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Preface

The primary goal of the ILO is to contribute, wittember States, to achieve full and
productive employment and decent work for all, inithg women and young people, a goal
embedded in the ILO Declaration 2008 $acial Justice for a Fair Globalization, ahd
which has now been widely adopted by the intermaticommunity.

In order to support member States and the socréhgra to reach the goal, the ILO
pursues a Decent Work Agenda which comprises faterrelated areas: Respect for
fundamental worker’s rights and international labstandards, employment promotion,
social protection and social dialogue. Explanatiohthis integrated approach and related
challenges are contained in a number of key doctsnanthose explaining and elaborating
the concept of decent wdrkn the Employment Policy Convention, 1964 (No2)l2nd in
the Global Employment Agenda.

The Global Employment Agenda was developed by th® through tripartite
consensus of its Governing Body's Employment andigbd?olicy Committee. Since its
adoption in 2003 it has been further articulated emade more operational and today it
constitutes the basic framework through which th@ pursues the objective of placing
employment at the centre of economic and sociatipst

The Employment Sector is fully engaged in the impatation of the Global
Employment Agenda, and is doing so through a lasg@e of technical support and
capacity building activities, advisory services gulicy research. As part of its research
and publications programme, the Employment Sectomptes knowledge-generation
around key policy issues and topics conforming e tore elements of the Global
Employment Agenda and the Decent Work Agenda. Téwtad®s publications consist of
books, monographs, working papers, employment tepmd policy briefé.

The Employment Working Papeseries is designed to disseminate the main firsding
of research initiatives undertaken by the varioepadtments and programmes of the
Sector. The working papers are intended to enceueaxghange of ideas and to stimulate
debate. The views expressed are the responsibflitie author(s) and do not necessarily
represent those of the ILO.

José Manuel Salazar-Xirinachs
Executive Director
Employment Sector

! See http://www.ilo.org/public/english/bureau/dgmichload/dg_announce_en.pdf

2 See the successive Reports of the Director-Gemethk International Labour Conferen@ecent
work (1999);Reducing the decent work deficit: A global challe@001); Working out of poverty
(2003).

®See http://www.ilo.org/gea. And in particuldmplementing the Global Employment Agenda:
Employment strategies in support of decent worksitn” documentILO, 2006.

* See http://www.ilo.org/employment.






Foreword

Despite relatively positive economic performancethe years prior to the global
economic and financial crisis, countries in thed=Mediterranean basin present important
employment and labour market challenges. Their ph&yment rate is one of the highest
in the world and their labour markets are charamtdr by high incidence of
underemployment, employment in the informal econang poor working conditions.
Gender inequalities and particularly the low labfmrce participation of women are issues
of major concern. Negative labour market outcorgsther with more demand for labour
in European countries have resulted in labour rignra from East and South
Mediterranean countries towards the Northern slobrihe Mediterranean. Furthermore,
the recent global economic and financial crisis lbedsto a significant economic downturn
and countries are facing the prospect of prolongeases in unemployment, poverty and
inequality.

Within this backdrop and in the current economid aancial context giving effect to
the ILO Global Jobs Pact adopted in the 98th Smessibthe International Labour
Conference (June 2009) is of utmost importance idero to promote productive
employment and decent work in these countries. Pphemotion of productive
employment and decent work is high on the agendhaeoEuro-Mediterranean Partnership
and is an utmost priority in the countries of tlegion. At the first Euro-Mediterranean
Employment and Labour Ministers Conference in 2BDB8isters highlighted the urgency
of challenges relating to employment, investmentuman capital, and decent work for all
and committed themselves to a Framework of Actistsch would “contribute to
developing a genuine social dimension within theoEMed agenda”.

The European Union has long actively supportedupiake of decent work as a
global goal. As part of the Renewed Social Agenda European Commission has
“reaffirmed its commitment to promoting the intetinaally-agreed Decent Work Agenda,
including through cooperation with the ILO and atbartners, and the mobilisation of all
relevant policies”. Furthermore, cooperation toamde the response to the economic crisis
has been recently intensified between both ingtitgt

Against this backdrop, the International Labour i€&ff (ILO) and the European
Commission (EC Directorate-General for Employmetcial Affairs and Equal
Opportunities) developed a joint action orientedesech project on “Expanding the
knowledge base on decent work in Mediterranean toesti The research undertaken
focused on three main themes: 1) economic growth eanployment; 2) labour market
policies and 3) labour migration. The findings frahe research are of great interest for
policymakers as well as researchers and are repeddn a series of working papers. They
open up new avenues for research under future guroges.



This paper on Egypt's employment and economic dgndmkages, written by Heba
Nassar from Cairo University, brings to light cunteand emerging issues concerning
growth, employment policies, and economic linkaigeEgypt within the framework of the
pervasive world financial and economic crisis. Thet part of the study provides an
overview of the labour market situation in EgypfThe second section analyzes the
employment and growth linkages including throughlgsis of labour output elasticities.
The third section reviews macroeconomic and empémnpolicies in Egypt. The fourth
section provides a poverty and job quality profie Egypt based on a panel survey
conducted by CAPMAS to trace household consumdimh living standards. The final
section is devoted to policy recommendations getnedrds improving the job content of
growth in Egypt.

Azita Berar Awad

Director

Employment Policy Department
ILO, Geneva
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1.

2.

Introduction

1

2.

The purpose of this research is to analyse thevtroeconomic policies and
employment linkages in Egypt, taking in accountdlabal financial crisis.

The economic and social situation in Egypt is abtarized by considerable
socioeconomic changes and accelerated reformeoadbnomic sphere, with a degree of
economic growth and trade expansion. The globardependence is rising and the
regional economic integration is accelerating. €réiberalization global production and
distribution systems at global level impact empleytnand quality of jobs. Recently the oil
exporting sector has faced the impact of the glahisis through a decreasing of the
foreign demand, mainly for manufacturing producsd a decrease of the working
migrants’ income transfers.

The main objective of the research is to deeperktizsvledge base on the growth-
employment-poverty reduction nexus in the aim &nidy relevant growth strategies and
economic policies for enhancing jobs creation aoldsjquality, in relation with the
European Neighbourhood policy in the Mediterransasa.

The research will focus particularly, on:

. The trade-employment-labour market relationshipsluding the impact of trade policy
on employment and labour market adjustment;

The role of sectoral policies in employment creati@nd job rich growth, taking in
account opportunities in agriculture, manufacturargl services which are appropriate
for the country’s level of development;

The impact of the global financial and economicsisrion employment growth and
decent work and the policy responses.

The Egyptian Labour Market: Overview

The Egyptian labour Market is characterized bycdtmal distortions intensified by
the inability of the rate, as well as the patterheconomic growth to generate sufficient,
productive and decent job opportunities. In fate tgrowing mismatch between the
population growth and the labour supply, on the loaed, and the labour demand, on the
other, will remain the main obstacle against erailig unemployment and is intensified by
the gender and the geographic disparities.

2.1 Definitions in Labor Studies and Sources of Data
on the Labor Market:

Labor force is illustrated as the last circle ofeth circles defining the relationship
between the pool of the labor force and labor fofde larger one represents the concept of
population at large as the total inhabitants inoantry. The second circle stands for
manpower, defined as people in the productive agdptal population minus the very
young and the very old. It is rather difficult toffdrentiate between productive and
unproductive population, as retirement age hasde wange from 60-69 in the different
countries. Meanwhile in practice many children untfe years of age are engaged in the
labor market.

The smaller circle holds proxy for active workforce people already engaged in the
process of production. Housewives, students, tetiverkers, and handicapped...do not
usually show up in the labor market but they areemiaal labor force. Excluding those
people from the total number of manpower, we getattual workforce, or the number of



people already available, and / or look for worke3e, in turn, comprise both employed
and unemployed people (Nassar, H. 2002).

An important concept in labor market analysishis growth in the labor force, which
is determined by the overall population growth rdite changing age composition of the
population, and the change in age-specific ppdigdn rates due to changes in school
enrollment, retirement age, and housewives whostoging after marriage.

Finally unemployment is a controversial concept, toainly considering participants
of the labor force who want to work did not work fo reference period (one week, one
month). The search for work is not included in thearket force definition for
unemployment.

Major sources of the Egyptian labor market datathree: The population census
(PC), the labor force sample survey (LFSS) andMhestry of Planning statistics. The PC
is a complete enumeration undertaken by the CeAgahcy for Public Mobilization and
Statistics (CAPMAS), usually every ten years. ThESB, also carried out by the
CAPMAS, is conducted on an annual basis to foll@acurrent trends in employment. The
data of the Ministry of Planning is prepared on #wtual deployment of the labor force
according to non-standard classification of ecormaastivity.

Many studies concluded that the three sourcestafat@ non-comparable. It has been
claimed that the data prepared by the Ministry lahRing are estimates based mainly on
annual reports of government organizations and ipubkctor authorities and on
unpublished reports for the private setfbne LFSS had been taken in May, an agricultural
peak employment month, while the PC was conductedavember, in 1976 and 1986, a
slack season. Since 1985 several improvementwicdnduct of the LFSS occurred such
as adopting two reference period, one week ane thv@nths, undertaking the LFSS four
times a year, in March, June, September and Degeari increasing the size of the
sample to cover 48000 residential units. The PC laR8S treat the army and police
personnel differently, while the PC identifies thexm part of the labor force, the LFSS
screens them off. Moreover the PC considers emptoyifior the age group 6 plus, but the
LFSS captures it for the age group 12-64. The roohdhe LFSS October 1988 has
considered employment for the age group 6 pluspl@eaver 65 years, who do not work
are classified by the PC as outsiders, while th83 Elassifies them as jobless workers.
Still, the two sources of data are further différefith respect to the treatment of leave of
absence. Suspended workers as well as those onutgragd leaves, one year plus, are
among the unemployed by the PC but counted otlteofabor force by the LFSS. Finally,
graduates carrying out public service are idemtifs jobless by the PC but considered
outsiders by the LFS%.

In the last years two specific LFSS have been cotedu
The Labor Market Survey 1998 ( EPIC and Economisgaech Forum) (National Survey)

The Labor Market Survey 2006 ( Population Councd £APMAS) ,which use different
definitions for unemployment and rate of partitipan the labor force for women.

® Nassar,H.2002
® (www.aucegypt/src/wsitel)



2.2 Population Growth and Labor Force Participation

The Egyptian population has increased considerdinting the past twenty years, by
almost 20 million. Despite the declining rate opptation growth from 3% in the 1980s to
1.9% in the beginning of this decade, the popufasimod at 59.2 million in 1996 and 76.1
million in 2006 (including Egyptians abroad). Theugh population in the 15 — 24 age
bracket grew at a high average rate of 2.9% parfyemn 1990 till 2006, with a high share
of the population reaching 21% and a higher sha@5% of the working age population.
According to the estimates of the Information aretiSion Support Center (IDSC) of the
Council of Ministers, the population which amoutds71 million in 2005 will increase to
94.1 million in 2025 (in a low scenario which asssna decrease in the birth rates) and to a
further 105 millions in the same year (in a higkrsrio which assumes the current birth
rates to prevail). Accordingly, the dependencyosatvill range between 36.8% in the first
scenario and 52.2% in the second bne.

As for the labour force, it has been growing atpproximately constant average rate
of 2.9 percent per annum across the inter-censusdgebetween 1976 and 1996.Figure 1
indicates the increase in total labor force in fEidyom 15885900 in1991 to 23859000 in
2007 in accordance to the Labor Force Sample S(tF&F) of CAPMAS

Figure 1. Total Labor Force over the period 1991-2007

Total Labour Force (15-64) (Hundreds)
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Source : Table 1 Appendix

During 1988 — 1998, the labour force annual rdtehncrease was estimated at an
annual rate of 2.2%. Assaad in the special labmefsample survey (LFSS 2006)indicated
that over the period 1999-2006 the direct implmaif rising labor force participation rates
(figure 1)and falling unemployment is that employrbas grown fairly rapidly during the
1998-06 period and that employment to populatiotiosahave increased. Overall
employment to population ratios have gone up frdmoua 42 to 47 percent using the
market definition of economic activity, and from %& 58 percent using the extended
definition (including all subsistence activites).

