Employment Sector
Employment Report No. 3

Learning from the 1997-1998 Asian
Financial Crises: The ILO Experience
in Thailand and Indonesia

Jayasankar Krishnamurty

International
Labour
Office

Geneva

2009

ILO
International
Programme on
Crisis
Response and
Reconstruction



Copyright © International Labour Organization 2009
First published 2009

Publications of the International Labour Office@ngopyright under Protocol 2 of the Universal Coglyt Convention. Nevertheless, st
excerpts from them may be reproduced withouharization, on condition that the source is indddatFor rights of reproduction
translation, application should be made to ILO Rutlons (Rights and Permissions), Internationdddia Office, CH1211 Geneva 2
Switzerland, or by email: pubdroit@ilo.org. Thedmtational Labour Office welcomes such applications

Libraries, institutions and other users registenétth reproduction rights organizations may makeiespn accordance with the licen
issued to them for this purpose. Visit www.ifrr@do find the reproduction rights organization ouy country.

Krishnamurty, Jayasankar

Learning from the 1997-1998 Asian financial cridise ILO experience in Thailand and Indonesiayasankar Krishnamurty; International
Labour Office, ILO International Programme on GriBiesponse and Reconstruction. - Geneva: ILO, 2009

25 p. (Employment report ; no.3)

ISBN: 9789221223870;9789221223887 (web pdf)

International Labour Office; ILO International Pragyme on Crisis Response and Reconstruction

economic recession / economic recovery / finamomdket / role of ILO / Indonesia / Thailand

03.04.3

ILO Cataloguing in Publication Data

The designations employed in ILO publications, Wwhare in conformity with United Nations practicedathe presentation of mate
therein do not imply the expression of any opmivhatsoever on the part of the International Lat@ffice concerning the legal status
any country, area or territory or of its authostier concerning the delimitation of its frontiers.

The responsibility for opinions expressed in sigaettles,studies and other contributions rests solely witkir authors, and publicati
does not constitute an endorsement by the IntemetLabour Office of the opinions expressed imthe

Reference to names of firms and commercial prodaistsprocesses ds not imply their endorsement by the Internatidrsddour Office
and any failure to mention a particular firm, connane product or process is not a sign of disapakov

ILO publications and electronic products can beamtetd through major booksellers ILO local offices in many countries, or direcor
ILO Publications, International Labour Office, CI211 Geneva 22, Switzerland. Catalogues or listseof publications are available f
of charge from the above address, or by email: pote@ilo.org

Visit our website: www.ilo.org/publins

Printed in Switzerland



Preface

The primary goal of the ILO is to contribute, with member States, to achieve full
and productive employment and decent work foriatluding women and young people, a
goal embedded in the ILO Declaration 2008 Swcial Justice for a Fair Globalization,
and which has now been widely adopted by the iataynal community.

In order to support member States and the socrahgra to reach the goal, the ILO
pursues a Decent Work Agenda which comprises faterrelated areas: Respect for
fundamental worker’s rights and international labstandards, employment promotion,
social protection and social dialogue. Explanaiohthis integrated approach and related
challenges are contained in a number of key doctsnanthose explaining and elaborating
the concept of decent wofkn the Employment Policy Convention, 1964 (No. JLaad in
the Global Employment Agenda.

The Global Employment Agenda was developed by th® through tripartite
consensus of its Governing Body's Employment andigd?olicy Committee. Since its
adoption in 2003 it has been further articulated emade more operational and today it
constitutes the basic framework through which th@ pursues the objective of placing
employment at the centre of economic and sociatipst

The Employment Sector is fully engaged in the impatation of the Global
Employment Agenda, and is doing so through a lasg@e of technical support and
capacity building activities, advisory services quulicy research. As part of its research
and publications programme, the Employment Sectomptes knowledge-generation
around key policy issues and topics conforming lie tore elements of the Global
Employment Agenda and the Decent Work Agenda. Séetor’s publications consist of
books, monographs, working papers, employment tepmd policy briefé.

While the main findings of the research initiativage disseminated through the
Employment Working Papers, tll@nployment Repoderies is designed to consolidate the
major evaluations of employment programmes, coimmhssand resolutions of workshops
and seminars, and other information details that @articularly, though not exclusively
useful to the work of the ILO and its constitueattpers.

José Manuel Salazar-Xirinachs
Executive Director
Employment Sector

! See http://www.ilo.org/public/english/bureau/dgmthload/dg_announce_en.pdf.

2 See the successive Reports of the Director-Getethe International Labour Conferen@ecent
work (1999);Reducing the decent work deficit: A global challe@001); Working out of poverty
(2003).

% See http://www.ilo.org/gea. And in particuldmplementing the Global Employment Agenda:
Employment strategies in support of decent worksitn” documentJLO, 2006.

* See http://www.ilo.org/lemployment.
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Foreword

The current global economic and financial crisigresents a top priority concern for
the ILO, as it brings with it dramatic consequeniceerms of employment and poverty. In
turn, the gravity of the job situation could triggeerious social and political issues and
potential security risks in the worst hit countré®l in the most fragile and tense areas.

The Employment Sector is particularly concernedthg current trends and the
possible future scenarios. Immediate efforts hakerefore been deployed by the
Organization in order to make available the rel¢wpertise and knowledge in support to
tripartite constituents worldwide. The ILO strongtgcommends that the job crisis is
addressed in a comprehensive and globally concenaaner, by strengthening labour
markets and social protection systems, and by rmmutimphasis on interlinked policy
responses.

While remaining a major challenge, this global isriss to be addressed as an
opportunity to promote and apply the fundamentaiqples of the Global Employment
Agenda. Over the years, the ILO has developed id sapacity to address employment
issues and related socio-economic aspects of cesesrecovery interventions. This
capacity has been utilized to address several tygesrisis and complex scenarios
worldwide, which has allowed for a continuing ldagand enhancing of the approaches.

The response capacity of the ILO in crisis-affecteditexts has been strengthened
throughout the years by its International Programme Crisis Response and
Reconstruction (ILO/CRISIS). Its role has mainlyebehe one of supporting and building
the capacities of field-based structures to setation timely and effective crisis responses.
The practice on the ground has produced a wealtligoificant lessons, thus increasing
ILO’s know-how in this domain.

We believe that when facing the current challerafethe job crisis, the ILO and its
tripartite constituents can benefit from the lesst@arnt in the past, and feed them into
recovery strategies and plans. Particular referengede here to those lessons drawn from
the response to the Asian and the Argentinean diahorises that occurred in 1997-1998
and 2001-2002. Such a belief inspired the prodoatioa series of reports that, through a
description of the lessons learnt, would guideriiiLO’s action.

The present report concerns the ILO’s responshddAsian financial crisis of 1997-
1998, focusing on the role played by the ILO in theovery in Indonesia and Thailand.
The report highlights several important lessonghsas the need for an immediate
response; the importance of building on existinggparmmes, even if new ones are being
developed based on wide consultation; and the arugie of preparedness of countries to
deal with inevitable periodic socio-economic upsd downturns.

Alfredo Lazarte-Hoyle

Director

ILO International Programme on Crisis
Response and Reconstruction
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1.

Introduction

The response to the Asian financial crisis of 19998 provides a good example of
the ILO responding rapidly and effectively to asggj in collaboration with national and
international partners, setting its priorities tgbiwconsultation with its tripartite partners at
the regional and national level, and making ful v$its mandate and relative strengths. In
the current context of a global economic crisie, Atsian financial crisis has lessons for the
ILO, but these need to be carefully assessed lgearimind the many differences between
the situation in 1998-99 and the situation today.

The Asian financial crisis, which started in Thadaaround June 1997, spread within
months to several other countries of the South-Esgbn. While the immediate impact
was on financial markets, very soon it impactedemels of real output and employment.
Several proximate factors contributed to this resekchange rate instability, capital
outflows, a liquidity crunch, and sagging or deiclgn productivity. This in turn led to
closure of production units due to lack of funddasis of profitability and the displacement
of large numbers of workers. In the case of Indiandhis came upon the back of earlier
crop failures and agricultural distress. The crigisreased in severity and geographical
extent, with the whole East and South-East Asigioresuccumbing over the course of
1998.

