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1 Introduction

The bulk of research on labour market conditions in Pakistan has concentrated on the
economic activity rate, the number of ermployed persons or the unemployment rate at a particular
point in time (Nasir, 2001). These stock measures of labour market situation are useful from a
policy viewpoint as they give a broad indication of the dimension of the problem. For instance, the
recent labour force surveys show an increase in the level of open unemployment from 5.9 percent
in 1997-98 to 7.8 percent in 1999-2000. There is also an emerging consensus that during the 1990s
poverty has increased at the nationa as well as for rural and urban areas of the country (Qureshi
and Arif, 2001). Labour market is considered as the main route for establishing the link between
macro policies, the resulting GDP growth and poverty aleviation. Accordingly, Interim Poverty
Reduction Strategy Paper (IPRSP) and other development plans have suggested various targets
of employment creation for poverty reduction. However, the stock measures of labour market
conditions, such as unemployment rate, are considered to be inadequate from the viewpoint of
developing gppropriate policy responses. There is a need to gain further insights by examining the
structure of labour market in terms of its dynamic components. these being the turnover of
persons into and out of the labour force and turnover into and out of employment and
unemployment pools. Some, but not al, movements from being unemployed to being outside labour
force may reflect an inability to find desirable work (Clark and Summer, 1979; Gonul, 2001).

According to the job search theory, unemployed persons may withhold their labour because

they are misinformed about wages and the availability of jobs. Unemployment is thus seen as
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being largely voluntary and as a mismatch between jobs and workers in the labour market. In
other words, unemployment is mainly frictiond. It has been argued that the flows of persons into
and out of unemployment are large relative to the stock of unemployment, and the average length
of time spent in unemployment has been observed to be short (Brooks and Robinson, 1983).
However, this viewpoint has been opposed. It has been argued that while unemployment flows are
high and most unemployment spells are short, some time unemployment is spent in spells of long
duration. This indicates that burden of unemployment is not evenly distributed but falls heavily on
those individuals who are unemployed for long periods of time. Thus the notion of unemployment
being mainly voluntary becomes questionable and the welfare consequences of unemployment

become important.

If unemployment is comprised mainly d high turnover and short duration, then appropriate
palicies to reduce unemployment would be those designed to improve the information on labour
market conditions to job seekers and to facilitate the efficiency of the job search persons. On the
other hand, extended spells of unemployment would point to more structural policies such as
training schemes, job creation schemes or income support schemes, which are specificaly

targeted at the long-term unemployed.

Research on employment situation in Pakistan has largely been based on cross-section data
generated through the labour force surveys. However, longitudina data is preferred because it
enables one to view the labour force decision of an individual in a life cycle context. Pakistan
Ingtitute of Development Economics has generated a panel data set in two rounds of the Pakistan
Socio-Economic Survey (PSES).? Round | was carried out in 1998-99 while its second round was
completed in 2000-01 after a gap of two years, a period sufficient to examine movement o
individuals between different labour market states. This paper has used these two rounds of the
PSES to determine movement of individuals into and out of labour force, employment and

unemployment. It has also determined the correlates of these movements.

Data sources and methods of analyses are discussed in the next section, followed by the
reporting of labour force participation and unemployment rates in section 3. Labour market

trangitions are examined in section 4. The next section links age, gender and education with these



trangitions through a bivariate analysis. Correlates of different labour market transitions are

discussed in section 6 while final section summarizes the main findings.

2 Data Sour cesand Method of Analyses
21 PSESPane Data

As noted above, this study is based on the PSES panel data set generated in two rounds.
The universe of the Round | consisted of al urban and rura areas of the four provinces of the
country defined as such by 1981 population census excluding FATA, military restricted areas, and
districts of Kohistan, Chitral, Maakand, and protected areas of NWFP. The population of the
excluded areas congtitutes about 4 per cent of the total population. The village list published by the
populaion census organization in 1981 was taken as sampling frame for drawing the sample for
rural areas. For urban areas, sampling frame developed by the Federal Bureau of Statistics (FBS)
was used. Two stage stratified sample design was adopted for the 1998-99 PSES. Enumeration
blocks in urban domain and Mouzas/Dehsvillages in rural domain were taken as primary sampling
units (PSUs). Households within the sampled PSUs were taken as secondary sampling units
(SSUs). Within a PSU, a sample of 8 households from urban domain and 12 households from rura
domain was sdlected. Distribution of the 1998-99 PSES sample by province with rural/urban
breakdown is reported in the following table. The sampled households covered during the 1998-99
PSES numbered 3564 (2268 rural and 1296 urban) (for more detail, see Arif et al, 2001). The
PSES was representative at the national as well as for rural and urban areas of the country.
Households covered during the Round | of the PSES were revisited during the Round |1 carried
out in 2000-01. Table 1 shows that 80 percent of these households (or 2850 households) were
successfully interviewed; indicating the attrition rate as 20 percent.

