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Abstract

This paper investigates the youth labor market in the MENA region in order to identify
factors contributing to the persistently high rates of unemployment and joblessness
among MENA youth. The paper undertakes three parallel lines of inquiry. First, we
review characteristics and trends related to the youth labor market. Second, we review
findings from the research literature in order to identify determinates of labor market
outcomes for youth. Third, we use survey data from Egypt and Morocco to address
additional questions about the youth employment situation. While we do not test for
causality empirically in this paper, our analysis suggests several regional factors that may
be contributing to the high rates of unemployment and joblessness among MENA youth:
strong labor supply pressures, rising female labor force participation rates, and labor
market rigidities that may be interacting with these two factors. Public sector wage
premiums and bureaucratic obstacles to the development of private sector enterprises may
be especially important contributing factors. Despite many common regional trends,
MENA countries also face unique circumstances suggesting unique policy prescriptions.
This is especially true in comparing GCC and non-GCC countries.
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1. INTRODUCTION

The economies of the Middle East and North Africa (MENA) region are diverse
in many ways but their fortunes have largely depended on the presence of oil in the
region. The oil boom of the 1970s benefited oil-producing countries as well as non-oil-
producing countries (through remittances of migrant laborers, trade, capital flows, and
bilateral aid). Between 1960 and 1980, MENA was second only to East Asia in terms of
per capita income growth, averaging close to 3.5 percent per year. By the early 1980s,
the oil boom had ended and per capita income fell by an average of nearly 2 percent per
year. The economic situation rebounded slightly during the 1990s as income per capita
increased by around 1.5 percent per year (World Development Indicators, 2003; Makdisi
etal., 2001).

The sluggish recovery of the 1990s was accompanied by weak labor markets and
persistently high unemployment rates, especially for youth. The existing literature points
to various regional trends as suggestive causes of the labor market situation, including
demographic trends, the prominence of public sector employment, and obstacles to the
development of private sector enterprises. This literature is exemplified by the MENA
Development Report: Unlocking the Employment Potential of the Middle East and North
Africa (World Bank, 2004). While the individual studies typically include a discussion
about youth, little research has focused on youth employment. Among the 200 references
cited in the MENA Development Report (World Bank, 2004), only one focused on youth
employment in developing countries (O’Higgins, 2003) and none focused on youth
employment in the MENA region. The youth employment situation may be quite
different from that for adults, involving transitions from school to work and from single
to married life. As a result, policy prescriptions for the youth labor market may be quite

different than those for adults.

*The views expressed in this paper do not necessarily reflect the views or policies of the World Bank. The
authors, Nader Kabbani, American University of Beirut, nader.kabbani@aub.edu.lb and Ekta Kothari,
World Bank, ekorthai@worldbank.org are grateful for valuable comments and suggestions from Jean Fares,
Marco Manacorda, Gaelle Pierre, Zafiris Tzannatos, and Myra Yazbeck.



mailto:kabbani@aub.edu.lb
mailto:ekorthai@worldbank.org

This paper takes the current literature, especially the MENA Development Report,
as a point of departure. It narrowly focuses on the labor market situation of youth in the
MENA region and tries to ascertain reasons behind their high rates of unemployment and
joblessness. While we typically take youth to mean 15-24 year-olds, our analysis of the
youth labor market will occasionally cover older groups making the transition from
school to work, including 25-29 year-olds and university graduates (in such cases, we will
clearly identify the groups under study). In each of three areas: labor supply, labor
demand, and labor market institutions, the paper undertakes three lines of inquiry. First,
we review regional circumstances and trends associated with the youth employment
situation. This descriptive exercise is informative in its own right because much of the
literature presents only aggregate labor force data. Second, we review findings from the
research literature in order to identify determinates of labor market outcomes for youth.
Third, we use survey data from Egypt and Morocco to address additional questions about
the youth employment situation.

Our study notes major similarities and major differences in youth employment
trends across MENA countries. On the one hand, all MENA countries experienced
demographic trends that contributed to high shares of youth in the working-age
population during the 1990s and 2000s. Also, all MENA countries have low female labor
force participation rates compared to other developing regions of the world. On the other
hand, labor-importing Gulf Cooperation Council (GCC) countries and labor-exporting
non-GCC countries face different labor market situations, necessitating different policy
responses’.  For non-GCC countries, the main issue is creating enough jobs to
accommodate entering cohorts. For GCC countries, the main issue is ensuring that
entering cohorts of young nationals are able to find appropriate jobs that match their
skills and pay acceptable wages.

The main purpose of this paper is to place the youth employment situation in the
MENA region and across MENA countries within a regional and historical context. In
our presentation and analysis of the data, we identify a number of suggestive associations
but we make little attempt to infer causality. Instead, we discuss our findings in light of

the international and regional research literature. This allows us to identify which

! GCC countries include Bahrain, Kuwait, Oman, Qatar, Saudi Arabia and United Arab Emirates. Non-
GCC countries include Algeria, Djibouti, Egypt, Iran, Irag, Jordan, Lebanon, Libya, Morocco, Syria,
Tunisia, the West Bank and Gaza, and Yemen.



observed associations hold promise for follow-up study. Among other findings, our
analysis suggests that the interaction between various labor market rigidities (especially
the size and role of the public sector) and various labor supply pressures (demographic
trends, migration patterns, and increasing female labor force participation rates) merits
further examination.

Section 2 of this paper describes the precarious state of youth employment in the
MENA region. Sections 3, 4, and 5 present an analysis of, respectively, labor supply,
labor demand, and institutional factors that might be contributing the youth employment
situation. The sections cover both a descriptive review and a review of the relevant
research literature. Section 6 concludes and discusses lingering questions and policy

alternatives.
2. YOUTH EMPLOYMENT & UNEMPLOYMENT

Unemployment rates in the MENA region are the highest in the world (Figure
2.1)2. An estimated 17 million workers, or around 12 percent of the MENA workforce,
were unemployed in 2001 (LABORSTA, 2004)%. Unemployment rates for MENA youth
(age 15-24) are also the highest in the world. An estimated 7.9 million young workers
were unemployed in 2001 — over 25 percent of the young economically-active population
in the MENA region. The adult unemployment rate in MENA, estimated at 7.8 percent in
2001, while also the highest in the world, was not significantly different than the 7.7
percent adult unemployment rate of the transition economies of Eastern Europe and
Central Asia (EECA).

2 This report relies on data from both the International Labor Organization (ILO) and the World Bank. 1LO
and World Bank regional definitions are similar, with some minor differences. For example, ILO counts
Somalia and Sudan as part of MENA, whereas World Bank counts them as part of Sub-Saharan Africa.
This report conforms to World Bank regional definitions whenever possible. However, unless otherwise
stated, when ILO data are used, regions will refer to 1LO-defined regions. In addition, we sometimes
include other industrialized countries under the ‘OECD” regional category in order to limit the number of
regions identified.

¥ Unemployment estimates differ widely by source and methodology used. For example, the World Bank
estimates the 2001 regional unemployment rate in MENA at close to 15 percent (Keller and Nabli, 2002).
According to most sources, however, MENA had the highest unemployment rates in the world.



Figure 2.1 Unemployment Rates by Region: Total, Adult, and Youth
(2003 estimates)
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Source: Calculations based on Tarantino (2004) and LABORSTA (2004)

All regions of the world had higher unemployment rates for youth than for adults
in 2001 (Figure 2.1). The developing regions of South Asia (SA), East Asia and the
Pacific (EAP), Sub-Saharan Africa (SSA), MENA, and Latin American and the Caribbean
(LAC), all had unemployment rates for youth that were at least three times higher than
those for adults. Differences were smaller for Organization for Economic Co-Operation
and Development (OECD) countries. At the country level, unemployment rates for youth
are higher than for adults in most developing and industrialized countries (O’Higgins,
2003). The school-to-work transition involves much turnover and experimentation to find
a right job fit (Ryan, 2001). O’Higgins (2003) suggests that many developing countries
have barriers to employment that result in entry-level queues that fall more heavily on
first-time job seekers. This situation can be exacerbated by the presence of a high-wage /
high-benefit formal private or public sector and a low-wage / low-benefit informal sector,
which is the case in many MENA countries. O’Higgins (2003) further hypothesizes that
the high unemployment rates among youth in developing countries may be due to
inadequate social safety nets, leading families to provide these services for young family
members and contributing to higher wait and search times.

Unemployment rates vary considerably across MENA countries, from 1 percent in
Qatar in 2004 to 32 percent in the West Bank and Gaza in 2002 (Table 2.1, Column 1).
GCC countries had lower unemployment rates than all non-GCC countries with available

data. However, unemployment rates among GCC nationals were higher than the



averages in Table 2.1 suggest, because few expatriate workers remain in a country
unemployed. For example, in Bahrain, the unemployment rate in 2001 was 5.5 percent:
12.7 percent among nationals and 0.4 percent among expatriates (Table 2.2). In Saudi
Arabia, the unemployment rate in 2002 was 5.3 percent: 9.7 percent among nationals and
0.8 percent among expatriates. Thus, unemployment rates among GCC nationals are

comparable to rates in non-GCC countries.

Table 2.1 Ranking MENA Countries by Unemployment Rates (most recent year)

Working-age (15-64) Adult (25-64) Youth (15-24) Youth / Adult
Unemployment Rate Unemployment Rate  Unemployment Rate Unemployment Rate
Qatar (2004) 1% Qatar 0.5% UAE 6% WB Gaza 15
UAE (1995) 2% Kuwait 1% Qatar 11% Morocco 1.7
Kuwait (1995) 2% UAE 1% Kuwait 13% Yemen 2.2
S. Arabia (2002) 5% S. Arabia 2% Morocco  17% Algeria 2.9
Bahrain* (2001) 6% Bahrain* 3% Yemen 19% Jordan 3.6
Lebanon* (1997) 8% Lebanon* n/a Iran 19% Iran 3.9
Iran (1996) 9% Syria 4% Bahrain 20% Lebanon n/a
Egypt (2001) 9% Egypt 5% Lebanon  22% UAE 5.7
Yemen (1999) 12% Iran 5% Syria 26% Egypt 59
Morocco* (2003) 12% Jordan 8% Egypt 28% Syria 6.5
Syria (2002) 12% Yemen 9% S. Arabia  28% Bahrain 6.8
Jordan (2004) 15% Morocco*  10% Jordan 30% S. Arabia 12
Algeria* (2001) 27% Algeria 18% WB Gaza 43% Kuwait 16
WB Gaza (2002) 32% WB Gaza 28% Algeria 53% Qatar 22

Sources: LABORSTA (2004), Jordan DOS (2004), Planning Council of Qatar (2005)
* Estimate includes age 65+.

Table 2.2 Unemployment Rates among National & Expatriate Workers in the GCC

Nationals Expatriates
Total Adult Youth Youth/Adult Total Adult Youth Youth/Adult
Qatar 5% 2% 26% 15.8 1.0% 0.4% 9% 25.0
Bahrain 13% 7% 31% 4.2 05% 0.2% 2% 10.0
S. Arabia 10% 5% 37% 8.1 0.8% 0.5% 6% 12.5

Sources: Bahrain CIO (2002), Saudi CDS (2003), Planning Council of Qatar (2005)

Unemployment rates among MENA youth were higher than among adults in all
MENA countries with available survey data, often on the order to several magnitudes
(Table 2.1, Columns 2, 3 and 4). Three GCC countries (UAE, Qatar, and Kuwait) had
lower unemployment rates for youth than all non-GCC countries. However, Saudi Arabia

and Bahrain had relatively high youth unemployment rates — 28 and 20 percent,



respectively®. Again, the presence of expatriate workers understates the true magnitude
of the youth unemployment problem in the GCC. The unemployment rate was 37 percent
among young Saudi nationals in 2002 and 38 percent among young Bahraini nationals in
2001 (Table 2.2). These rates were higher than all non-GCC countries, except West Bank
& Gaza and Algeria.

