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Abstract 

 The major objectives of the research are to determining the 

relationship of employment and inflation in Pakistan and its impact on 

the overall economy of the country.  The research is quantitative in 
nature and because of its nature only secondary data is used. The time 

period of the research study is 24 years i.e. from 1990-2013.  The data is 

taken from trading economics of Pakistan website that will provide us 
sound information about the analytical position for the purpose of 

observing unemployment rates, inflation and GDP. Using simple linear 

regression model the study will analyze the explanatory variables 
inflation, unemployment and GDP of Pakistani economy. Correlation 

Analysis is also used in the study for the purpose to explain the 

correlation between the unemployment and inflation and GDP of the 

economy. Regression analysis and T-test is also carried out in the 
research study. 

 After the analysis of quantitative and extra data linked to rising 
of the prices, unemployment and Gross Domestic Product the results 

obtained showed that the impact of inflation on unemployment is 

significant. The results also indicated that there is a large gap in the 
rising prices (inflation) minimum and maximum principles and this gap 

describes that rising prices in Pakistan is unreliable and very highly 

unpredictable. The results obtained also indicate that the relation 
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between inflation and unemployment is positive and unimportant and 
also describes unimportant relation between GDP and Unemployment. 

Key words: Inflation Rate, Unemployment, and Gross Domestic 
Product.  

Introduction 

 In Pakistan, the subject of inflation and unemployment is the 

central issue for the economist because inflation and unemployment 
affect the overall economy. Pakistan since its independence faced a lot 

of ups and downs. The research study is important in a since that we 

studied various factors which causes inflation and unemployment and 
also discussed the relationship between unemployment and inflation that 

will provide a solid background for the improvement of the economic 

growth. As Pakistan is a developing country and has faced many ups and 
downs in its economy, therefore in order to fully consider and analyze 

the situation we have to consider all the important and major changes 

that happened in Pakistani economy on the basis our data in which the 

inflation rate varies greatly because of the government policies, unstable 
rupee and decrease in foreign services.  

 Unemployment and inflation are the two major and key 
concerns for the policy makers all over the world. Unemployment is one  

of the major problem for many countries and Inflation is a key factors in 

determining unemployment in all the developing and developed 
countries. Pakistan as an underdeveloped country is being consistent 

with the problem of inflation and unemployment. This research is 

primarily focused on the relation between inflation and unemployment 

and its effect on the overall economy of Pakistan. These two factors not 
only affect the overall economic condition of a country but also the 

overall values and norms of that country. If the level of employment in a 

country increases it also enhance the purchasing power of people it leads 
to increase consumption of the products and the aggregate demand due 
to which the general price in that country increases.  

 Most of the policy makers and researchers are of the view that if 

the economic growth, international trade, and money supply increase it 

causes upsurge in inflation (Hassan.M.S, et.all. 2012). However, most of 

the existing literature is focusing greatly on the inverse relationship 
between inflation and unemployment. Therefore the research 

investigates the impact on unemployment, economic growth and money 
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supply of inflation in the economy of Pakistan (Hassan.M.S, et.all. 
2012). 

 

Hypothesis 1: 

H0 = There is no significant relation between inflation and Unemployment of 

Pakistan’s economy  

H1= There is significant relation between inflation and Unemployment of 

Pakistan’s economy  

Hypothesis 2: 

H0 = There is no significant relation between inflation and GDP of Pakistan’s 

economy 

H1= There is significant relation between inflation and GDP of Pakistan’s 

economy  

Hypothesis 3: 

H0 = There is no significant relation between Unemployment rate and GDP of 

Pakistan’s economy 

H1= There is significant relation between Unemployment and GDP of 

Pakistan’s economy 

Literature Review  

 Hardship keep on being to be as only one important process and 

issue for Pakistan like the other countries that are developing around the 

world. A research was being undertaken that shows more than 1/4 of the 
population of Pakistan is living under the range of poverty. Poverty has 

so many reasons in which one is increasing of prices day by day and 

unemployment is the major causes.  Due to inflation, growth of the 

overall cost of the country increases, because of which plenty of 
economic issues improves. Increase in cost in an economy is responsible 

for the reduction in the value of money and it slowly affects the 

deficiency of employment and hence unemployment is created. Many 
research scholars believe that since 1990 unemployment rate is gently 

increased in Pakistan. The actual deficiency of employment has 

increased from 17.5% in 1987-1988 to 33% in 1999. Some signs from 

the residents like infant death rate, development of inhabitants, 
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knowledge, access to water, etc. all these describe that lack of 
employment poor the public interaction of individual and individual 

development at a very advanced stage in Pakistan. Results indicate that 

rising prices has little impact on income and on the lack of employment 

and the connection of rising prices with intake is beneficial. These 
definite declaration indicate that lack of employment and rising prices 
are favorably linked (Umair, M. 2013). 

