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1. INTRODUCTION

Pakigan has been following an agenda for macroeconomic reforms since 1987-88. These
reforms contained a broad range of macroeconomic Sabilization and Sructurd  adjusment
polides These macroeconomic reforms can be classfied into three broad categories (1)
trade liberalization indude raiondizetion of the taiff dructure import liberdisation,
exchange rate mecharism; (2) fiscal reforms incdude broadening the withholding taxes and
sdes tax nd, rdiondization of government expenditures incduding a reduction in subddies,
privatizetion of public assts (3) other macroeconomic reforms indude deregulaion of
invesments and foreign exchange, financid reforms, redructuring of public  utilities, etc.
These reforms dtogether have an adverse impact on the pace of economic growth and are a
cause of higher poverty and inequdity in the country [see Bengdi and Ahmed (2002), Kemd
(2003)]. This economic dowdown dso affects the labour market conditions and resulted in an
increase in unemployment rate, and a rise in nomind and a fdl in read wages There are
theoreticd arguments as wdl as empirical evidences that the dow GDP growth affects the
rae of return to education, which implies that labourer of different educationd background
and experience may affect differently by reforms (See for example Krueger and Lindahl,
2001).

Three cdear predictions emerge from cansdering the rdationship between macroeconomic
reforms, wages and the retuns to humen capitd in devedoping countries. Firg,
macroeconomic  reform may have a dgnificant impact on returns to human capitd in
countries, which have experienced long periods of indudrid protection, high subddies and
high development expenditure. Previoudy protected indudtries will experience fdling rents in
the face of internationa competition and absence of subdsdies. Hence macroeconomic
reforms may lead to a decline of the rdative wages of traded sector industries most affected
by international competition. Whether such effects will spill- over into the nontraded sector
depend on the fraction of workers affected by trade and their impact on loca labour markets.
Second, according to the traditiond Stolper-Samudson theorem, trade liberdization should
rase the price of developing countries aundant factor (less educated labour), thus reducing
the skilled wage premium and, by extenson, wage inequdity. Third, macroeconomic reforms
change the profitability of various economic activities, which dfect the invetment leve, and
ultimatdy affect return to human capitd. Macroeconomic reforms in developing countries
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may therefore produce gainers and losars across different indudrid sectors and educationa
groups.

Somewhat curioudy, and in contradiginction to the dandard theory, the extant empirica
evidence on the effects of macroeconomic reform indicates that the skilled wage premium
has increased rather than decessed in a number of countries following liberdization,
induding Mexico (Hanson and Harrison, 1999; Robertson, 2000), Chile (Beyer et al, 1999),
Morocco (Currie and Harrison, 1997). There are a number of possible explanaions for these
findings. Frs, macroeconomic reforms in developing countries may generate incressed
demand for more educated workers through a stimulus to capitd inflows, which may be
directly complementary with skilled labour®. Second, technology transfer entals high skills
0 that even if the trandfered technology were <kill-neutra, there would be a temporary
increesed demand for skilled labour while the new machinery and technology is being
indalled post-liberdization (Pissarides, 1997).

The impact of macroeconomic reforms on weges and the returns to human cepitd is
ultimatdy an empirica issue, and the case of Pekidan is paticulaly wel suited to this
purpose for a number of reasons. Fird, one of the main features of the Pakistan's labour
market is its wide wage and incame didribution. The main causd factors underpinning this
inequdity are the unegud digribution of educaion together with its high rates of return
(SDIP 2002-03). Second, meacroeconomic reforms initigted in 1987-88 have widespread and
substantia impact on the economy. Third, Pekistan benefits from the availability of a rdiable
sies of individuaHeve data

In this paper we edimate the returns to human cepitd in Pekisan by utilizing micro-data
from “ Labour Force Survey 1990-91 and 1999-2000. We dso investigate the impact on
wages and the returns to human cepitd of the macroeconomic reform that took place in
Pakigtan. The three principa questions that this paper addresses are therefore as follows:

a  Wha istheimpact of macroeconomic reforms on wages and the returns to human

capita in different sectors of the economy?

