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Preface

This study constitutes the second part of the Survey of Economic and Social Developments in the
ESCWA Region, 1997-1998. 1t is an in-depth analysis of a developmental issue of vital importance to the
ESCWA region: the unemployment problem in Egypt, Jordan, Lebanon and Yemen (the region’s least
developed country). These countries’ unemployment problems are a result of economic growth insufficient
to absorb all the new entrants to the labour force. Increasing unemployment was aggravated by the return of
expatriate workers from the GCC countries (Bahrain, Kuwait, Oman, Qatar, Saudi Arabia and the United
Arab Emirates) as a result of the Gulf crisis and war of 1990-1991. The pattern of unemployment in these
countries has been further complicated by transitional unemployment resulting from the implementation of
structural adjustment and economic reform programmes. These included the downsizing of the public
sector, which used to be the largest sector in terms of both output and employment generation.

The Governments of these countries have taken various steps to reduce unemployment, including:
increased investment in job creating sectors; training and retraining of workers to increase their chances of
finding employment; encouraging workers to find jobs abroad; and efforts to reduce the burgeoning labour
supply. However, these measures remained too limited to significantly reduce unemployment rates. The
major obstacle is low economic growth, bound up with economic reform programmes that required the
introduction of restrictive monetary and fiscal policies and public sector retrenchment. Furthermore, the
supply of labour in these countries remains high, owing mainly to high population growth, resulting in a
large proportion of the population of employment age and the numbers of children abandoning the education
system for the labour market.
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INTRODUCTION

The achievement of full employment lies at the heart of macroeconomic policy in developed and
developing countries alike. It has been a major goal of both economists and politicians since the Great
Depression of the 1930s. It is both an economic and a social goal, as it is the best way of achieving rising
living standards and greater social equity. However, it is often some way out of reach, particularly during a
period when structural adjustment and economic reform policies are being implemented in a large number of
developing countries. An economic slowdown accompanied by a fall in living standards has prompted
several developing countries to shift the emphasis of macroeconomic policy away from public sector
dominance towards a more outward-looking market-oriented policy. Their main objectives are to achieve
macroeconomic stability, eliminate internal and external imbalances, stimulate the private sector and
reactivate economic growth.

High unemployment is a hard nettle for policy makers to grasp. It is generally accompanied by an
economic slowdown, recession or even depression. In short, it means that the economy is functioning
significantly below its potential, and if the effective loss of output is not promptly remedied, it will
undermine the well-being of the entire population, not only the unemployed. High unemployment is the
main cause of poverty: large numbers of poor people are either unemployed or partly employed on wages
well below the minimum required to meet their basic needs.

There are several definitions of unemployment. The general definition refers to employees out of
but actively seeking employment, or waiting to return to their jobs. The Organization for Economic
Cooperation and Development (OECD) defines unemployment as follows: “People are defined as
unemployed if they are not working but are available for work and have taken steps to find work within the
last month”.! Another definition describes an unemployed person as: “Someone who is out of work and
who: (1) has actively looked for work during the previous four weeks, or (2) is waiting to be recalled to a job
after having been laid off, or (3) is waiting to report to a new job within four weeks”.?

Despite the slight differences between these definitions and others, all agree that for a person to be
considered unemployed, he or she has to make an effort to find a job, in other words, a person will not
automatically be considered unemployed simply because they are out of work if they are not trying to find a
job.

The unemployment rate represents the number of unemployed divided by the total labour force,
within a specific period of time, usually one year.

Not only are there several definitions of unemployment, but also several types of unemployment,
including:

(@) Frictional unemployment. This type is also called voluntary unemployment as it refers to
people changing jobs, moving from one region of the country to another and/or moving from one economic
sector to another looking for better job conditions or better salaries. This type of unemployment will always
exist because there are always people changing jobs, so it is also regarded as the lowest possible rate of
unemployment;

(b) Structural unemployment. This is more serious, as it represents a mismatch between the supply
of jobs and demand for work. It occurs when demand for one type of job is rising, while demand for another
is falling, and the supply fails to rapidly adjust. Structural unemployment is the most difficult type of
unemployment to tackle. It occurs when economic recession is manifested by a depressed labour market.
Unlike imbalances in commodity markets, imbalances in the labour market are only very slowly resolved,

' Richard Layard, Stephan Nickell and Richard Jackman, The Unemployment Crisis, Oxford University Press Inc., New

York, 1994, p. 8.
2

1994, p. 503.

Rudiger Dornbusch and Stanley Fischer, Macroeconomics, sixth edition, International Edition, McGraw-Hill, Inc.,



because wages are not in a free movement, and thus, do not respond automatically to shifts in demand for
labour;

(c) Cyclical unemployment. This is the most severe unemployment problem, as it is caused by a
general fall in demand for labour reflecting a drop in economic activity. Cyclical unemployment occurs
because of insufficient aggregate demand, and thus, its effect on the economy is greater than either frictional
or structural unemployment. Cyclical unemployment is an indication that the economy is functioning below
its potential, and so there is a concomitant loss of output. “Cyclical unemployment is unemployment in
excess of structural unemployment; it occurs when output is below its full employment level”;’

(d) Underemployment. This refers to the gross underutilization of the labour force in activities that
call on only a fraction of the workers’ actual abilities;

(e) Disguised unemployment. This refers to workers who work full-time in activities that do not
require a full-time job. Therefore, it also represents underutilization of the labour force and hence is usually
coupled with low productivity, low morale and low real wages and salaries;’

(f) Hidden unemployment. This refers to those workers who lose hope of finding a job in the
market place, and thus stop searching. Ironically, when they stop searching, they are by definition not
considered to be a part of the labour force.

Unemployment is rapidly becoming a worldwide phenomenon. While it has reached a critical stage
in a large number of developing countries, it has also become a serious problem in several developed
countries. In recent years the United States of America has however managed to reduce its unemployment
problem to below 5 per cent. The total number of unemployed workers in the world (including
underemployed) reached about 1 billion in 1998.> Ofthat 1 billion, about 150 million are unemployed, while
the rest are underemployed.®

Unemployment rose in developing countries during the 1970s as job creation lagged behind
economic growth. This can be attributed to a relative fall in employment in the agricultural sector (over-
supply of agricultural labour), the mechanization of industrial activity and heavy reliance on capital-intensive
economic projects.  During the 1980s, economic growth in the developing countries slowed down
considerably. This decade also witnessed the eruption of the debt crisis. This, together with a sharp drop in
the prices of exports (mainly raw materials) and the protectionist measures taken by the industrialized
countries, led to a deterioration in the terms of trade of the developing countries, and hence, worsening trade
deficits. An increase in debt service payments and a sharp drop in the inflow of foreign direct investment
(FDI) led to a sharp contraction of economic growth in a great many developing countries. This in turn led
to a sharp drop in demand for labour, and hence to rising unemployment. These economic conditions
prompted many of these countries to introduce structural adjustment and economic reform programmes, to
reduce both internal and external imbalances, stabilize the macroeconomic environment, attract FDI,
promote the role of the private sector and reactivate economic growth. The application of these programmes
entailed restrictive fiscal policy and a tight monetary policy, which led in the short-term to a decline in
economic growth. This in turn contributed to rising unemployment.

In the ESCWA member countries under review, the unemployment rate in 1996 was estimated at 9.5
per cent, excluding underemployment (see below). This is an official unemployment rate, which is
calculated using individual countries’ official unemployment statistics. On the other hand, unofficial sources
give much higher unemployment rates. In Jordan, for example, while the official unemployment rate was
put at less than 13 per cent in 1996, unofficial sources estimated it to be around 27 per cent. In Lebanon, the

3 Ibid, p. 506.

Michael P. Todaro, Economic Development in the Third World, fourth edition, Longman Group UK, Limited, p. 243.
3 International Labour Organization (ILO), World Employment Report, 1998-1999, 1L0O/98/33, p. 1.

®  Ibid.




official rate of unemployment in 1996 was estimated at just over 8 per cent, while unofficial sources gave an
estimate close to 25 per cent. In Yemen, the official unemployment rate in 1997 was estimated at just over
18.2 per cent, whereas unofficial estimates suggest a rate as high as 30 per cent. Regardless of these very
significant discrepancies, the fact remains that these countries are facing a serious unemployment problem.

This research will show the main reasons behind accelerating unemployment to be as follows:

(a) The inability of the economies of these countries to achieve growth rates sufficient to generate
enough employment to absorb the new entrants to the labour force;

(b) A rapidly expanding labour force (due to high population growth);

(¢) Retrenchment in the productive sector, particularly the agricultural sector, and the inability of
other economic sectors to provide alternative employment;

(d) The weak link between macroeconomic policy and employment policy resulting from an
exaggerated emphasis on the implementation of economic reform programmes. These programmes required
application of restrictive fiscal policy and tight monetary policy to reduce aggregate domestic demand,
which, in turn, led to lower economic growth and lower demand for labour;

(e) Downsizing of the public sector, which came as part of the economic reform package.

All this is aggravated by the mismatch between demand and supply whereby the education system
turns out too few potential employees of a calibre required by the market.

This study is concerned with overt unemployment. Underemployment has been excluded from
consideration simply for lack of data, not because it is any less important. Were underemployment to be
brought into the picture, it can safely be assumed that the already serious unemployment figures would be
doubled at least. This study relies on the conservative official figures provided by member countries
(inevitably much lower than unofficial estimates). The main concern here is not the accuracy or reporting of
unemployment figures but the existence of the severe problem they reveal. It is a problem that needs to be
addressed at the highest economic and political levels. Current unemployment rates underlie increased
poverty levels and in some cases political tension and social unrest. This problem should be ameliorated
before it becomes a source of much more widespread political tension in the region.

The study comprises four chapters. Chapter I analyzes the regional dimension of the unemployment
problem in the ESCWA region, the characteristics of the labour markets in the ESCWA region and the
structure of the labour force. Chapters II through V provide four case studies: Egypt, Jordan, Lebanon and
Yemen. In each case the unemployment situation is analysed together with its relationship to
macroeconomic policy, education policy, employment policy and the impact of the structural adjustment and
economic reform programmes on the level of unemployment in these countries. These chapters also provide
a short-term outlook for each country under review. Chapter VI analyses the impact of regional cooperation
in tackling the unemployment problem in ESCWA member countries that have a labour surplus, and looks at
the availability of innovative methods of cooperation. Chapter VII provides a comparative analysis of the
countries under review and chapter VIII offers a set of recommendations for policy makers in the region.



I. THE REGIONAL DIMENSION OF UNEMPLOYMENT
A. LABOUR MARKETS IN THE ESCWA REGION

Although unemployment is largely a chronic problem affecting the more diversified economies in
the region, it has increasingly hit the major oil-exporting countries, which are labour-importing countries.
This is therefore a domestic economic problem with a regional dimension. It stems from, among other
factors, the following common characteristics of the labour markets in the ESCWA member countries:

(a) High growth rate of the labour force. This is aresult of sustained high population growth,
whereby the younger age groups constitute a demographic bulge; leakage from the education system to the
labour market; and the growing participation of women in the labour force. This high annual average growth
rate necessitates even higher economic growth if the new entrants to the labour market are to be absorbed.
Unfortunately, in several countries in the region, economic growth has failed to keep pace with the
burgeoning labour force, so unemployment has worsened. Even when economic growth has been strong
enough to generate employment, this has tended to occur in capital-extensive sectors such as mining and
quarrying, not in labour-intensive sectors. The production of tradeable goods has been too weak, outside of
the oil sector, to create high employment;

(b) High illiteracy rates within the labour force. The high level of illiteracy in several ESCWA
member countries reflects insufficient participation in the education system, particularly by girls. A striking
effect is a sharp reduction in labour mobility, which represents a thorny challenge for decision makers
attempting to tackle unemployment. Labourers forced out of a saturated agricultural sector, where
productivity is generally low, cannot be absorbed by job-creating sectors like manufacturing because they
lack appropriate skills. High illiteracy sharply reduces access to job opportunities outside the traditional
sectors, and hence exacerbates the problems of severe unemployment already confronting several countries
in the region;

(c) Lack of coordination between the education system and labour markets in most member
countries. Such coordination is vital if skills are to be expanded and upgraded to meet the needs of the
economy. The result, compounded by high illiteracy, is a general shortage of skills and hence low
productivity.  This is still the overall picture, despite commendable progress achieved in expanding
educational services in the region, including higher education. Crucial areas—technical education and
vocational training—remain relatively neglected: the considerable expansion of general education has not
been matched by a similar increase in enrolment in technical education. In Yemen, enrolment in technical
education has been roughly 12.5 per cent of enrolment in secondary education, which is very low, given the
economy’s dire need for technical skills. The far more substantial corresponding rate in Jordan—nearly a
third of all secondary education—will still not suffice to make up the national shortfall in skills. Education
in the region should be geared further towards basic education and technical and vocational training. This is
crucial during a period of globalization when increasingly tough competition necessitates cost-cutting and
enhanced productivity. Globalization is expected to lead to an increase in the portion of the labour force
engaged in the tradeable goods sector geared towards exports. For a country to be able to compete in
international markets, it has to -do two things. First, to cut the cost of production below that of its
competitors; and second, to upgrade skills to improve product quality. In sum, the current level of skills in
the majority of countries in the region is too low to enable these countries to compete in international
markets, so the need remains to expand and upgrade skills through closer coordination between education
and labour;

(d) Low participation of women in the labour force. In general, this has been a consequence of
relatively low female participation in the educational system, early marriage among women in traditional
societies, competition for jobs and employers’ preference for male employees. The participation of women
in the labour force in the ESCWA region in 1996 ranged from 21.7 per cent in Egypt, down to 17.7 per cent
in Yemen, 14.7 per cent in Lebanon, and as low as 13.6 per cent in Jordan. These figures are even lower
than those for other developing countries (28.6 per cent in India, 40.4 per cent in the Republic of Korea, and




49.4 per cent in Vietnam).” This unfavourable comparison should have provided ESCWA member countries
with sufficient incentive to make additional efforts to promote the participation of women in the labour
force;

(e) High percentage of youth in the labour force. In most of the region, there is a high proportion
of working people in the 14-29 age group. This reflects not only the basic demographic picture but also the
entry of young people of school and college age into the labour market. This is an important issue which
deserves urgent attention. The existence of a high proportion of young workers contributes to an overall
drop in available skills, as most of those young workers join the labour market before completing their
education and therefore bring with them neither experience nor skills. Then in the event of retrenchment,
these young workers are usually the first to lose their jobs.

B. THE MAIN CAUSES OF UNEMPLOYMENT

During the 1970s and the 1980s policy makers relied heavily on massive capital-intensive projects at
the expense of labour-intensive ones and hence, employment generation. This stemmed from the general
availability of capital during that period and the need for large infrastructural projects, which are not by
nature labour-intensive. While that policy was cost effective for the Gulf Cooperation Council (GCC)
countries with a labour deficit and capital surplus, it failed to benefit diversified economies with a shortage
of capital but a surplus of labour.

At that time most countries in the ESCWA region had been applying inward-looking, import-
substitution economic policies, with little regard for export promotion. This policy, accompanied by heavy
protectionist measures, price distortion, and high economic regulation, discouraged competition, and hence,
the participation of the private sector. It also discouraged the expansion of the export sector beyond the
export of oil, and thus served as a barrier to job creation.

Unemployment in the region during the 1970s and the first half of the 1980s was kept in check by
rapid economic growth in certain member countries. Economic development, particularly large
infrastructural projects, was financed by oil revenues earned by the oil exporting countries. Simultaneously,
the oil boom spilled over from GCC countries to other ESCWA member countries, particularly those with
which they maintained closer economic ties. The spill-over came in form of workers’ remittances and direct
economic assistance. There was a transfer of labour to GCC countries (undergoing a shortage of labour)
from ESCWA members with a labour surplus, such as Egypt, Jordan and Yemen. This provided jobs for a
relatively large percentage of the workforce in these countries and hence substantially reduced
unemployment. It should be noted, however, that this labour migration resulted in labour shortages in
several key economic sectors in the countries with a labour surplus, particularly the agricultural sector, which
in turn had a negative impact on growth and development of the sector.

The ESCWA region witnessed a deep economic recession during the second half of the 1980s,
owing mainly to the sharp drop in oil prices and revenues. This recession, which was in part a reflection of a
lack of economic diversification, and a heavy dependence on oil, led among other factors to the return of
migrant workers to their respective home countries, as faltering economic growth reduced the demand for
labour in the GCC countries. This was exacerbated by the completion of the region’s huge infrastructure
projects which had employed a very substantial proportion of the unskilled workers in the GCC countries.
This together with a sharp drop in economic aid, reflecting a reduction in public spending by the GCC
countries, led to a sharp drop in economic growth in the more diversified economies of the region. Both the
drop in economic aid and the return of workers exacerbated unemployment in these countries. This situation
deteriorated further in 1990, as a result of the Gulf crisis and war, which led to a massive return of workers
from the GCC countries to Egypt, Jordan and Yemen. The crisis came during implementation of the
economic stabilization programmes in both Egypt and Jordan, and led to the suspension of the programme in
Jordan. Economic policy in these countries had to be adjusted to manage the economic crisis and in
particular to absorb the huge number of returnees.

7 International Labour Office, World Labour Report, 1997-1998, pp. 262-264.



The economic recession that hit the ESCWA region in the second half of the 1980s exposed the
problems associated with the macroeconomic approach espoused hitherto, in particular highly regulated and
inward-looking policies. The economic recession exposed the dangers inherent in a narrow range of
economic activity and heavy dependency on oil revenues. The prevailing macroeconomic policy led to huge
internal and external imbalances, manifested in mounting budget deficits, trade deficits, rising inflation and a
sharp drop in economic growth as efforts were made to stabilize the economic situation. This
macroeconomic policy had to change. As a first step towards economic stabilization, programmes were
introduced in cooperation with the International Monetary Fund (IMF) and the World Bank. Three countries
(Egypt, Jordan and Yemen) have successfully implemented the first phase, which covered mainly the
stabilization process. These three countries have achieved macroeconomic stability: inflation was brought
under control, currency exchange rates were stabilized at their real levels and budget deficits were reduced as
a percentage of gross domestic product (GDP). Moreover, there has been increased participation by the
private sector, particularly in Egypt and Jordan, and to lesser extent in Yemen.

Nevertheless, the impact of structural adjustment has thus far been negative in terms of employment
generation. In all three countries, downsizing of the public sector has led to a sharp fall in employment by
what used to be the nation’s largest provider of jobs. This has created so-called transitional unemployment,
which has added to the already severe unemployment problem in these three countries. Transitional
unemployment represents job losses precipitated by the downsizing of the public sector and the privatization
of parts of it. Unemployment rises as a result of the time lag between the job losses and the point at which
the private sector becomes able to absorb the redundant workers. The extent of this problem depends on the
level of public sector downsizing, the speed of that downsizing and the speed of the privatization
programme. The process of structural adjustment can affect employment through its impact on investment—
generally negative—and through the orientation of investment (whether directed towards labour-intensive or
capital-intensive economic activities).

A high proportion of the labour force is in agriculture. This is particularly the case in the more
diversified economies, such as Egypt, Jordan and the region’s least developed country, Yemen. The lack of
labour mobility has prevented agricultural workers forced out of the agricultural sector from getting
employment in job-generating sectors, so they are a net addition to total unemployment.

C. EMPLOYMENT AND UNEMPLOYMENT CONDITIONS

Although unemployment is more prevalent in the more diversified economies, there has been an
emerging unemployment problem in the GCC countries. However, this remains under control, as it is a
structural rather than a cyclical unemployment problem. To prevent this current situation from inflicting
worse damage on their economies, the GCC countries have taken measures including the indigenization of
the labour force. These countries, which have relied heavily on expatriate workers since the early 1970s,
have managed to increase their domestic supply of labour through high population growth and generous
spending on education and training. On the supply side, there has been an increase in the growth rate of the
labour supply in these countries. It is estimated that the domestic supply of labour in the GCC countries has
averaged around 5 per cent.?

On the demand side, although there is still strong demand in certain fields for managers, production
workers and manual labourers, the completion of the large infrastructure projects has reduced the demand for
unskilled workers. However, the need for expatriate workers is expected to continue over the next few years,
as indicated by recent available data on the inflow of expatriate workers to certain countries. In Kuwait for
example, the proportion of expatriate workers reached 83.8 per cent of the total labour force during the first
quarter of 1998.° Of these, 3 per cent are managers, 15.1 per cent production workers and 65.9 per cent
labourers.' In Oman, there has been an overall increase during recent years in the number of expatriate

8 ESCWA, Survey of Economic and Social Developments in the ESCWA Region, 1997-1998 (E/ESCWA/ED/1998/5)

p. 35.
°  National Bank of Kuwait, Economic and Financial Quarterly (i/1998), p. 17.

19 Calculation based on data from National Bank of Kuwait, Economic and Financial Quarterly (/1998), table 11, p. 17.




workers (despite an accelerated outflow of expatriate workers). However, the largest number of expatriate
workers in Oman were employed in the private sector: 659,668 in 1996,' compared to only 160,507 in
1981."> Oman is the only GCC country in which the number of expatriate workers increased during the Gulf
crisis (from 258,360 in 1990 to 275,888 in 1992)." These figures indicate that despite active indigenization
policies in several GCC countries, there remains a need for expatriate workers, particularly in the private
sector, which prefers expatriates over nationals because of their lower cost and their willingness to work
longer hours. Since the private sector is expected to become the predominant sector both in terms of output
and employment, the influx of expatriate workers (including managers, technicians, production staff and
labourers) is expected to continue apace. There are moreover certain jobs that the local labour force finds
unattractive, particularly municipal work like garbage collection and other low-paid manual jobs. Moreover,
the domestic labour force prefers to work in the public sector, which pays more and has less strict working
conditions. However, employment in the public sector has been shrinking owing to the restrictive fiscal
policies being implemented by these countries to cope with the sharp drop in oil prices and revenues. The
drop in public employment is the major cause of the emerging unemployment problem in several GCC
countries.

To contain the problem, several GCC countries have taken measures to increase participation by the
national labour force in the private sector. To give an example of declining employment opportunities in the
public sector, Oman witnessed a drop in civil service employment (both national and expatriate) of 9.7 per
cent in 1996." The number of expatriate workers in the civil service peaked in 1993 at 34,187 before falling
to 31,488 in 1996." In Qatar, more than 50 per cent of the expatriate workers who arrived between 1993 and
1996 have returned home. This is an indication that there has been an acceleration of the outflow of
expatriate workers. For example, in 1993 the outflow of expatriates represented 48 per cent of the influx,
while in 1996 this percentage reached 57.7 per cent.'® The United Arab Emirates has sent home more than
180,000 expatriate workers whose visas had expired.

Retrenchment by the public sector in several GCC countries led to the above-mentioned outflow of
expatriates. However, the expansion of the private sector, and the reluctance of the private sector to employ
nationals will contribute, if it continues unabated in the coming years, to an exacerbation of the
unemployment problem among nationals of these countries. To address this, the Governments of GCC
countries have taken steps to increase participation by nationals in newly generated private sector
employment. Kuwait, for example, is considering increasing the cost of hiring expatriates by the private
sector by improving mandatory health care programmes and increasing their entry visas fees.!” At the same
time the Government is considering providing salary subsidies for the employment, by the private sector, of
Kuwaiti nationals.'®

In the United Arab Emirates, a law is to be enacted requiring private companies to fill posts vacated
by national workers."” In Saudi Arabia, several measures have been taken to localize employment of the
labour force. In this context, the Government has requested private companies to increase their employment
of national workers by 5 per cent annually; it has also banned the employment of expatriate workers in 20
professional categories.

"' Central Bank of Oman, Annual Report, 1996, p. 19.
"> Ibid.
" Ibid.
¥ Central Bank of Oman, Annual Report, 1996, p. 17.
" Ibid.

Calculated from Qatar, Ministry of Labour, Housing and Civil Administrations, Annual Bulletin of Influx of
Expatriates, 1996, p. 11.

" ESCWA, Survey of Economic and Social Developments in the ESCWA Region, 1997-1998 (E/ESCWA/ED/1998/5),
p. 35.

% Ibid.
1% Ibid.



However, for these measures to succeed in reducing the number of expatriates in the GCC countries,
Governments need to enforce them. For reasons of cost and quality, the private sector is unlikely to
voluntarily increase its share of national workers. At the same time nationals of the GCC countries have to
be encouraged to take up jobs that are not attractive to them for economic and social reasons. Moreover, a
comprehensive retraining programme should accompany these efforts by retraining nationals forced out of
the public sector so that they can be readily absorbed by the private sector. An increase in the participation
of women in the labour force is another factor that could increase the national labour supply in these
countries and hence reduce the need for expatriates. However, this is a long-term goal and may take several
years to accomplish.

The indigenization of the labour force in the GCC countries is expected to take several years. This
stems from: (a) the high proportion of expatriate workers in the labour force, which cannot be easily
substituted in the short term; (b) the reluctance of the private sector to employ nationals owing to
considerations of cost and productivity; (c) the reluctance of nationals to take up jobs that are often socially
unattractive and poorly paid; (d) lack of coordination between education and employment policies; and (e)
low participation of women in the labour force in these countries.

Moreover, past experience has demonstrated the difficulty of accelerating the outflow of expatriate
workers in the face of the private sector’s desire to continue hiring them and the general reluctance of
national workers to take up employment in the private sector. In Oman, where data were available, the
number of expatriate employees has grown by an average annual rate of 12.8 per cent, comz]gared to the 3.5
per cent target envisaged by the 1990-1995 Plan for Economic and Social Development,”™ and they have
been given more than 76 per cent of the jobs created during the planned period.”’ At the same time the
average annual increase in the national labour force was 6 per cent, which although substantial, failed to
meet the planned target of 8.3 per cent. The proportion of Omani nationals in the total labour force actually
dropped during the planned period from 42.5 per cent in 1990 to 35.2 per cent in 1995.%

To reverse the situation, the Sixth Five-Year Development Plan (for the period 1996-2000) calls for
the establishment of a higher committee for vocational training and labour, and the formulation of a social
insurance system for employees in the private sector, to encourage Omanis to work in the private sector, as
well as a minimum wage for Omani employees in the private sector. At the same time the plan calls for
restrictions on the inflow of expatriate workers by: an increase in the number of professional categories
closed to expatriate employees; the introduction of a clearance fee levied on expatriate workers; and the
imposition of a maximum ratio of expatriate workers in private firms.”

In Saudi Arabia, the Fifth Five-Year Plan for Economic and Social Development (1990-1995) called
for an increase in participation by Saudi nationals in the total labour force.** This was to be achieved, among
other factors, by reducing the wage gap between Saudi and expatriate workers, which has discouraged Saudi
nationals from working in the private sector, owing to the availability of low-wage expatriate workers. In
addition, it calls for the upgrading of the skills of the Saudi national labour force, to increase its productivity,
and hence its mobility from the public sector to the private sector. The plan called for 4.2 per cent average
growth of the Saudi national labour force during the plan period compared with an average annual growth
rate of 1.2 per cent for expatriate workers.”’

The unemployment problem is more serious in the more diversified economies of the region, which
have a large labour surplus, than in the GCC countries. This stems from several factors including: high

2 Sultanate of Oman, Ministry of Development, Sixth Five-Year Development Plan (1996-2000), p. 110.
2 Ibid.

2 Ibid., p. 11.

B Oman, Sixth Five-Year Development Plan (1996-2000), pp. 107-114.

2 Saudi Arabia, Fifth Development Plan, 1990-1995, p. 116.

 Ibid., p. 119.




population growth; rapid expansion of the labour force; the inability of the economies of these countries to
achieve growth rates sufficient to generate enough jobs to absorb the new entrants to the labour force; and
retrenchment in the public sector, particularly in those countries that have been implementing economic
reform programmes.

The unemployment problem in these countries is of a long-term nature: it will continue to be a major
economic problem in the medium term until they achieve higher economic growth. These countries have to
take measures on both the supply side and the demand side. On the supply side they have to reduce
population growth, reduce the numbers dropping out of the education system, and shift their education policy
towards a greater focus on technical education and vocational training. On the demand side, the demand for
labour depends on economic growth, and, more specifically, certain sources of growth. Economic growth is
not enough if achieved only by capital-intensive sectors. An increase in the proportion of traded goods will
stimulate job creation, as labour elasticity of output in tradeable goods is higher than in non-tradeable
goods.’® These countries have been losing jobs because import growth has outpaced export growth, and
hence created huge trade deficits. However, the implementation of economic reform programmes by these
countries is expected to lead to an increase in the contribution of tradeable goods to total GDP, raised
exports, a reduced trade deficit, and economic growth of the sort that creates jobs.

% Labour elasticity of output equals growth in employment over growth of output.



II. CASE STUDY: EGYPT’
A. INTRODUCTION

The importance of studying the unemployment problem in Egypt at this stage of the implementation
of economic reform programme is underlined by the following factors: (a) structural disequilibrium as
predicated on socio-economic structure; (b) the direct and indirect impact of stabilization and structural
adjustment policies, principally large-scale privatization, public sector downsizing and reduced government
participation in economic activity—in this context the outcome of fiscal and foreign trade reforms will be
considered, especially their impact on stabilization; (c) the impact of global competition and its shaping of
national markets, especially labour markets; (d) the inherited characteristics of labour markets; (e) the effect
of demography and the structure of the workforce on unemployment; and (f) development choices, mainly
technological choices, and their effect on employment opportunities.

This case study investigates the nature, causes and effects of unemployment in Egypt as well as its
socio-economic context and relevant policy choices. .

A special emphasis will be placed on female unemployment and its regional dimensions. Some light
will also be shed on the probable causes of a continuation of the problem in the near future.

B. UNEMPLOYMENT TRENDS
During the 1960s and the first half of the 1970s, unemployment in Egypt was relatively low owing to
substantial investment and GDP growth, as well as social policies which provided jobs in government
departments and public sector enterprises (see table 1). Unemployment ranged between 2.2 per cent (1960)
and 2.4 per cent (1970).

TABLE 1. EGYPT: UNEMPLOYMENT IN EGYPT, 1960-1996

(Percentage)
R ] R
(== <t o v N — \O (e — o o <t v O
O \O o~ o~ ~ o0 [<22] N (@2} N [ [ N N
Years 9: =) =) S 2 = =) = = X =) & & =
Rates of
unemployment® 22 18 24 25 77 54 147 80 86 88 106 106 107 9.0

Source: Egypt, Central Agency for Public Mobilization and Statistics (CAPMAS), labour force survey.

a/ Census data, CAPMAS.
b/ Within the age range 15-64, except for 1991 and 1992 (12-64).

During the period 1976-1982, unemployment increased somewhat, nevertheless remaining
comparatively low. This can be explained by: (a) the migration of large numbers of the unemployed to jobs
in oil exporting and other countries; (b) the expansion of the construction sector, which helped absorb part of
the excess labour supply, particularly among the illiterate and those with little education; and (c) the
continuation of government employment policy.

The rapid increase in unemployment rates during the second half of the 1980s and the 1990s can be
explained by several factors, principal among which are the return of migrant labour from the oil exporting
countries, the decline of economic growth, and the liberalization and adjustment policies that took
employment away from the public sector.

This case study was prepared by Saad Hafez M. Sidky, who worked as a consultant during the preparation of this study.
The opinions expressed in this case study do not necessarily represent the views of ESCWA.
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The relative severity of the whole unemployment problem during the period 1986-1996 was a
reflection not only of rocketing rates of unemployment but also the pattern of unemployment (see below).
The underlying causes persist, and have even to an extent worsened.

The latter period witnessed an increase in unemployment among the new entrants to the labour
market as well as the established labour force, the latter being, to an extent, a direct result of privatization. In
this sense, disguised unemployment in the government sector can be considered a potential source of
unemployment.

C. THE PATTERN OF UNEMPLOYMENT IN EGYPT

The pattern of unemployment is dictated by location (rural or urban), economic activity, age, sex,
and education. This in turn reflects the labour market, the impact of economic and social policies and socio-
economic structure.

1. Female unemployment

Female participation in the labour market, which was always comparatively modest, declined during
the 1990-1996 period (see table 2), falling markedly in rural areas, from 16.5 per cent in 1990 to 10.4 per
cent in 1996. Conversely, female unemployment rose overall from 1990 to 1995 before falling slightly in
1996. Urban female unemployment ranged from 18 per cent in 1993 to 27.5 per cent in 1995. Meanwhile
rural female unemployment rose from just 10.2 per cent in 1990 to 27.3 per cent in 1996.

TABLE 2. EGYPT: FEMALE PARTICIPATION RATES, UNEMPLOYMENT RATES AND FEMALE
UNEMPLOYED AS A PERCENTAGE OF TOTAL UNEMPLOYED, 1990-1996

(Percentage)

Female unemployed labour

Participation rate Unemployment rate force (as percentage of total)
Year Rural | Urban Total Rural | Urban Total Rural | Urban Total
1990 16.5 13.1 15.1 10.2 26.2 16.2 459 52.4 49.7
1991 13.0 17.1 15.3 10.5 243 15.6 422 474 455
1992 15.3 12.4 14.1 11.8 24.7 16.7 42.8 48.4 45.7
1993 14.0 13.3 13.7 27.8 18.0 22.1 453 48.4 46.9
1994 14.3 13.4 14.8 18.8 27.7 22.0 47.5 50.5 48.8
1995 13.6 13.1 13.5 20.4 27.5 23.0 46.3 50.2 48.1
1996 104 | 14.5 14.5% 27.3 15.6 20.4 339 | 359 34.8

Source: CAPMAS, labour force surveys.

a/ Census data provided by CAPMAS.
b/ Adjusted figures.

However, it is worth observing that the usual concept of unemployment does not apply to rural areas
(quite apart from the absence of a registration system and the consequent lack of reliable data). There are
several factors here,” including a preference for certain jobs, which are perceived to be more suitable for
women and are thus quickly taken,”® and discrimination against females, especially when jobs require
mobility and so on.

# M. Mahrous Ismail, Higher Education and Unemployment in Egypt and A.M. Hallouda, Unemployment in Egypt,
Measurement and Means of Recovery.

* The preference may be due to facilities related to the work, rather than the job itself. See Cairo Demographic Center,
Unemployment and its Demographic and Socio-Economic Effects on the Status of Women and Children in the Egyptian Community.
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There is a hypothesis regarding a relationship between wage level and the cost of work, that is, the
cost of taking a job and being in work. This needs to be tested, since it would to a significant extent explain
women’s withdrawal from the labour market. The increase in female unemployment rates in rural areas may
to an extent be a statistical artefact predicated on the definition used. On the other hand, an increase can be
explained in terms of social factors and increased education.

2. Rural versus urban unemployment

For along period of time rural areas did not witness structural unemployment owing to the nature of
economic activity, which was mainly agricultural. Structural unemployment was well hidden by seasonal
and disguised unemployment. Even seasonal unemployment was disguised by the tendency to employ
children.  During the 1990s two main changes took place. The first is the increase in the rate of
unemployment in rural areas, and the second is the growing weight of rural unemployment as a proportion of
total unemployment (see table 3). In addition, the increase of both the numbers and proportions of
unemployed in rural areas was accompanied by extensive internal and external migration within and from
rural areas.