 According to his research the cost increase causes nonstop 

increase in the cost variety that play a role a lot to the Gross Domestic 

Product. On the other side increase in deficiency of career is due to the 
nonstop growth of the advertising expenses, manufacturing price, 
marketing expenses, and manufacturing price and others 

Kiley, Michael T. (2008), Inflation means when the price level of goods 

and services in general increases time to time. Sometime inflation is 

refers to an increase in prices of services and some specific goods, as in 

“core inflation” or “commodities inflation”. The measurement of 
inflation is done through the percentage rate of change in consumer price 

index.  Most of the economists think that some time high rates of the 

inflation are because of the increase of money supply. Sometime when 
the inflation changes it causes changes in real demand for services and 

goods or in the supplies which are available (changes in scarcity), and 

also sometimes when there is changes in the demand or supply for 

money. The "monetarists" suggested that the money supply is on top of 
the list with all other factors when we are determining inflation, on the 

other hand "Keynesians" suggested that the real demand is often more 
necessary than variation in money supply.  

 Baryan & Pike, (1991) Inflation can be measure for so many 

measures reasons because there are lots of different price indices which 
are relating to many different subdivisions of the economy. Consumer 

Price Index (CPI) and GDP deflator are two known indices with the help 

of which many countries report inflation rates these two indices, 

measures prices which have effect on typical consumers, the GDP 
deflator that quantify prices of  the locally produced services and goods. 

CPI (consumer price index) measures the price of some selected services 

and goods which are purchased by a typical consumer while COLI (Cost 
of living indices) these are indices which are similar to the CPIs that are 

mostly used for adjustment in the fixed income and for contractual 

income for the purpose to maintain the original value of those household 
incomes.  
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 PPI (Producer Price Index) it quantifies the rates which are collected by 
producers. It is dissimilar of CPI in terms of profits, price supports by 

the government, and the tax-duties may bring about the price that is 

received by the producer of the product to make it different from what 

the user of the product has paid. In price of the producer indices inflation 
quantifies the burden which is putted on the producers of the product 

with the raw material’s cost which they purchased. It can be taken in by 

the profits, or sometime it offsets with the increase of productivity. In 
US and India, the former kind of the PPI was known as WPI (Wholesale 

Price Index).  The commodity price indices, it accounts the rate of some 

selection of the products. In current product prices index is regarded by 
the comparative significance of ingredient to the all in cost of the 

workers. The GDP deflator is the sum of costs of the all products and 
services which includes in the GDP.  

 Davidson & Macknnon, 1982, Most of the costs are sultry 

downside and are try to sneak uphill, for that struggles to attain rate of 

inflation as zero that are also called constant level of prices, penalized 
other subdivisions with decreasing profits, prices, and employment. 

Attempts to achieve perfect price stability can as well lead towards 

deflation that is mostly observed as a negative by the Keynesians due to 
the fact that the decreasing changes in the salaries and output results are 

connected with it. Because of inflation, prices of a given good are more 

likely to go up with time, so both the consumers and the businesses have 

to choose to make their purchases quickly rather than afterwards. 
Because of this effect the economy is kept active for the short term 

because it encourages borrowing and spending. But with the inflation the 

incentives to save can also be reduced, therefore effect on the gross 
capital structure is ambiguous in the long run. Rise in general prices 

(inflation) could be regarded as a secret risk pressure too, which enables 

a stimulus for people who saves for the purpose to invest them, but not 
for power of purchasing of those savings corrode with inflation. For 

investors, risks of inflation mostly effects the investors to accept more 

systemic risk, for the purpose to achieve some rewards which would 

sustain forward of the inflation to be expected. Inflation can provide 
Centralized banks space to change position, meanwhile their principle 

instrument for money supply control and the velocity of cash which is 

by framing the lowermost rate of interest in the economy. As borrowing 
at -ve interest is mostly useless, +ve rates of inflation give the central 

banks ammunition, to motivate the economy of the country. As the 

central banks are regulated by the governments, thus there is also mostly 
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pressure of politics for the purpose to raise the supply of money in order 
to pay services of the govt., and because of it the effect of inflation is 

created and the net money owed is decreasing by government in earlier 
negotiated agreements and in the debts.  

  Mises (1973), Increasing inflation can alert trade unions for the 

purpose of demanding higher wages, in order to keep up with the 

consumer prices. In collective bargaining case the salaries would be set 
for the purpose of price prospects, and this will be a very much greater 

when inflation is in increasing tendency. Due to which wages can 
become spiral. Inflation cause more inflationary anticipations. 

Kiley, Michael T. (2008), Inflation in long run is usually considered to 

be a financial event but in medium term and in the short run it is affected 
by the comparative stretching of prices, salaries, and rates of interest. A 

question may arises whether effects of the short-range long last 

sufficient to be significant became the fundamental topic of the debate. 

In the monetarism wages and prices adjust very rapidly to create 
different issues only marginal behavior in a general tendency line. In the 

view of Keynesian, salaries and prices adjust at distinctive charges, and 

in the economist view these differences have real effects on output. A 
greater literature of the economists concerns about the question that 

what make happen inflation and it has what effect. For the purpose to 

find out what causes inflation there are different schools of thought. 

