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Abstract

Long-standing challenges concerning unemployment and the role of government
have been the dominant underlying themes in the countries of the Middle East and
North Africa (MENA) region. Effective State-Business Relations (SBRs) comprise
a set of highly responsive and public interactions between the state and the business
sector. The aim of this study is to explore the dynamics of net job creation rates
in Egypt and Turkey, and the role of the SBRs, including various firm characteris-
tics. The analysis relies on firm-level data derived from the World Bank Enterprise
Surveys over the period 2008-2013. We implement the weighted ordinary least
squares (OLS). Furthermore, we apply an Instrumental Variables (IV) Approach and
the Two-Stage Least Squares (2SLS) method for robustness check, to deal with the
potential endogeneity issues coming from the self-reported statements and the pos-
sible degree of reverse causality between SBRs and the main outcomes of interest.
Our findings suggest four major obstacles to SBRs, with constraints of access to
finance and credit and political instability being the common major obstacles in the
two countries explored. Corruption and lack of proper infrastructure in electricity in
Egypt are found to be the next two main obstacles in SBRs, while tax rates and com-
petition from the informal sector are identified as the other two main obstacles in
Turkey. The results show that obstacles in SBRs contribute negatively to the net job
creation. According to these findings, policy implications include the need to make
SBRs operate more efficiently, investments on proper infrastructure and policies that
minimize corruption and political instability.
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1 Introduction

Employment growth, job creation and destruction and firm productivity have
been always at the centre of interest of the governments around the globe and
especially in the Middle East and North Africa (MENA) region, after the great
recession of 2007. The MENA region countries are characterized by strong
cyclical fluctuations and have experienced significant economic and political
changes, such as the Arab Spring. Given the persistently high unemployment lev-
els in emerging and developing economies, there is an increasingly strong focus
amongst the policy makers about job creation and productivity growth. Creation
and destruction of jobs makes workers shift from one job to another and switch
between employment and unemployment. While labor supply factors can be
important, such as skills, working experience, education and health; yet, job real-
location is one of the main factors behind workers’ relocation activity. Evidence
for this can be economic stagnation in the transition and developing economies,
which cannot be explained only by the labor supply-side factors.

The motivation of this study for focusing on the SBRs as an additional factor
of economic performance, lies in the long-standing literature in political economy
and political science providing evidence that effective SBRs and an efficient and
trustworthy business and investment climate can enhance growth and economic
performance (Doner and Schneider 2000; Fajnzylber et al. 2009; Hansen et al.
2009; Qureshi and Te Velde 2013). Therefore, the main motivation of this study
is the ongoing interest of policy makers about the possible sources of job creation
and destruction and the role of State-Business Relations (SBRs).

SBRs are relations between the private and public sector and are shaped by the
way businesses and states interact (Leftwich 2009). Positive SBRs are collabora-
tive institutional arrangements between states and businesses characterized by a
good two-way information flow between these agents that enables transparency,
reciprocity in their relations and conditions in which state intentions and commit-
ments are considered to be trustworthy (Maxfield and Schneider 1997). Examples
of effective SBRs include improved allocative efficiency of government spending
on productive firms; allocation of funding that improves the supply and quality of
public goods, such as transportation and electricity; policies that minimize politi-
cal instability, corruption and competition from the informal sector. According to
Sen and te Velde (2009) effective SBRs may affect the industrial development and
firm growth by two opposite forces. First, overcoming market failures, such as the
market alone may not be able to achieve the optimal allocation of resources, such
as innovation, climate change and education. Second, the states may not be able
to address market failures on their own, because they can be captured by elites,
suffer from moral hazard problems or are unlikely to have perfect information
(Hausmann and Rodrik 2003).

A large part of the literature thus, highlights the importance of policies in pro-
moting development actively. An institutional framework for policies to func-
tion properly, one where the government and business can collaborate to reach a
consensus on the best direction for the economy, is central to all strategies. The
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question is no longer whether the industrial policies-labor regulations and invest-
ments on infrastructure services, reduction of the resource misallocation due to
political instability, corruption and bureaucracy—are important, but rather how
to adapt these policies and analyze the institutional context in which effective
policies are designed and enforced.

The aim of this study is to explore the impact of the SBRs on job flow rates in
Egypt and Turkey employing data from the World Bank Enterprise Surveys over
the period 2008-2013. The empirical analysis relies on a weighted ordinary least
squares (OLS). However, due to potential endogeneity issues coming from the self-
reported structure of the SBRs and the possible degree of reverse causality between
SBRs and the main outcomes of interest, we apply the Two-Stage Least Squares
(2SLS) method for robustness check. The results show that the four main obstacles
in effective SBRs include access to finance and credit, political instability, high tax
rates, corruption, competition from the informal sector and lack of proper infrastruc-
ture in electricity supply.

The findings suggest that the establishment of effective SBRs requires an ade-
quate policy framework to support the development of the industry, employment and
economic growth overall. Therefore, policy recommendations involve improvement
on the building capacity to conduct meaningful and effective SBRs, settings that
improve labor regulations encouraging the increase of employment, reforms that
reduce corruption and remove uncertainty coming from political instability, and pol-
icies that maximize the inclusiveness of firms, especially start-ups and young firms,
to finance and credit.

The organization of the paper is as follows. Section 2 presents earlier studies,
while in Sect. 3 we describe the methodological framework and the data employed
in the empirical analysis. In Sect. 4 we present the empirical results and in Sect. 5
we discuss the main concluding remarks.

2 Literature review

Effective SBRs are associated with the establishment of institutional environments
that state provides higher quality of public goods, including effective public admin-
istration, reduction, if not elimination, of corruption and political instability, pro-
motion of tax incentives and credits for young start-ups and high productive firms,
and investments on reliable provision of infrastructure that is crucial for the pro-
duction process and business performance, such as transportation network, internet,
water and electricity supply. The majority of previous studies illustrate the impor-
tance of a trustworthy and effective collaboration between the state and businesses
on economic growth and firm performance (Kormendi and Meguire 1985; Knack
and Keefer 1995; Rodrik et al. 2004; Giovanis and Ozdamar 2018a, b). However,
the countries of MENA region are also characterized by high levels of informality,
which is the part of the economy that neither taxed nor regulated or monitored by
the government and public authorities. The study by Elgin and Erturk (2019) pre-
sents a detailed and comprehensive literature review analysis about the determinants
of informality and they found that apart from taxes and labor market indicators;
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institutional quality is one of the most important factors that may increase the inten-
sity of informality in the economy. Institutional quality includes political instabil-
ity, law enforcement, corruption and bureaucratic quality, which are explored in this
study. At the macro level earlier studies found also a positive impact of the Infor-
mation and Communication Technology (ICT) on Total Factor Productivity (TFP)
growth. For instance, Hawash and Lang (2020) using panel data for 76 developing
countries over the period 1991 to 2014 found that countries with relatively high
intensity of ICT, experience an annual increase in the TFP growth by 0.1 to 0.3
percent compared with countries with modest investment in ICT. This indicates that
infrastructure plays a major role on the firm performance and economic growth.

