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ABSTRACT

The employment challenges are getting more complex and worse be-
cause youth under the age of 30 constitute 64 percent of the total pop-
ulation. The gradual increase in labor force participation is adding more
pressure to the labor market to generate employment opportunities.
Hence, the growth in employment generation is essential to match the
unprecedented number of young people entering working age in Paki-
stan. Moreover, the structural transition process involving labor move-
ment from low-to-high productive activities has been much slower in
Pakistan than in other Asian countries like China. This study identifies all
major concerns regarding employment challenges in Pakistan and
identifies various strategies and policies while adopting a diagnostic
approach to employment policy. The reason for adopting the diagnostic
approach/framework is to develop an understanding of the factors
which are responsible for the slow growth of employment in formal sec-
tors and significant constraints for generating more employment. It at-
tempts to assess various elements that may find a place in developing
strategies and policies. While designing effective policies for employ-
ment, policymakers must consider all aspects like population, de-
mographics, types of unemployment, economic condition, social struc-
ture, and development stage of a country. Meanwhile, the role of entre-
preneurial activities and the private sector, technological changes, de-
velopment of labor-intensive industries and SMEs, improving skills and
knowledge, youth employment programs, active labor market policies
(ALMPs), and macroeconomic policies are core elements that should be
considered to design effectual policies for employment generation.
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INTRODUCTION

Impressive growth has been recorded; on average, the economy has grown at an an-
nual rate of 5 percent during the last few years whereas; in terms of per-capita, the
growth rate was 2.5 percent annually. Sectoral growth trends also highlight that indus-
try has been the most dynamic sector. However; the problem of employment particu-
larly, informal segments of the economy, despite growth performance has become a
major concern for policymakers (Husain, 2018). Employment generation is a combina-
tion of multiple factors which require a comprehensive approach and effective strate-
gies. A high level of employment is the essential element of reducing inequality and
poverty alleviation in both developed and developing countries. It raises incomes,
boosts aggregate demands and production, and encounters deflationary pressures in
the economy. Moreover; sufficient but good-quality employment is needed to achieve
the 2030 Agenda of Sustainable Development (United Nations Conference on Trade
and Development, 2018).

Developing countries particularly Pakistan needs to create not only sufficient em-
ployment but also improve the quality of jobs. Because; the major feature of the labour
market structure is a large number of informal and low productive jobs. However; em-
ployment and labour market policies are often under-developed in many developing
and emerging economies; therefore; working people are exposed to the unpredictabil-
ity of competitive and risky environments (Scarpetta & Pierre, 2015). Even the creation
of productive and quality jobs also requires the capacity to integrate into the growth
process. Thus, training, skills and education can be critical factors and an essential part
of employment strategy (Islam & Majeres, 2001).

The capacity to generate employment opportunities depends upon available re-
sources, the level of technology and institutional strategies and policies of the country.
Moreover; human resources, skills and technical competency also determine the level
of employment that contributes to sustained growth. Furthermore; generating employ-
ment is a serious challenge but creating productive employment is also a severe issue
in developing countries like Pakistan. The rising population with increasing working age
is estimated to increase from 4 million to 5 million by 2035. Therefore; there is a need
to generate about 1.3 million more jobs annually. Moreover; additional employment op-
portunities are needed to generate incoming years to accommodate the working-age
population (Government of Pakistan, 2021).

It has been argued that a strategy of adopting labor-intensive technologies in the
production process is necessary for employment-intensive growth. The labor-intensive

technology is an important source of increasing employment outcome of growth;
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however; employment intensity of economic growth can be enhanced through pro-
moting sectoral growth that, by nature, is more labor-intensive. Increasing the growth
of these sectors would also contribute to the growth of employment even if industries
do not adopt labor-intensive technologies (Auer & Islam, 2006). Moreover; there are
many sectors where a labor-based approach and choice of technology can be effec-
tive without compromising on quality and efficiency, particularly in countries where la-
bours are surplus with low wages (Islam & Majeres, 2001).

The agriculture sector used to be an important source of employment however; its
share is gradually declining. The agriculture share in total employment was 41.1 percent
in 2001-02 however; it reached 37.4 percent in 2017-18 (Government of Pakistan, 2019b).
It indicates that the agriculture industry has a limited capacity to absorb extra labor
force inthe future. To produce new employment chances, itis necessary to concentrate
on other areas with strong employment elasticity. As the proportion of agriculture de-
clines over time, there is a need to seek out opportunities in alternative industries and
professions (Chcnudhcnry & Hamid, 1998; Zulfigar & Chaudhary, 2008). Moreover; those
sectors which require high skills have a higher proportion of formal employment as
compared to informal employment which demands semi-skilled or unskilled labor
(srinivasan, 2013). In order to generate employment opportunities for large growing
working people, policies are required on both economics and labor markets fronts.

On the economic front, sectoral and macroeconomic policies are required, such as
those pertaining to small and medium-sized businesses, which have a great potential
to produce employment possibilities. On the labor market side, there are other aspects
to examine, such as the influence of labor market institutions that impede employment
creation. In addition, active labor market policies could have a favorable effect on the
labor market and employment outcomes by facilitating training and job placement.
Additionally, structural measures that support innovation and corporate development
can stimulate job creation. For enterprises to generate new employment possibilities,
they require access to skilled workers, a business network, startup capital, and physical
space. Government policies can reinforce and contribute to the realization of economic
potential and corporate expansion, so stimulating employment further (Organisation
for Economic Co-operation and Development, 2014).

