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Thanks for the introduction 

 

This is the second time I have been to Bermuda for a seminar or conference. The 

last time I remember the subject was the environment and global warming and I 

seriously regret not being able to stay longer to enjoy a bit of your global warming 

 

The assigned topic of my talk is flexibility I say assigned because I was a day late 

in getting my own suggested title which had to do with the backlash to 

globalization. Actually the two topics dovetail and I intend to address them as one 

issue 

 

Early in October I attended-- along with our Secretary General Antonio Penalosa-

- a meeting of the group of eight Ministers of Labor in Moscow the topic of the 
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meeting was economic growth and productive employment. A portion of this 

meeting was set aside for a consultation with the Social Partners. On our 

business delegation was the Dutch lady chairperson of the employment and 

labor affairs committee of the business and industry advisory committee to 

OECD as well as the head of the Russian Council of Employers Federations. The 

trade unions were represented by Guy Ryder who is now the executive 

secretary-general of the combined International Trade Union Confederation and 

John Evans the secretary-general of the trade union advisory committee to 

OECD.  Both the business side and the trade unions submitted  prepared 

documents. You can imagine that our business documents had to do with private 

investment as the key to economic growth and what the conditions were that 

would favor private investment. Interestingly the trade union document was a 

very skillful and pseudo-scholarly attack upon ther new revised jobs study of the 

OECD which had  pioneered in on the issue of flexible labor markets and various 

labor market measures to increase employment.  I was not asked to present a 

written document but to make remarks on  what I had read and heard 

 

My first remark was on the discussion paper presented by the Russian 

government. A half-century before I sat in in the American embassy in Moscow 
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as economic counselor studying  the various discussions and feeble attempts of 

the government of the Soviet Union to extract the economy from stagnation and 

economic and technological backwardness. of course the Soviet 

economicsystem represented the extreme case of government regulation, state 

ownership and control of private property and the absolute prohibition of private 

investment of any significance.   

 

Now Moscow is a boom town with private property and private initiatives 

unleashed.  I cannot describe to you the tremendous changes that have taken 

place in the Russian economy over the last few years.The Russian government's 

discussion paper for this meeting was an excellent piece of work I was 

particularly struck by one passage which made clear that from now on the 

emphasis should not be on job security but rather on employment security; in 

other words the individual worker should not look towards continued employment 

in one position under one employer for his entire career but he  should rather    

think in terms of several different jobs as he developed his skills and as the 

economy rapidly evolved. This of course requires both initiative and flexibility on 

the part of the worker and the availability of the requisite skill training facilities. 

Business must also be flexible in approaching the hiring and firing of workers and 
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providing them with opportunities for development. This according to the Russian 

government paper was the key to economic flexibility and the flexibility that would  

assure and be the key to growth and full employment 

 

I criticized the trade union paper for preaching exactly the opposite-- denying the 

need for structural adjustment and especially adjustments and reforms in the 

labor market and continuing to put the stress on job security.   

 

It Is this flexibility as discussed by the Russian government which must be 

achieved in most countries by thoroughgoing economic reform and what the 

economists call structural adjustments. 

 I then said one can think of structural adjustments as a three-legged stool the 

three legs are stabilization, liberalization and privatization.. 

 

Stabilization – meaning, as I said, financial stability, low inflation and the 

monetary and fiscal policy to achieve it. But also political stability – stability of the 

economic regime, especially as it affects the rules of the game for investment. 

There is nothing so off-putting to investors as changes in the rules of the game 
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and entrepreneurs can adapt to almost anything if they see a market and a 

chance to make a profit, but they fear frequent arbitrary changes in the rules. 

 

The second leg is liberalization. Here I refer to trade liberalization, but also 

to domestic market liberalization, product market liberalization as well as labour 

market liberalization. And before anyone jumps down my throat, it must be 

accompanied by sound regulation. In many - if not most cases - deregulation, 

sound competition policy and regulation are essential, and sensible regulations 

for setting up a business, not the hundred-plus-days as in some Latin American 

countries, and related to this the ease of establishing property rights pace 

Hernando de Soto. 

