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Abstract 

First, youth inactivity, unemployment and informal employment are pervasive in the MENA 

labour markets. Using microdata from Labor Market Panel Surveys, and ERF COVID-19 

MENA Monitors for six MENA countries, workers’ employment statuses are assessed 

separately by age group and gender. Second, the social and solidarity economy (SSE) includes 

both for profit and non-profit entities, cooperatives, associations and mutual. Their legal 

frameworks and economic impact, especially in terms of employment and GDP contribution 

are surveyed. Third, personal savings and grants remain the major funding sources of SSEs, 

which face structural deficiencies in the banking system and lack tailored financial products 

that the microfinance industry should overcome. Four, formalisation policies encapsulate 

distinct strategies, targets and impact assessment, wherein which the SSE including 

microfinance institutions plays a role in formalising both informal businesses and employees, 

as well as triggering job creation. 

 

JEL Classifications: E26, J46, J54, L31, O17, N35, N37.  

 

Keywords: COVID-19; Employment vulnerability; Formalisation policies; Informal 

economy; Institutional framework; Social and Solidarity Economy (SSE), Microfinance 

Institutions (MFIs); youth unemployment. 

 

 

 ملخص
 
 

ق الأوسط وشمال أفريقيا.  ي منطقة الشر
ي أسواق العمل ف 

أولا، ينتشر خمول الشباب والبطالة والعمالة غير الرسمية ف 
ي كوفيد ق الأوسط وشمال أفريقيا لستة  19-باستخدام البيانات الجزئية من مسوحات فريق سوق العمل، ومراقب  ي الشر

ف 
ق الأوسط وشمال  ي منطقة الشر

أفريقيا، يتم تقييم أوضاع توظيف العمال بشكل منفصل حسب الفئة العمرية دول ف 
ي الكيانات الربحية وغير الربحية والتعاونيات والجمعيات والمتبادلة. 

والجنس. ثانيا، يشمل الاقتصاد الاجتماعي والتضامب 
. ثالثا، لا ويجري مسح أطرها القانونية وأثرها الاقتصادي، ولا سيما من حيث العمالة ومساهمة  الناتج المحلي الإجمالي

ي 
ي تواجه أوجه قصور هيكلية ف 

ة والمتوسطة، الب  كات الصغير تزال المدخرات والمنح هي مصادر التمويل الرئيسية للشر
ي لصناعة التمويل متناهي الصغر التغلب عليها. 

ي ينبغ 
ي وتفتقر إل المنتجات المالية المصممة خصيصا الب 

النظام المصرف 
ة وتقييم الأثر، حيث تلعب رابعا،  اتيجيات وأهدافا متمير  ي ذلك  SSEتتضمن سياسات إضفاء الطابع الرسمي اسي 

بما ف 
، فضلا عن تحفير   كات غير الرسمية والموظفير  ي إضفاء الطابع الرسمي عل كل من الشر

مؤسسات التمويل الأصغر دورا ف 
 خلق فرص العمل. 
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1. Introduction 

We address the issue of formalisation of the informal economy (henceforth informality) in six 

MENA countries, Egypt, Morocco and Tunisia in North Africa, and Jordan, Lebanon and 

Palestine in the Middle East. These oil-importing countries are lower middle-income 

economies that share many pervasive characteristics. Female participation rate to the labour 

market is significantly low, whereas youth unemployment rate is dramatically high, small-scale 

informal businesses provide most jobs and tend to operate in low productivity industries, and 

informal employment constitutes half the labour force (Charmes, 2019).  

 

Section 1 uses microdata from Labor Market Panel Surveys, and ERF COVID-19 MENA 

Monitors for some of the six MENA countries, to assess employment statuses by age group 

and gender, emphasizing vulnerability and informal employment. Section 2 sketches the 

components of the Social and Solidarity Economy (SSE), including both for profit and non-

profit entities, namely cooperatives and mutual as well as associations, and surveys its legal 

framework and contribution to employment and GDP. Section 3 provides an overview of the 

major funding sources of SSEs, mostly personal savings and grants, whose loan applications 

face credit rationing from the banking system and the absence of tailored financial products 

that the micro finance industry tries to overcome. Section 4 is devoted to formalisation policies 

encapsulating distinct strategies, targets and impact assessment, wherein which the SSE 

including microfinance institutions (MFIs) plays a role in formalising both informal businesses 

and employees, as well as triggering job creation. 

 

1.1. Unemployment and Informal Employment in MENA Countries: Evidence 

Youth unemployment and job informality are pervasive features of the MENA labour markets 

(Fehling et al., 2016). Fresh graduates, if they succeed at finding employment, land informal 

or irregular jobs. These jobs leave workers with limited prospects for transition to decent work 

later in their careers. The informal sector, and micro and small enterprises (MSEs) lag behind 

the formal sector in factor productivity, value-added and fiscal receipts, in part due to a 

mismatch between skill supply and demand, in a state where workers have few opportunities 

for upskilling or retraining, and employers fail to invest in them (Hlasny and AlAzzawi, 2020). 

Job creation in the region has been biased toward manufacturing, building and construction 

with an outsized share of informal workforce, while skilled services relying on formal 

workforce have stagnated. Public sector has also scaled down recruitment since a decade ago 

as part of macroeconomic and public-sector reforms (Shahen et al., 2020). This has further 

hollowed out job opportunities for vulnerable workers. 

