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Executive summary

The global crisis is deepening ...

The world economy has been significantly affectgdhe financial crisis and prospects are
the worst since the Great Depression. Alreadylaigest developed countries, notably those
where the crisis originated, have entered intossoa. Spill over to other countries was
initially small, but several emerging economiesraoe being hit hard — assumptions about a
“decoupling” of these economies have indeed provexhg.

Developing countries too are facing the effectthefcrisis, which will disrupt — and in some

cases reverse — the achievement of Millennium @@reknt Goals, including decent work

for all. This is of particular concern given thaven in the pre-crisis period, growth patterns
in certain regions, notably in Africa, led to ontggligible reductions in poverty. Decent

living and working conditions still remain out afach for large numbers of people.

Importantly, the crisis is spreading throughoutrb&l economy by means of three mutually-
reinforcing transmission channels, namely: the téahiavailability of credit for working
capital, trade finance and viable investments ie thal economy (the credit crunch);
cautious spending decisions, leading to lower dutpmployment and prices, in turn
affecting confidence among consumers and invegtbesvicious cycle of depression); and
international trade and investment linkages andttente flows (the globalization channel).

... and entails a risk of a prolonged labour market recession ...

The consequences of the crisis on labour markets been visible since 2008, especially in
the United States where the crisis originated. A& global level, after four years of
consecutive declines, the number of unemployeceasad in 2008 by 14 million. As the
crisis continues to spread and job losses moumdwinle unemployment could increase by
at least 38 million by the end of this year.

The bleak labour market picture affects certairugsodisproportionately — notably women,
migrant workers and youth. In some countries, tharial, construction and automobile
sectors are suffering the most. In general, expiented sectors, which in many developing
countries are major providers of formal jobs, nitdbr women, face the prospect of rapidly
shrinking world markets. And the impact of the isrign labour markets will go beyond job
losses. In particular, the incidence of informalpémgment and working poverty will rise,
aggravating pre-existing challenges.

The biggest risk is of a prolonged labour markeession. Lessons from past financial crises
show that the labour market tends to recover oaly fto five years after the economic

recovery (which is not expected before the end@if92. This is because massive rises in
long-term unemployment and greater labour markefofmalization” — exacerbated by

return migrants and large-scale reverse migratremfurban to rural areas — are very
difficult to reverse. If these trends take root thegative effects of the crisis will be long-

lasting, thus yielding significant social hardstapd depriving the economy of valuable

resources.
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... threatening social stability

Social hardship will be heightened in developingrides where social protection is often
limited. But even in emerging economies and a nunobeleveloped countries, most new
jobseekers do not receive unemployment benefits.r&bult is that millions of workers will
be left without adequate support.

Pension systems are under severe strain as a oésludt collapse of capital markets. Private
pension funds have recorded substantial losseblenihvestments. Though the trends are
often presented in overly technical language, dmegtis clear: pension entitlements for
workers who rely on such funds have been cut by @@eper cent, on average. In some
countries, even retirees have been left with thesgpect of lower pension benefits.
Importantly, well-designed public pension systermgehbeen much less affected than private
funds. This has motivated a policy shift in thens&of certain international organizations,
which now advocate greater focus on more stabteirisg-oriented public pension systems.
This is a much-welcomed development, though thead@nias already been done and will
be difficult to repair.

Finally, there is concern that the crisis is affegall groups, while the gains of the pre-crisis
expansionary period had been distributed unequally.

In short, a social crisis is looming large and oaly be averted if adequate action is taken
promptly.

Countries have attempted to address the crisis thro ugh the adoption of
massive financial rescue measures and the announcem  ent of fiscal stimulus
packages ...

Much of the focus to date has been on stabilizingnicial markets and attempts to restore
credit liquidity. At the same time, to stimulateetbconomy many countries have announced
fiscal rescue packages — cutting taxes and boospegding — of varying sizes. Several
countries have also taken some action to mitigegdabour market and social consequences
of the crisis. However, the amount committed foaficial rescue measures has been for the
most part far in excess of fiscal tools deployedtimulate demand, output and employment.

... but the plans have not succeeded so far ...

It is commendable that countries have reacted sokigu given the time lag for these
packages to reach the real economy. Neverthelessinipact of the measures has been
limited to date. This is because, as evidenced fiteenover 40 rescue and stimulus plans
assessed for the purposes of this paper, the tisgism mechanisms through which the
crisis is spreading have not been fully addressedl the measures have often failed to
tackle the structural imbalances that lie behireddhsis.

... because the credit system has not been revived ...

First, rescue measures to banks, though of unpeated magnitude, have not revived bank
credit. To avert the risk of systemic collapse, eleped countries have rescued financial
institutions through capital injections, credit garstees and sometimes outright assumption
of bad loans. Indeed, protecting banks’ solvenay mestoring the availability of credit to
enterprises and households was rightly regardedme-condition to avoid a total collapse
of the financial system, with unpredictable conssmes for the real economy. However,
access to bank credit remains limited.
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... fiscal packages do not focus sufficiently on de cent work and are not
coordinated, thus failing to boost the economy ...

Second, fiscal stimulus measures announced by gaezts are generally on a much lower
scale than rescue support to banks. In additiogy thostly do not focus sufficiently on
employment and social protection. Only half of twaintries examined in this report have
announced labour market initiatives; infrastructpregrammes do not adequately take into
account the need to reinforce the existing capafityusinesses and skills supply — so that
part of the infrastructure spending may resultighér prices, rather than higher production
and jobs; and some tax cuts will end in higherrsgsirather than higher demand, output and
jobs. The measures, moreover, involve only limisettial dialogue with employers and
unions and lack coordination across countries.

Lack of international coordination obviously dinshes the overall effect of the stimulus
measures. But it also makes each individual coulyctant to move faster than its trading
partners, given the international linkages. Assalte practical implementation of the fiscal
packages may be postponed further, aggravatingdhois cycle of depression.

... world markets face the risk of inward-looking sol utions, competitive
devaluations and wage deflation ...

Third, world markets are affected by the creditnctu (which dries up trade finance
available to enterprises) and face the risk of noWaoking solutions and protectionist
responses. The repercussions for developing cesntuwhich rely so heavily on world
markets, would be especially acute. This is why thdtilateral system should remain
vigilant vis-a-vis the mounting pressure to suppsitategic sectors like automobiles.
Likewise, attempts to overcome the crisis throughpetitive currency devaluations would
be counterproductive.

Generalized wage deflation to protect individuatremmies would aggravate the crisis even
more than a wave of competitive devaluations. Iddeeage deflation would deprive the
world economy from much-needed demand and woutd sdsously undermine confidence.
Open market policies, which are so crucial to #every, would also face a risk of backlash
if workers perceive the measures as unfair.

... little attention has been devoted to the developm  ent dimension ...

Fourth, inadequate attention has been given todéhelopment perspective. The social
impacts of the crisis in developing countries atacerbated by the fact that the majority of
workers and small businesses do not have basialss®gurity. It is expected that between
40 and 50 per cent of men and women globally wilt he able to earn enough to lift
themselves and their families above the two USadolh day poverty line in 2009.

Moreover, many developing countries lack the capath undertake massive public
investments. Already a number of countries arenfpgizeable fiscal and current account
deficits on the heels of the food and fuel pricesisrof mid-2008. If the gap between
countries widens even further as a result of vargapacities to respond to the crisis, global
imbalances and inequalities will intensify.

Traditional International Monetary Fund (IMF) pagka to support countries that undergo
balance of payments crises are simply not adamethd situation. Such packages were
based on an approach that assumed countries facal drises, for which the countries
involved themselves had the main responsibilitye Ehrrent crisis, however, is global and
originates in the developed world. A multiplicatiof traditional rescue packages would




further aggravate the decline in world demand aggtuate the global crisis. This is why a
new mechanism, which would coexist with IMF respaekages, rather than replace it, is
needed.

... and the structural causes of the crisis have not been tackled

Fifth, the stimulus measures have, so far, not lkgrioyed with a view to ensuring that
global growth is more equitable and sustainabléhim medium to longer term. Global
imbalances, decent work deficits and inequaliti@gehbeen a significant contributor to the
crisis. Likewise, reflecting poorly regulated firda markets, the real economy has been
subject to pressure to raise returns in the shiort sometimes to the detriment of workers’
incomes and the long-term interests of sustainabterprises. It is vital to tackle the root
causes of the crisis to support the recovery, rede risk of another major systemic crisis
and promote a sense of fairness. Reverting togtadus quo” is not an option.

What is needed is a global jobs pact

Moving ahead with the Decent Work Agenda is crutmatupporting the economic recovery,
averting the labour market and social crises anthpting social cohesion on the measures.
In the global crisis context, this is best donetgh a global jobs pact.

A global approach is needed because the measures, teebeveff need to avoid beggar-thy-
neighbour solutions to a crisis which is globaheture. The emphasis gobs comes from
evidence provided in this paper that it will not ppessible to reactivate the economy in a
sustainable manner unless greater emphasis isdptecdecent and productive employment
for women and men, well-designed social protectind workers’ rights. Measures are best
implemented through social dialogue in countries,gveater cooperation at the international
level can also have mutually-reinforcing benefithius the need for pact

The global jobs pact would build on the ILO’s Glbamployment Agenda and the

November 2008 statement by the Officers of the k@erning Body. In essence, the global
jobs pact seeks to support economic recovery thiraegent-work friendly policies, reduce

the risk that the crisis spreads further acrossnitms and pave the way for a more
sustainable, fairer globalization. This is how.

To restore creditgovernments could consider:

Making financial support, such as government's aggion of toxic assets,
conditional on: beneficiary banks providing new ditefor viable projects of
businesses and individuals; and limitations to rgargl pay and dividend policy, so
that government support does not miss the targetaaftivating credit.

Providing credit lines and direct access to goveammoans to small businesses
(important drivers of innovation and employment wgttt) so they can maintain
operations (and seize potential new opportunities) demand is restored.

Fiscal stimulus packages would provide a much stgen boost to the economy and jobs,
while also proving cheaper than current packagéfsthe following conditions were met:

Ensuring that infrastructure, construction and hmysprojects leverage capacity
among existing businesses by: giving small and omadiized enterprises (SMES)
support to take advantage of new opportunitiesu@mg that workers have the skills
to respond to new requirements; and promoting sl end agricultural dimensions




of the projects, which are crucial for developirauctries as they would help boost
domestic economic and job dynamism and attenuatetming food crisis.

Given the lags in launching infrastructure, conginn and housing projects, it would

be helpful to: provide support to existing jobsviable firms through shorter working

hours, partial unemployment benefits and trainnmegiuce labour taxes on low-wage
employment; and enhance social protection through-aesigned programmes that
support aggregate demand and are consistent withineentives. This could include

conditional cash transfers to enhance access toagdn and health services, and
unconditional transfers in countries where povéstwidespread and administrative
capacity is limited. More structural measures dse aeeded however, so that social
protection becomes broad-based.

