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ABSTRACT 

Few public and social policy subjects have attracted as much attention as Affirmative 
Action Policy (AAP) in social sciences. �$�$�3�¶�V���P�D�L�Q���D�L�P���L�V���W�R���H�O�L�P�L�Q�D�W�H���R�U��prevent past 
discrimination against disadvantaged groups and to enhance their position in society. Its 
role has become controversial around the world. In Saudi Arabia, despite changes and 
improvements in laws and strategies, over past decades, to tackle the age-old issue of 
native unemployment, the problem is still deeply ingrained in society. This research has 
investigated the role, effectiveness and consequences of AAP on Saudi labour market 
structure. The research has employed a pragmatic methodology over three phases of 
analysis. 

The first phase has been based on an interpretive paradigm, and been conducted through 
semi-structured interviews with labour market experts, to identify and understand the 
policy. The interviews have been analysed using a thematic analysis technique. The 
�I�L�Q�G�L�Q�J�V�� �R�I�� �W�K�L�V�� �S�K�D�V�H�� �F�R�Q�W�U�L�E�X�W�H�G�� �V�L�J�Q�L�I�L�F�D�Q�W�O�\�� �W�R�� �W�K�H�� �X�Q�G�H�U�V�W�D�Q�G�L�Q�J�� �R�I�� �$�$�3�¶�V��
legislative nature and role. Two different historical versions of AAP (pre- and post-
2011) have been identified. The earlier version (pre-2011) was found to be a non-
�V�W�U�D�W�H�J�L�F���D�Q�G���Y�D�J�X�H���S�R�O�L�F�\���W�K�D�W���P�D�G�H���Q�R���U�H�D�O���L�P�S�D�F�W���R�Q���Q�D�W�L�Y�H�V�¶���H�P�S�O�R�\�P�H�Q�W�����Z�K�L�O�H���W�K�H��
new version (post-2011) has been positive in increasing native employment (relatively), 
but it has been associated with serious unintended consequences due to its stricter 
enforcement. 

The second phase has been based on a positivist paradigm, and been conducted through 
time-series analysis (2004-2014), to examine policy effects on labour market structure. 
The results have indicated that, in addition to the continuing issue of the high inward 
flow of expatriates, AAP has failed to either improve the distribution of job 
opportunities across the country, or enhance structural issues with some occupations in 
the private sector.  

The third phase has also been based on a positivist paradigm, and was carried out using 
�D�� �V�X�U�Y�H�\�� ���V�H�Q�W�� �W�R�� �R�Y�H�U�� ������������ �S�D�U�W�L�F�L�S�D�Q�W�V���� �H�[�D�P�L�Q�L�Q�J�� �W�K�H�� �S�R�O�L�F�\�¶�V�� �V�Rcio-psychological 
effects on employees. The findings have suggested that employees tend to perceive 
AAP negatively. Mainly, the results reveal a strong correlation between AAP and all 
types of discrimination, both individual and institutional, and such a negative perception 
of discrimination has direct and indirect effects on �H�P�S�O�R�\�H�H�V�¶���L�Q�W�H�Q�W�L�R�Q���W�R���O�H�D�Y�H.  

The main contribution of this research is to provide much desired information on the 
AAP�¶�V practice and approaches, in an interesting context. The research provides vital 
information about old and new AAP legislations in Saudi Arabia. Two frameworks have 
been developed, (with one being tested), to understand the policy effects from different 
perspectives. Importantly, the research shows how a strict form of AAP can have side 
effects on the beneficiary group and destabilise the labour market. 
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�����&�K�D�S�W�H�U���2�Q�H�����,�Q�W�U�R�G�X�F�W�L�R�Q 

 

1.1 Introduction 

Saudi Arabia is one of the fastest developing countries in the world (Bowen, 2014). It 

�K�D�V�� �W�U�D�Q�V�I�R�U�P�H�G�� �I�U�R�P�� �E�H�L�Q�J�� �R�Q�H�� �R�I�� �W�K�H�� �Z�R�U�O�G�¶�V�� �S�R�R�U�H�V�W�� �V�W�D�W�H�V���� �U�H�O�L�D�Q�W�� �R�Q�� �L�W�V�� �O�L�P�L�W�H�G��

agriculture and pilgrimage revenues, to one of its most modern states, following the 

discovery of oil in the 1930s (Vassiliev, 2013)���� �6�D�X�G�L�� �$�U�D�E�L�D�¶�V�� �G�H�Y�H�O�R�S�P�H�Q�W�� �E�H�J�D�Q��

humbly in the period between the 1930s and the 1960s (Fakeeh, 2009). However, oil 

revenues boomed in the 1970s, making the country one of the largest oil exporters in the 

world (Gause, 2014). As a result, Saudi Arabia instigated fast-track development, 

transforming its very basic infrastructure of few miles of paved roads into a modern 

road network covering thousands of miles, linking almost all of �W�K�H�� �.�L�Q�J�G�R�P�¶�V�� �F�L�W�L�H�V��

and towns (Al-Rasheed, 2010; Jang, 2005). Railroad tracks were laid and the 

government created one of the largest national airlines in the Middle East (Saudi 

Airlines). In addition, telecommunication lines have been provided, and housing 

projects have boomed all over the country. In fact, present-day Saudi Arabia is 

unrecognisable from what it was a few decades ago, such has been the rapid and 

massive development and growth that has taken place countrywide (Bowen, 2014). 

Furthermore, the government has embarked on strategies of privatisation and 

diversification of the economy, supported by lucrative financial incentives such as 

interest-free loans and other incentives to involve the private sector (Rajhi, Salamah, 

Malik & Wilson, 2012; Mohamed Ramady, 2010). Such strategies have resulted in huge 

expansion of the economy. Consequently, the workforce has expanded five-fold, rising 

from a few hundred thousand workers in the 1970s, to millions of workers, in a very 

short period of time (Baldwin-Edwards, 2011). Such a huge increase in labour force was 

triggered by a number of factors, but it was mainly due to the government�¶�V 

development plans, which involved an open door recruitment policy to cope with such a 

fast expansion (Mashood, 2009). In fact, employers and individuals were allowed to 

engage in an unrestricted recruitment of expatriates, to speed up the development of a 

modern infrastructure (Fakeeh, 2009).  
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Additionally, throughout that period, when nation building was at a peak, the 

government had recognised the importance of developing a public sector with a native 

workforce (Bowen, 2014). Many strategies had been used to attract citizens to 

governmental jobs, including higher salaries and greater job security (Al-Shammari, 

2009). At the same time, the open door policy of recruitment was at a peak, making the 

private sector almost entirely reliant on expatriates (Abdel Rahman, 2012). Such 

strategies were later translated into long-lasting practices in the labour market. Two 

distinctive and enduring characteristics for the public and private sectors were shaped. 

On one hand, native employees have developed a strong preference to work in the 

government sector, which has resulted in over-staffed government offices and a 

subsequent inability to create sufficient job opportunities to cope with such a high 

demand (Looney, 2004a; Torofdar, 2011). On the other hand, the private sector has 

become more reliant on foreign workers. These trends have tended to give natives two 

main choices: either secure a government job or stay unemployed. This has gradually 

become a serious issue, and has imposed enormous pressure on the government to find 

an immediate solution to such a serious issue (Ageli, 2013). 

Subsequently, the Saudi Arabian government has become increasingly aware and 

concerned about both the continued reliance on foreign labour, and rising 

unemployment levels among its citizens, which have become increasingly politically 

destabilising (Al-Dosary & Rahman, 2009; Rajhi et al., 2012). Policies to reform and 

balance the labour market were crucial, and so the Saudi Arabian government has 

introduced its own version of Affirmative Action Policy (AAP) as a radical solution to 

such problems (Al-Dosary, 2004; Randeree, 2012). Like many other countries, Saudi 

Arabia has used quota-based AAP to favour members of under-represented groups (its 

citizens) to access jobs. The AAP (locally known as Saudisation) has been the main 

strategy to both raise national employment levels, and reduce dependency on foreigners 

(Ramady, 2013). However, until recently, many critics have suggested that Saudi 

�$�U�D�E�L�D�¶�V AAP has been rather narrow in scope and is still failing to achieve its 

objectives (Almami, 2014; Mohamed Ramady, 2013; Randeree, 2012). From its 

introduction in 1985, to 2010, it had only had limited success, mainly in the oil, gas and 

financial industries (Alanezi, 2012).  
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However, in 2011, a new era of the policy began. The Ministry of Labour (MOL) 

incorporated a new and strict version of AAP. The major update to the policy, (known 

as the Nitaqat programme), has put massive pressure on firms to achieve better and 

quick nationalisation figures (Sadi, 2013). The Nitaqat programme has introduced a new 

quota system, mainly based on an �R�U�J�D�Q�L�V�D�W�L�R�Q�¶�V�� �L�Q�G�X�V�W�U�\ and size (Air, 2015). It 

imposes heavy restrictions on the expatriate workforce, and treats firms based on their 

performance relative to �W�K�H���S�R�O�L�F�\�¶�V��goals of nationalisation (Peck, 2014). In fact, non-

compliant firms are subject to heavy costs and to restrictions on both their operations 

and their ability to employ and control foreign workers. Compliant firms are awarded 

various benefits, including advanced access to the �0�L�Q�L�V�W�U�\�¶�V���V�H�U�Y�L�F�H�V���D�Q�G��considerable 

control over their foreign workers (Alshanbri, Khalfan & Maqsood, 2014). The new 

AAP legislation has been enforced exceptionally severely and rigorously, involving 

close monitoring and extensive coverage (Alshanbri, Khalfan & Maqsood, 2015; 

Kattan, 2015). 

 

1.2 Research Problem 

Despite changes and improvements in laws and strategies over the past decades, to 

tackle the age-old issue of native unemployment in Saudi Arabia, the problem remains 

deeply ingrained in society (Alanezi, 2012; Hussain, 2015; Ramady, 2013). Saudi 

�Q�D�W�L�R�Q�D�O�V�¶��increased participation in the workforce is crucial �W�R�� �W�K�H�� �F�R�X�Q�W�U�\�¶�V�� �V�W�D�E�O�H��

growth. There have been many concerns and criticisms of the main AAP that has been 

designed to remedy the issue. For instance, such criticisms have focused on the trade-

offs that such a policy imposes between the benefits to the target groups (beneficiaries), 

costs to other workers (non-beneficiaries) and the general effects on organisations and 

the labour market (Peck, 2014). Moreover, as AAP in Saudi Arabia has incorporated 

one of the strictest forms of AAP (quotas), some claim that it has imposed an excessive 

and undue load on an already-fragile private sector (Alshanbri et al., 2014; Ramady, 

2013). AAP is increasingly becoming a controversial and heated issue that triggers huge 

political and social attention (Cahn, 2013; Leslie, Mayer, & Kravitz, 2014). The debate 

over its successes and failures to achieve its main declared objectives raises many 

questions as to whether the necessity arises for revising or creating new policies to 
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tackle the on-going serious issues of �Q�D�W�L�Y�H�V�¶��unemployment on one hand and reliance 

on expatriate workers on the other. 

