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1
Much of the current debate around the recent economic crisis in the Arab Republic of Egypt has focused 
on unemployment. Although unemployment is an important marker of labor market health, the jobs 
problem in Egypt precedes the recent crisis and is manifested markedly in other labor market metrics. 
Indeed, the link between growth and unemployment in Egypt is weak, particularly for men. This chapter 
argues that the reason for this weak link is partly related to decades of flawed industrial policies that have 
discouraged investment in employment-generating activities. Industrial policies, including those imple-
mented in the mid-2000s, were never focused on mitigating market failures to promote the emergence 
of fast-growing, high-productivity firms. Instead, they have worked to preserve insider privileges, leading 
to growth in sectors that are not labor intensive. Policy makers therefore need to look beyond supply-side 
focused labor market policies to accelerate employment growth. 

Economic Growth, Industrial Policy, 
and Jobs: A Long-Run Perspective

polls were overwhelmingly dissatisfied with job op-
portunities in their area: in 2010, only 11 percent 
of respondents reported satisfaction, and in 2009, 
60 percent said that the main obstacle for youth was 
the lack of good jobs. One of the critical factors un-
derpinning this jobs crisis is the decades of flawed 
industrial policies that have discouraged investment 
in employment-generating activities. Policy makers 
therefore need to look beyond labor market policies 
to accelerate employment growth.

Events from recent decades provide evidence that 
crises dramatically suppress employment. Standard 
macroeconomic analysis, pointing as it does to a 
close relationship between aggregate demand and the 
demand for labor, suggests that crises can have im-
portant effects on employment. The East Asian finan-
cial crisis of 1997 saw spikes in unemployment rates 

Jobs have been front and center of the policy de-
bate since the January 2011 Egyptian revolution. 
However, much of the current debate around 

unemployment has focused on the crisis—after all, 
political, and correspondingly economic, crises have 
severe effects on labor markets. A recent Gallup 
poll found that 80 percent of Egyptians believe that 
Egypt is worse off today than it was before the Janu-
ary 25 Revolution, and only 50 percent believe that 
it will recover in the next five years.1 A large part of 
this pessimism comes from a negative view of the la-
bor market and its future prospects; roughly 70 per-
cent of Egyptians believe that employment oppor-
tunities in both the public and private sectors have 
declined, and more than half believe the situation 
will take five years or more to improve, with 11 per-
cent going so far as to say that it will never improve. 
The argument in this report is that the jobs crisis in 
Egypt preceded the Arab Spring and will persist after 
stability returns unless there is a dramatic change in 
public policies. In fact, respondents in earlier Gallup 1 June 12–19, 2013. Gallup
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across Southeast Asia; unemployment rates in the 
Republic of Korea notably tripled from around 2 to 
over 6 percent from 1997 to 1998.2 Unemployment 
in the United States rose from 6 percent in 2008 to 
more than 9 percent in 2009 as the Global Financial 
Crisis unfolded.3 The more recent Eurozone finan-
cial crisis saw unemployment rates nearly triple in 
Greece, from 9.3 percent in June 2009 to 24.4 per-
cent in June 2012.4 Young workers are especially vul-
nerable to swings in times of crisis. The 2008 Global 
Financial Crisis saw increases in American youth 
unemployment from about 10 percent at the onset 
to a peak of about 17 percent. The recent Eurozone 
crisis saw already high youth unemployment rates in 
the European Union turn even higher. From 2007 to 
2013, workers in Greece under age 25 experienced an 
increase in the unemployment rate from roughly 22 
percent to more than a staggering 60 percent.5

However, in Egypt we find that the relationship be-
tween growth and employment manifests itself as 
changes in job quality rather than job quantity. His-
torically the correlation between output and employ-
ment in Egypt has been much weaker than in other 
countries; the analysis in this chapter and the rest of 
the report demonstrates that this weak correlation 
can be traced to a policy environment that shifts eco-
nomic activity to sectors that are not labor-intensive 
or that are outside of the formal sector. The main ef-
fect of recent crises has not been to increase unem-
ployment, but rather to exacerbate a preexisting trend 
toward lower-quality jobs. Egyptians are increasingly 
working in informal and insecure jobs: Fewer and 
fewer workers report that their employment includes 
written contracts or social insurance, and there has 
been a recent, sharp uptick in the number of casual 
laborers. The unemployment rate in Egypt by itself 
does not sufficiently measure the extent to which the 
labor market responds to economic growth.

Egypt’s labor laws, industrial policies, and the man-
ner in which they are implemented discourage em-
ployment, and particularly formal employment, by 
raising the costs of labor, artificially reducing the 
price of nonlabor inputs, and directly encourag-
ing, through tariff and other industrial policies, the 

production of nonlabor-intensive products. For ex-
ample, evidence discussed in chapter 5 reveals that 
a remarkable 95 percent of firms are very small, 
usually informal, and engaged in service activities 
where productivity—and employment growth—are 
slow. This firm profile is what one would expect in 
environments where entrepreneurial activity is sup-
pressed by complex regulation and threats of ar-
bitrary government decision making. At the same 
time, less productive, capital-intensive, large enter-
prises, where productivity and employment growth 
are slow, benefit from privileged access to capital 
and energy, protecting them from competition.

Policy distortions have historically been large in 
Egypt; therefore, one cannot fully understand the 
barriers to job creation and job quality without fully 
understanding industrial policy. In particular, the pat-
tern of incentives to public and private sectors, the 
sequencing of recent reforms and the related fiscal 
policy, and the open encouragement of energy-incen-
tive sectors could have all contributed to the structure 
and dynamics of the private sector and played a role 
in reducing its competitiveness and its ability to create 
jobs. In these circumstances, unemployment can be 
difficult to overcome even in periods of rapid growth.

In this chapter we analyze both labor laws and trade 
and industrial policies in Egypt to better understand 
how these have shaped current employment out-
comes. We find that labor laws incentivized work-
ers to seek public sector jobs. Moreover, even when 
the public sector option was curtailed, significant 
constraints on hiring and firing in the private sector 
remained and continued to discourage private sector 
employment. For example, the process of declaring 
bankruptcy in Egypt is costly, expensive, and very 

2 Kim (2012).
3 Bureau of Labor Statistics. “Current Population Survey.”
4 Hellenic Statistical Authority. “Press Release: Labor Force 

Survey June 2012”.
5 http://www.theatlantic.com/business/archive/2013/05/

europes-record-youth-unemployment-the-scariest-graph-
in-the-world-just-got-scarier/276423/.
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long and can pose an additional impediment to firm 
entry, growth, and exit.6

We also explore the effects of industrial policy on 
employment. Most recently the impressive reform 
agenda adopted in 2004 led to average annual growth 
of about 7 percent a year between 2006 and 2008 
and a decline in unemployment from 11.2 percent 
in 2004/5 to 8.7 percent in 2007/8. However, these 
rates are well above the unemployment rates recorded 
in the early 1970s, which fluctuated around 2 per-
cent. One potential explanation for relatively high 
unemployment, despite apparently more favorable 
economic policies, is the large increase in the size of 
the labor force. However, this chapter argues that the 
policy environment, even after 2004, continued to 
favor sectors that were not labor intensive; these are 
the sectors that grew. This is especially true of the hy-
drocarbons sector, where changes in the international 
oil price led to important changes in gross domestic 
product (GDP) but did not directly alter employment.

The rest of the chapter is organized as follows. We 
first use standard macroeconomic analysis to show 
that the relationship between GDP growth and 
employment in Egypt is negative, consistent with 

Okun’s Law, but weaker than expected, particularly 
for men (who make up most of the labor force). This 
puzzle can partly be explained by the uneven impact 
of sectoral growth on employment, which in turn 
can be traced to labor laws and industrial policies. 
The third section outlines the history of these poli-
cies, beginning with Nasser in the 1950s, describ-
ing the policies and reforms along with the main 
macroeconomic and employment outcomes. It also 
highlights a few of important laws governing hiring 
and firing, benefits and wages, as well as bankruptcy. 
Finally, we describe the patterns of growth and job 
creation by economic activity during the last decade 
with a link to some of the laws and industrial poli-
cies that have been recently adopted.

The Relationship Between GDP 
Growth and Unemployment Is Weak

The evidence around the world points to a negative, 
short-run correlation between growth in output 

BOX 1.1: OKUN’S LAW

The relationship between growth and unemployment builds on the idea that shifts in aggregate demand cause output to fluctuate around its 
potential. These output movements cause firms to hire and fire workers, changing employment. In turn, changes in employment move the 
unemployment rate in the opposite direction. This countercyclical relationship in the short-run between growth in output and unemployment 
was shown to be an empirical regularity in the United States by Arthur Okun in 1962 (Okun 1962), which is now popularly known as Okun’s 
Law. Many subsequent studies have confirmed this relationship.

For the United States, many authors posit that a 1 percent deviation of output from its potential causes an opposite change in unemployment 
of half a percentage point (Mankiw 2012). One of the advantages of Okun’s Law is that it is easy to relate the analysis of the goods market to 
that of the labor market because labor is an important input in the production process. As the growth rate of the economy exceeds its potential, 
employment tends to grow faster than the labor force, with the unemployment rate falling in the process.

Cross-country comparisons of the relationship between unemployment and output have been estimated for other countries, but magnitudes 
vary depending on the country and time period.a Estimates in these papers of the increase in output growth associated with an unemployment 
reduction of 1 percent range from a low of 2 percent in the United States and Canada, to 3 to 5 percent in Europe, to more than 10 percent in 
Japan, with some estimates for Europe tending to be higher for more recent time periods. However, estimates that adjust for gaps and use panel 
methods yield coefficient estimates that are lower than those for the United States, the rationale being that most of the unemployment in Europe 
is structural, implying that an increase in growth is likely to have a smaller impact on employment (Freeman 2001).b 

a See Freeman (2001), Knoester (1986), Paldam (1987), Ball et al. (2013), and Pierdzioch et al. (2011), among others.
b Note that some studies have supported the existence of an asymmetric Okun’s coefficient for the United States (Crespo Cuaresma 2003; Silvapulle et 
al. 2004). They find that cyclical unemployment is approximately twice more responsive to contemporaneous economic growth when the latter is in the 
“recessionary” regime.

6 Egyptian Center for Economic Studies, The Efficiency of the 
Bankruptcy System in Egypt (2005), http://www.eces.org.
eg/Uploaded_Files/%7BE6BD9326-F643–4152–8319–
5C4800CE6B6C%7D_ECESWP100.pdf.
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and unemployment. This was first shown to be an 
empirical regularity in the United States by Okun 
(Okun 1962); many subsequent studies have con-
firmed the correlation across many countries and 
time periods (box 1.1). However, distortions in 
product and labor markets, including those induced 
by government policy, can weaken the correlation.

In the case of Egypt, this relationship is not as strong 
as one would expect. One could look at figure 1.1A 
and conclude that, consistent with Okun’s Law, em-
ployment growth correlates with changes in GDP. 
However, this correlation is by no means consistent 
over time: It is much stronger in the period since the 
economic reforms adopted in 2004. Nor is it con-
sistent across genders. As seen in figure 1.1B, female 
employment is responsible for all of the correla-
tion of growth and labor markets observed in figure 
1.1A. Although males constitute roughly four-fifths 
of the Egyptian labor force, their employment ex-
hibits almost no correlation with growth. Females 
are a small part of the work force, but because their 
employment is unusually and extraordinarily re-
sponsive to growth, rising much faster than the eco-
nomic growth rate in good times and falling much 

further when growth is slow, the correlation of fe-
male employment and growth is sufficient to create 
the aggregate appearance of a growth-employment 
relationship (see annex table 1.1 for details). This 
is largely because of fluctuations in agricultural em-
ployment, which is a much more important source 
of employment for women than for men (see chap-
ters 2 and 4). Within the more recent time period, 
the same relationship continues to hold (figure 1.2). 
This is consistent with earlier empirical estimates of 
Okun’s Law in Egypt that also found a weaker than 
expected relationship (Moosa 2008; Elshamy 2013). 

This report focuses on two potential explanations 
for the absence of a stronger correlation for men. 
First, at the microlevel, to the degree that fluctua-
tions in labor demand lead to movements between 
the formal and informal sector instead of move-
ments into and out of employment, one would ex-
pect to see a lower correlation between changes in 
output and unemployment. We explore this expla-
nation in chapter 2. Second, at the aggregate level, 
public policies push output growth toward sectors 
that are not labor intensive, lowering the correlation 
between output growth and employment.

FIGURE 1 .1 .  Growth in GdP and Employment Per Capita  
(Annual Percentage Change)
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In this chapter, we focus on this second explana-
tion, examining a few key labor laws that influence 
employment and reviewing sectoral growth patterns 
and the industrial policies that have shaped them 
over the last 60 years. The key lesson from this dis-
cussion is that economic policies in Egypt have not 
aimed primarily at economic and jobs growth. If 
they had, they would have focused more on remov-
ing market failures that impede growth, such as co-
ordination failures that impede the development of 
export markets, or insecure property and contract 
rights. Rather, private and public sector investments 
have been shaped by industrial policies aimed at 
promoting particular sectors and by energy and fi-
nancial sector policies that have significantly distort-
ed the prices of oil and capital. Public policy toward 
industrialization has consistently operated in favor 
of insiders—but insiders have responded by pursu-
ing economic activity in the areas with highest rents, 
which (like property development or insurance) are 
not necessarily areas with the greatest potential for 
job creation.

Moreover, both market failures and public policy 
have conspired to favor capital-intensive sectors. 
Artificially low costs of capital and energy raise the 
rate of return to investments in these sectors relative 

to labor-intensive industries. In addition, entre-
preneurs with close relationships with the govern-
ment not only have more economic opportunities, 
but their property and contract rights are also more 
secure, making capital investments (those that are 
most exposed to insecurity) relatively more attrac-
tive for them. Finally, although public employment 
has been curtailed, public sector employment poli-
cies distorted labor markets with generous pay and 
benefits in excess of those that employees could have 
received in the private sector.

Historically Policies Have Not 
Supported Labor-Intensive Modes of 
Production

In the 60 years following independence, Egypt has 
changed its industrial policies substantially, but in 
no period did industrial policy support labor-inten-
sive modes of production.7 Gamal Abdel Nasser’s 
early days (1952–56) were marked by the expropria-
tion of land, followed by the era of import substitu-
tion industrialization (1956–70), achieved in part 

FIGURE 1 .2 . GdP and unemployment Growth (Annual Percentage Change)

GDP growth (left axis)
Change in unemployment (right axis)
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7 This section draws heavily from Loewe (2013).
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through nationalization and the build-up of state-
owned industrial firms. Sadat’s open-door policies 
(1970–81) expanded the space for the private sector, 
but heavy regulations maintained a bias in favor of 
capital-intensive activities. These policies persist-
ed during Hosni Mubarak’s first 10 years in office 
(1981–91). The economic crisis of 1991 led to re-
trenchment, including substantial structural adjust-
ment and privatization (1991–2004), with support 
from the International Monetary Fund (IMF) and 
the World Bank. Finally, in 2004 Mubarak appoint-
ed a new technocratic cabinet and charged it with 
fundamentally revising economic policy (2004–11). 
Despite the myriad, apparently market-oriented re-
forms launched during that time, the bias against 
labor-intensive, fast-growing sectors remained. The 
result was one of no substantial improvement in the 
quality and availability of employment, leading to 
frustration among the growing young, educated la-
bor force, and culminating in the 2011 revolution.

The risks to poorly designed industrial policy inter-
ventions were especially high in Egypt because of 
the profound impact of hydrocarbons (i.e., oil and 
gas) on the economy. As well as being an oil and 
gas producer in its own right, the economy has two 
other income streams that are strongly related to the 
Middle East and North Africa’s (MENA’s) resource 
wealth, namely, Suez Canal receipts and remittances 
from the Gulf. These income sources—which are 
forms of economic “rent”—create the conditions 
for adverse effects on the structure of the economy. 
First, income flows not related to current produc-
tion of domestic goods and services raise the relative 
demand for nontradables, a Dutch Disease effect 
resulting in real exchange rate appreciation. As the 
subsequent discussion will show, Egypt has in fact 
seen a cycle of exchange rate overvaluation and ad-
justment, indicating a mismatch of macroeconomic 
management with hydrocarbon spillovers. In terms 
of economic structure, Dutch Disease will manifest 
itself in a relatively large nontraded sector (retail 
and wholesale trade, construction, household ser-
vices), undercutting the transformative potential of 
the economy. Second, the presence of domestic oil 
and gas resources creates the temptation for energy 

subsidies, both as a form of “sharing” the benefits 
of resource wealth and for providing below-oppor-
tunity cost subsidies to domestic industry. As will 
be seen throughout this report, Egyptian policy 
thinking was particularly vulnerable to the pitfalls 
of this approach. At a political economy level, the 
availability of rent streams enabled the reluctance of 
the government to promote an autonomous private 
sector (Malik and Awadallah 2013).

the nasser Era and statist Experiments 
(1952–70)

Nasser focused on state-led industrial policies. The 
Free Officers staged a coup d’état in 1952, putting 
an end to the Egyptian monarchy and to British 
colonial rule, and formed a military junta under 
Egypt’s first president, Muhammad Naguib. Nasser 
took over as president in 1956, and political de-
cision making was centralized in the office of the 
president. Nasser sought to accelerate industrial-
ization, first, by requiring large landowners to sell 
landholdings above a threshold to the government, 
in exchange for 30-year government bonds. Among 
other objectives, Nasser expected that landlords 
would monetize the bonds and invest in industry. 
However, capital owners instead transferred their as-
sets to safety abroad. Second, however, Nasser em-
barked on a course of state-led growth, particularly 
state-led industrialization. For example, in 1956 
using a loan from the erstwhile Soviet Union, the 
government began to establish the first state-owned 
industrial enterprises to produce basic commodities 
(Loewe 2013: 19). Nasser also expropriated foreign 
banks and insurance companies—both sources of 
capital for state-led industrialization—as well as 
foreign-owned manufacturing companies. In 1957 
the government introduced licensing requirements 
to establish, expand, and change the purpose or lo-
cation of industrial plants, as well as for many other 
business decisions. The state also used differential 
tax rates to direct labor and capital into priority 
economic sectors. In 1960 Nasser took this state-
led approach further by nationalizing Egypt’s two 
largest industrial complexes, the remaining banks, 
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insurance companies, transportation and trading 
companies, public utility providers, hotels, and de-
partment stores, as well as all industrial enterprises 
with more than 10 employees. Not surprisingly, 
the private sector contribution to gross capital for-
mation plummeted from 72 to 26 percent (Loewe 
2013: 20).

During this period, industrial policies were not only 
skewed against the private sector, they were biased 
against labor-intensive production. The state in-
creasingly invested in import-substituting industries 
to produce primary and intermediate goods (chemi-
cals, metals, paper, steel, fertilizer, and textiles) as 
well as higher technology consumption goods such 
as automobiles, televisions and radio sets, and phar-
maceuticals (Loewe: 20). By one measure, the new 
nationalization strategy was successful: Economic 
growth reached 6 percent, surpassing that of most 
developing regions. Industrial production increased 
even faster and became more diversified, and labor 
productivity rose as previously unused labor was put 
to work. However, these effects proved to be illusory 
and unsustainable. Nasser’s industrial policies, un-
like those of East Asia 10 years later, did nothing to 
promote the competitiveness of Egyptian products 
in foreign markets. On the contrary, between 1948 
and 1973, Egypt’s share of global exports shrank 
from 1.0 to 0.2 percent of global trade. Although 
domestic products had been successfully substitut-
ed for many imported primary and consumption 
goods, Egypt had become dependent on imported 
capital goods. Since Egypt had hardly any products 
to sell on world markets, it used up the country’s 
foreign reserves to finance its imports. After Egypt’s 
defeat in the Six-Day War in 1967, it became evi-
dent that Egypt was nearly bankrupt and the private 
sector had almost disappeared (Loewe 2013: 21).8

These industrial policies were countered by expand-
ing public employment. Confronted by a flood of 
labor market entrants with secondary education in 
the late 1950s and 1960s, and perhaps suspecting 
that current industrial policies would lead to little 
absorption, the Egyptian government initiated a 
major public employment drive that included an 

employment guarantee to university graduates 
(Richards 1992). These policies further distorted in-
centives for employment growth in the nonstate sec-
tor. In 1964 the guarantee was extended to the grad-
uates of vocational secondary schools and technical 
institutes and formalized into law. The policy also 
itself created an even greater demand for secondary 
and postsecondary education, especially combined 
with the abolition of school fees for higher educa-
tional institutions in 1963 (Richards 1992; Assaad 
1997). This policy was extended in 1973 to demo-
bilized military conscripts of all educational levels 
(Assaad 1997).

At the same time, benefits to public sector employ-
ees were expanded. Even before the 1952 revolution, 
public sector employees enjoyed financial benefits 
and greater job security relative to those working in 
the private sector, and these continued to expand 
thereafter. During the 1952 revolution, the govern-
ment realized the need to create a special pensions 
fund that covered civil servants and public sector em-
ployees and implemented this through Law No. 316 
of 1952. In 1959, the Authority on Social Insurance 
was established (Law No. 92) and made responsible 
for providing pensions to employees who qualify 
based on work injuries, old age, disability, or death.9 
Moreover, civil servants who worked at public facili-
ties and bodies and public administrative and eco-
nomic departments now became eligible for excep-
tional pensions and bonuses (Law No. 71 of 1964).

sadat’s Infitāħ (open-door) Policies 
(1970–81)

By the time Anwar as-Sadat succeeded Nasser in of-
fice, it was clear that Egypt had to export to finance 

8 Unfortunately, no employment data are available for this 
period. CAPMAS data on unemployment start in 1970.

9 In 1964 (Law No. 63) health insurance benefits were grant-
ed to employees from the private and the public sectors, ex-
cluding specific types of workers (i.e., all temporary work-
ers in public facilities, workers in agriculture, and domestic 
workers).
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its imports. The challenge was to mobilize funds for 
investments in new export industries. Sadat decided 
to solicit foreign capital in what is known as Egypt’s 
infitāħ (open-door) policy. First, all foreign capital 
was accorded comprehensive legal protection against 
expropriation as well as the right to be fully reex-
ported at any time. However, because foreign inves-
tors had little recourse in the event that the govern-
ment reneged on these commitments, they needed 
further incentives to increase their risk-adjusted rates 
of return. Second, therefore, foreign private investors 
were offered multiple tax holidays and reductions. In 
1977 these rights and provisions were extended to 
domestic private investors (Loewe 2013: 21).

However, the government maintained its elaborate 
framework of financial and fiscal incentives to guide 
investment. Policies that differentiated tax, customs, 
and interest rates by sector, product, and location 
(rural/urban) persisted, all with the goal of making 
private investments in certain economic sectors more 
attractive than in others and to channel resources 
from one sector or from one group of people to 
another. For instance, Egyptian farmers were com-
pelled to sell their crops at below market prices to the 
state, which resold the items abroad at higher prices 
to generate revenues to subsidize food, water, and 
energy for urban households. Similarly, the exchange 
rate was divided into three tariffs: the most favorable 
for state-owned enterprises in strategic areas (petro-
chemicals, textiles, and processed food), the second 
for other state-owned enterprises, and the least favor-
able for private enterprises (Loewe 2013: 21).

It might appear that these policies succeeded. GDP 
growth accelerated from 1973 to 1976 (figure 
1.3) reaching 14½ percent in 1976. However, much 
of this was fortuitous. For example, Egypt benefited 
from an increase in international oil and gas prices 
that somewhat boosted exports (figure 1.3). 

In fact, these policies discouraged employment 
growth. First, industrial policy continued to favor 
nonlabor-intensive sectors. Second, the continued 
arbitrary implementation of these policies favored 
individuals with closer connections (wasta) to the 

state.10 Those without these connections were more 
exposed to arbitrary regulation and were reluctant 
to invest. Those with these connections confronted 
a higher risk-adjusted rate of return to capital in-
vestment—since they were less vulnerable to hidden 
expropriation—and so were relatively more likely to 
favor capital-intensive modes of production. Third, 
in an environment where investors worried about 
arbitrary government decision making, unfair com-
petition from connected firms, and large potential 
swings in the policy environment, tax incentives 
were insufficient to offset the risks of investment, 
slowing growth more generally.

Egypt was unable to attract significant amounts of 
foreign investment, and owners of local capital were 
hesitant to invest in domestic industry. Although a 

FIGURE 1 .3 .  Growth in GdP and Exports, 
1970–1981  
(Annual Percentage Change)
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–20 
–10 
0 
10 
20 
30 
40 
50 
60 
70 

0 

2 

4 

6 

8 

10 

12 

14 

16 

19
70

 

19
71

 

19
72

 

19
73

 

19
74

 

19
75

 

19
76

 

19
77

 

19
78

 

19
79

 

19
80

 

19
81

 

Source: International Financial Statistics.

10 Business people with good connections (wasţa) to the re-
gime were able to circumvent restrictions and controls and 
obtain permits and licenses before their competitors. They 
learned about changes in regulations, tax rates, trade rules, 
and new profitable business opportunities early on, whereas 
other well-connected investors were able to get public con-
tracts to expand infrastructure (including roads, telephone 
lines, and sewage systems), construct social housing and pub-
lic buildings, and import essential goods (Loewe 2013: 22).
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few of the most heavily protected manufacturing in-
dustries (food, leather, wood, textiles, and construc-
tion) did manage to attract some private investment, 
the state made up 75 percent of all investments. 
Egypt’s state-owned enterprises were constantly turn-
ing out deficits, having to rely on subsidies. Through-
out the 1970s and 1980s, Egypt’s manufacturing 
sector deteriorated: Overall investment stagnated at 
25.5 percent of GDP, manufactured exports declined 
from 4 to 1 percent of GDP, and imports rose from 
10 to 15 percent of GDP (Loewe 2013: 22).

As manufacturing deteriorated, the repercussions 
for employment were just as sharp. A cornerstone 
of Egypt’s social contract was full employment. Un-
til the late 1970s, and because of rising external in-
come from oil and gas exports, Suez Canal user fees, 
and taxes on remittance inflows, the government 
was able to finance swelling public-sector employ-
ment. However, by the late 1970s full employment 
was more difficult to realize: The unemployment 
rate increased from a low of 1.5 percent in 1972 to 
5.2 percent by 1980 (CAPMAS).

At the same time, the gap in wages, benefits, and job 
security between public and private sector employ-
ees steadily increased. Law No. 95 of 1974 and Law 
No. 10 of 1978 gave government civil servants life-
time job security, attractive benefits and pensions, 
and a retirement age of 60, with generous possibili-
ties both for early retirement and for extending re-
tirement and pensionable ages.11 Employees work-
ing in the public sector and civil servants were also 
guaranteed a minimum wage in 1978.

Mubarak’s First 10 years in office 
(1981–1991)

Hosni Mubarak’s industrial policies first consisted 
of expanding investment incentives and continued 
differentiated prices. Following Sadat’s assassina-
tion in 1981, Mubarak maintained and expanded 
investment incentives through tax holidays and the 
creation of economic free zones; these benefits con-
tinued to flow to those with close state connections. 

Mubarak also continued to differentiate prices, cus-
tom duties, and interest rates to support and protect 
public sector companies. However, he also devalued 
the Egyptian pound (abbreviated here LE) to make 
exports more competitive (Loewe 2013: 23).

As occurred in the early years of prior regimes, 
Mubarak’s policies also initially appeared to be suc-
cessful. Real economic growth averaged 6.8 per-
cent a year between 1981 and 1985,12 the share 
of manufacturing rose from 13.5 to 18 percent of 
GDP between 1981 and 1987, and industrial labor 
productivity increased by more than 3 percent per 
year (Loewe 2013: 23). These developments can be 
traced to the devaluation, which promoted exports 
(figure 1.4). In addition, however, a new enterprise 
sector emerged, belonging to the Egyptian military. 

Although Mubarak tried to limit the army’s influence 
in politics, he supported the military’s development 

FIGURE 1 .4 .  Egypt: Growth in GdP and 
Exports, 1980–1991  
(Annual Percentage Change)
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Source: International Financial Statistics.

11 Under Law No. 79 of 1975, the pensionable age is 60 years old 
for private and public sector employees, but it is more flexible 
for specific employees in the public sector. Pensions received at 
an early retirement age depend on the age of the public sector 
employee, number of years served, and average salary.

12 Based on World Development Indicators figures.
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of commercial activities in different sectors. The 
military became increasingly involved in commer-
cial ventures, including tourism, construction, ve-
hicles, fertilizer, and olives and bread. These were 
partly financed by the sale of valuable land around 
Cairo and along the coasts to private investors. At 
the same time, military investors, relative to any 
other class of domestic or foreign investment, were 
least vulnerable to arbitrary or expropriatory gov-
ernment regulation. Although National Accounts 
do not include information about the military eco-
nomic sector, some observers believe that it had 
swelled to 20–30 percent of GDP by 2011 (Loewe 
2013: 23). Indeed, the private sector is heavily de-
pendent on the military when it comes to buying 
land, because the armed forces possess legal power 
to confiscate public land at any time for purposes of 
national security—a further disincentive to private 
sector–led employment growth.13

Continued public sector employment growth was 
no longer possible by the mid-1980s, especially giv-
en the economic crisis spurred by lower oil prices. 
The 1985 decline in world oil prices severely af-
fected Egypt’s income from hydrocarbon exports, 
remittances, and Suez Canal user fees (figure 1.5). 
At the same time, global interest rates rose. These 
two factors created a crisis in the Egyptian economy. 
Partly because of this stricter fiscal stringency, the 

employment guarantee policy became unsustainable 
by the mid-1980s, although it was never formally 
abolished. Indeed, the last cohort of graduates to 
have been offered automatic appointments through 
the centralized manpower allocation system was the 
1984 cohort of university graduates and the 1983 
cohort of vocational secondary and technical insti-
tute graduates (Assaad 2007: 394). 

Although the private sector continued to grow by 8 
percent per annum, it was too small to make enough 
of a difference. In 1990 it accounted at most for 23 
percent of Egypt’s manufacturing sector output, 25 
percent of its employees, and 45 percent of its ex-
ports (Loewe 2013: 24). Economic growth dropped 
to 1.1 percent in 1991, and for the first time ever, the 
official unemployment rate reached 9.6 percent.14

Privatization (1991–2004)

The crisis compelled the government to look to the 
IMF and World Bank to receive a stand-by credit, 

FIGURE 1 .5 .  Crude oil Price Index, 2005 = 100, simple Average of spot Prices  
(Dated Brent, West Texas Intermediate, and the Dubai Fateh)
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13 Zeinab Abul-Magd, “The Army and the Economy in 
Egypt,” Jadalyyia, December 23, 2011.

14 GDP figure based on IMF; unemployment rate based on 
CAPMAS.
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debt relief from the Paris Club, and a World Bank 
loan to finance a comprehensive stabilization and 
structural adjustment package. As part of this pack-
age, the government agreed to rein in expenditures, 
privatize state-owned enterprises, deregulate mar-
kets, and liberalize trade. In the following years, 
the government (1) reduced public spending in all 
areas (especially subsidies for energy and food, and 
in the social sectors), (2) extended tax holidays for 
private investors, (3) began to liberalize the finan-
cial sector, (4) decontrolled most commodity prices, 
(5) reduced customs duties, nontariff trade barriers 
and capital transfer restrictions, and (6) pegged the 
Egyptian pound (after a 10 percent devaluation) to 
the U.S. dollar (Loewe 2013: 24).

These reforms triggered a second growth spurt after 
1991. This was partially due to a fortuitous increase 
in the country’s external income from remittances 
and Suez Canal user fees, reasons unrelated to the 
policy shift. However, the country also experienced 
a private investment boom. Policy reforms explain 
some of this: the liberalization of markets and pric-
es, including expanded possibilities for investments 
(particularly by connected investors) in previously 
closed sectors such as telecommunications, ports, 
airports, power plants, and cement, and reductions 
in tax and customs tariffs and the deregulation of 
the financial sector (Loewe 2013: 25).

The government also granted significant implicit 
subsidies to favored investors to spur growth. These 
took the form of allocations of cheap land around 
Cairo and Alexandria, complete with low-cost access 
to good infrastructure.15 According to Sfakianakis 
(2004), a number of top bureaucrats took advantage 
of their insider status to go into business, in some 
cases using their access to information about politi-
cal decisions or market conditions to enter profit-
able niches. Others purchased privatized enterprises 
at bargain prices. The privatization process that be-
gan in the 1990s created opportunities for former 
bureaucrats to establish powerful networks of privi-
lege that occasionally competed with established 
private sector elites. At times these newer business 
interests were able to turn public monopolies into 

private monopolies. At other times they colluded in 
purchasing parts of privatized companies (Sfakiana-
kis 2004).

The result was an increase in economic activity and 
strong growth in private-sector manufacturing. 
GDP per capita increased annually by an average of 
3.4 percent per year between 1992 and 1999,16 and 
the manufacturing sector’s total-factor productivity 
rose by 1 percent. The government budget deficit 
fell from 20 to 1 percent of GDP, inflation dropped 
from 21 to 6 percent, and debt-service spending 
was cut from 49 to 13 percent of total government 
spending between 1989 and 1997 (Loewe 2013: 
25). Moreover, private-sector manufacturing output 
increased by 14 percent a year between 1990 and 
2002, and public sector manufacturing output de-
creased by 2 percent per annum. In 1997 the share 
of total exports of the private sector rose to 36 per-
cent. In 2003 its share of total industrial value added 
and employment reached 70 and 60 percent, respec-
tively. Public sector manufacturing was restructured, 
and several enterprises were granted more autonomy 
and the right to compete.17

To the extent that growth was driven by one-off 
grants of cheap land and the opening of new sec-
tors to limited investment, we would expect to see 
strong effects on growth in the short term, but little 
effect over the longer term. Consistent with this, af-
ter a few years, Egypt’s second growth spurt slumped 

15 The reforms created the possibility for the creation of new 
networks that linked state officials and former bureaucrats 
and permitted them to capture the benefits of privatization, 
often at the expense of more established business actors 
(Sfakianakis 2004).

16 IMF International Financial Statistics.
17 However, little progress was made in privatizing public 

enterprises. Although the government prepared 314 state-
owned enterprises (15 percent of the total) for privatization, 
very few were actually sold before 1996. By 2004, only 93 
had been sold and another 110 had been partly privatized. 
Not included were military businesses, which are said to 
be much more efficient than government enterprises, but 
no one—inside or outside the regime—has ever proposed 
privatizing them (Loewe 2013: 24–25).
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(figure 1.6). Annual per capita growth fell to 1.5 per-
cent in 2003, manufacturing exports decreased from 
2 to 1 percent of GDP, and foreign direct invest-
ment (FDI) stagnated at 0.7 percent of GDP. The 
government budget deficit increased again, the gross 
investment rate dropped to 16.5 percent, and pover-
ty levels rose. Despite the government’s decade-long 
effort to diversify the economy, exports were still as 
concentrated in 2004 as in the early 1960s (Loewe 
2013: 26). 

Reform Period (2004–2011)

When the Egyptian pound was floated in 2003, 
it immediately depreciated by more than 25 per-
cent, which caused Egyptian exports to become 
more competitive. At the same time, public sec-
tor employment was frozen. However, the move 
was deeply unpopular and the regime was simply 
no longer able to maintain its side of the “social 
contract”—whereby leaders used subsidies and 
public employment to maintain regime support. 
This type of exchange was possible because Egypt 
had substantial sources of external income, includ-
ing gas exports, Suez Canal user fees, and develop-
ment assistance. When these financial inflows were 
abundant as in the late 1970s, the government 
could easily offer a job in the public administra-
tion to every university graduate, leading to very 

low unemployment rates of about 2 percent (figure 
1.7). However, after the 1985 collapse of world en-
ergy prices, income from external sources shrank 
while the number of recipients of social benefits 
increased as a result of Egypt’s steady demographic 
growth. The government was forced to reduce the 
benefits and constrain public employment, at the 
risk of losing its legitimacy and encouraging social 
unrest, and this is evident in the rising rates of un-
employment by the early 1990s. 

In 2004 the government changed the course of 
Egyptian economic policy more sharply than at any 
time since the days of Nasser. President Mubarak 
appointed businessman Ahmed Nazif, the former 
Minister for Communications and Information 
Technology who had overseen the modernization 
of Egypt’s information and communication tech-
nology (ICT) sector, as prime minister. Nearly half 
of the 37 ministers belonged to the market-friendly 
wing of the regime and were themselves entrepre-
neurs (Loewe 2013: 29). On its first day in office, 
the cabinet resumed the privatization of state-
owned enterprises; deepened customs, tax, and ad-
ministration reforms; liberalized the financial sec-
tor; and rationalized market regulations (see annex 
1.2). It also launched several strategies for private 
sector development that would constitute the core 
of industrial policy between 2004 and 2011 (Loewe 
2013: 30).

FIGURE 1 .7 . unemployment Rate 1970–1992
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FIGURE 1 .6 .  Growth in Real GdP Per Capita, 
1980–2003
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Certainly the reforms dramatically increased the 
role of the private sector in the Egyptian economy. 
Between 2004 and 2008, the Egyptian state more 
than doubled its privatization revenues compared to 
the preceding decade. However, though superficially 
aimed at opening up markets, the effect of the re-
forms was to promote a noteworthy concentration 
of capital within the private sector. By 2011 numer-
ous sectors were dominated by individual privately 
owned companies that hold monopoly positions in 
their sectors—the antithesis of promarket reforms. 
A small group of individuals and families, through 
direct ownership and interlocking management and 
board relationships, managed to gain control of a 
large slice of the economy (Roll 2013).

Growth accelerated subsequent to the reforms (fig-
ure 1.6), rising to 7 percent a year between 2006 
and 2008. Nonhydrocarbon growth surged from 5.8 
percent in 2005/6 to 7.1 percent in 2006/7, broad-
ening to labor-intensive agriculture, manufacturing, 
services, and construction. The growth spurt created 
about 2.5 million jobs between year-end 2004 and 
March 2007, reducing unemployment from 11.8 
to 9 percent (IMF 2007). Following this period of 
steady economic growth, Egypt faced a series of eco-
nomic shocks that were particularly harmful to the 
poor, including the global food and financial crisis, 
which resulted in a sharp increase in poverty and in 
extreme poverty, much of which was concentrated 
in rural Upper Egypt (World Bank 2011a).18

However, while taking dramatic steps to increase the 
role of private investment in the Egyptian economy, 
the Nazif cabinet did not abandon the idea of state-
guided industrialization. On the one hand, it did 
not relax prohibitions on foreign ownership across 
large areas of the economy, such as aviation, engi-
neering services, energy production, steel and alu-
minum production, construction, insurance, and 
fertilizer. On the other hand, it sought to make in-
dustrial policy more efficient. To this end, it created 
the Ministry for Trade and Industry (MFTI) to unite 
the three ministries for trade, state-owned enterpris-
es, and industry under one roof. The MFTI became 
the principal player in industrial policy—along with 

the Ministry of Investment and the Social Fund for 
Development. In 2006 the MFTI issued the “Egypt 
Industrial Development Strategy” (EIDS), the gov-
ernment’s main policy document for private sector 
development (Loewe 2013: 31 and annex 1.3).

Although EIDS gave emphasis to innovation and 
triggered investment and exports by selected firms, 
it did not focus on mitigating market failures. As 
Keefer (2014) observes, the economic justifications 
for industrial policy have evolved over the past two 
generations; however, they have always been linked 
to notions of market failure: Where these are severe, 
government policy has a role to play in accelerating 
the pace of industrial transformation. In contrast, 
although the ministerial reforms streamlined the 
administration of industrial policy and EIDS gave 
greater emphasis to the promotion of innovation 
and human capital acquisition, they did not sub-
stantially shift industrial policy toward a greater fo-
cus on mitigating market failures. EIDS did trigger 
investments and exports by selected firms. However, 
its most powerful instrument for doing this appears 
to have been generous subsidies that offset persistent 
market failures (e.g., with respect to finance or regu-
latory uncertainty and political risk) rather than by 
eliminating those failures.

Industrial policies always have redistributive conse-
quences: Some sectors are favored at the expense of 
other sectors, or consumers, or taxpayers. In Egypt 
this redistributive tendency historically favored insid-
ers and connected individuals. The EIDS appears not 
to have been an exception, exhibiting little transpar-
ency with respect to how it targeted benefits (Roll 
2013) and investing little effort in measuring actual 
impact and the costs and benefits of EIDS subsidies. 
In this respect, therefore, the new industrial policies of 
the 2000s were similar to those of earlier governments.

Industrial policy in Egypt, including the EIDS, 
were never structured to promote the emergence 

18 Arab Republic of Egypt, “Poverty in Egypt 2008–09: 
Withstanding the Global Economic Crisis.”
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of fast-growing, high-productivity firms, as they 
were in East Asia, and in Korea in particular (see 
box 1.2). For example, the share of manufacturing 
and services value added in GDP was nearly the 
same in the early 1970s in Egypt as it was in the late 
2000s, 15–17 percent and 44–49 percent, respec-
tively (World Development Indicators). Galal and 
El-Megharbel (2005) further argue that from 1980 
to 1999, product variety may have actually declined 
(when properly designed industrial policy should 
promote greater variety). Moreover, total factor pro-
ductivity scarcely improved, and those industrial 
sectors that received the greatest assistance exhibited 
the lowest rates of productivity improvement.19 

Some evidence suggests that insider privileges were 
largely preserved during eight years of promarket 
policies. Chekir and Diwan (2012) find that 22 
politically connected firms, one-sixth of the largest 
firms traded on the Egypt Stock Exchange, fell in 
value by 23 percentage points more than noncon-
nected firms following the Arab Spring unrest. If 
market reforms had also leveled the playing field, 
such disparate consequences of the Arab Spring 
would not have been observed.

Although Reforms Led to Growth, 
They Did Not Add Many Jobs

How has the trajectory of industrial policy affected 
growth and employment creation? Because indus-
trial policy favored, above all, economic activities by 
connected individuals, we expect to observe the fast-
est growth in sectors where insider advantages were 
most important. Egypt had three growth spurts in 
the last three decades (figure 1.8). The first followed 
the “open door” policy implemented after Mubarak’s 
accession in 1981. The second followed the struc-
tural adjustment policies implemented after 1991. 
The third followed the wide-ranging tax and admin-
istrative reforms implemented after 2004. 

Consistent with this, focusing on the last decade, 
figure 1.9 shows that GDP growth was led by the 

BOX 1.2: INDUSTRIAL POLICY IN EGYPT AND KOREA

The results of Egyptian industrial policy contrast sharply with those of Korea’s. As did Egypt under Nasser, Korea heavily supported state-owned 
enterprises. Under Sadat, Egypt aimed to boost exports, as did Korea. Korea, like Egypt under Mubarak, created a state agency to oversee 
industrial policy. Nevertheless, throughout 60 years of industrial policy, Egypt’s approach to industrial policy persistently diverged from Korea’s.

In East Asia, where problems of government credibility and political risk were as severe as in Egypt, governments used very large subsidies 
(direct and indirect, for example, through massive investments on infrastructure), but conditioned them on achieving ambitious export targets 
and targeted them to economic activities that were entirely new. In Egypt, in contrast, Galal and El-Megharbel (2005) indicate that subsidies 
associated with industrial policy were actually small over the 20-year period 1980–2000. Moreover, they were short-lived.

These policies prodded targeted Korean firms—among them, many state-owned firms—to become world-class producers. In 1980, 20 years 
after Korea embarked on these policies, its real purchasing parity power-adjusted income per capita ($5,543) was the same as Egypt’s in 2010 
($5,760). However, although Egypt’s manufacturing value added amounted to 15.8 percent of GDP in 2010, by 1980 Korea’s manufacturing 
value added had reached 24.4 percent of GDP (rising to 30 percent in 2010). By 2012 the country had risen from the devastation of the Korean 
War to become one of the 25 richest countries in the world.

The Korean government’s commitment to link subsidies to target achievement was credible because industrial policy was overseen by a 
tightly organized, elite administrative apparatus that was created precisely for this purpose. For example, from 1948 to 1960, the public 
administration was treated as a patronage vehicle; only 4 percent of higher-level entry positions were based on the civil service exam; this 
changed to 20 percent as part of the extensive administrative reforms meant to facilitate industrial policy (Evans 1995: 52).

These administrative reforms contrast sharply with the MENA experience. For example, the Social Fund for Development was once one of  
the most efficient and transparent agencies in Egypt (Loewe 2013). However, its preeminence faded in the face of political pressure to use  
the fund as a source of patronage jobs. This weakened the capacity of the government to implement industrial policy, but it also undermined  
the credibility of its policies, because bureaucracies organized around patronage are less effective checks on opportunistic behavior  
by leaders. 

19 Total factor productivity (TFP) grew in Egypt at a 3.3 per-
cent annual rate from 1983 to 1990, before dropping to 1.6 
percent from 1991 to 2000 and to 1.1 percent from 2001 to 
2006. TFP growth in the private sector soared to 5.6 per-
cent in the 1980s, falling to 1.9 percent from 1991 to 2006 
(Loayza and Honorati 2007).
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FIGURE 1 .8 .  Growth in Real GdP Per Capita  
(Annual Percentage Change)
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FIGURE 1 .9 . sectoral GdP (Index, 2000 = 100)
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insurance, extractives, and telecom sectors, all of 
which benefited from reforms that began in 2004, 
as the insurance and telecom lines, especially, make 
clear. All three sectors, although liberalized, required 
government permissions to enter. For example, the 
telecommunications sector grew impressively fol-
lowing the allocation of the 3G mobile network to a 
United Arab Emirates–Egyptian consortium in late 
2006. Unfortunately these are not labor-intensive 
sectors. Similarly, the increase in the international 
price of oil in 2008 clearly had an impact on the 
growth of the extractive industry sector and to some 
extent services from the Suez Canal. Again, neither 
of these sectors is particularly labor intensive. In con-
trast, the most labor-intensive sectors, lacking rents 
that could be allocated to insiders, such as agricul-
ture and manufacturing, have seen weaker growth. 
Despite the stated objective of industrial policy over 
generations to spur manufacturing, the sectoral 
GDP of manufacturing was approximately 40 per-
cent larger in 2010/11 than in 1999/2000, averaging 
a growth rate of only 3.2 percent per year, slower 
than the rate of growth of the labor force, which has 
averaged 3.3 percent between 2002 and 2011. 

Employment creation has been strongest in hospital-
ity, construction, and miscellaneous services (figure 
1.10). Each of these industries employed roughly 65 
to 70 percent more workers in 2008 than it did in 
2000. Utilities, agriculture, real estate, and trans-
portation form a middle tier of industries, growing 
by 35 to 40 percent over the period. Below this are 
manufacturing and retail, which grew by 25 and 19 
percent, respectively. Finally, public administration 
employment was essentially flat, employing only 3 
percent more workers in 2008 than it did in 2000, 
and the other public sector–dominated industries of 
health, education, and social work grew by only 10 
to 15 percent. The fact that employment in min-
ing and quarrying fell as its contribution to GDP 
rose is further evidence of the bias against labor that 
is embedded in government policy. One also finds 
evidence that public policy may have created a mis-
match between worker skills and available jobs: The 
2008 IMF Staff Report reports widespread skilled 
labor shortages, despite high official unemployment 

(8½ percent) (IMF 2009). Policies that suppress 
demand for workers with secondary education, but 
increase demand for “expert” workers (e.g., as in ex-
tractives or insurance), would have this effect. 

In the Egyptian context, it is difficult to understand 
the barriers to job creation without taking into ac-
count the effect of public policies on private incen-
tives to invest, enter new markets, expand, and in-
novate. Since the time of Nasser, industrial policies 
in Egypt have had the perverse effect of slowing in-
dustrialization and job growth outside of the public 
sector. This is partly because, as in many countries, 
policies did not respond to market failures; by not 
removing market failures, industrialization relied 
on direct and indirect subsidies that proved to be 
unsustainable, but also, as with energy subsidies, 
encouraged investments in sectors that were not la-
bor intensive. Industrial policy was also seen as an 
instrument of regional policy to alleviate spatial dis-
parities (see chapter 3), but this only had the effect of 
tying up capital in preferential and low-productivity 
investments away from the agglomeration benefits 
of Cairo and Alexandria. Overall, the irony is that 
Egypt’s extensive interventionist policies were moti-
vated by theories of accelerating the transformation 
of the economy; as practiced, they retarded it.

This is also partly because the beneficiaries of in-
dustrial policies were restricted to a small fraction 
of entrepreneurs and firms that were able to receive 
generous subsidies without a corresponding obliga-
tion to become competitive in export markets, in 
contrast to the recipients of East Asian subsidies. Al-
though identities changed, the principle that insid-
ers would reap enormous gains from industrial poli-
cies remained unchanged from the time of Nasser 
until the Arab Spring. At the same time, the uneven 
playing field discouraged employment generation 
by noninsiders and encouraged insiders to focus 
on sectors where rents were highest, but these were 
also where opportunities for employment genera-
tion were more modest: insurance, extractives, and 
construction (which is dependent on access to land). 
It is important to note that for extractives, one ele-
ment of policy was a tilt of the internal terms of 
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trade against upstream production and in favor of 
domestic industry and urban households. The gains 
to these groups come at the eventual cost of reinvest-
ment incentives in the upstream primary sector, as 
Egypt is now seeing in the form of declining oil and 
gas production.

Macroeconomic volatility forms part of the frame-
work for understanding investment and employ-
ment outcomes, but its impact on jobs is mediated 
through the development policy factors highlighted 
above. The historical perspective makes clear that 
Egypt has seen cycles of fiscal and current account 
imbalances along with exchange rate crises that are 
familiar to emerging market economies. But the 
underlying structural policies and the way in which 
economic vulnerabilities were managed explain the 
chronic worsening of job quality. To preview a com-
parison from chapter 5, Turkey has experienced the 
macroeconomic volatility of emerging markets in a 
virulent form over the years, but this has not pre-
cluded the emergence of a dynamic firm sector as-
sociated with expanded trade.

In this chapter we highlight the role of public poli-
cies, which favored output growth in sectors that are 
not labor intensive, as part of the reason for the weak 
correlation between output and employment in the 
Egyptian context, particularly for men. The long-
term dependence on the public sector to create em-
ployment has left a lasting legacy: Even though em-
ployment in the public sector has been frozen since 
2003, 10 years later, 85 percent of Egyptians still look 
to the government as the main provider of jobs (Gal-
lup Poll 2013). We now turn to evidence from mi-
crodata, which reveals the large and increasing role of 
informal and irregular work that conceals the degree 
to which fluctuations in labor demand translate into 
movements in and out of unemployment. In addi-
tion, we demonstrate that the deteriorating outcomes 
in the Egyptian labor market are particularly salient 
for young people and women and in certain parts of 
the country. Finally, we show that the Egyptian pri-
vate sector is characterized by a lack of dynamism that 
is also in part a result of the nature of industrial policy 
in Egypt, which has not guaranteed a level playing 
field within the private sector.

FIGURE 1 .10 . Employment by sector
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Annex 1 .1 .  Estimating Okun’s Law for 
Egypt

Assuming that shifts in aggregate demand cause out-
put to fluctuate around its potential we can write a 
relationship between output and employment and 
between employment and unemployment: 

 Et Et
* = y t – y t t( )+ , >0,  (1)

 ut −ut
* = δ Et −Et

*( )+ µt , δ  >0,  (2)

where Et Et
* = y t – y t t( )+ , >0, is the log of employment, Et Et

* = y t – y t t( )+ , >0, is the log of 
output, ut −ut

* = δ Et −Et
*( )+ µt , δ  >0, is the unemployment rate, and * indi-

cates a long-run level. Then substitute (1) into (2) as 
follows: 

 ut −ut
* = β y t − y t

*( )+εt , β <0  (3)

Equation (3) implies that there is a proportionate re-
lationship between the output gap and the deviation 
of unemployment from its natural rate.

There are two ways to estimate Okun’s Law, shown 
in (3) above. The simplest way is to estimate changes 
in unemployment on changes in log of real GDP, 
where beta can be interpreted as a simple correlation 
between changes in output and unemployment, as 
follows: 

 ∆ut =
d + d ∆ yt +e d

t  (4)

Although this version does not estimate the out-
put gap or deviations from full employment, it has 
the advantage that it can be estimated for relatively 
short time series without having to worry about the 
stationary properties of the data. Using this formu-
lation, Okun found ∆ut =

d + d ∆ yt +e d
t =0.36 for the United States, 

leading to the conclusion that a one percentage 
point decrease in GDP growth was associated with a 
0.3 percentage point increase in the unemployment 
rate. An alternative estimation strategy is to explic-
itly model deviations from full employment and the 
output gap: 

 ut =
g + g y t y t

*( )+e g
t  (5)

where the output gap is set equal to the cyclical 
component of the log of GDP is calculated by ap-
plying the Hodrick-Prescott (HP) filter to the ob-
served time series.

We estimate specifications (4) and (5) using quar-
terly data from 2003q1 to 2013q1. Quarterly real 
GDP data are reported by the Central Agency for 
Public Mobilization and Statistics (CAPMAS) and 
Ministry of Planning quarterly unemployment data 
come from the International Labor Organization 
(ILO) LABORSTA database, and the output gap 
is calculated by using the HP filter. Given the rela-
tively small sample size, and the potential for struc-
tural changes during the sample period, the results 
must be taken with a grain of salt. However, they are 
indicative of a negative and significant correlation 
between GDP growth and unemployment, particu-
larly in the case of female unemployment. Surpris-
ingly, the same is not true for male unemployment, 
despite the fact that men make up the large majority 
of the labor force.

Annex table 1.1 reports estimates for equation 
(4) using year-to-year changes in unemployment 
on changes in log of real GDP. We find that the 
results are statistically significant for all workers, 
but particularly so for women. When the sample 
is constrained to men, the relationship is no longer 
statistically significant. The results indicate that a 1 
percent increase in year-to-year GDP growth is as-
sociated with a 5.8 percent reduction in the female 
unemployment rate. Given the volatility of female 
employment, this is likely capturing the large swings 
in female labor force participation, as much as any-
thing else. 

Similarly, annex table 1.2 reports estimates for equa-
tion (5) using deviations from full employment and 
the output gap. Again, we find statistically signifi-
cant for women, but not for men. Given the small 
sample size, it may be too much of a stretch to claim 
that these estimates actually reflect the output gap 
and deviations from full employment. Here they 
are presented as a way to corroborate the general 
finding that there seems to be a negative correlation 
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between output and unemployment, particularly in 
the case of women. 

Earlier empirical estimates of Okun’s Law also found 
a weaker than expected relationship (Moosa 2008; 
Elshamy 2013). Part of this may be due to the lack of 
a long enough time series to enable a good estimate. 
For instance, Moosa (2008) uses annual data between 

1990 and 2005, but given the relatively short time 
series, the author interpolates the annual series into 
quarterly data and then estimates a dynamic ARDL 
model. In contrast, Elshamy (2013) uses annual data 
from 1970 to 2010 and finds a similarly small, but 
statistically significant, relationship. However, in 
both of these studies, no distinction is made between 
male and female unemployment rates.

