METHODOLOSY USED IN CALCULATING EGYPTIAN LABOR FORCE ESTIMATES

The purpose of these calculations was not so much to generate one specific set
of AID/# labor force projections but rather to develop a sense of the ball park
in order to determine whether it was reasonable to accept the GOE projections.

1. We started with 1976 population data by sex and age group.

Source: Egypt: The Effects of Population Factors on Social and Economic
Development, Resources for the Awareness of Population Impacts on Develop-
ment (RAPID), The Futures Group, 1979.

2. With the aid of age specific death rates, we aged the population to arrive
at estimates for the years 1981, 1986, and 1991.

Source: Population Increase in the UAR and Its Deterrents for Development,
Table 1.4: Death Rates for Different Age Groups 1947-1960; Central Agency
for Public Mobilization and Statistics, Cairo, 1966.

We reduced the 1960 death rates by sex and age group by 25% to reflect the
fact that in the aggregate the death rate declined from 16.9 in 1960 to
10.6 in 1978.

When aging the population group 0-4 years of age from 1976 to 1981, we used
the death rates for the 0-4 age group for one year and the death rates for
the 5-9 age group for four years to reflect the fact that in the second,
third, fourth and fifth years of this age group there were no infants and
progressively fewer young children. We recognize that in doing this we
were probably underestimating the losses from the 0-4 age group but, on the
other hand, we thought that this was counterbalanced by the fact that:

(a) in aging the group 5-9 years of age we used the death rate for the 5-9
group for 5 years, even though members of this group were moving pro-
gressively into the 10-14 age group for which the death rate was lower;

(b) for all age groups, all of the losses for deaths over 5 years were
calculated against the same base figure for population rather than
against a population base that was declining year by year.:

3. We then applied 1975 labor force participation rates by sex and age group

t? o*r estimated working-age population for the years 1976, 1981, 1986 and
991.

Source: 1978 Yearbook of Labour Statistics, International Labor Office,
Geneva, 19/8.

Using 1975 participation rates tends to bias downward our estimates of the

labor force in future years because the participation rates have been
rising over time.

BEST AVAILABLE COFY
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Our labor force estimates also tend to be Tow because our working-age
population includes the 15-65 age group rather than the group 12-65
years of age.

We arrived at the following figures for the Egyptian Tabor force:

Egyptian Labor Force (thousands)

Year Males Females Total

1976 8260 601 8861

1981 9598 700 10298

1986 11111 815 11926

1991 12856 942 13798

Compound Annual Growth Rates - %

Period Males Females Total
1976-1991 2.9 2.9 2.9

We then recalculated the Tabor force figures to take account of a
gradual rise in female participation rates. We assumed that participa-
tion would double by 1991 (from the rates we used in calculating the
1976 labor force). We then calculated the compound annual growth rates
implied by this change.

Egyptian Labor Force (thousands)
(Female Participation Rates Doubled)

Year Males Females Total
1976 8260 601 8861
1991 12856 1886 14742

Compound Annual Growth Rates - %
Period Males Females Total
1976-1991 2.9 7.8 3.4
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Attached is a section from a paper being written by Jerry Segal PPC/PB. It
deals primarily with labor force projections and employment targets, and is

‘relevant to the review of the CDSS employment anneX.
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Employment

major emphasis on employment.

The strategy which is being presented will place a

There are several reasons

for this emphasis:

1.

Egypt has significant underutilization of
existing labor resources. These represent

untapped potential for economic growth.

For the foreseeable future, Egypt's labor
resources will be increasing at a very sub-
stantial pace. This increase should be viewed

as a plus, as an expansion of productive inputs;
however, it will be a challenge to take full
advantage of this increase. If it is accomplished,
increased labor resources will account for a

substantial part of Egypt's future economic growth.

The prospect of increased unemployment. raises

dangers of political destabilization.

Employment, and especially employment in jobs
with meaningful levels of productivity, is a
powerful tool for promoting equity and for
overcoming poverty. As such it can further
enhance security objectives, as well as com-

pliance with our legislative mandate.
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5. The search for better jobs is the primary
motivation for migration to major urban
centers. Targeted employment creation/produc-.
tivity enhancement can help in affecting

migration flows.

6. In a tight labor market, more opportunitiés will
be created for women. This is desirable both
from the point of view of our population objec-
tives as well as from our equity, and legislative

compliance objectives.

In short, employment is central to our objectives of
growth, equity, stability, and restraining population

growth.

