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Abstract 
Globalization is one of the main contemporary issues. No country can 
survive in isolation. Globalization has both benefits and costs and the 
effects depend on the host country’s socioeconomic and political 
factors. Present study investigates the impact of globalization on 
employment in Pakistan. Globalization is represented by proxy 
variables such as trade openness, inflow of foreign direct investment 
and workers remittances. In addition to these proxy variables 
globalization index is also used. Empirical analysis is done by using 
time series data for the period of 1973-2009 by employing Johansen 
co-integration technique and ECM for short run analysis. Results show 
that foreign direct investment, workers remittances and economic 
dimension of globalization are creating employment opportunities not 
only in short run but also in long run in Pakistan, while trade openness 
and social and political dimension of globalization negatively affects 
the employment due to some external and internal imbalances in the 
country.  
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I.  Introduction  
 Globalization is often referred to economic globalization, which is an integration 
of national economies into the international economy through trade, foreign direct 
investment, capital flows, migration, and the spread of technology. In literally sense, 
globalization is the process of transformation of local or regional phenomenon into global 
ones. This process is a combination of economic, technological, socio-cultural and 
political forces. It shows that globalization is not only confined to economic integration 
of countries; but it has various other aspects which affect the world in several different 
ways. 
 
 Less developed countries of the world have been integrated with the global 
economy in the beginning of the 1980’s.The reason behind this rapid integration of 
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developing countries is their need to balance the external accounts which disturbs due to 
supply shock of 1970’s(oil shock) and declining demand for their exports because of 
recession in OECD countries. Many of these countries sought external assistance from 
the World Bank and IMF, which were provided by formulating structural adjustment 
programs and placing policy conditionalities in these programs. 
 
 Pakistan is one of those developing countries which underwent such process. 
Pakistan liberalized its economy in late 1980’s when country faced current account 
deficit as a result of declining demand for its exports due to the recession in industrialized 
countries. Denationalization of industry, liberalization of trade i.e. expansion of exports 
and removal of import barriers, deregulation of institutions and delinking of rupee from 
US dollar are the main reforms. Besides these reforms, privatization, foreign exchange 
regime, opening up capital markets for foreign investors and exchange rate regimes are 
also taken to liberalize the economy. Pakistan’s experience of liberalization under 
structural adjustment programs (SAP) did not give the expected results. 
 
 According to Anwar (2002) Pakistan has liberalized its economy too much in the 
era of liberalization and tariff reduction is more than WTO bound tariff rates which 
results in tremendous decline of revenues and decrease in government expenditures on 
social welfare for poor. Government implemented strict fiscal and monetary policy which 
shrinks aggregate demand and discourage private investment which also affects the 
employment situation in Pakistan. 
 
 Employment remains the main issue for economists and politicians all over the 
world. Policy makers always tried to explore and find out ways to generate employment 
opportunities for the growing population. Pakistan is the 10th largest country in the world 
according to the size of the labor force. According to government of Pakistan’s estimates, 
total labor force was 41.83 million in 2001-02, 45.5 million in 2003-04, 50.05 million in 
2006-07 and is 53.72 million in 2009-10. Labor force is growing every year but the 
opportunities for employment are declining. Pakistan has not sufficient resources to 
adequately absorb the increasing labor force in productive activities. Although 
government of Pakistan has implemented number of policies to generate new 
employment opportunities but these are not enough. Most of the studies discuss the 
liberalization of Pakistan under SAP and its effects on the economy of Pakistan, other 
studies only consider the economic dimension of globalization and examine its affects on 
the economy as a whole and on growth and employment in particular and ignore the other 
aspects of globalization. The present study is different from previous studies in this 
respect; it not only examines the economic aspects of globalization but also considers 
other aspects of globalization. 
 
 The rest of the paper is organized as follows. Section II presents a review of 
literature. In section III discussion on variables and econometric model is made and 
empirical analysis is presented in section IV. Conclusion and policy recommendations are 
offered in section V. 
 
