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368 ds
Binomial Test
Category N Observed Prop.| Test Prop. | Asymp. Sig. (2-tailed)

I Groupl| <=3 27 21 .50 .000a
Group 2 >3 101 .79
Total 128 1.00

20 Group1l|] <=3 27 21 .50 .000a
Group 2 >3 101 .79
Total 128 1.00

3 Group1l|] <=3 40 31 .50 .000a
Group 2 >3 88 .69
Total 128 1.00

4 Groupl| <=3 31 24 .50 .000a
Group 2 >3 97 .76
Total 128 1.00

S50 Groupl| <=3 33 .26 .50 .000a
Group 2 >3 95 74
Total 128 1.00
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568 s
Binomial Test
Category N Observed [ Test Prop. Asymp. Sig. (2-tailed)
Prop.
1o Groupl| <=3 55 43 .50 .133a
Group 2 >3 73 57
Total 128 1.00
20 Group1l| <=3 56 44 .50 .185a
Group 2 >3 72 .56
Total 128 1.00
3 Group1l| <=3 45 35 .50 .001a
Group 2 >3 83 .65
Total 128 1.00
4 e Group1l| <=3 64 .50 .50 1.000a
Group 2 >3 64 .50
Total 128 1.00
50 Group1l|] <=3 101 .79 .50 .000a
Group 2 >3 27 21
Total 128 1.00

Galill dlac) Haaall
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Binomial Test 7 a8, Jsaa
Category N Observed Prop. | Test Prop. Asymp. Sig. (2-tailed)

1os Group 1 <=3 33 .26 .50 .000a
Group 2 >3 95 74
Total 128 1.00

20 Group 1 <=3 34 27 .50 .000a
Group 2 >3 94 73
Total 128 1.00

3 Group 1 <=3 34 27 .50 .000a
Group 2 >3 94 73
Total 128 1.00

4 Group 1 <=3 31 24 .50 .000a
Group 2 >3 97 .76
Total 128 1.00

50 Group 1 <=3 31 24 .50 .000a
Group 2 >3 97 .76
Total 128 1.00

6 Group 1 <=3 39 30 .50 .000a
Group 2 >3 89 .70
Total 128 1.00

7 Group 1 <=3 30 23 .50 .000a
Group 2 >3 98 17
Total 128 1.00

8w Group 1 <=3 30 23 .50 .000a
Group 2 >3 98 17
Total 128 1.00

9 Group 1 <=3 25 20 .50 .000a
Group 2 >3 103 .80
Total 128 1.00

10 Group 1 <=3 31 24 .50 .000a
Group 2 >3 97 76
Total 128 1.00
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Binomial Test 9 a8, Jsaa
Asymp. Sig. (2-

Category N Observed Prop. | Test Prop. tailed)

1o Group 1 <=3 21 .16 .50 .000a
Group 2 >3 107 .84
Total 128 1.00

D Group 1 <=3 21 .16 .50 .000a
Group 2 >3 107 .84
Total 128 1.00

3 Group 1 <=3 23 18 .50 .000a
Group 2 >3 105 .82
Total 128 1.00

45 Group 1 <=3 22 17 .50 .000a
Group 2 >3 106 .83
Total 128 1.00

5 Group 1 <=3 22 17 .50 .000a
Group 2 >3 106 .83
Total 128 1.00

6 Group 1 <=3 19 15 .50 .000a
Group 2 >3 109 .85
Total 128 1.00

7 Group 1 <=3 15 12 .50 .000a
Group 2 >3 113 .88
Total 128 1.00
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Binomial Test
Observed Asymp. Sig.
Category N Prop. Test Prop.| (2-tailed)
low Groupl |<=3 22 17 .50 .000a
Group 2 >3 106 .83
Total 128 1.00
2« Groupl |<=3 34 27 .50 .000a
Group 2 >3 94 73
Total 128 1.00
3« Groupl <=3 21 .16 .50 .000a
Group 2 >3 107 .84
Total 128 1.00
4, Groupl |<=3 17 13 .50 .000a
Group 2 >3 111 .87
Total 128 1.00
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18 -Ahmed M. "Theoretical frame work for Environ mental Accounting Application
on The Egypt ion petroleum Sector " Accounting Journal , VOL.70 NO 36, 1999
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20 -Expert working grop"Environment Accounting Procedure and Principles”, United

New York., 2001.
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DIFFERENCE BETWEEN UNEMPLOYMENT AND POLICY OF NOT HIRING
IN THE ARAB COUNTRIES
Dr Naser A. Bubaker Elzlatni Dr Yusri A. Abdelsalam

Introduction

The Arab world is known to have the highest unemployment rate among other regions
across the globe. Although the economy has started to revive, the issue remains
unresolved. This paper focuses on highlighting the difference between the phenomena
of unemployment and the “no hiring” policy of the companies, particularly in the
Arab region. There is a strong relation between policy of not hiring and
unemployment. There may be several reasons behind formulating such policy.
Practicing this policy in the Arab world has led to a boom in the unemployment rate.
Thus, there is an interlinked relation between the two. Nevertheless, the government
can intervene and take necessary measures to provide employment opportunities and
make the companies change their “no hiring” policy into “hiring now” policy. In order
to examine the difference, the following research shall first focus on the rising issue
of employment and the underlying causes. The second half of the research paper shall
explore the reasons behind the “not hiring” policy of the Arab countries. The poor
response of employment opportunities to the economic growth has implied that there
are some critical policy factors which are filled with flaws and need immediate
attention. However, if the underlying cause for its perseverance is linked with the
macro fundamentals of the International Financial Institutions (IFIs), the following
factors were well placed; the reserves had its all imports covered for the next two
years, fiscal accounts were in surplus or decreased and the rate of inflation was
declining or moderate. In spite of the above well positioned factors, the
unemployment rate mounted high (Kadri 2012, p.113). According to the published
figures, unemployment rate has been responding inadequately to the economic growth
fuelled by high oil price. The rate of job creation is falling much faster than the rate at
which the labour force is growing (Levine 2013, p.3).