TABLE 3. EGYPT: COMPARISON BETWEEN RURAL AND URBAN UNEMPLOYMENT, 1990-1996
(Percentage)

1960 1976¥ 1986Y 1990 1991 1992 1993 1994 1995 1996¥

Rural areas 1.1 6.3 10.5 6.1 71 72 98 101 100 9.1
Urban areas 43 9.5 13.7 125 114 110 127 124 119 8.7
Total 22 7.8 12.0 82 89 88 11.1 11.1 107 9.0
Rural unemployed as

percentage of total . 46.6 45.0 423 452 470 49.1 50.7 582 549

Source: CAPMAS, labour force surveys.

a/ Data obtained from CAPMAS, population census.
Two dots (..) indicate that data are not available.

This phenomenon can be explained by development policy, which led to three factors:

(a) The reduced capacity of non-agricultural sectors (including industry and government
administration) to absorb excess labour;

(b) The concentration on raising total productivity (vertical expansion) in the agricultural sector;

(c) The share of investment directed into agriculture, which remained modest, while priority was
accorded ;[;) the infrastructure sector. Less weight was given to agriculture, specifically to horizontal
expansion.

Unemployment in rural areas has been affected by the return of migrant labour but there is
insufficient data on its precise contribution to volumes and rates of unemployment in rural areas. 57.6 per
cent of 3alll migrants abroad were from rural areas.’® In addition about 69 per cent of all migrants were
workers.

» Institute of Arab Studies, The Unemployment Problem in the Arab Nation, chapter 2.

3% Local conference on the migrant labour force and its impact at home and in host countries, Cairo. The papers covered at
the conference were based on survey data prepared by CAPMAS in collaboration with ILO.

3! Nabila Zaki, “Some characteristics of legal Egyptian migrant workers abroad” (paper presented at the above-
mentioned conference).
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The results of previous studies by CAPMAS (1987) and the National Population Council (1985)
indicate a net annual return of migrant labour of nearly 100,000, mostly agricultural workers (farmers and
related categories) with little or no formal education.*?

3. Educational levels of unemployed labour force

The group worst hit by unemployment comprises those with secondary education: an average of 82
per cent for the years 1990-1996. By contrast, those with tertiary or postgraduate education suffered only an
average of 15 per cent unemployment over the same period. However, unemployment is increasingly hitting
the educated labour force, particularly those with secondary education or above (see table 4). An unexpected
countervailing trend is the fall in unemployment among those with graduate or postgraduate qualifications.

TABLE 4. EGYPT: DISTRIBUTION OF UNEMPLOYMENT ACCORDING TO
EDUCATION, 1991-1992 AND 1994-1996

(Percentage)
Holds upper mid-
Reads Less than mid-  Holds mid-level  level certificate of ~ Graduate of
and level certificate certificate of education (less university or Non-
Illiterate  writes of education education than university) institute® classified  Total
1991 3.7 1.7 3.5 66.8 8.2 16.0 0.1 100
1992 12 1.1 1.2 70.4 9.1 17.0 — 100
1994 1.0 0.7 1.4 74.7 8.1 14.1 — 100
1995 1.2 1.1 1.4 75.9 8.0 124 — 100
1996¥ 4.0 2.5 1.2 1.4 72.0 6.7 12.2 100

Source: CAPMAS, labour force surveys.

a/ Data obtained from CAPMAS, census data.
b/ Includes postgraduates.
A dash (—) indicates that the amount is nil or negligible.

The fate of those with only secondary education can be explained by several factors, including the
following:

(a) Their low productivity due to lack of vocational qualifications, lack of practical experience and
so on;

(b) Their perceived unsuitability to the practical and technological demands of the job market
insofar as many of them (34.9 per cent during the period 1989/90-1994/95) are from general secondary
schools, and most of these (56.4 per cent) are specialized in the humanities and arts;

(c) The calibre and distribution of school-leavers.

The high level of education of the unemployed raises the question of a possible causal relation
between education level and unemployment. To answer the question, a distinction should be made between
the supply and demand sides. As regards the supply side, 40 per cent of the educated unemployed labour
force is a result of a mismatch between jobs and the type and level of education, according to survey data.
This analysis may be most applicable to graduates and postgraduates. It can in part be explained by social
perceptions and preferences as well as by wage rates, job location, incentives, and so on.”

A part of the supply side of the problem is a consequence of government employment policy, which
coloured the preference of graduates, who would usually rather remain unemployed for a year or more than
accept employment outside of government and the public sectors. The attractions of the public sector are job

32 Institute of Arab Studies, The Unemployment Problem in the Arab Region, pp. 126-130.
3 M. Mahrous Ismail, op. cit., pp. 14-18.
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security, job mobility, the social security package, a modest workload, and a comparatively acceptable wage.
Socio-cultural aspects also play a considerable role.

The demand side centres on the quality, skills and efficiency of the graduates, which often seem to
be found wanting. A mismatch has been observed between the product of the education system and labour
market demand. This has affected not only graduates of secondary schools and colleges but also graduates
and postgraduates in certain specializations.

The educational system apparently lacks the flexibility to respond quantitatively and qualitatively to
labour market requirements. When the educational structure is adapted, there is inevitably a time lag before
the improved output of the educational process becomes available on the job market. The time lag seemed to
differ from one specialization to another.** Tt has been observed that, although a flexible educational system
is of crucial importance, it cannot alone restore equilibrium to the labour market unless buttressed by social
acceptance of and individual preference for the types of work available.

The aggravation of unemployment by declining economic growth will be discussed below.
4. Age structure of the unemployed
The age structure of the unemployed reveals on average between a quarter and a fifth of those aged
15-20 to be unable to find work during the period 1990-1996 (see table 5). This compares with nearly one
third in the 20-25 age group, and about 17 per cent of those aged 25-29. The overall trend is an increase in

youth unemployment (though the 1996 figures show a fall). The highest rates of unemployment are among
young people aged 15-29.

TABLE 5. EGYPT: RATES OF UNEMPLOYMENT OF LABOUR FORCE BY AGE, 1960-1996

(Percentage)
Age 19607 19767 19867 1990 1991 1992 1993 1994 1995  1996*
15-19 35 245 44 184 185 172 217 209 254 229
20-24 53 99 251 311 334 360 404 404 394 239
25-29 2.9 99 266 122 150 165 203 205 203 182
30-39 12 0.7 3.6 1.8 1.9 1.3 2.4 2.2 2.2 2.9
40-49 1.1 0.5 7.5 0.4 0.2 0.16 019 020 0.18 038
50-59 9.4 0.5 0.6 0.3 0.2 0.08 0.18  0.14 008 034
60-65 2.2 7.8 120 0.2 012 011 0.0 0.11 018  0.19

Source: CAPMAS, labour force surveys.
a/ Data provided by CAPMAS, census data.

Young people entering the labour market are heavily over-represented in the unemployment figures.
Besides its dismal effect on an individual’s chances of learning skills and efficient working practices for
future use, this situation is likely to have severe socio-economic consequences.

The data in table 6 shows significant changes in the age structure of the unemployed as privatization
is introduced. Those in the 25-29 and, interestingly, the 30-39 age groups become more heavily represented.
But nearly 90 per cent of the unemployed are still aged under 30.

3% This phenomenon can be observed in the light of unemployment among graduates within rare specializations such as
electronic engineers and physicians. In previous years these categories have experienced unemployment, in general for 4-5 year
periods (with significant variations between them).

3% Most studies of political and social violence identified a link to youth unemployment, particularly among those with a
moderate level of education.
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TABLE 6. EGYPT: STRUCTURE OF UNEMPLOYMENT RATES ACCORDING TO AGE, 1990-1996

(Percentage)
Age 1990 1991 1992 1993 1994 1995 1996
15-19 19.1 17.6 16.6 16.4 16.2 21.2 20.6
20-24 50.4 49.6 51.8 48.6 504 47.5 38.8
25-29 23.4 26.1 27.1 27.0 27.5 25.8 30.0
30-39 5.7 5.6 3.7 5.5 5.4 5.1 8.6
40-49 0.85 0.5 0.4 0.4 0.4 0.3 0.6
50- 0.10 0.6 0.4 0.4 0.1 0.1 1.3

Source: CAPMAS, census data.

Note: Data may not add up due to rounding.

a/ Estimates.

5. Age-sex unemployment characteristics

The increase in unemployment among young people aged 15-29 during the 1990-1996 period hides a
gender difference. Female unemployment was greater and grew faster than male unemployment in the same
age groups (see table 7).

TABLE 7. EGYPT: UNEMPLOYMENT BY AGE AND SEX, 1976-1996

(Percentage)
Males

Age 76Y 86Y 90 9] 92 93 94 95 1996
15-19 8.3 20.9 112 11.2 9.8 13.4 12.2 15.6

20-24 12.9 33.1 223 26.9 28.1 31.4 31.0 30.6

25-29 3.7 15.1 10.3 13.6 14.5 15.9 15.6 15.0

30-39 0.64 1.99 13 1.43 1.22 1.92 1.77 1.32

40-49 0.44 2.77 0.42 0.25 0.18 0.23 0.23 0.21

50-59 0.58 1.07 0.33 0.18 0.04 0.19 0.15 0.08

60-64 0.54 — 0.18 0.08 0.12 — 0.06 0.19

Females

Age 76¥ 86¥ 90 91 92 93 94 95 1996¥
15-19 28.8 53.6 39.2 39.1 39.2 49.4 50.2 573

20-24 34.1 55.9 47.5 45.2 50.9 57.7 58.4 58.6

25-29 7.8 17.4 17.5 18.4 22.3 32.2 32.6 34.5

30-39 132 2.67 32 3.3 1.55 3.7 5.2 3.8

40-49 1.39 — 0.12 0.07 0.12 0.05 0.08 0.05

50-59 2.14 — 0.09 0.29 0.32 — 0.09 0.1

60-64 2.76 — 0.44 0.44 — — 0.54 —

Source: Labour force surveys.

a/ 1976, 1986, 1996 - census data.
Two dots (..) indicate that data are not available.

A dash (—) indicates that the amount is nil or negligible.

This is partly explained by marriage status and socially determined preferences for certain jobs.*

Some socio-economic experts relate the increase of unemployment in general to gender differentials in

*® This last factor derives from a detailed field study into the social determinants of preferences for certain kinds of work
and differences between male and female employment, given the absence of wage differentials (at least in the government and public
sectors).
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education.”” By providing competition for jobs which do not require higher (or even secondary) education,
an increasing supply of child labour (aged 6-14) pushes up unemployment rates in the other age groups.

D. LABOUR MARKET CONDITIONS, CHARACTERISTICS AND CONSTRAINTS

The above analysis has outlined the main features and causes of the unemployment problem. The
data given above highlights the effects of unbalanced economic growth on unemployment interms of
demography and educational structures. This necessarily leads to a consideration of the effect of
development options and patterns on unemployment. As is well known, the circumstances and organization
of the labour market are intimately bound up with unemployment, underemployment and disguised
unemployment.

1. The labour market and its absorptive capacity

By labour market we mean not only the interaction between the forces of supply and demand, but
also the legislation, regulations and institutional structures governing those forces and wages. In addition,
the labour market comprises all the incentives and constraints affecting the domestic supply of and demand
for labour vis-a-vis labour markets abroad (mediated by the migration process and other aspects). In this
context, the labour market cannot be insulated from the indirect effect of rules and mechanisms regulating
other markets.

(a Characteristics of the labour market during the 1990s
(i) Supply side

In 1996 the total labour force stood at 17,175,000 according to the census taken that year. This
constituted 46.5 per cent of manpower and 29 per cent of the total population, which indicates a high
dependency rate (3.45). As mentioned above, about 9 per cent of the total labour force is unemployed.”
More than 95.1 per cent of the unemployed are new entrants to the labour market. Of the labour force 63.4
per cent are wage-earners and 2.6 per cent are non-wage earners, while 18.6 per cent are self-employed and
6.4 per cent are themselves employers.

The rural labour force (53.9 per cent of the total) has its own characteristics. For example, wage
earners constitute 55.8 per cent of the rural labour force compared to 72.4 per cent of their urban
counterparts. This can be explained by the family basis of agricultural work. Thus the proportions of
businessmen (owners) and non-wage earners in rural areas (7.3 and 4.5 per cent respectively) outweigh their
urban counterparts (5.2 per cent and 0.4 per cent). Female participation rates are low: women constitute only
15.3 per cent of the workforce.

Egypt’s labour force is young (see table 8, which excludes children). Two-thirds are under 40 years
of age, 53.6 per cent under 35, and 40 per cent under 30. As regards economic policy, the most striking
impact has been caused by the privatization process and consequent increased unemployment. The data also
indicates the existence of a labour force above 65 in self-employment. These workers constitute 1.8 per cent
of the total labour force (of whom 72.5 per cent are self-employed). They tend to be concentrated in small-
scale handicraft projects or workshops. About 35.6 per cent of the labour force is illiterate. If those with
very little education but able to read and write are included, then that figure rises to 54.5 per cent.

57 See M. Abd-El-Kader Al-Husseni, Some Features of Unemployment in Egypt. Al-Husseini argues that most graduates
are in the age groups 20-24 and 25-29. This runs counter to the statistically attested fact that the highest rates of unemployment are
in the age group 15-19. Furthermore, graduation from higher educational institutions mostly takes place in the 20-24 age group.

% This rate is calculated for the labour force aged 15-64. For Egypt, entry to the labour market can begin at the age of
six, especially in rural areas, depending on social criteria. The 1996 census data includes only the labour force aged 15 and upwards.
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TABLE 8. EGYPT: AGE STRUCTURE OF LABOUR FORCE (AGED 15-75) IN 1996

(Percentage)
Age 15-19  20-24 2529 30-34 3539 4044 4549  50-54  55-59  60-64 65-69  70-74 75+ Total
Males 977 1412 1384 1342 1293 10.79 9.29 6.38 4.84 2.64 123 0.50 0.25 100
Females 13.85 21.18 1689 1525 12.89 8.88 5.46 3.10 1.61 0.53 021 0.01 0.05 100
Total 1039 1519 1431 13.7 1292  10.50 8.71 5.88 434 232 1.08 0.44 0.22 100

Source: CAPMAS, 1996 census data.

Graduates of universities or institutes of higher education and postgraduates constitute only 12.5 per
cent of the total labour force. Although a comparatively small group, it does not possess the right mix of
skills and practical training to meet the demands of the labour market. This is one of the potential causes of

unemployment.*

The educational imbalance of the labour force is greater among males than females and greater in
rural areas than urban ones (see table 9). Gender differentials can be explained by various factors, primarily
social aspects: for example, the preponderance of uneducated males is a consequence of early marriage,
particularly in rural areas, as well as the insufficient reach of the education system. Despite compulsory
education up to the age of 15, differences in educational attainment between rural and urban areas are clearly
reflected in the structure of the labour force.

TABLE 9. EGYPT: DISTRIBUTION OF LABOUR FORCE (MALES-FEMALES) ACCORDING

TO REGIONAL EDUCATIONAL STRUCTURES, 1996

(Percentage)
Urban areas Rural areas Total labour force
Males Females Total Males Females Total Males Females Total

Illiterate 2393 5.47 20.2 4526 21.92 43.54 36.55 11.95 32.79
Can read and write 20.21 3.57 16.86 19.74 3.6 17.94 19.94 3.58 17.44
Primary school 332 1.12 29 2.30 0.80 2.14 2.74 1.02 248
Less than secondary

school 445 1.58 3.88 278 0.71 2.55 351 1.24 3.16
Secondary school 25.67 46.65 299 21.08 54.51 24.81 23.08 49.74 27.15
Higher than secondary

school 4.42 10.56 5.6 2.6 9.19 334 3.39 10.02 4.40
University/college

graduate 174 30.14 20.0 5.13 9.01 5.57 10.47 21.82 12.20
Postgraduate diploma 0.06 0.09 0.07 0.01 0.02 0.01 0.03 0.06 0.04
Masters degree 0.18 0.31 0.20 0.03 0.06 0.03 0.09 0.21 0.12
Doctorate 0.36 0.51 0.39 0.07 0.12 0.07 0.20 0.36 022
Non-classified — — —_— _— — — —_ — —
Total = 100 per cent 6316484 | 1588446 | 7904930 | 8211225 | 1030897 | 9242122 | 14527709 | 2619343 | 17 147 052

Source: CAPMAS, 1996 census data.

A dash (—) indicates that the amount is nil or negligible.

(i1)) Demand side

The demand for labour can be described as economic or social. By social demand we are referring
to the part of demand with socio-political ramifications represented by the creation of job opportunities in

government and public sectors.

It is difficult to use the available data to distinguish between the social and political components of
demand. In this context, some indirect indicators need to be developed. It is known that demand for labour

3 See M. Mahrous Ismail, op. cit.; Al-Husseini, op. cit.; and Hallouda, op. cit.
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is derived from real growth of GDP and investment in fixed assets. The overall picture of demand provided
by 1996 census data is one of imbalances related, in part, to the motive forces underpinning demand, and in
general to the structural disequilibrium of the economy. The most obvious characteristic on the demand side
is the concentration of job opportunities. One third of registered labour is in government and the public
sector. The government sector alone accounts for 27.8 per cent of all registered labour.

The capacity of these two sectors to absorb surplus labour is limited in rural areas as a result of the
concentration of governmental bodies and most industrial and related activity in Cairo and urban areas.
Thus, in urban areas government and public sector activity account for 18.55 of demand for labour,
compared to 11 per cent in urban areas.

The concentration of rural labour in agriculture (51.42 per cent of total demand for labour) is a
potential source of underemployment and disguised unemployment.

The demand for labour from the commodity producing sectors (excluding agriculture) is less than
Egypt’s stage of development would lead one to expect (see table 10). Productive activities account for 31
per cent of total demand for labour in urban areas, and 12.5 per cent in rural areas. The overall picture, in
both rural and urban areas, is one of substantial employment in public administration, social and community
services and the private service sector (30 per cent in urban areas and 19.5 per cent in rural areas). This
reflects a predominance of social aspects over economic ones. The data does not allow the analyst to
investigate the potential demand for labour in new industries such as communications and information
technology.

TABLE 10. EGYPT: THE DISTRIBUTION OF LABOUR DEMAND IN 1996 ACCORDING
TO ECONOMIC AND SOCIAL ACTIVITIES

(Percentage)
Urban Rural

Economic activities Males Females Total Males Females Total
Agriculture and fisheries 9.01 1.92 7.67 53.63 28.73 51.42
Mining and quarrying 0.68 0.17 0.59 0.26 0.07 0.25
Manufacturing 20.95 10.88 19.08 9.52 8.48 9.42
Electricity, gas and water supply 1.43 0.89 1.33 0.80 0.30 0.75
Construction 12.37 1.21 10.3 6.70 0.59 6.15
Wholesale and retail trade 15.83 6.08 14.02 4.88 5.1 4.9
Hotels and restaurants 2.50 0.62 2.15 0.62 0.27 0.59
Transport, communications and

storage 9.02 2.94 7.89 4.38 0.71 4.05
Insurance and finance 1.75 3.31 2.04 0.54 0.80 0.57
Business and real estate 3.65 7.08 4.29 1.6 10.67 24
Public administration and

defence 10.28 20.4 12.16 7.44 8.44 7.8
Education 7.02 31.32 11.54 6.20 27.12 8.04
Health and social services 1.89 9.70 3.34 1.05 7.02 1.59
Community and private services 2.36 1.91 2.28 1.63 0.66 1.55
Private domestic service 0.50 0.76 0.55 0.03 0.13 0.04
International and regional

institutions and embassies 0.09 0.11 0.09 0.02 0.01 0.02
Unclassified 0.67 0.70 0.68 0.42 0.90 0.46
Total 5873 924 1340243 | 7214167 | 7652760 745 054 8397 814

Source: CAPMAS, 1996 census data.

Agricultural workers represent 9.33 per cent of total demand for labour, a proportion to be expected
in view of the preponderance of agriculture in rural areas. The inflated government and informal sectors lead
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to high demand for clerical staff (7.2 per cent of total employed labour), sales staff (9.33 per cent) and
artisans (15.25 per cent). Those employed in industrial production are relatively few (6.81 per cent).

(b) Labour market distortion and constraints

The efficient interaction between demand and supply of labour is constrained by the specific
characteristics of the demand and supply structures themselves as well as several related factors, including;

(i) The growing supply of child labour;

(i) The preponderance of the informal sector;
(1i1) Inflexibility: insufficient mobility between locations and job sectors;
(iv) The rigidity of wages.

Therefore the volume and rates of unemployment can be regarded not only as the result of excess
supply relative to demand, but also a symptom of the deformation of the supply-demand relationship by
these constraints.

2. The growing supply of child labour

Traditionally child labour has been seen as a seasonal response to agricultural demand in rural areas.
As social changes were introduced (such as agrarian reform, raising per capita income levels, and
compulsory education), the Egyptian community could, to a certain extent, retain this traditional
phenomenon within the framework of seasonal wage labour.

During the 1970s, the supply of child labour increased as a result of a drop in real per capita income,
lower per capita government expenditure on education, health and other social services, and the burgeoning
construction sector, the main activity demanding child labour. Wage incentives as well as migration abroad
played a considerable role in the increased supply of child labour. The most crucial factor here was an
absence of governmental and social control over the labour market.

The supply of child labour as a proportion of the total labour force (aged 15-64) was 2.5-3 per cent
throughout the 1990-1994 period. A total of 86.6 per cent of child workers are employed in the informal and
semi-informal sectors. One quarter of them have had no formal education whatsoever, 37.5 per cent have
had some, while the remainder have not fully withdrawn from education. In the semi-informal sector, only
10.8 per cent of child labour have never been to school, compared to 41.1 per cent who no longer go to
school, and 49.1 per cent who are still enrolled in educational institutions.*’

One direct effect of child labour is the high level of competition with the young uneducated (or semi-
educated) labour force, which forces up unemployment among the latter groups.

3. The preponderance of the informal sector”
The informal sector comprises unregistered economic units of less than five workers.”’ It has the

capacity to absorb a considerable portion of unemployment or at least hide the real magnitude of the
problem.

ILO, World Employment Report, 1998-1999; CAPMAS, General Census for Population, Buildings and Establishments
1986, vol. 1 for a definition and discussion; Aliaa Al-Mahdi and Amira Mashour, The Informal Sector in Urban Egypt; and Soad
Kamel Rizk, The Informal Sector: Definition and Characteristics.

“ From the legal point of view, child labour is informal regardless of the formal or informal nature of the sector and
institution in which they work.

4 According to Economic Census 1991/92 data, establishments with fewer than 10 workers are treated as informal. The

definition encompassed the kind of activity, technology, capital assets and registration criteria.
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The unreliability of data on the informal sector relates first and foremost to the volume of activities
and jobs included. The estimated figures make no distinction between permanent or temporary jobs,
productive or non- productive legal or illegal activities. Graduates from secondary and higher educational
institutions working in the informal and semi- 1nformal sectors insist on being registered as unemployed
while they wait for a public or government sector job.* The informal sector perpetuates a stark mismatch
between, on one hand, the working standards and skills required and, on the other hand, the experience and
education of its workers. This frequently means the under utilization of human resources.

There are imbalances in the distribution of informal activities. Most productive units and workers
are concentrated in trade, repair workshops, coffee shops and restaurants, road transportation, and personal
and household activities. @ In other words, they are concentrated in the service and hand1craft industries.
Most of those in the informal sector have only a basic level of education or none at all.** In recent years, the
informal sector has taken on people with secondary and often higher educational qualifications while they
wait for a formal permanent post.

According to surveys of the labour market (1988 and 1990)* people employed in the informal and
semi-informal sectors account for 73.3 per cent of total employed labour. Of all proprietors of businesses
and the self-employed, fully 84.6 per cent are in the informal and semi-informal sectors.

The huge proportion of permanent employment provided by the informal sector (59.5 per cent) is the
defining characteristic of the Egyptian economy. It is a reflection of limited recruitment by formal work
units and formal productive activities, and can be interpreted as evidence of the existence of latent
unemployment.

4. The inflexibility of labour mobility

If one disregards internal and external migration, which mamly correlate to a lack of employment
opportunities, and low living standards, mostly below the poverty line,* labour mobility can in general be
seen to be very rigid, owing to the following factors:

(a) Geographical rigidity, which is linked to social relations (including proximity to relatives);

(b) The difficulty of finding affordable accommodation;

(¢) The high direct costs of moving from one location to another;

(d) The risk involved in taking a job for a finite period;

(e) Low savings because incomes are so low; job seekers often lack the wherewithal to switch jobs,
move home or even look for a job elsewhere;

() Low level of qualifications; this leads to the difficulty or impossibility of reskilling (a
consequence of the educational and training processes);

(g) The rigidity of wages and the narrow gaps between average wages (or earnings) in different
sectors.

One of the causes of inflexibility of labour mobility is the labour surplus itself, that is, the existence
of high rates of unemployment and the similarity of skills and experiences offered by comparable candidates
means little scope for individual choice.

2 This can be extended to a part of the graduates working in the formal private sector.

 Economic Census 1991/92.
* Soad Kamel Rizk, op. cit., pp. 40-41.
4 Ibid., pp. 28-30.

4 The total proportion of the population under the poverty line (US$ 1 per person per day) is 47.9 per cent; 25.1 per cent

are moderately poor and 7.4 per cent ultra poor (see Human Development Report: Egypt, 1996, chapter 2).
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E. WAGE DETERMINATION, ECONOMIC GROWTH AND UNEMPLOYMENT
1. Distortion of the wage determination system

According to microeconomic analysis, a wage is determined by the interaction between the demand
for labour and its supply, when marginal productivity becomes equivalent to the wage.”” This formulation
assumes a perfect equalization of the volume of jobs and employment opportunities. But this assumption is
no longer valid, especially when there are distortions within the labour market leading to a distortion of wage
determination.  In other words, there are cases when the number of jobs exceeds employment opportunities,
which means that a part of the labour force occupies more jobs to maintain real income and living standards.
This, in turn, means that the actual volume and rates of unemployment can be higher than the statistics
suggest. This apparent paradox is a key to understanding a distorted labour market.

Moreover, the system of wage determination in Egypt is not unified across different sectors. In the
government and public sectors, wages are fixed by rigid scales, which are determined by educational level
and duration of service. These scales have been adjusted in response to inflation and the decline of real per
capita incomes.”®  In the last two decades, salaries were split into two parts: basic and variable (incentives).
Incentives are on a fixed scale as a percentage of basic salary, subject to various rules and conditions. They
are usually adjusted according to inflation rates. For new entrants to the labour market, these rules have been
changed, by means of changes from permanent to temporary job categories.*” Differentials exist between
government salary scales and public sectors wages. Differentials also exist according to educational level,
specialization and location. It must be noted that there is no linkage between public sector wages or
government salaries and productivity or efficiency.

From the view point of wage determination, the private sector is composed of heterogeneous
subsectors. The informal sector is distinguished from the formal sector, the latter consisting of foreign, local
and joint-venture projects, each with its own procedures for wage determination. Projects established
according to laws to promote investment should be regarded as a separate additional category. In the private
sector, wages will differ according to spatial factors (rural urban, metropolitan, remote, and so on) for
identical jobs requiring identical quallﬁcatlons and experlence The formal private sector is no longer
dependent on nominal wage scales in the public sector’” in the absence of limitations on working time. In
some cases this change resulted from political pressure, or from membership of a manufacturing union.’
Wage determination varies according to activity, time of year, and other circumstances. The most obvious
examples here are agriculture and the construction sectors. The above-mentioned factors imply that wage
determination in the formal private sector is not purely market-led. The same conclusion can be extended to
the informal private sector, since it is difficult to isolate wages from incomes arising from ownership, and
because of the considerable proportion of non-wage workers within the family framework. Wage
differentials have been observed between rural and urban areas, and between urban areas for an identical job
requiring identical qualifications.

2. Labour legislation

Labour legislation refers to a set of laws, decrees, presidential and ministerial regulations and
executive rules issued for the implementation of laws and decrees. Within labour legislation, three main
categories of laws, decrees and regulations can be distinguished. Each subset of legislation deals with a
category such as employment sectors, the wage determination system, the institutional framework, and rules

*7 For more details and theoretical discussions refer to the author’s study “Wages, productivity and employment: a

methodological paper”, presented to the third conference of Kuwaiti economists, 1997.

* The scales were adjusted four times, in the interests of low wage categories. The gap between top and bottom has been
narrowed from 7.9 times in 1971 to 4.6 in 1983 (see Mohaya Zaytoun, The Structure of Earnings in Egypt [family survey], p. 8).
* Ibid., p. 10.

%% Saad Hafez, op. cit., pp. 11-13.

1 Mohaya Zaytoun, op. cit., pp. 25-26.
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regulating taking up and leaving employment, hiring and firing, social security and so on. Labour law™ is
the main regulator of private sector workers. Civil servants (those working in central and local government
and government bodies) are legally distinct from public sector workers. The latter are dealt with under the
umbrella of company law, whereas the former are covered by civil service legislation.”

Labour law dealing with health and occupational safety covers not only private sector workers but
also civil servants and public sector workers. There is in addition special labour legislation covering certain
occupations such as the judiciary, academia (universities and research institutions), defence, security and the
diplomatic service.

The existence of different labour legislation for private, government and public sectors became a
matter of debate in the past decade. Several recommendations were introduced to promote the unification of
labour legislations for all sectors. The basic objective is to accelerate the privatization process. Labour law
is perceived by business as one of the constraints impeding free function of labour market mechanisms,
owing to guarantees against summary dismissal of workers. The law has also been criticized for its failure to
cover domestic workers (servants) and non-wage labour, that is those working in family establishments.
Sections of the labour law explicitly set out the advantages offered to government and public sector workers
in terms of minimum wages, bonuses, working hours and so on. These stipulations were designed to narrow
social gaps between workers.™

Labour law was based on international and regional legal instruments in which standards of human
rights were enshrined.”> A specific aim was to protect workers from exploitation by private employment
agencies.® Although a result may be a slower, less responsive labour market, important guarantees were
established against exploitation, particularly of women and children. In thls context, Egypt’s labour law
provides rules for employment abroad and regulates migration of workers.”” Group employment contracts
are likely to 8play an important future role in the labour market in Egypt, particularly in the process of
privatization.”® These legal rulings guarantee labour rights. At the same time they guarantee a business
establishment’s rights and organize the process by which two or more establishments can merge.

In law, trade unions play an important role in group working contracts. This has in turn entailed
some changes and additions to Trade Union Law No. 35 of 1976.”

The foregoing reflects the determination of the legislative authorities to take a comprehensive view
of labour rights and working conditions, taking into account the changes undergone by the economy.
However, Egypt’s openness to the global economy and membership in the World Trade Organization (WTO)
necessitate reconsideration and revision of certain rules related to the employment of foreigners and
flexibility in hiring and firing national workers. These revisions will need to take into consideration
workers’ rights, society’s rights, changes in the international environment, market mechanisms and changes
in the structure and scope of public and private ownership. Although labour legislation pays special attention

52 It is known as Law No. 137 of 1981, based on Law No. 91 of 1959 and additions. For more details refer to Law No.
137 of 1981, Extensions, Explanatory Memorandum, and Regulations Governing lts Implementation, Public Authority for
Governmental Publications, 20th edition, 1999.

33 Known as Law No. 47 of 1978 and Extensions. Refer to Official Journal No. 8, 1996.
3% Law No. 137 of 1981, Explanatory Memorandum, pp. 61-63.

5 Ibid., p. 62.

3¢ Labour Force Committee Report, 16 February 1980.

57 The fourth chapter of the first section of the labour law controls this process: see Public Authority for Governmental
Publications, pp. 12-15; also see Executive Regulation No. 100 of 1982 concerning working abroad, and Regulation No. 98 of 1991

by the Minister for Manpower for the same purpose.

8 Group employment contracts are the main concern of the second chapter of the fourth section of the Labour Law,
pp- 33-36.

% For more details, refer to Law No. 112 of 1995, published in the Official Journal, March 1995, vol. 13.
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to teenage employment,”’ greater determination and precision of focus are needed to protect children under
twelve and to meet WTO requirements. This will in turn help control the increase in the supply of labour.®’

3. Economic growth and the growth of unemployment

There is a widespread belief that increased investment and increased GDP lead to more jobs and
lower unemployment, but data available for the 1980s and 1990s show this not always the case (see table
11). This can be attributed to large-scale return mxgratlon from the major oil-exporting countries,” the direct
impact of the adjustment and stabilization policies®® and changes in employment policy. Although these
factors provide a significant set of explanations, they leave unanswered questions about structural
disequilibrium, development choices (mainly the pattern of investment, the channels through which it flows,
and technological choices) and population structure (on the supply side).

TABLE 11. EGYPT: GROWTH OF POPULATION, LABOUR FORCE AND GDP, 1985-1996
(Percentage)

1985 | 1986 | 1987 | 1988 | 1989 | 1990 | 1991 | 1992 | 1993 | 1994 [ 1995 | 1996

Natural population

increase (mid-year)¥ 3.0 | 294 | 283 | 285 | 244 | 238 | 223 ) 196 | 212 | 222 | 207 | 2.2
Employment? 3.6 3.4 0.8 2.9 2.9 2.1 2.8 0.8 3.2 3.0 3.3 2.9
GDPY 70 | 105 53 5.5 55 47 . 25 3.9 4.7 4.9

Sources: a/ CAPMAS, Annual Statistical Year Book (different years).
b/ National Bank of Egypt: Economic Bulletin.
¢/ Ibid. The initial data of fiscal years and different base years have been unified, taking 1978 as the base year (=100).

Two dots (..) indicate that data are not available.
(a) The impact of investment patterns and channels

The pattern of investment in successive five-year plans did not effectively tackle employment
targets.

The vast majority of investment (86.6 per cent) was devoted to replacement, modernization and
rehabilitation. Rehabilitation accounted for only 23.7 per cent of total capltal accumulation, and completion
of current (earlier) investments represented 62.9 per cent of the total.** This is not expected to create jobs (as
opposed to efficient utilization of existing productive capacities and raising productivity). Furthermore,
upgradmg and rehabilitation processes usually mean the introduction of capital-intensive modern technology,
which is reflected in disguised unemployment (taking labour leglslatlon into account).

The 1987/88-1991/92 five-year plan followed the same course of investment with different
priorities; replacement and rehabilitation constituted 21.4 per cent of total investments, whereas completion
of current investments took up 30.2 per cent of total investments.”> Commodity-producing sectors (including

% Special ministerial regulations (Nos. 12-14 of 1982) govern the employment of teenagers.

¢ It must extend the rules to agricultural work, and also set out the activities and occupations open to teenagers.

%2 Nagla’a Al-Ahawani, Stabilization and Structural Adjustment Policies and Their Impact on Unemployment in Egypt,
p. 99; The Unemployment Problem in the Arab Nation, ibid., pp. 93-96; and the fifth session of the local conference on The Mzgrant
Labour Force and its Impact at Home and in Host Countries, ibid.