%Inflowing capital embodiesin-flowing technology, which is assumed to be skill-biased because the new
technology ismainly designed in the industridized world, which is kil intensive, and, a fortiori, becausethere
is evidence that new technology is skill-biased within theindustriaized world (Berman et al, 1998).
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b.  What aretheregiona implications of macroeconomic reforms on return to human
capital?

c. By caing aove andyss can weidentify the gainers and losers as aresult of
meacroeconomic reforms?

The remainder of the paper is organized as follows. Section 2 discusses previous estimates of
the returns to education in Pekistan and charts the progress of macroeconomic reforms over
the last decade. Section 3 discusses the data series and methodology. Section 4 presents
andlyses of these data. Findly, section 5 concludes.

2.1 Returnsto Human Capital

The invedigation of raies of return to education in Pekigan has received condderable
dtention due to the widdy acknowledged dose rdaionship between education and income.
Since Hague (1977) and Hamdani (1977) reported that educetion pogtively contributed in the
increase in income, many papers have emphasized the role of educetion in the explanaion of
the didribution of income in Pakigan. Standard Mincerian wage equations are used in amogt
dl dudies in Pakigan to edimates the returns to educaion and noted pogtive reation
between income and education. However, the estimated returns were lower as compared to
other devdoping countries epecidly in primay and seconday education  [see
Psacharopoul os (2002)].

The veay unequd digribution of education between different groups and regions is another
feature of the Pakistan's labour market. Greater inequdity in educationa attainment tends to
increese income inequdity, ceteris paribus For example, having different levels of education
by region, say, produces different returns to education among regions. Moreover, more
recently, some increese in schooling inequdity has been noted as a result of decline in public
soending on education, with a resulting negative impact on income inequdity (SDIP, 2002
03).

In the last two decades, there has been a Steady and noticegble incresse in average
educetiond atanment of the work force in Pakistan. One expected consequence of this
increese in schooling is a fdl in the average return to education. However, underlying this
fdl, the returns to education may vary across different education levels according to changes
in the didribution of education and with economic changes that affect the dSructure of labour
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demand. Haroon et al (2003) find decreesing returns to education since the 1991 for dl
educationd levels except for the college/universty-educated group, which experienced a
marked increese. Coupled with the increese in the supply of college/university-educated
workers over the period, the interpretation of this increased return is that there has been an
increase in the relaive demand for more highly educated workers. This coincides with the

period of macroeconomic reform.

2.2 Macroeconomic Reformsin Pakistan

Pakistan has adopted an agenda of macroeconomic reforms since 1987-88, which is bascdly
a st of dructurd adjusment policies. The Structurd Adjustment Programme required the
dashing of the budget deficit and the current account deficit as wel as a range of sectord
reforms. The liberdization of the financid sector in 1991, and the wholesde privatizaion of
dae owned indudrid enterprises in 1992, These charges suggest sgnificant dlocative
adjusments in the economy with potentidly large effects on the wage structure® in different
sector and provinces.

3. RETURNSTO HUMAN CAPITAL: Dataand M ethodol ogy
The computation of return to human capitd divided into two didinct seps (i) Estimation of

the Mincer Weage Equaion which is smply the regresson of the naurd log of wages on
education leve and experience (ii) the regression results are used to compute relaive wages

or return to humean capitd.

3.1 Data

The data sats used in the estimation of return to human capitd are drawn from the Labour
Force Survey (LFS) 1990-91 and 1999-2000, collected by the Federd Bureau of Staigtics
(FBS). The LFS data provides detailed socio-economic information about more than 111,000
individuds The informeation on labour market activities is provided for individuds of 10
years of age and aove. To adjust for seesond variations, the data collection is spread over dl
the years. The survey collects information on various activities of workers. The information
about age, literacy, education, and earningsis particularly important for this study.

