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Abstract 
 
This paper examines the effects of a recent labor law, which seeks to promote job 
creation in the private sector of the Egyptian labor market. Labor Law 12 of 2003 
provides increased flexibility in the hiring and firing procedures for private sector 
employers in Egypt. This paper analyzes the effects of this legislation on new entrants to 
the labor force, experienced workers, public sector workers, and the unemployed. 
Specifically, this paper examines the mobility of workers from the public to the private 
sector and the wages of workers in both sectors. The empirical evidence suggests that 
the added non-wage benefits of this law effectively led to a transfer of workers from the 
public sector to the private sector. Egypt’s interim military-led government is seeking to 
repeal many of Egypt’s recent economic reforms aimed at liberalizing the Egyptian 
economy, including Labor Law 12. Based on my analysis I recommend that Labor Law 
12 should be maintained and the new government should continue to increase 
incentives for private sector employment.  
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Question & Hypothesis: 

This paper examines the effects of recent labor legislation in Egypt, designed to 

increase the flexibility for hiring and firing employees in the private sector. Labor Law 12 of 

2003 is especially relevant now as the current interim military government that took over 

Egypt after President Hosni Mubarak resigned wishes to repeal this legislation along with 

other recent legislation aimed at liberalizing the Egyptian economy. I argue that this would be 

ineffective in improving the labor situation in Egypt. Specifically, this paper examines how 

the public and private sectors of the labor force have changed as a result of this law. 

 I will focus my analysis on sectoral mobility, in particular from the public to the 

private sector, because this law seeks to encourage private sector employment and lower 

public sector employment. This paper will attempt to answer the following questions. What 

labor force adjustments are occurring? Has labor mobility from the public to the private 

sectors increased because of this recent labor law? Which age, gender, and educational 

groups are most and least affected? Is there a reason besides Labor Law 12 that could be 

causing a change in public-private mobility? How have earnings changed before and after 

Labor Law 12 was put into place?  

I hypothesize that Labor Law 12 encourages workers to move from the public to the 

private sector and thus the transition rates should be higher than they were prior to the 

enactment of the legislation. I suspect that the law will lead to an even larger wage 

differential between public and private sector workers because private sector wages will fall 

as a result of increased non-wage benefits—and therefore an increased supply of labor in the 

private sector.  

Egypt has tried several reforms in the past to increase private sector employment and 

decrease public sector employment. As the literature discusses, most of these reforms have 

had minimal success in accomplishing this end. However, the reforms of 2003 and 2004 are 
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much more extensive. I believe my analysis will show that this reform in particular has been 

much more effective than past reforms in achieving its aims—namely reducing public sector 

employment and increasing private sector employment. I argue that Egypt should not repeal 

this policy because in the long-term it will be beneficial for the country.  

 

INTRODUCTION: 

A recent New York Times article headlined with the title “Are State and Local 

Government Employees Paid Too Much?”2. The article highlighted not only higher wages for 

public sector workers, but also greater benefits, higher rates of unionization, better retirement 

plans, lower rates of firing, and higher skill and education levels. The take-away from the 

article is that in the United States the public sector has clear and distinct advantages with 

respect to job security and earnings. Thus, it is no surprise that the government is a major 

employer in the U.S.—in 2010 16.9% of employees worked in the private sector (BLS 2011). 

However, these differences are not unique to the United States. In fact, developing countries 

often experience a much higher income and benefits disparity between public and private 

sector workers3

Examining Graphs 1 and Graph 2, it is clear that both in 1998 and 2006 there is a 

higher fraction of private sector workers with lower hourly earnings than public sector 

. This is especially the case in Egypt where over the last 50 years the 

government has been the preferred sector for most workers. In 1998 39% percent of total 

employment was in the public sector (Assaad & Barsoum 1999), and from the 1960s to the 

1980s, the Egyptian government was the main generator of jobs in Egypt (Moktar & Wahba 

2002).  

                                                        
2 The New York Times, 2011. “Are State and Local Government Employees Paid Too 
Much?”. By Ford Fessenden. March 6, 2011. 

3 Developing countries often face a variety of labor problems including gender 
discrimination, high unemployment, concentration of employment in agriculture, etc. 
This paper focuses on differences in the public and private sector. For a full discussion 
on employment problems in the developing world see (Turnham 1971). 
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workers. Graph 1 shows the nominal hourly earnings of public and private sector workers in 

1998. Graph 2 shows the same data for workers in 2006. To account for the demographic 

composition of the workforce in the two periods—and to ensure that the concentration of 

lower hourly earnings among private sector workers is not on account of omitted variables—I 

adjust the graphs for differences in the attributes of public and private sector workers that 

might skew the data4. Graphs 3 and 4 show the adjusted hourly earnings of the two sectors in 

1998 and 2006. Again, these graphs present a similar distribution as graphs 1 and 25. Public 

sector workers in 1998 had a median hourly wage of 1.35 Egyptian Pounds (EGP), while 

private sector workers in 1998 had a median hourly wage of 1.14 EGP. In 2006 the median 

hourly wage for public sector workers increased to 2.67 EGP while the hourly wage for 

private sector workers only increased to 1.88 EGP6

Because of the numerous benefits of the public sector, along with an employment 

scheme from 1961 to 1991 that guaranteed a public sector job for all university graduates, 

which will be addressed in further detail in a later section, the public sector has historically 

been considered the preferred sector of employment for Egyptians. The government initiated 

a series of economic and business reforms in 2003 and 2004 in order to promote private 

sector growth and increase the private sector labor force. These reforms exhibited mild, yet 

. In summary, median public sector wages 

increased by 97.8% over this period while median private sector wages increased by 64.9%. 

These data highlight just one of the major differences between the public and private sector in 

Egypt, wages. This paper will show that these differences, which extend beyond wages, 

become more pronounced due to labor law 12.  

                                                        
4 I adjust the graphs by predicting the hourly wage of workers taking into account 
“standardizing” variables for gender, age, geographic location, and educational status. 
Graph 3 and Graph 4 represent the difference between the actual hourly earnings and 
the residual hourly earnings for these workers.  
5 Note: The adjusted hourly earnings graphs exhibit negative values for part of the 
distribution. This means that some workers’ actual earnings are less than their 
predicted earnings. 
6 See Table A for more data on earnings 
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growing success until the global financial recession in 2007. The recent political revolution in 

2011 that ousted the regime of President Hosni Mubarak has made these reforms especially 

crucial today. “As Egypt prepares for elections this year, many of the country’s diverse 

power groups—including the military now running the country, the Muslim Brotherhood, and 

the young and mostly secular leaders of the Tahrir Square protests7—are united by a desire to 

roll back the economic liberalization and hold its beneficiaries accountable” (the Wall Street 

Journal 2011). The political rhetoric in Egypt suggests an upcoming push towards a more 

centralized economy. Yet, economic theory suggests that in a country with Egypt’s state of 

development, the government should be attempting to liberalize the economy rather than 

expand the public sector beyond its economically feasible size (Lal 1987) 8

In a Cato Institute policy forum, former Minister of Finance Youssef Boutros Ghali 

justified these recent economic policies saying, “you cannot create a middle class unless you 

liberalize economic activity” (Ghali 2007). Yet, the number of demonstrations by workers 

has increased from 97 in 2002 to 742 in 2009, according to the Land Centre for Human 

Rights (Al Jazeera, 3 May 2010). Although the new legislation increased workers’ rights, 

more and more workers are protesting. This may be in part because of increased rights to 

protest or perhaps because workers are becoming more frustrated with the labor market.  

.  

In this paper I describe the economic climate before and after these recent reforms. 

