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Part I – Policy coherence as a tool to achieve better employment outcomes in an integrating world

Juan Somavia, Director-General, International Labor Organization

The creation of work is fundamental to societal well being.  It provides people with their income, and also their dignity in society.  Globalization is changing the context in which we deal with issues of employment in the world today.  In 2000, the global economy grew by 5% while global employment increased by 1%.  This disconnect between growth and employment has led to a growth in the informal sector not matched by increases in the formal sector.  Countries have not been solving the employment crisis and this has led to a questioning of open societies as well as of open markets.

There has been too much concentration on linking to the global, instead of focusing on the local.  Without more attention being paid to the local, many people will be unable to reap the benefits of globalization.  There are no solve-all answers, but solutions can be found through using an interdisciplinary approach integrating development, labor, health, education, and macroeconomic policies.  Job creation needs to be made an objective of our major economic policy instruments. The International Labor Organization is already working with the World Bank on the national level to create programs for poverty reduction through job creation.

Sherrod Brown, Committee on International Relations, U.S. House of Representatives

There needs to be a greater focus on job creation and wealth creation with better distribution.  American trade agreements have concentrated more on investors’ rights than labor rights. And while developing country leaders do not support labor and environmental standards, their workers do.  The U.S. Department of Labor, International Labor Affairs Department is able to help countries enforce standards and worker concerns, but its budget has continuously been cut under President Bush.   

For example, despite the promises made by proponents of NAFTA, many Mexican workers are still living in poverty and unable to purchase the products they produce for multinational corporations.  Migration to the United States from Mexico has not slowed, and Mexico is dependent on remittances from the U.S.  The Central American Free Trade Agreement currently before Congress would be expanding NAFTA south.  Advocates are presenting the same arguments as they did during the NAFTA debate – the agreement will help workers by promoting economic development and building a strong middle class.  And all of the countries in Central America still have major problems with enforcement of their labor laws and ILO standards, especially concerning unions and social justice.

Deepak Nayyar, Vice-Chancellor, University of Delhi and Member of the World Commission on the Social Dimension of Globalization

The current uneven development of globalization is unsustainable.  Globalization presents unprecedented opportunities, but also unprecedented risks – inclusion for a few but exclusion for the many.  There needs to be reconciliation between market economies and political economy.  The precariousness of the current situation is not caused by globalization, but is exacerbated by it.  Jobs are not being created as fast as they are needed – partly a result of the emphasis on efficiency.  The fight to control inflation has taken its toll on employment.  Job growth has slowed in manufacturing and agriculture, while most of the growth has happened in the services and informal sector (which has low wages and no security).

The current separation of economic and social policies is neither practical nor sustainable.  There needs to be integration between the two so governments can mediate to bring about the necessary employment outcomes.  Much of the industrial world (especially Europe and Japan) already has integrated social and economic policies, but they are still lacking in transition and developing countries.  Coordination of policies on the national and international level is also needed to ensure that job creation is an end in and of itself, instead of just a byproduct.  Each governmental department sees the world through its own vantage point, but a broader view must be taken to guarantee progress.

François Bourguignon, Chief Economist and Senior Vice President, World Bank

Poverty is directly linked to unemployment and economic growth is essential for job growth.  Even though globalization does not necessarily deliver results, few countries have been able to grow without being open.  The global labor force is projected to grow 2% a year until 2025.  Although labor markets will probably be able to absorb all of these people, there is a deep division between good and bad jobs in developing countries.  And while all countries need to provide an inviting business climate (macroeconomic stability, little to no corruption, adequate infrastructure, reliable power supply, etc.), each country faces its own unique challenges and binding constraints to development.

Countries need to focus resources on the supply side of their labor market, guaranteeing equal access to training and education as well as providing credit and facilities for small enterprises.  But concerning labor market policies and regulation, there is conflicting advice since some caution against raising wages fearing it would decrease the number of good jobs by pricing workers out of the market while others advocate just the opposite.  Countries need to work to de-couple the link between social protection and labor market status (where only those people who have formal employment have any insurance or security).  The World Bank has already begun diversifying its advice away from the rigid Washington Consensus.  More research is needed on the impact of labor market regulation on job growth (the current literature is inconclusive) and social welfare.

