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Dear Margarek;

As Summlt host, I met on May 31 with a
delegation of labour leaders representing international
trade union organizations to receive thelr vlews on
economi¢ issues facling our countries.

I am forwarding to you a copy of the document
prepared by the Trade Union Advisory Committee of the
QECD which served as the delegatlion's formal

presentation, T promised I would convey these views co
my Summit colleagues.

With warmest regacds,

Yours sincerely,

Prse. bltorin

The Right Honcurable Margaret Thatcher

Prime Minimter of the United Kingdom
10 Downing Street
Lenden, England
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Introductien

i, In the past year CECD countries have moved further away
from attaining what should be the fundamental objectives of
eccnomic polley : the returm te full employment: the
eradication of peverty; and the improvement in the quality of
1ife both at the work place and in general. Registered
unemployment - in OECD countries has remained at 3] millicn and
is forecast to rise to above 32 millien in 1989. Those people
with Jobs are under more pressure and feel less secure. ThHe

gaps between affluent groups and reglons and the poorest have
begun to widen after many years of slow converggnce. The trend
towards a soclety where 2/3rds of the populaticn have
remunerative work but 1/3rd are unemployed or are trapped as
"working poor" in low income and low quality jobs has dire
economic as well as soclal and political consequencas. Thas
poverty and indebtedness of developing countries has increased.

r Thesa developmants are the direct result of government
policies, or else the result of the failure of governrents to
develop an adeguate policy response to the changes the world
aconcmy is undergeing. In those countries whare growth and
enpleyment has fared batter in the past year this has been the
result of changas in government eccnomic policles.

3. A delinking has taken place betwean financial and
productive sectors of CECD economies. The stock market crash
showed the frailty and veolatility of internaticonal financial
markets and the irresponsibility of government policies of
deregulation of thase markets. The fact that eguity markets
could copllapse on such a scale and yet apparently have limited
immediate impact on the real economy raises the guestion of
what @aconomic role the financlal markets reall play.
Deregulated financial markets do not reprasent a asirable
modal for the rest of the economy to follow.
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i. The internationalisation of economies has continued
apaca, but government policies have remained disturbingly
uncoordinated despite the series of communiqués issued ovar the
last three Yyears, European economias have most to gain from
coordinastion, but some of the majer governzents hava indicated
their 4intention to introduce even more restrictive fiscal
policies at the very time that they ghould be compensating for
a slow-doewn in grewth and further rises in unemployment. The
world trade imbalances have not been substantially reduced.

Workers fear that thelr position is bning undarmined b
international pressures. Against  this ackground QEC

prescriptions for structural adjustment have for many workers
become synonymous with further f4ob losses and adjustmaent to
detariorating economic and soclal conditicns,

5. The development of real ecconomic cooperation s A
procendition for moving OECD economies back onto a path which
would bring down unemployment. Coordinated measures would
substantially increase the benefits of actions taken by
individual countries; but the absence of coordinated measures
is no excuse for inaction, Coordination should not be a matter
of making concessions to other countries, but acting becausa it
is in the participating countries' own interest, Over the past
three years the repeated statamentd of intent by Ministerial
Councll, G 7 and Summit moetings have spokan much of
caordination but have not resulted in the nacessary changes in
the directien of economic policy.

6, Many OECD countries' governments and scme eoployers are
aither unwilling to engage in genuine dialogus and negotliatieon
with trade unions or else are using the process of social
dialegue to ashift from =hem the respongibility for taking
action. Managing the structural and technological changas
taking place in OECD countries in an economically desirable and
asclally acceptable way necessitates a genulne initiative to
inform, consult and hegotiate with trade unions.

