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MR COLES

As you know, on 31 May an international trade delegation
is to meet the Prime Minister, in her capacity as Chairman of
the London Economic Summit, to present a submission on the
views of the international trade union movement on the issues

facing the world economy.

2% This is a standard feature of pre-Summit activity; and
such delegations have been received by the Chairman of the year
before each recent Summit.

Ole I attach a copy of the statement to which they will be
speaking. There is a good deal in it, particularly as to
assumptions and recommendations for action, with which the Prime
Minister and most of her colleagues at the London Economic
Summit will disagree. But there is a rather special domestic
significance about this meeting, which means that both the
Treasury and the TUC are extremely anxious that the meeting
should be, and be seen to be, a friendly affair and a success.

4. The delegation will be led by Mr Basnett; and both the
Treasury and the TUC believe that, if the meeting can be seen
to be constructive and friendly, that will strengthen the hands
of those in the TUC who want to bring the TUC back into the
National Economic Development Council (NEDC) in September. The
Chancellor of the Exchequer takes the view that it is in the
Government's interest that those views should prevail, and that
the TUC should return to the fold.

5. Clearly what is said in the statement issued to the press
after this meeting will be important in this connection. The
Assistant Secretary General of the TUC has told me that in his
presentation Mr Basnett will stress that the objectives of the
trade union movement are to create jobs, and to achieve
technological and structural change "in a way which enhances
rather than degrades the lives of our people". Though there are
differences about other objectives, and about the way of achieving
these particular objectives, it should be possible to register

agreement on these objectives.
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6. With this in mind, I have prepared a draft of the sort of
press release that might be issued. The TUC have stressed to

me that they will wish the press release to contain some account
of their views as presented; and Mr Ingham has in mind that he
would like to have some on-the-record remarks by the Prime
Minister which he could relay in his briefing. I attach a copy

of a draft press release herewith.

/s I am sending copies of this minute and the attachments to
the Foreign and Commonwealth Secretary and the Chancellor of the

Exchequer, and to Mr Ingham.

ROBERT ARMSTRONG

22 May 1984
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DRAFT PRESS RELEASE

On 31 May 1984 the Prime Minister, the Rt Hon
Mrs Margaret Thatcher FRS MP, received an inter-
national delegation of members of the Trade Unions
Advisory Committee (TUAC). The delegation, which
was led by Mr David Basnett, presented a submission
by the TUAC to the London Economic Summit on the
main 1issues facing the international economy. Other

members of the delegation were:

2% The Prime Minister, opening the discussion,

welcomed the delegation to 10 Downing Street. As
Chairman of the London Economic Summit she valued

the opportunity of hearing the views of the inter-

national trade union movement on the issues facing

the world economy, and particularly the industrialised
countries. The Summit came at a crucial juncture:

the economic recovery foreseen at Williamsburg

could not be seen to be under way. What was important
now was to establish it as a basis for sustainable
growth and to spread its benefits widely not only

in the industrialised countries but in the rest of

the free world. That would be the best possible

basis for creating new and lasting jobs and reducing
the levels of unemployment about which she and other

Heads of State or Government were no less concerned




than the trade unions. But the achievement of
sustainable growth would entail unremitting efforts
to bring inflation down still further and to

reduce the levels of interest rates, which were

too high.

3. Mr Basnett, introducing the TUAC submission,
said that it was based on the main objectives of
creating jobs, and achieving technological and
structural change in a way which enhances rather

than degrades people's lives. The trade unions

remained deeply concefned about the high levels

of unemployment. They agreed that recovery and
growth were essential conditions for reducing
unemployment; they were not convinced that they
were sufficient conditions, or that market forces
alone would bring about the fall in unemployment
which all desired to see. They emphasised the need
for an internationally co-ordinated approach, with
particular reference to investment in infrastructure,
and the need to avoid cuts in wages or undermining
of workers' rights in the name of labour market
flexibility. They also stressed the need for
co-operation with and support for the developing
countries, so that those countries too could enjoy

the benefits of economic recovery and growth.




4. Mr Basnett emphasised that the trade unions
were the supporters, not the opponents, of change.
They recognised that growth, employment and living
standards depended on technological and structural
change; they stressed that change could be successful
only if it was based on understanding and at least
some degree of consensus.

5. After other members of the delegation had
spoken, the Prime Minister, summing up the discussion,
once again thanked the delegation for coming and

for the clear expression of their views. The
delegation would not be surprised if she said that
she would herself part company with them on some
aspects of their diagnosis and prescription; but

on the main objectives, as defined by Mr Basnett,
there was a large measure of agreement. It was
necessary to secure and establish the recovery,

and to achieve sustainable growth. This was a
necessary condition of bringing down levels of
unemployment. The Prime Minister very much endorsed
what had been said about the importance of

technological and structural change in the creation

of new jobs, and about the need to increase public

understanding and acceptance of technological change:
this had been a theme which she herself had stressed
at the Versailles and Williamsburg Summits, and would

stress again in London.




6. She also endorsed what had been said about the
need to spread the benefits of growth to the
developing countries. They stood to gain just as
much as industrialised countries from economic
recovery, since a growth in world trade associated
with economic recovery would enable them to increase
their exports to the industrialised countries,

(in the case of the debtor countries) would help
them to meet the cost of servicing the debts which

they had incurred. In this connection it was much

to be hoped that the benefits of increasing exports

would not be eroded by increasing debt service
costs as a result of rises in interest rates:
another reason why it should be an object of policy
in the industrialised countries to create the
conditions in which interest rates would fall
rather than rise.

s The Prime Minister concluded the meeting by
repeating her thanks to the delegation for their
visit, and her assurance that she would convey

their views to her colleagues at the London Economic

Summit.
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Statement to the OFCD's Ministerial Council and the London Summit

Adopted by the 72nd Plenary Session of TUAC, 26 - 27 April, 19r4

INTRODUCTION AND SUMMARY

.Despite some recent encouraging signs ¢f an up-
turn, unemployment remains very high throughout
the OFCD area and ccntinues to grcw in many cocun=-
tries. Eccnomic aorowth - let alcne a reccvery -
is by nc means quaranteed, and cn present pcli-
cies, the forecast is for growth slcwing dcwn and
not spreading. The prospects of structural change
have come toc mean additional insecurity cf pre-
sent and future employment and inccme for an ever
growing number of pecple. Such growth as has taken
place has nct been equitably distributed. Differen-
ces between arcups in cur sccieties, and between
ccuntries, have been agrcwing and this has increa-
sed tensicns both within and between countries,
developed and develcocping alike.

2.Problems caused by unbalanced grcwth, ccntinued
high unemployment and uncertainties due E8 struce
tural chanoge are sericusly aggravated by the inter-
naticnal monetary chacs, wcrld debt prcblems, and
austerity programmes which are impcsed on a grcwinag
number of countries. Joint deflaticnary pclicies
have strongly ccntributed tc the recession in the
DECD ares. When the same kind cf pclicies are pres-
cribed for develcping countries, the effect is no-
thing shocrt of devastating. The oil price shoccks
and the recessicn have hit harder most cf the de-
veloping ccuntries than the OFECD area. The least
develcped countries are in an especially dramatic
situation, and many cf them need emergency fccd
and cther aid simply toc assure the survival cof
their pcpulaticns.