Part II – Channels through which globalization affects employment outcomes

Overview of the agenda:

Sandra Polaski, Director, Trade, Equity and Development Project, Carnegie Endowment for International Peace

In today’s sessions we will shift from the broad policy discussion we had yesterday afternoon to an analytical approach.  The first two panels will examine macroeconomic and microeconomic channels, including trade and financial flows, investment policy, and macroeconomic management, through which global economic integration can affect employment outcomes.  We have asked our speakers to trace the links between economic policies on these issues and the resulting impacts on employment.  A third panel this morning will address the over-arching question of whether globalization is eroding labor’s share of economic output.  During the afternoon, we will look at the real-life experience with globalization and employment outcomes in three countries: South Africa, Mexico and India.

Throughout our panels, we will also be looking at ways in which policy coordination plays a role in achieving desired outcomes.  This includes policy coordination at national level, so that economic strategies for growth and development are coordinated with labor market strategies, and at the international level, between the various agencies of the international system that offer policy advice and even policy conditionality as a condition of loans and grants.  Too often, the labor market implications of policies are not well understood, or are not taken adequately into account, as national and international policies are set.  It is arguable that this lack of coordination is an important place to start in achieving better employment outcomes.    

Gerry Rodgers , Director, Policy Integration Department, International Labor Organization

Governments need to focus much more on work, employment, and the labor force.  Countries have to find the tools to make the global economy work and balance decent jobs with economic growth.  There should be coherence between social and economic policy with policy responses that support development.  Jobs can be used as a tool for social integration.  Continued efforts at the political and advocacy level for fair globalization need to be followed up with concrete action.  The ILO can be a partner in encouraging research on how to make globalization fairer.

Macroeconomic Channels 

Overview and interactions

Yilmaz Akyuz, former Director, Division on Globalization and Development Strategies, UNCTAD 

There is currently a glut in the labor market, but investment can lead to more and better jobs by increasing capacity.  The pattern of investment in the developing world is very uneven.  Latin America has investment levels of only 18-20%, which is not enough to make a dent in unemployment.  While that region is stagnant, sub-Saharan Africa is faring even worse.  On the other hand, Asia has been able to encourage both public and private investment without suffering from crowding out.  In Asia, large parts of profits were reinvested in businesses, while in Latin America there is a high concentration of wealth as businessmen are rich but their firms are poor.  

Full employment is no longer even an objective of macroeconomic policy.  Macro economic policies are not working to create employment because of overall fiscal constraints and inability to control exchange rates.  For example, Japan has been unable to initiate a sustained recovery even with an interest rate at zero; instead the country has just accumulated more public debt.  Policies in Europe and Japan do not favor consumption-led growth, with wages lagging behind labor productivity.

Finance is the most important source of economic instability (not inflation).  Financial openness increases risk more than it reduces costs.  The resulting financial bubbles have not created many jobs, but have left many countries (e.g., Turkey) recovering from unsustainable flows of hot money, whether the 1970s recycling of petrodollars which led to the 1980s debt crisis or the recurring financial crises of the 1990s.  Currently, money is flowing into countries where it should not be because of low U.S. interest rates.  

The boom-bust cycle is bad for labor as much more is lost during the downturn than is recovered in the upswing.  Industrial economies also do not concentrate on the effects of their policies (especially macro policies) on developing countries.  This leaves developing countries especially vulnerable because of the excessive reliance on the American economy.

While there are numerous complaints in developed countries that trade is transferring away labor-intensive jobs, the main beneficiaries of this change are Western consumers.  China is also benefiting from the expansion of labor-intensive manufacturing, as well as increasing value-added.  Despite the growing openness and opportunities in the developing world, these countries are still facing a brain drain as skilled labor is leaving the home countries for the developed world.

Macroeconomic and exchange rate policy

Colin Bradford, Fellow, Economic Studies, The Brookings Institute 

Governments need to make job creation the centerpiece of their economic policy, instead of primarily concentrating on exchange rates and containing inflation.  For example, South Africa pursued a very contractionary monetary policy and refused to borrow, which limited investment only to domestic savings and dampened growth.  Currently, South Africa is characterized by a dual wage system with a relatively small number of formal sector high wage earners and an overwhelming majority of informal sector extremely low wage earners.


