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Executive Summary

There is general consensus on the broad policy framework needed to exit the crisis.

The leaders of the G-20 nations recognized in their November 2008 communiqué that
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market principles: the rule of law, respect for private property, freedom of trade and
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The main pillars of policy are: supporting open trade; keeping credit flowing;
implementing effective regulatory supervision of financial markets; investing in the
enterprise sector; stimulating global demand; protecting the most vulnerable and
ensuring that social progress is not undermined.

In the immediate term, enhancing access to credit will help reduce the threat of
layoffs by enabling enterprises to overcome cash-flow problems associated with the
higher cost of borrowing and the drying up of opportunities for trade finance. Other
short-term measures, such as temporary payroll tax holidays, or wage subsidies,
should also be considered.

Public investment in infrastructure and housing, including through emergency labour-
intensive public works, is intensifying in many countries thanks to fiscal stimulus
packages. Tax cuts aimed at stimulating consumer spending are also being
implemented.

Education and training remain the most important means of improving employment
prospects. Maintaining the right skills for the labour market will ensure that, when
growth returns, the skills the economy needs will be in place.

The downturn provides a unique opportunity for governments to assess whether their
regulatory environments are enabling enterprise creation and development,
employment generation and economic growth.

Political, business and trade union leaders have a special responsibility to work
together to restore growth in national economies and to reinvigorate labour markets
in a way that will lead to sustainable growth.

Strengthening social protection measures should be considered to bolster demand
and to protect the most vulnerable. Similarly, active labour market programmes can
play an important role in facilitating adjustment to rapidly changing conditions.



In the current climate of fear and apprehension, enterprises can help ease tensions by
planning and implementing decisions in a manner that is fair, consistent and based on
rigorous analysis ¢ especially those related to downsizing.

Enterprises need to focus, not just on survival, but also on preparing for the economic
upturn when it comes.

Employera Qrganizations have a key leadership role. They need to champion open
and honest debate with all stakeholders on the policies and measures needed to exit
the crisis.

The ILO, by focusing on its core mandate, can play a pivotal role in assisting the real
economy actors with strategies to combat the crisis in labour markets.



L Current Situation

The full brunt of the financial crisis which materialized in the last quarter of 2008 is currently
impacting on labour markets. This is now veNE Y dg@falJdb CNR & A & Q @

The ILO estimates that, in 2009, open unemployment could increase by between 30 and 50
million over 2007, reaching a total of 230 million - a global unemployment rate of 7.1%. The
number of Working Poor in developing countries is estimated to increase by as much as 200
million.

The IMF estimates global growth for 2009 at only 0.5% and that global output will probably
fall for the first time since the Second World War. Advanced economies are expected to
contract by 2.0% and the newly-industrialized Asian economies (Asian Tigers) will contract by
3.9%. Only the group of emerging and developing economies is expected to grow at positive
rates with an average of 3.3%, led by China (6.7%)" and India (5.1%). Many of these are
highly dependent on trade and global export volumes which are expected to contract by 2%
this year.2

The collapse in global demand will drive exports down by roughly 9% in volume terms in
2009, the biggest such contraction since the Second World War. The contraction in
developed countries will be particularly severe with exports falling by 10% this year. In
developing countries, which are far more dependent on trade for growth, exports will shrink
by some 2%-3% in 2009.2 Volatility in exchange rates is also creating more uncertainty
around the profitability of international trade transactions.

Developed coumnies

The OECD reported that some 21 of its 30 member countries were already in, or heading
into, a recession that could last a year. Business investment will contract by over 5%, and
OECD unemployment could rise by at least 8 million by 2010.

In the Eurozone (EU16) the rate of unemployment climbed to 8% in December, which means
that some 12.5 million people in the region are now seeking work. For the entire 27-nation
EU, the unemployment rate was 7.4 % in December, up from 7.3% a month earlier. The
European Commission projects an unemployment rate of 9.5% in 2010.

! This is not enough to maintain employment levels. Chinese premier Wen Jiabao, speaking at the World Economic Forum in January said that the crisis had hit
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needed to guarantee social stability.
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Developing countries

For developing countries the effects of the crisis will disrupt ¢ and in some cases reverse C
the development path and compromise the achievement of Millennium Development
Goals.” Dominique Strauss-Y | Ky ¥ (i KV@nagihgaDGd2tér, told the ILOQ aViarch
Governing Body that millions could be thrown back into poverty by the crisis. He even
suggested that therecouldbead U KNB I i 2 FISQAXKPILE &PSFa@ENE | & |

World Bank estimates for 2009 suggest that these lower than expected economic growth
rates will add 46 million to those people already living on less than $1.25 a day. An additional
53 million will be trapped on less than $2 a day, on top of the 130-155 million people
plunged into poverty in 2008 because of soaring food and fuel prices.

Decreasing growth rates, combined with high levels of initial poverty, leave many
households in developing countries highly exposed to the crisis. This is compounded by the
fact that their governments are constrained in their ability to cushion the impact due to
limited institutional capacity and fiscal resources.

