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The Great Recession is the worst global crisis since the Great Depression 80
years ago. The old globalization model failed. Business as usual is not an
option. The damage has been done and the price for the excesses of the past
will have to be paid. Whether this will be through a bitter deflationary process,
the reduction of the welfare state, prolonged wage depression or a public
investment and wage-led growth model based on a new balance between
society, market and state is a policy choice. For trade unions, the choice is clear.
The challenge for them is to mobilize in order to overcome powerful vested
interests and to convince governments to make the right choice.

I am pleased to provide you with the first annual Global Labour Column
yearbook, a collection of articles posted on a weekly basis on the Global Labour
Column website. The Column aims to provide a forum in which labour
movements and their allies around the world can connect, debate, and share
knowledge and experiences. Through this sharing we hope to contribute to the
development of fair and effective crisis response policies.

The Global Labour Column is the product of a close collaboration between
ACTRAV and the Global Labour University (GLU) that brought together trade
unionists and academics to devise new responses to the crisis. The Global
Labour University is itself a collaboration of ACTRAV, trade unions, and a
network of universities offering unique masters programmes to trade unionists
around the world. GLU’s courses are jointly developed by universities and
workers’ organizations and are aimed at students from trade union and social
movement backgrounds in developed, developing and transition economies.

The production of the Global Labour Column and this subsequent yearbook
arose from the identified need for labour-based, high-quality academic
knowledge that could help workers’ organizations respond to the current
economic and financial crisis. Indeed, the growing complexity of a global
economy requires academic knowledge and policy analysis that goes beyond
workplace experience and classical industrial relations. To improve wages and

Foreword
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working conditions crucially depends on issues outside the traditional areas
of trade union activities. Rules and regulations for capital mobility, trade and
taxation directly affect the world of work.

This is why the ILO’s Global Jobs Pact has been proposing a new and
comprehensive policy response to the crisis. Implementation of the Global Jobs
Pact gives an additional urgency to the need to strengthen the knowledge base
of trade unions both to respond to the crisis and to develop new paradigms
and new ideas for sustainable globalization. I am very pleased that ACTRAV
is able to contribute such a space for debate and knowledge-sharing, which will
strengthen the knowledge and policy capacity of workers’ organizations. I
would like to thank in particular our partners at the Corporate Strategy and
Industrial Development (CSID) research programme of the University of the
Witwatersrand for coordinating and editing the weekly Global Labour Column
and this book.

I hope you will find this collection of articles thought-provoking, and I
encourage you to further engage in the debate by reading the articles on the
Global Labour Column website.
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The weekly Global Labour Columns published here are critical essays that
provide new perspectives on the global crisis. The authors, from trade unions
and academia, discuss what needs to change in society and how labour has to
adapt to overcome the legacy of a failed globalization regime.

The world is still in the midst of an economic crisis of unprecedented scale,
and talk about a recovery is premature. Indeed, the number of unemployed is
still rising, and neither private consumption nor private investment is strong
enough to pull the economy out of stagnation. Economists agree that
withdrawing fiscal stimuli now would most likely push the world economy into
a double-dip recession. However, the speculative dynamics of inadequately
regulated global financial markets and domestic budgetary pressures
increasingly limit the fiscal space for many governments to continue expan-
sionary policy.

The international community largely succeeded in avoiding a financial
meltdown but failed to implement any lessons learned from this crisis. The
economic paradigm of the last 30 years resulted in a decline of workers’ income,
huge global trade and financial imbalances, growing inequalities, unsustainable
consumer debt, declining real investment and an oversized financial sector
divorced from the real economy. Thanks to cheap government money, stock
markets have recovered from huge losses, but housing markets are still
depressed. As the former largely constitutes the wealth of the rich and the latter
the investment of ordinary men and women, inequality continues to grow even
during this crisis in many countries.

Frequent destructive financial bubbles are the basis of the current economic
regime. The unprecedented growth of “financial weapons of mass destruction”
(Warren Buffet) led to the build-up of gigantic cathedrals of virtual money that
were beyond imagination. Pumping money into the system without making
fundamental economic changes carries not only the risk but the likelihood that

Preface
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the volatility in the global economy will increase further and create another
huge bubble.

The deficit-financed bail-outs have so far postponed the question of who
shall pay for the crisis. Governments are under pressure to contain and reduce
debt levels in the medium term. Public investment, public sector employment
and welfare state provisions are increasingly becoming the target of budget
consolidation. Savings in public health expenditure and in pensions will now
pay for the excesses of the financial markets. Such a strategy is unfair and
threatens to destroy the social cohesion of societies. Furthermore, pro-cyclical
fiscal tightening and further decline in purchasing power due to lower transfer
incomes may lead to long-term stagnation. Deficit and debt as a share of GDP
stand to grow further, as pro-cyclical budget-cuts would be overcompensated
by a decline in tax revenues and lack of growth in a depressed economy.

In the current situation, either competitive or cooperative responses to the
crisis are conceivable. The competitive response would mean that countries and
companies try to maintain and extend their export market share through an
aggressive price war. The consequences of such a response would be brutal wage
cuts, export subsidies, export-orientated tax reform such as shifting tax revenues
to VAT and the depreciation of currencies. While export surplus makes perfect
sense for individual countries, clearly not all countries can have a surplus.
Indeed, it is a zero-sum game: one country’s surplus must be another country’s
deficit. In reality, however, not countries but companies are competing. The
issue is not to artificially increase the costs of highly productive enterprises, but
to raise the overall level in order to ensure a growth in imports, a growth of
aggregate demand and a rebalancing of the global economy. In surplus
countries, companies should not sell less, but citizens and/or governments
should buy more.

Despite all the lip service to free trade and non-protectionist policies, the
competitive option is the fastest route to a breakdown of the open global
economic system. Those countries that are unwilling or unable to lower their
people’s living standards as rapidly as others will have no option but to take
protective anti-dumping measures against those who want to export themselves
out of the crisis.

A cooperative solution would instead entail concerted action to strengthen
aggregate final demand, reverse the wage slide, extend social security and
rebalance economies globally. Regulating and reducing the speculative nature
of the financial industry and resurrecting the capacity to tax capital and wealth
are critical elements of this approach. It would also put decent work and social
justice at the centre of a recovery strategy. As such, there is a political choice

DON’T WASTE THE CRISISX
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to be made between a sustainable, income-led recovery strategy and a
competitive race to the bottom.

Those who benefited from neoliberal globalization and financialization of
our economies show no inclination to take any responsibility for the current
state of the global economy. Indeed, they lobby vigorously against any attempts
to protect societies against casino capitalism, and they benefit greatly from
the support of an army of think tanks and so-called independent academic
researchers. However, many of these research publications are in fact thinly
disguised advocacy for self-interest. The systemic underfunding of public
universities means that knowledge production itself has become increasingly
privatized and interest-led. These experts continue to prescribe the same old
medicine that killed the patient and made the doctors rich: flexible labour
markets, lower taxes, less government spending, free capital markets and a lofty
regulatory hand on financial markets are still on the agenda as if nothing
happened. A recovery on these terms, promoted by the financial sector and the
corporate world, will result in working people paying for this crisis through
higher unemployment, lower wages or declining wages share, social expenditure
cuts, fewer public services and increased consumption taxes.

Trade unions thus face a tremendous challenge. The pressure on wages and
employment requires immediate responses and solutions. Often unions have
no choice but to negotiate the sharing of pain during crisis. Simultaneously,
however, they have to be a driving force in shaping a future with a fairer
national and global economy. We cannot do the first and not the second, or
vice versa. Just focusing on defensive measures means steady further retreat.
Without policy changes, working conditions will deteriorate and trade unions
will face increasing difficulties with organizing workers, strengthening bargain-
ing power and advancing progressive policies. Just focusing on the big picture
of fundamental change and not engaging in the daily business of sometimes
bitter concessionary compromises is no answer either. Today’s problems need
to be dealt with today.

Realists say that “people want solutions and not visions”, but there are no
lasting solutions without inspiring new visions. In this respect the crisis is also
an opportunity for rethinking economic and social policies. The old regime
failed and it is now the time to think beyond business as usual. To respond to
the current global economic crisis, we need economic policies that give priority
to full employment, fair income distribution, high-quality public services,
income security and long-term investment to transform our economies to
environmental and social sustainability. This will not be possible without
progressive taxation, a financial transactions tax, tightly regulated financial
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markets, a developmental trade regime, green industrial policies, extended
collective bargaining coverage, universal application of protective labour
legislation and comprehensive social security provisions.

Such a change requires new ideas, inspired visions and political will. The
Global Labour Column is an invitation to participate in this open deliberation
process as it provides a forum for developing and debating new ideas and
visions that respond proactively to the crisis. Envisaging a more sustainable
future starts with a critical understanding of the causes of the crisis. Putting
new ideas on the firing line of public debate is a further step to overcoming
the failed wisdom of economic and political orthodoxy. The authors of this
compendium offer innovative ideas on wage-led recovery strategies, forward-
looking public investment and industrial solutions, new concepts for
development and coordinated international policies. This publication is a
timely and inspiring contribution to an urgently needed agenda for change.

DON’T WASTE THE CRISISXII
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For the generation that came of age in the 1990s, the belief in the labour
movement’s ability to inspire progressive change collapsed soon after the Berlin
Wall. Not unlike the Wall, this belief had been seriously shaken during the
1970s and 1980s, which saw the rise of neoliberalism from Chile to the United
Kingdom and, thanks to the Washington-based international financial
institutions, to much of the developing world. Jan Breman (1995), in a biting
analysis of the triumphant World Bank’s World Development Report on
“Workers in an integrating world”, notes that the Bank saw “drastic
restructuring in the balance of power in favour of capital” as a necessary
condition for both economic growth and poverty reduction. Written at the
height of the Washington Consensus, the report represented an arrogant
dismissal of workers as political actors. Only if they would keep quiet, letting
the invisible hand of the market decide how many shillings (3, maybe) to put
in their pockets, would their lives improve. While some economists and
politicians were genuinely convinced that neoclassical economic theory could
offer an alternative to the previously dominant Keynesian paradigm, it has since
appeared that, behind the market fundamentalism justified “scientifically” by
economists (such as those of the Public Choice School) eager to show that
governments and unions were predatory self-interested agents, lay the
formidable enterprise of shifting the balance of forces in society towards private
business and particularly capital holders. As Harvey (2006) points out, far from
being a technical choice over allocative efficiency, neoliberalism is first and
foremost a political enterprise aimed at restoring the power of capital. It does
so in two ways: first by shifting economic resources back to owners of capital,
and second by weakening the capacity of organized labour to resist policy
changes in the workplace or in public policy.

At odds with the professed neutrality of neoclassical economics, neoliberal
policies have actively promoted the interests of large (often Western, in
developing countries) companies by extending the realm where they could

Introduction:
Beyond neoliberalism?
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invest (through privatization and liberalization) and the conditions under
which they were able to do so (repatriation of profits, low taxation and
regulation).1 Such measures have been accompanied by the systematic under-
mining of labour’s capacity to constitute itself as a political force that could
challenge these policies, as exemplified by the aggressive behaviour of Margaret
Thatcher’s Government towards the miners’ strikes of the 1980s in the United
Kingdom. The victory of the Conservatives in this country paved the way for
far-reaching deregulation of the labour market, which resulted in widespread
precariousness for working people. This not only made life harder but also
undermined the strength of unions, since the number of workers employed
in permanent contracts started dropping rapidly. In light of these facts, it
remains a puzzling reality that in most developed countries critical views did
not catch the imagination of people and that majorities repeatedly voted for
minority interests. The result of these policies has thus been a massive skewing
of income towards the very rich, with remarkably little resistance in the process.
The extent of this growing inequality in the United States can be strikingly
observed in the long-term evolution of the income share of the top 1 per cent
(see figure).2

For many years, neoliberal policies have undermined the living conditions
of workers, from Chile to the United States and Africa, and with a possibly
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greater impact than anywhere else in former communist countries. The current
crisis confirms what many heterodox economists have been arguing for many
years, namely that neoliberal policies are not only bad for workers, but also for
growth and development. Amsden (2010) thus points out the paradox of their
continued dominance in the face of a proven inability to generate higher
growth than the policies they replaced. As is apparent in the table below, per
capita growth performances have been superior in the period 1950–80 than
in the period 1980–2000 everywhere but in South Asia and in the United
States. In the latter, as has been discussed above, growing inequality has meant
that growth has disproportionately benefited the richest, with the “bottom 90
per cent” of earners in the United States having actually experienced stagnation
between 1971 and 2005 (Palma, 2009). Moreover, China and India, two

INTRODUCTION: BEYOND NEOLIBERALISM? XVII

GDP growth rate and GDP per capita growth rate, 1950–2000

Region GDP growth rates GDP per capita growth rates

1950–80 % 1980–2000 % 1950–80 % 1980–2000 %

Western Europe 4.20 2.20 3.24 2.06

United States 3.47 3.45 1.79 1.93

Japan 7.10 2.65 5.50 2.12

Developed countries average 4.12 2.46 3.06 1.97

Eastern Europe and USSR 5.46 0.41 4.31 –0.85

Latin America 4.75 2.32 2.15 0.55

Asia
East Asia 6.90 5.83 4.11 3.43
South Asia 3.98 5.05 1.21 2.49

Middle East 8.04 2.03 3.01 0.47

Africa
North Africa 5.32 3.56 2.30 1.25
Africa, South of Sahara 3.70 2.61 1.20 –0.12

Developing countries average 5.06 3.02 2.04 0.75

Sources: World Tables, Johns Hopkins University, 1980, 1994.

World Development Indicators, World Bank, 2002.

World Bank online data (http://www.worldbank.org).
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countries which seem to be steadily emerging despite the crisis, have adopted
development policies markedly different from those recommended by the
Washington Consensus, even if their labour policies have been more aligned
with it. And the current economic crisis offers convincing evidence that the
growth path of the leading neoliberal countries was premised on very shaky
foundations.

Depleted growth, stagnating income for workers and their families in many
countries, and at the same time a massive enrichment of the wealthiest, in
particular capital owners in the West: the outcome of neoliberal policies is such
that its continued dominance can indeed be astonishing. The collapse of the
Soviet bloc and the deep disillusion with state-managed planned economies has
certainly played an important part in the difficulties experienced by the labour
movement to resist and propose an alternative to neoliberal globalization. This
was particularly clear in the case of South Africa, where the fall of the apartheid
regime, achieved largely through worker mobilization, took place in an
environment where the international and internal pressures to follow the
neoliberal trend proved too strong to resist for the new leadership.

Despite several crises related to burst “bubbles” of over-valued assets, it is
only with the current crisis that a consensus – claiming unlikely allies such as
Alan Greenspan – is emerging to argue that the entire finance-driven system
of accumulation is in need of regulatory reform. However, while growing
numbers recognize its deep flaws, many still favour superficial changes in line
with Guiseppe Tomasi di Lampedusa’s ultimate advice for the continuity of
power in a time of crisis: “everything must change so that everything can stay
the same”. While finance has been a locus of incredible accumulation over the
last 25 years, it must be emphasized that this cannot be reduced to harmless
speculation. At the core of finance, of its inflated assets and their over-inflated
derivatives, lies the way in which neoliberal capitalism has been able to
supplement the loss of demand linked to the depleted incomes of working
people by trapping them in ownership of expensive yet worthless homes (or
other goods) through credit. Indeed, it is thanks to credit that demand levels
have been maintained for so many years; the fact that this credit growth was
entirely linked to self-fulfilling fantasies regarding asset values signals an
irrationality which ridicules the claims to science often heard in mainstream
economics departments. Moreover, the hardships many average informal and
formal workers and their families are suffering in the crisis has shed a
particularly crude light on the readiness of states to invest hitherto unavailable
billions of dollars in bailouts, which have often not even been used to re-assert
control over the banking system.

DON’T WASTE THE CRISISXVIII
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This book and the Global Labour Column hope to make an important and
engaged contribution to the public debate on some of the issues discussed
above, but also to stimulate an exchange of ideas contributing to the rebuilding
of the union movement. Moving towards more inclusive and more equal
societies requires stronger unions and a broad-based movement for change.
The column offers a unique meeting point to progressive academics, from
universities, trade unions and international organizations, and activists and
trade union leaders. The title of the book – Don’t waste the crisis – is meant to
emphasize that, if one good thing can come out of this crisis, it is to reopen
debate on the direction of economic policy and on how people are employed.
Now that the claim that worker-adverse policies were “good for growth” has
been dismissed, it is essential to join forces for a new economic dispensation,
which will ensure economic development with decent job opportunities. It is
time to question the central policies of neoliberalism and their assumptions,
such as the “requirement” for the state and social security systems to spend less.
Union members are among the first victims of state spending cuts. Challenging
such policies requires economic strategies and political mobilization that
are focused on quality jobs, fair wages, comprehensive public services, political
as well as industrial democracy and long-term social and environmental
sustainability, rather than on the narrow interests of a financially affluent
minority. But it is also time to discuss, honestly and in a constructive manner,
the shortcomings of trade unions when they have sometimes failed to defend
the weakest workers; and to propose ways in which unions can be inclusive and
at the forefront of social and economic progress.

The articles reproduced in this book touch on a variety of issues, and come
from different perspectives. Some have been written by academics (such as
Gregory Albo or Alessandra Mezzadri), others by trade union economists (such
as Andrew Jackson) or leaders (such as John Evans or Renana Jhabvala).
Actually, the essential thrust of the Global Labour Column is to offer a critical
space where contradictory opinions can be expressed and can hopefully enrich
each other. It is our hope that the crisis will give a new impetus to attempts
to connect workers, unions and intellectuals from all over the world. If this
book can inspire its readers to follow the Column and participate in it, it will
have made a valuable contribution.

The Column has a rich diversity of contributors, who adopt very different
perspectives, and sometimes present contradicting analyses and recommen-
dations. This collection is structured in four parts. In the first, several
contributions advocate a public investment and wage-led recovery, emphasizing
that the crisis has happened in the wake of years of lower taxation for the rich.

INTRODUCTION: BEYOND NEOLIBERALISM? XIX
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In the second, the authors assert that no national strategy will be sustainable
if global finance is not profoundly reformed, by limiting speculation while
reorienting investment towards productive activities. Different national
responses to the crisis are discussed in the third part, stressing the importance
of a solid national grounding of any discussion on economic policy – even
when this involves the need for a regional approach, as in the case of Greece.
Finally, in the last part, a number of contributions seek to answer the crucial
yet complex question of how to redefine labour strategies in the face of the
crisis. While some emphasize the need to adapt to changing macroeconomic
conditions, all concur that labour needs to have a more confident and more
inclusive approach, not least towards informal and unprotected workers.

Notes
1 Harvey (ibid.) shows how the very first series of measures adopted by Paul Bremer in Iraq in 2003 all revolved
around the opening of the Iraqi economy to US corporate investment, while “[t]he right to unionize and strike
… were strictly circumscribed” (p. 10). One can appreciate the sense of priorities that inhabited the US
Government in the immediate aftermath of a war waged in the name of freedom, when much of the country’s
critical infrastructure had been destroyed by bombs.
2 Gabriel Palma, the source of this graph, argues that neoliberalism is the art of achieving such “redistribution”
in a democracy.

References
Amsden, A. 2010. “Say’s Law, poverty persistence, and employment neglect”, in Journal of Human Development
and Capabilities, Vol. 11, No. 1, pp. 57–66.

Breman, J. 1995. “Labour, get lost: A late-capitalist manifesto”, in Economic and Political Weekly, 16 Sep.,
pp. 2294–2300.

