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STUDY

LABOUR MARKETS PERFORMANCE AND MIGRATION FLOWS
IN ARAB MEDITERRANEAN COUNTRIES:
DETERMINANTS AND EFFECTS

European Commission to carry out a Study on “Labour Markets
Performance and Migration Flows in Arab Mediterranean Countries:
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The European University Institute (RSCAS) was selected by the _

Project Coordinator: Ivan Martin

Objectives
The objectives of the Study are two-fold:

e to analyze the key labour market determinants of migration flows from selected Arab
Mediterranean Countries (Algeria, Egypt, Jordan, Lebanon, Morocco, Syria, Tunisia and the
Occupied Palestinian Territories), with a particular emphasis on demographic pressures, wage
differentials and relative income disparities with the EU, employment policies, labour market
flexibility and unemployment rates; this analysis includes the impact of migration on the
labour markets of Arab Mediterranean Country (AMCs) labour markets;

e to propose a series of specific recommendations to improve the design of the EU’s migration
policies towards AMCs and policy options available to them for the management of
mismatches between labour supply and demand.
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Background papers

To cope with the ample regional diversity and the variety of issues addressed in the Study, 10
background papers were commissioned to feed the Study:

8 national background papers on labour markets performance and migration flows in
Arab Mediterranean Countries. A country-by-country analysis (Algeria, Egypt, Jordan,
Lebanon, Morocco, Syria, Tunisia and the Occupied Palestinian Territories), following a
common questionnaire, of the migration trends in the AMCs, with particular emphasis on key
labour market factors such as demographics, labour costs, skills composition, effectiveness
and efficiency of current employment policies, recent labour market reforms, contractual
arrangements and size of the informal sector.

2 thematic background papers on “EU Migration Policy towards AMCs and its Impact
on their Labour Markets” and “The Impact of Migration on AMC Labour Markets: A
Bibliographical Review”.

Activities
The Study was carried out between January and October 2009. The main activities were the following:

m Methodological Workshop. Florence, 28 January 2009. A one-day co-ordination workshop
focused on methodology and data issues for the National Background Papers.

m Validation Workshop. Montecatini Terme, 26-27 March 2009. A two-day workshop to discuss
and validate National and Thematic Background Papers and to undertake a regional
comparative analysis of labour markets performance and migration flows in AMCs.

m Policy-Makers and Experts Conference on “Labour Markets and Migration Flows in Arab
Mediterranean Countries”. Cairo, 11-12 October 2009. Jointly organised by the EUI, Cairo
University and the European Commission. A two-day conference for policy makers, labour
market specialists and experts on migration issues from the EU and the AMCs to present and
discuss the final Study and proposals and recommendations to improve the design of the EU’s
migration policies towards AMCs and policy options available to them for the management of
mismatches between labour supply and demand.

For more information on the Study

www.eui.eu/DepartmentsAndCentres/RobertSchumanCentre/Research/Migration/LabourMarketsMigration/Index.aspx
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Table 2.2.1. Indicators of Labour Market Flexibility, Doing Business Report 2010

Difficulty of
Hiring Index 89 44 28 0 33 11 44 11 22.5 25.7
(0-100)
Rigidity of
Hours Index 40 40 13 20 40 0 0 0 41.1 42.2
(0-100)
Difficulty of
Redundancy
Index
(0-100)
Rigidity of
pmployment | 60 41 40 27 31 24 25 20 | 317 | 314
ndex
(0-100)

Redundancy
cost (weeks 85 17 17 132 91 4 17 80 53.6 25.8

of salary)

Source: World Bank 2009b and World Bank 2008.

The extreme case is that of Morocco. It has one of the most rigid labour market regulations of all
Arab and European countries. Yet interestingly, this is no obstacle to increasing work precariousness,
as section 2.1. of the National Background Paper on Morocco demonstrates (Jaidi 2009). The
proportion of manufacturing industry workers with temporary contracts (average length of 2.6 months)
has increased from 10% in 1999 to 15% in 2006.

Figure 2.2.1. Correlation between rigidity of labour market regulations
and informal sector and female unemployment (181 countries)

Source: Doing Business 2009, p. 20.

The rigidity of labour regulations, combined with the low qualification pattern of the labour force,
leads to a high degree of segmentation in labour markets in all AMCs. In general terms, five different
wage-formation tiers are observed: the State sector, public companies, the private sector with the
collective bargaining system, the private sector without collective bargaining (SMEs) and the informal
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sector. The most important by far in absolute numbers is the latter. The public sector is highly
regulated and workers cannot be dismissed and wages are set relative to seniority rather than
performance. On the other hand, in the private sector, a small proportion of firms abide by labour
market regulations while the majority do not. So the labour market is highly compartmentalized and
“labour mobility between economic sectors has been limited. Where it does occur, it has flowed from
poorly-paid jobs in the agricultural sector to low-paid service sector jobs” or informal employment
(see Saif 2006 for Jordan). The same is true of Jordan, Egypt, Syria, Morocco and Lebanon.
Furthermore, labour mobility between civil service and private sectors, and also within the private
sector is discouraged by the inadequate portability of benefits. This segmentation, and the low labour
participation rates, explains the coexistence of high job creation rates over several years (2000-2007)
with high unemployment rates, rates which even grew over the period in Jordan.