 Private enterprise thrives where the rights of private property are 

recognized and safeguarded. .Incidentally at the recent ILO regional meeting for 

the Americas the unions refused any mention of the rights of private property in 

the final declaration. 

 

And finally, the third leg is privatization which is as much the cause for 

many popular demonstrations as agriculture and trade liberalization or labour 

market reform. The reason is simply to achieve more efficient production units 
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and not have them as stores of disguised unemployment and burdens on the 

economy and, again, one must insist on sensible regulatory policies so that the 

privatized enterprises do not become exploitative monopolies.  

 

All this adds up to a complex mix of macro and micro policy. With the 

demise of the Keynesian consensus, the recognition of the importance of the 

supply side and a variety of micro policies has come to the fore. 

 

What does all this have to do with full employment? A competitive flexible 

economy conducive to investment by entrepreneurs should lead to growth and 

growth will lead to employment. But my homilies – motherhood and apple pie 

may be necessary, but not sufficient. Obviously, the resource base is vital and 

will require special adaptation, but we are generalizing hrere on economic 

policies and we should focus on growth that leads to employment. Europe offers 

us examples of employment-less growth and not only low growth rates. I will 

assert that the main reason is structural rigidity in labour markets, the hardest 

market to liberalize because it has the most immediate effect on jobs, wages and 

individual welfare and, within the labour market rigidities, the most pernicious is 

the legal constraint on the ability to hire and fire. 
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This prescription is easier said than done. The Russians have gone down the 

road quite far on these three legs of the stool. Some of the Eastern European 

countries have gone even further and are already reaping the benefits. The 

German government, which can point to an increase in the growth rate and a 

reduction of unemployment below four m,illion, is being hampered in its reform 

efforts by its coalition partner the social Democrats who have blocked a number 

of key measures. The French do not seem to have gone far at all and this is 

telling in their unemployment rate close to 10% and persisting/ as well as in their  

relatively low growth rate 

  

The need for economic reform and structural adjustment to achieve more flexible 

and adaptable economies is made more pressing by the challenges of 

globalization a much abused and maligned word, which in earlier parlance was 

referred to as interdependence of economies. Globalization is taking place   at an 

accelerating rate by trade liberalization, by growth and fluidity of financial markets 

and obviously by  the various technological advances which have brought  

countries closer together.  Competition among the economies and the 

enterprises of these economies has been made sharper and more deadly 

although this competition is clearly responsible for a good deal of the economic 
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growth in the world economy and especially in a number of newly industrializing 

countries. 

 

However a backlash is being registered in a number of countries. One can say it 

is almost a worldwide phenomenon, which threatens globalization. Let me cite 

some symptoms of this backlash 

 

The Financial Times recently reported on the OECD's strong criticism of recent  

Russian economic policy which it says is extending state ownership and control 

to a number of what the government considers strategic industries obviously  oil 

and gas but also aviation telecommunications and banking. Shortly after the 

Bolshevik Revolution Lenin spoke about the need to seize the “commanding 

heights” of the economy which he did even before wholesale nationalization and 

confiscation.  And here we have the Russian government in the face of f its 

expanding prosperity feeling that it must provide protection in the time-honored 

way against further globalization. 

 

I would call the rise of populist governments in Latin America as another 

symptom of the backlash to globalization. I don’t have to go into details. 
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And most threatening is the stalemate in the current multilateral trade 

negotiations-- the so-called Doha round.The main obstacle is agriculture which is 

highly contentious between the European Union and the United States but other 

issue  are involved and India and China and other developing countries are also 

resisting liberalization.I think this may be the greatest threat to globalization 

because in the absence of a multilateral trade agreement the United States and 

the European Union will scramble with a number of other countries to sign more 

A nd more bilateral trade agreements and each trade agreement is a preferential 

arrangement which gives a leg up on third country competitors and a derogation 

off unconditional most-favored-nation treatment. There is a danger in my view of 

the fragmentation of the world trading system which would get us back to the 

situation of the 1930s.With the fragmentation of trade,finance and investment 

might follow and protectionist pressures will be strengthened.I will come to that 

now. 