Harvey, D. 2006. “Neo-liberalism and the restoration of class power”, in Spaces of global capitalism (London,
Verso).

Palma, J.G. 2009. “e revenge of the market on the rentiers: Why neo-liberal reports of the end of history
turned out to be premature”, in Cambridge Journal of Economics, Vol. 33, No. 4, pp. 829–869.

Nicolas Pons-Vignon is Senior Research Fellow with the Corporate Strategy and Industrial

Development (CSID) research programme, University of the Witwatersrand, South Africa. His

research focuses on industrial development and policy in South Africa, as well as on labour and

poverty. He is the founder and course director of the annual African Programme for Rethinking

Development Economics (APORDE; http://www.aporde.org.za). Prior to joining CSID, Nicolas

was a consultant at the OECD Development Centre and worked for an international

non-governmental organization (NGO) in London, Morocco and Paris. Nicolas is completing

a Ph.D. on labour casualization in the forestry sector in South Africa at the École des Hautes

Études en Sciences Sociales in Paris.

PRELIMS 13/05/2010 23:40 Page xx



PART I

Public investment and wages:
Leading recovery

PART I 13/05/2010 23:49 Page 1



PART I 13/05/2010 23:49 Page 2



Returning to the pre-crisis world after timely, targeted and temporary
government interventions as advocated by the Organisation for Economic
Co-operation and Development (OECD) and others is risky and a waste
of public funds. Structural changes in income distribution, taxation and
capital markets are needed to address the fundamental causes of the crisis
and put social justice and decent work at the centre of a crisis response.

Root causes of the global economic crisis

In recent decades, wages and transfer incomes have not grown in line with
productivity in most countries. In fact, institutional and legal capital and
labour market changes, combined with aggressive, short-term profit-
maximization strategies, enabled the owners of private enterprises and
financial capital to appropriate most of society’s productivity gains.
Moreover, threats of relocation or disinvestment resulted in labour market
deregulation and casualization of employment. Such global capital mobility
led to the rise of tax havens, transfer pricing and tax competition, reducing
the ability of governments to tax capital, thus driving down tax rates and
regulation levels. Meanwhile, the high profit rate in the financial industry
put pressure on the real economy to produce similar results for shareholders.
Thus, the profits of the financial bubble economy became the benchmark
for the real economy.

In sum, while income differentials have widened, the tax burden has
shifted to employees and consumers, further reducing purchasing power
of the people. Throughout the world indecent, precarious and informal
employment is increasing.

In many countries, open capital markets overly constrain government’s
ability to pursue expansionary fiscal policy, as any increase in inflation
would trigger capital outflows and ultimately risk a currency crisis. These
capital market constraints, combined with the declining ability to tax,

Don’t waste the crisis: The
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reduced government’s space for public expenditure, while low wages limited
private consumer demand. Nevertheless, overall demand stayed high as
rapidly growing private deficit spending backed by asset bubbles disguised
the long-term unsustainability of growing imbalances in distribution and
trade. It created the illusion that consumption can rise despite a declining
wage share, and that wage increases below productivity growth are “only”
a problem of social justice, not an economic policy issue.

As long as asset prices go up, a bubble seems to be a free lunch where
everybody gains. However, the bubble, like any pyramid scheme, can only

continue if more and more people join. The
bubble itself creates a need to loosen credit
criteria further: as the ratio between actual
income and asset prices grows, credit conditions
need to be softened to draw new entrees in the

(real estate) market. Financial irresponsibility has to grow.
When the bubble burst, it did not just hit the bubble economies;

countries with an export surplus-led strategy, priding themselves on their
solid financial policies, also saw their “beggar thy neighbour” policies
collapsing. They could no longer offset their lack of internal demand
through ever-growing export surpluses. The export machines came to a
standstill. The export champions realized that they had exchanged real
goods against fancy but toxic pieces of paper. Instead of sharing productivity
gains fairly in society, they were wasted.

Saving the financial system by bailing out the irresponsible banks is
insufficient to address the underlying imbalances and to increase aggregate
demand. During the economic downturn, private investment will remain
sluggish. Over-indebted consumers cannot continue to spend beyond their
means. There is no alternative to continued substantial countercyclical
monetary and fiscal state intervention.

But state intervention can only be lastingly successful if accompanied
by policy measures to correct the dysfunctional wage developments of the
past decades, to build a genuinely fair and progressive tax base and change
the dysfunctional global capital markets.

A decent work response

In a global economy, coordinated global responses are the optimal solution.
This requires national and international rules for capital and labour
markets. The ILO’s Global Jobs Pact offers a policy framework to meet
these needs.

DON’T WASTE THE CRISIS4
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Investing in the future, creating employment and increasing the social wage
Under the conditions of a slump, public investment has a higher

employment intensity than tax cuts. The provision
of universal quality public services and
infrastructure is key to reducing inequality,
building inclusive societies and increasing
opportunities for the poor. Universal quality
education, health service, affordable housing, and
other freely accessible public services reduce the
need for individual savings and increase the proportion of people’s disposable
income.

Preventing wage deflation and promoting wage-led recovery
Increased public investment must be complemented by institutional

measures to avoid wage deflation, reduce wage inequality, ensure that
productivity gains translate to higher wages, and thus to ensure a sustainable
consumption pattern. Combining centralized or coordinated collective
bargaining with minimum wage legislation is most suitable to establish a wage
floor and compress wage differentials. Increasing the wage share and
strengthening the wages of low-income workers in particular leads to an
increase of overall consumption, as poor households spend a higher share of
their income. Simultaneously, precarious employment relationships must be
limited as they have been used to circumvent labour rights and collective
bargaining agreements. Labour clauses in public contracts must request
contractors and subcontractors to pay the prevailing collective bargaining
wage rate. Moreover, public sector employment must be increased and public
sector wage levels must be maintained to serve as an additional wage anchor.

The state has to combat employer’s aggression against the desire of workers
to form or join a trade union. It needs to level the playing field through legal
mechanisms of extending collective bargaining coverage and worker
representation at the workplace. Any bailout or state subsidies must hinge on
worker participation in the restructuring through collective bargaining
processes and agreements.

Maintaining and extending social protection
Social security systems are the fastest and most efficient way to provide

income replacement for workers in a crisis situation. Comprehensive social
security systems act as automatic stabilizers and must be extended during an
economic downturn to stabilize income levels and overall consumer demand.

THE CASE FOR SUSTAINED PUBLIC INVESTMENT AND WAGE-LED RECOVERY POLICIES 5
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In developing countries without comprehensive social security systems, a
social floor that includes a basic pension, child benefits, access to health care
and temporary employment guarantee schemes or cash transfers for the under-
and unemployed is urgently needed to lift millions of people out of poverty.
It contributes to increasing demand and is a necessary complement to any
effective minimum wage legislation.

Finally, governments must protect retirement savings. Pay as you go systems
are clearly less vulnerable through capital market volatility. Any pension scheme
– private or public – must be legally obliged to guarantee at least a minimum
rate of return equivalent to government bonds.

Making the necessary global structural changes

The suggested measures will be difficult to implement and impossible to sustain
without restructuring the global financial system that has propelled the failed
economic regime.

Regaining the ability to tax capital
Tax havens must be closed. To solve this issue, banks that work in tax havens,

either directly or through subsidiaries, or that engage in other tax theft
operations, should be barred from major US or European Union (EU) financial
centres. Multinationals should be required to report their global profits and
pay a unitary tax, treating as a unit all the business that is done under one
ownership, then estimating what proportion of their income was earned in a
specific country and applying its national tax to that income. Transfer pricing
and financial dislocation would become rather unattractive. Wealth and
heritage taxes and marginal tax rates on high income must be increased to
rebalance the tax burden in society and increase the purchasing power of
ordinary citizens. Property taxes on high value real estate would be a first step
that could be introduced relatively easily even at the national level.

Downsizing speculative and high risk activities of the financial industry
A small tax on stock market transactions would abolish unproductive

financial market speculation based on minimal margins and high leverage. A
high capital gains tax on short-term profits would reduce incentives for
speculative trade in financial markets. Higher reserve requirements for banks
and more conservative rules for mortgages reduce the probability of asset
bubbles. Banks can only be allowed to operate as private enterprises if they bear
the risks of their investment and never become too big to fail. A diverse
banking system – incorporating state-guaranteed savings banks, clearly
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mandated public development banks and private banks – is needed to reduce
the institutional lobby and blackmail power of the financial industry. Rating
agencies that are fully independent from the financial industry have to ensure
better risk assessment. Investor protection against toxic products must be
provided through compulsory state certification of all financial products. Risk-
taking by pension funds needs to be limited by insisting on a guaranteed
minimum rate of return.

Conclusions

Without structural changes as proposed above, we risk wasting today’s crisis.
The unconditional promise of governments for universal bailouts after the
collapse of Lehman Brothers has indeed increased the moral hazard problem.
Pumping money into the system without addressing the causes of global
imbalances is dangerous and unsustainable, and may soon lead us into another
financial crisis. However, governments will have much less financial firepower,
then, because the ammunition was used for another Wall Street firework display
instead of closing the casino.

THE CASE FOR SUSTAINED PUBLIC INVESTMENT AND WAGE-LED RECOVERY POLICIES 7
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The financial crisis, which took a dramatic turn for the worse in September
2008, has plunged the world into a deep recession in which workers in
industrialized and emerging countries are losing their jobs, their homes and
their pensions. For those in developing countries, the consequences are even
more acute. According to the ILO, globally, 60 million more workers will
become unemployed this year, with an extra 240 million workers earning below
€1 a day.

The collapse of production in the last quarter of 2008 and the first half of 2009
was on a scale unseen since the 1930s. The talk of the “green shoots” of recovery
is more a dream of financial markets than reality for the workers losing their jobs.
There is a vicious circle where unemployment – which almost doubled in OECD
countries in 2009 and will continue to rise to above
9 per cent in 2010 – also leads to collapsing house
prices, driving asset prices down, pushing the
financial sector into further crisis and leading to
further bankruptcies and job losses in the real
economy. We have not yet reached the bottom as far
as unemployment is concerned, and the OECD World of Work report published
in December 2009 warns, on the basis of current policies, that industrialized
country unemployment will not return to pre-crisis levels before 2013.

Unless governments take the unemployment crisis more seriously, the 2010s
will become a “lost decade”. The global trade union movement is united in
its determination to ensure that this does not happen.

In the short term, we have sought to protect our members, workers at large
and their families from the worst effects of the crisis. In this, we have pushed
for governments to take the lead and insisted that there can be no “exit” from
stimulus measures until there is recovery in the labour market. The Global
Unions’ statements to the G20 Summits have set out the criteria that should
be applied to stimulus, recovery plans and public investment, in particular:

Creating jobs now and
changing the economic

growth model for the
future
John Evans
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• action must be fast;

• action must make a maximum impact in creating jobs;

• action must be socially just and protect the worst off; and

• action must be transformational in terms of helping to resolve climate
change, raise productivity and skills for the future and get economies back
onto a higher growth path.

The International Monetary Fund (IMF), the OECD and the G20 Pittsburgh
Summit came out against prematurely withdrawing economic stimulus – this
much we welcomed. The US administration has just agreed to release TARP funds
(Troubled Asset Relief Program) to create jobs and the Hatayama Administration
in Japan has announced a recovery package. But much more is needed. Action
has to be targeted at having the maximum impact on employment, rather than
wasting money on tax cuts for the wealthy or on corporate tax cuts.

The Trade Union Advisory Committee (TUAC) to the OECD and the
International and European Trade Union Confederations (ITUC and ETUC)
have called for a real recovery plan that commits a further 1 per cent of GDP
in public investment in each of the next three years and is coordinated
internationally. Our estimates indicate that this would slow and then stabilize
the otherwise catastrophic rise in unemployment.

Far more of the stimulus programmes have to be devoted to keeping workers
in economic activity until investment measures have their impact. On average,
only 3–5 per cent of the expenditure in stimulus plans has been devoted to active
labour market measures – at the most the figure is 8 per cent. We need schemes
such as intelligent work sharing where workers are kept employed until demand
picks up, if necessary, with short-time working compensated by state support for
training and retraining. Measures also have to be targeted at young people, to
avoid having a cohort, if not a generation, of our youth leaving education, moving
into unemployment and being passed over by employers when the recovery comes.
The ILO Global Jobs Pact, which was agreed on a tripartite basis at the ILO last
June and endorsed at Pittsburgh, must now lead to action by governments.

At the Pittsburgh Summit it was announced that a G20 labour ministers
meeting would be held in Washington in April 2010 with the involvement of
the ILO, business and labour. But there is a need to act before then. Trade
unions are demanding that a permanent tripartite G20 Working Group be
established to act on and monitor unemployment.

We should all be concerned at what model of growth emerges from the crisis.
Governments are already talking of the need for an “exit strategy” from the crisis
that puts into reverse what they describe as the “exceptional” policies of the past
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year. The question that must be debated is “exit to what?”. The crisis was not
just another financial crisis that can be avoided in the future by tighter financial
regulation alone. The “Shadow GN” group chaired by Joseph Stiglitz and Jean-
Paul Fitoussi has noted that this crisis is unprecedented for at least four reasons:

• First, it is truly global in nature – global markets have spread the crisis most
to those dependent on exports.

• Second, the crisis is profoundly unfair – those suffering most from its effects
were least responsible for its creation. It comes on top of a general increase
in inequality, a shift from wages to profits over the past 15 years across the
globe and a transfer of market risk from employers and governments on to
workers and their families as seen in the wave of privatization of pensions,
health care, and public services.

• Third, the causes of the crisis were structural – the imbalances in the model
of global growth and inequality in incomes – as well as the consequences of
insufficient financial regulation, if we can speak of “regulation” at all.

• And fourth, the crisis was produced by an ideology of market
fundamentalism – a belief in the self-regulating properties of markets and
denigration of the role of the state and public welfare systems.

It is imperative that the new policies are put in place to ensure that
economies exit to a very different model of growth
than that of the past 20 years. So far, there is little
recognition of this in the international economic
institutions, despite the fact that for the mainstream
economics profession the crisis was the equivalent
of the political scientists’ “Berlin Wall moment” –
i.e. nobody saw it coming.

The IMF and OECD economists prepared a paper for the G8 in June 2009
on the medium-term policies. This is not a call for a return to “business as usual”
once the crisis is over – from a labour perspective it is much worse, as it involves:

• drastic cutbacks in public expenditure to curb the accumulation of public
debt, in part debt accumulated in bailing out the bankers;

• cutting back pension entitlements, notably those of public sector workers,
in view of demographic changes;

• more regressive tax systems, cutting on corporate income tax and top
personal income tax, while increasing taxes that hit working families front
on, such as VAT; and
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• wage flexibility, i.e. wage reductions and more labour deregulation in
OECD countries to compete with a Chinese economy becoming more
integrated into the global economy.

That is a profoundly unacceptable vision of the future. Rather, we have to
use this crisis to move to a very different exit from the crisis, one that does
not just get us out of the mess, but in which governments act together to create
a new and different future:

• where growth is more balanced between North and South;

• where growth does not destroy the environment and is part of a carbon-free
future;

• where global finance is downsized – including with an international tax on
financial transactions – and the financial sector is restored to its legitimate
role of financing real investment;

• where the public sector plays a key role and we have fair tax systems; and
above all

• where the fruits of growth are distributed fairly within and between
countries.

That vision will require a very different model of global growth than one
that the IMF is likely to propose. In the Trade Union Advisory Committee
to the OECD, we have established a task force jointly with the ITUC and
EUTC to bring together trade union thinking on this new model of growth
over the coming months. We will want to work with the Global Union
Research Network (GURN) as a forum for testing our ideas and bringing in
new thinking. No one can doubt the difficulties of shifting the paradigm
thinking of the past 20 years – but we have to succeed: we cannot allow the
victims of this crisis to be the ones who pay for it. We must come out of the
crisis with strengthened economies, strengthened societies and a strengthened
labour movement.
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As the communiqué from the Pittsburgh G20 summit put it, “it worked”.
Unprecedented macroeconomic stimulus in the form of ultra-low interest rates
and large government deficits has pulled the global economy back from the
abyss, at least for now. But what comes next? Conventional economic wisdom
is setting the stage for deep and damaging cuts to public expenditures if labour
and the progressive left do not win the argument for public investment-led
growth and increased fiscal capacity.

Now is definitely not the time for a quick return to budget balance. Not
only is the recovery very fragile, interest rates are likely to remain low. This
means we can finance public expenditures which
create jobs now while raising our productive
potential and the future tax base. Debt incurred
today to create a larger economy tomorrow is no
burden on future generations.

The International Monetary Fund, the OECD and most governments
accept that stimulus should continue a bit longer while awaiting convincing
evidence of a sustained revival of private sector demand. But spending cuts
are clearly on the agenda. Citing the need to stabilize public debt in the
context of rapidly ageing societies, the IMF recently (3 November 2009)
painted a grim fiscal outlook for the advanced industrial countries,
calculating that the primary budget balance (the surplus of revenues over
programme expenditures) will have to be increased by a hefty 8 percentage
points of GDP from 2010 levels to bring government debt down to a
tolerable 60 per cent of GDP by 2030. The conventional view is that this
move back to balanced budgets will have to come much more from deep cuts
to public spending than from tax increases.

The dominant view is that both fiscal and monetary policy should tighten
over what already promises to be a very sluggish recovery. That is a pretty
dismal prospect. It translates into continued very high unemployment and

Beyond “stimulus”:
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substantial slack in the economy. Operating below capacity means low levels
of public and private investment, which in turn lowers the potential for future
growth. In human terms, an economy bumping along bottom means no jobs
for young people, rising inequality and rising poverty. Moreover, fiscal
retrenchment will translate into an unwelcome combination of public sector
job cuts, cuts to public services and cuts to income support programmes, all of
which are central to the well-being of working people.

Workers face the imminent prospect of paying for the economic crisis twice,
first in the form of job and wage losses, and second in the form of cuts to the
already inadequate public services and social programmes which existed in most
countries before the recession.

While interest rates should remain low, there are major problems with any
combination of fiscal austerity and loose monetary policy. Ultra-low interest
rates and major injections of liquidity into the banking system are already
fuelling new financial asset price bubbles. Led by major institutional investors,
the shift back into equities and other assets has got well ahead of any recovery
in the real economy. Meanwhile, low interest rates alone will not revive private
sector demand. In most advanced industrial countries, especially in Canada,
the United Kingdom and the United States, households are already deep in
debt. Because of global over-capacity and unbalanced trade with Asia, real
private sector investment in the advanced industrial countries is likely to remain
very depressed. Thus fiscal austerity combined with monetary ease will not fix
the underlying problem of stagnation.

One way out of this problem is to more closely control the credit process.
We could and should be limiting highly leveraged financial investments and
controlling unsustainable credit flows. The other way out of the problem is
to run productive fiscal deficits to ensure that the impact of low interest rates
is felt through higher public investment. It is desirable that the overall credit
creation process should be driven by investment rather than by speculation and
debt-financed consumption and, under today’s circumstances, this requires high
levels of public investment.

Now is the time to launch major medium and long term public investments
to drive job creation, and also to create new investment opportunities for
industrial sectors which remain in deep crisis. We must address long-standing
investment deficits in basic municipal infrastructure; build new urban and
intercity transportation systems; invest in energy conservation; dramatically
expand non-carbon-based energy sources; expand basic public services such
as not-for-profit childcare and elder care; and invest much more in public
education at all levels as well as in workers’ skills.
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Well-selected investments can yield very high rates of return on a number
of fronts. For example, investment in transit and passenger rail can have large
positive job impacts, significantly cut carbon emissions, and also generate high
rates of return to individuals and businesses in terms of reduced travel time
and reduced road congestion. We know that all of these investments –
especially those in public services and energy efficiency – are labour-intensive
and create many more jobs than increased consumer spending, and
simultaneously promote our environmental, community development and
social justice goals.