.The pcverty and the need for real eccncmic and so-
cial develcpment of hundreds cf millions cf pecple
in the develcping countries can - and must - be
attacked by pclicies which alsc prcvide fcr acce-
lerated econcmic and employment agrowth in the in-
dustrialised countries. The wcrld econcmy has be-
ccme sc interdependent that there will be nc dura-
ble scluticn toc econcmic and employment prcblems
in the OFCD area uniess the issues c¢f underdevelocp-
ment and pcverty in the whcle world are tackled.




Policies for economic and employment growth and for world
development, have to be coordinated as much as possible, in order to
maximise their positive effects. The more there is
delay and hesitation, the greater is the risk that
even the best individual countries' policies yield
prly d1ittle or partial Tesults. Growth which a=
mounts to a reccvery has to be the cutcome of po-
licies negotiated and implemented icintly by &all
countries.

.The wcrld eccnomy will nct be pulled cut cf the
recession by simple exhortations cr by a "trick-
ling down" of growth frcm Ncrth America. Reccvery
will nct be achieved by passive government peclicies
and interventicns which are-based cn the belief
that market focrces have tc be "liberated"” from re-
gulaticns and institutions which have evolved
throcughout mcdern histcry - and which have cecntri-
buted tc sccial progress and eccnomic efficiency
as well. The governments have the responsibility
tc prcvide @ framework for econcmic and emplcoyment
grcwth, and the mocst realistic way tc achieve this
is throuah cccperation which involves the trade

unicns and the business community., The first step
shculd be for the governments tc clearly demcns-
trate their political will to seek sclutions tcge-
ther, and use and develop national and internatic-
nal econcmic pclicy tccls for a robust reccvery.

Real adaptation and desirable change in the OFECD
ccuntries will not be promoted through intensified
ccmpetition, deregulaticn and privatisaticn, accocm-
panied by a weakening of sccial safequards, cr if
wage levels are depressed and problems cf lcw pay
and pocverty continue toc spread. It is imperative

tc avcid a develcpment tcwards a dual scciety,

with an escalating polarisaticn between the better
cff and thcse who locse cut frocm structural change.
Sustainable grecwth car nct be fostered thrcugh mea-
sures which in reality make it a divisive factor

in ocur societies. The cost of change must nct be
bcrne by thcse whe lose from it. Governments have
the duty tc devise their policies so that the be-
nefits cf eccnomic growth and structural change will
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be shared by all,

.Tc ccpe with structural change, ocpportunities are
needed on a large scale. There is nc rcom for adap-
taticn without a better growth path. Opportunities are nct




provided by an incentives-based policy which in-
crease inequalities between groups and individuals.
Real adaptation will not be sustainable unless the-
re is active consent and willing participaticn ¢
all groups in spociety. The automatic solutions of-
fered uwup to now to the OFCD countries and the world
econcmy have not worked. Falling inflaticn did not
by itself lead intc a8 recovery and mcre jobs. Cuts
in sgcial expenditure have further weakened the
social fabric and have not generated private invest-
ment. It is equally misleading toc assume that now
recovery can be conjured by increasing wage and
labour market flexibility; this will cnly create
further obstacles to a healthy reccvery which would
be thalr Tor aill.

R number ¢cf elements are indispensable in crder tc
ensure that there will be economic and emplcyment
grcwth in the OFCD area and the whcle world econg-
my, in a way which dces not lead intc an upsurge
of inflagtion. The ODECD's Ministerial ECouncil and
the Lcndon Summit should discuss, and agree upcn,
a growth strategy based cn the follcwing items :

(30) Jointly negotiated and coccrdinated mone-
tary and fiscal policies, tc back up the
stuttering growth which has taken place
and tc ensure it is spread throcughcut the
OFECD area and the world economy. Given the
internaticnal eccngmic linkages, the ccor-
dination of measures individual gcvernments
take to stimulate grocwth will serve to
maximise the joint positive impact of these
measures cn economic grewth and emplcyment
creation.

An underpinning cf an OECD-wide reccvery
programme by fair and wcrkable policies

in each of the counfries, which aim at
increasing productive and jcb-generating
investment. Such peoclicies must be devised
and implemented by governments in ccnsul-
tation and thrcugh negotiations with trade
unions and the business community,

A significant increase of bcth public and
private infrastructure investments. There

is brocad agreement between trade unicns and
employers on the need fcr such investments.
When they are carried cut in an intermatic-
nally ccordinated way, the effect cn employ-
ment and investment will be cptimised with-
out detrimental results on government expen-
diture and trade balances.




government policies to facilitate struc-
tural change by creating ocpportunities

and promcting a situation in which ccller
tive bargaining between trade unicns and
employers can have an important constructive rcle,

&6 that change can take place with a .eascna-
ble degree of security of employment and
income.
R shortening of working time, through ne-
gotiaticns between trade unions and em-
ployers which alsc aim at making full use
of the employment creation potential of
this measure. Governments shculd facilitate
and certainly nct hinder the climate in
which such negotiaticns are conducted.
Balanced growth in world trade, which is
possible cnly hand in hand with econrcocmic
and employment growth in all countries and
the expansion of domestic markets. Pclicies
which restrict domestic demand distecrt
trade flows and increase trade conflicts, and ma-
ke any "roll back" of protectionism more difficult.
Measures tc counteract the intermnaticnal
monetary chacs, toc increase stability of
the exchange rate markets, tc reduce real
interest rates wcrld wide, and toc sclve
the wcrld debt problem in ways which do
nct undermine but support the demccratic
process and strengthen the eccnomic and
social potential ¢cf indebted naticns.
(viii) A review of the ccnditionality framewocrk
cf the Internaticmal Mcnetary Fund, sc
that the conditions for countries in dgif-
ficulty dc not mean a halt tc growth and
develcpment but are ccocnstructive and prc-
mcte the necessary structural adjustments.
An increase in rescurces for develcpment,
in particular Official Develcpment Assis-
tance, and the adcption of pclicy measures
targeting these resources tc attack bla-
tant inequalities and toc help tc create and
strengthen viable econcmy and scciety in
each recipient country.

B.The decade cf recessicn and mounting uncertainty
must be overcome. Change is inevitable, due tc
technclogical progress, shifts in world trade pat-
terns, and the grocwing interdependence between dif-
ferent parts of the .world. But this change has to
be managed. Mechanisms for building a wcrkable un-
derstanding on the management of change have tc be
developed and used. This requires an atmcsphere cf
mutual respect and ccnfidence within the sccieties




that a search for solutions toc cur common pro-
blems will be serious and ccnstructive. The key
issge Tor The DECD's Ministerial Ceouncil and the
London Summit is to create the framewcrk in which
pecple can meet change with reasonable security,
and in which the policies pursued both in the
OFECD area and the developing countries are fair
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1 - THE FRAMEWORK FOR ECONOMIC AND EMPLOYMENT GROWT .'

