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1. Globalization and the demand for decent employment

a) Employment as a key demand of people around the world

The insight that “more and better jobs” are a key demand of people around the world was the starting point for the discussion. George Perkovich (Vice-President for Studies, Carnegie Endowment for International Peace) made this assertion in his opening remarks, as did several members of the opening panel. According to Perkovich, employment is the single most important issue for most people and it is through the channel of job creation and destruction that globalization has a direct impact on people’s lives. A similar argument was made by Juan Somavia (Director-General, International Labour Office) who stressed that employment is the most serious political issue the world is facing, and the most general political demand in all societies. Given that employment is also a source of dignity and peace, it is at the heart of politics and hence a key issue during elections. The success or failure to deliver work with rights, dialogue and the freedom to organize thus affects people’s beliefs in political and economic systems.

Sherrod Brown (Committee on International Relations, United States House of Representatives), himself an elected politician, explicitly agreed with Somavia’s comments and reaffirmed that job creation should be at the heart of politics. The focus on jobs in the United States has however been lost as has the objective of wealth creation with equitable distribution. He also expanded on the issue of rights at work, arguing that people around the world demand labour standards whereas governments often fail to provide these rights to their citizens. He recalled a conversation he had with a Malaysian government delegate during the 1998 WTO negotiations in Seattle. The delegate made the statement that “We don’t want labour standards.” Asked if Malaysian workers wanted labour standards, the delegate replied, “Yes they do, but we don’t want them.” For Brown, this illustrates that just because governments do not endorse labour stan​dards, it does not follow that workers do not want them. 

b) Does globalization deliver positive employment outcomes?

The panel members and the discussants of the second day were generally sceptical of whether globalization has thus far delivered more and better jobs around the world, and whether it is capable of doing so in the future. Sherrod Brown pre​sented an illustrative example of workers in Mexico that found employment in export processing zones, so-called Maquiladoras, but could not themselves afford the products they made and still lived in shacks. Since these shack were built from packing materials taken from the workplace, a walk through a shanty town provided ample evidence for the advent of globalization: one could easily tell for which mul​tinational corpora​tion a person worked, for based on the packaging the shacks were con​structed from. He contrasted this manifestation of poverty with the heavy investments the corporations had made into modern factories equipped with the latest technolo​gies.  

During later discussions, Rolph van der Hoeven (Senior Research Adviser, International Labour Office) argued that in the past, globalization has been associated with rising informality, a claim supported by proxy data on non-agricultural self-employment. While delivering only modest growth benefits, capital account liberali​zation has led to several severe crises with rising unemployment. Presenting figures for countries such as Brazil, Mexico and Indonesia, that all went through macro-economic crisis during 1990s, he showed that unemployment rates peaked dur​ing the contraction, but stayed above their initial level when economies recov​ered. A further effect has been the erosion of the labour share in national income. This point was also made by Ann Harrison (Professor, Department of Agricultural and Resource Economics, University of California at Berkeley and NBER). Accord​ing to her data, the Mexican example shows that an exchange rate crisis is harder for labour than for capital; it cuts labour’s share in national income. More generally, the past three decades saw continuous decline in the labour share for the developing world. In contrast, the labour share in developed countries rose from 1970 to the mid-1980s, when the trend was reversed so that parts of the previous gains were lost. The only exception to this is the United States where the labour share has remained virtually constant over the past 30 years.

On a more positive note, François Bourguignon  (Chief Economist and Senior Vice-President, World Bank) said that growth is central to create more good jobs, and that by enhancing growth, globalization might be part of the solution rather than the problem. He argued that there are very few examples where growth comes without open​ness, but acknowledged that globalization does not necessarily deliver the results hoped for. The latter point was also stressed by Sanjaya Lall (Professor of Development Economics, University of Oxford) who warned that one cannot assume that globalization leads to greater employment. In a similar vein, Juan Somavia con​trasted the recent upturn in economic growth with the dismal record in employment creation. Based on this disconnect between growth and employment, Somavia noted that at the current employment elasticity of growth, economic growth alone will not solve the unemployment problem. 