ANNEX TABLE 1 .1 . Changes in unemployment on Changes in Log of Real GdP

Δυ All Δυ (Men) Δυ (Women)

βd −5.376

(1.774)**

−5.542

(3.921)

−5.822

(1.360)**

αd 6.472

(1.795)**

6.678

(3.968)

6.900

(1.377)**

R2 0.21 0.05 0.34

Adjusted R2 0.19 0.03 0.32

N 37 37 37

Sources: CAPMAS, MOP, and ILO.
Note: * p<0.05; ** p<0.01.

ANNEX TABLE 1 .2 . deviations from Full Employment on the output Gap

υ (All) υ (Men) υ (Women) 

βg −10.492

(4.672)*

−5.941

(5.150)

−26.865

(6.795)**

αg 10.402

(0.211)**

6.789

(0.233)**

22.653

(0.307)**

R2 0.11 0.03 0.29

Adjusted R2 0.09 0.01 0.27

N 41 41 41

Sources: CAPMAS, MOP, and ILO.
Note: *p<0.05; **p<0.01.
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Annex 1 .2 .  Key Structural Reforms, 
July 2004–February 2007

The source for this annex is Enders (2007).

Exchange Rate system 

• Set up interbank market allowing banks to free-
ly trade foreign exchange (late 2004).

• Abolished surrender requirement on export 
proceeds (December 2004). 

trade Regime 

• Cut average weighted tariff rate from 14.6 to 
9.1 percent, reduced number of tariff bands, 
and eliminated import fees and surcharges (Sep-
tember 2004).

• Reduced average tariff rate further to 6.9 per-
cent (February 2007). 

Public sector

• Raised prices of subsidized fuel (September 
2004, July 2006) and electricity (December 
2004).

• Income Tax Law modified (mid-2005), simpli-
fying the rate structure, broadening of tax base, 
cutting personal and corporate income tax rates, 
and setting a higher minimum threshold.

• Broadened and streamlined stamp tax (August 
2006).

• Public expenditure management reforms focus 
on upgrading budget classification, establish-
ing a Treasury Single Account, and rationalizing 
financial relations between general government 
institutions (launched in 2004).

• Launched reform of tax administration, large 
taxpayer unit established (2005), and income 
tax and indirect tax departments merged 
(2006). 

Financial sector 

• Strong progress on comprehensive financial 
sector restructuring plan (launched September 
2004) comprising bank mergers, sale of stakes 
in joint venture banks, resolution of NPLs, 
privatization of a state bank, and reform of non-
bank financial sector.

• Banks to meet minimum LE 500 million in 
paid-up capital (June 2005).

• Sale of most joint-venture banks to private sec-
tor (2004–6) and sale of the Bank of Alexandria 
to a foreign bank (December 2006), together 
putting well over half of all banking assets in 
private ownership.

• Over half of private sector NPLs restructured 
by mid-2006, public sector NPLs being cleared 
with capital infusion by government (ongoing 
since 2005, financed mostly from privatization 
receipts). 

Privatization 

• Between mid-2004 and mid-2006, privatization 
of public sector companies, of public stock in 
joint ventures, and of public land generated pro-
ceeds of about LE 16 billion; allocation of 3G 
mobile network to United Arab Emirates–Egyp-
tian consortium for $2.9 billion (late 2006). 

Regulatory 

• Regulatory framework for investors was simpli-
fied (administrative steps for starting a business, 
the duration of the procedure, and its cost were 
reduced). 

transparency 

• Subscription to SDDS (January 2005).
• Publication of 2005 and 2006 Article IV Staff 

Reports.
• Publication of monetary policy statement and 

communiques following monetary policy meet-
ings (since 2005). 
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Annex 1 .3 .  What Was the Egypt 
Industrial Development 
Strategy?

The EIDS defined eight fields of action detailed be-
low (Loewe 2013: 33–38). A separate “board of trust-
ees” was named to monitor progress in each field.

1. Human resources and entrepreneurship: The tar-
get was to (1) provide on-the-job training for 
workers upon the request of their employers and 
(2) strengthen the technology focus of training.

2. Facilitating private investors’ access to capital. Al-
though the strategy document lists many mea-
sures that were needed, its final version did not 
name any specific government actions.

3. Provision of land infrastructure: The Indus-
trial Development Authority was assigned to 
(1) manage the state-owned industrial zones, 
(2) provide land and infrastructure to enterpris-
es in these zones (or elsewhere), and (3) facilitate 
cooperation between the zones so as to encour-
age formation of industrial clusters.

4. Innovation and technology: Egypt’s Technology 
Transfer and Innovation Centers are 12 non-
profit organizations that, for a price, provide 
Egyptian companies with appropriate techno-
logical solutions and know-how—either by put-
ting the companies in contact with Egyptian 
universities and research centers or by purchas-
ing the technology abroad.

5. Quality assurance: This is a national quality sys-
tem to align Egyptian manufacturing with inter-
national norms and standards, thereby facilitat-
ing Egyptian exports.

6. Enterprise competitiveness: The Industrial Mod-
ernization Centre (IMC) provides funds to com-
panies for (1) on-the-job training for workers; 

(2) training for entrepreneurs; (3) quality man-
agement (establishing standards, calibrating, 
laboratory upgrading); (4) information and 
communications technology systems upgrades; 
(5) innovation and research and development; 
(6) technology transfer; and (7) export develop-
ment (e.g., market research and export strate-
gies). Until 2008 the IMC refunded up to 80 
percent of the total costs for modernization in 
Lower Egypt and as much as 90 percent in Up-
per Egypt. The IMC can provide a subsidy of 
10 percent for the total costs of urgently needed 
equipment (up to LE 100,000) (MFTI 2006: 
36; IMC 2008: 5). These services are restricted, 
however, to formal private-sector industrial en-
tities with at least 10 full-time, socially insured 
workers and rising sales in the previous three 
years.

7. Export promotion: Export Council grants subsi-
dies for textile, engineering, chemical, and food 
exports. The initial subsidy was 10 percent of the 
value of the exported goods, but it was raised to 
15 percent after the start of the global economic 
and financial crisis.

8. FDI promotion. The eighth component was in-
tended to attract FDI to Egypt. However, this 
goal is beyond the MFTI’s competence, which 
is why the EIDS does not propose any concrete 
measures for its achievement.

9. Promotion of nonexporting companies: In 2009 
the MFTI decided to become active in a ninth 
domain that was not originally part of the 
EIDS: the promotion of enterprises that are 
not (yet) exporting their products. This deci-
sion was based on the consideration that most 
exporters have become established on the home 
market before they manage to sell their prod-
ucts abroad. 
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hidden weakness: Egypt’s Labor 
Market from 1998 to 2012

2

The Unemployment Rate Masks a 
Deteriorating Labor Market

In the last five years, Egypt has been subject to a 
variety of global and domestic shocks, including 
the financial crisis, the global food price crisis, and 
most recently, the revolution of 2011. In the face of 
similar shocks, many countries experienced signifi-
cant increases in unemployment and deterioration 
in other markers of labor market performance. In 
Egypt we also find important long-term features and 
trends that define the structure of the labor market 
well beyond the recent tumultuous period. These 
long-term trends are important to understand the 
response of the Egyptian labor market to the recent 
economic and political crises and in defining policy 
corrections. By drawing on a unique panel dataset 
that covers a 14-year period from 1998 to 2012 and 
includes the period immediately after the Egyptian 
revolution of 2011 (box 2.1), this report examines 
the evolution of Egypt’s labor market from multiple 
perspectives. 

If we consider the unemployment rate alone as a ba-
rometer of labor market health in Egypt, the news 
over the last 14 years has been surprisingly good. 
Although unemployment is still high at 8.7 percent, 
this is considerably lower than the 11.7 percent un-
employment rate Egypt was experiencing in 1998 
and is essentially unchanged from the 8.5 percent 
unemployment rate in 2006 (figure 2.1). Strong 
economic growth in the years between 1998 and 
2006 produced solid gains in employment, and 
despite the considerable turmoil Egypt has experi-
enced recently, those gains have remained intact. 

However, it is not enough to use the unemploy-
ment rate alone: The headline unemployment rate 
conceals a labor market that is undergoing radical 
changes. The unemployment rate does not reflect 
changes in job quality, job security, and labor force 
participation. All jobs are not created equal: As in 
other lower middle-income countries, many Egyp-
tian workers are informally or irregularly employed. 
Distinguishing formal employment from these 

Although Egypt’s labor market has experienced numerous shocks recently, the most important challenges 
policy makers face are long-term trends. Although unemployment has been on the decline, the jobs 
created have been overwhelmingly lower-quality jobs in the informal sector, despite increasing levels of 
human capital. The labor market is also extremely uneven, with women, youths, and those in peripheral 
Egypt all having difficulty accessing high-quality jobs. Understanding and resolving the issues in the 
Egyptian labor market is an urgent priority, since policy makers have a small window of opportunity to 
institute reforms before demographic pressure in Egypt begins to rise again. 
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potentially lower-quality jobs provides us a more nu-
anced view of the vitality of the Egyptian job mar-
ket. The headline unemployment rate also masks the 
degree to which unemployment is concentrated in 
two vulnerable groups, youths and women.

In this report we track the status of the labor mar-
ket in Egypt by combining insights from a broader 
range of measures. As is standard practice, we con-
fine ourselves to describing labor market outcomes 
among the working-age population, defined as men 
and women aged 15–64. The first measure we use 
is labor force participation.1 A person is considered 
to be participating in the labor market if they are 
employed or unemployed. A person is defined as em-
ployed if they worked for monetary gain (including 
in their own business or in a family enterprise) for 
at least one hour in the last week, or if they did 
not work but had jobs or businesses from which 
they were temporarily absent. If they did not work 
in the last week, but were available for work and 
actively searched for employment sometime in the 
last four weeks, they are unemployed. Individuals 
who are neither employed nor actively searching 
for work are considered to be out of the labor force; 
these typically include students, housewives, retir-
ees, those engaged in mandatory military service, 
and subsistence agricultural workers. The fraction 

of the population that is participating in the labor 
force is the labor force participation rate, and the 
fraction of the labor force that is unemployed is 
the unemployment rate. The fraction of the entire 
population that is employed is the employment-
population ratio.

We also distinguish between several institutional 
sectors of employment and types of contract. The 
purpose of this taxonomy is to allow us to under-
stand job quality on a more nuanced level. The farm 
sector includes all employers, self-employed, or un-
paid family workers who report that their primary 
job is agricultural. Note that wage-workers who work 
in agriculture are not considered to be in the farm 
sector. All those who work in the government or for 
public enterprises or are in a working arrangement 
that provides either social insurance or a formal, 

BOX 2.1: THE EGYPT LABOR MARKET PANEL SURVEYS

The ELMPS currently comprise three panel rounds of nationally and regionally representative surveys, conducted in 1998, 2006, and most 
recently 2012. Spanning almost a 15-year period, it is the largest panel survey in Egypt and in the MENA region. In each follow-up round, the 
survey visited original households and households that split from the original sample as sons and daughters, among others, moved out of 
the original household to form their own households. To compensate for attrition as well as the implications of this tracking structure of the 
sample, each panel year, a refresher sample of households was included and representativeness maintained.

The ELMPS 12 survey, cofinanced by the World Bank and led by the Economic Research Forum, was collected during March to June 2012. 
The final sample of the ELMPS 2012 was 12,056 households, of which 6,724 were originally in the 2006 sample, 3,332 were households that 
included individuals that split from the original 2006 households, and 2,000 were new households from a refresher sample that oversampled 
high migration areas. Of these, 80.5 percent of the 8,351 households interviewed in 2006 were located in 2012 and interviewed. The 2012 
sample contains a total of 49,173 individual records, of whom 28,759 had been previously interviewed in 2006, and 13,218 had been 
interviewed in both 1998 and 2006. These figures translate into a 77.4 percent tracking rate for individuals interviewed in 2006 and a 55.1 
percent tracking rate (across three rounds of the survey) for individuals first interviewed in 1998.a Questionnaires were administered by 
CAPMAS field staff, with detailed quality control procedures in place.

These surveys comprise three instruments covering a range of detailed topics with a central focus on labor market experiences: two 
household-level questionnaires and one individual-level questionnaire.

a The figures exaggerate attrition rates because they do not take into account unavoidable attrition due to deaths or emigration to other countries.

1 Our definition corresponds to the “the standard market 
labor force” definition described in Assaad and Krafft 
(2013a). They also define alternate measures including 
“extended” labor market participation (which counts sub-
sistence workers as employed) and “broad” labor market 
participation (which counts those who are available for 
work but who did not actively search for employment as 
unemployed).
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written work contract are in the formal sector.2 We 
will typically subdivide this category into the formal 
private sector and the public sector. Subdividing for-
mal employment into public and formal private sec-
tors allows us to understand the different roles of the 
public and private sectors in providing high-quality 
formal employment. Workers who lack both social 
insurance and a written contract, and who are not in 
the farm sector or the formal sector, are considered 
to be in the informal private sector. Finally, we will 
on occasion further subdivide the informal private 
sector into irregular informal (or simply irregular) 
workers (those who are in the informal private sector 
and report that their primary employment is either 
casual or seasonal) and regular informal workers.3

We refer to three measures based off of formal em-
ployment: the formal employment rate, the formal 
employment share, and the formal employment-
population ratio. Similar to the unemployment rate, 
the formal employment rate is the fraction of the la-
bor force that is employed in a formal job. The for-
mal employment share instead refers to the fraction of 
the employed that are in the formal sector, and the 
formal employment-population ratio is the fraction 
of the entire population that is formally employed. 
Having defined these measures, we can now begin 
to analyze the labor market in more detail.

Informal Employment Is the New 
Normal

Three long-term trends characterize the Egyptian 
labor market: expansion in informal private sector 
employment, contraction in public jobs, and stag-
nation in formal private sector employment. We 
have already described the robust decline in the un-
employment rate from 11.7 to 8.7 percent between 
1998 and 2012 (figure 2.1). This expansion of em-
ployment comes entirely from a rapid expansion of 
the informal private sector (which employed 30.7 
percent of the labor force in 1998 and 40.0 percent 
in 2012), which has compensated for declining pub-
lic sector employment (which dropped from 34.0 
to 27.1 percent) and stagnant formal private sector 

employment (which increased only very slightly 
from 13.0 to 13.5 percent).

As in many countries in the Middle East and North 
Africa, labor force participation is far higher among 
men than it is among women, 80.2 percent for men 
in 2012 versus 23.0 percent for women (figure 2.2). 
Men who do not participate in the labor force almost 
all fall into one of three groups: students, retirees, and 
those performing mandatory military service. Among 
nonstudent, nonretiree, nonmilitary men, labor force 
participation is nearly universal (96–98 percent), and 
there are only slight fluctuations. Since the duration 
and timing of mandatory military service is different 
for young men of different generations and educa-
tional levels, we focus primarily on employment rates 
for men rather than employment-population ratios.4 
For women, labor force participation rates are low 

FIGURE 2 .1 .  Job status of Labor Force 
Participants Aged 15–64
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Sources: ELMPS 1998, 2006, 2012.

2 This is a standard ILO definition for formal employment.
3 A small number of formal sector workers report that they 

are irregularly employed. These workers are not considered 
to be part of the “irregular” sector as defined here.

4 Because men in mandatory military service in the ELMPS 
are reported as jobless and nonparticipants in the labor force, 
previous papers using data that report the jobless rate, labor 
force participation rate, or employment-population ratio give 
a different view of the labor market, especially for young men.
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even after excluding these groups, so our analysis will 
include both employment rates and employment-
population ratios as appropriate. 

The labor market for men and women is very dif-
ferent. Women are far more dependent on the 
public sector for jobs than are men, especially for 
formal sector jobs because almost no women are 
employed in the formal private sector (figures 2.3, 

2.4, 2.5, and 2.6). In addition to a low labor force 
participation rate, women also have a much higher 
unemployment rate: Today more than half of un-
employed Egyptians are female. Although the men’s 
labor market reflects the overall labor market trends 
described earlier, women’s have had extremely stable 
nonfarm sector employment, in both the public sec-
tor and the informal sector. Women have reported 
substantial fluctuations in farm employment, which 

FIGURE 2 .2 .  Labor Force Participation,  
total and by Gender: 1998, 
2006, and 2012

0 
10 
20 
30 
40 
50 
60 
70 
80 
90 

Total Male Female 

1998 2006 2012 

21

47

73

27

52

77

23

51

80

Sources: ELMPS 1998, 2006, 2012.

FIGURE 2 .3 .  Job status, Male Labor Force 
Participants Aged 15–64
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Sources: ELMPS 1998, 2006, 2012.

FIGURE 2 .4 .  Job status, Female Labor Force 
Participants Aged 15–64
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FIGURE 2 .5 .  Job status, Males Aged 15–64
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fits with high responsiveness between GDP growth 
and women’s employment described in chapter 1 
(although see box 2.2 for caveats regarding the mea-
surement of agricultural employment in the EL-
MPS). Chapter 4 undertakes a detailed examination 
of labor market outcomes and trends for women. 

Significant spatial dimensions are seen in the Egyp-
tian labor market as well. Formal sector employment 
is concentrated in metropolitan Egypt and declines 
substantially as we move into the nonmetropolitan 
urban areas, rural Lower Egypt, and is dramatically 
lower in rural Upper Egypt (table 2.1). This pattern 
is primarily explained by the formal private sector, 
which is much more important in metropolitan 
Egypt than in any other region; in fact, metropoli-
tan Egypt is the only region in which the formal 
private sector employs more men than the public 

sector. However, metropolitan Egypt also has a much 
higher unemployment rates for men than the rest of 
Egypt. Chapter 3 undertakes a detailed examination 
of the labor market’s spatial dimensions. 

Both demand and supply side factors are at work in 
explaining these patterns and changes in the labor 
market. We briefly discuss changes in the industrial 
composition of employment (on the demand side) 
and in education attainment (on the supply side) 
in the following two sections, and go into further 
detail throughout the report. In particular, chapter 
5 uses firm-level data in a detailed examination of 
private sector job creation and firm dynamics.

Irrespective of Industry, Job Formality Is 
on the decline

Today the industrial composition of employment is 
led by agriculture, but it is far from the only source 
of jobs. We divide Egypt’s labor market into nine 
broad industries. From largest to smallest, these are 
agriculture, manufacturing (also including the min-
ing and utilities industries, which are very small 
employers), retail and wholesale, social services (in-
cluding health, education, and social work), con-
struction, public administration, transportation and 
storage, professional services (primarily informa-
tion, communication, and financial services), and 
a catchall category for all other services. In 2012, 
8.6 percent of working-age Egyptians worked5 in 

5 It should, however, be noted that this depends heavily on 
our not counting subsistence agriculture as employment. If 
we include subsistence agriculture, the fraction of workers 
engaged in agricultural work increases dramatically.

FIGURE 2 .6 . Job status, Females Aged 15–64
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TABLE 2 .1 . Job status by Region, Male Labor Force Participants Aged 15–64

Formal private Public Informal private Farm Unemployed

Metropolitan 27.2 25 40.7 0.2 6.9

Urban Lower 17.1 24.1 50.6 3.1 5.2

Urban Upper 13.2 28.8 46 6.5 5.5

Rural Lower 12.4 24.7 45.8 14 2.9

Rural Upper 7.4 18.2 53.7 18.4 2.4

Source: ELMPS 2012.
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agriculture (see box 2.2). However, substantial em-
ployment is also found in manufacturing, which 
employs 7.1 percent, retail/wholesale (6.6 percent), 
and social services (6.5 percent).

There are three important long-term trends in the 
sources of employment over the last 14 years: ex-
pansion in the construction and transport industries 
and contraction in public administration (figure 
2.7). The construction industry employed slightly 
more than one million Egyptians in 1998, but by 
2012 it had more than doubled in size, to slightly 
fewer than 2.5 million workers. The timing of the 
construction boom suggests that it may be driven by 
increased demand for housing from Egypt’s recent 
rapid population growth (discussed at the end of this 
chapter). The transportation and storage industry 
has also grown steadily and significantly, although 
it remains relatively small. In the meantime, public 
administration has shrunk as a source of employ-
ment, reflecting cutbacks in the public sector. It is 
in fact the only nonagricultural industry that saw a 
decline in absolute employment between 2006 and 
2012, losing about 40,000 jobs. In addition to these 
long-term trends, we observe what appears to be a 
one-time jump in the wholesale and retail industry, 
from employing 5.4 percent of the working-age 
population in 1998 to 6.8 percent in 2006, which 
corresponds to approximately 1.1 million new jobs 

being created in the industry, but between 2006 and 
2012 its share remained stable. 

The formality share of employment varies widely 
across industries. Employment in the public admin-
istration and social service industries is overwhelm-
ingly formal (more than 95 percent), which is not 
surprising given the dominance of the public sector 
in those industries (figure 2.8). Professional services 
are also quite formal, with more than two in three 
workers possessing social insurance or a written con-
tract. Manufacturing and transportation and storage 
are the only other industries in which more than half 
of workers are formally employed. At the other end, 
agricultural employment is almost entirely informal 
(fewer than one in 50 are formally employed), and 
only one in six construction workers is formally 
employed. 

Over the last 14 years, a secular trend of deformal-
ization has cut across nearly every industry. Almost 
industry saw formality rates drop between 1998 
and 2006, and then drop further between 2006 and 
2012. Transportation and storage saw the largest de-
cline, 16.7 percentage points from 1998 to 2012, 
and the large wholesale/retail sector saw a drop of 
14.5 percentage points. This within-industry trend 
was the main driver of the overall deformalization 
of the Egyptian economy. As we show later in the 

BOX 2.2: AGRICULTURAL EMPLOYMENT IN THE ELMPS

Agriculture clearly plays a very important role in the Egyptian labor market. Unfortunately, several issues in the ELMPS make it somewhat 
difficult to interpret shifts in agricultural employment in Egypt across the survey period. Agricultural employment in Egypt is highly seasonal, 
and the three survey rounds were conducted at different times. ELMPS 1998 was conducted in November and December 1998; ELMPS 2006 
was conducted between December 2005 and March 2006; and ELMPS 2012 was conducted between March 2012 and May 2012. These 
surveys therefore capture workers at different times in the crop cycle, and this cyclicality may be driving changes in agricultural employment. 
This is compounded by the fact that this seasonality has differential effects by region, age, and gender. Lower and Upper Egypt grow a 
substantially different mix of crops (World Bank 2006), strong gender roles are associated with agricultural tasks (especially on small farms), 
and agricultural employment is strongly slanted toward youth.

In addition, it is difficult to ascertain the difference between unpaid agricultural work, subsistence farming, and labor force nonparticipation, 
all three of which are states commonly reported by women. These can be affected not only by seasonality but also by the precise framing of 
the question, which varies between survey rounds. In this report, we choose to characterize women who engage in subsistence farming but 
no other form of paid or unpaid employment (and who are not searching for a job) as not participating in the labor force. We will discuss the 
implications of this choice where appropriate.

Although agriculture is clearly an important source of employment in Egypt, because of seasonality across time, important differences in 
cropping patterns across space, and varying roles for men and women, estimates of employment in agriculture across the survey years 
should be interpreted with caution. The fluctuations we observe in the ELMPS data likely reflect a mix of true variation and measurement error.
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chapter, the redistribution of the labor force across 
industries was much less important.

Education Is no Longer a Guarantee of a 
Formal Job

In most countries, education is an important de-
terminant of labor market outcomes, and changes 

in educational attainment may be responsible for 
changes in the labor market. To track the impli-
cations of higher education on labor market out-
comes, we split the population into five segments 
by their highest completed educational attainment: 
the illiterate, the literate without a diploma, elemen-
tary school graduates, secondary school graduates, 
and postsecondary graduates. Note that we do not 
distinguish between those who exited school after 

FIGURE 2 .7 . Employment by Industry, Percentage of working-Age Population
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FIGURE 2 .8 . Formal sector share of Employment, by Industry
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completing secondary education and those who con-
tinued on to postsecondary education but did not 
graduate. We also do not distinguish between those 
who graduated from vocational secondary school 
and those who graduated from general secondary 
school. In addition, we will on occasion combine 
into a single group all those who are literate without 
a diploma and elementary school graduates.

By any measure, Egypt’s population has become 
much educated. Over the last 14 years, the work-
ing-age population has become more literate (with 
the literacy rate rising 68.4 to 76.2 percent), more 
likely to graduate from secondary school (35.8 
rising to 50.1 percent), and more likely to gradu-
ate from postsecondary education (12.8 rising to 
17.6 percent) (figure 2.9). The fact that secondary 
school graduation rates increased the most suggests 
it was motivated by a desire for the public sector 
employment guaranteed to secondary school gradu-
ates. The dramatic changes in education are even 
more evident if we consider how educational at-
tainment has evolved by birth cohort, illustrated 
in figure 2.10. If we consider two cohorts 40 years 
apart—the 1940–44 cohort (aged 70–74 today) 
and the 1980–84 cohort (aged 30–34 today)—we 
see that the literacy rate has doubled from 41 to 
82  percent and the secondary graduation rate has 
more than tripled from 19 to 67 percent. 

Educated men are more likely to be formally em-
ployed but are also more likely to be unemployed. 
Illiterate men have a 16  percent formal employ-
ment rate compared to a 67  percent formal em-
ployment rate for men with postsecondary educa-
tion (table 2.2). However, illiterate men and men 
with below secondary education have extremely 

FIGURE 2 .10 . Education Attainment by Birth Cohort

0 

20 

40 

60 

80 

100 

1940–1944 1945–1949 1950–1954 1955–1959 1960–1964 1965–1969 1970–1974 1975–1979 1980–1984 

Post-secondary graduation rate Secondary graduation rate Elementary graduation rate Literacy rate 

Source: ELMPS 2012.

FIGURE 2 .9 .  Education Attainment of the 
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low unemployment rates (below 2  percent), but 
men with secondary education have a 5  percent 
unemployment rate and men with postsecondary 
education have a 7 percent unemployment rate. It 
is not surprising that the formal employment rate 
rises with education, especially in light of the em-
ployment guarantee policy, but it is uncommon for 
educational attainment to be associated with higher 
unemployment rates. 

Over the last 14 years, the labor market has defor-
malized for men of all education levels. Given that 
educational attainment is linked with higher formal-
ity rates, and that educational attainment has been 
increasing at the same time that formality has been 
decreasing, it is necessary that deformalization must 
have occurred in at least one educational category. 
In fact, formal employment rates fell for men in all 

four categories, by 10–20 percentage points for lit-
erate men and by 4 percentage points for illiterate 
men, who had the lowest rates initially (table 2.2). 
In all cases, the decline was driven by the public sec-
tor. The informal employment rate has also risen 
in each educational group, although illiterate men 
were once again the least affected.

By contrast, the trend of decreasing unemployment 
is heavily concentrated among men with second-
ary education. For men with secondary attainment, 
the unemployment rate decreased from 14 percent 
in 1998 to 5 percent in 2012. Unemployment de-
clined for other educational categories as well, but 
only by 1 or 2  percentage points. Of course, the 
unemployment rate among men with secondary at-
tainment began much higher than the other educa-
tional groups and still remains elevated compared 

TABLE 2 .2 .  Labor Market outcomes by Educational Attainment, working-Age Male Labor 
Force Participants

1998 2006 2012

Formal private Illiterate 9.2 9.3 7.3

Below secondary 17.4 17.3 13.6

Secondary 14.7 15.8 15.8

Postsecondary 20 22.1 24.1

Public Illiterate 11.3 10.4 8.9

Below secondary 27.6 20.1 15.0

Secondary 36.3 26.6 24.1

Postsecondary 58.6 48.3 43.2

Informal private Illiterate 54 47.5 58

Below secondary 38.7 45.9 59.4

Secondary 26 38.6 47.5

Postsecondary 11.7 16.8 23.5

Farm Illiterate 22.3 31.5 23.7

Below secondary 12 14.8 9.7

Secondary 9.3 11.9 7.7

Postsecondary 2.2 3.2 2.2

Unemployed Illiterate 3.3 1.3 2.1

Below secondary 4.3 1.9 2.4

Secondary 13.7 7.1 4.9

Postsecondary 7.5 9.5 7

Sources: ELMPS 1998, 2006, 2012.
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to those with lower levels of education. However, 
today those with secondary attainment now have a 
lower unemployment rate than those with postsec-
ondary attainment.

the Reasons for Informality Are 
deep-Rooted

To what extent can we explain the changes in the la-
bor market due to the changes in human capital and 
industrial composition of employment discussed 
above? We can investigate this question using an 
econometric technique that decomposes changes in-
to a component that is “explained” by changes in the 
observable features of the working-age population, 
and another component that cannot be explained by 
the observable features of the working-age popula-
tion (see box 2.3). 

The decline of formal employment has been driven 
by factors within industries rather than movements 
between them. The formal employment share de-
clined from 50.8 to 44.6 percent between 1998 and 
2006, and only a third of that decline can be ex-
plained by changes in the industrial composition of 
Egypt’s labor market. Using indicator variables for 

industry as our explanatory variables, we decompose 
the 6.2 percentage points decline into a 2.2 percent-
age point “explained” decline and a 4  percentage 
point “unexplained” decline. This means that if the 
industrial mix had remained at 1998 levels but the 
formal share of employment within each industry 
declined to 2006 levels, we would have observed a 
4 percentage point decline rather than a 6.2 percent-
age point decline. The 3.9 percentage point decline 
in formal employment share between 2006 and 
2012 actually occurred despite a shift toward more 
formal industries (mainly because of sharp declines 
in agricultural employment).

We also cannot explain the decrease in formality 
by the changes in labor force characteristics (edu-
cation, age, and location) discussed above. In fact, 
rising educational attainment over this time period, 
and the association between education and for-
mality, implies that these observed characteristics 
cannot explain the declines in formality. When we 
include variables for age, education, and location, 
we can explain only 1.1  percentage points of the 
1998–2006 decline, and based on those character-
istics we should have seen a 1.8 percentage point 
increase in the formality rate between 2006 and 
2012. This suggests that demand side factors may 

BOX 2.3: DECOMPOSING LABOR MARKET OUTCOMES

One way to explore changes in labor market outcomes over time is to decompose them into “explained” and “unexplained” elements. Suppose 
that formal employment in 1998 ( F1998= β1998X 1998+u1998) can be written as 

F1998= β1998X 1998+u1998

where F1998= β1998X 1998+u1998 is a set of individual and job characteristics such as industry, education, and age. The set of coefficients F1998= β1998X 1998+u1998 (roughly) measure 
how much each characteristic contributes to the probability of formal employment (the “returns”).

We can also estimate a similar equation for workers in 2006: 

F2006= β2006X 2006+u2006  

The formal employment share in 1998 is F1998= β1998X 1998+u19982006X 2006 X 1998 , where 2006X 2006 X 1998  are the means of the various individual and job characteristics in 1998 F1998= β1998X 1998+u1998 
and are the returns as estimated by linear regressions. Likewise, the formal employment share in 2006 is β2006  X 2006− β1998  X 1998= β2006( X 2006−X 1998 )+( β2006−β1998 )X 1998. The change in formal 
employment share over time can be written as 

β2006  X 2006− β1998  X 1998= β2006( X 2006−X 1998 )+( β2006−β1998 )X 1998 .

2006 X( )2006 X 1998  is the part of the change in formal employment share that can be attributed to changes in observed characteristics between 
1998 and 2006 (the “explained” element), and ( β2006−β1998 )X 1998  is the unexplained element, how the formal employment share would have 
changed if observed characteristics had stayed the same. A similar decomposition can be performed between 2006 and 2012. 
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be more relevant in explaining the trend of declin-
ing formality.

Declining male unemployment also cannot be ex-
plained by changes in the labor force. We can simi-
larly decompose the declines in the male unemploy-
ment rate into the elements that can and cannot be 
explained by changes in the labor force.6 When we 
do so, we see that none of the 1.9 percentage point 
decline in the male unemployment rate between 
1998 and 2006 can be explained by labor force 
characteristics. In fact, based on these characteristics 
we would have expected the unemployment rate to 
rise by 0.8 percentage points, because the male labor 
force became more educated and more concentrated 
in the early 20s age bracket, both of which are as-
sociated with high unemployment. Since 2006 de-
mographics have been working in Egypt’s favor, be-
cause half of the much milder 0.8 percentage point 
decline between 2006 and 2012 can be attributed to 
the aging of the labor force while educational attain-
ment has begun to level off.

Increasing informality is a puzzle: Changes in infor-
mality cannot be explained by changes in the char-
acteristics of the workforce or the industrial compo-
sition of employment. The roots of informality in 
Egypt go deeper and are very likely associated with 
demand side factors including distortive industrial 
policy and regulations, as well as the erstwhile policy 
of guaranteed public employment. At the same time, 
the trend toward job informality disproportionately 
affects young entrants into the labor market.

Entering the Labor Market Is a 
Difficult Process

Much like many other lower middle income and 
MENA countries, Egypt has persistently high levels 
of youth and young adult unemployment; however, 
these unemployment rates have decreased very dra-
matically over the last 14  years. Male unemploy-
ment in Egypt has followed a clear pattern in all 
three rounds of the ELMPS. Unemployment rates 
begin high for 15–19 year olds, surge as more men 

graduate from school and enter the labor market, 
and then decline rapidly until stabilizing near 2 per-
cent by the time men reach their mid- to late 30s. 
This pattern has remained remarkably consistent 
over time: Every 20-year-old man who entered the 
labor market in the last 14 years faced an unemploy-
ment rate above 10 percent. Youth unemployment 
therefore appears to be a structural feature of the 
Egyptian labor market, but it has declined remark-
ably over the last 14 years. Men aged 20–24 faced an 
unemployment rate of 20 percent in 1998, 15 per-
cent in 2006, and only 12.1 percent today. In what 
follows, we define six age categories: teens (15–19), 
youth (20–24), young adults (25–29), early prime 
(30–49), late prime (50–59), and graying (60–64). 

In addition to facing higher unemployment, young 
Egyptians are also employed in a different mix of 
industries than older Egyptians. The agriculture 
and construction sectors in particular are very 
important sources of employment for the young: 
17.1  percent of employed Egyptian youth work 
in construction and 22.4  percent in agriculture; 
these proportions decline to 5.5 and 18.2 percent, 

6 We cannot use changes in the industrial mix, because the 
unemployed by definition do not work in any industry.

FIGURE 2 .11 .  Male unemployment Rates by 
Age, 1998–2012
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respectively, for Egyptians in their late prime (table 
2.3).7 It is possible that the recent growth of the 
construction industry over the last 14 years is one 
of the factors driving the decrease in unemploy-
ment among young men. On the other hand, older 
workers are more likely to work in social services 
and public administration compared with younger 
workers. 

One possible contributor to high youth unemploy-
ment is the central role that personal connections 
play in the labor market, because those lacking con-
nections may face a long job search process. The 
use of connections as a key element of job search 
is well acknowledged in popular discourse in the 
MENA region. In the Arab Democracy Barometer 
Wave II 2010–2011 poll, nearly half of Egyptians 
reported that the use of connections to obtain jobs 
was extremely widespread, and a further 30 percent 
reported that connections were sometimes used 
to obtain employment.8 In addition, a 2009 Gal-
lup poll found that 75  percent of respondents in 
Egypt agreed that “knowing people in high posi-
tions is critical to getting a job in this country,” and 
a 2011 poll found that 51 percent of respondents 
used friends and family as their primary source for 
information on jobs. The use of connections in the 
Egyptian market was also documented in Wahba 
and Zenous (2005) and has been extensively studied 
in countries across the world.9 The importance of 

connections to the employer-employee relationship 
mirrors their importance at the firm-government 
level (discussed in chapters 1 and 5).

Egyptians directly report frequent use of personal 
connections to search for and find jobs. The EL-
MPS collects data on connections by asking em-
ployed wage workers about the primary method 
they used to acquire their current job and by asking 
the unemployed about the methods they are using 
to search for jobs. Table 2.4 lists the most com-
monly reported methods. We see that 32.1  per-
cent of workers reported that the primary method 
they used to acquire their current job was by ask-
ing friends or relatives for help, and 46.9 percent 
of unemployed reported asking friends or relatives 
for help in finding a job. However, these numbers 

TABLE 2 .3 . Industry of Employment by Age Category, 2012

Teen
(15–19)

Youth
(20–24)

Young adult
(25–29)

Early prime
(30–49)

Late prime
(50–59)

Graying
(60–64)

Agriculture 34.6 22.4 17.1 15.5 18.2 47.6

Manufacturing 17.5 16.1 15.6 15.8 13.5 9.1

Construction 19.5 17.1 14.0 10.1 5.5 4.7

Wholesale and retail 15.9 16.0 15.9 14.0 11.4 20.0

Transportation and storage 5.9 8.0 8.6 7.6 5.5 6.2

Professional services 0.2 2.8 4.8 4.2 3.7 2.3

Public administration 0.2 0.9 4.0 9.4 18.6 1.0

Social services 0.1 8.0 12.1 16.7 17.7 3.8

Other services 6.2 8.6 7.9 6.8 5.8 5.3

Total 100 100 100 100 100 100

Sources: ELMPS 1998, 2006, 2012.

7 Since 60 is the mandatory retirement age for many public 
sector positions, the employment mix of graying workers 
will obviously be much different than those in their late 
prime.

8 This is line with reports from other MENA countries in 
the same poll, although Egypt is somewhat on the low side 
because slightly under two-thirds of respondents overall re-
ported widespread connection usage.

9 See, among others, Munshi and Rosenzweig (2006) in In-
dia; Addison and Portugal (2002) in Portugal; and Hol-
zer (1987), Holzer (1988), and Montgomery (1991) in the 
United States.
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are likely to understate the true importance of con-
nections for employment, because public sector 
workers are probably underreporting their use of 
connections. Here 59.1  percent of public sector 
workers reported that registration in a government 
employment office or entering into a job lottery was 
the primary way that they found their current job 
(table 2.5), but these methods may be accompanied 
by using connections. In the private sector, the use 
of connections appears to be the primary method of 
finding a job, with more than 45 percent of those 
employed reporting the use of connections. 

We examine the use of connections in the public 
sector indirectly by looking at the correlation be-
tween parents and children’s employment in the 

public sector. On a raw level, we find that men 
whose fathers worked in the public sector have a 
public sector employment rate of 32.4  percent, 
compared with 19.1 percent for men whose fathers 
did not work in the public sector. Even after ac-
counting for age, education level, region, gender, 
marital status, and parental education, we still find 
that Egyptians with fathers in the public sector are 
5.9 percentage points more likely to have jobs in the 
public sector, and Egyptians with mothers in the 
public sector are 8.8 percentage points more likely 
(annex table 2.1, column 1). This intergenerational 
relationship strongly suggests that being connected 
to the right people is extremely important even in 
the public sector. Given that it is difficult to directly 
measure connection use in the public sector, we fo-
cus on the importance of contacts specifically for 
private sector jobs (and as a search method for the 
unemployed).

Connection usage is high across many different 
types of workers and jobs, but certain personal and 
job characteristics are associated with higher use of 
connections. Gender is a clear example. Men are 
slightly more likely to have found a job through con-
tacts than women (4.8 percentage points); however, 
unemployed men are much more like to search for 
jobs using connections than are unemployed wom-
en: more than one-half of men compared with just 
one-third of women (table 2.6). This is consistent 
with findings from previous World Bank reports 
(World Bank 2010) and may be one issue inhibiting 
women’s access to high-quality jobs. The importance 

TABLE 2 .4 . search Method usage

Method
Finding 

current job
Searching 

for joba

Registered in government 
employment office

12.0 34.1

Entered government job 
competition

13.5 38.4

Sent job application 11.1 34.3

Asked friends or relatives 
for help

32.1 46.9

Contacted employer/
contractor

13.7 9.0

Solicited by employers 7.7 N/A

Other 9.9 47.7

Source: ELMPS 2012.
a Multiple responses allowed.

TABLE 2 .5 . search Method usage by sector

Method Public Formal private Informal private

Registered in government employment office 28.0 3.3 0.2

Entered government job competition 31.1 5.1 0.2

Sent job application 18.5 17.0 1.9

Asked friends or relatives for help 11.4 45.3 46.4

Contacted employer/contractor 0.1 9.7 28.0

Solicited by employers 0.7 5.5 15.2

Other 10.2 14.0 8.1

Source: ELMPS 2012.
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of connections for finding a job seems to decrease 
slightly with age.10

Last, among personal characteristics, we see notable 
variation at the regional level. Those from metro-
politan Egypt are somewhat more likely to have 
found jobs using connections and much more likely 
to be looking for jobs using contacts. In terms of 
job characteristics, there are two noteworthy details. 
First, the rapidly growing construction industry also 
appears to be the industry in which contacts matter 
the least. Second, unlike in many other economies, 
connection usage does not appear to lose importance 
after the first job and in fact seems to become more 
important for workers in their second or third jobs. 
This is somewhat unusual and may indicate that the 
usage of connections in Egypt reflects underlying 
problems of nepotism in the labor market. It may 
also be linked to issues of generational inequal-
ity, because today both entry and advancement in 
the labor market require use of connections. This 
relationship between job order and connection us-
age remains intact and statistically significant after 
controlling for other characteristics in a multivariate 
regression (annex table 2.1, column 2).11 

High rates of connection usage may also imply 
structural problems in the labor market that go 
beyond simple favoritism. Reliance on preexisting 
connections between workers and employers can 
also be a response to information- or contract-based 
market failures. For instance, personal connections 
may give employers access to better information 
about prospective employees; using German data, 
Dustmann et al. (2011) show that “job search net-
works help to reduce informational deficiencies in 
the labor market and lead to productivity gains for 
workers and firms.” Connections also become much 
more important in an environment with weak rule 
of law, because if employers and workers are not 
able to enter into externally enforceable legal con-
tracts, they must instead rely on implicit contracts 
enforced by mutual friends or family members. 
Concrete improvements in public policy can address 
these issues and open the labor market to the less 
connected. For instance, a better educational system 

that provides stronger signals of worker quality can 
reduce information problems, and legal reforms that 
promote the fair and consistent enforcement of laws 
can lessen the need for implicit contracting.

TABLE 2 .6 .  Connections use by 
Characteristics Excluding 
Public sector

Employed Unemployed

Male 46.5 53.9

Female 41.7 33.5

Illiterate 42.3 46.9

Below secondary 48.4 47.5

Secondary 48.1 35.8

Postsecondary 43.1 46.1

Teen 47.0 39.1

Youth 48.3 47.1

Young adult 46.4 39.3

Early prime 45.8 36.7

Late prime 42.0 51.3

Graying 41.9 28.8

Metropolitan 50.6 58.8

Urban Lower 47.1 35.7

Urban Upper 42.5 40.0

Rural Lower 45.6 31.8

Rural Upper 41.8 40.3

Agriculture 43.4

Manufacturing 50.6

Construction 32.1

Wholesale and retail 54.8

Transportation and storage 51.1

Professional services 40.4

Other services 60.8

1st job 43.9

2nd job 48.6

3rd+ job 48.2

Source: ELMPS 2012.

10 For the unemployed, since unemployment rates are very 
low for older people, sample sizes become too small to 
meaningfully analyze.

11 It should be noted that this regression result does not ex-
plain much of the observed variation in connection usage, 
likely because we have no direct measure of the quality and 
quantity of a worker’s connections.
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today’s youth Are Entering a different 
Labor Market than their Forebears

Formal employment rates for men across different 
age groups have also followed a relatively consis-
tent pattern over the last 14 years. Male formal em-
ployment rates have always started very low (below 
5 percent) for teens and have then shown consistent 
increases with age until leveling off between 60 and 
70 percent (figure 2.12). Unlike the decrease in un-
employment, which was focused on youth unem-
ployment, the formal employment rate has lowered 
across all age brackets but especially in the older age 
groups. 

The problem of low formal employment among 
young Egyptians today is therefore not an issue of 
age alone but also an issue of generation. The pattern 
of declines seen in figure 2.12 suggests that there are 
particular generations of men experiencing contin-
ued low formal employment rates. We can see this 
clearly by comparing labor market outcomes at a 
fixed age (29)12 for men of in different birth cohorts, 
using the retrospective employment history compo-
nent of the ELMPS (figure 2.13). Although overall 
employment at age 29 has remained very high and 
flat across all cohorts, formal employment at age 29 
is lower among younger cohorts than among older 
cohorts. This is all the more striking given the dra-
matic rise in educational attainment taking place in 
Egypt over this period. Egyptians born in 1955 were 
29 years old in 1984, and at that time 54 percent 
of those who were participating in the labor mar-
ket had a formal job. Egyptians born in 1980 were 
29 years old in 2009, but only 40 percent had found 
formal sector employment by that age. Instead, the 
probability of informal employment at age 29 has 
risen for each successive birth cohort. 

This strong generational bias is tied into the employ-
ment guarantee policy. Men and women with sec-
ondary and postsecondary education born between 
1955 and 1959, and who were therefore covered by 
the guaranteed employment policy, were extremely 
likely to be employed by age 29. Only secondary 
education appeared to be required to get a public 

sector job (figure 2.14). However, moving to the 
1960–64 birth cohort (the younger members of 

FIGURE 2 .12 .  Male Formal Employment 
Rates, by Age
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FIGURE 2 .13 .  Employment status at Age 
29 by Birth Cohort, All Labor 
Force Participants
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12 We chose age 29 to coincide with the end of the “young 
adult” age bracket and as an approximate measure of when 
most men have reached their final occupational status. An-
other recent study of the Egyptian labor market (Binzel 
and Carvalho 2013) selected age 28 for similar reasons.
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which graduated after the 1983–84 cutoff), we see 
a reduction in public sector employment at age 29, 
but with equal rates for secondary and postsecond-
ary education. For later cohorts, however, public sec-
tor employment rates fall faster for those with sec-
ondary education, and a wide gap opens up between 
secondary graduates and postsecondary graduates. 
These later generations have experienced sharply de-
clining returns to secondary education. 

Recent cohorts of educated young people have faced 
disadvantages upon entering the labor market. To 
see how different birth cohorts fared upon their en-
try into labor market, we look at labor market out-
comes very soon after the typical student completed 
their education: age 20 for secondary graduates and 
age 24 for postsecondary graduates. For those with 
secondary education the unemployment rate upon 
labor market entry has steadily declined (figure 
2.15), mirroring the changes in aggregate outcomes 
for secondary graduates we have already discussed (as 
seen in table 2.2).13 The unemployment rate at entry 
went from 34  percent for the 1955–59 cohort to 
25 percent for the 1970–74 cohort and 15 percent 
for the 1984–89 cohort. Similarly the informal em-
ployment rate increased from 23 to 56.1 to 71.7 per-
cent for these cohorts, and the formal employment 

rate dropped from 45 to 19 to 13 percent. For those 
with postsecondary education, there was a drop in 
formal employment at entry from 67.8 percent for 
the 1955–59 cohort to 45 percent for the 1960–64 
cohort (figure 2.16), but since then there has not 
been a consistent pattern in overall formal employ-
ment. We have seen, however, a fairly consistent 
long-term trend toward higher formal private sector 
employment upon entry for each cohort born since 
1960, rising from 9 percent for the 1960–64 cohort 
to 21 percent for the 1985–89 cohort. 

These recent cohorts have not been catching up to 
earlier cohorts, and in fact the generational inequity 

FIGURE 2 .14 .  Probability of having a Public sector Job at Age 29 by Birth Cohort
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13 These trends for Egyptians with secondary education is 
consistent with the suggestion by Assaad (2008) among 
others that high unemployment in Egypt is partially due to 
the high expectations for public employment engendered 
by the government’s employment guarantee policy, and that 
unemployment among recent generations of Egyptians has 
been decreasing in part because new labor market entrants 
adjust their expectations and become more willing to accept 
informal private sector jobs (which they find less preferable 
to public sector jobs): “the dramatic slowdown in govern-
ment hiring in the 1998–2006 period has finally sent a clear 
message that it is no longer worthwhile to queue for gov-
ernment jobs” (Assaad 2008: 21).
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in access to formal jobs becomes larger with age. Re-
cent labor market entrants are finding it more dif-
ficult to get formal jobs initially, but that is not the 
only disadvantage they face. They are also finding it 
more difficult to transition into formal jobs as they 
get older. As a crude measure of this transition rate, 
we consider the labor market outcomes at age 29 of 
those who were not formally employed at the “entry 
age” by birth cohort (figure 2.17). In the 1955–59 
and 1960–64 cohorts, more than half of those who 
missed formal employment initially were able to 
secure it by age 29. But of those born since 1970, 
fewer than 40 percent have been able to make that 
transition. This means that the generational gap in 
formality is higher at age 29 than it was at age 20 or 
age 24. We examine these post–labor-market entry 
transitions more rigorously using the ELMPS panel 
data in chapter 6. 

Egypt Faces a unique demographic 
Challenge

The long-term challenges related to the labor mar-
ket facing young entrants are especially important 
because Egypt is in a time of rapid demographic 

change. Changes in child mortality and fertil-
ity—the so-called demographic transition—have 

FIGURE 2 .16 .  Employment status at Age 24, 
Postsecondary Graduates
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FIGURE 2 .17 .  Probability of Formal 
Employment at Age 29 for 
those without Formal Jobs 
at Entry by Educational 
Attainment
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FIGURE 2 .15 .  Employment status at Age 20, 
secondary Graduates
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created a “youth bulge” generation that is currently 
working its way through the labor force. In 1998 
the distribution of the working-age male labor force 
was relatively flat, with a mild peak of 13.6 percent 
of the labor force in the 25–29 age bracket (figure 
2.18). However, by 2006 we see that 17.3 percent 
of the labor force was focused at this peak, and the 
fraction of labor force participants in the 20–24 age 
bracket also increased from 12.8 to 17.3  percent. 
These workers were drawn from both the 15–19 age 
brackets and the 30–49 age brackets. This reflects 
both a youth bulge entering the labor force and in-
creasing secondary educational attainment (which 
lowers the fraction of the labor force in the young 
age brackets because they remain in school longer). 
As we move into 2012, we see that the labor force 
peak remains in the same 25–29 age bracket, and 
the fraction of the labor force in that age bracket 
remains essentially the same (17.7 percent). How-
ever, the overall distribution shifts to the right, as 
the fraction of workers in the 15–24 age brackets 
decrease by a total of 5.3 percentage points and the 
fraction of workers in the 30–39 age brackets in-
crease by a total of 6.4 percentage points. 

An unusual demographic pattern is becoming evi-
dent in Egypt due to rebounding fertility rates. 
Egypt initially followed a very standard demographic 

pattern, shifting from high child mortality rates and 
high fertility rates to low child mortality and fertil-
ity rates, with a period of low child mortality and 
high fertility in between that gave rise to the current 
“youth bulge” generation, roughly centered around 
those born in 1983. That generation is now reaching 
reproductive age, and their children will constitute 
another large generation, which is again a standard 
demographic pattern. What is surprising and un-
precedented is that fertility has rebounded among 
women of the initial youth bulge generation, which 
has created an extraordinarily large second youth 
bulge. The peak age bracket of the first bulge gen-
eration (age 25–29) contains slightly more than 
7.5 million Egyptians, 9.6 percent of the population 
(figure 2.19). Currently more than 11 million chil-
dren are under the age of 5, more than one-seventh 
of the population and nearly half again as many 
Egyptians as in the 25–29 age bracket. When the 
second bulge generation begins to enter the labor 
force in a few years, it will shift the age distribution 
of the labor force leftwards again and place increas-
ing demographic pressure on the labor market. 

How has the Egyptian economy continued to re-
duce unemployment, overcoming the steady cur-
tailment of the public sector and the stagnation in 
the formal private sector over the last 14 years? Why 
have those jobs been overwhelmingly created in the 
informal sector? Untangling these mysteries is vi-
tally and urgently important, because policy makers 
have a window of opportunity to institute proper 
reforms before the echo generation begins to exert 
demographic pressure on the labor market. In the 
remainder of this report, we examine this issue along 
three different dimensions: regionally differentiated 
and segmented labor markets (chapter 3) and the 
long-standing problems of women’s unemployment 
and non-participation in the private sector (chapter 
4). We also consider the demand side of the labor 
market (chapter 5) and undertake an in-depth study 
of the nature of informal employment (chapter 6).

In this chapter we briefly touched on regional dif-
ferences in the Egyptian labor market. We saw that 
the labor market is far from monolithic, with formal 

FIGURE 2 .18 .  Male working Age Labor 
Force, distribution by Age
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private sector employment heavily concentrated 
in the core metropolitan areas. In the next chap-
ter, we describe this and other spatial patterns and 
analyze their causes and consequences. The highly 

FIGURE 2 .19 . Population distribution of Egypt by Age, 2012
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agglomerated nature of the Egyptian economy pres-
ents unique opportunities and challenges, and a 
deep understanding of all parts of Egypt is necessary 
in order to craft effective policy.
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ANNEX TABLE 2 .1 . Connections in the Labor Market

Outcome
Probability of public  
sector employment

Probability that connections were used for 
current job

Sample

Labor force participants  
age 15–64

(1)

Wage workers employed outside private 
sector age 15–64

(2)

Second job (Yes = 1) 0.039**

(0.019)

Third or higher job (Yes = 1) 0.039

(0.024)

Father in public sector (Yes = 1) 0.059***

(0.011)

0.034*

(0.020)

Mother in public sector (Yes = 1) 0.088***

(0.030)

−0.004

(0.052)

Female (Yes = 1) 0.107***

(0.009)

−0.060*

(0.032)

Literate (Yes = 1) 0.260***

(0.039)

0.065

(0.041)

Elementary (Yes = 1) 0.259***

(0.026)

0.005

(0.026)

Secondary (Yes = 1) 0.397***

(0.018)

0.023

(0.024)

Postsecondary (Yes = 1) 0.580***

(0.020)

−0.012

(0.032)

Age 20–24 (Yes = 1) 0.255***

(0.087)

0.013

(0.038)

Age 25–29 (Yes = 1) 0.377***

(0.083)

−0.024

(0.039)

Age 30–34 (Yes = 1) 0.485***

(0.081)

−0.025

(0.042)

Age 35–39 (Yes = 1) 0.587***

(0.073)

−0.015

(0.045)

Age 40–44 (Yes = 1) 0.659***

(0.064)

−0.084*

(0.047)

Age 45–49 (Yes = 1) 0.756***

(0.044)

−0.126**

(0.049)

Age 50–54 (Yes = 1) 0.787***

(0.034)

−0.102*

(0.056)

Age 55–59 (Yes = 1) 0.792***

(0.030)

−0.083

(0.065)

Age 60–64 (Yes = 1) 0.348***

(0.110)

−0.099

(0.084)

Annex 2 .1

(continued on next page)
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ANNEX TABLE 2 .1 . Connections in the Labor Market

Outcome
Probability of public  
sector employment

Probability that connections were used for 
current job

Sample

Labor force participants  
age 15–64

(1)

Wage workers employed outside private 
sector age 15–64

(2)

Urban Lower (Yes =1) 0.022

(0.015)

−0.015

(0.020)

Urban Upper (Yes =1) 0.076***

(0.016)

–0.074**

(0.036)

Rural Lower (Yes =1) 0.051***

(0.013)

–0.035

(0.048)

Rural Upper (Yes =1) 0.052***

(0.016)

–0.019

(0.026)

Currently married (Yes =1) 0.080***

(0.013)

0.020

(0.050)

Widowed/divorced (Yes =1) 0.022

(0.033)

–0.126*

(0.069)

Father literate (Yes =1) 0.012

(0.011)

0.007

(0.022)

Father secondary (Yes =1) 0.009

(0.018)

0.105*

(0.063)

Father postsecondary (Yes =1) 0.010

(0.022)

–0.040

(0.028)

Mother literate (Yes =1) 0.028**

(0.014)

–0.090***

(0.027)

Mother secondary (Yes =1) –0.019

(0.025)

–0.072***

(0.023)

Mother postsecondary (Yes =1) 0.012

(0.035)

–0.110***

(0.025)

Observations 15,224 5,937

Pseudo-R2 0.261 0.0128

Source: ELMPS 2012.
Note: Probit estimations. Marginal effects, evaluated at sample means for continuous variables, are shown. Robust standard errors in parentheses. ***p<0.01, 
**p<0.05, *p<0.1.