Almost 40% of developing countries are highly exposed to the poverty effects of the crisis
(with both declining growth rates and increasing poverty levels) and an additional 56% of
countries are moderately exposed (they face either decelerating growth or high poverty
levels), while less than 10% face little risk.®

As capital inflows and export earnings vanish, poor countries face a mountain of debt: $2.5
trillion-3 trillion of emerging-market debt falls due in 20091 as much as the American and
European budget deficits, LJf dzAd 9 dzNP LdfsitQdsts.’aHe Warld Bark puts emerging
YEN] SGAaQ FAYLY O»YyiliénEnd NBOBillioh.t 0SG oSSy

Immediate impacts

Decreasing demand is impacting on dynamic sectors (e.g. export-led, construction, tourism)
in all regions and forcing some workers into: a) less skilled and lower-paid jobs; b)
unemployment; and c) in countries without effective social safety nets, informality or
subsistence living (for example, during the 1997 Asian crisis some 30-40 % of displaced
urban workers moved back to agriculture).SAs layoffs mount and recruitment plans come to

¢ Developing country economies in the last ten years have grown faster than in any period since 1965 and even faster since 2000 (World Bank: World

Development Report 2007). At purchasing power parity (which equalises the price of a common basket of goods in different countries) emerging and

developing economies share of Global GDP rose from 39% to 48% between19¢pc YR Hnnc® o6LaC 22NIR 902y2YAO hdzif 221 Hnys
GDP growth averaged nearly 6% in the period 2000-07 (close to 8% for 2005-08 (projected) ¢ but growth rates are currently slowing.) (All figures World Bank

2007).

® Since July 2008, prices of all commodities, include food items, have fallen sharply. By October 2008, the prices of the three major food grains declined
substantially, and by December 2008 they fell further. The decline in the price of rice was sharper than that of wheat and maize. It needs to be noted,
however, that despite the declines mentioned above, the prices of all three major food grains remained at levels substantially above those of January 2007.
Rising Food Prices and their Implications for Employment, Decent Work and Poverty Reduction. (ILO February 2009).

® The Global Economic Crisis: Assessing Vulnerability with a Poverty Lens (World Bank 2009).
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a halt, some groups ¢ notably women, migrants, older workers and youth ¢ face particularly
acute labour market challenges.

So far, the most affected sectors appear to be those that had been the most dynamic,

typically urban-based exporters, construction, mining and manufacturing. The garment

industry has laid off 30,000 workers in Cambodia (10% of workforce) where it represents a

very significant export industry. In India, over 500,000 jobs have been lost over the last 3

months of 2008 in export-oriented sectors such as gems and jewellery, autos, and textiles.’

The rapid decrease in commodity prices is also impacting developing countries, particularly

those heavily dependent on particular commodity exports, (Cote dQL @2 ANBE F2NJ Ay a il
cocoa generates a fifth of revenues).

The impact of the crisis on labour markets will go beyond job losses; wages are also expected
to fall.'® In particular, the incidence of informal employment and working poverty will rise ¢
aggravating pre-existing challenges. In the poorest countries, these negative developments
will have the biggest impact on those with lowest incomes, e.g. changes to domestic
consumption, reduced investments in education, migration to urban areas etc.

Remittance income from other countries or urban areas, a stabilizer under normal
circumstances, can no longer be relied upon as these workers face job losses. Remittances
were worth $300 billion in 2008, much more that development aid! That is now dropping.

World Bank researchers predict remittances will fall more than originally expected this
yearT from $305 billion last year to an amount closer to $290 billion in 2009. Remittances
flowing to developing countries from Russia, South Africa, Malaysia and India are especially
vulnerable to the rolling economic crisis.!?

Pension systems are also under severe strain as a result of the collapse of capital markets
and private pension funds have made record losses on their investments. According to the
OECD, between January and October 2008, private pensions registered losses of almost 20%
C representing a value of $4.5 trillion. In World Bank client countries with funded pension
systems, losses in pension funds range from 8% to 50%."

Possible Scenarios

The most optimistic of three possible scenarios is that recession ends in the second half of
2009 as a result of the substantial actions of governments in reducing interest rates, shoring
up the banking system and raising government deficits. A second scenario is that recession
continues throughout this year with a weak recovery in 2010 followed by a period of slow
growth. The third, and most extreme scenario, is of a sustained and pronounced downturn

% {SAYYAY3I FIFAYAl GKS GARSE 22NIR .Ilyl .IlOl3INBMER tFLISNI LINBLI NBR F2NJ 6KS D

10 According to the World Bank, during the East Asian crisis median wages in Indonesia declined by 20-30%, while in Mexico following the 1994 Tequila crisis

NBFf 613858 RNRBLIISR o6& HM:® Gl 26 aK2dzZ R 162N YEN] SG LRtAOE NBaALRYR (G2 (GKS
! The top 5 recipients of remittances in 2008 were India: $45 billion; Mexico: $26 billion; Philippines: $18 billion; Poland $11 billion.
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http://peoplemove.worldbank.org/en/content/remittances-expected-to-fall-by-5-to-8-percent-in-2009
http://peoplemove.worldbank.org/en/content/remittance-flows-to-developing-countries

similar to the Great Depression of the 1930s. The difficulty is that, in the next six months, it
will be impossible to determine which of these outcomes is unfolding. Economic news

continues to be pessimistic with job losses mounting and confidence completely collapsed.

II. Broad Policy Framework

Encouragingly, there is general consensus on the broad policy framework needed to exit the
crisis. The leaders of the G-20 nations recognized in their November 2008 communiqué that

future approaches will only be successful @ A ¥ INRdzy RSR Ay | O2YYAlY

principles: the rule of law, respect for private property, freedom of trade and investment, and

O2YLISGAGADGS YINJSGagod

The immediate task is to restore confidence and reduce uncertainty with firm decisive
action. Lack of confidence is leading to the postponement of financial decisions, by both

consumers and enterprises, and massively contributing to the current downward spiral.

The main pillars of remedial policy are:

1. Supportingopen trade: The main protection that enterprises and their workers need is

the security that economies remain open and that opportunities to grow and develop
existing and new commercial relationships across borders will not be closed off.