Literature Review:

The Arab world has been facing a critical challenge of creating 80 million jobs by
2020. In this recent time, approximately one in four Arabs is unemployed, which is
the highest rate in the world. The direct opportunity cost of unemployment to the
region is estimated at $40 to $50 billion each year. However, the potential costs
associated with unemployment are not economic. Many observers have attributed the
recent upheavals of the Arab Spring directly to the effects of chronic youth
unemployment, raising the possibility of continued or future instability if this issue is
not resolved in a timely manner.

There are vast variations in the economic, social, cultural and political conditions of
different Arab nations that jointly make up the Arab world. These countries have
unique factors that play a critical role in the unemployment issues in distinctive ways.
Nonetheless, the time has come to look at a more holistic view of unemployment in
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the Arab world, and to consider how the region as a whole may contribute to
addressing the issue in spite of national differences. This paper reflects upon the issue
of unemployment that has been rising and the reasons behind the policy of “no hiring”
in the Arab region. Furthermore, it sets out to explore what role a state might be able
to play in resolving this issue with hopes that a new approach to the problem will help
stimulate constructive debate. It is carried out by analyzing six key elements of the
employment ecosystem — economic conditions, quality of education,
entrepreneurship, culture and societal perceptions, labour mobility and the role of
state policy through the lens of regional integration. These are the elements that play a
significant role in creating opportunities for employment. In other words, absence of
any one of the elements may cause unemployment to rise. The art is to balance all the
six elements to boost growth and employment in a state (PWC 2013).

Figure 1. Key Elements of Employment Ecosystem

3. Entrepreneurship: 4. Culture and societal
a disproporiionate driver perceptions:
of job creation an influencer of job uptake

5. Labor mobility:
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Figure 2. Unemployment Rate in Arab Countries
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It can be seen in figure 2 that the Middle East and North African regions have the
highest unemployment rate as compared to other regions. Despite the slight growth in
the Arab economy, the unemployment rate remains high.

Youth Unemployment:

All Arab countries collectively have the highest youth unemployment rate. Since last
decade, youth unemployment has rose and it has severely impacted the Arab females.
In the year 2009, approximately 20% of the regional youth working force was not
able to get a job, which represented more than 50% of the total unemployed force.
Thus, the youth workforce is majorly affected in this situation. However, there are
various similarities among the Arab countries, but there are also some major
differences. The rate of youth unemployment varies considerably in different Arab
countries. For instance, the United Arab Emirates reported to have 6.3%
unemployment rate, while in contrast, Jordan reported to have 38.9%. The GCC
countries, which import labour, strive to encourage the local Arab nationals to get
jobs in the private sector, the ones that match their skills and education, instead of
relying on the government to get them employed in the public sector, while other
Arab nations are likely to export their labours, and thus they deal with the challenge
of creating job opportunities.

A Longstanding Urgent Challenge

Addressing the issue of rising rate of unemployment has been a long standing but
increasingly important challenge for Middle East and North African countries.
Unemployment rate in the region of MENA (North Africa) is the highest across the
globe (Figure 3) and majorly a youth phenomena. The composition of youth (from the
age 15 to 24) in total unemployment workforce is twice as the total rate. Furthermore,
at only 25% of unemployment rate, MENA crosses the youth unemployment rate as
compared to other regions of the world. Recently, some political and social events in
the Arab region made contributions to the decline of economic growth and in turn
increase unemployment. The year 2011 marked a significant increase in
unemployment rate of MENA region, particularly in Egypt with 3.5% and Tunisia
with 7%.

Figure 3. Total and Youth Unemployment by Regions (2010)

257



an

25 + MEMA
= 20 Centrala‘nd Eastern Europe
u Developed &
E' 15 economies and EU & Latin America and the Caribbean
= South-East Asia and Pacific  # W%Hd
£ ®
al
E 1o & Fast Asia sub-Saharan Africa
-

0] !
0 2 4 [ 8 10 12
Lnemployment (%)

Source: Ahmed, Guillaume & Furceri 2012, ‘Youth unemployment in the MENA
region: determinants and challenges’, World Economic Forum

Unfortunately, having a remarkable education in this region does not provide a
guarantee against unemployment. In contrast, the rate of unemployment has been seen
to rise, which goes beyond 15% for youth with tertiary education in Tunisia, Jordan
and Egypt. In majority of the world’s countries, the time period of unemployment
spell is usually short for the young generation as compared to adults, which reflects
the efficient ability of young people to switch between jobs more often.

However, in most Arab countries, youth unemployment is due to waiting for the right
job that matches their skill and education. Therefore, in this case, the youth
unemployment spell may take longer than countries in other region, particularly for
the qualified youth. It is the duration of unemployment that holds importance, not its
occurrence, since the duration of unemployment is detrimental to human capital
growth (Ahmed, Guillaume & Furceri 2012).

Key Factors behind Youth Unemployment:

In order to understand the occurrence of high unemployment rate, the key factors that
lead to youth unemployment should be known. High growth of workforce, mismatch
of skills, rigidities in labour market, large public sectors and high reservation wages
have been the primary elements behind the high and continual level of youth
unemployment.

Demographic Transition:

One of the leading causes of high unemployment in the MENA region is demographic
pressure. This demographic trend originated in the mid-1950s. In the last five
decades, MENA countries have been experiencing huge declines in mortality rate of
infants. Thus, combining both, the high fertility rate and low infant mortality rate
from 1950s to 1980s resulted to the boom in population growth, which in turn led to
higher labour force from 1970 to the present.
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Over the past decade, the labour force in MENA has grown at an average annual rate
of 2.7%, faster than in any other region of the world. Further, it will continue to
outpace most of the other regions. The number of labour force entrants remains
daunting. It has been calculated by analysts that around 10.7 million new entrants are
expected to join the labour force in the coming decade, as compared to 10.2 million in
the previous decade. However, youth labour force growth is expected to gradually
decelerate over the next decade, easing labour market supply (Figure 4). In some
countries such as Tunisia, the demographic transition will occur even earlier (Ahmed,
Guillaume & Furceri 2012).