 

The impact of COVID-19 real shock proved heterogeneous across MENA countries, which 

implemented a range of diverse mitigation measures including lockdowns that affected labour 

markets. Reduced consumer demand, and challenges associated with remote work have led to 

many workers being laid off, facing reduced hours, reduced pay or exiting the labour market 

altogether. Lockdowns and closures of schools also forced some workers to reduce their hours 

or quit work. 
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Over 11 million full time equivalent (FTE) jobs were lost in the region during 2020. FTE job 

losses of over 23 million occurred in the second quarter of 2020 alone, when the most severe 

lockdowns took place (ILO, 2020a). Another 5 million FTE jobs could be lost over the course 

of 2021 (ILO 2021).  

 

COVID has particularly affected women and youths putting them at a substantial risk of falling 

into vulnerable employment, encompassing unpaid family work, (non-employer) self-

employment, irregular and informal work (AlAzzawi and Hlasny, 2022). In light of the pre-

existing structural obstacles in accessing decent jobs, a break from service caused by COVID-

19 will undoubtedly impair their ability to get back on their feet (Hlasny and AlAzzawi, 2021). 

The common thread in literature on the MENA region labour markets is the fragmentation, a 

duality between formal and informal private employment (Hlasny and AlAzzawi, 2020), and a 

growing trend of vulnerable employment, particularly among youths. Once the school-to-work 

transition drives workers into an informal job, they are at pain transitioning to formal 

employment later in their careers.  

 

In addition to a youth bulge, women have increasingly engaged with the labour market.  This 

has put pressure on the availability of jobs, and on working conditions. 

 

COVID has exacerbated the reluctance of employers to invest in workers, and encouraged the 

shift from regular to irregular gig employment (Krafft et al., 2021).  

 

1.2. Static and Dynamic Approaches, Data and Results 

We assess static manifestation of informality across different demographic groups, as well as 

dynamic trends of workers’ mobility between employment types, using Labor Market Panel 

Surveys (LMPS) and ERF COVID-19 MENA Household Monitors. These sources allow us to 

track workers’ employment status – particularly for vulnerable groups such as women, youths 

or rural poor – over the span of 1.5 or 6 years, respectively. 

 

LMPSs shed light on the patterns of employment in Egypt, Jordan and Tunisia over the past 

decade. In Egypt, employment vulnerability rose, dominated by the rise in the share of youth 

men who are in vulnerable employment, as well as youth women who experienced a sharp rise 

in vulnerability. In Jordan, while youth men’s vulnerability dropped from 40 per cent to 34 per 

cent between 2010 and 2016, that of youth women and especially non-youth men increased. In 

Tunisia, the share of youth men in vulnerable employment was already high at 63 percent, and 

remained roughly the same over time, whereas that of other groups abated.  

 

The negative impact of COVID-19 on the MENA labour markets vary by country and over 

time but also vary according to categories of workers. Public sector workers experienced the 

lowest effects, although youths and women did not fare well. Informal and especially irregular 

workers and those working outside of establishments often ended up self-employed or 

unemployed. Many women, of all ages, left the labour force all together. Youths fared 

relatively worse than non-youths at the start of the pandemic, and they faced a slower recovery. 
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Figure 1. Segmentation of the informal economy according to poverty risk (work-status 

and income) 
 

 

 

 

                                              Employers (informal self-employed) 

                                    Regular employees (informal wage earners) 

                               Own-account workers (informal self-employed) 

                    Domestic workers; casual employees (informal wage earners) 

                             Unpaid family workers (informal self-employed) 

Note: in bold letters: mostly males, in italics: mostly females. 

Source: Authors, from Chen & Carré (2020). 

 

Vulnerability to poverty depends on work-status and related income, and proves uneven 

according to gender. In a five-prong classification of informal workers – as employers, regular 

informal employees, own-account workers, casual/irregular employees, and unpaid family 

workers – men are over-represented among the first three categories, whereas women 

concentrate in the latter two categories at the bottom of the pyramid (Figure 1).  

 

Table 1. Distribution of workforce status and vulnerability 2019, by gender 

 Self-Employed* Wage Employees Vulnerable** 

Country Female Male Total Female Male Total Female Male Total 

Egypt 31,37 30,18 30,43 68,63 69,82 69,57 27,73 15,41 17,97 

Jordan 2,30 16,24 13,92 97,70 83,76 86,08 1,58 12,37 10,58 

Lebanon 15,01 44,39 37,48 84,99 55,61 62,53 13,84 35,73 30,58 

Morocco 57,11 45,89 48,56 42,89 54,11 51,44 56,29 42,91 46,10 

Tunisia 14,27 28,61 25,16 85,73 71,39 74,84 11,47 21,29 18,93 

Palestine 22,72 29,66 28,57 77,28 70,34 71,44 20,00 22,42 22,04 

Average*** 23,80 32,49 30,69 76,20 67,50 69,32 21,82 25,02 24,37 

Note: * includes employers, own-account workers and contributing family workers.  ** Some self-employed 

(excluding employers) as a percentage of total employment. *** Figures in Italics are above average 

Source: ILOSTAT database (modelled estimate). 

 

Self-employment largely overlaps with informal and most vulnerable forms of work, such as 

male own-account workers and female contributing family workers or casual/irregular workers 

(See Table 1). 

Dynamic analysis using LMPSs and ERF COVID-19 Monitors confirms that youths starting 

in a vulnerable job are unlikely to move to a better quality job over time. Youth workers are 

less likely to access decent employment than non-youths, particularly in formal employment. 

According to Figure 2 (in the appendix), informal jobs carry limited prospects for later 

transition to decent work in male youths careers. The trajectory for women – those who start 

out in vulnerable employment is most likely to transition out of the labour market altogether, 

while the small minority who retain their vulnerable employment status rarely transition to 
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formal jobs. Once out of the labour force, they rarely return. The only women who seem to 

hold on to their work and employment status over time are those who were previously in formal 

jobs. 

