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ABSTRACT  
The main objective of the study was to establish how the lower banks in Kenya are applying e-
banking as a competitive strategy. The study was guided by the following specific objectives of 
determining the application of e-banking as a competitive strategy among lower level banks in 
Kenya and to identify challenges facing lower level Kenyan banks in implementing e-banking as 
a strategy. To achieve this, the researcher adopted a descriptive research design that relied on 
both the primary and secondary type of data. The population of the study comprised of 
employees from low tier banks in Kenya from whom a sample of 100 respondents was picked, 
out of which 80 percent responded. Questionnaires were used as the data collection instruments 
while the collected data was analyzed using SPSS software. The analyzed data was presented 
and summaries in form of charts, frequency tables, and graphs. The study findings revealed that 
e-banking increases banks competitiveness through increased returns, speeds up customer 
service thus increasing revenue collection and sales volumes and the services are easy to use and 
can be accessed from anywhere hence convenient to many. The study findings also revealed that 
factors leading to customer preference of different electronic banking platforms are influenced 
by factors of security, efficiency, accurate records, convenience and accurate transactions. 
Finally, the study findings on the challenges facing banks in the era of new technology and 
innovation revealed that ease of use, meeting customer needs, efficient performance of 
transactions, convenience in terms of location, security of services as well as special service to 
displaced are outstanding challenges facing electronic banking thus the reason why the 
respondents are not generally satisfied with their respective banks. The findings led to a 
conclusion that e-banking increases lower level banks competitiveness through increased returns 
and speeds up customer service hence increasing revenue collection and sales volume. 
Additionally, customer satisfaction and service quality are among the most outstanding factors 
leading to customer preference of different electronic banking channels. The study recommends 
that more innovations be undertaken to enhance growth in this sector.The banking institutions 
should use the Importance/Performance grid as a strategic tool for the development of strategies 
as it gives a clear pictorial presentation of the factors that are critical for resource allocation. The 
banks should pay special attention to convenience by providing the customers with electronic 
banking service at points which can easily be accessible and also improve their ATM systems so 
as to minimize waiting time in the queue hence improving efficiency in the service delivery thus 
boosting customer confidence. Banks should also provide customers with a toll free number for 
purposes of handling customer complaints and general feedback about the electronic banking 
services to foster future development on electronic service.  
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CHAPTER ONE 

INTRODUCTION 

1.1 Background and study context 

Imbalance between demand and supply of labour is a characteristic of many labour 

markets. When labour supply outstrips labour demand, available labour resource is not 

fully utilized. The underutilisation of labour not only leads to loss of output, but also 

imposes costs on affected individuals and their families. Underutilisation of human 

resources can take two forms: open unemployment and underemployment. The 

distribution of labour underutilisation is also important. For example, gender differences 

in the incidence of labour underutilisation may provide an indication of the extent of 

gender discrimination (see World Bank, 2012). Such differences in labour market 

outcomes are also important in their own right as they have implications for poverty and 

distribution of income. Consequently, one of the major challenges faced by developing 

countries is how to create an enabling environment that recognizes gender roles and 

responsibilities in economic development (Republic of Kenya, 2008). This challenge has 

motivated strategies that aim to address gender disparities in access to economic 

opportunities. 

Eliminating, or at least narrowing gender differences in access to economic opportunities 

is widely accepted as a route to economic growth and development (Morrison et. al. 

2007). However, gender equality does not imply that women and men are the same. It 
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means that they have equal value and should be given equal treatment. Gender equality 

can enhance economic growth through a number of channels (Morrison et. al., 2007). 

First, marginal returns to schooling for women frequently exceed those for men. This 

suggests that the economic growth impacts of girls’ education may be greater than that of 

boys’ education. It implies that eliminating male-female differentials in schooling 

attainment would have positive impact on economic growth. In addition, female 

education has nonmonetary benefits such as increased labour market participation, better 

child education and health to aid human capital accumulation for future economic 

growth.  

Secondly, gender equality may promote economic growth through increased efficiency in 

the allocation of production inputs. Barriers to female employment in some occupations 

can result in inefficient labour allocation. So removing such barriers can yield better 

allocation of labour and increased output.  

1.2 Gender and Labour Market Outcomes  

According to the International Labour Organisation (ILO) (2012), the estimated global 

unemployment rate was 6.2% in 2009 in 6.3% in 2010 and 5.7% in 2007. Table 1.1 

shows the number of unemployed globally between 2000 and 2011. The total number of 

unemployed persons increased from 170.7 million in 2007 to approximately 197.3 

million in 2009-2011. While the trend is replicated for male, female, adult and youth, the 

number of unemployed male are more than the unemployed female. 

 Table 1.1: Unemployment in the world (millions) 
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Source:  ILO, Global employment trends 2012* Preliminary estimates. 
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Table 1.2: Unemployment Rates by sex world 
and regions (%)    
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Source; ILO, Global employment trends 2012,* Preliminary estimates 

 

Table 1.2, illustrates the world and region unemployment rates by sex. The table shows 

that unemployment rates decreased between 2000 and 2007. However, the trend reversed 

from 2008 and unemployment hovered around 6% between 2009 and 2011. This is true 

for developed economies and other regions except East and South Asia, sub-Saharan 

Africa and North Africa where the rates were almost constant. 
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According to the 1999 population census the Kenyan population was 28,686,607, males 

being 49.52% and females 50.48% (Republic of Kenya, 2010). In the 2009 population 

census (see Republic of Kenya, 2010) the total population was 38,610,097, an increase of 

25.70% over the ten-year period. In Kenya, the working age population defined as those 

aged 15 – 64 years grew to 53.57% of the total population in 2009 from 52.38% in 1999 

(see table 1.3). Table 1.3 also shows that majority (66.06%) of the working age 

population in Kenya is youthful (15– 34 years) and a large number lying in age group 20 

– 24.  

Persons in working age are either active economically (labour force) or not active. 

According to the 2005-06 labour force analytical report, the inactive population was 5.3 

million persons in addition, 68.2% of the inactive populations were full time students and 

8.4% were persons who reported that they did not need work (Republic of Kenya, 2008).  

The economically active population consists of the number of people employed and self 

employed plus those unemployed but ready and able to work (Republic of Kenya, 2008). 