Figure 4. Labour Force (1990-2020) *in thousands
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Source: Ahmed, Guillaume & Furceri 2012, ‘Youth unemployment in the MENA
region: determinants and challenges’, World Economic Forum

Skill Mismatches:

One of the most important causes of unemployment is skill mismatches. Across the
Arab region, it is believed that the Arab nationals do not possess the required skill and
education that is needed for the job. This is one of the primary reasons that the
number of expats has been rising in the Arab world, since they meet all the required
skills and educational criteria. They hold a majority share of the workforce in this
particular region. However, economists call an imbalance in the economy since the
supply of labour and demand for labour are not at equilibrium. In addition to this, it is
believed that the problem will not diminish, rather it will rise since the economy is
becoming more and more high tech and service-oriented at a fast pace. Thus, there is
a need to restructure in order to have more employee participation in the workplace
(Jelili 2013, p.3).

Labour market mismatches have been driven by the incapability of the state to
generate jobs and high skilled work. In addition, the economy delivers an
inappropriate content and provides inadequate education. Over the past decades, the
MENA countries have made important strides in providing education. However, in
Middle East countries, the education level is better but there are limited options for
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higher studies. In terms of illiteracy rates, the MENA region is still lagging behind
other regions of the world. In addition to this, businessmen cite the lack of suitable
skills on a regular basis as a significant constraint in recruiting (Figure 6) and
unemployment rates are highest among the most educated. However, it is concluded
that the education system has failed the economy to provide graduates with the
required skills and talent.

Labour Market Rigidities:

According to the Global Competitiveness Report 2011-2012, hiring and firing
regulations in most MENA countries are more restrictive than those in the average
emerging and developing countries. Similarly, data from enterprise surveys indicate
that worldwide, the percentage of firms identifying labour regulation as a major
constraint to their business operations is, on average, greatest in MENA. In addition,
indicators of labour market flexibility show that such rigidities are particularly high in
MENA (Figure 5) and could significantly limit employment creation, particularly for
first-time job seekers, by discouraging firms from expanding employment in response
to favourable changes in the economic climate (Ahmed, Guillaume & Furceri 2012).

Figure 5. Labour Market Flexibility
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Large Public Sectors

In the Arab countries, most of the locals have inadequate skills and education, thus
they do not qualify for high skill level job in the private sector. This leaves them no
option but to get in to public sector, either by wasta or merit. Therefore, the public
sectors of Arab region are considered to be the largest in the world. Further, it has
resulted in high wage bill particularly in MENA region where the wage bill has 9.8%
of GDP, as opposed to 5.4% of the global average. The highest percentage share
reflects that employment in government is relatively high and it also reveals that the
wages of public sector employment in MENA region is approximately 30% more than
what the private sector is getting and 20% lower across the world. Another astounding
fact is that in the turn of this century, the government sector of Tunisia accounted for
22%, 33% in Syria and approximately 35% in Egypt and Jordan.

Public sector employment shares are even higher as a percentage of non-agricultural
employment reaches 42% in Jordan and 70% in Egypt. The dominant role of the
public sector as employer throughout MENA has distorted labour market outcomes
and diverted resources away from a potentially more dynamic private sector.
Government hiring practices have typically inflated wage expectations and placed a
premium on diplomas over actual skills, influencing educational choices and
contributing to skill mismatches.

Policy of not Hiring

Human capital is the greatest asset of any business. It is the hard work of labour
workforce that makes the business flourish and prosper. In order to spread the
business, an entrepreneur needs more men. However, the company opts for “no
hiring” policy when the cost of recruiting and maintaining workforce increases more
than the profit earned by the company.

The companies in the Arab region are either reluctant to hire more employees or they
have simply raised the not hiring policy. Undoubtedly, Arabs have faced a
troublesome period due to political and social instability, which has still left its marks
upon the companies. It has affected the business industry, thus corporations have
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learnt to survive with minimal employees and squeeze the productivity as much as
they can out of their existing workers. The underlying causes of no hiring policy are
discussed in the following.

Cost of Hiring

In order to recover from the financial turmoil, governments of various Arab countries
have increased taxes on the businesses, increased the visa and importing fees of
foreign labour and imposed various other costs that have build up a huge financial
burden on the companies. As a result, companies started to incur losses or
comparatively less profit. Due to high inflation and levied various costs by
government, the cost of hiring went strikingly high (Forstenlechner, Madi, Selim &
Rutledge 2011, 406-421).

For example, in the case of United Arab Emirates, the overall annual average cost of
recruitment and administration per employee is approximated at 3000 AED, while it
may be higher for skilful and experienced workers and lower for unskilled workers. In
addition to this, salaries and other benefits including health care, insurance among
others per worker amount to 41,000 AED annually. Secondly, if the worker is
imported from other country, then there may be more costs levied upon, such as social
cost, visa fees among others. The general average labour cost amounts to 55,000
AED, while skilled labour costs 144,000 AED and unskilled labour costs 33,000 AED
(Awad 2012, p.5). Furthermore, in order to control the cost of existing workers,
companies across the Arab countries have reduced their salaries. Annual wages for
the highly skilled oil workers in the Middle East have dropped by 12% to an average
of £75,920 (AED 464,865) according to a new report from Rigzone, an energy
industry news service (Bouyamourn 2014). Therefore, huge hiring cost led to the
decision of not hiring policy, to save the company from going downwards. Further,
this also led to the worst scenario in the economy, which is downsizing of employees.
Downsizing

Over the past few decades, the GCC countries became famous employment hub for
the temporary migrant workers. Back in the period, these countries offered various
employment opportunities along with great infrastructure and high standard of living.
UAE had 7.8 million foreign workers, while the total population of UAE is 9.2
million as of 2013, according to United Nations statistics (Youha & Malit 2013). This
means that 90% of the country’s population is comprised of foreign immigrants,
primarily from countries like Pakistan, India and Bangladesh. The inflows of foreign
workers have continued to increase in the past 30 years (see Table 1).