In many MENA countries, high unemployment rates are primarily the result of
young job seekers waiting and searching for work. The share of youth among the total
unemployed population is over 50 percent in most MENA countries with available data,
reaching as high as 70 percent in Qatar, and 78 percent in Syria (Figure 2.2). Youth
unemployment rates are higher than the share of youth in the labor force in all MENA
countries — in some cases, several times higher. For example, in Qatar, youth make up
less than 10 percent of the total labor force, but more than 70 percent of the unemployed.
The large differences in Qatar and other GCC countries reflect the presence of large
populations of adult expatriate workers. Non-GCC countries exhibit more variation. For
example, in Egypt, 15-24 year-olds represent only 21 percent of the labor force, but over
60 percent of the unemployed population; while in Morocco the proportions are 25 and 36

percent, respectively.

Figure 2.2 Share of Youth among the Unemployment & among the Labor Force
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Sources: LABORSTA (2004), Jordan DOS (2004), Planning Council of Qatar (2005)

The data so far suggest that, in the MENA region, unemployment is largely a
problem among youth. It is also a labor market insertion problem. In most MENA

* The unemployment rate of youth relative to adults (Table 2.1, Column 4) is especially high in GCC
countries, partly because expatriate workers represent a smaller share of the youth labor force in these
countries. In Saudi Arabia, 29 percent of young workers were expatriates, compared to 50 percent overall.
In Bahrain, 38 percent of young workers were expatriates, compared to 59 percent overall.



countries, the majority of the unemployed are first-time job seekers (Figure 2.3). This is
especially the case in Egypt, Qatar, Iran, Syria, and Bahrain, where first-time job seekers
account for more than two thirds of the unemployed population. Unemployment is much
less common among mid-career adults. For this reason, high unemployment rates in
MENA do not immediately translate into a problem of poverty. In fact, by some
accounts, MENA has the lowest regional poverty rate in the developing world (World
Bank, 2003).

Figure 2.3 Proportion of First-time Job Seekers among the Unemployed
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Unemployment in the MENA region also has an important gender dimension.
Unemployment rates among females and female youth are the highest in the world, both
in absolute terms and compared to unemployment rates for males (Table 2.3). In 2001,
the unemployment rate among female youth in MENA was estimated at nearly 32
percent, 9 percentage points higher than among male youth (ILO, 2004). By comparison,
worldwide unemployment rates for female youth were 0.3 percentage points lower than

for males. We will return to this issue below.

Table 2.3 Unemployment Rates, by Region (2001)

World EAP SA SEA LAC SSA MENA
Overall Unemployment 6.1 3.3 47 6.1 9.0 10.6 12.0
Female 6.3 2.7 6.0 6.7 11.3 9.3 16.3
Male 6.0 3.8 4.1 5.7 7.6 11.6 10.5
Difference 0.3 -1.1 19 1.0 3.7 -2.3 5.8
Youth Unemployment 13.9 7.1 13.2 14.4 16.6 254 20.6
Female 13.7 5.8 15.4 15.6 20.8 17.8 31.6
Male 14.0 8.2 12.3 13.6 13.9 22.7 22.6
Difference -0.3 -2.4 3.1 2.0 6.9 -4.9 9.0

Source: ILO (2003)



In most regions of the world, the duration of unemployment spells is shorter for youth
than for adults, reflecting the natural tendency of youth to more frequently move between
jobs (O’Higgins, 2003). In some MENA countries, however, youth unemployment
appears to be the result of waiting for the right job. Thus, unemployment spells may be
longer, especially for educated youth, who may require more time to find a good job
match for their skills. This is an important point, because it is the duration of
unemployment, rather than its occurrence, that is most detrimental to human capital
(Ryan, 2001). Because cross-country data on unemployment duration are not readily
available, we study this issue, on a limited scale, using data from the 1998 Labor Market
Survey for Egypt and the 1999 Labor Force Survey for Morocco, disaggregated by level
of education (Table 2.4). In both countries, the average duration of unemployment spells
for university or vocational education graduates is fairly high, at 2.5 years in Egypt and 3
years in Morocco, providing evidence of wait unemployment. In Egypt, the duration of
unemployment spells is lower for university graduates than for those with no university
education. By comparison, in Morocco, the duration of unemployment spells for
university gradates is not significantly different from those with no university education.
Furthermore, job seekers with a secondary education face longer unemployment spells
than those with no secondary credentials. Boudarbat (2004) suggests that, for Morocco,
the high rates of unemployment and long duration spells for educated youth are the result
of workers waiting to enter the public sector, which pays entry-level wages that are 42.5

percent higher than the private sector.

Table 2.4 Unemployment Spell Duration in Months, Egypt (1998) and Morocco (1999)

Less than Vocational or
Age Group All* Secondary Secondary University
Egypt (1998)

15-19 15.3 35.1 - -
20-24 28.2 33.0 34.0 13.0
25-29 59.8 50.3 78.7 375

30 & Over 64.8 36.2 93.3 74.0
Average 36.2 34.9 38.9 30.3

Morocco (1999)

15-19 18.62 18.69 - --
20-24 26.84 27.33 26.50 18.39
25-29 40.66 42.34 31.10 39.00
30 & Over 52.81 51.63 66.08 53.35
Average 34.73 35.00 41.23 36.91

Sources: 1998 Egypt Labor Market Survey and 1999 Moroccan Labor Market Survey.
* Only calculated for persons age 15 and above with valid data on educational attainment.



Besides having the highest regional unemployment rates in the world, the MENA
region also has the lowest labor force participation rates — estimated at less than 60
percent for adults and less than 40 percent for youth in 2003 (Table 2.5). The low labor
force participation rates for adults can be attributed to low labor force participation rates
among adult females — which were estimated at less than 30 percent, compared to 41
percent in next closest region (SA). The labor force participation rates for adult males, at

88 percent, are quite comparable to other developing regions of the world.

Table 2.5 Adult & Youth Labor Force Participation Rates (2003)

Adults Adult Adult Ratio Youth Youth Youth Ratio
Males Females Males Females
World 70% 85% 56% 15 55% 63% 46% 14
EAP 80% 89% 71% 1.2 68% 70% 65% 1.1
SSA 79% 93% 66% 14 65% 73% 58% 1.3
LAC 68% 86% 51% 1.7 55% 66% 43% 15
SA 66% 90% 41% 2.2 44% 60% 28% 2.2
MENA 59% 88% 29% 3.1 39% 53% 24% 2.2

Source: Calculations based on Tarantino (2004) & LABORSTA (2004)

For youth, the issue is more complicated. Young males in the MENA region do
have the lowest labor force participation rates in the world, 53 percent compared to 60
percent in the next closest region (SA). Young females in the MENA region also have
the lowest labor force participation rates in the world, around 24 percent in 2003
compared to 28 percent in the next closest region (SA). However, this four percentage
point difference between young females in MENA and South Asia is much smaller than
the 11 percentage point difference between adult females in MENA and SA. In addition,
while the ratio of male to female labor force participation rates among youth is large (2.2
times higher for males) it is smaller than the gender difference among adults (3.1 times
higher for males) and is comparable to gender differences for youth in SA. These figures
suggest that female labor force participation rates in MENA are improving relative to
males and to other regions of the world. However, to draw firmer conclusions, we need
to consider changes over time.

Table 2.7 presents participation rates for six MENA countries with available
census data over three decades (Algeria, Bahrain, Egypt, Iran, Kuwait, and Tunisia).
Labor force participation among prime-working-age males (30-54) was fairly constant, at
over 90 percent. For young males, Algeria witnessed an increase in labor force

participation rates, from fairly low levels in the 1970s. However, the other five countries



all witnessed declines in the labor force participation rates of male youth, probably due to
increases in educational attainment throughout MENA during this period, which tend to
delay labor force entry.

Female labor force participation rates increased among all age groups for all
countries in Table 2.6, except Iran. For Iran, female participation rates declined for all
age groups between the mid-1970s and mid-1980s, in the aftermath of the 1979
Revolution, rising again during the 1990s. For the 15-19 age group, female participation
increased from under 5 percent during the 1970s in Algeria, Bahrain, and Egypt to around
10 percent. For the 20-24 age group, participation rates increased substantially between
the mid-1970s to mid-1990s for all countries expect Tunisia (which already had high

female participation rates compared to other MENA countries) and Iran.

Table 2.6 Labor Force Participation Trends (1970s-1990s)

Labor Force Participation Labor Force Participation
Rates Females Rates Males

Age Group 15-19 20-24 25-29 30-54 15-19 20-24 25-29 30-54
Algeria 1977 3.1 6.2 5.3 3.3 233 608 881 797
1987 3.9 12.9 12.9 75 39.2 844 957 963
1996 * 10.4 21 18.7 9.3 505 819 932 959
A (77-96) 235% 239% 253% 182% 117%  35% 6%  20%
Bahrain 1971 3.1 11.6 10.2 5.8 428 884 977 97
1981 84 315 311 15.7 30 892 981 984
1991 8.3 37 42 33.6 247 879 98 99
A (71-91) 168% 219% 312% 479% -42% 1% 0% 2%
Egypt 1976 5.1 12.5 10.8 51 50.2 746 9338 98
1986 5.9 18.9 16.8 8.8 39.4 785 95 96.9
1998 ** 11.2 25.3 24.7 216 30.2 59 756 942
A (76-98) 120% 102% 129% 324% -40%  -21%  -19%  -4%
Iran 1976 15.7 17.9 16.1 12 533 864 957 966
1986 9.4 12 111 8.6 504 863 941 946
1996 111 14 115 9.2 42.5 83 943 959
A (76-96) 29%  -22%  -29%  -23% -20% 4% 1% -1%
Kuwait 1975 4.2 15 19.7 17.9 314 799 948 96.6
1985 6.3 371 474 355 142 797 97.7 96.3
1995 1.7 36.6 62.3 54.5 82 738 956 96
A (75-95) -60% 144% 216% 204% -14%  -8% 1%  -1%
Tunisia 1975 29.5 27.5 21.8 14.6 64 854 993 9738
1984 25.2 38.1 29.4 17 548 805 953 96.6
1994 24.9 34.5 33.2 21.6 44.5 65 894 95.6
A (75-94) -16%  25%  52%  48% -30% -24% -10% @ -2%

Source: LABORSTA (2003). Note: All data are from population censuses, expect (*) from a household
survey and (**) from a labor force survey
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3. LABOR SUPPLY FACTORS CONTRIBUTING TO THE YOUTH
EMPLOYMENT SITUATION

3.1 Labor Supply and the Demographic Transition in MENA

Across most regions of the world, the share of young people in the population has
been falling. The exceptions have been MENA and Sub-Saharan Africa (O’Higgins,
2003). It has long been thought that demographic pressures in MENA might be a leading
cause of the high youth unemployment rates in the region. The origins of the current
demographic trends began in the 1950s. Over the past fifty years, MENA countries
experienced large declines in fertility and infant mortality rates. Infant mortality rates
declined steadily between 1960 and 2000, by 2.1 percent per year between 1960 and 1980
and 2.5 percent per year between 1980 and 2000, compared to 1.6 percent per year
worldwide between 1960 and 2000. Fertility rates, however, declined slowly at first,
falling from 7.2 children per woman in 1960 to 6.2 children per woman in 1980 — only
0.7 percent per year compared 1 percent worldwide. Between 1980 and 2000, the MENA
region experienced a sizable decline in fertility rates, falling by 2.3 percent per year

compared to 1.4 percent worldwide (Table 3.1).