Gl ff O2dzy GNAS& KI@GS || Rdzié (2 NBaArAald LINRGS
world trade and ensure that their stimulus packages do not disrupt trade. Open trade and openness to
cross-border investment are the best preconditions for ensuring that economic momentum is regained
on a global scale. We regret that modalities were not adopted within the framework of the WTO's
52KI w2dzyR Ay GKS LIl ad &@SFENX LG Aa ISithSafemenit2
by the heads of the IMF, World Bank, WTO, OECD, ILO and Angela Merkel (6 February 2009)

Protectionism in the face of crisis has proven throughout history to be a disastrous
approach and the ramifications of isolationism and economic nationalism would be
unthinkable. This view is widely accepted.13

Keepng credit flowing: The key role of financial markets is to facilitate growth in the real
economy by providing stability and liquidity to enterprises and individuals. Currently,
many viable businesses cannot access credit and this is deepening the recession. Banks
must now act to ease the credit crunch and start circulating in the economy the cash
injections received through various government stimulus packages. They need to be
recapitalized and to avoid engaging in financial nationalism in attempts to protect
domestic credit lines by discouraging cross-border lending.

13 They (delegates) highlighted the requirement to work together for a sustainable recovery that would generate decent work opportunities throughout the
region, contribute to global development and social justice for a fair globalisation while staving off the risk of protectionist responses. Creating an environment
conducive to sustainable enterprise is a necessary foundation. The Meeting agreed that it was essential to preserve open markets.(Conclusions of the eighth
European Regional Meeting of the ILO paragraph 3.
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3. Effective regulatory supervision of financial markehanges will be required, in terms
of practices and regulation, to ensure that financial systems remain robust. Such an
effort calls for enhanced international coordination and cooperation, a balance between
reasonable regulation and innovation, sound evaluation of systemic risk, and appropriate
investor and consumer protection. Support is widespread for the development of a more
coherent and efficient system of financial sector cooperation. There is a pressing need
for change, including eliminating scope for conflicts of interest.

G ! LINP LISNI @ NB3IdzA F GSR YFENY SO &aeadaSy Aa GKS o0Sal
economic prosperity, and to protect and fulfil human aspirations. The current crisis has taught us that
only with appropriate regulation can financial markets fulfil their task of providing stability and
f Alj dzA RA { @ Ecdhé@nic Redadedy yn&Enpldyrdent: 10E Statement Lisbon, 9 February 2009.

Enterprise recoveryEnterprises, particularly small ones, create jobs and their recovery
has to be the starting point. Particularly valuable to employment creation are enterprises
which provide innovative, high-quality services and products that have important knock-
on effects on suppliers and buyers and thereby expand the job-creation process;
generate higher value, adding dynamic to an economy and, through their own efficiency,
help to reduce costs for other businesses. Investment in such companies is needed now
to stimulate their expansion.

G{YlItfSNI SYyGSNILINA&SE I NBE SELISNASYOAYy3I LI NIJAOdzZ I N
access to financing (e.g. credit, leasing, venture capital funds or similar new types of instruments),
enabling policies and regulations, and support to entrepreneurship can boost the capacity of small and
medium-sized enterprises (SMEs) ¢ including cooperatives and social enterprises C to maintain
SYLX 28YSyid FyR ONBIUGS yS¢ 220a¢ [ 2yOfdzarzya 27
(Lisbon, 9¢13 February 2009)

A competitive, confident and efficient private sector is a large part of the solution, not
the problem. All arms of policy need to be directed to the goal of achieving a healthy
private sector to rebuild economic losses and restore employment.

Stimulating global demand™ Much of this will be achieved through fiscal stimulus
packages but these, as outlined by the G-20, need some coordination.”> Given the
interdependence of economies, and the global nature of the slowdown, better and more
effective coordination of economic policies is essential for success.'® The Managing
Director of the IMF has called for a sizable fiscal response at the global level ¢ suggesting
2% of global GDP. Stimulus plans should create short-term economic activity and job

' Address to the ILO March Governing Body

!> G-20 Declaration: Summit on Financial Markets and the World Economy, November 2008.
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growth while building capacity to improve productivity and sustain future economic
growth, such as through investments in modern infrastructure.

Protectingthe most vulnerable Measures should comprise extending social protection
and unemployment benefits, facilitating additional training and retraining opportunities,
strengthening placement services, establishing or expanding emergency employment
schemes and targeted safety nets. v

Ensuring that social progress isnaintained: Governments and business alike have a
responsibility to ensure that those most at risk are protected. The values and principles
contained in the 1998 ILO Declaration on Fundamental Principles and Rights at Work are
of particular relevance in this regard.

The main IOE contribution to these international debates so far has been through a six-point

plan entitted ¢ 9 02y 2YA O wS 02 @S NEwhithypRoposss Ynelisized YoS y (i €
overcome the crisis in the immediate term. The statement was developed at an emergency

forum to explore the crisis and possible responses in Lisbon in February. The six points are:

Improve liquidity to help sustain employment

Sustain SMEs and facilitate enterprise creation as the engine for recovery
Promote fundamental principles and rights at work

Support education and training as the key to future growth and productivity
Embrace corporate responsibility as an important means of action

o e hWDNRE

Resist all forms of protectionism, including within the labour market

'7 Statement of the Officers of the ILO Governing Body, November 2008

8 http://www.ioe-emp.org/fileadmin/user upload/documents pdf/papers/statements resolutions/english/state 200902 lisbon.pdf
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I. National Labour Market Policies to EXit the
Crisis

a) Increasing fnanceoptions

Businesses generally, and SMEs in particular, are vulnerable in any crisis because of their
dependence on bank credit and limited access to financial markets. Easing access to
financing will reduce the threat of layoffs as it will enable enterprises to overcome cash-flow
problems and the drying up of opportunities for trade finance. Cutting fees for lenders and
borrowers so that credit is more affordable would also help entrepreneurs in need of start-
up capital. Government guarantees on new credit should be considered to save enterprises
from having to trim back current operations due to lack of financing.