In addition, employment generation can include a variety of policies ranging from
direct short- or long-term employment to opportunities provided by state and non-
state actors, such as establishing small and medium-sized industrial units, enhancing
the quality of labor through training, and promoting investment in sectors with high
employment elasticity (Ellis et al, 2010; Hallward-Driemeier, 2013; Holmes et al., 2013).
The employment outlook for Pakistan is very challenging because the traditional
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sectors can no longer absorb substantial additional labors. However; the large and
growing informal sectors could be an important source of employment generation
(Chaudhry & Habib, 1995). Because generating jobs at a large scale is difficult to im-
plement where complementary interventions are required such as institutional devel-
opment, provision of services and infrastructure development. Therefore, employment
generation is approached on the project basis considering small-scale employment
for vulnerable groups.

Pakistan has been facing jobless growth whereas; the increasing working-age
population and slow employment growth informal sectors are the main concerns with
regard to the employment situation. The main aim of this study is to provide employ-
ment generation strategies considering several aspects that will help address the se-
rious issue of unemployment in Pakistan. The specific objectives are to highlight em-
ployment trends and challenges of employment generation in Pakistan, to identify the
best possible strategies for generating more employment opportunities in Pakistan,
and to provide policy implications for concerned authorities, academicians and poli-
cymakers to address the serious issue of unemployment considering the findings of
the study.

LITERATURE REVIEW

Unemployment and job creation could be explained by demand and supply
(Shipps & Howard, 2013; Baah-Boateng, 2015). Hence, unemployment is the condition
where labor supply exceeds its demand which means the wages are high. It is difficult
to push down the wages due to which unemployment persists in the long run. It is also
possible that vacancy rate and unemployment both exist due to the non-availability
of skilled labor which is also the case in developing countries (King, 2009). Two main
macroeconomic problems such as inflation and unemployment have a most distress-
ing impact on the economy which may cause crime, poverty, social disunity and polit-
ical instability. The evidence proves that education, skill, training and access to health
services have a positive impact on employment and development (Kooros, 2008).
According to classical theory, unemployment is dependent on real wages and oc-
curs when real wages are fixed beyond the level of equilibrium due to rigidities caused
by minimum wage legislation and union bargaining of effective pay. Keynesian theory,
on the other hand, emphasizes wage rigidity, which is a primary cause of involuntary
unemployment. It demonstrates that a free-market capitalism economy would never
achieve full employment owing to wage rigidity (Mouhammed, 2012). Different employ-

ment creation theories have a significant role in determining factors to reduce
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unemployment (Carlsson et al, 2006). According to the Keynesian view of the labor
market, sticky wages are those that are set above the market-clearing level. It results
in an excess supply of labor on the market and labor demand-driven fluctuations in
employment over the medium term. An increase in the labor supply will increase em-
ployment only if wages decline and the demand for work rises. In addition, the de-
mand-oriented perspective has been challenged over the past two decades by
search-matching theory, which examines unemployment in terms of labor market fic-
tions. In this scenario, the typical search-matching approach does not explicitly ac-
count for demand. However, supply produces its own demand; if the supply of labor
increases, employers will hire more new employees. Therefore, it is easier to find and
form more matches. Alternatively, the Keynesian perspective has also affected the ef-
ficiency wage and bargaining theories of unemployment (Parker, 2012).

Employment opportunities are created by the private as well as government sec-
tors within enabling environment (Assaad et al,, 2020). Moreover; government policies
should be focused on three mainstream strategies: provision of fundamentals such as
macroeconomic stability, development of human capital and the rule of law; formula-
tion and implementation of appropriate labor laws; and setting national priorities of
economic development. Moreover, private sectors internationally play a significant role
in employment generation by creating more jobs (Maluleke et al., 2021).

Inconsistent labor laws and national employment policies have failed to generate
jobs. Moreover; other factors such as urbanization, population, globalization, techno-
logical advancement, macroeconomic instability and demographics are major em-
ployment challenges for developing countries (World Bank, 2012). It was understood
that rapid growth in the economy was the only solution to create jobs that would au-
tomatically lead to an increased standard of living, quality of life and social cohesion.
However, it has been proved that the change in the economy, standard of living and
social cohesion changes at different rates. Therefore, it cannot be said that economic
growth would necessarily lead to reduce poverty level. Hence, strategies and policies
are needed for economic development in order to ensure inclusive growth and reduce
poverty (World Bank, 2012). Most renowned Okun's Law (1962) explains the relationship
between economic growth and employment growth, proving that increasing GDP by 1
percent will decrease unemployment by 0.3 percent. Recent studies have proved that
if labor regulations are not elastic, then the economy will experience jobless growth.
Moreover; the growth elasticity of employment theory also explains the parentage
change in employment due to percentage change in GDP (Fuhrmann, 2012; World Bank,
2012).
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Generation of employment opportunities leads to development which improves
incomes, the standard of living, productivity and social solidity. Moreover; education
and skill have also a direct impact on employment opportunities and income.
Knowledge and skills help entrepreneurship development because; the mismatch be-
tween jobs and required skills is a global issue. Youth unemployment has also in-
creased due to poor quality, low earnings and temporary in nature (World Bank, 2012).
The developing countries are affected by structural unemployment in many sectors
due to the excess supply of labor. The problem is that structural unemployment is more
permanent in nature which persists long-run, hence it requires long-term employment
strategies to resolve and reduce the unemployment gap (Calvin & Coetzee, 2009). Af-
ter adjustment to a high level of unemployment, strategies are also required to turn the
employment situation. Moreover; the impact of global integration and technological
changes also have a huge negative impact on unskilled or semi-skilled labors, which
are the main characteristics of the labor force in developing countries. Hence, the gov-
ernment's role cannot be ignored to adjust these changes and stabilize the economy
from this major macro-economic issue of unemployment by monitoring the demand
and supply of labor force. The government must monitor the labor supply and demand
and respond swiftly to shocks before high unemployment rates are established. A high
unemployment rate necessitates a welfare state, but such a state is unsustainable over
time (BeiRinger & Méller, 2000).