)

9.Confidence in the effectiveness and the fairness

of the OFCD government's policies is sericusly
eroded by continued high and rising unemployme
Already now one fifth of the young cennot find an
entrance into working life. Lower inflation from
12.8% in 1980 to 5.8% today, did not a_.tomati-
cally bring about the increase in econg-.c activi-
ty and Jjob-generating investment whick it was sup-
pcsed to. Unemployment in some of the low-infla-
tion countries is among the highest in the OFCD
area. In the United States, where unemployment has
fallen From 10.3% in 1982 to 7.8% ncw, the upturn
did not start in 1982/83 by itself but was brought
about by increasing domestic demand and consumpticn
through a2 relaxation of monetary and fiscal pocli-
cies. It should by now be clear that the recent
North American grcwth will not be autcmatically
carried over tc other OFECD countries and the rest
f the world by the market mechanism without go-
rernments taking measures to spread and sustain
i Instead, there are rapidly growing wocrries

r the sustainability of growth in the United

tes and the ability of the still high unemploy-

£ there to fall any further,

).Econcmic growth so far is only a rebound from the deep
‘recession and it is weaker than in previcus up -

swings. Industrial production has only now reached
the 1979 level. The prospects, based on present
policies, are for a continuation of growth at le-
vels between 2-3% which are too low to even start
reducing unemployment. The OECD Conference on Em-
plcyment Growth in the Context of Structural Chan-
ge, in February, 1984, did conclude that the prin-
cipal battle against unemployment must be fought
at the macro-economic level. It requested that the
subsequent Conference of Finance Ministers would
assign a high priority to employment creaticn,
"ensuring virile but sustainable economic growth™.
Judging by all accounts, this appeal was not heard
by the Finance Ministers, who did not adequately
recognize that there must be sufficient domestic
demand growth in all OECD countries in order toc
achieve a better functioning of the economy and
tackle structural problems.

in

.A basic constraint faced by gocvernments, by the in-

dustry, and trade unions, is the instability and
vclatility of the present econcmic situation. The
insecurity of the international eccnomic envi-
rcnment cannct justify the OECD government's being




frightened into inaction or confining joint
decisions to negative, deflationary measures
alone. Those who no longer beleive in the possi-
bility of internationally agreed policies for re-
covery are fatally attracted by beggar-thy-neigh-
bour policies. Inan extremely unstable envi c=-
ment, even the best of national policies. ovased

on broadest possible agreement, will f-ce severe
difficulties and may well not succeed. It is dis-
tressing that the recession has increased economic
nationalism. The econcmic linkages between OECD
countries are often seen only as constraints on
national policies; in fact they offer an opportuni-
ty for joint action to overcome the recession.

.A more secure framework will be created if all go-
vernments negotiate and adopt ccordinated growth
and employment policies consisting of diversified
measures adapted to the specific problems in each
country, and taking advantage of whatever multi-
plier effects can be obtained by ccordinaticn. Ex-
pansionary measures, when coordinated and targeted,
will build inflation out of the system in a more
lasting way than trying tc squeeze it cut with de-
pressed expectations. The hitherto prevailing hesi-
tant attitude towards spreading economic growth has
to be overcome. Growth, albeit still very unbalanced, could
not be sustained if monetary and fiscal policies
were to be further tightened. Yet this danger is
clearly implied wherever the efforts to contain and
cut budget deficits concentrate mainly upon cuts in
public expenditure. Nor is there evidence that a
reduction of public expenditure would induce the
market forces to make use cf the room for growth
they may thus be offered ; they, too, need a clear
public policy, a policy which among cther things
involves public expenditure.

.The hoped-for automatic ways of achieving employ-
ment-generating growth have not worked. Unemploy-
ment has not been reduced by simply bringing in-
flation down, and now the benefits of lower infla-
tion are being eroded by continued recessionary
policies. The incentives to growth which have re-
sulted from falling inflation, from a change in the
proportion of income consumed or saved, from resto-
cking and from exports to North America cannot be
repeated. Investments are still unlikely toc lead a




strong recovery because of high real interest ra-
tes, uncertain demand prospects and capacity which
remains unutilised. Those investments which are
taking place are not primarily cf a jocb creating
type.

.Mcre recently, there has been & grcwing emphasis

cn reducing unemployment thrcugh lower wages, grea-
ter wage differentials, cuts in sccial benefits,
and varicus devices toc weaken the bargaining pcower
cf trade unions, All this may have marginal effects
cn ithe profitability of enterprises, but It will
have o effect on their job creation performan

The fcrtunes ¢of nterprises depend on several
and usually more impcrtant elements, such as 1
interest rates, easonably™alanced and reqgula
internaticnal trade, a mcre stable monetary sy
management expertise, technclogical innpovaticn
aticn and sufficient levels of dcmestic deman
The magnitude cf the unemplocyment prcblem in t
OFECD countries is such that withcut vigcrous j
creating investments, nc amcunt cf tampering w
wages/profits shares will precvide a solution.

.Gecvernments have tc wcrk cut a proper industrial
and trade pclicy framework for eccnomic and em-
plcyment growth. New jocbs will have tc be created
in activities whieh cffer a sufficiently secure
perspective for the future. They must be viable
jobs in the sense that they centribute to anmn improve-
ment of working and living conditions thrcughcut the
eccncmy. The context in which they are created has tc
be one cf onfidence. The wcrkers must have the ccn-
fidence which can ocnly be brcocught abcut by security
of future mplcyment and inccme. Emplcocyers alsc need
a8 cocafidence in future prospects, if they are to
procceed with the kind of investments which will
make their labcur focrce grew and not diminish., In-
vestments have tc be promcted by policies whcse ba-
ic criterion is thelr employment effect. The way
c achieve the necessary confidence is through dis-
ussicns and negctiaticns inveclving all the parties
ccncerned.

ructur investments

in physical infrastructure is a locgical
increasing econcomic activity and emplcoy-




ment. It is needed tc rehabilitate and upgrade
existing facilities which have been neglected

cver a long period of time, and toc construct ne
gnes in areas where eccnomic expansicn and the
develcpment of new industries is to take place.
The weakness cf infrastructure must not bec.me &
constraint cn recovery. Measures have ic ove taken
ngw, as substantial investment prcgrar.es demand
time fcr implementation, and ir particular as cn
present peclicies, growth is fcreseen tc slacken
towards the middle cf 19RS5. In addition tc the
direct investment and employment advantapes, such
investment has & substantial multiplier effect due
tc backward and fcrward linkages throuahcut the
economy This helps tc spread any grcwth that may
be achieved in leading sectcrs cf the eccncmy tc-
wards a mcre brcadlv-based reccvery.