As of 2005-06 Kenya had 12.7 million employed persons and 1.9 million unemployed 

persons. According to Republic of Kenya (2008) the labour force participation rate, 

defined as the percentage of the working age population who are economically active was 

72.6% in 2005-06. The male labour force participation rate was 75.7% compared 69.7% 

for females. The highest participation rates were for the age group 35 – 39 and 40 – 44 

and the lowest in the age group 15 – 19. 
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Table 1.3: Kenya’s working age population by sex and age 2009 and 1999 
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Source; Statistical abstract 2010, 2006 

 

Table 1.4, shows the distribution of unemployment rate in Kenya in 2005/06. The 

unemployment rate is computed as the percentage of unemployed persons to the total 

labour force (Republic of Kenya, 2008). The data shows that unemployment is highest in 

the age group 15- 24 and 20-24. In addition unemployment is higher among females than 

males. For example, in the rural areas male unemployment rate is 16.8% as compared to 

20.3% for female in the age group 20–24. Urban unemployment rates are higher than 

rural unemployment rates but still, the unemployment rates in the rural areas are not 

negligible. Gender unemployment gap exists in both rural and urban areas. The female–

male gap is widest between the age group 20 -24 in both rural and urban areas. 

 

Table 1.4: Unemployment rate by sex, region and age 2005/06 
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 Source; Labour Force Analytical Report 2008  
 

Table 1.5 shows unemployment rates by gender and age from 1998/99 to 2005/06. From 

the table, it is evident that total unemployment rates decreased from 14.6% in 1998/99 to 

12.7% in 2005/06. In the two time periods, unemployment is highest in the age group 15 

– 24 after which it gradually decreases with age. However, for the 1998/99 data the 

decline is observed only for the rates to increase between age group 40 -44 then 60- 64.  

The gender unemployment gap is highest between the age groups 15 – 39. This gap, from 

the table, reduces from the age of 40 – 59. In the 1998/99, dataset the rate is almost 

double for female as compared to male in all age groups. 
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Table 1. 5: Unemployment rates by age and sex, 1998/99 and 2005/06 

1998/99 2005/06 
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Source; 1998/99 Labour Force Survey; Labour Force 

Analytical Report 2008  

 
 

Underemployment is another dimension of labour underutilisation. According to 

Republic of Kenya (2008) a person is underemployed in paid or self employment if they 
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are involuntarily working less than normal duration of work  determined for the activity 

and they are seeking or available for additional work. The length or/and productivity of 

underemployed person’s work is below their full employment potential. Such workers 

work shorter hours or engage in lower skilled jobs as an alternative to being openly 

unemployed (Republic of Kenya, 2008).  

In Kenya a person is said to have time related underemployment if they work less than 28 

hours a week Republic of Kenya (2008). Wilkins and Wooden (2011) argue that time 

related underemployment might arise from supply side constraints. In this case, an 

employee is willing to supply more hours but poor health or child care responsibility 

(especially for females) makes it difficult. Underemployment may also be due to demand 

side constraints whereby the worker is unable to get extra hours from the current 

employer. Of the total working population in the 2005/06, Kenya Integrated Household 

Budget Survey, over 20% were underemployed. In the 1998/99 Integrated Labour Force 

Survey only 4.8% of the working population were underemployed. The data for the two 

time periods portrays a large increase in underemployment rates. Moreover, in 2005/06, 

55.4% of the underemployed were female mainly affecting those in rural areas. 

Kenya has put in place a number of interventions to improve women status and promote 

gender equality. Thus is in line with the third Millennium Development Goal; to promote 

gender equality and empower women, (UN, 2010). Her development blue print, the 

vision 2030, aims to increase literacy levels of men and women from 64% and 59% 

respectively to 70% (Republic of Kenya, 2010). Human capital acquired by women is 

enhanced to match that of men to allow equal access to economic opportunities requiring 

literacy.  



23 
 

The vision 2030 also mainstreams gender equity in all aspects of society stating that this 

will be addressed by making fundamental changes in four key areas; opportunity, 

empowerment, capabilities and vulnerabilities (Republic of Kenya, 2007). The 

employment Act of 2007 (Republic of Kenya, 2007) declares and defines fundamental 

rights of employees including matters of discrimination, forced labour and sexual 

harassment. 

According to the Constitution of Kenya (section 27:3) women and men have the right to 

equal treatment including the right to equal opportunities in political, economic, cultural 

and social spheres (Republic of Kenya, 2010). There is for example affirmative action to 

ensure 30% representation of women at all decision-making levels (Republic of Kenya, 

2010). There are also specific measures to promote gender parity in various sectors. An 

example is the Government directive allowing girls to be admitted to public universities 

with entrance cut off points two points lower than boys (UNDP, 2009).  

The government has also developed a gender and development policy which advocates 

for empowering both men and women to be equal partners in development and for an 

affirmative action to address gender disparities (Republic of Kenya, 2010). Efforts have 

been made to integrate women issues in national development and establish institutional 

mechanisms to promote the development of women. In the public service, affirmative 

action provides that women constitute 30% of all new recruitment. At the local levels, 

women leaders are incorporated in important development forums such as Constituency 

Development Fund and Constituency Bursary Fund (Republic of Kenya, 2008).  
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Self-employed women or those wishing to start businesses can access credit from the 

Women enterprise fund set up by government in August 2007. It is one of the flagship 

projects under the social pillar in vision 2030. This intervention demonstrates 

government’s commitment in realising MDG 3. 

The fund provides business support service such as capacity building, marketing, and 

promotion of linkage and infrastructure support. In the 2009/2010 financial year Ksh. 440 

million was received by the fund to lend to women (Republic of Kenya, 2011). In 2011 

the fund emerged as the winner of the MDGs Award for outstanding achievement in 

promoting Gender Equality and Women Empowerment. 

1.3   Research Problem  

Underutilisation of available labour resources is a major challenge in Kenya. 