 

During the pandemic, the probability for males to attain any employment status stagnated, with 

the only consistent trend being a gradual decline in the probability of self-employment and 

irregular employment. These trends were accompanied by a rise in involuntary unemployment 

since early 2021. Women have witnessed a similar stagnation of their status, by being largely 

excluded from work. An increase in their participation rate to the labour market was 

accompanied by a rise in the prospect of involuntary unemployment. 

 

2. The Hybrid Social and Solidarity Economy: A For Profit and Not For Profit Sector 

2.1. Existing Legal Frameworks for Social and Solidarity Economy: An Overview  

In the MENA region, there is growing State recognition of the Social and Solidarity Economy 

(henceforth SSE) and its economic contribution. Conceptually, SSEs in in the MENA region 

have precedent in the form of religious endowments (awqāf), pre-modern social rather than 

profit-driven enterprises. For many, this precedent gives SSEs value and a moral imperative. 

There are three broad types of SSEs according to prevalence, cooperatives as the core of SSE 

members (UN, 2021), associations, and mutual (Beyond Group, 2019). However, in almost all 

States, this recognition has not translated to SSEs being given their own legal forms. Formal 

recognition would be a means of regulating SSEs’ unique economic contributions, and would 

likely entail financial and bureaucratic incentives to their growth. There are no specific legal 

forms for SSEs in Jordan, Lebanon, (Beyond Group, 2019), Egypt (Ramadan, 2021), Palestine, 

or Morocco (El Mekkaoui et al, 2021). However, most countries give legal forms to specific 

types of SSEs, especially cooperatives (ILO, 2018).  

 

Tunisia stands out for having given SSEs a specific legal form. With the June 2020 “Bill on 

Social and Solidarity Economy”, SSEs have been brought specifically under a government 

body called the Tunisian Social and Solidarity Economy Authority. The Bill recognises the 

sector and gives it its own regulation separate from the private sector (Ben Ayed Mouelhi et al, 

2021). The law is significant because it encompasses the major types of SSEs operating in 

Tunisia. Along with cooperatives, these include agricultural insurance companies (mutual) and 

development groupings (associations). Quite significantly, it also includes MFIs and insurance 

cooperative companies (Tunis Africa Press, 2020). The Tunisian case deserves special attention 

for the model it could provide for other MENA countries.  

 

In the absence of an SSE legal form, SSE entrepreneurs face dilemmas of having to choose 

between registering as either a) for-profit organisations – which means they have to pay taxes 

and forgo benefiting from untaxed grants and donations – or b) non-profit organisations – 

which limits their ability to generate profit (Beyond Group, 2019). Entrepreneurs will register 

their SSEs as various kinds of organisations according to the most suitable options for their 

national contexts, specifically, which option is least bureaucratic or which requires the lowest 

amount of starting capital. 
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Table 2. Government Bodies Regulating SSEs in MENA Countries 

Country Primary Body Secondary Body Tertiary Body 

Egypt Ministry of Social Solidarity 

(non-profit organisations) 

Ministry of Industry 

and Trade 

Institution for the Development of 

Medium, Small, and Micro Enterprises 

Jordan Ministry of Social 

Development  

Ministry of Trade and 

Industry (non-profit 

organisations) 

Jordan Cooperative Corporation 

(cooperatives) 

Lebanon Directorate General of 

Cooperatives at the Ministry of 

Agriculture (cooperatives) 

Lebanese Federation 

of Cooperatives  

The National Union for Cooperative 

Credit (frozen)  

Morocco Office for Cooperation 

Development at the Ministry of 

Economic and General Affairs 

(cooperatives) 

Agency of Social 

Development 

 

Palestine Ministry of the Interior (non-

profit organisations)  

(Ministry relevant to 

SSE activity) 

Cooperative Work Agency 

(cooperatives) 

Tunisia Tunisian Social and Solidarity 

Economy Authority 
  

Source: Authors 

 

Table 2 records the various public bodies regulating SSEs in MENA countries. Noteworthy is 

that there are often bureaucratic consequences to SSEs registering as non-profit. SSEs will 

often have to register or work with additional government bodies. In Palestine, SSEs must 

register with the relevant ministry under which their SSE activity falls. If they declare 

themselves non-profit, they must also register with the NGO Department at the Ministry of 

Interior, which is responsible for inspecting organisations and ensuring that they use funds for 

declared purposes (Halabi et al, 2017). In Egypt, non-profit must – in addition to registering 

with the Ministry of Social Solidarity – also receive necessary approvals from the Ministry of 

Industry and Trade (Halabi et al, 2017).  

 

2.2. Economic Scope of SSEs 

There a number of positive impacts of SSEs upon MENA economies. First, SSEs contribute to 

workforce formalisation, been described as offering vulnerable groups a “dynamic of transition 

towards the formal economy.” (Roelants, 2015). SSEs – especially cooperatives – can help 

formalise workers by providing them with contracts and grouping them into units that can 

leverage their collective capacities and resources (Ben Ayed Mouelhi et al, 2021). In Tunisia, 

for example, as many as 70 per cent of SSE jobs might be permanent, structured, and covered 

by social security (Ben Ayed Mouelhi et al, 2021). SSE impact is especially strong in rural 

areas, where workers are often caught between informal labour and public sector jobs (Ahmed-

Zaïd et al, 2013). SSE activities also point to long-term economic benefits, such as encouraging 

better organisation, better returns to scale, and more value chain integration (Ben Ayed 

Mouelhi et al, 2021). 