In several countries, such as Lebanon and Jordan (the latter until 2008), whole categories of workers
are not subject to labour market regulations, in particular domestic servants employed in private homes
and seasonal agricultural workers. The same applies in some countries to all foreign workers.

The social security regime, despite its low coverage (as a percentage of the total population, less
than 50% on average; only 5 to 10% of the elderly receive a pension), adds to this general rigidity.
Social security contributions for formal employment in most AMCs are in the range of 20% of wages
for Morocco and 34% for Algeria (Lebanon 26%, Tunisia 24%) and discourage labour-intensive
investments. In practice, the effective rate of deductions as a percentage of total labour costs is much
lower. In addition: (a) employers and workers evade them, through mutual agreement and under-
reporting of wages; (b) employers may impose tax avoidance on workers as a pre-condition for
employment; or (c) employers may also diversify their workforce through the use of contract/informal
labour with a resulting decline in their overall obligation to payroll contributions.

In conclusion, AMC labour markets are characterized by de facto flexibility, due to the widespread
evasion of labour regulations (not only in the informal sector), high unemployment and poor law
enforcement. So labour regulation in AMCs imposes a high degree of rigidity and costs but,
paradoxically, a low level of worker protection. This pattern may have severe implications for the
levels of informal employment in general and of female unemployment in particular, partially
explaining these two specificities of the AMC labour markets (see Figure 2.2.1).

In this context, recent European labour markets experiences with so-called flexicurity schemes,
providing at the same time more flexibility of the labour markets and more protection to workers,
combined with enhanced active labour market policies, could only be usefully explored in AMCs for
the small segment of the population enjoying extensive social protection systems. But for any flexicurity
scheme to be effective in AMCs, a precondition would be to extend coverage of social security
systems (as mentioned above, social protection systems in AMCs are notoriously weak, and
unemployment insurance schemes, for instance, do not exist or cover only a small fraction of the
working population) and improve the design and implementation of active labour market policies (see
section 3.1) to effectively contribute to the employability of unemployed workers.

2.3 Increasing Wage and Income Differentials

Wage and income levels and differentials are recurrently mentioned as among the most important pull
factors for labour migration. They might also explain the direction of migration flows: as set out below
in Section 4.2, AMC skilled labour tends to migrate to the US and Gulf countries (an income of almost
37,000 euros PPP/year/person in 2007), whereas European countries are a less attractive destination and
tend to receive unskilled workers.

Data on average wages is scarce, not collected in a systematic way and unreliable, and is to be
considered under the caveat of widespread non-compliance and informal employment (absorbing
between 45% and 55% of total employment). Table 2.3.1 provides an overview of wage averages and
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minimum wages in AMCs. The segmentation of labour markets mentioned above makes the picture
even more complex, since it is often the case that a country has different minimum wages for different
categories of workers (Algeria, Morocco, Syria). However, all AMCs have some form of minimum
wage regulation.

Table 2.3.1. Minimum and average wages in Arab Mediterranean Countries.
Monthly wages, in euros

Morocco | Algeria | Tunisia Egypt [ Palestine | Jordan | Lebanon Syria
Public sector (avg) 489 180 153 349 335 150
Private sector (avg) 281 220 338 106 315 268 484 144
Minimum wage 163 120 133,5 102 157 256 103

Source: National Background Papers based on latest available official data. For Lebanon private sector, the labour costs and
not wages are considered.

Minimum wages are often too low to maintain a typical family and too high to ensure international
competitiveness. In Syria, for instance, the minimum monthly salary amounts to 103 €, nowhere near
enough to sustain a typical Syrian family (on average 5.6 persons) above the poverty line. An
economist has recently’ calculated the minimum monthly family salary for assuring food subsistence
above the poverty line at 13,580 SYP (224 €), and, if other needs are taken into account, 22,063 SYP
(364 €). Jordan’s national minimum wage is currently 150JD (157 €). Given that the average
Jordanian household is composed of 5.7 individuals, a household with one member earning the
minimum wage would fall far below the poverty line, which is currently set at 506JD (530 €) per
person annually. This poverty gap is even more pronounced given that average household size among
the poorest three deciles is 7 individuals.” To lift a household of this size above the poverty line would
require a monthly income of 295JD (308 Euros). This is significantly higher than even the income of
one breadwinner earning the average wage for low-skill jobs. Minimum wages tend to operate as a
ceiling for informal sector workers. On the other hand, in several countries (such as Lebanon and
Jordan) the minimum wages are not applied to foreign workers and exclude certain categories, causing
high unemployment among unskilled workers.

