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ABSTRACT

Unemployment is one of the biggest challenges facing the Kingafo®audi Arabia,
especially among youth. The Saudi government embarked on a nation&b phenease
employment among nationals and decrease the number of foreign ftaber The
Saudization program did not yield the expected results, and effortsmaede to reform
the program in 2011 under the “Nitagat Program”. Despite enhancenentse
Saudization program, the analysis reveals that unemployment lerasned almost
stagnant throughout the past decade. The Saudi labor force isingrbg a rate equal to
the rate of employment among nationals, thus keeping unemploymenstag@ant. The
Saudi labor market suffers from number of distortions; chiefly; wlage differential
between nationals and non-nationals in the private sector, the wégerdial between
nationals in both private and public sectors, and decreased labor productitaig private
sector. Also, the reservation wage among Saudi-nationals is higio die@endency ratio
and the introduction of an unemployment benefit that is two-thirds riwu@t of the
national minimum wage. On the other side the cost of foreign laltbe market remains
low despite the introduction of measures to increase this cost otepsetor employers.
In addition, the education system has not catered to the neeus labor market, which
suffers a skill gap in demand and supply. The lack of vocationalearohital skills is
visible in the market, while a mismatch exists between higihecagion and labor market
needs. The dependence of the Saudization program on quota-based, legaitiotest
methods is proving to be a challenge, further attesting to the meely imore on a market
driven system. Unless the distortions in the labor market are sa@drrethe Saudization
efforts will remain stagnant, since these distortions aratioge an imperative for youth
unemployment.

Keywords: Saudi Arabia, Unemployment, Saudization, Nitagat Program, Labdketja
Youth, Wage Deferential, Reservation Wage, Labor Productivity, Laldarket
Segmentation, Education and Labor Market, Vocational and Technical Education.
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l. Introduction

Youth unemployment is one of the predicaments the Arab World is isgffeom;
it is @ main challenge that governments in the region need tarfac¢ime when youth
represent more than half the population of Arab societies. The éiddst and North
Africa (MENA) regions registered the highest youth unemploym@te among the
developing regions at 28.3 percent and 23.7 percent respectively (ILO, gOadyition,
the MENA region registered the highest labor force growth irathe world (Figure 1),
surpassing even sub-Saharan Africa (Saif & Abdul Khalek, 2011). Theefto meet such
unemployment challenge will have many implications; not leaghe political stability of
the countries as has been exposed by the Arab Spring wave in 201igllgsgiece two-
thirds of MENA population is under 30 years, which is twice the numb#reofame age
group in the United States. In general, the Arab World’s performance inethefanuman-
capital development has been weak, and while high-income Arab sgistemred lower
rates of unemployment in comparison to lower-income Arab st&asdi Arabia,
specifically; noted as the only exception of a high-income Arale stath a high
unemployment rate (UNDP, 2009).

In this respect, the Saudi government introduced a national job-ldmaliza
program, Saudization, with an aim to curb unemployment among Saudnaiati by
imposing a quota-based system that enforces the hiring of natiorthls private sector
and reducing the number of non-national workers in the labor force. The &&andimy is
bloated with foreign expatriates, especially in the privatdosevhere they represent a
rough 3:1 ratio against nationals. The ‘Saudization’ program sought teadecithe
number of non-national labor by means of enforceability through aeystem regime,
limiting work-permits for expatriates, and providing training greons for Saudi youth.
However, this program became a source of scrutiny in KSA as tméaruof foreign-
workers kept on increasing, while job-localization efforts remaistynant, further
attesting the challenge to attain the program’s declared goals autivdyg.

Both of Saudi Arabia’s five-year development plans; the Seventh (2000-2004) and
Eighth (2005-2009), targeted reducing the foreign labor-force in twnty while

1



decreasing unemployment among Saudi nationals.tietighout this period, the numk

of expatriates increased while unemployment ratesng nationals remained stagnant.

the other hand, KSA economy registered -growth levels and unecedented
government spending. In fact, the Saudi economy ax@ating jobs; however, these jc
went to nonkationals despite the stringent implementationhef $audization prograr

This in turn raises questions over the feasibiitythis program andhe imperatives the

lead to the continuous unemployment predicamentaaslly among youth; while takin

into account that the Saudi economy is not in reo@sand is actually creating jo

Figure 1. Labor Force Growth Rate in World Regions

Source: World Bank

Saudi intellectuals paid great attention to twaiéss arguing that they are the m
reasons behind the current predicament of unempaynkirst, number of scholars argt
that the poor quality of the educational sysiis behind depriving the Sat-nationals of
the needed talents to compete in an evolving glateket economy. Second, criticis
was paid to the culture of lavishness in which $godth dwells, reflecting on the lack
work ethics among Saudi youth athe propensity towards depending on rent see

from the state.

However, this has not been always the case. Fomgea (Vassiliev, 200C
presents facts that during the -oil boom era an actual Saudi working class exisin
late 1950s, twdhirds of Saudi employees ithe Saudi Arabia National Oil Compa
(ARAMCO) were skilled or ser-skilled Saudi workers, and in 1968aud-nationals
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represented 80 percent of ARAMCO’s employees. Further, atiestist the current
attitude among Saudi youth in which they look downward at menial labid¢ i actually
a new phenomenon that started after the prosperity of the oil-boom & mid-1970s,
and the creation of a rentier economic structure that helped golglithe sense of

receiving easy income rather than working hard to earn it.

Nevertheless, the issue of unemployment in Saudi Arabia could Hedrdta
number of different factors such as; the segmentation of the ladnetras witnessed in
the wage-deferential between nationals and non-nationals, lackopérptabor-laws
reform, lack of a market driven education system, delayed efforts to divérsigconomy,
and the structure of the economy itself. This research aigtis@tssing the nature of the
current unemployment challenge that Saudi Arabia faces, discubsirghortfalls of the
‘Saudization’ program, and hence arguing in favor of policies toald enhance the

government’s efforts to meet the stated unemployment challenge.



. Statement of the Problem

The Saudization program, which aimed throughout the previous decadevimepr
a solution to the unemployment problem in Saudi Arabia, becanoateocersial issue.
The debate over the program’s successes and failures to egttawni declared goals and
objectives raises many questions over whether the need arisdsvising new set of

policies to remedy the continuing unemployment predicament.

Research Objectives:

1. Analyze the ‘Saudization’ program and the reasons behind its csueo¢ss and
failure.

2. Explore alternative policies and remedies to achieve the program staked goa

Research Question:

To what extent the Saudization program throughout the previous decade does
provide a solution to unemployment in Saudi Arabia? Have the prograimedlttits own
declared goals and objectives? What are the alternative paiteprograms to achieve

the goals?

Investigative Questions:

- What are the evidences of success or failure regarding Saudization program?
- What factors affect Saudization in private sector? Doesysaliae of company or

educational level make a difference?
- How did Saudization perform across sectors of the economy?

- How the economy is transforming with Saudization?



[ll.  Background
Unemployment in Saudi Arabia

Saudi Arabia faces a high rate of unemployment, put at 37 penmcemgaSaudi
youth population in 2002 (Kabbani & Kothari, 2005), which was an alarmingefigur
although KSA government insisted on putting unemployment rate ahcrbO percent.
There are number of factors, which make up the composition of driveérafteet Saudi
Arabia and determine the nature of its current unemployment chall&irst, similar to
the rest of its Gulf States neighbors, Saudi Arabia is atiReState”; a country which
relies on external rents of its natural resources to genstatie revenue (Beblawi &
Luciani, 1987)and (Ali & Abdelatif, 2013)with oil accounting for 90 percehexports
and 45.8 percent of the GDP (World Bank, 2014). Second, unlike the rssCailf States
neighbors, Saudi Arabia is a large country (one-fourth the sizentinental USA) with a
population larger than the population of the rest of Gulf States combiied.Saudi

population witnessed 333 percent population growth over the past three decades.

The 1974 census puts the total population in Saudi Arabia at 7 million6vdth
million Saudi-nationals, while the 2010 census shows that the total poputetiched 27
million with around 18.5 million Saudi-nationals (CDSI, 2012). While alnY@spercent
of the Saudi population is under 30 years old, the country is furthéemtedl with a high
population growth rate estimated at around 3.3 percent/year throughquasthdecades
and only faltering to 2.15 percent/year recently. This meansnthaly Saudis are still
bound to enter the labor market as job seekers in the near futurpac8it of the Saudi
population is under 14 years of age as of 2012 (UNDESA, 2012). Moreover, some
forecasts state that while 70 percent of the Saudi population is 3dgears; with current
influx of males and females to the labor market; Saudi unemployment could redéelethe

of 50 percent within ten years (Ramady M. A., 2010).

The ‘rentier economy’ creates a vicious cycle where citizares no longer the
efficient factor of production and wealth creation in the economy, tugrréhe recipients
of wealth generated by the state/government through externgl ire this case oil
exportation. The rent from natural resources encourages unemployment,rnoinbe



scholarly works explored the concept of ‘Rentier States’ (Mahda9y0), (Delacroix,
1980), (Beblawi & Luciani, 1987),(Luciani, 1990)and (Ali & Abdelatif, 2018ktang
among many points how such a system tends to put the society iftatian of
unproductiveness and dependency on ‘external rents’ received tadrer‘income’
generated by productivity contributing to the economy, which regulteany negative

consequences; a phenomenon came to be known as the “oil curse”.

Other studies show that dependence on oil endowment results in curbirily grow
the non-oil sector and hinders diversification of the economy; thadinig the private
sector to become reliant on government stimulus expenditure (Elb&d@eib, 2010). In
addition, one of the negative consequences of this ‘oil curse’ is theecolt rent seeking
and political largesse, which results in the inefficient usdhef natural resources in
absence of strong state institutions (Elbadawi & Soto, 2012). Theiexpe of almost all
rentier states argues Karl (2004) illustrates that oil-leceldpment results in number of
negative consequences including among many; barriers to economifaiggon, high
unemployment rates and higher defense spending (Ali & Abdelatif, 28%3)ointed out
by Al-Sheikh and Erbas(2012); KSA is an example of how the ‘oilec@af$ects the labor

market.

While employment rate among Saudi nationals increased by 4.6 péncére
period of 2010-2012, unemployment rate increased by 8.5 percent to reastna rate of
12 percent among Saudi nationals with youth and females mostly edffeess
unemployment rates among them stands at 30 percent and 35 pespettively (IMF,
2013a). However, a statistical review by Flynn(2011) based on tikeab8audi dataset of
2008 concludes that out of a working-age Saudi population of 11.4 million (1%s) yea
only 4.08 million are in the labor force (3.4 million males and 657,000 &mnahd some
of 400,000 unemployed, which puts unemployment rate in KSA at 9.8 percesisefyre
24.9 percent among females and 6.9 percent among males. Yet, in 201Ruthe S
government introduced a new measure; unemployment benefit that prgoudeg job
seekers with a monthly allowance for a maximum period of one W#aen that measure
was launched Saudi officials expected 500,000 to sign, but instead 7asnmeany did,
almost 3.5 million (Knickmeyer, 2011). The introduction of this jobless ltefrefmed:



Hafiz Program) revealed that unemployment rate was more thger2ént of the labor
force; and that the Saudi economy must absorb around 400,000 new entrantflko the

market each year (Devaux, 2013).

In September 2002, the Saudi government announced that within 6 months Saudi-
nationals would replace foreign taxi drivers, representing 90 pevtéotial taxi drivers in
KSA. However, that deadline was not met, and later the governmentirased that the
process will be extended for another 3 years, yet, that deadlinenatagnet as
well(Janardhan, 2011). This along many other examples reveals tit@idins of the
current Saudi job-localization model to ignite the needed exponemtiplogment of
nationals. The current quota-based system reflects the linaipettity of the private sector
to absorb job seekers. This happens against a backdrop of high public sgatymeent
where 80 percent of all working Saudis have a government job, and 9 out of 10 jobs among
Saudis are in the public sector. The Saudi government is anplpyer, hence, the policy
of pushing private sector to share in carrying the burden of employtionals through
imposing quotas for hiring them. Nevertheless, the problem of cdropdietween both
sectors arise with public sector being more attractive to y&anglis due to better wages,

fringe benefits, job security, favorable working conditions and less working hours.

With a population increasing by around 500,000 a year, the Saudi government
needs higher job creation rates to absorb new entrants to the fodt.nTde participation
of Saudis in the labor force rose from 36 percent to 40 percent inribd p€2009-2013,
while a normal participation rate for an economy with the siz&audi Arabia is 65
percent (Sfakianakis, 2014a). Some estimates suggest that theeSandmy is losing
around SAR 60 billion in GDP output yearly due to unemployment, based oeratinge
estimates of a male-only 15 percent unemployment (Ramady M. A., 2010).

