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1. Introduction

Along with its major political and socialsgects, the “Arab Spring” was mainly
underpinned by the lack of employment opportunitiespecially for youths.Deficiency in
competitiveness due to failures in trade liberaiorg in line with poor economic growth have
ranked unemployment in the Arab region as beingrantbe highest in the world. This situation
was caused due to a complex combination of diffefaators. In essence, the demographic
transition that occurred in the region and the eoain transformations that have taken place in
former centrally planned countries had createdangtpressure on the job market.

The heart of the problem lies in the faattwhile the labor demand is witnessing a rapid
increase, the economy is unable to create enouxgh fadding to that, job market rigidities do
not allow recruiters to easily hire and fire workeThis reinforces a strong and well spotted
mismatch between the demographic and economictstascin the Arab region. In evidence,
The Arab Labor Organization (ALO) estimates that R0llion persons are currently
unemployed in the region, and that the unemploymat& is growing at a fast pace. Other
estimations show that the Arab Mediterranean Castwill need to create more than
1,500,000 additional jobs per year over the nexty&érs in order to provide employment
opportunities for new labor market entrants anckeep unemployment figures unchanged
Doing so requires the rates of economic growthutpass those achieved in recent years. That
is to say, reforms should be put in place in otdeincrease the labor content of growth and
better transform economic growth into job opportiest

In this chapter we put forward an overalegentation of the main characteristics and
failures of the job market in the Arab region, cong the supply side, the demand side, and the
structure of the job market.

Section 1: Labor Market characteristic in the Arab Countries

1. The supply side:

Over the last decades the supply of labor in Arabntries has experienced major
demographic changes. The region recorded one ofatigest demographic increases in the
world. High fertility rates and exceptional deckna mortality allowed the region to reach a
demographic growth of 2.6% in 2010, compared t84las a world’s average. This figure was
also seen as highest as oppose to Africa 2.5%, iban&r3%, Asia 1.3%, and Europe 0.4% (Cf.
figure 1). The region is also undergoing a spesdabraphic transition occurring in all 22 Arab
countries. According to (UNESCWA, 2009), the popiola of the 22 countries of the Arab
region is expected to reach 385.2 million in 20b8 &31.2 million in 2050. Figure (2) shows

! Angel-Urdinola and Arvo Kuddoto, 2010.



that the region is facing one of the highest insesan the share of working age population in the
world. Expectations reveal that this phenomenon @dhtinue to increase over the next few
years. Figure (2) also shows that the share ofetibor force aged ranged between 16 and 65
could reach 60 percent of the total population@d2 Such a situation will create a substantial
pressure on the labor market. Its implications megthe Arab region to carry out “more than the
world average” efforts in terms of job creation.

Figure 1 Figure 2:
Average of demographic growth rate Share of the 15-65 years old in total population
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Meanwhile, the participation rate in the labor neirlemains low especially for women. Across
the region and according to most recent estimaias,of a total of 202.7 million people
belonging to the working ag®ESA UN 2012y only 101 million are recorded as being active in
the labor market. More than three quarters of #heil force are men (78 million), and only one
quarter is women (23 million). Interestingly, amathg 9.6 million unemployed, women make
up almost 40 per cent. In other words, availabd¢istcal data show that 70 to 80 per cent of
women, belonging to the working age in the Araligegare either inactive or unemploy&dw
rate of participation of the female labor force aikey feature to all countries in the region.
Although this may be typical for middle income ctnigs across the globe the lowest level, on a
world’s average, lies just above 40 per cent (UNDR ILO 2012). Rates reached in most Arab
countries, however, average around 30 per cenestt (of. figure 3). Stated explicitly, in low
income countries, such as Palestine and Yemen,ane than 26 per cent of women are active in
the labor market. Within the Arab region, countrigfsthe Mashreq (Egypt, Iraq, Jordan,
Lebanon and Syria) as well as Palestine and Sarahi& show the lowest women participation

2 Note that numbers refer to the 17 ESCWA membentims unless indicated otherwise.
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rates in the labor force. In comparison to the Arafion, in most other world regions, active
women in the labor market constitute a remarkablegntage reaching above 50 per cent.

Figure 3: Labor force participation rates in ESCWA member countries
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As a first glance, the GCC countries seem to shigh female participation rates in the labor

force (i.e. around 40 per cent). However, a cldsek reveals higher percentage rates of female
foreign labor participation. Among GCC nationalsgmen are hardly more active in the labor

market compared to other women in the rest of ttabAountries. While the female active labor

force in the other GCC countries broadly corresgaiodthe regional average (cf. tablel), Saudi
Arabia exceptionally records the lowest participatiate (i.e. around 14.7 per cent).

Table 1: Most Recent Data of Labor Force Participion Rate in the GCC Countries by
Nationality

Bahrein (2010)

Kuwait (2011) 37.0 83.0 27.4 58.5 32.1 73.4 58.7
Oman . . .. . . . ..

Saudi Arabia (2012) 61.5 94.4 14.7 37.1 38.1 79.7 53.4
United Arab Emirates(2009) 62.5 93.7 27.5 47.7 45.1 79.0 72.4
Qatar(2011) 63.6 98.0 34.1 58.6 48.7 91.3 86.7

Source various national data

The underlying reasons for the absence of womem fite formal labor market have not yet
been sufficiently addressed. Cultural norms of ipathic societies are often quoted as being

® The world average is 51.1 per cent labour forcgigipation rate for women. ILO - Global employmengnds
2013



possible explanatiorfsThese go hand in hand with strict views on thel&iof jobs that may or
may not suit Arab women — often reinforced by thleokr legislation (ESCWA 2010). In some
member countries such as Palestine, Iraq, and Yéundrer reasons may include the prevalence
of violence and physical dangers, which impeddredom of the female labor force. The rates
of dependency on women in familial and domestipaoasibilities, which are recorded to have
declined but still show significance in most coiegr are other factors influencing the rate of
female participation in the job market (Sugita, @0X0ther observations conclude that the level
of education is positively correlated with womeparticipation in labor market (cf. figure 4).
That is to say as the female education rises adh@ssegion, their participation in the labor
market increases. In Lebanon and Jordan, womenuwmitrersity degrees are more than twice as
active in the labor market compared to those wéttpadary educationSimilarly in Palestine,
65 per cent of women with more than 13 years obslthg participate in the labor force, as
oppose to only 35 per cent of those whose educatidrelow that level (PCBS 201Male
activity rates, by contrast, do not seem to higidgrelate with levels of education.

Figure 4: Female Labor Force Participation Rate byLevel of Education, Selected
Counrties (in percentages)
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4 Moghadam, V., Women, Structure, and Agency in Middle East: Introduction and Overview to Feminiirmations’ Special Issue on
Women in the Middle East, p. 2
® Lebanon Central Administration of Statistics arIOEF: Multiple Indicator Cluster Survey Round 808
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The complexity of labor force development may Hastrated in the case of Syria, where
substantial growth rates in GDP over the past 1&rsyeprior to the current conflict, did not
increase employment, but were accompanied by arisungly sharp decline in labor force
participation. Although GDP growth rates in yeaP — 2010 fluctuated around six percent
annually, total labor force participation declinkdm 52 per cent in 2001 to 42.7 per cent in
2010 (Nasser, R. and Mehchy, Z., 2012). One ofrtfagn underlying reasons of the rather
remarkable declination was a structural changeénéndgricultural sector in Syria. This change
caused by alterations in the subsidies regime aadgthened by the impact of severe scarcity in
various other sectors, has led to substantial gasds, especially for women (Aita, S., 2009).
Instead of being registered as unemployed or talmgobs in the informal urban sectors, an
estimated number of 1,174 thousand individuals vbeteeved to have dropped out of the labor
force. Had these workers chosen to register as plogned, calculations suggest that the real
unemployment rate for Syria in 2009 would have b2813 percent rather than 8.6 per cent as
officially reported by Nasser, R. and Mehchy, Z0X2). Similarly in Morocco, labor force
participation declined by about 5 per cent overghst 12 years, to the effect that by year 2011
less than half of the working age population (49 gent) were active members in the labor
market (Cf. figure 5). This declination was mostipvious among the higher educated
population, where participation rates fell from ab@2 per cent in 1999 to 64 per cent in 2611.
This development illustrates that the average eman@rowth rates of xxx per cent were not
sufficient to embrace the growing working age pagoh, discouraging an increasing
percentage of the most educated talents.

Figure 5: Morocco, Labor force Participation Rate ©99-2011, by Educational Attainment
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2. The demand side

While some countries (Norway, United States, FidJaand Singapore) were able to
combine strong economic growth with often risingpde utilization, the ability of the Arab
region to transform growth into employment had besatively low (Cf. figure 6). This ability,
as estimated by employment to growth elasticityd Is&gnificantly decreased since 2004
especially in “Arab Oil importing countries”. Naaty, employment to growth elasticity noted a
variation from 0.62 between 2000 and 2004 to O&twben 2004 and 2008.

Figure 6:
GDP Growth rate (y-axis) and variation of unemploynent rate (x-axis)
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This decrease especially occurred in countries BHiggpt (from 0.82 to 0.57) and Tunisia
(from 0.55 to 0.42) and had produced one of the tnsesious problems of youth
unemployment in the world. (cf. Table 2).

Table 2:
Employment to Growth Elasticity in the MENA Region (See table Al for details )

Developing oil exporters* 0.83 0.91 0.87
GCC oil exporters* 0.75 0.57 0.66
Oil importers* 0.62 0.47 0.55
MENA 0.73 0.65 0.69
2004-2008 some of the best performers+
Norway -0.04 18.23 10.09
United States 0.12 2.27 1.29
Finland 0.17 1.33 0.83
Singapore -0.43 1.28 0.45

*Source: (The World Bank, 2011a, p. 3&uthor’s calculations based on World Developmentidators World Economic Outlook
Database, April 2012)



a. A Persistent and Volatile Unemploymer

The high increase in labor demand and the insefitctapacity of transforming growth ir
employment opportunities generated an increase in urempEnt in the 2000¢ (cf. figure 7).

