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EXECUTIVE SUMMARY

Asia is currently experiencing the world's most serious recession since the 1930s. The
recession has affected the region in various ways, the most significant impact being on trade
through value chains. The effectson Asi ads | abour mar kets,veworker
been far-reaching. This study discusses the findings of country field studies to understand
the varied impacts of the slowdown on value chain labour markets across a variety of
industries and countries. It analyses data on the Footwear industry in Vietnam, the furniture
industry in Indonesia and Vietnam, and the Electronics, Furniture, Toy and Textile and
industries and informal sectors in China. The study makes use of Global Value Chains
(GVC) typologies drawn from the work of Gereffi et al (2005, 2006) as a heuristic to analyse
the impact of the crisis on enterprises, workers and households. The study also provides
initial recommendations for policy-makers in Asia.

Findings

All GVC sectors surveyed have been impacted by the downturn in different ways:

9 In the Furniture industry (in both China and Indonesia) and the Footwear industry (in
Vietnam) demand has fallen in over 90% of enterprises.

1 In the Chinese electronics industry and toy industry, demand has fallen in 67% of
enterprises.

1 Inthe Chinese textiles industry 56% of companies claimed that demand has fallen.

Enterprises across the sectors and across different tiers have responded to the downturn by
reducing workersdé hours and retrenching workers.
1 In the Textiles, Electronics and Toy industries, 100% of enterprises surveyed said that

they had made adjustments to their labour force since July 2008.
1 In the Footwear industry, the proportion of businesses was 96%
9 In the Furniture industry the proportion was 70%.

In terms of the average number of jobs lost in each enterprise, the Footwear industry and the

Electronics industry were by far the hardest hit. There is a general trend of declining average

working hours and declining average earnings amongst all of the industries surveyed. The

two industries that appear to be worst affected by this are the Footwear industry (exclusively

in Vietnam) and the Furniture industry (in Indonesia and China). The Viethamese Footwear

industry is part of a dp®ed val ue chai n nbre lkdly td transmithskeooks y i s
experienced by a fall in demand for products in the destination countries. The Furniture

industry in both Indonesia and Chinaisa é Mir ket 6 value chain, where |
desert suppliers and source cheaper product elsewhere.

Across all sectors the study demonstrates that temporary and migrant workers are the most

vulnerable to retrenchment and changes in their wages and working hours. Vulnerability

mani fests i tself t hrough changes i n wor ker s a
necessities such as food/nutrition and utilities/transportation as well as discretionary

expenditure on entertainment and consumer durables.

Recommendations

Across all countries there are clear steps which governments can take to protect the most

vulnerable workers from the impacts of the slowdown. Governments should:

9 Provide stimulus for domestic industries, increasing domestic demand for goods
produced in value chains

1 Provide alternate sources of trade finance for enterprises which are struggling to access
finance from traditional sources

1 Ensure that migrant workers have access to social protection systems in regions where
they work.
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1. INTRODUCTION

Asia is currently experiencing the world's most serious recession since the 1930s. The
recession has affected the region in various ways, the most serious impact being on trade
through value chains (ADB 2009). The effectson Asi ad6s | abour mar
families have been far-reaching. Retrenchments have been widespread in many export-
oriented manufacturing industries across the region, and working hours and wages have
fallen. In response, millions of workers are migrating back to rural areas and/or shifting to
informal and vulnerable employment.

A primary concern is the impact on household poverty. In particular, for those workers and
households which have risen just above the poverty line in recent years, thanks to enhanced
market integration and new formal employment opportunities. These workers and
households are now very vulnerable to falling back into poverty as a result of the crisis.
Therefore the current crisis has significant implications for labour market and social
protection policies.

This study discusses the impact of the global economic slowdown on value chain labour
markets in the industries and in specific geographical areas across the Asian region where
the slowdown has had a significant impact. Through analysing value chains, it makes an
initial attempt to assess the impact of the crisis on enterprises, their workers, and local
governmentséservice provision. The study also provides initial recommendations for policy-
makers in Asia.

The specific objectives of the study are to:

9 Develop a conceptual framework to analyse the different impacts of the crisis on value
chain labour markets across Asia.

1 Map the impacts of the slowdown on value chain labour markets across 5 sectors in Asia

1 Make an initial attempt to measure the impacts of the slowdown in value chain labour
markets:
0 On gendered employment roles.
o On migrant workers and their remittances
0 Across the formal/informal sectors

1 Analyse policy interventions in response to the slowdown and identify initial indications of
good practice.

9 Suggest pointers for policy interventions that governments can take to minimise the
impacts of the slowdown across different value chains.

The paper is structured as follows.

1 Section 1 provides an introduction to the study.

9 Section 2 provides a literature review. It argues that the way that global value chains have
developed in Asia has profound implications for trade and labour markets in a downturn.
Variations in the severity of the downturn can be partly explained by:

o Differences in income elasticises of demand for goods produced

0 The type of relationships between firms within value chains.

Despite these variations one might expect the same worker groups across value chains
to be vulnerable to changes in their employment relationships. Studies show the most
vulnerable workers in all sectors and countries tend to be women, migrants and those
whose position in the value chain cross the formal/informal economy. Policy responses
therefore need to be sensitive to the needs of these most vulnerable groups.

1 Section 3 provides an overview of the study methodology, the approach which draws on
local study reports and data from 4 countries (see Figure 1, below).

l|Page
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Country Sector

China Electronics, Furniture, Toys
Philippines | Electronics

Philippines | Business Process Outsourcing

(BPO)
Indonesia Furniture
Vietnam Footwear

Figure 1: Summary of Country Studies

9 Section 4 presents an analysis of the country studies and survey data. The analysis
follows the structure of the field surveys, examining the impacts of the slowdown on
specific sectors, drilling down into the impacts at enterprise, worker and household levels.

9 Section 5 provides conclusions and policy recommendations on how governments might
respond to the slowdown to protect the most vulnerable workers from the worst effects of
the downturn.