Economic Growth

Escaping the ‘rentier state’ syndrome is quite a challengeg she rentier model
by default continuous to feed the economy with benefits, making it siipeso break the
chain and create an atmosphere of economic incentives triggeriognangrowth

modalities rather than just receiving rent. The unemployment pireditt that KSA faces



cannot be attributed to slower economic activity, rather the natuies giroblem created
by this ‘rentier state syndrome’ is more structural and dgaebeyond the mere point of
economic growth. As a matter of fact, KSA witnessed an econoroistigrin the past
decade due to rising oil prices, which makes the region an excémm world trend in a

time when world economies suffered from an international economic crisis€Ryur

Figure 2: GDP Growth Rate, KSA and World, 2004 — 203

ikl kL

2004 | 2005 2006 200y 2008 2009 2010 2011 2012 20
H KSA 86 | 73| 56 6 84| 18| 7.4 8.6 58 3.8
World | 42 | 36| 4.1 4 15| -21 41 28 24 272
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Source: World Bank

KSA economic indicators for the period of 2007-2013 were showing posigjus s
(Table 1), in trade balance, current account balance, net foreigts,asspital formation
and real GDP growth, especially growth in private sector aepege of GDP, which
surpassed the growth of oil-sector as percentage of real GDP growth ageaifegare 3).

Figure 3: Growth in Saudi GDP Real 2007-2013
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Source: Ministry of Economy and Planning



Table 1: KSA Economic Indicators 2007 — 2013. (USD= SAR 3.75)

Gross Domestic Product-NominalSR hbillion)

Growth in GDP-Nominal (%)

GDP Real(1999 prices - SR billion)
Non-Oil Private Sector *
Non-Oil Government Sector *
Oil Sector *

Growth in GDP Real (%)
Growth in Private Sector (%)
Growth in Government Sector (%)
Growth in QOil Sector (%)

Gross Fixed Capital Formation
(1999 prices - SR hillion)

Growth in Gross Fixed Capital Formation (%)
GDP/Capita Total Population (SR Thousand)

Total Population-mid-year (Million persons)

Saudis
Non-Saudis

Total Employment (Thousand persons)
Saudis
Non-Saudis
Government Budget BalancgSR billion)
Revenues
Expenditures
Balance as % Share of GDP-Nominal
Merchandise Exports(fob - SR billion)
Oil (Crude & refined products)
Non-oil Exports
Non-oil Exports as % of GDP
Merchandise Imports (CIF - SR hillion)
Trade Balance (fob - SR billion)
As % Share of GDP-Nominal
Current Account Balance (SR hillion)
As % Share of GDP-Nominal
Crude Oil Production (Million barrels/day)
Average Price-Arabian Light (US$/barrel)
Official Foreign Assets - Net(SR billion)
Saudi Arabian Monetary Agency
Govt. Institutions & Independent Org.
Exchange Rate (SR/US$)
Money Supply M3 Growth (% change)

Inflation Rate (2007=100) % change
Saudi Share Price Index (1985 =1000Y

2007
1,558.8

10.4
899.6
541.2
141.8
207.3
6.0
11.7
1.9
-4.1

314.3

19.4
62.5

24.94

17.69
7.25

7,766.4
3,584.7
4,181.7
176.6
642.8
466.3
113
874.4
769.9
104.5
6.7
338.1
564.9
36.2
350.0
225
8.8
84.35
1,347.7
1,1285
219.2
3.750
196
5.0

11,038.7

Source: MEP - Achievements of the Development Plans 31ssue; CDSI - Labor Force Survey Bulletins; SAMA - Amual Report # 49,
and 2nd Quarterly Statistical Bulletin 2014. Notes: r r@ised, p preliminary; * based on by kind of economic activity 1/at year-end.

2008
1,949.2

25.0
975.4

603.1
145.2

216.1
8.4

114
2.4
4.3

361.9

151
75.6

25.79

18.12
7.67

7,956.8
3,678.6
4,278.2
580.9
1,101.0
520.1
29.8
1,175.5
1,053.9
121.6
6.2
431.8
795.1
40.8
496.2
255
9.2
6.0
1,888.1

1,642.3
245.8
3.750

17.6
6.1
4,803.0

2009
1,609.1

-17.4
993.3
633.5
1525
1971
18
5.0
5.0
-8.8

339.6

-6.2
60.4

26.66

18.54
8.12

8,148.0
3,837.9
4,310.1
-86.6
509.8
596.4
-5.4
721.1
611.5
109.6
6.8
358.3
394.6
245
78.6
4.9
8.2
59.47
1,777.6
0.62
573
3.750

10.7
41
6,121.8

2010 2011 2012 2013
1,9755 25107 27523 O0&
22.8 27.1 9.6 4o
1,067.1  1,1585 12259  1,2[4.3
696.2  9.74 794.0 839.4
162.9 175.9 185.3 190.4
197.4 221.9 2349 2.8
7.4 8.6 5.8 4.0
9.9 7.7 5.9 5/8
6.8 7.9 5.3 2b
0.2 12.4 5.8 -1jo
389.1 4383 446.3 46p.7
14.6 12.6 18 43
71.7 88.5 94.3 946
27.56 28.38 29.20 2999
18.97 19.41 19.84 20127
8.59 8.97 9.36 472
8,8349 99355  10,136.4 63407
3,955.2  4,1431  4,251.7 314X
4,879.7 5792458847  6,0034
87.7 291.1 374.1 18p.3
7416 1,178  1,247.4  1,1%6.4
653.9 826.7 8733 76.09
4.4 11.6 13.6 6|4
9418  1,367.6 14565  1,409.7
807.2  1,191.0  1,2656  1,207|1
134.6 176.6 191.0 202.7
6.8 7.0 69 7.2
400.7 493.4 583.5 630.7
576.4 917.8 924.6 836.2
29.2 36.6 33.6 2d.8
250.3 594.5 617.9 49 .4
12.7 23.7 22.4 117
8.2 9.3 9.8 9k
78.96 95.18 106.48  102.p1
1,9484 23346 27719 620
16515 2,007.1 24286 26818
296.9 3275 3433 3742
3.750  03.75 3.750 3.750
5.0 133 139 10.9
38 37 2.9 35
6,6208 6,417.7  6,801.2 5356
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During the & five-year development plan (2005-2009) the average total Saudi
revenues per year were around USD 200 billion. In 2010 the Saudi GDBSiag35
billion with a trade surplus of USD 154 billion and a budget surpludSid 109 billion
(SAMA, 2011). During the ' five-year development plan (2010-2014) the Saudi
government planned to invest USD 385 billion in infrastructure, health dndaton
projects, while enjoying a USD 644 billion worth of foreign reservg end of 2012, and
government’s deposits in the central bank amounting to USD 405 billion sespirey
around 56 percent of GDP end of 2012 (Devaux, 2013). Real GDP growth averaged
around 6.25 percent per annum during the period of 2008—-2012, making Saudi Arabia third
best behind China and India among the G20 member states (IMF, 2013a). @hethe
hand, the Saudi government’s solvency became stronger as public dedstsddcfrom
around 37 percent of GDP in 2005 to a low 2.7 percent in 2013.

Government spending was rising with an average of 10 percent anrarad
currently KSA has number of mega-projects with an average taghvef USD 784
billion underway or in pipeline (Citi Research, 2014). In Sum, KSA econenjgys a
sound position with enough capital to invest and a list of ongoing megzctsthat could

arguably create enough jobs in the market to absorb unemployment (Table 2)

Table 2: Examples of Mega-Projects in KSA. (USD Hibn)

Transport

Jazan, Abha, and Al Qasim Airports 10.7
King Abdulaziz International Airport 7.2
Saudi Land bridge Railway 7.0
Jeddah Monorail 5.6
Phase One Mecca Mass Rail Transit Project 5.3

Energy and Utility

16 Nuclear Reactors 100.0
Ras Al Zour Combined Desalination and Power Plant 5.0
Multi-effect Desalination Plant in Yanbu 4.3

Construction and Social Infrastructure

Grand Mosque Expansion in Mecca 21.3
Jubalil refinery scheme 20.0
University building projects 20.0

Source: Business Monitor International
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However, as Saif and Abdul Khalek(2011) noticed; unemployment in the MENA
region, in general, is structural in nature and not linked to cydictdrs; the link between
economic growth and job creation is weak because growth is excgs®ireht on oil
sector. In addition, Hertog (2013) argued that economic activity in KSAighly
dependent on the state budget, pointing out that the share of privtatersaages in GDP is

less than 10 percent compared to 40-50 percent in mature economies.

Although government spending is high as revealed by successive budgets
throughout the past decade, especially on the education sector whiabeslvaround 25
percent of the total budget appropriations throughout the period of 2004 -Pakke (
3),yet, the private sector in KSA remained dependent on foreign lBlhedatest census in
2010 showed that the total population reached 27 million, out of which aostillion
are foreign expatriates, and the rate of unemployment amongishenly 0.8 percent
(Kabbani & Kothari, 2005). According to the latest official figutee number of non-
Saudi population reached 9.36 million in 2012, compared to 6.15 million in 2004 (MEP,
2013). This exponential increase in number of expatriates is ai@hiet the goal of big

investment by the Saudi government in the educational sector.

Table 3: Total Expenditure on Education Sector thraugh Fiscal Years 2004-2014 (USD billion)

Total Percentage of total Percentage increase over
Fiscal Year Expenditure FY appropriations previous FY

2004 16.9 27 -

2005 18.7 25 10
2006 23.8 26 27
2007 25.7 25 8
2008 28 25 9
2009 32.6 26 16
2010 36.7 25 13
2011 40 26 8
2012 45 24 13
2013 54.4 25 21
2014 56 25 3

Source: Ministry of Finance
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The spending of this exponential investment in the education sectbpaa by
(Figure 4) is mostly appropriated for construction projects bbals, universities and
technical colleges. Investment in developing and improving educatioradutuims was
initiated under King Abdullah Project for General Education Dgwalent in addition to
number of other programs and plans (US-SABC, 2009), however, reportegregs of
such programs are not yet presented. Such investment in educatioddatably a long-

term strategy that does not answer to the nature of the current unemployment problem

Figure 4: Total Expenditure on Education Sector though Fiscal Years 2004- 2014

60
50
40
30
20 -
10 -
0 -

USD Billion

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

Source: Ministry of Finance

There is another downside to the continuous predicament of unemployment and
high dependence on foreign labor; according to the Saudi Arabian Monfsgancy
(SAMA) the value of remittances by foreign labor in 1985 wa®UBSL billion, which
represented around 10 percent of the GDP, and in 2007 remittances raachetd USD
16.2 billion, making Saudi Arabia the second largest country in term&noittance
outflow worldwide after the United States(Looney, 2004b). The cafstee outflow are
related to domestic policies of restrict ownership of propeltiegoreign expatriates in

KSA; forcing them to transfer assets abroad.

In 2012, KSA became the®3argest country in the world in terms of remittance
outflow with a value of USD 29.5 billion, which is double the valueittexh in 2002 of
USD 15.1 billion. Saudi was surpassed by both the United States and Rasgsctively,
however, the amount remitted in 2012 represented around 4.1 percent of &R m

Saudi ranked '8 country worldwide in terms of remittance outflow as share of GDP
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compared to both the U.S and Russia 0.3 and 1.6 percent remittance saBie @#orld
Bank, 2013).