The ILO identified the main factors responsibléha following way:

A number of factors hence contributed to the Asiemsis. Macroeconomic
mismanagement leading to incompatibility betweeggee exchange rates and open capital
accounts probably triggered the crisis. Elemenfiahcial panic due to a lack of lender of
last resort may have exacerbated the crisis. Thenddmment of sound government
regulation, and over-hasty financial liberalizatil@it the way open for some collusion
between the government, banks and the corporaterségading to moral hazard and the
consequent financial weaknesses of bubbles, ayhigi®raged corporate sector, unhedged
international borrowing, and an infected portfaibbad loans. These imperfections in the
currency and financial markets were paralleled bgliding productivity of capital and
labour. Consequently, as the financial crisis plitgelf out -- and there are some
indications of this recovery in terms of exchangges, equities and inflation rates --
weaknesses in terms of the competitiveness of alagitd labour use may constrain the
recovery of output and employment in the econbmy

There were several features of the ILO respons&hailand and Indonesia (the
country cases examined in this paper) that conttoulee relevant today. This response
established that the ILO had the capability to easpquickly, and that it could spearhead a
response to any major social and economic downttoousing on the creation of
productive and sustainable employment, well fumitig labour markets, improved social
protection, expanded social dialogue and the priomatif ILO Conventions. Further, the
ILO showed that it could not only assist counttiesome out of crisis but also contribute

® ILO, Evolution of the Asian financial crisis and detemation of policy needs and responses,
GB.274/4/2, 27% Session, Geneva, March 1999, Para 24.
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2.

to enabling them to return to a path of econommagin alongside an equitable and just
society over the longer term.

We begin (Section 2) by summarising the main lesdearnt from the Asian crisis
many of which we believe remain valid today. Settbdiscusses the background to the
Asian financial crisis, presenting some informatiorenable the reader to form an idea of
some of the major events that mark the onset antsef the crisis. Section 4 examines
similarities and differences between the Asian rfaial crisis and the present global
economic crisis. In Section 5 the key economic smeclal impacts of the Asian financial
crisis are examined with reference to Indonesia®malland. Section 6 looks back at what
the ILO actually did in its response to the Asiarafcial crisis. Finally, in Section 7, the
lessons from the ILO response to the Asian crisésemumerated, keeping in mind the
challenges faced by the ILO in tackling the curglobal economic crisis.

Summary of Lessons Learnt

While no two crises are identical, there are néseiss lessons that can be learnt from
a review of the ILO approach and strategy in dealirith a past economic crisis. Before
discussing the lessons for the ILO, it is importemstress the similarities and differences
between the Asian financial crisis and the curmgobal crisis. These are discussed in
greater detail in the next section. The most ingurpoints of similarity/difference are:

The Asian crisis was a regional phenomenon, wiike gresent crisis is global. In the
former case, commodity prices were not falling atemnand in the rest of the world
economy was growing; in the latter this is not so.

In both cases, policy-makers need to be alertetthdodangers of following pro-cyclical
measures at the time when a downturn is beginning.

Paradoxically, the Asian crisis provided an oppaitiufor the ILO to stress social concerns
and this must remain a valid element in a strate@ddress the global crisis.

At the risk of anticipating some of the analysigl amonclusions of this paper, we
briefly identify the major lessons learnt from th® response to the Asian crisis.

(a) Response must be quick

The ILO must respond quickly before the crisis getsse.

(b) Measures must impact quickly

The measures promoted should quickly arrest, if regerse, social and economic
deterioration. For example take up infrastructuezetbpment programmes which have
quick impact.

(c) Start by using existing programmes

The speediest response often is to use ongoinggmmges or projects and focus them
on addressing the needs of crisis affected groups.

2 Lessons Asia_formatted.doc



(d) Consult widely

Consult on a continuing basis with governments,leygrs’ and workers’ bodies, and
NGOs. Since macroeconomic policy issues are inghlugaintain close relations with the
other UN organizations and the IMF, the World Bankl regional banks

(e) Develop new projects and programmes

Develop new interventions, involve other actorsg aonduct activities even after
output growth resumes, for the experience showseimployment growth takes longer to
resume than output growth. Also one must think beythe current crisis to weather

periodic economic and social crises.

(f) Prepare for periodic ups and downs

With globalisation and the opening of markets aratéased labour market flexibility,
more countries will be affected by periodic econofhictuations. Strengthen preparedness
to deal better with downturns as and when they odouild in scalability into ongoing
activities; plan mechanisms for funding contra-mall response; initiate measures for
social support and protection; improve the flowirdfbrmation, and reinforce legislative

frameworks, adoption and implementation of ILO GCemions and consultative
mechanisms.
Table 1. Main Lessons L earnt
KEY
LESSONS PRINCIPAL LINKS
ACIIORS RESPONSIBILITY (see
refer.)
1. Speed is Assess immediate needs ArrangeCountry Office 3,17, 21,
essential for specialist missions (with HQ and Regional| 36, 38, 46,
Office inputs)

2. Use existing | Desk review existing Country Office 11,17, 21,
programmes programmes. Identify those that

should be modified.

Renegotiate existing/ongoing

programmes/projects and redirect

to address crisis needs. (Country

Office)
3. Consult Start consultations with national| Regional Office, 35, 36,
widely tripartite partners/ NGOs/UN Country Office

agencies/World

Bank/IMF/regional development

banks.

Promote joint and/or new

initiatives/ projects/ project

components
4. Develop new | Prepare joint and/or new Regional Office, 8, 60, 62.
responses initiatives/ projects/ project Country Office

components
5. Prepare for | When crisis recedes: Country Office, 6, 8, 9, 10,
periodic ups and Develop/strengthen new Regional Office, HQ | 12, 13, 15,
downs institutions and policies to 22, 23, 35,

mitigate future crises (e.g. in sugh 39, 40, 45,

areas as budgetary systems, social 48, 54, 55,

security programmes, social 56,

Lessons Asia_formatted.doc




3.1

safety nets,
adoption/implementation of ILO
standards, labour market
information and monitoring
systems.

After the crisis: conduct an
evaluation of ILO response.

Comparison of the Asian Financial Crisis
and the Current Economic Crisis

Pace of spread

The Asian crisis was unlike the global crisis inme of spread. It was restricted to a
few countries in one region. It rapidly spread frémmiland, where it started in mid-1997,
to a number of East and South-East Asian countpigsby the end of 1999, by and large
the worst was over. By 2000 the countries of tlggorewere again on the growth path. The
global economic crisis is beginning to affect mostintries around the globe, but we still
do not know how many countries will be affectedywhdeeply, and for how long.

Avalilability of external resources

In both Indonesia and Thailand, major programmies fiublic works and the Social
Investment Fund, depended upon the availabilitgxbérnal assistance. Such measures may
be more difficult to fund for developed economies deep in recessiénAlso there may
be crisis-induced outflows of funds from developicmuntries leading to a credit crunch
which would seriously limit the use of credit-basedployment generation programmes.

Trade regimes

The present crisis, unlike the Asian crisis, is hotited to one region. Primary
commodity prices are falling sharply. The respotsehe Asian crisis occurred in an
environment where there was not a world-wide deciimprices and demand. This is not
the case today: between July and October 2008)rmés fell 69 per cent and non-oll
commodity prices fell 38 per cent. Also, demandhsinking: advanced country imports
over 2009 are expected to contract by 3.1 per@edtexports of emerging and developing
countries may decline by 1 per cent.