Labor Force Utilization

Labor force is a two edged-sword. On the one hand,
labor is a productive input. Expansion of employment
implies an expansion of economic output. Indeed, growth
in employment is often the primary cause of growth in
output. On the other hand, growth in labor force raises
the possibility that employment will not be able to
keep pace, and that as a result unemployment will expand,
bringing with it well known personal, social and political

Problems.


John M
Rectangle


The first question to answer is: "How well is Egypt
using its existing labor resources?" I would suggest

that the shdrt answer is "poorly."

Failure to make full use of a country's labor supply

emerges in a variety of ways. The most basic are:

- overt unemployment

- widespread part time unemployment

- disguised unemployment (e.g., redundant
workers, make work jobs)

- low participation rates (potential labor does
not enter the job market and thus is not even
categorized as unemployed)

- underemployment (e.g., full time employment
making minimal use of workers productive

potential).

There is more agreement about the ‘general picture of
labor force utilization in Egypt than there is about the
actual numbers. But even the general picture is some-

times unclear.

1. The Egypt country profile prepared by the U.S.
Department of Labor in 1979 presents a rather dismal

picture.
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The Report states:

"Unemployment has not been measured accurately in
.Egypt. The Ministry of Planning estimates the unemploy-
ment at 1.5 million, or 11.5% of the labor force.

Total unemployment and underemployment are estimated

as high as 30 percent. For rural areas, one half the
workers work an estimated average of 180 days per year."
"In the large cities, millions make a living by casual,
unskilled labor, as street vendors, part time construc-
tion workers or in other marginal activities. The
problem has become worse as population and labor force
have grown faster than jobs."

"An estimated 350,000 new jobs would be needed each
year to keep unemployment from rising. The Government
has tried to avoid the problem of educated unemployment
by guaranteeing a job in government or the public
sector to all university graduates. In government

and the public sector enterprises, employment is
estimated at 20 percent to 25 percent above actual
need."

Thus, there is disguised unemployment of major magni-
tude in the public sector, ojpen unemployment on a major
scale, and significant part-time-only employment in the
rural sector. In addition, there is extensive very low

productivity employment.

The report also notes that there are shortages in
some skilled and technical areas and that seasonal

agricultural shortages have been reported.

2. The Egyptian Government's 5 year plan 1978-82 shows
the 1976 labor force at 11,107,000, and employment
at 9,628,000. This implies unemployment of 1,
11,479,000 persons. However, the plan also shows
this same number (1,479,000) for overt and disguised

unemployment. Because they do not explain what
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by 'disguised unemployment" it is hard to tell

what they have in mind.

The World Bank's recent study puts 1976 employment
at 9,628,000, the same number which appears in the
5 year plan. However, the Bank works with a much
lower iabor force number and reaches the conclusion
that there is almost no overt unemployment. How-
ever, the study goes on to say of unemployment
numbers, "They represent only the tip of the
iceberg of the underutilization of labor, which

is manifested more seriously in low-productivity
employment and low rates of participation in the
labor force, particularly among women." The
report points out that "the labor force partici-
pation rate, unusually low by world standards,

was actually on the decline in Egypt between 1947
and 1972, from 37 percent to 27 percent. In the

4 years to 1976 it staged a recovefy, but at

31.5 percent it is still below participation rates

for countries at a similar stage ofudevelopment."

Labor force participation rates presented in the

Bank study are: (on following page)
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i/
Table 1.5: LABOR FORCE PARTICIPATION-RATRS
Percent
Tdtal
Year Females Males
y 4 y 4
1937 7.9 65.1 37
1947 ‘ 7.8 62.8 37
1960 4.8 55.2 30
1966 4.2 50.8 28
1970 - 3.5 49.5 26
1972 4.0 50.7 27
1976 9.2 52.9 31,5

Sources: Population Census 1937, .1947, 1960,..1966 and 1976, and
Labor Force Sample Surveys, CAPMS,

1/ Defined as people age 6 and over.
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Though somewhat overdramatic because it ignores
non-civilian employment, the age distribution of the
population and the fact that more children are in
school, it remains the case that between 1247 and 1976
population grew 100 percent and total employment went
up by only 38 percent. 1In agriculture there was almost

no increase over the last 30 years.

Our conclusion then is that Egypt makes consider-
ably less than full use of her most abundant resource:
labor. Capturing these wasted resources should be a

major source of growth.

Future Labor Supply

Egypt's potential labor resources are not static.
Quite the contrary, they are growing rapidly. From
our various points of view: growth, stability, equity, it
is important to have a relatively good fix on just how
great an expansion is taking place and of whether or
not development policies will result in an increasing

failure to utilize these resources.

