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A word about the Regional Economic Outlook: Middle East and Central 
Asia

Moderador
Notas de la presentación
The material presented here is drawn from Chapter 2 of the October 2021 Regional Economic Outlook for the Middle East and Central Asia, better known as the REO, which was launched a few weeks ago. It is joint work with my colleagues Olivier Bizimana, Jeta Menkulasi, and Sahra Sakha, and was led by Yasser Abdih. 

Please allow to say a few words about the Middle East and Central Asia REO:
It is published biannually, typically in April and October, coinciding with the Spring and Annual Meetings of the IMF 
It contains a chapter on recent regional economic developments and outlook and one or two analytical chapters
The other analytical chapter of the October 2021 REO is on COVID-19 and the Corporate-Sector Outlook



IMF | Middle East and Central Asia Department 4

Long-Standing Labor Market Challenges of the Middle East and Central 
Asia (ME&CA) region at the Dawn of the Pandemic
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Figure 2.1. Labor Market Outcomes: 2018-19
(In percent)
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Sources: ILOSTAT; ILO modelled estimates; and IMF staff calculations. 
Note: Unemployment is unemploymenr rate; participation is labor force participation rate; 
employment rate is employment-to-working-age population ratio; and self-employ is self 
employment in percent of total employment.
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Figure 2.1. The Middle East and Central Asia (ME&CA) region entered the pandemic with dismal labor market outcomes (Figure 2.1). The ME&CA region’s average unemployment rate in 2018–19 (9.4 percent) was the highest regional rate worldwide, and its labor force participation rate (55 percent) was the lowest. This standing has prevailed for much of the past two decades and implies that the region has some of the lowest employment-to-working-age-population ratios globally. Although education levels have been trending upward, female labor force participation has stagnated at about 33 percent in 2018–19, compared with 53 percent in Latin America and the Caribbean and 54 percent in the Asia and Pacific region. Meanwhile, female and youth average unemployment rates—already in double digits—have worsened over the past decade, an alarming trend for the region. Informal employment, proxied by self-employment, stood at 35 percent of total employment in 2018–19 and at almost 50 percent for the ME&CA region’s low-income countries (with Somalia, Sudan, and Yemen among the highest). Such high levels of informality imply that many workers have little or no social protection or unemployment benefits, undermining inclusiveness in the labor market. However, these outcomes mask differences within the ME&CA region. For example, through the dawn of the pandemic, the Caucasus and Central Asia (CCA) subregion had lower unemployment, on average, than the Middle East, North Africa, Afghanistan, and Pakistan (MENAP)—the unemployment rate in 2018–19 stood at 7.9 percent in the former and 9.9 percent in the latter (10.2 percent in the Middle East and North Africa (MENA)). The share of informal workers (in total employment), though, has been higher, on average, in CCA than in MENAP.
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The Pandemic’s Unprecedented Impact on Labor Markets (1/3)
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Figure 2.2. Labor Market Outcomes during 
the Pandemic across Regions
(Change from 2018-19, in percentage points)

Employment

Unemployment

Sources: ILOSTAT; ILO modelled estimates; and IMF staff calculations.
Note: Employment is employment-to-working-age-population ratio. Employment and 
Unemployment is the average change in the indicated variable across countries in 
the region, calculated relative to its average value over 2018–19. NA refers to North 
America, LAC to Latin America and the Caribbean, AFR to Sub-Saharan Africa, AP 
to Asia-Pacific and EUR to Europe. 
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Figure 2.2. The pandemic has taken a heavy toll on labor markets globally and in the ME&CA region. The average unemployment rate in the region increased from 9.4 percent before the crisis (the average of 2018–19) to 10.7 percent in 2020, the second largest regional increase after the Americas (Figure 2.2). With workers becoming unemployed or dropping out of the labor force, employment in the region fell by an estimated 8 million persons or, in proportion to the working-age population, by 2.2 percentage points—a decline that is again second only to the Americas.