2. LITERATURE REVIEW AND CONCEPT DEVELOPMENT

2.1 Conceptualising Global Value Chains (GVCs) and Labour Markets in Asia

2.1.1 Uneven Falls in global trade and GVCs

One of the distinctive features of the current economic slowdown has been the fall in world
trade, at a rate unmatched in the post-war period. The International Monetary Fund (IMF)
predicted that world output would only fall by 0.5% in 2009. In comparison the World Trade
Organisation (WTOQ) predicted that the volume of trade would fall by as much as 9% in 2009.
These global figures however hide regional and sectoral variations. Figure 2 shows
variations in country exports for selected Asian countries over the period September 2008 to
June 2009. The figure shows that different countries exports have contracted at various
rates. The Philippines and Taipei appear to have been hit hardest, with the Philippines
experiencing a 40% decrease in exports and Taipei experiencing a 42.2% fall in December
2008 and a 44.5% fall in January 2009. China appears to have fared relatively better with
monthly export figures down 25.7% in February 2009 and rising steadily since.
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Figure 2: Exports of selected Asian Countries, Monthly percentage change (YTY) (taken
from ADB 2009)

There is a varied picture too when sectors are compared. The Philippines electronics

industry experienced a 20-30 % contraction in 2009 (Lopez 2009). The Viethamese footwear

industry experienced a 10% slowdown in the first seven months of 2009 (Nguyen 2009) and

the Indonesian furniture industry export value dropped by 35% in the first quarter of 2009

(Tambunan & Sugarda 2009). Furthermore in March, the WTO warned that the prospects

for Asian export trade were especially bad, particularly for automobiles, electronics, and

other consumer durable goods. These sectors are highl yGVCsant egr at
and are particularly susceptible to changes in the economic cycle.

GVCs cut across national borders. In many cases, small steps in the production process are

carried out in different countries, with components and part-finished items crossing borders

multiple times during the production process. Y i (2009) refers to this
specialisationd  a sountry industries are integrated into GVCs by specialising in small

parts of an overall process. Every time components or part-finished items cross a border,

they are included in the trade figures, as illustrated by Fig. 3, (Baldwin 2008 adapted from
Hiratsuka (2005)). The diagram shows that for one hard-drive assembled in Thailand,

exports will appear in the trade figures for a wide variety of countries in Asia.
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Fig. 3 Value Chain map for a hard disk drive assembled in Thailand

The falls in trade figures relative to output cannot simply be explained by multiple counting
due to the way GVCs span national borders (see for more analysis Escaith & Gonguet 2009,
Milberg and Winkler 2009 and Yi 2009). Trade through GVCs is also affected by access to
credit, which in normal times acts to smooth trade. Trade finance includes tools such as
letters of credit and pre-export financing such as domestic bank credit and trade credit'. The
international banking crisis has made it more difficult for importers and exporters to raise the
credit required to finance production. In November 2008, the International Chamber of
Commerce (ICC) commissioned a report on access to trade finance (ICC 2008). The report
noted that, during the crisis, demand for trade finance resources had grown exponentially,
but the environment was fAdcreating a risk
and the funding providers (i.e. private and public financial institutions) were insufficient and
scattered.o Furthermore the report argued weaker emerging economies such as Pakistan,
Bangladesh and Vietnam were hit first. GVCs can therefore be considered a channel for the
rapid transmission of financial shocks, in particular througha negati ve i nte
ef fect 0 ial®fcredtt inghaters in one country leads to credit problems for sellers
in others, reducing their access to credit, affecting in turn their ability to import and furthering
the cascade (Escaith & Gonguet 2009, Milberg and Winkler 2009).

2.1.2 Theories of GVC development and governance

Since much of A s i a Gssorggnised dnu@VCd @assing national borders, and
because of the rapid transition of financial shocks through GVCs, one might expect a
disproportionate fall in trade during an economic slowdown caused by a banking crisis (see
Escaith & Gonguet 2009, Milberg and Winkler 2009 and Yi 2009). However this does not
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explain why some chains are affected more than others. To some extent this can be
explained by the relative long-run income elasticities of goods produced causing variation in
falls in demand. As Engel® curve" suggests relatively expensive consumer goods, such as
automobiles and some high-tech electronics, tend to be relatively more income elastic than
cheaper consumer goods like footwear and apparel. Another reason why some value chains
appear more vulnerable than others could be attributed to the power relations between
different organisations in the value chain. The literature pays particular attention to who
captures most value from the chain; and which actors have most power.

Value chain academics have developed a number of useful typologies for understanding
differences between value chains. The simplest distinction is between buyer-led chains (e.qg.
in high fashion consumer goods such as garments) and producer-led chains (where levels of
mechanisation and capital investment is high - such as auto parts). Gereffi et al (2006)
develop a categorisation of GVCs according to the level of industrial upgrading, this
categorisation includes: OEM (Original Equipment Manufacture), ODM (Original Design
Manufacture) and OBM (Original Brand Manufacture) (Gereffi 1999, 2006). At the OEM
level, firms or sectors engage in assembly or basic manufacture only and very little of the
c hai n o & captaréduMore advanced stages of manufacturing require design and brand
capabilities which tend to be linked to supplier upgrading and greater value capture.

The third useful typology is Gereffi et al& (2005) typology of GVC governance. This seeks to
understand industrial organisation, the power relations between actors and therefore
suppliers6scope for capturing more value from the chain. The theory suggests there are
three important variables which contribute to how a value chain is governed and develops.

These are: the complexity of transactions, the ability to codify information (e.g. design

variables, quality labour & environmental standards) and the capabilities of the supply base.

These variables can be determined by technological characteristics of products and

processes and often depend on the effectiveness of industry actors and the social processes

surrounding the development, dissemination and adoption of standards and other
codification schemes. The theory generates five types of governance relationships which
can occur in GVCs 1 hierarchy, captive, relational, modular and market i which range from

high to low levels of explicit coordination and power asymmetry as follows (See Fig 4):

1 At one end: high levels of explicit coordination and power asymmetry (Hierarchy);
product specifications cannot be codified, products are complex and competent suppliers
cannot be found; lead firms develop and manufacture in-house.