% Al-Ahawani, op. cit., pp. 117-131; also Ahmed Hassan, The Impact of Adjustment Policy on Labour Market and
Employment in Egypt, pp. 376-401.

®  Egypt, Five-Year Plan 1986/87-1991/92, vol. 1, p. 35.
% Ibid., pp. 267-268.
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infrastructure) accounted for 52.8 per cent, while social and private services accounted for 31.4 per cent.*
Industrial, agricultural and other commodity producing sectors took only a modest share of investment in
view of the declared targets for unemployment. While all total commodity-producing sectors including
agriculture, manufacturing and mining received 41.5 per cent of total investment allocations during the two
five-year periods between 1982/83 and 1991/92, their combined contribution to employment was only 33.4
per cent (see table 12).

TABLE 12. EGYPT: PARTICIPATION OF MAIN SECTORS IN ABSORBING NEW ENTRANTS
TO LABOUR FORCE COMPARED WITH THEIR SHARE OF TOTAL
INVESTMENTS (1982/83-1991/92)

(Percentage)
Share in investment Share in labour force
Sectors expenditure absorption
Agriculture 7.0 14.4
Manufacturing and mining 229 18.5
Total commodity-producing sectors 41.5 33.4
Infrastructure 29.2 12.4
Economic services 23.2 20.4
Social, community and private services 5.7 33.8

Source: Data available in vol. 1 of the Five-Year Plan 1992/93-1996/97.

Although the declared employment targets meant an expansion of employment opportunities, the
main focus of the investment programme for the two five-year plans 1982/83-1991/92 was infrastructure
(29.2 per cent) to prepare the economy for economic take-off.®” Accordingly, an investment expenditure of
171 billion Egyptian pounds (LE) helped to create 3.4 million jobs, most of them in services and informal
activities.

There is clearly a mismatch between investment spending and job creation. In addition, the effective
impact of investment on employment is mediated by technological choices. The existence of
underemployment leads to the likelihood that new jobs will be occupied by underemployed labour,
especially those already working in the same sector.

A comparison of the plan periods 1982/83-1986/87 and 1992/93-1996/97 confirms the existence of a
mismatch between investment and job creation, as shown in table 13, which shows changes in agriculture,
manufacturing and mining (commodity-producing sectors). The mismatch is seen more clearly, in both
periods, for social, community and private services, which can be interpreted as continued absorption of
labour by the government and informal sectors.

TABLE 13. EGYPT: COMPARISON BETWEEN INVESTMENT AND ABSORPTION OF LABOUR
(1982/83-1986/87 AND 1992/93-1996/97)

(Percentage)
Share in absorption of
Share of investment expenditure labour force?
Sectors 82/83-86/87 92/93-96/97 82/83-86/87 92/93-96/97
Agriculture 5.55 8.32 15.58 9.36
Manufacturing and mining 36.45 26.29 19.17 16.32
Total commodity-producing
sectors 45.32 38.63 34.75 25.68

% Egypt, Five-Year Plan 1992/93-1996/97, vol. 1, p. 72.
67 Calculated from the available data in table 24, p. 96 of the Five-Year Plan 1992/93-1996/97.
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TABLE 13 (continued)

Share in absorption of
Share of investment expenditure Labour force?
Sectors 82/83-86/87 92/93-96/97 82/83-86/87 92/93-96/97
Infrastructure? 26.05 28.94 12.00 1431
Economic services 22.51 20.68 21.00 18.72
Social, community and
private services 6.12Y 11.75 , 32.25 41.29

Source: Second annual plan 98/99 of the Fourth Five-Year Plan 1997/98-2001/02, vol. 1, pp. 62 and 80.

@/ Includes housing.
b/ Includes other investment expenditure.
¢/ Proportion of newly created job opportunities.

(b) The race between GDP and population growth

GDP, as a determinant of demand for labour (via investment and savings), cannot be isolated from
the effects of population growth and expansion of the labour supply.

Analysis of the growth of GDP, population and the labour force show two important trends: first,
relatively steady growth of GDP (both nominal and real values); second, declining rates of population
growth, as an outcome of the long-term interaction of economic factors, demographic policies, increasing
levels of education, and a continuation of the problem of high population growth. However, the capacity of
the economy to reduce unemployment is constrained by the following factors:

(i) The age structure of the population and fertility rates, which limit the levelling-off of population
and labour force growth. So in the near future (5-10 years), natural rates of population growth
are not expected to fall any lower than 1.8-2 per cent;®®

(ii) Patterns of sectoral growth: the National Strategy for Economic and Social Development™ as
well as the Five-Year Plan 1997/98-2001/20027° give priority to export-promoting activities by
introducing a wide variety of incentives to encourage exports. Heightened global competition
makes these sectors more sensitive to unemployment shocks;”!

(iii) The introduction of capital-intensive technology in traditionally labour-intensive activities such
as agriculture, construction, textiles, garment and furniture industries.

These trends are reinforced by: firstly, the multifaceted processes of integration into the international
market; and secondly, the merging of small-scale industries into larger functional units within the domestic
context (which is partially related to adjustment policy).

®  Predictions made on the basis of the available demographic time series data corrected using 1986 and 1996 census data.

The National Strategy for Socio-Economic Development 1997/98-2016/2017 seeks to reduce the rate of natural population growth
from 1.94 (in 1996/97) to 1.21, whereas decreasing standards of living tend to raise the birth rate.

% Ministry of Planning, refer to the population, labour force and employment targets in the National Strategy for
Economic and Social Development, pp. 184, 319, 321 and 395-404.

7 Five-Year Plan 1997/98-2001/2002, vol. 1, pp. 177-183.

"' The expected shocks can occur due to a failure to compete, and from the probable viability of labour force to mobile
according to WTO agreement.
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Taking into consideration the rate of unemployment, the average cost of creating new jobs in the
productive sectors’> and savings capacity” (with domestic and foreign constraints), the effective rate of real
GDP growth required to completely alleviate unemployment (at current levels of labour supply) is estimated
at 14-16 per cent per annum, which is exceptionally high and probably completely out of reach.

The serious development efforts made during the period 1982/83-1991/92 were accompanied by an
annual increase in unemployment rates.

F. EMPLOYMENT POLICY

The targets and mechanisms of employment policy in the 1990s were similar to those of the previous
decade, but there were differences of emphasis.

Its main aim was to promote the absorption of new entrants to the labour market (by means of newly
created jobs as well as existing ones) and thus reduce unemployment (see table 14). However, employment
policy was itself given a lower priority than economic stabilization, which was implemented despite its
severe, direct socio-political and economic consequences. To mitigate this impact, short-term measures
(amounting to security nets) were brought in to encourage self-employment in small-scale projects.

TABLE 14. EGYPT: EMPLOYMENT TARGETS IN THE FIVE-YEAR PLANS (1982/83-1986/87,
87/88-1991/92, 1992/93-1996/97, AND 1997/98-2000/2001)
(Thousands of employees)

82/83-86/87 87/88-91/92 92/93-96/97 97/98-2000/2001
Creation of employment
opportunities . . 3190 .
New jobs 1507 2 069.4 2 450 2961
Existing jobs (replacement) . . 740 .
Average unemployment 5.2% 9.0% 7.5% 4.9%

Source: Ministry of Planning, five-year plans.

Note: Data excludes military personnel and replacement.
Two dots (..) indicate that data are not available.

Employment policy covers both the supply and demand sides of labour, and to some extent takes
into consideration their relations to other socio-economic aspects.

1. Supply side

On the supply side, employment policy relied heavily on family planning (to reduce population
growth rates, and hence, labour supply) international migration, training and education policies. Population
policy stressed the reduction of both mortality and morbidity rates through a package of incentives within the
family planning framework. When considering migration, internal migration should be distinguished from
migration abroad. While employment policy encourages migration abroad, it tends to discourage internal
migration, whose effect is merely to transfer disguised unemployment in rural areas into direct
unemployment in urban areas. To reduce internal migration, a package of incentives was introduced to
provide services and facilities in rural areas.

2 The Cost of Creating New Job Opportunities (CAPMAS, 1987) deals with the updating of standards for drafting the
continuous five-year plans. There are sectoral and regional differences in the average and marginal cost of job creation. There are
also differences according to occupation. In this context, a distinction must be made between obtaining a loan from the Social Fund
For Development and obtaining a job.

 Ibrahim El-Essaway, Sohair Abou El-Einein and others, 4 Theoretical and Practical Study of Savings Capacity in

Egypt.

26




Training and educational policies were supposed to achieve a better fit between the output of the
education and training system and the input required by the labour market. Training programmes centre on
vocational and on-the-job training. Close attention was also paid to the reduction of illiteracy. Employment
policy took into account variables that affect the supply side indirectly, that is living standards and
organizational factors allowing the entry into the labour market of unqualified and unclassified categories of
labour.

It was thought that 1f the priority were to reduce inflation, then an indirect effect would be the
reduction of unemployment.”

2. Demand side

On the demand side the general direction of employment policy was adumbrated as early as the
1970s, with the very beginning of the strucmral readjustment and adjustment programme. According to the
socio-economic development strategy,” demand policy is founded on the following:

(a) The gradual downsizing of the government and public sector (as a result of reconsidering the
social policy of creating job opportunities in both sectors), freezing the wage bill, and privatizing public
sector enterprises;

(b) Encouraging domestic private investment and FDI by means of economic and administrative
incentives, against a background of economic and political stabilization and liberalization of the market. In
this context, employment policy relied heavily on the private sector to create new jobs;

(c) Introducing short-term measures to rein in increasing unemployment and absorb some of the
unemployed labour in small-scale and handicraft projects under the umbrella of the social security net
(Social Fund For Development).

3. Evaluation of employment policy

It is hard to evaluate employment policy in isolation from its framework of socio-economic
development policies, and the internal and external economic and non-economic constraints acting upon it.
But there is still room for a few general remarks and analysis of certain specific elements of employment
policy, particularly those related to the demand side:

(a) In general, Egypt’s employment policy has failed to take into account the probability of return
migration, which has indeed been an increasing trend since the second Gulf war. This trend may well be a
reason for unemployment among jobless migrants. Furthermore, a basic response to rapidly increasing
return migration would be to train and rehabilitate the labour force according to the requirements of labour
receiving markets abroad.”® The intention to export labour seems to be an integral part of the overall strategy
insofar as it contains a whole package of policies and arrangements designed to promote work abroad;’’

" An Investigation of the Expected Effects of the Economic Reform Policy in Egypt, INP study in two volumes,
particularly chapters one and five. Also see Heba Handoussa and Gillian Polter, eds., Employment and Structural Adjustment in
Egypt in the 1990s, introduction.

> National Strategy for Socio-Economic Development 1997/98-2016/2017, pp. 404-405.

™ This policy choice has been common since 1975. For more analysis about the impact of counter migration, see M.E.Z.
El-Arab, The Future of Unemployment in Egypt in the Light of Local, Regional and World Variables, pp. 252-256. See also various
viewpoints in the research and discussions of the 3rd session of the local conference, The Migrant Labour Force and its Impact at
Home and in Host Countries.

" This factor plays a role in shaping educational targets; see The National Strategy, pp. 316, 319, 323, also p. 339 on
training, and p. 404 on employment targets The strategic basis of employment policy is to encourage out-migration to Arab and
African countries (p. 405).
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(b) Employment policy objectives have been too ambitious. This becomes evident upon
examination of employment targets published in successive five-year plans, particularly the plan 1997/98-
2001/2002 and the National Strategy for Socio-Economic Development (1997/98-2016/2017);

(¢) Unemployment targets were not met during earlier five-year plan periods. Follow-up data from
the period 1982-1992 reveals that unemployment actually increased from S per cent to 9 per cent. Official
reports interpret the results in terms of a population increase and an expansion of the labour force from 26.4
per cent to 27.3 per cent (supply side). The reports ignore the demand side, though they pay attention to the
growth and distribution of investment.”® The plans and their underlying strategy need further analysis. Such
an analysis would relate employment targets to policies and laws and regulations enacted. This would afford
a perspective, first of all, on the importance to be attached to the employment question compared to other
socio-economic goals. Such analysis is urgently needed now that the economy has attained a satisfactory
level of stability, which was the absolute priority in the 1980s and 1990s. This process of analysis will guide
socio-economic policy, investment programmes, choice of technology and other related factors;

(d) Analysis of the plans and their strategy reveals inconsistencies between certain elements of
employment and related policy: the freezing of government employment together with continuing constraints
on private sector employment; the continuation of privatization arrangements which entail a high probability
of increased unemployment; and the lack of rules governing technological choice from the point of view of
labour intensity.

4. The extension of the short and medium-term view

One of the most obvious characteristics of employment policy is its reactive nature, whereby policies
arise not from an understanding of the problem and its long-term implications, but simply as a reaction to its
direct socio-political effects.

The basic solutions recommended by the plans can be summarized as follows:

(a) Replacement of pensioned labour and those no longer able to work;
(b) Encouragement of out-migration;

(c) Absorption of surplus labour in small-scale projects within the framework of a safety net (social
fund for development);

(d) Constraints on internal migration;

(¢) GDP and investment growth rates that outstrip population growth rates.

These are all short-term strategies except the last one. They are characterized also by unrealistic
assumptions. The investment programme was hamstrung by inconsistencies and poor coordination. GDP
and investment growth rates were not quite adequate for the following reasons:

(a) They were calculated using the assumption that there would be a huge influx of FDI,

(b) They relied on current rates of female participation in the labour force and paid little attention to
changes caused by the development process itself and through the impact of income distribution and
redistribution;

(c) They ignored the characteristics of the labour market, particularly the increase of child labour.”

" For more details refer to follow-up and monitoring reports for the various plans for different years. Also see the
reliable summaries of these reports in the first chapters of the Five-Year Plans 1982/83-1987/88, 1987/88-1991/92, 1991/92-1996/97
and 1997/98-2001/2002.

7 Sometimes this factor is taken into consideration to explain the differences between unemployment rate estimates in the
plan document and statistical publications (including census results). See Five-Year Plan, 1987/88-1991/92, vol. 1, pp. 320-321.
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5. Employment policy in relation to education policy

As indicated above, the increase of child labour and growing unemployment among the educated
labour force are indicative of the relative inconsistency between educational and employment policies.

This situation is the result of a nexus of interlinked factors related to inadequate data and
methodology of policy design. It reflects the gap between the policy makers’ vision of the needs of the
labour market and its actual behaviour in the context of endogenous and exogenous forces upon it. It also
reflects a socio-political evaluation of education in its relationship to occupations and wages.** A part of the
problem is bound up with the quantitative expansion of a higher education system whose graduates are of a
modest calibre that meets social needs rather than economic ones.

Despite decision makers’ awareness of the imbalance between labour market needs and the output of
the educational system, the inertia of past trends is still in evidence (see table 15). The available information
shows that education policy has been insufficiently radical to deal with the severity of unemployment: there
have been no major changes between the base year and the final year of the five-year plan.

Many of the policies in the five-year plans have not been implemented and are not expected to be
implemented in the allotted time. An example is the introduction of the comprehensive secondary school.”!
In addition, the quality of educational output is affected by a wide variety of factors related to the education
process itself and to the economic environment, such as public expenditure on education, teacher-pupil
ratios, school attendance, the cost of education, curriculum content, duration of education period, the
efficiency of teachers, the availability of teaching resources, standards of living and so on.

TABLE 15. A. EGYPT: REGISTERED AND ACCEPTED STUDENTS IN GENERAL
AND TECHNICAL SECONDARY SCHOOLS
(1996/97 AND 2001/2002)

Registered Accepted
Type of school 1996/97 2001-2002 1996/97 2001/2002¥
General secondary school 31.8 324 30.0 30.0
Technical secondary school: 68.2 67.6 70.0 70.0
Industrial 299 29.2 33.6 33.6
Agricultural 6.8 6.7 8.4 83
Commercial 31.5 31.7 28.0 28.1
Source: Fifth Five-Year Plan, vol. 2, table 156.
a/ Target.
B. EGYPT: REGISTERED AND ACCEPTED STUDENTS IN UNIVERSITIES
(1996/97 AND 2001/2002)
Registered Accepted
Faculties 1996/97 2001/2002 1996/97 2001/2002
Humanities and social sciences 69.4 66.8 67.1 72.1
Practical, physical and mathematical
sciences 30.6 33.2 32.9 27.9

Source: Fifth Five-Year Plan, vol. 2, pp. 591-592.

% For more details on this factor and its effect, refer to Samia Mustafa Kamel, The Main Features of Unemployment
Among the Educated - Theoretical Background, pp. 613-630.

81 Comprehensive secondary school is a recommended system for medium-level education which gathers both general

theoretical education curriculums and technical/practical education. Refer to Five-Year Plan 1 997/98-2001/2002, vol. 1, p. 255.
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6. Evaluation of government efforts to tackle the unemployment
problem in Egypt in the short-term

The evaluation of economic policy has mainly concerned medium and long-term efforts and
measures. The main emphasis has been on the creation of new (permanent and temporary) jobs via the
expansion of the agro-industrial/handicraft industries and small-scale projects.

These efforts work on three parallel choices:

(a) Establishing and developing the Social Fund For Development (SFD);
(b) Sectoral and occupational diversification of the labour force through training;
(c) Regulating the labour market.

The main goal of such efforts is to mitigate the negative impacts of the adjustment and privatization
policies on the employment situation and to create job opportunities for new entrants to the labour market.

(a) Establishing and developing the SFD

The SFD was established in 1991 as an integrated part of the adjustment package for social
security.” Its main goal was to soften the severe negative impact of economic adjustment, promoting human
development by creating employment.*®

The means used for job creation are:

(a) Financing self-employment projects as well as supplying training and technical support;
(b) Establishing small-scale projects through intermediary and executive agencies.

The available data shows that by July 1998 it had established 78,000 small-scale projects costing LE
1.42 billion. A total of 280,000 jobs were created, of which 200,000 are permanent.84

The opportunities created took care of about 15 per cent of the volume of unemployed labour. For
the period in question (1991-1998), this is a fairly promising result, providing that medium and long-term
measures and solutions are formulated. However, follow-up reports are needed to evaluate the continuation,
growth and expansion of the projects. Efforts to finance self-employment opportunities and establish small-
scale projects are coming up against two main obstacles.

The first is the inadequacy of financial resources® (relative to the extent of unemployment) and the
high costs of establishing small-scale projects. The result is weak projects or a limited number of them.

The second obstacle is the inefficiency of the intermediary and executive agencies, particularly in
rural governorates. To remedy this, the fund included programmes for the development of institutional
capabilities.*® The intermediary and executive agencies are subsidized with between three and seven per cent

82 For more details about the historical background of establishing the Social Fund for Development, refer to Al-Gammal,

Hussein (1994 and 1997), Al-Ammash, Hussein (1996).
8 The ultimate goal is to achieve community as well as human development via direct targets. For more details see

Rashid, Mutassem (1998, p. 251) and Al-Ghamry, Baha’a El-Deen (1998, pp. 211-212).

8 Refer to Rashid, Mutassem The Role of the Social Fund for Development in Creating Employment Opportunities,
pp. 256-257.

8 The total resources of the first stage of the Fund (1991-96) amounted LE 2,514 million, of which 43.2 per cent were
loans. In the second stage (1997-2000), total resources are estimated at LE 2,623 million, of which 35.2 per cent are loans. Ibid.,
p. 250.

% Ibid., pp. 257-258; also Al-Ghamry, M. B., ibid., pp. 215-216.
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of the Fund’s total resources.” The continuation of small-scale projects is threatened by a lack of
administrative and marketing experience or technical and legislative knowledge.®

(b) Training

It has been observed that the rehabilitation of infrastructure and the modernization of productive
units were in themselves enough to create job opportunities. Furthermore, this investment policy did not
preclude the emergence of spare capacity (related to market behaviour).*  The short-term measures to
increase the demand for labour relied on training, particularly on ‘transformative training’ by means of
which planners aimed to retrain unemployed or underemployed people to raise their productivity by giving
them experience and skills to help them change their occupations, or find new jobs. The main aim of
retraining is to deal with the fall-out from privatization. In addition, training became the channel through
which new entrants were absorbed into the labour market. It will in the future be the means to cope with
increasingly fierce competition from foreign labour forces. There are about 498 special training centres
belonging to various ministries, with a capacity of 108,000 traineces per year. There are in addition 13
occupational training centres belonging to the Ministry of Manpower.

Despite the reliance on training as a key factor in tackling unemployment, no more than 64.8 per
cent of the available capacity of the training centres has been taken up.”’ The SFD included training and
retraining programmes within the framework of the human development task force.”!

The training programmes are designed in the light of comparative studies and take cognizance of the
reasons underlying unemployment in Egypt.”* They are based on:

(i) The judgment of employers in formulating training programmes according to the market’s
requirements;

(ii) A high proportion of the female labour force in training.”*

There is limited information available on the training programmes run by the SFD, and trainees
levels. From the view point of small-scale project requirements, field study has shown that 31 per cent of
total labour working in small-scale industries are illiterate, 35 per cent are able to read and write, and 10 per
cent have a lower than average level of education.”” Only 18 per cent of working labour (according to the
survey results)’® can receive continuous technological training, whereas 45 per cent need continuous and
gradual field training and technical education to raise their productivity.”’

7 M. Rashid, op. cit., p. 257.

8  Al-Ghamry, op. cit., pp. 214-215.

¥ Five-Year Plan 1992/93-1996/97, vol. 1, p. 171.
% Five-Year Plan 1992/93-1996/97, vol. 1, p. 170.
1 M. Rashid, op. cit., p. 258.

°2 Available studies show that one explanation for unemployment, particularly among new entrants to labour market, lies

in their low productivity, lack of skills and experience. See Omar Al-Farouk, The Role of Training in the Labour Market, pp. 236-
237. In this context it has been noted that each year of postgraduate training raises productivity by 5-15 per cent.

% Omar Al-Farouk Omar, op. cit., p. 639.
It has been observed that 25 per cent of project finance is devoted to female beneficiaries. Ibid., p. 241.

» Thus some economists conclude that 76 per cent of workers in small-scale industries are technologically illiterate.

El-Sayed, Adel M., Technology Transfer, Methods, Problems and Strategies, pp. 297-298.
% CAPMAS and INP, Survey of Small-scale Industries, Cairo, 1996.
7 Adel, M. Al-Sayed, op. cit., p. 297.
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In general it can be concluded that training will not help much in the short run. An effective direct
impact on unemployment cannot realistically be expected in the short run. The importance of training is in
the medium to long term. Effective training requires special levels of education and must continue into the
medium and long term. There are special, well-studied programmes which rely on the committed
participation of the trainees, employers and the training institutions. In the medium term, training will
become a fundamental element of the commercial armoury needed to face down severe competition from
foreign labour.

(c) Regulating the labour market

Regulation of the labour market according to plan targets will depend on data on the size and nature
of the labour force on one hand, and a detailed knowledge of job opportunities, on the other hand.”® Detailed
market studies and surveys are of assistance to both the labour force and entrepreneurs.” In this context, it
should be noted that at the time of writing, detailed 1996 population census results were not yet available.
The most recent labour force survey published was undertaken in 1995. There are fewer statistical and
econometric studies of the labour market and employment than there were during the comparable period
following the 1986 population census.

G. UNEMPLOYMENT PERSPECTIVES IN EGYPT IN THE NEAR FUTURE

Is the strategic goal of eliminating unemployment by the year 2016/2017 attainable? What are the
necessary and sufficient conditions that must be satisfied if such a goal is to be attained? As mentioned
earlier, there are five potential reasons for unemployment, which may be summarized as:

(a) Population growth, and the factors affecting it, such as population structure and fertility rates;

(b) Development trends and patterns;

(c) Policy choices;

(d) Structural changes in the economy resulting from policy choices and the development process
itself;,

(e) Foreign competition resulting from the openness of the economy and its integration into the
global economy.

Related to these are a wide variety of consequential aspects, such as education and training, wage
levels and wage determination mechanisms, social preference for certain jobs and a social cost-benefit
analysis of jobs.

To reach the strategic goal, it is necessary to investigate key determinants of the aforementioned
factors in order to steer them along the desired course.

1. Predicted unemployment levels

To predict unemployment growth rates, the following aspects (related to the aforementioned
potential reasons) should be considered:

(a) Relatively high fertility rates (on average 3.89 live births per thousand women per year during
the period 1990-1995)."  They are falling (5 per thousand on average during the first half of the 1980s,
dropping to 4.2 per thousand during the second half) but the age structure remains young;

% Five-Year Plan 1997/98-2001/2002, vol. 2, p. 229.

% According to the plan programme, labour supply and demand should be studied in detail according to occupation, ibid.,
p. 130.

100" Central Agency for Public Mobilization and Statistics, Annual Statistical Yearbook, 1996.
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(b) The expected increased participation of women in the labour force;
(c) The increase in the labour supply, which will be linked to the following:

(1) Lower real per capita income as a result of inflation and stabilization and adjustment
policies.””’ Revised pay scales have led to falling standards of living (especially after the
abolition of subsidies and expenditure on social support);

(ii) The presence of more educated females in the labour force, owing to social and cultural
changes and free education.'” In this context, the educational status of women has
improved more rapldly than that of men, owing to the expansion of female education and
other social factors;'”

(i) The increase in the supply of child labour (3.2 per cent per year) as a result of the high
costs of education, the decline in living standards and the father’s absence due to residence
abroad;'° ‘

(iv) Heavy reliance—in achieving planned investment rates—on FDI as well as the domestic
private sector. Hence, GDP growth depends on undetermined factors. Analysis of FDI
shows it to be far more modest than required.'®

It has been observed that there are parallel outflows of both financial and direct investments.'®

Although foreign investors enjoy a package of incentives, including administrative facilities and guarantees,
the availability of skilled labour is crucial. However, it is unlikely that the East Asian model can be
emulated, owing to cultural, technological and economic circumstances (including differences in saving
rates, labour and total productivity).

There is a preponderance of infrastructural projects in the investment drive. The philosophy of the
National Socio-Economic Development Strategy is based on spatial restructuring through the creation of new
areas of settlements. These will change the economic, social and demographic map of Egypt. New
economic regions require a substantial investment in infrastructure if they are to attract direct investment in
manufacturing and the service sector. Such infrastructural investment is not expected to create the number of
employment opportunities needed. It is however expected to diversify investment away from traditional
activities and areas into large national projects.

%" For more quantitative detail refer to the World Bank’s Development Reports and Human Development Reports. The
decrease in real per capita income increases poverty in several ways. See also Human Development Reports for Egypt 1994-1996.

1% Educational costs must be distinguished from educational fees. General secondary schools are supposed to charge
either no fees at all or ultra-low, token fees.

' As an example, the variation in rates of girls registered in schools (compared with boys) during the period 1990/91-
1994/95 is as follows:

Females Males
Preparatory Azhar school 224 17.0
Secondary Azhar school 81.9 443
Secondary general school 55.6 39.5
Technical secondary school 97.7 74.8

Source: Central Agency for Public Mobilization and Statistics, Annual Statistical Yearbook, 1996.
1% The rate is calculated from annual employment surveys and census data up to 1995.

1% According to United Nations World Investment Report, 1996 (Annex 1), the inflows of FDI to Egypt were as follows
during the period under consideration (in millions of US$):

1990 1991 1992 1993 1994 1995
734 253 459 493 1256 1 000

1% World Bank reports on world development indicators and United Nations annual investment reports.
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Stﬁ)l;ilization and adjustment policies have had an impact on the labour market and employment
including:

(a) The recession which resulted from government spending cuts and the expansion of direct and
indirect taxes;

(b) The direct impact on employment of government and public sector downsizing (freezing the
wage bill and privatization effects);

(¢c) The direct impact of openness to the world economy (the effect of international competition on
production and investment);

(d) The direct and indirect impacts on investment and GDP growth of net flows of funds and direct
investments;

(e) The diversification of technology, labour, manufacturing and services under the influence of
international requirements, and consequently more efficient labour utilization and higher productivity;

(f) The process of privatization, which will have the most crucial effect over the coming five years.
Although the Egyptian economy has gone a long way down the road of privatization, its effect on
employment has still only been partial, for the following reasons:

(i) The privatization process has thus far concentrated on diversification of ownership, by
offering to the private sector a number of shares in publicly owned enterprises. However,
the private sector’s subsequent freedom of action is limited by public sector legislation
regulating the remaining shares, which are held by the Government;

(ii) The freedom of the private sector to minimize surplus labour is constrained during the
transitional period. The main option open to the new owners is to provide for voluntary
redundancy or retirement incentives;

(iii) Legislative constraints;
(iv) Socio-political security constraints.

It is expected that the current labour force in privatized public sector enterprises will be cut by at
least 30 per cent over the coming five years unless they expand accordingly and merge with large
multinational companies. If expected amendments labour law are introduced, the cuts could rise to 35-40 per
cent.

The effects of the other components of structural adjustment policy have reached saturation level,
that is, the recession effect of reduced government expenditure and reallocation of financial resources.
Diversification of trade, as a result of the open door policy, has had some impact, and these deserve detailed
quantitative analysis. The possibility exists of building on the positive effects in order to foster dynamic
comparative advantages, within the limits imposed by scientific and technological progress and human
development.

2. Future unemployment
(a) Supply of labour
Predictions of the supply of labour are based on expected annual population growth used in the five-

year plan (1.77 per cent), the effect of falling standards of living on population growth, and the impact of
regional demographic redistribution. In addition, the labour supply is likely to be affected by the increase in

197 Ahmed Hassan, op. cit.; Heba Handoussa, op. cit., chapter 1; Nagla’a Al-Ahawani, op. cit.; Higher Institute of Arab
Studies, op. cit., pp. 269-286.
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female participation and the increase in child labour, as has been discussed. The effect of the return of about
2.1 million migrants'® is assumed to be rythmetic during the coming seven years.

(b) Demand for labour

Demand for labour was treated in the estimates as a function of investments in direct domestic
capital formation (excluding capital expenditure on infrastructure,'” FDI, economic policy and technological
choice). World competition, despite its importance, was not expected to significantly affect the current
picture. FDI has been treated as a time trend function, unless profound changes take place as a result of
economic adjustment and incentives. Technological choice is hard to quantify, since it is an outcome of the
interaction of social, environmental and economic variables. The lack of essential data and indicators also
plays a role.

A simplified approach has been employed to estimate values for indicators of technological change
exogenously. With this approach it has been assumed that technological choice is a function of both average
productivity in industry, construction transport and communication activities and marginal capital/labour for
the whole economy.'"°

3. Scenarios and results of estimates

The estimates were processed according to three scenarios: reference, protective, and full
employment scenario.

(a) Reference scenario
The main assumptions of the reference scenario are:

(1) Continuation of the current economic priorities of socio-economic policies, such as low priority
for employment targets compared to stabilization and other targets;

(i1) Continuation of the current rates of domestic saving, FDI and sectoral allocation of investments
in fixed assets;

(iii) A gradual privatization programme within temporal social constraints;

(iv) A controlled expansion in small-scale projects such as the expansion of the informal sector
under the umbrella of a social safety net (Social Fund for Development),

(v) The world market effect on contraction (or expansion) of the local private sector;
(vi) Encouraging the migration abroad of labour.
(b) Protective scenario
The protective scenario is a modified reference scenario, devised to protect society from the worst

political and social insecurity resulting from the effect of adjustment policies on the labour market. This
assumes the following:

"% Five-Year Plan 1997/98-2001/2002, vol. 2, p. 212.

199 Part of the infrastructural effect on employment opportunities is implicitly counted in data on the construction, transport
and communication sectors.

"% Detailed information on the author’s predictivie techniques, formulae, models and database treatment is given in
Testing the Sensitivity of Social and Economic Variables to Changes in Economic Policy, Cairo (in publication).
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)

(ii)

More constraints on privatization (regarding lay-offs) through the creation of temporary jobs in
the government sector, self-employment projects, further expansion of small scale projects, and
even the creation if necessary of employment opportunities in productive public sector projects;

Measures to protect the labour force from the impact of increasing foreign competition on the
production of goods and services as well as direct competition in the labour market.

(©) Full employment scenario

The main assumption of this scenario is that the first priority of policy makers is to alleviate
unemployment through:

@)

(i)

(iii)

(iv)
)

Structural change in the pattern of investment and high rates of both domestic savings and
investments;

Dramatic changes in inflows of direct investment under a well-designed programme for
encouragement of FDI. The main focus of the programme is modernizing education and
training subprogrammes to improve the inputs of the labour market and raise their efficiency;

A supplementary package of social policies to maintain equilibrium in the labour market;

Establishing a scientific basis for technological choice in relation to surplus labour supply;

Strengthening family planning programmes and related subprogrammes to control the supply of
labour.

Future unemployment rates are thus taken to be a result of changes on the supply side subject to
socio-economic changes and changes in the international environment. In the first and second scenarios, the
same assumptions are used on the supply side. For the third scenario, appropriate modifications have been

introduced.

influencing indicators.

The exercise has tested different options for each scenario and different variants for the main
The results summarized in table 14 reflect the average consistent results (details of

analysis and techniques to be published separately).

TABLE 16. EGYPT: PREDICTED UNEMPLOYMENT RATES IN EGYPT TILL 2020
ACCORDING TO DIFFERENT SCENARIOS

Average 2000-2005 | Average 2005-2010 Average 2010-2020
Expected unemployment rates Lower Upper Lower Upper Lower Upper
Reference scenario 10.6 12.8 9.8 11.3 7.4 9.1
Protective scenario 10.1 11.0 9.2 10.5 6.0 6.2
Full employment scenario 6.2 8.7 5.5 7.0 4.8 5.1
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III. CASE STUDY: JORDAN

A. MACROECONOMIC DEVELOPMENT

During the 1970s, the Jordanian economy recorded a relatively high growth rate, boosted by
government induced investment in the country’s infrastructure, expansion of the agricultural sector and the
development of basic industries. Rapid economic growth was also fuelled by the inflow of remittances
during the second half of the 1970s, particularly from Jordanian workers in the GCC countries. The sharp
increase in oil prices and revenues in the GCC countries boosted public spending on economic development,
including basic physical infrastructure and the expansion of social services, particularly health and education.
As the demand for labour exceeded the local supply, the GCC countries came to rely on expatriate workers
from the ESCWA region and further afield.

The Jordanian economy has also developed a relatively modern services sector, including banking:
Jordan hosted regional branches of several regional and international banks, which benefited the economy
and boosted economic growth. In addition, the country’s transport sector benefited from the transit trade
with Iraq during the Iran-Iraq war, as the port of Aqaba became the main entrepot for goods to and from Iraq.

These factors, together with the country’s highly developed human resources, contributed to rapid
economic growth during the 1970s, despite Jordan’s narrow production base. Its industrial sector remains
relatively small, concentrated mainly on building materials and food processing. However, the country has
managed to develop a pharmaceutical industry, which exports to countries in the region and beyond.