As shown in the case of Morocco, this does not prevent a debate about the level of minimum
wages. In comparison to some of their industrial competitors in EU markets, minimum wages in
AMC:s are higher and closer to average wages than in competing countries (Romania and Bulgaria are
often quoted in this respect, where according to Eurostat in 2009 minimum wages stand at 140 € and
122 € respectively), hence reducing AMC competitiveness and encouraging informal employment.
However, as shown in National Background Papers, this has not prevented the distribution of income
from becoming more unequal over the last years.

As for the comparative development of wage and income levels in purchasing power parity,
National Background Studies demonstrate that in the cases of Morocco, Algeria (with a negative
average annual increase in PPP wages of -1.7% in 1996-2006, in contrast with the 3% year increase in
the EU-15), Tunisia, Syria and Jordan a divergence of average wages with those of the EU is
observed. Thus, the good macroeconomic performance of most AMCs in the last ten years, which has
been reflected in a progression of per capita GDP, has not been matched by a corresponding

improvement in income distribution or wages nor a clear convergence path towards EU income levels
(see Table 2.3.2).

6 See Kadri Jamil, Syrian Economic Sciences Society, April 22, 2008: http://www.mafhoum.com/syr/articles_08/jamil.pdf.

7 DoS (2006) Household Income and Expenditure Survey 2006 Report.
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Table 2.3.2. GDP per capita 1995-2007 (PPP constant 2005 international USS$)

1995 2000 2005 2007
2661 2980 3589 3880
Morocco (10,69%) (10,57%) (12,13%) (12,55%)
. 5631 6087 7176 7310
Algeria (22,63%) (21,59%) (24,25%) (23,64%)
» 4422 5444 6445 7102
Tunisia (17,77%) (19,31%) (21,78%) (22,97%)
Bovnt 3586 4211 4574 4628
gYP (14,41%) (14,94%) (15,46%) (14,97%)
Jordan 3547 3632 4342 4628
(14,25%) (12,88%) (14,67%) (14,97%)
Svria 3759 3725 4002 4260
y (15,11%) (13,21%) (13,52%) (13,78%)
Lebanon 7979 8328 9561 9546
(32,06%) (29,54%) (32,31%) (30,87%)
4294 4743 5417 5537
AMC () (17,26%) (16,82%) (18,31%) (17,91%)
Euro Area 24884 28194 29590 30921

a) Weighted average. In parenthesis, the ratio to GDP per capita of the Euro Area.
Source: World Development Indicators Database, World Bank

State Jobs, Migration and Reservation Wages

The higher salaries and the job security of public administration jobs exert a powerful attraction on
young workers, in particular graduates, in a region where public sector employment is already the
highest in the world (over a third of all jobs are in the State sector). But the implicit social contract
guaranteeing a State job to all graduates has been terminated, and the State no longer provides realistic
employment prospects. Thus, migration has become the employment solution of choice (Martin 2009).
Indeed, migration prospects and (in some cases, e.g. Lebanon) the high cost of living in towns
translates into a high reservation wage (i.e. the minimum income for which a worker is ready to work)
which, in turn, creates severe distortions in AMC labour markets.

Indeed, a widespread characteristic of wage structures in AMCs is the high prevailing reservation
wage. The higher wages in the public sector typical of AMCs, as well as the prospects for migration to
higher salary countries, disincentives many workers from searching out a low-paid job in the local
market. When reservation wages are higher than equilibrium wages (in theory determined by marginal
productivity) for a particular category of workers, this leads to structural unemployment. This is
particularly evident in the case of the graduate unemployed having expectations of getting a public
sector job despite the bleak prospects of getting one. In Jordan, according to research carried out by
the World Bank (2007, p. 21), about 20% of all unemployed individuals and 45% of unemployed
women have submitted applications to the Civil Service Bureau. This is a key factor in understanding
AMC labour market behaviour.
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2.4 Unemployment Situation and Trends in AMCs: Excluding Youth and Female Workers

The eight AMCs under study have an official number of unemployed workers close to 7 million, almost
half of them in Egypt (2 million) and Syria (close to 1.5 million), with Algeria and Morocco also
exceeding the 1 million mark (data from National Background Papers based on national official data,
estimated using the ILO definition and hence excluding workers with an informal employment). The first
comments these figures merit is that they are most probably a major underestimation. The ILO definition
of unemployment (registering as employed any person having worked at least one hour during the last
week before the survey is conducted, and hence including subsistence activities and non-remunerated
work, as well as any kind of underemployment) is not fit for economies with a high incidence of
informal employment. In any case, it is notoriously inappropriate as a variable in determining the
migration potential of a county, for which the relevant variable would be full-time paid employment. But
we do not have this kind of data.