Section I provides a brief outline of the Egyptian economy and labor market including the 

labor reforms of the 1990s that preceded Labor Law 12. This section also reviews past 

literature on the Egyptian labor market. Section II is an extensive description of Labor Law 

12. Expanding on the work of Wahba (2009) and Assaad (2009), I seek to analyze the effects 

                                                        
7 The revolution in Egypt in 2011, which led to the resignation of President Hosni 
Mubarak, started with protests in Tahrir Square, Cairo. Tahrir is an Arabic word 
meaning revolution. The protests have since been known as the Tahrir Square Protests.  
8 For a full discussion on economic liberalization and public sector expansion in 
developing countries see (Lal 1987) and (McKinnon 1991).  
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of this policy on public and private sector employment. This section highlights the data used 

for my analysis. Section III is the first part of my empirical analysis. It focuses on the 

mobility patterns of public sector workers. Section IV examines wages among public and 

private sector workers and attempts to determine if the findings in the prior section are 

explained by changes in wages rather than the labor legislation. Section V concludes the 

paper by summarizing the main findings and offering recommendations for the transitioning 

government in Egypt.  

 

SECTION I:  

 

The Egyptian Economy in the pre-Reform Era (1952 – 2003): 

Following the British occupation of Egypt, President Gamal Abdel Nasser came to 

power in 1952 and drastically expanded the role of the state. He nationalized foreign 

companies and redistributed land in an attempt to Egyptianize the country and reduce the 

income gap between the rich and the poor. However, Nasser did not try to follow an 

economic model. When pressed to define his economic model for Egypt, he replied, “many 

people say we have no theory: ‘we would like you to give us a theory.’ . . . We answer, a 

socialist, democratic cooperative society. But they persist in asking for a clearly defined 

theory. I ask them, what is the object of a theory?” (M. Wahba 1994). Nasser simultaneously 

pursued socialist and free market policies. The economy was not centralized, yet the state 

played a controlling role in most aspects of it. Public enterprises received major tax and 

legislative benefits preventing fair competition from private enterprise; additionally, the 

government was the primary employer in Egypt.  The most lasting labor market policy under 

Nasser was the Guaranteed Public Sector Employment Scheme, which guaranteed a 
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government job for all university graduates and thus, further increased public sector 

employment and decreased private sector employment.   

Throughout the 1960s and 1970s, Egypt was a war economy focused on acquiring 

land from neighboring Israel. Following the Camp David accords in 1978, Egypt attempted to 

decentralize the economy and began to invest in infrastructure, which had been dilapidated 

by 30 years of constant war. However, Egypt did not have the critical mass of reformers in 

the government needed to create lasting changes in opening the economy (Ghali 2007). Over 

the last twenty years Egypt has experienced highly volatile boom and bust periods. In the first 

half of the 1990s Egypt underwent some economic reforms and experienced a period of 

sustained growth. However, this was followed by a series of external shocks that significantly 

reduced the rate of economic growth in the late 1990s.  

A special report on Egypt in The Economist in 2010 claimed that, although Egypt is 

still a developing country, “by almost any statistical measure Egyptians are far better off than 

ever before” (The Economist 2010).9

Many of Egypt’s economic institutions were based on archaic systems. The legal 

system was based on the Napoleonic codes up until the mid 2000s, and, ironically, the 

national budget was determined by Ottoman classifications

 Indeed, examining the growth of life expectancy, 

technological advancements, consumption, FDI, share of world trade, access to electricity, 

and GDP, this statement seems quite accurate. Yet, the actions of the Egyptian people who 

took to the streets demanding change and complaining about rising food prices seemingly 

contradict the statistics. The high rates of unemployment and informal employment suggest 

that the labor market is the root of frustration for Egyptians. Adding to that frustration is the 

strong role the state has traditionally taken.  

10

                                                        
9 “A Special Report on Egypt”. The Economist. July 15 2010. 

. Like most centrally 

administered developing countries, Egypt was characterized, prior to reform, as a strong, 

10 The Ottoman Empire fell in large part because of financial bankruptcy. 
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invasive state, “where the state preys on the taxpayer profits, income, [and] economic activity 

in general” (Ghali 2007).  Egypt maintained a strong tax system based on the British stamp 

tax, which taxes every single economic activity, be it changing an address, or filing for 

marriage or divorce. Until recently, the property tax was 46% and the flat income tax was 

42%. This lasted over 100 years and, thus, was accepted as part of daily life in Egypt (Ghali 

2007). Citizens often chose not to dispute settlements, prosecute contract breeches, or register 

property because all these services involved high taxes. Yet, still the most detrimental aspect 

of the economy for most Egyptians was the state of the labor force.  

Throughout modern Egyptian history, the country has faced high unemployment 

levels, a massive informal sector and black market, and unfavorable private sector 

employment earnings and benefits relative to the public sector. For instance, in 1998 nearly 

half of GDP came from the public sector, informal employment made up 53% of total 

employment, unemployment was 11.7%, and the overall employment to population ratio of 

working age adults was 42% (World Bank 2007). Studies cite the poor returns to education, 

caused by inefficient and inequitable education spending as a significant source of 

unemployment (Said 2008). Furthermore, a weak fiscal policy focused on maintaining a 

stable exchange rate at the cost of unemployment also plays a factor. However, the lingering 

effects of Nasser’s Employment Guarantee Scheme play a dominant role in Egypt’s 

unemployment discussion. (Kamaly 2006).  

The Employment Guarantee Scheme originated in the 1960s as part of Nasser’s 

extensive nationalization drive. Simultaneously, the government expanded access to higher 

education by subsidizing education in an effort to counter the large losses of technicians and 

managers who left Egypt following the Suez Canal Crisis of 1956. “When the policy was first 

instituted in the early 1960s, its impact was relatively limited because of the small number of 

eligible graduates,” but, as the population grew more rapidly, the policy created major 



Guirguis 9 

consequences for the Egyptian labor market and economy. The guaranteed employment 

scheme contributed to an unsustainable rate of growth in the government labor force, 

encouraged queuing for government jobs, contributed to high graduate unemployment rates, 

and reduced the employment of university graduates in the private sector (Assaad 1997). 

 In the 1980s the budgetary pressures of this policy became unsustainable as oil 

revenues fell and higher education levels increased annually. The ratio of applicants to jobs 

went from 1.2 in 1977 to 5.1 in 1988. Queues for these jobs grew to as long as 13 years and 

much of the university-educated labor force moved to the taxi industry or the informal sector 

while they awaited a government position. In response to the growth in applicants, the 

government eroded real public sector wages and extended the waiting period for government 

jobs. Despite these measures, long queues for government jobs indicate that rents received by 

public sector workers did not dissipate. Because of the employment guarantee for graduates 

and the resulting dominance of the public sector in the market for educated labor, public 

sector compensation policies had a major impact on the employment and wages of graduates 

elsewhere in the labor force11

                                                        
11 For an extensive discussion on the effects of the Guaranteed Public Sector 
Employment Scheme in Egypt see (Assaad 1997).  

. Entrants to the labor force did not find the private sector 

appealing because there was widespread noncompliance with labor regulations, especially 

concerning workers’ benefits. Furthermore, Assaad (1997) finds higher rates of return to 

secondary education in the public sector over the private sector. These findings beg the 

question of why there is such high demand for higher education in Egypt if the rate of return 

is so low. Although unemployment seems to be higher among the highly educated, 

employment options were still minimal for those without higher education. Additionally, 

public universities are entirely free in Egypt. Thus, it is still understandable for there to be a 

high demand for higher education despite low wages.  
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Private enterprises not only had to deal with an inefficient bureaucratic system, high 

tax rates, and intrusive regulations, they also had trouble competing with public enterprises, 

which could offer higher wages, more benefits and more job security. Thus, the orientation 

among workers toward the public sector, along with strict government regulation of private 

sector employment and compensation, held back the business climate, crowded out private 

sector employment, and prevented foreign direct investments from increasing in Egypt.  