Table 3.1 Total Fertility and Infant Mortality Rates, World & MENA (1960-2000)

Annual Percent Change

1960 1970 1980 1990 2000 1960-1980 1980-2000
Infant Mortality Rate
WORLD 12% 10% 8% 6% 6% -1.8% -1.4%
OECD 4% 2% 1% 1% 1% -3.3% -2.7%
EAP 13% 9% 6% 4% 3% -2.9% -2.0%
LAC 10% 9% 6% 4% 3% -2.0% -2.5%
MENA 16% 13% 9% 6% 5% -2.1% -2.5%
SA 15% 13% 11% 9% 7% -1.1% -1.9%
SSA 16% 14% 12% 11% 10% -1.5% -0.5%

Fertility Rate (births/woman)

WORLD 4.6 4.8 3.7 3.1 2.7 -1.0% -1.4%
OECD 2.9 24 1.8 1.7 1.7 -1.9% -0.4%
EAP 4.1 5.7 3.1 2.4 2.1 -1.2% -1.6%
LAC 6.0 53 4.1 3.1 2.6 -1.6% -1.9%
MENA 7.2 6.8 6.2 4.8 3.3 -0.7% -2.3%
SA 6.6 6.0 53 41 3.3 -1.0% -1.9%
SSA 6.6 6.6 6.6 6.1 5.3 0.0% -1.0%

Source: World Development Indicators (WDI, 2004)

Declines in fertility rates occurred across all countries in the MENA region. The

largest decline was in Iran, where fertility rates fell by 70 percent between 1989 and 2002
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alone, following the successful implementation of a family planning program (Roudi-
Fahimi, 2002). Furthermore, for all MENA countries with available data, fertility rates
declined more steeply between 1980 and 2000 than between 1960 and 1980 (Figure 3.1).

Figure 3.1 Fertility Rates, across MENA Countries (1960-2002)
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Source: WDI (2003)

The combination of low infant mortality rates and high fertility rates between
1950 and 1980 led to high population growth rates, which translated into high labor force
growth rates from 1970 through 2000 and beyond. Labor force growth accelerated from
2.1 percent per year in the 1960s, to 3.1 percent in the 1970s, 3.4 percent in the 1980s,
and 3.6 percent in the 1990s (Figure 3.2). In absolute numbers, from 1950 to 1990,
around 47 million workers were added to the labor force. An additional 32 million
workers were added during the 1990s and another 42 million will be added this decade
(World Bank, 2004).

Figure 3.2 Labor Force Growth Rates, by Region
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Thus, since the 1970s, MENA has faced the highest sustained labor force
pressures in the world. According to ILO estimates, between 1990 and 2000,
employment growth failed to keep pace with labor force growth in most MENA countries
(Figure 3.3). Except for Jordan, in countries where employment growth did exceed labor
force growth, labor force growth rates were relatively low, suggesting that individuals
may have opted to remain out of the labor force, possibly due to adverse employment
conditions. Indeed, the countries with the highest employment growth relative to labor
force growth (Jordan, the West Bank and Gaza, and Algeria) also had the highest
unemployment rates in the MENA region (Table 2.1).

Figure 3.3 Annual Labor Force Growth and Employment Growth (1990-2000)
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Source: LABORSTA (2003)

The demographic wave of young people moving into the MENA labor force has
caused alarm among some observers. One often-cited figure is that the MENA region
must create 100 million jobs by 2020 in order to stabilize its employment situation (Keller
and Nabli, 2002). However, the demographic wave has already begun to subside as the
young cohorts enter mid-career (Figure 3.4). Indeed, the share of youth (15-24 year-olds)
in the population is expected to reach a peak of 22 percent of the population in 2005,
before declining steadily to 15 percent by 2040. It is the share of 25-64 year-olds in the
population that is expected to expand, from 38 percent in 2000 to over 50 percent by
2030.
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Figure 3.4 Age Groups as a Proportion of the Total Population (1950-2050)
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As the share of 15-24 year-olds in the population falls, and the share of adults
rises, the proportion of youth in the working-age population is expected to decline from
36 percent in 2000 to 21 percent by 2050 (Figure 3.5). So, even though large numbers of
jobs must be created to accommodate the young workers currently entering the labor
force, if suitable jobs for these young workers are found, labor supply pressures are likely

to ease in the near future.

Figure 3.5 Proportion of Youth in the Working-Age Population (1950-2050)

40%
30%

20%

10%

O% T T T T T T T T T T
1950 1960 1970 1980 1990 2000 2010 2020 2030 2040 2050

Source: UNPP (2003)

As a result of the demographic wave currently passing through the labor market,
the dependency ratio (the ratio of the economically dependent population to the working
age population) has decreased substantially during the past 30 years, falling from 0.91 in

1970 to 0.66 in 2000, and it is expected to continue to decline, reaching 0.5 by 2030
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(Figure 3.6). The large working-age cohort will be supporting a smaller number than
usual of dependents, providing a “window of opportunity” for higher savings, greater
economic growth, and improved standards of living (World Bank, 2004; Dhonte et al.,
2001).

Figure 3.6 Dependency Ratios, by Region (1950-2030)
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To what extent do demographic trends account for the high rates of
unemployment and joblessness among MENA youth? The research literature suggests
that a large influx of workers into a labor market in itself does not necessarily increase
unemployment. If labor markets operate efficiently, new entrants can be absorbed into
the economic activities of a labor market without substantially affecting unemployment
rates, although average wages rates may fall. Empirical evidence suggests that
macroeconomic conditions are more important determinants of both youth and adult
unemployment rates than demographic changes (O’Higgins, 2003; Korenman and
Neumark, 1997).

There is even evidence, from the United States, that higher population shares of
youth may actually reduce the unemployment rates of both young workers and adult
workers and raise the labor force participation rates of young workers. Shimer (1999)
finds that a 1 percent increase in the youth population share reduces the unemployment
rate of young workers by more than 1 percent and of adult workers by more than 2
percent. Foote (2002) suggests that these results could be because young workers
increase the demand for housing, which in turn increases labor demand. One could also
look at the other side of demographic trends. In most industrialized countries, falling

youth population shares and rising employment in high technology sectors during the

15



1990s were expected to improve labor market outcomes for youth. However, youth
employment conditions in many industrialized countries deteriorated in recent years,
mostly due to macroeconomic conditions (Ryan, 2001).

Thus, macroeconomic conditions appear to affect youth unemployment more than
demographic trends. Furthermore, higher population shares of youth are not necessarily
associated with higher unemployment rates, when labor and financial markets are
flexible. The problem with the MENA region, and other developing regions, is that labor
markets may not be very flexible or efficient and therefore may not be able to fully absorb
the new entrants. Using a panel of developing and transition economies, O’Higgins
(2003) finds that the share of young individuals in the working-age population is
associated with higher rates of unemployment among youth, although not as strongly as
macroeconomic conditions. Furthermore, it remains unclear which labor market features
are most important in insuring that labor markets can absorb incoming cohorts.

In sum, the MENA region experienced substantial population and labor force
growth over the past 30 years. While these labor supply pressures likely contributed to
the high rates of youth unemployment currently affecting the region, previous research
suggests that large influxes of young workers do not necessarily, on their own, increase
unemployment rates. The magnitude, and even direction, of the relationship depends on
both macroeconomic conditions and on the flexibility of the local labor markets. In
addition, the labor supply pressures in MENA from young cohorts are likely to ease over
the coming decade as the demographic wave affecting the region moves into mid-career.
Both our situational assessment and literature review suggest that policies aimed at
improving labor market flexibility and creating a favorable business environment may be
more important for improving youth employment outcomes in the region than policies
aimed at controlling current demographic trends. Such policies should be adopted
quickly if MENA countries are to fully benefit from the “window of opportunity”

presented by declining dependency ratios.
3.2  Female Labor Force Participation

We have already noted that female labor force participation rates in the MENA
region are the lowest in the world, at 29 percent for female adults and 24 percent for
female youth (Table 2.5). For youth, low labor force participation rates may mask high

levels of school enrollment. Gender differences in labor force participation rates are
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therefore better examined by looking at the proportion of female workers in the youth
labor force. As was the case with labor force participation rates, ILO estimates and
projections of the proportion of young female workers in the youth labor force is low
across all MENA countries, with an average of 32 percent, compared to 43 percent
worldwide. Again, the highest rate is for Morocco at 40 percent (Table 3.2). The share
of young females in the labor force is especially low among GCC countries, ranging
between 22 and 24 percent of the youth labor force in UAE, Qatar, Saudi Arabia and
Oman. However, in Kuwait, 36 percent of its youth labor force was young females,

comparable to the non-GCC average.

Table 3.2 Share of Young Female Workers in the Labor Force (1960-2000)

1960 1980 2000 Change 1960-2000
World 39% 42% 43% 4%
MENA 21% 26% 32% 11%
Morocco 27% 36% 40% 13%
Tunisia 25% 35% 39% 15%
Lebanon 19% 33% 39% 20%
Kuwait 3% 14% 36% 33%
Egypt 25% 29% 34% 10%
Iran 18% 22% 33% 15%
Syria 23% 26% 32% 8%
Libya 19% 24% 31% 12%
Bahrain 0% 18% 31% 31%
Algeria 17% 22% 31% 13%
Jordan 17% 20% 30% 13%
Yemen 25% 33% 28% 3%
UAE 0% 6% 24% 24%
Qatar 0% 5% 24% 24%
S. Arabia 4% 10% 24% 20%
Oman 4% 6% 22% 18%

Source: ILO (1996)

The low rates of female labor force participation in MENA have been the subject
of much discussion and research. Using data for Lebanon, Hajj and Panizza (2002) find
that educational attainment is strongly associated with labor force participation among
females. However, for married women, once the education level of the husband is
controlled for, the education level of the wife has a much smaller effect, suggesting that
intra-household decisions may dominate the income effect associated with higher wages
that come with higher educational attainment. Fertility may also affect the labor force

participation decision. However, after controlling for the endogeneity of fertility in the
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labor force participation equation, Hajj and Panizza (2002) find no significant relationship
between childbearing and labor force participation among young Lebanese women.

Using data for Egypt, Amin and Al-Bassui (2003) suggest that young females are
likely to work primarily to help cover the costs of marriage and establishing a household.
However, Egyptian females often quit work after marriage. The researchers suggest that
recent increases in the proportion of young Egyptian females working and in school
might be the result of a tendency to delay marriage due to increasing costs of getting
married. By contrast, Assaad and Zouari (2002) find that, for women in Morocco,
marriage is not a constraint on labor force participation, but that the presence of young
children is. Unlike in Egypt, young Moroccan women do continue to work after
marriage. But, unlike Lebanon, having children greatly reduces the odds of working.
One explanation appears to be employer constraints. Participation rates do not drop off as
sharply for females working in the public sector, which provides more benefits and
accommodations to working mothers.

The results of these three studies, from three different MENA countries, suggest
that, while female labor force participation rates are low across all MENA countries, the
dynamics underlying the reasons for these low participation rates may be quite different.
It might be tempting to attribute the low levels of female labor force participation to
cultural norms or religious practices. While some evidence supports this hypothesis
(Miles, 2002; Assaad and Arntz, 2005), other research is less clear. For Lebanon, a
country with a large Christian population, there is no apparent association between low
female participation rates and religion (Hajj and Panizza, 2001). In Egypt, 83 percent of
married working women surveyed indicated that their husbands accepted or firmly
accepted their working. For unmarried working women, only 2.5 percent indicated that
they believed that working would adversely affect their prospects of getting married
(Assaad and Zouari, 2002).