II. Literature Review 
 There is a large body of literature on globalization and its impact on employment. 
Some significant studies are reviewed in this paper. Khan (1991) explored the possibility 
of creating employment in the export sector using time series data covering the period of 
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1972-1988.The results of the study provide a support of an export oriented trade policy in 
Pakistan as there is a strong association between export performance and GDP growth. 
The focus should be on manufacturing exports because foreign income elasticity was 
found considerably higher for manufactured exports than primary exports. Khan (1998) 
over viewed the experience of trade liberalization in Pakistan. The paper summarized the 
measures undertaken in Pakistan for trade liberalization. The paper suggested that 
Pakistan should move further to trade liberalization to increase the exports of Pakistan.  
 
 Dev (2000) tried to explore the impact of liberalization on employment in South 
Asia. After liberalization all major South Asian countries showed higher growth rates 
except Pakistan. Accordingly, the effects of liberalization on employment were somehow 
complicated i.e. shifting of workers from formal to informal sector due to structural 
change as a result of liberalization. Siddique et al. (2003) examined the relationship 
between trade openness and economic growth in the context of Pakistan's economy. 
Using time series data for the period of 1960-2001 on real exports, real imports and real 
GDP he concluded that there was a long-run relationship between openness and 
economic growth. The impact of globalization on economic growth was examined by 
Afzal (2007). He used time series data from 1960-2006 on real GDP and openness and 
also found long-run relationship between openness and economic growth. Qayyum 
(2006) investigated the joint impact of trade liberalization and financial development on 
real GDP growth in Pakistan over the period of 1961-2005 using the development index 
as a proxy for govt. financial policy to asses its impact on real GDP. The study utilized 
the bound testing approach of co integration advanced by Pasaran et al. (2001). Empirical 
results revealed the presence of a long-run relationship between real GDP, trade 
liberalization, financial development and real interest rate. Moreover, financial 
development showed higher impact on economic growth than trade liberalization in the 
long-run. 
 
 Ahmad and Azhar (2004) analyzed the effects of trade policy regime on the 
contribution of FDI to economic growth using time series data over a period of 1970-
2001. The study found that the growth impact of FDI tends to be greater under an export 
promotion trade regime compared to an import-substitution. The findings suggested that 
Pakistan’s capacity to progress on economic development will depend on her 
performance in attracting FDI. Pakistan’s outward looking development strategy should 
include FDI as an essential part in addition to export promotion strategy. Using a panel 
data approach for the years 1970-71 to 1995-96 for 24 selected industries in Pakistan, 
Yasmin and Khan (2005), attempted to find an empirical relation between trade 
liberalization and labor elasticities for the manufacturing sectors in Pakistan. The results 
depicted that trade liberalization has positively contributed towards employment 
generation by increasing labor elasticities in the manufacturing sector of Pakistan with 
time. Rizvi and Nishat (2007) undertook an empirical study on creation of employment 
opportunities by FDI during 1985-2008 in Pakistan, India and China. The Seemingly 
Unrelated Regression (SUR) method was applied for estimation of the impact of FDI 
inflows on employment levels in Pakistan, India and China. The results showed no direct 
impact of FDI upon the employment creation in the three countries, emphasizing other 
measures to be taken for economic growth. 
 
 Khan and Latif (2009) studied that how much South Asia has gained after 
implementation of the WTO. Four South Asian countries Bangladesh, India, Pakistan and  
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Sri Lanka has been included in the study. The analysis covered the data for the period 
1985-2006, i.e. eleven years before and eleven years after the WTO data had been taken 
from the World Bank. The South Asian countries had mixed results. For some nations, 
the WTO had affected the trade slightly positively, but for some others it had negatively 
affected the nation. As a whole we can say that the WTO has not increased the 
international trade of the region, as it was expected. 
 
 Fatima (2010) explored Pakistan's long-run terms of trade patterns and the impact 
of deterioration of terms of trade on the income and consumption potentials in Pakistan 
using time series data from 1990-2008. The relationship was estimated using TOT effect 
with respect to GDP and the index was used to determine it's impact on economic 
growth. Results showed that worsening of TOT has negative impact on economic growth 
of Pakistan, as it ultimately reduces its GDP. 
 