They are separated into two vast areas i.e., quantity and quality theories. 
The theory of quantity of the inflation rely on hope of a vendor receiving 

the currency in order to be capable for the purpose to currency exchange 

in a previous time for the products which are worthwhile as a purchaser. 
On the other hand the quantity theory of the inflation focuses on the 

money supply equation, its exchanges and its velocity. David Hume and 

Adam Smith proposed quantity theory of the inflation for supply of 
money, and the quality theory of the inflation for the manufacturing.   

 Baumol, W. & Blinder,A. (2009), Kenesian economic theory 

states that the money is clear to all the actual powers in a particular 
budget, and the information which are visible the result because of the 

pressure in budget which showing their selves in the prices Inflation 

have three basic types: i. Demand Pull Inflation, A kind of inflation that 
is occurred due to rise in overall demand because of augmented 

government and private expenditure. ii. Cost Push Inflation, A kind of 

inflation that is also known as the supply shock inflation and is occurred 
due to fall in the total supply in because of the increased prices of the 
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inputs and iii. Built in inflation, This kind of inflation is caused by 
versatile expectations, which are mostly linked to the price/wage spiral 

and the reason is that it includes employees who are attempting to retain 

up their salaries with the costs and after that bosses are passing some 

increased prices to the users of the product just like increased prices as 
share of the spiteful circle. This kind of inflation replicates the 
happenings of the past, thus it can be viewed like the leftover inflation.   

 Samuelson, A.P (2009), The macro-economics of the modern 

era explains inflation with the use of Phillips curve which is shifting due 

to such problems like supply shocks and thus inflation becomes 
constructed into normal operation of budget the Phillips curve symbolize 

demand-pull ingredient of the model.  Zaman, K. (2009), Idea of the 

Keynesian is possible outcome which is sometimes called the gross 

domestic product; the economy is at the best production level which is 
provided official and natural limitations. If gross domestic product 

surpass its possible and the unemployment is lower down the NAIRU, 

then the according to the theory inflation would increase as the dealers 
accelerate their costs and the integral inflation get worse. If there is fall 

in the GDP less than its possible level and the unemployment is greater 

than the NAIRU then the inflation would slow down as the vendors will 
try to fill out the additional volume, reducing costs and reduce integral 
inflation  

 Most of the time unemployment happens when the people have 
no work and are vigorously searching for work. The rate of 

unemployment is estimate of commonness of joblessness and it can be 

estimated as the %age of dividing total number of unemployed people 
by people who are in the current workforce. Unemployment is relatively 

high in some economies in the periods of recession.  According to the 

international organization of labor report, there are more than 197 
million of people around the globe who are out of work in 2012 
(Statisticians, 1982).  

 The considerable theoretical debate remains related to the 
consequences, causes, and the solutions for unemployment. Some 

Classical economics give reasons that marketplace instruments are the 

trusted medium of solving the problem of unemployment. The 
theories claim in contradiction of the interference obligatory on market 

of the labor from exterior, just like administrative work 

rules, unionization, taxes, less wage laws, and other rules that they 

http://en.wikipedia.org/wiki/Unemployment_rate
http://en.wikipedia.org/wiki/Classical_economics
http://en.wikipedia.org/wiki/Unemployment_types#Classical_unemployment
http://en.wikipedia.org/wiki/Unemployment_types#Classical_unemployment
http://en.wikipedia.org/wiki/Minimum_wage_law
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demand and deter recruiting of the workers (Global Employment Trends 
2013).  

 Gillani et al.(2009), Along with the extensive theories of 
unemployment, unemployment have some categories that are utilized for 

the more exact model that affects unemployment in a particular 

economic system. Major kinds of the unemployment consist of 

structured unemployment that explains the structured problems of the 
economy and incompetency exists in market of labor, it consisting of a 

disparity among demand & supply of labors with important skills sets. 

Structured influences stress the symptoms and results that are linked 
to technologies that are disruptive and globalization  

 Naional statistical agencies measure the unemployment with 
many different ways. And these differences might make bound the 

cogency of the global contrasts of the data of unemployment. In order to 

provide facilities to international comparisons for that some 

organizations, like the Eurostat, OECD,  and the Global Workforce 
Comparisons Program, they alter data of unemployment for equability 
crossways nations (Statisticians, 1982). 

 The economists specifically focus on the overall rate of 

unemployment and this makes it correct for the standard raise in the 

number employed individuals because of raises in populace and rise in 
the workforce in relation to the populace. Rate of unemployment is 
presented as the percentage and can be calculated as:   

 

 Just as International Labor Organization, sharpen 

the  unemployed workers are the workers  who are not employed but are 

not able or eager to work, and have actively searching for 
employment. People who vigorously are looking for a job location 

should have to make the effort in order to be in interaction with the boss, 

and have job meetings, also have to interaction agents of job placement, 
and send out resumes for job placements, react actively to promotions 
(Statisticians, 1982).  