What we need is a period of public investment-led growth to drive the whole
economy. Good public infrastructure and good public services are key drivers
of private sector productivity. Public sector investments drive investment by
private sector suppliers, especially if twinned to
coherent industrial strategies. The key point is that
deficits can and should be incurred so long as they
are twinned to public investment programmes
which can be demonstrably linked to increasing
overall economic potential and to furthering
environmental and social goals. The challenge for labour and the left is to move
from talking about temporary “stimulus” to promoting a pro-active, longer
term public investment agenda.

But how are we going to pay for major new public investments when deficits
and debts are, supposedly, already too high? In the short term, low interest rates
make viable a huge raft of potential public and environmental investments
which will more than pay for themselves over time. In the longer term, a decade
and more of expensive and wasteful tax cuts mainly in favour of corporations
and those with very high incomes means that there is ample room to increase
government fiscal capacity to balance budgets without cutting spending, and
without undermining the living standards of working people.

Labour and the left have to recognize that decent levels of public services
and social programmes ultimately have to be paid for from a high,
comprehensive and fairly flat tax base including consumption and payroll taxes.
If we want Scandinavian-type welfare states, we will have to pay Scandinavian-
level taxes as a share of GDP. This reality is often ignored at our peril. In low-
tax countries like Canada, the United Kingdom and the United States, we have
to make the argument that we are all better off if we enhance fiscal capacity
by raising money from a comprehensive tax system, and spending the proceeds
on a broad array of equalizing public services and social programmes. We have
to make the case for a shift from private consumption to public services and
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public investment, rather than pretend we can deficit finance permanent
increments to the social wage.

To be sure, we also need to enhance the progressive elements of the overall
tax system. We could and should gain useful amounts of revenue by levying
higher rates of income tax on the very affluent. True, the rich are few in
numbers, but they do have a high and rising share of personal income in most
countries. This should be reduced by raising their taxes and redistributing the
proceeds as equalizing transfers. Corporations could also pay more, though
there is a case for redirecting higher corporate tax revenues into more effective
ways of supporting real economy private investment rather than into general
revenues. The G20 agenda should include coordinated upward harmonization
of taxes on all forms of capital and on high incomes, as well as a financial
transactions tax which would hit unproductive but highly profitable financial
sector hyperactivity.

To conclude, we will soon be entering a major debate in most countries over
the pros and cons of fiscal austerity. The right will argue that we need to cut
quickly and deeply in the name of future generations. Our argument has to
go beyond the need for temporary “stimulus”. We must call for a deliberate
strategy of public investment-led growth, and the gradual enhancement of fiscal
capacity to pay for a more equal society.
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Profits, banks and the
state: How to get

investment going again
Engelbert Stockhammer

The world is still experiencing the worst economic crisis since the 1930s. While
the economic forecasts have brightened up recently, the overall picture is still
gloomy. The collapse has been stopped, but the recovery is likely to be muted.
This is for three reasons. First, US households, which have been the most
dynamic source of demand in the past decade, are deeply in debt – and their
houses, the biggest part of their wealth, are worth a lot less. Thus they are not
likely to resume spending in the near future. Second, the banks are still in a lot
of trouble. The big bank crash after Lehman Brothers has been avoided, but
their balance sheets are still loaded with dubious assets and most make their
money from trading, i.e. speculating, rather than from extending credit to
businesses. It will be hard to get credit for a while. Third, government
expenditures that have prevented the meltdown are being rolled back. After the
panic of late 2008, normalcy has returned to economic policy-making. And
in a neoliberal world it is considered normal that states have to balance their
books, rather than help the economy or the poor. In short, while the worst is
over, the bad is still to come. In particular, unemployment is still rising and
will continue to do so.

So how could we get the economy going again? The key component of
growth in a healthy economy is investment. Investment is an important source
of demand, but it also provides the capital stock needed for future production.
There are two types of investment: private and public. Private investment
depends on business expectations about demand and profitability and on the
availability of credit. Given the extent of the present crisis, it’s unsurprising
that businesses are reluctant to invest. Academic research has clearly identified
demand as the single most important determinant of investment. Indeed, who
would invest if they think they can’t sell the output? The lesson for policy-
makers is clear: stabilize demand or the private sector won’t invest.

Obviously, capitalism is about making money, so firms are unlikely to invest
unless they expect to make a profit. However, the importance of profits for

PART I 13/05/2010 23:49 Page 17



investment is often overstated. Indeed, one of the great puzzles of the past
decades is why firms (at least outside China) have not invested more, given
their abundant profits. Looking at the United States and the European Union,

in 1980 around two-thirds of profits were
reinvested, while in 2007 only half were reinvested.
Why don’t firms invest when they are sitting on all
this cash? The short answer is shareholder value
orientation and globalization. Firms now distribute
a lot more money to their shareholders through

dividend payments or through share buy-backs. Firms are run to the benefit of
shareholders. Globalization means that a lot of firms outsource production,
reducing investment at home. This has mixed effects in the countries of the
South and the East: it increases production there, but this is often in enclaves
that are badly connected to the local economies and it often increases
inequality.

The take-home from this is that the problem is not a lack of profits. Profits
have been buoyant in the past without much investment taking place. Wage
moderation will thus not help investment. Indeed, it will make matters worse.
In particular, in countries with a large enough domestic market, such as
Germany, wage moderation will depress domestic (consumption) demand
further, creating an environment that is detrimental to investment. In a recent
study (with Özlem Onaran and Stefan Ederer), we found that in Europe a
redistribution of €1,000 from wages to profits will lead to about €100 more of
investment, but to €350 less consumption (Stockhammer et al., 2009).

Access to credit is a more legitimate cause to worry about for businesses.
Banks with problems on their balance sheets will be reluctant to lend.
Monetary policy has so far helped to restore bank profitability, but has not been
effective in ensuring that banks lend. Simply put, banks can earn a lot of money
now, taking credit from the central banks and buying government bonds. There
is no need to bother with old-fashioned business credit. Perversely, governments
in many industrial countries now own substantial parts of the banks. But they
are reluctant to interfere with their policy. Instead they have provided capital
for the big banks in need and now watch how they are run in the interest of
shareholders again.

All this may sound like there is little that governments can do to stimulate
investment. But this is far from the truth. There is not only private but also
public investment. In the 1930s, public investment projects were used on a
massive scale to revitalize the economy. However, today there is great reluctance
to do so. Indeed, the IMF and the OECD are eager to push governments to
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turn to a more restrictive policy. Now with the shock of the imminent collapse
over, business is returning to normal – and this means a small state. As if
nothing had happened in the past two years! Much of this approach is a legacy
of the neoliberal domination that has preached the superiority of private
investment over public activity. But the near-meltdown of the financial sector
in 2008 should have made it clear that the private capitalist sector does not
possess the miraculous properties of efficiency. Sure, governments often fall
prey to corruption and may serve petty interests, but so does the private sector.
Remember Bernard Madoff? Or Enron?

How should public investment be financed? Of course the largest demand
effect will arise if government expenditures are credit financed. However,
this will also increase public debt. If expenditures
are financed by raising taxes, ways to do so in a
progressive manner include closing tax havens and
establishing wealth taxes and a financial transactions
tax. All of these could raise substantial amounts
without negative effects on demand. Closing
overseas tax havens has been estimated to have the
capacity to generate global additional revenues of US$100 billion (Cavanagh
et al., 2009). A recent study found that a (worldwide) financial transactions
tax of 0.1 per cent would raise about 1.5 per cent of world GDP (Schulmeister.
Schratzenstaller and Picek, 2008).

Thus the pragmatic question should be whether there is a material need for
investment projects in public infrastructure that the private sector is unlikely
to provide. And the answer is a clear yes. From modernizing (or building)
public transportation to investing in energy-saving technology and from
spending on education to housing projects, there are plenty of areas where the
social return to public investment is large enough to justify spending. Now is
the time.

Further reading and references
Cavanagh, J. et al. 2009. “Reversing the great tax shift: Seven steps to finance our economic recovery fairly”.
Available at: http://www.ips-dc.org/getfile.php?id=356 [4 May 2010].

Jetin, B.; Denys, L. 2005. Ready for implementation: Technical and legal aspects of a currency transaction tax and
its implementation in the EU (Berlin, WEED). Available at: http://www2.weed-online.org/uploads/CTT_
Ready_for_Implementation.pdf [4 May 2010].

Pollin, R.; Heintz, J.; Garrett-Peltier, H. 2009. “e economic benefits of investing in clean energy: June 2009”.
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Why we should care
about wages

Patrick Belser

A labour market view of the crisis

The past two years have witnessed the worst global economic recession since
1929. The financial crisis, which started in the United States and was triggered
by a speculative bubble in the housing market, sent a shock wave through the
real economy and labour markets around the world. The most immediate
impact on labour markets has been the explosion of unemployment rates. In
the United States, unemployment figures have exceeded the 10 per cent
threshold in October 2009. The euro area is not far behind, with an average
unemployment rate of 9.7 per cent in September 2009. In some European
countries, the proportion of people looking for a job has reached dramatic
proportions, with figures close to 20 per cent in both Latvia and Spain.

But that is not all there is. Focusing on unemployment rates alone
understates the true extent of the deterioration of employment and conditions
of work in labour markets. Everywhere, the crisis
has led to cuts in working time, which has damaged
the living standards of workers and their families.
In the 27 Member States of the European Union,
full-time employees work about three-quarters of
an hour less every week than they did before the
crisis. In the United States, weekly working time for
production and non-supervisory workers has fallen by about half an hour.
These average changes may seem relatively small because not everyone was
affected; however, for those who were hit, the cuts in hours have often been
severe. Similar trends have been observed elsewhere and, globally, the number
of involuntary part-time workers appears to have increased.

The result, in most cases, has been a fall in take-home pay for workers at
the end of the month. Figures collected at the ILO for 53 countries show that
in 2008 real monthly wages (i.e. wages adjusted for inflation) fell in one-quarter
of all countries. In most other countries, particularly developing countries,
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wages continued to grow but at a much slower pace than before the crisis. The
situation is likely to have been even worse in 2009, given the quarterly figures
already available and the increase in the supply of unemployed people looking
for jobs. Another worrying problem is the increase in the late-payment or non-
payment of wages, particularly in transition economies such as the Russian
Federation and Ukraine.

Wages and the recovery

Why should we care about wages, and not just unemployment? There are at
least three reasons. The first has to do with social justice and the hardships that
lower wages inflict on workers and their families, particularly at the lower end
of the income distribution. In the United States, 7.5 million people work for
earnings that fall below the poverty level and in Europe 8 per cent of workers
can be called “working poor”. For these workers even small changes in wages
can represent large differences in living standards. Furthermore, the crisis comes
after years of wage moderation and increasing inequality. Before the crisis, the
wages of median and low-paid workers have remained largely flat despite
considerable increases in economy-wide productivity. So one question is: where
has the money gone? Research shows that high earners have benefited most,
and that a large share of the rest has gone into corporate profits and investment.

The second reason why we should care is that a continued deterioration in
wages is bad news for the economic recovery. The pace of the recovery depends
largely on the extent to which people are able to consume whatever the global
economy produces. And consumption, in turn, depends on the level of wages.
In fact, in some advanced economies, almost 80 per cent of household income
comes from wages and salaries. Although GDP figures in the course of 2009
provided indications of a possible economic rebound, the trends in real wages
observed during the past few quarters raise serious questions about the true
extent of a global economic recovery and also highlight the risks of phasing out
government rescue packages too early. As the experience of Japan during the
past decade has cruelly shown, wage deflation deprives national economies of
much needed demand and can result in lengthy periods of economic
stagnation.

Finally, we should already be thinking about the post-crisis world. Before
the crisis, in the period from 1995 to 2007, the share of wages in GDP had
declined in a majority of countries for which data is available. This may have
been due to a combination of weaker trade unions, labour-saving technology,
openness to trade and the pressures arising from the financial markets.
Whatever the cause, the imbalance between increasing profits and stagnating

PART I 13/05/2010 23:49 Page 22



wages has contributed to the crisis by creating an explosive mixture of high
liquidity on financial markets, low rates of interest, and huge household debts.
A system of bonuses which distorted incentives towards short-term risk
provided the additional dynamite. For a more stable future, we should identify
policies which ensure that productivity growth – when it is back – translates
into adequate increases in wages for a majority, and not just higher bonuses for
a few. Only this way can advanced economies achieve more sustainable patterns
of consumption and investment.

Where to start?

The first immediate priority for governments in advanced economies has been
to provide support to economic activity through large fiscal stimulus packages.
Through this channel governments have provided some much needed demand
for goods and services, which in turn has prevented a further decline in labour
demand, employment and wages. Thanks to these measures, a social
catastrophe has been avoided. For a sample of 19 OECD countries, the ILO
estimates that fiscal stimulus packages have prevented between 3.2 million and
5.5 million additional job losses.

A majority of governments in OECD countries have taken additional
measures to limit the damage inflicted by the crisis on employment and wages.
One effective method has been the use of work-sharing arrangements, which
have often combined shorter working times (to avoid layoffs) with wage
subsidies. The latter have been provided through partial unemployment
compensation or from general government revenues. According to the OECD,
22 out of 29 countries surveyed have put in place such a system. The most
publicized example has been the case of Germany’s Kurzarbeit (short work),
which has benefited up to 1.5 million workers. Companies have also benefited
from being able to keep their skilled workers on the payroll. Given the severity
of the employment crisis, these temporary measures should not be phased out
too early.

Worldwide, a considerable number of countries have also increased the
purchasing power of low-paid workers through minimum wages. Figures
collected by the ILO show that in 2008 half of 86 countries sampled have
increased the minimum wage in real terms. A number of countries, including
major economies such as Brazil, Japan, the Russian Federation and the United
States, have pursued this policy in 2009. Minimum wages can have negative
impacts on employment if they are set too high. However, the more recent
literature shows that, when set at a level which takes into account the situation
of workers and their families as well as productivity and other economic factors

WHY WE SHOULD CARE ABOUT WAGES 23

PART I 13/05/2010 23:49 Page 23



(as recommended in The Minimum Wage Fixing Convention, 1970 (No. 131)),
minimum wages can increase the living standards of low-paid workers at little
or no cost to aggregate employment. And for individual companies that are
in such severe economic difficulties that they cannot even afford to pay
minimum wages, there is always the possibility to provide smart exemptions or
tax incentives, as is done in Indonesia for example.

But the deeper, more challenging need is to strengthen collective bargaining
over wages. The ILO Global Wage Report 2008/09 showed that when a large

share of workers is covered by collective bargaining
agreements the transmission mechanism between
productivity and wages works pretty well: over the
period 1995–2007 a 1 per cent increase in GDP per
capita (an indicator of productivity growth) trans-
lated into an almost equal increase in wages. But
where the coverage of collective bargaining is weak,
the report calculated that each additional 1 per cent
growth in GDP per capita only led to a 0.65 per
cent increase in average wages. Thus, governments

and social partners would be well advised to start consultations on how to
strengthen constructive collective bargaining as part of a wider set of economic
and industrial policies that can contribute to a fairer and more sustainable
global economic recovery.

Further reading and references
ILO. GlobalWage Report 2008/09. Minimum wages and collective bargaining: Towards policy coherence (Geneva).

ILO. Global Wage Report, Update 2009. Available at: http://www.ilo.org/public/english/protection/
condtrav/index.htm [4 May 2010].
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Putting employment
security first

will diminish demand:
A warning from Germany

Heiner Flassbeck

The current global recession and fear of increasing redundancies has shifted
the emphasis of the German labour movement from one concerning pay claims
to one concerning employment security, which has become the name of the
game. Even the metalworkers’ union IG Metall is openly putting employment
security before pay claims in their demands. Wage rises and hour cuts can be
forgone, so long as not too many heads roll in the workplace.

I would like to argue that this emphasis is a serious mistake and that
employment security achieved through wage restraint is likely to have negative
effects across the economy and delay Germany’s
recovery from the recession. While wage restraint
may preserve jobs within a firm, it has knock-on
effects that will only serve to deepen the recession
through their impact on demand. The current crisis
brings into stark relief the failure of unions in
Germany to examine seriously the impact of working-time reduction and the
associated wage reduction, or lesser wage increases, on demand in the economy
as a whole.

Take, for example, what has become a classic case. The Daimler company
goes into the red. It agrees with the unions to make a 10 per cent uncom-
pensated cut in the hours of those employees who are not already on short-time
working arrangements. The positive trade-off is that there are no redundancies
and Daimler’s wage bill for the 90,000 employees affected is effectively reduced
by 10 per cent. At an average monthly wage of €4,000, the firm saves more
than €400 million. This represents a very significant reduction in Daimler’s
expected losses!

However, for the economy as a whole, the sums look rather different.
Assuming that Daimler workers maintain relatively stable purchasing patterns,
the €400 million saved by Daimler will reduce demand for other firms’ products
by the same amount as Daimler employees tighten their belts, so that the

While wage restraint may
preserve jobs within a
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effects that will only serve
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expected losses of other firms effectively increase by the same amount as the
reduction in Daimler’s expected losses. This simple example shows how the
savings measures taken by one company and its unions do not spell out
improvements at all, even at the outset. Furthermore, if other firms who bear
an increased burden from the falling demand associated with Daimler’s cutbacks
follow suit, this could have a disastrous and far-reaching impact across the
economy. Suppose the wages of the 10 million employees in all of Germany’s
industrial workplaces were reduced by 10 per cent over the course of the next
year. Once again assuming that the employees’ saving habits remained unaltered,
this measure alone would cut demand across the economy by about €50 billion.

What are firms in general going to do when they notice that their loss
predictions are systematically wrong, because demand is continually weaker
than anticipated? Go back to the unions again in hopes of negotiating a 20 per
cent reduction? Firms may also try to maintain their market share at a time
of falling demand by passing on the cost reductions as price reductions. If only
one firm does this, the situation of all the others will get even worse. If they
all do it, prices may fall by so much that the workers will regain their previous
purchasing power. So in real terms, they will be pocketing as much as before
for working less. The outcome will then be not a cost reduction, but deflation.
This is turn will lead to sluggish consumption, as people expect prices to drop
even further in the near future.

So what are the unions to do? It has become a common perception that
unions cannot go on making the same demands as they did prior to the crisis.
I disagree and would argue that they can. In fact, campaigning for and winning

wage increases in line with productivity gains could
lead workers to act together to overcome this
crisis quickly. The great majority of consumers in
Germany are workers or pensioners. Only if they
can expect their incomes to rise at the normal rate

despite the crisis, i.e. in line with the medium-term productivity growth trend
of around 1.5 per cent plus the European Central Bank’s target inflation rate
of 2 per cent, can Germany pull out of the crisis under its own steam.

Such a campaign is likely to be met with strong objections as firms face
shrinking profits and find themselves at overcapacity. It should however be
remembered that many firms’ profits skyrocketed in the years just before the
crisis, particularly in the context of foreign trade. Nonetheless, the logic of
macroeconomic theory suggests no alternative solution to the one outlined
above if Germany wishes to recover from the crisis and attain a stable growth
path in the not-too-distant future.