3The detailed discussion of reformis beyond the purview of this paper and interested readers refer to Kema
(2003) for detailed analysis related to impact reform on poverty.
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A comparison of LFS with other data sources shows the superiority of LFS because of greater
internd and externd condgtencies [Zeeuw (1996)]. Since 1990s, the questionnaire of the LFS
has been revised more than ones and a number of other changes are made to improve the
qudity of data collection as wel as coverage of different sub-groups. The firg available
micro data set of the Labour Force Survey 1990-91 and the latest Labour Force Survey 1999-
2000 are used in the estimation of the return to human capitd.

The am of this sudy is to compute the return to human capitd a two didinct points to
capture the impact of macroeconomic reform; therefore, we redricted our sample to only
regular wage and sdlaried workers of 10 to 70 years of age, including both mde and femde®.
The mgority of these individuds are full-time employees who work more than 35 hours per
week. The daia on earnings include only cash payments, other benefits such as bonuses are
not indluded in these earnings.

Table - 1  provides TABLE-1
- SAMPLE SIZE OF SALARIED WORKERSIN LFS 199091 AND
summary deidics for the 1999-2000
employed labour  force Agriculture I Manufacturing I Services I Total
_ 1990-91
ued in the wege rae Punjab 5,864 2,364 7,283 15,516
regresson by  indudrid |Snch 2,782 1,224 4,049 8,055
, NWFP 2,154 463 3090 5,707
category, and by province Balochistan 1,317 134 1541 2,992
In 199091 the find sample [Total 12,117 4,185 15,968 32,270
p
. 1999-2000
of regular sdaried workers .
Punjab 5,529 2,144 6,726 14,399
comprised of 15516, |gnch 2,332 781 2,950 6,063
Y e I I A
individuds  in  Punjab, [rotal 10,790 3,420 13768 27,978
Sindh, NWFEP and Sour ce: Authors Estimates Based on LFS 1990-91 & 1999-2000

Baochisgan respectively.

In 19992000, &fter revison in the sampling methodology, as

compared to 1990-91, the totd sample Sze was reduced. As a result, in 1999-2000, the find
sample of regular sdaied workers reduced to 14,399, 6,063, 4,707 and 2,809 individuds in
Punjab, Sindh, NWFP and Baochistan respectively.

*Thereis convincing evidence available on gender differentials and generally separate samples of malesand
femaes are sdlected for analysis. However, in Pakistan, female participation rate is very low, which may create

aproblem with respect to degrees of freedom in case of separate sample estimation for males and females by

sector and by province.
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3.2 Methodology
Mincer (1974) demongrates that the reationship between a worker's years of schooling and

eaning islog-inear. Typicaly, this relationship, the earnings function, is written as:
Lnw=a +bS+e ... Q)

Where Inw is the naturd logarithm of earnings, S is years of schooling and e represents
random forces that affect wages. This rdaionship holds provided that: (1) the only cost of an
additiond year of schooling is foregone earnings and (2) the margind increese in earnings
due to additiond year of schooling is congant during the worker's lifetime. Under these
conditions, b is interpreted as the rate of return on schooling which, by definition, equds to
proportiona change in aworker’ s wages associated with one additiond year of schooling.

However, this crude measure will now be complemented with a more detailed investigation
by looking a returns to specific degrees Assuming that the degree gained is more important
than actud years spent a school, the linearity assumption implicit in the years of schooling
goecification is abandoned. Similaly, this eaning function is dso augmented by adding
number of years of work experience and its square to avoid any upward bias in the esimation
of return to education. In case of Pekigan, there is no informeation about actud work
experience or years of work interruption available in the Labour Force Surveys. Therefore,
we take age as a proxy for experience, rather than potentia experience (age minus years of
schooling minus Sx) in the regresson andyss Findly, ordinary leest squares method is
goplied to the following earnings function.