As mentioned before, the public sector has had major advantages for workers relative 

to the private sector in Egypt12

Despite substantial wage erosion in the public sector in the 1990s, government wages, 

when appropriately corrected for observed heterogeneity and sample selection, were on par 

with, or higher than, private sector wages, especially for graduates. When combined with the 

more desirable nonwage aspects of government jobs, these compensation levels explain the 

attractiveness of public sector employment to graduates. In addition to the basic wage, 

. “Public sector employment grew rapidly in many developing 

countries, as well as in Arab countries, during the 1960s and 1970s. The growth of public 

sector employment was often regarded as an important element in speeding a country’s 

development, a desirable means of injecting expansion in the economy, and also a high social 

priority” (Wahba & McCormick 2003). Between 1950 and 1990, Egypt pursued a public 

sector-led and inward-looking development strategy. The government implemented import 

substitution policies and nationalized key sectors of the economy. This strategy resulted in a 

strong and dominant role of public enterprises in the economy. In fact, the share of the public 

sector in the GDP was one of the highest among developing countries. Yet, as a result of 

successive increases in the price of oil, the economy performed relatively well during this 

period (PPER 2000).  

                                                        
12 This paper generalizes both local and federal government employees as public sector 
workers. Although, there are distinct differences between different groups of public sector 
workers, they all share common minimum rights such as social security, medical care, and a 
minimum wage. Thus, for the sake of this analysis it suffices to group them together. 
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government workers can receive allowances for various other aspects of their jobs. These 

allowances and incentives can reach as high as 100 percent of the basic wage (Assaad 1997). 

This has led to the public sector becoming the preferred employer for many workers, not only 

for wage reasons but a combination of status, security and benefits such as free medical care 

and priority access to subsidized goods and services (Wahba & McCormick 2003). 

Assaad (1997) applied an empirical analysis of Egypt’s labor market during the final 

years of the Employment Guarantee Scheme to show large differentials in wage rates, and 

high levels of unemployment among the university educated. Assad’s findings affirmed 

existing labor theories stating that government policies to enlarge the private sector generally 

increase unemployment and lower wages13

To summarize, the public sector has been quite instrumental in the Egyptian labor 

market. First, government policies—until recently—have resulted in the public sector 

absorbing much of the increasing labor force over the past forty years. Public sector 

employment accounted for more than 35 percent of non-agricultural employment in the 

1980s. Second, the guaranteed public sector employment scheme for graduates of secondary 

and higher educational institutions has led to a concentration of educated workers in 

government. Third, until the late 1990s, the public sector was overstaffed and inefficient, and 

government employment constituted a huge burden on government expenditure (Wahba & 

McCormick 2003). Furthermore, the growth of the private formal sector in job creation and 

absorption has been limited. Thus, it is quite practical that the government sought to 

. With new household panel data available and a 

major law promoting a more liberalized Egyptian economy, there is an excellent opportunity 

to analyze recent trends in the Egyptian labor market and the magnitude of the effects of 

government labor policies. 

                                                        
13 Assaad found that inflating public sector wages did not boost private sector 
employment or wages.  
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implement legislation that would curb public sector employment and increase private sector 

employment.  

  Economic Reform and Structural Adjustment Program (1991-1993): 

 Of course, Labor Law 12 was not the first labor reform attempted by the Egyptian 

government to lessen the role of the public sector as an employer. In response to a recession 

in the Egyptian economy during the late 1980s, along with massive fiscal and current account 

deficits, high inflation rates, negative interest rates, accumulated external debt and high open 

unemployment, the Egyptian government initiated the Economic Reform and Structural 

Adjustment Program (ERSAP) from 1991–1993 with the support of the World Bank, the 

International Monetary Fund (IMF), the African Development Bank (ADB) and other donors. 

The overall goals of the ERSAP were:  

1) To stabilize the economy by restoring macroeconomic balance and reducing inflation  

2) To stimulate medium and long term economic growth through structural adjustment  

3) To modify social policies in order to minimize transitory effects of economic reform 

on poor and vulnerable groups. 

The government of Egypt borrowed $50 million from the African Development Bank under 

the leadership of the World Bank for this program. In 2000 the African Development Bank 

released a report evaluating the project’s performance. Some highlights of the evaluation 

include real per capita GDP growth, decline in the inflation rate, a reduction in budget 

deficits and current account deficits, more simplified regulatory frameworks, and new 

economic agencies. Egypt also experienced growth in capacity building in both the public 

and private sectors during this period; however, this program did not result in a significant 

level of private sector labor growth (PPER 2000).   
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Wahba & McCormick (2003): 

In a 2003 study Dr. Jackline Wahba, Professor in Economics at the University of 

South Hampton, and Dr. Barry McCormick, Director of the Center for Health Service 

Economics and Organization at the University of Oxford, highlighted various dimensions 

of labor mobility in Egypt. The paper entitled “Migration and Mobility in the Egyptian 

Labor Market” studied the following three areas: i) the changing structure of internal 

migration ii) the influence of the public sector and privatization on the transformation 

of the Egyptian economy and iii) informalization of the labor market and mobility. This 

paper compared the mobility issues before and after the Economic Reform and 

Structural Adjustment Program of the 1990s.  

This study serves as a model for part I of my empirical analysis. The authors 

conclude that the transition statistics do not provide evidence of an increase in the mobility 

rates from the public to the private sector as a result of the reforms of the early 1990s. The 

transition rates from the public sector to the private sector actually decreased—almost 

halved—in the 90s compared to the 80s. The overall public-private sector mobility rates were 

4.8 percent in the 90s and 8.1% in the 80s. Furthermore, the study shows that transition rates 

from the public sector to non-participation increased in the 90s. The empirical evidence 

indicates that there has been an increase in the probability of withdrawal from the labor 

market by public sector workers. In short, the reforms reduced public sector employment 

through higher rates of early retirement; however, there is no evidence of significant labor 

reallocation during this adjustment period.  

Thus, although the project evaluation by the African Development Bank concludes 

that Egypt’s Economic Reform and Structural Adjustment Program was successful, this 

conclusion is not compatible with the conclusions of Wahba and McCormick (2003). This 

discrepancy may be clarified by the differing objectives of the two reports. The ADB focused 
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on increasing capacity building, institutions, and infrastructure. Furthermore, the Bank in this 

case is both the loaner to the Egyptian Government and the evaluator of the government’s 

reforms. The ADB measures success by a checklist of objectives such as compliance of the 

Egyptian government, timely payments of the loan, and completion of goals such as creating 

labor market institutions—rather than the effectiveness of new institutions. Wahba and 

McCormick, on the other hand, focus on the results of these reforms with respect to the 

makeup of the labor market. They conclude that these reforms did not increase mobility from 

the public to the private sector. Their findings do not suggest that these reforms caused these 

occurrences, however, they do show that the desired changes to the labor market—namely 

increased private sector employment, decreased public sector employment, and decreased 

unemployment—were not achieved. The approach and methodology of this paper serve as 

one of the primary bases for my analysis.  

 

The Impact of Labor Market Reforms on Informality in Egypt, Wahba 2009: 

 In this working paper, Wahba examines Labor Law 12 (2003), “which provides 

flexibility in the hiring and firing procedures because labor market inflexibility was seen as 

one of the obstacles to job creation in Egypt. The analysis focuses on the effect of the new 

law on formal employment (jobs with contracts) in the private non-agricultural regular wage 

sector” (Wahba 2009). Wahba explores two questions in this paper. First, she asks if the 

introduction of more flexible labor codes that facilitate the hiring and firing process lead to an 

increase in formal employment. Second, she asks how this law affects private sector non-

agricultural regular wage-workers. Wahba’s analysis assumes the target group of the labor 

law is private sector non-agricultural workers. She begins her paper by pointing out that over 

the last three decades new entrants to the labor market in Egypt have become more and more 
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likely to start their careers in the informal sector. This rate increased from 20% of new 

entrants in 1970 to 69% in 1998.  

Wahba found that informality has increased between 1998 and 2006 as a share of total 

employment and as a share of non-agricultural employment. The effects of the law are not 

significant for new entrants to the labor market looking for their first jobs, possibly because 

employers do not formalize the employment status of new entrants to the labor market. 