Wage increases in line with
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In contrast to previous experiences, hopes of export-led growth prompted
by falling costs ring hollow this time around. The euro has already risen
strongly. It would appreciate even further if the biggest national economy in
the Eurozone staked everything on a foreign trade surplus, as it did from 2005
to 2008, thus relying on other countries shouldering new foreign debt. In
addition, both consumption and investment are very weak in Europe and the
United States, Eastern Europe is still in deep financial crisis, and the countries
of Asia are themselves going all-out for export surpluses.

It follows that there is only one reliable way out of the crisis. The state must,
once again, give the economy a boost by contracting even greater debts than
already planned. This would enable firms to do the right thing in terms of
wage-setting for the economy as a whole, and would be the most effective way
of boosting demand and accelerating economic recovery. Tax cuts, as planned
by the German Government, are not an appropriate way of achieving this.
Some 15–20 per cent of the money will simply vanish into savings accounts,
and the much-lauded “performance incentives” are simply a liberal pipe dream.

In contrast to debates in Germany, the issue of wage-induced consumption
effects has been recognized in the United States. This is evident in the agressive
deficit policy currently pursued by the US Government. In order to sidestep
the wage reduction trap, into which a market economy will automatically fall
without state involvement, the American deficit this year will be
proportionately around three times bigger than the German one – about
12 per cent of GDP. The United States has learned from the experience of
Japan, which for almost 20 years now has been unsuccessfully striving to escape
from the deflationary wage policy that came into being after a great speculative
bubble burst at the end of the 1980s. For Germany, the choices ahead are clear:
either it will learn the Japanese lesson now, or it will have to learn it in face
of stagnation and deflation later.
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With the fall of the investment bank Lehman Brothers in the late summer of
2008, many have predicted major reforms to reign in the hazardous behaviour
of financial institutions. Nonetheless, up until very recently, little has
happened. In early 2010, serious proposals for stricter oversight were considered
for the first time. US President Barack Obama has proposed the most
encompassing reform of the banking system – to prohibit bank holding
companies from engaging in proprietary trading. This will allow them to
purchase and sell stocks or derivatives only in the name of their clients. The
purpose of the Volcker Rule – which Obama named after one of its strongest
proponents, the former Federal Reserve chairman Paul Volcker – is to prevent
banks (and possibly also the other largest financial institutions), as the central
actors in the financial world, from bringing down the whole system through
risky speculation.

Does Obama’s proposal mark a change of course in favour of a more
reasonable capitalism? The name alone casts doubts on the prospects of a much
circumscribed financial sector. Volcker was the architect of the monetarist turn
in central banking in the late 1970s, ushering in the period of neoliberalism.
In the following, I will argue that the crisis alone will not lead to more labour-
friendly policies. Crises are not only part of capitalism, they are also, as Karl
Marx has pointed out, moments of capitalist reinvigoration. Crises delegitimize
capitalists, but they also weaken their potential counter forces, especially
organized labour.

Capitalist crisis solution

Marx would not have been too surprised about the course of the crisis so far.
According to him, the destruction of capital is the main precondition for a new
cycle of capital accumulation. The profits of the surviving capital will rise. In
addition, the crisis speeds up innovation and leads to a higher degree of capital
centralization as competitors are eliminated. More centralization promises

Finance capital will not
fade away on its own
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higher profits because of increased economies of scale and market power. This
theoretically stated mechanism of overcoming capitalist crisis seems to be
empirically substantiated in the current crisis.

By turning away from the New Deal banking regulations, the United States
experienced a rapid increase in bank concentration
even before the crisis. This trend has continued. In
1995, the top five banks had 11 per cent deposit
share. Their share increased to 29 per cent in 2004
and jumped to 38.6 per cent in 2009 (Celent,

2009). In the already highly concentrated banking market of Germany, only
two of the five biggest private banks in 2006 survived in 2009. However, the
crisis also brought forward new competition – mainly from the Far East. The
competition, therefore, has reached a higher level.

At the same time, the reputation of financial institutions has suffered badly.
US taxpayers, in particular, have vented their anger at sizeable bonuses paid
to those who effectively brought about the crisis. Will this spontaneous outrage
lead to collective action? And if it does, what kind of action will follow? History
informs us that the middle and working classes do not always direct their anger
in dire economic times against the rich. They have also turned against members
of their own class, and especially against poorer classes. In fact, electorally,
many voters have turned Conservative in Europe since the outbreak of the
crisis. While the election of Obama seems to contradict this trend, we are now
witnessing the rise of a paranoid right in the United States. The newly emerging
“Tea Party Movement” is turning its wrath against the federal government and
Obama’s slightly progressive policy proposals. They reckon that Washington
has been captured by a finance-led cosmopolitan conspiracy.

The crisis weakens labour

In his essay in this book, Gregory Albo vividly describes the onslaught of capital
on workers in North America. In order to understand the current weakness
of labour, it might be helpful to look at the sources of worker power on a more
abstract level. For the sake of simplification, four sources of power can be
identified: market, associational, institutional and discursive power. The crisis
undermines the market power of workers by letting demand for labour shrink.
This also has an impact on its associational power. The export industries, the
fortresses of organized labour in many countries, have suffered in the current
crisis in particular. The well-organized and well-paid workers in the heavily
impacted automobile industry are currently preoccupied by defensive struggles
to keep “their” factories running. To a certain extent, their defence comes at
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the expense of the taxpayers and the so-called temporary workers, who have
been dismissed in great numbers and without compensation (Brehmer and
Seifert, 2009).

If workers relied solely on market and associational power, the fate of the
majority of them would be left to the vagaries of the business cycle. On the
basis of institutional power, they can secure their right to collective bargaining
even during times of crisis. Their institutional
power rests on their past organizational and
political successes. The successes of US unions date
back to an almost distant past and they command
little institutional power at present. While they
contributed to Obama’s electoral success and the
Democratic majority in Congress by mobilizing
their members in large numbers, they failed to secure the support of the
Democrats for their own top legislative priority, better legal protection for
organizing (Greenhouse, 2009).

Furthermore, organized labour usually lacks access to economic policy-
making even when traditionally labour-friendly parties are in government.
Leading representatives of such parties have supported the neoliberal agenda
of the pre-crisis period. The financial centres of the United States have voted
Democrats into office ever since 1992. Even in 2006, hedge funds supported
Democrats by a margin of 3:1 over Republicans. It therefore came as no
surprise that the Democratic senators Charles Schumer and Christopher Dodd
defended finance capital during the crisis (Phillips, 2008). The German Social
Democratic finance ministers in recent times, Hans Eichel and Peer Steinbrück,
actively supported the liberalization of financial markets in the period before
the crisis (Kellermann, 2005).

Thus, workers’ organizations are left mainly with discursive power.
Discursive power can be defined as the ability to convince others of one’s own
arguments. The crisis has delegitimized finance capital and its economic
paradigm, neoliberalism, and therefore opens up space for alternatives.
However, scandalizing the crisis is not sufficient for real change. A clear
alternative to the status quo must be developed. Nevertheless, as yet, there has
been little room for optimism.

It has become popular to point to the Great Depression as an example of the
possibilities of changing course in the direction of a “good capitalism” (Dullien,
Herr and Kellermann, 2009). What this analogy overlooks is that the shift
towards welfare capitalism was not without alternatives (fascism and
communism) and that it took the Second World War to decide which alternative
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to liberal capitalism would succeed. The parallel with the current situation is
also flawed for other reasons. For one, learning from the Great Depression,
today’s policy-makers have acted against a deepening of the recession. The
outcome so far is that the extent of the crisis and the level of social desperation
cannot be compared to the 1930s in developed capitalist societies. Furthermore,
it was precisely the existence of these alternatives to liberal capitalism that have
led to its modification. Some social compromise was seen as the best defence of
the private property order next to military might. These or other fundamental
alternatives to liberalism are not currently in sight.

Change of course in the fourth year of the crisis?

President Obama’s push for banking regulation is widely seen as a reaction to the
increasing resentment among the US population about his closeness to Wall Street.
His regulation proposal came on the heel of the election of a Republican candidate
to succeed the deceased Democrat Edward Kennedy. Is a change of course therefore
possible without a resurgent organized labour? Is the diffuse anger of the electorate
sufficient? It is probably not. For one, it was not a socialist who became heir to
Kennedy’s Senate seat, but a proponent of free markets. In addition, Obama’s
proposal sounds a lot more radical than it is in reality. e prohibition of
proprietary trading does not limit speculation in general; it only restricts the
financial dealings of one group – the banks. Private investors would still be able to
use hedge funds for risky deals with derivatives. ey would still be allowed to take
over companies for the purpose of selling them to other investors on the stock
market after having them restructured, i.e. after having dismissed a significant part
of their workforce. ere would also be no limit for them to take on debt.
Speculation with borrowed money drives bubbles and aggravates their subsequent
implosion. us, Obama’s proposal turns out to be a rather limited circumscription
of the moneyed classes’ sovereignty. Whether Obama will be able to pass even these
timid reforms through Congress remains an open question. And as for the German
Conservative Government, it lags way behind even Obama’s tepid proposals.

In other words, we cannot expect the capitalists and their representatives to
adopt a more reasonable course. We also have to recognize that the crisis weakens
labour. Thus, what is to be done? The situation varies from country to country, but
in general it is quite obvious that extraordinary efforts are called for. This begins
with widespread support for workers who defend themselves against cuts in wages
and jobs. Care should be taken that these do not come at the expense of weaker
parts of the working class. The move from defensive to offensive strategies requires
organized labour to become more political. Together with other social forces, it has
to develop alternative visions and it has to regain influence in political parties.
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For those who had placed some hope in the G20 process to start re-regulating
global finance the result, so far, has been utterly disappointing. Governments
and central banks have been as eager to bail out the bankers and take on their
“toxic assets” as they have been reluctant to move decisively on financial
regulation. At every G20 Summit since the first one in November 2008 in
Washington, we have been told that a revamped and enhanced Financial
Stability Board (FSB), which would include the IMF, the OECD, the Bank for
International Settlements (BIS) and other key financial organizations, would
lead the way with concrete deliverables to bring the focus of global finance back
to the real economy. We have seen instead a long series of reports on what went
wrong and “high level” principles and “guidance”, but with no teeth when it
comes to enforcement. If anything, these reports reveal the extent to which
supervisory authorities are exposed to a “significant lack of information” on
“where risks actually lie” (FSB and IMF, 2009). They tell us that, two years
into the crisis, the “current state of analysis limits the extent to which very
precise guidance can be developed” (BIS, FSB and IMF, 2009) and that
“considerable work remains” (SSG, 2009) in the areas of banks’ internal
controls and regulatory infrastructure.

At the G20 Summit in Pittsburgh (G20, 2009) in September 2009, however,
some hope emerged that at last something tangible could be agreed upon in
the near future. G20 leaders called on the IMF to undertake research to
determine a “fair and substantial contribution” that the financial sector could
make to pay “for any burdens associated with government interventions to
repair the banking system”. They further asked the IMF “to strengthen its
capacity to help its members cope with financial volatility, reducing the
economic disruption from sudden swings in capital flows”. Read together, the
two mandates were seen as an opening to an old policy issue that had been long
neglected by governments and international financial institutions: the creation
of a global financial transaction tax (FTT).

Taxing financial
transactions: The right
thing to do when you

owe $600 billion a year
and have lost control
over global finance

Pierre Habbard
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In its original proposal by James Tobin in the 1970s (TUAC, 1995), the
economic justification for an FTT starts with the acknowledgement of the
harmful effects of short-term speculation producing strong and persistent
deviations of asset prices from their theoretical equilibrium levels. Such
“overshooting” in prices lead to speculative bubbles over the long run. A

measured and controlled increase in transaction costs
implied by an FTT (from 0.02 per cent up to
0.5 per cent) would slow down trading activities so
as to align capital flows with economic fundamentals
and the real economy, while freeing up new sources
of financing for global public goods. Since then, the
FTT has been developed in different ways by
economists and civil society groups, each putting

different weight on the twin objectives of curbing financial speculation
and freeing up new sources to finance global public goods. In fact, some
proposals had such a strong focus on financing for development that in most
cases they explicitly excluded the initial objective of Tobin to curb speculation,
targeting a minimalist tax rate of 0.005 per cent to avoid “producing market
distortions” (Hillman, Kapoor and Spratt, 2007) or “disrupting the market”
(Schmidt, 2007).

Unlike in the pre-crisis literature, the FTT has now gained considerable
traction, both as a financial stability instrument and as a solution for financing
development. There is a strong case for this. Regarding financial stability, it
would be hard to contest that at least part of the crisis we face today has been
triggered by a speculative bubble in the derivatives markets and by global
imbalances of current accounts between regions and within regions. As Stephan
Schulmeister (2009) puts it, the size of the trading in derivative products is just
much too big to be accounted for by its original purpose: to hedge against price
volatility or credit default risk. On the revenue side, OECD Governments still
have to deliver on their past commitments to finance global public goods,
including the Millennium Development Goals, but also on “new” demands
regarding climate change adaptation and mitigation measures for developing
countries (the financing of which was a major contributory factor in the failure
of the Copenhagen Summit). According to estimates by the Trade Union
Advisory Committee to the OECD (TUAC, 2010), the global public good
resource gap that would emerge would be in the range of $324–336 billion per
year between 2012 and 2017 ($156 billion for financing climate change
measures in developing countries, $168–180 billion for Official Development
Assistance to reach 0.7 per cent of GNI).
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To make matters worse, the very same OECD Governments are running
budget deficits at unprecedented levels as a result of the global crisis, including
the bailing out of the banking sector. According to the OECD, the size of the
fiscal consolidation that would be needed in the period 2012–17 to bring
deficits back to normal levels (below 2 per cent) is projected at $300–370 billion
per year – on top of the above resource gap for public goods. Unsurprisingly, the
OECD experts would want to fund this gap with cuts in public expenditure,
“long overdue reforms” to public pensions and regressive tax reforms that would
hit working people front on. In the absence of new tax revenues, such a fiscal
scenario would have working families pay twice for the crisis: first through rising
unemployment and falling incomes and second as a result of cuts in public and
social services.

Against this background – “heavily indebted rich countries” whose super-
visory authorities have lost control over global finance – then surely now is the
time to take the FTT option seriously. This is what many unions have been
campaigning for, together with social movements, as seen in recent initiatives
in the United States, Europe and Asia. For its part, the TUAC has been working
on a paper (TUAC, 2010) on the parameters of a FTT together with the ITUC.
Based on recent contributions by Dean Baker (Baker et al., 2009), Stephan
Schulmeister (2009) and Bruno Jetin (2009), the paper shows that an FTT
could be designed with different rates per counterparty (large banks, other
financial institutions including hedge funds, and non-financial corporations)
and per market (“traditional” foreign exchange markets, exchange-traded
derivatives, over-the-counter derivatives). Such a multi-tiered tax regime would
help hit where it really hurts and target the counterparties (e.g. large banks and
hedge funds) and transactions (e.g. derivative products) that are more prone to
speculative trading than others. The revenues generated would be in the range
of $200–600 billion per year if the tax were applied on a global scale.

Following the G20 summit in Pittsburgh, the IMF was quick to publicly
dismiss the FTT (IMF, 2009) as an option to be considered in the
commissioned report.1 The sceptical reaction of the IMF is not surprising. Ever
since 1995, when the Tobin tax became a “global issue”, the IMF has not
seriously considered the issue. The main objections are with the negative impact
that the reduction in trading volume would have on price volatility and market
liquidity. Other objections relate to the potential transfer of the added
transactions cost to “middle class investors”, the opportunities for tax avoidance
or the more economic theory textbook argument that tax should apply to value
added, not to transactions. Baker (2010) has published a solid set of responses
to those criticisms, as has Schulmeister. Overall, the single most important
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aspect to keep in mind in considering the pros and cons of an FTT is the need
to look at the specific problems associated with the FTT (in contrast to generic
problems that would also be encountered by comparable regulatory options).
The concerns of the IMF and OECD about feasibility clearly belong to the
latter category: yes, implementing an FTT would be complicated, but would it
be more complicated to implement than an alternative solution that would
deliver comparable financial stability and global public good financing? On

that, the IMF has argued for the creation of a “global
banking insurance scheme” as an alternative to an
FTT. However, the two instruments differ in terms
of both revenues (which would not be available for
public goods under an insurance scheme) and the
handling of risk. Regarding the latter, the insurance
scheme in fact would be more onerous for regulators

than the FTT. A prerequisite for any insurance scheme is the ability to price
the risk associated with the banks’ balance sheets, which in turn presupposes
the ability of the insurer (the regulator) to conduct proper risk assessment of the
insured (the banks) and to do so at reasonable costs. And yet it appears that
such a basic requirement has become a step too far for financial authorities.

An FTT, unlike the insurance proposal, would provide governments with a
powerful regulatory tool which would not depend on the ability of the
supervisory authorities to price or assess risk. It would be no panacea for the
much broader agenda on financial re-regulation, but it would offer government
a “low-cost” instrument for tackling volatility in asset prices and for downsizing
the global banking industry, particularly at a time when the international
financial supervisory framework is in tatters and will take a decade to reform.
It would free up new sources of financing for global public goods at a time
when public services and welfare are at threat.

Note
1 e IMF report, which was meant to remain confidential, was made public by the BBC on 20 April 2010 and
can be accessed at: http://news.bbc.co.uk/2/shared/bsp/hi/pdfs/2010_04_20_imf_g20_interim_report.pdf
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Recovery prospects are being seriously hampered as a result of risk of a return to
pre-crisis policy settings. By the end of 2009, the world economy was slowly
recovering, aided by stimulus measures implemented by governments since the
onset of the crisis. However, recent pressures for a return to orthodox policies in
the context of an unreformed financial system threaten these fragile achievements.

The crisis led to a significant policy response by governments and monetary
authorities. In advanced countries, interest rates were drastically reduced and
have been maintained at a low level. Massive rescue packages to avoid a collapse
of financial institutions were implemented – mainly in developed countries.
And most countries that had a budget space implemented fiscal stimulus
measures in the form of discretionary tax cuts, higher government spending
or a combination of both. These fiscal measures were crucial to reviving the
economy given the weakness of monetary policy tools in a context of
“deleveraging” in the private sector and among financial institutions. According
to ILO estimates, the fiscal stimulus measures amounted to around 1.7 per cent
of world GDP.1

Overall, the measures have succeeded not only in supporting the economy
but also in avoiding further significant job losses. Estimates are for an increase
in world unemployment by over 20 million workers between the autumn of
2008 and the third quarter of 2009 for the 51 countries for which data are
available.2 This is less than what had been feared at the start of the crisis.3 For
instance, in European Union countries, the employment effects of falling GDP
have been much less than was the case in earlier recessions.

This relatively favourable outcome reflects, first, the rapidity of the policy
response. Research shows that, by adopting stimulus measures soon after the
start of the crisis, countries could expect a significant positive impact on
employment by mid-2010.4 By contrast, a postponement of the measures by
three months would delay employment recovery by six months – illustrating
the disproportionate costs of inaction for employment.

Global Financial Crisis
2.0

Raymond Torres
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Second, the fall in employment has been cushioned by the nature of the
policy response itself, consistent with the ILO’s Global Jobs Pact:5

• In the majority of cases, crisis responses have focused on stimulating
aggregate demand. In particular, an effort has been made to enhance social
protection (e.g. in Brazil and India), extend unemployment benefits (e.g. in
Japan and the United States), to avoid cuts in minimum wages and to adopt
other measures for low-income groups. These interventions, by sustaining
the purchasing power of low-income groups, have effectively boosted
aggregate demand while alleviating somewhat the social costs of the crisis.

