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Outline 

 Review structure of labor markets in 

Arab economies 

 

 Review the need and effects of minimum 

wages and links to public sector wages 

 

 Draw some implications and policy 

recommendations 
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Labor Markets in Arab Countries 

 Two types of economies 

◦ Labor constrained economies with ample 

natural resources (e.g., KSA, UAE, Oman)  

◦ Labor abundant countries with or without 

natural resources (e.g., Egypt, Iran, Yemen) 

 

 Labor market structures, problems, and 

policies are quite different 

◦ What role minimum wages? 
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Labor supply issues  

 Arab countries tend to have 

◦ Relatively high population growth→ 

 Nationals in non oil economies 

 In GCC countries, only expatriates grow quite fast 

◦ Very young populations (15-30 years) 

◦ Relatively smaller elderly population 

◦ Low but increasing participation rates→ 

 

 Significant demographic pressures will 
filter on to labor markets 
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Implications  

 Rapid population growth coupled with low 
but rising participation rates indicate 
◦ Expect a significant expansion in labor supply in 

the near future 

 

 Rising education levels indicate 
◦ New cohorts probably better educated than old 

generations 

 

 Low skilled, relatively old unemployed 
worker faces increasing difficulties to find 
jobs 
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Labor demand issues  

 Two types of Arab countries 

 

◦ Labor constrained vs. unconstrained 

◦ Endowed with natural resources (oil and gas) 

vs. relatively scarce natural resources 
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Labor markets in labor constrained 

economies with natural resources  

 Significant labor market segmentation→ 

 

◦ Nationals:  

 High reservation wages, relatively high education, 
massive public employment, high unemployment 
(particularly youth) 

 Quotas imposed on private sector (not very effective) 

 

◦ Expatriates: 

 High education, high wages, private sector, immobility 

 Low education, low and flat wages, no labor rights 

 Expatriates subject to significant rent-extraction 
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Labor markets in labor constrained 

economies with natural resources  

 In GCC countries, locals prefer to work in 
the public sector 

 
◦ Higher wages than private sector 

◦ Lower working hours and longer vacations 

◦ Disconnect between effort and reward 

◦ Inamobility 

 

 

 Nationals usually prefer to remain unemployed and 
wait for job in government 
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Locals participate largely in public 

sector, expatriates in private sector 
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Source: national statistical agencies 

 



Share of public employment in total 

 Public sector employment in Arab countries 
much higher than rest of the world→ 

 

 Higher in GCC than other Arab countries 

 

◦ Employer of the last resort 

◦ Feasible because of deep pockets and small local 
population 

◦ Public sector wages “signal” private sector 

◦ Minimum public sector wage (entry level) 
becomes important 

10 



Implications  

 Labor demand in labor constrained Arab 

countries is of dual nature 

◦ Nationals work primarily in public sector and 

public sector crowds out private employment 

◦ Expatriates work in private sector and, because 

of rent-extraction, production is labor intensive 

 

 In general, low growth in labor productivity 

 Therefore, low growth in real wages 
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Average labor productivity 
(Real GDP per worker) 
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Source: Total Economy Database 2012 



Labor markets in labor abundant 

Arab economies 

 No labor market segmentation 

◦ Expatriates relatively less important 

◦ Human capital is scarce 

◦ Unemployment chronic, high, biased against 

women and the young 

 

 Resulting: sustained (yet very low) labor 

productivity growth  

13 



Average labor productivity 
(Real GDP per worker) 
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Source: Total Economy Database 2012 



Minimum wages in Arab countries 

 Most countries enacted minimum wages 

 
◦ Different nationals and expatriates (GCC) 

◦ Different by sectors (industry/agriculture;  non GCC) 

◦ Different if single/married 

◦ Different by skills levels 

◦ Levels vary due to “in kind goods” and subsidies 

 

 Few countries officially do not have 

◦ Bahrein, Yemen 
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Minimum wages 
(as percentage of GDP per capita, 2009 at PPP) 

Algeria 60.0 Oman 27.0 

Bahrain none Qatar none 

Egypt 36.0 Saudi Arabia 33.0 

Iraq 55.0 Syria 60.0 

Jordan 44.0 Tunisia 32.0 

Kuwait 33.0 Turkey 57.0 

Lebanon 37.0 UAE none 

Libya 13.0 West Bank Gaza none 

Morocco 59.0 Yemen none 
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Source: based on ILO and IMF data and national sources 