III. Data and Methodology 
 The major objective of the study is to analyze the impact of globalization on 
employment in Pakistan. Time series data for the period of 1973-2009 is used for the 
analysis. In order to evaluate the effects of globalization on employment the present study 
not only used the usual proxies of globalization i.e. inflow of foreign direct investment 
(FDI), trade liberalization (openness) and workers remittances, three dimensions of 
globalization index is also employed because globalization is multifaceted phenomenon. 
The above mentioned proxies only capture the economic dimension of globalization and 
no doubt economic globalization is of more concern. 
 
 The KOF (Swiss Economic Institute) index of globalization was used in the 
analysis. The index was introduced in 2002 (Dreher, 2006) and is updated and describe in 
detail in Dreher, Gaston and Martens (2008).  All variables are in logarithmic form. The 
data of all variables except globalization index are taken from Economic Survey, 
Government of Pakistan, (various issues). Globalization index is taken from the 
http://globalization.kof.ethz.ch.  
 
a) Methodological Issues 
 Econometric time series data are often found to be non-stationary, containing a 
unit root. Ordinary least square estimates are inefficient if all the variables included in the 
model are non- stationary at level or if the order of integration of all the variables are not 
I (0). An examination of Stationarity of the series is pre-requisite for any Econometric 
work. The affect of globalization on employment in Pakistan is examined in the 
following ways: First of all it is examined whether a time series has a unit root. Then long 
run relationship among the variables is found by applying the Johansen’s multiple co-
integration tests. Once the variables are found to be co-integrated, meaning that long-run 
equilibrium holds between them, they may still be in disequilibrium in the short run. 
Therefore, we have estimated an error correction model (ECM) to determine the short run 
dynamics of the system. 
 
b) Model Specification 
 The present study is based on the following models: 
ln emlft  = α0 + α1 ln fdit + α2 ln opent + α3 ln wremt + α4 ln litrt ……….(1) 
ln emlft = α0 + α1 ln sindt + α2 ln  eindt + α3 ln   pindt  ………………………………..(2) 
Where, 
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EMLF = Employed labor force 
FDI = Foreign Direct Investment 
OPEN = Trade Openness (Exports + Imports/GDP) 
WREM = Workers Remittances 
LITR = Literacy Rate 
EIND = Economic Globalization 
SIND = Social Globalization 
PIND = Political Globalization 
 
IV. Empirical Results and Discussion 
A. Unit Root ADF Test for Stationarity 
 First of all, the stationarity of data is checked. The individual series are tested for 
their order of integration by Augmented Dickey-Fuller (ADF) test. ADF test confirms 
that the order of integration of the individual series is 1 or same for all series. The ADF 
test is performed on level as well as on first difference at 1 lag for all series. The results 
of ADF test are presented in Table 1.  
 
Table 1  Augmented Dickey Fuller Test 

Variables Order of 
Integration 

Critical 
Value (1%) 

Critical 
Value (5%) 