Table1 Didtribution of households covered during Round | and Il of PSES with their urban/rural
and provincia breakdown.

Province Rural Urban Totd
Punjab 117.3(88.9) 508 (80.4) 1681 (86.1)
Sndh 332 (72.8) 284 (72.5) 616 (72.6)
NWFP 217 (67.0) 136 (73.9) 353 (69.5)
Balochistan 117 (69.6) 83 (94.3) 200(78.1)

% Two rounds of the PSES were completed with the financial assistance from the International Development
Research Centre (IDRC), Canada through the Micro Impact of Macro Adjustment Policies Project, based at
PIDE, Idamabad.



| Pakistan | 1839(8L.1) | 1011 (78.0) | 2850 (80.0) |

Note:  In parentheses are the interviewed househol ds as the percentage of households included
during Round I.

The question is why the these 20 percent households could not be interviewed. There are
severd reasons. First, 80 households located in 8 PSUs of Mianwali and Layya digtricts in Punjab
could not be traced, even with the assistance of the locdl office of FBS, which carried out Round |
of PSES. Second, some households simply refused to be part of the panel; and it happens in al
longitudinal surveys (Fitzgerad et d., 1998; Hill and Willis, 2001). Third, households that moved
out of the sampled PSUs between the 1998-99 and 2000-01 period were not interviewed because
of heavy cost involved in tracing these households. Fourth, the September 11 event made the
fiedldwork very difficult in some parts of NWFP and Bdochistan, two provinces of the country
situated on Afghan border. In these two provinces, the attrition rates were quite high (Table 1).

To make the PSES Round |1 data representative at the national as well as for rura and
urban areas of the country, more than 1000 households were included in the sample by using the
FBS sampling frame. The totd sample for Round I of the PSES turned out to be 4021 households
(2577 rural and 1444 urban). However, to see the movement of individuals in different labour
markets dtates, this study has concentrated on households that were covered in both rounds of
PSES. Thus the new sample of more than 1000 households included in Round Il was excluded
from the analysis. In accordance with the dficial working age, population aged 10 years and
above at the time of Round | was included in the analysis. Individuals who reached at age 10 in
Round Il were also excluded from the analysis because their employment status round | was
unknown. Girls who moved out of the original panel households due to marriage, persons who set
up new separate households outside the sampled PSUs and deceased were not made part of the
analysis. Out of total 12971 individuals aged 10 years and above interviewed in Round | of the
PSES, 1056 individuas were excluded due to abovementioned methodological reasons.

2.2  Method of Analysis

This study has divided the sample (individuals aged 10 years and above) into three labour

market status. employed, unemployed, and not in the laour force. Some of these states are not



mutualy exclusive as it is possible that for an individua to be now working and simultaneoudy

looking for another job.

An individua who worked for pay, profit or family gain during the month preceding the
survey a least for one hour was defined as employed. Unpaid family helpers were also
considered as employed. A person who was not working at the time of survey and was available
for work was defined as unemployed. All individuas who were neither employed nor unemployed
a the time of survey were given the status of ‘not in the labour force'. These definitions were
applied in both rounds of the PSES.

The movement of persons between the three labour market states of employment,
unemployment and nonparticipation between the 1998-99 and 2000-01 period comprises labour
market flows. The analysis is carried out in two ways. Firstly, using the data from two rounds, a
matrix of labour market flows is developed to examine transition from one labour market state to
other state. Secondly, correlate of these transitions are examined by applying logistic regressions.
Three equations are estimated. The equation | examines the transition from being economically
active to being inactive while equations 1l and 111 examines the transition from employment to
unemployment and unemployment to employment respectively. Factors considered important in
determining these transitions include age, gender, education, marital status, and place of residence.
In some eguations work experience, fraining and occupation were also included as explanatory

variables.

