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Motivation for paper

ÅChallenge to labor absorption posed by the 
5ŜƳƻƎǊŀǇƘƛŎ .ǳƭƎŜ ƳŀƴƛŦŜǎǘŜŘ ƛƴ ά!Ǌŀō {ǇǊƛƴƎέ 
uprisings with high youth unemployment and related 
youth transition issues (Yousef, others)

ÅPotential relevance of LM institutions to these problems 
but understudied in MENA

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

ÅNeed to measure rigidity of LM protection legislation so 
as to explain how, when and why LM reforms were 
implemented



What We Do

1. Develop indexes of rigidity of EPL which are 
comparable across countries and over time, 
including as many MENA countries as possible

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

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

4. Derive some implications for research and policy 



Outline
ÅReview of literature on and of relevance to MENA: 

Identify missing links

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

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

ÅReplication of what other analysts have done with 
indices in cross section (emphasis so far has been on 
Legal Origins)

ÅPanel data analysis: to examine alternative explanations

ÅPanel data analysis: LAMRIG different in MENA? How?

ÅImplications for research and policy



Literature Review

1. General: Labor markets multifaceted and  
heterogeneous across sectors and countries

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

3. 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 

4.    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[hΩǎ b!¢[9·     (http://natlex.ilo.org)



Botero et al EPL

Employment law index

i. Alternative employment contracts

ii. Cost of increasing hours worked

iii. 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 
όάbooks in 1997έΤ ƻƴ п 9t[ ŎƻƳǇƻƴŜƴǘǎ 
for panel of 140+ countries, 1948- )

Step 3:  Deconstruct how NATLEX maps into EPL 
ŦƻǊ ŎƻǳƴǘǊƛŜǎ ƛƴ .ƻǘŜǊƻ Ŝǘ ŀƭ нллп όάƎŜǘ ǘƘŜ 
ƪŜȅ ŀƴǎǿŜǊǎέύ



Step 4: aŀƪŜ ǳǎŜ ƻŦ άƪŜȅ ŀƴǎǿŜǊǎ ŦǊƻƳ {ǘŜǇ оΣέ 
NATLEX, LEXADIN, country specific sources 
for labor laws at earlier and more recent 
times to generate LAMRIG

Step 5: 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

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

Procedure: Constructing LAMRIG (2)



Å140+ Countries

Å5 year periods 1960-2004

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

LAMRIG: The Resulting Database 



Findings for MENA: Groupings
ÅNatural resource exporting with imported labour: Bahrain, 

Kuwait, Libya, Oman, Qatar, Saudi Arabia and UAE

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

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

ÅAs 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

ÅTightening in Iran 1959 Index rose from 0.5 to 1.15:
ïExternal pressures from US, ILO on Shah with 

concern for equity

ÅTightening in Iran 1990 rose from 1.2 to 1.83
ïReward to labor for role in revolution

ÅReform in Jordan 1996 fell from 1.7 to 1.46
ïHad stayed high under privatization but fell with 

trade liberalization



ÅReform in Egypt 2003 fell from 1.75 to 1.59
ïFollowed dramatic increases in both informality and 

unemployment
ÅReform in Tunisia in 1990s in 2 steps from 1.72 to 1.48
ïHigh unemployment, fiscal and debt crisis, 

complementary to trade reforms
ÅReform in Algeria 1990 from 1.63 to 1.33
ïUnemployment and other crises

ÅGeneral 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

Some Examples of Important Changes 
over time at individual country level



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

ÅPanel estimates RE, 140+ countries from 1960

ÅLegal Origins and Per Capita Income 

ÅStructural Factors, Resource Endowments

ÅEconomic Crises and Political Crises  

ÅOther Structural Reforms

ÅIs MENA different? If so, how?







ÅFrom 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)

ïDifferent Country and Time Period Samples

ïExamining overall MENA differences as well as in 
the differences in effects of other factors in MENA

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













Summary of Econometric Results

ÅIs LM reform different in MENA?     

YES (after 1980 and for L imported)

ÅIs this difference driven by aid or gini?            NO

ÅIs this difference driven by political factors?  NO

ÅIs this difference driven by economic crises? YES

Foreign debt crises hinders, cpi/growth fosters

ÅIs 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

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

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

ÅOnce 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