.This type cf investment can be achieved thrcugh a
ccmbinaticn cf public and private expenditure and
initiative, but the gcvernments have & pivectal rcl
tc play. At a time when the prcblem for cur eccnc
mies is hcw tc generate prcductive investments tc
sustain reccvery and create new icbs, there needs
tc be a framewcrk cf poclicies tc bring tcgether al

available rescurces. Public investment in the in-
frastructure alsc induces large amcunts cf private
investment. Indeed, nc sharp distincticn can be
drawn between "public" and "private" investment:
activities such as construction fcr new hgusing, or
urban renewal, cr the strengthening ocf transpcrt
facilities, typically invelve beth public and pri-
vate resources.

.Jhe financing cf these investments does ncoct have to be
the prcblem it is cften presented to be. Firstly
the increase in emplcyment, bcth direct and indi-
rect, reduces the expenditures con subsidising un-
emplcyment., Seccndly, the increased eccngcmic acti-
vity which such investments stimulate increases
gcvernment revenues. Thirdly, inngcvative funding
schemes which inject private capital at varicus
stages withcut impairing public acccuntability can
ensure that there is an adequate rate cf return.
All cf these benefits will be magnified if the ex-
penditure cn infrastructure of each country are
made as part of a cocrdinated procgramme which ma-
kes pcsitive use of the interdependence gf the DECD




ecocncmies. Studies by the OECD c¢cn internaticnal
eccnemic linkages shcw that the gcocvernment budget
ccnsequences cf such investments will be pocs *:
within a few years.

.Trade unions in a number of OFCD countries have
made, and participated in, studies which lcok into
the type cf infrastructure investments and forms
cf financinag which would strenathen the eccncmy
and create 1icbs. Fcr example, a jcint study by a
high-level grcup cf trade uniocnists and industry
leaders in the United States has recently propesed
investments in highways, bridges, urban water sup-
ply systems, and wastewater treatment tigici it els,
invclving both increased user fees and greater ac-
cess toc capital markets.A study by the Ncrdic and
German trade unicns has indicated how a cemmen in-
vestment initjative by all OFCD ccocuntries wcoculd
have a beneficial internaticnal multiplier effect,
lnduce private investment, and reduce unemplcyment.
Prcpcsals from business and industry circles for
sclving the present crisis alsc include increased
investment in infrastructure such' as transpcrt and
ccmmunicaticns, with the participaticn of private
capital.

Jnfrastructure investments are mcre than a starter
for reccvery by stimulating private investment.
They alsc have an impecrtant rcle in imprecving the
efficiency cf cur eccncmies and their capability

tc carry out structural change. A well functicning
and mcdern infrastructure enhances the prcductivi-
ty of the eccncmies. Thus, infrastructure invest-
ments can and should be tarqeted toc the mcst pres-
sing ccnstraints. Scme areas where investments can
be undertaken by gcvernments, and where public pol-
icies tc stimulate investments can be prcmcted,
are :

Commun icns and transpcrt facilities, such as
railwa rcads, bridges and pcrts, and the in-
fcrmat technclcay netwcrk which is necessary
far th functioning ; due tec its nature, much
cif ThTs vestment requires intergcvernmental
cocper Al

The re 1 of becth urban and rural hcusing and

-

cther lities where they have fallen intg de-

cay 4§ i 1any cf the urbanrm conglomerates in the
GEED T ries this has to amount “fo an extensi-
ve Teh itaticn of -fnnher cities andZor uwrban
areas




New housing and the constructicn of educational,
health,child and cld-age facilities ;
Waste disposal and treatment, including the pos-
sibilities for recycling and the use of waste
for energy generaticn ;

Investments in a more efficient use of energy
and energy conservation (in househclds, by the
community, and by industry) ; and

Protecticn of the environment, for instance
through sufficiently large-scale investments in
equipment and facilities which reduce the threat
tc the envircnment,.

The aim of public poclicy shculd also be improved
sccial infrastructural services in a number cf vi-
tal areas. These include the prcvisicn of health
care, which is made all the more important by de-
mcgraphic developments. Child care facilities
have tc be expanded, in particular where a lack of
them creates an unwarranted obstacle tc the full
participation cf both parents in economic life.
Much investment is needed in educatiocn , starting
with basic education and ccntinuing with veocatic-
nal education and training, including adult and
recurrent educatiocn, to cope with technclogical
developments and structural change. Any comprehen-
sive plan fcr restcring econcmic growth must have
as an integral part an effective and well financed
system of public educaticn. These activities are
far frocm being passive from the viewpoint of a na-
ticnal econcmy. They improve the ability cf the
econcmy to create employment and cehtribute to Its
prcductive potential. These are activities which
by nature shculd be in the public field, and where
the private sector is inveoclved in them, it has tao
accept the necessary discipline (equal access to
sccial services) and to maintain high standards

cf employment.

3. Negotiating structural _change

22.The fear cf change can be removed only thrcugh bona-
fide discussicns and negctiations with, and wi-
thin, the existing instituticns tc ensure that the
needed safequards are in place and that all oppcrtu-
nities are made use of. High and rising unemployment




insecurity cver conditicns cf work and incomes,
and the lack of meaningful vocaticnal educaticn
and training and retraining facilities are heavy
ccnstraints to necessary adaptation ; these cocns-
traints cannct be remcved withcut ccherent and
effective government policies. Negctiatiecns on

how tc manage structural change have tc be carried
out at different levels. They call focr decisions
by gocvernments on industrial, technclogical, in-
vestment, regicnal and labcur market pclicy. Dis-
cussicns between governments, trade unigns and
emplcyers are essential for ensuring that the ccst
cf change will be borne equitably and nct cnly by
thcse whc are worst hit by it.

.Ccnfidence is not increased if the governments'
message is that there will be mocre clcsures and
dislccaticn ¢f work and less social procvisicn. Re-
distributive taxation, public prcgrammes and the
sccial wage system are partial compensatiocns within
an eccncmy, from the groups which gain frecm technc-
lcgy and trade-induced change toc thcse whce lcse cut
frem it ; as such, they shculd be develcped further.
The prcvisicn of vocaticnal educatiocn, training and
retraining is an indispensable element ; there is
much scope fcr cocoperaticn between gocvernments, tra-
de unicns and the employers in this field. Infcr-
maticn tc, and consultaticn with, the wcrkers by
enterprises, and particularly multinaticnal enter-
prises, cn future prospects and planned changes
allcws fcr a whocle series cf workable prccedures

tc ccpe with, c¢cr cffset, negative effects of res-
tructuring decisions. In the final anmalysis, the
effectiveness cf the measures taken either by gc-
vernments ocr enterprises to manage the effects of
technclcgy and trade depends on vigcrcus emplcyment
grcwth and the creaticn cf new cppecrtunities. Wi-
thcut this, income suppcrt cr training arrangements
for anm unemployed worker do not amcunt tc much mcre
than first aid.

i.Insecurity can be substantially reduced thrcugh

negqctiaticns between trade unions and management
cver changes at the wcrkplace. This will help in
mocving towards "industries cf the future"™ in a

manner which is sccially desirable. Technclcgy

aqreements (either directly between trade unicns
and employers cr tripartite framewcrk agreements)
are designed tc ensure that the prccess of change

+

at the wocrkplace is achieved in a way which is
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recognized to be fair and equitable. This is
particulary necessary when changes are funda-
mental due tc 8 new generation cf production
and communications technology.