Figure 7:
Observed and Projected Unemployment Rate for a Sangof Arab Countries
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Most recent data (cf. figure 8 and 9) show thaEgypt, Morocco and Tunisia only arou
40 per cent of the working age population reap g&iam employment. In rdan, Syria and
Palestine the share of those gaining from beingl@yefd lies at an even lower percente
around 30 per cent. In comparison to the w gains from employment lie well above 51 |
cent in many regiofis This is a rather low percentacevel revealing that societies are qt
vulnerable to economic shocks that might affectrtheeans of living. The comparably hi
employment rates in the GCC countries result frbm ibfluence of labor migration. Takit
only in account the proportion the national working age population in employmesteals
very low percentage rates, ranging from slightlpxa20% in Bahrain, 30 % in Kuwait, 3¢
in the UAE to 48 % in Qatar. Most of the GCC coig®rhave undertaken serious efforts
improve the balare between working nationals and foreigners throtagious nationalizatio
policies that aim at increasing the percentage asfonal workers as oppose to foreigni
However, success has been limited so far. Any éduadvancement will possibly depenc
increasing mobilization and a higher participatithe female workforce in the econon
However, as mentioned earlier, in many of the coesiof the Arab region, women taking p

" With the notable exception of Algeria.
8 International Labour Organization 2013 Global engpient trend—Recovering from a second jobs dip, Geneva |
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in the labor force are still exposed to the obswcbf labor market segmentation and

segregation.

Figure 8:

Employment Rates, Selected Countries and Regions,dgt Recent Data (in percentage)
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Figure 9:
Employment rates, selected GCC countries, most regedata in percentages
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® For a recent further discussion of female emplaynirethe region please see:
ECONOMIC PARTICIPATION IN THE ESCWA REGION, pp. 89-28
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Descriptive statistics show that over the last decgéhe average of the unemployment rate
was very high and also quite volatile (table 3)wile regional disparity was displayed, ranging
from 23% in West Bank and Gaza to 0.3% in QatageAh had an average of 20.1% of
unemployment rate with a standard deviation off@l®wed by Syria and Morocco recording
an average rate of 11% of unemployment with a stahdleviation of 1.414. This high
volatility of percentage average rate constitutednaportant feature of unemployment in the
region.

Table 3:
Statistical Properties of unemployment

Mean 20.1 9.4 13.9 1.2 11.6 15.2 10.8 14.2
Median 20.6 9.1 14.2 1.3 11.1 15.5 10.8 14.3
Maximum 29.5 11.4 15.3 2.0 15.4 17.4 16.7 16.0
Minimum 9.9 7.6 12.5 0.7 9.1 12.5 8.0 12.4
Std. Dev. 7.8 1.1 0.8 0.4 2.1 1.5 2.6 14
Skewness -0.08 0.3 -0.2 0.1 0.5 -0.3 0.6 -0.0
Kurtosis 1.2 2.0 1.8 2.1 2.0 2.0 2.6 1.3
Jarque-Bera 1.7 0.8 0.9 0.47 1.1 0.8 1.0 1.5
Probability 0.4 0.6 0.6 0.7 0.5 0.6 0.5 0.4

Authors’ calculation

b. A High Level of Youth Unemployment

Youth became the first victim of unemployment ire ttegion. UNDEP 2010 showed that
unemployment in Arab countries varies along diffiikrage groups and educational levels. It
records that unemployment rates of youths aged dmtwl5 and 24 in the Arab region -
excluding Egypt- constitute the highest figurecamparison with other groups in all countries
(Cf. Table 4).

Table 4:
Youth Unemployment versus Overall Unemploymenhim Arab Region (last year figures)

Algeria 45.6% 10%
Bahrain 20.7% 5%
Djibouti 37.8% 41%
Egypt 25.8% 8%
Iraq 45.3% 30%
Jordan 38.9% 11%
Kuwait 23.3% 3%
Lebanon 21.3% 12%
Libya 27.3% 7%
Mauritania 44.3% 16%
Morocco 15.7% 10%
Oman 19.6% 7%
Qatar 17% 1%
Saudi Arabia 25.9% 5%
Somalia 43.4% 33%
Sudan 41.2% 21%
Syria 19.8% 21%
Tunisia 26.5% 14%
United Arab Emirates 6.3% 2%
West Bank and Gaza 33.1% 25%

SourcelUNDP 2010.
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IMF came also to the same conclusion and annouti@dunemployment in the MENA
region is the highest in the world with youths dd@osng the largest population section among
those unemployed. Namely, the share of youths bgedeen 15 and 24 in unemployment was
at least as double as the overall unemployment idtmeover, at about 25%, the youth
unemployment rate in the MENA region exceeded dhany other region in the worfd.

c. High Unemployment Combined with Low Labor Productivity

Another issue of unemployment in Arab countriesthat it is associated with low
productivity. The conventional wisdom suggests #ratincrease in productivity resulting from
introducing new technologies could lead to job dedion and increases in unemployment.
However, even this basic interpretation of the upleyment-productivity relationship is
inverted in the Arab region. In essence, produtstii Arab countries is very low compared to
regions with low level of development. Namely, thee of productivity growth during the period
between 1991 and 2010 in Arab countries was nated.26 compared to 1.9% for countries
with low income and 4.2% in South Asia. The mostkstg element is that the average
productivity growth was negative during the perit€91-1999 (-0.2%) and has increased
significantly during the period 2000-2010 (see ¢ah).

Table 5: Productivity Growth

1991-1999 2000-2010 1991-201(¢

Arab World -0.2% 1.8% 0.9%
South Asia 4.0% 4.4% 4.2%
European Union 2.1% 1.1% 1.5%
East Asia & Pacific (all income levels) 2.9% 5.7% 5%
East Asia & Pacific (developing only) 4.9% 8.3% %.9
Middle income 2.2% 5.3% 4.0%
Low income 1.2% 2.3% 1.9%
High income 2.1% 1.2% 1.6%
North America 2.1% 1.5% 1.8%
World 1.7% 2.6% 2.2%
Sub-Saharan Africa (developing only) -0.7% 2.7% %.3

Authors’ calculation

However, recent papers show that productivity ghowgads to higher employment. If
productivity growth occurs in one industry it wilhuse job destruction at a firm or industry level
(Nordhaus, 1995). Meanwhile, lowering prices wiltiease the global demand and productivity.
This increase, in turn, will ultimately have a f& influence on labor demand and would offset
the first order employment-lowering effect of higlpeoductivity.

°youth Unemployment in the MENA Region: Determinaatsd Challenges by Masood Ahmed, Director, MiddistEand Central Asia
Department, International Monetary Fund; Dominig@eillaume, Deputy Division Chief, International Metary Fund; Davide Furceri,
Economist, International Monetary Fund. Publistrethe World Economic Forum’s Addressing the 100iibfil Youth Challenge—Perspectives
on Youth Employment in the Arab World in 2012, J204.2.
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As regards to the Arab region, productivity incesakave been difficult to achieve over the
past decades. As far as data are available, Arahties show stagnating or declining labor
productivity — with the notable exception of Syaiad Kuwait’. This situation reflects high labor
input in economic output. It also reveals quiteatable participation of generally low-skilled
labor force in the job market and points to th&latany value added character to the majority
of existing jobs, as mentioned earlier.

Table 6: Labour Productivity, selected Arab countries

Labour Productivity in Mining & Quarrying (in US do llars)(*)

Jordan 44,536 44,980 51,243 54,898
Kuwait 4,682,268 4,663,553 4,429,576 3,995,655 4,296,896 ,1383L71 2,952,047
Palestine 42,976 53,356 42,208 51,603 68,029 46,338 44,296
Qatar 1,176,110 915,576 531,798 400,414 584,860

Saudi Arabia 1,016,446 977,557 986,294 919,080

Syrian Arab 96,023 83,489 83,435 84,441 85,367 85,847

Republic

Tunisia 114,235 122,719 113,546 141,347

United Arab 993,150 898,245 983,436 875,290 808,205

Emirates

(*) Labour Productivity indicates the value addéd\ining & Quarrying, including electricity andater supply, per capita in constant 2005 US
dollars

Labour Productivity in Manufacturing (in US dollars )(*)

Egypt 11,354 11,355 11,356 11,357 11,358 11,359 11,360

Jordan 13,051 13,061 14,790 14,411 14,428 15,003

Kuwait 60,029 60,431 59,369 58,143 46,823 50,274 54,677

Morocco 16,964 18,730 17,662 18,365 19,490 20,023 20,601

Oman 71,515 71,516 71,517 71,518 71,519 71,520 71,521

Palestine 10,182 10,946 8,207 9,159 9,704 8,749

Qatar 82,466 79,493 64,900 62,146 70,010

Saudi Arabia 47,685 48,300 48,409 47,349

Syrian Arab 1,730 1,697 1,614 1,895 1,915 2,187

Republic

The Sudan 14,315 14,502 15,419 16,271

Tunisia 11,472 12,006 11,635 11,284

Yemen 7,752 7,349 6,178 11,426 11,747 9,654 8,419
(*) Labour Productivity indicates the value addéd\banufacturing per employee in constant 2005 Glkads

Source: UNESCWA 2012
d. Low Labor Demand for Skilled Labor
Taking into account the knowledge content as wall moductivity in sectors like

construction, trade and transport, figures ofterfdr below those shown in Table 6. This further
deepens the impression of highly divided econortrigctures between the extractive and the

" ESCWA, 2012, Bulletin of Industrial Statistics, p. 11



productive sectors. Available data show that ingEglaq, Palestine and Yemen between 40 and
55 percent of employed labor work in sectors wiglotv-average productivity (ESCWA, 2012).
Existing industries generate a high demand for uoatd low skilled labor, and thus it may
come to no surprise that unemployment in Arab aoesitis especially high among the most
educated in the workforce. In Tunisia, the unempleqnt rate of individuals with secondary
education or higher levels of education reachegouble the national average unemployment
rate’?Also in Jordan, the unemployment rate of indiviguaith higher and secondary levels of
education lies significantly above the rate of wasskwith lower education. In Palestine and
Morocco individuals with higher levels of educatiame more than twice as often seeking
employment than other people (cf. figure 10).