Table 2 sets out data on some selected sample characteristics. Mean age that was
computed as 30.4 years from the Round | data increased to 32.4 years in the Round Il of PSES.
This is expeded because the gap between the two rounds was approximately two years. The
share of males in the sampled population was dightly higher than the share of females. The
proportion of currently married persons increased from 49 percent in 1998-99 to about 51 percent
in 2000-01. It is worth repeating that women who moved out of the sampled household due to
marriage are excluded from the analysis. The sampled households did not change their residence
as percentage of population living in urban areas remained unchanged, about 39 percent in two
rounds. There was only margina improvement in the literacy level. The level of educational

attainment aso improved margindly (Table 2).



Table 2: Sample characteristics (population aged 10 years and above)

Characteristics Round | (1998-99) Round |1 (200-01)
% Mde 52.9 53.0
Mean age (years) 30.4 32.4
% currently married 49.3 50.6
% living in urban areas 38.7 38.6
% literate 48.0 48.8
Education attainment
Primary 37.7 36.4
Lower secondary 19.7 19.2
Secondary (matric) 19.2 19.7
Higher (college university) | 16.4 17.7

Source: Computed from the PSES Round | and Round 11.

3 Labour Force Participation and Unemployment

Tow important stock measures of labour market condition, labour force participation (LFP)
and unemployment, computed from the Round | and Il of PSES are reported in Table 3. The LFP
rate for the total adult population increased from about 44 percent in 1998-99 to 50 percent in
2000-01. To make the results more comparable and consistent, LFP rates standardized by age are
also reported in column 3 of the table. This standardization was necessary because the sampled
population was about 2 years older in Round Il and the new entrants into the labour force were
not included in the calculation of LFP rates. The standardized rate in 2000-01 was counted as 48
percent, which was about 4 percent higher than the LFP rate in 1998-99.

Table 3 shows that increase in the LFP is largely due to rise in the female participation in
labour force, from 16 percent in Round | to 25 percent in Round I1. This large increase can partly
be attributed to better data collection techniques used in Round Il of PSES. In labour force
surveys as well as 1998-99 PSES only male enumerators were used to collect data on economic
activity of al household members including femaes. Male respondents are likely to underreport
the economic activity of female members of their households. In Round Il of PSES, femae
enumerators interviewed females. This resulted in reporting relaively high leve of femde

participation in the labour force. As expected, female participation is higher in rura areas than in



urban areas (Table 3). Women in rural areas are mainly engaged in activities relating to farming

and livestock. But even in urban areas, according to Round 1l PSES, female LFP rate was as high

as 19 percent. A comparison of the PSES rates with the rates based on labour force surveys

shows no rea difference in mae participation (Table 4). However, femae participation was

substantially higher in the former than in latter primarily, as noted above, because of better data

collection techniques used in Round I of PSES.

Table 3 Labour force participation and unemployment rates in two panel data sets by gender and
rural-urban areas.

Labour force participate rate Unemployment rate

Area/Gender

1998-99 2000-01 | 2000-01 1998-99 2000-01
(standardized)

Pakistan both sexes 43.7 50.3 48.0 6.1 115
Mde 68.8 72.2 68.4 4.9 7.1
Femde 15.6 25.9 25.3 12.0 25.1

Urban areas both 39.5 47.1 447 9.8 135

sexes
Mde 66.9 71.3 67.6 7.4 8.1
Femde 8.8 19.9 19.1 311 35.4

Rura areas both sexes  46.3 52.3 50.2 411 10.3
Mde 69.9 72.8 68.9 3.5 6.5
Femde 19.9 29.7 29.2 6.7 20.7

Source: Computed from PSES Round | and 11.

Tade 4 Labour force participation and unemployment rates as reported by more recent labour
force surveys by gender and rural urban areas

Areal/Gender Labour force participation rates Unemployment rates
1996-97 199798 | 1999-00 1996-97 | 1997-98 | 1999-00
Pakistan -both sexes 43.0 43.3 42.8 6.1 59 7.8
Made 70.0 70.5 70.4 42 40 6.1
Femde 13.6 13.9 13.7 16.8 15.0 17.3
Urban areas - both sexes | 38.9 37.7 38.1 - - -
Mde 66.5 65.2 65.0 51 5.8 75
Femde 8.4 7.4 8.8 25.2 28.6 29.3
Rural areas - both sexes | 45.1 46.4 45.1 - - -
Made 71.8 73.4 73.1 3.8 85 54
Femde 16.3 17.4 16.1 14.6 11.9 14.1

Source: Labour Force Surveys, 1996-97, 1997-98, 1999-2000.




