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Motivation for paper

A Challenge to labor absorption posed by the
5SY23N) LIKAO . dz 3S YIFIYATFS
uprisings with high youth unemployment and related
youth transition issues (Yousef, others)

A Potential relevance of LM institutions to these problems
but understudied in MENA

A Although still highly controversial, rigidity of LM often
seen as limiting labor absorption

A Need to measure rigidity of LM protection legislation so
as to explain how, when and why LM reforms were
Implemented




What We Do

Develop indexes of rigidity of EPL which are
comparable across countries and ,
Including as many MENA countries as possible

Use these indexes to examine relative importance
of alternative explanations for such variation and
their relevance to MENA

Identify differences within MENA as well as with
respect to ROW in the indexes and in their
determinants.

Derive some implications for research and policy



Outline

A Review of literature on and of relevance to MENA:
|dentify missing links

A Explain how our index of LM rigidity (LAMRIG) is
constructed across counties and over time

A Identify different MENA country types and examples of
changes in LAMRIG over time

A Replication of what other analysts have done with
Indices In cross section (emphasis so far has been on

_egal Origins)

A Panel data analysis: to examine alternative explanations

A Panel data analysis: LAMRIG different in MENA? How?

A

mplications for research and policy




Literature Review

General: Labor markets multifaceted and
heterogeneous across sectors and countries

Although highly controversial, labor market rigidity
often said to impede ability to absorb (Kaplan 2008,
Fiori at al, 2007 Scarpetta 1996)

In MENA countries rigidity of regulations said to
accentuate informality which in turn lowers
productivity and other performance measures
(Elbadawi and Loayza, 2007). Results robust to
different measures of informality, performance

Note: regulations did not include those on labor

Attempts to match firm surveys and constraints on
development with productivity (Carlin et al 2007 )
showing that the constraints identified vary by firm
type and country in predictable ways



Literature Review (continued)

5. Despite lots of activity supported by ERF and other
organizations on other problems in youth
unemployment such as mismatching of education
with job needs (Assaad,Tunali, etc. ) at least until
very recently ( Angel-Urdinola et al 2010) rigidity
understudied

6. Literature on political economy of reforms Bentolila
et al (2008) on Spanish labor market relevant/useful
while in our view emphasis of Botero et al (2004) on

legal system somewhat exaggerated

7. Important work by Blanchard and Wolfers (2001),
Botero et al (2004), OECD, Heckman and Pages
(2005) on measures of EPL rigidity but very limited in
coverage of MENA and over time changes



Measurement:
The Making of LAMRIG
(a de jure index)

LAMRIG has two basic pillars:
Botero et al QJE 2004 EPL

L] h Qa bhttpl//haex.ilo.org)



Botero et al EPL

Employment law index

. Alternative employment contracts
Il. Cost of Increasing hours worked
li. Cost of firing workers

Iv. Dismissal procedures



Procedure: Constructing LAMRIG

Step 1: Start with Botero EPL (available for 1997,
web appendix with info on components)

Step 2: From NATLEX: compile labour laws info
Olooksin199¥ T 2y n 9t [ Oz
for panel of 140+ countries, 1948- )

Step 3: Deconstruct how NATLEX maps into EPL
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Procedure: Constructing LAMRIG (2)

Step 4.

Step 5:

Final step:

al 1S dzasS 2F al1Sée Iy
NATLEX, LEXADIN, country specific sources

for labor laws at earlier and more recent

times to generate LAMRIG

Take advantage of other studies which,
even with slightly different indexes, have
extrapolated over time for different regions
Heckman and Pages for LAC, Lehmann and
Murayyev for Transition Economies, Doing
Business Surveys and data base to
construct over time indexes

In every case, make these consistent with
the Botero et al scoring for 1997



LAMRIG: The Resulting Database

A 140+ Countries
A5 year periods 1960-2004

A For the present study we have also expanded
MENA coverage to 20 countries, yearly, using
same sources and gone as far forward as 2010



Findings for MENA: Groupings

A Natural resource exporting with imported labour: Bahrain,
Kuwait, Libya, Oman, Qatar, Saudi Arabia and UAE

A Natural resource exporters without imported labour:
Algeria, Iran, Iraq and Syria

A Other countries where natural resources much less
important: Djibouti, Egypt, Jordan, Lebanon, Morocco,
Sudan, Tunisia, Turkey, Yemen