However, this causes unemployment among the locals of the country or they are
majorly employed in the public sector. Thus, the government imposed strictness and
higher cost upon importing workers and forced numerous companies to fire foreign
workers (Kedourie 2010, p.241). This resulted to a huge drop in employment rate.
Apart from UAE, three years of political turmoil in the Arab region of MENA have
laid bare both the deep fissures in Arab societies and the restricted capacity of the
Western countries to steer societies' economy in the desired democratic direction
(Laurenti 2013, p.14).

262



Table 1: Number and Share of Native-Born and Foreign-Born Populations in GCC
Countries, 1975-2010

Yea Number Share Annual
r Growth Rate
Total Native Foreign Nati Forel Nati Forei
Born Born ve gn ve gn

Born = Born Born = Born
197  9,731,25  8,790,22 = 941,036 90.3 9.7% 32% @ 14.5

5 9 3 % %
199 | 22,522,6 14,201,2  8,241,38 634  36.6 33%  5.0%
0 20 39 1 % %

201 | 41,093,6 = 23,536,4 17,557,4 573 427

0 24 09 09 % %

Source: Shah & Philippe 2013, The socio-economic impacts of GCC migration

Preferring Locals over Foreigners

In the Arab World, UAE is not the only country to downsize foreigners and provide
opportunities to locals, but localisation measures in the labour market are also taken
by other countries. Kuwait had declared that the state shall eliminate immigrant
workers by 1 million within a decade. Furthermore, the Kuwaiti government
drastically deported many foreigners for violating the traffic rules and regulations. In
addition to this, Saudi Arabia had already pursued the phenomena of “Saudi-ization”,
which compels the corporations to fire all foreign working force and hire Saudi
labours (Economist 2013).

Wasta

The Arabic term wasta means a clout or nepotism. It has retained a relatively strong
foot in the Arab countries. The literal meaning of the word wasta is to use one’s
personal connection or influential person to get things done according to his
requirement. Mostly, it is carried out in governmental activities such as fast renewal
of passport, to get hired for a job even if skills and required qualifications do not
match or waive off fines for going against traffic laws. In other words, a person can
get things done through favouritism rather than on merit basis. The exploitation of
wasta is widespread across the Arab region and it is said that it plays an evident role
in making critical decisions. On a traditional basis, wasta may refer to a person who
initiates or an act on behalf of another entity or entities (Cunningham, Sarayrah &
Yasin 1994, p.29). Typically, Middle Easterners and MENA both argue and oppose
the use of wasta but follow wasta themselves. This may be because at times, the use
of wasta is believed to be moral and noble if it is employed to resolve issues and
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conflicts. On the other hand, it may be perceived as questionable and illegal if it is
employed for acquiring economic benefit.

Companies who embrace the no hiring policy only hire when they are given wasta
from a higher influential official. In majority of the Arab countries, like Kuwait,
Lebanon, United Arab Emirates, Oman, Qatar, Saudi Arabia and Jordan, wasta
strongly impacts recruiting and promoting decisions. This practise is not only limited
to Arab nationals but the foreigners residing in these countries also make use of wasta
and their personal connections to get their work done. Only large multinational firms
may not be practicing wasta during their recruitment process in order to hire the right
talented personnel for the job. Still, the use of wasta has deeply contributed to the
increase of unemployment rate (Whiteoak, Crawford & Mapstone 2009).

Aim and Objectives:

The basic aim of the research is to discuss the difference between unemployment and
a policy of not hiring in the Arab countries. The main focus is on exploring several
factors that are responsible for the increase of unemployment rate in the Arab world.
One of the factors is that major companies in the Arab world have opted for no hiring
policy, which has further boosted unemployment. Thus, this research shall examine
various underlying factors that have caused corporations to adopt such a policy. In
addition to this, it may also analyse what arrangements must be made to make
companies abolish the no hiring policy in order to reduce unemployment in the Arab
region.

Research Methodology:

Rationale for Chosen Design

This research is majorly based upon qualitative study. Some quantitative figures are
also used to have in-depth understanding of the research. It mainly involves literature
regarding the topic in order to differentiate between the rising issue of unemployment
and not hiring policy. Various secondary sources were employed to extract the data,
including internet publications, journals, online news articles, published articles in
research papers, books among others. Majority of the data are extracted from peer
reviewed journals and articles.

In comparison to quantitative research methods, there is more subjectivity in the
qualitative research techniques and the subject is explained in much descriptive way.
Moreover, qualitative research design, compared to quantitative research techniques,
has more scope for compilation of research data in terms of primary as well as
secondary aspects. However, as far as this research is concerned, it is of open ended
nature and exploratory so secondary sources shall be more pertinent and appropriate
in order to gather information. In addition to this, carrying out qualitative research
work is less costly and more effective when it comes to information gathering as
compared to quantitative methods.

Literature Retrieval:

For this research, the literature is retrieved on the basis of two criteria. The first one is
relevance to the topic of the study and the second criterion is the selection of
publishing year. The publishing year should not be more than six years. This way, the
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research will get hold of most recent works of previous investigators in this subject
area. Further, the literature is extracted from online libraries such as PROQUEST,
JSTOR, Emerald and so forth. In addition, books and published articles are also used
as a source of information to gain a better insight to the problem.
Types of Research Evidence to be Included in the Search & Review
The articles will be selected on the relevancy to the topic unemployment and no hiring
policy in the Arab world, which would further be shortlisted where there is research
suggesting underlying reasons behind strikingly high unemployment in Arab
countries. Further, what made the companies frame the policy of “not hiring” in this
region? Most of the articles would have done primary research on different aspects of
unemployment and pressure on the corporation to downsize there firms.
How the Quality of the Evidence will be Assessed and Reviewed
The article will be further assessed on the credibility of the journal in which it is
published. Older studies may be considered if latest studies after year 2000 are also
considering those as well. However, even though older studies will be taken into
consideration, the final conclusion will be based on the findings of the latest research.
Data Extraction Strategy
Various online libraries, journals and databases will be researched and reviewed in
order to gain an extensive insight and comprehension of the issue being studied. Some
of the examples of databases to be used include Google Scholar, Academia Search
Premier and Ebsco. Other relevant websites will be explored. The major keywords to
be searched for will include unemployment in Middle East, unemployment in MENA
and hiring policy in Arab among others.
Consideration of Rigour

