvigne 2011) 
 

Worker 
ownership 

Subjective jog 
satisfaction 

France Positive effects associated with worker 
ownership. 

(Bellmann, 
Hübler, and 
Leber 2018) 
 

Workers’ 
councils 

Training levels Germany Weakly statistically significant positive 
effects with employee training levels.  

(Uwe Jirjahn, 
Mohrenweiser, 
and Smith 2021) 
 

Workers’ 
councils 

Workplace 
health promotion 

Germany Positive association between workers’ 
councils and workplace health promotion. 

(Arnold, 
Brändle, and 
Goerke 2018) 

Workers’ 
councils 

Sick leave Germany Higher sick leave in German firms with 
workers’ councils. 

 

 

I gathered all studies which I analysed regarding gender diversity and their findings in the table 

below. 

 
Table 28 - Firm Democracy & Gender Diversity - Overview 

Reference Democratic 
Implementation 

Effect Studied Location Findings 

(Uwe Jirjahn 
2011) 

Workers’ 
councils 

Wage levels & 
gender wage gap 

Germany Reduction of gender wage gap with the presence 
of workers’ councils. 

(Huse, Nielsen, 
and Hagen 
2009). 

BLER Wage inequality 
and firm 
efficiency. 

Norway Reduction of gender wage inequality and 
increase of firm efficiency with BLER. 

(Uwe Jirjahn 
and 
Mohrenweiser 
2019) 

Workers’ 
councils 

Family-friendly 
policies and 
equal 
opportunities.  

Germany. Higher incidence of family-friendly practices 
and equal opportunities associated with 
workers’ councils.  

(Gartner and 
Stephan 2005) 

Workers’ 
councils 

Gender wage 
gap 

Germany Reduction in gender wage gap with workers’ 
councils.  

(Grund and 
Schmitt 2013) 

Workers’ 
councils 

Wage levels and 
job satisfaction. 

Germany No effect on wage levels, but positive effects of 
workers’ councils on job satisfaction. 

 
I gathered all studies which I analysed regarding environmental performance and their findings 

in the table below. 

 
Table 29 - Firm Democracy & Environmental Performance - Overview 

Reference Democratic 
Implementation 

Effect Studied Location Methodological Choice Findings 

(Booth 1995) Cooperative: full 
worker-
ownership. 

Efficiency of 
natural resource 
use and growth 
orientation. 

NA Meta-analysis of 
comparative case studies. 

Cooperatives 
tend to use 
natural resources 
more efficiently, 
and are less 
growth-oriented. 
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(Fakhfakh and 
FitzRoy 2018) 

Financial 
Participation: 
profit-sharing. 

Environmental 
innovation. 

France Cross-sectional data from 
the Community Innovation 
Survey. 

Profit-sharing is 
associated with 
higher 
innovations in 
environmental 
topics.  

(Askildsen, 
Jirjahn, and 
Smith 2006) 

Workers’ 
councils 

Local 
environmental 
protection 
investments. 

Germany German panel data. The presence of 
workers’ 
councils is 
associated with 
higher 
environmental 
protection. 

(Scholz and 
Vitols 2019) 

BLER Symbolic CSR 
policies: UN 
Global compact 
membership; and 
substantive CSR 
policies: 
adoption of 
targets for 
reducing 
pollution. 

Germany DAX, MDAX , SDAX, 
and TechDAX indices with 
160 companies in total. 

No relationship 
with ‘symbolic’ 
CSR policies, but 
a positive 
relationship with 
substantive CSR 
policies. 
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