The increasing complexity of company structures
and management systems diminishes the transparen-
cy of ownership and control of enterprises, while
decentralisaticn assisted by new technology leads
intoc geographical dispersicn of activities and
breaks up existing employment structures. It is
increasingly difficult for the emplcyees of a gi-
ven entity to be aware of the way in which the
ccmpany as 8 whole is faring. Industrial relaticns
systems and practices must be such as tc ensure
that in these circumstances, tcc, meaningful nego-
tiaticns on wages and working conditions will coc-
ver all workplaces, irrespective of their size and
lccation. There has tc be (by agreement, cI by
legislaticn if need be) informaticn to, and cocnsul-
tation with, the employees on planned changes in
the activities cf the enterprises. This is impor-
tant because restructuring on a2 world-wide scale
can lead intc substantial change for reasocns which
are directly attributable tc the perfcrmance c¢cf

a specific enterprise or the economic positicn of
the host country.

Real adaptation to economic change has to take place through
negotiaticns and agreement. It cannot be achieved by a poli-
cy based on incentives which increase inequalities between’
groups and individuals and which do nct guarantee a place

in society for all. Cuts in social expenditure, shifts towards
indirect taxation, and the widening of income differentials
weaken the social fabric and make it more difficult for so-
ciety to adapt to economic change. The recession has under-
mined the workers' confidence in future access to secure in-
comes and thus generated fear of change. The governments have
up to now offered sclutions which have failed one after the
other. Disinflation did not produce jiobs. Cutting public ex-
penditure has not brought forth private investment. The latest
vogue panacea, "wage flexibility", could turn out to be coun-
terproductive to real adaptation.

and labour market flexibility

Flexibility of wages, and cf the labour market
more generally, cannct be wunilaterally impcsed
by the governments'® policies. The concept cf
flexibility has to be prcocperly defined before it




can be used as a key element in the ODFCD's econo-
mic strategy. It must not be forgotten that wage
levels and differentials have a social basis, and
changes in them can only be brcught in the collec-
tive bargaining proccess. This prccess does allow
for real adaptatiocn without the negative effects
that fragmentation of the labour market produces.
This is why it is dangerous to make political as-
sumptions for instance on the basis of a superfi-
cial reading of trends in growth and employment
creation in different parts cf the OFCD area.

Mass unemployment is by far the biggest cbstacle
tc flexibility, especially regarding occupaticnal
mcbility and the achievement of structural change.
The most efficient way to.,achieve change is tc
make sure that cpportunities are created and that
the necessary adaptaticns take place thrcugh negc-
tiaticns and @ strengthening ¢f cocnfidence between
all parties, and without demolishing labcour leqgis-
lation and sceisl protectiocn. In sc different eco-
ncmies as the United States, Belgium and Japan,
neither declining real wages ncr higher prcfits
have engendered employment-creating investment.
Increased demand has been crucial tc recent growth
where it has taken place. Attempts tc reduce de-
mand by depressing over-all inccme levels will not
sclve the problem cf 35 million unemplcyed in the
OFCD area; they will make it worse. Fvery single
OECD country already has a low-wage problem, a pro-
blem cf segmentation cf the labcur force where wo-
men are frequently locked into low-paid and invo-
luntary part-time jobs, and most of them have a ne
prcblem of poverty.

.A downard pressure cn wages in all countries, for
reascns cf competition, will cnly serve to add to
these problems, instead of promcting investment in
better equipment. A high-productivity and high-em-
ployment scciety with decent wages will not be achieved by
flexibility which entails low-paid and insecure
jobs in infcrmal sectors with insufficient social
safeguards., Artificially low wages increase pres-
sures on sccial security and welfare benefits which
have to be provided by society. They can also beco-
me an unwarranted subsidy to ailing firms, thus
proclonging their life well beyond a time when effi-
cient measures for restructuring coculd and should
have been taken. Finally, the remedies proposed
for unemployment should in no circumstances prcmote
a situation where groups and individuals compete
with each other to have a place in the labocur market.




30.Reducing social protection, in the name of flexi-

bility, only increases the incentive to seek pro-
tection sgainst change and not through change.
Making redundancies easier without providing for
new opportunities will shift costs frcm the priva-
te sector tc the whole of society. As economies
are ccnfronted by large-scale change, the notion
of flexibility must noct amount to revising the
fcundations on which econcmic growth and social
progress in the period following World War 1II have
been built. Social expenditure and the existence
of a social wage are by no means charity : they
must continue tc be a central means of achieving
adaptation, transferring compensation from those
who gain from change to those whc lose from it. If
this comprehensive system which is based on
universality cf access is undermined, the scope
for sccial cchesion cculd irremediably be damaged.
Workers will be prevented from accepting, and in-
volving themselves in, change and adjustment if
their standards cf living and work are being atta-
cked. Productivity imprcvements will not be seen as
desirable, if they increase unemployment and ine-
quality in the societies.

.Free collective bargaining is by nature a flexible
system which had developed, and alsc undergcne
change, in the light of changing eccncmic and so-
cial conditions. Governments shculd cnce and for
all discard the noction that certain forms of wage
bargaining are inherently inflaticnary or hamper
jcb creation. Differences in the ways in which

wage levels are set among OECD ccuntries do not cor-
respoend to differences in economic perfcocrmance or
the inflation rates. Instead of prescribing inter-
ference with collective bargaining structures and
practices, gocvernments should join in explcring the
possibilities free ccllective bargaining offers for
looking for real ways to bring abcut and sustain a
recovery.

A variety of negotiations between trade unions and
employers on the shortening of working time are
gocing on in different ccuntries. Growth alcne -

even with ccnsiderably higher rates than ncw fore-
cast - will not provide work fcr all those who need
it. Consequently, it is imperative to maximise
whatever employment potential there is in a negotia-
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ted shortening cf working time (a 35-hours week,

a shorter working year, paid educaticnal leave,
reduced life-long working time etc.). Even though
the main way of implementing a shcrtening cf wor-
king time is through negotiations between trade
unicns and the employers, governments can and
should, bcth individually and collectively, prcmo-
te the environment in which this take place and
they should certainly not hamper this prccess. Le-
gislation and administrative measures may be need
ed and governments are alsc directly invclved
through education, training, pensiecn provisicn and
cther sccial security measures; and they are em-
plocyers themselves.

