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A. QUANTITATIVE ANALYSIS
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2. ANALYSIS & COMPUTATION OF JOB CREATION
OPPORTUNITIES

2.1 Approach 1: Dollar investment per job created
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* Annualized figures based on actual first six months of the year.

Analysts:
- Above table shows that for every 30.3 millions LL invested

in a new industrial venture, there 1s one job created t.e.
about $20,000/job.

- Per MOPJI’s registered statistics of imported industrial
equipment and machinery for the first 5 months of the
year, the total amount of these imports reached $44.64.
This represents an annualized figure of $107.14 muillion.



- According to the findings of the industrial survey done
by GITZ and MOI, machinery represents 50.6% of

total invested amount while land and buildings represent
23.8% with the balance going for vehicles, office

equipment, furnitures and fixtures, other assets,.... Thus,

an mmport of $107.14 milllon 1 machinery would typically
reflect a total mvestment figure of about $212 million
per year. While the average yearly investment for the
period 1994 to 2001 (annualized first half) in new industrial
ventures 1s $77 million, the balance of $135 million would
be for modernization or expansion of existing plants.

- The $77 million invesgment in new industrial ventures will
generate: F"—'*fk 0,000 éﬂw/é J.z;-é )

77,000,000 + 20,000 = @0}

The $135 milllon investment for modermzatlon and
expanston of existing ventures will generate:

135,000,000 ~+ 30,000 = 4500 incremental jobs

Thus, total jobs cr@ year based on 2001 figures:

3850.+ 4500 = 8350

- Assuming a 7.5%% yearly growth in industrial output, the
cumulattive number of jobs created during the period
2001 to 2005 would amount to 48500 created jobs, not
accounting for any extra jobs that would be created by new
ventures in promising high growth, export ortented sectors.

Footnotes:

() The ratio of $30,000 per added job 1s higher than the one for new ventures
because part of the capital investment in existing industrial companies goes for
replacement of depreciated machinery and hence, does not have any impact
on emnployment.

) The assumed 7.5% growth rate 1s reasonable and even conservative especially
that it combines the GDP growth rate for the overall economy with the
intrinsic growth rate of mdustrial output due to underway programs aimed at
enhancing competitiveness, expansion and coverage of export markets.



2.2 Approach 2: Employment growth in existing and new

ventures

-..l"\-- _-""-""

L

0% | 3.5% 0% | 4.5% 0%

e s at :__._F . - . . . .-.-._. e oL

nerate _b_

3450 | 4146 | 4904 | 5737 | 6662

i
4549 | 4776

Footnotes:

() Assuming employment growth follows closely GDP growth and starting
employment level at end 2000 1s 115000.

2 According to Minmistry of Industry statistics for the fiurst half of 2001, there would
be 2022 yobs created by new mndustrial ventures as per applications filed with the

Minsstry. We assume same trend to continue for remainder of the year and then
to grow at same rate of GDP’s.



2.3 Comments

We believe that basic assumptions adopted 1n both approaches

are comnservative. Assuming the government’s economic
option for a sustained growth scenario 1s maintained for the
next four years, we are confident that the stated goals for jobs’
addition will be reached and most likely surpassed 1 light of

following considerations:

1. The starting industrial employment figure of 115000 at

end 2000 1s low due to underreporting of the number
of permanent employees in official surveys. Moreover,
seasonal and part of foreign labor are not included in

the total employment figure though they amount to 35%
of it.

2. Industrial output was 12.9% of total GDP m 1992 and

then 1t decreased to 9.5% in 2000. The two computation
methods adopted do not account for the potential
acceleraton 1n industrial output to reach the 1992
percentage level (as % of GDP) or even exceed it. Factors
that favor an acceleration scenario 1n industrial output:

2.1 Substantial increase in long-term subsidized loans to
industrial outfits.

2.2 Implementation of different industrial modernization
and competittive enhancement programs.

2.3 Intttated momentum to create new ventures in targeted
promising sectors.

2.4 Drastic improvement in import of industrial machinery.

. Likelthood of higher GDP growth rates than those

considered in the study.



4. Capttal formation of $212 million/year was identified as
adequate to reach the job creation objective. This figure
was dertved from the official data on imported industrial
machinery as reported to the customs’ authorities. The
actual total investment in industrial equipment is higher
after adding local purchase of machinery and accounting for
total real cost after installation. Hence, capital formation is
greater than $212 million. The Industry survey issued

by GTZ and MOI puts total industrial investment at
$373.4 million in 1998.

5. With the reduction of 15% 1n Social Security dues, the shift
from permanent national labor towards temporary labor

will be halted or even reversed.