Taecker (2003) argues that the if the money being remitted o#tSiflevas spent
domestically instead, it will have greater effects as Sap#iad more than expatriates on a
much wider basket of goods and services. According to his argumenéxplariate
domestic expenditure multiplier is 0.8 which means that for eSAfRy 1000 an expatriate
spends in the economy it produces SAR 450 in income through the circatmmey in
the economy. On the other hand, the expenditure multiplier for Saudi national is around 2.5
which means that each SAR 1000 spent by a Saudi generates ame&xtna of SAR
1500. Moreover, he argues that expatriates remit one-half ofitiseime, which implies
that they earned in 1999 around $28 billion, and by taking into account thesnliféein
expenditure multiplier between Saudis and foreign households, the notahlecost of

relying on foreign labor would be around $47 billion in that year.
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IV. Literature Review
Saudization Program

Saudization is defined as the replacement of the expatriate flato@ with a
trained and qualified local labor force in a planned manner (Al-H&887) by imposing
guotas on the private sector to hire more Saudis. The progrand slariag the Fourth
(1985-1990) and Fifth (1990-1995) five-year development plans when the government
called for Saudization (Al-Dosary & Rahman, 2005). However, the progras only
formalized during the Sixth development plan (1995-2000), which called for the
assimilation of 659,000 Saudis into workforce and the replacement of 319,0Q0at&pa
workers (Sadi & Al-Buraey, 2009). In general, the Saudization programsédoon 3 main
goals; first, to increase the employment of Saudi-nationdlseiprivate sector. Second, to
decrease the number of foreign workers in the private sectard, Ttoi recapture and

reinvest the income flowing out of the country through remittances (Looney, 2004b).
Accordingly there were number of steps which the Saudi government took;

* A ministerial decree no. 50 issued in 1995 calling on private compuaiiies
over 20 employees to reduce expatriate workers by a 5perceervesteyear, a
number that amounts to 150,000. In addition, penalties were set for non-
compliance, which included denial of access to governmental supporeaad fr
on renewal of new permit applications to hire foreign workers (Sadil-
Buraey, 2009).

e Also in the mid-1990s, the government created a job reservation pfoject
Saudi-nationals by banning the employment of expatriates in over 20
professions, mostly administrative jobs, and this ban increased toe&4 afr
work. Moreover, an increase in fees that deals with foreign tewnot was set,

channeling the money to special fund that aims at ‘nationalizing’ jobs.

e The Seventh five year development plan (2000-2005) called for ensuring
employment of 817,300 Saudis, 446,600 through Saudization of jobs and
328,700 through job creation. It also affirmed that Saudis should occupy 25
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percent of the jobs in the private sector, by setting a fixed quota for hiring Saudis

in the private sector at 30percent with different time target to each.secto

The Centennial Fund was established in 2004 with a budget of USD &hmill
taking an initiative with the Saudi Arabian General Investmenthdvity
(SAGIA) to promote job creation through SME’s. In January 2006, the
Centennial Fund aimed at helping young Saudi entrepreneurs dstaBls

projects, which would create more than 4,000 jobs during the next 5 years.

General Organization for Technical Education and Vocational Training
(GOTEVT) was expected to train 300,000 young Saudis in technical and
vocational areas within 3 years through its 75 institutions, which offers ex¢ensi
courses in many professions in different fields including industrpneerce and

agriculture (Al-Dosary & Rahman, 2005).

Human Resources Development Fund (HRDF) was set up in 1999 with a budget
of USD 1 billion to subsidize salaries of trainees and fresh gmgsoupon the
completion of their training programs. The HRDF supplies the prisattor

with 50 percent and 75 percent of the salary and training costudisSor two

years (Sadi & Al-Buraey, 2009).

Also, the government introduced a “Saudization Certificattiahadat Sau’ada

issued by MOL, which indicates a company’s compliance with stebkshed quota rate

of Saudization. This certificate has also been used as a methaditdrdnsactions

between the public and private sectors to those companies that conf@audization

regulations. ARAMCO, for example, restricted its contract dimgrto companies that

abide by Saudization quotas, precisely 50 percent for companies Betvices area, 35

percent for construction companies, and 60 percent for importers ameengy offices

(Al-Dosary & Rahman, 2005); similar approaches were applied bgrdiff ministries in

their contract awarding process.

In essence, the core features of the Saudization program wste:afiquota for

employing Saudi nationals in the private sector. Second, strebgirgponsorship system
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for non-nationals Kafee), which controls the mobility of expatriates by mandating the
consent of the employer before a foreign labor can move to anotigaay. Third, labor
laws favoring Saudi-nationals by putting restraints on firing tHémarth, reserving certain
jobs for Saudi nationals. Fifth, subsidizing on-job training for Saulbomeals through the
HRDF.

This approach by the Saudi government aimed to force the private secowtpart
of the responsibility and burden of training young Saudis and qualifigerg for the labor
market. Yet, consideration should be given to the fact that the pseeter admitted their
inability and lack of experience to train and supervise young Saoikevs (Winckler,
1997). This was revealed by the fact that; while the Sixth deveoppian (1995-2000)
called for replacing 319,000 jobs held by expatriates with Sauidinadd, what happened
in reality is that instead of reduction the number of foreign wockfamcreased by 58,400
(Looney, 2004b). Henceforth, the Saudization program registered lowoderate levels
of success (Niblock & Malik, 2007).

Such program that relies on interventionist measures through subsidees
regulations to incentivize the private sector to hire more Satidniass faltered because it
works at cross-purposes with other government initiatives, suekpasision in high-wage
public sector jobs (Looney, 2012). Moreover, as Mellahi(2007) noted; thegseator in
KSA adheres to the hard interventionist approach of the government hiihttoeigjuota-
based system, rather than Saudization resulting from a normatik@eppAccording to
(IMF, 2013b) the largest increase in employment of Saudi nationats iw areas
associated with and largely corresponds to the public sector, whileei construction
sector — for example — which witnessed the largest increagibs, relatively few jobs

went to Saudi nationals.

In 2011, KSA took on tackling its labor market problem and solving the
unemployment issue by reforming the Saudization program. A newployment benefit
program Hafiz) was introduced and provided unemployed citizens with a monthly
allowance of SAR 2,000. In addition, a new minimum wage of SAR 3,000 pethmont

(USD 800) was set for the public sector, which also catereddasfacto minimum wage
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for the Saudi-nationals in the private sector. In addition, the gowsringet out two new
policies. First, a campaign in 2013 against illegal foreignkeusr in the country; by
limiting their existence, the government sought to decreassuiby@y of foreign labor in
the market. In addition, about 5 million expatriates regularized Waak permits and stay

in the country, and about 1 million left or have been deported.

Second, and most importantly, a ministerial decree no. 4040 was issd 1
reforming the Saudization quota system, by setting a new prognamvn as Nitagat
(meaning:Bands or Rang@dy setting new employment quotas for hiring Saudis in the
private sector. This new programs combines incentives to hire Sasdi®ll as sanctions
in case of non-compliance. Incentives included more flexibility iaifpr labor mobility as
well as flexibility in issuing more working visas. Sanctions tlos other hand, included a
fee of SAR 2,400 (USD 640) per redundant expatriate worker and deprigétiemewing

work permit of expatriates.

The previous Saudization program divided the market into 11 activities] loase
which, different quotas for these activities were applied. The néagd®t program is more
custom-tailored to cater to the different circumstances of eammomic activity as well as
the size of companies. It abolished the mandatory 30 percent reguiréan Saudization
applicable to most entities in the previous system, and issuedaeiz&tion percentages
based on companies’ capabilities of employing Saudis and avaylaifilibcal talent for
such economic activity (Al-Hejailan, 2012). The new Nitagat progrdivides the
economic activities in the market into 45 activities, and the sfzbusinesses into 5
categories as follows; Conglomerates (3,000+ employees), Big @usp@00 — 2,999
employees), Medium Companies (50 — 499 employees), Small Comfafies 49
employees), and Micro Enterprises (9 employees or less).

Hence, under the new program there are a total of 225 (45 x Bodate under
which businesses in Saudi Arabia could fall on. With this scheme coespama classified
into four bands depending on their adherence to Saudization requiremetisirof
category. The bands are divided in a traffic light systerh piemium, green, yellow and

red bands. The first two represent compliance with the Saudizatipirement, and will
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receive benefits accordingly, while the last two are deemed aropi@ant and will be
subject to administrative sanctions and punitive measures, inclugearlg levy on each
extra expatriate worker above quota. Table 4 and Table 5 givesaplexof the different
Saudization requirements under the new program depending on theftgpgvity and

size of company; accordingly each company is placed in a bahddivasponds to its
status. Currently micro sized business (9 employees or lessgxampted on ‘grace
period’ from the Nitagat scheme but must employ at least one Satidnal. These
companies are placed in a white colored band. As revealed by both ttabl§audization
requirements for construction companies, for example, is muchhi@sshe Saudization

requirements for banking and financial institutions.

Table 4: Nitaqat Saudization requirements for Congtuction companies (Percent)

Business Size Red Yellow Green Platinurp
Small (10-49 0-1 2-4 5-20| >21
Medium (50-499) 0-1 2-5 6-15| >16
Large (500-2,999) 0-3 4-5 6-15| =>16
Conglomerates (3,000+ 0-4 5-6 7-13 =14

Source: Ministry of Labor

Table 5: Nitagat Saudization requirements table forFinancial Institutions (Percent)

Business Size Red Yellow Green Platinur
Small (10-49 0-9 10-29 30-79] =80
Medium (50-499) 0-19 20 — 49 50-9¢ >90
Large (500-2,999) 0-49 50 — 64 65-90 >90
Conglomerates(3,000+) 0-49 50 — 64 65-90 =90

Source: Ministry of Labor
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The main official reference regarding employment efforts BAKis the Saudi
Employment Strategy, issued by ministerial decree no. 260 in 2009stigtegy stated
vision is to provide adequate number of jobs with suitable wages to aBaarh job
seekers, providing jobs with high value-added, developing national manpower, and
developing Saudi human capital and raising productivity. To this endjrétegy outlines
number of overall objectives: first, controlling unemployment in thertsterm within 2
years, decreasing unemployment rate in the medium term wihigears, and realizing
competitive advantage for the national economy on the long terrmv@itb years (MOL,
2009), The summary of the overall strategy is laid down as in (bl€he full cost of
the strategy is not yet calculated, although it is estimaiedraund an initial annual
funding requirement of USD 4 billion (ILO and OECD, 2011).

Table 6: Summary of Saudi Employment Strategy, 2009

rates

Short Term Medium Term Long Term
(2 years) (3-5 years) (6-25 years)
Overall Objectives Realizing
c : Reducing the competitive
ontrolling
_ unemployment unemployment advanta_ge for
Interim Targets rate the national
economy
Increasing the
Realization of full Increasing peace of growth [ Realizing full
employment employment rates | in employment employment

Maintenance of durable
increase in national
manpower participation

Increasing
participation Rates

Increasing the

pace of growth

in participation
rates

Achieving the
highest possible
level of
participation
rate

Raising Saudi labor
productivity to match the
standards of productivity

in advanced economies

Increasing labor
productivity

Increasing pace
of growth in
labor
productivity

Reaching the
highest possible
level of labor
productivity
rate

Source: Ministry of Labor
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Labor-Market Distortion

There is no doubt that an interventionist policy by the governmethisraspect to
correct a deficient labor market, as a general policy, couleeheficial both socially and
economically. Yet the argument here is regarding the naturecbfiatervention and the
nature of such deficiency in the market. Fakeeh(2009) argued tHaadickzation program
is deficient as a policy, since, without a targeted logisticsagptication, it provides little
more than a short-term solution to unemployment. That is due to thindSaudization
as a policy targets the symptom, which is unemployment, rathefdbasing on the real
problem; that i€mployability Accordingly, employability refers to alignment of education
and labor market needs, and the lack of equipping Saudi youth with saftaesh@kills

needed for the job market.

In De Bel-Air(2014) account for migration trends in Saudi Arabéeds back the
historical reasons behind the disconnection of labor recruitmentrirarket needs, as the
1973 oil boom era triggered massive migration of unskilled and ser@eskheap labor to
cater to the massive infrastructure projects. Those migramnts bveught on short-term
contracts with no entitlement to social benefits and were usidnagst case as means of
distributing the wealth of oil-rent to citizens; who benefit frdmase migrants’ income or

even trade in labor visas.

In their study on sources of disconnect between growth and empioydad and
Abdul Khalek(2011) put forward number of points; first, reliance on oil asuace of
growth in the region since oil is very capital-intensive and ggesrfew jobs. Second, a
bloated oversized public sector, with high public sector wages asnpgge of GDP
(Table 7). Third, an underdeveloped private sector that is subjaatterous constraints.
Fourth, labor market inefficiencies such as mismatch between aduaad skills required
by the labor market, and lack of regulations that increases tyadmild flexibility in the

labor market.

According to Niblock and Malik(2007), a skilled, motivated and effectiaeds
labor, which the private sector needs, is not available, or dtneasufficient. Further

proposing the question: “Does the labor market provide the caliber atddreelded for a
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successful economic development, at rates of pay which are ctwepetiernationally?”

However, there is another side to the issue often missed. Non-nddiooahverage wage
in Saudi is 3.6 times less than nationals, the average wage ightmeis USD 266 per
month while the average wage of Saudis is USD 966 per month (Knickn2éyd ), and

this in turn affects the labor market by driving down overall waged distorts

competition between nationals and non-nationals. In its research, ldap @012) found

that nationals are paid 13 percent more than average markes;vpageng pressure on
private sector to comply with Saudization requirements.

Table 7: Public Sector Wages to GDP, Public to Pritae Sector Ratio (Percent)

. Government Wages Ratio of Public to
Region

Percent GDP Private Sector Workers

Africa 6.7 1.0

Asia 4.7 0.8

Europe and Central Asia 3.7 0.7

Source: World Bank

Analyzing the workforce in Saudi; Diwan and Girgis(2002) noticed ttatpublic
sector in Saudi Arabia hosts more than 27 percent of the Saudi veerkfbile the rate is
14 percent within OECD countries; this due to the security anddialabenefits provided
by the public sector against the private sector. One suggestiéorwatd to deal with this
imperative is to unify both sectors so as to encourage graduates to join the g@ctar, in
addition, providing job security in the private sector. Moreover, theint to the
deficiency in the labor market in terms of wage differentialveeth Saudis and non-
Saudis, with the average difference in wages reaching up to 86npeticus, making

expatriates more lucrative for hiring.