Test 
Statistic Lags 

EMLF Level -3.628 -2.947 0.618 1 
1st difference -3.635 -2.950 -4.432 1 

OPEN Level -3.628 -2.947 -2.770 1 
1st difference -3.635 -2.950 -4.356 1 

FDI Level -3.629 -2.947 -1.019 1 
1st difference -3.635 -2.950 -3.315 1 

WREM Level -3.629 -2.947 -1.382 1 
1st difference -3.635 -2.950 -3.400 1 

LITR Level -3.629 -2.947 -1.632 1 
1st difference -3.635 -2.950 -4.411 1 

SIND Level -3.629 -2.947 -0.168 1 
1st difference -3.635 -2.950 -3.997 1 

EIND Level -3.629 -2.947 0.794 1 
1st difference -3.635 -2.950 -6.355 1 

PIND Level -3.629 -2.947 -0.678 1 
1st difference -3.035 -2.950 -3.071 1 

 
B. Johansen Co-integration Test  
 To determine the impact of globalization on employment of Pakistan, Johansen 
Co-integration approach is used. In the First step, selected appropriate lag length for Co-
integration test on the basis of Akaike and Schwarz information criterion by using VAR 
(Vector Auto Regressive) test is selected. The appropriate selected lag length is 2. Then 
as a second step, the number of co integrating vectors by applying the likelihood ratio test 
that is based on the Eigen values of the stochastic matrix of the Johansen (1991) 
procedure are investigated. The results from the Johansen co integrated test are presented 
in Table 2. 
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C. Model 1: Globalization and Employment 
 The likelihood ratio (LR) test (in table 2) indicates one co-integrating vector at 1% 
level of significance. The null hypothesis of Zero co-integrated vector is rejected against 
the alternative of one co integrating vector. 
 
Table2 Co – integration Results 
Eigen 
value 

Likelihood 
Ratio 

5 Percent
Critical Value 

1 Percent
Critical Value 

Hypothesized 
No. of CE(s) 

 0.732079  83.84680  68.52  76.07       None ** 
 0.489933  39.06668  47.21  54.46    At most 1 
 0.247421  16.17741  29.68  35.65    At most 2 
 0.113275  6.512918  15.41  20.04    At most 3 
 0.068851  2.425412   3.76   6.65    At most 4 
 
Long run Analysis 
 The results of long run effects of globalization on employment are given in the 
table 3. Table contains four columns. The estimates of the coefficients are given in 
Column 2, while Standard errors and t – ratios are interpreted in Column 3 and 4 
respectively. Literacy rate is the new variable in the equation along with proxy variables 
of globalization. Literacy rate is used as a control variable. It is used as a proxy of 
education. 
 
Table 3 Long run Results 

Variables Coefficients Standard Errors t-Statistic 
LFDI 0.161 0.033 4.817 
LOPEN -0.284 0.085 -3.351 
LWREM 0.110 0.015 7.140 
LITR -0.627 0.227 -2.755 
CONSTANT 2.830 ---- ---- 

 
 The coefficient of literacy rate is negative which shows that as literacy rate rises 
employment falls in the country; this strange result is due to our measure of literacy rate 
in Pakistan every person who can read and write his or her name is considered as literate. 
But in reality the employment situation improves in the country if the quantity and 
quality of education improves. The present method of measuring literacy rate is not 
appropriate one. In addition, we know that Pakistan is the 10th largest country in the 
world according to the size of the labor force and 6th largest country according to youth 
population but a very small percentage is able to make contribution in national economy 
by applying their training and skill. Lack of technical education and shortage of skilled 
labor force is the cause of unemployment in Pakistan. Long run results shows that foreign 
direct investment and workers remittances have positive and significant effect on 
employment. Foreign Direct Investment provides sufficient financial resources to fill the 
saving and foreign exchange gaps. Foreign investors not only provide the financial 
resources but also the technological diffusion takes place as a result of inflow of FDI in 
less developed countries. Transmission of ideas and new technologies, imports of high 
technology products, adoption of foreign technology are the important tools for the 
international diffusion of technology. Workers remittances is the third proxy variable of 
globalization in the equation. The result of the equation shows that 1 percent increase in 



Shahnawaz Malik, Imran Sharif Chaudhry, Hafiza Iffat Javed      221 

workers remittances increases employment by 11 percent. Thus workers remittances have 
significant impact on employment in Pakistan. Workers remittances have supply and 
demand side effects on the economy of Pakistan. Trade openness has negative impact on 
the employment of Pakistan. This can be explained as follows; By reducing tariff and 
import barriers, importable commodities becomes cheaper in the domestic market which 
harms the domestic industry by reducing the demand of their commodities and thus has 
negative impact on the employment. Prebisch, Singer and Myrdal believed that 
international trade benefited developed nations at the expense of developing nations. This 
argument can be supported by trade protectionism of developed countries against 
developing countries exports in the form of non-tariff barriers (administrative, technical 
and other regulations). Second effect of lowering tariff rates is substantial reduction in 
governments’ revenues as tariffs, import duties and other trade restrictions are main 
source of revenue generation in developing countries. (Anwar, 2002) argues in his study 
that the extent of liberalization has been more than the WTO commitment, as the tariff 
rates reduced more than the bound tariff under WTO. Thus country faces the considerable 
loss of revenue. This tremendous decline in revenues decreases the government 
expenditure on social services and hence employment opportunities. 
 