Female labor force participation rates have been on the rise. From relatively low
levels, the share of young females in the MENA labor force increased by an estimated 11
percentage points between 1960 and 2000, compared to only 4 percentage points
worldwide (Table 3.2). This trend, however, differs substantially between MENA
countries, with the largest increases in GCC countries (ranging from 18 percentage points
in Oman to 33 percentage points in Kuwait) and lower increases in non-GCC countries,

ranging from 3 percentage points in Yemen to 20 percentage points in Lebanon (Table
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3.2). Furthermore, most of the increase occurred during the past decade. The proportion
of female workers in the labor force increased slowly from 20.7 in 1960 to 23.9 percent in
1990, before jumping to 28.1 percent in 2001 (Figure 3.7). Indeed, during the 1990s,
female labor force participation rates in MENA increased by an average of 1.6 percent

per year, faster than any other region in the world.

Figure 3.7 Female Workers as a Proportion of Total Labor Force
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Increases in female labor force participation cut across all age groups but are most
evident among young women. Table 3.3 presents labor force participation trends for six
MENA countries with available census data over three decades. The largest increases are
in the labor force participation rates of younger cohorts. In Algeria and Bahrain,
participation rates for 15-24 year old females who had been born in the 1970s were 3-4
times higher than participation rates of young females born in the 1950s. In Egypt and
Kuwait, they were more than twice as high. In Tunisia, participation rates remained
unchanged, but were relatively high to begin with. Participation rates increased slightly
for 25-34 year olds, suggesting that part of the reason was increased time in school. In
Iran, participation rates of young females actually declined for those born in the 1970s
compared to those born in the 1950s. The main cause for this decline appears to be the
1979 Revolution, but part of it also reflects delayed entry into the labor force, possibly
due to higher levels of schooling. The labor force participation rates of 25-34 year old
females declined for those born in the 1960s, compared to the 1950s, but then partly

reversed direction for those born in the 1970s.
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Table 3.3 Female Labor Force Participation Rates, by Age Group & Cohort

Bornin 15-24 25-34 35-44 45-54 55-64
Algeria 1930s 3.1% 6.2% 6.5%*
1940s 4.6% 7.4% 9.2%*
1950s 4.5% 11.1% 8.2%*
1960s 8.2% 15.2%*
1970s 15.3%*
Bahrain*** 1930s 6.5% 8.0% 3.5%
1940s 8.6% 15.2% 13.9%
1950s 6.4% 28.5% 35.7%
1960s 19.6% 41.9%
1970s 23.7%
Egypt 1930s 6.0% 4.5% 9%**
1940s 8.7% 8.7% 20%**
1950s 8.5% 15.6% 24%**
1960s 11.9% 25%**
1970s 17.2%**
Iran 1930s 12.9% 5.8% 5.0%
1940s 14.5% 8.7% 8.8%
1950s 16.7% 11.2% 13.0%
1960s 10.6% 13.6%
1970s 10.6%
Kuwait 1930s 19.5% 21.9% 8.7%
1940s 19.6% 34.3% 28.5%
1950s 9.5% 46.4% 57.0%
1960s 21.6% 63.8%
1970s 20.5%
Tunisia 1930s 14.3% 12.3% 8.5%
1940s 19.2% 16.9% 15.3%
1950s 28.6% 26.9% 21.9%
1960s 31.1% 30.3%
1970s 29.4%

Source: LABORSTA (2003). All data are from population censuses, expect (*) from a household survey
and (**) from a labor force survey. *** Cohorts for Bahrain were born in the mid-1920s / mid-1930s, mid-
1930s / mid-1940s, etc.

Rising female labor force participation rates are thought to be the result of
declining fertility rates, higher educational attainment, and a trend towards women’s
emancipation in the region (World Bank, 2004). Fertility rates declined by over 50
percent in the past four decades, falling from over 7 children per woman in 1960 to just
over 3 children in 2002, with most of the decline taking place after 1980 (Table 3.1).
Female educational attainment increased dramatically in MENA, more than any other
region in the world (Figure 3.8). Higher levels of education are strongly and directly
associated with increased labor force participation, by increasing productivity and wages,

which in turn increase the opportunity cost of not working. In addition, educational
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attainment influences labor force participation indirectly by allowing women to better

regulate their fertility.

Figure 3.8 Female Educational Attainment, MENA Countries (1960-2000)
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The large increase in female labor force participation rates during the 1990s may
have contributed to the high rates of unemployment, especially among young females.
Earlier, we observed that the regional unemployment rates among females and female
youth were the highest in the world, both in absolute terms and compared to
unemployment rates for males (Table 2.3). However, gender differences in
unemployment rates differ markedly across MENA countries. Table 3.4 ranks MENA
countries according to the relative difference in the unemployment rates of female and
male youth. For 7 of the 13 countries listed, the unemployment rate for females is higher
than that for males. This is not unusual. According to data from the Statistics Division of
the United Nations, 66 percent of the countries with available data have higher
unemployment rates for working-age females than for males. What is raising the MENA
regional average is that gender differences are very large for a few countries. In Qatar,
Egypt, Syria, Saudi Arabia, and Bahrain, unemployment rates for female youth are 50
percent higher than for male youth, reaching 3.9 times higher in Qatar and 2.7 times
higher in Egypt.

The international empirical evidence on the link between increasing female labor
force participation rates and gender differences in unemployment is very limited. Other
countries and regions, at various times, have experienced sizable and sustained gender
differences in unemployment rates. Azmat et al. (2004) find that, for a panel of OECD

countries, gender gaps in unemployment rates are mostly concentrated among
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Mediterranean countries, but reasons for this gap remain largely unexplained. The
researchers suggest that gender-based discrimination may explain part of this gap.
Seguino (2002) finds that aggregate economic conditions and job segregation explain part
of the gender differences in unemployment rates in Caribbean countries. High
unemployment rates might encourage females to look for work in order to help support
their families (the added worker effect), resulting in higher female unemployment rates
(World Bank, 2004b). However, most of the differences again remain unexplained,

leading Seguino to suggest possible discrimination.

Table 3.4 Gender Differences in Youth Unemployment Rates, Ordered in Terms of the
Ratio of Female / Male Unemployment Rates

Survey Male Female Difference Female / Male Youth

Year Youth Youth Female — Male Unemployment Rate
Qatar 2004 8% 30% 22% 3.9
Egypt 2001 19% 51% 32% 2.7
Syria 2002 21% 39% 18% 1.8
S. Arabia 2002 25% 39% 14% 1.6
Bahrain* 2001 17% 27% 10% 1.6
Jordan 2004 28% 43% 15% 1.5
Iran 1996 18% 27% 9% 15
Morocco* 2003 17% 16% -1% 0.9
UAE 1995 6% 6% 0% 0.9
WB Gaza 2002 43% 37% -6% 0.8
Yemen 1999 21% 14% -1% 0.7
Lebanon* 1997 24% 14% -10% 0.6
Kuwait 1995 16% 8% -8% 0.5

Sources: ILO (2004c), Jordan DOS (2004), Planning Council of Qatar (2005)

In the MENA region, it is tempting to attribute part of the large gender differences
in unemployment rates to increases in relative female labor force participation. To the
extent that males and females tend to work in different occupations, higher rates of
female entry into the labor force may lead to higher female unemployment rates that can
persist over long periods of time, but which are also transitory in nature. Once female
labor force participation rates reach a new steady state, male and female unemployment
rates will converge (Myatt and Murrell, 1990). In this case, no policy intervention is
required. A preliminary analysis, using a cross-section of MENA countries, finds a
positive correlation of 0.32 between changes in labor force participation rates between
1990 and 2000 and gender differences in unemployment rates around the year 2000.
Female unemployment in these countries appears to be part of an overall problem of labor

force insertion.
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Social norms might also be an important factor in explaining gender differences in
unemployment rates. Social norms may limit the mobility of women (by requiring them
to obtain work close to their homes or limiting their ability to drive). For example,
commuting times for male workers in Egypt increased in recent years, but female workers
have been unable to match this increase placing them at a disadvantage in terms of
looking for work (Assaad and Arntz, 2005). Social norms may limit international
mobility, by discouraging females in labor-abundant countries from seeking employment
elsewhere, while encouraging males. This would relieve domestic labor supply pressures
in male-dominated occupations, but not in female-dominated occupations. Social norms
may limit females’ ability to search for appropriate jobs, by dictating what constitutes
acceptable work for females and males. Many establishments in MENA countries might
not be considered appropriate for female workers. Using data from the 1998 Egypt Labor
Market Survey, we find that over two thirds of survey respondents indicated that they
worked in establishments with no female workers. Most of these establishments were
small private firms (1-4 workers) and were most often described as a shop,
garage/factory, or mobile workplace — places where Egyptian women are not likely to
seek work anyway. We also consider the influence of marriage, fertility, and other
factors on gender differences in unemployment rates in Egypt. Using a logistic regression
model, we find that marriage and children can explain about 25 percent of the difference.
However, these factors worked through reducing the likelihood of unemployment among

males rather than increasing the likelihood of unemployment among females.

3.3 Rural-Urban Transitions and International Labor Migration

In 1960, only 33 percent of the MENA population lived in cities. By 2020, an
estimated 70 percent of the region’s population will be urban. The average annual growth
rate of the urban population for 1990-2000 was 3.3 percent, compared to an average
annual population increase of 2.3 percent for the same period. By 2000, urban areas were
estimated to contain over 80 percent of the populations in 9 MENA counties and more
than 50 percent of the population in all MENA countries, expect for Egypt (42 percent)

and Yemen (27 percent), which remain predominantly rural (Figure 3.9).
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Figure 3.9 Rural Population, by MENA Country (1960-2000)
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These trends, however, do not represent the full extent of urbanization in MENA.
McCormick and Wahba (2004) found that only 1.4 percent of surveyed Egyptian
households migrated between rural and urban areas between 1991 and 1998°. However,
4.7 percent of male workers and 1 percent of female workers surveyed indicated that their
work locations changed from rural to urban areas. The “work™ migration probabilities for
youth (both the 15-19 and 20-29 age groups) were 40 percent higher than for the 30-39
age group and more than 80 percent higher than the 40-59 age group. This indicates that
many Egyptian youth are seeking employment in urban locations, even if they do not live
in urban areas.

In the 1999 Morocco Labor Force Survey, 7.4 percent of respondents indicated
that they moved sometime during the 5 years prior to the survey. Most moves took place
within urban areas (50 percent) and from rural to urban areas (24 percent). Around 44
percent of males and 2 percent of females indicated that they migrated from rural to urban
areas for employment reasons and 27 percent of males and 89 percent for females

indicated that they migrated for family reasons (Table 3.5).

® This estimate does not include households that moved from rural to urban (or urban to rural) and back
again.
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Table 3.5 Reasons for Migrating in Morocco, by Gender (1999)

Employment Reasons Family Reasons Other*
Male
Urban to Rural 17.8 66.83 15.37
Rural to Urban 44.19 27.48 28.33
Female
Urban to Rural 1.8 94.4 3.8
Rural to Urban 217 88.84 8.99

Source: 1999 Moroccan Labor Market Survey. *Note: other includes health and housing reasons.