It has been indicated that employment growth Vieisly widespread, affecting both
males and females and urban and rural areas. Ramales in particular have greatly
increased their employment ratios by the markeihdiemh although the change was small

" Osman, M(2005),The Population Increase: a denphigagift or a development curse IDSC,
Cairo



by the extended definition. This was justifiedaaesult of better measurement of market
activities that were previously included as sulesiseé activities and as a consequence of the
decline of subsistence due to the bird flu epidensarprisingly the bird flu was regarded
the reason for the decline in Female employmeidgd urban areas.

While labour supply grew at an average annual o&t2.2% between 1996 — 2006,
employment increased during the same period byvanage annual rate of 2.4% and
reached a figure of 20.7 million. The average ghovates were higher for rural than urban
areas, and for males than females.

Figure 2. Labor Force Participation

Labour Force Participation rate
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Source : Table 2

Moreover LFSS 2006 indicated that overall employhrggowth based on the market
labor force definition over the 1998-2006 was 3.886 annum, over one and a half times
the growth of the working age population( in rusedas at 5.3% p.a. compared to 2.0% p.a.
in urban areas%.

Employment growth was fairly widespread, affectimgth males and females and
urban and rural areas. Rural females in partidudae greatly increased their employment
ratios by the market definition although the change small by the extended definition.
This was justified as a result of better measurgnt market activities that were
previously included as subsistence activities amdaaconsequence of the decline of
subsistence due to the bird flu epidemic. Sunpgigithe bird flu was regarded the reason
for the decline in female employment ratios in urbaeas.

Projections of future trends of the labour forcenpto a high figure by the year 2025
(27. 7 million). Other projectioﬁsover the next 15 years point to higher figures, an
increase from 23 million in 2005 to 27 million i®M and to 34 million in 2020.These
projections foresee the annual addition to thedalforce to increase from 660 thousands
in the 1998 — 2005 periods, to 790 thousands i@ — 2010 periods and to the same

8 As indicared by Asaad these figures are baseplace of residence not place of work and that

many of the jobs rural residents are in urban ar&asnale employment grew at more than twice the
rate of male employment (6.9% p. a. vs. 3.1% p.ahis may partly be a reflection of the better
measurement of household-based market activities.

® Assaad. R (2003), Labour and Human Resources B@weint, Egypt Country Profile Project,
ERF, Cairo,P.5



figure in the 2015 — 2020 periods. In fact all thesojections indicate how serious is the
challenge of generating the sufficient and prodcfob opportunities to absorb the new
entrants to the labour market (this section hanlyeduced and rephrased to concentrate
just on an overview of labour force estimations).

2.3 Profile of Employment and Unemployment in
Egypt:

Table 1 indicates clearly the low skilled workforak Egypt as 40% of total labor
force is illiterate or just reading and writing,wever graduates of technical intermediate
education represent almost a third of total Egyptiabor force and university education
graduate reach 15.5% of all graduates , both cdegoare facing the highest
unemployment rate as will be indicated in the unlegtpent analysis.

Table 1. Distribution of Working Individuals (15-64) by education and gender (2008)

Male Female Total

Hundreds % Hundreds % Hundreds %
llliterate 50031 27.7% 17796 39.9% 67827 30.1%
Read& Write 22100 12.2% 1613 3.6% 23713 10.5%
Below Intermediate 18921 10.5% 1368 3.1% 20289 9.0%
Intermediate 3246 1.8% 618 1.4% 3864 1.7%
Technical Intermediate 54569 30.2% 10724 24.0% 65293 29.0%
Above Intermediate 6908 3.8% 2365 5.3% 9273 4.1%
University and Above 24640 13.7% 10173 22.8% 34813 15.5%
Total 180415  100.0 44657 100.0 225072  100.0

Source: CAPMAS, Labor Force Sample Survey 2008 retrieved from
http://www.msrintranet.capmas.gov.eg/pls/emp/lab_sampz

The sectoral distribution of employment indicatiat currently 27% of the labor
force in 2006/2007 are working in agriculture amhéries characterized by low value-
added and productivity. The manufacturing sectdraracterized by its forward and
backward linkages, employs only 13.2% percenbtdl tworkers. The trade and finance(
10.2%), the construction sector is absorbing 7&%employment, while the general
government administration(public utilites absorBs52b of total labor force, as indicated in
table 3 appendix . In general almost a third ofwtloekers are in the service sector and more
than half in the productive sector, where less thahird of the workers are still in the
agriculture sector.

Hence the trend in the distribution of the laborce by economic sectorghe
growing importance of the service sector and thdimlg importance in the agriculture
sector as an employment absorbing sector overdhiedp1990/91-2006/2007 as indicated
in figure 3

Figure 3. Distribution of employees by economic actvity over the period 1990/1991-2006/2007



Distribution of employees by economic activity (1991991, 2006/2007)

40.0%
35.0%

30.0%
25.0%
20.0%
15.0%
10.0%
5.0% 1
0.0% -

09091
B 2006/200

S § R S S % § & 8 o
S & & & $ & A A N
S 5 = & S S ¢ o SRS
Ny N Q°® & %Q‘ e y(" &
& @ ®© & &
o Q N3 & N\
& Y Q D N
Y & &2
b@ . \,5 <]
& S
N &
_.Qf)
\5&\\\
o
&

Source : Table 3A Appendix

Figure 4. Percentage increase of Employment Distributed by Economic Sectors
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Figure 4 indicates the percentage increase oflayment be economic activities
over the period 1991-2007 and shows that housidgreal estates, manufacturing, hotels
and restaurants have experienced the highest pageeimcrease in employment over the
period 1991-2009, however their share in absorgifdabor is very low as indicated from
figure 4.

However the crude figures of LFSS show that traogrism, finance and insurance
sectors were promssing sector for employment growdkier the period 1990-2007.
Employment growth in trade, hotels and restauractas(tourism) was 4% on average
over the period 1990-1995(2.5% for trade and 1.8%tdurism) while the finance and
insurance sector grew almost at 4% over the samiedpe Despite the fact that both the
electricity and water sectors as well as the sosmlvice sectowere growing at a higher
rate over the same period, the demand on labbotim sectors represent to a large extent
the employment guarantee policy of the governmewxtos rather than real demand on
labor. Transport and communicatioexperienced some increases in employment but
together these sectors still represent only 6%tal Employment. The agriculture sector is
a negative employment absorbing sector over thal&sade 1990-2007/8.



As indicated in previous periods the rate of growdh employment in the
manufacturing sector is very low, estimated at 0.6%r the last decade, while the
construction sector is witnessing several fluctuatithe absorption of labor.

Manufacturing is just absorbing an eighth of thieotaforce. In the manufacturing
sector women still constitute a limited share. Womworking in manufacturing are
concentrated in labor intensive industries suclieasles and garments, food processing
and pharmaceutical (43 percent, 14 percent anced&pt from all female workers in the
industrial sector).

Unemployment increased from 8.9 percent in 1991 to 11.3 peraanl995(Fig.5).
The rate declined to 10.6% in 2006, however after économic crisis it is estimated to
have increased to 9.4% in April 2089.

Almost 92 percent of the unemployed persons arexgyqeeople in the 15-29 age
group. The majority of the unemployed are new ensrdéo the labor market, who were
seeking a job for the first time. Unemployment istributed evenly between both urban
and rural areas. It was mainly concentrated amaprelary school graduates and
university graduates (Table 1)

Figure 5. Unemploymetn rate over the period 1991-2007
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Table 2. Distribution of Unemployed (15-64) by Education and gender (2008)

Male Female Total

Hundreds % Hundreds % Hundreds %
llliterate 312 29% 62 0.6% 374 1.7%
Read& Write 196 1.8% 67 0.6% 263 1.2%
Below Intermediate 514 4.8% 128 1.2% 642 3.0%
Intermediate 281 2.6% 188 1.8% 469 2.2%
Technical Intermediate 5363 49.7% 5951 55.8% 11314 52.8%

19 Source: CAPMAS, Labor Force Sample Survey 2008exetd from
http://www.msrintranet.capmas.gov.eg/pls/emp/lamzsa




Above Intermediate 740 6.9% 834 7.8% 1574 7.3%

University and Above 3380 31.3% 3426 32.2% 6806 31.7%
Total 10786 100.0 10656 100.0 21442 100.0

Source: CAPMAS, Labor Force Sample Survey 2008 retrieved from
http://www.msrintranet.capmas.gov.eg/pls/emp/lab_sampz

Moreover, the average duration of unemployment ighdst among the youth,
reaching 39, 63 and 65 months for the age groups3@ars, 25-30years and 30-40 years,
respectively’* The relationship between unemployment and edutatiattainment appears
to be negative as the incidence of unemploymehigisest among those with intermediate
education, followed by those in university

However the profile of the currently unemployededsf currently significantly from
that of the workers who are likely to be displatgdeconomic reformand will be public
employees, male and experienced. These workerdevitlder than the new entrants to the
work force and have more financial responsibil{desaad, 2006)

If we follow Atkinson approach saying that the tefskilled” is often treated as
synonymous with “educatéd, we find that despite the fact that Egypt is engdwvith
surplus of manpower, the missing match betweeretheational system and the labour
market is a major dilemma. This is reflected in #iove mentioned relatively high
unemployment rates in Egypt especially among higitkrcation graduates as more than
one third of unemployed in Egypt are universitydyrates. (31.7%) in 2008 as reported by
the Central Agency for Public Mobilization & Stdiis, Labor Force Sample Survey 2008.
Language and computer skills have become basits skt the labor market consider as
necessary and elementary, not an asset.

In the present time, there has been an increadedtiah to the importance of
providing high quality and well integrated trainipgograms that could provide the young
students with the basic skills they need in thelabarket®> Several surveys and studies
have indicated the problems the young graduates ifacyetting engaged in the labor
market. On the other hand, it was always cited #maployers face several problems in
finding qualified graduates.

According to the ILO school to work transition seyy’ the level of satisfaction of
employers with their young recruiters is generdlyr (66 percent). However, many
employers have criticized the low abilities of $ymuth graduates in applying knowledge
learned at school where 41 percent of employesssass it as poor. The same low ranking
is given to the practical training provided to yguapplicants at school as about half of the
interviewed employers view it as poor (48 percdrgraployers). Egyptian employers face
difficulties to recruit qualified workers, as thraihing system fails to produce skills that are
required to perform the job( Tab.3).

Table 3. Distribution of young workers’ skills assessment by employers SWTS 2005.

1 CAPMAS,Labour Market Sample Survey, 2008

12 Atkinson,2007

'* Bhaduri, ILO, 2005

14 The survey was undertaken to assess the oppéetisind challenges facing young Egyptian
people age 15-29 in the labour market as theydiitschool. The survey targets 5 different groups
of respondents, namely in-school youth, job seekgrang employees, self employed and own
account workers. In addition the survey covered leygys and managers who are hiring young
workers.



Workers' skill Very Good Fair Poor

Required technical skills 18.2 50.5 31.3
Practical training at school 10.1 424 47.5
Communication skills 38.6 49.4 12

Writing skills 39.2 41 19.8
Ability to apply knowledge learned at school 224 37 40.6
Commitment and discipline 62.9 28.9 8.2

Overall preparedness 13.5 66.1 20.5

Source: ILO (2006) School-To-Work Transition Evidence From Egypt: Final Report

2.4 The Informal Labor Market

The Egyptian economy is characterized by a largk gaowing informal sector that
has been a major source of job creation for some.tHowever, the jobs created in this
sector are not decent enough in terms of wageaisasility and work conditions.
Moreover, a lot of jobs in the formal sector ladklslity due to the absence of social
security coverage and work contracts, as employeiisse to enter into( definiton of
informal) binding work contracts and complain abthg high cost of the social security
system. Population census data indicate that irdbemployment reached 2.4 million, 2.9
million, and 4.8 million workers in 1976, 1986 ah@l96 respectively as measured by the
number of workers out of establishments and tiveseking in establishments with less
than 5 workers, exclusive of agriculture. Inforreatployment can also be measured using
Labor Force Sample Survey (LFSS) data, in whicle casvill be defined as the number of
private sector workers employed outside establistisn@ncluding agriculture). Under this
definition, informal employment reached 10.8 miflimn 2008, representing 48.1% percent
of total employment. Approximately 20 percent oformal employment was among
females, representing 48 percent of total femal@leyment (Table 6 Appendix) and
figure6. Figure 6 illustrates that almost 23.7 patcwork in the government and 3.4%
percent in the public sector, while the privatet@eemploys 22.9% in the formal private
sector and 48.1% in the private sector outsidebkstenents, which has been taken as a
proxy for informal sector.