(continued)
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A Labor Market divided: spatial 
disparities in the Labor Market

3
Egypt’s labor market is characterized by substantial regional disparities, which generally lie along a con-
tinuum that runs from the core metropolitan areas to the rural periphery.1 Over the last 14 years, a 
substantial convergence has occurred between these regions, but that convergence has been the result of 
stagnation in the core rather than strong growth in the periphery. Continued disparities are likely the 
result of Egypt’s historically low levels of migration and a lack of dynamism in the private sector. As a 
result, the returns to education have declined dramatically in the peripheral areas, and the demographic 
structure implies that, absent private sector job creation in the periphery or migration to job opportuni-
ties in the core, peripheral Egypt’s labor market is likely to deteriorate further. 

Views of the Egyptian economy are frequently 
shaped by the experience of the dense metropolitan 
areas surrounding Alexandria, Suez, Port Said, and 
(especially) Cairo. However, the majority of Egyp-
tians reside outside these areas (figure 3.1), and their 
economic lives are substantially different from those 
of the metropolitan residents. This chapter examines 
how labor market outcomes vary across Egypt and 
discusses the segmentation of the labor market. We 
split Egypt into five regions: metropolitan Egypt 
(encompassing Cairo, Alexandria, Port Said, and 
Suez), urban Lower Egypt, urban Upper Egypt, ru-
ral Lower Egypt, and rural Upper Egypt.2 

Following the economic geography literature, we 
utilize a core-periphery continuum to delineate space 
rather than a simpler urban-rural distinction, because 
it appears to better fit the observed spatial variations 
in labor market outcomes. This is in part because 
the regions of Egypt are broadly defined and contain 
a certain degree of overlap. Numerous governorates 
in Egypt are split between the metropolitan region, 

the urban Lower region, and the rural Lower region 
(map 3.1). We supplement the analysis in places 
by distinguishing between “nearby” governorates 
(all the governorates in Lower Egypt and the gov-
ernorates of Upper Egypt that are close to Cairo) 
and “distant” governorates (those governorates in 
Upper Egypt that are more distant from Cairo). 
The “distant” governorates in the sample consist of 
Menia, Asyout, Suhag, Qena, Aswan, and Luxor. 
As seen in map 3.2, these are roughly speaking the 
governorates in our sample that lie more than 200 
kilometers away from Cairo (the other governorates 

1 Many of the findings in this chapter mirror those in World 
Bank (2012a), a dedicated report on the economic geog-
raphy of Egypt, using different data sources and placed in 
the specific context of the labor market. That report also 
includes detailed discussion on other topics including re-
gional differences in living standards and inequality of op-
portunity, housing market reform, and local public finance 
and may be a valuable reference for interested readers.

2 See Assaad and Krafft (2013a) for specific definitions.
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that are distant from Cairo are not included in our 
sample). Unfortunately, because of the construction 
of the ELMPS, the respondents in these subregions 
do not constitute a representative sample, so we can-
not make definitive statistical statements but rather 
indicative ones. However, the differences between 
close and distant Upper Egypt are quite stark, and 
so we will present some statistics focusing on each. 

Overall, the pattern of labor market outcomes has 
metropolitan Egypt at one end of the spectrum and 
rural Upper Egypt at the other, and other regions fall-
ing somewhere in between. The continued existence 
of these wide disparities over the ELMPS period 
in labor market outcomes suggests that some labor 
market segmentation occurs along regional lines.3 
In addition, the relevant regional margin at which 
outcomes are significantly different is not always 
the same. For example, metropolitan Egypt has very 
similar secondary school graduation rates as nonmet-
ropolitan urban Egypt, but much higher rates than 
rural Lower Egypt, which in turn has much higher 
rates than rural Upper Egypt. However, workers in 
metropolitan Egypt earn a distinct wage premium 
over workers in both urban and rural Egypt.

Spatial Segmentation Is a Pervasive 
Feature of the Labor Market

Egyptians face three substantial spatial gaps in the 
labor market: in wages, in job formality, and in 

FIGURE 3 .1 .  spatial distribution of 
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MAP 3 .1 . ELMPs Coverage Map

Sources: ELMPS 2012 and CAPMAS.
Note: km = kilometers. 

3 Segmentation indicates that workers in different regions 
“operate in different labor markets, with different work-
ing conditions, different promotional opportunities, differ-
ent wages, and different market institutions” as defined in 
Reich et al. (1973).
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unemployment (table 3.1). Nearly three-quarters of 
employed Egyptian men hold a wage job as their pri-
mary source of labor income. The average monthly 
wage for men in metropolitan Egypt (among men 
aged 15–64 who report a wage job as their primary 
job) was LE 1,595, and the average wages in other 
regions ranged from LE 1,026 to LE 1,207, between 
33 and 20  percent less than metropolitan Egypt. 
Wages follow a clear metropolitan-urban-rural pat-
tern; in this case, Upper Egypt fares somewhat bet-
ter than Lower Egypt. Note that these gaps (and the 
ones that follow) are calculated for those who live in 
the region rather than those who work in the region; 
as we shall discuss later, the distinction between place 
of work and residence can be an important one. 

Job formality and unemployment are also affected by 
distance from the metropolitan core, which is usually 

associated with a concentration of jobs, but also with 
a concentration of relatively well-educated job seek-
ers. In terms of formality, metropolitan Egypt fares 
the best, with a majority (56.2 percent) of the labor 
force employed in the public or formal private sector. 
Nonmetropolitan urban areas have formality rates of 
44 and 47 percent; outside metropolitan Egypt there 
is a drop in formality to 36.3 percent in rural Lower 
Egypt and then an even sharper drop to 24.9 per-
cent in rural Upper Egypt. This is driven in large part 
by the formal private sector, which plays a large role 
in metropolitan Egypt’s labor market but almost no 
role in rural Upper Egypt. Youth unemployment, on 
the other hand, is much smaller outside rural Up-
per Egypt, which consistently has the lowest unem-
ployment rate for both men and women. In all other 
regions, unemployment rates for men and women 
have nearly opposite spatial patterns.

MAP 3 .2 . 200 kilometer Radius Around Center of Cairo

Source: CAPMAS.
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Male youth unemployment is at its highest in met-
ropolitan Egypt at 14.7 percent and decreases as we 
move from the core to the periphery. This unemploy-
ment gap is a common phenomenon in developing 
countries and is frequently credited to the existence 
of a lower-productivity farm sector in the rural areas 
that absorbs men who would otherwise be unem-
ployed.4 Female youth unemployment on the other 
hand is at its highest in rural Lower Egypt (at 52.2 
percent) and declines moving toward the core, drop-
ping to 32.7 percent in metropolitan Egypt. The 
(relatively) low female unemployment rates found 
in metropolitan Egypt and rural Upper Egypt are 
likely driven by very different phenomena. Women 
in metropolitan Egypt have greater access to the for-
mal sectors for work, whereas women in rural Upper 
Egypt are being absorbed by the farm sector.

When we consider how these outcomes vary across 
metropolitan, nearby governorates, and distant 
governorates, we see a somewhat different core-
periphery pattern (table 3.1). Wages continue to be 
distinctly higher in metropolitan Egypt compared 
with the rest of Egypt and are very slightly higher in 
distant governorates than in governorates near Cai-
ro. The share of employment in the formal private 
sector declines significantly between metropolitan 
Egypt and nearby governorates and drops even fur-
ther between nearby governorates and distant gover-
norates, supporting the idea that the formal private 

sector is heavily focused in metropolitan Egypt and 
thins continually with distance.

We can see how formal private employment declines 
continuously even in areas near metropolitan Egypt 
in figure 3.2. The figure plots the formal private em-
ployment rate by distance to the center of the closest 
metropolitan area for distances out to 200 kilome-
ters. We observe an approximately 24 percent formal 
private employment rate for those living less than 40 
kilometers from the center of a metropolitan area, 
then a sharp decline to approximately 10 percent for 
those further than 80 kilometers away by a shallower 
decline, leveling off at around 9  percent for those 
who are 100 to 200 kilometers away. On the other 
hand, the informal private sector increases its share of 
the labor force as we move from metropolitan Egypt 
to distant governorates. Table 3.1 also makes it clear 
that metropolitan Egypt has a distinctly larger public 
sector and a distinctly smaller farm sector than both 
nearby and distant governorates, but that outside 
metropolitan Egypt very little distinction is seen. 

Large regional variations are found in educational at-
tainment and in the distribution of population by age. 

TABLE 3 .1 . spatially differentiated Labor Market outcomes, 2012

Average monthly 
wages (LE)a

Employment  
(% of working-age population in labor force)

Unemployment rate  
(ages 15–29)

Region of 
residence

Formal 
private Public Informal Farm Total Men Women

Metropolitan 1,525 24.6 31.6 34.8 0.1 19.3 14.7 32.7

Urban Lower 1,132 12.9 31.0 40.4 2.9 24.7 13.1 50.2

Urban Upper 1,207 10.8 35.7 36.4 7.3 18.5 10.0 43.5

Rural Lower 1,026 10.2 26.1 39.6 14.2 18.1 6.3 52.2

Rural Upper 1,074 6.4 18.6 47.6 22.9 8.1 3.6 30.3

Metropolitan 1,525 24.6 31.6 34.8 0.1 19.3 14.7 32.7

Near 1,057 10.4 25.4 40.4 14.1 17.4 7.2 46.7

Distant 1,113 6.7 25.5 46.1 15.9 10.4 4.5 40.9

Source: ELMPS 2012.
a For male wage workers of working age.

4 Harris and Todaro (1970) present the canonical economic 
model of rural-urban migration in the presence of high ur-
ban unemployment.
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As discussed in chapter 2, education and age play im-
portant roles in determining labor market outcomes. 
Wages and formal employment generally increase 
with age, while unemployment decreases. Wages and 
formal employment also increase with education, but 
so does unemployment. Spatial variation in these at-
tributes is therefore one factor that may contribute to 

several of the gaps we observe. Metropolitan Egypt 
has, overall, the highest levels of human capital of 
the five regions, followed by the other urban regions, 
rural Lower Egypt, and finally rural Upper Egypt, 
which trails the other regions in both education and 
labor market experience (table 3.2). Metropolitan 
Egypt also has more potential workers in the prime 
age categories (30–59) than the other regions, espe-
cially rural Upper Egypt, where the population as a 
whole is much younger (table 3.3).

Multivariate regression analysis reveals that the re-
gional differences in age and education are impor-
tant factors, but that they only explain about half of 
the regional wage and formality gaps. Such analy-
sis allows us to determine how much of the gaps in 
outcomes across regions can be explained by differ-
ences across regions in education and age structure, 
and how much is explained by variations within the 
regional labor markets themselves. We compare the 
regional differences in wages,5 formal employment, 

FIGURE 3 .2 .  Formal Private sector 
Employment Rate by distance 
from home Locality to Closest 
Metropolitan Center
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FIGURE 3 .3 .  Percentage of working-Age Residents who work in Each Industry by Region, 2012
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5 We use log monthly wages from all jobs and as the depen-
dent variable for the wage regressions, following standard 
practice, and the coefficients can therefore be interpreted 
as the average percent difference in wages. We also include 
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and unemployment, while accounting for differ-
ences in education and age using indicator variables; 
the results are reported in annex table 3.1. Column 
1 shows that holding those characteristics constant 
narrows the average wage gap between metropolitan 
Egypt and rural Upper Egypt from 30 to 17.0 per-
cent. Columns 2 and 3 show that the gap in job for-
mality between metropolitan and rural Upper Egypt 
is reduced to 14.1 percentage points for men and 
16.8 percentage points for women. Column 4 shows 
that approximately one-third of the difference in the 
young male unemployment rate can be explained 
by human capital. For instance, the multivariate re-
gression predicts that, after accounting for age and 
education, a young man in rural Upper Egypt has 
a roughly 7 percentage point lower unemployment 
rate than his counterpart in metropolitan Egypt 
instead of the 10.1 percentage point difference we 
observed in reality. Column 5 shows that the same 
basic pattern in female youth unemployment holds 

(lowest in metropolitan Egypt and Upper Egypt, 
highest in Lower Egypt), but the difference between 
urban and rural Upper Egypt essentially disappears. 
Interestingly, if we exclude distant Egypt from the 
analysis we find that wage gaps close by up to 6 per-
centage points, suggesting that the labor market is 
somewhat integrated in the areas surrounding met-
ropolitan Egypt (column 6).

One of the reasons for these differences in employ-
ment and formality across Egypt is differences in 
the mix of industries across regions, which follows 
a core-periphery pattern. Agriculture shows a clear, 
obvious pattern of increasing importance along the 
standard metropolitan-to-rural Upper Egypt con-
tinuum. However, the other industries are much 
more split along Lower Egypt–Upper Egypt lines 
rather than rural-urban. Manufacturing is heavily 
focused in Lower and metropolitan Egypt, but little 
difference is seen in employment in manufacturing 
between those who live in urban and rural Egypt. 
The public administration and social services in-
dustries are more important as a source of employ-
ment in the nonmetropolitan urban areas, as is the 
retail/wholesale industry; this is consistent with the 

TABLE 3 .2 .  Educational Attainment Across space, working-Age Population, 2012

Literacy rate
Elementary  

graduation rate
Secondary  

graduation rate
Postsecondary 
graduation rate

Metropolitan 86.8 83.6 59.7 28.3

Urban Lower 82.3 79.0 59.8 23.5

Urban Upper 82.1 79.2 60.1 22.5

Rural Lower 74.4 70.4 48.1 13.4

Rural Upper 62.8 58.5 35.4 7.4

Source: ELMPS 2012.

TABLE 3 .3 . Age distribution Across space, working-Age Population, 2012

Teen  
(15–19)

Youth  
(20–24)

Young adult 
(25–29)

Early prime 
(30–49)

Late prime 
(50–59)

Graying  
(60–64)

Metropolitan 11.4 12.7 14.5 39.9 15.6 5.9

Urban Lower 11.5 14.0 16.0 38.7 14.2 5.6

Urban Upper 14.4 15.7 14.9 38.7 12.2 4.3

Rural Lower 13.6 15.0 16.4 39.2 11.8 4.0

Rural Upper 16.6 17.8 16.5 34.8 10.1 4.2

Source: ELMPS 2012.

only workers who list a wage job as their primary occupa-
tion in those regressions, excluding those who are primarily 
self-employed and get wages only from a secondary job.
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relative lack of formal private sector jobs in those 
regions. Notably, construction is substantially more 
important as a source of employment for residents 
of rural Upper Egypt than it is for other regions, em-
ploying 7.3 percent of the working-age population 
of rural Upper Egypt compared with 4 to 5 percent 
in other regions.

The overall distribution of jobs in Egypt is tilted 
heavily toward metropolitan Egypt and away from 
rural Egypt. Of the approximately 22.3  million 
workers in Egypt in 2012, 6.8 million report work-
ing in metropolitan Egypt, indicating that 31 per-
cent of jobs are located in metropolitan Egypt 
compared with only 25 percent of the population 
(figure 3.4). The nonmetropolitan urban regions al-
so provide a larger fraction of jobs than their popu-
lation (13 and 8 percent of jobs in urban Lower and 
urban Upper Egypt respectively, compared with 10 
and 7 percent of population). Many fewer jobs are 
located in rural Egypt as a proportion of population 
(although this measure of employment does not 
include subsistence farming). In addition, around 
9 percent of workers report that they work in mul-
tiple regions (whom we refer to as mobile workers), 
many of them in the construction industry. The fact 
that the metropolitan and urban regions contain 
many jobs disproportionate to their population is 
indicative of the high rates of commuting (discussed 
later in the chapter). The concentration of the for-
mal private sector in metropolitan Egypt to some 
extent reflects the industrial distribution of employ-
ment: Manufacturing, transportation, professional 
services, and other services are all industries with 
large formal private sectors and are each larger em-
ployers of the residents of metropolitan Egypt than 
any other region. 

Superior access to domestic and international mar-
kets and economies of agglomerations are two rea-
sons why firms are choosing to locate in metropoli-
tan Egypt. The population density in the Nile Delta 
is extremely high, and the metropolises of Egypt 
surround this region. Firms in the core metropoli-
tan regions are therefore able to sell their goods 
to many nearby consumers without paying high 

transport costs and can draw upon a larger local la-
bor force. Alexandria, Suez, and Port Said are also all 
major ports, and easier access to international mar-
kets benefits firms by allowing them to export final 
goods and import intermediate goods. In addition, 
for a variety of reasons many firms benefit from be-
ing near other firms in either the same or different 
industries. Firms in the same industry may experi-
ence benefits from having a labor force specialized 
in industry-specific skills, or from information ex-
change and technological diffusion (Henderson et 
al. 2001; Lall et al. 2004; McCann 1998), and firms 
in different industries could be customers for each 
other’s goods. New firms may then choose to locate 
near existing firms to take advantage of these ag-
glomeration economies, and old firms may see little 
benefit to relocation. In Indonesia, Deichmann et 
al. (2005) found that agglomeration economies 
were strong enough that increasing infrastructure in 
lagging regions would have only a very limited effect 
in attracting firms from “leading” regions.

This means that, although the concentration of 
formal private sector employment in the core of 
Egypt is problematic for peripheral areas, spatial in-
dustrial policy is unlikely to work. As documented 
thoroughly in World Bank (2012a), Egypt has had 

FIGURE 3 .4 .  number of Jobs in 2012 by 
work Region
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overwhelmingly negative experiences with indus-
trial zones and other supply-side attempts to induce 
firms to spread out from metropolitan Egypt. For 
instance, as of 2006 only 483,000 jobs had been 
created in industrial zones despite their potential to 
accommodate 2.5 million jobs (World Bank 2006). 
The low cost of land parcels in these areas, meant as 
incentives for investors, has spurred land speculation 
rather than firm growth. Even if firms were enticed 
to relocate, there could be a large overall negative 
effect on the economy as declining agglomeration 
economies lead to lower firm productivity.

Convergence in Outcomes Has Been 
Driven by Stagnation in the Core

The current gaps in formality and wages, although 
quite large, have in fact closed dramatically over the 

last 15 years (figures 3.5 and 3.6). In 1998 there was 
a 33 percentage point gap in job formality between 
metropolitan Egypt and rural Upper Egypt, which 
declined to 27 percentage points by 2012. Similar-
ly, in 1998 the average male wage worker in rural 
Upper Egypt earned 61 percent less than his coun-
terpart in metropolitan Egypt, while by 2012 that 
wage gap closed to 30 percent. 

Unfortunately this convergence has not been due 
to growth in the periphery, but rather because 
of stagnation in the core. Formality in rural Up-
per Egypt has in fact declined by 4.4  percentage 
points between 1998 and 2012, falling from 29.4 
to 24.9 percent. The gap with metropolitan Egypt 
closed only because metropolitan Egypt’s formal 
employment rate declined even more sharply, from 
64.5 to 56.2 percent. There are two other features 
worth noting here. While rural Egypt has been 

BOX 3.1: LIGHTS, CAMERA, AND (ECONOMIC) ACTION

Previous work has identified that night-time lights illuminate areas of economic activity. Since the mid-1960s, the U.S. Air Force has used 
satellite imaging to collect data on night-time light emissions, and economists have recently shown that this luminosity can be used as a 
measure of economic activity (Elvidge et al. 2001; Ghosh et al. 2011; Henderson et al. 2011; Ghosh et al. 2013). In Egypt we see that lights 
are highly focused in the metropolitan areas both in 1996/97 (map 3.3) and in 2005/6 (map 3.4), and although Cairo is certainly the largest 
center of activity the smaller metropolitan areas also play important roles.

MAP 3 .3 . night-time Lights in 1995/1996 MAP 3 .4 . night-time Lights in 2005/2006

Source: NOAA DMSP. Source: NOAA DMSP.
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catching up to metropolitan Egypt, urban Egypt has 
actually been falling behind. Urban Lower Egypt 
was 9.4 percentage points less formal than metro-
politan Egypt in 1998, while now it is 12.3 percent-
age points less formal; the same is true for urban Up-
per Egypt. In addition, it is the public sector that is 
driving this convergence, which has been shrinking 
more rapidly in the core than it has in the periph-
ery. In 1998, 40.8 percent of the metropolitan labor 
force worked in the public sector, but this dropped 
9.2 percentage points to 31.6 percent in 2012. By 
comparison, 24.4 percent of the labor force of rural 
Upper Egypt worked in the public sector in 1998, 
and this dropped 5.8 percentage points to 18.6 per-
cent in 2012. This by itself drove the convergence in 
formality between these two regions.

The narrowing wage gap should also be interpreted as 
evidence of deterioration in the core rather than prog-
ress in the periphery. Although real wages did increase 
in all regions from 1998 to 2012, they grew more 
slowly in metropolitan Egypt than in other regions. 
In metropolitan Egypt, real wages grew at an average 
rate of 1.8 percent per year over the 14-year period, 
by 2.2 to 2.8 percent annually in the intermediate ar-
eas of nonmetropolitan urban Egypt, and rural Lower 

Egypt, and by 4 percent per annum in rural Upper 
Egypt. Wages in urban Upper Egypt also grew some-
what faster than those in Lower Egypt. The increase 
in wages in Upper Egypt should be interpreted with 
caution because monthly wages in rural Upper Egypt 
and urban Upper Egypt were the lowest to start with, 
and those areas also have higher concentrations of 
nonwage workers (primarily self-employed farmers).

The male youth unemployment gap along core-
periphery lines has only recently asserted itself. In 
1998 metropolitan Egypt had a substantially lower 
male youth unemployment rate than Lower Egypt 
and somewhat higher than Upper Egypt (figure 
3.7). By 2006, however, steep declines in unemploy-
ment in rural Egypt and a slight increase in metro-
politan Egypt created a large gap between the rural 
areas and the metropolitan and urban areas. Further 
declines in the unemployment rate of the nonmet-
ropolitan urban areas have led to the metropolitan-
urban and urban-rural gaps observed in 2012.6 The 

FIGURE 3 .6 .  Average Real Monthly wages 
(LE 2012) Across Regions, 
1998–2012

0 

1,800 

1,600 

1,400 

1,200 

1,000 

800 

600 

400 

200 

1998 2006 2012 

Metropolitan Urban Lower Urban Upper 
Rural Lower Rural Upper 

Sources: ELMPS 1998, 2006, 2012.

FIGURE 3 .5 .  Formal Employment Rate 
Across Regions, 1998–2012
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6 These gaps are consistent with the discussion of unem-
ployment rate in Assaad and Krafft (2013b); however, we 
choose to highlight the relative changes in unemployment 
rather than the absolute decline.
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pattern of elevated female youth unemployment in 
Lower Egypt has persisted over time, but the relative 
unemployment gap between metropolitan Egypt 
and Upper Egypt has grown smaller (figure 3.8). In 
1998 female youth unemployment was 8 percent-
age points higher in metropolitan Egypt than in 
rural Upper Egypt, whereas today the gap is only 
2.4 percentage points. 

the Good news Is that spatial Gaps in 
Education have Closed

There has been regional convergence in educational 
attainment, driven by rapid improvements for men 
in the peripheral areas. The overall increase in edu-
cation among Egyptians over the last 50 years (dis-
cussed briefly in chapter 2) has on average increased 
more rapidly in peripheral areas than in core areas. 
The secondary graduation rate among the working-
age population rose by 14.3 percentage points com-
pared to 11.4  percentage points in metropolitan 
Egypt (figure 3.9). 

In every region we see that it has become more and 
more difficult for young secondary graduates to find 

formal employment. In each region very large drops 
in formal employment at age 20 occurred between 
the 1955–59 cohort and the 1965–69 cohorts. For 
cohorts since then, there has been no clear pattern in 
most regions, except in urban Lower Egypt, where 
there has been a consistent decline. The pattern of 
“convergence through stagnation” is also apparent 
here: 63  percent of the 1955–59 cohort in met-
ropolitan Egypt was formally employed at age 20 
compared with 33.6 percent of those in rural Upper 
Egypt. For the 1985–89 cohort, the numbers are 20 
and 7.4 percent, a huge decline in the gap (figure 
3.10). This is actually most noticeable when we con-
sider metropolitan Egypt and rural Lower Egypt, 
which went from a gap of more than 30 percentage 
points in the 1955–59 cohort to a gap of 3 percent-
age points in the 1985–89 cohort. 

But within the formal private sector, young second-
ary graduates do face relatively better odds of em-
ployment. This phenomenon, however, is evident 
only in two regions: metropolitan Egypt and rural 
Lower Egypt. After a sharp decline for those born 
after 1960, formal private sector employment at 
age 20 has been growing steadily for metropolitan 
Egyptians, from a low of 4.3  percent in 1960–64 

FIGURE 3 .7 .  youth unemployment Rates 
Across Regions, Male Age 
15–29, 1998–2012
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FIGURE 3 .8 .  youth unemployment Rates 
Across Regions, Female Age 
15–29, 1998–2012
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to 14.4  percent for the most recent cohort. Rural 
Lower Egypt does not have such a steady trend, but 
in the last three cohorts we observe substantial in-
creases, from 3.9 to 7.8 to 10.6 percent. The isola-
tion of this effect to rural Lower Egypt and metro-
politan Egypt suggests that the proper distinction to 
make is metropolitan-nearby Egypt-distant Egypt, 

and along these lines we do see a similar pattern 
(figure 3.11). 

Formality rates among postsecondary graduates at 
age 24 also follow a similar pattern across regions, 
with large drops in formality among older cohorts 
and fluctuations thereafter. Steady improvement has 

FIGURE 3 .9 . Educational Attainment, 1998–2012
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FIGURE 3 .10 . Age-20 Formal Employment Rate by Current Region, secondary Graduates
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been seen in formal private sector employment from 
the 1960 cohort onward in metropolitan Egypt and 
in nearby governorates, but only fluctuations in dis-
tant Egypt. This implies that the convergence expe-
rienced over the last 14 years may begin reversing 
itself soon, as access to the formal private sector be-
comes a more important component of job quality 
than availability of public sector employment.

To measure the relative contribution of time trends 
in education and demographics in explaining spatial 
variations in outcomes over time, we pool the 1998, 
2006, and 2012 rounds of ELMPS in a multivari-
ate regression. The regression models are similar to 
those earlier in the chapter, but interact the regional 
dummy variables with survey round dummies and 
include controls for the educational and age struc-
ture of the labor force. This essentially allows us to 
see how the labor market gaps would have evolved if 
the educational attainment and the age structure of 
the labor force in each region had remained constant 
over time. Results are reported in annex table 3.2.

Regression analysis shows that only a small portion 
of the narrowing wage gap or of the increasing un-
employment gap can be attributed to narrowing dif-
ferences in human capital. The average gap in wages 

between metropolitan Egypt and rural Upper Egypt 
closed by 31.1  percent between 1998 and 2012; 
if other attributes had been held constant, the gap 
would have closed by 27.6 percent instead (column 
1). A similar pattern holds for comparisons across 
other regions, with differences in human capital ex-
plaining little of the changes in the observed gaps in 
wages or unemployment. When controlling for other 
factors, the spatial variations in female youth unem-
ployment over time are not statistically significant.

After accounting for human capital, we find that 
formality rates for men exhibit a pattern of rural-
metropolitan convergence but urban-metropolitan 
divergence. For women, on the other hand, formal-
ity rates have been increasingly divergent between 
metropolitan and nonmetropolitan Egypt. The 
metropolitan-urban gap for men increased from 
roughly 3.5 percentage points in 1998 to 9 percent-
age points in 2012, while the metropolitan-rural 
formality gap decreased from roughly 15  percent-
age points in 1998 to 9 percentage points in 2012. 
Women, however, have substantial divergence in 
formality between metropolitan Egypt and all non-
metropolitan regions. This can likely be attributed 
to the fact that formal private sector jobs for women 
are almost entirely focused in metropolitan Egypt 

FIGURE 3 .11 .  Age 20 Formal Private Employment Rate by distance to Metropolitan, 
secondary Graduates
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(see chapter 4), which partially insulated them from 
declines in public sector employment.

the Bad news Is Formal Jobs in the Core 
Are disappearing

The convergence in formality is also not explained 
by a relatively higher growth in formal employment 
in regions with low rates of formality. A high rate 
of job creation in Egypt between 1998 and 2006 
was evident in all regions, but between 2006 and 
2012, job creation was much slower and con-
centrated in metropolitan Egypt and rural Lower 
Egypt. Approximately 940,000 of the 6 million jobs 
(15.6 percent) created between 1998 and 2006 were 
in urban Lower Egypt (figure 3.12), a region that 
contains only 10  percent of the Egyptian popula-
tion. Many of these jobs were in the formal sector 
and especially the public sector. After the strong 
growth of 1998–2006, the nonmetropolitan urban 
areas of Egypt experienced near-total stagnation 
between 2006 and 2012. This is especially true in 
urban Lower Egypt, where total employment actu-
ally fell over that period. Metropolitan Egypt and 
rural Lower Egypt have instead borne the burden 

of job creation over the last six years.7 Note that the 
formality gap between rural Egypt and metropoli-
tan Egypt has declined over the past 15 years even 
though metropolitan Egypt has been consistently 
producing more formal sector jobs than rural Egypt. 
This occurred because the jobs created in metropoli-
tan Egypt (and in urban Egypt) are frequently oc-
cupied by commuting residents of rural Egypt. The 
pattern of convergence through stagnation is not for 
the most part explained by formal firms relocating 
from metropolitan Egypt to peripheral Egypt. Ru-
ral Upper Egypt experienced very large fluctuations 
in employment between 1998 and 2012 because of 
changes in agricultural employment. 

Focusing on the 2006–12 period, we see that the over-
whelming majority of jobs added in the important 
growth industries were informal. This is especially the 
case in construction, an industry that is undergoing 
rapid growth and that is almost entirely informal (fig-
ure 3.13). Since many of these new jobs are located in 
metropolitan Egypt, this is one possible source of the 

7 Although the employment growth in those areas might 
plausibly be attributed to changes in survey methodology 
that change how workers are counted as “mobile.”

FIGURE 3 .12 .  Job Growth 1998–2012
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convergence in relative decline in formality in this re-
gion. In all other regions as well, the growth in jobs in 
construction appears to be almost entirely informal 
(figure 3.14), although fewer informal construction 
jobs were added than in metropolitan Egypt. Retail 
exhibits a strong trend toward deformalization that is 
mostly occurring outside metropolitan Egypt, as the 
nonmetropolitan urban areas have lost formal jobs 
while gaining informal ones, and the transportation 
and storage industry has added some formal jobs, but 
for the most part those jobs appear to be reclassified 
mobile jobs rather than true growth. 

Manufacturing in rural Lower Egypt was one of the 
largest contributors to job creation. The majority 
of these jobs were informal, and almost all of the 
formal jobs were in the public sector. The growth 
in private sector manufacturing was led by the fur-
niture manufacturing industry, which was respon-
sible for half of the net manufacturing employment 
growth in rural Lower Egypt (figure 3.14). 

At the same time that the furniture industry has been 
expanding in rural Lower Egypt, it has begun to 
contract in metropolitan Egypt, and formal jobs in 
metropolitan Egypt are being replaced with informal 

ones in rural Lower Egypt. Furniture industry jobs in 
metropolitan Egypt dropped from 98,000 to 86,000 
between 2006 and 2012. This process is occurring 
simultaneously with a remarkable cross-regional con-
vergence in industrial wages: In 1998 the average fur-
niture worker in rural Lower Egypt earned 37 percent 
per month less than his counterpart in metropolitan 
Egypt, while today that gap is only 4 percent (figure 
3.15). This suggests that the low prevailing wages in 
rural Lower Egypt (as well as lower rents) may have 
induced furniture firms to spring up there. However, 
these new furniture firms are smaller and hire much 
more informally than firms in metropolitan Egypt: 
About one in three furniture workers in metropolitan 
Egypt are formal, compared to fewer than one in 12 
in rural Lower Egypt (figure 3.16). This suggests that 
benefits of formality at the firm level may diminish 
with distance from metropolitan Egypt, possibly be-
cause of weaker overall rule of law. 

Worker Mobility Is Determined by 
Distance from the Core

Physical worker mobility comes in several different 
forms. The simplest form of mobility is commuting, 
in which workers reside in one area and work in 

FIGURE 3 .13 .  Job Growth by Location and Industry, 2006–2012
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another. Permanent internal migration occurs when 
a person or an entire household changes their per-
manent residence to a different area. Finally, there 
is the possibility of international migration, which 
may be either temporary or permanent in this sense. 
All these methods of mobility are common in differ-
ing degrees in low- and middle-income countries, 
and each plays different roles in different parts of 
Egypt. Although we have for the most part focused 
on regional differences thus far, the ELMPS reports 
locality8 of birth and of current residence and dis-
trict of workplace,9 allowing us to examine the role 
of mobility at each of these levels. (Wahba [2007] 

and Assaad and Arntz [2005] show the necessity of 
looking at subregional migration and commuting, 
respectively.) Commuting is the most important 
form of interregional labor mobility, with just un-
der a quarter of Egyptians reporting that they live 
in one region and work in another. Internal migra-
tion, however, is much lower, especially over long 

FIGURE 3 .14 .  Changes in Employment 2006–2012 by Industry and Region
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8 “Locality” is a general term that encompasses shyakha 
(neighborhood) in urban areas and villages in rural areas.

9 “District” is a general term that encompasses markaz in ur-
ban areas and qism in rural areas.
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distances: Only 8.8  percent of Egyptians in 2012 
reported that they currently lived in a region other 
than their home region, and most of those moves 
were between regions in the same governorate. Inter-
national migration is not uncommon, especially in 
the areas further from the metropolitan regions. Ap-
proximately one in 20 households reported that one 
of their (former) members moved abroad, although 
many of these moves appear to be for temporary 
employment rather than permanent relocation.

Given sufficient labor mobility, workers with simi-
lar characteristics should end up with similar levels 
of overall quality of life (Alonzo 1964; Mills 1967). 
Factors that influence overall quality of life are fun-
damental job quality (due to higher wages or in-
creased stability), individual costs associated with 
the job (primarily due to the cost of commuting in 
terms of time and money), local cost of living (which 
varies due to the cost of housing and the local price 
of goods), and local amenities (such as access to clean 
water and high-quality schooling and healthcare). 
With perfect mobility, workers with the same levels 
of human capital will pick the jobs and residences 
that give them the highest overall quality of life. The 
most attractive residential areas will see the cost of 
housing increase because of higher demand; the lo-
cations with high-quality jobs will have more people 
seeking work there; and the most popular travel 
routes will become congested until no worker sees a 
benefit from either migration or commuting.

The regional gaps in job quality we observed between 
metropolitan Egypt could therefore either be the re-
sult of labor market segmentation or in differences 
in these other determinants of quality of life. Wages 
in metropolitan Egypt might be higher because the 
cost of living is higher, so that workers are reluctant 

FIGURE 3 .16 . Furniture Industry Jobs by survey year and Region of work
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FIGURE 3 .15 .  Metropolitan wage Gap within 
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to move there, and because the area is highly con-
gested, making the cost of commuting higher and 
making workers reluctant to commute in. These fac-
tors could sustain a wage gap. On the other hand, 
the local amenities provided in metropolitan Egypt 
might be better than those offered in other regions, 
which would have the opposite effect.10 We explore 
these issues in the following sections.

Egypt’s Commuter Economy Brings some 
People Closer to Jobs

Commuting is by far the most common method of 
labor mobility in Egypt.11 We find that 13.8 percent 
of working-age, employed Egyptians commute be-
tween governorates for their jobs, and 26.4 percent 
commute between regions (table 3.4). Commuting 
is particularly common for those working in rural 
Lower Egypt, because more than a third of workers 
from that region work in a different region than the 
one they live in (10 percent in metropolitan Egypt 
and 14.1  percent in urban Lower Egypt). We in-
clude in our definition of commuters all those who 
report living in one district, governorate, or region 
and working in another.

Not surprisingly, metropolitan Egyptians are the least 
likely to commute. The prevalence of commuting is 
lowest in the core and highest in the periphery. The 

fraction of those who work solely in their home re-
gion is roughly 10 percentage points lower in urban 
Lower Egypt than it is in metropolitan Egypt, and 
the fraction of rural Egyptians who work in their 
home region is nearly 25  percentage points lower 
(table 3.5). Although metropolitan Egypt is a very 
common destination for commuters, in most regions 
it is only the second most common. Rural Lower 
Egyptians are likely to work in metropolitan Egypt 
(11 percent) but slightly more likely to work in urban 

TABLE 3 .4 . Commuting Rates

Prevalence

Noncommuter 63.6

District commuter 22.6

Governorate commuter 13.8

Regional commuter 26.4

Source: ELMPS 2012.

TABLE 3 .5 . Regional Commuting Flows in 2012

Work region

Metropolitan Urban Lower Urban Upper Rural Lower Rural Upper Mobile

Region of 
residence

Metropolitan 92.9 1.5 0.8 0.6 0 4.3

Urban Lower 4.5 82.3 0.6 2.6 0.1 9.9

Urban Upper 3.9 0.3 78.2 0 8.9 8.8

   Near 7.8 0.4 77.0 0 5.4 9.5

   Distant 1.9 0.2 78.8 0 10.8 8.3

Rural Lower 10.7 13.8 0.5 65.5 0.1 9.4

Rural Upper 8.5 0.6 8.8 0.2 67.0 14.9

   Near 14.0 0.9 5.0 0.4 65.1 14.7

   Distant 5.0 0.4 11.2 0.1 68.2 15.1

Source: ELMPS 2012.

10 World Bank (2012a) documents a number of spatial differ-
ences in quality of life; of particular note is the extraordi-
nary regional variation in the child mortality rate, which in 
2008 was 18 per thousand in urban Lower and metropoli-
tan Egypt but 45 per thousand in rural Upper Egypt.

11 High commuting rates are common in other lower income 
and lower middle income countries and countries in the 
MENA region; see Abrahams (2014) for evidence from the 
West Bank and Gaza economies.
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Lower Egypt (14 percent). Workers in Upper Egypt 
are more likely to do rural-urban or urban-rural com-
muting than commuting to metropolitan areas, al-
though when we split Upper Egypt into “near” and 
“far” we do see high rates of commuting from “near” 
Upper Egypt to metropolitan Egypt. Metropolitan 
Egypt is the top destination only for workers living 
in urban Lower Egypt, and only 4.6 percent of them 
report working (solely) in metropolitan Egypt. 

Men are much more likely to commute than women, 
especially across long distances, and young workers 
are more likely to commute farther than older work-
ers. In understanding the true correlates of commut-
ing, one concern is that both education and age may 
be correlated with distance to various destinations. 
For instance, the most educated residents of rural 
Lower Egypt may be those who live very close to 
metropolitan Egypt, and it may be distance rather 
than education that is the true determinant of com-
muting. To adjust for this, we use locality fixed ef-
fects by including a dummy for each of the 876 lo-
calities that are listed as residences in a multivariate 
regression. This in essence means that we compare 
the probability of commuting for workers who live 
in the same locality and are thus the same distance 
from possible work destinations, but differ in other 
characteristics such as age and education. Results are 
reported in annex table 3.3.

Looking specifically at the probability of commut-
ing to metropolitan Egypt, we see that education is 
positively associated with commuting to metropoli-
tan Egypt even taking all other factors into account. 
Across the six specifications in annex table 3.3, we 
consistently see that higher educational attainment is 
associated with commuting to metropolitan Egypt. 
Those with postsecondary attainment appear to be 
5 to 7  percentage points more likely to commute 
to metropolitan Egypt. In specifications (1) and (3), 
which include both men and women, we can see 
that women are indeed much less likely to commute 
to metropolitan Egypt than men of similar ages and 
education levels. Specifications (1), (2), and (3) also 
confirm that commuting to metropolitan Egypt is 
more common among residents of rural Egypt than 

it is among residents of urban Egypt. Specifications 
(3) and (6) include family background characteris-
tics as well as demographics, including the father’s 
education level and sector of employment and the 
mother’s education level. Mother’s education ap-
pears to be a substantial determinant of commuting: 
men whose mothers are secondary or postsecondary 
graduates are substantially more likely to commute 
to metropolitan Egypt than those whose mothers 
had less than secondary attainment, and this effect 
remains the same in the fixed-effects specification 
(6). The father’s employment characteristics, on the 
other hand, appear to be important only in specifi-
cation (3); once locality fixed effects are introduced, 
the coefficients become very small and insignificant.

For men, commuting rates increase throughout 
their late teens and 20s then steadily decline with 
age. The fraction of male workers who commute 
between regions increases from age 15 to 29, reach-
ing a maximum of 34.3 percent for the 25–29 age 
bracket, then begins a steady decline with age fin-
ishing at 12.4  percent for the 60–64 age bracket 
(figure 3.17). It is noteworthy that this relationship 
between age and commuting has been emerging 
slowly over the last 15 years: In 1998, there was no 
peak at age 25, just a consistent downward trend. 
It is not until 2012 that we see increases in the 
commuting rates throughout men’s 20s. There also 

FIGURE 3 .17 .  Male Commuting Rates by Age
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appears to be both an age and generational com-
ponent to commuting patterns. For each successive 
cohort born after 1970, the fraction of men who 
reported regional commuting at ages 25 and 30 
has been rising steadily. Young men today are more 
likely to commute than old men today, and young 
men today are more likely to commute than young 
men 10 or 20 years ago. 

Cross-district and cross-governorate commuters ap-
pear to have substantially higher job quality than 
noncommuters. Fifty-two percent of district com-
muters and 50  percent of governorate commuters 
work in the formal sector, compared with 34 per-
cent of noncommuters. This increased formal em-
ployment rate is explained almost entirely by the 
fact that those employed in the farm sector are 
most likely noncommuters. We also see that com-
muters have very different industries of work than 
noncommuters (annex table 3.4). Manufacturing, 
construction, and transportation are all more com-
mon among commuters than among noncommut-
ers. The wholesale and retail industry, on the other 
hand, is a much smaller presence among commut-
ers, as is the social services industry.

Given the high rates of interregional commuting, 
the persistently high wage gaps between those who 
live in metropolitan Egypt and those who live in the 
nearby regions are somewhat puzzling. Since the 
workers near metropolitan Egypt are clearly capable 
of accessing some of the jobs in metropolitan Egypt, 
one would expect that workers from the areas near 
metropolitan Egypt would choose the higher-wage 
jobs in metropolitan Egypt over the lower-wage 
local jobs. If metropolitan employers have no rea-
son to prefer workers from metropolitan areas, the 
greater supply of labor in metropolitan Egypt would 
then continually drive down wages until workers in, 
for example, rural Lower Egypt have no incentive to 
take jobs in metropolitan Egypt.

One plausible explanation for this is that workers are 
willing to accept jobs with somewhat lower wages 
that are closer to their homes to avoid the cost in 
travel time and money involved in commuting 

longer distances. As previously discussed, workers 
who choose their jobs to obtain the highest possible 
quality of life will take more than the quality of the 
job itself into account; they will also be concerned 
with the expense associated with increased commut-
ing time. This could sustain a regional wage gap be-
cause workers in rural Lower Egypt might actually 
prefer a local job that pays LE 1,000 per month to 
a metropolitan job paying LE 1,500 per month that 
has a 60-minute commute. Given that urban areas in 
Egypt are highly congested, this is likely to play an 
important in their labor market decisions (box 3.2). 

Another explanation is that workers from outside 
metropolitan Egypt are being systematically ex-
cluded from some of the high-quality jobs avail-
able in metropolitan Egypt, creating a segmented 
labor market. We can provide a certain degree 
of suggestive evidence for this by comparing the 
wages of three types of workers: those who live and 
work in metropolitan Egypt, those who live and 
work outside metropolitan Egypt, and those who 
live outside metropolitan Egypt but commute to a 
job in metropolitan Egypt. That fact that residents 
of metropolitan Egypt earn higher average wages 
than commuters to metropolitan Egypt (table 3.6) 
suggests that those living in metropolitan Egypt 
have access to higher-wage jobs than those living 
outside. This effect is particularly notable because, 
as just discussed, those who commute into met-
ropolitan Egypt should be unwilling to work in a 
metropolitan job unless it offers higher wages to 
compensate them for the additional cost and in-
convenience of traveling. 

Of course, we may be concerned that other factors, 
such as higher levels of education and experience, 

TABLE 3 .6 .  wages by Commuter type, Men 
Age 15–64, 2012

Works and lives in metropolitan 1,549.0

Works in metropolitan, lives elsewhere 1,163.4

Works and lives outside metropolitan 1,058.7

Source: ELMPS 2012.
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are the true drivers of higher wages, and so we use 
multivariate regression analysis to examine this pos-
sibility. For the purposes of this regression, we ex-
clude the small number of workers who live in met-
ropolitan Egypt but work elsewhere, as well as those 
who report that they work in multiple regions, and 
we also exclude those who live in distant Egypt as 
commuting to metropolitan Egypt is infeasible for 
them.12 The results are presented in annex table 3.5: 
The coefficient on “metropolitan worker” gives the 
average percent wage difference between those who 
live outside and commute into metropolitan Egypt, 
compared with those who both live and work out-
side metropolitan Egypt. The coefficient on “met-
ropolitan resident” gives the difference between 
those who live and work in metropolitan Egypt 
and those who commute in. We see that working 

in metropolitan Egypt by itself yields higher wages 
and for those who also live there: Additional wage 
gains are made even after controlling for education, 
age, and parental background. When we include a 
control for commuting time (in minutes) reported 
by workers, it has a positive effect on wages, which 
suggests at least partial compensation for the oppor-
tunity cost of commuting.

Are there any other explanations for the observed 
segmentation? Although we cannot provide defini-
tive answers to this using the data available in the 
ELMPS, the widely discussed role of connections in 

BOX 3.2: CONGESTION

There is no doubt that congestion on the roads is a common experience 
in Egypt. Congestion is especially widespread in Cairo. As one of the 
most populous megalopolises of the world, it exerts great demand 
on the road network. The urban agglomeration of Cairo, designated 
as the Greater Cairo Metropolitan Area (GCMA), is the largest urban 
area in Egypt, Africa, and the Middle East. Including the governorates 
of Cairo, Giza, and Qalyobiya and various new cities, the population 
reached 17 million people in 2006. In addition urbanization is rapid 
in the GCMA, where it is expected to reach 24 million in 2027 (World 
Bank 2010).

This tremendous traffic demand results in severe delays in travel, 
and thus it impacts not only commuting to jobs, but also the price of 
transportation (Felkner et al. 2012). The average person spends 500 
hours per year in traffic in the Cairo metropolitan area.a Average travel 
speeds in high-congestion time periods and locations range from 11 to 
20 kilometers per hour (km/h) (JICA 2003 and Nation Institute of Transit 
in EGSER 2008: 56, respectively). Furthermore, the JICA 2003 report 
projected a reduction of the travel speed from 19 to 12 km/h by 2020 
in the worst-case scenario. The most recent estimates indicate that the 
travel speed had fallen to around 12 km/h in 2005, notably because 
of increased car ownership associated with higher income growth and 
urbanization (World Bank 2010). Map 3.5 illustrates the relative level 
of the Volume to Capacity Index, which simply measures the number 
of vehicles and sum of the length of roads as a proxy of congestion.b 

Mitigating congestion and smart growth are at the forefront of the 
development agenda in Egypt. Even though the Egyptian government 
has actively pursued substantial efforts including new public transportation systems (e.g., metro), congestion persists. Recognizing this has 
economic implications as well as adverse environmental and public health effects, efforts to understand and mitigate congestion are useful 
to address the range of policy intervention options and investments to alleviate congestion, especially within the context of access to jobs 
and job growth.

a EgyptCarPoolers.com, http://www.egyptcarpoolers.com/cms.php?id=traffic_tips.
b See Felkner et al. (2012) for more details.

12 There is no qualitative change in the results when we in-
clude these groups.

MAP 3 .5 . volume Capacity Index

Source: World Bank 2012a.
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the labor market is one possibility. Residents of met-
ropolitan Egypt might have better connections to 
potential employers in metropolitan than nonresi-
dents, affording them better access to high-quality 
jobs or alternatively residents of metropolitan Egypt 
may have better access to impersonal search meth-
ods and thus be less reliant on connections than 
nonresidents; this latter explanation is consistent 
with the findings of Wahba and Zenou (2005).

when Commuting Is not an option, 
worker Mobility within Egypt Is Limited

Although commuting is very common in Egypt, 
permanent interregional migration is relatively rare. 
The ELMPS allows us to examine this in two dif-
ferent ways. First, in a cross-sectional analysis of 
the 2012 ELMPS, we find that only 8.4 percent of 
working-age respondents reported that they were 
born in a different region than the one in which 
they currently reside.13 Second, we can use the panel 
aspect of the ELMPS to track individuals between 
2006 and 2012 and measure how many changed 
their region of residence between survey years. This 
allows us to track recent rates of internal migra-
tion. Here we see that 1.2 percent of working-age 
Egyptians reported a different region of residence in 
2012 than they did in 2006. By contrast, we find 
a much higher 2.7 percent migration rate between 
1998 and 2006. Using a somewhat different meth-
odology, Wahba (2007) finds that the migration rate 
from 1998 to 2006 was higher than the migration 
rate from 1990 to 1998. Combining this evidence 

suggests that the migration rate in 1998–2006 is 
atypically high, and that the 2006–12 migration 
rate may be considered as a return to normal rather 
than a sudden downward trend.

As a result of this low rate of internal migration, and 
because the bulk of migration is within urban ar-
eas, Egypt’s urbanization rate has remained stagnant 
since the 1970s at 44 percent. In the 1970s Egypt 
had close to the median urbanization rate among 
MENA countries; today it has the second lowest 
(higher only than the Republic of Yemen), with 
the next lowest being the Syrian Arab Republic at 
56 percent. Urbanization has been slowed not only 
by the lack of migration, but also because what little 
migration occurs is frequently between the urban 
and metropolitan areas, and in addition substantial 
urban-rural migration is found. Table 3.7 reports 
the fraction of natives of each region who now reside 
in another region as reported in the 2012 cross sec-
tion. We see that urban Upper Egypt has the highest 
rates of outmigration, with 17.3 percent of natives 
reporting that they currently reside in a different 
region. Overall, 15 to 17 percent of those born in 
nonmetropolitan urban Egypt now reside in one of 
the other regions, mostly in metropolitan areas but 
some in their respective rural regions as well. The 
bulk of the internal migration occurs from urban 
areas into metropolitan areas. 

TABLE 3 .7 . Migration by Birth Region (Fraction of those Born in a Region Living in Each Region)

Current home region

Metropolitan Urban Lower Urban Upper Rural Lower Rural Upper

Birth region Metropolitan 94.5 0.9 0.6 2.6 1.5

Urban Lower 8.5 84.9 0.2 6.3 0.2

Urban Upper 10.9 0.7 82.7 0.5 5.2

Rural Lower 4.3 2.1 0.0 93.3 0.2

Rural Upper 5.3 0.1 2.1 0.4 92.1

Total 27.4 9.5 7.3 31.3 24.6

Source: ELMPS 2012.

13 This is very close to the 2009 migration rate of 8 percent 
based on CAPMAS’s Labor force surveys in Herrera and 
Badr (2012), and slightly higher than half the world average 
of 15 percent.
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The high rates of urban-metropolitan migration 
contrast with the relatively low rates of commuting 
found between those regions. Wahba (2007) notes 
that the jump in the migration rate from 1998 to 
2006 was accompanied by a decline in the commut-
ing rate over the same period and speculates that in-
terregional commuting and interregional migration 
can substitute for each other. The high rate of inter-
regional migration between areas with low rates of 
interregional commuting supports this idea, as we 
show later in this chapter.

However, these low levels of interregional migra-
tion mask much higher levels of intraregional mi-
gration and especially intragovernorate migration.14 
In 2012, 20.2  percent of working-age Egyptians 
lived in a different locality than they were born in 
and 15.5 percent lived in a different district. On-
ly 8.0 percent lived in a different governorate. We 
see similar patterns if we examine migration in the 
panel data: 14.1 percent of working-age individuals 
changed localities between 2006 and 2012, 5.4 per-
cent changed districts, and only 1.1 percent changed 
governorates. It is clear therefore that the majority of 
internal migration takes place within a governorate, 
and very few people cross governorate and regional 
boundaries.

Internal migrants of all kinds have very different 
characteristics than nonmigrants. Table 3.8 uses 
panel data to compare nonmovers (column 1) with 
those who changed localities within a district (col-
umn 2), those who changed district within a gover-
norate (column 3), those who changed governorates 
(column 4), and those who changed regions (col-
umn 5). Migrants are substantially younger than 
nonmigrants, and migrants who move further are 
younger than migrants who move shorter distances. 
We find that 44.1 percent of nonmigrants were be-
low the age of 30 as compared to 48.9 percent of 
locality migrants and 70.7  percent of governorate 
migrants. In addition, migrants are more likely to be 
women than nonmigrants, and this probability also 
roughly increases with distance. Educational attain-
ment also tends to increase with migration distance, 
especially at the margin of secondary attainment. 

