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MR COL

International TUC Delegation

Thank you for your minute of 24 May.

AP I now attach the Prime Minister's copy of the TUAC Statement
to the OECD Ministerial Council and a covering letter from the
TUC General Secretary which were handed over by Mr David Lea at a

meeting with Sir Robert Armstrong last week.

3 I have asked the TUC to make contact with No 10 directly (I
have given David Barclay's name to Mary Barber) to liaise on
practical details. Mr Lea said that they had not (as of last
Thursday night) finalised composition of the delegation but it
would consist of 16 principals, 5 TUC officials, and an absolute
maximum of 11 advisers/aides; ie 32 as a top limit. Four of the
principals will require interpretation. The languages concerned
are French, German, Italian and Japanese. I understand, however,
that the speaking contribution of these representatives is likely

to be limited to a token of two to five minutes each.

4. The names of the four interpreters are: Mr A Lawrence,
Mrs Y Mori, Mrs Eicke Crowley, and Mr Leo Cherman. The
interpreters are proposing to arrive at No 10 Downing Street at

10 o'clock on Thursday.

R P HATFIELD

29 May 1984
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Rt Hon Margaret Thatcher MP
Prime Minister = RV
10 Downing Street IM/DL/JA

London SW1 Secretary's

May 24 1984

Dear Prime Minister

The World Economic Summit

I am enclosing a copy of the statement which we
look forward to discussing with you on May 3l.

May I take the opportunity to express our

appreciation for the cooperation which has been
shown in the administrative arrangements for
this meeting.

Yours sincerely

General Secretary

GENERAL SECRETARY: RT. HON. LIONEL MURRAY OBE DEPUTY GENERAL SECRETARY: NORMAN WILLIS
ASSISTANT GENERAL SECRETARIES: KENNETH GRAHAM OBE AND DAVID LEA OBE
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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

l1.Despite some recent encouraging signs ¢cf an
turn, unemployment remains very high throughout
the OFCD area and continues to grow in many cou
tries. Fcongmic arowth - let alone a recovery -
is by no means guaranteed, and cn present poli-
cies, the focrecast is for growth slcwing down a
noct spreading. The prospects of structural chan
have come tc mean additianal insecurity of pre
sent and future emplocyment and inccme for an eve
growing number of pecple. Such growth as has ta
place has nct been equitably distributed. Diffe
ces between agrocups in cur sccieties, and betwee
countries, have been growing and this has incresc
sed tensions both within and between ccocuntries,
developed and develcping alike.

.Problems caused by unbalanced growth, centinued
high unemplcyment and uncertainties due to struc-
tural chanaoe are seriocusly aggravated by the inte
naticnal monetary chacs, wcrld debt problems, an
austerity programmes which are imposed on a growi
number of countries. Joint deflationary poclicies
have strongly contributed to the recession in the
OECD ‘area. When the same kind of pclicies are pre
cribed for develcping countries, the effect is nc
thing short of devastating. The ©il price shocks
and the recession have hit harder mcst of the de
veloping cocuntries than the OFCD area. The least
develcped countries are in an especially dramatic
situatiocn, and many of them need emergency fccd

other aid simply to assure the survival of
ir pcpulations.,

.The pcverty and the need for real eccncmic and so
cial development of hundreds of millicns cof pecple
in the develcping countries can - and must - be
attacked by pclicies which alsc prcvide fcr acce
lerated econcmic and employment qgrcocwth in the 1in
dustrialised countries. The world eccnomy has be
come sc interdependent that there will be no durs
ble scluticn to economic and employment problems
in the OFCD area unless the issues cf underdevelcp-
ment and poverty in the whocle 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' pclicies yield
cnly little or partial results. Growth which a-
mounts to a recovery has toc be the outcome of po-
licies negotiated and implemented jointly by all
countries.

.The werld eccnomy will not be pulled ocut cf the
recession by simple exhortations or by a "trick-
ling down" cf growth from North America. Reccvery
will not be achieved by passive government pclicies
and interventicns which are based cn the belief
that market fcrces have tc bg "liberated" from re-
qulaticns and institutions which have evolved
throughout mcdern histcry - and which have contri-
buted tc sccial procgress and econocmic efficiency
as well. The governments have the respconsibility
tc provide a framework for economic and employment
growth, and the most realistic way to achieve this
is through cccperaticn which involves the trade
unicns and the business community. The first step
shculd be for the governments to clearly demcns-
trate their political will to seek solutions ‘toge-
ther, and use and develop national and interrnatic-
nal econcmic policy tcols for a robust reccvery.

Real adaptation and desirable change in the OECD
ccuntries will not be promcted through intensified
cocmpetition, deregulaticn and privatisaticn, acccm-
panied by a weakening of sccial safequards, or if
wage levels are depressed and problems ocf low pay
and pcverty continue to spread. It is imperative

tc aveoid a develcpment tcwards a dual scciety,

with an escalating polarisation between the better
cff and those who lose out from structural change.
Sustainable growth can nogt be fostered thrcugh mea-
sures which in reality make it a divisive factor

in our societies. The cost of change must nct be
bcrne by thcse who lose frecm it. Governments have
the duty to devise theilr pclicies so that the be-
nefits cf economic growth and structural change will
be shared by all.