 

1.3 Research Gap and Motivation  

�$�Y�D�L�O�D�E�O�H���H�P�S�L�U�L�F�D�O���U�H�V�H�D�U�F�K���R�Q���$�$�3�������W�R���W�K�H���D�X�W�K�R�U�¶�V���N�Q�R�Z�O�H�G�J�H���������H���J����Hinrichs, 2012; 

Jain, Sloane & Horwitz, 2003; Kurtulus, 2013; Miller & Segal, 2012; Niederle, Segal & 

Vesterlund, 2013), has produced different and contradictory frameworks in relation to 

the impacts of such policies. This suggests that the effects of the policy vary and are 

dependent on both the aim of the policy being implemented, and the labour market 

context (Cahn, 2013; Peck, 2014). Mainly, prior research has mostly targeted the 

western world (e.g. USA) that associated with more individualism rather than 

collectivism (Clark, Eckhardt, & Hofstede, 2003), while less AAP research has been 

carried out in developing countries. Research on the developing world, particularly the 

Gulf Cooperation Council (GCC) countries, is still crucial for both academic knowledge 

and management practices. In fact, within the GCC, the Saudi context is unique and is a 

good example of the collectivist culture (Al-Gahtani, Hubona & Wang, 2007), and of 

AAP in the labour market (Tayeh & Mustafa, 2011).  

There have been a limited number of studies on AAP in the Saudi Arabian setting. Most 

of this research has been limited in scope, including studies focusing on a single sector 

(Al-Mahmoud, 2012; Almami, 2014; Hamid, 2013; Sadi, Al-Buraey & Mustafa, 2013) 

or on a single issue of the policy (Al-Shammari, 2009; Sadi, 2013). Investigating AAP 

broadly within the Saudi Arabian context is a vital and unique contribution to existing 

knowledge, as this demonstrates how AAP, in the developing world, can affect the 

�O�D�E�R�X�U���P�D�U�N�H�W�¶�V���V�W�U�X�F�W�X�U�H�����I�U�R�P���G�L�I�I�H�U�H�Q�W���S�H�U�V�S�H�F�W�L�Y�H�V�����7�K�X�V�����W�K�L�V���U�H�V�H�D�U�F�K���L�V���W�K�H���I�L�U�V�W�������W�R��

�W�K�H���E�H�V�W���R�I���W�K�H���D�X�W�K�R�U�¶�V���N�Q�R�Z�O�H�G�J�H�������W�R���L�Q�Y�H�V�W�L�J�D�W�H���$�$�3�����T�X�R�W�D���E�D�V�H�G�����L�Q���W�K�H���V�H�W�W�L�Q�J���R�I��

the developing world, from various perspectives.  

AAP in the Saudi Arabian context is an appealing and attractive case to study, for 

several reasons. Mainly, the policy has been applied to all private sector firms (which 

have ten employees or more), which �P�D�N�H�V�� �L�W�� �R�Q�H�� �R�I�� �W�K�H�� �Z�R�U�O�G�¶�V��most widely applied 

quota-based policies. In addition, as the policy has been strictly and rigorously 
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implemented across the whole private sector, with tough sanctions for non-compliant 

firms, it is interesting and vital to understand and investigate how such strictness can 

limit and/or restrict the growth of employment and destabilise the labour market�¶�V 

structure. 

 

1.4 Research Question and Aim 

Based on the knowledge gap described above, this research addresses the following 

research question: 

How does Affirmative Action Policy affect labour market structure? 

To answer this research question, this investigation aims to: 

Investigate the role, effectiveness and consequences of AAP on the structure of the 

labour market. 

 

1.5 Research Objectives 

To achieve the research aim and to investigate the policy from different perspectives, 

the research developed the following objectives: 

�x To understand and criticise the Saudi Affirmative Action Policy�Æ(Chapter 

Five). 

�x To test the impact of Affirmative Action Policy on labour market 

structure�Æ(Chapter Six). 

�x To test the effects of Affirmative Action Policy on labour market structure from 

a socio-psychological perspective�Æ(Chapter Seven).  
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1.6 Research Methodology  

As the research objectives were developed to investigate the policy from different 

dimensions, this demanded a tailored methodology to assist in fulfilling them. This 

study employed a mixed method research methodology, which allowed more flexible 

data collection and analysis. In this research, a philosophy of pragmatism was adopted 

in order to emphasise the functions and activities related to the local AAP. As illustrated 

in Figure 1-1, the investigation of the research issue has been carried out over three 

phases of data collection and analysis. Initially, an interpretive (qualitative) research 

approach was adopted, in order to identify and criticise the policy. Subsequently, a 

positive (quantitative) research approach was followed, to examine policy effects on the 

�O�D�E�R�X�U�� �P�D�U�N�H�W�¶�V�� �V�W�U�X�F�W�X�U�H�� �E�\�� �W�H�V�W�L�Q�J�� �G�L�Y�H�U�V�H�� �H�P�S�O�R�\�P�H�Q�W�� �G�D�W�D�� �I�U�R�P�� �G�L�I�I�H�U�H�Q�W��

dimensions. Finally, further positive research was undertaken, which tested the socio-

psychological effects of the policy. A number of hypotheses were developed within a 

framework, to give explanations and shed more light on the issue being investigated.  

Figure 0-1: Research method map 

 

The research was designed to be sequential; exploratory, as well as explanatory. 

Interpretive research analysis was first conducted and analysed, followed by a set of 

positive analyses. The first phase (interpretive) was based on interviews carried out with 

a number of experts in labour law, with different specialities and from different 

industries. The second phase (positivist) was based on secondary data from 
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governmental sources, and was analysed using time series analysis. The third and final 

phase (positivist) was based on primary data collected by means of a questionnaire with 

a random and valid sample of 440 employees representing different industries in the 

private sector. The data were analysed by means of structural equation modelling 

(SEM). 

 

1.7 Thesis Structure 

This thesis is structured into eight chapters, as illustrated in Figure 0-2. Chapter one has 

introduced the research by briefly outlining the research problem, the research gap, the 

aims & objectives, the research question, propositions and hypotheses, and has 

reviewed the research methodology. Chapter two gives essential background 

information on Saudi Arabia, its labour market and the local AAP. Chapter three 

reviews the key literature on the subject, which mainly covers unemployment, the 

labour market and AAP, and concludes with an analysis of the knowledge gap. Chapter 

four outlines the research methodology adopted for answering the research question and 

fulfilling the objectives. This chapter also covers the research philosophy, its logic, 

design and quality, followed by a brief discussion of research ethics.  

Chapter five then initiates the investigation, beginning with the first stage of the 

analysis (interviews). Generally, the analysis is divided into two key themes: the old 

phase policy (Res. No 50) and the new phase policy (Nitaqat). Chapter six investigates 

�W�K�H�� �$�$�3�¶�V�� �H�I�I�H�F�W�V�� �R�Q�� �O�D�E�R�X�U�� �P�D�U�N�H�W�� �V�W�U�X�F�W�X�U�H���� �,�Q�L�W�L�D�O�O�\���� �D�� �W�K�H�R�U�H�W�L�F�D�O�� �I�U�D�P�H�Z�R�U�N�� �L�V��

described, followed by three propositions that have been tested using employment data 

and a time series analysis, which covered three different dimensions: general 

employment figures, employment figures by region and employment figures by 

profession. Chapter seven examines the socio-psychological effects of AAP. A 

theoretical framework was also developed, which generated a number of hypotheses 

that were subsequently tested by the results of a questionnaire survey. Different 

constructs were tested in the analysis, including discrimination, organisational 

commitment and intention to leave. Finally, Chapter eight discusses and draws 

conclusions from the entire research. Mainly, it involves a summary of the literature, 
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revisits the research objectives, summarises the contribution to knowledge of the 

research, reviews the research implications (both academic and practical), re-examines 

the research methodology and concludes with some suggestions for future research. 

Figure 0-2: Thesis structure 
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2 �&�K�D�S�W�H�U���7�Z�R�����&�R�X�Q�W�U�\���3�U�R�I�L�O�H 

 

1.1 Introduction 

This chapter aims to identify important areas in the profile of Saudi Arabia, in order to 

enable the reader to better understand the later chapters of this thesis. It will give some 

background to the country, particularly with regard to the factors that have shaped the 

modern Kingdom of Saudi Arabia historically, politically, socially and economically.  

Figure 2-1: The chapter structure  

 

2.1 General Background 

2.1.1 Formation 

Saudi Arabia is located within the Arabian Peninsula, significant for being at the 

crossroads of the ancient world, as well as the birthplace of Islam (Al-Rasheed, 2010). 

As a result, it holds a special position of respect, which is reflected in the two holy 

mosques at Makkah and Madinah. Over a billion Muslims, from different races and 
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from all over the world, face Makkah when praying and are expected to visit once in a 

lifetime (Vassiliev, 2013). 

The history and development of the Arabian Peninsula, particularly Saudi Arabia, has 

been greatly influenced by the religion of Islam (Cordesman & Burke, 2002). During 

the sixth, seventh and eighth centuries, Islam unified and neutralised conflicting 

loyalties, not only among different parts of the Peninsula, but also throughout the parts 

of the world into which it has expanded, from central Asia to the Atlantic Ocean 

(Cleveland & Bunton, 2004). 

As the main focus of this research, Saudi Arabian history goes back to 1744, in the 

centre of the Arabian Peninsula, beginning in Ad-�'�L�U�¶�L�\�D�K���� �,�W�� �Z�D�V�� �U�H�I�R�U�P�H�G�� �E�\�� �D�� �O�R�F�D�O��

ruler, Muhammad bin Saud, in alliance with the forces of the Islamic reformer 

Muhammad bin Abdal-Wahhab. Jointly, they created a powerful political entity that 

occupied most of the Peninsula (Bowen, 2014). Their agreement was to unite the Arabs 

of the peninsula by introducing and purifying the true faith of Islam (Anderson & 

Anderson, 1993). Their mission started from Najd, in the centre of the Peninsula, and 

expanded across the other parts of the Peninsula. However, some years of weakness in 

the Al -Saud family rule allowed conflict between the British and the Ottomans to 

destabilise the area, and ultimately forced the Al-Saudi family to surrender and move to 

Kuwait (Al-Rasheed, 2010). 

The retreat of the Al -Saud family was temporary, as a member of their family, �µ�$�E�G�X�O-

Az�L�]�¶���� �Z�D�V�� �G�H�W�H�U�P�L�Q�H�G�� �W�R�� �U�H�W�X�U�Q�� �D�Q�G��reclaim his fa�P�L�O�\�¶�V�� �O�D�Q�G�� �I�U�R�P�� �W�K�H�� �$�O-Rashid 

family, (a family appointed by the Ottomans). Al-Rashid occupied Riyadh, and made it 

their centre of state (Cleveland & Bunton, 2004). By 1902, King Abdul-Aziz had built 

up his army through allianc�H�V���Z�L�W�K���O�R�F�D�O���O�H�D�G�H�U�V�������=�X�D�P�D�¶�D���4�D�E�D�¶�H�O���� with the support of 

some Bedouins (Al-Ikhwan). He planned a daring night march into Riyadh, to reclaim 

the city garrison, (known as the Massmak Fortress) (Fandy, 2001). This legendary gain 

marks the beginning of the formation of the modern Saudi state. After establishing 

Riyadh as a headquarters, King Abdul-Aziz captured all of the other key parts, 

including Al -Hijaz, (Makkah and Madinah), followed by the other regions (Al-Rasheed, 

2010). On September 23, 1932, the country was named the Kingdom of Saudi Arabia, 
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�D�Q�� �,�V�O�D�P�L�F�� �V�W�D�W�H�� �Z�L�W�K�� �$�U�D�E�L�F�� �D�V�� �L�W�V�� �Q�D�W�L�R�Q�D�O�� �O�D�Q�J�X�D�J�H�� �D�Q�G�� �W�K�H�� �+�R�O�\�� �4�X�U�¶�D�Q�� �D�V�� �L�W�V��

constitution (Al-Rasheed, 2010; Bowen, 2014; Vassiliev, 2013).  

