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ABSTRACT 
 
Job creation is among the most important issue facing policy makers in Egypt. 
Despite increased economic growth in Egypt, unemployment is still high. This 
paper investigates whether economic growth in Egypt is job creation growth or 
jobless growth and investigates the sectors in which output growth generates 
more jobs. Also, the study analyzes structural change in Egypt and the effect of 
structural change on value added and employment in the Egyptian Economy. The 
paper used employment elasticity of growth to asses if the growth of the economy 
was able to create enough job opportunities or not. The paper concluded that 
economic growth in Egypt is jobless growth. Economic policies failed to decrease 
unemployment rates as they did not depend on labour intensive sector. Also, the 
paper analysis revealed that structural change in Egypt moved in the wrong 
direction from high to low productivity sectors. In order to reverse jobless growth 
in Egypt, the paper recommended that policy makers must enhance growth that 
targets employment creation; education system must be linked to labour market 
needs and implement strategy for SMEs development. 
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INTRODUCTION 
 
Okun (1962) was the first to recognize the relationship 
between economic growth and unemployment. This is 
known as Okun’s law. Okun’s law state that if Gross 
Domestic Product (GDP) increases, this will decrease 
unemployment. 

Some studies confirm this negative correlation between 
economic growth and unemployment, while other studies 
negate the existence of this relationship. Also, some 
studies showed lack or weakness of this relationship in 
developing countries. 

In this paper, we investigated the relationship between 
economic growth and unemployment in Egypt to assess 
whether economic growth in Egypt is job creation or 
jobless growth and investigate the sectors in which output 
growth generate more jobs. 

In addition, the study will analyze structural change in 
Egypt and the effect of structural change on value added 
and employment in the Egyptian economy.     

LITERATURE REVIEW 
 
Haider (2010) investigates that sectoral reallocation can 
explain the jobless growth in a developing country like 
Pakistan. Results indicate that the different measures show 
that the economy of Pakistan underwent structural change 
during periods of recession and recovery. It found that 
structural changes were more pronounced at the time of 
1991 recession than at the time of 2001 recession. This 
result is largely due to significant shifts in employment 
from agriculture towards service sectors. The finding of 
this paper revealed that all measures show that sectoral 
reallocation is one of the major causes of jobless growth in 
Pakistan. 

ElMahdi and Nawar (2014) investigate the pattern of 
structural transformation in Egypt analyzing structural 
change in micro and small enterprises. The study found 
that      in     economic    activities     such    as      Agriculture,  
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Figure 1: Economic growth in Egypt. Source: World Bank Data. 

 
 
construction, communication and community services, the 
“ within” effects such as capital injections and technology 
advancement played a relevant role in explaining their 
labor productivity growth. 

ElShamy (2016) in his study aimed at discussing the 
Egyptian structural transformation process and its impact 
on economic growth during 1983 to 2014. The study used 
the shift that shared decomposition technique. 

The study found that the employment and GDP growth 
rate fluctuate significantly and there is a strong 
relationship between the two series of employment and 
GDP growth rate. Also, they found that according to the 
labor productivity decomposition effect within was always 
greater than the total reallocation effect. 

Morsy (2015) in his paper aimed to identify the reasons 
why economic growth in Egypt failed to significantly 
reduce unemployment, lower poverty levels or raise the 
overall productivity. 

This study found that while there is large potential for 
productivity gains in the Egyptian Economy, a limited 
openness to trade, low diversification of exports and 
deficient access to finance prevented the country from 
witnessing structural shift of its labor force towards 
manufacturing and private services, locking at Egypt 
instead of a low value trap. 
 
 
Economic growth in Egypt 
 
The real GDP increased from 3.2% in 2002/2003 to 7.1% 
in 2007/2008. The figure indicates that real growth in GDP 
doubled more during the period 2002/2003 to 
2007/2008. This was as a result of the economic reform 
programs. These reforms targeted trade liberalization, 
acceleration of the privatization program, a new tax 
system and development in the banking system. 