Within the group of private sector non-agricultural informal workers, the focus of the 

working paper, Wahba found that the proportion of regular wage-workers has increased by 

15% since 1998. Her findings suggest that informal employment is becoming increasingly 

dominated by regular wage-workers, not the self-employed. Furthermore, the author finds no 

evidence that the new law has had an effect on the proportion of jobs with contracts for 

private, non-agricultural regular wage-workers—most likely explained by trend towards the 

informal sector over the last 30 years.  

Limiting the analysis to those who were private non-agricultural regular wage-

workers in 1998, Wahba shows a positive trend suggesting there has been an increase in 

formality—defined simply as having a contract—for this group between 1998 and 2006. 

Among those already employed in the private, non-agricultural sector, evidence suggests the 

labor law had a positive impact on the likelihood of holding a job contract in 2006. Wahba 

finds that 8% of workers engaged in informal private non-agricultural employment in 1998 

have become formal private non-agricultural regular wage-workers in 2006. Of those that 

were not private, non-agricultural workers of any kind in 1998 (including students, house-

wives, non-wage workers, agricultural workers, and public sector workers) 4% have job 

contracts in 2006. Additionally, she finds that movers from informal to formal sector 

employment are predominately men (only 2% of women transition from informal to formal) 

and that informal employment is a stepping-stone for highly educated male workers and a 
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dead end for uneducated or female workers. Lastly, she finds that the growth of public sector 

employment is an important determinant of mobility into formal private non-agricultural 

regular wage work, and that workers in governorates with high public sector employment 

growth are less likely to move into formal private non-agriculture wage employment. In 

conclusion, her analysis suggests that labor flexibility does not significantly increase formal 

employment. Wahba suggests reducing social security contribution by employers and 

workers in order to reduce informalization.  

While my analysis does not focus on informal employment, Wahba’s study is still 

very pertinent as reducing informal employment is the mechanism by which Labor Law 12 

seeks to increase private sector employment. My analysis looks at movement of workers 

from the public sector to the private sector while Wahba focuses on movement from the 

informal sector to the formal private sector. Her conclusion that informal employment 

actually increases after Labor Law 12 comes into effect suggests that if private sector 

employment is increasing then it must be coming from new entrants to the labor market, the 

unemployed, or public sector workers. As it turns out, total unemployment did fall from 

11.7% in 1998 to 8.3% in 2006 (Assaad 2009). I will analyze movement of the other two 

groups in Section III.  

 

Section II:  

 

Given all the issues with the Egyptian labor force caused by over-reliance on the 

public sector, it is clear that change was necessary. In his speech at the Cato Institute in 2007, 

former Finance Minister Youssef Boutros Ghali stated “It is true we carry 5,000 years of 

practice of a centralized economy. . . . It is a feature of developing countries, it is a feature of 

administered economies and it is a feature that is not compatible with a market driven, liberal 
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open system” (Ghali 2007). Ghali went on to describe many of the reasons Egypt needs 

economic liberalization reforms such as the need to stop state corruption, improve the 

investment and business climate, and decrease unemployment and public sector employment 

levels. He sought to change the image of the government from a state that “preys upon its 

citizens to a state that supports them” (Ghali 2007). Ghali led this series of reforms by 

promoting change in the economy through dismantling much of the public sector. 

Additionally, he felt it was paramount to increase formal involvement in the economy by 

including all income groups.  He states: 

It is easier to reverse a market controlled by 2 people than by 5 people. Atomic competition is  
very hard to reverse and, therefore, the more you spread economic power about, the more you  
guarantee that people participate in your economy, be it on a social level, so that lower income  
groups have a stake in a functioning economy, as much as the higher income groups or so that  
those who live in the margin of economic activity, who are not registered, who don’t pay  
taxes, who don’t have medical insurance, etc. are included in the system. It is less likely to  
reverse the system when there are more people involved in the system14

 
.  

The Egyptian government, with Ghali at the forefront, sought to prioritize decreasing the role 

of the public sector, increasing the role of the private sector as an employer, and increasing 

formal involvement in the Egyptian economy. These agendas would serve as the basis for 

Labor Law 12.  

Labor Law 12 (2003): 
 
 Labor Law 12 was the first of the business and economic reforms implemented in the 

early 2000s. This law seeks to increase employment in the private sector while 

simultaneously improving job stability and the rights of employers and employees in the 

private sector. This law not only establishes new legislation but also redefines previous labor 

legislation as well. It reduces restrictions on hiring and firing workers in the private sector 

and increases the flexibility of contractual labor. This law provides comprehensive guidelines 

for the recruitment, hiring, compensation, and termination of employees. It also specifies the 

employees right to strike—a change from the status quo.  

                                                        
14 (Ghali 2007) 
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The law established more reliable contracts, as three copies must be made, one for the 

employer, the employee and the social insurance agency. Additionally, the law requires that 

fixed employment contracts have a maximum period of 5 years and limits probation periods 

to 3 months. It also requires employers to announce dismissal with 60 days’ notice. 

Furthermore, it allows private sector employers to renew a temporary contract without 

transforming it automatically into a permanent employment status, as was the case before. 

Layoffs can also be justified by difficult economic conditions. Workers who have been 

dismissed have the right to appeal. Lastly, employees have the right to stage a peaceful strike 

as long as it is announced and organized through their trade union organizations. The overall 

theme of labor law 12 is to reduce tedious regulations and increase transparency for the 

benefit of both the employer and the employee. 

 
Data15

 
: 

The analysis in this paper is based on the Egypt Labor Market Panel Survey data of 

2006 (ELMPS06), which is a follow-up survey to Egypt Labor Market Survey of 1998 

(ELMS98). Both surveys were carried out by the Economic Research Forum (ERF) in 

cooperation with the Egyptian Central Agency for Public Mobilization and Statistics 

(CAPMAS) – the main statistical agency of the Egyptian government. The ELMPS06 is the 

second round of what is intended to be a period longitudinal survey that tracks the labor 

market and demographic characteristics of the households and individuals interviewed in 

1998, any new households that might have formed as a result of splits from the original 

households, as well as a refresher sample of households to ensure that the data continue to be 

nationally representative.  

                                                        
15 For more information on the data set see (Barsoum 2006). The description of the data 
in this paper comes from The Egyptian Labor Market Revisited (Assaad 2009).  
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The fieldwork for ELMPS06 was carried out from January to March 2006. The final 

sample of 8,349 households is made up of 3,684 households from the original ELMS98 

survey, 2,167 new households that emerged from these households as a result of splits, and a 

refresher sample of 2,498 households. Of the 23,997 individuals interviewed in 1998, 17,357 

(72%) were successfully re-interviewed in 2006, forming a panel that is used for my analysis. 

The attrition that occurred in the original 1998 sample was mostly random in nature because 

it resulted from the loss of records containing identifying information for the 1998 

households at the CAPMAS.  

There are two distinct processes of attrition through which individuals interviewed in 

1998 could have been absent from the ELMPS 2006 sample. The first is if the entire 

household could not be located in 2006 and the second is when an individual who split from 

one of the successfully located households could not be found. The first type of attrition 

(Type 1) was mainly due to the loss of records between 1998 and 2006. To preserve the 

confidentiality of the respondents, the identifying records linking the name of the household 

head and other identifying information to the household serial numbers in the data were kept 

at CAPMAS. Some of these records were lost in the eight years spanning the two surveys, 

but luckily the process by which they were lost was almost entirely random, as Assaad (2009) 

demonstrates with analysis of attrition patterns of the panel sample.  

 Of the 1,115 households that could not be re-interviewed, 615 are due to loss of 

records and the remainder is made up of expected losses due to total relocation of the 

households, death of all household members, or refusal to participate in the survey. The 

questionnaire for the ELMPS06 is closely based on that used in the ELMS98 to ensure that 

the data is easily comparable over time.   

