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l. THE CONSEQUENCES OF UNEMPLOYMENT

Let me start by fully endorsing Prof. Blanchfloneerhessage on the tragedy and costs
of unemployment. The ILO has been insisting coasity on this for many years, not
only in this crisis, but in what we call “the csdvefore the crisis”, that is, the
enormous human tragedy of underemployment, powerdyiack of social protection

as well as gaps in respect for workers rightshiorts the enormous decent work
deficits that existed before this crisis and thé trisis is exacerbating.

The ILO has been responding aggressively withwallneeans of action to the present
crisis. As part of this, last June, the Internatidrabour Conference adopted a
document called‘Recovering from the Crisis: A Global Jobs Pa¢JP)! Our
Director General, Mr. Juan Somavia will be speakimage extensively this afternoon
on the GJP and the G20 Summit in Pittsburgh.

| would like to focus on three issues: a brief asggent of the policy responses to the
crisis and the economic outlook, the challenge iminmzing persistent
unemployment; and the role of social dialogue.

I[I. POLICY RESPONSES AND ECONOMIC OUTLOOK
1. Boosting aggregate demand

Regarding policy responses, as Prof. Blanchfloveentpd out, thanks to John
Maynard Keynes, this time around, governments amtral banks have focused on
expanding aggregate demand and injected massiverasnaf cash into the world
economy. The unemployment situation around thedweduld be much worse had
this not been done.

* The OECD has estimated that for the 19 OECD caemakamined the
average employment effect in 2010 falls in the eaofy0.8 to 1.4%, a total of
3.2 to 5.5 million jobs.

* For the G20 countries the ILO has estimated athjidggrger employment
impact: from 7 to 11 million jobs created or saue@20 countries in 2009.
This is equivalent to between 29 and 43 percetdtaf unemployment in G20
countries. This means that the fiscal stimulus messhave made a

! The GJP contains a series of principles for crsiponse based on the Decent Work Agenda and the
2008 Declaration on Social Justice for a Fair Gliaation, and a portfolio of policy options that
countries can adapt to their specific needs andtsin. The GJP is an ILO contribution to national
decision-making, international cooperation andgyotionvergence on the crisis.



difference, without them unemployment would haverbmuch higher in
these countries.

Having said this, it is also important to make ploént that fiscal policy responses,
while helpful and essential, cannot possibly fullifigate the fall in output, let alone
employment and labour market outcomes. This idypbeicause the reduction in
private investment and consumer demand is huges, Bustainable recovery can
only be obtained when consumer demand and primagsiment recover in a
sustainable way.

What are the prospects of this happening?

2. TheEconomic Outlook: theimportance of avoiding premature withdrawal
of stimulus and the urgency of repairing the financial system

The International Labour Office’s studies and dsstans of the global economic
outlook are quite close to Prof. Blanchflower'sesssnent. Like him, we believe that
despite recent signs that the world economy hédliged and began to recover, the
outlook is more fragile than many commentatorsdwelj and that return to the
previous levels of unemployment will take a longei In fact, this concern is a
central one in the Global Jobs Pact, and one ieaPact very much hopes to
contribute to address.

A major reason to believe that the recovery will be V shaped but slow and
protracted is that in the US and other major deyesdloeconomies the company and
household sectors are highly indebted and haveMealth massively. It will take

time to rebuild the balance sheets of banks amégdair those of households in
countries where consumers were most overstretaind:¢ha housing bubble was most
dramatic. The experience of Japan in the 90s shiwatshis can take a long tinie.

The reality is that there is still no sign of sslfstaining economic recovery. What
growth is observed now is almost exclusively dribgrgovernment stimulus, and
that is why governments should stay the courséh®time being.

Despite bail out actions, the financial sectottiis @retty sick in many countries and,
as the Financial Times argued in its editorial Frsdlay “pathologically
undercapitalized® Credit flows have not been restored to levels tibfe with full
employment, and the limited bank lending that tglase is often at high interest
rates. Given these realities the recovery is likelgemain vulnerable to many
possible shocks, at least over the next year or two

Restoring health to the financial system to acheepeivate-sector-led recovery is all
the more urgent because there are increasing ewedth the rise of fiscal deficits
and government debts and their future consequences.

2 |LO, Protecting people, promoting jobs, An ILO oepto the G20 Leaders’ Summit, Pittsburgh, 24-
25 September, Annex 4.