A main characteristic of Egypt's growth performance has 
been the important role of investment as the main cause of 
growth. Both domestic and foreign investments increased 
over the period of the reform. Domestic investment 

increased by almost 60% during that period and this 
increase is attributed mainly to the private sector. 

Despite the reforms carried out by the government and 
years of growth during the first decade of the new 
Millennium, the fruits of this growth were not distributed 
evenly among the population in addition to the prevalence 
of corruption and social injustice. These factors, among 
others led to the 2011 Egyptian Revolution. After Egyptian 
Revolution, nearly all sectors of the economy negatively 
affected real GDP growth rate averaged 2.1% during 2011 
to 2014, but in 2015, GDP growth rate increased from 2.2 
to 4.2%, respectively. 

In fact, Egypt experienced uneven growth where periods 
of growth were unsustainable and further were not pro-
poor. Economic policies failed to cut unemployment and 
poverty rates as they did not depend on labor intensive 
techniques (loewe, 2013). 
 
 
Should we Increase economic growth or increase 
employment 
 
In general, most of the studies especially in developed 
countries confirm the relationship given by Okun (1962) 
that test the relationship between growth rates and 
unemployment. Okun (1962) states that if GDP grows 
rapidly the unemployment rate declines, but the results 
differ from one country to another. 

However, several studies showed lack or weakness of 
this relationship in developing countries (Mohamed, 
2015). So, while economic growth is good for job creation, 
it is important that growth occurs in sectors that have the 
potential to absorb labor at a large scale.   
 
 
Definition of Jobless growth 
 
Jobless growth means macro-economy experiences growth 
while maintaining or decreasing its level of employment 
(Figure 1).  Table 1 shows different combinations of output  



Journal of Business and Economic Management; Eman.         008 
 
 
 

Table 1: Combination of output and employment growth. 

 

                    I             IV 

High growth of employment and low growth of output 
High growth of output and employment (employment 

intensive growth) 

 

II               III 

Low growth of output and employment 
High growth of output with low growth of employment 

(jobless growth) 
 

Source: The challenge of jobless growth in developing countries, an analysis with cross country data and BIDS occasional 

paper series no 1: 3 (Islam, 2010). 

 
 
 

Table 2: Employment elasticity in Egypt. 

 

Year Employment growth GDP growth Employment elasticity 

2000 to 2005 4.5 3.9 1.15 

2005 to 2010 4.2 5.9 0.71 

2010 to 2014 1.2 2.7 0.44 
 

Source: Author calculations.  

 
 
and employment growth. Quadrant I represent high 
growth of employment and low growth of output while 
Quadrant IV represent high growth of output and 
employment called employment intensive growth. 
Quadrant III represents high growth of output with low 
growth of employment (jobless growth).  
 
 
Estimating employment elasticity of growth 
 
Employment elasticity of growth was measured to assess if 
the growth of the economy was able to create enough job 
opportunities or not. Two methodologies were generally 
used for calculation of employment elasticity. 
 
 
First method 
 
The first method is given as: 
 

 
 
Where: 
 
Є: is the percentage change in the number of employed 
persons to every percentage change in GDP; 
E: employment; 
Y: GDP. 

Second method 
 
An alternative way to compute the elasticity is to estimate 
a log linear regression equation between employment and 
GDP given as: 
 
Ln E = α + β Ln Y 

 
Elasticity equals the percentage change in employment 
associated with the percentage change in GDP by one 
percentage point. This is given as: 
 

β=    =  

 
 
Is growth in Egypt job creation growth or jobless 
growth? 

 
To determine whether growth in Egypt is job creation 
growth or jobless growth, we measured the employment 
intensity of economic growth by estimating employment 
elasticity to GDP at the national level (Table 2).  