Given falling prices and demand, neither currenegrdciation nor export promotion
strategies are likely to work for individual coues. The sharp devaluations of the Thai
baht and the Indonesian rupiah provided a majorutis to the expansion of exports, since
the rest of the world was not in crisis or adopfimgtective measures. This is not the case

® See World Bank, Swimming against the Tide: How Developing Countees Coping with the
Global Crisis Background Paper prepared by the World Bank $tafthe G20 Finance Ministers
and Central Bank Governors Meeting, Horsham, UKrd¥d 3-14, 2009, p.8

" See World BankSwimming against the Tidpp. 3-4.
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today. Also tariff and non-tariff barriers in degpkd countries may rise. Even if explicit
tariff protection does not increase, the scale ailonts (and financial support) that
developed countries are providing to domestic eniters would make it more difficult for

the exports of developing countries in crisis tmpete.

3.2 Protecting and improving labour’s position

The ILO had successfully counselled countries ttgmt workers hit by the Asian
financial crisis, arguing that this was affordablel would bring long-term benefits. It had
also played a role in maintaining minimum wages dngroving wage fixation
mechanisms. The global nature of the present argisthe deteriorating trade environment
may make it more difficult for the ILO to persuadieveloping countries to promote and/or
extend such measures and for developed countriesrttinue to protect workers’ rights
and conditions of work. This represents a majotlehge to the ILO.

3.3 Combating capacity constraints of the ILO

In fast deteriorating situations, rapid responsessential. The Asian crisis showed
that the ILO had the capacity to respond quicklg aeffectively. The strategy of response
was also well developed in the short time availableere is the risk that the global crisis
will last longer, spread farther, lead to a dryunqg of external resources and occur in an
environment less favourable to free trade.

One consequence would be that the ILO’s finantialman and institutional capacity
would be severely stretched. It would be diffictdt carry out the highly intensive
investigations and analyses that preceded the g@weint of programmes in Indonesia and
Thailand, given the number of countries that wdudgle to be covered and the short time
available. As in the case of the Asian crisis, alwdrative activities with other agencies,
particularly the World Bank and regional developingsnks could be developed. The ILO
would have to develop its own priorities: it mayce to focus its work more on certain
countries or sectors, rather than others; it mayt $bint projects with other agencies; it
may develop regional or multi-country —wide progeeind programmes, or devise other
ways to economise on resources, without sacrifitieg positive impact.

4. Evolution of the Asian crisis and its impact

4.1 Changes in GDP

Thailand had a record of rapid GDP growth of ab®uyter cent per annum in the
period 1990-1996 compared to 6.8 per cent annwuaigr the period from 1980 t01990.
There was a sharp decline in 1997, with GDP grdvettoming negative, -1.4 per cent and
in 1998, -10.8 per cent. In 1999 and 2000, rateovered to 4.4 and 4.6 per cent
respectively.

In Indonesia, again the period 1990-1996 recommtuial GDP growth of 7.3 per
cent. Unlike Thailand, in Indonesia even in 1997 gnowth rate was positive, 4.5 per cent.
However, 1998 witnessed a massive decline in GDBE3df per cent. The situation did not
improve in 1999, which recorded a low positive gttowf 0.9 per cent. In 2000, GDP grew
at a much healthier rate of 4.8 per cent.

Lessons Asia_formatted.doc 5



While recovery did occur, it is sobering to notattm neither Indonesia not Thailand
had per capita GDP returned to its pre-1996 lewais| around 2003 or 2004. In contrast,
1996 levels were crossed by Korea in 1999 and blayda in 2000. We may therefore
conclude that the impact was relatively short-liviedKorea and Malaysia and more
prolonged in Thailand and Indonesia.

4.2 Employment and unemployment

The dramatic reversal from economic growth to @mtion had a major impact on
employment in these economies. Even in 2000, utegmment rates were higher than in
1997 in Indonesia, Malaysia, the Philippines andilBimd, although not in the case of
Korea. In Indonesia unemployment rates which were alredslgg before the crisis, as
employment growth was not able to keep pace whbuaforce growth, increased sharply
in 1998 to 5.5 per cent of the labour force anthierrincreased to 6.4 per cent in 1999. The
increase in unemployment is probably not a goodcatdr of the impact of the crisis as
unemployed workers tend to shift to low productiviiccupations and the informal sector.
Thailand, which had near full employment in 1991thvan unemployment rate of 0.9 per
cent, sagv a rise of the rate to 3.4 per cent ir8184l a slight fall thereafter to 3.0 per cent
in 1999.

4.3 Poverty

With the emergence of high levels of unemploymarg tb retrenchment and loss of
job opportunities, an increase in poverty was taekgected. This was exacerbated by the
absence of unemployment insurance, increased ungkrgment and recourse to lower
paid self-employment, and real wage and income ¢uitkidonesia, the percentage below
the nationally determined poverty line increaseanfrl7.7 per cent in 1996 to 24.2 per cent
in 1998 and declined slightly to 23.5 per cent @94 In Thailand, the percentages of the
population below the nationally determined povéitye increased from 11.4 per cent in
1996 to 12.9 per cent in 1999.

4.4 Wages

A look at the index of real manufacturing wagesvehauite clearly the declines in
wage rates that resulted from the Asian financi@dic Real manufacturing wages in
Indonesia (1990=100) fell from 127.5 in 1997 to 19%nd 97.5 in 1998 and 1999
respectively. In Thailand the corresponding indek from 120.5 in 1997 to 110.8 in
1999%° Similar or even steeper declines must have oadurrether sectors, particularly
the informal sector, where workers were not orgashiand their impacts would have been
more severe as their access to social protectiatddve been less.

8 Rizwanul IslamLabour Market Policies, Economic Growth and PovéRgduction: Lessons and
Non-lessons from the Comparative Experience of Basth-east and South Asliscussion Paper
8, Issues in Employment and Poverty, Recovery aadoRstruction Department, ILO, Geneva,
April 2003, Table 5a.

% Islam, 2003, Table 6.

10 |slam, 2003, Table 7.
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45 Women workers

In Indonesia the largest reductions for women aecliin non-oil manufacturing,
followed by construction. Job losses were alsoiigmt in government, financial services,
and tourism. Women were over-represented in the-hiamanufacturing sector, with a 45
per cent share, compared to their 38 per cent shane total labour force. In retrenchment
women bore a more than proportional share of thiddmu 48 per cent of those retrenched
were femalé?!

In Thailand, manufacturing and construction weredést hit. The concentration of
women in export sectors made them very vulneratdierdomen accounted for about 53 per
cent of layoffs. Thailand had the highest femal®la force participation rate among the
main crisis-hit countries. The most vulnerable agh@momen who were laid off were the
elderly and relatively unskilled.

In both Indonesia and Thailand self-employed anghichfamily workers suffered in
terms of employment and earnings. Regular workensldd to be replaced by the self-
temporary casual workers and with greater recolarseertime. There was a shift of jobs
from the formal to the informal sector. Women wpegticularly affected by the decline in
export industries where they were used as non-aegubrkers providing a flexible and
mobile work force to buffer fluctuating labour demdecharacteristic of export industriés.

4.6 Child labour

4.6

With the significant decline in incomes and relaps® poverty conditions were
created where child labour would increase. Childfave declined as family income
declined with adults moving from formal to informamployment. The decline in real
wages had an impact on food availability and hecdtte. The inability of governments to
maintain social expenditures also had an adverpadm

In actual fact, the impact in Indonesia and Thailan school enrolments was limited.
In Indonesia this was due to government measuresdiece fees and provide incentives for
schooling, given the importance parents attachestiiooling. However, while the number
of child labourers may not have significantly iresed, they faced lower wages and may
have been led to take up hazardous employment. Thimiland, the deceleration in
population growth and the increased demand for nemhecated and skilled workers
moderated the impact of the crisis. However rum@ios! enrolments fell and youth
unemployment rose, especially among the pSor.

International migration

The Asian financial turmoil revealed the fragildythe status of international migrant
workers in many countries in the region. With tlxeeption of a small minority of highly

! See Amelita King-Dejardin and Jessica Owens, “Asitne Global Crisis: Impacts and Responses
from a Gender Perspective,” Technical Note for Regional Forum “Responding to the Economic
Crisis: Coherent Policies for Growth, Employment abecent Work in Asia and the Pacific,”
Manila, 18-20 February 2009. See p. 7 and alsoetfegences cited therein.