Among the financial instruments that have been adopted to confront the crisis, credit
guarantee mechanisms appear to be one of the main responses used so far. The main
reason for government-backed credit guarantees is that, while cash injections to banks may
help alleviate the overall credit crunch, lending to SMEs may not improve unless policies are
directed specifically towards their needs. Furthermore, policy measures such as lower
interest rates, credit lines and direct access to government loans can be considered to
restore liquidity. The possibility of establishing inter-bank guarantee systems (in many
countries part of the cooperative banking systems) could also be considered.

Some key questions that policy makers should ask to increase liquidity particularly for small
enterprises include:*

a) Are there sufficient policy and regulatory incentives to encourage financial
institutions to lend to SMEs?

b) Are there financial instruments (venture capital) to develop innovative enterprises?
c) Are the financial products adapted to the needs of SMEs?

d) Is there support targeted to SMEs such as advisory services and programmes to assist
them in preparing bankable loan proposals?

e) Is the information about financial services well disseminated to SMEs?

In certain cases, in low income countries, measures aimed at increasing the productivity of
small-scale informal and self-employment activities such as targeted micro-credit schemes
should be considered (micro-finance institutions (MFIs) have proven very resilient to
previous economic downturns).

19 A . ~ . A - LA < < N PN . 9
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MFIs remain robust institutions. The International Finance Corporation (World Bank Group)
reports that data from the top 150 MFIs show that while the share of borrowers 30 days
delinquent on their loans has increased from 1.2% to 2-3%, this is still very low by most
standards.

MFIs lend relatively small sums of money to people to start developing profitable business.
Many of these businesses then serve local needs which are more stable than export markets.

a) Supportingthe enterprise sectoand empbyment

At present, viable and sustainable enterprises and their workforces are being lost due to
poor credit availability, rapidly changing export conditions and collapsing confidence.
Decreasing labour costs, without reducing take-home pay, may prevent layoffs. Short-term
measures need to be put into place urgently.

Several European countries such as Spain and Sweden have cut social insurance
contributions so as to reduce labour costs. Others (including Germany, Hungary, Italy and
France) are encouraging firms to shorten work weeks rather than lay people off by topping
up the pay of workers on short hours. Britain has introduced subsides to employers to
encourage them to hire unemployed individuals who have been out of work for more than
six months.

MEASURES CURRENTLY BEING IMPLEMENTED OR CONSIDERED ACROSS RE
- Loan guarantee schemes to support working capital for enterprises;

- Temporary postponement of certain taxes, in particular payroll taxes which are more of a burden
to labour-intensive industries than to capital intensive industries and bear no relationship to
profitability or capacity to pay;

- Temporary reduction in unemployment insurance contributions;

- Targeted incentives and wage top-ups to employers to help them retain skilled employees or those
in skills training;

- Tax deductions for SMEs to invest in equipment and facilities which would have immediate
multiplier effects and also help prepare for the upturn;

- Funding to assist enterprises increase worker training;

- Support to SMEs to take advantage of new opportunities created by fiscal stimulus plans (for
example infrastructure, construction and housing projects);

- Incentives for employers who hire workers that have been unemployed for more than six months,
through subsidies;

- Reduction in the tax wedge of lower wage earners in particular
- Exploration of changes to disposable earnings via changes in the tax and benefit system;

- Reduction in the number of working hours (with lost wages being partially compensated by
unemployment insurance benefits).

5IONS




OGA number of countries are deferring Employer Social Security Contributions (National Insurance
contributions) or other employer non-wage labour costs. This both encourages companies to maintain
employment levels and provides firms in difficulties with assistance with cashflow at a time when
credit may be difficult to obtain, even for viable firms. Some countries are subsidising work-sharing
schemes when combined with training, in some cases making training a requirement. Such proposals,
which combine an element of fiscal stimulus with support to emplo@ YSyY (i Z | NB g2NI K 02y
(Parald0 DHnNn GW204a /2y FSNBYyOSé¢ [/ KIFIANLISNEZ2Y & §{ldzYY !l NB

2 April 2009)

WAYS DISCUSSED BY ENTERPRISES WITH THEIRMUOWKBRISE LAYFFS

- Introducing temporary wage cuts across the board, graduated to lessen the disproportionate
impact on lower earners;

- Reducing working hours;

- Redeploying staff to other tasks, sometimes to other work sites;

- Taking accrued leave, or bringing forward leave periods, when work is unavailable;
- Restructuring work rosters/shift arrangements;

- Temporary suspension of certain benefits or work allowances;

- Deferring wage increases already agreed;

- Filling work gaps with training;

- Reviewing the use of temporary work and of outsourced activities;

- Reducing overtime premiums or penalty rates;

- Converting full-time employment to more flexible demand-based part-time employment for an
agreed period;

- Switching from a production to a maintenance/low season work schedule with a lower rate of pay
and no production bonuses or incentives;

- Freezing recruitment/hiring or exercising non-replacement;
- Using group schemes to share apprentices and spread training costs;

- Encouraging staff to undertake community-based work when normal work in unavailable.

b) SMEsa key priority

The needs of SMEs should be a policy priority in fiscal stimulus packages and in employment
and social policy responses. Their dynamism and greater flexibility often goes hand in hand
with weaker financial and management structures which makes them particularly vulnerable
in cases of market downturns.