Macroeconomic policy refers to government and other policymakers’ activities to
improve economic performance and well-being. It starts with setting policy goals such
as long-term economic growth and development, stable pricing, and full employment.
Macroeconomic and sectoral strategies that promote inclusive and sustainable eco-
nomic growth while focusing on creating decent and productive jobs are an essential
component of the ILO Centenary Declaration for the Future of Work and one of the key
topics within the 2030 Sustainable Development Agenda (Pinto Moreira, 2019). Goal 8
of the United Nations Sustainable Development Agenda states, "Promote sustained, in-
clusive, and sustainable economic growth, full and productive employment, and de-
cent work for everyone." The current COVID-19 crisis, as well as the incomplete and de-
layed labor market recoveries of previous crises, has piqued policymakers’ and social
partners’ interest in how to integrate employment and decent work into recovery and
development goals, particularly through macroeconomic and sectoral policies. One
strategy to create jobs is to increase the number of labor-intensive industries in the

economy. Another option is to increase the labor intensity in certain industries. Ranking
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sectors according to their employment creation potential helps with setting priorities
for achieving an employment target (Becker et al,, 2021).

Major concerns of job number, quality, and accessibility should be addressed in
policy reform (Khorakian et al, 2021). Through employment creation, job quality, and
job access, the ILO recommends four pillars for promoting and attaining decent work.
The first pillar focuses on boosting the economy and employment, and includes de-
tailed recommendations for how to use all of the macroeconomic instruments availa-
ble to us. Fiscal and monetary policies must work together to help workers and busi-
nesses, particularly in the hardest-hit sectors, as well as the creation of quality employ-
ment as a precondition for a “jobs-led" recovery that benefits everybody. Studies have
also found that active labor market policies are frequently targeted at boosting training
and retraining alternatives, as well as facilitating employment. Not all ALMPs, however,
have been demonstrated to be efficacious. Youth entrepreneurship programmers that
combine training with cash and market access tend to be successful. Similarly, it has
been shown that when the private sector participates in skill development through on-
the-job training, apprenticeships, or skills councils, it is helpful. However, the evidence
indicates that the outcomes are mixed. Traditional ALMPs that focus on employability
and the supply side of the labour market are often ineffectual in hastening employment
recovery after a crisis (Hyggen & Vedeler, 2021; Svabova & Kramarova, 2021). Further-
more; these policies are more useful as a means of enhancing productive capacities
and addressing structural impediments to labour market efficiency and greater par-
ticipation of targeted populations, such as spatial mismatches or skills shortages, ra-
ther than as a means of encouraging economic diversification into new businesses. As
a result, they can be a beneficial complement to economic diversification and territo-
rial development initiatives (Goller et al,, 2021).

The role of the private sector and small and medium-sized enterprises (SMEs) in
urban and economic development contributes significantly to the national gross do-
mestic product and serves as the principal employer and job creator (Brixiové et al,
2020). In developing countries, the private sector employs more than 90 percent of the
labor force (formol and informcnl), provides essential goods and services, and contrib-
utes to tax income and capital flow efficiency. Maximizing the benefits of rapid urban-
ization while reducing the risks is gaining momentum. Private sector actors are viewed
as having a role in urban governance, determining whether cities expand in an inclu-
sive and sustainable manner, as well as poverty reduction and conflict causes such as
unemployment, exclusion, and instability. Unemployment is considered one of the se-
rious issues in Pakistan; although several pieces of research have been explored to find
out the reasons and negative outcomes of unemployment in Pakistan however; there
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is no such studies have been conducted which fill the gap of literature related to em-
ployment while providing the different strategies to increase employment opportuni-

ties in Pakistan.

Economic Growth and Employment Trend

GDP and Sectoral Growth

For sustained economic growth, macroeconomic stability is a fundamental require-
ment. The economy of Pakistan has experienced frequent boom and bust cycles in the
last few years. The structural issue is the main cause behind the failure to achieve sus-
tained and rapid growth, which requires effective policies to achieve growth targets.
The pandemic has led to a severe reduction in economic activities during the first quar-
ter of the fiscal year 2020. As a consequence, GDP growth declined by -0.47 in 2020. It
has been estimated that GDP growth was 5.37 which is higher than the targeted 2.1
percent and initial 3.94 percent in 2021 (Trading Economics, 2021; Shahzad, 2022).

Figure1l
Pakistan GDP annual growth rate, 2012-202]

2012 2013 2014 2015 2016 2017 2018 2019 2021
-0.47

Source: Trading Economics (2021); Shahzad (2022).

Figure 1 highlights the annual growth trend from 2010 to 2021 which shows variation
in growth rate. Although after 2009, the growth rate is gradually increasing however; it
has slightly declined in recent years. Even it was recorded as negative in 2020. Reducing
unemployment and achieving sustained growth are two main priorities of developing
countries. Increasing the workforce produce goods and services however; to influence
sustained growth, it is necessary to hire labor from private and public entities (Soylu et
al, 2018). Since the unemployment declined with high economic growth (Okun, 1962), a
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declining growth rate may harm employment level which is called jobless growth. Pa-
kistan is also experiencing jobless growth due to double dualism. The resources have
been transferred from agriculture to organized sectors or labor-intensive to a capital-
intensive sectors which have the low absorbing capacity of a large number of labor
force (Zaidi, 2018).

Table 1
Sectoral growth rate 2010-11 to 2020-21

2013- 2014~ 2016- 2020-
Sector 2010-11 2011-12 2012-13 2015-16 2017-18

14 15 17 21
a. agriculture 1.96 3.62 2.68 250 213 0.15 2.07 3.81 277
b.industrial sector 4.512.55 0.75 453 5.18 5.69 5.43 5.80 3.47
C. services sector 3.94 4.40 5.13 4.46 4.36 5.72 6.46 6.43 4.47

Source: Government of Pakistan (2021)

Overall economic growth consists of sectoral growth. Table 1 shows the sectoral
growth rate of three major sectors from 2010-11 to 2020-21. The contribution of each
sector to GDP has been changing over time. Initially, the agriculture sector was the ma-
jor sector which contributed a huge share of GDP and employment however; with the
passage of time, the share of agriculture declined. The recent facts show that the
growth rate of all sectors has declined due to pandemic conditions which adversely
affected the activities of all sectors resulting in increasing unemployment in the coun-
try (Government of Pakistan, 2021).