Applicability of minimum wages 
(wage and salaried workers as percentage of total employees) 

Algeria 33.0 
Bahrain 96.8 
Egypt 58.5 
Iran, Islamic Republic of 53.2 
Jordan 84.3 
Kuwait 97.3 
Lebanon 62.1 
Morocco 44.4 
Occupied Palestinian Territory 66.6 
Oman 87.8 
Qatar 99.3 
Syrian Arab Republic 62.6 
Tunisia 64.3 
United Arab Emirates 95.8 
Yemen 41.6 
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What role for minimum wages? 

 As seen in previous sessions (Tzannatos, Belser, 
Sobeck) minimum wages are justified by: 

 
◦ Increase the standard of living for the poorest and 

most vulnerable class in society 

◦ Stimulate consumption 

◦ Motivate and encourages employees to work harder, 
improve the work ethics 

◦ Decrease the cost of government social welfare 
program 

◦ Disincentivate illegal activities 

◦ Encourage efficiency and automation of industry 

◦ Increase technological adoption 
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These analyses do not apply to 

labor constrained economies  

 Dual/segmented labor markets makes 

standard approaches inadequate 

 

 Minimum wages depend on 

◦ Population targeted 

◦ Effectiveness and reach of targets 

◦ Goals to be achieved 

◦ Cost-benefit of different measures 
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Minimum wages for nationals in labor 

constrained countries (examples) 
 In KSA 
◦ Public sector wage for Saudis (SR 3,000) is much higher 

than private sector (SR 1,500). Government hired 120,000 
new workers in 2011 

 

 In UAE 
◦ Public sector wages (AED 4,250) much higher than private 

sector (low skills workers earn less than AED 1,500) 

◦ Govenrment announced significant rise in public sector 
wages (including minimum entry wage) 

 

 In Oman  
◦ Minimum wages recently raised to a level above what 72% 

of omanies earn in private sector 
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The effects of minimum wages on 

labor constrained countries 

 Nationals willing to work may be affected 
signficantly by labor market policies 

 

◦ Not only minimum wages, but also other labor 
market policies for nationals 

 

◦ And labor market policies for expatriates 

 

 Let’s look at the decision process of a 
national worker: 
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How do nationals react? 

22 

Decision by 
nationals willing 

to work 

Public sector 

Public wage 
(include perks) 

Probability of 
hire 

(lottery) 

Private sector 

Private wage 
Hired if 

productive 



How do nationals react? 
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How do private firms hire? 

 National 

◦ Productivity A 

◦ Reservation wage W 

 Expatriate 

◦ Productivity B 

◦ Reservation wage 1 
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Private firm will hire national if A-W larger than B-1 

Private firm will hire a national if A-B larger than W-1 

A minimum wage on nationals reduce their employability 

A minimum wage for expatriates may increase  

employability of nationals 

Permanent higher employability of national only if they 

become more productive or lower reservation wage 



Where do nationals work? 

 Some are not employable by the private 
sector (too high a reservation wage vis-à-
vis productivity) 

 

 Those employable by the private sector 
can also be hired in public sector; hence, 
they must decide where to work. 
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How do nationals react? 
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to work 
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Where do nationals work? 

 The higher the public wage (entry wages), the lower 
the interest of nationals to work in private sector 

 
 The higher the perks in public sector, the lower the 

interest of nationals to work in private sector 
 

 The higher the probability of being hired by the 
government, the lower the interest of nationals to 
work in private sector 
 

 The higher the wealth of a worker’s family, the longer 
he/she waits for a public sector job 
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Implications 

 In labor constrained coutries where most 
nationals work for the government, 
minimum wages are less relevant.  