The pandemic’s impact on labor markets in the ME&CA region has been unprecedented in magnitude (Table 2.1).1 For the median country, the unemployment rate increase in 2020 dwarfed those seen during the global financial crisis and the 2014–15 oil price shock. Additionally, labor force participation saw an unparalleled fall, likely because of the futility of job searches while lockdowns were imposed and social distancing exercised. The decline in hours worked and employment were also much larger this time.
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The Pandemic’s Unprecedented Impact on Labor Markets (2/3)

Pre-GFC GFC Pre-Oil Shock Oil Shock Pre-COVID COVID

Unemployment rate 9.3 9.0 9.1 9.6 9.0 10.2
Labor force participation rate 50.3 49.9 49.5 49.6 49.7 48.1
Employment-to-working age population ratio 45.3 44.6 44.5 43.8 43.5 41.5
Ratio of total weekly hours worked 1/ 42.1 42.2 42.1 42.1 41.6 40.3
Sources: ILOSTAT; ILO modeled estimates; and IMF staff calculations.
Notes: All values are median. Pre-crisis is defined as two years before each crisis episode. Covid covers 2020, oil shock 2014-15, and GFC 2008-09.
1/ Ratio of total weekly hours worked to population aged 15-64.

Table 2.1. Labor Market Outcomes Compared to Previous Crises 
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Table 2.1. The pandemic’s impact on labor markets in the ME&CA region has been unprecedented in magnitude (Table 1). For the median country, the unemployment rate increase in 2020 dwarfed those seen during the global financial crisis and the 2014–15 oil price shock. Additionally, labor force participation saw an unparalleled fall, likely because of the futility of job searches while lockdowns were imposed and social distancing exercised. The decline in hours worked and employment were also much larger this time.
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The Pandemic’s Unprecedented Impact on Labor Markets (3/3)
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Figure 2.3. High-frequency data analysis reinforces the exceptional nature of the pandemic’s impact and highlights its unique speed (Figure 2.3). In almost all MENAP and CCA countries for which quarterly labor market statistics are available, employment losses have been unprecedented at the onset of the pandemic compared with declines registered during previous recessions or slowdowns.3 Although a few countries appear to have seen a strong rebound in the second half of 2020 and the first quarter of 2021 (such as Egypt, Kyrgyz Republic, and Uzbekistan; Figure 2.3, panel 1), employment in most countries remains below its pre-pandemic levels (Figure 2.3, panels 2–4).

Three alternative criteria are used to define a recession or slowdown for robustness. The slowdowns or recessions shown in the comparison with 2020 are those episodes for which the three criteria coincide. See the Online Annex 2.1 for details.
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In contrast to previous economic downturns, informality did not play this 
time its role as a shock absorber 
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Figure 2.4. Another novel feature of the pandemic crisis is that it nullified the conventional pattern that informality acts as a buffer. In contrast to previous economic downturns, during which the informal sector provided alternative employment to workers who lost their jobs in the formal sector, self-employment slumped in MENAP and CCA in 2020 (Figure 2.4). This unusual response reflects the shock’s exceptional nature and the drastic measures taken to contain the virus. Indeed, lockdowns and social distancing measures have led many businesses to shut down, affecting informal workers, many of whom work in highly contact-intensive service sectors. In MENAP and CCA, employment in market services (which includes trade, transportation, and accommodation and food), where informality is common, plunged in 2020, whereas it was resilient during past downturns. Employment in the agriculture sector, where informality is prevalent, declined in 2020 in both the MENAP and CCA subregions, whereas it was countercyclical during past downswings.