A strict compliance with the outline strategy and other clauses is followed to
conduct this research. The researcher will abide by all the guidelines as laid down in
this document during the project. Nonetheless, if there is any deviance, it will be
reported in the final report of the project along with the authentic reason justifying the
deviance from the compliance and how it would have impacted the project.
Data Analysis
The literature is assessed while taking into consideration the analysis of all facts and
figures. All the detailed statistics have been kept in mind while formulating the
grounds for a proper analysis of results and conclusion. An in-depth analysis of all the
data collected is done and the real life examples and evidences of the Arab countries
are also taken into account. However, a literature too old to comply with the search
and topic has been excluded from this research and analysis. Only the latest figures
which are sufficient enough to assist the exploration and illustration have been
utilized. While older figures can be used for historical references, final analyses are
based on up to date facts and figures.
Results
The above discussion has shown that the Arab world has created a cycle where the
policy of not hiring has led to an increase in the phenomena of unemployment. In
spite of the growth in the Arab economy, unemployment still remains to be a rising
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trend. The Arab countries have been facing political turmoil which has increased
uncertainty in its economic growth. Since there is a direct relation between economic
growth and employment, any kind of economic turmoil shall lead to increase in
unemployment.

In order to recover from the recession, governments of Arab countries have imposed
higher taxes and increased the cost of importing skilled labours from other countries
and their visa fees. Corporations started to produce negative numbers on their
financial statement, thus as a result, they opted for no hiring policy and instead started
downsizing employees from the firm.

The Arab countries, particularly Middle East countries such as UAE, Bahrain, Oman,
Qatar and Kuwait have 80% working population dominated by foreigners, since the
locals are not skilled enough for the private sector jobs. In order to provide more
opportunities to locals, companies began to layoff foreigners and put a board of not
hiring.

Conclusion

From the research, it is concluded that unemployment has become the most
challenging issue in the region and one of the triggering factors is the no hiring policy
of the companies. If corporations will not provide opportunities to the youth of this
region, then unemployment rate shall remain staggering high, which in turn will affect
the overall growth of the economy. Therefore, the state must penetrate deep into the
causes behind the no hiring policy and must take immediate measures to eradicate
this. The state must provide relief to the corporations by reducing business taxes and
encourage entrepreneurs to come forward and initiate their business in order to
increase employment opportunities. Further, strict check must be made regarding
wasta practiced by the companies in hiring and promoting. Employees should be hired
only on merit basis, according to their required high skills and expertise. Wasta is an
ancient practice, thus it may be difficult to eliminate it completely but an attempt
should be made.

Although UAE faces low unemployment rate compared to MENA countries, it
continues the struggle to provide employment opportunities and advancement in
career to its local skilled labour force. This effort is made because local professionals
lack in talent and skills as compared to foreigners that are imported from other
countries, primarily from India, Pakistan and Bangladesh.
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Introduction :

Privatization is one of the most important global phenomenons of increasing use of
markets to allocate resources. The increase in privatization programs worldwide over
the past two decades has contributed to the debate on the benefits economic and
political government and private property(Bachiller, 2009). The theoretical literature
points to certain advantages of privatization profitability especially high, but it also
recognizes the potential cost of the existing empirical literature has not actually
compared the costs and benefits of privatization. Therefore, studies on the
performance of privatization is still an ongoing effort as academic researchers do not
yet agree on any definitive answer, while government policy makers are still
grappling with the practical problems of whether and how to implement privatization
programs(Mathur & Banchuenvijit, 2007).

Libya as many developing countries has tried to implement a privatization strategy to
overcome the problems of the public enterprise sector. As well, in order to achieve the
most important goal to increase the efficiency of Libyan firms and encouraging
private sector to increase its role in achieving greater economic, social growth and
reduce the financial burden on the state(Moneer, 2005).Many of the studies and
reports indicated that (SOEs) suffer several shortcomings in the performance.
Accumulated and repeated year after year. This study attempts to investigate the
effect of privatization on the firm performance (manufacturing sector firms) in
developing country, namely Libya. This study examines whether SOEs perform better
after privatization .the study focus on the change in financial performance and
operating efficiency. The Libyan experience could provide new insights in the debate
on the effectiveness of privatization and the underlying conditions for success. The
findings can be of great assistance to researchers and policy-makers in Libya.
LITERATURE REVIEW

The public choice, agency and property rights theories outline the theoretical grounds
that might explain efficiency gains that could arise from privatization. Even though
these theories have been under criticism, they represent the economic rational behind
efficiency improvement that privately owned enterprises will nurture. On the other
hand, empirical results have shown mixed results on the effect of privatization on
efficiency .On one hand, (Loc, Lanjouw, & Lensink, 2006; Megginson, Nash, & Van
Randenborgh, 1994) reported that the performance of firms increases after
privatization. On the other hand, (Anson, 2007 & Bachiller, 2009) showed
insignificant improvement after privatization. Generally, most empirical studies do
not subscribe to these extreme positions.
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There is also global evidence on the effect of privatization on firm’s performance
around the world. Sun &Tong (2002) compared financial and operating performance
of 24 Malaysian firms before and after privatization. The results showed that
operating and financial performances improved after privatization .However, the
share price of sample firms performed slightly under than benchmark market index.
Truong (Loc, Lanjouw, & Lensink, 2006) measured the impact of privatization on
firm performance in Vietnam by comparing the pre- and post-privatization financial
and operating performance of 121 former state-owned enterprises (SOESs) during the
1993-2002 period, applying the difference-in-difference (DID) method. The result
showed significant increase in profitability, sales revenues, efficiency and employee
income .these results are in line with some empirical evidence that firms become more
profitable and efficient following privatization.
Tian (2007) examined the impact of ownership structure on firm performance and the
default risk of a sample of 59 publicly listed firms in Jordan from 1989-2002.the
findings showed that ownership structure has significant effects on the accounting
measures of performance return on assets; government shares are significantly
negatively related to the firm’s performance. (Anson, 2007)) analyzed the effect of
Spanish privatization process on the performance and corporate governance of 16
firms that were privatized through public offerings over 1985-2003 periods. Using
conventional pre-versus post-privatization comparisons, the study did not find
significant improvements in privatized firm s’ profitability and efficiency. The result
of the study provided some support for the claim and corporate governance in firms
‘ownership and corporate governance characteristics occur following privatization.
(Ben Naceur, Ghazouani, & Omran, 2007) analyzed 95 newly firms in four Middle
Eastern and North African countries (Egypt, Morocco, Tunisia, and Turkey).the
sample consisted of 95 firms privatized through public offerings and included 55
Egyptian, 6 Moroccan, 13 Tunisian, and 21 Turkish firms from 1990 to 2001. The
results showed that these firms experienced significant increases in profitability
(return on sales) and operating efficiency (net income efficiency), and significant
declines in employment and leverage following privatization. Also, the results
indicated that revenues firms and newly privatized firms (NPFs) in Morocco have
significant less leverage than control firms and those from other countries.
Profitability increases when a firm’s ownership is transferred to foreign interests.
(Huang & Wang, 2011) examined the effect of ultimate privatization on the
performance using 127 Chinese listed companies that have had controlling blocks
transferred from the government to private owners. The results indicated that the
performance of the firms improved significantly after privatization. As well the study
suggested that the Chinese government should continue to reduce its controlling on
the companies to enhance the operating efficiency and profitability.