Figure 10: Unemployment rates by level of educatioand sex, selected countries (in
percentages)
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Interestingly, some recent research on Jordan fawtdhat high-skilled Jordanians are often
migrating or working abroad, while the country msporting low-skilled labor force, who are
often employed in the informal sector. While impagt foreign labor for little benefit or social
security undercuts Jordanian wages, the infloweuofittances increases the reservation wage

2 Tunisia, National Institute of Statistics, 201hl€ulations based on table 26, p. 24 and tablp.26,

13



(Wahba, J., 2012)Such a divergence in wages brought about by itmapforeign labor force on
one hand and remitting to home country on the okizard may well constitute an important
explanation of the prevailing low employment rated only in Jordan, but possibly in other
Arab countrie$®. Unlimited availability of cheap labor — eitherifn abroad or from other
regions within a country — reinforces imbalancestha economy and existing labor market
segmentation. The most visible examples of thistiplal fragmentation are labor markets in
some countries of the GCC. In the United Arab Etasaaccording to the 2009 labor force
survey, mean wages were only around 29.4 per cemtemn incomé&. This reflects huge
differences between national and foreign workdrs,dublic and private sectors, the skilled and
non-skilled workers, as well as across the diffeEmirates within the U.A.E.

3. The Job Market

Labor markets are essential to a number of relsdedhl and economic goals. On one hand,
well functioning labor markets are able to provithe economies with human creativity,
innovative capacity, skills and knowledge neededrarer to stand well as national, regional and
global competitors. On the other hand, social aue®s directly depend on the ability of the
population to earn fair wages under decent condtiof employment. Current data, however,
still point to substantial gaps in this regardelsence, neither are the economies able to provide
the quantity and quality of jobs people need, no@ eompanies able to benefit from a
competitive economic environment and to satisfyttedir human resources demands in the jobs
market. Significant shares of especially young nileare not utilized and investment into
education is wasted; both of which are further esdliissues for Arab economies today.
Substantial change in the economic structure, sgatkeviating from public sector employment,
changing from agricultural to industrial economiasd increasing productivity require flexible
adjustments of the workforce. It also requires igh ltapacity of the labor market for rapid re-
allocation of human resources. That is to sayabbl markets are too slow and rigid to adjust,
structural changes may result in increased unempaoy. In general, the more the labor market
is divided and people move only within limited sesits of the economy, the smaller is the
possibility of the economy to adjust to shocks enanges.

The analysis of the regulation of a formal job-dalnarket in many Arab countries shows
that like many other developing countries, labavdan the region have been elaborated during
the 1950s and the 1960s. This was a period ofefuibloyment where new independent states
were trying to improve employers’ rights and tolBua development model based on social
progress. This period of “job abundance”, espéciar skilled workers, has now finished and

3 The employment rate, or employment to populatatior measures the percentage of the working agalation
that is actually employed. Low rates of labour éoparticipation combined with high rates of unergpient thus
lead to low employment rates.

% United Arab emirates National Bureau of Statis#i689 Labour Force Survey, Monthly Mean and Mediages
and Monthly Mean and median income, accessed didf&)12 from
www.uaestatistics.gov.ae/ReportDetailsEnglish/télfidl/Default.aspx?ltemld=1850&PTID=104&Menuld=1
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the upsurge of unemployment in these countriesdramatically changed the bargaining power
of job applicants. According to Doing Business mepo 2012, the current labor regulation in the
region had made recruiting and firing employerseaxrely complex, even when compared with
relatively developed economies facing less demdugcgpressures.

a. Difficulties to Recruit:

Table 7, shows that the ratio of minimum wage ® v¥hlue added per worker is relatively
high in the majority of Arab countries. In essentegeached 0.69 in Morocco, 0.58 in Syria and
0.24 in Tunisia. These ratios need to be compangid &21 in USA and Germany, 0.34 in
Norway, Finland and the UK, 0 in Denmark, Singapamd Sweden.

Table 7:
Recruiting workers indicators.

Arab countries

Morocco Yes 246.5 0.69
Syrian Arab Republic No 205.8 0.58
Mauritania No 74.5 0.49
Yemen, Rep. No 74.9 0.46
Algeria Yes 204.8 0.38
Jordan No 199.9 0.34
Lebanon No 318.0 0.29
Iraq Yes 98.7 0.28
Tunisia No 115.9 0.24
Oman No 506.9 0.21
Egypt, Arab Rep. No 31.8 0.10
Kuwait No 166.2 0.04
Bahrain No 0.0 0.00
Djibouti Yes 0.0 0.00
Qatar No 0.0 0.00
Saudi Arabia No 0.0 0.00
United Arab Emirates No 0.0 0.00
West Bank and Gaza No 0.0 0.00
A sample of comparator countries

Norway Yes 3,608.9 0.34
Finland Yes 1,989.5 0.34
United Kingdom No 1,655.0 0.34
Germany No 1,145.5 0.21
United States No 1,242.6 0.21
France Yes 782.0 0.14
Denmark No 0.0 0.00
Sweden No 0.0 0.00
Singapore No 0.0 0.00

Source: doing business 2012

b. Difficulties to fire

Firing costs for formal contracts are consideredhigh in the Arab region (table 8). Several
countries have amended their labor legislation whhaim of achieving balance and flexibility
in hiring and firing employees. Changes in legiskatthroughout the region, included in Egypt
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(2003), Tunisia (1994 and 1996) and Jordan (19B®)der, 2011). Analysis show that these
rules are, however, still seen as overly rigidingiremains costly for employers due to lengthy
bureaucratic procedures, high payments and biad®ut kcourt decisions. Severance payments
are often relied upon as insurance for unemployrbentiuse social insurance systems are rare
(Kolev, 2009; ETF, 2006). Table (8) shows that sawee pay regarding redundancy and
dismissal of workers with 1, 5 and 10 years of tens equal to 26.7 weeks in Egypt, 23.1 weeks
in Yemen, 13 weeks in Morocco and 7.8 weeks in Jianin comparison, the same procedure is
“free” in the United States, Denmark, Singapore &mdland and “costs” 11.6 weeks in
Germany, 4.6 weeks in France and 2.7 weeks in tikitegdom.

Table 8:
Severance pay for redundancy dismissal

Arab countries

Egypt, Arab Rep. 4.3 21.7 54.2 119.2 26.7
Yemen, Rep. 4.3 21.7 43.3 86.7 23.1
West Bank and Gaza 4.3 21.7 43.3 86.7 23.1
Qatar 3.0 15.0 30.0 60.0 16.0
Saudi Arabia 2.2 10.8 32.5 75.8 15.2
Kuwait 2.1 10.7 32.5 75.8 15.1
Morocco 2.2 10.9 27.3 76.4 13.5
Algeria 13.0 13.0 13.0 13.0 13.0
Tunisia 1.7 8.6 13.0 13.0 7.8
Mauritania 1.1 5.4 11.9 27.1 6.1
Syrian Arab Republic 0.0 0.0 0.0 0.0 0.0
Jordan 0.0 0.0 0.0 0.0 0.0
Norway 0.0 0.0 0.0 0.0 0.0
Lebanon 0.0 0.0 0.0 0.0 0.0
Iraq 0.0 0.0 0.0 0.0 0.0
Oman 0.0 0.0 0.0 0.0 0.0
United States 0.0 0.0 0.0 0.0 0.0
Bahrain 0.0 0.0 0.0 0.0 0.0
Djiboulti 0.0 0.0 0.0 0.0 0.0
United Arab Emirates 0.0 0.0 0.0 0.0 0.0
A sample of comparator countries

United States 0.0 0.0 0.0 0.0 0.0
Denmark 0.0 0.0 0.0 0.0 0.0
Sweden 0.0 0.0 0.0 0.0 0.0
Singapore 0.0 0.0 0.0 0.0 0.0
Finland 0.0 0.0 0.0 0.0 0.0
Germany 2.2 10.8 21.7 43.3 11.6
France 0.9 4.3 8.7 23.1 4.6
United Kingdom 0.0 2.7 5.3 10.6 2.7

Source: doing business 2012

c. Difficulties in Formalizing Jobs

Almost all economies of the region are marked birtfragmentation into multiple segments and
their highly paradoxical economic and employmenacttires. The economic sectors with the largest
shares in GDP, like the oil and gas industriesyigde a rather small share of employment. Whereas,
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economic sectors contributing rather small shaveGDP, like construction, tourism and other service
provide the highest shares of employment (ESCWA220The result is a wide split between the
relatively small segments which offer a secure amdarding employment in the formal public and
private sectors and the large stratum of unskilled;productive labor force that hardly contribuiaes
adding any value to existing jobs; believed to eeeagally informal jobs.

Recent estimates accord to about one third of GiPtao thirds of employment being generated in
the informal sector (World Bank, 2011). Availablatal on Egypt, Jordan, Palestine, Syria and thesdnit
Arab Emirates all point to higher average wageth@public sector than in the private sector, @gfigc
with the inclusion of data from the informal prigagector. In Jordan the wage distribution exhibiery
wide base of low wages, with the majority of wokkéb2.6 per cent) making less than 300 Jordanian
Dinar (JD) per montfi. Estimates reveal that around 14.9 per cent ems than 200 JD as a monthly
salary, while the established minimum wage lies%t JD per month. The National Employment strategy
of Jordan acknowledges that the large supply ofu@ge foreign workers creates pressure at therhotto
end of the wage scaléThe case of Jordan illustrates that wages inrifarmal sector tend to be at the
lower ends of the wage scales, being marked a#isatly below those of formal sector workers. €Th
size of the gap between informal and formal sectargs across Arab countries. In evidence, emfie
gap in wages is estimated to be around 10 perhsgher in the formal sector in Syria, in Morocce th
wages difference has reached around 50% among sydutEgypt and Lebanon the gap amounts to 30
percent, reaching even to 50 percent for womergypE(World Bank, 2011). Minimum wage legislation
exists in most countries of the region, but is netessarily always enforced. Such disadvantages in
wages in the informal sector have to be diagnosedonnection with other disadvantages related to
higher working hours, less annual leave, poorerking conditions and absence of insurance coverage
by existing social security systems (i.e. pensicimemes or health care insurance). In the Arab negio
almost 70 percent of workers are not covered biaksecurity scheme$.Table 9 shows that the share
of informal employment in total non-agriculturaksars has reached 71% in Morocco, 45.9% in
Egypt, 51% in Yemen and 35% in Tunisia. This sitiraexplains also the increasing role of the
informal sector as one of the major jobs providerghe region. A paper by Nasser (2011)
estimates that informal employment reached 10.8amiin Egypt in 2008, representing 48.1%

percent of total employment.