Employment Trends

The employment trend provides an assessment towards a strategy to a policy initiative.
The selected indicators have been taken from the Labour Force Survey (LFS) and Em-
ployment Trend (2018) that delineated the configuration of labour market condition

and employment situation in Pakistan in order to diagnose the ranges of desirable pol-

icy options.

Table 2

Rural and Urban Population Trends (1951-2021)
Year Population (Millions) Population (%)

Total Urban Rural Urban Rural

1951 33.8 6 27.7 17.7 82.1
1961 42.9 9.6 333 224 77.5
1981 84.2 23.8 60.4 28.2 7.7
1991 12.6 34.6 77.9 30.7 69.2
1995 124.4 295 94.9 23.7 76.2
2001 142.8 47.5 95.3 33.2 66.7

2005 156 53.9 102.1 345 65.4
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Year Population (Millions) Population (%)

201 177. 66.3 110.7 37.4 62.5
2015 191.7 75.1 116.5 39.2 60.7
2018 212.82 77.42 135.39 36.4 63.6
2020 215.25 94.15 121.10 43.73 56.26

Source: Government of Pakistan (2019a), Statistics Times (2022), United Nations (United Nations,

2021)

Notes: Provisional results of Census Year 2017

Table 2 explains the population trends in rural and urban regions. The urban pop-

ulation is showing an increasing trend with 43.73 percent of population in urban areas

and 56.26 in rural areas (Government of Pakistan, 2021). This indicates that movements

from rural to urban clusters are mostly driven by economic and employment reasons.

Moreover, it is also significant to bridge the gap between rural and urban populations,

which potentially creates new opportunities for rural households (Wiggins et al,, 2018).

Table 3

Unemployment and Labor Force Participation Rate

Labor force participation rate,

Years (modeled ILO estimates)  total (% of total population ages

Unemployment, total (% of

total labor force)

15+)
2001 50.80799866 0.720000029
2002 50.7179985 0.751999974
2003 5116699982 0.745999992
2004 51.63999939 0.714999974
2005 51.22600174 0.666000009
2006 50.78699875 0.582000017
2007 50.76699829 0.398000002
2008 50.74399948 0.423000008
2009 511969986 0.535000026
2010 51.56399918 0.652999997
201 51.57099915 0.796000004
2012 51.92499924 1.674999952
2013 52.28300095 2.953999996
2014 5216699982 1.827000022
2015 53.1629982 3.565999985
2016 53.16400146 3.440000057
2017 53.17499924 3180999994
2018 53.31299973 3.038000107
2019 51.59999847 3.542000055
2020 n.a. 4.302999973
2021 5272999954 4.352000237

Source: World Bank (World Bank, 2022d)
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Pakistan is ranked 9" in terms of labor force in the world. The data of labor partici-
pation (% of total population) shows an increasing trend to 53.3 percent in 2018, how-
ever; due pandemic, economic downturn and lockdown labor foe participation de-
clined at 50.25 percent in 2020. Furthermore; unemployment rate was 3.04 in 2018
which shows a slightly decline as compared to 3.18 percent in previous year. Rising la-
bor participation is a signal that indicates that growing pools of labors are seeking em-
ployment and there is need of job creation. On the other hand, the unemployment rate
was recorded at 4.7 percent in 2020, which shows an increase in the unemployment
level in the country. It can be more improved while creating more opportunities through

resolving employment challenges.

Table 4
Unemployment Trends during 1990-2020

Youth Unemploy-
Unemployment, total Unemployment, male Unemployment, fe-

ment (% of total la-

Pakistan (% of total labor (% of male labor male (% of female la-

bor force ages 15-

force) force) bor force)

24)
1990
1995 0.704 0.757 0.327 1123
2000 0.741 0.813 0.339 1172
2005 0.666 0.727 0.38 1.029
2010 0.653 0.656 0.639 1.31
2015 3.566 2.829 6.179 6.8
2020 4.45 4.21 5.309 8.53

Source: World Bank (2022d, 2022¢, 2022b, 2022¢)

Table 4 highlights unemployment situation in detail. According to World Bank sta-
tistics, the unemployment rate has also declined for males and females both however;
the gap between male and female unemployment has not shirked during the period.
Although; the unemployment rate of youth has shown same pattern with slightly de-
clining in rate however,; it should be noted that the unemployment rate is high for youth.
Moreover; the female youth unemployment rate is more than males which shows that
joblessness in females is standing much higher than in males. They are facing more
constraints and challenges to find jobs according to their skills. Concrete policies are
needed to work in this dimension not only to reduce the unemployment gap between

males and females by providing them equal opportunities.
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Table 5

Employment to Population Ratio

Years Both sexes Male Female
2001-02 46.5 776 13.6
2003-04 47 776 15.6
2005-06 497 79.6 19
2006-07 49.8 79.6 19.4
2007-08 49.9 791 19.9
2008-09 50.3 785 2]
2009-10 50.7 78.3 219
2010-1 504 78 222
2012-13 49.9 77 221
2013-14 50.1 77.3 228
2014-15 50.2 775 227
2017-18 48.9 772 20.9
2019-20 47.9 69.0 21.0

Source: Government of Pakistan (2020)

The employment-to-population ratio indicates the ratio of the civilian labor force

who are currently employed. It is a significant indicator which does not affect by sea-

sonal variation in the labor market. Therefore; it is considered to be more reliable, and

provides information about the magnitude of employment relative to population and

the ability of an economy to create jobs (Donovan, 2015). It also indicates the job shrink-

age or expansion while taking into account both labor force participation and unem-

ployment. In 2001-01, employment to population ratio was 46.5 however; it increased
has slightly declined to 50.4 in 2010-11 however; the ratio further declined to 47.9 in 2019-