This point was expanded upon by Deepak Nayyar (Vice-Chancellor, University of Delhi and Member of the World Commission on the Social Dimension of Globaliza​tion). For the last 25 years, economic growth has not created employment even close to the needed measure. In developed, developing and transitional countries alike, employment elasticities dropped and were close to zero in manufacturing and agriculture. As a residual, employment was only created in the informal services sector. He argued that the political emphasis on growth and efficiency is in part responsible for the shift in focus away from employment. However, on its current path, globalization is politically unsustainable. While he did not attribute the stark contrasts between wealth and poverty to globalization, he argued that they are accentuated by globalization. Correctives to this are imperative, and develop​ment has to bring improvements to the living conditions of people. People no longer accept austerity now in exchange for the promise of prosperity later.

c) Making employment creation a policy goal

Combining the insight that globalization does not by itself lead to greater job creation and can put employment at risk under some circumstances with the earlier point that decent jobs are a key demand of people around the world, several seminar participants drew the conclusion that employment should be made an explicit policy goal. Among them was Juan Somavia who demanded that job creation be made an objective, rather than treating it as a residual result of other policies. One needs to confront the question of how to increase the employment richness of growth. Similarly, Depak Nayyar called for employment to be made an objective of policies at the national and international level. It was François Bourguignon who pointed out that employment is an objective closely linked to the broader goal of poverty eradication. But since a job alone is not a sufficient pre-condition for a good living, what is needed is indeed “more better jobs” (and in so far the seminar title, referring to “more and better jobs”, is misleading). He reminded the audience that the labour supply tends to be absorbed by the economy, and that conventional employment statistics do not allow a separation of good jobs from bad ones. 

Opening the discussion on the second day, Gerry Rodgers (Director, Policy Integra​tion Department, International Labour Office) pointed at the awkward contradiction that employment seems to be on top of everyone’s priority list, yet it is largely absent from the global policy agenda – where it belongs since employment is the channel through which globalization impacts people’s lives most directly (taking up a point made earlier by George Perkovich and others). As Rolph van der Hoeven highlighted, employment does not play a role in either the Millennium Development Goals (MDGs) or most Poverty Reduction Strategy Papers (PRSPs). According to Sandra Polanski (Director and Senior Associate, Trade, Equity and Development Project, Carnegie Endowment for International Peace), the absence of employment from the MDGs makes it harder to mobilize for jobs.

But job creation is often absent from national policy agendas as well, as Sherrod Brown noted earlier with respect to the United States. Reporting on the example of South Africa, Colin Bradford (Fellow, Economic Studies, The Brookings Institution) said that he was surprised to find that the government showed an almost “German” obses​sion with anti-inflationary policy, while unemployment – which he perceived to be the country’s biggest problem – received far less attention from policy makers.

2. Integrated social and economic policies to achieve good employment outcomes

a) The need for integrated and coherent policies

Having identified the importance of making employment a global policy objective, Gerry Rodgers stressed that this does not lend itself to any clear and easy solutions. Further, it is uncertain whether adequate instruments exist at the global level, and how to continue with free access in global markets while creating good jobs. The ILO’s work on these issues is in mid-stream, and the office is both pursuing the political follow-up to the report by the World Commission on the Social Dimension of Globalization and conducting research in conjunction with other institutions. How​ever, what is already clear is that the central issue is the coherence between economic and social policies. In saying this Rodgers took up an argument made earlier by Deepak Nayyar who argued that often disappointing social outcomes were “not an accident”, but rather the consequence of the separation between economic and social policies. The dominant approach is to design economic policies with the aim to improve economic efficiency and growth, and then use social policies to correct undesirable outcomes. Instead, one needs to integrate policies in order to mediate between growth and social development in a way that generates employment. Nayyar argued that, at present, such a co-ordination of policies that can lead to a coherent approach is often absent. At the national level, e.g. financial, agricultural, and trade policies are made through their own lens and seldom pay attention to employment outcomes. At the international level, the need for policy co-ordination is especially urgent in the field of macro-economic policy. In particular, he criticized the IMF for spreading the virtue of pro-cyclical policies – despite the fact that the Bretton Woods institutions were created with counter-cyclical policies in view. 