For job losers and new entrants who do not fing jabe following measures proved
useful in earlier crises: putting in place at leashimal unemployment benefits or

employment guarantees for those not able to adoessie support (experience from
the Asian crisis shows successful performers oveecthe crisis partly through these
new, cost-effective schemes); active labour margebtgrammes and training

administered through solid, well-resourced publiopoyment services (evidence

shows that these services, if well functioning, anecial at times of crisis and are
cost-effective relative to other measures); andifipgorogrammes and approaches to
vulnerable groups, notably women, youth, who coalsb be encouraged to stay
longer in education, and migrant workers.

To the extent that specific industrial sectors neegport, such support should be:
subject to strict social and environmental criterdéd targeted and coordinated
globally, consistent with international trade agneets.

Enhance fiscal space, administrative capacity authrtical support to developing
countries in the event of global crises, possihlptgh the creation of a global jobs
fund. Unlike the IMF rescue packages, this fund dae anti-cyclical. The global
jobs fund would not be subject to cuts in sociargpng and wage deflation (which
not only depress the domestic economy but alsoctaffieighbouring countries,
exerting further downward pressure on world demaRdgipient countries could take
advantage of ILO expertise in developing the varidimensions of the global jobs
pact. They would engage social partners in thegdesi the measures. Repayment of
the fund’s loans, possibly larger in scale thaditi@nal rescue loans, would be made
easier because the system is anti-cyclical in eatand thus supports the global
recovery, and is designed to promote domestic enancapacity.

Avoiding wage deflation through coordinated systeno$ collective bargaining and
protecting workers’ rightswould not only provide adequate support to victishshe crisis,
but would also ensure a timely demand stimulus @enge the way for a more sustainable
economy. As such, the global jobs pact would atsoprise the following measures:

Strengthening respect for core workers’ rightghaéswould be both socially desirable
and economically efficient to achieve more balarinbedme developments.

Building the capacity of social partners for dialegand reach agreements at various
levels so that wages for the economy as a whol& groline with productivity
developments (and not below them as was the casdloy past two decades).

Guaranteeing the purchasing power of minimum wag@gshat they act as anchor to
all wages.




Avoiding wage deflation to support global demand eeduce trade tensions.

Nearly 90 million net new jobs are needed to stabil  ise unemployment in 2009-10

According to demographic projections, and on theagption of constant participation rates,
the size of the labour force will rise by nearly 80llion people during 2009-10. The
challenge for the world economy is to create engabh for these people.

It is therefore crucial to implement a coherenh-@wiented recovery strategy as soon as
possible. If crisis responses were coordinatediamdemented over the next 3 months, it
would become possible to stabilise unemploymentraadme the job recovery as from early
2010. If the measures were delayed further, by dditianal three months, the recovery
would only start as from early 2011.

Global policy coherence for shared prosperity and d evelopment:

Now is the time to enhance cooperation among kiyrnational organizations. This is key
to speed up the recovery. Indeed, inward-lookinlytems would be counterproductive.

More fundamentally, the crisis is global and mtditeted, so no organization or country is
equipped to address all its dimensions. This is thieyiLO has reaffirmed the importance of
fostering greater cooperation among national gawents, international organizations, and
other stakeholders in support of a stronger, cleané fairer economy. International partners
can increase coherence between financial, tradsals@nvironmental and development
goals. This also implies a reprioritization betwéeese goals, to:

ensure that the financial system serves the reatagwy and social development,
through a deep reform of the financial architectared the implementation of
executive compensation packages that are reasoraafie geared towards real
performance;

re-balance the globalization process, as statéteifLO Declaration on Social Justice
for a Fair Globalization (the Social Justice Deatiamn), and in particular address the
decent work gaps, and excessive income inequadiiesell as the growing incidence
of informal and non-standard employment that dgyedioduring the pre-crisis period,;

pave the way for a green economy, given that fuspending will be limited by the

need for governments to tighten budgets so asp@yrmounting public debt after the
economy recovers. Importantly, green technologtad to be more job-rich than their
CO2-intensive counterparts — hence the Green Jhwa; and

ensure that official development aid is not affdcby the crisis and establish a new
mechanism such as the global jobs fund, to compiere&isting measures and
support adjustment of emerging and developing camat times of crisis.

Debates at the G20 could offer an opportunity Bzus these issues, as well as the global
jobs pact. In addition an exchange of good prastimsuld take place at the ILO, so that
countries benefit from each other's experiences talge advantage of the expertise
developed at the ILO.

In sum, responses to the crisis mustbe piecemeal in nature and rolled out temporaoityy
to revert back to “business as usual” as soon ssilgle. The challenge now is to respond to
the current crisis by putting in place measurethse the way for a better pattern of growth
and development.
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Introduction

What started as a mortgage crisis in the UnitedeStan the latter half of 2007 has now
developed into a global economic crisis, bringinighvit unprecedented labour market and
social challenges across advanced, emerging aradogitvg countries.

The objective of this paper is to provide evidebesed policy analysis of how ILO
members can best mitigate the challenges facirgymides and workers. The first section of
the paper reviews recent developments, discusgerigins of the crisis and how the
damaging effects have spread from developed cegrtini other parts of the world, and from
the financial economy to the real economy, emplaynaed society.

The second section examines current internationdl rmational responses to the crisis,
including financial and fiscal policy measures,dabmarket initiatives and social dialogue.
The aim of this section is to assess the breadthdmpth of the responses and identify
potential gaps.

In building upon the lessons learned and measalentto date, the third section of the
paper examines the key ingredients to overcomiegctisis, notably the need for a global
jobs pact and the role of the ILO in addressingctiedlenges.

Section four discusses how best to respond to tilses ¢hrough measures that support a
recovery while meeting the longer term goal of aglrig a more sustainable and equitable
pattern of development, as provided in the Socislide Declaration.

The last section assesses the effects of the glolalpact on the recovery, highlighting the
importance of coordinated, timely and employmeingraed efforts to tackle the global
economic and jobs crisis.




l. Crisis spreads worldwide and entails risk of pr olonged social
crisis

The largest developed countries, notably those wher e the crisis originated,
have already entered into recession ...

The global economy is experiencing the worst ecaoamisis since the Great Depression.
What began as a financial crisis when the housiagket in the United States turned sour
has now expanded into a global meltdown, wiping yawdlions of dollars of financial
wealth, putting the real economy at grave risk oblgnged recession, and causing
significant job losses and widespread social hapdsh

The IMF predicts that world output will decline By6 per cent this year — the lowest rate
since the Second World War and revised downwagjfggantly, compared to their January

2009 estimates of 0.5 per cent positive growthl¢tdh. In comparison, in 2007 and 2008,

world output grew by over 5 per cent and 3.4 pet,ceespectively. The European Union

(EV), Japan, the United States and other largelolesd economies have already entered
into recession or are on the brink of doing so. Amivate-sector analysts such as the
Deutsche Bank paint an even more dire scenariddos.

Table 1. World Economic Outlook
¢
1" "$ I"$ "$
% L 101 12 3 20
22 131 1.4 104
20 1.3 1.0 105
& 10. 160 151 10.
' 67 27 120 34
4C 15 50 71
( 5. 62 /1 50
13 105 13/ |17
¢ ¢ ¢ 36
63 i ¢ /2
)* 6/ 35 c c
.3 10/ ¢ ¢
+ /1 22
, 12 .4 ¢ ¢
10 %+ 0( 23 -

1(
(4 +#0( 23 JO -

... and the crisis is now spreading to the rest of th e world...

Spill over to emerging and developing economies wiisilly small, but the crisis has now
spread worldwide and from financial markets to thal economy through a number of
transmission mechanisms (box 1).
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Large emerging economies are being hit hard byctiséss — assumptions of a “decoupling”
of these economies have proved wrong. During tlcersk half of 2008, industrial output
slowed significantly and even contracted in somgdamerging economies (figure 1).

Other emerging and developing countries are aldogbaffected. There is a risk that
progress on development will be seriously disrugted in some cases reversed. This could
compromise the attainment of the Millennium Devebemt Goals, notably “full and
productive employment and decent work for all, inithg women and young people”.
Decent living and working conditions still remaint@f reach for a large number of people.

Figure 1. Monthly change in industrial production (percentage)
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...with severe impacts on certain sectors

Certain sectors are being disproportionately adfiédiy the crisis. The effects on financial
services and construction — the sectors at theeepe of the crisis in developed countries —
have been immediate and profouhds the crisis spread, those sectors most affdunyatie
credit squeeze and confidence effects, like autdmqoduction, were then h#tExport-
oriented activities, tourism and commodity sectars now suffering from rapidly falling
world demand and declining prices. The impact oveltging economies that rely heavily
on a narrow, commodity-based export sector, is dti@m

Global unemployment rose in 2008 and employment lev  els have declined
significantly in advanced economies ...

As growth rates declined in 2008, the effects anld#bour market started to be felt. After
four years of consecutive declines, the global yleyment rate increased to 6.0 per cent in
2008, up from 5.7 per cent in 2007, and the nurobenemployed rose by 14 milliohThe
impact was immediate and particularly severe indh#ed States, where employment losses
started in early 2008 and have continued to momees Similar trends are present in Japan
(figure 2). In European countries, job losses hbgen contained to some extent due to
recourse to shorter hours or partial unemploymeamefits. However, even there, recent
indicators suggest a reversal of employment growatid significant increases in
unemployment.

Figure 2. Employment declines in the last twelve raths in the G7 (000s)
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...with already visible impacts on emerging and devel oping countries ...

In other countries, the job losses stemming froendtisis have only just begun and so the
full extent of the impacts on labour markets may Ioe felt for some time. Nevertheless,
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there are early and clear indications that theisciss impacting labour market and social
conditions in emerging economies and developingtias:

Following job losses in factories on the indusiziedl eastern coast of China, more
than 20 million workers have reportedly returnethieir residential rural areds.

During the last quarter of 2008, employment in eigkport-oriented sectors in India
(mining, textile and textile garments, metals anetah products, automobile, gems
and jewellery, construction, transport and infoliorattechnology) fell by over 3 per
cent.’

The South African economy may lose a quarter ofilaom jobs as a result of the
crisis and this is likely to undermine governmelaing to cut the unemployment rate
to 14 per cent by 2014,

Reflecting a sudden deterioration in the economitiook, Central and Eastern
European countries are experiencing a dramatic rsaveof earlier, hard-won
employment gains.

Significant job losses have been recorded in dgugdpocountries that rely heavily on
a narrow export base. For instance, in Africa, eymplent levels in commodity
production and tourism have declined significaitlyecent months.