Unemployment remains a major problem and it has a gender dimension. As described in 

the background, the incidence of unemployment is higher among females than among 

men. Female unemployment is a key indicator of the extent to which females lack labour 

market opportunities to generate income (UNDP, 2010). Underemployment among the 

employed has also increased and has a gender dimension as well. Both unemployment 

and underemployment are key indicators of labour underutilisation (Sackey and Osei, 

2007). They are of concern because of the costs they impose on the individual and the 

economy in terms of the lost output, economic and psychological costs.  

However, despite the documented gender disparities in labour utilization in Kenya, the 

socio-economic factors associated with these disparities are still unclear.  Gender 

disparities in labour utilization may have several possible explanations. Human capital 
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theory postulates that education of women is positively related to the likelihood of 

employment (Becker, 1962). The theory of labour market discrimination suggests that 

employers may be prejudiced against women (Becker, 1957). Furthermore, social, 

cultural and structural barriers could negatively influence female participation in the 

labour force (Suda, 2002). Institutional forces like labour unions and minimum wages, 

and other labour regulations may have greater adverse effect on female than male 

employment.  

1.4 Research Questions 

From the foregoing this research paper addressed the following questions: 

1. What are the characteristics of the open unemployed by gender? 

2. What are the characteristics of the time related underemployed by gender? 

3. To what extent can gender difference in education and other individual and family 

characteristics explain gender difference in unemployment? 

4. To what extent can gender differences in education and other individual and family 

characteristics explain gender difference in underemployment? 

1.5 Research Objectives  

The main objective of this study was to examine gender differences in unemployment 

and underemployment in Kenya. Specifically, the study sought to:  

1. Analyse determinants of open unemployment by gender  

2. Analyse factors behind time-related underemployment by gender 

3. Decompose the gender gap in underutilisation of labour to identify factors that explain it 
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4. Draw policy implications from the study results. 

1.6 Justification of the Study  

The analysis of gender differences in unemployment and underemployment is justified on 

several grounds. First, gender differences in labour market outcomes such as 

unemployment and underemployments are becoming increasingly important indicators of 

the extent to which females participate in economic activities (Wilkins and Wooden, 

2011). In Kenya, there are ongoing policy efforts that can benefit from results of the 

study, for example the Vision 2030. 

Second, previous studies of gender differences in labour market outcomes in Kenya and 

Africa in general focus on gender wage differentials (e.g. Kabubo-Mariara, 2003; Glick 

and Sahn. 1997, Schultz and Mwabu. 1998). While Wamuthenya (2010) focuses on 

gender differences in unemployment in Kenya, the analysis was restricted to urban 

samples from the 1998/99 Labour Force Survey. This current study extended the scope to 

focus on both urban and rural labour markets in Kenya. 

Third, the present study used a more recent data set drawn from the 2005-06 Kenya 

Integrated Household Budget Survey. While the 1998-99 survey was carried out at a time 

of economic crisis characterized by slow economic growth, the household budget survey 

was carried out at a time of improved economic situation. Fourth, the study will focus on 

a second dimension of labour underutilisation - underemployment, which has become 

important in recent years.  
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Finally, in order to formulate suitable employment policies, that reflect equality as 

reflected in Kenya’s development agenda, there is need to keep abreast of the gap 

between the male and female unemployment rates. Besides the policy statements of the 

Kenyan government like; the Convention on Elimination of all forms of Discrimination 

against Women (CEDAW). 

 The vision 2030 Medium Term Plan (MTP) identify the need to address gender concerns 

for sustainable development by ensuring equity in access to social political and economic 

opportunities in line with MDG no. 3.  

1.7 Outline of the Research Paper  

The rest of the research paper is organised as follows; Chapter 2 reviews the theoretical 

and empirical literature on gender and incidence of unemployment and 

underemployment. Methods of the study are presented in Chapter 3. Chapter 4 presents 

the findings while chapter 5 concludes and draws implications for policy 

recommendations. 
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CHAPTER TWO 

LITERATURE REVIEW 

2.1 Introduction 

The chapter presents the review of both theoretical and empirical literature. It focuses on 

studies about the determinants of unemployment and underemployment for both male 

and female. Section 2 reviews the theoretical literature while Section 3 reviews the 

empirical literature. The final section presents an over view of literature review. 

2.2 Theoretical literature review 

The labour market can be described in terms of labour demand by employers and labour 

supply by workers, with equilibrium given by the intersection of the labour demand and 

labour supply (Hirsch, 2007). This is the neoclassical view. However, the labour market 

does not always behave like the markets of other goods and services. Imbalances between 

the demand and supply of labour are not only observed and may be persistent leading 

underutilisation of labour (Wilkins and Wooden, 2011).  

Human capital theory is based on neoclassical theory (Aurora, 2002). The theory implies 

that the productivity of employees depends on the amount invested in them both on and 

off the job, their motivation and intensity of their work (Becker, 1962). Unemployment 

among unskilled workers can exceed unemployment among skilled workers since they 

have more specific human capital (Becker, 1962). There are many unique features of the 

labour market that constrain or limit the applicability of the neoclassical framework. 

More especially because the assumptions of the perfect market competition on which it 
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rests are ideal. On the other hand, gender differences in unemployment rates across 

demographic groups are related to difference in human capital; more education is 

associated with lower unemployment (Ashenfelter and Ham 1979). The human capital 

theory thus predicts higher unemployment for women and men with less human capital 

accumulation. 

Household allocation of investment in human capital may differ by gender. The society 

may be putting more value on boys than girls. Boys are provided education before girls 

and expected to be great achievers than girls (Maathai, 2006). Mammen and Christina, 

(2000) argue that girls might fare badly within households because in poor credit-

constrained families, siblings must compete for resources and boys have the advantage, 

possibly because investments in boys yield higher future returns to parents than do 

investments in girls.  

Gender gap in unemployment may also be due to difference in labour market attachment 

between men and women. This leads to difference in human capital accumulation (Azmat 

et. al., 2006). Low levels of human capital make the gap between marginal product when 

in work and the reservation wage small. In addition, organisations that reduce labour 

turnover or employ on contract basis may increase the gender gap if women have a 

higher outflow rate from employment than men; with reduced hiring rate, the gap is 

magnified. The outflows of women maybe due to family responsibility say young 

children, special children or the fact that men are supposedly breadwinners and should 

provide. 
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 Another likely cause of the gap in unemployment and underemployment may be 

discrimination. This could be done through disparities’ in hiring rates between males and 

females who maybe equally productive. However, with laws passed concerning this 

matter it may be exercised through differential hiring rates.  