Error Correction Approach  
 Results of the short run model are given in Table 4 below. Short run results show 
that previous year’s employment, foreign direct investment of last year, trade openness 
and workers remittances of last year, and literacy rate of previous years have negative 
impact on the employment but the results are statistically insignificant except literacy rate 
of two years back that is statistically significant. Foreign direct investment of two years 
back, trade openness and workers remittances of two years back have positive affects on 
employment in Pakistan. The coefficient of speed of adjustment is -0.171, negative and 
shows the convergence of model towards equilibrium in the long run with the speed of 17 
percentage points. 
 
Table 4  Error Correction Model 

Variables Coefficients Standard errors t-Statistic 
Speed of adjustment -0.170731 0.12402 -1.37664 
Constant 0.051094 0.01748 2.92243 
D(LEMLF(-1)) -0.273623 0.19108 -1.43200 
D(LEMLF(-2) -0.191633 0.19627 -0.97640 
D(LFDI(-1)) -0.007302 0.01507 -0.48467 
D(LFDI(-2)) 0.001453 0.00859 0.16925 
D(LOPEN(-1)) -0.035095 0.05569 -0.63014 
D(LOPEN(-2)) 0.068444 0.06183 1.10689 
D(LWREM(-1) -0.002909 0.02176 -0.13369 
D(LWREM(-2)) 0.040987 0.02095 1.95632 
D(LLITR(-1)) -0.047079 0.24714 -0.19050 
D(LLITR(-2)) -0.530668 0.23886 2.22165 
R-squared 0.435318 F-statistic 1.541816 
Adj. R-squared 0.152977 Prob (F – Stats) 0.0000 

 
 
D. Model 2: Globalization index and Employment 
 The likelihood ratio (LR) test indicates four co-integrating vectors at 5% level of 
significance (in table 5). The null hypothesis of Zero co-integrated vector is rejected 
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against the alternative of one co integrating vector. Same as null hypothesis of At most 1, 
At most 2, At most 3 co-integrated vectors are also rejected against the alternative 
hypothesis. Consequently we can conclude that there are four co integrating vectors 
specified in the model. 
 
Table 5 Co – integration Results 
Eigen value Likelihood 

Ratio 
5 Percent
Critical Value 

1 Percent
Critical Value 

Hypothesized 
No. of CE(s) 

0.512098 60.57525 47.21 54.46 None ** 
0.434801 36.17550 29.68 35.65 At most 1 ** 
0.269249 16.77587 15.41 20.04 At most 2 * 
0.164501 6.110687 3.76 6.65 At most 3 * 
 
Long run Analysis 
 The results of long run effects of globalization on employment are given in the 
table 6. We have tried to examine the separate effects of sub-indices of globalization i.e. 
economic, social and political on employment in Pakistan. 
 
Table 6 Long run Results 

Variables Coefficient Standard error t- Statistic 
LEIND 1.366692 0.10991 12.4349 
LPIND -0.366502 0.08593 -4.26511 
LSIND -0.080812 0.04554 -1.77463 
Constant 0.655545 ---- --- 