In these countries, job losses will exacerbatelehgés of employment informality and
working poverty. In the absence of income suppler@atives, job losers either move back
to rural areas or take up informal jobs in the nrleaonomy’ This has started to happen,
according to an ILO repoft.For instance, a reversal in rural-to-urban migralows has
been noted in China and, in Africa, workers who fadal jobs in export-oriented sectors
have been pushed to the informal economy where whiégarn lower wages. As a result,
between 40 and 50 per cent of the world’s workireprand women in 2009 are not expected
to eagrn enough to lift themselves and their famibdove the $2 a day per person poverty
line.

... and disproportionate effects on vulnerable groups such as women, youth
and migrant workers

Groups that were already in a vulnerable positiefote the crisis will be disproportionately
affected, while temporary and migrant workers dse aisually not protected by collective
bargaining agreements.

The crisis is already having differentiated empleytnand social impacts from a gender
perspective. Many of the job losses to date in aded economies, especially the United
States, have been in male-dominated sectors s'afaase and constructioh- However, in
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many developing countries, women are often in npoegarious employment situation$in
particular, the concentration of women in exporepted enterprises in emerging and
developing countries brings a number of acute labmarket challenges (box 2).
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Youth are facing considerable difficulties in thdur market:® This comes on top of an
already fragile situation for youth in both devetdpand developing countries. Even during
the previous period of economic expansion, mosheades fell short of creating enough
decent and productive jobs for young people. Betw&897 and 2007, the number of
unemployed youth rose by 8 millio.Moreover, a lack of decent work opportunities rat a
early age may permanently compromise the futurel@mpent prospects of youth. The
relative disadvantage of young workers is even mooeounced in developing countriés.

As employment losses mount, migrant workers aréqoeerly vulnerable and often among
the hardest hit, due in part to their low bargagnposition (especially among newly arrived
migrant workers). Evidence from past crises revélads among migrant workers, women
and those in irregular status are the most vulherabjob loss. For those able to maintain
employment, working conditions may seriously detexie.

The prospects are for a continued deterioration in labour market and social
conditions ...

The global number of unemployed persons could liis&8 million in 2009, bringing the
global unemployment rate above 7 per c&higainst the backdrop of the IMF’s recent
downward revision, this estimate is likely to reg@et a lower bound.

Likewise, vulnerable employment, as measured by-agaount workers and contributing
family workers, is expected to rise by some 25imill(figure 3, Panel A). The majority of
the increase is expected to occur in South AsiaSatdSaharan Africa.
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Figure 3. Projected increase in vulnerable employnm and working poverty
(millions, change from 2007 to 2009)
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Panel A. Vulnerable Employment Panel B. Working PE&2/day)
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As was the case in previous crises, this could mgaesubstantial downward pressure on
informal-economy wages, which before the curremicmwere already declining and are
substantially lower than for regular workersThis is also likely to lead to a reduction in the
number of days worked® This combination of factors will reduce incomestat household
level and erode purchasing power, leading to areage in the proportion of working poor
in most developing economies (figure 3, Panel BJsd&l upon a threshold of $2 per day,
over 2008 and 2009 the incidence of working povétgxpected to rise across almost all
developing regions. This will add over 75 millioegple to the working poor, with most of
the increase occurring in South Asia and sub-Sahyairaca.

Rising working poverty will compound the effectathhe increase in food prices has had on
the poor in developing countries (box 3). And whphkices have fallen recently, given their
recent volatility, there is a risk that when demdnd food commodities recovers, the
challenges associated with poverty will intensify.
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. entailing a risk of prolonged labour market reces sion

Previous crises show that it take much longer torneto pre-crisis employment levels than
to restore economic growth — with the impact froamking-related crises often being more
severe and prolonged (box 4).
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Depending on social protection coverage, the labour market recession will lead
to significant social hardship ...

Social protection, if well designed, plays a cruca@e in alleviating social hardship in the
face of the crisis. Yet, the array of benefits augport measures available to individuals
varies significantly across countries and regi@wial spending as a share of GDP ranges
from as high as 14 per cent in advanced economias tow as 2 to 3 per cent in Asia, the
Middle East and sub-Saharan Africa (figure 4). Teality is that in many emerging and
developing countries, the majority of workers da wontribute to basic social security
coverage, including unemployment beneftfsThis is due mainly to the fact that most
employment is in the informal economy.
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Figure 4. Social expenditures as a per cent of GDRost recent year availablé
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... as millions of workers are left without adequate support ...

Even where unemployment benefit systems exist irrgimg and developing economies,
they are often restricted to urban areas. For elamp China, close to 5 million
unemployed urban workers (57 per cent) were witho@mployment insurance in 2005.
Given that over 60 per cent of total employmentCinina is in rural areas, the share of
unemployed workers unable to access unemploymardfibe is probably closer to 84 per
cent (figure 5).

In many developed countries, job losers are oftarefigible for unemployment benefits. In

half of the OECD member countries, 50 per cent oremof the unemployed do not receive
unemployment benefits (though non-recipients may dmgitled to social assistance
benefits).?® Even in countries like France and the United Kimggd where coverage is

greater, many workers do not receive unemploymenefits (figure 5).
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Figure 5. Share (and number) of unemployed worker8lOT receiving unemployment benefits
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In Canada, Japan, and the United States, wheréatiems governing access to such benefits
are often much stricter, the share of unemployetkers not receiving benefits can be well

over half. As of March 2009, more than 6 milliorbless Americans were not receiving

unemployment insurance. In Japan, about 77 perafamemployed persons do not receive
unemployment benefits.

The absence of unemployment benefit support is meolse by the fact that for many

individuals social protection is conditional on tgiemployed. The immediate fall in income
resulting from unemployment is thus worsened by ltdss in non-cash benefits such as
employer-sponsored health care. The loss of thesefils can be a particularly severe blow
to middle- and low-income households.

... and retirement savings are eroded

An immediate consequence of the collapse of stoakkets in 2008 has been the dramatic

decline in individual wealth held in pensiofisAccording to the OECD, between January

and October of 2008, private pensions registeresel® of nearly 20 per cent — representing a
value of $4.5 trillion (figure 6). This has promgteoncerns about the adequacy of

retirement savings for many individuals.

! n7- %% 3 C5; % % (

% -

12



Figure 6.

Pension fund returns (real), for selectedountries, January—October 2008

(percentages)
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In World Bank client countries with funded pensgystems, losses in pension funds range
from 8 per cent to 50 per ceftin Chile, for example, the private pension furtust icover
8.3 million workers lost a total of $25 billion 2008. Traditional pension systems provided
by governments on a pay-as-you-go basis will alsaffected by the current downturn, but
much less than private pension funds. Interestjrglyiew of the pension crisis, the World
Bank has shifted its stance on this matter and a& mdvocating greater focus on
government-backed pay-as-you-go systeths.

These developments come on the heels of an expansio  nary period where the

gains of

growth were unevenly distributed

The global economic crisis comes after a sustapextbd of growth, whose benefits were
unevenly shared? During the two decades that preceded the crisés,ricomes of richer
groups grew faster than those of middle- and loseine groups> As mentioned in box 1,
growing income inequalities within countries cobtried to an increase in the demand for
credit, which, in conjunction with poor financiagulation, lies at the heart of the current
crisis.
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In sum, the risks of prolonged labour market and en during social crises need to
be averted

By definition, any financial crisis has serious seguences on the entire real economy,
which depends so vitally on financial markets iwnlesrto grow and create jobs. But the
current financial crisis is deeper than recent oltekas its origins in developed countries
which had been the engine of global demand ane tgaowth. In addition, given the strong

international inter-linkages, it affects most caoig¥. And, against the backdrop of the pre-
crisis expansionary period, in which gains wereventy shared, the economic and social
costs of the crisis are noticeably widespread. dpdi@ns of unfairness are mounting,

increasing the risk of social instability.

The challenge is to avoid a major labour market swalal crisis. Already, job losses have
mounted and new entrants like youth have had diffidinding employment. However, the
rise in unemployment has been contained to sonemeas firms have attempted to limit the
extent of layoffs via recourse to shorter hours padial unemployment. This could change
with a prolonged recession — in such an eventjfgignt increases in unemployment would
be unavoidable and, in developing countries, a-lasting shift to informality and higher
working-poverty would occur.

A prolonged recession would have deeper effects fnat higher unemployment and

increased informality and working-poverty. With s@any people around the world lacking

social protection, social hardship resulting frooopjob prospects would intensify. Some
developing countries will also need to integratewjng numbers of return migrant workers.
And within countries the movement of workers fromban centres where jobs disappear,
back to rural areas poses acute challenges asSeeill protection itself is being affected by
the crisis, at the time when it is most needede@sfly in countries that relied excessively
on private pension funds or employer-provided thecdire.
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Il. International and country responses to the cris 5

Given the grim economic outlook, and risk of widegu labour market and social
consequences, countries around the world have edlapiprecedented measures to address
the global economic slowdown. This section providdsrief overview of the outcomes of
efforts to coordinate the measures among countliesalso describes rescue efforts
undertaken by 40 countries (including the G20This includes an overview of the labour
market initiatives that have been put in place, tredrole of social dialogue and tripartite
institutions in shaping the discourse to date.

International efforts to coordinate responses to th e crisis have been stepped up

The global financial market has been unstable sascearly as 2007. But 2008, marked by
bankruptcies and bailouts of financial institutidnetably AlG, Bears Stearns and Lehman
Brothers) placed the financial system in a stateamfstant turmoil and volatility. Credit
markets froze and stock indices tumbled throug2®@8 and into 2009. The first round
responses were largely uncoordinated, but the fmsenore internationally coordinated
action has become increasingly clear — as witndsgagveral efforts. These include:

the G20 commitment at the meeting in WashingtonNimvember 2008, which
prescribes action to be taken in key determinahtdeoent work and agrees on the
importance of coordinating macro-economic policad reducing global imbalances;
the G20 is scheduled to meet again in April 2009 fadlow-up on the
recommendations and policy outlines.

an Economic Recovery Plan approved by the Eurofeamcil in 2008 (200 billion
euros), which aims to boost demand through jostdi stimulus action as well as
temporary support for the unemployed through casinsters and extension of
unemployment benefits. It also calls for lower ®eand social contributions, and
measures targeting small enterprigés.

Addressing the social dimensions of the crisistitha core of ILO’s mandate. The Social
Justice Declaration stresses that “As trade arah@rmal policy both affect employment, it is
the ILO’s role to evaluate those employment effettis achieve its aim of placing
employment at the heart of economic policies”.