The surveys provide a rich source of information on labor market conditions of 

individuals. The surveys collect information on the characteristics of jobs such as on the 
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presence of legal job contract and social security coverage. This paper will make use of the 

panel nature of ELMPS06 and of data on the characteristics of first jobs, as well as of the rich 

retrospective information on previous employment characteristics.  

The panel data examine labor mobility patterns between 1998 and 2006. This enables 

me to compare the status and sector of an individual before the implementation of Labor Law 

12 in 2003 against his or her status and sector in 2006, the time of the second survey. It is 

important to note here that one of the problems with using two fixed dates is that it 

understates the number of movers—it does not take into account individuals who have moved 

more than once, or those who have moved but returned to their original status.  

 

Section III: Analysis Part I 

 

Mobility Patterns: 

 Considering that, along with high unemployment and informal employment, one of 

the most important issues with the Egyptian labor market is a relatively high level of public 

sector employment compared to the private sector, it is appropriate to examine sectoral 

mobility16

 3) Non-Participation. Because the differences do not affect my analysis, I combine the two 

types of public sector workers distinguished in the survey, namely “Government,” which 

includes local government, central government and public authorities, and “Public 

Enterprise,” which is made of publicly owned industries. In this study private sector workers 

include those who report themselves in the Egyptian Labor Market Panel Survey as part of 

the private sector, a joint venture, or foreign employment. The third category is “Non-

participation.” Because I would like to capture exits from the labor market by public sector 

. To examine sectoral mobility, I define three states: 1) Public 2) Private  

                                                        
16 Sectoral mobility refers to the movement of people from one sector to another.  
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workers, I use “Non-participation17

If Labor Law 12 is effective, mobility rates from the public to the private sector 

should increase. Furthermore, since this law applies to all groups equally, it is unclear which 

specific gender or age groups will benefit most from this initiative. This section seeks to 

answer this question by identifying among whom private sector employment has increased 

and among whom private sector employment has not changed or even decreased. 

” to include working age people who are unemployed, 

students, or out of the labor force (Wahba 1999).  

First, I examine whether there is any evidence of labor reallocation from the public to 

the private sector during the period following Labor Law 12, when the law should have 

started to take effect. Tables 1-10 show the sectoral transition rates from 1991-1998 and 

1998-2006 by gender and age group. Tables 1 and 2 show that the total transition rates from 

the public sector to the private sector have increased by more than 50% in the new 

millennium compared to the 90s. The overall public sector mobility rates were 7.6% in the 

period from 1998 – 2006 and 4.84% in the period from 1991 to 1998. This suggests that the 

law was effective in decreasing aggregate public sector employment and increasing aggregate 

private sector employment.  

Tables 3 - 6 show a significant increase in movers from the public to the private 

sector both among men and women in the 2000s compared to the 1990s. Among men this 

rate again increases by over 50% from 6.09% to 9.65%.  The increase among women workers 

is particularly noteworthy as it is a change from the decrease in movers that occurred from 

the 80s to the 90s. Even in the 90s, women had much lower mobility rates than men, 

indicating that women civil servants valued lifetime job security and the additional benefits 

                                                        
17 The conventional definition for unemployment refers to working age people who do 
not have a job and are actively seeking employment. I have expanded this category to 
include those of working age who are not working even if they are not actively seeking a 
job to account for a) the rates of departure from public sector employment and b) the 
lack of adequate job finding organizations. 
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they get as civil servants (see Assaad & Commander, 1996). Historically, women in Egypt 

have had fewer job opportunities and faced more discrimination, especially in the private 

sector. Thus, they tend to seek and remain in the public sector more so than men. Yet, Tables 

5 and 6 show that transition rates from the public to the private sector among women more 

than double after Labor Law 12 comes into effect. This pattern break suggests that this labor 

legislation is effectively transferring even marginalized groups from the public to the private 

sector.  

Tables 7 – 10 examine mobility rates from the public sector to the private sector by 

age groups. Transition rates increase for both young and experienced workers compared to 

the 90s18

Tables 9 and 10 reveal a much smaller increase among experienced workers—close to 

25%. This is to be expected as the wage structure in Egypt’s public sector is based on 

experience more so than merit. Thus, experienced workers have more of a wage incentive to 

remain in their jobs. These transition statistics provide evidence of an increase in the mobility 

rates from the public to the private sector for every category of public sector workers 

analyzed after Labor Law 12 came into effect. Specifically, the statistics suggest that women 

and young people felt more comfortable transitioning into the private sector than they did in 

the 1990s.  

. For younger workers, the mobility rate increased by nearly 68% from 5.02% to 

8.43%. This is a positive sign as it suggests that its is not only experienced workers that are 

acquiring the new non-wage benefits in the private sector because of Labor Law 12, but also 

younger entrants into the labor force.  

Labor Law 12 intended to serve two major purposes: 1) to reduce public sector 

employment and move it towards the private sector and 2) to reduce unemployment by 

                                                        
18 Note: experienced workers are defined as 35-60 in 1998 and young workers are defined as 
15-34 in the 1998. These age groups are used to emphasize the distinction between new 
entrants to the labor force and more experienced workers.  
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increasing private sector formal employment opportunities. The above analysis suggests that 

the first purpose may have been successful. Next, I examine the transition rates from the 

public sector to non-participation, from the private sector to non-participation, and from non-

participation to the private sector. I will identify if there are any patterns among non-

participants by comparing the intertemporal transition rates of these groups. 

In the 90s transition rates from the public sector to out of the labor force were 

drastically increasing because of government measures attempting to downsize the public 

sector through early retirement. Such early retirement incentives are no longer relevant. Thus, 

I would expect that the rate of more experienced workers moving from the public sector to 

out of the labor force would drop significantly compared to the 90s19. Tables 1 and 2 confirm 

this assumption as the total transition rate from the public sector to out of employment 

decreases from 11.34% to nearly 0%. The transition rate for experienced workers also 

decreases, though not as dramatically, from 18% to less than 15%. On the other hand, 

transition rates from the private sector to non-participation increase nearly three fold from the 

90s to the 2000s. This increase is not surprising since Labor Law 12 also eases the process of 

firing employees for private sector employers. While the data do not indicate whether these 

transitions are the result of job-termination or a voluntary departure from the labor force, the 

former option is a reasonable assumption considering that the primary driver of the increase 

in total transition rates to non-employment are women20. This may be further evidence of 

discrimination against women in the labor force21

                                                        
19 Although the group of workers at or near retirement age is only a subset of the 
experienced workers group, I still expect the change in retirement incentives to have an 
effect on the mobility patterns of this group as a whole. 

. Furthermore, while both experienced and 

younger workers have higher rates of transition from the private sector to non-participation in 

20 Among women, the rate of transition from private sector employment to non-
participation more than doubles from 24% to 59%. Among men this rate drops more 
than 10 fold from 9% to less than 1%.  
21 This paper will not discuss gender discrimination in the Egyptian labor force. For 
more information on this topic see (Assaad & El Hamidi 2009).  
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the 2000s compared to the 90s, this increase is higher among experienced workers than 

among younger workers. Thus, it appears Labor Law 12 has increased the rate of firing 

among women and experienced workers.  

 In addition, there are a few other points worth noting. In the 90s workers transitioned 

at a much higher rate from non-participation to the private sector compared to the public 

sector. This pattern becomes even greater in the 2000s. The private sector absorbs a much 

higher percentage of people who were non-participants at the end of the 90s than the public 

sector. In the 90s the private sector absorbed nearly double the amount of non-participants 

than the public sector absorbed. In the 2000s, the private sector absorbed seven times more 

non-participants than the public sector. Yet, more workers who began the 2000s as non-

participants remain non-participants at the end of the period compared to the 90s. Thus, 

although private sector employment is increasing among former non-participants relative to 

public sector employment—a goal of Labor Law 12—there is also a higher rate of non-

participants who remain non-participants compared to the 90s.    