An additional feature of SMEs can be their position in subcontracting and global and national
value chains. SMEs can be deeply embedded in complex networks of firms and often rely on
only one or a few key customers or suppliers. Their high level of dependency on other
economic players and their limited capacity to access new markets also weaken their
position in face of the crisis.

Policies to stimulate demand, particularly for those products and services provided by SMEs,
need active consideration. This can be achieved by decentralising stimulus expenditures and
packaging public procurement in small bids so that SMEs can participate in the tendering
process. The decentralisation of infrastructure expenditures can also promote the growth of
SMEs.

The crisis also provides opportunities for local SMEs. Indeed, the dramatic fall in trade
provides openings for SMEs by allowing them to recapture local markets. This requires
access to information, credit, business development services and explicit local level
strategies to promote entrepreneurial activity to enter such markets competitively. Such
services can also help promote new enterprises in the business and personal service sectors.

Some key SME related questions that policy makers should ask include?:
U Will the stimulus package increase demand for goods and services provided by SMEs?

U Are there any mechanisms to let budding entrepreneurs identify potential business
prospects?

U Are SMEs eligible to tender to public contracts and are the bureaucratic obstacles
they face minimised?

U Are there training programmes and support for local SMEs to ensure that they are
able to tender and deliver to public contracts?

U Are there incentives to support SMEs to participate in public procurement?

U SMEs have limited capacity to look actively for information, which in turn inhibit their
participation in these markets. Does the information regarding public contracts reach
the SMEs?

c) Boosting Demand

Since an export-led recovery strategy is not an option in the current circumstances and many
monetary policy options such as interest rate decreases have already been deployed, fiscal
packages are being utilized by many policy makers to stimulate demand.?! However, not all

20 o A . . A SN . LA = < N PN ’ o
qsioa s2N] 2y (GKS RSYLYR aARSY {a9a Oy ONBIGS 2264¢ L[h TFT2NIKO2YAy3

! pccordingtothela C G CA&OFt AGAYdA dd aK2dA R 08 GAYSEE OFad GKSNB Ad dtinactdBSYd ySSR 72
rececession will likely last for some time), diversified (as there is uncertainty regarding which measures will be most effective), contingent (to indicate that

further action will be taken if needed), collective (all countries that have the fiscal space should use it given the severity and global nature of the downturn),

and sustainable (to avoid debt explosion in the long run and adverse effects in the short run). The challenge is to provide the right balance these sometimes

competinggoals LJF NIi A Odzt NI @ I NBS FyR tlFadAy3a OGA2ya GSNBdAzZA T Andhdd: Antodiodza G Ayl 6 At AGREd
Spilimbergo, Steve Symansky, Olivier Blanchard and Carlo Cottarelli December 2008.
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countries have sufficient fiscal space to implement packages of this kind and expansionary
actions may threaten the sustainability of public finances.

Public investment in infrastructure and housing, including through emergency, labour-
intensive public works, is intensifying in many countries thanks to fiscal stimulus packages.
Such approaches have become an important element of job creation strategies in many low-
wage developing countries with considerable reserves of underutilized labour, and they can
be applied in developed countries. While capital-intensive infrastructure projects take time
to generate jobs, labour-based approaches can create and sustain employment within a
short time frame.

Cuts are being made in sales and income tax rates to stimulate consumer spending. These
can be applied to specific sectors, for example to boost the automotive industry. Additional
efforts targeted at consumers include tax cuts, or other subsidies, to first-time home buyers.
For existing home owners, incentives through subsidies and tax exemptions are being
granted on energy-efficient home improvements. Increasing the availability of public
housing is an additional measure to benefit poor households that some governments have
put in place.

Boosting public sector employment and wages might be a tempting way for governments to
bolster labour demand, but this is an expensive intervention with limited pro-poor impact.
Civil service workers are typically not poor and public sector wages constitute a large share
of public expenditures. Once implemented, such increases are also difficult to reverse.?

European Central Bank President Jean-Claude Trichet recently voiced these concerns, stating
that pay restraint would help prevent unemployment scarring W | fF NHS LINE L2 NI A

LIS2 LJX S 2 F addzhitgoveynmhents B & Q2 wizlie ourtigeous policies of spending
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Indeed, in countries where the private sector is suffering, with enterprises going out of
business, and workers losing their jobs, it would be inappropriate for those in the public
sector, with somewhat protected livelihoods and a degree of insulation from the crisis, to be
afforded special treatment.

d) Maintaining education and training budgets

An important element of employment policy in stimulus measures is to provide budget
support for training and education. Education and training remain the most important
means to improve employment prospects and are key to future growth and productivity.
Communication and engagement between governments and all actors in the economy are
crucial in this effort. As is the constant updating of skills needs. Local and regional level
partnerships between the main economic actors are critical in this regard.

22 < A * A « " . A % - >
al 26 akK2z2dzf R £1062dzNJ YIFIN] S0 LRfAOe NBALRYR 02 UKS FTAYFYyOAlIf ONARAAAKE 22NIR
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Budget support for skills development, coupled with measures to improve worker mobility
and social safety nets, lies at the heart of an economic and social response to the crisis.