Second, in all countries under study (with the exception of Palestine), unemployment rates have
clearly fallen in the last few years, in the most dramatic case, Algeria, from 29% in 2000 to less than
half of that figure today. Between 2002 and 2006, Morocco, Egypt, Jordan and Syria experienced too a
significant reduction in unemployment rates of between 3 and 6 percentage points. But this positive
trend has hardly benefited female employment, and, at least in some cases, female employment has
actually fallen. Morocco is a good case in point. There the participation rate went down from 50% in
1996 to 44.8% in 2006. Young workers have also benefited to only a limited extent from this
employment boom, which has tended to favour older workers and in some cases immigrant workers.
Jordan is an extreme case in this respect: 63% of new jobs created between 2001 and 2007 went to
immigrant workers. In this regard, the reduction in unemployment rate gives only a partial view of
labour market performance: it is the employment rate, i.e. the ratio of total employment to the
population, which is more significant (see Table 1.2.1). Now, given that population has been growing at
a faster rate than employment over the last ten years or so, this ratio has tended to increase over time.

As shown in Table 2.4.1, unemployment is especially high for new entrants to the labour force and
for women. Across the region, unemployment is essentially a problem relating to the labour market
insertion of a growing and increasingly educated youth population. So the vast majority of the
unemployed are younger than 30, have at least an intermediate level of education, and have never
worked before. Indeed, a unique feature in AMCs is the increase in unemployment rates as the
educational attainment of workers increases, with graduate unemployment rates typically doubling the
rates for workers with primary or no education (which points to a major mismatch between educational
qualifications and labour market demand, and a worrying waste of educational investment). This
unusual unemployment structure suggests that a significant part of unemployment may be the result of
high job expectations on the part of workers with some formal education, and a low valuation of these
credentials on the part of the private sector because education systems have concentrated on making
public sector jobs accessible rather than on building the skills that are in demand in the private sector.
In the case of women it may reflect as well a lack of alternatives to public sector employment. Young
women with secondary or university studies, which already, as we saw above, have the lowest
participation rates in the world experience unemployment rates of close to 30%.
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Youth Unemployment

An important characteristic of unemployment in AMC:s is its young face. The average unemployment
rate in AMCs for the 15-24 age bracket is 21.6%, well over the world average of 14%. So the young in
these countries comprise between 70 and 80% of all the unemployed®. It is this age bracket too that has
the highest propensity towards migration. The risks of youth unemployment for social instability are
well known’, and in AMCs the share of youths between 15 and 24 who are neither active participants
in the labour force nor in education is estimated at 15% for males and 47% for females. But the
economic costs of this labour market exclusion should not be underestimated either. Based on the
assumption that youths earn on average 80% of the average national wage, and, in addition, that
females earn on average 25% less than males, it is possible to calculate the exact financial impact on a
national economy of excluding youths from the job market (Chaaban 2008, p. 8). If it is assumed that
youth unemployment should be equivalent to adult unemployment (as zero unemployment among
youths is arguably unrealistic), youth unemployment is costing Algeria 1.76% of its GDP annually,
Egypt 1.38%, Jordan 1.84%, Lebanon 1.07 %, Morocco 3.6%, Syria 2.36% and Palestine 1.69% in
foregone earnings, with a total yearly cost for these seven countries of 14.4 billion US$ (in PPP)
(ibid.). The cost of male youth unemployment is more than twice as high as that of female youth
unemployment. This is, to a large extent, the result of fewer females participating in the active
workforce. If this gauge of youth exclusion is expanded so as to examine the cost of youth inactivity,
the figure grows significantly. The definition of the joblessness rate includes the official
unemployment rate as well as the inactivity rate of youths who are not engaged in education. Such a
measure is perhaps more illustrative of the real costs involved in the inability of youths to successfully
enter the job market. In the case of AMCs, based on the same assumptions as above, youth joblessness
is costing Syria 9.09% of its GDP yearly, Egypt 7.29%, Jordan 4.14% and Lebanon 2.74%, an annual
cost of 28.8 billion USS$ (in PPP). These figures highlight the fact that hardly any other policy measure
could make a bigger contribution to the economic development of those countries than the promotion
of youth employment.