Following the macro-level evidence, numerous studies have explored the fac-
tors of firm performance, including employment growth, using micro-data level
analyses. Earlier literature exploited administrative business-level data on employ-
ment dynamics and the job creation and destruction flows focusing mainly in the
USA. One of the first studies is by Davis et al. (1993) who investigated US firms
in the manufacturing sector during the period 1972 to 1988. Their study shows that
the most newly-created and newly-destroyed jobs are accounted by large firms and
plants and the survival rates for the new and existing jobs are increased with the firm
size. Furthermore, the authors found that smaller firms and plants exhibit higher
gross job creation rates, but not higher net job rates. The seminal works by Dunne
et al. (1989), Davis and Haltiwanger (1990, 1999) and Davis et al. (1998) found that
job creation and destruction occur simultaneously and the job reallocation shows
systematic patterns over the business cycle, which reallocation is defined as the sum
of the absolute values of job creation and destruction. Various concluding remarks
are derived from previous studies. Lotti et al. (2003) and Hijzen et al. (2010) found
that the “Gibrat’s Law” is violated (Gibrat 1931), since their results support a nega-
tive relationship between firm size and growth. However, Haltiwanger et al. (2013)
found an insignificant relationship between size and growth when the regressions
control for firm age. Bartelsman et al. (2019) using firm-level data from 10 Euro-
pean countries during the period 2002—-2010 found that ICT and broadband usage
are better predictors of productivity than product innovation, indicating that SBRs
should focus on investments related to ICT and broadband services.

Another field of literature focuses on the cyclicality of employment by different
types of firms. A number of studies found that the small firms respond more to mon-
etary and financial shocks (Gertler and Gilchrist 1994; Sharpe 1994), while Mos-
carini and Postel-Vinay (2012) show that the employment in the large firms is more
related to unemployment rates changes than in the small firms. Furthermore, accord-
ing to Beck et al. (2005a) young and small firms contribute mostly to the new job
creation. For instance, Decker et al. (2014) found that even though the rate of new
entry and exit of firms has fallen during the period 1980-2011 in the USA, a large
proportion of the net job creation was actually crated by the minority of the new
firms that have succeeded and grew. Newborn firms can contribute significantly to
innovation fostering and improved efficiency in the developing countries (Goedhuys
and Sleuwaegen 2010).

Cravo et al. (2018) used a unique monthly linked employer—employee dataset to
explore the cyclicality of employment in firms at the manufacturing sector in Brazil
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over the period 2000-2014. The main conclusion of the study is that the relationship
between productivity, wages and employment size are not strong as it was suggested
by other studies. Furthermore, their findings show that high-productivity firms are
proportionally destroying more jobs during recessions and create more in boom-
ing and expansion periods. Furthermore, researchers have addressed that access to
finance and credit is an important factor for the employment growth, which is also
strongly related to our study, since it is one of the main component of the SBRs
explored. In particular, Fort et al. (2013) argue that younger firms have less exposure
to financial and credit markets and rely heavily on personal financial sources. Stud-
ies exploring the relationship between firm size, age and credit in the USA following
the great recession of 2007-2008, suggest that under extreme credit lunch condi-
tions, financial constraints are more binding to small, younger and low wage firms
(Moscarini and Postel-Vinay 2016; Haltiwanger et al. 2018).

A number of studies have explored the determinants of job creation rates in the
MENA region countries. Arouri et al. (2016), investigated the impact of regulation
and fiscal policies on job creation outcomes for small and young firms in Tunisia
during the period 1996-2010. The authors found that small and newborn firms
create more jobs; however, the Tunisian economy is struggling from fundamental
issues, such as structural unemployment and the inability to absorb the unemployed
youth. Furthermore, the majority of the firms is active on the traditional sectors and
not technological start-ups with high productivity, leading to increase of employ-
ment for unskilled workers. Thus, educated people are less likely to find a job,
resulting to a decrease of productivity in the long-run and weakening the dynam-
ics of the job creation. These findings confirm also the concluding remarks derived
in the studies by Bartelsman et al. (2019) and Hawash and Lang (2020) discussed
earlier, highlighting that ICT, which can be part of the technological start-up busi-
ness, can have a considerable positive impact on productivity and economic growth.
McArthur and Teal (2002) conducted a micro-data level analysis to explore the
impact of corruption on firm performance in 27 African economies using data from
the Africa Competitiveness Report in 2000-2001. Their results show that firms pay-
ing for bribes are more likely to report a lower level of output per worker by 20 per-
cent compared to firms that do not pay.

Industrial policies, government expenditures and investment on infrastructure are
important factors of SBRs and economic growth. For instance, Ferraz et al. (2015)
examined the role of government procurement contracts on the economic growth
in Brazil. More specifically, the authors explored whether firms that bid and win
those contracts are more likely to grow further compared to firms that do not win.
A unique dataset that links employees and employers over the period 2004-2010 is
used and it is found that at least one contract raises the firm’s growth in a given quar-
ter by 2.2 percentage point. Furthermore, the 93 percent of the new jobs is coming
from either the informal sector or from unemployment. Furthermore, Ferraz et al.
(2015) address in their study the issues related to credit constraints young and small
firms are facing and how policies removing those barriers may allow firms to grow.

Similarly, the studies by Dollar et al. (2003), Subramanian et al. (2005), Fajn-
zylber et al. (2009) and Hansen et al. (2009) show that effective SRBs and an effi-
cient business and investment climate are major factors of economic growth. For
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example, Dollar et al. (2003) using data from the World Bank for firms in Bangla-
desh, China, India and Pakistan explored the relationship between firm performance
and investment climate. In particular, they proxied the investment climate by the
time spent with government bureaucracy, days required to set up a phone line and
to clear customs for imports—exports, and sales which are lost due to power outages.
Their main concluding remark is that returns on wages and profit are significantly
higher when the investment climate and infrastructure perform well. Fajnzylber et al.
(2009) employed data for Mexican firms and explored the effect of the government
support on the probability of business survival, where government support includes
training programs, tax credits and access to finance and credits. Even though their
results suggest an overall insignificant impact on firm profitability, access to credit is
an important determinant of the firm performance. In a similar fashion, Hansen et al.
(2009) show that an effective business and investment climate, which is expressed
by support for start-up firms in Vietnam, increase the economic growth, while Sub-
ramanian et al. (2005) found that an ineffective investment climate and poor inter-
actions between the state and businesses have adverse effects on total factor pro-
ductivity of firms in Brazil and China. Goedhuys et al. (2016) examined also the
impact of corruption on firm growth and innovation using a sample of 2897 firms
in Egypt and 592 in Tunisia derived from the World Bank Enterprise Surveys over
the period 2013-2014. The authors confirm the negative effect of corruption on the
firm growth, the trust in the government leading to disinvestments and leaks in the
national welfare.

