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The Global Economic Recesssion – Challenges and OpportunIties for a New Social Agenda in Asia

by: Dr. Ursula Schaefer-Preuss, Asian Development Bank

Ladies and Gentlemen, dear colleagues

I am pleased to participate in this important conference. I am particularly happy to discuss today with experts being concerned about the effects of globalization and those seeing the benefits from it for the working class. Let me share with you some of my views. 

The topic the Network of Social Democracy in Asia, is very relevant and timely: Will the global economic crisis provide a new opportunity for a more social democratic agenda in Asia where economic growth and social development come closer together, become more inclusive and thereby reduce inequalities?

I would like to make my presentation in 6 theses, summarized as following:

1. The global recession started in the West (USA and Europe) as a financial crisis. For Asia, however, it is more a real economy problem with deep social implications. Hence answers to the crisis lead us more to the interface between social and economic policies in the region rather than to financial markets. That leaves me, in my capacity as a development banker, with a good starting position.
2. As an economist I want to stress: On the social side the two top concerns from this global crisis for Asia are how it addresses jobless growth and social protection. I will not discuss here other impact channels such as falling remittances, challenges for social services delivery and MDG achievements, gender implications, and weakening social fabric. 
3. My main point is thesis 3: The Asia region will accept the social agenda only in the context of growth strategies. A social democratic agenda for Asia therefore needs to focus on inclusive growth. It needs to explain how broad based and productivity-oriented labor markets and inclusive social protection systems can stimulate growth beyond protecting those left behind from the benefits of development in the region.

4. Inclusive growth requires public stimulus for new productive jobs. It also requires broad based public social protection systems. This is easier when Asia rebalances more towards national markets and equitable development paths. However, it is a myth to think that Asia could decouple. The Asian economies need to find new opportunities through globalization and regionalization.

5. Some countries in the region are actively using the crisis to promote a more inclusive growth agenda. ADB is supporting this through more money in line with government's rescue packages, including infrastructure expansion. 

6. The social agenda however needs further uplifting. There is some urgency for this new agenda setting for making economic growth and social development more inclusive. Rescue packages in the region are being finalized and will determine the development paths of the coming 3 years. If we are not successful with influencing policy making in the next 6 months, the social democratic development agenda may have little chance of being heard much in Asia in the coming years.

1 Causes and economic consequences of the global recession for Asia

Not a financial crisis: Asia is currently affected by the world's most serious recession since the 1930s. It is different from the Asian Financial Crisis in 1997-1998 in several respects in particular, the banking systems in Asia are remarkably robust against those global influences. This is mainly due to substantial structural reforms in the banking and financial systems done in the aftermath of the Asian Financial Crisis in 1997-98. 
Economic impact channels. While the global recession – for the "ordinary" people - does not manifest as a big crisis yet, it has major negative impact on the real economy in the region: 
· Trade is tumbling. While 55% of Asia’s trade is intra-regional, 68% of its final destination is for the G3 countries (USA, Europe, and Japan). Here, however, markets for Asia's export products (textile, garments, toys, electronics, and car parts) are collapsing. 
· Private capital flows and trade finance are drying up and capital for small and medium enterprises is getting short because of crowding out through large national and foreign companies. 
· Remittances have dropped, affecting seriously some countries’ budgets and many people’s household expenditures. This is particularly so in Tajikistan, Nepal, Kyrgyzstan, Bangladesh, and the Philippines. 
· Infrastructure projects often financed through public-private partnership are being postponed or cancelled. This is not only a waste of investment capital, but also undermines Asia's long-term growth potential.

· Commodity prices are falling worldwide affecting smaller countries in the region such as Mongolia, Papua New Guinea, Timor-Leste, and Laos. 
· And finally, the global recession is also making commitments to official development assistance (ODA) more uncertain. I say this being well aware of the generous commitments, for example at the last G20 meeting 2nd of April in London.
Asia was hit hard, because the region is highly linked to the US economy both through trade as well as financial services. A 2008 IMF study on the impact of the USA crisis on Asia shows that every percentage point drop in US real GDP would result in a decline of 0.2% to 0.6% in Asia's GDP.
 ADB's recent Asian Development Outlook projects developing Asia's economic growth to slow to 3.4% in 2009, down from 6.3% in 2008 and 9.5% in 2007.
 ADB projects a mild recovery in 2010 to 6% growth. While Asia still has growth and perhaps the highest growth rates currently in the world, growth rates of 3-6% are perhaps not enough to absorb all the educated youth in the labor markets.
 Some argue that the era of high growth in Asia is coming to an end.