Labour market institutions such as trade unions set wages by rules and not through the 

price mechanism. Wage setting through rules forms part of the labour market legislation, 

which constitutes various laws that the government uses to govern the labour market 

processes and hence determine labour market outcomes. There are laws, for instance, 

which specify minimum wage rates and govern the process by which trade unions acquire 

bargaining rights and the procedures by which they and employers engage in collective 

bargaining (Hirsch, 2007). By not hiring workers with lower levels of capital higher 

unemployment rates are observed for the less educated and inexperienced. In the Kenyan 

context, this would mainly affect women especially in the rural areas where the majority 

of population resides.  

Psacharopoulos et al. (1989) argues that supply and demand for labour change during the 

process of development. In the early stages of industrialization agricultural sector to loses 

its importance as the main employer of women. Given that industries expand slowly as 

compared to contraction of agriculture, the result is an initial increase of female 

unemployment but the situation reverses with the expansion of service and government 

sectors. Labour shortages lead to higher availability of part-time jobs and higher wages 

for women giving rise to a U-shaped pattern of female employment in the process of 

development. 
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2.3 Empirical literature review 

Studies on the issue of unemployment and underemployment have been done sing 

various methods and estimation procedures. Probit and logit regression are the most 

commonly used techniques with some employing multinomial logit analysis. Few of 

these studies, though, do a decomposition of the unemployment or underemployment 

female-male gap. Most of the studies have focused on European countries with few 

focusing on Africa. Some of the studies are reviewed below. 

Focusing on Ghana, Sackey and Osei (2006) use probit model to study unemployment 

and underemployment is the human resource underutilisation. They found that in certain 

industries there is an association between poverty and underemployment. Rural areas 

were also found to have high underemployment rates with the type of economic activity 

also influencing it. Females were more likely to be underemployed. Demographics, firm 

size and education are found to be the main determinants of unemployment. Higher 

education is associated with low probability of being unemployed. However the authors 

do not go further to make a decomposition of the gap between female and male in both 

unemployment and underemployment. 

With reference to Australia, Wilkins, (2006) explores factors associated with 

underemployment. The individuals labour force status is modelled using multinomial 

logit models. Employment history, family background and labour market conditions are 

the characteristics examined. The study finds unemployment and underemployment to 

have common determinants. Age, education attainment labour market history and 
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disability are the key determinants. Occupation, industry and number of jobs held in the 

previous year determine probability of underemployment. 

The extent to which disparities individual characteristics and structural factors account 

for the gender gap in unemployment in urban Kenya has been studied by Wamuthenya 

(2010). Using cross sectional data and Blinder- Oaxaca decomposition technique it was 

found that the unemployment gap is attributed to composition effect, which accounted for 

84% of the gap in 1986 and 81% of the gap in 1998. The most important factor in 

determining the gender gap appears to be household headship.  

 Differences in the incidence of household headship between men and women accounting 

for 71% of the observed unemployment differential in 1986 and 91 per cent in 1998. 

Vulnerability of women to unemployment is higher than men because of differing 

personal and human capital endowments, which favour men. Based on the decomposition 

framework used, about 16 to19 per cent of the employment gap may be directly attributed 

to gender-based discrimination.  

The focus of the study, though, is primarily on the urban areas of Kenya. This may not 

give a true unemployment gap since rural Kenya experiences substantial unemployment 

rates. In addition, underemployment is not considered. This is a notable gap since 

majority of women reside in the rural areas and may be the most affected with 

underemployment. 

Kingdon and Knight (2000) have studied gender and racial difference in the incidence of 

unemployment in South Africa. Cross sectional data was analysed to examine the extent 

of employment discrimination. The incidence of unemployment was separated into two: 
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entry into unemployment and duration of unemployment. The raw race-gap in the 

probability of unemployment is decomposed into explained and unexplained components. 

Young uneducated Africans living in homelands and remote areas are particularly 

vulnerable to unemployment. They found rural unemployment rates to be higher than 

urban rates which could be explained by historical policies restricting mobility. The very 

long duration of unemployment among a high proportion (68%) of the unemployed 

suggested that the demand-side of the labour market is responsible for a good part of the 

black-white unemployment gap. It was concluded that racial differences in 

unemployment incidence are not due to the poorer productive characteristics of the 

African, coloured, and Indian groups as compared to the whites in South Africa.  

Azmat et al. (2006) use panel data to estimate a probit model of being unemployed in 

OECD countries. In many of the European countries, with high unemployment rates, the 

female unemployment rate was substantially above that of male. The decomposition 

results suggest that human capital differences and labour market institutions can explain a 

large part of the gender gap in unemployment rates. Attitudes toward male and female 

unemployment are key to explaining the gap in countries where unemployment is high. 

Countries with large gender gap in unemployment rates tend to have larger gender gap in 

both flows from employment into unemployment and from unemployment into 

employment. This may be done by compressing wages or acting to the disadvantage of 

groups with lower levels of labour market attachment. The impact of human capital 

differences on unemployment rates dominates.  
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Robert and William (1997) examine trend in unemployment among white and black men 

for the period 1880 to 1990.Using probit model and the standard Blinder–Oaxaca 

decomposition the study examines how racial characteristics have contributed to change 

in unemployment rate gap. The characteristics include region, industry and education. 

The findings on decomposition revealed that literacy levels explain the black- white 

unemployment gap. The racial gap was higher for the literate blacks than the illiterate. 

The literate black faced discrimination in hiring. Regional demand gaps adversely 

affected blacks. Regional difference had significance on unemployment gap between 

1940 and 1960 mainly due to migration. After 1960 less of the unemployment race gap is 

explained by the decomposition. 

Jana and Terrell (2007) analysed gender difference in unemployment in the Czech 

Republic, Germany, Poland and Russia. The study was motivated by the observation that 

in the post communist labour markets unemployment rates increased from zero to double 

digits. Moreover, gender differences in unemployment varied greatly across the 

communist countries. The unemployment gap was decomposed into six transition flows 

between labour market status. A further examination of the flows is done using a gender 

specific multinomial logit model. 