The most related study to ours, is the report by Amin et al. (2016) who found
that political instability, corruption, inadequate electricity supply and constraints
to access to finance are negatively related to firm performance. More specifically,
the authors explored the role of SBRs on labor productivity, sales and employment
growth in eight MENA countries during the period 20082013, and they identified
political instability, electricity supply and corruption as the three main obstacles in
SBRs. However, their analysis is limited to graphical representations and correla-
tion analysis showing that the majority of the respondents stated the above men-
tioned obstacles as the main drivers of low firm performance. Therefore, our analy-
sis moves one step further, as it aims to establish a quantitative relationship between
SBRs and job creation. Political instability and electricity supply are two main
obstacles in the SBRs and economic growth. For example, the conflict in the repub-
lic of Yemen in 2011-2012 has had a strong impact on power supply, where entire
cities have been without electricity for months, compounded by bombing campaigns
that have destroyed existing power grids. According to Stone et al. (2012), the 90%
of the firms in 2012 reported that their businesses lost their power due to the con-
flict, a number which definitely was not improved in the midst of the upheaval. On
the other hand, the energy demand in Egypt has past the capacity in 2013, and it was
growing by 6% per annum, due to a growing population and energy-intensive invest-
ments followed by massive and repeated power outages (World Bank 2013).

Furthermore, Sabry (2019) explored the role of the SBRs in the MENA region
and the post-Arab Spring period. The author divided the countries into four catego-
ries based on their development following the Arab Spring, and more specifically, in
Gulf; militarizing; liberalizing and civil war states. The analysis is based on an OLS
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multivariate panel regression over the period 1995-2017 and the sample includes
firms from 18 MENA countries. However, the SBRs explored are quite different, as
the author used four modes of SBRs and in particular, predation, which refers to the
situation where state officials misuse their power and control over resources in order
to gain benefits and increase their wealth (Evans 2012), and state capture, where
influential and powerful businessmen shape regulations and laws matching their
interests (Adly 2009). The third measure of SBRs is the cronyism, which refers to
preferential treatments between officials and politically connected business persons
that target to achieve extraordinary returns (Mazumdar 2008). The last measure is
collaborative governance, which is a type of a collective public—private governance,
aiming to create rules and laws regulating the provision of public goods (Ansell and
Gash 2007). Nevertheless, the main outcomes of interest differ from our study, as
the main outcomes explored include the GDP growth, industrial labor productiv-
ity, innovation and the private investment share. Overall, the findings support that
effective and formal SBRs can encourage growth. However, we can argue that those
outcomes can drive employment growth, thus, the paper by Sabry (2019) is related
to the objectives of the current study.

3 Methodology and data
3.1 Job flows

In this section, we describe the main outcomes of interest and in particular the job
flows employed in the study (Davis and Haltiwanger 1990, 1992; Aga et al. 2015).
While the main outcome of interest is the net job creation rate, we also aim to
explore the role of SBRs and other factors on the gross job creation and destruc-
tion rates, since these factors may not have the similar impact on gross and net job
creation rates (Hallak and Harasztosi 2019). In order to find the net job creation
rates, we need to follow the next steps. First, we define the following variables: the
number of Units (/) which is the number of active units in a cell ¢, such as young
and small-medium firms. The second variable used is the employment (E), which is
defined as the sum of employment across all firms in a cell ¢ as:

1
E, = E, (1)

ct =1 it
where i refers to firm and ¢ to time-year. The first two measures we explore is the
job creation and destruction rates. In particular, gross job creation is the sum of the
expanding and new establishments within a sector, while the gross job destruction is
derived by the sum of employment losses at shrinking establishments within a sec-
tor. The job creation rate (JCR) over the average employment in the 2-year period is:

1
By~ Ey )
JCR,, = izt Eis = B . for(E,>E,_) )
05-(E, +E, ) o+ 7

Similarly, the gross job destruction rate (JDR) is defined as:
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1
z:] (Ei,t - Ei,t—l)
=

“T05-(E,+E, )

3)

JDR Jor (E;, <E;, )

Next we take the difference of (2-3) to calculate the net job creation rate (NJCR)
and it will be:

NJCR,, = JCR,, — JDR,, )

3.2 Main empirical framework

The general regression for the job flows takes the following form:
Yk,j,t = ﬁo + ﬂ]SBRkJ,l + ﬂ,XkJ,t + Mk + lj + 9[ + 6kd‘,l (5)

Y denotes the outcome of interest, which includes the job creation and destruc-
tion rates and the net employment growth for industry &, in district-governorate j and
time 7. SBR denotes the obstacle each of the state-business relation explored and X
is a vector of standard control variables, which are discussed below. Set y, controls
for fixed-industry effects, set lj denotes the district-governorate fixed effects, and 6,
is the time-fixed effects, while ¢ is the error term. Following earlier studies, in vector
X we include various firm characteristics to explore their relationship to the main
outcomes and these are reported in Table 1. SBR is a dummy variable taking value
100 if the respondent reports that there is a major or very severe obstacle and 0
if it is moderate, minor or there is no obstacle, therefore the estimated coefficients
should be interpreted as percentages.

Next we discuss the control variables included in the regression analysis, which
are chosen based on the data availability and earlier studies. The first two variables
refer to firm size and age expressed respectively as the logarithm of the total number
of full-time permanent employment and the number of years the establishment has
been in operation. Regarding the firm size an issue is that we are unable to capture
precisely the firm size given the fact that it can be a part of another firm. Neverthe-
less, we control for this, as we discuss later. Moreover, we include a quadratic term
in firm size and age following the studies by Jovanovic (1982), Evans (1987a, b) and
Lawless (2014). The quadratic term in firm size will allow us to explore Gibrat’s
law where the size and growth are independent. Therefore, based on the earlier lit-
erature the relationship between job flows and firm size can be mixed. However, we
aim to explore whether there is a quadratic relationship, implying that the firm size
can be positively correlated with job creation, but the rate of job creation declines.
Regarding firm age, Lawless (2014) explored different age groups where an inverse
relationship between employment growth and lagged size for the young firms was
found, but this declines in magnitude when they implemented the analysis separately
for older age groups. For this reason, we include also the quadratic terms in firm size
and age to explore whether the size or age matter and whether a firm has reached a
mature state.
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Another interesting variable is the gender of the ownership. Previous studies
found that women are more risk averse and more likely to invest in activities with
lower risk than men (Croson and Gneezy 2009; Faccio et al. 2016). As before,
this literature refers to the firm growth and exiting rates, but since we analyze the
employment growth and job creation, this variable can be strongly related to our
topic. Thus, our assumption is that female ownership will be positively correlated
with the job creation. The variable is reported in Table 1 and it takes value 1 if
there is at least one female owner and 0 otherwise. However, one main drawback
of this determinant is that we have not got information on the number of female
owners, but the question records only the case whether at least one of the firm
owners is female or not.