A As in other regions, changes over time limited in frequency
and magnitude, reflecting political sensitivity of such
reforms
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Some Examples of Important Changes
over time at individual country level

A Tightening in Iran 1959 Index rose from 0.5 to 1.15:

I External pressures from US, ILO on Shah with
concern for equity

A Tightening in Iran 1990 rose from 1.2 to 1.83
I Reward to labor for role in revolution

A Reform in Jordan 1996 fell from 1.7 to 1.46

| Had stayed high under privatization but fell with
trade liberalization



Some Examples of Important Changes
over time at individual country level

A Reform in Egypt 2003 fell from 1.75 to 1.59

I Followed dramatic increases in both informality and
unemployment

A Reform in Tunisia in 1990s in 2 steps from 1.72 to 1.48

I High unemployment, fiscal and debt crisis,
complementary to trade reforms

A Reform in Algeria 1990 from 1.63 to 1.33
i Unemployment and other crises

A General gradual tightening in many countries: Bahrain,
Djibouti, Kuwait, Lebanon, Qatar, Saudi Arabia, Sudan,
Syria, Yemen : Legal origins relevant to levels but not
much to changes



Example of Changing Importance of Legal

Origins: New Zealand/English Common Law vs.

Portugal/French Civil Law
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Explaining Variations in LAMRIG
across Countries and Over Time

A Panel estimates RE, 140+ countries from 1960

A Legal Origins and Per Capita Income

A Structural Factors, Resource Endowments
A Economic Crises and Political Crises

A Other Structural Reforms

A Is MENA different? If so, how?



Table V.1

The Extent of Labor Regulation, Legal Origins, Per Capita GDP with MENA dummy

(Dependent variable: Level of LAMRIG, Labor Market Rigidity)

1] 2] 8] 4] 5] 16 U
Boteroetal.  Xsection PoolOLS Prel 980 Post1980 QOECD Non-OECD
Log Per Capita GDP 40.001 00964*** 000145 A0 240%*=* 0. 110%*=* 0321 0. 142%+*
[0.0116] [0.0324] [0.00515] [0.0741] [0.0341] [0.325] [0.0431]
Socialist Legal Origin (0.2043%=* (0.733%=# 0.0195 0.807*** 0.807*** 0.868***
[0.04533] [0.120] [0.0358] [0.152] [0.152] [0.141]
French Legal Origin 0.2474%%+ 0.515%+*= 0.00417 0.605%+* 0.5T1*** 1.008*#* 0473%++
[0.0381] [0.0756] [0.0108] [0.0976] [0.0638] [0.278] [0.0077]
German Legal Origin 0.1553%# (0.540%+=* 0.0397 0.598 (.6T3*** 0.666 .740%+*
[0.0702] [0.116] [0.0330] [0.373] [0.107] [0.717] [0.145]
Scandinavian Legal Origin~ 0.3865%** 0.0g1*** 00038+ 0.574%+ 1.206%** 1.101***
[0.0462] [0.112] [0.0363] [0.22 [0.136] [0.219]
£l T T RS VX ) U N 5§ § QR 1 51 4 300 \
F [0.133] [0.0119] [0.160] [0.166] [0.118]
Constant 0.3072%=+ 2028**#* 0.0495 2687 2054%++ -1.280 2252%+
[0.1038] [0.274] [0.0386] [0.512] [0.261] [4.338] [0.322]
Obsarvafions 83 143 866 380 487 1 643
R-squared 0.44 0426 0.320 0.432 0513 0416

Notes: Robust standard errors in brackets,

**% denotes significant at 1%, ** at 3% and * at 10%.




Table V.2
The Extent of Labor Regulation, Legal Ongins, Per Capita GDP with
two MENA dummies (with and without imported labour)

(Dependent variable: Level of LAMRIG, Labor Market Rigidity)