2.1.2 Location and population 

The Kingdom of Saudi Arabia is strategically situated in the south-western part of Asia, 

as illustrated in Figure 2-2: It shares a border with other Arab countries, such as Jordan, 

Iraq and Yemen, and is surrounded by the Gulf Countries: Kuwait, Bahrain, Qatar, the 

Emirates and Oman. The Red Sea borders it to the west, with the Arabian Gulf to the 

east. It covers almost four-fifths of the Arabian Peninsula, and is over 2,149,690 square 

kilometres in size (Central Department for Statistics and Information, 2014). 

Figure 2-2: Location of Saudi Arabia 

 

Source: CDSI, 2014 

The Kingdom of Saudi Arabia is divided into thirteen administrative regions. Riyadh is 

both the largest, and the capital, city, and home to more than 4.87 million people. 

Nationally, the population is distributed across the following regions: Riyadh, Makkah, 
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Madinah, Qassim, Eastern Provence, Asir, Tabouk, Hail, Northern Border, Jizan, 

Najran, Al-Baha and Al -Jouf (CDSI, 2014). 

According to a recent Demographic Survey (2014) conducted by the CDSI, the total 

population of Saudi Arabia is 30,770,375. However, Saudi citizens number only 

20,702,536, whereas non-Saudis number 10,067,839, representing approximately 29% 

of the total population. As shown in Table 2�² 1: there was a significant increase in the 

number of foreigners, from 6,119,099 in 2004 to 10,067,839 in 2014. Furthermore, 

statistics also indicate that more than half of the total Saudi population was under the 

age of 20 (Ministry of Planning, 2013). In addition, a notable rapid population growth 

of between 4% and 5% during the last six years of this period was observed (CDSI, 

2014). These two factors have an influence on the Saudi economy and labour force, and 

will be discussed further as one of the key debates in this thesis 

Table 2 �² 1: Saudi Arabia: total population  

 SAUDI NON-SAUDI TOTAL  

YEAR          

MALE FEMALE TOTAL MALE FEMALE TOTAL MALE FEMALE TOTAL 

2004 8,245,575 8,198,412 16,443,987 4,248,335 1,871,564 6,119,899 12,493,910 10,069,976 22,563,886 
2005 8,453,097 8,401,060 16,854,157 4,506,528 1,968,899 6,475,427 12,959,625 10,369,959 23,329,584 
2006 8,663,597 8,606,584 17,270,181 4,780,413 2,071,296 6,851,709 13,444,010 10,677,880 24,121,890 

2007 8,876,666 8,814,670 17,691,336 5,070,944 2,179,018 7,249,962 13,947,610 10,993,688 24,941,298 

2008 9,091,249 9,024,301 18,115,550 5,379,132 2,292,343 7,671,475 14,470,381 11,316,644 25,787,025 

2009 9,307,550 9,235,696 18,543,246 5,706,050 2,411,561 8,117,611 15,013,600 11,647,257 26,660,857 

2010 9,525,178 9,448,437 18,973,615 6,052,837 2,536,980 8,589,817 15,578,015 11,985,417 27,563,432 

2011 9,743,626 9,662,059 19,405,685 6,297,735 2,672,935 8,970,670 16,041,361 12,334,994 28,376,355 

2012 9,962,397 9,876,051 19,838,448 6,581,439 2,776,008 9,357,447 16,543,836 12,652,059 29,195,895 

2013 10,181,018 10,090,040 20,271,058 6,643,278 3,079,936 9,723,214 16,824,296 13,169,976 29,994,272 

2014 10,398,993 10,303,543 20,702,536 6,867,332 3,200,507 10,067,839 17,266,325 13,504,050 30,770,375 

Source: CDSI, 2014 

2.1.3 Nation building 

�6�D�X�G�L�� �$�U�D�E�L�D�� �K�D�V�� �D�� �X�Q�L�T�X�H�� �F�K�D�U�D�F�W�H�U�L�V�W�L�F���� �E�H�L�Q�J�� �³�D�� �Q�D�W�L�R�Q�� �E�R�X�Q�G�� �E�\�� �R�Q�H�� �O�D�Q�J�X�D�J�H���� �R�Q�H��

ideology and one rule of law; and yet we are extremely diverse as a people, with varied 

�F�X�O�W�X�U�H�V�� �D�Q�G�� �F�R�P�L�Q�J�� �I�U�R�P�� �H�Y�H�Q�� �P�R�U�H�� �Y�D�U�L�H�G�� �J�H�R�J�U�D�S�K�L�F�� �O�D�Q�G�V�F�D�S�H�V�´ (Cordesman & 

Burke, 2002). In order to understand the country, it is important to appreciate its 

background and the different processes of social and historical development that have 
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occurred in certain periods. According to Fakeeh (2009)�����W�K�H���U�H�V�X�O�W�V���R�I���E�R�W�K���W�K�H���S�H�R�S�O�H�¶�V��

�D�Q�G�� �W�K�H�� �J�R�Y�H�U�Q�P�H�Q�W�¶�V�� �H�I�I�R�U�W�V�� �K�D�Y�H��been jointly significant in building the nation, and 

religion, too, has played a major role. All these factors will be discussed further later on 

in this section, particularly the key period of nation building from the 1960s to the 

1990s, which saw key historical events during the rules of King Saud (1953�±64) and 

King Faisal (1964�±1975), followed by the period under King Khalid (1975�±82) up until 

�W�K�H���H�D�U�O�\���\�H�D�U�V���R�I���.�L�Q�J���)�D�K�D�G�¶�V���U�X�O�H�������������±2005). The latter period represents the final 

�L�P�S�R�U�W�D�Q�W���V�W�D�J�H���L�Q���W�K�H���F�R�Q�V�W�U�X�F�W�L�R�Q���R�I���6�D�X�G�L���$�U�D�E�L�D�¶�V���Q�D�W�L�R�Q�K�R�R�G�� 

A traditional relationship between the ruler and the ruled was established in the early 

days of the Kingdom. The King remained the tribal head and the mediation centre, and, 

most importantly, a source of hand-outs, patronage and gifts that influenced the building 

of the nation very significantly (Al-Rasheed, 2010). This type of rule was based on the 

distribution of state patronage, either by influence over jobs in the public sector or in 

state welfare schemes (Champion, 2003). The rulers have maintained the pattern 

established by the founder, King Abdul-Aziz, of making the state a source providing 

welfare in an attempt to attract faster development, even with such a high population 

growth. According to the United Nations�¶ Human Development Report (2001), in the 

period between 1950 and the early 1970s, the population grew by 3.32% per annum. 

Due to this high population growth, coinciding with a lack of proper strategies, the 

Kingdom was on the verge of bankruptcy and economic failure (Walsh, 2003). 

However, the oil boom of the 1970s saved it from a crash. As a result, t�K�H�� �F�R�X�Q�W�U�\�¶�V��

GDP rose massively, from only 10 billion to more than 163 billion, in the late 1970s 

(Jang, 2005). In addition, in the 1970s, King Faisal, in an attempt to secure the economy 

and contribute to stable development, initiate�G���W�K�H���F�R�X�Q�W�U�\�¶�V���Z�U�L�W�W�Hn strategy, which was 

known as the Five Year Development Plan (Cordesman & Burke, 2002). 

The rapid increase in GDP was reinvested in vital improvements in defence, 

transportation and utilities, as well as in education. There was more spending on the 

development of the basic infrastructure, particularly transportation and services, 

establishing a fairer distribution of electricity and water. In addition, the construction of 

roads and ports was prioritised (Fandy, 2001). Educational expansion was at its peak, 

and even reached the majority of villages and towns across the Kingdom. Most 
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importantly, in the mid-1960s, education for girls was introduced by the King�¶s order 

and protection, despite the resistance of some religious leaders and conservative people 

who opposed women�¶�V education (Al-Rasheed, 2010).  

Furthermore, higher education was boosted by the establishment of four new 

universities, in addition to the existing King Saud University, producing the first 

generation of highly educated citizens (Prokop, 2003). Afterwards, vocational training 

institutions were introduced, aiming to diversify qualifications in order to fit with 

different types of work, and so support the private �V�H�F�W�R�U�¶�V���Q�H�H�G�V��(Al-Shammari, 2009). 

Due to the high demand for education, in 1975, King Faisal created the Ministry of 

Higher Education as a specialist agency equipped to take pressure off the Ministry of 

Education. However, in 2015, the two ministries (MOHE and MOE) were integrated 

into one ministry (Ministry of Education), overseeing all education affairs (MOE, 

2015). 

The radical and rapid expansion of education and the introduction of vocational training 

centres were accompanied by the opening up of new higher education subjects such as 

engineering and law for women, which were not previously allowed (Calvert & Al-

Shetaiwi, 2002). Such developments called for experience in managing new systems of 

education, and overseas systems and foreign teachers were brought into the country to 

cope with such a highly demanding sector (Al-Dosary & Rahman, 2005). As was the 

case with other industries, the education sector became profoundly reliant on foreign 

workers. This situation of an increasing number of foreign labourers will be discussed 

further later in this chapter, as well as in subsequent chapters, to examine its influence 

on the economy in general, and on labour market in particular. 

Such a high increase in GDP meant that the government was able to generously offer 

free education and healthcare services, expand infrastructure and improve the supply of 

water and electricity. In addition, generous grants were given to support the 

development of the private sector, in vital areas such as agriculture and industry, and 

there were also subsidies for petrol and food (Hartmann, Khalil, Bernet, Ruhland & 

Ghamdi, 2012). Moreover, there was extensive governmental support for a high 

standard of living being the norm for the average Saudi citizen. The World Bank 

records show that, as far back as the 1970s, GDP per capita reached $16,000, which was 
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very high comparatively (World Bank, 2009). Additionally, the continued norm of 

largesse, including many types of interest-free loan to private businesses and individuals 

�Z�K�R�� �F�R�X�O�G�� �K�H�O�S�� �G�H�Y�H�O�R�S�� �D�Q�G�� �L�P�S�U�R�Y�H�� �W�K�H�� �Q�D�W�L�R�Q�¶�V�� �V�H�U�Y�L�F�H�V���� �P�D�G�H�� �W�K�H�� �V�W�D�W�H�� �D�� �S�U�R�I�R�X�Q�G��

source of welfare for citizens (Fakeeh, 2009). Such generous policies impacted on 

nation building significantly, and the labour market was no exception, with its structure 

being profoundly influenced (Al-Khouli, 2007). For instance, citizens preferred, and 

still prefer, public sector jobs to those in the private sector.  

�:�K�D�W�� �L�V�� �P�R�U�H���� �W�K�H�� �J�R�Y�H�U�Q�P�H�Q�W�¶�V�� �J�H�Q�H�U�R�V�L�W�\�� �K�D�G�� �D�V�V�L�V�W�H�G�� �W�K�H�� �U�D�S�L�G�� �H�[�S�D�Q�V�L�R�Q�� �D�Q�G��

development of the private sector as a whole. The relinquishing of government 

restrictions gave the private sector more control, but later proved to be a short term 

solution (Al-Dosary & Rahman, 2009). In fact, it has created a dilemma that has lasted 

to the present day, since the private sector has been encouraged to import more and 

more labour and has become reliant on expatriates (Da-Ghstani, 2000). This may 

explain the later resistance of the private sector to government intervention on labour 

control and to the enforcement of labour market policies (e.g. Saudisation). 