 

Quite significantly, SSEs also incorporate women into the workforce. In Morocco, 14 per cent 

of cooperatives have women-centred mandates. Women are also represented through non-

gendered SSEs. In Morocco, as many as 42 per cent of SSEs might be headed by female 

presidents (El Mekkaoui et al, 2021).  
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In the absence of legal forms, it is difficult to assess the exact economic scope of MENA SSEs 

in terms of employment. It is clear that while SSEs may have many indirect beneficiaries – 

especially associations – they often have few employees, especially full-time according to 

piecemeal data recorded in Table 3.  

 

In Lebanon, approximately 70 per cent of cooperatives do not hire any full-time employees, 

while 76 per cent do not hire part-time employees (ILO, 2018). The average number of 

employees hired by cooperatives that do employ full- and part-time is 4.7 and 6.4, respectively 

(ILO, 2018). Responses to a questionnaire revealed for Jordan similarly modest employment 

numbers, whereby an SSE’s combined full- and part-time employees ranged from about three 

to 20 employees. These included for profit commercial enterprises. One Jordanian crafts and 

cosmetics cooperative had five full-time employees and 15 part-time employees. 256,000 

enterprises and entities provide more than 1.2 million jobs in Egypt, Jordan, Lebanon, 

Palestine, Morocco, and Tunisia (CESPES-ESMED, 2019). However, one ignores if this is 

direct (i.e. employees) or indirect employment (i.e. self-employed producers) or if they are full 

time jobs. 

 

Table 3. Piecemeal Data on SSEs (Cooperatives)  

Country Cooperatives Employees Ratio Workers/ 

Members 

Users/ 

Members 

Producers/ 

Members 

Year Source 

Egypt 40,962 N/A N/A 705,000? N/A 11,000,000 2013  ESMED (2015) 

Egypt 14,000 18,900 1.35 N/A N/A N/A 2017  Ghonem (2019) 

Jordan 

Jordan 

1,450 

1,592 

4,000 

20,000 

2.76 

12.56 

N/A N/A 

142,322 

130,000 2011 

2018 

 CEPES (2012) 

 JCC (2022) 

 

Lebanon 1,000 2,890 2.89 N/A N/A N/A 2017  ILO (2018) 

Morocco 17,229 34,630 2.01 1,075 408,735 2,561,498 2011  ODCO (2012) 

Morocco 
Morocco 

19,035 

28,000 

35,472 1.86 N/A 

600,000 

N/A N/A 2017 

2021   

 ODCO (2017) 

 USAID (2022) 

Tunisia 16,787 N/A N/A N/A N/A 1,754,825 2013  ESMED (2015) 

         

         

Table 3. Piecemeal Data on SSEs (Cooperatives) (contd.) 

Tunisia 

 

22,350* 21,000 N/A N/A N/A N/A 2017  Ben Ayed Mouelhi  

 et al (2021) 

Palestine 857 N/A N/A ? N/A ? 2016  ILO (2017) 

Note: * SSEs 

Source: compiled from various sources by the authors 

 

Some independent estimates can provide insights into GDP contribution. In Tunisia, there are 

some 22,350 SSEs employing some 21,000 workers (El Mekkaoui et al, 2021). As of 2019, 

SSE activity accounted for under 1 per cent of GDP activity. At a rate of 5-6 per cent of GDP 

contribution, it could add as many as 60,000 additional jobs per year (Al Amri, 2019). In 2017, 

SSEs represented 2 per cent of Morocco’s GDP, and employed 5.5 per cent of its active 

population (El Mekkaoui et al, 2021). In that country, the creation of cooperatives more than 
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tripled from 2006 (5,276) to 2017 (19,035), with two thirds operating in agriculture (Bazi, 

2021). These figures indicate good progress towards realising potential  

 

SSEs growth could prove a great boon to MENA states. In the long-term, the increasing role 

of SSEs as welfare providers might help governments in their goals of downsizing services. 

The increasing role of SSEs also could translate to massive tax revenues for the state. This is 

because SSE employment is prone to formalising workforces. While government limitations 

in addressing socio-economic needs might be a main driver of SSE development, the viability 

of SSEs will likely outlive this purpose, as it has in developed economies.  

 

While the awqāf precedent may foster social value of SSE, this value has yet to translate to 

dynamism in SSE activity. Critically, it might reinforce perceptions that SSE can only be a 

result of capital, rather than a means of generating it. Judging by the overwhelmingly service-

oriented nature of cooperates, it appears that states and citizens still struggle to perceive SSEs 

beyond strictly welfare-providing institutes. They are seen as safety nets in tough economies, 

rather than drivers.  

 

3. Leveraging the Social Entrepreneurship Potential and the Role of Finance  

3.1. Mapping of SSE’s Financing Mechanisms and Funding ecosystem 

To fund and scale up their activities social entrepreneurs tap into various financing sources. 

Limited access to formal finance from banks remains the salient feature (Charfi, 2020; Oxfam 

2020; Tauber, 2020). With bank loans and microcredits being out of scope, social enterprises 

turn to their personal savings, grants, philanthropic funding, (Augier et al, 2019; Tauber, 2020). 

In Lebanon, most SSEs are still at an initial stage where they look for grants and participate in 

competitions. Jordanian and Egyptian SSEs secure revenues from the sales of their products 

and personal savings. Personal savings, grants, and government subsidies are the most common 

source of funding Moroccan SSEs (ElMekkaoui et al, 2021).  Palestinian social entrepreneurs 

rely heavily on donations and their personal income to fund their activities (Koa, et al., 2018). 

Depending on their legal status, SSEs in Tunisia generally tap into several funding sources: 

public subsidies, self-financing, loans and foreign aid. Some social and solidarity enterprises 

receive government subsidies (Elachhab, 2018). 

 

MFIs have been expanding in the selected countries, most of these been registered as NGOs or 

non-bank financial institution.  