According to Hertog(2014c) The ratio of national to foreign wagethe GCC'’s
private sector is 2:1, and this gap persists when controlling ferdiypb and educational
background, this in addition to the sponsorship system which preventgnfaverkers
from moving to a new employer without the consent of the current oakesnnon-

national workers more attractive.

In the period between 2011 and 2013 the Saudi economy created 699,199 jobs for
both national and non-nationals, with an average growth of 6.6 percent (1@&btpate
of growth for Saudis). However, 43 percent of these jobs were in thec padxior
(Sfakianakis, 2014a). Moreover, 1.5 million of the 2 million jobs createtie last four
years went to non-Saudis (IMF, 2013a). On the other hand, Hertog(2013) poithist oot
2011, only less than 400,000 out of the 4 million expatriate-held-jobs pritrete sector
paid a wage more than USD 800, which equals the minimum wage det ggvernment
for Saudi nationals at SAR 3,000. This means that at the currentlipiggwaages level,
only very few positions and jobs Saudi nationals can apply to or congpetaufthermore,
Randeree(2012) notes that businesses find it difficult to retain $ayuoyees after they
have been trained as they are lured away by better paying c@mpace they have been
trained.

In 2011, Devaux(2013)argues that 844,000 Saudis were employed in the private
sector out of a pool of 4 million employable Saudis. Thus, assuming erseattor
employment grows at a rate of 10 percent per annum (vs. 11.3 percent in 2011) and that the
private sector maintains same structural profile of 11 percérdteriobs held by Saudi
nationals; then the private sector has an absorption capacity oB4/@90 nationals in
comparison to 400,000 new entrants to the job market each year. This,irettgals the
need to go beyond the standard measures of relying on naturahgeates of the job
market. However, the quota system for hiring nationals put fortihd Saudi government
had limited results up until 2011. The issue is not only reliant on je&ation,
Abouraia(2014) argues that most unemployed Saudis are unemploykdid® €ince jobs
offered are not up to their expectation of wage and job satisfaction.
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In his paper Kabli(2013) reviews the historical development of thediSabor
market that led to the current deficiencies, pointing out that irpéhned of 1974-1984
most expatriates were highly-skilled labor from developed courdrigemporary project
assignments. However, after the oil-boom era, local companiekdesn cheap labor
from developing countries, and the labor market depended on unskilleco&iwabor,
thus, creating the deficiency in the labor market as it bedaanger for nationals to

compete with non-nationals who were willing to work long hours for a lesser wage.

According to Al-Dosary(2004) there are 17 factors behind low participaates of
Saudi nationals in the private sector, including factors pertaittinigoth labor market
deficiencies and education gap; such as language skills and lower wages. Orrthid@the
Mellahi and Wood(2001) argued that there are four reasons behind private sectoraesist
to Saudization, chiefly, labor cost and inability of Saudis to integrata multicultural

work environment.

Forstenlechner and Rutledge(2010) argue that the abundance of cheap and highly
elastic labor created less motivation among businesses for nmergsin labor saving
technologies, and hence, less incentive to hire nationals whose wagbkglzer. The
mostly cheap and unskilled labor catered to rising standard ofy lfeinnationals but in
return affected employment and productivity among nationals due imttalance created

by huge dependency on expatriate workers.

According to Shediac and Samman(2010) the GDP contribution per empioyee
GCC is around USD 41,600 in comparison to Norway USD 128,695, another oil producing
country. They point out that the unemployment problem in the GCC cousiigies from
set of structural problems, chiefly; the structure of the ecgndime education system and
labor policies. Such problems need a holistic approach to deal witltjadgpsolving the

disparity in labor market through new regulations.

Examining labor market policies that are likely to expand hiringonals in GCC
countries Fasano and Goyal(2004) found that an effective laborgstistteuld focus on
investment in human capital and institutional reform, in additiondatitrg a vibrant non-

oil sector, proposing number of solutions and policies to mitigateuent problem of
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unemployment among nationals. Such solutions include; increasing théverel
attractiveness of national employment in the private sectoethycing wage deferential
between public and private sector, leveling the playing-fielddaducing disparities in
labor mobility between nationals and non-nationals, increasingethed skills, facilitating

improvement in productivity through investments in capital, and using pnd market-

based intervention rather than quantity-based system through quotas as done.currently

Due to the wage deferential between national and non-national labor2a&i(
points out that some companies resorted to hiring unskilled and unqualdigdi- S
nationals just to fulfill the quota requirement on the assumptiorthibgtwill not perform
real work; such activity might be harmful to the economy on the long-termteld@dpeing

a practice that conforms with Saudization requirements.

The issue of national labor productivity was reiterated by Alh&2@ddlib),
concluding that new labor laws of the Saudization program will dneges upward,
however, with more Saudis entering the labor force there will dle of decreasing

productivity due to shrinking foreign labor force.

Discussing the likely economic costs and burdens on private sectotHeoquota-
based system, Ramady(2013) points out that such system might iresiodtrming
economic growth as the dependence on the private sector irscneasféorts to diversify
the economy away from oil and gas. This point was further stresgePeck(2014),
mentioning that while compliance with the quota system was highcdkis were also
significant as 11,000 firms had to shut down, and exit rate of companresised by 50
percent, in addition to decreasing total employment among surviemg@anies with total

employment decreasing by around 418,000.

Examining the labor market and the constraints on implementing tigiz&aon
program, Mahdi and Barrirntos(2003) showed for instance that; while Saweis
concentrated in sectors such as defense and education, the expati&ztedi Arabia are
concentrated in most of the other sectors in the economy such asuctosir
manufacturing, wholesale and retails. They point in their studystamiportance of career

development for Saudis in order to trigger effects of job-localization.
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Labor market nationalization, points out Hertog(2012) has happened rtimstiat”
through quotas and prohibitions; leading to rule avoidance and illegaicpsatistead of
genuine national employment. He further points out that labor msggetentation makes
large-scale job creation unattainable, since wage differentibdgebe nationals and non-
nationals is large, and higher national labor mobility and lalgirtgi makes them less
attractive for employment. Concluding that a “labor markeitast)y based on prices rather
than on administrative intervention, can re-integrate public and @r&bbr markets, and
sustainably increase productivity in both” arguing for increasing aiomal labor prices

and internally liberalizing the labor market.

Identifying number of tension points in the Saudi labor market Alkbhaind
Erbas(2013) mention that wage differentials lowers the competiisesfeéSaudi-nationals
in the private sector, while rigid foreign labor mobility distottte market. They also
mention that numbers of foreign workers could be adjusted to cyclical demands and marke
conditions, on contrary the Saudi population is growing rapidly. Concludinghthamain
distortion in the labor market has been the lack of sustainalmliprivate sector wages,
which has declined sharply in recent years while public sectgesviacreased, creating a

distortion that results in high unemployment among nationals.

Additionally, Mahdi (2000) studied the structure of labor market in Saualbia,;
concluding that inequality in the application of the labor regulationsdaet national and
non-national workers has distorted the labor market and createdh@ositof monopsony,
also arguing that Saudization of the labor market could be suctgsgiplied to white-
collar employment, but that it will prove a challenge in blueacamployment, especially
in case of dirty and hazardous work. This last point constitutessanteal part of the issue
of reducing unemployment in Saudi Arabia since most jobs held bigrioveorkers are
concentrated in the blue-collar segment. Pointing out that in 1998 arouperc&ht of
Saudi male job seekers refused a chance to work in the private dae to low wage
levels, and 47 percent refused such chance due to poorer working conzbigpered to
public sector.
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Finally, Achoui(2009)review of formal Saudi documents shows that Sauds fac
number of challenges in its economy, mainly; high dependence on oil, high demendenc
foreign labor, low rate of female participation in employment amakwnlink between
education system output and the needs of economic sectors. And whilevdrangent
embarked on number of human resource development, the study shows that thesesprogram

are not developed functionally or structurally in SMEs.

Different studies show that the issue of unemployment in Sauabi@requires
further investigation and study; Al-Dosary, Rahman, and Aina(200@)tate need for
comprehensive data on the nature and magnitude of unemployment in Saddition to
the need for adequate consultation with all stakeholders includingyittate sector. They
point out that data is not shared between fragmented government agenther, there is
lack of cooperation between government and private sector asepodice set without

consultation with stakeholders.

The general issues with Saudi labor market requiring reforms stenmarized by
(IMF, 2013). First, the need to reform education and raise labor pratycas well as
increasing vocational and technical training and decreasingnibmatch between the
educational system and labor market demands. Second, making emgloyo&s to hire
Saudi-nationals more effective. Third, tackling issues pertainingatbor | mobility of
foreign workers and reforming the sponsorship system. Fourth, amentorgnharket
policies and unemployment benefits to Saudi-nationals including tragmmograms. Fifth,
capitalizing on wage subsidies to nationals and solving wage diffals in the labor

market.

Education and Labor-Market

In his Thesis, Goetz (2003) regards demographics as the first mogdtuhreat to
Saudi Arabia due to high population growth coupled with stress on the ecémmomiyigh
unemployment rates. He also mentions the need to reform and tgstrtie education
system in order to meet this challenge. Discussing this depiagrachallenge
Forstenlechner and Rutledge(2011) point out that the ratio of national to mamahat

workers, with non-Saudis currently making up half the workforcéencountry, creates a
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‘demographic imbalance’. Further stating that; the cost of magrasi becoming visible in

terms of productivity, as Saudis are less productive today than the 1990s.

Directing attention to the risks of political implosion if the onptoyment challenge
is not met; Bremmer(2004) stresses the need for an educaremrgi and reforming the
education system in Saudi Arabia in order to succeed in the longd¢éyrms and create a
needed knowledge-based society. Studies by Hertog(2012) and Al-Dasaty
Rahman(2005) revealed a preference in employers to hire non-natsimed¢s Saudi-
nationals are perceived as inexperienced and less productive, artdigha¢nd persist
even if wage differentials decreased, and thus, companies wilhmalgaudi-nationals up

to the required quota since they are less desirable.

Education reform is one of the recurring issues correlated toctinlenge of
unemployment in KSA. Currently, 78 percent of female job seekex university degree
holders, Bosbait and Wilson(2005) concludes that education in Saudi Araliandbe
appear to equip youth for employment. Additionally, Bagadir, Patric, Burns(2011)
present evidence that a skill gap still exists between natiandlsion-nationals especially
in areas of vocational skills, Showing that vocational education fails to provigiesSeith
sufficient skills and training needed for the market, and hightighthat the gap centers

around three factors: work ethics, specialized knowledge and generic skills.

Concluding from research that some school graduates in KSA ane bedsonable
level to continue university education; Alzu'be(2012) stresses the meeagfdrm
curriculums and teaching methods, in addition to investing in studenintgfaiAlso, he
points out the existence of a gap between university outputs anatnmedds; which
requires balancing. A point which Sadi and Al-Buraey(2009) asasrnigell, pointing out
the “marked imbalance between labor market requirements and iedatadirovisions,
which is suggested by the graduation statistics for 2001” as oveer@@np of Saudi
university graduates that year were in the social scienodsaa disciplines, while
graduates in medicine and other health related subjects comprise@ qdscent, the
reminder 6.4 percent, 2.7 percent and 0.8 percent were in natural scamgresering and
hospitality and tourism respectively. This point was further sttebyg (JCCI, 2005) which
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called for linking acceptance in universities with needs of laborkehaincreasing
vocational and technical training and balancing quantity and quality fieredit

educational levels.

In his paper, Kabli(2013) points out that due to the historical develupaiethe
labor market; the educational system failed in managing to wapehe change in order
to develop the productivity of the local labor. Thus, for example, idstéaducating a
national farmer on modern methods of farming with introduction of automatnd
mechanization; the state relied on importing low-paid unskilled labor to fill in the bap. T
resulted in stagnating productivity while the competition betweeromatand non-
national labor pushed Saudis outside the job market and led to unemplogntent
ballooning the public sector. This in turn, led to increasing demandgherheducation
certificates since the level of education rather than the guaflieducation or level of

productivity is what determined wages.

One factor that plays a huge role in the demand for education ifa¢hdhat
education is free up to the university level; in addition the governpeyg a monthly
allowance to Saudi university students of USD 300 per month. This ivizeststudents
to continue education rather than enter the labor market, and resuliedexponential
growth in university educated citizenry, and hence, university démieers
unemployment. The Saudi government heavily subsidizes higher educatompensate
for the skills deficit, with an estimated 800,000 Saudis enrolled ion@tuniversities,
and more than 100,000 studying abroad on government scholarships. Surprisingly

example, 90 percent of Saudis in prison are university degree-holders (Looney, 2012).