1] ] 3] 4] 5 [6] 7
Boteroetal.  Xsection PoolQLS Prel980 Post1980 QECD Non-OECD
Log Per Capita GDP -0.001 0.0635% 0.00126 0. 236%+* 0.0747** 0321 10.0662
[0.0116] [0.0303] [0.00528] [0.0718] [0.0358] [0.525] [0.0429]
Socialist Legal Origin (12043 0.708%+* 00199 0.772%%* 0.762%+*
[0.04533] [0.116] [0.0359] [0.149] [0.134]
French Legal Origin 02474%+= 0.475%+* 0.00454 (0.507%*= 0.531%** 1.098*** 0424%+*
[0.0381] [0.0710] [0.0109] [0.0976] [0.0693] [0.278] [0.0891]
German Legal Origin 0.1553** 0. 488*+* 20.0401 0.584 (0.600*+* 0.666 D613*+*
[0.0702] [0.119] [0.0330] [0.407] [0.113] [0.717] [0.130]
Scandinavian Legal Origin -~ 0.3365%** 0.806%** 0.0033** 0.553%=* 1.118%** 1.101%**
[0.0462] [0.116] [0.0364] [0.239] [0.141] [0.219]
MENA NR Imported L -1.060%** 0.0248* 0344 -1.000**=* ) 958 ***
[0.201] [0.0129] [0.599] [0.221] [0.227]
MENA without Imported L -0.134 0.0147 -0.0555 0.107 0.0952
[{].0966] [0.01 36] [0.0879] [0.0834] [{].0824]_
Constant 03072+ 1.783%** 0.0483 2.603%** 1.793%#* -2289 1.733%**
[0.1038] [0.249] [0.0394] [0.487] [0.270] [4.538] [0.310]
Observations 85 143 366 380 487 222 643
R-squared 0.44 0.506 0.323 0.498 0.513 0.493

MNotes: Robust standard errors i brackets,

*** denotes significant at 1%, ** at 3% and * at 10%.




A From now on all results for LAMRIG as
dependent variable are based on RE Panel
Estimates (so as to keep Legal Origins) with
Standard Errors Clustered at country level (to
try to account for heterogeneity)

| Different Country and Time Period Samples

I Examining overall MENA differences as well as in
the differences in effects of other factors in MENA

i This is despite fact that main difference found in
Table V.2 was between labor importing MENA
countries and others



Table V.3

Labor Market Reform, Legal Origins and Per Capita GDP

Dependent variable: LAMRIG, Labor Market Rigidity

Random-Effects Panel Estimator with Standard Errors Clustered at Country Level

] 2] 2] [4] 5]
PoolOLS Prel980 Post1980 OECD Non-OECD
Log Per Capita GDF 0.194*** 0.219%** 0.000498 0. 448%%* 0.0422%*=
[0.0361] [0.0503] [0.0281] [0.0552] [0.0134]
Socialist Legal Origin 0.720%=* 0.783*** 0.783%** 0.685=**
[0.118] [0.110] [0.110] [0.110]
French Legal Ovrigin 0.504%=* 0.608*** 0.581%%=* 1.115%** 0. 474%%*
[0.112] [0.139] [0.0833] [0.245] [0.0887]
German Legal Origin 0.343= 0.278 0.551%%* 0.616 0.40]=**
[0.198] [0.421] [0.144] [0.468] [0.150]
Scandinavian Legal Origin 0.299= 0.0109 1.014%** 1.082*%**
[0.181] [0.269] [0.126] [0.195]
MENA -0.431%* -0.226 -0.404%=* -0.430%%*
[0.169] [0.182] [0.140] [0.145]
Constant -0.371 -0.325 1.166%** -3 385%** 0.914=+*
[0.294] [0.364] [0.242] [0.514] [0.119]
Observafions 867 380 4387 222 645
Number of countries 143 101 143 23 120