 

 What matters are minimum public wages 
(entry level wages) 

 

 Classical minimum wages for nationals 
backfire. 
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Minimum wages for expatriates in 

labor constrained countries 

 Recall that  

 

 

 If minimum wage for expatriates is raised, 
employability of nationals increase 
◦ Monopsony rents will reduce (firm transfer some 

profits to workers) 

◦ Total employment (expatriates) will reduce 

◦ This only benefits low-skills workers that keep 
jobs (those fired are worse-off) but… 
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Private firm will hire a national if A-B larger than W-1 



Minimum wages for expatriates in 

labor constrained countries 

 Higher expatriate wages incentivize switching to 
less “labor-intensive technologies” and become 
truly competitive in intenational markets 

 

 Maybe productivity will increase 

 

 Most likely lobbying will inhibit this minimum 
wage regulation (e.g., Bahrein) 
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Minimum wages in labor abundant 

countries 

 There are several reasons for market 
intervention 

 Minimum-wage policy is only one tool 

 Others may be more effective for 

◦ Long run employment growth 

◦ Higher, sustainable wages based on 
productivity gains 
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Summary 

 Demographic pressure will most likely increase labor supply in 
the near future 

 

 Labor demand is sluggish in all Arab countries and labor 
productivity grows very low or stagnated. Problems are 
beyond the labor market (but can be compounded by it) 

 

 Minimum wages in labor abundant economies may hold some 
value, as long as they do not interfere excessively with dynamic 
resource allocation (economic growth) 

 

 Minimum wages for nationals in labor constrained economies 
unnecessary and the key are minimum (entry level) public 
wages. 

32 



Population growth 
(average annual, 1986-2011, percent) 

Algeria 1.8 Oman 2.7 

Bahrein 4.1 Qatar 6.6 

Egypt 2.0 Saudi Arabia 2.5 

Iraq 2.5 Syria 2.9 

Jordan 3.5 Tunisia 1.4 

Morocco 1.5 UAE 5.2 

Kuwait 1.5 Yemen 3.2 
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Note: World average annual growth rate, 1986-2011 = 1.3 
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Note: World average annual growth rate, 1986-2011 = 1.3← 



Labor Force Participation Rates in 

2010 (15+ years) 
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Region 
Participation  

Males 

Participation 

Females 

Arab countries 74.4 27.7 

Latin America 79.8 53.2 

Africa 76.1 63.0 

East Asia 79.8 63.3 

OECD 69.5 50.9 



Labor Force Participation Rates in 

2011 (15+ years) 
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Males Females Males Females 

Algeria 71.9 15.0 Egypt 74.3 23.7 

Bahrain 87.3 39.4 Jordan 65.9 15.6 

Iraq 69.3 14.5 Lebanon 70.8 22.6 

Kuwait 82.3 43.4 Morocco 74.7 26.2 

Libya 76.8 30.1 Syria 71.6 13.1 

Oman 81.6 28.3 Tunisia 70.0 25.5 

Qatar 95.2 51.8 Turkey 71.4 28.1 

Saudi Arabia 74.1 17.7 West Bank and Gaza  66.3 15.1 

UAE 92.3 43.5 

Yemen 72.0 25.2 

Average 80.3 30.9 Average 70.6 21.2 
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Labor market segmentation 

 Legal segmentation 

◦ Segmentation is embedded in the sponsorship 

(kafala) system 

 

 Expatriates do not have labor rights 

 No unions, no strikes, no collective bargaining, etc. 

 Little labor protection on job conditions, hours worked, 

accidents and sickness, etc. 

 

 Expatriates have work-dependent visas (up to 3 

years) and are expelled upon termination 
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Labor market segmentation 

 Legal segmentation 

◦ Nationals are free to move and receive 
additional favorable treatment 

 Labor conditions (less hours, virtual immobility, 
higher wages, pensions) 

 “Nationalization” of certain positions and quota 
systems 

 

 De-facto segmentation 
 Public sector preference for nationals 

 Significant transfers (subsidies) that increase 
monthly income and wealth← 
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Share of public employment in total← 
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Reliance on public sector employment among 

nationals has been intensifying (e.g. KSA) 
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Number of Saudi public and private sector  employees 
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Unemployment rates (ca. 2010) 
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Algeria 11.4 Morocco 10.0 

Bahrain 3.8 Oman 15.0 

Egypt 9.4 Qatar 2.2 

Iraq 15.3 Saudi Arabia 5.4 

Jordan 12.9 Syria 8.4 

Kuwait 2.9 Tunisia 14.2 

Lebanon 9.0 UAE 16.0 

Libya n.a. Yemen 14.6 

Source: bold=KILM, others CIA factbook, IMF and national accounts 