2 bid, p. 4.

131LO, Report of the Director Generak Future without Child Labour: Global Report undire
Follow-Up to the ILO Declaration on Fundamental igiples and Rights at Worlnternational
Labour Conference, $0Session, 2002, Report I(B), pp.38-39.
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skilled workers, the vast majority were unskilletdlavorked in jobs that were too poorly
paid, dirty or dangerous to interest the local pafon. Typically, they worked in
construction, agriculture and domestic service. tMesre illegal entrants, making reliable
data extremely difficult to gather. Estimates phé total number of migrants in mid-1997
in Hong Kol?g, Japan, the Republic of Korea, Thal|avlalaysia, Singapore and Taiwan at
6.5 million.

According to ILO estimates the total number of raigr workers decreased by
approximately 1 million one year into the crisis. Thailand the number of migrant workers
declined by some 460,000 by mid-1998, in Malaysia4b0,000, and in the Republic of
Korea by about 117,000.In Indonesia, the returrmijrants from Malaysia and other
countries exacerbated the domestic problems cdyst crisis.

The ILO estimated the pre-crisis number of migraatnen workers from the region
to be approximately 1.7 million. They were primariéngaged in the service sector,
domestic work, and the entertainment industry, dmrme are also in the manufacturing
sector. The crisis must have had an adverse ingpachany working in other countries
within the region.

4.7 Internal migration

In Indonesia, due to the crisis there was onlyrétdéid permanent shift of population in
Java, away from urban areas towards rural areabape reflecting a weakening of
traditional social safety mechanisms in the cowidig. In Thailand, there was a move in
rural areas from non-agriculture to agricultureriDg the first quarter of 1998 the numbers
returning from Bangkok to their former place ofidesice increased by 37 per cent over the
previous level. The pressure for jobs in rural alieareased and the ability and willingness
of rural households to absorb returnees and prditielm with work may have declinéd.

5. Role played by the ILO

How did the ILO support Indonesia and Thailandgspond to the crisis? In particular

what was its role in identifying needs, and implatireg and monitoring programme
responses?

5.1 The ILO’s first steps

There was some evidence of theteriorating situatioin several South-Eastern Asian
countries from the middle of 1997. The ILO was §uio respond to this problem. The
Twelfth Asian Regional Meeting, held in Bangkokecember 1997, helped to shape the
ILO response. This was followed by a series ofaegi meetings on the main social and
labour aspects of the crisis, held during 1998 E98D.

1 |LO, Governing Body, 274th Sessionhe ILO’s response to the Financial Crisis in Easid
South-East Asia: ILO action in response to theigriSeneva, March 1999, para 24.

!> See ILO,Indonesia: Strategies for Employment-Led Recover Reconstruction, Main Repprt

ILO, Jakarta, October 1999, Chapter 14 and WorldkB@hailand Social Monitor: Thai Workers
and the CrisisBangkok, July 2000.
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As the financial crisis began to impact upon the ezonomy and labour markets, the
ILO stressed the links between international fimancnarkets and domestic jobs and
earnings. The ILO response therefore included denstions of macroeconomic policy and
it worked with the Bretton Woods institutions toncoetely address the employment and
social consequences of economic policies. Thersewreral good examples of ILO-World
Bank collaboration. These include the attendand@refton Woods agencies in major ILO
tripartite meetings, joint work on the impact oétérisis on Thai workers, the joint holding
of two seminars in Tokyo and Manila on the emplopmeelated aspects of the crisis, and
the involvement of the ILO in the SSNAL mission bedonesia and its follow up
activities’® There is, however, scope for expanding such iiesvand for ensuring that
joint activities are given due credit by all pastie

A particularly important event was the High-Levetiphrtite Meeting on Social
Responses to the Financial Crisis in East and S8ash Asian Countries held in Bangkok
in April 1998. This meeting was attended by repmésteves of the IMF, the World Bank
and the Asian Development Bank. A technical rep®lte Social Impact of the Asian
Crisis, prepared for this meeting anticipated asenmg of the crisis.

Within the mandate for ILO action, constituentgret regional level worked with the

ILO to fine-tune it to their assessment of needesniifying priority areas for ILO response.
Again, national level constituents made more specdquests for assistance. The ILO’s
predominant concern was naturally with the immexdesg well as more long-lasting social
and economic consequences of the crisis. The sleaimes in output levels in the different
sectors of the affected economies resulted in éddssmployment, including increases in
total unemployment, retrenchment, underemploymedtthe informal sector, and reversals
in occupational trends, wage cuts and increasingbn

The ILO response, within the human and financisbueces available, was based on a
three-pronged strategy driven by the need for mypahd relevance of the response and
broad-based support for the activities undertaken.

- Redirection of existing activities

- Continuation of ongoing and previously planned \ati¢is whose relevance had been
reinforced by the crisis

- Creation of new activities arising out of discussiovith the constituents.

The four major means of action available to the |Ili®terms of its mandate and
expertise were to:

1. Collect, analyze and disseminate information tostituents or provide them
with technical and financial assistance to do so.

16 See the volume based on a World Bank-ILO collaiberaseminar in Tokyo in 2001: Gordon
Betchermanand Rizwanul IslamEast Asian labor markets and the economic crisipaicts,
responses & lesson®Vorld Bank/ILO, Washington DC/ Geneva, 2001. Thieer seminar was the
World Bank-ILO-JMOL-PDOLE, “Seminar on Labour Matkieolicies: their implications for East
and South-East Asia”, held in Manila on 1-2 Mar€@®2. The ILO participated in the World Bank’s
Social Safety Net Adjustment Loan (SSNAL) Missiom Ihdonesia in November-December
1998.The ILO contributed to the excellent reportTdrai workers and the crisis. See World Bank,
Thailand Social Monitor, July 2000, Thai Workergiaghe Crisis.
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2. Promote the dissemination and exchange of infoomaéind views through
dialogue, leading where possible to consensual @uaperative decision-
making.

3. Provide technical assistance to constituents agd¥ernments in particular, in
the form of upstream policy advice.

4.  Conduct a range of downstream projects and progeswith a strong focus
on building institutional capacity

The importance accorded to the Asian Financiali€hg the ILO may be gauged by
the unprecedented attention given to it by the IGOverning Body which organized a
special two-day symposium on it in March 1999. Tit@ had already presented a paper to
the Governing Body in November 1998, providing aitial review of its response to the
crisis. The ILO further outlined its ongoing appecbaand strategy in its Governing Body
paper 274/4/3 to the 274th Session held in Genevslarch 1999, entitled The ILO’s
response to the financial crisis in East and S&atst Asia. This provides an extremely
valuable guide to ILO actions during 1997-1999.

5.2 Special features of the ILO response
Some special features of the ILO response maydidiginted:

- The ILO’s initial response to the crisis came vguyckly.

- It worked very closely with governments and so@attners at the regional and national
levels to jointly identify and prioritize needs.

- It built up collaborative relationships with othe&dN organizations and the World Bank
which facilitated its efforts to mainstream empl@ntrelated concerns into
macroeconomic policy dialogues and responses ef attpencies.

- The prior existence of excellent working relatiopshand ILO knowledge and expertise
relating to the two countries was a positive elem@&iis made for mutual respect and
confidence.

ILO actions followed the four priority areas iddiail by the High Level Tripartite
Meeting in Bangkok in April 1998. These were:

- Social protection,
- Employment, enterprise development and labour mardlicies;
- Promotion of social dialogue, and

- Promotion of ILO Conventions.

5.3 Social Protection

In The Asian Financial Crisis: the Challenge foci@bPolicy, published by the ILO
in 1998, Eddy Lee drew pointed attention to thelaguacy of traditional or existing social
safety nets in Asia in relation to the problemsated by the crisis. He demonstrated that
unemployment insurance was feasible even in dewajopountries and that it could be
gradually introduced.
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Indonesia and Thailand were market-based economfiésh had not developed
significant social protection systems. The ILOially collaborated with the ICFTU-APRO
and the Japan Institute of Labour to hold a rediemakshop in Manila in July-August
1998 on social safety nets. The Meeting revealednired to improve knowledge about
social security in general and to the attentiontite informal sector among worker’'s
organizations.