Reduced wcrking time should nct be concei

"sharing unemplcyment"., It must be reccgni

be a benefit for the emplcyees and a bene

scciety as well. It shculd not “be seen as

a cost to the employer or the scciety. Thi

is social benefit, direectly inscfar ‘as

ses per hour prcductivity and emplcyment, an

dir tly as it greatly improves the quality

fe r pecple wheo no longer have tc work leng hours
tc rn a decent wage. '

.The reducticn of working time must not be separa-
ted from the issue of cvertime, or else there may
bie little or no effect an actual werking time or
emplcyment. A wcrker should be able tc make a 1i-
ving without cvertime pay being a necessary sup-
plement tc an inadequate basic wage. Special cor-
rective measures will be necessary in thcse indus-
tries and enterprises where strong reliance cn
cvertime pay has beccme part of the wage pattern.
The recessicn has aggravated the practice ¢cf ccm-
bining cocmpulscry cvertime with shcrt-time working.
Flexible working time arrangements and ocvertime
should nct be methcds for employers tc keep employ-
ment levels dcwn. Al]l wcrking time arrangements
sh ld be voluntary and negctiated, and nct at the
employers' discreticn. They should not become a
daily feature of working life which increases un-
certainty of income.

ernments should reccgnise and deal with the dis-

rting effects cf maintaining cr increasing dif-

rences in labecur standards between countries which
have achieved a comparable level cf ecocnocmic deve-
lcpment and strength. Competitive advantages shculd
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not be forced by 8 refusal to translate procduc-
tivity geains intoc improved working and living
conditions. Sustained and targeted measures
should be teaken to reduce and harmonise working
hours, which can differ by as much as 20% between
countries of similar econcmic development and
strength, as well as to improve the standards of
soccial security, health and safety, and the wor-
king environment between these countries. The
governments have increasingly discussed the shor-
tening of working time in the OFCD. It is a forum
which governments can use for international cocpe-
raticn on these issues, drawing as apprcpriate on
the specialised knowledge and facilities ¢cf the
ILO and the GATT,
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I1 - TRADE, MONETARY POLICIES AND DEVELOPMENT

36.Trade is not an engine of grcwth because all coun-
tries are pursuing policies which aim at increasing
expcrts and restricting impcrts. Nog healthy indus-
trial pclicy can be built upon this basis either.
Successful development of export industries needs
an increase in domestic activity and demand, and
employment growth. Instead the search for competi-
tive advantage has deteriorated into cut-thrcat
ccmpetition between countries fcr one ancther's
markets. Such ccmpetition tan cccur nct only when
markets are shrinking but alsc when they are gre-
wing at different, unbalanced rates. In lccocking
fcr ways toc further liberalise international trade,
and "rcll back" protecticnism, gcvernments shculd
realise that pclicies which restrict domestic demand
are themselves protecticnist because they distcrt
trade flcws and increase trade conflicts.

Fcr years now, the benefits of trade have been ar-
gued in terms c¢f expecrts cnly. The assumpticn cn
the beneficial effects of imports have always pre-
suppcsed the existence ¢f full employment, a situa-
ticn which does nct exist tcday. Under PLEeSENE  Con-
ditions, in the absence of balanced economic growth
among the trading partners, trade tends tc threaten
entire sectcrs c¢f national eccnomies and the jcbs
in them, as impecrt penetration surges destrcy cther-
wise ccompetitive enterprises. Since the collapse

cf the Bretton Wcocods system, trade flows have been
excessively affected by erratic exchange rate mcove-
ments rather than by real ccmparative @advantage,
and thrcugh the ebb and flgw of capital transacticns
based on interest rate differentials, expectaticns,
uncertainties and sheer speculation., Cecmpetitive
trade itself is diminishing because ccuntertrade is
expanding, and because a significant and growing
share cf trade takes place within and thrcugh mul-
tinaticnal enterprises. The vclume and directicn

of intra-firm trade changes without warning, as
multinational enterprises carry cut their resirumes
turing werld-wide.

-Fach country needs a sufficiently diversified and
sclid eccnomic structure. fhese structures have
already been badly shaken by upheavals which the
eccnemy has been undergcing over the past decade.,
With extraordinarily rapid change it-—<s in danger




of disintegrating further without the acteocrs in-
volved, and the decision makers, even fully rea-
lising the gravity of tThe process, let alone de-
vising consistent policies to ccunteract it. Over-
adjustment, cr panic adjustment, to tempcrary pres-
sures shculd be avoided. Moreover, the survival of
a viable economic structure requires the mainte-
nance and mocdernisaticn of essential industries
and services which may not appear tc be interna-
ticrnally competitive. There are alsc sccial pres-
sures tc maintain industries which nc longer are
internaticnally competitive and which shculd be
assisted in returning to competitivity or in
restructuring into other product lines. These
pressures can be overccme cnly if there is an eco-
ncmic and industrial policy creating new cpportu-
nities focr enterprises and workers, and 1f there
are sccial and employment pclicies which are desi-
gned to cope with trade adiustment needs.

Persistent instability of the trading system re-
gquires anticipatocry and built-in adjustment proc-
visions., Their scope must be brocad encugh tc un-
derpin any liberalisatiocn agreements which would
further expose the service sectcr, where most new
jobs have been created, tc internaticnal ccmpeti-
tion. There has tc be confidence in the govern-
ments' will and capacity to manage the effects cf
trade, bcth naticnally and thrcugh internaticnal
coccperation. The workers' ability tc adapt tc chan-
ge alsc depends cn the effectiveness and ccverage
cf soccial guarantees in different OECD ccuntries,
as well as on the timing, speed and methcds cf in-
dustrial restructuring. In particular the varicus
forms of subsidies, which are necessary to cushion
the effects cof change ¢cr tc prcecmote change, must
be clearly identified and subject tc internatiocnal
agreement. Such internaticnal agreement is needed
cn the tempcrary use of these and other measures,
such as voluntary export restraints. If and when
trade interventions and subsidies to ailing indus-
tries are discontinued, gcvernments must take an-
ticipatory measures sc that change 1s manageatle
and ceocnstructive rather than simply disruptive.

.The Havana Charter of 1948, which made the link
between trade and employment, recognised that low
labour standards in one ccuntry can ercde labour
standards in its trading partners. Operative con-
clusions were not drawn hecause the prcjiected
International Trade Organisatiocn was not establi-
shed. Trade tensiocns and unfair trade arise out of




situations where the working populaticn is de-
prived cf trade unicn rights and, mcre general-
ly, prevented from receiving its share of the
benefits accruing from exports. Social clauses,
such as fair labocur standards clauses included
in some existing commodity arrangements, shgould
be negotiated in trade agreements, and implemen-
ted. This will remove the distortions caused by
viclations of internatiocnally agreed minimum la-
bour standards and will in no way Jjeopardise the
econcmic progress of countries concerned. On the
contrary, it will foster more balanced eccnomic
and social develcpment, and it will alsc ensure
that in countries which have achieved higher la-
bour standards, trade adjustment is nct forced
by exploitaticn of workers elsewhere.