A central point to focus on is the increasing number
of people that will be entering the labor force. How-
ever, we should remember that the flow of people into

the labor force is itself, in part, a function of
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employment opportunities. The caveat to bear in mind

is that labor force shculd not be equated with potential
labor supply. Only when there are ample good employment
opportunities will the labor force approximate potential

labor resources.

Labor force numbers are a function of two factors,
population size, and the rate of participation of the
population in the labor force. Since entrants into the
labor force over the next 15 years have already been
born, we can get a relatively good fix on the population
side. With respect to participation rates, we can be
less certain. We do have age and sex specific partici-
pation rates; thus, we can deal with the fact that
different groups in the population have markedly different
participation rates. We also know that female partici- |
pation levels have been increasing and we can expect this
trend to continue. As economic projections go, labor
force nﬁmbers are usually fairly solid. Thus, it might
seem possible to get a rough consensus with respect to

labor force size in the coming years.

Unfortunately, with respect to this crucial variable,
growth in the labor force, the estimates jump all over
the map. On one hand we have the U.S. Department of
Labor profile which states that, "Because the population

contains so many young people, the labor force is growing
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rapidly, about 5 percent a year; double the population
growth." On the other hand, the 1982 CDSS cites a
figure of 2.2 percent as the level for projected labor
force growth. It would be hard to overemphasize the
importance and the extent of this difference. At a

5 percent rate of increase the labor force would double
in 14 yeais. At a 2.2 percent rate it would double in
32 years. .Starting from a present level of around

11 million, at 5 percent rate of growth, in ten years,
the labor force would be 18 million; with a 2.2 percent
rate it would be 14 million.

A development strategy based on the lower number and in
fact generating.only that number of new jobs, would be
disastrous if in fact labor force expanded to 18 million.

The implication would be overt unemployment of 20-30 percent.*

Uébﬁ“reflection, it appears that both numbers are
seriously wrong. A more accurate figure can be obtained
from the GOE 5 year plan. It showed the following

projected levels of labor force: (on following page)

*In fact, this would not happen. Instead,large numbers.of
workers would find marginal forms of employment., While
others would simply drop out of the labor force altogether.
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1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
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LABOR FORCE (1,000's

11,709
12,081
12,463
12,853
13,250
13,699
14,152
14,622
15,093
15,577
16,071
16,612

Percentage Increase From Previous

Year

In order to test these numbers we have made our own

projections using the following procedures:

1.

We started with 1976 age and sex data on the

population.

With the use of age specific death rates, we aged

the 1976 population so as to get an age/sex specific

population for the group 15-65, for the years 1981,

1986 and 1991.
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3. We then utilized age/sex specific participation

rates for Egypt for 1975 (this tends to bias the
tatals downwards since rates have been rising and

rose significantly between 1972 and 1976.)*

We arrivedat the following figures for total labor

force:
Compound Rate of
Change
1976 8,861 3.0%
- 1981 10,298 2.9%
1986 ‘ 11,926 2.9%
1991 - 13,798

We then recalculated the numbers assuming growth in the
female participation rate (a doublin§ of the female participation
rate by the end of the period). This is not as ambitious as it
sounds. Our 1975 participation rates averaged 4.1 percent for women,
as opposed to the 9.2'percent figure reported by the World Bank for
1976. Even a tripling of the 4.1 percent level is within the range
of possibility for the period to 1991. Our results were: (see

following page)

*Our numbers are also somewhat lower in absolute terms .
because we are using the 15-65 year age group rather than
the 12-65 group used in the 5 year plan. This however,
should not significantly affect the rates of change.
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Doﬁbled Female Rate

1976 8,861
1991 14,742

The impact of this growth in female participation
is striking. Between 1976 and 1991, with a doubling
Of female participation, the total labor force grows

at a compound rate of 3.4 percent.

Thus, depending on the assumption with respect to
female participation, our labor force growth estimates
range from 2.9 percent to 3.4 percent. The GOE

estimate is 3.2 percent. They worked with a somewhat

slower increase in female participation than we did

with our high side estimate (3.4%).
Their numbers also assumed growth in

the percentage of young people in school. While we
recognized that there will be increases in absolute
numbers of students in school, we did not assume increased
percentages. All in all, we feel that our estimates
provide a general confirmation of the GOE numbers as

found in the 1978-82 five year plan. For our purposes
then, we will accept their projection of 3.2 percent

growth as a reasonable basis for strategy development.

The difference between 3.2 percent and 2.2 percent
is quite significant. At 3.2 percent the labor force
will double in 22 years; at 2.2 percent it will double

in 32 years. As a final confirmation of the reasonable-
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ness of the 3.2 percent level we note that the rate of
natural increase of the population has been 2.3 to 2.8
percent in the last few years. It is not at all
surprising that labor force growth will be somewhat

higher.