It is hard for countries to find the policy space to generate employment.  With a floating exchange rate, there is too much emphasis on controlling inflation and too few instruments available to achieve too many goals.  With a fixed exchange rate, governments lose control of monetary and exchange rate policy, leaving only fiscal policy.  But countries would be able to carve out policy space by adopting an intermediate exchange rate regime with limited capital controls.  Countries need to pursue a strategic framework for their goals and then integrate the policy instruments into their vision.  Employment can not just be left to the market – a development state is needed.  Employment is fundamentally a political problem.  A summit mechanism of political leaders is necessary to address the issue and oversee the coordination of institutions.

Financial Openness

Rolph van der Hoeven, Senior Research Advisor, Policy Integration Department, International Labor Organization 

The 1990s saw attempts by developing countries to attract foreign direct investment (FDI).  But FDI to developing countries is still very concentrated, with 12 countries receiving 75%.  In return for this openness, countries have to hold more reserves, leaving money unproductive.  Financial integration only has a small impact on growth, while leading to more vulnerability, with net capital flows often operating in a procyclical manner.  

After financial crises, unemployment spikes up and then settles back down, but does not fall below pre-crisis level (the same pattern applies for labor’s share of wealth).  These crises accelerate a shift of workers from the formal to the informal sector. Capital account liberalization should depend on a country’s circumstances in order to reduce vulnerability.

There already exist broad areas for policy coherence: aiming for greater exchange rate coordination, stimulating growth in Europe, recognizing the importance of employment in macroeconomic and financial policies, and increasing development aid. 

Microeconomic policy channels

Sanjaya Lall, Professor of Development Economics, University of Oxford

Rapid technological change is at the heart of globalization: the collapse of distance has led to more intense competition than ever before, the need for constant access to new technology, and the rise of the minimum entry level.  This trend has been accompanied by a growing role for multinational corporations, which currently account for 2/3 of world trade and 1/3 of trade within countries.  Developing countries are able to benefit from globalization (which offers unprecedented export and employment prospects) if their tradable manufactured products are competitive.  This can happen by belonging to a global supply chain, which now dominate global production.  All dynamic exporters are linked into global production networks.  For developing countries, the higher the level of technology the country has the higher the level of comparative advantage it has.

But just opening up an economy does not guarantee success.  Countries need to build up competitiveness, use new technology efficiently, and leverage foreign capabilities while being careful of market failure.  This process can be costly and risky, so governments need to be proactive not just market friendly. A comprehensive industrial policy is essential.  Infant industry protection can sometimes be a first step, but governments need to ensure that protection does not deter competitiveness.  At the peak of state-led industrialization, most governments (with the exception of East Asia) did it badly by not accounting for market failures, not promoting technology, and failing to coordinate and leverage.  On the other hand, both Latin America and sub-Saharan Africa conformed to the Washington Consensus, but have not seen the benefits of liberalization

There is no general link between liberalization and employment, but the state can make the process work by creating greater policy space to promote industrial policy.


Part III – Is globalization eroding labor’s share?

Ann Harrison, Professor, Department of Agricultural and Resource Economics, University of California, Berkeley

There are concerns about income shifting from labor to capital, since capital is highly mobile and labor is not.  Labor shares are not stable over time.  Over the last 30 years, labor’s share of national wealth has declined in poor countries but increased in rich countries (where it was high to begin with and experienced a small change).  However in the 1990s, labor’s share began to decline everywhere, but especially in poor countries.

Currency crises and inflation lower labor’s share of national wealth in developing countries since workers have a harder time shielding themselves.  This is evident in Mexico when labor’s share fell dramatically in the 1994 peso crisis (although it has since started to recover).  Capital mobility leads to a lower share for labor, while capital controls in rich countries lead to an increasing share for labor.  A higher trade share also has a negative effect on labor’s share in rich countries, but does not have a robust effect in poor countries.  Government spending has a positive effect on labor’s share.  Increasing prices of consumer goods decreases labor’s share in rich countries, but increases labor’s share in poor countries.  In general, poor countries tend to suffer from a greater magnitude of effects on labor’s share.