In fact, as mentioned earlier, during the period of nation development, Saudi Arabia 

rapidly became more and more reliant on oil as a single source of income on the one 

hand, and on foreign labour on the other hand (Al-Rasheed, 2010). As shown in Figure 

2-3: the imbalance in the labour force from the 1970s up until the 1990s reflects the 

decline in national labour at the same time as a rise in the number of expatriates. As a 

result, Saudi Arabia developed an unhealthy economy, with profound economic, 

political and social consequences, which persist to the present day (Al-Asmari, 2008). 
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Figure 2-3: Local labour verses foreign labour 

 

Source: CDSI, 2010 (Labour force statistics) 

 

Furthermore, areas of the economy associated with oil extraction and import, (the main 

income generator), were highly developed and improved. However, that development 

came at the cost of other vital industries, such as agriculture and the industrial sector 

(Bronson, 2006). This had a serious impact on the entire economy of Saudi Arabia, 

where just 10% of revenue was generated from non-oil sources (CIA, 2013). 

Nevertheless, petrochemicals and related production were relatively developed, which 

provided grounds for continuing to develop the oil sector (Fakeeh, 2009). Finally, 

extensive oil revenues encouraged the government to relax its tax system and dismiss 

tax as a main source of income, even though essential taxes could benefit the country 

significantly. For instance, the presence of the two holy mosques (Makkah and 

Madinah) means an influx of more than three million pilgrims in the time of the Haj 

alone; when combined with all year round pilgrims, this represents a potentially vast 

source of income that remains untapped (Al-Shammari, 2009; Ramady, 2010). 
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2.1.4 Political overview 

Saudi Arabia is governed by a monarchy with an enduring head of government whose 

role only comes to an end with his death or abdication (Cleveland & Bunton, 2004). The 

law states that this monarchy is to be ruled by King Abdul-Aziz Al-�6�D�X�G�¶�V�� �V�R�Q�V�� �D�Q�G��

grandsons. Having established the Kingdom in 1932, King Abdul-Aziz ruled until 1953. 

He was followed by his son, King Saud (1953-1964), and then King Faisal (1964-1975). 

In 1975, King Khalid came into power, and passed away in 1982, being succeeded, in 

the same year, by King Fahad, who became the longest ruling monarch, remaining in 

power until 2005. Since then, King Abdullah, who was also the Commander of the 

National Guard, was head of state until January 2015, when King Salman took over, and 

he remains in power to the present day (Ministry of Foreign Affairs, 2013).  

Since the Kingdom was formed through an Islamic alliance, it is governed by Islamic 

���6�K�D�U�L�¶�D���� �O�D�Z���� �D�Q�G�� �F�R�Q�V�L�G�H�U�V�� �W�Ke Holy Qur'an to be its constitution (Vassiliev, 2013). 

Since its establishment, the country has gradually been building its political system. In 

1953, the Council of Ministers was formed. Led by the King as Prime Minister, it 

consists of a deputy minister, cabinet ministers representing all ministries and a number 

of consultants (Long & Maisel, 2010; Vogel, 2000). The Council of Ministers has 

�U�H�V�S�R�Q�V�L�E�L�O�L�W�\�� �I�R�U�� �P�R�V�W�� �R�I�� �W�K�H�� �F�R�X�Q�W�U�\�¶�V�� �D�I�I�D�L�U�V���� �L�Q�F�O�X�G�L�Q�J�� �I�R�U�P�X�O�D�W�L�Q�J�� �D�Q�G�� �V�X�S�H�U�Y�L�V�L�Q�J��

the implementation of financial, educational, medical, internal and external policies of 

the state (Long & Maisel, 2010). 

As part of the development of �W�K�H�� �V�W�D�W�H�¶�V�� �S�R�O�L�W�L�F�D�O�� �V�W�U�X�F�W�X�U�H���� �W�K�H�� �1�D�W�L�R�Q�D�O�� �&�R�Q�V�X�O�W�D�W�L�Y�H��

Council, known as Majlis Ash-Shura, was established, in 1921 (Vogel, 2000). Having 

gone through several stages of reform, it was last adapted, by King Fahad, in 2001, and 

is considered to be the second-highest authority in the country.  The Council consists of 

150 members, as well as a speaker representing public interests (Ministry of Foreign 

Affairs, 2013). Although the members of the Council previously held only advisory 

powers of review, advice and guidance on issues of public interest, their powers have 

now increased to include initiating proposals for new legislation and reviewing the 

foreign and domestic policies of the state (Majlis Ash-Shura, 2013). 
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Like any modern country, Saudi Arabia has paid attention to the development of its 

judicial system. In fact, it �L�V���S�X�U�H�O�\���E�D�V�H�G���R�Q���6�K�D�U�L�¶�D���O�D�Z. Such a system has three main 

divisions. �7�K�H���I�L�U�V�W���G�L�Y�L�V�L�R�Q���L�V���W�K�H���µ�6�X�S�U�H�P�H���-�X�G�L�F�L�D�O���&�R�X�Q�F�L�O�¶ (SJC), the highest judicial 

authority. It has eleven members, appointed directly by the monarch and led by the 

Minister of Justice. This council also acts as a supervisory body to the lower courts, 

providing legal opinions and advice, and reviewing sensitive sentences involving 

stoning, amputation and the death penalty (Vogel, 2000). The second division is the 

�µ�&�R�X�U�W�V���R�I���&�D�V�V�D�W�L�R�Q�¶, (the Courts of Appeal), which consist of three main departments: 

criminal law, personal affairs and a third department responsible for all other cases (Al-

Rasheed, 2010). The t�K�L�U�G�� �G�L�Y�L�V�L�R�Q�� �L�V�� �W�K�H�� �µ�&�R�X�U�W�V�� �R�I�� �)�L�U�V�W�� �,�Q�V�W�D�Q�F�H�¶, (the trial courts), 

which fall into two divisions: the summary courts, which deal with minor civil and 

criminal cases, and the general courts, which are charged with all other cases. Any 

appeals to a higher authority are directed to the Courts of Cassation (Vogel, 2002). 

Reform of the political structure has gone through many stages. However, the most 

remarkable era has been under the former ruler, King Abdullah. In fact, he introduced 

numerous reforms, such as the first local elections, held in 2005, in 178 municipalities 

across the Kingdom (Bowen, 2014). In addition, he supported women, giving them 

more rights and protection, including the right to vote and run for election, in 2011 

(MacFarquhar & Bakri, 2011). In terms of economics, King Abdullah is also credited 

with boosting the �F�R�X�Q�W�U�\�¶�V economy with various initiatives, including, the launch of 

four �³mega economic cities�  ́across the country (Alshahrani & Alsadiq, 2014). He also 

opened up and diversified the education system by launching many new universities. 

What is important is that he launched an unprecedented, large-scale overseas 

scholarship programme, giving access to worldwide education to over 180,000 Saudi 

students (Ministry of Higher Education, 2014).  

2.1.5 Economic structure  

According to the Ministry of Economy and Planning (2014), and based on the ninth 

development plan, the Saudi Arabian Economy divided into ten main sectors, as 

follows: 

A. Oil and Natural Gas 
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B. Non-Oil Sectors 

    a. Production Sectors 

        i. Agriculture and related (i.e. fishing) sector 

        ii Mining and quarrying (non-oil) sector 

        iii Industrial sector  

                1. Refining of oil  

                2. Petrochemicals  

                3. Other industries  

        iv. Water, electricity and gas sectors 

        v. Construction sector 

    b. Service Sectors 

         i. Non-government services 

                1. Trade  

                2. Telecommunications, transportation and storage 

                3. Real estate services and finance (banking and business) 

                4. Community and personal services 

         ii. Government services  
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Figure 2-4: GDP by Sector 

 

Source: CDSI, (2014) 

Through five-year Development Plans, from 1970 to 2009, the government has sought 

to allocate its petroleum income to develop and transform its oil-based economy into a 

more modern and diversified economy, whilst keeping its traditional Islamic values and 

customs. The seven Development Plans provide evidence of government efforts to 

develop infrastructure, social and health services and human resources, as well as 

investment in other economic development projects (Fakeeh, 2009). In fact, the 

economy has advanced rapidly and there has been some remarkable progress and 

development, such as in the growth of non-oil activities in the private sector, including 

the noticeable development of the b�D�Q�N�L�Q�J�� �V�H�F�W�R�U���� �)�X�U�W�K�H�U�P�R�U�H���� �6�D�X�G�L�� �$�U�D�E�L�D�¶�V��

economy has continued to grow rapidly, especially during 2002, when GDP maintained 

its growth rate at 2.8%, increasing to $186.24 billion (CDSI, 2009). There was record 

growth of 3.1%, to $116.44 billion, in the non-oil sector�¶�V GDP (Ministry of Planning, 

2013). 

�$�F�F�R�U�G�L�Q�J���W�R���6�$�0�$�¶�V�������W�K���$�Q�Q�X�D�O���5�H�S�R�U�W�������������������6�D�X�G�L Arabia�¶�V���*�'�3��grew by 7.1% 

($381.29 billion) in 2011, and there was a growth of 4.5% in the non-oil sector�¶�V GDP 

($224.08 billion). The report has also indicated that the oil sector�¶�V GDP grew by 31.6% 

Oil Sector

Non-Oil Sectors
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in 2010, compared with 2009, constituting 52.4% of total GDP at current prices, as 

shown in Figure 2-4:  

On the other hand, the Saudi economy, like any �R�I�� �W�K�H�� �Z�R�U�O�G�¶�V economies, has 

witnessed several international incidents, which have caused its performance to be 

affected. For example, the oil glut in the 1980s, caused by higher oil prices, led to 

reduced oil consumption globally. As result, Saudi oil production dropped sharply, from 

9.5 million barrels during 1970s to $3.2 million barrels in 1985, leading to a severe drop 

in government revenues, from $368 billion to $104 billion (Khatib, 2011). In addition, 

the global economic slowdown of 2000 also affected the economy substantially, 

resulting in reduced oil demand and a fall in oil prices during 2001 (SAMA, 2004). In 

recent years, the economy has recovered and oil production has actually increased to 

more than 10 million barrels per day (Eltamaly, 2013). However, in 2015, another 

incident caused oil prices to plunge sharply. In fact, prices dropped from as high as 

$140 a barrel to below $40 (Arab News, 2015). 

Economic Strategies 

With an estimated output of over 10 million barrels per day, Saudi Arabia is considered 

to be one of the largest oil producers in the world (Esfahani, 2014). It is also the largest 

oil producer and exporter of total petroleum liquids worldwide (US Energy Information 

Administration, EIA, 2011). As stated previously, dependency on oil revenues has its 

consequences, one of which is the threat to the Saudi economy when oil prices 

fluctuate, or when there is a drop in price or demand, as when prices fell to below $40 a 

barrel recently (Arab News, 2015). In fact, �6�D�X�G�L�� �$�U�D�E�L�D�¶�V�� �D�Y�H�U�D�J�H�� �R�L�O�� �S�U�L�F�H has been 

influenced by observable global fluctuations. For example, as illustrated in Figure 2-5, 

the price per barrel was approximately $12 in 1998, later increasing to $17 in 1999, with 

a further rise noted in 2001, to $24. The price continued its rise, to reach just over $140 

a barrel by 2008 (Khatib, 2011).  
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Figure 2-5: Crude oil prices  

 

Source: Energy Information Administration, 2016 

The impact of these fluctuations in oil price has influenced total GDP and Saudi per 

capita income during the last twenty years. For instance, in 1998, the per capita income 

was $6,174, and this rose to $7,821 in 2000 (Central Department of Statistics and 

Information, 2001). The dramatic increase continued during 2006, 2007 and 2008, until 

per capita income reached $18,469 in 2008 (CDSI, 2009). The fluctuation of oil prices, 

in addition to rapid population growth and over-reliance on government expenditure, 

called for radical reforms.  