Programme of Action

T Government inltiatives can be taken both at a national
level and internationally. The policies which are urgently
required to bring down unemployment include:

- the use of both 'qanural economic policy, interest rate
reductions and pgelective investment policies to rairce
productive, iﬂh ereating investmant and to stimulate

regional development in tha hardeat hit parts of the OECD
area. This should ba coupled with OECD-wida investment
and restructuring programmes for major industrlial sectors:

a major programme of infrastructura inveatment to respond
to neads which exiat in areas such as: energy; transport;
heusing; inner clties; the anvironmeant; and
telecomnunications. This would in additien improve the
structure of OBECD econcmies and raise the gquality of life;
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the zeform of the international meonetary system to
stablilise currency movemants, readuce perslstent trade and
iaynlnt- surpluses, hinder apeculatiecn, and regulate
nternational financial marketa;

the guarantes of an employment or craining place for all
young guapl. based on opportunity not compulsion;
targatad active employment policies for older workers and
the long term unemployed; further reductions in working
time and overtime;

action to remova growlng poverty and polarlsation in
industrlalised countzrles by: - raleing minimum incomes;
providing increased zights and protactions for
unprotected groups’ strengthening goclal security
systems; and tax policy. This would also ralse purchasling

powear;

the provisions for partial debt writa-offs by private
secter banks must be ktranslated into reduced repayments
for the debtor countries, Tha IMF and World Bank must
rgorientate their devaelopment policles towarda meeting
the needs of the poorest. Industrialised countries muat
increase thelr aid flows and concessionary export credit
and financing arrangeszents should ba expandad;

the trend to bllateralism and regilchalism of trade policy
needs to ba countered. The multilateral trading system
should be undarpinned by a Social Clausa in GATT and the
harmonisation of working standards between countries of
comparable levals of development and strength. Good
practice ocbligations on multinaticnal enterprises have to
be enforced.

Invastmant Folicles

B. Profits hava ricen spesctacularly since 1980, but the
share of fixed investment in GDP has fallen frem 19,18 to 16.1%
in the United GEtates, from 22.7% to 19.3% in Germany, from
21.9% to 18.8% 4in Prance, from 31.6% o 27,7V 4in Japan, and
from 23.%% to l19.6% in Canada. OBCD estimates have shown that
the growth in the total productiviey of preduction factors has
slowed. Governments have falled to assume thelr responsibility
for the process of investment and re-investment. Deregulatien
and generalised tax cuts, and cuts in corporate taxaticn, have
not induced profits to be invested productively. As a result,
almoat evary use of capital has become more profitable than
productive investment and increassd profits have fuelled
spaculative &ctivities. Much dersgulation only serves to
degrade working conditions in a downward competitive spiral,
not to ralse investment. Companies are using profits from
production for investment in purely financial asseta. Tha focus
of thelr attention has shifted to short-tarm returns. This
damaging trend is belng aggravated by the flurry of pradatory
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take-overs and threat of take-gver which diverts management
from its propar role in corporate development and urdermines
the structure of the eccnoay. Huch of the Ffixed investment that
has taken place has been devotad to reducing employment, rather
than to wldening the capital base and to using the steck-pile
of tachnological opportunities to expand production of goods
and services to increase amployment opportunities.

- In ‘order +t¢ Aincrease productive and Jeb creating

invastmant governments ehould use general economlc policy Lo
axpand sutput, reduce levels of unused capacity, lower interest

rates and stabilise exchanga rates, In addition, selactive
investmant policies including public investyant are neeced to
channel profits inte producctive uses. Specific wmeasures,
including taxation, should bs introduced & control and
discourage speculative activizy in order tc make it less
profitabla than real investment. Government legislation and
regulaticna on institutional investors should be ravised.
Syatema of Investment and depreclaticn allowances sghould be
applied with greatsar selectivity. Good=-practice environmental
norme and health and safety standards ghould be incorporated
ints Ilnvestment projects and policies should be targeted to
ensure ratiopal use of enargy (where 30% savipgs in energy use
¢ould be mada),

104 Bactoral trends of productien, investment and employment
should be oonitorad by the QBCD and pregrammes for
regtructuring and productivity improvemants in those Industries
which face severe crises should be doveloped so as to allow
subsidies to be reorientated towards leong-term employment
creation. A distinction must be drawn between sectors facing
long=-term problems of excess capacity and thosa whera capacitcy
naeds to ba modernleed and axpandad.

il. Job-craating investment in the hardest-hit regions and
areag of OECD ecountries nasds t¢ ba ralesed. Cooperation and
coordination betwean publie authorities and tha private sector
ig nheaded. In several OBCD ceountrias cooparation agreements
batwaan central, local and ragicnal governmant and the private
seactor have shown A practical way how publiec and private sector
cocperation can be improved, In Japan such arrangements are an
important element in regional restructuring.