A review of social protection in Thailand had attgdeen done by the ILO and based
on its recommendations the existing system wasgbekpanded to cover retirees and
informal sector workers. The Government of Indoaesiso requested ILO assistance in
reviewing its system of social protection. In O&pl2004, Law No. 40/2004 was enacted
which calls for the establishment of a comprehansiational social security system. It
mandates the creation of a number of social sgcsctiemes including: old age pension,
old age savings, national health insurance, wopkryninsurance, and death benefits for
survivors of deceased workers.

Unemployment insurance

Among the crisis-affected countries, only Korea taad unemployment insurance
scheme. In Thailand the ILO undertook a feasib#iitydy in mid-1998 of unemployment
benefit schemes. The scheme considered requiredtalution of about 2.5 per cent of the
payroll in 2001, declining by 2007 to less than & pent. After much discussion an
unemployment insurance scheme was adopted andnmapted from January 2004. This
required a contribution of one per cent each ofesagy employers and employees and a
0.5 per cent contribution from the government. Lafidvorkers would be entitled to 50 per
cent of their wages for 180 daY/s.

Minimum wages

At the request of the Government of Indonesia tt@ tontributed to a major study
on the reform of the minimum wage system and ha® xevolved in a broader review of
wage policy. A major contribution to the debate \magsearch study commissioned by the
ILO which concluded that there was no evidence tiatlevel of the minimum wage was
negatively correlated with the level of employm#hnt.

In Thailand, again, the ILO undertook a study ofgevgpolicy. The findings after
extensive tripartite discussion were endorsed byMmistry of Labour and Social Welfare.

Child Labour

An obvious area of concern for the ILO was the iotjd the crisis on child labour. A
comprehensive assessment on this subject was kedimecli999 in Indonesia, Thailand and
the Philippines. An analysis of the impact of theiah Financial Crisis on child labour is
provided in the Report of the Director Generalthie tnternational Labour Conference in
2002"° The Report generally concluded that child welfaael declined due to decline in

7 John Benson and Ying Ztfads)Unemployment in Asjd.ondon : Routledge, 2005. pp. 168-169.

18 See lyanatul Islam and Suahisil Nazavinimum Wage and the Welfare of Indonesian Workers
ILO Jakarta June 2000.

19 Report of the Director General: Future without Child Labour: Global Report undée Follow-

up to the ILO Declaration on Fundamental Principlasd Rights at Work International Labour
Conference, 90 Session, Geneva., 2002, Report | (B), pp.38-39.
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family income and government social expenditureweher, the impact on children was
muted as families tended to keep children in sclaoml provided for them, resorting to
survival mechanisms, where needed.

Based on a detailed study done for the ILO, ChramMng observed that the impact
of crisis in Indonesia was in some ways less thgeeted:

“There is little evidence of large numbers of chéid being taken out of school or of
many more being absorbed into the work force thas thie case pre-crisis... Rather,
changes have often been more subtle. Households ddopted a range of coping
strategies to deal with the sharp decline in emplegt and real wages in the first
half of 1998, and with the medium to longer ternogpect of lower household
incomes to follow. The quality of schooling has auttedly suffered as have the
working conditions of many children...”. ?°

The ILO’s International Programme for the Elimimati of Child Labour (IPEC)
arranged expert group meetings in Thailand andriesia in March 1998. Proposals that
emanated form these meetings included better taggetf poverty alleviation and
employment generation programmes and guaranteetegsito education for all children.
Studies on working children in a number of coustriecluding Indonesia and Thailand
were taken up. The ILO notédthat even as the crisis, in terms of macroeconomic
indicators, was receding, children faced more étgilon, and some of the worst forms of
child labour. Through its IPEC programme, the Il@raduced sensitization training for
school communities in Indonesia to develop guiddirfor children at high risk of
becoming child labourers.

Gender Impacts

Research was initiated by the ILO on obtaining entriand relevant knowledge on the
gender impacts of the crisis. Several importanorspwere produced, highlighting the
gender dimensions of the economic crisis and recemding policy measurés. A national
workshop on promoting employment with gender edquati the context of globalization
was held in Jakarta on 19-20 August 1999. It regluilh a package of recommendations for
follow up action?®

In Indonesia two projects were undertaken. The firgject, an ongoing project under
the ILO/Japan programme, was modified to focus aeating employment for
disadvantaged women affected by the crisis. Theerofiroject for strengthening the

20 Chris Manning;The Economic Crisis and Child Labour in Indonesigernational Labour Office

International Programme on the Elimination of Childbour, Geneva, 1999, p.20. For an earlier
discussion see ILO, ROAHhe Asian economic crisis and child labour withatggular focus on
Thailand and IndonesjaBangkok, March 1998.

2L |LO, Report of the Director General: Activities of tHeQl, 1998-99 Asia and the Pacific. (Report
to the 88' International Labour Conference.)

22 See for example Sri Moertiningsih Adioetomo anbeos, Gender Dimensions of the Economic
Crisis and Employment in Urban Informal and Ruratf®rs in IndonesiasSEAPAT Working Paper
No. 6, ILO Manila 200Q.

% See ILO and Ministry of Manpower|ndonesia, Economic Crisis, Gender and Employment i
Indonesia Jakarta, 2000.
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position of home workers is also likely to have trifiuted to meeting some of the needs of
crisis affected people.

Similar programmes were launched in Thailand ad,welder the ILO/Japan and
ILO/Denmark multi-bilateral programmes. These westarted in 1999 to assist women
affected by the crisis.

Migrant workers

The crisis highlighted the vulnerable position ofgrant workers. This included
migrants from urban to rural areas looking for waskwell as international return migrants
from within the region. The latter had migratedotber countries like which faced severe
labour shortages prior to the Asian crisis. As thisis deepened and jobs were getting
scarce, more and more migrant workers were reteghahd sent back, often without taking
into account their rights and needs.

Indonesia was doubly affected as in addition to dbenestic economic slowdown
reducing labour demand, there was an inflow ofrretaigrants adding to labour supply. In
September 1998 the ILO organized an overseas emplaypolicy workshop in Jakarta. Its
recommendations to the Government were on the tweedotect migrant workers and to
facilitate the formulation and discussion of polmytions in this field. A second workshop
was held in November 1998 on private agents’ resipdities and obligations. The ILO
also assisted in the development of informatiorkpges geared to the needs of prospective
and departing Indonesian migrant workers, espgciaimen.

In both Indonesia and Thailand, the problem of wosketurning to the countryside in
search of work was sought to be addressed thoreogiloyment generation programmes,
which have been discussed earlier.

5.4 Employment, enterprise development and labour
market policies

Policy needs

The crisis made clear the need to look at macramoan policy options while
examining the labour market implication of the isriand the road to recovery. As Eddy
Lee argued in his influential ILO stutfythe promotion and protection of durable jobs had
to be more explicitly included in the scope of nememonomic policy. This required, inter
alia, more thorough labour market analysis, theraowgment of labour market information
systems, and greater and more effective participadf the ILO and its constituents in
macroeconomic policy —making with the objective‘foll and decent employment for all”
alongside macroeconomic stabilffy.

With some of these ideas in mind, the ILO conduamsgbloyment policy reviews in
Indonesia and Thailand. The Indonesian study Enmpémy Challenges of the Indonesian
Crisis was an across-agency UN initiative led by BhO and was completed rapidly in
1998 itself. It analyzed the employment and unespknt situation and prospects and
recommended short-term strategies for employmeahtirmsome support and medium term

4 Eddy Lee The Asian Financial Crisis: the challenge of sogalicy, ILO, Geneva, 1998.

5 While some of the terms used in this statemeniecio use after the crisis, they are relevant for
discussing the ILO stance in 1997-1999.
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strategies for employment promotion. It is sigrafic that the next Report, published in
October 1999 was called Indonesia: Strategies fompl&yment -led Recovery and
Reconstruction. This reflected the ILO positiontteaployment expansion had to lead the
way; the declines had to be rapidly reversed foovery to take place on a wide fréft.
The recommendations were very well received byGbeernment and the ILO was asked
to assist in their implementation.