Data
The objective of this study is to test whether Libyan manufacturing firms perform
better after privatization. To achieve this objective, the secondary data for 21 Libyan
manufacturing firms over the period 2000-2008 was used to measure the financial
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performance pre-and post privatization. All the companies were privatized in 2004.
Information about the firms was obtained from Libyan National Authority in relation
to ownership and investment. The National Authority for the ownership and
investment information and the Ministry of Industry were the source of data for firms
prior to privatization, and the annual reports for financial data was the source of data
for the firms after privatization.

Methodology

This study follows MNR (1994) methodology, some of the measures used in the
MNR methodology such as capital investment and dividends cannot be employed in
our study due to a lack of suitable data. Financial performance calculated by using
different accounting ratios. The use of different performance measures allows in
drawing up more comprehensive assessment of the impact of the privatization of the
firms previously under state ownership.

A non-parametric method Wilcoxon matched-pairs signed rank test applies to
compare pre-and post-privatization performance. To test the predictions, empirical
proxies for each company compares: three years before and three years after
privatization. By doing this, a performance “time-line” that reflects the results from
the last three years of public ownership through first three years after the firm
becomes a privatized entity develops. Then the mean of each variable for each firm
over the pre-and post-privatization window (i.e., -3 to -1 and +1 to+3) calculates. For
all firms year 0 excludes from mean calculation as comparison makes for before and
after privatization.

Characteristics Proxies Predicted
relationship
profitability | Return on sales (ROS) = Net ROSa>R0OSh
income/sales. ROAa > ROAb
Return on Assets (ROA) =Net income/ ROEa > ROEb

Total Assets.

Return on Equity (ROE) =Net

income/Total Equity.
Operating | Sales Efficiency (SALEFF) = Sales/No. | SALEFFa >
efficiency of Employees. SALEFFb
Net Income Efficiency (NIEFF) = Net | NIEFFa >
Income/No. of Employees. NIEFFb
Leverage Total Debt to Total Assets. TDAa>TDAD
employment Total number of employees TNEa>TNEb

Notes: Subscript a indicates “after “privatization...

Subscript b indicates

“before “privatization.

Whenever possible, this analysis compares ratios using nominal data in both the
numerator and denominator. In comparing sales efficiency and net income efficiency,
both the sales value and net income are normalizes to one in the year of privatization
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(year 0) and figures in other years are expressed as a fraction of the figure in year
0.After comparing the pre-and post-privatization means, this study uses the Wilcoxon
matched-pairs signed rank test to examine for significance changes in the variables.
This procedure analyses whether the median difference in variables between the pre-
and post- privatization samples is zero. Conclusions will be based on the standard Z
test.

Empirical results of the effect of privatization on firm performance Results for
the full sample

SOEs are inefficient because they address the objectives of governments rather than
maximizing efficiency (Asoka, 2008 & Boycko et al, 1996). In particular, politicians
are interested in maintaining excess levels of employments to give pleasure to their
constituencies. One of the most important reasons for privatization is to produce high
quality goods and services at lower cost (Debande and Friebel, 2003; Kikeri and
Nellis, 2004).In this section present empirical results for the full sample. Table 1
illustrates the mean (median) measure of performance including change in mean
(median) for the years prior to privatization and for the years after privatization. It
also presents Z statistics using Wilcoxon matched-pairs signed rank test of the
difference between the mean and the median values, to test whether the changes are
significantly different from zero. The year of privatization (year 0) is excluded from
this analysis as it contains part of prior to and part of after privatization.
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Table 1 Summary Results of Financial Performance for All companies

Variable n Mean Mean Mean  Z-statistics for
(median) (median) (median) difference in
before after change medians
(after-before)
Profitability
Return on sales 21 21824 23576 0175 3.773*
(ROS) (.20700)  (.21900) .0190
Return on assets 21 .06186 .07010 .0082 1.269
(ROA) .05800 .06600 .0100
Return on equity 21 .09862 .10810 .0095 782
(ROE) .09100 .10500 .0060
Operating efficiency
Sales Efficacy 21 1.0147 1.6400 .6253 3.111%
(SALEFF) .8265 1.8099 5317
Net Income Efficacy 21 2124 3753 1629 3.320*
(SALEFF 1810 4025 1292
Leverage
Total debt to asset ratio 21 22471 20186 .0229 4.021%*
(TDA) 21800 .20000 .0200
Employment
No. of employees 21 741.11 500.76 240.35 3911*
(TNE) 757.50 531.50  209.00

*difference significant at 0.05 level.