• In countries like France, Germany and the Netherlands, short-time working
arrangements have been aided by government subsidies. In other countries
like Australia and the United States, part-time employment has surged.
These policies have helped reduce job losses. In the face of growing credit
constraints, an effort has been made to support otherwise sustainable
enterprises (e.g. in the Republic of Korea).

• Finally, in the face of growing long-term unemployment, an effort has been
made to enhance active labour market policies.

Recourse to inward-looking solutions has been limited so far. A generalized
use of protectionist measures has been avoided, thereby reducing the risk of

a collapse of international trade and investment,
which could have a detrimental impact on develop-
ing countries. Importantly, there was a risk that
countries would engage in a spiral of wage cuts
and worker rights curtailing in order to improve

competitiveness. This would have been a self-defeating and indeed counter-
productive policy, given the global nature of the crisis and the need for greater
aggregate demand. In addition, attempts to make workers pay for a crisis which
originated in the financial system and was preceded by a significant increase in
income inequalities and falling wage shares would have reduced public support
for recovery packages.

In short, the global policy response has succeeded in kick-starting an
economic rebound and the policy response had also succeeded in attenuating
job losses.

Unfortunately, the policy response did not tackle the key factor behind the
crisis, namely a dysfunctional financial system. The result is, first, that the
practices that developed before the crisis will inevitably re-emerge unless action
is taken. In particular, a large share of the increase in profits has accrued to the

Attempts to make workers
pay for [the] crisis … would
have reduced public support

for recovery packages
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financial sector – the financial sector’s share of total corporate profit reached
42 per cent before the crisis, up from about 25 per cent in the early 1980s. And
the profits of non-financial firms serve to pay dividends rather than invest in the
real economy. During the 2000s, less than 40 per cent of profits of non-financial
firms in developed countries were used to invest in physical capacity, which is
8 percentage points lower than during the early 1980s. Ever-growing pressures
for more and better returns have adversely affected wages and job stability in the
real economy.

Second, the lack of financial reform is reducing the room for pursuing the
job-centred stimulus measures. Indeed, insufficiently regulated financial systems
make it more difficult to channel credit to the real economy – so, other things
equal, the amount of fiscal stimulus needed to achieve economic recovery is
greater than in the presence of a well-functioning financial system.

At the same time, insufficiently regulated financial systems tend to penalize
governments that run larger fiscal deficits. As a result, there is a growing risk
that governments will prematurely remove the fiscal stimulus measures that
helped avoid a deeper recession. Governments may feel they have to reduce
quickly fiscal deficits in order to appear as credible as possible in the eyes of the
financial markets and to reduce the risk of speculative attacks. This is illustrated
by recent events in the Euro area: even countries with much lower public debts
than Greece have had to adopt in haste fiscal packages that reassure markets.
Importantly, an unpublished study by Reinhart and Rogoff on “growth in a
time of debt” suggests that such moves lack economic foundation in countries
where public debt is significantly lower than 90 per cent of GDP.

In addition, the type of fiscal restriction measures which are presently being
considered tend to focus on spending cuts, in particular in the area of social
policy, rather than on higher government revenues (including through vigorous
campaign against tax competition and tax fraud, and consideration of new
revenue sources such as green taxes). The risk is that welfare benefits – which
proved so essential to ensuring adequate income support to the innocent victims
of the crisis – will be cut. This would erode political support for the crisis
response strategy, possibly leading to social unrest. In addition, by scaling back
certain programmes, many jobseekers will be pushed out of the labour market,
depriving the economy of valuable resources. Keeping well-designed
programmes is in fact cheaper over the long term, given the favourable effects
of these programmes on participation and skills.

Fiscal measures are still needed because the real economy is too weak to have
gained an autonomous growth momentum, at least in developed countries
where the process of “deleveraging” is far from finished.
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In addition, countries also tend to move quickly to export-oriented strategies
in order to improve the current account balance and to build up foreign exchange
reserves, thus reducing perceived risks for financial operators. The problem is that
some countries have to import in order for others to export – and the United
States cannot remain the importer of last resort. Therefore, a quick return to
export strategies would end up reducing the prospects for world trade and
economic growth.

Altogether, we may be entering a new stage of the crisis where financial
markets are adding pressure for an early exit from fiscal stimulus measures and
for cuts in social protection and wages. This would strongly affect the world
economy given the weak autonomous growth capacity of the private sector,
which is partly due to continuously tight access to bank credit. It would also
further prolong the employment recovery and erode social support for
governments’ crisis strategies.

Rescue packages to financial institutions have reached unprecedented levels
in the countries where the crisis originated. The bill will be expensive for
taxpayers and job losers. It is therefore essential to ensure that an end is put
to those financial practices and irresponsible risk-taking that preceded the
crisis. As noted by the Bank for International Settlements in its 2009 annual
report, “A healthy financial system is a precondition for sustained recovery.
Delaying financial repair risks hampering the efforts on other policy fronts.”

True, the financial industry has undertaken steps to modify its practices
through the adoption of codes of conduct and
other non-binding initiatives. But there is concern
that new regulations will push the financial
industry to other locations. The overall impression
is that, unless action is taken soon, business-as-

usual will prevail. In such an unreformed context, the practices that provoked
the financial crisis will resume soon after economic recovery starts. The
pressures would aggravate the situation in a deteriorated world of work, while
raising the risk of later crises.

There are various options that can be considered in this respect. What is
important is to address the root problems, in particular

• inadequate and incomplete regulation, and

• inappropriate incentives for risk-taking and pay of bank executives and
traders.
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For the reasons outlined above, the approach should be as coordinated as
possible – at least at the level of the G20. Otherwise, free-riding problems will
inevitably arise. This, together with proper implementation of the Global Jobs
Pact, will support economic recovery in the short run, while paving the way
for a more sustainable world economy.

Notes
1 ILO: e financial and economic crisis: A decent work response (Geneva, 2009).
2 International Institute for Labour Studies, World ofWork Report 2009: e global jobs crisis and beyond (Geneva,
2009).
3 ILO: Global Employment Trends (Geneva, 2010).
4 ILO: e financial and economic crisis (Geneva, 2009).
5 ILO: Recovering from the crisis: A Global Jobs Pact (Geneva, 2009).
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The end of an era:
What comes after

financialization and what
will be the consequences

for labour?
Ekkehard Ernst

The global financial crisis that started in 2007 is marking the end of an era.
This era has been characterized by deepening financial markets, a growth
process driven by the accumulation of household debt and the international
financial dominance of the North. The disruption of financial markets and the
shake-up of the world trading system, however, are likely to undermine this
economic model permanently. As a result of the crisis, new regulation may be
introduced, political and economic power is likely
to shift from North to South and new actors will
be entering the scene. Most importantly, the
legitimacy of earlier policy prescriptions which
have led to a rising trend in social inequality1 has
been significantly undermined. Will this ring in a new high era for labour, as
during the Fordist period? Or, by contrast, will distributional battles intensify?
What will be the new sources of growth and who might benefit from them
most? The jury is still out, as we are in the middle of the storm, but some new
trends are already emerging that will shape the future ground for global
governance.

To understand the dynamics of the recovery and get a better grasp on
different exit strategies from the crisis, it is useful to widen the scope and take
a politico-economical perspective. The main actors are financial investors and
their lobby groups, employers and employers’ associations, and workers and
trade unions. In the post-war era, with its large companies and relatively
uncontested markets, benefits from growth were shared between employers and
labour, often at the expense of investors. This changed when power shifted to
investors during the era of financialization as a result of freer international
capital flows and more open goods markets, and led to an erosion of labour’s
bargaining power.2 Some of the factors that triggered that shift are still at work
today. What has changed, however, is the legitimacy with which the community
of financial investors has argued in the past for less stringent regulation and

The legitimacy of earlier
policy prescriptions ...
has been significantly
undermined
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freer international capital flows. The crisis has undermined this position even
in the eyes of the most favourable observer, and this may result in a rebalancing
of power and a sharing of future benefits from growth.3

Shifting power will be shaping the crisis exit and recovery on two levels over
the coming years. At a first, immediate, level, governments and lobby groups
will clash over how best to regulate financial markets in order to restore some
sense of medium-term stability. This may imply stricter rules for banks,
requiring them to hold larger stocks of regulatory capital or to pay additional
taxes to fund a government-sponsored financial safety net. It may also entail
new rules to curb international capital flows, in particular the more volatile,
short-term speculation with respect to currency markets, and to limit or
prohibit the use of certain types of financial products deemed particularly
dangerous for the stability of the system. Quite naturally, the banking industry
and financial sector lobby groups are resisting any attempts at such regulation
or are making only minimal concessions. The absence of a single international
coordinating body that could produce a new international regulatory
framework – the Bank for International Settlements is only a voluntary body
and the International Monetary Fund does not have a mandate broad enough
to cover all of these aspects – helps such lobby groups to limit governments
in their regulatory ambitions. In addition, governments are increasingly
constrained by the financial markets in their quest for new financial sources
to fund their rising public debt. Even though deficit ratios are likely to go down
with the economic recovery, existing debt has almost doubled in size in some
countries and will need to be (re)financed in the future, creating favourable
margins for political lobbying by financial investors.

At a second, more remote, level, different actors will strive for new sources
of growth. Such a trend was already visible before the global crisis, as several

larger economies showed signs of exhausting earlier
productivity gains. The debt-driven recovery during
the 2000s was temporarily hiding these structural
problems, but is unlikely to be an acceptable or
feasible source of growth in the future. New growth
patterns require investment, however, and different
views on what constitutes sustainable long-term

growth will compete for scarce funds. One particular fault line will be whether
these new growth drivers must be sought domestically or internationally,
intensifying the use of export-led strategies. Clearly, a more sustainable long-
term recovery of the world economy would require a stronger balance between
domestic and foreign sources of growth. Strong interest groups, however,
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particularly in those countries heavily reliant on external demand, have already
started to push for policies to restore (price) competitiveness for faster export
growth. Strengthening domestic sources of growth, on the other hand, would
require reorienting private and public investment towards new sectors, such
as environmentally related industries (“the green economy”) or care services.
To be fair, both sources – domestic and international – are not incompatible,
but the coming regulatory changes – especially regarding international financial
transactions – will have implications for their relative importance in the
recovery and over the medium term.

What does this mean for labour? Will employment recover to previous
levels? Can labour markets provide sufficient jobs to absorb an increasing world
labour force? And under which conditions can this be achieved? The different
forces that are shaping the path to recovery from the crisis give rise to four
scenarios that are conceivable on the basis of these two lines of conflict:

• In the first scenario, finance wins on both accounts: financial regulation will
be minimal and international capital markets will remain wide open.
Governments will be constrained by their lack of additional funding,
making any attempt at reorienting the growth process towards new, more
sustainable sources difficult if not impossible. In this scenario, job volatility
will remain high and employment growth may recover to earlier rates, but
with the heightened risk of new periods of financial instability and crashes.

• In a second scenario, finance dominates the regulatory process, but sources
of growth will be sought domestically. This may happen when protectionist
reactions take over during the recovery phase. World trade will not return
to earlier rates of expansion and global growth may remain below pre-crisis
rates. In this scenario, employment may lose out on two grounds: economic
dynamics will be lower and – due to the financial markets’ dominance
domestically – job volatility will remain high.

• A third outcome might be that financial market regulation stiffens
substantially, but that international market openness continues. Such
financial regulation could follow today’s best practice countries (e.g.
Canada), and banks might be required to hold higher reserve margins or
to participate in a country-wide stabilization fund. Markets for goods and
(financial) services would remain open, but the more restricted financial
sector activity at home and the domestic quest for new sectors of growth
will improve the bargaining power of workers and create new opportunities
for employment. Destruction of jobs in declining industry may remain high,
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but so will job creation in new sectors. In this scenario, transitory job and
worker flows are likely to be large and governments will need to make sure
that they put policies in place to help the process.

• A final scenario might be that governments manage to impose a search for
new domestic growth drivers. World trade is gradually being scaled down
both as the result of a more restrictive international financial regime and
due to – possibly environmentally related – tariff barriers. Bargaining power
would shift back to labour, employment creation would intensify and profits
would be shared more directly between firms and their workforces, instead
of being distributed to financial investors.

We are at the beginning of this process and it can only be considered a
Herculean task to evaluate the likelihood of any of these scenarios. Being aware
of them, however, can shape current and future policy debates, so as to make
sure that only those outcomes might be sought that promise the highest
benefits to the real economy and ultimately translate into more and better jobs.
What is emerging from these four scenarios is that domestic financial sector
regulation is key for governments in terms of shaping the process of future
growth. Even in the absence of international coordination, governments can
gain the upper hand through carefully managed regulatory changes that
reorient financial sector activities to support the real economy.

Notes
1 World of Work Report 2008: Income inequalities in the age of financial globalization (Geneva, International
Institute for Labour Studies/ILO).
2 On this, see M. Pagano and P. Volpin: “e political economy of corporate governance”, American Economic
Review (2005),Vol. 95, No. 4, pp. 1005–1030, and M. Pagano and P. Volpin: “Workers, managers, and corporate
control”, in Journal of Finance (2005), Vol. 60, No. 2, pp. 841–868.
3 A striking example of this was the Congressional testimony of former Fed Chairman Alan Greenspan on 23
October 2008: “e crisis however has turned out to be much broader than anything I could have imagined.”
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The international
economic crisis and

development strategy:
A view from South Africa

Neva Seidman Makgetla

South Africa has been harshly affected by the international economic crisis,
which led to a fall in the GDP and an even sharper contraction in employment.
While job losses levelled out in the last quarter of 2009, the crisis will continue
to shape long-run development. In particular, it points to the need for a
development strategy that builds more on domestic and regional demand and
that focuses explicitly on employment creation as central to a cohesive and
equitable society.

South Africa’s GDP declined by approximately 3 per cent between the last
quarter of 2008 and the second quarter of 2009, and then increased in the third
quarter of 2009. In comparison, the fall in employment proved steeper and
more prolonged. The economy lost around a million jobs, or 6 per cent,
between the fourth quarter of 2008 and the third quarter of 2009, and gained
only 90,000 back in the last quarter of 2009.

The loss of employment took place in a context of extremely high
joblessness. South Africa has long ranked as one of
the ten countries with the lowest employment levels
in the world. Less than half of all working-age
adults earn an income, and the unemployment rate
has been over 20 per cent since the Government
began measuring it with the transition to democ-
racy 15 years ago.

The employment losses following from the global crisis aggravated the deep
inequalities that have long characterized the South African economy. They had
the heaviest impact on low-income workers, especially in marginalized sectors
like informal, domestic and agricultural work. In addition, very high levels of
job loss amongst young workers had particularly negative implications for social
cohesion and long-term development.

The Government’s short-run response included a countercyclical fiscal policy
and substantial infrastructure investment. This response moderated the drop

South Africa has long
ranked as one of the
ten countries with the
lowest employment levels
in the world
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in investment and growth and presumably the loss of jobs. Still, the employ-
ment loss remained very large, and the Government’s response did not provide
direct support to the self-employed informal and domestic workers who lost
their incomes. Nor did it address the rapid recovery in capital inflows, which
as discussed below led to a stronger rand, making the economy as a whole less
competitive.

The international crisis was associated with far-reaching structural changes
in the global economy. That, in turn, has implications for South Africa’s longer
term development strategy. In particular, profound shifts in international
markets make it seem even less likely that South Africa can in future grow on
the basis of manufactured exports – the traditional approach to industrial policy
that has been at the centre of the Government’s economic strategy since the
end of apartheid in 1994.

The emphasis on exporting manufactured goods has largely shaped the
discourse on industrial policy worldwide as well as in South Africa.1 It reflects
the belief that the rapid economic growth in East Asia from the 1960s was
rooted in vigorous industrial policies to support manufacturing for markets
mostly in Europe and the United States.

Even before the crisis, this analysis of East Asian industrialization neglected
three factors that enabled effective industrial policy there – and that were
noticeably absent for South Africa:

1. East Asian countries generally enjoyed relative equality and social cohesion.2

which meant both capital and workers were more likely to agree on
economic growth as a social panacea. In particular, measures to raise pro-
ductivity prove more acceptable in economies with high levels of low-wage
employment than in economies with low employment, where growth
through rising productivity in export sectors may be associated with very
limited employment creation.

2. The United States provided extraordinary levels of support to the East Asian
countries, which it saw at least until the 1990s as a bulwark against
communism.

3. Over the past half-century East Asia as a whole gradually developed logistics
and market systems that vastly reduced the cost of exporting to and
communicating with the global North.

The international economic crisis laid bare a fourth obstacle to a growth
strategy based on manufactured exports. That strategy explicitly assumed
virtually unlimited demand in the global North, particularly in the United
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States. It required that if countries could produce competitively, their sales
would be assured.

Yet the downturn of the late 2000s could be understood as a crisis of
inadequate demand. On the one hand, it resulted from deepening inequalities
in much of the global North, offset in part by excessive household borrowing.
On the other, it reflected the suppression of wages to support continued exports
in much of East Asia, including China, as well as some European countries.

The growing global imbalance in demand that underpinned the boom of
the 2000s was reflected in the huge balance of payments surpluses enjoyed by
the rapidly growing economies of East Asia. The recycling of those surpluses
laid the basis for the credit bubble that led to the financial crisis of late 2008.
Once the credit bubble burst, demand for imports by the global North
contracted sharply.

The prospects for resuming export-led growth remained unclear at the end
of 2009. While economic expansion resumed in China and other Asian
economies, exports remained far below the levels of 2008. To replace foreign
demand, these countries embarked on extensive programmes to stimulate
domestic sales, including subsidies for purchasers of consumer durables as well
as massive investments in infrastructure.

These developments had significant implications for the prospects of South
Africa and other resource-based economies in the global South. South Africa
participated in the boom of the mid-2000s essentially by exporting mining
products to world markets. The relatively strong rand of this period, based
primarily on huge short-run capital inflows, largely blocked manufactured
exports. While the economy continued to depend mostly on mining-based
exports, employment growth occurred mostly in the services and construction,
essentially to meet the needs of the small high-income group and state
infrastructure and redistributive programmes.

The international economic downturn meant that South African efforts to
expand exports of consumer and capital goods faced even steeper obstacles than
during the boom. To start with, demand was suppressed in the global North.
But the inflow of short-term capital resumed nonetheless, apparently largely
due to measures to enhance liquidity in industrialized economies. South Africa
saw an inflow of almost US$6 billion in the third quarter of 2009 alone. As a
result, in real terms the rand strengthened to values last seen in 2004.

This situation called into question the basic thrust of South Africa’s
industrialization policy. For most of the period from 1994, whether implicitly
or explicitly, the Government’s industrial policy centred on supporting
manufactured exports. It contained virtually no projects to meet domestic or
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regional demand or to create employment while raising living standards. The
auto industry enjoyed by far the largest subsidies of any industry, with tax relief
used mostly to encourage exports.3 In contrast, the more broad-based
Reconstruction and Development Programme (RDP) adopted by the African
National Congress before coming into power expected housing construction
and provision of government services to prove central to driving economic
growth as well as improved welfare.4

In the event, the conventional industrial policy pursued from the mid-1990s
proved singularly ineffective. In part, that reflected inadequate resourcing and
inconsistent implementation. The share of total government spending going
explicitly to support agriculture, mining, manufacturing and construction fell
from 4 per cent in the mid-1990s to 3 per cent in the mid-2000s.5 Moreover,
the failure to limit short-run capital inflows and the consequent appreciation
in the rand outweighed the limited policy support to manufacturing outside
of autos. In these circumstances, exports from the mining value chain,
including refined but not fabricated base metals, continued to contribute over
half of all South African exports.