Beyond its economic cost, youth unemployment is also consolidating the generational gap and the
segmentation of the labour market, where the insider/outsider dynamic tends to prevail. The decline in
unemployment rates in higher age groups (see Table 2.4.1.) reflects two factors: first, the problems
facing young persons when they enter the labour market, in terms of the aforementioned mismatch in
education and skills and the long period necessary to find a job. Second, to an increasing extent, at
least in certain countries, the migration of young workers of 25 and above helps lower the
unemployment rate, as it tends to ‘evacuate’ persons who cannot find a job on the local market.

Many reasons could explain high unemployment rates among young workers. On the demand side,
a scarcity of entry-level opportunities for young people in the productive sectors stems from factors
including economic instability and the deterioration of macro-economic conditions (inflation, budget
deficit and public debt); and the recruitment practices of employers, who frequently resort to personal
contacts, thereby reinforcing the perception of a lack of opportunity. On the supply side, the most
important factors are the gap between the skills of the new entrants to the labour force (professional
training and a high level of education) and the labour market needs, as well as the reluctance of young
workers to accept low-skilled jobs with poor wages and working conditions. The lack of an effective
guidance and orientation system and the lack of internship opportunities to gain work experience also
play a role. This situation has led to a mismatch between the demand for and the supply of labour.

8 Youth unemployment data fr, Om National Background Papers are substantially lower than rates registered, for instance, in the Arab Labour Organization database: over 45% for Algeria

in 2005/2006, 39% for Jordan, 33% for Palestine, 27% for Tunisia and 26% for Egypt, 22% for Lebanon and 20% for Syria and 16% for Morocco (UNDP 2009, p. 109).

9 The last Arab Human Development Report underlines the threat to human security in Arab States derived from youth unemployment (UNDP 2009, pp. 10-11 and 108-111).
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The situation has improved in some cases for young male workers, but still entails long spells of
unemployment prior to a first job: in Egypt, in 2006, 50% of male school leavers had found their first
job within 2 years of leaving school, down from three years in 1998. 75% found jobs in 2006 within 5
years of leaving school, whereas in 1998 it would have taken nearly 8 years for that proportion to find
jobs. However, the female rates of transition from school to work are much lower and do not exceed
25% even after 15 years: for women there is no perceptible improvement in the transition period from
1998 to 2006.

Female Unemployment and Precariousness

The other important (and aggravating) aspect of unemployment in AMC:s is its gender dimension: female
unemployment rates are higher than those for males for all ages and all levels of education (with the
exception of the “over 45s” and the “no education” categories, where the retreat of women from the
labour market, and hence inactivity, leads to frictional unemployment rates). The increase in female
unemployment rates generally experienced in AMCs over the last years is due to the growth in the
female working-age population and the rising labour force participation rates brought about by higher
educational attainment. Like female participation in the labour force, female unemployment is strongly
correlated with education. In Jordan, for instance, more than half of all unemployed women have post-
secondary educational qualifications.

Educated women have been much more negatively hit by unemployment than educated men. As a
result, in part, of structural adjustment programmes and privatization they can no longer find jobs in
the public sector, while the private sector gives clear priority to men (in Egypt, for instance, in 2006
37% of working women worked in the public sector, compared to 54% in 2006). In Morocco, between
1999 and 2005, women got a third of all new jobs created in the private sector, more than their 27%
share in the labour force, but they occupied two thirds of the jobs lost, so that, in net terms, they only
experienced a 4.8% net increase in employment over this six years period. And female employment
remains concentrated in low productivity sectors (62% work in the agricultural sector).

Barriers for female entry into the private sector are due to a number of factors, including employers
who are unwilling to hire workers whose commitment to the labour force may be short-lived,
predominant social norms, and attitudes limiting what constitutes gender-appropriate employment, as
well as mobility constraints, constraints that limit women’s job search activities to local labour
markets (a barrier underlined by four of the National Background Studies, those for Egypt, Jordan,
Lebanon and Palestine). At the other end of the spectrum, it is important to take into consideration that
a growing proportion of total female employment (up to 50% in Egypt and Morocco) corresponds to
unpaid family aid, in particular in the agricultural sector.

Graduate Unemployment

University graduates are still a minority of the AMC labour force, ranging from 6.1% of it in Syria and
8.5% in Morocco to 26.9% in Palestine and 24.9% in Jordan (see Table 1.2.2). Indeed, at least half of
the AMCs (Morocco, Algeria, Tunisia and Syria) still produce a relatively low proportion of university
graduates. However, graduate workers show a higher than average propensity to unemployment. The
data demonstrates that, in the past decade, unemployment has been rising among individuals with
secondary and university education, reaching double the unemployment rate levels for persons with no
education at all.