The postsecondary graduation rate among migrants 
is 2 to 8 percentage points higher compared to non-
migrants, and the secondary graduation rate, el-
ementary graduation rate, and literacy rate are all 
4 to 15 percentage points higher. This is consistent 
with our findings earlier that the returns to living in 
metropolitan areas are greater for those with higher 
levels of education. The differences in migration 
patterns based on starting regions are more difficult 
to interpret; this is especially true because the size of 
localities and districts differ by region, as does the 
proximity of governorates. For instance, the fact that 
district movers and governorate movers are much 
more likely to come from metropolitan Egypt while 
regional movers are much less likely in part reflects 
the fact that the Greater Cairo area encompasses 
many governorates that are very close together, so 
that a move of equal distance is more likely to cross 
intergovernorate boundaries in metropolitan Egypt 
than in rural Egypt. 

Younger Egyptians are more likely to migrate than 
older Egyptians. Based on the 2006–12 panel data, 
we see that the cross-regional migration rate was 
2.3 percent for both teens and youth but dropped 
steadily to below 0.5 percent by age 55–59, and that 
this decline is not solely driven by the correlation 
of age with marital status and of marital status with 
probability of migration, because we observe very 
similar trends if we look at migration only among 
the married. This is to be expected, because people 
tend to accumulate more location- or job-specific 
human capital with, or deepen their ties to, local 
communities (Ritchey 1976).

However, it is also possible that this result is due 
to generational differences rather than age. We can 
investigate this using the ELMPS 2012 module on 
residential history, in which respondents report each 
change in residence they experienced since age 15. 
This allows us to determine where a respondent lived 
at age 29 (or any other age) and thus determine 

14 This result is once again consistent with the findings of 
Wahba (2007).
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whether they were an interregional migrant at that 
time, very similar to our earlier approach to gen-
erational changes in labor market outcomes.15 This 
measure shows us that interregional migration rates 
were actually substantially higher for earlier genera-
tions. Of the 1955–59 cohort, 10.8 percent reported 
that they were an interregional migrant at age 29, but 
of the cohort born 25  years later (1980–84), only 
6.5  percent reported interregional migration at age 
29 (figure 3.18). This generational decline in perma-
nent migration may be linked to the declining labor 
market for recent cohorts, either because mobility re-
strictions are inhibiting them from taking high-qual-
ity jobs or because the paucity of high-quality jobs is 
reducing the returns to migration. These generational 
trends also run opposite to the generational trends in 
commuting we have already seen; figure 3.19 shows 
this by plotting both trends together. 

The commonality of both short-distance migration 
and short-distance commuting and the rarity of 

TABLE 3 .8 . Migrant Attributes

Attribute (in 2006) Nonmigrant Locality District Governorate Region

Male 49.5 41.7 46.6 34.7 36.2

Female 50.5 58.3 53.5 65.3 63.8

Teen 16.6 18.3 19.6 25.7 27.2

Youth 14.9 16.8 21.7 27.1 24.7

Young adult 12.6 13.8 15.9 17.9 15.5

Early prime 37.4 33.1 33.0 23.1 27.6

Late prime 14.2 12.9 8.2 4.6 3.9

Graying 4.4 5.2 1.6 1.7 1.2

Literacy rate 69.6 74.0 76.2 83.1 83.5

Elementary graduation rate 63.7 69.5 71.5 78.1 78.2

Secondary graduation rate 44.7 50.7 49.1 58.2 58.5

Postsecondary graduation rate 14.1 16.8 21.9 19.2 19.0

Metropolitan 25.5 20.1 44.0 38.4 8.9

Urban Lower 11.0 8.0 5.7 5.2 13.1

Urban Upper 8.1 3.6 4.3 4.2 13.2

Rural Lower 31.4 47.2 7.3 27.2 38.5

Rural Upper 24.1 21.1 38.7 25.1 26.3

Never married 30.27 33.9 42.0 61.7 51.46

Currently married 63.79 60.9 54.0 34.6 44.78

Widowed/divorced 5.94 5.2 4.0 3.7 3.75

Source: ELMPS 2006, 2012.

15 The interregional migration rate here is the number of 
Egyptians reporting that they lived in a region of Egypt 

FIGURE 3 .18 .  Migration Rates by Birth Cohort

0.00

Migrant at age 20 Migrant at age 24 Migrant at age 29

19
55

–1
95

9

19
60

–1
96

4

19
65

–1
96

9

19
70

–1
97

4

19
75

–1
97

9

19
80

–1
98

4

19
85

–1
98

9

19
90

–1
99

4

0.02

0.04

0.06

0.08

0.10

0.12

Source: ELMPS 2012.



MORE JOBS, BETTER JOBS: A PRIORITY FOR EGYPT68

long-distance migration suggest that internal migra-
tion is not bridging the gap between the markets of 
nearby and distant Egypt, creating labor market seg-
mentation between close and distant regions. This 
makes the anemic formal private sector in distant 
Egypt an issue of greater concern for policy makers. 
In Lower Egypt and nearby Upper Egypt, the lack 
of formal private sector job creation outside the core 
can be compensated for by faster job creation in the 
core and increased rates of commuting and short-
distance migration. But for distant Upper Egypt, 
commuting is not an option, and so the concentra-
tion of formal employment may be a much larger 
constraint on their access to good jobs.

when Commuting Is not an option, 
Egyptians Look Beyond Egypt

A substantial number of Egyptians work outside 
Egypt. In 2012, 6.1  percent of Egyptian house-
holds reported that at least one former member of 
the household is currently living abroad. This of 

course understates the degree of international mi-
gration, because it excludes entire households that 
have migrated to another country and does not con-
sider international migrants who have subsequently 
returned to Egypt (noted in Wahba 2007). The ma-
jority of these immigrants (71.3 percent) live in the 
Persian Gulf countries, with 44.5 percent living in 
Saudi Arabia alone. A further 21.2 percent live in 
other parts of MENA, with 7.2 percent living in Eu-
rope and North America.

International migrants are overwhelmingly male 
(96.8 percent) and are very different from average 
male Egyptians (table 3.9). They are substantially 
better educated than male Egyptians living within 
the country, with a 26.4  percent postsecondary 
graduation rate compared to 19.1  percent, and a 
secondary graduation rate of 74.4  percent (com-
pared to 53.9  percent). International migrants are 
also much more concentrated in the young adult 
and early prime age groups than nonmigrant men, 
with 79.4  percent of international migrants being 
between the ages of 25 and 39 compared to only 
54.5 percent of nonmigrant men. 

Much of the international migration we observe 
is likely to be the equivalent of temporary work 

TABLE 3 .9 .  Characteristics of International 
Migrations

All men age 
15–64

Male 
international 
migrants age 

15–64

Teen 14.0 0.4

Youth 14.9 10.7

Young adult 14.6 21.7

Early prime 39.9 57.7

Late prime 12.2 7.6

Graying 4.5 2.0

Literacy rate 83.2 88.3

Elementary graduation rate 78.7 82.3

Secondary graduation rate 53.9 74.4

Postsecondary graduation rate 19.1 26.4

Source: ELMPS 2012.

other than their region of birth at age 29, divided by the 
number of Egyptians reporting that they lived in Egypt at 
age 29. In other words, those who lived abroad were not 
included.

FIGURE 3 .19 .  Migration and Commuting 
Rates by Generation
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migration rather than permanent migration. Al-
though it is difficult to directly measure an interna-
tional migrant’s intention to return, we see indirect 
clues that many international migrants are tempo-
rary rather than permanent migrants. By construc-
tion, in the ELMPS every household must have a 
household head that does not currently live abroad. 
This results in a substantial fraction of women that 
are labeled as the “household head” because their 
husbands, the primary earners of the household, live 
and work abroad. More than half of international 
migrants from Egypt are reported as being the hus-
band of a female household head in the ELMPS.

International migrants are much more likely to 
come from the periphery than from the core, sug-
gesting that international migration is taking the 
place of internal migration in distant governorates. 
Only 3.3  percent of households in metropolitan 
Egypt contain an international migrant, which rises 
steadily along the core-periphery dimension and at-
tains a maximum of 10.6 percent of households in 
rural Upper Egypt (table 3.10). When we consider 
only distant rural Upper Egypt, the prevalence in-
creases to 13.3 percent. Coupled with the low rates 
of long-distance internal migration previously ob-
served, it is reasonable to conclude that the lack of a 
formal private sector in distant Upper Egypt and the 
systematic exclusion of recent generations from the 
public sector has been one driver of international 
migration. 

International migration is highly dependent on 
connections, and continued dependence on inter-
national migration if left unchecked could result 

in persistent inequality. Overall, 69.7  percent of 
employed international migrants between the ages 
of 25 and 39 reported that a household member, 
relative, or acquaintance helped them acquire their 
current job, 30  percentage points higher than the 
equivalent figure of 39.8 percent for similarly aged 
men who work domestically.16 This dependence on 
connections could lead to a situation in which the 
ability to work abroad is passed within a narrow 
set of people, who will continue to experience ad-
vantages over equally educated men from different 
backgrounds.

Even though low internal migration rates mask sub-
stantial worker mobility in the form of commuting 
and, to some extent, international migration, these 
have not been nearly enough to eliminate spatial 
segmentation. Moreover, the fact that Egypt’s re-
gions have converged in outcomes does not mean 
that spatial disparities should not be of concern to 
policy makers. On the one hand, convergence has 
occurred through deterioration in formality rates 
in the core. On the other hand, Egypt faces large 
demographic challenges caused by the unusual size 
of the echo generation (as discussed in chapter 2). 
However, although all regions of Egypt follow the 
same overall boom-echo pattern, the timing of the 
boom and echo and the depth of the dip differ from 
region to region. As we move from core to periph-
ery, the boom generation becomes younger, and the 
population dip becomes shorter and shallower. As is 
frequently the case, the sharpest contrast is between 
metropolitan Egypt and rural Upper Egypt (figures 
3.20 and 3.21). In metropolitan Egypt, the leading 
edge of the boom generation has already entered 
their early 30s, so for the next 10 years, the fraction 
of the population in the high-unemployment 20–29 
age group will decline from 18 to 14 percent, and 
it will be fully 20 years before metropolitan Egypt 
will have a larger percentage of its population aged 
20–29. However, in rural Upper Egypt, the fraction 
of the population in the 20–29 age group is set to 
stay at 20 percent for the next 15  years, at which 

16 This figure increases to 48 percent if men working in the 
public sector are excluded.

TABLE 3 .10 .  Percentage of households with 
Current International Migrant

Metropolitan 3.3

Urban Lower 4

Urban Upper 4.6

Rural Lower 6.5

Rural Upper 10.6

Source: ELMPS 2012.
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point it will increase to 22  percent and is likely 
to continue rising moving forward. This is likely 
to be driven at least in part by population growth 
in distant Upper Egypt. The differential timing of 

demographic pressure makes it important to ease 
labor mobility even in the short term to bridge the 
distance between jobs and people, especially in dis-
tant Egypt. 

FIGURE 3 .20 .  Metropolitan Egypt
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FIGURE 3 .21 .  Rural upper Egypt
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ANNEX TABLE 3 .1 . Gaps in wages, Formal Employment, and unemployment, 2012

Outcome
Log monthly 

wages
Probability of formal 

employment Probability of unemployment
Log monthly 

wages

Sample

Male wage 
earners age 

15–64
(1)

 Male
labor force 
participants 
age 15–64

(2)

Female 
labor force 
participants 
age 15–64

(3)

 Male
labor force 
participants 
age 15–29

(4)

Female 
labor force 
participants 
age 15–29

(5)

Male wage 
earners age 
15–64, near 
Egypt only

(6)

Urban Lower (Yes = 1) −0.19***
(0.03)

−0.089***
(0.019)

−0.153***
(0.036)

−0.009
(0.014)

0.160***
(0.056)

−0.19***
(0.03)

Urban Upper (Yes = 1) −0.21***
(0.03)

−0.083***
(0.018)

−0.067*
(0.037)

−0.027**
(0.011)

0.086
(0.056)

−0.18***
(0.04)

Rural Lower (Yes = 1) −0.26***
(0.03)

−0.066***
(0.016)

−0.227***
(0.033)

−0.052***
(0.012)

0.164***
(0.046)

−0.25***
(0.03)

Rural Upper (Yes = 1) −0.17***
(0.03)

−0.141***
(0.017)

−0.168***
(0.039)

−0.070***
(0.011)

0.063
(0.058)

−0.11***
(0.04)

Literate (Yes = 1) 0.04
(0.05)

0.233***
(0.034)

0.422***
(0.089)

0.008
(0.041)

0.306*
(0.170)

0.03
(0.05)

Elementary (Yes = 1) 0.08***
(0.03)

0.255***
(0.023)

0.518***
(0.049)

−0.016
(0.021)

0.258**
(0.101)

0.07**
(0.03)

Secondary (Yes = 1) 0.18***
(0.03)

0.412***
(0.019)

0.758***
(0.035)

0.046**
(0.021)

0.635***
(0.057)

0.19***
(0.03)

Postsecondary (Yes = 1) 0.44***
(0.03)

0.596***
(0.016)

0.875***
(0.024)

0.125***
(0.036)

0.545***
(0.064)

0.44***
(0.04)

Age 20–24 (Yes = 1) 0.19***
(0.05)

0.348***
(0.077)

0.196
(0.141)

0.003
(0.016)

0.058
(0.078)

0.21***
(0.06)

Age 25–29 (Yes = 1) 0.29***
(0.05)

0.505***
(0.064)

0.354***
(0.124)

−0.055***
(0.017)

−0.108
(0.078)

0.35***
(0.06)

Age 30–34 (Yes = 1) 0.37***
(0.05)

0.588***
(0.053)

0.401***
(0.115)

0.45***
(0.06)

Age 35–39 (Yes = 1) 0.44***
(0.05)

0.632***
(0.044)

0.549***
(0.076)

0.48***
(0.06)

Age 40–44 (Yes = 1) 0.47***
(0.06)

0.652***
(0.035)

0.602***
(0.050)

0.53***
(0.06)

Age 45–49 (Yes = 1) 0.52***
(0.05)

0.689***
(0.024)

0.664***
(0.030)

0.57***
(0.06)

Age 50–54 (Yes = 1) 0.55***
(0.06)

0.690***
(0.020)

0.663***
(0.027)

0.60***
(0.06)

Age 55–59 (Yes = 1) 0.70***
(0.06)

0.695***
(0.017)

0.628***
(0.024)

0.79***
(0.07)

Age 60–64 (Yes = 1) 0.31***
(0.11)

0.554***
(0.047)

0.497***
(0.126)

0.35***
(0.13)

Constant 6.40***
(0.05)

6.34***
(0.06)

Observations 8,234 11,704 3,478 4,398 1,369 6,008

R2 0.13 0.15

Pseudo-R 2 0.221 0.381 0.0965 0.122

Source: ELMPS 2012.
Note: Robust standard errors in parentheses. ***p<0.01, **p<0.05, *p<0.1.

Annex 3 .1
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ANNEX TABLE 3 .2 . Changes in Gaps over time, 1998–2012

Outcomes
Log monthly 

wages

Probability 
of formal 

employment

Probability 
of formal 

employment
Probability of 

unemployment
Probability of 

unemployment

Sample

Male wage-
workers age 

15–64
(1)

Male labor force 
participants age 

15–64
(2)

Female 
labor force 

participants age 
15–64

(3)

Male labor force 
participants age 

15–29
(4)

Female 
labor force 

participants age 
15–29

(5)

Round: 2006 (Yes = 1) 0.16***

(0.02)

−0.102***

(0.018)

−0.080***

(0.031)

−0.008

(0.014)

−0.104**

(0.046)

Round: 2012 (Yes = 1) 0.16***

(0.03)

−0.181***

(0.019)

−0.033

(0.038)

−0.008

(0.017)

−0.069

(0.052)

Urban Lower (Yes = 1) −0.28***

(0.03)

−0.041*

(0.024)

−0.049

(0.037)

0.017

(0.020)

0.192***

(0.061)

Urban Lower interacted with

      Round: 2006 0.05

(0.04)

−0.004

(0.028)

−0.020

(0.047)

−0.022

(0.019)

0.040

(0.078)

      Round: 2012 0.09**

(0.04)

−0.055*

(0.030)

−0.107**

(0.047)

−0.024

(0.020)

−0.032

(0.078)

Urban Upper (Yes = 1) −0.34***

(0.03)

−0.033

(0.023)

0.069*

(0.039)

−0.007

(0.016)

0.014

(0.060)

Urban Upper interacted with

      Round: 2006 0.06*

(0.04)

−0.010

(0.027)

−0.064

(0.042)

−0.002

(0.022)

0.042

(0.080)

      Round: 2012 0.13***

(0.04)

−0.054*

(0.028)

−0.131***

(0.043)

−0.029

(0.019)

0.070

(0.083)

Rural Lower (Yes = 1) −0.35***

(0.03)

−0.128***

(0.023)

−0.094**

(0.045)

0.035*

(0.019)

0.179***

(0.059)

Rural Lower interacted with

      Round: 2006 0.03

(0.04)

0.042

(0.028)

0.010

(0.057)

−0.056***

(0.013)

0.010

(0.073)

      Round: 2012 0.09**

(0.04)

0.060**

(0.029)

−0.135***

(0.049)

−0.072***

(0.011)

−0.014

(0.073)

Rural Upper (Yes = 1) −0.45***

(0.03)

−0.194***

(0.023)

−0.111**

(0.054)

−0.023

(0.018)

0.043

(0.080)

Rural Upper interacted with

      Round: 2006 0.15***

(0.04)

0.051*

(0.030)

−0.097*

(0.059)

−0.057***

(0.014)

−0.100

(0.084)

      Round: 2012 0.27***

(0.04)

0.052

(0.033)

−0.069

(0.063)

−0.058***

(0.015)

0.034

(0.098)

Literate (Yes = 1) 0.09***

(0.03)

0.274***

(0.019)

0.361***

(0.064)

0.005

(0.025)

0.266**

(0.129)

Elementary (Yes = 1) 0.10***

(0.02)

0.300***

(0.016)

0.513***

(0.038)

0.006

(0.016)

0.289***

(0.069)

Secondary (Yes = 1) 0.18***

(0.02)

0.453***

(0.014)

0.736***

(0.025)

0.119***

(0.017)

0.686***

(0.038)

Postsecondary (Yes = 1) 0.42***

(0.02)

0.594***

(0.011)

0.852***

(0.017)

0.256***

(0.030)

0.624***

(0.044)

(continued on next page)
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ANNEX TABLE 3 .2 . Changes in Gaps over time, 1998–2012

Outcomes
Log monthly 

wages

Probability 
of formal 

employment

Probability 
of formal 

employment
Probability of 

unemployment
Probability of 

unemployment

Sample

Male wage-
workers age 

15–64
(1)

Male labor force 
participants age 

15–64
(2)

Female 
labor force 

participants age 
15–64

(3)

Male labor force 
participants age 

15–29
(4)

Female 
labor force 

participants age 
15–29

(5)

Age 20–24 (Yes = 1) 0.18***

(0.03)

0.225***

(0.032)

0.077

(0.057)

−0.020**

(0.009)

0.014

(0.036)

Age 25–29 (Yes = 1) 0.28***

(0.03)

0.406***

(0.026)

0.282***

(0.054)

−0.094***

(0.010)

−0.153***

(0.035)

Age 30–34 (Yes = 1) 0.33***

(0.03)

0.509***

(0.022)

0.420***

(0.049)

Age 35–39 (Yes = 1) 0.39***

(0.03)

0.575***

(0.018)

0.571***

(0.037)

Age 40–44 (Yes = 1) 0.45***

(0.03)

0.618***

(0.014)

0.651***

(0.026)

Age 45–49 (Yes = 1) 0.52***

(0.03)

0.639***

(0.012)

0.679***

(0.020)

Age 50–54 (Yes = 1) 0.58***

(0.03)

0.640***

(0.010)

0.667***

(0.021)

Age 55–59 (Yes = 1) 0.67***

(0.04)

0.639***

(0.009)

0.643***

(0.019)

Age 60–64 (Yes = 1) 0.34***

(0.07)

0.525***

(0.020)

0.547***

(0.064)

Constant 6.26***

(0.03)

Observations 17,634 26,177 8,387 9,917 3,408

R2 0.203

Pseudo-R2 0.253 0.419 0.123 0.189

Source: ELMPS 1998, 2006, 2012.
Note: Robust standard errors in parentheses. ***p<0.01, **p<0.05, *p<0.1.

(continued)



MORE JOBS, BETTER JOBS: A PRIORITY FOR EGYPT74

ANNEX TABLE 3 .3 . determinants of Commuting

Outcome Probability of Commuting to Metropolitan Egypt

Sample

Workers in near Egypt Living Outside Metropolitan Egypt, Age 15–64

Both sexes
(1)

Men only
(2)

Men only
(3)

Both sexes
(4)

Men only
(5)

Men only
(6)

Literate (Yes = 1) 0.043**

(0.021)

0.051**

(0.024)

0.045*

(0.024)

0.028

(0.021)

0.034

(0.023)

0.033

(0.023)

Elementary (Yes = 1) 0.042***

(0.013)

0.048***

(0.015)

0.039***

(0.015)

0.020

(0.013)

0.024*

(0.014)

0.025*

(0.014)

Secondary (Yes = 1) 0.070***

(0.010)

0.083***

(0.013)

0.069***

(0.013)

0.054***

(0.010)

0.064***

(0.013)

0.064***

(0.013)

Postsecondary (Yes = 1) 0.087***

(0.012)

0.103***

(0.016)

0.075***

(0.016)

0.070***

(0.012)

0.086***

(0.016)

0.077***

(0.017)

Youth (Yes = 1) 0.049*

(0.025)

0.047*

(0.028)

0.052*

(0.028)

0.054**

(0.026)

0.052*

(0.029)

0.061**

(0.029)

Young adult (Yes = 1) 0.071***

(0.023)

0.077***

(0.026)

0.094***

(0.029)

0.072***

(0.023)

0.082***

(0.026)

0.106***

(0.030)

Early prime (Yes = 1) 0.051**

(0.022)

0.055**

(0.024)

0.086***

(0.029)

0.049**

(0.022)

0.052**

(0.024)

0.092***

(0.030)

Late prime (Yes = 1) 0.052**

(0.024)

0.043

(0.026)

0.083***

(0.031)

0.053**

(0.024)

0.047*

(0.027)

0.092***

(0.033)

Graying (Yes = 1) −0.002

(0.025)

−0.007

(0.027)

0.034

(0.032)

−0.010

(0.026)

−0.012

(0.029)

0.033

(0.034)

Urban Upper (Yes = 1) 0.036***

(0.013)

0.044***

(0.017)

0.048***

(0.017)

Rural Lower (Yes = 1) 0.066***

(0.008)

0.075***

(0.010)

0.090***

(0.011)

Rural Upper (Yes = 1) 0.116***

(0.015)

0.136***

(0.018)

0.156***

(0.019)

Currently married (Yes = 1) −0.029

(0.018)

−0.039**

(0.019)

Divorced/ widowed (Yes = 1) −0.081**

(0.033)

−0.082**

(0.036)

Father literate (Yes = 1) 0.004

(0.012)

−0.007

(0.012)

Father secondary (Yes = 1) −0.042*

(0.025)

−0.036

(0.025)

Father postsecondary (Yes = 1) 0.006

(0.033)

0.013

(0.032)

Mother literate (Yes = 1) −0.022

(0.016)

−0.014

(0.015)

Mother secondary (Yes = 1) 0.050

(0.033)

0.055*

(0.032)

(continued on next page)
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ANNEX TABLE 3 .3 . determinants of Commuting

Outcome Probability of Commuting to Metropolitan Egypt

Sample

Workers in near Egypt Living Outside Metropolitan Egypt, Age 15–64

Both sexes
(1)

Men only
(2)

Men only
(3)

Both sexes
(4)

Men only
(5)

Men only
(6)

Mother postsecondary (Yes = 1) 0.175**

(0.069)

0.148**

(0.062)

Father in public sector (Yes = 1) 0.032**

(0.015)

0.006

(0.015)

Father farmer (Yes = 1) −0.034***

(0.013)

−0.009

(0.014)

Female (Yes = 1) −0.092***

(0.007)

−0.086***

(0.007)

Constant −0.046*

(0.024)

−0.066**

(0.027)

−0.062**

(0.029)

0.027

(0.023)

0.020

(0.025)

0.023

(0.028)

Locality dummies No No No Yes Yes Yes

Observations 7,584 6,074 6,073 7,584 6,022 6,073

R2 0.041 0.030 0.043 0.184 0.192 0.196

Source: ELMPS 2012.
Note: Robust standard errors in parentheses. ***p<0.01, **p<0.05, *p<0.1.

(continued)

ANNEX TABLE 3 .4 Commuter Job Characteristics, Men Age 15–64

Noncommuters
District 

commuters
Governorate 
commuters Region commuters

Sector Formal private 10.2 24.8 26.6 19.0

Public 23.7 27.5 22.9 22.3

Informal 49.6 46.7 50.1 57.4

Farm 16.5 1.0 0.5 1.4

Industry Agriculture 27.1 4.9 4.5 7.1

Manufacturing 13.8 21.3 24.0 18.8

Construction 7.5 21.9 24.6 29.3

Wholesale and retail 16.6 12.3 11.0 9.6

Transportation and storage 6.9 13.7 9.4 13.5

Professional services 3.1 5.8 4.1 3.0

Public administration 7.3 8.2 6.5 7.8

Social services 10.4 5.5 3.9 4.6

Other services 7.2 6.5 12.0 6.5

Wage Average monthly wage 1,043.1 1,433.4 1,286.6 1,146.4

Source: ELMPS 2012.
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ANNEX TABLE 3 .5 . Returns to Living vs. Commuting in Metropolitan Egypt

Outcome Log monthly wage Log monthly wage Log monthly wage

Sample

Male workers living and/or 
commuting to metropolitan 

Egypt
(1)

Male workers living and/or 
commuting to metropolitan 

Egypt
(2)

Male workers living and/or 
commuting to metropolitan 

Egypt
(3)

Working in metropolitan Egypt (Yes = 1) 0.122***

(0.030)

0.068**

(0.034)

0.052

(0.035)

Living in metropolitan Egypt (Yes = 1) 0.136***

s(0.034)

0.078**

(0.037)

0.074**

(0.037)

Log commute time (one way, minutes) 0.036***

(0.012)

0.018

(0.012)

Literate (Yes = 1) 0.033

(0.052)

0.008

(0.053)

−0.012

(0.052)

Elementary (Yes = 1) 0.085**

(0.035)

0.052

(0.037)

0.033

(0.036)

Secondary (Yes = 1) 0.211***

(0.031)

0.120***

(0.034)

0.073**

(0.036)

Postsecondary (Yes = 1) 0.455***

(0.035)

0.216***

(0.039)

0.106**

(0.046)

Father literate (Yes = 1) −0.010

(0.025)

−0.011

(0.025)

Father secondary (Yes = 1) −0.001

(0.053)

−0.009

(0.048)

Father postsecondary (Yes = 1) 0.007

(0.057)

0.004

(0.052)

Mother literate (Yes = 1) 0.052*

(0.030)

0.050*

(0.029)

Mother secondary (Yes = 1) 0.094*

(0.057)

0.114**

(0.051)

Mother postsecondary (Yes = 1) 0.184**

(0.088)

0.176**

(0.082)

Father in public sector (Yes = 1) 0.014

(0.027)

0.029

(0.028)

Father farmer (Yes = 1) 0.031

(0.029)

0.020

(0.028)

Age 20–24 (Yes = 1) 0.202***

(0.062)

0.000

(0.000)

0.230***

(0.062)

Age 25–29 (Yes = 1) 0.315***

(0.060)

0.197***

(0.063)

0.323***

(0.060)

Age 30–34 (Yes = 1) 0.421***

(0.061)

0.315***

(0.061)

0.410***

(0.061)

Age 35–39 (Yes = 1) 0.459***

(0.065)

0.406***

(0.061)

0.465***

(0.064)

(continued on next page)
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ANNEX TABLE 3 .5 . Returns to Living vs. Commuting in Metropolitan Egypt

Outcome Log monthly wage Log monthly wage Log monthly wage

Sample

Male workers living and/or 
commuting to metropolitan 

Egypt
(1)

Male workers living and/or 
commuting to metropolitan 

Egypt
(2)

Male workers living and/or 
commuting to metropolitan 

Egypt
(3)

Age 40–44 (Yes = 1) 0.539***

(0.066)

0.468***

(0.065)

0.509***

(0.067)

Age 45–49 (Yes = 1) 0.559***

(0.063)

0.529***

(0.067)

0.532***

(0.065)

Age 50–54 (Yes = 1) 0.562***

(0.066)

0.543***

(0.064)

0.526***

(0.069)

Age 55–59 (Yes = 1) 0.779***

(0.073)

0.539***

(0.067)

0.668***

(0.074)

Age 60–64 (Yes = 1) 0.326**

(0.128)

0.728***

(0.074)

0.330***

(0.127)

Wealth decile dummies No Yes Yes

Industry dummies No No Yes

Occupation dummies No No Yes

Sector dummies No No Yes

Constant 6.100***

(0.059)

5.973***

(0.083)

6.340***

(0.197)

Observations 5,298 5,232 5,216

R2 0.161 0.205 0.246

Source: ELMPS 2012.
Note: Robust standard errors in parentheses. ***p<0.01, **p<0.05, *p<0.1.

(continued)
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separate but not Equal: Gender 
Inequality in the Labor Market

Female labor force participation in Egypt has remained low for many years and is poised to drop fur-
ther in the near future. As is the case for men, recent generations of Egyptian women have experienced 
mounting difficulties in acquiring high-quality employment despite rising educational attainment; for 
women, this problem has been compounded by their near-absence from the formal private sector. This 
disconnect can be attributed in large part to gender wage gaps in the private sector and a higher effective 
cost of commuting experienced by women relative to men due to social norms, safety concerns, and the 
inflexible work schedules entailed by long commutes. Although married life and labor force participation 
are apparently becoming more compatible over time, the poor labor market opportunities available to 
women have been an important factor driving the surprising recent increases in fertility. 

4

Countries in the MENA region have the lowest 
female labor force participation (LFP) rates in the 
world, and Egypt is no exception. Egypt’s female 
LFP rate in 2012 was 23 percent, slightly lower than 
the MENA average of 25  percent. Men in Egypt 
and other MENA countries, however, participate in 
the labor force at the same rates as in other parts 
of the world; in Egypt, 80 percent of working-age 
men are employed or actively seeking work, and the 
bulk of nonparticipants are either students, retired, 
or serving their mandatory military service. Across 
rural, urban, and metropolitan Egypt, the female 
LFP in 2012 was less than a third that of men. It is 
therefore no surprise that the 2013 Global Gender 
Gap report ranks Egypt 125th of 136 countries in 
terms of women’s economic opportunity.

Based on evidence from other countries, Egypt’s 
female labor force participation rate should be in-
creasing over time; however, this has not been hap-
pening over the last 14 years. Many cross-country 

studies have noted an empirical relationship be-
tween income levels and women’s participation in 
the workforce (Mammon and Paxson 2000; Goldin 
1995). At low levels of per capita income, women 
tend to work more; and as incomes increase, partici-
pation declines and eventually rises as the country 
gets richer and women get more educated. Given 
Egypt’s level of income, its female labor force par-
ticipation rate should be rising, but we have instead 
seen stagnation or decline. The stagnation of the fe-
male labor force participation rate is indicative of 
the many hurdles Egyptian women face in finding 
high-quality employment.

Young Women Are Dropping Out of 
the Workforce

Women in Egypt face multiple differences from 
men in the labor market: a lower labor force par-
ticipation rate, a higher unemployment rate, and a 
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much lower formal private sector employment rate. 
Female labor force participation in Egypt is not only 
low1 but has also shown little sign of increasing over 
the last 15 years, moving from 21 percent in 1998 to 
27 percent in 2006, before dropping back down to 
23 percent in 2012. It is only one factor contributing 
to high rates of joblessness among Egyptian women: 
They also suffer from an extremely high unemploy-
ment rate, to the point where women now make up 
the majority of job seekers despite their low levels of 
labor force participation. The formal employment 
share for women is higher than for men (60 percent 
of women’s jobs are formal compared to 41 percent 
of men’s jobs), but they are much more dependent 
on the public sector for employment. The formal 
private sector employs only 1.5 percent of women 
of working age compared to 12.5 percent of men in 
2012 (figure 4.1), and the informal private sector is 
also far smaller, employing only 4 percent of women 
compared to 38 percent of men. 

The volatility in women’s employment that we ob-
served in chapter 1 is likely due to volatility in agri-
cultural employment. Although the ELMPS is not 
ideally constructed for the analysis of agricultural 
employment (see box 2.2), the sharp changes in 
farm employment we observe in figure 4.1 strong-
ly suggest that agriculture is a particularly volatile 
sector. Although a larger fraction of men are in the 
farm sector than women, overall employment is 

lower for women, and thus their employment rate 
will respond strongly to changes in agricultural 
employment.

As is the case with young men, young women have 
much worse labor market outcomes than older 
women and have experienced recent declines in la-
bor force participation. During this time of stagnant 
female labor force participation, we have also seen a 
dramatic decline in LFP for young women (those 
aged 15–29) between 2006 and 2012, dropping 
from 22.7 to 18.6  percent, mostly attributable to 
declines in the farm sector and the informal private 
sector (figure 4.2). Labor force participation upon 
entry has also been declining for recent cohorts of 
educated women, which we can see using the retro-
spective employment history module of the ELMPS. 
Women with secondary or postsecondary education 
have experienced large declines in labor force par-
ticipation at age 20 (for secondary graduates) or 
age 24 (for postsecondary graduates), dropping by 

1 We use the “market” definition of labor force participation 
with search required (which does not include subsistence 
workers are members of the labor force, or individuals who 
are not actively searching for jobs). By the extended defini-
tion, female LFP is higher and stable between 1998 and 
2006 but experienced a large decline between 2006 and 
2012; this is because of women reporting less subsistence 
agriculture.

FIGURE 4 .1 .  Female Labor Force outcomes, 
Ages 15–64

0

Formal private Public Informal private
Farm Unemployed

5
10
15
20
25
30

1998 2006 2012

Source: ELMPS 1998, 2006, 2012.

FIGURE 4 .2 .  Female Labor Force outcomes, 
Ages 15–29
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30–35 percentage points for both groups since the 
1955–1959 cohort (figure 4.3). This is even more 
notable because our retrospective measure of labor 
force participation tends to understate participation 
among older cohorts.2 

While women’s overall formal employment to popu-
lation ratio has not changed materially over the last 
14  years, dramatic changes have occurred within 
individual age categories, and clear evidence exists 
of generational inequality. Although the formal em-
ployment to population ratio has been stable at ap-
proximately 10 percent for the last 14 years, this is 
due to the fact that a few cohorts of women have 
had consistently good labor market outcomes while 
other cohorts have failed to find formal jobs. There 
have been large increases in formal employment for 
women between the age of 45 and 59 (roughly 7 
to 12 percent in each five-year age bracket) paired 
with decreases in formal employment for younger 
women (roughly 5 percent for women between age 
30 and age 39) (figure 4.4). The age bracket with 
the highest level of formal sector employment in-
creases over this period, tracking the labor market 
conditions of a single cohort. For the last 14 years, 
the 1960–64 cohort has always had the highest 

formal employment to population ratio, although it 
declined somewhat between 2006 and 2012 (most 
likely due to retirement). The formal labor market 
for women is thus dominated by a cohort of wom-
en whose entrance into the labor market coincided 
with a time when the government guaranteed pub-
lic sector employment to everyone with secondary 
education.3 

FIGURE 4 .3 .  Female LFP Among Labor Market 
Entrants by Birth Cohorts
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FIGURE 4 .4 .  Formal Female Employment to 
Population Ratio
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2 Because of the structure of the ELMPS, only women who 
ever held a job are asked to report their labor force status 
history. Women who are currently not in the labor force 
and who never held a job are categorized as “not in labor 
force” at all ages. This could result in underreporting of the 
labor force participation rate, because some women may 
have been searching for a job at age 24 but never obtained 
one and left the labor force; those women will be incorrectly 
categorized as “not in labor force at age 24.” All things be-
ing equal, this will be a larger problem for women from 
earlier cohorts. A 25-year-old woman who has been un-
employed since age 23 will be recorded as “unemployed at 
age 24” (and thus as a labor force participant), whereas a 
30-year-old women who was similarly unemployed from 
ages 23 to 25, never found a job, and then subsequently left 
the labor force will be reported as “not in labor force” at age 
24. Also, those who report that they were in school at age 
20 or 24 are excluded entirely.

3 The stability of women’s formal employment (unlike men’s, 
which has been decreasing) is due to the stability of em-
ployment for women already employed in the public sector 
and the fact that women in the public sector are somewhat 
younger on average than men in the public sector, and so 
fewer of them have retired over the last 15 years.
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This stagnation in formal employment is occurring 
despite dramatic improvements in women’s educa-
tional attainment, which has been rising even faster 
than men’s over the same period. Women born be-
tween 1945 and 1949 had a literacy rate of 27 per-
cent, a secondary graduation rate of 11 percent, and 
a postsecondary graduation rate of only 6 percent, 
whereas for women born 40 years later the rates are 
84, 69, and 28  percent, respectively (figure 4.5). 
We have also seen tremendous convergence be-
tween male and female education over this period. 
The gender gap in secondary graduation rates was 
21.2 percentage points for the 1955–59 cohort, but 
this has subsequently narrowed to a barely percepti-
ble 3.1 percentage point gap; the postsecondary gap 
has disappeared entirely (figure 4.6). This gap is nar-
rowing due to catching up in women’s educational 
attainment in the core metropolitan areas (figure 
4.7). For older cohorts, the low gender gaps in rural 
Upper and Lower Egypt stem from low levels of sec-
ondary education for both men and women. Over 
time, we see that as gaps in secondary education be-
tween men and women come down in metropoli-
tan and urban Egypt, gaps increase in rural Egypt 
as men become more likely to complete secondary 

education. For the youngest cohorts today, these 
gaps in rural Lower Egypt have been almost elimi-
nated as both men and women attain secondary 
schooling. However, significant gender disparities 
remain in rural Upper Egypt. 

Employment opportunities for women outside the 
public sector have not expanded, which has led to de-
clining returns to education and particularly declin-
ing returns to secondary education. Figure 4.8 plots 
the formal employment-population ratio for older 
and younger women by education level: 74 percent 
of women aged 55–59 with postsecondary educa-
tion were formally employed in 2012 compared to 
62 percent of those with secondary education and 
only 2  percent of those who were literate but did 
not complete secondary education. For these wom-
en, secondary education appears to be a prerequisite 
for formal sector employment, whereas postsecond-
ary education is helpful but not essential. However, 
for women aged 25–29, these numbers dropped to 
31 percent for postsecondary education, 6 percent 
for secondary education, and 1  percent for liter-
ate without secondary education. The decline does 
cut across educational status, but because the drop 
is the largest for women with secondary education 

FIGURE 4 .5 .  Educational Attainment of 
women, by Birth Cohort
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FIGURE 4 .6 .  secondary Graduation Rates by 
Gender and Birth Cohort
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(56 percentage points, compared to 31 percentage 
points for women with postsecondary education), 
secondary education by itself no longer appears to 
be of much use for young Egyptian women. These 
findings are confirmed by regression analysis includ-
ing the interaction of age and education as well as 
controls for other characteristics; see annex table 
4.1 for results.4 This also appears to be an issue of 

generation rather than simply age, as it is for men. 
It is not simply that women take time to age in-
to formal employment, because the older cohorts 
of women had formal employment even from a 
relatively young age. The declining availability of 
high-quality employment is one of several possible 

4 Since the ELMPS gathers fertility data only on women be-
low the age of 50, we present specifications for women aged 
15–49 that include dummies for presence of children at dif-
ferent ages (columns 1, 3, 5) and for women aged 15–64 that 
do not (columns 2, 4, 6). We find that among 25–29-year-
old women (the excluded category) postsecondary educa-
tion increases the probability of formal employment by 
approximately percentage points (relative to illiteracy), and 
secondary education increases it by only 15–17 percentage 
points. We can firmly reject the possibility that these effects 
are statistically equal. Among 45–49  year olds, however, 
we find that postsecondary education improves the prob-
ability of formal employment by 75 percentage points, and 
secondary education improves it by 57 percentage points, 
a much smaller gap. When we extend the analysis to older 
women by removing the controls for children, we find that 
the gap disappears past age 50. We see similar patterns in 
labor force participation and overall employment with very 
similar magnitudes, suggesting that the effect on formal 
employment is mechanically driving the overall effect (col-
umns 3–6).

FIGURE 4 .7 . Gender Gaps in secondary Attainment, by Region and Birth Cohort
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FIGURE 4 .8 .  Formal Employment to 
Population Ratio for women by 
Age and Education, 2012
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explanations for why educated women have been 
leaving the labor force. 

Constraints, Not Preferences, Limit 
Female Participation

Typically an individual’s decision regarding labor 
force participation is determined by both preferences 
and constraints. For women who balance dual roles 
within and outside the home, constraints can be par-
ticularly salient. A woman who is not the primary 
earner in her household may decide that her time is 
best spent on activities outside the labor market un-
less her additional income is necessary to keep up a 
desired standard of living. To the extent that nonpar-
ticipation is driven by these preferences, a low female 
labor force participation rate is not a matter of great 
concern for policy makers. However, it is also possible 
that Egypt’s low female LFP rate actually reflects the 
barriers women face in accessing high-quality jobs. 
Potential barriers include the exceptionally low wages 
offered to women as well as other factors such as con-
straints on physical mobility, social norms, or a lack 
of the connections necessary to find a good job. In 
this section, we examine several of these possibilities.

women Get Paid Less than similar Men

One disadvantage that women face in the labor mar-
ket is the tremendous difference in the wages earned 
by males compared with similar women. This is an 
important problem in its own right (especially if the 
wage gap is due to discrimination by employers), 
and it may also present a significant barrier to wom-
en’s participation in the labor market if they cannot 
find jobs that compensate them sufficiently for their 
work. Gender wage gaps are documented across 
both developing and developed countries (see, for 
example, Altonji and Blank 1999 and Pissaredes et 
al. 2005). The 2010 Gender Assessment of Egypt used 
the 2006 round of the ELMPS and found evidence 
of substantial gender wage gaps in Egypt, as have 
several other studies (e.g., Assaad and Arntz 2005; 
Said 2009; El-Hamidi and Said 2008).

At first glance, we see no evidence of a gender wage 
gap; however, this fails to account for the different 
characteristics of men and women. In 2012 men had 
slightly lower median hourly wages than women (LE 
4.5 for men versus LE 4.9 for women) but slightly 
higher median monthly wages than women (LE 900 
for men versus LE 800 for women), because they 
typically work longer hours (a median of 48 hours 
per week versus 36 hours per week for women). But 
women in wage earning jobs in Egypt differ from 
their male counterparts in many respects, such as 
education and experience, and raw wage gaps do 
not account for these differences in attributes that 
are correlated with wages. Therefore a more accurate 
depiction of the gender wage gap is a comparison 
of the wages earned by a man and a woman with 
otherwise identical characteristics.

Female wage workers are on average more educated 
and work in better-paying regions and sectors than 
male wage workers, and therefore if there was no 
gender wage gap we should actually expect them to 
be earning more than men on average. In 2012 fe-
male wage workers had 90 percent secondary school 
graduation rate and a 54 percent postsecondary grad-
uation rate, compared with 62 and 25 percent for 

TABLE 4 .1 .  Characteristics of Female and 
Male wage workers, 2012

Women Men

Experience (years) 14.6 17.0

Illiterate 5.8 14.9

Below secondary 6.2 23.2

Secondary 34.4 37.3

Postsecondary 53.6 24.6

Metropolitan 40.1 28.2

Urban Lower 15.0 9.3

Urban Upper 10.0 7.2

Rural Lower 27.1 31.8

Rural Upper 7.8 23.6

Formal private 10.8 17.3

Public 75.2 33.1

Informal private 14.1 49.6

Source: ELMPS 2012.
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men. They are also more likely to live in metropoli-
tan Egypt (40 percent of female wage workers com-
pared to 28 percent of male wage workers), which 
has higher average wages than the rest of Egypt (see 
chapter 3 on spatial disparities), and female wage 
workers are also more likely to be formally employed 
(table 4.1).5 When we compare median hourly wages 
for men and women of equal educational levels, we 
find that illiterate women, women with below sec-
ondary education, and women with postsecondary 
education all have substantially lower median hourly 
wages than men; only women with secondary educa-
tion have slightly higher wages (table 4.2). 

We consequently find that there are large gender 
wage gaps, and that these wage gaps increase with 
educational attainment. Following common prac-
tice in the literature, we calculate gender wage gaps 
using multivariate regressions to estimate the de-
terminants of hourly wages (in logs).6 We estimate 
regressions separately for male and female workers 
using experience (and experience squared) and in-
dicators for educational level and region as explana-
tory variables (annex table 4.2, columns 1 and 2). 
The purpose of these regressions is to measure how 
the “returns” to these key attributes (such as experi-
ence and education) vary by gender. This approach 
is fundamentally similar to table 4.2, except that 
the regressions allow us to account for difference in 

several attributes at once. This allows us to find the 
predicted wage gap between men and women with 
the same level of experience (zero years) and in the 
same location (metropolitan Egypt). We see in fig-
ure 4.9 that this gap is largest for illiterate women 
(whose hourly wages are less than half those of il-
literate men) but narrows to 30 to 33 percent for 
women with higher levels of education.7 

After accounting for all of the personal charac-
teristics in table 4.1, we find an “unexplained” 
12 percent wage gap between men and women. We 
conduct this “decomposition” using the same meth-
odology as in chapter 2 (see box 2.3), but applied 
across genders rather than across survey rounds.8 
The raw wage gap is separated into two components: 
an “explained” gap attributed to differing observed 
characteristics of the genders, and an “unexplained” 

5 Note that the relatively high level of formal private sector 
employment for women among wage workers is due to the 
fact that most female formal sector employment is wage 
work, whereas many of the women working in the informal 
sector are either self-employed or unpaid family workers.

6 Measuring wages in logs makes the estimates less suscep-
tible to extreme values and also allows a more convenient 
interpretation of the results, because difference in the log of 
wages is approximately equivalent to percentage differences 
in absolute wages.

7 The 2010 Egypt Gender Assessment also found that the wage 
gap narrowed with education in 2006; however, at that time 
the relevant margin was secondary education, whereas now 
the important margin at which the wage gap narrows ap-
pears to be literacy.

8 Also see the 2010 Egypt Gender Assessment for a complete 
description.

FIGURE 4 .9 .  Gender wage Gap by 
Educational Attainment (log)
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TABLE 4 .2 .  Median wages by Education 
Level

Female Male

Illiterate 2.5 4.0

Below secondary 2.7 4.0

Secondary 4.7 4.4

Postsecondary 5.8 6.3

Source: ELMPS 2012.
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gap attributed to differing returns to those charac-
teristics across genders. An unexplained wage gap of 
12 percent implies that if the average female wage 
worker (in terms of education, experience, and loca-
tion) were compensated for those characteristics as 
well as male wage workers, she would have an hourly 
wage approximately 12 percent higher than she does 
in reality.9 Note that the existence of a wage gap does 
not necessarily imply active discrimination against 
women by employers: Another possible explana-
tion is that men and women differ in terms of some 
productive characteristics that we do not observe. 
For instance, if productivity in the labor market is 
based primarily on physical strength, employers will 
be willing to pay a higher hourly wage for stron-
ger workers. Supposing that men are stronger than 
women on average, unless we include a measure of 
physical strength in our decomposition we will find 
a persistent “unexplained” gender wage gap even in 
the absence of active discrimination against women.

The gender wage gap increases to 14 percent when 
we also account for job characteristics such as sec-
tor, industry, and occupation, indicating that the 
gender wage gap does not stem from women’s ex-
clusion from high-paying professions. It is possible 
that women prefer to work in sectors, occupations, 
or industries that pay less or because they are being 
systematically excluded from the high-paying ones. 
By including these job characteristics as additional 
explanatory variables in the wage decomposition, 
we can look at the gender wage gap for workers with 
similar characteristics who work in the similar in-
dustries, occupations, and sectors. The fact that ac-
counting for sector of work causes the wage gap to 
increase means that women are in fact more likely 
than men to be employed in lucrative sectors, oc-
cupations, or industries. This may not be surprising 
given that women are clustered in the well-paying 
public sector and absent from the low-paying con-
struction industry.10

The private sector exhibits a much larger gender 
wage gap than the public sector. Public sector jobs 
have a smaller raw wage gap in favor of men (paid 
3 percent more than women), but after accounting 

for personal characteristics the “unexplained” gap 
increases to 20 percent. For the formal private sector, 
the raw gap is 26 percent and expands to a 39 per-
cent unexplained gap. For the informal private sec-
tor the raw wage gap is 50 percent, but the unex-
plained gap is actually a bit smaller, only 40 percent 
(within this sector, men’s characteristics are actually 
superior to women’s characteristics).11

Although it has been suggested by previous research-
ers that women have a strong preference for public 
sector work for nonpecuniary reasons, we find no 
evidence of this in our data. The ELMPS includes a 
module that gives us some insight into public sector 
preference, albeit in a subjective and self-reported 
manner. In 2012 all unemployed people were asked 
what minimum monthly salary would be required 
for them to accept a job in the public sector, a job 
in the formal private sector, and a job in the infor-
mal private sector (their “reservation wages” in the 
parlance of economics). This can be considered a 
crude measure of sector preference: If an individual 

9 This wage gap is lower than the gaps shown in figure 4.9 
because of the disproportionate access to better-paying 
public sector jobs enjoyed by older cohorts of experienced 
women.

10 If anything, it is odd that the wage gap increases this little, 
given how many female wage earners work in the public 
sector. This can partially be explained by the fact that wom-
en are not only more likely to be in the high-paying public 
sector, but that college-educated women are more highly con-
centrated in the metropolitan formal sector than men, and the 
highest wage returns to education are in precisely that sec-
tor and region. We can account for this by including inter-
actions between sector and education or sector and region 
as explanatory variables, and when we do this, the wage gap 
rises to 16 or 17 percent.

11 The wage gap has evolved since 1998 in two different direc-
tions. If we decompose the wage gap using only the varia-
tion in human capital, we find a 15 percent wage gap in 
1998, 3  percentage points higher than the current wage 
gap. However, in 1998 that wage gap was cut in half when 
accounting for employment characteristics (sector, occupa-
tion, and industry). This suggests that women in the recent 
past did experience substantial exclusion from the high-
paying industries and occupations.
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considers public sector work to be intrinsically bet-
ter than formal private sector work, there should be 
wage offers that they are willing to accept if the job 
were in the public sector but not if the job were in 
the formal private sector. This hypothetical job of-
fer would be one that paid more than their public 
sector reservation wage but lower than their formal 
private sector reservation wage.

Women on average appear to be willing to work for 
lower wages than men, and although both genders 
express a preference for public sector jobs we find 
no evidence that women have a stronger preference 
relative to men (figure 4.10). Most people indicated 
that they were willing to accept a lower wage for pub-
lic sector work than for formal private sector work 
and a lower wage for formal private sector work than 
for informal private sector work. The average wage 
minimum acceptable wage for public sector work 
was LE 849 per month and LE 1,158 for formal pri-
vate sector work, with 70 percent of workers listing a 
lower reservation wage for public sector than for pri-
vate sector. The unemployed were very reluctant to 
take up informal private sector work (with an aver-
age minimum monthly wage of LE 1,614). There is 
also a clear gender distinction in reservation wages: 
Unemployed women are on average willing to work 

for approximately a 22 percent lower monthly wage 
compared to unemployed men. If women truly had 
a stronger preference for public sector work com-
pared to men, we would expect to see that the differ-
ence between men’s and women’s reservation wages 
should be largest in the public sector as a reflection 
of women’s eagerness to work there (or, equivalently, 
their disinterest in working in the other sectors). In 
fact, we find that women are on average willing to 
work for approximately 22  percent less than men 
within each sector.12 

If women are generally willing to accept wages 
22  percent less than men, but are being offered 
40 percent lower wages in the private sector as seen 
earlier, this may at least partly explain women’s ab-
sence from the formal private sector. We explore 
this possibility by comparing the reservation wages 
of unemployed women with the average monthly 
wages of other women with their characteristics 
(age, education, and region) working in each sector 
and with the average monthly wages of men with 
their characteristics working in each sector (see box 
4.1 for more detailed methodology). We find that 
only 25  percent of unemployed women would be 
willing to accept a formal private sector job at the 
prevailing wage for women with her characteristics, 
but 61 percent would accept a job in the same sec-
tor at the average wage earned by a man with her 
characteristics. The acceptance rates for public sec-
tor job offers increase to 50 percent at the prevailing 
wages of similar women and to 71  percent at the 
prevailing wages of similar men.13 In the informal 
private sector, only 9 percent would accept the pre-
vailing female wage, but 33  percent would accept 
the prevailing male wage. This analysis suggests that 
the gender wage gap is, in and of itself, a powerful 

FIGURE 4 .10 .  Average Monthly Reservation 
wages (2012 LE) by sector 
and Gender, 2012
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12 This is confirmed with regression analysis (see annex 
table 4.4).

13 It should be noted that unemployed men were also likely to 
reject job offers at the prevailing wages: 50 percent would 
reject a public sector job, 46 percent would reject a formal 
private job, and 19 percent would reject an informal private 
job.
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disincentive for women to work, especially in the 
formal private sector. 

Limited Mobility and Fewer Connections 
Further Inhibit Economic Participation

In addition to the pecuniary barriers to employ-
ment, women also face nonpecuniary barriers. In 
determining women’s participation outside the 
home, certain aspects of the letter, interpretation, 
and implementation of the law are particularly sa-
lient. Some laws directly affect and limit women’s 
agency within their households. Guardianship laws 
in many countries also restrict women’s mobil-
ity and occupational choices. These laws require a 
woman to obtain permission from her husband or a 
male relative to obtain a passport, travel outside the 
country, apply for a job, and get married. Egypt’s 
most recent constitution appears to have safeguard-
ed some of the gains in women’s rights. In Egypt the 
legal minimum age of marriage is 18 years old for 
men and women. However, a married woman loses 
her right to alimony if she leaves the marital house 
without her husband’s permission, unless it is legally 
permitted, allowed for by customs, or for urgent 
personal reasons (Personal Status Law of 1920). A 
married woman also loses her alimony for pursing a 
legitimate profession without the permission of the 
husband if she is deemed to have abused the right to 
work or the work is contrary to the interest of the 
family, and if the husband objected to her work. In 
Egypt an unmarried woman over the age of 18 does 

not need permission to apply for a passport, but a 
married woman has to provide additional informa-
tion and present additional documents than does 
a married man. The application form to request a 
passport includes special fields on marital status to 
be completed by women only. Furthermore, she is 
required to present official documents to prove her 
civil status, whereas married men do not have to 
present such documents. These laws can make work 
and travel more difficult for women than for men 
and thereby constitute a nonpecuniary barrier to 
women’s full participation in economic life.