The global structural problems laid bare by the economic crisis point to
the need for more innovative approaches to development. For South Africa, a

viable growth strategy should focus on meeting
needs in the domestic and regional markets,
including basic consumer goods and infrastructure
effectively funded through the state. In addition, it
would need stronger measures to enhance the overall

efficiency and inclusiveness of the economy by continuing to improve core
economic infrastructure; addressing the serious problems with general
education systems serving most black communities; and reducing the cost of
living for working people, especially for food, public transport and health care.
Finally, it should include institutional changes to mobilize domestic resources
to fund priority investments while reducing dependence on short-run inflows
of financing through the stock and bond markets.

This relatively modest growth strategy might seem second-best to establish-
ing a world-class modern industrial economy. Given the emerging constraints
on global demand, however, it is more likely to succeed in laying the basis for
sustained growth than a classical export-oriented industrial strategy. Moreover,
it would do more to generate opportunities for the majority of southern
Africans in the short to medium term, helping to overcome the employment
backlogs that the international economic crisis aggravated.

A viable growth strategy
should focus on meeting

needs in the domestic and
regional markets
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Notes
1 See DTI: Industrial Policy Action Plan (IPAP) (Pretoria, DTI, 2007); as well as R. Hausman et al.: Final
recommendations of the International Panel on ASGISA. (Pretoria, National Treasury, 2007).
2 J.E. Campos and H. Root: e key to the Asian miracle: Making shared growth credible (Washington DC, e
Brookings Institution, 1996).
3 P. Barbour: An assessment of South Africa’s investment incentive regime with a focus on the manufacturing sector,
ESAU Working Paper 14 (London, ODI, 2005).
4 ANC: e Reconstruction and Development Programme: A policy framework (Johannesburg: Umanyano
Publications, 1994).
5 Data on expenditure by sector from 1995 provided by the South African National Treasury in 2008.
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Over three decades of neoliberal policies have had a severe effect on labour in
developed and developing regions alike. In developed regions, neoliberalism
managed to crush the resistance of organized labour, significantly curtailing its
institutionalized power and splintering the “industrial citizenship” that characterized
the Keynesian era. As increasing shares of manufacturing production migrated
towards developing regions, where the development paradigm increasingly turned
towards export-oriented strategies, armies of sweated labour were recruited to be
deployed in the context of transnationalized production regimes.

The logic of export-oriented industrialization has been ferocious with labour
in the so-called Global South. Simply reconceptualized as “comparative
advantage”, here labour has been exposed to harsh patterns of commodification.
As illustrated in many empirical studies focusing on global production
networks, the exploitation of various informal institutions and deeply rooted
structural differences, such as gender, caste, ethnicity, mobility or geographical
origin, has fuelled a “race to the bottom” functional to the reproduction of
labour as a flexible, disposable and “cheap” commodity.

Martinez-Novo (2004) stresses the relevance of gender and ethnicity in
segmenting labour engaging in export agricultural production in Mexico. Ngai
(2005) highlights the relevance of gender and mobility in shaping the identity
of Chinese working classes engaging in export manufacturing, and my own
work on the Indian export-oriented garment industry has mapped the distinct
use of multiple “traditional” structures of power to reproduce and tighten
control over the Indian workforce (see Mezzadri, 2008).

This process of informalization of labour has generated a vast footloose
proletariat who live in a “Global Factory” (Chang, 2009), but whose modes
of existence are increasingly complex and varied (Bernstein, 2007). By 2006,
according to Mike Davis (quoted in Bernstein, 2007, p. 5), this proletariat was
“one billion strong and growing, making it the fastest growing and most
unprecedented social class on earth”.

The global footloose
proletariat and the

financial crisis: Reflections
on the contradictions of

export-oriented
industrialization in India

Alessandra Mezzadri

PART III 13/05/2010  23:45  Page 61



62 DON’T WASTE THE CRISIS

After bearing the brunt of the neoliberal capitalist logic for so long, it is
somehow paradoxical that labour must now also bear the brunt of the current
crisis of this logic. However, that is clearly the case. On the one hand, a point

that is widely discussed, in many developed
countries the costs of the crisis of the financial elites
have been socialized by the state, while working
classes were losing their homes in a context of
growing unemployment and insecurity. On the
other hand, a point that is less widely discussed, the
southern footloose proletariat might pay an even

higher price because of the crisis of the system that subjugated it so harshly.
The crisis, in fact, is slowly revealing all the contradictions and the limitations
of overtly “outward-looking” development strategies.

In some ways, one could argue that the working poor in many developing
regions are going through a crisis that is effectively centuries old. It is a
perennial crisis of reproduction, strenuously fought through highly diversified
livelihood and survival strategies. However, by imposing export orientation as
the deus ex machina for successful development and by boosting the process
of informalization of labour, neoliberalism has effectively created new
vulnerabilities and patterns of dependency for the working poor.

The present crisis of this system is now exposing these vulnerabilities in
compelling ways. This is the case even in China and India, the two countries
which, according to many observers, have benefited the most from export
orientation, exploiting their huge reservoirs of cheap labour. In China, it is
reported that tens of millions of migrants have started their exodus to return
to the rural hinterland, abandoning the buzzing urban industrial areas of the
workshop of the world. The hukou (household registration) system, establishing
a two-tier citizenship system, welcomes the Chinese rural migrant proletariat
in the city only when it is employed.

By the same token, the Indian labour employed in export industries in many
urban industrial areas seems to be making its way back to the poor states of the
Hindi belt such as Bihar and Uttar Pradesh, where its largest share comes from.
The exodus of the “disposable workers” has started; it is hard to predict its
impact in different developing regions and – within each region – its impli-
cations for either the urban or the rural economy.

Focusing specifically on India, the exodus of migrant workers employed by
export companies already seems to be accompanied by other trends that
negatively affect labour. Workers facing retrenchment but deciding to stay in
the city, for instance, will increase the vast pool of slum-dwellers that Indian

After bearing the brunt of
the neoliberal capitalist

logic for so long, it is
somehow paradoxical that
labour must now also bear

the brunt of the current crisis
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metropolises adjust to, need, hide and exploit in the urban informal or shadow
economy. Decreasing opportunities in the export-based factory realm of
production might lead to increasing shares of subcontracting to informal units,
further fragmenting domestic supply chains which are already very complex
and layered. Rough estimates indicate that by the time the crisis hit, if direct
employment in export units could be set at around 6.5 million workers, there
were already some 15 million workers indirectly incorporated into export
production (Kumar et al., 2009).

According to Jayati Ghosh, the crisis would lead to an increase in the use
of home-based workers in various light manufacturing activities, ranging from
textile, garments, electronics, gems and jewellery. This is likely to have a very
uneven gender impact, as generally Indian home-based labour tends to be
primarily female. Prior to the crisis, estimates indicated that over half of the
15 million female informal workers in India were involved in home-based work
for different types of industry (see Ghosh’s contribution in Kumar et al., 2009).
Now, this number may skyrocket even further, signalling a deepening of gender
segregation in labour markets.

Therefore, in India, not only is the crisis likely to boost the pace of the process
of informalization further, but it also seems to be significantly reshaping and
recrafting its patterns. At the moment, evidence
suggests a movement away from the factory realm of
production, and towards an increasing use of petty
commodity production and household labour.
Petty commodity production is often used as a
cushion against different types of economic shocks.
Organized in small clusters in many parts of the
subcontinent, the particular resilience of this type of
production can be partially attributed to its ability to shape what have been
defined by some as social and economic “networks of survival”.

In the context of the present crisis, a partial substitution of casual and
precarious factory labour with informal petty production would effectively
entail a substitution of wage labour with disguised forms of wage labour,
causing a further fragmentation of Indian working classes, a further splintering
of the informal proletariat according to multiple lines of socio-economic
differentiation, and a further move away from potential attempts to organize
this proletariat in meaningful ways. As, once more, the crisis of capital turns
into a crisis of labour, and the “race to the bottom” continues, here the bottom
seems to be worryingly moving further and further down, crafting new
aggressive interplays between informality and poverty.

THE GLOBAL FOOTLOOSE PROLETARIAT AND THE FINANCIAL CRISIS 63
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Greece-bashing is hiding
the obvious: Monetary
union urgently needs

economic union
Ronald Janssen

“Bashing the Greeks” has become a very popular sport these days. The main
thought on the minds of the financial markets as well as a lot of politicians in
Europe is that Greece has only itself to blame for the trouble it is in. After
entering monetary union by rigging the statistics, it is argued, Greece went
on a huge “spending binge”, making public finances unsustainable. This is now
even threatening to undermine the financial stability of European monetary
union as such. The more “moderate” version of this sort of thinking suggests
that Greece should take its medicine and drastically cut all government
expenditure and all wages (in both the public and the private sectors). The
less “moderate” version simply says that Greece should never have been allowed
to join the monetary union in the first place and should now be thrown out
of it.

Undoubtedly, Greece does have some “demons” that it needs to tackle, such
as the functioning of its statistical office and the transparency of public sector
pay. However, the sort of thinking now being developed in Europe is overly
simplistic and is a recipe for disaster, not only for Greece but also for workers
throughout Europe. Let us examine some of the inconsistencies and
contradictions surrounding the case of Greece.

Don’t blame the speculators, blame the Greek “fundamentals”

The financial markets’ attacks on Greece have not come out of the blue. After
all, if Greece is under attack because of its deficit
running at 12 per cent of GDP, there are others
with a comparably high deficit, such as the United
Kingdom or the United States. And even if the
Greek deficit has doubled over the past year, almost
all other countries in Europe have done the same to
prevent a new Great Depression. So why Greece
and why right now? The answer is that, since the beginning of November 2009,

Even if the Greek deficit
has doubled over the past
year, almost all other
countries in Europe have
done the same to prevent
a new Great Depression
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central bankers and finance ministers have been spreading negative rumours,
with the European Central Bank (ECB) no longer providing liquidity in return
for Greek government bonds and the finance ministers of the
Euro Group writing a letter which was leaked to the press, urging emergency
consolidation measures. This “megaphone diplomacy” focused the financial
markets’ attention on Greece. In return, central bankers and finance ministers
gained a powerful ally (including the same Wall Street agencies that previously
gave AAA ratings to “toxic assets”) in pushing through their policy agenda:
enormous pressure from financial markets to cut deficits, expenditure and
wages, not only in Greece but also in other countries.

Governments saving banks, not saving themselves

There is a major double standard at work here. Governments, realizing that
banks were caught in a vicious circle of their own making, massively bailed out
the banking sector. In Europe alone, the stunning amount of €3 trillion (3,000
billion) in state support was mobilized, and this without much in the way of
conditions, such as keeping the credit flow to the economy going. In fact, and
thanks to central banks pumping liquidity into the banking sector at zero
interest rates, banking profits (and bonuses!) are as high as they were before the
crisis! Greece – and others are likely to follow – now finds itself in a similar
situation: financial markets, fearing a default, are bidding up interest rates,
thereby actually increasing the risk of a default. As was the case for the banks,
this vicious circle can only be broken by a powerful and convincing European
intervention. Europe, however, seems to prefer to leave Greece out on a limb
or, alternatively, is only willing to promise help if Greece (which has a socialist
government!) implements a standard liberal programme of cutting wages and
reducing the size and the role of the state.

Rewarding the speculators

By showing such reluctance to close ranks with Greece against financial market
herd behaviour, Europe is actually rewarding the speculators and boosting their
profits. With the price of credit default swaps on Greek sovereign debt soaring,
hedge funds are making big bucks on their credit default positions, even or
especially if these are “naked” credit default positions (in other words, without
hedge funds actually holding Greek sovereign debt). And the same goes for
operations on futures markets, where banks and funds are selling Greek sovereign
debt, hoping to pick the papers back up again later when prices have collapsed
further. Hidden behind the dogmatic “no bail-out” attitude of financial Europe
is the very pragmatic policy of continuing to redistribute income and profits to
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those who caused the crisis in the first place. This, by the way, is not only true
in a general sense. Indeed, there are more and more reports that Goldman Sachs
– after setting up, for a big fee, a structure that enabled Greece to hide part of
its debt – is now heavily involved in betting against Greece.

Greece not doing enough?

Greece has already announced a tough consolidation programme, promising to
cut the deficit this year alone by 4 per cent of GDP. Even Germany, a
traditional champion of fiscal consolidation, never went that far in so short a
period of time. Moreover, Greece is also detailing the measures taken to back
up this consolidation effort. These do concern public jobs and wage freezes (for
the higher incomes), but also measures to tax the rich (reintroduction of a tax
on high fortunes, raising tax revenue on business profits). Nevertheless, this
is not enough to appease European politicians and finance ministers. (A related
issue is that they may not like a progressive consolidation programme targeting
the rich and wealthy.) Instead, Greece in their view needs to gush “blood, sweat
and tears”. Again, a cynic might observe that if Greece did what it was told and
cut everything (much as the US Treasury Secretary Andrew Mellon advised in
the Great Depression that all businesses, farmers and workers should be allowed
to go bankrupt), it would in any case be plunged into an economic depression.
As a consequence, relative debt would still remain high, since what was being
gained on the side of the nominator (lower deficit) would be lost on the side
of the denominator (falling GDP).

In short, Europe is on a collision course with itself. Europe already seems to
have forgotten the important lesson from the financial crisis that casino
capitalism urgently needs to be tamed. Instead, some policy circles inside
Europe are actually using financial market herd behaviour to push through a
neoliberal model that otherwise would be hard to
achieve in European democracies. Europe is also
completely losing sight of the fact that the internal
market is an integrated and mutually dependent
economy. The debt of Greece and some other
countries, such as Spain, is held to a large extent by
British, French and German banks, implying that any default would be costly
for these banks. And if orthodox economists succeed in inflicting a long
depression on the South of the monetary union, who will be buying the export
goods from those countries forming the European core?

So instead of this simplistic and populist “Greece-bashing”, Europe should
urgently develop instruments promoting solidarity between member states

Europe is also completely
losing sight of the fact that
the internal market is an
integrated and mutually
dependent economy
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against the global casino. We need a common Euro bond limiting speculation
on sovereign debt and breaking this cycle of self-fulfilling prophecy organized
by the financial markets. We need major European investment programmes,
making it possible to offset the contractionary impact of fiscal consolidation
plans in Greece and other countries. We need a bigger European budget so that
differences in business cycles between member states can be smoothed out
without wages having to play the role of the “single variable for adjustment”.
We need a European ratings agency to break the monopoly of Wall Street
agencies which are too often biased in favour of free markets and against labour.
We need an ECB that respects the European Treaty and supports member
states’ finances in the same way as it supports the banking sector. If the ECB
continues to relieve the banking sector by buying and holding their “toxic
assets”, then the ECB should also announce that it will continue to take in
BBB-rated sovereign bonds from countries such as Greece. Finally, we need a
European Central Bank which raises its inflation target from “less than 2 per
cent” to a range of “at least 3 per cent and maximum 4 per cent”, thereby
increasing the potential impact of wage adaptability on the economy without
having to resort to deflationary wage cuts.
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Riding your luck and
adopting the right
policies: Why the

Australian economy has
rebounded strongly

Robert Kyloh

The global economic crisis that commenced in 2008 has had devastating effects
across rich and poor nations. But the impact on growth, employment and
incomes has not been uniform across countries. Economic performance has
depended critically on the policy response adopted by governments. Other
authors writing for the Global Labour Column have made a convincing case
for an income-led growth strategy in response to the recession. At least one
country has clearly demonstrated the benefits of this approach.

Australia is often referred to as the “lucky country”. The recent economic
performance of this resource-rich nation has helped reinforce this notion.
Indeed, recent economic achievements down under may be partly due to the
good fortune of rebounding commodity prices and expanding Asian markets,
particularly China. These developments encouraged a pick-up in private
investment expenditure towards the end of 2009 and are expected to exert a
positive influence on economic growth in the period ahead. But they are not
the main reasons Australia avoided a recession during the global economic
crisis. In fact, the terms of trade actually moved against Australia in the last
18 months and net exports detracted significantly from economic growth in
2009. Rather, the main factors keeping economic growth positive were public
policies that boosted the disposable incomes of low- and middle-income
families when aggregate demand was plummeting.

The Australian economy has performed better than any other advanced
economy since the onset of the global financial crisis. Real GDP increased by
1.4 per cent in 2009 (compared to 2008) and by 2.7 per cent through the year
to the December quarter 2009. By comparison it is estimated that advanced
economies as a group contracted by 3.2 per cent in 2009, and the global
economy contracted for the first time in the post-war period. Moreover, the
Australian labour market is rebounding strongly, creating 200,000 additional
jobs between August 2009 and February 2010. As of February 2010 the
national unemployment rate stood at 5.3 per cent, having declined 0.5
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percentage points from the recent high in July 2009. This has led to suggestions
that the unemployment rate may have already peaked at the moderate level

of 5.8 per cent. This will be a remarkable achieve-
ment given earlier expectations. Back in May
2009, when the National Budget for 2009–10 was
announced, the Government had projected that
unemployment could peak at around 10 per cent
without any stimulus measures. Much of the

contraction in labour demand in 2008–09 took the form of declines in average
hours worked rather than increases in unemployment. But recent trends suggest
the jobs market has stabilized and a significant proportion (60 per cent) of
the new jobs being created are full time.

The Australian Government introduced fiscal stimulus measures in three
main stages: in October 2008, February 2009 and May 2009. The total
package contained a wide variety of measures which can be summarized under
three broad headings: first, increased transfer payments to low- and middle-
income groups which were rapidly disbursed and had an almost immediate
impact on consumption expenditure, retail sales and economic growth; second,
relatively rapid investments in social infrastructure, including schools, health
and housing; and third, major new investments in economic infrastructure,
which are more medium term in nature. The stimulus measures adopted were
broadly consistent with proposals made by the Australian Council of Trade
Unions.

A striking feature of the Australian response to the crisis, compared to that
of most other countries, has been the emphasis placed on increasing the
disposable incomes of low- and middle-income groups with a very high
marginal propensity to consume. This approach is in complete conformity with
the key aspects of the ILO Global Jobs Pact with its emphasis on income-led
growth and improvements in the social floor.

The initial substantive fiscal response to the global financial crisis was a
10.4 billion Australian dollar ($A) package of measures announced on the
14 October 2008. This package was tightly targeted at sectors of the economy
showing particular weakness in the early stages of the downturn – household
consumption and dwelling investment. In the second quarter of 2008
household consumption expenditure had recorded its first decline in 15 years.
This package included one-off additional payments to pensioners of $A1,400
for singles and $A2,100 for couples. (Australia has a universal pension scheme
with flat-rate benefits funded by general taxation. This is supplemented by
private contributory pensions or what is called “superannuation” in Australia.)

The Australian labour market
is rebounding strongly,

creating 200,000 additional
jobs between August 2009

and February 2010
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The package also included additional payments of A$1,000 to eligible persons
providing care to the aged or disabled and for each child in families receiving
the Family Tax Benefit (which is a means-tested transfer payment received by
low- and middle-income families).

This package of measures generated significant multiplier effects as the
payments were timed to be received by credit-constrained families in the lead-
up to the year-end holiday period, thus limiting the leakages expected through
increased savings. In Australia, like other advanced economies, consumption
expenditure comprises around 60 per cent of GDP and has important
implications for other areas of expenditure, including private investment. At
the time of its announcement, the Government projected that the above
strategy would boost real GDP growth by between 0.5 per cent and 1 per cent
over a period of several quarters.