Motes: Fobust standard errors i brackets,

*** denotes sigmficant at 1%, ** at 5% and * at 10%.




Table V.4

Labor Market Reform, Legal Origins, Per Capita GDP and Structaral Factors

Dependent variable: LAMRIG, Labor Market Rigidity

Random-Effects Panel Estimator with Standard Errors Clustered at Couniry Level

] 2] 3] 4] 5]
Structural Factor: Income Gini  Govt Share of  Foreign Aid Narural Res Agric Share
GDP to GDP Exports (%0) in GDP
Log Per Capita GDFP -0.0503* 0187+ 0.234%=*= 0.177%+=* . 295%**
[0.0290] [0.0342] [0.0418] [0.0359] [0.0534]
Socialist Legal Origin 0.737%% 0.743%** 0.706%** 0. 750%*= 0.562%**
[0.179] [0.121] [0.124] [0.118] [0.125]
French Legal Origin 0.54]%*= 0.607*** 0.556%** 0.506%*=* 0.590%**
[0.0851] [0.110] [0.118] [0.110] [0.106]
Garman Legal Origin 0.542%%= 0.333 0.191 0.368* 0.400
[0.163] [0.206] [0.205] [0.195] [0.292]
Scandinavian Legal Origin 0.0F2%*=* 0.350%= 0.242 0.414%* 0.496**
[0.161] [0.173] [0.187] [0163] [0.207]
MENA 0.446 0.271 D.511%** 0.411%* 0.452%
[0.360] [0.176] [0.193] [0.164] [0.235]
Lagged Structural Factor 0.000391 0.00107 0.00306 -0.000437 0.904**=
[0.00370] [0.00214] [0.00187] [0.00116] [0.252]
Interaction -0.0137 -0.00303 0.00882 0.350
[0.00949] [0.00387] [0.00812] [0.343]
Constant 1.612%** -0.348 -0.667** 024 -1 580%*#*
[0.308] [0.283] [0.337] [0.290] [0.504]
Observations 209 836 734 830 345
Number of couniries 108 138 140 143 109

MNotes: F.obust standard errors i brackets,
*** denotes sigmficant at 1%, ** at 5% and * at 10%.




Table V.5

Labor Market Reform, Legal Origins, Per Capita GDP and Economic Crises/Shocks

Dependent variable: LAMRIG, Labor Market Rigidity

Random-Effects Panel Estimator with Standard Errors Clustered at Country Level

] 2] 3] 4] [5]
Debt Crises High Inflation Max Fall of Yrs Negative Unemploy-
(=30% p.a.) =DP DFP Growth ment
Log Per Capita GDP 0.0805%*=* 0.130%*= 0.194%*=* 0.196%** 0.160%*=*
[0.0215] [0.0295] [0.0362] [0.0363] [0.0375]
Socialist Legal Origin 0.782%*= 0.768%** 0.736*** 0.727%** 0.825%**
[0.112] [0.118] [0.118] [0.119] [0.121]
French Legal Ovrigin 0.508%*= 0.601*** 0.503%*=* 0.580%*= 0.638%**
[0.0953] [0.102] [0.112] [0.112] [0.114]
Garman Legal Origin D.471%*= 0.412%* 0.342% 0338* 0.403**
[0.173] [0.178] [0.198] [0.1958] [0.175]
Scandinavian Legal Ovigin 0.758%*= 0.506%** 0.297 0.295 0.584%*=
[0.135] [0.161] [0.182] [0.182] [0.171]
MENA -0.44g5%*= -0.410%** -0.377** D374+ -0.282
[0.150] [0.160] [0.166] [0.164] [0.277]
Lagged Economic Crisis Facior 0.0253%** 0.0216 -0.000378 0.00532 0.0194**=*
[0.00818] [0.0166] [0.00152] [0.0120] [0.00550]
Interaction 0.0806* -0.0450%* -0.0124%= -0.0875%*=* -0.0136
[0.0421] [0.0196] [0.00542] [0.0322] [0.0152]
. Constant . ] sy -LL -
[0.196] [0.248] [0.294] [0.296] [0.332]
Observations 681 791 866 866 558
Number of countries 142 142 143 143 131

Motes: Fobust standard errors in brackets,
*** denotes significant at 1%, ** at 3% and * at 10%.




Table V.6

Labor Market Reform, Legal Origins, Per Capita GDFP and Political Crises/Factors
Dependent variable: LAMBIG, Labor Market Rigidity