Speaking for the World Bank, François Bourguignon said that his institution has parted with the narrow focus on efficiency and growth to take issues of social welfare and equity into account. He illustrated this point with the example of labour market policy. The traditional view taken by many economists is to see labour market regulation as a cost that drives up the price of labour, hence eliminating good jobs. The recommendation following from this is to deregulate labour markets, to make social protection voluntary, to make dismissals easy and to eliminate minimum wages. However, from a social welfare perspective, labour market regulation can enhance well-being by offering employees security. In such a case where there are trade-offs, one should avoid corner solutions and find a policy between the extremes.

This presentation was challenged by Jo Marie Griesgraber (New Rules for Global Finance Coalition) who asked why then do the World Bank and the IMF consistently insist that labour markets be made more flexible? François Bourguignon replied that if such a recommendation was made, that it was a sequel to the past. He stressed that the Washington Consensus had been abandoned, and with it the “one size fits all”-policies. While the recommendation to liberalize labour markets still applies to countries where the trade-off with efficiency is too large, the opposite advice holds true for other countries. Asked by Sherman Katz (Center for Strategic and International Studies) to provide an example for the kind of integrated policies that Depak Nayyar demanded, François Bourguignon said that equity and growth are often complimentary. He discussed cash transfers to poor families in Mexico that are given on the condition that their children attend school and undergo medical examinations. This programme has been effective in reducing poverty and increasing school enrolment rates, while at the same time improving long-term economic efficiency by building up human capital. 

How to find adequate mechanisms to integrate and co-ordinate policies was a question addressed by Colin Bradford (Fellow, Economic Studies, The Brookings Institution). He highlighted the need of national-level inter-ministerial bodies that drive efforts to achieve the MDGs. As far as the international level is concerned, he remained sceptical whether greater policy co-ordination can come from within the multilateral system. Since this depends on political will, he proposed that national leaders should be charged with the issue of globalization and that a sub-steering group should oversee the co-ordination of policies in respect of employment.

In contrast, Juan Somavia, and to a lesser extent François Bourguignon, stressed the willingness and capability of their respective institutions to work together. Juan Somavia said that there is, compared to only ten years ago, a lot more cooperation between agencies of the multilateral system at the national level. He cited the collaboration between the World Bank and the ILO in several PRSP processes as examples. But it is now imperative to be able to have dialogue at the global level as well, particularly to balance economic and social questions. If this fails, the agencies will have to pay a heavy price and will be questioned on their failure. François Bourguignon put less emphasis on cooperation at the global level, but mentioned the potential for research collaboration. To understand the effects of labour market regulation more completely, the collaboration of all people in the development community is needed. Like Somavia, he also referred to the collaboration of differ​ent multilateral agencies in the PRSP processes. If all the agencies involved put em​ployment in front, the topic will receive a high priority. 

b) The effectiveness of macro-economic policy tools  

How specific policies could achieve better employment outcomes was one of the key topics of the second day. The panel during the first day set the stage for this, with François Bourguignon emphasising that the World Bank had departed from the one-size-fits-all policies of the past. When the Bank examined the binding constraints to growth through a recent business climate survey, they differed in all 53 countries in​cluded in the study – ranging from inadequate power supply to corruption and the lack of macro-stability. He referred the audience to the volume “Economic Growth in the 1990s: Learning from a Decade of Reforms” that was to be published the next day as an illustration of the changing mind-set within the World Bank. He acknowledged that in the past, the Bank had been too dogmatic in its recommendations, and accepted that the IMF and the Bank shared some responsibility for inadequate spending on education and teachers that came as a result of their demand for prudent fiscal policies. Looking ahead, he said that it is difficult for a bureaucracy not to have rules that are applied in all cases.