There is also a great deal of migration between countries, especially between non-
oil producing countries and members of the GCC (Figure 3.10). Data on international
migration is scarce, but it is recognized that large numbers of young workers migrated to
GCC countries relieving much labor supply pressure in their home countries. For
example, nearly 400,000 Jordanians were estimated to have been working abroad in 1980.
This represented nearly one fifth of the population. Between 1980 and 1989, an
additional 410,000 left the country. While there is no information about the age
distribution of these migrants, they are perceived to be young, educated, and

economically-motivated males (Kanaan and Kardoosh, 2002).

Figure 3.10 Net Migration, across MENA Countries (per 1000 population)
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Migrating workers can relieve labor supply pressures in their home country.
Migration can be helpful to the home economy during periods of high structural
unemployment when migrating workers would have a difficult time finding work
anyway. However, if migrants are primarily the highly skilled and motivated workers,
migration could be a drain on human capital resources. This brain drain is partly
mitigated by remittances. In addition, migrant workers often do return to their home

country. For Egypt, the average age of returning migrant workers was 33 in 1988. The
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evidence suggests that those who did not retire were able to assimilate back into the
workforce and many had accumulated savings and were more likely to become
entrepreneurs upon their return (McCormick and Wahba, 2000).

Reliable figures on the numbers and educational levels of migrating young
workers are largely unavailable, precluding a detailed analysis of the issue. However,
there is some information about the numbers of expatriate workers in host countries.
Expatriate workers make up between 50 and 90 percent of the labor force in GCC
countries, and some argue that they are taking jobs away from national workers and
contributing to the large youth unemployment problem in these countries (Figure 3.11).
In Bahrain, the share of expatriate workers has held steady at around 60 percent. In
Qatar, the share of expatriate workers has increased over the past 20 years, reaching 88
percent in 2004. Saudi Arabia experienced a decline in the share of expatriate workers,
dropping to only 50 percent in 2002 — a result of successful policies to encourage the

hiring of Saudi nationals, especially in the public sector (Fasano and Goyal, 2004).

Figure 3.11 Share of Expatriate Workers in the Total Workforce (1975-1995 & 2001-04)
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The evidence from the research literature in industrialized countries suggests that
large influxes of immigrant workers do not necessarily have much of an effect on local
unemployment rates or even wage rates (Card, 1990; Hunt, 1992). However, Angrist and
Kugler (2003) suggest that the disemployment effects of increased immigration are higher
in countries with higher degrees of labor market rigidity. Little is known about the
employment effects of immigration in developing countries, including countries in the
MENA region. Between 1991 and 1995, Jordan’s labor force increased by nearly 90

percent, largely due to an influx of Jordanians who returned from GCC countries after the
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first Gulf War. The unemployment rate barley responded, and actually fell from 17
percent in 1991 to 15 percent in 2000 (Kanaan and Kardoosh, 2002). No firm
conclusions should be inferred from this lack of correlation. Returning immigrant
workers may have prevented the high unemployment rate in Jordan from adjusting to
lower levels. Also, the fact that many of the returning Jordanians brought with them large
amounts of savings and started their own businesses no doubt played a role in generating
the level of economic activity necessary to keep unemployment rates level.

In terms of the GCC, there is little direct evidence of the relationship between
youth employment opportunities and the presence of migrant workers. Many, if not most,
migrant workers are in the types of service occupations that national workers are not
willing to do. Others are in technical fields that do not have an adequate supply of
national workers to meet local demand. If anything, these two groups complement the
national workforce and may improve employment opportunities for young nationals.
Qatar and the UAE, two countries with among the most liberal economies in the GCC and
highest proportion of expatriate workers, have among the lowest youth unemployment
rates in region. Whereas Saudi Arabia, which experienced the largest declines in the
proportion of expatriate workers among GCC countries, has among the highest youth
unemployment rates in the region, reaching 37 percent among nationals. The point here
is not to suggest causality. Simply increasing the proportion of migrate workers will not
necessarily lower youth unemployment rates, just as simply reducing expatriate workers
will not necessarily lower it. What GCC countries need to do to reduce unemployment
and joblessness among their youth is develop a comprehensive strategy that encourages

young nationals to acquire skills in technical occupations with adequate labor demand.

3.4 Labor Supply and the Role of Education

The commitment of MENA governments to education has been impressive.
Average years of schooling (for those 15 years and older) increased by more than 400
percent between 1960 and 2000, more than any other region in the world. In 1999,
average years of schooling in MENA was 5.3 years, ahead of South Asia (4.6 years) and
Sub-Saharan Africa (3.5 years), and only one year behind East Asia (6.6 years) and Latin
America and the Caribbean (6.4 years). Educational gains are apparent across all

countries in the region (Figure 3.12).
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Figure 3.12 Average Years of Schooling, by Region (1960-2000)
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Improvements in female education are also impressive. Not only have females in
MENA caught up with their regional counterparts in terms of educational attainment, but
they are also closing the gender gap within some MENA countries like Bahrain and
Kuwait. Regionally, the ratio of female-to-male years of schooling increased from 0.51
in 1960 to 0.76 in 2000 (Figure 3.13).

3.13 Average Years of Educational Attainment, Female/Male Ratio (1960-2000)
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With respect to illiteracy rates, however, the MENA region still lags behind other
regions of the world. Fully 36 percent of those 15 years and older were illiterate in 2000.
While this rate is lower than in Sub-Saharan Africa and South Asia, it is three times
higher than in Latin American and East Asia. Furthermore, at 47 percent, the illiteracy
rate among MENA females is even higher than in Sub-Saharan Africa (Figure 3.14) and
the gender gap in illiteracy rates is among the highest in the world. Thus, major gender

differences persist among the less educated segments of the MENA population.
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Figure 3.14 llliteracy Rates Total Population and Youth, by Region (2000)
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Nonetheless, the decline in illiteracy rates among MENA youth suggests that the
situation is improving. From an average of 70 percent in 1970, illiteracy rates among
female youth fell to 26 percent in 2000. By 2000, the majority of MENA countries had
female youth illiteracy rates of less than 10 percent (Figure 3.15). The main exceptions

were Yemen (35 percent), Morocco (33 percent), and Egypt (30 percent).

3.15 Illiteracy Rates for Young Females, by Country (1970-2000)
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Most regions of the world, including MENA, have near universal primary school
enrollment rates. The exception is SSA where gross primary school enrollment rates
were only 82 percent in 2000. The MENA region had secondary enrollment rates of 70
percent in 2000, higher than SSA, SA, and EAP, but lower than LAC (85 percent).
MENA had tertiary enrollment rates of 21 percent, again ahead of SSA, SA, EAP, but
behind LAC (Figure 3.16).
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Figure 3.16 Gross Enroliment Rates, by Educational Level (1970 - 2000 or closest year)
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Nearly half of all MENA countries have achieved near universal primary school
enrollment and most have enrollment rates of over 80 percent (Figure 3.17). The
exceptions are Saudi Arabia and Yemen, with primary school enrollment rates of 68
percent and 79 percent, respectively. Secondary school enrolment rates are above 70
percent in most MENA countries. However, a number of countries have secondary
school enrollments rates of less than 50 percent, including Yemen (46 percent), Syria (42
percent), Morocco (38 percent), and Iraq (38 percent). The situation in Syria and Iraq are
especially noteworthy. They are the only two countries in the region to experience

declines in gross secondary school enrolment rates between 1980 and 2000 (WDI, 2004).

Figure 3.17 Gross Enrollment Rates, by Educational Level (2000 or closest year)
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Increases in school enrollment rates across the region have coincided with
declines in quality as public education systems faced tightening budgets. MENA
countries have failed to maintain standards for teaching staff, infrastructure has
deteriorated, and curricula in many countries are obsolete (World Bank, 2002; Dessus,

2001). There is some evidence that education systems are failing to equip students with
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skills that are valued by the private sector and the global economy (World Bank, 2004;
Murphy & Salehi-Isfahani, 2003). Mismatches between employer needs and the
knowledge and skills of recent graduates can affect the employment prospects of the
inexperienced but relatively well-educated MENA youth.

International evidence suggests that higher educational attainment is associated
with positive labor market outcomes for individuals, including higher wages and better
job opportunities. The individual (private) returns to an additional year of schooling, in
terms of higher wages, have been estimated at between 8 and 15 percent (Card, 1999;
Card, 2001; Pritchett, 1999). In MENA, estimates of private returns to education, based
on different data and methodologies, range between 4 and 50 percent, (Table 3.6). Using
a common estimation method during a common period (1990s), World Bank (2004) finds
returns to education between 5 and 15 percent, depending on the country and level of
schooling. While females tend to earn lower wages than males, the differences tend to
diminish with educational attainment. As a result, private returns to education tend to be
higher for females than for males (Dah and Hammami, 2000; World Bank, 2004).

Table 3.6 Estimates of Returns to Education from Various Studies

Study Country Date Data Estimates

Assaad (1997) Egypt 1988 1988 Labor Force Survey Elementary: 5%
Secondary: 8%
Technical: 8%
University: 11%
Postgraduate; 12%

Dah & Hammami (2000) Lebanon 1999  Author-initiated cross- Elementary: 5.6%
sectional survey of 6,625 Secondary: 2.6%
individuals in Greater Vocational: 8.3%
Beirut area. University (B): 4.9%
University (M): 14.2%
Psacharopoulos (1994) Somalia 1983 Elementary: 59.9%

Secondary: 13%
University: 33.2%

Psacharopoulos (1994) Yemen 1985 Elementary: 10%
Secondary: 41%
University: 56%

Psacharopoulos (1994) Tunisia 1980 Secondary: 13%
University: 27%

In most developing regions, private returns to education tend to be higher for
primary education than for secondary and university education. In MENA, returns to

education seem to increase with the level of schooling (Psacharopoulos and Patrinos,
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2002). One explanation is that public employment plays a more important role in MENA
than in other developing regions (World Bank, 2004; Boudarbat, 2004). Higher returns to
education for secondary and university graduates may reflect government pay scales
rather than improved productivity (Pritchett, 1999; Glewwe, 2002). This hypothesis,
however, should be tempered in light of empirical evidence from Egypt, Morocco and
Jordan, which finds higher returns to education in the public sector for all levels of
education expect the university level (World Bank, 2004).

While research has established a positive link between education and wages, the
link between education and employment is not as well studied. For nearly all MENA
countries with available data, unemployment rates are lowest among individuals with the
lowest and the highest levels of educational attainment (Table 3.7). In GCC countries,
the highest unemployment rates are concentrated among secondary school graduates. In
non-GCC countries, the highest unemployment rates are concentrated among those with
mid-levels of educational attainment. One exception is Morocco, where unemployment
rates increase with the level of education and are highest among university graduates. For
Morocco, Boudarbat (2004) suggests that educated youth prefer to wait for jobs in the
formal and public sectors, which offer much higher wages and more generous non-wage
benefits. Other exceptions are Tunisia, Iran and, to a lesser extent, the West Bank and

Gaza, where unemployment rates decline with educational attainment.