 Umair, M. (2013). Most of the researches have important 
realities about the extraordinary associations among unemployment & 

http://en.wikipedia.org/wiki/Unemployment_types#Structural_unemployment
http://en.wikipedia.org/wiki/Disruptive_technology
http://en.wikipedia.org/wiki/Globalization
http://en.wikipedia.org/wiki/Eurostat
http://en.wikipedia.org/wiki/Oecd#Statistics
http://en.wikipedia.org/wiki/Division_of_international_labor_comparisons
http://en.wikipedia.org/wiki/Division_of_international_labor_comparisons
http://en.wikipedia.org/wiki/Percentage
http://en.wikipedia.org/wiki/International_Labour_Organization
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inflation. The consequences related to these variables were explored and 
found that there is positive association between inflations and 

unemployment. This has been observed that 1/7th greatness of the 

inflation rate cause increase in the unemployment rate, and the overall 

economy. The upshots inferred important thoughtfulness for the inflation 
and unemployment. The results also originate that the inflation and the 

unemployment lead the Gross domestic product. The useful 

clarifications in the research were created as significant creativity for 
different economic matters. It was discovered very important useful in 

order to improve helpful strategies for the clarifications of the periods of 

inflation and to overwhelmed the joblessness in the dissimilar periods of 
the economic cycles. Inflation is the uninterrupted rise in the price level 

of the economy that contributes to a greater extent to GDP. The level of 

unemployment rises because of continues and regular increase in the 

cost of production, manufacturing, selling costs, and promotional costs, 
and some others. 

 Most of the organizations that provide opportunities to all 
unemployed and employed people are continuously moving towards 

such kind of conditions where to survive is difficult for because of the 

employed workforce. In order to solve such problems organizations go 
for downsizing and retrenchment strategies. The researchers explains 

inverse inter dependence among inflation and the growth of economy. 

The researchers consider variables as education, rate of fertility etc. the 

researchers have mentioned a huge amount of sample consists of more 
than 100 economies to explain the effect of growth rate by inflation. The 

regression system’s equation was utilized that consists of many other 

factors of growth that stood constant by the researchers. The research 
study explains that statistically negative dependence among inflation and 

growth of economy exists. And more clearly, a rise in the average 

annually rising prices by 10% pts/year decreases the actual GDP 
increased by 0.2 to 0.3% pts/year. The scientists explain that the subject 

of improving costs and development and finds zero proof of any steady 

relationship among these aspects up to a specific level of improving 

costs. They evaluate that development drops considerably through 
unique excellent improving costs issues, above 40 %, and gets back after 

improving costs falls. The research of them indicates that there is a 

temporary negative relationship between these variables beyond 40 % 
restricts level. They determine that there is no long lasting damage to 

financial development due to unique excellent improving costs 
problems. 



200 

 

 The scientists calculate the key aspects of improving costs in 
Pakistan by using the annually time sequence data for the interval 1971-

1995. They split improving costs into meals and non-food improving 

costs and recommend a powerful part of cash supply in speeding up 

improving costs in Pakistan. Other aspects resulting in improving costs, 
examined by the scientists, are forex decline, value addition in farming 
industry, support price of rice, transfer costs and the price of electricity.  

 The effect of economic absence is found in company with large 

quantities of improving costs while absence to GDP amount and the 

economic development. This pattern is associated with deficiency of 
career and absence economical areas. The economic development, with 

the help of economical source mobilization, facilitates remedial steps for 

the development and control of improving costs and deficiency of 

career. The same is the case in deficiency of when economic aspects are 
poorly managed; this promotes improving costs and deficiency of career 

which affects certain economic issues. Researchers provide 

understanding information about the described design that low earnings 
employees acquire earnings by supporting the important a probability to 

execute for a particular procedure. The described analysis provided more 

understanding for low earnings employees and said that their earnings 
improves as they spend more working time a execute place. Some 

experiments analyze restrict effects of improving costs on development 

independently for commercial and creating countries. Data presented 

contains 140 nations from both categories for which NLLS (Non -Linear 
Least) items and based upon least items techniques are in use. The 

results of the research confirm the way of life of a limit beyond which 

improving costs places a bad impact on development. Important 
boundaries at 1-3 % and 11-12 % improving costs levels for creating and 
creating nations have been found. 

 The vision of low improving costs for maintainable 

development is highly increased by the present study. In accordance 

with the scientists who examined and verified that improving costs and 

profession level are negatively associated to one another. The affecting 
effect stages are also became positively and important in regards to one 

another. That’s why there are other aspects that effect the deficiency of 

profession stage, but improving costs is one of the most affecting aspects 
for the development of deficiency of profession level at the nationwide 

level. The improving costs stages from walking to start running from 

huge to higher improving costs encourages step by step, in case if there 
are no or gradually delicate tasks. That’s why if improving costs rules 
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with process of control then handled style towards the deficiency of 
profession stages will be verified. 