Colin Bradford referred to these comments as encouraging. He stressed that in the past, the Washington Consensus had become a vehicle for dogmatic thinking. We have too often looked at pure economic theory and ended up with ‘corner solutions’. An important example for a polarized debate is that on exchange rate regimes, which had presented a free flow and a fixed rate regime as the two alternatives. When settling for a free flow regime, no policy instruments for employment creation are left, and policy concentrates on keeping inflation low and maintaining external equilibrium. When a fixed rate regime is chosen, monetary policy is taken off the table, and domestic interest is determined by world interest rates. In this case, the only instrument left is fiscal policy – but when it is used, countries risk, as in the case of Argentina, crashing the economy. The task was to move inside the policy triangle of a fixed exchange rate, autono​mous monetary policy, and open capital accounts by choosing an intermediate regime with selective capital controls and managed floats. According to the data he presented, about half of all countries had such intermediate exchange rate regimes in 1999. By avoiding corner solutions, they open up policy space. The same point was also emphasised by Rolph van der Hoeven. In conjunction with a “flexible” system of capital controls, real exchange rate management can play an important role in creating employment. However, this is only possible if real exchange rate management is not needed to fight inflation. Therefore, other instruments – such as wage restraint – are needed to keep inflation low. Van der Hoeven argued that this again points at the need to have coherence between different policy areas, which should, however, be achieved through consensus and not repression. Gerry Rodgers also referred to real exchange rate management as a (promising) policy tool whose viability should be further explored.

The potentially negative effects of financial openness for developing countries were another key topic in the presentation by Rolph van der Hoeven. He said that financial liberalization is associated with higher consumption volatility in developing countries. Further, net capital flows tend to be pro-cyclical in most developing coun​tries, and therefore exacerbate the effects of pro-cyclical fiscal and monetary policy. As Yilmaz Akyüz (former Director, Division on Globalization and Development Strategies, UNCTAD) argued, finance is now the most important source of macro-economic instability. Financial openness has made selling and buying assets more attractive than creating them, leading to economic bubbles without new jobs. Finan​cial markets have misallocated resources more often than in the hey-days of adminis​trative allocation. During the resulting busts, a lot was lost, and while the East Asian economies have recovered from the crisis, many people have not. This assessment finds support in Ann Harrison’s finding that currency crises have very negative effects for the labour share in national income in developing countries.

In sum, financial openness increased the risk more than it lowered the cost of credit, and according to Yilmaz Akyüz, hence reduced investments. Investments, however, are key to the creation of new jobs. But rather than effectively enhancing their volume, policy often results in the opposite. The stabilization of the 1980s resulted in a long-lasting investment pause. While the second generation of reforms with their emphasis on governance and a more favourable investment climate was designed in the expectation that investments would pick up, the results were overall disappointing. In sub-Saharan Africa and in Latin America and the Caribbean, low public investments were associated with low private investments. In contrast to this, Asia saw strong public and private investments (and effect known as “crowding in”). The data presented by Rolph van der Hoeven showed that foreign direct investment into developing countries significantly increased in the second half of the 1990s, but that it was highly concentrated. Only a dozen or so countries attracted three-quarters of total FDI during the 1990s. Yilmaz Akyüz concluded that conventional, stabilization-oriented macro-economic policies failed to attract investments, and that they were not designed to make use of the existing labour resources. 

The loss of tools to allocate investments in an employment-enhancing way is paralleled by a similar development in trade policy. As Yilmaz Akyüz argued, the WTO agreements constrain developing countries’ ability to move up the value chain by applying selective trade barriers. Historically, the now developed countries have used them in their own industrialization, and it is unfair to deny developing countries the instruments they need by abolishing tariffs across the board. Sanjaya Lall reminded the seminar participants that sub-Saharan Africa had a dismal trade performance despite wide-spread trade liberalization. East Asia, in contrast, had com​bined tariff reductions with a more active policy and gained market share. Taking South Africa as an example, Collin Bradford highlighted how orthodox trade policy can have negative employment effects. Liberalization led to an increase in the import of wage-goods and the country has hence forgone a labour intensive growth path.

c) Integrating micro-economic elements into an overall strategy

The “trick” of a successful strategy, Collin Bradford said, is to combine macro- and micro-economic policies in an overall strategic framework. Since markets do not have any implicit wisdom, developing countries need to be encouraged to have a vision of how to catalyze society for dynamic growth. Sanjaya Lall expanded on this point, saying that globalization itself does not lead to greater trade and employment, and neither does a country’s openness by itself lead to competitiveness. What is needed instead is a co-ordinating mechanism and a strategic industrial policy. While this necessarily involves slightly selective policies, it would be a mistake to believe that protectionism alone delivers good results since it can deter learning.