20.
Table 6
Share of Sectors in total employment
Industry Agriculture Services
Both
Male Female Both sexes Male  Female  Both sexes Male Female
sexes
2001-02 21 22 14.8 411 37.2 64.5 38 40.8 20.7
2003-04 20.6 21.7 14.9 418 37 66.6 37.6 413 18.4
2005-06 212 227 15.1 41.6 35.6 67.7 371 41.8 17.3
2006-07 214 235 12.6 42 35 7.4 36.6 415 16
2007-08 20.6 227 12.2 42.8 35.2 73.8 36.6 422 13.9
2008-09 21 231 12.7 433 35.7 727 35.7 41.2 14.6
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Industry Agriculture Services
SBec::S Male Female Both sexes Male Female  Both sexes Male Female

2009-10 214 241 1.6 43.4 35.2 73.9 35.2 40.7 14.5
2010-11 21.8 24.6 1.5 435 34.9 74.2 347 40.5 14.2
2012-13 228 26.2 1.3 422 331 74.9 35 40.7 13.8
2013-14 229 25.8 13.1 422 33.2 72.9 349 4] 14

2014-15 232 25.7 14.6 4] 32 71.8 35.8 423 13.6
2017-18 24 26 16.6 37.4 29.6 66.1 38.6 44.4 17.3
2018-19 23.0 235 16.7 39.2 30.8 69.8 378 434 16.5

Source: Government of Pakistan (2019b)

Table 6 presents the share of major sectors in employment which shows that the
agriculture sector has the largest share however,; it is gradually declining. The share of
agriculture-related employment has declined from 41.1 percent in 2001-01 to 39.2 per-
cent by 2018-19 which shows an almost 4 percent point decline. On the other hand; the
manufacturing and service sectors are major contributors to providing employment to
a large number of people. Moreover; the service sector is the fastest-growing sector of
the economy relative to other sectors. This trend also provides the direction of policies
to generate employment in service sectors (A. Ahmed & Ahsan, 2011; Rahman, 2017).
The share of service and industry sectors has increased with 37.4 and 23 percent in
2018-19. The important feature of the service sector is to provide employments which
are diverse in nature, including unskilled, semi-skilled, and skilled. This trend shows that

the labor market is experiencing structural changes in Pakistan and its compositions.

Table 7
Share of Employment in formal and informal Sectors

Share of EMP in the informal economy Share of EMP informal Economy

Both sexes Male Female Both sexes Male Female
2001-02 63.8 64.1 60.8 35.2 35.9 39.2
2003-04 69.4 69.9 64.5 30.6 30.1 35.5
2005-06 72.3 722 731 27.7 27.8 26.9
2006-07 715 71.6 69.9 285 284 30.1
2007-08 724 724 7.7 27.6 276 283
2008-09 73 731 71.6 27 26.9 284
2009-10 72.9 73 72.7 271 27 27.3
2010-1 735 73.9 70.6 26.5 26.1 294

2012-13 73.3 73.6 70.9 26.7 264 291
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Share of EMP in the informal economy Share of EMP informal Economy
2013-14 733 73.4 725 26.7 26.6 275
2014-15 72.3 722 72.9 27.8 27.8 271
2017-18 7.4 71.5 70.7 28.6 28.5 293
2018-19 72.4 72,7 70.5 276 273 295

Source: Government of Pakistan (2019b)

The informal economy has been considered a subsidiary sector in terms of its role
in the economy. The informal sector plays a significant and controversial role. With the
passage of time; this sector has grown largely due to the weak capacity of formal sec-
tors to generate adequate employment and earnings due to high numbers of labor
and rural-urban migration. However; the informal workers are not regulated by labor
laws or protected by the government. The Share of employment in the informal sector
was 72.4 percent in 2018-19 whereas; the formal sector has not reported any consider-
able changes with respect to employment level with marginally declined from 28.2 to
27.6 from 2017-18 to 2018-19 (Government of Pakistan, 2019b).

After health difficulties and the crisis in Pakistan, the protection and development
of new jobs was the second greatest concern during a pandemic. The pandemic had
a negative impact on employment and labor productivity, which hindered the expan-
sion of a different industry. State Bank of Pakistan made a number of measures to
counteract the effects of COVID-19 in order to assist businesses in paying wages and
salaries to employees in an effort to prevent layoffs. Reviving the building industry was
one of the first actions the administration took to generate employment. During this
period, Pakistan saw a negative growth rate of -0.47 percent in 2020, which resulted in
the loss of jobs, a decline in income, and declining social indicators. According to a
Special Survey for Evaluating the Socio-Economic Impact of COVID-19 on People’s Well-
being done by the Pakistan Bureau of Statistics (PBS), lockdown affected half of the
working population. In addition, the working population was 55.75 million before COVID-
19, but decreased to 35.04 million due to a downturn in economic activity and the clo-
sure of firms, indicating that individuals lost their employment or were unable to work.
Along with fiscal stimulus and monetary measures in 2020, the opening of sectors em-
ploying daily workers was a smart effort that contributed to the recovery. Moreover, the
construction and manufacturing industries were the most vulnerable during this epi-
demic, while the service industry was badly impacted by the pandemic, resulting in
63% of the workforce departing. Additionally, the industry sector suffered from a reduc-
tion in demand, disruptions in the supply chain, and a loss of company confidence

(Government of Pakistan, 2021).
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According to the Pakistan Institute of Development Economics (PIDE), 31 percent of
youth in Pakistan are unemployed of which 51 percent are females whereas 16 percent
are males, withholding professional degrees. Furthermore; it has also been revealed
that a major working-age of the population is not part of labor force because they are
either disheartened or have other source of earnings to support them. The graduate
unemployed rate has been touched 16 percent in 2021 and the rate of unemployment
of educated person is three times higher than other unemployed groups. The PIDE re-
port also highlighted that 40 percent of educated women are unemployed country-
wide. This situation can be dangerous as unemployed youth may get into drug addic-
tion, theft, violence and many other social harms. then they can also be exploited by
terrorists, drug traffickers and smugglers who can engage and use them for illegal ac-
tivities. On the other hand, increasing graduate unemployment also shows the inabili-
ties of the leadership to effectively handle the major issues for the issue of unemploy-
ment (A. Chaudhry & Khan, 2020).