Table 9:

Share of Informal Emiloiment in Total Non-AiricuItu ral Emiloiment
Algeria 21.8 25.6 42.7 41.3 41.3
Morocco 56.9 44.8 67.1 67.1
Tunisia 38.4 35 39.3 47.1 35 35
Egypt 58.7 37.3 55.2 45.9 45.9
Lebanon 51.8 51.8
West Bank and Gaza 43.4 43.4
Syria 417 42.9 30.7 30.7
Yemen 57.1 51.1 51.1

Sources OECD, 2009

5 According to the 2011 Employment and UnemploymenBurvey  available  from
http://www.dos.gov.jo/dos_home_e/main/index.f#acessed on 18/9/2012
16 Kingdom of Jordan 2012 National employment stra@11-2020, Amman, Jordan pg 60
17 i
Ibid, p. 6
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Schneider index (Figure 11) that measures the sifgreduction not declared to regulatory and
tax authorities shows that between 1999 and 20@4dte of growth of this index in the region
increased by 0.42 percent per year; a level thatommparable to Europe and Central Asia.
According to this index, Tunisia followed by Moracdisplay the highest levels of informality.

Undeclared high levels of production increased ifseies of revenue collection for non- oil

countries and enhanced fiscal resources lossésdatates.

Figure 11:
Schneider index (% of GDP)
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Low employee mobility from the informal to the foainsector highlight issues of reformation
that should be undertaken to facilitate the co$tegistration, the procedures of employment,
the minimum capital requirements and the removélaofiers to entry.

Section Il: Short term economic responses to unempyment in Arab Region

Job creation is today on top of the regional antibnal agendas. In 2011, unemployment has
increased in the MENA countries, with the largestréase recorded in Tunisia (about 7
percentage points) and Egypt (about 3.5 percergaiggs)®. Most recent data shows that Egypt

observed a three per cent increase in unemployriamely, between the last quarter of 2010
and the first quarter of 2011, unemployment in Egipps recorded about 800 thousand
additional unemployed persons. In the first quadke012, this nhumber has increased even
further to almost one million (961,000) in comparigo end of year 2010. Similar development
challenges the government of Tunisia, where betwéay 2010 and May 2011 the number of

unemployed has risen by 213 thousand people; diveyper cent of the labor force.

¥ Egypt and Tunisia are at the centre of the ongoégipnal changes, and as they are also countridsrelatively
well established statistical systems, whereby fifects of their crises can be traced. Other coestiike Libya,
Syria or Yemen are facing even bigger problemsupdéted statistics are not currently available.
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Over the longer term, recent social and politidergges in the region may be able to pave the
way for solutions to the deeply rooted economic andial challenges facing the MENA
countries. But for the moment, difficulties seenhawve visibly increased. Employment statistics,
despite highlighting only a part of the challendased, show clearly how the crises directly
affect peoples’ lives. Particularly, they reveaitihe development model that was used before
the crisis needed to be revised to be more inadusegarding job content. Those statistics also
point out that higher growth rates are requireddcommodate population growth and widen the
economic base, to have a more diversified econatniccture. Add to that, improvements in
productivity can be applied such that overall gfowiay enhance the standard of living.

Actions undertaken by the replaced governmentaldsodill be ultimately judged by their
abilities to tackle unemployment and ease sociaites. To reach these objectives, economic
literature and international experiences show thiatrequires a well structured industrialization
policy. In essence, this includes an enhancemenbwipetitiveness, business environment and
governance landscape. The mismatch between lalpglysand demand requires also a deep
reformation of the education system to tackle theomsistency of this mismatch and the
requirements of the labor market. These reformatsimould also target at increasing women’s
employment incentives and ensuring a better speaection system.

Meanwhile, putting in place this new developmemradagm requires a long term action plan
to produce tangible results. But new governmentaatchave such momentum. They need short
term solutions that could ease the social tensitnle putting in place the long term reforms. It
is the purpose of this paper to propose a samplshoft term reforms that could ease the
unemployment problem in the region and help neweguwent better translate growth into job
creation. These reforms need, meanwhile, to bédurdnalyzed in a country by country basis.
Their implementations need to be also well designexder to ovoid miss-application.

1. Improving labor impacts of macroeconomic policies

A comprehensive survey of the fiscal and monetailcies in the Arab region and their
relation with job creation (UNESCWA 2012c) reveal@do a number of inconsistencies and
contradictions between public policies and job tiosain the region. This contradiction explains
a part of the unemployment problem facing the Aredion (Figures 1 and 2). On the fiscal side,
the report revealed a negative correlation betwpablic expenditure, tax regimes and
employment creation. The same conclusions occunvgbadying the monetary and exchange
rate policy regimes. The historically inverse nelaship between the rate of unemployment and
the rate of inflation in an economy (Phillips cureppears to be turned upside down in the Arab
region. Namely, pegged exchange rate regimes apbliethe majority of these countries have
affected their competiveness and hindered them ftozating jobs. As recommended by the
Arab Development Challenges Report 2011, the regee&ds to adopt more accommodating
macroeconomic and sectoral policies. The foremoslrity is to use public investment to
facilitate economic activity in those formal sestdhat have high potential of providing decent
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job vacancies. This would contribute to the conipetness of Arab economies and encourage
more investment in production.

Figure 1:
Correlation Between Employment Variation and PublicExpenditure Growth
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Figure 2:

Correlation Between Unemployment Variation and TaxRevenues as a Percentage of GDP
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1.1. Onthe Tax Collection Side:

The Arab region needs to address issues relatembrtoption and governance. Low (or
adequate) tax rates that stimulate growth and jehtion— embedded in an effective regulation
system - need to be reliable and predictable oMen@ period of time to encourage people to
work, save, and invest within formal markets. ThalARegion is characterized by two distinct
approaches of taxation:
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0] Countries that generate revenues through expodingre-distribute parts of these
revenues to their population without imposing ineotaxes. This is the case in most
of GCC countries and Libya.

(i) “ non-oil Arab states—which have much lower perimmcomes, depend on foreign
markets or some foreign sources of income suchichsrad workers’ remittances
(Tunisia, Lebanon and Jordan, for example) or aumaxof aid and rent sources, such
as in Egypt, which contains natural sources andstiez Canal” (Saif, 2011).

In the absence of progressive and comprehensivecags, the second group of countries relies
on revenue-generation through value-added taxesseThre direct taxes that do not distribute
the tax burden on the basis of the size of persorm@me or corporate profit. Gradually,
countries in the region are realizing that fair@xation systems have a politically stabilizing
effect and initiate necessary steps. For exampth, it new 2011-12 government budget, Egypt
IS suggesting a capital gain tax on profit fromitdpoperations, such as stock and real estate
profit, raising taxes on the highest income bratike5% (Saif, 2011).

1.2. On the Spending Side:
1.2.1. Adopting a Prudent Keynesian Policy

Cyclical unemployment could be addressed by pdaiofetemporary stimulus such as the policy
of "Go & Stop" implemented in Tunisia since 2012g(Fe 2). This policy is designed as a
temporary and substantial increase in investmernheatexpense of operating expenditures. It
results in widening the budget deficit to an acabl& level while meeting the conditions of

medium-term debt sustainability. The analysis o& thbsence of good macroeconomic
management in Tunisia during the crisis showsttiiatcould lead the country to the inability of

stimulating aggregate demand and thus of managing Keynesian component of

unemployment.

Figure 3:
Fiscal Impulsion in Tunisia
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1.1.1. Increasing the Development Part of Government Expeatiture

A panel econometric analysis conducted on a sehefArab countrieS shows that the
investment rate is the only statistically significavariable that explains unemployment in the
region. Namely, a variation of 1% in the investmegite reduces the unemployment rate by
0.24%. However, economic growth achieved througlesiment does not stand as a job-creating
indicator. In essence, no significant statistiedtionship has been spotted between growth and
unemployment even when we capture the change wétste during this period by adding the
period-fixed effect. In this case, inflation becameegatively correlated with unemployment as
expected by the Philips curve. An increase of 10%the inflation rate should reduce
unemployment by about 0.2% which is very small cared to the effect of investment.
Investment appears to be a crucial strategy inaiedgwnemployment in Arabic countries.

Table 1:
Explanation of the Unemployment Rate in the Region

C 17.72%+* 19.7%**
Investment rate -0.24*** -0.31%**
Inflation Rate -0.00018 -0.027*+*
GDP growth rate 0.01 -0.01
R-squared 0.79 0.85
Adjusted R-squared 0.78 0.81
S.E. of regression 3.01 2.83
Sum squared resid 1775.38 1321.01
Log likelihood -518.14 -487.39
F-statistic 68.42 21.62

Authors’ calculation

1.1.2. Reallocating a Part of the Military Expenditure

Figure 4 shows that Arab countries allocate mor@nt®% of their GDP to military
expenditure. This is more than twice the world’'®rage level. Expenses on military has an
opportunity cost as it prevents efficient allocatiof government resources into education and
public health. Arab countries allocate 3.95% ofrtk&DP to education while the world’s average

¥ Including Okun Law and Philips curve and other haisms. The panel data is an unbalanced panel ¥a88
to 2011 for nine countries. We estimate the eqgnatidth fixed effect (cross-country and period) anidhout
(period). We attempt to explain the unemploymete &y the rate of investment, GDP growth, and tidfarate.
We expect that Okun and Philips law will allow theesence of a negative correlation between GDP @row
investment rate and unemployment. We introducersthiariables that do not reveal any statisticahificance.
Only pertinent results are report. (Cf Table A5)
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is 4.45%. The formers also allocate 2.44% of tkddP to public health expenditure by the time
the world’s average records 5.75%.