The IMF has provided financial assistance to coesitaffected by rapidly declining capital
inflows, and balance of payments deficits. Thegyolesponse by most emerging economies
facing such situations has generally involved prdical fiscal and monetary tightening
designed to restore market confidence, combinedh WMF interventions to bail out
international creditors and investors (see alstigedV). *® Therefore, as part of the crisis
resolution tools available for countries, the IM&stoffered its fast-track emergency lending
facilities. So far, the governments of Belarus, ghany, Iceland, Latvia, Pakistan and
Ukraine have resorted to IMF loans to restore theancial and economic systems (figure
7). Latvia has a stand-by arrangement whereby IKggits can be provided to finance a
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temporary balance-of-payments deficit. The IMF diss about $200 billion for immediate
lending and can draw an additional $50 billionéeded?®

Figure 7. IMF assistance as percentage of GDP
11.0
9.6
8.3
7.1
4.7
3.5
Iceland Hungary Ukraine Latvia Pakistan Belarus
(4 +

Governments have provided prompt, massive support t o rescue the financial
system ...

Government efforts to strengthen bank balance sheste initially undertaken on a case-by-
case basis. For example, the United States ando&amogovernments injected capital into
individual banks or induced mergers in hopes ofvieg the credit market by encouraging
banks to lend to one another. But market confidexxceinued to decline and credit markets
remained frozen, highlighting the need for systeiglewntervention.

The system-wide interventions subsequently putianepby the United States and European
governments have involved ensuring bank fundingugh explicit government guarantees

on retail deposits and other bank liabilities, aaducing bank leverage through government
purchases of distressed assets or capital injectidimost all the major economies have

increased guarantees of private deposits, putacepinter-bank loan guarantees, banned or
restricted short-selling and injected capital itmubled banks by buying equity stakes (table
2).
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Table 2. Crisis resolution instruments for selectedountriest
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Australia, Canada, Germany, Norway, Spain, Swidretland the United Kingdom have put
in place measures to buy or insure assets of wicevialue, while the United States
abandoned this plan — at least initially — in favad direct capital injections. However,
under the new administration, the United Statesphasn place measures to get troubled
assets off banks balance sheets by using at 186t ldillion (possibly up to $1 trillion) in
private and government money. The three main elesmgfithe new programmes proposed
by the United States Treasury Secretary are: ingagovernment capital into the biggest
financial institutions; establishing public-privapartnership to buy banks troubled assets;
and starting a credit facility with the Federal 8®® to promote lending to consumers and
businesses.

Despite the international efforts to stabilize tfiebal financial system, banks around the

world continue to face numerous challenges wittsm®rable debate as to how to solve the
problem, e.g. through nationalization or AbCurrent U.S. government plan involves a
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public-private partnership to acquire the troubledsets rather than a full-scale
nationalization of banks. Meanwhile, many of thedpgean countries are taking steps that
would increase state control of bank sector. Famgle, Germany recently approved draft
legislation to nationalize one of its banks — fieérman bank nationalization since the
1930s.

... which has been supported by monetary easingand o ther actions of central

banks

In addition, central banks around the world haketeaction to address the challenges in the
global financial market by means of providing lidity and easing monetary conditions. For
example, the United States Federal Reserve Banlotimed major central banks, including
the European Central Bank, the Bank of England, taedBank of Japan increased assets
substantially in order to provide direct lendingoinks and dealers through existing and new
lending facilities. Aggressive monetary easing as® been adopted in light of the rapidly
deteriorating economic outlook, including a sedéfternationally-coordinated interest rate
cuts (table 3). In the current context, monetarlicigs have been used as the first line of
defence in an attempt to sustain and strengtheregate demand and economic activity.
This shift in focus of monetary policy from inflati targeting to supporting economic
activity has been supported by a rapid declinenflation, with some countries now facing
deflationary pressures. Even among emerging ecamnmnflation fears have largely
subsided with the rapid decline of commodity prices

However, with interest rates approaching zero imyn@ountries, central banks have turned
to quantitative easing and qualitative easing (&sown as credit easing)Quantitative
easing involves increasing the base money stocgusghasing government securities and
gualitative easing involves purchasing private gées, including possibly illiquid private
securities and/or private securities subject tostuttial default risk. Despite these efforts
though, global economic activity has continuedéolihe and governments have turned their
attention to fiscal rescue packages.
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Table 3.

Monetary policy interest rate changes

056 36 04N
.36 = 04 1 06 5 "o
; 56
2
& = 04
7 8 8
' 2 2356 F 04 /< 06 + 04
336 ( 3007N 2
3004 64  + 04 ! 066 45 o7
(
56 F 04N 036 /1 06 36 = 04
5 36 F 04
274 667
07N 035 = 06 6 F 04
6.2 07
056 33  + 04 = 036 /I = 04
8 = 7 8
8
06 36
1 8 3 07N 06
3 F 04
06 226
8 07
D 07 N
+71 06 20 07N 8
06 46 Fo 4
( N 27 ; 256 07N 2
F 04 F 04
16 07N
( 66 F 04N 06 I 06 07N (?436 *
6 + 04
26 756 F 04N
( 06 736 = 04N 3 F 04';6 06 04
060 56 B
( 1 2. F 04N 26
226 = 04
3 07N
(1 8 37 06 26 F 04N
06 2 = 04
e 03 0. D 0 7N .36 F D 07
03 02 07 036 0 07
3 07N
>
3 = os 26 5 F 04
" 2 35 26 - n.
(4 #* 2 *% ( -

Fiscal stimulus packages have been announced, thoug
financial rescue measures...

h with a delay vis-a-vis

As the G20 Summit in Washington underscored, therea growing consensus that
aggressive fiscal measures — cutting taxes andibgaspending — are required to stimulate
domestic demand and avert the worst economic slsimge the Great Depression. As a
result, countries have announced fiscal rescue ggask of varying sizes, with China
announcing the biggest package as a percentageDéf, @®llowed by Saudi Arabia,
Malaysia, and the United States (figure 8). Thalteconomic stimulus announced by 32
countries (including all the G20) as a percentdggabal GDP is 1.4 per cent.
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Figure 8.

... and significant variation in the composition of

Fiscal package as a percentage of GDP2009*
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spending efforts ...

Across a range of 22 countries with detailed abéélalata, there is significant variation in
terms of the emphasis placed on different companehthe stimulus package (figure 9).
Sixteen out of 22 countries have announced spenaimgnfrastructure projects, and on
average, close to one third of economic stimuluskpges are directed towards such
spending. Infrastructure projects are part of mubliorks programmes announced by
countries which are designed to create jobs arreéase long-term economic growfth.

Tax cuts such as reductions in VAT, income taxegrgl taxes, and sales taxes have been
put in place by more than half the countries andaverage 21.5 per cent of the global
stimulus is in this category (see section V for@eakdown by advanced and developing and
emerging economies).

On average, direct transfers to low-income houskshahd employment measures constitute
the two smallest portions of stimulus packages2-p&r cent and 1.8 percent respectively.
Moreover, half or less of the countries have anpedntransfers to low-income or

employment measures, respectively. Transfers toihmame include direct cash payments,

% % ( % %
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conditional cash transfers, and payment of unenmpéoy benefits. Meanwhile, employment
measures include increasing the number of train@rgres and services like job search and
placement. Creation of new jobs mostly falls uridérastructure spending.

Figure 9. Composition of spending as a percentagé otal for selected countries?
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A broader analysis of the 40 countries (includimg 22 discussed above) with available data
confirms that the composition of rescue packagegesaonsiderably, but almost all the
rescue efforts can be divided into three main aneasease spending on public goods and
services, fiscal stimulus aimed at consumers (®gsonal income tax cuts, cash transfers),
and fiscal stimulus aimed at firms (e.g. corpotasecuts)®

In terms ofspending on public goods and services:

At least half the countries have announced spendergases in infrastructure and on
education and health:

- infrastructure projects generally focus on buiddand repair of roads, bridges,
railway lines, and rural infrastructure with atient given to projects in the pipeline
(e.g. China, Germany and Saudi Arabia). Some cmsnfe.g. China, Japan, Portugal,
and the United States) include energy-efficientjguts as part of infrastructure
investments. China and Thailand have also announeEgsures to increase home
availability (through public housing projects) fmwor households;
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- in terms of education and health, China and S#wdbia have announced
significant increases in education and health spgngith some school and hospital
constructions as part of rural development programfar several countries.

In terms offiscal stimulus aimed at consumers:

Germany, New Zealand, Russian Federation, Spaa,Uhited Kingdom, and the
United States are some of the many countries tipgédofor tax cuts aimed at
stimulating consumer spending (these tax cutdritdl two categories: income tax cuts
and sales tax cuts such as VAT reductions). Otheeve adopted tax cuts to boost sales
in certain sectors, such as automobiles in Bramll@ermany.

Australia, Italy, Mexico and the United States hauéin place measures to help home
buyers. In some cases, this includes incentivescorsumers to purchase energy
efficient homes and “greening” existing homes bywuling subsidies and tax
exemptions.

Australia, China, France, Indonesia, Italy, Japdaxico, Philippines, Spain, and the
United States have announced increases in soeiatfars aimed at poor and low-
income households. Social transfers include dicath transfers, conditional cash
transfers, and social welfare programmes.

In terms offiscal stimulus aimed at firms:

Several stimulus packages have placed emphasisherviability of large firms,
especially in the financial and automotive sectors.

In some cases, measures have been explicitly émfget SMEs (e.g. Japan, the
Republic of Korea, and Mexico). In addition, publitvestments in infrastructure,
construction and housing will also provide new nearpportunities for SMEs. Other
measures to firms have been specifically targetedmitigate the impact on
employment.

... and varying degrees of direct support for emplo ~ yment and social protection

Some countries have announced explicit measurkslpoworkers and employers as part of
their fiscal rescue efforts (see specific counkgreples in table 4):

Brazil, Chile, Japan and the United States havenppiiace extension of unemployment

benefits. France, Italy, and Switzerland have aisbin place more generous systems
of unemployment benefits for temporarily laid-ofokkers. Meanwhile, Canada, China,

and Turkey are in the process of extending unempémy benefits. Other countries like

the Republic of Korea, Philippines, and Thailandreh@nnounced country-specific

measures to assist vulnerable workers.

Some countries are making greater use of in-wonefis in conjunction with reduced

working hours to curtail layoffs. For example, ir@any, the government extended
the possibility for workers who continue to be eaygld — but at reduced working

hours — to receive income supplements, and compamnéreimbursed 100 per cent of
their social security contributions on behalf of goyees when the down time (i.e.
reduced working hours) is used for training.

To encourage hiring, some countries have annousuobdidies and exemptions. For
example, the United Kingdom has announced subsfdreemployers (up to £2,500)

who hire workers who have been unemployed for rizae six months, and Japan has
announced subsidies for employers who hire tempavarkers as regular employees.
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Other countries that have announced some sortrioighincentives include Australia,
Chile, China, France, Germany, the Republic of ldptee Netherlands, and the United
States.

Australia, Canada, Chile, China, France, Germangoresia, Japan, the Republic of
Korea, Portugal, Thailand, the United Kingdom alnel nited States have announced
training programmes for laid-off workers as parttbéir labour market initiatives.
Training programmes include, among others, vocatismrkshops for laid-off migrant
workers, and expanded opportunities for apprenticésdes.