In early February 2009, the Government announced a second A$42 billion
fiscal stimulus package. This included over A$12 billion to fund a range of
additional one-off transfer payments targeted at a variety of low- and middle-
income groups. Well over half the population of Australia received payments
of just under A$1,000 as part of this initiative. These one-off increases in
transfer payments were supplemented by major revisions to the aged pension
system and other social security benefits in May 2009. These reforms have
resulted in substantial permanent increases in welfare payments. The net impact
of these revisions will be to increase expenditure on pensions and related social
security payments by A$14.4 billion over the next four years.

The above-mentioned increases in transfer payments, along with reduced
interest rates resulting from monetary easing, helped retail sales remain
buoyant in Australia in the first half of 2009 when
economic and employment growth were at their
weakest. The stimulus measures, and in particular
the direct payments to low- and middle-income
households, have also had a significant impact on
business and consumer confidence. Consumer
confidence recovered strongly in mid-2009 and has
been well above its long-term average level since the
latter part of 2009, while business confidence is now at its strongest level in
over seven years.

The effects of the first stage of the stimulus packages, involving increased
transfers, are now abating. But the second and third phases of the stimulus –
involving significant investments in what was colloquially referred to as “shovel
ready” social infrastructure projects and longer term national building projects

The stimulus measures, and
in particular the direct
payments to low- and
middle-income households,
have also had a significant
impact on business and
consumer confidence
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like roads, rail networks and energy conservation – are now under way. One
critical aspect of the social infrastructure projects involved a A$14.7 billion
investment in school infrastructure and maintenance. This was part of the
February 2009 stimulus package and included resources to build or upgrade
libraries and halls in every primary school and special school in the country, to
significantly expand the number of schools with science laboratories and
language learning centres, and to ensure every Australian school has resources
to maintain and renew school buildings. Further substantial investments in
universities and tertiary education were provided in the May 2009 measures,
thus furthering the education revolution in Australia.

Deep economic contractions can permanently reduce an economy’s growth
prospects through the erosion of skills and capital. The public investments in
education plus other social and physical infrastructure were designed to
mitigate these effects and to position Australia for economic recovery by raising
productivity and expanding the supply-side potential. Fortunately, with the
downturn now expected to be more shallow and the labour market recovering
rapidly, the long-term output loss should be mild and the economy should
return to capacity sooner than expected.

Australia is in the vanguard of the economic recovery among advanced
economies because it took swift and concerted action to boost the disposable
incomes of working families and welfare recipients, who spent rather than saved
these payments and thus sparked recovery. Australia has demonstrated the
potential of an income-led growth strategy as advocated by the ILO. It pays
to be lucky and also adopt the right strategies.
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PART IV

Can the economic crisis lead to a
redefinition of labour strategies?
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The political and economic setting facing the union movement today is,
perhaps, the most difficult since the Great Depression. Unions had already
confronted two decades of unrelenting assault from neoliberal policies of labour
market flexibility, austerity and political conservatism. Then, the global
financial crisis ripped across the entire world market.

The tally of financial losses is quite staggering. The US Government alone
has already committed $9 trillion to its financial sector in various forms to
maintain solvency. The sheer magnitude of the debt means that depressed
economic conditions are likely to be long-lasting, and the distributional
struggles very intense over how the bad debt – “toxic assets” is the euphemism
of the day to disguise the massive market failure and incompetency of the
financial sector – is destroyed, socialized or inflated away.

The financial chaos is causing untold damage to workers. The ILO has
suggested that global job losses could reach as high as $51 million for 2009.

Capitalist strategies

Competitive imperatives will compel capitalist firms (as well as state employers)
to restructure workplaces and challenge union contracts. This will build on what
is now a three decades-old “employers’ offensive”.

The offensive emerged in the late 1970s as
capitalists attempted to restore company profitability
and control over the labour process after considerable
erosion over the post-war boom. The rate of profit
had fallen by about half over the post-war decades
across virtually all zones of the world market. The decline in profit rates coincided
with a push by unions and workers to gain an increasing share of output, to expand
public services and to address inequalities facing women and racial minorities.
These efforts were backed by the largest and longest strike wave in the history of
the advanced capitalist countries from the mid-1960s to across the 1970s.

Unions and the crisis:
Ways ahead?

Gregory Albo

Competitive imperatives
will compel capitalist firms
to restructure workplaces
and challenge union
contracts
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The capitalist classes responded with a number of strategies to the union
militancy and declining profits. At the state level, neoliberal policies from the
1980s on deregulated markets, imposed fiscal austerity, cut welfare, liberalized
trade and capital flows and so on. In terms of workplaces, this meant increased
“flexibility” in terms of job controls, wages and employment.

Firms have re-organized their labour processes into international pro-
duction networks and shifted work into low-wage, weak-union production
zones. Information and communications technologies have facilitated the
introduction of “lean production” intensifying work processes. Employers have
broken with “standard” work arrangements and increasingly resort to
contingent work arrangements, cheap migrant labour pools and temporary
work programmes. In collective bargaining, unions increasingly trade off wage
restraint and workplace concessions against job security, agree to co-
management schemes for firm competitiveness and even enter into “voluntary
recognition agreements” to gain members while giving up the right to strike
and other job controls. The employers’ offensive has made “competitive
unionism” the dominant practice, in both the public and private sectors, in
North America.

In terms of wages the focus was on curbing real wage gains for workers and
breaking a linkage between productivity gains and annual wage improvements.
More of output increases would thus go toward profits.

The economic crisis has made employers even more militant in their
demands for wage austerity and concessions. One strategy has been cuts to
negotiated health benefits (insurance plans in the United States) for current
employees and retirees, as well as other benefits. Another emerging strategy is
to redefine – or even walk away from – pension obligations, as has occurred
in the steel and auto sectors and in numerous non-unionized companies. Work
intensification is also occurring as workers are being pushed to give up time-
off, holidays, work breaks and so forth.

New political openings?

Marx argued in Capital that each phase of accumulation contained the seeds
of its own destruction. The internal contradictions of neoliberalism are now
readily apparent: fictitious capital and debt massively growing relative to the
growth of productive capacity and the deterioration of public services; wage
compression leading to increasingly indebted working classes and unstable
conditions for effective demand; the undermining of extra-market regulatory
capacities to constrain capitalist competition, speculative bubbles and fraud
as an endemic feature of financialization; and huge international payments
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imbalances reinforcing dependence on the world market while spreading its
potential instabilities.

Neoliberal and free market ideology is now totally discredited. But capitalist
strategies and government policies are attempting to reconstruct neoliberalism
as the basis for again restoring capitalist profitability. This is the political
challenge the union movement now faces.

Existing union strategies are neither confrontational enough to challenge
capitalist workplace strategies after years of concessions. Nor are they politically
ambitious enough to form the necessary anti-capitalist strategies to form the
political agendas and organizational capacities to forge an alternative approach
to the crisis.

There are, however, several hopeful signs of union renewal that could begin
to chart a new direction. In North America, some of this has come from
“living wage” struggles led by local labour councils in major cities, in alliance
with community groups, to reach out to the low-waged and unorganized, who
are predominantly women and people of colour. The mass immigrants’ rights
May Day protests, as well as the day-to-day campaigns for the protection of
non-status workers, have taken place outside the main union movements,
but have also led to new linkages and alliances.
A number of campaigns – notably some of the
anti-privatization struggles around health care,
universities and municipal services – have seen
successes across several countries. These community–union alliances, often
coupled with major campaigns and demonstrations, suggest enormous
potential.

There also have been interesting examples of a new organizational inter-
nationalism amongst unions. The efforts to coordinate aspects of collective
bargaining in the steel, auto and health-care sectors, extending from North
America to both Europe and Latin America, to confront work issues spread
across international production networks, are one example. The campaign
against the militantly anti-union Wal-Mart is also suggestive.

In the context of the economic crisis, it is necessary to form a set of demands
that might converge across different struggles and sectors to embed an anti-
market logic in bargaining that might offset the worst features of the slowdown.
In terms of workplace struggles, a core set of campaigns might be: (1) the fight
against concessions in wages and benefits; (2) the preservation of negotiated
pensions; (3) building in annual reductions in work-time within wage
negotiations; (4) support for plant occupations and community seizure of
assets, particularly in cases of bankruptcy and firms receiving state subsidies;
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and (5) the extension of all other forms of hours reduction in terms of parental
leaves, annual holidays, overtime and so forth. A set of union demands directed
at the economic crisis is also important: (1) the overhaul or unemployment
insurance systems in terms of benefits, principles of eligibility and
administration; (2) industrial strategies directed at ecologically responsible
production; (3) massive extension of “green jobs” in the culture, leisure and
sporting sectors; (4) nationalization of the banking sector; (5) building a
national childcare system; (6) nationalization of the transportation sector and
development of a national mass transit strategy; and (7) the establishment of
a national housing programme.

Ways ahead

These types of demands, of course, have been percolating through the union
and socialist movement for some time. They will depend on reversing the
decline of the union movement and the wider impasse of the Left. Working-
class political organization has in the past achieved a great deal: leading
decolonization struggles; campaigning for the expansion of freedoms and
equality to women and racial and sexual minorities; improving wages and
benefits; and agitating for the extension of universal welfare states.

The social forces that achieved these gains are now quite something else: the
communist parties have all but disappeared even in places where they once held
power (or they have made their peace with capitalism as in China); the social
democratic parties now chart a “Third Way” and no longer even pose a reform
agenda to neo/liberalism; unions are in retreat; and many civil society
movements have evolved into professionalized NGOs navigating the grant
economy. The central political coordinates for labour movements over the last
century – being for or against the Russian revolution, attempting a vanguard
seizure of the existing state apparatus or reforming it piecemeal, and conceiving
unions as primarily the industrial wing of this or that political party – no longer
provide any kind of map for the struggles unions and workers now confront.

For a brief moment, it seemed as if a decentralized “network politics” – a
“movement of movements” – would provide, if not a map for the future, a
renewed political capacity for the Left. It was represented in the hopeful
“Teamsters and Turtles” slogan of the heady days of the anti-globalization
movement. But apart from episodic demonstrations and annual social justice
fairs, the networks have broken apart more often than they have provided new
organizational nodes. There has been almost a complete lack of organizational
grounding in the day-to-day struggles of working-class communities,
workplaces and unions.
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This “anti-power” politics is now being eclipsed by new political experiments
beginning from – and not against – organizational commitments to unions and
political parties. In Latin America, this has taken place under the banner of
building twenty-first century socialism in a number of countries. A “new” New
Left appears to be emerging from the margins in France, Greece, Germany,
Portugal and other places as well.

From their anchor in workplace struggles and in particular communities, a
renewed union movement is a crucial component of such a new Left. Indeed,
in representing the deep diversity of workers and their issues – in terms of
gender, racial background, sexual diversity and so forth – unions have been
leading society in this area over the period of neoliberalism rather than
following it. Moving on will require forming new political capacities and an
organizational openness and creativity that the Left in North America has not
shown for some time. That realization is always the point of a new beginning.
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With the current crisis, economies and societies are entering a period of
institutional shake up which occurs in initial conditions that are much more
disadvantageous to labour than during the crisis of the 1970s. At the same time,
a paradigm shift is emerging as growth prospects are fading away in advanced
economies. The onset of this dispensation poses serious challenges to the labour
movement and progressive political economists; this article attempts to address
them and to stimulate debate.

The great contemporary crisis takes place in an environment which is
radically different from the great profitability crisis
of the 1970s. On the one hand, the post-world war
period had allowed labour to build a strong
bargaining power position. On the contrary, since
the 1980s, neoliberal policies have successfully
weakened its position. The combined disciplinary
effects of a growing reserve army of labour, new
managerial principles of controlled autonomy
reinforced by information technology, increasingly
heterogeneous employment norms, spatial splintering of production and an
increased exposure to multidimensional competitive pressures have sapped
labour combativeness. Rising inequalities in favour of a thin layer of super rich
and the dramatic decrease in the number of strikes are symptomatic of the
retreat of labour in rich countries.

On the other hand, the post-war boom appears in retrospect to have been
a golden age for capitalist accumulation when, contrastingly, the past 30 years
represent an age of decline. The average annual growth in high-income
economies has fallen from 5.5 per cent in the 1960s to a mere 1.64 per cent
during the first decade of the new century (see figure below), while the
investment rate is also slowing, from 25.1 per cent in the 1970s down to 20.5
per cent in the 2000s.

New challenges for
labour as growth

prospects fade away
Cédric Durand
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The parallel trends of labour retreat and capital decline in advanced
economies suggest that what is at stake beyond the crisis is not only the
conditions of the recovery, but the shaping of a new socio-economic path where
the promises of unlimited progress in well-being through growing mass
consumption would not be pertinent any more. Of course, the dynamics at
play in developing countries are different; processes associated with “catching
up” still allow some important margin for growth. However, focusing on the
advanced economies is important to capturing this paradigm shift, which takes
place at two different levels.

At a first level, we observe that the world economy is locked in a neoliberal
institutional configuration that hinders accumulation. The rise of new
industrial countries and liberalization of trade led to structural excess capacity
and cut-throat global competition in core industries, as is exemplified by the
emblematic case of the automotive industry. In addition, the short-term
financial returns required by market investors deprive firms of the financial
resources required to invest. Finally, depleted labour income and recurrent
financial crises tend to depress demand and increase uncertainty, both of which
also weaken the incentives to invest. In short, the competition regime,
corporate governance structures and demand dynamics together produce a
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sluggish accumulation regime. Theoretically, significant changes in economic
policies allowing a more coordinated and stronger growth path are perfectly
feasible. Politically, things are far more complicated: such changes would
require a significant shift in the balance of power to the detriment of financial
interests and a coordination of government policies at the regional and global
levels in order to adjust accumulation paths and limit structural excess capacity.

However, at a second level, it is necesary to stress that even a significant
restructuring of global governance will probably not be sufficient to initiate a
new economic boom in advanced countries. First, an ageing population, rising
environmental costs and the increasing scarcity of key natural resources are
triggering an appreciation of input prices that will constrain growth through
reduced profits and/or wages. Second, these economies have not been able to
find a successor to the techno-economic paradigm of the “golden age” that
would be compatible with the pursuit of a rapid expansion of capitalism. On
the one hand, the promised wave of expansion associated with innovations in
IT collapsed in 2001 and has not since found a way to take off again. This
stalling has to do with the specific characteristics of knowledge: there is a deep
contradiction between, on the one side, the defence of intellectual property
rights in the name of profit, which hinders the diffusion of knowledge, and,
on the other, the fact that societies need and want to take advantage of the
highly beneficial dynamics of knowledge diffusion, whose cost is close to zero.
On the other hand, the demand associated with social needs is more and more
oriented towards services such as health care, education and leisure, where the
prospects for productivity gains are scarce, unlike in manufacturing.

Growth prospects in advanced industrial countries are seriously fading
because of the contradictions of neoliberalism on the one hand and rising input
costs, the inconsistency of the IT techno-paradigm
and the evolution of social needs (and associated
demand) on the other. Such a diagnosis has tremen-
dous implications for labour, in particular the likely
intensification of its antagonism with capital.
During the post-war era, many factors contributed to the diffusion of social
benefits, from regular wage increases to the reduction of inequalities typical of
Fordism. But rapid growth was the necessary condition for – as well as a result
of – this configuration, which was relatively favourable to workers. On the
contrary, in an era characterized by low growth and by dull prospects as far as
the employment rate is concerned, the distributional conflict between wages and
profits is intensifying, while the bargaining power of labour has deteriorated.
Moreover, in order to escape exhaustion tendencies, over-accumulated capital is
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exploring further forms of “accumulation by dispossession”, cutting or limiting
the public’s access to resources, spaces and public services, while socializing losses
through recurrent bail-outs.

The labour movement needs to reposition itself in order to face these serious
challenges. Assessing the possible trajectories out of growth is a new frontier
for political economy, appealing for a progressive revival of the issue of the
stationary state – i.e. the end of capital accumulation – discussed by the
classical economists. In this context, union claims also need to evolve. A
massive rollback of inequalities and a broadened access to common goods have
to be achieved in order to render fair and acceptable a renouncement to the
permanent objective of rising wages combined with a large-scale transformation
of employment (e.g. destruction of non-sustainable jobs, new jobs in care
sectors, reduction of working-time). Finally, unions, social movements, political
parties and non-governmental organizations need to enter a phase of sub-
stantive re-articulation. Because of the dramatic retreat of shop-floor labour
bargaining power, the centrality of class conflict “à la Marx”, namely located
in the production site, is likely to be further challenged and will not be
sufficient to obtain a post-growth economic settlement favourable to labour.
But a greater importance of class conflicts “à la Polanyi”, i.e. broader forms of
resistance against the macro and social forms of capitalist domination, may help
to achieve such a desirable outcome. At the local as well as at the global level,
unions need then to engage more systematically in broader alliances with social
and political actors to promote effectively labour interests throughout the
emergent post-growth paradigm.
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Making its voice heard:
A role for the labour
movement in policies

for recovery
Andrew Watt

Let us be optimistic and assume for the sake of argument that the economic crisis
is behind us and the world’s economies will return slowly to “trend” growth. What
are the main challenges facing policy-makers and, especially, the labour movement?
ere is the urgent issue of rethinking our financial system, which is key to averting
a relapse into crisis down the line, and the need in the medium run to manage the
transition to an ecologically sustainable growth model. Between these two priorities
are a set of intertwined challenges on which I would like to focus here: getting
unemployment down, lowering fiscal deficits and reducing inequalities. All these
are vital if we are to move towards a sustainable economic and social growth model
that serves the interests of the many, not the few.

The good news is that these aims are not mutually exclusive. On the
contrary, there is a set of policies – a policy mix – that can achieve them all
simultaneously. The bad news is that, in many cases, such policies do not seem
to be high priorities on policy-makers’ to-do lists. Getting the balance between
monetary, fiscal and wage policies right over time and across countries is not
quite everything, but it is central to addressing the grave challenges that face
us and avoiding a backlash in favour of reactionary policies.

What would that policy mix look like?

Key to getting both unemployment and fiscal deficits down is returning to
faster economic growth. Merely getting back to
“trend” growth rates – in developed countries
2–3 per cent a year – will not be enough. For the
foreseeable future, this requires the maintenance
of aggressive stimulus measures in most countries
(I shall return to the “most” caveat).

It is vital that the world’s leading central banks uniformly commit to keeping
interest rates at or near zero for the foreseeable future and that fiscal expansion
is initially maintained as far as possible.

Key to getting both

unemployment and fiscal

deficits down is returning to

faster economic growth
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But what about the risk of inflation and the problems of overburdened
government budgets? In fact, both factors are arguments in favour of sustained
expansionary monetary policy. Government budgets are indeed in a parlous
state in most countries, virtually “inviting” welfare state cutbacks. Low interest
rates are absolutely vital to bringing them back close to balance. Lower policy
rates help to keep the interest paid by governments down, thus limiting debt-
servicing costs. They stimulate real economic growth and, not least, bring about
a desirable rise in the rate of price increases. Why desirable? Because inflation
is substantially below target, and faster inflation raises the nominal rate of
economic growth, which is decisive for fiscal consolidation. Specifically in the
euro area, a faster average rate of inflation would also dramatically ease adjust-
ment problems for those countries (like Greece and Spain) that have to reduce
their relative wages and prices. And if you are worried about bubbles, regulate
the markets – don’t kill the economy with high interest rates.

Given an extended period of low interest rates, what must fiscal policy-makers do?