2.4 Conclusion

The stated goal of 50000 new jobs to be created during

the next 4 to 5 years in the industrial sector is reasonable
and attainable.

Finally, 1t is appropriate to quote a statement from the
minutes of a French Senate session on May 28%h, 1998:

Quote: Les analyses économiques s accordent pour affirmer que le secteur
industriel est essentiel au maintien global de l'emploi: « un emploi
créé dans Pindustrie, c’est au moins deux emplois créés
dans les setvices » dit-on et ['on ne peut raisonnablement espérer

constituer une économie puissante sans qu'elle s'appuie sur un socle
industreel fort. Unquote



B. STRATEGIC APPROACH ON
JOB CREATION DYNAMICS



1.

Main Assumptions and Data

Sources:

- Arthur D. Little report on Lebanese industrial potential
and promising sectors (October 1996).

- GTZ/Ministry of Industry report on Industry in Lebanon
(1998-1999).

1.1

1.2

1.3

1.4

1.5

1.6

The growth rate of the industrtal sector 1is
expected to be higher than GDP’s over the next
10 years.

Consequently, the industrial sector’s contribution
to the GDP will increase slowly to reach 20%
after 10 years.

Assuming a growth of 6 to 8% per year for the
industrial sector, Arthur D. Little study estimates
the additional labor requirements at an average of
14,000 new jobs per year.

Per Arthur D. Little study, 1t 1s assumed that an
investment of $50,000 1s required to create a
growth related job in factones and $10,000 per
job in workshops.

The average annual cost per employee 1s

estimated at $7,325.

The ratto of value added to output was 43.2% 1in
1998.



1.7 Average value added per worker 1s estimated at
$14,960.

1.8 Industrial investment 1s composed of 51%

machinery and about 25% in land and buildings.

The balance would be 1n vehicles, office
equipment, EDP and other assets.
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2.1 Potential for growth related job creation would be
108,000 new jobs in 10 years 1e. an average of
10,800 new jobs per year. The weighted average
investment needed to create one of these jobs would
be $20,370.

(yearly new investment $220 milllon + 10,800 new
jobs)

2.2 Additional job opportunities would arise from
attrition which is assumed at 3% of total labor
force. Consequently, about 4,500 new jobs will be
available to sustain existing level of operation.
However, the maintenance of business activity
assumes replacement of assets on a regular basis
requiring thus, an ivestment of $28,900 per
additional worker.

(yearly new mvestment $130 million + 4,500 new
jobs)

2.3 Combining growth related with attrition related new
jobs yields the following:

« Required total capital investment: $350 million/year.
» Potential for new employment: 15,300 new jobs.

« Weighted average investment required per new
job: $21,570.



2.4 If we assume conservatively that net profit in a
typical average industry is about 5% of total cost
and given a value added ratto of 43.2%, then net
profit would stand at 11.6% of value added. As
value added per worker 1s $14960, one worker
would generate $1,735 of profit per year. The
average total cost per worker, being $7,325, then
the financial return from investing in one new job
would be a healthy 23.7%. Consequently, the
Lebanese labor market and the economics of
industrial investment are still attractive assuming
the value added per worker is around $14,960 and

the total yearly cost per worker 1s around $7,325.

2.5 Any improvement in competiiveness implies an
increase in productivity and hence an increase in the
value added ratio. Assuming that total labor cost
will increase less than the productivity gain, we can
predict that industrial competitvity, while presently
attractive, could be enhanced further.



3. STRATEGIC FINDINGS AND CONSIDERATIONS

3.1 INDUSTRIAL EMPLOYMENT FOLLOWS CLOSELY
THE GDP GROWTH AND HAS POTENTIAL TO
EXPAND FASTER THAN THE GDP PACE IN THE
COMING 10 YEARS.

3.2 INVESTMENT IN CAPITAL OR FIXED ASSETS TO
CREATE ONE NEW JOB IS MODERATE AND
FINANCIALLY ATTRACTIVE. SUBSEQUENTLY,
INDUSTRIAL DEVELOPMENT WOULD BE ONE
OF THE MOST APPROPRIATE VEHICLES FOR
JOB CREATION AND ACCELERATION OF GDP
GROWTH.

3.3 MAINTAINING OR IMPROVING ON PRESENT
PRODUCTIVITY LEVELS (AS EXPRESSED BY
VALUE ADDED GENERATED PER WORKER AND
IN RELATION WITH THE WORKER’S TOTAL

COST) WOULD ENCOURAGE INVESTORS IN
THE INDUSTRIAL SECTOR BECAUSE OF:

- POTENTIAL HEALTHY RETURNS
- EXISTENCE OF AMPLE ROOM FOR

IMPROVEMENT PROVIDED INFLATION
REMAINS TAMED.
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