Figure 4:
Public Expenditure as a Percentage of GDP (2005-20@verage)

M Arab Region M World Average

Military expenditure average Public education expenditure  Public health expenditure average
average

The bar diagram, depicted above, shows the bidgald countries’ expenditure in military,
education, and health sectors. Namely, it revealeil expenditure in the health and education
systems relative to military expenditure. It is #Womoting that, a large part of military
expenditure consists of buying imported goods. &h@genditures do not have any economic
consequences and can not affect the Keynesianpimrrtas they do not support the domestic
manufacturing or any other kind of value-addingthe industry. Reforms of government
spending patterns need to address this outlinesl dilaerwise countercyclical measures that
many countries in the region are planning to adoptthe forthcoming years will have no
significant impact on unemployment reduction. Tgkimto account the population growth,
associated with an increase in youths searchingmnfeaningful employment, Arab countries
should find a way for resolving future conflictathmight arise.

1.1.3. Extending Public Work Programs (PWP) and Active Lalor Policies
(ALP)

Concerning PWP, UNESECWA (2012) proposed theirresita as instruments through
which governments can directly assist especiallypemable groups. Public working programs-
serving as poverty alleviation tools- are usuakgigned to provide employment and income to
the parts of the population that are most sevextécted by economic crises. In the Arab region,
Egypt, Iraq and Yemen have experience in operddirgge-scale public working programs with a
volume of several million US dollars, predominargfyent in rural areas. These programs pursue
the twin objectives of firstly creating employmemtd secondly developing a vital economic and
social infrastructure in often marginalized areas.
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ALP are polices that have been previously appliedhe Arab region. It basically
consists of governments intervening in labor marketprovide certain protection against some
fluctuations of economic conditions. In essencejegoments intervene to support the match
between labor supply and demand, raise the quaatity the quality of human resources
available to the economy, and improve the functignof the labor market. Instruments
employed range from reforms of labor market regoat and the overhaul of employment
services and training programs to public workinggrams, employment subsidies and the
promotion of SME¥. The potential of such programs as a quick respamsghanism in crisis
situations is currently being exploited in Tunisihere several donors along with the
government have initiated employment creation thholabor intensive working programs. The
focus is on improving the living conditions in econically weak regions in the country and in
urban areds. Among the GCC countries, Saudi Arabia has stamegkting activation policies
to address the low levels of labor force partiagggatamong women. By implementing more
forcefully a law dating from 2006, Saudi women ai@v supposed to replace male foreign
migrant workers in most retail shdps At the same time, the ministry of labor hastethan
initiative to encourage women to work from hdthé’he MANFORME program in Tunisf4,
the Al Manar project in Jordai,Vocational Education projects in Egypt and Morgcaed parts
of the MEDA project in Jordan, Lebanon and S¥fttzave absorbed hundreds of millions of
financial supporters aiming at enriching labor pergs.

As a note of caution, these types of programs shbalimplemented very delicately in such a
way that they do not affect long term macroeconaostadbilities in these countries. Specifically,
studies of the programs need to be undertakendardo address the consequences of their
failures. For example in countries like Tunisia thplementation of these programs -seen as a
new form of public jobs- has created a serious &urdn the budget. In addition, analysis
suggests that the mentioned reform programs havergied ‘islands of excellence’ but failed to
initiate broader systemic changedt is worth mentioning that systemic changesemis of a
structural transformation of Arab economies, dif@ation away from rents and a move into
other technologically advanced sectors has beeth®mrab agenda for a while, and in some
aspects it is on an encouraging path. The shatieeofnanufacturing sector, as well as services
such as telecommunications, trade and tourismnareasing rapidly. Manufacturing is now the

2 For a recent overview of labor market policiesAirab countries see: ESCWA 2012, Integrated Socidic?
Report IV: Labor markets and labor market policythe ESCWA region and ESCWA 2012, Active labor neairk
policy in Arab countries.

“L|LO Newsletter, No.3, May 2012

% Financial Times, 2012c

% Financial Times, 2012b

24 For further information see DIFID-WB Collaboration Knowledge and Skills in the New Economy, Knaige
and Skills in the MENA Region Tunisia, October 2003

%For further information see Jordan, National CefaeHuman Resources Development, Al Manar Project
http://www.almanar.jo/almanaren/\WhoWeAre/tabid/1&8juage/en-US/Default.aspx

% For further information see European Union, MEDidtam

27 European Training Foundation, 2006, p.64
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second largest sector in Egypt and Jordatfiowever, many manufacturing enterprises continue
the low-skill, low-value-added and low-productivitgend in the region — often utilizing foreign
migrant labor, which further emphasizes the rakbnrknowledge content of the economy.

2. Reforming Labor Market Legislation in Order to Reduce Rigidities
While Maintaining Social Security Mechanisms

A number of countries have reformed labor legistatinotably Egypt, Oman and Yemen in
2003, Iraq and Qatar in 2004, Saudi Arabia in 20086, United Arab Emirates in 2007, and
Jordan, Kuwait and the Syrian Arab Republic in Z81dost reforms relaxed the conditions of
fixed term contracts, making it easier for empleyén adjust their workforce to economic
conditions. However, new and more radical appreadeem to be required. The persistence of
the employment crisis in Arab countries, despite ¢tbnsiderable funds and efforts vested by
governments and international donors, has beenr@esof concern over the past decade. In this
regard, two broad views concerning the role of tabarket regulation in economic performance
co-exist today in the literature. Some critics kmoas the ‘distortionists’ argue that government
regulations in labor markets — such as minimum wag®cial security contributions, job
security, and collective bargaining — create digios (World Bank, 1990). In this view, labor-
market regulations can stand as obstacles in deedagrowth for at least three reasons. First,
they prevent wages from being equal to their maigmmoduct in equilibrium which leads to a
misallocation of resources. Second, they hinderaiifjestment of the labor market to shocks.
Third, labor regulations that redistribute econoneists from capital to labor reduce profitability
of investment and lead to lower growth rates. Othngics, known as the ‘institutionalists’ claim
that market failures generate a divergence fromidkal world and emphasize the benefits of
government interventions in the labor markets (ILT®91). Labor regulations fulfill re-
distributive roles for low-wage workers or act asiasurance against adverse market outcomes
(Standing and Tokman, 1991). Labor standards feroployers to focus on enhancing their
labor force through either training or technicalomation (Freeman, 1993). Finally, standards on
mandatory benefits may help solve moral hazardetectivity issues that prevent firms from
offering socially desirable benefits or contracBirfimers, 1988). Typically, the conventions
issued by the International Labor Organizationedflthe ideal regulatory framework from an
institutionalist perspective -as their ratificatiagives them legal status- thus superseding
domestic regulations on those issues (Forteza amdaR2006). In fact, many labor advocates
support ILO conventions steming from the view ttinegt bargaining power of employees is seen
as weaker than that of employers. This translatiesdonventions that are designed to restrict the
ability of employers to decide on the terms anddtoons of work. That is, labor advocates tend
to focus on issues related to microeconomic mattarslabor exploitation rather than
macroeconomic matters related to the economy’sopadnce. Nevertheless, while the signing

8 ESCWA, 2012a, p.48 and Annex table 11
2 ESCWA, 2012a, pp. 103-106
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of ILO conventions may make it more likely that ildgtures will later pass regulations in a
country it is not clear such regulations will, act, be binding or enforceable.

2.1. Implementing Unemployment Insurance While Reducinghe Firing Costs.

This is a classical example of a non-binding retiuta Economic efficiency and worker
protection could be achieved if the labor code et & an overarching goal “to protect the
income of workers as opposed to protect partigolas”. For reaching this objective, ESCWA is
proposing a combination of:

(1) A reduction of the firing cost ; and

(i) The creation of a mandatory public Unemploymentilasce system (Ul).

There is large consensus to consider Ul as an tapoautomatic economic stabilizer. On
one hand, Ul allows consumers to cope with the oislarge fluctuations in income due to job
losses. On the other hand, it provides a methaimfothing consumption for the unemployed,
particularly for consumers who are constrained onrdwing. Meanwhile, the overall effect of
such policy on the national economy is quite comple this context, and in order to obtain a
first order estimation of the impact of establighaamandatory labor insurance mechanism in all
the Arab countries, we conduct a CGE simulatiomgisi modified version of the MIRAGE
model. This involves creating in 2013 an institatihat provides unemployment benefits to all
unemployed persons in the Arab region. The betefél is supposed to be equivalent to 25.6%
of current workers earnings; a level equal to tie&CO’s average (cf. Annex 2). This benefit is
supposed to be totally financed by additional lab@ation to maintain the net labor benefit at its
initial level. In this simulation we do not assélse impacts of reducing firing cost, though this
policy is supposed to increase the growth-employnadasticity. We thus assume that labor
elasticity remains unchanged. That means the estimaf the economic cost of this policy is a
maximal estimation. According to our simulationatieg an Ul in the Arab countries will imply
a sensible increase in labor taxation. For nopmtucing countries and Saudi Arabia (countries
where unemployment is relatively high) this inceeasaches 3 to 4 basis points (cf. figure 5).

Figure 5

Labor Taxation Variation (in Basis Points)
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30.cf. Annex 1 and Bchir et ali 2002..
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The increase in labor costs generates a 1% GDPfdodbe entire Arab region (cf figure 6).

GDP decrease is more important in non-oil produciogntries (NOPC) where GDP loss could
reach - 2.06% with a -3.25% loss in Morocco (MAR).43% in Egypt and -1.32% in Tunisia.
Salary increased will also have two main importargacts:

0] A decrease in economic competiveness especiallpdaroil producing economies.
This explains the reduction in their total expdfigure 7).