6
Inw=b,+d,(age) + d,(age)2+ Q b,D, +e......(3)
i=0

where D; is the dummy vaidble for educationd leve i indicaing completion of Primary,
Middle, Matric, Intermediate, Graduation ad Post Graduation, professond levels of
education of the employed labour force respectively. The congant term bo represents the log
earnings a educationd leve zero.
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4. RESULTSAND DISCUSSION

4.1 Basic Descriptive

We firg invedigate whether the episode of macroeconomic reforms that began around 1990
had a noticesble effect on average wages. Table 2 shows that across the period, the average
red annua wage was dmogs unchanged: it was Rs. 1,698 in 199091 and Rs. 1,746 in 1999
2000. However, the mean wage digguises movements in the wages of agriculture and nort

agriculture sectors. The average redl wagesis agriculture sector declinesfrom Rs. 1,277 in

199091 to Rs 1,010 in TABLE -2
19992000, Moreover, the REAL AVERAGE ANNUAL WAGESIN 1990-91 & 1999-2000
. o |Agricu|ture| Manufacturing | Services | Total
regiond  vaidions d
1990-91
emerge in the paten, [punjad 1,063 1,325 1,646 1,547
which indicates that Snch 1,367 1,995 1,963 1,926
NWFP 1,234 1,386 1,643 1,592
except NWFP red annud g ochistan 1549 152 1799 1765
wages in  agriculture |Overall 1277 1,608 1,757 1,698
sctor ae fdlen in Al 199_92000
Punjab 763 1634 1817 1,729
provinces.  In  contrest, [snch 1023 1,930 1878 1,831
average annual red wages |NWFP 1353 1504 1671 1647
Balochistan 1,385 1,882 1,792 1,759
in manufacturing  and [overall 1010 1718 1802 1,746
syvices sectors rose from | Sour ce: Authors Estimates Based on LFS 1990-91 & 1999-2000

Rs. 1,608 and Rs. 1757 in 199091 to Rs 1,718 and Rs 1,802 in 1999-2000 respectively. The
regiond variation dso gopeared in manufacturing and services sectors and except Sindh red
annua wages in manufacturing and services sectors are ether increases or sagnant. Sindh is
the only province that experiences the dedline in annud red wages in dl sectors of the
economy. The decreasglincrease in agriculture and nontagriculture sector wage differentiad
can eadly be linked with the macroeconomic reforms. For indance, remova of development
subsdy in agriculture and incresse in input prices of imported goods as a result of exchange
movement may be the main cause of decline in wages in agriculture sector. On the other
hand, wage increese in manufacturing and services sectors perhaps be linked to the
consequences of increased competition in traded sector following macroeconomic reform. As
can be seen, dmog dl of the increese in disperson is a result of increases in wages in the
non-agriculture sectors.

Of course, movements in average wages in different sectors can ocaur for a number of

reesons in addition to any impact of macroeconomic reforms. Perhaps the most pertinent
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during the period under invedigation are the dgnificant increese in the average levels of
education of the Pakigan's workforce. The change in education compostion of employed
labour force is depicted in Figure 1. It is evident that the increase in mean schooling years of
employed labour force is evident from FHgure 1 and is dominaied by a fdl in the proportion
of illiterates, and an increase, in paticular, in the proportion that completed secondary or
some college level education. There are dso ggnificant differences in the educationd
composition of employment by sector. Figure 1 reveds that the nonagriculture sector is
rdaivey <killed compared to the agriculture sector, employing a much grester share of more
educated workers.

Figure: CHANGESIN THE EDUCATIONAL COMPOS TION OF EMPLOYED LABOUR
100%
60%
40%
20% -
0%
199091 |{1999-00 |1990-91 |1999—00 199091 |1999-00 1990-91 |1999-00
Agriculture Manufacturing Services Overall
O Post Graduate/Professional | 0% (07) 1% 2% 4% % 2% 3%
Graduate 0% % 2% 4% 4% ™ 3% 4%
O Intermediate 1% 1% 3% 6% 6% 8% 1% 5%
O Matric 3% %) 10% 14% 15% 17% 10% 12%
Primary 15% 19% 27% 31% 24% 26% 21% 24%
@ lliterate 80% 74% 57% 44% 46% 3% 60% 52%