At the national level, the estimated elasticity during the 
period (2010 to 2014) is 0.44 corresponding to an average 
positive employment growth (1.2) and an average positive 
GDP growth (2.7) 

Employment elasticity to GDP varies from one period to 
another, decreasing from (1.15) during the period (2000 to  



Journal of Business and Economic Management; Eman.         009 
 
 
 

Table 3: Employment elasticity by sector in Egypt. 
 

sector 

2000-2006 

 

2006-2012 

Employment 
growth 

Output 
growth 

Elasticity 
Employment 

growth 
Output 
growth 

Elasticity 

Agriculture 0.84 1.64 0.51 -4.5 2.77 -1.6 

Manufacturing and Mining 2.13 3.40 0.65 0.9 2.91 0.31 

construction 3.85 2.54 1.49 6.9 9.37 0.74 

Wholesale and retail trade 3.41 5.9 0.58 0.8 4.33 0.18 

Transportation, storage and ICT 3.96 3.50 1.10 4.3 4.70 0.91 

Social services 1.30 3.11 0.44 5.06 3.83 1.32 
 

Source: Author’ calculations based on CAPMAS LFSS data and Ministry of planning and follow up and Administrative reform. 

 
 
 
2005) to a value of (0.71) during the period (2005 to 
2010) and to (0.44) during the period (2010 to 2014). 
 
 
Sectorial employment elasticity 
 
Elasticity varies widely across sectors as the average 
elasticity of employment to GDP is low in agricultural 
sector. A number of other sectors like social services, 
transportation and storage and construction have high 
employment elasticity to GDP (Table 3). 

The lower elasticity in Agricultural sector could be 
explained by several reasons, first, the relative scarcity of 
agricultural lands. Lands in Delta and valley suffer from 
pressure of large numbers of workers on limited 
agricultural land. Thus, a one percent increase in the value 
added of the agricultural sector generated only a limited 
number of jobs. 

Secondly, agriculture in desert lands applies capital 
intensive production techniques due to reliance on 
dripping irrigation and machinery which does not create 
jobs (El Ehwany and El Megharbel, 2009).  

Investments are mainly allocated to those sectors with 
low employment intensity of growth. The distribution of 
investment by economic activity shows that the sectors 
with low employment elasticity receive the largest shares 
of investments, while the activities with the highest 
employment elasticity that can create more jobs such as 
constructions and social services receive lower shares of 
investment amounting to 1.11 and 5.77%, respectively in 
2014/2015.    
 
 
Causes of Jobless growth 
 
The labor intensity of small enterprises is higher than that 
of large firms, but are hindered by many serious challenges 
in Egypt which has limited their growth potential. The 
main obstacles facing SME’s in Egypt are: 
 
1) Poor access to finance and financial problems; 

2) Taxing systems: High estimation of taxes which may 
result in the deviation of the project activities away from 
the legal and official frames; 
3) Difficulties related to obtaining licenses and agreements 
which lead these activities to be in informal way; 
4) Marketing problems: weak links between SME’s and 
large enterprises. 
 
Although the manufacturing sector was the most 
employment intensive sector in Egypt, it did not become 
the engine of growth in Egypt (contributed to 38% of 
GDP). The manufacturing sector is one of the important 
sectors in various stages of development. This is due to its 
importance in achieving sustainable development and its 
ability to use resources efficiently way and develop human 
resource skills. Also, the manufacturing sector provides 
productive and permanent jobs and has important forward 
and backward linkages, which helps to link the national 
economy to international value chains (El Ehwany and El 
Megharbel, 2009). 
 
The population increases in a rapid way. However, the job 
opportunities cannot be created at the same proportion 
and as a result, a huge percentage of people remain 
unemployed. The population grew during the period (1994 
to 2014) by 46% from 60 million to about 88 million. 

According to CAPMAs, the labor force participation rate 
reached 48% in 2014 for the working age population (15 
to 64) and people in the working age population (15 to 64) 
around 62% of total population in 2014. Young people 
aged (15 to 24) account for nearly 22% of the Egyptian 
population. This makes significant pressure on the labor 
market with around 60,000 new entrants per year. This 
contributes to unemployment in Egypt. 
 
 
Structural change in Egypt 
 
Structural change mean changes in sectoral composition of 
the economy beginning with a rising share of 
manufacturing in output along with a simultaneous decline  
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Table 4: Employment and value added by sector in Egypt (1990-2014). 
 