Research Method: A Diagnostic Approach

This study is based on a qualitative research method using secondary data sources.
The aim of conducting qualitative research is that it provides naturalistic investigation
that explores an in-depth understanding of research phenomena within their natural
setting (Palmer & Bolderston, 2006). Qualitative research gathers data and information
in non-numeric form. In order to collect data, official websites of government and non-
government research papers, articles and reports were used. In order to explore the
issue of unemployment and its possible strategies to overcome this issue, a diagnostic
approach was used. Diagnostic approaches helped to develop an understanding con-
cerning challenges and constraints of employment in Pakistan, particularly in the in-
formal sector. Based on such understanding, the study tries to find the answers in terms
of possible policy responses. The main aim of diagnostic analysis is to focus on those
areas which provide productive employment and decent work while considering poli-
cies and strategies. Moreover; neither one-size-fits-all strategy is mandatory nor a list
of policy reforms is required. The country needs to identify the challenges that are hin-
dering employment generation and formulate policies to encounter this. On the other
hand, content analysis was used to analyse the qualitative dataset. Content analysis
is generally used in order to determine the existence of particular words, themes and
concepts within some given qualitative dataset. It provides high reliability because it
follows a systematic process to simulate (Drisko & Maschi, 2016).

The diagnostic approach follows a framework of possible policy areas:
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a. Identifying challenges that should be considered before formulating employ-
ment policy

b. Economic policies that have a major role in generating employment

c. Labor -market policies related to employment outcomes of economic growth

d. Small and medium scale industries and informal sectors and their role in em-
ployment generation

e. Private sector response to the creation of jobs

f. Adoption of labor-intensive technologies and export-oriented sectors

g. Implementation of Active Labor Market Policies (ALMPs) in Pakistan

Employment Generation Challenges in Pakistan

It is necessary for policymakers to know overall employment trends, the sectoral share
of employment and elasticities of different sectors before formulating policies that may
significantly contribute to employment generation. All development plans have been
set with growth targets however; priority has not been given to generate employment
opportunities. Increasing labor force with high unemployment and low GDP growth are
lessening down employment trends in Pakistan (J. Ahmed & Samad, 2019). Pakistan
needs to create 1.3 million more additional employment opportunities on average year
as the working-age population is likely to increase by around four to five million by
2035. Employment generation is also necessary to provide more opportunities extraor-
dinary young population that are entering working age soon (United Nations Develop-
ment Programme, Pakistan, 2017).

It is also obvious that magnitude of the employment is also increasing and becom-
ing more complex to address with the passage of time. In the past; the agriculture sec-
tor was the main source of absorbing a large number of the labor force in developing
countries. However; the sizes of the agricultural farm are declining whereas; population
growth is increasing therefore; farms are now likely to be located on marginal lands.
Small land areas and mass poverty indicate that many cannot afford the earnings for
the significant growth of agricultural production. Hence, people are trying to seek em-
ployment outside agriculture that speed up urbanization (United Nations Conference
on Trade and Development, 2011). Moreover, the labor market is also struggling with
various challenges, including unemployment, poor working condition, pre-dominance
of the informal sector, poor skills and low literacy rate and a mismatch between supply
and demand for labors. The identified strategies and policies should be attempted on
the basis of diagnostic analysis in order to understand the magnitude and nature of
the challenges and opportunities of productive employment (International Labour Or-
ganization, 2020, 2022).
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It is essential to look into these challenges that an economy is facing and find the
reasons for the failure of previous efforts to reduce the unemployment level. The first
and foremost approach to mainstreaming employment in development strategies is
to consider reducing unemployment as the primary objective of macro-economic ob-
jective for stability. Moreover; there is a tradeoff between creating employment oppor-
tunities in high quality and offering jobs that do not meet quality requirements. Initially;
creating quality jobs and not creating enough jobs is an issue for labor-abundant
economy. Because; if more employment opportunities would not be generated that
can lead to unemployment of 43, million people by 2050 in Pakistan (United Nations
Development Programme, Pakistan, 2017).

Like other labor-abundant developing countries, Pakistan has few challenges that
hinder to generate employment in the economy. It can be seen from binding constrain
of Pakistan growth which are emerging and structural in nature. Emerging constrain
includes macro-economic instability and massive cut in electricity access that leads
to high country risk and making nuisance to industrial sector growth. Structural con-
strain includes market failure and low access to domestic finance that hamper invest-
ment, entrepreneurial activity, transition from low-productivity to high productivity jobs.
Moreover, ineffective taxation, large anti-export bias and business policies are also
major problems that failed to enhance job growth (Felipe et al, 2009; World Bank,
20220).

High economic growth is defined as the expansion of the productive potential of
the country, which is essential for the creation of jobs. However; growth should be fo-
cused to increase productive capacity of sectors that have the large potential to ab-
sorb labour at large scale. Furthermore; Pakistan has been experiencing jobless growth
which proves that economic growth did not significant generate productive employ-
ment (Altman, 2003; Zaidi, 2018). In addition; the industrial sector has not proven to be
the engine of economic growth and creation of productivity-oriented employment.
Moreover; various studies have also shown that fiscal and economic planning were not
focused toward generating employment. Even; providing more job opportunities have
used to be considered as secondary objective of economic planning in Pakistan (Haq
& Ghayur, 1993; Chaudhary & Hamid, 1998).