4.2 Rateof Returnsto Human Capital

To disentangle the multifarious changes in the compostion of employment over time and
their impact on wages separate from any impact atributable to macroeconomic reforms
cdealy requires a multivariate gpproach. Standard Mincerian earnings functions for al four
provinces, in which log wages are regress on age (a proxy for experience) and its square,
indicators recording the highest level of education achieved are used to estimates the return
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on human capital. When estimating the Mincerian Wage Equation “illiterate’ is taken as the
reference category for educaion leves. Smilaly, for the sectord andyss, agriculture is
slected as the reference sector. Egtimation results for the respective Mincerian Wage
Equations for 1990-91, and 1999-2000, for dl four provinces, are presented in Table 3. The
coefficient estimates appear sensble and the results are in line with the human cepitd theory;
there is ahump-shaped age-earnings profile.

TABLE-3
PROVINCE-WISE ESTIMATESOF THE MINCER WAGE
EQUATIONS FOR 1990-91 & 1999-00
Punjab Sindh NWFP Balochistan

1990-91 | 199900 | 199091 | 199900 | 1990-91 | 199900 | 199091 | 1999-00
Constant 57929 | 61880 | 5802 | 64072 | 59696 | 59727 | 59008 | 6830

00694 | 00694 | 01159 | o159 | 01057 | 01057 | 03121 | 0311
Age 00408 | 00665 | 00521 | 00528 | 00479 | 01014 | 00639 | oodss
(Agriculture) 00058 | 00058 | 00074 | ooo74 | ooo7s | ooo7s | 00181 | oo0181
Age 00557 | 00800 | 00684 | 00793 | 00491 | 00944 | 01516 | 00740
(Manufecturing) 00047 | 00047 | 00071 | 00071 | 00076 | 00076 | 00444 | 00444
Age 00497 | 00682 | 00344 | 00es2 | 00476 | 00867 | 00319 | 00555
(Services) 00042 | 00042 | 00051 | 00051 | 00061 | 00061 | 00070 | 00070
(Age)? -00004 | -0.0008 | -00005 | -00005 | -00006 | -0.0014 | -0.0007 | -0.0005
(Agriculture) 00001 | 00001 | 00001 | oooor | 00001 | 00001 | 00002 | 00002
(Age)? -00006 | -0.0009 | -00008 | -00008 | -00005s | 00012 | -00022 | -0.0012
(Manufacturing) 00001 | 00001 | 0ooor | oooor | 00001 | 00001 | 00007 | 00007
(Age)? -00005 | -0.0007 | -00003 | -00006 | -00005 | -0.0010 | -0.0003 | -0.0006
(Services) 0.0001 | 00001 | 00001 | 00001 | 00001 | 00001 | 00001 | 0.0001
Fimay 01511 | 02071 | 00619 | o042 | 01457 | 00683 | 01127 | 01852

00319 | 00319 | 00296 | 00296 | 00500 | 00500 | 00466 | 0odes
Middle 02890 | 02189 | 02385 | 02370 | 03262 | 00683 | 01513 | 01852

00318 | 00318 | 00330 | 00330 | 00495 | 00495 | 00476 | o476
Matric 04427 | 0418 | 02736 | 02716 | 04038 | 02618 | 02277 | 0195

00265 | 00265 | 00288 | 00288 | 00369 | 00369 | 00338 | 00338
termedicte 06505 | 05326 | 04202 | 0383 | 05037 | 03460 | 03765 | 02980

00379 | 00379 | 00316 | 00316 | 00492 | 00492 | o044 | oodes
Graducte 09101 | 09115 | 06711 | o582 | 07134 | 06065 | 06792 | 05466

00432 | 00432 | 00318 | 00318 | 00558 | 00558 | 00701 | oovor
Post Graduate 11833 | 12435 | 09128 | 06984 | 11264 | 08999 | 08539 | 07358

00537 | 00537 | 00500 | 00500 | 00657 | 00657 | 00883 | 00883
Others 11546 | 11616 | 10412 | 07754 | 10039 | 10229 | 09410 | 09813

00580 | 00580 | 00450 | 00450 | 00882 | 00882 | 00683 | 00683
Adjusted R? 03629 | 03019 | 03887 | 03262 | 03393 | 02886 | 03670 | 02577
Standard errorsinitalics.