Based on the data availability and information recorded on the World Bank ES,
Labor productivity is measured as the sales divided by the full-time employees.
The hypothesis lies in the fact that labor productivity has a positive impact on
firm financial performance, economic growth, attracting more people and creat-
ing more jobs (Kazuya 2009; Wu 2013).

The next two factors explored are whether the firm is an exporter and whether
the establishment is granted with an international certification of quality. In terms
of the link between job creation and export expansion, earlier studies found that
increase in exports can lead to higher levels of derived labor demand, especially
for the transition and developing economies, such as Egypt and Turkey. One
explanation justifying this relationship lies in the fact that exports in those coun-
tries are labor intensive, including agriculture and foods, furniture, apparel, foot-
wear and textiles (Vu et al. 2013, 2016; Kien 2015). In other words, these econ-
omies rely on an export promotion that exploits the comparative advantages of
producing labor-intensive goods. On the other hand, this may not necessarily hold
for the industrial and developed economies that are more technologically and
capital intensive; however, this is out of the current study’s topic. Hence, expan-
sion of exports may become an important determinant of employment growth.
In line with this, we explore also whether the manufacturing sector creates more
jobs than firms in the services sector. According to Table 1, this variable obtains
value 1 if the firm exports at least the 10% off its annual sales. While on the one
hand, we may support the argument that manufacturing sector creates more jobs
due to export expansion, on the other hand, services may contribute more to job
growth, given the fact that developing economies have expanded also the services
sector over the last decades.

Regarding the accreditation of an international quality certificate, such as the
International Organization for Standardization (ISO) 9001, the variable takes value
1 if the firm has been accredited with such a certificate and O otherwise. The main
hypothesis is a positive role of quality certification on firm performance, costs sav-
ings, improvement of customers’ satisfaction, increase in productivity and job
growth. In particular, the literature suggests that firms adopting quality management
schemes may address risks, preventing potential production failures and improv-
ing their performance, bringing benefits to the firms that implies expansion of their
operations increasing the labor demand (Corbett et al. 2002; Naveh and Marcus
2005; Lafuente et al. 2010; Ullah et al. 2014).
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Firm’s ownership is another variable and is defined by a dummy taking value 1 if
the establishment has at least 10 percent foreign ownership. The nature of the firm’s
foreign-ownership has been explored in earlier studies (Bernard and Sjoholm 2003;
Baldwin and Yan 2011; Geliibcke and Wagner 2012). These studies used this varia-
ble based on the assumption that foreign-owned firms could face lower probabilities
and risk of exit due to international links, economies of scales, access to information
and markets and possible favors in terms of tax treatment. Moreover, these firms
are more likely to export the goods, and based on the previous assumption, foreign
ownership is more likely to be positively associated with job creation. On the other
hand, also foreign-owned firms may face problems related to lack of knowledge of
the local market and culture.

Other control variables include the region showing the regional units, such as
North Upper Egypt, or Southern Upper Egypt for Egypt and Marmara, Aegean,
Mediterranean, Central Anatolia and Black Sea region for Turkey and so forth; and
the legal status of the firm, which is a categorical variable indicating the structure of
the firm, such as whether its shares are traded or non-traded in the stock market or
whether is partnership or limited partnership.

3.3 Data

The analysis relies on data derived from the Enterprise Surveys (ES) provided by
the World Bank.! The surveys are stratified by firm size, industry and geographical
location, which shows that the sample could be quite representative. The sample is
3557 firms in Egypt and 2496 firms in Turkey and the main period of analysis is the
years of 2008 and 2013. We should notice that these surveys include also the panel
component where the same firms are followed in two years. Nevertheless, we fol-
low the strategy of earlier studies and we make use of the full cross section surveys,
including both panel and non-panel component, which provides us the possibility to
view and follow a comparative analysis of the trends across the two economies (Aga
et al. 2015).

The World Bank (ES) cover many topics followed by a core questionnaire that
allows us to make a comparative analysis across firms, sectors, countries and years.
The core questionnaire contains questions answered by the business owners and
high ranked managers providing objective, but also subjective information about
the business environment. More specifically, the subjective questions refer to evalu-
ations about the severity of obstacles that firms face. The interviewers ask firms to
rank 15 components of the business environment, indicating which one presents the
largest obstacle and to rank them on a scale of 1-5, with 1 being no obstacle and 5
being a severe obstacle.

In Figs. 1 and 2, we illustrate the major obstacles in SBRs respectively in Egypt
and Turkey. The reason of presenting those figures is that we aim to examine the
impact of the most significant SBR separately to be able to disentangle their effects.

! Enterprise Surveys (https://www.enterprisesurveys.org), The World Bank.
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Fig. 1 Major obstacles in SBRs for Egypt
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Fig.2 Major obstacles in SBRs for Turkey
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The figures are based on proportions about how the respondents evaluate the obsta-
cles and which ones affect mostly the operation of the establishment. While we
could include them in one regression, this could create problems with multicollin-
earity which will not allow us to explore the actual impact and unable to disentangle
their effects. On the other hand, we could create an index using all the 15 obstacles
within a factor or principal component analysis. However, we are not interested on
the effect of the SBRs in total, but we aim to explore individually the impact of the
major obstacles in SBRs, so creating an aggregated index will not be useful to our
analysis.

In Fig. 1, we observe that the major obstacles affecting the operations of the
establishment include the access to finance and credit, electricity, corruption and
political instability. Even though the corruption is dropped in 2013, it still remains
one of the most important obstacles in SBRs in Egypt. Furthermore, we show that
inadequate education has presented a dramatic reduction in 2013 and hence, we
will exclude it from the analysis. On the other hand, there is a very large increase
in the proportion of firms reporting that political instability is the most important
obstacle to business activities, reflecting the Arab spring and the Egyptian Revo-
lution of 2011 along with the relevant protests and uprisings followed during this
period. Thus, we will limit our analysis to the four most important obstacles men-
tioned above. Based on Fig. 1, the 9% of the firms in 2008 report access to credit
and finance as a very severe or major obstacle, increasing at 11% in 2013. Political
instability illustrates the higher proportion as the major obstacle in SBRs and the
highest increase from 19% in 2008 to 49% in 2013. Corruption reduced by 2 per-
centage points between 2008 and 2013, and in particular, from 9 to 7%, while the
proportion of the respondents reporting electricity supply is a major or very severe
obstacle increased from 5 percent in 2008 to almost 10 percent in 2013. We should
notice that SBRs are illustrated by row. For instance, the first bar in Fig. 1 and year
2008 refers to access to finance, the second bar refers to access to land, the third bar
refers to courts and so forth.