It is also likely that the new infrastructure pig discussed briefly above, and
increased funding for local governments will resalimore public sector jobs. As of
March 2009, some 20 countries of the 40 have made @nnouncements.

A few countries have announced explicit goals fob jcreation. These include Chile
(100,000), France (80,000 to 110,000), HungaryO@m), Indonesia (2.6 million), Spain

(300,000) and the United States (3.5 million). lestingly, in France, Spain and the United
States, job goals include the creation of grees.jbtowever, the goals for job creation do
not include plans to save existing jobs.
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Table 4.

Examples of labour market initiatives in esponse to the crisis

Argentina

Australia

Belgium

Brazil

Canada
Chile

China

France

Germany
India

Indonesia

Ireland

Italy

Japan

Korea

Malaysia

Mexico

Netherlands

Philippines
Portugal
Saudi Arabia

Spain

Sweden

Thailand

Turkey

United Kingdom

United States

Vietnam

2+ 7( 8 1

Funds to employers for staff development
and training programs

Cuts in employer's social security
contributions

Increase in minimum wage by 12 % as
of Feb-09, which will affect 45 million
workers; expansion of UE benefits
from 3 to 5 months to 5 to 7 months

Extension of benefits by five weeks
X X
Reduction in medical and accident

insurance premiums; flexible working hours
and pay for service sector firms

X (ongoing discussions at the local and
regional level; recommended by the
central govt.)

Employers with less than 10 employees will
not pay social taxes for each new employee
they hire in 2009.

X Reduction in health insruance contribution

crisis
Unempoloyment benefits to people
who previously failed to qualify
Increased subsidies for SMEs employers;
X subsidies for employers who hire temporary Support for non-regular workers in job-placement
workers as regular employees
Support vulnerable workers (outside . .
. ) Tax exemption and extension on tax
the boundaries of a social safety net) s .
submission periods for employers that X

who are put oqelglp:'d temporarily maintain their workforce

X

Measures to prevent job losses - 2 billion
pesos to companies facing production cuts
and layoffs

15 billion pesos in aid to laid-off
workers

Subsidies for company payrolls

Increase in CCTs

A €1,500 per job subsidy for companies that
hire unemployed workers with families to
support.

Subsidies for employers hiring workers who
have been unemployed for long periods

Cost of living alleviation projects and
sustenance allowance

X (proposed but not approved) Subsidies to employers

Subsidies for employers (up to £2,500) who
hire workers that have been unemployed for
more than 6 months

Extension of unemployment benefits;
health insurance for those who lost
their job; increase in food stamps;
increase in social security benefits

New unemployment insurance
program, Jan-09

( (-
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Increase in productivity training places from
57,000 to 113,000

A recovery plan for the labour market agreed on
Dec, 08

$1.5 billion in training fund for laid-off workers

Nationwide vocational training program for
migrant workers returning home after losing jobs

Job training; voluntary transmigration programs
for laid off workers to areas less affected by the

Training for retrenched workers; re-training

unemployed graduates over the next 2 to 3 years

Increase in seasonal employment program

Establishment of mobility centers to assist
employees in finding jobs

X
Employment programs

Job matching programs for unemployed

Capacity building for the unemployed

%

X
X
A temporary moratorium on

firing in state owned
enterprises

X
X

Plans to increase wages in
public sector

X

Finanical support to local
governments that hire job-
seekers

C(
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However, there are uncertainties regarding the prec  ise size and timing of the
package

There are uncertainties regarding the exact sidetianing of the stimulus packages. First,
the breakdown of rescue efforts in terms of oldnglieg (already in the pipeline) and new
spending is uncertain. Second, the time-horizorwltich the stimulus package will be
administered is also unclear. For some countries China, Germany and the United
Kingdom, the time frame is two years (2009-10), foutmost countries, the time frame of
new spending measures has not been decided &8 Teird, most countries have announced
fiscal rescue packages different from their finahoescue packages, but there is a tendency
to count in financial help to different sector&ké€liloan guarantees) as part of the package.
For the countries examined here, an attempt hasiade to disentangle fiscal efforts from
financial efforts. And fourth, some countries hareounced stimulus spending embedded
in their annual budgets, which makes it difficdtitentify the size of spending allocated to
stimulate the economy.

There have been some efforts to engage social partn  ers, but more could be
done.

In the early stages of the crisis, social partiveresany countries had limited involvement in
the design and implementation of government aigiscmeasures: More recently, in some
cases, social dialogue has been at the heart @rgments’ plan to address the economic
slowdown. These include:

In Ireland, an agreement was signed between thergment and the social partners,
following a discussion of the government’s recomdagions for sustainable economic
renewal. The agreement covers issues of pay gr@miployment rights of temporary
workers, and voluntary arbitration, among others.

In Pakistan, the tripartite Labour Conference wddressed by the Prime Minister, who
announced a new era of consultations with socighpes, and modernization of the
country’s labour law in cooperation with the ILOcdetme WTO.

In some cases, agreements arising from socialglialdnitiatives have been embodied into
law, such as the decree on partial unemploymenrgfiterin France. Other countries such as
Germany have passed a second economic stimuluageéillowing extended consultations
with national employers and workers organizatidnghe Russian Federation, the national
tripartite commission dealt with the social impattthe crisis several times since October
2008. In some countries, these bipartite or trifgartonsultations and negotiations went
beyond the scope of narrowly defined labour issbes,also dealt with state budgets and
larger economic and policy matters.

In sum, action has been swift, but relatively misal igned

There has been considerable emphasis on rescurfgnéincial sector. As figure 10 shows,
among the advanced economies, the amount spemhamcial rescue efforts far surpasses
fiscal rescue efforts for all countries except theited States® Indeed, protecting banks’
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solvency and restoring the availability of crediteénterprises and households was rightly
regarded as a pre-condition to avoiding a totalapsk of the financial system, with
unpredictable consequences for the real economyer@ments have also announced fiscal
stimulus measures — an important step in the dghttion.

But there is much debate regarding the desirabieob of the packages, their timing, and
whether some of the measures should be merely rampe as championed by the “3 t”
approach — or rather, more endurifigThe next sections address these issues.

Figure 10. Comparison between fiscal and financiakscue efforts as a percentage of GDP
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[I. Decent Work as a cornerstone of the recovery: A global jobs
pact

A global jobs pact would be instrumental in overaagrthe crisis and paving the way for a
more sustainable economy. @lobal approach is needed because the measures, to be
effective, need to be coordinated across countflibs. emphasis ojobs comes from the
realization that decent work is central to readingathe economy in a sustainable manner.
This builds on ILO experience with the Global Emytent Agenda®® Measures are best
implemented through social dialogue at the natideeél, but greater cooperation at the
international level can also have mutually reinfiegcbenefits — thus the need fopact In

this respect, building upon the lessons of the aadtavoiding counterproductive measures,
such as trade protectionism and generalized waltggida, will also prove invaluable.

More specifically, by putting the Decent Work Agendt the forefront, a global jobs pact
could ensure that stimulus measures more effegttaekle the transmission mechanisms of
the crisis, namely the credit crunch, the rapicedetation in domestic demand conditions
and the recession in external markets. A globas jodict could also address the key factors
that nurtured the crisis and lay the foundationafanore sustainable economy.

Reviving the credit system and providing targeted s upport to sustainable
enterprises

Experience from previous financial crises sugg#sis adopting stimulus packages without
reviving the credit system may end up raising pubkbt without stimulating the economy
and creating jobs? Furthermore, it has been shown that countriesrean significant fiscal
costs because of their failure to tackle problemthé financial system in a timely mann@r.
In light of these lessons, successfully stimulataegnomic activity will require reactivating
credit markets, thus helping businesses to remaislesrand be in a position to respond to
well-designed fiscal stimulus programmes. A weltdtioning financial system is essential
for a growing and dynamic private sector. Easieeas for SMEs, including cooperatives
and start-ups, to financing (such as credit, legpsienture capital funds or similar or new
types of instruments), creates appropriate comditibfor a more inclusive process of
enterprise development. Financial institutions,tipalarly multilateral and international
ones, should be encouraged to include decent wdteir lending practice§'

Re-activating credit to stimulate the real economy

Despite the large-scale financial rescue measuhese are indications that banks are
reluctant to lend. In the EU and the United Stalesding standards have tightened
considerably (figure 11). As a result, individuasid firms have delayed investment
decisions, constraining future economic growth jatcreation:

One factor is that government conditions for suppmbanks have thus far been weak. Even
in countries where banks receiving government sugre required to make credit available
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to businesses, there are no sanctions or pen#dtiesstitutions that fail to comply. Banks
continue to undergo the process of “deleveraging’,the amount of capital available to the
real economy is restricted by banks efforts torimap their balance sheets and reduce the
burden of “toxic assets*®

Interestingly, in the United States, state-ownetkbdave shown greater readiness to lend to
businesses and consumers than their private-seotorterparts. This might reflect more
limited exposure to risky financial operations ampaitate-owned banks. But the fact that
these banks are directly accountable to the govemhmay have contributed as wéf.

Figure 11. Percentage of lenders tightening standds, by size of enterprise seeking loans

Panel A: United States Panel B: European Union
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...with support for SMEs ...

Tighter lending standards present particular chgls for SMEs given their reliance on

bank credits — they do not have access to capiakets in the same way larger firms do.
This is why restoring credit conditions in genesdll have especially favourable effects on

small businesses. In the meantime, measures swspeasl credit lines and direct access to
government loans could be envisioned for SMEs sesaithem in gaining access to capital.

This will be key if SMEs, which account for up t® Per cent of enterprises and are
responsible for most existing and new jobs, ar@ake advantage of new opportunities that
arise from the public investments in infrastrucfurenstruction and housing. The ILO’s
Small Enterprise Development Programme can plagl@atii role in this respect (box 5).
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... and viable sectors through social and “green” i nvestments, not
protectionism

As noted in the first section of this paper, thesisris hitting certain sectors harder than
others. Export-oriented sectors are particularlinerable to both the credit squeeze, given
their reliance on trade finance, and the spectadalain world demand and commaodity
prices.

Governments are thus under growing pressure toge@ssistance to these sectors. Some
countries have already increased import duties uinnaobile parts or steel. Others have

imposed caps on imports of certain products, ltkengicals or wood. Yet others have added

“buy national” provisions in their fiscal stimulygans. These types of measures can incite
other countries to retaliate, or adopt counterliaameasures. Moreover, history shows that
in the long-run protectionist measures are likelciteate more substantial employment and
income losses.