.Tc ccpe with structural change, cpportunities are
needed on a large scale. There is no room for adap-
taticn without a better growth path. Opportunities are not




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 participation of
all grcups in society. The automatic solutions of-
fered w to now to the OFCD countries and the world
econcmy have not worked. Falling inflation did not
by itself lead intc a recovery and more jobs. Cuts
in social expenditure have further weakened the
sgcial fabric and have not generated private invest-
ment., It is equally misleading to assume that now
recovery can be conjured by increasing wage and
labour market flexibility; this will cnly create
further obstacles to a healthy recovery which would
be fair for all.

A number of elements are indispensable in crder to
ensure that there will be economic and emplcyment
growth in the OFECD area and the whole world econoc-
my, in a way which does not lead intc an upsurge
cf inflation. The OFECD's Ministerial Council and
the London Summit should discuss, and agree upon,
a growth strategy based on the following items

(i) Jointly negotiated and cocrdinated mcne-
tary and fiscal policies, tec back up the
stuttering growth which has taken place
and toc ensure it is spread throughout the
OECD area and the world economy. Given the
internaticnal eccnomic linkages, the coor-
dination of measures individual governments
take to stimulate groewth will serve to
maximise the jocint pcsitive impact of these
measures cn econcmic growth and emplcocyment
creation.

An underpinning of an OFCD-wide reccvery
programme by fair and wcrkable policies

in each of the countries, which aim at
increasing productive and jocb-generating
investment. Such policies must be devised
and implemented by governments in ccnsul-
tation and through negotiations with trade
unigns and the business community.

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

is broad agreement between trade unicns and
employers ocn the need for such investments.
When they are carried out in an internatic-
nally ccordinated way, the effect on emplocy-
ment and investment will be optimised with-
out detrimental results on government expen-
diture and trade balances.




government policies to facilitate struc-
tural change by creating opportunities

and promcting a situation in which collec-
tive bargaining between trade unions and
employers can have an important constructive role,
86 that change can teake place with a reascna-
ble degree of security of employment and
income.

A shortening of working time, through ne-
gotiations between trade unions and em-
plocyers which also aim at making full use
of the employment creation potential of
this measure. Governments should facilitate
and certainly not hinder the climate in
which such negotiaticns are conducted.
Balanced growth in world trade, which
possible only hand in hand with economi

and employment growth in all countries and
the expansion of domestic markets. Policies
which restrict domestic demand distort

trade flows and increase trade conflicts, and ma-
ke any "roll back"™ of protecticnism more difficult.
Measures to counteract the international
monetary chaos, to increase stability of
the exchange rate markets, tc reduce real
interest rates weocrld wide, and to sclve

the crld debt problem in ways which do

W
nct undermine but support the demccratic
e

process and strengthen the ecocnomic and
sccial potential of indebted nations.

(viii) A review of the conditionality framework
cf the Internatioral Monetary Fund, sc
that the conditions for countries in dif
ficulty do not mean a halt tc growth an
development but are constructive and pr
mcte the necessary structural adjustmen
An increase in rescurces for develcpmen
in particular 0fficial Development Assi
tance, and the adopticn of policy measu
targeting these resources tc attack bla
tant inequalities and tc help to create
strengthen viable econcmy and society in
each recipient country.

8.The decade of recession and mounting uncertainty
must be overcome. Change is inevitable, due to
technological procgress, shifts in world trade pat-
terns, and the growing interdependence between dif-
ferent parts of the world. But this change has to
be managed. Mechanisms for building a workable un-
derstanding on the management of change have tc be
developed and used. This requires an atmosphere cof
mutual respect and confidence within the societies




that a search for solutions to our common prco-
blems will be serious and constructive. The key
issue for the OFCD's Ministerial Council and the
London Summit is to create the framework in which
people can meet change with reasonable security,
and in which the policies pursued both in the
OECD area and the developing countries are fair
Fex Bll;
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I - THE FRAMEWORK FOR FCONOMIC AND EMPLOYMENT GRDHTH.

l. Growth

9.Confidence in the effectiveness and the fairness
of the OECD government's policies is seriously
eroded by continued high and rising unemployment.
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 automati-
cally bring about the increase in economic activi-
ty and Jjcb-generating investment which it was sup-
posed to. Unemployment in some of the low-infla-
tion countries is among the highest in the OECD
area. In the United States, where unemployment has
fallen from 10.3% in 1982 to 7.8% now, the upturn
did not start in 19B2/B3 by itself but was brought
about by increasing domestic demand and consumpticn
through a relaxation of monetary and fiscal poli-
cies. 1t should by now be clear that the recent
North American growth will not be automatically
carried ocver to other OFCD countries and the rest
of the world by the market mechanism without go-
vernments taking measures to spread and sustain
it. Instead; there a rapidly growing worries
over the sustainability of growth in the United
States and the ability of the still high unemploy-
ment there to fall any further.