Moreover; it has been suggested that to promote employment, there should be fo-
cused on sectors of high elasticity of employment with sound policies. Moreover; it has
been found that employment elasticity for construction sector was highest whereas;
manufacturing sector had lowest elasticity of employment (Chaudhary & Hamid, 1999).
After 2000, mining sectors has the highest employment elasticity, followed by manu-
facturing and trade. These findings provide a policy direction to target those sectors
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having high elasticity to reduce unemployment. Considering the construction/hous-
ing sector as the main way of job opportunities and economic growth however; it has
less potential to generate employment as compared to manufacturing and trade (Sa-
mad& Ahmed, 2019). In developing countries; labours are considered as unskilled or
semi-skilled therefore; the substitutability of labour-intensive technology to capital-in-
tensive technology also hinders the generation of employment due to lack of skills and
knowledge.

Besides other factors; rising trend in population is not only a major factor of in-
creasing poverty but it is also worsening employment situation in Pakistan. Evidence
also proves a strong association between labour market activity and poverty level.
Generating employment is necessary to alleviate poverty though focusing labour mar-
ket however; there is a dire need of controlling population growth rate (Zulfigar
&Chaudary, 2008). The ability to absorb employment is shrinking informal sectors due
to a reduction in economic activity in main sectors. Therefore; formal sectors are una-
ble to absorb or generate more employment. However; informal sector is considered
as an important source of generating employment for less-educated and semi-skilled
labour force in Pakistan however; productivity of these sectors is very low and poverty
exist among those people who are engaged in informal activities (Guisinger& Irfan,
1980; Chaudhary & Hamid, 1999). The growth constrains of informal sector such as weak
infrastructure; lack of access to fiancé and raw material; skilled human resources and
inadequate business management are main hurdles that restrict activities of informal
sectors (Kemal &Mehmood, 1998).

Another challenging factor is education and access to education which is respon-
sible of unemployment in Pakistan (Qayyumé& Siddiqui, 2007). Furthermore; it is very
intricate to provide knowledge and skills to labour according to the requirement of the
market. Before formulating policies; it must be ensured to assess the required skills
among labours while evaluating current employment trend. Some demand and sup-
ply-side factors are also major challenges the creation of employment opportunities.
In terms of supply-side; mismatch between required skills, lack of access to finance,
and dearth of technical knowledge and training are restraining the expansion of op-
portunities. Moreover; insufficient private sector growth is also a major constrain result-

ing in muted growth of employment.



Unisia = 85

Applying Diagnostic Approach for Employment Generation

Macroeconomic Policies

To achieve high level employment is one of the most important sources of reducing
inequality and alleviating poverty in in both developed and developing economies, as
it increases income and wages, raises aggregate demand and counters deflationary
pressures. At the macro level, labour markets are linked with other markets therefore;
other's markets policies should have to be incorporated in a broader framework of
macroeconomics. Because; the outcomes of employment depend on the level of in-
vestment to enhance real productive capacity that will also raise demand expecta-
tions, availability and cost of finance and strong public institutions. However, those pol-
icies are used in a health environment and stable economy (Organisation for Economic
Co-operation and Development, 2012). Moreover; the institutional situation and labor
market policies for employment are different in developed emerging and least devel-
oping countries. However; the condition of macroeconomics is favorable in terms of
fixed capital formation, and full participation of all available resources in the produc-
tivity gain. Hence; these two factors are important for maintaining high level employ-
ment irrespective of the development stage of any economy. Thus, there is a need to
analyze employment with respect of output growth and strengthen the macroeco-
nomic policy framework to promote sustained growth. Few macroeconomic level pol-
icies have been discussed that provide insights to see the performance of macroeco-
nomic indicators and achieving a high level of employment. A review of macroeco-
nomic policies indicates the role of central bank and state through fiscal and monetary
incentives that encourage an excessive use of capital relative to labor (Bhattacharyya,
2012).

Monetary and Financial Policies. Monetary and financial policies have impacts on
the competitiveness of domestic industry as compared to foreign ones. There are var-
ious examples of effective experience where state or central bank have placed an im-
portant role in public policies in order to enhance sustained growth and structural
changes by lowering interest rate, capital control to support stabilize exchange rate
and direct intervention through lending for selected projects. A monetary policy always
focuses on creating a supportive condition for the investment of the private sector that
can be implemented by increasing private lending through the provision of credit
through public sectors and other institutions. Although, monetary policy is not enough
alone therefore; a proactive fiscal and industrial policies are essential for making struc-
tures that support to raise aggregate demand and domestic productivity growth

(United Nations Conference on Trade and Development, 2018).
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Public Spending. The need for employment generation explains the role of the State
as employer of last resort (Minsky, 2013). The government intervenes directly and con-
siderable indirectly on output and employment through public spending. Public spend-
ing has much stronger multiplier effects as compared to cutting tax. Hence; govern-
ment increases their expenditure to provide employment however; it also raises the
burden of internal and external debts. In the recent situation; to increase demand in
most of developing countries, fiscal sending has become the single and the most im-
portant ingredient in public policy from the perspective of employment creation
(Blanchflower, 2015). Furthermore; spending on social and physical infrastructure, par-
ticular public employment scheme can be effective, particularly in low-income coun-
tries where most of the labor force are engaged in informal and self-employed activi-
ties. Many countries like Argenting, Indig, Sierra Leone and South Africa have initiated
public sector employment scheme which is based on the idea of employer of last re-
sort. Pakistan has also lunched Kamyab Jawan Program which will facilitate almost one
million youth to generate self-employment (Government of Pakistan, 2019a).