Table 3.7 Unemployment Rates by Educational Attainment

Year Illiterate/  Primary Intermediate  Secondary  Vocational  University
Basic Literacy

GCC
Qatar 1997 1.2 3.3 2.3 4.3 2.0 35
UAE 1995 1.3 1.6 1.7 25 1.8 2.3
S. Arabia 2002 1.3 7.2 55 8.9 6.4 5.9
Oman 1996 4.2 129 7.4 18.6 4.5 0.9
Kuwait 1995 0.6 7.3 2.9 1.1
Non-GCC
Morocco 2003 26 11.2 21.7 24.0 30.3
Tunisia 1994 13.8 15.7 12.7 3.8
Iran 1996 8.7 7.4 6.0 4.0
Syria 2002 6.0 14.7 12.2 14.6 11.3 6.2
Algeria 1995 11.6 295 48.9 374 23.3
Jordan 1996 3.7 11.9 21.6 11.0 18.2 104
Yemen 1999 3.0 4.8 6.9 10.9 6.6
WB Gaza 2002 32.1 375 36.6 29.8 19.6 17.8

Source: LABORSTA (2003), Bahrain CIO (2002), Saudi CDS (2003).
Note: a number between columns indicates that the estimate is for both education categories as a group.
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Social returns to education may exceed the private returns. Using data for the
United States, Moretti (2002) finds that a one percentage-point increase in the supply of
college graduates raises the wages of high-school dropouts by 1.9 percent, of high school
graduates by 1.6 percent, and of college graduates by 0.4 percent. In MENA, there is a
macroeconomic puzzle. Despite positive private returns to education, regional increases
in educational attainment have not been accompanied by higher growth rates in output per
capita or real wages. Most of the economic growth has been due to factor accumulation
rather than increases in factor productivity (Pritchett, 1999; Makdisi et al., 2001).
Findings from other developing regions have been mixed, with some evidence that
educational attainment increases productivity and promotes economic growth (Sianesi
and Reenen, 2002).

There are a number of possible explanations for this puzzle. Pritchett (1999)
suggests that MENA governments provided high wages and benefits to graduates without
these workers necessarily contributing to higher productivity. Dessus (2001) suggests
that large school enrollments have reduced the quality of the education provided. Murphy
and Salehi-Isfahani (2003) suggest that the rigid, non-transparent labor markets of the
region value easily-measurable credentials acquired though rote memorization and formal
schooling to more productive (but less quantifiable) softer skills such as creativity and
team-work. A combination of these factors could probably explain the high education —
low growth situation in MENA. However, it is not clear which factors play a greater role.

Research on the MENA region to date has mostly focused on the link between
education and economic growth. Less attention has been paid to the link between

education and employment and wages. This is an important area for future research.
Vocational Education and Training Programs

Vocational education and training (VET) programs are meant to provide a
structured link between school and the labor market, by imparting youth with skills that
can readily be applied after leaving school. These programs are typically part of the
formal school structure, administered by government agencies dealing with education
(ministries of education or higher education), and are appropriately classified as
vocational secondary or technical post-secondary programs. Many countries also offer
“second-chance” programs which youth and adults who left school can participate in to

obtain specific occupational skills needed in the labor market. These programs are often
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administered by government labor agencies and are considered part of active labor market
programs, which we will discuss below.

The use of vocational education appears to be mixed across MENA countries.
General (non-technical) secondary education is the norm and, in most MENA countries,
less than 10 percent of secondary students receive vocational or technical training (Figure
3.7). The exceptions are Syria, Lebanon, Bahrain, Libya, and Egypt where 10 percent or
more of secondary school students are enrolled in vocational programs. However, there
is evidence that these figures underreport the real extent of vocation training (Bennell,
1999).

Figure 3.18 Share of Secondary Students in Vocational / Technical Education (2001/2002)
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The evidence on the effectiveness of vocational education is mixed and depends
on whether students are provided with skills that are in demand in the labor market. In
MENA, vocational systems appear to be expanding with incomplete information about
market needs, no coherent national strategy, and weak linkages with the private sector
(World Bank, 2002). Some MENA countries have tried improving the employment
prospects of VET students by introducing “dual-system” programs that combine training
and apprenticeships, often through joint public-private programs. Egypt began
experimenting with dual-system programs during the 1990s (Brewer, 2004). Some
MENA countries have begun their own programs in recent years. Recent evidence also
suggests that other types of school-to-work programs, such as school enterprises and
internships, encourage both participation in higher education and employment (Neumark
and Rothstein, 2003).
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4, LABOR DEMAND FACTORS AFFECTING YOUTH
EMPLOYMENT
Labor supply pressures are only part of the story behind the high rates
unemployment and joblessness among MENA youth. Youth employment outcomes are
also affected by labor demand factors and labor market institutions. There are less data
available on labor demand factors in the region and much of this data is dated. The
analysis in the following two sections, therefore, will be more limited than our previous

discussion of labor supply.
4.1 Labor Demand in the Public Sector

Several strands of the discussion so far point towards the public sector as a main
culprit behind high unemployment rates, at least in some MENA countries. Governments
do need workers to administer their policies and programs and to engage in the
production of public goods and services. To the extent that public programs are run
efficiently and provide services that meet a public need, this employment is productive.
Indeed, MENA governments invested heavily in social services during the 1960s and
1970s, leading to large improvements in human development. However, over the past
two decades, public employment in some countries has become a welfare system for
workers who could not find jobs in the private sector at comparable wages. World Bank
(2004) suggests that public sector employment in MENA is part of a social contract in
which governments guaranteed young educated workers access to permanent jobs with
high wages and benefits.

The numbers tend to support this hypothesis. During the early 1990s, civilian
government employment accounts for 11 percent of employment worldwide, compared to
12.5 in MENA - the highest average among developing regions (Figure 4.1). Central
government employment accounted for 5 percent of employment worldwide, compared to
8 percent in MENA — the highest in the entire world. In addition, MENA had the highest
degree of centralization of government employment in any region, with 63 percent of

government workers in central government.
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Figure 4.1 Size of Public Sector / Total Employment & Centralization (early 1990s)
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The proportion of public sector employment differed markedly across MENA
countries (Figure 4.2). Egypt had the highest civilian government employment, with over
25 percent of the workforce involved in government administration and the provision of
public social services (like health and education), followed by Algeria (24.8 percent) and
Yemen (17.5 percent). By comparison, civilian government employment in Lebanon and

Morocco were under 10 percent of total employment.

Figure 4.2 Size of Public Sector / Total Employment (early 1990s)
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The MENA region also has the highest central government wage bill in the world
(as a percentage of GDP), 9.8 percent of GDP compared to a global average of 5.4
percent (Figure 4.3). The high wage bill partly reflects that fact that government
employment in MENA is comparatively high, but it also reflects the fact that public

sector wages in MENA were on average 30 percent higher than private sector wages,
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compared to 20 percent lower worldwide. In all other regions of the world, public sector

wages are either on par with or below private sector wages (Schiavo-Campo et al, 1997).

Figure 4.3 Government Wage Bill / GDP & Public / Private Sector Wages (early 1990s)
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Relatively high wages and benefits encourage workers to seek jobs in the public
sector instead of potentially more productive jobs in the private sector. Also, generous
childcare and maternity leave policies encourage females to focus on obtaining public
sector jobs. Fiscal constraints facing MENA governments since the 1980s have
restricted the growth in public sector employment, increasing the wait times for public
sector jobs. Public sector wages are also facing downward pressure in many countries.
However, public sector jobs remain valued because of job security, high compensation
and benefits, and lack of opportunities in the private sector. It appears that the system
essentially has created a dual labor market with the public sector representing the high-
wage high-benefit sector.

There is little empirical work to confirm that public sector employment has
contributed to high youth unemployment and joblessness rates in the MENA region.
However, there is some country-specific evidence. Boudarbat (2004) finds that
unemployment durations are far longer for Moroccan university graduates who indicated

that they prefer jobs in the public sector, which offer better job security and initial wages

37



that were 42.5 percent higher than those in the private sector®. Indeed, more than half of
unemployed workers holding a university degree desired employment exclusively in the
public sector. The willingness of educated workers to wait for job openings in the public
sector pushed the unemployment rate of workers with high school and above to over 30
percent, compared to an overall unemployment rate of 12 percent. Assaad (1997) finds
that, in Egypt, government employment guarantees for graduates and attractive public
sector compensation policies encouraged queuing for government jobs, and contributed to
high graduate unemployment rates, even in the face of wage erosion in the public sector.
He notes that government pay scales especially benefited female secondary school

graduates, as they appeared to face discrimination in the private sector.
4.2 Labor Demand in the Private Formal and Informal Sectors

The public sector model that prevailed in the MENA region during the second half
of the twentieth century impeded the development of a dynamic private sector that could
generate the levels of sustained economic growth needed to reduce youth unemployment
in the region (World Bank, 2004). Highly regulated economies and an unsupportive
business environment adversely affected job creation and growth (Abed and Davoodi,
2003).  According World Bank surveys, MENA economies suffer from several
constraints that discourage entrepreneurship and firm creation, including barriers to entry,
high transaction costs, and difficulties in securing finance for start-ups. The cost of
complying with official requirements to set up new businesses, as a percentage of Gross
National Income (GNI), is 6.4 times higher than in OECD countries and 3.3 times higher
than in Europe and Central Asia (EAC). Firms in the MENA region must deposit, on
average, 856 percent of per capita GNI in a bank in order to obtain a business registration
number. This is the highest in the world — 3.4 times higher than Sub-Saharan Africa, 8.5
times higher than East Asia, and 30 times higher than in Latin American and the
Caribbean (World Bank, 2004c).

The overall condition of the business environment is not quite so bleak. The
MENA region ranks better than Sub-Saharan Africa and marginally better than Latin
America and the Caribbean, but worse than other developing regions, in terms of the

overall business environment (World Bank, 2004b). The region appears to be especially

® This gap narrows over time. Wages rise 11.5 percent per year of experience in the private sector
compared to 6 percent in the public sector in Morocco.
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vulnerable in the area of enforcing contracts, where it ranks evenly alongside Latin
America and Sub-Saharan Africa as having the worst averages in the world (Table 4.1).
In addition, female workers face significant barriers to entry in the private sector, often
contributing to high female unemployment rates and large gender gaps in wages (World
Bank, 2004b).

Table 4.1 Selected Business Environment Indicators, by Region

OECD EAP ECA SA  MENA LAC SSA

Starting a Business

Number of Procedures 6 8 9 9 10 11 11
Duration (days) 25 52 42 46 39 70 63
Cost (% GNI per capita) 8 48 16 45 51 60 225
Min. Capital (% GNI per capita) 44 101 52 0 856 29 254

Hiring and Firing Workers

Difficulty of Hiring Index 26 20 31 37 22 44 53
Rigidity of Hours Index 50 30 51 36 52 53 64
Difficulty of Firing Index 26 22 42 53 40 34 50
Rigidity of Employment Index 34 24 41 42 38 44 56
Firing Costs (weeks) 40 52 38 84 74 70 59

Registering Property

Number of Procedures 4 4 6 5 6 6 6
Time (days) 34 51 133 55 54 56 114
Cost (% property per capita) 4.8 4.2 3 6.1 6.8 5.6 13.1

Protecting Investors
Disclosure Index 5.6 3.9 3.6 3.2 2.6 2.3 2.1

Enforcing Contracts

Number of Procedures 19 27 29 29 38 35 35
Time (days) 229 325 412 375 437 462 434
Cost (% of debt) 11 88 18 40 18 23 43

Closing a Business

Time (years) 1.6 34 3.3 5.1 3.8 3.6 35

Cost (% of estate) 6.8 29.8 13.1 8.3 13 15.8 20.5

Recovery Rate (cents / dollar) 72 30 31 21 29 27 17
Average Ranking - All Variables 16 29 3.2 4.3 4.5 4.8 5.9

Source: World Bank Doing Business Database (2004)

In addition, Egypt experienced a reduction in share of females in the paid labor
force in the private sector following a structural adjustment program (Assaad, 2002).
This pattern holds for other MENA countries, with the exception of Morocco, Tunisia,
and Turkey. The reason appears to be weakening demand in sectors that have

traditionally hired females, including export-oriented manufacturing. Furthermore, in
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several occupations female participation rates actually declined (Assaad, 2002; Assaad
and Arntz, 2005).