.Economic growth so far is only a rebound from the deep
"recession and it is weaker than in previous up-
swings. Industrial production has only now reached
the 1979 level. The prospects, based on present
pclicies, 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-
ployment 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 creation, in
"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 to
achieve a better functioning of the economy and
tackle structural problems.

.A basic constraint faced by governments, by the in-
dustry, and trade unions, is the instability and
volatility of the present economic situation. The
insecurity of the internaticnal economic envi-
ronment 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 environ-
ment, even the best of national policies, based

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

A more secure framework will be created if all go-
vernments negotiate and adopt coordinated 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 coordination. Fx-
pansionary measures, when coordinated and targeted,
will build inflation out of the system in a more
lasting way than trying to 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 of the room for growth
they may thus be offered ; they, too, need a clear
public policy, a policy which among other 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 to lead a




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

.More recently, there has been a grcwing emphasis

cn reducing unemployment through lower wages, grea-
ter wage differentials, cuts in social benefits,
and variocus devices to weaken the bargaining power
cof trade unions, All this may have marginal effects
on the profitability of enterprises; but it will
Have no effect on their job creation performance.
The fecrtunes of enterprises depend on several other
and usually more important elements, such as lower
interest rates, reasonably balanced and regular
international trade, a mocre stable monetary system,
management expertise, technolocgical innocvation, tax-
ation and sufficient levels of domestic demand.
The magnitude cof the unemployment problem in the
OECD countries is such that withcut vigcrcus jcb-
creating investments, ngc amcunt cf tampering with
wages/profits shares will prcvide a solution.

.Governments have tec work cut a proper industrial
and trade policy framewcrk for economic and em
plcyment growth. New jobs will have tc be crea

ated
in activities which offer a sufficiently secure
1

perspective for the future. They must be viable
jobs in the sense that they contribute to an improve-
ment of working and living conditions throughout the
econcmy. The context in which they are created has to
be one of confidence. The wcrkers must have the con-
fidence which can only be brought about by security
of future ‘employment and inccme. Employers alsc need
a ccnfidence in future prospects, if they are to
proceed with the kind of investments which will

make their labour force grow and not diminish. In-
vestments have to be promoted by policies whose ba-
sic criterion is their employment effect. The way

toc achieve the necessary confidence is through dis-
cussions and negoctiations invelving all the parties

ccncerned.

frastructure investments

.Investment in physical infrastructure is a lcgical
avenue for increasing economic activity and employ-




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

over a long period of time, and to construct new
cnes in areas where economic expansion and the
development of new industries is to take place.
The ‘weakness ¢cf infrastructure must not become a
constraint cn recovery. Measures have tc be taken
now, as substantial investment programmes demand
time focr implementation, and in particular as on
present policies, growth is focreseen tc slacken
towards the middle of 19RS5. In additicn tc the
direct investment and employment advantaages, such
investment has a substantial multiplier effect due
tc backward and forward linkages throughcut the
economy This helps tc spread any grocwth that may
be achieved in leadinao sectors cf the eccnocmy to-
wards a more brcadlv-based reccvery.

17.This type of investment can be achieved thrcugh a
ccmbination of public and private expenditure and
initiative, but the governments have a pivctal rcle
tc play. At a time when the prcblem for cur eccno-
mies is hcw toc generate productive investments tc
sustain reccvery and create new icbs, there needs
tc be a framewcrk cf policies tc bring tcgether all

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 for new hgusing, OCI
urban renewal, ocr the strengthening of transport
facilities, typically invclve both public and pri
vate resources.

1B.The financing cf these investments does not have to
the prcblem it is cften presented tc be. Firstly
the increase in emplcyment, bcth direct and indi-
rect, reduces the expenditures onr subsidising un-
emplcyment. Seccndly, the increased economic acti
vity which such investments stimulate increases
gcvernment revenues. Thirdly, inncvative funding
schemes which inject private capital at various
stages without impairing public accocuntability can
ensure that there is an adequate rate of return.
All cf these benefits will be magnified if the ex
penditure ocn infrastructure of each country are
made as part cf a cocrdinated programme which ma-
kes positive use of the interdependence cf the OECD
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econcmies. Studies by the OFCD on international
eccnecmic linkages show that the gcvernment budget
consequences cf such investments will be positive
within a8 few years.