9 Captive global value chains occur where codification is possible, complexity is high but
the supplier capabilities are low. This model is analogous to the direct control of
hierarchy; this suggests a high degree of explicit coordination and large power
asymmetries.

1 Relational global value chains occur when product specification cannot be codified,
transactions are complex and supplier capabilities are high. There is a more symmetrical
power balance between firms given that both contribute key competencies. Explicit
coordination is high, but achieved through dialogue between more or less equal partners.

1 Modular global value chains occur when the ability to codify specifications extends to
complex products and the capabilities of the supplier are high. As in markets, switching
customers and suppliers are relatively easy. Power asymmetries are relatively low
because both suppliers and buyers work with multiple partners.

1 At the other end: low levels of explicit coordination and power asymmetry between buyers
and suppliers (Market); when transactions are easily codified, product specifications are
relatively simple and suppliers have the capability to make the products in question with
little input from buyers.
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Fig. 4: Typology of value chain governance

Market Modular Relational Captive Hierarchy
End Use Customers Lead Lead
A Firm Firm Lead Integrated
Firm Firm
gl.£
T & Turn-key Relational
Z10 Supplier Supplier
A A ; ;
Component and Component and
Materials Suppliers Material Suppliers Material Suppliers Captive Suppliers
Low < Degree of Explicit Coordination > High
Degree of Power Asymmetry
Complexity d Low High High High High
transactions
Ability to codify High High Low High Low
transactions
Capabilities in the High High High Low Low
supplybase
Case Study Furniture Electronics (current) |  Apparel (current) Appare| Footwear Electronics
Automobile (industry infancy) (industry infancy)

The small line arrows represent exchange based on price while the larger block arrows represent thicker flows of infotattgtjiad from Gereffi et al 2005)
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The following case studies illustrate how governance structures evolve over time and shed
light on changes in global value chains.

Apparel Industry - from captive to relational: East Asia has been the epicentre of export-
oriented apparel production in the latter part of the twentieth century. Gereffi at al. argue
that the key to its success has been the increases in supplier competence, and that this has
been the main driver behind the shift from captive to relational value chains in the apparel
industry. Industry suppliers have moved: from the assembly of imported inputs - typically in
export-processing zones 1 to full-package supply, a more domestically integrated and
higher-value-added form of exporting broadly; from explicit coordination in the form of cut
fabric and detailed instructions to more intense interaction and complex forms of
coordination, knowledge exchange and supplier autonomy. From a development
perspective, the main advantage of this is that it allows local firms to learn how to make
internationally competitive consumer goods and generates substantial backward linkages to
the domestic economy.

Electronics - from hierarchy to modular and beyond: For most of the twentieth century, the

electronics industry has been dominated by large, vertically integrated firms. In the 1960s

and 1970s, a components industry grew and merchantfi r ms t ook the role of
the civilian electronics industry in the 1980s began to grow rapidly with the personal

computer, a range of other value chain functions were outsourced. Most recently the
manufacturing procestssaurseddd iisn genretrraddty manuf -
the 1990s many major product-level electronics firms ceased manufacturing. This drove a
significant share of the worldobés electronics proc
operating contract manufacturers. Global contract manufacturers introduced a high degree

of modularity into value chain governance because the large scale and scope of their

operations created comprehensive bundles, or modules, of generic value chain activities that

can be accessed by a wide variety of lead firms.

These typologies are a useful heuristic to think through the uneven impacts of the downturn
on different sectors/countries labour markets. In theory, the more value chains reflect the
market-based typology (described above) the more flexibility suppliers will have to find new
buyers and protect themselves from falls in demand from overseas clients. The flipside of
this is that in such Value Chains, buyers are also free to walk away from suppliers. In captive
and relational forms of value chain governance, a supplier may be locked into relationships
with lead firms in value chains and therefore more subject to the vagaries of the slowdown in
consumer markets, if their buyers are adversely affected.

2.1.3 The linkages between GVCs and labour markets

The relations between developed world companies and their Asian suppliers in GVCs have

huge implications for workersd | \aechanwabaues and
markets are characterised by:

9 Poor labour standards (Impactt 2007, 2008)

9 Highly Gendered job roles and labour markets (see for example Barrientos 2001)

9 Industrial agglomeration and migrant workers

9 Forward and backward linkages with the informal sector

Since the late 1990s there have been vigorous and ideological debates over: whether the
growth of value chains in Asia has led to sustainable and healthy growth contributing to
increased welfare for all; or whether due to the types of jobs created and the competition
between countries has led to dmmiserating growthd and racé t o taseourriest t o md
compete to make their labour markets flexible to attract foreign direct investment. The
Western mediahasst er eot yped production jobs in gl obal

7|Page



impactt

-

P Draft 1

due to the many incidences of poor labour standards including poor wages, excessive
overtime, and weak worker representation found in factories in Asia. Impacttd slata" on
labour market working conditions tends to confirm this. Data collected from 98 worksites®
covering 63,000 workers across a wide range of industries (apparel, consumer goods,
services and extractive industries) between August 2007 and July 2008 found:
1 49% of sites failed to pay the applicable minimum wage

0 In China 73% of sites failed to pay minimum wages

0 In South Asia 36% of sites failed to pay minimum wages
1 Workers at 71% of sites worked more than 60 hours a week
1 29% of sites held deposits from workers
1 Only 2% of sites had effective union representation.