The shock’s impact was heterogeneous across country groupings within the ME&CA region. For example, relative to rates in 2018–19, average unemployment increased more in MENAP than in CCA—by 1.3 percentage points in the former (1.4 in MENA) and 0.8 percentage points in CCA. Within MENAP, unemployment in Gulf Cooperation Council (GCC) economies increased an unprecedented 3 percentage points to 5.4 percent in 2020—the highest overall unemployment rate in the GCC’s history, according to International Labour Organization estimates (ILO 2021).
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The most vulnerable have shouldered the pandemic’s burden 
disproportionately, with the low-skilled, the young, women, migrant 
workers, and informal workers among the hardest hit
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Figures 2.5 and 2.6. The pandemic has had profoundly different impacts across socioeconomic groups and sectors, leaving some to shoulder most of the burden, while others suffered less and are likely to recover faster.
The crisis generally affected women more than men because of their sectoral distribution of employment and their overrepresentation in unpaid care work. Relative to the average of 2018–19, women’s unemployment rate in 2020 increased by more than men’s (Figure 2.5, panel 1), and their employment levels fell by 6.1 percent compared with 3.9 percent for men. The corresponding declines in the employment-to-working-age-population ratio, however, were larger among men, most likely because of women’s underrepresentation in the region’s labor force, particularly for MENAP (Figure 2.5, panel 2). Overall, the pandemic compounded the gender gap in labor market outcomes.
The pandemic hit young people more severely, with larger adverse effects on their labor market outcomes than on those of adults (Figure 2.5, panel 1). Broadly, the increase in youth unemployment was around two and half times that of adults or more (Figure 2.5, panel 2).
Low-skilled workers were not spared, either. Their employment decline was nearly twice that of high-skilled workers, potentially reflecting the latter’s greater ability to work from home and their higher prevalence in areas with wider internet access. Among the low-skilled, women were affected disproportionately more than men.
Migrant workers took a deep hit (Figure 2.6). The GCC countries, which have some of the highest shares in the world of migrant workers in their working populations, experienced a sharp decline in migrant employment, with adverse implications for their domestic consumption and outward remittances.
The contact-intensive sectors’ decline in employment in 2020 was around three times that of noncontact-intensive sectors. Women are concentrated more in the former and particularly in the service sector, so their employment took a larger hit than men.
The pandemic had a profound impact on the region’s private employment (−2.5 percent) and, to a lesser extent, on public employment (-1.1 percent). These averages, however, mask a high degree of heterogeneity across countries and subregions, with a particularly stark decline in private employment in CCA (−3.6 percent) compared with MENAP (−2.4 percent). Public employment in 2020 actually increased in MENAP countries.
The pandemic has weighed on wages. With a few exceptions, countries saw a moderation in real wage growth in 2020 from the average in 2018–19.
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Countries in ME&CA implemented wide-ranging measures to support 
firms and workers 