 
 Only economic dimension of globalization has positive impact on employment. 
Results show that economic globalization index has positive effects and statistically 
significant. This dimension of globalization includes the inflow of foreign direct 
investment, trade and trade restrictions. Theory and empirical work reveals that the 
inflow of foreign direct investment and trade liberalization always has positive impacts 
on the economy. Results show that social and political dimension of globalization have 
negative effect on employment in Pakistan. In the construction of social dimension of 
globalization index some variables may be responsible for this negative effect of social 
index on employment. Transfers (inflow and outflow of goods, services and financial 
resources), international tourism and foreign population (percent of total population) 
lived in Pakistan, all these variables are affected badly due to poor law and order 
situation, and insurgency in Baluchistan and Khayber-Pakhtun-Khwa and in some other 
regions of the country. Political globalization is characterized by diffusion of government 
policies. This may be harmful for economic growth. Pakistan is involved in ‘WAR ON 
TERROR’ for the last ten years, which influences the political, social and economic 
environment of the country. The last three years were the worst period of Pakistan 
history. Perhaps no other country of the world, except America, has been as deeply 
affected by the war on terror as Pakistan. Law and order situation goes worse. The 
problem of internally displaced persons arrives. Pakistan has started its military operation 
in the Northern areas bearing heavy cost. In addition, Pakistan is playing heavy economic 
cost for the war on terror. This adverse situation generated by the war has discouraged the 
foreign investors and impeded the domestic economic activity. Pakistan has been taking 
substantial financial inflows from outside world, but this temporary assistance is not the 
substitute of genuine investment which boosts up the economy. The anti-terrorism 
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campaign has also led to massive unemployment in the affected regions. The above 
discussed situation may be responsible for the negative sign of political dimension of 
globalization. 
 
Error Correction Approach  
Results of the short run model are given in Table 7 below.  
 
Table 7  Error Correction Model 

Variables Coefficients Standard error t-Statistic 
Speed of adjustment -0.276195 0.08742 -3.15934 
Constant 0.051960 0.00745 6.97364 
D(LEMLF(-1)) -0.279014 0.13257 -2.10468 
D(LEMLF(-2)) -0.279014 0.15940 -2.69712 
D(LEIND(-1)) -0.429923 0.09316 -1.61287 
D(LEIND(-2)) -0.150258 0.08123 -1.10944 
D(LPIND(-1)) -0.090115 0.07949 0.21842 
D(LPIND(-2)) -0.209282 0.07757 -2.69811 
D(LSIND(-1)) 0.177130 0.05495 3.22320 
D(LSIND(-2)) -0.128590 0.05138 -2.50257 
R-squared 0.635159 F-statistic 4.642457 
Adj. R-squared 0.498344 Prob( F – Stats) 0.0000 

 
 Result shows that only social globalization of last year has positive affect on 
employment and statistically significant. Speed of adjustment has also negative sign, 
coefficient shows that 28 ‘percentage points’ adjustment will be taken place each year 
towards long run equilibrium in case of any disturbance occurs in the short run. 
 
V.  Conclusion and Policy Recommendations 
 The present study explores the contribution of globalization in generating the 
employment opportunities in Pakistan. It analyzes the impact of trade openness foreign 
direct investment, workers remittances coupled with some relevant control variables on 
employment using time-series data and econometric techniques. 
 
 The empirical evidence suggests that trade openness and social and political 
dimensions of globalization have not any impact on the employment generation in 
Pakistan. Nevertheless the proxy variables of globalization (foreign direct investment and 
workers remittances) are statistically highly significant and more responsive to generate 
employment opportunities in Pakistan. Literacy rate also has negative impact on 
employment. The impact of globalization varies from country to country and from region 
to region depending on the level of social, economic and political developments as well 
as macroeconomic policies. Less developed countries have gained as well as suffered 
from globalization (Afzal, 2007). LDC’s suffered from globalization if they entered the 
global market or integrated global economy without preparing them i.e. poor human and 
physical capital and inefficient financial market along with unstable macroeconomic 
condition. 
 Based on the empirical results, the study suggests that Government of Pakistan 
should encourage the foreign investment by creating healthy atmosphere and providing 
incentives to the foreigner investors. Moreover, Ministry of overseas employment should 
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make arrangement for creating jobs for our skilled and trained workers in the foreign 
labor markets in order to raise workers remittances. 
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