The coefficients of dl education dummies are podtive and dgnificant, which reflects that
having no sthodling can put a serious Strain on career advancement. Moreover, as expected,
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return to higher academic degrees rises unequivocdly with higher levd of educaion in dl
four provinces Comparison of province-wise edimates of returns to educetion leve for
1990-91 and 1999-2000 portray a picture of regiond disparity; disproportionate economic
growth in the four provinces affected labour demand and in turn weges. For indance, in
Punjab, according to the estimates, return to middle, matric and intermediate are less in 1999
2000 as compared to 1990-91, however, return to other education categories is higher. In

contrast to Punjab, return on dl educaion caegories decreased during 1999-2000, as

compared to 199091, in Sndh and NWFP. In Bdochigan, return on primary, middle and

professond educetion increesed over time, while retuns on the remaning caegories fell
during the decade of the 1990s.

From the edimates of the mincer wage equations we compute average annud eanings for
each schooling group, for each province, in the three respective sectors, for 1990-91 and
1999-2000. Average annud earnings are edimated by dividing the cdvilian labour force, aged
10-70 years into Sx broad caegories based on education leve, gating from no schooling to
postgraduate. However, nursary school and kindergaten are not counted as educationd
levels, therefore, an individud qudifies for the no schooling category if he atended nursery
school or kindergarten, or even if he dtended, but did not complete primary education.
Smilaly, for other levels only those workers have been incduded who have completed the
particular level of education.

Figure2: ESTIMATED SECTOR-WISE RETURNS TO EDUCATION: PUNJAB 1991 & 2000

500
400 A
300 A
200 A
100 A
O -
1990-91 1999-00 1990-91 1999-00 1990-91 1999-00
Agriculture Manufacturing Services
O llliterate 100 100 130 156 122 143
Primary 134 124 174 194 163 178
o Matric 147 143 193 227 180 208
O Intermediate 181 161 237 254 222 233
Graduate 219 218 288 350 269
O Post Graduate 288 303 379 487 354 450

p-wer

No.57
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Smilaly, in Sindh the rdative return to educaion increesed with the levd of education, and
the highest jump occurred in the case of graduation in dl sectors, and in both yeers.

As expected, education levd plays a sgnificant role in wage determingtion, in dl sectors, and
regions during both years 199091 and 1999-2000. In Punjab the relative wage rate for
postgraduaies is less than three times the relative wage rate of the illiterate workers, in each
sector during 1990-91, which turns to more than three times in 1999-2000 (see figure 2).
Another noticegble point with respect to the return on education is the higher growth in
relative wages after intermediate; this indicates the nontlinearity in returns to completed years
of schooling. A dynamic comparison of redive wage rates over the years indicates an
upward trend in dl three sectors of the Punjab province during the decade. However, the
highest increase in relative wage rate gppeared in the manufacturing sector, and lowest in the
services sector.

Figure3: ESTIMATED SECTOR-WISE RETURNSTO EDUCATION: SINDH 1991 & 2000

300

250

200 -

150 ~

100 ~

50 A

0 —

1990-91 1999-00 1990-91 1999-00 1990-91 1999-00
Agriculture Manufacturing Services

o llliterate 100 100 130 158 121 137
Primary 127 127 164 201 153 173
O Matric 125 125 163 200 150 172
O Intermediate 145 137 188 219 174 189
Graduate 174 161 228 259 210 224
@ Post Graduate 222 181 290 290 267 251

Smilaly, in Sindh the rdative return to educaion increesed with the levd of education, and
the highest jump occurred in the case of graduation in al sectors and in both years (see
figure 3). During 199091, return to post-graduaion was raively high, however, this pattern
dightly changed in 1999-2000 and as compare to 1990-91 premium on pog-graduation have
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declined specidly in agriculture and services sectors. This is because of a dedine in the
raive wage rates for higher leves of education in the agriculture sector, and stegnation in
other sectors.

