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Private Sector Does
not Demand Enough

Skilled Labor

Mary Kawar and Zafiris Tzannatos

Executive Summary

Lebanon suffers from a 24% youth unemployment
rate, which hinders economic growth and the
formation of an inclusive society. Two major culprits
of youth unemployment are the inequality of the
educational system that affects labor supply, and
economic policies that affect labor demand.

This policy brief argues that high youth
unemployment rate is due to the weak demand for
skills by the private sector, which remains locked in
a low productivity and low-wage equilibrium. The
labor supply side only accounts for a small part of
the youth unemployment rate, as Lebanon still
produces more educated job seekers than the domestic
market needs.

To reduce unemployment, this brief recommends
that the government adopts a two-pronged approach:
One, it must increase education spending to improve
access to high-quality education as well as strengthen
linkages with employers; Two, it must improve
accountability, reduce rent-seeking opportunities,
and encourage high value-added activities by firms
through fiscal policies, requlatory reforms, better
infrastructure, and improved migration management.
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Labor Supply: The Education System is Fraught with
Inequalities

The learning outcomes of the educational system are, on average, relatively
high compared to other Arab countries. Still, primary school enrollment and
completion rates are low, due to the relative inaccessibility of quality education
and to low public expenditures. All of the above leads to large gaps in learning
outcomes and university enrollments between low - and high - income groups.
These factors have contributed to creating a large number of uneducated and
low-skilled workers, which is consequently encouraging employers to concentrate
on low value-added activities. Low-skill immigration further exacerbates this
problem.

Enrollment and completion rates are low in primary education
Net enrollment rates - the ratio of primary school age children who attend
school excluding late starters or grade repeaters - indicate that around 8% of
children of primary school age are not in school (figure 1). Thus almost one in
ten children today may remain uneducated for many decades into the future.
Lebanon’s relatively large pool of unskilled workers has its origins early in
the education system.

Figure 1

One in four Lebanese do not complete secondary education
(gross/net enrollment rates by gender 2010)
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Source UNESCO Institute of Statistics Database.

Furthermore, although most of those who complete primary education
proceed to secondary education, completion rates for primary education remain
quite low-more so for boys (71%) than for girls (75%). This further increases
the ratio of ill-equipped children for future employment to almost one in four.
Internationally conducted studies reveal that lack of education is strongly
related to the inter-generational transmission of poverty.
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The dominance of the private sector exacerbates regional differences
and income disparities

Primary education is precisely where the government can most actively prevent
inequalities from manifesting at an early stage of education. As much as 60%
of students in primary education are in private schools, 14% in NGO-managed
schools, and the rest in government-run schools (table 1). Thus, the private
sector plays a dominant role at the primary level. Nationwide, only 5% of
students who come from poor families attend private schools, as opposed to
66% of students from more socioeconomically advantaged families. Because
private schools are often better funded than public schools, the inability
of poorer students to access private education hinders their human capital
development, reduces productivity, and leads to social exclusion.

Table 1
Enrollments in private education exceed those in public education at all
levels (number of students by education level, 2009)

Level Public Private Private/Public (%)
Primary 125,945 335,774 267
Secondary 154,939 228,287 147
Tertiary 74,134 100,163 135

Source Central Administration of Statistics, and UNESCO Database.

Regional differences exist in relation to the public and private provision
of resources as well as family incomes. Overall, out of 1,000 students who
enter the first year of primary school, 75 obtain a baccalaureate without
repeating a year. This number is 161 for students living in Beirut, 40 for those
living in North Lebanon and 24 for those living in the Bega®. The number
rises to 224 for students from middle class families and falls to 27 students
for students from disadvantaged families. Nationally, this number comes to
only nine for students in public schools and 225 for students in private
schools. There clearly exist regional and income inequalities that contribute
to uneven opportunities for education and future employment.

Educational achievements mask wide inequalities

Beyond differences in the level of enrollments and also type of education
attended (public/private), academic performance is another key education
indicator. The average performance of Lebanese students is relatively high.
For example, in terms of mathematics, Lebanon is close to the world average
and ahead of all other Arab countries, including those with well-funded
education systems such as those in the GCC economies.
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Figure 2
Inequality in education outcomes is highest in Lebanon (% difference in
scores between students from the lowest and highest quintile, TIMSS, 2007)
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Source Djavad Salehi-Isfahani, Nadia Belhaj Hassine and Ragui Assaad, “Equality of Opportunity in
Education in the Middle East and North Africa,” Economic Research Forum, Cairo (2012).