Profitability measures

MNR, BC and DM collectively examine 211 privatized companies from 47 countries,
and document highly significant improvements in profitability. This is in line with the
theoretical expectation that transferring ownership from the public to private sector
should lead to an increase in profitability, as private management would show a
greater concern for profits compared to governments.

Profitability is the most important indicator to measure the performance of firms. To
measure profitability, the study employed three different ratios: return on sales (ROS),
return on assets (ROA) and return on equity (ROE). As expected, the most important
of the three measures, ROS increase after privatization. This measure (ROS) is less
sensitive to inflation and accounting conventions than the other two profitability
measures. The mean (median) increase of ROS is from 21.82 (20.70) percent t0.23.57
(21.90) percent in the years following privatization. This .017 (.019) percent increase
is significant at 5 percent level. Of the other two measures, there is not much change
on ROA and ROE after privatization. ROA increase from .061 (.058) percent to .070
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(.066) percent after privatization, but this increase of .0082 percent is not significant.
The mean (median) increase of ROE is from .098 (.091) percent to .1081 (.105)
percent after privatization. This .0095 percent increase is not significant.

Operating efficiency for the full sample
Two measures are used for the operating efficiency, namely: sales efficiency (real
sales per employee) and net income efficiency (net income per employee). Both these
measures apply inflation adjusted sales per employee and net income per employee.
For the full sample, these measures show significant improvements after privatization.
Sales efficiency increase from 1.014 percent to 1.64 percent after privatization. The
increase of 0.62 percent is significant at 5 percent level. Net income efficiency show
0.16 percent improvements after privatization, and is significant at 5 percent level.

Changes in Leverage for full sample
Even though some governments do not put much emphasis on reducing the debt of
newly privatized firms, for number of reasons, it is expected that leverage ratio will
decrease after privatization, as they can raise capital through share issues. One of the
main reasons for high debt of SOEs may be that they can not sell equity to private
investors and mostly finance from capital injections from the government and retained
earnings. The leverage measure used is total debt to total asset ratio. As expected, the
leverage ratio show significant decline after privatization. For all firms, the average
(median) decline in TDA is from .22 (.21) percent to .20 (.20) percent after
privatization. The decline is.022 percent and is significant at 5 percent level.

Changes in employment for the full sample
The results show that the number of employees decrease after privatization .the mean
decrease from 741 to 500 employees after privatization , indicating that the decline of
241 employees are significant at 0.05 percent level.
Financial Performance with Different Types of Ownership
This section explains the changes in profitability measures of firms with various
levels of ownership. Tables 2 and 3 illustrate the performance of firms with state
government control and fully privatized firms respectively.
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Table 2 Summary Results of Financial Performance for Firms with State

Control
Variable N Mean Mean Mean Z-statistics
(median) (median) (median) for difference
before after change  in medians
(after-before)
Profitability
Return on sales 7 22621 24214 0159 3.015%
(ROS) 22000  .23750 0185
Return on 7 06229  .06950 .0072 1.036
assets 05950  .06900 .0075
(ROA)
Return on 7 09986  .10729 .0074 722
equity 09750  .10750 .0045
(ROE)
Operating
Efficiency
Sales 7 1.3747  2.1105  .07358 1.521
Efficiency 1.0643 1.9741 1.0168
(SALEFF)
Net Income 7 2713 4649 .1936 1.690
Efficiency 2069 4905 2957
(SALEFF
Leverage
Total debt to 7 22707  .20307 .0240 3.301%
asset ratio 21800  .20150 .0150
(TDA)
Employment
No. of 7 829.70  537.89  291.80 3.296*
employees 844.13 604.00  252.88
(TNE)

*difference significant at 0.05 level.
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Table 3 Summary Results of Financial Performance for Fully Privatized Firms

Variable n Mean Mean Mean  Z-statistics for
(median) (median) (median) difference in
before after change medians
(after-before)
Profitability
Return on sales 14 20229 22300 .0207 2.366%*
(ROS) .19200 21300 .0190
Return on assets 14 .06100 07129 .0103 .845
(ROA) .05600 .06500 0110
Return on equity 14 09614 10971 0136 .507
(ROE) .09000 .10000 .0160

Operating Efficiency

Sales Efficiency 14 .8346 1.4047 5701 2.794%*
(SALEFF) 7344 1.2052 .5066
Net Income Efficiency 14 1829 3305 1476 3.045%*
(SALEFF .1698 .2893 1245
Leverage
Total debt to asset ratio 14 .22000 .19943 .0206 2.375%
(TDA) 21800 .19800 .0200
Employment
No. of employees 14 563.93 426.50 137.43 2.028*
(TNE)

*difference significant at 0.05 level.

7.3.1 Profitability of firms with various levels of ownership

State-owned enterprises (SOEs) are often considered unprofitable at least in part,
because they are sometimes charged with social welfare objectives such as
maximizing employment and developing backward regions. At the same time ,
withdraw the government’s guarantee of SOEs debt after privatization thereby cutting
the “ soft budget constrain “ commonly considered as SOE financing (Boycko,
Shleifer and Vishny , 1993). The newly privatized firms will have to face the same
difficulties as the other private firms, including the prospect of bankruptcy. As a
result, these firms are expected to concentrate more on improving profitability than
those firms which have not been privatized.
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In the first sub-group, under the first measure ROS, for the firms with state
government control, the mean ROS increases from .22 percent to .24 percent after
privatization. This increase of .015 percent is significant at 5 percent level. In sub-
group two fully privatized firms, ROS increases from .20 percent to .22 percent after
privatization. This improvement by .020 percent is significant at 5 percent level.
These results show that both levels of ownership have significant increase in ROS
after privatization. The second measure of profitability employed in this study is
ROA. In the first sub-group, ROA increases slightly by .0072 percent, but not
significant .ROA for the second group fully privatized firms increases by .0072
percent, however, this increase is not significant. These results reveal that there is no
significant improvement on ROA after privatization. The final measure applied is
ROE. In all the sub-groups this performance measure increases after privatization, but
not significant.