Figure 6. Distribution of employment by sector over the period 1990-2008

!5 E|l Ehwany and El Laithy 2006,
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As indicated in figure 6 the private sector (outsigstablishmnet) or the informal
sector has witnessed the highest growth in terrsmfloyment absorption. This is clearly
indicated in figure 7, which illustrates the perage increase in employment by sector.

Figure 7: Percentage of increase of Employment Distributed by Sector (1990-2008)
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Two sectors have been reported as sectors with keege informal sectors: the

tourism industry and personal services.

3. Employment and Growth: Overview

Modern growth theory gives a large role to humapital. In some models, such as
the Lucas (1998) model, human capital drives gro®trerything else — capital, output —
adjusts endogenously to the accumulation of hunaguitad.In R&D models, such as the
variant estimated by Benhabib and Spiegel (198dinan capital is the factor that is
engaged in R&D and so its productivity determinbe tate of growth. This model,
however, is less relevant to Egypt, as R&D actiigtgoncentrated in a very small number

of advanced countri€§.

To understand the connection betweenlabor markaettate and growth research
should concentrate on the relation between labokahatructure and the contribution of

16 Sumon Kumar Bhaumik,Saul Estrin,Klaus Meyer,2004
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human capital to GDP growth. In the neoclassicadpction function without human
capital.

Y=AKalLb. Human capital in some models influences the teclyidb parameteA,
through for example R&D or imitation of more advadccountries’ technologies. And
sometimes it augments the labor inpw@s a productive factor. In the first class of medel
influences, at least temporarily, the rate of gloattA, and hence of output.

In the models which make human capital the engfrgrawth, the rate of growth of
the capital stock eventually converges to the oatgrowth of human capital. In addition,
the capital-labor ratio, which determines produttjvis also determined by the human
capital production function. The prediction of gtbwnodels is that a country with more
human capital will eventually have more physicalita as well.

Growth accounting exercises decompose the growtbugbut into growth due to
capital, employment and total factor productivitfFP). For the MENA research on growth
and labor, growth accounting exercises should aurate on the likely contribution of
human capital to TFP growth.

Nevertheless, total GDP growth declined in all daes after the fall in the price ofoil
in 1982. Investment also declined, and in one eddeast, in that of Egypt, it declined
sufficiently to imply a rise in TFP growth from tlearly period to the second. On average,
however, TFP growth declined, and in three outhef five countries ,it became negative.
The independent and more careful estimate of NehduDhareshwar (1994) shows a low
TFP growth in all countries in the period 1960-@ armore strikingly, a negative overall
TFP growth rate for the region as a whole overpidsgod 1983-1990 is inttated in Table
3 incluging Egypt. TFP growth in the MENA region cpanes poorly even with the rest of
Africa.

Table 4. Average annual growth rates, 1983-1990, percent

Country GDP Capital stock Labor force TFP 1960-90(a)
Algeria 2.1 28 3.3 -1.0 0.52
Egypt 5.1 25 2.6 25 0.80
Jordan 1.0 45 35 29 -0.56
Morocco 4.0 34 0.03
Sudan 0.4 -3.2 29 -0.1 -2.42
Tunisia 3.8 1.0 34 14 0.83

Source : Sumon Kumar Bhaumik,Saul Estrin,Klaus Meyer, Determinants of Employment Growth at MNEs:Evidence
from Egypt, India, South Africa and Vietnam, Discussion Paper No. 1272, August 2004

The low performance of TFP in the MENA regiongeneral has to be explained ,
TFP growth in the region was so low, in view of taet that their low initial income
should have given TFP growth rates above the agerdgthe world economy. The
relatively high investments in human capital thatkt place in these countries since the
1960s should also have contributed to faster cgavere dynamics, i.e. faster TFP growth
during the sample period. For the research on |aharkets and growth, the task is to
identify any features of the labor markets of thEMA countries which contributed to the
low TFP growth'?

7 Sumon Kumar Bhaumik,Saul Estrin,Klaus Meyer,2004
8 Nabli, M. & Jennifer Keller (2002)
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3.1. Employment and Growth in Egypt:

Egypt's current employment problem is characterlzgihadequate labor absorption
of graduate students and under utilization of Jkski human resources. Additional
problems are overstaffing in the government sedoupled with shortages in skills, and
negative implications for employees’ productivity.

Several factors have led to the difficult situatiorihe labor market:

On the supply side various factors played a rolehsas population growth rate
estimated by 1.9 percent, Egypt's population isneséd to be almost 76,000 million in
June 2009, 51.2 percent of which are males. Duhegperiod 1995-2005, the population
increased by almost 20 percent, despite effortedace the annual population growth rate
from 2.1 percent in the late 1990s to 1.9 percen2008 . The share of the age group
between 15 and 64 years to total population ineedsom 57 percent in 1995 to 62
percent in 2005’

The overal labor force participation rate is estadaby 45% in 2008 and in general
there is a substantial increase in the numberadugtes from higher education since mid
60s with the expansion in free higher educati@rowth of the labor market is at a rate
faster than the population growth rate estimated3@®6 over the period 1996-2066.
With the increase in productivity it is estimatédt the rate of growth of GDP should reach
7% to keep pace with the employment growth ratdchvimight reach 4% in the coming
decade taken into account an increase in the jmaticn rates of females with the
expansion in education.

On the demand side economic growth played a cromlied

In general, Egypt during the early sixties witregba fairly rapid economic growth in
terms of GDP growth rates in general (6.1%) ohatdectoral basis (28.5% for agriculture
and 21.6% for industry to GDP in 1965/66). Howeter decline in the unemployment rate
from 2.7% in 1960 to 1.15% in 1966 was not a restiliigh growth rates achieved in this
period but a result of the government guaranteepl@ment policies pursued in 1961.
These policies led to a sizable increase in therl&drce in the public sector as well as the
government sector due to the rapid growth of thaipsector after nationalization and the
increase in the number of graduates as a restlieaxpansion of free education.

During the periodl973-1986 the Egyptian economy enjoyed exceptional high allzer
growth rates. They reached 10% in the second haleoseventies following the adoption
of the open door policy and the increase in oitgsi This growth was achieved due to
substantial flows of foreign exchange triggered niyaiby the oil boom in the Gulf
countries. This period included the implementawérhe first five- year plan (1982/1983-
1986/1987) which adopted expansionary economiciesli

During the second five — year plafl987/1988-1991/1992) economic growth
sluggished and GDP grew in real terms by 4%-3 %\@rage. Several factors contributed
to the deteriorating record of growth, the mostom@nt of them were the external shocks (
the decline in oil prices and the implications &k tGulf crisis), coupled with the
contraction of the investment activities and thdlaienary measures adopted by the

!9 Nassar,2002
2 Nassar,H. Hassan Zaki and Somaya Abdel Mola (2007)
*! Asaad, R. 2007
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government to implement the first phase of the Badn Reform and Structural
Adjustment Programme (ERSAP) launched in 1990.

The second half of the nineties witnessed favorable internal and external
developments that led to a remarkable growth ofdbenomy. The rate of growth was
estimated at (5-6%) in the years 1997/1998- 199®20his record of growth was the
outcome of the reforms undertaken in ERSAP-1, ey the debt forgiveness of the
Paris Club and the sharp increase in capital irglow

The negative impact of the Luxor Massacre, the M§lasis and the fall in oil prices
by the end of the nineties have led to severe semsmy trends starting the year
2000/2001. GDP growth rates have fallen to 3.4% in thatryéarther to 3.2% in the
subsequent two years 2001/2002 and 2002/2003. Atperexternal shocks represented by
the events of September“’],IZOOl and the regional conflicts and wars, havesaemed the
economic situation.

Growth resumed gradually and picked up to 4.1 ¥hényear2003/2004 and to 7% in
2007/2008, thanks to high oil prices, the increase in Suamdl and tourism earnings, as
well as the growth in the construction sector.

However it is worth mentioning that the economiotmg which Egypt witnessed over
the period 1973-1981 and 2004-2008 did not soha émployment problem and the
unemployment rate was estimated by 7% in Censi6 a8d 8% in 2008.

Egypt has followed a pattern of development in #igties that was called
"Development from Above", a strategy that emphasi@wth in a few sectors (industry)
and a few geographical regions (Alexandria and @faissuming that the development
efforts will trickle down to the whole economy. Hewer the implications of this policy
were:

A low labor absorption capacity in the industriat®r estimated at 12% due to increasing
capital intensity protected by import substitutpslicies.

The creation of push factors in rural areas throagtrict quota system, fixed prices of

input and output and a biased investment policy léwh to the decline in real per capita

income of rural workers in comparison to urban veoskfrom 37.1% in urban areas in

1975 to 22.5% in 2004. Labor absorption capacitthanagriculture sector declined from

52.8% over the period 1959/60-65/66 to 28% oveptténd 1986-2008

Due to the declining employment absorption ratéhen productive sectors over the
seventies, the main labor absorptive sectors weth the untradable sectors and the
construction .

Two additional mechanisms were developed to absamblus labor: the growth of the
informal sector in urban areas and external mignato the oil rich economies which
absorbed almost one eighth of the Egyptian laboref@n average over the period 1974-
2008.

Despite efforts exerted by the government to bessinomic growth and promote
jobcreation, the early years of the new millenniwiinessed a sharp recession that

negativelyimpacted job creation. The external shogkich have hit the economic growth
including the East Asian financial crisis during tlate 1990s, the decline in oil prices, as

22 CAPMAS, Population Census, 1996
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well as the Luxor terrorist attacks affected als employment absorption rate, which has
been exagerated with the financial crisis in yexy82009.

Rate of growth declined from 7% end of 2007/20081t% in the first quarter of
2008/2009. Tourist revenues declined by 7.8% okergame period, while revenues of
Suez Canal declined by 2.5%. Deficit of trade bedamcreased by 25% of over the first
quarter of 2009, the deficit in the balance of pagtmby 75% and the rate of growth of
export increased by 23% over the same period.Rageowth in investment reached 3.6%
over the first quarter of 2009 while it was 3.6%tle last quarter of 2008. This led to an
increase in the new employment opportunities fr@t fhousand to 128 thousand in the
first quarter of 2009 in comparison to the last rtpraof 2008 and an increase in the
unempoyment rate to reach 9.4% in April 2608.

It is also worth noting that the government faiedadopt adequate labor market
policies to overcome the shortcomings of macroesooopolicies and to face the
conseqguences of the different internal and extesimatks.

3.2 Sources of Employment Growth

The data of LFSS1991- 2006 shows that the govenhand state-owned enterprises,
have experienced an absolute decline in employmamt 1998 to 2006(Figure 7).However
still the government is the largest contributoretfmployment growth in Egypt, for both
males and females, with more rapid growth ratesfdamales as revealed.. On the other
hand, despite the efforts of the Egyptian goverrtnterpromote the role of the private
sector in economic activity and employment genenasince it has adopted the Open Door
Policy in the beginning of the seventies, the admeents of that sector in employyment
absorption fell short of expectations.

The data of the LFSS 1990-2007 show a significanteiase in the private sector
(outside establishments), which is including famd @on farm activities. The Government
sector comes at second place after the privatewgnial and non agricultural sector. All
other sectors show a decline in their share in eympént over the period under study. The
public sector which is an absorber of a large sslbdemployment in Egypt has witnessed a
negative increase in employment due to the combracf this sector.

Private non-agricultural wage work has grown vigmlg in the 1998-06 period in
both urban and rural areas with an overall aveeagial growth rate of 5.3% . Non-wage
work, which includes employers, self-employed indials, and unpaid family workers,
has also grown rapidly.