Infrastruckture Investmant

12, Governments wmust fulfill their responsibilities in
matters of investment if they axpact companies to invest. Thay
have a particular responsibllity for infrastructure investmaent.
This a bacauas the timg=-scale involvaed over which
infrastructura investment muat ba judged ia often very long.
Rates of return are thearefore low in the short and medium term
and may be mieleading. Publie investment and infrastructure
investment have dropped by a third in some of tha majer QECD
countries over the last fifteen yesars. For exarmpla, in the
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early 1%70s the main European countries devoted 4.0V of GOP o
public investment, this fell to 3.54 in the late 1570's and
since 1981 the European average im 2,.8%, with 1.9% in the U.X.
and 2,61 in Cermany both below the average. In Canada, public
invastment as a share of GDP has fallen from 4% in the early
1970's to an average of only 2.6% since 1581 and by 1587 had
dropped evan further to 2.4 par cent., This cdecline rung countar
to all efforts to improve the structure of OZCD aconomies and
invelves considerable costs to the eccnomy and society. The

1987 public works programme 4in Japan has shown the Enuitiu
effects which can be achieved and ncw needs to be camp em-ntag

by actloen to ralse domestic consumer demand and purchasing
powver.,

13, Infrastructure investmant i{s an essential way of meating
economic, environmental and social objectives. Substantial
increases in Infrastructure investment are needed in the
following areas:

- transport, including major reglonal 1linkse in OFCD
countries, the Iintegration of road, rail and warer
tranaport npetworks, by-passes for towns and villages te
avold urban congeetion:

energy, including increased investment in new and
renewabla enmrgy scurces, and morce raticral usa of &necqgy
through other infrastructure programmes e.g. insulation
in buildings; .

the bagle telscommunications infrastructure, including
investment in the prevision of integrated systess
networks which would assist expansion of naw activities:

housing, which needs to be linked to land reform in some
areas, and which could ease mobility and must be linked
to inner city redevelopment programmes;

the anvironment, both to ancourage the private secter and
irdividuals to reduce pollutien and waste through
regulaticns and incentives, and to finvest in bettar
sewage, waste disposal and water supply systems,.

l4. Many of these areas involve dJoint publie and private
sector activity, but all require government initiatives in
order to stimulate sctivity. There exists a ranges of aoptions
concerning financing: wusing fiscal reem for manoeuvrs that
governmenta have and coordinating action 4internaticnally to
increase thig; in some areaas the adopticn of uger fees for
assets createdy the provision of guaranteed returns; the
craation of earmarked funds with low lntarest and guarantesd
subsidised loans for desirable projects. The socal should be to
produce the maximum activity using government finance and
policy. Tha tremendous costs and consegquences of delaying wvital
infrastruture investments must not be overlookad.
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i15. The domestic job-creation multiplier 43 substantially
higher for public ‘investment than fer comparable figscal
measures, producing dobs 4in the construction industry, the
supplying industries, the activities using the assets and more
general Lnduced enployrent gains in the aconomy &8 A4 whole.
When coordinated {internaticnally the job=-creation gains are
that much greatar and in turn bring in more tax revanues.

16. The OBECD ghould carry out a sktudy of the neods,

financing, supply and affects of a comprehensive programme of
infrastructure investment,

The interpational monetary system and financial mackats

17. It 1is beoth alarming and bizzare that 4in  their
recomzendations and on the reform of microeconomic policles the
OECD appears to be auggesting that the functioning of financial
markets should ba some sot of model to be follewed by the resl
econcmy. The derequlation and internationalisation aof financial
markets and the Ilntegration of currency markets has produced an
untenable situation. For some years progressive delinking has
been taking place between the financial and raal econcmias of
OECD countries. 95% of international financial transacticns are
unrelated to trade in goods and services of to productive
investoent flows. Multinational corporaticens and Lanks have
becoma major players in thig speculative systam, The stock
market crash, in which the capital worth of companies dropped
by 20% in one week in Octobar 1987, wunderlines the chaotic
functioning of capital markets, thelr volatility. and frailey.
It has also shown that the markets no longer believe that
governmente are facing up to the policy dimplicatiecns of
unbalanced growth which has been developing over tha last five
years. Yat it is governments who have given the markets A
pivetal role by considering their behaviour as the criteria by
which aconenmic strategles must be judged. Tha fact that egquity
markets could collapse on such a scale and yet apparently have
limited immediate impact on the real economy ralses the
question of what eccnomic role financial markets really play.