The education deficit in KSA is twofold, first, the poor quality of edion,
especially in scientific fields. Second, there is a lack dinmal and vocational education
at a level corresponding to the needs of the market. The performbB8eidi students in
subjects of math and sciences is very low, as presented byatioeis reports of the
International Association for the Evaluation of Educational AchievertiEA). Saudi &
grade students registered a mean score of 332 in mathenmat2803, below the

international average of 467, and a mean score of 398 in sciendhs &ame grade and
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year, also below the international average of (TIMSS, 2003)In 2007, the KSA mea
score for & grade in mathematics decreased to 329, while therniational averag
increased to 80 Scores in 2011, did not register any improvesiewith an " grade
student’s mean score in mathematics put at 394sigan international average of 5
and a mean score in sciences of 436 against anatienal average of 5(TIMSS, 2011.
Saudi students showed minimal or no mathematicdlsarence skills. Their results we
quite striking when compared to Singapore whichredon both fields around 600. Su
weak performance by Saudi students cannot be @ttditoinstitutional incapacity, rathe
to the quality of the educational system itselfe ®@verage student to teacher ratio in k
is 12 to 1; one of the lowest in the world; in caripon to other developed countries v
better performing students. In Soutlorea the ratio of students to teachers is 31 and

in Singapore is 24 to F{gure5).

Figure 5: Eight Grade Students Performance in Mathematics BaEach Leve

100%
90%
80%
70%
60%
50%
40%
30%
20%
10%

0%

B Advanced benchmark

B High performance
benchmark

B Intermediate performance
benchmark

i Low performance
benchmark

M Below benchmark (little or

Singapore KSA no mathematical skills)

Source: TIMSS, 2003.

What statistics reveal in KSA is a distortion in slypgnd demand across educati
with excess supply of Saudationals with university degrees, especially imhnities
fields, against an excess of demand on skilledrtabthe percentage of studentsering
universities is higher than students opting fohtecal and vocational education, a sche
that persists in the GCC countries in general, @edtes an inverted educational pyra
by which the majority of students, 80 percent in@GGre in univrsities rather tha

community colleges, vocational or polytechnic sdadFigure 6).
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Figure 6: Breakdown of Post-Secondary Student Popation
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Source: OECD

Although the Saudi government incurs huge expenses on higher education, the
survival rates in national universities averages around 40 percentimm@ymparison to
other developed countries where the percentage of students completmgaitteelor
degree is 70 percent in Germany and 83 percent in the United Kingae@D, 2005). In
sum, the inefficiency in the education system results in pushiagmajority of youth
towards higher education, which costs the state heavy funds, only t@ enthdess than
half graduating; mostly in fields not needed by the market.

The other side of this problem is the lack of the much need teclamdalocational
training by the labor market in Saudi despite increased goesinfunds for education.
Describing this predicament Sfakianakis(2014b) points out thatalfllata shows that the
proportion of Saudis enrolled in universities is 78 percent, which is titeesti in the
world, compared to an average of 56 percent in OECD countries artides30 percent
in Turkey. On the other hand only 9 percent of secondary school graduatésirenr
vocational and technical training, compared to an average of 41 percent in €@HQDes
and 37 percent in Turkey. And while KSA spends on higher educatione tivhat it
spends on vocational training, OECD countries spend 2 times on averdigeglyle
Germany spends 0.99 and 0.73 percent of its GDP on higher education andnabcati
training respectively, while KSA spends 1.86 percent of its GDEdutation and a only
0.23 percent on vocational training. Such imbalance leads to givingwedght to higher
education on the expense of vocational and technical training, and hestogjngdj the

labor market.
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In 2002, there were 30,060 students in the 17 existing technical irsinug&audi,
among which only less than 4,800 graduated; this is striking in comparison to 40 percent of
the total national university student population taking Islamic stu@esbait & Wilson,

2005). This mismatch between market needs and education is being @pedith the

fact that unemployed bachelor's degree holders represent 46.2 pefcéime total

unemployment population. In addition, 90 percent of those who registetiedheiHafiz

Program for unemployment benefits have degrees in theoret®aplahes, while 95
percent of females registered with Hafiz Program are bacbeldegree holders
(Sfakianakis, 2014b).

The trend of mismatching education and labor market needs continumesidvaew
initiatives such as the King Abdullah Scholarship Program (KA&Rpated in 2005 to
support massive scholarship endowments to young Saudi to pursue theireuigbation
abroad at all level, as described by Alfawaz, Hilal, and Aigha(2014) KASP lacks pre-

departure awareness of market needs and requirements.

In his study on the status of vocational and technical education in KRBA,
Shammari(2009) points out to the mismatch between the General £xtgamifor
Technical Education and Vocational Training (GOTEVT) efforts andl &kimation in
vocational and technical colleges on one side, and needs of thte maaor and labor
market on the other hand. Recommending that GOTEVT role should be charigezhte
industry- led training organizations to serve and link the outcom#ssogkill formation
organization to the employment needs of the labor market and to tie afebe economy

in general”.

The imbalance in the education that led to a distorted human ac@@rebpment in
KSA was a result of an imbalanced development plans acrossThmestructure of the
government expenditures since 1970, since the first five yearsvammitiated, and up to
2014 (Table 8) shows clearly that the government invested heavilyrastimicture and

economic resources on expense of human resources development (MEP, 2013).
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Table 8: Structure of Government Expenditure 1970 2014 (Percent)

Development Plans Infrastructure * Economic Human Social and Health | Tota
Resource$ | Resourced Serviced |
First Plan 1970-1974 41.3 27.9 20.5 10.3 100.0
Second Plan 1975-1979 49.3 28.0 14.7 8.0 100.p
Third Plan 1980-1984 41.1 30.7 18.4 9.8 100.0
Fourth Plan 1985-1989 28.9 20.4 33.0 17.7 1000
Fifth Plan 1990-1994 21.8 10.0 48.3 19.9 100.0
Sixth Plan 1995-1999 16.2 11.5 51.5 20.8 1000
Seventh Plan 2000-2004 12.6 11.2 57.1 19.1 100.0
Eighth Plan 2005-2009 14.1 12.2 55.6 18.1 1000
Ninth Plan 2010-2014 14.6 15.8 50.6 19.0 100.0

Notes: 1/ Transport, telecommunication services, public wiks, housing, and municipal affairs.

2/ Agriculture, water and electricity, petroleum & mineral resources, and industrial services.
3/ General education, higher education, technical &ocational training, science & technology.
4/ Health care, social, youth and information sendges, and cultural activities.
Source: Ministry of Economy and Planning.
As shown in (Figure 7) proper investment in human resources séattadsonly
during the sixth five year plan (1995-1999) when the problem of unemployragah to

have an acute toll on the economy of the state.

Figure 7: Structure of Government Expenditure1970 2014
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Source: Ministry of Economy and Planning.
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V. Research Methodology

According to Niblock & Malik(2007) “the absence of an independent means of
unraveling the realities behind the divergent statistics on emplatymake it impossible
to arrive at an accurate figure for the composition of the Sabdr farce”. In addition,
Flynn(2011) points out that ideally a thorough labor market datasetwaginate from a
single government agency, which is not the case in KSA. Addingith2007, The
Ministry of Economy and Planning (MEP) reported a total laborefofc3.2 million, while
the Ministry of Labor (MOL) reported a total legally regrsi labor force of 6.7 million.
The difference arises from the fact that the MOL colldets on labors registered with the

government, while the MEP collects data on all workers in the economy.

The variations in official datasets were reiterated alséléog(2012) who points
out that SAMA and the Central Department of Statistics armrimdtion (CDSI) account
for total number of foreigners in KSA in 2007 was at around 6.5 mildmle the MOL
reported 8 million foreigners. On the other hand, MOL reported, al2607, a number of
770,000 Saudis in the private sector; while conversely; The Genegahi@ation for
Social Insurance (GOSI) records put Saudis in the private sgctout 550,000. He also
points out that CDSI figures show that numerical relationship ofgioees to locals has
been constant since 1993, hinting that this means the data have beeolated rather

than derived from survey results.

There are number of government agencies that collect infieamiaglated to labor
force in KSA, such as the Ministry of Civil Service (MCS), @ihicollects data on public
sector employment, while GOSI collects data on private sechptogment for social
insurance purposes. Moreover, both the Human Resources Development Fubie) (HR
and Hafiz Program collect data on unemployment among Saudi-natiivadly, CDSI;
which is housed in MEP, collects general data on the Saudi econolngimgcthe labor
force, and actually have the longest running datasetStatstical Yearbookproduced

annually since 1975.

Analysis will be mainly quantitative-descriptive based on dfipublished results,
and data collected on the labor market will include levels of emmat and
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unemployment, total labor-force structure, sizes of private semiompanies, wage
structures across different economic activities and professionsatwnals and non-
nationals, percentages of Saudization across different economittiesctand size of
companies. Special emphasis will be given to understanding theofr@ducation by
comparing wage structure according to education level to boibnaband non-national
labors. In addition, percentages of Saudization according to educatmss aectors for
both national and non-national labor forces. Different data sets wiixhmined across
each other or across years, with special attention to the data of the perie2D231df the

newly Saudization policy revived and reformed under Nitagat program.

The concept of unemployment will be not explored in this paper &sirpag to
the definition of unemployment or the types of unemployment in theli3abor market.
Statistics declared so far in KSA are not matured enough tcesttent of defining
unemployment across certain types, nor are the statistieaseel on quarterly basis
depending on private sector performance. This thesis will aceepirbad definition of
unemployment in KSA as calculated by MOL. Moreover, unemploymgutes will be
based primarily on annual reports released by MOL, and this thiisisly on that dataset
for number of purposes: first, MOL represents the main governntekeholder in the
unemployment issue, and thus, assessment of its efforts should beohabeir primary
figures. Second, labor affairs were originally part of theaade of the Ministry of Labor
and Social Affairs up to 2004 when ministerial decree no. 27 wasdidsuereate a
separate Ministry of Labor, since then MOL has been collectitey sfzecifically on the
private sector and releasing it annually. Finally, this papes & assess the Saudization

program; which runs under the auspices of MOL.

Data analysis will be made only to the limitations of thisesech purpose.
Attention will be paid to generic labor force data, and distinctimitisbe made between
national and non-nationals. The set of data produced by MOL is divided gender
lines, but this paper will not consider gender variations in the asabs such analysis
will require further investigation along sociological lines and gebdsed studies. With
no access to micro data; this research will depend on diffigablished results by MOL

represented and stylized.
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VI. Analysis of Saudization Program
Status of Nitagat

The status of the Nitagat program in 2011 (year of programtiaitjapresented in
(Table 9) highlights a challenging trend; most of the companies in the non-conbplnaist
of red and yellow are SMEs. Excluding the micro companies whicexampted from the
Saudization requirements; 68 percent of small companies and 49 percerddmim
companies were in the red and yellow bands. On the other hand, 71 perdargeof
companies and 92 percent of conglomerates were in the green and platinum bandls. Overa
excluding micro companies, 65 percent of KSA companies were non-camplith

Saudization requirements per the Nitagat program in 2011 (MOL, 2011).

In both years, 2012 and 2013 (Table 10) and (Table 11) the statusqaiNshows
improvement as more companies moved from the red and yellow bands igte¢heand
platinum bands. In 2012, the companies in red band decreased from 120,599 to 67,769, and
the companies in the yellow band decreased from 40,341 to 37,611 (MOL, 2012). Sam
trend continued in 2013, with red band companies decreasing from 67,796 to 17,314, and
yellow band companies decreasing from 37,611 to 19,637 (MOL, 2013). Howeverh as bot
tables show, SMEs kept on representing around 99 percent of compabath ned and
yellow bands throughout the period of 2011 to 2013. On the other hand, mostarfjthe
and conglomarate companies were placed in the green and platingorgdte the same
period, and by 2013, more than 95 percent of the large and congloc@rgianies were

placed in both the green and platinum bands.

SMEs, as theoretically, the creators of jobs were in mostipmcompliance due
to the cost associated with hiring nationals and their lack ofsstdl which does not meet
the requirements of SMEs. The Saudization regulation weakens SMEsyenaove the
contrary, big companies and conglomerates can afford to hire ibealatas well as train

them for the job.
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This highlights that the role of SMEs is under-utilized; as pdinbut by
Looney(2004a) SMEs in KSA represent 93 percent of total enter@msesccount for
only 24.7percent of total employment. In comparison to the United KingdonsSM
represent 99.9 percent of the private sector and 59.1 percent of empiopmenatter of
fact, numbers of different reports show that SMEs play a deaisleein creating more
jobs in the economy. According to (De Kok, et al., 2011) between 2002 and 2010, 85
percent of total employment growth in the European Union wadwtble to SMEs,

which have higher employment growth rate than large enterprises.