GVC labour markets are highly gendered, as Oxfam (2004) notes: i At the end of

[ s uper maalde €hams®) the majority of workers 1 picking and packing fruit, sewing

garments, cutting flowers i ar e women. 06 Furthermore Barriento:
gendered analysis of value chains is crucial to broadening understandings of how value

chains operate. According to Barrientos, Aif emal e empl oyment at speci fi
pl ays an essenti al role in facilitating fl exibl e
this empl oy ment é pfunatiprsin aating ab artqufter against insecurity and risk

for producers at t he wébalp.B)stCapsotiinntg osfk itlHe cltsaiodr
allow the recruitment of highly skilled flexible employees at lower labour cost and higher

productivity than men. Put simply in general, producers in value chains can hire women

under more flexible terms, at cheaper rates than men and make them work harder, because

womenos wor k i s d e emdahe ILO epsedict thahpmmen awillt be
disproportionately hit by the slowdown, it projects a 5.7 percent rise in unemployed women

in 2009, compared to 4.9 percent for men Furthermore, whi | st wo n{gchié wlued o r k
lessthan men 6 s wor k, womenbés wages often contribute

household incomes (Reuters 2009). Thus as women are pushed out of the formal labour
market there can be wider consequences for household incomes.

Industrial production is highly regionalised with geographically concentrated industrial

clusters, taking advantage of 6 ag gl o me r ‘at¢ dompensatecfar theosmallescalé

of the individual firms (see Nadvi 1999; Nadvi and Barrientos 2004). As production in many

sectors is regionally concentrated, many workers in global value chains are either internal or

international migrants. Furthermore, migrant workers who have travelled long distances,

whether internationally or domestically to their workplace are especially vulnerable to poor

labour standards. Migrant workers tend to work on a temporary basis and are more

vulnerable to abuse, less able to organise, and therefore often find themselves accepting

pay and work conditions far below local norms. In China, it was estimated in 2007 that 150-

200 millionrural-t o ur ban migrants had mowvefdvorkandbettei nads ¢
|l ives in what has been called fAthe worl dbés | ar ge
In a downturn, migrant workers are likely to be one of the most vulnerable groups to changes

in income and work conditions.

The informal sector, existing beyond labour market regulation, is often considered the most
disadvantaged of the urban labour markets, since it provides precarious jobs/livelihoods
often bordering on subsistence. There are many forward and backward linkages with the
informal sector created by GVC industries. Factories are served by many informal and
formal service providers, including transport, food and catering and others. Sometimes
value chains themselves extend into the informal sector. In the garment industry, in many
countries, informal labour providers are used by factories to source workers and take on
some or all of the related employment obligations. Outsourcing production to agents and

! By worksite we refer to to factories, production sites, plantations, quarries, etc.
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homeworkers in the informal sector is also well documented. For example, in 2008, the
BBCO6 ®#ancrama 6 Pr i mar k o progtarnee expasedkubauthorised outsourcing and
child labour in the Tirupur garment industry?. Measuring the scale of impact of GVCs on the
informal sector is difficult, but, to give an indication of scale, work carried out to map
homeworkers linked to one garment Value Chain in Guangdong Province, China, identified
a negtwork of around 3,000 home workers, about 1,000 of whom were active at any given
time”.

Taken together, it is reasonable to assume that the most vulnerable workers across all value
chain sectors will be migrants, workers employed through agencies on temporary contracts
or spanning the formal/informal boundary and women.

2.2 How enterprises and labour markets may respond to the slowdown

In times of crisis value chain labour markets are likely to be affected in different ways and to
a greater or lesser extent. It is important to understand how firms in different sectors will
respond to a contraction in income. The key questions are: How are labour markets
adjusting? What groups are the most vulnerable to changes in labour markets through
increased unemployment and reduced wages?

As analysis conducted by the Asian Development Bank (ADB) shows, unemployment is on
the rise across much of Asia (See Figure 5). Aggregate figures however can mask significant
changes in the labour market such as the movement of workers from manufacturing to the
service or informal sectors. It also hides underemployment where workersdhours have been
cut.

Country 2007 2008 2009
China 4.0 4.2 4.3
Hong Kong 4.0 3.3 51
Indonesia 9.8 8.5 8.1
Malaysia 3.2 3.3 4.0
Philippines 7.4 8.0 7.5
Thailand 1.6 1.7 2.1
Vietnam 4.6 4.6 n.a

Figure 5: Unemployment across Asia (Adapted from ADB 2009)

This is significant as GVC enterprises are likely to reduce workersd hours and reduce
workersbwages in response to a drop in trade. This can have profound consequences for
the most vulnerable workers. In many countries across Asia, statutory minimum wages
often fall behind the cost of living, meaning that workers are unable to provide for the basic
needs of themselves and their families. Industry standard wages are often higher than the
minimum wage, however they too regularly fall short of a living wage T a wage which
meets the basic needs of a worker and their family and provides some discretionary
income (Traidcraft & Impactt 2008). Workers who do not earn a diving wageg@ either through
their normal hours or overtime hours, can be forced into a cycle of poverty. To earn
sufficient wages, workers need to work overtime, which may be denied to them during a
crisis.

In extreme cases, GVC enterprises are likely to retrench workers pushing the most
vulnerable workers 7 such as migrant workers, temporary workers and women i into the

2BBC Panoramaé Pr i mar k o http:/tnéws.bbR @ akélhi/programmes/panorama/7468781.stm
8 Impactt Limited (2009) Network Clothing: Mapping Homeworker Supply Chains
http://www.impacttlimited.com/case-studies/network-clothing-mapping-homeworker-supply-chains/
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informal economy. As the crisis deepens and more workers are retrenched, these demand-
side factors can be influenced further by supply side factors such as migrant workers
moving back home thus reducing the size of the labour market. As retrenched migrant
workers move away from industrial regions, this may hamper sector efforts to recover as
demand renews. Enterprises may discover that there are short-term labour shortages as
workers have moved away. There is some anecdotal evidence to indicate that this is
already happening in China. In August, the China Daily (China Daily 2009) reported that
many factories in the Pearl River Delta region had reported that workers were in short
supply following increases in domestic and overseas orders in the second quarter of 2009.

2.3 Policy Implications

Any response to the downturn must simultaneously protect jobs, but also continue a process
of industrial upgrading. The implication is that, where industrial upgrading has occurred and
enterprises can capture more value from the chain, there is greater flexibility to respond to
shocks. Industrial upgrading is therefore a win/win. In good times enterprises capture more
value from the chain and in times of crisis they are afforded more flexibility.