Learning and technology acquisition should be at the heart of an industrial policy, said Sanjaya Lall. Competitiveness requires building capabilities to use technology, gaining leverage over foreign capabilities, and addressing the associated market failures in the learning process. This is a precondition of entering global production systems and for moving up the value chain towards high-technology products – a step all successful developing countries have taken. He outlined a strategy with five elements: (i.) promoting learning within activities that promise sustained growth and exports; (ii.) coordinating learning in industry with factor markets and institutions; (iii.) promoting shifts across activities into dynamic and technology intense activities; (iv.) promoting learning across linked industries, clusters and value chains; (v.) leveraging local capabilities with international factors and value chains.

d) The employment effects of policy choices in South Africa, Mexico, and India

James Heintz (Assistant Research Professor, Political Economy Research Institute, University of Amherst) outlined the debate on employment performance in South Africa where unemployment climbed by 10 per cent since the end of Apartheid and now stands at 26 per cent (narrow definition). Two different schools of thought attributed this (a) to the legacy of Apartheid and portrayed South Africa as an exceptional case, or (b) the government’s macro-economic stabilization programme. The proponents of the first school pointed to the very capital intensive industrial structure of South Africa that provided a small number of well-paid jobs (formerly reserved for whites), while human resources remained generally underdeveloped. A further legacy was the spatial pattern of industry and the rural-urban divide. Proponents of the second school singled out the 1996 stabilization programme as the main cause of the disappointing performance. It involved a tight fiscal stance, low inflation targets, and trade and capital account liberalization.

Within the programme, each policy focused on a narrow objective: fiscal policy was motivated by debt management, the stabilization policy by foreign exchange reserve concerns, and the liberalization policy was intended to capture the benefits of global integration. These policies, however, remained isolated. Taking up Sanjaya Lall’s argument, James Heintz argued that an overall (rather than purely sectoral) industrial strategy was needed in South Africa. The strategy should emphasize employment, domestic linkages and sustainability. Issues to be tackled are high prices for economic services (e.g. telecommunication, electricity and ports), the bias towards large enterprises and monopolistic markets. While the high price of labour is often cited as a major factor, this was a factor that only became problematic in conjunction with low productivity and high non-wage costs. The complementary macro-adjustments included an upward revision of the overambitious inflation target and a management of the real exchange rate since the Rand attracted short-term flows that resulted in an overvaluation.

For Mexico, globalization primarily took the form of integration with the United States, said Robert Blecker (Professor of Economic, American University). The country implemented liberalization and privatization policies from the 1980s onwards, but it was the NAFTA agreement in 1994 that ‘locked in’ these reforms. It tightly restricted the government’s ability to adopt industrial policies and to regulate investments. The optimistic expectations that the agreement would lead to massive job creation in Mexico (and the fears that this would be accompanied by equally massive job losses in the United States) never materialized. As is to be expected from standard trade theory, the main effect was an employment shift across sectors: job creation in export-oriented manufactures was offset by job losses in import-competing sectors. Only the prediction that about one million agricultural workers would be displaced turned out to be correct. Overall, it became clear that liberalization did not solve Mexico’s employment problem. Blecker attributed this to three main reasons: (i.) The export economy has few linkages to the rest of the economy; about three-quarters of the value of exports from the maquila sector consisted of imports. (ii.) Output growth was accompanied by rapid productivity growth, leading to proportionately smaller increases in employment. (iii.) Mexican exports increasingly face competition from China which is gaining market share in the United States and Canada, and in Mexico itself.

The main message emerging form Gerry Rodgers’ presentation on India was that the country has successfully engaged with globalization. It is, however, difficult to discern the effects of greater openness from the effects of internal policy reforms. One indication that points to the importance of the latter is that India’s growth accelerated beyond the so-called ‘Hindu rate of growth’ of around 4 per cent during the 1980s, while the engagement with globalization took only off in the early 1990s. Even though FDI increased, it only accounted for 2.8 per cent of gross domestic capital formation in 2000 (up from 0.3 per cent in 1990). The dynamic industry of IT-enabled services outsourcing (in areas such as call centres and back office processes) attracted much attention outside India, but caused far less excitement inside the country. Limited to local islands such as Bangalore, the industry will employ one per cent of the Indian labour force by 2008 – at the most optimistic estimate. 