It was found that the higher unemployment rate among women was primarily because 

women are less likely than men to leave unemployment for a job. This is prevalent for the 

married women in the Czech Republic. The single are likely to leave employment for 

unemployment. Age and education are found to be important in explaining flows of both 

men and women in all these economies. The less educated have high unemployment rates 
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and the direction of flows being similar for education and age. Supply side factors like 

unemployment benefits may explain why women stay longer in unemployment. On the 

demand side employers may prefer men to women employees because hiring women is 

made costly by labour codes. 

A study on correlates of underemployment among business school graduates from a 

Canadian university has been done by Burke (1997). Anonymous questionnaires were 

used to collect data on self reported underemployment. The estimation was then done 

using probit regression analysis. Age, career satisfaction and job involvement of the 

graduates was found to be highly correlated with underemployment. Female are also 

found to have high underemployment than male since part time work, where women are 

mostly engaged, is a precondition for underemployment. Contrary, work situation 

characteristics were unrelated to underemployment. However the findings may be biased 

since only one university was considered making the sample non representative. 

2.4 Overview of literature review 

Gender differences in unemployment may be explained by various factors from theory. 

One of the explanations given is difference in human capital. From the neoclassical 

theory, in which the human capital theory is embedded; unemployment is found to be 

high among those with less human capital. On the other hand, labour market institutions 

can also influence the rates of unemployment. They include trade unions which fight for 

minimum wages and other conditions of the employees. This in return curtails demand 

for labour. Sociological factors are another explanation of the unemployment gap 

between male and female. The perception of the society towards gender especially in 
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African communities has left women dragging behind in the development agenda. This is 

reflected from their low human capital acquisition, no right to own property and other 

cultural factors that discriminate against them.  

 The probit model has been used in the study of unemployment by various researchers. 

However, given this method, unemployment among males and females is looked at in a 

pooled model. The assumption is that factors influencing male 

unemployment/underemployment also affect female unemployment/underemployment. 

This is not the case as men and women are different in many individual or family 

characteristics. Few studies in the African context have decomposed the gap in human 

resource underutilisation based on gender and race.  

This study extended the literature on unemployment in Kenya in several ways. First, 

unlike the limited evidence available this study considers gender difference in 

unemployment in both rural and urban Kenya. Second, the study analyses the 

determinants of underemployment gender gap. Thirdly, the analysis uses the most recent 

data set collected in the 2005/06 Kenya Integrated Household Budget Survey. 



37 
 

CHAPTER THREE 

RESEARCH METHODS AND PROCEDURES 

1.0 Introduction 

This chapter presents the empirical research methodology used in the study. The first section 

presents the model specification. Section 2 outlines the method used to decompose the 

gender unemployment and underemployment gap, Section 3 discusses the data sources and 

variable definition. 

1.1. Model specification 

1.1.1 Unemployment 

Let U* denote a latent variable that measures the individuals’ propensity to be 

unemployed. It is assumed to be a linear function of individual family and regional 

characteristics(X). This can be written as:  

Ui
*= Xi β + εi    

............................................................................................................................ (1) 

Ui
 *= 1 if Ui

* >0 meaning the individual is unemployed       

Un
*

=0 if Ui
* ≤ 0 meaning the individual is not 

unemployed……………………………………… (2) 

However U* is not observable instead we observe U=1 if the individual is unemployed 

and U=0 if the individual is not unemployed. 
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The probability of being unemployed conditional on individual, regional and family 

characteristics can be written as in (3) where Φ is the standard normal Cumulative 

Density Function. 

Pr (U =1| X) = Φ (X β)………………………………………………………………………………. 

(3) 

1.1.2. Underemployment 

Similarly, let M* denote a latent variable that measures the individuals’ propensity to be 

underemployed. It is assumed to be a linear function of individual family and regional 

characteristics (Z). This can be written as  

Mi
*= Zi µ + εi........................................................................................................................... 

(4) 

Mi
*= 1 if  Mi

*>0 meaning the individual is underemployed 

Mi
*= 0 if Mi

*≤ 0 meaning the individual is not underemployed……………………………….. 

(5) 

The probability of being underemployed conditional on individual, regional and family 

characteristics can be written as in (6) where Φ is the standard normal Cumulative 

Density Function. 

Pr (M =1| Z) = Φ (Z, µ)…………………………………………………………………............... 

(6) 
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1.1.3 Estimation 

A probit regression model was estimated for male and female separately in both 

unemployment and underemployment and the parameters estimated using maximum 

likelihood estimation.  

1.2 Decomposition of the gender unemployment (underemployment) gap  

Using the extended Blinder-Oaxaca decomposition technique (Fairlie, 2003), the gap 

between male and female unemployment and between male and female 

underemployment were decomposed. The estimated results from the probit specification 

used to decompose the gap into that part that is due to group differences in the individual 

characteristics of the determinants and the other part due to the coefficients of the 

parameters. 

The female-male unemployment gap can be expressed as: 

U*f  – U*
m = Φ (Xf β^f) – Φ 

(Xmβm)............................................................................................. (7) 

Where U*f and U*
m are the predicted unemployment probabilities for females and males 

respectively. Xf and Xm are the vectors of individual characteristics for females and males 

respectively. Equation (7) was decomposed as 

U*f  – U*
m = Φ (Xf β^f) - Φ (Xmβm)= [Φ (Xfβf)- (Xmβf)] + [Φ(Xmβf)- 

Φ(Xmβm)............................. (8) 
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The first term in brackets corresponds to the part of the gap that is due to group 

differences in distributions of X, while the second part corresponds to the portion due to 

differences in the coefficients determining the levels of unemployment. 

The predicted underemployment gap is decomposed following the same procedure but 

represented as M* in place of U*. 

M *f – M *
m = Φ (Xfβf) – Φ 

(Xmβm)............................................................................................ (9) 

Decomposing equation (9) we get; 

M*
f – M*

m = Φ (Xfβf) - Φ (Xmβm) = [Φ (Xfβf) - Φ (Xmβf)] + [Φ (Xmβf) - Φ 

(Xmβm)................... (10) 

The decomposition will be done separately for male and female. 