In view of the fact that many value chain jobs are considered to be poor quality jobs,
governments may consider the slow down an opportunity to shift away from poor value
sectors to sectors where more value can be captured. This may be a risky strategic response

to the d¥wentucal Bpecialisationdé is the outcon
bet ween a wide array of factors incl udises; a co
position in the GVC as wel/l as a countryods ec
considera bl e -depmearndency 6 in a countrybés economic de\

governments from adopting a new economic development strategy as a response to the
downturn. There is evidence from this study, however, that this can happen, for example
there has been some shift in employment in the Philippines away from the electronics sector
towards Business Processing Operations (BPO) (Lopez 2009).

The literature indicates that there are a number of policy implications for Asian states

attempting to respond to the downturn including:

1 Need for fiscal stimulus in the short-term to support aggregate demand

1 Need to address the issue of protectionism in a globalised world where GVCs cross
multiple borders.

1 Need to ensure that enterprises have sufficient trade credit to continuing exporting in the
downturn.

1 Need to switch from a focus on export markets to expand domestic markets for
manufactured goods.

1 Need for expanding intra-regional trade in finished goods

1 Need to enhance social security safety nets, especially for vulnerable workers.

In the short-term, Keynesian fiscal stimulus programmes can help support aggregate

demand. In November 2008, the Chinese government announced a $586 billion stimulus to

be spent by 2010 on a range of national infrastructure and social welfare projects, this huge
stimulus was esti mat ed The Ecormist @009 &tate€ that raslyo s GDP .
indications show that Asia is leading the world out of the crisis and has dubbed Asi abs
recovery Othe astoni siIimndis gtleaseib paat mukd&a theTrtassise r e b o u
economic stimulus package announced by China.
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Policy makers and governments are likely to experience political pressure to protect
domestic industries during an economic downturn. A traditional response has been to
impose tariff and non-tariff barriers. One implication of the growth of GVCs which cut across
national borders is that traditional forms of protectionism such as tariff barriers on imported
goods are more likely to have negative impacts as countriesé economies are interlinked
through value chains. Making components more expensive to import is hardly likely to
protect jobs. Baldwin & Evenett (2009) suggest that, unlike in the 1930s, protectionism in
the current crisis is likely to take a murkier form, which discriminates against foreign firms,
workers and investors in subtle ways. Murky protectionism, they argue, takes the form of
6abuses of health and safety regulations, and
spending to domma gldabaiseweacanamny that depends on value chains and
co-operation between countries, they argue that all forms of protectionism should be strongly
resisted.

Conventional wisdom suggests that Asian export markets will not recover until the
economies of their customer markets have recovered. However the Economist (2009)
suggests that this may not be the case. Domestic demand for consumer goods in some
parts of Asia, particularly in China (due partly to stimulus measures) has expanded. In
China, real consumer spending in urban areas is up by almost 11% and car sales are up by
70% on 2008 (ibid p. 58). Milberg & Winkler (2009) suggest that other economies in Asia
have to follow suit and find other non-export sources of demand, or diversify trade patterns
to focus more on trade with other Asian economies. In the long-term the crisis may reinforce
existing trends as consumer demand for value chain consumer goods shifts from the US and
Europe to Asia.

Trade unions have an important role to play to protect the most vulnerable workers at
various levels of the global economic system. In April 2008, The Global Unions group
lobbied the IMF and World Bank to shift their policies on the conditionality of loans to ensure
that countries helping to protect the most vulnerable workers could access finance to
stabilise their economies during the downturn (Global Unions 2008). At a country level, trade
unions are changing their stances on protecting vulnerable workers. For example in
February the All China Free Trade Union (ACFTU) announced that it was extending help to
10 million migrant workers unable to find employment. The union& help included
employment assistance and job training for 5 million migrant workers and legal assistance as
well as basic financial aid for another 5 million (China Daily 2009b). In the Philippines the
Trade Union Congress Philippines has lobbied the government to extend social protection
systems for laid-off workers in the electronics sector.

Along with supporting production through stimulus programmes and encouraging
intraregional trade Asian countries have to ensure that social protection programmes protect
the most vulnerable workers and households from the affects of the downturn.

3. METHODOLOGY

The study methodology used a phased approach and drew upon different forms of analysis
as outlined below:

1) Desk-based study: Impactt conducted a desk-based study of the available literature
(academic literature, articles and reports) on value chains and labour markets to
understand the variety of likely affects of the slowdown on value chain labour markets
across Asia.

2) Field Studies: Primary data was collected by local research teams in the study countries.
Figure 6 shows the region and sectors of each of the local studies:
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Country Sector Study Area Author Sponsoring
Agency
China Electronics, Pearl River delta | Xiulan Zhang ADB
Furniture, Toys (Shenzen)
Philippines | Electronics Cavite Malou Lopez ADB
Indonesia | Furniture Cirebon, Jepara, | Tulus Tambunan & | GTZ
Solo (West and | Ardha Sugarda
Central Java)
Thailand Automobiles Rayong & | Archanun ILO
Chonburi Kohpaiboon, Pisut
provinces Kulthanauvit,
Prasert Vijitnopparat
&
Nongnuch
Soonthornchawakan
Vietnam Footwear Ho Chi Minh City Hao Nguyen GTZ

Figure 6 Summary of local study sectors

Field surveys were conducted targeting enterprises, workers and households. Figure 7
outlines the target group for each survey questionnaire and the number of respondents to
each survey. Survey questionnaires asked a range of questions to understand the impact
of the downturn on the target group, and how enterprises, workers and households have
responded to the changes in their circumstances as a result of the global economic
slowdown.