(i) An additional impact on the labor market. The iase of brut wages (as net salaries
are supposed to remain unchanged) will reduce ldborand and as a consequence,
increase unemployment rates for both skilled anskilled labor (figure 8 and 9).
This result confirms empirical evidence as presertg Calmfors and Holmlund,

2000.
Figure 6 Figure 7
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Figure 8 Figure 9
Unskilled labour absolute variation i skilled labour absolute variation i
Rest of Western Asia 2.41 Rest of Western Asia 3.46
MAR 3.85 MAR 4.62
TUN 2.61 TUN 3.69
EGY 3.75 EGY 4.8
Non Oil Producing countries 3.14 Non Oil Producing countries 0
Rest of North Africa 1.27 Rest of North Africa 1.83
OMN 0 OMN 0
KWT 0 KWT 0
QAT 0 QAT 0
BHR 0 BHR 0
ARE 0 ARE 0
SAU 1.59 SAU 2.35
Oil producing countries 1.12 Oil producing countries 0
Arab countries IR 244 Arab countries 0
0 1 2 3 4 5 0 1 2 3 4 5 6

Source Author’s simulation using MIRGAE

Meanwhile, the impact of these variations should¢ddm@mpared with the unemployment programs
that are currently applied in many Arab countri&s.an example, the World Bank estimates that
in Tunisia 11 employment programs existed and their overall cost exceeded 1.5% of the
GDP. The analysis of costs and benefits and impiatien mechanisms should also take into
consideration additional microeconomic and socfé&ots. This proposition is supported by

Angel-Urdinola and Kuddo (2010) who concluded thppropriately designed unemployment
insurance schemes can provide adequate protectimorkers in the context of a more flexible

labor market. They draw attention to the fact tlgeria, Egypt, Iran, and Kuwait have some

kind of Ul systems but these systems are beinghhatdized. This is linked to the fact that the

public lacks awareness of Ul benefits among it pl@embers, add to that the restrictive
eligibility conditions, the difficulty of -and thetigma attached to- documenting a “just-cause”
firing decision, and low overall lay-off risk reghing covered and open-ended contract
employees.

 From a positive side Ul is certainly a good toolctover the myopia of workers that
underestimate the eventuality of being unemploy¢ainermesh and Sleznick (1995)
show that in the United States, the welfare of benecipient households is on average
only 3 to 8 percent lower than the welfare of otvise identical households. Also in the
absence of unemployment insurance, average congsumgtpenditures would fall by
about 20 percent (Gruber, 1997).

* On the other side, the introduction of a Ul programay also affect employment
decisions. First, they influence job-search effams the reservation wages of recipients.
This may either prolong unemployment periods by im@Kkeisure more attractive, or
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shorten them by providing additional resources,stiemabling a more effective job
search. Second, unemployment benefits improve ahgaiming position of workers. This
leads to higher wages and hence a higher equilibtimemployment (Blanchard and
Wolfers, 2000). Ul may also affect the allocaticgcidions of economic agents such as
influencing enterprise restructuring and layoffidems.

Several countries also consider introducing unegmpént insurance. At present, schemes are
effective in Egypt and Bahrain. In Jordan, unemplegt insurance is currently phased in as a
defined contribution schemé&. Saudi Arabia” and Oman® introduced a program of
unemployment benefits in 2011 while the United AEabirates are debating a similar md¥e.

2.2. Implementing a Social VAT Mechanism

In a Bismarckian system, social benefits are fiednby payroll taxes. These are taxes
revealing the difference between the gross salatyally paid by the employer, and net pay
income actually received by the employee. In thisitext, the reduction of labor costs
encourages firms to hire more employees. It aleovalthem to improve their margins and profit
tax of devaluation to improve competitiveness.

One of the causes frequently put forward to explédne persistence of the high
unemployment rate is the cost of the work or thgevevedge. That is the difference between
what pays the employer and what affects the emplol/ke example of Tunisia shows the salary
structure normalized to 100%. The social and fissaje wedge represents the difference
between the total amount paid by the employer- atimed to 100- and the cost that he incurs.
The figures show that the tax wedge has increageatdund 4% in the period from 1990-2000
(23.5%) to 2000-2010 (27.6%) . In the recent penb@008-2010, the tax wedge continued to
record an increase reaching 28.2% which is the too#te employer. Reducing unemployment
rate could require reducing the tax wedge (cf. &)l

Table 2:
Fiscal and social wage wedge in Tunisia

l. Employer cost 100% 100% 100%

Social contributions 10.1% 10.3% 9.8%
Others employer contributions 2.7% 3.4% 4.4%
Il. Gross Wage 87.3% 86.3% 85.9%
Employee social contribution 5.0% 5.8% 5.0%

31 Global Extension of Social Security (GESS) (aced<20-11-12)
32Wall Street Journal, 2012

¥ See IMF, 2011

34 For more information see National (the), 2012
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Tax 5.8% 8.5% 9.1%
11 Wage 76.5% 72.4% 71.8%
Fiscal and social wedge 23.5% 27.6% 28.2%

The principle of social VAT is to reduce the cobtriions paid by employers and offset this
reduction by increasing the VAT rate to continudit@ance social protection of employees. The
simplicity of this mechanism and its immediate effen labor costs has led many countries to
implement it or to explore the possibility of doieg. Countries like Denmark and Germany are
best known for their success in introducing so®AIT. Namely, in the late 1980s and early
1990s, Denmark had experienced an increase im@sployment rate, large public deficits and
a big deficit in its balance of payments. To addréss problem, the socialist government of
Denmark had put in place a package of reforms dhctuthe introduction of social VAT. The
immediate effect was an improvement of the competiess by 5% and a slight inflation with
improved profit margins. The impact on unemploymbaowever was seen as mixed, but the
country has been able to reduce it from 10% inetfady 90s to 4% in 2011. Germany had also
introduced in 2007 a system of social VAT which tedan increase in VAT from 16 to 19% to
fund a reduction in unemployment contributions. ATVpoint was sufficient to compensate for
the reduction of social contributions. In Frandee tdebate is running for a long time and
continues to be. In essence, the issue was disturss2007 and returned in the public debate
recently. Several studies have been initiated andlations show that a VAT point offsets 1.5
social contribution points. DGTPE was estimatethate than 300,000 extra jobs in the medium
term with lower social contribution concentratiomlow wages, financed by higher VAT per 1.5
contribution points.

Applying such a mechanism in some countries in Angb region could constitute a
possibility to reduce labor costs faced by emplsyeithout reducing social safety net benefits.
The assessment of the economic impact of implemgrgocial VAT mechanisms has been
tackled using the simulated modified version of MIBE model. The simulation consists of a
50% reduction of labor taxation while maintainingcil security benefits. The gap between
social security contributions and benefits is siggobto be financed by an additional indirect
taxation commonly known as social VAT. Simulatidrows that the level of social VAT that
needs to be applied differs between countries.ditierence ranges from 7% in Bahrain, 4.14%
in Tunisia to 0.07% in Egypt (cf. figure 11). Thariations in results stem from the difference in
the initial level of social security contributiorhat prevailed in these countries. On the
unemployment level, the reduction of labor cost htss consequences on the level of
unemployment in these countries. Figures 12 andhb8v that unemployment rate decreases in
all the countries with a notability to the importalecrease in Tunisia recording -7.7 basis points
for unskilled unemployment and -14.9 for skilledeurployment rate. Thus, Tunisia is indeed a
country where social security contribution is extety high. As a consequence of the pro
competiveness effect along with the new employnaymiamics and the sensible decrease of
unemployment, all the Arab countries are expeatecreate additional growth possibilities that
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the model estimates to reach 0.66% for the wha®ne As for Tunisia, growth possibilities are
estimated to reach more than 6%. The latter cous#gms to reap major benefits from this
is limited, due to high

reform. In countries like Egypt where the sociatwséy coverage

informality, the impacts of such a policy remamited.

Figure 10 Figure 11
GDP Variation Social VAT
Rest of Western Asia Rest of Western Asia 0.57
MAR MAR 1.60
6.27 TUN
EGY TUN 4.14
EGY 0.07
Rest of North Africa Rest of North Africa L0.32
OMN
OMN 0.93
KWT
QAT KWT 0.02
BHR QAT
0.51 ARE BHR 6.79
0.48 SAU
0.35 Oil producing countries ARE 0.43
0.66 . . . Arab countries SAU 0.75
0.00 200 4.00 6.00 8.00 0.00 200 4.00 6.00 8.00
Figure 12 Figure 13
Unskilled labor absolute variation skilled labour absolute variation
0.00 MAR
Rest of Western Asia
MAR -14.91 TUN
-7.76 TUN -0.26 EGY
EGY 0.00 Non Oil Producing countries
Non Oil Producing countries .0.82 Rest of North Africa
Rest of North Africa 0.00 1 OMN
OMN
0.00 { KWT
KWT
A 1 AT
QAT 0.00 Q
BHR 0.00 1 BHR
ARE 0.00 { ARE
SAU -131 B sAau
Oil producing countries 0.00 { Oil producing countries
I Arab countries 0.00 { Arab countries

-10.00-8.00 -6.00 -4.00 -2.00 0.00

-20.00 -15.00 -10.00 -5.00 0.00

Source Author’s simulation using MIRGAE
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3. Reinforcing Migration Policy Within the Arab Region

As part of its assessment of the economic and Isamipacts of strengthening Arab
integration, ESCWA (2013c) demonstrated that Ad strong instrument to promote growth and
reduce unemployment in the region. A simulation wgslemented and it consists of:

(i)
(if)
(iii)

(iv)

Removing all tariffs barriers between Arab courg®ad regions in 2013

Reducing transportation cost by 50 per cent betvadlefrab countries

The adoption of a custom union between all Arabntoes that covers all non-
agricultural sectors

Substituting 20 per cent of non-Arab migrants ikpooducing countries and all
future flows of non-Arab migrants by Arab nationals

Simulations show that if such policy is implementbé Arab region could register a 3.9
increase in GDP. This GDP gain will benefit all t@muntries in the region. Egypt could be
one of the largest benefiting countries from tiiiscess with a GDP gain of 5.48%. Tunisia
and Morocco could register respectively a GDP gdir3.07% and 2.39%. Oil producing

countries also will benefit from the regional intafon process as they will make profits
from better market access and from migrants thag laalarger propensity of consumption in
hosting countries.