1.3 Data Source and Variable Definitions 

The study makes use of cross-sectional secondary data from the Kenya Integrated 

Household Budget Survey for the period 2005/06. The survey was done in all districts of 

Kenya in 1343 randomly selected clusters and data collected over a twelve month period. 

13,340 households were considered in the sample. The data is representative across all 

provinces. For instance, the households allocated in the largest province, Rift valley, is 3370 

with North eastern having 510 households.  

Data cleaning and screening was done to come up with the final data that met the 

requirements of the study. To make the data suit the purpose of this study, we first 

selected sub sample for the working age population. The task also included selecting only 
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variables that were relevant for the unemployment and underemployment models as well 

as doing any needed transformation on the same.  

The study considered data for the working age population, 15 – 64. Various individual 

characteristics like age, gender, education and marital status were measured using the data to 

determine their effects on unemployment gap and underemployment given gender. The 

variables measured were unemployment and underemployment as the dependent 

variables. The independent variables include; 

Age  

The age of an individual is important in determining their labour force status. This 

depends on the common activities that are expected to take place at a certain age in life. It 

is expected that male and female of the same age possess different characteristics and 

responsibilities. Age may also capture work experience. Five dummy variables were 

created from the working age starting with the age group 15-24, 25-34, 35-44, 45-54 and 

55-64. Age group 15-24 was the reference group during estimation. 

Marital status 

From literature reviewed it is observed that being single or married affects the flows in 

and out of employment. This was measured to see if the same applies for Kenya. A 

dummy variable was used where being married took a value of 1 and 0 otherwise. 

 

Gender 

One of the possible explanations for unemployment is the sex of the unemployed. From 

literature females are expected to fare on poorly than men in employment. This could be 

because of individual characteristics, discrimination or prejudice. Male took the value of 
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1 and female 0. 

Human capital 

Theory states that education levels explain a great deal of the labour force status of an 

individual. The higher the educational level the lower the unemployment or 

underemployment. This was measured to find out if the same holds for Kenya. Like age, 

five dummies were generated according to the highest education level completed. Those 

who had less than primary education were used as the reference group. The other groups 

were primary level, secondary, form six and university level.  

Shocks experienced 

Shocks may have an impact on labour market outcomes. Since shocks are unexpected 

occurrences, they end up destabilizing a person. Examples include having a family 

member incapacitated, fire, death, lose of a salaried guardian or birth in a household. This 

may cause an individual to devote less time to work or move from employment to 

unemployment. Those who had experienced a shock of any kind took the value of 1 and 0 

otherwise. 

Non-labour income 

The variable was used as a proxy for wealth. This is important in determining human 

capital acquisition or in influencing the decision to work or not and for how long to work. 

Presence of non-labour income took the value of 1 and 0 otherwise. 

Region (rural or urban) 

The area of residence was found to be an important determinant in human resource 

underutilisation. It is observed that those persons who reside in urban areas have more 

advantage when it comes to human resource utilization. This may be because of the 
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exposure they get or the fact that urban areas have more work opportunities. Rural 

residence took the value of 1 and 0 for urban residence. 

 

CHAPTER FOUR 

PRESENTATION AND DISCUSSION OF RESULTS 

4.1 Introduction 

This chapter presents the empirical findings of the study; Section 2 presents summary 

statistics of all variables used. The probit estimates for unemployment model are 

presented in Section 3 followed by probit estimates for underemployment in Section 4. In 

Section 4.3, 4.4, and 4.5 results are presented that could explain the gender gaps 

observed. Section 5 presents the decomposition results for both unemployment and 

underemployment gender gaps respectively. 

4.2 Summary statistics 

Table 4.1 shows the summary statistics of the variables used in the analysis of this study. 

From the table, it is evident that only 12.75% of the active working age population was 

unemployed. Male unemployed (12.15%) was lower than female unemployed (14.45%).  

On the other hand, underemployment is prevalent at 13.44% in general and female are the 

most affected at 17.29% as compared to the male at 11.99%.  

A third of the sample of working age population (WAP) was aged 25 to 34 years and the 

representation of older people declined moving up age groups. Males have more youthful 

persons whereas females have higher proportions of older individuals (9% aged 55 to 64 
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as opposed to 6% among male). Nearly a third (31%) of the working age population had 

primary level of education with a quarter having secondary education; 24% of the WAP 

had below standard seven primary school education the proportion of which was higher 

among females than males. Those with post secondary education were less than 1% out 

of whom males were more. 60% of all individuals in the sample were male and 52% of 

the male sample married.  

 

Table 4.1: Summary statistics 
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About 53% had experienced shocks of various types (such as famine, death, a recent birth 

et cetera) a finding that was higher among female sub-sample. Rural residents were more 

represented than urban residents especially among the females. The distribution of the 

sample by province of residence was such that, 15% came from Central province, 6% 

Coast, 22.8% Eastern, 0.08% North Eastern, 19% Nyanza, 26% Rift Valley and 7.8% 

Western provinces.  
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4.3 Determinants of Unemployment and Underemployment 

Two probit estimations were done: the first one for the underemployment model and the 

second for the unemployment model but using similar independent variables. Results are 

displayed in tables 4.2 and 4.3 respectively. 

4.3.1 Probit Estimates for the Determinants of Unemployment 

The log-likelihood values of the estimated model are -4381.38, -3071.87 and -1208.79 for 

the pooled, males and female models respectively. The log-likelihood ratio test shows 

that the null hypothesis that all the regression coefficients of explanatory variables are 

zero is rejected. The p values show that the test statistics are significant at 1%. This 

shows that the model with predictors fits the data better than the intercept only model. 

 From the pooled model, gender has a negative coefficient (-0.005) implying that male 

have a lower chance than female of being unemployed. Similar findings have been 

reported by Wamalwa (2009) and Wamuthenya (2010). The coefficients of age dummies 

are found to be significant determinants of unemployment at 1% in the pooled and female 

model.  
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                   Table 4.2: Marginal effects of estimated coefficients for the unemployment model 
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                    ***, **, * denote that significance is established at 1% level, 5% level and 10% level 

respectively.  