 The further research study exposed very interested outcomes. It 
is noticed that improving costs happens continually where the versatile 

wage costs are organized the deficiency of profession and profession 

stages are handled with it. That’s why the improving costs stage occurs, 

but with this plan the deficiency of profession is seen in situation which 
makes restricted influence on the economic system. If improving costs 

occurs then instant preplanned techniques are needed to set up resilient 

alternatives and cost-effective health and fitness. Researchers find that 
deficiency of profession is an important style found in the financial 

systems that is negatively affected by improving costs. The research 

verified essential information with the help of multivariate co 

development research. The range budget variety absence is also seen to 
considerably impact the improving costs. Increasing prices also effects 

deficiency of profession in the cost-effective areas. The cost-effective 

possibility regarding deficiency of profession can be dignified as the 
product of the deficiency of profession uncertainty in the inhabitants and 

the amount to which people are secured from the income deficiency of 

profession risk. An alternative for the deficiency of profession risk 
changes in the profession amount. According to Scientists, there is a 

good relationship between cost-effective absence and modifying 

improving costs. The results were reached at experiential and offered 

quantitative responses through valuable relationship between 
economical absence and improving costs. The improving costs is seen to 

influence economical issues through deficiency of profession and 

economical disruptions. The research identified the effect of budget 
variety absence on improving costs in Tanzania and found hat economy 

experienced maximum improving costs accompanied by excellent 

economical absence. While some scientists say that relationship between 
operating strategy is associated with lack of career in Nigerian economy. 

This was carried out with the help of stability model and the experiential 

outcomes concluded that operating strategy outcomes the improving 

expenses and lack of career. While the improving expenses further 
outcomes the effect of the lack of career negatively, therefore, the 

improving expenses outcomes lack of career. Finally the important 

strategy formulation should be considered when redistribution of income 
in society is implemented. The research examined the part of lack of 

career in the cost-effective development. It was found that lack of career 

is the signal of the cost-effective pitfall or financial problems. Therefore, 
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the effect of lack of career is required to be handled and handled. In the 
same research lack of career has been examined in relation to improving 

expenses and it is found that improving expenses negatively outcomes 

lack of career. Research investigates key elements for the considerations 

of inflations and lack of career i.e. macroeconomic strategy and their 
outcomes on the lack of career reduce, the flow of funds and remittances 

all are significant aspects for controlling and describing changes in the 
lack of career additional time.  

 The scientists say that Pakistan has get over lack of career issues 

due to improving cost-effective development. This control was due 
excellent remittances, and activeness of the group sector company in that 

interval frame. The lack of career examined by IMF investigatory 

programs known as architectural modification programs that outlined the 

projects for the loss of lack of career and control of improving expenses. 
The improving expenses in the predetermined time interval showed less 

effect on the lack of career level and made a valuable contribution to the 

cost-effective well being of Pakistan. It has been proven that lack of 
career level and improving expenses levels are associated with each 

other positively. Inflation levels develop cost-effective crunch condition 

and thus lack of career levels enhance. Increasing prices has a central 
part here. The definite thoughts of these affecting phenomena have been 

found to control the lack of career in the economy; therefore, one must 

control the improving expenses from higher position to lower. A strategy 

would help the specialists to prove an opportunistic environment to the 
group through small changes in the budget variety that represents the 

improving expenses and provide job opportunities that represent the lack 

of career level and the control of both these represent the control of 
improving expenses part. The research recorded and found these 

conditions in the places where the people were facing price part 

associated to all common and special products. By using existing style 
of the improving expenses, there is the correlating association found 

between lack of career level and improving expenses costs. The Lack of 

employment level enhance creates development of the production 

expenses, selling and purchasing, searching and consuming expenses 
and improving expenses costs raises all kinds of expenses and reduces 

the value of cash. Therefore, a solution is strongly required to control the 

affecting style of the improving expenses that outcomes all the major 
aspects and aspects as an cost-effective cycle Scientists examined the 
supply of cash as source of improving expenses in Pakistan. 
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 According to them the resource of increasing expenses generates 
negative effect on absence of career. The investigation for this research 

showed increasing expenses a critical facet affecting absence of career. 

The analysis further analyzed the phenomenal connection as rising 

prices is discovered to be a resource of correlation between rising prices 
and lack of career is discovered beneficial. Therefore if rising prices 
declined as a response the lack of career will be managed or get over. 

 Cashell, W.B. (2004), The relationship among lack of career and 

rising prices has lengthy organized the attention of economic experts. 

Sometimes it was considered that there was a trade-off among the two 
that representatives of policy making could manipulate. Similarly, a 

reduced lack of career amount could be had by enduring better pay of 

rising prices. That idea is no longer commonly organised, at least as 

regards the lengthy run. While little lack of career might seem a suitable 
plan objective, few economic experts would determine complete career 

as career for everyone who wants a job. Instead, many would claim that 

complete career is the smallest amount of lack of career reliable with a 
constant amount of rising prices. This amount is known as the natural 

amount of unemployment.  Some concept of what that amount of lack of 

employment is can be incredibly helpful to policymakers of finance. 
Rising prices tries to be slowly to reply to those changes in plan that 

influence it. The consequences of an expansionary financial plan on 

inflation, e.g., may not become obvious for a while. In the same way, at 

periods when the amount of inflation is comparatively great it is 
probable to reply gradually to guidelines developed to carry it decline. In 

the attribute of this aspect, and because guidelines targeted at decreasing 

inflation may have short-term financial expenses, it appears to be the 
frequent perspective that it will be improved to prevent improves in 
inflation overall.  