Variation of GDP (relative to variation in 2015)

Figure 14: Figure 15:

Variation of GDP (relative to variation in 2015)
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Source: ESCWA 2013c
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ESCWA (2011c) shows also that regional integrapohcy scenarios will also have an
impact on the level of unemployment in the wholgioa, especially in countries suffering from
high unemployment level such as Egypt, TunisiaModocco. Figures 16 and 17 show that both
skilled and unskilled unemployment rates can beged significantly by around 4 basis points.
Those figures also reveal that the impact is mogtortant in the non-oil producing countries
that will experience a reduction in both unskillad skilled unemployment by around 5 basis
points. In addition, as expected, policy scenariwill greatly reduce unemployment in most
Arab countries. For example, Tunisia could registeound a 5 basis points reduction of
unskilled and skilled unemployment. Egypt and Mamevould have both their unskilled and
skilled unemployment rate reduced by around 40 qeert. Therefore, on a country’s level,
Egypt, Tunisia, and Morocco will benefit from a sditle decrease in both of their skilled and
unskilled unemployment. Figure 17 shows that sil@employment in Egypt could be reduced
by 5.5 basis points, in Tunisia and Morocco théuotion could reach 4.66 and 4.05 basis
points, respectively. In rest of Mashreq countresiled unemployment could be reduced by
5.18 basis points. It is worth pointing out thatskiled unemployment also will be sensibly
reduced in countries that suffer from high unemplient rates. Figure 16 shows that unskilled
unemployment could be reduced by 5.3 basis pantainisia, 3.8 basis points in Morocco, 3.62
basis points in Egypt and 6.16 basis points irréisé of the Mashreq countries.

Figure 16: Figure 17:
Variation of unskilled labour Variation of skilled labor
0 0.0
-1 -1.0
-2 -2.0 13
-2.27
-3 3.0
-4
-3.93 40 -3.8
= 4.8 5.0
5 5.1
-6.0
Arab Countries Oil Producing Non-Qil Producing . . . . .
Countries (OPC) Countries Arab Countries Oil Producing Non-Oil Producing

Countries (OPC) Countries
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Figure 18: Figure 19:

Variation of unskilled labour at country level Variation of skilled labour
Rest of Mashreq Rest of Mashreq
Rest of North Africa Rest of North Africa
Tunisia Tunisia
Saudi Arabia Saudi Arabia
0.00 Qatar 0 1 Qatar
0.00 | Oman 0 { Oman
-3.80 Morocco -4.05 Morocco
-3.62 = Egypt -5.49 Egypt
0.00 Bahrain 0 1 Bahrain
0.00 UAE 01 UAE
8.00 6.00 4.00 -2.00 0.00 6 5 4 3 2 1 0

Source: ESCWA 2013c

Reinforcing migration policy in the Arab region has cost in terms of public finance and could
serve as the first and most urgent solution tauttemployment problem in the region. Putting in
place this policy will just need a regional polgiavill. Namely, policy makers in the region will
have to draw lessons from the recent political &vesspecially regarding the uprising
movements that have been taking place between mesinfThey also have to take into
consideration that the rise of unemployment in coentry will have a regional impact on the
region. Accordingly, the solution to the unemploymproblem needs to be also tackled on the
regional level.

4. Reforming the Public Employment Services

UNESCWA (2012 a) showed that one of the main littates of public employment
offices in the Arab region is their low coverage dmited number of benefits. According to the
study, the percentage of jobseekers employed threagployment offices has been quite low.
For example, descriptive statistics reveal thaBahrain, from 2005 to 2007, 18 per cent of
jobseekers who registered at the Employment SeBigeau of the Ministry of Labor found
jobs through the Bureau. In Egypt, from April tan@2010, 29 per cent of registered jobseekers
found a job through the Central Department for Eoyient and Labor Market Information. In
Jordan, from 2004 to 2010, 3 per cent of registgsbdeekers found a job through the national
employment center. In Lebanon, between 1998 and 206 National Employment Office
received only 1,370 job requests, offered 450 jtibr® year and placed a no more than 210
jobseekers in jobs. In Palestine, in 2008, whilegrtban 300,000 unemployed were registered in
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the Directorate of Labor, the latter was capablefaailitating the employment of only 87
individuals. As for Saudi Arabia, in 2008, the eoyhent offices of the Ministry of Labor
facilitated the employment of 57 per cent of themployed registered in the offices. In Tunisia,
in 2005, the Public employment agencies regist8@000 jobseekers and 110,000 job offers
fulfilling on average 100,000 job positions. In erdo improve the efficiency of these agencies
and to increase their rate of placement, UNESCWAZX@eveloped a comprehensive reform
package that covers the following topics:

. Developing an integrated employment approach fdilipiemployment servicesThis

new approach draws lessons from reforms implerdent&CC countries in order to build new

agencies that provide services and career guiddocgob seekers. This approach also
determines their weaknesses and potential and @eéfaining courses based on their needs
and the requirements of private businesses. Itaghwnoting that coordination with private
businesses is carried out to identify job oppotiasiand facilitate the recruitment process.

. Promoting the role of private employment officgsivate employment offices can play

an important role if their activities are bettegutated. In essence, while the regulation of pevat

training institutes is being developed, that ovate employment offices lags behind. In effect,
with Jordan being an exception, the developmermrioite employment offices remains absent
from the labor policy agenda in the ESCWA region.

* Mainstreaming equality in the design of PES&me data indicate that issues of gender
equality and regional distribution are not congidie mainstreamed in the design and
delivery of employment services. In Egypt, for exden only 19 per cent of the positions
filled, from April to June 2010, through the laboffices were by female jobseekers.
Available information indicates also that in mostaB member countries, employment
offices are distributed in different governoratesgions, or areas . Yet, in some cases, they
tend to be concentrated in capital cities or urberas. For example, in Irag, one third of
employment offices are in Baghdad, in Saudi Araloiae fourth are in Riyadh, and in
Lebanon employment offices are located only inttiree major cities. The concentration of
employment offices in capital cities and urban sredght be justified by high levels of
urbanization, but it also sets the challenge ofhe®y out to rural areas. In addition, it is not
clear how the budget is distributed or if servicéghe same kind and quality are equally
available in all offices. The budget distributioor PESs by governorate, region or area is
generally unavailable, and the quality of employtrssarvices may be uneven. For example,
in Egypt, the percentage of job vacancies filledtliy employment offices varies from one
governorate to the other. In Saudi Arabia largeoresg variation is spotted in the number of
vacancies posted by the employment offices. Thesels should be examined with caution.
Particularly, while these trends might reflect afions in the levels of efficiency of
employment offices, they might also be the restilthe specific conditions of the labor
market in different areas of a country.
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In addition, public employment offices will be imarge of the management and of the labor
insurance mechanisms. They will also take respditgibf registering unemployed, distributing
unemployment insurance benefits, and followingebhelution in the labor market.

Section Ill. Conclusion

As a first step towards structural change, a cafgodialogue between policy makers and the
private sector would be useful in order to reuilsé overall policy objectives and to discuss the
development paths of individual countries.

This discussion might lead to the general imprestiat some Arab countries and especially the
Gulf States, seem to maintain conflicting agendas.the one hand, almost all development
plans and models for the future set the objectiMeudding an enhanced economy, putting high
investments in education and enhancing infrastract®n the other hand, however, many
countries maintain a business model, which is basedcheap labor, low skills and low
productivity. This business model is not capabletdizing the growing knowledge and abilities
of a young and ambitious workforce. It does noep#ttractive jobs to those young people, who
have been well educated under great expenses,sandresult those educated individuals are
forced to fill positions of the unemployed and noaitent.

The profits of individual corporations or business® not necessarily benefit the country that
they are based in and might not correspond to maltidevelopment ambitions. The availability
of cheap labor, often even in combination with sdiked energy resources, does not encourage
sufficient investment in innovation and technologyerefore businesses tend not to give an
importance to investing in strategies that candase creativity and competitiveness. In fact,
they become dependent on low prices and high fagputs, and thus find it difficult to survive
otherwise.

Solutions to unemployment problems in the Arabaegire not obvious and will ultimately
need a new inclusive development model. Meanwhisjgning, implementing and getting the
results of this model need time and social stgbilithe paper proposed a sample of innovative
reforms that could, on the short term, create theessary landscape to launch the long term
reforms. It proposed five policies; namely, (i) Iraping labor impacts of macroeconomic
policies; (i) Implementing unemployment insuranedile reducing the firing costs, (ii)
Implementing a Social VAT mechanism, (iv) Reinfoigi migration policy within the Arab
region, and (v) Reforming the Public employmenv®es. It has presented a global assessment
of the economic impacts of these reforms using ab&@l Computable General Equilibrium
Model. Results showed that the impact varies accossmitries and depends on specific initial
conditions. The paper has also demonstrated dgbmal integration and modernization of
public employment appear to be relevant issuefl farab countries.
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This paper needs to be considered as a primargsamseat of these policies. An in-depth
analysis of each country should be conducted ieroil take into consideration the individual,
social, and economic structure in line with thditn§onal framework characterizing countries.
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Annex 1
Short description of the MIRAGE model

The assessment is done using the GTAP 8 data bdsa modified version of MIRAGE that
includes a migration block.

GTAP data base:

The Global Trade Analysis Project (GTAP) is a glodatabase describing bilateral trade
patterns, production, consumption and intermediateof commodities and services. The current
version GTAP 8 contains 128 regions including th&®C countries. For the purpose of the
current study we will use the following regionalsdgregation: (Egypt; Tunisia; Morocco; Rest
of North African countries; Bahrain; Kuwait; Omdpatar; Saudi Arabia; United Arab Emirates;
USA,; European Union; Japan; China; India; TurkegsiRof the world.

MIRAGE Global CGE model

MIRAGE is a multi-sector, multi-country Computab@eneral Equilibrium model initially
devoted to trade policy analysis and more recemthplied to long term growth and
environmental issues. MIRAGE is a relatively staddaeo-classical model of economic activity
and is based on the latest release of the GTAPs#dtaersion 8.0. It is designed for analyzing
dynamic scenarios, which are solved as a sequensmtec equilibria, with the periods being
linked by dynamic variables (population and labagnowth, capital accumulation, and
productivity).

Policy scenarios are compared to a baseline, omégsas-usual, scenario. The following
section briefly describes the dimensions of the @hadd its main features.