Figure 8. Percentage increase of employment by status (1990-2008)

2 Naasar, 2009
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Excluding the agriculture sector tli@&vernmentas been considered as the fastest
growing segment and the largest contributor to egmpent growth in Egypt. "Government
employment grew at 4.2% per annum, nearly twicefaa$ as total employment and
contributed 38% of the net jobs creation duringgbeod (1990-98)"(Asaad,1999)

The Private Non-Agriculture wage employmenthas been considered the second
fastest growing segment of the labor market aftergovernment with the fastest growth
occurring in finance, insurance and real estativied by the manufacturing sector.

Always the state owned enterprises show a negative rate of growth in labor
absorption by 2.6 percent on average over the period 1988-483%8result of privatization.

Rural non agricultural sector is the fastest grogisector, growing at a rate higher
than the rate of growth of non agricultural urbarcsor: Taken into consideration the
subsistence agriculture in economic activities teenparison between urban and rural
employment showed that the rural non agriculturetosewas the fast growing sector in
Egypt over the period 1988-1998 contributing ne&dif of all employment growth. Urban
non agriculture sector is growing at a rate hadf tate of growth in rural non agriculture
sector and is absorbing almost 28% only of the eiase in total employment. The
comparison between females and males show thathttiee of males in non agricultural
employment growth has been always higher than liaeesof women in non agricultural
activities, which is not the case for agricultuaativities, indicating that farm activities are
still the main absorbing activities for femaf8dowever annual average growth rates for
males has been always lower than the average éstinfar females excluding non
agricultural rural areas. One should always take aonsideration that this survey adopted
the subsistence agriculture approach, which extahés participation of females in
economic activities to include domestic production market and non market reasons as
well as animal husbandry.

24 psaad,R.1999
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3.3 Labour Output Elasticities:

The highest labour output elasticifieare in the finance and trade sector followed by
the construction sector and the communication eargsport sector. This reflects the pattern
of capital/ labor ratios in the different sectorstt are more capital intensive in the
productive sectors and in particular in manufaotrilt indicates the areas of potential
growth connected with an increase in the outptii@se sectors.

Table 5. Elasticity of Employment by Sector, 2000 — 2009

Elasticity of employment Period 2000-2007

Employment OUTPUT GROWTH ELASTICITY
growth

ToTAL 1.84 2.90 0.81
_Agriculture 0.84 1.64 0.51
INDUSTRY 2.68 3.62 0.73
MANUFACTURING AND MINING 213 3.40 0.65
ELECTRICITY , GAS AND WATER 4.40 12.69 0.34
CONSTRUCTION 3.85 2.54 1.49
SERVICES 2.28 3.06 0.73
FINANCE AND TRADE 4.01 2.28 1.75
TRANSPORT AND COMMUNICATION 3.96 3.50 1.10
COMM, SOCIAL AND PERS SERVICES * 1.30 3.1 0.44

Source: Calculated by the author from CAPMAS LFSS data and Ministry of Economic Development Data

This also explains the trend in the labor markedrdfie period 1990-2007 where the
financial sector was the fast growing sectors m ¢conomy in terms of labor absorptive
capacity.

% Employment Elasticity to GDP :lt is measured to assess if the growth of the exgneas able

to create enough job opportunities or not. The grgage change in employment in response to 1%

change in G.D.P.

Two methods of measurement

1- Arc Elasticity:
AE/E

Where E: Employment, Y: G.D.P.

[Jis elasticity i.e. the percentage change in empttm response to 1% change in G.D.P.
This method is considered easy but does not reftable trends and does not allow cross time
comparisons.

2- Point Elasticity:

LnE=Po+piLnY

Ln: is the logarithm for the corresponding change
The regression coefficient is P1. In other wordisstecity would refer to the percentage change in
employment that accompanies 1 percentage chartbe @.D.P.
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4.

Macro economic policies and job creation
in Egypt.

4.1. Macroeconomic developments

Throughout most of the 1990s, Egypt succeeded iplementing a stabilization
program that managed to slow down inflation and enpkogress in restoring internal
balance. The Government of Egypt (GoE) reducecetizatriers, initiated a privatization
program (though it slowed down in the latter pafttimat decade), and upgraded and
expanded infrastructure. Consequently, economitopaance improved over the 1990s
with the exception of 1997/98 when real GDP grovete dropped mainly due to Luxor
massacre and its severe impact on the economybdhget deficit dropped from 20% of
GDP in the early 1990s to 1.3% towards the endd#eade; and average annual inflation
declined from 22.2% in 1990 to 2.8% in 2081Real GDP growth increased from 4.6% in
1994/95 to 5.9% in 1999/2000; and private sectaresin GDP rose from 64.3% to 70.4%
during the same period. These trends were revens2@00/01 due to the stagnation of the
economic reform process, which was further aggeal/ay a slowdown in the international
economy and the impact of 9/11. In addition to tledrimental effects of capital flight
during that period, the economy suffered a majowlds tourism declined due to tightened
global finance in the aftermath of the Asian finaherisis and the attacks on tourists.
These were further exacerbated by the appreciatiothe Egyptian pound, which was
pegged to the US dollar (at LE3.4). In effect, th@vernment experienced substantial
official reserve losses. The corrective action takg the government to tighten monetary
policy in 1999/2000 resulted in the decrease ingbe credit. However, this came at the
cost of a decline of real GDP growth rate from 5i8%999/2000 to 3.4% in 2000/01. Real
GDP growth continued to fall and reached its lovegt! in a decade in 2002/03 (3%), and
GDP per capita plummeted to US$963.

However, economic activity recently withessed andamound, accelerating to 4.3% in
real terms in 2003/2004 and to 5% in 2004/2005.nBouc growth maintained a faster
pace during the course of 2005/2006, in respons®ltbtrade and tax reforms. Economic
growth maintained its rapid pace in 2006/2007. Ebgptian economy has been growing at
an average rate of 6.1 percent over the past figegl years (2004/2005 — 2006/2007).
Growth is expected to continue favorably as witeddsy the data available for the second
quarter of the fiscal year 2007/2008. Data confirtieit GDP growth has reached 7.2.

External demand has played a crucial role in bofgjethe economy, but it is the
strength of growth in domestic demand, particulamyestment demand, that will
essentially determine the resilience of economaewgn in the medium term. Meanwhile, as
business confidence improved, investment demansh@wving signs of recovery. The
strong growth in consumption demand has triggerselcandary effect. Investment percent
contribution to growth in GDP has picked up witmsomption demand contribution to
GDP growth. A development that indicates that tlgydian economy could sustain a
healthy growth in the medium term.

Although private sector growth was negatively affecby the economic slowdown
during the early years of the millennium, the aermion of consumption demand since
2002/2003 which has carried into 2006/2007 is omeathly to a stronger private sector. As

%6 Ministry of Foreign Trade, Economic Statistics 300
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public sector consumption weakened, its contrilbutio total consumption growth has
diminished. Thus in real terms, total consumpti®ralimost exclusively driven by private
consumption demand. Between 2003/2004 and 2006/280F private sector has
contributed around two thirds of the GDP growtterdflain engines of growth in the four
years were from manufacturing, wholesale and redgiliculture, construction and building
and transportation, amounting to three quartethetontribution of the private sector. The
remaining momentum came from extractions, restasiramd hotels and real estate
activities. This explains clearly the above mergidmain absorbing sectors of employment
mentioned above

Figure 9 shows the fluctuations in the rate ofsdhoof GDP in constant prices with
an increasing boom since 2002/2003 till 2007/2008.

Figure 9. GDP growth rate 1991/92-2007/8 in constant prices
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Source : Central Bank of Egypt (2008) Monthly Statistical Bulletin June 2008

Figure 9 indicates the tremendous increase in dnérwction sector, Suez Canal and
the hotel sector. Sectors with the lowest raterofvth of GDP are agriculture , extractions,
finance, real estate and social insurance

Figure 10. Rate of growth of G.D.P. by economic sector (91/92-06/07)
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The new government set in July 2004 undertook autambitious program of
economic modernization. The reform of the foreignh@mnge market established a market-
based system and had eliminated the black marketebgecond half of 2004. In the area of
trade policy, reforms have already been introducedubstantially reduce the number of
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tariff bands, abolish surcharges, reduce the wedgtaverage tariff rate and simplify
customs procedures. In the financial sector, theegonent has proposed reforms that
envisage, among other things, the privatizatioatdéast one state-owned bank, divestment
of public shares in a number of joint venture baaksl increased mergers within the
banking sector. The reform initiative was to modegrihe state and to achieve a private
sector led growth rate of 7-7.5% that would creggaful employment opportunities and
reduce the incidence of poverty.

Reflecting these reform initiatives, the Egyptiamomomy is now being viewed more
favorably in the international context. Egypt i®tboing Business 2008 top reformer
across 178 economies. Egypt made the single fadtext in the overall ranking—jumping
26 places in one year.

The services surplus mounted to US$ 11.5 billior8.8r percent of GDP during FY
2006/2007 against US$ 8.2 billion or 7.6 percenGefP a year earlier. This surplus was
39.8 percent higher over the previous correspongieigod, because of the increase in
services receipts by 17.0 percent to US$ 20.4ohilind the decline in services payments
by 3.1 percent to only US$ 9.0 billigh.

The global crisis has affected Egypt mainly througtthe sharp fall in oil prices
and the tightening of credit conditions. With high prices and strong global investor
interest in the MENA Region and Egypt, the MEOEsvgron average by a robust 5%
percent a year between 2005 and 2008. The exteungdnt and fiscal account positions
has weakened substantially, which will have an mois negative impac on the society in
general and on the employment situation aggravhtethe massive returness from the
Arab countries.

In Egypt there has been a decline in the rate ofvdr of GDP from almost 8% in
summer 2008 to 4.3 % in April 2009. Four sectorgeheontributed to this decline, Suez
Canal(-2.5% over the peiod september 2008 till maP©09), Tourism(-7.8% over
sptember 2008 till march 2009), the constuctionaeand the manufactuing sector. A
decline in the revenues of the current balnac29®p accompanied with a decrease in the
deficit of the trade balnce by 75% has led to @ssion in several sectors. The implicaitons
on the labor market are worth to mention due to dieeline in the number of new
companies by 7%, the decline in investment of tgrist sector by 61% and of the
manufacturing sector by 57% and the financial sdayd?1% over the previously mentined
period. The rate of increase in the new investrdentined from 32% in the first quarter of
2008 to 3.6% over the first quarter of 2009 .The febs ain this year have reached 128
thousand new job in copaison to 181 thousand inlakeyear.All sectors have released
workers and a decline by 30% in the migrants iseetgd, which will affect remittances
that reached 8.6 billion dollar in 206%8.

4.2 Investment Policies®®

The reported investment rate(19%) is far below 09& the level needed to create
more jobs in the economy. For an incremental chpuput ratio of four, the investment
rate must reach 28 percent to achieve a growtha@aie percent . Considering that the

2 MInistry of Investment, 2008
8 Nassar H., 2009
29 El Megharbel,2007
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average employment elasticity for the whole econarag 0.3 in 2004/05, a growth rate of
7 percent would increase employment by 2.1 perdautt,investment rate should reach
28%.