   

A serious  threat to  globalization arises from the resurgence of pressures for a 

social clause I do not want to bore you with historical details but let me point out 

that the social clause dates back to the early 19th century;the notion is a country 
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that has a lower wage level or cost structure would have an unfair advantage in 

competing in a domestic market (originally in the United Kingdom) with a higher 

wage level and structure and thus the idea  was born that a duty should be 

collected at the border to nullify the advantage  stemming from lower wage costs. 

This notion also spreads to nonwage advantages for example  the environment.  

In the U.S,\Council for International Business  we called it blue and green 

protectionism--using trade sanctions to enforce national views on labor rights and 

labor conditions as well as environmental regulations and environmental 

conditions on imports.  The issue was especially acute in the negotiation of the 

North Atlantic Free Tade Area agreement. We  won that one by a combination of 

cooperation with the Mexican business and employer federations and institutional 

innovation in the agreement itself. Since then the issue has cropped up 

repeatedly in various bilateral trade agreements as well as in the attempt to 

influence  multilateral trade agreements. As for the latter at a ministerial is 

meeting in Singapore in 1996 the majority of members of the World Trade 

Organization ruled out any form of labor rights conditionality in the trade 

negotiation but the forces of protectionism came back to the charge in the 

subsequent bilateral trade agreements. First they tried to make the social clause 
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a condition to trade promotion authority-- so-called fast-track-- the provisions that 

would govern the US government in its negotiation of trade agreements. 

As I said the issue arose sharply in negotiations of the NAFTA. The labor 

pressures were dealt with by negotiating a side agreement the North American 

Area Agreemen on Labor Cooperation. The crux of the issue was the dispute 

settlement process. And the ability of  the parties to apply sanctions in the 

case of continued non-performance. 

 

 Towards the close of the Clinton administration  the US negotiated a free trade  

agreement with Jordan which when all is said and done would lead to a situation 

in which if the Jordanian side did not enforce labor rights and did not reach 

agreement with the US on how to resolve the issue the US would have the right 

to unilaterally apply trade sanctions. probably in the form of withdrawal of  trade 

concessions. Following the change of administration the Republican Trade 

Representative Bob Zoellick sent a letter to the Jordanians assuring them that 

the US government had no intention of imposing trade sanctions to enforce 

Jordanian labor rights thus nullifying  those provisions. To this day a certain wing 

of the Democratic Party has looked to the Jordanian agreement as a template for 

further bilateral agreements 
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The issue has come up again in the context of the free trade agreements signed 

with Peru and more recently with Colombia. The Democratic leaders in the trade 

field have made it clear that they will fight for the social clause in the context of 

the ratification process next year.The social clause consistently espoused by the 

AFl- CIO and a number of Democratic congressmen and senators  can be seen 

as an attempt to introduce protectionist measures under the cloak of improving  

workers rights and labor conditions around the world. But a  number of other 

members of Congress both Democrats and Republicans have a genuine interest 

in improving these worker rights and conditions 

 

But this is not only a US national problem.The international dimension has again 

come to the fore with the recent unification of the international trade union 

movement uniting the International Confederation of Free Trade Unions and the 

World Confederation of Labor  into an International Trade Union Confederation 

which claims now to be the most representative  trade union international in 

history. Ina recent article in the Financial Times (October 27) by Guy Ryder the 

new Secretary General of the Confederation made it clear that a principal 

objective of the new Confederation will be amending or changing what they call  
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the rules of globalization.  They claim with some justification that the benefits of 

globalization (although this is debatable) has accrued to the better off. Certainly  

the perception they point out is that the doubling of the global labor force with the 