Survey Target Group Envisaged
number  of
respondents

Enterprise Survey | Enterprises, 1% tier suppliers, subcontractors and 2™ | 40-50

tier manufacturers

Worker Survey Workers affected by the slowdown, some of which | 75-100

have been retrenched and others are vulnerable to
retrenchment

Household/ Households of workers working or recently | 40-50

Community Survey | retrenched from the target sectors

3)

Figure 7: Overview of field surveys

The surveys were supported by focus group discussions and interviews with key
informants in the study sectors. Each research team conducted their own analysis of the
field study data and collated a report on the impact of the slowdown in each of the study
regions.

Value chain overview: Impactt conducted its own analysis on value chain trade data and
linked it to the findings of the local studies to draw out trends across the study countries.
The analysis presented is based on data received from the individual country studies that
have been conducted on behalf of the Asian Development Bank by partner organisations
such as the ILO and GTZ. At the time of writing, data has been received for 5 countries
as outlined in Figure 8 below.

Country Enterprise Worker Household Written Report
Level Survey Survey Survey

China V V V X

Indonesia - V V \% \%

Furniture
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Philippines - X* V Y \
Electronics
Thailand - X X X \%
Automobile
Vietnam - Vv V Y Vv
Footwear
Figure 8: Data and reports received from local partners September 2009 *The Enterprise
level data available for the Philippines was for Support Services rather than Electronic
manufacture

Impactt analysed the data provided from the individual company studies using SPSS.
Correlations were tested using a Pearson Chi-Squared test, and some variables were
analysed using independent samples t tests. Throughout the analysis a 95% confidence
level has been used when interpreting whether results are significant. The data analysis
that was possible here has been constrained by 2 factors:

1 Not all country studies have analysed the impacts on Workers, Enterprises and
Households separately. For example, the Philippines study did not analyse the effect
on Electronics and Business Process Outsourcing (BPO) enterprises, but sampled
the enterprises that provided support services to these industries (e.g. catering).

1 Sample sizes varied considerably between the country studies, meaning that some
comparisons are not statistically representative. Nevertheless these provide
important findings that are indicative of some of the complex impacts of the
slowdown.

1 The individual country studies have not collected a standardised set of data; different
local research partners had modified their questionnaires to reflect the sectors
studied and local context, consequently the data received was not in a standard
format. For example, one study may have collected data on the change in income
levels since the economic crisis began, whereas another study may simply have
collected data on whether or not income levels have fallen.

This paper attempts to present the fullest possible analysis given the data limitations

outlined above.

4) The final phase included synthesis and report writing: Impactt developed a report for
presentation at the 4th ASEAN+3 High-Level Seminar on Poverty Reduction, and
Asia-wide Regional Conference, Seminar and High-level Meeting on "The Impact of the
Global Economic Slowdown on Poverty and Sustainable Development in Asia and the
Pacific.

4. ANALYSIS OF FIELD DATA

This report analyses the findings of the individual country field studies to understand the
varied impacts of the slowdown on value chain labour markets across a variety of industries
and countries. We have analysed data on the Footwear industry in Vietham, the furniture
industry in Indonesia and Vietnam, and the Electronics, Furniture, Toy and Textile and
industries and informal sectors in China. We have analysed data from enterprise level,
individual worker level and worker household level.

4.1 Value chain typologies
To make meaningful comparisons between sectors and regions and to draw out the key

lessons for policy-makers across the region, this study has categorized the country value
chains according to the typology created by Gereffi et al (2005) in Figure 9.
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Country Sector Study Area Author Categorisation according
to Gereffi typology
Vietnam Footwear Ho Chi Minh | Hao Captive Low
City Nguyen flexibility
China Toys Pearl River | Xiulan Relational .
delta (Shenzen) | Zhang
China Electronics Pearl River | Xiulan Modular
delta (Shenzen) | Zhang
Philippines | Electronics Cavite Malou Modular
Lopez
China Furniture Pearl River | Xiulan Market
delta (Shenzen) | Zhang
Indonesia | Furniture Cirebon, Ardha Market \/
Jepara, Solo | Sugarda & High
(West and | Tulus flexibility
Central Java) Tambunan

Figure 9: Sectors by GVC typologies

Vietnamese Footwear Industry i Captive typology: the Viethamese footwear value chain
resembles the apparel value chain in its infancy. Viethamese manufacturers tend to
specialise in the assembly of footwear with raw materials and accessories being imported
from abroad. The sector is dominated by manufacture of sportswear brands and several
factories produce trainers for global sportswear brands such as Nike. Interviews with key
informants in the sector stated that they were worried about what would happen if Nike
cancelled orders. The high degree of power asymmetry between buyer brands and
manufacturers suggests that the value chain for the Viethamese footwear industry can be
characterised as a captive value chain.

China Toys and Textiles: It is difficult to characterise the Chinese toy and textile industries
according to Gereffi typology. The Chinese toy and textile sector is characterised by some
factories making specialist goods for brand name customers. These are likely to be relational
or captive value chains as well as factories making cheaper generic toys, these are likely to
be market based value chains.

Electronics T Modular typology: As Gereffi et al (2005) suggest the electronic industry
globally is in a process of transition from a hierarchy and captive type value chain to a
modular value chain as large turn-key suppliers introduced a high degree of modularity into
value chain governance. The Philippines electronic sector is well established and dominated
by large electronic original manufacture brands such as Texas Instruments.

Furniture 7 Market typology: The Indonesian furniture industry is a traditional hereditary

business dominated by small enterprises (SEs), a tendency to operate in clusters, with a

sophisticated multi-layered culture of subcontracting. The cluster in Jepara is perhaps the

most established and has bleedi dtersicatidedluea st ant
of know-how and skills in this region of Indonesia.
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4.2 Enterprise Level Survey analysis
All sectors have felt the dramatic impacts of the global economic downturn.

Viethamese Leather and Footwear Association (LEFASO) (2009) estimates that the
Viethnamese Leather and Footwear industry declined by approximately 10% in the first 7
months of 2009. Meanwhile, in the Philippines, Semiconductor and Electronics Industries in
the Philippines, Inc. (SEIPI) (2009) estimates that the Electronics industry contracted by
between 20 and 30% in 2009. In Indonesia, Association of Indonesian Furniture and
Handicraft (ASMINDO) estimates that the export value of the furniture industry fell by 35%
in Q1 2009. Figure 10 provides a case study on the impact of the slowdown on the Thai
automobile industry and Figure 11 provides a case study on the Indonesian furniture
industry.