Table 3 aso present data on unemployment rates computed from the two Rounds of PSES,
while rates based on recent labour force surveys are reported in Table 4. According to the 1999-
2000 labour force survey, the total unemployment rate was 7.8 percent. It was 6.2 percent for
male and 7.3 percent for female labour force. Between the 1997-98 and 1999-2000 period the
level of overdl unemployment increased from 5.9 percent to 7.8 percent (Table 4). This increase

of about 2-percentage point in open unemployment in three years seems to be substantial.

According to the PSES panel data sets, the level of unemployment jumped from 6.4 percent
in 1998-99 to 11.5 percent in 2000-01. Although the labour force surveys have aso shown an
increase in the unemployment between the 1997-98 and 1999-2000 period, the increase as shown
by the panel data sets is very high, amost doubled in just two years. It appears that macro-
economic factors have adversely affected the employment sSituation in the country. But, again the
large increase in the level of unemployment between the two rounds is due to sharp risein female
unemployment (Table 3). Whereas the 1999-2000 LFS shows the female unemployment rate as
17.3 percent, the corresponding rate was 25, according to the 2000-01 PSES. Despite these
differences in the two data sets, they are similar in the main message that open unemployment in
recent years has substantially increased. It is difficult to establish alink of increase in the level of
unemployment with the process of privatization and free-trade regime. The recent increase in the

leve of unemployment, however, does show diminishing employment opportunities in the country.

4 Magnitude of Flowsin Labour Market

The gross flows into and out of the three labour market states - employed, unemployed and
not in the labour force - are shown in Table 5. Data on these flows for rural and urban areas
controlling for gender are given in Appendix Tables 1 and 2. A general observation is that
trangition from unemployment to employment is quite dow. Only 41 percent of the unemployed
stock was able to obtain a job between the 1998-99 and 2000-01 period. One-third of them could
not get ajob even after two years; they remained in the state of unemployment. Sixty one percent
of these long-term unemployed were males. Ironically, more than a quarter of the unemployed
stock moved out of the labour force between the 1998-99 and 2000-01 period. More than haf of
this group consisted of femaes. Although this exit could be due to female marriage or other family
responsihilities, the element of discouragement cannot be ruled out for females as well as males.

One important aspect of the flow data presented in Table 5 is that approximately 3.7 percent of



the total employed stock (1998-99) changed their labour market status and became unemployed in
2000-01. Approximately six percent of individuas who were not in the labour force in 1998-99
aso joined the unemployment stock in 2000-01.

Table 5: Change in labour market states between the 1998-99 and 2000-01 period.
Labour market Labour market statesin 1998-99 All N
statesin 2000-01 (Male)
Employed | Unemployed | Not in labour
force
Employed 79.3 414 194 44.6 5309
(90.7) (84.1) (46.8) (79.5) (4220)
Unemployed 3.7 326 6.0 5.8 688
(79.0) (60.6) (29.0) (47.0) (323)
Not in labour force | 17.0 26.0 74.6 49.7 5918
(55.8) (48.2) (25.1) (29.7) (1758)
All 100 100 100 100 -
(84.2) (67.1) (29.4) (52.9)
N 4891 319 6705 11915 -
(Mde) (4119) (214) (1968) (6301)

Source: Computed from the PSES Round | and 11.
Note: In parenthesisis percentage of malesin each cell.

There is one conceptua problem in the magnitude of flows out of employment (column 1
Table 5). Asreported earlier, unpaid family helpers are part of the employed labour force. After a
gap of two years, there is possibility that they have reported themselves in a different category of
labour market state e.g. looking for work or out of the labour force. Since a substantial proportion
of the employed stock consists of unpaid family helpers, 28 percent (see Appendix Table 3), this
reporting can affect the movement pattern of employed persons into other states of labour market.
However, the exclusion of unpaid family helpers from column 1 of Table 5 did not change
substantially the movement pattern of the employed labour force; ill 3.5 percent of them made
trangition to unemployment (Appendix Table 4).

By combining the flow data presented in Table 5 it is possible to make a distinction between

the transitory and chronic unemployed. Chronic employed are those who remained unemployed in



both rounds of the PSES Transitory unemployed are those who made transition from being
employed in 1998-99 to being unemployed in 2000-01. Persons who were outside the labour force
in 1998-99 but reported themsdves as unemployed in 2000-01 can be called short-term
unemployed, as they are likdy to be new entrants into the labour force. Based on this
classification, it is estimated that more than half of the total current stock of unemployment
consisted of short-term unemployed. More than a quarter of this stock was in the category of
transitory unemployed while 15 percent were chronic unemployed (Table 6). Column 2 of Table 6
shows one more dimension of this classification. Femae dominated in the short-term category of
unemployment while four-fifth of transitory unemployed were males. Mgjority of he chronic

unemployed also consisted of males.