Maintaining the right skills for the labour market will ensure that, when growth returns, the
skills the economy needs will be in place. There is a significant risk that extended periods out
of work can reduce the skills that individuals have already built up, which further impacts on
their attachment to the labour market. Now with orders down and resources lying idle is
also the time to address internal issues, such as workplace practices and investing in human
capital by improving and retraining the workforce.

e) Regulatoryoverview

The downturn provides a unique opportunity for governments to assess whether their
regulatory environments are facilitating enterprise creation and development, employment
generation and economic growth. Governments in too many countries still make it difficult
to start a business by maintaining onerous regulatory environments and compliance costs
that actually obstruct wealth and job creation. The growth and development of SMEs is
hindered most in such environments. 2*

f) Effective labour market regulations

Stringent layoff regulations can impede flexibility, making it more difficult for enterprises to
react quickly to economic downturn.”® Employment regulation does matter to the
confidence and conduct of employers, particularly as many struggle to remain in business.
Efforts to retain staff numbers need to be facilitated by legislation that allows enterprises
and their workers to make the necessary decisions.

Structural reform of labour market rigidities must continue, even in this most difficult
environment. More flexibility in labour markets is essential not only for the survival of firms,

odzii It a2 F2 NseibEmpldy&esitiRough théetohothis dswnturn.

Much of the reduction in European unemployment earlier this decade was due to the rapid
growth of temporary contracts ¢ a measure introduced as a way around the expense and
difficulty of firing permanent workers. Much of the employment losses are now hitting these
temporary workers ¢ young, low-skilled and migrants in particularly are bearing the brunt.

The importance of labour market reform can be underlined by a look at previous crises. After
the recession of the 1970s and early 1980s, lack of labour market reform in a number of
European economies kept unemployment stubbornly high.26

24
The cost of starting a business varies from 5% of per capita income to 1,440%. Countries that performed worst on growth in the last decade also had much
higher start-up costs than other countries. (IMF 2007)

25

The authors find that job-security regulation clearly hampers the creative destruction process, especially in The cost of starting a business varies from 5% of
per capita income to 1,440%. Countries that performed worst on growth in the last decade also had much higher start-up costs than other countries. (IMF
2007)countries where regulations are likely to be enforced (Trade and Employment : Challenges for Policy Research Joint ILO/WTO Study2007)

26 N ~ ) ’ - ’
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g) Dialogue

Dialogue is a key element in developing strategies to counter the recession and securing the
commitment of governments, employers and unions in their implementation. At a time
when confidence is at low ebb, enhanced dialogue is needed to overcome mistrust and find
agreed ways forward. Indeed, political, business and trade union leaders have a special
responsibility to work collaboratively to restore growth in our national economies and to
reinvigorate labour markets in a way that will lead to sustainable growth.

In the current climate of fear and apprehension in the workplace, enterprises can help ease
tensions by planning and implementing decisions in a manner that is fair, consistent and
based on rigorous analysis ¢ especially when they relate to downsizing. Workers sense
fairness when treated with respect and dignity and when given advanced notice of changes
with an opportunity to provide input where appropriate. Enterprises should be open about
the challenges facing their business. In many cases providing real-time data on the
Sy i S NEdblbréicSitQation can be helpful.

Fear of layoff pervades the workplace as negative economic news accumulates, making it
difficult to motivate staff at this critical time. Practicing good human resource management
now will pay high dividends when good times return.

h) Social Protection

Strengthening social protection measures such as wider coverage of unemployment benefits
and insurance schemes and protecting pensions from the devastating decline of financial
markets could be considered as a means to bolster demand and protect the most
vulnerable. This is however not without its challenges. In developing countries the fiscal
space to expand social spending will be limited and in developed countries social spending
has already increased considerably in recent years. *’Targeting also needs to be at the
forefront of policy decisions and any measures that are introduced should ensure that
benefits fall to those who need them the most.?®

An effective policy package should include a combination of passive and active labour
market programmes designed to stabilize employment and earnings. OECD countries on
average spend 1.5% of GDP on labour market polices (0.9% on passive measures such as
unemployment assistance and 0.6% on active policies).”

Active labour market programmes (such as job-search assistance and monitoring,
personalised action plans for job seekers, training, and targeted programs for disadvantaged

27
Oln developed countries, governments have been taxing more and spending more to offset the trend towards more inequality ¢ they now spend more on

320AFf LREAOASA GKFy G Fyd GAYS Ay KAAG2NEB®EOWDNRSAYI ! ySlidd t Qho/ 5

28
There is increasing awareness that supply-side subsidies for health and education services often fail to benefit the most vulnerable people. Recent research
from public expenditure incidence analysis shows that spending on education and health is typically skewed to services disproportionately used by the rich and
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groups) can play an important role in facilitating the adjustment of individuals to changing
labour market conditions. Importantly, with many countries undertaking new public
investment driven by fiscal stimulus packages, new skills will be needed (e.g. in construction,
infrastructure and alternative energy).

During a crisis, special programmes to assist displaced or retrenched workers should be
intensified. Schemes targeted to temporarily laid-off workers can be efficient, as workers
with enterprise-specific training are expected to return to the same enterprise when the
business climate improves.

Attention also needs to be paid to passive measures. Early retirement schemes and
providing exemptions from job search for older workers has historically not freed up jobs (as
intended) for younger job seekers. Additionally some European countries have advanced
reforms in recent years to ensure the effectiveness of schemes for those seeking sickness
and disability programmes ¢ again a fear could be backsliding on these reforms. *

OLong term unemployment or underemployment, and the impact this has on both men and women is a

key issue for all countries to tackle. Reducing the labour supply is not an effective option. Evidence shows

that reducing the labour supply by early retirement schemes and exemptions from job search for the older

unemployed may undermine labour supplyé 0 t | NI MTUO DHn &aW2oa [/ 2y7F
(technical contribution to the G20 summit 1-2 April 2009)

Conditional cash transfer (CCT) programmes aimed at poor families on the condition that, for
instance, their children regularly attend school, receive prescribed standards for preventive
health care, and participate in nutrition programmes ¢ should also be considered as a policy
instrument to cushion the blow to the poorest.

i) Migrants

Migrants are likely to be among the first workers to be laid off because of their
concentration in the most vulnerable sectors, such as construction or tourism, and because
they frequently hold temporary jobs. In previous downturns, migrants might have returned
home. The global nature of the current crisis means that this may not be an option.

