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Abstract

‘Understanding the significance of the risk attitude on sorting between public and private workers
helps policymakers in introducing reforms in the labor market regulations that prevent oversized
public sector jobs and encourage selection into private sector jobs. The current study attempts to as-
sess the role of certain factors such as gender, type of employment and work training on risk aversion
among employees in the Kurdistan region of Iraq. Given that public sector jobs provide higher job
security than private sector jobs, workers’ risk attitudes can be an important determinant of sector
choice. The data of the study was collected from a sample of 300 fourth-stage evenings shift college
students from the universities of Sulaimani, Charmo University and Sulaimani Polytechnic Univer-
sity who have already been employed in either the public or private sector. The results of the study
indicated that the models containing Gender, Employment type and Work Training as predictors
were significant for some of the risk aversion and sorting, particularly 20% and 10% of risk aversion.
One-third of risk aversion was found to be related to gender, suggesting that males had reported the
aforementioned risk more than females. However, no statistically significant associations were found
between 50% of risk aversion and all the independent variables.
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Introduction:

Public-sector labor markets caught significant attention from labor market economists due to their size and
their distinct characteristics and objectives that guide decision-making. It is common for public sector employ-
ment to dominate most of the labor markets in Middle Eastern countries. According to the Kurdistan region
labor force statistic (Abramzon et al., 2014) the number of individuals ages 15 and over in the labor force and
not currently enrolled in school was approximately 1.2 million in 2012. Services make up 59.8% of all sectors
in the region, which is vastly dominated by the public sector (CIA, 2015). Public sector employment makes up
more than 50% of Kurdistan’s labor force (Group, 2015). Since 2014, the Kurdistan Regional Government (KRG)
has been facing a serious deficit in its budget, and a relatively large public sector wage contributes to extracting
about 65% of the national budget annually. This may not be an ideal situation, but fixing it requires a better
understanding of workers’ sector choices and motivations. Thus, understanding the graduates’ motivations for

sorting differently into public or private sector jobs is important.

It has been argued that the preferences and work motivations of public sector employees differ from those of
private sector employees. Such a risk attitude can be a major explanation of the sector choice. Kurdistan’s pub-
lic sector has long contracts, low volatility and some unique job amenities that are only given to public sector
workers, such as housing and loan assistance for married employees. Job security motivation in the public sector
is avoidance of risk and it’s known that risk-averse individuals have a higher appreciation for employment secu-
rity; therefore, the more risk-averse workers tend to sort themselves into public sector employment given that
employment security is larger in the public sector than in the private sector. This type of sorting has been found

previously (Pfeifer, 2011).

Studying the risk attitude of the public and private workers in Kurdistan and its correlation with the sorting into
public and private sectors will help us understand one of the potential reasons for the relatively growing number
of public sector jobs compared to private sector jobs. This paper is possibly the first attempt to quantify the risk
attitude and its impact on the sector job selection in Kurdistan-Iraq. The data collected and the paper’s analysis
of risk aversion and its effect on sorting gives the researchers and Kurdistan’s labor market regulators a better
vision to design the most suitable policy to encourage individuals to sort more into the private sector. The results
of this paper can determine the extent of the importance of job security in determining sector choice. This paper
will potentially provide a useful tool for public policymakers in Kurdistan to implement reforms in labor market
regulations. This will make private sector jobs more attractive by increasing job security through reforms in pen-
sion law and enforcing the protection of private sector employees. Therefore, this paper aims to investigate the
role of certain explanatory variables, including gender, employment type, self-employment and work training on
risk aversion and sorting among evening shift college students. It also aimed to examine the differences in the

amount of risk aversion based on each of the independent variables.

Related Literature

There is a significant amount of literature discussing the motives of sorting into public sector jobs. One pos-
sibility is that workers’ interest is driven by the public service motivation (PSM) theory (Francois, 2000). PSM
explains some of the workers’ motivations for sorting into the public sector-run private sector, such as it provides

them with a desire to serve the public. The PSM’s importance is driven by the ability to explain the sector choice.
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Such as, why working with government and non-profit sectors may be more desirable despite higher payment in
the private sector jobs. This relates to the notion that individuals are attracted to work in public service because
it allows them to do good for others and society. In other words, workers choose the public sector because of an
altruistic motivation to serve the interests of a community of people, a state, a nation or humankind (Francois,
2000). On the other hand, Krueger and Schkade (2007) have found that more extroverted workers tend to sort
in jobs that require greater social interaction as it gives them more satisfaction, this may relate to the nature of

the public jobs in Kurdistan that requires more interaction with others and public than the private sector jobs.