.Trade unions in a8 number of OFECD countries have
made, and participated in, studies which lcok into
the type cf infrastructure investments and forms
cf finmancina which would strengthen the economy
and create fobs. For example, a lcint study by a
high-level group of trade unionists and industry
leaders in the United States has recently propcsed
investments in highways, bridges, urban water sup-
ply systems, and wastewater treatment facilities,
invclving both increased user fees and greater ac-
cess to capital markets.A study by the Nocrdic and
German trade unigns has jndicated how a ccmmgn in-
vestment initiative by all OFCD ccuntries wculd
have a beneficial internatioconal multiplier effect,
induce private investment, antd reduce unemployment.
Proposals from business and industry circles for
sglving the present crisis alsc include increased
investment in infrastructure such as transpocrt and
ccmmunications, with the participaticn of private
caplitals

JInfrastructure investments are more than a st
for reccvery by stimulating private investmen
They also have an important rcle in improving
efficiency cf cur eccnomies and their capabili
tc carry out structural change. A well functi
and modern infrastructure enhances the prcduc
ty of the economies. Thus, infrastructure inv
ments can and should be targeted toc the mcst
sing constraints. Some areas where investment
be undertaken by governments, and where publi
icies toc stimulate investments can be prcmot
are

Ccmmunicaticns and transport facilities, such as
railways, rcads, bridges and ports, and the in-
fcrmation technoclocagy network which i1s necessary
for their functlioning ; due to its nature,; much
cf this investment requires intergovernmental
ccoperation ;

The renewal of both urban and rural hcusing and
cther facilities where they have fallen intc de-
cay 3 in many cf the wrban conglomerates in the
OFCD countries this has to amocunt to an extensi-
ve rehabilitaticn of inner cities and/or urban
areas ;
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recognized to be fair and equitable. This is
particulary necessary when changes are funda-
mental due to a new generation of 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
intc geographical dispersion of activities and
breaks up existing employment structures. It is
increasingly difficult for the employees of a gi
ven entity to be aware of the way in which the
company as a whole is faring. Industrial relatio
systems and practices must be such as tc enc
that in these circumstances, too, meaningful
tiaticns on wages and working conditions will cc
ver all workplaces, irrespective of their size
lccation. There has to be (by agreement, cI by
legislatiocn if need be) information tc, and cons
tation with, the employees on planned changes i
the activities of the enterprises. This is impo
tant because restructuring on a world-wide scale
can lead intc substantial change for reasons which
are directly attributable to the performance cf
a specific enterprise or the economic position of
the host country.

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

in society for all. Cuts in sccial 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 ecconomic 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 toc now offered solutions which have failed cne after the
other. Disinflation did not produce jobs. Cutting public ex-
penditure has not brought forth private investment. The latest
vogue panacea, "wage flexibility", could turn ocut tc be coun-
terproductive to real adaptation.

and labour market

Flexibility of wages, and cf the labour market
more generally, cannct be unilaterally imposed
by the governments' policies. The concept cf
flexibility has to be properly defined before it
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can be used as a key element in the OFCD's eco
mic strategy. It must not be forgotten that war
levels and differentials have a social basis,
changes in them can only be brought in the colle
tive bargaining proccess. This process does all
for real adaptation without the negative effec
that fragmentation of the labour market produc
This is why it is dangerous to make political
sumptions for instance on the basis of a superfi
cial reading of trends in growth and employmen
creation in different parts of the OFCD area.

Mass unemployment is by far the biggest obstacle
to flexibility, especially regarding occupational
mobility and the achievement of structural cha
The most efficient way to achieve change is to
make sure that opportunities are created an

the necessary adaptaticns take place thrcugh
tiations and a strengthening of confidence

all parties, and withcut demolishing labour
lation and sccial protection. In so different
nomies as the United States, Belgium and Ja
neither declining real wages nor higher prcocfi
have engendered employment-creating invest
Increased demand has been crucial tc recent g
where it has taken place. Attempts to reduce
mand by depressing over-all income levels wil
sclve the problem of 35 millicn unemployed i
OECD area; they will make i worse. EFvery si
OFCD ccocuntry already has a low-wage problem,
blem of segmentation of the labcur force where
men are frequently locked intoc low-paid and invo
luntary part-time jobs, and most of them have a
problem of poverty.

.A downard pressure on wages in all countries, for
reasons of competition, will only serve to add tec
t

these problems, instead of promocting investment in
better equipment. A high-productivity and high-em-
ployment society with decent wages will not be achieved by
flexibility which entails low-paid and insecure
fobs in informal sectors with insufficient social
safequards. Artificially low wages increase pres-
sures on sccial security and welfare benefits which
have to be provided by society. They can alsc beco-
me an unwarranted subsidy to ailing firms, thus
prolonging their 1ife well beyond a time when effi-
cient measures for restructuring could and should
have been taken. Finally, the remedies proposed

for unemployment showuld in no circumstances promocte
a situation where groups and individuals compete
with each other to have a place in the labour market.




30.Reducing social protection, in the name of flexi-
bility, only increases the incentive to seek pro-
tection against change and not through change.
Making redundancies easier without providing for
new opportunities will shift costs from the priva-
te sector tc the whole of spgciety. As economies
are confronted by large-scale change, the noti
of flexibility must not amount to revising the
focundatiocns on which economic growth and soccia

on
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progress in the period following Werld War II ha
been built. Sccial expenditure and the existence
of a social wage are by no means charity : they
must continue toc be a central means of achieving

adaptation, transferring compensation from those
who gain from change tc those who lose from it,
this comprehensive system which is based on
universality of access is undermined, the scope
for sccial cchesion cculd irremediably be damage
Workers will be prevented from accepting, and in
velving themselves in, change and adjustment if
their standards of living and work are being att:
cked. Productivity improvements will riot be seen
desirable, if they increase unemployment and ine
quality in the societies.