Economic growth continued at a relatively high rate until the latter half of the 1980s. As oil prices
declined during the early 1980s and particularly after 1982, economic aid from the GCC countries was
curtailed, remittances dropped, and in 1985 and 1986 Jordanian workers started to return, leading to an
economic crisis. The drop in remittances and aid represented an erosion of two major sources of foreign
exchange. This exerted pressure on the country’s balance of payments and the Government financial
position. The resulting internal and external imbalances were dramatized in 1988-1989 with the sharp
devaluation of the dinar. Large increases in the prices of basic goods led to soaring inflation and a rapidly
mounting external debt burden. GDP fell on average b?/ almost four per cent a year, from 2,123 million
Jordanian dinars (JD) in 1986 to JD 1,873 million in 1989.'"!

This prompted the Government to introduce, in cooperation with the IMF, its first economic
stabilization programme: for the period 1989-1993. The programme’s main aims were to correct external
and internal imbalances, as a first step towards reactivating economic growth, and to reduce the economy’s
dependence on external assistance. The implementation of the stabilization programme went well during the
first year but it had to be temporarily suspended in 1990, as a result of the eruption of the Gulf crisis in
August 1990 and the Gulf war in January 1991.

The Gulf crisis and war further debilitated an already weak economy. The country had to absorb
more than 300,000 returnees, including more than 70,000 workers. At the same time it suffered the loss of
the Iraqi market following the sanctions imposed by the United Nations. The drastically reduced inflow of
goods to Iraq depressed the transport and trade sectors in Jordan (the Iraqi market had previously absorbed
30-40 per cent of Jordanian exports).

During the 1987-1991 period, per capita GDP dropped from JD 635.6 to JD 424.8, representing a
decline of 33.2 per cent during the period. In USS$ terms, the drop was even sharper owing to the devaluation
of the Jordanian dinar. Weak economic growth during the 1987-1991 period was also precipitated by a drop
in capital formation, from JD 850 million in 1990 to 444.7 million in 1995 (see table 17).

The Jordanian economy is highly dependent on the outside world not only in terms of domestic
consumption, but also for investment. This dependency is attested to by the fact that domestic saving has

" Jordan, Economic and Social Development Plan, 1993-1997, p. 9.
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been negative, declining as a percentage of GDP from minus 4.5 per cent in 1987 to minus 17.9 per cent in
1991; and total consumption exceeds GDP.'"> Thus part of domestic aggregate demand has been met
through the import of goods and services.

Concerned about this extreme vulnerability to the outside world, the Government’s main objective in
implementing the economic stabilization programme was to reduce this high exposure, through balanced
development leading to an increase in productivity, competitiveness, and thus, export-led economic
development.  Another aim was to reduce internal imbalances, as reflected in the widening of budget deficit
during the 1981-1985 period. The budget deficit rose from JD 337.9 million in 1981 to JD 364.9 million in
1985. The implementation of the stabilization programme led to a sharp drop in the budget, from JD 367.1
million in 1990 to JD 179.8 millions in 1992, while as a percentage of GDP it fell from 13.7 per cent to 5.1
per cent (see table 17). However, this relative success casts a long shadow: goods and services that had been
subsidized now rose in price, and unemployment rose as a result of public sector downsizing.

TABLE 17. JORDAN: MACROECONOMIC INDICATORS

1974 1981 1985 1990 1991 1992 1993 1994 1995 1996 1997

GDP (at current prices, in

millions of JD) 2473 11803 20202 26683 28551 34930 38017 42013 46546 51443
GDP growth (real growth)

% 5.9 8.7 3.0 0.9 1.8 16.1 5.6 8.1 6.9 52 5.0
Total consumption

(millions of JD) 297.5 1331.6 2076.1 2640.5 2781.6 3439.0 35686 37645 41044 45875
Gross fixed capital

formation (millions of

ID) 65.6 5879 4447  850.1 738.5 1208.8 14227 1451.0 15474 1801.0
Government revenues

(millions of JD) 183.1 5912  791.0 11062 13907 16347 14851 17759 21439 21363
Government expenditure

(millions of JD) 1944  647.1 8057 1120.1 12343 1348.7 14141 15042 16975 17414
Budget deficit/surplus

(including grants)

(millions of ID) 11.3) (559 (147) (139) 1564  286.0 71.0 271.7 4464 3949
Budget deficit/excluding

grants (millions of JD) (337.9) (364.9) (367.1) (405.5) (179.8) (456.3) (273.9) (318.8) (238.7)
Workers’ remittances

(millions of ID) 105.6 3409 4029 3318 3063  573.1 720.7 7843 871.7 1094.8
Current account (millions

of ID) 1.3 3593 3467 3264 3689 6140 8787 8556  952.0 13213

As percentage of GDP

Gross fixed capital

formation 26.5 49.5 245 319 259 34.6 37.4 345 332 35.0
Government revenues 74.0 50.0 39.2 415 48.7 46.8 39.1 422 46.1 415
Government expenditure 78.6 54.8 399 42.0 43.2 38.6 37.2 35.8 36.5 33.8
Budget deficit (excluding

grants) . 28.6 18.1 13.7 142 5.1 12.0 6.5 6.8 4.6
Workers’ remittances 42.7 28.9 19.9 12.4 10.7 16.4 17.2 16.8 18.7 213
Current account 0.5 30.4 17.2 12.2 12.9 17.6 23.1 20.4 20.5 25.7
Trade balance 68.1 37.7 37.8 34.8 41.8 41.7 324 28.9 34.1

Source: ESCWA, based on national sources.

Two dots (..) indicate that data are not available.

12 Calculated from Jordan, Economic and Social Development Plan 1993-1997, p. 19.
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On the other hand, the stabilization programme was less successful in reducing the external
imbalances. The first two years of the implementation of the programme witnessed an improvement in the
trade balance. The trade deficit dropped from US$ 1,763 million in 1987 to just over one million in 1989,
before rebounding to US$ 1,519 million in 1990," owing to the jump in imports to meet the needs of the
returnees from the GCC countries.

Economic growth in Jordan rebounded in 1992, as the economy overcame the negative repercussions
of the Gulf crisis, optimism about the peace process took hold: there was a construction boom and
agriculture performed strongly. GDP grew by 16.1 per cent, up from 1.8 per cent the year before (see table
17).  Although economic growth slowed down in subsequent years, it remained satisfactorily higher than
population growth, which means that per capita GDP improved during these years. According to published
Government figures, GDP grew by 5 per cent, 8 per cent, 5.6 per cent and 4.7 per cent, during the four years
1993-1996, respectively.''*"” Economic growth was boosted by the inflow of capital fueled by progress in
the peace process, a rebound in the mining sector, as a result of the increase in world demand for phosphates,
and also prudent monetary and fiscal policies introduced under the economic stabilization and reform
programme.

Inflation, as measured by the cost of living index (CLI), also improved as a result of the drop in
fiscal deficit, and the introduction of non-inflationary methods, such as treasury bills and the stability in the
exchange rate of the dinar. The index, which grew by 25.3 per cent in 1984 and 16.1 per cent in 1990,
dropped to 2.3 per cent in 1995, before increasing to 6.5 per cent in 1996. The increase in inflation in 1996
was attributed to the increase in the general sales tax from 7 per cent to 10 per cent and the removal of the
wheat subsidy. In 1997, inflation was estimated to have dropped back to 3 per cent.

As indicated above, the external sector imbalances remained unresolved, as illustrated by the
continued worsening of the balance of trade. The trade deficit rose from US$ 1,018 million in 1989 to its
highest level of US$ 2,149 million in 1992. Although the deficit dropped in both 1994 and 1995 to US$
1,362 million and US$ 1,347 million, respectively, it rose again in 1996 to US$ 1,753 million and was
expected to drop slightly in 1997 to US$ 1,607 million.""” The trade deficit arises from a continued increase
in imports which is not matched by a faster growth of exports. This situation stemmed from the fact that the
production base in Jordan remains relatively narrow and a large portion of domestic aggregate demand has to
be met through imports. Meanwhile exports failed to meet expectations (an evident improvement
notwithstanding) in the face of stiff competition for new markets while its biggest market, Iraq, was largely
closed owing to United Nations sanctions.

B. LABOUR POLICY

Unemployment is probably the country’s most serious economic and social problem. Labour policy
is therefore focused on reducing the prevailing high unemployment rate, aiming to tackle the problem from
both the supply side and the demand side.

On the supply side, the main focus has been on intensifying Government and public efforts to reduce
population growth, which reached an average annual rate of 3.7 per cent. A large proportion of the Jordanian
population is young, which causes the labour supply to expand, with a demographic bulge in the lower age
groups. The population under 15 years of age represented 51.6 per cent of the total population in 1979,
falling to 43 per cent in 1991 and 41.4 per cent in 1994. The population of employment age (15-64) rose
from 46.4 per cent in 1979, to 54 per cent in 1991 and 56 per cent in 1994,

3 Jordan, Economic and Social Development Plan 1994-1997, p. 26.
"' Central Bank of Jordan, Thirty-third Annual Report, 1996, p. 18.

' These figures were revised downward by the Government in 1998: the economic growth rates for 1996 and 1997 were
lowered to only 0.8 and 2.2 per cent, respectively. However, these new figures were not officially published and not therefore used in
the analysis.

6 Jordan, Economic and Social Development Plan 1993-1997, p. 22.
"7 The Central Bank of Jordan, Monthly Statistical Bulletin, vol. 34, No. 3 May 1998, p. 3.
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The average annual growth of the population of employment age was 5.3 per cent between 1979 and
1991."®  During the 1991-1996 period, this rate is estimated to have reached nearly 6 per cent, owing to the
influx of returnees in 1991 and the youth of the population. However, this situation is expected to improve.

The rapid expansion of the labour supply is expected to continue, boosted by increased female
participation, continued high population growth, students dropping out of school and joining the labour
market, and greater numbers of graduates from universities and other educational institutions.

The supply of labour is likely to continue, in the short to medium term to grow faster than demand.
Jordan’s total labour force increased from 435,400 in 1981 to 791,500 in 1991 (see table 18), representing an
annual average growth rate of 4.7 per cent. During the 1991-1997 period, the total labour force (including
non-Jordanians) increased from 791,500 to 1,041,000, an average annual increase of 5.3 per cent. This
figure conceals a noticeable acceleration, from an average annual growth rate of 4.3 per cent during the
1991-1994 period, to 5.5 per cent during the 1994-1997 period. The expected acceleration in the growth of
the labour force over the next few years will be mainly driven by increased female participation, which is
currently very low compared with the other countries in the region. It should however be noted that there is
under-reporting of the participation of women in the labour force, particularly in agriculture, the informal
sector and among the self-employed.

TABLE 18. JORDAN: STRUCTURE OF THE LABOUR FORCE

1973 1981 1985 1990 1991 1992 1993 1994 1995 1996 1997

Population (millions) . 23 2.7 35 3.7 3.8 4.0 4.1 43 4.4 4.6
Labour force (thousands) . 4354 5024 630.1 7915 8380 8873 8936 9359 948.0 1041.0
Total participation 189 186 18.0 214 222 21.8 21.8 21.5 22.6
Female participation 83 11.7¢ 134 13.7 14.0 135 13.9 13.6 .
Unemployment rate 11.1 3.9 8.0 16.8 18.8 15.0 18.8 15.0 14.2 12.0 13.2

Unemployment?
1982 1986 1987 1991 1993 1994 1995 1996 1997

Male unemployment

(percentage) 40 116 133 14.4 16.0 12.9 12.0 10.6 10.7
Female unemployment
(percentage) 162 249 27.0 34.1 353 28.3 28.0 21.1 27.2

Source: ESCWA, based on national sources.

a/ For 1986.
Two dots (..) indicate that data are not available.

As a percentage of total population, the labour force in Jordan increased from 18.9 per cent in 1981
to 21.4 per cent in 1992 and reached 22.6 per cent in 1997 (see table 18). This percentage remains far below
other countries in the region and can be attributed mainly to the low female participation. (It is also explained
by the high percentage of the population below 15 years of age, and hence, below employment age.) The
expected expansion of the labour force, as more women join it, will be a healthy development, but it will
raise the already high unemployment rate, unless economic growth accelerates to at least 7 per cent. The
country’s total active population (aged 15-64) is projected to reach 1.5 million by the year 2000 and 2.3
million by the year 2010. As a proportion of the total population, that means an increase from 29.4 per cent
in 2000 to 33.8 in 2010.

The main factors behind the current low participation of women in the labour force are:
(a) Early marriage;

(b) Stiff competition in the labour market and discrimination in favour of men;

"8 Jordan, Economic and Social Development Plan, 1993-1997, p. 38.
9 Jordan, Economic and Social Development Plan, 1993-1997, p. 38.
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(¢) Social traditions which keep women out of both education and employment;

(d) Low remuneration for women’s work, which is frequently insufficient incentive for women to
engage in formal work outside the home;

(¢) Wage inequality which particularly discourages the participation of women in the private sector;

(f) Competition from expatriate workers, who accept lower salaries and longer working hours, thus
preferred by the private sector.

C. THE STRUCTURE OF THE LABOUR FORCE

From 1981 to 1991, total participation in the labour force remained below 20 per cent. This can be
attributed to the fact that population growth was higher than the increase in employment. During the period
1981-1990, average annual population growth was 5.8 per cent while employment grew by an average rate
of 4.9 per cent. Then in 1992 total participation rose to 21.4 per cent, as the result of the influx of the
returnees from the GCC countries following the Gulf crisis of 1990-1991. During the 1992-1997 period,
total participation remained stable, between 21.4 and 22.6 per cent. Female participation in the labour force
increased from as low as 7.2 per cent in 1980-1981 to 13.6 per cent in 1996, compared with 18.9 and 21.7
per cent for Egypt, and 18.1 and 17.7 per cent for Yemen, and in developing countries further afield: 27.7 per
cent and 37.2 per cent inIndonesia, 31.9 per cent and 40.4 per cent in the Republic of Korea, and 44.5 per
cent to 49.4 per cent in Vietnam.

The most striking feature of the labour market in Jordan is its combined role as both a source and
recipient of labour. The increased demand for labour in the GCC countries during the 1970s created
employment opportunities for Jordanian workers. Though this helped reduce unemployment in Jordan and
brought in more foreign exchange (increased remittances), it precipitated a labour shortfall in various sectors
of the economy in Jordan, and thus put pressure on domestic wages. The shortfall was in part made up by an
influx of expatriate workers who were prepared to accept lower wages and longer working hours than
nationals and thus exerted a countervailing, downward pressure on domestic wages. Their presence has
contributed to low overall female participation in the labour force in Jordan. Expatriate workers were
engaged in various sectors—particularly agriculture, construction and the services—mainly in a private
sector eager to cut costs by means of cheap labour.

However, the number of expatriate workers continued to increase even after the 1990-1991 Gulf
crisis and the return of Jordanian workers from the GCC countries. As a proportion, expatriate labour
increased from 9.8 per cent in 1991 to 13.2 in 1996, reflecting strong continuing demand.

There is a marked imbalance in the distribution of the labour force, most being located in the main
cities, particularly the capital. In 1989, Amman housed 68.9 per cent of workers in establishments
employing five or more people. This can be attributed to two factors. First, the pull factor, whereby most
economic activities are generated in the main cities; and second, the push factor, whereby an overcrowded
agricultural sector fuels migration from rural to urban areas. By 1996 Amman’s share dropped to 40 per cent
as economic activities became more evenly distributed among provincial cities.

The gender distribution of the labour force is skewed in favour of men. Female participation
increased from 8.3 per cent in 1985 to 13.4 per cent in 1991 and 13.6 per cent by 1996 (see table 18). If
expatriate workers are excluded, the proportion is seen to have risen from 13.4 per cent in 1991 to 14.3 per
cent in 1996. Despite this improvement, female participation remains low by both regional and international
standards. Efforts to redress the imbalance should be intensified. This should involve a job creation strategy
to ensure that the new female workers are not merely an addition to the unemployment statistics.

D. EMPLOYMENT BY ECONOMIC ACTIVITY
Owing to the narrow productive base of the Jordanian economy and the low contribution of

agriculture and manufacturing to GDP, most employment opportunities are created in the dominant sector of
the economy: services.
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In 1979 for example, the contribution of the agricultural sector to GDP was 5.6 per cent, while it
employed about 11.3 per cent of the total labour force. In 1991 its contribution had increased to 7.7 per cent
of GDP, while its workforce was down to 7.4 per cent of the total labour force (see table 19). This reflects
increased productivity, and the forcing out of employment from agriculture into other sectors. The
agricultural sector in Jordan is relatively capital-intensive, relying to a large extent on mechanized
production techniques.

TABLE 19. JORDAN: STRUCTURE OF THE LABOUR FORCE (EMPLOYMENT BY SECTOR)
(Percentage)

1979 1986 1987 1988 1989 1990 1991 1992 1994 1995 1996

Agriculture 11.3 7.6 7.4 7.6 7.2 7.3 7.4 6.4 6.6 6.9 9.4
Manufacturing, mining and

quarrying 9.4 10.7 105 10.3 10.4 10.2 10.3 10.5 13.9 144 12.8
Electricity/gas and water 0.6 1.1 1.7 1.6 1.4 1.3 1.3 0.7 1.4 1.4 1.8
Construction 15.7 125 10.5 10.0 9.7 9.9 9.8 7.6 9.5 10.0 9.8
Trade and restaurants 10.2 98 102 100 102 10.1 153 10.3 17.6 16.2 17.0
Transport and communications 6.6 7.7 8.3 9.0 8.8 8.5 8.8 6.5 8.6 9.2 8.2
Financial services? . 1.9 29 34 3.1 32 3.2 3.0 1.5 1.6 1.6
Public administration . 479 484 481 492 495 489 550 409 403 394
Total 100 100 100 100 100 100 100 100 100 100 100

Source: ESCWA, based on national sources.

a/ In 1979, the financial services and public administration data were combined.
Figures do not add up owing to rounding.
Two dots (..) indicate that data are not available.

The expansion in recent years of manufacturing and mining (and quarrying) activities is clearly
reflected in their increased contribution to GDP.

In 1979, the manufacturing sector contributed 15.8 per cent of the country’s GDP,"° while it
employed 9.4 per cent of the total labour force (see table 19). By 1996, its share of GDP reached 18.5 per
cent, while it employed about 12.8 per cent of the labour force. The fact that productivity in the
manufacturing sector grew by a higher rate than its workforce is attributable to increased efficiency
consequent upon stiff competition faced by an outward-looking sector in its efforts to penetrate foreign
markets.

However, a concentration on these mainly capital intensive manufacturing activities, producing
mainly for exports, will not significantly reduce unemployment in Jordan, even though there has been an
increase in employment opportunities in the sector.

The contribution to total GDP of the commodity-producing sectors (agriculture and manufacturing
plus electricity, water and construction) first increased and then declined during the period under review. It
increased to 32 per centin 1979 and 38.5 per cent in 1981, before falling back to 35.5 per cent in 1991. In
1996, it rose slightly to 36.6 per cent.'”’ Their contribution to employment fell from 37 per cent in 1979 to
25.1 per cent in 1991, before increasing to 33.8 per cent in 1996. The relative proportions of their
workforces have fluctuated in line with their contributions to GDP.

The services sector remains the most important source of employment in Jordan, contributing almost
two-thirds of jobs. The Jordanian economy depends to a great extent on the services sector, including trade,
banking, insurance and government services. However, Government services are expected to generate

120 Central Bank of Jordan, Annual Report, 1993, p. 17.
12! Central Bank of Jordan, Annual Report, 1982, p. 7 and 1993, p. 17.
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relatively less employment in coming years, reflecting the downsizing efforts currently underway as part of
the economic stabilization and reform programme.

The proportion of employment generated by the services sector rose from 63 per cent in 1979 to 71.3
per cent in 1991, reflecting mainly the role played by the Government as employer of last resort. By 1996,
the sector’s share had dropped slightly to 66.2 per cent, reflecting retrenchment in Government employment
as part of the economic reform programme. Those in the Government services sector dropped from about 44
per cent in the 1991-1993 period to just over 30 per cent in 1996. This came through the application of an
employment retrenchment programme that included a freeze on recruitment, and an early retirement
programme. The shift came as a natural consequence of the diminishing role of Government in economic
activities, and the trend is set to continue over the next few years.

The other two sectors to have provided an increasing proportion of employment are trade, hotels and
restaurants, and transport and communications. The proportion of employment in trade increased from 10.2
per cent in 1979 to 15.3 per cent in 1991, reaching 17 per cent in 1996, higher than manufacturing and
almost twice that of agriculture in that year. Trade would have contributed far more Jjobs were it not for the
economic sanctions against Iraq, considering that 30 to 40 per cent of Jordanian exports were formerly
destined for Iraq. The sector did however benefit from recent trade liberalization and deregulation. These
provided incentives to the private sector to increase efficiency and productivity, and hence open up new
markets in place of Iraq.

The transport and communication sector managed to increase its share of employment during the
1980s, benefiting from the transit trade to Iraq, which during the Iran-Iraq war relied heavily on the Port of
Aqaba. Total employment provided by the sector rose from 6.6 per cent in 1979 to 9 per cent in 1988, when
the Iran-Iraq war came to anend. Despite the slight drop to 8.2 per cent in transport and communications’
share of employment in 1996 (see table 19), the sector remains an important employment generator. Its
share will increase once the United Nations sanctions on Iraq are lifted, especially if Iraqi imports and
exports resume their former dependence on Aqaba.

E. UNEMPLOYMENT

Unemployment is both cyclical and structural. The cyclical unemployment problem is reflected in
the general mismatch between the supply of labour and the demand for labour in the economy as a whole.
This mismatch has been a consequence of low economic growth, and the concentration of employment in the
services sectors, particularly trade and tourism, which are vulnerable to external developments, like the peace
process, or sanctions against Iraq. The shares of the productive sector, which are less vulnerable to external
stocks, are low and diminishing, reflecting the crowding out of employment from the agricultural sector.
The structural pattern of unemployment in Jordan reflects the mismatch in several sectors which have
suffered labour shortages, particularly construction and services. This stems from the outflow of Jordanian
workers to the GCC countries during the second half of the 1970s, as a result of the increase in demand for
labour in these countries following the sharp jump in oil revenues, and the launching of massive economic
projects including infrastructure.

The movement of Jordanian workers to the GCC and other labour receiving countries created labour
shortages in the domestic economy, particularly in certain sectors, hence the employment of expatriate
workers to fill the gaps. There was a sharp influx of expatriate workers, and by 1980, their number reached
70,000." However, the cyclical unemployment problem has remained an undiminished cause for concern in
view of the domestic economy’s failure to grow sufficiently to absorb the rapid rise in the labour supply.
The narrow economic base of the country, particularly the modest contribution by the agricultural sector, had
led to the concentration of demand for labour in the services sector.

Analysis of the Jordanian economy exemplifies the intimate link between growth of GDP and
employment. During the late 1970s, the economy achieved a high growth boosted by workers’ remittances

12 Jordan, Five-Year Plan Jor Economic and Social Developments 1981-1985, p. 14
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and economic aid, particularly from the GCC countries, and the launching of an ambitious economic and
social development programme. During the period 1973-1975, GDP grew by an average annual growth rate
of 5.9 per cent.'” By 1976, unemployment dropped to an all-time low of 1.6 per cent, which can be regarded
as a natural base level of unemployment. During the second half of the 1970s, there was no unemployment
problem in Jordan; on the contrary, several economic sectors had to rely on expatriate workers to bridge the
gap between the increased demand for labour and the relatively rigid labour supply. The economy achieved
full employment. However, a relatively large part of this employment was not generated by the domestic
economy but by the economies of the GCC countries.

During the period 1982-1987, unemployment increased from 4.3 per cent to 8.3 per cent. This was a
reflection of two factors. The first was the sharp drop in economic growth in Jordan from 7.7 per cent in
1983 to 2.1 per cent in 1986 and 2.8 per cent in 1987, that is to say well below the average rates of growth of
the population (3.7 per cent) and the labour force (about 5 per cent). The second factor was the economic
recession in the GCC countries that stemmed from the sharp drop in oil prices and revenues, which led to: (a)
the sharp cut in economic aid to Jordan, as a result of the severe public spending cuts that slashed their
economic assistance to other developing countries; and (b) the return of Jordanian workers, with diminishing
demand for expatriate workers in the GCC countries. The fall in economic growth at home coupled with the
return of Jordanian workers amounted to an instant recipe for a significant increase in unemployment.

During the period 1992-1997, official figures show that the Jordanian economy achieved an average
annual growth rate of 7.8 per cent, a sprightly recovery from the stagnation of the period 1987-1991. The
period 1992-1997 witnessed the implementation of the economic stabilization programme which heralded
further economic liberalization and deregulation. The period also saw increased foreign investment, which
reflected optimism surrounding progress in the peace process, particularly during the period 1993-1995.

However, despite rapid economic growth, unemployment fell only slightly to 13.2 per cent in 1997,
down from 18.8 per cent in 1991. The substantial decoupling between the performance of the economy and
the unemployment situation can be attributed to two main factors. The first is the downsizing of the public
sector, particularly Government services, leading to a fall in the proportion of total employment provided by
the Government from more than 40 per cent before 1990 to just over 30 per cent in 1997. This was achieved
through a freeze on recruitment and early retirement programmes. The second factor is the pattern of
economic growth: achieved in sectors that are not labour intensive, such as infrastructure. This demonstrates
that although economic growth is important in reducing unemployment, it must be in sectors that generate
employment.

F. THE PATTERN OF UNEMPLOYMENT

Unemployment among women is disproportionately high. During the period 1982-1993, the
unemployment rate among men quadrupled from 4 to 16 per cent. However, that figure was still less than
half that for female unemployment in 1993: during the same period, female unemployment soared from 16.2
to 35.3 per cent. This trend alone could well have discouraged female participation in the labour force,
which remained very low. By 1993, female participation was only 14 per cent compared with the general
labour participation rate of 22.2 per cent. Men’s access to the labour market was much easier than their
female counterparts. The low female participation rate can be attributed to a higher illiteracy rate among
women, the preference for male workers, particularly in the private sector, early marriage for women, and
relatively low wages for women, which make the economic benefits of female participation relatively
modest. During the period 1994-1997, female unemployment dropped slightly to 27.2 per cent, down from
35.3 per cent in 1993. Female participation is expected to increase at an accelerating rate over the next few
years as female illiteracy falls, as social traditions become less of a barrier, and as the trend continues for
women to marry later. However, there remains a 17 percentage point difference between the rates of
unemployment for females and males.

When unemployment is correlated to education, it becomes apparent that joblessness is most severe
among those with an intermediate level of education, followed by those with preparatory education only.
These two categories accounted for 36.1 per cent of the unemployed in 1991, rising in 1992 to 46.3 per cent

123 Jordan, Five-Year Plan 1976-1980, p. 15.
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(see table 20). This is in sharp contrast to the relatively low level of unemployment among illiterate workers
(5.2 per cent in 1991, 2.3 per cent in 1996) or those holding university degrees (10.4 per cent in 1991, 9.9 per
cent in 1996; see table 20). This picture confounds the expectation that unemployment will hit people harder
the less education they have. One explanation is that when during the 1970s and 1980s, the educated and
skilled workers left for the GCC countries, unskilled workers were able to find employment owing to the
increase in demand for labour. Furthermore, much work in both construction and transport requires little or
no formal education, so these two sectors remain a source of employment for illiterate workers in addition to
agriculture. However, as the economy becomes increasingly based on traded goods, increasing numbers of
skilled workers will be needed; as the demand for unskilled labour tails off, unemployment among the
illiterate labour force is expected to increase.

In terms of age, the highest unemployment is to be found, as expected, among the youngest (aged
15-29): 74.4 per centin 1991 (calculated from table 20). Within this group, the highest unemployment rate
was in the 25-29 age group. This had serious implications, as this group represents new graduates. In 1996,
unemployment in the 15-29 age group dropped to 73.9 (this slight improvement reflects a drop in
unemployment among new graduates). The high unemployment among the young reflects the difficulty of
finding a job with little or no work experience in times of high unemployment. In addition, those with little
or no experience are among the first to lose their jobs at times of retrenchment. This pattern holds true for
all countries. The high unemployment rate among the most highly educated represents a loss of skilled
human resources which reflects negatively on productivity and the quality and competitiveness of output.
High unemployment among the young educated labour force represents a low return on education and a high
social cost relative to economic benefit. The relative proximity of the labour markets in the GCC countries is
another factor that led to high unemployment among young educated workers. During the 1970s and early
1980s, most of the migrant workers were young and educated. When they returned to Jordan after the Gulf
crisis, many swelled the ranks of the unemployed, but some who found work effectively displaced unskilled
workers in older age brackets who had remained in the country.

TABLE 20. JORDAN: UNEMPLOYMENT BY AGE AND EDUCATION

(Percentage)
By age 1991 1994 1995 1996
15-19 6.2 12.5 17.3 134
20-24 46.4 43.5 384 38.4
25-29 21.8 20.8 24.1 21.9
30-34 6.9 7.4 8.3 9.6
35-39 3.6 3.6 4.5 4.7
40-44 4.7 3.0 3.4 3.6
45-49 4.6 33 2.6 2.7
50-54 33 2.6 2.1 1.6
55-59 1.9 1.6 2.0 2.9
60-64 0.6 0.9 0.6 1.5
65+ — 0.2 0.4 0.6
Illiterate 5.2 2.5 2.5 23
Read and write 11.4 49 4.8 5.9
Elementary 17.6 17.3 17.1 14.5
Preparatory 235 24.9 22.8 22.0
Basic/vocational 2.5 5.1 54 3.6
Secondary 15.6 15.1 14.7 16.4
Intermediate (institute) 12.6 24.8 20.7 243
B.Sc. 10.4 9.8 11.0 9.9
Higher diploma 1.0 0.2 — 0.2
M.A. 0.4 0.6 0.5
Unspecified 0.2 0.1 . 0.1

Source: ESCWA, based on national sources.

A dash (—) indicates that the amount is nil or negligible.
Two dots (..) indicate that data are not available.
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Unemployment among young educated workers in Jordan has been complicated by measures taken
to downsize the public sector and freeze recruitment to government offices. Depressed wages in the public
sector and the absence of a minimum wage in the private sector have not led to an increase in the generation
of employment, owing to the rigidity of demand for labour. This situation can be explained by the fact that
wages in the public sector are fixed for a long period and are not mobile; in addition, the majority of
employment in Jordan is in the non-trade sector, where there is a weak link between the level of employment
and changes in the wage market. This in turn helps explain the weak link between growth of GDP and
growth in employment, which implies a low employment elasticity of output. Therefore, it is important to
move towards an outward-looking, export-led economic strategy that will increase the portion of
employment in the traded goods sector and away from infrastructure and construction. The implementation
of economic reform is expected to lead in this direction. When a higher proportion of the labour force has
thus shifted to the traded goods sector, a closer proportionality will exist between employment and the
growth of wages and economic growth. This could contribute to a fall in unemployment.

The country’s Five-Year Development Plan called for GDP to grow at an average of 6 per cent and
employment at an average of 5.4 per cent, giving employment output elasticity of 0.9. This ratio is relatively
high compared to previous experience: employment elasticity was only 0.23 per cent during the period 1975-
1979 and 0.37 per cent in the manufacturing sector in the period 1975-1980, 1.41 per cent in the period
1981-1985 and 1.04 per cent in the period 1986-1992."** A gain in employment of close to unity is difficult
to achieve for two reasons: first, it eliminates any increase in productivity and any increase in demand for
labour will be met entirely by an increase in employment (rather than partly achieved by an increase in
productivity); second, public sector employment, which is generally of lower productivity, is expected to fall
(owing to the retrenchment programme) while private sector employment increases.

G. THE IMPACT ON EMPLOYMENT OF THE STRUCTURAL ADJUSTMENT
AND ECONOMIC REFORM PROGRAMME

The Jordanian Government, in cooperation with the IMF and the World Bank, adopted a
stabilization programme to restore external and internal imbalances, and achieve economic deregulation and
growth leading to full employment. The main objectives of the programme were:

(a) To reduce public deficit as a percentage of GDP from 18 per cent in 1991 to 5 per cent in 1998;
(b) To stabilize the exchange rate of the local currency and reduce inflation through:

(i) Floating interest rates on deposits;
(ii) Controlling the growth of public debt;

(c) To reduce the deficit in both trade and current accounts and eliminate these deficits by 1998;

(d) To promote exports through the adoption of outward-looking, export-led economic
development;

(¢) To reduce imports, particularly of consumer goods, by providing incentives to increase the
domestic supply of these goods;

(f) To apply a flexible currency exchange rate that will assist exports;
(g) To eliminate price distortions to increase economic efficiency and productivity;

(h) To downsize the public sector through the reform of state-owned enterprises, with a view to
increasing their efficiency and productivity. This includes giving them financial independence and reducing
Government subsidies, which used to constitute a large part of the fiscal deficit.

2441,0, World Employment, 1996/1997, National Policies in a Global Context, p. 154.
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The implementation of the structural adjustment and economic reform programme achieved most of
the planned objectives. The budget deficit as a percentage of GDP dropped to 4.6 per cent in 1996, down
from 7.5 per cent in 1991. The inflation rate as measured by the change in the cost of living index also
dropped from 8.2 per cent to 2.4 per cent in 1991, before surging again to 6.5 per cent in 1996. Economic
growth, as measured by growth of GDP, accelerated in 1992 to 16.1 (official figures). During the period
1992-1996 GDP grew by an average 8.4 per cent per year, which is fast in view of the fact that during the
economic reform programme, the Government applied restrictive fiscal and monetary policies to reduce the
budget deficit and inflation. The impact of the economic reform programme on unemployment has been
limited. The economic expansion that has accompanied the implementation of economic reform (evidenced
by the rapid growth of GDP) has exceeded the target projections, and has played a role in absorbing the
additional members of the workforce, including some of the more than 70,000 returnees. This more than
offset the loss of employment in the public sector. These figures, if they are proven to be correct, indicate
that the overall consequences of economic reform in Jordan have not been negative, even in the short run.
Continued high economic growth, even during the implementation of the programme, and the return of a few
Jordanian workers to several GCC countries, can account for the relative stability of the unemployment rate
in Jordan during the implementation of the economic reform programme.

Unemployment, which rose during the first two years of the reform programme to reach a peak of
18.8 per cent in 1993, dropped in 1996 to 12 per cent, and although the rate increased in 1997 to 13.2 per
cent, it remained generally stable during the 1995-1997 period. (However, unofficial figures put the
unemployment rate in Jordan in 1996 at 27.1 per cent.)'?’

These figures are in sharp contrast with the estimates of the Ministry of Planning, which projected an
unemployment rate of 25.4 per cent in 1998, the last year of the implementation of the economic reform
programme, up from its 1992 level of 18.8 per cent. The difference between the projected and actual figures
can be explained by the difference between projected and actual GDP. Projected economic growth during
implementation of the economic reform programme was 3.7 per cent on average, compared to official figures
for the period 1992-1997 of 7.5 per cent.