It would, however, be counter-productive for governments in developed countries to close
their doors to migrants. Many are still needed to do jobs that citizens in industrialized
countries are unable or unwilling to undertake. The structural need for migrants is still
underlined by demographic projections showing that, by 2050, these countries will
experience even greater labour shortages due to falling birth rates and ageing working
populations, with twice as many people over 60 than children. Short-term responses could
therefore jeopardise long-term needs.

30 N ~ ) ’ - ’
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]) Green jobs

The crisis is regarded as an opportunity to promote employment in the environment sector

by means of so-O £ £ SR & HoBveryl 22 2Rk &1ESP G KS G INBSYy 2204a¢
narrow and misleading. In the traditional concept of green jobs the focus is exclusively on

the so-OF £t f SR AGSY@GANBYYSYy(l f AYRAZZAGNEE D | 26S DS
GSYDPANRYYSYGlFf AyRdzAGOGNERE F2N¥AYy3I F &ASLI NI GS

Moreover, environmental protection is becoming increasingly process and product-oriented.

Cars are manufactured with an ever greater degree of energy efficiency, and as a product,

too, they are much more environmentally friendly. However, it is virtually impossible to

establish the impact that product and process-related environmental protection has on

employment policy.

¢CKSNBE Aa y2 LRAYy(OH dzaAy3a (GKS a3aINBSy 220a¢ 02
green and bad = non-green. This narrow view is not helpful in addressing the job policy

challenges posed by climate change and the need to create jobs and prosperity for the
SFNIKQ& NILAREE@ INRBgAYI LIRLIZAFGAZ2Yy D LyaidSH R
that environmental protection, increased employment and economic development go hand

in glove.

Sound environmental policy along market economy lines can develop into an engine for
growth and employment. The global demand for new drive systems in the mobility sector,
for effective thermal insulation systems and efficient heating, ventilation, air conditioning
and control engineering in the building sector, for innovative traffic management systems
and low-energy electrical devices opens up job opportunities in every branch of the
economy. Predictable and investment-friendly conditions are needed for innovative
companies to make the best use of this opportunity.31

k) Labourmarket planning

Enterprises need to focus not only on survival but also on the next upturn, adopting
measures that will serve as the basis for success. This is a time for forward planning, as
demonstrated by the US auto industry in foreseeing the future opportunities inherent in
adopting greener technologies.

New opportunities arise because downturns often change consumer preferences; people
experiment with lower-cost products or modes of consumption not pursued seriously during
more prosperous times.

Consistently reported in I0OE surveys of its members in recent years, and reconfirmed by the
F2NIKO2YAY 3 G ¢ NB ysidey 2009, is thd€ goor fadidndrlét lolad Sk is
contributing to skills shortages ¢ particularly high-end specialised skills across professions,

31 A
Discussion paper by the German Employers (BD! 0 2y GDNBSY W20a€ HAndg
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sectors and regions. Similarly, lack of consultation with the business community on
education systems is directly contributing to skills mismatches. One concern with current
efforts to reinvigorate economic growth is that policy makers may lose sight of the
fundamental prerequisites for effective longer-term labour market planning, i.e. accurately
matching future labour market demand with supply.

V. %i DI i UAOOS |/ OCAIT E

a) Providng leadershipand advocacy

The global economic crisis was sparked by a failure of responsible lending practices and
investment decisions, and lack of adequate governance. Businesses and employers in the
real economy neither caused nor contributed to this crisis but are currently suffering the
consequences of the decline in confidence, in market activity and in asset and commodity
prices.

The sweeping views advanced by some that the crisis is the fault of the private sector and
globalized markets is opportunistic and needs to be refuted. 32Standing up for economic
freedom more than ever needs to be the key response from representative business
organisations.

b) Working with members, trade unions, governments andother stakeholders in
promoting viable national policy proposals to exit theisis

EmployersQOrganizations (EOs) should assume a leadership role and champion open and
honest debate with members, as well as other stakeholders such as governments and trade
unions, regarding the policies and measures needed to exit the crisis.** Policy choices should
be promoted that are based on the principle of what is likely to work.

Public finances may need to be reigned in, entailing cuts in public expenditure; taxation
policies may have to be revisited and regulation reviewed to enable the implementation of
crisis responses. Only open, honest and considered debate will allow for difficult decisions to
be taken.

Many individual initiatives and measures are being put in place at enterprise level to address
the crisis. EOs are well placed to inject these ideas into larger national policy debates. They
can identify which sectors of the economy are most affected and propose measures to
alleviate negative impacts.

32
See speech by ACCI Chief Executive Peter Anderson, February 2009:
http://www.acci.asn.au/text_files/speeches_transcripts/2009_Speeches/PA%20Speech_Feb2009.pdf

33
See proposals in USCIB letter to President Obama: http//www.uscib.org/docs/2009_01_21_obama_letter.pdf
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For business to create wealth and jobs, it needs liberal, outward-looking economic policies
that favour growth. It needs to continue advocating vigorously in favour of such policies,
while recognizing that they have to be built on consensus with benefits accruing to all
stakeholders. This means investing in human capital which is so important in a globalizing
world; improving mechanisms for dialogue; and promoting policies that improve worker
mobility and social safety nets.

c) Ensuimg responses areffective andsustainable

In developing responses, EOs should advocate that lessons be learnt and solutions based on
proper analysis. New regulatory proposals should be considered, targeted, proportionate
and workable.