Similarly, in Fig. 2 we observe that the major obstacles in SBRs in Turkey is the
access to finance and credit; inadequate education; political instability; practices of
competitors in the informal sector and tax rates. Nevertheless, we observe a large
reduction in 2013 for the obstacle related to access to finance, inadequate educa-
tion and political instability, but a large increase in tax rates and competition from
firms operating in the informal sector. Also, we note an increase in corruption and
electricity. Even though the reduction in access to finance and political instability
has been noted, we will explore them as they remain two of the four most important
obstacles in 2013. Additionally, we will explore the tax rates and competition from
the informal sector. In particular, according to Fig. 2, the 25 percent of the respond-
ents reported that there are major or severe obstacles to access to finance and credit
in 2008 and reduced at 11 percent in 2013. Political instability reduced from 17 per-
cent in 2008 to 13 percent in 2013. On the other hand, informal sector competition
increased from 14 percent in 2008 to 19 percent in 2013, while tax rates presented
an increase of 9 percentage points between 2008 and 2013, from 18 to 27 percent.

Following Aga et al. (2015) in order to yield accurate population estimates for
the main parameters of interest in the empirical work of this study, we account
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Table2 Job flow rates by sector

Sector

Gross job crea-
tion rate (%)

Gross job
destruction rate

(%)

Net job
creation rate
(%)

Panel A: Egypt

All 3.896 4.008 —0.034
Manufacturing 5.221 5.202 0.019
Services 0.584 0.677 —0.092
Panel B: Turkey
All 2.443 2.528 —0.085
Manufacturing 2.840 2.741 0.099
Services 0.984 1.137 —0.152
Table 3 Job flow rates by firm Firm size Gross job crea-  Gross job destruc-  Net job

size

tion rate (%)

tion rate (%)

creation rate
(%)

Panel A: Egypt

5-19 7.534 8.756 —1.222
20-99 8.582 9.564 —0.982
+100 9.459 8.127 1.332
Panel B: Turkey

5-19 2.369 2.373 —0.004
20-99 2.739 2.710 0.029
+100 2915 2.895 0.020

for sampling weight in both descriptive statistics presented in this section, and in
the regression analysis illustrated in the empirical results section. In Table 2 we
report the job flow rates by firms in the services and manufacturing sector, while
in Table 3 we present the flow rate by firm size. We observe similarities between
the two economies, as the net job flows are positive in the manufacturing sector,
and they become negative in the services sector and the total economy. In Table 3
we observe that large firms in Egypt create more jobs and more specifically firms
with more than 100 employees, while small-medium enterprises destroy more
jobs than they create. On the other hand, in Turkey we show that only the small
firms with less than 20 employees create less jobs, while firms with more than 19
employees present a positive net job creation rate, even though this is relatively
low.

In Table 4 we report the summary statistics using sampling weights for the
main control variables. The purpose of presenting the descriptive statistics is
not only to highlight the similarities, but most importantly to identify the differ-
ences that characterize the firms across the two economies explored. Regarding
firm size and age we observe that the averages are very close to both economies,
where the average number of employees is 88 and the average age is 21 in Egypt,
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while the respective values in Turkey are 110 employees and 23 years. However,
the rest of the variables present large differences between the two countries. For
instance, the female ownership in Egypt is only 6.2 percent, while the percent-
age in Turkey reaches the 30 percent. This shows that female entrepreneurship is
more common in Turkey, while women in Egypt have rather less opportunities to
establish or take part to business activities. Regarding the international quality
certification only the 10.2 percent of the sample has been accredited with it in
Egypt compared with the 31.5 percent in Turkey. Also, differences are observed
in the firms defined as exporters which is 14 percent in Egypt compared to 20
percent in Turkey. These statistics illustrate the openness of the firms, which is
significantly higher in Turkey. Moreover, the average labor productivity in Egypt
is negative at -3 percent, while in Turkey is positive and equal at 4.8 percent.

3.4 Endogeneity and instrumental variables (IV) approach

We should notice that our main variable of interest, which is the SBRs, may be
endogenous to firm growth implying the coefficients derived by the effect of regres-
sion (5) would be invalid. The three main courses of endogeneity include the omit-
ted variables bias, self-statement and perception about the obstacles and reverse
causality. Regarding the first source of the endogeneity issue, and the omitted vari-
able bias, it is unclear if effective SBRs are random. For instance, firms operating in
specific sectors, industries and locations may face higher obstacles, such as bribing,
corruption and utilities supply, including electricity, water, energy and transporta-
tion. Moreover, two firms operating in the same sector or industry, they may need
to pay different amounts in bribes and face different degrees of corruption, but also
the impact of obstacles in access to finance and credit, tax rates, electricity supply
and competition from the informal sector on their growth may vary. Hence, SBRs
can be endogenous, because firms may choose to locate in cities and areas with bet-
ter investment climate and lower obstacles in SBRs. These differences may be cor-
related with unobservable characteristics influencing the growth trajectory and job
creation of the firms.

Regarding the second source of the endogeneity issue, some managers may report
obstacles that are actually overestimated or underestimated, or there could be cases
where some inefficient firms may overstate the constraints and obstacles that they
actually face (Beck et al. 2005a; Carlin et al. 2006). Therefore, SBRs may be endog-
enous either because of measurement error due to perception, but also because of
possible reverse causality between SBRs and the outcomes of interest explored in
the study. In particular, while SBRs may affect job flows, we can argue that also
employment growth may have an impact on the quality of SBRs.

Even though we may reduce the endogeneity issue by employing the panel data-
set, aiming to remove time-invariant location-region, and industry characteristics,
we also implement the Two-Stage Least Squares (2SLS) method and we use two
sets of instrumental variables for SBRs which are available in the ES. More specifi-
cally, we employ 16 instruments reported in Table 1, where we classify the first 13
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variables into the first set, and the second set includes 3 variables, which refer to the
interviewer’s evaluation.

For the first set of instruments used we follow similar procedures from earlier
studies (Dollar et al. 2005, 2006; Escribano and Guasch 2005; Commander and
Svejnar 2007; Fisman and Svensson 2007; Dethier et al. 2010; Seker 2011; Aterido
et al. 2011; Seker and Yang 2014), which is the average percentage of the variables
reported in Table 1 by industry-sector-location. The justification of the underlying
validity of the instruments at industry-sector-location averages lies on the fact that
the firms apart from their characteristics are also dependent on government services,
public infrastructure, location, sector and industry factors, which are presented in
panel A of Table 1. This setting allows for a correlation between SBRs and the
industry-sector-location averages, but they should be however, uncorrelated with
unobservables that may be correlated with job flows (Collins et al. 2009).