Interestingly, tables 7 - 10 show that, although more young people move from non-

participation to the private sector relative to older people in the 2000s, the rate of the 

experienced moving from non-participation to the private sector has nearly doubled relative 

to the 90s, while the rate of young, non-participants entering the private sector has decreased. 

Furthermore, entrants from non-participation to the public sector are substantially lower for 

all age cohorts and genders. Thus, while young people entering the labor force for the first 

time have higher rates of entering both the public and the private sector relative to 

experienced individuals; this difference is decreasing relative to the 90s. Although 

experienced non-participants are not entering the labor force at higher rates than younger 

non-participants, they appear to be benefiting from Labor Law 12 more than the young in 
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receiving private sector jobs. Meanwhile both groups are experiencing fewer employment 

opportunities in the public sector.  

To summarize the main findings, Labor Law 12 appears to have led to more people of 

all age groups and genders moving from the public to the private sector.  Significantly more 

women are transitioning into the private sector from the public sector yet, at the same time, 

more women are entering non-participation form the private sector.  The rate of hiring 

experienced individuals into the private sector has nearly doubled relative to the 90s, but 

experienced workers are exiting the private sector to non-participation at double the rate of 

the 90s.  

 

Determinants of Public Sector Mobility22

 

: 

In the previous section I examined the mobility patterns into and out of the public 

sector and non-participation. In this section, I control for individual characteristics to ensure 

that the mobility patterns observed are not due to life cycle effects or the age and / or 

educational composition of the samples. I will do this first by studying the determinants of 

public-private sector mobility. This probability may be described as a logistic function of 

various socio-economic variables. This implies that the probability of an individual of type i 

moving from the public to the private sector is characterized by a vector Zi  

Pi = exp (β’ Zi) / (1 + exp (β’ Zi)) 

Where B’
j is a vector of parameters obtained by maximum likelihood estimation and Pi = 1 

for a public worker moving to the private sector and 0 for staying in the public sector. The 

dependent variable is the logit of the probability of moving. The factors sought to effect 

mobility are gender, age, education and region of work at the beginning of the period. A 

                                                        
22 This section follows the model employed by Wahba & McCormick (2003) to analyze 
structural adjustment and economic reforms in Egypt in the 1990s. 
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gender dummy is used. Five age groups dummies controlling for age at the beginning of the 

period, i.e. at 1991 or 1998, are included: 15-19, 20-29, 30-39, 40-49, 50-59 years old. 

Several different education levels are used: illiterate, read and write, less than intermediate, 

intermediate, above intermediate, university and higher. Finally, to control for the 

characteristics of the origin region in which the individual worked, six regional dummies are 

used: Greater Cairo, Alexandria & Canal Cities, Urban Lower, Urban Upper, Rural Lower 

and Rural Upper23

I estimate the probability of public-private sector mobility between 1998-2006 and 

compare this to the estimate of Wahba and McCormick (2003) in 1991-1998. The marginal 

effects of the estimates are given in Tables 11 and 12

.  

24

Men were more likely than women to move from the public to the private sector. 

However, the marginal effect of being male was greater in the 1990s than the 2000s. Workers 

between 15-19 and 30-39 were all more likely to move sectors than workers between ages 

20-29. This is very different from the 90s, when workers between 30-49 years old were less 

likely to move compared to workers between 20 – 29 years old. The marginal effect of the 

youngest age group, 15-19, was greater than all other age groups relative to workers between 

20 – 29 years old. Additionally, in the 2000s, the estimated coefficients on schooling appear 

to fall as the level of schooling increases. In the 1990s there was a negative correlation 

between education and the likelihood of public sector workers moving to the private sector 

and there was no distinct trend of the coefficients increasing or decreasing as schooling levels 

increase. In other words, the likelihood of moving into the private sector was higher for 

uneducated public sector workers in the 1990s. In the 2000s, workers from all education 

groups were more likely to move from the public sector to the private sector than the 

.   

                                                        
23 The omitted education group is illiterate, the omitted regional group is Greater Cairo, 
and the omitted age group is 20 – 29 years old.  
24 Note: Table 12 is taken directly from Wahba & McCormick (2003). Table 11 is based 
on my empirical analysis and follows the same model as Table 12.  
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illiterate; yet, among the educated, the likelihood of moving into the private sector was higher 

for public sector workers with low levels of educational attainment. These estimates suggest 

that educated workers, rather than uneducated workers as was the case in the 90s, have a 

higher probability of transitioning to the private sector. Since educated workers tend to have 

more employment options than uneducated workers, this analysis suggests that Labor Law 12 

was effective in improving the private sector as an employment option since workers with 

more employment options were more likely to migrate to the private sector.  

Before comparing the predicted probability of public sector workers moving into the 

private sector in the 1990s and 2000s, I allow for the possibility of exiting the public sector 

into the private sector or into non-participation, which again includes unemployment and out 

of the labor force. This analysis enables me to present a better picture of all the exit options 

facing public sector workers. I now examine the determinants of a public sector worker 

moving into the private sector, moving into non-participation, or staying in the public sector 

using a multinomial logit. I assume that Pi = 1 for a public sector worker moving to the 

private sector; Pi  = 2 for a public sector worker moving to non-participation; and Pi = 0 for a 

public sector worker who stays in the public sector. Table 13 displays the estimates. 

The determinants of moving from the public sector to the private sector were different 

from those of moving either from the public sector to the private sector or from the public 

sector to non-participation. First, male public workers were more likely to move to the 

private sector than females but less likely to move to non-participation. This was also true in 

the 1990s. Secondly, public workers between 20 – 29 years old were more likely to move to 

the private sector than public workers between 30 – 59 years old. While public workers 

between 50 – 59 years old were more likely to move out of the public sector to non-

participation compared to other workers. Public workers with no education were more likely 

than other workers to exit the public sector both to non-participation and to the private sector. 
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This last finding was also the case in the 1990s. Finally, public workers in Alexandria and the 

Canal Cities were the most mobile in the 2000s25

 To compare the 1990s to the 2000s, I examine the predicted probabilities. Figures 1.1 

– 1.3 show the predicted probabilities of public sector workers moving to the private sector

.  

26

Figure 1.1 shows that both men and women experience a rise in the predicted probability of 

exiting into the private sector. Women experience a much more dramatic rise than men, more 

than 3 times as high. This is consistent with the transition rates from the public to the private 

sector, which also showed a rise in mobility for both genders with women having a much 

more substantial increase. The predicted probabilities suggest the gap between men and 

women transitioning from the public to the private sector is narrowing. Examining the first 

difference effects, public sector men have a 3.84% higher probability of moving to the 

private sector than public sector women. In the 1990s the first difference was higher at 

4.51%.  

 

Figure 1.2 shows that both younger and experienced public sector workers experience 

a rise in the predicted probabilities of exiting into the private sector. However, while 

experienced workers experience a minimal increase in the predicted probability, younger 

workers’ predicted probability of transferring to the private sector more than doubles from 

the 1990s to the 2000s. Again, these findings are consistent with the transition rates observed 

in Tables 7 – 10. The predicted probabilities suggest the gap between experienced and 

younger workers transitioning from the public to the private sector is growing. Examining the 

second difference effects, young public sector workers have a 4.07% higher probability of 

moving to the private sector than do experienced workers. In the 1990s the second difference 

                                                        
25 In the 1990s study, public sector workers from Greater Cairo were the most mobile. 
26 Figures 1.1-1.3 and 2.1-2.3 refer to a representative individual: male, public sector 
worker, 20 – 29 years old with a university degree who works in Greater Cairo. 
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was substantially different. In fact, experienced public sector workers had a .08% higher 

probability of moving to the private sector than did younger workers.  