41 .nDifferences in labour -standards amcng increasingly
interdependent ccuntries at a ccmparable level c¢f
eccnomic development and strength distcrt trade.
Large differences in working time, wages, pensicns,
eligibility and levels of unemployment and cther
benefits (with ccnsequences for non-wage labour
costs) and in the level of social provision exist
among the main trading groups within the OECD area.
This jecpardises the open trading system-in two
different but complementary ways; the maintenance
¢cf such differnces is a powerful, thcugh ccnceiled,
protectionist device; at the same time, it is a
hidden expocrt subsidy because it makes wocrkers as-
sume a dispropcrticnate ccst of making exports ccom-
petitive. The failure to translate past productivi-
ty gains into imprcved labour standards, enhanced
sccial progress and higher living standards boosts
unfairly the ccmpetitive pcsiticn of ccuntries. For
the sake of stability in the international trading
system, growth must rely upcn the expansion of bcth
export and domestic demand. A harmconisation which
leads intc an cverall improvement of labocur standards
amcng these countries would facilitate the expansion
cf trade in beth directions.

42 .The existing international monetary chacs consti-
tutes ocne of the major obstacles tc general, sus-
tained and non-inflaticnary recocvery and crderly
structural change. The links between the value cf
currency and the state of the country's eccncmy




have been largely severed, wild fluctuations

have become the general rule of exchange rate
behaviour, the influence of interest rates on the
direction and scope of intermaticnal flows of
capital has beccme excessive, and international
indebtedness has reached very dangercus propor-
tions. The debt crisis of the past two years is
far from being cver, especially if mcnetary poli-
cies remain tight, and in the foreseeable future,
even some of the major industrial countries may
experience difficulties in meeting their interna-
tional debt service obligations. Due toc the decli-
ning inflcws of money in the develcping ccuntries
and tc their increasing debt service, the net
transfer of rescurces has been reversed : the deve-
lcping countries are now expcrting mcre capital to
the industrial ccuntries than they are receiving
frcm them.

.This chacs cannct easily be overcome : it has pro-
ved difficult even tc reach agreement on the mini-
mum cbjectives ¢f necessary refcrm. There shgould
at least be general] recogniticn that it is neces-
sary to ensure a greater stability of exchange ra-
tes; to keep the interest riates under ecntrol;: to

limit the amcunt and impact cf the so-called hot
money, which makes fcreign currency speculaticn

mocre profitable than prcductive investment; tc coun-
teract major cvervaluaticns cr undervaluations cf
single currencies which seriously affect the pattern
cf international trade; and tc prevent speculative
devaluations and other methods cf exchange rate war-
fare frcm being used as strategic weapcns ¢f trade
warfare. There is a tremendcus need for greater
stability in the exchange rate markets, and initia-
tives toc broaden monetary stability should be pur-
sued.

.Tc ccpe with the disruptive effects of excessive
debts, gcvernments must both individually and col-
lectively gc well beycnd mere crisis managemenctc.
Governments and central banks must fully resume
their responsibility for surveillance and control
of internatiocnal lending and cccperate amocng them-
selves, and with the Internaticnal Mcnetary Fund,
to ensure the surveillance of the exchange rates
and of the conditicns in the exchange rate markets.
The banks, after having been rescued by the emer-
gency measures adcpted by the governments and the
IMF toc keep the global financial system aflcat,
must be brought tc go beyond the rescheduling pro-
cess which increases the interest payments of the
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ccuntries in difficulty and merely increases the
burden of repayment in the future. Rather than
getting increased profits out of the publicly fi-
nanced rescue measures, banks must accept reaso-
nable lcsses in the years to come, and thus Tecy-
cle tc the debtor ccuntries part of the pietite
drawn from jrrespcnsible lending.

The conditions attached toc IMF assistance should

be based in each specific case on a comprehensive
analysis or the economy and social realities of

the country in difficulty, to define the cecnstruyc-
tive poclicy changes which could help to develop
viable economic and sccial structures. The tenden-
cy of the IMF tc prescribe drastic remedies for
balance ¢f payments aﬁd‘budgetary geficdts can .jeo-
pardise sccial development and the democratic pro-
cess, and it must not be allowed tc prevail. The
developing countries continued access to internatic-
nal liguidities is clearly inadequate, pushing them
to functicn at levels far below their cptimum and
to resocrt to the most expensive forms of private
lending. OFCD gcvernments cannot affeocrd tc deny the
Internaticnal Development Asscciaticn the rescur-
ces it needs, in view of the vital role of the
World Bank and the IDA in furthering the develcpment
process and in shielding the developing ccuntries
frecm the instability and devastating effects cf pri-
vate lending.

AR majcr endeavour toc restore the functicn ocf the
international financial institutions can be initia-
ted withcut waiting until agreement about a com-
prehensive and more crderly monetary system is rea-
ched. Governments and central banks shculd give
greater consideration to the likely or actual ef-
fects their domestic mcnetary policies have ocn ex-
change rates. They shculd ccoperate to bring about
a coordinated reducticn of real interest rates.
Gcvernments should alsc agree toc discuss with the
IMF, and within it, as well as with and within the
DECD, the aspects of their individual eccnomic pc-
licy chcices (whether internaticnal cr domestic)
which have or can have an adverse impact cn octher
ccuntries. The dividing line between dcmestic and
internaticnal eccnomic issues is blurred. For ins-
tance, insufficient dcmestic demand in surplus coun-
tries is not a purely internal affair inasmuch as
it produces strains on octher eccncmies. Actual know-
ledge and understanding of the interrelaticnships
between balance cf payments deficits, budgetary

.
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pclicies, interest rates and exchange rates re-
mains inadequate. Therefore, IMF acticn and the
Jcint action of the member gocvernments has to be
based on discussions and agreement rather than on
questicnable theories.

Beycnd the initial steps, the discussions on inter-
national monetary refcrm shcoculd aim at resclving

a number cf fundamental prcblems. These are, in
particular, the existing asymmetry in the treatment
of deficit and surplus countries, development as-
sistance as part cf the international financial
system, and the respective roles of the 1IMF, the
Wworld Bank, the Bank for International Settlements
and the OFECD in handling the balance of payments
Gl SES,

Althcugh the IMF has the authcrity tc make its
assistance to ccuntries in balance of payments
deficit conditional on their accepting certain
pclicy reccmmendaticns, the Brettcn Wcods system
failed to prcvide any mechanism whereby ccuntries
in persistent surplus would be induced tc bring
their balance cf payments intc, or clcser toc,

librium. This paralyzing asymmetry has ccntributed
a great deal tc the stringency of the IMF ccocnditioc-
nality.