% Richard Koo (2008)The Holy Grail of Macroeconomics. Lessons from Jep&reat Recession
John Wiley & Sons.

G20 must not let unity unravel”, FT Editorial ®&ept.-2009



In this context, the pledges by the G20 last Fritlaysustain our strong policy
response until a durable recovery is secured’eftsure that when growth returns,
jobs do too” and “to avoid any premature withdrasstimulus” are very important
and reassuringBut efforts should be stepped up to ensure beésign of fiscal
stimulus so that enough of the expenditure effoesgto effective employment and
social protection policies.

3. Employment, social protection and social policy responses

| would like to take a few minutes to report to yamuthe results of a survey carried
out by the ILO at the request of the G20 and pitesklast Friday by our DG in
Pittsburgh’® The survey included 54 countries, including aloGhd OECD countries,
across 32 policy measures. This table shows tlgeiérecy of measures declared by
the countries in the sample.

Table 1. Frequency of measurestaken across the sample countries.

1. Stimulating labour demand l% 2. Supporting job seekers, jobs and unemployed ‘E/Ion)
Additional fiscal spending on infrastructure 87.0 | Additional training measures 63.0
- with employment criteria 33.3 | Increased capacity of public employment services 46.3
- with green criteria 29.6 | New measures for migrant workers 27.8
Public employment 24.1 | Working time reductions 27.8
New or expanded targeted employment programmes 51.9 | Partial unemployment with training and part time work 27.8
Access to credit for SMEs 74.1 | Wage reductions 14.8
Access to public tenders for SMEs 9.3 Extension of unemployment benefits 315
Subsidies and tax reductions for SMEs 77.8 | Additional social assistance and protection measures 33.3
3. Expanding social security and food security 4. Social dialogue and rights at work

Social security tax reductions 29.6 | Consultations on crisis responses 59.3
Additional cash transfers 53.7 | Agreements at national level 35.2
Increased access to health benefits 37.0 | Agreements at sectoral levels 111
Changes in old-age pensions 44.4 | Additional measures to fight labour trafficking 3.7
Changes to minimum wages 33.3 | Additional measures to fight child labour 3.7
New protection measures for migrant workers 14.8 | Changes in labour legislation 22.2
Introduction of food subsidies 16.7 | Increased capacity of labour administration/inspection 13.0
New support for agriculture 22.2

Source: ILO survey
As you can see, the six measures with the highegtiéncy are:

spending on infrastructure as part of fiscal stusypackages;
subsidies and tax reductions for small enterprises;

credit for small enterprises;

training programmes and facilities;

consultations with employers’ and workers’ orgatisss; and
social protection through cash transfers.
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® G20 Leaders Statement: The Pittsburgh Summit, &5, paragraph 10.
®ILO, Protecting people, promoting jobs, An ILO cepto the G20 Leaders’ Summit, Pittsburgh, 24-
25 September.




Investment in infrastructure is the most widelydisgsis response measure. Almost
90% of the 54 countries surveyed by the ILO rembusing infrastructure investment
as a policy response to crisis, one third of thath axplicit employment creation
targets and criteria. It has potentially the latgesltiplier effects of all measures,
with direct and almost immediate effects, partidylan developing countries. And
over time, it lays the foundation for future grow®f course, quick implementation is
crucial for it to make a difference when it mattersst.

Financial support to enterprises, via access witcigubsidies and tax reductions, is
the second most important category of measured,ms8 out of every 4 countries in
the ILO survey. Measures range from debt restringuto bank recapitalization, to
public guarantee schemes, to aggressive credinsigaby public banks in countries
that have them, all of these usually targeting SMEs

Notice that these two sets of measures are verynfmacised on expanding aggregate
demand and thus, the demand for labour. This ishsostandard supply-side toolkit,
defined as passive plus Active Labour Market Pedichrough training and activation
but a much broader package with a strong emphadiseodemand-side, which
suggests, | think, the recognition by governmemés, tas Mr. Blanchflower has also
argued, the main issue in the current recessitireitack of demand.

There are of course important differences in theepaof responses among countries.
There is no time to go into this, but | invite yimuread the ILO Report to the G20
available in our public website.

1. HOW TO MINIMIZE THE RISK OF PERSISTENT UNEMPLOYMENT

Let me now turn to the question of how to minimite risk of persistent
unemployment.