18. An internaticnal system for the regulation and control of
financial rmarkets must be devealopad. The dJderegulation of
financial markets is Airresponsible. It disregards the basic
fact that the whola ecencmy has to come to the rescue whan »
major set of financial institutions, let alocne the financial
System a8 a whole, is running tha risk of bankruptey.
Regulations pmust ensure a proper functioning of financial
markets; namely, to supply the productive economy with capieal,
The evaluaticn of the long-term capital wealth of companies
must reflact thelr real investment parformance and should not
be subject to large, economically unjustified upward or
Covmward movements. A ranga of meazuraes needs to ba examined
such as: disclosure requirements on financial heldings and
transacticna, the reform of rules applisd to institutional
inveators; taxation to restrain speculative gains; the
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elimination of tax havens:; cooperation between countries to
prevent caplital flight; and the internationalisation of rules
covering competition policy and restrictive business practices.

19, Action by government to raform the international menatary
system must go beyond lesuing communigues and sporadic
intervention in exchange markets. Two measures are particularly
urgent:

- the daevelopment of a mere stable internaticnal exchanye
rate regime, reinforced by the pursuit of compatible
aconomic policies by the major countries. This weuld in
turn facilitate ceoordination;

the establichment of an Interrational mpechanlsm whereby
countries with persistant surpluses would have the
obligation to increase resources to development
agsistance and adjust their eccnomic policies,

Active Employment Policles

20. The employment situation in the CECD area is alarming. In
many OECD countries net new employment creatien has mostly
reflected a growth of precarious, inadequately protected 3obs,
As was to be expected, low wages, reduced social provision, the
readuction of restrictions on firing, and the plethora of
temporary and insecure employment contracts have. not reduced
unemployment. The number of people who are unamployed is still
growing, long-term and youth unemployment remalns a critical
problen, and insufficlently paild or protected part-time work is
expanding, especially for women. This eltuation is having a
corroslve effect on the whole of the labourforce. Mora of the
same policies will not solve these probleme, let alone asgist
the development of employment relationships which encourage the
skills necessary for productivity growth and economic
afficiency. '

il. Workera aexpogad to constant pressures and threats are not
an efficient labour force. A clirate of confidence in expanded
job opportunities at a decent wage and with geod working
conditions has to ba createsd. The ablility t9o handle
technological and structural change in a desirakble way requires
a framework of programmes and oppertunities which provide
pecple with the necessary security and snable them to adiust to
new pltuations. Gevernment Deasures must: develop information,
consultation and negotiation cights for workers'
reprasentatives on changes; expand soclal protecticn for +he
hardest-hit sectors of the labourforce; fully integrate
part-time workers inte mainstream labour legislation and
working conditions; invest in education; provide training and
re-training opportunities to ally and facilitate the transition
cf young pecple from schoel to active working lifa.
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22. In the OECD area 16% of young pecple are unemployed, and
many of these have never worked in their lives, A comprehensive
appreach to youth unemployment must integrate education,
training and active amployment policiee. This musk cover youlg
adults, as well as teenagers, to form a continuum of policies.
Governments have to play a catalytic role with employers and
trade unions 85 that young pecple are guarantead an acceptable
alternative to unempleymant: further education, high guality
training, & jJeb, or some acceptable combination of these.
Governmants hava tha toal of public sector employment a® eheir
disposal. Bacause the young unemployed are not a homogenous
group thesa maasuras, altheugh integrated and forming =a
comprehensive quarantee, must be carefully targeted and applied
through a network of individual counselling servicam. A
elgnificant Investment is required so that vocational education
and tralning leads to good jobse, instmad of being a substizute
for employment. Business will have to make greater efforts to
provide comprehensive training and re-tralning if it expacts
properly qualified and competant employees in the future.