The informal sector in MENA is picking up part of the employment slack from the
public and formal private sectors. The size of the informal sector in MENA, estimated at
25 percent of GNP, is similar to the world average (Figure 4.4), but has been expanding
as a result of the lack of employment opportunities in the formal sector. The share of new
entrants whose first jobs were in the informal sector increased from less than 20 percent
in the 1970s to 60 percent in the 1990s (World Bank, 2004). In Morocco, about one-half
of all jobs created between 1985 and 1993 were in the informal sector. Employment in
the informal sector is highest among workers with an intermediate education level — those
with the lowest eligibility in the public sector and the highest unemployment rates in the
region (Table 3.7). The combination of a high-wage restricted public sector, a growing
low-wage but flexible informal sector, and a medium-wage highly-regulated formal
private sector suggest favorable conditions for high levels of search and wait

unemployment, especially among new labor market entrants.

Figure 4.4 Size of the Informal Economy / GNP (1999/2000)
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Saudi Arabia, Syria, and Yemen.

S. LABOR MARKET INSTITUTIONS

In the previous section we discussed how MENA governments can affect the labor
market through their size and wage-setting practices. In this section, we consider the

regulatory role of the state and other labor market institutions. We have noted that many
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of the labor supply and demand factors introduced above may have stronger

disemployment effects in the presence of labor market rigidities.
5.1 Labor Market Rigidity

According to a labor market rigidity index developed by Forteza and Rama
(2001), labor market institutions in MENA are among the most ridged in the developing
world (Figure 5.1). The index includes relative minimum wages, mandated maternity
benefits, union membership, and share of government employment. MENA’s score is
troubling in light of the region’s labor supply pressures. However, its high score is
mostly due to the size of government employment. Other labor market features are not as
rigid. In addition, there is much variation across MENA countries, with Algeria, Egypt,

Syria, and Tunisia contributing the most to MENA'’s high score (Figure 5.1).

Figure 5.1 Labor Market Rigidity Indicators (2000)
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Source: Forteza & Rama (2001). The rigidity index includes minimum wages, mandated benefits, union
membership, and share of government employment.

Minimum wages in MENA, as a proportion average industrial wages, tend to be
fairly low (around 30 percent). However, most MENA workers do not work in industry.
When compared to GDP per capita, minimum wages are mid-range among developing
regions (around 90 percent). While not as high as minimum wages in Sub-Saharan Africa
or South Asia (Figure 5.2), this level of minimum wage can potentially dampen

competitiveness and result in lower employment levels.
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Figure 5.2 Relative Minimum Wages by Region (2000)
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Source: Forteza and Rama (2001). MENA countries covered: Algeria, Bahrain, Egypt, Jordan, Kuwait,
Morocco, Syria, Tunisia, and Yemen.

Most non-GCC countries have a minimum wage (Table 5.1), with the highest in
Morocco and Lebanon at over $200 per month, and the lowest in Egypt at $34 per month.
Some non-GCC countries administer complex minimum wage systems with levels that
differ by sector, occupation, and location (in Table 5.1 we only report the basic minimum
wage for low-skill workers). GCC countries do not have minimum wages in the private
sector. Bahrain and Oman have minimum wage “guidelines”, which are not enforced and
which few unskilled workers earn. Kuwait has a public sector minimum wage, with the

minimum for nationals at $771 per month and the minimum wage for expatriates at $306

per month.
Table 5.1 Monthly Minimum Wages in the Private Sector
Local Currency US Dollars Enforcement
GCC
Bahrain 150 398 unenforced guideline
Oman 120 312 unenforced guideline
Kuwait none none n/a
Qatar none none n/a
S. Arabia none none n/a
UAE none none n/a
Non-GCC
Morocco 2,010 223 not in informal sector
Lebanon 300,000 200 not enforced effectively
Tunisia 189 151 not in informal sector
Jordan 85 121 mostly enforced
Iran 122,000 120 appears to be enforced
Algeria 8,000 105 Inconsistent enforcement
Iraq 130,000 91 no information
Syria 3,500 70 not in informal sector
Egypt 116 34 in large companies only
Libya none none n/a
WB Gaza none none n/a
Yemen none none n/a

Sources: ILO (2004), U.S. Department of State (2002), news, and personal communication.
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There is an ongoing debate in industrialized countries about the employment
effects of minimum wage legislation, especially on the labor market for youth. For nearly
half a century, there was a consensus among economists a 10 percent increase in the
minimum wage reduced teenage employment rates by 1-3 percent (Brown et al., 1982).
During the 1990s, however, several studies found near-zero (and even positive)
associations between higher minimum wages and employment (Card and Krueger, 1995).
Economic theories of monopsony and efficiency wages have been used to explain these
positive associations. The subsequent debate left some doubt about the true size (and
direction) of the employment effects of minimum wages (Neumark and Wascher, 1992).
In industrialized countries, the evidence suggests that minimum wages do have a small
negative effect on youth employment. However, these effects show considerable
variation across countries, with some studies showing no significant effects (Ghellab,
1998). Neumark and Wascher (2004) find that the disemployment effects are smaller in
countries that have sub-minimum wage provisions for youth. They also find that the
disemployment effects of minimum wages appear to be strongest in the countries with
less regulated labor markets.

In developing countries, research on the employment effects of minimum wages is
limited because the value of the minimum wage is often too low to have much of an
effect, compliance is typically a problem, and data are not always available (Ghellab,
1998). The existing evidence suggests a weak negative impact on employment in some
cases and no significant impact in others (O’Higgins, 2003; Ghellab, 1998). Using data
from Chile, Montenegro and Pagés (2003) find that a 10 percent increase in the minimum
wage reduces employment rates for youth by around 0.5 percentage points. Evidence
from Mexico and Colombia suggest negative employment effects when minimum wages
are close to mean wages, but no effect when they are too low to be binding in the formal
sector (Bell, 1995). For Indonesia, Rama (1996) found that doubling the minimum wage
led to a 2 percent decrease in wage employment, with effects concentrated among small
firms. Similar findings were obtained by Alatas and Cameron (2003). Maloney and
Mendez, (2003) argue that the effects of minimum wages in developing economies may
be magnified throughout the labor market, both by influencing the wage distribution and
by acting as a signal to the informal sector about where to set wage rates. They find

evidence for these effects in Latin America.
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We are not aware of any published research on the employment effects of
minimum wages in MENA countries. Using simulation techniques, Agénor and El
Aynaoui (2003) suggest that, for Morocco, a 5 percent cut in the urban minimum wage
would reduce unskilled unemployment in the short run by about 2.4 percent. However,
this estimate seems high given the evidence that minimum wage laws in Morocco appear
to be weakly enforced (Currie and Harrison, 1997). Also, the research literature suggests
that disemployment effects are weaker in more rigid labor markets (Neumark and
Wascher, 2004), which is a general characterization of labor markets in the MENA region
(Forteza and Rama, 2001).

Minimum wages might help explain part of the large gender differences in
employment outcomes in MENA - partly because females tend to work in lower paying
jobs. Myatt and Murrell (1990) find that the minimum wage is the most important
determinant of gender unemployment differentials in Canada during the 1980s. However,
there is evidence that minimum wage laws are not rigorously applied in many MENA
countries (Table 5.1). For four MENA countries with available ILO data between 1990
and 2000, the largest decline in the relative value of the minimum wage occurred in Syria,
from 71 percent of GDP per capita in 1990 to 45 percent in 2000 (Figure 5.3). If the
minimum wage were affecting gender differences in unemployment rates, we would have
expected gender differences in Syria to have declined during this time. Instead, they
increased dramatically, rising from a difference of 4.4 percentage points (a ratio of 1.9) in
1989 to 15.9 percentage points (a ratio of 3.0) in 2001 (LABORSTA, 2004).

Figure 5.3: Minimum Wages as a Proportion of GDP per Capita
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A large portion of the labor force in MENA countries has become eligible for
various degrees of social benefits and support services, and in many countries strong
unions have evolved to protect the interests of employees, especially those in public
sector enterprises. These unions and associations have expanded over time to include
industrial and other urban workers (World Bank, 2002). Among developing regions, the
level of unionization in MENA is second only to Latin America and the Caribbean
(Figure 5.4).

Figure 5.4: Union Membership as a Proportion of the Labor Force (2000)
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Source: Forteza and Rama (2001). MENA countries covered: Algeria, Bahrain, Egypt, Jordan, Kuwait,
Morocco, Syria, Tunisia, and Yemen.

There are significant differences across MENA countries in terms of the legal
status of unions and restrictions on their activities (Table 5.2). Some countries allow
collective bargaining with few restrictions. Others allow unions but place restrictions.
Most GCC countries do not allow collective bargaining. Although several allow labor
input in decision-making through joint labor-management committees or professional

associations.

Table 5.2 Status of Collective Bargaining across MENA Countries

Allowed in Law & Allowed with Not Allowed
in Practice Restrictions by Law
Algeria Egypt Bahrain*
Jordan Kuwait Iran
Lebanon Libya Oman*
Morocco Qatar Saudi Arabia
Tunisia Syria UAE*
WB & Gaza Yemen

Sources: ILO (2004), U.S. Department of State (2002), news & personal communication.
* Some labor input allowed through joint labor-management committees or professional associations.
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Unions have been associated with slightly higher unemployment rates for females
and youth (Bertola et al., 2002; Montgomery, 1989). In developing countries, they have
been associated with positive effects on the employment of unskilled workers and
crowding out of skilled workers (Maloney and Riberio, 1999). Any most cases, estimated
disemployment effects of unions on young job seekers have tended to be small. There are
no empirical estimates for the MENA region, however Agénor et al. (2004), through
simulation methods, suggest negative employment effects among skilled workers.

Not all aspects of the MENA labor market are rigid. The average number of days
of maternity leave with full pay is lower in MENA than in any other region of the world —
60 days in MENA compared with 69 days in the next-closest region, South Asia (Figure
5.5). Weak support for working mothers may be a contributing factor to the low labor
force participation rates among females in MENA. Weak maternal support may also help
to explain the high rates of unemployment among female youth, in that it encourages
young females to wait for job openings in the public sector where maternity benefits are
higher.

Empirical evidence from developing countries suggests that some protective
measures, such as restricting nighttime work and overtime for female workers, actually
reduce employment among women. Job-protected benefits, however, have been found to
increase women’s attachment to the labor force (van der Meulen Rodgers, 1999). This
finding suggests that the relatively small number of days of maternal leave with full pay
in MENA might contribute to lower employment rates among new mothers and female

youth.

Figure 5.5 Average Number of Days of Maternal Leave with Full Pay (2000)
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5.2  The Quality of Governance

There is growing evidence that the quality of governance plays an important role
in promoting economic growth and productivity (Kaufmann and Kraay, 2002; Makdisi et
al., 2001). The difficulty in studying governance, however, is in measuring it. Kaufmann
et al. (2003) develop subjective survey-based indicators of governance covering Six
dimensions: (1) voice and accountability, (2) government effectiveness, (3) rule of law,
(4) control of corruption, (5) political stability, and (6) regulatory quality.

Using these indicators, we observe that the MENA region ranks second to last in
terms of “voice and accountability”, surpassed only by countries in the former Soviet
Union. No MENA country achieved a voice and accountability ranking higher than the
50" percentile (Figure 5.2). Across the other five indicators, however, MENA generally
fares better than South Asia and Sub-Saharan Africa, but worse than East Asia and Latin
American. While all six indicators of governance have been found to be correlated with
economic growth, voice and accountability does not stand out as being more important
than the others (Kaufmann and Kraay, 2002). So while MENA’s quality of governance
might be a factor in explaining the youth employment situation, it does not, on its own,

suggest why unemployment rates among MENA youth are the highest in the world.