The male model has mixed significance1. This is consistent with findings of Jana and 

Terrell, (2007). The magnitude of the change is observed to increase with age both in the 

pooled and male model while the female model has mixed magnitudes. For example age 

group 45-54 where the marginal effects are 0.031, 0.0061 and 0.078 for the pooled male 

and female models respectively. This finding is more pronounced among male than 

among female active working age population. This means that age decreases 

unemployment and that it differs by gender whereby decrease in likelihood of 

unemployment is higher among older male active working age population. 

In the pooled model, education levels have mixed effects on chances of unemployment. 

Relative to lack of education, primary education reduces the probability of 

unemployment by 0.002. Secondary level education increases the probability of 

unemployment by 0.04 and advanced (A) levels increase probability of unemployment by 

0.08 while university education reduces unemployment by 0.07. The effects are the same 

across different gender but at university level, the decline in probability of unemployment 

is high at 0.11 than in the total sample. These results are in line with the human capital 

theory and the findings of Azmat et al., (2006), Sackey and Osei, (2006), Kingdon and 

Knight, 2000. 

                                                   
1 No coefficient was estimated for University dummy variable in male sample due to lack of observations. 
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Marital status is found to be a significant determinant of unemployment at 1% in the 

three models and it has a negative coefficient. In the total sample, male and female 

models, the probability of unemployment, for the married, is 0.10, 0.12 and 0.07 

respectively. Being married therefore decreases unemployment with a high magnitude for 

females than males. 

Holding other factors constant, receipt of non-labour income is associated with lower 

probability of unemployment. Significantly, Probability of unemployment is reduced by 

0.034. The decrease in probability of unemployment among males is 0.018 while among 

females it is 0.006. It is likely that, presence of different revenue streams may provide 

households with better education and help them open up opportunities for employment. 

Such prospects are lower for people with a single labour income source. This favours 

males than females (Mammen and Christina, (2000). 

 The effect of shocks is to increase the probability of unemployment; this time by 

0.51.This increase is significant in all the models at 1% for pooled and male and 5% for 

female. The presence of a shock increases the probability of being unemployed by 0.065 

for male and 0.015 for female. It is possible that female commune under strong social 

protection systems such as mutual groups, hence mitigating against negative shocks.     

Holding other factors constant, the region of residence significantly affects 

unemployment, this was presented by previous studies like Kingdon and Knight, 2000. 

Rural residents experience 0.039 higher probability of unemployment as compared to 

urban residence. Male in rural areas have lower probability of unemployment than female 

rural residents (that is 0.031 compared to female 0.064). 
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The province of residence gives mixed significance in determining unemployment. 

Residence in central province has 1% significance in the pooled and male model with 

negative coefficients. Although the probability of unemployment in Central province is 

lower than in Nairobi by 0.039. Male have a much lower probability, 0.077, of being 

unemployed. On the other hand females in Central province have a 0.043 higher 

probability of being unemployed. Living in the Coast, North Eastern and Western 

provinces increases the unemployment probability in all the models but levels of 

significance are mixed coefficients with the pooled and females showing  probability of 

unemployment increases by 0.029 and 0.0636 respectively. Male, on the other hand, have 

a 0.52 lower probability of unemployment. 

4.3.2 Probit Estimates for the Determinants of Underemployment 

The table 4.3 reports the marginal effects of underemployment after probit regression. 

The log-likelihood values of the estimated model are -1408.03, -3054.90 and -4520.51 for 

the pooled, males and female models respectively. The log-likelihood ratio test statistic 

shows that the null hypothesis that all the regression coefficients of explanatory variables 

are zero is rejected. Again the pooled model fits the data better than the restricted model. 

Gender is significant at 1% as a determinant for underemployment (see column 1). Being 

a male decreases the probability of underemployment by 0.0528.The pooled, male and 

female models have a log-likelihood ratio test of 618.12, 385.3 and 278.83   respectively 

significant at 1%.  Again the pooled model fits the data better than the restricted model. 

 Age groups 25 to 34 and 35 to 44 have 0.049 and 0.0065 higher probability of 

underemployment respectively in the pooled model compared to 15-24 year olds. Age 
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effects are significant in the separate regressions. Male probabilities of being 

underemployed decline from the age group 35- 44 to the end of the working age. On the 

other hand female underemployment increases with age from the entry level at 0.061 by 

0.11 in the 55-64 age group and is significant at 1% in all age groups. Thus while 

underemployment increases with age among female it increases with age only among 

young males. It could be that as female grow older they have greater family 

responsibilities which reduces their working time.  

Male with primary level education have lower probability of underemployment (0.025) as 

opposed to the increase (by 0.0596) in underemployment rates among female. Hence 

female have a higher chance of underemployment. Underemployment probability is 

lower among those with secondary level education by 0.0544 in the pooled model, 0.0428 

in the model for male and 0.0698 in the female model. 

                            Table 4.3: Marginal effects of estimated coefficients for underemployment model  
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                ***, **, * denote that significance is established at 1% level, 5% level and 10% level respectively 

This is consistent with the findings of Wilkins (2006) and Sackey and Osei (2006).The 

effect of education on underemployment is not significant above secondary school level 

but it is seen to have a negative relationship with underemployment. 

Marital status reduces the probability of underemployment for the male as well as in the 

pooled model. Married females have a 0.0189 higher probability of being 

underemployed. This could be explained (as earlier mentioned) by having to take up 

more house hold duties once they get married.  
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The study used receipt of non labour income, as a proxy for wealth in a household, to 

ascertain its effects on the decision to work and for how long or not to work. Findings 

revealed, holding other factors constant, that receipt of non-labour incomes decrease the 

probability of being underemployed by 0.0349, 0.0092 and 0.0937 in the pooled, male 

and female models respectively. It is likely that, wealth would provide household 

members with better education and other opportunities to enable them get more stable 

employment opportunities. Male may still hold on to full employment, even with other 

income, due to their responsibility to provide for their households. 

The effect of shocks is to increase underemployment. This increase is significant in all 

the models estimated. The presence of a shock increases the probability of being 

underemployed by 0.0446 for both gender 0.0495 for male and 0.0369 for female. Again 

this lower probability for female may be explained by the fellowship women have in 

social groups that help them adapt better to shocks.   