Hence, in order to address the endogeneity issue coming from the reverse cau-
sality between the outcomes and the factors of main interest-SBRS-we assume that
obstacles in SBRs are determined by the underlying characteristics of the specific
location and industry-sector of the firm. It is assumed that the average percent-
ages of the variables for a sample of firms belonging to the industry-sector-location
group, is representative for the firms in that group and for each firm the cluster aver-
age excludes the individual obstacles in SBRs. Hence, while local conditions of the
SBRs at the industry-sector-location can explain the variation on the job flows of
the firms, the employment growth of an individual firm will have no impact on the
industry-sector-location average of the variables IV1-IV13 in panel B of Table 1.

The second set includes the variables IV14-IV16 in panel B of Table 1. In par-
ticular, the first variable is completed by the interviewer and the question is “It is my
perception that the responses to the questions regarding opinions and perceptions
are”, and the possible answers include (a) Truthful; (b) Somewhat Truthful and (c)
Not truthful. The second variable answers to the question “Accuracy of responses to
questions regarding figures” with the possible answers (a) Are taken directly from
the establishment’s records; (b) Are estimates computed with some precision; (c)
Are arbitrary and unreliable numbers and (d) Some cases in books and some from
estimates. The third variable answers to the question “This questionnaire was com-
pleted in” and the possible answers include (a) One visit in face-to-face interview
with one person; (b) One visit in face-to-face interview with different managers/staff
and (c) Several visits.

Our suggestion of using these three categorical variables lies in the argument that
they are correlated with the state-business perceptions and cannot directly affect the
outcomes of interest. About the first two variables, even though the state-business
relations can have an impact on firm’s performance, the judgment and perception of
the interviewer cannot affect them, but it may have a correlation with the reliability
of the individual’s response. In a similar study, Cojocaru (2012) uses the interview-
er’s assessment and perception as an instrumental variable to rank each household’s
well-being and the results remain robust. Therefore, we argue that these instruments
can be correlated with the obstacles in the SBRs, but cannot influence the outcomes
of main interest-job flows. The third variable can be also a candidate instrument, as
the perception about obstacles and state-business relation may vary depending on
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whether the questions are replied by the same or a different person, but even by the
same person across several visits. This will also be confirmed by our 2SLS estimates
where the endogeneity hypothesis is rejected; implying that conditioning on these
variables there is no correlation between the instruments, outcomes and the error
term. Furthermore, in all cases we reject the null hypothesis that instruments are
weak.

4 Empirical results
4.1 Main results

According to Tables 5, 6, the first major and common obstacle in the SBRs across
Egypt and Turkey is the access to finance and the second is the political instabil-
ity. The remained two obstacles differ, as in Egypt is the electricity and corruption,
while for Turkey is the tax rates and practices of competitors in the informal sec-
tor. Obstacles regarding the firms’ access to finance and also corruption allow large
firms to be unfairly subsidized and small firms more “taxed” creating less jobs in
the economy. Large firms in both countries have not actually grown in the process
and therefore have not created more jobs, but are born large and are results of the
privatization process of public and state-owned firms, including supply of power,
post offices, telecommunications and transportation (Seker and Correa 2010; World
Bank 2014). These obstacles are more common to small-medium firms making them
unable to compete with the old and large privileged firms. Constraints to access to
finance and political instability have a negative impact on the net job creation rates
in both countries, while the 2SLS coefficients are higher indicating that OLS may
underestimate the real effect of these obstacles. Furthermore, we find a positive and
significant coefficient in the gross job destruction rate in Egypt, indicating that firms
facing severe and major obstacles in access to finance are more likely to destroy
more jobs compared to those reported moderate or no obstacles. On the other hand,
the coefficient is insignificant for Turkey.

Previous studies confirm that constraints about access to finance are reported
more frequently to small-medium firms and have less access to formal sources of
external finance (Beck et al. 2005b; Beck and Demirguc-Kunt 2006). This can be
explained by poorly developed capital markets, but also by the corruption that favors
mainly the large and privileged firms and isolate the small firms that are in more
need of financing their operations. These limitations have a negative impact on
firm’s performance, including financial performance and sales and thus, an overall
negative effect on employment growth (Klapper et al. 2006).

In line with limitations and constraints on access to finance we observe also
that the competition from firms in the informal sector is another major obstacle
of SBRs in Turkey. This can be also a result of the related constraints to finance
and credit that forbid the firms in the formal sector to employ more workers. This
is also connected with the tax rates, which is a major constraint in Turkey. More
specifically, high tax corporate taxes will create obstacles to firms, and especially
the small firms that are in more need for finance and capital, allowing workplaces
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in the informal sector to attract more employment. Earlier studies also support
that electricity is a major constraint for the firm growth and therefore an unreli-
able supply of electricity can have also a significant adverse effect on job crea-
tion and growth. orld Bank (2008) finds that expensive, unreliable or unavailable
electricity is a major barrier for firms in Kenya. Similarly, firms in Tanzania and
Liberia recognize unreliable electricity as a major obstacle to firm operations.
Therefore, power outages due to lack of proper infrastructure and also expensive
supply of power will have a negative impact on sales and consequently on job
creation. Power outages in Tanzania cost firms around 15 percent of annual sales,
according to a 2013 survey of 813 firms (Lemma et al. 2016).

For the remained variables in the empirical work, we observe that the results
are significantly different compared to those we found in the case of firms in
Egypt. In particular, firms in Turkey with female owners and accredited with
an international certification of quality present higher gross and net job crea-
tion rates, while the relationship between job destruction rates and international
certification of quality is negative. While this study has not discussed so far
any theoretical framework explaining this positive relationship between female
employers and job creation, a survey conducted by EY (2016) among 2,673 entre-
preneurs around the globe, reveals some interesting related results. First, it seems
that women lead the job creation stakes who report an average growth rate of
10.9 percent in the next year 2017 compared to the 8.3 percent among the male
entrepreneurs. Furthermore, the 43 percent of the women stated that they hired
more employees than expected in the previous year—2015—compared to the 39
percent of the male entrepreneurs. Another characteristic of the survey’s results
is that the 56 percent of the female entrepreneurs younger than the age of 35
reported a better job creation rate than the expected in 2015, while the 16 percent
expect a 16 percent average increase in the workforce size. The respective values
for the men in the same age brackets are 56 and 13 percent (EY 2016).