In addition, one of the major challenges facing SMEs in KSA isldbk of
financing. The credit gap for financing SMEs in the MENA oegis around USD 240
billion, while only 2 percent of bank lending in Saudi Arabia goes to S{8&teem, 2013)
with high interest rates that reach 20-25 percent. Saudi banks aervedine when it
comes to lending SMEs with very strict criteria for lendingthfer limiting SMEs growth
opportunities and reaching its potential for job creation. Accordindgpg¢oabove tables,
SMEs - including micro businesses — represent around 99 percenaldiusinesses in
KSA, while only accounting for 49 percent of total employmend 83 percent of total
GDP, which is below global average of 64 percent for employment anerdént for
GDP (MOL, 2014). As shown by official data (Table 12), SMEs emp&$ percent out
of the total population of Saudi-nationals in the private sector, whilthe contrary; they

employ 72.2 percent out of the total non-national workers population in the private sector.

Table 12: Number of Employees in Private Sector b@ize of Company and Nationality, 2013

Size Nationals Non-Nationals Total
Micro 147,308 1,428,372 1,575,680
Small 311,232 2,198,838 2,510,070

Medium 420,672 2,310,428 2,731,100
Large 294,549 1,149,656 1,444,205

Conglomerates 293,092 1,125,488 1,418,580
Total 1,466,853 8,212,782 9,679,635

Source: Ministry of Labor
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The status of the Nitagat program shows that the governméiitseare paying
off as presented in (Table 13), the total number of companies iedh®and, for example,
decreased by 43.8 percent between 2011 and 2012,while the total number afiesmpa
increased in the green band by 82.6 for the same period. Whileetiisi$ clear inTable
13), one point of important consideration is the change within the whitd, bahich
represents the micro companies exempted from the Saudizatioreneguis. The amount
of micro companies increased between 2011 and 2012 by 10 percent, radgdreased
by 11.15 percent between 2012 and 2013.

MOL explains the decrease in number of micro business between 202D Ehd
as due to a revision of the number of inactive micro entities imtr&et (MOL, 2013).
What this reveals is that after the initiation of the Nitageigram, many companies
resorted to shirking practices by which they have opened new Imiginesses to be
eligible to import more foreign workers without affecting théitagat status. According to
labor laws, a micro company is allowed to import 4 expatriptesided they have one
registered Saudi-national, either the business owner or a hiréeérwtircould be argued
that the Nitagat program had, in effect, helped through its systemcehtives and
sanctions in increasing the level of Saudization in companies. rtReless, (Table
13)reveals also that the monitoring cost of such system ishiginy as many companies

resort evasion practices.
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Unemployment and Labor Force

In 2011, the Saudiationals represented 10.85 percent of the labaefm the
private sector (Table }Awhich is quite low i comparison with international average. 1
Nitagat Program paid off as the number of S-nationals in the private sector increa
in the period of 2012013 by more than 600,000. Between 2011 and 2012 tdtal
number of Saudis employed in the priy sector increased by 34.36 percent against ¢
6 percent for nomationals. Same trend continued between 2012 ahd 26 the numbe

of Saudis increased by 29.28 percent against Jde&nt for no-nationals Figure 8).

Figure 8: Increase in National and Noi-National Employment 2012-2013
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Source: Ministry of Labor, 2018

By 2013, the percentage of Se-nationals out of the total labor force in the ptév
sector reached 15.15 percewith a Saudization rate of increase by 2.52 an8 patcen
for 2012 and 2013 respectively. Although the petage of Saur-nationals increase in tt
private sector was higher than the percentage n-national increase; cumulatively, t

amount of increase in namtionals was almost double that of S-nationals Figure 9).

Figure 9: Amount Increase in National and Nor-National Employment 201:-2013
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42



1374

£T0Z SoNsiels JogeT [enuuy ‘iogeT Jo Ansiuip :821n0s

Y150 EE¢CL 0/°GT 69'TT 121748214 14 8¢°6¢ S9'v8 L1297 abuey Jua0iad
8L'T C0T'C6T'T Z6£'GeT 0T.L'9S6 288'6S8 ¥69°CS 88T°L08 0ce'ece 869°C8T 2es'erT abueyd unowy
qT'qT GE9'6.,9'6 veG'vCe | 60L°6TT'6 | 28LCTC'8 88¢'TaT ¥6€'TS0'8 €G8'99¥'T | 8€G'86E | STE'S90'T €10¢

L6 Qvcs G8'L 09 T 919 9€vE 96'9TT €eee abueyd Juadiad

A4 /€0°902 28G'TIT GSi'v6S 088'GTY 2Ll 2s9‘0cy /ST'06C ¥YSEOTT | €08°'€.LT abueyd unowy

LEET €€6°/81'8 YES'vZE | 666°C9T'8 | 006CSE‘L ¥69°80T 90Z'vre'. | €E9'VET'T | OV8'STZ | £6.°8T6 ¢10¢
92104 Joge
0°00T v.¢ 9¢°L6 G1°68 a1 69°.8 G8°0T 8¢'1T LS°6 [e101 jo abejuasiad
G8°0T D61 182"/ 2S6'C1¢ Y¥5'895' 020269 qor'eTT 76G'€28°9 9/v'vv8 /81'66 066'tv. T10C
el solewaH safeiN relol sajewaH safeiN el sajewaH safeiN

sipnes juadliad S[euoieN-UON pue sjeuonen [e1o | S[euoneN Ipnes-uoN sfeuoneN Ipnes Jea\

€T02-TT0Z J2pud9 pue AnjeuoneN Agp1oas arealid ays ul saakojdwg Jo Jaquin T 3jqel



As shown in (Table 14) the total number of private sector employ&e€ million,
and the private sector labor force has been expanding rapidly, wigiei@ént increase in
total labor force between 2011 and 2012, and another 14 percent increasn id/2
and 2013. The latest increase alone amounts to 1.1 million new jobs,eaHigber than
total new jobs held by Saudis since the initiation of Nitagat in 2044.creation, as a

matter of fact, is not the problem that leads to unemployment among Saudi-Nationals

Unemployment has been hovering throughout the past decade around the 10
percent figure, as (Table 15) shows; the number of unemployed Saadiased from
228,625 in 1999 to 622,533 in 2013. The Nitagat program managed to decrease
unemployment rate since it started from 12.4 percent in 2011 to 11ehper@013; yet,
this is still higher than the unemployment rate of 1999, which was8hlgercent (Figure
10). Meaning that at the end result, total Saudi unemployment datetdecrease despite

slight success of Nitagat program since its initiation in 2011.

Figure 10: Total Unemployment Rate among Saudi-Nabinals 1999-2013

15
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1999 2000 2001 2002 2006 2007 2008 2009 2011 2012 20§13
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Source: Ministry of Labor, 2013

The increase in unemployment rate in the last decade couldribeitett to the
large influx of female job seekers, the data show that male ungmghd percentage was
stagnant around 6-7 percent, while female unemployment rate ddudnted.5.8 percent
in 1999 to 33.2 percent in 2013 (Figure 11) and the amount of unemployed feisiates
from a 100,000 less than the unemployed male population to 100,000 more than the
unemployed male population (Figure 12). Stagnant unemploymerdoatk be attributed
to the influx of national female population into the labor market; howesgerevealed by
the data, male unemployment has also been stagnant. Thus, hintirgeridar related
issues pertaining to the labor market could only explain the sErea female

unemployment; not the stagnation in male unemployment.
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Figure 11: Saudi Male — Female rates of Unemploymén1999-2013
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Source: Ministry of Labor, 2013
Figure 12: Amount of Saudi Male — Female Unemploynm. 1999 — 2013
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Source: Ministry of Labor, 2013

The manpower survey for the period of the Nitagat Program, 2011-20b[& (T&)
is quite revealing on the reasons behind this stagnation in rates oplogerant despite
the efforts by the government. Between 2011 and 2013, the total numberptdyed
Saudis increased from 4.1 to 4.7 million. This reflects an incresdeeof 5.8 and 7.3
percent in 2012 and 2013 respectively, making the percent of employedn@tadals in
the economy at 35.7 percent. However on the other side, the labor felcmaieased by
almost a similar percentage of 5.4 and 6.8 in 2012 and 2013 respectively. éSect,
despite the fact that unemployment rate decreased by 3.3 per@éii3, the total number
of unemployed Saudis in the economy increased by an equal percentagepefcent to
reach 622,533 in 2013 from 585,727 in 2011; keeping the percentage of total unemployed
nationals at around 4.7 percent out of the total labor force.
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The stucture of KSA manpower is stdefeating; while the employment
increasing, the labor force is also increasing Bindlar rate; thus, keeping unemploym
percentages stagnarfigure 13). The labor force repsented 37.6 percent of the tc
working age population in 2011 and increased td@ 4@&rcent in 2013. The Saudi lat
force is expanding by a rate equal to the ratengfleyment, hence; the labor market v
always run a deficit in amount of Saudis unloyed; keeping unemployment oscillati

within a set range.

Figure 13. Rate of Nationals Employment Growth vs. Rate of Btionals Labor Force Growth
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Source: Ministry of Labor, 2012

The manpower survey reveals also that the tcaudi working age population (1%
years) is 13.2 million in 2013; however, more thaaif of that population is out of tt
labor force, 62.3 percent in 2011 and 59.6 perge2013 amounting to 7.8 million. Th
could be attributed to number of reasonsong them a problem of underemploymen
KSA rather than a problem of unemployment. Exangnihe breakdown of the out
labor force population by age and reason for beurgof the labor forceTable17) reveals

number of points.

Firstly, that the majority of the population outtbe labor force are either studet
or in housekeeping position; which mainly referdtasewives not willing to work, wit
39 and 50 percent respectiveFigure 14.Secondly, the total amount of students wit
the age working population, those between 15 ange24s of age precisely, is around
million, which hints that the labor force is to nétss exponential increases with time.

last published detailed national census of 2004 slravelear picture of the populati
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structure with majority of population falling between 1- 24 y€argure 15). Moreover, as
(Table 1) shows the total Saudi population is put at 20.27 million, whae Saudi
population above 15 years is 13.20 million (Table 16), which means that arounat &3t per
of the Saudi population is under 15 years, compared to 18 percent irriaddzaintries
(Al-Sheikh & Erbas, 2012).

Figure 14: Saudi Out of Labor Population by reason2013
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Source: CDSI Labor Force Survey, 2013

Figure 15: Saudi Population Distribution by Age Graup, 2004
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Labor Market Structural Deficiencies

The Saudi labor market suffers from number of structural dafi@e resulting
from market segmentation; as there are actually two labokatsam KSA, one for the
nationals and another for the non-nationals. In addition, another segmentdsts e
between nationals in the public sector and nationals in the privetta.s€his structural
inefficiency is visible in the wage differential between,ior@ls and non-nationals in the
private sector, one the first hand, and among nationals themsehlespublic and private
sector, on the other hand. Also, such inefficiency is visible inabherIproductivity rates

of employees in both sectors, as well as in the education sector.

Another inefficiency is the information asymmetry in the reguiaenvironment;
creating an ‘Agency Cost’ where the agent (private companiesdlde to determine the
cost of non-compliance; hence, circumventing regulations (Weimerngng, 2011). As
shown above in comparison between status of Nitagat Program for tbeé pet1-2013
(Table 9), (Table 10) and (Table 11). Companies resort to shigkangjices that allows
them to access government benefits and avoid penalties throughprcreftmicro-
companies that allows them to import labors and bypass quota regquoigesince these
companies are currently exempted from the Nitagat Programrv@dkee creating sub-
companies in activities where Saudization targets are easilgvable and using imported
labors in these activities for other jobs. Moreover, companies megbtt to hiring Saudis
just to meet the Saudization requirement while expecting thosenalat to do nothing;
which leads to deterring genuine employment and creates whattoabe known as fake

or phantom SaudizatioSaud’a Wahmiya

Wage Differentials

In 2011, the average monthly wage for a Saudi-national was SAR 2,888 thehi
average wage for a non-national was SAR 1,022 (Table 18), thus, wagéemdleaare 3
times higher on average than non-nationals. This discrepancy in wages Saudi-

nationals more expensive and less attractive to hire by the private sector.
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Table 18 Average Wages (SAR/Month) in Private Sector by N#onality 2011

Nationals Non- Nationals Total

Nationality

Wage 3,635 | 2,142 2,889 748 1,295 1,022 982 1,67¢ 1,239

Source: Ministry of Labor

This wage differential between nationals and-nationals exists despite similar
in educational level, and across different econoaaitvities in the labor markeFigure
16). The wage differential cated by the structural inefficiencies in the labwarket of is
an economic force that results in disequilibriacduld be traced to number of reas
First, the sponsorship systerKafee) reduces the mobility of foreign labor by tyi
residency permito the sponsoring employer whose consent is redjdoe a worker tc
change employer; thus, weakening the relative lairgaposition of expatriates \-a-vis

the employers.