 

Table 4. Characteristics of MENA MFIs in 2017 

Country 

  

  

NAB* 

(1,000) 

  

Average 

loan 

balance 

/GNI p.  

capita 

(%) Rural 

borrowers  

  

(%) 

Female 

borrowers  

  

Solidarity 

groups (% 

of loans) 

Number of loans outstanding 
Lending 

rate   

  

PAR> 

30 ** 

  

Risk  

coverage 

  MSMEs Micro SMEs 

Egypt 911,7 0.0469 
515,5 

(56.54%) 
67% 

399,571 

  

907,276 

(99.5%) 
813,843 93,433 34.6% 0.6% 408.1% 

Jordan 246,6 0.1403 
106,3 

(43.10%) 
88% 

151,347 

(61.37%) 

201,300 

(81.63%) 
200,544 0,755 32.5% 1.6% 210.6% 
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Note: * Number of active borrowers. ** Portfolio At Risk >30 days. Figures in italics are above average.  

Source: Micro Exchange Market (MIX, 2017), World Bank (WGI, 2017) in Adair & Berguiga (2021) 

 

Table 4 reports the key figures of the microfinance industry in 2017, namely 20 MENA MFIs. 

In the first place, MFIs grant micro-credit to Micro-enterprises, a share above eight out of ten, 

whereas SMEs is only one out of ten. Over two out of five businesses are granted loans 

according to the joint liability mechanism, suggesting they lack collateral. Average loan 

balance per borrower in MENA is weak, except for Palestine standing above average. In 

contrast, the average lending rate is high, within a range of 25-36 percent, although borrower’s 

payback. MFIs play a major role in facilitating access to finance for women, which represent 

more than half of microfinance clients across the MENA region with exception to Palestine. 

Reliable figures on the role of MFIs in the development of social entrepreneurship are 

unfortunately unavailable as most MFIs do not capture in the loan application process whether 

the enterprise was a social business or not (personal communication from MFI representative). 

Crowdfunding for social enterprises has the potential to catalyse positive change, yet it remains 

untapped in most countries (Azouzi, 2020; Sidlo, 2021).  Crowdfunding platforms are mostly 

set up abroad and cannot operate locally due to legal restrictions (Augier et al, 2019). Based in 

Lebanon, “Zoomaal” is one of the leading crowdfunding platforms that operates in the MENA 

region. Equity investment for social entrepreneurs remains shallow in the selected countries. 

In Tunisia and Morocco venture capital market is relatively new and small (Azzouzi, 2020).  In 

Egypt, we observe the expansion of angel investment network investing in early-stage social 

enterprises, however they show a major interest in information and communication 

technologies (El Zoheiry et al, 2019). Angel investors are not very common in the other 

countries due to the limited deal flow and blurry legal status.  A gender-responsive approach 

to bridge gender gap in terms of access to finance for social enterprises remain somehow 

limited. Some initiatives to promote women’s social entrepreneurship yet focus mainly on 

networking, training, and the provision of small grants.  

 

3.2. Gaps and Weaknesses of the Current Funding Model  

The funding gap for SSEs in the selected countries constitutes a real brake to their development, 

with women being more disadvantaged (Arezki et al.,2019; Sidlo, 2021).  COVID-19 has had 

a profound socio-economic impact in many countries, reaching far beyond health and sanitary 

implications. The pandemic limited the access to finance (Ramdan, 2021) and made investors 

more hesitant and risk averse (Sidło, 2021). Moreover, difficulties to access formal financial 

services arise from a range of issues facing the countries that go beyond the pandemic. The 

Lebanon 72,8 0.1003 
32,0 

(43.95%) 
57% 

15,594  

(21.42%) 

72,802 

(100%) 
72,468 0,334 30.3% 6.7% 398.8% 

Morocco 519,1 0.1817 
227,0 

(43.72%) 
46% 

98,831  

(19.03%) 

386,288 

(74.41%) 
386,288 0 26.2% 6.1% 61.9% 

Palestine 73,3 0.9228 
34,7 

(47.33%) 
33% 0 

31,084 

(42.40%) 
29,756 1,328 14.3% 5.1% 78.0% 

Tunisia 329,5 0.1414 
128 

(38.88%) 
61% 0 

266,646 

(80.92%) 
266,646 0 26.2% 0.8% 176.3% 

Total 2,153,0  
1,043.5 

(57.22%) 

1,063.294 

(58.31%) 

665.343 

(30.90%) 

1,769.545 

(94.86%) 
97,178 - - -   
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structural deficiencies in the banking system have resulted in limited access to formal financial 

services.   

 

In the six selected countries, social entrepreneurs reported difficulties to secure loans from 

commercial banks (Koa et al., 2018; Oxfam, 2020). SSE experts declared that strong financial 

returns remain the major indicators for banks. Additionally, prudential requirements limit their 

ability to fund social entrepreneurs. Banks target a limited number of large companies and 

multinational firms, leaving the bulk of MSMEs and social enterprises underserved (Barco et 

al., 2019; Sidlo, 2021). SSE experts have highlighted the misperception about social enterprises 

which are considered too social and perhaps too risky for banks.  

 

Tailored financial instruments that could support SSEs are currently under-developed or non-

existent in southern Mediterranean countries (Maroush et al., 2020; OXFAM, 2021). MFI 

representative reported that the current funding models are not adapted for the social enterprises 

especially for those in the initial stage. Guarantee requirements, rigorous selectivity, and 

complex application procedures are some of the reasons that discourage many social 

entrepreneurs from seeking financing from banks (Abdou & El Ebrashi, 2015; Oxfam, 2020). 