We observe that the quadratic term of firm size is significant in firms in Egypt,
while only the linear term is significant in the case of Turkey. According to Table 5,
the linear term of the firm size is positive and significant in job creation and net job
creation rates, but negative regarding job destruction rates. The respective signs of
the quadratic terms are negative and positive. This illustrates an inverted U-shaped
curve for the job creation rates and a U-shaped curve for the job destruction rate,
implying that after some point the employment growth rates reduces, while the job
destruction rates increase. The turning point for the gross job creation rate using both
OLS and 2SLS is around 110 employees. The turning point for the gross job destruc-
tion rates is around 30 employees, while for the net job creation rates it becomes
roughly 20 employees. A similar concluding remark is observed for the firm age,
but the coefficients become insignificant in the net job creation rates regressions. In
particular, according to the OLS and 2SLS estimates, firms older than 15-16 years
create a fewer number of jobs, and they destroy more jobs compared to the young
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firms. A common finding is that firms accredited with an international quality of
certification create more jobs and destroy less jobs in Turkey, while they destroy less
jobs in Egypt.”

Regarding the validity of our instruments, we need to test whether they are weak
or in other words, whether they are good predictors of the endogenous variables,
which is the SBRs. Second, we will test whether the instruments are exogenous and
uncorrelated with the outcomes-job flows explored. In all cases we reject the null
hypothesis of the weak instruments test. In particular, in Tables 5, 6 we report the
Kleibergen-Paap F-statistic test from the first stage regression, where we regress
each obstacle in SBRs on the instruments discussed earlier and presented in panel
B of Table 1. In line with the evidence and according to the rule of thumb of a value
of F-statistic more than 10, we conclude that the instruments employed turn out to
be strong predictors of the SBRs. As we observe from Tables 5, 6 in all cases the
F-statistic of the weak instrument test is higher than 10, except for the gross job
creation rate and the net job creation rate regressions for corruption in panel D of
Table 5 for Egypt, which are close to 10. Furthermore, the same applies for Tur-
key when we consider the political instability and panel B of Table 6, where the
value of F-statistic for the gross job destruction rate and the net job creation rate
is respectively 6.5 and 9.1, indicating that the instruments used in the case of the
political instability as an indicator of SBR in Turkey, are rather weak. In Tables 5, 6
we report also the Hansen J over-identification test derived from the 2SLS method.
The joint null hypothesis is that the instruments used are valid instruments, imply-
ing that are exogenous, uncorrelated with the error term and they have an indirect
effect on the outcomes explored through the SBRs variables and thus, are correctly
excluded from the estimated regressions. According to the p-value associated with
the Hansen J test, we accept the null hypothesis in all cases for both Egypt and Tur-
key and therefore, we conclude that they are valid instruments.

4.2 Robustness checks

In this section, we perform a variety of sensitivity and robustness checks. First,
we repeat the same estimations with Tables 5 and 6 employing only the panel data
set and applying a fixed effects OLS model. Second, we limit the analysis only to
SMEs, excluding firms with more than 100 workers. In this case, the sample is rang-
ing between 75—78 percent of the full sample. Third, we will perform a placebo test,
which is a falsification exercise to provide evidence on the precision of the identified
link between SBRs and job flows.

In Tables 7, 8, we report the estimates using the panel dataset and the sample for
SME:s. The main benefit of using the panel data in the first case is that it allows us
to control for unobservable time-invariant firm characteristics, such as the profit and
efficiency, the entrepreneurial ability of the firm owners and managers, which may

2 We should notice that panels B-D in tables 5-6 we include the same set of control variables as in
panel A. However, as the SBRs is the main factor of interest, and since the estimated coefficients of the
remained controls remain very similar to those found in panel A, we do not report them.
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affect the obstacles in SBRs and employment growth. Therefore, the main benefit of
the fixed effects OLS estimates is that we may handle the endogeneity of the SBRs
measures and also to difference out time-invariant industry, sector and area-location
specific factors. Overall, the results based on the panel data are quite similar with
those derived by the 2SLS in Tables 5, 6, indicating that fixed effects may reduce
endogeneity due to omitted variables bias up to some degree.

Next in the last three columns of Tables 7 and 8, we report the estimates for the
SMEs sample, which firms form the backbone of economic activity, not only for
the MENA region, but also in other developing regions and for the majority of the
developed countries. Nevertheless, SMEs may suffer more from corruption and
unfavorable conditions of business environment, implying that policy intervention
and reforms should target mainly to the economic growth of SMEs. Furthermore,
the sample of SMEs provides us with a more homogeneous group of firms compared
to the full sample, where we include also the large firms. More precisely, SMEs con-
sist almost of the 75-78 percent of the full sample, while a few number of firms in
our sample report a very high number of employees, reducing in this way the noise
in the data. As we mentioned earlier, we limit the sample of firms not exceeding the
100 employees. In this case, we observe that the impact of the obstacles in SBRs
is more severe indicating the importance of constraints and limitations small firms
face, which includes also young firms. Therefore, the results show that SMEs are
more vulnerable in the obstacles in SBRs explored and hence, proper policies target-
ing the specific group of firms should be encouraged and implemented. Neverthe-
less, the results are compared with the OLS cross-sectional analysis in Tables 5, 6,
but the results can be quite underestimated compared to the 2SLS method.

The last robustness check involves a placebo test; however, based on the data
availability and limitations, it is quite difficult to find a proper variable in order
to conduct a reliable placebo test. Therefore, exploring policy interventions and
reforms that allow us to implement a difference-in-differences (DiD) and a regres-
sion discontinuity design (RDD) and compare the pre-period and post-period out-
comes, provide a more reliable and robust platform to perform placebo tests.