An alternative hypothesis is risk aversion prospection. Hanna (2001) and Roszkowski and Grable (2009) con-
ducted a study to test whether workers in both the public and private sectors are different in risk preferences; this
was generated by using online survey responses to a series of hypothetical investment questions with carefully
specified scenarios varying in their risk aspects. The researchers asked certain questions about investment choic-
es under different levels of risk and they ranked the risk attitude of public sector workers from the investment
choices. It was concluded that public sector employees scored lower on a test of financial risk tolerance compared
to their counterparts in the private sector. This evidence stayed valid even after controlling for demographic vari-
ables related to risk tolerance. It has been argued that the public sector wage is lower than the private sector as the
public sector is mainly to provide public welfare rather than maximizing yield on investments (Pfeifer, 2011). In
addition, job security is another reason that workers in the public sector accept lower wages. Luechinger (2007)
found evidence that sorting into public sector jobs increases the well-being gains for the risk-averse workers due
to higher employment security than the private sector jobs. He also explains that the high wages of the private
sector are to compensate for the lower employment security. Some other empirical evidence by Dohmen and
Falk (2011) showed that the self-sorting between either accepting fixed hourly or per piece pay is correlated with

the worker’s productivity as well as their risk attitude.

Empirical Strategy

The empirical strategy is to examine the correlation between risk attitudes and the probability of public or pri-
vate sector job selection. To answer the research questions, a series of regression analyses were conducted. One
may be concerned that individuals may not have the choice to sort into different sectors due to a lack of private
sector jobs. Oil revenues account for over 75 per cent of GDP and 95 per cent of government revenue in Kurd-
istan (Snapshot, 2014), which makes the national budget subject to the risk of oil price volatility. This reveals an
urgent need to minimise the size of the public sector share of the labor market employment. Statistics show that
there is potential growth in the private sector led by foreign direct investment. For instance, there were more
than 1,000 Turkish companies registered in 2012, and Turkish construction companies are using an estimated
30,000 Turkish workers (Al-Jazeera, 2012), which shows a significant growth in the private sector labor demand
filled by foreign workers. As economic data indicate, the private sector labor demand grew by 60% between 2008
and 2009, which means that its contribution to GDP increased (KRG, 2012). On the education side, the number
of students in public higher education increased from 66,042 in 2008-2009 to 76,446 in 2009-2010, a growth of
about 15.75%. Meanwhile, the number of students in private universities increased from 3,772 in 2008-2009 to
8,735 in 2009-2010, a growth of about 131.5%.

Thus, we can use the above as arguments supporting the existence of education and job sector choice given the

ability and education. However, the reality is that only 20% of all jobs are in the private sector (Abramzon et
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al., 2014). This might be due to a lack of desirable skills among public college graduates. This raises questions
about whether the system has been designed for sorting or learning. Our interest is to net out the effect of risk
attitude on sorting into sectors. We also suspect that our variable of interest (risk attitude) is possibly correlated
with other individual characteristics. For instance, gender is associated with more risk aversion across sectors.
Nelson (2012) concludes that women may not be more risk-averse than men. Hence, explaining the differences
in risk attitude between men and women will help us better understand the magnitude of the difference in job

sector selection across genders and sectors.

Methodology:

The data of this study was collected from evening shift college students, in the university of Sulaimani, Charmo
University and Sulaimani Polytechnic, who have already been employed in both the public and private sectors.
Using the Purposive Sampling Method, three hundred fourth-stage evening shift students (100 students in each
University) were chosen to participate in the current study. A survey by Roszkowski and Grable (2009) was
utilized to obtain the data which includes a set of independent variables on a wide range of work-related topics,
such as gender, employment conditions, self-employment and work. The survey also contained six hypothetical
income loss questions estimating risk tolerance. To address our research question clearly, we restrict our sample
only to be from public and private workers, taking (1) if public and (0) if he or she is in the private sector. The
coding was also similar for other independent variables, giving value (1) if the individual is male and (0) if fe-
male, value (1) if the individual is self-employed and (0) if non-self-employed; the value of (1) was also given to

those who had already taken work training and (0) if he or she didn’t take the work training.

Results:

Regression analyses were carried out to determine the relationship between independent variables and risk aver-
sion and sorting. As shown in Table (1) the result showed that Gender (B: 17, t= 2.94, P value= .004, Employ-
ment type, B: -.15, t= 2.56, P value= .011, and work Training, B: .16, t= 2.20, P value= .03) were significantly
related to twenty percent of risk aversion and sorting. These findings suggest that 0.08% of the variance in twenty
per cent of risk aversion and sorting is explained by these three independent variables. However, Self-Employ-

ment, B= -0.02, was found to be not significantly related to the twenty per cent risk aversion.