Figure 1.3 shows that public sector workers with high educational attainment 

experience a drop in the predicted probabilities of exiting into the private sector, while public 

sector workers with minimal or no education experience rises in the predicted probabilities of 

exiting into the private sector. Examining the third difference effects, it appears this gap in 

probabilities is increasing over time between the less educated and the higher educated. In the 

1990s public sector workers with no education had a 5.45% higher predicted probability of 

moving sectors than public sector workers with minimal education. These same, uneducated 

workers had a .74% higher predicted probability than public sector workers with higher 

education. In the 2000s these differences jump to 6.51% and 4.46% respectively. It appears 

as though Labor Law 12 has the strongest affect on those with low educational attainment27

 Fig 2.1 shows that the predicted probability of moving from the public sector to non-

participation rises for women and falls for men from the 1990s to 2000s. Fig 2.2 shows a 

slight rise in the predicted probability of moving from the public sector to non-participation 

for younger workers and a slight drop for experienced workers. Finally, fig. 2.3 shows a drop 

in the predicted probability of moving from the public sector to non-participation for workers 

of all educational statuses.  

.  

 
Section IV: Analysis Part II  
 

Earnings 

Section IV of this paper analyzes the earnings of public and private sector workers 

with a particular emphasis on movers and stayers from the public sector. This analysis takes 

advantage of the longitudinal aspect of the data by examining the earnings of workers in 1998 

                                                        
27 Mobility rates are highest among workers with low educational attainment, relative 
to workers with no educational attainment or high educational attainment. 
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and 2006. Although Labor Law 12 does not try to directly alter the earnings of workers, I 

predict the increase in formal employment in the private sector will lower private sector 

wages. This section will verify this hypothesis. Additionally, I will explore whether 

differences in wages among various groups of workers are driving movement of workers 

from sector to sector more so than the actual policies of Labor Law 12. 

 

Do Earnings Explain the Increase in Movers to the Private Sector? 

 In the above section on mobility patterns, my analysis determined that there was an 

increase in movers from the public to the private sector during the period in which Labor 

Law 12 comes into effect. This legislation is not necessarily the cause of this increase.  In this 

section I suggest that this new legislation is the most likely reason for the increase in movers 

from the public to the private sector. I suggest this by using two cross-section wage level 

regressions, similar to the procedure used by Jacob Mincer in “Union Effects: Wages, 

Turnover, and Job Training” (1981).  

To explore the existence of a net union premium, Mincer relates changes in wages to 

changes in union status of the same worker in longitudinal panels and by two cross-section 

wage level regressions. Mincer examines workers who move into and out of unions along 

with workers who remain in or out of unions. He estimates regressions of these various 

groups examining the log of their wages prior to moving or staying and after moving or 

staying as the dependent variable. The independent variables in this equation are 

“standardizing” variables and an additional dummy variable denoting whether the individual 

is a mover or a stayer. The focus of this model is on the dummy variable. The coefficient on 

the dummy variable of a mover to a union in the year prior to moving, for instance, estimates 

the wage of a prospective mover from a non-union to union job. The coefficient represents 
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the percentage change relative to the wage of the base group—in this case the base group is 

the nonunion stayer.  

Following the above procedure, I look at movers from the public sector in 1998 to the 

private sector in 2006. I model Mincer’s procedure to determine if movers from the public to 

the private sector had lower hourly wages in 1998 than stayers in the public sector. I examine 

the hourly wages of public sector workers before Labor Law 12 was enacted, comparing the 

wages of public sector workers who moved to the private sector with those who stayed in the 

public sector, while controlling for other variables. My dependent variable is the log of 

hourly earnings in 1998 and my independent variables are “standardizing” variables and a 

dummy variable for movers28

Thus, the regression takes on the following fit by least-squares:  

. The standardizing variables include a gender dummy variable 

that takes a value of 1 for men and 0 for women; a continuous variable representing age in 

2006; a continuous variable representing age squared in 2006; a dummy variable that takes a 

value of 1 if the individual’s highest educational attainment is below intermediate education 

and 0 if it is anything else; a dummy variable that takes a value of 1 if the individual’s highest 

educational attainment is intermediate education and 0 if it is anything else; a dummy 

variable that takes a value of 1 if the individual’s highest educational attainment is above 

intermediate education and 0 if it is anything else; and a dummy variable that takes a value of 

1 if the individual lives in an urban environment in 2006 and 0 for a rural environment. The 

mover dummy variable takes a value of 1 if an individual moves from the public to the 

private sector and takes a value of 0 if an individual is a stayer—a public sector worker in 

both 1998 and 2006.  

lnw(98) = µ + α.M(i) + γ.X(i, t) + ε(i,t) 

where lnw(98) = logarithm of nominal hourly earnings in 1998 

                                                        
28 Note: To prevent singularity a schooling category is omitted. This category is “No 
Education.”  
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M(i) = 1 if the individual moved from working in the public sector in 1998 to working  

            in the private sector in 2006. 

X(i, t) = other, “standardizing” characteristics of the individuals 

The coefficients from this regression are shown in Table 14. The coefficient of the mover 

dummy takes on the following value: 

 α = .0189 

se (.0476) 

The positive coefficient on the dummy variables for movers from the public to the private 

sector suggests people who moved from the public sector had a 2% greater wage in 1998 than 

those who did not move from the public sector. However, the coefficient is not statistically 

significant within a 10% confidence interval. This evidence does not suggest selective 

mobility: workers who moved sectors did not do so because they were receiving a lower 

wage than other public sector workers in 1998.   

Although the evidence does not suggest that public sector workers moved sectors 

because they earned lower hourly wages before moving, differences in earnings may still 

play a role in determining why workers moved sectors. I will explore whether earnings have 

changed for different groups in the public and the private sectors on account of this law.  

 

Changes in Public and Private Sector Earnings: 
 

Labor Law 12 does not alter the minimum wage, yet it may still have an effect on 

earnings. The intention of the law is to increase private sector employment and decrease 

public sector employment. The law attempts this by increasing formal employment in the 

private sector. If the law is successful, it will lead to greater demand for private sector 

employees because of the increased flexibility in hiring and firing them, and a larger supply 

of potential private sector employees because non-wage benefits and job security in the 
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private sector are starting to catch up to the levels of the public sector—i.e. informality is 

decreasing. Considering a rightward shift in the supply and demand of labor in the private 

sector, the equilibrium quantity of labor employed in the private sector should increase while 

the private sector wage may increase or decrease depending on the relative shifts of the 

demand and supply curves. However, with private sector employers now paying for 

benefits—a higher severance package, social security costs, potentially medical care costs, 

etc.—because of labor law 12, I hypothesize that the wages of private sector employees will 

decrease relative to public sector employees who do not face a change in their benefits. In 

fact, if more workers leave the public sector for the private sector (i.e. a leftward shift in the 

supply of labor in the public sector) then an increase in public sector wages is also expected, 

which would further increase the public-private wage differential. Graph 5 illustrates my 

predictions. It shows a rightward shift in the supply of labor curve and demand for labor 

curve in the private sector. In this graph, the shift in the supply of labor is large enough to 

lower the wage despite the shift in the demand for labor.   

According to the data, in 1998 the median hourly wage for public sector workers was 

1.35 Egyptian Pounds (EGP). In 2006, the nominal wage went up to 2.67 EGP, a 97.7% 

increase. Likewise, the median, nominal hourly wage for private sector workers went from 

1.14 EGP in 1998 to 1.88 EGP in 2006, a 64.9% increase.  The median hourly wage has 

increased more for public sector workers than private sector workers on the whole. Although 

private sector wages increased from 1998 to 2006, the rate of increase was still less than the 

growth rate of public sector wages in the same period. Furthermore, the wages reported here 

are nominal and do not take into account the increase in the inflation rate from 3.6% in 1998 

to 4.9% in 2006.29

                                                        
29 Inflation rates come from CIA World Factbook as of March 11 2010 

 Additionally, it is unclear to what extent private sector workers pay the 
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burden of the “tax30

Examining the wages of workers with a university degree or higher reveals a similar 

outcome. Public sector workers with a university degree in 1998 had a median hourly wage 

of 1.86 EGP and this increased to 3.31 EGP in 2006, an increase of 78%. Private sector 

workers with a university degree in 1998 had a median hourly wage of 1.70 EGP and this 

increased to 2.78 EGP, a 63.5% increase. The returns to a university degree or higher have 

increased for both sectors from 1998 to 2006, but they have increased more so for public 

sector workers than private sector workers.  