The Thailand Country Employment Policy Review (CEPBonducted in 1999,
provided detailed guidelines to the Government fwe formulation of labour and
employment policies in several areas such as labmauket information, job creation and
small enterprise development, social protectioiil d&velopment and gender equity. As a
follow-up to the CEPR, the ILO provided technicakistance covering a wide range of
activities in different disciplines within its comence to the Government. The Ministry of
Labour and Social Welfare (MOLSW) requested tedini@assistance on the
implementation of unemployment insurance schemdlowing a feasibility study
conducted by the ILO in 1998.

An important ILO initiative in Thailand was a mewji convened of users and
producers of labour statistics in March 1998. lugit to identify problem areas and
national priorities in data collection, especialiyen the need to gauge the impact of the
crisis on the labour market. An important outcorhéhts activity was a UNDP funded ILO
project to improve policy formulation though impea/labour force surveys.

Employment services and labour market information
systems

The crisis exposed weaknesses in national employsermice systems which were
unable to cope with the demands generated by #sedbjobs and the lack of employment
opportunities.

A workshop on the Asian Crisis and Public Employm8arvices was organized in
December 1998 with the involvement of the World dsation of Public Employment
Services, and the Thailand Ministry of Labour andi& Welfare. Participants were drawn
from six Asian countries including Indonesia andaildnd. A particular focus was on the
role of public employment services in the redepleytof persons losing their jobs due to
the crisis.

In both Indonesia and Thailand, the existing labmarket information systems and
public employment services needed to be improvedeet the needs of the crisis situation.
For Indonesia, based on a detailed study, an IL@uitant suggested important changes.
The ILO supported work on monitoring labour markdbrmation at the sub-national or
regional level. Workshops were organized to trdiitials of the Ministry of Manpower
and the Ministry of Planning to use labour markefoimation in policy planning,
especially on skills development.

% |LO, Indonesia: Strategies for Employment -led Recowerg ReconstructianReport of the
Employment Strategy Mission, 26 April-7 May 19900l October 1999.

27 See http://www.ilo.org/public/english/region/asro/bamg#arm/tha.htm

%8 See Shafiq Dhanani, “Strengthening the labourketainformation system,” in ILO, Labour

Market Policies and Poverty Reduction StrategieR@tovery from the Asian CrisBangkok 2002,
pp.209-263.
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Labour-intensive employment promotion

The ILO proposed that there should be a two-prongpproach of emergency
employment creation in Indonesia. The first elememtisaged an employment generation
fund for speedily creating wage and self- employimeabour intensive methods in public
infrastructure construction would create wage emplent while targeted credit schemes
would boos self-employment. The second element svashort-term food distribution
scheme targeting the poor. In Indonesia, ILO teinassistance linked government
initiatives with donor assistance and this was sujeg by the donors and welcomed by the
government.

The ILO participated in the World Bank's Social &sgf Net Adjustment Loan
(SSNAL) Mission to Indonesia in November-Decemb&98 The ILO was able to
participate in subsequent activities to create jabd strengthen the design of the social
safety net. The ILO also ensured that trade unwmsld be represented on the body to
monitor these activities. Apart from this the ILGsvalso requested by the Government to
assist in assessing existing labour-intensive pteje

In Thailand, the ILO assisted in the assessmejalotreation possibilities and with
training on labour-based technologies for infrasttice development. In particular, the
Ministry of Interior and the Government Savings Barhich implemented important parts
of the World Bank Social Investment Programme, btk from training activities
conducted by the ILO.

Enterprise development

ILO action focused on helping in the creation aragh of enterprises, helping, more
specifically, to restructure and withstand the @toic downturn, and by promoting self-
employment. Given the importance of small and mamterprises and self-employment in
job creation, the ILO carried out several actigtiBvolving training of officials, promotion
of materials and advisory services. In Thailanficiels of the Ministry of Labour and
Social welfare were trained in managing micro- amdll-enterprise support programmes.

In Thailand, the ILO was asked to look at the Miyiof Labour and Social Welfare's
five small enterprise schemes which focused onpgqarticularly hard-hit by the crisis,
viz. retrenched workers, the disabled and wome®. plrovided training which helped the
government officials to implement these programnies UNDP/ILO project on medium
and small enterprise development in urban areasaisasmplemented.

Training

The economic downturn and financial crisis brougaining needs to the fore. The
ILO focused on retraining of laid-off workers andvelopment of skills for self-
employment. This involved, in many instances, mxting the existing training
infrastructure to meet the needs of displaced werkého needed new skills likely to be
demanded once recovery got under way, as wellaisirig for self-employment, where
appropriate.

In Indonesia the ILO provided assistance to develgrategy for the more efficient
functioning of the National Training Council and fimproving the effectiveness of skills
testing and certification.

In Thailand, a national employers’ workshop on homasource strategies for
economic recovery was organized in July 1998. Ttusised on identifying strategies for
enterprise-based training, especially on literaog aumeracy. It also promoted the key
idea that the slack labour demand situation ofctligis period should be used to step up
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training in skills that were likely to be in demawthen the economy picked up. The ILO
has since been involved in developing proposalgdtorm of the training system. It also
developed a project for skills training for selfgoyment.

5.5. Social dialogue and promotion of ILO Conventio  ns

Prior to the crisis, dialogue and participation evéarge absent among the Asian
countries hit by the Asian crisis, particularlytime case of Indonesia and Thailand. The
ILO believed that strengthening social dialogue veasnecessary cornerstone to the
solution of the crisis” and succeeded over timgetting wider acceptance of this view. In
both the countries, the crisis was accompaniedr@rguled by important developments in
the political system which created a more favowailimate for the promotion of social
dialogue. In Indonesia the economic crisis resuited political process whereby greater
democratic accountability was fostered and the tglsnratification of the Freedom of
Association and Protection of the Right to Organtavention (Convention No. 87 of
1948) opened up opportunities for social dialogme.Thailand, again, the crisis was
accompanied by constitutional reforms and recogmif the importance of promoting
tripartism and freedom of association.

The ILO followed a two-pronged approach:

1. It improved institutional capacity, through pronmgi the freedom of
association, providing policy advice on nationgistative frameworks and by
strengthening the capacity of employers’ and wakerganizations and
bipartite and tripartite mechanisms.

2. It contributed to improving the content of sociakldgue by providing
opportunities to exchange information and develoficiges to address the
impacts of the crisis.

In Indonesia the ILO provided technical assistaonelabour legislation regarding
regulation of labour disputes, trade union freedang ILO core conventions. The ILO
advised on the drafting of the Trade Union Bill ahd Labour Dispute Settlement Bill, as
well as on the Manpower Act and measures relatingnigrant labour. Two workers’
education projects were taken up, as well as @bigvities to improve the capacity of trade
unions to defend the interests of workers in bétfoemal and the informal sectors.

Following a national seminar on fundamental humghts conventions, the President
of Indonesia signed a memorandum of understanditty tiwe ILO on the ratification of
there major conventions (Conventions No0.105, 11d &88.).An ILO/national tripartite
task force was established to oversee implementatfoseries of regional seminars on the
ILO Declaration were also organized in 1999. Isignificant that in the aftermath of the
crisis and the changes at the political level, refa ratified four major conventions (Nos.
98, 105, 111 and 138).

In Thailand, social dialogue mechanisms were ndt developed at the time of the

crisis. Collective bargaining and employee comragtevere two channels for dialogue at
the enterprise level. A National Wage Committee déal with minimum wages) and a
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National Labour Development Council (to deal withpgoyment policy) were set up. Both
were tripartite in charactét.