Instead, there are ways to support the long-rubilitia of industries by, for example, re-
orienting them towards greener technologies thatldvdelp stimulate economic activity by
facilitating industrial restructuring; support saisible employment creation; and prepare for
the transition to a less CO2-intensive economy @dse Section 1V). One way to achieve
this would be to provide assistance to certainosectubject to social and environmental
objectives® The importance of synergies between investmenttean technologies and job
creation has been recognized at the internatieval through the creation of the Green Jobs
Initiative. The ILO has an important role to play this initiative, along with its partners
(United Nations Environment Programme, the Intéomatl Trade Union Confederation and
the International Organisation of Employers) toueasthat green jobs become a positive
driver 4<6)f development in an environmentally, sdgialand economically sustainable
future.

Boosting the economy through employment-oriented, ¢ oordinated actions

Despite the numerous stimulus packages introduzelhte, aggregate demand continues to
worsen. As noted above, part of the problem mayhbe efforts to address the challenges
have been insufficient in magnitude (see SectiofoiVan assessment of existing stimulus
efforts). In fact, some of the “new” public spemglins a repackaging of previously
committed funds. Countries are reluctant to annelrald measures however because they
are worried they will “leak” into the economiestbkir trading partners — a situation that is
exacerbated, in some cases, by already deterigréinal positions. This underlines the
importance of measures that are coordinated acoasHries.

Stimulus packages need to be timely and better coor  dinated...

The complexities of the decision-making process rdajay the adoption of stimulus
packages. However, if unduly delayed, measuresaome at a time when the recession is
well under way and packages may prove insufficientill-adapted to the evolving
circumstances (see also Section V). Success ircoveng earlier financial crises in Korea
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and Sweden is associated with the prompt adoptian stimulus package. According to a
simulation developed for the purpose of this papad assuming that credit markets were
restored, it would take one year for the Unitedt€taeconomy to recover if the current
administration’s rescue package was implemented #owl, according to the estimates, it
would t4a7ke almost two years if implementation oé thackage were delayed by three
months.

Better coordination of fiscal stimulus packagesldoaiso enhance the impact on global
demand. There are cross-border externalities tdfittacial and fiscal rescue packages.
Capital injections by the United States authoritigsuld help alleviate the European

financial crisis and vice versa. Likewise, a fissimulus put forward by the Chinese

government helps its trading partners and viceavet®ordination is especially important in

countries where fiscal space is limited as in theecof many African countries. In the

absence of coordination in their response, thes@tdes may be tempted to engage in a
process of competitive devaluations or, worse, wdgfation. Coordinated action will also

help boost world demand, hence cushioning the tsffefca global recession.

... with a strong focus on employment ...

One of the lessons of the analysis carried outtfis paper is that the greater the
employment orientation of the measures, the strotigestimulus for the real economy. As
shown in figure 12, measures that have a direcagthpn employment have a stronger effect
than relatively untargeted measures (such as VAIE, cor across-the-board spending
increases).

In particular, the multiplier effects of investmernih employment-intensive areas will be
higher than is the case with alternate measurds asi¢ax cuts® At times of crisis, when
there is considerable labour market slack, job-rrolestment can crowd-in private sector
activities and, more fundamentally, unlock develepimpotential and pave the way for
higher long-term growth. In this regard, publicéstments in infrastructure and agricultural
development represent a major opportunity to addbedh employment and development
challenges. These can include, among other thingsstments in roads and communication,
flood control and public buildings for educatiorn €&ffectively lead to higher employment
however, infrastructure projects need to meet iegjstomestic supply and skills.
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Figure 12. Estimated employment effects of differerfiscal measures
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Employment guarantees are another employment-ineemseasure which, as experience
from earlier crises shows, can be especially ctfstive in the face of the crisis — if well-
designed and targetet:

Argentina’s Jefes y Jefas de Hogar Desocupadogamoge, introduced during the
2001 crisis, reduced aggregate unemployment bystimated 2.5 percentage points,
increased labour force participation and reduceeme poverty. 50

Similar public works programmes in Indonesia, Rdjgubf Korea and Thailand
adopted after the East Asian financial crisis, ptb¥o be relatively successful in
employing large numbers of individuals. Howevendsts suggest that programmes
could have been more effective if better desigmetraonitored. 51

The National Rural Employment Guarantee (NREG)nafid provides an important
safety net for many rural households. The progranammes to provide additional

employment to the underemployed and the unemplbyeehtitling every rural Indian

household to 100 days of work per year. The buftgeghe NREG in 2006-07 was 0.3
per cent of GDP?

In developed countries where most of the jobs armdl, supporting employment through
partial unemployment benefits or subsidies for wroworking hours can prove effective.
Such measures are being used extensively in som@pé&an countries. (see also box 10
below for examples of experiences during the Afirrancial crisis).
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... supported by efforts to promote workers’ skills .

To be successful, employment-intensive investmeeesl to go hand-in-hand with efforts to
promote skills development. In many cases, newsskill be needed in order to match the
requirements of new infrastructure spending andjqammmes designed to support sectoral
transition, e.g. towards greener technologieshis tegard, the design of such programmes
is fundamental to ensure success due to the timeiregl to adjust training provisions
accordingly. Implementing time- and cost-efficienethods to identify current and future
skills demands becomes crucial. The conclusionsthaef 2008 International Labour
Conference discussion on skills for improved pragitg, employment growth and
development can help in this regard.

... and help jobseekers through effective public empl oyment services and
active labour market programmes

Active labour market programmes play an importaé iin skills development and more
broadly in facilitating the adjustment of individsao changing labour market conditions.
Such programmes can take many forms, including:sgdrch assistance and monitoring,
personalized action plans for jobseekers, trainiregyd targeted programmes for
disadvantaged groups. They can also provide mueldetk income support. If properly
designed, they can enhance employability and imgtaieour market mobility in the short
term. They can further facilitate matches betwden gkills of displaced workers and the
skills required in the jobs created by new publitvestment (e.g. in construction,
infrastructure and alternative energy).

Some lessons learned to date about enhancing thetieéness of active labour market
programmes include: an obligation on the part & benefit recipient to undertake an
activity and enforcement of this obligation by theogramme; making participation in

programmes compulsory; targeting increased effectgs of outcomes, programmes and
services (e.g. combining training and job-searcistence); and in-work benefits help
facilitate a return to work®

During a crisis, special programmes to assist desga or retrenched workers should be
intensified. The ILOGuide to Worker Displacement: Some tools for remlyithe impact on
workers, communities and enterpriggmmonstrates the wide range of possible respdnses
enterprises, communities and workers to economientlorns and how to reduce potential
job losses. Schemes targeting temporarily laidwdirkers can be very efficient, since
workers with firm-specific training are often expet to return to work at the same firm (or
sector) when the business climate improves. This tf programme could complement the
employment-intensive public investments and inited to extend, or enhance,
unemployment benefit coverage. This may mean allugaadditional resources to public
employment services. Already, some national empéoynservices have been mobilized to
help address the global economic crisis (box 6).
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Greater use of active labour market programmesdcalsb be foreseen for some developing
and emerging countries. A recent study shows thiates12 out of 31 economies in Latin
America and the Caribbean are indeed already usciiye and passive labour market
policies in response to current economic circuntsian’ The cost of new programmes is
relatively low. For example, Argentina’s spendirepked at about 1 per cent of GDP. Based
on this cost level, such programmes could be anoapiate tool if there is political will by
policy-makers.

Leveraging local partnerships to enhance effectiven ess
The effectiveness of employment-intensive investsieskills development and active

labour market programmes can be improved by leuegacppacity among local partners —
the foundation upon which the ILO’s employment-it#ize investment programme is built

(box 7).
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Enhancing social protection, especially among low-i ncome groups

As earlier sections illustrated, as the crisis ld¥pthe risks that individuals around the

world are facing are exacerbated by limited acdessocial security schemes and social
safety nets. At the same time, in countries whed schemes do exist, pressures on their
finances, e.g. pension systems, are intensifyingpastries experience the double burden of
declining tax contributions and increasing expamés due to rising claims.

Well-designed social policies can alleviate the con sequences of the crisis in the
short run ...

Supporting workers and their families through widkigned social policies — a core ILO
competency — is a key component to averting a kodsis and stimulating the economy

* *o# N7-

33



more broadly>® Neglecting victims of the crisis, and of the intEmnecting food, energy and
poverty crises, would be unfair and could underngnpport for government rescue plans.
Moreover, supporting low-income groups, which tghie have a high propensity to
consume, would help stimulate aggregate demandestore confidence.

... by helping low-income and other vulnerable groups while supporting the
recovery ...

One way to provide assistance to individuals isviden eligibility conditions and increase
benefit amounts of existing social security schenweg. by extending the duration or
increasing the generosity of unemployment benésige table 4 for examples of countries
that have already done this). In the absence ditiegi schemes, however, it may be
necessary to introduce new measures to help loemiecand other vulnerable groups.

For example, income support measures such as moralicash transfers could be further
strengthened (or introduced) to enhance humanatapitd access to education and health
services, especially for the poor (see box 8). Thizarticularly relevant given that in many
low-income countries, crises are associated withrgrohealth and education outcomes for
children, while in middle-income countries, theyeaassociated with poorer health
outcomes® Investments in children’s education and healtivises also have a long-term
systemic impact on poverty levels. Social and sargices also provide job opportunities for
women who may not be able to take up constructiorkwn infrastructure projects.
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In cases where conditional cash transfers do riet, @stablishing a new programme can be
a complicated, time-consuming and administrativadliallenging process, entailing
considerable data-collection and monitoring cagaetiich may be difficult to mobilize in
times of crisis. Consequently, in low-income coiggrwhere poverty is widespread and
administrative capacity limited, unconditional tséers could be considered as a way to
enhance universal social protection.
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A wide range of other tools and targeted intenamiprogrammes could be envisioned to
support vulnerable groups such as workers in tfa@riral sector and rural areas, e.g. the
labour-intensive public works programmes as un#ertaby many governments during

crises (Argentina, Indonesia, the Republic of Koesal Thailand). As discussed above,
employment guarantee programmes of this naturepotantially combat both poverty and

unemployment with positive secondary effects onprgnother things, health, crime and

political stability. Other types of income and epyhent entitlement programmes, such as
those offered by the Self Employed Women'’s Assamiain India or the Grameen Bank in

Bangladesh, could also help provide much needeidlgmotection to vulnerable groups in

times of crises. For programmes targeting informakkers, particular attention to the

gender dimension will be crucial.

... and protecting pensions from the volatility of st ock markets

In order to avoid losing ground both against emgstpoverty thresholds and the rates of
replacement income provided, it is necessary toresolidarity-based minimum guarantees
of pension amounts underwritten by the State, antegt the pension levels of individuals
who are close to retirement. In certain countr®gly as India), the elderly rely heavily on
income from savings, which is likely to be severalytailed with current interest rate drops.
In addition, in countries that rely on annuitizatiof individual savings accounts, any
prolonged suppression of interest rates is likelyiead to serious difficulties because of
increased volatility in annuity rates (prices).