Case Study: Global Recession and Labour Market Adjustment: Evidence of Thai
Automotive Industry

The automotive industry is a classic example of a GVC, in which each country tends to
specialise in different slices of the production process depending on their relative cost
advantage. In-country production also shows characteristics of clustering, with a car
assembler at the centre of the cluster, surrounded with numerous suppliers

The automobile parts sector has been hit hard by the global slowdown. Vehicle production
volumes contracted by 54% in the first half of 2009. Automobile suppliers have limited
options to seek new customers because many parts are tailor-made for individual car
models. Enterprises in the automobile parts sector have opted to terminate the contracts of
temporary workers, and reduce production staff working hours to mitigate the adverse
impact of global recession. Employment contraction in part suppliers (and indigenous
suppliers in particular) has been higher than for car manufacturers.

Many workers have been forced to leave enterprises, most as a consequence of reduced
working hours and therefore reduced pay. Temporary, young, and workers with low
education levels and less experience are the most vulnerable to retrenchment in the sector.
According to the worker survey, only 40 per cent of retrenched workers have accepted a
new job at the lower wage. Others have opted to remain unemployed.

Eighty-eight per cent of households have reduced their expenditure, including on foodstuffs,
but this has not affected their nutrition as many households supplement their food
expenditure with home-grown produce.

Two policy inferences can be drawn. Firstly, there is room for government to enhance
ent er pr i sterstan traired workérg/ by establishing an easy to access loan scheme
to enable enterprises to delay worker retrenchment and cope with any negative shocks.
Secondly,gover nment has t he ogegmanictshockialisgrbers 6 d a ¢
an unemployment insurance scheme and other social safety net schemes.

Case study adapted from Kohpaiboon et al (2009) Global Recession and Labour Market
Adjustment: Evidence of Thai Automotive Industry

Figure 10: Case Study Global Recession and Labour Market Adjustment: Evidence of Thai
Automotive Industry

Case Study: The Impacts of the downturn on the Indonesian furniture industry
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In August 2009, the Indonesian Rattan Furniture and Craft Producers Association (AMKRI)
announced that, due to the decline in foreign demand for Indonesian furniture, the industry
had been compelled to lay off nearly 35,000 workers in the early part of the year. In May
2009, the Chairman of the Association of Indonesian Furniture and Handicraft (ASMINDO),
Mr Tjahyono, announced that the export value of Indonesian furniture to a number of
countries has been declined by 30 per cent in the second quarter of 2009. This followed a
35% drop in the previous quarter compared to the same period last year.

As a result of retrenchments, workers in the Indonesian furniture industry have had to find
jobs in other sectors. Many women workers are now working as domestic servants. While,
laid off men have moved to other sectors including construction, services, trade and local
transport activities.

Case Study adapted from: Tambunan & Sugarda (2009) The impact of the global Economic
Crisis on the Furniture Industry in Indonesia

Figure 11: Case Study: The Impacts of the downturn on the Indonesian furniture industry

The data from the enterprise level surveys conducted in these countries support the view
that the slowdown has affected all sectors, but the impacts have varied between sectors.
56% of companies in the Chinese textile industry reported shrinking demand since the end
of Q2 2008. In the Chinese electronics and toy industries, demand has fallen in 67% of
enterprises surveyed and in the Furniture industry (in both China and Indonesia) and the
Footwear industry (in Vietnam) demand has fallen in over 90% of enterprises (See Figure
12).

Proportion of companies where
demand has fallen

100%

0%

80%

70%

91% 92%
67% 67%

60% 56%

50% -

40% = Proportion
30% -

20% -

10% -

0% -

Textiles Electranics Toys Furniture Footwear

Figure 12: Proportion of companies where demand has fallen

This suggests that the effects of the economic downturn have been widespread in all
sectors, with the majority of enterprises suffering in every single industry.

The fall in demand is reflected in the proportion of companies that have registered a drop in
revenues (See Figure 13).
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Proportion of enterprises where
revenues have fallen
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Figure 13: Proportion of enterprises where revenues have fallen

Across all sectors enterprises have responded to the downturn by adjusting their labour
forces (by either reducing wages, working hours and the number of shifts or by laying off
workers). This may be through reducing working hours, re-training and re-deploying workers
or, more dramatically, through cutting jobs. As Figure 14 shows, in the Textiles, Electronics
and Toy industries, 100% of enterprises surveyed had made adjustments to their labour
force since July 2008. In the Footwear industry, the proportion of businesses was 96% and
in the Furniture industry the proportion was 70%.

Proportion of enterprises where a
labour adjustment has taken place

100% 100% 100%
100%

96%
90%
80%
70%
70%
60%
50% = Proportion
40%
30%
20%
10%
0% ! ' ! ! !

Furniture Footwear Textiles Electronics Toys

Figure 14: Proportion of enterprises where a labour adjustment has taken place

Enterprises in the toy and electronics sector thought that they had seen the worst of the
slowdown with 89% of the Toy industry and 75% of the Electronics sector expecting an
increase in orders in the next six months. The Footwear and the Furtniture industry were the
most pessimistic about the slowdown, with 39% of the Furniture industry expecting a
decrease or no change in orders in the next six months. In the Footwear sector 32%
expecting a decrease or no change in orders in the next six months
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Proportion of businesses that forecast an Proportion of businesses that forecast a
increase in trade in the next 6 months decrease in trade in the next 6 months
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Fig 15: Proportion of businesses that forecast Fig 16: Proportion of businesses that
an increase in trade in the next 6 months forecast a decrease in trade in the next 6
months
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Fig 17: Proportion of businesses that forecast no change in trade in the next 6 months

4.2.1 The impact on jobs

The majority of firms in the Footwear, Furniture and Toy industries said that they had cut
jobs, however several firms reported having taken on additional employees since the
beginning of the crisis. Figure 18 below shows the proportion of companies in the various
sectors that have cut jobs, recruited new workers or not made any labour force adjustments.
For example, in the Footwear industry 68% of enterprises surveyed had cut jobs, while 4%
had taken on new staff.