One important topic of the current policy debate are India’s labour market institutions. Despite claims to the contrary, employment regulations do not seem to be unduly restrictive in practice – as the dynamism of the IT sector has illustrated. Further, the loosening of employment regulations during economic reform coincided with decline in employment creation; this may provide an indication that the employment regulations are not the factor hampering employment growth. More attention should hence be given to other issues such as investments in skills and infrastructure.  Fostering domestic demand could be another channel to create more employment. All these elements should be made part of an integrated strategy. So far, India pursues industrial, macro-economic, and social policies largely independent of one another, forgoing the benefits of greater policy integration. And even though employment has been high on the official policy agenda, it has often been treated as an add-on in terms of practical policy formulation.

3. Conclusions and priority issues

In his synthesis, Duncan Campbell (International Policy Group, International Labour Office) reiterated the statements made by Juan Somavia and Collin Bradford who agreed that making employment central is essentially a political issue, and that there is a role both for inter-ministerial co-ordination and greater coherence within the multilateral system. It has to be kept in mind that the purpose of macro-economic policy is welfare, and that this is achieved through the channel of employment. Referring to the intervention by François Bourguignon, he repeated that the task at hand was to create “more better jobs”. One had to accelerate growth and make it more employ​ment rich. Although it might be premature to announce the “Carnegie Consensus” on this question, Duncan Campbell said that the meeting had nonetheless achieved consensus on six points: 

(i.) The negative effects of financial market liberalization pose a real problem, and the issue should be on the top of the priority list. By comparison, labour market rigidities – often cited as a major factor – would be further down on the list since they have only small effects. 

(ii.) There was also been a general mistrust over passive liberalization. Simply open​ing up an economy would not deliver the desired results. Instead, globalization needs to be managed, by making use of e.g. intermediate exchange rate regimes or selective capital controls. 

(iii.) Recalling statements made by Yilmaz Akyuz, Rolph van der Hoeven and Ann Harrison, he said that the decline in employment elasticities could in part be attrib​uted to the destabilizing effects of financial liberalization, while the availability of capital made capital intensive (rather than labour-intensive) growth patterns more likely. 

(iv.) Drawing on the South Africa case study by James Heintz, Duncan Campbell emphasized that a relevant concept of industrial policy was needed. This included tar​geting industries with a likely competitive advantage, both within the high- and low-tech-sectors.

(v.) An additional, although possibly not entirely consensual point, was to pay greater at​tention to the structure of public expenditure and to make it more employment friendly.

(vi.) An across-the-broad reduction of tariffs will not lead to industrialization in de​veloping countries when capital building is absent. Campbell pointed at the quota system under the now expired Agreement on Textiles and Clothing/Multi Fibre Agreement as an example of a tool to geographically diversify an industry.

The central challenge would now be to get these policy prescriptions and the issue of employment on the agenda, said Karen Tramontano (President, Global Fairness Initiative). She showed some optimism over this since (a) the World Bank had “come out of its box”, and (b) the Bush administration had realized the importance of the issue, making dialogue easier. Sandra Polanski suggested that an item should be added to the list of consensual findings – and that it should read:

(vii.) So far the policy concern has been largely with keeping inflation low. To shift the focus, there is a need for an explicit employment target.

James Heintz asked the panel of the concluding session what the strategic interventions would be to put employment high on the policy agenda? Should one focus on the World Bank and the PRSPs, try to influence the donors, or seek to add a MDG on employment? “All of the above,” was the answer given by Karen Tramontano, and Gerry Rodgers added that one strategic success would be if the International Monetary and Financial Committee (IMFC) acknowledges that employment should be a central policy objective. Further, one needed to get commitment at the enterprise level – creating jobs could be seen as part of Corporate Social Responsibility.
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