Graduate unemployment reflects, in part, a major mismatch between skills of supply and demand
(and hence a distortion of the education systems in those countries): there are too few graduates in
technical and scientific disciplines and those there suffer from the poor quality of university education.
More than half of the graduates are women, who are mostly excluded from participating in the labour
market. It also reflects a problem of expectations (see discussion of reservation wages in section 2.3).
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But one should not forget that one of the main causes of graduate unemployment in AMCs is the lack of
demand for graduate employment in the private sector, reflecting the underdevelopment of high added
value economic activities and more generally the choice for a low wages, low added value export-
oriented economic model, often promoted by the tax incentives structure (see Saif and El-Rayyes 2009,
National Background Paper on Jordan). To this extent, it is a whole review of industrial policies, and
more generally economic policies, what is required to face this challenge (see Section 7.3).

In any case, graduate unemployment is a source of major macro-economic inefficiency, as the human
capital of the country is wasted, the education investment made in these workers is lost and does not
contribute to economic growth and, most worryingly, it reduces the incentives for new generations to
invest in education (unless this investment is related to migration prospects) instead of engaging in
informal employment, bypassing the positive externalities derived from this investment for the economy
as a whole.

In all countries but Palestine there is a positive correlation between the level of education attained
and the unemployment rate, which is very specific to the region (see Table 2.4.1). In Maghreb
countries, in particular, this is a major problem. In Tunisia, for instance, the average level of education
among unemployed workers exceeds that of the employed population: between 1994 and 2007 it has
gone up from 4.5 to 8.3 years of education for the unemployed and from 5.4 to 7.3 for the employed.

Expectations and reservation wages also play a role in explaining high rates of graduate
unemployment, to the point that, as stated by other authors in the past (see Middle East Youth
Initiative 2009, pp. 8-9), the National Background Paper for Egypt points out that “probably for them
[graduate workers] unemployment is a luxury”.

This phenomenon of graduate unemployment in AMCs is attracting much public and specialized
attention, in part due to the higher degree of political mobilization among this class, and in part also to
the higher potential interest they have as migrant workers for host countries. However, it should not be
forgotten that, whereas graduate unemployment underlines a major distortion in resource allocation
and incentives in the economy, in most AMCs the majority of the unemployed are not graduate, but
have only a primary or secondary education. In Tunisia, for instance, 35% and 40% of the unemployed
have only primary or secondary education, whereas graduate unemployed make up 20% of total
unemployment. So it is unemployment among workers with only primary or secondary education that
poses the main challenge in absolute figures (and hence also in migration potential terms): only
slightly more than 1 out of the 7 million unemployed in AMCs are graduates.

2.5 Informal Employment

Given the current state of labour markets in AMCs, an active and dynamic informal sector remains the
only systemic response to their malfunctioning, working as a buffer to allow an important part of the
workforce to make a living. So in practice it serves as a kind of security net, offering jobs or at least
income generating activities to excluded workers. This has become a structural, integral part of labour
markets in AMCs and indeed the main objective symptom of the distortions they are exposed to.

If we know little about employment in AMCs and data is very unreliable, the knowledge about
informal employment is even slighter, even in those countries, such as Morocco, where specific
surveys have been conducted to gauge the informal economy (in 1999 and 2008). The share of
informal employment in AMCs can be estimated in the 35-55% range for non-agricultural
employment, but estimates for the same country show huge variations (depending on methodology and
definition of “informal”). For Syria, for instance, they varied between 19% and 59%. In Morocco,
informal employment has been estimated at 45% of non-agriculture employment. And in Algeria,
excluding the public administration, where by nature there is no informal employment, and
agriculture, where it is not well measured, informal employment goes to make up 45% of total
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employment. According to Assaad (2007), in Egypt informal employment has increased from 57% in
1998 to 61% in 2006.

Moreover, informal employment is a very dynamic reality, and shows a higher degree of resilience
to economic crisis. In Egypt, 75% of new entrants to the labour market in the first five years of this
decade were entering informal work, compared to only 20% of workers in the early 70s. Furthermore,
half of those who found work with formal private sector employers did not have a formal work
contract, and even more lacked social security coverage, i.e. had no decent job. In Syria, 69% of jobs
created between 2001 and 2007 were in the informal sector. Thus, the informal sector has acted as a
buffer for unemployment. However, the jobs created in this sector tend to be of lower quality in terms
of wage, sustainability and work conditions.