This is a critical question. The ILO and the OEGiincide in warning that there are
strong reasons to believe that this time we aferia period of 5 to 6 years of serious
disruption of labour markets. And we have alsorledrfrom previous crisis that the
unemployment rates for youth persist at particulaih levels for many years. So
Prof. Blanchflower is quite right in his call tovgi high priority to targeting the young
to avoid the risk of a lost generation. And it iceuraging that this Ministerial
Meeting is having a session on the subject.

To minimize the risk of persistent unemploymentfitst line of attack is to try to
keep people in their jobs. This objective requingsrventions at the macro and micro
levels, on the demand-side and on the supply-side.

At the macro level, it is essential to sustain aggte demand. | already commented
on this.

At the micro level, relevant measures include iniees to help employers retain
workers, such as subsidies for part time work orkveharing, as well as cost
reducing measures for enterprises such as tax\Waik sharing has been used by 1
in 4 of the 54 countries in the ILO survey sam@ermany’s Kurzarbeit programme



is the largest in the world covering 1.3 millionnkers as of March 2009. It has been
estimated that it has increased consumption by @&9month and prevented
unemployment from rising an additional percentagiatp being therefore a major
factor explaining the relative resilience of ther@an labour market in this crisis.

A second line of attack is incentives to promote iéring, especially of vulnerable
groups. These are as important as incentives tiol éaynffs because firms stop hiring
during recessions, or at least drastically reduddiiing subsidies, tax credits and
reductions in social security contributions carhallp in this regard. Evidence on the
effectiveness of hiring subsidies or wage subsidiging “normal” times is mixef.
However, they can be particularly effective in teeovery phase and when well
targeted to specific categories of workers sucyoasg people.

A third line of attack is to improve the match beem labour demand and supply by
making the unemployed more employable throughitrgjrstrengthening Public
Employment Services and other labour market intdration services. Even in the
middle of a crisis there is some degree of jobt@eaSo job search assistance,
activation measures and training remain importadtraore so during the recovery
phase.

Economies need highly skilled workforces to meetabmpetitive challenges of the
post-crisis world. The crisis itself generates m@mands for skills because of the
accelerated productive transformations associatttditywincluding the policy-
induced ones in green technologies and jobs. Ulm¢gmes of slack labour demand
to invest in skills makes sense for people, eniggprand economies as a whole. In
developing countries investing in the skills of¢kan the informal economy is a
particularly relevant, but often neglected, measWe therefore welcome the G20
pledge in Pittsburgh “to support robust traininfpdt in our growth strategies and
investments” and the “call on the ILO, in partngpshith other organizations, to
convene its constituents and NGOs to develop aiti@istrategy” for the
consideration of the G20.

Finally, during recession, supply-side activatiai@es that rely mostly on sticks are
less effective as the binding constraint is ondamand-side. So activation policies
need to be adapted to the realities of the labarket and it is very appropriate that
OECD Employment and Labour Ministers are devotisgssion to this issue in this
Meeting.

1. ROLE OF SOCIAL DIALOGUE

Let me close with a brief comment on social dialghs the Global Jobs Pact
stresses: “Especially in times of heightened sderadion, strengthened respect for,
and use of, mechanisms of social dialogue, inclydollective bargaining, where
appropriate at all levels, is vital.” (GJP, pardii 16).

" Broyer, S; Costa, B. 2009. How do you explainrésilience of the German Job Market ? Natixis
Special Report, 30 June, 194.

See Bechterman, G., Olivas, K. and A. Dar (200dpdct of active labor market programs: new
evidence from evaluations with particular attentiordeveloping and transition countries. World Bank
Social Protection Discussion Paper, N0.0402.



A recent study by the ILO suggests, however, thatinvolvement of social partners
in the design and implementation of national respsnto the current crisis has
generally been limited, especially in the earltagss of the downturhThis situation

might have changed somewhat, as suggested bydhthéa 60% of the 54 countries
in the ILO survey said they had engaged in consoita with employers and workers.

Countries like Belgium, Ireland and Spain, whiclieatly had well established
tripartite systems in place managed to focus ortiisés since the early stages as part
of their institutionalized negotiations. This higlits the importance of having
existing institutions in place in order to effeetiy respond to an economic crisis.

The Global Jobs Pact can be a major tool to promatel dialogue across the broad
range of relevant policies and it is encouragirad this was explicitly recognized by
the G20 Leaders Statement in Pittsburgh.

% See Rychly, L. 2009. “Social dialogue in times géis: finding better solutiondl.O Industrial and
Employment Relations DepartmgiNb. 1.