In addition, investments are mainly allocated tosth sectors with low employment
intensity of growth. The distribution of investmdm economic activity (figure 1) shows
thatthe sectors with low employment elasticitieshsas transport, communication and Suez

Canal (0.20), mining (0.16) and social servicesl&p.receive the largest shares
ofinvestments amounting to 19.9, 17.9 and 15.1gmenespectively, in 2004/05. While the
activities with the highest employment elasticitigmt can create more jobs such as
manufacturing (0.61), trade, finance and insurgc&5) and construction (0.51) receive
lower shares of investment, amounting to 13.2, B2@ 2 percent respectively, during the
same year (MOP 2006). At the same time, the avecagé per job in the economy
increased from LE 60,000 in the 1980s to LE 100,@0R004, reflecting poorly on direct
employment creatiori’

Figure 11. Distribution of Investment and Employment

Figure 1. Distribution of Investments and Employment Elasticities hy Sector in 2005
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4.3. Trade Policy

As stated by Ghoneim achieving export promotiod pob creation simultaneously
and successfully is a difficult task. It is ratteercomplex relationship that incorporates
several variables that have to be taken in corstigder including constraints set due to the
engagement of the country in regional or multilatelbiding agreements First, trade
liberalization often results in adjustment costuieed to be undertaken in the labor market
in order to be able to utilize the comparative adizge. Second, the revealed comparative
advantage indicator which might characterize aagerector does not necessarily coincide
in practice with job creation if the forward ancchkavard linkages of this specific sector are

% Fawzy, S. 2002.
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taken in consideration, which could enhance orelegbe job creation capacity of such
specific sector. Third, the prevailing internatibagreements put a lot of constrains on the
flexibility of using industrial policy to promotepscific industries. Fourth, joblessness may
well continue to increase due to high populatioawgh and labor saving technological
change whenever trade liberalization takes pldéi&h, selling goods and services abroad
often requires the use of a capital intensive liatechnology which puts a lot of
constraints on the use of labor intensive techrsifue

To increase exports, the Egyptian government imetded two rounds of tariff
reduction. In 2004, tariffs were cut to 9.1 percemtaverage, and the number of ad valorem
tarif bands was reduced.

The new modifications reduced the average tari§fsalnost 25 percent. Moreover,
Egypt concluded a number of trade agreements wgthmain trading partners, namely the
EU, the US and Arab countries. It was expected that dynamic effects of these
agreements would stimulate growth, trade, competiinvestment and employment.

Despite trade liberalization efforts, which resdlten increased non-oil exports,
Egypt's export structure remains heavily dominat®d resource-based and low-tech
exports, which account for nearly 90 percent of nfactured exports.

Egypt is losing its share in both the EuropeanMidNA markets to competitors such
as China and Turkey, especially in labor-intensesdiles and clothing industries. Egypt's
share of manufactured trade in the European maeketined almost stagnant during the
period 1995-2007, standing at less than one perodriie the shares of Turkey and China
doubled then tripled during the same period. Thpaich of Egypt's trade agreements on
employment is so far negligible. The Egypt- EU Rarship Agreement was restricted to
Egyptian tariff dismantling and to the reductidnbarriers to EU imports of agricultural
products. The Agreement did not address the is§i@mployment directly; it was only
through the funds that Mediterranean Developmemnt (MEDA) projects received that
employment was targeted. These projects includalyndie Social Fund for Development
(SFD) and the Industrial Modernization Program ()MPh addition, the European
Neighborhood Policy ,ENP6 aims to support the neegs' priorities regarding political,
security, economic and cultural cooperation. Obsipu employment is not directly
targeted®

The Ministry of Trade and Industry estimated th&0,000 workers in the textile
sector would lose their jobs due to the eliminatainthe Agreement on Textiles and
Clothing (ATC). After indroducing the Qualifying dinistrial Zones (QIlZ) protocol in
December 2005, an analysis of the impact of the @tfocol revealed that the majority of
firms that export under the QIZ protocol were ale@xporting to the US and to other
markets as well. However, these firms were ablimd¢oease their exports to the US under
the QIZ protocol, contributing to higher employment

However QiZ agreements are relatively new and théfiimpact cannot be assessed
accurately. Moreover, to increase their expectatkbfits, with respect to exports and job
creation, a major improvement is required in thefqenance and competitiveness of the
Egyptian manufacturing industries. Ghoneim argued tmoving from low technology to
medium and high technology and to higher value dddeorts, as well as competing on

%1 Ghoneim,A. 2006
%2 Kamel Rizk and El-Megharbel 2006.
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guality rather than on prices are important preistas for export promotion and creation
of decenjobs™®

The volume of external trade of Egypt continuedise in the first half of 2007/08
reaching US$37.5 billion. The total external tr&leP ratio therefore rose to 46.8 in
2006/07 percent against 45.5 percent in 2005/@k&ctang more economic openness to the
external world. The rise in export proceeds was tuthe continuing growth in non-oil
exports at a marked rate of 44.7 percent to US$ hillion, representing 54.1 percent of
total exports. Higher investment demand associaitdthe September 2004 reduction in
tariffs and the recent recovery in economic grovetles was reflected in a rise in imports
24.3 and 25.8 percent increase in 2006/2007 and/2006 respectively and 41.2 percent
for 2007/2008.

4.4 Institutional Policies of the Labor Market®*

Labour market institutions are entities regulatgchhtional law and whose principal
objective is to facilitate the match between labsupply and demand. In Egypt there exists
some labour market institutions which bear resgmiityi for planning and coordinating
activities aimed at promoting employment. The ggatones are:

The Ministry of Manpower and MigratiofMOMM), which is responsible for
facilitating the match between labour supply andnaed, helping to increase the
employability of the labour force, and monitorirepbur market demand. It runs its own
training centres, which focus primarily on trainiofjschool dropouts and laid-off workers.
MOMM is running an

Employment Information Programme, which prepardmola market statistics and
publishes the Monthly Vacancy Bulletin. It also anzes an enterprise census once a year,
to collect information on training needs from atiterprises with more than ten workers.
The Ministry collaborates with employers and woskérrough the Supreme Council for
Human Resources Development and also directly apisly training policies while it
encourages private enterprises to set up theirtoaiming centres and provides with them
methodological guidance and certification.

The Supreme Council for Human Resources Developnserthe main body
responsible for coordinating the training policiefs all ministries. It is headed by the
Minister of Manpower and Migration and includesHhiigvel representatives from all other
relevant ministries. The Council meets four timegear and announces national training
needs. The different ministries are supposed tegmte such announcements in their
training programmes in order to adapt them to lalnaarket requirements.

The Information and Decision Support Cenfl®SC) is attached to the Cabinet of
Ministers.

It has formulated the National Youth Employment gfaanme which is being
analyzed in this report. In addition, the IDSC isdertaking a labour demand analysis
based on newspaper advertisements.

Employment officeare part of MOMM and have a territorial structure.

33 Ghoneim, 2006
34 Nassar 2003
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The Social Fund for Developme(8FD) is a semi-autonomous governmental agency
under the direct supervision of the Prime Ministérwas created in 1991, as a joint
initiative between the Egyptian Government, the M/&ank and UNDP with the task of
mitigating the negative effects of the economi®mnef on the most vulnerable groups of
people and promote economic development in backvemyions. The SFD is very active in
the field of job creation and runs several employhpgogrammes.

Some new labour market institutions have recengignbor will be introduced in the
Egyptian system under Labour Law 12/2003 (hereaétierred to as the Labour Law). One
of them is the National Council for Wages. It ihmarge of setting minimum wag&s.

Institutional policies include labor market regidas and wage policies. This section
analyzes the impact of the labor law and minimurgavaolicy on job creation in Egypt.

4.5. Labor market regulations

Labor market regulations have two conflicting eféechey reduce unemployment
while at the same time represent a major barrierefoployment. In addition, empirical
evidence has shown that the high labor cost agsdciaith stringent labor market
regulations affect employment negatively, especiaiinale and youth employment.

The Labor Law enacted in 200311 accorded emplayere flexibility, especially in
relation to termination of contracts for well edislfted economic reasons. However, the
impact of this law on job creation is so far unaert It is evident that public sector jobs are
still more attractive because of the high levelpodtection they provide in relation to
termination of workers' contracts, social insurane®d other benefits such as the
comfortable working hours that allow workers to might to raise their income. In
addition, informal employment reached 47 percentotdl employment according to the
2005 LFSS. These facts reflect the limited impddiabor regulations on creating jobs in
general andleceniobs in particular.

The social security system in Egypt provides wideetage as it includes government,
public and private sector workers, informal empleym employees working abroad and

% Article 11 of the Labour Law describes the esgififient of a new body. “A higher committee
shall be established under the concerned MinistePfanning and employing the manpower inland
and abroad, comprising representatives of the capdeministries, as well as representatives of the
General Federation of Egyptian Trade Unions artthi@®employers organizations, to be elected by
their organizations equally among them.” This cottemiis responsible for “drawing up the general
policy for employing Egyptian manpower in the Afdbpublic of Egypt or abroad, and setting the
systems, rules and procedures required for thategmmgnt”. So far it is not clear, whether it wilkb

a new body or whether this task will be given teeaisting body.

Another institution which article 145 of the Labdiaw describes is the Consultative Council for
Labour. Its members will be technical experts septesentatives of employers and workers. Article
145 lists its tasks as follows:

(a) express the view in draft laws connected vatiour relationships;

(b) express the view in international labour agreets before signing them;

(c) study the subjects connected with vocationdl@noductive relations at the national level,

(d) propose the means for strengthening cooperagtmeen workers' organizations and
employers’ organizations;

(e) propose proper solutions for prevention ofextlve labour litigations at the national level,
particularly in economic crises that lead to iniptmg the work wholly or partially of certain
projects.

(f) express the view in subjects referred to ity concerned ministry.
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some vulnerable groups. The social security syssenriticized for its high contribution
rates, which discourage both employees and em@dy@m paying their contributions and
reporting actual wages. In addition, the maximungevaccording to which the social
security contributions are calculated is very ldwmother significant disadvantage of the
system is the lack of financial sustainability..

The new Labour Law introduces some quite impori@mnges.The Labour Law
applies to all types of enterprises, except théesaployed. It allows employers to hire
workers directly, without having to rely on pubémployment services.

An outstanding innovation of the Labour Law is riecognition for workers of the
right to strike. This right is nonetheless restitto specific conditions which may make it
difficult to exercise.

It also introduces a new procedure for disputelesaéint. If a dispute on work
conditions, terms or employment provisions arigesh the employer and the worker have
the right to ask the competent administrative aities (public employment offices) to
start informal negotiations to settle the dispdikis right can be exercised only within
seven days of the dispute.

The extent to which the new Labour Law will improwe situation in the Egyptian
labour is unclear. The guarantees it provides tok&rgs do not seem to make private
employment any more attractive than it was befBrgblic employment still remains the
preferred option because it offers guarantees sgdiamissal and ensures the benefits of
social insurance, vacations and periodical wagesases for employers and workers. Its
fixed and limited daily duration also allows workedo exercise other jobs at the same time
and thus increase their incomes.

4.6. Wage setting and minimum wage policy

In Egypt, for public employment and public entesps wage setting mechanisms are
defined by law. Labour legislation sets the minimwage and wage increases linked to the
cost of living. It fixes wage levels according toet different job categories, field of
specialization, and describes the qualificationquired to receive a specific salary.
Promotion and incentive mechanisms are also pigoidined. In addition, a maximum
amount to be granted for overtime, allowances aodritives is set by law.

In the formal private sector, wages are determibgdabour demand and supply.
National law only sets the minimum wage, socialmasice, special wage increases, and
living-cost allowances. These rules have always baely ignored by private employers
and their application can certainly not be impobgdworkers, given their low level of
unionization. Wages are set almost on an individiexal according to personal skills and
degree of specialization. In the agricultural seaod in the informal one, wages are
determined by the labour market and are therefatfger flexible. As already mentioned,
the Labour Law establishes the creation of a nedypbthe National Council for Wages,
and assigns to it the task of setting the minimuaget?® Egyptian law assures equal rates
of pay to men and women for the same work, butfmowork of equal value as required
under ILO Convention No. 100

% Article 3 states that workers “shall be entitledat periodical annual increment of not less than 7
per cent, on its due date, of the basic salaryherbasis of which the social insurance contribwion
are reckoned, until the National Council for Wagesies the decisions regulating the payment of
that increment”.
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However the impact of minimum wage policy on emphent is controversial.
Several studies claimed that minimum wage affeoipleyment positively, while others
showed they have negative effects on employniént.

4.7. Labour contracts

The aspect of labor contracts is very critical forthe issue of decent workn Egypt,
during the period 1988-1998, most newly creatededggbs were not accompanied by a
regular contract. In particular, intermittent aneasonal work was far less likely to be
covered by a labour contract than permanent anghdmry employment. During that
decade regular work with a labour contract was idieg), especially for women, and
reportedly less than one newly recruited workeraduftve was hired with a regular labour
contract. Employers did not grant labour contraictsorder to avoid social security
restrictions. Women were more affected than methis regard, because of the higher
social security costs that the recruitment of adenworker required (maternity benefits,
child care facilities, etc.).