The economic implications of this state of affairs are far from negligible. On the one hand, whereas
informal employment provides the sole income source for large segments of the population, it has
become a major obstacle to the prospects of a decent job to the biggest generation in AMC history: the
informal sector is a lever for precariousness and lack of protection for workers. On the other hand,
informality hampers the human capital development of this generation, since informal first employment
translates into fewer opportunities for better jobs in the future (Middle East Youth Initiative 2009, p. 10).
Beyond these effects for workers, in some labour intensive sectors the informal economy hampers the
development of the formal private sector (through unfair competition) and negatively affects the
incentives for international investors to get established in AMCs (since they cannot afford to ignore
labour regulations), undermining two pillars of the current economic model in those countries. In fact,
the high degree of informality in the economy renders institutional regulation ineffective: it turns
regulation into “paper procedures” imposing a transaction cost on economic actors, but without
achieving its goals: this happens for minimum wages, social protection, the regulation of layoffs and
severance payments or even trade union activity. To the extent that the scope of the informal sector
favours a gap between de facto and de iure regulation, it reduces the elasticity of employment to reforms
in labour market institutions, hence reducing the effectiveness of employment policies (see Chapter 3).
And the prevalence of low productivity jobs in the informal sector poses another stumbling block for
development of these countries

Bouklia-Hassane and Talahite (2008) argue that the size of the informal sector is positively
correlated to the rate of unemployment, and indeed the National Background Paper on Syria shows
how difficult it is to differentiate between the two. The dissemination of unemployment feeds a
“reservation army” ready to accept the conditions of precariousness and the lack of institutionalization
specific to the informal sector (see National Background Paper on Algeria, Bouklia-Hassane and
Talahite 2009, pp. 24-25). With a model inspired by the Harris-Todaro rural-urban model, Bouklia-
Hassane and Talahite explain why the informal sector does not absorb unemployment entirely under
the (plausible and empirically supported) assumption that wages in the informal sector are below the
minimum wage.

2.6 Inward Migration in AMC Labour Markets

Although evidence for inward migration is even scarcer than for outward migration, there is no doubt
that this is an increasingly important phenomenon in AMC labour markets: this includes labour migrants
from poorer Sub-Saharan Africa and Southern Asia countries seeking labour opportunities, refugees and
transit migrants mostly on their way to Europe (who often end up remaining).

AMCs host more than 1 million legal immigrants of working age (2% of current employment), and
an undetermined number of irregular or unregistered labour immigrants (which could exceed 2
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million)'’. In some countries of the region, such as Jordan and Lebanon, and with different
specificities Syria, this has become a structural feature of their labour markets, favoured by the
prevalence of informal employment. There are currently over 300,000 migrant workers in Jordan who
filled 62.8% of the new jobs created in Jordan between 2001 and 2005 (World Bank 2007a, p. 21).
Moreover, 89% of them have no formal education. So around one quarter of Jordan’s workforce is
composed of migrant workers the overwhelming majority of whom are engaged in low-skill, low-
wage employment. Many of these migrants compete with low-skill unemployed Jordanians for
employment, rather than complementing the existing workforce, and contribute to maintaining
depressed wage levels.

In Lebanon, there are 120,000 registered foreign workers, mostly maids from Asia and Africa. There
are also an estimated 500,000, mostly undeclared, Syrian workers, working primarily in construction and
agriculture (even if their number was greatly reduced after the pull-out of Syrian troops in Lebanon in
2005). There is a lack of statistics and studies on the status of Syrian workers in Lebanon: some sources
state that fewer than 100,000 are legally registered (Kawakibi, 2008), but other sources talk of between
300,000 and even 1.5 million Syrians; independent observers, however, estimate the number at between
400,000 and 600,000 (almost 47% of the Lebanese labour force). Although Syrian workers mostly work
in construction, according to Kawakibi (2008) increasing numbers of Syrian workers are engaged in
manufacturing, though with no health or social insurance. In contrast to Jordan, in Lebanon it cannot be
stated that foreign workers compete for low-skilled jobs with locals. Indeed, Kawakibi (2008) states that
many studies prove that unemployment in Lebanon is not affected by immigrant Syrian workers, as the
majority of unemployed Lebanese are skilled workers, and the highest rate of unemployment occurs
among residents with a secondary education and university degrees. There are too almost 450,000
Palestinians refugees, with a 60% unemployment rate and a lack of full working rights (according to
UNRWA); translating into almost 150,000 unemployed Palestinians. This figure exceeds total
unemployed Lebanese residents, estimated at nearly 137,000 in 2007.

Both in Jordan (where migration policy has been described as “easy entry for low skills; easy exit
for high skills” — World Bank 2007a, p. v) and in Lebanon, there is a strong structural link between
immigration and emigration flows. The Jordanian labour market is characterized by the emigration of
a large number of highly-skilled Jordanians to GCC countries and the immigration of a large number
of foreign workers to fill low-skill jobs. Inward remittances help to fuel the Jordanian construction
industry, which mostly employs Egyptian migrant workers. Thus, inward remittances partly fund
outward remittances. However, because inward remittances far exceed outward remittances, there is
still a significant net financial gain for the Jordanian economy. In 2008, inward remittances were
valued at 2.73 billion euros whereas outward remittances were only 354 million (but of course this
accounting has to be qualified with the impact on skills endowment in the labour force, since
emigrants are, in this case, far more educated than immigrants). In Lebanon, remittances amount to
more than 4.5 billion USD per year, almost 23% of GDP''. Yet remittances mostly finance domestic
consumption, and outward remittances are also very high (almost 4 billion USD). The country is
therefore experiencing an economic cycle where remittances fuel real estate and service investments;
which in turn increase the demand for unskilled workers mainly in construction and the cleaning sectors;
thus contributing to an increase in inward emigration flows. Inward remittances are indirectly
contributing to the high rates of outward remittances.