Table 5.6: Governance Indicators (2002)
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5.3  Active Labor Market Programs

Active labor market programs include training programs for unemployed or
displaced workers, job search assistance, support for entrepreneurial activities, public
employment (works) projects, and wage subsidies. Some programs also offer
transportation assistance, childcare assistance, and other services aimed at supporting
work. In a survey of more than 100 active labor market programs in OECD countries,
Dar and Tzannatos (1999) find that they only marginally mitigate structural problems in
the labor market and, if not designed properly, may actually make matters worse.
Overall, OECD countries spent substantially more on training programs than on other
types of active labor market programs, followed by employment services (such as job
search assistance) and then public works.

Youth “second chance” training programs (also known as retraining programs)
have been used widely in the United States and France, intermittently in England and
Sweden, and hardly at all in Japan and Germany. Japan relies almost entirely on basic
education and Germany relies heavily on vocational education and training through the
school system (Ryan, 2001). Retraining programs are not as prevalent in developing
regions, but there are several some notable programs in Latin America and Africa. In the
MENA region, most training programs are associated with school-based vocational
education systems, and are generally not part of the countries’ labor market programs.
However, some MENA countries offer limited retraining opportunities in conjunction
with other programs.

Empirical evidence from the United States suggests that training programs have a
small positive impact on adult earnings and employment, but generally no significant
impact on the earnings or employment of youth. Even when positive effects for youth
have been found, program benefits have tended to be small and not enough to cover
program costs (Friedlander et al., 1997; Greenberg et al., 2004). Many reasons for these
disappointing findings have been suggested, including the quality of the training received,
the incomplete mix of services offered, the limited duration of most programs, and
potential stigma attached to second-chance programs. One of the few successful youth-
oriented training programs in the United States has been Job Corps, a residential (live-in)
program that offers intensive training, remedial education, and other support services to

disadvantaged youth.
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Evaluations of European training programs have generally found small positive
employment effects for youth, mostly through higher employment duration spells and
lower unemployment spells. However, European programs have had little (possibly even
negative) effects on earnings (Ryan, 2001). Evaluations of programs in developing
countries have generally not been any more favorable for youth. However, Betcherman
et al. (2004) present evidence from Latin America that suggests that some training
programs have had positive employment impacts on youth, when integrated with job
search assistance, remedial education, and social services. Training programs appear to
work best when combined with other employment services and include employer
involvement. Evidence from the MENA region on the effectiveness of training programs
is practically non-existent. In general, vocational systems in MENA appear to be
expanding with incomplete information about market needs, no coherent national
strategy, and weak linkages with the private sector. In most countries, the system is
fragmented and lacks coordination (World Bank, 2002).

There is growing support for the use of job search assistance and other
employment services as cost-effective methods of reducing unemployment (Katz, 1994;
Dar and Gill, 1998). Studies from industrialized countries show that these services have
positive effects on the earnings and employment chances of adult participants (Dar and
Tzannatos, 1999). Furthermore, the results come at a low cost compared to formal
training. However, job search assistance does not appear to improve the employment
prospects or wages for youth (Abrahart et al., 2002). Also, the positive effects for adults
tend to decay over time (LalLonde, 1995), suggesting that the observed impacts may
partly be the result of participants displacing other workers, implying little or no net
social gain. Thus, employment services offer little social benefit when unemployment is
high (Betcherman et al., 2004), which is the case in MENA countries.

Many governments also rely on public employment (works) programs as a
countercyclical tool to relieve excess supply in the labor market. In addition to their
counter-cyclical benefits, public employment programs may improve the productivity of
unemployed workers by providing them with work experience. These employment-
generating activities can be socially beneficial, if applied in response to adverse economic
conditions and if their duration is limited (Forslund and Krueger, 1997). Temporarily
employing workers during an economic downturn is not associated with lost productivity

because the workers would not otherwise have been working. Permanent employment
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programs, however, can lead to dependency and lost productivity (Dar and Tzannatos,
1999; Abrahart et al., 2002). Public works programs display the widest variation in use,
with expenditures ranging from 2-5 percent of total spending on active labor market
programs in the UK, US, and Canada to 40 percent in Ireland and Belgium. In many
countries, employment programs are shunned because they are associated with high
displacement effects (Forslund and Krueger, 1997). In MENA, the effect of public works
programs on employment is not known because of the absence of reliable data. In
general, the programs are not considered successful in terms of improved productivity or

the economic value of assets created (Tzannatos, 2002).
6. CONCLUSIONS

Unemployment rates among MENA youth are the highest in the world, estimated
at over 25 percent in 2001, compared to 21 percent in the next closest region (SSA) and
7.8 percent among MENA adults. Youth unemployment rates vary considerably across
MENA countries, ranging from 6 percent in UAE (1995) to 43 percent in the West Bank
& Gaza (2002) and 53 percent in Algeria (2001). Youth unemployment is also a problem
among GCC nationals, reaching 37 percent in Saudi Arabia (2002) and 38 percent in
Bahrain (2001). In a majority of MENA countries, the share of youth among the
unemployed population is over 50 percent. Unemployment is less common among mid-
career adults. For this reason, high unemployment rates in MENA do not immediately
translate into a problem of poverty.

High unemployment among MENA youth is accompanied by the lowest labor
force participation rates in the world, for both males and females. Labor force
participation rates for females are also low relative to those of young males. Other
gender differences are also evident. Unemployment rates among female youth in MENA
were estimated at nearly 32 percent in 2001, 9 percentage points higher than for male
youth. By comparison, worldwide unemployment rates for female youth were 0.3
percentage points lower than for males.

While we do not test for causality empirically in this paper, our analysis and
review of the data and research literature point to several regional factors that may be
contributing to high rates of unemployment and joblessness among MENA youth: strong
labor supply pressures, rising female labor force participation rates, and labor market

rigidities that may be interacting with these two factors. In addition, each country may be
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facing unique circumstances that might contribute to the labor market situation for youth
in that country. For example, the situation in GCC countries is much different than in
non-GCC countries.

High population growth rates between 1950 and 1980 contributed to high labor
force growth rates, reaching 3.6 percent in the 1990s. The demographic pressures
probably contributed to the high rates of youth unemployment in the region. However,
the research literature suggests that a large influx of young workers does not necessarily,
on its own, increase unemployment rates. The link depends on macroeconomic
conditions and labor market flexibility, which were generally unfavorable in the MENA
region during the 1990s. Demographic pressures in MENA are likely to ease over the
coming decade. Thus, if suitable jobs for young workers can be found, labor supply
pressures are likely to ease. At this time, policymakers should focus on increasing labor
demand and reducing labor market rigidities.

A second source of labor supply pressures during the 1990s was increasing female
labor force participation rates. Most research on gender differences in unemployment
rates has focused on the role of aggregate economic conditions, job segregation and
discrimination, but not participation trends. To the extent that males and females work in
different occupations, higher rates of female entry into the labor force may lead to higher
female unemployment rates that can persist over time, but which are mainly transitory in
nature.

Migration from rural to urban areas may increase labor supply pressures and
unemployment rates in urban areas and ease them in rural areas. International migration
also may play a role, by easing labor supply pressures in non-GCC countries. For GCC
countries, to the extent that expatriate workers are displacing national workers with
higher reservation wages, migration may be contributing to youth unemployment in these
countries. However, to the extent that expatriate workers are working in occupations
where nationals do not have the requisite skills or interest to work (technical and service
occupations), migrant workers may actually complement young nationals and improve
their employment opportunities. GCC policies should, therefore, support complementary
migrant workers while encouraging young nationals to acquire skills in technical
occupations with adequate labor demand.

Substantial improvements in educational attainment across MENA have not fully

translated into better employment outcomes. On the one hand, a narrowing gender gap in
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educational attainment has coincided with a narrowing gap in labor force participation.
On the other hand, unemployment rates remain high, especially for females. Previous
research suggests that increases in school enrollment rates in MENA have led to tighter
budgets and declines in educational quality. Also, vocational education has been
relegated to secondary status (although this is changing) with weak linkages with the
private sector and without adequate labor market information systems to ensure that
students are provided with skills in demand. For nearly all MENA countries,
unemployment rates were highest among individuals with intermediate levels of
educational attainment and lowest among individuals with the lowest and the highest
levels of educational attainment.

One possible reason why investments in education have not led to better aggregate
employment outcomes is that high wages and benefits in the public sector may have
encouraged wait and search times among new labor market entrants. Indeed, the share of
civilian government employment among total employment in MENA is the highest in
developing world. Furthermore, wages in the public sector in MENA were 30 percent
higher than private sector wages, compared to 20 percent lower worldwide, making
public sector jobs more attractive. While wages in the public sector are facing downward
pressure in many countries, public sector jobs remain valued because of job security, high
benefits, and lack of opportunities in the private sector.

In many MENA countries, the private sector has been severely regulated,
restricting its growth and development. The business environment suffers several
constraints that discourage entrepreneurship and firm creation, including high transaction
costs, difficulties in securing finance, and weaknesses in enforcing contracts. The
informal sector is picking up part of the employment slack and is attracting an increasing
share of new entrants. The combination of a high-wage restricted public sector, a
growing low-wage but flexible informal sector, and a medium-wage highly-regulated
formal private sector suggest favorable conditions for high levels of search and wait
unemployment, especially among new labor market entrants. However, there is little
empirical work to directly support this hypothesis.

Other aspects of labor market rigidity in MENA are not that different from other
developing regions. Minimum wage levels in MENA are average; however they typically
are not rigorously enforced. Among developing regions, the level of unionization in

MENA is second only to LAC. Both minimum wages and unions have been associated in
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the research literature with adverse employment outcomes for youth. The average
number of days of maternity leave with full pay is lower in MENA than in any other
region of the world, which may be a contributing factor to the low labor force
participation rates among females in the region. It may also explain the high rates of
unemployment among female youth, in that females may wait for job openings in the
public sector where maternity benefits are higher.

Another aspect of the labor market in MENA is the weak application of active
labor market programs. MENA countries do not rely much on second-chance training
programs for youth. However, the research literature suggests that training program have
little or no impact on the employment chances of young participants. Stronger
employment effects have been found for job search assistance and other employment
services. However, the observed impacts may be the result of participants displacing
other workers with little net social gain. This is especially problematic when
unemployment is high, which is the case in most MENA countries. Finally, public works
programs have not been considered successful in terms of improved productivity or the
economic value of assets created.

In sum, labor supply pressures, public sector wage premiums, and bureaucratic
obstacles to the development of private sector enterprises all appear to be important

contributing factors to the youth employment situation and deserve further investigation.
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Summary Findings

This paper investigates the youth labor market in the MENA region in
order to identify factors contributing to the persistently high rates of
unemployment and joblessness among MENA youth. The paper
undertakes three parallel lines of inquiry. First, we review characteristics
and trends related to the youth labor market. Second, we review
findings from the research literature in order to identify determinates
of labor market outcomes for youth. Third, we use survey data from
Egypt and Morocco to address additional questions about the youth
employment situation. While we do not test for causality empirically
in this paper, our analysis suggests several regional factors that may
be contributing to the high rates of unemployment and joblessness
among MENA youth: strong labor supply pressures, rising female labor
force participation rates, and labor market rigidities that may be
interacting with these two factors. Public sector wage premiums and
bureaucratic obstacles to the development of private sector enterprises
may be especially important contributing factors. Despite many
common regional trends, MENA countries also face unique
circumstances suggesting unique policy prescriptions. This is especially
true in comparing GCC and non-GCC countries.
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