Operating efficiency for different ownership levels

In the first of the sub-groups, firms with state government control, the mean (median)
sales efficiency increase from 1.37 (1.06) to 2.11 (1.97) percent showing an
improvement of .073 percent after privatization , but this improvements is not
significant . Fully privatized firms show mean (median) sales efficiency improves
from .83 (.73) to 1.40 (1.20) percent after privatization .this is an improvement of .57
(.50) percent and is significant at 5 percent level. These results imply that firms
without government control have better performance in sales efficiency than those
firms with government control.

In terms of net income efficiency , firms with state government control show
improvement in net income efficiency by .19 percent after privatization and is not
significant . Fully privatized firms show mean (median) increase from .18 (.16) to .33
(.28) percent after privatization. These improvements of .14 (.12) percent is
significant at 5 percent level, Meaning that there is significant improvement in net
income efficiency for firms without any state control. As, expected , both these
operating efficiency measures show that firms without any state control are more
efficient.

Changes in Leverage for different ownership levels

The first of sub-groups, firms with state government control, the average total debt
to asset ratio (TDA) show a decline from .22 to .20 percent after privatization. This
decrease by .024 percent is significant at 5 percent level. TDA for fully privatized
firms decrease from .22 to .19 percent after privatization. This decline by .020 percent
is significant at 5 percent level. These results meaning that both types of ownership
have a decline in total debt to asset ratio after privatization.

Changes in employment for different ownership levels

The results show that, the number of employees for firms with state government
control decrease after privatization by 291 employees .this decline is significant at 5
percent level .in terms of the second of sup-groups, fully privatized firms, the mean of
number of employees decrease from 563 to 426 employees after privatization. This
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decline of 137 employees is significant at 5 percent level .the results indicated that the
both types of ownership show decline in number of employees after privatization.
Differences in Performance between two Ownership Groups.

Further analysis is conducted to identify whether there is any difference in
performance between the two ownership groups. To examine this, t-test conducted to
identify the changes in performance. The results are presented in tables 4 and 5

Table 4 Result of t-test for financial performance between two ownership groups
before privatization

State Controlled  Fully Privatized

Variable
Mean S Mean S t p-value
Profitability
Return on sales 2262 .0339  .2023 .0180 1.735  .099**
Return on Asset 0623 .0242  .0610 0259  0.112 912
Return on equity 0999  .0375  .0961 .0405 0.209 .837
Operating efficiency
Sales Efficiency 8473 4814 14094 7075  -2.158  .044*
Net Income Efficiency 0016  .0004 .0018 .0004 -.873 394
Leverage
Total Debt to Assets 2271 .0329 2200 .0055 0.558 583
Employment
Total No of employees 830 198 564 121 3.242  .004*

*p-value significant at 0.05 level  **p-value significant at 0.1 level
Table 5 Result of t-test for financial performance between two ownership groups
after privatization

State Controlled  Fully Privatized

Variable
Mean S Mean S t p-value
Profitability
Return on sales 2421 .0394 2230 .0307 1.123 275
Return on Asset 0695  .0257  .0713 .0236 0.154 .879
Return on equity 1073 .0401  .1097 .0374 0.134 .895
Operating efficiency
Sales Efficiency 8802 4111 1.5589 8112  -2.578  .018*
Net Income Efficiency 0019  .0004  .0022 0005  -1.525 144
Leverage
Total Debt to Assets 2031 .0077  .1994 .0074 1.038 312
Employment
Total No of employees 538 135 427 141 1.755  .095%*

*p-value significant at 0.05 level  **p-value significant at 0.1 level
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Among the variables tested before privatization, only the means for Sales efficiency
and Total number of employees were significantly different between the two types of
ownership, at 0.05 level. For Sales efficiency, overall, the fully privatized companies
were more efficient compared to the state controlled companies. The total number of
employees was significantly more in the state controlled companies compared to the
fully privatized companies. There was a significant difference in return on sales at the
0.1 level. The mean return on sales is higher among the state owned companies
compared to the fully privatized companies.

Regarding to the profitability measures after privatization, none of them is positive
and significant, meaning that no significant improvement in any of the ownership
groups considered. In terms of operating efficiency after privatization, the means for
sales efficiency were significantly different between the two types of ownership. For
Sales efficiency, overall, the fully privatized companies were more efficient compared
to the state controlled companies. On leverage measure, there was no significant
improvement in any of the ownership groups. There was a significant difference in
total number of employees at the 0.1 level. The mean number of employees is more in
the state controlled companies compared to the fully privatized companies. The
results show that, on average fully privatized companies perform better than the state
controlled companies.

Conclusion

The results showed that the most important of the three measures, ROS increase after
privatization. In terms of operating efficiency, these measures show significant
improvements after privatization. The leverage ratio show significant decline after
privatization for all firms. The results show that the number of employees decrease
after privatization.

Additionally, when sub-groups are considered, the findings show that in the first
sub-group, under the first measure ROS, for the firms with state government control
the ROS increases after privatization. In sub-group two fully privatized firms, ROS
increases after privatization. These results show that both levels of ownership have
significant increase in ROS after privatization. The findings do not show an
improvement in the other profitability measures (ROA, ROE).In terms of operating
efficiency, in the first of the sub-groups, firms with state government control, the sales
efficiency increase after privatization, but not significant. Fully privatized firms show
sales efficiency improvement after privatization. The improvement is significant.
These results imply that firms without government control have better performance in
sales efficiency than those firms with government control. Regarding to net income
efficiency, firms with state government control show improvement in net income
efficiency after privatization , but not significant. Fully privatized firms show increase
in net income efficiency after privatization. The findings show that firms with state
government control, the average total debt to asset ratio (TDA) show a decline after
privatization. TDA for fully privatized firms decrease after privatization, meaning that
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both types of ownership have a decline in total debt to asset ratio after privatization.
The results show that, the number of employees for both types of ownership firms
with state government control and fully privatized firms decrease after privatization.
Additionally, t-test is also conducted to identify the changes between the two
ownership groups. The overall results are consistent with the theory and show that
fully privatized firms performs better than firms with state government control.
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