Looking more closely at the differences between the levels of each independent variable in the 20% risk aversion,
the researchers conducted a series of Mann-Whitney tests. The finding showed that males (mean rank=169.8)
tend to take higher twenty risk than females (mean rank=144.3), Z= 2.54, P value= .011). Regarding the dif-
ferences in Employment type, the result of the Mann-Whitney test revealed that individuals who work in
the private sector (mean rank=162.3), reported higher risk than those who work in the public sector (mean
rank=134.8), Z= 3.02, P value=.001). In addition, individuals who had taken work training (mean rank=180.12),
showed higher risk aversion than those who didn’t obtain work training (mean rank=145.5), Z= 2.85, P value=
.005). Nevertheless, no statistically significant difference was noticed in taking risk aversion between self and

non-self-employed persons.

Table 1 Regression coeflicients and Beta weights for the association between independent variables and twenty
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per cent risk aversion
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N Unstandardized Unstandardized . o
odel : i
BCo_e C'Set" tError Coefficients &
Gender 0.19 0.06 0.17 2.94 0.004
Employment type -0.15 0.05 -0.15 2.56 0.011
Self-Employment -0.04 0.12 -0.02 -0.32 0.74
Work Training 0.22 0.10 0.16 2.20 0.030

Moreover, the researcher directed three questions regarding different amounts of risk aversion (i.e. 10%, 8% and
5%) for those who answered “NO” for 20% of risk aversion. Concerning the 10% of risk aversion and sorting,
the results of regression analyses showed that Gender (Bz -.19, t= -2.15, P value= .033), was significantly related
to ten percent of risk aversion and sorting, indicating that 0.05% of the variance in ten percent of risk aversion
and sorting is account for by gender. However, the rest of the independent variables were found to be non-sig-

nificantly associated with the ten per cent risk aversion and sorting.

To find out who scored higher in ten percent of risk aversion, the result of Mann-Whitney test revealed that
female (mean rank=67.6) tends to take higher ten percent risk than male (mean rank=55.0), Z= -2.20, P value=
.028), whereas no significant differences were found between the level of each of Employment type, Self-Employ-

ment and Work Training.

Looking at the 8% risk aversion, the result of regression analysis showed no significant associations between the

independent variables and 8% risk aversion and sorting.

Table 2 Regression coeflicients and Beta weights for the association between independent variables and ten per

cent risk aversion

i Unstandardized Unstandardized . o
ode : i
BCo_e C'Setn t];rmr Coefficients :
Gender -0.18 0.08 -0.19 -2.15 0.03
Fmp]oyment type 0.04 0.06 0.06 0.67 0.51
Self-Employment 0.19 0.19 0.12 0.98 0.32
Work Training -0.09 0.16 -0.07 -0.56 0.58

Table 3 Regression coefficients and Beta weights for the association between independent variables and eight per

cent risk aversion

Bkl Unstandardized Unstandardized . -
ode : i
BCoe C'Se: tErrqr Coefficients &
Gender -.032 099 -.029 328 743
Fmployment type 120 074 140 1.610 110
Self-Employment 147 0.92 161 1.71 131
Work Training 350 193 219 1.81 072

Regarding 5% risk aversion and sorting, the result of regression analysis showed no significant relationship be-

tween the independent variables and five per cent risk aversion.
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Moreover, the researchers conducted a regression analysis to find the association between the independent
variables and one-third of risk aversion and sorting. The result showed that gender was the only factor that
was significantly related to one-third of risk aversion (B: .14.6, t= 2.50, P value= .013). This finding suggests
that 0.027% of the variance in one-third of risk aversion and sorting is accounted for by the individual’s gender.

However, no statistically significant association was found between other independent variables and one-third

of risk aversion.

Table 4 Regression coefficients and Beta weights for the association between independent variables and five per

cent risk aversion

- Unstandardized Unstandardized . -
ode : i
BC(E C'Se: t;lrror Coefficients &
Gender -.067 0.11 -.053 594 554
Employment type -.001 085 -.001 -.010 992
Self—Emp]oyment 017 262 008 066 947
Work Training 249 221 140 1.12 262

To look at the gender differences, the result of Mann-Whitney test also showed that males (mean rank=170.1)
tend to take a higher one-third risk than females (mean rank=144.2), Z= -2.56, P value= .010).