 May be the key attribute of organic amount is that it is smallest 

amount of lack of employment that is maintainable. If organic amount 

design is precise, makers of policy are looking for to sustain the actual 

lack of employment below the organic amount will gradually have to 
deal with a speeding up amount of inflation.  Since rising prices tries 

only progressively to reply to modifications in actual financial 

circumstances, a way of forecasting it or of determining the 
circumstances that are probable to cause to a rise in the amount of rising 

prices, would be very useful to policymakers. The natural amount of 

lack of employment has considered by many financial experts as a 
resource of calculating hardness in the work marketplace and thus the 
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chance of upcoming improves in the rising prices rate. From the center 
of 1997 overall Sept 2001, the private lack of employment amount was 

below 5%. Over that time, the amount of rising prices stayed moderate. 

Ongoing low rising prices in the experience of what showed up to be 

limited work marketplaces led to some uncertainty about the benefits of 
the organic amount concept completely. But various, who up till 

perceive it as a significant technique of looking at the world, are 

uncertain whether short-term aspects needs to be assisted to limit rising 
prices or if organic amount itself may have dropped so that lack of 
employment amount under 5% is a genuine long-run plan goal. 

 This review talks about the progress of the idea of "full service" 

and those aspects that are considered to figure out the stage of the 

organic amount of lack of career. Latest reports of it are provided as well 

as an evaluation of the present concerns. This review will be modified as 
financial improvements warrant. Farming being taken on basic 

techniques was retaining the inhabitants only because there were no 

other substitute job possibilities in the market. Thus there was actually 
hidden lack of employment in the nation. 

 Gul, H. & Khaliq,S. (2012),   In 1958 A.W. Phillips revealed 
proof of an opposite connection among the amount of improve in 

income and amount of lack of employment. Evaluating prices of 

improve in income with lack of employment prices in England between 

1861 and 1957, Phillips discovered that as the work industry stiffened, 
and the lack of employment amount dropped, money income maintained 

to increase more quickly. Because salary improves are carefully 

associated with cost improves that connection was commonly 
considered as a trade-off between rising prices and lack of employment. 

The consequences was that, given a trade-off between increasing costs 

and deficiency of career, policymakers could "buy" a low price of 
deficiency of career at the price of better pay of increasing costs. The 

curvature describing this trade-off became known as the "Phillips fold." 

A continuous Phillips fold would mean that policymakers might choose 

one among several combinations of increasing costs and deficiency of 
career costs that seemed to be most delicious and set that as the purpose 
of macroeconomic policy.  

 In business economics, the Phillips bend is a traditional negative 

connection among the amount of lack of employment and amount of 

rising prices in an economic system. Mentioned simply, lower lack of 
employment in an economic system is associated with better pay of 
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inflation. While there is a brief run compromise between lack of 
employment and rising prices, it not has been seen in lengthy run. 

Consequently, the Phillips bend is currently realized as too simple, with 

the lack of employment amount replaced by more precise predictors of 

rising prices centered onvelocity of cash provide actions such as the 
MZM ("money zero maturity") speed,[2] which is suffering from lack of 
employment in the brief but not the lengthy term (Samuelson, 2009).  

 Bill Phillips, a New Zealand created economic scholar, had 

written a document in 1958 named The Regards among Lack of 

employment and Amount of Modify of Cash Salary Prices in the U. s. 
Empire, 1861-1957, which was already released in every quarter 

publication Economica. Identical styles were discovered in other nations 

and in 1960 John Samuelson and John Solow acquired Phillips' 

performance and created precise the weblink among rising prices and 
unemployment: while rising prices was great, unemployment was less, 

and vice-versa. In the Twenties an United states economist Irving Fisher 

mentioned this type of Phillips bend connection. Though, Phillips' 
unique bend labeled the actions of cash wages. In the years following 

Phillips' 1958 paper, most of the economic experts in innovative 

commercial nations considered that his outcomes revealed that there was 
a completely constant dependence among rising prices and lack of 

employment. Single effects of this for govt. plan was that govt. 

authorities can control lack of employment and rising prices with a 

Keynesian plan. They can accept a higher quantity of rising prices as this 
would cause to reduced lack of employment – a tradeoff will occur 

among rising prices and lack of employment. E.g., financial plan and/or 

fiscal plan (i.e., lack spending) could be used to activate the economic 
system, increasing GDP and decreasing the lack of employment amount. 

Moving along the Phillips bend, this would cause to better pay of rising 

prices, the cost of experiencing reduced lack of employment rates. Since 
1974 seven Nobel Awards have provided to perform crucial of Phillips 

bend. Some of this critique is in accordance with the U. s. States' 

encounter throughout the Nineteen seventies that had times of great lack 
of employment and great rising prices at similar time.  

 Chang, R. (1979), In Nineteen seventies, most of the nations 

knowledgeable greater stages of both rising prices and lack of career 
called as stagflation. Concepts grounded on the Phillips bend 

recommended that is not possible to happen, and bend came under a 

serious strike from a number of economic experts advancing by Milton 
Friedman. Friedman suggested that Phillips fold relationship was just a 
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short-run trend. The researcher recommended that in long run, 
employees and companies will rising prices into consideration, leading 

to career agreements that improve pay at prices near expected rising 

prices. Unemployment will then start to improve just as its past level, 

but currently with greater rising prices. This outcome indicates that over 
the longer-run there is no trade-off among increasing costs and 

deficiency of profession. This results is essential for excellent 

explanations since it indicates that main financial institutions shall not 
set career objectives beyond the natural rate.  