In our effort to provide evidence of the relationship between SBRs and the job-
destruction rates, we use different variables as proxies to SBRs. In particular, for
the access to finance and credit, we use a variable indicating whether the firm has
acquired any line of credit or loan over the last fiscal year (Rahman et al. 2018). For
electricity, we use the submission of application for electricity supply over the last 2
fiscal years (Geginat and Ramalho 2015). While we argue that these proxies are not
the most reliable ones, given the information provided by the World Bank ES, we
assume that using the information on whether the firms have already a loan or have
submitted for electricity supply should have no effect on the outcomes explored.
Furthermore, we limit our analysis only to firms that have reported no obstacles in
the SBRs explored, which can be seen by the low number of observations in Table 9.
The same applies for the rest of the obstacles in SBRs examined below. For the cor-
ruption we replace the SBR with the variable taking value 1 if the financial state-
ments of the establishments are checked and certified by an external auditor over the
last fiscal year (Farooq and Shehata 2018), while for tax rates we use the informa-
tion about the average number of visits by tax officials (Kochanova et al. 2018). For
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the political instability, we consider the average number of inventory of the most
important input, as this shows the degree of vulnerability and resistance on peri-
ods of uncertainty and political instability, depending also on the volume of exports
and imports (Chawdhury 2016; Grechyna 2017). Nevertheless, this type of SBRs
mainly refers to national level, while the remained SBRs explored can be allocated
at regional, local or even at firm level. For instance, corruption can be influenced at
the individual-firm level, while competition from the informal sector and the qual-
ity of electricity supply can be influenced at a local or regional level. Finally, for
the competition practices from the informal sector, we replace the main SBR with
a dummy indicating whether the firm is functioning only at a local-national level or
at an international level (Varcin 2000). The justification of using this variable is that
national and even more local firms may face more competition from the informal
sector and could be more vulnerable to this type of competition. Therefore, consid-
ering these proxies and limiting the sample of analysis to firms reporting no obsta-
cles on SBRs, we should expect an insignificant estimated coefficient and accept-
ance of the null hypothesis of the weak instrument test. This will imply that the
placebo test is valid, providing evidence about the identification of the link between
SBRs and the job creation-destruction rates. In all cases, we observe that the esti-
mated coefficients are insignificant, while we fail to reject the null hypothesis of the
weak instrument test according to the Kleibergen-Paap F-statistic and the associ-
ated p-values. Exception is the gross job destruction rate in Egypt and the access to
finance and credit. Moreover, based on the Hansen J test, we fail to accept the null
hypothesis. Furthermore, the correlation between those proxies and the SBRs is sig-
nificant, but we do not present the results.’

5 Discussion and conclusions

This study investigated the determinants of job flows in Egypt and Turkey and the
impact of SBRs on job flows. Effective SBRs and a supportive business environment
is vital for the firm performance, innovation and job creation. The main conclud-
ing remark is that the impact of firm size and age on employment growth differs
in both economies, while obstacles in the state-business relations have a negative
and significant impact on the net job creation rates. Understanding the factors and
obstacles hampering private firms’ growth and innovation and addressing the con-
straints through policy reforms are the main priorities for policy makers. The find-
ings suggest a negative impact of the obstacles in effective SBRs in both economies
explored and access to finance and credit and political instability are the two main
common obstacles in Egypt and Turkey. Furthermore, we found a positive relation-
ship between the job creation and various determinants in Turkey, including female
ownership and the accreditation of an international certification of quality, which
can be explained by the large proportion of firms reported in Table 4. On the other

3 Overall, we conclude that the placebo tests are valid and the variables used as proxies to the main
SBRs explored are proper, confirming the link between SBRs and job growth rates and the robustness of
our estimates in Tables 5-6.
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hand, in Egypt and Turkey, we find that labor productivity is positively related with
the job creation, while the firms in the services sector create less jobs compared to
firms in the manufacturing sector.

While our main aim of the study was to illustrate the job flows, and their rela-
tionship with various firm characteristics, the study could have been expanded by
exploring also reforms and their impact on the productivity and job creation, which
can improve also the robustness of the placebo tests performed in the study. Never-
theless, we suggest for future studies the investigation of various reforms, such as
employment, subsidies to specific industries and regions, and the evaluation of their
impact on the above-mentioned outcomes.

However, the analysis is not without drawbacks. First, the sample of the firms
and the period examined, and specifically the waves, is very short. Second, another
major drawback in our opinion is the quality of the jobs created. In particular, the
analysis should be concentrated not only on the quantity of the jobs created, but also
on the quality, in terms of skills acquired, future perspectives and wage levels. More
skilled job may lead also to higher economic growth, through higher productivity
and thus, to a further economic expansion and employment growth. Moreover, if the
job creation in the countries explored, including also other developing economies
in the MENA region and around the globe, takes place mainly in traditional sectors
and not in technological start-ups or high productive firms, these economies will
lag behind other countries in terms of efficiency, productivity and economic growth,
and hence, in employment growth in the long run period.

Previous studies show that banking and financial markets in the MENA region
are less competitive compared to other regions in the world, which is due to lack
of market contestability and poor knowledge of the financial and credit environ-
ment (Murjan and Ruza 2002; Al-Muharrami et al. 2006; Anzoategui et al. 2010). A
large proportion of the firms in the private sector does not have access to credit and
banking system and it is unbundled with the financial sector, undermining the pros-
pects of growth. Lower government funding requirements and increase in the bank-
ing competition are likely to have a positive effect on access to finance and credit.
Credit risk management capacity building initiatives of banks should be followed by
a shift and reform in the regulatory posture towards increased competition. In par-
ticular, improvement in access to finance should not come at the expense of financial
stability, but the regulatory structure must be adjusted to prevent competition from
contributing to risky lending practices (Keeley 1990; Beck et al. 2013). Govern-
ments and donors should support measures to develop and enhance the screening
of banks’ capacity and to increase the supply of bankable firms. This type of activi-
ties would seek to make SMEs less opaque, reducing information asymmetries and
helping firms to create a business plan or build an organizational structure in action.
However, those services are limited, because they are typically small in comparison
to the size of the economy (McKenzie 2015). Increasing competition may provide
incentives and opportunities to banks to find new market segments, including lend-
ing to SMEs.

The second major common obstacle in SBRs in both countries examined is
political instability, while corruption, electricity for Egypt and tax rates and
competition from the informal sector in Turkey are other major obstacles. The
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consequences of political instability go beyond the apparent intervention of
armed and political turmoil. It has to be seen as creating a general environment of
economic policy and regulatory stability which can cross national borders. Poli-
cies to minimize corruption in the region must look further than small-scale cor-
ruption and at the wider public—private-interactive institutional climate. Such a
general view of corruption as a burden and a failure to engage the state can have
large consequences. Moreover, the relationship among the SBRs we explored can
be self-reinforcing. More specifically, insufficient supply of utilities, such as elec-
tricity can create widespread resentment, while political instability and turmoil
can undermine infrastructure through lack of investments and violent conflicts.
Reform strategies should improve the energy sector efficiency, including elimina-
tion of political instability, corruption, competition practices from the informal
sector, distorting taxes and also subsidies, as these can lead to an inefficient use
of resources.

Thus, a more in-depth investigation and analysis of determinants and reforms that
affect the job creation rate, productivity and firm performance is important in future
studies. State-business relations can be also important factors. For instance, labor
and trade regulations may hinder the job creation rates, so flexible labor markets
could be more desirable. However, the reforms should encourage investment and job
creation, but also the policy challenges include improvement of the worker protec-
tion. This is also in line with the fact that the countries we explored in this study
have an extensive informal economy, where a large proportion of the workers is not
registered in the social security institutions and therefore, do not enjoy the protec-
tions associated with those systems. Additionally, even though we control for region,
industry and sector, more insightful concluding remarks can be derived if a more
in-depth analysis takes place within those groups. Many more cases and obstacles
can be discussed, but the main point is that state-business relations, among the other
factors we explored, may determine the job creation and employment growth.
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