Table 6: Classification of the current stock of unemployed

Classfication % (distribution) % Mde
Short-term unemployed 58.6 29.0
Transitory unemployed 26.3 79.0
Chronic unemployed 15.1 60.6
All 100 47.0

Source: Computed from the 1998-99 & 2000-01 PSES.

5 Labour Market Transtions, Age, Gender and Education

Among others, age, gender and education are the factors considered important in
determining an individud’s labour market status. Before moving to a multivariate andysis, it seems
useful to examine the relationship of these factors with different labour market transitions.
Participation in the labour force is expected to decrease with age. The effect of education on
participation is ambiguous. On the one hand, those with higher qudifications may stay in the
workforce to older ages to recoup their investment in human capital. On the other hand, there
exists evidence of a strong positive relationship between education and income, so that those who

are more educated may be able to afford to retire earlier (Ryan and Williams, 1984).

Table 7 presents data on age and educational digtribution of individuals according to the
nature of transition made between the 1998-99 and 2000-01 period. First, take the case of workers
who moved from employment to unemployment (column 2 Table 7). More than 60 percent of this

group was below the age of 30 years in 1998-99 and they were predominantly maes. However, in

® However, the possibility of being employed for some time between these two period cannot be ruled out.
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the next age group (30-39 years), 50 percent were females. It appears that workers who lost their

jobs and joined the unemployed pool between 1998-99 and 2000-01 were primarily young males.

Although 40 percent of these workers were illiterate, a substantial proportion, 24 percent, had in

their accounts 10 or more years of education (Table 7, pand 2).

Table 7 Ageand educationa distribution of labour force by nature of transition made between

the 1998-99 and 2000-01 period.

Age groups/ No Transition Transition | Notransition | Transition Transition
Education transition: | from from :unemployed | from from
level employed employed to | employed intwo periods | unemployed | unemployed
in two unemployed | to out of toemployed | tonotin
periods |abour labour force
force
Age groups (years) in 1998-99
<20 114 232 213 17.3 311 253
(85.7) (73.8) (59.9) (77.8) (82,9 (66.7)
20—29 312 376 17.9 253 372 39.8
(921) (92.6) (53.7) (55.6) (95.9) (36.4)
30-39 201 121 131 9.6 129 9.6
(88.9) (50.0) (36.7) (60.0) (82.4) (75.0)
40-49 171 111 120 9.7 9.9 10.8
(904) (70.0) (32.0) (30.0) (64.3) (100
50-59 136 89 155 9.6 6.5 9.6
(534) (68.8) (50.4) (50.0) (50.0) (625
60 + 6.6 72 20.1 279 45 48
97.3 (100) (84.4) (67.0) (66.7) (5.0)
Education
Iliterate 46.9 40.3 74.3 54.0 326 50.0
(84.6) (64.8) (42.5) (48.2) (67.4) (273
Primary 16.9 210 7.7 16.0 174 136
(95.7) (75.7) (69.6) (75.0) (78.3) (55.6)
Middle 154 148 8.3 120 174 91
(983 (88.5) (78.3) (75.0) (95.7) (833
Matriculation | 10.7 125 6.8 100 91 76
(96.1) (100) (85.7) (70.0) (100) (40.0
Higher 10.9 114 29 80 235 19.7
9L7) (100) (85.7) (87.5) (96.8) (46.2)
All 100 100 100 100 100 100
(905 (79.0 (51.7) (61.0) (84.1) (409)

Source: Computed from the 1998-99 & 2000-01 PSES.
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Table 7 further shows that 36 percent of those who mack transition from being employed to
being out of the labour force were 50 or more years old in 1998-99. Interestingly, dightly less than
40 percent of those who made this transition were young, below 30 years. Labour market situation
is likely to have discouraged some of them and they moved outside the labour force. An
overwhelming majority of those who left the labour force in 30-49 age groups consisted of
femades. In addition to labour market conditions, family responsbilities are likey to have
contributed in this transition. In terms of education, 74 percent of persons who moved outside the
labour force were illiterate and 57 percent of them were females. Only a small proportion of the
qualified persons made a trangition from employment to out of the labour force. It shows that
those with higher qualifications are likely to stay in the workforce relatively longer to recoup their

investment in human capital.