A possibly related set of constraints have to do with 
bridging the physical and social distance to jobs. As 
highlighted in Assaad and Arnatz (2005) as well as 
in the 2010 Gender Assessment of Egypt (World 
Bank 2010), women appear to find it more difficult 
to commute long distances than do men. This con-
straint could be due to a number of different factors. 
Women may have greater concerns about safety while 
commuting than men; as discussed in the 2010 Gen-
der Assessment of Egypt, the 2009 Survey of Youth 
Population in Egypt shows that a substantial fraction 
of young Egyptian women report facing risks of sex-
ual harassment and other crimes such as theft, with 
nearly a third of young women (aged 15–29) report-
ing that they face the risk of sexual harassment on 
the street. They are also significantly more likely to 
report other risks such as theft, crowding, and push-
ing on their commute. In addition, women may have 
additional domestic responsibilities that make it dif-
ficult for them to be away from home for prolonged 

BOX 4.1: PROJECTED WAGE OFFERS

For each unemployed woman, we construct six “synthetic wage offers,” one for both genders in each of the three relevant labor market 
sectors (public, formal private, and informal private). These synthetic offers are computed by taking the coefficients from sector-specific wage 
decompositions and applying them to each woman’s characteristics (education, age, and location).

We then compare the woman’s reported reservation wage in each sector to the corresponding “male” and “female” synthetic wage offers; 
if the synthetic wage offer exceeds the reported reservation wage, we report that the woman would be willing to accept that synthetic wage 
offer. Because we have a gender wage gap, as we have shown before, the “male” wage offers will generally be higher than the “female” offers.

The key question is what proportion of unemployed women would accept the “male” wage offer but reject the “female” wage offer in each 
sector. Those women are remaining unemployed specifically because of the gender wage gap: If they were offered the wages of a man with 
their characteristics, they would accept, but they would prefer to remain unemployed rather than work at the (lower) wage being offered to 
woman with their characteristics.
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periods during the day, and social norms may be in 
place that restrict women’s movement.

One reason that women tend to be employed in the 
public sector is that those jobs are on average located 
closer to their homes and thus require shorter com-
mutes. The employment module of the ELMPS asks 
workers the length (in minutes) of a one-way com-
mute from their home to their workplace. We see 
women’s preference for shorter commutes reflected in 
how commute times vary with gender across sectors 
(table 4.3). We see that women’s commute times are 
on average more than 25 percent shorter than men’s. 
If women had an inherent preference for public sec-
tor jobs and these jobs happened to be located closer 
to their homes, we would expect to see that gender 
variations in commute times would occur between 
labor market sectors rather than within them. That 
is, women and men who work in the public sector 
should have equal commute times, and the overall 
variation in commute times should be due to more 
women working in (nearby) public sector jobs than 
men. However, this does not appear to be the case, 
because in the nonfarm sectors women report 25 to 
35 percent shorter commute times compared to men.14 

Women’s exclusion from high-quality private sector 
jobs is strongly related to the higher effective cost of 
commuting they face. As discussed in chapter 3, for-
mal private sector jobs in Egypt are overwhelmingly 
concentrated in metropolitan areas, and commuting 
to these jobs is very common. The fact that women 
are unwilling or unable to commute as far as men 
means that only women who live very close to met-
ropolitan areas will be able to work at formal private 
sector jobs. Thus a much larger number of women 
will be excluded from formal private sector employ-
ment, compared to men who can commute from far-
ther away. Indeed, we see that 16 percent of female 
labor force participants who live in metropolitan 
Egypt work in the formal private sector, compared 
to less than 4 percent of those who live in any other 
region. This is even more striking when we consider 
how the formal private sector employment rate varies 
with distance from metropolitan Egypt for men and 
women (figure 4.11). Between 0 and 30 kilometers, 

the formal private employment rate is flat for both 
genders and is actually reasonably high for women at 
around 16 percent. Near the 30 kilometers mark, the 
rate drops suddenly for both genders, but the drop is 
much more dramatic for women, and essentially no 
women who live more than 50 kilometers from the 
center of a metropolitan work in the formal private 
sector. Taken together, these results show that spa-
tial mobility is a very large constraint on women’s 

TABLE 4 .3 .  Average time to work, Minutes 
one-way

Men Women

Formal private 41.5 30.5

Public 36.3 23.8

Informal private 28.2 19.4

Farm 19.0 19.5

Overall 31.5 23.1

Source: ELMPS 2012.

14 These results are qualitatively unchanged in multivariate 
regressions that control for personal and job characteristics 
(annex table 4.5).

FIGURE 4 .11 .  Formal Private sector 
Employment Rate by distance 
to nearest Metropolitan 
Center, 2012
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access to employment, and this is another explana-
tion for their absence from the formal private sec-
tor. This suggests that policies that enhance women’s 
ability to access jobs farther from their homes could 
be an effective way of increasing women’s partici-
pation in the labor force and their presence in the 
formal private sector, as also discussed in Asaad and 
Arnatz (2005). However, because there may be mul-
tiple constraints on women’s spatial mobility—social 
norms, safety concerns, and the incompatibility of 
long commutes with women’s domestic responsibili-
ties—policy makers should be careful to ensure that 
they are addressing the proper constraint. Improve-
ments in safety will not increase women’s representa-
tion in the private sector if the fundamental problem 
is that long commutes create inflexible work sched-
ules that are unappealing to women.

Women may also face barriers to labor market entry 
because they lack the connections necessary to obtain 
high-quality employment. Unemployed women in 
2012 are much less likely than men to report using 
contacts to search for jobs. Only 34 percent of women 
report asking friends and family for help compared to 
54 percent of men. These contacts are also apparently 
of less use for acquiring high-quality jobs, because 
men employed in the formal private sector were more 
likely to report that they received their current job 
through contacts (48 percent) than women employed 
in that sector (28 percent). However, the opposite is 
true for informal private sector workers (46 percent 
for men and 54 percent for women). This suggests 
that women lack the valuable connections that would 
allow them to find jobs in the formal private sector.

Motherhood and work Is a difficult Act to 
Balance

The compatibility between participating in the labor 
force and fulfilling family responsibilities play a very 
important role in women’s labor market decisions. In 
this section we investigate the relationship between 
fertility, marriage, and labor market decisions. As 
noted in the 2010 Gender Assessment of Egypt, the 
compatibility between participating in the labor force 

and fulfilling family responsibilities play a very im-
portant role in women’s labor market decisions. We 
can exploit the ELMPS panel data to see the labor 
market participation decisions of a particular woman 
in 2006 and 2012, allowing us to compare women 
who got married between 2006 and 2012 with those 
who did not. If women who married between 2006 
and 2012 are more likely to exit the labor market, or 
are less likely to enter, this supports the notion that 
married life and its accompanying responsibilities is 
at least somewhat incompatible with labor market 
participation.

There appears to be tension between married life 
and labor market participation for women, because 
marriage is strongly associated with labor market 
exit, but this incompatibility seems to be declin-
ing over time. We use the panel component of the 
ELMPS to track how women’s labor force partici-
pation is impacted by marriage, by comparing the 
change in labor force status of women who were not 
married in 1998, but became married in 2006, to 
women who did not change in status between the 
two panel rounds (either because they were already 
married in 1998, or because they were unmarried 
in both 1998 and 2006).15 We then perform the 
same calculation for women who married between 
the 2006 and 2012 panel years. We find that mar-
riage is strongly associated with labor market exit in 
both years. Accounting for differences in age, edu-
cation, location, and prior sector of work, we find 
that between 1998 and 2006 women who got mar-
ried were 16–17 percentage points less likely to be 
participating in the labor force16 as compared with 

15 Strictly speaking, we look at changes in “ever-married” sta-
tus rather than marital status: It would seem illogical to 
force movements from “married” to “unmarried” (because 
of widowhood or divorce) to have the opposite impact as 
movements from “unmarried” to “married” because these 
are very different life events. We also restrict attention to 
women who were initially aged 15–49.

16 Our estimates slightly different from the 2010 Gender As-
sessment of Egypt because we restrict our attentions to 
women initially aged 15–49 (to avoid issues of mandatory 
public sector retirement), and as noted before we look at 
changes in “ever-married” status rather than “married” status.
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those women who did not get married (annex table 
4.6, columns 4–6). However, this effect does seem 
to be declining over time; the analogous regression 
results for women that were married between the 
2006 and 2012 rounds found that they were 9 to 
11 percentage points less likely to be participating 
in the labor force (annex table 4.6, columns 1–3), 
noticeably smaller than the 1998–2006 estimate.17

Today the public sector does not appear to be inher-
ently more compatible with married life than the for-
mal private sector. We can examine the compatibility 
of married life with different sectors of work using a 
similar specification as before, but including interac-
tions between marriage and initial labor force status 
and concentrating on those coefficients; the results 
are reported in annex table 4.7. Between 2006 and 
2012, we find little difference in exit rate between the 
two formal sectors. However, women who were ini-
tially in the informal private sector were substantially 
more likely to exit the labor market upon marriage 
than those who were formally employed and were 
indeed the most likely to leave the labor force upon 
marriage overall. We therefore find no evidence that 
formal private sector jobs are inherently incompatible 
with married life or, in any case, are as compatible 
with public sector work. The fact that informality 
has become the key factor for women dropping out 
of the labor force may be related to the reduced rate 
of mobility between informal and formal jobs (as we 
show later in the report; see chapter 6).

Although marriage and fertility clearly have an effect 
on labor market outcomes, labor market opportuni-
ties may also have an impact on marriage and fertil-
ity decisions. Since women face trade-offs between 
marriage or fertility and labor force participation, 
they may delay marriage and delay or decrease fer-
tility when they have better access to high-quality 
jobs. This link between labor market opportunities 
and fertility is a common element in economic ex-
planations of the demographic transition (Galor and 
Weil 1996). Empirical evidence of this response is 
also found from two very different contexts: Jensen 
(2012) shows that young Indian women in villages 
targeted by business process outsourcing recruiters 

were less likely to get married or give birth, and 
Schultz (1985) documents similar effects when 
examining gender wage fluctuations in late-nine-
teenth-century Sweden. Given Egypt’s recent demo-
graphic and labor market history, a link between the 
two is quite plausible.

It is likely that the declining labor market opportu-
nities for young women is partially responsible for 
the rebound in fertility. We consider teen fertility 
(births before age 20 per 100 women) because it 
closely correlated with total fertility and allows us to 
consider the birth rate on a cohort-by-cohort basis. 
After a long-term decline from 42 teen births per 
100 women in the 1965–69 cohort to 24 teen births 
per 100 women among the 1975–79 cohort, teen 
fertility has recently risen back to 28 teen births per 
100 women for the 1985–89 cohort. The change 
in fertility is all the more notable because it comes 
at a time of sharply rising educational attainment 
for women, and, unsurprisingly, education is a very 
strong, negative predictor of fertility.18 If we use 
regression analysis to control for education and re-
gion, the fall and subsequent rise in teen fertility be-
comes even sharper (figure 4.12),19 and it is possible 
to statistically reject the possibility that fertility rates 
were the same for the 1975–79 and the 1985–89 
cohorts, but not possible to reject the possibility that 
fertility rates have actually risen all the way back to 
1965–69 levels. 

17 It is possible that this is because there was an eight-year lag 
between the 1998 and 2006 survey rounds and a smaller 
six-year lag between the 2006 and 2012 rounds. However, 
this would assume that women are much more likely to 
leave the labor force between their sixth and eighth years of 
marriage rather than between their first and sixth years of 
marriage, and it seems more likely that the converse is true, 
which would cause us to be understating the difference be-
tween the 1998–2006 results and the 2006–12 results.

18 As noted in Heckman and Walker (1990: 1411), “The only 
strong empirical relationship concerning completed fertil-
ity is a negative association between mother’s education and 
children ever born.”

19 Teen fertility is set based on results for illiterate women in 
metropolitan Egypt.
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We find strong evidence for the link between la-
bor market opportunities and fertility by examin-
ing the association between a woman’s fertility deci-
sions and her proximity to the formal private sector 
jobs available in metropolitan Egypt. As we have 
already seen, only women living within 40 kilome-
ters of a metropolitan center have access to formal 
private sector employment. These women there-
fore had another source of high-quality employ-
ment to them other than the public sector, which 
means that their labor market opportunities should 
have declined less after the employment guarantee 
was suspended. If the increases in fertility we have 
observed are related to declining labor market op-
portunities for young women, women within 40 
kilometers of metropolitan Egypt should have had 
fertility rates lower than those outside that 40 kilo-
meter radius. Figure 4.13 shows this very clearly: 
The average number of children that women bore 
between 1980 and 1984 (with no access to guaran-
teed employment) saw increases very sharply over 
the 30 to 60 kilometer range, almost exactly in the 
same range in which women’s formal private sector 
employment sharply declines. But for the women 
born between 1962 and 1964, who had much bet-
ter access to public sector employment, we see no 
such relationship between fertility and distance to 
metropolitan Egypt. 

FIGURE 4 .12 .  teen Fertility by Birth Cohort 
net of Changes in Educational 
Attainment
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The analysis in this chapter reveals several important 
findings for policy intervention. First, we see that 
the public sector plays an enormous role in women’s 
economic lives, and especially for women seeking 
high-quality employment; the formal private sector 
is essentially nonexistent for women across much of 
Egypt. However, as public sector employment has 
leveled off, young educated women are finding few 
economic opportunities in the private sector. One of 
the biggest barriers to women’s work in the private 
sector is a staggering gender wage gap. In the private 
sector, a woman working in the same job in the same 
place as an equally educated and experienced man 
can expect to earn 40  percent lower hourly wage; 
in the public sector, the gap is a “mere” 20 percent. 
However, other nonpecuniary reasons suggest why 
women are being excluded from the formal private 
sector: Jobs are typically farther away, and women 
seem to prefer shorter commutes. Connections play 
an extremely important role in finding work in the 
formal private sector, and women either lack valu-
able connections or are more reluctant to use them.

Finally, we examine the intersection between the la-
bor market and marriage and fertility. One of the 
purported advantages of public sector work is that 
it is more compatible with women’s “reproductive 

FIGURE 4 .13 .  Fertility Before Age 25 
by distance from nearest 
Metropolitan Center
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role” offering “shorter hours, more access to child 
care, and greater tolerance for maternity leave” (As-
saad and El-Hamidi 2009). However, we find little 
definitive evidence that the rate of exit from formal 
private work differed from the rate of exit from pub-
lic work as a result of marriage. From 2006 to 2012, 
however, we do find that women in informal em-
ployment were much more likely to leave upon mar-
riage than women in either formal sector. Another 
important channel is that the grim labor market for 
women may be one fact driving the recent upturn 
in population growth and fertility. Egypt’s long-run 
fertility decline may have been driven not only by 
declines in child mortality, but also by the expan-
sion of women’s labor market opportunities with 

20 Binzel and Carvalho (2013) suggest that decreased social 
mobility among educated youth may be related to the re-
cent Islamic revival in Egypt, which has been most pro-
nounced in the same population.

the public sector. If work and fertility are difficult 
to combine, labor market opportunities give women 
an incentive to delay marriage and decrease or de-
lay fertility. As women have discovered that these 
labor market opportunities are increasingly limited, 
this incentive to reduce fertility has become much 
weaker, and this may have contributed to the recent 
uptick in fertility and possibly the revival of other 
“traditional” norms.20
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Annex 4 .1

ANNEX TABLE 4 .1 . Returns to Education by Age

Outcome
Probability of formal 

employment Probability of employment
Probability of labor force 

participation

Sample

Women age 
24–49

(1)

Women age 
24–64

(2)

Women age 
24–49

(3)

Women age 
24–64

(4)

Women age 
24–49

(5)

Women age 
24–64

(6)

Literate or elementary (Yes = 1) 0.030
(–0.048)

0.026
(–0.040)

−0.007
(–0.038)

−0.003
(–0.037)

0.019
(–0.045)

0.022
(–0.042)

Secondary (Yes = 1) 0.165***
(–0.052)

0.153***
(–0.052)

0.037
(–0.032)

0.034
(–0.031)

0.213***
(–0.038)

0.200***
(–0.037)

Postsecondary (Yes = 1) 0.491***
(–0.081)

0.482***
(–0.083)

0.298***
(–0.040)

0.293***
(–0.039)

0.487***
(–0.038)

0.466***
(–0.038)

Age 30–34 (Yes = 1) −0.048
(–0.032)

−0.038*
(–0.023)

0.001
(–0.037)

0.009
(–0.036)

0.002
(–0.043)

0.013
(–0.041)

Age 35–39 (Yes = 1) 0.040
(–0.057)

0.033
(–0.050)

0.101**
(–0.041)

0.133***
(–0.043)

0.127***
(–0.047)

0.153***
(–0.047)

Age 40–44 (Yes = 1) 0.039
(–0.048)

0.030
(–0.040)

0.082*
(–0.043)

0.134***
(–0.041)

0.097**
(–0.048)

0.136***
(–0.043)

Age 45–49 (Yes = 1) 0.013
(–0.041)

0.012
(–0.034)

0.029
(–0.040)

0.088**
(–0.038)

0.045
(–0.047)

0.088**
(–0.041)

Age 50–54 (Yes = 1) 0.007
(0.033)

0.082**
(–0.039)

0.082*
(–0.042)

Age 55–59 (Yes = 1) −0.028
(–0.023)

−0.017
(–0.033)

−0.025
(–0.038)

Age 60–64 (Yes = 1) −0.012
(–0.030)

−0.062**
(–0.030)

−0.076**
(–0.035)

Age 30–34 interacted with
      Literate or elementary 0.138

(–0.133)
0.118

(–0.119)
0.023

(–0.060)
0.022

(–0.058)
0.004

(–0.066)
0.006

(–0.062)

      Secondary 0.128
(–0.101)

0.111
(–0.092)

0.033
(–0.048)

0.040
(–0.047)

0.045
(–0.053)

0.055
(–0.051)

      Postsecondary 0.127
(–0.103)

0.106
(–0.092)

0.043
(–0.050)

0.042
(–0.048)

0.006
(–0.053)

0.010
(–0.050)

Age 35–39 interacted with
      Literate or elementary −0.039

(–0.029)
−0.032
(–0.023)

−0.074
(–0.048)

−0.067
(–0.048)

−0.099*
(–0.055)

−0.086
(–0.053)

      Secondary 0.052
(–0.071)

0.043
(–0.061)

0.019
(–0.048)

0.014
(–0.046)

−0.055
(–0.046)

−0.047
(–0.043)

      Postsecondary 0.058
(–0.074)

0.044
(–0.062)

0.058
(–0.057)

0.050
(–0.055)

−0.042
(–0.054)

−0.029
(–0.051)

Age 40–44 interacted with
       Literate or elementary 0.135

(–0.117)
0.118

(–0.107)
−0.006
(–0.062)

−0.008
(–0.059)

−0.017
(–0.070)

−0.015
(–0.066)

       Secondary 0.090
(–0.073)

0.077
(–0.064)

0.055
(–0.051)

0.052
(–0.049)

−0.042
(–0.046)

−0.032
(–0.043)

      Postsecondary 0.086
(–0.076)

0.074
(–0.066)

0.086
(–0.064)

0.083
(–0.061)

0.005
(–0.063)

0.021
(–0.060)

(continued on next page)
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ANNEX TABLE 4 .1 . Returns to Education by Age

Outcome
Probability of formal 

employment Probability of employment
Probability of labor force 

participation

Sample

Women age 
24–49

(1)

Women age 
24–64

(2)

Women age 
24–49

(3)

Women age 
24–64

(4)

Women age 
24–49

(5)

Women age 
24–64

(6)

Age 45–49 interacted with
      Literate or elementary 0.147

(–0.111)
0.127

(–0.100)
0.015

(–0.061)
0.014

(–0.061)
0.016

(–0.071)
0.013

(–0.067)

      Secondary 0.391***
(–0.127)

0.349***
(–0.122)

0.344***
(–0.065)

0.343***
(–0.065)

0.182***
(–0.064)

0.183***
(–0.062)

      Postsecondary 0.248**
(–0.119)

0.209*
(–0.107)

0.265***
(–0.078)

0.272***
(–0.077)

0.128*
(–0.076)

0.148**
(–0.074)

Age 50–54 interacted with
      Literate or elementary 0.135

(–0.109)
−0.041
(–0.053)

−0.058
(–0.059)

      Secondary 0.542***
(–0.132)

0.508***
(–0.065)

0.361***
(–0.071)

      Postsecondary 0.214*
(–0.117)

0.299***
(–0.091)

0.178**
(–0.089)

Age 55–59 interacted with
      Literate or elementary 0.104

(–0.118)
−0.047
(–0.055)

−0.073
(–0.060)

      Secondary 0.692***
(–0.145)

0.617***
(–0.065)

0.486***
(–0.078)

      Postsecondary 0.424**
(–0.179)

0.453***
(–0.092)

0.338***
(–0.096)

Age 60–64 interacted with
      Literate or elementary −0.001

(–0.053)
−0.055
(–0.064)

−0.084
(–0.071)

      Secondary 0.015
(–0.065)

−0.013
(–0.106)

−0.121
(–0.081)

      Postsecondary −0.030
(–0.022)

−0.008
(–0.099)

−0.097
(–0.084)

Urban Lower (Yes = 1) 0.022*
(–0.012)

0.023**
(–0.010)

0.051**
(–0.022)

0.068***
(–0.019)

0.161***
(–0.025)

0.154***
(–0.021)

Urban Upper (Yes = 1) 0.053***
(–0.013)

0.045***
(–0.010)

0.088***
(–0.021)

0.099***
(–0.019)

0.143***
(–0.023)

0.144***
(–0.020)

Rural Lower (Yes = 1) 0.026***
(–0.009)

0.024***
(–0.007)

0.096***
(–0.017)

0.112***
(–0.015)

0.185***
(–0.019)

0.184***
(–0.017)

Rural Upper (Yes = 1) 0.019
(–0.012)

0.012
(–0.009)

0.075***
(–0.020)

0.095***
(–0.018)

0.107***
(–0.022)

0.125***
(–0.019)

Marital dummies Yes Yes Yes Yes Yes Yes

Child dummies Yes No Yes No Yes No

Observations 7,811 10,400 7,818 10,407 7,818 10,407

Pseudo-R2 0.310 0.376 0.123 0.152 0.144 0.171

Source: ELMPS 2012.
Note: Robust standard errors in parentheses. ***p<0.01, **p<0.05, *p<0.1.

(continued)
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ANNEX TABLE 4 .2 . wage decompositions, 2012

Outcome Log hourly wages

Sample (wage 
earners only) Male Female Male Female Male Female Male Female Male Female

Sector
All
(1) (2)

Formal 
private

(3) (4)
Public

(5) (6)
Informal

(7) (8)
All
(9) (10)

Experience 
(years)

0.028***

(0.003)

0.048***

(0.006)

0.028***

(0.009)

0.082***

(0.027)

0.021***

(0.005)

0.038***

(0.007)

0.020***

(0.004)

0.016

(0.016)

0.022***

(0.003)

0.036***

(0.006)

Experience 
squared

−0.000***

(0.000)

−0.001***

(0.000)

−0.000*

(0.000)

−0.002*

(0.001)

−0.000

(0.000)

−0.000**

(0.000)

−0.000***

(0.000)

−0.000

(0.000)

−0.000***

(0.000)

−0.000***

(0.000)

Literate or 
elementary 
(Yes = 1)

0.058**

(0.027)

0.301**

(0.121)

0.076

(0.102)

−0.027

(0.261)

0.226***

(0.070)

0.454**

(0.224)

0.014

(0.032)

0.240

(0.196)

0.029

(0.027)

0.352***

(0.131)

Secondary 
(Yes = 1)

0.244***

(0.026)

0.476***

(0.093)

0.250**

(0.101)

0.364

(0.230)

0.616***

(0.066)

0.752***

(0.204)

0.083***

(0.031)

−0.181

(0.163)

0.147***

(0.027)

0.451***

(0.140)

Postsecondary 
(Yes = 1)

0.586***

(0.031)

0.794***

(0.093)

0.602***

(0.104)

0.637***

(0.230)

0.945***

(0.069)

1.013***

(0.200)

0.186***

(0.052)

0.072

(0.187)

0.289***

(0.038)

0.652***

(0.144)

Urban Lower 
(Yes = 1)

−0.136***

(0.032)

−0.209***

(0.055)

−0.178**

(0.081)

0.113

(0.226)

−0.160***

(0.052)

−0.282***

(0.062)

−0.059

(0.042)

−0.066

(0.164)

−0.111***

(0.030)

−0.184***

(0.055)

Urban Upper 
(Yes = 1)

−0.134***

(0.032)

−0.169***

(0.052)

−0.160*

(0.093)

−0.154

(0.220)

−0.214***

(0.048)

−0.220***

(0.059)

−0.020

(0.043)

−0.048

(0.255)

−0.113***

(0.030)

−0.177***

(0.053)

Rural Lower 
(Yes = 1)

−0.218***

(0.026)

−0.212***

(0.051)

−0.338***

(0.060)

−0.509***

(0.160)

−0.302***

(0.041)

−0.196***

(0.058)

−0.060*

(0.035)

−0.122

(0.153)

−0.193***

(0.025)

−0.214***

(0.050)

Rural Upper 
(Yes = 1)

−0.083***

(0.027)

−0.141*

(0.072)

−0.203**

(0.094)

−0.521**

(0.240)

−0.268***

(0.046)

−0.209***

(0.080)

0.096***

(0.035)

−0.025

(0.229)

−0.076***

(0.027)

−0.201***

(0.072)

Sector dummies No No No No No No No No Yes Yes

Industry dummies No No No No No No No No Yes Yes

Occupation 
dummies

No No No No No No No No Yes Yes

Constant 1.080***

(0.037)

0.546***

(0.104)

1.188***

(0.118)

0.575**

(0.260)

0.887***

(0.083)

0.463**

(0.205)

1.132***

(0.052)

0.802***

(0.196)

1.704***

(0.140)

1.624***

(0.187)

Observations 8,127 1,735 1,255 160 2,702 1,341 4,148 227 8,105 1,728

R2 0.131 0.275 0.125 0.351 0.195 0.231 0.032 0.064 0.208 0.347

Source: ELMPS 2012.
Note: Robust standard errors in parentheses. ***p<0.01, **p<0.05, *p<0.1.
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ANNEX TABLE 4 .3 . wage decompositions, 1998

Outcome Log hourly wages

Sample (wage earners only)
Men
(1)

Women
(2)

Men
(3)

Women
(4)

Experience (years) 0.036***

(0.003)

0.063***

(0.007)

0.038***

(0.004)

0.060***

(0.007)

Experience squared −0.000***

(0.000)

−0.001***

(0.000)

−0.000***

(0.000)

−0.001***

(0.000)

Literate or elementary (Yes = 1) 0.056

(0.037)

0.135

(0.159)

0.089**

(0.037)

0.034

(0.176)

Secondary (Yes = 1) 0.236***

(0.037)

0.350***

(0.113)

0.261***

(0.044)

0.154

(0.168)

Postsecondary (Yes = 1) 0.557***

(0.039)

0.733***

(0.112)

0.558***

(0.058)

0.358**

(0.175)

Urban Lower (Yes = 1) −0.154***

(0.029)

−0.107**

(0.045)

−0.124***

(0.029)

−0.038

(0.045)

Urban Upper (Yes = 1) −0.186***

(0.029)

−0.172***

(0.043)

−0.141***

(0.029)

−0.117***

(0.042)

Rural Lower (Yes = 1) −0.215***

(0.031)

−0.278***

(0.074)

−0.157***

(0.032)

−0.196***

(0.074)

Rural Upper (Yes = 1) −0.281***

(0.033)

−0.254***

(0.078)

−0.244***

(0.034)

−0.253***

(0.075)

Sector dummies No No Yes Yes

Industry dummies No No Yes Yes

Occupation dummies No No Yes Yes

Constant −0.244*** −0.799*** 0.034 −0.461

(0.049) (0.115) (0.119) (0.353)

Observations 3,582 1,005 3,565 1,003

R 2 0.230 0.466 0.315 0.531

Source: ELMPS 1998.
Note: Robust standard errors in parentheses. ***p<0.01, **p<0.05, *p<0.1.
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ANNEX TABLE 4 .4 . Reservation wage Regression

Outcome
Log reservation wage for 

public sector
Log reservation wage for 

formal private sector
Log reservation wage for 
informal private sector

Sample
All unemployed

(1)
All unemployed

(2)
All unemployed

(3)

Female (Yes = 1) −0.215***

(0.043)

−0.240***

(0.040)

−0.282***

(0.060)

Literate (Yes = 1) 0.208*

(0.115)

0.208

(0.133)

0.135

(0.168)

Elementary (Yes = 1) 0.325***

(0.106)

0.193**

(0.084)

0.222*

(0.128)

Secondary (Yes = 1) 0.371***

(0.078)

0.335***

(0.060)

0.519***

(0.105)

Postsecondary (Yes = 1) 0.509***

(0.085)

0.507***

(0.068)

0.631***

(0.112)

Youth (Yes = 1) 0.034

(0.073)

−0.092

(0.075)

−0.000

(0.154)

Young adult (Yes = 1) 0.104

(0.076)

−0.039

(0.078)

0.004

(0.155)

Early prime (Yes = 1) 0.077

(0.077)

−0.057

(0.081)

−0.056

(0.155)

Late prime (Yes = 1) 0.389***

(0.150)

0.098

(0.118)

0.130

(0.195)

Graying (Yes = 1) −0.049

(0.141)

−0.321**

(0.148)

−0.560**

(0.219)

Urban Lower (Yes = 1) −0.160***

(0.056)

−0.167***

(0.055)

−0.212***

(0.075)

Urban Upper (Yes = 1) −0.350***

(0.060)

−0.426***

(0.063)

−0.339***

(0.079)

Rural Lower (Yes = 1) −0.243***

(0.048)

−0.152***

(0.046)

−0.256***

(0.064)

Rural Upper (Yes = 1) −0.290***

(0.060)

−0.345***

(0.058)

−0.222**

(0.096)

Currently married (Yes = 1) −0.014

(0.045)

−0.020

(0.043)

0.094

(0.065)

Widowed/divorced (Yes = 1) −0.149

(0.158)

−0.102

(0.137)

−0.059

(0.176)

Constant 6.376***

(0.098)

6.871***

(0.086)

6.836***

(0.159)

Observations 1,533 1,530 1,521

R2 0.117 0.135 0.074

Source: ELMPS 2012.
Note: Robust standard errors in parentheses. ***p<0.01, **p<0.05, *p<0.1.
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ANNEX TABLE 4 .5 . distance Regressions

Outcome

Logged distance from job (one-way, in minutes)

Employed age 15–64

Sample (1) (2) (3)

Female (Yes = 1) −0.245***

(0.025)

−0.188***

(0.027)

−0.128

(0.087)

Public sector (Yes = 1) 0.106**

(0.042)

0.123***

(0.046)

Informal private sector (Yes = 1) −0.358***

(0.036)

−0.344***

(0.038)

Farm sector (Yes = 1) −0.515***

(0.052)

−0.544***

(0.054)

Female interacted with:

       Public sector (Yes = 1) −0.103

(0.091)

       Informal private sector (Yes = 1) −0.122

(0.104)

       Farm sector (Yes = 1) 0.132

(0.101)

Literate (Yes = 1) −0.050

(0.054)

−0.103**

(0.051)

−0.098*

(0.051)

Elementary (Yes = 1) 0.076**

(0.034)

0.041

(0.033)

0.044

(0.033)

Secondary (Yes = 1) 0.126***

(0.028)

0.034

(0.029)

0.039

(0.029)

Postsecondary (Yes = 1) 0.226***

(0.031)

0.161***

(0.040)

0.166***

(0.040)

Youth (Yes = 1) 0.218***

(0.056)

0.180***

(0.052)

0.177***

(0.052)

Young adult (Yes = 1) 0.273***

(0.055)

0.226***

(0.051)

0.224***

(0.051)

Early prime (Yes = 1) 0.197***

(0.055)

0.134***

(0.051)

0.131**

(0.051)

Late prime (Yes = 1) 0.173***

(0.059)

0.090

(0.056)

0.088

(0.056)

Graying (Yes = 1) −0.109

(0.080)

−0.053

(0.078)

−0.045

(0.078)

Urban Lower (Yes = 1) −0.327***

(0.033)

−0.239***

(0.032)

−0.238***

(0.032)

Urban Upper (Yes = 1) −0.266***

(0.031)

−0.173***

(0.030)

−0.173***

(0.030)

Rural Lower (Yes = 1) −0.091***

(0.029)

−0.019

(0.029)

−0.020

(0.029)

(continued on next page)
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ANNEX TABLE 4 .6 . Labor Force Exit After Marriage

Labor force participation

Outcome Women aged 15–49 in 2006 Women aged 15–49 in 1998

Sample 2006–2012 1998–2006

Period (1) (2) (3) (4) (5) (6)

Marriage −0.098***

(0.017)

−0.112***

(0.017)

−0.115***

(0.017)

−0.167***

(0.026)

−0.173***

(0.026)

−0.166***

(0.026)

Post*labor force status dummies Yes Yes Yes Yes Yes Yes

Post*age dummies Yes Yes Yes Yes Yes Yes

Post*education dummies No Yes Yes No Yes Yes

Post*region dummies No No Yes No No Yes

Individual fixed effects Yes Yes Yes Yes Yes Yes

Observations 15,295 15,289 15,289 8,848 8,836 8,836

R2 0.425 0.442 0.446 0.365 0.372 0.387

Number of individuals 7,662 7,659 7,659 4,433 4,427 4,427

Source: ELMPS 1998, 2006, 2012.
Robust standard errors in parentheses. ***p<0.01, **p<0.05, *p<0.1.

ANNEX TABLE 4 .5 . distance Regressions

Outcome

Logged distance from job (one-way, in minutes)

Employed age 15–64

Sample (1) (2) (3)

Rural Upper (Yes = 1) −0.090***

(0.032)

−0.042

(0.032)

−0.043

(0.032)

Currently married (Yes = 1) 0.003

(0.031)

−0.012

(0.030)

−0.013

(0.030)

Widowed/divorced (Yes = 1) 0.027

(0.066)

0.008

(0.064)

0.014

(0.065)

Occupation dummies No Yes Yes

Industry dummies No Yes Yes

Constant 2.821***

(0.055)

2.826***

(0.181)

2.828***

(0.182)

Observations 13,025 12,982 12,982

R2 0.037 0.140 0.142

Source: ELMPS 2012.
Robust standard errors in parentheses. ***p<0.01, **p<0.05, *p<0.1.

(continued)
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ANNEX TABLE 4 .7 . Labor Force Exit After Marriage by Labor Market sector

Labor force participation

Outcome Women aged 15–49 in 2006 Women aged 15–49 in 1998

Sample 2006–2012 1998–2006

Period (1) (2) (3) (4) (5) (6)

Marriage −0.153***

(0.032)

−0.215***

(0.048)

−0.251***

(0.049)

−0.247***

(0.047)

−0.354***

(0.065)

−0.308***

(0.069)

Marriage interacted with initial labor 
force status

      Formal private sector
−0.058

(0.128)

−0.112

(0.126)

−0.078

(0.126)

−0.233

(0.208)

−0.425**

(0.199)

−0.418**

(0.191)

      Public sector 0.026

(0.072)

−0.055

(0.082)

−0.035

(0.075)

0.067

(0.084)

−0.108

(0.106)

−0.113

(0.107)

      Informal private sector −0.229***

(0.062)

−0.249***

(0.064)

−0.217***

(0.066)

0.001

(0.110)

−0.015

(0.106)

−0.031

(0.109)

      Farm sector 0.048

(0.077)

0.071

(0.078)

0.099

(0.078)

−0.329***

(0.115)

−0.305**

(0.121)

−0.344***

(0.129)

      Unemployed 0.120*

(0.065)

0.059

(0.070)

0.093

(0.070)

0.148

(0.091)

0.012

(0.096)

0.007

(0.094)

      Not in labor force (nonstudent) 0.153***

(0.041)

0.155***

(0.042)

0.188***

(0.042)

0.178***

(0.060)

0.201***

(0.065)

0.205***

(0.066)

Post*labor force status dummies Yes Yes Yes Yes Yes Yes

Post*age dummies Yes Yes Yes Yes Yes Yes

Married*education dummies No Yes Yes No Yes Yes

Married*parents education dummies No No Yes No No Yes

Individual fixed effects Yes Yes Yes Yes Yes Yes

Observations 15,295 15,289 15,263 8,848 8,836 8,778

R2 0.430 0.431 0.434 0.370 0.374 0.378

Number of individuals 7,662 7,659 7,646 4,433 4,427 4,398

Source: ELMPS 1998, 2006, 2012.
Note: Robust standard errors in parentheses. ***p<0.01, **p<0.05, *p<0.1.
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ANNEX TABLE 4 .8 . teen Fertility

Number of children before age 20

Outcome Women age 20–49

Sample (1)

Born 1970–1974 (Yes = 1) −0.063*

(0.037)

Born 1975–1979 (Yes = 1) −0.098***

(0.033)

Born 1980–1984 (Yes = 1) −0.062*

(0.032)

Born 1985–1989 (Yes = 1) −0.031

(0.032)

Literate (Yes = 1) −0.112**

(0.054)

Elementary (Yes = 1) −0.043

(0.035)

Secondary (Yes = 1) −0.328***

(0.023)

Postsecondary (Yes = 1) −0.476***

(0.023)

Urban Lower (Yes = 1) 0.035*

(0.020)

Urban Upper (Yes = 1) 0.081***

(0.021)

Rural Lower (Yes = 1) 0.049**

(0.019)

Rural Upper (Yes = 1) 0.183***

(0.026)

Constant 0.507***

(0.038)

Observations 8,806

R2 0.138

Source: ELMPS 2012.
Note: Robust standard errors in parentheses. ***p<0.01, **p<0.05, *p<0.1.
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struggling for Growth: Labor demand 
and Job Creation in Egypt

5
The pace of private sector job creation in Egypt has been inadequate to absorb the growing working-age 
population. Employment is skewed toward small-scale activities in low-productivity services, which are 
often part of the informal economy. The dominance of small-scale activities has increased over time pre-
ceding the recent crisis. On the other hand, the share of employment in large establishments is very low 
relative to regional peers and has declined significantly, reflecting stagnation in formal sector job growth. 
The skewed employment distribution and the existence of a few dominant players in several markets are a 
reflection of stagnant firm dynamics and a lack of private sector competition. Egypt has low rates of entry 
into the formal economy, which limits the pool of firms that could grow and put competitive pressure 
on the few large firms that do not create sufficient jobs. In fact, existing establishments in Egypt hardly 
grow over time, revealing a breakdown of the relation between firm age and job growth that exists in more 
competitive economies. Moreover, we find that capital in the industrial sector is misallocated toward a few 
large old firms because of their preferential access to energy subsidies and land. Therefore reallocating capi-
tal from large to smaller industrial establishments would raise aggregate productivity. These distortions 
come at significant costs for labor. Overall, these stagnant firm dynamics are a symptom of an underlying 
more fundamental cause—the absence of a level playing field. 

The analysis presented in the report so far high-
lights the importance of demand side factors, and, 
in particular, the role of the formal private sector in 
employment creation, as key factors in explaining 
the patterns and trends characterizing the Egyptian 
labor market since 1998. We turn now to examin-
ing the nature Egypt’s private sector and the deter-
minants of private sector growth and job creation. 
We start by evaluating whether private sector job 
creation has indeed been low and, if so, which type 
of firms did not create sufficient jobs. Therefore, 
we look in detail at the distribution of employ-
ment across different types of firms, analyze how 
it changed over time, and benchmark the results 
to other countries. Thereafter, we summarize the 

evidence on economic dynamics associated with job 
creation from other countries to assess if comparable 
forces are also at work in Egypt. The analysis isolates 
characteristics of the Egyptian economy that hold 
back firm dynamics and private sector job growth. 
The approach enables us to review specific policies 
through the lens of these empirical stylized facts to 
identify policy constraints that distort the business 
environment, and in turn inhibit formal private sec-
tor job growth.

The analysis is based primarily on three different 
data sources, many of which have been compre-
hensively analyzed for the first time, in conjunction 
with rich analysis of supply side factors. First, we use 



MORE JOBS, BETTER JOBS: A PRIORITY FOR EGYPT104

establishment census data obtained from the depart-
ment of statistics in Egypt (CAPMAS). The data cov-
er information on employment and firm character-
istics of more than two million (nonfarm) economic 
establishments in 1996 and 2006. The census covers 
all economic establishments with a fixed location 
independent of their size.1 Second, we use the an-
nual industrial production survey between 2007 and 
2011, also obtained from CAPMAS.2 It includes all 
establishments with at least 10 employees in manu-
facturing and mining as well as a representative sam-
ple of smaller establishments. The data are in panel 
format so that we are able to follow individual firms 
over time. Third, we use the World Bank Enterprise 
Survey data (WBES) for various years between 2004 
and 2011. The WBES is a unique database contain-
ing firms’ assessments of the implementation of vari-
ous government policies and regulations.

Small-Scale, Low-Productivity 
Activities That Do Not Grow Dominate 
the Private Sector

Employment is skewed toward small-scale activi-
ties in low-productivity services that are often part 
of the informal economy. Figure 5.1 illustrates that 
95 percent of all establishments in 2006 employed 
fewer than 10 workers. These “micro-” firms also 
accounted for 72  percent of total employment in 
2006. On the other hand, small and medium-sized 
establishments (SMEs) employing between 10 and 
100 workers accounted for only 13 percent of total 
employment, whereas large firms with more than 
100 employees accounted for 16  percent. At the 
same time, around 70  percent of employment in 
2006 is in the services sector compared with only 
29 percent in manufacturing. The services sector, in 
turn, is dominated by retail trade, which accounts 
for almost 50  percent of employment in services. 
The average firm size in the retail sector amounts to 
only 1.9 employees (the owner plus one wage work-
er). Thus, many microfirms operate in retail trade, 
which is to a large extent part of the informal econ-
omy: in ELMPS data, 70 percent of employment in 
the retail trade sector is informal (chapter 2).

The dominance of small-scale activities has in-
creased over time, and the trend toward informality 
precedes the recent crisis. Figure 5.1 shows that the 
share of employment in microestablishments has 
increased from 62 percent in 1996 to 72 percent in 
2006. This trend is also reflected in the number of 
jobs created by the different economic sectors over 
the period from 1996 to 2006. Figure 5.2 high-
lights that net job creation in Egypt was highest in 
the low-productivity retail trade sector, which cre-
ated more than 700,000 new, mostly informal jobs 
between 1996 and 2006. Likewise, the low-produc-
tivity and typically informal social and personal ser-
vice sector generated almost 400,000 new jobs over 
the same period. These trends are consistent with 
survey data from the ELMPS showing an increase 
in the share of Egyptians working in the informal 

FIGURE 5 .1 .  share of Employment by Firm 
size, 1996–2006
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Source: Authors’ calculations based on establishment census data in 1996 
and 2006 from CAPMAS.

1 Thus, the data do not cover street vendors. The sampling of 
the census is linked to the decadal population census.

2 The analysis is based on a 20  percent random sample of 
establishments in 2010, which continuously operated since 
at least 2007. Thus, although information on exiting firms 
in 2011 is representative, we do not observe new entrants 
between 2007 and 2010.
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economy: The share of jobs that provide neither so-
cial insurance nor a formal labor contract increased 
from 53  percent in 1998 to 61  percent in 2012. 
Thus, given the high likelihood that small-scale ac-
tivities are overwhelmingly informal, the trend of 
informal employment and employers well precedes 
the recent crisis. 

On the other hand, the share of employment in 
large establishments declined significantly, reflecting 
stagnation in formal sector job growth. In particu-
lar, it declined from 23 to 16 percent between 1996 
and 2006 (figure 5.1). The share of jobs in SMEs, 
which had already been low in 1996, also further 
declined over time. These trends are again echoed 
in net job creation rates among different economic 
activities. In particular, the share of jobs in manu-
facturing, which typically provides formal employ-
ment, declined from 34 to 29 percent between 1996 
and 2006.3 Figure 5.2 illustrates that manufactur-
ing industries such as basic metals, food, transport, 
or textiles generated some jobs in absolute terms, 
whereas other industries such as chemicals or ma-
chinery actually lost jobs over time. Furthermore, 
net job creation was negative in some high-produc-
tivity service sectors such as finance and real estate 
services. These suggest significant deterioration in 
the formal private sector.

Egypt’s share of employment in large establishments 
is very low relative to regional peers. Figure 5.3 dem-
onstrates a strong bias within the Egyptian private 
sector toward microestablishments compared with 
other developing countries in the region. For in-
stance, the share of employment in microestablish-
ments (one to nine employees) is 24 and 29 percent-
age points lower in Jordan and Tunisia, respectively, 
than that in Egypt. In contrast, large establishments 
in both neighboring countries have about 20 per-
centage points higher employment shares. 

Egypt’s employment distribution reveals a lack 
of growing younger medium-sized or large firms. 
The high share of jobs in small old establishments 
is alarming because many of these firms might be 
forced to exit in a more competitive environment. 
Employment is concentrated in microestablish-
ments independent of their age as well as in the 
few very old and very large establishments (figure 
5.4). Even though some microfirms are very young 
(four years or less), a significant share of employ-
ment is also concentrated in medium-age to older 
microfirms: 20 percent of total jobs in Egypt are in 

3 According to the ELMPS, 65 percent of all manufacturing 
jobs were formal in 2006; that is, they provided either social 
insurance or a formal labor contract.

FIGURE 5 .2 .  Job Creation between 1996 and 
2006 by sector
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Source: Authors’ calculations based on establishment census data in 1996 
and 2006 from CAPMAS.

FIGURE 5 .3 . share Employment by Firm size
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old (more than 10  years) establishments that em-
ploy fewer than five workers. The concentration of 
jobs in small old establishments suggests that small 
firms do not grow over time. Either they remain 
small on purpose (e.g., to stay under the radar of 
scrutiny by public officials or large competitors), or 
they are unproductive and would have been forced 
to exit in a more competitive environment (up-or-
out dynamics). 

On the other hand, the several very old and very large 
firms that exist did not grow organically over time 
because of their higher productivity but rather were 
“born” large in the era of state-led industrialization. 
The 206 largest establishments (more than 1,000 
employees) are on average twice as old (27 years) as 
all other establishments. It is important to note that 
several of these very large establishments have been 
founded as state owned enterprises (SOEs), some of 
which were later privatized. For instance, out of the 
206 largest establishments with more than 1,000 

employees, 131 were founded in the period of state-
led industrialization before 1976.

The comparison with Turkey exemplifies Egypt’s 
lack of growing younger medium-sized or large 
firms that create jobs and put competitive pressure 
on the few large incumbents in dynamic emerging 
economies. Figure 5.5 illustrates the employment 
distribution by firm size and age categories in Egypt 
and Turkey. It is evident that Egypt sees fewer jobs 
in young or medium-aged establishments that have 
more than 10 employees. In particular, establish-
ments with more than 10 employees that started 
their business after 1986 (i.e., are less than 20 years 
old) provide only 17  percent of all jobs in Egypt 
compared to 47  percent in Turkey. This group of 
younger growing SMEs or larger firms employs al-
most half of all workers in Turkey. These were in fact 
Turkey’s engine of job creation in the past decades. 
Although the share of employment in large establish-
ments (more than 100 employees) is also 10 percent 

FIGURE 5 .4 . Employment distribution by Establishment size and Age
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higher independent of their age, the share of jobs 
in old micro- or small establishments (fewer than 
20 employees) is negligible in Turkey. These patterns 
suggest that establishments in Egypt stagnate over 
time so that the majority of employment remains 
concentrated in microestablishments. In contrast, in 
more dynamic emerging economies such as Turkey, 
growing younger firms impose competitive pressure 
on the few large incumbents, leading to up-or-out 
dynamics. 

Overall, the results suggest a trend toward employ-
ment in the informal sector in Egypt. Egyptian 
establishments are also older and more skewed 
toward small-scale activities than their regional 
counterparts. While employment in service sector 
microfirms increased, larger firms stagnated. In the 
following sections, we study the patterns of job cre-
ation in more detail to identify characteristics of the 
Egyptian economy that hold back formal sector job 
growth. We start by describing the dynamics that 
lead to job creation in more competitive economies. 
This serves as a benchmark allowing us to identify 
characteristics of the Egyptian economy that impede 
job creation. We then look in more detail at firm 
productivity to uncover potential misallocations of 

resources, that is, in capital and labor, among manu-
facturing and mining firms.

Young, Growing Firms Are Typically 
the Engine of Job Creation, but in 
Egypt, the Young Firms and Small 
Firms Age but Do Not Grow

In competitive economies, young firms are the en-
gine of job creation. There is a large and growing lit-
erature linking employment growth to firm dynam-
ics. Studies typically find that younger and smaller 
firms have higher employment growth rates than 
older and larger firms (e.g., Mansfield 1962; Hall 
1987; Hart and Oulton 1996; Ayyagari et al. 2011). 
Likewise, Davidsson and Delmar (2006) show that 
most of the growth of younger and smaller firms is 
organic, whereas for larger and older firms, employ-
ment growth mostly comes through acquisitions. 
Haltiwanger et al. (2010) have nuanced these find-
ings, showing that net employment growth is associ-
ated with firm age and not firm size in the United 
States, implying that young firms and startups are the 
driver of job creation. Rijkers et al. (2013) confirm 
this finding for Tunisia. However, as young firms 

FIGURE 5 .5 .  Employment distribution by Establishment size and Age (Egypt versus turkey)
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tend to be small, we observe a positive correlation 
also between firm size and net employment growth.

Hsieh and Klenow (2012) corroborate the impor-
tance of firm age for job growth, showing that what 
matters for employment and productivity is how 
firms grow over their life cycle. The authors show 
that within the first 35 years in operation, U.S. firms 
increase their number of employees and total factor 
productivity (TFP) by a factor of eight. In contrast, 
Mexican firms only double and Indian firms do not 
increase their employees over the same period (both 
approximately double their TFP).4 Again, the study 
shows the importance of firm age as a factor driving 
firms’ potential to create jobs.

Among the pool of young firms, a few fast-growing 
firms appear to create most new aggregate jobs. A 
recent stream of the literature linking employment 
growth to firm dynamics suggest that a small group 
of fast-growing firms, often referred to as gazelles, 
are the main driver of aggregate job creation (e.g., 
Bottazzi and Secchi 2007). In other words, a hand-
ful of firms experience a period of accelerated em-
ployment growth whereas most other firms hardly 
grow at all. For instance, empirical studies for vari-
ous developed countries find that 5 to 10 percent 
of the firms deliver 50 to 80  percent of aggregate 
employment creation (e.g., Acs et al. 2008; Coad 
and Hoelzl 2010). These fast-growing firms can be 
found in all industries and are usually young firms 

that are more innovative and take more risks (Hen-
rekson and Johansson 2010; Bars et al. 2006; Goed-
huys and Sleuwaegen 2009; box 5.1). 

Establishments in Egypt hardly grow over time, re-
vealing a breakdown of the relation between firm 
age and job growth as compared to more competi-
tive economies. Figure 5.6 shows the relation be-
tween employment and establishment age across all 
economic sectors in Egypt and Jordan, both based 
on census data (cross-sectional) in 2006.5 The hori-
zontal axis categorizes different age cohorts whereby 
the youngest group of establishments started opera-
tion between 2002 and 2006 and the oldest before 
1966. The vertical axis shows the (weighted) aver-
age number of workers for each of the different age 
groups;6 it is normalized to one for the youngest 

BOX 5.1: INNOVATION AND JOB GROWTH

Most microeconomic studies find a positive relation between innovation and employment creation (van Reenen 1997; Blanchflower and 
Burgess 1998; Piva and Vivarelli 2004; Coad and Hoelzl 2010; Vivarelli 2012). In this regard, it is useful to distinguish between product 
and process innovation. Product innovation is generally found to increase labor demand and hence firm-level employment growth. 
Process innovation is associated with productivity growth, which might, however, compensate labor. Indeed, the findings for process 
innovation are less clear-cut and indicate job destruction in some cases, especially in the short run (e.g., Harrison et al. 2005; Hall et 
al. 2008).

Among developing countries, studies suggest that the adoption of foreign technologies increases firms’ demand for labor, in particular for 
skilled labor. Product and process innovation in developing countries take the form of diversification into new products and the adoption 
of foreign technologies (or organizational structures), respectively. Both processes have been found to increase the demand for labor in 
developing countries. In particular, foreign technology adoption has been found to increase the demand for skilled labor, referred to as “skill-
biased technological change” in the literature (e.g., Berman and Machin 2004). In fact, Conte and Vivarelli (2010), Hanson and Harrison (1999), 
and Fuentes and Gilchrist (2005) find that imported skill-biased technological change is an important determinant of the recent increase in 
the relative demand for skilled labor in developing countries.

4 The fact that older plants in India and Mexico are small 
may not have a large effect on aggregate outcomes if there 
are fewer surviving old plants. The authors show, however, 
that exit rates in India and Mexico are generally not higher 
than in the United States.

5 The results on firm dynamics for comparator countries in 
MENA (and Turkey) are taken from World Bank (2014a), 
which includes a detailed comparative analysis of firm dy-
namics among MENA countries, Turkey, and other bench-
mark countries.

6 We use a weighted average of establishment size across 
four-digit sectors, whereby we use the employment share of 
each industry as weights. Thus, the employment-age rela-
tion shows within-industry patterns.
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group of establishments. Figure 5.6 shows that older 
establishments in Egypt, on average, hardly employ 
more workers compared to younger establishments. 
Within the first 20 to 25 years in operation, estab-
lishments double their average number of employees 
only relative to the youngest age cohort; job creation 
even declines among older cohorts.7 After 40 years 
or more in operation, establishments hire only 1.6 
times more workers, on average, relative to the start-
up cohort (four years or less). Given the relatively 
low exit rates among establishments in Egypt, the 
results reveal that (surviving) establishments hardly 
grow over time. In contrast, the results for Jordan 
show somewhat higher job creation over the life cy-
cle of establishments; after 30 to 35 years in opera-
tion, surviving establishments in Jordan hire three 
times more workers relative to the startup cohort. 

Aggregate employment would increase substantially 
if manufacturing establishments in Egypt grew over 
their life cycle at the same rate as U.S. manufacturing 
firms. Figure 5.7 shows that, in the United States, 
the average manufacturing plant at the age of 35 to 
39 is almost five times larger than the average plant 
under the age of five (Hsieh and Klenow 2012). In 

contrast, 35-to-39-year-old manufacturing plants 
are no larger than new plants in India while they 
are about twice as large in Mexico.8 In Egypt, 20-to-
25-year-old manufacturing establishments are three 
times larger than new ones; however, older age co-
horts hardly employ additional workers. At the age 
of 35 to 39, they are no larger than the average plant 
under the age of five. The oldest cohort of establish-
ments founded before 1966 again employs three 
times as many workers. However, this group of man-
ufacturing establishments had been created during a 

FIGURE 5 .6 .  Job Creation over 
Establishments’ Life Cycles:  
All nonfarm sectors
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FIGURE 5 .7 .  Job Creation over 
Establishments’ Life Cycles: 
Manufacturing sector
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7 The stagnation in the average number of workers hired 
among older establishments could, in principle, be ex-
plained by a large number of bankruptcies (exits); that is, 
establishments grow with age, but fewer are in older age co-
horts. However, exit rates in Egypt are low by international 
standards. Among all establishments in 1996, 1,176,210 ex-
ited until 2006, corresponding to an annualized exit rate of 
5.2 percent (or a survival rate of 35 percent after 10 years).