However, the average good performance of Lebanese students masks an
important shortcoming: There is a substantial gap in learning outcomes
between students from better off families (and presumably in private schools)
and their relatively less fortunate counterparts. In Lebanon, the gap in
achievement between children coming from families at the top quintile (20%)
of the income distribution and those from the bottom quintile is the widest
among Arab countries (figure 2). This helps explain the duality in Lebanon'’s
workforce that consists, on the one hand, of highly skilled job seekers who
often emigrate and, on the other hand, of low-skilled job seekers who usually
remain in the country and are employed at low wages.

Mainly affluent students enroll in universities

Lebanon has long been considered a regional center for higher education,
possessing a significant number of high quality private universities. Indeed,
all but one university in Lebanon are private. The only public university, the
Lebanese University, accounts for approximately 75,000 university enrollments.
Adding to this figure, the nearly 100,000 students in private universities give
Lebanon the highest rate of university graduates in the Middle East. More than
half of Lebanese earn a post-secondary degree, which is more than double
the average for Arab countries. Nonetheless, the rate of enrollment for students
from more affluent families is also more than double that of students from
less privileged backgrounds. Thus, the effects of income disparities culminate
at the university level.
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Low public spending and high private spending accentuate
inequalities

Direct public expenditure on education in Lebanon of 1.8% of GDP is low
(figure 3). This is less than half of what other Arab states spend on education.
Additional public resources are indirectly channeled to education in the form
of employment benefits to government employees who then spend them on
private education. With such a low level of public expenditure dedicated to
the education system, the amount of highly skilled and specialized workers
will inevitably remain small.

Figure 3

Lebanon has the lowest public spending on education
(% of GDP, latest available year)
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Source World Bank Development Indicators (2012).

Private spending on education is high and far exceeds government
spending. Household spending on education exceeds 10% of the household’s
total expenditure and amounts to 9% of GDP. This makes up for low public
spending, but remains conditional on a family’s ability to pay. Private spending
does not necessarily serve the function of education as a public good and
accentuates inequalities in human development.

Public expenditure on education is not only low, but also highly dependent
on external donor funding. This brings to the fore not only the issue of policy
coherence in the advice given by donors, but also questions of the sustainability
of funding and the possibility of diverting objectives between Lebanon and
donors.
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Labor Demand: The Economy Has Low Appetite for
Skilled Labor

In addition to an education system that fails to sufficiently serve all of
Lebanon’s young people, the size and structure of the economy is problematic.
The Lebanese economy is small relative to the aspirations of Lebanese as
evidenced from high emigration rates. In addition, the structure of the economy
remains locked at low productivity, low value added, and low-wage equilibrium.
Specific factors contributing to a low level of labor demand and skills include
macroeconomic uncertainty, poor governance, corruption, and weak public
infrastructure including high costs of unreliable electricity supply (figure 4).
These factors reduce the scale of production and lead to lower demand for
labor and high unemployment.

Figure 4
Unreliable infrastructure imposes high costs to Lebanese companies
(% of firms reporting electricity as a major constraint)
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Source Rina Bhattacharya and Hirut Wolde, “Constraints on Growth in the MENA Region,”
IMF Working Paper (2010).

Output and employment are skewed to non-tradables

Since 1970, there has been a significant decline of the shares of agriculture
and industry in total employment. Services today account for more than 70%
of employment. Examining changes in relative productivity (the ratio of the
share of sectoral output in GDP to the share of employment in corresponding
sectors) indicates large gains for transport and telecommunications of 40%
since 1997 but significant declines in services by 13% and in industry by 17%.
In fact, the least skill-intensive sector is manufacturing, surpassing only
agriculture and construction.
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Thus, the structure of production is quite skewed towards the production
of non-tradables. Moreover, informality remains rampant. Self-employment
in non-agriculture accounts for a surprisingly large share of the Lebanese
labor force that is higher than most other Arab economies, all of which-except
the GCC economies-have lower per capita incomes than Lebanon. Thus, perhaps
Lebanon’s informal sector is not in desperate need of additional employment
opportunities.

Firms are not demanding skilled labor

Lebanese employers are the most vocal among those in other Arab countries to
complain about a “lack of skills.” However, results from various establishment
surveys suggest that Lebanese employers are not prepared to pay higher
wages for skills. In other words, “there is no demand for skills” rather than
“there are no skills.” As a result, the economy remains locked in a labor-
intensive, low-skill equilibrium.

According to a nationwide enterprise survey in 2010, the top five significant
constraints facing enterprises in Lebanon were political instability, electricity
supply, corruption, tax rates, and the cost of finance. “Skills and education
of available workers” came sixth, with nearly half (55%) of enterprises
identifying lack of skills as a constraint. However, this was up from the 38%
reported by a comparable 2005 survey, prior to the devastating 2006 Israeli
war. Had the 2005 trend continued, skills would have occupied practically
one of the lowest positions in 2010. Thus, Lebanon'’s persistent youth unem-
ployment must be mainly attributed to something other than the alleged
“lack of skills.”