Sectors 
Employment (%) 

 

Value added (%) 

1990 2000 2014 1990 2000 2014 

Agriculture 36 29.6 24 19.4 16.7 11.1 

Industry 23.9 24.6 28 28.6 33.2 39 

Services 40.1 45.8 48 52 50.1 49.9 

Total 100 100 100 100 100 100 
 

Source: World Bank Database. 

 
 

 
 

Figure 2: Agriculture’s role in the Egyptian economy (1995-2014). Source: World Bank Data.  

 
 
in the share of agriculture. 

Structural change is an important way for countries 
especially low income countries to increase their growth 
rates by increasing the productivity of labor by moving 
from traditional lower productivity sectors to higher 
productivity sectors (Morsy, 2014). 

Structural change is necessary for economic growth 
especially in developing countries, as most of these 
countries exhibit large productivity gaps across different 
economic sectors. Structural change results in more 
efficient allocation of economic resources (MCmillian and 
Rodrik, 2011). 

According to employment percentage, the importance of 
agriculture sector declined across the time. On the other 
hand, the importance of both industry and services sector 
increased across the time (Table 4). 

According to value added the importance of agriculture 
sector declined across the time. However, the importance 

of industry sector increased from 1990 to 2000 and from 
2000 to 2014. The importance of service sector is 
observed in the decrease from 1990 to 2000 and from 
2000 to 2014. There are economic structural changes in 
Egypt during the period (1990 to 2014). As the importance 
of agriculture sector declined across the time and the 
importance of industry and service sector increased since 
1990. 
 
 
Agricultural sector 
 
Agricultural sector still plays an important role in the 
Egyptian’s economy despite the decline in its relative 
importance in previous years (Figure 2). Agricultural value 
added as a share of Gross Domestic Product declined from 
17.1% in (1995 to 1999) to 12.3% during the period (2010 
to 2014).  Agricultural  exports  declined  from 5.6 in (2010  
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Figure 3: Industrial sector in Egypt (1995-2014). Source: World Bank Data. 

 
 

 
 

Figure 4: Service sector in Egypt during (1995 to 2014). Source: World Bank Data. 

 
 
to 2014) to 2.5% during the period (2010 to 2014). 

However, employment in agricultural sector as a share 
of total employment did not decline in the same way and 
amounted to almost 30% as percentage of total 
employment. Agriculture in Egypt is still labor intensive 
and play an important role for development especially for 
poverty, job creation and food security (Tellioglue and 
Andreas, 2017). 
Industrial sector 
 
The industrial sector employs approximately 22% of the 
labor force and contributes 38% of GDP. There are around 
26,000 formally registered industrial establishments 
employing about 2.4 million workers and around 1.5 
million workers in informal industrial establishment 
(Figure 3). 

Egypt has a range of industries, such as steel, electricity, 
oil extraction, chemicals, domestic goods and automobiles. 
The industrial sector witnessed major developments. 
However, a lot of challenges hinder these developments. 
The most important challenge facing this sector is the lack 
of technology. 
 
 
Service sector 
 
The service sector is the largest contributor to the 
Egyptian economy. The value added in service sector 
during the period (2010 to 2014) reached 49.6. Also, 
service sector offers almost 50% of total employment 
(Figure 4). The major service sector areas are 
construction, tourism, canal trade and administrative jobs. 
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Table 5: Decomposition of labor productivity growth in Egypt (2000-2012). 
 

Sector  Within effect Across effect 

Agriculture 0.7 -1.2 
Mining 17.3 -8.4 
Manufacturing 2.1 0.4 
Utilities -0.9 0.6 
Construction 1.1 2.1 
Trade, hotels and restaurants -2.3 0.5 
Transport, storage and communication 5 1.3 
Finance, insurance and real estate services -1.3 0.8 
Public, health and education services 6.1 -3.2 

 

Source: Author calculation based on GGDC sector database and labor force survey. 

 
 
Regarding trade, services contributed positively to the 

balance of payment. It improved the position of current 
account balance turning it into a surplus in times when 
merchandise trade deficit decreased. 