In other countries of the region legal labour immigration is rather marginal and is strictly regulated,
although lack of thorough and reliable statistics may conceal part of this phenomenon. In all cases,
immigrant workers in AMCs are often exposed to informal employment and below standard work
conditions (in several countries they are excluded from labour legislation protection) and wages,
undermining the decent job agenda. Data on irregular immigrants in AMCs are particularly scarce, but

10 National Background Papers and Fargues (2009, pp. 24 and 486).

11 Data from National Background Paper. Remittances to Lebanon as registered in the World Development Indicators database amount to 5.769 USS$.
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estimates place their number at close to 1 million overall (with Lebanon with 400,000-500,000 and
Jordan with around 100,000 as top rankers). Another group worth mentioning are refugees: AMCs
have one of the largest presence of refugees in the world, with a total of 1,400,000 official UNHCR
refugees, the bulk of them in Syria (707,000) and Jordan (520,000) (Fargues 2008, p.12), plus the 4,5
million Palestinian refugees reported by UNRWA (in Jordan, Palestine, Syria and Lebanon).
According to World Bank (2008b) figures, four AMCs stand amongst the Top 10 world countries in
terms of the numbers of refugees that they host: Jordan (1.8 million), Palestine (1.7), Syria (0.4) and
Lebanon (0.4)"2. Obviously, these refugees also pose a serious market labour challenge.

Overall, in many AMCs geopolitical developments are a key factor in understanding labour market
dynamics. In Syria, for instance, two major events in the last five years will shape any possible analysis
of labour markets (and make national statistics largely inaccurate): the inflow of 1.7 million Iraqi
refugees (7% of total population) and the sudden reduction of Syrian circular migration to Lebanon
(involving several hundred thousand workers).

2.7 The Impact of the Economic Crisis

The global economic crisis has added to the series of labour market and education challenges the Arab
Mediterranean Countries have not solved in the last 20 years of relative macroeconomic discipline and
which have only begun to be tackled in the last six years of high growth. In the six years since 2002
economies in the region followed a high growth path (in the 5-6.5% range on average), which led to an
average annual job creation rate of 4.5%, enough to offset the labour force growth rate of 3.6% a year
on average (for a working age population growth of 2.8%). So global unemployment rates were
reduced in all countries during this period of high growth rates, but average wages have not followed
suit and the categories of workers most affected by unemployment or informal employment (women
and the young, in particular) hardly benefited from this trend. The rate of precariousness of
employment increased in many AMCs, rendering employees more vulnerable to economic downturns
(Morocco and Algeria are two clear cases in point, as shown by National Background Papers).

AMC:s have already begun to suffer the global economic crisis, though with a certain lag in relation
to other regions of the world (see European Commission 2009, pp. 27-50). Growth prospects have
been substantially readjusted downwards, in particular in countries like Jordan, Egypt or Morocco
which are best integrated into the world economy: real GDP growth across the region is expected to
shrink by more than two percentage points below the 4% mark in 2009 (IMF 2009a), or even further
to halve to a regional average of 2.4% (European Commission 2009, p. 28). Thus, it seems that the
high level of job creation witnessed in previous years will not be sustained over the next few years,
though the impact on unemployment rates could be limited relative to other regions of the world
(Behrendt, Haq and Kamel, 2009, p. 7). Only in Jordan, the downwards revision of growth projections
between March and September 2009 translated into a readjustment of job creation projections from
893,000 to 734,000 over the 2009-2020 period, i.e., a reduction amounting to almost 10% of current
employment over that period (see Saif and El-Rayyes 2009, National Background Paper, p. 10, and p.
9 of the former April 2009 version).

In any case, this crisis coincides, for AMCs, with the peak years of the youth bulge, i.e., the years
when the number of entrants to the job markets will be highest (see Sections 1.1 and 1.3). As
migration chances vanish as a consequence of the economic downturn in developed countries and the
Gulf and some labour migrants return to their home countries (100,000 Egyptian migrants have
reportedly already returned from Gulf countries), the long-lasting job crisis the region is suffering

12 See also the figures in Fargues 2009, p. 26, that are substantially higher for Jordan and Syria.
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