MFI representative have reported that social entrepreneurs are sometimes reluctant to apply for 

funds from MFIs as they fear defaulting. According to SSEs experts, some social entrepreneurs 

have a limited financial management capacity, which limits their ability to access microcredits. 

High interest rates, short repayment term, low amounts borrowed are other constraints that 

social entrepreneurs face when seeking microcredits from MFIs.  

 

Social enterprises cannot easily access finance due to the gaps in the regulatory framework 

governing these entities. In the selected countries, except for Tunisia, there is no separate legal 

framework for SSEs (Augier et al., 2019). As such, social enterprises’ activities fall under 

general and various laws and provisions. Egyptian social enterprises (mostly NGOs) face 

additional restrictions to secure international funds and private domestic grants, which are 

subject to government authorisations.  

 

The reliance on funders and projected nature of SSEs is another challenge for financial 

sustainability. In some cases, social enterprises depend heavily on their donors, thus cannot 

implement long-term plans (Tauber, 2020). Social enterprises can also be subject to 

government “influence” since they rely on government subsidies (Elachhab, 2018). Besides, 

the increasing competition between social entrepreneurs to secure these funds, could lead to 

inefficiencies (Akella & Eid, 2018).   

 

The gender gap in access to finance remains also prevalent with women having limited control 

over resources and assets ownership. Lack of collateral guarantees and business track records, 

and complicated application processes are also among the challenges that women face to access 

finance. Thébaud & Sharkey (2016) suggest that service providers internalized “implicit gender 

norms”, which explains the gender gap in access to finance under high levels of uncertainty 

and risk.  
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4. Assessing the Formalisation of Informality and the Role of SSEs in MENA countries 

In the 2010s, the International Labour Office (ILO, 2013) provided a comprehensive definition 

of the informal economy and recommended transition towards the formal economy, while the 

World Bank designed and assessed formalisation policies targeting the informal sector 

(Benjamin et al, 2014). Informality displays a contradictory prism of advantages and 

disadvantages: unfair competition from informal micro-enterprises vis-à-vis formal firms, tax 

shortfalls and subsistence jobs for most informal workers.  The issue of formalisation is to 

reconcile the promotion of entrepreneurship advocated by the World Bank, with the extension 

of social protection to informal workers supported by the ILO. 

 

4.1. The Informal Economy: Definitions and Stylised Facts, Sources and Coverage  

Informality encapsulates three components, i.e. the informal sector and informal activities 

within the formal sector and households. Data sources prove disparate and coverage remains 

poor in the six MENA countries. The informal sector includes the unincorporated enterprises, 

gathering unregistered own-account workers and employers with their employees the size of 

which stands below five permanent paid employees. Informal employment encapsulates all 

jobs carried out in (i) both informal sector (the largest component), as well as in (ii) formal 

enterprises and in households (domestic workers and household members producing goods and 

services for their own final use), wherein workers are not subject to labour regulation, income 

taxation or social protection that is not paid for (Charmes, 2019).  

 

Three stylised facts are noteworthy. First, average (non-agricultural) informal employment is 

a structural phenomenon, standing around 50 per cent of the work force over the 2000s and the 

2010s. Second, it is countercyclical: rising with economic slowdowns until the late 2000s, it 

contracts with upgraded economic growth, a trend reversal experienced in the early 2010s. 

However, this pattern requires a thorough inspection with respect to the various components 

of informal employment, trends and levels differ across countries, according to the impact of 

economic shocks and policies designed to absorb these. Last, informal employment is 

negatively related to GDP per capita, labour productivity in the informal sector is weak, 

(Charmes, 2019).   

 

Morocco is the only country having achieved three representative surveys (1999, 2007 and 

2013) devoted to the informal sector, based upon a representative household survey; three out 

of four businesses including only one worker (HCP, 2016). In Egypt, national statistics office 

(CAPMAS) and the Economic Research Forum (ERF) surveyed a representative sample of 

household firms in 2012 and 2018. 62.5 per cent of the sample include self-employed (one-

person firms) and 31 per cent are micro firms (two to four workers). Tunisia does not display 

its five-year survey of microenterprises since 1997, the threshold for microenterprises (below 

six employees) being inconsistent with that used by the ILO and the WBES (below five 

employees). The absence of a national household survey devoted to informal employment or 

an enterprise survey devoted to the informal sector also applies to Jordan, Lebanon and 

Palestine. 
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Informal employment is gauged from retrieving Labour Force Surveys (LFS), with relevant 

questions regarding social protection coverage, though countries use different criteria. In Table 

5, the share of informal employment (including agriculture) was highest in Morocco (77.22%) 

and lowest in Tunisia (44.8%), two countries that do not display their LFS data in ILOSTAT. 

 

Table 5. Overall informal employment (including agriculture) in 2019 
Country (employed pop.) Sex Total (% informal) Employees (% total) Self-employed (% total) 

Egypt (26,661,000) Total 16,870 (63.27)  10183,1 (60.33) 6676,0 (39.57) 

 Male 14806,0 9414,2 5389,5 

 Female 2064,0 768,9 1286,4 

Jordan (2,647,639) Total 1,204,800 (45.5)  1054,0 (87.48) 150,8 (12.51) 

 Male 1106,9 964,3 142,6 

 Female 97,8 89,6 8,2 

Lebanon (1,590) Total 879,9 (55.33) 553,4 (62.89) 326,5 (37.1) 

 Male 610,8 338,6 272,2 

 Female 269,1 214,8 54,3 

Palestine (906)  Total 539,8 (59.58)  355,1 (65.78) 184,8 (34.23) 

 Male 470,8 314,6 156,1 

 Female 69,1 40,4 28,7 

Morocco*                 (77.22)   

Tunisia*                 (44.8)   

Note: LFS not provided to ILOSTAT  

Source: Author from Labour Force Surveys (2019) 

 

In addition, a survey was devoted in 2015 to youth (16-29 age group) upon a balanced sample 

of 3,027 active people from four countries from North Africa (Algeria, Egypt, Morocco, and 

Tunisia) and Lebanon. Young workers do not enjoy social protection (Merouani et al, 2018), 

and there is a high prevalence of informal employment among youth (Gherbi and Adair; 2020), 

consistent with the U-shaped pattern, declining from youth to maturity (Gatti et al, 2014) and 

rising again for the older age group.  