The new Labour Law mentions two types of labour tiam: contracts for an
indefinite period and fixed-term contracts. Thedatcategory includes labour contracts
with a fixed term and contracts concluded for tbeomplishment of a specific task.

The employer still cannot terminate employment withlimit of time of his/her
employee(s) in the case of financial problems efenterprise, entire or partial closure of
the enterprise or a change in job description efdimployee unless both parties agree to the
contract termination.

What makes a labour market rigid is thus the diffic for employers to justify
dismissals and the large indemnities that they haase to pay if they want to fire workers
due to economic reasons or other unjustified reasionaddition, employers have always
managed to avoid the application of law and of cemngation for unlawful dismissal by
imposing workers to sign a resignation letter betoging formally recruited.

In a situation where workers may be dismissed wtiame, if the employer decides to
use the already-prepared resignation letter, alferecontract becomes a better option than
a contract for an unlimited duration also for waskevho at least know for sure when the
labour relationship comes to an end. It is nevégseimportant to note that temporary
labour contracts conflict with the principle of jebability and security for workers, unless
broader employment security measures are adopteaigth labour market policies.

The Egyptian law makes it clear that a labour @wttfor an indefinite period is the
rule and a fixed-term contract is more an exception

The Egyptian Labour Law does not mention any caonlito prevent fraud consisting
of the conclusion of an endless sequence of figreahtcontracts to avoid the costs which
employers may have to face when they have to désmierkers employed with a
permanent contract. Neither a maximum number of extensions nor a mari total
duration of fixed-term employment is thus provided.

3 Article 105 states that “If a labour contract doed with a definite period terminates with the
expiry of its period, it may be renewed by exprdsagreement between its two parties for one or
more other periods.”
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Other forms of undermining workers’ rights throug unjustified use of fixed-term
contracts may derive from the lack of objectivesmes according to which such a type of
contract may be concluded. The employer may sirdplide to recruit an employee for a
limited period of time to avoid the norms rulingnti@acts for an indefinite period of time
and the employee may not object to it because madtitaw allows it. In Egypt, most
workers in the private sector are employed withkediterm contracts, while jobs in the
government and public sector are normally obtaifdan indefinite period. Egyptian
legislation grants the right to equal treatmentixed-term workers and workers hired for
an indefinite period of time with regard to accésspension schemes and other social
benefits. It is worthwhile mentioning that the neabour Law does not mention any other
atypical form of labour contract, besides fixedwiecontracts, to promote labour market
flexibility. Part-time work and temporary agency nkare not mentioned in the Labour
Law. Probation contracts are admitted for a maxinsumation of three montHé.

Since youth unemployment is a very serious probbgprenticeship contracts should
be highly emphasized and promoted.

4.8. Employment services

Other labour market institutions, largely debatesvadays in Egypt, are those which
provide employment services. The institution prawdemployment services is mainly
MOMM, but also other agencies, councils and funds iavolved. This new type of
employment services should anyway meet the sandidming requirements as existing
governmental employment agencies.

MOMM is responsible for monitoring labour marketnteEnd. Local employment
offices collect information on job vacancies and MK advertises them in order to
facilitate the match between labour supply and dem&lowever as of March 2003, the
placement rate reached through the monthly bulletas 40 per cent due both to
mismatches between required skills for the jobsaradlable skills of jobseekers and to the
low salaries offered. Local employment offices nsgnd jobseekers with low skills on
training courses.

Since 2002 The Canadian International Developmey@n8y has been implementing
a project on upgrading of public employment sewiteEgypt. The project tries to create
25 pilot labou offices, one per governorate. Thei&d-und for Development is a partner
in the project. Canadian technical cooperatioresgponsible for methodological guidance
and training of officials. Egyptian institutionsgwide offices and computer equipment. The
training component of the project has two modutewe for employment service officials
and one for employers and managers. Initial trginakes place in Canada and is followed
by training for trainers in Egypt.89 The GovernmehEgypt has also allocated resources
of its own to modernize some employment offices.

4.9 Labor Market Policies in Egypt.

Labor market policies are defined as governmerdrigintions used to correct for
failures in the labor market. There are three eétabor market policies: active, passive

% In practice, Egyptian Labour Law does not seefmiider labour market flexibility. Legal
obstacles to the proper development of the labarket may be rather identified in the numerous
violations of workers' rights and also in the riesitre legislation on SMEs.
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and institutional policies. Despite the extensiwe wf these policies in most developed
countries, empirical evidence has shown that tleeypat succeed in developing countries,
due to the lack of administrative capacity and atamof the monitoring and evaluation
tools considered crucial for their implementatidhe following sub-sections evaluate the
impact of both active and institutional labor mangelicies9 on the Egyptian labor market.

Job creation is among the most important challefigeisg the Egyptian economy.
Despite increased economic growth, unemploymerstilishigh and the capacity of the
economy to generate enough jobs especially in tivatp sector remains limited. In
addition, the labor market suffers from a mismdietween demand and supply of adequate
skills. The por performance of the labor market banexplained by a number of factors
including macroeconomic and labor market policiEse government undertook several
reform measures to boost economic growth, increemestments and raise the
competitiveness of the Egyptian economy. Howevbg Egyptian economy is still
suffering from major shortcomings, such as unfablerdbusiness environment, poor export
performance, severe fiscal imbalance and low lef/élvestment. In addition, labor market
policies have so far been unable to address thenaif between demand and supply and
resolve other market failures. The impact of actal@or market policies and regulations
has been limited, reflecting poor policy design alagk of coordination between
macroeconomic, labor market policies and regulatidoreover, it should be noted that
macroeconomic and labor market policies were netyadtely coordinated to serve the
objective of increasing job creation.

In order to increase employment, a national empkryinstrategy should be designed
with the objective of creating more jobs, espegiall those sectors with the highest
employment elasticity. The strategy should alserapt to address the mismatch between
labor supply and demand. More importantly, it sddog made an integral part of Egypt’s
national development plan. Finally, both macroeoaiccand labor market policies should
be revised in light of the shortcomings highlightéaking into consideration the lessons
drawn from best practices and international expess.

Several Policy and institutional challenges stitd employment growth in Egypt.

4.9.1 Inefficient Policy Integration:

Employmentpolicies cannot be drawn in isolation from all @thcomplementary
policies such as the industrial strategy, expodtegy and educational policies.

Employment policy can be very effective in influerg the speed and the timing of
economic growth rates, if it is integrated withradd range of strategies and instruments.
Potential workers can only become productive wakef they are absorbed by the
economy. Failing to develop this absorptive capaeiill not only imply a missed
opportunity to translate the human resources imtalyctive labor force, but would also
produce chronic problems of long term unemploynwéttt many social consequencés.

An area of interrelated policies is savings ancegtment policies, which requires a
well functioning financial sector, a stable anddicéable macroeconomic environment and
a regulatory system that respects private propartgt promotes the enforcement of
contracts. Both policies are needed to enabledbeamy to create more jobs.

40 Nassar, 2003
“1 Bloom, et al. (1999)
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The isolation of the employment and training peigcifrom economic policies in
Egypt is clearly reflected in the investment p@gipursued since the 1960s. Import
substitution policies have encouraged capital sitenindustries and have reduced the
relative cost of capital in comparison to the coktiabor. Demand elasticity for labor
decreased in industrial and productive sectorsrasiqusly mentioned and the highest
labor output elasticities were in the finance aiadié sectors, followed by the construction
sector as productive sectors are capital intensimeseveral satudies it was indicated that
none of the s-uccessive investment laws in Egyielil its package of incentives to levels
of employment or even to measures of efficiencye Tdtudy indicated that more
investments will generate more employment but thaeestment policy should reallocate
resources to sectors with high levels of employrffeStudies on skills necessary to fulfill
the requirements of an export-oriented policy all assa modernized industrial policy are
still needed in the Egyptian case.

The link between education, training and employmenticies is seen as the
cornerstone for an efficient employment policy iegdto poverty alleviation and decent
jobs. Educational policies must be designed tccieffitly improve the quality of higher
education,to generate stronger demand. The continaf large numbers of school-age
children and higher rates of secondary school Bneoit will create enormous pressure to
expand higher education. In the meantime, higbdeca&tion must cope, quantitatively and
gualitatively, with the prerequisites needed te@iatt positively with this process. Higher
education might have fulfilled its social and polid obligations, but because of the
inefficient integration of educational policies investment policies, its ability to provide
the needed human resources for the future haseeot tealized yet.

Free education may have increased enroliment ihehigducation institutions and
absorbed some of the unemployed. However, as igypohore entrants into higher
education simply shifts the problem: The small pérthe present unemployment becomes
a larger mass of educated unemployment later.

The adopted labor market policies have not hadearaut impact on alleviating
educated unemployment, as the policies merely fiuet arge problem to become a much
larger one later. The guaranteed job policy wasceimed as a means to employ the
educated unemployed, but there was no guarantesriployment because not enough jobs
could be created in the formal sector. Given thverable wage levels of the public sector,
the desire for higher education increased tremesigouapidly increasing the supply of
educated workers demanding government jobs. Thelltresas overstaffing and
underemployment. The remedial policy of increaghmng vocational content of instructions
in schools as a way to meet the market requiremgadsno significant impact due to the
lack of popular support for this policy. Prospeetivages were clearly not an incentive for
vocational training. With the existing wage scaldgs policy was shifting the career
prospects of labor away from higher rewards to loweards.

Policies that increase the flexibility of labor rkets also add to an economy's ability
to absorb its larger labor supply. Flexibility meahe ability of employers to expand and
contract rapidly, shift labor among tasks and raisd lower wages in response to market
conditions. It also refers to the ability of the nkforce to change its working patterns
quickly. This must be accompanied by the provisibrsafety nets for the economically
vulnerable or unskilled workers. Even minimum wamgsicy, though socially important
particularly in Egypt, may lead to the expansiontted informal sector; thus the need to
design it carefully based on the labor requiremané&ach sector.

“2 Abdel Latif, (2001)
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Finally, phasing policies and programs is need&diining policies inEgypt may be
carried out in the short run by the SFD to undertak policy development. In the longer
term, policies and programs especially labor magdadicies and employment programs,
can be the responsibility of mainline ministrieStaff at these ministries will also require
some capacity building in order to be able to adsten reform in the training policies.

4.9.2 Lack of coordination

Is one of the very important challenges facing ssvemployment creation efforts. At
present, different ministries supervise technickication and vocational training activities.
The Ministry of Education runs technical and vomadil schools, the Ministry of Higher
Education supervises high technical institutes, #red Ministry of Industry supervises
vocational training centers that are either at@éhto the Productivity and Vocational
Training Department (PVTD) or to public companies authorities. These ministries issue
recognized diplomas to their graduates as techrsiciirst technicians and skilled workers.
Other ministries such as the Ministry of Manpow®ogial Affairs, and Housing also run
vocational training centers at lower levels. Fipalome ministries established vocational
training centers to upgrade their employees’ skillshe management of these programs.
Despite the fact that competition is needed toeaehimore efficient allocation of resources,
these efforts must be coordinated by various tngimroviders to achieve process stability
and permanence, avoid replication, duplication exckess supply, detect shortages, learn
from successful experiences and mobilize resoui@me$iRD. This coordination might
raise the quality of training and the efficiencyiwmiplementation in the country. In Egypt,
attempts at policy co-ordination by establishingeirministerial committees did not meet
the expected success, since these committees wheretimes formed at a ministerial or
expert level to discuss a particular subject maftera result a few meetings where held.

Coordination is also needed among the different employment programs. Despite the
fact that many programs are emergency programsateesgtill important in cases of acute
problems. However, their often overlapping, unstlitargets and unplanned and poorly
designed approaches may disrupt their ultimatecefEness. The lack of coordination
between these programs has led to the duplicafidirepetition of goals. It also weakened
the national belief in these programs.