The Saudi government has responded to some of these needs by, for instance, 

privatising some sectors, setting up enterprises such as the Saudi Telecommunication 

Company and the Saudi Electricity Company (Rajhi et al., 2012). Similarly, progressive 

steps have been taken to improve and boost the economy, such as the establishment of 

the Supreme Economic Council (SEC) in 1999, the Council for Petroleum and Mineral 

Affairs in 2000, and, in the same year, the Saudi Arabian General Investment Authority 

(SAGIA) (Ramady, 2010).  
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In addition, new policies were introduced to boost the economy and trade, such as 

allowing foreigners to own real estate and invest in mutual funds on the stock market. 

There has also recently been a decree to allow foreigners to own 100% of their 

investment, and this will soon come into effect (Arab News, 2015). Furthermore, the 

government is seeking to make the transition from an oil-based, to a knowledge-based, 

economy, and it has realised the need to increase levels of human capital level; the 

government has therefore increased its education budget and introduced various sources 

of funding for research and sciences (Ageli, 2013).  

 

2.2 Labour Market Background 

This profile of Saudi Arabia cannot be complete without an explanation of the 

characteristics of the labour market, as it is �W�K�H�� �F�R�U�H�� �D�Q�G�� �E�D�F�N�E�R�Q�H�� �R�I�� �W�K�H�� �F�R�X�Q�W�U�\�¶�V��

economy, as well as the core subject of this research. The labour force has been widely 

discussed within the literature, where there are various definitions of the labour market. 

For instance, it �F�D�Q���E�H���G�H�I�L�Q�H�G���D�V���³�W�K�H���Q�X�P�E�H�U���R�I���S�H�R�S�O�H���Z�K�R���D�U�H���D�Y�D�L�O�D�E�O�H���I�R�U���Z�R�U�N���L�Q��

relation to the number of jobs �D�Y�D�L�O�D�E�O�H�´�� ���2�[�I�R�U�G�� �'�L�F�W�L�R�Q�D�U�\������ �R�U�� �L�W��is the place where 

workers and employees interact with one another (Layard, Nickell, & Jackman, 2005).  

However, in the context of the current thesis, the labour market concept in Saudi 

Arabia, especially before the oil boom, was very limited. This was due to the simplicity 

and poverty that existed at that time (Al-Shammari, 2009). There were no clear class 

divisions, compared with Western societies during the same period (Fakeeh, 2009). The 

vast majority of people were involved in either self-employment or traditional types of 

employment. The country�¶�V physical environment had imposed economic and social 

patterns upon the majority of the population, including nomads (Al-Rasheed, 2010). At 

that time, there was no effective central government, no working class, no complex 

division of labour and no large economic establishments (Ramady, 2010).  

During the early stages of planned development, (1970s-80s), the labour market began 

to show some structural distortions. This was due to several factors, mainly the 

relaxation of labour market legislation, which led to a lack of restriction on the 

importation of foreign labour, which encouraged individuals and companies to import 
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freely. As a result, the labour market became flooded with cheap and unskilled labour 

(Al-Khouli, 2007). In an attempt to cope with the rapid transformation of the economy, 

and of the labour force in particular, the government established two important 

organisations.  

The first was the Ministry of Labour, which became responsible for labour relations, 

and the planning and development of manpower, as well as for the settlement of labour 

disputes and the general monitoring of all employment affairs in the private sector (Al-

Rasheed, 2010). 

The second was the Ministry of Civil Service, which became involved in labour force 

affairs in the government sector, with particular responsibility  for supervising and 

regulating manpower needed in the public sector. The Ministry also focuses on the 

development of the civil service, improvements to the efficiency of workers and the 

development of rules and procedures for employment and its classifications (Bowen, 

2014). 

In addition, the government also introduced the Human Resource Development Fund 

(HRDF), which has been most beneficial in terms of rebalancing human resources in the 

Kingdom. It is responsible for training and preparing nationals for the labour market, 

and also for subsiding projects and employers to promote nationalisation of the 

workforce (HRDF, 2010).  

2.2.1 Occupational classification of the labour market 

As stated earlier, the Saudi labour market had no clear classifications or structure during 

the initial stages of nation building (Al-Shammari, 2009). Many studies (e.g. Baldwin-

Edwards, 2011; Da-Ghstani, 2000; Fasano-Filho & Goyal, 2004; Harry, 2007; Ramady, 

2013) describe the Saudi labour market as being distorted and unsustainable. This is 

�F�O�H�D�U�O�\���G�X�H���W�R���V�R�P�H���F�R�P�P�R�Q���I�H�D�W�X�U�H�V�����V�X�F�K���D�V���F�L�W�L�]�H�Q�V�¶���S�U�H�I�H�U�H�Q�F�H���W�R���Z�R�U�N���L�Q���W�K�H���S�X�E�O�L�F��

sector, which causes a great skills mismatch and wage gap between the public and 

private sectors (Looney, 2004b). In addition, the modern Saudi Arabian labour market is 

based mostly on limited governmental contracts, nominal wages and, most importantly, 

a vast majority of expatriates who are unskilled workers (Ramady, 2013). All of these 
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issues have added to the complex situation the government faces in localising the 

workforce in the private sector. 

Government has always paid attention to the labour market�¶�V development, and 

classifying jobs is an essential part of this development. This is vital to understanding 

the labour force�¶�V occupational balances, especially in terms of new entrants, and is 

important for making more accurate plans to meet future skill requirements (Al-

Shammari, 2009). According to the latest classification of the labour market issued by 

the Ministry of Labour (2014), the workforce has the following nine categories: 

1. Administrative and business directors  

2. Scientific, technical and human specialists 

3. Scientific, technical and human technicians 

4. Clerical jobs  

5. Sales jobs 

6. Services jobs 

7. Agricultural & animal husbandry, poultry and fishing 

8. Industrial and chemical processes and food industries 

9. Auxiliary basic engineering jobs 

 

2.2.2 Characteristics of the Saudi labour market 

The Saudi Arabian labour market is similar to that of its neighbouring GCC states, 

which are foreign worker-reliant and resource-rich economies. The structural 

similarities are shown in Figure 2-6. The major common feature of all GCC states is the 

extreme segmentation between the private and public sectors in terms of issues such as 

pay, working hours and promotion (Baldwin-Edwards, 2011). 
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Figure 2-6: GCC labour market characteristics 

 

Sources: (Al-Waqfi & Forstenlechner, 2010; Harry, 2007b; Hertog, 2012; Shediac, 2010) 

 

2.2.2.1 Private Sector 

In Saudi Arabia, the private sector shares some characteristics with other developing 

countries, such as the important role of government as an investor. Despite the 

privatisation efforts seen in recent years, the government still owns large shares in some 

of the largest companies, such as the Saudi Telecommunication Company (STC) and 

the Saudi Electricity Company. The government owns more than a 50% share of both of 

them (Alsarhani, 2010; Kayed & Hassan, 2011). In addition, there is also a large 

proportion of family-owned businesses, such as �W�K�H���J�L�D�Q�W���E�D�Q�N�L�Q�J���J�U�R�X�S���µ�$�O-�U�D�M�K�L���E�D�Q�N�¶��

(Fakeeh, 2009). Moreover, there is a predominance of basic and short-term management 

policies across the sector (Ramady, 2010). There is also low national participation of 

females in the economy (12% in 2013), and this is among the lowest worldwide; 

statistics show that, in 2013, participation of women in the private sector barely reached 

2% of the total workforce (CDSI, 2014). Finally, there is extreme segmentation between 

nationals and foreigners in terms of pay, treatment and rights (AbdelRahman, 2012).  
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Figure 2-7: Private sector workforce, by nationality 

 

Source: CDSI, 2013 

Apparently, despite the huge efforts made by the government to promote private sector 

jobs, there is still a small proportion of citizens that prefer this sector (see Figure 2-7). 

Reasons for this include low wages, and this is believed to be the main reason for 

private sector jobs remaining unattractive (Sadi, 2013). According to a labour market 

statistic, public sector wages are three times higher than average salaries in the private 

sector (Al-Asfour & Khan, 2013). Working conditions are an additional  factor 

discouraging citizens from working in the private sector (Peck, 2014). For instance, 

when comparing average weekly working hours to the average of some EU countries 

(see Figure 2-8), the figure for Saudi Arabia is higher, with Saudi employees working 

some 50 hours per week, on average (Al-Arabiya, 2014). 
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Figure 2-8: Average weekly working hours in some EU countries  

 

Source: OECD, 2014 

2.2.2.2 Public Sector 

The public sector seems to be more stable in terms of the local workforce (Alsarhani, 

2005). As stated earlier, the efforts of the government to shift citizens to the public 

sector, by various incentives, have shaped the current characteristics of the sector (Al-

Dehailan, 2007). Public sector characteristic are illustrated in Figure 2-9. 
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Figure 2-9: Public sector characteristics 

  

Sources: (Fakeeh, 2009; Harry, 2007a; Shediac, 2010; Wilson, 2012) 

Government sector employment is considered to be very secure and well-paid (Fakeeh, 

2009; Wilson, 2012). This implies that wage levels in the public sector are 

institutionally set, and are often subject more to political considerations than to market 

dynamics (Harry, 2007a). Government revenues and oil prices play a crucial role in 

determining the availability of jobs, as well as the level of wages in the sector (Hertog, 

2012). As oil prices increase, more jobs are created. Most citizens prefer to wait their 

turn to be employed in the sector, rather than accept a private sector job (Al-Dosary, 

Rahman & Aina, 2006). Moreover, the public sector is considered to be the main 

employer of women; more than 95% of employed women work in the public sector 

(Almunajjed, 2010). 

2.2.3 Issues in the Saudi labour market 

In Saudi Arabia, the labour force has a number of unique aspects that distinguish it from 

the rest of the region, and some of these have been considered to be issues hindering 

long-term development (Ramady, 2013). As shown in Figure 2-10, there are four unique 

issues with the Saudi labour market. 
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Figure 2- 10: Labour market common Issues  

 

Sources: (Baldwin-Edwards, 2011; Fasano-Filho & Goyal, 2004; Hertog, 2012) 

2.2.3.1 Migration 

Human capital is the most significant aspect for modern and developed nations, and for 

human capital development. Many developed countries still give priority to strategies 

aimed at attracting more highly skilled immigrants (Al-Khouli, 2007). In fact, as stated 

before, Saudi Arabia has been an attractive destination for immigrants from all over the 

globe. Immigration to Saudi Arabia can be dated back to the 1940s, as oil discovery 

encouraged the import of many foreigners, including Arabs, Westerners and people 

from African and Asian countries (Vassiliev, 2013). The first generation of migrants, 

who came as technical, professional and administrative personnel, have helped in 

�E�X�L�O�G�L�Q�J�� �W�K�H�� �F�R�X�Q�W�U�\�¶�V�� �L�Q�I�U�D�V�W�U�X�F�W�X�U�H�� �D�Q�G��have contributed to vital developments 

(Fakeeh, 2009). Subsequent generations have been less skilled or unskilled immigrants, 

mostly from Asia and Africa, who have flooded the labour market (Al-Khouli, 2007). 