8 Hsieh and Klenow (2012) report the employment-age rela-
tion by age cohort among manufacturing firms for India, 
Mexico, and the United States weighted by the four-digit 
industries, using value added by industry as weights. We 
do not observe value added in the establishment census in 
Egypt and use employment by industry as weights.
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period of state-led development in heavy industry. 
Thus, many of these plants were born large because 
they were founded as SOEs in strategic capital-in-
tensive sectors. Even though these firms are now pri-
vately owned, their size reflects their initial size when 
founded by the state rather than organic growth over 
the subsequent 40 years and more of their life cycles. 

The majority of Egyptian manufacturing estab-
lishments are small and hardly grow over time. 
Table 5.1 presents employment transition matrices 
for different size categories among manufacturing 
establishments in Egypt.9 What spurs job creation 
is the growth of small firms over time, but in the 
case of Egypt we see that the probability of manu-
facturing firms that are micro- or small to become 
medium-sized or large after five years is very small. 
For instance, the probability that an establishment 
with 6 to 10 workers in 2007 has grown to employ 
more than 20 employees in 2011 is only 3.3 percent. 
The bottom part of table 5.1 shows the probability 
that an establishment with 20 to 49 employees hires 
more than 50 workers five years later; it is 12 per-
cent in Egypt and Morocco compared to 14 percent 
in Turkey. The matrix also reveals that larger firms 
are less likely to exit than smaller firms, but regard-
less of the size exit rates are quite low in Egypt. 

The lack of manufacturing firm mobility between 
firm size categories leaves market shares of large 

firms uncontested and severely limits competition. 
Table 5.1 also shows that establishments in Egypt 
are much less likely to have changed their size sta-
tus after five years. For instance, the probability 
that a large establishment in Egypt remains large 

9 The data in Egypt also include some mining companies.

TABLE 5 .1 . Probability that Manufacturing Establishments Change their size After Five years

Egypt: Five-Year Employment Transitions

Size in 2007

Size in 2011

Exita [0,5] [6,10] [11,20] [21,50] [51,100] >100

[0,5] 16.7 50.0 16.7 16.7 0.0 0.0 0.0

[6,10] 9.1 1.0 69.1 17.6 3.3 0.0 0.0

[11,20] 9.9 0.0 21.9 51.5 15.3 0.7 0.7

[21,50] 8.1 0.3 3.2 14.2 62.3 10.7 1.3

[51,100] 8.8 0.6 1.3 1.9 17.0 53.5 17.0

>100 5.4 0.0 0.0 0.7 1.7 7.4 84.7

Source: Egypt: authors’ calculations based on industrial production survey from CAPMAS.
a The 20 percent sample for the Industrial Survey panel only has representative data for firms exiting between 2010/11, and thus the exit rate here reflects exit in 
one year and not the whole five-year period.

FIGURE 5 .8 .  Probability that [20,49] 
Manufacturing Firms Grow to 
Employ More than 50 workers 
over a Five-year Period
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is 85 percent. This highlights the stagnation in job 
growth as well as job destruction among manufac-
turing firms in Egypt (i.e., in firm churning). The 
absence of mobility between firm size categories is a 
clear signal of a lack of competition between these 
firms: smaller firms do not grow leaving market 
shares of large firms uncontested. As a consequence 
of this lack of firm dynamics, employment in Egypt 
is concentrated in numerous micro establishments 
and in very few, very old, and very large establish-
ments. In contrast to more competitive economies, 
the distribution of employment in Egypt is charac-
terized by the lack of younger SMEs (with 10 to 
200 employees), which in turn limits competitive 
pressure on large, old establishments.

Over the period covered by the establishment cen-
sus, job creation among large firms was negative. 
The privatization of SOEs undertaken as part of the 
reform process contributed to the decline in employ-
ment among large establishments between 1996 and 
2006, which was not (sufficiently) counterbalanced 
by the growth of formal sector jobs in new young, 
private sector firms as in other transition economies. 
Figure 5.9 shows the change in number of employ-
ees between 1996 and 2006 among all large non-
farm economic establishments (with more than 100 
employees) working in SOEs and in the private sec-
tor. It reveals that the number of workers employed 

in SOEs declined by 348,000. In particular, 170 
SOEs with at least 1,000 employees disappeared 
during that period. At the same time, new large pri-
vate establishments emerged, which were, however, 
typically much smaller. As a result, the total number 
of employees (private and public) in large establish-
ments declined by 267,000. The decline might re-
flect that privatized firms had to lay off redundant 

FIGURE 5 .9 . Job Creation/destruction Among soEs and Private Large Establishments
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FIGURE 5 .10 .  Entry Rates of Formal sector 
Firms Across Countries 
between 2004 and 2009
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workers previously subsidized by the government’s 
budget. Although this is a common phenomenon 
in transition economies, the social impact in Egypt 
was not counterbalanced by new formal sector jobs 
in younger small or medium-sized firms. 

Egypt has low rates of entry into the formal economy. 
Figure 5.10 illustrates the average rate of entry (new-
ly registered limited liability firms) into the formal 
sector between 2004 and 2009 normalized by the 
working-age population across countries (Klapper 
and Love 2010). It reveals that Egypt has one of the 
lowest entry densities in the sample of 80 countries 
with available data. For every 10,000 working-age 
persons, only one registered limited liability firm is 
created. This compares to about 10 firms in Moroc-
co, Tunisia, or Turkey and more than 200 in Brazil. 

In addition to limited entry of new firms, low firm 
turnover limits the pool of young firms with suitable 
characteristics to become one of the few fast-grow-
ing formal sector firms (“gazelles”) that typically 
generate most new jobs in other countries. Table 5.1 
revealed low exit rates among industrial establish-
ments in Egypt. The results for the establishment 
census that covers all economic sectors confirm low 
exit rates: 65.7 percent of all firms in 1996 exited 
by 2006 corresponding to an annualized exit rate of 
only 5.7 percent.10 Figure 5.11 shows that gazelles 
are less likely to emerge among Egyptian industrial 
establishments as compared to those in Morocco. 
We aim to capture firms that have achieved high 
growth rates in either employment or sales, specifi-
cally those in the formal sector; because we do not 
have information on, for example, social insurance 
or labor contracts, we focus on firms with more 
than 10 employees that are much more likely to be 
formal than smaller firms. We define gazelles as ei-
ther (1) firms with over 10 employees in the base 
year11 that double employment over any four-year 
period or (2) firms that double their real sales over 
any four-year period with base-year sales exceeding 
$100,000. Figure 5.11 shows that 5 percent of all in-
dustrial establishments (with at least 10 employees) 
in Egypt doubled their number of employees from 
2007 to 2010; this compares to over 11.8 percent 

of manufacturing firms in Morocco from 2003 to 
2006. Based on the sales definition, the incidence 
of fast-growing firms is 11  percent in Egypt and 
16 percent in Morocco. 

Despite the fact that they are few, the fast-growing 
firms account for all formal private sector net job cre-
ation in Egypt’s industrial sector. Between 2007 and 
2011, fast-growing industrial establishments created 
about 95,000 to 180,000 new net jobs (depending 
on the employment or sales definition). In contrast, 
net job creation among all other industrial establish-
ments was negative; between 226,000 and 310,000 
(net) jobs were eliminated. The results show that the 
very few fast-growing manufacturing and mining 
firms in Egypt accounted for far more than 100 per-
cent of total net job creation in these sectors. Given 
that gazelles are typically younger (and smaller), the 
low rate of entry, exit, and firm churning reduces the 

FIGURE 5 .11 . Incidence of “Gazelles”
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10 This annualized exit rate should be regarded as a lower 
bound because it does not capture the establishments that 
were created after 1996 but exited before 2006.

11 This definition excludes microfirms as gazelles, which, for 
example, increased employment from 2 to 4 only by em-
ploying more family members.
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probability that these fast-growing firms emerge in 
Egypt (figure 5.12). 

Overall, firm dynamics and job creation patterns 
in Egypt show that the low entry and limited firm 
churning reduce the pool of new firms that could 
compete with the few large firms that do not create 
sufficient jobs. This lack of competitive pressure from 
new or growing young firms is also consistent with 
the fact that large firms as a group did not create ma-
ny jobs. In the following sections, we analyze factors 
that could be impeding firm growth and employment 
creation potential. First, we investigate the relation 
between employment growth and productivity in the 
industrial sector; second, we uncover distortions in 
the relative prices of capital and labor; and finally we 
examine policies that have inhibited labor demand.

More Productive Establishments Hire 
More Workers, but a Misallocation of 
Resources Limits Productivity and Job 
Growth

Competition ensures that capital and labor alloca-
tions are efficient over time in that more productive 

firms grow and hire more workers. A positive rela-
tion between employment growth and productivity 
indicates that resources are reallocated over time to 
more productive firms through a process of creative 
destruction, that is, the most productive firms grow 
while the less productive shrink or exit. Evidence 
from other developing countries also shows that 
higher-productivity firms that invest in the adop-
tion of foreign technologies are more likely to create 
jobs over time (see box 5.1). 

We observe frequent mobility from low to higher 
labor productivity quintiles among industrial es-
tablishments over time; yet firms are only occasion-
ally forced to exit. Table 5.2 reports the productiv-
ity transition matrix for five productivity quintiles 
among manufacturing and mining establishments 
in Egypt between 2007 and 2011. It shows that 
lower-productivity establishments are more likely to 
exit. However, the exit rates are very low by interna-
tional standards. On the other hand, table 5.2 also 
reveals relatively frequent transitions in productivity 
ranks among manufacturing and mining establish-
ments over time. For instance, the probability of the 
20 percent least productive establishments in 2007 
to transition to higher-productivity quintiles in 2011 

FIGURE 5 .12 .  net Job Creation Among “Gazelles” and “non-Gazelles” between 2007 and 2011
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was 49 percent with a lower chance (38 percent) of 
remaining in the same least productive quintile. 

Industrial establishments in Egypt with higher initial 
labor productivity tend to hire more workers in sub-
sequent years. We use a regression framework to test 
if employment growth is driven by establishments’ 
initial labor productivity level after controlling for 
their size, age, sector, and time dummies.12 We find 
evidence for higher job creation among more pro-
ductive establishments in the industrial sector: A 
1 percent increase in initial labor productivity raised 
the job creation rate by 7.1 percent over the period 
between 2007 and 2010 (see annex table 5.1). De-
spite weak job creation over firms’ life cycles, higher 
labor productivity manufacturing firms create more 
jobs, indicating that competitive mechanisms are at 
work in parts of the economy.

A Misallocation of Capital Limits 
Productivity and Job Growth

Larger industrial establishments in Egypt are more 
capital intensive but less productive. Figure 5.13 il-
lustrates that larger establishments in manufactur-
ing and mining have higher labor productivity and 
higher capital intensities but lower TFP. In fact, 
higher labor productivity accompanied by lower 
TFP implies higher capital intensity.13 Thus, the 

significantly higher capital-to-labor ratios of large 
firms overcompensate their lower TFP so that their 
labor productivity is higher. 

Thus, capital in the industrial sector is misallocated 
toward a few large, old firms. In an efficient econ-
omy, competitive forces lead to a reallocation of 
resources to more productive firms equating (mar-
ginal) productivities across different categories of 
firms over time. Thus, reallocating capital from large 
to smaller industrial establishments would raise ag-
gregate productivity in Egypt. This type of resource 
misallocation across firm size is striking since large 

TABLE 5 .2 .  Probability that Establishments Change their Relative Productivity Ranks After 
Five years

Egypt: Labor Productivity Transitions (industrial sectors)

Productivity in 
2007

Productivity in 2011

Exita 1st quintile 2nd quintile 3rd quintile 4th quintile 5th quintile

1st quintile 13.2 38.0 24.8 12.8 8.0 3.2

2nd quintile 8.7 26.2 32.5 22.6 8.3 1.6

3rd quintile 7.5 13.4 21.8 31.0 18.0 8.4

4th quintile 7.4 9.5 11.2 16.9 37.2 17.8

5th quintile 3.3 4.9 2.4 9.4 19.5 60.6

Sources: Authors’ calculations based on industrial production survey from CAPMAS; World Bank 2014a.
a The 20 percent sample for the Industrial Survey panel has representative data only for firms exiting between 2010/11, and thus the exit rate here reflects exit in 
one year and not the whole five-year period. 

12 We use the Davis, Haltiwanger, and Schuh (1999) defi-
nition of job growth, which is the change in employment 
between period t−1 and t divided by the simple average of 
employment in t−1 and t; this measure has the advantages 
of being symmetric around zero and better accounting for 
job creation by entering or exiting firms. In total we have 
more than 1,800 establishment-time observations in the 
various regression specifications. TFP and labor productiv-
ity are included in logs.

13 At least for conventional production functions. For in-
stance, in the case of a Cobb-Douglas production function, 
log labor productivity is the weighted sum of log TFP and 
log capital intensity, that is, 

log
Y
L
⎛
⎝
⎜⎜⎜
⎞
⎠
⎟⎟⎟= log TFP( )+ 1−α( )log K

L
⎛
⎝
⎜⎜⎜
⎞
⎠
⎟⎟⎟

where Y is output, L labor, K capital, and α the share of 
labor in output.
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establishments are typically found to be more pro-
ductive in other countries (potentially reflecting past 
convergence in that more productive firms grow be-
fore marginal productivities equate).

It follows that few large old industrial firms have su-
perior access to subsidized capital, for instance, by ab-
sorbing energy subsidies or cheap land. The fact that 
large establishments employ more capital per worker 
despite their lower total factor productivity implies 
that the price of capital (relative to labor) is lower 
for large establishments. Which factors distort the al-
location of inputs among industrial establishments? 
Large establishments might benefit from access to 
subsidized capital relative to smaller ones through 
several channels. For instance, a few large firms ap-
pear to have superior access to energy subsidies (to in-
dustry) by means of exclusive licenses allowing them 
to benefit from the subsidies in energy- (and capital-) 
intensive sectors such as cement or steel. Report-
edly, several large firms also have exclusive access to 
(cheap) land, again, subsidizing their marginal costs 
(i.e., the price) of capital (World Bank 2009). More-
over, large firms absorb most corporate bank loans 
(Rocha et al. 2011), reducing their financing costs 
relative to smaller firms. However, more importantly, 
their exclusive access to bank loans might simply be 

a reflection of their superior access to subsidized en-
ergy or land, making them the more attractive bor-
rowers for private banks because of their lower input 
costs, and land is also the main type of collateral for 
bank loans. We analyze the implications of these dis-
tortions for economic dynamics and employment in 
more detail later in this chapter.

These distortions come at a significant cost to labor: 
The industrial sector in Egypt generates 1.4 million 
fewer jobs than in Turkey. Turkey serves as a good 
benchmark because both countries have a comparable 
population (74 million in Turkey relative to 81 mil-
lion in Egypt in 2012), whereas total GDP (in dol-
lars) is about three times lower in Egypt. Moreover, 
Turkey’s manufacturing sector grew strongly in the 
past 20  years, benefiting also from integration into 
European value chains. This performance difference 
between manufacturing sectors in both countries is 
reflected in the total number of jobs: The industrial 
sector in Turkey employed 4.8  million workers in 
2012 compared with 3.4 million in Egypt.14

Despite Egypt’s relative comparative advantage in la-
bor, the share of jobs in labor-intensive manufactur-
ing sectors among industrial establishments is lower 
than in Turkey; in total we find about 324,000 fewer 
jobs in labor-intensive sectors. Figure 5.14 shows 
the number of jobs by factor intensity based on the 
2006 establishment census for Egypt. The numbers 
here differ from the ELMPS number of industrial 
employment in 2012 given above because the cen-
sus was conducted in a different year (2006) and 
does not cover all informal or part-time workers. 
Figure 5.13 reveals that approximately 562,000 per-
sons work in labor-intensive manufacturing estab-
lishments in Egypt relative to about 886,000 in Tur-
key. The lower share in Egypt is striking given that 
Egypt’s lower stage of development (GDP per capita 
is about 3.2 times lower than in Turkey) entails a 
relative comparative advantage in labor-intensive 
sectors such as manufacture of textiles, garments, 

14 The total number of employees working in the industrial 
sector in Egypt is based on the ELMPS and in Turkey on 
the yearly labor force survey from Turkstat.

FIGURE 5 .13 .  Productivity by size Categories 
in Manufacturing and Mining
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leather products, footwear, or paper products or 
publishing and printing. 

Productivity and Job Creation Go  
hand-in-hand

It is the low- and not the high-productivity manu-
facturing sectors that underperform in terms of job 
creation in Egypt (relative to Turkey). Figure 5.15 
illustrates the distribution of employment across 
low-, medium-, and high-productivity manufac-
turing and mining sectors in Egypt and Turkey. It 
shows that Egypt’s manufacturing sector failed to 
produce jobs in low-productivity sectors. In par-
ticular, manufacturing establishments in Turkey 
created 748,000 more jobs in low-productivity sec-
tors than in Egypt; there are 283,000 more jobs in 
medium-productivity sectors in Turkey; however, 
225,000 fewer jobs in high-productivity manufac-
turing and mining sectors. The latter include sectors 
such as pharmaceuticals, basic metals, fabricated 
metal products, or extraction of natural gas. This 
finding is also particularly striking given Egypt’s 
lower stage of development relative to Turkey and 

thus its relative comparative advantage in lower 
productivity labor-intensive sectors. Again, the re-
sults reveal the distortion in the relative prices of 
capital and labor in Egypt, for instance, because of 
energy subsidies to industry or access to cheap land 
as discussed later. 

Once we control for the (mis-) allocation of capital, 
we also find a positive relation between industrial 
establishments’ initial TFP and subsequent employ-
ment growth in Egypt. We find that employment 
growth is driven by establishments’ initial TFP levels 
after controlling for their size, age, sector, and time 
dummies.15 The TFP index already accounts for dif-
ferences in the allocation of capital across establish-
ments so that the regression coefficients measure 
the relation between productivity and job creation 
net of the variations in capital. A 1 percent higher 

15 We follow Caves et al. (1982) to construct an establish-
ment-level TFP index. In particular, we regress employ-
ment growth between 2007 and 2010 on establishments’ 
initial TFP level as well as several control variables such as 
their size, age, and two-digit sector. See the annex to this 
chapter for the regression results.

FIGURE 5 .14 .  Employment share by sector 
Factor Intensity in Egypt and 
turkey
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Sources: Authors’ calculations based on industrial production survey (for 
the sector shares) and establishment census (total number of industrial 
employment) from CAPMAS for Egypt, and World Bank 2014a for Turkey.

FIGURE 5 .15 .  Employment share by sector 
Productivity in Egypt and 
turkey

925,356

700,230
625,501

908,542

484,379

1,232,305

0

200,000 

400,000 

600,000 

800,000 

1,000,000 

1,200,000 

1,400,000 

Egypt, Arab Rep. (2006) Turkey (2010)

High productivity Medium productivity Low productivity

Sources: Authors’ calculations based on industrial production survey (for 
the sector shares) and establishment census (total number of industrial 
employment) from CAPMAS for Egypt, and World Bank 2014a for Turkey.



stRuGGLInG FoR GRowth: LABoR dEMAnd And JoB CREAtIon In EGyPt 117

initial TFP level in 2007 yields a 7.4 percent higher 
employment growth rate over the four-year period 
between 2007 and 2010.16

Thus, reforms leading to higher productivity among 
establishments in the industrial sector in Egypt would 
also lead to higher job growth. Once the misalloca-
tion of capital (i.e., the large differences in capital in-
tensities) among industrial establishments in Egypt is 
accounted for, higher productivity establishments do 
create more jobs over the longer term (measuring job 
growth over the four-year period, 2007–10). Never-
theless, the weak overall job growth in Egypt’s indus-
trial sector suggests that only a few establishments 
were able to increase their productivity. This find-
ing has two important implications. First, inefficient 
capital allocations across industrial establishments 
distort competition and labor market outcomes. Sec-
ond, reforms leading to higher productivity among 
establishments in the industrial sector will also lead 
to higher job growth since (total factor) productivity 
is an important determinant for job creation.

Overall, we find that stagnant firm dynamics, which 
are a symptom of the lack of private sector competi-
tion, come at a significant cost to employment. We 
observe low firm turnover (entry and exit) in the for-
mal sector while existing firms do not grow over their 
life cycle. Instead, small firms stay small, failing to 
compete with the few large firms that do not create 
sufficient jobs. This market structure is a symptom of 
the lack of a level playing field. At the same time, dis-
tortions to the prices of capital relative to labor (e.g., 
due to energy subsidies) further depress the demand 
for labor and distort the process of creative destruc-
tion. In the following section, we highlight that these 
distortions are also part of the mechanisms that hold 
back private sector competition. Thus, a comprehen-
sive approach to competition policy is required.

The Absence of a Level Playing Field 
Limits Private Sector Job Creation

The factors holding back formal sector job growth, 
such as weak formal sector entry, low firm churning, 

stagnant growth over firms’ life cycles, and the exis-
tence of a few dominant players in several markets, 
are all symptoms of an underlying, more fundamen-
tal source—the absence of a level playing field. An 
environment lacking competition reduces incentives 
to invest in new technologies or higher-productivity 
products to maintain a competitive edge over com-
petitors, ultimately resulting in insufficient eco-
nomic dynamism and employment creation. It is the 
role of antitrust or competition law, and their uni-
form enforcement, to safeguard a level playing field 
among firms within and across sectors. The lack of 
a level playing field, however, also surfaces in vari-
ous other policy areas. For instance, we find that the 
implementation of rules and regulations by govern-
ment officials varies across firms within the same 
sector, creating a de facto discriminatory business 
environment among competitors. Moreover, exclu-
sive licenses restrict the entry of firms into energy-
intensive sectors such as cement or steel and thus 
channel the bulk of the generous energy subsidies to 
a few selected firms. The entry into energy-intensive 
sectors is further de facto limited by variations in the 
access to credit, which is required to finance the high 
initial fixed costs in many of these industries. In fact, 
only a few large firms absorb almost all bank loans in 
Egypt. The high concentration of credit further con-
ceals an unequal access to land, which is required as 
collateral for bank loans. In the following, we discuss 
how policies in these different areas distort private 
sector competition and thus job creation in Egypt.

Egypt recently amended the regulations for its 
Competition Authority, granting it, on paper, more 
independence. However, the effectiveness of these 
changes and the true independence of this institu-
tion have yet to be validated in practice. Positive 
steps toward enhancing competition began with the 
enactment of a Competition Law in 2005, which 
established the Egyptian Competition Authority 

16 We also run regressions for the impact of productivity on 
annual employment growth and find that a 1 percent in-
crease in establishment TFP is associated with an increase 
in the job creation rate by 3.4  percent in the subsequent 
year.
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(ECA). However, the institution acquired some in-
dependence only in 2011 when a decree enabled 
the ECA’s chairman to initiate criminal actions and 
to settle antitrust cases; the chairman is, however, 
still directly appointed by the prime minister, rather 
than being independent of political bodies. Previ-
ously the ECA did not have the right to hand over 
any violations to the public prosecutor, and crimi-
nal lawsuits could be initiated only under a request 
issued by the minister. Currently it is too soon to 
evaluate the ECA’s effectiveness and independence. 
For instance, the ECA is only now in the process of 
proposing further amendments to the competition 
law to enable more effective law enforcement.

However, the mere existence of a competition law 
and an independent competition authority are only 
components of an overarching competition policy 
that is needed in Egypt to institutionalize a com-
petitive business environment. Competition policy 
involves all aspects of regulatory interventions that 
impact the level playing field in which firms com-
pete. Trade policy, industrial policy, investment reg-
ulations, property rights, procurement laws, bank-
ruptcy laws, subsidies, and privatizations—all fall 
under the umbrella of competition policy. There-
fore, a “culture of competition” needs to be fostered 
to reinforce the competition authority’s legitimacy. 
Against this background, Dutz and Vagliasindi 
(2000) emphasize that, in addition to competition 
law and enforcement, an effective implementation 
of competition policy also requires competition ad-
vocacy and institutional effectiveness.

In fact, Egypt’s rankings among the World Bank 
Governance Indicators, measuring government 
effectiveness, regulatory quality, the rule of law, 
and control of corruption, have fallen over time. 
Figure 5.16 reports the relative performance of 
Egypt, Lebanon, Morocco, Tunisia, and Turkey. 
Egypt’s performance is in the bottom 40  percent 
worldwide in all four dimensions. Moreover, Egypt 
has the lowest rankings among these MENA coun-
tries for government effectiveness and regulatory 
quality; only Lebanon performs worse in terms of 
the rule of law and control of corruption. 

Poor regulatory quality is clearly manifested in 
Egypt’s business environment. Table 5.3 reports the 
latest World Bank Doing Business Rankings. The in-
dicators reveal that the costs of starting a business in 
Egypt are relatively low compared to other develop-
ing countries. However, they also show that, once a 
firm has been created, it still faces cumbersome regu-
lations to conduct its business thereafter. The relative 
performance is worst in the areas of dealing with con-
struction permits and registering property, resolving 
insolvency, and enforcing contracts. The low rankings 
in these areas conceal, for instance, a cumbersome 
and costly regulatory environment for bankruptcy, 
liquidation, and restructuring procedures that deter 
firms from the kind of risk-taking behavior that spurs 
investment and growth. Bankruptcy procedures are 
considered to involve fraudulent behavior in Egypt. 
“Decriminalizing” bankruptcy would reduce the stig-
ma of bankruptcy, encourage firms to reorganize, and 
strengthen creditors’ incentives to lend. 

Despite these deficiencies, Egypt’s rankings are often 
at par with other emerging economies that had much 
faster growth over the past decade(s). For instance, 
India’s overall rank is worse than Egypt’s, whereas 
Brazil, China, or Indonesia perform equally badly in 
most dimensions of the Doing Business Indicators. 

FIGURE 5 .16 .  worldwide Governance 
Indicators: Percentile Rank 
(out of 100)

Government
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Regulatory
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Rule of Law

Control of
corruption
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Source: World Bank’s Worldwide Governance Indicators.
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Thus, it is not clear to which extent the indicators 
can explain Egypt’s lower growth and job creation. 
The indicators are considered to measure the legal 
(de jure) aspects of the business environment instead 
of their implementation, which varies across firms 
in Egypt.17 One exception might be the measure-
ment of contract enforcement; that is, it measures 
the number of official judiciary procedures, the time, 
and the costs involved in enforcing a sale-of-goods 
dispute from the moment the plaintiff files the law-
suit until the actual payment. Egypt’s ranking in 
enforcing contracts is the worst among the different 
policy dimensions, pointing at significant deficien-
cies in the implementation of rules and legislation.

Perhaps more importantly, we find evidence that the 
implementation of regulations in Egypt is not the 
same for all firms, even when they operate in the same 
sector. Larger and older firms are more experienced 
and well placed in dealing with the authorities and 
meeting regulatory requirements. Some of them might 
also have first-tier connections to politics, potentially 
allowing them to influence rules and their enforce-
ments. For instance, despite Egypt’s relatively favor-
able ranking (third out of 20 countries in the MENA 
region) in the ease of starting a business indicator, we 
observe low entry into the formal economy. However, 
we also find evidence that the waiting time for op-
erating licenses, construction permits, and customs 
clearance procedures differs significantly among firms 
within the same industry, according to the WBES. 
This predominance of discretion over rules discour-
ages entrepreneurship and reduces competition.

Credit discrimination against smaller enterprises re-
sults from unequal access to cheaper inputs and as-
sets suitable as collateral (such as land). Figure 5.17 
shows that only 5 percent of loans in Egypt go to 
SMEs. SMEs have often been considered as the 
main source of employment growth, and, in fact, 
the evidence in this chapter confirms that the weak 
job growth in Egypt can be explained by the fact that 
firms do not grow over their life cycle. The limited 
access to finance may therefore be a key constraint 
to the growth of small firms, but as indicated earlier, 
the concentration of bank loans among large firms 

is closely related to the unequal access to land and 
other subsidies available to only a few large firms. 

Another aspect of preferential treatment is evident in 
the allocation of energy subsidies. The value of energy 
subsidies targeted to heavy industry in Egypt is sub-
stantial. In 2010 subsidies to energy-intensive sectors 
accounted for 2.9  percent of GDP or $7.4  billion 
(24.9  percent of total energy subsidies). Thus, en-
ergy subsidies to heavy industries accounted for the 
equivalent of almost half of total public investments 
in 2010 (amounting to 6.2 percent of GDP).

Energy subsidies to industry distort the price of cap-
ital relative to labor; that is, they are an indirect tax 
on labor. An artificially low price of energy makes 
operating machinery more financially attractive 
than hiring workers. Thus energy subsidies distort 
price signals increasing the relative price of labor 

17 The Doing Business Indicators measure the time and costs 
of official legal procedures for a representative domestic 
firm based in the capital or the largest business center of 
the country. The assessment is based on lawyers’ identifica-
tion of official legal procedures associated with the different 
areas of regulations.

FIGURE 5 .17 .  sME Loans as a Percentage 
of total Loans in selected 
Economies in MEnA, 2009
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and leading investors to favor capital-intensive at 
the expense of labor-intensive industries. In fact, we 
show how such distortions in the price of capital rel-
ative to labor led to a relatively more capital-inten-
sive manufacturing and mining sector than expected 
given Egypt’s level of economic development. Thus, 
energy subsidies potentially defy Egypt’s compara-
tive advantage in abundant human resources, conse-
quently depressing the demand for labor (box 5.2). 

A few large firms disproportionally benefit from the 
generous energy subsidies to industry. Entry into 
energy-intensive industries typically requires large 
up-front fixed investments, which in turn demand 
access to land and credit. In addition, a government 
license is required to legally operate in energy-in-
tensive heavy industries (such as steel, cement, etc.). 
This license used to be issued by the Ministry of 
Industry and Trade or the Ministry of Investment 
and had to be renewed annually, which meant that 
some firms could possibly be excluded from the en-
ergy subsidies. Figure 5.18 illustrates the distribu-
tion of employment classified by firm size and the 
intensity of industries’ consumption of energy.18 

Note that this sample covers all establishments in 
the 2006 establishment census. It shows that large 

FIGURE 5 .18 .  distribution of Employment by 
size and Energy Intensity
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Source: Author’s calculations based on establishment census data in 2006 
from CAPMAS.

BOX 5.2: POLITICAL CONNECTIONS

Although these distortive policies could be removed relatively straightforwardly given political will, it needs to be emphasized that there is a 
reason why these are still in place—they benefit a small group of influential businessmen.

A recent World Bank (2014a) report shows that the stagnant firm dynamics, which hold back private sector job creation in Egypt, are shaped by 
a lack of private sector competition because of closed deals between a small group of business elites and politics;a these political connections 
of a small group of businessmen led to firm-specific privileges (industrial policy) that distort competition and limit growth opportunities of the 
majority of nonconnected firms. The analysis in the report is based on a large novel dataset of politically connected firms that are managed or 
owned by businessmen with influential political posts in the government or the National Democratic Party (NDP) before the 2011 revolution. 
The report reveals that these few connected firms benefit from privileges that come at a significant cost for employment because they (1) lead 
to distortions in the regulatory framework and its implementation (which is skewed toward the protection of rents of connected firms) and 
(2) suppress the growth opportunities of the majority of nonconnected firms. In particular, the report illustrates that politically connected 
firms emerged in various economic sectors including modern formal manufacturing or service sectors; their organization appears to follow 
pyramid structures whereby a few politically connected businessmen control multiple firms through a web of holding companies, subsidiaries, 
and investment of private equity funds. It is shown that manufacturing and mining goods produced by connected firms are more likely to be 
protected from import competition by nontariff technical barriers to import as well as more likely to benefit from energy subsidies to industry. 
These privileges explain their larger profits relative to other nonconnected formal firms. Even more importantly, it is shown that the presence 
of politically connected firms in modern economic sectors leads to more stagnant firm dynamics and job creation because the majority of 
nonconnected firms in these sectors do not grow. In particular, we find lower firm entry, higher market concentration, and higher skewness 
in the firm size distribution across industries and over time when politically connected firms are present. Moreover, firms tend to report lower 
competition, higher inspection rates by government officials, and higher discretion in the implementation of regulations in industries where 
the firms are present. Finally, it is illustrated that employment growth over the medium term is negative after politically connected firms enter 
into previously nonconnected sectors.

a The results are also summarized in detail in Diwan et al. (2014).

18 The classification of industries in high, medium, and low-
energy intensities is based on UNIDO (2010).
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firms accounted for half of the employment in high-
energy-intensive industries in 2006. In contrast, 
large firms account for only about 20  percent of 
employment in moderate- or low-energy-intensive 
industries; that is, employment is concentrated in 
small firms that employ more than 60  percent of 
all workers in these industries. Thus, we find that 
energy subsidies benefitted only a few large firms, 
and the higher cost of labor (relative to capital) helps 
in explaining why they failed to contribute signifi-
cantly to job creation in Egypt.

Overall, the findings highlight that several policy 
distortions hold back employment growth. For in-
stance, the regulatory framework and its unequal 
enforcement in policy areas such as energy subsidies, 
land, procurement, or regulatory services often pri-
marily benefit a small group of firms. In contrast, the 
majority of firms have inferior access to these servic-
es; these typically include young firms that have been 
found to be the engine of job creation in other coun-
tries. These policy distortions to competition reduce 
the scope for private sector job creation in Egypt.
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ANNEX TABLE 5 .1 .  Impact of Productivity on Job Creation over the Period 2007–2010  
(Using Base Period Controls)

Productivity TFP Profitability
Productivity and 

profitability

Productivity 0.071*** 0.072*** 0.072*** 0.107***

TFP 0.081*** 0.079*** 0.074*** 0.000*** 0.000***

Profitability −0.000***

Size −0.004 −0.011

≤5 0.442 0.374 0.332 0.455

[6, 9] 0.282 0.246 0.198 0.303

[10, 19] 0.206*** 0.127* 0.151** 0.206***

[20, 49] 0.084 0.026 0.032 0.087

[50, 99] 0.047 0.004 0.006 0.056

[100, 199] 0.039 0.005 0.007 0.047

[200, 999] 0.077*** 0.059** 0.059** 0.083***

Age −0.018** 0.002

[0–4] −0.054 −0.037 −0.022 −0.044

[5–9] −0.012 0.000 −0.022 0.003

[10–14] 0.038 0.028 −0.022* 0.040

[15–19] 0.054 0.063* −0.022*** 0.061

[20–29] −0.055* −0.039 −0.022 −0.048

Activity dummies Yes Yes Yes Yes Yes Yes Yes Yes Yes

Year dummies Yes Yes Yes Yes Yes Yes Yes Yes Yes

N 1,880 1,860 1,880 1,880 1,858 1,880 2,024 2,024 1,880

R2 0.237 0.241 0.251 0.248 0.251 0.256 0.223 0.237 0.255

Note: ***p<0.01, **p<0.05, *p<0.1.

Annex 5 .1
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working to Cope: A worsening Labor 
Market in times of Crises

6
Informality in Egypt’s labor market has deepened with a rising share of irregular workers, resulting in a 
labor force that is more vulnerable to shocks than in the past 15 years. The increase in informality has 
resulted from a large increase in jobless workers moving into informality, movements away from farming 
and manufacturing, higher wages in the informal sector for unskilled workers relative to formal sector 
wages, and a decline in public employment. During the 2006–12 period, irregular work has increased 
significantly in magnitude and share, underemployment has increased, and the informal sector is increas-
ingly becoming an employer of last resort. Many informal workers are employed in household microen-
terprises and are highly vulnerable as few of these survive over time. 

Since 2008 the Egyptian economy has been hit by 
a series of economic crisis, from the food price and 
financial crises in 2008 and 2010 to the crisis fol-
lowing the 2011 revolution. As we have shown so 
far, the trend toward informal employment in Egypt 
was in place preceding this crisis period. In this 
chapter we try and identify signs of further deterio-
ration in the labor market that may be attributable 
to this crisis period, which falls within the period 
covered by the last two rounds of the ELMPS from 
2006 to 2012. We also examine the determinants of 
increasing informality during this period and shed 
some light on a particularly vulnerable set of non-
farm microenterprises, which are run out of house-
holds and overwhelmingly informal.

This chapter discusses some of the factors associated 
with informalization. As discussed in chapter 2, the 
male informal employment rate grew from 34 per-
cent in 1998 to 38 percent in 2006 and 47 percent 
in 2012. Given that men make up the largest share 
of the workforce, the largest share of employment is 

now firmly concentrated in informal jobs. We find 
that four main elements contributed to the increase 
in informality between 2006 and 2012: (1) a large 
increase in less educated jobless workers moving in-
to the informal sector, (2) a decline in farm employ-
ment and movements away from manufacturing, 
(3) higher wages in the informal sector for young 
less educated workers, and (4) a decline in public 
sector employment for educated workers.

What is remarkable about the Egyptian labor mar-
ket is not only the growing informalization, but also 
the growth in irregular employment between 2006 
and 2012, reversing a small decline between 1998 
and 2006. Among salaried informal workers, there 
are those workers who receive regular payments (in-
cluding permanent and temporary workers), and 
those who have irregular jobs (including seasonal 
and casual workers). Between 2006 and 2012, the 
share of irregular work within the informal sector 
has significantly increased, which may be related to 
the crisis period.
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Evidence is also at hand that although informal em-
ployment can be a stepping stone during periods of 
healthy economic growth, it becomes the employ-
er of last resort when times are bad. We find that 
people who moved to formal or more regular jobs 
between 1998 and 2006 tended to be less educated 
than those who moved into informal or irregular 
jobs between 2006 and 2012.

Most informal jobs are in small informal enterprises, 
which are in turn mostly informal. In 2012, 66 per-
cent of informal workers had jobs in household firms 
with four or fewer workers. Moreover, 80 percent of 
these work in firms with no license, registration, or 
accounting books. As in other developing countries, 
this is of concern to the extent that informality is 
associated with inferior working conditions, low-
productivity firms, and disrespect for the rule of law.

Household microenterprises, which are small firms 
run out of households, are a subset of small enter-
prises and are overwhelmingly informal, and work-
ers in these firms are highly vulnerable. Only about 
20  percent of the household enterprises identified 
in 2006 remained in operation in 2012. Even when 
they did survive, household microfirms did not grow 
between 2006 and 2012. However, what is also clear 
is that informal household enterprises that managed 
to survive are heterogeneous, with about a third re-
porting that they have more than LE 5,000 in capi-
tal, whereas about half have less than LE 1,000 in 
capital. Similarly, the characteristics of workers in 
these surviving firms are diverse, with a third having 
an illiterate main worker and another third a main 
worker that has secondary education or more.

To facilitate our understanding of informality, in 
addition to the definition of informal sector employ-
ment from chapter 2, we separately define informal-
ity at the level of the firm. Broadly following ILO 
guidance, we define a formal firm as one that has 
both a license and registration and informal firms 
as those lacking either.1 Note that it is possible (and 
indeed quite common) for formal firms to hire in-
formal workers. In 2012, 41 percent of wage work-
ers were employed at a formal firm, but only half 

of those were formally employed. Although working 
for an informal firm almost always implied being 
informally employed (with neither a contract nor 
social insurance), working for a formal firm is far 
from a guarantee of formal employment: About half 
of all wage workers in formal firms are informally 
employed (figure 6.1). 

Employment Is Becoming More 
Informal and More Irregular, 
Irrespective of Education or Industry 
of Employment

Informal employment is of lower quality than for-
mal employment along a number of dimensions: 
It is associated with lower wages, lower job satis-
faction, and exclusion from other benefits. When 
asked how satisfied they were overall with their cur-
rent job, 52 percent of formal private sector workers 
answered that they were “fully satisfied” compared 
to only 28  percent of informal workers. Informal 
workers were especially dissatisfied with their job 
security; 34 percent reported being fully or rather 
dissatisfied with their job security compared with 
18  percent of formal private sector workers. The 
median hourly salary for formal private sector work-
ers was LE 4.7, substantially higher than the LE 3.8 
earned in the informal sector. Fewer than 3 percent 
of informal workers get paid vacations, have the 
right to paid sick leave, or have medical insurance, 
compared with the majority of formal private sec-
tor workers. In addition, the unemployed expressed 
a strong preference against informal work, claiming 

1 A vast academic literature attempts to define informality 
and to understand its role in the labor market. Despite this, 
informality remains a somewhat nebulous and ill-defined 
concept: Assessing the literature, Guha-Khasnobis et al. 
(2006: 2–3) conclude that “formal and informal are better 
thought of as metaphors that conjure up a mental picture of 
whatever the user has in mind at that time.” Kanbur (2009) 
argues that this lack of coherence leads to analytical and 
policy problems, in the form of inconsistent information 
and a related tendency to apply the same policy instrument 
to very different situations.
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that it would require a much higher salary for them 
to accept an informal job than for a formal private 
sector or public sector job (this measure of sector 
preference is also discussed in chapter 4).

The trend toward informalization that was evident 
between 1998 and 2006 has continued unabated 
to 2012. Indeed, the informal employment to 
working-age population ratio for men grew from 
25 percent in 1998 to 29 percent in 2006 and fur-
ther to 38  percent by 2012 (figure 6.2). Some of 
the growth in informal employment has coincided 
with a decline in the share of men who were previ-
ously not employed, as well as a decline in public 
sector employment. For women, the slight increase 
in informality observed between 1998 and 2006 was 
reversed between 2006 and 2012, when many who 
were previously employed in formal and informal 
jobs left the labor force. 

However, the quality of employment is varied in 
both the formal and the informal sectors. First, a 
distinction is seen between nonwage2 and salaried 
(or wage) workers. In addition, within the informal 
sector, some wage workers receive regular payments 
(including permanent and temporary workers), and 
others have irregular jobs (including seasonal and 
casual workers). What is remarkable is that the share 
of informal irregular male wage workers increased 

substantially between 2006 and 2012, reversing a 
small decline between 1998 and 2006 (figure 6.3). 

Informal employment has increased, while the qual-
ity of those informal jobs has declined. Although the 

FIGURE 6 .1 . Formal Firms Are not the same as Formal workers
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Sources: ELMPS 2012.

FIGURE 6 .2 .  Job status  
(Egyptians Aged 15–64)
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2 Nonwage workers include self-employed and unpaid family 
workers.
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informal employment to working-age population 
ratio increased for all age categories, it is especially 
high among young men. For example, the informal 
employment-to-population ratio of men aged 25 to 
29 increased from 36 percent in 1998 to 46 percent 

in 2006 and further to 55 percent in 2012 (figure 
6.4). The quality of those informal jobs has declined, 
particularly for the youth. Although most informal 
workers had regular salaried jobs in 1998, by 2012 
the majority had irregular jobs (figure 6.4). In par-
ticular, the irregular employment-to-population ra-
tio among young adults (ages 25–29) first declined 
slightly from 12 percent in 1998 to 10 percent in 
2006, but then sharply rose to 24 percent in 2012. 

The trend toward informalization is present irrespec-
tive of education. Although informal workers are less 
educated than their formal sector counterparts, the 
trend toward informalization is present at all levels of 
education (figure 6.5). Similarly, a sharp increase has 
been seen in the share of informal workers who have 
irregular jobs, regardless of the level of education. 
Although those who are illiterate and those with less 
than secondary education have the highest rates of 
irregular employment, the share of irregular workers 
with vocational education has tripled between 1998 
and 2012 (from 5 to 16 percent of men), and the 
share of irregular workers with secondary education 
has doubled from 7 to 15 percent over the same pe-
riod (figure 6.5). In contrast, among workers with 
postsecondary education, the increase in informality 

FIGURE 6 .3 .  Job status  
(Men Aged 15–64)
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FIGURE 6 .4 . Egypt: Informal Male Employment by Age
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has been toward regular informal jobs. Finally, there 
is a clear increase in the share of informal nonwage 
or self-employed workers over the decade, but most 
prominently among workers with less than second-
ary education. In contrast, among formal sector 
workers, a decline is seen in public sector employ-
ment across educational levels throughout the de-
cade, but only a slight compensating increase in pri-
vate formal waged employment, particularly among 
workers with postsecondary education. 

Rural regions have a higher concentration of in-
formal workers; however, informality is growing in 
both rural and urban areas. The informal employ-
ment-to-working-age population ratio grew from 
13 percent in 1998 to 19 percent by 2012 in urban 
areas and from 16 to 22 percent in rural areas. This 
growth has been led by an increase in irregular work, 
particularly in Rural Egypt (figure 6.6). Although 
a continuous decline has occurred in the share of 
public sector and formal self-employed workers 
throughout the period, a reversal apparently took 
place in terms of regular and irregular wage work. 
Informal regular employment increased slightly be-
tween 1998 and 2006, but then it declined substan-
tially between 2006 and 2012. In contrast, informal 

irregular wage work declined slightly between 1998 
and 2006, but then increased dramatically between 
2006 and 2012, particularly in rural regions (figure 
6.7). Although informality of employment is a trend 
that has preceded the recent crisis, the shift toward 
irregular work is therefore likely a cyclical response. 

FIGURE 6 .5 . Informality by Education, Men Age 15–64
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FIGURE 6 .6 .  Informal Employment to 
working-Age Population Ratio 
by Region
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All industries have become more informal, and a 
shift has occurred toward irregular work in the sec-
ond half of the 2000s. As described in chapter 5, an 
informalization of employment has taken place in 
some industries more than others. In line with the 
results of the census of economic establishments, 
household survey data show that almost all indus-
tries have become more informal, with the largest 
changes in construction, wholesale and retail, and 
transportation and storage activities. This is impor-
tant because together these activities made up close 
to 40 percent of the workforce in 2012. Interesting-
ly, a marked shift has also occurred toward irregular 
informal work between 2006 and 2012 compared 

to the first part of the decade, when there was sub-
stantial growth in regular informal wage work and 
nonwage or self-employed work, particularly in the 
wholesale and retail sector (figure 6.8).3 In contrast, 

FIGURE 6 .7 .  Changes in the share of 
workers by Region  
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FIGURE 6 .8 .  Growth in Informal 
Employment by Industry 
(Percentage Point Increase 
in Share of Working-Age 
Population)
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3 This is consistent with the Establishment Census results, 
which show that the majority of new jobs created between 
1996 and 2006 were in wholesale and retail, where the aver-
age establishment employs only one wage worker (plus the 
owner).
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the move toward irregular work cut across sectors 
between 2006 and 2012, but was especially true in 
the construction sector. In contrast, the trend toward 
informalization is much less pronounced in health, 
education, and other services and in public admin-
istration, which are inherently public sector indus-
tries, throughout the decade. Cross sectional and 
longitudinal estimates of median hours worked per 
month also confirm a decline between 4 to 6 percent 
between 2006 and 2012 (Assaad 2014). The most 
affected workers were those working in small private 
sector establishments and outside fixed establish-
ments. Workers in medium-sized private establish-
ments also experienced a reduction in median hours.

Informal Employment Is a Stepping 
Stone to Better Jobs in Good Times but 
an Employer of Last Resort in Bad Times

Although the general trend is one of increasing in-
formality, substantial movement took place from 
formal to informal employment and vice versa 
throughout the period. Did workers enter informal-
ity to wait until they find a formal job, or did some 
workers choose informality because the benefits of 
doing so outweigh the costs? If workers were queu-
ing for formal jobs by undertaking temporary in-
formal employment, one would not expect to see 
formal workers move to informal jobs, particularly 
in “good times.” However, if some workers prefer in-
formal employment because employers offer wages 
that compensate them for the costs of informality, 
one would expect to see movements into informality 
even for highly skilled, experienced workers. Using 
the ELMPS, we analyze transitions between 1998 
and 2006 when there was relative macro- and politi-
cal stability, along with the introduction of reforms 
that led to strong GDP growth toward the end of 
the period. We then analyze transitions between 
2006 and 2012, when economic growth declined 
substantially given the international financial crisis 
and the Egyptian revolution.

The evidence suggests that four main elements con-
tributed to the increase in informality by 2012: (1) a 

large increase in less educated jobless workers moving 
into the informal sector, (2) a decline in farm em-
ployment and movements away from manufacturing, 
(3) higher wages in the informal sector compared to 
the formal sector for young less educated workers, 
and (4) a decline in public sector employment for 
educated workers. We describe each of these in turn.

First, the increase in less educated and vocational 
workers moving from being jobless into the infor-
mal sector was the most important reason for the 
increase in informal workers. Close to 40 percent of 
the previously jobless workers moved into informal 
jobs between 1998 and 2006. Indeed, 64 percent of 
illiterate men and 37 percent of vocational educated 
workers who were jobless in 1998 became informal 
workers by 2006. Similarly 62 percent of illiterate 
men and 42 percent of vocational educated workers 
who were jobless in 2006 became informal workers 
by 2012 (figure 6.9, annex tables 6.1 and 6.2). This 
pattern also holds for those with elementary and 
middle school, suggesting that for the previously 
jobless, informal work was the most important po-
tential source of employment. 

Second, the increase in informality among less edu-
cated workers coincides with a doubling in the share 
of men aged 18 to 50 moving from farm employ-
ment to the informal sector. Indeed, 35 percent of 
men who were farm workers in 2006 became infor-
mal workers by 2012, compared to 15  percent of 
men who made a similar transition between 1998 
and 2006.

Third, for young illiterate workers and those with 
elementary school education, higher wages in the 
informal sector compared to their formal sector 
counterparts have led to movements into informal-
ity and less movement into formality. When we 
hold other individual characteristics constant, we 
find that wages for workers with low levels of edu-
cation were higher in informal compared to formal 
sector jobs (figure 6.10, annex tables 6.3 and 6.4). 
It is therefore not surprising that less educated men 
were much less likely to move from the informal to 
the formal sector in the second part of the period 
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(figure 6.10). This is also consistent with the possi-
bility that facing high costs of making workers for-
mal employees, employers offer somewhat higher 
wages under informal employment to compensate 
workers. 

Finally, when we focus on men with postsecond-
ary education, we find that the trend toward infor-
malization was partly driven by a decline in public 
employment. This was mainly due to a much lower 
share of previously jobless high-skilled workers (pre-
sumably students or those waiting for a public sec-
tor job) finding public sector employment in 2012 
when compared with 2006 (figure 6.9). At the same 
time, a smaller share of informal high-skilled work-
ers was able to find formal jobs in 2012 compared 
with 2006 (figure 6.9). These movements among 
highly and less educated workers could go a long 
way in explaining the increase in informality in both 
urban and rural regions, as well as the informaliza-
tion of jobs in certain industries that tend to employ 
less educated labor.

FIGURE 6 .9 .  Egypt: transitions of Male workers  
(Percentage of Men Ages 18–50, Observed from One Period to the Other)
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FIGURE 6 .10 .  Predicted wages (2012 LE) by 
Education and Age, 2012
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Some evidence suggests that the informal sector 
can serve as a stepping stone to achieving a better 
job during good times, and as fallback job during 
bad times. For instance, between 1998 and 2006, 
23  percent of irregular wage workers moved to 
regular informal jobs. Similarly 17 percent of reg-
ular informal wage workers moved to formal jobs 
(figure 6.11, annex table 6.1). In contrast, between 
2006 and 2012, larger movements took place from 
regular to irregular informal jobs and from formal 
to informal jobs. Indeed, 16 percent of formal wage 
workers became informal, more than twice what 
was observed earlier in the decade, and 21 percent 
of regular informal workers became irregular. 

People who moved to more regular jobs between 
1998 and 2006 were not the same as those who 
moved to less desirable jobs between 2006 and 
2012. For instance, workers who moved from ir-
regular to regular informal jobs between 1998 and 
2006 had low levels of education: Nearly half were 
illiterate, three-quarters lived in rural areas, and 
close to 45 percent worked in the agricultural sec-
tor. In contrast, although 70 percent of workers that 
moved from regular to irregular jobs between 2006 
and 2012 also lived in rural regions, they tended to 

be better educated, with more than a third having 
secondary education, with a fifth of them working 
in manufacturing and mining, and a fifth working 
in construction. This is a further sign of deteriora-
tion in the second period.

Movements into and out of a manufacturing job 
are associated with movements into and out of for-
mal salaried jobs. In general, workers who moved 
from informal to formal jobs in the first period 
also had slightly different characteristics than those 
who moved the other way around between 2006 
and 2012. However, there is one important excep-
tion: their participation in the manufacturing sec-
tor. Workers moving from regular informal to for-
mal jobs in the early period were educated, with 
nearly 18 percent having secondary education and 
12 percent having postsecondary education. About 
46 percent lived in metropolitan areas and 31 per-
cent in rural areas, and nearly 30  percent were in 
the manufacturing sector. In contrast, when we look 
at those who transitioned from formal to informal 
jobs between 2006 and 2012, we find that they 
were even better educated, with 40 percent having 
completed secondary school and 14 percent having 
postsecondary education, nearly 53 percent lived in 

FIGURE 6 .11 .  transitions for salaried and self-Employed Men  
(Percentage of Men Aged 18–50 in Initial Status)
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rural areas, and 37 percent lived in the metropoli-
tan areas. However, as in the previous period, nearly 
34 percent of these workers were in the manufactur-
ing sector, indicating that the loss of a manufactur-
ing job was associated with movements into and out 
of formal salaried jobs.

Self-employed workers are heterogeneous but are 
increasingly informal. For nonwage or self-em-
ployed workers, we find that between 1998 and 
2006 the share of workers moving from formal to 
informal status was more or less the same as the 
share of workers moving from informal to formal 
status. In contrast, between 2006 and 2012, the 
share of formal self-employed workers who became 
informal was three times higher than the share of 
informal self-employed workers becoming formal 
(figure 6.11, annex table 6.1). Were these workers 
mostly subsistence workers or budding entrepre-
neurs? Both: Workers who became informal were 
heterogeneous, with about 18  percent being illit-
erate, but another 47  percent being secondary or 
postsecondary graduates. Although in general these 
workers were in their mid-30s, nearly half (46 per-
cent) lived in urban areas, with another 26 percent 
living in metropolitan areas. The majority (close to 
60 percent) worked in wholesale and retail, but an-
other 14  percent were initially in manufacturing. 
This suggests that between 1998 and 2006, infor-
mal employment acted as a stepping stone to bet-
ter quality employment, but with the recent crisis 
workers have shifted from formal to informal work 
and from regular to irregular work as employment 
of last resort in bad times.