Figure 16: National Vs. Nor-National Monthly Wages by Profession, 2007
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Second, around 74 percent of expatriates in SaudbiA originate from Fiv
specific countries; India, Pakistan, Bangladeshiligpines and Egypt Figure 17),
comprising 6,717,658 out of an immigrant populatmn9,717,658(UNDESA, 2013.

Labores from these countries are mostly considered lalledkand lov-paid, and hence
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willing to accept lower wages and longer working hours which stikes a higher earning

than in their home countries.

Figure 17: Percentage of Expatriates in Saudi Aralai by Nationality (2013)

Other Countries
26%
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Source: UNDESA.

Third, reservation wage for Saudi-nationals is increasing due tberunh reasons,
among them the unemployment benefit issued by the Hafiz Proghach equals SAR
2,000 per month for a year of unemployment, while the minimum wagédys¢he
government is SAR 3,000 per month; this in turn creates a moraldha&iso, the
imbalance between the public and private sectors, where wagesis)golefsecurity and
better working conditions for nationals are higher in the public sebios, pushing Saudi

youth to a longer period of ‘wait-hood’ in anticipation for job opening in the public sector

In addition, other socio-economic factors, such as high dependency maiigg a
Saudis; an average of six dependents, sheds light on reasons behinddmnggttice wage
(Hertog, 2012). According to Ramady(2010) Saudi dependency rate isn2gltttie world
average. This dependency is compounded by the fact that inflationAniK&latively
high at an average of 4.3 percent in the period of 2007-2011; however, inigatiarch
higher when examined across main groups of the living costslasanffor same period
was 6 percent for the food and beverages and 8.6 percent for housing, wategitye kewdr
gas (SAMA, 2013). According to Alhamad(2014a) inflation in Saudi Arabiaot visible
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when looking at the general Consumer Price Index (CPI), but ratiem examining the

groups and subgroups affecting peoples’ cost of living such as food and rent.

As shown by Table 19 the average wages for Saudi nationals ig tixgimethe
average wages of non-nationals across different economic actiwitids Saudi wages
especially high in capital-intensive activities such as Finameggr, electricity and gas,
petroleum and mining, and insurance (Figure 18). The non-national waggs down the
total average wage structure in the economy; thus; creatdigirecentive for Saudis to
replace non-national jobs at the current rate of wages. When exbagasst each other;
(Figure 19) shows that percentage of Saudization is higher vieeaverage wage of
Saudis is high also. Thus, Saudization is aligned with wage leRslsnoticed by
Hertog(2014a) the narrower the wage gap between nationals and rwralsatin
professions, the higher is the Saudization ratio (Figure 20). Suakatmmn implies that
without government intervention on labor prices or quantitative supply; Zdiach will

remain difficult to attain.

There are currently three different fees levied on privateosexhployers under
Saudization rules. First, a work permits of SAR 100 per yeafopgign laborer. Second, a
residence permits of SAR 500 per year per foreign laborer. ThHRF charge of SAR
150 per year per foreign laborer, for nationals training purposés.itYahould be noted
that the average earning of a non-national is SAR 12,400 per yearit thessms that an
annual fee of SAR 750 is a cost most private sector firmwidiineg to internalize since it
only represents a 6% of the average non-national income, whioh ssrtall of an amount
to alter the behavior of the private sector provided that a Saudnahtage is three times

higher than the average non-national wage.
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Figure 18: Average Salary in the Private Sector acrding to Economic Activity 2013
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Source: Ministry of Labor, Annual Labor Statistics 2013

Figure 19: Average Saudi Wages vs. Percentage of Simation across Economic Activity 2013
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Figure 20: Saudization ratios vs.

wage ratios of different ppfessions (201(
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Currently, as (Tabl20) shows, there are two economittigities that compose €
percent of the total private sector employment|ding and construction, and, wholes
and retail trade, with 48 and 20 percent respdgti(Figure 2). However, when th
percentage ofSaudization in each economic activity is examingdirast percentage
total private sector employment in these econorotoriies (Figure 23, it is clear tha
activities with high wages enj high levels of Sadization. However, these activities he

a lesser share in the employees market since teayastly capite-intensive in nature

Figure 21: Distribution of Employment in the Private Sectorby Economic Activity 201:
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Figure 22: Saudization vs. Total Private Sector Empyment by Economic Activity 2013
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Source: Ministry of Labor, Annual Labor Statistics 2013

Comparing the total number of national and non-national employees pmiviage

sector across different economic activities reflects theadtr(Figure 23) as the graph

shows that the greatest variation in number of Saudis againgrfergiis in the activities

of construction and trade, where the deflection points are visible.

Figure 23: Number of Saudis vs. Foreigners in Privi@ Sector by Economic Activity 2013
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Although capital-intensive economic activities registered highaudRation
percentages; when it is examined against percentages of Saedishi economic activity
out of the total Saudi population in the private sector (Figure 24),disflection points
occur in construction and trade; further pointing to the fact that thetsaties retain a
higher ability to absorb more nationals. Both of these activities &dngher percentage of
Saudis out of the total Saudi population in the private sector, despite \eages (Figure
25). If wages were to be higher in these activities, it mighac more Saudis and become

a locus for more national employment.

Figure 24: Saudization vs. Number of Saudis out dfotal Saudi Private Sector Population 2013
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Source: Ministry of Labor, Annual Labor Statistics 2013

Figure 25: Average Saudi Wage vs. Number of Saudisibof Total Saudi Private Sector Population 2013
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Public vs. Private Sector

According to data from the late 1990s sented by Diwan anirgis(2002) the
average wage in public sector is higher than tieafa sector on all levels of educati
(Figure 26. This is due to increases in pubsector wages, while the average pri\
sector wage decreased over time. In addition, pu#ctor employees enjoy number
fringe benefits: better job security and less wagkhours than the private sector, crea

in return segmentation in the latmarket.

The public sector wage bill in KSA absorbed arous@ percent of currer
expenditures and around 30 percent of oil expartaverage cring the period of 200—
2010 (Al-Sheikh & Erbas, 201: “Without active monety policy because of curren:
pegging, the remaining macroeconomic managemerntisofscal policy in the GC(
countries. Heavy reliance on oil revenue for budgefinancing is where the oil cur
becomes much more visible because budget is the coakuit of transferring oil rents t

citizens in which the main channel of transfeihis jovernment sector wage b

Figure 26: Civil Service and Public Sector Monthly Wages, lee 1990s (USD 1 = SAR 3.7
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Source: World Bank, MEP, 2002 ir(Diwan & Girgis, 2002)

The exponential increase of public sector employmas the number of publ
sector employees almost doubled since 1994, cowpitda wide gap in wages betwe
public and private sector crea segmentation between both that caters to incredbim
wait-hood period of nationals in anticipation for a palslector job, as well as solidifying

disincentive for private sector jobs among Sa
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Labor Productivity

Labor productivity is actually e of the structural inefficiencies in the lal
market. As a matter of fact, labor productivity lin overall declined in KSA, as shown
(Figure 27 output per private sector employee has decreagiedhe incease in numbe
of foreign workers. According tHertog(2012) this was due to the lagsale substitutio
of high and midskilled expatriates with lo-skilled cheap labor during a period in wh

KSA economy shrank upafalling global oil price:

Figure 27: Non-Qil Private Sector Productivity Rates, against Numbr of Foreigners 197-2007
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Source: CDSI, SAMA in (Hertog, 2012

Measured against GDP growtthe numler of foreign workers in KSA has 1
relationship to GDP developments and growth rageshewn in Figure 28. This suggest

that reliance on expatriates was created by atamalanefficiency in the labor martk.

Figure 28 GDP against Number of Foreigners 197-2007
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The decline in productivity was a trend in both jpuiland private sectors, as is ti
up to what Hertog(20123jescribes as “the institutionalization of a segreériabor marke
in the 1980s”. More Saudhationals were given guaranteed public sector eynpboit as
part of the rent seeking practice created by th&esflhis resulted in widening the gi
between public and private sectors, as public waga® higher than the private sec
wages that relied on foreign cheap labor. Thisum,tincreased the reservation wage
nationals; creating a disincentive to worlr the private sector, one the one hand, anc
to overstaffing in public sector and reduction abfc sector productivity, on the oth

hand, as shown in (Figure 29

In addition, as Hertd@012, puts it: “The availability of cheap, unskilled labloas
also underminedncentives for Saudi business to invest in techgyland manageme
structures with aview to enhancing productivity per laborer, cregten vicious cycle o
low-margin production vs. lo-margin workforce”. The low productivity that KS
economy suffers from feeds the structural inefficie of the labor market, making
harder for Saudization efforts to incubate in swciking environment that dependence
cheap lowskilled labor for productior

Figure 29 Public Sector Productivity Rates, against Numbeof Public Employees 197-2007
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Source: CDSI, SAMA in (Hertog, 2012

The use of technology in fduction is representative of higher labor produtsti
in the economy. So far, KS&share of high technology exports is very minimahparec
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to other countries and regions, 0.55 percent of total Saudi manufacxpogs compared
to 16 percent in OECD countries (Figure 30). The Saudi private seties on simple
technologies with minimum to no innovation. The research and developiR&M)

expenditure in the GCC is around 0.1 percent of GDP compared to anea2qrarzent of
GDP in OECD countries (Hertog, 2014b). The dependence on low-skillegh dabor

affected the average productivity of the Saudi economy, drivingrikiate sector to rely
on more low-paid laborers to increase productivity in a labor-intemsamner, instead of

investing in cost-effective technologies that increases labor-gtigiy in a capital-
intensive manner.

Figure 30: Share of hi-tech exports in total manufaturing exports for number of countries in 2011
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Education and Labor Force

As mentioned above, the educational pyramid is inverted in KSA withe mor
nationals graduating from higher-education institutions than from ieoehtand technical
training institutions. As shown in (Table 21), the growth percentagegbkhieducation
graduates surpassed even the growth percentage of secondamyrdelsltes, with 13.5
and 11.4 percent respectively in 2012, for example. Measured againshent in higher
education, the enrolment rate in Vocational and Technical instituimauch less,

reflecting the low entry levels and demand for such type of education (Figure 31)

Figure 31: Growth in Total Enrolment, Higher and Technical/Vocational Education 2005-2012
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Source: Ministry of Economy and Planning

The variation between the years 2006 — 2008 to the growth rate ahentas due
to the fact that as of 2007, GOTEVT was restructured and namekdnital and
Vocational Training Corporation (TVTC), and higher technical institutes ft& gjrgraded
and affiliated to the new TVTC (MEP, 2013). The addition of gidghnical colleges
could partly explain the increase in enrolment rate, since exagngrowth rate of total
graduates from both higher education and TVTC reveals that technidalczational

education is actually decreasing (Figure 32)

Figure 32: Growth in Total Graduates, Higher and Tehnical/Vocational Education 2005-2012
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Table 21: Human Resource Development in Saudi - Edation (2013)

Item Unit I 2005

General Education (Male & Female)

Note: * Includes pre-school, teacher training, aduland special education

Total Enrolment (1000) 4,642.2
Primary Level 2,415.6
Intermediate Level 1,070.8
Secondary Level 953.2
Others 203.6

Growth in Total Enrolment % p.a 2.0

Graduates (Male & Female)
Secondary Level (1000) 252.7
Growth in Secondary Level % p.a 5.6
Pupil/Teacher Ratio Primary Level 11.3
Pupil/Teacher Ratio Secondary Level 11.9
Higher Education (Male & Female)
Total Enrolment (1000) 603.8
Total Graduates 94.8
Growth in Enrolment % p.a 5.6
Growth in Graduates 14.3
Institute of Public Administration
Total Enrolment Number jJ| 43,132
Total Graduates 42,329
Technical & Vocational Training
Total Enrolment 61,640
Enrolment in Vocational Training 21,054
Enrolment in Technical Training 40,586
Growth in Total Enrolment % p.a -1.2
Total Graduates Numberj| 16723
Graduates of Vocational Training 6667
Graduates of Technical Training 10056
Growth in Total Graduates % p.a -2.8

2006 2007 2008 2009
4,746.6 4,812.54,9485 5,040.4
2,433.1 2,4425 489.9 2,493.1
1,100.3 1,184 1,188.9 1,188.3
1,000.8 1,013.1 05B.5 1,143.6
212.4 212.4 231.2 215.4
2.2 1.4 B 1.9
267.9 308.8 321.0 347.1
6.0 153 4.0 8.1
11.3 11.2 a8 11.2
11.8 115 117 11.0
636.2 674.4 794. 757.8
103.8 112.1 123.1 115.8
5.4 6.0 6.0 6.0
9.4 8.0 97 -59
14,104 49,501 53,941 51,904
40,292 48,404 52,889 1,001
53,490 91,750 87,174 93,986
13,130 24,713 20,182 19,360
40,360 6017 66,992 74,626
-13.2 24.4 7.8
17416 30445 24996 22563
6498 1603 12570 9721
10918 1331 12426 12842
4.1 8.0 -g.