These less/unskilled labourers were large in quantity, and tended to occupy professions 

in undesirable industries, such as agriculture and domestic service. Subsequently, such 

immigration has turned from being essential, to being a dilemma and a threat to the 

local economy (Abouraia, 2014). Official statistics have revealed that immigration 

figures have increased to alarming levels, rising from less than a million in the 1970s, to 
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over 9 million by 2013 (SAMA, 2014). This means that expatriates represent the vast 

majority of the private sector workforce (90%), and account for over 30% of the total 

population (CDSI, 2014). 

In fact, only 15% of foreigners in Saudi Arabia are �F�D�W�H�J�R�U�L�V�H�G�� �D�V�� �µ�V�N�L�O�O�H�G�� �O�D�E�R�X�U�¶ 

(Alanezi, 2012). The majority are unskilled, working in agriculture, cleaning and 

domestic services (MOL, 2013). The lack of skilled labour has an impact on the 

economy, and has been associated with many issues, such as poor standards of 

development (e.g. quality of buildings and roads). Interestingly, country of origin is a 

significant factor determining the occupation of expatriates (Showail, Parks & Smith, 

2013). This is reflected clearly in many businesses across the country, as a hierarchical 

structure has developed, due to the issues described here.  For instance, some firms 

reserve certain jobs for certain nationalities (Sadi & Al-Ghazali, 2010). This issue is 

elaborated on in the literature review, due to its importance in explaining the situation.  

2.2.3.2 Skills shortage 

Saudi Arabia�¶�V rapid growth during the oil boom, described above, led to rapid 

development countrywide, including the construction of roads, airports and ports, and a 

huge expansion of petrochemical industries, energy production, water supply, 

communication networks, hospitals, schools, etc., and these developments required an 

immense labour input (Bowen, 2014). Coupled with �F�L�W�L�]�H�Q�V�¶���S�U�H�I�H�U�H�Q�F�H���I�R�U���Z�R�U�N�L�Q�J���L�Q 

the public sector, caused a massive labour shortage locally (Looney, 2004a).  

There are reasons for this lack of skills, And these are mainly due to the mismatch 

between education and training (Al-Dosary et al., 2006). This issue can be dated back to 

the period before oil discovery, when education was totally irrelevant to labour market 

needs (Al -Dosary & Rahman, 2005). Additionally, the segregation of women from 

education and the labour market had its impact (Al-Dehailan, 2007). Some 

improvement to the situation can be observed, in recent years, as some strategies have 

enhanced education and training for Saudi nationals (Alanezi, 2012; Ramady, 2013). 

Nonetheless, the shortage still exists in the labour market, and the unemployment rate 

remains high (Baqadir, Patrick & Burns, 2011). 
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2.2.3.3 Unemployment 

One of the most troubling features of the labour market�¶�V performance over the past 

decade has been the increase in long-term unemployment (Fakeeh, 2009). According to 

the International Labour Organisation (Employment Trends Report, 2010), the Middle 

East and North Africa (MENA) region is considered to have the highest rates of 

unemployment worldwide, (9.3% being recorded in 2010). In fact, unemployment in the 

region is a unique and silent characteristic of the labour market. Firstly, it is the highest 

worldwide, especially among young people (almost 40%), and women, (e.g. Egypt has 

over 60% female youth unemployment). Remarkably, it is even higher among the more 

educated, with over 30% of individuals having had tertiary education being 

unemployed. What is worse is that unemployment among the most educated women 

exceeds 60% in some MENA countries, such as Jordan and Egypt (World Bank, 2010). 

The situation in Saudi Arabia is no exception, with the female unemployment rate 

reaching 34% in 2013 (CDSI, 2014). 

The reasons behind Saudi Arabia�¶�V high unemployment rate have been discussed 

widely. Some have attributed it to the unattractiveness of private sector jobs for citizens 

(Al-Dosary et al., 2006), whereas others have highlighted the mismatch of skills (Al-

Shammari, 2009; Calvert & Al-Shetaiwi, 2002; Gause, 2014). The government works 

hard to tackle this issue. Various policies have been introduced, including the massive 

�V�W�U�D�W�H�J�\�� �N�Q�R�Z�Q�� �D�V�� �µ�6�D�X�G�L�V�D�W�L�R�Q�¶���� �W�R�� �H�Q�F�R�X�U�D�J�H�� �M�R�E�� �F�U�H�D�W�L�R�Q�� �I�R�U�� �O�R�F�D�O�V�� �D�Q�G�� �W�R�� �U�H�G�X�F�H��

dependency on expatriates. In addition, the Hafiz programme, which refers to the 

Arabic �Z�R�U�G���P�H�D�Q�L�Q�J���³�S�U�R�P�R�W�L�R�Q�´�����K�D�V���E�H�H�Q���O�D�X�Q�F�K�H�G�����7�K�L�V works in a similar way to 

�³�X�Q�H�P�S�O�R�\�P�H�Q�W�� �E�H�Q�H�I�L�W�� �S�U�R�J�U�D�P�P�H�V�´�� �L�Q�� �W�K�H�� �Z�H�V�W�H�U�Q�� �Z�R�U�O�G, offering benefits to those 

who are out of work and seriously seeking work opportunities (MOL, 2012). It pays 

2,000 SR ($533), for a maximum period of one year, to any citizen who is out of work 

and fulfils certain requirements (MOL, 2012). For instance, applicants must be aged 

between 20 and 35 years old, not be a student or an employee, and not have any 

registered trade activities. In addition, the applicant must keep checking and signing on 

to the programme website at least once a week, to seek available jobs or required 

training (MOL, 2012). Since its introduction, more than a million citizens have 

benefitted from such a programme (Arab News, 2012). Surprisingly, the vast majority 

of the citizens who have registered with Hafiz have been women (85%); this presents 
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new concerns to decision makers, demanding urgent solutions for the employment of 

women in the labour market. In fact, Hafiz also aimed to raise the minimum wage to 

3,000 SR for citizens, (as an unemployed person receives 2,000 SR), which encourage 

employers to employ more native people (Ramady, 2013). 

2.2.3.4 Low participation of women 

Before oil discovery, women were active workers, mainly in agriculture and the 

domestic sector. However, post oil discovery, especially after the oil boom of the 1970s, 

the employment of Saudi women declined as a result of the massive wealth created by 

huge oil revenue�V���� �D�Q�G�� �W�K�H�� �J�R�Y�H�U�Q�P�H�Q�W�¶�V�� �H�Q�F�R�X�U�D�J�H�P�H�Q�W�� �I�R�U�� �W�K�H�� �H�P�S�O�R�\�P�H�Q�W�� �R�I�� �P�H�Q��

(Al-Rasheed, 2010). The dramatic decline in the participation of women led to them 

accounting for less than 5% of the total labour force in the 1980s (Al-Dehailan, 2007). 

However, after Saudi Arabia experienced some crises, such as the Gulf War in the 

1990s, the �Q�D�W�L�R�Q�¶�V��budget began to shrink, leading to a drop in per capita income 

(Cordesman & Burke, 2002). Many households felt the need for women to work to 

support them. This, �F�R�X�S�O�H�G�� �Z�L�W�K�� �W�K�H�� �J�R�Y�H�U�Q�P�H�Q�W�¶�V�� �Q�H�Z�� �V�W�U�D�W�H�J�\ to encourage women 

into employment, which had resulted in notable progress during the previous decade, 

saw their participation increase from 5.4% in 1993, to 14.4% at the end of 2009 

(Almunajjed, 2010). However, this level of participation is still one of the lowest in 

MENA countries; for instance, in the Emirates, participation of national females was 

59%, in the same period, and in Malaysia, a Muslim country, the figure is 46.1% (Lee, 

2012). Although some progress has been made to enhance women�¶�V situation in society 

and education, their participation in employment is still one of the lowest worldwide, 

especially in the private sector, which is considered to be less than 2% (Almunajjed, 

2010).  
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2.3 Affirmative Action Policy in Saudi Arabia (Saudisation): a 

Brief Overview 

As a response to the many socioeconomic issues in the labour market, Saudi Arabia has 

embarked on an Affirmative Action policy (AAP) known locally as Saudisation. It aims 

to create new job opportunities for locals, and so reduce dependency on expatriates (Al-

Dosary & Rahman, 2009). The term �³�6�D�X�G�L�V�D�W�L�R�Q�´���U�H�I�H�U�V���W�R���W�K�H���U�H�S�O�D�F�H�P�H�Q�W���R�I�� �Ioreign 

workers with Saudi ones (Looney, 2004b)���� �+�R�Z�H�Y�H�U���� �L�Q�� �U�H�D�O�L�W�\���� �µ�6�D�X�G�L�V�D�W�L�R�Q�¶��has a 

broader definition; as specified by Mashood et al. (2009; 4), �L�W���L�V���W�K�H���µreplacement of the 

expatriate labour force with a trained and qualified local labour force in a planned 

manner that will ensure the continui�W�\���R�I���Z�R�U�N�¶�����$�O�V�R�����L�W���U�H�I�H�U�V���W�R��an educational concept 

that means �µ�H�G�X�F�D�W�L�Q�J���� �W�U�D�L�Q�L�Q�J�� �D�Q�G�� �S�U�H�S�D�U�L�Q�J�� �S�H�R�S�O�H�� �I�R�U�� �Z�R�U�N�¶���� �W�K�H�� �S�R�O�L�F�\�� �G�R�H�V�� �Q�R�W��

merely focus on the expulsion of foreign workers (Looney, 2004b). All definitions of 

Saudisation stress one primary aim: targeting unemployment by preparing Saudi 

nationals to replace foreigners, thus, supporting and improving the national economy.  

2.3.1 The institutional and legislative setting for Saudisation  

Prior to 2011, Saudisation law was based on two principal sources: Article 26 of the 

Labour Law, which was endorsed by a Royal Decree (M/51) on October 2004 and came 

into effect in April 2006 (MOL, 2014), and Resolution No. 50, passed by the Council of 

Ministers on September 1994.  

These two sources of Saudisation law were supplemented by several resolutions and 

circulars made by MOL, including:  

o �³�7�K�H���F�L�U�F�X�O�D�U�´, which was issued by MOL in August 2002.  

o  Resolution No. 4/3767, issued in March 2006, by MOL. 

Initially, labour law requires that Saudi citizens make up at least 75% of a �I�L�U�P�¶�V�� �W�R�W�D�O��

employees (Al-Shammari, 2009). However, MOL has the authority to cut this 

percentage where necessary, i.e. where there are no available qualified Saudis (Al-

Dosary & Rahman, 2005). 
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In fact, Resolution No. 50 requires that all Saudi firms that employ 20 employees or 

more are to raise their percentage of  Saudi workers by at least 5% annually (Looney, 

2004b). Nevertheless, it does not specify a minimum percentage of Saudi workers for 

newly established firms. A supplementary circular suggests that national workers must 

make up 30% of the employees of any Saudi firm that has 20 employees or more. 

Resolution No. 4/3767 froze this percentage (30%) and made it flexible for certain 

activities to have a representation below 30%. Several changes to the required 

�S�H�U�F�H�Q�W�D�J�H�� �R�I�� �F�L�W�L�]�H�Q�V�� �L�Q�� �W�K�H�� �S�U�L�Y�D�W�H�� �V�H�F�W�R�U�� �K�D�G�� �E�H�H�Q�� �P�D�G�H�� �E�H�W�Z�H�H�Q�� �W�K�H�� �S�R�O�L�F�\�¶�V��

introduction and 2011 (Fakeeh, 2009).  