Household Microenterprises Are 
Highly Vulnerable

Most informal jobs are in small informal enterpris-
es. For instance, in 2012, 66 percent of all informal 
workers had jobs in firms with four or fewer work-
ers, and only 7 percent had jobs in firms with more 
than 50 workers. Moreover, 80 percent of informal 
workers (those without access to social insurance or 
a permanent contract) who report being the main 
worker in a household microenterprise (a subset of 
microfirms) work in firms with no license, registra-
tion, or accounting books. In contrast, 70 percent of 
formal workers who report being the main worker 
in a household microenterprise work in a formal 
microenterprise (one with license and registration). 
Therefore, to understand the informal sector, it is 
important to understand small informal firms or 
microenterprises. This is no small portion of firms 
in Egypt. Indeed, microenterprises with fewer than 
10 workers account for 95  percent of all business 
establishments according to the 2006 Establishment 
Census.

To complement the analysis presented earlier in the 
report, we take advantage of a detailed module on 
household enterprises in the ELMPS survey (box 
6.1), which provides insights into a particular type 
of microenterprises and is the only source of re-
cent information on the microfirm sector. We find 
that about 55 percent of family-owned household 
microenterprises have neither a business license, 
are not registered, and do not have accounting 
books. We find that only 15 percent of household 

BOX 6.1: INFORMATION IN THE ELMPS ON HOUSEHOLD MICROENTERPRISES

The ELMPS contains a rich module on household nonfarm enterprises. The survey identifies the number of workers, workers within the 
household who work in that activity, ownership, age of the enterprise, place of work, amount and source of capital, whether the business has 
a license or registration, and whether it keeps accounting books. The survey also asks questions about the firm’s assets and its revenue and 
expenditures, and asks questions about changes in employment and earnings over the last year. The 2012 sample contains 2,358 household 
microenterprises, of which 1,683 households had been previously interviewed in 2012.

However, it is important to note that the ELMPS is representative of households but not of all microenterprises, since the sample frame 
was constructed on the basis of households, not on the basis of economic establishments. Therefore the results are representative of 
household-based microfirms and should therefore be interpreted in that light. Wherever the results are consistent with results from the 2006 
establishment census, we highlight this is the case.
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microenterprises are formal by our definition, pos-
sessing both license and registration. 

Most informal household microenterprises are small: 
About 70 percent of household enterprises reported 
in the ELMPS were single-employment ventures, 
and another 29 percent had 2 to 5 workers in 2012 
(figure 6.12). Although there are far fewer formal 
household microenterprises, about 20  percent of 
them had more than five workers in 2012. Indeed, 
the probability of being formal for firms with 6 to 
10 workers doubled relative to single-person firms 
between 2006 and 2012 (annex table 6.4). 

Informal household microenterprises tend to em-
ploy more females than their formal counterparts. 
In addition, informal microenterprises have a higher 
share of female principal workers when compared 
with their formal counterparts. Despite low levels 
of labor force participation, 17 percent of informal 
firms had a female principal worker, whereas only 
6  percent of firms with license, registration, and 
accounting books did so in 2012. Although firms 
where the main worker was male were more likely to 
be formal in 2006, gender was no longer statistically 
significant in determining the probability of being 
formal in 2012 (annex table 6.5), possibly because of 
the small number of firms with female main workers.

Another common feature of informal microenter-
prises is that the educational level of the main work-
er is lower than in their formal counterparts. In-
deed, the probability of being formal increases with 
educational attainment of the main worker (annex 
table 6.5). However, it is also important to note the 
educational level of these principal workers has im-
proved over the period (figure 6.13). For instance, 
29 percent of informal firms had an illiterate prin-
cipal worker 2012, down from about 36 percent in 
2006. Similarly, 42 percent of informal firms had a 
principal worker with secondary or postsecondary 
attainment in 2012, up from 34 percent in 2006. 

Most informal household microenterprises are lo-
cated in rural areas, although growth has occurred in 
informal household firms in Cairo over the last de-
cade (annex table 6.6). Indeed, the probability of a 

firm being formal is higher in metropolitan and ur-
ban regions when compared to rural regions. How-
ever, the metropolitan region effect seems to have 
declined between 2006 and 2012 (annex table 6.5), 
which is consistent with other evidence presented in 
chapter 3 of relative stagnation in the core.

The vast majority of formal (license and registration) 
and informal household microenterprises belong to 
the wholesale and retail sector and in manufactur-
ing (figure 6.14). However, a sizeable share of infor-
mal household firms is found in construction and in 
transportation and storage with steady growth over 
the last decade (figure 6.15). In contrast, some growth 
has occurred in information, communication, and 
financial services (and other services) among formal 
microfirms (annex table 6.5). Informal household 
microenterprises mostly operate out of homes or as 
mobile workers, whereas firms with license and regis-
tration operate mostly out of shops (annex table 6.6). 

Finally, the availability of capital is an important 
determinant of being formal among household mi-
crofirms. The evidence suggests that the probability 
of a firm being formal is higher with higher capital, 

FIGURE 6 .12 .  share of household 
Microenterprises in Each size 
Category, by Formality status
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when holding constant for other firm and main 
worker characteristics (annex table 6.5).

A critical issue for employment in Egypt, insomuch 
as it is so closely related to small and microfirms, is 

FIGURE 6 .13 .  Egypt: Education of Main worker  
(Share of Household Microenterprises)
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FIGURE 6 .14 .  share of Informal and Formal household Microenterprises by Economic sector
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whether firms grow over time. Chapter 5 presents 
detailed evidence from the Establishment Census to 
show that between 1996 and 2006 firm dynamics 

were very sluggish, with low rates of entry, exit, and 
growth. To supplement this analysis using more re-
cent information on a specific type of microenter-
prise, we use data from a specialized module in the 
2006 and 2012 ELMPS to follow microenterprises 
over time by constructing a panel of firms (see annex 
6 for details).4

The main result that emerges is the fact that house-
holds with microenterprises are incredibly vulnera-
ble. Indeed, only 20 percent of the 1,683 household 
microfirms present in the 2006 survey survived into 
2012. Although the chances of survival were slightly 
higher for formal firms where the principal worker 
was formal, the share of household firms that actu-
ally survived is very small in either case (figure 6.16). 
What is also clear is that informal household firms 

FIGURE 6 .16 .  share of surviving household Firms with Changes in number of workers 
between 2006 and 2012, by Formality and original number of workers in 2006
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FIGURE 6 .15 .  share of household 
Microfirms that survived from 
2006 to 2012
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4 Unfortunately similar analysis for 1998–2006 was not pos-
sible because there is no information on (1) who the main 
worker in the identified microenterprises in 1998 is and (2) 
the sector or industry the microenterprise engages in, both 
of which are needed to match microfirms over time.
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that manage to survive are heterogeneous, with 
about a third having an illiterate main worker and 
another third with a main worker that has second-
ary education or more. Similarly, about a third of 
surviving firms report having more than LE 5,000 
in capital for their firms, whereas about half have 
less than LE 1,000 in capital (annex table 6.7). In 
contrast, household firms that did not survive on 
average had fewer workers than those that survived, 
were more likely to operate out of the worker’s home 
and in agriculture, had less capital or none at all, 
and were less likely to be in wholesale and retail. 
This evidence points to the vulnerability of workers 
whose main livelihood is derived from household 
microenterprises.

Even when they do survive, similar to other firms 
in the private sector, Egyptian household micro-
enterprises do not seem to grow, and this has be-
come increasingly true over the last six years. Based 
on recall information, 11.4 percent of household 
microfirms reported increasing their number of 
workers in the three years to 2006, whereas only 
5.4 percent did so in 2012. In contrast, 18 percent 
of microfirms reported a decrease in the number of 
workers in the three years to 2012, compared with 
8 percent in the three years prior to 2006 and 5.8 
in the three years to 1998 (Rashed and Sieverding 
2013: 10). When we focus on the panel of firms 
that survived between 2006 and 2012, we find 
that the large majority of firms did not increase the 
number of workers (figure 6.17). Most were one-
person firms in 2006 and stayed that way through 
2012. These results are in line with results from the 
Industrial Panel Survey for 2006 and point to no 
significant growth of firms between 2006 and 2012 
(see chapter 5). 

An important factor that may limit the capacity 
for growth of microfirms is their financial viability. 
Egypt has implemented public sector programs to 
improve access to finance for micro and small enter-
prises (MSEs) in addition to civil society and non-
governmental organization programs that operate 
in this area. Despite public effort in programs and 
resources to promote small enterprise development, 

the overwhelming majority of MSEs are primar-
ily financed by personal sources. The first source 
of start-up financing for over two-thirds of MSEs 
in 2012 was household savings, and an additional 
10.8 percent used an inheritance. Loans from per-
sonal contacts or proceeds from a Rotating Sav-
ings and Credit Association were only the primary 
sources of financing for around 2 percent of MSEs. 
(Rashed and Sieverding 2013: 10).

Note that this is not very different from other mid-
dle income countries: For example, in the case of 
Mexico, the 2012 ENAMIN survey reports that 
50  percent of microfirms used personal savings as 
their initial and main source of financing, and an 

FIGURE 6 .17 .  Jobs for workers in 
Microenterprises that did 
not survive between 2006 
and 2012
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additional 14  percent had loans from family or 
friends.5 Asset holdings of household enterprises 
were also quite limited. The only two items held 
by more than 10 percent of SMEs were a form of 
machinery, equipment or tool (39.8 percent), and 
buildings (17.7 percent).

Given the vulnerability of household microenter-
prises, workers are also vulnerable. What happened 
to workers in firms that did not survive? Although 
about a quarter of workers who were the main work-
er in a household microfirm in 2006 continued to 
be self-employed in 2012, we also find that up to 
18 percent of workers in informal firms that did not 
survive were either unemployed or out of the labor 
force in 2012. Those who worked in an informal 
household microenterprise were more likely to find 
informal work; however, 17 percent of workers who 
were the main worker in a formal microfirm also 
ended up in an informal job by 2012 (figure 6.17). 
These results highlight the vulnerability of workers 
in microenterprises. 

The Egyptian labor market has been characterized 
by increasing informality and, more recently, ir-
regularity of jobs. The largest share of employment 
is now firmly concentrated in informal jobs. What 
is remarkable is not only the growing informaliza-
tion, but also the growth in irregular employment 
(including seasonal and casual workers) between 
2006 and 2012, reversing a small decline between 
1998 and 2006.

We follow the movement of workers from formal 
to informal employment and vice versa throughout 
the period and uncover primarily “push” factors. 
First, the increase in less educated and previously 
jobless workers moving into informal employment 
accounts for a significant share of those who are 
informally employed. The doubling in the share 
of men moving away from farming into informal 
work is another important trend. Both these trends 
suggest for certain types of workers that informal 
employment is the only alternative to joblessness. 
Higher wages in the informal sector for young illit-
erate workers compared with the formal sector may 

have been a response on the part of employers to 
compensate less educated workers for the absence of 
a contract or insurance. For educated workers, who 
are a larger share of the working-age population 
than ever before, the decline in public employment 
and the absence of formal jobs in the private sector 
may have pushed many into informality.

Moreover, there is evidence that although informal 
employment can be a stepping stone during periods 
of healthy economic growth, it becomes the em-
ployer of last resort when times are bad. Some evi-
dence suggests that the loss of a manufacturing job 
was associated with movements into and out of for-
mal salaried jobs. We find that people who moved to 
formal or more regular jobs between 1998 and 2006 
tended to be less educated than those who moved 
into informal or irregular jobs between 2006 and 
2012. However, the movements into and out of the 
manufacturing sector coincided with movements 
into and out of formal salaried jobs.

The analysis of household microenterprises points to 
high vulnerability, low growth, and increasing infor-
malization. Only about 20 percent of the household 
microenterprises identified in 2006 remained in op-
eration in 2012. Even when they did survive, micro-
firms did not grow between 2006 and 2012. How-
ever, what is also clear is that informal firms that 
managed to survive are heterogeneous, with about a 
third of surviving firms report having more than LE 
5,000 in capital for their firms whereas about half 
have less than LE 1,000 in capital. In terms of the 
characteristics of the main workers in these surviv-
ing firms, they are also heterogeneous, with about a 
third having an illiterate main worker and another 
third with a main worker that has at least secondary 
education.

Disentangling the structural and cyclical responses 
of the labor market requires a long time series, which 

5 See INEGI, Encuesta Nacional de Micronegocios 2012, 
ENAMIN, Indicadores estratégicos, table 2.1, http://
www3.inegi.org.mx/sistemas/tabuladosbasicos/tabdirecto.
aspx?s=est&c=33527.
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so far is not available. However, the analysis in this 
chapter does suggest that over and above structural 
trends, some metrics of the labor market may have 
worsened in response to the recent crises. Informal-
ity has been a persistent feature of the labor market, 
and as shown in chapter 2, demographic changes 
have acted in Egypt’s favor, so that observed unem-
ployment rates are actually lower than they might 
have been in their absence. Workers in the 2012 
round of the ELMPS were asked if their employ-
ment conditions had changed between just before 
the revolution and the time of the survey. Although 

a majority reported no change in conditions, private 
sector workers in the formal and informal sector 
were the most likely to report a decline in hours, 
wages, and sales. That the brunt of the crisis was 
borne by the private sector and, in particular, the 
informal sector is evident in increasing irregularity 
of work and in the increasing movement of people 
into the informal sector from relatively better states 
between 2006 and 2012. At the same time, three 
times as many self-employed workers moved from 
the formal to the informal sector as the other way 
around.
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Annex 6 .1 .  Construction of Panel of 
Microenterprises

Using the 2006 and 2012 ELMPS, and to keep track 
of dividing households and enterprises over time, we 
consider only households that have two or fewer mi-
croenterprises in 2006 and in 2012. If a household 
in 2006 divides into two or more households in 
2012, we look for a match in all the divisions. If any 
of these (households in 2012 coming from the same 
household in 2006) has more than two enterprises, 
we exclude the original 2006 household and all its 
2012 partitions from the exercise.

steps Followed to Match Enterprises
Step 1: We focus on the year that the enterprise 
started:

• Years are reported by intervals in the 2006 sur-
vey, whereas they are reported by actual “year” 
in the 2012 survey. We recode the 2012 survey 
to match the 2006 intervals.

• All enterprises that report in 2012 being found-
ed in 2007 or after are considered as new.

• For the rest, if the enterprise was founded in the 
same interval of years, they are considered po-
tential matches, and we go to Step 2.

• If not, we allow for potential recall errors; that 
is, if a household has in 2012 an enterprise 
founded in year t−x, and the 2006 survey says 
the household has an enterprise started within 
the interval [t … t+A], we allow for the two to 
still be potential matches if x is small enough. 
(Something similar occurs if the enterprise was 
founded in t+A+x.)

• For older enterprises we allow for x to be higher; 
for example: if in 2006 a household has an en-
terprise started between 1960 and 1969, and in 
2012 the same household reports an enterprise 
started in 1955, we still consider the 1955 en-
terprise as a potential match for the 1960–69 
enterprise observed in 2006. However, if a 
household reports in 2006 an enterprise started 

between 2000 and 2006, and in 2012 reports 
an enterprise started in 1995, these two are not 
considered as potential matches.

• Only the enterprises that are considered poten-
tial matches by the year they started go on to the 
second step.

Step 2: We focus on the economic activity: 

• Any potential match is considered a match if 
the economic activity reported in 2006 is the 
same as the reported in 2012. 

Step 3: We use the residence of the household head 
and the residence of the household member who is 
the main worker in the enterprise (main worker) to 
solve conflicting matches: 

• In the survey there are no more than two poten-
tial candidates for a same 2006 enterprise in any 
of the 2012 households.

• However, there are cases were more than one 
2012 household has a match for the same “orig-
inal” 2006 enterprise (by the year and economic 
activity criteria).

• To solve this we look for the following: Where 
does the 2006 household head reside? In the 
case where the household is not in the 2012 
panel, where does the main worker of the en-
terprise live?

• If one of the matches is in the household where 
the household head still lives, then the enter-
prise in his or her household is considered the 
final match.

• If the conflicting matches are in households 
where the 2006 head does not live, then the en-
terprise in the household of the main worker is 
considered the final match.

• Finally if the match is located in a household 
where neither the household head nor the main 
worker lives, the enterprise is considered a match 
only if the reported main worker in 2012 lived 
in the original 2006 household; this rule applies 
even in cases without conflicting matches.
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ANNEX TABLE 6 .1 . Labor Market status transitions, 1998–2006 and 2006–2012

Percentage of workers belonging to row category that moved into column category between 1998 and 2006

2006

Formal 
private 
waged

Formal 
self-

employed Public

Informal 
regular 
waged

Informal 
irregular 
waged

Informal 
self-

employed Farm Jobless Total

19
98

Formal 
private 
waged

59.9 4.5 10.6 7.9 2.2 10.3 0.6 4.0 100

Formal self-
employed

7.1 53.1 3.4 3.4 0.0 22.1 5.6 5.2 100

Public 2.9 1.0 89.0 1.6 0.6 0.6 0.5 3.7 100

Informal 
regular 
waged

17.1 7.8 10.2 32.1 9.0 16.5 3.2 4.1 100

Informal 
Irregular 
waged

4.8 4.7 9.7 23.4 28.2 10.4 14.7 4.1 100

Informal self-
employed

4.2 21.9 6.4 8.3 3.6 46.7 4.2 4.7 100

Farm 3.5 1.9 11.2 7.0 4.6 3.6 65.1 3.2 100

Jobless 13.0 2.3 17.5 21.1 6.3 14.3 6.9 18.5 100

Total 10.9 6.9 33.3 12.9 6.4 11.6 10.7 7.4 100

Annex 6 .2

Percetnage of workers belonging to row category that moved into column category between 2006 and 2012

2012

Formal 
private 
waged

Formal 
self-

employed Public

Informal 
regular 
waged

Informal 
irregular 
waged

Informal 
self-

employed Farm Jobless Total

20
06

Formal 
private 
waged

47.9 3.4 13.6 16.4 7.4 5.5 1.1 4.5 100

Formal self-
employed

7.1 28.5 2.3 10.8 7.9 35.3 3.4 4.7 100

Public 4.4 0.8 87.3 1.7 1.1 1.2 0.9 2.4 100

Informal 
regular 
waged

13.9 2.0 9.6 30.4 20.9 12.8 3.8 6.5 100

Informal 
irregular 
waged

5.1 0.8 6.0 14.4 47.6 10.7 9.1 6.2 100

Informal 
self-
employed

5.7 10.9 6.5 14.3 14.9 37.1 3.5 7.1 100

Farm 3.1 1.5 6.7 11.1 22.0 5.2 46.5 3.9 100

Jobless 15.9 1.8 12.7 20.5 16.7 9.5 4.8 18.2 100

Total 12.6 3.7 26.5 15.0 15.4 11.2 8.4 7.2 100

Sources: ELMPS 1998, 2006, 2012.
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ANNEX TABLE 6 .2 . Equation for Log(wages) in 2012

Simple

Interaction 
with 

education
Interaction 
with age

Interaction 
with age and 

education
Simple with 

controls

Interaction 
with age, 
education 

with controls

Elementary 0.0795

[0.0333]

0.0596

[0.0385]

0.0712

[0.0335]

0.0422

[0.0389]

0.0635

[0.0330]

0.0263

[0.0387]

Preparatory 0.0914

[0.0395]

0.0088

[0.0514]

0.0826

[0.0396]

−0.0078

[0.0518]

0.0534

[0.0405]

−0.0359

[0.0527]

Technical/vocational incomplete 0.0989

[0.0320]

0.0768

[0.0383]

0.0939

[0.0320]

0.0454

[0.0391]

0.094

[0.0353]

0.0554

[0.0421]

Technical/vocational complete 0.1276

[0.0293]

0.0071

[0.0391]

0.1177

[0.0295]

−0.0143

[0.0392]

0.1105

[0.0336]

−0.0268

[0.0423]

General secondary 0.1686

[0.0644]

0.0202

[0.0903]

0.1604

[0.0644]

−0.0086

[0.0905]

0.1469

[0.0664]

−0.024

[0.0902]

Postsecondary 0.208

[0.0536]

0.131

[0.0962]

0.1999

[0.0535]

0.1116

[0.0961]

0.1593

[0.0569]

0.0917

[0.0921]

University 0.388

[0.0340]

0.1582

[0.0579]

0.3819

[0.0341]

0.1323

[0.0589]

0.3415

[0.0417]

0.1071

[0.0644]

Age 0.0266

[0.0075]

0.0244

[0.0075]

0.0324

[0.0079]

0.0324

[0.0079]

0.0051

[0.0085]

0.0117

[0.0088]

Age squared −0.0002

[0.0001]

−0.0002

[0.0001]

−0.0003

[0.0001]

−0.0004

[0.0001]

0

[0.0001]

−0.0001

[0.0001]

Formal job 0.1473

[0.0223]

−0.0913

[0.0473]

−0.0713

[0.0821]

−0.4336

[0.1039]

0.1285

[0.0226]

−0.4591

[0.1026]

Elementary × Formal job 0.1019

[0.0738]

0.127

[0.0743]

0.1211

[0.0726]

Preparatory × Formal job 0.2857

[0.0803]

0.3079

[0.0808]

0.2808

[0.0804]

Tech incomplete × Formal job 0.136

[0.0649]

0.2098

[0.0680]

0.1786

[0.0676]

Tech complete × Formal job 0.3471

[0.0605]

0.3789

[0.0610]

0.3711

[0.0605]

General secondary × Formal job 0.4247

[0.1256]

0.4787

[0.1264]

0.4664

[0.1267]

Postsecondary × Formal job 0.2585

[0.1184]

0.2913

[0.1189]

0.2497

[0.1134]

University × Formal job 0.4442

[0.0749]

0.4887

[0.0765]

0.4623

[0.0765]

Age × Formal job 0.0063

[0.0023]

0.0089

[0.0024]

0.0096

[0.0024]

Metropolitan −0.0008

[0.0393]

0.0011

[0.0388]

Urban Lower −0.1909

[0.0364]

−0.1937

[0.0360]

(continued on next page)
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ANNEX TABLE 6 .2 . Equation for Log(wages) in 2012

Simple

Interaction 
with 

education
Interaction 
with age

Interaction 
with age and 

education
Simple with 

controls

Interaction 
with age, 
education 

with controls

Urban Upper −0.1902

[0.0375]

−0.1956

[0.0373]

Rural Lower −0.2718

[0.0321]

−0.2716

[0.0316]

Rural Upper −0.1547

[0.0359]

−0.1616

[0.0353]

Household size 0.0009

[0.0052]

−0.0003

[0.0052]

Son −0.0867

[0.0399]

−0.0844

[0.0396]

Other −0.0598

[0.0636]

−0.0574

[0.0634]

Married 0.087

[0.0406]

0.0796

[0.0402]

Year of first job 0.0018

[0.0026]

0.0007

[0.0026]

Constant 5.9447

[0.1317]

6.0512

[0.1330]

5.9016

[0.1335]

5.9993

[0.1345]

2.8298

[5.2978]

5.081

[5.2558]

R2 0.1 0.11 0.1 0.11 0.12 0.14

F 51.09 32.83 47.12 31.71 32.34 25.75

N 7,658 7,658 7,658 7,658 7,657 7,657

Source: ELMPS 1998, 2006, 2012.

(continued)
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ANNEX TABLE 6 .3 . Formal and Informal wage differences, by Age and Education Level

Age range

Education level 18–24 25—34 35–44 45–54

Illiterate −0.2459*

[0.0626]

−0.172*

[0.0529]

−0.785

[0.0486]

0.0219

[0.0558]

Elementary −0.1422*

[0.0620]

−0.0683

[0.0557]

0.0251

[0.0562]

0.1255

[0.0666]

Preparatory 0.0298

[0.0756]

0.1037

[0.0693]

0.1971*

[0.0681]

0.2975*

[0.0754]

Technical/vocational incomplete −0.0734

[0.0491]

0.0005

[0.0449]

0.0939

[0.0500]

0.1943*

[0.0652]

Technical/vocational complete 0.1169*

[0.0518]

0.1908*

[0.0433]

0.2842

[0.0428]

0.3846*

[0.0548]

General secondary 0.2186

[0.1199]

0.2925*

[0.1178]

0.386*

[0.1192]

0.4864*

[0.1256]

Postsecondary 0.0012

[0.1066]

0.0751

[0.1037]

0.1685

[0.1048]

0.2689*

[0.1116]

University 0.2117*

[0.0654]

0.2856*

[0.0608]

0.379*

[0.0628]

0.4794*

[0.0737]

Sources: ELMPS 1998, 2006, 2012.
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ANNEX TABLE 6 .4 . determinants of Enterprise Formality (odds Ratio shown)

Probability that enterprise is formal

Outcome Households with enterprise in 2006 Households with enterprise in 2012

Sample Weighted Unweighted Weighted Unweighted

Household’s 
region of 
residence

Metropolitan 2.5

(5.16)**

3.1

(6.90)**

1.8

(3.53)**

1.8

(4.01)**

Other urban 2.3

(5.44)**

2.5

(6.48)**

2.3

(6.00)**

2.1

(5.88)**

Education of 
main worker

Literate 1.3

−1.07

1.4

−1.52

1.2

−0.79

1.3

−1.16

Elementary 1.7

(2.50)*

1.5

(2.07)*

1.6

(1.97)*

1.6

(2.47)*

Secondary 1.7

(2.60)**

1.8

(3.21)**

2.4

(4.14)**

2.2

(4.34)**

Postsecondary 3.3

(5.09)**

3.4

(5.86)**

3.4

(5.35)**

3.3

(6.12)**

Gender Male 2.2

(3.60)**

2.0

(3.33)**

1.4

−1.6

1.3

−1.47

Age of main 
worker

15–19 0.2

(2.07)*

0.2

(2.09)*

1.0

−0.02

1.0

−0.05

20–24 0.7

−0.97

0.8

−1.03

0.2

(4.83)**

0.2

(4.59)**

25–29 0.9

−0.26

0.9

−0.44

0.5

(3.83)**

0.5

(3.55)**

50–64 1.6

(2.87)**

1.4

(2.30)*

1.7

(3.12)**

1.6

(3.10)**

65 or older 1.8

(2.02)*

1.8

(2.38)*

2.5

(3.34)**

2.1

(3.20)**

Number of 
workers

2–5 1.5

(2.58)**

1.8

(4.37)**

1.9

(4.99)**

1.8

(5.09)**

6–10 2

−1.91

2.6

(2.60)**

5.2

(3.47)**

5.3

(4.47)**

More than 10 11.8

(3.73)**

9.9

(3.33)**

8.2

(3.16)**

7.3

(3.66)**

Capital None 0.3

(3.64)**

0.2

(4.52)**

0.2

(4.53)**

0.2

(4.41)**

LE 1–499 0.2

(5.35)**

0.2

(6.57)**

0.2

(5.12)**

0.4

(4.20)**

LE 500–999 0.9

−0.27

0.7

−1.49

0.8

−0.82

0.8

−0.85

LE 5,000–9,999 2.9

(5.43)**

2.6

(5.35)**

2.2

(3.85)**

2.2

(4.51)**

LE 10,000–49,999 4.1

(6.56)**

3.7

(6.85)**

2.7

(4.79)**

3.4

(6.86)**

(continued on next page)
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ANNEX TABLE 6 .4 . determinants of Enterprise Formality (odds Ratio shown)

Probability that enterprise is formal

Outcome Households with enterprise in 2006 Households with enterprise in 2012

Sample Weighted Unweighted Weighted Unweighted

LE 50,000 or more 5.0

(5.00)**

4.9

(5.74)**

5.2

(6.98)**

5.4

(8.10)**

Do not know 1.5

−1.37

1.7

−1.95

4.4

(3.49)**

5

(4.11)**

Industry Agriculture 0.1

(3.93)**

0.1

(5.55)**

0.4

−1.27

0.1

(3.41)**

Manufacturing 0.7

(1.98)*

0.6

(3.00)**

0.6

(2.40)*

0.7

−1.89

Construction 0.1

(5.75)**

0.1

(6.00)**

0.1

(6.40)**

0.1

(6.89)**

Transportation and storage 0

(8.63)**

0

(9.86)**

0.1

(7.86)**

0.1

(9.08)**

Professional services 0.7

(1.15)

0.6

(1.65)

0.9

(0.24)

0.9

(0.19)

Social services 0.3

(3.76)**

0.2

(4.58)**

0.3

(2.52)*

0.4

(2.69)**

Other services 1.5

−1.68

1.6

(2.14)*

1.1

−0.62

1.2

−0.84

N 2,112 2,112 2,353 2,353

Pseudo-R2 0.3207 0.3369 0.3173 0.304

Source: ELMPS 2006 and 2012.
Note: Robust standard errors in parentheses. ***p<0.01, **p<0.05, *p<0.1.

(continued)
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ANNEX TABLE 6 .5 . Characteristics of Microenterprises

2006 2012

Informal Formal

Formal with 
accounting 

books Total Informal Formal

Formal with 
accounting 

books Total

Region

Metropolitan 22.8 30.2 48.9 28.0 24.3 34.0 40.2 28.1

Urban Lower 13.6 24.0 15.0 15.8 12.4 20.8 19.1 14.6

Urban Upper 7.5 9.9 16.2 9.3 6.7 8.7 14.0 8.1

Rural Lower 30.6 20.5 13.6 26.2 34.1 24.6 19.4 30.5

Rural Upper 25.5 15.3 6.2 20.7 22.5 11.9 7.3 18.7

Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Number of workers

One 67.1 42.4 30.2 57.1 69.5 48.2 34.0 61.1

Two to five 30.7 53.4 58.9 39.1 28.8 49.1 45.5 34.4

Six to ten 1.9 3.5 7.3 3.0 1.2 2.2 15.3 3.4

More than 10 0.3 0.7 3.6 0.8 0.5 0.5 5.2 1.2

Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Place of operation

Own home 21.2 2.4 3.4 15.0 18.8 4.0 2.8 14.2

Shop 19.8 73.0 68.5 36.9 22.7 69.6 62.5 35.7

Office/flat/building 2.1 4.7 12.5 4.1 2.9 4.7 17.9 5.3

Workshop/factory 4.3 13.0 8.3 6.6 4.4 11.2 11.9 6.5

Street vendor 7.1 0.0 0.0 4.7 6.1 0.4 0.4 4.4

Mobile worker 22.5 1.2 0.9 15.3 18.0 0.5 1.3 12.9

Street vendor with mobile cart 2.1 0.0 0.0 1.4 1.1 0.0 0.0 0.8

Basket/table 2.8 0.2 0.0 1.9 3.2 0.0 0.0 2.3

Truck/pick-up truck 3.1 0.9 0.0 2.3 3.2 1.6 0.7 2.6

Taxi 4.4 1.2 0.0 3.2 4.5 4.0 0.6 3.9

Field/farm 5.0 2.3 4.1 4.4 1.0 0.3 0.0 0.7

Other 5.5 0.9 2.3 4.2 14.1 3.7 1.8 10.7

Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Current capital

None 13.9 2.4 2.9 10.1 10.9 0.8 2.0 8.0

LE 1–499 26.1 4.4 2.7 18.6 22.1 4.2 1.5 16.3

LE 500–999 13.4 14.0 2.9 12.0 11.2 5.9 5.6 9.6

LE 1,000–4,999 19.3 22.6 9.2 18.5 19.9 19.1 9.2 18.2

LE 5,000–9,999 9.3 24.1 29.4 15.0 13.7 25.3 18.1 16.1

LE 10,000–49,999 10.8 23.7 34.8 16.7 13.8 26.4 26.4 17.6

LE 50,000 or more 3.7 5.0 13.2 5.3 6.8 13.1 34.9 11.9

Do not know 3.6 3.8 4.8 3.8 1.6 5.2 2.4 2.3

Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Education of main worker

Illiterate 36.2 24.3 8.2 29.9 29.0 17.5 8.6 24.3

Literate without diploma 11.6 11.3 11.0 11.5 8.2 6.6 6.8 7.8

Elementary 18.5 20.5 17.2 18.7 21.3 18.9 10.9 19.4

Secondary 22.7 24.6 23.9 23.2 26.0 32.0 28.6 27.3(continued on next page)
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ANNEX TABLE 6 .5 . Characteristics of Microenterprises

2006 2012

Informal Formal

Formal with 
accounting 

books Total Informal Formal

Formal with 
accounting 

books Total

Postsecondary 11.0 19.3 39.8 16.7 15.5 24.9 45.1 21.2

Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Sex of main worker

Female 18.9 7.4 6.1 14.9 17.0 8.0 6.0 14.0

Male 81.1 92.6 93.9 85.1 83.0 92.0 94.0 86.0

Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Main worker’s age

15–19 1.9 0.4 0.2 1.4 0.9 0.3 0.1 0.7

20–24 6.1 4.2 2.0 5.2 6.3 1.4 1.4 4.9

25–29 12.5 10.5 10.5 11.8 12.1 7.4 7.0 10.6

30–49 53.9 47.6 56.2 53.0 55.4 58.4 55.3 55.8

50–64 20.5 29.5 22.7 22.5 19.5 23.4 28.7 21.4

65–older 5.1 7.8 8.4 6.1 5.8 9.2 7.4 6.5

Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Economic activity

Agriculture 4.8 0.5 2.4 3.6 2.1 2.0 0.2 1.8

Manufacturing 15.4 17.5 14.9 15.7 13.4 11.5 14.3 13.2

Construction 11.2 2.0 3.0 8.3 12.0 1.2 2.3 9.0

Wholesale and retail 44.6 54.6 63.4 49.2 43.4 54.6 61.4 47.7

Transportation and storage 11.2 3.0 0.2 8.0 13.9 6.4 1.6 11.0

Professional services 2.7 5.4 5.6 3.7 3.5 6.7 11.2 5.1

Social services 2.2 1.6 3.4 2.3 2.5 2.4 2.1 2.4

Other services 7.9 15.1 7.0 9.1 9.3 15.4 6.8 9.8

Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Number of household 
microenterprises

1,368 433 324 2,125 1,629 370 359 2,358

Source: ELMPS 2006 and 2012.

(continued)
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ANNEX TABLE 6 .6 .  Characteristics of surviving and nonsurviving household Enterprises  
(in Percentage Points)

All firms in 2006 All surviving firms in 2012

Informal Formal

Formal with 
accounting 

books Total Informal Formal

Formal with 
accounting 

books Total

Number of workers

One 66 38 31 56 61 37 32 51

Two to five 32 58 58 41 37 62 57 46

Six or more 1 4 11 3 -.- -.- -.- 3

Total 100 100 100 100 100 100 100 100

Place of operation (2006)

Own home 20 -.- -.- 14 14 -.- -.- 10

Shop 20 71 72 38 18 77 75 42

Office/flat/building 2 5 10 4 6 -.- -.- 7

Workshop/factory 5 14 8 7 7 12 -.- 8

Street vendor 6 -.- -.- 4 10 -.- -.- 6

Mobile worker 23 -.- -.- 16 22 -.- -.- 13

Taxi 5 -.- -.- 4 7 -.- -.- 4

Field/farm 5 3 4 4 3 -.- -.- -.-

Total 100 100 100 100 100 100 100 100

Current capital (2006)

None 14 3 -.- 10 12 -.- -.- 8

LE 1–499 25 5 -.- 18 23 -.- -.- 15

LE 500–999 14 12 -.- 12 14 12 -.- -.-

LE 1,000–4,999 19 23 11 19 18 21 -.- 18

LE 5,000–9,999 10 24 27 15 12 22 23 16

LE 10,000–49,999 11 22 37 17 14 28 43 22

LE 50,000 or more 3 6 12 5 -.- -.- -.- 5

Do not know 3 6 -.- 4 -.- -.- -.- 4

Total 100 100 100 100 100 100 100 100

Education of main worker (2006)

Illiterate 34 24 9 28 32 24 -.- 26

Literate without diploma 12 12 9 11 15 12 -.- 13

Elementary 19 19 16 19 19 16 -.- 18

Secondary 24 26 25 25 19 27 25 22

Postsecondary 11 19 41 17 15 21 42 20

Total 100 100 100 100 100 100 100 100

Sex of main worker (2006)

Female 17 7 4 13 14 -.- -.- 11

Male 83 93 96 87 86 93 96 89

Total 100 100 100 100 100 100 100 100

Main worker’s age

15–19 2 -.- -.- 1 1 -.- -.- 1

20–24 6 5 -.- 5 1 -.- -.- 1

25–29 15 13 13 14 14 12 -.- 13

30–49 53 47 55 52 62 52 66 60

(continued on next page)
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ANNEX TABLE 6 .6 .  Characteristics of surviving and nonsurviving household Enterprises  
(in Percentage Points)

All firms in 2006 All surviving firms in 2012

Informal Formal

Formal with 
accounting 

books Total Informal Formal

Formal with 
accounting 

books Total

50–64 19 28 20 21 18 31 21 22

65 or older 5 7 9 6 -.- -.- -.- 3

Total 100 100 100 100 100 100 100 100

Economic activity (2006)

Agriculture 5 -.- -.- 4 -.- -.- -.- 1

Manufacturing 16 17 15 16 17 17 -.- 16

Construction 11 -.- -.- 8 10 -.- -.- 7

Wholesale and retail 44 56 66 49 43 63 70 52

Transportation and storage 12 3 -.- 8 15 -.- -.- 9

Professional services 3 5 5 3 6 -.- -.- 6

Social services 2 -.- -.- 2 -.- -.- -.- 3

Other services 7 15 7 9 -.- -.- -.- 6

Total 100 100 100 100 100 100 100 100

Number of household 
microenterprises

1,093 354 235 1,682  203  86  53  342

Source: ELMPS 2006 and 2012.
Note: “-.-“ denotes cases where the sample size is fewer than 10 household firms.

(continued)
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Enhancing Efficiency, Equalizing 
opportunity: A delicate Balancing Act

Demographic realities mean that Egypt must begin the process of policy reform sooner rather than later. 
Scope exists for short-run policies such as public works projects and active labor market policies, but for 
maximum impact they must be spatially targeted to respond to differential needs and constraints. How-
ever, these policies will ultimately be ineffective absent medium- and long-term structural reforms that 
promote private sector job creation. Forcing formality at the firm level will not guarantee more formal 
sector jobs. Policy must focus instead on creating a competitive environment where rules dominate dis-
cretion. Firms will need to have fair access to land, capital, credit, and other inputs, and implementation 
of laws and procedures will need to be even and transparent. 

Principles for a Policy Framework

Overwhelmingly, the analysis in the report points to 
a severe paucity of formal, full-time employment in 
Egypt. Following a reform process where the gov-
ernment rightly began to curtail its role as a provider 
of jobs, the Egyptian private sector, for a multitude 
of reasons, has been unable to step up to the plate 
and take its rightful position as the engine of job 
creation. This is evident in the secular trend toward 
informal and irregular work across different indus-
tries and across different parts of the country. This 
trend is the symptom of stagnation in the private 
sector’s ability to generate employment and to grow. 
The latter in turn is caused by a multitude of distor-
tions in the policy space that have, on the one hand, 
preserved a preference for the public sector in the 
minds of workers and, on the other hand, created 
an uneven playing field where a few firms benefit at 
the expense of many. The absence of a level playing 
field is manifested in low rates of firm entry and exit, 
stagnant growth over firms’ life cycles, the existence 

7

of few dominant players in several markets, and the 
long-term decoupling of employment growth and 
labor productivity.

The first principle for a policy framework is there-
fore to treat the underlying causes, not the symptom 
of informality. The focus must be on medium- and 
long-term policies to institutionalize a competi-
tive environment for the private sector where rules 
dominate discretion. Firms will need to have fair 
access to land, capital, credit, and other inputs; im-
plementation of laws and procedures will need to 
be even and transparent; productivity rather than 
procedure will need to be the key determinant of 
entry, growth, and exit; and the true employment-
generating potential of the private sector will need 
to be unleashed.

Sequencing and complementarity of policies is criti-
cal and is the second important principle for policy. 
The policy framework will need to carefully balance 
the sometimes competing claims of efficiency and 
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social justice, between the long-term and the short, 
and between a Cairo-oriented vision and one that 
spurs economic opportunities in the entire country. 
At any time of crisis, governments necessarily need 
to take action to address immediate calls for social 
justice. Especially in the Egyptian context today, it 
is critical that such action not undermine economic 
efficiency, and for this to happen, certain elements 
must be kept in mind. For example, a public works 
program can provide relief in terms of immediately 
creating jobs, but such a program must be short 
term, with a clear exit clause, and at a wage that does 
not crowd out the private sector. Similarly, any poli-
cies that are implemented in the short term must go 
hand in hand with medium- and long-term struc-
tural reforms. Absent that, they will end up being 
mere band-aids that leave little or no impact (see 
box 7.1). Finally, a Cairo-focused vision may ignore 
the potential for growth in employment opportuni-
ties elsewhere, opportunities that are based on their 
particular comparative advantage, and fail to address 
the obstacles to accessing jobs across the country. 

The third critical principle for policy makers and 
development partners is to think carefully about 
the potential ramifications of policy interventions 
beyond their immediate influence. In other words, 
the costs and benefits must be weighed to ensure 
that policies do no harm down the road. For ex-
ample, the recent increase in the minimum wage for 
public sector employees, although an understand-
able response to popular discontent, has significant 
implications for the labor market as a whole (see 
annex 7.2 for a detailed analysis). For one thing, it 
targets a small and relatively well-off segment of the 
population and will widen the already significant 
gap between wages in the public and private sec-
tor. Extending it to the formal private sector will 
not solve the problem, because it will still leave out 
63 percent of employed Egyptians, who work in the 
informal sector or in self-employment and subsis-
tence activities. On the contrary, it may strengthen 
incentives to firms to limit hours of work, cut em-
ployment, and/or deformalize workers. Further, it 
will bias labor supply against sectors not covered by 

BOX 7.1: LESSONS FROM JORDAN

The Jordan New Work Opportunities for Women (NOW) pilot was designed explicitly to support a rigorous impact evaluation. The pilot randomly 
assigned 1,347 female community college graduates of the 2010 cohort to one of three labor market interventions: a three-week soft-skills 
training course for 300 women, a six-month job voucher offer for 300 women, a dual training and job voucher offer for 300 women, and a 
control group for 499 women. The job voucher offered a firm a six-month wage subsidy conditional on hiring a graduate.

Early results from the midline survey indicated that employers responded to clear financial incentives: The job vouchers induced a 39 percent 
rise in female employment. Moreover, 57 percent of women expected to keep their jobs after their vouchers expired. In contrast, the training 
program had no significant effects on employment.

A detailed survey was then undertaken to verify and understand the long-term impacts of the NOW pilot. Although the pilot succeeded in its 
objective of increasing female labor force participation and helping young women accrue work experience, the majority of the jobs did not 
translate into permanent employment. In fact, while the program was ongoing, firms hired those who were benefiting from the program at the 
expense of those who were not, so that the program was almost entirely redistributive.

When the NOW program ended, all short-term impact disappeared. The pilot highlighted critical constraints to young job seekers in 
Jordanian labor market regulations: The minimum wage and the requirement to register workers in social security limited the willingness 
of many firms to retain these young graduates after the wage subsidy expired. Without the subsidy, firms were back in the same labor 
market they faced before, where the perceived productivity of workers was lower than the wage subsidy or a wage that workers were 
willing to accept.

To identify other effective alternatives to facilitate the school-to-work transition, an extension of the pilot was undertaken that targeted young 
men and women. This involved manual matching of firms that had vacancies with appropriately qualified candidates to reduce the search 
costs for employers and connect jobseekers with employers. But even this failed to generate much new employment.

Why did this happen? The authors argue that these types of interventions were ineffective in the face of other features of Jordan’s labor 
market, which are strikingly similar to that of Egypt. First, Jordan has a relative oversupply of young, educated workers that do not always 
have the right skills or connections to get the few jobs available. Second, worker productivity does not evidently justify the additional costs 
imposed by formalization of employment—paying the minimum wage and social security benefits—on the employer.
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the legislation and thereby limit the pool of talent 
available to a struggling private sector.

The final principle is to take action now. The state of 
the Egyptian labor market today allows little room for 
complacency, inaction, or shortcuts. Important econ-
omy wide reforms are necessary conditions for putting 
the labor market back on track, and they may involve 
difficult decisions. In addition, the demographic re-
spite that has contributed to limiting unemployment is 
temporary, and a boom generation will soon enter the 
labor market. However, in rural Upper Egypt, no such 
temporary respite will be given. More than 50 percent 
of its population is below the age of 25, and job op-
portunities, already scarce, will need to grow rapidly to 
absorb these new entrants into the workforce.

These principles underpin the specific policy recom-
mendations outlined below. The overall objective of 
these policies is to boost private sector dynamism 
to expand the quality, quantity, and distribution 
of jobs. In turn, this will expand opportunities for 
hitherto excluded groups including women, youth, 
and peripheral parts of Egypt. An important exter-
nality is the reversal of declining returns to educa-
tion, and a restoration of a virtuous cycle between 
skills and employment for Egypt’s young workforce.
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Spurring Competition, 
Entrepreneurship, and Job Creation

Weak formal sector entrepreneurship, low firm 
churning, stagnant growth over firms’ life cycles, 
the existence of a few dominant players in several 

markets, and the long-term decoupling of employ-
ment growth and labor productivity are all symptoms 
of an underlying more fundamental cause: the ab-
sence of a level playing field; that is, an environment 
lacking competition reduces incentives to invest in 
new technologies or higher-productivity products to 
maintain a competitive edge over competitors, ulti-
mately resulting in insufficient economic dynamism 
and employment creation. It is the role of antitrust 
or competition law and its uniform enforcement to 
safeguard a level playing field among firms within 
and across sectors. The lack of a level playing field, 
however, also surfaces in various other policy areas. 
For instance, we find that the implementation of 
rules and regulations by government officials var-
ies across firms within the same sector, creating a de 
facto discriminatory business environment among 
competitors. Moreover, exclusive licenses restrict 
the entry of firms into energy-intensive sectors such 
as cement or steel and thus channel the bulk of the 
generous energy subsidies to few selected firms. The 
entry into energy-intensive sectors is further de facto 
limited by variations in the access to credit, which is 
required to finance the high initial fixed costs in ma-
ny of these industries. In fact, few large firms absorb 
almost bank loans in Egypt. The high concentration 
of credit further conceals an unequal access to land, 
which is required as collateral for bank loans.
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To actively promote the private sector as the engine 
of job creation, concerted efforts need to be under-
taken on multiple fronts.

Provide Credible signals to the 
Private sector of transparency and 
Accountability

Government policies carrying credible signals of 
transparency and accountability to restore broad-
based private sector confidence can have an imme-
diate impact on a firm’s perception of a more equal 
playing field reducing uncertainty and fostering in-
vestment. These measures have very low fiscal costs, 
with potentially high gains, and can be implement-
ed in a very short time, if political constraints allow. 
Examples include the following: 

• Public access and full disclosure of all regula-
tions governing the private sector.

• A transparent system for business license ap-
provals and e-monitoring and disclosure of pro-
cessing times.

• Removing legal barriers that hinder politically 
independent, inclusive, and representative busi-
ness organizations.

• Sector-by-sector regulatory audits to identify 
legal barriers to entry, exit, and competition in 
preparation for medium-term reforms. 

Institutionalize a Competitive 
Environment through Competition Policy

Although Egypt has taken important steps toward 
strengthening and empowering its Competition Au-
thority, its true independence must be guaranteed. 
Moreover, the existence of a competition law and 
an independent authority is a necessary but not suf-
ficient condition to institutionalize a competitive 
business environment.

Authorities must engage in competition advocacy 
targeted at consumers and policy makers to help 
raise their awareness of the impact of economic 

policies on competition. The existence of competi-
tion law is ineffective in overcoming vested interests 
of powerful businesses in Egypt because of the lack 
of consumer awareness of competition (Dimgba 
2006). In particular, some firms are able to secure 
preferential treatment from the government or in-
fluence the legislative process to tailor laws to their 
benefit, for instance, by granting exceptions. Com-
petition advocacy raises the awareness of consumers 
and policy makers to counteract these influences.1

Even more importantly, the government needs to 
ensure institutional effectiveness in that the design 
of reforms in all policy areas signals transparency 
and accountability and is aligned with procompeti-
tive principles. Even if a comprehensive competi-
tion law were in place, the intensity of private sector 
competition is affected by variations in firms’ access 
to land and public contracts, the waiting times to 
obtain required permits or licenses, etc. Thus the 
government must play an active role to ensure that 
policies are designed in a way that does not distort 
competition. Moreover, the successful enforcement 
of such policies depends on government effective-
ness and institutional quality.

Promote Accountability and Efficiency in 
the Public sector

Ensuring a more consistent implementation of rules 
and regulations also requires reforming the incen-
tives in the public administration to promote ac-
countability and to reorient the public sector toward 
its primary role in solving market and coordination 
failures. More generally, the public administration 
must be committed to a development strategy that 
fosters growth and job creation to ensure that the 
implementation of policies does not derail these ob-
jectives. To ensure it is not creating any obstacles for 

1 For instance, authorities can mobilize consumer groups to 
lobby for procompetition reforms and the resolution of any 
anticompetitive practices. Moreover, empowering consum-
er protection builds trust in firms and allows consumers to 
actively engage in markets.



EnhAnCInG EFFICIEnCy, EquALIzInG oPPoRtunIty: A dELICAtE BALAnCInG ACt 157

competition, strategic incentives for public agencies 
that reward efforts to increase private sector growth 
could be introduced, along with a performance tool 
that assesses the public sector’s unwarranted in-
volvement in the private sector. At the same time, 
the quality and skills of public administrators could 
be enhanced by basing recruitment and promotion 
schemes on merit rather than on tenure. Moreover, it 
is important to ensure that the instruments of trade 
and industrial policy do not conflict with procompe-
tition principles by introducing a transparent system 
for license approvals, e-monitoring, and public ac-
cess to all regulations governing the private sector.

The modernization of the procurement law accord-
ing to international best practices and its consistent 
and universal implementation in all government en-
tities would be a major regulatory step to level the 
playing field. The main procurement law governing 
public tenders and auctions of government entities 
dates back to 1998. Moreover, several key govern-
ment entities are exempted from the law, including 
the Ministry of Defense, the Ministry of State for 
Military Production, and the National Security Or-
ganization. There have been considerations to revise 
the main procurement law in accordance with best 
practices following the UN-CITRAL model law and 
Organisation for Economic Co-operation and De-
velopment (OECD) guidelines. Such amendments 
would ensure comprehensive transparency and dis-
closure regimes in the legal framework following 
broad consultations with academia and the private 
sector. They also include an independent monitor-
ing system to ensure that all government agencies 
follow procedures such as the publication of bidding 
opportunities, contract awards, and technical or fi-
nancial evaluations.

Ease Bankruptcy, Liquidation, and 
Restructuring Procedures

“Decriminalizing” bankruptcy would reduce the 
stigma of bankruptcy, encourage firms to reorganize, 
and strengthen creditors’ incentives to lend. Egypt’s 
cumbersome and costly regulatory environment 

for bankruptcy, liquidation, and restructuring pro-
cedures deters firms from the kind of risk-taking 
behavior that spurs investment and growth. Bank-
ruptcy procedures are also considered to involve 
fraudulent behavior in Egypt.

Reform Energy subsidies

Removing costly energy subsidies to industry is like-
ly to pay a triple dividend in terms of job creation: 
It reduces the relative costs of labor, it incentivizes 
investments in more energy efficient production, 
and it removes the burden of subsidies from the 
national budget, making room for much needed 
infrastructure investment. Energy subsidies are an-
other example of policies that distort the level play-
ing field in Egypt because access to these subsidies 
are restricted to a few large firms (chapter 5), and, 
moreover, they artificially increase the cost of labor. 
It is important to note, however, that to harness the 
benefits of removal of these subsidies will require a 
restructuring of firms and investment in new tech-
nologies, and that a careful balance will need to be 
maintained between the short-term costs and long-
term benefits. In particular, complementary policies 
will be needed to mitigate the short-term employ-
ment impacts, in anticipation of the large medium-
term benefits of job creation, technological advance-
ment, and growth. Moreover, removing subsidies 
frees up public resources to incentivize broad-based 
access to technical assistance and credit that can help 
firms to successfully employ more energy-efficient 
technologies.

Incentivize Entrepreneurship and Expand 
Fair Access to Land, Capital, and Credit

It is imperative to improve startup access to credit, 
as well as competitive regulatory services, and land. 
The majority of Egypt’s small, young firms have very 
little access to land, capital, credit, and other infra-
structure, which severely limits their growth and job 
creation potential. Sixty percent of firms with less 
than 20 employees are found to be credit constrained, 
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in comparison with large firms. SMEs have long 
been identified as the main source of employment 
growth; however, recent evidence highlights that 
young firms are in fact the engine of job creation 
(Haltiwanger et al. 2013). Therefore, room exists for 
improving existing SME support programs in Egypt 
by targeting the subset of young firms among SMEs. 
For instance, the American University in Cairo has 
established a new Venture Lab that encourages start-
up companies to develop their projects and present 
them to investors and industry leaders, helping to 
commercialize technologies and innovations. Some 
successful integrated programs from other countries 
include TechnoServe in Central America and Finca 
in Peru (Klinger and Schuendeln 2007; Jaramillo 
and Parodi 2003; Karlan and Valdivia 2009).

Given the sheer numbers of workers supported in 
the informal sector, support for self-employment 
and microentrepreneurship through business train-
ing, life skills training, mentoring, microfranchis-
ing, and microfinance can help expand and protect 
jobs in this sector. These programs can be rolled out 
quickly where the institutional infrastructure exists. 
Although these interventions may help support and 
expand existing business, little is known about their 
efficacy in terms of new job creation. Rigorous eval-
uations of business training programs show limited 
to no effects on actual firm outcomes and perfor-
mance for interventions such as business training, 
greater access to capital, and mentorships.2 Indeed, 
few studies find significant impacts on profits or 
sales (annex table 7.1). In contrast, experiments that 
have provided small firms with capital have found 
high returns to capital, particularly for businesses 
headed by men. Similarly, studies that have focused 
on intensive technical assistance and subsidized con-
sulting services find positive and significant impacts 
on productivity and return on assets in the short 
run, and employment in the long run. Given this 
mixed evidence, pilot programs must test multiple 
alternatives, and it may be beneficial to target a few 
promising sectors before scaling up successful in-
terventions. In addition, women entrepreneurs face 
additional constraints in terms of access to collateral 
and capital, and may need specific support in setting 

up and running a business and linking up with in-
put and output markets.

Addressing Informality

Given the size and growth of the informal sector in 
Egypt, the need exists for a multifaceted approach 
and to distinguish between the informality of em-
ployment and the informality of a firm. Few benefits 
are seen to enforcing formality on the private sector; 
instead efforts should be concentrated on providing 
a more equal playing field among all firms, allow-
ing larger and more profitable informal firms to the 
formal system by making it attractive, and writing 
the law in a way that does not require subsistence 
enterprises to register.