 Demand: The demand side is modelled in each reimyugh a representative agent,
whose utility function is intra-temporal, with é&d share of regional income allocated to
savings and the rest being used to purchase fimsuenption. Below this first-tier Cobb-
Douglas function, consumption tradeoff across gsedwrepresented through a LES-CES
function. Each sectoral sub-utility function is esting of CES functions, comparable to
the standard nested Armington — Dixit-Stiglitz ftion (see e.g. Harrison et al., 1997),
with two exceptions: First, domestic products assuaned to benefit from a specific
status for consumers, making them less substieitablforeign products than foreign
products between each other; Second, productsatigg in developing countries and in
developed countries are assumed to belong to diffeuality ranges.

» Supply: Production makes use of five factors: @ptkilled labour; unskilled labour;
land; and natural resources. The first three areme factors; the last two are specific
factors. The production function assumes perfeotptementarity between value-added
and intermediate consumption. The sectoral compagiif the intermediate consumption
aggregate stems from a CES function. For eachrseturigin, the nesting is the same as
for final consumption, meaning that the sector beitdis the same structure for final and
intermediate consumption. The structure of valugeddis intended to take into account
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the well-documented skill-capital relative compleraity. These two factors are thus
bundled separately with a lower elasticity of sitbson (0.6), while a higher
substitutability (elasticity 1.1) is assumed betwé@s bundle and other factors. Constant
returns to scale and perfect competition are asdumbold in agricultural sectors.
Capital, markets clearing and macroeconomic clostire capital good is the same
whatever the use sector, and capital is assumdxk tperfectly mobile across sectors
within each region. At the regional wide level, talpstock is assumed to be constant in
the core simulations of this paper. Natural resesiare also perfectly immobile and may
not be accumulated. Both types of labour (skilled anskilled), as well as land, are
assumed to be perfectly mobile across sectorsewndduction factors are assumed to be
fully employed. As for macroeconomic closure, therent balance is assumed to be
exogenous (and equal to its initial value in reaims), while real exchange rates are
endogenous.

Dynamics: In a typical recursive dynamic framewottke time path of the model is
solved as a sequence of static equilibria in e&eh.yin other words, the solution in any
given year is not a function of forward-looking wdnles, though it may be an explicit
function of past variables, though known and treeefexogenous. While there are
drawbacks in the recursive dynamic framework, paldirly in the modelling of savings
and investment behaviour, its one key advantagkaisit is much easier to set up and
solve. (Van der Mensbrugghe, 1998) There are skbackward linkages linking one
period to another, covering population growth, pity increases and capital
accumulation. Most of these linkages can be resdoleatside of the modelling
framework, or in other words, in between soluti@ripds. One exception is the capital
accumulation function. Before running any policyalations in a dynamic framework, it
is often necessary to define a reference, or “l@ssiras usual” (BaU) scenario. The BaU
scenario makes some assumptions about a broad minghnamic variables —
population and labour supply growth rates, the ginovate of factor productivity, and
other exogenous variables. If all productivity aftes, including population growth
rates, are pre-determined, the growth rate of &P is endogenous. However, the path
trend in real GDP growth may be unrealistic, dieast.

Unemployment: In addition to the standard versibMtRAGE, This exercise supposes
that labour market is imperfect and that unemplaymresults from a minimum wage
level that is beyond the equilibrium wage. For bekiled and unskilled labour, the
minimum wage is dynamically calibrated in orderréproduce the level observed and
projected unemployment rates for all the regions.

Bilateral Migration and remittances: The data israted from the World Bank Global
Bilateral Migration Database and aggregated in rotddeet with feet with the study’s
aggregation., when taking into account migratioemdgraphic evolution is in country
(r) in period(t) given by:
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o the level ofunskilled labour L(r, t):

L(rt) = L(r t — (1 + g4 (r ) + Z[FMIGL(S, r,t) — FMIGL(r, s, 0)]

S
o the level of skilled labouH (r, t),
Hr,t)=Lrt—D(1+ g%, 0) + Z[FMIGH(S, r,t) — FMIGH(r,s,t)]
S

Whereg®(r, t) andg” (r,t), the rate of natural growth of unskilled and sdlllabor. This
data is extracted from the UN projections when sgpp that the share of skilled remains
constant, and"MIG(s,r,t) and FMIGY (s,r,t) are the flows of skilled and unskilled
migrants from countys) to countryr). The stock of unskilled (resp. skilled) migrantsn
county(s) in country(r) MIG:(s,r,t) (resp.MIG" (s,7,t) is given by:

MIG (s, 1,t) = MIG*(s,r,t — 1) + FMIG(s,1,t)
MIGH (s,r,t) = MIGH (s,r,t — 1) + FMIGH(s,1,t)

Remittance by migrarf_REM(r,s) is supposed to be constant. The level of remiganc
from county(r) in country(s) is then given by:

REM(r,s,t) = S_REM(MIG"(s,7,t) + MIGH (s,1,1))

Remittances are modelled as a transfer from Holdghio country(r) to households in
country(s).

* The transport cost is extracted from the GTAP deab
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Annex 2

Unemployment benefits
(As % of previous earnings in the OECD countries)

Australia 24.8 20.8 21.2
Austria 30.5 30.4 30.8
Belgium 371 38.7 41.8
Canada 15.3 12.0 15.2
Chile . . .
Czech Republic 5.9 6.3 6.3
Denmark 58.0 53.5 52.6
Estonia . . .
Finland 36.5 355 34.8
France 42.8 38.1 38.8
Germany 29.1 22.9 23.2
Greece 13.9 12.4 9.6
Hungary 11.6 11.7 11.4
Iceland 38.1 29.1 355
Ireland 27.0 38.0 43.2
Israel . . .
Italy 33.3 31.3 304
Japan 12.0 12.6 12.7
Korea 9.7 9.2 8.9
Luxembourg 25.3 25.6 25.6
Mexico . . .
Netherlands 52.0 33.9 33.8
New Zealand 30.2 27.0 32.3
Norway 58.4 56.5 334
Poland 11.3 10.1 9.9
Portugal 40.5 42.5 43.1
Slovak Republic 11.3 8.3 8.3
Slovenia . . .
Spain 34.0 334 32.8
Sweden 37.9 35.3 39.3
Switzerland 375 32.7 32.7
Turkey . 9.8 11.4
United Kingdom 14.8 13.3 12.1
United States 13.0 12.9 24.3
OECD-Total 28.3 25.6 26.1

Source:OECD Employment Outlook
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Table A3.1

Annex 3

Employment to growth elasticity in the MENA region

Econometric explanation of unemploymerihe Arab Region

Dependent Variable: UNEMP?

Method: Pooled Least Squares

Date: 10/03/12 Time: 15:17

Sample: 1980 2011

Included observations: 32

Cross-sections included: 9

Total pool (unbalanced) observations: 208

White cross-section standard errors & covariande ¢drrected)
Cross sections without valid observations dropped

Variable Coefficient ~ Std. Error t-Statistic Prob.
C 17.72374 1.267141 13.98719 0.0000
INV_GDP? -0.241598 0.058073 -4.160253 0.0000
INF_AVE? -0.000184 0.008266 -0.022246 0.9823
G_GDP? 0.011374 0.028711 0.396156 0.6924
Fixed Effects (Cross)
_AL--C 9.256791
_EG-C -3.389135
_Jc-C 1.854744
_KU--C -12.07855
_MO--C 1.025616
_SA-C -2.771311
_SL--C 2.339089
_SY--C -1.825274
_Tu--C 3.215176

Effects Specification
Cross-section fixed (dummy variables)
R-squared 0.793375 Mean dependent var 12.30291
Adjusted R-squared 0.781779 S.D. dependent var 442807
S.E. of regression 3.009658 Akaike info criterion 5.097491
Sum squared resid 1775.376 Schwarz criterion 0029
Log likelihood -518.1391 Hannan-Quinn criter. Bh48
F-statistic 68.41615 Durbin-Watson stat 0.357066
Prob(F-statistic) 0.000000

47



Table A3.2. : Econometric explanation of unemplogiria the Arab Region

Dependent Variable: UNEMP?

Method: Pooled Least Squares

Date: 10/03/12 Time: 15:19

Sample: 1980 2011

Included observations: 32

Cross-sections included: 9

Total pool (unbalanced) observations: 208

White cross-section standard errors & covariande ¢drrected)
WARNING: estimated coefficient covariance matribofsreduced rank
Cross sections without valid observations dropped

Variable Coefficient ~ Std. Error t-Statistic Prob.
C 19.70140 1.605785 12.26901 0.0000
INV_GDP? -0.311312 0.066896 -4.653674 0.0000
INF_AVE? -0.027642 0.011924 -2.318188 0.0217
G_GDP? -0.018616 0.028340 -0.656861 0.5122
Fixed Effects (Cross)

_AL--C 10.32523

_EG--C -3.919357

_JC--C 2.341503

_KU--C -12.08724

_MO--C 1.653412

_SA-C -2.577732

_SL--C 3.124004

_SY--C -1.737373

_TU--C 2.877551

Fixed Effects (Period)

1980--C -3.926506

1981--C -2.376277

1982--C -1.127585

1983--C -1.468383

1984--C -3.061200

1985--C -3.966083

1986--C -2.373229

1987--C -2.971742

1988--C -2.463448

1989--C -2.697416

1990--C -0.024645

1991--C 2.122744

1992--C 2.005708

1993--C 2.933224

1994--C 3.362739

1995--C 2.264881

1996--C 1.252816

1997--C 1.008834

1998--C 0.507496

1999--C -0.063485

2000--C -0.047801

2001--C -0.714084

2002--C 0.053335

2003--C 0.056723

2004--C 0.052138

2005--C -0.619749
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2006--C
2007--C
2008--C
2009--C
2010--C
2011--C

-1.074761
-0.790020
-0.982924
-1.271495
-1.688542
-1.497796

Effects Specification

Cross-section fixed (dummy variables)

Period fixed (dummy variables)

R-squared
Adjusted R-squared
S.E. of regression
Sum squared resid
Log likelihood
F-statistic
Prob(F-statistic)

0.846256
0.807121
2.829506

1321.007
-487.3948
21.62412

0.000000

Mean dependent var
S.D. dependent var
Akaike info criterion
Schwarz criterion

Hannan-Quinn criter.

Durbin-Watson stat

12.30291
280

.099950

57899
5.928
0.482279
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