2.3.1.1 Nitaqat Programme  

In 2011, a Royal Order (No. A/79) was issued, granting the MOL an additional 

authority on Labour Law (Arab News, 2011). As a result, the MOL announced 

additional legislation for the Saudisation �S�R�O�L�F�\���� �N�Q�R�Z�Q�� �D�V�� �W�K�H�� �µNitaqat Programme�¶����

The term �µ�1�L�W�D�T�D�W�¶���L�V���D�Q���$�U�D�E�L�F���Z�R�U�G���P�H�D�Q�L�Q�J���µ�U�D�Q�J�H�V�¶��(Alshanbri et al., 2014). It aims 

to regulate the labour market and boost the employment of Saudi citizens in the private 

sector in a more manageable way (Sadi, 2013). It is considered as the backbone of 

Saudisation strategy, replacing the old system initiated in 1994 (Peck, 2014). In fact, 

Nitaqat divides establishments into four main categories, based on their size and their 

compliance with Saudisation. As illustrated by Figure 2-11:  it is considered an 

important factor in the implementation of Saudisation, considering the size of the 

organisation as well as its type (Alshanbri et al., 2014). 

Figure 2- 11: Nitaqat classifications 

Business Size Red Green Premium

Small (10-49) 40% or more 

Medium (50-499) 40% or more 

Large  (500-2,999) 40% or more 

Huge (3,000+) 40% or more 

Source: Ministry of Labour, (2011)  

Nitaqat objectives vary by industry, (with 45 categories), and by workforce size, being 

classified as Small (10�±49 workers), Medium (50�±499 workers), Large (500�±2999 
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workers) or Huge or Very Large (3,000+ workers), as shown in Figure 2-11. For 

example, a Saudisation percentage of 6% in a small establishment results in 

classification in the �³�<ellow�  ́ category, while the same percentage results in a �³�5ed�  ́

classification for a larger company. Thus, the system has brought changes to 

Saudisation policy, enhancing its implementation. The government believes that Nitaqat 

is set to implement a more advanced system, making Saudisation more efficient, as 

follows: (MOL, 2013) 

�x Increasing the number of activities that establishments are divided into, to 41, 

for better management and forecasting of the labour market. 

�x Eliminating the compulsory 30% Saudisation requirement that was applicable to 

most establishments under the old Saudisation system. 

�x Introducing new Saudisation requirements in terms of percentage, based on the 

capability and size of the establishment. 

In this way, the new system, using 41 activities and four size categories, as indicated, 

delivers a better understanding of the labour �P�D�U�N�H�W�¶�V�� �V�H�J�P�H�Q�W�D�W�L�R�Q�� �D�Q�G�� �Q�H�H�G�V�� ���$�U�D�E��

News, 2012). Based on the new scheme, businesses are categorised (for penalty or 

reward) within four bands, depending on their compliance with Saudisation, as shown 

in Table 2-2.  

Table 2 �² 2: Implications of Nitaqat classification of companies 

Category  Incentives / penalty 

PREMIUM 
�¾ Complete freedom in recruiting employees  
�¾ Easier processing of visas. 
�¾ Freedom to issue new visas. 
�¾ �)�U�H�H�G�R�P���W�R���F�K�D�Q�J�H���H�P�S�O�R�\�H�H�V�¶���S�U�R�I�H�V�V�L�R�Q�� 
�¾ Freedom to hire employees from other low compliance firms (Red and Yellow) and to 

transfer their visa without approval from their sponsor. 
�¾  

GREEN 
o Freedom to apply for new visas 
o �)�U�H�H�G�R�P���W�R���F�K�D�Q�J�H���I�R�U�H�L�J�Q���Z�R�U�N�H�U�V�¶���S�U�R�I�H�V�V�L�R�Q�� 
o Freedom to renew work permits. 
o Freedom to recruit employees from Red and Yellow zones and transfer their visa. 

YELLOW 
�ƒ Allowed to issue only one visa after the departure of two expatriates. 
�ƒ Allowed to renew work permits but only for employees below the maximum duration of 

stay. 
�ƒ No freedom to transfer visas and change profession. 
�ƒ Barred from renewing work permit (capping of stay) after workers have completed four 

years. 



 50 

�ƒ Fines for redundant expatriates ($26,700). 
�ƒ No possibility to open files for new businesses and/ or new branches. 
�ƒ Given Six months to improve Nitaqat record, or be closed down. 

RED Has the same penalties as �³�<ellow�´�����S�O�X�V�� 
o Banned from: changing profession, transferring visas, issuing new visas and opening 

files for new branches. 

Sources: MOL, (2014); HRDF, (2013) 

The scheme grants a Premier rating to those establishments with 40% Saudisation or 

more, and a �µGreen�¶ categorisation to businesses with a Saudisation score in the range 

10-39%, depending on company size. Establishments in these two categories are 

rewarded for their compliance by being able to recruit their labour from the worldwide 

market, receiving a greater professional visa allowance and the option to change the 

profession of their workers, as well as other benefits (MOL, 2014). 

�7�K�H���µY�H�O�O�R�Z���F�D�W�H�J�R�U�\�¶ applies to those companies with a 5-11% Saudisation score. The 

final, and worst, �F�D�W�H�J�R�U�L�V�D�W�L�R�Q���L�V���µRed�¶�����Z�K�L�F�K���L�Q�G�L�F�D�W�H�V���W�K�H���S�R�R�U�H�V�W���O�H�Y�H�O���R�I���F�R�P�S�O�L�D�Q�F�H��

(5% and under). Companies in both of these categories are penalised under the new 

system. They are not allowed to apply for new visas or transfer current visas; what is 

worse is that they have no recourse if their foreign workers are recruited by higher-

�F�D�W�H�J�R�U�L�V�H�G���F�R�P�S�D�Q�L�H�V�����µPremium�¶���D�Q�G���µGreen�¶�� without their permission (MOL, 2014). 

Firms remaining in �W�K�H���µRed�¶���F�D�W�H�J�R�U�\��can ultimately be closed down (Peck, 2014). To 

make the system more equitable, the MOL introduced new employment calculation 

methods that differ from the old system as illustrated in Table 2�² 3. 

Table 2 �² 3: New method for calculating Saudisation 

Category Calculation method 

One full-time Saudi national  One Saudi employee  

One part-time Saudi national Half a Saudi employee 

Special needs employee Four Saudi employees 

Person that has been imprisoned and released Two Saudi employees 

The husband or wife of a Saudi national One Saudi employee 

An expatriate with a Saudi mother One Saudi employee 

Source: MOL, 2013 
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The new system allows greater flexibility to cover more categories of people, including 

non-citizens. For instance, a foreign husband or wife of a Saudi national, or one with a 

Saudi mother, is weighted as a full Saudi employees under the new system (Alshanbri et 

al., 2014). Moreover, special needs employees have been given an even greater chance 

to participate in the labour market. In fact, one special needs employee has the weight of 

four times that of an ordinary Saudi employee (Ramady, 2013). This means that an 

establishment with 100 employees in total, including ten special needs employees, 

(10x4=40), is entitled to a �µPremium�¶ class rating under the new system.  

 

2.4 Summary 

This chapter has presented essential background information on Saudi Arabia and AAP. 

It has provided informati�R�Q���R�Q���W�K�H���F�R�X�Q�W�U�\�¶�V���K�L�V�W�R�U�\����its political and economic systems. 

It has also provided some crucial information about the labour market and its 

characteristics. Importantly, AAP has been reviewed in this setting, with a summary of 

its aims, objectives and legislative background. Such background information is 

fundamental for an understanding of AAP in this specific setting, since AAP exists in 

different cultures across the world. The following chapter reviews the literature 

pertaining to different aspects of the labour market and AAP, to shed more light on the 

research issue.   
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3 �&�K�D�S�W�H�U���7�K�U�H�H�����/�L�W�H�U�D�W�X�U�H���5�H�Y�L�H�Z 

 

3.1 Introduction  

This chapter is structured as illustrated in Figure 3-1. It presents and reviews relevant 

research literature pertaining to labour market structure and Affirmative Action Policy 

(AAP). Mainly, it covers the labour market, its foundation and regulations (section 2), 

and then comprehensively reviews and describes Affirmative Action (section 3), 

including its concepts, countries�¶ experience and, most importantly, its various impacts.  

Figure 3-1: Structure of the chapter  

 

3.2 Labour Market Overview 

 �'�H�I�L�Q�L�Q�J�� �W�K�H�� �W�H�U�P�� �R�I�� �µThe labour market�¶�� �L�V�� �F�U�X�F�L�D�O�� �W�R�� �W�K�L�V�� �U�H�V�H�D�U�F�K�� �D�V�� �W�R�� �J�L�Y�H�� �E�U�R�D�G��

understanding of the subject. Labour market can be defined as the mechanism by which 

labour is bought by employers and sold by workers (Cooke, 2011). Layard, Nickell & 

Jackman (2005) �G�H�I�L�Q�H�G�� �L�W�� �D�V�� �³�D�� �F�R�O�O�H�F�W�L�R�Q�� �R�I�� �Z�R�U�N�H�U�V�� �D�Q�G�� �H�P�S�O�R�\�H�U�V�� �W�K�D�W�� �L�Q�W�H�U�D�F�W�� �W�R��
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allocate workers to jobs on the basis of wages and qualifica�W�L�R�Q�V�´�� ���S������������ What is 

more, labour markets can also act as exchanges for pay in an economic relationship, 

which becomes a legal one, with a contract of employment (Seifert, 2014). In fact, 

managing the labour market is a crucial part of any economy, as creating policies and an 

environment in which young people can turn their education, skills and willingness into 

employment is critical, to avoid frustration and to ensure political and social stability 

(Malik & Awadallah, 2013). An important part of today's labour management and 

economics has been concern for labour market regulations and policies, and for their 

impact on, and interaction with, various economic and labour market outcomes. 

However, understanding such regulations and policies requires attention to their 

purposes. Therefore, a brief discussion of unemployment is necessary before explaining 

how the labour market and its policies work. 

3.2.1 Unemployment  

Unemployment has different definitions. It can refer to a person who is actively 

available and seeking employment (Galobardes & Shaw, 2006). McKee-Ryan & Song 

(2005) described unemployment as an event of life where paid employment is lost 

involuntarily by an individual. Kingdon & Knight (2000) suggested that �µunemployed�¶ 

refers to an individual who is out of work and actively looking for work becoming 

available. It is best described by Mitchell & Muysken (2004), as the inability of a 

person who is willing and able to work to obtain a job. Unemployment can also be seen 

as an undesirable, uncontrolled and unscheduled event (Wilson, 2012). 

Unemployment is a serious economic issue, as it triggers political and social challenges, 

such as increasing levels of poverty and crime (Powdthavee, 2007). It is also 

responsible for income inequality. Unemployment is usually viewed as a state of 

employment search, and it is measured accordingly (Hein & Stockhammer, 2011).  

According to the United Nation (UN), approximately 900 million adults from various 

developing states earn about US$ 2 a day/person, which keeps them under the poverty 

line. In addition, of 200 million people unemployed globally, half of them are young 

(UN, 2012). The unemployment issue is considered the main critical challenge facing 

governments around the world (Wilson, 2012). Unemployment is the root of many 
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socioeconomic problems. It has been associated with many economic, psychological, 

security, social and political challenges (Sayigh, 2014). When individuals are out of 

work, their skills are likely to be weakened, and so, the longer they are unemployed, the 

more difficult it is to find a job (Bambra, 2010). Besides, unemployed individuals are at 

high risk of physical and mental health problems, and this can affect the people around 

them, i.e. family and children (Al -Waqfi & Forstenlechner, 2013). 