Lagt two columns of Table 7 show age and educationa distribution of those who moved
from unemployment either to employment or out of the labour force. Take the case of moving
outside the labour force where 59 percent were femaes. Discouragement as well family
formation (for females) probably prevailed in this movement since it contained persons who were
young and educated. Education appears to have played the mgjor role in making transition from
unemployment to employment. A large proportion of those who made this movement had
matriculation or higher level of education. Among the chronic unemployed, who remained
unemployed between 1998-2000-01 period, 28 percent were in the highest age group (60 years
and above). However, 40 percent of these chronic unemployed were young, below 30 years of

age. Thisisthe group who deserves to be targeted for salf-employment.

6 Corrdatesof Labour Market Transitions

To determine the factors that can influence different labour market transitions, three
equations have been estimated. It has bee discussed earlier that 17 percent of the employed
sample and 26 percent of the unemployed sample left the labour force between the 1998-99 and
2000-01 period. Equation 1 deals with the transition from labour force to outside the labour force.
Dependent variable takes the value one if an individual moved out of the labour force and it takes
the value zero if an individua remained in labour force (employed or unemployed) in two rounds of
PSES. Six explanatory variables included in equation | are: age, age®, marital status, being head of
household, place of residence and education. Equation Il is about making transition from
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employment to unemployment, where dependent variable takes the vaue one if this transition took
place and zero otherwise (chronic poor). Age, age? marital status, being head of household, place
of residence, experience of previous work and the nature of previous occupation are entered in
equation Il as explanatory variables. Correlates of making transition from unemployment to
employment are examined in equation 111, where age, sex, marital status, education and training

areincluded as the explanatory variables.

6.1 Moving Outside of the Labour Force

Table 8 shows results of logistic regression effects of predictors on moving out of the
labour force. Results for male and female samples are reported separately. In the mae sample, al
explanatory variables turned out to be statistically significant. Age had a significantly negative
influence on making transition from labour force to outside the labour force. The positive sign of
age” indicates that participation in labour force is likely to decrease with age. It is reasonable to
expect that for males there will be large changes in the numbers participating when they reach the
age of 60, when digibility for the age service pension occurs. Marital status had a significant
negative influence on leaving the labour force, showing that currently married men are more likely
than unmarried or widowed to stay in the labour force to earn livelihood for their dependents.
Being head of the household is positively related with moving out of the labour force. These aged
heads are likely to have other earners particularly sons in their households. All four categories of
education, primary, middle, matriculation and high, had significantly negetive impact on moving
outside the labour force. It indicates the importance of human capitd for labour market
participation.

Table8 Logistic regression effects of predictors on moving out of the labour force between the
1998-99 and 200-201 period.

Variables Mde Femde
Age (computed years) -0.147*** -0.079***
Age” 0.002*** 0.001***
Marital status (currently married =1) -0.742+** 0.255
Being head of household (head=1) 1.261** -0477
Place of residence (urban=1) 0.184* 0.358*
Education (illiterate is omitted category)
Primary -1.143*** -0.867***
Midde -0.739** -0.304
Matriculation -0.415** -0.762*
Higher education -0.813*** -1.378***
-2 log likelihood 27223 1176
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[N | 4337 | 877

Source: Computed from the PSES Round | and |1

Workers living in urban areas are more likely than their rural counterparts to leave the
labour force. Urban workforce is likely to be retired when they reach the age of 60 while there is
no such obligation for rural workers engaged particularly in agriculture. Table 8 shows that results
of the female sample are similar to that of the mae sample with two exceptions. Firgt, maritd
status and being head of household did not turned to be satistically significant in the femae
sample. Second, the sign of these two variables are in the opposite direction of signs observed in
the male sample. It appears that the effects of demographic variables on female participation in

the labour force are different from their influence on male participation.

6.2 Making transition from employment to unemployment

Table 9 shows results of logistic regression effects of predictors on making transition from
employment to unemployment. Results for male and female samples are reported separately. In
the male sample, age, age2, education, work experience and occupation (only one category of
machine operators) turned out to be dtatisticaly significant. Age had a significantly negative
influence on making transition from employment to unemployment. But the significant and positive
dgn of age?® indicates that this transition & likely to occur as men get older. Being currently
married is negatively associated with men's movement from employment to unemployment.
Education below the college level dso had a positive impact on the probability of loosing the job. It

raises the isste of qudity as well as employability of school level education.

Table 9 Logidtic regression effects of predictors on making transition from employment to
unemployment between the 1998-99 and 2000-01 period.