 More research have confirmed that there is a regular trade-off 
among low stages of increasing costs and deficiency of career. Perform 

by Gretchen Akerlof, Invoice Dickens, and Gretchen Perry indicates that 

if increasing costs is reduced from 2-0%, lack of employment would be 

completely improved by 1.5%. This is just because employees usually 
have greater patience for real salary reduces than affordable ones. E.g., 

an employee will likely to agree to a salary improve of 2% when rising 
prices is 3%, than a salary cut of 1% if the rising rate of prices is 0.  

Hossfeld, (2010). Most economic experts no more utilize the Phillips 

bend in its unique type since it was proven to be too simple. This can be 
seen in a common research of US rising prices and lack of employment 

information from 1953-92. There is no personal fold that will fit the 

details, but there are 3 challenging blends i.e., 1955–71, 1974–84, and 

1985-92 every one of which shows a typical, from top to bottom hill, but 
at three very different levels with the changes occurring instantly. The 

details for 1953-54 and 1972-73 do not group easily, and a more formal 

analysis posits up to five groups/curves over the interval.  But still 
nowadays, personalized kinds of the Phillips Bend that take things of 

rising prices into account remain important. The idea moves under 

several headings, with some distinction in its details, but modern 
versions distinguish among short-run and long-run outcomes on 

deficiency of career. Edmund Phelps and Milton Friedman 

recommended. In the long run, what this implies is that operating 

strategy cannot effect deficiency of career, which adjusts coming back to 
its "normal rate", also known as the "NAIRU" or "long-run Phillips 

curve". Though, this long-run "impartiality" of operating strategy does 

allow for brief run modifications and the ability of the economical 
energy to briefly decrease deficiency of career by enhancing durable 
increasing costs, and vice versa. 
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 A system just like the expectations-augmented Phillips fold 
seems to be in many newest too New Keynesian highly effective 

stochastic typical balance styles. In these macroeconomic styles with 

challenging costs, there is a valuable regards between the quantity of 

increasing costs and the stage of need, and therefore a bad regards 
between the quantity of increasing costs and the quantity of deficiency 

of career. This relationship is often known as the "New Keynesian 

Phillips fold." Like the expectations-augmented Phillips fold, the New 
Keynesian Phillips fold indicates that enhanced increasing costs can 

decreased deficiency of career briefly, but cannot decreased it 

absolutely. Two important documents that integrate a New Keynesian 
Phillips bend are Clarida, Galí, and Gertler (1999) and Blanchard and 
Galí (2007). 

Theoretical Framework 

Dependent Variables   Independent Variable 

 

 

 

 

 

The research is focused on the impact of inflation on the unemployment 

and GDP rate of Pakistan. The purpose of the study is to find out the 

significance between the inflation, unemployment and GDP for 
Pakistan’s economy. The sample size of research is twenty four years 

i.e. 1990-2013.  The data is been collected from trading economics of 

Pakistan website  and there is no need to use reliability test in the 
research study because the data which used is secondary and is collected 
from a published source.  

Model 1:  GDP = α +β1 (Inflation) + ei 

Model 2:  Unemployment = α +β1 (Inflation) + ei 

  

INFLATION 

GDP Rate 

 

Unemployment Rate 
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Analysis 

 The purpose of the research study is finding the relationship 
between inflation, unemployment and GDP rate of the economy of 

Pakistan. For doing so the collected data is processed in SPSS 20 for the 

purpose of mathematical calculation. In order to understand the working 
position effectively the initiation of the analysis is done in a logical 

acceptable format. After calculating the numerical results of the given 

relationship between the variables, elaborating the calculated finding of 

the process test is critically important in order to create a compatible link 
between the objective of the study and the findings.  

Table: Result of descriptive statistics 

Variables Minimum Maximum Mean Std. Deviation 

Inflation 1.93 21.53 9.1717 4.37656 

Unemployment 3.13 7.80 5.9571 1.09176 

GDP .36 8.96 4.4221 2.00648 

 Table describes descriptive statistics about inflation rate, 

unemployment rate and GDP rate. It can be explained that the gap 

between the minimum and maximum of Inflation is very large for 

twenty four years data. It can be infer from the gap that inflation in 
Pakistani economy highly volatile and inconsistent. While the variation 

between the minimum and maximum of the unemployment and GDP 

values is relatively low but in some years still inconsistent. In some 
cases the value of GDP is found low but in some other cases it is higher. 

Table:  Correlation between inflation, unemployment and GDP 

 Variables Inflation Unemployment Unemployment 

Inflation 

Pearson 
Correlation 

1 -.510* .009 

Sig. (2-tailed) - .011 .965 

Unemployment 

Pearson 
Correlation 

-.510* 1 .141 

Sig. (2-tailed) .011  .512 

GDP 

Pearson 
Correlation 

.009 .141 1 

Sig. (2-tailed) .965 .512  
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 Table describes correlation between inflation, unemployment 
and GDP of economy of Pakistan. As the results explain that the 

correlation between inflation and unemployment is negative i.e. -0.510 

and is significant at 5% level of significance. The correlation between 

inflation and GDP is positive i.e. 0.009 and insignificance and 5% level 
of significance. The correlation between Unemployment and GDP is 
positive and insignificant.  

