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Abstract

While the theoretical literature predicts that high level of education increases employment, a 
vast amount of empirical data showed that, regardless of whether it is in developing countries 
or developed countries, unemployment rates strongly hit the most educated population. In this 
paper, we provide a theoretical model in which hiring costs are not exogenous and constant 
as in the previous theoretical literature, but endogenous and proportional to the worker’s 
qualifi cation degree. Basing on this assumption, our model shows a negative relationship 
linking education and employment which is in line with the observed reality. The numerical 
simulation section shows that reducing hiring costs will encourage individual investment 
in education and reduce unemployment by enhancing fi rms’ labour demand. Finally, by 
using information from the “Charter for Employment of Non-Saudi Staff ” we show that in Saudi 
universities, the cost of recruiting a non Saudi faculty member increases with that faculty 
qualifi cation degree, which is in line with the key assumption of our theoretical model.
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