Variables Mde Femde
Age (computed years) -0.000*** 0.178*
Age? 0.001*** -0.003**
Marital status (currently married =1) -0.409* -0.430
Place of residence (urban=1) -0.239 0.219
Education (illiterate is omitted category)
Primary 0.430* 1.410***
Midde 0.230 0.771
Matriculation 0.679** -0.6351
Higher education 0971 -0.6307
Work experience (years) -0.027** 0.011
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Occupation in previous job (elementary occupation omitted category)

Professional workers -0.426 1.863
Clerical workers -0.026 -3.053
Service workers -0.006 2.338*
Agricultural workers -0.321 1613
Craft workers -0.389 3.142%**
Machine operators 0.948* -6.989

-2 log likeihood 1181 263

N 4119 722

Source: Computed from the PSES Round | and 11

Work experience had a negative impact on loosing the job. Only one category of
occupation, machine operators that include drivers, had a postive relationship with making
trangition from being employed to being unemployed. It may largely be due to deterioration in
Pakistan's growth performance during the 1990s. The real GDP growth slowed down to an
average of 4.9 percent in the first half of this decade; it declined further to an average of 4
percent in the second half of the 1990s. The large-scale manufacturing sector contributed largely
to the deceleration process in the 1990s. It grew by an average annual rate of 8.2 percent in the
1980s, dowed down to an average of 4.7 percent in the first and further to 2.4 percent in the
second half of the 1990s (GOP, 2001).

Table 9 shows that results of the female sample are to some extent different from results of
the made sample. Age had a podtive relaionship with making transition from employment to
unemployment. Service and craft female workers were more likely than elementary workers to
move from being employed to being unemployed. There appears to be a complex interplay of

factors in throwing workers out of their jobs. It needs further research.

6.3 Making transition from unemployment to employment

The process by which an unemployed person obtains employment is the results of two
events: the offering of employment to the unemployed person, and the accepting of this offer. Two
different forces are thus a work: the probahility of receiving a job offer and the probability of
accepting a job offer. This sub-section examines the influence of age, gender, marital status,
education, training and place of residence on the probability of transition from unemployment to

employment. These factors were chosen as they provide some indication of labour market
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behaviour and have some application for policy formulation. Table 10 shows results of logigtic

regression effects of these predictors on making transition from unemployment to employment.*

Five varidbles, age, gender, marital status, education and training turned out to be
gatistically significant. The negative sign of age indicates that older persons are relatively less
likely to be absorbed in the labour market. Males are more likely than femaes to leave the
unemployed pool. Being currently married is positively associated with making transition from
being unemployed to being employed. Only college and higher level of education had a positive
influence on being employed. Training aso had a positive and datisticaly significant impact on
making trangition from being unemployed to being employed. Varigbles related to human capita of
individuals such as age, education and training appear to have greater influence on the probability

of making transition from unemployment to employment.

Table 10 Logistic regression efects of predictors on making transition from unemployment to
employment between the 1998-99 and 2000-01 period.

Variables b SE
Age (computed years) -0.048*** 0.011
Sex (mae=1) 0.954*** 0.355
Marital status (currently married =1) 0.781** 0.395
Place of residence (urban=1) 0.206 0.300
Education (illiterate is omitted category)
Primary 0.032 0.429
Midde 0.256 0.462
Matric -0.267 0.518
Higher 1.018** 0.486
Training (got sometraining =1) 0.677* 0.376
-2 log likdlihood 270
N 236

Source: Computed from the PSES Round | and |1

7 Conclusons
Research on employment situation in Pakistan has largely been based on cross-section data
generated through the labour force surveys. However, longitudinal data is preferred because t

enables one to view the labour force decision of an individua in a life cycle context. This paper

*1f data on duration of different unemployment spells are available, then hazard function model is
considered better than logistic regressions. In the subsequent analysis, unemployment duration will be used
in hazard function model.
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has used two rounds of the PSES to determine movement of individuals into and out of labour
force, employment and unemployment. Round | was carried out in 1998-99 while its second round
was completed in 2000-01 after a gap of two years. The study divided the sample (individuas
aged 10 years and above) into three labour market status: employed, unemployed, and not in the
labour force. The LFP rate for the tota adult population increased from about 44 percent in 1998-
99 to 48 percent (age standardized) in 2000-01. This increase in the LFP is largely due to rise in
the femae participation in labour force, attributed partly to better data collection techniques used
in Round Il of PSES. According to the PSES pand data sets, the level of unemployment jumped
from 6.4 percent in 1998-99 to 11.5 percent in 2000-01.