entry of Chinese Russian and Indian workers has changed the labor -- capital 

ratio. and resulted in lower or stagnant wages. They say  that they do not want to 

exclude anyone from the global economy but they want to subject trade to 

“reasonable regulation”. They also point out that capital will continue to be 

internationally mobile and it too should be subject to regulation to mitigate the 

adverse employment effects.  When I pressed Guy over lunch last month in 

Geneva what did he mean by regulation and changing the rules of globalization 

he admitted that he was pointing towards some form of the social clause. With 

some 400 affiliates in more than 150 countries this force can do a good deal of 

damage to the world economic system which has benefited most of  

 
 the inhabitants of this world.  

  
 

 
 

How do we meet this challenge?  The position of employers is that each issue 

should be dealt with in the international forum whose responsibility it is.  
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Trade  is the responsibility of the World Trade Organization and it is not their 

business or the business of the international financial institutions to deal with 

labor rights and labor conditions; that is the responsibility of the international 

Labor Organization and as employers and as participants in this uniquely 

tripartite  international organization it behooves us to meet the challenge 

 

The problem is that the International Labor Organization-- an old one dating back 

to the Treaty of Versailles-- does not have a reputation for effectively improving 

working conditions or enforcing labor rights. This poor reputation is not altogether 

justified because the ILO has done a lot of good work in the field of both labor 

rights and labor conditions, through its conventions and supervisory machinery 

and its technical assistaznce operations. However as you know perception 

sometimes it is more important than reality and especially in a number of 

developing countries and in the newly industrializing countries these rights are 

often ignored and labor conditions are abominable.  So when the threat of the 

social clause became very pressing toward the end of the last decade of the last 

century the US Council for International Business of which I was then the 

president came up with the idea of establishing a political track  alongside the 

legal and juridical procedures of the international labor organization. We 
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convinced the AFL-CIO to go along with us on this or at the least not to oppose 

and we came up with the notion of the Declaration of Fundamental Principles and 

Rights at Work. This brief document listed the main fundamental principles and 

did not get into the legal details covered by conventions that dealt with the same 

topics. These principles are: freedom of association; the effective recognition of 

the right of collective bargaining; The elimination of all forms of forced or 

compulsory labor; non- discrimination in respect of employment and occupation; 

the effective abolition of  child labor.  It was asserted that every country member 

of the International Labor Organization was bound by these principles which are 

embedded in the Constitution of the organization and does not depend on any 

specific act of ratification.  This was the establishmen in1998t of a political track 

to deal with fundamental rights alongside of the legal and jurisdiction and juridical 

track 

 

The original idea that I and my colleagues had was that this document would be 

used to name and shame egregious violations of these principles.In the 

circumstances the follow-up procedure that was agreed in the house tiptoed 

around the issue of the duplication of obligations and the possibility of double 

jeopardy and somehow linked the follow-up to the Declaration to the juridical 
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track of conventions.  I may be simplifying here but the basic political point is that 

the Declaration which originally made a splash when it was first promulgated has 

seemed to recede in importance. I do not know if you could say it was 

deliberately sabotaged by the bureaucracy in the house or some other interests 

but the fact is that it does not have the political  clout that it was meant to have. 

 

As I speak to you today I can only tell you that the International Organization of 

Employers must fight the social clause and protect the multilateral trading system 

which has contributed so much to world growth and prosperity. In doing so we  

the International Orga iazation of Employers must come up with new and 

innovative ideas to make the ILO a more effective and credible organization than 

it is. When ITUC speaks about changing the rules of globalization and regulating 

world trade and investment, our answer must be we will not accept the 

undermining of the multilateral trading system; we will deal effectively-- more 

effectively than in the past-- with the objectives of the International Labor 

Organization of assuring workers rights and improving workers conditions.What 

we are looking at are options to reinvigorate the Declaration.  This is the only 

responsible answer that business can give to the latest challenge and we  must 

come up with ideas that will be credible—politically credible. Thank you. 
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