As a transition measure, a minimum pension baseda i@asonable minimum rate of return

ought to be financed or guaranteed by the Statge@ments could also authorize pension
schemes to reduce their levels of capitalizatione Qossible approach is to allow schemes
to go into temporary actuarial deficit. If assetes rebound in due course, then the ultimate
net cost of such guarantees would be only a fraatiothe momentary losses of pension

assets.

The OECD has suggested that governments couldgplagre active role in managing the
risks associated with the payout phase of pensiodsannuities. In particular, governments
could encourage the development of longevity-hegigiroducts by producing an official
longevity index. Other proposals include suggestifor governments to issue longevity
bonds that “would set a benchmark for private issyevhile also giving consideration to
issuing more long-term and inflation-indexed bordst move already taken by a small
number of countries, most recently the Danish gavent, which released a 30-year bond
that was primarily bought by domestic pension fuad insurance companies.

But these measures should form the basis of a broad -based social protection
for all ...

While the above measures to protect the most valiherare important steps to addressing
current challenges, they should form part of aeystic effort to develop a broad-based
social security system (covering social assistaadecation, health, unemployment benefits,
etc.) and an overall poverty reduction strategy.
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... which can help mitigate the impacts of future cri ses ...

Experience in several European and, more recestlype Asian countries has shown that a
system of basic social security can mitigate thpaots of crises by means of automatic
stabilizers — measures of support that automafidaltrease during times of crises or
increased household vulnerability.

... and, if consistent with employment goals, support development objectives

Moreover, increases in social spending do not irapgewth. On the contrary, if social
protection is designed in a way that takes intooant work incentives, it can boost the
quality of growth through its pro-poor elementsr Egample, countries that have high social
spending also tend to have lower levels of povartgt inequality®® In other words, social
security measures should, and can, be designedch & way as to go hand in hand with
economic policy to increase production, social @cbon and redistribution while addressing
broader social issues such as family, care andrgove

Just as the Great Depression was a defining mometite United States in creating the
Social Security Act (1935) and the financial andremmic crises of the 1990s were defining
moments in Asian and Latin American social poliegavation, this current crisis should be
taken as an opportunity to enact much-needed rsfaorsocial security systems. In this
respect the Social Security (Minimum Standards) v@ation, 1952 (No. 102) can guide
efforts to strengthen social security systems.

Protecting the rights of workers

In attempting to address the challenges assocwitedthe crisis, it is crucial to ensure that
workers’ rights and international labour standaads not compromised in the process. In
fact, the observance of fundamental principlesrigtuts at work must be part of the solution
to the crisis. Moreover, respect for fundamentaigiples and rights at work is necessary to
maintain social justice and peace, and to avoidtipal unrest which could create even
greater delays in terms of a recovery.

Reduced labour standards would be both unfair and ¢ ounter-productive ...

Some argue that labour market rigidity and ovethingent labour standards restrict the
capacity of an economy to cope with economic shackisthat labour market flexibility can
temper both the depth and duration of unemployritettie current crisis® However, there
is considerable evidence drawn from cross-courtngdiss that illustrates that there is no
clear relationship between fewer labour regulatiand faster economic and employment
growth.® Efforts that are focused exclusively on speedipghe labour market adjustment
process to cope with the global economic crisisthanrisk of impairing long-term growth
potential.

Maintaining labour standards helps support confidesind thus contributes to activating the
economy. Moreover such measures would be equitaiideenable vulnerable workers to
deal with labour market risks, thus enhancing pampslpport for recovery packages. The
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different national situations now arising in thentaxt of the crisis highlight the relevance of
the ILO’s full complement of instruments to protagirkers’ rights (see box 9).
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... and the crisis represents an opportunity to empha sise the role of workers’
rights

The crisis should be taken as an opportunity tofeete the value of protecting and
respecting workers right%. Measures should be taken to guarantee impartihlesficient
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judicial, as well as extra-judicial, proceedingsald®y with individual and collective
disputes. Labour inspection and administrationesyst should be reinforced to guarantee
implementation of measures taken to combat théscaisd its social consequences and to
provide services to employers and workers. Pubhgpleyment services and labour
inspection have a special responsibility in thigarel.

Better enforcement of workers’ rights could helphiage more balanced income
developments and thus reduce the risk of futureesif” A consistent finding is that
countries that have labour-friendly regulationsnsei® be associated with lower wage
inequality — a tangible social benefit — withoutpiosing any significant loss in terms of
output and employment® A rights-based approach to the crisis can thush@nthe
discussion of policy options, to enhance socidigasn the immediate and longer term.

The role of social dialogue and wage determination

Social dialogue plays an essential role in protecti ng rights and achieving
employment objectives ...

The Declaration of Philadelphia established the 'd.©@ommitment to social dialogue,
tripartism and participation. Its central importarias been sustained over the decades. More
recently, in 2002, the International Labour Confiers adopted a resolution concerning
tripartism and social dialogue, recognizing thatislodialogue plays an essential role in the
achievement of employment objectives and the imgmmnt of social protection. Social
dialogue can be instrumental in adopting effecto@)crete policy responses by helping to
improve the design of reforms, and it can helpdister support for reforms in generl.

... social partners can be instrumental in designing and implementing reforms
for overcoming the crises ...

At the Eighth European Regional Meeting of the Il@sbon, February 2009) participants
emphasized the significance of social dialogue &syameans of developing strategies to
counter the recession and secure the commitmegdvafrnments, employers and unions for
implementation of the strategi€s.Indeed, examples from past crises can be idedtifie
which illustrate how national tripartite consultats have played an important role in
overcoming severe economic difficulties. For exampin Singapore measures were
introduced to mitigate excessive layoffs, whereasthe Republic of Korea, eventual
agreement improved the government’s crisis-manageoapacity, and was instrumental in
reaching national consensus (box £0)n addition, Argentina’s post recovery process was
based on a social pact bringing all the socialngasttogether.
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... and finding pro-decent work solutions to immediat e and longer term
challenges ...

At the national level, the existing institutionabfework, as well as newly established
consultative bodies, should be used to identify iamaglement appropriate national policies.
Where these bodies do not exist, ad-hoc high-lewettings should be held to exchange
information and to consult or negotiate policy meas. In difficult times, it is of particular
importance to build and maintain mutual trust betmvéhe State and the social partners and
among the social partners themselves. The ILO ¢ay gn important role in this context.
Social dialogue and collective bargaining are pduletools to cope with immediate
challenges of the crisis, such as preventing saaikst, avoiding damaging industrial
actions, reducing income inequalities and maint@rsocial cohesion. Through improved
governance social dialogue can also pave the waghfared prosperity and stability in the
longer term®’

... especially as regards wage developments — a parti  cularly contentious issue

One point of contention is wage-setting practicks.particular, some advocate wage
moderation in an attempt to cut costs and prewvaniqgss in ailing firms. Others argue for
maintaining purchasing power and aggregate demand.

Overall, to sustain the recovery, average real wage s should grow in line with
productivity and minimum wages should not fall ...

Paradoxically, both views are probably valid. Oa tne hand, firms are facing significant
financial difficulties and their viability, includg that of the employees, may rely on
significant cost reductions. Such reductions, whigke the form of, among others, wage
freezes or cuts — perhaps even in line with praditiztdeclines — can help firms survive and
avoid lay-offs.®® In addition, earlier experiences in Asia and Latmerica show that lower
wages played a strategic role in the response doctlsis. Lower wages, together with
currency devaluations, resulted in massive impream@min external competitiveness. The
latter, in turn, was instrumental in the recoveiryhese countries.

On the other hand, given the global nature of tineent crisis, a generalization of wage
restrictions in the name of competitiveness andebgirofitability would most likely push
the world economy into further trouble. This is @alr risk. Indeed, excessive wage
developments are not the cause of the crisis.dn é&vidence suggests that real wages have
tended to growbelow productivity gains since the early 199850n average, pre-crisis
profit rates were high by all standards. So, unlike crisis of the early 1980s, low
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profitability has not been the main problem for mesterprises. In addition, stagnant
median wages and incomes were an enabling fachindexcessive debt accumulation.

In light of the evidence to date, this may meart thages may need to rise faster during
economic upswings and less rapidly during downssuirigtogether, as a response to the
crisis as well as from a longer term perspectiveould be economically desirable — as well
as fair — if average wages would grow over the omadierm in line with productivity gains,
taking into account firms’ viability in the shont.

In this respect, the role of collective bargainiagd social dialogue will be critical to
achieving a desirable outcome. Employers and werkeed to be encouraged to participate
in collectively negotiated wage-setting practicBevernments can help stimulate dialogue
and facilitate concerned action to avoid socialhdesirable, and potentially inefficient,
generalized wage reductions. Moreover, collectieegaining can reduce overall wage
inequality and ensures a stronger link between@uoimgrowth and average wagés.

Governments can support this process through mminvage legislation, adjusted regularly
to maintain the purchasing power and avoid suddipastments, which are detrimental to
job creation. The Minimum Wage Fixing Labour Conten, 1970 (No. 131), provides an
important benchmark in this regard.
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V. Improving global policy coherence for more bala nced growth
and development

The need for greater global policy coherence has kephasized many times, and for good
reasons. But it is especially important now. Unlgssater international coordination is

achieved in the responses to the crisis, the weddonomy will face the prospect of a

protracted economic crisis, entailing an even dedggour market crisis and significant

social hardship. No international organization ourry has the mandate for, or is equipped
to treat, all facets of the crisis and its undedyichallenges. This is why the G20 has
emerged as a key forum to discuss the crisis.

The ILO has therefore committed itself to fosterigigater cooperation among national
governments, international organizations, and otltiekeholders in support of a stronger,
cleaner and fairer economfy.lt is important to build on complementarities beém the ILO
and the different mandates of other internationglanizations — particularly the World
Bank, the IMF, the WTO, and the United Nations Eowment Programme, among others —
to enhance coherence between economic, finanaiatlet social, environmental and
development goals.

Avoiding in-ward looking and protectionist solution S

The global crisis will not be solved by protectistngolutions. Rather, such solutions would
depress world trade and investment, further aggiraydhe recession. Historical evidence
from the Great Depression shows that attempts stone economic stability by closing

borders to trade are bound to fail and would gdeeexen more substantial income and
employment losses in the long-run. The repercussiondeveloping countries, which rely

so heavily on world markets, would be especialiytec

The role of the multilateral system is critical @ndill be important to remain vigilant vis-a-

vis the mounting pressure to support strategicosedike automobiles. Support should be
temporary and tied to social and environmental tmrs. To complement this, however, it
is of paramount importance to help workers adjtlstpugh a variety of training and re-
employment measures as discussed earlier.