However, the most important effect of the economic reform programme on employment policy in
Jordan is the diminishing role of the Government as employer of last resort. The public sector, which used to
be the largest employer in the Jordanian economy, is in the process of being downsized, which will reduce its
role in economic activity and in employment generation. The impact on employment will depend on the
speed of downsizing and the response of the private sector in providing alternative employment
opportunities. The private sector’s role will depend on the success of the Government in the implementation
of the economic reform programme and the incentives that will be provided to the private sector. In
addition, the inflow of FDI will continue to be a major factor in boosting economic growth, as it helps bridge
the domestic investment-saving gap, particularly since domestic saving in the country remains very limited:
far below the level that could drive economic growth as planned.

H. GOVERNMENT POLICIES TO TACKLE UNEMPLOYMENT
Government efforts to reduce unemployment can be summarized as follows:
(a) The restructuring of the national aid fund that provides assistance to poor families;
(b) Provision of the minimum acceptable level of basic services through infrastructure projects for
poor areas. This project, which is partly financed by the World Bank, will upgrade and expand basic

services to poor areas and camps;

(c) Creation of micro-enterprises financed on a sustainable basis to generate employment for
unemployed and poor families;

125 Jordan University, Center for Strategic Studies, Studies on Unemployment in Jordan, Summary of Preliminary
Conclusions (in Arabic), 1997, p. 9.
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(d) A training and employment support programme, which is partly financed by the World Bank, to
establish a training fund for the poor. The main objective of this fund isto upgrade skills to meet the
requirements of the labour market. The project will investigate the skills needed in the labour market and
provide appropriate training for the unemployed poor. An additional objective of the training fund is a
follow-up study on those trainees, to monitor their performance and ensure that their training was appropriate
for the labour market;

(e) A social security package. This is a ten-year plan, although financial resources have only been
earmarked for three years. The total finance needed for the ten-year period is US$ 1 billion, which will be
partly financed by the World Bank and the Arab Fund for Economic and Social Development (AFESD);

(f) In addition, the Government has intensified its efforts to improve economic relations with the
GCC countries, to reabsorb some of the returnees back into the GCC labour market. There has been some
success so far, as both Qatar and the United Arab Emirates have permitted the return of a limited number of
Jordanian workers. Although these efforts are a vital and potentially substantial part of Government moves
to reduce unemployment, they will necessarily remain of limited scope in the immediate future as the
economies of the GCC countries are currently hamstrung by the sharp drop in oil prices. Their current
financial straits will aggravate their budget deficits and lead to reduced public spending, which will depress
economic growth, and hence, demand for labour at least in the short-term;

(g) Among the Government’s efforts to reduce unemployment is the creation of a programme for
poor families (independent of the national aid fund). The project provides small loans (JD 1,000) to families
to establish productive projects. It has established about 600 projects since its creation in the late 1970s.
The project is totally financed by charitable non-governmental organizations (NGOs) such as Care
Foundation;

(h) A programme for the employment of disabled people. The main objective of the project is to
provide training and help them find jobs. Labour law in Jordan calls for 2 per cent of staff in both public and
private sectors establishments to be drawn from among the disabled;

(i) Local youth training and social development centres. Ten of these have been established to train
young people for possible local employment.

However, it is evident that most of these programmes are of a limited nature devoted mainly to the
poor, the young and the disabled. They are not interconnected at a national level. In addition, there are no
welfare payments to the unemployed and no unemployment insurance scheme in Jordan. Government efforts
are limited by lack of financial resources and heavily dependent on regional and international financial
institutions, as well as NGOs.

1. THE INTER-LINKAGES BETWEEN MACROECONOMIC POLICY
AND EMPLOYMENT POLICY

During the period of rapid economic growth in the late 1970s and early 1980s, an expansionary
macroeconomic policy was applied. This policy was financed by remittances from Jordanian workers in the
GCC countries and the inflow of economic aid from these countries, particularly Saudi Arabia. During this
period, there was no unemployment problem: unemployment was 1.6 per cent in 1976, 3.9 per cent in 1981
and 4.3 per centin 1982. The increased demand for labour, both at home and in the GCC countries, led not
only to the fall in unemployment but to labour shortages in certain economic sectors as a result of the out-
migration of labour. This led to increased wage pressure on domestic wages and salaries and, therefore, to a
general imbalance in the structure of wages, with the best wages on offer in those sectors undergoing the
most severe labour shortages, particularly construction and the agricultural sector. During this period, the
Jordanian labour market was both a source and recipient of labour, as demand in certain sectors had to be
met by expatriate labour, particularly from Egypt, Sudan and the Syrian Arab Republic.

During the above mentioned period, fast economic growth and the increased demand for labour in
the GCC countries created demand for labour that matched labour supply, with a consequential sharp drop in
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unemployment. However, had it not been for the increased external demand for labour, unemployment
would have been much higher.

This became a reality during the period 1986-1989 with the return of a number of Jordanian workers
and at the same time an economic slowdown leading into recession at the end of the period. The drop in
demand for labour in the GCC countries that stemmed from the economic recession, reflecting a sharp drop
in oil prices and revenues, and the economic slowdown at home, led to increased unemployment in Jordan
during the period. The macroeconomic policy applied was restrictive, so as to reduce budget deficit, control
inflation and stabilize the exchange rate. This policy was not linked to employment policy, as the main
concern of the Government was to reduce the macroeconomic imbalances resulting from the drastic fall in
workers’ remittances and economic assistance from the GCC countries. During this period, unemployment
Jjumped to 10.3 per cent in 1989, up from 4.3 per cent in 1982.

As a result of the economic crisis that hit the country during 1988-1989, the Government had to
suspend the implementation of the five-year economic and social development plan for 1986-1990, to
implement the economic liberalization and structural reform programme for the period 1989-1993. For the
first two years, 1989-1990, the programme succeeded in restoring macroeconomic stability. However, the
eruption of the Gulf crisis and war in 1990-1991 led to the suspension of the programme, as a crisis
management policy was introduced to cushion the effects of external shocks, particularly the problem of
returnees and the cut in economic aid. There was therefore virtually no link between macroeconomic policy
and employment policy during the period. As a result unemployment jumped to 18.8 per cent in 1991, up
from 10.3 per cent in 1989. The already serious unemployment problem was further aggravated by the
return of more than 70,000 Jordanian workers from the GCC during the crisis.

Thus during the economic crisis of 1989-1991, macroeconomic policy was devoted to the
management of domestic aggregate demand, through the application of a restrictive macroeconomic policy
that entailed public spending cuts and reduced imports, and a freeze on recruitment.

J. EDUCATION POLICY AND EMPLOYMENT POLICY

Education policy in Jordan has aimed to develop human resources, eliminate illiteracy, and establish
a scientific and research base. During the late 1970s, the objective was added of upgrading the productivity
of Jordanian labour, to be able to compete in the labour markets of the GCC countries. The country devoted
an increased portion of its public spending on education and training. The private sector has been an active
participant in the expansion of education, particularly higher education. Several universities in Jordan are
established and financed by the private sector, and several of these were established as joint ventures
between private sector parties in Jordan and GCC countries. As in many developing countries, education
policy in Jordan has focused on the expansion of basic and higher education, regardless of the needs of the
labour market. The Government in Jordan has recognized this problem and has set a target of 50 per cent of
those enrolled in secondary education to be in technical education by the year 2000, up from the current
official figure of about 35 per cent.

The private sector, which plays an active role in the expansion of higher education, can play a
similar role in the expansion of vocational training. This is all the more important insofar as the private
sector will play an increasingly central role in the productive sectors of the economy, and hence, in
employment generation.

The implementation of these policies will enhance coordination between the country’s education
system and employment policy. This will focus on the needs of the domestic economy, as the external
demand for Jordanian labour is not expected to reach the levels of the 1970s and early 1980s.

K. THE EDUCATION SYSTEM AND EMPLOYMENT POLICY

The main objectives of education policy in Jordan have been:

(a) To achieve 100 per cent enrolment in basic education;
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(b) To reduce student drop-out to a minimum;

(c) To increase vocational training;

(d) To contribute to manpower training to meet the economic development needs;
(e) To reduce and eventually eliminate illiteracy.

L. SHORT-TERM OUTLOOK

Unemployment in Jordan is expected to continue to present a serious problem for policy makers in
the country. The mismatch between the labour supply (growing about 4.6 per cent annually) and demand for
labour is expected to persist during the next few years. According to available data, the labour supply is
currently growing by 4.6 per cent annually and assuming employment elasticity of 0.9 per cent, as suggested
by the current five-year development plan, that means the economy has to grow by 5.1 per cent just to absorb
the new entrants to the labour market. If we assume 0.6 per cent employment elasticity, the economy has to
grow by 7.7 per cent to absorb new entrants to the labour force. The official figures indicate that during the
period 1992-1997, the economy grew by an average of 7.8 per cent per year, which could explain the
stability of the unemployment rate during the period. However, if these figures prove to be on the high side
and average annual growth dropped to less than 7 per cent, the unemployment figures would also have to be
revised upward.

According to the economic reform programme, the economy was expected to achieve an average
annual growth rate of 3.7 per cent during the period 1992-1998."2° The labour force was expected to grow by
4.6 per cent per year.'”’ Total demand for labour was projected to grow by 149,700 during the period 1992-
1998 as the total labour force demand was expected to increase from 790,900 in 1992 in 940,600 in 1998.'%
According to the projections, the number of unemployed would jump from 173,000 in 1992 to 319,700 in
1998 (a rate of 17.9 per cent in 1992 to 25.4 per centin 1998)."” The projection was made before the
implementation of the economic reform programme and was based upon the assumption that GDP would
achieve an average annual growth rate of 3.7 per cent, with employment elasticity at 0.7 per cent. However,
the official figures show actual GDP growth almost double the projected rate while employment elasticity
rose to 0.9 per cent. These two factors were responsible for the stability of the unemployment rate that
prevailed during the implementation of the economic reform programme.

Economic growth will continue to be the most important factor in reducing the level of
unemployment, provided this growth is achieved by employment generating sectors, particularly the traded
goods sector, rather than non-trade sectors, such as construction and transport. However, the unemployment
problem is expected to increase over the next few years, as the economy is expected to slow down, as the
peace process stalls, as economic sanctions remain in force against Iraq and recession persists in the GCC
countries. The latter will limit the return of Jordanian workers to GCC countries even if political relations
improve. If the official unemployment figure is accurate, unemployment in Jordan is high, but if the
unofficial rate is nearer to the truth, the problem is much more serious. In either case the country faces a
major unemployment problem which the domestic economy alone cannot tackle, so there is a need to
strengthen regional cooperation to increase the flow of Jordanian workers back to the GCC market. In the
long-run there is a need to manage the domestic labour supply to bring it down to match demand for labour.
This can be achieved, among other things, by reducing the high current levels of population growth.

The expected increase in the role of the private sector in employment generation will continue to be
limited by the current contraction in aggregate demand, a side-effect of the economic reform programme.
The expected drop in public investment, as part of the diminishing role of the state in economic activity, will

126 ESCWA and the Ministry of Planning in Jordan, Proceedings of the Expert Group Meeting on Unemployment in the
ESCWA Region, EFESCWA/POP/1994/2, p. 169.

127 Ibid.
128 Ibid., p. 171.
12 Ibid.
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also discourage the private sector, at least during the short-to-medium-term, from assuming the public
sector’s mantle as principal investor and generator of employment.

Although there has been an improvement in the performance of the export sector, which benefited
from both the currency devaluation in 1988, and the improvement in productivity, its performance has been
limited. The main factor has been the continued relative closure of the Iraqi market, which remains under
the United Nations sanctions. This has limited the capacity of the trade sector to generate employment and
absorb labour. However, this could be rectified if and when sanctions are lifted.

On the supply side, the expansion of the labour supply is expected to accelerate as, firstly, a large
portion of the population is currently of working age and secondly, it is expected that women will
increasingly participate in the labour force, as more are educated and become more interested in getting jobs.
The most likely consequence is increased unemployment.

However, if a comprehensive and lasting peace in the Middle East is achieved, it could lead to a
significant increase in business confidence in the region, which in turn would lead to an increase in the
inflow of FDI, as well as other forms of finance for the region. Coupled with successful implementation of
the economic reform programmes, this would lead to accelerated economic growth in the countries of the
region, including Jordan, and thus help reduce unemployment.
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IV. CASE STUDY: LEBANON
A. MACROECONOMIC DEVELOPMENT

The civil war in Lebanon during the period 1975-1990 led to a destruction of the country’s physical
infrastructure, labour migration and flight of capital. These factors led to a sharp drop in economic activity
during the war period. During this period there were no formal fiscal or monetary policies, owing mainly to
lack of government authority over a large area of the country. The sharp drop in Government revenues,
owing to the collapse of the tax system, prompted the Government to fund expenditure through deficit
finance, which led to mounting budget deficits. This, in turn, led to inflation and depreciation of the local
currency.

The end of the war in 1990 brought a return of political stability, which together with the application
of a tight monetary policy, led to macroeconomic stability. The Government also reduced its reliance on
money creation to finance its budget deficit, and increased its issuance of treasury bills. These measures
resulted in relative economic stability and encouraged the inflow of FDI. Government economic policies led
to the stabilization of the currency exchange rate, a decline in inflation rates and a sharp rise in economic
growth during the period 1992-1995.

GDP increased from 4.5 per cent in 1992 to 8 per cent in 1994 before falling to 6.5 per cent in 1995
(see table 21). Inflation fell sharply back from its 1992 peak of 120 per cent and by 1994 dropped to 8 per
cent before increasing to 10.5 per cent in 1995 (see table 21). The exchange rate of the domestic currency
also improved, as it appreciated against the dollar from an average of 1,713 Lebanese pounds (LL) to the US
dollar in 1992 to an average of 1,539 in 1997.

Budget deficits have been financed through borrowing from the central bank and/or the issuance of
treasury bills in the local market, as well as the international financial markets. Large budget deficits
remained a major problem for the country’s decision makers. The deficit has increased sharply during the
period 1992-1997: from LL 1,081 billion in 1992 to LL 5,409 billion in 1997, a five-fold increase (see table
21). As a proportion of GDP, the budget deficit rose from 11.38 to 23.48 per cent during the same period.
There was also a sharp increase in net domestic debt, from LL 4,383 billion in 1992 to LL 22,006 billion in
1997, again, a more than five-fold increase. The soaring net domestic debt was mainly caused by the
expansion in the Government’s current expenditure; investment expenditure was financed through external
borrowing.

The economic rebound during 1992-1995 was boosted by the implementation of the country’s
reconstruction plan, Horizon 2000, which led to a boom in the construction sector. The plan was estimated
to cost US$ 13.8 billion. To encourage domestic investment, and as part of its economic stabilization
programme, the Government reduced taxes on business profit to a flat rate of 10 per cent. The Government
has also increased its reliance on the issuing of treasury bills to finance budget deficit.

The Government kept monetary policy tight, aiming to attract investment, particularly foreign
investment, through high interest rate on deposits, which also supported the exchange rate of the local
currency. This led, among other things, to an increase in deposits in local currency, as people borrow in
foreign currencies and convert to Lebanese pounds, to benefit from the interest rate differential. However,
this policy, while bringing stability to the exchange rate and helping to control inflation, had an adverse
effect on investment, particularly in the construction sector. This led to lower economic growth: GDP grew
by 4 per cent in both 1996 and 1997 (see table 21), reflecting, in 1997, the impact of the Israeli bombardment
of the South and the subsequent Qana massacre, which also led to a fall in the inflow of foreign capital.
Deadlock in the peace process also had a negative impact on the economic growth in both 1996 and 1997.

In addition, the large trade deficit acted as a constraint on economic growth. Government efforts to
control budget deficit led to a drop in public sector investment, which also contributed to the slowdown in
economic growth. The Government is facing a major problem in trying to control the budget deficit, and
hence, reduce domestic debt. More than 40 per cent of Government current expenditure is devoted to pay
domestic debt, which leaves little room for manoeuvre as it seeks to simultaneously cut expenditures and
raise public salaries (in response to urgent trade union demands).
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TABLE 21. LEBANON: MACROECONOMIC INDICATORS

1997

1990 1991 1992 1993 1994 1995 1996
GDP (billions of US dollars at current

prices) 2812 4151 5545 7537 9110 11122 12 996 14 957
Real GDP growth (%) 35 227 45 7.0 8.0 6.5 4.0 4.0
Total consumption (billions of LL) 28129 5024.5 10615.6 14 802.2 16 784.5 15 689.5 173434 184495
Gross fixed capital formation (billions

of LL) 761 14072 2879 4380 4611 4174 4878 51577
Government revenues (billions of LL) 126.4 5222 1138 1.855 2241 3033 3533 3753
Government expenditure (billions of ‘

LL) 794.1 11962 2219 3017 5204 5856 7225 9162
Total budget deficit (billions of LL) 667.7 674 1081 1162 2963 2823 3692 5409
Inflation rate (%) .. . 120 29.1 8 10.6 8.9 7.8
Current account (millions of US dollars) 1068 2462 (2 763) (3 692) (4 060) (4817) (4 703) —
Export of goods and service (millions of

US dollars) 494 539.1 601 686 737 982 1 066 642
Imports of goods and services (millions

of US dollars) 2525.1 37432 3786 4907 5541 6722 6922 7456
Trade balance (millions of US dollars) (2031.1)  (3204.1) (3 185) (4221) (4 804) (5 740) (5 926) (6 814)

As percentage of GDP

Government revenues 4.5 12.6 103 13.0 14.7 17.5 19.7 17.8
Government expenditure 28.2 28.8 17.4 259 26.8 312 316 27.9
Budget deficit 23.7 16.2 114 89 19.4 15.7 18.1 235
Current account 38.0 59.3 48.0 49.0 44.6 433 36.2 .

Imports of goods and services 89.8 90.2 68.3 65.1 60.8 60.4 533 49.8
Exports of goods and services 17.6 12.9 10.8 9.1 8.1 88 8.2 43
Trade deficit 72.2 77.2 57.4 56.0 52.7 51.6 45.6 45.6

Source: ESCWA, based on national sources.

Two dots (..) indicate that data are not available.

A dash (—) indicates that the amount is nil or negligible.

Although the current macroeconomic policy has helped to control inflation, stabilize the exchange
rate and increase the inflow of foreign capital, it has had an adverse effect on investment, as high interest
rates discourage investors from taking long-term decisions, particularly during a period of uncertainty about

the peace process.

The main objectives of labour policy in Lebanon are:

B. LABOUR POLICY

(a) To combat unemployment through increased employment generation;

(b) To create a more efficient labour market;

(c) To expand labour-intensive economic projects to create jobs;

(d) To expand and upgrade skills, to increase productivity and thus the ability to compete at home
and in the regional labour market;

(¢) To undertake studies in the field of employment and employment generation to determine the

best employment policy for the economy.

For this purpose, the Government established the National Establishment for Employment in 1997 to
formulate and implement national employment policies. The Establishment is headed by a Director General

and includes a Board of Directors headed by the Minister of Labour and is composed of:
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(a) The director General of the Ministry of Labour;
{(b) Five members representing employees from different economic sectors;

(c) Three members representing the University of Lebanon, the Directorate of Technical and
Vocational Education, and the Educational Centre for Research and Development.

C. THE STRUCTURE OF THE LABOUR FORCE

The labour force in Lebanon, as in any other ESCWA member country, is characterized by a
predominance of male workers and low female participation. Female participation has increased slightly,
from 14.3 per cent in 1970 to 18.5 per cent in 1995.*° This can be attributed to increased female education,
a contention supported by the fact that the participation of women in the labour force in the 25-29 age group
rose from 20.3 per cent in 1970 to over 31 per cent in 1995,"*! while the participation of the age group with
secondary education (15-19) fell from 14.8 per cent in 1970 to only 6.4 per cent in 1995. The greatest
female participation rate was in the 25-29 age group, which demonstrates that recent graduates are the most
active in terms of employment participation. The lowest rate of participation was among the age groups with
only secondary education and those over 55 years of age.

Marriage is another factor that reduced the participation of women in the labour force. The
participation of single women rose for all age groups and remained relatively high, while that of married
women remained low. The participation of single women in the age group 25-29 rose from 51.9 per cent in
1970 to 67.1 per cent in 1993, while that of married women rose only from 8.9 per cent to 10.4 per cent.'*’

In contrast to marriage, education is a major factor that led to the increase in the participation of
women in the labour force. In 1993, the participation of university-educated women reached 80 per cent for
the age group of 25-29, compared with only 17.1 per cent of illiterate women.

D. EMPLOYMENT BY ECONOMIC ACTIVITY

The Lebanese economy has always been predominantly a service economy, as the agricultural sector
is small both in terms of output and employment generation. Employment in the agricultural sector did,
however, slightly increase during the civil war period-1975-1990, as large numbers of people left the main
cities to escape the war and headed for rural areas, where agriculture is predominant. During the period 1970-
1990, employment in agriculture therefore remained relatively unchanged at around 19 per cent of the total
labour force. After the end of the civil war and the return to political stability, the agricultural sector shed its
excess labour and employment in the sector dropped sharply, reaching 9.3 per cent by 1996, down from 19.1
per cent in 1990 (see table 22). Employment in manufacturing remained relatively unchanged during the
period 1970-1987, see with a slight drop representing the impact of the civil war on the sector and the drop in
output. Employment in the sector dropped from 18.8 per cent in 1970 to 17.3 per cent in 1987, rising in 1996
to 19 per cent.

The most important sector in terms of employment generation in Lebanon has been the services
sector, which provides over 55 per cent of total employment. This is a reflection of the general orientation of
the Lebanese economy with its heavy dependence on the services sector, its narrow productive base, and the
limited proportion of employment generated by the agricultural sector. The importance of the services sector
is undiminished: it generated proportionally more jobs after the end of the civil war, and in 1996, for example,
close to two-thirds of the labour force was engaged in the services sector, up from 55.7 per cent in 1970 and
close to its share of 65.3 per cent in 1987 (see table 22).
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TABLE 22. LEBANON: EMPLOYMENT BY ECONOMIC ACTIVITY, 1970, 1987, 1990, 1994 AND 1996
(ds percentage of total labour force)

1970 1987 1990 1994 1996
Agriculture 19 12 19.1 14.7 93
Manufacturing 18.8 17.3 18.8 18.8 15.1
Construction 6.5 5.4 6.3 8.3 11.6
Services 55.7 65.3 55.8 57.8 64.0

Source: ESCWA, based on national and international sources.

Analysis of the labour force in terms of level of education reveals a sharp decrease in the proportion
of illiterate workers and those with less than an elementary level of education. Between 1970 and 1996, the
proportion of illiterate workers dropped from 29.4 per cent to only 7.2 per cent, while that of workers with
less than an elementary level of education dropped from more than 35 per cent to only 8.2 per cent during the
same period (see table 23). At the same time, there was a sharp increase in the share of those with secondary
education, from 6.3 per cent in 1970 to 17.8 per cent in 1996, while the share of those with a university degree
rose from 4.3 per centto 16.7 per cent over the same period (see table 23). The sharp increase in those with
both secondary and university levels is indicative of an increasingly skilled labour force. The emphasis on
skills has been prompted by the need to compete not only in the domestic labour market, but also in the GCC
countries. Most Lebanese workers in the GCC countries are white collar workers in management, particularly
in the services sector, including tourism where they have the skills and experiences. In the GCC countries,
demand for Lebanese workers has not drastically fallen off (unlike the demand for other workers from the
ESCWA region) as they are employed mainly by a comparatively buoyant private sector. They were not
sharply affected during the Gulf crisis, as was the case for Jordanian and Yemeni workers for both political
and economic reasons.

TABLE 23. LEBANON: LABOUR FORCE BY LEVEL OF EDUCATION, 1970, 1987 AND 1996

Education level 1970 1987 1996
Illiterate 294 12.4 7.2
Below elementary 353 9.7 82
Elementary 15.2 26 28.6
Intermediate 9.5 21.6 21.5
Secondary 6.3 15.5 17.8
University 43 14.8 16.7

Source: ESCWA, based on national sources.
E. LABOUR FORCE PARTICIPATION

Total labour participation during the period 1990-1996 ranged between 24.6 and 25.7 per cent (see
table 24). This range represents a drop from the 1987 level of 30.2 per cent, explained largely by the
migration of labour: most of those who migrated to the GCC countries and elsewhere were of working age.
Labour participation is considered low compared with other developing countries such as India (44 per cent
in 1996), Indonesia (48.4 per cent) and Vietnam (51.5 per cent). Within the ESCWA region, it is lower than
Jordan and Egypt. Male participation (53.1 per cent in 1996) is higher than female participation (14.7 per
cent).”  The main factors underlying low labour force participation are the low participation of women in
the labour force, increased enrolment in education, and the migration of labour. However, participation is
expected to rise rapidly as more women join the labour force and migration declines.
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TABLE 24. LEBANON: POPULATION, TOTAL LABOUR FORCE AND LABOUR FORCE
PARTICIPATION, 1985, 1987 AND 1990-1996

Population (millions) 2.7 2.7 3.6 3.7 3.8 3.9 3.9 4.0 4.1
Labour force (thousands) 769 816 887 912 946 964 996 1000 1100
Labour force participation

(percentage) 28.5 30.2 24.6 24.6 25.0 247 25.5 25.7 25.7

Source: Banque du Liban, Annual Report, various issues.

Two dots (..) indicate that data are not available.

The labour force in Lebanon grew by an average of 4.6 per cent annually during the period 1985-
1996, compared to average population growth of about 3 per cent. If this trend persists, it will lead to an
increase over the next few years in labour force participation pushed higher by increased female participation
and the return of migrant labour. Although such a trend would be an economically healthy sign, it could lead
to an increase in unemployment, if the employment situation does not improve sufficiently. The increase in
the labour force will be accompanied by a drop in labour migration, particularly to the GCC countries.

F. EDUCATION POLICY AND THE LABOUR MARKET
1. Enrolment in education

Those of school and college age (aged 5-20) accounted for 30.9 per cent of the population in 1997,
down slightly from the 1970 level of 38.5 per cent."*> The proportion enrolled in basic education rose as
high as 95.4 per cent'® in 1997, compared with 77 per cent in 1991-1992. For the 10-14 age group,
enrolment reached 93.9 per cent, compared with 62 per cent in 1991-1992. The enrolment ratio drops
sharply at secondary school level (69.3 per cent in 1997)"7 although it is a marked improvement on the
1991-1992 figure (only 40 per cent).”® The most important observation is that 36.6 per cent of those of
seconggry school age (aged 15-19) was expected to have left the education system for the labour market in
1997.

Enrollment in technical education represented about 3.4 per cent of the total in general education and
about 48.9 per cent of the total in secondary education in 1974-1975 (just before the start of the civil war).
By 1994-1995, the ratio of enrolment in technical education reached 8.6 per cent of the total in general
education and 64.8 per cent of the total in secondary level of education.'*

The most significant feature of the data is the increase in enrolment in technical education at the
expense of total enrolment at the secondary level of education, which dropped between 1991/92 and
1994/95. Enrollment in technical education accounted for 48.9 per cent and 64.8 per cent of enrolment at the
secondary level in 1991/92 and 1994/95, respectively. In 1996, enrolment in technical education reached
48,064, representing a sharp droP back to 31.2 per cent of total enrolment at secondary level and 5.8 per cent
of the total in public education.'

135 Gl -~ all,
136 Ibid.

B7 Ibid.

3% Banque du Liban, Annual Report, 1990, 1991 and 1992, p. 147.
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The next most significant observation is the level of female enrolment: 49.9 per cent of total
enrolment in the education system as a whole in 1994/95. This is the hi%hest among ESCWA member
countries. At the secondary level alone, the ratio of females was 53.4 per cent.'

2. The structure of the education system

The education system in Lebanon is dominated by the private sector. This state of affairs is an
inheritance from the war years, which weakened the authority of the central Government. Only about 30 per
cent of students in general education in 1995-1996 were enrolled in public schools (compared with 45 per
cent in 1972-1973)."* This proportion, which stemmed from the limited capacity of public schools, owing to
the destruction of educational infrastructure during the war, raised the cost of education, and hence led to a
higher leakage of students from the education system into the labour market. This leakage is encouraged by
the low living standards of large segments of population. In addition, there is no compulsory education
system in Lebanon, a fact which serves to encourage students to drop out of the education system and join the
labour market. In 1996-1997, about 36.6 per cent of those of secondary school age (aged 15-19) dropped out
and were assumed to have joined the labour market."**

3. Educational reform

The reform of the education system has been one of the most important elements of the country’s
reconstruction plan, Horizon 2000. The education system has been allocated US$ 1,530 millions, 13.1 per
cent of the plan’s total funding.'*® The reform of the education system will include the reconstruction of
physical infrastructure, rebuilding of damaged public schools, the expansion of education services, the
introduction of vocational elements into the education system to increase awareness of the importance of
technical education and vocational training, and the reform of technical education to provide the skills
required by the economy. The aim of the programme is to achieve universal enrolment in education,
particularly at elementary level (already encouragingly high). Reform of the public education system will
result in an increase in its share of total enrolment and will thus restore a better balance between public and
private education, particularly in basic education. The shift will occur primarily because the cost of public
education is lower than that of private education. It will moreover be assisted by automatic promotion at
elementary level of pupils from one year-class to the next, a new policy designed to reduce the numbers
currently dropping out of the education system.

However, despite these reform measures, the link between the education system and the labour
market in Lebanon remains very weak. The general orientation of the education system is still towards
general education with little emphasis on applied science and technology. This has created excess supply in
several specializations, such as lawyers, while there are shortages in other important specializations. This
mismatch between the output of the education system and the needs of the economy has encouraged labour
migration and resulted in unemployment among university graduates in certain occupations. In addition, the
curricula in both general and technical education date from the 1960s,'*® so can scarcely be considered in
themselves to contribute much to an improved quality of education. Moreover, the limited capacity of public
schools has had an adverse effect on the quality of education, and hence, contributed to a fall in enrolment in
favour of private education.

It is important for Lebanon to improve the quality of education, including technical education, not
just to provide the skills needed to raise, but also to be able to compete in regional and international labour
markets. The need for labour migration is expected to continue for several years to come, owing to the
limited absorption capacity of the domestic economy. Therefore close coordination between the education

2 United Nations Development Programme (UNDP), Sustainable Human Development in Lebanon, January 1997, p. 87.
13 UNDP, Sustainable Human Development in Lebanon, January 1997, p. 89.
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system and the labour market is an urgent necessity, which should not be delayed any further, in view of
increased competition both at home and abroad for skills, and the sharp drop in the demand for unskilled
labour. This is very important for Lebanon, where the services sector is the most important both in terms of
output and employment generation. The services sector dwarfs the productive sector, particularly the
agricultural sector, and since it is highly competitive in terms of employment and output, its demand for
labour will focus on qualified and skilled staff. Moreover, this will remain especially true of employment
generation by the private sector in Lebanon (82.8 per cent in 1996).*

Although education was destined to receive more than 13 per cent of investment allocations in the
Horizon 2000 reconstruction plan, during the past few years expenditure in education has proportionally
fallen. In 1982, education received LL 3.2 billions, representing 11.7 per cent of total government
expenditures. This increased to 12.5 per cent in 1992, with education receiving LL 206.6 billion.'**
However, by 1996, it dropped to 4.9 per cent despite an increase in education spending in pound terms to
315 billion, up from 206.6 billion in 1992.'*

In 1997, spending on education dropped, in pound terms, to 314 billions, down from 315 billion
pounds in 1996. It remained unchanged as a proportion of total government expenditures, owing to the
overall fall in government spending to 6,370 billion pounds in 1997, down from 6,450 billion pounds in
1996."°° This fall, part and parcel of the restrictive fiscal policy applied to reduce the fiscal deficit is
expected to have an adverse effect on the education system. However, if the budget allocations for the
Ministry of Culture and Higher Education and the Ministry of Technical and Vocational Education are added
to that of the Ministry of Education, the proportion is seen to increase to 10.6 per cent of total government
expenditures.”’ However, this is still less than in 1992. Technical education in Lebanon is dominated by the
private sector, as is general education. In 1996, the public sector accounted for only about 21.8 per cent of
total enrollment in technical education, that is, only 10,494 students out of a total of 48,064 enrolled in
technical and vocational education in 1996."> The share of the public sector in technical and vocational
-education in 1996 was lower than its share of general education, 30.6 per cent.”® This is not, however, an
unhealthy state of affairs, as private sector involvement in technical and vocational education reduces the
burden on the Government budget and it is, in theory, more likely to closely reflect the needs of the labour
market than the public sector.

However, in Lebanon, coordination between technical and vocational education, on one hand, and
market needs, on the other hand, remains weak. In terms of skills, the private sector is focused on the needs
of the regional labour markets, which are dominated by the tourism sector. This policy has been inherited
from the oil boom era and the civil war period in Lebanon, when employment policies were directed towards
meeting the needs of the regional and international labour markets. It is also based on the years before the
war, when Lebanon took the highest regional share of tourism, before losing its share to other countries both
in and beyond the ESCWA region, such as Cyprus. There should therefore, be an overhaul of the structure
and priorities of technical and vocational training in Lebanon, so as to focus more on the skills needed by the
domestic economy without thereby neglecting the needs of regional labour markets, in view of the continued
need for labour migration in years to come.

Although the pattern of enrolment in technical education is satisfactory, there should be are-
orientation of priorities in the sector to take into consideration the increased shift of employment policy
towards the domestic economy. Cooperation between the Ministries of Labour and Technical Education
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would permit an evaluation of the skills needed by the economy and a reorientation of technical education to
provide those skills.

G. THE UNEMPLOYMENT PROBLEM IN LEBANON

High unemployment is one of the most important and intractable economic problems facing the
Lebanese economy. Unemployment rose during the 1990s owing to the dearth of job opportunities abroad,
particularly in the GCC countries, and the rapid growth of the labour supply swelled by an acceleration of
female participation. During the 1970s and the first half of the 1980s, the unemployment problem was
mitigated by the increase in demand for labour in the GCC countries as well as countries outside the region.
Owing to the relatively high skills of the Lebanese workers, they were in high demand in the region’s labour
markets, particularly in the services sectors, such as tourism and trade.

Then the Gulf crisis and subsequent slower economic growth in the GCC countries—together with
moves to indigenize labour, particularly in the public sector—hit expatriate labour hard. The result during
the past few years has been a sharp rise in unemployment in Lebanon, which suffers from a relatively narrow
economic base at home, with a very modest agricultural sector, which now employs far fewer people.

The labour supply grew at a faster rate than average economic growth during the period 1992-1997,
driving unemployment up. The supply was swelled by excess labour from the agricultural sector, where
employment dropped from 19.1 per cent of the total labour force in 1990 to only 9.3 per cent in 1997.
Although there was an increase in employment by the construction sector, boosted by the reconstruction plan
Horizon 2000, the sector remains small and employment fell back in the last two years, as growth in the
sector slowed down and severe competition was generated by expatriate workers willing to accept lower
salaries and work longer hours. Unofficial estimates for expatriate workers in Lebanon vary from 250,000 to
one million depending on whether seasonal workers are included or not. Even if we take the lower estimates
of 250,000, this is equivalent to about 25 per cent of the national labour force in Lebanon: but their work is
needed, particularly in construction and agriculture.