The government sought ILO technical advice on #ferm of the State Enterprises
Act, with the objective of improving freedom of asftion and trade union rights for
public sector workers. The ILO also contributedhe reform of the Labour Relations Act,
which again improved conditions for freedom of asston. The ILO trained labour
inspectors in new and better techniques to detetlgms in labour-management relations
and improve labour-management cooperation. Trgiiinminimum wage determination
and tripartite negotiation was also provided tovproal wage committees tasked with
determining minimum wages.

The ILO organized a national tripartite forum in\onber 1997 in which all eight
major labour centres and the major employers’ degdion participated. This forum helped
to develop a consensus on the nature of the aigisthe policies needed to address it,
including the need for reform of labour legislatiot also acted a catalyst, leading the
government to come up with its own response todtiss situation including what it
expected from the ILO. A blueprint for ILO work erged and became the ILO programme
for Thailand, reflecting priorities highlighted tiye Ministry of Labour and Social Welfare.

Activities were also undertaken to strengthen eygi® organizations to enable them
to respond better to the needs of enterprises taffeby the crisis. The ILO jointly
organized a workshop with the Employers’ Confedenabf Thailand and Employers’
Confederation of Thai Industries (ECONTHAI) in Jurd®98 on human resource
development strategies to help reposition entexpradfected by the crisis.

6. Lessons from the Asian crisis
The ILO focussed on advocating employment-genagateconomic policies,
strengthening tripartism and stepping up its atiéisiin the field, notably on behalf of
vulnerable groups and in support of public worksgoammes and enhanced social security
protection.
Specifically, these activities included:

- Supporting the initiation or expansion of public k® programmes and credit schemes
targeting the poor.

- Building institutional capacity in social fields wfte it is lacking, notably by strengthening
trade unions and employer organizations,

- Promoting the adoption and implementation of rei¥O Conventions;

- Seeking to influence the macroeconomic debate phothe policy debate on international
financial markets and domestic jobs and earnings;

%9 See Duncan Campbell, “Social dialogue and laboarket adjustment in East Asia after the
crisis,” in Gordon Betcherman and Rizwanul Islamisjé&East Asian labor markets and the economic
crisis : impacts, responses & lessqiworld Bank/ILO, Washington DC/ Geneva, 2001.
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- Studying the implementation or expansion of unemplent benefit schemes and seeking
to extend the coverage of social security schemes;

- Addressing the problems of child labour and vulbkrayroups, notably women, migrants
and informal-sector workers.

The lessons learnt may be broadly categorisedrsrgeor specific.

6.1 General lessons

Speed is essential

A general lesson in the response to crises isahatmust respond quickly before it
gets worse. Again the measures selected shouldduésle impact.

Start by using existing programmes

The speediest response often is to use an ongoaggamme or projects and redirect
it towards addressing the needs of crisis affegtedps. Numerous examples exist: it could
be a public works or loan programme rapidly expdniiemeet new demands; a training
project, extended to cover retraining; it couldabsuccessful child labour project modified
to address the re-emergence of the phenomenorodbe trisis; or a project on migrants
up-scaled and redirected to deal with massive metigration.

Consult widely and develop new responses

Meanwhile, in consultation with governments, emplay and workers’ bodies, UN,
IMF, the World Bank, regional banks and others el new programme and measures to
tackle the crisis. The joint activities of the IL&hd the World Bank discussed earlier
provide some good examples, but these can be iragrgweatly and ILO contributions
could be recognized better.

Prepare for periodic ups and downs

Experience suggests that with globalisation andoffening of markets and increased
labour market flexibility, there will have to be amires in place to deal with the downturns
as and when they occur. Also international evidesugggests that employment recovery is
slower than output recovery. This has major impiices for national, regional and
international budgetary policy, programme managémeamd vulnerability mitigation
strategies.

The response to the present global crisis musitdecelements which help to ensure
that future crises will be less severe, especiallyeir impact on employment and poverty
especially among poorer economies. The ILO woulddn® look again at its budgetary
procedures; it may have to strengthen its work egucing vulnerability and promoting
employment, skills and social protection systena ttan weather periodic economic and
social crises. The recent proposal for a glodafimd addresses this issie.

%0 See ILO “The financial and economic crisis: A Deic#/ork response,” GB.304/ESP/2, Geneva,
March 2009, especially p.7.
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6.2 Specific lessons

Employment promotion

(a) Make employment policy part of coherent economic
policy

The Asian crisis made very clear the need to entae employment issues and
concerns were an integral part of the economic day@f policy-makers. The work of the
ILO from that point until the present has beendeksto utilize all possible entry points to
bring its tripartite approach into national, regibrand international economic policy
dialogues. These opportunities have been usedjte ahat considerations of maintaining
macroeconomic stability have to be weighted agdimstneed to ensure the expansion of
productive employment

(b) Set up “scalable” employment generation programmes

During the Asian crisis the need to quickly generatrge volumes of employment
was realized. Unfortunately the earlier instituibstructure in Indonesia and Thailand for
running public works programmes was either no longelace or was in disarray. Given
the wide fluctuations in national economic activittythe context of globalization and the
openness of economies today, it is essential Heset structures are kept ready to tackle
downturns without loss of time. Infrastructure werkave great potential to create
employment, both directly and indirectlyOne of the salient features of employment-
intensive programmes is that they "self-select" wwking poor who participate in the
programmes, avoiding the costly and cumbersome rasimdtive arrangements that
characterize the targeting mechanisms for socials@mce benefits. Since they pay
relatively low wages only low-skilled workers frolow-income families are attracted to
work for the schemes. An important lesson from pinegramme is that the absence of a
ready institutional structure for this programméagie the response. Also the involvement
of local government structures is an importantgedor success.

Programmes for promoting credit-based self-employnsge needed for those who
may have lost their jobs and are not candidatepublic works employment. Again, loan-
based programmes are difficult to set up at shatite. It is better that they are kept going
through economic ups and downs, adjusting theiraijpms to meet emerging needs. By
expanding it during downturns and contracting itimy upturns, it could work as counter-
cyclical force. Also, the financial needs of smafid medium enterprises need to be met,
for these enterprises may have difficulties in sigucredit during a crisis. Experience
suggests that such enterprises can create cordidemzore employment than large
enterprises.

(c) Promote frameworks conducive to the adoption of
active labour market policies

ILO research indicated that there was scope foatgrereliance on active labour
market policies (ALMPS) in the countries affectgdtbe Asian crisis* This is relevant for

31 For a discussion see Rizwanul Islam, J Krishnaynand Shivani PuriActive Labour Market
Policies in East and South-East Asia: What has bdmre and what can be don@aper prepared
for the World Bank-ILO-JMOL-PDOLE Seminar on Labddarket Policies: their implications for
East and South-East Asia, 1-2 March 2001.
http://www.ilo.org/public/english/region/asro/bami#download/labmark/actlab5.gdf Also see
Piyasiri Wickramasekara, “The Asian Economic Cridisiplications for Employment, Labour
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tackling the global crisis as well. The requiredMP measures include: improved labour
market information and monitoring systems incorgama public employment services,
training and retraining schemes and measures; salggidies; youth measures and direct
job creation programmes. In many developing coestrALMPs, especially labour market
information and monitoring systems, are still aeay early stage of development. Taken as
a whole, ALMPs help to alert policy makers to imgeg crises in the labour market and
provide instruments to tackle them and monitor vecg. This is particularly important for
recovery of employment may take much longer than afi output.

Table 2. Employment Related L essons L ear nt

PRINCIPAL KEY

LESSON ACTIONS RESPONSIBILITY | LINKS
1. Make employment Identify/use all entry points Country Office, Sub- | 8, 17,
policy part of coherent to bring tripartite approach| Regional/Regional 21, 22,
economic policy and employment issues intooffice, HQ 24, 35,

national, regional and
international policy
dialogues on crisis.