The current crisis is fundamentally different from the Asian financial crisis in 1997. Affected today are more the vulnerable poor, not the very poor. And global trade is not any more a way out of the crisis like in 1998. Also, the huge rescue packages implemented currently in the region have little social focus, different to 1998 when donors protected social spending and governments Invested massively in social safety nets (both public employment programs and social protection and insurance measures). ADB – among others - supported these policies.  Today the focus is more on finance and real economy. 
Asia is a success story for poverty reduction, but that is only half the picture: While the region made remarkably progress in reducing income poverty down to 27% of the population,
 it is less successful in addressing the social and environmental dimensions of poverty. Especially the health targets of the Millennium Development Goals (the MDGs) are of concern for many countries, especially in South Asia. The global economic slowdown further aggravates the problem. It does not only push more people into poverty but also weakens health, education, social protection, and municipal services. ADB has estimated that due to the crisis the region will have 60 million more very poor people in 2009 than if the crisis would not have occurred. 

2 Dual labor markets are at the core of the problems

Asia's jobless growth: The main impact cannel of the current economic slowdown in Asia is the loss of employment, especially for the urban educated youth. However on the first glance, job losses are not substantive and some may say why worry: the ILO projects for Asia 23 million more formal unemployed in 2009, not much compared to a total labor force of 1.4 billion people. These figures however mask structural weaknesses in the labor markets.: Asia – like Latin America – has a massive dual labor market problem, where the majority of people are in non-productive, low paid jobs without social protection and weak labor standards. On the other side the majority cannot afford to be unemployed: they are working long hours for little pay just to survive. The problem is that many countries in the region – in the last decade – followed a growth path that does not structurally include that majority of the population in productive employment. And that problem is at the heart of each social democrat. 

While the region was successful in maintaining high growth rates of 5-8% over a decade, growth in the last decade was not sustained through expanding productive employment. In Indonesia, for example, only 27 million of the 112 million workers belong to the productive sectors. While the crisis adds only estimated 1 million to the unemployed, a more realistic calculation would include also:

· those educated and not finding a job plus those getting unemployed in other sectors and value chain production, 

· those depended on the formal labor market by providing informal services like street vendors and jeepney/tricycle transport, 

· those educated and already unemployed, and 
· those young and educated people entering the labor market (in Indonesia 2 million a year) but not finding jobs.

If we do so, actual unemployment numbers are 4-5 times higher. All these people do not find "real" jobs. They are  absorbed in informal sector work- and income sharing activities, and that keeps wages low in agriculture, trade and services. Productive industry employment is not expanding. In Indonesia, for example, productive employment is mainly to be seen in export industries. Between 1975 and 1996 labor intensive export industries grew by 50% per year, and between 1997 and 2008 only 3%. The country did create a lot of productive jobs prior to the Asian Financial crisis. But it did not create much afterwards, despite of substantial growth. In the last decade, growth did not come from labor intensive export industries like textile and garments, and automobile parts, but from capital intensive export industries, especially commodity exports, including oil and mining.

Let us take the People’s Republic of China as another example. Here the number of officially urban unemployed would rise from 9 million to 45 million, if we count also the 

· the 20-25 million migrant workers who have already lost their jobs in the last 8 months, 
· the 6-7 million migrants coming every year to the cities, and 
· the 7 million university graduates looking for jobs would be added. 
In China too, the problem is not so much unemployment but the lack of good job opportunities for those hundreds of millions of educated young people, for which the growth sectors do not provide sufficient jobs. 
This is a massive conflict potential and this is what many governments in the region are so much concerned about.
3 the need for rebalancing and the Myth of being disconnected

Asia still needs globalization and regionalism: While the way out of the 1997/98 Asian Financial Crisis was boosting exports to G3 countries (Europe, USA, Japan), today a rebalancing towards new national and regional markets is needed, along with the development of more job-creating export industries. Let us be clear: While rebalancing towards developing faster national markets is a major policy option for faltering global demand, Asia cannot be and should not be disconnected from globalization. The export sectors – due to their exposure to global and regional markets - are the most dynamic sectors for productive employment. If growth in those sectors has large scale employment impact – albeit not including all workers – countries engage in a development path that is both dynamic for growth and inclusive for people. Asia’s development path in the last decade was successful in some countries in generating growth and distributing this through social benefits and better infrastructure services for all, despite of worsening inequalities. This is true for countries like China, Vietnam, perhaps also Bangladesh – those with success stories in reducing income poverty. 

The strategy was however less inclusive for other countries, including the Philippines, Cambodia, also India. The challenge, therefore, is to find a solution to rebalance national, regional and global markets. Strategic options would include: the development of internal and regional markets, promoting new production and service industries which can have large labor market implications for the formal sector, and perhaps the stimulation to use clean technologies which can create new jobs and serve as drivers of productivity enhancement. 
The issue now is how one can speed up domestic demand rather quickly in an overall declining economic situation. Some countries in the region have initiated major stimulus packages: In March 2009, the total amount announced for stimulus plans was US$ 2.18 trillion worldwide, or 3.5% of world’s GDP.
 In developing Asia the biggest stimulus plans are in PRC (15% of GDP), Indonesia, and Thailand (1%of GDP). The majority of these recovery packages contain measures to: (1) help export industries and firms, (2) use abundant government funds for fast-tracking large infrastructure projects with the hope that these would quickly have growth implications, (3) restructure the economy towards more local markets, and – since March 2009 - (4) enlarge social safety nets to promote demand from low income groups. The question is whether these stimulus packages are sufficient to address the structural problems of the current global economic recession, or whether more fundamental structural changes in the economic and social policies are needed.