.Free collective bargaining is by nature a flexibl
system which had develcped, and alsc undergocne

_.change, in the light of changing eccnomic and so
cial conditions. Governments shoculd cnce and for
all discard the notion that certain forms of wage
bargaining are inherently inflaticonary or hamper
job creaticn., Differences in the ways in which

wage levels are set among OECD ccuntries do not cor-
respond tc differences in economic performance o©OT
the inflation rates. Instead of prescribing inter-
ference with collective bargaining structures and
practices, governments should join in explocring the
possibilities free ccllective bargaining offers for
looking for real ways to bring abcocut and sustain a
recovery.

32.A variety of negotiations between trade unions and
employers on the shortening of working time are
gcing on in different cocuntries. Growth alone -
even with considerably higher rates than now fcre-
cast - will not provide work for all those who need
it., Consequently, it is imperative tc maximise
whatever employment potential there is in a negotia-




ted shortening of working time (a 35-hours week,
a shorter working year, paid educational leave,
reduced life-long working time etc.). Even though
the main way of implementing a shcrtening of wor-
king time is through negotiations between trade
unions and the employers, governments can and
should, both individually and collectively, promo
te the environment in which this take place and
they should certainly not hamper this prccess. L
gislation and administrative measures may be need
ed and governments are also directly invclved
through education, training, pension provisicn
other social security measures; and they are em
ployers themselves.

.Reduced working time should not be conceive
"sharing unemployment”™, It must be recognis
be a benefit for the emplcyees and a benefi
society as well. It should not be seen as
a cost to the employer or the society. Thi
is a soecial benefity directly inscfar as i
ses per hour productivity and emplcyment
directly as it greatly improves the quali
fe focr people who no longer have to work lo
tc earn a decent wage.

,.The reduction of working time must not be se
ted from the issue of ocvertime, or else the
be little or no effect an actual working ti
emplcyment. A wcrker should be able to make
ving without cvertime pay being a necessary sup
plement toc an inadeguate basic wage. Specia co
rective measures will be necessary in these indus
tries and enterprises where strong reliance ocn
overtime pay has become part of the wage pattern.
The recession has aggravated the practice of com-
bining compulsory overtime with short-time working.
Flexible working time arrangements and overtime
should not be methods for employers toc keep employ-
ment levels down. All working time arrangements
should be voluntary and negotiated, and not at the
employers' discretion. They should not become a
daily feature of working life which increases un-
certainty of income.

Governments should recognise and deal with the dis-
torting effects of maintaining or increasing dif-
ferences in labour standards between countries which
have achieved a comparable level of economic deve-
lopment and strength. Competitive advantages should
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nct be forced by a refusal toc translate procduc-
tivity gains into improved working and living
ccnditions. Sustained and targeted measures
shoculd be taken to reduce and harmonise working
hocurs, which can differ by as much as 20% between
ccuntries of similar economic development and
strength, as well as to improve the standards of
sccial security, health and safety, and the wor-
king environment between these countries. The
gcvernments have increasingly discussed the shor-
tening of working time in the OFECD. It is a forum
which governments can use for international cocpe-
raticn on these issues, drawing as apprcpriate on
the specialised knowledge and facilities of the
IL0 angd the GATT,




168(28)»

I1I - TRADE, MONETARY POLICIES AND DEVELOPMENT

36.Trade is not anm engine of growth because all
tries are pursuing policies which aim at incr
exports and restricting imports. Nc healthy
trial policy can be built upon this basis ei
Successful development of export industries nee
an increase in domestic activity and demand, an
employment growth. Instead the search for ccmpe
tive advantage has detericrated into cut-throat
competition between countries fcocr 'one ancther's
markets. Such competition an cccur not only
markets are shrinking -but lsoc whe they are
wing at different, unbalanced rates. In locki
for ways to further liberalise international
and "roll back" protectionism, governments sh
realise that pclicies whic restrict domestic
are themselves protectionist because they dist
trade flows and increase trade conflicts.

.For years now, the benefits of trade have bee
gued in terms of exports only. The assumption
the beneficial effects of imports have always
supposed the existence of full emplocyment, a
ticn which does not exist tocday. Under present
ditions, in the absence of balanced economic
among the trading partners, trade tends tc th
entire sectecrs of national eccnomies and the
in them, as impocrt penetration surges destroy
wise competitive enterprises. Since the collap
of the Bretton Woods system, trade flows have
excessively affected by erratic exchange rate
ments rather than by real comparative advantag
and through the ebb and flow of capital transa
based on interest rate differentials, expectati
uncertainties and sheer speculation. Competiti:
trade itself is diminishing because countertra
expanding, and because a significant and growi
share of trade takes place within and through
tinaticnal enterprises. The volume and directi
of intra-firm trade changes without warning, a
multinational enterprises carry cut their rest
turing world-wide.