 

The World Bank database on the informal economy (Elgin et al, 2021) is devoted to enterprises 

and the World Bank Enterprise Surveys (WBES) pay very little attention to micro-enterprises 

that are the bulk of businesses, whereas very weak figures for informal firms (i.e. unregistered) 

prove unrealistic. Hence, all WBES conducted in North Africa (Egypt, Morocco and Tunisia) 

as of 2013 (Adair & Berguiga, 2019) as well as in the six MENA countries regarding 2019, lack 

representativeness and cannot be used to gauge the informal sector.  

 

4.2. Persistent Informality and Weak Occupational Mobility  

A threefold spectrum of theories tackles informality, dualism, structuralism and 

institutionalism. According to less optimistic interpretation of dualism (Lewis, 1954), 

persistent informality is due to labour market segmentation, namely barriers to entry in the 

formal economy affecting the labour market supply-side (i.e. workers). 

 

Labour market segmentation (formal versus informal jobs) is not congruent with structuralism 

(Castells & Portes, 1989) considering that the informal economy is not separated but subjected 

to the formal economy through subcontracting that shrinks production costs in the textile 

industry or call centres in Tunisia and Morocco. 
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The institutionalist approach (de Soto, 1986) assumes that informality stems from bad 

regulation and excessive bureaucracy driving small firms to voluntarily step outside or being 

excluded from the formal economy, which applies to Tunisia (de Soto, 2012). Hence, it 

advocates removing constraints upon informal entrepreneurs, and diminishing the costs borne 

by start-ups. Emphasis upon barriers to entry and business activity from the World Bank is 

consistent with institutionalism together with structuralism, which focus on the demand-side 

of the labour market and the supply-side of the market for goods & services (i.e. businesses). 

Labour market segmentation Gherbi & Adair (2020) assess substantial income gaps among 

youths aged 16-29 in 2015 as of North Africa. Formal /informal employee income ratio is 

similar for females (1.778) and for males (1.774) as well as formal /informal self-employed 

ratio (2.258 for females and 2.198 for males); whereas gender pay gap is lower for formal 

workers (21.82%) than for informal workers (24.05%).  

 

Occupational mobility has been downgrading over time. For instance, it proved stronger in 

Egypt over 1996–2006 due to the role of the public sector (Woldemichael et al, 2019), whereas 

most individuals remained in their initial labour market segments over 2006-2012 (Tansel & 

Ozdemir, 2019).  

 

The first main cause of persistent or rising informality is the inability of the formal economy 

(including the public sector) to absorb increasing labour force (Chen & Harvey, 2017). IMF, 

(2021) suggests that 85 per cent of all informal workers are in precarious employment, not 

through choice but due to lacking opportunities in formal employment.  

 

The other main cause is inadequacy of regulatory framework and weak enforcement of labour 

contracts and social security inspectorate, including corruption, which push the informal sector 

and microenterprises to operate outside the purview of regulations.  

 

4.3. Formalising the Informal Economy: Targets and Policies, Job Creation and SSEs 

A broad range of formalisation policies addresses the heterogeneity of informality, and impact 

assessment provides mixed evidence.  

 

A relevant distinction is between policies explicitly tackling informality vs. policies that prove 

influential though without explicitly aiming at formalisation, such as Active Labour Market 

Policies (ALMPs). The former policies target categories of businesses (e.g. microenterprises), 

or workers (e.g. domestic work), and the component of informality (e.g. undeclared work in 

formal enterprises).  ALMPs address the following: (i) skills training in Tunisia (Almeida et 

al, 2012) and in Morocco (Kluve et al, 2014); (ii) support for enterprise development (including 

microfinance services); (iii) employment services that have no impact on employment 

outcomes in Jordan (Groh et al. 2012); and (iv) subsidised employment (public employment 

and wage subsidies) in Jordan and Tunisia (Barcucci & Mryyan, 2014) that does not create jobs 

on the long run (ILO, 2017b).  
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Microcredit has some significant positive impacts in the short-term, mainly upon already 

established businesses in Egypt, as well as in Morocco (Crépon et al. 2015), while there is no 

impact on the probability of establishing new businesses. Positive effects vanish in the long 

run, perhaps because loan amount is too small to spur investment, thus calling for a more 

sustainable approach (ILO, 2017b). 

 

Formalisation policies address the informal sector more than informal employment, although 

formalisation targeting the latter proves more effective than targeting the former (Jessen & 

Kluve 2019). Enacting laws does not ensure alone the transition of workers from informal 

to formal jobs; beyond design and implementation, monitoring and assessment are crucial 

steps in the policy cycle (ILO, 2017a). This applies to the law on self-employed entrepreneur 

and the law on domestic employment Morocco respectively adopted in 2015 and 2016 

(Cherkaoui & Benkaraach, 2021). 