Unemployment rates vary from country to country, with developing countries 

encountering the highest rates. The Middle East is no exception. According to the 

International Labour Organisation (Employment Trends Report, 2011), the Middle East 

region has one of the highest rates of unemployment worldwide (9.3% recorded in 

2009). Among Middle Eastern countries, Saudi Arabia has the second-highest rate in 

the area (after Iraq, at 10.8%), with a 5.8% unemployment rate among Saudis. What is 

more, many have argued, (e.g. Almunajjed, 2010), that the real percentage of Saudi 

Arabian unemployment is even higher than the official figure. Some have anticipated it 

to be 20% or more (Hardy, 2006). Moreover, if women are included in the figures, then 

the rate could be as high as 29.9% (Almunajjed, 2010). It is obvious to the researcher 

that there is a noticeable inconsistency between official government figures for 

unemployment and those of other international sources, e.g. the CIA. This might be 

explained by the fact that other sources may rely on the method of the ILO to measure 

unemployment, which takes no account of national or political considerations in such 

measurement (Fakeeh, 2009).  

3.2.1.1 Type of unemployment 

Although economists are in conflict about the classification of unemployment, there is a 

common division of unemployment. Defining the types of unemployment accurately 

can shed light on why unemployment occurs and what policies can be used to tackle the 

issue. In fact, unemployment has two distinct dimensions (Kreiner & Tranæs, 2005):  

Voluntary unemployment is �R�I�W�H�Q���D���U�H�V�X�O�W���R�I���D�Q���L�Q�G�L�Y�L�G�X�D�O�¶�V���R�Z�Q���F�K�R�L�F�H���E�\���U�H�I�X�V�L�Q�J��a 

job, for various reasons, such as low wages or an unfavourable working environment 

and conditions (Chadi, 2010). In other words, there is a willingness of an individual to 

be out of work. Simply, voluntary unemployment involves an unemployed person 
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preferring joblessness over employment, for various reasons, including pay or security. 

This type of unemployment is discussed less in the literature, compared to the second 

dimension. For the purpose of this study, only the second dimension is going to be 

explored further, to provide more background and understanding, and to clarify later 

chapters. 

Involuntary unemployment, by contrast, is where an individual is out of work 

unwillingly and actively seeking paid employment (Vroey, 2004). Simply, involuntary 

unemployment can occur when an individual is keen to find a job at the prevailing 

wage, yet is unable to work and remains unemployed. Thus, it is distinct from voluntary 

unemployment, where an individual chooses not to work, for different reasons, as stated 

earlier. The economic literature defines different categories for this type of 

unemployment, as presented below:  

Figure 3-2: Types of unemployment  

 

Sources: Mitchell & Muysken, 2004; Thirlwall, 2007; Vroey, 2004. 

�x Frictional unemployment describes short-term unemployment, normally during job 

changing or job seeking among new entrants (Thirlwall, 2007). This type of 

unemployment is obviously not related to economic problems or market failures. In 

fact, some suggest that frictional unemployment is beneficial for employees and 

employers, as well as the whole labour market system. This is because frictional 

unemployment contributes to improving the job-matching process (Hayes, 2006). This 

type of unemployment encourages employees to seek a more appropriate and suitable 
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job for their skills and abilities, which benefits firms by raising their workers�¶ 

motivation and performance, thus enhancing profitability (Mitchell & Muysken, 2004; 

Sato, 2004).  

     �x Seasonal unemployment happens when individuals are unemployed during a 

specific period of the year (Alam, Siwar, Molla & Talib, 2010). This normally occurs in 

industries that rely on seasonal activities, such as the Christmas season, where 

companies hire more staff to cope with high demand. Another example is the tourism 

and leisure sector in some countries, where they rely on tourism during a certain period 

of the year. 

      �x   Structural unemployment is suggested as a type of unemployment that is caused 

by a skills mismatch between jobs and workers (Thirlwall, 2007). Actually, this is 

commonly the result of changing employment duties, caused by a change in technology, 

for example (Michaillat, 2012). This is because individuals have to acquire, and retrain 

for, new skills and competences in order to find a suitable job. 

�x Cyclical unemployment is a recurring spell of unemployment, which arises at 

certain times of the business cycle. This is characterised by periods of 

development and growth, followed by slumps. A deficiency in aggregate 

demand is the main cause of this type of unemployment, in addition to a decline 

in job opportunities, within a particular industry or region, and one which 

persists for a limited period of time (ILO, 2011). Employees lose their job due to 

an economic slump, industrial failure or decline, firm bankruptcy or 

organisational restriction (Chadi, 2010). This is, for example, when there are 

vacancies in a certain firm, but the applicants applying for such jobs are greater 

in number. In such cases, macroeconomic factors influence the tendencies of 

unemployment at the micro level (Burtless, 2002). 

 

3.3 Labour market structure  

The debate about labour market structure and functions and what stimulates economic 

growth (real GDP) is on-going and never ending debate. In order to understand how 
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labour market works, discussing macroeconomic models meant to raise and stimulate 

economic growth levels are therefore crucial.  

3.3.1 Labour market macroeconomic 

As illustrated in Figure 3-3 Macroeconomic models are usually targeting aggregate 

supply and aggregate demand (Hein & Stockhammer, 2011). Such models become 

important during a recession or period of economic stagnation. Those models 

addressing the supply-side focus on the economically active population, and aim to 

decrease the structural unemployment rate (the natural rate) (Traxler, 1995; Wood, 

1994), while models targeting demand-side involve employers, and intend to decrease 

demand-deficient unemployment (caused by recessions) (Burtless, 2002). In fact, 

economists continue to argue about whether supply-side or demand-side economics is 

best to explain how the economy works and to help to pull the economy out of 

recession.  

Figure 3-3: Labour market macroeconomics 

 

3.3.1.1 Demand-side economics 
Demand-side economics is mostly based on the idea and belief that the principal force 

impacting on the general activity of the economy, causing short-term variations, is 

consumer demand for services and goods (Lindbeck & Snower, 1990). At times of 

recession and rising cyclical unemployment, (e.g. the 2007 recession), demand-side 

policies are viewed as being vital for raising aggregate demand (AD), and, 

consequently, employment levels (Wood, 1994). Demand-side policies are more related 
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to fiscal policies, which �F�D�Q���E�H���G�H�I�L�Q�H�G���D�V���³�L�Q�V�W�U�X�P�H�Q�W�V���W�K�D�W���J�R�Y�H�U�Q�P�H�Q�W�V���X�V�H���W�R���F�R�Q�W�U�R�O��

�H�F�R�Q�R�P�L�F���G�H�Y�H�O�R�S�P�H�Q�W���D�Q�G���J�U�R�Z�W�K�´��(Laframboise & Trumbic, 2003; 23).  

As �W�K�H�� �Z�R�U�O�G�¶�V�� �H�F�R�Q�R�P�L�H�V�� �K�D�Y�H�� �G�H�Y�H�O�R�S�H�G�� �R�Y�H�U�� �W�L�P�H����so economic theories have also 

developed in an attempt to explain changing circumstances. Many rival economic 

schools of thought have emerged in the last decade. Generally, there are two contrasting 

views on how markets and their participants operate; The Classical School and The 

Keynesian School have contradictory approaches to how the economy should be 

managed in order to avoid, or recover from, a recession (Arestis, 2011). As the focus of 

this research is not purely economic, only these two rival schools of thought are 

described in the following sections, to assist in developing an understanding of 

unemployment and the labour market setting. 

3.3.1.2 The Classical School 

The Classical School of thought was developed in the 1750s, and lasted as the 

mainstream economic approach �X�Q�W�L�O�� �W�K�H�� �O�D�W�H�� ���������¶�V (Reinert, 2012). Adam Smith's 

�³Wealth of Nations� ,́ published in 1776, can be referred to as the formal start of 

Classical Economics (Sargent, 2009). This theory of the economy is regarded as the first 

school of economic thought. It is based on a laissez-faire approach, with the belief that 

the economy is self-regulating being fundamental to this theory. In other words, the 

economy needs no government intervention to achieve economic stability (Menon, 

2008). Government policies in many countries, including the UK and the USA, have 

increasingly �P�R�Y�H�G�� �W�R�Z�D�U�G�V�� �µ�P�R�G�H�U�Q�Ls�D�W�L�R�Q�¶, and have become increasingly based on 

neoliberalism and the free market model (Ironside & Seifert, 2004; Seifert & Li, 2014). 

The main idea of this model is that markets can automatically achieve equilibrium, 

which can preserve full employment without any government intervention (Hein & 

Stockhammer, 2011). Classical economics mainly relies on three fundamental 

assumptions to achieve efficiency and full employment: 

�x Flexible Prices: it is assumed, in this theory, that prices are flexible. Since prices 

are flexible, with no government regulations, restrictions or market control, 

markets are able to efficiently and quickly achieve equilibrium (Reinert, 2012). 

This means the market is quickly able to eliminate any shortage and excess that 



 59 

exists, achieving an equilibrium between demand and supply quantities. In fact, 

it is significant for resource markets that such an equilibrium indicates that full 

employment is preserved and unemployment is not an issue (Ball & Mankiw, 

1994; Layard et al., 2005). 

 

�x Say's Law is the second assumption, and most of the theory is based upon this. It 

is commonly referred to by the phrase "supply creates its own demand". In other 

words, the production of goods itself is able to create its own purchasing power 

(Baumol, 1999). This means that, when an economy produces a certain level of 

real GDP, it can generate the income needed to purchase that level of GDP. 

�6�D�\�¶�V���/�D�Z���L�Q�G�L�F�D�W�H�V���W�K�D�W���W�K�H���H�F�R�Q�R�P�\���L�V���P�R�V�W���X�Q�O�L�N�H�O�\���W�R���H�Q�F�R�X�Q�W�H�U���D�Q���D�J�J�U�H�J�D�W�H��

production excess or shortage (Baumol, 1999; Kates, 1998). In fact, the 

economy should be near to full employment at all times. There should not be 

demand deficient unemployment. Classical economists suggest that any 

unemployment must be caused by pay being falsely kept over the level of 

equilibrium, or by other structural factors, e.g. skills shortages in certain 

industries (Burda & Wyplosz, 2012). Some have suggested that, in order to 

increase output, there should be a concentration on increasing production rather 

than demand (Amsden, 2010).  

 

�x Saving-Investment Equality: The last assumption of classical economics is that 

saving in the household sector precisely matches investment expenditure on 

capital goods by the business sector (Layard et al., 2005). This assumption 

ensures that �³Say's Law holds, because any decrease in consumption demand 

(for output) due to saving is replaced by an equal amount of investment demand. 

The saving-investment equality is assured by applying the notion of flexible 

interest rates in the financial markets�  ́(Hein & Stockhammer, 2011; 12). 

This theory has been associated with a number of issues. For instance, during the time 

of the Great Depression, it had faced difficulties in explaining such a situation. Output 

was below the full employment level (Hein & Stockhammer, 2011). This meant that, to 

create more jobs, employers wanted to earn more in order to provide wages for new 

entrants. Therefore, the balancing of the market was far from achievable (Reinert, 
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