Fach country needs a sufficiently diversified
soclid economic structure. These structures have
already been badly shaken by upheavals which t
eccnomy has been undergoing over the past deca
With extraordinarily rapid change it is in dan




19G27)

of disintegrating further without the actors in-
volved, and the decision makers, even fully rea
lising the gravity of the process, let alone de
vising consistent policies to counteract it, Ov
adiustment, or panic adjustment, toc tempcrary p
sures shculd be avoided. Moreover, the survival
a viable economic structure requires the mainte
nance and modernisation of essential industries
and services which may not appear toc be interna
tionally competitive. There are alsoc saocial pre
sures tc maintain industries which no longer are
internaticnally competitive and which should be
assisted in returning to competitivity or in
restructuring into other product lines. These
pressures can be overcome cgcnly if there is an ec
ncmic and industrial policy creating new cpport
nities for enterprises and workers, and if there
are sccial and employment policies which are de
gned to cope with trade adjustment needs.

Persistent instability of the trading system re-
quires anticipatory and built-in adjustment pro-
visions. Their scope must be broad encugh tc un-
derpin any liberalisation agreements which would
further expose the service sectcr, where most ne
fobs have been created, tc international competi
tion. There has to be confidence in the govern-
ments' will and capacity to manage the effects ¢
trade, bcth naticnally and through international
coccperation, The workers' ability tc adapt tc chan-
ge alsoc depends on the effectiveness and coverage
cf soccial guarantees in different OFECD countries,
as well as on the timing, speed and methods of in-
dustrial restructuring. In particular the varicus
forms of subsidies, which are necessary to cushicn
the effects of change or to promote change, must
be clearly identified and subject tc international
agreement. Such international agreement is needed
cn the temporary use of these and octher measures,
such as voluntary export restraints. If and when
trade interventions and subsidies to ailinmng indus-
tries are discontinued, governments must take an-
ticipatcry measures so that change is manageable
and constructive rather than simply disruptive.

.The Havana Ccharter of 1948, which made the link
between trade and employment, recognised that low
labour standards in one country can erode labour
standards in its trading partners. Operative con-
clusions were not drawn because the projected
International Trade Organisation was not establi-
shed. Trade tensions and unfair trade arise out of
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situations where the working population is de-
prived of trade union rights and, more general -
ly, prevented from receiving its share of the
benefits accruing from exports. Social clauses,
such as fair labour standards clauses included
in some existing commodity arrangements, should
be negotiated in trade agreements, and implemen-
ted. This will remove the distcrtions caused by
violations of internaticnally agreed minimum la-
bour standards and will in no way jecpardise the
econcmic progress of countries concerned. On the
contrary, it will foster more balanced economic
and social development, and it will alsc ensure
that in countries which have achieved higher 1la
bour standards, trade adiustment 1s not forced
by exploitation cf workers elsewher

.Differences in labour standards amcng increasin
interdependent cocuntries at a comparable level
econcmic development and strength distort trade.
Large differences in working time, wages, pensi
eligibility and levels of unemployment and othe
benefits (with consequences for non-wage labour
costs) and in the level of social provisicn exis
among the main trading groups within the OFECD a
This jecpardises the open trading system in two
different but complementary ways; the mai
of such differnces is a pcwerful, though
protectionist device; at the same time, it i
hidden export subsidy because it makes wo as
sume a disproportionate cost of making exports c
petitive., The failure toc translate past producti
ty gains into improved labour standards, enhance
social progress and higher living standards bocos
unfairly the competitive position of countries. For
the sake of stability in the internaticnal trading
system, growth must rely upcn the expansion of both
export and doemestic demand. A harmonisation which
leads intoc an overall improvement of labour standards
amocng these countries would facilitate the expansion
of trade in both directions.

.The existing international monetary chacs consti-
tutes one of the major obstacles to general, sus-
tained and non-inflationary recovery and orderly
structural change. The links between the value of
currency and the state of the country's ecocnomy
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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 international flows of
capital has become excessive, and international
indebtedness has reached very dangerous propor
tions. The debt crisis of the past twoc years is
far from being over, especially if monetary po
cies remain tight, and in the foreseeable futur
even some of the major industrial countries ma
experience difficulties in meeting their inter
tional debt service obligations. Due tc the decl
ning inflcws of mocney in the develcping countri
and toc their increasing debt service, the net
transfer of resources has been reversed : the d
lcping countries are now exporting more capital
the industrial ccuntries than they are receivin
frocm them.

.This chacs cannot easily be overcome : it has pro-
ved difficult even to reach agreement on the mini-
mum objectives cf necessary reform. There should
at least be general recognition that it is neces-
sary to ensure a greater stability of exchange ra-
tes; to keep the Interest rates under contiols to

limit the amount and impact ¢f the so-called heot
money, which makes foreign currency speculation

mocre profitable than prcductive investment; tc coun-
teract major cvervaluations or undervaluations of
single currencies which seriously affect the pattern
of international trade; and tc prevent speculative
devaluations and octher methods of exchange rate war-
fare from being used as strategic weapcns of trade
warfare. There is a tremendocus need for greater
stability in the exchange rate markets, and initia-
tives tc broaden monetary stability should be pur-
sued.