Development assistance has arisen cnly after the
adcption ¢f the Brettcn Wcocds agreements, and it
has never been fully integrated in the internatic-
nal monetary and financial system. Consequently,
its size and mcdalities are largely exempt from
generally accepted and binding rules. Development
assistance provided by single doncr ccuntries is
measured solely cn the basis of & unifcrm target
set in terms of the GNP and has so far been treated
mainly as a matter of genercsity. Additional inczn-
tives for governments to ensure the regular flcow of
resources to developing countries are needed. For
example, the external position (balance of payments
balance of trade etc.) of a country exerts a ccnsi=-
derable influence on the ability toc provide assis-
tance, especially where the surplus is of a persis-
tent nature. Furthermcre, development assistance
creates export markets for the industrial countries
manufactures (especially investment gocods), yet-the
assistance performance of single donor countries is
not being assessed in relaticn toc the balance of
their trade in manufactures with developing countries.
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It is necessary to review and to redefine the re-
laticnships between the World Bank's, the IMF's
and the OFCD's respective activities and their re-
lative weight in internaticnal mcnetary pclicies.
Shcrt-term measures can be fully effective only

if they dc not undermine longer term development
prcspects. Therefcre, the World Bank shcoculd effi-
ciently participate in devising the policy recom-
mendaticns toc the countries seeking international
assistance toc cvercome their balance of payments
difficulties. Since the recommendations gc far
beyond strictly financial issues, and indeed per-
tain toc the whole range of economic policies, the
OECD shculd have its share cof respensibility in
their fcrmulation. The poclicy advice given, and
measures introcduced, by these institutions have
far-reaching econcmic and sccial cocnsequences. The-
refcre, when policies are formulated and implemen-
ted there sheould be a full discussiocn with trade
unions and emplcyers, in order tc arrive at wcr-
kable and sccially acceptable measures.

Even a full-fledged reccvery in the industrialised
part of the wprld will net by itself solve the fin-
damental problems facing the develcping countries,
and low growth prospects make their soluticn immea-
surably more difficult. It d4s futile te claim that
eccnecmic trends which increase inequalities and
imbalances in the OFECD area can somehow have a
beneficial "trickle-down" effect on the developing
ccuntries, if only the market mechanism is set
free. Private capital flows go only tc scme sectcrs
and some ccuntries. They seldom aim at imprcving
the economic and social structure, and more cften
than not remain insulated within the recipient ccocun-
tries' eccncmies. In the absence cf other measures,
they are quite likely toc increase the inequalities
within and between countries. A brcad range of es-
sential investments in the developing countries will
cnly take place through cofficial assistance chan-
nels. The key issue is the improvement ¢f the pcsi-
ticn of the developing cocuntries through a deve-
lcpment of their sccic-economic infrastructure.
Self-sustaining develcpment cannct be achieved in
countries where the sccial structure is cbsclete
and rapidly disintegrating.




52.The situation of some countries has become so bad

that it is imperative for the OFCD ccuntries to imme-
diately step up focd and other emergency aid. Peo-
ple in a growing number of the least developed
countries, especially in Africa, are facing star-
vation. An immediate increase in basic aid is a
concrete matter on which the OFECD's Ministerial
Ccuncil and the Londcn Summit should agree upcn.,
Emergency measures should be followed up by assis-
tance to develop the Tural septor, in order to re-
verse the trend which has made many previcusly
self-sufficient producers into net food impcrters.
This sector must be helped sc that it can be revi-
ved and properly organised, tc decisively improve
its productivity.

Jhe economic interdependence of today's wecrld has
meant unprecedented hardships for the non-cil prc-
ducing developing cocuntries which have been hard
hit by escalation ocf energy prices tc levels which
are prohibitive tc them, and by the continuation

cf deflationary pclicies in the OFCD area. Cocnti-
nuing high interest rates and energy prices, and
stagnating credits, locans, assistance and direct
investment have fcrced developing ccuntries to
restrict their imports and put their development
efforts intoc reverse. Ccmmcdity prices, though ri-
sing, are still depressed, and the markets for most
cther exports of these ccuntries remain largely
stagnant. Grecwth in the industrialised countries

is indispensable for the future of the develcping
countries. But the conccmitant expansiocn of markets
has to be accompanied by pclicies which ensure that
the benefits will fuél genuine develcpment., In par-
ticular, the benefits must be shared by the entire
pcpulation ¢f the developing cocuntries instead cf
being reserved tc the privileged few whc have been
faring well throughcut the recessicn while pcverty
has been grcwing.

JThere can be no real eccnomic progress cn the glo-
bal scale unless it goes hand in hand with the im-
provement cf the social ccnditicns of the working
people everywhere. The poverty cf hundreds of mil-
licns cf people in the developing countries can,
and must, be attacked by pclicies which at the sa-
me time help to reduce unemplcyment in the indus-
trialised world. The long-term econcmic and employ-
ment problems in the industrialised cocuntries can
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cnly be solved if the issues of underdevelopment
and poverty in the world are tackled. The inter-
dependence is illustrated for instance by a re-
cent study carried out by the Nordic and German
trade unions, showing that the coordinated ful-
filment of the United Nations' target of 0.7 per
cent of GNP for development assistance would crea-
te a ccnSiderable number of new jobs in the OFCD
ccuntries within a few years.

Private investment is no substitute toc Official
Development Assistance. Official Develcpment As-
sistance must be considerably increased, and much
better targeted and mcnitored thanm in the past.
This assistance is vital for the development of

a scund eccnomic structure and a viable society
(which includes the existence cf wage structures,
crderly industrial relaticns, sccial security,
health and safety regulaticns, unemployment bene-
fits, pensiocns schemes and sc cn). Indeed, an
improvement in the econcmic and social structure
of the develcping countries will also facilitate
private investment flcws, and minimise their cften
disruptive side-effects. Any encouragement of pri-
vate investment flows to develcping countries
should go hand in hand with greater compliance with
the ILO Declaration on Multinaticnal Enterprises
and Social Peclicy, in which the special respcnsi-
bilities of these enterprises for employment and
job security have been recognised.

.While the development process requires a much big-
ger quantity and variety of imports by the develc-
ping countries they have been forced, especially
by the IMF austerity prcgrammes, to drastically
limit them, even imports of goocds which are essen-
tial fecr their basic needs and their export indus-
tries. This IMF-administered cure has led intc a
forther driop 1n laving standards, higher food pri-
ces,; power shortagés, disruptions in public trans-
port, and the postponement of development projects.
Austerity prcgrammes, quickly and rigidly imposed
Upon a debtorccuntries by the IMF, even undermine
the necessary structural adjustment, and are thus
self-defeating. The suspension c¢f financial flcows
delays new investments, and when austerity pro-
grammes are imposed on many debtor countries at the
same time, there is a cumulative dcwnward effect
on markets for gccds expcrted by both industriali-
sed and other develcocping countries.




Some of the countries facing rigid austerity
progqrammes may have come late tc the IMF, but

this cnly demcnstrates the gap between long-term
develcpment policies and the shocrt-term need to
survive. It alsec illustrates the speed with which
the recession in the industrialised ccuntries
spread its effects tc the develcping part of the
wocrld and the inadequacy of the existing financial
arrangements and institutions. Given that majicr
rescue cperaticns cannct be undertaken unccocnditio-
nally, the cenditions invpolved must be cocnstructi-
ve. They must nct put a stcp tc growth. It is
wrcng tc call for cost-cutting and fcr the concen-
tration of the limited rescurces available cn gcne
cr two expcrt sectors only; considerably mcre em-
phasis must be put on agriculture, energy, an ef-
ficient public sector, sanitaticn and health, tax
refcrm, basic and adult educaticn, and vccaticnal
educaticn and training. It is evident that there
is now a strong case fcr reviewing the conditicne-
lity framewcrk cf the IMF,