Unemployment in Lebanon can be attributed to the following:

(a) There is a mismatch between the supply of labour supply and demand for labour. The labour
supply has been growing at a higher rate than the demand for labour, which depends to a high degree on
economic performance;

(b) There is a high rate of leakage from the education system to the labour market, particularly in
the lower socio-economic strata of society, reflecting the cost of education and other economic factors. It is
estimated that only ten per cent of those at elementary school level will finish their education at university
level. The highest rate of students dropping out of education is at secondary level (the 15-19 age group).
They are invariably unskilled, command only a low salary and are likely to be the first to loose their jobs if
there are lay-offs;

(c) Lack of coordination between the education system and the labour market. Despite relatively
high enrolment in technical education in Lebanon, compared with other ESCWA member countries, there is
still a mismatch between the skills required by the economy and the output of the technical and general
education systems. This stems from a lack of coordination between these two important sectors and the fact
that the structure of technical education still harks back to the era before the civil war. The curricula mostly
dated back to the 1960s, when the economy was based on only a few services sectors, such as finance and
tourism; ‘

(d) A sizeable proportion of university graduates have specialized in areas for which there is
insufficient demand, leading to high unemployment among university graduates, such as lawyers. This
stems from a lack of coordination between the education system and the labour market, despite the
dominance of the private sector in both education and training in Lebanon;
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(e) Returnees see little incentive to enter the domestic labour market, where wages are much lower
than they receive abroad. Furthermore, production methods and techniques differ substantially from those
with which they were familiar abroad;

(f) There is a severe competition from expatriate workers in several economic sectors (but not
agriculture). This is particularly true for unskilled construction workers. The Lebanese private sector prefers
to employ expatriate workers willing to accept lower wages, harsher working conditions and longer hours
than nationals;

(g) A decline in employment by an agricultural sector squeezed in regional markets owing to the
high cost of production. Employment in the agrlcultural sector increased durmg the war period, as people
left the main cities for the rural areas, where agriculture is the main economic activity. But after the end of
the civil war employment in the sector dropped sharply.

H. THE STRUCTURE OF UNEMPLOYMENT IN LEBANON

Total unemployment rates remained stable, between 8.6 per cent in 1985 and 7.1 per cent during the
period 1987-1992 (see table 25). During the period 1993-1996, there were several estimates of the
unemployment rate. The central bank estimated an average of between 8 to 14 per cent durmg the period
1993-1995."**  The official Government figure in 1996 was between 8.1 and 8.9 per cent."”® This figure was
based on the survey of living conditions of families in 1997 based on a sample of 16,864 families in different
parts of the country. The study concluded that employment among women was slightly lower than among
men (7.2 per cent for women and 9 per cent for men). This is to be expected in view of the customarily low
participation of women in the labour force.

TABLE 25. LEBANON: TOTAL UNEMPLOYMENT RATE, 1970,
1985, 1987, 1990 AND 1996

(Percentage)
1970 1985 1987 1990 1992 1996
Total unemployment rate 8.1 8.6 7.1 7.1 7.1 8.9

Source: ESCWA based on national sources.

Unemployment in Lebanon in 1996 was highest among those of school age (15-19), followed by
those of university age (20-24). In 1996, unemployment among the latter was running at 17.8 per cent.”’

In terms of education, the unemployment rate in 1996 was highest among males with only a primary
level of education (31.6 per cent), followed by males with an intermediate level of education (21.8 per cent)
and lowest among males with a university degree (6 per cent). For females, unemployment in general was
lower despite the noticeable increase in their participation in the labour force between 1970 and 1995. The
participation rate rose from 14.3 per cent to 18.5 per cent between 1970 and 1995, while unemployment
among women increased only slightly from 5.3 per cent to 5.6 per cent.”

Of the unemployed in 1996, about 29 per cent had primary education, 22.9 per cent secondary
education and only 7.9 per cent a university degree. This would suggest that unemployment was higher
among the unskilled and semi-skilled than the illiterate or those holding university degrees. These unskilled
and semi-skilled workers face competition from expatriate workers, particularly in the construction sector,
which boomed immediately after the end of the civil war. These unskilled also compete with expatriate

154 Banque du Liban, Annual Report, several issues.

155 Central Statistical Administration, Statistical Studies, The Living Conditions of Families in 1997, February 1998, p. 39.
156 Tbid., p. 137. ‘
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workers in the agricultural sector. Moreover regional demand for unskilled workers has dropped over the
past few years, and hence migration is no longer an option for them (unlike for skilled workers).
Unemployment rates fall sharply with increased education as skilled workers enjoy a higher demand for their
labour at home than the semi-skilled and unskilled; and they face little competition from expatriates.

Official rates of unemployment are put at 8.9 per cent during the period 1995-1996, compared to
unofficial rates between 12 and 14 per cent.”® The latter figures are closer to reality, taking into
consideration both the economic slowdown in 1996, and political unrest in several African countries, which
host Lebanese expatriates.

The absence of official figures on unemployment clears the way for estimates of unemployment
rates, with the exception of 1996, for which the official rate was put at 8.9 per cent. This figure, though
extremely useful, must unfortunately be treated with some circumspection, as it is based upon a survey of the
living condition of Lebanese families undertaken without a specific focus on unemployment.

Despite the varying estimates of unemployment and the absence of sequential data, which hampered
the preparation of this study, all the indications are that the country is facing a major unemployment
problem. The limited volume of employment generated by the Lebanese economy, with its small productive
sector (unlikely to expand rapidly in view of the low productivity of much of its current labour force) make it
difficult to foresee a rapid improvement. The unemployment problem in Lebanon has been both frictional
and cyclical. The frictional element is precipitated by the forcing out of excess labour from the agricultural
sector to the services and construction sectors, while the cyclical unemployment is a consequence of the
mismatch between the fast-growing supply of labour and the demand for labour at home. During the 1970s
and part of the 1980s, this problem was mitigated by the migration of labour not only to the GCC countries,
but also to other countries outside the region including several African countries. The services sector in
Lebanon used to be a very active generator of employment owing to its regional comparative advantages,
particularly in tourism and financial services. However, the civil war has almost eliminated this comparative
advantage, owing to the flight of capital and expertise during the war and the emergence of other markets
(tourism, capital markets and also trade). For Lebanon, to regain its market share and its comparative
advantage, it needs to invest heavily in infrastructure and training. This would lead to an expansion in
employment generation in the services sectors, particularly tourism, which is a labour intensive industry.

The construction sector, which in 1996 employed about 11.6 per cent of the labour force is not
expected to expand over the next few years. On the contrary, it has already contracted, as the reconstruction
boom soon slowed down. So it is expected that the sector will soon shed much of its workforce, adding to
the already serious unemployment problem in the country.

In addition, the trade sector, a labour-intensive sector, is facing problems stemming from the overall
economic recession in the region in the last two years. The sector, which is very sensitive to economic
growth, not only nationally but also in the region, has not generated new jobs. On the contrary, the 1996
figures reveal workers being forced out of the trade sector. These figures, which show unemployment
according to previous activity, reveal that 23.1 per cent of those out of work had been working in the trade
sector.””” However, if those without previous work are added, the proportion of those forced out of the trade
sector becomes 15.1 per cent.'® The highest proportion of those unemployed (34.9 per cent) were new
entrants to the labour market (those with no experience, mostly young). The same figures show that the
agricultural sector continued to shed workers, as 5.2 per cent of the unemployed in 1996 had come from the
agricultural sector.'®!

%8 UNDP, Sustainable Human Development in Lebanon, January 1997, p. 70.

'3 Lebanon, National Establishment for Employment, in cooperation with International Labour Office and UNDP, Study
of the Labour Market, Beirut, 1997, table 6.

160 Ibid.
161 Tpid,
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1. MACROECONOMIC POLICY AND LABOUR POLICY

During the past three years of the implementation of the economic reconstruction plan Horizon 2000,
macroeconomic policy was expansionary, so as to restore and expand basic services after years of civil war,
and to implement the reconstruction plan. Government expenditures leapt in 1992 to LL 2,435.4 billion, from
1,196.2 billion in 1991.'? Capital investment also increased to LL 161 billion, compared with 33 billjon in
1991, and as a proportion of total expenditure, it rose to 15 per cent, up from only 6 per cent in 1991 ! The
expansion in Government public spending, together with the increase in the inflow of private capital,
reflected the return of stability to the country, and led to 4.5 per cent growth in GDP in 1992."% Economic

“expansion continued in 1993 and 1994, boosted by the inflow of FDI, attracted by monetary and political
stability in the country. The capital account in the balance of payment rose to US$ 3,107 millions in 1992,
up by 300 per cent from its 1990 level of US$ 637 million. Both the expansion of fiscal policy and the
increase in the inflow of FDI led to an acceleration of economic growth. In 1993, GDP grew by 7 per cent,
up from 4.5 per cent in 1992. In 1994, GDP grew by 8 per cent, boosted by the construction boom, in
addition to the expansion in electricity generation and air transportation. The inflow of foreign investment
continued in 1994, as reflected in the increase in the capital account in 1994 to US$ 5,602 million, up from
US$ 4,791 millions in 1993." Public spending continued to grow rapidly, reaching LL 5,204 billion in
1994, up from LL 3,017 billion'® in 1993, an increase of 85.7 per cent.

While public spending continued to rise, public capital spending dropped to LL 1,216 billion and LL
1,223 billion in 1995 and 1996, respectively, compared to LL 1,250 billion in 1994. This drop in capital
spending came as a result of the scaling down of the reconstruction plan, and as a part of the Government’s
efforts to control the deficit. Interest on the domestic government debt reached LL 2,653 billion in 1996,
which was more than double the capital investment in that year.'®’ The inflow of foreign investment dropped
slightly in 1995, as reflected in the balance of the capital account, which dropped to US$ 5,073 millions in
1995, down from US$ 5,190 millions in 1994. This had an adverse effect on economic growth, which
dropped to 6.5 per cent in 1995, from 8 per cent in 1994.

In both 1996 and 1997, economic growth declined to 4 per cent, down from 6.5 per cent in 1995.
This reflected the restrictive fiscal policy the government introduced to contain the budget deficit. Public
investment was reduced in 1996 and 1997, by 10 per cent and 45 per cent, respectively.'® In addition to the
scaling down of public investment, the restrictive monetary policy introduced to protect and stabilize the
exchange rate of the pound and to attract foreign investment, discouraged long-term borrowing for
investment purposes. This had an adverse effect on economic growth, as did the sharp drop in the
construction sector, as evidenced by the fall in the volume of construction permits (granted for less than
twenty million square metres in 1996, down from nearly 35 million in 1995). Private investment also
dropped in 1996 to 4,314 billion pounds, down from 4,772 billion pounds in 1995.'®

The shift in macroeconomic policy in 1996 and 1997, to control fiscal deficit, together with the tight
monetary policy, had a negative impact on economic growth, which, in turn, is expected to have had an
adverse effect on employment. The contraction of the construction sector, in particular, was estimated to
have had the most drastic effect on employment in both 1996 and 1997. This coincided with a fall in
employment in the agricultural sector.

12 Banque du Liban, Annual Reports, 1990, 1991 and 1992, p. 63.
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The application of restrictive fiscal and monetary policies is not conducive to employment
generation, as employment is closely linked to economic growth. However, the focus of Government policy
during the past few years has been the restoration of macroeconomic stability, the implementation of the
reconstruction plan and the attraction of foreign investment. Owing to its very limited contribution to both
output and employment generation, the public sector’s role in reducing unemployment will be mainly
confined to creating an appropriate economic environment for the private sector. In 1996, the government
provided 13.6 per cent of employment.'”® It is not expected that this share will greatly increase over the next
few years, especially with the imminent scaling down of the reconstruction plan. An expansionary fiscal
policy will have a positive impact on employment as it will encourage the private sector—still dependent on
Government projects—to make long-term investment plans that will lead to a reduction of unemployment.
Meanwhile, the role of the Government will be concentrated on education and training, which will indirectly
enhance the employment opportunities for the national work force not only in the domestic economy, but
also in regional and international labour markets.

The absence of peace in the Middle East will continue to adversely affect economic growth and
political stability, and discourage foreign investment in the country and the ESCWA region as a whole.
Moreover, a sharp increase in imports and only modest growth of exports will continue to constrain
economic growth, and thus job creation. Increased imports mean increased employment in the exporting
countries and less employment at home. Although increased exports would lead to an increase in
employment generation at home and some import substitution, the government would still need to actively
promote growth in the productive sectors, particularly the agricultural sector. This would lead to fewer
imports of basic food commodities, and a virtuous circle of increased domestic demand, creating
employment in the agricultural sector.

For the Government to implement a more expansionary macroeconomic policy it needs to solve the
problem of mounting public debt. The servicing of domestic debt accounts for about 40 per cent of total
Government expenditures, which leaves little room for expansion without creating inflationary pressures.
One solution would be the increased use of treasury bills as a source of public finance, but the interest
payable on those treasury bills would need to be kept high to attract investors, and could thus have an
adverse effect on other forms of investment, with more widespread negative implications for the investment
climate. The other possible solution is FDI.

Regional cooperation will continue to be a very important part of efforts to generate employment in
Lebanon. The direct impact of labour migration is not, however, expected to be an important factor over the
next few years, owing both to the economic situation in the GCC countries and to the latter countries’
policies of promoting their own national labour force. However, indirect factors, such as an increase in intra-
regional trade, direct investment in Lebanon and outsourcing could lead to significant job creation. Lebanon
needs to reorientate its labour policy, particularly in terms of education and training, to benefit from regional
cooperation on unemployment. It must above all encourage skills, and hence the efficiency needed to
compete with other countries, particularly in South-East Asia. Moreover, labour costs at home must be low
enough to attract other forms of regional cooperation, such as direct investment in projects in Lebanon and
outsourcing.

Therefore, labour policy has to be reintegrated into the overall macroeconomic policy in Lebanon, to
generate employment at home and encourage employment generation in the region. Labour policy can also
be integrated into trade policy so as to encourage the production of export commodities that are labour-
intensive, in order to benefit from the comparative labour advantage, and hence boost exports. Labour policy
should also be part of the country’s foreign policy, particularly since migration will continue to be an
important option for Lebanese job seekers.

'7% Lebanon, the Central Statistical Administration, Living Conditions of Families in 1997, February 1998, p. 43.
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J. SHORT-TERM OUTLOOK

The excess supply of labour is expected to persist over the next few years and beyond. The narrow
economic base of the country limits the demand for labour in the productive sector, particularly the
agricultural sector. The services sector, which has been traditionally the main sector both in terms of
employment and output, is not expected to sharply increase its share of employment over the next few years.
This is a reflection of competition, the scaling down of the reconstruction plan and economic performance
both at home and in the region. If the gap experienced in the last two years between the growth of the labour
supply (4.6 per cent) and GDP (4 per cent) persists, it will increase unemployment, unless external
employment were to make up the employment short fall. The fall in employment in the trade sector, together
with similar falls in the agricultural and construction sectors, would also swell the ranks of the unemployed.
Limited employment opportunities in the reformed public sector will have an adverse effect on employment
generation in the country over the next few years.

The continued lack of coordination between the labour market and the education system has led to
an excess supply of certain specializations and severe shortages in others. This situation will have an
adverse effect on employment generation until it is rectified. The improvement in education within the
national labour force, as reflected in the increase in numbers of those with a secondary education, has not led
to a concomitant improvement in productivity. This is because the education system in Lebanon, as in any
other ESCWA member country, still focuses on quantity of education not quality. In Lebanon the problem is
compounded by outdated education curricula, which go back to the 1960s.

Low wages and salaries have an adverse effect on employment. They discourage women from
participating in the labour market, because of the meagre economic rewards, and cause the job market to
stagnate, as a large portion of the labour force takes on more than one job thus closing off avenues for new
entrants to the labour market. This partly explains the high proportion of young people among the
unemployed, which is expected to persist in the coming years.

The prevailing macroeconomic policy does not include a job creation strategy, and hence any
increase in employment generation will have to flow from increased GDP. The boom in construction has
created new job opportunities (more than 11 per cent of all employment in 1996 was in construction). But
they are expected to diminish due to the scaling down of construction permits and the high interest rates that
prevent businessmen from engaging in construction. The economic slowdown, both at home and in the GCC
countries in 1998, will limit employment in trade, one of the most important job creation sectors.

The rapid prevailing growth of the labour supply is expected to continue over the next few years,
boosted by continued leakage from the education system to the labour market, the acceleration of the
participation of women in the labour market and the return of migrant workers from the GCC countries and
elsewhere, particularly Africa.

The role of the private sector will be important in determining the pattern of employment in Lebanon
over the nextfew years. The public sector’s small share of total employment (only 13.6 per cent in 1996) is
not expected to increase and may even decrease. Therefore, the role of the private sector will to a large
extent determine the level of employment in the country. The private sector in Lebanon prefers to employ
expatriate workers as they accept lower wages, longer hours and poorer working conditions. This preference
has had a negative impact on the employment of nationals and it contributes to the worsening of
unemployment in the country.

The development of the productive sector is an essential element in any Government job creation
strategy. In Lebanon, the agricultural sector has been forcing workers out. Although this is a commonplace
phenomenon in almost all ESCWA countries, it will have a serious effect on employment. The development
of the agricultural sector would be an important step towards stabilizing employment in the sector and then
reversing the trend, so that it becomes a source of new employment. However, for this to happen, the sector
has to be given high priority, particularly in terms of agricultural credit as well as technical assistance in the
form of subsidies to enable it to sustain the tough competition. Tourism is another economic sector which
can generate employment. The country has a comparative advantage in tourism, owing both to its
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experience before the civil war and the richness and variety of its tourist attractions. The sector has achieved
rapid growth in the past few years and is expected to continue to do so, provided that political stability
prevails: so as a labour-intensive sector its role in employment generation is expected to expand.

Reform of the education system, in particular increased enrolment at secondary level, and a
concomitant fall in leakage to the labour market, would lead to slower growth of the labour force. This
would have an indirect positive effect on employment. Closer coordination between the education system
and the labour market will result in a reduction in structural unemployment by providing the economy with
skills that are needed and reduce the supply of people with skills that are not needed. Such coordination is
urgently needed and will be a vital element in any job creation strategy.

Economic performance will to a great extent determine the level of employment over the next few
years. The economic performance of the country will be enhanced by a shift of macroeconomic policy
towards a more expansionary strategy, an inflow of FDI and progress in the peace process. A change in the
direction of economic policy is not anticipated in the immediate future in view of the persistent budget
deficit. The inflow of FDI, which will probably continue undiminished (still attracted by high interest rates)
is unlikely to herald rapid growth. This is closely linked to political stability both in the country and in the
region and progress in the peace process. The peace process has been deadlocked for the past two years and
the immediate future is not promising; it is thus expected to continue to represent a barrier to economic
growth in the country and in the region.

Regional economic cooperation has been and will continue to be an important element in the
Lebanese employment picture. Migration will continue to be an important factor in reducing unemployment.
The domestic economy, with its narrow productive base, will not be able to provide enough job opportunities
to absorb the excess labour supply. The provision of external employment outlets will be an important
element in any job creation strategy to be considered by the Government. However, this requires prediction
of the future needs of the labour markets in the GCC countries in order to be able to provide the skills
needed. These skills must enable Lebanese workers to compete with their counterparts from other labour-
exporting countries, not only in the ESCWA region but also in South and South-East Asia. This is a question
of education and training. To increase the demand for labour and hence reduce unemployment, the country
should also try to induce major industrial and commercial establishments in the region to set up branches in
Lebanon, as part of their outsourcing activities.
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V. CASE STUDY: YEMEN
A. MACROECONOMIC DEVELOPMENT
The Yemeni economy is characterized by:

(a) A high exposure to external shocks. This stems from its heavy dependence on the external
world for imports and for the inflow of foreign savings to bridge the wide savings gap. It also depends on
the outside world for imports to meet a large portion of domestic aggregate demand,;

(b) Limited sources of domestic finance, such as oil revenues, which remained limited by both
modest production capacity and low oil prices. Oil revenues are currently absorbed by increased imports of
basic commodities, particularly wheat;

(¢) A limited domestic resource base. Agriculture, which is the most important economic sector in
the country, is limited by the area of cultivable land, scarce water resources, and traditional farming
techniques. It has also been adversely affected by the migration during the 1970s and 198
0s of farmers to the GCC countries;

(d) Heavy reliance on deficit finance, which aggravated inflationary pressures, particularly during
the period 1990-1994.

All these characteristics have had a negative impact on economic growth in the country and have
rendered the economy highly susceptible to external shocks such as the Gulf Crisis of 1990-1991.

The economy of Yemen witnessed unfavourable internal and external pressures during the period
1990-1995. The internal pressures included the return of 731,000 Yemenis from the GCC countries during
the Gulf crisis and war of 1990, price increases after their return and the need to fairly rapidly increase
imports to meet their basic needs, and the sharp increase in unemployment, as the returnees included more
than 300,000 workers. The external pressures included a cut in economic assistance from the GCC
countries, particularly Saudi Arabia, the main donor country, and a sharp reduction in the inflow of
remittances, which represents the most important source of foreign exchange.

The situation worsened in 1994, with the eruption of the internal military conflict that resulted in
severe damages to several installations, and agricultural and industrial products. It also led to increased
unemployment, a deterioration in the exchange rate of the local currency, a sharp rise in the fiscal deficit, and
soaring inflation as the Government printed money to meet the accumulated budget deficit and to finance the
war. The budget deficit rose as a proportion of GDP from 8 per cent in 1990 to 16.5 per cent in 1994, while
inflation rose from 29.5 per cent to 45.8 per cent during the same period, and the local currency depreciated
from 11.7 Yemeni rials to the US dollars to Yris 50. Unemployment rose from 12.3 per cent to 16 per cent
during the same period.

This unsustainable situation prompted the Government to formulate measures to restore both internal
and external imbalances as a first step towards economic and institutional reform to reactivate economic
growth, and control inflation and the budget deficit.

Immediately after the war came to an end, the Government, in consultation with the IMF, formulated
the first part of its economic reform programme. The stabilization programme for 1995-1997 was thus
adopted and implemented. The country’s economy, as measured by GDP, grew at an average annual rate of
3.7 per cent during the period 1990-1995."”" This rate was considered relatively satisfactory in view of the
prevailing internal and external economic and political pressures.

'\ Yemen, First Five-Year Plan for Economic and Social Development (1996-2000), p. 35.
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In sum, the country’s unification, merging two systems in May 1990, put a heavy burden on the
Government’s budgetary and economic systems. Shortly after the unification, the second Gulf crisis erupted,
with severe repercussions for the Yemeni economy. Then in 1994, the country witnessed an armed internal
conflict which entailed severe economic losses. These crises hampered economic growth and aggravated
macroeconomic conditions in the country. Budget deficits rose sharply both in rial terms and as a percentage
of GDP. 1In 1994 the budget deficit reached Yrls 44.2 billion, up from just 6.1 billion in 1991: asa
percentage of GDP, the deficit rose to 46.4 per cent, up from 4.2 per cent during the same period (see table
26). Imports of goods and services jumped from Yrls 53.7 billion in 1991 to Yrls 328.7 billion in 1996,
while as a percentage of GDP, they rose from 36.8 per cent, in 1994 to 50.2 per cent in 1996 (see table 26).

TABLE 26. YEMEN: MACROECONOMIC INDICATORS

1991 1992 1993 1994 1995 1996 1997

GDP (billions of Yrls at current prices) 146.0 182.8 220.1 268.8 447.8 655.2 740.6
Total consumption (billions of Yrls) 155.1 189.7 244.0 267.0 437.8 553.7 5724
Gross fixed capital formation (billions of Yrls) 239 355 445 60.9 114.1 166.0 205.5
Exports of goods and services (billions of Yrls) 20.8 23.1 332 435 118.2 264.2 320.1
Imports of goods and services (billions of Yrls) 53.7 65.5 101.4 102.7 2159 328.7 357.4
Total Government expenditure (billions of Yrls) 44.1 57.0 69.0 87.1 124.1 207.7 292.8
Total Government revenues (billions of Yrls) 38.0 342 38.1 429 933 2322 301.2
Budget deficit (billions of Yrls) 6.1 22.8 30.9 44.2 30.8 24.5 8.4
As percentage of GDP
Total consumption 106.2 103.8 110.8 99.3 97.8 845 77.3
Gross capital formation 16.4 19.3 20.2 222 25.1 253 27.7
Exports of goods and services 14.2 12.6 15.1 16.2 26.4 40.3 43.2
Imports of goods and services 36.8 35.8 46.0 382 48.2 50.2 483
Government expenditures 30.2 312 313 324 27.7 31.7 395
Government revenues 26 18.7 17.3 16.0 20.8 354 40.7
Budget deficit 4.2 12.5 14.0 16.4 6.9 3.7 1.1

Source: ESCWA, based on national sources.

Inflation rose sharply during the period 1991-1994: the consumer price index rose from 23.4 per cent
in 1991 to 45.8 per cent in 1994. Inflation was fueled by a worsening budget deficit and the Government
policy of financing through money creation. In addition, the sharp increase in imports pushed prices up
generally, the more so as devaluation of the currency forced up the local prices of imports.

The local currency depreciated rapidly during the period 1990-1995. It dropped from Yrls 11.7 to
the US dollar in 1990 to Yrls 50 in 1995 (this is the official rate);'’* the unofficial rate was even lower: it
dropped from Yrls 15.59 to the dollar to Yrls 94.2 during the same period.'”

In terms of the structure of GDP, there has been a slight increase in the contribution of the
agricultural sector, rising from 28.1 per cent in 1990 to 31.2 per cent in 1995. This can be explained by two
factors: first, the return to agriculture of some of the returnees from the GCC countries, most of whom had
been engaged in agricultural activity before migrating, and second, an upturn in agricultural production
owing to better weather conditions (as the agricultural sector in Yemen remains highly susceptible to the
weather conditions). However, the most important development in the structure of GDP was a rapid
expansion of mining and quarrying, rising from 14 per cent in 1990 to 17.1 per cent in 1995. This substantial
increase can be attributed to the expansion in oil production during the period. Average daily production
increased from 194,596 barrels per day (bpd) in 1990 to an average of 343,800 bpd in 1995."”* On the other
hand, there was a fall in Government services’ share in GDP, from 15.8 per cent to 8.3 per cent, with
downsizing implemented as part of the national economic reform programme.

' Ibid., p. 40.
' Ibid., p. 42.
'™ Yemen, First Five-Year Plan for Economic and Social Development (1996-2000), p. 42.
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B. ECONOMIC REFORM

The economic stabilization programme was initiated in 1995 after the economic situation drastically
deteriorated. Inflation rocketed to over 60 per cent, the budget deficit grew as a result of expenditure related
to the war of 1994 and subsequent reconstruction. The budget deficit reached 16.4 per cent of GDP in 1994
and the exchange rate of the domestic currency deteriorated sharply as the country’s foreign reserves fell and
the Government continued to rely on deficit financing. The economic reform programme in Yemen, as in
many other developing countries, consisted of two parts.

The first, the stabilization programme, aimed at controlling inflation and the budget deficit and
stabilizing the exchange rate of the domestic currency. This was successfully implemented during the period
1995-1997 (a three-year programme). The tight monetary policy yielded results in 1996, as inflation
dropped and the exchange rate settled in the range of Yrls 60-70 to the US dollars. The budget deficit fell as
a percentage of GDP following a decrease in Government subsidies and an increase in revenues. In 1997 it
fell to 3.5 per cent, down from 16.5 per cent in 1994. Inflation was also reduced during the three year period
from about 70 per cent to 27 per cent in 1996 and to less than 20 per cent in 1997.

In 1997, the Government introduced the second part of the economic reform programme by initiating
an enhanced structural adjustment programme with the assistance of the IMF, which granted US$ 512
million, as a stand by loan for 1997-2000. Part two of the economic reform programme includes deeper
structural reform, fiscal, monetary and institutional. It aims to reduce the budget deficit to 2 per cent of
GDP; to reform fiscal policy (expenditures and revenues); to reform the tax system by eliminating tax
exemptions not included in the investment law, and to extend the general sales tax to services; to reform the
customs system; to abolish the remaining subsidies; and to implement the privatization programme.

In the area of employment law, the programme calls for the creation of a labour retrenchment fund
that will provide assistance to workers made redundant as a consequence of the reform programme which
includes the privatization and the downsizing of the public sector.

The budget deficit is expected to improve with the reduction in subsidies; the reduced wage bill
expected to result from the reduction in the number of employees; the increase in revenues brought by the
sales tax on services; and earnings from the privatization of state-owned enterprises.

However, it remains to be seen how the Government can cut public sector employment at a time of
increased unemployment. Moreover, public support for economic reform in general, and privatization in
particular, is likely to wane with increasing unemployment and the expected increase in the prices of goods
and services, as a result of the cut in subsidies and other aspects of economic reform. These factors, and the
devaluation of the domestic currency have already led to a drop in living standards, particularly for
government employees on a fixed income and their dependents.

C. THE STRUCTURE OF THE LABOUR FORCE

The Yemeni labour force can be described in the following terms:

(a) The predominance of unskilled and semi-skilled workers and shortages of skilled workers;

(b) The labour market is both a provider and recipient of labour. This situation arose due to
migration to the GCC countries of workers in search of jobs and higher wages, and because of specific
shortages, particularly of teachers and doctors. To fill the gap, the Government relied on expatriate teachers
and doctors, particularly from Egypt and Sudan. Migration to the GCC countries created general shortages

in certain sectors, particularly agriculture, and thus contributed to the slowdown in agricultural growth;

(¢) The low participation of women in the labour force. This stemmed from the fact that illiteracy
remains high among women (76 per cent in 1994, compared with 37 per cent for men)."” Social traditions

5 Yemen, First Five-Year Plan for Economic and Social Development (1996-2000), p. 140.
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have also discouraged women from participating in the labour force. However, women remain very active in
the informal sector and in the agricultural sector: at home they often had to take over the role of their
husbands who were working abroad,

(d) A high percentage of young workers. More than 50 per cent of the population is within the 0-14
age group, which accelerates the already rapid growth of the labour force;

(e) Low participation of the labour force. The 1994 population census revealed labour participation
rate of only 20.7 per cent. In 1996, the labour participation rate increased slightly as a result of growth of the
labour force (4.9 per cent) in excess of population growth (3.7 per cent). This compares to a rate in Finland
of 50.4 per cent, or among other developing countries of 48.4 per cent in Indonesia or 51.5 per cent in
Vietnam.'”®  Female participation in Yemen is even lower: less than 20 per cent in 1996 (17.7 per cent)
compared to 37.2 per cent and 49.4 per cent for Indonesia and Vietnam, respectively;'”’

(f) The continued dominance of agriculture in employment generation despite a decline in recent
years. The share of total employment provided by agriculture fell from 61.2 per cent in 1998 to 50.1 per cent
in 1997. The sector’s share of GDP is much more modest (only 28.8 per cent) as a result of low
productivity.  Despite its continued importance as a source of employment it has been shedding workers. If
that trend continues, other sectors will have to absorb the agricultural workers forced off the land over the
next few years;

(g) Increased local migration from rural to urban areas, induced by the attraction of the main cities
and low wages in rural areas. This has led to greater urban unemployment than rural unemployment, 11.5
per cent as against 8.4 per cent (in 1994, for which year detailed data are available).

The labour force in Yemen rose from 2.63 million in 1991 to an estimated 3.5 million in 1997 (see
table 27), representing an average annual growth rate of 4.9 per cent. This outstripped population growth of
3.7 per cent. The high growth rate of the labour force stems from the overall demographic picture. The age
group 0-14 accounted for more than 50 per cent of the total population in the 1994 census (the last census).
The growth of the labour force is also fueled by the large number of students dropping out of the education
system. Much of the labour force is of school and college age (6-24). The ranks of unskilled labour are thus
swelled by the entry into the labour force of young people who have failed to complete their basic education.
According to the 1994 census, more than 53 per cent of the labour force was illiterate and only 3.1 per cent
were university graduates.'”® This represented a severe structural imbalance. What the country needs,
however, is skilled and/or semi-skilled workers able to raise productivity, and hence help the economy to
compete globally, particularly in the tradeable goods sectors. This issue is directly linked to education and
training policy, which should focus on the needs not only of the domestic economy but also the regional
labour market, particularly the GCC countries, in case there is a call for a return of a substantial number of
workers to these countries.

TABLE 27. YEMEN: TOTAL LABOUR FORCE

(Millions)
Male 2.13 2.20 2.30 2.40 2.60 2.60 2.80
Female 0.50 0.55 0.60 0.60 0.60 0.70 0.70
Total 2.63 2.75 2.90 3.00 3.20 3.30 3.50
Labour forces as percentage of the total population
Labour force participation 19.70 19.90 20.20 20.20 20.70 20.70 21.10

Source: ESCWA, based on data provided by the Ministry of Planning and Development.

178 1LO, World Labour Report, 1997-1998, pp. 262-264.
177 Ibid.

7% Data from unpublished sources.
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D. EMPLOYMENT BY ECONOMIC ACTIVITY

The productive sectors of the economy remain the most important sectors in terms of employment
generation despite a decline from 72.1 per cent in 1981 to 63.6 per cent in 1997 (see table 28). Their share
could have been even higher had it not been for migration to the GCC countries. Their share of total
employment generation (63.6 per cent in 1997) was slightly higher than their share in the country’s GDP
(62.3 per cent). However, analysis of the agricultural sector alone shows its share of employment to be much
higher than its contribution to GDP (50.1 per cent compared to 28.8 per cent respectively in 1997). Low
productivity in agriculture is a result of its dependence on traditional techniques, and unreliable weather
conditions.

In terms of employment by sector, the most important development in the past few years has been
the increased proportion of employment provided by Government services (5.9 per cent in 1987, 11.4 per
cent in 1997) followed by employment in trade (6.2 per centand 10.5 per cent). However, the share of
Government services is expected to drop as a result of downsizing of the public sector, as part of the
implementation of the economic reform programme. Like the agricultural sector, Government services will
continue to shed excess labour which will have to be absorbed by other sectors, particularly manufacturing,
trade and fishing.

Mining and quarrying, a capital-intensive sector, generated little employment despite its growing
contribution to GDP (in 1997, 0.3 per cent of employment but 18.4 per cent of GDP). The manufacturing
sector remains limited both in terms of share in GDP and employment. It provided 3.8 per cent of
employment in 1988, rising to 4.6 per cent in 1997 (see table 28). On the other hand, its share of GDP
dropped from 9.5 per cent in 1989 to 8.1 per cent in 1997. The manufacturing sector in Yemen is still
dominated by oil refining, which in 1997 represented more than 47 per cent of all industrial activity in the
country. Since manufacturing sector is both capital and labour-intensive, its expansion is expected to lead to
an increase in employment generation. As the sector is dominated by the private sector it should be able to
expand as a result of economic liberalization and deregulation. In 1995, the private sector accounted for 75
per cent of total manufacturing output, and provided 85 per cent of manufacturing jobs.'” The fishing
sector, an important agriculture activity able to achieve high growth rates, owing to the rich coastline, is
expected to contribute heavily to output and employment generation.