One of the areas that has received the most atten-
tion from policy makers over the past decade has 
been the focus on making it easier to formally reg-
ister a business. A recent survey of rigorous evalua-
tions finds that efforts to dramatically lower the cost 
of registration and simplify the registration process 
have still left most small-scale enterprises operating 
informally in many developing countries (Bruhn 
and McKenzie 2013). In fact, it appears that most 
informal firms will not formalize unless forced to 
do so via increased enforcement, suggesting that for-
mality offers little private benefit to informal firms. 
In contrast, one-stop shops have small impacts on 
firm registration and on formalization of previously 
informal firms. Similarly, greater information were 
shown to have no impact on formalization, while 
subsidized or waived registration costs have had 
mixed results, with significant impacts in Peru, but 
not so in Brazil, and Sri Lanka (annex table 7.2).

There are several compelling reasons to try and bring 
larger and more profitable informal firms into the 
formal system, but formalizing happens only when 
its benefits outweigh the costs. First, collecting tax-
es from relatively well-off owners of informal firms 

2 For a recent review of the literature, see McKenzie and 
Woodruff (2012).
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would widen the tax base, and the revenue collected 
is likely to justify the costs of greater inspections to 
ensure that they do become formal. Second, these 
larger and more successful informal firms are more 
likely to be the ones competing with formal firms 
for customers, and so ensuring that such firms also 
become formal may cut back on unfair competition 
that prevents more efficient formal firms from grow-
ing faster. The challenge is then how to encourage 
formalization of such firms. Based on the evidence 
described above, lowering the cost and complexity of 
registration seems a necessary, but not sufficient, step.

Policy makers also need to increase enforcement of 
the simplified rules and perhaps experiment with 
innovative approaches to encourage suppliers or 
customers to demand formality. One such example 
being tried in several countries is to link each tax re-
ceipt number to a lottery, so that customers have an 
incentive to demand a tax receipt on each transac-
tion. Such a system has been used in China, Korea, 
Puerto Rico, and Taiwan, China. Wan (2010) com-
pares changes in tax revenues in the districts in Chi-
na that introduced this reform to those that did not 
and finds that the introduction of this tax receipt 
lottery increased sales tax revenue by 17 percent.

For subsistence enterprises, the existing evidence 
seems to suggest that such firms see no benefits 
from formalizing and would typically contribute 
very little to taxes if they did formalize. They may 
still compete with larger firms, but in the absence 
of other job opportunities for these individuals, the 
government may prefer to leave them alone rather 
than have them close. The only remaining public 
rationale for trying to bring them into the formal 
sector is that the presence of so many informal firms 
may send a message to the public that obeying the 
law is optional, and also dissuade more prosperous 
informal firms from formalizing. An alternative ap-
proach used in some countries is to write the law in 
a way that does not require such firms with income 
below some threshold to register, making them in 
compliance with the law. But unless such a thresh-
old is set very high, many firms will still likely oper-
ate above the threshold who choose not to register.

It is important to remember that firms choose to be 
formal or informal; that is, it is a conscious decision 
weighing costs and benefits. Therefore, it is not sur-
prising that efforts to induce firms to become formal 
have not been successful. Moreover, no evidence 
shows that formality provides greater access to fi-
nance or government programs to firms. Finally, the 
reasons that governments may benefit from greater 
firm formality—tax revenues and regulation—will 
be relevant only for relatively large and profitable 
enterprises. This is not the case for the majority of 
informal Egyptian firms, and a top-down approach 
to formalization may risk taking away the one 
means of earning a living left to some people. This 
is not to say that easing the regulatory burden is not 
important in and of itself, but that formality itself is 
not an end. Indeed, formality will not cause higher 
productivity, faster growth, and an expansion of the 
tax base; rather, formality is a natural consequence 
of a better business environment and a dynamic pri-
vate sector and when firms value the benefits over 
the costs. One way of demonstrating these benefits 
is a nationwide enterprise registry that involves no 
costs or penalties to firms irrespective of size and for-
mality. This registry can provide timely information 
on the true scale and scope of the private sector in 
Egypt, which may not be detected through standard 
decennial establishment censuses, which typically 
underestimate micro- and mobile activities. As trust 
in the system begins to build, firms that may oth-
erwise be hesitant will join the registry, making it a 
truly useful instrument for policy formulation and 
for eventually delivering benefits and incentives.

On the other hand, job formality is important be-
cause formal jobs are stable and offer workers some 
protection, and arguably, these elements are impor-
tant from a social justice perspective. Workers ev-
erywhere express a strong preference for these types 
of jobs, and so formal employment can attract more 
high skill workers to the private sector. However, 
forcing firms to formalize will not at all guarantee 
that workers have formal jobs.

There are several ways to improve job formality 
without targeting firm formality. Even within formal 
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firms, and in general for wage workers, employers 
may hesitate from providing social insurance to avoid 
the relatively high costs. In Egypt the employer pays 
around 26  percent of the worker’s fixed wage and 
15 percent of their varying wage, one of the highest 
rates in the world (Sieverding and Selwaness 2012). 
Another reason why formal firms may be hesitant to 
take on workers on formal contracts is the accompa-
nying difficulty and costs involved in letting go of 
workers. As a result, even for formal firms, informal 
employment is the only available margin of adjust-
ment to economic downturns. This is supported by 
Yassine’s (2014) finding that larger scale employers 
reduced hours of employment in response to the 
2009 crises rather than engage in large-scale layoffs.

In this context, policies that incentivize firms 
through tax breaks or reduced employer contribu-
tions for social insurance, especially for small firms, 
may help reduce these additional costs of formal-
izing workers. Alternately, worker protection can be 
extended through government-supported efforts. 
These may, for instance, be delivered through the 
national registry proposed above. In general, reduc-
ing the employer burden into a more broadly shared 
contribution can also have the same effect. For in-
stance, in Jordan, social security reform transferred 
the financial burden of maternity benefits from 
solely employers to a shared employer-employee 
fund. Finally, coverage of health insurance and pen-
sions can be extended to informal workers through 
other means: through membership in trade unions, 
nongovernmental organizations, or a public-pri-
vate partnership (see box 7.2). This may have the 

additional benefit of boosting entrepreneurship, be-
cause the risk to a worker of leaving their job to start 
a business is lower if they receive social insurance by 
a method other than through their employer. Olds 
(2014) found that entrepreneurship in the United 
States increased following an expansion of publicly 
provided health insurance. 

Jobs for All: Building an Inclusive 
Future

Equalizing opportunities for young 
People Across Egypt

The slow growth of the formal private sector has 
driven the low rates of formal employment experi-
enced by today’s youth, and its confinement to the 
core regions of Egypt has excluded workers in the 
periphery. The growth of the private sector will re-
quire structural reforms that level the playing field 
between large and small firms and create the oppor-
tunities for young, small firms to grow and compete 
with older, larger firms. Egypt should also undertake 
land use reform and investments in infrastructure to 
promote growth through agglomeration and manage 
density (World Bank 2012a). Improving connective 
infrastructure will allow firms in the relatively robust 
metropolitan areas to expand outward while simulta-
neously enhancing the ability of workers in rural and 
Upper Egypt to access high-quality jobs in the core, 
and investments in local public goods such as clean 
water, drains, and sewers will maintain a high quality 
of life for those living and working in the core.

BOX 7.2: PUBLIC-PRIVATE PARTNERSHIPS FOR HEALTH INSURANCE IN INDIA

India’s Rashtriya Swasthya Bima Yojana (RSBY) provides health insurance coverage for families below the poverty line, with hospitalization 
coverage up to Rs 30,000 (approximately $500) annually. The scheme links beneficiaries with the public and the private sector and incorporates 
the profit motive for private sector stakeholders. The insurer (public or private) is paid a premium for each household enrolled for RSBY and 
therefore is motivated to enroll as many eligible participants as possible. Hospitals are paid per beneficiary treated and so benefit from 
expanding coverage. Finally, families must also contribute a small registration fee, while the central and state governments pay the premium 
to the insurer selected by the state government on the basis of competitive bidding. The cash benefits associated with an enrolled household 
are transferred to a smart card; the smart card is already in operation as a mode of delivering entitlements in Egypt and can be easily adapted.a

a See R. Basu, “Rashtriya Swasthya Bima Yojana: Pioneering Public-Private Partnership in Health Insurance,” http://www.napsipag.org/PDF/RUMKI%20BASU.pdf.
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The country’s leaders should make sure that the 
broad reforms that encourage private sector growth 
take hold in peripheral as well as core areas. Egypt 
has had a long history of failure with spatially tar-
geted industrial policy, which has resulted, by and 
large, in land speculation rather than employment 
growth (World Bank 2012a). An alternative ap-
proach would be to work to ensure a level playing 
field between regions as well as between firms, so 
that the industries that do not benefit from agglom-
eration economies are willing to spread outside the 
metropolitan areas to take advantage of lower factor 
prices (in the form of wages and land rents). Faster 
rates of firm creation will help this process, because 
existing firms are likely to be tied to their current 
locations. In addition, currently the incentives for 
firms to become formal and to hire formally appear 
to weaken substantially outside metropolitan Egypt. 
Strengthening rule of law and the primacy of rules 
over discretion may then be a potent measure for 
creating high-quality jobs in peripheral areas.

Egypt must also simultaneously engage in reforms 
that bridge the fundamental disconnect between 
the skills learned in school and those required by 
the private sector, boosting both employment and 
productivity. In Egypt, as in many other countries 

in the region, firms often complain about the short-
age of job market candidates with suitable skills. 
Despite improvements in educational attainment, 
questions remain about the quality of schooling and 
university education and its relevance to the modern 
workspace. Universities could also consider curricu-
lar reform that exposes students to specialized fields 
such as medicine, engineering, law, and information 
technology, in partnership and consultation with 
the private sector. An overhaul of the educational 
system is especially important in Egypt because 
there are signs of a complete disconnect between 
skills acquired in school and labor market outcomes, 
which are eroding the returns to education. Egypt 
has the potential to develop a significant advan-
tage in a relatively low-cost, abundant, young, and 
skilled workforce, which can in turn attract innova-
tors and entrepreneurs to Egypt. At the same time, 
a dynamic private sector that rewards and incentiv-
izes performance and expertise can provide the right 
signals and incentives to the education system to 
reform, thereby creating a virtuous cycle.

These important reforms will take time to show re-
sults, and other efforts are also needed in the im-
mediate term.

spatially differentiated Programs for 
youth in the short term

In the areas that need it the most, a well-designed 
public works program can go a long way toward 
providing much-needed infrastructure, services, 
and immediate jobs. The problems facing core and 
peripheral Egypt are very different, and effective 
public policy must recognize this fact and adjust ac-
cordingly. Substantial value is also seen in improving 
linkages between these areas.

Labor-intensive public works projects will be most 
effective in the more peripheral areas of Egypt, which 
face immediate demographic pressure and have a less 
educated labor force. Public works that concentrate 
on improving health and education services may be 
a viable method of addressing multiple problems at 
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once while limiting potential negative consequences. 
Peripheral Egypt suffers from a dearth of schools and 
hospitals: Although more than 80 percent of house-
holds in metropolitan Egypt report living within 20 
minutes of a secondary school, this declines to less 
than 70 percent in rural Lower Egypt and less than 
50  percent in rural Upper Egypt. For health care, 
access is even worse: More than 70 percent of house-
holds in metropolitan Egypt live within 20 minutes 
of a hospital, compared with less than 40 percent in 
rural Lower Egypt and less than 30 percent in rural 
Upper Egypt. Access to both forms of infrastruc-
ture has also deteriorated dramatically over the last 
15  years. Reequipping peripheral Egypt with ade-
quate infrastructure would be a huge priority even in 
the absence of broader problems in the labor market. 
A public works program of constructing new hospi-
tals and schools in remote areas could provide con-
struction jobs for younger workers with lower levels 
of education. The positive externalities of added jobs 
can multiply the welfare impact of such a program.

In addition, this new infrastructure will need to be 
manned by a qualified set of staff—trained doctors, 
nurses, and teachers—which will generate jobs for 
young, educated people, especially for young wom-
en. In Bangladesh, a successful program that ran 
from 1978 to 1997 brought health services to the 
doorstep by training local women to distribute oral 
rehydration, immunization and family planning 
services (Lewis and Lockheed 2007). In India a tu-
toring program used local young women to provide 
supplementary remedial education. This proved to 
be a very cost-effective way to improve educational 
quality using local women with middling levels of 
education (Banerjee et al. 2007). This may be an ef-
fective instrument to bring less educated rural wom-
en into productive employment.

The core principles of well-designed public works 
program are that they should be timely, targeted, 
and temporary. Public works need to be “shovel-
ready,” “off-the-shelf ” projects that can be rolled 
out quickly and serve important development goals. 
They must be designed to appeal to the correct de-
mographic; wage setting is critical to avoid crowding 

out the private sector and to ensure that the most 
needy populations are being recruited for the po-
sitions. Finally, the programs should not guarantee 
permanent employment but rather give workers the 
skills necessary to find gainful employment in the 
private sector after the completion of the project.

Many countries have put in place large-scale pub-
lic works programs for short-term job creation 
and may provide appropriate models and lessons 
for Egypt. One appropriate model may be India’s 
NREGS public works program, which guaranteed 
100 days of work per year for rural households. This 
significantly increased work among prime-aged, 
low-skilled people living in poorer districts and gen-
erated welfare gains for the poor (Imbert and Papp 
2012). However, in some states NREGS has been 
shown to not be a cost-effective method of relieving 
poverty, mostly because relatively high-productivity 
workers moved to the public works project instead 
of working in the private sector (Murgai et al. 2013), 
and this should be taken into account in program 
design. Another example of the use of public works 
to generate short-term employment at a time of cri-
sis is Argentina’s jefes y jefes, which was introduced in 
2002 and benefited roughly 2 million households, 
and is estimated to increase employment by about 
1.7 percent of the population and 2.6 percent of the 
labor force, of which about half of whom were pre-
viously inactive (Galasso and Ravallion 2004).

For educated youth in the core and the periphery, a 
public service program aimed at improving the qual-
ity of local services may be more appropriate and 
may build valuable labor market skills. Teach for 
America targets fresh graduates and connects them 
with short-term teaching positions in disadvantaged 
areas. This allows them to learn or apply new skills 
while engaging in community development and ser-
vice delivery. No evaluations are available, but the 
program has become very competitive and enhances 
the employability of those who participate in the 
private and the nongovernmental sector. This could 
be a valuable opportunity for young and motivated 
Egyptians to contribute their skills to underserved 
communities.
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Active Labor Market Policies

For areas with larger educated populations and more 
developed formal private sectors, active labor mar-
ket policies to connect firms and workers may be 
appropriate. Private sector firms have shown a will-
ingness to hire qualified young workers. Expanding 
private sector–led job creation should therefore have 
an outsized effect on this excluded group. Although 
inclusive prosperity will ultimately require structural 
labor market reform to grow the private sector, evi-
dence suggests that some problems can be addressed 
with active labor market policies such as job media-
tion and training programs. However, evaluations of 
active labor market policies have shown that they 
have short-term effects at best and are no substitute 
for structural reform.

There is strong evidence that Egypt’s formal pri-
vate sector is experiencing substantial frictional 
unemployment. Despite the relatively high rates 
of unemployment, private sector firms cannot fill 
600,000 vacancies (AfDB et al. 2012). Labor mar-
ket “frictions” such as informational issues may be 
preventing firms from finding the qualified work-
ers to fill these positions, especially given the heavy 
use of personal connections in job search discussed 
in chapter 2. Young people with limited labor mar-
ket experience and contacts will be especially disad-
vantaged by this process, which may lead to “traps” 
where those in informal work never make the con-
nections necessary to break into a formal sector job. 
To the extent that it is informational problems that 
are causing frictional unemployment, active labor 
market programs focused on facilitating job search 
and counseling may be able to help interrupt this 
vicious cycle.

Active labor market programs need to be carefully 
designed and evaluated. The little evidence that does 
exist suggests that positive impacts are limited to the 
short run, and unless more fundamental reforms 
to boost employment creation are put in place, 
the effects will not be sustained. In this context, 
many studies have shown that training programs 
in isolation are not effective at creating long-term 

employment, especially, as in the case of Egypt, 
where private sector growth is sluggish. When care-
fully phased in and evaluated, however, they can 
be useful in informing the design and scaling up 
of larger programs. Lessons from the Jordan NOW 
pilot program described above have been incorpo-
rated into the rollout of an expanded project that 
will soon be implemented across Jordan.

Below we highlight three types of active labor mar-
ket policies that focus on (a) facilitating sharing 
of information on both sides of the labor market, 
(b) bridging the physical distance between young 
men and women and opportunities for gainful em-
ployment, and (c) providing productive stepping 
stones to connect youth to their first jobs.

Information

An example of a project that integrates several as-
pects of mediation is an ongoing Inter-American 
Development Bank project in Bolivia, which aims 
at improving the quality of labor intermediation 
services provided at employment offices, along with 
a short term, on-the-job training and placement 
program. By improving the employment service, 
the project addresses the lack of a good interme-
diation system that provides information to both 
sides of the labor market: information about vacan-
cies to job seekers and information about qualified 
applicants to employers. In the future, the project 
will put in place a support system to guide work-
ers through the job search process and address the 
lack of referrals to vouch for their credentials. In 
India a study showed that giving young women in-
formation about job openings in business services 
outsourcing helped them find employment in that 
growing industry (Jensen 2012).

Recently some countries have begun to emphasize 
counseling services for young people as part of job 
mediation programs. For instance, a recent French 
program combined intensive counseling and job 
placement services for young graduates and found 
that it reduced job search duration but did not lead 
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to permanent employment (Crepon et al. 2013). In 
the Egyptian context, this may be useful in provid-
ing relevant job experience; by placing workers in 
the formal sector early on, it may boost their chanc-
es of sustained formal sector employment if the 
lack of experience and connections is a significant 
constraint.

Mobility

An experiment in Bangladesh provided incentive 
grants and information for households to send a mi-
grant to another region and found that the grants 
increased migration and employment (Bryan et 
al. 2013). The effective physical distance between 
metropolitan centers of job creation and outlying 
regions can reduced by improving transportation 
infrastructure, which can be incorporated into pub-
lic works projects. Particularly for women, access to 
safe and reliable transport can go a long way toward 
improving their participation and expanding the 
pool of potential employment opportunities.

First Jobs

Two successful models are the so-called training 
“plus” and on-the-job-training programs. Examples 
include Jovenes in Latin America and Mexico’s Pro-
becat “on-the-job” training program.

Subsidizing labor costs for formal firms in the short 
term through direct wage refunds, credits on social 
security contributions, or lower labor/payroll taxes 
can encourage firms to expand hiring. A pilot in 
Jordan (Groh et al. 2012) provided job vouchers or 
wage subsidies for six months to young graduates 
to encourage employers to hire them. In the short 
term, the wage subsidies increased employment and 
labor force participation, but when the program 
ended, these effects disappeared. The lessons from 
the evaluation pointed to the importance of cost 
sharing on the part of employers and the binding 
labor market regulations: Although the former in-
centivizes firms to hire workers who are likely to be 
a good fit, the latter increases the costs of formal em-
ployment. Given long spells of unemployment and 
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3. Counseling for young job seekers
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• Young people do not know how to

successfully navigate the job search
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Need more and better
information �ows between job
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by easing credit or conditional
cash transfers 
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3. Mediated job search for speci�c
sectors with labor de�cits
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• Limited access to the right networks
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job search in Egypt, a case can be made for speeding 
the school-to-work transition to minimize the risk 
of discouragement and dropout as well as provide 
an opportunity for accruing valuable experience and 
skills on the job. So even if the employment effects 
are relatively short-lived, the gains in terms of labor 
market experience and extending job search could 
make job vouchers a worthwhile policy option.

Equalizing opportunities for half the 
Population

The most important precondition to expand eco-
nomic opportunities for Egypt’s increasingly educat-
ed female workforce is an increase in the supply and 

diversity of private sector jobs. Many of the targeted 
interventions discussed above will also ease con-
straints to female participation in the workforce. In 
addition, complementary interventions will be nec-
essary to lower specific obstacles faced by women.

One of these obstacles is the significant degree of 
segregation in fields of study, and efforts are needed 
to redress this bias. In part, this is a legacy of wom-
en’s dependence on the public sector for employ-
ment, but it is also related to norms about appropri-
ate fields of study and work for women. As women 
increasingly look to the private sector for job op-
portunities, they may find themselves ill-equipped if 
they continue to pursue traditional educational spe-
cializations. Initiatives to encourage young women 
to seek training and experience in nontraditional 
fields including medicine, engineering, science, and 
law can be important in this regard. Incentives such 
as scholarships and prizes to girls have successfully 
boosted educational outcomes for girls, for instance, 
in Kenya (Kremer et al. 2009). Other countries 
have successfully implemented admissions quotas 
for tertiary studies in nontraditional fields to boost 
enrollment and can be phased out as more and more 
women enroll of their own volition.

More needs to be done to create an enabling en-
vironment for women to participate in the work-
force. One important element is helping balance the 
competing the needs of work and family life. As a 
solution, many countries have put in place generous 
maternity leave policies; however, these may have 
unintended and adverse consequences by increasing 
the costs of hiring women disproportionately. Egypt 
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has had a fairly liberal paid maternity leave policy in 
the private sector, but this has evidently not boosted 
participation in the private sector. Given the extent 
of informality in the private sector, the majority of 
firms clearly do not have to comply with these regu-
lations. Furthermore, mandating paid maternity 
leave may induce firms to reduce wages for women 
so that returning to the workforce after childbirth 
may not remain an attractive option.

Similarly, by lowering the costs of child care while 
retaining the incentive to work, mothers can more 
easily continue to participate in the workforce. Many 
countries, notably European nations, provide access 
to day care through publicly run or publicly subsi-
dized private centers. Although Egyptian law places 
a very small burden of contributing to child care on 
working mothers, the majority of the burden falls 
on employers, which can substantially increase the 
costs of hiring women. To avoid these disincentives, 
in the Netherlands, employers, parents, and the gov-
ernment share the costs of child care. The United 
States has followed an alternative approach by com-
bining child-care subsidies with tax incentives to en-
courage employment, particularly of mothers. The 
Child Care Credit, under which parents with two 
or more children can receive a substantial tax credit 
provided that both parents are employed, links the 
provision of the benefit to work.

Flexible working hours and home-based work are 
another way to facilitate the integration of non-
working women into the labor force by making 
it less costly for them to combine work with fam-
ily responsibilities. These types of arrangements are 
particularly suited to occupations in which physical 
presence is not required and output is easy to moni-
tor, such as data entry, transcription, and ICT-based 
tasks. However, it is also important to ensure that 
flexibility does not come at the cost of job security 
or work quality, and that firms are prevented from 
exploiting flexible arrangements to evade employee 
entitlements and protection.

Creating a safe and protected work environment, 
especially for young women, will also go a long way 
in increasing participation. The fear of harassment 
in the workplace, especially in the private sector, de-
ters young women from seeking jobs in the private 
sector. Under the 2014 Constitution, the Egyptian 
state undertakes responsibility for protecting wom-
en from all forms of violence (Article 11). However, 
implementation and enforcement of these provi-
sions remain key. Young women also have consid-
erable safety concern in public spaces, which can 
also inhibit their mobility. In the 2009 Survey of 
Youth Population in Egypt, a third of young women 
reported facing the risk of sexual harassment on the 
street; young women were also significantly more 
likely to report other risks such as theft, crowding, 
and pushing on their commute. Provision of safe, 
reliable transport and an expansion in the public 
transportation network will have disproportionate 
benefits for women, as will ensuring that “women-
only” spaces in public transportation in Egypt are 
genuinely safe spaces. Furthermore, monitoring 
and increasing awareness can also help build civic 
intolerance for harassment. A home-grown initia-
tive, launched in 2010, Egypt’s Harass Map, an 
SMS- and mobile-based reporting system of cases 
of sexual harassment in public spaces, is a good 
example.

This report demonstrates that the overarching policy 
priority for Egypt must be to vitalize the private sec-
tor and unleash its potential to create a large and 
diverse set of jobs. It also highlights the existence of 
stark inequities in labor market outcomes for wom-
en, young people, and those living outside the large 
metropolitan areas of Cairo and Alexandria. These 
outcomes are compounded by differences in human 
capital endowments and access to services. As Egypt 
looks ahead to a more inclusive development path, 
these groups must not be left behind. Generating 
productive jobs at scale and leveling the playing field 
for firms and workers is the surest way to sustained 
and shared prosperity for Egypt.
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ANNEX TABLE 7 .1 .  summary of studies on the Causal Effect of Policies to Promote Firm 
Formalization

Study Policy or program studied Main results

Effect of business entry reforms on number of firm registrations

Bruhn (2011), Kaplan et al. (2011) One-stop-shop (combining municipal, state, 
and federal business registration procedures) 
in urban areas in Mexico

Reform increased business registrations about 
5 percent and also increased employment; 
Bruhn shows that the increase in registered 
businesses was mainly due to previous wage 
earners opening new businesses

Bruhn and McKenzie (2013) One-stop-shop in less populous municipalities 
in Minas Gerais, Brazil

Program led to a reduction in number of firms 
registering during the first two months of 
implementation, with no subsequent increase

Cárdenas and Rozo (2009) One-stop-shop in six major cities in Mexico Reform increased business registrations by 
5 percent

Effect of business entry reforms on formalization of informal firms

Bruhn (2013) One-stop-shop in urban areas in Mexico Some informal business owners become 
wage workers because of the reform, some 
registered their business, but these effects 
are small

Mullainathan and Schnabl (2010) Municipal licensing reform in Lima, Peru Reform increased number of provisional 
licenses issued to informal firms, but many 
firms did not renew their license later

Effect of information, waived costs, and enforcement on formalization of informal firms

Alcázar et al. (2010) Offer a subsidy for the cost of obtaining a 
municipal license to informal firms in Lima, 
Peru

Subsidized cost offer led to 10–12 percent of 
informal firms obtaining a municipal license

Andrade et al. (2013) Three interventions for informal firms in Belo 
Horizonte, Brazil:

(a) deliver brochures with information about 
registration process and potential benefits, (b) 
waive registration costs, (c) receive municipal 
inspector

Information and waived registration costs 
had no effect on formalization rate; municipal 
inspections increased formalization rate by 22 
to 27 percentage points

De Mel et al. (2013) Provide information and reimburse 
registration costs for informal firms in Sri 
Lanka

Information and cost reimbursement had no 
effect on formalization rate

De Giorgi and Rahman (2013) Deliver brochures with information to informal 
firms in Bangladesh

Information had no effect on formalization rate

Source: Bruhn and McKenzie 2013.

Annex 7 .1
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ANNEX TABLE 7 .2 .  summary of studies on the Causal Effect of Policies to Promote Firm 
Growth

Study Country Main results

Training Only

Berge et al. (2011) Tanzania Training increases profits by 24 percent and sales by 29 percent for males in the short 
run (5–7 months posttraining), but this effect becomes insignificant in the long run (30 
months posttraining)

De Mel et al. (2012) Sri Lanka No impact of training alone on profits of existing firms over either the short or medium 
run. However, training significantly increases profits and sales of start-up businesses.

Karlan and Valdivia (2011) Peru Relatively modest impacts of training on survivorship of existing firms, but stronger 
evidence that training programs help prospective owners launch new businesses 
more quickly

Bruhn and Zia (2011) Bosnia-Herzegovina

Giné and Mansuri (2011) Pakistan

Grants Only

Woodruff et al. (2011) Ghana Although the average treatment effects of the in-kind grants are large and positive 
for both males and females, the gain in profits is almost zero for women, with 
initial profits below the median, suggesting that capital alone is not enough to grow 
subsistence enterprises owned by women. Second, for women only in-kind grants 
lead to growth in business profits. The results for men also suggest a lower impact of 
cash, but differences between cash and in-kind grants are less robust. The difference 
in the effects of cash and in-kind grants is associated more with a lack of self-control 
than with external pressure. As a result, the manner in which funding is provided 
affects microenterprise growth.

De Mel et al. (2008) Sri Lanka The average real return to capital in these enterprises is 4.6–5.3% per year, 
substantially higher than market interest rates. Returns are found to vary with 
entrepreneurial ability and with household wealth, but not to vary with measures 
of risk aversion or uncertainty. Treatment impacts are also significantly larger for 
enterprises owned by males; no positive return was found in enterprises owned by 
females.

De Mel et al. (2012) Sri Lanka The combination of training and a grant leads to large and significant improvements in 
business profitability in the first eight months, but this impact dissipates in the second 
year

Technical assistance, subsidized management consulting, and mentoring services

Valdivia (2012) Peru Significant impact of training and intensive one-on-one technical assistance on 
revenues, but no significant increase from training alone

Bruhn et al. (2013) Mexico Positive and significant impacts on productivity and return on assets in the short 
run, and employment in the long run for a program of partially subsidized consulting 
services for microenterprises in Mexico

Bloom et al. (2011) India Free consulting on modern management practices provided to large textile plants led 
to improvements in product quality, reductions in inventory and increased efficiency, 
and rising profitability and productivity

Source: McKenzie and Woodruff 2012.
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Annex 7 .2 .  Analysis of the 
Potential Effects of the 
Proposed Minimum 
Wage Legislation on the 
Egyptian Labor Market

Across the world, many countries have put in place 
minimum wages to guarantee formal workers a de-
cent standard of living and to serve as a floor to set 
wages.3 However, this does not immediately guaran-
tee improved employment prospects for those who 
seek employment or are currently employed at or 
near the minimum wage. The critical decision is the 
level at which the minimum wage is set: Setting it 
too high may increase the cost to employers so much 
that they resort to cutting jobs. At the end of the day, 
the effect of the minimum wage on employment de-
pends on how well the formal labor market is func-
tioning: whether there are adequate workers with the 
appropriate skills for jobs at or near the minimum 
wage, and whether there are enough jobs to absorb 
these workers at the minimum wage. In the private 
sector, employers face a simple calculation: Is the po-
tential productivity of the worker at least as much as 
the minimum wage? If the additional costs do not 
match the productivity gains, firms will have little 
choice but to consider options that run counter to 
the intended objectives of such a policy.

In July 2011, the government of Egypt mandated 
an increase in the minimum wage for public sector 
employees to LE 700, representing the first increase 
since 2003. On September 18, 2013, Egypt’s prime 
minister announced that the minimum monthly 
wage in the public sector would further increase to 
LE 1,200 ($174) starting in January 2014. Discus-
sions are underway on possibly extending this policy 
to cover the private sector.

This move is likely in response to increasing dis-
content and widespread pessimism about the future 
among the Egyptian people. A recent Gallup poll 
found the 80 percent of Egyptians believe that Egypt 
is worse off today than it was prior to the January 
25th revolution, and only 50 percent believe that it 
will recover in the next five years. A large part of this 

pessimism comes from a negative view of the labor 
market and its future prospects; roughly 70 percent 
of Egyptians believe that employment opportunities 
in both the public and private sectors have declined, 
and more than half believe it will take five years or 
more to improve, with 11 percent going so far as to 
say that it will never improve.

Over the last 15  years, the Egyptian labor market 
has characterized by a trend toward informalization 
and underemployment for workers, and limited 
growth and dynamism on the part of private firms. 
These are symptomatic of the limited job creation 
potential of the private sector. A deep-rooted pref-
erence for public sector work, combined with real 
and perceived inequality between public and private 
sector work, remains strong, even among young job 
seekers. In this context, a public sector minimum 
wage will serve to increase the bias against a small 
and struggling formal private sector and, absent 
significant reforms, may worsen the trend toward 
informalization.

Moreover, recent history suggests that prima facie, 
the wage increases from the new minimum wage 
will be distributed unevenly, even within the public 
sector. As of March 2012, more than a quarter of 
public sector employees were still making less than 
the current minimum wage of LE 700. Most of the 
noncompliance in the implementation of the mini-
mum wage appears to be stemming from rural and 
nonmetropolitan urban areas, which are already rela-
tively disadvantaged. Whereas in rural Egypt, a third 
of public sector employees are paid less than LE 700, 
in metropolitan Egypt fewer than one in seven are 
paid below the minimum wage. If we assume that 
this pattern will continue to be true for such policies, 
the de jure increase in the minimum wage will more 
likely translate into a larger de facto wage increase 
for those in the metropolitan areas, who are already 
richer and better-off than those in rural areas.

3 This topic note accompanies the Egypt Jobs Report and has 
been prepared by the core team. It is part of a series of topic 
notes on the Egyptian labor market.



MORE JOBS, BETTER JOBS: A PRIORITY FOR EGYPT170

taking a Broader view of the Current 
Egyptian Labor Market, an Increased 
Minimum wage in the Public sector Is 
Likely to have Even More Far-Reaching 
deleterious Consequences

1. It targets a narrow and relatively well-off seg-
ment of the population and will widen the al-
ready significant gap between wages in the pub-
lic and private sector.

2. Expanding the minimum wage to cover the 
private sector will still leave out 63 percent of 
employed Egyptians, who work in the informal 
sector or in self-employment and subsistence 
activities.

3. It will further bias labor supply toward the public 
sector by strengthening the preference for public 
sector work, especially among the educated, and 
thereby limiting the pool of talent available to a 
struggling private sector.

4. If extended to the private sector, it will likely 
strengthen incentives to firms to limit hours 
of work, cut employment, and/or deformalize 
workers. 

We will make this case using data from the 1998, 
2006, and 2012 rounds of the large-scale, nationally 
representative Egyptian Labor Market Panel Surveys 
(ELMPS). The latest survey round was conducted 
in February and March 2012, a few months after 
the implementation of the previous minimum wage.

the Proposed Public sector Minimum 
wage Implies a More Regressive wage 
structure

Public sector employees currently make up 30 per-
cent of the employed working-age (15–64) popu-
lation and 14  percent of the total working-age 
population. Public sector workers in Egypt are paid 
better than the private sector; according to a recent 
CAPMAS release, the average Egyptian public sec-
tor worker is paid LE 657 ($108) a week, around a 
third more than the LE 397 ($65) earned by a pri-
vate sector employee.4 Wage data from the ELMPS, 

although measured differently, also show a public 
sector wage premium.

More than 70 percent of wage workers in the public 
or formal private sectors currently earn more than 
LE 700, the current public sector minimum wage. In 
contrast, 41 percent of informal sector wage work-
ers earn less than LE 700, and more than 75 per-
cent earn less than LE 1,200, the proposed public 
sector minimum wage. Annex figure 7.1 shows the 
distribution of wage workers in these three sectors 
in three wage intervals—those earning less than LE 
700, those earning between LE 700 and LE 1,200, 
and those earning more. Workers in the formal sec-
tor in Egypt are already more likely to earn more, 
but they make up the minority of the workforce. The 
bulk of Egypt’s male working-age population is em-
ployed in the informal sector or in subsistence activi-
ties, or are self-employed, unemployed, or out of the 
labor force. Any minimum wage legislation will not 
apply to this large share of the population, and the 
implementation of the proposed minimum wage in 
the public sector will only expand the gap between 
the privileged few and the rest of the working-age 
population. 

Over and above earnings and the job security and 
benefits associated with government employment, 
public sector employees already appear to be better 
off (annex table 7.3). This comparison is even stark-
er with respect to the informal private sector. Pub-
lic sector workers have more education and greater 
experience than private sector workers: 83 percent 
of public sector workers are of prime working age 
(30–59) compared with 54 percent of private sec-
tor workers. Moreover, public sector workers have 
a postsecondary graduation rate more than three 
times as high as private sector workers. These at-
tributes are associated with higher incomes in both 
the public and private sectors. Public sector workers 
are also more likely to have another earner in their 
household, and this is even truer of public sector 

4 http://english.ahram.org.eg/NewsContent/3/12/52061/
Business/Economy/Egypts-public-sector-still-pays-bet-
ter-than-privat.aspx.
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workers earning less than LE 1,200. This is partially 
because many women work in lower wage public 
sector jobs and tend to be secondary earners in their 
households. In addition, public sector workers are 
more likely to live in households with other public 
sector workers. The effect of an increase in public 
sector salaries will therefore be concentrated on a 
relatively small number of households. 

Finally, public sector employment is positively cor-
related with higher welfare, suggesting that the 
higher minimum wage is affecting those who are al-
ready better off. Even public sector workers making 
less than LE 1,200 come from wealthier-than-av-
erage households; the median public sector worker 

making less than LE 1,200 comes from a household 
wealthier than 64 percent of all households.

Expanding Minimum wage Coverage to 
the Formal Private sector will not solve 
the Problem

An expansion of the minimum wage policy to cover 
the formal private sector will leave out at least a half 
of the employed male population, even if enforce-
ment were perfect. Of those employed in the private 
sector, the majority work in the informal sector, in-
cluding subsistence activities and self-employment. 
Moreover, the trend toward informal work for men 

ANNEX FIGURE 7 .1 . wage distribution by sector of Employment, ELMPs 2012
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ANNEX TABLE 7 .3 .  worker Characteristics in the Public and Private sectors, ELMPs 2012  
(in Percents)

Worker type
High school 
education College education % aged 30–59

% with second 
earner in the 
household

% with second 
earner in the 
public worker

Public sector 84 47 83 56 35

    Earning LE 1,200 79 42 79 59 34

Private sector 46 14 54 51 12

    Formal only 70 36 65 39 17
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has increased significantly over time, especially for 
young men, who are increasingly likely to find their 
first jobs in the informal sector. Twenty-seven per-
cent of working-age Egyptian workers do not earn 
wages, either because they are self-employed or be-
cause they are subsistence farmers. About half of 
all employed Egyptian males are either underem-
ployed or work in informal jobs, and a minimum 
wage policy would be unenforceable for them—not 
to mention workers who are unemployed or have 
left the labor force as a result of discouragement. All 
told, only 28 percent of working-age men are formal 
wage workers who could potentially be covered by a 
minimum wage. For women, whose labor force par-
ticipation has been declining, the minimum wage 
policy will continue to be irrelevant to them and, 
by increasing the costs of labor, may stack the odds 
even further against them.

In addition to higher pay, formal sector jobs offer 
superior benefits and job security. For instance, over 
half of formal private sector wage workers enjoy 
paid vacation or paid sick leave, whereas essentially 
no (less than 3 percent) informal wage workers re-
ceive those benefits. A minimum wage policy that 
leaves out the informal sector will further expand 
the wedge in earnings and overall job quality within 
the labor market.

A higher Minimum wage for Public 
sector Employees will Increase the 
Attractiveness of the Public sector, 
Risking higher Rates of unemployment

An increase in the public sector minimum wage 
will increase the existing wedge between public sec-
tor and private sector labor supply. Both the public 
sector and the formal private sector draw from the 
same pool of potential workers. Because workers ex-
hibit a strong preference for public sector jobs over 
formal private sector jobs at the same wages, many 
high-skill workers will prefer to remain unemployed 
and wait for a public sector job rather than take an 
equally well-paying private sector job. The freezing 
of public sector hiring in Egypt in 2003 was, indeed, 

not accompanied by a commensurate increase in 
private formal sector hiring. Instead, employment 
shifted to the informal private sector for men, while 
women who could not get contractual public sec-
tor jobs dropped out of the labor force. With the 
proposed revision of the minimum wage and the 
regularization of contract work in the public sector, 
the incentives to queue for government jobs will be 
further strengthened.

A strong preference for public sector jobs is evident 
in the ELMPS 2012, where unemployed respondents 
were asked the minimum wage at which they would 
be willing to work in different sectors (annex box 
7.1). Respondents were willing to accept a public sec-
tor job at a much lower wage than in either the formal 
or the informal private sector, signaling their clear 
preference for the former. The average wage required 
for an unemployed person to take a public sector 
job was LE 849, well below the proposed LE 1,200 
minimum wage, while the corresponding numbers 
for the formal private sector and informal sector were 
LE 1,176 and LE 1,684, respectively. The differences 
across sectors in these wages thus represent the “com-
pensating wage differential” and revealed preference 
for work across sectors (annex figure 7.2). 

Public sector preference also increases with educa-
tion, which implies that a public sector minimum 
wage will adversely affect the pool of skilled workers 
applying for formal private sector jobs in a dispro-
portionate manner. The average self-reported “com-
pensating wage differential” to work in the formal 
private sector—the difference between the wage at 
which an unemployed worker is willing to work in 
the formal private sector and that needed for public 
sector work—is sharply increasing with education. 
Among men without secondary degrees the average 
differential is LE 137, among those with only sec-
ondary degrees the average is LE 336, and among 
those with postsecondary degrees it is LE 490. The 
newly increased public sector wages will draw even 
more of these high-quality workers into queuing for 
public sector jobs, increasing their unemployment 
rates, and will deprive formal private sector firms of 
much-needed talent.
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By Increasing Costs of Employment 
for the Private sector, the Proposed 
Minimum wage Policy Can Adversely 
Impact Job quality and Job security and 
Further Accelerate Informalization

The most binding constraint in expanding earnings 
and job opportunities for Egyptians is the limited 

creation of well-paying, quality jobs in the private 
sector. The lack of dynamism exhibited by the pri-
vate sector as well as the increasing tendency to em-
ploy workers informally suggests that an extension 
of the minimum wage to the formal private sector 
will adversely affect the already deteriorating labor 
market outcomes.

ANNEX BOX 7.1: ELICITING PUBLIC SECTOR PREFERENCE IN EGYPT

A significant fraction of unemployed individuals in Egypt are willing to take a public sector job at the typical public sector wage offered to an 
individual with similar characteristics, but are unwilling to accept a formal private sector job at the typical formal private sector wage offered 
to an individual with similar characteristics.

Consider the typical Egyptian worker. He is a man with a secondary degree residing in rural Lower Egypt. If employed in the formal private sector, 
he would earn the median wage for his education and location, LE 900. If employed in the public sector, he would earn the median wage of LE 950.

If unemployed, and offered the median wage of LE 900 to work in the private sector, he would be willing to accept with a likelihood of less 
than 40 percent. In contrast, the willingness to accept a public sector job at the current minimum wage of LE 700, almost 30 percent less than 
the private sector option, would be almost 60 percent. This willingness to work in the public sector increases rapidly as wages in the public 
sector rise: 75 percent at LE 950 (the median wage for public sector workers of their education in rural Lower Egypt) and 90 percent at the 
proposed minimum wage of LE 1,200.

Thus, when the proposed minimum wage is implemented, an unemployed worker’s preference for the public sector will be further strengthened, 
and this may cause them to prolong their job search, hoping to find the now even more coveted public sector job at LE 1,200. Some workers 
employed in the private sector may also seek employment in the public sector, even if they have to take a wage cut. Each of these responses 
will only contribute to rising unemployment and longer search durations.

ANNEX FIGURE 7 .2 .  Public sector preferences revealed through self-reported “compensating 
wage differentials”
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The vast majority of Egypt’s private sector is infor-
mal; fewer than one in six private sector workers 
has either a formal contract or social insurance, and 
formality has been trending downward for the last 
15 years. This size of this informal private sector in-
dicates that formalization is not a de facto status, 
one that firms naturally fall into; instead it is a de-
liberate decision that few firms can afford to choose. 
Egypt’s existing formal firms are those who can bear 
the higher costs of formalization and of hiring for-
mal workers. Formal forms do not necessarily for-
mally hire workers; 37 percent of informal workers 
report that they work at a formal firm.5

Existing formal Egyptian firms therefore have a range 
of options available to them when faced with a mini-
mum wage, some of which appear to be far more 
plausible given the current economic context. They 
can comply with the law by raising wages for their 
formal sector workers; they can fire formal workers 
or evade the law by converting them into informal 
workers; or they can exit the formal private sector, 
either by becoming informal at the firm level or by 
shutting down entirely. Going forward, it is more 
likely that existing firms will choose to hire fewer 
formal workers or cut hours of work, and potential 
entrepreneurs may choose to remain informal or re-
frain from starting new firms. During the 2006–12 
period, informalization of employment increased de-
spite no increase in the minimum wage for most of 
that period and relatively healthy rates of economic 
growth. In the current period, with far slower growth 
rates and potentially higher minimum wages, this 
trend is most likely to worsen, stifling the already 
small and struggling formal private sector.

The reaction of employers to the implementation of 
a formal private sector minimum wage will also ex-
acerbate the gap between the informal workers and 
formal workers. The “compensating wage differen-
tial” for informal sector work is the highest, perhaps 
because those who work in these jobs have no other 
recourse. The “relatively rich” formal workers with 
monthly salaries higher than LE 800, LE 900, or LE 
1,000 could see their wages rise and become richer, 
while the relatively poor formal workers with lower 

monthly salaries could see those precious formal 
jobs disappear and effectively become much poorer. 
Those already in informal jobs, in turn, will face 
stiffer competition to maintain their already precari-
ous links to the labor market.

Whether firms choose to comply with the law will 
depend on the cost of compliance as well as their 
current margins of profit. For the firms who have 
significant profit margins and market power, higher 
labor costs implied by the minimum wage can be 
absorbed without altering employment. However, 
these are likely to be a minority of Egyptian firms.

In 2006, in fact, 95  percent of all Egyptian firms 
employed fewer than 10 workers. For this vast ma-
jority of firms, even if they belonged in the formal 
sector, they are very unlikely to be able to sustain 
increases in the wage bill while staying economically 
viable. Therefore, their response to a minimum wage 
law will likely be to give raises to their formal work-
ers who earn close to LE 1,200, while firing or de-
formalizing their workers who currently earn much 
less. Unfortunately the bulk of formal private sector 
workers (excluding joint ventures and foreign com-
panies) are currently paid much less than LE 1,200, 
as shown in annex figure 7.3.

To illustrate the potential impacts of a minimum 
wage, consider how a single firm with limited profit 
margins might respond to the imposition of a mini-
mum wage of LE 1,200. For each formal worker 
that makes less than LE 1,200 per month, the firm 
must choose whether to comply with or evade the 
minimum wage (by firing the employee or replacing 
the formal hire with an informal hire). The cost of 
complying will be equal to the difference between 
LE 1,200 and the worker’s current monthly wage. 
For a relatively high-wage worker making LE 1,100 
a month, the cost of compliance is only LE 100 a 

5 Defined as a firm in the public, nonprofit, or other sectors; 
or as a joint stock company, limited liability company, or 
company of individuals; or as one that has a license, is reg-
istered, keeps accounting books.
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month, and the firm will more likely pay that cost 
rather than evade the regulation. However, for a rel-
atively low-wage worker making LE 400 per month, 
it would cost the firm twice his or her current wage 
to comply, and so the firm will likely choose to de-
formalize the position to evade the regulation, or fire 
the worker altogether.

Suppose the single firm had 100 workers, with wages 
distributed similar to the overall wage distribution 
in annex figure 7,3, and that the firm will choose to 
deformalize a position if it would require more than 
LE 300 per month to comply. Under an LE 1,200 
minimum wage, the workers who earn between 900 
and 1,200 would see their wages rise, and the work-
ers who earn between 0 and 900 would have their 
jobs deformalized or be at risk of being fired. This 
would result in 38 workers losing their formal jobs, 
but 20 other workers would see an average raise of 
LE 177 per month. Given the strong preference for 
formal jobs expressed by respondents in ELMPS, 
this policy would significantly worsen outcomes for 
the workers of that firm.

A lower minimum wage would have a much less 
negative effect. For instance, if the same firm were 

dealing with a minimum wage of LE 700, it would 
choose to deformalize five jobs and give 15 workers 
an average raise of LE 125 per month. This is clearly 
a better outcome for the firm’s workers, although on 
the whole, the costs to workers are still likely to out-
weigh the benefits.

Policy Implications

Overall, the analysis in this note suggests that ex-
tremely limited gains are to be seen from pursuing 
a minimum wage policy in the current state of the 
Egyptian labor market. An increase in the public 
sector minimum wage will increase inequality fur-
ther because the primary beneficiaries will be public 
sector workers in metropolitan areas, who are well-
off relative to both private sector workers and public 
sector workers in rural and nonmetropolitan urban 
areas. It will also stifle the private sector by increas-
ing the competition for existing public sector jobs 
among high-quality workers, who may prefer to 
remain unemployed and “queue up” for a lucrative 
public sector job instead of accepting a job in the 
private sector. Furthermore, an extension of the LE 
1,200 minimum wage to the private sector would 

ANNEX FIGURE 7 .3 . Formal Private sector wage distribution, ELMPs 2012
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be counterproductive. Few Egyptian firms could af-
ford the huge required outlay in wages and maintain 
even a sliver of profitability, and many would be 
forced to shut down, downsize, or deformalize. The 
already small formal private sector would contract, 
exacerbating the long-run declining trend and caus-
ing increasing informalization.

Moreover, minimum wage legislation is very dif-
ficult to reverse. Given the likely negative effects 
on employment and informalization, which will 
particularly affect the less well-off, the substantial 
fiscal costs of such a policy are not likely to be 
worthwhile. Instead, resources could be channeled 
toward stimulating the labor market in the short 
run by focusing on the demand side and aiming to 
increase net employment. These efforts could also 
be targeted to those who are already vulnerable: 
young workers, rural areas, and small and infor-
mal firms.

The options posed below are all short-term inter-
ventions, which should be accompanied by clear 
exit clauses, and focus on protecting existing jobs 
and increasing temporary employment and on the 
more vulnerable sections of the population. These 
interventions will need to clearly targeted or be self-
targeting to the intended population or area. Imple-
mentation needs to be simple and transparent to be 
put in place in a timely manner, and it must take 
into account local context.

The choice of interventions to implement must rec-
ognize the current state of the labor market. Policies 
that work well in a dynamic and growing economy 
may have unintended, adverse consequences when 
implemented in a sluggish and mostly informal 
private sector. For instance, evaluations of training 
programs across the world reveal mixed and mod-
est results, but are likely to have no impact in an 
economy like Egypt’s. In Jordan a recently com-
pleted youth employment pilot offered a mix of em-
ployability skills training and short-term incentives 
to firms to hire young graduates.6 Although firm 
incentives increased employment only in the short 
term, training had no effect at all.7 The evaluation 

revealed that limited employment generation in the 
private sector combined with labor market regula-
tions including the minimum wage were far more 
binding constraints to youth employment.

We provide below a few examples of short-term 
measures to stimulate the labor market that may be 
considered.

Publicly Financed short-term Job 
Creation

Short-term job creation will need to adopt a sepa-
rate approach for urban areas with large numbers 
of skilled job seekers and rural areas where educa-
tion levels are lower. Service programs focusing on 
community development and service delivery can 
provide employment opportunities for a limited pe-
riod, especially for educated youth in urban areas.8 
On the other hand, a self-targeted labor-intensive 
public works program may be more appropriate 
in rural Upper and Lower Egypt. The challenge is 
to make these experiences valuable to longer term 
employment prospects and build skills during the 
process, perhaps through technical and soft skills 
training.9

6 The pilot was rigorously evaluated, and the full results are 
available at World Bank (2012b).

7 A review of six Jovenes programs in Latin America show 
that they can increase employment among participants by 
up to 5 percent, with women and younger participants ex-
hibiting impacts of 6–12 percent in some countries, while 
estimates of unit costs range from $600 to $2,000 per par-
ticipant.

8 A quasi-experimental evaluation of AmeriCorps (U.S.) 
showed that participants had a greater incidence of post-
program civic engagement, more positive attitudes toward 
employment, and a higher likelihood of public service ca-
reers (Frumkin et al. 2009).

9 A nationwide rural public works program in India that 
guaranteed 100 days of work per year significantly increased 
work among prime-aged, low-skilled people living in poor-
er districts and generated welfare gains for the poor (Imbert 
and Papp 2011).
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Expanding and Protecting Job 
opportunities in the Private sector

Given the sheer numbers of workers supported in 
the informal sector, support to self-employment 
and microentrepreneurship through business train-
ing, life skills training, mentoring, micro-franchis-
ing, and microfinance can help expand and protect 
jobs in this sector.10 These programs can be rolled 
out quickly where the institutional infrastructure 
exists. Although these interventions may help sup-
port and expand existing business, little is known 
about their efficacy in terms of new job creation, 
and it may be beneficial to target a few sectors at a 
time before scaling up. For the formal private sec-
tor, labor costs can be subsidized in the short term 
through direct wage refunds, credits on social se-
curity contributions, or lower labor/payroll taxes. 
Since the objective is to expand hiring and given 
their high costs, it is very important to condition 
these subsidies on the verification of higher net em-
ployment and target them to vulnerable groups and 
to productive and growing sectors.11

Connecting workers to Jobs

In the short run, the number of jobs in the econ-
omy is relatively fixed, but governments can inter-
vene with integrated packages to help job seekers 
find private sector jobs. Despite the relatively high 
rates of unemployment, some evidence suggests that 
private sector firms are unable to fill vacancies, ei-
ther because of a skills mismatch or lack of informa-
tion. In Egypt, where many jobs are found through 
networks and contacts, for example, private sector 
firms cannot fill 600,000 vacancies (AfDB et al. 
2012) despite the large pool of relatively educated 
job seekers. In this context, scope may be available to 
bridge the information gap in the immediate future 
through direct job-matching services. For instance, 
programs that link private firms facing a shortage of 
skilled workers with appropriate vocational training 

institutions, along with a facilitated and subsidized 
internship program, can bridge the skills mismatch. 
On the one hand, firms can train workers in the 
skills that they need without bearing the full cost, 
while job seekers can gain valuable technical skills 
and on-the-job experience.

A few lessons are evident from global evidence and 
experience with similar efforts targeted at the labor 
market. In labor markets such as Egypt’s, these types 
of interventions may provide short-term relief, but 
they are no substitute for much-needed medium and 
long-term reforms to improve the climate for busi-
ness and job creation. An increase in the minimum 
wage that is being considered in the current sluggish 
Egyptian economy will likely have significant and 
adverse consequences on the quantity and quality of 
jobs, while increasing the precariousness of employ-
ment for those who are already vulnerable. A 2013 
IMF discussion note (Blanchard et al. 2013) argues 
that the purchasing power of the minimum wage set 
at 30 to 40 percent of the median wage can sustain 
labor demand, but significantly higher minimum 
wages risk job losses, especially for the young and 
less skilled. The current proposed minimum wage 
is well above the recommended threshold, and two 
and half times the formal sector median wage. In 
Egypt’s case, boosting the private sector’s growth 
and employment generation remains the most sig-
nificant policy challenge and will require commit-
ment and action toward concerted reform.

10 Some successful integrated programs include TechnoServe 
in Central America and Finca in Peru; see Klinger and 
Schuendeln (2007); Jaramillo and Parodi (2003); Karlan 
and Valdivia (2009).

11 See Phelps (1994) for a discussion of the rationale and 
OECD (2003) for a discussion of the evidence. Universal 
subsidies are not only more expensive and potentially more 
regressive but also subject to larger “dead-weight” losses, 
because they end up subsidizing workers who would have 
stayed in their jobs anyway.
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