Tc cope with the disruptive effects of excessive
debts, gcvernments must both individually and col-
lectively go well beyocnd mere crisis management.
Governments and central banks must fully resume
their responsibility for surveillance and control
of international lending and cooperate amcng them-
selves, and with the International Monetary Fund,
toc ensure the surveillance of the exchange rates
and of the conditions in the exchange rate markets.
The banks, after having been rescued by the emer-
gency measures adopted by the governments and the
IMF to keep the global financial system afloat,
must be brought toc goc beyocnd the rescheduling pro-
cess which increases the interest payments of the




countries 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 losses in the years to come, and thus recy-
cle to the debtor countries part of the profits
drawn from irresponsible lending.

The conditions attached to IMF assistance should

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

the cocuntry in difficulty, to define the construc-
tive policy changes which could help to develop
viable economic and social structures. The tenden-
cy cof the IMF tc prescribe drastic remedies for
balance of payments and budgetary deficits can jeo-
pardise sccial development and the democratic pro-
cess, and it must not be allowed toc prevail
developing countries continued access to internatio-
nal liquidities is clearly inadequate, pushing them
to functicn at levels far below their optimum and

toc resort to the most expensive forms of private
lending. OFCD gocvernments cannot afford tc deny the
International Development Associaticn the resour-
ces it needs, in view of the vital role of the

World Bank and the IDA in furthering the development
process and in shielding the developing countries
from the instability and devastating effects of pri-
vate lending.

The

.A major endeavour to restore the functicn of the
international financial institutions can be initia-
ted withcut waiting until agreement about a com-
prehensive and more orderly monetary system 1s rea-
ched. Governments and central banks should give
greater consideration to the likely or actual ef-
fects their domestic monetary policies have on ex-
change rates. They should cooperate to bring about
a coordinated reduction of real interest rates.
Governments should alsoc agree to discuss with the
IMF, and within it, as well as with and within the
DECD, the aspects of their individual eccnomic po-
licy chcices (whether internaticnal or domestic)
which have or can have an adverse impact on other
countries. The dividing line between domestic and
internaticnal economic issues is blurred. For ins-
tance, insufficient domestic demand in surplus coun-
tries is not a purely internal affair inasmuch &as
it produces strains on other eccnomies. Actual know-
ledge and understanding of the interrelaticnships
between balance of payments deficits, budgetary
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policies, interest rates and exchange rates re-
mains inadequate. Therefore, IMF action and the
joint action of the member governments has to be
based on discussions and agreement rather than aon
questionable theories.

Beyond the initial steps, the discussions on inter-
national monetary refocrm should aim at resclving

a number of fundamental problems. These are, in
particular, the existing asymmetry in the treatment
of deficit and surplus countries, development as-
sistance as part of the international finmancial
system, and the respective roles of the IMF, the
World Bank, the Bank for International Settlements
and the OFECD in handling the balance of payments
crises.,

.Although the IMF has the authority tc make its
assistance to ccuntries in balance of payments
deficit conditional on their accepting certain
policy reccmmendaticons, the Bretton Woods system
failed tc provide any mechanism whereby countries
in persistent surplus would be induced toc bring
their balance of payments into, or closer to,

librium. This paralyzing asymmetry has contributed
a great deal toc the stringency of the IMF conditic-
nality.

Development assistance has arisen cnly after the
adcption of the Brettcn Wcods 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 1is
measured solely cn the basis of a uniform target
set in terms of the GNP and has sc far been treated
mainly as a matter cocf generosity. Additional incen-
tives for governments to ensure the regular flow of
resources to developing countriés are needed. FoOrT
example, the external position (balance of payments,
balance of trade etc.) of a country exerts a consi-
derable influence on the ability to provide assis-
tance, especially where the surplus is of a persis-
tent nature. Furthermore, development assistance
creates export markets for the industrial countries'
manufactures (especially investment gocods), yet-the
assistance performance of single donor countries is
mot being assessed in relaticn to the balance of
their trade in manufactures with developing countries.
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50. 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-
lJative weight in international monetary policies.
Short-term measures can be fully effective only
if they do not undermine longer term development
prcspects. Therefore, the World Bank shcould effi-
ciently participate in devising the policy recom-
mendations toc the countries seeking international
assistance to overcome their balance of payments
difficulties. Since the recommendations go far
beyond strictly financial issues, and indeed per-
tain to the whole range of economic policies, the
OFCD should have its share~of respeonsibility in
their formulation. The pclicy advice given, and
measures intrcduced, by these instituticns have
far-treaching economic and sccial consequences. The-
refore, when policies are formulated and implemen-
ted there should be a full discussicn with trade
unions and employers, in order tc arrive at wor-
kable and sccially acceptable measures.