As in the case of Sindh and Punjab, raive wage rates disproportionately increased with the
levd of education in NWFP. The highest jump occurred in reldive wage rates between
graduation and pogt-graduation. In 199091, this increese was more than 50 percent, which
reduced to 34 percent n 1999-2000; as compared to no schooling, the relative wage rate for
post gradudion is three times higher. Dynamic andyss shows that the growth in reative
wage rate is high in the agriculture sector and low in the manufacturing sector, as compared

to frvices (seefigure 4).

Figure4: ESTIMATED SECTOR-WISE RETURNSTO EDUCATION: NWFP 1991 & 2000

400
350 ~
300
250
200
150 ~
100
50
0 _1990-91 1999-00 1990-91 1999-00 1990-91 1999-00
Agriculture Manufacturing Services
@ llliterate 100 100 133 115 120 127
Primary 139 107 184 123 166 136
O Matric 140 123 188 143 169 159
O Intermediate 154 134 208 155 187 173
Graduate 175 160 240 189 214 213
@ Post Graduate 264 215 363 254 324 285

In Baochigan dso, rddive wege rates increase disproportionately with level of education,
and the highest increese in the rddive wage raie is from intermediaie to graduation.
However, dynamic andyss presarts a different picture as compared to the other three
provinces. In 1999-2000 the relative wege rates in Baochisan declined in each educationd
caegory for the agriculture sector as compared to the reative wage rate in 1990-91; this may
be due to drought and water shortage in the province. However, the remaning two sectors
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dso show the same trend and reldive wages have been stagnant or have declined during the

sametime period (seefigure 5).

Figure5: ESTIMATED SECTOR-WISE RETURNSTO EDUCATION: BALOCHISTAN 1991 & 2000

250
200 T
150 ~
100 A
50 -
0 i
1990-91 1999-00 1990-91 1999-00 1990-91 1999-00
Agriculture Manufacturing Services
@ llliterate 100 100 68 75 107 106
Primary 116 120 79 90 124 127
O Matric 120 115 82 84 126 122
O Intermediate 139 128 %5 93 146 135
Graduate 177 154 119 107 184 163
O Post Graduate 211 186 142 129 219 196

5. CONCLUSIONS

This paper has documented the sectordl digtribution of wages and the returns to educetion in
dl four provinces of Pekigan, a two didinct points which dmost cover a decade of
macroeconomic reforms.  Interest in changing wages and returns to education has been
mativated by the potentid for a number of reasons (1) macroeconomic theory to explain
changing in income didribution in the devdoping world, (2) the avaldbility of good
individua-level data over a period spanning the mgor reforms (3) the case of Pakigtan is
espeddly vauable because macroeconomic reforms were concentrated during the decade of
1990s. During this period dabilization messures were the key economic policy-teking place,
which affect the every sector of the economy.

Usng Standard Mincerian technique, we have found that the returns to education, though
high for college and universty graduae. We have dso invedtigated the dructure of wages
both a the beginning of reform and after macroeconomic reform. Our descriptive andyss
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reveals that there was some widening of the agriculture and nonragriculture wage differentia.

There is a disproportionate impact of macroeconomic reform in different provinces.

From the policy perspective one may concdude that trade liberdization had a dightly
equdizing influence on wages in accordance with Stolper-Samudson theorem, but that this
has come a the expense of reducing the level of wages. Moreover, there are evidences that
this equaizing effect appears to have been more a the expense of reducing the returns to
those with secondary educaion rather than increesng the pay of the less educaed. It is
important to note that such effects are not a consequence of the increasing supply of educated

workers.
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