 The data of correlation analysis provide statistical results that in 

Hypothesis 1 null hypothesis “H0 = there is no significant relation 

between inflation and Unemployment rate of Pakistan” is rejected and 
the alternative hypothesis “H1= there is significant relation between 

inflation and Unemployment rate of Pakistan” is accepted. And we can 

conclude that inflation significantly influence unemployment rate in 
Pakistani economy 

 In Hypothesis 2 null hypothesis “H0 = there is no significant 

relation between inflation and GDP rate of Pakistan” is accepted and the 
alternative hypothesis “H1= there is significant relation between inflation 
and GDP rate of Pakistan” is rejected.  

 In Hypothesis 3 null hypothesis “H0 = there is no significant 

relation between Unemployment and GDP rate of Pakistan” is accepted 

and the alternative hypothesis “H1= there is significant relation between 
Unemployment and GDP rate of Pakistan” is rejected.  

Model fit of Inflation Rate, Unemployment Rate and GDP 

INFLATION RATE AND UNEMPLOYMENT RATE 

R-Square Adjusted R-

Square 

F-test Significance 

level 

.261 .227 7.754 .011 

INFLATION RATE AND GDP 

R-Square Adjusted R-

Square 

F-test Significance 

level 

.000 -.045 .002 .965 

 Table describes the model fit between Inflation, Unemployment 

and GDP. The R-Square inflation and unemployment is 0.261 which 

means that 26.1% variation in the dependent variable Unemployment is 



210 

 

explained by the independent variable inflation.  The F-test is 7.754 and 
its significance level is 0.001 which is statistically significant at 5% 

level of significance. Adjusted R-Square is 0.227 which is not close to 

one means that by adding additional independent variable to the model 
will not improve the model much. 

 The R-Square inflation and GDP is 0.000 which means that 0% 

variation in the dependent variable GDP is explained by the independent 
variable inflation.  The F-test is .002 and its significance level is 0.965 

which is statistically insignificant at 5% level of significance. Adjusted 

R-Square is -0.045 which means that the regression model of inflation 
and GDP will not be fitted very well. 

Regression Results 

INFLATION AND UNEMPLOYMENT 

 Beta T-test significance 

Constant 7.125 15.391 .000 

Inflation -.127 -2.785 .011 

INFLATION AND GDP 

 Beta T-test significance 

Constant 4.383 4.430 .000 

Inflation .004 .465 .965 

 Table describes the regression analysis of Inflation and 

Unemployment and Inflation and GDP. In the analysis of inflation and 
unemployment the beta value of inflation is -1.27 and its significance is 

0.011 which means that inflation negatively and significantly influence 

unemployment because its significance level is less than the 5% level of 

significance. The beta value -1.27 means that by one unit increase in 
inflation unemployment will be reduced by .0127 units. So this result 

provides sufficient grounds for the acceptance of alternative hypothesis 

of the hypothesis1 “H1= there is significant relation between inflation 
and Unemployment rate of Pakistan”. And we can conclude that 

inflation significantly influence unemployment in Pakistani economy. 

 In the analysis of inflation and GDP the beta value of inflation is 
0.004 and its significance is 0.965 which means that inflation positively 

and insignificantly influence GDP because its significance level is 

greater than the 5% level of significance. The beta value 0.004 means 

that by one unit increase in inflation GDP will be increased by 0.004 
units. So this result provides sufficient information for the acceptance of 
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null hypothesis of the hypothesis1 “H0 = there is no significant relation 
between inflation and GDP rate of Pakistan” and the rejection of 

alternative hypothesis “H1= there is significant relation between inflation 

and GDP rate of Pakistan” And we can conclude that inflation 

insignificantly influence GDP in Pakistani economy. 

Conclusion  

 The research study explained the impact of inflation on 

unemployment and GDP of Pakistani economy. The time frame for the 

study was 1990-2013 and the model that is used in the study is simple 
linear regression analysis and correlation analysis. The conclusive 

results of the study are that the correlation between inflation and 

unemployment is negative and significantly influential for 

unemployment in Pakistani economy where as inflation is insignificantly 
and positively correlated to GDP. The F-test value is founded high for 

unemployment whereas it is very low for GDP and is under the standard 

rule of thumb value that is four the value of R-square is found low for 
unemployment that is 0.261 and for GDP it is zero means inflation has 

explained only 26% variation in unemployment and 0% variation in 

GDP of Pakistani economy. 

 The research study has found that more influential impact on the 

unemployment rate of Pakistani economy as compared to its impact on 

GDP. Since the results of the research study are limited to Pakistani 

economy and to some specific time period, the results can be varied with 

different sample size and different economy.  

 It is therefore concluded that inflation has influential and 

significant impact on unemployment and insignificant influential impact 

on GDP of Pakistani economy. 
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