Even a full-fledged recovery in the industrialised
part of the worlid will net by 11iself solve the, fun-
damental problems facing the developing countries,
and low growth prospects make their solution immea-
surably more difficult. It is futile to claim that
eccnomic trends which increase inequalities and
imbalances in the OECD area can somehow have a
beneficial "trickle-down" effect on the developing
countries, if only the market mechanism is set
free. Private capital flows go only tc scme sectors
and some countries. They seldom aim at improving
the economic and social structure, and more cften
than not remain insulated within the recipient coun-
tries' economies. In the absence cf other measures,
they are quite likely to increase the inequalities
within and between countries. A brcad range of es-
sential investments in the developing countries wi
cnly take place through official assistance chan-
nels. The key issue is the improvement cf the posi
ticn of the developing countries through a deve-
lcpment of their sccioc-ecconomic infrastructure.
Self-sustaining development cannoct be achieved in
countries where the social structure is cobsclete
and rapidly disintegrating.
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52.The situation of some countries has become so bad
that it is imperative for the OFECD ccocuntries to imme-
diately step up foocd and other emergency aid. Pec-
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
cocncrete matter on which the OECD's Ministerial
Cocuncil and the London Summit should agree upcn.
Emergency measures should be followed up by assis-
tance tc develcp the rural sector, in order tc re-
verse the trend which has made many previcusly
self-sufficient producers into net focod importers.
This sector must be helped sc that it can be revi-
ved and properly organised, tc decisively improve
its productivity.

53 The economic interdependence of today's wcrld has
meant unprecedented hardships focr the non-c¢cil pro-
ducing developing countries which have been hard
hit by escalation of energy prices to levels which
are prohibitive tc them, and by the continuation
of deflationary peclicies in the OFECD area. Cgcnti-
nuing high interest rates and energy prices, and
stagnating credits, loans, assistance and direct
investment have forced developing countries to
restrict their imports and put their development
efforts into reverse. Commodity prices, though ri-
sing, are still depressed, and the markets focr most
cother exports of these countries remain largely
stagnant. Growth in the industrialised ccuntries
is indispensable for the future of the develcping
countries. But the concomitant expansicn of markets
has to be accompanied by policies which ensure that
the benefits will fueéel genuine develcpment. In par-
ticular, the benefits must be shared by the entire
pocpulation of the developing countries instead cf
being reserved tc the privileged few whc have been
faring well throughcut the recessicn while poverty
has been growing.

54.There can be noc real economic progress on the glo-
bal scale unless it goes hand in hand with the im-
prcvement of the social cocnditions of the working
people everywhere. The pcverty cf hundreds of mil-
licns of people in the developing countries can,
and must, be attacked by poclicies which at the sa-
me time help to reduce unemployment in the indus-
trialised world. The long-term econcmic and employ-
ment problems in the industrialised countries can




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 to Official
Development Assistance. Official Development As-
sistance must be considerably increased, and much
better targeted and mcnitored than in the past.
This assistance is vital for the development of

a scund eccnomic structure and a viable scciety
(which includes the existence of wage structures,
orderly imdustrial relations,; social security,
health and safety regulations, unemployment bene-
fits, pensions schemes and so on). Indeed, an
improvement in the econcmic and social structure
of the develcping countries will alsoc facilitate
private investment flows, and minimise their cocften
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 emplcyment and
job security have been recocgnised.

While the develcpment process requires a much big-
ger quantity and variety of imports by the develc-
ping cocuntries they have been forced, especially

by the IMF austerity procgrammes, to drastically
limit them, even imports of gocds which are essen-
tial for their basic needs and their export indus-
tries. This IMF-administered cure has led intc a
further drop in living standards, higher food pri-
ces, power shortages, disruptions in public trans-
port, and the postponement of development procjects.
Austerity programmes, quickly and rigidly imposed
Upon a debtorcountries by the IMF, even undermine
the necessary structural adjustment, and are thus
self-defeating. The suspension of financial flows
delays new investments, and when austerity pro-
grammes are imposed on many debtor countries at the
same time, there is a cumulative downward effect

on markets for gcocds exported by both industriali-
sed and other developing countries.




Some of the countries facing rigid austerity
programmes may have come late to the IMF, but

this only democnstrates the gap between long-term
develcpment policies and the short-term need to
survive. It alsc illustrates the speed with which
the recession in the industrialised ccuntries
spread its effects tc the developing part of the
world and the inadequacy of the existing finmancia
arrangements and institutions. Given that maicr
rescue operaticns cannct be undertaken unconditio-
rnally, the ccnditions invclved must be cecnstructi-
ve. They must not put a stcp to growth. It is
wrcng tc call for cost-cutting and focr the concen
tration of the limited rescurces available on gcne
cr two export sectors only; considerably mcre em-
phasis must be put on agriculture, energy, an ef-
ficient public sector, sanitaticn and health, tax
reform, basic and adult education, and vocaticnal
education and training. It is evident that there
is now a strong case fcr reviewing the conditicna-
lity framewcrk cf the IMF.




