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Outline 

·Review structure of labor markets in 

Arab economies 

 

·Review the need and effects of minimum 

wages and links to public sector wages 

 

·Draw some implications and policy 

recommendations 
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Labor Markets in Arab Countries 

·Two types of economies 

ƁLabor constrained economies with ample 

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

ƁLabor abundant countries with or without 

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

 

·Labor market structures, problems, and 

policies are quite different 

ƁWhat role minimum wages? 
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Labor supply issues  

·Arab countries tend to have 

ƁRelatively high population growthŸ 

¶Nationals in non oil economies 

¶In GCC countries, only expatriates grow quite fast 

ƁVery young populations (15-30 years) 

ƁRelatively smaller elderly population 

ƁLow but increasing participation ratesŸ 

 

·Significant demographic pressures will 
filter on to labor markets 
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Implications  

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

the near future 

 

·Rising education levels indicate 
ƁNew cohorts probably better educated than old 

generations 

 

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

·Two types of Arab countries 

 

ƁLabor constrained vs. unconstrained 

ƁEndowed with natural resources (oil and gas) 

vs. relatively scarce natural resources 
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Labor markets in labor constrained 

economies with natural resources  

·Significant labor market segmentationŸ 

 

ƁNationals:  

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

¶Quotas imposed on private sector (not very effective) 

 

ƁExpatriates: 

¶High education, high wages, private sector, immobility 

¶Low education, low and flat wages, no labor rights 

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

economies with natural resources  

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

 
ƁHigher wages than private sector 

ƁLower working hours and longer vacations 

ƁDisconnect between effort and reward 

ƁInamobility 

 

 

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

sector, expatriates in private sector 
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Source: national statistical agencies 

 



Share of public employment in total 

·Public sector employment in Arab countries 
much higher than rest of the worldŸ 

 

·Higher in GCC than other Arab countries 

 

ƁEmployer of the last resort 

ƁFeasible because of deep pockets and small local 
population 

ƁPublic sector wages òsignaló private sector 

ƁMinimum public sector wage (entry level) 
becomes important 
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Implications  

·Labor demand in labor constrained Arab 

countries is of dual nature 

ƁNationals work primarily in public sector and 

public sector crowds out private employment 

ƁExpatriates work in private sector and, because 

of rent-extraction, production is labor intensive 

 

·In general, low growth in labor productivity 

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



Labor markets in labor abundant 

Arab economies 

·No labor market segmentation 

ƁExpatriates relatively less important 

ƁHuman capital is scarce 

ƁUnemployment chronic, high, biased against 

women and the young 

 

·Resulting: sustained (yet very low) labor 

productivity growth  

13 



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



Minimum wages in Arab countries 

·Most countries enacted minimum wages 

 
ƁDifferent nationals and expatriates (GCC) 

ƁDifferent by sectors (industry/agriculture;  non GCC) 

ƁDifferent if single/married 

ƁDifferent by skills levels 

ƁLevels vary due to òin kind goodsó and subsidies 

 

·Few countries officially do not have 

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

Algeria 60.0 Oman 27.0 

Bahrain none Qatar none 

Egypt 36.0 Saudi Arabia 33.0 

Iraq 55.0 Syria 60.0 

Jordan 44.0 Tunisia 32.0 

Kuwait 33.0 Turkey 57.0 

Lebanon 37.0 UAE none 

Libya 13.0 West Bank Gaza none 

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



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

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

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

 
ƁIncrease the standard of living for the poorest and 

most vulnerable class in society 

ƁStimulate consumption 

ƁMotivate and encourages employees to work harder, 
improve the work ethics 

ƁDecrease the cost of government social welfare 
program 

ƁDisincentivate illegal activities 

ƁEncourage efficiency and automation of industry 

ƁIncrease technological adoption 
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These analyses do not apply to 

labor constrained economies  

·Dual/segmented labor markets makes 

standard approaches inadequate 

 

·Minimum wages depend on 

ƁPopulation targeted 

ƁEffectiveness and reach of targets 

ƁGoals to be achieved 

ƁCost-benefit of different measures 
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Minimum wages for nationals in labor 

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

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

 

· In UAE 
ƁPublic sector wages (AED 4,250) much higher than private 

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

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

 

· In Oman  
ƁMinimum wages recently raised to a level above what 72% 

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

labor constrained countries 

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

 

ƁNot only minimum wages, but also other labor 
market policies for nationals 

 

ƁAnd labor market policies for expatriates 

 

·Letõs look at the decision process of a 
national worker: 
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How do nationals react? 
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Decision by 
nationals willing 

to work 

Public sector 

Public wage 
(include perks) 

Probability of 
hire 

(lottery) 

Private sector 

Private wage 
Hired if 

productive 






