4 Stimulating economic growth through social development
While the crisis provides new opportunity for rebalancing towards a development path of job-creating growth, inequalities can only be reduced by expanding social protection systems. Some governments are visionary and forward looking. It is now in the crisis that China for example is actively promoting the expansion of social health and old age insurance. They are using the interesting argument that safe and officially provided risk mitigation would encourage low income groups to spend what they currently save for life, old-age insurance, unemployment, and health risks. Local governments are also actively expanding investments in low cost housing and slum upgrading.  National and provincial governments are increasing voucher systems for retraining and higher education. In countries like PRC, Malaysia, Vietnam, also Indonesia, the crisis is being perceived as an opportunity to stimulate growth through expanding social protection. That is a social democratic approach to development.
What then are investments that can help rebalancing towards inclusive economic and social development? They would include – among others – 
· Active labor market policies through small and medium enterprise development, microfinance, skills development and the promotion of new technologies. 

· They would also comprise building social protection and safety net systems, especially through health and old age insurance.

· They would mean investments in community driven infrastructure like low cost housing and slum upgrading especially in the urban areas. When the government cannot create jobs they can at least provide shelter and better living for the low income urban middle class. Infrastructure projects are often capital intensive investments. Stimulus packages providing large scale infrastructure expansion should, in times of the crisis, be prioritized on criteria of employment creation, mainly for the poor.
· And finally, such a policy would also maintain health and education budgets, and assessing infrastructure investments on their employment character. It is also an opportunity to engage in further reforms of the social protection systems, including the building up  of health insurance for all, doing away with general subsidies and using them for targeted poverty reduction programs, and establishing unconditional cash transfer systems, to name a few. 

Rainbow approach:  Now is also the chance to promote clean technologies as a driver for growth and employment.  While the potential of green technologies for productive and labor intensive growth is not yet fully understood, Asian countries and forward looking entrepreneurs show a growing understanding of this sector's opportunities. Employment based growth with social inclusiveness and clean production technologies is what we call the rainbow approach – blue for broad based, red for inclusiveness, and green for sustainable growth.
ADB's response to the global recession is through additional financial support:  During its recent Annual Meeting in Bali, ADB provided a strategy paper on its response to the global economic slowdown.
 ADB sees the recession in Asia as a very serious threat to the region's growth and social stability. To address crisis related issues, ADB is increasing its yearly lending volume in 2009 and 2010 to USD 11.5 billion loans plus $3.5 concessional and grant finance. For countries with balance of payments problems it will use it's just approved $3 billion Counter Cyclical Support Facility. All these moneys shall be used to finance public sector operations to regain growth through infrastructure and social protection investments, guarantee private sector investment and trade finance, and strengthen at the regional level financial surveillance and economic, financial and social knowledge about the crisis and how to react. In the context of our new development strategy (Strategy 2020), government's demand, and our comparative advantage vis-à-vis institutions like the World Bank, ADB as a regional development bank is trying hard to do more not only in infrastructure and finance, but also in the social sectors, especially in labor-market relevant education and in social protection.

The Hanoi social impact conference: Let me mention here perhaps one major conference ADB is doing together with development partners on the social side. It is the 28-30 September 2009 conference with ASEAN on the social impact of the global economic crisis on Asia`s poor and vulnerable people. I hope we see some of you there so that we can discuss our common agenda for a more inclusive Asia further.

5 The window of opportunities is small – that is why we need to be more active now
Regional institutions: The global recession has major impacts on Asia's real economy and social systems.  So far, regional institutions like ASEAN plus 3 do barely discuss the social and real economy implications. Rather they focus on the financial side such as the Chiang Mai initiative or on regaining trade (ASEAN+3). This is important, but it does not set the full stage for a more balanced growth path in Asia. 

The crisis is a chance for a new social deal: The global recession provides a major chance for Asian governments and their development partners to engage in important social reforms and new labor market challenges of the future. It provides the chances to create new jobs in green technologies to address climate change, and at the same time building up new social protection systems for the vulnerable poor especially in urban areas. The way forward is to bring labor market and social protection dimensions into the currently designed rescue packages by stressing the positive implications for economic growth. This needs to be discussed with high level government officials, in the first place from the finance, planning, and economy ministries, as well as with social or labor – ministries.

Urgency: All this needs to be done urgently. In the Asian context of family care systems and high out-of-pocket expenditures for social services, social development and social protection will only find major public support, when it is designed and presented as a stimulus for economic growth in a changing world. We do not have time for long-winding discussions any more. We need actions to influence policy makers now. The next 3-6 months bear the chance to bring a more inclusive and socially sensitive Asia to the agenda of all relevant institutions. Once the rescue packages will be implemented, there will be little money left to rebalance the agenda.

Hope this was "stimulating" as the organizer wanted me to be. I am looking forward to our discussion.
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