The service sector witnessed developments. However, 
this sector still suffers from several challenges like 
inefficient transportation, poor product design and 
inadequate and expensive sources of finance.  The 
evolution of labor productivity is decomposed into two 
effects, within effect and across effect (Table 5).    

The across effect (structural change) is the part of the 
labor productivity growth attributed to the reallocation of 
labor away from the least productive sectors in the 
economy towards more productive sectors, while the 
within effect is the part of the labor productivity growth 
attributed to technological improvement in an economic 
activity. 

By investigating the data earlier mentioned, results 
showed an annual average growth rate of aggregate labor 
productivity (20.7%). The main source of this growth is 
attributed to improvement in technology within sectors 
(27.8%) and negative contribution of structural change (-
7.1%). This mainly attributed to mining sector, which 
accounted for a negative contribution of structural change 
effect. However, the overall performance of the sector 
contributed positively to Aggregate productivity growth. 
 
 

How to reserve jobless growth phenomena 
  
Enhancing growth that targets employment creation 
 
Adopting a strategy of high and employment intensive 
growth and this does not mean that it will be at the 
expense of labor productivity. Investments must be 
allocated to sectors with high employment intensity of 
growth that can create more jobs to absorb the increasing 
numbers of new entrants to the labor market. 
 
 

Linking education reform to labor market needs 
 
A  recent  survey  by  the  International  labor  organization 

 
 (ILO) showed that 48% of Egyptian youth are working in 
jobs that do not match their education while 8.8% are 
overeducated and earn less than deserved; 39% are under-
educated which has an adverse effect on their productivity 
(Barsoum, 2014). 

Despite efforts to improve quality of education in Egypt 
and provide the students with the necessary skills and 
human capital, Egypt was ranked last out of 148 countries, 
in primary education quality in the Global competitiveness 
report (2013 to 2014) (Abdel, 2016). 
The education system in Egypt needs improvement 
through 3 main elements: 
 
1) Students must have a good environment for studying; 
2) Teachers have to be chosen carefully, have more 
training and a good salary; 
3) Curriculum must be replaced by new and improved 
subjects. 
 
Also, training needs to deliver the right skills to match the 
requirements of the labor market. Training is important in 
filling the gap between education outcomes and skills 
needed in the labor market. 
 
 
Implement strategy for SMEs development 
 
SMEs play an important role in the development of the 
Egyptian economy and providing job opportunities. 
Supporting SMEs creation and growth will contribute to 
better income distribution, employment generation and 
achieve sustainable inclusive economic growth. 
Government should support the role of SMEs in the 
Egyptian economy through: 
 
1) The government should attract the informal sector to 
join the formal sector by providing tax compliance and 
more privileges to aid the formal firms; 
2) To support the SMEs government should decentralize 
the procurement procedures; 
3) It   is   important   to   ensure that SMEs have access to a 
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wide range of financial products. 

 
 
CONCLUSION 
 
Despite increased economic growth in Egypt, 
unemployment is still high and as such job creation is 
among the most important issue facing policy makers in 
Egypt. In fact, Egypt experienced uneven growth as growth 
was not pro poor. Economic policies failed to cut 
unemployment rates as they did not depend on labor 
intensive sectors. 

Employment elasticity to GDP in Egypt varies from one 
period to another. It decreases from (1.15) during the 
period (2000 to 2005) to a value (0.71) during the period 
(2005 to 2010) and to (0.44) during the period (2010 to 
2014). 

Structural change can play an important role in 
employment by increasing the productivity of labor 
moving from traditional lower productivity sectors to 
higher productivity sectors. In Egypt, the analysis revealed 
that structural change moved in the wrong direction from 
high to low productive sectors. 

In order to reverse jobless growth in Egypt, policy 
makers must enhance growth that targets employment 
creation. Investments must be allocated to sectors with 
high employment intensity of growth that can create more 
jobs to absorb the increasing numbers of new entrants to 
the labor market. 

In addition, education must be linked to labor market 
needs. Training is important to fill the gap between 
education outcomes and labor market needs. As SMEs play 
an important role in providing job opportunities, policy 
makers must implement strategy for SMEs development.    
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