Moderador
Notas de la presentación
Figures 2.8. Many countries implemented wide-ranging measures to support firms and workers (Figure 2.8). The pandemic would have taken a heavier toll without these measures. Most countries supported the establishment of remote work, and many provided wage subsidies to enterprises or to workers directly (for example, Iran, Kazakhstan, and Morocco) and access to paid leave, or instituted employment retention programs (for example, Armenia, Azerbaijan, Georgia, Jordan, and Saudi Arabia). Some countries implemented support policies, mainly through cash transfers, to cushion the impact on informal workers (Azerbaijan, Egypt, Iran, Jordan, Morocco).
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The Sensitivity of Labor Markets to Output Fluctuations Has Been 
Historically Small in ME&CA 
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Figure 2.9. As in other developing countries, labor markets in the ME&CA region have not been very responsive to GDP growth. Indeed, the sensitivity of unemployment to output fluctuations (Okun’s coefficient) is very low for the region (an average value of −0.035) and its subgroupings, broadly comparable to emerging market and developing economies and low-income countries (Figure 2.9). Additionally, there is significant variation across country groupings and subregions. For example, labor markets in MENAP respond less to output fluctuations than in CCA, with an average Okun’s coefficient of −0.013 and −0.075, respectively. Okun’s coefficient for MENAP when high-income countries are excluded from the sample (−0.031) is higher in absolute value than for the overall MENAP group, but still lower than in CCA. This low responsiveness in the MENAP group is mainly due to GCC countries, where unemployment has generally not been sensitive to growth, and regressions by income groupings confirm this. By contrast, labor markets in the region’s emerging market and middle-income countries are more sensitive to output (higher Okun’s coefficient in absolute value) than in both the ME&CA region’s oil exporters and low-income countries.
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The Sensitivity of Labor Markets to Output Fluctuations is very 
Heterogeneous Across ME&CA countries 
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Figure 2.10. There is considerable cross-country heterogeneity in the responsiveness of labor markets to output fluctuations (Figure 2.10). Based on country-by-country regressions, Okun’s relationship appears to hold in many countries in the region, so that higher growth is associated with declining unemployment. The response of unemployment to growth is relatively small for the majority of MENAP countries, but unemployment appears more responsive to output fluctuations in the North African economies: in some, a 1 percentage point increase in GDP growth is associated with about a 0.4 percentage point decline in the unemployment rates (comparable with advanced economies). Labor markets in much of the rest of the subregion appear to show little responsiveness to output fluctuations, with Okun’s coefficients close to zero in some countries and even displaying positive (although statistically insignificant) values in others (for example, the GCC economies). In the CCA, there is relatively less variation across countries in the responsiveness of unemployment to output growth. 
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The Low Sensitivity of Labor Markets to Output Fluctuations Could Weigh 
on the Speed of the Region’s Labor Market Recovery over the Near Term
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Figure 2.11. Simulations based on the estimated relationship between unemployment and GDP growth suggest that labor market recovery will likely be slow and uneven across the region in the near term (Figure 2.11). For MENAP, conditional on the IMF’s real GDP growth projections, unemployment rates would decline on average in 2021–22 only in some countries—those where unemployment is more sensitive to growth, where the growth outlook is relatively positive, or both, for example, North Africa—while in the CCA, unemployment would decline in most countries.
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The Low Sensitivity of Labor Markets to Output Fluctuations Likely Require 
Very High Growth Rates to Make a Dent in Unemployment (1/2)
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Figure 2.12. Without reforms, the growth rate required to stabilize unemployment is high in many countries. To stabilize the unemployment rate in some MENAP economies (especially those where unemployment is barely responsive to GDP growth like some GCC economies), growth would need to reach close to 10 percent (Figure 2.12, panel 1)—to reduce unemployment, growth would need to exceed this threshold. Similarly, in some CCA countries, unemployment-stabilizing growth would need to rise above 8 percent.



IMF | Middle East and Central Asia Department 17

The Low Sensitivity of Labor Markets to Output Fluctuations Likely Require 
Very High Growth Rates to Make a Dent in Unemployment (2/2)
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Figure 2.12. Such growth rates are much higher than what was realized on average over the pre-pandemic period and, for many countries, exceed IMF growth projections, which implies that if these projections materialize, they will be insufficient to create enough jobs for unemployment to decline.
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The Low Sensitivity Reflects the High Prevalence of Informality and Other 
Institutional Features
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Figure 2.13. Differences across countries in labor market policies, economic structures, and institutions are likely to affect how quickly labor markets adjust to output fluctuations. In addition to evidence from prior research that overly stringent labor market regulations weigh on labor market outcomes, the chapter’s empirical results from a global sample (using bivariate regressions) demonstrate that a weaker (less negative) Okun’s coefficient is associated with the following factors, including for the ME&CA region (Figure 2.13):
A higher level of informality, because it acts as a safety net, allowing workers who lost their jobs during downturns to make the transition to informal employment rather than face unemployment or drop out of the labor force.
Rigid product market regulatory framework, such as high costs related to bureaucracy, and favoritism, which raise labor market frictions significantly.
Greater flexibility in wage setting, which allows some of the burden of labor market adjustment to fall on wages and not all on employment.
Lower skills levels, because low-skilled workers tend to have less dynamism in the formal labor market.
Large public sector employment and high wage premiums, because the former is a more stable source of employment and thus less responsive 
to growth, while the latter can divert labor from the private sector.
• High share of agriculture and low share of services in value added, which could signal low levels of skill and high levels of informality.
Informality is one of the most robust determinants of Okun’s coefficient. When all variables are included in the regression, only labor informality, the share of services’ value added in GDP, and level of education or skill remain statistically significant.
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