2010

5,146.2
2,513.8
1,198.4

1,206.4
227.6
2.1

350.7
1.0

11.0
10.8

903.6
120.8
19.2
4.3

50,503
49,440

102,939
16,262
86,677
9.5

29099
8387
20712

29.0

2011 2012
5,187.5
2,530.7
1,212.0
1,226.2
218.6
0.8
390.8
114
10.9
10.7
1,021.3 1,206.0
1371
13.0 18.1
13.5
65,495 ,3280
64,382 69,278
115,948 115,940
21,682 19,560
94,266 96,380
12.6 -0.0
28226 2669(
6317 6160
21909 20530
-3.0 -5.4

1/ As of 2007, technical education and vocationataining have been integrated into the Technical & Vécational Training

Corporation (TVTC); higher technical institutes for girls have also been upgraded and affiliated to @hnical colleges; the
General Organization for Technical Education and Veational Training (GOTEVT) has been renamed "Technecal and

Vocational Training Corporation (TVTC)". 2/ Include s trainees at Higher Technical Training Institute br girls. 3/ Includes

1753 trainees in vocational institute at prisons.

Source: Ministry of Economy and Planning 2013.
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Aside from the variations between higher education, on one hand, and teemaical
vocational training, on the other hand; the structural inefficienchénlabor market is
visible when measured by percentage of employment in the prest®r against
educational level (Table 22). The majority of Saudi-nationals emglayethe private
sector are intermediate, secondary ,or Bachelor's degree haleemssenting 67 percent
out of the total Saudi private sector population (Figure 33), whilantjerity of non-
nationals are either illiterate or only read and write, gweng 77 percent out of the total
foreign population in private sector (Figure 34).

Figure 33: Distribution of Saudis in the Private Setor by Educational Level 2010
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Source: Ministry of Labor, Annual Labor Statistics 2010

Figure 34: Distribution of Foreigners in the Private Sector by Educational Level 2010
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Measured against each other; the variation in educational [miaets to the
structural inefficiency in labor market. As shown in (Figurg Bt percentage of Saudi-
nationals in the private sector against non-nationals revealsity pagram, while
measured against total amount, it reveals that KSA private sector lab®id@oaked with
low-skilled, low-wage uneducated employees (Figure 36). In sum, timames0 percent of
the total private sector labor force can only read and writde\ite percentage of Saudis
at this educational level is only 2.62 percent. The highest perceotagpucation level
among Saudis; secondary degree holders, at 44 percent, represeft2@pigrcent of the

total private sector labor force.

Figure 35: National vs. Non-National Employment irthe Private Sector against Educational Level 2010
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Source: Ministry of Labor, Annual Labor Statistics 2010

Figure 36: Number of National vs. Non-National in he Private Sector against by Educational Level 2010
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As mentioned above, the average private sector salary is diovem by the low
margin of non-national salary. When salaries in the private saotomeasured against
educational level (Table 23) the variation is very clear (Fi@ije The linear line of both
national and non-national wages according to educational level $sigbas nationals
have higher wage expectations as they receive more educationn Plaig explains why

most unemployed Saudis are highly educated rather than low educated (Figure 38).

Figure 37: National vs. Non-National Salaries in Hvate Sector according to Educational Level 2009
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Figure 38: National vs. Non-National Salaries in Hvate Sector according to Educational Level 2009
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VIl. Conclusion

The Saudization program in its current form suffers negativeratiges that should
be addressed. This paper concludes that; the main issue with unemopTKSA,
especially among youth, is not related to efforts of MOL on&@8onal programs such as
Saudization through Nitagat; as much as it has to do with the cwtreisture of the
economy being labor-intensive in nature, rather than capital-iegen3ihe Nitagat
Program yielded some developments in term of employing moreisSaudhe private
sector, however, the rate by which employment is increassiquitar to the rate by which
the national labor force is growing; thus, self-defeating tfartefof MOL and keeping the
rate of unemployment stagnant through the years. It could bedathae without the
intervention of the government through MOL programs; the employmeratisth could
have been worse; however, it should be noted too that analysis rehetathe key to
solving this issue lies in reforming MOL efforts through nuntdfewolicy lines, as well as,
in addressing the inefficiencies in the labor market that texsufrom structural
deficiencies of the economy itself.

Currently, MOL sets high Saudization targets for economic #esvihat already
enjoy high rates of Saudization, while setting low targets for @b@nomic activities with
low Saudi-nationals participation rate. This is due to the struofuiee economy itself as
it is visible that issues such as wage differentials pldyuge role in setting the labor
market structure; a point which quota policy could only remedy tertaio point. MOL,
realizes that setting high Saudization targets for the ecangin sector, for example, will
hamper growth in that sector, yet it is such sector thasrbakavily on foreign labor and

could in return play a huge role in increasing levels of employment among $awiaigs.

So far, as Mellahi(2007) puts it: conformity with laws is not taightforward
relationship, and that organizations in general are not passive iemikens of laws and
regulations as obedience is usually dependent on a set of maniesavigich include the
public support to such regulations, legal loopholes, and ability to influamcenforcers.
Thus, the huge research body done on government interference in HRMr{ifResaurce

Management], such as affirmative action in the U.S and SoutheAffender-based quotas
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in Sweden, and Malaysia’s New Economic Reform Rgtimgram; all indicates, “Legi
interventions in HRM are often costly, highly ambigaand riddled with loophole. In
addition: “Quotas and oapational bans are policies of mi-managementhat demand
monitoring capability that is beyond even the mosidern of bureaucracies. They ate
incentives for manipulation, fake employn and corruption. Rigid Saudization rat
moreover are insensitive to the cost caused tovithatll companies, which can imply
very uneven burden on the private sector and canistthe development of picular
industries”.(Hertog, 2012)The analysis reveals that ma-based wage and employm:e
policies are weak in KSA, in comparison, to pokcleased on legal enforcement throi

the quota-based regime.

What the analys reveal reaffirm what Hertog(2012yentions as unemployment
underemployment, that the “Labor market segmentasothe main explanation for tl
low labor market participation rate in Saudi Arablaow participdion, rather thai
unemployment per se, indicates the scale of thdament challenge. Unemployment |

in 2007 at 11.05% is a lesser challenge than ungdoyment” Figure 39)

Figure 39: Employment Rates KSA vs. Other Countries 2007 (Peett)

\(sg-

\>°\

Source: OECD, CDSI, SAMA and MOL in (Hertog, 2012)

In general, the policy of Saudization relies a number of streamlines throu:

interventionist methodsnder he new Nitagat Program:

- Employment quotas of Sar-nationals set for each company according to its
and type of economic activity

- Levying fees on foreign workers, which te the cost oéxpatriate labor to balan:
the market betweemationals and on-nationals.

- Increasing the flexibility of foreign labor mobiyitby relieving the sponsorship
system
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- Investing in the development of Saudi-nationals skills through traiingd
education

- Providing wage-subsidies for hiring Saudi-nationals in private sector companies.

The analysis reveals that the wage structure in the priveter dies on the heart of
the unemployment problem. The average private sector wage has dlenliee time
(Table 24), in contrast with the public sector wages. Wages arallg®one of the reasons

for low levels of Saudi —nationals’ interest in private sector jobs

Table 24: Average Private Sector Wages for Nationalsnd Non-Nationals 2004 -2007 in SAR

Years 2004 2005 2006 2007
Saudi 4367 3878 3596 3624
Non-Saudi 1037 1028 1060 1011
Average 1385 1360 1384 1354

Source: Ministry of Labor

Finally, the analysis shows that availability of cheap labor Hert¢g, 2012)
mentions: “might in fact have stymied efforts at increasiragipetivity. To some extent,
therefore, higher wage levels will by themselves induce a doiekigher productivity...
Generally speaking, market-based nationalization will lead torfeagonals replacing
more expatriates. The assumption of a one-to-one substitution on whiehdf the past
labor market plans have been based are unrealistic, as they incingeous low wage
jobs that will (and should) disappear in the course of nationalizd&xpected national-
expatriate substitution ratios for Gulf countries have been dstihat 30 percent. This
means that wages up to three times as high can be paid preshatitizetlabor of higher

will be utilized more productively”.

In essence, KSA government should address the private sector’'s nevket
inefficiencies of education, wage differential, public sector cditipe and labor
productivity if it aims to trigger more levels of Saudization antpbeyment beyond the

stagnant levels witnessed so far.
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VIIl. Policy Recommendations

There are number of policies worth consideration by KSA governmeordier to
improve the Saudization policy, as well as to address the challehgnemployment
among youth. Such policies might not target the challenge of unemploymenéntirety;

however, it tackles the major current inefficiencies in the labor market.
1. Data Proliferation:

Saudization is a complex and new policy, so far, the amount of datyeslof
datasets provided by the government are limited and linear in as®sg.cThere is a lack of
proper datasets, which hinders efforts to investigate the etiettss policy at the needed
level. For example, MOL counts any Saudi-national hired by the pris@ttor for less
than the minimum public wage of SAR 3,000 per month as a half-pointudiZaéion
guotas. On the other hand, disabled and other nationals with certainaondie counted
for more than one-point in Saudization. Thus, fulfilling the quota is wirteat numerical
process and it does not reflect a linear rate of Saudization. IticaddOL publishes its
data on yearly basis and there are no quarterly updated stadistitmemployment. In this
respect, KSA could look into increasing its unemployment data patiiberto allow more
in-depth analysis that could yield a better understanding on the tmaimthe labor

market.
2. Role of SMEs:

The role of SMEs is underutilized in KSA despite it represgnf0 percent of
private sector enterprises. On the first hand, SMEs are usethiby firms in the private
sector for shirking practices to bypass quota requirements gil® companies are
exempted from Saudization quotas currently. On the second hand, SMEsuabk
needed financial assistance to reach its potential. In thpecgKSA could look into a set
of laws that favors SMEs by establishing a quota in governmentactthat requires big
companies to subcontract a percentage of their tenders to SMEs, tinradsitablishing

financial institutions that cater to SMEs need of capital and bgré@nvices. SMESs in
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return could play a huge role in increasing the level of empoynramong Saudis

provided that such benefits are tied to the quota system.
3. Rectifying Educational Imbalance:

The educational imbalance in KSA results from a huge popular demandhan hig
education, against a huge demand for technical and vocational educatiovaly sector
companies. One way KSA could rectify this is by ending the-drkecation regime in
higher education institutions, thus, forcing more young students to opgcdlomital and
vocational education. As Al-Sheikh and Erbas(2012) puts it: “the endoweffent may
serve as an incentive for delaying labor force participatmmexample, by extending the
duration of university education because education is provided frémafed. This could
be done by reducing the endowment provided to students to study in uresersitiby
increasing the endowment to those opting for vocational and technitaitioss, creating
a bigger incentive for such institutions. In addition, the government sheatdy the
imbalance of a higher demand for humanities and social sciniessvis-a-vis natural

sciences by limiting the seats available for such schools within universitie
4. Citizenship Income:

This idea was proposed by Hertog(2014a), it suggests providing cagis tpr all
citizens not employed in the public sector.Suggesting thatthis imeewill drive more
demand by nationals for private sector jobs, as such income will pialete sector jobs
worthy and will reduce the wage differential between public andger sector jobs for
nationals, and drive the reservation wage down.Such arrangemeniias sinthe current
arrangement in the state of Alaska where U.S citizens whater@sithe state for at least a
year are entitled to receive a dividend check from intereste@an oil rents (Hartzok,
2004).The Citizenship income for private sector employees tacklethea important
point; as put byAl-Sheikh & Erbas(2012)he rising disparity between increasing public
and declining private sector wages of Saudis indicates thatoaoine is not distributed
equitably between workers of the same generations because peblar workers—
making up more than 50 percent of total Saudi employment—receive a substaigladiy

share in the form of salaries and benefits than private sector workers”.
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5. Building Base for Capital-intensive Economy:

KSA government could address the issue of labor-productivity thrauggntivizing
private sector investment in technologies that raise level of pietyger employee and
expand the knowledge-based economy. The government could facilitatenribught
linking public expenditure with laws that require proliferation oftstechnologies, thus,
pushing the private sector towards such needed investment. ThegSaediment can use
its huge public expenditure as a tool to drive the economy towardscagaital-intensive
activities, thus, paving way for reducing cheap unskilled foreigorland substituting

them with more educated national labor-force.
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