Invite other agencies to
participate in tripartite ILO
meetings on crisis and
participate in their meeting
on crisis-related issues.
Hold joint meetings,
produce joint reports.

n

Produce joint policy

documents
2. Set up “scalable” Assess ongoing or past | Country Office 40,
employment generation | employment generation
programmes programmes.

Revive old programmes;
set up new programmes if
necessary.

Introduce “scalability” in to

their design.
3.Promote frameworks Hold workshop to Country Office 40,
conducive to active labour introduce ALMP concept/ | Sub-Regional Office
market policies examine existing ALMP

policies.

Strengthen existing ALMP
policies, fill gaps.

Markets and Poverty,” in Jere R Behrmann et al.Jdisstructuring Asian Economics for the New
Millennium, Elsevier Science BV, Amsterdam 2001, pp.847-884.
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Social protection
(a) Link with labour market policies and flexibility

With the trend towards opening up of markets amgeiased labour market flexibility,
exposure to economic fluctuations has also incred3aring downturns, a flexible labour
market could result in greater job losses and duuipturns, in the absence of appropriate
measures, it could lead to jobless growth. Dunipgurns, it is therefore essential that
provisions for social protection are expanded atsame pace as flexibility of the labour
market is promoted. A flexible labour market whereampanied by social protection can
ensure efficiency for employers with minimal hargsio workers.

(b) Begin developing unemployment insurance schemes
now

Unemployment insurance programmes, if they do hretey exist, are difficult to set
up during a crisis. But planning should immediatetart, as the example of Thailand
shows. The recent Asian financial crisis made éfaclthat had unemployment insurance
coverage been extensive in the countries affegidfidcrisis, then a majority of job losers
would have been eligible for unemployment benefigain, compared to other countries,
the Asian countries that adopted unemployment arste are today better equipped to
handle the impacts of the global crisis.

Apart from income security, unemployment benefatphmatch supply and demand in
the labour market. They may help smooth consumptimth at the micro and at the
macroeconomic level; facilitate labour market atipemt by reducing resistance to
structural change, and encourage adjustment ta.odo@mployment insurance is superior
to severance pay arrangements since its beneéitsaasgeted at the unemployed and are
dependent on collective contributions and not am ¢hpacity or willingness to pay of
individual employers whose businesses may be antiral difficulties.

(c) Extend coverage of health care

During crises, many people become poor again, esdreble to afford private health
care. In many countries, a contributory system edlth care either does not exist or is
inadequate in terms of coverage and benefits. Agaipansion may be constrained by the
current adverse situation and may have to waibéter times. It would however be useful
to make a start and begin to plan for the future.

(d) Social support schemes and mechanisms

There is a need for social support or assistanahamésms for those who do not have
protected employment contracts. Capability povenguced by crises, as opposed to
increased consumption poverty, has to be addresagobort may include conditional
income transfers to provide for basic food andthea¢eds and support for scholarships to
keep children in school and out of child labour.isThppears to have been useful in
Indonesia, although the targeting could have bestetd* For the elderly and some other
groups particularly at risk, unconditional transfenay be needed for it is well known that
traditional forms of protection, like old age cadegline with the onset of economic crises.

%2 See Robert Sparrow, “Protecting education for pher in times of crisis: an evaluation of a
scholarship programme in Indonesi@Xford Bulletin of Economics and Statisti®l. 69, Issue 1,
2007 and Shafig Dhanani and lyanatul Islam, “Pgvevulnerability and social protection in a
period of crisis: the case of Indonesi#&/orld Development/ol. 30, No. 7, 2002.
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Table 3. Social Protection Lessons L ear nt

LESSON

ACTIONS

PRINCIPAL
RESPONSIBILITY

KEY LINKS

1. Link with labour
market policies

Expand social
protection to keep
pace with measures
to increase labour
market flexibility

Country Office
Sub-Regional Office

40, 49,

2. Begin developing
unemployment
insurance schemes
now

Develop with
government models
for affordable
unemployment
insurance under
different
assumptions.

Hold workshops to
examine
alternatives.

Develop and finalizeg
an acceptable
scheme.

Support phased
implementation by
the government

Country Office
Sub-Regional Office

15, 46,60,

3. Extend health care
coverage

Assess current
position.

Work with
government,
employers and
workers
organizations and
other partners to
develop an
affordable scheme.

Commence
implementation by
the government on g
phased basis, if
necessary.

Country Office
Sub-Regional Office

4,6,7, 8,11, 46,

49, 52, 59

4. Promote social
support
mechanisms/schemes

Identify groups at
risk.

Develop schemes
for conditional or
unconditional
transfers.

Work with national

Country Office
Sub-Regional Office

46, 47, 48, 54, 55,

62,

22
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and international
agencies to
implement such
schemes.

Promotion of new and relevant skills
(a) Enable ongoing training to continue

Crisis situations often interrupt skills developmeasspecially among youth, preparing
for employment opportunities. Given the seriousresguth unemployment and its links
to political and social instability, the ILO coufasromote loan schemes to enable young
persons to complete their training and it could aaxp places on government training
institutions. This would arrest the growth of childbour and youth unemployment
resulting from the crisis.

(b) Mount crash training programmes

Quick training programmes would enable workers &b lgack to the labour market
soon with enhanced employability. Training prograesnkeep down open unemployment
and may transfer some resources to the unemploydduaderemployed. It is however
important to evaluate carefully the cost-effecteemof such mechanisms.

(c) Promote retraining
The skills required in the post-crisis labour markee likely to be very different.
Retraining must become an important activity. Theigh of retraining programmes needs

special attention, given the background and agletrainees. In Thailand retraining was
promoted by sensitizing employers to the advantagesch programmes.

Table 4. Skills& Employability Lessons L earnt

PRINCIPAL
LESSONS ACTIONS RESPONSIBIL ITY KEY LINKS
1.. Enable on-going | Develop loan Country Office 21, 22, 33, 34, 35,

training to continue | schemes to assist | Sub-Regional Office | 36,
students/trainees
who may drop out

2. Mount crash Identify local trainerg Country Office 21, 22, 33, 34, 35,
training schemes and local needs Sub-Regional Office | 36,,

Provide short
training for trainers.

Conduct training of
beneficiaries.

3. Promote Develop retraining | Country Office 21, 22, 33, 34, 35,
retraining plan based on futurel Sub-Regional Office | 36,
labour market needs

Actively involve
government,

employers and
workers in the design
and implementation.
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Labour rights, dialogue and standards

(a) Promote an appreciation of the value of labour
standards

The Asian financial crisis highlighted the relatineglect of labour rights and social
protection in the pre-crisis period of high grow#crisis may not seem the best time to
promote labour standards and more benefits for arsrlout often —as the Indonesian crisis
experience shows — the environment may favour aermpositive approach to workers’
rights and benefits over the longer period. Agaim mew constitution adopted in Thailand
in 1997 favoured freedom of association and theeefnade some tripartite initiatives
possible..

(b) Ensure effective tripartite and bipartite dialogue on crisis
response measures

A regional tripartite meeting helped to secure deaparticipation in planning the ILO
response. Further the response itself afforded rypmities, for example in Indonesia, to
strengthen trade union recognition and rights. Tmiturn made it possible for unions to
join in monitoring the social safety nets (SSNLpgnamme of the World Bank. Again, it
was discussion with the Thai employers’ organizatioat led to proposals for retraining
existing staff to prepare them for the post-cngsds.

Gender
(a) A window of opportunity

Post-crisis recovery offers a window of opportunity social transformation and
breaking down gender opportunities. It could ineolnnovations in the collection and
analysis of data, development of institutional @ityaadoption of a regulatory framework
embodying or guided by ILO Conventions, public wongirogrammes that either target
women or ensure that they are not excluded, trgiaimd retraining focused on women'’s
special circumstances and needs, micro-credittysafets, social security and protection
and the reduction of household vulnerability.

% See Tamara TutnjeviGender and Financial/Economic Downtyrworking Paper No. 9, ILO,
IFP/CRISIS, Recovery and Reconstruction Departn@etieva, October 2002, p. 19-24.
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