TABLE 28. YEMEN: EMPLOYMENT BY ECONOMIC ACTIVITY

(Percentage)
Agriculture, forestry and hunting 61.2 60.2 54.5 50.1
Mining and quarrying 0.2 0.5 03 0.3
Manufacturing 3.8 4.2 3.9 4.6
Electricity and gas 0.7 0.5 0.5 04
Construction 6.2 5.6 6.5 82
Transport and communication 3.5 4.6 4.5 4.9
Trade and restaurants 6.2 9.7 10.0 10.5
Finance and real estate 0.3 0.9 1.1 1.2
Government, personal and social services 12.5 13.9 18.8 8.0
Others 59 . . 114
Total 100.6 100.1 100.1 99.6

Source: ESCWA, based on national sources.

Note: Percentages do not add up to 100 per cent because of rounding.
Two dots (..) indicate that data are not available.

17 Yemen, First Five-Year Plan for Economic and Social Development (1996-2000), p. 101.
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E. EDUCATION POLICY

In Yemen, there has been a very weak link between education and employment policy. This can be
seen in the imbalance between enrolment in general education and enrolment in technical education and
vocational training,

The education policy of Yemen has focused on expanding basic education to reduce illiteracy,
particularly among women. According to the 1994 census, illiteracy among women was more than 76 per
cent, compared to 36.5 per cent for men.'® To expand basic education, education policy concentrated on
increased enrolment, and on general education at the expense of technical education and vocational training.
In 1997, for example, only 12.4 per cent of students at the secondary level were enrolled in technical
education (this compares with figures of 44.8 per cent for Belgium for 1993/94 or 29.3 per cent for Denmark
during the same academic year).'"! Only 2.1 per cent of students at secondary level went on to vocational
training institutions. These structural imbalances in the education system lead to a similar imbalance in the
structure of the labour force and deprive the economy of necessary skills. In marked contrast to the surplus
of unskilled workers, there is a skills shortage, which, aggravated by migration to the GCC countries, created
a gap which has had to be filled by importing workers.

High illiteracy and low enrolment in technical education and vocational training adversely affected
employment policy in Yemen. An active employment policy requires coordination between the education
system and the labour market, to restore a vital balance between the objectives of the education system and
the needs of the economy.

The development of human resources, through education and training, helps in the accumulation of
capital, and the promotion of modern techniques and technology. This is particularly important in the trade
sectors, where competition, both at home and abroad, has been very high during the period of economic
liberalization and deregulation. The upgrading of skills is important for the country, not only to meet the
needs of the domestic economy, but also to compete in regional markets if and when the possibility arises for
the return of Yemeni workers to the GCC countries. The upgrading of skills and the development of human
resources in general require the expansion of the education and training sectors to absorb new entrants to the
education system, particularly in Yemen, where more than 50 per cent of the population is in the 0-14 age
group. This, in turn, requires the allocation of substantial funds to expand the education system to meet their
needs.

Enrolment in secondary education rose by 161.8 per cent from 1990 to 1995, partly because of the
returnees.  Although enrolment in technical education centres rose by 148.8 per cent during the same period
1990-1995, the total number remains very low compared with the total number in secondary education. In
1991, enrolment in technical education amounted to only 6 per cent of the total in secondary education.
Despite the doubling of this proportion to 12.4 per cent in 1997, the total is far too low for the volume of
skills needed. Total enrolment in higher education increased by 153.8 per cent during the same period."®* In
1995, the number of students enrolled in technical education centres was only about 18 per cent of those
enrolled in the universities, which demonstrates that education is biased towards general education.

The expansion of higher education is driven by popular demand as much as it is by economic
necessity. Despite the cost of higher education per student compared to basic education, governments, not
only in ?ggzmen, but also in developing countries in general, are putting more emphasis on higher
education.

%0 Tbid., p. 140.

81 The United Nations Educational, Scientific and Cultural Organization (UNESCO,), Statistical Year Book, 1996, pp. 3-
188 and 3-189.

82 bid., p. 38.

'8 Therefore, there is a need for educational reform, not just in Yemen, but in the other ESCWA member countries, to
reduce the emphasis on the expansion of higher education and focus more on basic education and technical education and training.
This focus will help in two ways: first, it will reduce Government expenditure on education, and thus help reduce fiscal deficit,
second, it will provide the economies with much needed skills. There should be a balance between public demand for higher
education and the economy’s need of skills at lower levels of education. The social benefit of higher education should not be the sole
factor driving education policy: it must be weighed up against the needs of the economy.
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The Government has tried in the first five-year plan to restore some balances between the increase in
general enrolment in basic education (planned to reach 90 per cent by the year 2000) and enrolment in
technical education. The first priority in education policy during the plan period (1996-2000) was to meet
the needs of the economy for various skills. 8 However, no specific percentages were attached to the target
of increased enrolment in technical education, so it remains to be seen how this objective can be met,
particularly during a period of contraction in public spending (as part of the reform programme).

The plan calls for the extension of vocational training to various parts of the country, particularly
rural areas, where most workers are still unskilled. It calls for balance in the country’s labour force in
general by increasing the proportion of skilled workers, but here again, no details are provided on how this
important objective is to be achieved.

The link between education policy and employment policy is also weakened by the problems facing
basic education, particularly after 1990, which witnessed the return of more than 750,000 Yemenis from the
GCC countries. This has led to the over-stretching of social services, particularly education services,
reflected in the increase in average class sizes and teacher-pupil ratios, lowering the quality of education.
Poor basic education will have a knock-on effect on subsequent levels of education, including technical
education. Government efforts to expand education, including the recruitment of high school graduates
without proper qualifications as teachers, may have helped extend the reach of the education system but
achieved nothing for its quality. There is a need to increase the participation of women in education by
increasing enrolment in both basic education and higher education. Such a policy will lead to increased
participation of women in the labour force, currently very low.

F. GOVERNMENT STRATEGY IN EDUCATION AND TRAINING

Government strategy in these two important areas requires reform of the education system to meet its
developmental objectives. This means expanding, deepening and integrating the training system to meet the
market’s need for skills. The current five-year plan envisages comprehensive reform. Its aims are to:
enlarge training centres and facilities; to extend training facilities to much more of the country; to increase
coordination between currently widely dispersed training centres; to prepare a training master plan; and to
expand the role of the private sector.

However, these goals need to be worked up into a detailed plan witha timetable and funding.
Additional Government spending will be needed, as well as assistance from donor countries and international
financial institutions.

G. MACROECONOMIC POLICY AND EMPLOYMENT POLICY

Macroeconomic policies during the period 1990-1994 focused on the basic needs of the population,
particularly after the sharp increase in population caused by the returnees. There was a sharp increase in
imports when the productive sectors proved insufficiently flexible to respond to the rapid consequent
increase in domestic demand. This led to a deterioration in the balance of trade. Public spending soared,
first to finance the unification of the country and second, to finance the cost of the internal conflict. As the
budget deficit grew, internal economic imbalances worsened.

During this period, there was no link between macroeconomic policies and employment policy, so
unemployment rose as the economy grew more slowly than the labour force (4.9 per cent per year).

After 1994, macroeconomic policies shifted as a result of the implementation of the stabilization and
economic reform programme, which entailed a restrictive macroeconomic policy. This succeeded in
achieving economic stability, reduced both internal and external imbalances, stabilized the local currency
and reduced the inflation. Macroeconomic stability led to a general improvement in the economic

184 Yemen, First Five-Year Plan for Economic and Social Development (1996-2000), p. 143.
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environment in the country. The result in 1995, assisted by increased oil production and agricultural output,
was economic growth of 9.34 per cent.'®

However, the improvement in economic conditions in 1995 did not lead to a similar improvement in
the employment situation. Employment dropped as a result of public sector retrenchment. This was part and
parcel of Government efforts to cut public spending at a time when its wage bill accounted for more than half
of all public spending.

The drop in employment in the public sector was not compensated for by an increase in private
sector employment. The private sector remained cautious and watchful, its doubts reinforced when it
became apparent that the purchasing power of the population had fallen as a result of management of
aggregate domestic demand (by means of higher prices and lower subsidies), liberalized interest rates, and
unemployment following public sector redundancies.

The current objectives of the country’s macroeconomic policy are bound up with implementation of
the economic reform programme. Its aims are to restore economic stability, encourage the participation of
the private sector, and stimulate the inflow of foreign direct investment. In addition, the policy aims to
downsize the public sector both in terms of its participation in the productive sectors of the economy and as
employer of last resort. This latter objective is expected to put additional pressure on the employment
situation. It is not expected that the drop in public sector employment will be made good by a concomitant
increase in employment generation by the private sector. There will be a short to medium-term transitional
period, during which employment will rise.

Economic growth during the period 1990-1995 (which averaged 3.7 per cent) was lower than the
average annual growth of the labour force. This low economic growth, public sector retrenchment and
private sector caution have led to a drop in employment generation in recent years.

On the supply side, the rapid growth of the labour force, boosted by a high population growth, must
be met by faster economic growth. Therefore, the country’s First Five-Year Plan for Economic and Social
Development calls for an average annual growth rate of 7.2 per cent."®® But this goal looks very ambitious.
The litany of prevailing economic conditions is a sobering one: domestic saving remains very limited,
workers’ remittances are not expected to increase significantly, the inflow of FDI is not expected to increase
fast enough, at least during the first few years of the plan, oil prices remain far below their 1995-1996 level,
oil production has levelled off, and agricultural production, the most important component of the country’s
GDP, remains heavily dependent on favourable weather conditions. The private sector could play a major
role in boosting economic growth, but it is reluctant to act before assessing economic reform programme
(after its conclusion).

The current mismatch between the supply of and demand for labour, constrained by relatively low
economic growth, is not expected to be resolved by increased employment generation in the country over the
next few years. As long as the economy remains heavily dependent on the external world (in terms of the
inflow of financial resources, imports, and employment), it will be buffuted by global fluctuations. Only
when domestic saving increases, and when the current dependence on a volatile agricultural sector is relieved
by alternative production, only then will the country attain economic stability conducive to higher economic
growth and increased public and private sector employment.

To summarize, during the period 1990-1996, there was no link between the country’s
macroeconomic policy and employment policy. Conversely, macroeconomic policy was directed to the
management of the country’s aggregate domestic demand. It involved restrictive monetary and fiscal
policies and was not conducive to employment generation. During the period 1990-1996, the creation of
employment was not a high priority. The priority was the implementation of the economic reform
programme, and the achievement of macroeconomic stability. To mitigate the negative effects of the reform

"> Yemen, First Five-Year Plan Jor Economic and Social Development (1 996-2000), p. 35.
'8 Yemen, First Five-Year Plan Jor Economic and Social Development (1 996-2000), p. 27.
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programme on employment, the country formulated the first five-year plan for economic and social
development, with economic growth of 7.2 per cent per annum envisaged for the period 1996-2000.

H. UNEMPLOYMENT

High unemployment is the product of high population growth, on the one hand, and the rigidity of
the productive sector, particularly the agricultural sector, on the other hand. The sharp reduction in the
number of Yemeni workers migrating to the GCC countries has worsened the unemployment problem.
Moreover, the fastest growing sector in the economy, mining and quarrying, is capital-intensive and has not
contributed to a reduction in unemployment.

Unemployment in Yemen is both cyclical and structural. Cyclical unemployment is represented by
the gap between a high supply of labour and low demand for labour, while structural unemployment is
illustrated by labour shortages in certain sectors, such as education and health, coexisting with surplus labour
in other sectors, particularly agriculture.

Unemployment has been aggravated in the past three years by the freeze on public sector recruitment
and subsequent downsizing, as a result of the implementation of the economic reform programme. This
downsizing occurred during a period of slow economic growth when the private sector was unable to absorb
those made redundant.

Unemployment surged from 12.3 per cent in 1990 to 18.3 per cent in 1997 (according to official
figures, see table 29). The unemployment rate reached its peak in 1994 (25 per cent, double its 1990 level).

TABLE 29. YEMEN: UNEMPLOYMENT RATE, 1990-1997

(Percentage)
1990 1991 1992 1993 1994 1995 1996 1997
Unemployment rate 123 14.5 15.1 15.7 25.0 16.4 9.0 18.2

Source: ESCWA, based on unpublished data provided by the Ministry of Planning and Development as well as other
national sources.

Analysis of the structure of unemployment reveals that the majority are in the younger age groups,
reflecting the demographic bulge of young population and a leakage from the education system on to the
labour market. This can be seen from the slow enrolment rate at the basic education level: only 64.5 per cent
in 1994,'" so the remainder are presumed to have joined the labour force. It is worth noting that the low
participation of women served somewhat to restrain growth of the labour force. Had the participation of
women been higher than a mere 17.7 per cent, the labour force could have increased by much more than the
4.6 per cent recorded.

Leakage from the education system to the labour market does nothing to increase labour
productivity, as most of the young workers take on manual work requiring minimal skills or none. The result
is a swelling of the ranks of illiterate, and unskilled labour in the country.

Analysis of age statistics reveal the greatest unemployment among the young population: 31.9 per
cent of the unemployed were aged 10-24 in 1991. By 1994, this group accounted for 59.3 per cent
(calculated from table 30). This age group includes those of school and college age and might thus be
expected to include a certain number of young people making the transition from education to work, but the
statistics reveal a very much more serious youth unemployment problem than that.

Unemployment drops in the older age groups. In 1991, those aged 59 accounted for 22.8 per cent of
total unemployment, falling even lower in 1994 to 11.6 per cent (calculated from table 30). The return of a
number of Yemeni workers to the GCC labour market could explain this drop.

187 Yemen, First Five-Year Plan for Economic and Social Developments (1996-2000), p. 140.
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In 1991, more than 89 per cent of the unemployed were male and the rest were female. In 1994, the
proportion of unemployed males dropped slightly to 88.2 per cent, while that of females rose slightly to 11.9
per cent (see table 30). This is a reflection of the preponderance of men in the labour force. In addition,
there has been an increase in demand for female workers, particularly in the education and health services
(which also currently employ a large number of expatriates).

TABLE 30. YEMEN: UNEMPLOYMENT BY AGE, SEX AND EDUCATION

(Percentage)
By age 1991 ‘ 1994
10-14 8.0 14.7
15-19 92 23.9
20-24 14.7 20.7
25-29 13.9 12.2
30-34 10.7 6.9
35-39 11.9 5.5
40-44 8.0 3.9
45-49 6.2 3.1
50-54 5.6 2.8
55-59 3.0 1.8
60-64 4.3 1.9
65+ 45 2.6
Total 100 100
By level of education
Illiterate 45.0 49.8
Read and write 36.7 26.5
General education 17.8 21.7
University degree B.Sc. 0.3 1.5
Unspecified 0.2 0.5
By sex
Male 89.1 88.1
Female 10.9 11.9

Source: ESCWA, based on data provided by the Ministry of Planning and Development.

In 1991, about 45 per cent of the unemployed were illiterate, while 36.7 per cent had relatively little
education but were able to read and write (see table 30). These two categories, into which unskilled labour is
subsumed, represented 81.7 per cent of total unemployment in Yemen in 1991. Most had been engaged in
agriculture. They had no skills of interest to other sectors. In 1994, illiterate workers accounted for very
nearly half the unemployed (see table 30), while those able to read and write accounted for 26.5 per cent,
down from 36.7 per cent in 1991. That drop can be explained either by a slowdown in leakage between
education and the labour market or by the return of Yemeni workers to the GCC labour markets.

Unemployment among university graduates is low. In 1990, only 0.3 per cent of all unemployed
people were university graduates (rising only to 1.5 per cent in 1994). There is evidently strong demand for
their services. Graduate unemployment is likely to remain low over the next few years: the scarcity of skills
leaves graduates much in demand and keeps their wages high.

I. GOVERNMENT EFFORTS TO TACKLE UNEMPLOYMENT

The Government is fully aware of the complexity of the unemployment problem, particularly after
introduction of the economic reform programme, which led to a downsizing of the public sector. The
Government is also aware that, to reduce unemployment, economic growth must be pushed to higher rates
than the growth of the labour force. To reduce or partly mitigate, the impact of the implementation of the
economic reform programme on unemployment, the Government formulated the First Five-Year Plan for
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Economic and Social Development. The plan projects average annual GDP growth of 7.2 per cent, leading
to 3.5 per cent growth of per capita income during the plan period (1996-2000).'**

The plan calls for the following measures to reduce unemployment:

(a) To fund projects that create employment, particularly for those on a low income;
(b) To promote small-scale labour-intensive projects;

(c) To give priority to labour-intensive projects;

(d) To nurture appropriate skills and align them with the needs of the economy;

(e) To encourage the creation of private employment agencies;

(f) To promote close coordination between the education system and the labour market, to provide
skills;

() To increase enrolment in technical education to over 12 per cent in the year 2000, up from its
current very low level of 6.7 per cent;

(h) To encourage and facilitate labour migration, particularly to GCC countries, to ease the excess
labour supply in the domestic economy.

However, despite these commendable efforts, the plan failed to meet its targets during its first two
years. GDP was estimated to have achieved an average growth rate of 5.4 per cent (as compared to the 7.2
per cent target). However, economic growth was arguably satisfactory, in view of prevailing regional and
domestic economic conditions. The growth rate was higher than the estimated annual growth rate of the
labour force, which is a good sign reflecting stabilization of the unemployment rate. The target was
ambitious, as it coincided with a reform programme applying restrictive monetary and fiscal policies.

This level of growth could play a major role in the stabilization of unemployment provided it
reflected growth in sectors that are labour-intensive rather than capital-intensive. But in reality the economic
growth recorded during 1996 and 1997 was mainly due to rapid growth of mining and quarrying, and oil
production. By contrast, growth in agriculture was only 2.4 per cent (more than 3 per cent below the average
for the economy as awhole). The manufacturing sector achieved an average annual growth rate of 9.3 per
cent.’® However, the manufacturing sector is small and requires skills that are in short supply among the
labour force, so its impact on unemployment over the past two years was rather limited.

Moreover, Government efforts to reduce unemployment have concentrated on the demand side of
the equation. To reduce unemployment, measures must be taken to rein in the labour supply, currently
estimated to be expanding by over 4 per cent a year. This should include efforts to stabilize population
growth (3.7 per cent annually). This, in turn, requires the introduction of a national family planning
programme. In addition, the Government should take measures to keep children and adolescents in school.
This, in turn, needs the enforcement of compulsory education at the primary school level, and an
improvement in education services and educational infrastructure to encourage higher participation. It
remains to be seen whether the planned target for enrolment at primary school—90 per cent by the year
2000—can be met, given the current state of the education system.

Furthermore, the participation of the private sector is absolutely necessary if unemployment is to be
reduced. The Government job creation plan should include the private sector in its training efforts. The
private sector should participate more actively in expanding training activities in Yemen to compensate for
the cut in public spending as a result of the implementation of economic reform programme. The private

188 Yemen, First Five-Year Plan for Economic and Social Development (1996-2000), p. 27.

189 Calculated from Yemen, Ministry of Planning and Development, Statistical Year Book, 1997, p. 385.
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sector has not been very active in this area so it has ample room for greater involvement. Successful
implementation of the economic reform programme will give the private sector considerable incentive to
participate in economic activities in general, including education and training. The private sector has already
taken the leading role in the manufacturing sector, both in terms of production and employment generation.
In 1994, for example, the latest year for which data are available, 85 per cent of employment in the
manufacturing sector'”’ was generated by the private sector.'”! This is a clear indication of the important role
of the private sector in both the expansion of manufacturing and the generation of employment. This role
can and is expected to expand to include other economic sectors as a result of economic liberalization and
deregulation.

To reduce unemployment, the Government has promoted the Yemenization of jobs to reduce the
number of expatriate workers, particularly in education and health. However, this is expected to take time,
depending on the number of graduates trained by the faculties of education, medicine and related disciplines.
Job replacement is expected to be gradual, depending on the domestic supply of these skills, and is not
therefore expected to have a substantial impact on the level of unemployment over the next few years.
Moreover, any rush to implement job replacement plans would risk causing immediate and long-term
damage to the quality of services provided. This will have to be borne in mind during a period of rapid
growth and expansion of education and health services, driven by high population growth.

J. SHORT-TERM OUTLOOK

Unemployment in Yemen is expected to remain the most important challenge facing the economy
over the next three years. The current gap between a high supply of labour and low demand for labour is
expected to persist. The labour supply is expected to continue to grow at a high rate, boosted by high
population growth, drop-out of pupils from the education system and an acceleration in the participation of
women in the labour force.

On the demand side, economic growth is not expected to pick up strongly in the coming few years,
despite the 7.2 per cent target. During the first two years of the five-year plan, demand for labour was below
target.  The low level of skills sharply reduces the mobility of labour between the agricultural and
manufacturing or services sectors. Regional demand for labour has fallen sharply and currently there are
only limited job opportunities in the GCC countries, and for these there is now tough competition both from
within the region and South and South-East Asia.

Structural unemployment is also expected to continue, as enrolment in technical education has not
improved sufficiently dramatically to satisfy the domestic economy’s need for basic skills. This means
continued reliance on expatriate workers and further postponement of Yemenization of the labour market.
The Government target of 12 per cent enrolment in technical education by the year 2000 remains a limited
step in view of the huge skills gap.

The economy’s current heavy dependence on external economic assistance and workers’ remittances
increases its vulnerability to external shocks, such as the Gulf crisis of 1990. This vulnerability reduces the
Government’s flexibility in choosing an appropriate mix of macroeconomic measures, as it will always have
one eye on the reduction or mitigation of the adverse effects of external developments.

The mining and quarrying sector has been one of the fastest-growing sectors and contributed to the
relative improvement in the performance of the economy during both 1996 and 1997. But this is not
expected to have a major impact on employment, as it is not a labour-intensive sector. This sector has been
hit by the drop in oil prices.

The export sector, apart from the export of oil, remained very weak. This, coupled with the rapid
growth of imports, put additional constraints on the financial position of the country. Being small, the export

190 Excluding oil refining.
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sector has only a limited creating capacity. The import sector is of no significance in reducing
unemployment: on the contrary it helps create jobs in the exporting countries. A restoral of balance to
external trade through increased exports would however create more job opportunities.

The unemployment problem in Yemen requires measures that will lead to a reduction in the growth
of the labour supply and an increased demand for labour. It is important to bridge the current gap between
an excessive supply of labour and stagnant demand. This will entail taking measures to curtail population
growth and keep children in school longer. Family planning must be promoted and education services
improved. At the same time measures should be taken to promote economic growth, particularly in labour-
intensive sectors, to generate employment opportunities. This means focusing on those investment projects
that are in productive sectors. Promotion of the private sector (in terms of both investment allocation and
employment generation) should be a central part of any government job creation strategy.
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VI. REGIONAL COOPERATION

Regional cooperation played a major role during the 1970s and the first half of the 1980s in easing
unemployment in ESCWA member countries, particularly Egypt, Jordan and Yemen. The 1970s, which
witnessed a sharp increase in oil prices and revenues, witnessed also the implementation of huge
infrastructure projects by the region’s major oil exporting countries. These countries, which had a capital
surplus but a shortage of labour, relied heavily on expatriate workers to implement these massive projects.
There was thus in the 1970s a massive migration of workers from those ESCWA member countries with an
excess supply of labour to those with a shortage. In Saudi Arabia, for example, which hosted the largest
number of expatriate workers in the region, the total number of non-Saudi workers was 1.5 million in 1980
and increased to 2.7 million in 1985, an average annual growth rate of 11.7 per cent, compared with an
average annual growth rate of the Saudi labour force of 3.7 per cent.'”> Moreover, by 1997 expatriates in
Saudi Arabia totaled more than 5 million, most of them workers. In Oman, the total expatriate labour force
was 60,100 in 1976, representing more than 32 per cent of the total labour force.'** By 1995, the total was
496,200, representing 64.8 per cent of the total labour force. The expatriate labour force in Oman grew by
an average 12.8 per cent per year, compared to 6 per cent average annual growth of the national labour force.

In 1975, the number of expatriate workers was 484,000 in Saudi Arabia, 217,600 in Kuwait, 234,100
in the United Arab Emirates and 70,000 in Oman.'”’ By 1985, the numbers reached 2.7 million in Saudi
Arabia, 386,800 in Kuwait, 460,000 in the United Arab Emirates, and 191,000 in Oman.'”® Asa proportion
of the total labour force, expatriate workers increased from 25.2 per cent in 1975 to 62.7 per cent in 1985 in
Saudi Arabia, from 70.2 per cent to 74.6 per cent in Kuwait, and from 84 per cent to 87.6 per cent in the
United Arab Emirates.'”’

On the supply side, labour migration represented an important outlet for ESCWA member countries
with excess labour, particularly Egypt, Jordan and the region’s least developed country, Yemen. Migration
helped ease unemployment in Egypt although it led to labour shortages in some sectors, including to an
extent agriculture, in which it contributed to increasing wage pressure. Most of Egyptian migrants were
engaged in the construction sector (38 per cent), followed by the services sector (31 per cent).'”®

In 1985, 376,000 Jordanian workers left the country (4.3 per cent of these to Saudi Arabia).'”® They
represented about 42 per cent of the total national labour force. The consequences were not only sharply
reduced unemployment in Jordan during that period, but also labour shortages in several key economic
sectors, including agriculture, construction and services. This in turn led to an influx of expatriate workers,
particularly from Egypt and the Syrian Arab Republic, to fill the gap.

By 1985, about 900,000 Yemeni workers, representing about 20 per cent of the country’s national
labour force, had migrated to the GCC countries,’® most of them (88.3 per cent) to Saudi Arabia because of
geographical proximity.

2 Saudi Arabia, Ministry of Planning, Fourth Development Plan, 1980-1985, p. 36.

%3 Ibid.
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However, after 1985, the reverse trend became the norm, as increasing numbers of migrant workers
returned to their home countries, due to several factors including;:

(a) The sharp drop in oil prices (beginning in 1982) that brought oil revenues to their lowest level
since 1975. The oil exporting countries were forced to cut public spending. They applied restrictive fiscal
policies that led to economic recession, which depressed the demand for labour, including expatriate
workers;

(b) The decline in labour demand as the major infrastructure projects, which had employed huge
numbers of unskilled expatriate workers, reached completion;

(c) Increased participation of the national labour force owing to increased spending and expansion
in education and technical training;

(d) The focus of the GCC countries on the indigenization of their labour force, and hence reduced
reliance on expatriate workers;

These factors led to an increasing proportion of local citizens in the labour force. In Saudi Arabia,
the Government aimed to create 659,900 new jobs by the year 2000.°! In addition, the Government planned
to reducezotzhe number of expatriates working in the services sector by 161,700 and replace them with
nationals.

In Qatar, the inflow of expatriate workers has begun to level off, and the outflow has accelerated.
During the 1993-1996 period, the inflow of expatriate workers grew by an annual average of 13.6 per cent,
while the outflow grew by an average of 23.1 per cent.?”® Available data indicate that more than 54 per cent
of those who came during the period 1993-1996 have since departed.”™

Oman is the exception. The number of expatriate workers has not dropped during the past several
years, owing to strong continued demand for labour and the inability of the national workforce to meet this
high demand. Even during the Guif crisis, the number of expatriates in Oman continued to rise. During the
period 1991-1995, the inflow of expatriate workers grew by 12.8 per cent per year, outstripping the planned
target of 3.5 per cent.”® Expatriate workers accounted for 59.9 per cent of the total labour force in 1991,
rising to 64.8 per cent in 1995, leaving the national labour force a shrinking minority >

The pattern of indigenization of the labour force in the GCC countries is patchy. While there has
been a slowdown in the influx of expatriate workers into Saudi Arabia, and to a lesser extent, the United
Arab Emirates, there has been an increase into Oman. Indigenization of the labour force entails several
challenges, including:

(a) The reluctance of the private sector, which employs the largest percentage of expatriate
workers, to push up its wages bill by employing nationals, who command higher pay and work shorter hours
than expatriates;

(b) The reluctance of nationals in GCC countries to work in certain occupations for economic and
social reasons.

201 The Economist Intelligence Unit, Country Report, Saudi Arabia, 3" quarter, 1998, p. 16
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Their reluctance to work in private sector, where pay and working conditions compare unfavourably
with public sector jobs.

Regional cooperation in employment benefited both labour-exporting countries and those with a
shortage of labour. The former benefited in the following ways:

(a) Migration represented an important outlet for excess labour, and thus helped rein in
unemployment;

(b) Migration increased the productivity of migrant workers, who were exposed to modern
production techniques and management methods in the GCC countries;

(c¢) International migration reduced domestic migration from rural to urban areas by providing an
outlet for the young unskilled rural population, which could otherwise have ended up in the urban centres
and pushed up the already high urban unemployment rate;

(d) Workers’ remittances contributed to the foreign exchange reserves of the labour-exporting
countries, and thus somewhat alleviated their foreign exchange problem.

For the countries with a shortage of labour, regional cooperation provided a labour force that quickly
bridged the gap between soaring demand for labour and the only gradually increasing local supply. It was
thanks to regional cooperation that GCC countries were able to relatively quickly implement their massive
economic projects, especially infrastructure. Regional cooperation also extended to social services, such as
education and health, where specialists from labour-exporting countries contributed to both expansion and
upgrading, and hence, indirectly assisted rapid growth of the educated national labour force in these
countries.

The 1990-1991 Gulf crisis tore into the political and economic fabric of the ESCWA region, adding
an unwelcome political dimension to weak economic cooperation. In the area of employment, the crisis
accelerated the outflow of expatriate workers from the GCC countries, with the exception of Oman. The
crisis added an element of urgency to the gradual return of expatriate workers to their home countries that
had begun during the 1985-1986 economic recession. More than 300,000 Jordanian, 750,000 Yemeni and
600,000 Egyptian workers and their families left the GCC countries. Their arrival home aggravated already
severe unemployment problems at a time of economic recession (which was largely a spill-over from
recession in the GCC countries).

Although nearly a decade has passed since the eruption of the Gulf crisis, regional cooperation in
general, and on employment issues in particular, has not recovered. There has been no massive return to the
GCC countries of workers from labour-exporting countries, least of all from countries that expressed
unwelcome political views on how to handle the Gulf crisis, particularly Jordan and Yemen. There has been
a limited return of those expatriates to the GCC countries, particularly in the last two years, but nothing to
compare with the 1970s and 1980s. Most of those who returned, particularly from Jordan—and mainly
through private connections, with a minimum of Government intervention—work in education and health.
Progress in political relations could accelerate this process, but it will remain constrained by economic
factors.

Public employment in the GCC countries has been constrained by cuts in public spending following
the sharp fall in oil prices. In addition, there has been retrenchment in public sector employment, as part of
the economic reform policies being gradually implemented by the GCC countries. Both economic slowdown
and  the reform programmes dampened down demand for labour. These countries’ efforts to indigenize their
labour forces served to further decrease the demand for expatriate workers.

The second phase of economic development in the GCC countries will focus more on the
development of competitive industries and services, and less on the implementation of massive infrastructure
projects requiring mainly unskilled labour. As a result, the limited number of expatriate workers who return
will be mainly skilled workers, technicians and professionals.
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Regional cooperation in the area of employment will mainly be a private sector process. This is in
sharp contrast to the first phase of cooperation, when government-to-government agreements formed the
mainstay of cooperation. The nature of the economic systems, and shifts in macroeconomic policies, have
given the private sector in several ESCWA member countries a prominent role both in terms of output and
employment generation. The role of the public sector as employer of last resort has been terminated both in
the GCC countries and in the more diversified economies, where the result is surplus labour.

New approaches to regional cooperation—which will yield benefits in terms of the generation of
employment without requiring the migration of labour—will include the following:

(a) The promotion of investment in labour-exporting countries by countries with a capital surplus
but a labour shortage. This will stimulate indigenous investment and economic growth, leading to an
increased demand for labour at home, particularly if investment is directed towards productive sectors;

(b) The promotion of intra-regional trade in the context of trade liberalization and economic reform.
The expansion of tradeable goods production and exports, particularly in the more diversified countries with
a labour surplus, will increase the demand for labour. In other words, intra-regional trade, which has been
very low indeed (mostly around 8 per cent) could become an important generator of employment, stimulated
by the private sector’s quest for quality at a low cost;

(c) Outsourcing of segments and components of the production of goods and services. Thisisa
relatively recent industrial strategy, whereby parts of the production cycle of a company are farmed out to
another country, where labour costs are comparatively low. The method has been successfully applied by
major industrial corporations, shifting production facilities to developing countries, where labour costs
remain considerably lower than in fully industrialized countries like the United States of America, where
brisk demand for labour and low unemployment can create additional wage pressures. This process has not
been tried in the ESCWA region, but the potential exists. For example, industrial corporations in Saudi
Arabia or the United Arab Emirates could drastically reduce their overall costs by building part of their
production facilities in Egypt, Jordan or other ESCWA countries with a labour surplus and low labour costs.

Future regional economic cooperation in general, and employment generation in particular, will be
under the aegis of the private sector, where it is less likely to be ambushed by political factors.

The private sector in the GCC countries prefers expatriate workers, particularly from South and
South-East Asia. For employers and investors, the quality and cost of labour are paramount. Therefore,
workers from ESCWA countries with a labour surplus will have to compete in the GCC countries in terms of
skills (and working conditions, as their competitors from South and South-East Asia work longer hours for
lower wages). Technical and vocational training programmes must be designed to provide the equal of the
training received by their Asian competitors, if workers are to offer the skills needed not only locally but in
the region’s labour markets.
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VII. COMPARATIVE ANALYSIS

This section will provide a comparative analysis of employment structure, labour supply, female
participation in the labour force, education policy and labour policy as well as unemployment in the
countries concerned.

Average unemployment in these countries in 1996 was 9.5 per cent. In 1996 the highest
unemployment rate according to official figures was recorded in Jordan (12 per cent), followed by both
Egypt and Yemen (9 per cent) and Lebanon (8.9 per cent). However, unofficial and alternative sources
suggest that unemployment was much higher. In Jordan, for example, unofficial figures put unemployment
at over 27 per cent in 1996. In Yemen, unemployment was estimated in the first five-year development plan
to have been 25 per cent in 1994, compared with a rate derived from the population census of 9 per cent.
The discrepancy can probably be attributed to differences in estimates of economic growth.

In terms of the structure of the labour force, there is a close similarity between Jordan and Lebanon.
Both have a narrow productive base, including an agricultural sector small both in terms of output and
employment generation. In 1996, the agricultural sector accounted for 9.4 per cent of employment in Jordan
and 9.3 per cent in Lebanon (see table 31). In both countries the services sector accounts for a relatively
high proportion of employment. In 1996, the proportion of employment provided by the services sector
reached 66.2 per cent in Jordan and 64 per cent in Lebanon. Both economies can be regarded as dominated
by the services sector.