Important and wide-ranging decisions, many with longer-term ramifications, are currently
being made by governments, understandably in an atmosphere of urgency. 9 h @hauld
caution governments against adopting immediate crisis management policies that
compromise longer-term growth prospects and urge that other policy goals, in particular
education, are not sacrificed in the short term.

Different sectors may look different beyond the crisis. A more consolidated financial system
will for instance most likely emerge; competition may be weaker leading to higher costs of
credit and other financial services. There will be an increase in the real cost of capital.
Enterprises, particularly small ones will need to prepare for this reality. EOs can play an
important role in helping enterprises prepare for this new reality.

d) Helpingrebuild trust

Faith and trust in corporate governance has taken a major knock. Public perception and trust
of large corporations has been seriously damaged. Enterprises should show a renewed
commitment to accountable and transparent corporate governance. Employera
organisations can lead the way by working with their members across sectors in restoring
confidence.

EOs must insist on the ethical conduct of enterprises and be prepared to criticize those that
fall short of the mark. They need to actively promote fundamental principles and rights at
work everywhere.

e) Explaining clearly thesocial and economic relevance of tleaterprise sector

Employers{Organizations need to be at the forefront of national discussions in explaining
why profits matter to everyone, how investment and job creation depend heavily on its
success and to persuade the public that society has a very real interest in the health of the
business sector. EOs need to promote the message that, when a culture encouraging
entrepreneurial activity and business development is established in the right regulatory
framework, wealth, jobs, new products and services are created and consequently society as
a whole benefits.
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f) Promoting mechanisms for dialogue with key stakeholders

In times of change and uncertainty, dialogue between enterprises and their workers is
particularly vital. EOs at national, and sectoral, level should engage with their respective
partners in finding ways to exit the crisis, while promoting to member enterprises the
importance of dialogue and transparent decision making.

V. The Multilateral Response

Much of the discussions in the coming period will be focused on the multilateral system and
how it needs to be re-shaped to ensure that it is more responsive to the needs of the
modern global economy. These of course are complex technical and political debates.

A cohesive and effective multilateral system, with different components of that system

focusing on areas of specialization and expertise, in a cohesive and coordinated manner, is

clearly required. Any future reform efforts should ensure that each component of that
a2aisSYy A& KAIKEe NBEtSOIryad G2 (GKS g2NlAy3Ta
effectively and efficiently carry out its role and is held to the highest technical standards.

Efforts to strengthen further the role of the IMF as the body charged, at the international

level, with ensuring economic and financial stability and in providing macrocfinancial policy

advice are likely. ** Similarly, the World Bank may see its role expanded.

In terms of labour markets the ILO, as the only internationally recognized agency mandated
to address the implications of the economic crisis on workplaces and labour markets, is
faced with a daunting set of technical challenges. But this is also an opportunity for the
organization. Its response must be focused on specific and practical proposals to get labour
markets moving again.

This will entail prioritising and reallocating resources from existing activities to more relevant
ones. The ILO has limited resources, both human and financial. It needs to work with other
multilateral partners to arrive at effective responses, leveraging each otherQ comparative
strengths in a fashion that is positive and truly complementary.

9YLX 28SNE Ay GKSANI Y2403 NBOSyl Rhewlowingas | U
constituting the main elements to the ILO response:
1. Gatheiing, analysng and disseminatng information

Providing timely and accurate information to constituents is perhaps the most valuable
element. The ILO is ideally structured to gather data on the employment, labour and social

34 A -~ . A . .
awSl Ré ¥ 2 N8 BuinSss sGtdriedzNdsenber 2008 . See full statement here:
http://www.uscib.org/docs/g8_business_summit_statement_2008_december.pdf
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impacts of the crisis in all regions, and policy responses need to be predicated on such
accurate labour market information (LMI).

This involves cataloguing policies, measures and initiatives currently being put in place at
enterprise, sectoral, regional and country levels, along with a review of bipartite/tripartite
strategies.

Examining and underlining lessons from previous crises, such as the East-Asian crisis of the
1990s would also be an important component.

2. Supportng social partners

Employerst YR 6 2NJ SNEQ 2NHIyAalGAaAz2ya OFy LXFe | |
crisis. In many cases, they will need deeper assistance for more effective policy engagement.

3. Providng rapid technical guidance

2SS a4dzZ33Sad GKFG GKS polidyER YOS Gid [@vthich Arghsipiicited | S LIR €
by technical teams from across the Office) whereby constituents can access information and

guidance on what is happening in given policy areas across regions and sectors. We suggest

the following priority areas: social safety nets; labour market information; dialogue;
employment-intensive approaches; sustainable enterprise creation; labour market

institutions and advisory services; skills development and youth employment.

4. Utilising the Global Employment Agenda

TKS YIFAYy G22ft | ( rdipknSing to[tHe @is isRHe &IbB2l &rhpfoymédnty”
Agenda (GEA). We advocate refocusing and updating this policy framework within the
context of crisis response strategies for constituents.*

5. Ensumg that social progress imaintainedin the current crisis

Governments and business alike have a responsibility to ensure that the most vulnerable are
protected. The values and principles contained in the 1998 ILO Declaration on Fundamental
Principles and Rights at Work are of particular relevance in this regard.

% %k %k %k %

* Since the development of the GEA, the International Labour Conference has adopted conclusions on the following employment themes: the informal
economy (2002); youth employment (2005); the promotion of sustainable enterprises (2007); skills for improved productivity, employment growth and
development (2008) and promotion of rural employment for poverty reduction (2008).
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