Data on the gross flows into and out of the three labour market states - employed,
unemployed and not in the labour force — show that transition from unemployment to employment
is quite dow. Less than half of the unemployed stock was able to obtain a job between the 1998-
99 and 2000-01 period, and more than a quarter of this stock moved out of the labour force. Based
on the flow data, the study has estimated that more than half of the total current stock of
unemployment consisted of short-term unemployed. More than a quarter of this stock was in the
category of transitory unemployed while 15 percent were chronic unemployed. More than 60
percent of those who moved from employment to unemployment were below the age of 30 years
in 199899 and they were predominantly males. Although 40 percent of these workers were
illiterate, a substantia proportion, 24 percent, had in their accounts 10 or more years of education.
A considerable proportion of those who left the labour force consisted of aged persons. Only a
small proportion of the qualified persons made a transition from employment to out of the labour
force. Education appears to have played the mgjor role in making transition from unemployment to

employment.

To examine the influence of socio-demographic factors on different labour market
trangitions, three equations were aso estimated. For the male sample, age and marital status had
significantly negative influence on making transition from labour force to outside the labour force.
Being head of the household was positively related with moving out of the labour force. Education
had significantly negative impact on moving outside the labour force. Results of the female sample
are similar to that of the male sample. For making transition from employment to unemployment,

age and marital status had significantly negative influence on this trangition. But education below
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the college level dso had a podtive impact on loosing the job. Work experience had a negative
impact on loosing the job. Variables related to human capital of individuds such as age, education
and training appear to have greater influence on the probability of making trandtion from

unemployment to employment.

It appears from the present analysis that labour absorptive capacity of the economy has
declined over time. The most formidable challenge confronting the policy makers is to create
conditions conducive for generating employment opportunities in the country. Government policies
could be made more meaningful by improving the information flow about the job opportunities.
Education and training play key role in finding employment. Quality of education needs to be
improved and training opportunities may also be provided. Chronic unemployed may particularly be
targeted for adjustment them in domestic labour market.
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Appendix Table 1

Change in labour market states between the 1998-99 and 2000-01
period by gender.

Labour market states | Labour market states in 1998-99 All
in 2000-01

Employed Unemployed Not in labour force
Males
Employed 85.3 51.9 30.3 67.0
Unemployed 35 294 5.9 5.1
Not in labour force 11.3 18.7 63.7 27.9
All 100 100 100 100
Employed 475 20.0 14.8 194
Females
Unemployed 4.9 39.0 6.0 6.5
Not in labour force 475 41.0 79.2 74.1
All 100 100 100 100

Source: Computed from the PSES Round | and I1.

Appendix Table 2: Change in labour market states between the 1998-99 and 2000-01
period by gender and rural-urban areas

Labour market Labour market statesin 1998-99

states in 2000-01 Employed Unemployed Not in labour force
Urban | Rural Urban Rural Urban | Rural

Both Sexes

Employed 83.0 7.7 419 41.0 15.7 220

Unemployed 3.8 3.7 26.3 41.0 6.6 5.6

Not in labour force | 13.2 18.7 318 18.0 7.7 724

All 100 100 100 100 100 100

Males

Employed 85.8 85.2 55.0 48.4 29.1 31.3

Unemployed 3.5 3.5 25.8 34.4 7.0 53

Not in labour force | 10.7 113 19.2 17.2 64.0 63.5

All 100 100 100 100 100 100

Females

Employed 511 46.9 153 26.1 10.3 151

Unemployed 6.9 4.5 27.1 54.3 6.5 5.7

Not in labour force | 42.0 48.6 57.6 19.6 83.3 76.2

All 100 100 100 100 100 100

Source: Computed from the 1998-99 and 2000-01 PSES.
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Appendix Table 3: Employment status of the employed labour force in Round 1, 1998-99

Employment status Both sexes Mde Females
Employees 41.6 444 26.2
Employers 0.8 09 0.4

SHf -employed 30.1 34.0 9.0
Unpaid family helpers | 27.5 20.7 64.4

All 100 100 100

Source: Computed from the 1998-99 PSES.

Appendix Table 4: Change in labour market state of the employed sample excluding unpaid

family helpers

Labour market state 2000-01 | Employed in 1998-99 % Mde
Employed 83.2 95.2
Unemployed 3.5 86.3
Not in labour force 134 72.6
All 100 91.8

Source: Computed from the 1998-99 & 2000-01 PSES.
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