TABLE 31. COMPARATIVE ANALYSIS: THE STRUCTURE OF THE LABOUR FORCE, 1996

(Percentage)
Egypt Jordan Lebanon Yemen
Agriculture 34.0 94 9.3 50.1
Manufacturing 14.5 14.6 15.1 53
Construction 6.3 9.8 11.6 8.2
Services 45.2 66.2 64.0 36.0
Total? 100 100 100 99.6

Source: ESCWA, based on national sources.

&/ May not always add up to 100 due to rounding.

In Yemen, by contrast, the agricultural sector is the source of employment generation. It absorbed
more than half the labour force in 1996, five times the proportion for Jordan or Lebanon. The agricultural
sector in the latter countries is forcing workers out, which is a reflection of continued rural-urban migration
and low and declining real wages in the agricultural sector. In Egypt, the agricultural sector remains the
second most important sector in terms of employment generation, with more than one third of the total
labour force. The services sector employs more than 45 per cent, and this is expected to increase, boosted by
further FDI in this sector. In addition, the manufacturing sector is expected to provide more employment,
with the rapid expansion of manufacturing projects in different parts of the country. The services sector in
Yemen employs about 36 per cent of the labour force but this may increase as it is expanding rapidly,
boosted by private sector investment. The structural adjustment and economic reform programme in Yemen
is expected to further enhance the role of the services sector in generating employment in Yemen,
particularly trade and tourism.

The manufacturing sector generates a mere 5.3 per cent of employment in Yemen (compared to
nearly a third in both Lebanon and Jordan). Were it not for the mining and quarrying sector, this figure
would be substantially lower. The oil industry in Yemen, including oil refining, is capital-intensive and thus
only an extremely modest generator of employment.

In 1996 the construction sector provided 6.3 per cent of employment in Egypt, 9.8 per cent in J ordan,
11.6 per cent in Lebanon and 8.2 per cent in Yemen (see table 31). By 1996 the sector in Jordan had
contracted somewhat. In 1991 the return of Jordanian workers and their families from the GCC countries (as
a result of the Gulf crisis) had precipitated a construction boom.
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In Lebanon, on the other hand, the sector rebounded strongly in the last few years, as a result of the
economic reconstruction plan, Horizon 2000. However, the construction sector in Lebanon is expected to
provide less employment over the next two years as the sector’s growth decelerates, reflecting a stagnant
housing sector in Lebanon and the scaling down of the reconstruction plan. The construction sector is not
expected to pick up strongly in any of these countries in terms of employment generation in the next few
years, except perhaps for Lebanon, which could expect a rebound in the construction sector if and when
current macroeconomic policy becomes more expansionary. However, the construction sector will remain a
major sector in terms of employment for semi-skilled and unskilled workers unable to make their way in the
more competitive world of the services sector.

The total labour supply is estimated at 17.8 million in Egypt, 0.9 million in Jordan, 1.1 million in
Lebanon and 3.3 million in Yemen. The highest rate of growth of the labour supply is in Yemen (4.6 per
cent), followed by Lebanon (over 4 per cent) and Jordan (3.8 per cent). These relatively high growth rates
stem from continued high population growth (over 3 per cent in both Jordan and Yemen), large numbers of
children and young people leaving the education system for the labour market, the overall youth of the
population and an acceleration of female participation in the labour force. For all these reasons, these high
growth rates are expected to continue undiminished over the next few years, aggravating unemployment in
the short to medium term. S

Female participation in the labour force remained low in all the countries under review in 1996,
ranging from 13.6 per cent in Jordan to 17.7 in Yemen (see table 32). The low participation of women in the
labour force can be attributed to several factors including: high female illiteracy; early marriage, particularly
in Jordan and Yemen; social customs that discourage women from receiving education and taking up
employment; low wages and salaries, which reduce the economic benefit of work; and the tendency in the
private sector to employ male workers in preference to female workers. However, female participation in the
labour force is expected to be driven up in due course by the increased enrolment of girls in the education
system.

TABLE 32. COMPARATIVE ANALYSIS, 1996

Egypt Jordan Lebanon Yemen
Population (millions) 61.3¢ 4.4 4.13 15.9
Population growth rate 2.0¢ 3.7 2.2 3.7
Labour supply (millions) 17.8¢ 0.95 1.26 33
Male participation (percentage) 84.7 86.4 853 823
Female participation (percentage) 153 13.6 14.7 17.7
Employment participation rate 29.3¢ 21.5 25.7 20.7
(total)
Employment in public sector 333 349 13.6 15.0%
(percentage)
Employment in private sector 66.7 64.1 82.8 85.0¥
(percentage)
Unemployment (percentage) 8.3¢ 12.0 8.9 9.0
Male (percentage) . 10.6 9.0
Female (percentage) . 21.1 7.2
Enrolment in technical education as . 30.5 63.7 15.6

percentage of enrolment in
secondary education

Source: Calculated from national sources.

a/ 1997 figures.
b/ In the manufacturing sector.
Two dots (..) indicate that data are not available.
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Total participation in the labour force in general remains low: 27.3 per cent in Egypt, 20.7 per cent in
Yemen, 21.5 per cent in Jordan and 22.5 per cent in Lebanon. The low proportions can be attributed to the
existence of a large portion of the population below employment age and the low participation of women in
the total labour force. The proportions are likely to increase as greater numbers of young people join the
labour force (including women). Although this is in general a healthy development, it will aggravate already
serious unemployment in these countries unless appropriate measures are taken to provide jobs.

Three of the four countries under review are both exporters and importers of labour, but for different
reasons. In Jordan, the migration of a large number of Jordanian workers to the GCC countries in the late
1970s and early 1980s created labour shortages in various economic sectors, particularly in the agricultural
and construction sectors, which in turn put pressure on domestic wages in these sectors and increased the
inflow of expatriate workers to fill the gaps. In Lebanon, by contrast, the inflow of expatriate workers was
driven by the relatively low wages in the agricultural sector and the preference of the private sector for
expatriate workers for reasons of cost. The expatriate workers in the agricultural sector in Lebanon are
seasonal workers and do not represent tough competition for the national workers. In the construction sector,
however, they do compete with the national labour force as they accept lower wages and longer working
hours. In Yemen, the influx of expatriate workers was for entirely different reasons. The rapid expansion in
education and health services, on one hand, and the limited supply of qualified doctors and teachers, on the
other hand, necessitated the inflow of qualified teachers and doctors from other countries in the region,
particularly Egypt. Moreover, expatriates took up certain jobs that the national work force refuse to do, for
social reasons, such as refuse collection.

In all the countries under review, large numbers of children abandon their education and join the
labour market. The largest numbers are in Yemen and Lebanon. The pull factor is the need of an extra pair
of hands to help their families. The push factor is the cost of education, which many poor families perceive
as a drain on resources, especially when the alternative is to send children out to work.

Enrolment in technical education and vocational training is low, particularly in Yemen (in 1996 only
12.6 per cent of total enrolment at high school level) and Jordan (30.5 per cent). This stems from the focus
of the education policies in these countries on the expansion of basic general education and higher education,
rather than technical education and vocational training (equally important to the economies of these
countries). The education policies were focused on reducing illiteracy, achieving un: versal enrolment in
elementary education and the expansion of the education of women. To this end, both Jordan and Yemen
introduced laws making basic education compulsory (and in Jordan making education compulsory up to the
12th grade). In Lebanon the minimum working age was raised to 14 to increase enrolment in basic
education.

The demand for labour in these countries has not matched the supply. The demand for labour has
been constrained by slow economic growth; saturation in certain sectors, especially agriculture, particularly
in Yemen and Lebanon; increased reliance on capital-intensive economic projects rather than labour-
intensive projects; and the absence of an employment generation strategy. These factors have limited
employment growth and widened the gap between the fast growing labour supply and increasingly sluggish
economic growth. Employment generation has also been hampered by the mismatch between the skills
provided by the education system and those demanded by the economy. There was a lack of coordination
between the education system and the labour market while the education system continued to concentrate on
theory at the expense of practical knowledge. Thus the labour market was starved of important skills but
awash with others. High illiteracy, especially among workers forced out of a saturated agricultural sector,
particularly in Yemen and, to a lesser extent, in Jordan and Lebanon, limited the employment opportunities
open to them. The continued downsizing of the public sector serves to further depress demand for labour.
The private sector in these countries, which plays an important role in employment generation, prefers to
employ expatriate workers. This does nothing to alleviate unemployment.

The slow growth of demand for labour has also been attributed to macroeconomic policy in these
countries.  During the past few years, Egypt, Jordan and Yemen have been implementing structural
adjustment and economic reform programmes. During the implementation period, both countries have
applied tight monetary policy (to stabilize the exchange rate of their local currency, and control inflation) and
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restrictive fiscal policy to reduce the widening budget deficit. This policy mix, while succeeding in
stabilizing the macroeconomic environment, has led to a drop in public spending including capital spending.
This, together with inadequate investment by the private sector, produced very sluggish economic growth,
particularly in Yemen. The slowdown in economic growth has aggravated the unemployment problem.

In all three countries, the priority has been the stabilization of macroeconomic policy in order to
stabilize the exchange rate, control inflation, reduce the budget deficit, and encourage the inflow of FDI.
Employment policy, though important, had to play a secondary role during the period under consideration.
Unemployment increased during the period under review in both Jordan and Yemen as a result of public
sector downsizing.

In the countries under review the link between macroeconomic policy and employment policy during
the past few years has been weak. The priority (stabilization of the macroeconomic environment)
necessitated public spending cuts which adversely affected economic growth. There was, however, an active
employment policy, including measures taken within the context of the economic reform programme and
directed mainly towards poor families. These measures were inadequate to achieve full employment. This
policy should be better integrated into overall economic policy so as to manage the widening gap between
the supply of labour and the demand for labour.

This gap is expected to persist. The growth of the supply of labour is likely to be boosted by rapid
population growth, an acceleration of female participation in the labour force and the large numbers of
children who will continue to abandon the education system and join the labour market. The demand for
labour will be heavily dependent on economic growth, which will be affected by sources of economic
growth, the rapidity with which workers are ejected from a saturated agricultural sector and the availability
of external employment opportunities. The most important factor in determining employment growth in the
coming years will be the extent of any structural shift towards export-led economic growth. A significant
role will also be played by an agricultural sector with a stable demand for labour. However, this is a long-
term goal; in the short to medium-term, the unemployment problem will persist in these countries, as the
domestic economy will not be able to provide enough jobs, particularly in view of the paucity of jobs abroad.
The unemployment problem will be compounded by unskilled workers unable to find work in highly
competitive economic sectors. In this connection, a comprehensive programme of training and retraining is
needed to assist them.
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VIII. RECOMMENDATIONS

Management of the labour supply will be the most important step to reduce the current high rates of
unemployment in the countries reviewed. This can be achieved by, among other things, controlling
population growth, particularly in Jordan and Yemen, where it still exceeds 3 per cent per annum, and by
keeping children and young people in education instead of the labour market. An active population control
strategy will be crucial in the coming years.

Government action is needed to shift the structure of the labour force to accommodate the new jobs
that could result from the implementation of the structural adjustment and economic reform programmes.
These programmes are expected to lead to new jobs in certain sectors, particularly trade and services but a
reduction in jobs in the traditional sectors. This shift requires a concomitant shift in the employment policies
of member countries, so as to meet the expected increase in demand for labour in these sectors and at the
same time absorb the labour force ejected from the traditional sectors. An active employment policy will be
required to adapt to these shifts. The structural adjustment programmes are expected to lead to an increase in
transitional unemployment, as a result of public sector downsizing.

The implementation of the structural adjustment and economic reform programme should lead to a
shift in investment priority towards labour-intensive projects. If investment takes advantage of the relatively
cheap labour costs in Egypt, Jordan and Yemen it will at the same time create employment opportunities for
the labour force.

There should be closer coordination between the education system and the labour market in these
countries. The current situation has resulted in unemployment among skilled workers in some areas while
depriving the economy of skills needed in other areas. Coordination between education and the labour
market should include frequent analysis of the economy’s needs for skills so as to tailor vocational training
accordingly. The quality of education, particularly technical education and vocational training, needs to be
improved to take on board new technologies, production techniques and management methods. This can be
achieved, among other things, by updating relatively old curricula, improving interaction between domestic
centres of technical education and the outside world and closer interaction with the labour market. The
involvement of the private sector in technical education and vocational training is a prerequisite in updating
and expanding technical education.

There should be a shift in education policy in these countries towards the expansion and upgrading
of basic education and technical education. This is a prerequisite for the provision of skills, especially as
economic reform leads to a greater demand for skills. There is currently a gross mismatch between the
limited supply of skills and those needed. The current bias towards a general academic education has led to
the oversupply of certain skills and shortages in others. It has created an oversupply of university graduates
in certain countries and in certain specializations, but an acute shortage of technicians.

There should be an expansion in enrolment in technical education and vocational training. Current
rates of enrolment are very low (with the exception of Lebanon), particularly in Yemen. These countries
should aim at achieving parity between enrolment in secondary education and that in technical education and
vocational training, not only to furnish their own economies with much needed skills but also to enable their
workers to compete in highly competitive regional labour markets.

Employment policy should be an integral part of macroeconomic policy. Such integration will put
employment policy at the forefront of the economic agenda. It will also lead to close coordination between
employment policy, education policy, investment policy and the privatization policy. This integration might
also lead to the formulation of job creation policies that are not yet fully a part of the strategic armoury of the
member countries. An active job creation strategy must be an important component of efforts to reduce
unemployment in these countries, especially in terms of investment allocation.
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There should be a more vigorous government job creation strategy. It should include increased
investment in small labour-intensive projects, where employment elasticity is higher, a gradualist approach
to public sector downsizing and an intensive training and retraining programme for those made redundant by
public sector retrenchment to help them find jobs in the private sector.

The most effective strategy in terms of job creation is an outward-looking export-oriented economic
policy. However, for this strategy to be successful the necessary skills must be available (see above). The
trade sector, which is expected to benefit from the ongoing implementation of structural adjustment and
economic reform, will achieve a fast growth rate, and hence increase its share of employment. Every effort,
therefore, should be made to enhance output and employment. Efforts should also be made to promote
export capacity in labour intensive activities and the role of small enterprises. Production methods and
technologies promoted should be aligned with the objective of expanding exports and producing at the
highest level of efficiency.

The current economic reform programmes are not employment friendly. They should therefore be
accompanied by social measures to mitigate the short-term negative impact on employment generation.
However, with the exception of Egypt, the existing social safety nets are too weak to cope. They must
therefore be strengthened and extended to assist the unemployed as widely as possible. The gradual
implementation of reform policies, particularly the privatization component, will somewhat lessen their
negative social repercussions.

Due attention should be paid to the development of the productive sector, particularly the
agricultural sector, to reduce saturation of the labour market. This can be done by increasing investment in
the sector, providing credit facilities to farmers and by integrating the agricultural sector and other economic
sectors, particularly transport and manufacturing.

Economic development should be balanced, including traditional sectors (agriculture) and modern
sectors (manufacturing and services). A heavy bias towards the modern sector would be at the expense of
the agricultural sector, and therefore accelerate rural-urban migration. This would in turn aggravate urban
unemployment, as the modern sector would be largely incapable of absorbing the unskilled and semi-skilled
workers ejected from a saturated agricultural sector.

The promotion of regional cooperation is an important and complementary factor in reducing
unemployment in countries in the ESCWA region with a labour surplus. The limited labour absorption
capacity of the economies of these countries, particularly in the short to medium term, requires the provision
of external outlets to ease unemployment. Non-traditional methods of regional cooperation are expected to
play a greater role than the traditional intergovernmental facilitation of labour migration characteristic of the
1970s and early 1980s (now severely constrained by economic and demographic conditions in the GCC
countries). The promotion of both interregional trade and capital inflow will boost employment in the more
diversified countries with a labour surplus. The GCC countries will be able to take advantage of low labour
costs there by means of outsourcing. This is particularly important during an era of increasing globalization,
when costs must be reduced to a minimum to maintain a competitive edge. In the ESCWA region this
relatively new approach has not been widely tried, so there is room for expansion. Increased economic
growth and employment will result from the promotion of FDI from ESCWA countries with a capital surplus
to areas suffering from a shortage of capital. The role of the private sector is expected to expand in the wake
of the liberalization of trade and capital movement among ESCWA member countries. The movement of
goods and capital will be driven more by considerations of profit and cost, and less by political factors.

88




REFERENCES

Al-Gammal, Hussein. “Restructuring and economic reform programme: social fund for development;
Egyptian experience of security nets.” Paper presented to the Expert Group Meeting on Structural
Adjustment and Employment in Arab Countries, Cairo, May 1994. International Labour
Organization and Arab Labour Organization, 1994,

Banque du Liban. Annual Report 1995.

Central Bank of Jordan. Monthly Statistical Bulletin, vol. 25, No. 25, June 1989.

Central Bank of Jordan. Monthly Statistical Bulletin, vol. 27, No. 1, January 1991.

Dornbusch and Fisher. Macro-economics, 6™ edition, Mc Graw-Hill, USA.

El-Kholy, Heba. The Alliance Between Gender and Kinship Ideology: Home-based Female Workers in
Cairo’s Urban Informal Sector. Arab Regional Population Conference vol. 2 (Cairo, December
1996), International Union For the Scientific Study of Population.

El-Khorazati, Nabil. Characterization and Determinants of Reproductive Patterns in the Arab World: 1976-
1995; Arab Regional Population Conference, International Union for the Scientific Study of
Population, Cairo, Egypt, 1996.

Farah, Abdul-Aziz and Abdul Muniem Abu-Nawar. Cultural Constraints on Reproductive Rights and
Behaviour of Arab Women. Arab Regional Population Conference, Cairo, December 1996,

International Union for the Scientific Study of Population.

Handoussa, Heba and Potter. Gillian (eds.). Employment and Structural Adjustment. The American
University in Cairo Press: Egypt in the 1990s, 1991.

Hassanin, Mahassen Mostafe. Effects of Structural Adjustment Programmes (SAPS) on Population in Some
North African Countries (Egypt, Tunisia and Morocco). Arab Regional Population Conference vol.
2, Cairo December, 1996.

International Labour Office. World Labour Report, Industrial Relations, Democracy and Social Stability,
1997-1998.

International Labour Organization. World Employment 96/97: National Policies in a Global Context,
Geneva, 1996.

World of Work, the Magazine of the ILO, No. 8, June 1994, No. 16, June/July 1996, No. 18,
December 1996, No. 20, June 1997.

Yearbook of Labour Statistics, 1997.
INP in collaboration with UNDP, Human Development in Egypt, 1996, Cairo.
Jordan, Five-Year Plans: 1976-1980, 1981-1985, 1986-1990, and 1993-1997.

Layard, Richard, Stephan Nickell and Richard Jackman. The Unemployment Crisis, Oxford University Press,
1994.

Layard, Richard, Stephan Nickell and Richard Jackman. Unemployment, Macroeconomic Performance and
the Labour Market, Oxford University Press, 1991.

Lebanon, Ministry of Finance, /998 Budget Report.

89



National Population Council. Egypt: Demographic and Health Survey (1995), Macro International Inc.
Calverton, Maryland USA, 1996.

Organization for Economic Cooperation and Development (OECD). Economic Department Working
Papers, No. 187, NAIRU: Income Policy and Inflation.

. Job Study Working Papers, No. 3, The Impact of Industrial Relations Practice on Employment and
Unemployment.

. Paris, “Labour market and social policy”, occasional papers, No. 25, Making the Public Employment
Services More Effective through the Introduction of Market Signals.

Oman, Ministry of Development, Five-Year Development Plan 1996-2000.

Rizk, Soad Kamel. The Structure and Operation of the Informal Sector in Egypt. In Employment and
Structural Adjustment: Egypt in the 1990s, 1991.

Saudi Arabia. Fifth Development Plan, 1990-1995.
. Fourth Development Plan, 1985-1990.

Siltanen, Janet, Jennifer Jarman and Robert M. Blackburn. Gender Inequality in the Labour Market,
Occupational Concentration and Segregation, Manual on Methodology, ILO, Geneva.

Solow, Robert M. and John B. Taylor. Inflation, Unemployment, and Monetary Policy, MIT Press,
Massachusetts, USA.

Todaro, Michael. Economic Development in the Third World, Fourth Edition, Longman, New York, 1989.

Toye, John. Structural Adjustment Issues and Experiences, Employment Policy, International Labour Office,
Geneva, 1995.

United Nations Economic and Social Commission for Western Asia (ESCWA). Survey of Economic and
Social Developments in the ESCWA Region, 1996-1997, and also 1997-1998.

United Nations Development Programme (UNDP). Development Cooperation, Lebanon Report, 1997.
. Human Development Reports, 1990-1998.
. Sustainable Human Development in Lebanon, 1997.

United Nations World Investment Report: Investment, Trade and International Policy Arrangements, New
York, USA, 1996.

World Bank. Report on World Development (various years). Washington D.C., USA.
. World Development Indicators, Washington D.C., USA. 1999.

Yemen, Ministry of Planning and Development, Central Statistical Organization, Statistical Yearbook, 1993.

90




(’)Q-?U-‘-“

it )3 G " eaa (b il 5 Jeall B e mOSY) Cilulpa ST (V49€) s desl caal -
?JJ s ,\f ;\,‘mﬂb Ll Llsd Al $‘=§_'|m\ sl ¢ paa ,é.\l.u.aﬁ\ﬂ Ch‘}“ Glubaud A8 giall JL’S‘Y\ ary
BalEl ¢ gl Jadadsll agna (A9)

j_.mz\ﬂJ}g.a‘:lcﬁﬂ‘@%}i‘gwiUyﬁw\ﬁ&aécg‘yai"(\‘l/\‘\) cpll )g_):c‘;::tﬂ\ =Y
(V) nan b ALY dige Jleel e "aladl Ll Ll (yiany 1y pal

(ZJLL.\]UR.’U&J\ JJ‘"A.“) @)H‘J‘L“;EJ‘JL;“‘M‘ L@ 4 paall dpzaadl — P

AU :\.‘S.&A;\AJLM(_H WLy, (\ 24Y-) ‘WO) 5_adll A by alabadl! (\‘\‘\‘\) JWS pani cada —¢
B kadll A< com gl 3L Aaalal dadia ol )¢S Al "L'g_)m.al\ JLaay| ‘f

Jeel Gaa " jean & Jandl (35 JSagn e 5 5,0l Ual) 3 jaUal 2uLlas Gl L, (Y4A9) A cdal 52l -0

teliaal)) 5 dalall Al L;_)S)d\ Ol -1

(1990139 i sadl) Ll Wlaad) Cand a5 ,50 (1)
(V9 E) A i) Jaad) cleluy Hally Gl (<)

f‘—j) S Y44, (u\&_m.“ uatbad ¢ el _)a.a;.‘\cgf'nm\ Alsall cdilgall é\l\.“)\ 1A e\al\ 2l i) (.\)
(s /a0 /ATy

B gae ((VAVA 4 seanll Jlaa)) Sl sl Al ) Al YAV Gl oSl Hlall daadll ()
s\‘\W\—\o\H/‘\Y‘

DAY — Ao Jyan — S alad) - VAT G dans ()
0 e 108 A al bl A lea ) Al i A alaad AY/9) ol Jal ()
RELEYIN

Sl il il ¢ gma B Al Fpady il GeldinY) G ptiall Cilud (199Y) fpa cJladl -V
VAR et IS OIS AT 5 Al e sl S el — Ll 5 o SV 5Ll Jgo b ASd) Uil (g 5

g;“l"“ )A'Sjaﬂ &_lt\s ":L“.k.\]\j :\.3):.\.“ JJ‘"A.“" c(\q/\ﬂ) @Jﬁﬁ]‘} c\.a.a::)”‘, gs"'“\')"“]‘ JLuﬁm a:[).na.o.“ Z.)u;.il —A
cole sl Olalu o3 pioas Y AAR aad g AN 0588 YF-Y ¢ Gu pead el e & g sl

e Bl g al e Gindl S A (*)

91



d_A’J\ ua‘)J"'EJA__JdLADiQAQAU'M‘ UAJQLBXA‘FS‘;‘;LA:\;Y‘ é}i.u.aﬂ J_,J"(\QQA)?AA:\MCJ.&‘) -9
(1) "seal) e st i L sl Sl

o= el yaise) Jleel e "l g el 8 Alaadl i Joa Afae cllaadla’ (V4A) 2aaf e, )
(OY) (e

Sl (A ) ) ey 4y a5 zaliiall e ool g Uail (VA4Y) S sl ¢33, S
Alondl e slaa Al g 5 csloanl y dalal) Limill (5 S5l

Sl Jleal (i llaad e glea alai g 5 s e (e L) "Sa Allee’ (144Y) dllecelgle; )Y
B _yalal) celan¥l g Lalal) d8aill

‘;)_‘:J\J K\ By ] 3__;\.‘5— L ady) ?uﬂ d_;)“ JA’B}A]‘ c").»AA ‘-_ﬁ ZJLL:\]\" H PP c(\ﬁ/\ﬂ) LS}L" cuhg.\.w -\Y
Al Al

O Slgill il (Andumal o) zend) ean (8 Jaall om 8 s JSa" (1994) o bae ey -V E
BalEl celaall 5 Adall Ll (6 38 jall Jleadl CAlaall Dl glaa oUss & 5 i

e _—ill g g’.xl.;u..ﬁl el Gl ay (B el SLaBY At ) Sl (1 399) 2sene daila den ( Faa —VO
cCu S Y9 Ja /b YA=Y T iy oS0 analaiBU a5 aled) el Ll s (e Aalial)

"\'/\) JRTTC TN TP IS -l it i | ‘;AI:.“ %l (Magie 485 scak gl Al ‘)_9,;‘\]\" (\Q‘\V) -1
S ((VAY o/l Y4

UAH "'BJJ.'} d\ADi C_‘ité"(‘qq}\) ui.).[,.\]‘ uﬁALJ‘ a.a.nu.n}a_, ‘;A‘,B.“ .L\;I-Laﬂ\ J@MJWGGLQ:\AY‘ LS}J.MA.“ -\v
VA Laannyf/J Y IS Y 0 Y dlelanl) ¢35 sl Cile 5 il & b sl il 5 Janll

(H‘@JMM‘ ‘)Ajj}A) du.ci um.ac"w@u*«]ﬂn.“ u...u:\.‘w‘ 'S_)Aund:\.‘;g'(\q/\ﬂ) GAA‘LfJ‘AL“ -\A

.(W)

Fald 5L e A M) a3 AU 5 el b AS il pailadl’ (V4AR) (gua dieledd cl 32 14

d‘—n‘;\ (i ¢ ycra gf Aaril] gcl.n:\;‘}“ é}.hu:.“ c‘;;h'iay‘ ULAY‘ | L (\Q‘\W) TA A O coilen) =Y.
o) GBsawall g el S B saia ol 8 st (A el Jall B sl CaSll Al e laial) BV 5
(VAT iy S SV AYY b o) elaiall gabaiY) o laidld

Jeadl G 353 Jlael e dandl Gam Ao o i 5 Jualill g a5 (V49A) Gudd Gl jae (jue =YD
(V1) Bmall Gle y pdall 8 L gl S

:L_L).Lu :\_M\JJ c"_)..__.‘m‘;:u,_)&dy‘ el csasd (\““A) OJ}‘J i ‘C)é-":"-“ ﬁi_, ‘aéb’).\‘ “é_,.u,gd\ =YY
.SJAG.“ 4‘;:_,3' Jn,)jn';ﬂ\ J.Ga.ac(\\\’) ?EJM‘J'L:‘L&“‘ \..QL'AEM‘M}

92




U8 B g dLAr_i Crana ."'S‘):\i..‘:.“ QLGJJM\J uau\ &Ll:.ﬁ‘ Cr Jalsal)” (\‘\‘U\) Cplt ele dasa cé_)aa..“ -yy
.(\'\) 5 paall Cle g ydal @Lp.}]}:s{ﬂ‘_, Canll

NN raﬂ.l.‘. 3 _aldll ‘fuJL”u 2..4‘).) U | d_,d.“ ‘?J laall aild' (\ Q/\T’) Jgada dada ¢ carls -Y¢

-

s b A Ml jaige Jueel e Gadatiall Ay cJand) (5 sm catlaill (Y4AY) Liliae dudlu (JS —Yo

.(H‘)
Al Janl) Aakaia g dpedlell 4na Y1 AShadd) aa ¢y slaily (1SaY) Lond 3l Ao laia¥ly Apola@y) daall  —Y1
VAN g/ 558 Y=Y Glae S J50 (B el Jsa o padl plaiad wliy 1S Jsn 8 Jaedl (V94 €)

e <Y ("“_G c"\a\_a.“ tLJnﬂ\ ‘55 Clalad) ‘;\LS C)ﬁ. ‘f Aaall de g gall” (\‘\V\) Aaall 2 dana (S =YV
5_alal

e ALY 15 e Lia¥ 1 il sl a5 Aladl e Aall Ciad (V497) 50l 8 a s a1 —YA
VA el aa Ag ) sgan ¢ ,alall c"g;‘).\a.d\ caﬁ;.d‘ gdﬂ:ﬂ\;'&iﬂl Femma)

Aeldal¥) Sl casill el ¢ jumn pumn (G can ) e g ladll ((VAA) adle (pagdl soud o sedia YA
.3‘)&&‘ ‘@U.A.“J

i maal) Lmaall dise Jleel o eadle Culld 5 Leald gma B AL (VAR) it Gase sl T
(/\) "uua)]‘} :\ﬂ‘)ﬁun JJ‘_;A.““ o @)ﬁi\]\‘, c.LmAy\J g"“"&“"‘]\ Alanadd

dasdl 98 Jlacaly YVAAY ZLJ VY 28 o (1999) delicall 5 5y oy ymal! aldaall o p5al Aalall yell =T
Boall ¢y pdal) Aankal) "aalSal Ladnl <l LalagY) 45 S Gacaie Dol Ay G,

Ladazilf 5 3, =YY
=VA9A/149Y) cp - dall 5 galall (il Jetua (A Lol 5 Lalai¥) daiill dpa @l dagl i) (1)
€999V da/cbos ¢ Y aladl L(YIV/Y NN

Il leale ddady (Y0 Y/Y+ 1=V 49A/199Y) Lelaiall 5 LobaBY) Guaiill dad ) dpedll dlal) (<)
29V /ol (AaeUaill g Aaui ) Sl S alaall LY 29A/Y44Y

Al et A badl e AU WL 2l Y A99/199A alad Lo lbal p LpabaBy) dpand Aad ()
S 9A e/ U Y1 alaall (Yo e /Y0 1=V 24A/144Y)

Y Lo A dad s (V4AY/21-1947/129Y) e ldia¥) y Gl Auanll 20 dpwedl dladl) (9
¢l 1 b Sl (J N aladll

Y44y Hﬁi/ow(»M*/MM—HAA/MAV) Ao laa¥ly Lalaiy) Lpanll 40l Ledd) ddasd) (a)
YAAY s/ Sl Ao N Gl Sl (V1 e Jall VAAA/YAAY W) Ledle ddad

O el g snal o juan (b Aladl clalSaly B (VAAR) Cy il Aldadl s sl 555 ()

93



2397 Glad (Jaal g Atadl 5 Allesdl prase gl jranall & pusall cdalall Clelan ) s 3 cAgadled) 40 Y1 dSledl -V

N9 alad g cpailall y Alall 5 Alleall ¢ -Y¢
Aol A 5 Lngiall ¢ J ¥ sl (V490 Jaal s AUadl 5 illand) prosa ¢ -Yo
DAy S ) S Aliadil il Apngial) %1998 Hlad)l Jaal s Aagl 5 Alleal pesa ¢ -1

290 oS 0N i e} 22ed — VY alaall 63 el Aflan ) 5l ¢ 3V g S el il —vY

N80 (g phmd) g anbial (g sall o El ¢ o N oS el Sl A
us Bl £ 22 TP higt

NAAY e el g sl 5 ¢ -v9q
NAAY e audil (g gl il ¢ —£.
NAAC (g pall g S (g gandl yy 8 ¢ -\
AAAY DN gl yEl —¢Y

199 Y44 (YaA ‘elme;}LAl ﬁ)ﬁﬂ‘coudw —-§Y
Jyaay ?\:Jg)m‘_)g_)iﬂ\c —¢¢
.yasay ?\a.\(é}.'\.\.n.“)g)sﬁlc— —¢0

(Yo ~—\‘\Q'\) @w:y‘;@‘.mﬁ‘}“w‘;by‘ Lwadll ddadll (dpanill g dankadsill 5 ) 5 g cAqianll 4y ) sganl) -¢1

N2V (sl cliaall QS cdahdill (5 S 5all Jleall —gV

LYY Ay pindl Jakadll lac) 5 LYl Aaa oY 00 0=V 8T Apadlldddll acag gl —EA
1380 alad g giall sliaayl (U cebasdI S 5all Sleall e —¢4

A39Y Llal g st elaayl S cslan M s Sall el o

ple BLA 550l sall 9328 ol AMaall 4 gl 3 il ¢ Jaall 51 ¢ SN g Aiaall Zaddd) (9588 J) jy e plidln —0)
ROP AR LR

NEY=IYA Gl g 3ilas cdpaiil) Adad i Jaie ¢Agd geull Ay pall dSLeall —o0Y

B3 gad) Cilad 53 5 Agalal) Jaadl (3 pud cdashadill g jad) 3gadd  —o¥

94




el A ekt s dashasill 3 ) 55 cdpadled) Ao, ¥) ASleall (Lol oy jal Bpe L) 5 Apala@¥) Dialll casiall aayl -0
J5SaY) J o (A Jaatll A sall

Juawl e‘&_u\g‘ Gl o el poa &LA:IA' cL..wJ ‘;1)&! :\:tc\..cﬁ,;yu LY Ll (Jaudaasll 4;')"“ gzl —-o00
NAAT Ay jall Aleall

Al 53 8 algall Alleall 3350 S ¢ ALY askadil) Band cland oo pad e Lia¥) 5 ala®Y) Linll) cianiall adY) —01
l:\ui L”?'J’J 2.9::\.&3:}{\} 3.)31...4333!\ LLU\ Aalaig ‘.;é:d\.aa.u 3J.’ha.A]‘ d}ﬂ’ ‘)‘u.\l Z\.I.uu.“..) 2.):;1}:.\3“!

N3V adisn/d ol cam gl el gala@iY) @l —ov
N30 L,/ SN OIS ) 2aal T alaall ey yell Apsla®) 5 a ¢ oY) g S el Sl —oA

(—aa ) Gl il ¢ Jaad) (3 5m Al 3 ¢ Slaiyl) asdl) aal el g sl Jand) (S0 g Al 4 ) geandl  —04
N9V (bl g

A 20l VAAA Ll Ells V49 ale b U Tkl ¢ Lin V1 cdilan) cilud o il Gy gandl  —1.

95