Additional rankings of enterprise constraints are reported in another
survey undertaken in 2008, this time focusing on Beirut, where production
requirements might make skills even more important. However, once again,
the availability of skilled and educated workers was listed as an obstacle only
after electricity, corruption, macroeconomic uncertainty, and smuggling.
When asked to state what constrained their expansion, enterprises listed the
above factors and a lack of cash capital as more problematic than a lack of skills.

In terms of precisely which skills are lacking, technical and vocational
skills (the traditional focus of many training initiatives) seem to be of least
concern for enterprises. What enterprises value most are leadership, language,
analytical, and computer skills (figure 5). These are the skills that the general
education system must provide. Once established, deficiencies in these
areas cannot be sufficiently addressed with just some add-on training or
short courses.
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Figure 5
Soft skills are in short supply (types of training offered by companies, %)
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Source InfoPro, “The Labor Market: A Comprehensive Guide for Lebanon” (2008).

Lastly, Lebanese firms are not investing in training. Out of 142 countries
ranked in the World Economic Forum 2012 Index, Lebanese employers were
ranked 42 in terms of satisfaction with the education system but only 98t
in terms of their investment in employee development.

The educated are also unemployed

Despite the fact that many young and educated Lebanese emigrate and actual
employment is consequently dominated by older and less educated cohorts,
the profile of the labor market is an educated one. One fifth of Lebanese men
have a university degree. The corresponding figure for women is even higher,
with 40% of working women holding a university degree.

Thus, the profile of the unemployed suggests that Lebanon is in no short
supply of young and (over) qualified job seekers. In fact, the highest rates of
unemployment are observed at the secondary and university levels - 9.7%
and 11.1% respectively, although it is only 4.2% for those who are illiterate
(figure 6). Moreover, the situation seems to have become worse for educated
job seekers: for example, the unemployment rate for university graduates
increased from 6.1% in 1997 to 11.1% in 2007. And though it takes a
shorter period of time for university graduates to get their first job (still 1.5
years), the duration of unemployment of younger graduates (below the age
of 35) comes to 1.2 years, compared to 1.3 years for those with just a primary
education.
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Figure 6
The unemployment rate in Lebanon increases with education
(unemployment rates by education level, % in 2007)
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Source Central Administration of Statistics, “Household Living Conditions Survey” (2007).

All in all, Lebanon is a labor surplus economy at both ends. There is an
abundance of educated workers that makes Lebanon one of the top “exporting”
countries in the world and clearly ahead of other Arab states. There is also
an abundance of low-skilled labor comprised mainly of migrant workers and
Lebanese who did not complete basic education. Therefore, Lebanon’s small
labor market remains unable to accommodate its large number of employable
youth.

Figure 7

Lebanon has the highest emigration and skilled emigration rate
(emigration and skilled emigration rates in the Arab world, 2010 or latest)
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Policy Recommendations

A reduction of youth unemployment, and unemployment more generally
in Lebanon, would be required in order to increase the level and quality of
production that is hampered by the constraints mentioned in this policy brief.
From an economic point of view, the labor supply of educated youth and
eventually skilled workers is not an important constraint as evidenced both
from the relatively high, on average, performance of Lebanese students and
the high emigration rates of young and mainly educated Lebanese. From a
social point of view, much more attention should be paid to the less well-off
Lebanese youth who spend too little time in schools, receive low quality
education, underperform in examinations, and are ultimately left to compete
with migrant workers for low wages. Several policy directions can be recom-
mended to address these issues.

Improve the educational attainment through better access to quality
education
With respect to education, policies should aim to further improve the relatively
good performance of Lebanese students by paying attention to the duality
of the education system. More specifically, policies should aim to raise the
education attainment of those in the “bottom half” by increasing their access
to good quality education and by keeping them in the system longer. In broad
terms these policies should include:

m Reallocation in the first instance of public expenditures on education toward
areas that would benefit those in need rather than those who satisfy other
criteria (for example, education allowances paid only to employees in the
public sector);

m Increase in public spending on education that is low both by international
and regional standards for a high middle income country like Lebanon;

m Improvements in the linkages between the human development system and
the skill requirements of the local economy through greater participation
of employers in the management and financing of education and training.

Encourage high value added activities and reduce rent-seeking

opportunities

On the economic front, policies should encourage high value added activities

and reduce rent-seeking opportunities. Such policies range from macroeconomic

ones (for example, fiscal policies involving effective public spending and

fair revenue raising) to those affecting more directly individual sectors and

firms (for example, availability, costs and reliability of electricity and telecom-

munication services). In broad terms these policies include:

m Improved governance, better requlatory frameworks and reduction of
corruption;

m Effective provision of public goods including infrastructure, public transport,
electricity, water, and telecommunications;

m Management of immigration focusing on undocumented low-skilled workers.
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