Diversifying the ingtitutions providing higher education reflects an awareness of the
importance of providing a wide range of higher edion opportunities to match students'
capabilities and ambitions. However, diversificatie not sufficient by itself to ensure that
present graduates of higher education satisfy |lamanket needs both quantitatively and
qualitatively. To meet the quantitative and quélta needs of the market requires a
massive and coordinated effort among the diffepeowiders of higher education.

4.9.3 Paucity of Information:

For an economy in transition to privatization, thes@igrowing need for labor market
information that can help ensure better matchingsopply and demand. Lack of
information will raise transaction costs and afféw¢ flow of information in a market
demand driven economy, where signals for marketdsi\deve to be transferred in a
systematic and effective way to the institutionsimed in HRD in Egypt.
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S.

Job quality and Profile of Poverty in Egypt

The panel HIECS survey 2005-20B8&hich is a new HICES panel survey conducted
by CAPMAS to trace household consumption and livisigndards over 2005-2008
demonstrates that due to rapid economic growth Ebgp achieved impressive poverty
reduction, reversing the trend of worsening povestitcomes over 2000-2005. The
number of poor was reduced by 1.8 million. Poveeyuction was broadly shared, and all
regions achieved reductions in poverty. Real comdion has increased even despite
accelerating inflation and rapidly growing food qas. Therefore, there is a strong link
between macroeconomic processes and poverty reducti

The note finds that agriculture was the main engihpoverty reduction, despite its
lower than average growth rate (only slightly ab8ygercent per year).

Over one half of all movements out of poverty dgritd05-2008 were accounted for
by those employed in agriculture. The elasticitypoverty headcount with respect to the
growth of value added in agriculture (around 3prgest among all sectors of the Egyptian
economy. Outside agriculture, construction, tranispion and manufacturing private firms
contributed most to poverty reduction.

However the note also concluded that economic drdwas not resulted in immediate
and universal improvement of living conditions fdk. Chronic poverty affects 10 percent
of population and is heavily concentrated in redas and in Upper Egypt. The reason
behind that is the fast growth in food prices whthyed a significant role in reducing a
positive effect of growth on living standards. Thbest of the minimum food basket
increased by 47 percent between February 2005 @08 2 much faster than the overall
CPI (which increased by 31 percent). Hence the faatnd that the risk of extreme poverty
(inability to meet the basic food needs) increaasda result by almost 20 percent and
affected in February 2008 about 6 percent of pdjmuilain Egypt — more than in any
observation point since 1990.

The main finding of the note is large extent of narability and instability in
households’ living standards. Even though thegagita average consumption increased
steadily by 3 percent per year during the perioden investigation, at the level of
households some experienced very large gains, welliier have been exposed to large
losses. As a result 20 percent of population beqamoe. Fragility of the middle class is a
serious policy issue. Losses are perceived morg¢elgcthan equal gains, which may
explain widespread discontent in the populatiomhe economic results.

It was also found that quantity and quality of jdimve only weakly responded to
growth. Even though employment expanded by 3 this,increase only matched the new
entry and had little direct impact on the employtmeste. The panel shows sharp
difference in poverty risks between permanent arwsional jobs, with women bearing the
brunt of the deteriorating job quality.

The last household survey data suggest that thasedeterioration in the quality of
the jobs over 2005-2008 in accordance to the definbf a decent job with sufficiently

high productivity and regularity of income. Thegmperties can be called “quality of
jobs”.

“3 Arab Republic Of Egypt, 2009
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The survey indicated that the percentage of thea pdth permanent jobs declined
from 79.6% in 2005 to 69.8% in 2008, while the shaf the poor with temporary jobs
increased from 2.4% to 4.8% over the same periaafkifg in sporadic jobs also implies
high exposure to risks of falling welfare. It hesen mentioned that occasional and
seasonal jobs generate a volatile stream of indomeouseholds and can make them more
exposed to changes in the economy and therefore mdnerable to poverty. However
such informal jobs were found to be entry poimtisthe poor in the labor market3.he
survey showed that 21 percent of those employegd@sonal jobs and 15 percent of those
in sporadic jobs managed to escape poverty bet®@6& and 2008. The largest risk of
falling into poverty clearly was observed amongs#employed in seasonal and occasional
jobs. Low quality of jobs could help explain why myahouseholds were found left
vulnerable to poverty. The poor quality of the joparticularly those held by women, and
the high dependency ratio could explain this reult

Coverage of safety nets has expanded, but itsstifers from the lack of targeting
resources on the poor, and only weakly affects ppwnd vulnerability. Panel data show
that between 2005 and 2008 social transfers (maiotyal pensions) have expanded the
coverage of the poor and near poor quite noticealdlpm 5-7 percent to 10-12 percent.
The amounts also increased, over and above ttagionflrate. Still leakages are significant,
targeting and especially the coverage of the pamain low.

The note concludes that sustaining poverty redmcéod reducing vulnerability
depend on policy action. In a scenario of growdwdown on a per capita basis to 2
percent per year, presented in this note, povedwation will be sustained only if Egypt
avoids further increases in inequality. Sustairpogerty reduction and reversing the trend
of increasing inequality and deteriorating extrepmverty will depend on promoting
growth in agriculture, strengthening social pratactand avoiding further spikes in food
prices. Preventing people to become the new pbould be as an important part of
poverty reduction strategy as helping those whaareently poor to get out of poverty.

Poverty reduction in Egypt was broad based and even rural Upper Egypt contributed
to poverty reduction despite a preceding period of increasing poverty rates during 1995-
2005.

The pand data suggest that lower quality of jobs is associated with higher poverty
risk.

Working in sporadic jobs also implies high exposure to risks of falling welfare.
Occasional and seasonal jobs generate a volatianstof income for households and can
make them more exposed to changes in the econoohytthenefore more vulnerable to
poverty. But at the same time such informal jolasy mepresent entry points for the poor in
the labor markets.

Low gquality of jobs could help explain why, in spite of the positive vector of poverty
reduction so many households were found left vulnerable to poverty. The poor quality of
the jobs, particularly those held by women, andlilgh dependency ratio could explain
this result. Increased instability of jobs, espiian some growing sectors is a cause of
high exposure to risks of sharp falls in consumptibserved in the panel déta.

4 Arab Republic of Egypt, Economic Growth, Inequalind Poverty:Social Mobility in Egypt
between 2005 and 2008, Policy Note, January 18) 200

“5 Arab Republic of Egypt, 2009
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6.

Policy recommendation

Despite steady economic growth over several tinaas|in Egypt in the seventieth of
the last century and over the period 2004-2008 gypE , the country achieved very
modest gains in increasing employment.

Poverty and unemployment, especially among the gouare widespread.
Employment has shown to be a partial answer tajtlestion of poverty. The majority of
the poor are working in rural areas and in low pidity activities. The ‘growth-
employment- nexus’ has not been sufficiently susftgsin increasing employment
oportunities mainly because of low growth elatiisi of employment and low integration
of the new entrants , because of lack of skillfha labour markets where new jobs are
created. What is needed above all is an emploympelity that puts the emphasis on
strengthening the growth-employment nexus by pramggbb creation and improving the
access of the poor to such jobs. At the same timme2 remphasis should be placed on
quality jobs and the notion of decent jobs in pair for the poor. Anti-poverty policies
should also be put in place to provide supportafdarge number of people who are just
above poverty line and thus vulnerable to povemtycase of minor deterioration in the
macroeconomic conditions or their poverty strickemusehold economy. Macroeconomic
stability, pro-poor short-term employment policigsrough labour intensive public work
projects and by focusing on sectors where poor @mrcentrated) and improving
opportunities for the poor in order that they woblkhefit from employment growth and
receive decent jobs.

Thre following quotations in the paper may be thasid for our policy
recommendation:

“Egypt current employment problem is characteribydinadequate labor absorption of
graduates students and under utilization of uleskthuman capital”;

“The main labor absorptive sectors are both titeadeable sectors and the construction
sectors over the last twenty years”;

“The government failed to adopt adequate laborketapolicies to overcome the
shortcomings of macroeconomic policies and to fidme consequences of the different
internal and external shocks”;

Growth in employment was insufficient to releasessures on the labor market, and the
link between employment and poverty is weak.

“Agriculture was the main engine of reduction paye.. “Outside agriculture,
construction, transportation and manufacturing aigvfirms contributed most to poverty
reduction”... “Quantity and quality of jobs havelymveakly responded to growth. Even
though employment expanded by 3 min, this increse matched the new entry and had
little direct impact on employment rate”... “ » lemquality of job is associated with higher
poverty risk. Working in sporadic jobs also implieggh exposure to risks of falling
welfare.”

Hence our policy recommendations should emphagibecreation, improvement of
the jobs quality volume and poverty reduction

Concerning job creation efforts, the governmenusthéocus on both the demand and
supply side to achieve jobs quality volume. Betigeting will help us in achieving
poverty reduction as well :

Encouraging growth that targets full employment @mintain economic growth
momentum with low inflation.

Due to the economic crisis GDP growth declined .tB&in 2009 while it was 7%

early 2008. For the unemployment problem to beviited, GDP growth must speed up to
7 percent again a year.

32



Most studies have pointed to the importance of eraging intense employment
growth through long term growth strategies that latr-intensive. This means creating
employment opportunities at a high rate in modeast-§rowing sectors such as the
exporting industries, and the finance sector awdeasing investment rates similar to the
low levels of Southeast Asia, which are 30% on ager Savings rates must also be raised,
and capital leakage out of Egypt should be terrephaind private investment climate must
be improved.

Governance, prudential regulations, trade reformhaacing privatization are
important steps towards growth and employment icnet To ensure sustained economic
growth rates and faster recovery two sets of comefdgary reforms are crucial: (1) those
that improve the business climate for the privatgtar to thrive, and (2) those that improve
government spending and economic management.

Rastionalizing employment in the government sector

The government accounts for as much as 40-60 peofgross domestic output and
of employment, a sector that essentially has losdpctivity and wage levels. Unlike the
1960s and 1970s, better labor market outcomes tammoguaranteed through public
employment. Rationalization of employment size I tpublic sector is necessary to
improve the performance of this sector and incréasevage level.

Increasing the capacity to absorb labor in agical activities for poverty alleviation:

While labor absorption capacity in agriculture kigglined in Egypt from 40% in the
1970’s to 28% in 2008. Most of the poor in Egypt apbncentrated in agriculture. Despite
its lower than average growth rate (which averaigednly slightly above 3 percent per
year) and low employment generation over one Hadflonovements out of poverty during
2005-2008 was accounted for by those employed iicidture?’ Outside agriculture, the
private sector was a source for the largest of the flow out of poverty during the period.
Construction, transportation and manufacturing gggvfirms contributed most to poverty
reduction, despite high informalization of labontacts.

Short term measures to promote employment in thcudiral sector include
provision of all required inputs for the agriculiirsector, support of cooperatives in
facilitating loans and training on modern agrictdlumethods and encouraging growing
profitable crops.

Long term measures include also increasing invaedtrdgected towards the
agricultural sector, completion of infrastructuredasocial services in rural areas.

Enhancing small business for poverty alleviatiod i creation

Initiatives may be introduced to directly promo&f&£mployment for young people,
such as access to credit and training in busin&dls. sThis can be achieved the
establishment of a national program to supporkage channels between small and
medium-size business as well as large ones thraugitontractingand franchising
agreements, issuing laws that provide incentivestlie small business, expansion of
financial facilities and encouraging institutiomvelopment.

“° Nabli, K. (2002)
“"Arab Republic of Egyp2009
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Private sector development for quality job oppoitias

The government needs to adopt macroeconomic pelisteich encourage overall
economic and employment growth. Private sector ldpweent is the most important area.
There are many areas where regulations and bussgucan be simplified such as ‘one-
stop shops’ for business start-ups. These polaiesspecially required of labor-exporting
countries in Egypt, where studies have revealedowsr investment obstacles like
bureaucracy.  On the other hand short term paglicienstitute incentive fiscal and
monetary policies Wage subsidies, or financial iiees to firms have sometimes been
used to promote the employment of specific growgs €S young people.

Developing the informal sector for quality job :

ills of informal labor must be developed and imfad protection and social security
schemes should be develope as thsi sector is a epbor for employment growth in

Egypt.