213. The problem of unemployment amongst older workers and
pecple who are unespleyed for long perlods of tire is growing.
Long-term unesployment now amounts to between one third and ene
half of all unamployed in many OECD countries ard canstitutes a
sltuation of belng terminally unemployed, espacially for peaple
with many years of work experience. The age~limit for hiring
workers has in practice become lowar, yet this i1is npot
noecessarily dua to inadeguate or inappropriate skills - gven
though skills do deétericrata during leng periods of
unemployment. There is discrimination by emplovers against the
long-term unemployed, compounded By the exhaustion of
unemployment benefit aentitlement and tha damaging psychological
effacts of joblessness. A much more sophisticated policy
response 18 required by governments to solve the problem of
long-term unemployment. The publis saeter should give a high
priority te hiring the long-term unemployed for positions which
become available., A combination of public and community
enploymeant programmes will have to be provided and firms should
be encouraged to employ them through subsidy and other echamaa.
Re-tralning is appropriate in a number of cases. Government
policies can ba declsive in removing the discrimination facing
the long-term unemployed.

24. Purther reductions in working time, including overtime,
are esssntial, Systematic overtime werking should be eliminated
at the same time that inadeguate basie wagas, which make
overtime working an important source of incema faor some, ara
ralsed., In Japan, reductions in working time to 1800 hours per
year and beyond must be accelerated sc as to spread the
benefits arising from eechnolegical change and to improve
employment. In Eurepe, some reducticns of working time have
been achleved, saving many jobs which otherwise would have been
lost during tha last few years, and creating new jobs. Changas
in working time arrangerents must be negotiated mo that they
are accompanied by suitable safeguards to protect and improva
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working conditions and by visible guccess in creating mora
employment. Governments chould encourage and not  hinder
negotiations to achieve reduced working time and maximise the
positive employmant effects,

Removing Poverty

25. Governments have presided over an unparalleled increase

in poverty and deprivation in many OECD countriea. Polisiass
hava dellberatsly favoured those on higher incomes. The growth

in hardship has been significantly, although not entirely
linked to the growth of unemployment, particularly long=term
and recurreant unemploymant. In many OECD countries unemploymant
benefit schezes are of inadegquate duration, only compensate
workers for a relatively small part of former earnings and
cover a limited number of those sceking wark.

26, Governmenta have to ramove the underlying causes of
poverty. Soclal pelicy cannet be based on the pretence that 31
million people registered am unemployed are responding to
inadequate “"incentiveas®™ and that pecple choose poverty. Action
is needed to provide a guaranteed minimum income and improve,
not undermine, soclal mecurity systems. Thim weuld ensure the
distribution of the benefits of economic growth throughout
scclety and be a majer stioulus to grewth by ralsing the
purchasing power of thosa with the greates: needs, In the first
place, this could be achieved by strengthening. the areas of
protection of pecple on low incomes: improved minimum wage
provisions; wsocial benefit systems; pensions; unemployment
banefits; improved and extendad health cars; axtended
protection for groups of workers not covered by social
security, e.g. part-tize workers and workers with precarious
ermployment status. Governments should exarine tha relaticon
between taxation and soclal gecurity entitlements 80 as to
remove hardship created by the system. The financing of such
improvements requires the davelopment of the tax base of OECD
cocuntries, and the railsing of the level of social security
benefite Iin order to elinlnate poverty and deprivation. This is
in contrast to some of the “tax reforms® underway in OECD
countries which have reduced taxes for well-off groups, leaving
the poor worse-off,

Debt devalopmant

a7. The loss of stock market values following the Cetober 19
crash was greater than tha total indebtedness of developing
countries, yet tha stock losses have been absorbed with little
complaint, while proposals for debt write-offs or intarast
relief are dismissed. It has become acceptod widsem to talk of
the need to inorsase the flew of resources, both public and
private, to developing countries, yet in 1985, total ressource
flows from the OECD to developing countries dropped by L1S%. A
lazge number of OECD countries fall way below the UN target for




developmant ald equivalent to 0.7y GNP. FReversing
situation is not an altrulstic geoal but would ba in tha OBCD
countrles' own interest in ordar to develop growth and markets,

Oifferent groups of developlng countries have different
priorities and must he handled with different approaches: the
Newly Industrialigaed Countrles, the major ofl exporters, the
middle income indebted countries and the poorest countries.
Cverall, however, & range of measures ATe necessary: faster

growth in area; the translation of partial debt
write-offs by the banks into lower debt servicing payments by

the indebted countries on = case by case basie; debts of the
poorest countries should be completely wrltten-cff; reduction
in interest rates; mador increases in officlal development
aEslstance by all OECD countries, but particularly those with
largs surplusea; the expansion of concessionary export credits
and guarantees; and tha establishment of remuncrative and
stable commedity prices.