Random-Effects Panel Estimator with Standard Errors Clustered at Country Level

] 2l 3] 4] 5]
Demaocracy POLCOXN Assassinations  International Civil war
conflict (war) {intensity)
Log Per Capita GDP 0.210%*=* 0.145%=# 0.197%*+ 0.0673%* 0.234%%=
[0.0379] [0.0310] [0.0334] [0.0277] [0.0424]
Sacialist Legal Ovigin 0.Gog*** 0.747%=# 0.724%*= 0.56]1==* 0.620%**
[0.118] [0.115] [0.120] [0.122 [0.146]
French Legal Orvigin 0.576%** 0.595%++ 0.588%+* 0.457%%=* 0.563%**
[0.113] [0.105] [0.115] [0.113] [0.142]
Garman Legal Origin 0.317 0.381** 0.334% 0.768%*=* 0.287
[0.197] [0.190] [0.198] [0.157] [0.393]
Scandinavian Legal Origin 0.219 0.474%== 0.286 0237
[0.187] [0.167] [0.184] [0.206]
MENA 0. 478%*= -0.423== -0.445%= 0376 -0.295
[0.181] [0.165] [0.181] [0.153] [0.185]
Lagged Political Crisis Factor -0.00822 0.0139 0.00394 0.0280 -0.00798
[0.0103] [0.129] [0.0222] [0.0210] [0.00829]
Interaction -0.00910 -0.113 -0.0693%* -0.0437 -0.0288
[0.0101] [Q225] [0.0319] [0.0279] [0.0203]
Constant -0.431 00114 -0.392 0.730%*=* -0.661*
[0.303] [0.238] [0.312] [0.225] [0.343]
Observations 826 794 827 403 683
Number of couniries 138 141 141 87 105

MNotes: Fobust standard errors in brackets,
*** denotes sipnificant at 1%, ** at 3% and * at 10%.




Table V.7

Labor Market Reform, Legal Origins, Per Capita GDP and , Trade and Financial Reforms

Dependent variable: LAMBIG, Labor Market Rigidity

Random-Effects Panel Estimator with Standard Errors Clustered at Country Level

] 2] 3] 4] [5]
Wacziarg Open C.N.Hsiao PWT openk EMP Credit Private
Uninterrapted Trade Lib Sector/GDE
Log Per Capita GDP 0.189%*=+ 0.183*+= 0.170%*= 01455+ 0.134%*=
[0.0404] [0.0393] [0.0337] [0.0378] [0.0268]
Secialist Legal Origin 0. 770%** 0.787*+= 0.784%*= 0.804%*=*
[0.127] [0.126] [0.118] [0.162]
French Legal Origin 0.578%*+ 0.586%*= 0.506%*= 0.623%*=* 0.566%+*=
[0.116] [0.114] [0.112] [0.103] [0.107]
Gearman Legal Origin 0.319 0318 0328 0.345 -0.0407
[0.216] [0.207] [0.210] [0.258] [0.304]
Seandinavian Legal Origin 0272 0.254 0.411%*= 0.601%*=* 0.717%*=
[0.190] [0.162] [0.177] [0.156] [0.143]
MENA 0.0199 -0.264% 0.140 0.303%* -0.143
[0.0980] [0.157] [0.182] [0.143] [0.152]
Lagged Structural Reform 0.0655 0.110* 0.000969=* -1.28e-06* -1.92e-07**
[0.0734] [0.0392] [0.000465] [7.60e-07] [8.59e-08]
Interaction 0.327%+ -0.360%** -0.00390=* 0.000252 -0.198
[0.0831] [[}.134] [0.001 '."6] [{]_[}l]ﬂlf:'u_fr] [0.158
Constant -0.343 -0.332 -0.255 -0.0255 0.0729
[0.313] [0311] [0.290] [0.311] [0.238]
Obsarvations 827 801 790 699 425
Number of couniries 128 133 133 120 04

Motes: Fobust standard errors in brackets,
*** denotes significant at 1%, ** at 5% and * at 10%.




Summary of Econometric Results

A Is LM reform different in MENA?
YES (after 1980 and for L imported)

St
St
St

o o Ix

NIS C
NIS C

NIS C

Ifference ¢
Ifference ¢

Ifference ¢

riven
riven
riven

oy aid or gini? NO
oy political factors? NO

Dy economic crises? YES

Foreign debt crises hinders, cpi/growth fosters
A Is this difference driven by other reforms? YES
Trade liberalization has helped in the past



Conclusions

1. MENA is Different: Lower rigidity but this is primarily
limited to the labor importing countries

2. Other factors: resource endowments, economic crises
(debt, unemployment), trade and financial reforms

3. Effects of some of these seem different in MENA wrt
ROW, especially in effects of economic and political
crises and trade reforms. Trade reforms more
conducive to LM reform in MENA than in other regions



Suggestions for Further Research

A Econometric analysis uses 5-year averages until
2004 so it will be interesting to collect more data
and have results on annual basis

A Need to further investigate complementarities
between different structural rigidities
remembering that the despair of was the result of
combination of LM and business entry rigidities

A Once good explanations for LAMRIG indexes are
assured, one can use these to better deal with
endogeneity problems that arise in examining
effects on performance outcomes