Developing jobs in newly emerging sectors

Employment opportunities are open to young peopld wigh-tech skills such as
software engineering. Other employment opportusitieeated by ICT are middle income,
which are better suited to young people with ugs@ondary or tertiary qualifications. ICT
technology may be used also in the search for wémadication of illiteracy is a
precondition for using ICT.

Education can play a key role in promoting quglity opportunities

Although there is high unemployment in Egypt, sysveand studies revealed a
shortage of skills for some currently promisingteex such as finance, insurance, hotels,
tourism, and communications. To provide the reguskill for these sectors, educational
and training policies must be coordinated.

Investments in the education sector need to besitedito emphasize quality rather
than quantity.

Life-time learning is necessary to meet new reauinets and to enhance labor market
flexibility, as also “life-time employment” does nexist any more.

Training allows for better quality job and poveateviation ;

These are important training programs:
Linking Employment with training, education, uniggies and productivity:

This means also the introduction of programs coxggdreas of anticipated future
needs, e.g. advanced technologies, and servicestifehl Linkage between actual
employment, career prospects and type of trainiflg render training demand driven.
Forms of partnership are different such as “regatatact with the pupils, providing work
experience and advice on curriculum through gdaegrrbodies, industrial advisory
committees, teacher/instructor updating, help withe delivery of courses,
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placements/employment for students and involvenmenitnproving and expanding the
skills, of the existing workforce®

Training for the Unemployed for poverty alleviation

This kind of training is socially needed but usyalharacterized by poorly directed
and consequently ineffective. Diversification ifgpeoaches and upgrading its techniques
and enhancing NGOs to participate in this kind-aiiing can improve its conditions.

Self Employment training

This kind of training can be achieved by creatingkd with local communities,
regional training boards and local banks, whiah geovide financing and guidance for the
entrepreneur graduates.

Active Labor Market Policies (ALMPS)

Active labor market policies (ALMPs) might affedtet demand side by creating
additional jobs directly through public works pragrs. They might also be supply-side
interventions by training the unemployed to meet isquirements of the labor market. In
some cases, they are used to correct for failurélsel education system. Further, they can
provide a link between both sides of the labor reaitkrough employment offices and
labor market information.

Targeting for poverty alleviation

The immediate aim is to assess how changes indtial sassistance and subsidies
affected vulnerability, mobility out of poverty ardhronic poverty. This assessment will
be conducted to take into account the effectsgiidr food prices on poverty, effectiveness
of coping strategies, affordability and spendinggyas of households.

Improve observance of the law for better qualityodfs.

The private sector jobs in Egypt are often thoderwig poor salaries, bad working
conditions and inadequate social benefits. It igallg this sector which avoids labour
regulation by forcing workers to sign a resignatietter prior to recruitment, does not pay
indemnity in case of unfair dismissal or any otbase of violation of workers’ rights or
uses repeatedly fixed-term contracts for work ofloag-term nature. The informal
employment presents even worse conditions and tegivig no protection to workers
against dismissal, nhon-payment of wages, occuptiojury, etc. These unlawful practices
should be stopped by their explicit prohibitionlatour legislation accompanied by higher
penalization in case of their occurrence, muchngjeo labour inspection to identify legal
abuses among employers of all types.

Making public works more labour intensive and legdio regular employment.
Public works programmes in Egypt are directed mnyaitbwards improving
infrastructure in rural and deprived urban areaslagical projects and to activities

promoting social and human development of comnesiti Priority needs to be given to
labour-intensive technologies creating more empkayrbut without compromising the

1.0 1997
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quality of delivered products. The schemes shoukb affer adequate training to
participants allowing not only good work performaran tasks within the project, but also
providing skills for regular employment after thehfic works scheme is over.

Providing decent income support to unemployed jebsies.

In Egypt there are several types of social assistgpassive labour market policies)
for persons who lose their jobs. However, the numndfepeople benefiting from these
programmes is very low as the eligibility rules lexie the majority of those in need of
income support during unemployment and the levebaniefits is almost negligible. The
only programme providing higher amounts is theyegtirement scheme, which stimulates
also relatively well skilled, prime aged workerswihdraw from the labour market. . The
early retirement scheme should be reformulated ‘activated” to encourage younger
displaced workers to look for new wage employméntheir skills are not on demand,
vocational counselling and suitable training shobkl offered to them. The existing
unemployment benefit scheme needs to be expandgihdoially cover all those who lost
their jobs in the formal sector, which also meatgording to the insurance principle, that
gradually all the employers and workers would h@veontribute to the system.

In order to raise minimum wages and at the same &woid the negative effects on
vulnerable groups, it might be useful to reduce gbeial insurance contributions of both
employer and employee, especially for females anohg people. In addition, labor market
regulations in general and those related to mininmage in particular should be enforced
to ensure compliance by private sector firms.

Formulation of a comprehensive employment promasinategy.

There is a need formulation of a comprehensiveraatistic employment promotion
strategy for Egypt, which would involve the relevatonomic and social ministries, the
social partners and important sections of the swdiety.

Strengthening social dialogue for employment ger@raquality jobs and poverty
alleviation.

In Egypt if unions could increase the effectivenektheir representation of workers
and improve the articulation of their views, neadsl interests,two concrete actions could
help strengthen workers' organizations. The Lalhaw delegates the regulation of quite a
few topics to ministerial decrees. Taking advantafj¢ghe fact that decrees can be more
easily modified than a law passed in Parliameré&ctf’e engagement of the trade unions
in social dialogue at the national level can sigatftly improve employment security of
workers through amendments to existing legislation.
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Appendix

Table 1: Total Labor Force (15-64)

Hundreds
1991 158 859
1993 203 597
1995 169 685
1997 172 764
1999 182 304
2001 193 395
2003 203 597
2005 217 918
2007 238 590

Source: CAPMAS, Labor Force Sample Survey, various issues

Table 2: Labor Force Participation rate by gender

Labor Force Participation rate

1991 28.4
1992 27.8
1993 28.3
1994 28.7
1995 28.4
1998 28.7
1999 29

2000 29.4
2001 29.5
2002 29

2003 29.4
2007 325

Source: CAPMAS, Labor Force Sample Survey, various issues

Table 3A: Employment Distributed by Economic Sectors (Percentage)

39




Sectors 90/91 | 91/92 | 94/95 | 95/96 | 98/99 | 99/00 | 01/02 | 02/03 | 04/05 05/06 | 06/07

Agriculture 33.7% | 33.1% | 31.3%| 30.69 29.3%  28.9% 428.| 28.1% | 27.6% | 27.3%| 27.0%

Mining 11.0% | 10.9% | 11.4%| 11.5% 11.99 12.1%  12.3p6 5%2 | 12.8% | 13.0% | 13.2%

Manufacturing 0.3% 0.3% 0.3% 0.3% 0.3% 0.3% 0.3% .3%0 0.4% 0.5% 0.5%

Electricity 0.7% 0.8% 0.8% 0.8% 0.8% 0.8% 0.8% 0.8% 0.8% 0.8% 0.8%

Construction 5.3% 5.5% 6.1% 6.3% 7.2% 7.69 7.8% %7.8| 7.8% 7.8% 7.9%

Transportation 3.5% 3.6% 3.6% 3.7% 3.79 3.89 3.9%3.9% 4.0% 4.1% 4.0%

Communication 0.6% 0.6% 0.6% 0.6% 0.6% 0.69 0.7% 7%0. [ 0.7% 0.7% 0.8%

Suez Canal 0.1% 0.1% 0.1% 0.1% 0.19 0.1% 0.1%0 0.1p40.1% 0.1% 0.1%

Trade & Finance

& Insurance 8.6% 8.5% 8.9% 9.0% 9.3% 9.4% 9.5% 9.84010.0% | 10.1% | 10.2%

Hotels &

Restaurants 1.1% 1.1% 0.9% 0.9% 1.29 1.2% 1.2% 1.3p6l.5% 1.6% 1.7%

Housing & Real

Estate 1.5% 1.5% 1.4% 1.4% 1.4% 1.4% 1.49 3.3% 3.3§03.3% 3.3%

Public Utilities &

Social Insurance

& Gov. Services 25.4% 25.9% 26.39 26.69 26.3po 26.1926.4% 25.0% 24.4% 24.0% 23.59

Personal & Social

Services 8.1% 8.1% 8.3% 8.3% 7.9%) 7.89 7.3% 5.79% 0%6. | 6.2% 6.5%
100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0

Grand Total % % % % % % % % % % %

Source: Author's calculations based on the Ministry of Economic Development Database retrieved (August, 2009) from

http://www.mop.gov.eg/English/Employment.htm

Table 3B: Percentage of increase of Employment Distributed by Economic Sectors

Sector Growth rate
Agriculture 20.3%
Mining 80.3%
Manufacturing 210.3%
Electricity 55.1%
Construction 121.6%
Transportation 72.4%
Communication 90.5%
Suez Canal -10.0%
Trade & Finance & Insurance 78.5%
Hotels & Restaurants 134.7%
Housing & Real Estate 232.0%
Public Utilities & Social Insurance & Gov. Services 39.4%
Personal & Social Services 19.7%
Grand Total 50.4%

Source: Author's calculations based on the Ministry of Economic Development Database retrieved (August, 2009) from

http://www.mop.gov.eg/English/Employment.htm

Table 4: Unemployment rate (15-64)
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Unemployment rate (15-64)

1991 8.9%
1992 9.1%
1993 11.1%
1994 11.1%
1995 11.3%
1998 8.2%
1999 8.1%
2000 9%
2001 9.2%
2002 10.25
2003 11
2004 10.3
2006 10.6
2007 8.9

Source: CAPMAS, Labor Force Sample Survey, various issues

Table 5: Distribution of Working Individuals (15-64) by Sector

1990 1995 2001 2003 2005 2008
00s| (%) 00's (%) 00's (%) 00's (%) 00's (%) 00's | (%)
Government 32602 | 22.1%| 39556 26.3% 48601 27.1% 51906 28 49876 | 25.80% | 53407| 23.7Y
Public 14271 | 9.7% 13580 9.0% 10424  5.9% 10466 5.4 8739 | 4.50% 7757 3.4%
Private (Inside
Enterprise) 74228 | 50.3%| 66515 44.2% 43032 24.5% 41038 22| 43269 | 22.40%| 51431| 22.99
Private (Outside
Enterprise) 24572 | 16.7%| 29131 19.3% 71222 40.6% 75849 41| 89692 | 46.40% | 108298 48.19
Investment 838 0.6% 1064 0.7%) 1598 0.9% 1344 0.7 1252 0.60% 3379 1.50%
Others Foreign&
Cooperative 855 0.6% 741 0.5% 697 0.4% 586 0.3{ 591 0.30% 801 0.40%
Total 147553 150587 175574 181189 1934 225073

Source: CAPMAS, Labour force Sample Survey, various issues

Table 6: Percentage of Increase of Employment Distributed by Sector (1990-2008)

Sector Percentage of Increase

Government 63.8%
Public -45.6%
Private (Inside Enterprise) -30.7%
Private (Outside Enterprise) 340.7%
Investment 303.2%
Foreign& Cooperative -6.3%

Total 52.5%
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Table 7: Distribution of employment (15-64) by status

1990 2001 2003 2005 2008 Percentage
of Increase
Work Status | 00’s % 00’s % 00's % 00's % 00’s % (1990-2008
Paid Work | 81502| 56.2%| 108020 61.5%]|10486Q 57.9%| 116051 60.0%| 135075 60.009 65.7%
Employer 19913| 13.7%| 31390| 17.9%| 32353| 17.9%| 28047| 14.5%| 33839 15.009 69.9%
Self —
Employed 17834| 12.3%| 19877| 11.3%| 21917| 12.1%| 23828| 12.3%| 24367 10.809 36.6%
Family
workers
(unpaid ) 25644 | 17.7%)| 16394| 9.3% | 22059 12.2%| 25099| 13.0%| 31794| 14.109 24.0%
Total 144893 100.0% 175681 100.0%9 181187 100.0% 193418 100.0% 225078 100.009% 55.3%

Source: CAPMAS, Labour force Sample Survey, various issues
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