 

Formalising businesses using incentives (carrot) is threefold. (i) Information campaigns on the 

procedures and benefits of registration, alone, remain ineffective. (ii) One-stop shops bring 

together several procedures and relevant agencies simplifying business registration, and 

incentives to reduce taxes as well as social security contributions prove effective. (iii) 

Shrinking registration costs for start-ups and providing bonuses to businesses willing to 

register, the impact of which depends on the amount. Reducing half the entry cost would 

decrease the informal sector by five per cent, whereas shrinking the payroll tax by half would 

shrink informal employment by 13 per cent (Balima, 2021), some plausible although 

undocumented figures.  

 

Formalising businesses using penalty (stick) includes (iv) law enforcement by the labour 

inspectorate, which has a minor but significant impact on the formal employment of workers 

and persists for several years (Gaarder & van Doorn, 2021). 

 

5. Policy Implications and Recommendations  

5.1. The role of the EU 

A first set of policy implications towards the SSE in MENA countries requires support from 

the European Union (EU) to help designing legal framework, build up dedicated accounts, 

provide training, and fund grants. 

 

First, a major step States could take towards making axiomatic SSEs as income-generating 

businesses is the creation of legal forms that specifically incentivise mutual, associations, and 

producing cooperatives.  

 

Second, there is a need to count and attempt to economically assess cooperatives, mutuals and 

associations in order to gain a more comprehensive picture of the SSE industry, specifically 

measuring employment and value-added to the GDP. A major issue is the design, accounting, 

and compilation of SSE statistics to inform stakeholders. A satellite account that follows the 

Guidelines of the ILO (2019) and the CIRIEC Manual (Monzon and Chavez, 2017) can be built 

to assess for-profit SSEs and the Handbook (UN, 2018) for non-profit SSEs. National 
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Statistical Offices (NSO), Chambers of Commerce, and stakeholders (including relevant public 

bodies) of SSEs play a key role in this respect, with Eurostat expertise and assistance being 

crucial. 

 

Third, the EU academia can provide grants and promote curricula via a network supporting the 

SSE throughout the MENA region. Training and mentoring programs are key to bring in 

capacity building from best international practices to strengthen financial management 

capacities, upscale businesses and foster robust interfaces between SSEs and lenders. This 

includes business model design, standard accounting practices, and predatory lending 

awareness. 

 

Last, donors can direct through grants producing SSEs towards export-oriented activities. 

When cooperatives – especially agricultural – succeed in directing their members’ products 

abroad, overall productivity rises beyond local demand, and it also encourages ancillary 

activities such as packaging, marketing, and shipping, which create more employment 

opportunities (The Portland Trust 2013). 

 

 

5.2. The role of country stakeholders: financial institutions, policy makers, the SSE 

Addressing the root causes that limit the advancement of social entrepreneurs is key to creating 

a conducive environment for SSEs to thrive. Policy makers should design fiscal incentives and 

build the capacity of financial institutions to address the needs of SSEs. Banks should be 

incentivised to finance social enterprises through monetary policy tools, such as subsidised 

interest rates and loan guarantee mechanisms. Key is to downsize loan requirements and lower 

the interest rate for social enterprises and especially for female entrepreneurs, who should get 

priority, based on a (Pareto improved) regulation to minimise gender discrimination (Hyland 

et al, 2020).  

 

Improving access to capital for social enterprises requires tailored financing mechanisms, such 

as crowdfunding, wherein MFIS play a major role as brokers. A dedicated investment 

programmes geared to support gender equality in venture capital and among business angels is 

required to bridge the access to finance gap.  

 

The role of financial institutions in providing credit (and insurance) as a counterpart of 

formalisation proves relevant. This path was achieved by the ABA MFI in Egypt, wherein the 

figures of fully formalised clients tripled from 2004 (6 per cent) to 2016 (18 per cent), which 

should become a benchmark. European Invest Bank could (i) provide larger loans devoted to 

fixed capital investment of businesses extending formalisation (i.e. social protection) to 

employees; (ii) set up a Mutual Guarantee Scheme supporting the MFIs that promote 

cooperatives. 

 

The SSE can foster formalisation in two ways: supporting young entrepreneurs (including 

females) and extending the care economy that fulfils the demand for formal jobs and services.   
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We contend that a concerted effort toward labour-market formalisation would increase firms’ 

factor productivity and performance, which would in turn encourage retention of high-quality 

workers and acquisition of complementary capital, leading to further performance gains and 

incentives to curtail labour turnover. The availability of many currently underutilized youths 

(in the informal sector, or unemployed) and women (economically inactive) presents an 

opportunity to entrepreneurs. 

 

Last, authorities must assess the impact of COVID-19 assistance schemes designed in the 

MENA countries to develop consistent and sustainable policies (Krafft et al, 2021). 

 

Conclusion 

In order to avoid mere repetition of policy implications, a sketchy conclusion of the paper is to 

state it is killing two birds with one stone. 

 

In the first place, SSEs help formalising informal businesses, which stimulates job creation. 

 

Job creation encompasses two effects. One is a statistical effect that brings to light invisible 

activities performed at home (workshops) or without premises (street vendors). The other is an 

economic effect, according to which labour demand is triggered by demand for goods & 

services; for instance, insurance coverage enhances job creation in health care industry, 

especially within cooperatives and mutuals. 

 

In the second place, SSEs support entrepreneurship, cooperatives upscale formal job creation, 

and MFIs are the appropriate media promoting formalisation, as a counterpart of enlarged 

funding amounts, in order to go beyond working capital and drive fixed assets investment.  
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Appendix 

 

Figure 2. Employment status transitions Feb 2020–Feb 2021, Morocco and Tunisia, by age and gender 

 
i. Morocco 
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ii. Tunisia 

Notes: Author’s analysis of ERF COVID-19 Monitors, waves 0 and 3 (OAMDI, 2021). Youth covers non-students 29 years and younger. 