Employment Targets

Given our expected expansion of the labor force, we
can proceed to develop employment targets for the coming
years, and then raise questions about policies that will
be needed to reach those targets. In developing targets

we should bear in mind the following:

1. In order that overt unemployment does not expand,
the growth in employment must, at a minimum, equal
the growth in the labor force.

2. If we start from a positioh of significant overt
or disguised unemployment and, if we want to impact
on these problems, employment growth must be greater
than labor force growth.

3. As part of our approach to population problems we
are looking forward to sufficient tightness in labor
markets so as to pull large numbers of women into

the formal sector.

With the partial exception of the 3rd factor, these

have been built into the employment projections found

in the 5 year plan. However, from our point of view,

these cannot be viewed as realistic projections.
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Rather they must be viewed as targets, the achievement
of which would promote key objectives of equity,

growth and stability.

our targets, the employment levels "projected”

in the 5 year plan are as follows:

Percentage Increase from Previous

Year
1976 9,628
1977 9,988 3.73%
1978 10,350 3.62%
1979 10,738 3.74%
1980 11,135 3.70%
1981 11,642 4.55%
1982 12,160 4.25%
1983 12,729 4.67%
1984 13,325 4.68%
1985 13,957 | 4.74%
1986 14,617 4.70%
1987 15,324 4.80%

Employment at these levels would be sufficient to
reduce ‘substantially the level of obvious and disguised
unemployment cited in the plan. Note, however, that
these numbers are for domestic employment. They assume
modest expansion of the number of Egyptians working
abroad. If for some reason these workers had to return

to Egypt, then it would be necessary to raise the employment
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targets. The GOE numbers between 1980-87 assume an
increase in women in the work force at an annual rate
of 4.5 percent. They are also based on the assumption
of substantial increases of the numbers of young people

in school and not working.

While it might be possible to refine these numbers
further, they will serve quite well as reasonable |
employment targets. They call for growth in employment
between 1976 and 1986 of 5.7 million, or about 60%.

On an annual, compound basis this is growth at 4.3 per-

cent,

At the beginning of the period an annual increase of
350,000 employed is called for. By the end of the

period this has risen to 700,000 a year.

The key question is "can Egypt achieve this level
of employment?" To put this into perspective, we
should realize that in the 5 year plan, it was believed
that this level of employment could be attained because

of a very high growth rate.

In the plan the annual rate of growth of GNP was put
‘at about 12 percent. In a recent paper presented to the
Consultative Group, the GOE has revisgd downward its
predicted growth rates for GNP. For the 1980-84 period

the new figures show a 9.5% annual rate of growth.
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Accordingly, the Consultative Group paper backs off
significantly from the employment gains predicted in

the 78-82 plan. The new figures are:

Employment Projected

Employment In New Paper in 78-82 Plan
1979 10.4 million (actual) 1979 10.7

1984 11.9 1984 13.3

In the new paper, employment is expected to grow
1.5 million between '79 and '84, as opposed to the
earlier prediction of a growth of 2.6 million. One might
expect that the more limited rate of growth in employment
(2.7 percent) would signify increasing unemployment in
the face of labor force growth that was predicted at
3.2 percent. However, the new paper speaks of an average
annual increase in the labor force for the 5 year period
of 225,000 a year. This represents a labor force growth
rate of 1.8 percent. Needless, to say, this is a phony
number, significantly below population growth. The new
employment projections represent the implicit prediction
of a failure to keep up with growth in the labor force.
Furthermore, it should be remembered that the GNP growth
rate now being predicted for the coming five years,
may itself prove to be overly optimistic. After all,

9-10 percent growth in real GNP is quite impressive!
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In fact the current CDSS (1982) suggests that
8 percent growth would be more realistic. If this is

so, then employment growth will be even lower.

From all this we reach the conclusion that Egypt
is going to have to.make very special efforts at job
creation if it is to accomplish its objective of fuller
utilization of the labor force. Indeed, special efforts
will have to be made juét to prevent a serious growth in
unemployment. Left to itself, even with substantial
economic growth the economy simply will not produce

enough jobs.

"Employment Focus"

It is important to make clear that in calling for an
"employment focus" we are not advocating a single
objective, say, job creation, as the be all~and end all
of development. Rather, we are urging that employment
be seen as a central nub which is at the heart of
economic/social activity and which will connect up with
the central problems of the society. Our concern is with
what might be termed. "the employment pattern" (the
number of jobs, the type of jobs, their geographic
dispersion, who gets them, the relation between employ-
ment and education, the income streams derived from

employment, etc.)
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It should be clear that there are several different

objectives:

1. increasing the number of jobs,

2. raising the productivity of existing jobs/
insuring that new jobs are at reasonable levels
of productivity,

3. insuring that°'all jobs provide an income stream
sufficient to keep a small family above the
poverty line.