Deficits will be reduced only when the economy picks up sufficiently for
unemployment to fall. In the short run this means that most countries still
need expansionary fiscal policies. With monetary policy still up against a zero
bound and with the banking system still sluggish, fiscal policy has a vital role
to play in sustaining demand and in channelling spending towards socially
desirable outcomes, such as lower inequality or the transition to a low-carbon
economy. At the same time, credible consolidation plans should be announced
now and foreseen with an appropriate “trigger”. It makes no sense to use an
arbitrary date, such as “the start of 2011”, as a starting point. Instead a sensible
real-economic trigger, a certain output or employment target, tailored to
national conditions, should be used.

A key challenge for the labour movement is to ensure that, in qualitative
terms, these consolidation measures are favourable to working people. This
implies a focus on strengthening revenue capacity, and deflecting the tax
burden away from labour and on to capital, high incomes and material
resources. Specifically, progressive political forces should unite behind calls for
a financial transactions tax (at international or European level) and for the
introduction of an EU carbon tax with a levy at the external border.

Should all countries run the same expansionary fiscal policies?

No. Those countries with relatively low deficits/debts and with current account
surpluses should do more for longer to stimulate their economies. In the euro
area this means Germany, but also Austria and the Netherlands. Faster demand
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growth in these countries would be good for employment there and would
dramatically ease the adjustment issues facing the euro area. Similar con-
siderations apply at the global level to China and Japan; in the case of the
former, this could best be achieved via a return to a policy of steady exchange-
rate appreciation. Fiscally constrained countries must attempt as far as possible
to sustain demand while coping with their adjustment problems; clamping
down on tax avoidance would raise revenue without depressing demand so
much. Demand and price deflation is almost always the most costly strategy.
There is a better way.

And what about wage policy, unions’ “core business”?

It is both simple and hard at the same time. In a state of equilibrium, real wages
should rise at the same rate as labour productivity, i.e. nominal wages at that
rate plus an allowance for “desirable” inflation. In most advanced capitalist
countries, real wages did not keep pace with labour productivity during much
of the neoliberal period; rising profits, siphoned off by the financial sector and
by CEOs and channelled into speculation, were a major cause of the crisis. In
a nutshell, this happened because the institutional structures that underpinned
the balanced growth, and especially the productivity–wage nexus, of the Fordist
era were destroyed by neoliberalism. Modern equivalents need to be found. No
general blueprint for this can be given, but progressive governments and union
movements have to start designing and developing such mechanisms. Some
useful points of departure include establishing or strengthening minimum
wages and governmental support for collective bargaining institutions (e.g.
extending the coverage of representative collective agreements or reducing free-
riding by charging non-member firms and workers a bargaining levy). An
important role can be played by measures to reduce price pass-through
by companies: there is a strong progressive case to be made for a smart
deregulation of product and services markets to reduce firms’ pricing power
and thus raise real wages.

It is very important to find the right path for nominal wages. In the short
run, the concern is to avoid deflationary wage developments (concession
bargaining) which will hamper, not aid, recovery, as generalized price deflation
may take hold. In the medium run, as the recovery hopefully strengthens,
nominal wage increases in line with the above rule will help underpin
continued expansionary monetary policies.

Within a monetary union, the issues are rather different. As recent events
have shown, persistent divergences from the nominal wage norm (in both
directions) can build up in the member countries over a longer period. Then
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suddenly they require correction – one-sidedly by deficit countries – in the
worst possible context, a deep economic and fiscal crisis, to which the
imbalances were an important contributing factor. The key step here is for the
surplus countries to engineer faster wage growth. Once again, the policy goals
are not in conflict; a good way to achieve this in the short term is to run a more
expansionary fiscal policy. At the same time, deficit countries need to reduce
their relative price levels. There is a better way than fiscal contraction and a
deep recession to induce deflation, such as some form of social pact to freeze
wages and prices, ideally against a background of faster area-wide inflation.

What can labour hope for?

There is a path out of the crisis, one leading to stable and balanced economic
growth and a steady return to lower unemployment, sound public finances and
rising real wage incomes. There are no insuperable goal conflicts or funda-
mental problems in moving on to this trajectory, and labour’s key interest must
be to get onto it. However, for this to occur, the key areas of monetary, fiscal
and wage policy need to be well coordinated with one another, both across time
and space. The coordination mechanisms that do exist at the supranational
(European, global) level are weak (the EU Macroeconomic Dialogue), flawed
(the Stability and Growth Pact) and/or nascent (the G20). Meanwhile the
forces of globalization undermine those coordination mechanisms that were,
or still are, effective at the national level. Charting out the required policy
mix is relatively easy, and positive steps are possible even with the limited
coordination structures currently in place. What will be harder is moving
towards newer, more effective, coordination structures that permit economically

efficient, socially just and ecologically sustainable
outcomes over an extended time horizon.

Neoliberalism has been decisively weakened by
the crisis, but its proponents are regrouping. There
is still an opportunity for labour to make its voice

heard in a progressive restructuring of global, European and national structures.
It has a vital interest in doing so. It has good arguments. It must also shout,
and the others must be persuaded – or forced – to listen.
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Workers all over the world have been hit by the financial crisis, and unem-
ployment rates, particularly in developed countries, have risen to high levels.
Little is known, however, about the effects on the informal workers in
developing countries who have no security net or unemployment insurance,
and no personal savings cushion to tide them over the crisis. Even worse, as the
crisis deepened and the world began looking for solutions, these workers’ voices
and concerns were not heard, as their “unemployment rates” were rarely
measured. Unemployment in the informal economy cannot be measured by
“jobs lost”, but rather by income decline, decrease of days of work available
and disappearing livelihoods.

The importance of understanding the impact of the global recession on the
informal economy cannot be underestimated. The
informal economy includes all economic units that
are not regulated by the state and all economically
active persons who do not receive social protection
through their work. The size and significance of
the informal economy is tremendous and, in
developing regions, the informal economy makes
up anywhere from 60 to 90 per cent of the total
workforce. Moreover, the formal and informal
economies are not entirely distinct. In global value chains, production,
distribution and employment can fall at different points on a continuum
between pure “formal” relations (i.e. regulated and protected) at one pole and
pure “informal” relations (i.e. unregulated and unprotected) at the other, with
many intermediate categories in between. Workers and units can also move
across the formal–informal continuum and/or operate simultaneously at
different points along it. These dynamic linkages of the formal and informal
economies highlight the importance of understanding the “informality” of the
global economy and recession.

Financial crises, the
informal economy and

workers’ unions
Renana Jhabvala

The size and significance of
the informal economy is
tremendous and, in
developing regions, the
informal economy makes
up anywhere from 60 to 90
per cent of the total
workforce
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Before the financial crisis the GDP growth rates in the Asian economies were
among the highest in the world, with the 2008 growth rate in India being over
9 per cent. Banks in India had been well regulated and so did not undergo
the same crises as the Western banks, but because of economic uncertainty they
were wary of lending and the credit slowdown added further to the reduction
in investment. However, the financial system has become internationally
connected and, in January 2008, the Bombay Stock Exchange Index, which
had grown 21,000 points, began to fall rapidly. It had fallen to 15,000 points
in June 2008 and to 10,500 points in October 2008. This caused a severe
shortage of liquidity and a major reduction of investment as the capital of
traders and industrialists eroded. At the same time, industries dependent on
export began a slow decrease with spiral effects into the rest of the economy.
The worst-hit industries were diamonds and other gems and jewels as well as
textiles, garments and metalware.

Studies undertaken by the Self-Employed Women’s Association (SEWA) in
early 2009 and later by Women in Informal Employment: Globalizing and
Organizing (WIEGO) found crises in sectors where informality was concen-
trated. It is estimated that 1–2 per cent of the urban population of the world
lives off collecting and recycling paper, cardboard, plastic, glass and metal waste.
The earnings of these poorest workers declined considerably worldwide – by
more than 50 per cent according to the SEWA survey – as the drop in demand
for manufactured goods from developed countries led to a decline in such
exports from developing countries which, in turn, led to a decline in demand
for recycled waste materials and a drop in the selling price of waste. The net
result was that tons of waste materials accumulated on streets or in warehouses,
with container loads of waste being stockpiled at harbours or directly going to
landfills and incinerators without being sorted for what can be recycled.

SEWA’s waste collector members in Ahmedabad said they compensate
for lower prices by spending more hours collecting
the waste. They used to go in the morning at 5 a.m.
but now they start their work at 3 a.m. with the
mentality that “someone else will come early and
pick it up, so instead I will take it first”. Before,
the woman of the family would go to pick up the
waste, but now they prefer to take more members,
especially children of the family, so that more waste

is collected. As they are now unable to pay the fees and other expenses for
education they have taken them out of school and started to involve the children
in waste collection as well as sending them for other income-earning activities.

Before, the woman of the
family would go to pick up

the waste, but now they
prefer to take more
members, especially

children of the family, so
that more waste is collected
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Construction was another industry hit worldwide and the main sufferers
were the construction workers, who were paid by the day and whose days of
work as well as earnings shrank considerably.

Moreover, the Indian survey showed that, whereas normally 85 per cent of
women have full-time work of more than 20 days a month, after the crisis only
11 per cent had full-time work. Most of them worked less than 15 days a
month and 10 per cent had no work at all. There was also a 30 per cent decline
in their daily wages.

One of the first ill-effects of the crisis seemed to be psychological, with
increasing conflicts and growing drunkenness, especially among men. Families
responded also by reducing their food intake – two meals instead of three,
and reducing “expensive” foods like milk or eggs. Some families are going into
debt to pay for illnesses or other major expenses; others pulled their children
out of school or moved them to cheaper education.

In India, we seem to be coming out of the crisis as the stock market has
risen 70 per cent from its low of last year. Industrial production is up, as is
employment in many industries such as construction, with the daily wage
increasing almost to pre-crisis levels. Although some export-linked industries
such as diamonds are still in difficulty, it seems that on the whole Indian
informal workers are recovering their employment. However, this does not
mean all is well. As the economy recovers, inflation rises too and the prices of
staple foods have gone up by 17 per cent in 2009.

From the point of view of the workers, their work lives are full of insecurity.
During the crisis, they lost their earnings and had no social safety net to fall
back on. As the economy pulls out of the crisis, they face price increases, and
without a social protection cover they have to pay for health care and insure
themselves against personal crises out of their own earnings and savings.

The world has focused intensively on the financial crisis brought about by
the unregulated greed in the financial systems, and will perhaps bring reform
within those systems. But for the informal workers, the financial crisis was just
one more hurdle in a work-life of continuous insecurity. The solutions lie in
more complete systems of social security and a voice for informal workers, who
constitute the majority of the workforce today.

Given that informal workers constitute such a large section of the workforce,
and that most countries are democratic, with governments being elected on the
will of the majority, the real question is, why is a system of social protection
not already in place? Such a system would act as a cushion during crises and
help workers protect themselves against the volatilities present in the system.
The answer to this lies in the balance of power. Today, much of the policies
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and regulations favour those with capital and especially the larger corporate
structures. Those groups which are able to organize and make their voice heard
are able to access the countervailing power either through the political
system or directly in the market. Unfortunately, informal workers are barely
organized today and as a result have neither voice nor representation nor any
countervailing power. In fact, they, the most vulnerable of people, become a
cushion for the economic system. They are the ones who absorb the most
shocks in times of crisis.

The voice of the informal workers needs to be heard, and its effect felt in
the political system, in order to start the process of a social safety net for
informal workers, which can only happen by organizing. On the ground many
trade unions, especially in developing countries, have organized informal
workers and brought their voice to the bargaining table. These include
agricultural workers and transport workers through the Ghana Trades Union
Congress and street vendors in CROC Mexico. SEWA is an example of a
national trade union which has reached a membership of 1.2 million informal
workers. At the international level networks of organizations of informal
workers such as the alliance of Street Vendors (StreetNet), the alliance of home
workers (HomeNet) and the newly developing alliances of domestic workers
through the IUF and waste collectors alliances are identifying their issues and
bringing the voice of informal workers to the international arena. Equally
important is the role of WIEGO, which highlights these issues and takes them
into the policy arena. However, the scale at which the voice of the informal
workers is heard is still far too modest. A fairer international economic system
requires a representation in policy-making of the informal workers. This will
only happen if workers organize on a large scale.
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e end of the Second World War in Western Europe ensured political settlements
generally inclusive of trade unions. e United Kingdom saw a consolidation of the
relationship between the Labour Party and trade unions, while in Germany the SPD
entrenched its position as the social democratic “party of labour”. e political events
that shaped the settlements varied. In France and Italy, the Communist Party had
gained credibility in the resistance to German occupation and many workers looked
to the Communist Party rather than the reformist Socialist Party. e relationship
between a social democratic party and unions was strongest in Sweden, with the
Swedish Social Democratic Party (SAP) and the LO (Swedish Trade Union
Confederation) forming a stronghold on the political trajectory of that country for
many years. Exceptions were Portugal and Spain, where fascist dictatorships lingered
on until the 1970s.

e relationship between social democratic parties and the unions was one of
mutual interest between the trade union leaders and the party. It was glued together
by a compact that assumed that the “party of labour” would grant concessions on
the “social wage” in return for the trade union leaders’ willingness to hold rank-
and-file members in check, especially in inflationary times when wage rises could
be restricted. For 30 years at least, the settlement held together in various forms of
neo-corporatism, whereby governments (even conservative ones) saw trade unions
as legitimate agents, and would “do business” with them. e state supported the
institutions of collective bargaining, and the trade
union leadership was bureaucratically consumed within
the “statization of society” (Panitch, 1986, p. 189).

However, we can define neoliberalism as a specific
response by capital to recurrent crises of profitability.
This involved a reshaping of the relationship between
state, capital and labour whereby Keynesian expan-
sionism could not be sustained in an increasingly integrated world economy.
Neoliberalism suggests that trade union wage bargaining adversely affects the

The crisis of social
democratic trade

unionism in Western
Europe
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“free” market because trade unions raise the price of labour. In such circumstances,
the social democratic settlements, based as they were on Keynesian commitment
to welfare and full employment, were no longer sustainable in a neoliberal vision.

From the 1980s on, the settlements appeared to fragment as social demo-
cratic parties and governments sought accommodations with neoliberal
orthodoxy through flexible working and decentralization of pay bargaining.
Early indications of this tension were already apparent in the “divorce” of the
LO union federation from the SAP in 1987.

The joint publication of The Third Way/Die Neue Mitte in 1998 by Britain’s
Tony Blair and Germany’s Gerhard Schroeder had signalled a shift in policy
direction towards supply-side economic management and worker flexibility. The
“old” social democracy was abandoned, to be replaced in Britain by continuing
privatization and a distancing between the Labour Party and the unions; in Sweden
by the “divorce”; and in Germany by the introduction by the SPD–Green
Coalition Government of the Hartz reforms designed to relax the laws of dismissal,
and cut back state support for the unemployed and pensioners.

If social democracy was in crisis, so too was the “social democratic” model
of trade unionism. The background to the change was a decline in trade union
membership, as the effects of neoliberalism began to bite into workers’
confidence. Trade union leaderships found it increasingly difficult to gain
welfare concessions from governments in return for wage discipline. Where
such “pacts” to restrict wage rises have been enabled, they have been justified
by the trade union leaders as a policy of the “dented shield” designed to
mitigate the worst effects of neoliberal restructuring. They have rarely been
accompanied with increases to the “social wage”. Such an approach has
increased the tensions between social democratic parties in government, the
trade union leaders and their rank-and-file members to such an extent that
fractures and fissures have begun to appear.

In our book The crisis of social democratic trade unionism in Western Europe
(by myself, Graham Taylor and Andrew Mathers), we trace the origins of these
fractures and examine newly emerging alternative futures for the political
representation of trade unions. We do not argue that social democratic trade
unionism is at an end, but rather that alternative models of reshaping have
emerged. Social democracy itself has morphed into different wings, one
represented by Third Way politics which accommodates to neoliberalism and
seeks to construct an ideology of partnership between employers and employees
in an effort to maintain national business competitiveness (Giddens, 1998).
A second wing wishes to return to the values of traditional social democracy
and argues that it is possible to reconstruct Keynesian policies. Such a path
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denies that neoliberal free market ideology is an inevitable product of
capitalism’s ongoing crisis of profitability. Trade unions adopting this position
seek to change the policy of social democratic parties from within. A
third approach is cosmopolitan social democracy
whereby many trade unions have also responded
to globalization by a form of “managed inter-
nationalism” arguing for “decent work” through
agencies such as the ILO and even the arch-agents
of neoliberal policy such as the World Trade
Organization, the World Bank and the IMF.

Our alternative model of radical political unionism, however, identifies a
break with social democratic trade unionism and a focus on active agendas
which seek to oppose neoliberalism, engage members in social movement
activity at grass-roots level, and encourage the use of more innovative and less
bureaucratically controlled trade union action. This model is also associated
with alignment of unions with new political parties and movements to the left
of the social democratic parties. The model reinforces class solidarity at the
expense of “national business interest”.

The degree of fracture in each country varies. In the United Kingdom, there
has long been “formal affiliation” between the Labour Party and the unions,
with unions donating yearly up to 60 per cent of the party’s funds. However,
the Labour Party leadership has sought to downgrade formal power of the
unions within the party, and has sought funding from business sources. Unions
have moved from power-brokers to internal lobbyists. In the public sector
tensions between party and unions have been most acute.

In Germany, the political relationship between the SPD and the unions has
been informal but the new fracture is dramatic and focuses on the emergence of
Die Linke as a serious party to the left of the SPD. Die Linke was formed from
the mass opposition movement to the Hartz reforms of the public sector begin-
ning in 2003. In the 2009 election it gained 76 Bundestag representatives with
nearly 12 per cent of the vote. Exit polls suggested that 780,000 former SPD
voters switched votes to the new party. Die Linke is a coalition of disaffected
SPD members, ex-PDS (the party reformed from the old ruling Communist
Party) members in eastern Germany, and far-left activists in the unions.

In France, the traditional fragmentation of political representation of the
unions appears to have carried over to new formulations of political and social
identity. Opposition to neoliberalism has been highly visible “on the streets”,
as public sector workers have taken consistent strike action. Of the three main
federations, the Confédération française du travail (CFDT) has been most
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visible in supporting a Third Way position, Force Ouvrière has continued
to support Keynesian solutions in defence of the public sector, while the
Confédération générale du travail (CGT) has vacillated between support and
opposition to neoliberal measures. An interesting feature of contem-
porary French trade unionism has been the emergence of dissident breakaway
unions attached to the Group of 10, such as SUD (Solidaires, Unitaires,
Démocratiques). SUD is particularly active in the railways and public sector
and, although small, has adopted an anti-neoliberal position and has related to
social movements such as the sans papiers and the Confédération Paysanne.

In Sweden, the bonds between the union federation and the SAP remain
stronger. We can observe a continuing thread of a unique “folk tradition” that
has survived outside of other experiences. The peculiarities and specificities
of Swedish social movement unionism can thus be seen as a product of a
continuing hegemony of social democratic values.

In summary, the crisis of social democracy has transformed into a potential
crisis of the social democratic model of trade unionism. This marks a qualitative
change from previous crises in which challenges to social democratic trade
unionism were always contained within the party or neutralized by the institutions
of industrial relations. This is not to argue that these processes of containment
and institutionalization no longer exist or no longer work, but rather to suggest
that the limits of the process have been breached to various degrees of significance.
We detect new formulations of union identity, engagement beyond the workplace,
and newly politicized union strategy. Of course, such new formulations remain
fragile and open to division, political tension and subsequent reformulation.
Nevertheless, we suggest that the continuing adaptation to neoliberalism as a
means of capital accumulation by social democratic parties in power will mean
a continuation of the crisis, and a parallel “opening up” of workers’ organized
political dissent within wider civil society.
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