Part V – Country experiences with globalization and employment outcomes

South Africa

James Heintz, Political Economy Research Institute, University of Massachusetts Amherst

Of all of the middle income countries, South Africa has the greatest employment crisis.  In 2004, the official government measure was 26% but using an expanded definition the rate reaches 41%.  

The legacy of apartheid created an industrial structure focused on capital intensive production (creating a few, high paid jobs for the white minority).  The large mining and extractive industries that dominate the economy earn foreign exchange but provide for limited industrial diversification.  There was a deliberate underdevelopment of human capital that has left the country with a large pool of low-skilled labor.  Spatial and urban development have also contributed to the problem since workers live far away from the centers of economic activity.  The HIV/AIDS epidemic has also hurt the economy since there is less willingness to invest in the workforce and the epidemic hits hardest at the economically active population.  Post-apartheid policies have also played a role since the overriding goal of the new government has been to reduce inflation through fiscal prudence.  While these policies were needed for public debt management and stabilization, they resulted in only moderate economic growth with little job creation.

South Africa needs an industrial policy accompanied by macroeconomic coordination and appropriate institutions since the markets have shown they alone cannot correct the nation’s problems. The country needs to institute an overall strategy that emphasizes employment, domestic linkages, and sustainability.  To remedy the situation, South Africa needs investment in infrastructure and economic services as well as the removal of the bias against small businesses.  Since faster economic growth is necessary to generate jobs, the government needs to relax its fiscal stance and inflation targeting and coordinate with other policies.

Mexico 

Robert Blecker, Professor of Economics, American University

For Mexico, globalization has primarily meant regional integration with the United States as a result of geographic proximity and the North American Free Trade Agreement.  The United States accounts for 89% of Mexico’s exports, 62% of its imports, and 57% of its FDI.  NAFTA deepened and extended Mexico’s prior unilateral liberalization and privatization efforts from the mid-1980s by “locking in” reforms and restricting the country’s ability to formulate industrial policy.  Supporters argued that the agreement would create jobs in Mexico and reduce migration to the United States, while opponents claimed that the United States would lose all of its manufacturing jobs to south of the border.  In reality, the effects of the agreement fell somewhere in the middle, with NAFTA having only a small direct employment effect in the US.  In Mexico, there was an increase of 570,000 jobs in maquiladoras in the first ten years, but the job creation in export-oriented manufacturing and export agriculture was offset by job losses in domestic agriculture and some industries.  In agriculture, about 1 million small farmers were displaced.

Mexico has tried to diversify its trading partners with a variety of free trade agreements, but it has been unable to supplant the primacy of the United States.  Mexican economic cycles have become positively correlated with American cycles, even though the incomes in the two countries have not even started to converge.  

Since the 1994 peso crisis, Mexico has focused policy on preventing another currency crisis, which, while important, has restricted growth.  Macroeconomic policies have limited domestic demand.  Trade liberalization has only tightened this constraint.  In addition, exports are not linked to the rest of the economy since the value-added and linkages are limited.  Growing competition from China (who displaced Mexico in 2003 as the second largest importer to the United States) also threatens Mexico’s reliance on traditional exports to the United States.  

India

Gerry Rodgers, Director, Policy Integration Department, International Labor Organization

Starting in the 1980s, the Indian economy grew an average of 4% a year and is now averaging around 6-7%.  Increased growth started before liberalization, but accelerated.  However growth in agriculture and manufacturing has since slowed down. The value of trade has risen significantly (to 32% of GDP) and the composition of exports has shifted towards manufactured goods.  This transition happened without FDI.

Growth has been important in reducing poverty. But it has also resulted in increasing regional inequality within India.  High-income regions are growing much faster than low-income regions.  For example, the impact of service and computer outsourcing is highly concentrated with few domestic linkages.  The software sector employs 500,000 to 1 million people, but that accounts for only 1% of the Indian labor force, and only 20% of the value of outsourcing accrues to India.  Two-thirds of employees are still in what is called the unorganized sector (roughly the informal sector) and changes have not been generating increases in organized sector employment.  In fact, unemployment has been rising and only casual employment has been increasing.  But real wages have been rising.  

8
8