Incomes Policy for Wage-Led Growth. The targets of monetary and fiscal policies
to generate employment growth can be strengthened by the additional use of an in-
come and wage policy which are taken on the basis of certain rules for determining
income in emerging and developing countries. A well-designed income policy has
huge potential to contribute in the growth of employment though the increase in do-
mestic demand. In addition; when unemployment rises and workers lose their jobs in
the formal sector and move to the informal sectors, the employers force the laid-off
workers to accept much lower wage however; this would be acceptable if the fall in
wages was the right measure to redress the labor market disequilibrium (United Na-
tions Conference on Trade and Development, 2018). However; this downward flexibility
of wages causes a reduction in demand that leads to further decline in wage without
stimulation employment creation. Therefore, income and wage policy has the capacity
to raise wages and increase demand in the economy that further generates employ-
ment (United Nations Conference on Trade and Development, 2018).

Managing the Exchange Rate and Capital Flows. Enhancing domestic demand to
create employment, and less depend on export-led growth have been the major policy
for developing countries. Developing countries need to earn foreign exchange to fi-
nance their imports, to pay external debts, and to acquire capital goods and advance
technologies, moreover; global competition among firms also bring innovation and in-
vestment in tradable sectors that ultimately increase demand for domestic labors.
However; export-oriented strategies have made growth and employed creation overly
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dependent on global growth. Therefore; the ability to gain market share globally while
reducing policy options regarding enhancing domestic demand was based on in-
creases in productivity-related growth of labor compensation. This systematic prob-
lem could be resolved through a multilateral framework for exchange rate manage-
ment while keeping real exchange rate stable. Under such system, nominal exchange
rate could be adjusted according to differentials in inflation rates or change in unit la-
bor cost, hence there would be less incentives for firms for engaging in global wage
competition. Moreover, the incentives for speculative capital flows would also be re-
duced, thus it will also alleviate pressures from capital markets in the exchange rate.
Therefore; monetary policy would be used for domestic objectives, particularly for
achieving a high and stable level of investment in fixed capital (United Nations Confer-
ence on Trade and Development, 2011).

The basic requirements for sustainable and inclusive growth and employment, fis-
cal policy should be used to raise demand and achieve full employment as a central
policy goal, whereas; monetary policy should be effectively used to finance public in-
vestment that may add to inclusive and sustainable outcomes. Moreover, a set of co-
herent macroeconomic labor market and trade policies are needed for job creation if
the economy is able to expand and to participate in the global value chain and in-
crease demand for labor (Thematic Think Piece, 2012). The findings have implications
for formulating strategies to encourage the use of capital, however; the use of labor
should be more focused as it is abundant factors of production in developing countries.
One possible way of correcting the bias in favor of capital-intensive production is to
provide an employment subsidy with conditional on realizing a targeted level of em-

ployment per unit of investment.

Labor Market Policies

Social and economic well-being is the prime objective of the government’s labor policy
that should be attained in a manner which are best suited for the resources and exist-
ing state of the economy. There is an immediate need to reinvigorate the labor market
through persistent efforts, increased productivity, investment promotion, and employ-
ment maximization. The labor market in Pakistan is considered to be underdeveloped.
Since Pakistan's inception, five labor policies have been announced in 1955, 1959, 1969,
1972, and 2002. These policies centered on the expansion of trade, unionism, worker
protection, labor rights, the resolution of industrial conflicts and the satisfaction of labor
complaints (Government of Pakistan, 2010). The last available national policy has been
announced in 2010. The main objective from 2010 reforms was to decentralization

power and give authority to province, including labor market legislation and industrial
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relation. This amendment also decentralizes the responsibilities of formulating policies
of labor-related matters and enforcement to the provinces (Ulandssekretariatet —
Danish Trade Union Development Agency, 2018). However; it is considered as deficient
by labor rights supports in some areas such as unionization of agricultural labors and

lack of policy guidelines to reduce the gender gap in the labor market.

Small and Medium Enterprises, Informal and Private Sectors
Small and Medium Enterprises. Raising unemployment in early 1990s, has raised many
question about employment n enter- stage of policy debate. The relation between firm
size and employment creation has been subject to debate by many policymakers.
Small and Medium-Sized Enterprises (SMEs) are one of the largest sectors and have a
significant role in determining national economy, employment, and social cohesion by
enhancing living standards. In the majority of nations, more than 90 percent of all busi-
nesses are comprised of small and medium-sized firms (SMEs), which employ approx-
imately 80 percent of non-agricultural workforce (Zafar & Mustafa, 2017). SMEs domi-
nate the entire economy in terms of employment and numerous job prospects, yet their
full potential remains unrealized (Schlogl, 2004; Omar et al,, 2009). SMEs are also con-
sidered labor-intensive which have a large capacity to absorb unskilled, semi-skilled,
young and women. Government agencies are directly involved in the promotion of ac-
tivities which promote micro and small enterprises on the basis of investment thresh-
old. Enterprises with an investment in machinery and plant below a certain level of in-
vestment are eligible to participate in the promotional activities. However; the SMEs
have not performed well in Pakistan due to multiple factors that hamper their perfor-
mance. Limited access to finance, organizational structure, inadequate utilities, costly
raw materials, government taxes, and no investment in technology and human re-
source development are major factors that restrict SMEs to achieve full potential. More-
over; SMEs are utilizing labor-intensive technique that provide more employment to
unskilled and rural labors (Ali, 2013). Despite high failure rate, SMEs are found highest
job creation rate however; being responsible for the bulk of employment creation, their
potential to reach the higher productivity level is very limited. Therefore; the policymak-
ers seek to create productive jobs in those SME sectors through providing them finance
and infrastructure rather them training (Grimm et al, 2012). An action program should
be under taken for effectiveness under policy and regulatory environment with com-
pliance to regulatory frameworks for improving the working conditions and protection
of workers.

Informal Sectors. Especially in rural areas, informal and hidden sectors of the econ-

omy have a greater capacity to offer employment than formal and organized ones.
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This industry has experienced rapid expansion over the past several decades, with a 35

percent proportion of the country's GDP, the largest among developing nations. It is of-










