Likewise, attempts to overcome the crisis througmetitive currency devaluations would
be counterproductive. Some countries have alreadyrécourse to strong devaluations. In
some cases, this may be justified on the basisai@nic fundamentals. However, currency
devaluations with the aim of improving competitiess will not help overcome the global
crisis and may aggravate trade tensions. Hereaoayrderly adjustment, through proper
international cooperation is clearly desirable.

Generalized wage deflation to protect individuabremmies would aggravate the crisis even
more than a wave of competitive devaluations. Iddeeage deflation would deprive the
world economy of much-needed demand and would sgsiously affect confidence. Open
market policies, which are so crucial to the recpyveiould also face a risk of backlash if
workers perceive the measures as unfair.
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Reforming the financial architecture so that it ser ves the needs of the real
economy...

Medium and long-term measures to overhaul the Gilmhmegulatory framework are required
to move towards a more stable global financial systPreviously widespread practices —
such as excessive leveraging, opaque financiatuimgnts and executive compensation
schemes — need to ceaSdn a few cases, limits on executive pay and banlse been
instituted as a condition for government assistaBeg a more profound change is clearly
called for.

Indeed, despite the coordinated international nesp® in the short-run, the global financial
system is likely to remain marked by volatility urgignificant structural adjustments are
made. Therefore, in all countries, it will be crmlcto reinforce prudential regulation to

reduce excessive and irresponsible short-termtakikig on the part of certain financial

actors. For instance, lightly regulated markets ffioancing mechanisms such as private
equity, hedge funds and non-bank financing have Iedd responsible, in part, for sudden
herd-like in- and out-flows of funds in certain usdries and sectors which may have
magnified the effect of the current crisis. A caui approach to regulation is especially
important in countries where financial markets act sufficiently developed and where

supervision mechanisms are weak. The “de Laros#rert” provides a rich menu of how to

move forward in this regar@®

... and takes into account the social impacts of diff erent reform options

The regulatory reforms made in the coming montltsyaars must be assessed against their
social impacts and implications for employment gtowAs the International Labour
Conference emphasized in 2007, financial serviegsindeed be used to promote decent
work outcomes, if regulated appropriatéf/Any new financial system should therefore give
incentives for productive investments in sustaieabhterprises and decent work, and
disincentives to short-term speculation.

In this regard, the ILO has an important role ightighting the social impacts of the reforms
to strengthen the inclusiveness of a new finanaiahitecture and help the international
community strike the right balance between govemintregulation and corporate self-
determination. The ILO’s Social Finance Programreapported by analytical work,

provides a major benchmark in this respéct.

Promoting social sustainability of economic growth

One of the most significant challenges will be ts@e a more equitable distribution of the
gains from globalization, as highlighted in the @bdustice Declaration. This is important

in and of itself. In addition, as noted in the ffisgction of this paper, excessive inequalities
are a key factor behind the financial crisis. Amamdyanced economies, high income
inequalities tend go hand-in-hand with a greatedéun of household debt (figure 13).
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Figure 13. Household debt and income inequality isome OECD countries, 2005
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Moving forward, this means ensuring that tax pekcare more progressive than hitherto —
which requires international coordination so asvoid harmful tax competition to attract
high-income groups and businesses. Social protectforms, as discussed in the third
section of this paper, can be designed in such w twat they serve both equity and
efficiency purposes’® Also, countries that have stronger tripartite itnsibns are better
placed to ensure that the gains from globalizaaoa distributed in a balanced manner.
Finally, rising non-standard and informal employmerwhich tend to pay less than formal
standard jobs — have contributed to rising inconegjiialities in developed and developing
countries alike. More attention is therefore neetetthe quality of employment created.

Financial globalization too, has reinforced the dward trend in the share of income going
to labour and more fundamentally, has intensifiednemic instability. A new financial
architecture, along the lines discussed above, mwossider these social consequences in
order to produce more stable and equitable employared economic growth.

... as well as environmental sustainability

Globally, increased emphasis has been placed @sting in energy efficient technology for
greener and more sustainable growth, and severa@rigments have announced stimulus
programmes designed to make progress in that r¢gaedbox 11). In some cases, the bulk
of “greener” jobs created is likely, at least iality, to be in traditional sectors such as
construction. Nevertheless, green investments dHmliewed as an important step towards
revitalizing the economy and generating more emvirentally-friendly, decent work. And,
in the medium to longer term, such investmentsp#ncountries on a path toward greener
and more sustainable growth.
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Addressing the development dimension ...

Even before the onset of the current financialigrifood, education, health, social and

environmental challenges existed for many devetpgiountries. And the crisis is likely to
aggravate the situation.

... by building capacity, notably administrative and institutional in developing
countries ...

As outlined in the third section of this paper, th® has developed expertise to help
promote development through decent-work-friendlyigies. The following are important
policy elements of the global jobs pact: the impdamation of job-rich infrastructure and
housing projects, the fight against child laboud &m favour of schooling, the build-up of
social protection systems as fiscal conditions jigl@nd the enlargement of the fiscal space
through well-designed policies that facilitate s#ion to the formal economy. In this
context it is to be kept in mind that respect foreclabour standards is not only a key social
goal, but also creates the conditions for balaremhomic development, itself conducive to
greater prosperity in the long-run.

It is crucial to build up administrative and ingtibnal capacity to make these programmes
effective and to engage social dialogue as patiettrategy. The recent Mexican anti-crisis
reform (“Acuerdo nacional en favor de la economia familyarel empleo”)provides an
interesting example of what can be done.

... and creating a global jobs fund

Some countries are better-positioned than othess.ekample, those which took steps to
better manage their economies and avoid excedsk«taking and leverage are likely to be
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impacted less. Others are confronted with an aofaghallenges including limited fiscal
space, a fragile current account, and potentiak ron their currency. Indeed, countries
inheriting large fiscal and current account dedicitill be much more vulnerable, especially
if these imbalances are driven by exogenous cirtamages (most notably the need to cope
with the terms of trade shock unleashed by the fwtifuel price crisis of mid-2008).

Circumscribing policy options of particular develog countries with a framework of
conditionalities by international financial institans will compound the difficulties faced by
such countries (see box 12).

What is needed is a counter-cyclical global medranias advocated by some analySts.
For instance, a global jobs fund would provide supfo countries facing the global crisis. It
would rely on a line of credit separate from thiathe traditional IMF package. And it would
provide the necessary stabilization credit neededsustain the external crisis without
aggravating social hardship. Indeed the credit wdt be subject to the condition that
social protection and minimum wages be cut. Instéadould be used to help revitalize the
economy through investments that strengthen deredap prospects. Importantly, the
measures would be adopted as part of nationalglialoso as to improve social cohesion.
Involvement of the ILO, side by side with IMF ancowd Bank, would be crucial. Indeed, as
shown in the third section of this paper, ILO hias expertise to design programmes that
help create decent work and sustainable enterprises

The President of the UN General Assembly has eskedal the Commission of Experts on
Reforms of the International Monetary and Financiistem (the so-called Stiglitz
Commission) to draw attention to the asymmetriegh@ capacities of developed and
developing nations to respond to the crisis, ansrange of other important issues. Through
its position in the UN system, the ILO can supploet Commission’s work by pointing to the
employment and social consequences of existing @nogposed solutions to crises in
developing countries.
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In sum, a global jobs pact with decent work princip les at the fore can pave the
way for a more sustainable economy in the longerte  rm

It is imperative that responses to the crisis sthawit just be seen as piecemeal measures to
be rolled out temporarily, only to revert back tmS$iness as usual” as soon as possible. The
challenge now is to respond to the current crisr@ugh measures, which, as discussed
above, pave the way for a better pattern of groaviti development. Global coordination
efforts currently underway could increase the pngjtg for multilateralism to tackle
development challenges more creatively and effelstiv the future.

In this way, international partners can contribtdea better global economy and society,
which, together with a new financial system, canmfadhe foundation for more sustainable
development. In this respect, the ILO has an ingmrtole to play within the multilateral

system, in cooperation with its partners at theonat level, to advance opportunities for
women and men around the globe to live and wordoimditions of freedom, equity, security

and dignity.
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V.  Assessing the effects of the global jobs pact on the
recovery

Nearly 90 million people will enter the labour mark et during 2009-2010

In order to assess the extent of the job challeitgs, useful to examine likely trends in
labour market participation. Demographic projecticuggest that, during 2009-2010, the
population aged 15 and over will increase by neadl§ million people (Figure 14). Among
them, over 89 million aged 15-64 will be looking femployment — on the assumption of
constant participation rates. In other words, 8Biani net new jobs will need to be created
over the next two years to keep unemployment dvis of end-2008.

This is a major challenge. Experience from earkeessions suggests that the jobs deficit is
likely to widen dramatically. During the slowdowii §993-1994, employment grew by a
total of over 69 million. But world GDP had growwg bBn average of 2 per cent during this
period, compared with falling GDP this year anduacertain, mild recovery predicted by
most analysts for next year.

Figure 14. Estimated labour market and social devepments, 2009-2010
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To avert a major jobs crisis, stimulus efforts need to be greater, more job-oriented...

The IMF recommends that global stimulus be in traepof 2 per cent of GDP but among
the 32 countries assessed, fiscal stimulus stanoisiyal.7 per cent — even less as a share of
world GDP (Table 5). Moreover, stimulus as a petaga of GDP for advanced economies
is only 1.3 per cent — less than half that allogdite developing and emerging economies. In

light of deteriorating economic and social conditipsuch efforts are likely to be inadequate
to avert a major jobs crisis.

Table 5. Existing stimulus measures as a percentagé GDP*
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Tax cuts — with difficult-to-gauge effects on empitent — represent over one third of fiscal
stimulus in advanced economies (Figure 15). Coelgrdittle emphasis has been placed on
allocating resources to direct employment measareassistance to low-income households,
even though these measures are crucial to avettiimgobs and social crises. In advanced
economies only 3 per cent of total spending is mpleyment measures while developing and
emerging economies are spending 0.2 per cent. drantdre, social transfers to low-income
households comprise a relatively small percentagddth groups (10.8 per cent in advanced
and 6.8 per cent in developing and emergifg).

Figure 15. Decomposition of rescue packagés

Panel A: Advanced Economies Panel B: Developing &rgerging Economies
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... better coordinated and timely.

The speed at which governments react to the chigismplementing rescue efforts will
significantly influence the impact of such measu(Egure 16). Implementing stimulus
measures by all countries within the next three th®(Q2 2009) would help limit job losses
and support job creation at a sufficient speedra® fmid-2010. But if stimulus efforts are
delayed by three additional months (to Q3 of 209, jobs crisis will be prolonged and
severe. Indeed, in this scenario, employment wetdd growing at a sufficient speed to start
reducing the jobs gap as from early 2011.

Figure 16. Recovery from the crisis depends on thaming of efforts
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sustained
stimulus efforts

3 month delay
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