Table 5 Regression coeflicients and Beta weights for the association between independent variables and one-third

of risk aversion

Unstandardized 5
Unstandardized .

Model Coefficients fici t Sig

B St. Error Coeflicients
Gender 170 068 146 2.507 013
Fmployment type 012 060 012 205 838
Self—Fmployment 140 127 080 1.10 271
Work Training -.014 105 - 010 - -.132 895

Finally, as shown in the table below, the result of regression analysis showed that there was no significant rela-

tionship between independent variables and fifty per cent of risk aversion and sorting.

Table (6)Regression coeflicients and Beta weights for the association

between independent variables and fifty per cent of risk aversion

Unstandardized .
Unstandardized .
Model Coefficients i t Sig
B St. Error Coefficients

Gender 060 064 056 951 342
Employment type -.035 057 -.037 -.035 537
Self-Employment -.097 119 - 060 — 817 415
Work Training 031 099 023 312 755
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Opverall, the results of the regression analysis indicated that the models containing Gender, Employment Type
and Work Training as predictors were significant for some of the risk aversion and sorting, particularly 20% and

10% of risk aversion.

Discussion:

The current study aimed to find the relationship between certain independent variables and risk aversion among
evening shift college students who have already been employed in both the public and private sectors. The
findings showed that gender, employment type and work training are statistically associated with 20% of risk
aversion. Regarding the role of gender, the finding further illustrated that male tends to take a higher twenty
per cent risk than female. One possible explanation for this result might be that males in Kurdish society have
more freedom compared to females, which in turn causes them to increase their work experiences and find job
opportunities. This is supported by Nelson (2012) whose study concluded that male has taken more risk aversion
than female. Besides, those who worked in the private sector reported a higher twenty percent risk than their
counterparts. This could be because employment security or future job assurance is considered to be larger in
the public than in the private sector (Pfeifer, 2011). In addition, the public sector is regarded by many as less
demanding than the private sector. Also, the public sector has long contracts, low volatility and some unique job
amenities such as housing and loan assistance for married employees. This finding is consistent with the study
conducted by Hanna (2001) and Roszkowski and Grable (2009) who concluded that public sector employees
scored lower on a test of financial risk tolerance compared to their counterparts in the private sector. Further-
more, individuals who had taken work training showed higher risk aversion than those who didn’t obtain work
training. This is supported by Fairlie and Holleran (2012) whose study found that individuals who were more

risk tolerant benefited more in entrepreneurship training than less risk-tolerant individuals.

Moreover, a series of regression analyses were conducted for those who answered “NO” for 20% of risk aversion
and were asked to answer (10, 8 and 5% of risk aversion questions only). Concerning 10% of risk aversion, the
result revealed that only gender has a significant role in the aforementioned risk. However, no statistically signif-
icant association was found between other independent variables and ten per cent of risk aversion. The finding
further indicated that females reported higher ten percent risk aversion than males. A possible explanation for
this result could be related to the low amount of the risk which made females feel confident to report this risk.
Nevertheless, the findings showed no significant role of each of the independent variables on 8% and 5% of risk
aversion. The low level of the risks could be a possible reason for this result which in turn led all individuals

reporting the risk relatively similar.

On the other hand, those who answered “Yes” for 20% of risk aversion were advised to answer the questions
related to one-third and 50% of risk aversion. The result showed that gender was the only factor that was sig-
nificantly related to one-third of risk aversion in favour of male, suggesting that male tends to take a higher risk
than female. One possible reason for this finding may be that males have more freedom and more opportunities
to obtain different types of jobs in the future. The difficulty in finding a preferable job among females, the high
level of risk and the stress associated with losing their current job could be possible factors that made females

not report one-third of their risk aversion. Regarding 50% risk aversion, there was no statistically significant as-
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sociation between independent variables and this risk aversion. The possible reason could be that fifty per cent is
not a stress-free risk. Therefore, it is very difficult for individuals to confidently take a risk that has half a chance

of losing their current job.

In conclusion, the findings suggest that those who work in the private sector and have attended work training
tend to take higher risks than their counterparts. Concerning the gender differences, males also reported higher
risk than females, particularly in one-third of risk aversion. The present study however has some limitations. The
study was limited to the evening shift college students which may not be generalized to other groups. Secondly,
this study has focused on the association between the variables, and although regression analysis demonstrates
the existence of a significant association between independent and dependent variables, causality cannot be
attributed. Thirdly, there might be some confounding factors that affect the correlation between the study’s vari-
ables and risk aversion, hence; further research needs to examine if there is any moderator in the relationship

between risk aversion and other aforementioned variables.
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