” and to what extent firms pay the incidence of the tax. The empirical 

evidence suggests that Labor Law 12 did confirm the predicted effect on public and private 

sector wages; yet, there are still other variables to consider.   

 Next, I look at the wages of public and private sector workers who have moved from 

sector to sector or stayed in their initial sector. By comparing these wages, I seek to 

determine if more experienced workers with a similar background—working in the public 

sector in 1998—face wage differentials. Table C compares the wages of workers who start 

their careers in the public sector in 1998 and remain in the public sector in 2006 to those who 

start in the public sector in 1998 and move to the private sector in 2006. Workers who stay in 

the public sector have a median hourly wage that is 40% more than workers who moved from 

the public sector to the private sector. Thus, the public sector worker in 1998 would have 

benefitted from remaining in his sector.  

Examining the same group, but with a university degree or higher, provides a 

different result. As Table C shows, public sector workers who have a university degree in 

1998 and remain in the public sector in 2006 actually have a median hourly wage that is 3.4% 

less than the median hourly wage of a worker who started in the public sector with a 

university degree in 1998 and moved to the private sector in 2006. Although, this decrease is 

                                                        
30 “Tax” refers to the effect of increasing non-wage benefits on wages. The firm is 
effectively paying a tax by providing new non-wage benefits to the employee.  
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quite minimal, it suggests that those with a college education who start their career in the 

public sector have more flexibility to choose employment sectors or that they are more 

desirable to private sector employers—and thus benefit from moving to the private sector. 

Having a university education increases a worker’s human capital stock such that he or she 

can increase his or her earnings based on more than just years of experience at a job. Only 

14% of movers from the public to the private sector had a university degree in 1998. Thus, 

the increased wage for these private sector employees does not necessarily contradict the 

prediction that private sector wages would fall because of Labor Law 12, as this is such a 

small fraction of movers.  

Interestingly, a private sector worker in 2006 has the same median hourly wage 

regardless of his or her sector in 199831. This happens to be the case for private sector 

workers who had university degrees in 1998 as well32

 

. This suggests that having sector 

experience is not as relevant for the private sector as it is for the public sector. This also 

suggests that the trend of increasing earnings simply by remaining in the same job is a public 

sector issue more than a private sector issue. Table F shows that public sector stayers have a 

40.3% higher median hourly wage than private sector stayers. However, private sector stayers 

with a university degree have a 3.5% higher wage than public sector stayers with a university 

degree. This implies that there is more potential for workers to increase their income in the 

private sector if they have both higher education and work experience.  

 

 

 

                                                        
31 This can be observed by looking at the median hourly wages in the second row of    
     Table B. 
32 This pattern is observed by looking at the wages in Table B.  
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Section V:  

Conclusion: 

 The results of the ELMPS 2006 indicate a broad improvement in labor market 

conditions in Egypt over the period spanning from 1998 to 2006. Employment to population 

ratios were up, the unemployment rate was down, and real wages and earnings increased. 

Employment grew at a rate of 4.6% per annum compared to the growth of the working-age 

population of 2.4% per annum. The unemployment rate fell from 11.7% in 1998 to 8.3% in 

2006. Median real hourly wages for wage and salary workers increased by 2.3 percent per 

annum over the period from 1998 to 2006. Even the share of public sector employment 

decreased from 39 to 30% of total employment over the period (Assaad 2009). 

To summarize my findings, Labor Law 12 appears to have led to more people of all 

age groups and genders moving from the public to the private sector. It appears as though the 

legislation—not lower earnings—is driving this transition. Women and younger workers, 

specifically, had major increases in sector mobility rates. Experienced workers also benefited 

from the law as they had higher transition rates into the private sector from non-participation. 

Workers with minimal education also had the highest increase in their probability of moving 

into the private sector. It appears that the law affected nearly all categories of working age 

people in a variety of ways. The evidence also showed that not everyone benefited from the 

legislation. For instance, women who were already employed in the private sector appear to 

be fired at higher rates then men because of the increased flexibility of firing employees in 

the private sector. Furthermore, unemployment and non-participation levels are still relatively 

high, the public sector still has nearly double the percentage of total employment as the U.S., 

and demographic trends suggest the growth of employment for both the public and private 

sectors will not keep up with the number of new entrants into the labor force every year 

unless there is substantial growth in employment opportunities.  
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As far as earnings, the data suggest that median public sector wages are still almost 

always higher than median private sector wages. Earnings are higher for every public sector 

group, with the exception of university graduates who have at least 8 years of work 

experience (i.e. people who worked in 1998 and 2006). Within this group earnings are higher 

in the private sector. The global financial crisis of 2007 may have kept wages down and 

furthered the unemployment problem since 2006. This should not be an excuse to roll back 

economic liberalization policies. By promoting private sector growth and a business friendly 

climate, more private enterprises will emerge in Egypt and foreign direct investment will 

increase. I believe this is the path the new government should take to improve Egypt’s labor 

market issues. Creating private sector growth will be more sustainable than any short-gain 

public sector employment promotion scheme. Egypt has learned that lesson before. It should 

not go down the same path that created many of the labor force problems it has today. 

Maintaining Labor Law 12 is a promising start to solving these problems and generating a 

positive outlook for Egypt’s growing population of new entrants into the labor force.  
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TABLE 11 
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TABLE 11 Continued  
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TABLE 1233

 
 

 

 
 

                                                        
33 This table is taken from (Wahba & McCormick 1998). The label “Table 5” refers to 
(Wahba & McCormick 1998). In this paper, this table will be referred to as Table 12. 
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TABLE 13 
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TABLE 14 
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GRAPH 5: Private Sector Labor Market 
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Earnings Tables A – F 
 

TABLE A 
 
 

Sector / Year Median Hourly Wage (EGP) 
Public 1998 1.35 
Private 1998 1.14 
Public 2006 2.67 
Private 2006 1.88 
Public 1998 (w/ Univ. degree or 
higher) 

1.86 

Private 1998 (w/ Univ. degree or 
higher) 

1.7 

Public 2006 (w/ Univ. degree or 
higher) 

3.31 

Private 2006 (w/ Univ. degree of 
higher) 

2.78 

 
 
 
 

TABLE B 
 
  

 

Sector / Year Public 1998 Private 1998 

Public 1998 3.03EGP 1.75EGP 

Private 2006 2.16EGP 2.16EGP 

Public 2006 (w/ Univ. 
degree or higher) 

3.72EGP 2.66EGP 

Private 2006 (w/ Univ. 
degree of higher) 

3.85EGP 3.85EGP 
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TABLE C 
 
 

Sector / Year Public 1998 

Public 2006 40.3% 

Private 2006 - 40.3% 

Public 2006 (w/ Univ. degree or 
higher) 

-3% 

Private 2006 (w/ Univ. degree or 
higher) 

3% 

 
 

 
TABLE D 

 
Sector / Year Private 1998 

Public 2006 23% 

Private 2006 - 23% 

Public 2006 (w/ Univ. degree or 
higher) 

45% 

Private 2006 (w/ Univ. degree or 
higher) 

-45% 
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TABLE E 
 
 

 
 
 

TABLE F 
 

 
 

Sector / Year Public 1998 Private 1998 

Public 1998 40.3% -23.4% 

Private 2006 23.4% -40.3% 

Public 2006 (w/ Univ. 
degree or higher) 

-3.5% -44.7% 

Private 2006 (w/ Univ. 
degree of higher) 

44.7% 3.5% 

Sector / Year 
 

Public 1998 Private 1998 

Public 2006 73.1% -73.1% 

Public 2006 
(w/ University Degree or 

Higher) 

39.8% - 39.8% 
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