4. reducing the income gap that exists between
urban and rural areas, and between large urban
centers and small towns,

5. achieving a general improvement in the equity of

the overall distribution of income.

In addition one could list several systematic

" objectives:

- ensuring that there is €&uality of opportunity
(access to necessary training including financial
means, openness to job entry, etc.)

- ensuring that there is a reasonable fit between
the kinds of labor skills in demand and the kind

of training/education received.

- It is important to remember that some of these
objectives may compete with other objectives. Thus, it
is not the case that for anyone of them we are interested

in maximization. For instance, by spreading available
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capital thinner and thinner, one could increase to

higher and higher levels the quantity of labor required
to perform a given task. To take an absurd example,

by reducing the size of shovels or by making the cost

of large shovels ten times as expensive as small ones,
one could increase the number of workers, (or man-years)
demanded. This, of course, would be foolish. The
objective is not to use less and less capital; rather,
it is to distribute the available capital in a manner
which most successfully meets a range of social and
economic objectives. 'Thus, alternatively, while one
could raise the productivity of particular groups of
workers to very high levels, this would reduce the
average amount of capital available for the remaining
members of the labor force, and would have detrimental
implications for their income levels and for the overall
distribution. In short, "job creation” "improving
productivity" T"achieving equity"” are terms which indicate
objectives, but they cannot be pursued blindly without

awareness of interactions.

Secondly, it should be realized that while trade offs
do exist and have to be made, it is often the case that
two or more objectives can be advanced by a given
decision. For instance, when factor prices are distorted
as in Egypt, (capital is priced below its real cost to

the economy, and labor is priced above its real cost),
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the decisions that are made in the marketplace are not
going to maximize the level of outputs. Correcting

for distorted factor prices will result not only in
increasing employment, it will also result in increasing

output.

Thirdly, it should be recognized that the market,
even when factor disﬁortions have been eliminated does
not automatically prodﬁce "correct" allocations of
resources. This is so for two very different kinds of
reasons. First, given a range of different objectives to
be pursued, and a range of different views about their
relative importance, there is no agreed-upon hierarchy
of outcomes, and thus, there can be no "correct" allocation
in principle.” This is not to say that there cannot be
widespread agreement that some results are superior to
other results, but rather that given a significant range
of differences in values (e.g., how important is equity?
how important is economic growth once absolute poverty
has been overcome?) There will be different "preferred"
allocations. Secondly, there are a range of concerns of
a political, social and economic sort which are often not
taken into account in marketplace decisions because the
relevant benefits or burdens do not impact on the market-
place decision makers. These are generally referred to

as "externalitiesm, The favorite textbook example of an
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externality is pollution, the cost of which the society as
a whole has to bear, but which does not enter into

the industrialist's decision when he does his cost/
benefit analysis in determining whether or not to make

an investment. With respect to employment creation in
Egypt, many of the most important social and political
factors do not enter into marketplace decisions.

These include impacts on political stability, impacts

on migrafion, impacts on overall distribution and

impacts on populatioh growth. The policy maker who

wants to emphasize these concerns and sees them as
importantly affected by specific employment/investment
configurations will have to find policy tools for
promoting the outcomes he seeks. They will not be

achieved by the marketplace automatically.*

*This is not to say that the marketplace cannot be used as

a device for achieving desired outcomes. Economists speak
of "internalizing the externality . of making a societal
cost or benefit relevant to a marketplace decision maker.
For instance, in the pollution example, text books point
out that one could tax the polluter at a level commensurate
to the burdens placed on the community from the additional
pollution. Thus, his costs and benefits are brought into
line with the society's costs and benefits. With respect
to creating employment, if the society gets an extra
benefit from additional employment, to some extent, one

could seek to adjust the factor prices faced by the potential
employer so as to skew his decisions towards activities'
which utilize relatively more labor, or towards an invest-
ment in certain regions rather than in others.
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It is important to bear these considerations in
mind because in Egypt we have been trying to promote
Jpr}vate.sgcto:-?qtivity; we exre keenly aware ©of the
inefficiencies that have been associated with the
public enterprises, and there may be a tendency to
imagine that private sector decision making will
automatically result in appropriate allocation decisions.
This does not occur even if we have perfectly competitive,

distortion freemarkets.
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