29, Tha Internasional Menetary Fund (IMF) and World Bank are
operating as if debt repayment takes priority ovar development,
Real wages and werking conditicns have been in decline for many
years without any fundamental improvement in the debt crisis.
Dabt eervicing payments must be mer gt realletle levels no as
not to Jeocpardise economic and mecial progress, Thase
international organlsations have a role te play In using
partial debk write-cffs by banks in such a way as to reduce the
payments due from indebted countries. a Speclal Facllity needs
to be devaloped to this end. In many countrles, soundly based
development regquires international competivity but' this cannot
Be achieved through suppression of consumption and shifting
FesQurces towards purely export srientated industries, The IMF
and World Bank should evaluate the scclal impact of their
respective short and long-term Btrategles, as recemended by tha
ILO High-Level Meeting on Employment and Structural Adjumtment
in November 1987, and should re-deflne them in consultation and
discussion with trade unions 80 a& to ensurs that working
Pecple have a |lr in thelr formulation. This is necessary to
ansure both efficlency and falrness. .

The Hultilugtrll Trading and Investment System

30. Tha GATT Treaty stated that GATT was founded with a view
to "ralsing standards of living, ensuring full employment and a
large and steadily lrauinq volume of real income and effective
demand®. Yet the multilatersl trading and investment aysgtem ig
under increasing pressure as Lt was never intended to cope with
Unemployment and trade imbalances of current magnitudass,
Exchange rate changes and in particular a massive decline in
the dollar cannmot remcve imbalances on this scale. Coordinated
economic policy changes are necessary. In addition, ona factor
behind the pressure could be eased Lf i{r weras fully recognized
in practical terms that the goal of internatienal trade as
recognised by CATT must be to lncreass living standards, not to




raduca tham. Governmants should ensure that i{nternational
competitive pressures do not undermine soclal progress.

3l. Within tha OECD area +trade tensions arise amongst
countries of comparable economic development and strength when
tha benefits of increased productivity are not translated inte
improvezents in living standards, QBCD countries should mesk to
harmonise upwarde wagees, working time atandards, pensicns,
seocial security benefits, woerking conditicns, health ard
safety, and genaral soclal provision and living standards.

32. CECD countries must improve access to exports from
daveloping countries and remove discrepancies which exist among
themsalves in this respect. Howvavar, no govarnment should be
allowed to violate internationally agreed worker and traode
union rights and minlmum labour standards in crder to capture
export markets and te attract foreign investmant. The benefilts
of greatar participation in international trade must contribute
te the seccial and econcmic progress of developing countries'
populationse. OECD governments should ensure that international
support is bullt up for the inclusion of a Soccial Clause
embodying thise in the GATT.

33, The failure to recognlza the Importance of the social
aspects of Iinternational trade and to develop practical
multilateral responces contributes to the spread of unilateral

and bilataral actions and te the tendancy to form trading
blocs. These trends limit the poseibility for smaller or weaker
countrles to participate Fully in world trada. The OECD has a
role t6 play in creating tha conditlons fer a2 better
functioning multilateral system and avoiding the break-up of
tha world ecenomy intoc aggressive trade blocs.

34. Opportunities for increased direct foreign investment
must go  together with more  sericus  application of
internationally recognised obligations an multinational
enterprises to conduct thelr affairs 4in a manner which
contributes to the ecconcmic and social developzent of both home
and host countriea. This is not the case at presant. Decigions
on company ragtructuring are balng taken with little
opportunity for aemployeeas to affsct the ocutcore through
negotiation and with no right of access to decisicon-makars for
trads  uniens from different entities, The increasingly
intarnaticnal llglrdulilﬂhl of ilnvestment and  takecver
decisicns, and their competitive impact require & graater
cermitmant from governzents to enforce the OQBCD Guidelines on
Multinational Entarprises.