The region of residence significantly affects underemployment, assuming all other factors 

constant. For both gender, persons in rural areas have a 0.0725 higher likelihood of being 

underemployed as compared to 0.0569 and 0.1069 higher chances of being 

underemployed among male and female, respectively. As such, rural residence 

predisposes one to higher underemployment.  

Generally underemployment increases in all provinces, ceteris paribus, except for female 

in central decreasing by 5.24% and pooled male and female models in the Rift Valley by 

1.90% 1.58% and 3.70% respectively.  
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 4.4. Decomposition of the gender unemployment gap and underemployment gap 

After the probit estimation, the Fairlie decomposition technique was used. The technique 

computes the difference in predicted probability of the dependent variable occurring 

between the two groups, male and female, and quantifies the contribution of group 

differences in the independent variables to the outcome differential. 

Table 4.4 presents the decomposition results based on the male coefficients. This means 

that if the females were given the characteristics of males we are interested to know what 

the unemployment or underemployment probability will be. 

 The female have a higher probability of unemployment at 0.14522 as compared to males 

at 0.12005. the male-female gap in predicted probability of unemployment is 0.02516 and 

the total explained males-females gap of unemployment is 0.02235 ( 88.8% of the 

gap).This implies that individual characteristics are key in explaining the gender gap in 

unemployment. Only 12.2% of the gap is unexplained and therefore determined by 

difference in the coefficients.  

There is mixed significance of variables in explaining the gender gap in unemployment. 

Age group level of education, marital status, region of residence, non labour income, 

province of residence and effects of shocks are found to be significant at different levels. 

Higher education levels, non- labour income, and region of residence are the explanatory 

variables that reduce the unemployment gender gap. Whereas marital status, effects of 

shocks, residing in all other provinces except North-Eastern increases the gap. Education 

levels give mixed results in explaining the gap. Secondary education increases the gap 
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while primary level and post secondary education reduces the gap. This may imply that 

for males and female jobs that require less educational skill gives them equal opportunity.  

Like in the unemployment case, the female predicted probability of underemployment is 

higher (0.1779) than that of male (0.1187).  The difference in the gap explaining 

predicted probability of underemployment between male and female is 0.05923 with the 

total explained males-females gap of underemployment at 0.0032 ( 5.41% of the gap).  

Lower age groups, low education levels, non-labour income, region of residence and 

residing in some provinces (i.e. Central, Eastern and North Eastern) reduces the gender 

underemployment gap. However, marital status, higher levels of education, age groups 

above 45, effects of shocks and residing in the provinces not mentioned earlier increases 

the underemployment gap. 
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G=1, G=0 denotes male and female respectively, ***, **, * denote that significance is established at 1%                             
level, 5% level and 10% level respectively 

 
 

CHAPTER FIVE 

SUMMARY, CONCLUSIONS AND POLICY RECOMMENDATION 

 

5.1 Summary of findings and conclusion 

The national unemployment rate in Kenya dropped from 14.6% in the 1998/99 Labour 

Force Survey to 12.7% in the year 2005/06 Kenya Integrated Household Budget Survey. 
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However, specific groups (youth and women) have high unemployment rates 

underemployment on the other hand increased from 4.8% in the 1998/99 Labour Force 

Survey to 20% in the Kenya Integrated Household Survey. The main objective of this 

study was to examine gender differences in unemployment and underemployment in 

Kenya. Specifically, the study sought to analyse determinants of open unemployment and 

those of time-related underemployment by gender. Further a decomposition of the gender 

gaps was done to identify factors explaining it. 

The method of probit regression analysis was used to estimate a non linear probability 

model. This is owing to the fact that the dependent variables considered are binary. The 

estimation was done for the pooled model, with male and female observations pooled, 

then a separate estimation for male and female observations done. 

Findings from the study show that there is higher unemployment and underemployment 

among females than male. Age, education level, marital status, non-labour income, 

shocks, region and province of residence are significant determinants of either 

unemployment, underemployment or both. Age, marital status and non-labour income 

were found to reduce unemployment. Effects of shocks and region of residences 

increases unemployment. Education level completed, and province had mixed results in 

determining unemployment. Marital status and non-labour income reduces 

underemployment. On the other hand, effects of shocks and region of residence increase 

underemployment. Education levels and province of residence shows mixed results. 

 The predicted probability of unemployment after decomposition was 0.12 for male and 

0.14         for female. Underemployment had 0.11 as predicted probability for male and 
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0.17 for female. The decomposition results show 88.8% of the unemployment gap as 

explained and 5.41% of the underemployment gap explained. The key contributors to 

reducing the gap are region of residence, non-labour income and education level. 

Whereas marital status, effects of shocks, age and province of residence increases the 

gap. 

5.2 Policy recommendations 

From the decomposition results region of residence (rural or urban) reduces the male-

female    gap in unemployment and underemployment. With the devolved government 

structure, passed in the new constitution, the government should endeavour to make it 

work so that regional difference would not be a reason for human resource 

underutilisation.  

Non-labour income also reduces the male-female gap in both unemployment and 

underemployment. The government should therefore encourage wealth creation by 

providing financial and infrastructural reinforcement to her citizens. This could be 

through empowering the community financially, creating markets for their output and 

good road infrastructure especially in rural Kenya. 

 Effects of shocks were found to be significant in increasing the female-male gap in the 

probability of unemployment and underemployment. The government should intervene to 

avert Some of this shocks like lower crop yield due to floods or crop disease. In this case 

the areas which are prone to floods, for instance, could have dams build to harvest water 

during heavy rain seasons and use it for crop production during the dry season. Proper 

research on crop disease and pest control should be funded by the government. 
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Having secondary education reduces the male-female unemployment and 

underemployment gap. This would mean that if more female attained secondary level 

education they have a better chance to compete with their male counterparts. The 

government can thus create jobs that target such levels of education at the entry level and 

encourage higher educational attainment. This can be done by bonding the sponsored 

employees for a certain period of time after completion of the funded programme. 
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Table 2:  Probit Coefficients for Unemployed (Male Sample) 
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Table 3:  Probit Coefficients for Unemployed (Female Sample) 
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Table 4:  Probit Coefficients for the Underemployed (Full Sample) 
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