‘ Proportion of companies

Job New No Total
Losses | Jobs Change
Footwear 68% 4% 28% 100%
Electronics | 32% 48% 20% 100%
Textiles 28% 28% 44% 100%
Furniture 54% 2% 43% 100%
Toys 60% 40% 0% 100%
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Figure 18: Proportion of companies in survey and employment changes since end Q2 2008

Although a significant proportion of companies in the Electronics, Toys and Textiles
industries have recruited workers, it appears that there is a net loss of jobs overall. In terms
of the number of jobs lost, the Footwear industry and the Electronics industry were by far the
hardest hit with enterprises shedding an average of 191 and 141 jobs respectively during the
period (see Figure 19 and 20 below).

Employment Changes Average job adjustment per company
200 Footwear Electronics Textiles  Furniture Toys
50.00
213
. 0.00 -
-1422 S
-50.00
®Job Losses 2
u New Jobs "—°_. -100.00 = Jobs
2
-150.00 096
-200.00 o007
-7000 -250.00
Figure 19: Employment changes by sector Figure 20: Average job adjustment per
company

Figure 21 provides a case study on job losses in the Philippines electronics sector as a
result of the closure of the longstanding Intel plant in Cavite.

Case Study: Intel Philippines announces closure of Cavite Plant

The Philippines Electronics sector is a key sourcing hub for some of the sectors biggest
brands: Intel has been operating in Cavite for 28 years and Texas Instruments in Baguio City
for 20 years. Ericsson, Fujitsu and Toshiba all use manufactured parts from these plants.
Furthermore the sector is an important contributor to Philippines exports, with some
estimates stating it accounts for60-7 0 % of t he countriesd expo

The downturn hit the sector hard. In 2008, the industry saw a 5% decline in exports. In
November 2008 exports were down 17% on the same period of 2007. From October 2008
to June 2009, 113 electronics companies with more than 60,000 workers have been
affected. More than 15,000 workers have been permanently displaced as a direct result of
the recession in the importing countries.

In January 2009, Intel Philippines announced the formal closure of its Cavite plant and
approximately 1,800 workers were laid-off. The company committed to offer severance
packages and a range of transition services.

According to Intel, the impact of the economic downturn was more severe than anticipated,
resulting in an uncertain outlook. The company thus decided to reduce its capacity by retiring
older facilities and closing five factories throughout 2009. This included the closure of two of
assembly test facilities in Penang, Malaysia, another one in Cavite, and two of its wafer
fabrication facilities in the United States. Between 5,000 and 6,000 jobs worldwide are
expected to be affected.
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Case study adapted from Lopez (2009) Philippine Country Study: The Impact of the Global
Economic Slowdown on Gender and Value Chain Labour Markets in Asia

Figure 21: Case Study: Intel Philippines announces closure of Cavite Plant

In theory, social regulations such as severance pay requirements act as a buffer for laid-off
workers and a disincentive to businesses to lay off workers. China, Indonesia, the
Philippines, Thailand and Vietnam and all have severance pay legislation. Severance pay
requirements are in general tilted towards job protection, meaning that the obligations on
enterprises are burdensome and this can play against job creation. The World Bank (2009)
suggest that during the 1998 Asian crisis failure to remit severance pay was a problem, with
many companies, especially SMEs failing to fulfil their legal obligations in this regard. More
research needs to be conducted to understand whether enterprises have been paying
severance pay and whether this has acted as a disincentive to laying off workers.

4.2.2 Working Hours and Wages

There is a general trend of declining average working hours and declining average earnings
amongst all of the industries surveyed as part of the country studies. The two industries that
appear to be worst off are the Footwear industry (exclusively in Vietnam) and the Furniture
industry (in Indonesia and China) (See Figure 22). The declines in both average working
hours and average earnings in these industries were significantly higher than average
overall declines (See Figure 22). In view of the number of job losses in the electronics sector
one might expect a similar pattern in labour adjustments. However this does not seem to be
the case, with enterprises only reporting small changes in the working hours for temporary
and permanent workers.

Proportion of Decline
Working Working
Hours Hours Earnings Earnings
Industry (Permanent) | (Temporary) (Permanent) (Temporary)

Footwear ‘
Electronics ‘
Textiles ‘
Furniture ‘

Overall 10.88% 12.06% 12.75%
Average

*NB this negative figure indicates an increase rather than a decline.

Figure 22: % Decline since end of Q2 2008.
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Average Working Hours Reduction

(Permanent Workers)
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25.00% 23:13%
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10.00%
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5.00%

0.56%
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-5.00%
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Figure 23: Average Working Hours Figure 24: Average Working Hours
Reduction (Permanent Workers) Reduction (Temporary Workers)

Figures 23 and 24 show that enterprises in the Furniture and Footwear industries have, on

average, reduced working hours more for temporary workers than they have for permanent

workers. The reverse is true for enterprises in the Toy, Textile and Electronics industries,

where working hours for permanent workers have been reduced more than those of
temporary workers. The furniture industry is a Omarketé
sector is a ©6c ap tbutbahiaretalyopréntensiad indwestries,iwhidgh might be

expected to be hit hard by the downturn and reduce hours for temporary workers.

Figure 25: Average Earnings Reduction Figure 26: Average Earnings reduction
(Permanent Workers) (Temporary Workers)

The evidence suggests that real wages for temporary workers and permanent workers have
fallen as a result of the crisis, with wages in the Furniture and Footwear sectors being hit
hardest. In terms of earnings, enterprises report having reduced the earnings of temporary

workers more than they have reduced the earnings of permanent workers (See Figures 25
and 26).

4.2.3 Analysis by tier of Value Chain
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